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/ Timely refuntd meclanism constitutes @ cruciad compaonent of tax administration. Audit of
refund cases under GST regime was conducted to assess the adequacy of the rules,
notifications, cic., compliance of extant provisions by the fax authorities and to examine
whether effective internal control mechanism exists o monitor the performance of the
departmental afficials.

The Audic woticed several instances of deficiencies and irregulurities viz. nor isswing
achnowledgement within time, not sanctioning of refunds In time, allowance of irvegilar
refund, excess refund, non-ebservance of principles of muneral fustice, eie.

During the audit of Internal Contrel and Monitoring Mechanism in the selected wnits,
| instances af double payment of vefund amount and non-conduct of post-andit of refund claims
N were afso noticed.

e
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Timely refund mechanism  constitutes & crucial  component  of  tax
administration, as it facilitates trade through release of blocked funds for
working capital, expansion, and modemisation of existimg business. The
provisions pertaining to refund contained in the GST laws aim 1o streamline and
standardise the refund procedures under GST regime. As per CBIC circular
no.125 dated 18 November 2019 and by State Tax Department on
21 November 2019, it was decided that the claim and sanctioning procedure
would be completely online w.e.f 26 September 2019,

In absence of clectronic refund module on the common portal before
26 September 2019, a temporary mechanism was devised and implemented.
Circular No. [T/A720017-GST dated 15 November 2007 and Circular No.
24/24/2017-GST dated 21 December 2017 were issued by the Central Board of
Excise and Customs (CBEC)' preseribing the detailed procedures. Based on
these circulars, the State Tax Department (8TD), Gujaral also issued cireulars
on 23 November 2017 and 3 January 2018 respectively prescribing the process
of manual filing and processing of refund claims. In this electronic-cum-manual
procedure. the applicants were required to file the refund applications in Form
GST RFD-01A on the common portal, take a printout of the Form and submit it
physically to the jurisdictional tax office, along with all supporting documents.

Further processing of  those refund applications, le  issuance of
acknowledgement, issuance of Deficiency Memo, passing of provisional/ final

" Renamed s Central Board of Indireet Taxes and Customs (CBIC) w.e 0 29 March 2018,
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refund orders, payment advice, ete. was being done manually, In order to make
the process of submission of the refund application electronic. Circular
No. T9/53/2018-GST dated 31 December 2018 was issued by the Central Board
of Indirect Taxes and Customs (CBIC), wherein it was specified that the refund
applications in Form GST RFD-01A, dlong with all supporting documents, had
to be submitted electronically. However, various post submission stages of
processing of the refund applications continued to be in manual mode.

The necessary capabilities for making the refund procedure fully electronic,
wherein all the steps from submission of applications 1o processing thercof
could be undertaken electronically, have been deploved on the common portal
with effeet from 26 September 2019 (also ealled Automation of Refund
Process). Accordingly, the Circulars issued earlier, laying down the guidelines
for manual submission and processing of refund claims, have either been
superseded or modified. A fresh set of guidelines has been issued for electronic
submission and processing of refund claims  vide Master Circular
No, 125/44/2019-GST dated 18 November 2019 (CBIC) and by STD, Gujarai
on 21 November 2019, In order to ensure uniformity in implementation of the
provisions of law across field formations, several earlier Circulars have been
superseded vide paragraph 2 of the aforesaid Master Circular. However, the
provisions of the said Circulars shall continue to apply for all refund
applications filed on the common portal before 26 September 2019 and the said
applications shall continue to be processed manually, as was done prior to
deployment of the new system.

Chart 1: Flow Chart on processing of Refund application under GGST

Quline Filing of Refund Application
(RFD-01)

Audit of Refund cases under GST regime was conducied to assess:
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s Adequacy ol the Act, Rules, notifications, circulars, efc. issued in relation
o grant of refund:

» Compliance of extan! provisions by the tax authorities and the efficacy of
the systems in place to ensure compliance by taxpayers: and

o Whether effective internal control mechanism exists to monitor the
performance of the departmental officials in disposing the refund
applications,

The Audit was conducted between November 2020 and June 2021 during which
234 pre-antomation and 1,028 post-automation refund cases processed under
different categories between July 2017 and July 2020 were examinged. The
Department sanctioned State GST refind® of ¥3,961.11 crore and
Z 1,960.63 crore  for the pre-automation and post-automation period
{up Lo July 2020) respectively.

The Goods and Services Tax Network (GS'TN) had provided pan-India refund
data from July 2017 till Julv 2020. Considering that the refund data available
varied substantially on either side of 26 September 2019, refumd risk parameters
for these two stages were also different. Since limited data was available for
period prior to 26 Seplember 2019, the refund applications under each calegory
were sorted in descending order of refund amownt claimed by taxpayers.
Thereafier, sorted refund applications were divided into four guartiles and
sample was drawn. For selecting refund applications filed after 26 September
2019, a composite risk score was devised using risk parameters, such as refund
amount claimed (60 per cent weightage), delay in sanctioning refund
(15 per cent), refund sanctioned/ refund claimed ratio (10 per cenr) and
Deliciency Memo issued (135 per cent). Based on the above arrived risk score,
refund applications were selected for period after 26 September 2019,

Based on the above, 804 cases of pre-antomation period and 1.028 cases of posi-
automation period relating to 103 units falling under 23 Range Offices® (headed
by Deputy Cormnmissioner of State Tax (DCST)) of 11 Divisions* of STD,
Gujarat were selected for audit. Out of these, all the 1,028 post-automation cases
selected for audit were examined. But due to Covid-19 restrictions, out of
selected 804 pre-automation cases pertaining to above 11 Divisions, only
234 cases® pertaining to Ahmedabad, Gandhinagar and Nadiad Range Offices
were audited. The category-wise audit universe and caszes selected for audit
under each category are shown in Appendix T1.

2 2017-18 {% 32748 crore), 2G18-1% (T 1.831.62 crore), 2015920 (T2,555.82 crors) and 2020-21
(T 1.206.82 crore {up to July 20207).

' DCST-l to 3 Ahmedsbad (Division-1) dnd DCST-4 1o 6 Ahmedsbhad (Division-2), DCST-7
randhinagar (Division-3), DCST-R Mehsana (Division-4}, DCST-10 fo £2 Vadodara (Division-3).
DICST-13 Nadizd 20d DOST-14 Bharuch (Division-6), DSCT- 15 to 16 Surat {Division-T), DCST-17
Surat and DCST-18 Valsad (Division-§), DCST-19 Bhavnagar (Division-9), INCST-22 40 23 Ragket
{Division-10), TCST-21 Junagsdh, DUST-24 Janmagar snd IHST-25 Gandhidham (Division-L1),

4 Ahmedabad-1 and 2. Gundhinage-3, Mehsans-4, Vadodara-5 and 6, Surat-7 and 8. Bhavnagur-9,
Rajkot-10a6d 11.

#  These cases pedained to eight DCST offices vz, DCST-1, DCST-2, DOST-3 (Divislon-1), DUST-4,
DCET-5 DCET-6 (Diviglon-2). DCST-T {Tivigion-3] and DCST-13 {Division-6),
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An Entry Meeting was held on 17 November 2020 with the Joint Commissioner
of State Tax (Audit), Gujaral State, Ahmedabad and other officials of the
Department, wherein Audit Scope. Objectives and Methodology were
explained. An Exit Meeting was held on 29 November 2021 with the Joint
Commissioner of State Tax (Audit), Gujarat State, Ahmedabad and other
officials of the Department in which the Audit findings were discussed. The
views expressed by the State Government during the Exit Meeting have been
suitably incorporated in the relevant paragraphs.

2131 Non-production ef records

During audit of eight offices®. 250 pre-automation refund cases were called for
test-check. However, despite follow-up, 16 refund cases’ were not made
available to Audit. In the absence of these records, Audil could not verify
Department’s performance in these cases.

One office® stated (June 2021) in two claims that the print copies of the
applications were nol submitied by the taxpayers o the field office. Hence, no
action has been taken on these applications. One office” stated (April 2022) in
one clam that the clamant had withdrawn the refimd application on
28 June 2021 as it was not visible on the GSTN portal for further process.

In (he remaining cases no response has been received (July 2024).

The following sections/ rules/ notifications provide the guidelines/ procedure
for claiming the refunds:

* Section 54 to 38 and Section 77, of Central Goods and Services Tax
(CGST) Act, 2017 and Gujarat Goods and Services Tax (GGST) Act, 2017;

o Rule 89 10 97A of CGST Rules, 2017 and GGST Rules, 2017;

e Section 15, 16 and 19 of Integrated Goods and Services Tax (IGST)
Act, 2017, and

e Cireulars/ instructions of the Central/ State.

Table 2.1 brings out the extent of deficiencies noted during the Audit of refumd
cases, selected for detailed audit.

=

DUST-] to 7 and DCST-13,

DOST-1 (on#). BCST-2 (two). DCST-3 {three). DOST-4 (three), DICST-6 (one). DCRT-T {five),
DCET-13 fonz),

DCIT-2.

DCST-4&
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Table 2.1 Extent of deficiencies noticed in audit of refund cases
Amount: T in i Ji

Acknowledgement  net  issued 5 " : ;
within tine 1,262 1,38349) 570 Mil 45.00
Refunds net sanctioned in fime 1,262% [ 1,38349 184 Nil 13,00
Deficiencies tn refund of Lero- . . .
Rated supplies 308 66,903 30 119 i0.04
Irregutar allovance of refund on Sl ; :
s coaunt of Invecied dufy stractre R14 63,899 15 13326 2.00
Excess allowance of refunds 12625 [138349] 408 233,05 32.00
Refund of time barred claims 1,025 95629 4 10,7 038
Non-ohservance of principles of _ _
natural justice before rejection of 12625 | 138349 |98 Nil 16,00
refund claim

Other trregularities in issuance of

refind

a, Irregular payment of réfund 5 7 L 2 20,00
urider excess paymenl of lEx

CRlETDTY

b, Irregular refund upder INTRVC = :

category 1 X35 1 Nil 1 000

Senrce: Information compiled during andat,

* Excluding 16 cases niot produced to audit »

"Excluding fhree cases nol produced tw audit. Further, 308 cages include 73 pre-automation and 233 post-
AUTDMATion Cases,

# Exchedmg five cases not produced 1o sudit,

As evident from the Table above. Audit noticed delay in issuance of
aclnowledgment in 45 per cent cases and in issuance of refund orders in
15 per cent cases. In sanciion of Provisional Refunds in Zero-rated supplies,
Andit noticed delay in eight per cent cases (26 out of 308 cases), whereas in
four cases. provisional refund was granied even though these cases were nol
eligible for grant of provisional refund, as discussed in Paragraph 2.1.5.3 (b).

Further, Audit also noticed deviations from provisions of the Acts and Rules
which resulted in frregular refunds i cases pertaming to Inverted Duty
Structure, zero-rated and other than zero-rated supply, The deviations ranged
from two per cent to 32 per cenr of the audit sample.

Andit findings and the lapses identified based on these cases have been included
in the subsequent paragraphs.

Rule 90 (1) and (2) of the Gujarat Goods and Service Tax (GGST) Rules, 2017,
stipulates that where the application relates to claim for refund from the
electronic cash ledger (ECL), an acknowledgement in Form GST RFD-02 shall
be made available to the applicant through the common portal electronically,
clearly indicating the daie of filing of the ¢laim for refund and the time period,
i.e. 60 days, specified for processing of refund application shall be connted from
the date of such filing. For the application relaied io refund other than ECL. the
application shall be forwarded to the proper officer within a period of 15 days

11
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of filing of the said application, who shall scrutinise the application for its
completeness. An acknowledgment in Form GST RFD-02 shall be made
available to the applicant within 15 days through the common portal. The
acknowledpement shall clearlv indicate the date of filing claim and the time
peniod, ie. 60 days, specified for processing of refimd shall be counted from the
date of such filing.

In the audited 11 Divisions, there were 33,083 pre-automation cases processed
up to 25 September 2019 and 18,161 post-automation refumd cases processed
till July 2020. Out of these. 234 pre-automation and 1,028 post-sutomation
refund cases were examined and it was noticed that in 146 pre-automation'”
(62 per cent) and 424 post-automation'' refund cases (41 per cent), there were
delays in issuing acknowledgement ranging from one to 385 days in pre-
automation period. and one to 94 days in post-automation, with the average
delay being 30 days in these cases. Of these, 550 cases were delayed by up to
three months, 16 cases were delayed between three to six months and four cases
were delayed by more than six months.

Further, it was observed that out of these 570 cases in which acknowledgement
was 1ssued with delay, in 156 cases (27 per cent) the refund was also sanctioned
beyond the prescribed period of sixly days.

On this being pointed out in Audit (between January and June 2021,
eight offices'? in respect of 134 pre-automation cases and 20 offices" in respect
of 390 post-automation cases accepted the audil observation (between
February 2021 and June 2024) and aftributed the delay to excessive workload,
shortage of stafl, system errors, Covid-19 pandemic situation, lale submission
of documents by the taxpayers and post-automation process being new to
applicants as wells as officials. Similarly, one office (DCST-14) in 22 post-
automation cases accepted (December 2022) the audit observation and
attributed the delay to regular power cut and poor GSWAN connectivity.

One office (DCST-7), in one post-automation case, did not accept the audit
ohservation and stated (May 2023) that due to technical glitches in GS'TN during
initial stage of post-automation, RFD-03 was not generated online, Hence,
RFD-03 was issued manually, The reply is not convineing as after issuing RFD-
(33, fresh application was required to be filed by the taxpayer.

Replies in respect of 23 cases pertaining to lowr Divisions" are awaited
(July 2024). Also, in 123 pre-automation'? cases, Forms GST RFD-02 were not
available in the records provided to Audit, resulting in non-observance of the
provisions of Rule 90 of the GGST Rules 2017. However, Audit worked out the
delays by adopting the date of filing and date of acknowledgement as available
in other documents provided to Audit.

W ACST-3,DCST- 210 7and 13,

""" DCST-2 t0:8. DCST-1 0+ 19, DCST-21 10 25, ACST-62 and ACST-84.

1 DCST-2 10 7, DCST-13 and ACST-3,

B DOST-2 to 8 DOST-1010 15, DOST-15, DCST-16 ACST-62 and ACST-64). DOST-17, BOST-1E,
DOST-21 to 25.

" Divislon-1 IDCST-3), Divislon<2 {DCST-6), Division-3 {DCST-T), and Division-9 (DCST-19),

5 DOST- to Tand DCST-13,

12
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On this being pointed out, four offices'® in 112 pre-automation cases stated
(between March 2022 and Mayv 2023) that all the work of GST refund
proceedings were done through GUIVATIS system. So, in these cases Form
RFD-02 was available on GUIVATIS portal. One office (DCST-13) in 11 cases
accepted the audil observation and stated (December 2022) that RFD-02 were
not available in records as due to technical issues REFD-02 could not be printed.

Recommendation 2.1 1

The Department may ensure stricter compliance and monitor fimely issuance
uf acknowledgement as stipulated in GGST Act/ Rules,

The provisions of Section 54 (5) and (7) of GGST Act, 2017 and Rule 92 of the
GGST Rules, 2017 stipulate that upen submission of refund application, the
officer shall carry out the examination process, If on examination the refund
claim amount is due and payuble, he shall make an order in Form GST RFD-06,
sanctioning the amount of refund to which the applicant iz entitled, within
60 days of receipt of application,

Further, Section 56 of GGST Act, 2017 provides that if any tax ordered to be
refunded under sub-section (5) of Section 34 is not refunded within sixty days
from the date of receipl ol application, interest al the rate not exceeding
six per cent shall be payable on such refund from the date immediately after the
expiry of sixty days from the date of receipt of application, ull the date of refund
of such tax. The BState Tax Department (STD) wicde Circular 125 of
21 Noveinber 2019 clarified that any tax shall be considered to have been
refunded only when the amount has been credited (o the bank account of the
applicant,

Out of 234 pre-automation and 1,028 post-automation refund cases examined,
Audit noticed that in 86 pre-automation'’ and 98 post-automation’® refund
claims there were delavs in sanction of refunds, ranging from one to 347 days
(pre-automation cases) and one to 135 days (post-automation cases). In 86 pre-
automation cases, a total refund of % 5%.14 crore was sanctioned ranging
between T2 lakh and ¥ 3.89 crore. Outl of these pre-automation cases, in
50} cases the refimd amount sanctioned was less vis-a-wis the amount claimed
and in 36 cases the refund amount sanctioned was same as claimed. Further, in
98 post-automation cases. total refund of T 84,79 crove was sanclioned ranging
between T 6.36 lakh and 2 17.02 crore. Out of these cases, in 48 cases the refund
amount sanctioned was less vis-g-wis the amount claimed and in 50 cases the
refund amount sanctioned was same as claimed. Out of these total 184 cases,
boilh pre-automation and post-automation cases combined, 174 cases were
delayed by up lo three months, seven cases were delayed between three (o
six months and three cases were delayed by more than six months.

% DOSTA4, DCST-5, DCST-H and DCST-T,
T DCST-1to Tand 13; and ACST-9 1011,
¥ DCST-3 to &, DCST-7, BCST-8, DCST-10. DCST-12. BCST-13, DUST-16 to: 18, DCST-21 1025,
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The delay in sanction of refund resulted in non-observance of the provisions of
Section 54(7) of the GGST Act 2017, read with Rule 92 of the GGST Rules
2017. The Department was liable to pay interest of ¥ 21.03 lakh in 98 post-
automation'” cases to the taxpayers under Section 56 of GGST Aet, 2017, for
the delay beyond 00 daye, Flowever, no mierest was paid to the taxpayers.

On this being pointed out in Audit (between February and June 2021), in respect
of 27 pre-automation®® cases and 83 post-automation™ cases. the proper
officers, while accepting the audit observations, stated (between March 2021
and June 2024) that the delays were due to delayed submission of the
reconciliation statements by the taxpayers. time taken to verify the ITC claimed
by them, other administrative works, short attendance of stafi due to Covid-19
pandemic, online mode being new for applicanis as well as officials, technical
issues and late submission of supporting documents by applicants. Six offices®
in respeet of 51 pre-automation cases and four offices™ in respect of 13 post-
automation cases also cited the same reasons for the delay. Regarding payment
of interest, they stated (between August 2021 and May 2024) that the taxpayers
either did not claim any interest or consented for not claiming the imterest.

One office (DCST-13), in one pre-automation case stated (December 2022) that
the refund was sanctioned within 60 days from the dale of submission of
documents manually by the taxpayers.

As per extant rules, once the Department acknowledged the receipt of
application on a particular date, the timeline of 60 days for the purpose of issue
of RED-06 commences from the date of receipt of application, In case of any
deficiency in submission of document, the Department was expected (o issue a
Deficiency Memo in Form RFD-03.

The Department®s reply was, however, silent on non-payment of interest (o the
taxpayers on account of delay in sanction of refunds.

a4

Replies in respect of seven cases pertaining to one Division*® are awaited

(July 2024).

As per Section 16 of the IGST, Act 2017, Zero-rated Supply includes (a) export
of goods or services or both, and (b) supply of zoods or services or both to a
Special Economic Zone Developer or a Special Economic Zone Unit. A
registered person making zero-rated supply shall be eligible to ¢laim refund in
accordance with the provisions of Section 34 of the GGST Act or the rules made
thereunder, as per the following options:

% As the date of wredil of refund amount in faxpayes’s accounf was nut available in pre-auiomation
cases, the interest conld not be worked out: Further. intwo post-mtomation cases (DUST-12) payment
advice (WFD 05 was not iasued hence interest has been worked out Gl 31 July 2021,
DBOST-2,1308T-6,

DCOST-3 10 6, DOST-E, DOST-10, DCET-14 to 18, DCST-21 o234

DCST-1, DCST-3. DCST-4. DCET-5, DCST-7, DCST-13,

DCAT-T7, DCET-12, DOST-13 and DCST-25:

Divigion-1 (CET-2, DCET-3)

- O 0
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{a) Ile may supply goods or serviees or both under Bond or Letter of
Undertaking, without paymenl of integrated tax and claim refund of unutilised
mput tax credit; or

() He may supply goods or services or both, on pavment of integrated tax and
claim refund of such tax paid on goods or services or both supplied.

