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1) Chohung Bank was a banking company based in USA and had a branch in India, 
which was involved in regular banking activities.Chohung claimed that the tax rate 
applicable to Indian companies carrying on similar businesses (i.e. banking 
business) should be applied to it as well, instead of the tax rate applicable to foreign 
companies. It relied on Art. 26 of the tax treaty.   
 
The tax authorities rejected the taxpayer's claim holding that Art. 26 of the tax treaty 
provided protection against discrimination on the basis of nationality, and that the 
non-discrimination clause could be invoked only when the foreign entity and Indian 
entity were carrying on the same activities and not when they were carrying 
on similar activities. The tax authorities further held that Indian banking companies 
carried many other activities such as lending to agriculture and to weaker sections of 
the society, which were not done by foreign banking companies. Also, Indian 
banking companies distributed dividends in India, whereas dividends were not 



payable in India by foreign banking companies and no arrangements for such 
payment of dividends were made.  
 
Determine if the taxpayer will succeed in its invocation of non-discrimination clause.  

(25 marks) 
 
 

2) Comment on the recent controversy about application of MFN clause between 
India and OECD member states to a nation state who was a non-OECD member 
and later acquired OECD membership.      (20 marks) 
 
 
 

3) Write a brief note on Mutual Agreement Procedure.    (25 marks) 
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