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NO GAINS FOR TAXPAYERS

Budget proposals on tax slabs and dispute resolution are unlikely to gain traction

SURANJALI TANDON

AHEAD OF THE Union budget, taxpayers had
anticipated a wide range of measures that
they hoped would stoke demand. These
ranged from lower tax rates to a more even
tax structure on income from various
sources. As the former was less feasible given
the fiscal constraints, the budget proposals
focused on simplification and providing ease
to the taxpayer.

The recalibration of personal income tax
slabs was suggested as a step towards simpli-
fication. However, its uptake is contingent on
the preference for new slabs. Switching over
tothe new slabrates is not beneficial toanin-
dividual currently claiming full exemptions
orwith incomes comprising largely of capital
gains. Itis possible, however, that individuals
do not claim such exemptions or deductions.
An analysis of data published by Central
Board of Direct Taxes suggests that for the as-
sessment year 2018-19, if individuals do
switch over to the new regime, it may trans-
late to a 1 per cent improvement in tax col-
lections, rather than a loss. It can be inferred
that this option may be exercised by few in-
dividuals, if at all, since the potential gains
from foregoing exemptions and the intended
simplification is expected to be limited.

A common concern among taxpayers is
protracted disputes. To reduce litigation, a
new scheme has been proposed. My work
on transfer pricing disputes reveals that 39
per cent of the cases made a reference toa
similar case in the previous year. This under-
scores theimportance of precedence. In such
cases, settlement is not a superior option as
the waiver of the penalty and interest does

The success rate of the tax
department is 27 per cent at
the Income Tax Appellate
Tribunal ITAT and the
Supreme Court and 12 per
cent in appeals filed in High
Courts. Given the odds of
SUCCess, an assessee may
thus be tempted to pursue
litigation.

not offer any advantage against a decision
that would impact future assessment.
Further, the success rate of the tax depart-
ment is 27 per cent at the Income Tax
Appellate Tribunal (ITAT) and the Supreme
Courtand 12 per centinappeals filed in high
courts. Given the odds of suiccess, an assessee
may thus be tempted to pursue litigation.
Thus taxpayers may choose to settle for the
waiver of interest and penalty in cases where
it is one time and does not set a precedent
for future transactions.

The other significant change is in taxa-
tion of dividends. The dividend distribution
taxisa unique levy ondistributed profitsand
is payable by the distributing company. The
shortcoming of such tax is that foreign in-
vestors can't claim credit. Further, in an ef-
fort to make the tax progressive, an addi-
tional dividend tax of 10 per cent was
introduced for domestic investors receiving
dividend in excess of Rs 10 lakh. Changes in
DDT were accompanied by a decline in div-
idend pay-out — the proportion of profits
paid as dividends declined from 30 per cent
inearly 2000sto 22 per centin 2019 (BSE500
companies). Itis expected that the reversion
to the classical system may improve divi-
dends payouts. However, this will benefitin-
dividual taxpayers with incomes belowRs 5
lakh as the slab rate applicable is less than
the existing rate.

In the international arena, India is deter-
mined to tax cross-border incomes The ad-
dition of explanation 3A to the Income Tax
Actreinforces India’s commitment to taxing
digital companies. The proposed amend-

mentclarifies that incomes related to adver-
tisement, sale of data of a person residing in
Indiaand sale of goods and services based on
the dataof a person residing in India, may be
attributed to a businesswith nexus in India.
Further, to tax Indian citizens that are not tax-
able in any other jurisdiction, the Act will
now deem such individuals as resident tax-
able in India. While the application of the law
may be challenged giving rise to disputes, it
isa step forward.

The finance minister also referred to in-
troducinga citizen's charter that incorporates
taxpayer's rights and obligations.
International experience shows thatcharters
have limited enforceability unless adoptedin
primary legislation. Introducing it to the
statutes may, therefore, prove to be a positive
initiative. However, thedevil lies in the detail.
Faith can be built through enforcement of the
charter. However, the penal provisions must
be well-thought out soas to avoid adding an-
other contentious element.

The budget proposals aimed to provide
simplicity, yet much remains to be done,
given thelack of uniformity in taxation of in-
comes such as capital gains. The success of
schemes proposed is contingent on the trac-
tion they gain. As for the revenue implica-
tions, the impact of these measures may in
fact be limited. Loss expected from lower tax
rates may be countered by gains from the
settlement of cases, higher dividend taxes on
top incomes, and the wider scope for taxing
international incomes. |
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