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Abstract  

This paper focuses on the present landscape of AI applications in tax administration within India 

and reviews case studies of successful applications, by utilizing both primary researches obtained 

from interviews with tax officials and secondary research from scholarly articles, government 

documents and global comparisons. This study attempts to offer an analysis of how AI is 

transforming tax compliance in India. This paper discusses all type of Taxes and how new features 

of AI being used in performing them. In result tax evasion can be minimized. 
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Introduction  

In 2017, AI became very famous as every household 

was curious about this as how it will work? It was very 

common news every day about companies like Google 

investing lots of amount into developing more and more 

AI applications and other types tools related to AI. 

AI technology covers some interesting areas, from how 

intelligent machines being designed to what our future 

might look like when these machines are more very 

common than humans. 

As we can say, AI (Artificial Intelligence) is about to 

make computers think and act like humans. AI in simple 

words, is to making machines able to learn, solve 

problems, and make decisions, just like a normal human 

being do. AI employs many technologies to enable 

computers to understand language. It also enables 

computers to recognize images, and even to learn from 

their own experiences.  

Artificial intelligence is a field of science. It concerned 

with making such type of computers and machines that 

can learn, reason and act in such a way that would 

normally require human intelligence or that involves 

data whose scale exceeds which humans can't analyze. 

Artificial intelligence makes machines that can think 

like humans and do things that are tagged as "smart." 

AI technology can process large amounts of data sets, 

recognize patterns, make decisions and judge like 

humans’ easy ways than humans.  

AI technology is at the very beginning of some things, 

such as image recognition and classification. 

Literature Review  

As we know that this topic has some shortage of 

published books and articles, so there is a lack of data 

for review. Some online articles and papers have been 

reviewed which are: 

Prof. Neha Saini in his article,"Research Paper on 

Artificial Intelligence & its applications" has 

enlightened that It is the science and engineering of 

making intelligent machines, especially intelligent 

computer programs. It is related to the similar task of 

using computers to understand human intelligence, but 

AI does not have to confine itself to methods that are 

biologically observable. While no consensual definition 

of Artificial Intelligence (AI) exists, AI is broadly 

characterized as the study of computations that allow for 

perception, reason and action. 

N. H. Patil, S. H. Patel and S. D. Lawand in their paper 

"Research Paper on Artificial Intelligence and It’s 

Applications", has defined that Artificial intelligence is 

the intelligence exhibited by machines or software. It is 

the subfield of computer science. Artificial intelligence 

is becoming a popular field in computer science as it has 

enhanced the human life in many areas. 

The similar task of using computers to understand 

human intelligence, but AI does not have to confine 

itself to methods that are biologically observable. While 

no consensual definition of Artificial Intelligence (AI) 

exists, AI is broadly characterized as the study of 

computations that allow for perception, reason and 

action.  
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Application of AI in Taxation System of India 

Artificial intelligence represents the next frontier in this 

digital evolution. AI technologies—including machine 

learning, natural language processing and predictive 

analytics—offer powerful tools to address persistent 

challenges in tax administration: detecting evasion, 

improving compliance, reducing administrative burdens, 

and enhancing taxpayer services. The Central Board of 

Direct Taxes (CBDT) and the Central Board of Indirect 

Taxes and Customs (CBIC) have increasingly 

recognized AI’s potential, initiating various projects to 

integrate these technologies into their operations 

(Ministry of Finance, 2023). 