The deficiencies noticed in the sanction of refund in case of zero-rated supplies
are discussed hereunder:

a) Delay in sanction of provisional refund on account of zero-rated supply

As per Section 54 (6), read with Rule 91. of GGST Rules, 2017, provisional
refund on account of zero-rate supply shall be granted subject to the condition
that the person ¢laiming refund has, during any period of five years immediately
preceding the tax period (o which the ¢laim for refund relates, nol been
prosecuted for any offence under the Act or under an existing law where the
amount of tax evaded exceeds ¥ 2.5 crore. Thereafler, the proper officer®® will
scrutinise the application and the evidence submitted. On being prima facie
satisfied, he shall make a provisional refund order in Form GST RFD-04
sanctiomng minety per cent of the amount of refund due to the said applicant on
provisional basis within & period of seven days from the date of
acknowledgement.

In the andited 11 Divisions, there were 13,458 pre-automation refund cases and
3,796 post-automation refund cases, processed oh account of zero-rated supply
of goods or services or both. Out of these, 73 pre-automation and 2335 post-
automation refond cases were examined, and it was noticed that in 16 pre-
automation®® cases (22 per cens) and 10 post-automation” refund cases
(four per cenr) thers were delays in sanction of provisional refunds ranging
from one to 42 days in pre-automation and four to 44 days in posi-automation
cases. In eight cases, there were delays of more than 15 days in sanction of
provisional refunds, These resulted in non-obsgrvance of the provisions of
Section 34(6) of the GGST Act, 2017 read with Rule 21 of the GGST Rules
2017.

On this being pointed out in Audit (between February and June 2021),
two offices™ in four pre-automation cases did not accept the audit observations
and stated (June and August 2021) that there was oo compulsion to pay the
provisional refund within seven days Irom the date of issue of
acknowledgement, The final refund was sanctioned before 60 days for payment,
Two offices™ in 12 pre-automation cases, while accepting (March 2022 and
May 2024) the audit observaton, attributed the delays to high velume of wark,
administrative reason, delay on part of the taxpayer and system error.

5 Asger Section 2(91) of the GGET Act, 2077 proper officer in relation to any function to be performed
under the Act, mesns the Commissionsr or the officer of the State Tax who is assigned that fonction
by the Commissiones

*  DCST-2 to 4 and DCST-6.

7 DOST-6, DCST-8, DOST-14, DOST-14, DO3T-23 and DOST-25.

2 DBOST-2, DOST,

2 DCST-3, DCST-6,
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Four offices®™® in eight post-automation cases. while accepting the audit
ohservations, attribuled (between March 2021 and June 2024) the delays 1o
high-volume of work, Covid-1% pandemic, shortage of staff and system error,
and stated that no interest has been claimed by the taxpaver. One office (DCST-
14} in one case accepted the andit observation and stated (December 2022) that
the delay was due to regular power cut and poor GSWAN connectivity. Further,
ane office’’ in one post-automation case did not accept the audit observation
and steted (August 2021) that there is no compulsion to pay the provisional
refund within seven days from the date of issue of acknowledgement, The final
refund was sanctioned within 60 days. In both types of cases, replies are not
convinging in view of Rule 21(2) read with Section 54{6) of the Act, wherein it
is clearly stated that the proper officer shall make an order for provisional refund
within seven days from the date of issue of acknowledgement.

Recommendation 2.1.2

The Department needs to strengthen the monitoring mechanisni to ensure
timely payment of refunds including provisional refunds as per tlhe provisions
af the Act, Rules and (nstructions issued therennder.

b) Irregular grant of provisional vefund in cases other than zero-rated
supplies

As per Section 54(6) of GGST Act, 2017, in case of any claim for refund on
account of zero-rated supply of goods or services or both made by registered
persons, 90 per cent of refund claimed may be sanctioned on a provisional basis
and thereafter an order be made under sub-section (3) for final settlement of the
refund claim after due verification ol documents [urmished by the applicant. The
sanction of provisional refund is only admissible in case of zero-rated supply of
goods and’ or services.

Out of 234 pre-automation cases m four Dhivisions, Audi{ noticed that in
four cases*, the Department issued provisional refund of 90 per cent in cases
other than zero-raled supply of goods or services. These cases perlained (o
excess payment of tax (one case), inverted duty structure (two cases) and
deemed export (one case). Thus. there was an irregular grant of provisional
refund of ¥ 1.19 crore.

On this being pointed out (between March and June 2021), one office® in
two pre-automation cases did not accept the audit observation and stated
(December 2022) that due to system error, RFD-06 was not generated. Tlence,
provisional refund was granted in RFD-04 and then final refund was granted in
RFD-06.

The reply of the Depariment is not convincing as the sanction ol provisional
refund is only admissible in case of zero-rated supply of goods and for services

' DOST-25, DUST-23. DEST-14 DOST-E.
4 DCST-6.

3 DEST-3, DOST-13, ACST-6, ACST-53.
¥ DCST-13
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and the case pertains to the pre-automation period where the application was to
be processed manually.

One office™ in one case stated (May 2024) that refund application was
processed unintentionally for provisional refund. There was no revenue loss (o
the Government. One office® in one case accepted (May 2024) that provisional
refund was izsued for other than zero rated supply. However, only the actual
payable amount was paid during final payment.

As per Section 54(3) of the GGST Act 2017, a registered person may c¢laim
refund of any unutilised Input Tax Credit (1TC) ai the end of any tax period
where the credit has accumulated on accouni of rate of tax on inputs being
higher than the rate of tax on output supplies (ie Inverted Duty Structure).
Further, Rule 89(5) of the GGST Rules 2017 prescribes the formula for
maximum refund of unutilised ITC on account of inverted duly structure. As
per Rule, Net ITC includes the input tax credit availed only on inputs (goods)
during the relevant period and does not in¢lude credit availed on input services
and capital goods.

During audit of 11 Divisions, there were 12,953 pre-automation and 9,202 post-
automation refund cases on account of inverted duty structure processed fill
July 2020. Oul of these. 127 pre-automation and 687 post-automation refond
cases were examined, and the deficiencies noticed are highlighted in the
succeeding Paragraphs,

a) Trregular allowance of refund due to consideration of ITC on services and
capital goods

As per Rule 89(5) of the GGST Rules 2017, Net ITC includes the input fax
credit availed only on inputs (goods) during the relevant period and does not
include credit availed on input services and capital goods,

Audit noticed that in three pre—-aummminnié cases the taxpayers had irregularty
¢laimed ITC on input services and capital goods of ® 7,18 lakh and 2 21.89 lakh
respectively which was allowed by the proper officer. This resulted in excess
refund of T 23.83 lakh.

On this being pointed out (March 2021), the Department accepted the audit
observation (September 2021) and recovered ¥ 33.58 lakh, including interest of
2 9.90 |akh.

Similarly, in three post-automation®” refund cases, Audit noticed (between May
and June 2021) that the taxpayer was allowed refund of ¥ 1.29 ¢rore on account
of inverted duty structure. Audit noticed (May 2021) from the GSTR-3B and

¥ DCSTZ
¥ DOST-3
3 DOST-S.
TODCST.14.
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GSTR-1 available in the GSTN portal that the proper officer did not consider
turnover of zero-rated supply for the purpose of Adjusted Total Turnover and
allowed ITC on input services and capital goods. This resulted in excess grant
of refund of T 65.44 lakh.

On this being pointed out, the Depariment dccepted (December 2022) the audit
observation and recovered % 63.44 lakh, However, the reply was silent on
payment of interest for excess claim ol refund.

In another three post-automation’® refund cases, Audit noticed (between
February and April 2021) that while granting refund, the proper officer
considered ITC on input services (¥ 1.80.153)" and capital goods (¥ 19.866)
and allowed the refund on Net I[TC claimed by the taxpayer, The misiake
resulted in irregular allowance of refund of T 1.90 lakh.

On this being pointed out (March 2021), one office® in two post-automation
case did not accept the audil observation and stated (May 2022) that the asount
of capital goods and input services was nol considered in Nel ITC by the
claimant while filing the refund application. Department had also considered
Net I'TC m refund calculation.

Reply is not convinging as in one case the refund was sanctioned considering
Net ITC of T 82,89,668, Ineligible ITC of ¥ 19.866 for capital goods and
% 49,250 for services as claimed in Annexure-B was not deducted from the Net
ITC. Further, as per [TC summary uploaded by the taxpaver, the eligible ITC
was T 82,19,284, Thus, the uploaded TTC summary and Annexure-B were not
cross-verified before sanctioning the refund. No show-cause notice was issued
for diserepancy in Net ITC. In another case. the HSN code provided in
Annexure-B was not considered and eight invoices pertaining to HSNY/ SAC*
code 9985, 9087, 9988 and 9999 were considered as inpuis, instead of input
services, in Net ITC.

Reply in one case (DCST-3) is awaited (July 2024),

b) Excess refund due to inclusion of turnover of export with payment of tax
in turnover of inverted rated supply of goods and services and allowing
excess ITC on inputs

As per Section 34(3) of GGST, Act 2017, refund of unutilised ITC shall be
allowed, only in cases of zero-rated supplies without payment of tax, and supply
of goods or services or both under Inverted Duty Structure. No refund of
vmtilised ITC shall be allowed in cases where the goods are exported out of
India and the supplier of goods or services or both claim refund of the integrated
tax paid on such supplies.

DCET-5 and DTST-6.

npul Services of T 50,727, T 80,176 and T 43250,

DEST-6.

# HEN means Harmoniyed System of Nomenciatore code used for classifying the poods undes GET.
2 BAC means Services Accounfting Code under which serviesy {alling under GST are elassified.

5 4=
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Audit observed that in two pre-automation® refund cases. the taxpayers making
zero-raled supply (export of goods) with payment of tax, claimed refund of
unutilised ['T'C under Inverted Duty Structure. The refund of IGST paid on such
export was required to be claimed as per provision of Rule 96 of GGST, Rules
2017 and the refund of wnutilised ITC was not admissible in such cases.
However, the taxpayer claimed the refund of unutilised ITC of T 60.20 lakh
under inverted tax structure. The proper officer correctly disallowed ITC of
230050 lakh on capital goods and services and sanctioned refund of
T29.71 lakh, but irregularly considered the turnover of export of goods with
payment of tax as tumever of inverted rated supply of goods and services, in
contravention to the provisions of GGST Act, 2017, This resulted in irregular
sanction of refund of ¥ 29.71 lakh,

On this being pointed out (March 2021). the proper officer did not accept the
audit observation and stated (August 2021) that relund on account of inveried
duty structure is neutral whether goods are cleared domestically or exported oul
of India.

Reply is nol convincing as the exporter can claim refund imder Rule %6 of the
GGST Rule if IGST was paid on goods exported out of India. Further, the
Department did not clarify il any refund of integrated tax paid on export was
claimed by the taxpaver under the said Rule. Thus, double claim of refund could
also not be ruled out.

Similarly, in one post-automation™® case (March 2021) the Department allowed
excess refund of T 4.73 lakh to a supplier on the integrated tax paid by him by
wrongly considering the turnover of Export with payment of tax as turnover of
inw:r::;? rated supply of goods and services and considering excess ITC on
npuits™,

On this being pomted out, the Department stated (Tume 2024) that the case falls
under Central Jurisdiction and the authority concerned has informed that the
recovery procedure is under progress.

In two pre-automation*® refund cases, a taxpayer claimed (29 November 2018)
and was sanctioned (09 January 2019) refund of 2 6.70 lakh on account of
supplies to SEZ mmil/ developer with payment of tax for the period July to
September 2018, Audit noticed that the taxpaver, while claiming the refund
under Inverted Duty Suwucture for August 2018 (16 January 2019) and
September 2018 (06 July 2018}, also claimed the refund for SEZ supplies which
wag already claimed by him while claiming the refund under SEZ category for
the period July to September 2018. Thus, the taxpayer irregularly included
turnover of T 21.44 lakh (August 2018) and % 28.68 lakh (September 2018)
related to SEZ supplies in the tumover of inverted raled supply of ¥ 1.92 crore
and ¥ 2.37 crore for August and September 2018 respectively and claimed

DCST-13.

DCST-13.

AR par Ammiciure-B submilied with RFD-01 ITC on maputs, cupitel goods und services was
T 230 ceore, T 272 crore snd 095 croee respectively. The Department congidered ITC on input as
¥ 232 croee,

o DCET-3, ACST-11

[ .
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refund of ITC of ¥ 86.44 lakh"", Further. the IGST of T 2.57 lakh (August 2018)
and ¥ 3.44 lakh (September 2018) was to be excluded in the tax payable on
inverted tated supply. This resulted in irregular allowance of refund of
T 3.75 lakh.

On this being pointed out (June 2021), one office™ did not accept the sudit
observation and stated (July 2021) that if we go through the formula of
maximum refund that can be granted in the case of zero-raled supply of goods
and/ or services without payment of tax or in the case of inverted duty structure,
zero-rated supply is the common element in adjusted total turnover. If the
commen element is deducted from inverted duty structure, the same should be
deducted from the adjusted total turnover to give the taxpayer justice of equity,

Reply of the Department is not convincing as the taxpayer had already
separately claimed refund of tarnover of SEZWP category. Further the adjusted
total turnover is the same both in case of Inverted Duly Structure and zero-rated
supplies without payment of tax as per Rule 89 (5) GGST Rule. Hence, the
turnover of SEZWP category was required to be disallowed from the inverted
rated tumover,

As per Section 54(4) (a) of the GGST Act, 2017, the application of refund shall
be accompanied by such documentary evidence as may be prescribed fo
establish that a refund is due to the applicant,

The 8TD, Gujarat vige Circular No. 39/2018 dated 26 October 2018, clarified
that the refund claim shall be accompanied by a print-out of Form GSTR-2A for
the relevant period for which the refund is claimed. The proper officer shall rely
upon Form GSTR-2A as evidence of the accounts of the supply by the
corresponding supplier in relation to which the I'TC has been availed by (he
claimant, The proper officer mav call for the hard copies of the invoices if he
deems it necessary [or the exanmunalion of the relund claim. Further, the claimant
shall alsp submit the details of the invoices for which I'TC had been availed in
Annexure-A manually along with the application lor refund claim and also
declaring the eligibility or otherwise of the TTC availed against these invoices
1 the said Annexure.

The Department vide Circular No. 125/44/2019-GST dated 21 November 2019
prescribed that all steps of submussion and processmg of refund shall be
undertaken electronically with effect from 26 September 2019, The applicant
seeking refund shall file Form GST RFD-01 along with statements/
declarations/ undertakings which are part of Form GST RFD-01 and upload
other documents/ invoices which shall be required to be provided by the
applicant for processing of refund claim. Neither the refund application in Form
GST RFD-01 nor any of the supporting documents shall be required to be
physically submitted to the office of the jurisdictional proper officer.

T 244,83 lakh for August 2018 and ¥ 39,59 iakh for September 2018,
¥ ACST-N
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Paragraph 36 of the Circular specified that self-certified copies of invoices in
relation 1o which the refund ol ITC is being ¢laimed, and which are declared as
eligible for I'TC in Annexure-B but which are not populated in Form GS1TR-2A,
shall be uploaded by the applicant along with the application in Form GST
RFD-01.

Subsequently, STD, Gujarat vide Circular No. 135/05/2020-GST dated
01 April 2020 clarified that the refund of accumulated ITC shall be restricted lo
the ITC of those invoices which are uploaded by the supplier in Form GSTR-1
and are reflected in Form GSTR-2A of the applicant. Since HSN-wise details of
goods and services were not available in Form GSTR-2A. it was difficult to
distinguizh ITC on capital goods and/er input services, out of total 1TC for a
relevant tax period. Hence, it was instructed in the above Circular that a column
relating to FISN/ SAC Code should be added in the statement of invoices
relating to inward supply as provided in Annexure-B, so as Lo easily identify the
supplies of goods and services.

a) Excess allowance of refund due to mismateh of inveices with GSTR-2A4
{Circular No.125)

During audit of the 11 Divisions, there were 18,161 post-automation refund
claims processed till July 2020. Oul of these, 1,028 relund cases were examined
and it was noticed that in 23 refund cases®, [TC aggregating 2 1.90 crore
pertaining to 1.593 invoices/ Bill of Entry™® was neither reflected in GSTR-2A
nar the invoices were uploaded with the refund application. The proper officers
did not issue any Deficiency Memo or show-cause notice to verify the claim
and considered T 34.97 crore as Net ITC. However. afier excluding the
mismatch of invoices which were neither available in GSTR-2A nor uploaded,
Net TTC of T 33.07 crore was eligible for claiming retund. The non-exclusion
of TTC of ¥ 1.90 crore on mehigible mveices from Net ITC resulted 1 excess
sanction of refund of % 1.73 crore.

On this being pointed outl (between February and June 2021), four offices™ in
six cases replied (between March 2021 and June 2024) that documents were
submitted manually. Replies are nol convincing in view of the STD, Gujarat
Circular dated 21 November 2019 which explicitly mentoned that none of the
supporting documents shall be required to be physically submitied and
gelf-certified copies of invoices which are not populated in Form GSTR-2A,
ghall be uploaded by the applicant along with the application in
Form GST RFD-01.

One office (DCST-6) in one post-automation case replied (April 2022) that
GSTR-2A and Annexure-B were rechecked and it was found that some of the
supplers of the claimani have filed the returns on quarterly basis which have
been considered by the proper officer while verifying the refund. So, there is no

4 DCST-1 10 3. DOST-5, DCST-6, DOST-12. DCST-14 to 17 and DHCST-24.

# Thae includes one case wheie the (gapayer mentioned the smomt of mmport of goods but did not
indieate detpils of iveices hence bt e absemce of number of invaices if iz condidered ag single
invoice. Further as the cefund claio belng of inverfed duty structuee, TTC of ¥ 1014 lakh on Reverse
Charge Mechanism |s alse disallowed in Net TTC,

SUOICETA15, DOST-16, ACST-63 Surat and DOST-17,
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mismatch found between GSTR-2A and Annexure-B. One office (DCST-24) in
one post-automation case stated (August 2022) that in Annexure-B, the invoices
were not shown m GSTR-2A at the time of filing of refund application. But
these entries were shown in GSTR-2A at the time of verification of refund. One
office (DCST-17) in one post-automation case stated (June 2021 and June 2024
that some suppliers had filed returns on quarterly basis and in many cases
GSTIN were wrongly mentioned which led to mismatch, The GST amouni
mvolved in three mismatched mvoices was refused at the time of issuing
sanction order, The copies of invoices were submitted manually by the taxpayer,
hence ne Deficiency Meme was 1ssued.

The replies confirm thalt the mismatched invoices were neither reflecied in
GSTR-2A ner were the invoices uploaded with refund application, As per the
circular ibid, the mismatched invoices were required to be uploaded along with
RFD-01 and the refund was required Lo be restricted to the invoices reflected in
GSTR-2A and inveices uploaded, or Deficiency Memo should be issued in case
of discrepancy. Besides this, no supporting document was provided in these
cases for availability of these mvoices in GSTR-2A or uploaded at the time of
sanction of refund. Further, the three mismatched invoices refused at the time
of issuing sanction order were not considered by Audit.

Omne office (DCST-1) in one case replied (August 2023 and May 2024) that Net
ITC as per refund application was ¥ 1.69 crore whereas [TC as per GETR-2A
was T 136 crore. As per Annexure-B, the TTC was ¥ 1.74 crore out of which
ITC of T 1993 lakh pertained to previous month but was claimed by the
taxpayer in August 2019. In another case, the office stated (August 2023 and
May 2024) that as per refund application Net ITC was 2 1.57 crore. However,
the ITC as per GSTR-2A and Annexure-B was T1.79 crore and % 1.68 crore
respectively. Ome office (DCST-12) m one case replied (Tune 2023} that
mismatch of invoices were physically verified under Section 16 of GGST Act
2017. Similarly. one office (DCST-3) in five cases replied (May 2024) that
refund was issued after reconciliation of TI'C as per GSTR-2A with [TC claimed
in GSTR-3B and Annexure-B. Wherever, [TC was not available in GSTR-2A
due record has been obtained as per Cireudar No. 125,

The replies are not convincing as the taxpayer was eligible for refund on those
invoices which are declared as eligible in Annexure-B and these eligible
invoices should have been either reflected in the copy of GSTR-2A or copy of
mismatched invoices uploaded with the refund application. In the above eight
cases, some of the invoices declared as eligible in Annexure-B were neither
reflected in the copy of GSTR-2A nor copies of mismatched invoices uploaded
with the relund application,

One otfice (DCST-14) recovered (September 2022) the excess retimd amount
(T 56.800) pointed out by Audit with interest (T 37,124).

