
Beyond Timelines: How Budget 2026 Redefines Correction Windows, Updated Returns and
Reassessment Strategy

I. Background and Legislative Context
The return‑filing framework under Indian income‑tax law has historically sought to strike a
balance between finality of assessments and the need to provide taxpayers a fair opportunity
to correct genuine and bona fide errors. Over time, however, repeated amendments to
timelines governing original, belated, revised and updated returns have resulted in increased
compliance complexity for taxpayers as well as advisors.

With the Income‑tax Act, 2025 coming into force from 1 April 2026, Budget 2026 introduces a
calibrated restructuring of the return‑filing framework. Section 263 of the 2025 Act
(corresponding to section 139 of the Income‑tax Act, 1961) now comprehensively governs the
filing of original, belated, revised and updated returns, together with revised due dates.

Under the earlier regime, due dates broadly fell into three categories—companies, audit
cases, and other assessees. Revised returns could be filed only up to nine months from the
end of the relevant financial yearwhich also coincided with the outer limit for filing belated
returns. Consequently, where a belated return was filed towards the end of the permissible
period, the statutory framework effectively foreclosed any opportunity for revision.

The introduction of the updated return mechanism was intended to promote voluntary
post‑facto compliance. However, its scope was narrowly structured. An updated return could
not be filed if it:

resulted in a loss,
reduced tax liability,
increased a refund, or
was filed after initiation of assessment or reassessment proceedings.

As a result, even bona fide errors identified at a later stage frequently led taxpayers into
adversarial proceedings, accompanied by penalty exposure and prolonged litigation.

II. Rationalisation of Due Dates for Filing Returns
Amendment Overview
To address persistent compliance challenges faced by non‑audit taxpayers, Budget 2026
rationalises due dates under section 263(1)(c) of the Income‑tax Act, 2025. The Memorandum 



Category of Assessee Due Date

Individuals (ITR‑1 / ITR‑2) 31 Jul

Non‑audit business taxpayers, non‑audit firm partners (and specified
spouses)

31 Aug

Companies 31 Oct

Audit cases (non‑company) 31 Oct

Transfer pricing cases 30 Nov

Revised Due Date

Corresponding amendments have also been made to section 139 of the Income‑tax Act,
1961, effective 01 March 2026, ensuring parity between the two Acts.

Compliance Impact
Reduction in last‑minute filing pressure
Improved accuracy and quality of returns
Lower grievance levels among small and mid‑sized taxpayers

III. Extension of Time Limit for Filing Revised Returns

Key Change

Section 263(5) of the Income‑tax Act, 2025 extends the time limit for filing a revised return
from nine months to twelve months from the end of the relevant tax year.

To prevent misuse, a fee under section 428 is introduced where a revised return is filed after
nine months:

₹1,000 where total income does not exceed ₹5 lakh
₹5,000 in all other cases

Rationale and Impact

The Memorandum expressly recognises that under the earlier framework, taxpayers filing
belated returns towards the end of the permissible period were left without any statutory
mechanism for correction. The amendment restores a meaningful distinction between
belated and revised returns and provides a genuine corrective window, albeit subject to a
calibrated compliance cost.

recognises that non‑audit businesses, professionals and certain trusts require additional time
to finalise accounts and complete statutory compliances.



IV. Expansion of Updated Returns – Reduction of Losses

Scope of Amendment
Section 263(6) of the Income‑tax Act, 2025 now permits the filing of an updated return to
reduce the quantum of loss originally declared in a return filed within the due date
specified under section 263(1). Illustratively, a declared loss of ₹10 lakh may be revised to
₹6 lakh through the updated return route.

It is important to note that this relaxation is available only where the original return has
been filed within the due date. This restriction appears to be aligned with the broader
legislative scheme, under which losses declared in belated returns are generally not eligible
for carry forward. Extending the updated return facility only to timely filed loss returns
appears to reinforce this policy objective.

Notably:
Conversion of a loss return into an income return was already permissible under the
existing framework.
The present amendment is narrowly confined to reduction of losses and does not permit
reduction of tax liability or enhancement of refunds.

Continuing Ambiguity
The provision remains silent on situations where an updated return merely seeks to reduce
the quantum of refund arising from positive income, without converting income into a loss.
The absence of explicit legislative guidance on this aspect may give rise to interpretational
disputes and would benefit from clarificatory rules or administrative guidance.

V. Updated Returns After Issuance of Reassessment Notice 

Liberalised Position
Budget 2026 proposes a significant relaxation by permitting the filing of an updated return
even after issuance of a reassessment notice under section 280 of the Income‑tax Act,
2025 (corresponding to section 148 of the Income‑tax Act, 1961), subject to the following
conditions:

the updated return is filed within the time specified in the reassessment notice; and
the assessee does not file any other return in response to such notice.

This marks a clear departure from the earlier framework, under which the initiation of
reassessment proceedings operated as an absolute bar on the updated return mechanism.



