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In brief 

The Finance Minister (FM) presented the Indian annual Budget on 1 February 2021. There was no paper 
print of the documents for the first time in Indian Budget history. Following the objective of transparency 
and ease of compliance, several administrative measures were announced to be made faceless. The 
major highlight was to leave the personal income-tax slabs, tax rates, surcharge, and cess untouched 
despite a difficult year.  

The FM has proposed to notify rules for removing hardship of double taxation of overseas retiral benefits 
for tax residents, who contributed to overseas social security system while they were tax non-residents in 
India and tax resident in the other country. To strengthen trust between taxpayers and the administration, 
measures like constitution of Dispute Resolution Committee and National Faceless Income Tax 
Appellate Tribunal Centre (Tribunal being the highest fact-finding appellate authority of income tax in 
India) have been proposed.  

Exemptions in respect of interest earned on an individual’s contribution to provident fund (Indian social 
security) have also been capped in the budget proposals, meaning more tax cost for international 
workers. Finally, pre-filled income tax return forms with greater details will be made available for the ease 
of tax return filing by taxpayers. 
 

In detail 

Overseas retirement benefit 
Currently, the withdrawal of overseas retirement benefit by an individual who is tax resident of India may 
be taxed in the foreign country on receipt basis, while the same may be taxed on accrual basis in India. 
Such overseas retirement account would have been opened when the individual was a tax non-resident 
of India and a tax resident of the other country. This leads to double taxation due to timing mismatch and 
different basis of taxation – if foreign tax credit is missed to be claimed by such individuals. The Indian 
government has sought to bring in provisions and will prescribe rules with the objective to rationalise and 
eliminate possible double taxation in these cases. 
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Interest on employee’s contributions to provident fund 
Interest earned during the year on an individual’s contributions to provident fund (i.e. Indian social security) is currently 
exempt, subject to prescribed conditions. It is now proposed that interest earned on contributions exceeding INR0.25m 
during the relevant tax year (i.e. from 1 April to 31 March of the following year) shall be taxable on accrual basis. This 
provision can particularly increase tax cost for foreign nationals working in India as their contribution to provident fund is 
very likely to exceed the cap introduced.  

Lower interest liability for non-payment of advance tax on dividend income  
If an individual defers payment of advance tax (i.e. prepaid taxes) on personal income, on which there has been no tax 
withholding at source, they are liable to pay interest. The dividend income even though declared at a later part of the tax 
year (which could not be estimated earlier) will make the recipient liable to pay advance tax, with interest, for the period 
prior to its declaration. 

It is now proposed that advance tax on dividend shall be due in the quarter of declaration, therefore reducing interest 
liability for non-payment of advance tax in the prior quarters. It is a welcome relief for taxpayers. 

Revised timelines for filing of belated and amended tax returns 

The due dates for filing belated (i.e. returns filed after the original due date) and amended tax returns have been reduced 
to nine months from the existing twelve months from the end of the relevant tax year. For example, the existing due date 
for filing belated and revised return for tax year 2020-21 is 31 March 2022. However, the due date is now proposed to be 
advanced to 31 December 2021. This could increase hardship to cross-border taxpayers who need to wait for treaty 
benefits where a tax return is filed in another country. Due to timing difference in tax years and tax filing deadlines, unless 
the overseas tax return is filed before the revised Indian due dates, benefits like foreign tax credit and income exclusion 
could become more difficult to be availed. 

Revised timelines for initiation and completion of assessment (i.e. audit) proceedings  

It is proposed that the time limit for opening normal cases of income escaping audit would be reduced from six to three 
years. In specific cases (i.e. income escaping audit of more than INR5m), notice could be issued beyond three years but 
up to ten years, subject to prior approvals from senior authorities.  

In addition, the time limit for completion of regular audit has been reduced from twelve months to nine months from the 
end of the tax year in which income was first assessable.  

Pre-filled income tax return forms   

The income tax return forms will now be pre-filled with details of income from salaries, capital gains from listed securities, 
dividends, interest from banks, etc. along with taxes withheld at source and advance taxes. 

Changes proposed in tax administration    

Constitution of Dispute Resolution Committee  

Individuals having annual taxable income up to INR5m and disputed income of INR1m can approach this committee, 
therefore settling any issues at an initial stage and preventing any new disputes.  

National Faceless Income Tax Appellate Tribunal Centre 

Provision is made for faceless proceedings before the Income Tax Appellate Tribunal (ITAT). It would reduce the cost of 
compliance for taxpayers and increase transparency in the disposal of appeals. Furthermore, it would also help achieve 
even distribution of work in different appellate benches and ensure efficient administration. 
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The takeaway 

Expatriate employees working outside India are likely to have reduced tax burden on withdrawal of overseas retirement 
benefits. However, it would be interesting to wait and watch out for the computation mechanism that is likely to be 
prescribed for relief from double taxation. The proposal of levy of income tax on interest earned on individual’s 
contributions to provident fund exceeding the prescribed threshold may enhance the tax cost for international 
assignments.  

While the Indian government has focussed on faceless tax administration on one-hand, the reduced timelines for 
taxpayers to file belated and amended tax returns on the other hand, will lead to practical difficulties in claiming double 
taxation benefits, due to different filing deadlines in other jurisdictions. This is critical for international workers to ensure 
that the tax returns are amended no sooner than the home country tax returns are lodged – to be in time to claim eligible 
foreign tax credit. This will depend on how fast compliance is carried out in overseas countries, ideally without filing for 
extensions. A deeper analysis may be required on the possibility of claiming treaty benefits with respect to the last quarter 
of the Indian tax year, due to the Indian tax year being different from tax calendar year countries. 

The much-awaited relaxation of eliminating the days of physical presence in India due to COVID-19 lockdown for the 
purpose of determining the residential status of individuals has unfortunately not been featured in this year’s Indian 
Budget announcement. This means that the forced physical presence in India will be considered for determining residency 
in India and could give rise to various ramifications for both employees and their employers due to prolonged presence, if 
the individual becomes a tax resident of India as a consequence and therefore subject to tax on worldwide income in 
India. 
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