Indian Journal of Law and Legal Research Volume VII Issue V | ISSN: 2582-8878

INSTITUTIONAL FRAMEWORK OF INCOME TAX
ADMINISTRATION IN INDIA

Darshanram Karthik S, Chettinad School of Law, Chettinad Academy of Research and
Education

Aparna Reddy T, Chettinad School of Law, Chettinad Academy of Research and
Education

Mrs. Jehibha N, Assistant Professor of Law, Chettinad School of Law, Chettinad Academy
of Research and Education

ABSTRACT

The Income Tax Act, 1961 confers expansive discretionary powers upon
income tax authorities for assessment, investigation, and enforcement of
direct taxation. This doctrinal research critically examines whether India's
constitutional, statutory, and administrative frameworks adequately balance
effective tax enforcement with procedural fairness and taxpayer rights
protection. The central research problem emanates from the tension between
broad discretionary powers vested in tax authorities encompassing scrutiny,
search and seizure, assessment, and penalty imposition and constitutional
principles of fairness, due process, and reasonableness enshrined in Articles
14 and 21. The study analyses statutory provisions under the Income Tax
Act, 1961, particularly Sections 131, 132, 142, 143, and 144, examining
textual ambiguities that enable potential arbitrary exercise of authority.

Through comprehensive examination of Supreme Court and High Court
jurisprudence, the research evaluates judicial constraints imposed through
doctrines of natural justice, proportionality, and reasoned decision-making.
The study critically assesses emerging technological innovations including
faceless assessment mechanisms under Section 144B, investigating whether
digitization enhances transparency or introduces algorithmic opacity and
procedural rigidity. Analysis of appellate mechanisms Commissioner
(Appeals) and Income Tax Appellate Tribunal reveals systemic delays and
inefficiencies affecting remedial accessibility. Research findings indicate
that while judicial interventions have fortified procedural safeguards,
significant gaps persist in internal accountability mechanisms, appellate
effectiveness, and harmonization between enforcement imperatives and
taxpayer rights. The study proposes legislative, administrative, and
technological reforms including enhanced procedural safeguards,
strengthened accountability frameworks, rationalized appellate timelines,
and transparent algorithmic governance. This research contributes to direct
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tax administration scholarship by providing comprehensive doctrinal

analysis integrating constitutional law, administrative law, and tax

jurisprudence, offering practical recommendations for achieving equitable

tax governance within India's digital transformation framework.

Keywords: Income Tax Authorities, Discretionary Powers, Natural Justice,

Faceless Assessment, Appellate Mechanisms.

LIST OF ABBREVIATIONS
S.NO |ABBREVATION FULL FORM OF ABBREVATION
1. CBDT Central Board of Direct Taxes
2. ITA Income Tax Act (1961)
3. AO Assessing Officer
4. CIT(A) Commissioner of Income Tax (Appeals)
S. ITAT Income Tax Appellate Tribunal
6. VSV Vivad Se Vishwas (settlement scheme)
7. OECD Organisation for Economic Co-operation anc
Development
8. PAN Permanent Account Number
0. AY IAssessment Year
10. PY Previous Year
1. RBI Reserve Bank of India
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LEGAL PROVISIONS OF INCOME TAX ACT AND CONSTITUTION OF INDIA

S.NO [INCOME TAX ACT-1961 CONSTITUTION OF INDIA

1. Section 116 of IT ACT 1961 Article 14 of Constitution of India
2. Section 117 of IT ACT 1961 Article 19(1)(g) of Constitution of India
3. Section 118 of IT ACT 1961 Article 21 of Constitution of India
4. Section 119 of IT ACT 1961 Article 246 of Constitution of India
S. Section 120 of IT ACT 1961 Article 265 of Constitution of India
6. Section 124 of IT ACT 1961

7. Section 130 of IT ACT 1961

8. Section 131 of IT ACT 1961

0. Section 132 of IT ACT 1961

10. Section 139AA of IT ACT 1961

1. Section 116 of IT ACT 1961

12. Section 142 of IT ACT 1961

13. Section 144 of IT ACT 1961

14. Section 144 B of IT ACT 1961
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15. Section 263 of IT ACT 1961

16. Section 274 of IT ACT 1961

17. Section 275 of IT ACT 1961

18. Section 276 of IT ACT 1961

19. Section 277 of IT ACT 1961

CHAPTER-I INTRODUCTION

Income tax functions as a vital governmental mechanism for generating public revenue and
financing societal development. Within India's constitutional structure, direct taxation—
managed through the Income Tax Act, 1961—forms an essential component of fiscal
administration. This statutory framework evolved from recommendations of the 1959 Tyagi
Committee and created a comprehensive system for tax assessment, collection, and

enforcement nationwide.

A central tension characterizes Indian tax administration: tax authorities must possess
substantial powers to effectively enforce tax collection, yet these powers require
constitutional oversight to prevent arbitrary governmental action. The Income Tax Act grants
significant discretionary authority to tax officials—including assessment powers under
Sections 143-144, investigative authority under Section 131, and search operations under
Section 132. However, this expansive delegation of administrative power must conform to
constitutional principles, particularly Article 14 (equality before law) and Article 21 (due
process). These constitutional guarantees, reinforced through natural justice principles,

demand that tax authorities exercise authority fairly, transparently, and without bias.

The hierarchical tax administration structure comprising the Central Board of Direct Taxes,
Commissioners, Deputy Commissioners, and Assessing Officers which aims to ensure efficient
revenue collection through institutional accountability. However, significant implementation

challenges undermine this system. Approximately 580,000 appeals await resolution before the
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Commissioner of Income Tax Appeals, with disputed amounts exceeding Rs. 14,21,130 crore
across all appellate levels. Extended dispute resolution timelines averaging 15-20 years
effectively deny taxpayers timely access to remedies, violating constitutional due process

protections.

