Additional tax may
impact voluntary
updated returns

® Late voluntary
disclosures now
come at a hefty price

THE UNION BUDGET has proposed
to extend the deadline for filing
updated returns from two years to
fouryears. What does this extension
hold for taxpayers?

Taxpayersarerequired to file their
income tax returns(ITR) within four
to six months from the end of the
financial year. For example, for FY
2024-2025, a salaried individual
must file their original ITRby July 31,
2025. However, should a taxpayer
miss this deadline or
discover any omis-
sions or errors
thereafter,theyhave
the option to submit
a belated or revised
return.

The deadline for
tiling a belated or

Further, the proposed amend-
ment not onlyextends the time limit
forfiling updated returns; it has also
escalated theadditionaltaxeson this
late voluntary disclosures.Under the
new proposals, an updated retumn
filed within the first 12 months will
incuran additional taxof 25%.If filed
between 12 and 24 months, thisrate
increases to 50%. For returns filed
between 24 and 36 months, the addi-
tional taxis proposedat 60%,and for
those submitted between 36 and 48
months,itisset toriseto 70%.

Additional taxes
Suppose ataxpayerrealiseshehas
failed to report an income of
£1,00,000,onwhich
a tax of ¥30,000
and interest of
{10,000 are
payable. They now
have the option to
file an wupdated
return, with the
additional tax pay-

revised return is ment varying
three months @ | depending on
beforetheendofthe NEERAJ AGARWALA thetiming of thefil-
assessment ar, ing as calculated
which,in this c;;e e,is e vﬁ:; Ls;ggmznr be%:rw:

December31,2025. Over the past
[t is important to two years,theincome
notethatthebelatedorrevisedreturn  tax department has increasingly
can be filed without the paymentof useddataanalyticsand technologyto

any additional tax beyond the usual
taxamount due.

But,once thedeadline for ﬁlinga
belated orrevised return had passed,
taxpayers had no means to volun-
tarily declare any income they may
have omitted earlier.To address this
gap,the government introduced the
concept of an updated return. This
allows filing an updated ITR to
include any previously omitted
income alongwith paymentofaddi-
tional tax.

Voluntarily declare
omitted income

In essence, an updated return
allows the taxpayers to voluntarily
declare omitted income even after
the deadlines for belated or revised
returns has passed. This mechanism
offers an opportunity to rectify past
omissions and avoid potential
scrutiny orpenalties fromthe income
tax department. Previously, the win-
dowforfilingan updated return was
limited totwo years. However, the lat-
est Budget proposes to extend this
period tofouryears, providinggreater
flexibility for taxpayers to amend
theirfilings.

detect mismatches in reported
incomes and third-party data
sourced from banks, financial insti-
tutions, stock exchangesamong
other sources. This has triggered a
rise in mismatch inquiries,
alertingtaxpayersofdiscrepanciesin
their filings.

Common issues leading to these
mismatches include unfiled ITRs,
incorrect deductions claims like
house rent allowance or home loan
interest, and inconsistent claims
under Chapter VI-A, such as deduc-
tions for investments or political
donations. These inquiries act as a
soft nudge for taxpayers, encourag-
ing them to voluntarily file updated
returns to avoid comprehensive
scrutinyassessments.

Although taxpayers now benefit
from an extended windowto report
omitted income, updating past
income tax returns will incur higher
tax payments due to the additional
tax levied. While this provides a
broader opportunity for voluntary
disclosures, it raises a critical ques-
tion: Will taxpayers continue tovol-
untarily declare the omitted income
despite theincreased additional tax?
Only timewilltell.
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Greater Nexibility, but ata cost
Previously, the window for filing an
ted returns  updated return was limited to two
ed within vears from the end of the relevant
2’1‘36 mmllls asseasanent year. “ﬂtﬁl"l',ll!" Latest
: . Budget proposal seeks to extend this
face 60% extra period to four years, providing greater
tax; for 36-18 Aexibility for taxpayerns to amend their
months it is 70% filings. Under the new proposal. an
updated retum filed within 12 months
will incur an additional tax of 25%. If
filed between 12 and 24 months, this rate increases 1o 50%. For
returns Gled between 24 and 36 months, the additional tax s pro-
posed at 60%, and for those submitted between 36 and 48
monthes, itis set to rise Lo 70%,

Suppose a laxpayver realises that they have lailed to repont
an income of T lakh on which a tax of 130,000 and interest of
110,000 are pavable, they now have the option to file an
updated return, with the additional tax payment varyving
depending on the timing of the filing lrom the relevant assess-
ment year.

In recent years, the income 1ax department has used data
analvtics and technology to detect mismatches between
reportied incomes and third-party data, triggering a rise in
mismatch inguiries, alerting taxpayers of discrepancies in
their filings.

Common issues leading to these mismatches include unfiled
ITRs, incorrect deductions claims like house rent allowance or
home Joan interest, and inconsistent claims under Chapter VI-A,
such & deductions for vestments (SOC) and palitical donations
(SOGGC). These inquinies act as a sofl nudge for Laxpavers,
encouraging them to voluntarily file updated returns o avoid

Ve scTUtiny asessanents

Although taxpayers now benefit from an extended window
to report omitted income, updating past income Lax relurns
will incur higher tax payvments due to the additional tax lev-
jied. While it provides an opportunity for voluntary disclo-
sures, it raises a critical question: will taxpavers continue to
voluntarily declare omitted income despite higher additional
tax? Onldy time will tell.

Nerrgj Aganwala is a partner at Nangia & Co. Lip. Nevtu
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