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International and Domestic Regulations 

under Income Tax Act 
 

KARTIKEYA GULATI
1 

 

ABSTRACT 

Domestic tax laws are an integral aspect of the International Tax Regime, as the 

applicability of every International Tax Treaty largely relies on a person's taxability under 

the negotiating parties ' domestic rules. Domestic tax laws include income tax and capital 

tax regulations, guidelines, notices, and circulars in a specific jurisdiction. The foreign 

dimension of these laws is definitely relevant from the perspective of the International Tax 

Regime. The foreign dimension applies to all rules that are applicable to taxation domestic 

taxpayers ' global income and capital, or the non-resident taxpayers ' local income and 

capital. These domestic law also acknowledges the numerous External Tax Agreements 

negotiated by the government concerned. The interplay between the International Tax 

Agreements and the multinational dimension of domestic law provides a regulatory context 

through which transactions take place across boundaries. 

 

I. INTRODUCTION 

In India, the income tax is imposed by the 1961 Income Tax Act, and the Wealth Tax Act, 

1957, levies tax on property. The 1961 Income Tax Act calls for taxation on all residents and 

non-residents' wages gained. The Income Tax Act, 1961 includes all things related to charge 

structure, income determination, income estimation and tax recovery on these income. The 

Income Tax Act of 1961 also empowers the central government to sign arrangements with 

international countries to stop double taxation and discourage tax evasion.2 

Many laws pertaining to non-citizens, though, are unrealistically concerned with under specific 

chapters and often sub-sections or clauses that seem to be generally available to citizens. There 

is no detailed chapter or code that can act as a reference to those non-residents doing business 

in India. To grasp his tax responsibility, a non-resident is supposed to learn the intricate nature 

of India's domestic legislation. Furthermore, the regulations which usually refer to locals but 

which have an external impact are often scattered in the Act. The researcher has gathered all 

such requirements in this chapter that are applicable to non-residents or are usually applicable 

                                                      
1Advocate [Bcom, LLB. (Hons.).] 
2 Income Tax Act, 1961. 
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to residents but have foreign effect.  There has been an effort to explicitly illustrate certain laws 

that are effective in combating tax avoidance at international level. 

II. THE RESIDENTIAL STATUS AND THE SCOPE OF TOTAL INCOME 

Quick all of the Foreign Tax Agreements have a specific scope post. Such article defines the 

applicability of such arrangements to one or all of the negotiating parties ' citizens. Another' 

residents ' article leaves it to a negotiating group to agree on residential status under their 

respective domestic rules. Also entities falling under this category have the ability to profit 

from the foreign tax treaties. Thus, a person's residential status relies on taxability in a domestic 

jurisdiction and seeking advantages under the Foreign Tax Agreements. A person may be 

resident of a contracting party and non-resident in another contracting party or a individual 

may become resident of both contracting parties because of the specific laws that exist in two 

contracting parties. 

In India, a person's residential status is determined by Income Tax Act, 1961 itself, which is 

split into three sections, that is, non-resident, resident and not ordinary resident3. This 

residential status question is a matter of fact and is addressed in subheadings below. 

Non-Resident 

In section 2(30) of the Income Tax Act, 1961 a non-resident was described as a individual who 

is not a "resident." It does not provide the specific constituents of non-resident word, but is 

based on the resident definition as described in section 2(42), which is addressed in the next 

element.  An significant thing to remember in this respect is that a citizen can be ordinary 

Indian citizen, or not ordinary Indian resident. A individual who falls under the category of a 

non-resident may neither be an ordinary citizen nor a resident of India. 

Individuals, Hindu undivided families, business, organization, group of individuals, individual 

entity, local authorities and every other artificial legal person are included in the word ' Person.'4 

Thus, all these persons can be non-resident in India unless they come under the word citizen. 