Recent administrative reforms including the Faceless Assessment Scheme (Section 144B,
2020) and automated risk profiling systems—represent modernization efforts aimed at
enhancing transparency and reducing administrative discretion. Yet these technological
innovations introduce new procedural concerns including algorithmic opacity and restricted

taxpayer participation.

This research comprehensively examines income tax authorities' statutory powers,
constitutional constraints, and judicial interpretations. It analyses whether existing legal
frameworks adequately balance effective tax enforcement with taxpayer rights protection and
procedural fairness, proposing evidence-based reforms to strengthen India's tax
administration system aligned with constitutional principles and contemporary governance

standards.

1.1 RESEARCH OBJECTIVES:

L.

To conduct a comprehensive doctrinal analysis of the statutory framework delineating the
powers vested in income tax authorities under the Income Tax Act, 1961, including sections
governing assessment, investigation, search-seizure, and penalty imposition, to identify textual
provisions, discretionary elements, and express or implied limitations constraining authority

exercise.

To critically evaluate the constitutional principles and jurisprudential standards particularly
Article 14 equality protection, Article 21 due process, and doctrine of natural justice that courts
have developed to constrain tax authority discretion and protect taxpayer procedural and

substantive rights.

To analyse landmark Supreme Court and High Court decisions interpreting tax authority
powers, procedural fairness standards, and remedial mechanisms, examining how judicial
oversight has addressed administrative excesses while evaluating impacts on enforcement

effectiveness and administrative efficiency.
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4. To investigate contemporary administrative practices, institutional challenges, and arising from

discretionary powers, procedural ambiguities, appellate delays.

5. To propose legislative, administrative, and technological reforms for enhanced harmonization
between effective tax enforcement, procedural accountability, fairness standards, and taxpayer

rights protection within India's direct tax administration system.

1.2 SCOPE OF THE PAPER:

The scope of income tax authorities under the Income Tax Act, 1961, covers a wide range of
statutory powers and functions essential for the levy, assessment, investigation, enforcement,

and adjudication of direct taxes in India. This includes the authority to:

¢ Conduct inquiries, scrutiny, and assessments of taxable income under Sections 131, 132, 142,

143, and 144;

e Carry out search and seizure operations and compel production of documents;

e Impose penalties and grant relief within statutory provisions;

e Hear appeals and revise orders as appellate authorities under Sections 263 and 250;

e Regulate enforcement processes subject to constitutional safeguards such as Articles 14

and 21, ensuring procedural fairness.

The scope also entails supervisory control and policymaking by the Central Board of Direct
Taxes (CBDT), which issues guidelines, circulars, and instructions to subordinate officers.
Discretionary powers vested in various income tax authorities must be exercised judiciously

to balance effective revenue enforcement against protection of taxpayers' constitutional rights.

Recent developments include the introduction of faceless assessments and digital risk profiling,
which expand the regulatory framework but pose new challenges for transparency and

procedural fairness.

In summary, the scope of income tax authorities under the Income Tax Act, 1961, is a
comprehensive institutional and legal regime that governs the entire cycle of direct tax

administration from investigation to appeal, embedded within the constitutional framework and
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subject to evolving technological and legislative reforms. This scope reflects the authoritative
positions as detailed by the Income Tax Act and supported by judicial interpretations and

administrative practices

1.3 LITERATURE REVIEW:

1)

2)

3)

Kanica Gupta’s study titled Treatment of Spectrum Charges in Income Tax Act 1961 (2010) has
significantly contributed to clarifying the capital versus revenue classification of spectrum
charges and license fees in Indian tax jurisprudence. Gupta’s work meticulously examines how
proper characterization directly impacts tax liabilities and enforcement actions, underscoring
that misclassification often precipitates discretionary disputes by tax authorities. The research
is widely cited for providing empirical and doctrinal insights that contextualize landmark

rulings such as the BSNL Tribunal decision.!

Dr. Amit Hedau’s article, Taxation of Family Income Under Indian Taxation Laws: A New
Perspective (2020), explores administrative accountability challenges inherent in discretionary tax
authority powers. Hedau argues that unchecked discretion in tax enforcement generates uncertainty and
litigation, proposing mechanisms for enhanced transparency and procedural safeguards. His work
broadens understanding of taxpayer rights protections and serves as a foundation for calls to reform

discretionary frameworks within India’s tax administration.’

The Journal of Taxation and Regulatory Framework (2020) publishes empirical research
evaluating India’s transition to technology-enabled assessments, including faceless assessments
and automated risk profiling. These studies critically assess the dual potential of these
innovations to improve transparency while simultaneously introducing new procedural fairness
concerns, such as algorithmic opacity and diminished taxpayer participation. The journal’s
rigorous peer-reviewed articles provide vital empirical evidence underpinning contemporary

reform debates.>

1.4 RESEARCH PROBLEM:

The central research problem of this study arises from the complex interplay between the

! Kanica Gupta, Treatment of Spectrum Charges in Income Tax Act 1961, Journal of Indian Taxation Policy,
vol. 14, no. 2, 2010, pp. 67-93.

2 Amit Hedau, “Taxation of Family Income Under Indian Taxation Laws: A New Perspective,” Indian Law
Review, vol. 6, no. 3, 2020, pp. 201-225.