Replies in respect of five cases perlaining (o two Divisions™ are awaited
(Tuly 2024),

. Divigion-1 (DCST-2) and Divigian-2 (DCST-5)
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b)) Excess allowance of refund due to mismaich of inveices with GSTR-2A
{(Circular No.135)

Audit noticed (between February and June 2021) that in six cases® ITC
aggregating 1o ¥ 1.24 crore pertaining to 240 invoices were not reflected in
GSTR-2A. As per Paragraph 5.2 of the Circular No. 135 of 1 April 2020, the
refund of accumulated ITC should be restricted to the ITC as per the invoices
which were uploaded by the supplier in Form GSTR-1 and are reflected in the
GSTR-2A of the applicant. owever, the Department did not exclude the
inadmissible ITTC on inveices not available in GSTR-2ZA and considered
¥29 58 crore as Net [TC. After excluding the invoices not reflected in
GSTR-2A, Net ITC of T 28.34 crore only was eligible for claiming refund. The
omission (0 exclude the ineligible ITC of ¥ 1.24 crore resulted in excess
sanction of refund of T 60.05 lakh.

One office (DCST-4) in a post-automation case replied (December 2022) that
after verifving GSTR-2A, it was found thal some of the suppliers of the taxpayer
filed return on quarterly basis which was considered by the Department at the
time of processing the refund claim. The ITC as per GSTR-2ZA (April 2019 to
December 2019) and GSTR-3B was 2 6.92 crore and T 6.87 crore respectively
and the taxpayer claimed ITC of T 5.95 crore. Reply 18 not convincing as (he
taxpaver was eligible for refund on eligible invoices declared in Annexure-B
and reflected in copy of GETR-2A uploaded with the refund application,

Replies in respect of five cases pertaining to two Divisions™ are awaited
(July 2024).

o) Refumd sanctioned in the absence of supporting decuments/ complete
information

It was noticed that in 11 pre-automation™ refund cases and 368 post-
automation®® refund cases, refund orders worth 2 487.25 crore have been
sapctioned without the availability of supporting documents, /e GSTR-ZA,
Annexure-A or B, Bill of Enbry, Bank Realisation Certificate (BRC)/ Foreign
Inward Remuttance Certificate (FIRC) and without the mformation on HSN/
SAC Code. The proper officers did not issue any Deficiency Memo for
rechfication and sanctioned the refund amount. Thus, the loss of Government
revenue due to non-observance of instructions of the Department’s circular
could not be ruled out.

On this being pointed out (berween February and June 2021), 22 offices™ in
324 cases replied (between March 2021 and June 2024) that documents were
submitted manually’ mail and during mnitial periad of post-automation, there
were technical glitches and insuflicient space available in GSTN. The taxpayer
could not upload the large documents, Hence, the applications were processed
based on manual verification of documents. One office in other five claims®

5 DCST-, DCST-5 and DCST-12,

# Diviston-2 (DMCST-5) and Drvision-3 {DCST-12).

B DCOST-2.

3 DCST-1 w8 DCST-10 10 19 and DCST21 to 25

7 DCST-1 108 DCST-10.10 16, DOST-18 & 19. DCST-21 10 25,
S8 DCST-E
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stated (June 2021) that the applications were submitted prior to November 2019
before the issue of Circular (21 November 2019) related (o electronic
processing of refund applications.

The fact remains that the instructions contained in the Cihreular were effective
retrospectively from 26 September 2019, The proper officers did not issue any
Deficiency Memo before processing the refund application. Thus, the objective
of lully electronic processing of refund application was defeated. Moreover, in
the absence of supporting documents in the GSTN portal, Audit could not
ascertain the correciness of refiind sanctioned,

Replies in respect of 50 cases pertaining to three Divisions® are awaited
(July 2024).

As per Section 534(1) of GGST Act, 2017, any person claiming refund of any
tax and interest paid on such tax or any other amount paid by him, may make
an application before the expiry of two years {rom the relevant date. The
relevant date® in case of goods exported out of India by sea or air, is the date
on which the ship or the aircraft in which such goods are loaded. leaves India.

During audit of the 11 Divisions, there were 18.161 post-automation refund
claims processed (il July 2020. Out ol these, 1,028 refund cases were examined,
and it was noticed (between February and March 2021} in four refund cases®
that the taxpayers irregularly claimed refund afier expiry of two years from the
relevant date. The proper officers also allowed the refimd of such time barred
claims. This resulted in irregular allowance of refund of T 107 crore
(Appendix IIT). One such case is illustrated below:

o The taxpayer made an application of uwpuotilised ITC under export without
payment of tax on 06 January 2020 for the tax period December 2017, Audil
observed that in eight export invoices amounting to T 1.19 crore, the date of
Export General Manifest (EGM)* was mentioned between
09 December 2017 and 29 December 2017. Thus, these mvoices for export
of goods were time-barred for claiming refind as per GGST Act, 2017.
Hence. non-observance of provisions of the Act by the proper officer resulted
in irregular payment of refund of T 16.83 lakh for time-barred export.

In one case (DCST-14) the Departmen! replied (December 2022) that the
taxpayer claimed refund on 26 September 2019 for the period January to
March 2018 but Department issued RFD-03. However, due 1o technical issues
in the portal, the taxpayer was not able 1o claim refund on invoices in the
application, for which grievance was raised by the taxpayer. After resolution of
the grievance, the taxpayer filed another refund application. As the first claim
of refund was in relevant period. the second application was approved and

¥ Division-1 (TNCST-2 & 33, Diviston-6 (DCST-13 & 149 and Division-8 (DCST-17 & 13),
Cxplanation 2 fapi) below sub-section |4 under Sectivn 54 of GGET Act, 2017.

DOST-2, DOST-12 [2 cases), DOST-14.

Az per Section 41 of Custom Act, 1962, EGM is izzued before departure of the conveyance from
custome station,
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refund was sanctioned. In another case (DCST-2) the Department replied
(May 2024} that manual DRC-01A was issued to the taxpayer and the taxpayer
paid {March 2020) ¥ 38,582,860 along with interest of T 22,590,

In remaining two cases. reply of the Department is awaited (July 2024).

As per sub-rule 3 of Rule 92 of GGST Rule. 2017, where the proper officer is
satisfied that the whole or any part of the amount claimed as refund is not
admissible to the applicant, he shall issue a notice in Form GST RFD-08 to the
applicant, requiting him to finnish a reply in Form GST RFD-09 within a period
of fifteen days from ihe date of receipt of such notice, After considering the
reply, the proper officer is to make an order in Form GST RFD-06 sanclioning
the amount of refund in whole or part, or rejecting the refinnd claim. Further, no
application for refund shall be rejected withoul giving the applicant an
opportunity of being heard.

During audit of the 11 Divisions, there were 33,083 pre-automation cases
processed and 18,161 post-automation refund cases processed till July 2020.
Out of these. 234 pre-automation and 1,028 post-automation refund cases were
examined, and it was noticed that in 65 pre-amﬂmatiﬂn“" refund cases and
133 post-automation™  refund cases, no communication was sent to the
taxpavers before rejection of their refund claims. Thus, the claimants werg
deprived of the opportunity to submit their response against rejection of their
refund claim (RFD-09), This resulted in non-obsgrvance of the principles of
natural justice before rejection of refund claim as provided in the Rule ibid.

On this being pointed out (between February and June 2021), four oftices™ in
65 pre-automation cases and 11 offices® in 93 post-automation cases replied
(between May 2021 and June 2024) that due to lack of awareness of entire
GSTN portal and for disposing the refund application within time limit, the
RFD-& was not issued bul the case was finalised afler giving an opportunity of
personal hearing to the taxpayer and after obtaining his consent. No appeal was
made by the taxpayers in these cases.

Nine offices”’ in 39 post-antomation cases stated (between March 2021 and
October 2023) that due to technical glitches in GSTN in initial stages of post-
automation. RFD-8 were manually issued, Also, due to pandemic situation, the
cases were disposed of without issuing RFD-08.

One office® in one post-automation case stated (August 2023) that ITC was
wrongly taken and was disallowed.

&5 TCST-210 4 and 7.

# DCST-1 403, DOST-5 10 7. DCST-1040 19, DCST-21, DCST-23 1025

& DOST2o4and 7.

M DOST-1to3. DEST-510 7. DCST-11, DCST-15, DCST:16. DEST-18, DOST-19:
FDCST-10, DCST12 o 14, DCET-17, DCST-21. DCST-23, DOST-24, DEST-25,
8 CET-18
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The replies are not convincing as RED-8 is to be issued in all cases before
rejection of any refund claim and reply is to be obtained in RFD-9 as per
provision of the Rule, which was not followed in these cases. As a matter of
fact, there is no provision in the Rules to obtain the consent of the taxpaver in
lieu of issue of RFD-08. No documentary evidence was provided to Auodit for
any such consent obtained from the taxpayers.

Recommendation 2.1.3

The Departmient must follow the procedure of issuing RFD-08 in letter and
spirvit and set up a monitoring mechanism for stopping personal hearing/
gewting consent after issue of RED-08 for proper implementation of the Act.

Besides the above audil findings, there were other iregularities in issue of
refund in two cases as shown in Appendix IV, These were pointed out in March
2021. The Department’s reply is awaited (Tuly 2024).

Internal conirols are activities and safeguards that are put in place o ensure that
the standard procedure laid down 1s followed and the activities are proceeding
as planned. An effective internal conirol mechanizm is an integral process,
providing reasonable assurance about effectiveness and adequacy of system and
procedures,

Audit noticed the following shortcomings in monitoring and internal eontrol
while processing and sanctiommyg GST refunds.

a) Daouble payment of refund amount die to issuance of two payment advices
Sor same Refund application (Post-Automation)

Rule 92(4) of the GGST Rules, 2017 provides that where the proper officer is
satislied that the amount refundable under sub-rule (1) or sub-rule (2} is pavable
to the applicant under sub-section (8) of Section 54 of GGST Act, 2017, he shall
make an order in Form GST RFD-06 and issue a payment advice in
Form GSTRFD-05 for the amount of relund and the same shall be
electronically credited to the bank account of the applicant,

Audit analysed the data of refund claims processed between September 2019
and July 2020 provided by the Department and noticed that in 12 refund cases®™,
the payment advice or sanction order were issued by the proper officer twice on
the same refund application. Hence. a total refund amount of ¥ 2.17 crore was
paid twice to the taxpayers in contravention of the GGST Rules, 2017, Though
it remained uanoticed by the Department, the taxpayers voluntarily returned the
excess amount from the electronic cash ledger through Form DRC-03.

o DCST-2, DCAT-10, DOST-12, DOST-15, DOST-32. ACKT-3, ACETS, ACST-32, ACST-56,
ACET-63. ACET-T3, ACST-20,




Chagter 1l Subject Specific Compliance Awdits

On this being pointed out (between March and May 2021), in 11 claims™ it was
stated (between May 2021 and June 2024) that double payment was made due
to an error in the GSTIN system. There were no validation checks available in
GSTN to stop issuance of multiple pavment advice. Out of these 11 cases, in
three cases it was also stated that the tax was either recovered or the taxpayer
had voluntarily paid the excess amount. One office™ in one case replied
(December 2022) that the amount was already recovered without stating any
reason Tor double payment. Department’s reply, however, 1s silent on the action
taken by the Department to take up the matter with the GSTN for necessary
checks/ validations in the GSTN in this regard.

b} Non-conduet of post-audit of refund claims

The STD. Gujarat Circular No 17/17/2017-GST dated 23 November 2017
elaborately laid down the procedure for manual processing of refunds of
zero-raled supphes. The circular inter alia stipulated that the pre-sudit of
manually processed refund applications is not required till separate detailed
puidelines are izsued by Board, irrespective of amount invelved. However, it
was clarified that the post-audit of refund order shall be continued as per the
extant guidelines.

During audit of the 11 Divisions, there were 33,083 pre-automation cases and
18,161 post-automation refund cases processed till July 2020. Out of these, in
234 pre-auiomation cases and 1,028 post-automation refund cases, Andit
requested the Department to provide the details of refund cases which were sent
for post-audit.

In response, three offices’™ in 96 pre-automation cases and two offices™ in
106 post-automation cares stated (between September 2022 and August 2023)
that the cases had been sent for post-audit, However, specific dates of sending
these cases for post-audit were not provided to Audit. One office™ in 11 pre-
automation cases and 11 post-automation cases stated (December 2022) that
post-audit would be condueted.

(e office” in 28 pre-automation cases stated (May 2023) stated that no
information was received regarding condueting of post-audit. It also stated that
Circular No. 1 717/2017-GST was superseded by Circular No. 125/44/2019
dated 18 November 2019, The reply is not convincing as the Circular of
18 November 2019 clearly stated that the provision of Circular 17/17/2017-
GS51 shall continue to apply for gll refund applications filed before
26 September 2019.

One office (DCST-3) in 40 post-automation cases and 50 pre-automation cases
stated (May 2024) that Review Cell has been formed recently to review the
refund order passed by proper officer, Further, 11 1% not mandated Lo get posi-

W DCST-2; DEST-10. DCST-12; DOST-15, DOST-22, ACST:3, ACSTS, ACST-37, ACST-53.
ACST-73, ACST-20,

™ ACST-36

T DOST-4: DOST-5 and DCST-6.

™ DOST-5and DOST-6.

" DCST-13.

T DBCST-T,
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audit or review. Another oneoffice™ in 28 pre-automation eases and
eight offices” in 248 posl-aulomation cases stated (between March 2021 and
May 2024) that no circular/ guideline was issued to conduct post-andit and there
was no system available to conduct post-audit in GST. Reply is not convincing
as the Circular issued on 23 November 2017 by the Department clearly mentions
conduct of post-audit, This, apart from resulting in non-adherence to
Depariment’s instructions, may also lead to loss of revenue to exchequer.

Three offices’™ in 206 post-automation cases replied (June 2024) that post-audit
was not conducted doe to Covid 19 pandemic as there was limited staff.
One office™ in 49 post-automation cases stated (Tune 2024) that the refund
cases were sent for review to the Review Cell formed in October 2023,
However, specific dates of sending these casés for post-audit were nol provided
to Audit, One office (DCST-1) in eight pre-automation cases and five post-
automalion cases stated (May 2024) that there was no provision for post-audit
at the time of payment of refund. Hence, the cases were not sent for post-audit.
Now, Review Cell was formed and after paymeni of refund the cases were sent
for review.

Two offices®® in 115 post-automation cases stated (October 2023) that para does
not pertain to their jurisdiction. However, the correct jurisdiction was not
mentioned in the reply.,

Replies are awaited in remaining cases (July 2024).
c) Isxue of payment order prior to sanction order

Az per Rule 92(4), where the proper officer is satisfied that the amount
relundable under sub-rule (1) or sub-rule (2) is payable to the applicant under
sub-section (8) of Section 54, he shall make an order in Form GST RFI2-06 and
izsue a payment advice in Form GST RFD-05 for the amount of refund and the
same shall be elecironically credited to the bank account of the applicant. Thus,
the pavment order (REFD-5) is to be issued after issuance of sanction order
(RFD-6). Out of the 234 pre-automation® refund cases examined, in 17 cases®
it was observed that payment order (RFI)-3) was issued one day to 10 days
betore the sanction order (RFD-4),

On this being pointed out (June 2021), one office® in four pre-automation cases,
while accepting the audit observation, stated {August 2021) that the reason for
issue of RFD-05 before RFD-06 may be due to technical error in the system.
HNowever, the refimd claim of all these four cases had been made within 60 days
as per Section 34(7). One office (DCST-3) in eight pre-automation cases stated
(May 2024) that the refund sanction order was passed through GUIVATIS
system bul refund payment order was issued manually. There was a clerical

DCST-2.

DOST-2, DCST-8, DCST-10, DCST-11, DEST-12, DCST-14. DCST-21 and DUST-24.
DCST-16, DCST-17 and DCST-25.

BCST-15.

DOST-22, DOST-23.

DCET-1 to 7 and DEST-13,

DCST-3, DCST4.

DEST-

=R 44 &

ZE
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mistake in putting date in the GUIVATIS system or putting date in payment
order. However, chronological order ol sanction and then payment is Tollowed.

The provisions pertaining to refund contained in the GST laws aim {o streamline
and standardise the refund procedures under GST regime. The refund procedure
was made fully electronic with effect from 26 September 2019. Before
26 September 2019, a temporary mechanism was devised and implemented.

Audit examined 234 pre-automation and 1,028 post-automnation refund claims
processed between July 2017 and July 2020 under different categories by the

Department.

In the selected cases, Audit imfer alia observed delays in issuwance of
acknowledgment in 45 per ceni cases which ranged upto 385 davs. There were
delays in issuance of refund orders in 15 per ceni cases. which ranged upto
347 days. There were delays upto 44 days in sanctioning of provisional refunds
in zero-rated supplies.

The sanctioning of provisional refund is only admissible in case of zero-rated
supply of goods and/ or services. However, in four cases, provisional refund of
90 per cenr were issued in cases other than zero-rated supply of goods or
services,

In refund cases related to inverted duty structure, uregular allowance of refund
of T 91,17 lakh was observed due to consideration of ITC on services and capital
goods.

In 29 refund cases there was excess sanction of refund of T 2.33 crore due to
non-gxclusion of ITC of T 3.14 erore from Net ITC on invoices listed in
Annexure-B mismatched with copy of GETR-2A.

In four cases, refund was allowed in time-barred claims. In 65 pre-automation
and 133 post-automation refund cases, principle of natural justice was not
followed as no communication was sent to the taxpayers before rejection of their
relund claims. Tn 12 cases, refund was issued twice on the same refind
application, The posi-audit of refund claims have not been gonducted.
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/ Section 59 of the Gujarat Goods and Services Tux Act (GGST), 2017 envisages GST as a self-
assessment-based tax, whereby the responsibility for calcalating tax lability, discharging the
computed tax lability and filing returns is vested in the taxpayer.

Wit a view o providing assuvance on the adegiacy and effectivenéss of systems and
procedures adapted by the Department with respeet fo fox compliance ander GST regime.
Audit of ‘Department's oversight pn GST Payments and Return filing " was faken up in three
distinet pares with the objective of seeking assuramce on:

i Whether the rules and procedures were designed fo secure an effective check on tax
compliance and were being duly ohserved by taxpayers? and

f. Wherher the sorutim procedures, internal audit and other compliance funciions.of the
Unirs were adequate and effective?

Awdir vevified compliance verification mechanism of the Deparument and pversight on return
filing.

The Awdit analysed dota under the State GST jurisdiction on 13 identified parameters and
observed various deviations/ inconsistencies against thyse parameters, Further, the auditolso |
neficed findingy reluted to veturny, wtifisativn of Inpud Tax Credit and Undischarged Tax
 Tiability.

Introduction of Goods and Services Tax (GST) has replaced multiple taxes
levied and collected by the Centre and States. GET, which came imto effect from
01 July 2017, is a destination-hased consumption tax on the supply of goods or
gervices or both levied on every value addition. The Centre and States
gimultaneonsly levy GST on a common fax base, Central GST (CGST) and State
GST (SGST) Union Territory GST (UTGST) are levied on intra stale supplies
and Integrated GST (IGST) is levied on inter-state supplies.

Section 39 of the Gujarat Goads and Services Tax Act (GGST), 2017 stipulates
GRT as a self-assessment-based tax, whereby the respensibility for calculating
tax liability. discharging the computed tax liability and filing returns is vested
on the taxpaver. The GST returns must be filed online regularly on (he common
G581 portal, failing which penalties will be payable. Even if the business had no
tax liability during a particular tax period, the axpaver must file a nil retum
mandatorily. Further, Section 61 of the Act read with Rule 99 of GGST Rules
stipulate that the proper officer may scrutinize the return and related particulars
furnished by laxpayers, communicate discrepancies 1o the laxpayers and seek
an explanation.

