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INTRODUCTION

he rapid advancement of Artificial

Intelligence (AI) has transformed various

industries, including tax compliance and

corporate governance. In India, where

taxation laws are intricate and ever-evolving,
Al has the potential to revolutionize tax management
for businesses and professionals. The introduction of
the Income Tax Bill, 2025, brings new reforms that
align with technological advancements, making Al
integration even more critical in tax compliance. This
article explores the impact of Al on tax compliance,
its benefits, challenges, the role of the Income Tax Bill,
2025 and its implications for the MSME sector, rural
India, and women entrepreneurship. Additionally, a
comparative analysis with taxation systems in the United
States, Canada and the United Kingdom highlights global
best practices and how India can leverage Al for better
Tax compliance.

EVOLUTION OF TAX COMPLIANCE: FROM
INCOME TAX ACT, 1961 TO INCOME TAX
BILL, 2025

The Income Tax Act, 1961 laid the foundation for Direct
Taxation in India, focusing on compliance through
manual filings and audits. Over the decades, tax reforms
introduced electronic filing (e-filing) and Goods
and Services Tax (GST) mechanisms. However, the
compliance remained a challenge, particularly for small
businesses and rural enterprises.
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With the Income Tax Bill, 2025, the government has
proposed modernizing the tax structure by incorporating
Al-driven solutions, real-time monitoring and digital
compliance tools. Key improvements over the IT Act,
1961 include:

*  Al-powered tax scrutiny: Automated assessment of
returns to detect discrepancies.

e Simplified compliance for MSMEs: Al-enabled portals
for easier tax filing.

e  Enhanced fraud detection: Machine learning models
identifying fraudulent transactions.

THE ROLE OF AI IN TAX COMPLIANCE

Tax compliance involves adherence to statutory tax
regulations, filing accurate returns and ensuring timely
payments. Al-powered solutions are now being deployed
to streamline tax-related operations, reducing human
intervention and increasing accuracy. The key areas
where Al is making a significant impact include:

1. Automated Tax Filing and Reporting: Al-powered
tax software automates the tax filing process, ensuring
accurate computation and timely submission of
returns. These systems analyze financial data, classify
transactions and generate tax reports with minimal
manual input. With the Income Tax Bill, 2025, Al-
driven systems will play an essential role in integrating
real-time tax updates and assisting businesses in
adhering to new regulatory requirements.

2. Error Detection and Fraud Prevention: Al-
algorithms can identify inconsistencies, anomalies,
and potential fraud in tax filings by analyzing vast
amounts of financial data. By detecting discrepancies
early, Al enhances tax compliance and mitigates risks
of penalties. With stricter compliance mechanisms
under the Income Tax Bill, 2025, AI will help
businesses stay aligned with regulatory requirements.

3. Real-time Tax Audits and GAAR Implementation:
Al- facilitates real-time auditing of financial records,
ensuring continuous compliance with tax laws. The
General Anti-Avoidance Rule (GAAR), introduced
to prevent tax evasion, is now being supplemented
with Al-driven monitoring. AI can cross-check
transactions against prevailing tax regulations,

APRIL 2025 | 93

dTILLYY




F
=
<
E=
~
<

Artificial Intelligence and Tax Compliance: A Paradigm Shift

minimizing the risk of non-compliance. The Income
Tax Bill, 2025 enhances these audit mechanisms,
making Al a crucial component in tax governance.

4. Predictive Analytics and Tax Planning: Al-driven
predictive analytics help businesses forecast tax
liabilities and optimize tax planning strategies. By
analyzing historical data, Al can provide actionable
insights to reduce tax burdens legally. The Income
Tax Bill, 2025 provides tax incentives for businesses
leveraging Al in tax planning, making it a strategic
advantage for enterprises.

AI IN THE MSME SECTOR AND RURAL
INDIA

Micro, Small and Medium Enterprises (MSMEs) form the
backbone of India’s economy, contributing significantly
to employment and GDP. Al-driven tax solutions can
ease compliance for MSMEs by:

* Automating tax calculations, reducing errors and
saving time.

e Ensuring adherence to new provisions in the Income
Tax Bill, 2025, which introduces tax benefits for
MSMEs.

e Enabling digital tax reporting, thereby reducing
dependence on manual processes.

