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Place of Effective Management (PoEM)

The Finance Act 2015 amended the requirement of when a foreigh entity
would be treated as a resident in India. The intention of this is to bring
under the residence bracket shell companies and such other companies
created for retaining income outside India although real control and
management of affairs are located in India

 What is Place of Effective Management (POEM)?

It would mean a place where key management and commercial decisions
that are necessary for the conduct of business of an entity as a whole are, in
substance made. Scope or meaning of what ‘key management and
commercial decisions’ is not specifically defined in the Act. This is mostly
seen on substance over form and mean a place where key management and
commercial decisions that are necessary for the conduct of business of an
entity as a whole are, in substance made.

« Whom is this applicable to?
Foreign entities incorporated outside India

« How to determine if the foreign entity has POEM in India?
This is determined year on year and also on the fact as to whether or not the
company is engaged in Active Business Outside India.

e Impact of POEM in India

o Foreign entity would be treated as a resident company in India.

o Worldwide income of company liable to tax in India at 40% (plus
surcharge & Cess)

o Liable for all tax compliances in India (Filing of Income Tax Return, TDS
returns etc, TP TDS etc)

o Interest and penalty in cases where POEM is determined in India during
tax scrutiny
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o Exclusions, if any
o This is not applicable to foreign entities having turnover less than Rs
50Crores in a financial year.
o Where the BOD merely follows the general and objective principles of
global policy of the group laid down by its parent entity.

HOW CAN WE HELP?
Careful analysis of how the decisions in respect of the foreign entities are
taken and advice to mitigate the risks associated with this.

If you wish to know more about this, reach Bhamini at +91 9845804212 or
info@annveshan.com



mailto:info@annveshan.com

