	Basis


	Branch Office
	Representative/Liaison Office

	Meaning
	Sec. 2(9) of the Companies Act,1956 defines a Branch as follows:

Branch office in relation to a Company means-
(a) any establishment described as a branch by the company; or,
(b) any establishment carrying on either the same or substantially the same activity as that carried out by the head office of the company; or
(c) any establishment engaged in production, processing or manufacture

The branches are basically an extended arm of the foreign company and can undertake export / import of goods, consultancy, research, coordination with local buyers and sellers, provide technical support for products sold in India, development of software and airline / shipping business. These branches are treated as foreign company in India.
	A foreign company for interacting with Indian company often requires a liaison office. A Liaison Office is in the nature of a representative office set up primarily to explore and understand the business and investment climate. A Liaison office setup is not permitted to undertake any commercial / trading / industrial activity, directly or indirectly, and is required to maintain itself out of inward remittances received from parent company through normal banking channels. These are owned and controlled by the foreign enterprises. However, the liaison offices are not allowed to earn any income and are primarily opened by foreign companies to liaise with their customers in India and for promoting export & import. No manufacturing, trading or any other commercial activity is allowed in liaison offices.

	Condition

	
	Company with three year track record of profitability and network of a stipulated amount can only open a Liasion Office in India

	Activity Allow 
	The activities, which can be carried out by a Branch Office, are specified in Schedule I. They are as follows:

1. Export/Import of goods
2. Rendering professional or consultancy services.
3. Carrying out research work, in which the parent company is engaged.
4. Promoting technical or financial collaborations between Indian companies and parent or overseas group company.
5. Representing the parent company in India and acting as buying/selling agent in India.
6. Rendering services in Information Technology and development of software in India.
7. Rendering technical support to the products supplied by parent/group companies.
8. Foreign Airline/shipping Company.

Thus, there is general permission to carry out any or all of the above activities once the permission from RBI is received to set up a BO in India. However if the Branch has to carry out any activity other than the activities specified above, then it has to take specific permission from RBI for each such activity.


	India allows a liaison office following activities:

1. Representing the parent Company in India

2. Coordinating and communicating with Indian companies

3. Promoting export/ import from/ to India

4. Promoting technical / financial collaborations between the parent / group companies, and companies of India



	Activity Restricted
	A branch office is not allowed to carry out manufacturing activities on its own but is permitted to subcontract these to an Indian manufacturer.  

	It cannot do any other commercial activity. A Liaison Office is in the nature of a representative office set up primarily to explore and understand the business and investment climate
1. Liaison office cannot undertake any commercial activity directly or indirectly.  

2. It can neither borrow, nor lend money

3. It can not open any other bank account but a special account - QA22C account- that only allows inflows from abroad.

4. Office expense must be met from inward remittance in special account opened by liaison office.

5. It must file regular returns to the RBI. Such returns must 
include Audited Annual accounts and an activity report for the year.



	Document Required
	· Copies of last three years audited Balance Sheet, Profit & Loss Account of the PC.
· Undertaking that the BO will not carry out any trading and commercial activity in India.
· Translated English version of the Company’s Certificate of Incorporation/Registration, Memorandum & Articles of Association
· English version of the Copy of the Board resolution for opening office in India
· Reasons for opening office in India like business transacted, details of customers, vendors etc.
· Company’s profile with brief history, product details, group companies etc.
· Special power of Attorney in favor of a local representative duly notarized


	1. Letter from the Principal officer of the Parent Company to RBI

2. The latest audited Balance Sheet of the Parent Company.

3. Letter of Authority from the Parent Company in favour of local representative.

4. Two copies of the English version of the Memorandum and Articles of Association (Charter Documents) of the Parent Company attested by Indian Embassy/Notary Public in the country of registration.



	
	
	

	Remittance of profit outside india

	May remit outside India the profit of the branch or surplus net of applicable Indian taxes, on production of the following documents, and establishing the net profit or surplus, as the case may be, to the satisfaction of the authorised dealer through whom the remittance is effected.