* Journal of Taxation and Regulatory Framework, “Faceless Assessments and Automated Risk Profiling:
Transparency and Challenges in India,” vol. 8, no. 1, 2020, pp. 45-68.
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statutory powers of income tax authorities under the Income Tax Act, 1961, and the
constitutional principles of fairness, due process, and reasonableness that underpin
administrative action in India. The income tax administration constitutes a critical
institutional mechanism for assessment, collection, investigation, and enforcement in the direct
taxation system. However, the expansive discretionary powers conferred upon tax authorities
which encompasses scrutiny of accounts, issuance of notices, search and seizure operations,
assessment of taxable income, and imposition of penalties which frequently give rise to

significant disputes regarding procedural propriety and substantive fairness.

The issue primarily stems from the broad and often ambiguous statutory language governing
assessment and enforcement provisions, which grants income tax officers considerable
interpretive and administrative discretion. This discretionary scope, when exercised without
adequate procedural safeguards or internal accountability, creates potential for arbitrary,
oppressive, or discriminatory administrative action prejudicial to taxpayers’ constitutional
rights under Articles 14 and 21. Judicial interventions, while seeking to fortify procedural
justice through doctrines of proportionality, natural justice, and reasoned decision-making,
concurrently impose constraints that may impede effective revenue enforcement and

administrative efficiency.

Furthermore, technological initiatives such as faceless assessments and automated scrutiny
processes, though designed to minimize discretion and enhance transparency, introduce new

challenges including algorithmic opacity, procedural rigidity, and reduced human judgment.

The tension between safeguarding taxpayer rights and ensuring effective enforcement thus

remains a fundamental paradox within the income tax administration.

This research problem focuses on examining whether India’s current constitutional, statutory,
and administrative frameworks adequately harmonize these competing objectives. The study
aims to critically evaluate systemic ambiguities, judicial approaches, and emerging digital
governance mechanisms to determine whether the existing framework successfully balances
efficient tax enforcement with procedural fairness, or whether comprehensive legislative and
institutional reforms are necessary to strengthen accountability, transparency, and substantive

justice in tax administration.
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1.5 RESEARCH QUESTIONS

L What statutory powers are vested in income tax authorities under the Income Tax Act,
1961, and what express or implied constitutional and statutory limitations constrain their

exercise to ensure procedural fairness and substantive reasonableness?

a. How have courts interpreted Article 14 (equality) and Article 21 (due process)
constitutional principles to impose additional limitations on discretionary tax authority powers

beyond explicit statutory constraints?

b. What procedural safeguards and safeguards for natural justice including pre-

action notice requirements, determining validity of doctrines AUDI ALTERAM PARTEM?

IL. Whether judicial review mechanisms, appellate procedures, and remedial frameworks
effectively protect taxpayers from procedural violations and substantive unreasonableness in

tax authority actions without unduly impeding legitimate enforcement activities?

a. How do Supreme Court judgments interpret natural justice, due process of law,
standards which was evolved in constraining tax authority discretion, and what have been

the consequential effects on tax administration efficiency and enforcement effectiveness?

b. Whether systemic gaps, delays, and inefficiencies exist within current appellate
mechanisms (Commissioner appeals, tribunal review, writ jurisdiction), and do these
limitations necessitate structural reforms to enhance remedial accessibility and substantive

fairness in addressing taxpayer grievances?

1.6 HYPOTHESES:

The statutory provisions governing income tax authorities under the Income Tax Act, 1961—
particularly Sections 131, 132, 142, 143, and 144 contain discretionary elements that enable
potential misuse or arbitrary exercise of authority in the absence of robust procedural safeguards
and internal accountability mechanisms. Consequently, the absence of explicit limitations upon
discretionary interpretation and assessment methodologies creates a systemic vulnerability
wherein tax authorities may exercise powers in manner contravening constitutional principles
of fairness and due process enshrined in Articles 14 and 21 of the Constitution of India.

Inadequate internal accountability mechanisms, delayed appellate review processes, and
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insufficient procedural checks within the income tax administration result in procedural
violations and substantive unreasonableness in tax enforcement actions. The hierarchical
structure of income tax authorities, while nominally designed to ensure accountability through
supervisory oversight, fails to provide meaningful interim remedies, thereby perpetuating
situations wherein taxpayers face extended periods of uncertainty and financial exposure before
appellate relief becomes accessible. Technology driven administrative innovations specifically
faceless assessments under Section 144B and automated data-analytics-based risk profiling
systems present a paradoxical governance challenge: while such systems reduce certain forms
of human discretion and corruption vulnerability, they simultaneously introduce new
procedural fairness concerns including algorithmic opacity, restricted taxpayer participation
opportunities, diminished procedural transparency, and potential entrenchment of systemic

biases within automated decision-making processes.

1.7RESEARCH METHODOLOGY

This research employs a doctrinal legal research methodology combined with critical policy
analysis and comparative institutional analysis, utilizing secondary sources including
constitutional texts, statutes, statutory rules, government publications, and judicial

pronouncements.

1.8 CHAPTERISATION:

CHAPTER I- Introduction:

This chapter provides an overview of India’s indirect tax structure, the implementation of
GST in 2017, and the selective retention of excise duty on certain commodities. It outlines
the research problem, objectives, questions, and hypotheses while highlighting the significance
of the study, Research Framework and Methodology, elaborates on the research problem,
research objectives, detailed research questions with sub-questions, and formulated hypotheses.
It also describes the doctrinal and empirical methods used to analyse constitutional, economic,

and administrative dimensions of the topic.

