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2021 saw India successfully steer its economy into recovery mode despite major pandemic 
outbreaks in the first half of the year. Containment strategies are now the new normal alongside 
a national vaccination program. In 2022, more vaccines are expected to become available as 
well as guidelines for vaccine booster shots and a legal framework for work-from-home to define 
the liability of employers towards employees. International travel is yet to return to normal and 
air bubble arrangements will continue for the foreseeable future. Living with COVID-19 is now 
a strategy for most countries, including India. This is necessary to curb slowdowns, facilitate 
economic activity, and resuscitate consumption growth after an extended period of uncertainty.

Exemplifying India’s forward-looking approach is the country’s push to expand the contribution 
of the manufacturing sector – by securing gaps in the local supply chain and bolstering 
production capacity in critical areas. The goal is to additionally enhance India’s export-oriented 
manufacturing potential, establish higher value in the global supply chain, and lower sector-wise 
import dependencies. So far 13 sectors have been identified for Production-Linked Incentives 
(PLI) schemes and its beneficiaries need to meet certain targets. These industries should be 
attractive for foreign investment as they will require infrastructure upgrades, production know-
how, R&D, logistics support, among others. They will also benefit from a liberal investment 
environment. More recently, incentives for the semiconductor industry have been announced 
to attract investors and establish a design, R&D, and production base in India.

Reforms to streamline bureaucratic processes, ease doing business, and digitalize the 
government interface have also continued to facilitate greater foreign investment and trade.

Designed to introduce the fundamentals of investing in India, this publication is compiled by the 
experts at Dezan Shira & Associates, a specialist practice providing corporate establishment, 
business advisory, tax advisory and compliance, accounting, payroll, due diligence, and financial 
review services to multinationals investing in emerging Asia.

Doing Business in India 2022 covers the following:

• Corporate Establishment 
• India’s Investment Climate
• Tax, Audit, and Accounting
• Human Resources and Payroll

Within these chapters, we discuss a range of different topics that affect doing business in India, 
including market entry considerations, investment models, key taxes applicable for foreign 
companies, and impending legal reforms. Special focus is given to the 13 sector-specific PLI 
schemes and their expected impact on production investments in the country. 
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Doing Business in India 2022 is designed to introduce the fundamentals of investing in 
India. Compiled by the professionals at Dezan Shira & Associates in December 2021, this 
comprehensive guide is ideal not only for businesses looking to enter the Indian market, but 
also for companies who already have a presence here and want to keep up to date with the 
most recent and relevant policy changes.

To be more specific, the below changes are noticeable for your attention:

India’s free trade agreements: We have updated the status of India’s trade agreements and 
explained the shift in how the country is negotiating these arrangements. The focus is now on 
accessing markets where India can ensure better balance of trade, bilateral engagement than 
multilateral, and support for its own export-oriented manufacturing investments. A key push 
has been made by the government to secure preliminary negotiations and announce the India 
UAE Comprehensive Economic Partnership Agreement during Prime Minister Narendra Modi’s 
visit to the region in January 2022.

Special economic zones: We have updated the fact sheet on Special Economic Zones to 
indicate the latest number of approved and notified zones, investment into these zones, SEZ-
based exports, and jobs created.

Investment climate: India is keen to advertise its growing competitiveness for foreign investors 
in Asia through new incentive schemes and infrastructure-building initiatives. We highlight some 
of the latest efforts, including the just announced Program for Development of Semiconductors 
and Display Manufacturing Ecosystem.

Production-Linked Incentives program: We have added a new section in this guide to 
cover the PLI schemes for the 13 respective sectors, including approved beneficiaries for 
your reference. Foreign investors can assess their market entry, business matchmaking, or 
supply chain strategy based on the new capacity being created at key points in the Indian 
manufacturing ecosystem.

Dividend distribution tax: We have updated this section to indicate how this tax liability applies.

Withholding tax: We have added this section and included provisions of India’s Double Tax 
Treaties in effect.

Labor laws: We have updated this section to indicate the status of India’s labor reforms and 
the existing regulatory environment.

Minimum wage in India: We have updated this section to indicate when the wage updates 
for respective states were implemented.

What’s new in this guide?
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Dezan Shira & Associates expanded into India in 2007, opening offices in Mumbai and later 
New Delhi in 2008. The launch of Dezan Shira’s India offices was coupled with the launch of 
India Briefing, which is now a premier source of business and regulatory intelligence related 
to the Indian market. In 2021, a third office was opened in Bengaluru (formerly Bangalore).

Our services in India include corporate establishment, business advisory, tax advisory and 
compliance, accounting, payroll, due diligence, and financial review. Dezan Shira & Associates’ 
experienced business professionals in India are committed to improving your understanding 
of investing and operating in emerging Asian markets.

Dezan Shira & Associates India

MUMBAI OFFICE BENGALURU OFFICEDELHI OFFICE

Unit No. 405/A, B Wing, Kanakia Wall 
Street, Andheri Kurla Road, Andheri (East),
Mumbai 400093, India
 
Tel: +91 22 6239 6004
Email: mumbai@dezshira.com

Supreme Overseas Exports 
Building, 1st and 2nd Floor, 
Jayanagar, 7th Block, KR Road
Bengaluru, Karnataka 560070
 
Tel: +91 80 6185 2024
Email: bengaluru@dezshira.com

404, 4th Floor, DLF Courtyard, 
DLF Place District Centre, Saket
New Delhi 110017, India

Tel: +91 11 4706 8058
Email: delhi@dezshira.com
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What are the options for investment? 

Entity structures and their setup process

India’s free trade agreements

Special economic zones
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1 While setting up in India, foreign companies should choose an entity structure that caters best 
to their need. Selection of the right entity structure will help the company establish itself as a 
strong player in the Indian market, and also help them reap financial gains.

A foreign investor or company may set up as an unincorporated entity or incorporated entity in 
India. 

Unincorporated entities permit a foreign company to do business in India by establishing a 
liaison office, branch office, project office, or a trust. An incorporated entity, like a limited liability 
partnership, joint venture, or a wholly owned subsidiary is considered a separate legal entity and 
has a more structured setup.

What are the options 
for investment? 
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Entity structures and 
their setup process 

Liaison office 
Foreign companies may open a liaison office in India if they wish to expand their businesses 
and interact with Indian customers. Also known as a representative office, it can only act as a 
communicator between the foreign parent company and Indian company as it is not allowed to 
conduct any revenue generating business activity in India. Since it cannot engage in commercial, 
trading, or industrial activities, their operating cost must be sustained by inward remittances 
received from their foreign parent company.

Foreign companies often use the liaison office to create awareness about their services and 
products, promote their business activities, network, and explore market potential. The liaison 
office will be established as per the provisions of the Foreign Exchange Management Act that 
was launched in 1999 under the guidance of the Reserve Bank of India (RBI).

Features of a liaison office
 
• Represent the foreign parent company
• Carries out only liaison activities
• It is referred to as a ‘place of business’ (POB)
• It can provide information about potential market opportunities
• It can provide information about the company and the products it manufactures to Indian 

customers
• Promote export and import between the countries
• Establish technical and financial cooperation between the foreign and Indian companies
• Facilitate communication between the parent and Indian companies

Requirements to set up a liaison office

• The foreign company should have a profit-making track record during the immediately 
preceding three financial years in the home country

• The foreign company should have a minimum net worth of US$50,000
• Foreign applicants should have the latest audited balance sheet
• The latest balance sheet has to be certified by a certified public accountant or any registered 

accounts practitioner
• Foreign applicants should have the English version of the Certificate of Incorporation/

Registration or Memorandum and Articles of Association
• The COI/MOA & AOA should be attested by Indian Embassy/notary authority in the country 

of registration
• The bankers’ report from the applicant’s banker in the host country should show the number 

of years the applicant has maintained banking relations with that bank
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Procedure to set up the liaison office

• Under the Foreign Exchange Management Act (FEMA) of 1999, liaison offices can be set 
up by either taking the reserve bank route or the government route

• Foreign applicants will have to check which route suits them the best
• Foreign applicants will have to submit their applications in Form FNC through the designated 

AD category-I to the RBI
• After foreign applicants have been approved, they will be given a unique identification 

number (UIN)
• Foreign applicants must also obtain a permanent account number (PAN) to be able to set 

up the office
• If foreign applicants are unable to meet the required criteria, the parent company may submit 

a Letter of Comfort as per Annexure-B

Branch office
Foreign companies can set up branch offices that will be responsible for carrying out the branch 
activity for its businesses. To establish these offices, it is necessary to follow the provisions laid 
down by the RBI and the Companies Act, 2013. 

Foreign companies can generate revenue from the Indian branch office from those activities 
allowed by the Reserve Bank of India. The branch office requires approval from the RBI and 
once it is given, it can commence with its operations. 

The Indian branch office must meet all its expenses through remittances from the foreign head 
office or through revenue generated from the Indian operation – as permitted by the RBI. Though 
the branch office is not permitted to engage in manufacturing activities on their own – these 
may be subcontracted to an Indian manufacturer. Further, if a branch office is operating in a 
Special Economic Zone (SEZ), then it is permitted to undertake manufacturing and service 
activities in sectors with 100 percent FDI approval.

Foreigners utilize branch offices to test and understand the Indian market under the control of 
the RBI. All business activities need to be approved. 

Branch offices are permitted to undertake following activities: 

• Export/import of goods
• Rendering professional or consultancy services
• Carrying out research work in which the parent company is engaged
• Promoting technical or financial collaborations between Indian companies and parent or 

overseas group company
• Representing the parent company in India and acting as buying/ selling agent in India
• Rendering services in Information Technology and development of software in India
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• Rendering technical support to the products supplied by parent/group companies
• Representing a foreign airline/shipping company

Branch offices are prohibited to undertake the following 
activities:

• Retail trading activities of any kind
• Any direct or indirect manufacturing or processing activities in India

All earned profits are freely remittable from India but subject to payment of applicable taxes.

General features of a branch office include:

• The name of the Indian branch office needs to be the same as the parent company
• The governing body for the branch office license will be the Reserve Bank of India
• It is suitable for foreign companies who are looking for a temporary office
• All expenses of the office are met by the head office if it does not receive revenue from 

Indian operations
• It can increase the foreign company’s customer base by spreading its business to diverse 

locations

Pre-requisites to set up a branch office 

In order to sanction the branch offices of foreign companies, the RBI has recently begun 
considering the following additional criteria: 

• Profit making track record during the immediately preceding five financial years in the home 
county

As per the latest audited balance sheet certified by a certified public accountant, net worth 
should not be less than US$100,000 or its equivalent

Requirements to set up a branch office 

The branch office must apply for approval from the RBI under the provisions of FEMA. It must 
submit a copy of Certificate of Incorporation or the MOA and AOA, along with the parent 
company’s audited balance sheet for the last three years. It must also obtain a PAN and register 
with the RoC through the Ministry of Corporate Affairs’ website.

The RBI will track the financial position of the applicant company as well as the scope of activity 
it is proposing. Applications will be submitted via Form FNC (Annex-1) and will be considered 
under two routes – Reserve Bank route and government route. The Reserve Bank route is in 
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case the principal business of the foreign entity falls under sectors where 100 percent foreign 
direct investment (FDI) is permissible under the automatic route. The government route is the 
same as the Reserve Bank route, the only difference being that applicant companies taking 
this route are non-government and non-profit organizations/bodies/departments.

To get approval from the RBI, the applicant companies need to submit their applications 
through the authorized dealer. An authorized dealer refers to the various institutions that have 
banking licenses. 

The following documents are required for the branch office setup: 

• Three copies of Form FNC
• Letter from the principal officer of the parent company to the RBI
• Letter of authority from the parent company in favor of local representative
• Letter of authority/resolution from the parent company
• Comfort letter from the parent company intending to support the operation in India
• Two copies of the English version of the Certificate of Incorporation, Memorandum and 

Articles of Association (charter document) of the parent company, duly attested by the 
Indian embassy or notary public in the country of registration

• Certification of Incorporation that has been translated & duly notarized and certified by 
Indian Consulate

• The latest audited balance sheet and annual accounts of the parent company duly translated 
and notarized for the past three years and certified by the Indian Consulate

• Name, address, email ID and telephone number of the authorized person in the home country
• Details of the bankers of the organization and the country of origin along with the bank 

account number
• Commitment from the organization to the effect that it will be open to report/opinion sought 

from its banker by the Government of India/RBI
• Expected funding level for operations in India
• Details relating to address of the proposed local office, number of persons likely to be 

employed, number of foreigners among such employees and address of the head of the 
local office, if decided

• Brief details regarding the activities carried out in the home country and the product and 
services offered by the applicant organization

• Bankers Certificate
• Latest proof of identity of all the directors, certified by the Consulate and Banker in the 

home country
• Latest proof of address all of the directors, certified by the Consulate and Banker in the 

home country
• Details of the individuals/company holding more 10 percent of equity
• Structure of the organization w.r.t share holding pattern
• Complete KYC of shareholders holding more than 10 percent equity in the applicant company
• Resolution for opening up a bank account with the Banker
• Duly signed bank account opening form for the Indian Bank
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Project office
A project office can be established if a foreign company has received a contract from an Indian 
company to execute a project in India. It is set up for a limited period of time. For example, if a 
foreign company has received a contract to execute an infrastructure or installation project in 
India through project offices duly registered with the RBI and the Registrar of Companies (ROC). 

The difference between a project office and a liaison office is that project offices can carry out 
commercial activities in relation to the project awarded but liaison projects cannot carry out 
commercial activities. 

Eligibility criteria

Foreign companies may launch project offices to execute projects in India only if they have 
received a contract to do so from an Indian company and if:

• The project is directly funded by an inward remittance from abroad
• The project has been approved by the appropriate authority
• The project is being funded by an international financial institution 
• The Indian company awarding the contract has been granted a loan from a bank or other 

public financial institution in India

Cases of exception:

• Approval from the RBI is granted in consultation with the government of India to those entity 
residents in Pakistan, Bangladesh, Sri Lanka, Iran, Afghanistan, China, Macau, or Hong-Kong 
who wish to open offices in Jammu & Kashmir, the northeastern states, or the Andaman and 
Nicobar Islands. In all other cases, authorized dealer category-I banks may grant approval.

• If a contract settled by a project office has been awarded by the Ministry of Defense, then its 
proposals relating to the defense sector will require no other approval from the government 
of India.

Requirements to set up a project office

A project office can open non-interest-bearing foreign currency accounts in India for expenses 
and credits. The office can maintain both a foreign and Indian rupee account while operating in 
India. After the project is completed, the project office may repatriate any capital surplus once 
all tax liabilities have been paid and the final account audit is completed.

It takes about 10 days to receive approval for the project office. The project office must be 
opened within six months from the date of approval letter. If it is not set up by then, an extension 
of six months may be granted by the RBI.
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Procedure to set up a project office: 

• Submission of applications in Form FNC
• Submission of a copy of the Certificate of Incorporation
• Submission of the latest audited balance sheet of the home country
• Submission of a banker’s report from the applicant’s banker in the host country

Time limit for starting a PO:

• The office shall be opened within six months from the date of approval letter
• An extension of six months may be granted by AD Category-I bank for reasons beyond 

the control of the person resident outside India and any further extension will be granted 
by the RBI

• Registration of the PO takes approximately 15 days 

Limited liability partnership (LLP)
A limited liability partnership (LLP) is a hybrid cross between partnership firms and a company 
(private or public). LLP has limited liability for its partners like a company, and it receives tax 
benefits like a partnership firm. Under this structure, the liability of the partner is limited to 
their agreed contribution, and it provides flexibility without the imposition of detailed legal 
requirements.
 
Since the Limited Liability Partnership Act was passed in 2008, the LLP has evolved to become 
a popular business entity in India. It is a preferred corporate establishment strategy for many 
small-and-medium sized enterprises in India. 

Foreign investors have also begun to show interest in investing in LLPs. In 2015, the FDI 
policy was amended such that investment in LLPs in sectors that permit 100 percent FDI via 
the automatic route will not require government approval. Foreign companies can make any 
downstream investment in any other company or LLP operating in sectors that permit foreign 
investment. Downstream investment refers to indirect foreign investments made by an Indian 
entity being controlled abroad into another Indian LLP by means of acquisition or subscription. 

However, investors or companies from Bangladesh and Pakistan are only permitted to make 
investment in LLPs in sectors that allow FDI through the government route.

FDI in an LLP under the automatic route is subject to the following conditions:

• The LLP should come under a sector that has no FDI-linked performance conditions, which 
refers to sector specific conditions for companies receiving foreign investment

• The LLP should be in a sector that permits 100 percent FDI

RELATED READING

Due Diligence for Foreign 
Companies in India
March 2020

Foreign companies investing 
in India are advised to do a 
due diligence check, which 
uncovers critical information 
relating to the business 
and its management, thus 
helping investors decide 
if they should go ahead 
with their financial deal, or 
negotiate better terms and 
conditions, or withdraw 
their interest from the 
target entity or deal. 

AVAILABLE HERE

https://www.asiabriefing.com/store/book/due-diligence-foreign-companies-india.html
https://www.asiabriefing.com/store/book/due-diligence-foreign-companies-india.html
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• The conditions of the LLP Act of 2008 are met 

The eligible form of FDI accepted from foreign entities includes their investment either by way 
of capital contribution or transfer of profit shares in the capital structure of the LLP. Eligible 
investors include all foreign persons/entities except:

• Foreign portfolio investors
• Foreign institutional investors
• Foreign venture capital investors that have been registered in accordance with the guidelines 

of the Securities and Exchange Board of India (SEBI)

Here are a few advantages of setting up an LLP:

Apart from being registered with the corporate affairs ministry, the steps below should be 
followed to incorporate an LLP in India: 

• The process is simpler and less expensive compared to other office types. The minimum 
fee for incorporating an LLP is INR 500 (US$7) and the maximum fee is INR 5,000 (US$70), 
depending on the capital contribution

• There is no requirement to get the accounts audited unless the annual turnover exceeds 
INR 4 million (US$55,750) or contribution to the LLP exceeds INR 2.5 million (US$34,900)

• There is no minimum capital requirement for registration of an LLP
• Partners are not liable to pay the company debts from their personal assets
• Partners are permitted to enter any legal contracts outside India

Requirements to set up an Indian LLP

The process is as below:

• Two people are required to register the LLP, though there is no limit on the number of partners
• Obtain a Designated Partner Identification Number (DPIN) by filing eForm DIR-3 through 

the ministry’s online portal
• Acquire Digital Signature Certificate (DSC) of the partners
• Apply for the name of the LLP to be registered by filling Form 1
• Once the name (which must be unique) is approved, fill up Form 2 (Incorporation Document 

and Statement) online
• An initial LLP agreement has to be filed within 30 days of incorporation of LLP

After submitting the required forms and documentation, the registrar will register the LLP within 
14 days of filing Form 2. The LLP must be registered with the RoC. There is no limit on the 
maximum number of partners, but a minimum of two partners are required for forming an LLP, 
and at least one of them has to be a resident of India.
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It is possible to convert an existing partnership firm and existing private and public company 
into an LLP. The LLP is also required to obtain a Permanent Account Number (PAN). An LLP is 
taxed at 30 percent of its total income. An additional surcharge of 12 percent is levied if the 
total income of the LLP exceeds INR 10 million (US$140,000). Further, health and education 
cess at the rate of four percent will be added to the income tax and applicable surcharge.

Wholly owned subsidiary (WOS)
A wholly owned subsidiary (WOS) operates as an independent legal entity whose 100 
percent common stock is owned by another company, the parent company. In other 
words, the foreign company holds 100 percent of the subsidiary’s total share capital.  The 
WOS can be a part of the same industry as its parent company or a part of an entirely 
different industry. 

For foreign investors, the WOS allows them to have control over business operations, 
provide limited liability, and see fewer restrictions on business activities compared to a 
liaison office or project office. However, the activities must be in accordance with the 
FDI policy. 

Foreign companies can set up wholly owned subsidiaries in the form of private limited 
companies in sectors where 100 percent FDI is permitted. 
 

Requirements to set up a WOS

At least two directors, with one being an Indian resident, must be appointed and registered 
through India’s e-filing system for Director Identification Numbers (DIN). A minimum authorized 
share capital of INR 100,000 (US$1,400), two directors, and two shareholders (who can be same 
as the directors) are required to establish a private limited company.

The following form along with requisite documents must be filed with the Ministry of Corporate 
Affairs for establishing a WOS in India:

• SPICe+ for incorporation of the company

Once the documents are submitted, the RoC will issue a Certificate of Incorporation and a 
Corporate Identification Number. It takes about four to five weeks to complete the process. 
The commencement of business certificate must be obtained within 180 days of incorporation 
of the company by filing Form INC 20A with the RoC.

The WOS will be subjected to Indian taxes and laws as applicable to other domestic companies 
in India. Under this structure, companies have to pay Corporate Income Tax (CIT).

RELATED READING

Accessing Indian 
Consumers from Overseas 
and Opportunities in 
the Digital Economy
November 2021

Foreign firms seeking to sell 
to the Indian online market 
should note the market entry 
routes available to them as 
well as suitable business 
models, industry regulations, 
and consumer preferences. 
India wants to be a leading 
production and sourcing hub 
in Asia and its large, upwardly 
mobile consumer market, 
now equipped with increasing 
digital access, is poised to 
support this growth trajectory.

AVAILABLE HERE

https://www.asiabriefing.com/store/book/accessing-indian-consumers-overseas-opportunities-digital-economy.html
https://www.asiabriefing.com/store/book/accessing-indian-consumers-overseas-opportunities-digital-economy.html
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Joint venture (JV)
A joint venture is a partnership between two or more companies or individuals who agree to 
pool capital or goods into a uniform project. Joint ventures in India have been most popular 
for sectors that do not have 100 percent FDI. 

Joint ventures offer relatively low risk to foreign companies, provided that these companies 
conduct due diligence on their Indian partners. A joint venture allows foreign companies to 
utilize the existing networks of their Indian partners, and once taxed, such companies can remit 
their Indian profits outside the country. 

A JV may be formed with any of the business entities existing in India.

Corporate JVs will also be subject to the country’s tax laws, FEMA, labor laws (such as Code 
on Wages Act, 2019, Industrial Disputes Act, 1947, and state-specific shops and establishment 
legislation), the Competition Act of 2002, and various industry-specific laws.

Requirements to set up a JV 

Once a partner/associate company is selected, a memorandum of understanding (MoU) or a 
letter of intent is signed by the parties. 

An MoU and a joint venture agreement/shareholders’ agreement must be marked after consulting 
a chartered accountant firm well versed in the FEMA; Indian Income Tax Act, 1961; the Companies 
Act, 2013; international laws and applicable Indian rules, regulations, and procedures. 

Terms and conditions should be properly assessed before signing the contract. The JV union 
should obtain all the required governmental approvals and licenses within a specified period. 

Foreign companies no longer require a no-objection certificate (NOC) from the Indian associate 
for investing in the sector where the joint venture operates. Therefore, foreign firms in existing 
joint ventures can function independently in the same business segment. Previously, they 
needed prior approval from their Indian partners. 