This Subject Specific Compliance Audit (SSCA) was taken up considering the
significance of the control mechanism envisaged for tax compliance and the
oversight mechanism of the Gujarat State Tax Department in this new tax
regime.
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This audit was orienied towards providing assurance on the adequacy and
effectiveness of systems and procedures adopted by the Department with respect
1o tax compliance under GST regime. Audit of ‘Department’s oversight on GST
Payments and Retum filing” was taken up with the following Audit Objectives
to seek an assurance on:

s Whether the rules and procedures were designed to secure an effective
check on tax compliance and were being duly observed by taxpayers? and

o Whether the scrutiny procedures, intemal audit and other compliance
functions of the Units were adequate and effective?

A data-driven approach was adopted for planning, as also to determine the
nature and extent of the substantive audit, The sample for this SSCA comprised
a set of deviations identified through data analvsis for centralised audit that did
not invelve field visits, a sample of taxpayers for detailed audit that involved
field visits and scrutiny of taxpayers® records at departmental premises, and a
sample of Units for evaluating the compliance functions of the Units,

There were three distinet parts of this SSCA, as under:
(i) Part I - Audit of Units

Faor the purpose of evaluation of oversight functions for the period 2017-18 to
2020-21, 10 Units, with jurisdiction over more than ene selected sample of cases
for Detailed Audit, were considered as the sample of Units.

(ii) Part II - Centralised Audit

Aundit analysed GST returns data pertaining to 2017-18 as made available by
GSTN. Rule-based deviations and logical inconsistencies between GST returns
filed by taxpavers were identified on a set of 13 parameters, such as mismatch
of ITC availed between Annual Returns and Books of aceounts, short pavment
of interest, [TC mis-matches. efc. Accordingly, 385 cases were selected through
data analysis for centralised audit under this SSCA, based on high-value ar high-
risk deviations from rules and inconsistencies between retums, and for
evaluation of the adequacy and eftectiveness of the scrutiny procedure of the
Department. The Audit Queries were 185ued to the respeciive assessment units
without further serutiny of taxpavers® records,

(iii) Part IT1 - Detailed aundit

Aundit selected 50 taxpayers for detailed audit for the peniod 2017-18, using a
risk-based appreach which involved field visits for verification of records
available with the assessment unils. Taxpayers' records, like retums and related
attachments and mformation, were accessed through wuts for evaluation of the
extent of tax compliance by taxpayers, Audit utilised the Single Sign-on IDs
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(SSOIDs) provided to the maximum extent feasible to examine data/ documents
relating to taxpayers in the back-end system (viz. regisiration, {ax payment,
refiuns and other departmental functions). Efforts were made to access the
relevant granular records, such as invoices, ledgers, ere. of the taxpayers through
respective assessment umits.

Entry Conference of this SSCA was held on 11 May 2022 with Principal
Secretary, Finance Department, Government of Gujarat, in which the Audit
Ohjectives, sample selection, Audit Scope and methodology were discussed.
The Exit Conference was held on 16 April 2024 with Additonal Chief
Secretary, Finance Department. Government of Gujarat and other officials of
the Department, in which the audit findings were discussed, The views
expressed by the State Government during the Exit Conference and the writlen
replies to the draft report have been suitably incorporated in the relevant
paragraphs.

The source of Audit Criteria comprised of the provisions contained in the
GGSTY CGST Act, IGST Act and the Rules made thereunder, In addition, the
naotifications and circulars issued by the State Tax Department. Gujarat! CBIC
(Ceniral Board of Indirect Tages and Customs) relating (o filing of retums,
notifying the effective dates of filing of various returns, extending due dates for
{iling returns, rates of tax on goods and services, payment of tax. availing and
utihzing I'TC, scrutimy of returns and oversight of tax compliance and Standard
Operating Procedures (SOP) containing instructions to departmgntal officers on
various aspects such as non-filing of returns, cancellation of registrations, efc.
also formed part of the Audit Criteria,

The role of the Unilts is to ensure compliance by taxpayers in respect of accuracy
of the taxable value declared, calculation and payment of tax labilities, filing
of retums, efc. The Units have a broad set of functions to be exercised in this
regard, which were assessed as a parl of this SSCA.

Three potential andit areas were identified, viz. (i) effectiveness of senitiny and
assessment  functions, (i) action on  late-filers and non-Glers, and
(iif) cancellation of registration. Accordingly, relevant records and information
for the period 2017-18 to 2020-21 were requisitioned from the selected
10 Units.

A return is a statement of specified particulars relating to the business activity
undertaken by taxpayers during a prescribed period. Every taxpayer is legally
obligated to furnish a complete and correct return duly declaring the tax liability
for a given period and taxes paid within the stipulated time. In a self-assessment
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regime, the significance of monitoring return filing by taxpayers acquires
greater significance as the relums are the [irst mode of information aboul
taxpayers and their respective business activities.

Filing of returns is related to paviment of tax-as the due date for both the actions
are the same, which implies risk of non-payment of fax/ penalty i the case of
non-filers.

Where a registered person fails to finmish a retom under Section 39 or
Section 44 or Section 45*, a notice in Form GSTR 3A shall be issued
electronically to retum defaulter under Section 46 of the GGST Act, 2017, read
with Rule 68 of GGST Rules, 2017, requiring him to furnish such return within
fifieen days of the issue of notice. Standard Operating Procedure (SOP) to be
followed in case of non-filers™ clarified that in case the taxpayer fails to file the
returns even after such notice, the proper oflicers may proceed (o assess the tax
liability of the said person to the best of their judgment, considering all the
relevant material which is available or gathered and issue an assessment order
in Form ASMT 13.

On the basis of information provided. Audit observed that in four® out of
10 selected®’ Unit offices, a total of 11,879 cases of non-filers were identified.
Out of these 11,879 cases, appropriate returns were not filed in 9,358 cases™
(79 per cenl) even afier issue of potices in Form GSTR 3A. However, the
proper officers did not mifiate any further action regarding assessment and
cancellation of registration in these cases, The remaining six Units® informed
that the returns were filed in all cases in pursuance of GSTR 3A issued to the
taxpavers.

On this being pointed out (January 2023), ACST Unit-63, Surat replied (January
2023) that as per Section 46 read with Rule 68 of GGST Act, 2017, notices in
GSTR 3A had been issued to the taxpavers and accordingly. they had filed
returns. The taxpavers who had not filed returns for more than six months, their
registrations were bemg cancelled after giving them seven days for bearing.
However, no information in respect of issuance of ASMT 13 for tax liability in
respect of these taxpayers and payment thereof was mentioned 1n the reply. In
respect of two offices (Unit-93 and Unit-94), the Departmient stated { June 2024)
that out of total 217 cases, the registrations of 207 taxpayers have been
cancelled. In five cases 1t was stated that the procedurs for cancellation of
registralion was under progress. In another one case, there was technical glitch

B GSTR 3B uaderSection 32, GSTR 9 under Section 44, GETE 10 under Section 45,

B5 Stute Tax Diepartment s cancular N 1294872019 daied 13 Tanuary 2020,

¥ ACST Unil-%, Ahmedibad (11413 eageg), ACST Unit-§3, Surat [249 cases) ACST Unit-93. Rajkot
{132 coses) and ACST Unit-94, Gondal (B35 cases).

M ACST Uni-0l, ACST Unit-08, ACST Unit-09, ACST Unir-11. Abmedabad, ACST Unit-55,
Bhamuch, ACST Unit-63, Surat, ACST Unit-&4, Surat, ACST Unit-53, Rajkot. ACST Unii-04,
{omdal, ACST Umi-103, Gandhzdham.

. ACST Unit-9 Ahmedabad (8892 cuses). ACST Unit-63 Sural (249 cases), ACST Unit-83 Rajlot
{132 cages). ACST Unit-84 Gondal (BS cages),

B ACST Unitl, ACST Unit-08, ACST Unie-11, Ahmedabad, ACST Unir-35, Bharuch, ACST Uni-
64, Surat and ACST Unit-103, Gandhidham
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and actien for resolving the issue was under progress, However, no reply was
furnished [or remaining four cases.

ACST Unit-92, Ahmedabad replied (October 2023) that as per provision of the
Agt, the proper officer may proceed for assessment under Section 62 of GGST
Act. The word ‘may’ indicates that assessment under Section 62 is nol
mandatory. Further, the relevant information relating to purchase and supplies
of the taxpayers were not available. In all cases, assessment under Section 62
was not conducted but in a few cases, action for provisional attachment of the
property was initiated,

The reply of the proper officer is not acceptable in view of the fact that since the
large number of taxpayers (79 per cent) had not filed appropriate returns even
after issue of notice in Form GSTR 3A, the proper officer should monitor the
defaulters and proceed to assess the tax liability in the interest of revenue as per
procedure laid down in the SOP,

As per Section 29(2) of the GGST Act, 2017. GST. registration cammot be
cancelled by the tax officer without giving the person an opporunity of being
heard. Further, under Rule 22(1) of GGST Rules, 2017, where the proper officer
has reasons to believe that the registration of a person iz liable to be cancelled
under Section 29, he shall issue a notice to such person in Form GST REG 17,
requiring him to show cause, within a period of seven working days from the
date of service of such notice, as to why his registration shall not be cancelled,

As per the information provided to Audil (Appendix V), between 2017-18 and
202021, in 15,224 cases®” under 10 selected Unit offices, action for cancellation
were initiated on own motion by Unit Officers. The information provided has
been detailed below:

e Against 15224 cases initiated for cancellation, REG 17 was issued in
20,581 cases, Thus, there was excess 158ue of REG 17 1n 5,357 cases.

 In two Units (ACST Unit-1 and §), against 3,479 cases of suo moiu
cancellation no REG 17 was issued.

¢ In two Units (ACST Unit-9 and 63), it was informed that there was no
case of swo moty cancellation, However, in 2,171 cases REG 17 was

issued. The reasons for the discrepancy in the figures was not provided
10 Audit,

o Inone Unit (ACST Unit-§), against 609 cases of sug mor cancellation,
REG 17 was issued only in 29 cases.

M AUST Unit-1, Alrnedabad (2581 cages), ACST Unit-8, Atmedsbad (60% cases]. ACST Uni-9,
Abmredabad (Nl case), ACST Unil-11, Ahmedabed (3344 cases), ACST Unie-55. Bhanch
{2247 casesj. ACST Unit-83, Rajleat (3513 cases), ACET Unit-94, Gondal (537 cases) ACST Uit
103, Gandbidham (1993 cases). ACST Unit-63, Surat (Nil case} and ACET Unit-64, Surat (not
provided to andzt),
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s In three Units (ACST Unit-11, 93 and 94), against 7,394 cases of
suo moty cancellation, REG 17 was issued in 16.134 cases,

 In one Unit (ACST Unit-103), against 1,993 cases of swo molu
cancellation. the Unil stated that the mformation about 1ssue of REG 17
was not available.

e In one Umt (ACST Unit-64), the Unit stated that the mformaton on
sua moty cancellation and issue of REG 17 both were not available.

As seen from the above, there were discrepancies in the information provided
to Audit. On this being pointed out (July 2022 to February 2023 ). ACST Unit-
94, Gondal replied that this issuance of more REG 17 against cases initiafed on
pwn motion, was a system ghtch, ACST Unit-103, Gandhidham replied that the
report for issue of REG 17 was not evailable in the G5T Boweb MIS system. In
respect of Unit-93, JCST Division-10 stated (June 2024) that if request for
cancellation received from (axpayer requires more information from the
taxpaver. Boweb system automatically navigates for issuing of REG-03 and
REG-17 could not be issued by the proper officer. It was further stated that ticket
for resolving this issue had been generated in May 2024,

The replies were awaited from remaining seven Units (July 2024).

As per Section 45 of the GGST Act 2017, GSTR 10 (the final retun) has to be
filed by the taxpayer within three months of the date of cancellation or the date
of order of cancellation, whichever is later. Fuorther, as per Section 46 of the
GGST Act read with Rule 68 of the GGST Rules, 2017 and as prescribed in
SOP on non-filers*’, GSTR 3A (notice) has to be issued to the taxpayer. where
GSTR 10 has not been [iled. II the taxpayer still fails 1o file the final return
within' 15 days of the receipt of notice, then an assessment order in Form
ASMT 13 under Section 62 of the GGST Act. read with Rule 100 of the GGST
Rules shall have to be issued to determine the liability of the taxpayer. If the
taxpaver files the final return within 30 days of the date of service of the order
ASMT 13, then the said order shall be deemed to have been withdrawn.
However, the liability for payment of interest and late [ee shall continue. If the
gaid return remains unfurnished within the statutory period of 30 days trom the
issuance of order ASMT 13, then the proper officer may mitiate proceedings
under Section 78 and recovery under Section 79 of the GGST Act.

Audit observed that in 6,757 cases? in 10 selected Units, GSTR 10 was filed by
the taxpayers against 29,735 cancellation orders (REG 19)* issued during the
period 2017-18 to 2020-21. Out of these 29,735 cancellation orders, in

¥ Cireular No. 129/428/2019-6G8T dated 13 Tompary 2020

. ACST Unit-01. Ahmedabad (19 cases), ACST Unir-11, Ahmedabad (727 cases), AUST Uni-55.
Bharuch (247 cases), ACST TUni-63 (2072 cas=s) & Unit-64 (2184 cases) Surat, ACST Uns-93,
Fajkot (1375 cages), ACST Unit-94. Gondel {133 cased),

" ACST Ahmedebud: Unit-01 (1530 cases). Unil-08 (647 cases), Unit-09 (173 cuses). Unit-11
{5364 cases). ACET Unit-55, Bharuch (4507 cases). ACST Unir-63 (4718 cases) & Unit-64, Surns
{3756 cases), ACST Unit-93, Rajkor (6130 cases), ACST Unmt-84, Gondal (917 cases),
ACET Unit- 103, Gandhidham | 1303 casen),
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22,978 cases (77 per cent) GSTR 10 was not filed by the taxpayers, However,
no follow-up action was initiated by the tax officers in these cases.

On this being pointed out (Tuly 2022 to February 2023 ), one Unit (Unit-9) stated
(October 2023) that action could not be initiated as the list of non-filers of
GSTR 10 was not available due to system ghitches in Boweb portal. However,
as the report is now available in the system, regular action would be taken
against such non-filers. The JCST, Division-10 in respect of two olfices (Unit-
93 and Unit-94) stated (June 2024) that the taxpayers had been mformed to file
GSTR-10 and follow-up action was being taken on regular basis,

LReplies of the remaining seven offices were still awaited (July 2024),

Audit analysed GST returns data pertaining to 2017-18 as made available by
GSTN. Rule-based deviations and logical inconsistencies between GST returns
filed by taxpayers were 1dentified on '3 sel of 13 parameters, which can be
broadly categorized into two domains - ITC and Tax paymenis,

Out of the 13 prescribed GST returns™, the following basic teturns that apply Lo
normal taxpayers were considered for the purpose of identifying deviations,
inconsistencies and mismatches between GST returns/ data:

» GSTR 1: Monthly return furnished by all normal and casual registered
taxpayers making ourward supplies of goods and services or both and
containg details of outward supplies of goods and services,

» GSTR 3B: Monthly summary retum of outward supplies and input tax
credit claimed, along with payment of tax by the taxpayer to be filed by
all taxpavers except those specified under Section 39(1) of the Act. This
is the return that populates the credit and debits in the Electronic Credit
Ledger and debits in Electronic Cash Ledger.

« (G5TR 6: Monthly retumn for Input Service Disiributors providing the
details ol their distributed npul tax credit and inward supplies.

« GSTR & Monthly return to be filed by the e-commerce operators who
are required to deduct TCS (Tax collected at source) under GST.
introduced in October 2018,

»  GSTR 9: Apnual return to be filed by all registered persons other than
an Input Service Distributor (ISDY), Tax Deductor at Source/ Tax
Collector at Sowrce, Casual Taxable Person and Non-Resident taxpayer,
This documeni contains the details of all supplies made and received
under various tax heads (CGST, SGST and IGST) during the entire year
along with turnover and audit details for the same.

™ GSTR |, GSTR 3B, GSTR 4 (tsxpayess under the Composition scheme), GSTR 5 (non-mesident
luxable person), GSTR 5A (Monresident OIDAR service providers), GSTR S {[mpul servies
distributor). GETR. 7 {taxpayers deducting TDSY, GETR & {E-comimerce operator). GSTR B (Annual
Retumn), GSTR 10 (Final return), GSTR 11 (person having UTN and elalming a refund), CME 08, and
ITC (4 [Statement to be filed by pringipal sbout details of goods sant to/ recerved from a job-worker),
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GSTR 2C; Annual audit form for all taxpayers having a turnover above
¥ 2 croves in a particular Gnancial year. It is basically a reconeiliation
statement between the annual returns filed in GSTR D and the taxpayer's
andited anpual finaneial statements,

GSTR 2A: A gystem-generaled statement of inward supplies for a
recipient. It contains the details of all B2B transactions of suppliers
declared in their Form GSTR 1/ 5, ISD details from GSTR 6, details
from GRTR 7 and GSTR 2 respectively by the counterparty and import
of poods from overseas on bill of enlry, as received from ICEGATE
Portal of Indian Customs.

The data analysis pertaining to State jurisdiction on the 13 identified parameters
and extent of deviations/ ihconsistencies observed are summarized in Table 2.2:

Dl

| [TC mismateh

Table 2.2: Summary of data analysis

[ [TC available st per GSTR2A with all its |

50
between GSTR. | amendmenis was cantpared with the [TC availed
‘ZAand in G8TR 3B in Table 4A(5) faccrued on
GITR 3B domestic gupplics) considering the reversals in
Table 4B(2) but meluding the ITC svailed m the
subzegusnt year 2018-19 in Tabls 8C of GSTR 9
D2 ITC availed RCM payments m GSTE 3B Table 3.1(d) was 50 93.47
onder RCM s | compared with ITC availed in GSTR % Tabie 6C,
payment of tax | 8DVand 6F.
in (’8TR 3B/ In caseg where GRTRS wiag aor availabie, rhe
GETR 9 check was reswicred within GSTR 3B - tex
dischargad in Table 3, 11:':!3 vis-d-vis [TC Fvailed
Table 4A42) and 4A103)
D3 | Shert paymest | RCM payments tn GSTR 9 TabledG (lax I8 717
of ax under payable} was comparsd with TTC availed in
RCMvsITC | GSTR 9 Table 6C, 8D and &F (TTC svailed).
‘aviiled in In casgs where GETR 9 wis not available, RCM
GSTR 38/ payment in GSTR 3B Table 3.01(d) waa
GSTR S eompared with OSTR 3B Table 4{A)(2) ond
4A[3), Greater of the difference in GSTR 9 snd
GSTR 3B was considersd where both “were
avalsble
(52 Incorrect [5D transforred in GSTR 9 Tuble 6G or GETR 25 3309
‘nvailment of 3B Tabis 4(A)4) was compared with the sum of
ISD ¢redit Teble A, 8A and Table 9A of GSTR: 6 of
mespective GSTIMg
D5 | Incorrect ISD G8TR & Table 7B/ 7H of the recipients was 1 0.0015
credip reveres] compared with sum of Table 84 (negative
figwres ouly) and Tabls 3A (negative figures
only) of their GETR 6
D6 | Mismatch of Positive figure in GETR 9C Table 12F and 35 371995
ITC availed examination of reazons provided in Table 13 for
betwess Annusl | mismalch
returng and
Baols of
-AGounis
D7 | Reconeilintion | Positive figare in GSTRE 9C Table 14T and 5 273904
between  ITC | exsmination of teasons provided in Table 15 for
availed in | mismatch
Annusl  retums
with expenses m
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Mismatch  in | Negative W GSIR 9C Teble SR and T 12563.20

urnoyer ‘exanvination of reusons privided in Toble 6 for
declaced in | rmismatch
GSTR &C Tahle
SR
DS | Mismeich  in | Megative figure In GSTR 9C Table 7G and 14 430,55

taxable fumover | examingtion of ressons provided m Table 8 for
declared in | mismatch

GSTR 9C Tible
| G

D16 | Mismaich i tax | Neganve figure i GSTH 8C Table SR and 50 7030
peid  between | exsminstion of reasone provided m Teble 10 for
books of | mismatch
aceonnts  and o
rEfurng

DIl | Unseltled The geeater of fax fability belween GSTR 1 | 25 FELDT;
liabilities {Tablies 4 ta | ) anid GSTR 9 {Tables 4N, 10 and

117 was compared with 1ax paid in GETR 2. In
cases where GATR. 9 was not gvailable, tax paid
in GSTR 3B was contgared with greater of lax
linbility betwzen GSTR. | and GSTR 3R,

The. amendmenss -and advance sdjnsiments
declared in GETR | and 9 were duly congidered

DI2 | GSTR 3B was | Taxpaysts who have not filed GSTR JB bpthave | 25 2147
nol Fled bt fled GSTR 1 o where GETR 24 svailable,
GSTR 1 i3 indicating taspayers cuscying on the business
aveilable witliout discharging fax
DT3 | Shoripayment | Inteerst calenlated wi the rate of 18 per cent on 2 1528
of intereat cagh poition of t payment on delayed fling of
GETR 3B vis-3-vis interest declared in GSTR 38
Total 385 17,382.37 |

Audit issued 385 audit enquires involving mismatch of ¥17,382.37 crore®
amongst the top deviations! inconsistencies in each of the 13 parameters for the
year 2017-18. The audit queries were issued to the respective Divisions between
February 2022 and April 2022 without further serutiny of taxpaver's records,
The audit check in these cases was limiled to verifying the Department’s action
on the identified deviations/mismatches.

