Has direct tax compliance risen sharply?

R KAVITA RAO

he Income-Tax Depart-
ment recently released a
significant amount of
data on direct tax collec-
tions and compliance relating to
the last few years. With two major
changes introduced in the eco-
nomy in the last two years, demon-
etisation and GST, it is tempting to
explore the impact of these on com-
pliance. ;

While a number of questions can
be asked, one needs to first focus on
what can be read from the data be-
ing presented.

The I-T Department has released a

document titled ‘Income Tax De-
partment Time Series Data Finan-
cial Year 2000-01 to 201718". This
document provides three types of
information on compliance with
the tax regime:
m the number of returns filed in
each year (including revised re-
turns) —  this information is
provided for each financial year: it
should be noted that the

well-defined financial year. How-
ever, any information thatrelates to
a financial year, like the number of

* returns received in a given financial

year, could pertain to multiple as-
sessment years.

For instance, returns filed during
the financial year 2017-18 can relate
either to the financial year 2016-17
or to some of the earlieryears, since
taxpayers could be filing revised re-
turns in subsequent years or file a
returns after the due date.

One can imagine compliance
with the tax regime in two ways:
through the number of “persons”
paying tax, i.e., the number of tax-
payers irrespective of whether or
not they file returns and, alternat-
ively, through the number of “per-
sons” who choose to file returns.
The former can be referred to over-
all compliance whereas the latter,
which is a fraction of the former,
can be referred to as voluntary com-
pliance. '

The overall compliance — the
number of taxpayers — has been

growing steadily over

returns can relate to
more than one assess-
ment year,

m the number of “per-
sons” filing returns —
once again this informa-
tion relates to each fin-
ancial year. °
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the period 201213 to
201718. The rate of
growth of number of
taxpayers has been 7-8
per cent per annum ex-
cept for two years 2013-14
and 201617, when it
reached a low double-di-

m the number of taxpay-

ers in any given assessment year:
this is the number of taxpayers who
have either filed a return or have
paid tax in some form, even if it is in
the form of TDS or TCS.

To understand these numbers, it
is important to recall that returns
or assessees relating to a particular
assessment year would be associ-
ated with transactions during a

gitlevel.

The summary statistics provide
information on the extent of volun-
tary compliance in a given financial
year. \

These numbers have shown
consistent increase in number of
people filing returns over the last
four years from 3.13 crore in 201213
to 543 crore in 201718. This
amounts to an average increase of

DeMo may not have sharply raised the number of taxpayers even as more people are filing returns
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13 per cent per annum. Bulk of this
increase is in the ‘individuals’ cat-
egory, much less so in any other cat-
egory, including firms and compan-
ies. The increase is sharpest in
201718, where there is a reported
growth of over 21 per cent.

Key ratios
To understand the changes in the
compliance in the economy, it
would be useful to look at two ra-
 tios: the ratio of number of returns
filed to the number of persons fil-
ing returns, and the ratio of taxpay-
ers to the number of persons filing
returns.

Since an individual can file more
than one return in any given finan-
cial year, i.e., those pertaining to
earlier years, the ratio of number of
returns filed to the number of per-
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sons filing returns shows the aver-
age number of returns filed per per-
son.

Over the last five years, this ratio
has increased from 114 to 1.26. In
other words, a larger number of
“persons” are filing returns for
earlier years or revising returns per-
taining to earlier years. This could
be considered an evidence of im-
provement in compliance. While
the increase is encouraging in the
short run since with an increase in
deterrence, the behaviour of people
should get corrected, one should
expect that this ratio should once
again stabilise at a lower level once
this correction has been achieved.

The other ratio — the number of
taxpayers to the number of persons
filing returns — reflects the propor-
tion of persons who pay tax but do

not feel the need to file a return.

As the graph shows, the ratio has
fallen from a high of 1.62 in 201314
to 136 in 201718. In other words,
while in 201314, 62 per cent of tax-
payers did not file returns, in 2017-
18, this figure comes down to 36 per
cent.

DeMo impact

The initiatives by the government
in the form of demonetisation and
related measures do not seem to
have dramatically altered the rate
of growth of the number of taxpay-
ers, but of these “persons”, a larger
fraction seems to have progressed
to filing returns. This would be evid-
ence of improvement in voluntary
compliance with the system. L

However it is not clear whether
this can be interpreted as bringing
more people into the tax net, espe-
cially given another crucial fact —
that over 40 per cent of the returns
report zero-tax liability.

Disaggregate analysis of the data
should throw up some interesting
results, but we would have to wait
for future releases of the data, since
the data for 201718 is for returns
filed up till August 31, 2018.

The number of returns as well as
the amount of tax paid in the disag-
gregate analysis is substantially
smaller than that provided in the
summary tables; clearly, the data
are far from complete to be used for
analysis. ; .

It should also be mentioned here
that the data presented so far do
not allow analysis of the impact of
GST since the returns for which data
are available relate to the pre-GST
period.
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