Can the budget tackle tax appeal
delays and ease taxpayer burden?

Government must address the growing backlog of tax appeals and impact of prolonged litigation on taxpayers
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he central government's

efforts to reduce tax-dis-

pute litigation seem to be

talling short evenalter the
measures propased in the

previous four budgets.
ing to Central Action Plan
dlata; 2 0,000 appeals were
pending for disposal as of 31 March
2024 atthe mmissioner
ut Income (Appeals) CTT(A), the
el ofchallenging tax demands.
incresse of G4%since FYT3,
when 335.000 appeals awaited dis-
posal at the end of the vear. aceording
todata from EY Ing

The numbersare especially of von-
cern because the faceless assessment
atthe CIT{A} evel rolled out in 2020
was meant to quicken the processhy
eliminating the haman interface, but
the number of pending appeals has
onlyincreased gince then (see grapl -
fesh. Year after vear, the number of
new appeals lodged surpassed the
number of appeals disposed of, add-
ing to the backlog.

The main reasoms are limited staff
and technological limitations, stake-
holders said. According ro Ajay R.
Vaswani, foumderof Aras & Company,
chartered accountants. it can take
over a vear to receive the notice for

Will the budget offer solutions to tax litigation woes?
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Escalating tax appeal
backlog highlights the
urgent need for o
budget reforms :
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Tax disputes continue to rise
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Past Budget measures

to ease litigation

2020: Faceless Appeal Scheme (FAS)
launched

B Wivad se Vishwas Scheme [aunched
2021: FAS revised and Mational Faceless
Appeal Centre (NFAC) set up to facilitate
the conduct of e-appeal proceedings in a
centralised manner

2023: |oint commisioner {appeals)
introduced for small-value appeals
2024: Timelines for reopening of past
assessments reduced

B e-Dispute Resolution Scheme launched

» Vivad Se Vishwas 2.0 launched

Appeal disposal delays:
A major pain pntnt

THE first hvearing at CIT{A) may
take up £0 12 months from the
date of filing an appeal

]

DURING the appeal, [T
department. can recover tax by
adjusting refunds in subsequent
years or attaching assets

involving complicated issues was
faster hefore the faceless regime.

“The faceless regime has definitely
been favourable for taxpayersasithas
brought down cormuption. However,
for complicated matters, it doesn't
abways work asreliefisnot granted at
any stage and the litigation goes on
for many years, This is because the
asecan be understood
betterin person when heard directly
ilumtlu assessee, as opposed to read-
»online,” the chief commis-
1 on the condition of ano-
nymity. “The central government
should consider giving assessees a
choice between faceless and in-per-
sonappeals.” he added.

For small taxpavers, an offline
grievance redressal system can be set
up consisting of a senior tax officer
and an official from another depart-
METLOT 4 en forum who doesn't
have pro-revenie bias, said Hegde.

“Such units can be set wp in each
towm or region that gives small tix-
pavers the option toexplain their
in person. This can be a more ef
tive and faster way to dispose of petty
issues for which taxpayers have to
appeal.” he added.

Forthe cases already pending di
putes, especially at the CIT(A} level,
capacity building would help, said
Shalini Mathur, director, tax and eco-
nomic policy group. EY India.

“The impact of appointing 100
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“Despite the introduction of the
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fac
expediting the tax litigation process,
the backlog and procedural ineffi-
ciencies have resulted in significant
delays,” Vaswani s

~This delay could beattribated 1o
the high volime of cases and lnsited
capacity of the appellate authorities
to handle them prompily.”

Even before an appeal s filed, the
faceless assessment process is sad-
dled with challenges that result in
increased appeals.

“The positivee of faceless assess-

~The amount Muupacnwmdhumwm
20% from R14.2 trillion since FY22.
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TAX recovery can be halted
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tax must be deposited, locking
capnt.iwﬂllnq:peahsm«sd

DEPOSITING 20% of the tax
due doesn't guarantes  stay

PR

ment isthat it has made compli

easier for taxpayers as they
respond online, However, the

astay on the
However, there is an added chal-
Imge—:he taxpayer must deposit

reparts.
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12% annual interest accrues while
12x appeal is pending }

That's not all. Chartered account -
ant Prakash Hegde said there have
been cases where the Centralised
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was undue, the taxpayer paid it just
because they wanted peace of mind
after heing stuck in litigation for four-

