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Enabling Growth Through Tax Reforms

In 2017, the Government of India 
(GOI) formed a task force to draft 
tax legislation or code (direct 
tax code) to replace the existing 
50-year-old Income Tax Act. The 
task force submitted its report to 
the Union Finance Minister on 
Monday, August 19, 2019. 
Corporate Tax Rates slashed 
to 22 % from 30 % for existing 
companies and to 15 % from 
25 % for new manufacturing 
companies
In 2015-16, the then Finance 
Minister announced that the 
basic Corporate Income Tax 
(CIT) rate would be reduced 
to 25 %. But follow up progress 
on the same was slow. The 
immediate reforms go beyond 
this by lowering the basic rate 
to 22 % for domestic companies 
and 15 % for new manufacturing 
companies. The cess and 
surcharges however continue. 

While availing this lower rate, 
the companies will have to 
forego the benefits of any tax 
exemptions and deductions.
The impact of the changes in 
corporate tax rates equally 
depends on how the tax benefits 
will be utilised by the corporate 
sector. If the additional 
profits are utilised to increase 
capital expenditure, corporate 
investment will go up and 
spur production in the future 
years. On the other hand, if the 
benefits are converted into some 
form of incremental dividends, 
it should have a demand-side 
effect. There will be a pick-up in 
demand, and this may have more 
immediate effect. However, it is 
difficult to estimate what impact 
it will have in the current year.  
Overall, the CIT reforms are 
supply-side reforms aimed at 
increasing the profitability and 

The Government 
with a view to enable 
growth through tax 
reforms made various 
changes in the Income 
Tax Law. The current 
tax infrastructure 
encompasses laws, 
rules, judicial 
precedence and 
numerous tax 
officials executing 
it. The Government 
will certainly need to 
focus on increasing 
direct tax collections, 
taxpayer base and 
compliance. These 
multiple objectives 
can be achieved 
by simplifying tax 
laws, procedures 
and improving the 
tax administration. 
A good tax system 
thus has to focus on 
promoting economic 
activity, aiding 
economic equality 
and being easy to 
administer. The 
article discusses how 
economic growth be 
achieved through tax 
reforms. Read on to 
know more…
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productivity of investment. 
India’s CIT rates have now 
become globally competitive. 
There is intra-sectoral neutrality 
across industry and services 
except for new manufacturing 
which has got an added boost. 
Supply-side reforms take time to 
work themselves out.
Going ahead, a fresh look is 
needed over the continuance of 
cess and surcharges. Perhaps, 
Government must also move 
forward towards abolishing 
the option of two rates and 
have only one rate with no 
exemptions. 
E-Proceeding Facility
In the budget speech (2018-
19) the then Finance Minister 
Arun Jaitley had promised 
faceless assessment. “I propose 
to amend the I-T Act to notify 
a new scheme for assessment 
where the assessment will be 
done in electronic mode which 
will almost eliminate person-to-
person contact leading to greater 
efficiency and transparency”, he 
had proposed.
The Finance Act, 2016 had 
introduced enabling as provision 
that “hearing” includes 
communication of data and 
documents through electronic 
mode, except for the search 
related assessments, which 
shall be continued to be made 
through traditional/ manual 
mode.
E-Assessment Scheme for 
Faceless Scrutiny of Income 
Tax Returns
The Finance Ministry vide 
Notification No. 61/2019 dated 
September 12, 2019 has notified 
the E-Assessment scheme 2019 
for faceless scrutiny of Income 
Tax returns. Under the scheme 

all the communication between 
the taxpayer and the Assessing 
officer will be purely electronic, 
communications to be digitally 
authenticated and above all the 
Assessee’s will not be required 
to make personal appearance 
before assessing officer. The 
foremost objective of the 
scheme is to reduce the interface 
between the taxpayer and the 
taxpayer and the tax department 
and to impart greater 
transparency & accountability. 

The scheme involves creation 
of E-Assessment Center’s at 
national and regional levels. 
The basis of allocation of cases 
amongst the Center’s will be 
automatic. The Assessment 
will be governed by certain 
predetermined risk assessment 
criteria and other pre-fixed 
broad parameters by the Central 
Board of Direct Taxes (CBDT).