Before signing a joint venture contract, the below points must be properly assessed: 

• Applicable law 
• Shareholding pattern
• Composition of board of directors
• Management committee
• Frequency of board meetings and its venue
• General meeting and its venue
• Composition of quorum for important decision at board meeting 
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• Transfer of shares
• Dividend policy
• Employment of funds in cash or kind
• Change of control 
• Restriction/prohibition on assignment 
• Non-compete parameters
• Confidentiality
• Indemnity 
• Break of deadlock 
• Jurisdiction for resolution of dispute 
• Termination criteria and notice

CONTACT

Dezan Shira & Associates 
india@dezshira.com
www.dezshira.com

https://www.facebook.com/DezanShira/
https://www.linkedin.com/company/dezan-shira-&-associates
https://twitter.com/dezanshira?lang=en
mailto:india%40dezshira.com?subject=
http://www.dezshira.com
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Key Market Entry Options

Entity Type Purpose Setup time Pros Cons

Liaison 
Office (LO or 
Representative 
Office)

• Used for networking, 
exploring market 
opportunities, and 
promoting parent 
company’s business 
activities

6 - 8 weeks

• Beneficial for foreign 
investors to test the waters 

• Not subject to taxation
• Lower tax and 

import duties; 
• Fewer on-going formalities 

as compared to other 
business entities

• Not allowed to conduct 
any business 

• LO can only act as a 
communication channel

• Permission to set an LO is 
initially granted for a period 
of 3 years and this may be 
later reviewed for extension

• Has to sustain itself through 
private remittances from 
the parent company

Branch 
Office (BO)

• Allowed to conduct 
same business as parent 
company including 
import and export of 
goods, consultancy and 
professional services, 
among others

6 - 8 weeks

• Permitted scope of 
business activities broader 
than liaison office

• Fewer compliances 
compared to a wholly 
owned subsidiary

• Not permitted to engage in retail 
trading or processing activities

• Manufacturing is permitted 
if subcontracted to an 
Indian manufacturer

• High effective tax 
rate of 43.68%*

Project 
Office (PO)

• PO can be established 
if a foreign company 
receives a contract from 
an Indian company

• In case of no contract, 
prior approval from 
the RBI is required

4 weeks

• Suitable for executing 
a specific project such 
as one time turnkey or 
installation projects

• Exists only as long as 
duration of contract

• High effective tax 
rate of 43.68%*

Limited 
Liability 
Partnership 
(LLP)

• LLP is a hybrid of 
a partnership firm 
and a company 

• LLPs are governed by 
the Limited Liability 
Partnership Act, 2008

4 - 6 weeks

• Liability of Partners is 
limited to the extent of 
their contribution in LLP

• No minimum capital 
requirement conditions

• Effective tax rate 
of 34.94%*

• Less compliances as 
compared to a WOS

• FDI is permitted under the 
automatic route in LLPs 
operating in sectors/ activities 
where 100% FDI is allowed 
through the automatic route 
and there are no FDI-linked 
performance conditions

• Mandatory to have one 
designated partner who 
is an Indian resident

Wholly Owned 
Subsidiary 
(WOS)

• Foreign companies 
can set up WOS in 
form of private limited 
companies in sectors 
where 100 percent 
FDI is permitted

4 - 8 weeks

• Total control over 
business activities

• Fewer restrictions on 
scope of activities

• Effective tax rate of 
25.17%* for domestic 
companies and 17.16%* 
for new manufacturing 
companies established 
after October 1, 2019

• Mandatory to have an 
Indian Resident Director 

• Requirements to conduct 
mandatory Board Meetings
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India has a mixed record of engaging in free trade agreements (FTAs). Below we discuss some 
of the agreements in effect and provide a table of trade agreements by grouping, type – FTA, 
preferential trade agreement (PTA) etc., and status of implementation.

Overview
Over the last two years, India has been talking free trade agreements with several partners – both 
bilateral and regional – in a bid to boost export-oriented domestic manufacturing. India aims 
to achieve an export shipment target of US$450-$500 billion by FY22, up from US$291 billion 
in FY21. Consequently, early harvest deals and full FTAs have assumed newfound importance 
to an otherwise trade conservative regime. 

Earlier, in 2019, India opted out of the Regional Comprehensive Economic Partnership (RCEP) 
– a trade pact including the 10 ASEAN member countries, Australia, New Zealand, Japan, 
South Korea, and China. The RCEP will come into effect in 2022. Nevertheless, there is now 
a growing list of countries and regional blocs that are negotiating separate trade deals with 
India – including UK, UAE, Australia, Russia, Oman, and the Southern African Customs Union, 
which consists of Botswana, Lesotho, Namibia, South Africa, and Swaziland. 

This position taken by India appears to indicate a preference for bilateral trade arrangements or 
regional trade arrangements that will not dislodge local producers and small-scale businesses, 
such as by way of an influx of Chinese manufactured goods or New Zealand dairy products, 
which was among the reasons why India ultimately chose to exit the RCEP grouping.

Agreements in effect

India-Afghanistan Preferential Trade Agreement

The trade agreement between India and Afghanistan was signed in 2003. Under this agreement, 
India allowed substantial duty concessions ranging from 50 percent to 100 percent on certain 
products. In turn, Afghanistan allowed reciprocal concessions to Indian products, including 
tea, sugar, cement, and pharmaceuticals. Later, in 2011, India removed basic customs duties 
for all SAARC least developed countries (LDCs) at the SAARC Summit in Male, which gave all 
products of Afghanistan, excluding alcohol and tobacco, duty free access to the Indian market.

ASEAN-India Free Trade Area

The Framework Agreement on Comprehensive Economic Cooperation between ASEAN and 
India was signed in October 2003 and served as legal basis to conclude further agreements, 
including Trade in Goods Agreement, Trade in Services Agreement, and Investment Agreement 
that form the ASEAN-Indian Free Trade Area (AIFTA). 

India’s free trade agreements
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The ASEAN-India Trade in Goods Agreement (ATIGA) was signed in 2009 and entered into 
force January 1, 2010. Under the Agreement, ASEAN member states and India have agreed 
to open their respective markets by progressively reducing and eliminating duties. AIFTA 
eliminates tariffs for 75 percent of goods traded between ASEAN and India. For a further 10 
percent of the product lines, the AIFTA commits parties to reduce tariffs below five percent. 

Other benefits of AIFTA:

• Allows for back-to-back shipment of goods within member countries
• Allows for third-party invoicing of goods
• Allows for regional cumulation

The ASEAN-India Trade in Services Agreement was signed in November 2014. It contains 
provisions on transparency, domestic regulations, recognition, market access, national treatment, 
and dispute settlement. The ASEAN-India Investment Agreement was also signed in November 
2014. The Investment Agreement stipulates protection of investment to ensure fair and equitable 
treatment for investors, non-discriminatory treatment in expropriation or nationalization as well 
as fair compensation.

Economic cooperation activities under the AIFTA are now being undertaken on agriculture, 
fisheries and forestry; services; mining and energy; science and technology; transport and 
infrastructure; manufacturing; human resource development; and other sectors like handicrafts, 
small and medium enterprises (SMEs), competition policy, intellectual property rights, and 
government procurement.

Due to uneven levels of development and differing economic policies within ASEAN, ATIGA 
applies two different classes of tariff rates – depending on whether or not they are WTO 
members. Generally, ATIGA grants less developed ASEAN members with less liberalized 
economies, such as Myanmar and Laos, a longer timeframe to reduce their tariffs.

Tariff reductions on “normal track” products have been completed for Brunei, Indonesia, 
Malaysia, Singapore, Thailand, the Philippines, and India. The Agreement requires Cambodia, 
Laos, Myanmar, and Vietnam to have their last “normal track” tariff reductions in place by 
December 31, 2021.

The ATIGA allows the parties to the Agreement to maintain tariffs of four to five percent for 
some sensitive products. A number of these “sensitive track” products are still in the process of 
being lowered for Cambodia, Laos, Myanmar, Vietnam, the Philippines, and India. The last tariff 
reductions for “sensitive track” products are due for Cambodia, Laos, Myanmar, and Vietnam 
by December 31, 2024.

Moreover, the Agreement includes unique tariff reduction provisions for India’s “special products”, 
which are crude and refined palm oil, coffee, black tea, and pepper. By December 31, 2019, tariffs 
for these products were reduced to 37.5 percent to 50 percent, depending on the product.
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Finally, parties are permitted to place some tariff lines into “highly sensitive lists” to manage 
tariff reductions for sensitive products, as well as an “exclusion list” for products excluded from 
the Agreement, which the parties must review annually.

India’s Central Board of Indirect Taxes and Customs provides details on the method of 
calculating AIFTA content: https://www.cbic.gov.in/htdocs-cbec/customs/cs-act/formatted-
htmls/agmt-asean

Asia Pacific Trade Agreement

The Asia Pacific Trade Agreement (APTA), also known as the Bangkok Agreement, came into effect 
in 1976. Members of the agreement include Bangladesh, India, Lao, China, Mongolia, South Korea, 
and Sri Lanka. APTA’s key objective is to hasten economic development among the participating 
countries opting trade and investment liberalization measures that will contribute to intra-regional 
trade and economic strengthening through the coverage of merchandise goods and services.

Bhutan-India Trade Agreement

This trade agreement between the two countries was signed in 2006 for 10 years. In 2016, India 
and Bhutan signed a new bilateral agreement, which provides for a free trade regime between 
the two countries aimed at boosting the bilateral trade for mutual benefit. The agreement aims 
to cut down on documentation and adding additional exit and entry points for Bhutan’s trade 
with other countries.

India-Chile Preferential Trading Agreement

India-Chile Preferential Trade Agreement came into effect in 2007. It is aimed to promote the 
expansion of trade, provide fair conditions of competition for trade, removal of barriers to trade, 
and to the harmonious development and expansion of world trade.

India-Japan Comprehensive Economic Partnership Agreement

The India-Japan Comprehensive Economic Partnership Agreement (CEPA) was implemented 
in 2011 and is considered one of the most comprehensive trade agreements India has entered 
into with any country. The agreement removes duties on almost 90 percent products traded 
between the two countries. Sectors that have benefited from the lower duties include textiles, 
pharmaceuticals, agricultural products, tea, petrochemical and chemical products, cement, 
and jewelry.

https://www.cbic.gov.in/htdocs-cbec/customs/cs-act/formatted-htmls/agmt-asean
https://www.cbic.gov.in/htdocs-cbec/customs/cs-act/formatted-htmls/agmt-asean


24AN INTRODUCTION TO DOING BUSINESS IN INDIA 2022

India-Malaysia Comprehensive Economic Cooperation 
Agreement

The trade agreement between India and Malaysia was implemented in 2011 to strengthen 
and enhance the economic, trade, and investment cooperation between the two nations, to 
liberalize and promote trade in goods and services, to facilitate regional economic cooperation 
and integration, and to improve the efficiency and competitiveness of the manufacturing and 
services sectors. The agreement also includes economic cooperation between the two countries 
in areas such as infrastructure development, creative industries, tourism, small and micro 
enterprises, business facilitation, science and technology, and human resource development.

India-MERCOSUR Preferential Trading Agreement

MERCOSUR is a sub-regional trading community in Latin America, and comprises of Argentina, 
Brazil, Paraguay, and Uruguay. A trading agreement was signed between India and MERCOSUR 
came into effect in 2009. India has brought down duties on 452 items – ranging from 10 to 100 
percent for items such as meat products, chemicals, raw hides and skins, leather articles, wool, 
cotton yarn, glass and glassware, iron and steel, machinery and equipment, optical, photographic, 
and cinematographic apparatus. Meanwhile, India has secured preferential access for organic 
chemicals, pharmaceuticals, essential oils, plastics and articles, rubber and rubber products, 
tools and implements, and machinery items and equipment.

India-Republic of Korea Comprehensive Economic Partnership 
Agreement

The comprehensive trade agreement between India and Republic of Korea (South Korea) 
came into effect in 2010. South Korea reduced tariff on 17 Indian products, while India reduced 
import tariffs on 11 items. The agreement also eases restrictions on foreign direct investments 
for both the countries and will provide better access for the Indian service industry such as IT, 
engineering, and finance in South Korea.

India-Singapore Comprehensive Economic Partnership 
Agreement

The trade agreement between India and Singapore was first signed in 2005, and the second 
review of the agreement was signed in 2018. The two countries have reduced or eliminate tariffs 
on several items. The trade agreement also eliminates tariff barriers, double taxation, duplicate 
processes and regulations, and provide unhindered access and collaboration between the 
financial institutions of Singapore and India.
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India-Sri Lanka Free Trade Agreement

The FTA between India and Sri Lanka was enforced in 2000 and provides duty free concessions 
to a wide range of products traded between the two countries. With an access to duty free 
market, businesses in Sri Lanka can freely export more than 4,000 product lines to the Indian 
market.

India-Nepal Treaty of Trade

Trade agreement between India and Nepal came in effect in 1999 and has been renewed 
continuously in the last few years to further facilitate transit movement of Nepal’s trade with third 
countries by expanding transit points, simplification of procedures, electronic cargo tracking, 
and also enabling movement of Indian cargo through Nepali territory.

South Asian Free Trade Area

South Asian Free Trade Area (SAFTA) came into effect in 2006 with a purpose to reduce custom 
duties of all traded goods to zero. The member countries include Afghanistan, Bangladesh, 
Bhutan, India, Nepal, Sri Lanka, Pakistan, and Maldives. SAFTA reduced tariff rates to 20 percent 
in the first phase by 2007, followed by zero in the second phase on annual basis till 2012, 
in case of India, Pakistan, and Sri Lanka. The rest of the members were given three years to 
reduce their tariffs to zero. 
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India’s Trade Agreements: Grouping, Type of Arrangement, Status

Grouping Number of member 
countries Member countries / participating states Type of agreement, stage 

of implementation 

Asia-Pacific Trade 
Agreement (APTA) 7 India, Bangladesh, China, South Korea, 

Sri Lanka, Lao PDR, Mongolia
Preferential regional trade 
agreement, in effect

India ASEAN Trade 
in Goods Agreement 
(India-ASEAN TIG)

11
Brunei Darussalam, Cambodia, Indonesia, 
Lao PDR, Malaysia, Myanmar, Philippines, 
Singapore, Thailand, Vietnam, and India

Free trade agreement 
(FTA), in effect

Bangladesh India Myanmar 
Sri Lanka Thailand Economic 
Cooperation (BIMSTEC)

7
Bangladesh, India, Myanmar, Sri 
Lanka, Thailand, Bhutan, and Nepal

FTA, under negotiation

Global System of Trade 
Preferences (GSTP) 42

Algeria, Argentina, Bangladesh, Benin, 
Bolivia, Brazil, Cameroon, Chile, Cuba, the 
Democratic People’s Republic of Korea, 
Ecuador, Egypt, Ghana, Guinea, Guyana, 
India, Indonesia, the Islamic Republic of 
Iran, Iraq, Libya, Malaysia, Mexico, Morocco, 
Mozambique, Myanmar, Nicaragua, Nigeria, 
Pakistan, Peru, Philippines, Republic 
of Korea, Singapore, Sri Lanka, Sudan, 
Thailand, Trinidad and Tobago, Tunisia, the 
United Republic of Tanzania, Venezuela, 
Vietnam, Zimbabwe, and Mercosur.

PTA, in effect

South Asia Free Trade 
Agreement (SAFTA) 7

Afghanistan, Bangladesh, Bhutan, India, 
Maldives, Nepal, Pakistan, and Sri Lanka

FTA, in effect

India Nepal Treaty of Trade 2 India, Nepal

Specified duty-free access 
to the Indian market 
on a non-reciprocal 
basis, in effect

India Sri Lanka Free Trade 
Agreement (ISLFTA) 2 India, Sri Lanka FTA, in effect

India Mauritius 
Comprehensive Economic 
Cooperation and 
Partnership Agreement 
(India-Mauritius CECPA)

2 India, Mauritius CECPA, in effect

India Malaysia 
Comprehensive Economic 
Cooperation (IMCECA)

2 India, Malaysia CECA, in effect

India Singapore CECA 2 India, Singapore CECA, in effect
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Japan India Comprehensive 
Economic Partnership 
Agreement (JICEPA)

2 India, Japan CEPA, in effect

India Korea CEPA (IKCEPA) 2 India, South Korea CEPA, in effect

India EU Broad Based 
Trade and Investment 
Agreement (BTIA)

28

India and the EU (Austria, Belgium, 
Bulgaria, Croatia, Cyprus, Czech Republic, 
Denmark, Estonia, Finland, France, 
Germany, Greece, Hungary, Ireland, Italy, 
Latvia, Lithuania, Luxembourg, Malta, 
Netherlands, Poland, Portugal, Romania, 
Slovakia, Slovenia, Spain, and Sweden)

FTA, under negotiation

India Israel FTA 2 India, Israel

FTA, under negotiation

Timeline of negotiations: 
Expected to conclude 
by June 2022*

India Canada CEPA 2 India, Canada CEPA, under negotiation

India Peru FTA 2 India, Peru FTA, under negotiation

India Chile PTA 2 India, Chile PTA, under negotiation

India New Zealand FTA 2 India, New Zealand FTA, under negotiation

India Australia 
Comprehensive Economic 
Cooperation Agreement

2 India, Australia

CECA, under negotiation

Early Harvest Deal 
expected before end 
of December 2021**

India UK FTA 2 India, UK FTA, Under negotiation

India UAE Comprehensive 
Economic Partnership 
Agreement

2 India, UAE

CEPA, under negotiation

Timeline of negotiations: 
Expected to conclude 
in 2022***

Notes:
*As of October 18, 2021.
**As of December 10, 2021.
***As of November 17, 2021.
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Special economic zones

Special economic zones (SEZs) in India are areas that offer incentives to resident businesses. 
SEZs typically offer competitive infrastructure, duty free exports, tax incentives, and other 
measures designed to make it easier to conduct business in India. 

While India’s SEZs are like those found in other parts of Asia, business leaders need to pay 
attention to key differences and idiosyncrasies based on where the SEZ is located, what is the 
industry, and if the investment is export oriented. 

Many business leaders conduct market entry studies that compare sites, resources, incentives, 
and costs before deciding to set up in a specific SEZ. For companies directly sourcing from 
or manufacturing in India, the site should be well placed to acquire the raw materials needed 
for production, while at the same time being in an area suited for export if that is the objective.

Fact Sheet on Special Economic Zones  (SEZ) as on November 30, 2021

Number of formal approvals 425

Number of notified SEZs 376

Number of in-principal approvals 35

Operational SEZs 268 (out of them, 25 are multi product 
SEZs, remaining are sector-specific SEZs)

Units approved in SEZs 5,604 

Total investment

Central Government SEZs INR 220.92 billion (US$2.92 billion)

State/Pvt. SEZs set up before 2006 INR 136.29 billion (US$1.8 billion)

SEZs notified under the Act INR 5928.45 billion (US$78.27 billion)

Total INR 6285.66 billion (US$82.99 billion)

Exports

2019-20 INR 7966.69 billion (US$105.03 billion)

2020-21 INR 7595.24 billion (US$100.14 billion)

2021-22 INR 5293.33 billion (US$69.79 billion)

Employment (No. of people)

Central Government SEZs 193,587

State/Pvt. SEZs set up before 2006 109,754

SEZs Notified under the Act 2,256,945

Total 2,560,286
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Developing an SEZ in India

Developers can apply to the Indian Board of Approval to establish an SEZ where one currently 
does not exist.

Companies, co-operative societies, individuals, and partnership firms are all able to file an 
application, submitting the Form-A that is available on the commerce department’s website 
dedicated to Special Economic Zones.

The required information for the form ranges from basic details, such as the name, address, 
and personal information of the applicant, to more specific details of the proposal, such as the 
type of land it will be set up on and its means of financing.

The amount of land that the proposal requires will determine what type of SEZ it will be. Some 
of the different types are:

• Multi sector SEZ (requiring a minimum of 1000 hectares of land)
• Sector specific SEZ (requiring a minimum of 100 hectares)
• Free Trade and Warehousing Zone (FTWZ) (requiring a minimum of 40 hectares)
• IT/ITeS/handicrafts/bio-technology/non-conventional energy/gems and jewelry SEZ (requiring 

a minimum of 10 hectares)

Any proposal will be first considered by the respective state government where the SEZ is to 
be located before it receives formal backing from the Board of Approval.

Incentives and facilities available to developers include:

• Exemption from customs/excise duties for development of SEZs for authorized operations 
approved by the BOA.

• Income Tax exemption on income derived from the business of development of the SEZ in 
a block of 10 years in 15 years under Section 80-IAB of the Income Tax Act. (Sunset clause 
for developers has become effective from April 1, 2017.)

Incentives for setting up in an Indian SEZ

Some incentives for setting up a sourcing or manufacturing platform within an Indian SEZ include:

• Duty free import and domestic procurement of goods for the development, operation, and 
maintenance of your company/SEZ unit.

• 100 percent income tax exemption on export income for first five years, 50 percent for five 
years thereafter, and 50 percent of the export profit reinvested in the business for the next 
five years (Sunset Clause for Units will become effective from April 1, 2020).
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• Exemption from the goods and services tax (GST) and levies imposed by state government 
(supplies to SEZs are zero rated under the IGST Act, 2017, meaning they are not taxed).
Exemption from Minimum Alternate Tax (MAT);

• Single window clearances for all state and federal government approvals.
• Exemption in electricity duty and tax on sale of electricity by certain states in India.
• Presence of customs officer in the SEZs to facilitate and expedite the trade processes.
• Some states also offer land to SEZ developers at concessional rates to promote industries 

in accordance with the state’s prevailing Industrial Policy.

After making a shortlist of SEZs for further examination, investors may find that specific SEZs 
offer other advantages that complement their business plans in India.

Exports, employment, and investment in SEZs

As per data from the Ministry of Commerce and Industry, from 2018-19 to 2020-21, 1096 units 
were registered in special economic zones in India. Exports by units in select SEZs are shown 
below.

Export Performance of Select SEZs in India

No. Name of the Special Economic Zone                                          Exports (in INR)

2018-19 2019-20 2020-21

1 MEPZ SEZ 1.866 billion 16.188 billion 43.964 billion

2 Cochin SEZ 12.492 billion 74.206 billion 194.318 billion

3 Noida SEZ 13.587 billion 37.636 billion 65.505 billion

4 Kandla SEZ 514 million 48.821 billion 134.359 billion

5 Vishakhapatnam SEZ 2.728 billion 34.388 billion 99.928 billion

6 SEEPZ SEZ 2.565 billion 49.142 billion 149.664 billion

7 Falta SEZ 207.2 million 2.179 billion 6.406 billion

Total 33.96 billion 262.56 billion 694.15 billion
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Investment climate

India continues to be an attractive investment destination for foreign businesses and increasingly, 
its business-friendly reforms have supported manufacturing, innovation, and infrastructure 
investment growth. Since the pandemic broke out in 2020, India has plugged sensitive supply 
gaps through immediate manufacturing investments and was able to tap into global export 
demand in key segments. 

Total FDI into India rose to a record US$81.72 billion in 2020-21. During April-July 2021, FDI 
increased by 62 percent to reach US$27.37 billion, a probable sign that more foreign players are 
seeking India out for their investment plans. 

To tide over the economic fall out of the pandemic and meet its growth objectives, India has 
begun offering incentives in key sectors and preferential treatment in key economic zones in 
several states. In October 2020, the Consolidated FDI Policy, 2020 was released to expand or 
consolidate investment liberalization in most sectors, except those categorized as sensitive due 
to their critical value or impact on national security. 

The competition for businesses looking to complement their China operations by relocating to 
lower cost destinations is fierce and India is actively pitching some of its unique advantages, 
including market size, infrastructure and land availability, and labor pool. Additional steps to improve 
the ease of doing business include the rolling out of the PM Gati Shakti National Master Plan 
(NMP), single window clearance, and GIS (geographic information system) mapped land bank. 
PM Gati Shakti Yojana is a national master plan for the development of multi-modal connectivity 
to economic zones and boost last mile connectivity. It follows the National Infrastructure Pipeline 
and National Monetisation Pipeline, all of which cumulatively seek to transform Indian infrastructure 
and logistics connectivity. India has risen from 142 to 63 in the World Bank’s Ease of Doing 
Business rankings over the last five years. Moreover, the Indian government has either simplified 
or totally eliminated 22,0000 compliances in 2021.

Besides introducing production-linked incentive (PLI) schemes for industry since 2020 (see 
next section), the Indian government just announced a new program to attract semiconductor 
investments. These schemes are aligned with the Indian government’s intention to lure more 
high-tech and R&D investments and add indigenous capacity at key linkages in the supply chain 
where the country traditionally depends on imports. The pandemic and its disruption to global 
trade and supply made it evident that developing such domestic production capacity is necessary 
for India’s own economic stability and industrial ambitions besides meeting market demand.