RURAL INDIA AND TAX COMPLIANCE

Rural businesses often struggle with tax compliance
due to limited financial literacy and inadequate
access to technology. Al-driven solutions are bridging
this gap by:

*  Providing voice-enabled tax assistance in regional
languages.

e  Enabling mobile-based tax filings through AI-
integrated apps.

e Assisting farmers and rural entrepreneurs in availing
tax benefits under new schemes introduced in the
Income Tax Bill, 2025.

e Implementing Al-powered kiosks in rural areas to
facilitate tax compliance.

A practical example includes Al-driven tax advisory
services launched in states like Maharashtra and Bihar,
where rural business owners receive real-time guidance
through AI chatbots.

AI AND WOMEN ENTREPRENEURSHIP

Women entrepreneurs often face challenges related to
tax compliance due to limited financial expertise and
resources. Al-powered tax solutions can:

e Simplify tax return filings, ensuring hassle-free
compliance.

94 | APRIL 2025

e Provide real-time tax advisory services through Al-
driven chatbots.

* Help women-led businesses take advantage of tax
incentives provided under the Income Tax Bill, 2025.

*  Support Self-Help Groups (SHGs) in managing
taxation efficiently.

AIAND TAX COMPLIANCE: A GLOBAL
COMPARISON

Al adoption in tax compliance is not limited to India.
Countries like the US, Canada and the UK have already
integrated Al-driven solutions into their tax regimes. A
comparative analysis highlights key lessons:

1. United States

+  The IRS uses Al to detect tax fraud and improve
compliance.

+  Al-driven audit selection systems enhance

efficiency in identifying tax evasion.

+ India’s tax framework can adopt similar AI-based
fraud detection models.

2. Canada

+  The Canada Revenue Agency (CRA) uses Al to
analyze tax trends and ensure compliance.

* Al helps in processing large volumes of tax
returns with greater accuracy.

+ India can implement similar Al-driven return
processing systems under the Income Tax Bill,
2025.

3. United Kingdom

+  The HM Revenue & Customs (HMRC) employs
Al for risk assessment and fraud detection.

* Al tools assist in tax dispute resolution and
advisory services.

+ India can leverage AI for digital tax dispute
resolution to reduce litigation backlog.

BENEFITS OF AI IN TAX COMPLIANCE

The integration of Al in tax compliance offers multiple
advantages, including:

* Accuracy and Efficiency: Al minimizes human
errors in tax calculations, ensuring accurate filings
and reducing the risk of penalties.

*  Cost Reduction: Automation reduces the need for
extensive manual intervention, cutting operational
costs for businesses and tax professionals.

* Enhanced Decision-making: Al-driven analytics
provide real-time insights into tax obligations,
enabling better financial decision-making.
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Regulatory Adaptability: AI systems can be
programmed to adapt to changes in tax laws and
regulations, ensuring continuous compliance without
manual updates.

Time-saving for MSMEs and Rural Enterprises: Al
streamlines tax processes, reducing the burden on
small businesses.

CHALLENGES IN AI IMPLEMENTATION
FOR TAX COMPLIANCE

Despite its advantages, Al adoption in tax compliance
faces several challenges:
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* Al cross-references bank transactions, GST
data, and corporate filings to detect mismatches
and trigger an automated alert system for
anomalies.

+ The integration of GAAR (General Anti-
Avoidance Rules) with AI ensures companies
cannot exploit loopholes for tax benefits.

Faceless Tax Assessment

¢« The Income Tax Bill, 2025, builds on India’s
existing faceless tax assessment system, where Al
allocates cases to officers without human bias.

1. Legal and Regulatory Constraints: Tax laws are * Al enhances transparency by analyzing digital
subject to frequent amendments, and Al systems transactions and filtering cases based on
must be continuously updated to remain compliant compliance behaviour.
with regulatory changes. ) o o

+ The UK’s Making Tax Digital (MTD) Initiative

2. Data Security and Privacy Issues: Tax data is highly serves as a model for Al-driven, real-time digital
sensitive and Al-based solutions must ensure robust tax assessments, which India can adopt.
cybersecurity measures to prevent data breaches.

