Credit card spends abroad

Transactions carried outoverseas will now come under the ambitof RBI's annual remittance ceiling of
$2,50,000,and attracta 20% Tax Collected at Source. Why has govt changed the rules, how are youimpacted?

AANCHAL MAGAZINE

THE CENTEE has amended nules under the
Foreign Exchange Management Act { FEMA ),
bringing inrernationzl credit card spends out-
side India under the Liberlised Remimance
Scheme (LRS).Also, from July 1, spendingon
inremarional credit cardswill aoract a higher
rare of Tax Collacred ar Source (TCS ) ar 205,
The government said the decision was
mkeninconsulabonwich the Reserve Bankof
India. The move, noified Tuesday nighr, will
likely imipose a sirnificanc compliance burden
on both card-ssuing banks and consumers,

What changes

Credit card spends ourside India have
been broughr under the ambit of the [RS —
underwhich all residenr individuals, includ-
ing minoes, can remitup U5 52 50,000 ap-
procimarely Rs 2,06 crore) abroad per year
wirhour prior approval from the REL

Bringing credit card rransactions under
RS enahies the levy of a higher TS, as an-
nounced inthe Budger for 2023-24, Till june
30, TCS of 5% will be bevied on such spend-
ing on overseas tour packages (withour
threshold) or any ceher caregory | beyond
threshold of Rs 7 lakh), excepe for medical
and education

The use of aninemarional credit card
make pay ments rowards Meeting expenses
while overseaswas so far nor oovered under
the LRS. The mermrl%mlrrﬁmtiumlu'ecﬁc
cardswas excluded from the LRS by way of
Rule 7 df the Foreign Exchange Management
{Current Account Transaction) Rules, 2000,
With the new nodficarion, Rule 7 has been
omimed, The governmens has clarified thar
the changes will nor apply t payments for
the punchase of foreign goods) services from
Imddia, such as subscriprions 1o nEWspapers.
magarines, or online streaming senvices.

“It is stricely for mransacticns under
Schedule IE{of the FEM rules) and not for pay-
ments for punchase of foreign goods) senvices.
This demand had come from the domestic
mavel indusimy, " a Finance Minismy official said.
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Schedule I ro FEM (CAT) Amendment
Rules include overseas rransactions such as
privatevisits ourside india, gify donacion and
going abmad for employment
Why the changes

The Finance Miniszry in a ser of
Frequently Asked Questions [R)s) issued
Thursday said thar the oweak in these miles
will help bring parity benween the interna-
tionalusage of credic and debiccands, which
were already pam of LRS. Also insaid thatin-
stances had come o notice where the *LRS
payments are dispropomionarely high when
compared o the dischosed incomes™, Iralso
claritied tharthe LRS does noccover business
visirs of rthe employee when the costs are
bome by the employer.

“Payments by debit cands erc. have been
rreated as LRS even earlier Due morhe exemp-
tion under erstwhile Rule 7, expenditures
through credit cardswere not accounted for
under the specified LES limit, which has led
1o some indvidualsexceeding the LRS limits.
Data collecred from top maoney remimens un-
der RS reveals thar imermaconal crediccards
are being issued with limirs in excess of the
present LRS limir of USD 2.50.000. The dif-
ferential earment needed mobe removed in
the interest of uniforminy and equiny in the
rrearment of modes of drawal of foreign ex-
change and for capruring ol expenditures
under LRS for prudent foreign exchange

ent and o prevent by-passing ol
LES limirs,” ir said,

There has been a surge in spending
Ineians on overseas mavel —they spem $12
bilkion in the April-February period of fiscal
2022-23, anincrease of 104% compared r

According 1o RBI dam, in Aprilk-February
of Y2022, the ol amoun spent by domes-
ric ravellers on inemarional destinations
was $6.13 billion under the REI's LIRS for res-
ident individuals. During April-February
2022-23, mansacions using crediccands. in
volume erms. increased 32 6% 1o Rs 26735
crore, In value rerms, spending on credic
cards increased almost 50% ro Bs 12,95 lakh
crore during this period.

“The measures for credit cards follow the
govemment's earlier steps o incroduce TCS
levyfor overseas wur packages,

InFebrary 2020, the government inthe
Budger announced the inserion of 2 new
clause under Section 206C of the Income-tx
Act o bevy 5% TCS on overseas remittances
and forzale of overseas tour packages. It be-
came applicable from Ocmber 2020,

Tax on spends abroad

The government had changed the TCS lim-
irsfor foreign remitances in the Budget for
2023-24 The Budger had stared thar on for-
eign ourward remimance under LRS, other

than for educarion and medical purposes, a
TS of 20% will be appliczble from Juby 1, 2023,
Before this proposal, a TCS of 5% was applica-
ble on foreign owrward remirances above Rs
7 lakh, and SEwithourany chreshold for over-
SEa5 [r packages.

