NRI AND DTAA

DOUBLE
TAXATION
AVOIDANCE
AGREEMENT

The Double Tax Avoidance Agreement (DTAA), also referred to as a tax treaty or tax
convention, is an agreement between two countries aimed at reducing or eliminating the
burden of double taxation on the same income. This typically occurs when the same
income is taxable in both the country of residence and the country of source.

DTAA seeks to clarify and allocate taxing rights between countries, thereby
preventing the same income from being taxed twice.

Where both countries claim taxing rights, the treaty may allow one
country to tax the income and the other to provide a tax credit for taxes paid abroad.

For example, rental income earned by an NRI in India may be taxed in India
(source-based) and again in the USA (residence-based). Under the India-USA DTAA, credit
for taxes paid in India can be claimed in the USA.

DTAAs may be comprehensive (covering various types of income) or limited
(covering only specific types of income).

Challenges arise in jurisdictions with no personal
tax laws, such as the UAE or Qatar, where tax credits may not be utilized.
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Two sets of tax rates apply:

++ As per domestic tax laws
% As per the DTAA

In some cases, domestic tax rates may be more favourable than DTAA rates. For instance,
interest income on NRO deposits may be taxed more advantageously under domestic law.

Tax credits under DTAA do not result in tax refunds. They only reduce the tax
liability to the extent of taxes paid in the other country.

The method of calculating foreign tax credits varies by
country and is not standardized across all treaties.
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