Chapter II: Statutory Framework Governing Tax Authority Powers and Limitations

This chapter provides comprehensive analysis of the statutory framework delineating tax

authority powers under Sections 131-152 (examination powers), 174-183 (authority to
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impose penalties), and related provisions. This chapter establishes the comprehensive
legislative framework governing the assessment, collection, and enforcement of income tax

throughout India

Chapter I1I: Exercise of Power and function of Income Tax Authority:

This chapter critically represents a complex statutory architecture that distributes investigative,
assessment, and enforcement powers across multiple tiers of income tax authorities operating

within India's direct tax administration system.

Chapter IV: Appellate Mechanism in Income Tax Disputes:

This chapter discusses the constitutional commitment to procedural fairness, access to justice,
and rule of law, recognizing that extensive discretionary powers vested in assessing officers

necessitate robust review mechanisms to prevent abuse and protect taxpayer rights.

Chapter V: Constitutional Principles on Income Tax Authorities:

This chapter discusses the principles of the constitutional commitment to procedural fairness,
access to justice, and rule of law, recognizing that extensive discretionary powers vested in
assessing officers necessitate robust review mechanisms to prevent abuse and protect taxpayer

rights.

Chapter VI: Practical Challenges, Technological Innovation, Contemporary Reforms,
Conclusion This chapter investigates practical implementation challenges arising from
discretionary powers, procedural ambiguities, and institutional constraints. It examines tribunal
data, administrative circulars, and institutional reports to assess enforcement challenges, dispute
proliferation, appellate backlogs, and grievance redressal inefficiencies This chapter examines
contemporary reform initiatives including faceless assessments, digitalization, automated risk
profiling, and technology integration designed to enhance fairness and efficiency. This chapter
synthesizes findings from preceding chapters, critically evaluates the adequacy of existing
constitutional, statutory, and procedural frameworks in balancing tax enforcement with
taxpayer protection. The chapter addresses how proposed reforms respond to identified gaps,
substantiates reform recommendations through comparative analysis and jurisprudential

precedent, and identifies residual challenges requiring ongoing institutional evolution.
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CHAPTER-1I

STATUTORY FRAMEWORK OF INCOME TAX AUTHORITIES:

Taxation constitutes the cornerstone of modern democratic governance, representing the
primary mechanism through which the State mobilizes revenue for public expenditure,
economic development, and welfare programmes. In India, the levy and collection of income
tax form a critical component of direct taxation policy, providing substantial resources for
national infrastructure, social security, and administrative functioning. The Income Tax Act,
1961 (hereinafter "the Act"), which came into force on 1st April 1962, establishes the
comprehensive legislative framework governing the assessment, collection, and enforcement
of income tax throughout India. However, such expansive administrative discretion
inherently creates tension between the State's legitimate revenue enforcement imperatives and
the constitutional rights of taxpayers to fair treatment, due process, and protection against

arbitrary action.

2.1 CONSTITUTIONAL FRAMEWORK

L.

ARTICLE 265:

No tax shall be levied or collected except by authority of law". This fundamental principle,
embodying the ancient maxim NO TAXATION WITHOUT REPRESENTATION which
means no tax can be levied or collected unless it is enacted by law as a legislation. After the
authority of law it distinguishes between "levy" which is the legal imposition of tax through
legislation and collection which is the actual recovery of tax amounts, requiring both actions to

possess valid legal foundation.*
ARTICLE 246:

The constitutional distribution of legislative powers concerning taxation is provided under
Article 246 read with the Seventh Schedule to the Constitution. Article 246(1) confers upon
Parliament exclusive power to legislate on matters enumerated in List I of the Seventh
Schedule. Entry 82 of the Union List specifically authorizes Parliament to legislate regarding

taxes on income other than agricultural income. The exclusion of agricultural income from

4 India Const. art. 265.
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Parliament's legislative competence preserves State autonomy over agrarian taxation, by

recognising agricultural revenue as a traditional State subject under Entry 46 of List I1.3
3. ARTICLE 14:

While Parliament possesses wide legislative competence in fiscal matters, tax legislation
remains subject to fundamental rights constraints enshrined in Part III of the Constitution.
Article 14, guaranteeing equality before law and equal protection of laws, constitutes the

primary constitutional check against arbitrary or discriminatory taxation.®
4. ARTICLE 19(1)(g):

Which guarantees freedom to practice any profession or carry on any occupation, trade, or
business, imposes additional constraints on tax provisions that may burden commercial activity.
The Supreme Court upheld Section 139AA of the Act which mandates Aadhaar linkage
for PAN and income tax returns which is held against Article 19(1)(g) challenges, holding that

reasonable fiscal regulations do not unconstitutionally restrict commercial freedoms.’

ARTICLE 21: Right to life and personal liberty has acquired expanded interpretive scope
following Maneka Gandhi v. Union of India, requiring not merely procedure established by law
but procedure that is fair, just and reasonable. This constitutional evolution has profound
implications for tax administration, subjecting procedural aspects of assessment, investigation,

and enforcement to substantive fairness scrutiny.®

ARTICLE 300A: No person shall be deprived of property save by authority of law, though no
longer a fundamental right, continues to constrain taxation. Tax authorities cannot deprive
taxpayers of property through assessment or recovery actions lacking proper statutory

authorization.’
2.2INCOME TAX ACT 1961- INCOME TAX AUTHORITIES

The Direct Taxes Administration Enquiry Committee (Mahavir Tyagi Committee), which

5 India Const. art. 246.

% India Const. art. 14

7 India Const. art. 19, cl. 1(g).
8 India Const. art. 21

% India Const. art. 300A.
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submitted its report on 30th November 1959, recommended substantial administrative and
legislative reforms, culminating in the enactment of the Income Tax Act, 1961. The new Act,
extending to the whole of India including Jammu and Kashmir, replaced the 1922 legislation
with effect from 1st April 1962. The 1961 Act introduced significant structural improvements
including rationalized assessment procedures, clearer definitions of income heads, and

enhanced administrative safeguards.