For the purposes of sections 92 (Special tax evasion provisions), 93 (Evasion of income tax by 

transactions resulting in income transfer to non-residents) and 168 (Executors), a non-resident5 

often involves a individual who is not an ordinary citizen. This should also be remembered that 

classification as a resident of one year would not exclude a following year's argument that he 

was a non-resident as each appraisal year is different and the residential status needs to be 

                                                      
3 Raja Bahadur Seth Teomal v. CIT, (1963) 48 ITR 170 (Cal). 
4 Section 2(31) of the Income Tax Act, 1961. 
5 CIT v. PL.M.TT Firm, (1973) 87 ITR 260 (Mad). 
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determined independently in each year.  Thus, individual may be resident in the 2010-11 

assessment year, non-resident in the 2011-12 assessment year, and resident again in the 2012-

13 assessment year. 

Resident 

Pursuant to section 2(42) of the Income Tax Act, 1961 "resident" means a individual residing 

in India as specified in section 6 of the Act. Section 6 lays out two alternate requirements for 

people, two standards for businesses, one for an undivided Hindu family, a company, an group 

of individuals and other taxable persons. Both alternatives for determining residential status 

for persons are focused on the duration of their stay in India. 

As per the first alternative, if an person is present in India for a duration of one hundred and 

eighty two days or more within a given preceding year, a person is considered to be resident. 

The word' previous year' indicates the current financial year of the review. The assessment year 

is the year in which the cumulative net benefit is subject to tax and calculation. 

According to the second alternative, an person is considered to be a citizen of India if his stay 

period exceeds sixty days in the previous year, and further, the stay period exceeds three 

hundred and sixty five days in four years prior to the previous year. 6 

Throughout the case of the second alternative, the duration of sixty days is followed with a 

duration of one hundred eighty two days in case an Indian person leaves India for work 

purposes or on a tour to India as a part of an Indian ship's crew or is outside.   The measurement7 

of the physical presence in view of the breakdown time shall be carried out on an hourly basis 

except where these data are not accessible on the day of arrival and on the day of departure of 

India as the individual's stay in India.8 

In other organisations the criterion in residential classification is focused on the entity's place 

of' power and administration.' It is claimed that a Hindu undivided party, group of individuals 

or a corporation is resident only if the power falls wholly or partially from India. Unless the 

review is completely outside India, such individuals are considered non-residents.9 

In a company, the power is in the hands of the participating members, in the case of family 

companies, power could be in the hands of Karta or coparcener(s) or both, and the control is in 

the hands of the principal officer in the case of association of individuals. 

                                                      
6 Section 3 of the Income Tax Act, 1961. 
7 Section 6 of the Income Tax Act, 1961. 
8 n Re ABC (Application No. P. 7 of 1995), (1997) 90 Taxman 62 (AAR New Delhi). 
9 Section 6(2) of the Income Tax Act, 1961. 
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A corporation is considered to be resident in India whether it is an Indian corporation or 

whether it is completely based in India for control and management of its affairs.10  Indian 

business implies a corporation which was founded and registered under the 195611 Business 

Act.  Therefore, an Indian corporation is still resident in India even though its supervision and 

control abides outside India. 

Not Ordinary Resident 

The status of not ordinary resident is applicable only to  individuals  and  to hindu undivided 

families. A Hindu undivided family is treated as not ordinary resident if its manager is not 

ordinary resident in India. The two conditions prescribed for status of not ordinary are as 

follows: 

(i) he was non-resident in India for at least 9 out of 10 previous years immediately 

preceding the relevant previous year; or 

(ii) he has not been in India for a period of 730 days or more during 7  years 

immediately preceding the relevant previous year. 

On a plain reading of the sub section 6 of section 6 of the Income Tax Act,  1961 it is clear that 

if an individual comes within the mischief of either of the  two conditions, he will be treated as 

“not ordinary resident”.12 The residential qualifications prescribed by section 6 of the Income 

Tax Act, 1961  do  not cover state or the government. Therefore it would be incorrect to  contend  

that the government can be considered to be a person capable of being a resident in India.13 

