Updated ITRs: Costly compliance
or smart move post-budget 2025?

ITR filing window is now extended to four years, but taxpayers must tread carefully as penalties escalate steeply

NEW DELHYMUMBA

he Budget for 2025 has

extended the window for

filing updated income tax

retumns (FTRs) from twoto

four years. So, after you file
an ITR, you get four years rom the
end ofthe assessment year o include
anyadditionalincome in the updated
I'TR that youhave missedreporting in
the original tax retum,

Sounds likea good deal forvolun-
tary compliance? It is, but only until
yourealise that thereisnofree lunch
and itcomes withasteep 25:70% ax
penalty,

The highest penal tax is70% of the
aggregate of tax dues, and interest,
when the updated I'TR isfiled inthe
fourth year. In the third year, the
penal tax is60%,

Here's another catch—the cost of
volumary compliance by filing an
updated returnin the third or fourth
yearissignificantly higher thanget-
ting a reassessment notice from the
taxdepartment,

When a case is reassessed for
underreported income and a penalty
order is passed, 50% of the tax due is
tobe paid as a penalty. Take note, this
penalty islevied only onthe tax due,
unlike an updated ITR, where the
penalty is caleulated on the tax due
plusthe interest payable onit

Therefore, in many cases, the pen
altyunder reassessment may tumout
tobelower than what you would pay
by voluntarily filing an updated I'TR.

Even aller extending the window
by twomore years lor liling updated
retums, the Budget has left a loop-
hole that may encourage some tax-
payersto skip iling updated I'TRs in
the third or fourth year toavoid steep
penaltics.

Theloophole intimelines

UnderSection 148, past income tax
returns can be reopened for assess
ment for up to three years from the
end of the assessment year if the
unreportedincomeis below 150 lakh.

For amounts exceeding the thresh-
oldthe reassessment window extends
tofive years, allowing tax authori ties
more time toscrutini 2 higher-value
cases. For example, ITRs that were
filed for assessment year 2024-25
with unreported income below 150
lakh canbe reopened until 31 March
2028, If the unreported income
execeeds 150 lakh, the reassessment
period extends up to31 March 2030,
increasing the risk of scrutiny for
larger sums.

In cases where the unreported
income is below 50 lakh, this loop-
hole may prompt assessees to avoid
updating I'TRs after two years, as
waiting for atax notice under Section
148 means paying only a 50% pen-
alty—lower than the 60% penalty
incurred for filing updated ITRs in
the third year.

Ilthe unreported income escapes
scrutiny for three years, they are
completely safeas the case cannot be
reopened for assessment after that.

Expents said the central govern-
ment must relookat thehighamount

Canupdating ITR cost you more than a reassessment?

Reassessment (Sec 148)* Updated return (Sec 139 (8A))*

Maximum penalty on tax due for Penalty on tax due plus interest

und erreported income: 50% Filed within 1 year 25%

» If unreported income is less than 250 lakh, 2nd year 50%

case can be reopened for up 1o 3 years Hdyear!| 60%

P If unreported income exceeds S50 lakh, 4th year 70%

case can be reopened for upto5 years.

Example: For FY23...

Penalty in the 3rd year is far higher than the

Income

Tax due on undemeported mcome

reassessment penalty, which may discourage
taxpayers fromupdating ITR in the 3rd or
4th year, and instead, wait for scrutiny,

¥40lakh  ¥10lakh
In third year (FY27). if...
Updated ITR filed Reassessment opened
Interest ¥4.8lakh Caculated fom ¥7.2 lakh Calcuated from April | 2023 to
3 r 1Ape 20310 3 Mar 1 March 31, 2029(6 yearsat 1%
Due tax + interest  ¥14.8 lakh 2027 (dyears 1% 7.2 lakh interest per month, assuming
: T nterest per maonth) T the ordey i passed by March
Penalty ¥8.88 lakh 5 lakh 2029~the final date for
(60% of due tax + interest) (50% of due tax) | remsessment dosume)
Total liability ¥23.68 lakh ¥T222 lakh
rummmhumwmyﬂm tax and penaity. If underreported income escapes scrutiny
completely within 3 years, reassessment is ime-barred and no tax or penalty to be paid
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Tax gamble? Experts warn of steep penalties
P Foreign income must be disclosed in the updated ITR, as reassessment triggers Black Money Act scrutiny
P Black Money Act penalty; T10 lakh
P Reassessment risks a 200% penalty if income s deemed misreported
P The distinction between underreported and misreported income s unclear and subject to mterpretation
P No waiver for misreported income penalties; appeals can be lengthy
P Misreported income may also lead to prosecution
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ol additionaltax imposed in the third
andfourth years for updated retums
so that the taxpayersare not deterred
from updating I'T'Rs beyond two
years. “The Unlon government
should consider reducing the addi-
tional tax for all updated F'TRs,” said
Bengaluru-based e hartered account -
ant(CA) Prakash Hegde.

Costly taxmistake

Experts cautionod against e xploit-
ing this loophole to avoid updating
retums for missed income, as the
consequences can be

claiming expenditure without any
supporting evidence,” he added,

Though theincome taxlaw delines
scenarios 1o distinguish between
under-reporting and misre portingof
income, it may be subject to interpre
tation, said Parizad Sirwalla, partner
and head, global mobility services,
tax, KPMG in India.