Parallelly, the Central Board of Revenue, originally constituted under the Central Board of
Revenue Act, 1924 as a unified authority administering both direct and indirect taxes, was
bifurcated on Ist January 1964 pursuant to Section 3 of the Central Board of Revenue Act,
1963. This division created two distinct entities: the Central Board of Direct Taxes (CBDT)
and the Central Board of Excise and Customs later referred as Central Board of Indirect Taxes
and Customs, recognizing the administrative complexity of managing both tax domains under

a single authority.

Hierarchical Structure of Income Tax Authorities

The framework of income tax authorities in India, as extensively analysed in leading academic
journals and scholarly publications, presents a sophisticated hierarchical structure designed to

ensure efficient tax administration at multiple levels.

Section 116 of the Income Tax Act, 1961, establishes the comprehensive hierarchy of income
tax authorities. The CBDT functions as a statutory authority under the Department of
Revenue, Ministry of Finance, and serves as the highest administrative body responsible for
formulating policies, supervising the Income Tax Department, and ensuring effective

enforcement of direct tax laws.

Below the CBDT, the hierarchy comprises:

Principal Directors General of Income-tax or Principal Chief Commissioners of Income-tax

Directors General of Income-tax or Chief Commissioners of Income-tax

Principal Directors of Income-tax or Principal Commissioners of Income-tax

Directors of Income-tax or Commissioners of Income-tax or Commissioners of Income-tax
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(Appeals)

o Additional Directors or Additional Commissioners of Income-tax

o Joint Directors or Joint Commissioners of Income-tax

e Deputy Directors or Deputy Commissioners of Income-tax

o Assistant Directors or Assistant Commissioners of Income-tax

e Income-tax Officers

o Tax Recovery Officers

o Inspectors of Income-tax

Appointment and Control of Income Tax Authorities

Section 117 of the Income Tax Act governs the appointment of income tax authorities. The
Central Government holds primary authority to appoint income tax officials, though it may

authorize the CBDT or higher-ranking officials.

Section 118 empowers the CBDT to direct subordination relationships among income tax
authorities through official gazette notifications. This provision establishes clear lines of

authority and accountability within the administrative structure.

Section 119 further grants the CBDT authority to issue orders, instructions, and directions to
subordinate authorities for proper administration of the Act. However, crucial safeguards
prevent the CBDT from directing particular assessments in specific cases or interfering with
the appellate discretion of Commissioners (Appeals), thereby preserving quasi-judicial

independence.

2.3 Jurisdictional Framework

Section 120 establishes the jurisdictional framework for income tax authorities. The CBDT
issues directions determining how authorities exercise powers and perform functions under the
Act, considering various criteria including territorial area, persons or classes of persons,

incomes or classes of income, and cases or classes of cases.
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Section 124 specifically addresses the jurisdiction of Assessing Officers. An Assessing
Officer has jurisdiction over any area assigned and shall have authority over any person carrying
on business or profession if the place of business is within that area, or if business is carried on
in multiple locations, if the principal place of business is within the area. For other persons,

jurisdiction is determined by residence within the area.

Section 130, introduced to facilitate faceless jurisdiction, empowers the Central Government
to establish schemes eliminating interface between tax authorities and assesses reflecting

technological innovation.!”
CHAPTER III
EXERCISE OF POWERS AND FUNCTIONS OF INCOME TAX AUTHORITIES

The Income Tax Act, 1961 represents a complex statutory architecture that distributes
investigative, assessment, and enforcement powers across multiple tiers of income tax
authorities operating within India's direct tax administration system. These authorities
including Assessing Officers, Deputy Commissioners, Commissioners, and the Central Board
of Direct Taxes (CBDT) which is regarded as the institutional backbone of tax administration,

vested with discretionary powers
3.1 Section 131: Powers of Discovery, Production, and Examination

Section 131 of the Income Tax Act, 1961 represents one of the most expansive provisions
granting investigative powers to tax authorities. Any income-tax authority which is
empowered under the Act, for the purposes thereof, shall have the same powers as are vested

in a court under the Code of Civil Procedure, 1908 in relation to:
(a) Discovery and inspection;

(b) Enforcing attendance of any person, including banking company officers, and examining such

person on oath;

(c) Compelling production of books of account, documents, or records;

19 Income Tax Act, 1961, §§ 116-120, 124, 130.
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(d) Issuing commissions for examination of witnesses or production of documents.

The officers authorized to exercise powers under Section 131 include Assessing Officers,
Deputy Commissioners, Joint Commissioners, Commissioners, Principal Commissioners,
Income Tax Officers, Assistant Directors, Deputy Directors, and the Dispute Resolution
Panel. The statutory language conferring powers with same force as civil courts constitutes an
exceptionally broad grant of investigative authority, effectively extending civil court-like

compulsory mechanisms to income tax administration.'!
3.2 Section 132: Powers of Search and Seizure

Section 132 of the Act confers upon the Director of Inspection or Commissioner authority to

authorize search and seizure operations when the authority possesses reasonable belief that:

(@) a person has failed or omitted to produce books of account or documents as required by
summons;

(b) a person will not produce books or documents relevant to tax proceedings; or

(©) a person possesses undisclosed income, property, money, or valuables representing

income not disclosed for tax purposes.'?
The statutory provision empowers authorized officers to:

(1) Enter and search any building or place where books, documents, or undisclosed property

are suspected to be kept;

(i1) Break open locks of doors, receptacles, safes, or almirahs where keys are unavailable;
(iii)  Seize books of account, documents, or undisclosed property;

(iv)  Examine persons encountered during search on oath;

v) Impound seized materials for examination.