III. SCOPE OF TOTAL INCOME 

The income taxable in the hands of non-residents comprises all income from any source they 

that obtain from India and which is either earned or considered to have been obtained in India 

or income that accumulates or occurs in India or is considered to accrue or occur.  Therefore 

in the case of non-resident Indians, any revenue that accrues or occurs outside India14 and is 

obtained outside India by these non-residents has been exempt from taxes. The status of non-

ordinary residents is identical to that of non-residents but the main distinction is that the 

revenue from an Indian-controlled company that accrues or occurs outside India and earned 

outside India is indeed taxable. As far as residents are concerned, they are  taxed  on  all incomes 

                                                      
10 Section 6(3) of the Income Tax Act, 1961. 
11 Section 2(26) of the Income Tax Act, 1961. 
12 C.N. Townsend v. CIT, (1974) 97 ITR 185 (Pat). 
13 CIT v. Dredging Corporation of India, (1989) 75 CTR 104 (AP) : (1988) 174 ITR 682 (AP). 
14 Section 5 of the Income Tax Act, 1961. 
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earned by them either globally or from an Indian source. 

Income of Associated Enterprises or Transfer Pricing 

Shifting taxes to a country with lower tax levels is a prevalent problem within the Foreign Tax 

Regime. This activity becomes rife as the financial dealings between two or more related firms 

take place. Also the foreign tax treaties call for financial changes to be rendered by the 

negotiating countries ' respective tax authorities should any corruption be observed. In India, 

the Income Tax Act of 1961 includes specific rules concerning tax evasion.15 

The new transfer pricing system was enacted by the Finance Act, 2001 with effect from 1 April 

2002 by repealing current section 92 and adding sections 92A through 92F. Such laws stipulate 

that profits from an commercial trade between related undertakings shall be measured taking 

into consideration the quality of the arm's reach. In section 92A the word ' connected business' 

is specified. Section 92B sets out an' internal exchange' between two or more similar entities. 

The regulations found in section 92C provide for methods of deciding the price of the arm's 

length in relation to an foreign trade, and the most suitable way to be adopted by defined 

methods. Although assessee is solely liable for deciding and implementing an arm's length 

price, subparagraph (3) of section 92C empowers the Assessing Officer to decide the arm's 

length price and to measure the assessee's gross profit accordingly, according to the conditions 

given therein. Section 92D calls for such records and documentation to be retained for 

individuals engaging in overseas dealings, and section 92E calls for an accountant's report to 

be prepared along with the return of profits.16 

Methods for Determining Arm’s Length Price 

In addition to the above regulations, the Central Board of Direct Taxes has laid down rules 10A 

to 10E in the Income Tax Rules of 1962 laying down forms and situations under which various 

methods should be used to decide the duration of the product and the considerations controlling 

the selection of the most suitable method.17 

Comparable Uncontrolled Price Process is a triple method. Second, in a equivalent unregulated 

sale, or amount of transactions, the price charged or compensated by the business company is 

defined. Secondly, the price is changed to represent variations between foreign transactions 

and equivalent unregulated transactions. Finally, the calculated price is used at an arm's length 

level with regards to the sold properties or services rendered. The resale market approach 

                                                      
15 Section 22 of the Income Tax Act, 1961. 
16 Circular No. 12 of 2001, dated 23 August 2001 issued by the Central Board of Direct Taxes. 
17 M.B. Rao, 1997, p. 8.  
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requires a cycle of five folds. Next, a contract is established when the corporate organization 

has made resale to an unknown client of the properties bought or services received. Firstly, the 

resale price is lowered by the gross profit margin which such a business company receives 

when reselling to an unregulated and unrelated enterprise. Thirdly, this discounted price is 

further offset by the costs the corporate company suffered when acquiring supplies or 

purchasing properties. Fourthly, allowance is rendered for any anomalies that might have arisen 

owing to accounting procedure disparities. Finally, this modified quality is used as an arm's 

length average when it comes to buying or leasing resources or properties. 

The Cost Plus approach requires a cycle of five folds. Firstly, it specifies the actual and indirect 

expenses borne by the corporate company in respect of acquired properties or services 

rendered. Secondly, in situations with unregulated and non-related businesses, the gross profit 

mark up on such a deal is calculated. Third, owing to practical variations, changes are made to 

the gross profit mark up. Fourthly, the amount measured in the first step is raised as calculated 

in the third step by the modified gross profit mark up. Ultimately, in the multinational trade, 

the amount so arrived is taken as the length price of the neck. 