In March, while moving the Finance Bill
2023 in Lok Sabha, Finance Minister Nirmala
Sitharaman had said REl had been asked o
Inak inm ways w bring credit cand paymemns
on foreign rours under the LRS.

Compliance burden

Experrs said the changes for credit card
spends will likely add to the compliance bur-
denof banks and financial insdmutions, They
also pointed ourthar if the move isintended
1o track overseas mansactions, the TS rae
of 20% is probably wo high and could have

Sandeep Jhunjhumwala, parner. Nangia
Andersen LLP said. "On remirtances con-
nected with employes business ravels, busi-
ness visis were hitheroo covered under LES
and this inclusion remains, However, where,
anemployes'soverseas work mavel expenses)
are bome by the employer, the LRS regula-
tions excluded such expensas from the LRS
limits of the employee. . practical challenges
could be faced in ascenaining wherher an|
employee's mavel is a business ravel or o™

by the selker of specified goods fromthe buyes
and deposited tothe government, it could add
wothe burden of araveller arthe time of pur-
chase of a rour package. While txepayers can
chaim refunds on the TCS levy ar the time of
filing their rerurms, this could resul in teir
being locked ungil the refund is iniiaed
by the tax deparmment, expens poineed oo
“For credit card users mavelling or making
pay mens abroad, the 5% TCS charge is a bur-
den, 5o, 53y, the imvoice value is 100 then 105
will ger dedocred from rhe consumer's end,
Thiswillincrease i 20% after july 1" Supreme
Cour advocare Deepak Joshi said joshi said
the aurhoriries would have wissue a darifica-
tionabourthe differenr kinds of aedirczrd use.
“If ir's used in a hospital abroad, TCS wil noo
apply ata higher e, So howwill thebanking
company know ar the poine of salewhether
TS has o be colleced or poe?” Joshi said.
“Also, foreign expenses will have o be
separaely recorded in the credir cand stare-
ment now for different caregories. From thar
poine of view, a clarificarion will have to be

issued ahour operational hicoups, " he added,
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Credit card use

for firms outside
tighter LRS rule

FE BUREAU
New Delhi, May 18

USE OF INTERMATIONAL credit
cards by employees of a company,
where the expenditure is borne by
thecompany,willnotbeincluded in
the liberalised remittance scheme
(LRS) and will not be subject to an
annual cap of $2,50,000.

In a set of FAQs on Thursday, the
finance ministry clarified that LRS
will not cover business visits of
employees."When an employee is
being deputed by an entity for any of
the above, and the expenses are
borne by the latter, such expenses

ing of whether the expenses are
borne by the employer to effectively
apply the exclusion, could be a
daunting exercise especially where
the payments are not routed
through the AD Banker and effected
through credit cards,’ he said.

Inthe FAQs,the ministry clarified
that the changes are intended to
bring in parity in tax treatment of
remittances using debit and credit
cards.The RBI hadalsowrittentothe
government on more than oneocca-
sion, pointingtotheneed to remove
thisdifferential treatment.

“Data collected from topmoney
remitters under LRS reveals that

shall be treated as resid- international  credit
ual current account New rules to cards are being issued
transactions outside bring parity in with limitsin excess of
LRS,and may be permit-  tax treatmentof thepresent LRSlimit of
ted by the Authorised remittancesvia $2.50,000," it said,
Dealerwithoutany imit, 4o pis and eredit  While notingthat pay-
subject to verifying the o ments by debit cards
bona fide of the transac- e have been treated as
tion,"said the ministry. E—— LES even earlier.

However, payments
on a foreign e-commerce website
through an international credit
card even if the personisnotabroad
are already part of the LRS cap. This
will also be subject to the new 20%
tax collected at source, from July 1,

Experts welcomed the clarifica-
tions."Where an employee's over-
seas work travel expenses are borne
bythe employer, the LRS regulations
excluded such expenses from the
LRS limits of the employee. This
exclusion which was a part of the
LRS regulations has been reiterated
inthe FAQs.