! Income Tax Act, 1961, § 131 (India).
12 Income Tax Act, 1961, § 132 (India).
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3.3 Section 142: Powers to Issue Notices and Demand Information

Section 142(1) of the Act empowers the Assessing Officer to issue notice to any person believed

by the Officer to have either:
(a) income chargeable to tax;
(b) information concerning another person's income; or
(c) documents relevant to tax determination.

The notice requires production of specified documents, submission of information, or

appearance for examination within prescribed periods.

Section 142(1) represents the foundational procedural mechanism through which tax
administration commences in typical assessment cases, triggering the adversarial process
between tax authority and taxpayer. Courts have construed Section 142 powers as
fundamental to tax administration, permitting issuance of notices and information demands

across wide categories of cases.!?
3.4 Penalty Authority: Section 274-277

Sections 274-276 of the Act define the procedural framework through which tax authorities
may impose penalties for various categories of tax violations, including failure to maintain
books of account, underreporting of income, failure to furnish returns, and providing false

information.

Section 274 establishes procedural prerequisites for penalty imposition: no penalty order shall
be made unless the assessee has been heard or given reasonable opportunity of being heard.

Section 275 prescribes limitation periods within which penalty orders must be passed.
Section 276 establishes graduated penalty scales calibrated according to violation severity.'*

The statutory framework grants tax authorities substantial discretion regarding penalty

quantum within statutory maxima, selection of categories of violations to penalize, and

13 Income Tax Act, 1961, § 142 (India).
4 Income Tax Act, 1961, § 274-276 (India).
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determinations of whether particular factual circumstances constitute violations warranting
penalties. This discretionary domain has generated significant jurisprudence concerning

procedural fairness and constitutional constraints.

CHAPTER-1V

APPELLATE MECHANISM IN INCOME TAX DISPUTES

The Income Tax Act, 1961 establishes a multi-tiered appellate framework designed to provide
taxpayers with adequate remedies against erroneous, arbitrary, or unreasonable administrative
actions by tax authorities. This appellate mechanism reflects the constitutional commitment to
procedural fairness, access to justice, and rule of law, recognizing that extensive discretionary
powers vested in assessing officers necessitate robust review mechanisms to prevent abuse and

protect taxpayer rights.

However, empirical evidence reveals systemic challenges including massive pendency,
prolonged delays, inadequate infrastructure, and procedural inefficiencies that significantly
impair the appellate system's effectiveness. As of March 2022, approximately 5.02 lakh
appeals remained pending at the Commissioner (Appeals) level alone, with an 87.3%
pendency rate and I14.18 lakh crore locked in disputes. This chapter critically examines the
statutory framework, procedural mechanisms, systemic challenges, and reform imperatives

governing income tax appellate adjudication in India.

4.1 APPELLATE MECHANISM:

L.

The four-tier structure creates a functionally integrated appellate framework where:

CIT(A) provides immediate administrative correction of assessment errors through

comprehensive factual and legal review;

ITAT offers specialized quasi-judicial adjudication combining legal expertise with technical tax

knowledge, serving as the final fact-finding forum;

Under the Income Tax Act, 1961, Sections 256 to 260" confer significant jurisdiction on the

High Courts in the realm of income tax adjudication and appellate review. Section 256

15 Income Tax Act, 1961, §§ 256-260
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empowers the High Court to exercise revisional jurisdiction, whereby it may call for and
examine the record of any proceeding before any income tax authority subordinate to it, if it is
satisfied that such proceedings are prejudicial to the interests of the revenue or the taxpayer.
Section 257 enables the High Court to issue writs and directions in the nature of prerogative

writs for enforcing fundamental rights and legal remedies in income tax matters.

Further, Sections 259 and 260 delineate the appellate hierarchy, permitting appeals to the High
Court against orders passed by the Income Tax Appellate Tribunal and Commissioners
(Appeals) respectively, subject to conditions prescribed by the Act. Collectively, these
provisions ensure robust judicial scrutiny over tax authorities’ discretionary powers and

operational decisions, safeguarding both revenue interests and taxpayer rights.

High Courts ensure uniform interpretation and application of tax laws within their territorial

jurisdiction, resolving substantial legal questions;

Supreme Court maintains national uniformity in tax jurisprudence and intervenes only in cases

of exceptional legal significance or grave injustice.

CIT(A) serves as the first appellate authority under the Income Tax Act, 1961. Any assessee
aggrieved by an assessment order, penalty, or certain other adverse decisions may appeal to
CIT(A) within 30 days of receipt of the order. CIT(A) operates as a quasi-judicial forum,
examining both facts and law relevant to appeals. The powers vested in CIT(A) are
comprehensive: to confirm, reduce, enhance, or annul the assessment after providing a personal
hearing and recording reasons for the decision. CIT(A) holds functions to admit additional
evidence, direct further inquiries, and ensure compliance with procedural standards of natural

justice.

ITAT functions as the second appellate forum and is recognized as the final fact- finding
authority for income tax disputes. It consists of Judicial and Accountant Members, enabling
thorough consideration of both legal and financial complexities. Litigants may appeal to ITAT
against decisions of CIT(A) or certain orders of higher authorities. ITAT’s powers include re-
examining facts, remanding cases, and rectifying mistakes apparent from the record. It conducts
hearings akin to civil proceedings where parties present evidence and arguments, and its decisions are

binding unless a substantial question of law arises. ITAT operates independently from the Income Tax
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Department, promoting impartiality.'®

e Appeals to High Court are limited to substantial questions of law arising from ITAT’s orders.