Initial responses were yet to be received, as of 31 July 2024, for three
inconsistencies™ communicated to the Department, which invelves misnatch
of T 3.88 crore.

Based on latest replies received, the details of tax recoveries or status of progress
are given in subsequent paragraphs,

¥ This includes mismatch in turnover of ¥ 12,563.20 crore declared in Table SR of GSTR 9C and
migmateh in tusnove: of T 42055 crore declared Table 76 of GATR 00,

* Twn cazes of dimeasion ISD TT'C Mismatch (D4) involving ®2.02 croce and one case of dimension
Interest shart paid (1013} invalving ¥ 1 86 cvare,
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Based on responses to the Audit'Queries received [rom the Department, the
extent to which each of the 13 parameters translated into compliance deviations
is summarized below:

Table 2.3: Summary of deficiencies

in CIOTE)

9547 | 35 | 6535 | 1 | 146 | 2 |083™ |3 | 246 | 9| 2205 | 14 | 2534

18

77 | 15 5908 0 0 1 | ogL [0] 0 2| o2 3 083

%

Ao [ 17| 1815 [0 0 9 0 1] 10 [ s 1074 [ 6 | 1133

TTC availed

Books of
A4}

A79.75 | 21 | 33632 ] i] ] ) 1| 553 | 3| 4381 | 4 | 5344

¥ Recovery of £ 9.77 coore made in 15 cases and SO issued for T 47,37 crore against sudit abservation
T 94,26 crove in 22 cases,

* Mative 1o (he taipayer mfarmmg: him of such digerepancy und seeking his explanstion,

" Intimation of fax ascertained as being payable under Sectien T35) T4(5) of GOST Acl 2017,

L ‘Against T 1.32 crore pointed by Audit, in one case ¥ 5,529 was recovered and In another case SCH
Wﬂﬁ izgued.
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Mismaichin | 50 | 0 | 27| - 1 E Tl = 16l = (B8] =

109

Mot | 36| P

GSTR 9¢C
Table 7G

=it
o
;
;
-
.
1

10

18]

Mismatchin | S0 | 703 | 37 | 3348 | 0 ¢ |2 IS5 |5 827 | 6] 367
tax paid

between
Enn‘ﬂhf
arrounts and

13

.y

ccturns (1710
e

25 | 33535 | 14| 21838 | 4| 5485 L] 6 |2 568 | 6] 51

L2

GSTR 1B 248 | 8 i1} 0 2 4.1 Blnm| 4| o3 |7 493
was-not filed o
bui GSTR |
s wvailuble

685

13}

Shoctpeyment | 24 | 234 | 2 | 147 | 4 | A5 | B3| Tis6 | 1] 138 | 32| 03
of intecest ' '

13.34

382 | BT | 10| P9l | o4 | 40208 | §7 | 10403 [7| 3758 | 91| 3479

lﬁﬁ g

Total unreconciled turnover (TO) in Table SR of GSTR %C in the 50 cases Is ¥ 12.563.20 crore, in

27 cases bvolving mismatshed TO of ¥ 9555.68 crore valid explanations were provided by the

Diepartment and 1ae compliance deviations in 22 cases imvolving mismatched TO of ¥ 2746.18 crore
have been observed [n one case the issue ig under examination by the Department.

Total unrecencifed taxable wrnover (TTO) in Table 7G of GSTR OC in the |6 cases is ¥ 420,55 crore.
In six cases involving mismatched TO of ¥ 113,95 crore Depastment’s reply was accepted by audit
and the complisnce devistions m the Temaming {0 cases invalving mismatched TTO of £ 106,80 crore
have been observed.

Tn 1w cased the depariment uccepted audit ohservation of  4.80 crore against T 20.15 crore pointed
out by audit.

Tn 12 cases the depasiment acrepted audit oheervation of 2 11,61 crore against ¥ 95,47 crore pointed

‘aut by sudit
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Table 2.4: Top deviation for each dimension of Centralised Audit

I7e nnmmirh hc’mm

24AAACLO140PTZ]

Division-01

GSTR 2A and GSTR 3B (M5 Larsen and Toubro Lid.)

2 | ITC availed under RCM 24AACCRB65IDIZG Division-12 11.05
e payment of tag in {M/s Rama Cylinders Pvi, Ltd.)
GSTR3B/GSTR 9

3 | Short payment of tax 24AAFCSTE4LIZO Division-08 0.44
under RCM vs ITC (M5 Sahajanand Medical
availed in GSTR 3B/ Technologies Ltd.)
GSTR Y

4 | ISD credit incomrectly ZAAAACH004NLZO Dhvigion-02 7.73
availed by recipients (M/s Hindustan Unilever Ltd.)

5| Mismaich of ITC availed | 24AAACWOT44L2ZB (MJs | Division-06 | 1803
between Annual retums | Welspun Corporation Limited), '
and Bools of accounts

6 | Reconciliation between 24AAUCSSTOTD2ZP Division-01 | 1357.83
ITC availed in Anmmal (M/s Suzuki Motor Gujarat
returns with expenses in Private Limited)
financial statements

7 | Mismatch in furnover 24AABCE4RSIFIZY Division-07 669.96
declared in GSTR 9C {M/s Egsar Steel Tharlkhand
Tahle 5B Limited)

8 | Mismatch in taxable  24AAACUTISIHIZC Division-08 | 13012
turngver declared 1n {Mi's Unitec Fibres Pyi. Ltd )

| GSTR 9C Table 7G —— = . -

9 | Mismatch in taxpaid 24AMACLODB4ELZL Division-035 1.93
between books of (/s Linde Engineering India
‘acgounts and returns Private Limited)

15 Notice issued by the praper officer to the taxpayer for informing discrepancy noticed during scruting.
05 Tntimation of tnx ascertalned as being payable under sectian T3(5) 7415).
W Natice to  third person under Section 79(1)(¢),
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Unsetiled hiabilities 24ANACTA0S 5 Division-| 1
{M/s TATA Chemicals Limited)
11 | GSTR 38 was not filed 24AATCES496D 126 Division-03 425
but GSTR | is availahle {M/s Sterling Lam Ltd )
12 | Short payment of inferest 24AAACRS055K1ZD Divigion-11 393

(M/s Reliance Industries Lid)

Top Case from each of the andit dimensions (main 11 dimensions) are
discussed below:

(i) Dimension - Mismatch in ITC availed

GSTR 2A is a purchase related dynamic details of auto drafted supplies that is
autematically generated for each business by the GST portal, whereas GSTR 3B
is 4 monthly retimm m which summary of outward supplies along with TTC
declared and payment of tax are self-declared by the taxpayer.

To analyse the veracity of ITC utilization, relevani data were extracted from
GSTR 3B and GSTR 2A for the year 2017-18, and the TTC paid as per suppliers’
details was matched with the ITC credit availled by the taxpaver, The
methodology adopted was to compare the ITC available as per GSTR 2A with
all its amendments and the ITC availed in GSTR 3B in Table 4A(5)'"
considering the reversals in Table 4B(2)'" but including the ITC availed in the
subsequent year 2018-19 from Table 8C of GSTR 9.

Audit observed that im case of M/s Larsen and Toubro Ltd
(24AAACLO140P7ZT) under ACST Unit-6, Ahmedabad, ITC available as per
GSTR 2A was T 403.63 crore, The ITC availed in Table 4A(3) of GSTR 3B
and in the subsequent year (2018-19) from Table 8C of GSTR 9 was
T 416.36 crore and ¥ 51 crore respectively. aggregating to 467.30 crore. This
reaulted in mismatch of ITC availed, amounting to T 63,73 crore which was
communicated to the Department (February 2022), In response, JCST replied
(Tune 2024} that DRC 07 has been issued for T 3,61 crore,

(ii}  Dimension - Excess availment of TTC on RCM

In Reverse Charge Mechanism, the liability to pay tax is fixed on the recipient
of supply of goods or services nstead of the supplier or provider in respect of
cerfain categories of goods or services ur both under Section 9(3) or Section 9(4)
of the GGST Act, 2017 and under sub-section (3) or sub-section (4) of Section
5 of the IGST Act, 2017.

GSTR 9 is an annual return to be filed once for each financial year, by the
registered taxpayers who were regular taxpayers, including SEZ units and SEZ
developers. The taxpayers are required to furnish details of purchases. sales.
input tax credit or refund claimed or demand created erc.

" All orher eligible TTC.
W Orher [TC reversad.
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To analyse the veracity of ITC availed on tax paid under Reverse Charge
Mechanism (RCM) for the year 2017-18, the datasets pertaining to GSTR 3B
and annual return GSTR 9 were compared to check whether the ITC availed on
RCM was restricted to the extent of tax paid. The methodology adopted was to
compare the taxable supplies in Table 3.1(d)'"" of GSTR 3B with ITC availed
in GSTR 9 Table 6C'Y, 6D and 6F!'%,

Audit observed that in case of M/s Rama Cylinders Pwvt. Litd.
(2Z4AACCRE633D1ZG) under ACST Unit-103, Gandindham, taxable imward
supplies under reverse charge in Table 3.1{d) of GSTR 3B was ¥ 0.15 crore.
However, the ITC availed in Table 6C. 61 and 6F of GSTR % was 2 11.20 crore.
resulting in mismatch of ITC availed amounting to ¥ 11.05 crors which was
communicated o the Department (February 2022), In response, the JCST
Division-12 Gandhidham replied (May 2022) that the inconsistency arose since
the taxpaver has shown ITC of import of services (excluding inward supplies
from SEZ) as RCM liability.

The reply is not convincing as the amount shown under import of services
(excluding mward supplies from SEZ) is also liable for GST under RCM.

(iii) Dimension - Excess availment of ITC on RCM without payment of fax

The extenl of availing of TTC under RCM for the year 2017-18 without
discharging equivalent tax liability or, in other words, short payment of tax
under RCM was analysed by comparing the datasets pertaining to GSTR 3B and
annual returm GSTR 2 to checlk whether the tax has been discharged fully on the
activities/ transactions under RCM. In cases where GSTR 9 was filed, the
supplies liable to RCM in Table 4G"* was compared with ITC availed in
Tahle 6C, 6D and 6F.

Andit noticed that in case of M/s Sahajanand Medical Technologies Lid.
(2Z4AAFCST694L1Z0) under ACST Umnit-65, Surat, the inward supplies liable
to reverse charge in Table 4G of GSTR 9 was  1.08 crore and the [TC availed
in Table (6C+EDHOF) of GSTR 9 was T 1.52 crore. This resulled in availment
of ITC on RCM without payment of tax amounting to  0.44 crore, which was
commumicated to the Department (February 2022), In response, JCST replied
(Tune 2024) that taxpayer had paid % 1.08 crore for RCM and claimed RCM
credit of T (198 crore through GSTR 3B. The wmaxpaver in GSTR-Y, showed
wrong credit due to the clerical mistake which was corrected while filing GSTR-
9C. However, the reply was silent on the specific details of the clerical mistake.
Further, the Department did not provide any supporting documents. Thus, Audit
could not ascertain the correctness of the same.

10 Inward suppliss (Hable torevemse chisrze),

W Tnweed supplies rectived from unregistered persons lablie to reverse charge.
W Taward supplies recsived from registeced persons liable to revecse chasge,
"2 Import of services.

" Inward sopplies on which tax iz to be paid on reverse charge basis,
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(vl Dimension - ISD credit incorrectly availed by the recipients

In order Lo analyse whether the TTC availed by the taxpayer is not in excess of
that fransferred by the ISID, the I'TC availed as declared m the returns of the
taxpaver is compared with the ITC wansferred by ISD in their GSTR 6. The
methodology adopted was to compare GSTR 9 Table 6G or GSTR 3B
Table 4{A)4) with the sum of Table 34, Table 8A and Table 9A of GSTR 6 for
respeclive GSTINs.

In case of M/s Hindustan Unilever Lid. (24AAACTIO004N1Z0) under
ACST 21, Ahmedabad, as per Table 6G of GSTR 9, ITC received from ISD was
? 37.81 crore and the ITC transferred by ISD. sum of Table 5A, 8A and 9A of
GSTR 6'"%was ¥ 30.08 crore. This resulted in mismatch of ISD ecredit of
¥ 7.73 crore which was commumicated to the Departnient (February 2022). In
response, JCST stated (May 2024) that the reply would be furnished after the
adjudication in the matter relating to Tran 1/2 and afler considering response of
the taxpayer to DRC 07,

v} Dimension - Unreconciled ITC in Table 12F of GSTR 9C

Table 12 of GSTR 8C reconciles ITC declared in annual return (GSTR 9) with
ITC availed as per audited annual financial statement or books of accounts,
Table [2F deals with unreconeiled ITC.

The certified reconciliation statement submitted by the taxpayer as required
under Rule 80(3) of GGST Rules in GSTR 9C for the year 2017-18 was
analysed at data level to review the extent of identified mismatch in TTC
declared in the Annual Return with the Financial Statements.

In case of a laxpayer, M/ Welspun Corporation Limited
(Z4AAACWOT4IL2ZB), under ACST Unit-35, Bharuch, Audit noticed that
ITC claimed in annual return was 120,31 crore as per Table 12E of GSTR 9C
and TTC claimed as per audited financial statement declared i Table 12D of
GSTR 9C was  102.28 crore. As such, unreconciled ITC of T 18.03 crore was
declared in Table 12F of GSTR 9C which was communicated to the Department
(February 2022),

In response, the proper officer (December 2022) provided the explanation for
unreconciled amount in Table 14T of GSTR 9C. The reply was not convineing
as the andit enquiry was related to Table 12F of GSTR 9C and not on Table 14T
of GSTR 9C.

(vi) Dimension - Unreconciled ITC in Table 14T of GSTR 8C
Table 14 of GETR 9C reconciles ITC declared in annual return (GSTR 9) with
ITC availed on expenses as per audited Annual financial staternent or books of

accounts, Table 14T deals with unreconciled ITC.

The certified reconciliation siatement submitted by the taxpayer a8 reguired
under Rule 20{3) of GGST Rules in GSTR 9C for the yvear 2017-18 was

"% Rerom for input service distributor,
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analysed at data level to review the extent of identified mismatch in ITC
declared in the Annual Returmn with the expenses reported in the Financial
Statements,

In case of a taxpayer, M/s Suvzuki Motor Gujarat Private Limited
(24AAUCSSTOTD2ZP), under ACST Unit-12, Viramgam, TITC of
T 148920 crore was claimed in annual return as per Table 148 of GSTR 9C and
ITC of T 1357.83 crore was available as per expenses reported in the linancial
statement declared in Table 14R of GSTR 9C. As such, unreconciled ITC of
T131.37 crore was declared in Tuble 14T of GSTR 9C which was
communicated to the Department (February 2022). In response, the proper
officer replied (November 2022) that as the case was selected for audit by
DCST-Corporate, Mehsana, reply would be obtained and intimated to audit.
Further reply in this regard was awaited (Tauly 2024).

fvii) Dimension - Unreconciled turnover in Table SR of GSTR 9C

Table 5 of GSTR 9 C is the reconciliation of turnover declared in audited annual
financial staternent with turnover declared in annual return (GSTR 9). Table 5R
capiures the unreconciled tumover between the annual retum GSTR 9, and that
declared in the Financial Statement for the vear after the requisite adjustments,

The cerfified reconciliation stalement submitted by the taxpayer as required
under Rule 80(3) of GGST Rules in Form GSTR 9C for the vear 2017-18 was
analvsed af data level to review the extent of ilentified mismatch in turnover
reported in the Annual Return vis-g-vis the Fmancial Statements. The
unreconciled amount in cases where the mmover declared in GSTR 9 is less
than the financial stalemenl mndicates non-reporting, under-reporting, short-
reporting, omission. error in reporting of supplies leading to evasion or short
payment of tax. It could also be a case of non-reporting of both faxable and
exempted supplies.

In case of M/s Essar Steel Jharkhand Limited (24AABCE4831F1ZY) under
ACST Unil-37, Surat. Audit noticed that turnover of ¥ 6.25 crore was declared
i annual return as per Table 5Q of GSTR 9C and anpual turnover after
adjustment as per {inancial statement declared in Table 5P of GSTR 9C was
% 676.22 crore. As such, imreconciled turmover of € 669,97 crore was noticed in
Table 5R of GSTR 9C, which was communicated to the Department
(February 2022), In response JCST replied (March 2024) thal unreconciled
turnaver in Table SR of GSTR 9C was due to non-GST supply, such as interest
income, profit on sale of investment and sundry credit balance written off which
is mentioned in 0A of GSTR 2C. However, the reply was not supported with
proper documentary evidence such as [inancial statement, profit and loss
account and balance sheet (or verification,

In this regard, it is also pertinent to mention that the reconciliation statement in
Form GSTR-9C should be prepared and duly signed by the auditor and other
statemnents, as applicable, including financial statement. profit and loss account
and balance sheet efc. must be uploaded with GSTR-3C. However, these records
were not propetly uploaded with the GSTR-9C.
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(viii) Dimension - Unreconciled taxable turnover in Table 7G of GSTR 9C

The ceriified reconciliation stalement submiited by the taxpayer as required
under Rule 80(3) of CGST/SGST Rules in Form GSTR 9C for the year 2017-
18 was analvsed at data level to review the extent of identified mismarch in
taxable tumover reported i the Awnnual Returmn vis-d-vis the Financial
Statements. Table 7G of the Form 2C captures the unreconciled taxable turnover
between the annual return GSTR % and that declared in the financial staterment
for the year after the requisite adjustments. The unreconciled amount in cases
where the taxable tumover in GSTR 9 is less than the financial statement
indicates non-reporting, under-reporting. short-reporting, omission, error in
reporting of taxable supplies, It could also be on account of non-reporting of
both taxable and exempted supplies.

In case of M/s Unitec Fibres Pvt. Ltd. (24AAACU73IS3HIZC) under
ACST Umit-73, Vapi. Audit noticed that the taxable turnover as per liability
declared in Anoual Retum (GSTR 9) in Table 7F of GSTR 9C was ¥ 2.21 crore
and taxable turnover as per financial statemeni as declared in Table TE of
GSTR 9C was T 13232 crore. As such. nusmatch of taxable tumover of
% 130.11 crore was noticed in Table 7G of GSTR 9C, which was communicated
to the Department (February 2022),

On this being pointed out, JCST replied (June 2024) that the reason for
mismatch was due to inclusion of turnover of Maharashtra and Silvasa branches.
Further, it also included Value Added Tax turnover of period from April-Tune
2017 and furnished reconciliation. However, the reply was not supported with
proper decumentary evidence, le. copy of GSTR 9 and GSTR 9C of
Maharashtra and Silvasa branches for verification. In absence of these records,
Aundit could not ascertain the correctness of the Department’s reply.