The Cost Plus approach requires a cycle of five folds. Firstly, it specifies the actual and indirect 

expenses borne by the corporate company in respect of acquired properties or services 

rendered. Secondly, in situations with unregulated and non-related businesses, the gross profit 

mark up on such a deal is calculated. Third, owing to practical variations, changes are made to 

the gross profit mark up. Fourthly, the amount measured in the first step is raised as calculated 

in the third step by the modified gross profit mark up. Ultimately, in the multinational trade, 

the amount so arrived is taken as the length price of the neck. 

A five fold mechanism includes the Transactional Net Margin System. First, the net profit gain 

achieved by the corporate company by a deal completed with the related corporation is 

measured in relation to expenses incurred or profits generated or assets hired by the 

organization. Secondly, the net profit margin achieved by such a corporate organization is 

calculated when competing with identical unregulated, comparable businesses. Thirdly, any 

practical variations are balanced with the net profit margin calculated in the second stage. 

Fourthly, the corporate entity's net profit margin as calculated in the first step is estimated to 

be the same as the third stage net profit margin. Finally, the net profit margin thus defined is 

therefore taken into account in order to arrive at a price at arm's length. 

Apart from the these methods, Rule 10 AB of the Income Tax Rules, 1962 prescribes a residuary 

rule for determination of arm’s length price  under  clause (f) of sub section (1) of section 92C. 
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It states that such method shall be any method which takes into the price which is charged or 

paid for same uncontrolled transaction considering all the relevant facts. 

IV. CHOICE OF APPROPRIATE METHOD 

Rule 10C of the Income Tax Act, 1961 prescribes that most appropriate method shall be 

the method which is best suited to the facts and circumstances of each particular 

international transaction. In addition, the following factors must be taken into 

consideration: 

(i) The nature and class of international transaction; 

(ii) The class or classes of associated enterprises entering into the transaction and the 

functions performed by them taking into consideration the assets employed and 

risks assumed by such enterprise; 

(iii) The availability, coverage and reliability of data necessary for the application of 

method; 

(iv) The degree of comparability existing between the international transaction and the 

controlled transaction and between the  enterprises entering into such transaction; 

(v) The extent to which reliable and accurate adjustments can be made  to account for 

differences; and 

The nature, extent and reliability of assumptions required to be made  in the application of a 

method being identified or adopted. 

Dividend Income 

The three corporate taxation schemes are, respectively, the traditional method, the method of 

imputation and two rate structures.18  In the classical scheme, it pays both the corporation and 

the owner that earns the dividend. The allocated earnings are then paid at a pace greater than 

the undistributed income. This program is adopted by those countries that support dividend 

retention. 

In the imputation scheme, in the traditional method, both the corporation and the owner are 

paid, but the owner earns a refund for half of the business's revenue. This program eliminates 

but can not remove the disparity between preserved and dispersed earnings. Within the two-

tier structure separate corporate and shareholder tax levels are set. Commonly, the owner is 

                                                      
18 M.B. Rao, 1997, p. 8. 
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paid at a lower rate than the business. It should be remembered that all imputation and two tier 

schemes provide the shareholder certain flexibility by providing compensation for the tax 

charged by the corporation or by paying the shareholder at a lower rate. 

Under the Income Tax Act, 1961 dividend means any dividend defined under section 2(22) 

which is declared, distributed and paid by a company. Income from dividends is chargeable 

under head ‘Income from Other Sources’ under section 56(2)(i) subject to the deductions 

available under section, until or unless it is specifically exempt. Some deductions are also 

available under Chapter VIA in respect of  dividend income. However, treatment of  dividend  

is not same in all kinds of assessees. Some of them  are  given  special  treatment in form of 

incentives and low rate of taxation. The different rules relating to taxability of dividend 

income in India are highlighted as under: 

(i) A dividend income paid by an Indian company outside India is deemed to accrue 

or arise in India. 