Key Legislative Lacunae and Implementation Risks
While the proposed amendment reflects a clear policy intent to encourage voluntary
compliance even at the reassessment stage, it suffers from significant technical gaps and
procedural ambiguities that may hinder its effectiveness.
1. Conflicts in Eligibility and Timelines Three critical inconsistencies exist in the current
drafting:

The "Time-Limit" Conflict: A misalignment exists between the reassessment timeline
(up to 5 years and 3 months) and the statutory 48-month cap for filing an Updated Return
(ITR-U). Without a specific non-obstante clause overriding the 48-month limit, taxpayers
receiving notices in the fifth year may be technically barred from filing.
The "Show Cause" Dead Zone: Taxpayers remain barred from voluntary filing once a
Show Cause Notice (Section 148A) is issued but cannot yet access the "amnesty filing"
until the formal Section 148 notice is served, unnecessarily inflating interest costs.

Further, while the amendment reflects a policy intent to encourage voluntary compliance
even at the reassessment stage, it raises several unresolved procedural issues. Notably,
there is no corresponding amendment to sections 147 or 148 of the Income‑tax Act, 1961 (or
their equivalents under the 2025 Act) clarifying the consequences of filing an updated return
pursuant to a reassessment notice.

2. Procedural Ambiguity on Abatement and Immunity: In particular, the legislation does not
expressly address:

whether reassessment proceedings abate automatically upon filing and acceptance of
an updated return;
whether the Assessing Officer is required to continue reassessment proceedings
notwithstanding such filing; or
how the scope of reassessment would be restricted once income is voluntarily disclosed
through the updated return route.

In practice, the continuation or closure of proceedings is likely to hinge on the nature and
quantum of income admitted and whether the disclosure fully addresses the issues
forming the basis of the reassessment notice.

Further, since penalty proceedings ordinarily follow assessment orders, a strong policy case
exists for explicitly carving out immunity from penalty in respect of income voluntarily
disclosed through such updated returns. Clear statutory or administrative guidance on this
aspect would materially enhance taxpayer confidence and uptake of the provision.
The effectiveness of this reform will therefore depend heavily on procedural clarity,
particularly regarding the precise stage at which the updated return option may be exercised
and its interaction with reassessment timelines and outcomes.



Time of Filing Updated Return Normal Updated Return
Updated Return after
Reassessment Notice

Within 1 year 25% 35%

Within 2 years 50% 60%

Within 3 years 60% 70%

Within 4 years 70% 80%

VI. Additional Tax Payable on Updated Returns

Consolidated Framework
Section 267(5) of the Income‑tax Act, 2025 prescribes the additional income‑tax payable
where an updated return is filed. Budget 2026 further proposes an additional 10% levy
where the updated return is filed pursuant to a reassessment notice.

The additional tax is computed on the aggregate of tax and interest payable on the
income disclosed. Payment of the enhanced amount under the reassessment‑linked
updated return framework precludes levy of penalty under section 439 of the Income‑tax
Act, 2025 (corresponding to section 270A of the Income‑tax Act, 1961).

VII. Extension of modified return facility for Associated Enterprises

Budget 2026 rationalises the APA framework by amending section 169 of the Income-tax
Act, 2025, corresponding to section 92CD of the Income-tax Act, 1961, to extend the
modified return facility beyond the APA applicant to the impacted Associated Enterprise
(AE).

While the earlier provision limited the filing of a modified return to the APA signatory, the
amendment extends this facility to the AE as well. Under the new provision, the APA
signatory must ('shall') file, whereas the AE may file a return (or modified return) to claim
consequential relief. The filing window is three months from the end of the month in which
the APA is signed, applicable to agreements entered into on or after 01 April 2026.

The proposed amendment bridges a critical procedural gap by allowing AE’s to give effect
to corresponding income adjustments and claim refunds of excess tax, which was not
possible earlier. The impact will come as a big relief to cases where AE’s used to suffer
withholding tax upfront and were unable to seek refunds despite downward adjustments
under APAs for the Indian entity.



MCA Analysis & Comments
From an overall standpoint, Budget 2026 represents a conscious recalibration of the return-
filing and reassessment architecture—from a regime historically driven by rigid timelines
and procedural finality to one that increasingly prioritises error correction, voluntary
compliance, and dispute minimisation. By restoring meaningful revision windows,
expanding the scope of updated returns, and permitting disclosures even at the
reassessment stage, the law acknowledges that compliance is often evolutionary rather
than instantaneous. 

At the same time, the calibrated levy structure and targeted restrictions ensure that the
framework does not degenerate into an amnesty or incentivise strategic delay. That said,
the success of this reform will hinge not on legislative intent alone, but on procedural
clarity and administrative consistency, particularly on issues such as interaction with
reassessment timelines, abatement of proceedings, and penalty immunity for voluntary
disclosures. If supplemented by timely rules and clarificatory guidance, these amendments
have the potential to materially reduce avoidable litigation, improve taxpayer confidence,
and reposition the Indian tax system closer to a trust-based, resolution-oriented
compliance model rather than an enforcement-first paradigm.