(ix) Dimension - Unreconciled tax lability in Table YR of GSTR 9C

The certified reconciliation staiement submitted by the taxpayer as required
under Rule 80(3) of GGST Rules in Form GSTR 9C for the year 2017-18 was
analysed at data level to review the extent of identified mismatch in tax paid
between the Annoal Return and the books of account. Table 9 of the Form 9C
altempts to reconcile the tax paid by segregating the turnover rate-wise and
comparing it with the tax discharged as per apoval return GSTR 9. The
unreconciled amounts could potentially indicate lax levied at incorreet rates,
incorrect depiction of taxable turmover as exempt or vice versa or incorrect levy
of CGST/ SGST/ IGST. There can also be situations wherein supplies/ tax
declared are reduced through amendments (net of debit notes/ credit notes) in
respect of the 2017-18 transactions carried out in the subsequent vear from April
to September 2018. Consequential interest payments - both short payments and
payments under incorrect heads - also need to be examined in this regard.

In case of M/s Linde Enginecring India Private Limited (24AAACLO0B4ELZ])
under ACST Unit-39, Vadodara. (otal amount paid as declared in Annual Return
(GSTR 9) in Table 9Q of GSTR 9C was 2 11,46 crore and total amount to be
paid in the books of accounts as per Tables 8P of GETR 9C was T 13.39 crore.
Hence there was unreconciled payment of tax of 2 1.93 crors, which was
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communicated to the Department (February 2022), In response. the proper
officer replied (April 2022) that ASMT 10 was issued in April 2022 to the
taxpayer.

{x) Dimension - Shert declaration of tax liability

To analyse the undischarged tax liability, relevant data were extracted from
GSTR 1 and GSTR 9 for the year 2017-18 and the tax payable in these returns
was compared with the tax paid as declared in GSTR 9. The amendments and
advance adjustments declared in GSTR 1 and 9 were also considered for this

purpose.

Audit observed that in case of M/s TATA Chemicals Limited
(Z4AAACTA4059MIZS5) under ACST Unit-101, Jam-Khambhalia, the tax
payable in GSTR 9 was ¥ 297.62 crore. However, the tax paid as declared in
GSTR 9 (Table 9 and 14) was ¥ 273.36 crore. This resulted in mismatch of tax
ability of ¥ 24.26 crore which was communicated to the Department
(February 2022). In response, the proper officer replied (April 2022) that the
permission for serutiny under Section 61 would be obtained and intimated
accordingly. Further reply was still awaited (July 2024).

(xi) Dimension - Cases where GSTR 3B not filed but GSTR 1 or GSTR 24
availuble

The very availability of GSTR 1 and 24 and non-filing of GSTR 3B indicates
that the taxpavers had undertaken/ carried on the business during the period
but have not discharged their tax hability, Tt may also mclude cases of irmegular
passing on of ITC. All these cases, therefore, warrant investigation. At the data
level it was attempted to identify those taxpayers who have not filed GSTR 3B
(monthly retum) but have filed GSTR 1 (monthly outward supply return) or
whose GSTR 2A {ITC received statement) was available. GSTR 3B refurn is
the only mstrument through which the hability iz offset, and ITC 15 availed.

Audit observed that in case of M/s Sterling Lam Ltd. (24AAICS5496D176)
under ACST Unil-29, Prantij the tax payable in GSTR 1 was ¥ 4.25 crore. The
taxpaver had not filed GSTR 3B (invelving tax Liability of ¥ 4.23 crore) for the
period July 2017 to Mareh 2018, The proper officer accepted the audit
observation and replied (January 2023) that DRC 07 was 1ssued to the taxpayer
in February 2019 and demand of T 2.31 crore (tax of 1,07 crore, interest of
20.17 crore and penalty of T 1.07 crore) was raised. However, the reply was
silent on remaining tax amount of ¥ 3.1¥ crore. Department further replied
(March 2023} that the case is now pending at NCLT Ahmedabad and proper
officer had filed elaim for the raised dues. Further progress in this regard was
still awaited (July 2024,

(xii) Dimension - Short-payment of interest

Section 30 of the Act stipulates that every person liable to pay tax in accordance
with the provisions of this Act or the rules made thereunder but fails to pay the
tax or any part thereof to the Government within the period prescribed, shall for
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the period for which the tax or any part thereof remains unpaid, pay interest at
the rale nolified.

The extent of non/ short payment of interest on account of delaved remiftance
of tax during 2017-18 was identified using the tax paid details in GSTR 3B and
the date of filing of the GSTR 3B. Only the net tax liability (cash component)
has been considered to work out the interest payable.

Audit observed that in case of M/s Rellamce Industries Lid
(2Z4AAACRS055K1Z1D) vnder ACST Unit-100, Jamnagar wheren the returmns
(GSTR 2B) for the months August 2017 and October 2017 were filed with delay
ranging between oneday and 2%days on 21 September 2017 and
19 December 2017 respectively. In response, the proper officer while accepting
the delay replied (April 2022 and January 2023) that against the Habilily of
interest of ¥ 3.93 crore, the taxpayer paid interest of T 11,044 in October 2017,
However, the taxpayer was liable to pay remaining interest of ¥ 3.93 crore.
Further progress in the case was still awaited (July 2024,

Considering the Department®s response {o 382 cases out of the sample of
385 data deviatiens/ inconsistencies. the factors that caused the data deviations!
inconsistencies are as follows:

a) Deviations from GST law and rules

Out of the 145 mismaiches summarized in Appendix VL the Department
accepted the audit observations and mitiated action m 54 cases with tax effect
of T 141.61 crore. Out of these cases, the Department recovered T 9.77 crore in
15 cases, issued SCN in 22 cases for T47.37 crore against audit observation of
T 94.26 crore and issued notice conveying discrepancies to the taxpayer in Form
ASMT 10/ DRC 01A/ DRC 13 in 17 cases for T 37,58 crore,

Top five cases where the Department had accepted the audit observation or
initiated action amounted to T 98.07 crore.

A few illustrative cases are discussed below:
Unreconciled rax liabifity in Table 9R of GSTR 9C

(i) In case of M/s Aaman Traders (24ARDPS5053P1ZB) under ACST Unit- 74,
Vapi the total amount paid as declared in Annual Return (GSTR 9) as per
Table 9Q of GSTR 9C was T 12,71 crore and total amount to be paid as per
boaks of accounts as per Tables 9P of GSTR 9C was T 13.64 crore. Hence there
was inreconciled payment of tax of  0.93 crore, which was commumnicated to
the Department (February 2022). On this being pointed out (February 2022), the
JCST replied (April 2024) that DRC 01 had been issued (April 2024), Further
progress in this regard was still awaited (Tuly 2024).
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Short declavation of tax liability

(i) In case of M/s Om Enleiprise (24AAEFO7335K1ZY) under
ACST Unit- 18, Ahmedabad, the tax payable in GSTR 1 was % 11.07 crore and
tax paid in GSTR 3B was % 1.37 crore. This resulted in mismaich of tax
lishility of ¥9.70 crore which was communicated to the Department
(February 2022). In response, the proper officer replied (March 2022) that
ASMT 10 was issued in March 2022 to the taxpayer. Further, ACST replied
(September 2023) that the case has bgen transferred to Enforcement Division,
as laxpayer was involved in bogus business activities. Further progress in this
regard was awaited (July 2024).

Unreconciled ITC i Table 12F of GSTR 9C

(iii) In case of M/s Schneider Eleciric India Pvt. Lid (24AABCS1624G1ZT)
under ACST Unit-45. Vadodara, Audit noticed that the ITC claimed in annual
return was T 26.14 crore as per Table 12E of GSTR 9C and ITC claimed as per
audited financial statement declared v Table 12D of GSTR 9C was
T 16.6]1 crore. As such, nnreconciled ITC of T9.53 crore was declared in
Table 12F of GSTR 9C which was commmunicated to the Department
(February 2022). The proper officer replied (March 2022) that ASMT 10 was
issued lo taxpayer for further clarification. Further progress in this regard was
awaited (July 2024).

Excess ITC availed

(iv) Audit observed that in case of M/s JSW Steel Ltd. (24 A AACI4323N1ZM)
under ACST Unit-3, Ahmedabad, the ITC available as per GSTR 2ZA was
T 49.64 crore. However, the ITC availed in Table 4A(3) of GSTR 3B was
2 54.04 crore and I'TC of  2.07 crore was availed in the subsequent year (201 8-
19} in Table 8C of GSTR 9. This resnlted in mismatch of ITC availed of
¥ 6:47 crore which was communicated to the Department (February 2022). In
response, the proper officer replied (June 2022) that ASMT 10 was issued
(May 2022). Further progress in this regard was awailed (July 2024).

Cases where Department’s reply not accepted bur reburied by Audit

Out of the 382 cases where the replies were received, Department’s reply was
not acceptable in 91 cases''® amounting to T 324,79 crore. In these cases, the
Department has either forwarded explanations of the taxpayers without
explicitly commenting on the audit observations or the replies were not found
satisfactory.

Top five cases where Department’s reply was not acceptable to Audit amounted
T 11717 crore.

A few illustrative cases are featured below:

® In case of M/s Bharat Sanchar Nigam Ltd. (24AABCBS576G1ZR) under
ACST Unit-8, Ahmedabad ITC available as per GSTR 2A was  33.63 crore.

"6 Fhiz includes 55 cages whers the replies were nat suppartad with proper documentary evidence.
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However, ITC availed in Table 4A(5) of GSTR 3B was ¥ T2.85 crore, other
reversal of TTC was T 0.63 crore and the ITC availed in the subsequent year
{2018-19) in Table 8C of GSTR ? was T 3.90 crore: Thus, there was
mismatch of ITC availed amounting to T 24.49 crore which was
communicated (o the Department (February 2022). In response, the proper
officer did not accept the audit query and replied (June 2022) that during
2017-18. the taxpaver has availed ITC of ¥96.13 crore. While filing
GSTR 3B, ITC on import was shown as [TC on normal goods and services
by mistake, While filing GSTR 9 this omission was corrected and entered in
right head.

The reply is partially acceptable to the extent of typographical error atiributed
io the mismatch of ITC of T 23,88 crore that was arrived on aggregating of
ITC of 2 19,19 crore pertaining to import from SEZ and ITC of T 4.69 crore
under RCM that was incorrectly reported in all other ITC in GSTR 3B.
However, no explanation was provided for excess availment of [TC of ¥ 0.61
crore (ITC of ¥ 54.24 crore as per GSTR 3B - ITC of ¥ 53.63 crore as per
GG3TR 2ZA) that was accepted by the taxpayer n its reconciliation statement,
mentioning that it was not material as it worked out to only 1.12 per cent.
Further reply in this regard was still awaited (July 2024).

s Unreconciled tomover of € 87.66 crore declared in Table SR of GSTR 2C
case of M/s ERicha World Travels (Z4AAFTRO066GLZ0) under
ACST Unit- 08, Ahmedabad was communicaled to the Department
{Febrnary 2022). In response, the proper officer did not accept the audit
observation and stated (June 2022) that the dealer 15 an TATA (Intermnational
Air Transport Association) approved travel agent and their core service is
International and domestic air ticketing, Intermational and domestic hotel
baoking and railway ticket booking. They use accounting software in which
the purchases are booked based on ticket purchased from related
Airlines/ Railway. They do not receive ITC for such ticket purchase because
the purchase has been actually booked in the name of end client and [TC also
passed on directly to the end client. However, while accounting the purchases
have been made for the full amount of Air Ticket and on the other side the
sales have been booked after considering the discount! commission’ service
charge and so directly the figures of purchase and sales does not tally i profit
and loss account. Further, Departrment stated that the taxpayer is liable to pay
GST on Commission/ Service Charge earned by him and has paid 18 per cent
GST on such commission earned from airlines.

Rule 32(3) of the GGST Rules, 2017 provides that the value of the supply of
services in relation to booking of tickets for travel by air provided by an air
travel agent shall be deemed to be an amount calculated at the rate of
five per cent of the basi¢ fare in the case of domestic bookings, and al the
rate of ten per cent of the basic fare in the case of international bookings of
passage for travel by air. So, GST for air ticket booking should have been
paid on relevant portion of basic fare on which commission has been paid,
not on the commission from air ticket booking. Further reply in this regard
was awailed (July 2024),
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b)) Data entry ervors by iaxpayers

The data enlry errors constituted 28 per cenf (107 cases) of the lotal responses
received and 50 per cent of cases where the Department’s responses were
accepted by Audit. Most of the data entry errors relate to mismatch in ITC,
RCM, unreconciled ITC, unreconciled tumover, wnreconciled taxable turnover
and unreconciled tax paid (provided in GSTR 9C). An illustrative case is
brought out below:

A deviation of ¥ 31.70 crore was identified as tax liability mismatch between
GSTR 1 and GSTRO of the taxpayer. M/s Earum Pharmaceuiicals Lid.
(24AADCE1163C1ZB) under ACST Unit-11. Ahmedabad and communicated
to the Depariment (February 2022), The proper officer replied
(November 2022) that the deviation was due to a typographical error made by
the taxpayer by showing wrong CGST and SGST amount of T 17,64.43.846
instead o[ T 1,76,43,846 in Table 4 of GSTR 2.

Another deviation of ¥ 6.31 crore was identified as tax liability mismateh
between GSTR ! and GSTR9 of the taxpayer, M/ Parimal Modi
(2Z4AHSPMAT2EL1ZN) under ACST Unit-10, Ahmedabad and commumicated
to the Department (February 2022). The proper officer replied (June 2024 that
the taxpayer while [iling GSTR 1 erroneously compuled tax at the rate of
1800 per cenr instead of 18 per cent in respect of three invoices leading to the
mismateh.

The system allowed for such data entry errors, which could have been avoided
with proper validation controls.

The CAG's Report No. 5 of 2022 on Union Govemment Department of
Revenue (Indirect Taxes-Goods and Services Tax) had also highlighted data
quality issues and significant inconsistencies in the GST data due to which Audit
could not establish reliability of data for finding audit insights and trends. The
Report had recommended that the Union Ministry should consider introducing
appropriate validation controls {contrels to prevenl unreasonable dala entries
and/or alert the taxpayer to inreasonable data) supplemented by post facto data
analvlics in respect of important data elements.

Recommendation 2.2.1

The Department may rake up the issue before GSTN ro inroduce validarion
controls in GST Returns to curb data enfry errors, emhance taxpayer
compliance and facilitate better scrutiny.

In a seif-asyessment regime, the onus of compliance with law is on the taxpayer.
The role of the Department is to establish and maintain an efficient tax
administration mechanism to provide oversight. With finite level of resources,
for an effective tax administration, to ensure compliance with law and collection
of revenue, an efficienl governance mechanism is essential. An IT driven
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compliance model enables maintaining a non-discretionary regime of
governance on scale and facilitates a targeted approach to enforce compliange,

From an extemal audit perspective, Audit also focused on a data-driven risk-
based approach. Thus. apart from identifving inconsistencies/ deviations in GST
returns through data analysis, a detalled andit of GST returns was also
conducted as a part of this review. A risk-based sample of 50 taxpayers was
selected for this part of the review. The methodology adopted was fo initially
conmduct a desk review of (G871 refums and financial statements filed by the
taxpayers as puart of the GSTR 9C and other records available in the back-end
system to identify potential risk areas, inconsistencies/ deviations and red flags.
Based on desk review results, detailed andit was eonducted in State Tax Offices
by requisitioning corresponding granular records of Laxpayers such as financial
ledgers. invoices efe. to identify causative factors of the identified risks and to
evaluate compliance by taxpayers,

Scope limitation (Non-production of records)

In spite of requisitions and follow up, the Department did not produce the
granular records such as financial statements and related ledgers, invoices for
selected months, Auditor’s Report. debit and credit notes, efe, in 49 of the audit
sample of 50 cases. Thus, in 98 per cent of the sample, Audil could not examine
the mismatches observed through data analysis, which constituted a significant
scope limitation,

The jurisdiction wise non-production of records is summarised in
Appendix V1L

As a resull of non-production of records. mismaiches/ deviations noticed
through data analysis, amounting ¥ 319.92 crore, could not be examined in
audil.

Detatls of top 10 cases relating to non-production of records are given m
Appendix VIIL

Recommendation 2.2.2

The Deparviment may work towards making siatutory provisions to ensure
timely and complete production of records to Audit.

i Nown-payment of intevest by taxpayers
-

e

Interest caloulated at the rate of U8 par ceni per snmim,
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The top three irregulanties noticed in this category amounted to 2 1.65 crore,

An illustrative case is featured below:

i. M/s Exxaro Tiles Limited, (24AADCRE355H1Z8) under Unit-29-Prantij,
belatedly filed the GSTR 3B returns of July 2017 to March 2018 with delay
ranging from 98 to 272 days and paid the tax of T 15.17 crores in these returns
by debiting the Cash Ledger. However, interest of ¥ 1.40 crore was not paid. In
response, the State Tax Officer. replied (October 2022) that the audit of the
taxpaver for the period 2017-18 was ongoing under DCST Range-7,
Gandhinagar, Afier completion of the audi, detailed reply would be fumnished.
Further reply was awaited (July 2024),

b. Data entry errors

Audit observed dala entry etrors in the retumns of four taxpayers under four Unit
offices involving ¥ 11.58 crore. The details are given in (Appendix IX). The
errors were mainly in declaration of ITC, tax liability and turnover in GSTR 3B,
and GETR 9,

B ACST-1, Abmedabed (24 AMKPES25 N1 Z8). ACBT-8, Almedsbed (24AABCP | 545K 1Z]T), ACST-
‘45, Nadiad (24ACOPLA690F | ZE), ACST-12. Viramngam (Z4AAACITTA6TDZOY, ACST-57. Surnt
{24AAKFB2820P|ZC) & 58 Sww  (M4ACUFSI33511ZTY,  ACST-72,  Navsan
'{.E‘MABCDDZBGIZZFj ACSTTI. Vepl (ZEAAACUTISIHIZC), ACST Unit-89. Rajkoc
(2AAAHFS4506J127), ACST Unit-98, Jamnagar (24 ABLES2660L1ZU). ACST-93, Eajkot
{ZAAATICVE343R1Z0) and ACST Unit- 103, Gandhidham (24 ACMPPITB2G1ZZ),

19 ACST-R, Ahmedubad (248 ARCP1545K1Z0), ACST49. Nadisd [24ACOPLASHEIZE). Und-57,
Surat (J4AAKFB2RI0PIZCY & 58 Suat  (24ACUFS2333MZT).  ACST-72, Navsar
(24AABCDO223GIZF), ACST-73. Vapi (Z4AAACUT3SIHIZC), ACST Unin89. Rajkot
(24AAHES4506T127). and ACST Unit-98, Jamnagar (24ABLFS2660L1Z1)),

129 ACST-18. Ahmedabad (J4AAKCMI65 ILIZC),

131 Motifeation Mo. 65/2018 stateg thut Nutification No. 352017 was further smended vide Motifieation
Mo 46/2018-Central Tax which sxtends the due date tor filing (G3TR 3B tor those regiatered person
wha had obtained GSTIN by migration in terms of Notification No. 31/2018 (06 August 2018).

12 (Jnit-5, Ahmedabad (244 AACB2EGIZT).
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One of these cases is featured below;

i. M/s Kapadia Textile (24AGNPP8281D1Z4) pertaining to Unit-64 Sural, had
shown tumover of 2 11.38,09,71,38,097 in GSTR 3B of August 2017 which
apparently seem 1o be data entrv error. Reply of the Department is still awaited
(Tuly 2024),

c. Non-filing of returns

As per Section 44 (2) of GGST Act. 2017 read with sub-rule (3) of Rule 80 of
the GGST Rules, 2017, every registered person whose aggregate tumover
during a financial year exceeds two crore rupees shall get his accounts audited
as specified under sub-section (3) of Section 35 and shall furnish a copy of
audited annual accounts and a reconciliation statement, duly eertified, in
GSTR 9C, electronically through the common portal either directly or through
a Facilitation Centre notified by the Commissioner.

