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Proposed Excise Tax on Foreign Remittances from 
the U.S.

Overview

The U.S. federal government has proposed a 5% excise tax 

(hereinafter referred to as ‘the remittance tax’) on all 

remittances sent by individuals from the United States to 

foreign countries. This measure is part of the proposed 

legislation titled 'The One Big Beautiful Bill' (hereinafter 

referred to as 'the Bill'). 

The US House of Representatives has passed the Bill on 22 

May 2025. While passing the bill, the excise tax is proposed to 

be levied at a reduced rate of 3.5% from 5% as originally 

proposed. The Bill would now go to the US Senate for 

approval.

This excise tax is aimed primarily at addressing concerns 

related to illegal immigration. Notably, there is no minimum 

threshold for the tax to apply.
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Uncertainty Around Tax Credit Eligibility

There is ambiguity regarding who can claim the tax 

credit:

• The heading of the proposed section suggests 

that only U.S. citizens and nationals are eligible 

for the credit. Further, the document on the 

description of tax provisions prepared by the Staff 

of the Joint Committee on Taxation also mentions 

that credit can be claimed by U.S. citizens and 

nationals.

• However, the statutory language does not 

explicitly restrict the credit to these groups.

We understand that in such a situation, the actual text 

of the provision of the law should prevail, which does 

not limit credit eligibility to citizens or nationals. This is 

further supported by the Bill’s stated intent to target 

this provision at illegal immigrants. A clarification on 

this aspect would help to avoid any difference of 

interpretation between the remitter and remittance 

transfer providers, who would be required to pay this 

tax should they fail to collect it from the remitter.

Key Provisions

Tax Collection Responsibility: Remittance transfer 

providers, such as banks and financial institutions, will 

be responsible for collecting the remittance tax at the 

time of the transaction. If they fail to do so, the 

remittance transfer provider will be liable to pay the 

tax.

Exemptions: Transfers made by verified U.S. citizens 

or nationals through qualified remittance providers are 

exempt from the said remittance tax.

Tax Credit Availability: As a prerequisite, an 

individual must certify to the remittance transfer 

provider an intent to claim the credit and furnish the 

prescribed information. Thereafter, individuals who 

provide a valid Social Security Number (SSN) when 

filing their tax return may claim a credit for the 

remittance tax paid. In case of married individual, joint 

income tax return should be filed, and SSN of his/her 

spouse is also required to be furnished. 

Effective Date: The tax is proposed to apply to 

remittances made on or after January 1, 2026.
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Applicability of Non-Discrimination Article to 

Remittance tax

The proposed Remittance Tax does not appear to fall 

within the scope of taxes explicitly covered under 

Article 2 of the India-US Tax Treaty. Moreover, prima 

facie it does not seem to be “identical or substantially 

similar” to the taxes listed therein. As a result, this 

remittance tax may possibly not qualify as a “covered 

tax” under the treaty.

While Paragraph 6 of the Non-Discrimination Article in 

the US and OECD Model Conventions extends the 

non-discrimination principle to all taxes, regardless of 

their inclusion under Article 2. The India-US Tax Treaty 

lacks a corresponding provision. 

As per leading commentary on International tax1, 

absence of a provision akin to Paragraph 6 restricts 

the scope of the non-discrimination article to the taxes 

covered under Article 2 of the treaty. Thus, prima facie 

it seems difficult that Indian citizens could invoke non-

discrimination article under India-US Tax Treaty to 

seek relief (such as exemption or credit) for the excise 

tax in the United States.

That said, since the non-discrimination provision 

would need to be applied within the U.S. legal 

framework, it is essential to examine U.S. domestic

interpretations and jurisprudence to determine 

applicability of non-discrimination article to the 

remittance tax.

Comparison with India’s TCS on Foreign 

Remittances

This proposed tax on remittance is introduced as an 

excise tax on remittance and not as an income tax on 

the remitter. However, given that it is creditable 

against income tax liability of the remitter, it shares 

certain similarities with India’s Tax Collected at Source 

(TCS) on foreign remittances under the Liberalised 

Remittance Scheme (LRS) of the Reserve Bank of 

India:

Feature U.S. Remittance 

Tax

India’s TCS on 

LRS

Rate 5% Varies (0,5,20%)

Applicability All outbound 

remittances 

(unless exempt)

Applicable where 

remittance is more 

than 10 Lakh 

rupees 

Sender Any individual Only resident 

individual

Credit 

Availability

With valid SSN in 

income tax return

With valid PAN in 

income tax return
_____________________________

1 Klaus Vogel on Double Taxation Conventions, 5th edition, Pg. 1959
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Impact on the Indian Diaspora in the U.S. 

The impact of the proposed remittance tax on the 

Indian diaspora in the United States can be broadly 

categorized into three groups:

• U.S. Citizens of Indian Origin: Individuals of 

Indian origin who hold U.S. citizenship will be 

exempt from the remittance tax, provided they 

use qualified remittance transfer providers. 

However, if remittances are made through non-

qualified channels, the tax will apply, and they will 

need to claim a credit for the tax paid when filing 

their income tax return.

• Visa holders with a valid Social Security 

Number (SSN)2: These individuals will 

experience a temporary cash flow impact, as the 

remittance tax will be collected upfront. However, 

they can claim a credit for the tax when filing their 

income tax return.  Where the remitter's spouse 

does not have SSN, the credit may not be 

available as the provision requires joint filing of 

the income tax return giving SSN for both 

spouses.

• Visa holders without an SSN and 

undocumented immigrants: For individuals who 

do not possess a valid SSN, the remittance tax 

will become a permanent cost. This group would 

include undocumented immigrants and certain 

visa holders who do not have or are yet to obtain 

a Social Security Number in the U.S.

__________________________

2 Assuming non-U.S. Citizens are held eligible for tax credits
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