On December 15, 2021, the Program for Development of Semiconductors and Display Manufacturing 
Ecosystem in India was announced, with an outlay of INR 760 billion (>US$10 billion) for the 
development of a sustainable semiconductor and display manufacturing ecosystem in India. This 
funding of US$10 billion will be provided over a period of six years and is expected to bring in 
investments of up to INR 1700 billion (US$22.5 billion). Overall, the program will provide attractive 
incentives and support companies engaged in the manufacturing of silicon semiconductor 
fabs, display fabs, compound semiconductors/silicon photonics/sensors (including MEMS) fabs, 
semiconductor packaging (ATMP/OSAT), and semiconductor design. Among other objectives, India 
wants to set up at least two greenfield semiconductor fabs and two display fabs.
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Program for Development of Semiconductors 
and Display Manufacturing Ecosystem in India 

Semiconductor fabs and display fabs 

The scheme for setting up of semiconductor fabs and display fabs in India shall extend fiscal 
support of up to 50 percent of project cost to all the eligible applicants, treating them on an 
equal footing. The applicants must be equipped with the technology as well as capacity to 
execute such highly capital intensive and resource incentive projects. The Central Government 
will work closely with the State Governments to establish high-tech clusters with requisite 
infrastructure in terms of land, semiconductor grade water, high quality power, logistics, and a 
research ecosystem. These clusters will be responsible for granting approvals to applications 
for setting up at least two greenfield semiconductor fabs and two display fabs India.

Semi-conductor Laboratory (SCL) 

The Ministry of Electronics and Information Technology will explore possibilities for a joint 
venture between the Semi-conductor Laboratory (SCL), and a commercial fab partner to 
modernize the SCL’s brownfield fab facility. Compound semiconductors / silicon photonics / 
sensors (including MEMS) fabs and semiconductor ATMP / OSAT units: The scheme for setting 
up these facilities in India shall extend fiscal support of 30 percent of capital expenditure to 
approved units. It is expected that a minimum of 15 such units of compound semiconductors 
and semiconductor packaging will be established under this scheme.

Semiconductor design companies 

The Design Linked Incentive (DLI) Scheme under this comprehensive package will extend 
product design linked incentive of up to 50 percent of eligible expenditure. Additionally, 
product deployment linked incentive of six-four percent on net sales for five years will also 
be provided. Under this scheme, support will be offered to 100 domestic companies of 
semiconductor design for integrated circuits (ICs), chipsets, system on chips (SoCs), systems 
& IP cores and semiconductor linked design. This scheme will also aid in facilitating the 
growth of not less than 20 such companies which can achieve turnover of more than INR 
15000 million (US$197.08 million) over the next five years.

India Semiconductor Mission 

A specialized and independent “India Semiconductor Mission (ISM)” is proposed to be set 
up in order to drive the long-term strategies for developing a sustainable semiconductor and 
display ecosystem in India. The ISM will act as the nodal agency for efficient and smooth 
implementation of the schemes on semiconductors and display ecosystem.
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Other incentives 

Apart from approving the US$10 billion-dollar program for the development of a semiconductor 
and display manufacturing ecosystem in India, the Union government has also announced 
incentives worth INR 2300 billion (US$30 billion) to position India as a global hub for 
electronics manufacturing. The breakdown of these incentives is as follows:

• Incentive support worth INR 553.92 billion (US$7.28 billion) has been approved under 
the Production-Linked Incentive (PLI) Scheme for Large Scale Electronics Manufacturing, 
PLI scheme for IT Hardware, Scheme for the Promotion of Manufacturing of Electronic 
Components and Semiconductors (SPECS), and the Modified Electronics Manufacturing 
Clusters (EMC 2.0) Scheme.

• Furthermore, PLI incentives to the tune of INR 980 billion (US$13 billion) have been approved 
for allied sectors – ACC battery, auto components, telecom and networking products, 
solar PV modules, and white goods. These are the industries that use semiconductors 
as essential components.
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Production-Linked 
Incentives program

Production linked incentive (PLI) schemes were first introduced in India in March 2020, 
targeting three industries – mobile manufacturing and electric components, pharmaceutical 
(critical key starting materials/active pharmaceutical ingredients), and medical device 
manufacturing. 

The PLI concept has since expanded with schemes rolled out for multiple sectors to boost 
India’s manufacturing capabilities and encourage export-oriented production. The PLI schemes 
aim to develop capacities in the local supply chain, introduce new downstream operations, 
and incentivize investments into high-tech production.

As of November 2021, the PLI schemes cover 13 sectors with a total budgeted outlay of INR 
1970 billion (US$26.48 billion). Each PLI scheme is applicable for a four to six-year duration 
period, depending on the sector.

The table below lists the sectors that will benefit from the PLI scheme. They include sunrise 
sectors, labor-intensive sectors, and those industries where India wants to develop links to 
the global value chain.

Production-Linked Incentive Schemes in India
Sectors Incentives

1 Mobile manufacturing and specified electronic components • 4% to 6% for a period of five years

2 Manufacturing of medical devices • 5% for a period of five years

3 Critical key starting materials (KSM) / drug intermediaries 
(DI) and active pharmaceutical ingredients (API) • 5% to 20% for a period of six years

4 White goods (ACs and LEDs) • 4% to 6% for a period of five years

5 Telecom and networking products • 4% to 7% for a period of five years

6 Electronic/technology products • 1% to 4% for a period of four years

7 Pharmaceuticals drugs • 3% to 10% for a period of six years

8 Food products • 4% to 10% for a period of six years

9 Solar PV modules • Based on sales, performance criteria, and local 
value addition for a period of five years

10 Advanced chemistry cell (ACC) battery • Based on sales, performance criteria, and local 
value addition for a period of five years

11 Textile products • Based on sales, performance criteria, and local 
value addition for a period of five years

12 Automotive industry and drone industry • Based on sales, performance criteria, and local value addition 
for a period of five years and three years, respectively

13 Specialty steel • 4% to 12% for a period of 5 years
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No. Implementing ministry 
/ department Sector

Investment received / investment 
committed / status of implementation
(After April 1, 2021) *

Initial PLI schemes

1 Ministry of Electronics and 
Information Technology (MeitY)

Mobile Manufacturing and Specified 
Electronic Components (Large Scale 
Electronics Manufacturing)

The investment made by the companies 
approved under the PLI scheme for Large 
Scale Electronics Manufacturing after April 
1, 2021 is approximately INR 30 billion.

2 Department of Pharmaceuticals
Critical Key Starting materials/
Drug Intermediaries & Active 
Pharmaceutical Ingredients

Under the PLI scheme, 42 applications 
have been approved with a total committed 
investment of INR 43.47 billion.

3 Department of Pharmaceuticals Manufacturing of Medical Devices
Under the PLI scheme, 13 applications 
have been approved with a total committed 
investment of about INR 7.99 billion.

New PLI schemes

1 Department of Heavy Industries Advanced Chemistry Cell (ACC) Battery Bidding process for selection of 
bidders/ investors is underway.

2 Ministry of Electronics and 
Information Technology (MeitY)

Electronic/ Technology Products
(IT Hardware)

The investment made by the companies 
approved under the PLI scheme 
for IT hardware after April 1, 2021 is 
approximately INR 170 million.

3 Department of Heavy Industries Automobiles and Auto Components
Window for notice inviting applications 
is open for 60 days from November 
11, 2021 to January 9, 2022.

4 Department of Pharmaceuticals Pharmaceuticals Drugs 278 applications received to be finalized 
by the end of November 2021.

5 Department of Telecom Telecom and Networking Products

Investment made under PLI scheme to 
promote telecom and networking products 
manufacturing in India up to September 
2021 is approximately INR 1.83 billion.

A statement on details received from concerned Ministries/Departments regarding investment 
made by various sectors after April 1, 2021, to avail the PLI scheme is placed in the table below.
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No. Implementing ministry 
/ department Sector

Investment received / investment 
committed / status of implementation
(After April 1, 2021) *

New PLI schemes

6 Ministry of Textiles Textile Products: MMF Segment 
and Technical Textiles The scheme guidelines are under finalization.

7 Ministry of Food Processing Industries Food Products Applicants for coverage are under finalization.

8 Ministry of New and Renewable Energy High Efficiency Solar PV Modules
Letters of award have been issued 
to the extent of fund allotted. Details 
of investment are awaited.

9 Department for Promotion of Industry 
and Internal Trade (DPIIT) White Goods (ACs and LEDs)

42 applicants with indicative investment 
of INR 46.14 billion have been 
selected as beneficiaries under the PLI 
Scheme as on November 3, 2021.

10 Ministry of Steel Specialty Steel
Detailed PLI Scheme guidelines were 
published on October 20, 2021 for 
operationalization of the scheme.

 
Note: *This information is updated as of December 1, 2021.

PLI implementation
The PLI framework enables India to take definitive steps, in the near term, to expand the 
manufacturing potential of the economy. The pillars of the policy are: 

• Creation of large-scale manufacturing capacity: Since the incentives are directly 
proportional to production capacity/ incremental turnover, it is expected that investors will be 
compelled to create large-scale manufacturing facilities. Furthermore, it is also expected to 
bring improvements in industrial infrastructure, benefiting the overall supply chain ecosystem.

• Import substitution and increase in exports: PLI schemes intend to plug the gap between 
the highly skewed Indian import- export basket, which is mainly characterized by heavy 
imports of raw materials and finished goods. The PLI schemes are intended to enable 
domestic manufacture of goods, thereby causing a reduction in reliance on imports in the 
short term and expanding quantum of exports from India over long term.

• Employment generation: As large-scale manufacturing requires a large labor force, and 
it is expected that the PLI schemes will utilize India’s abundant human capital and enable 
upskilling and technical education.

Target sectors
The PLI schemes provide eligible manufacturing companies in the 13 target sectors with 
incentives ranging from four to six percent on incremental sales over the base year of 2019-
20 for a four to six-year period. It is like a subsidy being provided by direct payment – as 
budgeted – for domestically manufactured goods by the chosen beneficiaries. The PLI 
schemes are intended to incentivize large domestic and foreign companies to invest in the 
target production segments in India.
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Investing in PLI Target Sectors: Major States and Union Territories Offering Industrial Setup

Mobile manufacturing and 
specified electronic components

Manufacturing of medical devices

Critical key starting materials (KSM) 
/ drug intermediaries (DI) and active 
pharmaceutical ingredients (API)

White goods (ACs and LEDs)
LED manufacturing
AC manufacturing

Telecom and networking products

Electronic/technology products

Pharmaceuticals

Food products

Solar PV modules

Advanced chemistry cell 
(ACC) battery

Textile products

Automobiles and auto 
components
Automobiles
Auto components

Specialty steel

Uttar Pradesh
New Delhi

Uttarakhand

West Bengal
Jharkhand

Bihar

Himachal Pradesh

Madhya Pradesh

Andhra Pradesh

Odisha

Telangana

Chhattisgarh

Tamil Nadu

Karnataka

Maharashtra

Dadra

Goa

Gujarat

Haryana

Punjab

Rajasthan

Puducherry

Automotive industry

India’s federal government has approved the PLI scheme for automobile and auto 
components with a budgetary outlay of INR 259.38 billion (US$3.50 billion) to boost domestic 
manufacturing capacity, including the production of electric and hydrogen fuel cell vehicles. 

Drone industry

Under the PLI Scheme for drones and drone components, the government has liberalized the 
minimum value addition criteria to 40 percent of net sales for drones and drone components. 
The budget of the scheme is INR 1.2 billion (US$16.13 million).

Advanced chemical cell (ACC) batteries 

An outlay of INR 181 billion (US$2.43 billion) has been earmarked by the government towards 
the scheme, which is intended to establish local manufacturing capacity of 50 Giga Watt 
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Hour (GWh) of ACC and five GWh of Niche ACC capacity. This scheme, mainly targeted 
at large players, is also in sync with India’s objective of accelerating EV adoption over the 
coming decade, while also reducing the dependence on imports.

Electronics and IT hardware

The PLI scheme targets products like mobile phones, specified electronic components, 
laptops, tablets, all-in-one PCs, servers, etc.

• Electronics manufacturing: The budget outlay for this scheme is INR 400 billion (US$5.38 billion).
• IT hardware: The budget outlay for this scheme is INR 73.25 billion (US$984.68 million).

Companies That Have Filed Applications Under PLI scheme for IT Hardware

IT hardware manufacturing companies Domestic companies

1. Dell
2. ICT (Wistron)
3. Flextronics
4. Rising Stars Hi-Tech (Foxconn)
5. Lava

1. Dixon
2. Infopower (JV of Sahasra and MiTAC)
3. Bhagwati (Micromax)
4. Syrma
5. Orbic
6. Neolync
7. Optiemus
8. Netweb
9. VVDN
10. Smile Electronics
11. Panache Digilife
12. HLBS
13. RDP Workstations
14. Coconics
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Companies That Have Filed Applications Under 
PLI scheme for Mobile Manufacturing

Foreign companies Domestic companies

1. Rising Star
2. Samsung
3. Foxconn Hon Hai
4. Wistron
5. Pegatron

1. Lava
2. Bhagwati (Micromax)
3. Padget Electronics
4. UTL Neolyncs
5. Optiemus Electronics
6. AT&S
7. Ascent Circuits
8. Visicon
9. Walsin
10. Sahasra
11. Neolync

Food processing

The Production-Linked Incentive Scheme for the Food Processing Industry (PLISFPI) has 
been approved with an outlay of INR 109 billion (US$1.47 billion). The ensuing benefits from the 
scheme are expected to trickle down further to the farmers and boost employment generation. 

The PLISFPI scheme is made up of the following components:

• Incentivize the manufacture of four major food product segments: ready-to-cook/ready-to-eat 
foods, marine products, processed fruits and vegetables, and mozzarella cheese. Innovative 
and organic products from small and medium-sized enterprises (SMEs), such as eggs, egg 
products, and poultry meat, are covered under this component.

• Support the branding and marketing of select Indian food products abroad to enable their 
entry into international food markets and increase their visibility. For example, the scheme is 
considering providing grants for applicant entities to establish in-store branding, shelf space 
renting, and marketing.

The Ministry of Food Processing closed PLI applications for the sector in June 2021. As of 
writing this guide, approvals have been granted to one category of applicants.

Applicants were examined on the following criteria:

Category-I: Applicants are large entities who apply for Incentive based on Sales and 
Investment Criteria. Applicant under this category could undertake Branding & Marketing 
activities abroad also and apply for grant under the scheme with a common Application.
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Category-II: SMEs Applicants manufacturing innovative/ organic products who apply for PLI 
Incentive based on Sales.

Category-III: Applicants applying solely for grant for undertaking Branding & Marketing 
activities abroad.

Approvals Under Category-I

Ready-to-eat and ready-
to-cook segment

Fruits and vegetables segment Marine Mozzarella cheese

1. Britannia Industries 
Limited 

2. Haldiram Snacks 
Private Limited 

3. Gujarat Co-Operative 
Milk Marketing 
Federation Ltd 

4. Parle Biscuits 
Private Limited 

5. Bikaji Foods 
International Limited 

6. ITC Limited 
7. Haldiram Foods 

International 
Private Limted 

8. Bikanervala Foods 
Private Limited 

9. Balaji Wafers 
Private Limited 

10. Anmol Industries 
Limited 

11. Hindustan Unilever 
Limited 

12. Prataap Snacks 
Limited 

1. Parle Agro Private Limited 
2. Synthite Industries P Ltd 
3. Asandas And Sons 

Private Limited 
4. Plant Lipids Private Limited 
5. Kancor Ingredients Limited 
6. Everest Food 

Products Pvt Ltd 
7. Mtr Foods Private Limited 
8. Mccain Foods India Pvt Ltd 
9. Tasty Bite Eatables Limited 
10. ITC Limited 
11. Hindustan Unilever Limited 
12. Exotic Fruits Private Limited 
13. Foods And Inns Limited 
14. Iscon Balaji Foods 

Private Limited 
15. Aachi Masala Foods 

Private Limited 
16. Pravin Masalewale 
17. Varun Beverages Ltd. 
18. Keventer Agro Ltd 
19. Capital Foods Private Limited 
20. Nestle India Ltd. 
21. Vidya Herbs Private Limited 
22. DS Spiceco Private Limited 
23. Dabur India Limited 
24. Tata Consumer 

Products Limited 
25. Om Oil & Flour Mills Limited 
26. Fieldfresh Foods 

Private Limited 
27. Nilons Enterprises Pvt Ltd 
28. Suruchi Spices Pvt Ltd 
29. Gujarat Co-Operative Milk 

Marketing Federation Ltd 
30. Sahyadri Farmers Producer 

Company Limited 
31. Moon Beverages Limited 
32. Emami Agrotech Limited 
33. Ghodawat Consumer 

Private Limited

1. Falcon Marine 
Exports Limited 

2. Asvini Fisheries 
Private Limited 

3. Devi Sea Foods Limited 
4. Nekkanti Sea Foods Ltd 
5. Sandhya Aqua 
6. Devi Fisheries Limited 
7. Sandhya Marines Limited 
8. Avanti Frozen Foods 

Private Limited 
9. Gadre Marine Export 

Private Limited 
10. Choice Trading 

Corporation 
Private Limited 

11. ITC Limited 

1. Parag Milk Foods Limited 
2. Gujarat Co-Operative Milk 

Marketing Federation Ltd 
3. Sunfresh Agro 

Industries Pvt Limited 
4. Indapur Dairy and Milk 

Products Limited 
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Medical devices

The Indian Government has identified medical devices as a priority sector for the flagship 
‘Make in India’ program and is committed to strengthening the manufacturing ecosystem. 
The PLI phase one of this scheme has been completed and phase two has been announced. 
The eligible medical device segments under this scheme include:

 » Cancer care / radiotherapy: Brachytherapy systems, rotational cobalt machine, radiotherapy 
simulation systems, linear accelerator (linac), proton therapy system, etc.

 » Radiology, imaging and nuclear imaging devices: CT Scan, MRI, ultrasonography, X-ray 
equipment, mammography, C-arm, Cath-Lab, positron emission tomography (PET) Systems, 
single-photon emission tomography (SPECT), cyclotrons, etc.

 » Anesthetics, cardio-respiratory and renal care: Needles-anesthesia, syringes-anesthesia, 
anesthesia workstation, anesthesia unit gas scavengers, anesthesia kits, masks —
anesthesia, anesthesia unit vaporizers, anesthesia unit ventilators, automated external 
defibrillators (AEDs), dialyzer, dialysis machine, peritoneal dialysis kits, etc.

 » All implants: Cochlear implants, hip implants, knee implants, spinal and neuro-surgical 
implants, urogynecologic surgical mesh implants, hernia surgical mesh implants, cerebral 
spinal fluid (CSF) shunt systems, implanted pacemakers, insulin pump, implanted neuro-
stimulated device like deep brain stimulator, intraocular lenses, heart valves, stents etc.

Approved Applications Under PLI Scheme for Promotion of Domestic 
Manufacturing of Medical Devices as on December 9, 2021

Name of approved applicant Name of eligible product Committed investment 
(in INR million)

Siemens Healthcare Private Limited CT Scan and MRI 919.10

Allengers Medical Systems 
Limited (AMSL)

CT Scan, MRI, Ultrasonography, X-Ray, Cath Lab, 
Positron Emission Tomography (PET) Systems, 
Single Photon Emission Tomography (SPECT), 
Mammography and C arm.

500

Allengers OEM Private 
Limited (AOPL)

X Ray Tubes, Collimators, Flat Panel Detector and 
Monitors’

400

Wipro GE Healthcare Private 
Limited (WGHPL) CT Scan, Cath Lab and Ultrasonography 502.20

Nipro India Corporation 
Private Limited (NICPL) Dialyzer 1800

Wipro GE Healthcare 
Private Limited (WGHPL) ‘Anaesthesia Unit Ventilator’ and ‘Patient Monitor’ 538.60
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Approved Applications Under PLI Scheme for Promotion of Domestic 
Manufacturing of Medical Devices as on December 9, 2021

Name of approved applicant Name of eligible product Committed investment 
(in INR million)

Sahajanand Medical Technologies 
Private Limited (SMTPL)

Heart Valves, Stents, PTCA Balloon Dilatation 
Catheter and Heart Occluders

1668.90

Innvolution Healthcare 
Private Limited (IHPL) Stents and PTCA Balloon Dilation Catheter 217.50

Integris Health Private 
Limited (IHPL) for Eligible Products Transcatheter Aortic Heart Valve 750

Panacea Medical Technologies 
Private Limited

Linear Accelerator (LINAC) and 
Rotational Cobalt Machine

245

BPL Medical Technologies 
Private Limited

Surgical X Ray C-Arm, Fixed LF and HF X Ray 
Products, X Ray Panels and Ultrasound Products

112.50

Trivitron Healthcare Private Limited CT Scan, MRI, Ultrasonography, X Ray Equipment, 
Mammography, C-Arm and Cath Lab 

253

BPL Medical Technologies 
Private Limited

Anesthesia Workstation, Anesthesia Unit Vaporizers, 
Anesthesia Unit Ventilators, Automated External 
Defibrillators (AEDs), ECG, Patient Monitoring, Syringe 
Pump, Defibrillators, Stress Test System and 
Oxygen Concentrator 

112.50

Poly Medicure Limited
Dialyzer, Dialysis Machine, Peritoneal Dialysis 
kits, Fistula, Blood Line, Haemodialysis 
Catheter and Transducer Protector

720

Philips Global Business Services LLP MRI Coils 1034.60

Allied Medical Limited

Anesthesia workstation, Anesthesia Unit Gas 
Scavengers, Anesthesia Kits, Masks —Anesthesia, 
Anesthesia Unit Vaporizers, Anesthesia Unit 
Ventilators, Automated external defibrillators (AEDs), 
Oxygen concentrator and other products Bi- 
Phasic Defibrillators, Infusion pumps - Syringe and 
Volumetric, Intensive Care Ventilators, Emergency 
Ventilators, High Flow Oxygen Devices, Multi-
parameter Monitor and Suction Machine

228.90

Deck Mount Electronics Limited Anesthesia Unit Ventilators, Dialyzer 
and Oxygen Concentrators

100

Microtek New Technologies 
Private Limited Oxygen Concentrators 45

Meril Healthcare Private Limited Hip Implants, Knee Implants and 
other Product Trauma Implant

303.30
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Approved Applications Under PLI Scheme for Promotion of Domestic 
Manufacturing of Medical Devices as on December 9, 2021

Name of approved applicant Name of eligible product Committed investment 
(in INR million)

Meril Life Sciences Private Limited Heart Valves, Stents and ‘PTCA Balloon Catheter 350.60

Envision Scientific Private Limited Stents and PTCA Balloon Catheter 487.30

Bio India Interventional 
Technologies Private Limited Drug Eluting Stents, and Drug Eluting Balloon 53.70

Specialty steel

Approved with an outlay of INR 63.22 billion (US$849.85 million). This PLI scheme will be 
implemented for a five-year period, from FY 2022-23, with the incentive to be released from 
FY 2023-24. The initial year may be delayed by up to two years in case of specific product 
categories. The release of the incentive will be from FY 2023-24 to 2027-28 (FY 2025-26 
to FY 2029-30 in case of deferment by two years).

The objective of the scheme is to promote the manufacturing of specialty steel grades 
within India and help the Indian steel industry mature in terms of technology and move up 
the value chain. The PLI guidelines were released November 1, 2021 and the window for 
applications is open.

The five categories of specialty steel that come under the PLI scheme are:

Coated/plated steel products

• Galvannealed/galvanized iron-auto grade
• Tin mill products
• Al-Zn coated
• Color coated
• Coated/plated products of metallic / non-metallic alloys

High strength/wear resistant steel 

• Hot rolled coil, sheets, and plates of American Petroleum Institute (API) Gr 52<=X<=70
• HR coil, sheets, and plates API Gr>X-70
• High tensile sheets, coil, and plates (YS>=450Mpa)
• High tensile auto Gr steel, including Advanced High Strength Steel (AHSS) (Cold Rolled 

Closed Annealed)
• Boiler grade / pressure vessels grade steel
• QT / abrasion resistance and wear resistant steel
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Specialty rails

• Asymmetric rails
• Head hardened rails

Alloy steel products and steel wires 

• Tool and die steel
• Bearing steel
• Precipitation hardened stainless steel
• Automotive power train component grades of steel
• Tire bread wire
• C’ class zinc coated wire
• Tire cord (brass coated)
• Oil tempered spring steel wire

Electrical steel

• Cold Rolled Grain-Oriented (CRGO) steel
• Cold Rolled Non-Grain Oriented (CRNO)

Pharmaceuticals

The Indian pharmaceuticals market is supported by the following PLI schemes to boost 
domestic manufacturing capacity, including high-value products across the global supply 
chain. 