Finance Department, Government of Gujarat vide their Notification
No. 47/2019 (10 October 2019) clarified that for the taxpaver having total
turnover not exceeding T two crore, it is optional o file GSTR 9,

As per Section 29(2) of GGST Act 2017, the proper officer may cancel the
registration of a person from such date, including any retrospective date, as he
may deem fil, where any regisiered person has not furnished returns for a
continuous period of six months.

Audit observed that in two cases'®, constituting four per cent of the 50 sampled
cases, the taxpayers had not filed one or more retums (GSTR 9/ GSTR 9C),

On this being pointed out (December 2022), Department in one case stated
(March 2023) that the taxpaver had liled GSTR @ on 23 February 2023. Reply
is not acceptable in view of the fact that as per CBIC Notification No. (6/2020
the taxpayer was required fo file GSTR 9 on or before 05 February 2020,
Therefore, it 1s evident that the Department has not identified the taxpayer as
non-filer till the audit query was issued. Further, reply was silent for imposing
the late fee for delay of 1.114 days. In another case reply was awaited
(Tuly 2024).

d. Late fee for delay in filing of returns

As per Section 47 of the GGST Act. 2017, any registered person who fails to
furnish the details of outward or inward supplies required under Section 37 or
Section 38 or returns required under Section 39 or Section 45 by the due date
shall pay a late fee of one hundred rupees®* for every day during which such
failure continues subject to a maximum amount of five thousand rupees. As per
Section 47(2) any registered person who [ails to furnish the return required
under Section 44 by the due date shall be liable to pay a late fee of one hundred

B4 Wiz Stwee Enlerprise (Z4ACOPLASI0FIZE) under Unit-49 Nadiad and Mz Balaji Masketing
(24ATICPDT764R121)) under Unit-64, Surat.
'#F 23 vide State Notificarion Mo 64201 7-Stats Tax dated |5 November 2017
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rupees for every day during which such failure continues subject to a maximum
of an amount caleulated al a quarter per cenr of his tunover in the State.

e Systemic issue

Section 37 of GGST Act 2017 provides that every registered person, other than
an Input Service Distributor, a non-resident taxable person and a person paying
tax under the provisions of Section 10 or Section 51 or Section 32, shall furnish,
electronically, in such form and manner as may be prescribed. the details of
outward supplies of goods or services or both effected during a tax period on or
betore the tenth day of the month succeeding the said tax period and such details
shall be communicated Lo the recipieni of the said supplies within such time and
-in such manmer as may be prescribed.

Rule 59 of the GGST Rules, 2017 related to ‘Form and manner of furnishing
details of outward supplies’ provides that every registered person, other than a
person referred to in Section 14 of the Integrated Goods and Services Tax Act,
2017 (13 0f 2017) is required to furnish the details of outward supplies of goods
or seryices or both under Section 37 in Form GSTR 1,

Andil observed thal on back-end Boweb porlal of GSTN available for (he
Department, proper officers were not able to access the row wise information of
various columns of GSTR 1 as detailed below:-

» Row wise detail of Table 4A {Supplies other than those atiractive reverse
charge and supplies made through e-commerce operator)

« Row wise detail of Table 4B (supplies attracting tax on reverse charge
basis)

* Row wise detail of Table 4C (supplies made through e-commerce
operator attracting TCS: operator wise, rate wise)

» Row wise detail of Table 5A (Outward supplies other than supphies
made through e-commerce operator, rate wise)

»  Row wise details of Table 6A (Exporis)

3 ACST-11, Ahmedabad (24AAACGI9IBIIZM). ACST-64, Surat (24CKQPPIE2SGIZI), ACST-
65 Sumat [24AADFLEG4SHIZT), ACST-72 Navsari (24AABCD0223G12ZF) and ACST-94 Gondal
(24 A ABFDA400A 1 2T)
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o Row wise details of Table 6B (Supplies made to SEZ unit or SEZ
developer)

e Row wise details of Table 6C (Deemed exports)
* Rowwise details of Table 12 (HSN-wise summary of outward supplies)
s Row wise details of Table 13 (Documents issued during the tax period)

The proper officer scrutinizes the retumn for iis correctness based on the
information available on the system in various forms and statements filed by the
registered taxpayers. In the absence of required information row wise for each
eolumn could hinder the process of scrutiny by Department as per its SOD,
Further, in the absence of the desired details Audit could not ascertain the
category/ classification of supplies and levy of proper tax.

On this being pointed out (July 2022 to February 2023), Unit offices stated that
this being a sysiemic issue, it will be intirnated to competent authorily for
necessary action. Further five Unit offices™ confirmed (November 2022 to
December 2022) that the prescribed details were not visible. Four offices!'”
stated (June 2024) that matter had been informed to the higher authority.

Audit is of view that the Department promptly pursue the matier with
Government! GSTN to ensure (hat all the data/ information made visible to the
proper officer in the back end for smoothening serutiny of returns,

Recommendation 2,2.3

The Department may consider taking necessary action for making available
all the infarmation/ particwlars of GSTR I row-wise separately to the proper
officer at the back-end portal of Deparoment.

Duplicate Generation af GSTR 3B of particular month

As per Section 39(1) every registered person, other than an Input Service
Distributor or a non-resident taxable person ora person paying tax under the
provisions of Section 10 or Section 51 or Section 52 shall. for every calendar
month or part thereof, furnish, i such form and manner as may be prescribed,
a return, electronically, of inward and outward supplies of goods or serviees or
both, input tax credit availed. tax payable. tax paid and such other particulars as
may be prescribed, on or before the twentieth day of the month succeeding such
calendar month or part thereof.

8 ACST-|, Ahmedsbad ACST-12 Viramgam, ACST-85, 52 and 93 Rajhot.

W7 ACST-26, Himatnagar, ACST-65. Sust, ACST-68, Surat-and ACST-89, Rajkot.

B Z4AAABCPISASKIZT) ACST Unit-B, Abmedabad (24AAKCMATLTRIZP) ACST Unit-78,
Mahyva
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Input Tax Credit (ITC) means the Goods and Services Tax (GST) paid by a
taxable person on purchase of goods and/ or services that are used in the course
or furtherance of business. To avoid cascading effect of taxes, credit of taxes
paid on inpul supplies can be used to set-off for payment of {axes on outward

supplies,

Seetion 16 and 17 of the GGST Act prescribe the eligibility and conditions to
avail ITC. Credit of CGST cannot be used for payment of SGST/ UTGST and
credit of SGST/ UTGST cannot be utilised for payment of CGST, Rule 36 to 45
of the GGST Rules prescribes the procedures for availing and reversal of ITC.

a.  Non reversal of ITC on damaged goods & supply of free samples

Section 17(5) (h) of GGST Act, 2017 stipulates that notwithstanding anything
conlained in sub-gection (1) of Section 16 and 1n sub-gection (1) of Seciion 18
ITC shall not be available in respect of the goods lost, stolen, destroyed, written
otf or disposed of by way of gift and free sample.

In cage of M/s Exxaro Tiles Limited (GSTN 24 AADCRA355H1 Z8) under Unit-
29, Prantij Audit observed that the taxpaver had received insurance claim of
% 68.68 lakh for damage of finished goods,

Further, there was exported sample sale of ¥ 2.09 crore. As the taxpayer
exported sample goods free of cost and ne foreign currency was realized in such
sale, TTC for purchase of goods supplied as free sample should not be availed.
On verification of GSTR 9, it was noticed that the taxpayer had not reversed
any ITC under Rule 17(5) of GGST Rule, However. in the absence of ledger
and stock register (July 2017 to March 2018) Audit could not quantify the ITC
availed by the taxpayer for purchase of inputs used in production of such goods
supplied as free samples and insurance claim for damaged goods.

b, Non reversal of ITC

Section 17(2) of the Act read with Rule 42-and 43 123 of the GGST Rules states
that where the goods or services or both are used by the registered person parily
for effecting laxable supplies including zero-rated supplies and parlly for
etfecting exernpt supplies, the amount of credit shall be restricted to so much of
the input tax as is atributable to the said taxable supplies including zero-rated
supplies.

1 ITC in meapeet oF capital goods which atieacts the provisions of sub-gection (1) and (23 of Section 17,
being partly used for effecting taxable supplies including zero rated supplies and partly for eftecting
exempt supplies, shall be restricted 10 g0 much of the inpul tax ag iz gitribinable (o zaid taxsble supplies
miluding zero-rited suppliss.
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Anp illustrative case is featured below:

i. In case of M/s Globe Ecologistics Private Limited (24AAACG393811ZM)
under Unit-11, Ahmedabad the taxpayer had exen‘rptedf Nil rated supply of
Z 34,83 crore and taxable turnover of 2 140.22 crore in GSTR 9. The taxpayer
had ITC of ¥ 6.84 crore on input goods and input services as per GSTR 9.
Similarly, it was observed that the taxpayer had also availed ITC on capital
goods of T 2.10 crore, However, the laxpayer did not reverse any TTC as
required under Rule 42 and Rule 43 of the GGST Rules, 2017,

Due to non-production of requisitioned records by the Department such as
ledgers of taxpayer’s sales and purchase Audit could not quantify the TTC
amount to be reversed by the taxpayer.

On this being pointed out (November 2022), (he Department replied (July 2024)
that the audit observation was included i GST audit conducted by the
Department. The Audit Report revealed that the taxpayer had availed ineligible
TTC which was required to be reversed and was agreed to be paid by the taxpayer
(July 2024).

19 ACST-11. 21 Abmedabad, ACST-37 Suret, ACST-28 Jenmagas, ACST-103 Gandhidham,

B ACST-11., Ahmedabad and ACST-103, Gandhidhum,

W ACST-103, Gandhidham.

23 High sea sala 15 a practice where the original imparter of goods sells the goods to another person
bofore the goods pass through custam clearance in the destination cauntry.
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e, Mismatch in claim of ITC as noticed from returns

When Audit analysed the GSTR 2A data of selected taxpayers along with
GSTR 3B, GSTR 9 and GSTR 9C filed by the taxpayers, there were instances
of mismatches of ITC among various returns and tables which are tabulated
below, These mismatches could not be examined m defail by Audit since
relevant records were not produced by Department. However, in some cases the
Department has replied to the mismatches pointed out by Audit which are
detailed in Appendix X.

Table 2.5; Mismatch in claim of ITC as noticed hr.t_wcen returns

ITC mismiatch between GSTR 24 and GSTR &
ITC amoynting to ¥ 253,13 crore was declarsd in
GETR 9 (Teble 68 + 8C - TH) but ITC as per
GETR 2A was T 219.99 crare:

ITC mismatch between GSTR 2A and GSTR 3B
ITC amounting to ¥ 41329 crore was declared in _
GSTR 3B (Table 4A(53 + 8C o[ GETRS - 4b(2)of | 10 10 17164
GSTR3B) but ITC as per GSTR 2A was
T 241.63 crore,

Mismatch in ITC availed ander RCM.

Table 3.1(d) of GSTR 3B which conlains (ke
details of Inward supplies that are lisble to roverse | 2 2 0.0047
charge was compared with RCM ITC shown in
Table 6C, 613 and 6F of GETR 9,

a. Noen-payment of tax due to finished goods nor received back from job
warkers within preseribed time

25 21 33.le

Section 143 (1)(a) of GGST Act specifies that the inputs or capital goods, other
than moulds and dies, jigs and fixlures, or tools, sent out for job work should
be received back after completion of job work or otherwise within one year
and three vears, respectively, of their being sent oul. to any of his place of
business, without payment of tax. Further, as per Section 143(3), where the
inputs sent for job work are not received back by the principal after completion
of job work or othetwise in accordance with the provisions of clause (a) of sub-
section (1) or are not supplied from the place of business of the job worker in
accordance with the provisions of clause (b) of sub-section (1) within a period
of one year of their being sent oul, it shall be deemed that such inputs had been
supplied by the principal to the job worker on the day when the said inputs
wete sent oul,

5 (Jnit.53 Rajkot, Unit-29 Prantij.
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An illustrative case is featured below:

i. M/s Vishal Mapufacturer Private Limited, (24AADCVY5343B1ZQ) under
Unit-93, Rajkot sent goods/ capital goods of taxable value of % 10.42 crore
during 2017-18"¢%, The taxpayer filed ITC (4 upto March 2019. Thereafter, no
ITC 04 was available on GSTN portal (December 2022). Further. Table 5A
(Details of inpuls/ capital goods received back from job worker or sent out
from business place of job work) of ITC 04 of three quarterly return for the
period 2017-18 indicates that no poods/ capital goods were received back from
job worker.

As per the provision 143(3) of GGST Act, 2017 such goods/ capital goods,
which were sent 10 the job worker but not returned in stipulated time, shall be
deemed to have been supplied by the principal to job worker. Therefore, there
was an under declaration ol taxable supply of ¥10.42 crore on which GST
payable was ¥ 1.87 crore.

On this being pointed out (December 2022), the jurisdictional JCST replied
{(April 2024) that due lo techmical glitch Table 5 could not be filled by the
taxpayer. However, after verifying the invoices and ledgers provided by the
taxpayer, it was noticed that the goods sent for job work were received back
within the stipulated time. Audit could pot verify the fact as the copy of
invoices and related ledgers were not provided with the reply.

b. Non-payment of tax due under Reverse Charge Mechanism

Section 9(3) of GGST Act 2017 provides that the Government may, on the
recommendations of the Council, by notification, specily categories of supply
of goods or services or both, the tax on which shall be paid on reverse charge
basis by the recipient of such goods or services or both and all the provisiens of
this Act shall apply to such recipient as if he is the person liable for paying the
tax in relation to the supply of such goods or services or both,

Nolification No 13/2017 Central Tax (rate) dated 28 June 2017, provides that
GST would be payable by the recipient under RCM for services supplied by a
director of a company or a body corporate to the said company or the body
corporate, services supplied by an individual advocate including a senior
advocate by way of representational services before any ceurt, tribunal or
authority, directly or indirectly, to any business entity located in the laxable
territery, Including where contract for provision of such service has been
entered through another advocate or a firm of advocates, or by a firm of
advocates. by way of legal services, to a business entity.

"5 Tux wes calculated at the raie of 18 per cent.
" (Juty-September-2017, October-December-2017 snd Tanuary-March-2018),
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Onz 1llustrative case 15 featured below:

i. M/s P C Snehal Construction Private Limited (GSTN 24AAJCP29641.1Z0)
under Unit-8, Ahmedabad. had paid Director Remuneration of ¥6.75 lakh
under Employee Benefit Expenses, professional fees of 43.22 lakh,
professional agent fee of ¥5.04 lakh and consultancy expenditure of
¥ 85.01 lakh. As per the provisions ibid, GST shounld have been paid by the
taxpayer on reverse charge basis, However, in Table 4G of GSTR 9, inward
supplies on which tax is to be paid on reverse charge basis was shown as Nil,

On this being pointed out (July 2022), the Department replied (July 2024) that
the serutiny of the records was under progress (July 2024).

This Subject Specific Compliance Audit (SSCA) was undertaken in the context
of continued data inconsistencies with an ohjective of assessing the adequacy of
the system in monitoring return filing and tax payments. extent of compliance
and other departmental oversight functions.

The SSCA was predominantly based on data analysis, which highlighted risk
areas. red flags and in some cases, rule-based deviations and logical
mconsistencies in GST returns filed for 2017-18. The SSCA entailed assessing
the oversight functions of State jurisdictional formation at two levels — at the

5T ACST-8 and 9 Ahmedabad and ACST-53 Rajkot
138 ACST Unit-9. Ahmedabad (24A ABCIS909H12Z0),
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data level through global data queries and at the functional level with a deeper
detailed audit of both the Units and the GST returns, which involved accessing
taxpayer records. The andit sample, therefore, comprised 10 Units. 383 high
value mismatches/ inconsistencies across 13 parameters selected through data
analysis, and 50 taxpayers selected on the basis of risk assessment for detailed
audit of GST returns.

Audit observed that the information regarding MIS reports related to suo motu
cancellation and issuance of REG-17, provided to Audit by the Department, was
discrepant.

Further, out of the 385 high value data incopsistencies identified by Audit. the
Department responded to 382 cases. Of these, 145 cases (constituting
38 per cent) wmed oul to be compliance deficiencies, with a revenue
implication of T 466.40 crore, A relatively higher rate of deficiencies was
noticed in short/ non-payment of interest, ITC mismatch, excess RCM ITC
availed, incorrect turnover declarations and short payment of tax. While data
entry errors caused the inconsistencies in 28 per cent of the 382 cases, in eight
cases the Departmaent had already taken proactive action. The Department has
not responded to three cases of inconsistencies/ mismatches of T 3,88 crore,

Al the oulset, in 49 cases oul of a sample of 50 taxpayers, the granular records
of the taxpayers were not forthcoming, which constituted a significant scope
limitation, These cases represent a potential risk exposure of T 319.92 crore
towards identified mismatehes in ITC availment and tax payments.

-

/ The Goeds and Services Tux Aet provided for *Transifional Avrangement for Input Tux'",
| front the prevalent laws into GST. |

A compliunce audit on “Transition from VAT to GNT had fearured in the Revenue Secior

Audit Report for the vear ended 37 March 2018 of the Government of Gajarat (Repord No.
3 of 2019), During 2021-22, a follow-up adit of Transidonal Credits was conducted fo
asshre whether the Department had taken switable measurés (o address the isswes
highlighted carfier by Awdit, and to exomine whether the mechanism envisaged by the
Department for verification of transitional credit cloims was adequare and effective. It also
examired whether the transitional credits carried over by the faxpayers into GST regime
were valid and admissible.

Audit noticed instances of systemic issues, vin. inadequate verificarion of transitional
credit claims and compliance issues, viz. excess capry-forward of input tax credit, claim of

\ credit on ineligible taxes, double availment of credit and non-levy of interest on Irregnfur |
urf.':zmn of Tran credit.

The Goods and Services Tax (GST) replaced multiple taxes levied and collected
by the Centre and Slates, GST 15 a destination-based lax on supply of goods or
services or both, which 18 levied at multiple-stages wherein the taxes will move
along with supply. The tax is levied simultaneously by the Centre and States on
a common tax base and tax will accrue to the tax authority having jurisdiction

r
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over the place of supply, Central GST (CGST) and State GST (SGST)/ Union
Territory GST (UTGST) are levied on intra state supplies, whereas Inlegrated
GS1 (IGST) is levied on inter-state supplies. Availability of input tax credit of
taxes paid on inputs, inpul services and capital goods for set off against the
output tax liability ix one of the key features of GST. This avoids cascading
effect of taxes and ensures uninterrupted flow of credit from the seller to buyer.
To ensure a seamless [low of input tax from the existing laws'* into the GST
regime, "Transifional arrangements for input tax” were included in the GST Act
to provide for the entitlement and manner of claiming input tax in respect of
appropriate taxes paid under the existing laws.

A compliance audit on “Transition from VAT to GST" had [eatured earlier in
the Revenue Sector Audit Report for the vear ended 31 March 2018 of the
Government of Gujarat (Report No, 3 of 2019), Audit abserved deviation from
the provisions of the Acts/ Rules in 53 cases with money value of ¥ 27.90 crore.
Audil highlighted irregularities in the claim of transitional credit and
inter afia recommended to the Department t¢ ensure that the amounts carried
forward to the GST regime are not allowed as refunds under the VAT regime,
timely scrutiny of Tran 1 forms and pursuance with GSTN to ensure that data is
transferred from GSTN in a time-bound manner and all the modules under
GSTN are functional. The report is pending for discussion by the Tublic
Accounts Committee (PAC) (July 2024).

During 2021-22, Audit conducted a follow-up audit of Transitional Credits in
order to assure whether the Department had taken suitable measures to address
the 1ssues highlighted earlier by Audit.

Section 140 of the Gujarat Goods and Services Tax (GGST) Aet, 2017 enables
the taxpayers to carry forward the Input Tax Credit (ITC) earned under the
existing laws to the GST regime. The Section read with Rule 117 of Gujarat
GST Rules, 2017 prescribes elaborate procedures in this regard. Under
transitional arrangements for ITC, the ITC of various taxes paid under the
existing laws such as Value Added Tax (VAT) and Eniry Tax (ET) are eligible
to be carried forward into GST under the relevant sub-sections of Section 140
of the Act. The claims are to be preferred under appropriate tables mentioned
below, in two forms viz. Tran 1 and Tran 2.