Consequently, business travel
expenses borne by the employee
would be considered under LRS and
thatbome by the employer falls out
of LRS club,”said Sandeep [hunjhun-

wala, Partner, Nangia Andersen
B e
challenges could be faced in ascer-
tainingwhetheranemployee's travel
isa business travel or not."Also, test-

fmnc.l.“ ap. .in
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Due to the exemp-
tion under erstwhile Rule 7, expen-
ditures throughcredit cards were not
accounted for under the specified
LES limit, whichhasled to some indi-
viduals exceeding the LRS limits.
“Thedifferential treatmentbetween
debitcards and credit cards needed
toberemoved in the interest of uni-
formityand equity in the treatment
of modes of drawal of foreign
exchange and for capturing total
expenditures underL RS for prudent
foreign exchange management and
to prevent by-passing of LRS limits,”
it said.

Thefinance ministry had notified
changes to the Foreign Exchange
Management (Current Account
Transactions) Rules, 2000 effective
May 16 under which use of credit
cards by Indians while on foreign
visit came underthe ambit ofthe LRS
overseen by the RBL

Thehigher TCS rate,according to
the Finance Act 2023, willtake effect
from July 1.
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Credit Card Spends
in Foreign Currency
to Attract 20% TCS

Finance ministry clarifies on transactions
that will come under LRS and face tax

Our Bureau

New Delhi: Foreign currency
payments such as digital sub-
scriptions to publications or go-
ods bought on foreign ecommer-
ce sites through international
credit cards will count toward
an individual’s Liberalised Re-

FAQs issued on placing int'l
credit card spends under LRS
Move to Credit card
bring parity | payments
between being used
dehit and to exceed
credit cards | LRS limit
CLARIFICATIONS
Biz spending Overseas
by employees loan-funded
abroad exempted ! education
payments
to face
0.5% Tcs
Detailed clarification

L nn echicatinn health

mittance Scheme (LRS) account
and attract 20% tax collected at
source (TCS), officials said.

However, if these purchasesare
made in Indian rapees, they will
nat be counted against LRS and
face any TCS, said one of them.

According to the officials cited,
corporate cards given to employ-
ees for official expenditure over-
seas will also not attract TCS, as
these expenses are covered un-
der residual current account
transactionsoutside the LRS.

The finance ministry Thurs-
day 1ssued a detailed clarifica-
tion in the form of frequently
asked questions ( FAG)s), explai-
ningthe decision to bring inter-
national credit card spending
underthe Reserve Bank of Indi-
a's LRS with immediate effect.
This means credit card spen-
ding will be covered by the 20%
TCS rule for LES that goes into
effect July 1.

Thedecision invited criticism
and faced backlash from the
travel and tourism industry in
particular,



Practical Challenges Ahead

» From Page 1

The ministry said the latest change
in Foreign Exchange Management
Act rule was intended to bring pari-
ty between remittances and overse-
as spending using dehit and eredit
cards. The ministry had, through a
notification dated May 16, scrapped
Rule 7 of the Foreign Exchange Ma-
nagement (Current Account Trans-
actions) Rules, 2000, which kept in-
ternational credit card spending
out of the LRS ambit while debit
card payments were covered.

As per the clarification. business
expenses by anemplovee onan over-
seas business trip will not be part of
LRS. “When an employee is being
deputed by an entity for any of the
above, and the expenses are borne

by the latter, such expenses shall be
treated as residual current account

transactions outside LRS and may
be permitted by the AD (authorised
dealer) without any limit, subject to
veritving the bona fide of the trans-
action,” according to the fimance mi-

Experts called for further clarity.
There could be practical challeng-
es Inascertaining whether an emp-
lovee's travel is a business trip or
not, said Sandeep Jhunjhunwala,
partner, Nangia Andersen LLP.
“Also, testing of whether the ex-
pensesare borne by theemployer to

effectively apply the exclusion co-
uld be adaunting exercise, especial-
ly where the payments are not rou-
ted through the AD (authorised dea-
ler) banker and effected through
creditcards.” hesaid.

CASH FLOW ISSUES
Deloitte India partner Alok Agra-
walsaid, “It would need to beseen
if expensesincurred by emplove-
eson their international work-re.
lated trips would also be impac-
ted. If so, this would cause cash
flow issues for such employees.
RBI may issue ope-
rational guideli-
nes/clarifications
with more details.”
LRS remittances
will face 20% 'TCS
from July 1 against
5% now, barring expenditure on
health and education. The mini-
stry said incidental expenses rela-
ted to travel for education and me-
dical treatment will continue toat-
tract the existing lower rate and it
would issue a “detailed clarifica-
tion" separately about this.
LRSup to Rs7lakh a year foredu-
cational purposes is exempt from
TCS. Beyond that it attracts a 5%
levy. For those who take loans for
overseas education, a lower 0.5%
TCS will be levied above the Rs 7
lakh threshold.