For remittance of profit of a branch, -

1. Certified copy of the audited balance-sheet and profit and loss account for the relevant year;
2. a Chartered Accountant's certificate certifying, 
a. the manner of arriving at the remittable profit,
b. that the entire remittable profit has been earned by undertaking the permitted activities, and

c. that the profit does not include any profit on revaluation of the assets of the branch.


	


TAXATION PROVISIONS REGARDING LIASION OFFICE

· Foreign companies planning to do business in India set up a liaison office for undertaking promotional work as a prelude to actual commercial activities.

· Since the liaison office is not permitted to do any commercial activities, it is generally taken that the existence of a liaison office will not make any difference in taxability of the foreign company in India.

· It may be clarified that where the liaison office creates a Permanent Establishment or establishes a business connection, the foreign company would become liable to pay tax on the profits, which can be attributed to the liaison office. But if liaison office doesn’t create any of the aforesaid relationship, liaison office will not attract any income tax in India.

· It can be  concluded  that  the role of liaison office is very dicey as far as Indian tax law is concerned. If proper care is taken regarding the activities a liaison office should perform, tax incidence can be avoided.

	Particulars
	Liaison office
	Branch office
	Subsidiary/Joint Venture

	1. Setting up
requirements
(General)
	Prior approval of RBI required.
	Prior approval of RBI
required.
	If activities/sectors fall under
Automatic Route, no prior approval but
only post facto filings with the RBI is
obligated.
Otherwise obtain Government/ FIPB
approval and then comply with post
facto filings

	2. Permitted
activities
	Only liaison, representation,
communication role is permitted.
No commercial or business
activities or otherwise giving rise
to any business income can be
undertaken.
	Activities listed / permitted
by RBI can only be
undertaken. Local
manufacturing and domestic
/ retail trading are not
permitted.
	Any activity specified in the
Memorandum of Association (MOA) of
the company. Wide range of activities
permissible subject to FDI guidelines /
framework.

	3. Funding for
local Operations
	Local expenses can be met only out
of inward remittances received
from abroad from Head Office
through normal banking channels.
	Local expenses can be met
through inward remittances
from Head Office or from
earnings from permitted
operations
	Funding may be through equity or other
forms of permitted capital infusion or
borrowings (local as well as overseas
per prescribed norms) or internal
accruals

	4. Limitation of
liability
	Unlimited liability (limited to the
extent of capital of Foreign
Company)
	Unlimited liability (limited to
the extent of capital of
Foreign Company)
	Liability limited to the extent of capital
of Indian Company.

	5. Compliance
requirements under
Companies Act
	Requires registration and periodical
filing of accounts / other
documents.
	Requires registration and
periodical filing of accounts/
other documents.
	Required to comply with substantial
higher statutory compliance and filings
requirements as compared to LO / BO

	6. Compliance
Requirements
under Foreign
Exchange
Management
Regulations
	Required to obtain and file an Annual Activity Certificate from theAuditors in India with the
Authorized Dealer / Bankers with a copy to the Income Tax Authorities.
	Required to obtain and file an
Annual Activity Certificate
from the Auditors in India
with the Authorized Dealer/
Bankers with a copy to the
Income Tax Authorities.
	Required to file Periodic and Annual
filings relating to receipt of capital
and issue of shares to foreign
investors

	7. Permanent
Establishment
(PE)/taxable
presence
	LO generally do not constitute PE 
taxable presence under Double
Taxation Avoidance Agreements
(DTAA) due to limited scope of
activities in India
	Generally constitute a PE and
are a taxable presence under
DTAA as well domestic
income-tax provisions
	It is an independent taxable entity and
does not constitute a PE of the Foreign
Company per se unless deeming
provisions of the DTAA are attracted

	8. Compliance
Requirements
under Income Tax
Act
	No tax liability as generally it
cannot/does not carry out any
commercial or income earning
activities.
	Obliged to pay tax on income earned and required to file return of income in India. No further tax on repatriation
of profits.
	Liable to tax on global income on net basis. Dividend declared is freely remittable but subject to Dividend Distribution
Tax (DDT) of 16.609 percent on
Dividends declared /distributed /paid by the Indian Company.
Pursuant to DDT, dividend is tax free for all shareholders. Limited interoperated dividend set-off apply.