 » PLI scheme for Key Starting Materials (KSMs)/Drug Intermediates (DIs) and Active 
Pharmaceutical Ingredients (APIs) (PLI 1.0)

 » PLI scheme for Pharmaceuticals (PLI 2.0)

PLI Phase 1.0 for the pharmaceutical sector

In total 215 applications were received for 36 products spread across four target segments 
for the PLI Scheme for Bulk Drugs (PLI Phase 1.0). Out of these, 47 applications have been 
approved by the Government of India, with a total committed investment of INR 53.66 billion. 
The maximum incentive proposed for disbursement is INR 60 billion and expected employment 
generation will be worth INR 121.40 billion.
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Approved Applications Under PLI Scheme for Promotion of Domestic Manufacturing of Critical Key Starting 
Materials (KSMs)/ Drug Intermediates and Active Pharmaceutical Ingredients (APIs): Target Segment I

No. Name of approved 
applicant Name of eligible product Committed production 

capacity (in MT)
Committed investment 
(in INR millions)

1
Aurobindo Pharma 
Limited (through 
LyfiusPharmaPvt. Ltd.) 

Penicillin G 15000 13920

2 Karnataka Antibiotics & 
Pharmaceuticals Ltd.

7 - ACA

1000 2750

3
Aurobindo Pharma 
Limited (through 
LyfiusPharmaPvt. Ltd.)

2000 8130

4
Aurobindo Pharma 
Limited (through Qule 
Pharma Pvt. Ltd.)

Erythromycin 
Thiocyanate (TIOC)

1600 8340

5 Kinvan Pvt. Ltd. Clavulanic Acid 300 4471.70
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Approved Applications Under PLI Scheme for Promotion of Domestic Manufacturing of Critical Key Starting 
Materials (KSMs)/ Drug Intermediates and Active Pharmaceutical Ingredients (APIs): Target Segment II

No. Name of approved 
applicant Name of eligible product Committed production 

capacity (in MT)
Committed investment 
(in INR millions)

1 Natural Biogenex 
Private Limited

Prednisolone 12 314.30

2 Natural Biogenex 
Private Limited

Dexamethasone 10 261.90

3 Natural Biogenex 
Private Limited

Prednisolone

15 392.90

4 Symbiotec Pharmalab 
Private Limited

15 50

5 Macleods Pharmaceutical 
Limited

Rifampicin 200 1983.60

6 Optimus Drugs 
Private Limited

Vitamin B1

200 350

7 Sudarshan Pharma 
Industries Limited

200 570

8 Optimus Drugs 
Private Limited

Streptomycin 50 300
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Approved Applications Under PLI Scheme for Promotion of Domestic Manufacturing of Critical Key Starting 
Materials (KSMs)/ Drug Intermediates and Active Pharmaceutical Ingredients (APIs): Target Segment III

No. Name of approved 
applicant Name of eligible product Committed production 

capacity (in MT)
Committed investment 
(in INR millions)

1 Saraca Laboratories Limited

1,1 Cyclohexane 
Diacetic Acid (CDA)

3000 500

2 Emmennar Pharma 
Private Limited

1500 219.40

3 Hindys Lab Private Limited 3000 376

4 Aarti Speciality 
Chemicals Limited

2-Methyl-5Nitro-
Imidazole (2-MNI)

4000 778.70

5 Meghmani LLP

Para amino phenol

13500 550.60

6 Sadhana Nitro 
Chem Limited*

36000 1972.70

Note:
Sadhana’s approval is conditional and linked to the outcome of a court verdict.
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Approved Applications Under PLI Scheme for Promotion of Domestic Manufacturing of Critical Key Starting 
Materials (KSMs)/ Drug Intermediates and Active Pharmaceutical Ingredients (APIs): Target Segment IV

No. Name of approved 
applicant Name of eligible product Committed production 

capacity (in MT)
Committed investment 
(in INR millions)

1 Anasia Lab Private Limited

Meropenem

08 261.20

2 Rajasthan Antibiotics 
Limited

48 282.50

3 Centrient Pharmaceuticals 
India Private Limited

Atorvastatin 180 1377.40

4 Anasia Lab Private Limited

Olmesartan

75 270.90

5 Andhra Organics Limited 75 305

6 Solana Life Sciences 
Private Limited

Artesunate 40 200

7 RMC Performance 
Chemicals Private Limited

Aspirin 1500 120

8 Surya Remedies 
Private Limited

Ritonavir 20 200

9 Honour Lab Limited Lopinavir 49 310.10

10 Hindys Lab Private Limited Acyclovir 525 303.70

11 Dasami Lab Private Limited Carbamazepine 260 302.80

12 Dasami Labs Private Limited  
Oxcarbazepine

195 255.80

13 Hetero Drugs Limited 195 190

14 Hazelo Lab Private Limited Vitamin B6 70 215.30

15 Honour Lab Limited Valsartan 300 268.80

16 Anasia Lab Private Limited Losartan 400 291.20
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Approved Applications Under PLI Scheme for Promotion of Domestic Manufacturing of Critical Key Starting 
Materials (KSMs)/ Drug Intermediates and Active Pharmaceutical Ingredients (APIs): Target Segment IV

No. Name of approved 
applicant Name of eligible product Committed production 

capacity (in MT)
Committed investment 
(in INR millions)

17 Hetero Drugs Limited

Levofloxacin

230 90

18 Chemex Global 115 200

19 Surya Life Sciences Limited 230 200

20 Andhra Organics Limited Sulfadiazine 360 387

21 Sreepathi Pharmaceuticals 
Limited

Ciprofloxacin 900 160.50

22 Sreepathi Pharmaceuticals 
Limited

Ofloxacin

300 160.50

23 Global Pharma Healthcare 
Private Limited

200 164.90

24 Andhra Organics Limited Telmisartan 360 400

25 Kreative Actives 
Private Limited

Diclofenac Sodium

350 207.40

26 Amoli Organics 
Private Limited

175 65.60

27 Vapi Care Pharma 
Private Limited

525 210

28 Honour Lab Limited Levetiracetam 840 313.60

29 Hetero Drugs Limited Carbidopa 16 180

30 Hetero Drugs Limited Levodopa 40 187.50
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PLI Phase 2.0 for the pharmaceutical sector

The Department of Pharmaceuticals (DoP) has announced the list of all 55 applicants selected 
to set up manufacturing facilities under the production linked incentive (PLI) scheme for 
pharmaceutical sector with a total quantum of INR 150 billion incentive.

Approved Applications Under PLI Scheme for Promotion of Domestic Manufacturing of Critical Key 
Starting Materials (KSMs)/ Drug Intermediates and Active Pharmaceutical Ingredients (APIs): Phase II

Group A: Companies which have 
global manufacturing revenues of 
more than or equal to INR 50 billion

Group B: Companies with a global 
manufacturing revenue between 
INR 5 billion and INR 50 billion

Group C: Companies with 
global manufacturing revenues 
of less than INR 5 billion

1. Sun Pharmaceutical Industries Ltd
2. Aurobindo Pharma Ltd
3. Dr Reddy’s Laboratories
4. Lupin Ltd 
5. Mylan Laboratories 
6. Cadila Healthcare
7. Cipla Ltd
8. Amneal Pharmaceuticals Pvt Ltd
9. Glenmark Pharmaceuticals
10. Intas Pharmaceuticals
11. Torrent Pharmaceuticals

1. Biocon Ltd, 
2. MSN Laboratories, 
3. Wockhardt Ltd
4. Alembic Pharmaceuticals Ltd
5. Emcure Pharmaceuticals
6. Macleods Pharmaceuticals
7. Biological E Ltd
8. Natco Pharma
9. Strides Pharma Science Ltd

1. Bal Pharma, 
2. Panacea Biotec, 
3. Venus Remedies
4. BDR Pharmaceuticals International, 
5. Vidhya Pharma
6. Aarti Industries
7. Symbiotec Pharmalab 
8. Transasia Bio-Medical Ltd
9. Sai Life Sciences 
10. Poly Medicure Ltd
11. Concord Biotech
12. Amoli Organics, 
13. Malladi Drugs & Pharmaceuticals
14. Symed Labs Ltd
15. Acme Formulation Pvt Ltd
16. Abhilash Life Sciences LLP
17. Neogen Chemicals Ltd 
18. Biophore India Pharmaceuticals 
19. Nosch Labs
20. Aragen Life Sciences 
21. Sri Krishna Pharmaceuticals
22. Optimus drugs Pvt Ltd 
23. Psychotropics India
24. Steril-Gene Life Sciences
25. Aurore Life Sciences 
26. Milan Laboratories India
27. Vandana Life Science
28. Nitika Pharmaceutical Specialities
29. Hy-Gro Chemicals Pharmaceuticals 
30. Mendas Pharma
31. Optimus Pharma
32. Maiva Pharma
33. Trivitron Healthcare
34. Agappe Diagnostics
35. Premier Medical Corporation. 

The 11 companies in Group A are expected to receive INR 110 billion of incentives, while the nine 
companies in Group B are expected to get INR 22.50 billion and the 35 companies in the Group 
C are expected to receive INR 17.50 billion incentive, from the total budgeted corpus.
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Telecom and networking products

Approved with an outlay of INR 121.95 billion (US$1.64 billion). Recognizing the need for 
additional support to MSME units, the PLI scheme allows them additional incentives in the 
initial years. The list of target products includes core transmission equipment, 4G/5G, next 
generation radio access network and wireless equipment, access & customer premises 
equipment (CPE), internet of things (IoT) access devices and other wireless equipment, 
enterprise equipment, switches and other products as maybe decided. 

A total of 31 companies – 16 micro, small and medium enterprises (MSMEs) and 15 Non-
MSMEs (eight domestic companies and seven global companies) have been found eligible by 
the DoT under the scheme. These 31 PLI beneficiaries are expected to invest US$447 million 
in the next four years and generate incremental employment for more than 40,000 people.

Investments made by successful applicants from April 1, 2021 onwards and up to FY 2024-
25 are eligible for PLI benefits, subject to qualifying incremental annual thresholds. The PLI 
scheme seeks to boost domestic research and development of new products on which 15 
percent of the committed investment could be invested.

Companies Approved Under PLI Scheme for Promoting Telecom and Networking Products Manufacturing

Eligible MSME companies Eligible domestic companies 
under non-MSME category

Eligible global companies 
under non-MSME category

1. Coral Telecom Limited
2. Ehoome IoT Private Limited
3. Elcom Innovations Private Limited
4. Frog Cellsat Limited
5. GDN Enterprises Private Limited
6. GX India Private Limited
7. Lekha Wireless Solutions Pvt Ltd
8. Panache Digilife Limited
9. Priyaraj Electronics Limited
10. Sixth Energy Technologies 

Private Limited
11. Skyquad Electronics and 

Appliances Private Limited
12. STL Networks Limited
13. Surbhi Satcom Private Limited
14. Synegra Ems Limited
15. Systrome Technologies 

Private Limited
16. Tianyin Worldtech India 

Private Limited

1. Akashastha Technologies 
Private Limited, 

2. Dixon Electro Appliances 
Private Limited

3. HFCL Technologies Private Limited
4. ITI Limited
5. Neolync Tele Communications 

Private Limited 
6. Syrma Technology Pvt Ltd
7. Tejas Networks Limited 
8. VVDN Technologies Private Limited

1. Commscope India Private Limited
2. Flextronics Technologies 

(India) Pvt Limited
3. Foxconn Technology 

(India) Private Limited
4. Jabil Circuit India Private Limited, 
5. Nokia Solutions and Networks 

India Private Ltd, 
6. Rising Stars Hi-Tech Private Limited, 
7. Sanmina-SCI India Private Limited
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Solar photovoltaic (PV) modules

Total incentives for eligible investors in the production of solar modules will cost the 
government INR 45 billion (approx. US$599.99 million) under the PLI scheme.

List of Applicants and Approved Beneficiaries Under PLI Scheme for Solar PV Cells

Applicant PLI amount (in INR millions)

Approved beneficiaries

Shirdi Sai Electricals Limited 18750

Reliance New Energy Solar 19170

Adani Infrastructure Private Limited 36000

Waiting list

FS India Solar Ventures Private Limited 17526

Coal India Limited 13400

Larsen and Toubro Limited 13600

Renew Solar (Shakti Four) Private Limited 19500

TATA Power Solar Systems Limited 15000

Waaree Energies Limited 23400

Vikram Solar Limited 12850

Avaada Ventures Private Limited 8780

Megha Engineering and Infrastructures Limited 3330

Premier Energies Limited 4990

ACME Eco Clean Energy Private Limited 6250

EMMVEE Photovoltaiv Power Private Limited 3490
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White goods 

Total incentives applicable under the PLI scheme for white goods (air conditioners and LED 
lights) will cost the government INR 62.38 billion (US$831.27 million). The target segments 
under air conditioners are:

• Air conditioners (components – high value intermediates or low value intermediates or 
sub-assemblies or a combination thereof).

• High value intermediates (copper tubes, aluminum foil, and compressors).
• Low value intermediates (PCB assembly for controllers, BLDC motors, service valves, and 

cross flow fans for AC and other components.

The target segments under LED include:

• LED lighting products (core components like LED chip packaging, registers, ICs, fuses, 
and large-scale investments in other components.

• Components of LED lighting products (like LED chips, LED drivers, LED engines, 
mechanicals, packaging, modules, wire wound inductors, and other components.

Applicants Provisionally Selected Under the PLI Scheme for White Goods: Air Conditioners

Applicant Products to be manufactured Committed investment 
(INR millions) 

Daikin Airconditioning 
India Private Limited 

• Compressor
• Control assemblies for IDU or ODU or Remotes 
• Motors
• Cross flow fan (CFF) 
• Heat exchangers
• Sheet metal components 
• Plastic molding components 

5387

Amber Enterprises 
India Limited

• Control assemblies for IDU or ODU or Remotes
• Motors 
• Cross flow fan (CFF) 
• Heat exchangers
• Sheet metal components 
• Plastic molding components 

4601.80

PG Technoplast 
Private Limited

• Control Assemblies for IDU or ODU or Remotes
• Cross Flow Fan (CFF) 
• Heat exchangers 
• Sheet Metal components 
• Plastic Molding components 

3210
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Applicants Provisionally Selected Under the PLI Scheme for White Goods: Air Conditioners

Applicant Committed investment (INR millions) Committed investment 
(INR millions) 

EPAC Durables Solutions 
Private Limited

• Control Assemblies for IDU or ODU or Remotes
• Motors 
• Cross Flow Fan (CFF)
• Heat exchangers 
• Sheet Metal components
• Plastic Molding components 
• Display Panels (LCD/LED) 

3000 

Hindalco Industries 
Limited

• Copper Tube (plain and/or grooved)
• Aluminum Stock for Foils or Fins for heat exchanger 

5390

Mettube India 
Private Limited • Copper Tube (plain and/or grooved) 3002.10

IL JIN Electronics 
India Private Limited

• Control Assemblies for IDU or ODU or Remotes
• Motors 
• Cross Flow Fan (CFF)

1673.30

Blue Star Climatech 
Limited

• Heat Exchangers
• Sheet Metal Components

1560

Havells India Limited

• Control Assemblies for IDU or ODU or Remotes
• Heat exchangers
• Sheet Metal components 
• Plastic Molding components

1127.10

Johnsons Controls 
Hitachi Air Conditioning 
India Limited

• Cross Flow Fan (CFF) 
• Heat exchangers
• Sheet Metal components 
• Plastic Molding components

1006.70

Voltas Limited
• Cross Flow Fan (CFF) 
• Heat exchangers
• Plastic Molding components 

1000

Napino Auto and 
Electronics Limited • Control Assemblies for IDU or ODU or Remotes 666

Bhagwati Products 
Limited

• Control Assemblies for IDU or ODU or Remotes
• Motors 
• Cross Flow Fan (CFF) 
• Valves & Brass components 
• Heat exchangers
• Sheet Metal components 
• Plastic Molding components 

610

Epavo Electricals 
Private Limited • Motors 580
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Applicants Provisionally Selected Under the PLI Scheme for White Goods: Air Conditioners

Applicant Committed investment (INR millions) Committed investment 
(INR millions) 

IFB Industries Limited
• Motors
• Heat exchangers
• Sheet Metal components

570

Lucas-Tvs Limited • Control Assemblies for IDU or ODU or Remotes
• Motors

540

Nidec India Private 
Limited • Motors 519.20

Dixon Devices 
Private Limited • Control Assemblies for IDU or ODU or Remotes 510

Syrma Technology 
Private Limited • Control Assemblies for IDU or ODU or Remotes 510

VVDN Technologies 
Private Limited

• Control Assemblies for IDU or ODU or Remotes
• Motors
• Sheet Metal components
• Plastic Molding components

510

Virtuoso Optoelectronics 
Limited

• Control Assemblies for IDU or ODU or Remotes
• Motors 
• Cross Flow Fan (CFF) 
• Valves & Brass Components  
• Heat exchangers
• Sheet Metal components 
• Plastic Molding components

505

East India Technologies 
Private Limited

• Control Assemblies for IDU or ODU or Remotes
• Sheet Metal components 
• Plastic Molding components

500

Magnum Mi Steel 
Private Limited

• Control Assemblies for IDU or ODU or Remotes
• Motors 
• Heat exchangers  
• Sheet Metal components

500

Panasonic India 
Private Limited

• Control Assemblies for IDU or ODU or Remotes
• Heat exchangers
• Sheet Metal components 
• Plastic Molding components

500

Sun Home Appliances 
Private Limited

• Control Assemblies for IDU or ODU or Remotes
• Motors 
• Cross Flow Fan (CFF) 
• Heat exchangers  
• Sheet Metal components 
• Plastic Molding components

500

Tritonvalves Climatech 
Private Limited • Valves and brass components 500 

Total 38978.20
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Applicants Provisionally Selected Under the PLI Scheme for White Goods: LED Lights

Applicant Products to be manufactured Committed investment 
(INR millions) 

Uniglobus Electricals 
& Electronics 
Private Limited 

• LED Chip Packaging 
• LED Drivers
• LED Modules
• Wire Wound Inductors 

1250 

Radhika Opto Electronics 
Private Limited

• LED Drivers
• LED Engines
• Printed Circuit Boards (PCB) including Metal Clad PCBs
• Mechanicals- Housing
• Wire Wound Inductors
• Drum Cores
• Heat Sinks
• Diffusers

1065

Dixon Technologies 
Solutions Private Limited

• LED Drivers
• LED Engines
• LED Modules
• Mechanicals- Housing
• Wire Wound Inductors
• LED Light Management Systems

1000

Stovekraft Limited

• LED Chips
• Printed Circuit Boards (PCB) including Metal Clad PCBs
• Mechanicals Housing
• Wire Wound Inductors
• Diffusers

360

Cosmo Ferrities Limited • Ferrite Cores
• LED Transformers

333

Epitome Components 
Private Limited

• Laminate for Printed Circuit Boards 
(PCBs) and Metal Clad PCBs

310

Surya Roshni Limited

• LED Drivers
• LED Engines
• LED Modules
• Printed Circuit Boards (PCB) including Metal Clad PCBs 
• Mechanicals - Housing
• Drum Cores
• Heat Sinks
• Diffusers 
• LED Light Management Systems
• LED Transformers

254.30
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Applicants Provisionally Selected Under the PLI Scheme for White Goods: LED Lights

Applicant Products to be manufactured Committed investment 
(INR millions) 

Syska Led Lights 
Private Limited

• LED Drivers
• Printed Circuit Boards (PCB) including Metal Clad PCBs
• Mechanicals – Housing
• Wire Wound Inductors
• Heat Sinks
• Diffusers
• LED Light Management Systems

1500

Cosmo Films Limited • Metallized film for capacitors 320.10

Sorin Tech Private Limited

• LED Drivers
• LED Engines
• LED Modules
• Mechanicals - Housing 
• Wire Wound Inductors
• Drum Cores 
• Heat Sinks
• Diffuser
• LED Light Management Systems
• LED Transformers

130.60

Skyquad Electronics And 
Appliances Private Limited

• LED Drivers
• LED Modules
• Mechanicals - Housing

120

R K Lighting 
Private Limited

• LED Drivers
• ED Engines
• Mechanicals - Housing Wire Wound Inductors
• Heat Sinks
• LED Transformers

116

Luker Electric 
Technologies 
Private Limited

• LED Drivers
• Mechanicals - Housing 
• Wire Wound Inductor 
• Drum Cores
• Diffusers

101

Calcom Vision Limited • LED Drivers 
• LED Engines

100

Orient Electric Limited • LED Drivers 100

Signify Innovations 
India Limited

• LED Drivers
• Mechanicals - Housing 
• Diffusers

100

Total 7160
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Applicants Advised to Obtain FDI Approval Under PLI Scheme for White Goods

Applicant Products to be manufactured Committed investment 
(INR millions) 

Hi-Volt Enterprises 
Private Limited 

• Compressor 
• Motor 

3540 

Midea India Private 
Limited • Compressors 2500

Haier Appliances (India) 
Private Limited

• Control Assemblies for IDU or ODU or Remotes
• Heat exchangers
• Sheet Metal components
• Plastic Molding components 

1835.50

Chenfeng Tech 
Private Limited

• Printed Circuit Boards (PCB) including Metal Clad PCBs
• Mechanicals – Housing
• Heat Sinks 
• Diffusers 

1000

Halonix Technologies 
Private Limited

• LED Modules
• Printed Circuit Boards (PCB) including Metal Clad PCBs
• Mechanicals – Housing
• Heat Sinks
• Diffuser
• Fuses 

130.50

Fulham (India) 
Private Limited

• LED Drivers
• LED Modules

110

Textile

The government has approved the PLI Scheme for Textiles for MMF apparel, MMF fabrics, 
and 10 segments / products of technical textiles with a budgetary outlay of INR 106.83 billion.

Developing indigenous technical textiles manufacturing capacity is a key priority for 
the government as they have application in several sectors of the economy, including 
infrastructure, water, health and hygiene, defense, security, automobiles, aviation, etc. and 
help secure sector efficiencies.

Incentive structure of the PLI for Textiles Scheme

The incentive structure has been so formulated that industry will be encouraged to invest in 
fresh capacities in these segments.

There are two types of investment possible with different sets of incentive structure:

• Phase 1: Any person (includes firm / company) willing to invest minimum INR 3 billion 
(US$39.81 million) in plant, machinery, equipment, and civil works (excluding land and 
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administrative building cost) to produce products of notified lines (MMF fabrics, garment) 
and products of technical textiles, shall be eligible to apply for participation in the scheme. 
They will be entitled to incentives under the PLI Scheme once they achieve a turnover of 
at least INR 6 billion (US$79.6 million).
Structure of incentive: Participant companies achieving the minimum turnover 
requirements after a gestation period of two years and starting from FY 2024-25 are 
entitled to 15 percent incentive on attaining the required turnover in Phase 1 of the scheme. 
Incentives in subsequent years is contingent on turnover increasing by at least 25 percent 
each year up to FY 2028-29, with incentives falling by one percent each year to reach 
11 percent in the final year of the scheme.

• Phase 2: Any person (includes firm / company) willing to invest minimum INR 1 billion 
(US$13.27 million) shall be eligible to apply for participation in this part of the scheme. Those 
generating a turnover of at least INR 2 billion (US$26.53 million) will receive incentives.
In addition, priority will be given for investment in Aspirational Districts, Tier 3, Tier 4 towns, 
and rural areas. This scheme will positively impact states like Gujarat, Uttar Pradesh, 
Maharashtra, Tamil Nadu, Punjab, Andhra Pradesh, Telangana, Odisha etc.
Structure of incentives: Producers with lower investment and turnover thresholds will be 
selected, and incentives will start at 11 percent for achieving the required turnover and fall 
by one percent each year to reach seven in FY 2028-29, with incentives after year-one 
being subject to a similar condition of 25 percent annual growth in turnover.

It is estimated that over the period of five years, the PLI Scheme for Textiles will lead to:

• Fresh investment of more than INR 190 billion (US$2.52 billion).
• Cumulative turnover of over INR 3 trillion (US$39.8 billion).
• Additional employment opportunities of more than 750,000 jobs in this sector and 100,000s 

more for supporting activities. The textiles industry traditionally employs more women and 
is expected to increase their participation in the formal economy.
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FDI routes and norms

FDI can enter India via two routes, the automatic route and the government route. Under 
the automatic route, Indian companies and/or foreign investors require no approval from the 
government to carry out their investments. Under the government route, investments will require 
approval from competent authorities and relevant administrative departments. For example, 
a telecom investment proposal will be overseen by the Department of Telecommunications. 