(ii) The income from dividends from all domestic companies where provisions of 

dividend distribution tax under section 115-O applies are exempt in the hands of 

shareholders. 

(iii) Dividend income of recognized provident funds, approved superannuation funds, 

approved gratuity funds and registered trade unions are exempt. 

Dividend income received by foreign companies and non-corporate non resident assessee is 

taxable at a lower rate of twenty percent.  No deduction under sections 28  to 44C,  57 or 

Chapter VIA is allowed.  If the investment is made in specified units through foreign exchange 

then the rate applicable is ten percent only. 

Interest Income 

Investment revenue is payable in a non-resident's pockets based upon the investment payer's 

usage of the funds received. Unless the benefit is charged / owed to a non-resident by the 

Government of India it is also taxable in India. If interest is paid / payable to a non-resident by 

a individual residing in India and if the funds lent are used to perform business or occupation 

outside India or to render or receive some profit from some source outside India, then in such 

a case the interest is not considered to accrue or exist in India and therefore not taxable in India. 

Thus, if the funds on which interest is paid / payable are used for company or occupation 

purposes in India or for producing or receiving some profit from some source in India, then in 

such a case the interest is considered to accrue or exist in India and is thus taxable in India. If 
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interest is paid / payable by a non-resident to a non-resident and the funds lent are used to 

conduct business or occupation in India or to render or receive some profit from some source 

in India, therefore in such a case the interest is considered to accrue or occur in India and is 

thus taxable in India. 

Royalty Income 

Royalty' usually implies a part of the income retained by the owner to enable someone to utilize 

the owner's land. It requires credit earned for the use of what are regarded as intellectual 

property and for knowledge regarding technological, economic or science experience. Such are 

intangible properties that have no visible presence. 

The  Income Tax Act, 1961 defines ‘Royalty’ in Explanation 2  to S. 9(1)(vi). It defines 

royalty  as consideration for: 

(i) The transfer of all or any rights (including the granting of a licence) in respect of 

a patent, invention, model, design, secret formula  or  process or trade mark or 

similar property; 

(ii) The imparting of any information concerning the  working  of,  or  the use of, a 

patent, invention, model,  design, secret formula  or process   or trade mark or 

similar property; 

(iii) The use of any patent, invention, model, design, secret formula or process or trade 

mark or similar property; 

 

(iv) The imparting of any information concerning technical, industrial, commercial or 

scientific knowledge, experience or skill; 

(iva) The use or right to use  any  industrial,  commercial  or  scientific equipment but not 

including the amounts referred to in section 44BB; 

(v) The transfer of all or any rights (including the granting of a license) in respect of 

any copyright, literary, artistic or scientific  work  including films or video tapes 

for use in connection with  television or tapes for  use in connection with radio 

broadcasting, but not including consideration for the sale, distribution or  

exhibition  of  cinematographic films ; or 

The rendering of any services in connection with the activities referred to in sub-clauses (i) to 

(iv), (iva) and (v). 
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The laws related to taxability of royalty profits are identical to interest income as it is 

considered to accrue or occur in India. In India, royalty is payable in all situations where it is 

charged by the government and if it is charged by the citizen, an exemption is provided in 

respect of a company or occupation taken out by that citizen outside India. For situations 

affecting non-residents, the dividend is taxable only if it is collected from some source for India 

for the purposes of producing or receiving some profit. 

Fee for Technical Services 

It may be noticed that the term ‘royalty’ as defined under section 9 of the Income Tax Act, 

1961 includes any services in connection with use or right to use of any industrial, 

commercial or scientific equipment. All other clauses under the term ‘royalty’ deal with 

consideration for use of intangible property or/and services in connection with such 

properties. This clause on industrial, commercial or scientific equipment and services in 

connection thereof was added by an amendment with effect from April 1, 2002. After its 

inclusion a major portion of fee for technical services already stands included in royalty 

income. Even most of the double tax conventions deal  with  royalty and fee  for technical 

services under same article. Some treaties which differentiate between royalty and fee for 

technical services include consideration for use    or right to use of intangible property and 

industrial, commercial or scientific equipment under royalty and consideration for services 

ancillary  or subsidiary to such properties under fee for technical services. 

