THERE'S BEEN A SURGE IN INCOME TAX NOTICES. HERE'S WHY, AND HOW TO RESPOND
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notices ssued to laxpavers across India in recent months.
These communications - on everything from defective
retums todemands for additional taxes - have cised ansdety and
confusion, especially among individual tgpayers, This anticle
delves deeper intothe reasons behind the increase inincome tax
notices and offers adviee on how o respond Lo them effectively.
Reasons for the surge
The surge in these notices is largely due to the Income Tax
Department’s heightened focus on compliance and its efforisto
identify discrepancies in financial reporting, These include:
Incorrect income tx retum ling: One of the most commaon ris-
sos for receiving an income tax notice is selecting the incomeet
tax-retumn form. For individuals, there are four forms — TTRLITR
2, ITR 3 and ITR -+ Many taxpayers with first-time income from
capital gains or futuresand options (F&O) trading mistakenly use

T e haes e a marked increase in the number of income tax

ITRIor TR 4, instead of ITR 20r [TR 3. Thiscan lead to non-dis-
closure of such income, resulting in defective-return notices.

Mismatch with Form 26A%: Taxpayers who filed their retums
i Junee 20024 uesing clata From Form 265 are now receiving notices
due to mismatches in income details. Some tpavers Giled to
cross-check their actual income with the details in Form 26AS,
whichat that time may not have reflected theirincome from the
Last quarter (January to March) of FY 24 This has led tounderre-
porting and subsequent demand notices,

Non-taxable gifts: Gifts received from specified relatives are
exempH from income tax, and there iscurmently noprovision inthe
income tax forms to declare these non-taxable gifts, Stll, some
individuals have received demand notices for not paying laxeson
such gifs, highlightinga gapin the reporting process.

Revised returns not processed: Some taxpayers who filed a
revised return after identifving errors in thelbr original filing have
received noticesbased on theirorginal retums, These noticesare
often generated because the revised retum has not vet been pro-
cissed, or because an automated query requires further verifica-
tiom by the taxpayer,

How io respond to income tax notices

Verily the notice: Alwaysconfirm the authenticity of anotice
o Lhe Incomee Tax Department’se-(iling portal underthe Pending
Actions tab, This ks particulary important becanse ol widespread
phishing scams, especially those related 1o tax refunds,

Understand the typeofmotioe: Notices are issued under dif-
ferent sectionsof the Income Tax Act, and cach requires a specific

respoise, Forexample, Section FEH9) pertains todefective retums,
whileSection 1431 deals with processingerrors. Identilving the
tvpe of notice helps determine the necessary actions.

File a timely response: Each notice comes with a specific
risponse deadline. For instance, defective retum notices typically
allow B dayvs for rectification, while demand noticesusually gram
A0daysto respomnd. Meeting Uhese deadlines iscritical toavoiding
penalties, interest charges, orlegal action. Responding within the
stipulated time shows compliance and a willingness 1o cooperate

with tax authorities.

Rectify errors by filing a revised returm: I5a notice highlights
errors oromissions, rectify them by filing a revised return or pro-
viding the necessary information, For instance, notices issued
under Section 300 fordefective returns cin be addressed by cor-
recting the ervorsand refiling within the stipulated 15-day period.

Pay additional tax ifrequired: In cases where a notice demands
additional tax due 1o under-reported income or discrepancies,

promptly caleulate and pay the comrect
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Theincrease inincome tax notices is
also partly driven by the expanded
seopeof compliance measures, such as the statement of financial
transactions (SFT). Banks, inancial instimions and otherentities
are now required 1o report high-value transactions, leading to
increased serutiny ol txpayer activities. Even minor discrepancies
arunustal transactions cin trigger a nolice.

By responding prompily and aceurately, and seeking profes-
sional advice, taxpavers can ensure compliance, avoid delaysin
processing tax refunds and minimise the riskof penalties.
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