Under the FDI policy, foreign companies should note there are three categories: Category I 
allows 100 percent FDI via the automatic route; Category II allows up to 100 percent FDI under 
the government approval route; and Category III allows up to 100 percent FDI - but approvals 
could be on the automatic or government approval route, based on certain considerations. 

Here is a list of sectors that allow 100 percent FDI under the automatic route: 

• Agriculture and animal husbandry
• Air transport services (non-scheduled and other services under civil aviation sector) 
• Airports (greenfield and brownfield) 
• Asset reconstruction companies 
• Auto components
• Biotechnology (greenfield) 
• Broadcasting carriage services 
• Capital goods
• Chemicals
• Coal and lignite 
• Construction development 
• Construction of hospitals 
• Credit information companies 
• Duty free shops 
• E-commerce activities 
• Electronic systems 
• Food processing
• Gems and jewelry (manufacturing) 
• Healthcare (greenfield) 
• IT and BPM 
• Leather 
• Manufacturing 
• Medical devices 
• Mining 
• Other financial services 
• Other services under civil aviation sector (maintenance and repair organizations, flying 

training institutes, and technical training institutions) 
• Petroleum and natural gas 
• Pharmaceuticals (greenfield) 
• Plantation sector 

RELATED READING

India’s Leading 
Manufacturing Hubs for 
Foreign Investment
June 2021

We provide an overview of 
the reforms, infrastructure 
development, and incentives 
offered to make India a 
more viable manufacturing 
investment destination. 
Next, we spotlight top 
performing states for 
industrial investments and 
discuss factors important for 
new and existing investors 
when strategizing their 
market entry, relocation, 
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AVAILABLE HERE
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• Railway infrastructure 
• Renewable energy
• Roads and highways 
• Single brand product retail trading
• Textiles and garments
• Thermal power

Here is the list of sectors where FDI is prohibited: 

• Lottery business including government/private lottery, and online lotteries 
• Gambling and betting including casinos 
• Chit funds 
• Nidhi company in the non-banking finance sector 
• Trading in Transferable Development Rights (TDR) 
• Real estate business or construction of farmhouses 
• Manufacturing of cigars, cheroots, cigarillos and cigarettes, of tobacco or of tobacco 

substitutes 
• Sectors not open to private sector investment – atomic energy, railway operations (other 

than permitted activities mentioned under the consolidated FDI policy)
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Sectors Where FDI is Permitted Under the Automatic and Government Route

Sector FDI permitted under 
the automatic route

FDI permitted under the 
government route

Biotechnology (brownfield) Up to 74 percent Above 74 percent

Healthcare (brownfield) Up to 74 percent Above 74 percent

Pharmaceuticals (brownfield) Up to 74 percent Above 74 percent
Air transport services (scheduled air transport 
services, regional air transport services) Up to 49 percent Above 49 percent

Banking – private sector Up to 49 percent Above 49 percent

Defense Up to 49 percent Above 49 percent

Infrastructure company in the securities market 49 percent –

Insurance Up to 49 percent –

Pension 49 percent –

Petroleum refining (by PSUs) 49 percent –

Power exchanges 49 percent –

Private security agencies Up to 49 percent Above 49 percent

Telecom services Up to 49 percent Above 49 percent

Banking – public sector – 20 percent

Broadcasting content services – 49 percent

Core investment company – 100 percent

Digital media – Up to 26 percent

Food products retail trading – 100 percent

Multi brand retail trading – 51 percent

Print media (publication of scientific and 
technical magazines, journals, and periodicals, 
and facsimile edition of foreign newspapers)

– 100 percent

Print media (publishing of newspaper, periodicals 
and Indian editions of foreign magazines 
dealing with news and current affairs)

– 26 percent

Satellites – establishment and operation – 100 percent

Mining and mineral separation of Titanium 
bearing minerals and ores, its value 
addition and integrated activities

– 100 percent
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While approval is not needed under the automatic route, foreign investors must seek 
government’s permission for FDI under the government route. 

Below is the procedure for FDI under the government route:

• Foreign investors must file the application proposal online along with supporting documents 
on the foreign investment facilitation portal at www.fifp.gov.in.

• DPIIT will identify the concerned ministry or department and thereafter, circulate the proposal 
within two days. In addition, once the proposal is received, the same would also be circulated 
online to the RBI within two days for comments from FEMA perspective.

• DPIIT would be required to provide its comments within four weeks from receipt of an 
online application, and the Home Ministry will have six weeks to provide their comments, 
if applicable.

• Additional information or clarifications may be asked from the applicant which is to be 
provided within a week.

• Proposals involving FDI exceeding INR 50 billion (approx. US$691.31 million) shall be placed 
before the Cabinet Committee of Economic Affairs (CCEA).

• If all the documentation is correct and the proposal is completed, then the approval is 
granted within eight to 10 weeks.

• All proposals from neighboring countries, such as China, Pakistan, and Bangladesh must be 
cleared by the Ministry of Home Affairs. This includes transfer of ownership of any existing 
or future FDI in an entity in India, directly or indirectly, resulting in the change in beneficial 
ownership that falls within the restriction/purview of Para 3.1.1(a) of the FDI Policy.

• Investments in broadcasting, telecommunication, satellites – establishment and operation, 
private security agencies, defense, civil aviation and mining and mineral separation of 
titanium bearing minerals and ores, its value addition and integrated activities – all require 
security clearance from the Home Ministry.

Investment procedure

FOLLOW US ON TWITTER
@DezanShira

https://twitter.com/DezanShira?ref_src=twsrc%5Egoogle%7Ctwcamp%5Eserp%7Ctwgr%5Eauthor
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FDI Proposals in Government Approval Route: Expected Time Limits

S. No. Action points Time period Cumulative time period

1 Dissemination of proposal by DPIIT to the 
concerned Ministry/Department

Two days

One week

2
Time for submission of signed physical copy of 
the proposal from the date of online submission by 
applicant to the Competent Authority, if needed

One week

3
Initial scrutiny a the proposal and documents 
attached therewith, and seeking relevant additional 
information/documents from the applicant

One week
Two weeks

4 Time limit for submission of clarification by 
DPIIT on specific issues of FDI Policy

Two weeks
Four weeks

5
Time limit for submission of comments by consulted 
Ministry/ Department/ RBI/ Regulator/any 
Other Stakeholder

Four weeks
Six weeks

6 Time limit for submission a comments by MHA 
on proposals requiring security clearance

Six weeks Eight weeks

7

Time limit for approval on proposals by
Competent Authority for grant of approval

Four weeksProposals not requiring security clearance Ten weeks

Proposal requiring security clearance Twelve weeks

Note: 
(i) Additional time a two weeks will be given to DPIIT for consideration of those proposals which are proposed for rejection or 
    where additional conditions which are not provided in the FDI Policy are proposed to be imposed by the Competent Authority.
(ii) Time limits allocated exclude the time taken by applicants in removing deficiencies in the proposals/ 
     supplying additional information as may be required by the Competent Authority.
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Goods and services tax (GST)

Corporate income tax

Withholding tax

Individual income tax

Key tax incentives in India

Taxation in India

3
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3 Goods and services tax (GST)

India’s biggest tax reform, the goods and services tax (GST), was implemented on July 1, 2017. 
GST is a single value-added tax levied on the manufacture, sale, and consumption of goods 
and services at the national level. The single tax system subsumed all the previously existing 
federal and state levies with an aim to create a single, uniform market across India.

Different categories of goods and services are taxed differently under GST. The GST Council 
has provided a four-tier tax structure tied at 5 percent, 12 percent, 18 percent, and 28 percent, 
with lower rates for essential items and the highest for luxury and de-merits goods.

There are three components to GST in India:

• CGST: Central goods and services tax, levied on an intra-state sale and collected by the 
central government.

• SGST/UGST: State/union territory goods and services tax, levied on an intra-state sale and 
collected by the state or union territory government.

• IGST: Integrated goods and services tax, levied on interstate sales and collected by 
the central government. The IGST is the aggregate of the CGST and SGST; the SGST is 
appropriated from the state where the supplies are consumed.

Indirect Tax Structure Under GST
Indirect taxes subsumed under GST Indirect taxes not subsumed under GST

Central level State level

• Central Excise Duty
• Additional Excise Duty
• Service Tax
• Additional Customs Duty/

Countervailing Duty
• Special Additional Duty of 

Customs

• State Value Added Tax/Sales Tax
• Entertainment Tax (other than levied by the 

local bodies)
• Central Sales Tax (levied by the Centre and 

collected by the States)
• Octrol and Entry tax
• Purchase tax
• Luxury tax
• Taxes on lottery, betting, and gambling

• Excise Duty/VAT on petroleum products for initial 
years (in addition to GST at nil rate)

• Excise Duty on tobacco products (in addition 
to GST)

• Electricity Duty by state (in addition to GST)
• Entertainment Tax levied by local bodies
• State excise on alcoholic beverages (no GST)
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Tax on supply

The GST is applicable on the supply of all goods and services unlike the previous system 
wherein the tax was applicable to the manufacture, sale, or provision of goods and services. The 
liability to pay CGST or SGST, therefore, arises at the time of supply. The GST is not applicable 
on alcoholic liquor for human consumption and petroleum products, such as petrol, crude oil, 
ATF, natural gas, and diesel. 

Depending on whether the transaction is ‘inter-state’ or ‘intra-state’ (between states or within a 
state, respectively), separate GST provisions are applicable to help a business determine the 
place of supply for goods and services.

Input tax credit (ITC)

Input tax credit (ITC) forms the backbone of the GST regime in India.

The GST is essentially a tax on value addition at each stage of the supply chain; every supplier, 
who is the person supplying the goods and/ or services or an agent acting as such on behalf 
of such a supplier, can claim credits (over input taxes paid at each stage of supply chain) in 
the subsequent stage of value addition.

The end consumer, therefore, bears only the GST charged by the last supplier in the supply chain.

No cross-utilization of the ITC is permitted: the credit of CGST paid on inputs may be used 
only for paying CGST on the output, while the credit of SGST on inputs may be used only for 
paying SGST, except in the case of inter-state supply of goods.

Steps to claim input credit under GST:

• Must have tax invoice of purchase issued by the registered dealer
• Must have received the goods and/or services
• Taxes charged on the purchases must have been deposited or paid to the government by 

the supplier in either cash or via claim of input credit
• The supplier must have filed GST returns

Rules of input tax credit:

• It is allowed on capital goods
• It can be claimed on both goods and services except for those that are on the exempted/

negative lists
• It is not allowed for those goods being used for personal use
• It cannot be claimed on those purchase invoices that more than a year old
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GST exempted supply

The exempted supplies are those that do not attract any GST and are specifically exempt from 
GST through government notification.

However, no ITC can be claimed with respect to inputs or input services used for making 
exempt supplies. In other words, in case of exempted supply, only output is exempted from 
tax, but tax is levied on the input side.

Some of the GST exempt goods include bread, fish, fresh fruits and vegetables, live animals 
(except horses), jute fiber raw or processed but not spun, printed books, and handloom, among 
others. Exempt supply is the supply of goods and services that attracts a nil tax rate or is wholly 
removed from GST liability. 

However, when a person’s exempt supply becomes taxable supply, they are entitled to ITC in 
respect of inputs that are held in stock. Inputs in semi-finished or finished goods that are held 
in stock, as well as capital goods become taxable.

Zero-rated supply

Zero rating means that the entire supply chain of a zero rates supply is tax-free. That means, 
no tax is levied either on the input tax side or on the output side. 

Zero-rated supplies include:

• Exports of goods or services or both
• Supplies made to customers located in special economic zones (SEZ) or SEZ developers

ITC is available on zero rates supplies.

Nil-rated supply

Nil-rates supplies are those goods and services that attract zero percent GST. These are listed 
in Schedule 1 under the GST rate schedule. Some of the examples are salt, jaggery, and cereals. 
No ITC is available on inputs or input services used in providing nil-rated supply

Non-GST supply

It is the supply of goods and services that do not come under the purview of GST. However, 
other taxes may be applicable. 

Currently, only petroleum products and alcohol for human consumption fall under this category.
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GST registration for businesses

Businesses whose turnover exceeds INR 4 million (US$54,134) are required to register as any 
normal taxable person. There are exceptions. For example, businesses based in the northeastern 
and hill states (Jammu & Kashmir, Himachal Pradesh, and Uttarakhand) must register under the 
GST framework if their turnover exceeds INR 1 million (US$13,533). The registration procedure 
itself takes around two to six working days. 

Who should register for GST?

The following are required to register:

• Individuals registered under the pre-GST law
• Individuals who supply via e-commerce aggregators as well as all e-commerce aggregators
• Individuals who supply online information, database access, or retrieval sources from a place 

outside India to a person in India other than registered taxable persons
• Casual taxable person/non-resident taxable person
• Agents of a supplier and input service distributor

Filing GST returns

A return is a document that contains the details of a taxpayer’s income that they are required 
to file with tax authorities. This information is then used to calculate tax liabilities. In case of 
GST, registered persons have to file GST returns that include:

• Purchases
• Sales
• Output GST (on sales)
• Input tax credit (GST paid on purchases)

Regular businesses need to file two monthly GST returns and one annual return, which total up 
to 26 returns in one year. For those filing GSTR-1, the number of GST filings vary (more details in 
the table). There are separate returns required to be filed in special cases, such as composition 
dealers, whose number of GST filings amount to five in a year.

All GST returns must be filed electronically, through a common e-portal provided by the Goods 
and Services Tax Network (GSTN). GSTN is a not-for-profit, private limited company, which 
provides the Indian government with information technology support for implementing the 
GST. The GST Identification Number is obtained when a company registers is required for all 
returns filing. 
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Types of GST Returns 
Return form Description Frequency Due date

GSTR-1
Details of outward supplies 
of taxable goods and/
or services affected

Monthly

Quarterly
(if opted)

11th* of the next month with effect from October 2018 until 
September 2020

Previously* the due date was 10th of the next month

GSTR-2

(Suspended 
from 
September 
2017 onwards)

Details of inward supplies 
of taxable goods and/or 
services effected claiming 
the input tax credit

Monthly 15th of the next month

GSTR-3

(Suspended 
from 
September 
2017 onwards)

Monthly return on the basis 
of finalisation of details 
of outward supplies and 
inward supplies along 
with the payment of tax

Monthly 20th of the next month

GSTR-3B

Simple return in which 
summary of outward 
supplies along with input 
tax credit is declared 
and payment of tax is 
affected by the taxpayer

Monthly

Staggered** from the month of January 2020 onwards

• Previously* 20th of the next month for all taxpayers
• 20th** of net month for taxpayers with an aggregate turnover 

in the previous financial more than INR 5 billion (US$6.77 
million)

For the taxpayers with aggregate turnover equal to INR 5 billion 
(US$6.77 million), 22nd of the month for taxpayers in category X 
states and 24th of next month for taxpayers in category Y states

• Category X: Chhattisgarh, Madhya Pradesh, Gujarat, 
Maharashtra, Karnataka, Goa, Kerala, Tamil Nadu, 
Telangana or Andhra Pradesh or the Union territories of 
Daman and Diu and Dadra and Nagar Haveli, Puducherry, 
Andaman and Nicobar Islands, and Lakshadweep

• Category Y: Himachal Pradesh, Punjab, Uttarakhand, 
Haryana, Rajasthan, Uttar Pradesh, Bihar, Sikkim, 
Arunachal Pradesh, Nagaland, Manipur, Mizoram, 
Tripura, Meghalaya, Assam, West Bengal, Jharkhand 
or Odisha or the Union Territories of Jammu and 
Kashmir, Ladakh, Chandigarh, and New Delhi

CMP-08

Statement-cum-challan 
to make a tax payment 
by a taxpayer registered 
under the composition 
scheme under section 10 
of the CGST Act (supplier 
of goods) and CGST 
(rate) notification number 
02/2019 dated March 7, 
2020 (supplier of services)

Quarterly 18th of the month succeeding the quarter
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GSTR-4

Return for a taxpayer 
registered under the 
composition scheme under 
section 10 of the CGST 
Act (supplier of goods) and 
CGST (rate) notification no. 
02/2019 dated March 7, 
2020 (supplier of services)

Annually 30th of the month succeeding a financial year

GSTR-5
Return for a non-resident 
foreign taxable person Monthly 20th of the next month

GSTR-6

Return for an input service 
distributor to distribute 
the eligible input tax 
credit to its branches

Monthly 13th of the next month

GSTR-7
Return for government 
authorities deducting 
tax at source (TDS)

Monthly 10th of the next month

GSTR-8

Details of supplies effected 
through e-commerce 
operators and the 
amount of tax collected 
at source by them

Annually 10th of the next month

GSTR-9
Annual return for a 
normal taxpayer Annually 31st December of next financial year

GSTR-9A

Annual return to be filed 
by a taxpayer registered 
under the composition levy 
anytime during the year

Annually 31st December of next financial year

GSTR-9C
Certified reconciliation 
statement Annually 31st December of the next financial year

GSTR-10
Final return to be filed by 
a taxpayer whose GST 
registration is cancelled

Monthly 
Within 3 months of the date of cancellation or date of 
cancellation order, whichever is later

GSTR-11

Details of inward supplies 
to be furnished by a 
person having unique 
identification number (UIN) 
and claiming a refund

Monthly 
28th of the month following the month for which statement 
is filed

*Subject to changes as per new orders/notifications
**Statement of self-assesses tax by composition dealers, same as the erstwhile    
form GSTR-4 which is now made an annual return w.e.f FY 2019-20 onwards 
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GST composition scheme

The GST composition scheme is available for goods and service providers that have an 
aggregate annual turnover up to INR 5 million (US$67,667), and will need to pay tax at a 
nominal rate subject to conditions. 

Taxable persons eligible for the composition scheme under GST are those whose turnover 
is less than INR 7.5 million (US$101,501) if based in special category states (northeastern 
states and Himachal Pradesh) and less than INR 15 million (US$203,003) for the rest of India. 
Businesses with the same PAN can be either registered as regular dealers or composition 
dealers but not as a combination of both. 

Rules of the composition scheme:

• Input tax credit cannot be claimed
• Inter-state supply of goods cannot be done
• Goods exempted from GST cannot be supplied
• For transactions under reverse charge mechanism, tax does not need to be paid at normal 

GST rates
• Taxable person with multiple businesses under the same PAN must all collectively opt for 

or opt out of the composition scheme
• On every notice or signboard at the place of business, the words ‘composition taxable 

person’ must be prominently displayed
• On every bill of supply, the words ‘composition taxable person’ must be prominently displayed
• The same taxable person supplying goods and services can supply services worth up to 

INR 500,000 (US$6,766) under the scheme
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Under the Income Tax Act, 1961, corporate tax is levied on the income earned by companies. 
Any company registered under the Companies Act, or any foreign company that has its place 
of effective management in India will be considered as a domestic company. All income earned 
by a domestic company is taxed under corporate income tax. 

For foreign companies, only the income received or accrued in India is taxed under corporate 
taxation.

Corporate income tax

Corporate Tax Rate for FY 2022

Types of companies Income up to INR 10 
million (US$131,687)

Above INR 10 million 
(US$131,687) up to INR 100 

million (US$1.3 million)

Above INR 100 million 
(US$1.3 million)

Surcharge 
rate 

Effective 
tax rate 

Surcharge 
rate

Effective 
tax rate

Surcharge 
rate

Effective 
tax rate

Domestic - turnover not 
exceeding INR 4,000 million 
in FY 2018-19 (claiming 
exemption / incentives)

Nil 26.00% 7% 27.82% 12% 29.12%

All domestic companies 
not claiming tax 
exemption / incentives*

10% 25.17% 10% 25.17% 10% 25.17%

New domestic manufacturing 
(set up and registered on 
or after March 1, 2016)**

Nil 26% 7% 27.82% 12% 29.12%

New domestic manufacturing 
(set up and registered on or 
after October 1, 2019)***

10% 17.16% 10% 17.16% 10% 17.16%

Other domestic Nil 31.20% 7% 33.38% 12% 34.94%

Foreign Nil 41.60% 2% 42.43% 5% 43.68%

* Compliant with prescribed conditions under section 115BAA; 
** Compliant with prescribed conditions inder section 115BA
*** Compliant with prescribed conditions under section 115BAB
Note: Health and education cess of 4 percent has been considered for determining the tax rates mentioned above.  
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Minimum alternate tax (MAT)
A company shall be liable to pay minimum alternate tax (MAT) at 15 percent of book profit (plus 
surcharge and health and education cess as applicable) where the normal tax liability of the 
company is less than 15 percent of book profit. However, a foreign company shall not be liable 
to pay MAT on following incomes if income-tax payable thereon under the normal provisions 
is at a rate less than 15 percent:

• Capital gains that arise from the transfer of securities
• Interest
• Royalty
• Fees for technical services 

Further, MAT provisions shall not be applicable with effect from April 1, 2001 to a foreign 
company, if:

• The assessee is a resident of a country or a specified territory with which India has a 
Double Taxation Avoidance Agreement (DTAA) or the central government has adopted any 
agreement under sub-section (1) of section 90A of the Income Tax Act and the assessee 
does not have a permanent establishment in India.

As per section 115JB(4A), MAT provisions will not apply to a foreign company whose total 
income comprises profits and gains arising from businesses referred to in sections 44AB, 
44BB, 44BBA, or 44BBB of the Income Tax Act, 1961.

MAT is also not applicable to any income received by a company from life insurance business 
and shipping income that is subject to tonnage taxation. The tonnage taxation system is covered 
under sections 115V to 115VZC of the Income Tax Act.

MAT is levied at the lower rate of nine percent (plus surcharge and cess, as applicable) for 
companies that are a unit of an International Financial Services Centre (IFSC) and derive their 
income solely in convertible foreign exchange.

Dividend distribution tax
A domestic company that declares or distributes dividend is required to pay dividend distribution 
tax (DDT) at the rate of 15 percent on the gross amount of dividend as mandated under section 
115O of the Income Tax Act. Hence, the effective rate of DDT is 17.65 percent (or 20.56 percent 
after adding surcharge and cess) on the amount of dividend. 

With effect from Assessment Year 2021-22, the domestic company is not required to pay DDT 
on any amount declared, distributed, or paid by such company by way of dividend. Dividend 
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received from the domestic company is taxable in the hands of shareholders.

Special provisions relating to tax on distributed income are in the following sections of India’s 
Income Tax Act, 1961:

Section - 115-O : Tax on distributed profits of domestic companies
Section - 115P : Interest payable for non-payment of tax by domestic companies
Section - 115Q : When company is deemed to be in default
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Withholding Tax (WHT), also called retention tax, is an obligation on the individual (either 
resident or non-resident) to withhold tax when making payments of a specified nature, such 
as rent, commission, salary, for professional services, to satisfy contract provisions, etc. – at 
rates specified in India’s tax regime. 

The applicable tax rate is the rate prescribed in the Income Tax Act, 1961 or relevant Double 
Taxation Avoidance Agreement (DTAA), whichever is lower. Non-residents are liable to pay 
taxes in India on source income, including: 

• Interest, royalties, and fees for technical services paid by a resident 
• Salary paid for services rendered in India
• Income arising from a business connection or property in India

Withholding tax

Payments to Resident Companies and WHT Threshold

Nature of payment Payment threshold 
for WHT (INR) WHT rate (%)

Specified type of interest None 10

Non-specified type of interest 5,000 10

Professional service 30,000 10

Technical service 30,000 2

Royalty or FTS 30,000 10

Royalty for sale, 
distribution, or exhibition of 
cinematographic films

30,000 2

Commission and brokerage 5,000 5

Rent of plant, machinery, 
or equipment

180,000 2

Rent of land, building, or furniture 180,000 10

Contractual payment (except 
for individual/HUF)

30,000 (single payment); 
100,000 (aggregate payment)

2
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Payments to Resident Companies and WHT Threshold

Nature of payment Payment threshold 
for WHT (INR) WHT rate (%)

Contractual payment 
to individual/HUF

30,000 (single payment); 
100,000 (aggregate payment)

1

Payments by individual/
HUF not covered under 
sections 194C/194H/194J

5 million 5

Dividend income on shares 5,000 10

Dividends for units of mutual fund 5,000 10

Purchase of immovable property 5 million 1

Cash withdrawal from bank 
or banking company 10 million 2

Payments to an e-commerce 
participant, in relation to sale 
of goods or services facilitated 
by e-commerce operator 
through digital platform (5)

- 1

Notes:

• As a part of relief measures due to the impact of the COVID-19 pandemic, the Indian 
government has provided for a reduced WHT rate by 25 percent in case of payments to 
residents between May 14, 2020 to March 31, 2021. Hence, existing rates were reduced by 
25 percent (i.e. if WHT rate is 10 percent as per the section, it would be read as 7.5 percent 
in case payment was made between May 14, 2020 to March 31, 2021).