(a) The important aspects of the 
E-Assessment scheme are 
summarised below:

� Under the scheme, the 
scrutiny notice will be 
issued to the individual 
under section 143(2) of 
the Income-tax Act, 1961, 
if he has under-reported 
his income or over-stated 
losses.

� The individual will have 
to reply within 15 days 
from the date of receipt of 
notice. The notice issued 
will be sent electronically 
on the taxpayer's account 
on the e-fling website, to 
the registered email address 
of the taxpayer or on the 
mobile app of the income 
tax department which 
has the registered mobile 
number. 

� Individual will be required 
to respond to the notice or 
order received through the 
registered account only. The 
response shall be considered 
successfully submitted once 
individual has received the 
acknowledgement from 
the National E-Assessment 
Centre (NEAC). 

� Individual taxpayers would 
not be required to appear 
either personally or through 
authorised representative in 
relation to the proceedings 
related to the scheme before 
income tax authority, NEAC 
or Regional E-Assessment 
Centre (REAC) or any unit 
set up under the scheme. 

� All the communication 
between the department 
and taxpayer would be done 
electronically. Even all the 
internal communication 
within the income tax 
department will be 
electronic. 

� The e-assessment scheme will 
be fully automated. Under the 
scheme, NEAC can assign 
the scrutiny case to any 
REAC through an automated 
allocation system.  

� If the regional assessment 
unit wants further 
information or documents 
from the taxpayer, then 
such request to be made to 
NEAC. 

� The regional assessment 
unit will make a draft 
assessment order and send it 
to NEAC. 

� The NEAC will examine the 
draft received in accordance 
with the risk management 
strategy specified by the 
CBDT. 
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After the finalisation of 
assessment electronic file will 
be handed over by NEAC to the 
jurisdictional Assessing Officer.
(b) Important Aspects of 

E-Assessment are highlighted 
as under:
Ø Penalty proceedings 

can be initiated by the 
assessment unit through 
NEAC in case of non-
compliance of any notice, 
direction or order.

Ø All the above 
communication 
shall take place 
through electronic 
communication which 
will be served either in 
the electronic portal or 
e-mail id or mobile app 
and a real time alert.

 There is no personal 
appearance in the 
process, but an Assessee 
can request for personal 
hearing of the same. 
Personal hearing shall 
take place through video 
conference, through a 
software which would 
enable video telephony.

Ø Further Video 
conference facilities 
shall be established at 
such locations for the 
Assessee to visit and 
attend video conference, 
even though he may not 
have video conference 
facilities at his place.

 E-assessment is not 
a special type of 
assessment. All the 
current assessments 
can be carried out in 
an electronic manner 
following the procedure 
mentioned above.

Ø Interestingly, re-
assessment under 
section 147 has not 
been covered and that 
has to happen through 
offline mode.

Ø Appeals under section 
246A shall remain lie 
with the jurisdictional 
Commissioner 
(Appeals).

(c) Powers of Jurisdictional 
Assessing Officer:

 After the file gets transferred 
to the Assessing Officer, he 
would have powers only for 
the following:
� Imposition of penalty;
� Collection and recovery 

of demand;
� Rectification of mistake;
� Giving effect to appellate 

orders;
� Submission of remand 

report, or any other 
report to be furnished, 
or any representation to 
be made or any record to 
be produced before the 
Commissioner (Appeals), 
Appellate Tribunal or 
Courts, as the case may be; 

� Proposal seeking sanction 
for launch of prosecution 
and filing of complaint 
before the court; 

� However, NEAC 
may at any stage of 
the assessment, if 
considered necessary, 
transfer the case to the 
Assessing Officer having 
jurisdiction over such 
case.

(d) Observations of the scheme:
The new scheme notified by the 
CBDT will change the 

The Government’s 
initiative to cut the 
face to face interaction 
between the taxpayer and 
the Assessing Officer is 
expected to reduce large 
scale red tapism and 
the nexus between the 
Assessing Officer and the 
Assessee.

way of scrutiny of the Income 
Tax return. It will bring more 
transparency, efficiency and 
improved monitoring etc. 
Earlier, the Income Tax return 
was scrutinised by the Assessing 
Officer of the taxpayer through 
online mode.