3. Integration with Existing Systems: Many businesses Als ROLE IN INDIRECT TAXATION
rely on legacy tax management systems that may not ~ AI’s role is expanding beyond direct taxation into GST
be compatible with Al-driven solutions, necessitating ~ compliance, simplifying tax filings for businesses.
substantial investment in infrastructure upgrades.

* Automated GST Returns: Al-powered

4. Ethical and  Accountability: -- systems auto-fill GST returns based on
Concerns Al-driven tax decisions sales and purchase invoices.
must remain transparent and Al in Tax Compliances
accountable, ensuring that | reduces cost and increases | ®E-Invoicing Compliance: Al detects
taxpayers are aware of how their tax efficiency resulting in invoice mismatches, reducing tax evasion
data is processed and utilized. enhanced decision-making, | under the GST framework.

ALIN TAX ASSESSMENT AND | 242DtabIIty 10 equalony | . peq) time Reconciliation: Aldriven

COMPLIANCE MECHANISMS compliané:es for small reconciliation tools match GSTR-1 and

GSTR-3B returns, ensuring businesses

Tax assessment is a critical aspect of
tax compliance, determining the tax

businesses.

liability of individuals and businesses.
Al is revolutionizing this space by automating tax

assessments,

reducing human intervention, and

increasing efficiency.

- -/ claim correct tax credits.

*Fraud Detection: AI tracks supply
chain invoices to prevent fake ITC (Input Tax Credit)
claims, a major issue in GST fraud.
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BLOCKCHAIN AND AI IN TAXATION

The Income Tax Bill, 2025, envisions block chain-powered
tax records to enhance security and transparency.

1. AI in Self-Assessment and Advance Tax

Computation

+  Al-powered tax calculators analyze past income
trends, deductions and business performance to

estimate advance tax liability accurately. 1. Tamper-proof Tax Records

* Al combined with blockchain technology ensures
that tax records are immutable, preventing
fraudulent modifications.

+  For salaried individuals, Al-driven payroll
systems automatically deduct TDS (Tax Deducted
at Source), ensuring correct tax deposits.

+ Countries like Canada and Estonia have
implemented blockchain in tax systems,
improving audit efficiency.

+  The Income Tax Bill, 2025, proposes Al-based
tax assessment notices that auto-adjust based on
verified financial data.

2. Scrutiny Assessments with Al 2. Smart Contracts for Tax Payments

+  Al-based smart contracts automatically execute
tax payments upon fulfilling predefined criteria,
reducing tax compliance delays.

+  The shift from manual scrutiny assessments to
Al-driven real-time verification is reducing tax
evasion.
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ETHICAL AND LEGAL CONSIDERATIONS
IN Al TAXATION

Al-based taxation systems bring ethical and regulatory
challenges, which need careful handling:

*  Algorithmic Bias: AI models must be transparent to
prevent biased tax audits.

* Privacy Concerns: Al's access to financial data,
Aadhaar, and PAN records raises security concerns.

* Dispute Resolution: Al-driven tax penalties must
be explainable and legally challengeable to ensure
fairness.

EXPANDING GLOBAL COMPARISONS:
LESSONS FROM EUROPE AND SINGAPORE

1. Germany’s Al in VAT Compliance

+  Germany’s Al-driven VAT fraud detection
models prevent carousel fraud, a multi-billion-
dollar tax evasion scheme.

+ India’s GSTN system can integrate similar Al
models to curb tax fraud.

2. Singapore’s Al-driven Corporate Tax Advisory

+ Al tools help businesses optimize corporate
tax strategies under Singapore’s IRAS (Inland
Revenue Authority of Singapore).

+ India’s upcoming tax policy can adopt Al-
assisted tax dispute resolution to reduce
litigation.

THE ROLE OF COMPANY SECRETARIES IN
TAXATION, Al AND FINTECH

Company Secretaries (CS) play a crucial role in tax
compliance, regulatory adherence and financial
technology (Fintech) integration. As taxation becomes
more Al-driven, CS professionals are expected to bridge
the gap between corporate governance, compliance and
technological advancements.

1. CSas Tax Compliance Experts in the AI Era

With Al-powered taxation systems, the traditional
role of CS in tax filing and advisory has evolved. Key
responsibilities include:

¢ Al-based Tax Compliance Advisory: CS
professionals help companies integrate AI-driven
tools for automated tax filings and error-free GST
compliance.