• Payments have different threshold limits. The payer is only required to withhold tax if the 
total payment within a tax year to a single person (except where specified otherwise) is 
above the limits specified above.

• The threshold limit for WHT for non-specified type of interest is INR 5,000, except in the 
case of interest received from a bank or deposit with post office, for which it is INR 10,000. 
This threshold limit is increased to INR 50,000 in case of interest provided by a co-operative 
society, and INR 40,000 if the recipient of interest is a senior citizen (i.e., aged above 60 years).

• Where the cash has been withdrawn by any person who has not filed return of income for 
three immediately preceding financial years, the threshold of INR 10 million will be read as 
INR 2 million and tax shall be deducted at 2 percent on amount exceeding INR 2 million but 
not exceeding INR 10 million and 5 percent on amount above INR 10 million.
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• WHT obligations will not arise in case of individual or Hindu Undivided Family (HUF) 
where transaction value does not exceed INR 0.5 million, provided such individual or HUF 
furnishes its PAN/Aadhar. This provision is applicable with effect from October 1, 2020. 
Further, payments covered under this provision shall not be doubly taxed under any other 
provision of the tax law.

• 5 percent in case PAN/Aadhar is not available.
• Interest under Government of India saving (taxable) bonds, 2018 is allowed as a deduction 

at the time of making payment of interest on such bonds to residents. The threshold limit 
is less than or equal to INR 10,000.

• The definition of ‘royalty’ also includes consideration for use of, or right to use, computer 
software. Transfer of all or any rights in respect of any right, property, or information includes 
transfer of all or any right to use computer software (including granting of a licence), 
irrespective of the medium through which such a right is transferred and irrespective of 
whether any right or property is located in India. Hence, while applying WHT on such 
payments in the nature of royalty, one needs to consider the definition of royalty as amended 
by the Finance Act, 2012 with retrospective effect from June 1, 1976. Further amendment in 
the definition of royalty is brought in by the Finance Act, 2020 to include consideration for 
sale, distribution, or exhibition of cinematographic films within its ambit.

• 2 percent in case the company is engaged in business of operation of call centres.

Application for permanent account number (PAN)
Every person (not being an individual) who enters into a financial transaction of an amount 
aggregating to INR 250,000 or more shall be required to apply to a tax officer for a PAN.

If the PAN of the deductee is not quoted, the rate of WHT will be the rate specified in relevant 
provisions of the Income-tax Act, the rates in force, or the rate of 20 percent, whichever is higher.

Finance Act, 2021
Finance Act 2021 has prescribed a levy of higher tax deducted at source (TDS) and tax collected 
at source (TCS) on non-filers of income-tax return. Accordingly, higher TDS will be applicable to 
those having interest income, dividend income, annuity pensions, income from capital gains. 

However, this higher TDS will only apply to a specified category of non-filers of return. Further, 
this new section shall not apply where the tax is required to be deducted in case of salaries, 
provident fund, winning from lottery etc., winning from horse rates, income received from a 
securitization trust or cash withdrawal exceeding INR 2 million. As per the provisions under the 
Indian Income-tax Act, the higher TDS rate applied will be the higher of anyone of the following:

• Twice the rate specified in the relevant provision of the Indian Income-tax Act; or
• Twice the rate or rates in force; or
• The rate of five percent.
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Payments to Non-Resident Companies and WHT Threshold
Nature of payment WHT rate (%)

Interest on foreign currency (subject to conditions) 5

Interest on money borrowed in foreign currency 
under a loan agreement or by way of long-term 
infrastructure bonds (or rupee denominated bonds)

5

Interest on investment in long-term infrastructure 
bonds issued by Indian company (rupee 
denominated bonds or government security)

5

Interest payable on long-term bonds listed on IFSC 4

Non-specified type of interest 20

Royalty and technical fees 10

Dividend income 20

Long-term capital gains other than equity shares of a company or 
units of equity-oriented fund/business trust on which STT is paid

20

Long-term capital gains on equity shares of a company or units 
of equity-oriented fund/business trust on which STT is paid

10

Income by way of winning from horse races 30

Other income 40

Notes:

• Percentage to be increased by a surcharge and health and education cess to compute the 
effective rate of tax withholding.

• Income from units of specified mutual funds received on or after April 1, 2020, is now taxable 
in the hands of the unit-holders.

• Dividends received from Indian companies prior to April 1, 2020, are tax-free in the hands of 
the shareholder. Any dividends received post April 1, 2020, are chargeable in the hands of 
the non-resident shareholder at the rate of 20 percent or treaty rate, whichever is beneficial.

• Short-term capital gains on transfer of shares of a company or units of an equity-oriented 
fund would be taxable at 15 percent if they have been subjected to STT.

• There is no threshold for payment to non-resident companies up to which no tax is required 
to be withheld.

• If the PAN of the deductee is not quoted, the rate of WHT will be the rate specified in 
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relevant provisions of the Act, the rates in force, or the rate of 20 percent, whichever is 
higher. The government has notified rules that do not mandate quoting of PAN, subject to 
certain conditions.

• The payer is obligated to report specific information in the prescribed form (whether or not 
such payment is chargeable to tax).

• Where taxes are withheld as per the rates provided above with respect to dividend, interest, 
royalty, or FTS and there is no other income chargeable to tax in the hands of the non-resident, 
then compliance obligations relating to filing of return of income by such non-resident in 
India are not required.

Rates for Withholding Tax on Payments to Non-residents
Nature of income WHT (%)

Interest 20%

Dividends paid by domestic companies Nil

Royalties 10%

Technical services 10%

Any other services: Individuals 30% of income

Any other services: Companies 40% of the net income
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Double Taxation Avoidance Agreements (DTAA 
Tax Treaty) rates
Some tax treaties provide for lower WHT rates from certain types of income, as follows. Note 
that this table is to be read along with the subsequent notes on qualifying conditions.

Recipient WHT (%)
Dividend Interest Royalty Fee for technical services

Non-treaty 10 20 10 10

Treaty:

Albania 10 10 10 10

Armenia 10 10 10 10

Australia 15 15 10 (2)/15 10 (2)/15

Austria 10 10 10 10

Bangladesh 10 (3)/15 10 10 N/A (4)

Belarus 10 (7)/15 10 15 15

Belgium 15 10 (9)/15 10 10

Bhutan 10 10 (19) 10 10

Botswana 7.5 (7)/10 10 10 10

Brazil 15 15 (19) 25 (13)/15 15

Bulgaria 15 15 (19) 15 (6)/20 20

Canada 15 (3)/25 15 (19) 10 (2)/15 10 (2)/15

China (People’s 
Republic of China) 10 10 (19) 10 10

Chinese Taipei 
(Taiwan) 12.5 10 10 10
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Recipient WHT (%)
Dividend Interest Royalty Fee for technical services

Colombia 10 20 10 10

Croatia 5 (15)/15 10 10 10

Cyprus 10 10 (19) 10 10

Czech Republic 10 10 (19) 10 10

Denmark 15 (7)/25 10 (9)/15 20 20

Egypt N/A (4) N/A (4) N/A (4) N/A (4)

Estonia 10 10 10 10

Ethiopia 7.5 10 10 10x

Fiji 5 10 (19) 10 10

Finland 10 10 10 10

France 10 (5) 10/15 (5) 20 (5) 10 (5)

Georgia 10 10 10 10

Germany 10 10 (19) 10 10

Greece N/A (12) N/A (12) N/A (12) N/A (4)

Hong Kong (entered 
into force) 5 10 10 10

Hungary 10 (5) 10 (5, 19) 10 (5) 10 (5)

Iceland 10 10 10 10

Indonesia 10 10 (19) 10 N/A (4)

Ireland 10 10 (19) 10 10

Israel 10 10 10 10

Italy 15 (3)/25 15 (19) 20 20

Japan 10 10 10 10

Jordan 10 10 20 20

Kazakhstan 10 10 (19) 10 10
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Recipient WHT (%)
Dividend Interest Royalty Fee for technical services

Kenya 10 10 (19) 10 10

Korea, Republic of 15 10 10 15

Kuwait 10 10 10 10

Kyrgyz Republic 10 10 15 15

Latvia 10 10 10 10

Libya N/A (12) N/A (12) N/A (12) N/A (4)

Lithuania 5 (3)/15 10 10 10

Luxembourg 10 10 10 10

Macedonia 10 10 10 10

Malaysia 5 10 10 10

Malta 10 10 (19) 10 10

Mauritius 5 (3)/15 7.5 (12) 15 N/A (4)

Mexico 10 10 10 10

Mongolia 15 15 15 15

Montenegro 5 (7)/15 10 10 10

Morocco 10 10 (19) 10 10

Mozambique 7.5 10 10 N/A (4)

Myanmar 5 10 10 N/A (4)

Namibia 10 10 10 10

Nepal 5 (3)/10 10 15 N/A (4)

Netherlands 10 (5) 10 10 10

New Zealand 15 10 (19) 10 10

Norway 10 10 10 10

Oman 10 (3)/12.5 10 (19) 15 15
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Recipient WHT (%)
Dividend Interest Royalty Fee for technical services

Philippines 15 (3)/20 10 (11)/15 15 (20) N/A (4)

Poland 10 10 15 15

Portugal 10 (7)/15 10 10 10

Qatar 5 (3)/10 10 10 10

Romania 10 10 10 10

Russian Federation 10 10 (19) 10 10

Saudi Arabia 5 10 10 N/A (4)

Serbia 5 (7)/15 10 10 10

Singapore 10 (7)/15 10 (9)/15 10 10

Slovenia 5 (3)/15 10 10 10

South Africa 10 10 10 10

Spain 15 15 (19) 10 (5)/20 20 (5)

Sri Lanka 7.5 10 10 10 (5)

Sudan 10 10 10 10

Sweden 10 (5) 10 (5, 19) 10 (5) 10 (5)

Switzerland 10 10 10 10

Syria 5 (3)/10 10 10 N/A (4)

Tajikistan 5 (3)/10 10 10 N/A (4)

Tanzania 5 (3)/10 10 10 N/A (14)

Thailand 10 10 (19) 10 N/A (4)

Trinidad & Tobago 10 10 10 10

Turkey 15 10 (9)/15 15 15

Turkmenistan 10 10 10 10

Uganda 10 10 10 10
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Recipient WHT (%)
Dividend Interest Royalty Fee for technical services

Ukraine 10 (7)/15 10 10 10

United Arab Emirates 10 5 (9)/12.5 10 N/A (4)

United Kingdom 10/15 (16) 10 (11)/15 10 (2)/15 10 (2)/15

United States 15 (3)/25 10 (17)/15 10 (18)/15 10 (18)/15

Uruguay 5 10 10 10

Uzbekistan 10 10 10 10

Vietnam 10 10 (19) 10 10

Zambia 5 (8)/15 10 10 N/A (4)

Notes:

Qualifying conditions – refer to numbers in brackets in the table above:

1. The treaty tax rates on dividends are not relevant for dividends received up to March 31, 
2020 since under the earlier Indian tax legislation, most dividend income from Indian 
companies that is subject to DDT is exempt from income tax in the hands of the recipient. 
However, this scenario has changed since DDT is abolished and tax is now levied in hands 
of recipient of dividend income with effect from April 1, 2020.

2. 10 percent for the use of or right to use any industrial, commercial, or scientific equipment; 
and in other cases:
a. During the first five years of the agreement:

i. 15 percent if the payer is the government or specified organisation.
ii. 20 percent in any other case.

b. Subsequent years: 15 percent in all cases.
3. If at least 10 percent of capital is owned by the beneficial owner (company) of the company 

paying the dividend or interest.
4. In absence of specific provision, it may be treated as business profits or independent 

personal services under respective treaties, whichever is applicable.
5. The ‘most favored nation’ clause is applicable. The protocol to the treaty limits the scope 

and rate of taxation to that specified in similar articles in treaties signed by India with an 
OECD-member country or another country.

6. If royalty relates to copyrights of literary, artistic, or scientific work.
7. If at least 25 percent of capital is owned by the beneficial owner (company) of the company 

paying the dividend.
8. If at least 25 percent of capital is owned by the company during at least six months before 

date of payment.
9. If paid on a loan granted by a bank/financial institution.
10. The tax rate for royalties and fees for technical services, under the domestic tax laws, is 

10 percent. This rate is to be increased by a surcharge at 2/5 percent on the income tax 
(based on taxable income) and health and education cess of 4 percent on the income 
tax including surcharge. As a consequence, the effective tax rate is 10.608/10.92 percent. 
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This rate applies for payments made under an agreement entered into on or after 1 June 
2005. Accordingly, a tax resident can either use the treaty rate or domestic tax rate, 
whichever is more beneficial.

11. If interest is received by a financial institution.
12. Taxable in the country of source as per domestic tax rates.
13. If royalty payments arise from the use or right to use trademarks.
14. Tax treaties of certain countries do not have a separate clause specifying the WHT rate 

for fees for technical services and fees for included services.
15. 5 percent if the beneficial owner is a company holding at least 10 percent of share capital; 

15 percent in other cases.
16. 15 percent of gross amount of dividend in case such dividend is paid out of income derived 

from immovable property and such income is exempt from tax. 10 percent in all other cases.
17. 10 percent if such interest is paid on a loan granted by a bank carrying on a bona fide 

banking business or by a similar financial institution (including an insurance company).
18. 10 percent if payments of any kind received as consideration for the use of, or the right to 

use, any industrial, commercial, or scientific equipment and fee for included services that 
are ancillary and subsidiary to the enjoyment of the property for which payment is received.

19. Dividend/interest earned by the government and certain institutions, like the Reserve Bank 
of India, is exempt from taxation in the country of source.

20. If it’s payable in pursuance of any collaboration agreement approved by the Government 
of India.



88AN INTRODUCTION TO DOING BUSINESS IN INDIA 2022

Under India’s individual tax regime, different tax rates are assigned to respective income brackets 
(tax slabs), which is the income earned by a taxable person. 

From FY 2020-21 (AY 2021-22), taxpayers can opt to shift to the new tax regime – where 
they pay income tax at lower rates but forgo certain exemptions and deductions available for 
those who pay taxes as per the older tax regime. Alternately, taxpayers can stick to the older 
tax regime. Taxpayers cannot move back and forth tax regimes in a financial year.

Individual income tax

Income Tax Slab Rates Applicable in 2022
Income tax slab New tax rates

INR 0 – INR 250,000 (US$3,418) Nil

INR 250,000 – INR 300,000 (US$4,102) 5%

INR 300,000 – INR 500,000 (US$6,837) 5%

INR 500,000 – INR 750,000 (US$10,255) 10%

INR 750,000 – INR 1 million (US13,674) 15%

INR 1 million – INR 1.2 million (US$17,092) 20%

INR 1.2 million – INR 1.5 million (US$20,511) 25%

> INR 1.5 million (US$20,511) 30%
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Income tax slab Old regime slab rates applicable for FY 2022
New regime slab 
rates applicable 
for FY 2022

Resident individuals
 < 60 years of 
age and NRIs

Resident individuals 
> 60 to < 80 
years of age

Resident individuals 
> 80 years of age

Applicable for 
all individuals

INR 0 – INR 250,000 
(US$3,418)

Nil Nil Nil Nil

INR 250,000 – INR 
300,000 (US$4,102) 5% Nil Nil 5%

INR 300,000 – INR 
500,000 (US$6,837) 5% 5% Nil 5%

INR 500,000 – INR 
750,000 (US$10,255) 20% 20% 20% 10%

INR 750,000 – INR 1 
million (US13,674) 20% 20% 20% 15%

INR 1 million – INR 1.2 
million (US$17,092) 30% 30% 30% 20%

INR 1.2 million – INR 1.5 
million (US$20,511) 30% 30% 30% 25%

> INR 1.5 million (US$20,511) 30% 30% 30% 30%

Difference between the old and new tax regimes 
The difference between the income tax rates between 2019 and 2020 is shown in tabulated 
form below. 
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Taxes for non-resident Indians and foreign 
nationals in India
 
An individual will be deemed an Indian resident, if they are not liable to pay tax in any country 
outside India on account of their domicile, residence, or any other criteria of similar nature. 
This is an anti-abuse provision and will apply only to income generated from a business or 
profession in India. 

To hold non-resident status an individual must fulfill the following conditions:

• The individual concerned should not have resided in India for more than 182 days during 
the duration of a taxation year.

• The individual concerned should have resided in India for less than 365 days over the 
duration of the four years immediately prior to the taxation year in consideration.

Any foreign national employed or working in India is liable to pay income tax as per India’s tax 
law. In fact, all income accrued by an expatriate within India is taxable by law, regardless of the 
individual’s status of residence, citizenship, or intention of stay. This income may be deducted 
at source, although the individual would be entitled to a refund after filing tax returns in India 
if they earn less than the minimum exempted amount. Foreign nationals are also liable to pay 
tax on capital gains when they sell any capital assets within India.

If the individual has resided in India for a minimum of 60 days, but not more than 182 days, 
and has been residing in the country over the duration of the previous four years prior to the 
taxation year for a total equivalent to 365 days or beyond – they will be deemed to be an 
Indian resident for the purpose of taxation, and the total of their income earned within India 
will be taxable, according to India’s tax law.
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Tax incentives are available to businesses in India depending on the economic activity, industry, 
location, and size of the firm. 

Investors become eligible for most of India’s tax breaks and incentives after registering with 
the Ministry of Corporate Affairs. Tax incentives tied to specific targets – such as hiring over 
50 Indian employees – often require additional permissions from related ministries. 

India offers tax relief at both the central and state level. Further, additional incentives are available 
to investors in specific sectors, while India’s special economic zones (SEZs) offer their own 
comprehensive tax relief. However, not all tax benefits offered in India are mutually inclusive. 

Availing the benefits of one incentive may disqualify investors from applying to others. Businesses 
entering the Indian market should review the country’s tax incentives carefully and ensure their 
entry plan provides them with the greatest tax relief possible. 

For tax incentives issued by individual states, the related state’s directorate of industries is 
usually the body in charge of granting benefits.

Incentives for SEZs
Incentives for SEZs to enhance exports from and promote FDI in, India include:

• Relaxation of payment of customs and excise on imports from domestic sources.
• Tax exemption for SEZ units engaged in manufacture or providing services. Units in SEZs 

which have started manufacturing or producing goods or start providing services on or 
after April 1, 2005, are eligible for a deduction of 100 percent of export profits for the first 
five years from the year in which such manufacture/ provision of services commences, and 
50 percent of the export profits for the next five years. Further, for the next five years, a 
deduction shall be allowed of up to 50 percent of the profit as is debited to the profit and 
loss account and credited to the Special Economic Zone Reinvestment Reserve Account 
(subject to conditions).

• Tax holiday for SEZ developers.
• Tax exemption for offshore banking units in SEZ.
• Exemption from minimum alternate tax.
• Exemption from capital gains tax – the exemption is available, if within one year before or 

three years after such transfer:
- Machinery or plant is purchased for the purposes of business of industrial undertaking in    
  SEZ by the assessee.
- The assessee has acquired land or building or has constructed building for the purposes 
  of business in SEZ.
- The original assets are shifted, and establishment of the industrial undertaking is transferred 
  to SEZ, and other specified expenses have been incurred.
- The amount of exemption for capital gains is restricted to the costs and expenses incurred  
  in relation to all or any of the purposes mentioned above.

Key tax incentives 
for businesses
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Conditions for SEZ developers
• To avail incentives, the firm must be involved in the development, operation, and maintenance 

of SEZs, including their infrastructure facilities
• Must be engaged in the export of goods and services from April 1, 2005 onward
• Must not be formed by splitting up or reconstructing an existing business 
• Not to be formed by transferring a previously owned plant and machinery to the SEZ unit

Incentives for startups
Tax incentives are granted to startups that are considered eligible under the government’s 
‘Startup India’ plan. New businesses should meet the following conditions in order to be eligible 
under this plan:

• A company that has been incorporated for less than seven years qualifies as a startup. For 
a company operating in the biotechnology sector, this time period is 10 years.

• The annual turnover of the company should not be more than INR 1 billion.
• The company should aim towards development, innovation, deployment, or commercialization 

of any new products, services, or processes that are either driven by technology or intellectual 
property.

• The company cannot be created by splitting up or restructuring an existing company.
• The company has to get its certification from the Inter-Ministerial Board setup.
• The company can be registered either as an LLP, registered partnership or a private limited 

company.
• Here are some of the incentives and tax exemptions for the eligible startup in India:
• Any startup that has been incorporated after April 1, 2016 can get a 100 percent tax rebate 

on its profits for a total period of three years within a block of ten years. However, if the 
company’s annual turnover exceeds INR 1 billion, then the tax rebate is not valid.

• These startups are exempt from long-term capital gains tax. However, this is only applicable 
if the capital gains that have been invested are a part of the fund notified by the central 
government within a total period of six months from the date of the actual transfer of the asset.

• If an eligible startup makes an investment, the government will exempt the tax on the 
investment above the fair market value. This includes a range of different investments, such 
as funding secured by resident angel investors, and funds that are not registered as venture 
capital ones. Additionally, investments that are made by incubators above the fair market 
value are also exempt under this plan.
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Tax incentive of capital expenditure on certain 
specified businesses 
Deduction of capital expenditure is allowed at 100 percent in the year when the commercial 
operations begin in respect to the following specified businesses: 

• Setting up and operating cold chain facilities
• Setting up and operating warehousing facilities for storage of agriculture produce
• Setting up and operating an inland container depot, freight station, or warehousing facility 

for storage of sugar, beekeeping, and honey and beeswax production 
• Laying and operating a cross-country natural gas or crude or petroleum oil pipeline
• Network for distribution, including storage facilities being an integral part of such a network
• Building and operating a hotel of two-star or above category in India 
• Building and operating a hospital with at least 100 beds
• Developing and building a housing project under a scheme for slum redevelopment or 

rehabilitation framed by the government
• Developing and building specified housing projects under an affordable scheme of the 

central/state government
• Investing in a new plant or newly installed capacity in an existing plant for production of 

fertilizer
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4 Types of audit

The Companies Act, 2013 mandates that certain classes of companies, are required to appoint 
an auditor to conduct an audit of the functions and activities of the company. India’s company 
law prescribes four different kinds of audits for companies, namely internal audit, statutory 
audit, cost audit, and secretarial audit. 

Further, the Income Tax Act lays down the provisions for Tax Audit. The Tax Audit evaluates whether an 
individual or company has accurately filed income tax returns for an assessment year and ensure proper 
maintenance and correctness of books of accounts and certifications of the same by a tax auditor.

Here we examine each type of audit, what classes of companies are required to conduct it, 
and penalty for non-compliance.

Tax audit
The major objective of tax audit are outlined below: 

1. Ensure proper maintenance and correctness of books of accounts and certifications of the 
same by a tax auditor.

2. To report prescribed information, compliance of various provisions of income tax act.
3. Proper books maintenance, calculation, and verification of total income, claim for deductions.
4. Reporting observations/discrepancies noted by tax auditor after methodical examinations 

of the books of account.

It also verifies if the individual has complied with various requirements of income tax law, such 
as filing income tax returns, and income tax deductions among others. The tax audit report is 
submitted along with the income tax return.

Who needs a tax audit?

A tax audit is mandated on all companies, LLPs, and individuals whose turnover crosses a 
particular threshold limit. 