Table 2.6: Forms and Tables preseribed for elaiming transitional eredit

:- [ransit nal . _!.:

Tran 1 5{¢) Amount of tax credit cacriad forward from last legacy returns,

Tran 1 &(h) Un-availed tax credit on capital goods

Tran 1 Tih) Eligible duties and {axes’ VAT! ET in respect of inputs or
input services.

Tran 1 Tic) Credit of VAT and Entry Tax paid on mpuls supporied by
invoices’ decumentary evidence

3% Gojarst Value Added Tax (GVAT) and Bniry Tax.
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Tran 1 Tid) Stock of goods nol supported by invoice! documents
evidancing payment of fax

Tran | 11 Credit in respect of {=x paid before the appointed day
{01 July 2017) and supply made afier the appointed day.

Tean 2 5 Credit of tax on stocks ¢laimed without invoices

All registered taxpayers, excepl those optng for payment of tax under
composition scheme (under Section 10 of the Act) are eligible to claim
transitional ¢redit by filing Tran 1 return within 90 days from the appointed day.,
The time bhmit for filing Tran1 rehom was extended matally @l
27 December 2017, However. considering that many taxpayers could not file
the return within the due date due to lechnical dilfficuliies, sub-rule 1A was
inserted under Rule 117 of GGST Rules™” to accommodate such taxpayers. The
due date of filing Tran 1 was further extended to 31 March 2020 for those
taxpayers who could not file Tran 1 due to technical difficulties and those cases
recommended by the GST Council.

The transitional credit being a one-time flow of input tax credit from the legacy
regime into the GST regime, can be availed both by the taxpayers migrating
from the previous regime as well as new registrants under GST. In Gujaral, a
total of 1.14 lakh'* taxpayers claimed the benefit of transitional credit of
T 2500.56 crore under the Act, The Depariment selected and verilied 1204 cases
where taxpayers had claimed benzfit of transitional credit of ¥ 366.55 crore. The
Table wise break of transitional credit claims is as shown in Chart 2.

Chart 2: Table-wise break up of transitional credit claim (¥ in crore)

(84,265 wTable 5 (c)
u Fable 6 ()
w Table 7 (b)
“Table 7 (¢)
w Table 7(d)
® Enble 11

L ISR L]
LT ()

N
Souree: Data extracted from GSTN

The transitional credit claims broadly fow from {wo sowrcess viz.. Legacy
Returns and Books of Account, A significant majority of 89 per cenr of claims

4 Motifeation 48/2018-State Tax-dured 10 September 2018,

141 Notification No. 2/2020-State Tax dated 06 Tansary 2020,

2 Ms per data extracted from GSTM; 91,281 faxpayess are registered under State Tox nuthority/ State
Cammercial Tax Deparrment and 23,183 taspayers are vegisterod under Central Tax authority/ CBIC.
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represented by claims in Tables 5(c) and 6(b) flowed through the legacy returns
as they signify claims declared as per legacy rules and the remaining 11 per cent
represented by claims in other tables flowed from the books of accoumts as they
denote fresh declarations while teansitioning into the GST regime.

Transitional credit being the input tax credit carried forward from the legacy tax
regime, would get set off against the tax liability under GST. The data on GST
revenue collection provides a broad perspective of the impact of transitional
credit claimed vis-d-vis the GST revenue, especially during the transition
period. Chart 3 on monthly GST revenue'® collection suggests that transitional
credit had potentially been utilized for the bulk of the pavment of tax for the
month of Tuly 2017 itself.

Chart 3: State GST Revenue Snapshot for the year 2017-18

398594

2708.66 260524 4o 0y 253229

REVENUE (% TN CRORE)

# ful-1T wAng-17 » Bep-17 o Oct-17 mNov-1T ® Dec-17 mIan-12 wFeb-18 = Mar-18°

Source: Information provided by the Depetiment

Transitional credit ¢laims have a direct impact on GST revenue as the ¢redit is
eligible for set off against the output tax liability of taxpayers. Thus, the audit
of transitional eredit was taken up with the following andit objectives seeking
assurance o

* Whether the mechanism envisaged by the Department for verification of
transitional credit claims was adequate and effective? and

» Whether the transitional credits carried over by the taxpayers into GST
regime were valid and admissible?

The andit scope comprised review of SGST component of transitional credit
claims filed by the taxpayers under Section 140 of the Gujarat GST Act, 2017
from the appointed date'™ to the end of March 2020. Based on the broad
analysis of relevant data elements that reflect various dimensions of risk,

"3 (Gujarat (ST revenue collection consists of SGYT nnd State portion of IGST,
4 The date on which the pravigions of this Act came intg farce, ig O Joby 2017,
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86 sample cases of transitional credits having money value of more than
Z one crore for Ahmedabad and in excess of ¥ two crores for places at Vadodara,
Surat and Gandhidham were selected. These 86 taxpayers had claimed the
benetit of transitional eredit of T 278.91 crore.

The details of claims examined are as under:

abad
Division-2, Ahmedabac
Division-5, Vadodars
Thvision-7. Suzal
Dhvision-8. Sural
Division-12, Gandhidham
Total

The methodology tor andit of transitional credit claims involved data analysis
for determining samples, nature and extent of audit of underlying records to be
conducted. The substantive audit involved the examination of the records
pertaining to Tran returns maintained in the field formations, process adopted
for implementation of cross-jurisdictional functions regarding transitional
credit, transitional elaim verification process adopted by the Department and
follow up action taken on the deviations detected. Tt also mvolved an
independent examination of selected transitional credit claims for compliance
assurance. The verilication of Tran returns was carried out at the Unil (Ghatak)
offices under the jurisdictional Divisions.

Section 140 of the GGST Act, 2017 governs the transition of VAT and Entry
Tax credit from the legacy VAT and Entry Tax provisions. The Section read
with Rule 117 of the GGST Rules 2017, and relevant notification/Circulars
issued by the CBIC/ State Tax Department constitute the criteria for this audit.

The audit of transitional credits was primarily dependent upon the extent of
verification records maintained by the Department and accessing the
underlying records maintained by the taxpayer. Though the Depariment
provided assessment records in respect of assessments finslised of the
selecied samples in six divisions but did not furnish the reports/ records in
respect of verification of transitional credit claim of taxpayers carried out by
the Department.

An Entry Meeting was held on 13 December 2021 with the Joint Commissioner
of State Tax (Audit), Gujarat State, Ahmedabad wherein the Audit Scope,

45 Oyt of the selected sample of 86 cases, Audit noticed that in 3 cases. assessments had been finalized
by the Departmant | February 2002,
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Objectives and Methodology of the audit were explained. The findings
observed during the course of this audit were reported to the Department
between February 2022 and March 2022. An Exit mesting was held on
26 December 2022, In respect of 11 cases, the replies received from the
Jurisdictional JCST/ Assessing authority have been included in the relevant
paragraphs of the Report. Replies in respect of the remaining sight cases
were awaited (Tuly 2024).

The audit findings are broadly categorised into systemic and compliance
issues based on the objectives of audit, While the systemic issues address
the adequacy and effectivencss of the envisaged verification mechanisin, the
compliance issues address the deviations from the provisions of the Act/
Rules. The outcome of detailed andit of the transitional eredit cases produced
to Audil has been included in the subsequent paragraphs.

The systemic issues comprised a review ol the provisions applicable tor dual
control, the wverification mechanism envisaged by the Deparlment and
efficiency of recovery process, Apart from the statutory requirements
prescribed under both legacy as well as GST laws, the State Tax Department
(5'11) 1dentified the cases where the input tax credit claim was more than
rupees one crore. Further, the STD issued directions**® for verification to the
field formations.

The Department selected and verified 1,204 cases where taxpayers had claimed
benefit of transitional credit of T 366.55 crore. However, the Department or the
selected divisions, despite the repeated requests, neither furnished the list of
these 1.204 cases nor the reports/ records in respect of verification carried
out in these cases. Thus, Audit could not ascertain the effectiveness of the
verification carried out by the Department.

According to Rule 117(2)}(a), a registered person claiming transitional credit
under Section 140(2) of the GGST Act is required o specify separately
particulars in respect of every item of capital goods as on the appointed day viz.
amount of tax or duty availed or utilized by way of 1TC, amount of tax or duty
vel Lo be availed or utilized by way of ITC. Rule L17(2)(c) specifies the
submission of the details, for claim under Section 140(3) viz. name of supplier,
serial no. and date of issue of the invoice by the supplier, description and value
of goods or services, quantity of goods, amount of eligible taxes and duties and
the date on which the receipt of goods or services is entered in the books of
accoumts of the recipient.

4F - STD letter No, STC/NVVT-1/GET Tran 1 TTC/2017-18/2547 dated 28082017 and leiter No. STC/
WVT 1/ File Mo S0/GET Tran § TTC/2017-18/4223/35 dated 30.01 2018
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Out of the audit sample of 86 claims of transitional credit, in 19 cases,
transitional eredil was claimed under Table 7{b) of Trn 1. Audit noliced that
one taxpayer'"’ credited in its electronic credit ledger transitional credit of
2 294.76 lakh under Section 140(5) of the Act. However, against the claim the
taxpayers did not furnish the details/ particulars as prescribed umder Rule 117(2)
with the Tran Return. Further the Department also did not provide any records
indicating verification ol these claims. Since the Department did not produce
any records related to verification, Audit could not comment on the efficacy of
the verification mechanism of the Department. Department may ensure that
those (ransitional credit claims which are not supported by any details/
particulars which are mandatory under the GST Act/ Rules are adequately
verified. Department may also ensure that verification reports of the
Transitional Credits are properly maintained.

The compliance issues pertain to the validity and admissibility of the transitional
credits carried over by the taxpayers into GST regime, Taxpayers were required
to claim transitional credits in the various specified Tables of Tran 1 and Tran 2
forms as applicable. Broadly. these tables provide for credit in respect of VAT/
Entry Tax carried over from the legacy returns, unavailed input tax eredil in
respect of capital goods and VAT/ ET credit in respect of inputs contained in
semi-finished goods/ finished poods held in stock. The sample identified for
audit represented claims under each of these tables.

Audit review disclosed significant irregularities in the transitional credit claims
of taxpayers across various categories regulated by the sub-sections of
Section 140, as well as Section 50(1) of the GGST Act 2017 pertaining to
payment of interest. The summary of the nature and extent of compliance
deviations noticed in the audited sample is given in Table 2.7.

Table 2.7: Summary of nature of observations and deviation rates

‘Excess carry Torward of
input tax eredit
| Table 5:(c)
Claim of credit on 19 1247 3 0.05 1579 0.40
ineligible tAxes
Table 7(b)
Non-levy of interest on 12 381 5 0.52 5.81 0.19
irvepular uiilization of
Tran gredit
Tatal ——— — 1814 3549 — e

The nature and extent of compliance deviations have been elaborated in the
subsequent paragraphs:

"7 Divislon-1. Ahmedabad,
"B Chgt of these 18 cases, in 17 cases VAT azsessment were already finglised by the Department.
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As per SBection 140(1) of the GGST Act, 2017, a regisiered person, other than a
person opting to pay tax under Section 10 (Compaosition Levy), is entitled to
take, in his Electronic Credit Ledger (ECL), credit of the amount of VAT and
Eniry Tax carried forward in the retum relating te the period up to 30 June 2017,
fornished under the existing law. The registered person shall not be allowed to
take the credil unless the said credit was admissible as VAT credit under the
existing law (VAT Tax and Entry Tax Act) and 1s also admissible as ITC under
GGST Act, 2017,

Aundit examined 86 cases of {ransitional eredit claims and observed that in
83 cases assessment orders were passed under Gujarat VAT Act. Audit noticed
that in eight cases pertaining to four Divisions'®, the taxpayers claimed
transitional credit under Table 5¢ of Tran Return amounting to ¥ 43.87 crore.
However, the assessing oflicers determined the carry forward of eredit of
T 6.14 crore in the assessment orders for the period April 2017 to June 2017
finalized under GVAT Act, 2003, Thus, there was an excess carty forward of
transitional credit of T 34.90 crore'®®. However, no action was initiated by the
Department to recover the excess carry forward of cradit.

On this being pointed out, in four cases the assessing officers' 31 while accepling
the audit observations stated (between Pebruary 2022 and Jfanuary 2023) that
the excess availed transitional credit of T 1.42 crore. in two cases, was recovered
m January 2022 and July 2022, respectively. In other two cases, demand of
2 $4.27 crore along with applicable interest and penalty was issued vide DRC
07 after adjudicating the case. In one case the assessing authority stated
(December 2022) that action for rectification bhad been imitiated. In the
remaining cases, detailed replies were awaited (July 2024),

An tllustrative case 1s featured below:

A taxpayer falling under Division-12, Gandhidham had claimed transitional
credit of VAT on mputs carried forward in the legacy retumn furnished for the
period June 2017 amounting to ¥ 24,35 crore n Tran 1 Return. However, in the
assessment under GVAT, finalised on 23 March 2021. no input {ax credit was
allowed to be carried forward. This resulted in availment of ineligible credit of
T 24.35 crore. However, the Deépartment tailed to recover excess carry forward
of ITC, consequent to the subsequent fnalisation of assessment orders under the
legacy tax regime.

On this being pointed out, the Department while accepting the audit observation
stated (January 2023) that the demand of ¥ 80.83 crore along with applicable
interest and penalty has been issued vide DRC 07 after adjudicating the case.

¥ Divisipn-1. Ahmedabad (3 cases). Division-2, Ahrnedabad {3 cageg), Division-7. Surer (1 cise),
Division 12 Gandhidham [1 case),

" In cne case. TT'C of ¥ 2,83 coore was blocked by debiting the ECL on 16 Apcil 2019,

51 Diwision-1 & 2 Ahmedabad, Divisian 7 Surat and Divisian 12 Gandhidhgm,
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In two other cases'*2, excess transitional credit elaim of ¥ 3,22 lakh was availed
due to computation mistake in the assessment orders passed by the Department,
In one case the jurisdictional JCST stated (October 2022) that the amount
pointed out by audit has been deposited by the taxpayer and in other case the
assessing authority stated (December 2022) that sction for rectification has been
initiated.

Section 140(5) of GGST Act provides that a taxpaver shall be entitled to take
credit of VAT and Entry Tax, if any, in respect of inputs received on or after the
appainted day but the tax in respect of which has been paid by the supplier under
existing law, The credit was admissible subject to the condition that the invoice
or any other lax paying document of the same was recorded in the books of
account of such person within a period of 30 days from the appointed day or
within such further extended 30 days period as permitied by the Commissioner.

Ot of selected sample of 86 cases, there were 19 cases where transitional credit
was elaimed under Table 7(b). Aundit noticed thal out of these 19 cases, In
two cases™ the transitional credit of T 0.38 lakh claimed under Table 7(h) was
availed on taxes (Central Sales tax) not eligible for credit and on invoices issued
by the taxpayer not belonging to Gujarat.

On this being pointed oul, in one case the assessing officer accepted (June 2022)
the audit observation and reduced credit of ¥ 0.09 lakh from the total credit
while finalising the assessment. Reply in another case was awatted (Tuly 2024).

Section 140( 1) entitles taxpayer 1o credit in his electronic eredit ledger the Value
Added Tax or Entry Tax credil carry forwarded in the legacy return. Section
140(5) entitles taxpaver to credit in his electronic credit ledger the Value Added
Tax or Entry Tax credit in respect of inputs received on or after appointed day
but tax was paid under existing law subject to specified condition.

As a gemeral principle, the input tax credit cannot be availed twice on the same
documents. Double credits may happen in situations such as the credit taken
inveices/ documents under legacy returns are considered again under any of the
sub-sections, other than sub-section (1), prescribed under Section 140 of the
Act.

In one case under Division-1, Ahmedabad. the taxpayer availed transitional
credit of T 4.90 lakh under Section 140(5) of GGST Act. Venfication of the
details of invoices revealed that credit of T 4.70 lakh on the same set of invoices
was also availed under Section 140(1) of the Act. This resulted in double
availment of credit of T 4,70 lakh.

%2 Pivislon-1. Ahmedabad.
"5t Divigion |, Ahmedabad #nd Division 5, Vedadars,
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On this being pointed out, the assessing officer stated (January 2022) that
detailed reply would be furnished alter verification. Detailed reply was awaited
(Tuly 2024).

As per Rule 121 of the GGST Rules 2017, any amount credited under sub-
rule (3) of Rule 117 may be verified and procgedings under Section 73 or
Section 74 shall be initiated in respect ol any credit wrongly availed. The
proceeding under Section 73 or 74 shall require the taxpaver to pay the credit
along with interest payable thereon under Section 50 of the Act.

Section 50(1) of the Act provides, thal every person liable to pay tax in
accordance with the provizions of this Act or the rules made thereunder but {ails
to pay the tax or any part thereof to the Government within the period
prescribed, shall for the period for which the tax or any part thereof remains
unpaid, pay interest at 18 per cent.

Out of sample of 86 cases. in five cases the Department had detected the
instances of ineligible transitional eredit of T 8,86 crore which was blocked in
ECL or adjusted in assessment and m seven cases {ransiional credil of
¥ 29.24 crore was reversed by the taxpayers. Out of these 12 cases, Audit
noticed that in fGve cases transitional credit of ¥ 1118 crore was nregularly
claimed and ufilized by the taxpavers. Thus, the taxpayers were liable for
payment of interest amounting to ¥ 51.94 lakh on the inadmissible wiilized
amount. However, no action was taken by the assessing officers for levy of
interest on irregularly utilised credit,

On this being pointed oul, in two cases the assessing officers accepled
(November 2022 and Japuary 2023) the audit observation and demand for
intersst amounting to ¥ 78.54 lakh was raised,

In another case the assessing officer (December 2022) while accepting audit
observation stated that the registration of the taxpayer under VAT was cancelled
on 16 March 2021 effective from 05 March 2016, The GST registration number
was also cancelled on 16 March 202] effective from 01 July 2017. As the
registration of the taxpayer under VAT/ GST has been ab inifio cancelled there
was no requirement for levy of interest.

Reply is not acceptable as the taxpaver has irregularly utilized the ineligible
transitional credif, interest was leviable under Section 30{1) of GST Act
notwithstanding the cancellation of registration,

The replies in remaining cases were awaited (July 2024).

One illustrative case is featured below:

A taxpayer falling under the jurisdiclion of Division-12, Gandhidham had
cladmed transitional eredit amounting to T 2.60 crore which was eredited to ECL

on 23 November 2017, During assessment. finalised on 23 March 2021 under
GVAT Act, input tax credit carried forwarded was T 1.49 crore, resulling in
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carried forward of excess credit of ¥ 111 crore. The taxpayer had paid the
excess availed (ransitional credii of ¥ 1.11 crote on 23 March 2021, Audit
noticed that the taxpayer has utilised irregular credit of ¥ 1.11 crore for payment
of SGST during the period September 2018 to February 2021. Hence, the
irrepular credit availed was utilised by the taxpayer and therefore, atiracted
interest liability under Section 30(1) of the Act, However, no interest was paid
by the taxpayer. The non-payment of interest worked out to T0.28 crore.

On being pomted out, the jurisdictional JCST while accepting the audit
observation stated (January 2023) that the démand for interest of T 47.84 lakh
was raised.

The GST Act provided for ransitional arangements for seamless flow of mput
tax from the existing lows into the GST regime. Despite repeated requests, the
Department did not provide the reports/ records in respeci of verification
carried out by the Department in 1,204 cases identified for verification.
Thus, Aundit could not ascertain the effectiveness of the verification carried
out by the Department.

Further. Audit examined a sample of &6 cases in six Divisions and noticed
instaneces of non-comphance of the Acts/ Rules in 18 cases (20.93 per cent). The
compliance deviations pertained to excess carry-forward of input tax credits
under Table 5 (¢) of Tran 1, claim of credit on ineligible taxes under Table 7(b)
of Tran | and non-levy of interest on irregular utilization of Tran eredit. These
18 instances of compliance deviations amounted to ¥ 35.49 crore, constituting
a deviation rate of 20.93 per cem. Oul of these 18 cases, in 17 cases, constitluting
04 per ceni, VA'l' assessments were already finalised by the Department. The
deviation rate suggested that the wverification process carried out by the
Department suffered from imadequacies.
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