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n general, the tyranny of status
quo has beern the hallmark of eco-
nomicpolicies inIndia, andthisis
amplyexemplified intax adminis-
tration more than in any other
case. Much hasbeenwrittenontheissue,
including the four-volurne report of the
Tax Administration Reforms Commis-
sion which, in all fairness, needs to be
discussed and implemented not merely
to enhance revenue productivity of the
tax system, but also to improve taxpayer
satisfactionandservices Unfortunately,
like manyother reports, this isalsolike-
Iy to gather dust. In many ways, the re-
formof tax administration is more fun-
damental than even the introductionof
GST, but therehas been verylittleaction
or even discussion on the issue. Even
thoughthe presentfinanceministerhas
spoken about the need to root out “tax
terrorism’ on a numberof occasions he
has done preciouslittleto reformthesys-
tem that creates an intimidating incen-
tivestructure forcingtax collectors to go
after taxpayerseven when they aresure
that their demands may not be reason-
ableand stand the scrutiny of law. Aclos-
er analysis shows that the problerm lies
inthe system that creates the structure
of incentives and it would be unfair to
place the blame entirely on the doorstep
of the taxofficials for this outcome.
There are many issues relating to tax
administration that need immediate at-
tention. In this column, I intend to dis-
cuss a small issue relating to why, in In-
dia, wehearso muchaboutunreasonahle
demands by tax administration, enor-
mous amount of arvears piled up in tax
disputes and retrospective amendments
to tax law when it does not stand to judi-
cialserutiny? We havehad themuch dis-
cussed casesof taxdemandson Vodafone
and the retrospective amendment to the
Income Tax Act (when the Supreme
Court judgement reversed the judge-
ment of the Bombay High Court on the
taxability of offshore sale of shares of a
CaymanIsland Company by Hutchinson
group to the Vodafone group). There are
also cases relating to Mokia and Shell
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which have made head
lines. More recently we
have seen the controversy
surroundingtheretrospec '\
tive applicationof MAT on
foreign institutional in-
vestors. On the latter, even
the finance minister

fail to provide services
such as water supply sani-
tation,sewerage and when
the electricity distribu-
tion companies indulge in
frequent outages often
running into 23 hours
every day in anew colony?

seemed to have backed the This type of government
demandof thedepartment, M GOVINDA RAQ  failure forees the welfare
purely on revenue consid associations to collect the
erations based on the pre- funds from the residents
sumption that the move for providing these ser-
would generate an addi- Fil'St, adopt vices which can easily ex-
tional 40000 crore  Scientifically ceed T5,000 per household.
Though, later, he found to - ‘When the clarification for
his d?.:jﬁay t,hat the tax estlmated subscriptions exceeding
couldnotbeappliedincas-  forecasts rather 5000 was sought, after
es where there is a tax ets considerable  delibera-
treaty and ultimately, the tha“ targ tions and delay, the CBEC
amount to be gained was Second, have came out with a circular
less than ¥500 crore. The  functional stating that service tax
loss of trust with the gow division of tasks willapply tothe entire val-
Ermment Was enormous. that the ue of the transaction if it
Thankfully the exit route S0 exceeds $5,0000 Thus, the
Shah Commission,bugthe 0T NCIAISCANGRAIN o e ureor
loss of credibility l;as been specialisation. the government inprovid-
significant. Third, do away ing loeal public services,

While it is true that = - but also have to pay addi-
multinationals indulge in :"fl:: th:t::ttmg tional service tax to the
base erosion and profit rg ortax eovernment! As far as
means, he esue necas 1 AMIRIStrAtOrS e ecs or
h-edeaﬁ withby abetterle- and |||dg|ng thEII' logic, but simply rev-
galbiil‘:ialr:il_ewar];;ndcﬁpaci— pﬁ'l’forn'laﬂ'l:e enneﬁ Thus, we ha;;e a
ty- ing, and not byret- peculiar situation where
rospectiveamendments to based on these the government failure

the law. The problem with

the tax departments in In-

dia is one of attitude, and this is true of
both direct and indirect taxes. There
wasacasewherel hadsought someclar-
ification relating to the applicability of
servicetay onresident welfare associa-
tions. According tothe Service Tax Act,
services of municipal bodies are ex-
empt and thesubscriptions paid to resi-
dent welfare associations for providing
collective services for themselves are
exempt up to ¥5,000 per household.
What happens whenthe municipalities
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results in its collecting
more taxes!

It would be unfair to blame the tax
departments for keeping revenue con-
siderations paramount ir respective of
its legitimacy andfairness. The prob-
lem beging when the ministry of fi-
nance presents the budget with overly
optimistic projections of revenues to
conform to the fiscal targets setout in
the medium-term fiscal plan. The
analysis shows that in six of thelast 7
vears (since FY08), the actual tax rev-
enues fell short of the budget esti-

mates by varying magnitudes anddur-
ing FY14 and FY15 (RE), the shortfall
was close to 10% . The unrealistic esti-
mate of tax revenue is then broken up
into collectorate-wise targets. When
the performanceof the officials is de-
terminedonthebasisof their revenue
collection performance, they simply
want to collect revenues, irrespective
of whether it is legitimate or other-
wise. Their immediate task istoraise
the demandandnaturally, the aggriev-
ed taxpavers dispute the demand and
the cases pile up in the tribunals and
courts. Thus, it is not surprising that
by end-2013, the accumulated arrears
amounted to over 158 lakh crore or
5.1% of the GDP—over86% of thiswas
duetodisputes. Of this, about76% was
arising from the disputes up to five
vears and almost 47% was due to dis-
putes up to two years.

If indeed the government is serious
about creating a business-friendly en-
vironment, the foremost job is to re-
form the system that creates incen-
tives to harass the taxpayers. While
comprehensive tax administration re-
for m on thelines recommended by the
TARC is important, the government
could initiate the process with three
important initiatives. First, it should
create a more scientific projection of
tax revenues and adopt scientifically
estimated forecasts rather than tar-
gets. Perhaps, itmay be appropriate to
ask the NITI Aayog to make the fore-
casts by taking inputs from the tax de-
partments. The second important re-
form is to have functional rather than
area-wisedivision of tasks so that the
officials can gain functional speciali-
sation. Thind, do away with setting of
targets for tax administrators and
judging their performances based on
the fulfilment of the targets. There are
many other areas of reform, but these
could be taken onpriority.
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