1. Current AI Implementations 

Project Insight: Launched in 2017, Project Insight 

represents one of India’s most significant investments in 

AI-enabled tax administration. With an initial outlay of 

approximately `1,000 crore, this multi-year project aims 

to create a comprehensive data analytics platform for 

Direct Tax Administration (Income Tax Department, 

2020). Key features include: 

-Non-filer Monitoring System (NMS) 

-Predictive analysis for audit selection 

-360-degree taxpayer profiling 

2. GST Analytics 

The GST system generates vast amounts of transactional 

data, creating opportunities for AI-driven analytics. The 

GSTN has implemented several AI applications: 

-Invoice matching algorithms 

-Risk-based scoring systems 

-Network analysis 

3. Chatbots and Taxpayer Services 

AI-powered virtual assistants have been deployed to 

improve taxpayer services: 

-AskIT: An AI chatbot launched by the Income Tax 

Department that addresses taxpayer queries in natural 

language, handling over 20,000 queries daily during 

peak filing periods (Income Tax Department, 2023). 

-GSTBOT: A virtual assistant for GST-related inquiries, 

capable of answering questions about filing 

requirements, payment procedures, and policy 

clarifications in multiple Indian languages (GSTN, 

2023). 

These implementations reflect a growing recognition of 

AI’s potential to transform both compliance enforcement 

and taxpayer service aspects of tax administration. 

4. Theoretical Frameworks for AI in Tax Compliance 

The application of AI in tax compliance can be 

understood through several theoretical frameworks: 

-Deterrence Theory: Classical deterrence theory 

suggests that compliance improves when the probability 

of detection and the severity of penalties increase 

(Allingham &Sandmo, 1972). AI significantly enhances 

the detection probability by enabling more sophisticated 

and comprehensive data analysis. Research by Das-

Gupta et al. (2021) found that the perceived increase in 

detection probability following the implementation  

-Technology Acceptance Model 

The effectiveness of AI in tax administration depends 

partly on taxpayer acceptance of these technologies. The 

Technology Acceptance Model (TAM) suggests that 

perceived usefulness and ease of use are critical factors 

influencing technology adoption. 

5. Use of AI in Income Tax 

AI tools are being deployed to compare an individual's 

current and past ITRs. The system looks for significant 

variations in income declared, deductions claimed, and 

sources of income. If any abnormal patterns or 

discrepancies are detected, the case may be flagged for 

further scrutiny. 

This data-driven approach allows the tax authorities to 

carry out risk-based assessments, making the process 

more efficient and transparent. It also minimises human 

bias, ensuring a more consistent approach to identifying 

potential tax evasion. 

Faceless, Automated, and More Accurate Tax Scrutiny 

The traditional face-to-face assessments are steadily 

being replaced by faceless evaluations, where the entire 

scrutiny is conducted online. AI plays a key role in: 

 Selecting cases for assessment,  

 Analysing taxpayer behaviour over time,  

 Enhancing the fairness and accuracy of the 

process.  

This move to faceless assessments, combined with AI’s 

analytical power, marks a substantial shift towards a 

more equitable and efficient tax environment. 

The Digital Expansion: Social Media and Virtual Spaces 

Under Watch 

The upcoming Income Tax Bill, expected to come into 

effect from 2026, will further expand the department’s 

digital reach. If tax evasion is suspected through online 

means, authorities may: 

 Access emails, cloud storage, and digital 

wallets,  

 Scrutinise social media activity,  

 Review interactions on online trading or 

investment platforms.  

As per Section 247 of the proposed legislation, even 

password-protected information could be examined if 

deemed necessary. The law also introduces the concept 

of “virtual digital space”, broadening the scope of 

permissible investigation. 

Caution: The Key to Staying Compliant 

With technology leading the charge, maintaining 

compliance is now more critical than ever. Taxpayers 

are expected to: 

 Maintain accurate and transparent financial 

records,  

 Be mindful of their digital footprint,  

 Avoid discrepancies in declared income and 

actual expenses.  

The tax ecosystem is now being described as predictive, 

preventive, and precision-based, meaning AI can 

anticipate, prevent, and pinpoint anomalies more 

effectively than ever before. 
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Conclusion 

While this advancement signals a move towards a more 

efficient and fair tax system, it also places greater 

responsibility on taxpayers to remain active and 

sensible. The fusion of AI and tax governance marks a 

new chapter — one where every digital move could be 

under the scanner. 
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