How the Black money is created.

Export

ABC Ltd (Indian Co) exported goods to XYZ Ltd (Foreign Co –Mauritius) for Rs 60 Crores (FMV of Rs 100 Crores). Here there is a private agreement between ABC Ltd and XYX Ltd that XYZ Ltd will deposit Rs 40 Crores in the A/c of ABC Ltd in Mauritius. Balance Amount Rs 60 crores comes india in Indian Bank A/c. Here Rs 40 crores black money created. This money comes india through FII in Stock Exchange and become white.

Import

ABC Ltd (Indian Co) imported goods from XYZ Ltd (Foreign Co-Mauritius) for Rs 130 Crores (FMV of Rs 100 Crores). Here there is a private agreement between ABC Ltd and XYZ Ltd that XYZ Ltd will deposit Rs 30 Crores in the A/c of ABC Ltd in Mauritius. Balance Amount Rs 100 crores comes india in Indian Bank A/c. Here Rs 30 crores black money created. This money comes india through FII in Stock Exchange and become white.

Note: Here provisions of Transfer Pricing are not applicable as ABC Ltd and XYZ Ltd are not associated enterprise.

To curb this practice, DTAA are introduced. According to this agreement, India and Foreign County have to mutually exchange information on taxation matters. And Foreign Banks are liable to give information of Indian person to Indian Government.

There are certain countries, where country is ruled by King and not Government. Where DTAA is not possible. So here exchange of Information Treaty is entered. So information of tax matters can be obtained.
Now there are few countries where neither DTAA nor Exchange of Information treaty possible. Countries like Pakistan, Iran, Iraq etc with whom India does not have DTAA or effective exchange of Information. These countries do not provide effective information regarding taxation matters. These countries are notified in the Official Gazette known as “Notified Juridisdictional Area” If any person in India enters into any transaction with such NJA, all parties to the transaction shall be deemed to be associated enterprise and provision of transfer pricing shall apply.
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