However, under the new scheme 
not only the assessment will 
be faceless but the taxpayer is 
also not required to meet any 
Assessing Officer during the 
continuation of proceedings.

The taxpayer will need to 
submit a detailed explanation/
documentation regarding the 
tax position in his/her matter. 
Technical glitches can also be 
expected during the initial phase 
of the faceless assessment.

The scheme was announced 
in budget and notified in the 
month of September 2019 and 
the department has selected 
58,322 cases for scrutiny 
under the new scheme and 
the e-notices have been served 
before September 30, 2019, for 
the cases of Assessment Year 
2018-19.  
The Government’s initiative to 
cut the face to face interaction 
between the taxpayer and the 
Assessing Officer is expected 
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to reduce large scale red 
tapism and the nexus between 
the Assessing Officer and the 
Assessee.

Introduction of 
Documentation Identification 
Number (DIN) for every type of 
communication

In order to provide for a 
transparent and recorded 
communication & also to 
increase trust of the taxpayers in 
the system of tax collection and 
communication, the CBDT has 
launched a computer-generated 
documentation identification 
number (DIN) system.

The way forward could 
be to develop an Artificial 
Intelligence-based 
interactive website/
program, where small 
taxpayers can resolve their 
routine queries. All in all, 
India is moving towards 
digitisation and we may 
see further improvements 
on this front.

From October 1 onwards, 
every CBDT communication, 
will be required to have a DIN. 
Any communication without a 
computer-generated DIN will be 
invalid. 

On the very first day of its 
launch 17500 DIN’s were 
issued. “The system would 
ensure greater accountability 
and transparency in tax 
administration,” finance minister 
Nirmala Sitharaman had 
tweeted. 

Way forward
Introducing faceless 
E-assessment scheme 
is welcome move, the 
administration should also 
focus on reduction of arbitrary 
litigation being pursued by 
the Income Tax Department. 
Currently, the Income Tax 
Department is one of the top 
litigants in the country. Even 
though the appeal filing limits 
have been increased recently, 
the Government should look at 
taking more intensive measures 
to reduce such forced litigation 
upon the taxpayer.
The way forward could 
be to develop an Artificial 
Intelligence-based interactive 
website/program, where small 
taxpayers can resolve their 
routine queries. All in all, India 
is moving towards digitisation 
and we may see further 
improvements on this front.

The new direct tax code will try 
to bring more assessees into the 
tax net, make the system more 
equitable for different classes of 
taxpayers, make taxpayers more 
competitive by lowering the 
corporate tax rate and phase out 
the remaining tax exemptions 
that lead to litigation.

The direct tax code offered 
indexation benefits for equity 
investments. Indexation adjusts 
the purchase price of an asset 
with inflation during the holding 
period, thus reducing the capital 
gains and tax payable on this. 
Also, investors could carry 
forward losses and adjust them 
against future gains.

The move is rightly aimed at 
raising the profitability and 
productivity of investment. Tax 
cuts, however, in the present 
case have more of a reform 
flavour.

The new direct tax code 
will try to bring more 
assessees into the tax net, 
make the system more 
equitable for different 
classes of taxpayers, 
make taxpayers more 
competitive by lowering 
the corporate tax rate and 
phase out the remaining 
tax exemptions that lead 
to litigation.

Concluding Remarks

The aim of the Government 
is to bring more transparency 
& minimising the interface 
between the taxpayer’s and 
the tax officials which would 
increase the confidence, 
trust of the taxpayer’s in 
the system of tax collection 
by the government with 
the faceless e-assessment 
scheme. Introducing DIN and 
enabling assessments through 
e-proceedings facility will help 
in achieving the objectives viz-
a-viz transparency, minimising 
interface between taxpayers and 
tax officers of the government. 
Reduced rates of CIT will have 
little impact in the short run 
but could have a significant 
positive impact on growth in 
the medium term. n

Don’t limit a child to your own learning, for he was born in another time. - Rabindranath Tagore
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