The High Court functions as the guardian of legal interpretation, ensuring

consistency and the constitutional propriety of lower forum decisions. Its jurisdiction is
confined; the High Court does not reappreciate facts but addresses whether the law was
correctly applied by ITAT. The procedure includes formulation of the legal question and full

judicial scrutiny, with its rulings setting binding precedents for subordinate forums.!”

e As the apex appellate forum, the Supreme Court intervenes through special leave petitions in
tax matters only in exceptional cases—where grave injustice, significant legal questions, or
serious violation of constitutional principles is alleged. The Supreme Court’s judgments
establish the final word on legal interpretation, harmonizing tax jurisprudence

nationwide.!8

Together, these appellate mechanisms form a layered remedy structure: CIT(A) safeguards
factual and procedural fairness, ITAT ensures technical and legal integrity, High Court
standardizes legal understanding, and the Supreme Court guarantees constitutional
conformity. Their interplay not only protects taxpayers’ rights but also fosters credibility and

accountability in India’s revenue administration.!'”

CHAPTER V

CONSTITUTIONAL PRINCIPLES ON AUTHORITY POWER
5.1Article 14: Equality and Non-Arbitrariness

Article 14 of the Constitution of India provides: "The State shall not deny to any person equality
before the law or the equal protection of the laws." This constitutional guarantee operates as
fundamental constraint upon all governmental action, including tax authority exercise of

discretion.2°

16 Income Tax Act, 1961, §§ 252, 253
17 Income Tax Act, 1961, § 260A

'8 India Const. art. 136.

19 Income Tax Act, 1961, §§ 260, 261
20 India Const. art. 14.
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The Doctrine of Non-Arbitrariness

The Supreme Court has interpreted Article 14 to embody an overarching principle of non-
arbitrariness, extending beyond traditional equality/classification framework. In E.P. Royappa
v. State of Tamil Nadu (1974) 4 SCC 3, Justice Bhagwati articulated that equality is a dynamic
concept with many aspects and dimensions and it cannot remain static in a given Constitution
like ours which is, socialistic and dynamic in nature. The Court held that arbitrariness would
constitute violation of Article 14 even absent discriminatory differential treatment—absolute

arbitrariness violates the constitutional guarantee.?!

JUDICIAL PRECEDENT: Maneka Gandhi v. Union of India (1978) 1 SCC 248, the Court
held that Article 19(1)(g) prohibiting laws imposing restrictions must be read in conjunction
with Article 14's reasonableness requirement. The Court established that any law or
administrative action must satisfy reasonableness test: it must be for legitimate governmental

objective, rationally connected to that objective, and not constituting arbitrary deprivation.??
5.2 Audi Alteram Partem (Right to Fair Hearing)

The principle of audi alteram partem (hear the other side) represents fundamental procedural
safeguard constraining tax authority exercise. This principle requires that authorities afford
taxpayers opportunity to respond before making determination adversely affecting taxpayer

interests.
Provisions following AUDI ALTERAM PARTEM:

The Act incorporates audi alteram partem through multiple provisions. Section 142 requires
that notice be issued to taxpayer before information is obtained from third parties or
assessments are finalized, affording opportunity to respond. Section 274 explicitly mandates
that no penalty order shall be made unless assessee has been heard or given reasonable

opportunity.?’

2L E.P. Royappa v. State of Tamil Nadu, (1974) 4 SCC 3 (India).
22 Maneka Gandhi v. Union of India, (1978) 1 SCC 248 (India).
2 Income Tax Act, 1961, §§ 142, 274
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5.3 Nemo Judex in Causa Sua (Absence of Bias)

5.4

The principle of nemo judex in causa sua (no one should be judge in their own case) operates
as constraint upon authority discretion, requiring that decisions be made by impartial officers

without predisposition or conflict of interest.

Tax authorities exercise quasi-judicial functions in determining tax liability and imposing
penalties. These functions impartiality but they duty of decision-makers must be genuinely
open to evidence and arguments from both revenue and taxpayer perspectives. Officers who

have predetermined conclusions violate this principle.

In R. Chitralekha v. State of Mysore (1964) 5 SCC 294, the Supreme Court held that quasi-
judicial determinations must be made by impartial officers, establishing that apparent or actual
bias vitiates determinations. Courts have extended this principle to tax authorities, holding that
assessments based upon predetermined conclusions or demonstrable officer prejudgment

constitute violations of nemo judex principle and thus Article 14.%*
Natural Justice as Principles of Due Process

Due process protection has been operationalized through principles of natural justice by the
maxim of audi alteram partem (right to fair hearing) and nemo judex by maxim of causa sua

(absence of bias). These principles impose upon tax authorities the obligations to:

(a) Provide notice to affected parties regarding adverse information or findings;

(b) Afford opportunity to respond to allegations or show cause against proposed action;

(c) Disclose basis for authority conclusions to permit meaningful response;

(d) Conduct proceedings without bias or prejudgment;

(e) Issue reasoned orders explaining factual findings and legal conclusions.