Here is the mandatory tax audit limit for different categories of taxpayers: 

• Any individual carrying on a business whose sales, turnover, or gross receipts of the business 
exceeds INR 10 million (US$140,120); or 

• Any individual carrying on a professional whose gross receipts exceeds INR 5 million 
(US$70,060); or 

• Any person carrying on a business where the profits and gains from the business are 
determined on a presumptive basis under section 44AE, 44BB, or 44BBB, and who has 
claimed their income to be lower than the profits or gains of his business; and, 

• Any person carrying on a business whose income is determined on a presumptive basis 
under section 44AD and who has claimed such income to be lower than the profit of their 
business yet exceeds the maximum amount which is not chargeable as income tax. 
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Under the union budget it was proposed that businesses registered as MSME (medium, small, 
and micro enterprises whose turnover is less than INR 50 million (US$700,600) will not be 
required to undergo a tax audit.

However, this exception will be applicable for those MSMEs that carry out less than five percent 
of their business transactions in cash.

Tax audit report

The audit must be conducted by a practicing licensed chartered accountant (CA). The auditor 
must submit the tax audit report in the following format: 

• Form 3CA: When a company is already mandated to get their accounts audited under any 
law. This is applicable to companies that get their accounts compulsorily audited under the 
Companies Act, 2013; or 

• Form 3CB: When a company or individual gets their accounts audited under the section 
44AB of the Income Tax Act. 

Further, the tax auditor must submit Form 3CD along with either of the above-mentioned forms, 
as it is a part of the audit report.

Penalty for non-compliance

If a company or an individual is found not in compliance with the tax audit provisions, or fails 
to conduct a tax audit, then a penalty of 0.5 percent of total sales not exceeding INR 150,000 
(US$2,101) can be levied. 

The due date for completing tax audit and filing of tax audit report with the income tax department 
is September 30 of the relevant assessment year.

Internal audit
According to Institute of Chartered Accountant of India, the role of internal audit is to provide 
independent assurance that an organization’s risk management, governance and internal 
control processes are operating effectively. Unlike external auditors, they look beyond financial 
risks and statements to consider wider issues, such as the organization’s reputation, growth, 
its impact on the environment and the way it treats its employees.
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The below chart provides the fundamental functions of an internal audit team. 

Assurance

Objective examination to provide accurate and current 
information to the stakeholders about the efficiency 
and effectiveness of its policies and operations, and the 
status of its compliance with the statutory obligations

Assessment and 
recommendations

Assessing and making recommendations on the 
effectiveness of the existing controls demonstrates 
informed, accountable decision making with regard 
to ethics, compliance, risk, economy, and efficiency

Oversight

Assessing and making recommendations on the 
effectiveness of the existing controls demonstrates 
informed, accountable decision making with regard 
to ethics, compliance, risk, economy, and efficiency

Advisory

Assessing and making recommendations on the 
effectiveness of the existing controls demonstrates 
informed, accountable decision making with regard 
to ethics, compliance, risk, economy, and efficiency

The internal audit is an independent function of management, which entails the continuous and 
critical appraisal of the functioning of an entity, with a special focus on possible areas for improvement 
and how to strengthen and add value to an entity’s corporate governance mechanisms. 

Classes of companies required to conduct internal audit

An internal audit must be conducted by either a chartered accountant, or a cost accountant. 

Not all companies are mandated to conduct an internal audit. Under the Companies Act, 2013, 
the following classes of companies have to carry out an internal audit: 

• Every listed company
• Every unlisted public company with paid-up capital exceeding INR 500 million (US$7 million) 

in the previous financial year
• Every unlisted public company that has a turnover greater than INR 2 billion (US$28 million) 

in the previous financial year
• Every unlisted public company with outstanding loans and liabilities exceeding INR 1 billion 

(US$14 million) at any point during the previous financial year 
• Every unlisted public company with outstanding deposits exceeding INR 250 million (US$3.5 

million) in the previous financial year 
• Every private company that has a turnover of more than INR 2 billion (US$28 million) in the 

previous financial year  
• Every private company that has had outstanding loans and liabilities exceeding INR 1 billion 

(US$14 million) at any point
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Penalty for non-compliance

For non-compliance with an internal audit, no specific penal provisions are mentioned under 
the Companies Act, 2013. 

Since no punishment has been specified, any sort of non-compliance will be prosecuted under 
Section 450 of the Companies Act, 2013. The section further states that the company and the 
auditor will be fined up to INR 10,000 (US$140) in case of any non-compliance.

Key guidelines for conducting an internal audit

Keeping the importance of the internal audit function in mind, the Securities and Exchange Board 
of India (SEBI) introduced mandatory and recommendatory corporate governance provisions 
in Clause 49 of the Listing Agreement applicable to only listed companies. 

As per Clause 49, an audit committee is required to review the following: 

• Whether the internal audit is being made functional in proper order by reviewing the 
structure of the internal audit department, personnel recruited, and seniority of the official 
who shall be heading the department, frequency of audits, and terms of remuneration of 
the chief internal auditor.

• Internal audit reports relating to weaknesses found in internal controls.
• The findings of any internal investigation by internal auditors into matters where there is a 

suspected fraud or irregularity, or a failure of internal control systems of a significant impact. 
• The chief executive officer (CEO) and the chief financial officer (CFO) are required to certify to 

the board of directors that they accept responsibility for the effectiveness of internal controls, 
and that they have disclosed to the auditors and the audit committee any deficiencies in 
the operation of internal controls and steps taken for their rectification. 

The above clauses are part of the Listing Agreement, with which every entity listed on India’s 
stock exchanges must comply.

Statutory audit
The purpose of the statutory audit is to determine whether a company is providing an accurate 
representation of its financial situation by examining the information, such as books of account, 
bank balance, and financial statements. 

All public and private limited companies have to undergo a statutory audit. Irrespective of the 
nature of the business or turnover, these companies are mandated to get their annual accounts 
audited each financial year. 
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Meanwhile, an LLP must undergo a statutory audit only if its turnover in any financial year exceeds 
INR 4 million (US$55,945) or its capital contribution exceeds INR 2.5 million (US$34,963).

How to conduct a statutory audit?

For this purpose, every company and its directors must first appoint an auditor within 30 days 
from the date of registration of the company in its first board meeting.

At each Annual General Meeting (AGM), the shareholders of the company must appoint an 
auditor who holds the position from one AGM to the conclusion of the next AGM. The Companies 
(Amendment) Act, 2017 maintains that the auditors can only be appointed for a maximum term 
of five consecutive AGMs. 

However, in individual and partnership firms, auditors cannot be appointed for more than one 
or two terms, respectively.

Who can conduct a statutory audit?

As per the law, only an independent chartered accountant, or a chartered accountant firm, or 
limited liability partnership firm (LLP) with majority of partners practicing in India are qualified 
for appointment as an auditor of a company. 

The Companies Act specifically disqualifies the following individuals or firms from becoming 
an auditor: 

• A corporate body other than the LLP registered under the Limited Liability Partnership Act, 
2008

• An officer or employee of the company
• A person who is a partner with an employee of the company or employee of a company 

employee
• Any person who is indebted to a company for a sum exceeding INR 1,000 (US$14) or who 

have guaranteed to the company on behalf of another person a sum exceeding INR 1,000 
(US$14) 

• Any person who has held any securities in the company after one year from the date of 
commencement of the Companies (Amendment) Act, 2000

• Any person who has been convicted by a court of an offence involving fraud and a period 
of 10 years has not elapsed from the date of such conviction
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Internal audit report
The Company Auditor’s Report Order (CARO), 2020 requires an auditor to report on various 
aspects of the company, such as fixed assets, inventories, internal audit standards, internal 
controls, statutory dues, among others. 

The auditor must follow the auditing standards as recommended by the Institute of Chartered 
Accountants of India (ICAI). In case the auditor uncovers any fraud during the audit must report 
it to the government immediately. After the audit is completed, the auditor should submit the 
audit report to the members and shareholders of the company

Penalty for non-compliance

For non-compliance with a statutory audit, fines range from INR 25,000 (US$351) to INR 500,000 
(US$7,029) for the company. 

For every officer in default, imprisonment of up to one year, or fine of INR 10,000 (US$140) to 
INR 100,000 (US$1,405), or both.

Cost audit
A cost audit is the verification of the cost account, and functions as a check on the company’s 
adherence to cost accounting standards. Cost accounting is used to understand the company’s 
total cost of production by assessing its variable and fixed costs. Through a cost audit, the 
company can take a closer look at their cost of production and find effective ways to reduce 
their cost on labor, materials, and overheads.

Who should maintain cost records?

Maintenance of cost records apply to a company in the following cases: 

• If the company is engaged in the production of goods, or providing services, as prescribed 
under the law; or 

• If the company’s overall turnover from all its products and/or services is INR 350 million 
(US$4.9 million) or more during the immediately preceding financial year.

Who is mandated to get their cost records audited?

Companies in India should get cost records audited in the following cases:

• The overall annual turnover of the company from all its products and services during the 

RELATED READING

Audit and Compliance 
in India
February 2021

We provide readers with an 
overview of India’s audit types 
and processes, including 
general requirements and 
materials to be prepared to 
stay compliant. Further, we 
explain the different types 
of auditor opinions that can 
help companies manage their 
business better and address 
problems by identifying 
irregularities and errors. 
Lastly, we cover key aspects 
of conducting the GST audit.
government regulations.

AVAILABLE HERE

https://www.asiabriefing.com/store/book/audit-compliance-india-2021.html#
https://www.asiabriefing.com/store/book/audit-compliance-india-2021.html#


101AN INTRODUCTION TO DOING BUSINESS IN INDIA 2022

immediately preceding financial year is INR 500 million or INR 1 billion (US$7 million or US $14 
million) or more depending on whether the company’s sector is regulated or unregulated; and 

• The aggregate turnover of the products and services for which cost records are required 
to be maintained is INR 250 million or INR 350 million (US$3.5 million or US$4.9 million) 
depending on whether the company’s sector is regulated or unregulated. 

Under the Companies Act, company industrial activity has been classified under two categories 
– regulated and unregulated sectors. 

Regulated sectors include industries like petroleum products, drugs and pharmaceuticals, 
fertilizers, and sugar to name a few. While, the unregulated sectors cover industries, such as 
arms and ammunitions, cement, tea and coffee, milk products, and turbo jets and propellers, 
among others.

Companies exempted from cost audit

The cost audit requirement does not apply to the companies that meet the following criteria: 

• Companies covered in Rule 3 of the Companies (Cost Records and Audit) Rules, 2014; 
• Companies that earn revenue from exports in foreign exchange that exceeds 75 percent 

of its total revenue; or 
• Companies that operate in an SEZ.

Penalty for non-compliance

Cost audits must comply with the auditing standards set by the Institute of Cost and Works 
Accountant of India, and the audit must be conducted by a practicing cost accountant. 

The cost auditor must submit the audit report to the board of directors of the company within 
180 days from the financial year closure. Then, this audit report must be filed with the central 
government within 30 days of receiving the report. 

In case a company is found not in compliance with the cost audit provisions under the under 
the Companies Act, 2013 and the Companies (Cost Records and Audit) Rules, 2014 – the 
following penalty can be levied: 

• Fines that range from INR 25,000 (US$351) to INR 500,000 (US$7017), depending on the 
level of non-compliance.

• For every office in default, imprisonment of up to one year, or fine of INR 10,000 (US$140) 
to INR 100,000 (US$1403), or both.
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Secretarial audit
Certain types of businesses in India are mandated to prepare their secretarial audit and 
secretarial compliance report or will risk being non-compliant under key company legislation 
and rules of corporate governance.

Who needs a secretarial audit?

Every listed company, public companies with either a paid-up share capital of INR 500 million 
(US$7.03 million) and upwards, or public companies with a turnover of INR 2.5 billion (US$35.02 
million) are required to submit secretarial reports. 

However, India’s Ministry of Corporate Affairs (MCA) announced that a company with outstanding 
loans or borrowings from banks or public financial institutions of over INR 1 billion (US$14.08 
million) or more will have to undergo a mandatory financial and secretarial audit. 

It is hereby clarified that the paid-up share capital, turnover, or outstanding loans or borrowings 
as existing on the last date of latest audited financial statement will be taken into account. 

A practicing company secretary (PCS) conducts the secretarial audit and prepares the audit report.

Annual secretarial audit report

Companies who are mandated to file a secretarial audit report will use form no. MR-3 under the 
Companies Act, 2013. For the secretarial audit report, the company should meet requirements 
under the following regulations: 

1. Companies Act, 2013
2. Securities Contracts (Regulation) Act, 1956
3. Depositories Act, 1996
4. Foreign Exchange Management Act, 1999 and rules and regulations made thereunder to 

the extent of foreign direct investment, overseas direct investment, and external commercial 
borrowings

5. The guidelines and regulations prescribed under the Securities and Exchange Board of 
India (SEBI) Act. These are:
a. The Securities and Exchange Board of India (Substantial Acquisition of Shares and 

Takeovers) Regulations, 2011
b. The Securities and Exchange Board of India (Prohibition of Insider Trading) Regulations, 

1992
c. The Securities and Exchange Board of India (Issue of Capital and Disclosure Requirements) 

Regulations, 2009
d. The Securities and Exchange Board of India (Employee Stock Option Scheme and 

Employee Stock Purchase Scheme) Guidelines, 1999
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e. The Securities and Exchange Board of India (Issue and Listing of Debt Securities) 
Regulations, 2008

f. The Securities and Exchange Board of India (Registrars to an Issue and Share Transfer 
Agents) Regulations, 1993 regarding the Companies Act and dealing with client

g. The Securities and Exchange Board of India (Delisting of Equity Shares) Regulations, 2009
h. The Securities and Exchange Board of India (Buyback of Securities) Regulations, 1998
i. Other laws that may be applicable specifically to the company

Further, compliance must be observed with the applicable clauses of secretarial standards as 
issued by the Institute of Company Secretaries of India. As well, the listing agreements entered 
by the company with a stock exchange (if applicable) also need to be examined.

Annual secretarial compliance report

The annual secretarial compliance report is to be submitted by the listed entity to the stock 
exchanges within 60 days of the end of the financial year. The format for the report can be 
found at Annex-A of the SEBI circular. 

For the purpose of secretarial compliance, companies can use the services of the same 
practicing company secretary (PCS) who performed the secretarial audit. Entities are required 
to furnish all documents and information that the PCS might need to file the compliance report.

For the secretarial compliance report, compliance with the following regulations should be 
checked:

1. Securities and Exchange Board of India (SEBI) Act, 1992 and the regulations, circulars, 
guidelines issued thereunder

2. Securities Contracts (Regulation) Act (SCRA), 1956, and rules made thereafter and the 
regulations, circulars, guidelines issued thereafter by SEBI

This report should be signed by the PCS who checked and verified the compliance or their 
supervisor’s details along with the certificate of the practice number issued by the Institute of 
Company Secretaries of India.

Reporting fraud

If the PCS detects that fraud is or was committed against the company by officers or company 
employees during the secretarial audit, they must report it to the central government within 60 
days of knowledge. A copy must be submitted to the board or the audit committee seeking 
their response within 45 days.
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An Overview of Audits under the Companies Act, 2013
Statutory audit Internal audit Secretarial audit Cost audit

Governing 
provisions

• Section 139 of the 
Companies Act, 2013;

• Companies (Audit and 
Auditors) Rules, 2014.

• Section 138 of 
the Companies 
Act, 2013

• Section 204 of the 
Companies Act, 2013; 

• Companies (Appointment and 
Remuneration of Managerial 
Personnel) Rules, 2014.

• Section 148 of the 
Companies Act, 2013;

• Companies (Cost Records 
and Audit) Rules, 2014.

Applicability

All companies registered 
under Companies Act, 
2013, and erstwhile 
Companies Acts

Certain class 
or classes of 
companies 
as may be 
prescribed

• Every listed company; or 
• A public company that has paid-

up share capital of INR 50 crore 
(US$7 million) or more; or 

• A public company having a turnover of 
INR 250 crore (US$35 million) or more*;

• Every company having outstanding 
loans or borrowings from banks or 
public financial institutions of INR 
100 crore (US$14 million) or more.

• Regulated Sector- if overall 
turnover from product or 
service is INR 50 crore 
(US$7 million) or more and 
individually the limit is INR 25 
crore (US$3.5 million) or more;

• Unregulated sectors - if 
overall turnover from product 
or service is INR 100 crore 
(US$14 million) or more and 
individually limit is INR 35 
crore (US$4.9 million) or more.

Scope of 
audit

Audit of the financial 
records and statements 
of the company

Audits of the 
functions and 
activities of 
the company

• Reporting on the compliance of five 
laws as mentioned in form MR-3;

• Reporting on the compliance 
of secretarial standards issued 
by the Institute of Company 
Secretaries of India;

• Monitoring and ensuring compliance 
with general laws, such as labor laws, 
competition law, environmental laws;

• Examining and reporting on the specific 
observations or qualification, reservation 
or adverse remarks in respect of 
the board structures/system and 
processes relating to the audit period.

Audits of the cost records 
of the company

Standards 
to comply

Auditing standards 
recommended by Institute 
of Chartered Accountants 
of India (ICAI)

N/A
Auditing Standards recommended 
by the Institute of Company 
Secretaries of India (ICSI)

Cost auditing standards issued 
by the Institute of Cost and 
Works Accountants of India

Who 
conducts 
the audit?

• A chartered accountant 
(excluding the 
statutory auditor of 
the company); or

• A cost accountant; or
• A professional decided 

by the Board.

• A chartered 
accountant 
(excluding 
the statutory 
auditor of the 
company), or 

• a cost 
accountant; 

• or a 
professional 
decided by 
the Board.

A practicing company secretary A practicing cost accountant

Report 
submitted to Members Board of 

Directors Members Board of Directors

Penal 
provisions

• For the company, 
fines range from INR 
25,000 (US$351) to INR 
500,000 (US$7,029);

• For every officer in 
default,imprisonment 
of up to 1 year, or 
fine of INR.10,000 
(US$140) to INR.100,000 
(US$1,405), or both.

Not prescribed 

For the company, officer in default, 
and company secretary, fines 
range from INR 100,000 (US$1,405) 
to INR 500,000 (US$7,029)

• For the company, fines range 
from INR 25,000 (US$351) to 
INR 500,000 (US$7,029);

• For every officer in default, 
imprisonment of up to 1 
year, or fine of INR 10,000 
(US$140)  to INR 100,000 
(US$1,405), or both.

 
* Turnover means the aggregate value of the realization of the amount made from the sale, supply, or distribution 
of goods or on account of services rendered, or both, by the company during a financial year.
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The GST system requires taxpayers to self-assess their tax liability and pay their tax without any 
intervention by the tax authorities. The law provides for a robust audit mechanism to measure 
and ensure compliance by the taxable person.

The GST audit checks the accuracy of information furnished, taxes discharged, refund claimed, 
and input tax credit availed by the individual taxpayer.

Managing GST audit

Audit by chartered accountants 
or cost accountants
The GST law requires every registered taxable person whose turnover during a financial year 
exceeds the prescribed limit of INR 20 million (US$261,746) to get their accounts audited by 
a chartered accountant or a cost accountant.

*Notification 79/2020 dated 15.10.2020 increased the limit to INR 50 million for FY 2018-19 and 
2019-20.
**In the Union Budget 2021, it was proposed that Sub-section (5) of Section 35 of the CGST 
Act be omitted so as to remove the mandatory requirement of getting annual accounts audited 
and reconciliation statements submitted by specified professional.

Items included to calculate turnover
 
• All taxable (inter-state and intra-state) supplies other than supplies on which reverse charge 

is applicable.
• Supplies between separate business verticals.
• Goods supplied to/received from job worker on principal basis.

Audit under GST

Audit by GST tax authorities
Audit by chartered accountants or cost accountants 

[if threshhold > INR 50 million (US$659,253)]

File audited returns + audited 
accounts + reconciliation

General audit
(Order by commissioner)

Special audit by a CA nominated 
by commissioner
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• Value of all export/zero-rated supplies.
• Supplies of agents/ job worker on behalf of the principal.
• All exempt supplies. For example, agricultural inputs, such as produce, that is supplied along 

with branded ready-to-consume food.
• All taxes other than those covered under GST, such as entertainment tax paid on the sale 

of movie tickets.

Items excluded when calculating the turnover

• Inward supplies on which tax is paid under reverse charge.
• All taxes and cess charged under the GST, that is, the CGST and SGST or IGST, Compensation 

Cess.
• Goods supplied to or received back from a job worker.
• Activities that cannot be categorized as supply of goods or service under schedule III of 

the CGST Act.

Annual return
For GST audit, the government prescribes different types of annual return: GSTR-9 is for regular 
taxpayers and GSTR-9A is for composition scheme.

Taxpayers must note that the annual return is applicable to all registered persons in GST except 
input service distributors, casual taxable persons, non-resident taxable persons, and persons 
liable to deduct tax at source

Filing GST audit
To file the audit, the taxpayer must submit the following documents electronically:

• An annual return using the form GSTR-9 by December 31* of the next financial year 
• A copy of audited annual accounts
• A certified reconciliation statement in the form GSTR-9C, reconciling the value of supplies 

declared in the return with the audited annual financial statement
• Any other particulars as prescribed under the law

*The government had extended the due date for filling 2018-19 annual returns, and the related 
audited reports to December 21, 2020. The due date for filing GSTR-9 and GSTR-9C for FY 
2019-20 is extended to February 28, 2021.
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For the reconciliation statement, it is advisable for GST registered entities to have a copy and 
maintain their accounts as a proof to show correctness regarding the following:

• Production of the goods (taxable inward supply of goods and/or service or both taxable 
outward supply of goods and/or services or both);

• Stock of goods;
• Input tax credit availed; and
• Output tax payable and paid.

General GST audit
This is a general audit of the business transaction. Here, the commissioner or any other officer 
authorized by the commission may undertake the audit of any registered person for such period, 
at such frequency, and in such manner as prescribed under the GST law.

The audit may be conducted at the place of business of the registered person or in the office 
of the commissioner or officer authorized by the commissioner.

The timeframe for carrying out the audit is three months. The officials serve registered taxpayers 
an advance notice at least 15 days prior to the audit commencement. Starting from this day, 
the audit must be completed within three months. In special cases, the authorized officer can 
extend the time-period for audit completion by not more than six months.

During GST audit, the authorized officer may require the registered person to:

• Provide the necessary facility to verify the books of account or other documents as required.
• Furnish such information as required and render assistance for timely completion of the audit.

Special GST audit
Special audits are audits ordered by a GST Officer and conducted by a Chartered Accountant 
or CMA. Any officer not lower than the rank of Assistant Commissioner of the GST can order a 
GST special audit when he/she suspects that the assessee declared taxable values incorrectly 
or provided the utilized input tax credit inappropriately. These disparities may include:

• Incomplete audit
• Discrepancies observed in the liability with the intention to evade tax
• Incorrect revenue declaration

The officer orders a special audit through Form GST ADT-03 and the taxpayer should audit the 
accounts after or before the commencement of any scrutiny, enquiry, or investigation. The GST 
Officer shall select the CA or CMA to perform the audit and the taxpayer should cooperate 
with the Auditor for completion of the audit.
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Once the audit is complete, the CA or CMA would submit the findings from the audit in Form 
ADT-04. A special audit must conclude by an auditor within 90 days. In rare cases, the due 
date may extend to another 90 days by the Commissioner, based on an application made by 
the CA or CMA.

On conclusion of a special audit under GST, the taxpayer is provided with an opportunity to be 
heard in respect of any material gathered in the special audit which is proposed to be used 
in any proceedings against the taxpayer.

How to prepare for the GST audit and annual 
return filing
Companies that have a presence in multiple locations, in the form of a subsidiary or branches 
across the country, must compute annual turnover on all India PAN basis. The GST Law treats 
every entity of a company located in more than one state or union territory as distinct.

This means that if the company is registered in more than one state or union territory, and the 
aggregate turnover from all such states exceeds INR 20 million (US$261,746) then the company 
must get state-wise accounts audited under the GST law.

Aggregate turnover includes the value of all exempt supplies and exports under the same PAN, 
on an all-India basis. In cases, where companies have multiple GSTIN state-wise registrations 
on the same PAN, traders and dealers must internally derive their turnover GSTIN-wise and 
declare the amount in the Form GSTR-9C.

