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Tax refund cases of over Rs. 5 lakhs to come under scrutiny

The Finance Ministry has issued instructions to field formations to ensure that cases involving final refunds of over Rs. 5 lakhs do not remain outside the scope of scrutiny selection.

"Certain cases had come to the notice of the Board (Central Board of Direct Taxes) where the initial refund determination was less than Rs. 5 lakhs but subsequently after factoring in certain TDS or credit of tax paid, the final refund was exceeding Rs. 5 lakhs. Instructions have been issued to Commissioners to ensure that such cases are brought to the notice of DIT (systems) so that they do not remain outside the scope of computer-aided scrutiny selection (CASS)", a Finance Ministry official said.

The official made it clear that there was no change in the scrutiny norms already laid out for the current fiscal. "We are only trying to ensure that nobody gets an unfair advantage when the final refund is determined and escape the process of law by remaining outside the scope of selection of scrutiny cases", the official added.

It was also highlighted that the latest instruction would not impact large number of tax assessees. "There may be only a few hundred cases that may get covered by this instruction. The impact will not be much", the official maintained.

The latest instruction does not relate to any particular category of assessees, but in general to refund cases where the eventual refund exceeds Rs. 5 lakhs, an official said.

Already, as per the CBDT norms for the current fiscal, under selection of cases meant for scrutiny, all banks and public sector undertakings are liable for scrutiny. Also, all NSE-500 companies and BSE-A group companies listed as on March 31, 2007 are covered. [Source : Business Line, dated January 13, 2008] 

Income-tax Department to be more friendly to taxpayers who are compliant with tax laws 

The Union Finance Minister, complimented the Chief Commissioners of income-tax for the remarkable performance of the Department, particularly on the revenue side. Addressing them on a live video conference the Finance Minister stated that the Department had done well in collecting higher revenues in 2006-07 and was performing even better in 2007-08. Total direct tax collections were up by 42.8 per cent. as in December, 2007, while collection of personal income-tax was even higher.

Outlining the factors responsible for the unprecedented growth in revenue collection such as moderate tax rates, change in taxpayer behaviour towards better compliance with tax laws and a technology driven tax department which had become more taxpayer friendly, the Finance Minister observed that while the tax collection mechanism has become more technology driven, non-discriminatory and transparent, the department needed to become more friendly towards the bulk of taxpayers who were voluntarily complying with the tax laws and tough on the miniscule minority of recalcitrant taxpayers.

The Finance Minister said that he had sanctioned an incentive of Rs. 195 crores to enable the department to improve infrastructure for increasing its operational efficiency by providing more vehicles and telephones but the department needed to further improve basic facilities for taxpayers such as potable water and clean toilets. The Finance Minister said that the department would need to find still better ways and means to utilize these amounts for a lasting impact on its functioning. [Source : Press Information Bureau, dated January 16, 2008]

Standard deduction limit may be raised in the Budget

Individual taxpayers may be able to avail of higher standard deduction on taxable income from the next financial year with the Finance Minister considering raising the standard deduction limit to Rs. 1,20,000, from the present Rs. 100,000, under section 80C of the Income-tax Act, 1961.

This 20 per cent. increase will allow a taxpayer to save up to Rs. 2,000 in taxes every year, a senior Government official said.

An announcement may be made in the Budget on February 29, which is likely to be the last before the next general election.

Under sections 80C, 80CCC and 80CCD of the Income-tax Act, individuals can claim total deduction up to Rs. 1,00,000 a year towards life insurance premia, five-year bank deposits, provident fund, superannuation fund, national saving certificates, tuition fees and many other investments like in mutual funds.

The list of savings and investments that qualifies for deduction under section 80C was expanded in December, 2007, to include five-year post office time deposits and the senior citizens savings scheme.

The deduction of Rs. 1,00,000 for such a large number of savings and investment items is grossly inadequate, tax experts said.

However, it is anticipated that the increased investment limit under section 80C may be allowed only for specified savings instruments like a pension scheme aimed at promoting old-age security.

The insurance industry has been demanding a separate exemption limit of up to Rs. 1,00,000 for very long-term investments like pensions and annuity schemes. [Source : Business Standard, dated January 17, 2008]

Banks want income-tax limit on pension contribution to go

The banking industry has sought an amendment to the Income-tax Act that will enable banks to make a greater provision for pension liabilities. Banks are mandated to disclose their pension liabilities due to changes in accounting standards.

At present, banks have a limit of 27 per cent. of the employee's salary for providing annual contribution. However, banks want removal of the cap so that they can make greater contribution to provide for liability, to decrease the extent of unfunded liability.

"While this does not decrease the liability itself, it allows banks to get tax deduction for the extra contribution. This is an anomaly and has to be addressed. The Income-tax Act will need to accommodate the changes in the accounting standards", a banker said.

As per section 36(1)(iv) of the Income-tax Act, 1961, a sum paid by the assessee as an employer by contribution towards a recognised provident fund or an approved superannuation fund shall be allowed as deduction.

However, rule 87 of the Income-tax Rules, 1962, provides that the annual contribution by the employer to a fund of an employee shall not exceed 27 per cent. of his salary for each year as reduced by the employer's contribution, if any, to a provident fund in respect of the same employee for the year. The changes to the accounting standard take effect in respect of accounting periods commencing on or after December 7, 2006.

"To take into account the burden of pension liabilities under the defined benefit scheme, in the context of AS-15 and increase in the life expectancy over the past 45 years from the time the Income-tax Rules, 1962, came into effect, there is a need to dispense with the limit", according to the recommendation to the Ministry of Finance.

"The rules appear to have been framed in the past keeping in mind defined contribution schemes rather than defined benefit schemes. The defined benefits under the pension schemes administered by the public sector banks are also cleared by the Government and, therefore, there is a strong case to remove the ceiling of 27 per cent. prescribed under rule 87", Indian Banks' Association (IBA) has said.

So far, banks were not mandated to disclose the extent of their pension liabilities in the balance-sheets. However, under new accounting norm AS-15, they will have to make a provision for pensions. The liability is estimated at a staggering Rs. 26,000 crores and an additional Rs. 14,000 crores on account of the changes in the accounting method. Under the existing system, banks need to provide for liabilities during the tenure and even after the death of the employee. [Source : The Economic Times, dated January 10, 2008]

Appointment of judges

The President appointed (i) Shri Justice Vishwa Diwakar Chaturvedi, (ii) Shri Justice Ravindra Nath Misra and (iii) Shri Justice Ran Vijai Singh, Additional judges of the Allahabad High Court, to be judges of the Allahabad High Court, in that order of seniority, with effect from the dates they assume charge of their respective offices. [Source : Press Information Bureau, dated January 11, 2008]