Under section 9 of Income Tax Act, 1961 income by way of fee for technical services will be 

deemed to accrue or arise in India if they are payable: 

(i) By Government: In all cases; 

(ii) By a Resident: In all cases except where the fees are payable in  respect of 

technical services utilized in a business or profession carried on by the person 

outside India or for purpose of making or carrying 

any income from source outside India; 

By a Non-Resident: Only where the fee are payable in respect of services utilized in a business 

or profession carried on by a non-resident in India or where such services are  utilized for the 

purpose  of making  or earning income from a source in India. 

Capital Gains 

Under specific clauses of the Income Tax Act, 1961, capital losses occurring in the case of non-

residents are dealt with. Capital profits not protected by such sections shall be complied with 
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in compliance with general rules of the Act. Both of these rules just come into action when 

India becomes the tax situs under the Foreign Tax Regime. Pursuant to the terms of the double 

tax conventions and the Income Tax Act, 1961, this situs is determined. 

In the case of non-residents, it can not be liable to tax because the position of accrual of income 

is within India. Income that accumulates directly or indirectly outside India can be fictionally 

assumed to accrue or occur in India whether that income accrues or occurs as a sequel to the 

transition of a capital asset situated in India. This is the key reason behind section 9(1)(i) of the 

Income Tax Act, 1961 being enforced. This can be found out that it is just the profit that that 

accrue directly or indirectly from the movement of capital assets in India so the transition as 

such must be in India. 

Therefore, indirect capital gains do not fall under section 9(1)(i) of the Income Tax Act, 1961.  

As such this clause is not a requirement for a "look through." 

The legislation relating to the taxation of capital gains on acquisitions of defined properties for 

non-resident Indians is laid out in Chapter XIIA of the Income Tax Act 1961. This chapter 

refers only to those non-resident Indians who are citizens of India or a individual of Indian 

descent who do not fall under the category of resident.19 

Investment by these non-resident Indians shall be made in defined assets relating to securities 

in an Indian business, debentures or deposits in a corporation that is not a private company or 

any central government protection protected by section 2 of the Public Debt Act, 1944 or any 

other declared properties. The defined asset must have been acquired in foreign exchange by 

such non-resident Indian. If these requirements are fulfilled, then the taxable profits will be 

paid at a lower twenty percent rate and the long-term capital gain will be paid at ten percent. 

Investment income includes any profit other than dividend from a defined foreign exchange 

asset under section 115O of the Income Tax Act, 1961. Long-term capital benefit implies a 

foreign exchange commodity that is not a short-term capital advantage paid within the head tax 

profits attributable to a financial asset. 

The general rules covering capital gains taxes are found in sections 45 to 55A of the Income 

Tax Act, 1961. These provisions are applicable if following conditions are satisfied: 

(i) There is a capital asset; 

(ii) This capital asset has been transferred; 

(iii) The transfer must have been affected in previous year; 

                                                      
19 Clause (e) of section 115C of the Income Tax Act, 1961. 
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(iv) There must be gain arising on such transfer of a capital asset. 

Gains from assets held for more than three years (one year for listed securities or mutual fund 

units) are treated long term capital gains and are taxed at lower rate as compared to short term  

capital gains.  These gains are subject to certain exemptions provided under sections 54, 54B, 

54D, 54EA, 54EB, 54F, 54G and 54H. 

V. ASSESSMENT OF NON-RESIDENTS UNDER THE INCOME TAX ACT, 1961 

The foreign tax arrangements address the question of double taxation by determining the 

position of taxes, but the calculation and evaluation clauses are found in the domestic 

legislation of the country that has the power to pay. 

Those individuals with taxable income beyond the specified taxable level shall be responsible 

under section 139(1) for filing income tax returns. These report must be submitted in 

accordance with the application of the self-assessment tax (if payable, upon application of 

advance tax and tax deductions at source). Delay in return reporting causes responsibility to 

compensate tax and non-return reporting creates numerous criminal and punitive liabilities. 