Companies that have multiple registrations within the state must maintain separate accounts 
as the law requires companies to file a reconciliation statement separately for each (GSTIN) 
registration within the state.



109AN INTRODUCTION TO DOING BUSINESS IN INDIA 2022

Labor laws

Minimum wage in India

Key visa types applicable to foreign investors

Social security system

Human Resources and Payroll 

5
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Foreign companies looking to establish in India should understand the country’s multiple federal 
labor laws as well as locally enacted laws that are specific to the state, industry, and the size 
of the firm. While the federal government has spearheaded major reforms to consolidate the 
numerous existing laws into four major labor codes, these Codes are yet to be implemented. 
They are the Code on Wages, the Code on Social Security, the Industrial Relations Code and 
the Occupational, Safety, Health and Working Condition Code. 

Since the implementing rules for these Codes were yet to be notified, as of December 2021, 
human resource (HR) policies in India continue to be governed by the existing laws. Once the 
new Codes have their implementation rules in place, the legal regime will provide flexibility to 
employers in India by easing hiring and retrenchment norms. 

Labor laws

Existing Labor Laws in India

Enacted and enforced by 
federal government

Enacted by federal government, 
enforced by federal and 
state governments

Enacted by federal government, 
enforced by state government

• The Employees’ State Insurance Act, 
1948

• The Employees’ Provident Fund and 
Miscellaneous Provisions Act, 1952

• Sexual Harassment of Women at 
Workplace (Prevention, Prohibition and 
Redressal) Act, 2013

• The Child Labor Law (Prohibition & 
Regulation) Act, 1986

• Unorganized Workers Social Security 
Act, 2008

• The Contract  Labor (Regulations and 
Abolition) Act, 1970

• The Industrial Disputes Act, 1947
• The Industrial Employment (Standing 

Orders) Act, 1946
• The Inner State Migrant Workmen 

(Regulat ion of  employment and 
conditions of service) Act, 1979

• The Labor Laws (Exemption from 
furnishing returns and maintaining 
registers by certain establishments) 
Act, 1988

• The Maternity Benefits (Amendment) 
Act, 2017 and The Maternity Benefits 
Act, 1961

• The Payment of Gratuity Act, 1972
• Code on Wages Act, 2019

• The Employers Liability Act, 1938
• The Trade Unions Act, 1926
• The Weekly Holidays Act, 1942
• The Workmen’s Compensation Act, 1923
• The Employment Exchange (Compulsory 

Notification of Vacancies), Act, 1959
• The Children (Pledging of Labor) Act, 

1938
• The Bonded Labor System (Abolition) 

Act, 1976

Note: The list is not an exhaustive account of India’s labor laws; it excludes worker and sector-specific regulation.
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New Labor Codes and Corresponding Laws it Will Subsume
New labor code Subsumed laws 

Code on Wages, 2019

• Payment of Wages Act, 1936
• Minimum Wages Act, 1948
• Payment of Bonus Act, 1965
• Equal Remuneration Act, 1976

Code on Social Security, 2020

• The Employees’ Compensation Act, 1923
• The Employees’ State; Insurance Act, 1948
• The Employees’ Provident Funds and 

Miscellaneous Provisions Act, 1952
• The Employment Exchanges (Compulsory 

Notification of Vacancies) Act, 1959
• The Maternity Benefit Act, 1961
• The Payment of Gratuity Act, 1972
• The Cine-Workers Welfare Fund Act, 1981
• The Building and Other Construction 

Workers Welfare Cess Act, 1996
• The Unorganized Workers’ Social Security 

Act, 2008

Occupational Safety, Health and Working 
Conditions Code Bill, 2020

• Factories Act, 1948
• Mines Act, 1952
• Dock Workers Act, 1986
• Contract Labor Act, 1970
• Inter-State Migrant Workers Act, 1979 
• The Plantations Labor Act, 1951
• The Working Journalist and Other News 

Paper Employees (Conditions of Service and 
Miscellaneous Provision) Act, 1955

• The Working Journalist (Fixation of Rates of 
Wages) Act, 1958

• The Motor Transport Workers Act, 1961
• The Sales Promotion Employees (Conditions 

of Service) Act, 1976
• The Beedi and Cigar Workers (Conditions of 

Employment) Act, 1966 

Industrial Relations Code Bill, 2020

• Trade Unions Act, 1926
• Industrial Employment (Standing Orders) 

Act, 1946
• Industrial Disputes Act, 1947
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Existing regime – federal labor laws
There are two broad categories of labor law in India. Individual labor laws deal with the 
employee’s rights at work, like the Rights of Persons with Disabilities Act, 2016, while collective 
labor laws govern the tripartite relationship between employers, employees, and labor unions, 
such as the Industrial Employment (Standing Orders) Act, 1946. Federal legislation Act as 
umbrella laws for state-level implementation. For example, the minimum wage requirement in 
the state-enacted Shops and Establishments Acts must be in line with the Code on Wages 
Act, enacted at the federal level.

Existing regime – state labor laws
State governments also enact certain laws, which enumerate compliances for companies 
established in those states. Key state law is the Shops and Establishments Act, which applies to 
all commercial establishments – any premise where business, trade, or profession is carried out 
for profit – and shops, where any business or trade occurs, or services rendered to consumers. 

All terms and conditions of the employee-employer relationship in shops or commercial 
establishments are governed by this Act. It reiterates federal laws about establishment 
registration, wages, as well as working scope and conditions, thus consolidating most applicable 
federal labor compliances. 

Certain federal laws, such as the Industrial Employment (Standing Orders) Act, 1946, affect all 
industrial establishments where 50 or more workers are employed and in establishments where 
the Shops and Establishments Act is applicable. The Act governs various aspects of employment, 
addressing the rights and liabilities of employees and employers and other conditions of service. 
Notably, state governments may amend this Act to better suit industry in its state. 

Companies operating in multiple states should be careful of the distinction between respective 
state labor laws and state-specific amended federal laws, even if the differences are minor.

Code on Wages Act, 2019
The Code on Wages, 2019, also known as the Wage Code, was enacted in August 2019, and 
commenced December 18, 2020. However, for implementation, rules under the Wage Code 
must be notified by central and state governments for enforcing in their respective jurisdictions 
– which has not yet happened. The Wage Code consolidates the provisions of four labor 
laws concerning wage and bonus payments and makes universal the provisions for minimum 
wages and timely payment of wages for all workers in India. The Code repeals and replaces 
the Payment of Wages Act, 1936, the Minimum Wages Act, 1948, the Payment of Bonus Act, 
1965, and the Equal Remuneration Act, 1976. The Code prohibits discrimination of employees on 
grounds of gender, especially when the employees are doing the same or similar kind of work. 
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New labor codes on industrial relations, social 
security, and safety, welfare, and working 
conditions
India enacted three new labor codes in September 2020, in a historic move to consolidate 
the country’s labor legislation and compliance norms. The codes are – Industrial Relations 
Code, 2020; Code on Social Security, 2020; and the Occupational Safety, Health and Working 
Conditions Code, 2020 (OSH). The respective bills bring gig workers and inter-state migrant 
workers into the ambit of social security for the first time. 

Businesses will find that the new codes make it easier for them to be flexible in their hiring 
and firing decisions as well as in shutting down operations in the country. For example, firms 
with up to 300 workers can now fire staff without seeking government permission. Conditions 
restricting worker’s right to strike have also been introduced.

Implementing rules for the Codes are currently being finalized.
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According to the Minimum Wages Act of 1948, both the central and state governments have 
control over fixing the minimum wages of employment. Wage rates of employment differ across 
occupations, skills, sectors, and regions. Given the extent of difference between various kind 
of employable work, there is no set wage rate that can be set for each specific work across 
the country. 

Businesses are advised to track the periodically updated minimum wage amount across various 
categories of employment, such as unskilled, semi-skilled, skilled, and highly skilled workers, 
in their respective state/city/zone of operation. 

In 2021, the updated minimum wage amount across various categories of employment 
effectively commenced on: 

• July 1 onwards for West Bengal
• April 1 onwards for Himachal Pradesh, Karnataka, Tamil Nadu, Chhattisgarh, Delhi, Jharkhand, 

Madhya Pradesh, Odisha, Uttarakhand, Andhra Pradesh, Bihar, Gujarat, and Uttar Pradesh
• October 1 onwards for Goa
• June 1 onwards for Assam, Kerala
• July 1 onwards for Haryana and Maharashtra
• November 1 onwards Jammu and Kashmir
• December 1 onwards for Manipur

Other states saw the most updated minimum wage commencing on: 

• April 1, 2016 for Mizoram
• July 1, 2017 for Sikkim
• September 1, 2019 for Punjab
• June 14, 2019 for Nagaland
• October 1, 2020 for Meghalaya
• July 1, 2020 for Rajasthan
• April 1, 2020 for Chandigarh
• January 1, 2020 for Puducherry

Non-compliance penalty

Non-compliance of the minimum wage rules by employers will result in payment of a fine of 
INR 10,000 (US$136) and their possible imprisonment for up to five years. 

Minimum wage in India
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There are a variety of visas foreign investors can apply for depending on their purpose of 
visit. With the introduction of e-visa, which is open to 166 countries, it has become easier for 
applicants to apply for an Indian visa. The applicants can apply online without the hassle of 
visiting an Indian embassy or consulate.

Business visa
Foreign nationals looking to engage in business activities during their stay in India should 
apply for an e-business visa. 

Business visas can be granted to foreign investors for five years, which can also be extended 
if they have any of the following purposes for their India visit: 

• To establish an industrial or business venture, or to explore possibilities to set up an industrial 
or business venture in India 

• To purchase or sell industrial products or commercial products or consumer durables
• For technical meetings and discussions, attending board meeting or general meetings for 

providing business services support 
• For recruitment of manpower 
• Functioning as partners and/or directors of the company
• On visit of short duration for monitoring and conducting meetings for ongoing projects 
• For pre-sales or post sales activity not amounting to actual execution of any contract or 

project 

The extension is subject to the condition that the gross sales or turnover from the business, 
for which the foreign national has been granted visa is not less than INR 10 million (approx. 
US$131,526) per annum – to be achieved within two years of setting up the business or date 
of initial grant of the business, whichever is earlier.

Documents required for business visa processing 

• Valid passport with two blank pages and six months validity and relevant travel document
• Passport size photographs 
• Copy of online filled form Introduction/support letter issued by the foreign entity
• Invitation/support letter issued by the Indian entity 
• Proof of financial standing and expertise in field of intended business 
• Certificate of incorporation of Indian entity

Key visa types applicable 
to foreign investors 
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Employment visa
Skilled and qualified foreign nationals who are interested to work for a company in India should 
apply for an employment visa, if it matches any of the purposes or job description below: 

• Involved in execution of projects or contracts
• Foreign nationals coming to India as consultants on fixed remuneration
• Provision of technical support services or transfer of know-how for which an Indian Company 

pays fees or royalties
• Foreign engineers and technicians coming to India for installation and commissioning of 

equipment, machines, or tools as part of a contract for supply of such equipment, machines, 
and tools 

• Foreign artists or coaches employed with national or state level teams, including foreign 
sportsmen and foreign specialist chefs

Further, the foreign national should also meet the following eligibility criteria for an employment 
visa in India: 

• The applicant seeks to visit India for employment in an entity registered in India, or for 
employment in a foreign company engaged in a project in the country

• The applicant is a highly skilled and qualified professional, who is being hired by a company 
on a contract or employment basis

• The applicant is filling a role that the employer was unable to staff with a qualified Indian 
employee

• The applicant will not be working in a routine, secretarial, or clerical job
• With the exception of language teachers, cooks, staff working for an embassy or the Indian 

High Commission, and voluntary workers, the foreign national must have an annual salary 
in excess of US$25,000

Documents required for employment visa processing 

• Letter of invitation from the host Indian company
• Covering letter from the foreign company
• Contract of employment and statement of income
• Certificate of incorporation from the host Indian company
• Certificates of the applicant’s educational qualifications and professional expertise
• A valid passport that has two blank pages and a validity of six months
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Documents required by the applicant 

• A completed visa application form
• A valid passport
• A passport sized photo 
• Proof of address, such as a driver’s license or utility bill
• A detailed resume or curriculum vitae

Documents required by the applicant’s employer 

Employers ordinarily need to provide the following documents to support visa applications: 

• A permission letter that requests approval for the applicant’s visa
• A sponsorship letter that pledges responsibility for the applicant’s activity in India and 

promises to repatriate the applicant at company cost if any adverse conduct comes to notice
• A tax liability letter pledging responsibility for the applicant’s income tax in India 
• A justification letter that confirms that the employer was unable to find a qualified Indian 

candidate for the job and details the applicant’s unique specialization and professional 
capabilities

• An appointment letter detailing the job role and salary
• A comprehensive employment contract
• Copy of the company’s PAN card 
• Company’s Incorporation Certificate 

Employment visa can be extended up to 10 years, if the following conditions are met:

• Applicant’s conduct during stay
• Submission of all necessary documents that justify continuation of employment
• Proper filing of income tax returns
• No adverse security inputs

Project visa
Project visa is only issued to highly skilled foreign nationals who are visiting India for execution 
of projects in the power or steel sectors. 

The project visa is also a multiple entry visa which is granted for a year or for the duration of 
the project – whichever is less. It can be extended by another year. 

State government or the union territory administration can grant the first extension of a project 
visa on the expiry of the initial visa term. Any subsequent extension will be granted by the 
Ministry of Home Affairs.
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India’s social security system is composed of a number of schemes and programs spread 
throughout a variety of laws and regulations. Generally, India’s social security schemes cover 
the following types of social insurances: 

• Employee provident fund 
• Health insurance and medical benefit 
• Disability benefit 
• Maternity benefit 
• Gratuity

The applicability of mandatory contributions to social insurances is varied. Some of the social 
insurances require employer contributions from all companies, some from companies with a 
minimum of ten or more employees, and some from companies with twenty or more employees. 

Employee provident fund
Employee provident fund (EPF) is a retirement savings scheme that the government has 
mandated for all salaried employees in India. The funds deducted from your salary as provident 
fund (PF) goes to your PF account, which is maintained by the Employee Provident Fund 
Organization (EPFO). All organizations in India that have more than 20 employees are required 
to register with EPFO. 

Contributions to the EPF are obligatory for both the employer and the employee when the 
employee is earning up to INR 15,000 per month. If the pay of any employee exceeds this 
amount, the contribution payable by the employer will be limited to the amount payable on 
the first INR 15,000 only. 

The contribution paid by the employer is 12 percent of basic wages plus dearness allowance and 
retaining allowance. An equal contribution is payable by the employee also. For establishments 
that employ less than 20 employees or meet specific conditions as notified by the EPFO, the 
contribution rate for both the employee and employer is limited to 10 percent.

It should be noted that not all of the employer’s share moves into the EPF. Out of employer’s 
contribution, 8.33 percent will be diverted to employees’ pension scheme (EPS), but it is 
calculated on INR 15,000. So, for every employee with basic pay equal to INR 15,000 or more, 
the INR 1,250 is deposited each month into EPS.
 
The EPFO allocates a Universal Account Number (UAN) for all employees covered under the 
Employees’ Provident Funds and Miscellaneous Provisions Act, 1952. The UAN is linked to the 
employee’s EPF account and will remain portable throughout the lifetime of an employee. This 
means that there is no need to transfer an EPF account at the time of changing jobs.

Social security system
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Health insurance and medical benefit
The Employees’ State Insurance (ESI) Act creates a fund to provide medical care to employees and 
their families, as well as cash benefits during sickness and maternity, and monthly payments in case 
of death or disablement for those working in factories and establishments with 10 or more employees. 

The ESI Act under the labor ministry covers employees with salary up to Rs INR 21,000. Aiming 
to increase the country’s formal workforce, the government had raised the wage ceiling in 
December 2016 to INR 21,000 from INR 15,000. 

Sickness benefit under ESI coverage is 70 percent of the average daily wage and is payable 
for 91 days during two consecutive benefit periods.

ESI also provides disablement benefit, which is applicable from day one of entering insurable 
employment for temporary disablement benefit. In case of permanent disablement benefit, it 
is paid at the rate of 90 percent of wage in the form of monthly payment, depending upon the 
extent of loss of earning capacity as certified by a Medical Board.

Besides sickness and disability pay outs, the ESI provides for dependents’ benefits (DB). The DB 
paid is at the rate of 90 percent of the wage in the form of monthly payment to the dependents 
of a deceased insured person – in cases where the death has occurred due to employment 
injury or occupational hazards.

Other benefits that are offered with ESI are:

• Medical benefits
• Maternity benefits
• Unemployment allowance
• Confinement expenses
• Funeral expenses
• Physical rehabilitation
• Vocational training
• Skill upgradation training under Rajiv Gandhi Shramik Kalyan Yojana (RGSKY)

Disability benefit
The Employee’s Compensation Act, 1923, requires the employer to pay compensation to 
employees or their families in cases of employment related injuries that result in death or disability. 

In addition, workers employed in certain types of occupations are exposed to the risk of 
contracting certain diseases, which are peculiar and inherent to those occupations. A worker 
contracting an occupational disease is deemed to have suffered an accident out of and in the 
course of employment, and the employer is liable to pay compensation for the same. 
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Injuries resulting in permanent total and partial disablement are listed in parts I and II of Schedule 
I of the Employee’s Compensation Act, while occupational diseases have been defined in parts 
A, B, and C of Schedule III of the Act. 

The amendment introduced in 2017, makes it mandatory for employers to inform its employees 
of their rights to compensation under the Act, either in writing or electronically, in a language 
understood by the employee. Failing to do this, the employer is liable to a penalty of INR 50,000, 
which may be extended to INR 100,000. 

Compensation calculation depends on the situation of occupational disability: 

• Permanent total disability – Permanent total disability is relevant when a worker can no 
longer perform any of their previous duties due to an on-the-job injury. This injury must be 
assessed to permanently affect the employee’s ability to perform their duties. In this case, 
the worker is entitled to a minimum compensation of INR 140,000 or 60 percent of their 
monthly wage multiplied by a factor based on the employee’s potential future earnings. 
The total payment can be significantly larger based on the age of the injured employee.

• Permanent partial disability – When an employee has sustained an injury that renders them 
unable to perform their role at the same capacity for the rest of their career, the employee 
is entitled to permanent partial disablement compensation. In this case, compensation 
is dependent upon the nature of the injury and the employee’s loss of earning capacity. 
The Act includes a schedule of possible permanent disability injuries and lists the loss of 
earning capacity.

• Temporary disability – Employees that sustain injuries that render them disabled, 
permanently or partially, for a temporary period are compensated through temporary 
disability. In this case, an injured worker will be paid 25 percent of their salary every two 
weeks, making monthly compensation fifty percent of total earned wages. 

• Death – In the case of a death, the worker’s immediate dependents are entitled to 
compensation. The compensation payable on death is INR 120,000, or half the worker’s monthly 
wage multiplied by a factor based on the employee’s potential future earnings.

Maternity benefit
The Maternity Benefit (Amendment) Act, 2017 came into force on April 1, 2017, and increases 
some of the key benefits mandated under the previous Maternity Benefit Act of 1961. The 
amended law provides women in the organized sector with paid maternity leave of 26 weeks, 
up from 12 weeks, for the first two children. For the third child, the maternity leave entitled will 
be 12 weeks. India now has the third most maternity leave in the world, following Canada (50 
weeks) and Norway (44 weeks). 

The Act also secures 12 weeks of maternity leave for mothers adopting a child below the age of 
three months as well as to commissioning mothers (biological mothers) who opt for surrogacy. 
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The 12-week period in these cases will be calculated from the date the child is handed over 
to the adoptive or commissioning mother.

In other provisions, the law mandates that every establishment with over 50 employees must 
provide crèche facilities within easy distance, which the mother can visit up to four times a 
day. For compliance purposes, companies should note that this particular provision will come 
into effect from July 1, 2017.

The Maternity Benefit (Amendment) Act introduces the option for women to negotiate work-
from-home, if they reach an understanding with their employers, after the maternity leave ends.

Under the pre-existing Maternity Benefit Act of 1961, every woman is entitled to, and her 
employer is liable for, the payment of maternity benefit at the rate of the average daily wage 
for the period of the employee’s actual absence from work. Apart from 12 weeks of salary, a 
female worker is entitled to a medical bonus of INR 3,500.

The 1961 Act states that in the event of miscarriage or medical termination of pregnancy, the 
employee is entitled to six weeks of paid maternity leave. Employees are also entitled to an 
additional month of paid leave in case of complications arising due to pregnancy, delivery, 
premature birth, miscarriage, medical termination, or a tubectomy operation (two weeks in 
this case). 

In addition to the above, the 1961 Act states that no company shall compel its female employees 
to do tasks of a laborious nature or tasks that involve long hours of standing or which in any 
way are likely to interfere with her pregnancy or the normal development of the fetus or are 
likely to cause her miscarriage or otherwise adversely affect her health.

Changes expected under The Code on Social Security, 2020:

• Inspector cum facilitators will be hired for the purpose of ensuring the rules of the Act are being 
upheld. They will be able to get information from employers about their female employees, 
regarding the kind of work they do and the wages they are paid, as well as enquire about any 
complaints they may have.

• Inspector cum facilitators will allow offending employers a period of time to begin complying with 
the rules of the Act by way of a written statement. If they do so, no action will be taken against them.

• It will be ensured that female employees who work in the unorganized sector are able to 
establish their identities via their Aadhaar number.

• Employers who withhold maternity rights from their female employees will be fined INR 
50,000 (approx. US$683) or be imprisoned for at least six months or both.

• If a female employee is denied maternity rights and she is part of a trade union under the 
Trade Unions Act of 1926, she is eligible to file a complaint with them that will be heard in 
any court of competent jurisdiction. However, only the denied employee and the inspector 
cum facilitator can approach the court for help.



122AN INTRODUCTION TO DOING BUSINESS IN INDIA 2022

Compliance requirements for employers

• Review and amend employee maternity leave policies to reflect the expanded benefits 
under the Act.

• Update and include appropriate references with respect to maternity benefits in employment 
contracts – reflecting the new maternity benefit entitlements and obligation under the law.

• Develop systems, processes, and policies to allow working mothers to work from home.
• Develop the infrastructure for mandatory crèche facilities for working mothers.
• Devise a non-discriminatory performance appraisal system taking acknowledging the 

absence of female employees.

Taking into account the health and safety measures of new mothers, the Act also mandates 
employers to ensure that no woman works during the six weeks immediately following the 
day of her delivery or her miscarriage. It is also illegal for an employer to discharge or dismiss 
a woman employee on account of such absence.

Non-compliance can lead to imprisonment up to one year, or a fine of INR 5,000 or both.

Alternative laws that provide maternity benefits in India

Besides the Maternity Benefit Act, there are several other laws in India that provide for maternity 
benefits in India.

ESI provides maternity benefits to women in lower-income jobs. It is applicable to employees 
earning INR 21,000 or less per month, with the employer contributing 4.75 percent and the 
employee contributing 1.75 percent. Those who qualify may receive maternity benefits under 
the ESI scheme instead of the Maternity Benefits Act.

Other laws offering maternity benefits include the Working Journalists (Conditions of Service) 
and Miscellaneous Provisions Act, 1955 that grants 12 weeks of maternity benefits and the 
Factories Act, 1948 that grants 12 weeks of maternity leave with full wages.

Gratuity
The Payment of Gratuity Act, 1972 directs establishments to provide the payment of 15 days 
of additional wages for each year of service to employees who have worked at a company 
for five years or more. To be eligible for gratuity, an employee needs to have at least five full 
years of service with the current employer, except in the event that an employee passes away 
or is rendered disabled due to accident or illness, in which case gratuity must be paid to the 
employee or their nominee.
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It is applicable to employees engaged in factories, mines, oilfields, plantations, ports, railway 
companies, shops, or other establishments with ten or more employees.

Gratuity Calculation Formula

Gratuity in India is calculated using the formula:

Gratuity   =  Last Drawn Salary × 15/26 × No. of Years of Service

Notes:
• The ratio 15/26 represents 15 days out of 26 working days in a month.
• Last drawn salary = Basic Salary + Dearness Allowance.
• Years of Service are rounded down to the nearest full year. For example, if the employee 

has a total service of 20 years, 10 months and 25 days, 21 years will be factored into the 
calculation.
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