¢ Risk Management & GAAR Compliance:
Ensuring  businesses comply with the
General Anti-Avoidance Rules (GAAR) and
preventing tax planning from crossing into
evasion.
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* Faceless Tax Proceedings Management:
The Income Tax Bill, 2025 promotes faceless
assessments, where CS professionals play a role
in ensuring seamless representation before tax
authorities.

2. Company Secretary in Fintech and Al-driven
Taxation

The rise of Fintech has transformed how companies
handle taxation, with CS professionals assisting
businesses in leveraging these advancements:

¢ Digital Tax Payments & Al-based GST Filing:
Companies now use Al-powered Fintech apps for
seamless GST payments. CS professionals ensure
regulatory adherence while adopting these
innovations.

*  Blockchain for Corporate Tax Transparency:
CS professionals advise businesses on blockchain-
based tax reporting, ensuring tamper-proof
compliance.

*  Regulatory Compliance for AI-Driven Fintech
Start-ups: CS professionals guide Fintech firms
in navigating tax laws applicable to Al-based
lending platforms, robo-advisors, and digital
payment firms.

AI AND PREDICTIVE TAXATION: THE
FUTURE OF SMART COMPLIANCE

One of the most revolutionary applications of Al
in taxation is predictive analytics, which enables
businesses and tax authorities to forecast tax
liabilities, detect fraud, and optimize tax planning
strategies.

1. Real-time Tax Adjustments:

Al-powered predictive models can assess a company’s
financial health and suggest real-time tax adjustments
to avoid penalties. This is particularly beneficial for
MSMEs and startups that may lack extensive tax
planning expertise.

2. Al-driven Policy Formulation:
Governments are increasingly leveraging Al to

analyze historical tax data and formulate better
policies. The Income Tax Bill, 2025, for example,

incorporates provisions that encourage digital
transactions and AI adoption in compliance
monitoring.

3. Behavioural Analysis for Tax Fraud Prevention:

Al can study taxpayer behaviour over time and detect
anomalies. For instance, if a business suddenly claims
large deductions, Al algorithms can flag it for manual
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review. This predictive capability enhances fraud
prevention while ensuring honest taxpayers face
minimal scrutiny.
AI AND INDIRECT TAXATION: IMPACT ON
GST AND CUSTOMS

While AI has been instrumental in direct
tax compliance, its role in indirect taxation
(such as GST and customs duties) is equally
transformative.

1. Alin GST Compliance

+  Al-driven tools like automated invoice matching
help businesses prevent mismatches in GST
returns.

+  Machine learning models predict potential GST
refund frauds, reducing revenue leakage for the
government.

2.  Alin Customs and Trade Compliance

+ Al is being deployed at ports and airports to
analyze trade invoices, ensuring correct duty
payments.

+  Blockchain-powered AI solutions help track
cross-border transactions, ensuring transparency
in international trade taxation.

AI AND LITIGATION MANAGEMENT IN
TAXATION

Tax disputes are a major challenge in India, with
thousands of pending cases in tribunals. Al is now

being integrated to expedite dispute resolution
through:
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*  Al-driven case law research: AI tools can analyze
similar past judgments and suggest likely outcomes
for ongoing tax disputes.

*  Virtual Tax Tribunals: Al-powered legal assistants
help tax professionals and businesses prepare
arguments and documentation for tax hearings.

For example, the US Tax Court has begun testing Al-
based systems for reviewing cases and automating
administrative proceedings.

CONCLUSION

Artificial Intelligence is reshaping tax compliance
by automating processes, enhancing accuracy, and
improving decision-making. With the introduction of the
Income Tax Bill, 2025, AT adoption will play a crucial role
in ensuring compliance for businesses, MSMEs, rural
enterprises, and women entrepreneurs. A comparative
analysis with tax systems in the US, Canada, and the
UK provides valuable insights into global best practices.
While challenges remain, the ongoing evolution of Al
promises a more efficient, secure, and transparent tax
ecosystem. Adapting to this paradigm shift will be
essential for businesses navigating India’s complex tax
landscape.
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