This self-assessment method for filing the return to your own account is called. 

Also, the Assessment Officer can request that the non-resident submit his income report if there 

is a loss. Through leading sufficient proof, he can allow the non-resident to substantiate his 

arguments in exchange. Which happens in the case of an evaluation of inspection. In case the 

assessee refuses to comply, the evaluating officer always has the right to render better 

judgement determination. Any amount of profit that escapes will be taxable by using the right 

to reassess during a defined six-year span. 

Non-residents are excluded from the requirement to submit income tax reports in situations 

where the compensation is determined in compliance with the special requirements of Chapter 

XII-A. They are therefore excluded from submitting a report under one of six conditions of 

possession of a mobile, vehicle or subscription to a network or club membership, going abroad 

or keeping a credit card. 

A non-resident with a commercial relationship in India, and profit accrues to him as a 

consequence of the commercial relation, can be charged either personally or by agents to tax 

in India. Indian individuals who might be considered as representatives of a non-resident 

include any individual 

(I) working on behalf of or trustee of a non-resident;  

(ii) individuals who have some commercial arrangement with a non-resident;  
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(iii) persons from or from which the non-resident earns some income;  

(iv) persons who have received financial assets from a non-resident in India. 

These laws may trigger substantial difficulties because the agent does not retain the profits on 

behalf of a non-resident. That is why such individual is granted an opportunity to be noticed 

before he is handled as an agent by issuing a notice. 

Chapter XVII-B general rules covering the receipt and payment of taxes also extend to non-

residents. A liability for deducting tax at source shall be imposed to the individual paid to a 

non-resident, every amount chargeable under this Act. 

This tax shall be withheld at the rate specified. To determine the amount required, recourse 

must be made to the rules of the applicable Finance Act and the Double Tax Avoidance 

Agreement. Besides the tax deductions rendered at source, the tax is often paid by the non-

resident assessees via advance tax payments.  Some arrears of tax which are not paid or 

obtained from the non-residents can be retrieved from any non-resident's properties which are 

or will come into India at any period under the provisions of this Act. 

This must be remembered that also at a later point, the income tax department could challenge 

the tax obligation that the non-resident himself appraised in his report. The agency has some 

intrinsic powers when performing inspection review, better decision appraisal, and re-

evaluation that can be conducted up to six years after the returns are published. Therefore, there 

is also a potential element involved, because there is little guarantee of self-assessment and the 

outcome will be a case that has been stretched long. The Income Tax Act, 1961, allows non-

resident assesses to seek a statutory judgment on the problems that may occur in assessing their 

tax obligation in order to prevent these circumstances. 

Such decision is obtainable from a quasi-judicial entity recognized as the Advance Decision 

Authority. These decisions are binding on all sides, including the claimant who is not native, 

and the income tax agency. The non-residents profit from these decisions because they can 

prepare their affairs well in advance as it offers their tax responsibility assurance. It therefore 

prevents post hoc lawsuits, is affordable and hassle-free. 

Such concerns on which advance rule may be obtained include, for example, the 

implementation of foreign tax treaties, disputes between them and domestic status, problems 

linked to source tax deduction and implications of foreign acquisitions, etc. 

VI. CONCLUSION 

Domestic tax laws are an integral aspect of the International Tax Regime, as the applicability 
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of every International Tax Treaty largely relies on a person's taxability under the negotiating 

parties ' domestic rules. Under domestic practice, taxability entitles the applicant to seek 

immunity under an foreign arrangement. The same taxability therefore empowers the tax 

authority concerned to take action to test and monitor the tax evasion danger. At the other side, 

report at' taxes paid' by the different foreign tax treaties provides a compilation of such taxes 

imposed by the negotiating parties and protected by the International Tax Agreements. 

They typically administer and pay payroll and capital taxes. Hence, aside from the Foreign Tax 

Arrangements, domestic tax rules within the International Tax System take on priority. 

***** 


