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MEDIATION IN INCOME TAX 
 

Can the mediation touch give a facelift to the tax regime in India? 

 

It is said that an “ounce of Mediation is worth a pound of Arbitration and a ton of 

Litigation”. Mediation is a part of the Alternative Dispute Resolution (ADR) family. It is a 

voluntary and confidential process where a neutral third party (called the mediator) 

facilitates dialogue and discussion between the disputing parties. In Mediation, the parties 

themselves arrive at a settlement and the mediator does not adjudicate. Since the parties 

forge their own solution, compliance of mediated settlements is high. 

 

 Dispute Redressal under the Income Tax Act 

 

The dispute resolution system in India for 

complaints regarding income tax assessments is a 

convoluted maze. It starts when the taxpayer files 

his tax return to the Assessing Officer (AO). The 

taxpayer, on rejection of his return, files an appeal 

to the Commissioner of Income Tax (Appeals) [CIT 

(A)]. In case the decision rendered is found 

unsatisfactory, the taxpayer then has the option 

of appealing to the Income Tax Appellate Tribunal 

(ITAT). This tribunal is the final fact-finding 

authority and allows a complete re-examination of the facts and evidence. The decision 

rendered here is final and the taxpayer has the option of appealing to the High Court (HC) 

and then the Supreme Court (SC) if the matter contended is limited to a substantial question 

of law. 

 

 Delays & Pendency 

 

The timelines to clear the cases from each of the above-mentioned levels is huge. It takes  

 

 1-2 years at the level of the AO 

 3-4 years (6-8 years in certain jurisdictions) at the level of CIT(A) 

 2-3 years at the level of ITAT 

 3-5 years (8-10 years in certain jurisdictions) at the level of HC 

 5-8 years at the level of SC.  
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For the resolution of a complaint, it is mind-boggling that it could take 10-20 years!1 That is 

years spent running around from pillar to post and hoping against hope that the matter is 

resolved soon. 

 

The number of cases pending at each level is no less shocking. There are about 3,43,000 

cases pending with CIT(A), about 91,500 cases pending with ITAT, close to 42,000 cases 

pending with HC, and close to 6000 cases pending in the SC! The biggest one in terms of 

cases as well as the amount litigated is with the Commissioner of Income-Tax Appeals with 

almost 5 lakh 90 thousand crores locked up in litigation. 

 

While there exists a mechanism in the form of a Settlement Commission under the Income 

Tax Act, 1961, any settlement under it would first start with an admission of liability. This 

aspect is non-negotiable. This is problematic as many taxpayers do not find this appealing. 

 

 Mediation – Can it be a Panacea for Woes Related to Income Tax Disputes? 

 

When one considers the monumental amount of tax money (around 10 lakh crores) kept in 

abeyance for want of settlement of litigations initiated, the need for this reform becomes 

starker.2  

 

Hence, the proposal of the IT department to give taxpayers the option to take up Mediation 

before the finalization of the assessment order is a welcome one. To tackle the 

department’s monumental litigation problem, an internal committee of the department has 

envisaged a two-step process: 

 

— in the first step, the tax department will strive to produce error-free and less 

discretionary assessment orders through vetting by senior tax officials so as to minimize 

disputes; 

— in second step, the draft assessment order prepared by the assessing officer will be 

shared with the taxpayer. At this stage, the taxpayer can opt for mediation and strive to 

arrive at a mutually agreeable assessment order.3 

 

With just a touch of mediation and a sprinkle of openness, we can free up amounts locked 

up in litigation and administer justice. This method has seen the light of the day in many 

other countries and with phenomenal success as well. The United Kingdom, in particular, 

                                                           
1
 http://www.nishithdesai.com/fileadmin/user_upload/pdfs/Research%20Articles/Dispute_Resolution_in_Tax_Matters.pdf 

2
 https://theprint.in/economy/good-news-awaits-income-tax-payers-mediation-now-likely-in-case-of-dispute/226616/ 

3
 Ibid. 
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has seen the average time to solve the disputes fall from 23 months to 2 months.4 It worked 

rather well in cases of individuals and small and medium enterprises with 66% of the cases 

being successfully resolved. This success story speaks of the essence of mediation to solve 

problems quickly and effectively, when compared to the adversarial systems. 

 

The international success story makes one optimistic and welcomes the above-mentioned 

series of proposals to overhaul the tax dispute system – and hopefully this will usher in an 

era of quick resolution and significant reduction of income tax disputes in India.  
 

 
 The above article is the 16th part of a series of knowledge sharing initiative on Mediation 

contributed by Ms. Rukmani Menon, Advocate on behalf of CAMP (http://campmediation.in). 
She is currently attached with CAMP ARBITRATION AND MEDIATION PRACTICE Pvt. Ltd. in 
practising and propagating mediation as an effective mechanism for dispute resolution.   
 

 CAMP is a pioneering institution providing private mediation services so that disputing parties 
can settle their disputes amicably. Envisioned by Laila T Ollapally, it is run by a group of legal 
professionals including retired judges, senior mediators from the Bangalore Mediation Centre 
and senior partners of law firms who are committed to resolving disputes efficiently and 
successfully.  
 

 CAMP is recognized by the Union Ministry of Law and Justice as a qualified mediation service 

provider for government disputes as well as by the International Mediation Institute (IMI) as a 

Qualifying Assessment Program (QAP). IMI is the leading international institution for setting 

professional standards for mediators and collaborative dispute resolution processes. 

 
 

                                                           
4
 Supra note 1. 