Procesing Centre (CPC) has adj i

that in about half the case 20r% of the outstanding demand to | the refund against outstanding tax
payer s notconversant withtechnol- | securea stay on the remaining 80% | even when thereisa stay order after
ogy.socither the notices don't geta | mocdne. Thiscanbe vervburdensome | the matter has heen pending in
response as the taxpayer doesn't | especially for those with: appeal for several vears.
check emailsorcan loginintothe IT | highorder demands. S suggest “Iit happens mechani-
portalorare unsatishctornly drafled.” I the assossee wins complex cally, and the assessee
2 faceless assessing officer (FAO) told | thit ease, the deposit is hmm can dispute it in court.
Mint onconditionof anonymity. “On el with an anns ; be given But it’s an added diffi-
not gietting a response, the taxofficer | interest ol 6%, Moreover adﬁc&betwem culty, hoth financially
has no option but to pass an order, || depositing 20% of the =~ and  administratively,
which then goesinto appeal”™ outstanding  demand faceless and when they are already
lln:\khlnsfarsmall l.nspn_w.-rs doosay't puarantee astay. Ww fighting against the tax
i “Wieare seeing cases e demand raised in the
primary phjlnht.espuﬂyfnﬂhe thienssesse is ot first place,” Hegde said.
mﬂlmmmi‘be dpro- | being able to obtain stay of demand | Prolonged litigation also means
fin e he hasalready paid that 12% annual interest o the out-
inseverl ways of the tax demand.” said Rakesh Nan- | standingdemand gets added during
The outstanding !a;dur:& to be _#a.uuugﬂgws Nungia®Co. | the pendency of the appeal.
paid within 30 days of the demand “The CBDT's (Central Board of Hegde siid several taxpayers are
being raised by the tax authorities. | Direct Taxes) own guidelines pre- | opting for setthement under the Vivad
After that, the income taxdepartment | scribethatastay ofdemand shouldbe | Se Vishwas schemejustto free themi-
€an recover the amaamﬁ:&g 4 granted insuch cases where 20% has | selves from prolonged litigation. The
already been paid by the assessee. Bt | Vivad Se Vishowvas scheme allows tax-
I ,uu:uu; since the matter isnotstayed formally | paverstosettle pending cases by pay-
mhingw,mr the taxdemand appears asoutstand- | ing the tax on the dispoted income,
In&cl..ﬂmmxxhpamnem mdo m;:ont!w:m fax poirtal, zlkmmg withawaiveron the interest aswedl as
thiseven when the matier the tax dep ot the penalties, ifany.

appeal and is pending before appel-

adjust the refund in future vears.”

“Even in cases where tax demand

five years and get rid of the mounting
interest and continued uncertainty,”
Hegdeadded.

Addressing the challenges

With expectations that the Union
buschget for 2025 26 on 1 Febrary will
adddress the backlog ofappeals, Mint
spoke o several tax professionals to
uriderstand how the shorteomings in
thecurrent faceless regime could be
fived to make it more efficient.

Acommonsuggestion wasthat the
physical hearings for complex cases

SCHT CONMUMESSIONCT W PRCaIn, o oS-
tive step by the governimnent for small
value disputes, will be visible in due
cotrse. Meanwhile, the government
can look at deploving increased man-
power for o limited time period o
chiar the existing backlog, Morsover,
CIT(A) should give precedence to
orders with high tax demand so that
at beast the amount stuck in litigation
can he unlocked.,” she said.

The total taxamount under dispute
across variousappellate forums was
T3l 4 triflion at the end of FY 24

Mayank Mohanka, founderof Tax-
Aaram India and a partner at SM.
Mohanka & Associates, said the cur-
rent one-year timeline advised 1o
commissioners fodispose of appeals
under Section 250 (6A) should be
changed into a mandatory deadline.

“The word ‘may’ used in the sec-
tion should be amended to shall” in
thie upcoming budget to make it a
compulsory requirement 1o reduce
the backlog of appeals,” be said.
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nllmulo their financial burden, said
Vaswani.

“Introducing a capon the Interest

tthoseinvolving de Isdue to
technical errors should ensure better
clarity and resolution.

“Although afaceless regimeat the
first appellate kevel is a welcome
maowve, the cases involving complex
issues with high stakes do not get
early closure,”said Dharmesh Shah,
an income tax lawver, "Complex mat-
ters need detailed understanding of
facts and evidence, which isdifficult
in the Baceless regime. Hence, such
matters should be allowed for per-

sonal and physical hearings.”

A chief commissioner of income
tc boded Mimt that dispesing of appseals

or allowing for a temporary suspen-
sion of accrual during the appeal pro-
cesseotld provide relief. Also, Jower-
ing the 20% deposit for a stay or
deferring adjustment of outstanding
tax with refunds until the final resolu-
tionof the case would ensure faimess
tothe taxpayer,” he said.
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