In Union of India v. Rajesh Kumar (2006) 11 SCC 174, the Supreme Court held that tax

authority assessments must comply with natural justice principles. The Court held that where

24 R. Chitralekha v. State of Mysore, (1964) 5 SCC 294 (India).
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assessment conclusions rest upon assumptions of undisclosed income or income sources, the
assessee must be afforded opportunity to respond to those assumptions before assessment

finalization.?
CHAPTER VI
CHALLENGES, TECHNOLOGICAL INNOVATION AND CONCLUSION
6.1 Dispute Proliferation and Grievance Redressal Inefficiencies 26
1. Quantitative Scope of Pending Disputes:

As of FY 2023-24, the aggregate disputed amount across all appeal stages reached Rs.
14,21,130.27 crore. This staggering figure reflects not merely backlog quantity but substantive
allocative inefficiency: capital remains locked in dispute limbo, limiting taxpayers'
operational flexibility and investment capacity. For small and medium enterprises, extended
dispute timelines impose disproportionate costs, incentivizing settlement even of meritorious

appeals.
2. Grievance Redressal Mechanisms' Functional Inadequacy:

Beyond formal appellate structures, parallel grievance redressal mechanisms— including
commissioner revision (Section 263), rectification of mistakes (Section 154), and departmental

appeals—function with insufficient coordination, creating

redundant filings and confusion regarding appropriate remedial pathways. The Vivad Se
Vishwas (VSV) settlement scheme, while providing a temporal escape valve for certain
categories of disputes, has been underutilized due to its stringent conditions (payment of 25-
50% of tax with no interest or penalty waiver), suggesting that the scheme incentivizes

settlement over substantive dispute resolution.

25 Union of India v. Rajesh Kumar, (2006) 11 SCC 174 (India).

26 Dispute Resolution in Tax Matters: An India-UK Comparative Perspective, Nishith Desai Associates Research
Atrticle,” available at

http://www.nishithdesai.com/fileadmin/user _upload/pdfs/Research%20Articles/Dispute Resolution_in_Tax Ma
tters.pdf™.
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6.2 Identified Systemic Gaps Necessitating Structural Reform
A. Temporal Accessibility Gap:

By analysing the past 15- 20year average resolution timeline which renders appellate relief
temporally inaccessible for many taxpayers. Small businesses cannot sustain operational
uncertainty across two decades; individual taxpayers face retirement or death before appeal
resolution. This temporal denial of remedial access constitutes a de facto denial of the rightto
fair hearing, violating substantive due process even if formal procedural safeguards are

nominally observed.
A. Appellate Capacity-Demand Mismatch:

The significant gap between appellate case filing rates and disposal capacity necessitates
resource restructuring. Current sanctioned strength of appellate authorities remains insufficient

relative to the tax base and litigation volume.

Structural reform must encompass not merely procedural tweaks but genuine resource

augmentation clubbed up with case management innovations.
B. Proportionality Doctrine Application Inconsistency:

While proportionality principles offer substantive protection against disproportionate exercise
of tax authority powers, their application remains inconsistent. Courts sometimes default to the
more deferential Wednesbury standard even where fundamental rights are implicated,
particularly in complex fiscal matters involving policy determinations. Clearer jurisprudential
guidance on the proportionality standard's applicability to tax authority decisions is

necessary.?’
6.3 FACELESS ASSESSMENTS

India’s Faceless Assessment Scheme, initiated under Section 144B in 2020, marks a shift to
technology-driven, centralized assessments intended to minimize subjective human discretion

and reduce corruption. The process relies on random algorithmic assignment and digital

27 NUALS Law Journal (October 2024), "Proportionality Principle in India: A Hollow Promise?" Available at:
https://nualslawjournal.com/2024/10/23/proportionality-principle-in-india-a-hollow-promise/
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collaboration between specialized assessment units, emphasizing transparency and

eliminating direct taxpayer-officer interaction.?®

Despite these improvements, faceless assessments present procedural challenges: taxpayers
often receive generic, template-based notices and abbreviated response periods, which limit

their capacity to present tailored replies or clarify facts—raising concerns under

constitutional guarantees of fairness and natural justice (Articles 14 and 21). The lack of in-
person hearings further restricts effective participation, and issues such as poor technological
infrastructure disproportionately affect the resource-poor. Case assignment by algorithm,

without considering officer expertise, can impact accuracy.
6.4 CONCLUSION

The study on the role and powers of income tax authorities under the Income Tax Act, 1961
reveals a complex interplay between expansive discretionary powers and constitutional
principles safeguarding fairness, transparency, and accountability. The constitutional and
statutory framework provides a robust foundation for income tax administration; however,
practical challenges arising from discretionary ambiguities, procedural inconsistencies, and
systemic inefficiencies persist. Judicial precedents have played a vital role in delineating the
boundaries of authority, emphasizing natural justice, proportionality, and reasoned decision-

making to curb arbitrary exercises of power.

The appellate mechanism ensures layered scrutiny of administrative actions but suffers from
significant delays and pendency, undermining timely justice for taxpayers. Technological
innovations, particularly the Faceless Assessment Scheme and automated risk profiling, signify

a paradigm shift aimed at enhancing transparency and reducing human bias.

Nonetheless, these advancements also introduce new concerns, including algorithmic opacity,
restricted taxpayer participation, and procedural rigidity, which challenge the constitutional

mandate of a fair hearing.

This research underscores the urgent need for comprehensive reforms encompassing legislative

clarity, institutional accountability, procedural safeguards, and technology governance.

28 Income Tax Act, 1961, § 144B (India).
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Proposed reforms include codifying taxpayer rights, mandating specific and reasoned
communications, ensuring mandatory personal hearings upon request, instituting transparent

algorithmic processes with human oversight, and strengthening grievance

redressal mechanisms. Enhanced appellate infrastructure and alternative dispute resolution
methods are crucial to addressing systemic backlog. Balancing efficient tax enforcement with
constitutional fairness remains an ongoing challenge demanding integrated, multi-faceted
solutions. This study contributes to the discourse by providing a synthesis of doctrinal analysis,
empirical realities, and reform proposals aimed at evolving India’s tax administration into a
transparent, equitable, and effective system aligned with constitutional ideals and digital

governance imperatives.
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