“What the tax payer may consideras
only underreporting, the authorities,
hasedona detailed reviewol the docu-
ments and theiment, may consider the

same as misreporting,

requests and waive the penalty, But
thisoptionis notavailable incases of
notice for misreported income,”
Hegdesaid.

Of course, the taxpayer can chal -
lenge the order against misreported
income by filing an appeal, but the
case can slip into prolonged litiga-
tion, and interest onthe tax due will
keep building up throughout the
duration ol the appeal, addingto the
financial burden,

Not to mention, the tax authorities
can recover the due tax even when

severe and financially Delaying updated considering the intent, | thecaseis pending, makingit crucial
burdensome, ITR filing, and explanations and docu- | toact prompily. Theonly way toget a

Foremost, the 50%  jnstead, waiting ments provided by the | stayonthe recovery isby depositing
penalty inreassessment g0 reassessment taxpayer,” Siwallvsaid, | 20% ofthe taxdues as well as penalty
applies to underre- to avoid high Therefore,ifyougeta | amount, which can be significant.
ported income, whereas penalties ¢ tax order wherein the | However, abetter course ofactionis
misreported incomes with its Wl"lul"isnesks assessing officer (AO) | toupdate thetax returm as soon as you

attract a whopping
200% of the tax due as
penalty, significantly
increasing cost of non-compliance.
There'sa key difference between the
two, said Harsh Bhuta, partner, Bhuta
Shah& Co.

“When it's an honest mistake of
reporting income lower than the
actual income eamed or received for
afinancial year, it'sa case ofunderre-
portingincome. For example, repont -
ing of lower revenue due to account -
ingerrors or failure to include com-
plete revenue. Or interest income
from a joint bank account is not
reported, which is not offered by
other joint holders either,” said
Bhuta,"Misreported income, onthe
other hand, is when there is inten-
tional misrepresentation of facts. Say,

treals your case asone of
misreportedincome, you
willthenhavetopaydou-
hethetax due asapenalty, significantly
increasing your tax liability, Hegde
pointed out that in the case of misre-
ported income, taxpayersdon't even
gt the option of immunity from pen-
aty, unlike forunderreportedincome,
makingita much costlier mistake,
“When passing the reassessment
order, the AO doesn't strai ghtaway
levy the penalty. He first issues initia-
tion of notice for penalty proceed-
ings. ITit'sanoticefor underreported
income, the taxpayer can submit
Form 68 to request immunity from
penalty and that he will pay the due
tax, interest payable and not appeal
against the reassessment order. In
majority cases, AOs accept such

discover that you have missedre pont-
ing income, as delaying it increases
the risk ofit being assessod asa case of
misreporting, leading o severe pen-
altiesunderSection 270Aof 1T Act.
In extreme cases, reassessment
orders canalso lead to prosecution.
This is applicable to misreporting of
domesticincome and assets too abong
with that of foreign incomes, “The
Income-tax Act, 1961, empowers the
I'T department toinitiate prosecution
proceedings for various offences
apart from levy of fine,” said Bhuta,
He outlined some such cases along
with imprisonment duration: a) tax
evasion under Sec 276C(1) —wilful
attempt to evade taxes, If evasion
exceeds 125 lakh: prison term is six
months to seven years (non-cognisa-
ble), whereas inothercasesit's three

months to two years (non-cogniza-
ble); b} evasion of tax payment under
Sec 276C(2)) - three months tothree
years(non-cognizable); ¢} false state-
mentsor accounts under Sec 277, If
evasion exceeds 125 lakh, six months
toseven years, while in other cases
duration is three months to two years
(non-cognizable); d) falsification of
books under Sec 277 A - threemonths
10 twoyears (cognizable).

Reportitor risk it

Sud hakar Sethuraman, partner al
Deloitte India, emphasised the
importance of filing updated retums,
especially when taxpayershave over-
looked reporting foreign income.

“Report foreign income voluntar-
ily by filing updated retums as these
are scrutinised under the Black
Money Act. If a tax oflicer reopens
unreported foreign income under
Section 8, they will also initiate
blackmoneypenalty, which isat least
0 lakh,” he wamed.,

However, an updated retum can-
not be used solely to report missed
foreignassets underSchedule FA, as
the conditions for liling an updated
returndo not permit it

A taxpayer can file an updated
return only if there is an additional
tax liability, Therefore, it cannot be
liled solely for foreign asset disclo-
sure, explained Bhuta,

That said, FA disclosures can be
made il there is other income 1o
reportalongside them.

“In case the taxpayer also has any
additional income to ofler in the
updatex tax return, then the same can
be filed along with re porti ng of for-
cign assets, subject to payment ol
additional taxes and applicable penal-
ties,” Sirwalla said.

F&O losses? Report now

The other crucial use case of
updated returns is for traders (o
report losses from futures & options
(F&O) or intra-day trades, which
many don’t report, thinking there are
noprofitstoshow,

But the condition is that
the updated returnshould not result
ina total loss, said Vishwas Panjiar,
partner, Nangia Andersen LLP,

“There is no restriction on liling
an updated return if a loss exists
under a particular head of income,
provided the overall total income
remains positive. Losses from F&O
transactions and intra-day trades are
business losses, the assessee can
report these losses in an updated
retum. However, the total income in
the updatedretum must beequalto
or greater than the total income
declared in the original retum,
ensuring that the tax liability does
not decrease,” he said,

“If claiming these losses does not
leadto areductionin tax liability, the
normal provisions of set-off of losses
under the Income Tax Act, 1961, will
apply,” he added.
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