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CHAPTER-II: TAXES ON SALES, TRADE, SUPPLIES etc.

21 Tax administration

The receipts from the Goods and Services Tax/Value Added Tax/Central Sales
Tax/Entry Tax payable under the respective laws relating to state taxpayers are
administered at the Government level by the Principal Secretary (Finance).
The Commissioner is the head of the Commercial Taxes Department
(Department) and is assisted by 23 Additional Commissioners, 46 Deputy
Commissioners (DC), 91 Assistant Commissioners {AC), 136 Commercial
Taxes Officers (CTO), 405 Assistant Commercial Taxes Officers (ACTO) and
a Financial Advisor (FA). They are assisted by Junior Commercial Taxes
Officers (JCTO) and other allied staff for administering the relevant tax laws
and rules.

2.2 Internal audit

Financial Advisor is the head of the Internal Audit Wing. There are 17 internal
audit parties. The status of internal audit conducted during the period 2016-17
to 2020-21 is given in Table 2.1 below:

Table 2.1
Year Units | Units | Total | Units andited during the year Units
pending | due | units remaining | Percentage
for | due | Pertaining | Pertaining | Total | unaudited of units
audit | for to to current remaining
during| audit | previous year unaudited
the years
year
2016-17 484 468 952 284 142 426 526 55
2017-18 526 468 294 385 141 526 468 47
2018-19 468 467 935 565 282 847 88 09
2019-20 88 467 555 324 162 486 69 12
2020-21 69 467 536 69 467 536 - -
Source: Information furnished by Commercial Taxes Department.
It is evident from the table that the Department has performed well to cover all
the units due for audit during 2020-21 and bring down the shortfall from
55 per cent in 2016-17 to nil in 2020-21.
It was noticed that 11,210 paragraphs of the internal audit reports were
outstanding as on 31 March 2021. Year-wise break up is given in the Table 2.2
below:
Table 2,2
Year Up to 2016-17 | 2017-18 | 2018-19 | 2019-20 | 2020-21 Total
2015-16
Outstanding 4,022 336 527 1,302 1,978 3,045 11,210
paragraphs of
the aundit
conducted
during the year

Source: Information furnished by Commercial Taxes Department.
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Out of 11,210 paragraphs, 4,022 paragraphs were outstanding for more than
five years for want of compliance/corrective action. The Department may
undertake a focused intervention for reduction of outstanding paragraphs of
internal audit reports to enhance the effectiveness of internal control system
and maximize revenue collection.

2.3 Results of aundit

o There are 484 auditable units in the Commercial Taxes Department, out of
which, audit selected 45 units for test check during the year 2020-21
wherein 1.37 lakh assessments were finalised.

e Among these, audit test checked 4,668 assessments (approximately 3.41
per cent) and noticed 462 cases (approximately 9.9 per cent of the audited
sample) of short/non-levy of tax/interest, irregular allowance of Input Tax
Credit, non-imposition of penalty for misuse of declaration forms,
irregular allowance of investment subsidy, application of incorrect rate of
tax, irregular allowance of refunds under GST, excess allowance of
transitional credits under GST and non-observance of provisions of
Acts/Rules etc. involving an amount of ¥449.68 crore.

e These cases are illustrative as these are based on test check of records.
Audit pointed out similar omissions in earlier years also. However, not
only do these irregularities persist, but they also remain undetected till the
next audit is conducted. There is a need for the Government to improve the
internal control system so that recurrence of such cases can be avoided.

Irregularities noticed broadly fall under the categories given in Table 2.3
below:

Table 2.3
(% in crore)

13:;- Category Nu:;::: 2k Amount
1. | Under assessment of tax 75 431,04
2. | Acceplance of defective statutory forms 1 0.03
3. | Evasion of tax due to suppression of sales/purchase 41 3.46
4, | Irregular/incorrect/excess allowance of Input Tax Credit 59 5.97

5. | Other irregularities relating to
(i) Revenue 275 9.01
(i) Expenditure 11 0.17
Total 462 449.68

During 2020-21, the Department accepted underassessment and other
deficiencies of ¥ 12.30 crore in 602 cases, of which 70 cases involving ¥ 0.82
crore were pointed out in audit during 2020-21, and the rest in earlier years. In
addition, during 2020-21, the Department recovered/ adjusted T 4.51 crore in
248 cases, of which 70 cases involving T 0.82 crore pertained to 2020-21 and
the rest to earlier years.

The State Government accepted and recovered/adjusted (March 2021 and
August 2021) an amount of ¥0.22 crore from two dealers on account of tax on
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Inter-state sale and short-levy of exemption fec after it was pointed out
(July 2020 and September 2020) by the Audit. These paragraphs have not
been discussed in the Report.

Few illustrative cases involving ¥ 189.71 crore are discussed in the succeeding
paragraphs. It is pertinent to mention that most of these issues have been
raised earlier and published in the CAG’s Audit Report of previous years
wherein the Government accepted the observations and initiated
action/recoveries. However, it is seen that the Department took action only in
cases which were pointed out by audit and failed to strengthen the internal
control system which has led to recurrence of the same issues in subsequent
years.

|24  Short levy of tax |

Incorrect assessment of taxable turnover by Assessing authority resulted
in short levy of tax

Section 21 of Rajasthan VAT Act, 2003 provides that every registered dealer
shall assess his liability under this Act, and shall furnish return, for such
period, in such form and manner as may be prescribed, to the assessing
authority or to the officer authorized by the Commissioner. Further, Section 23
of the Act provides that every registered dealer who has furnished, all the
returns under the provisions of section 21, for the year, shall, subject to the
provisions of section 24, be deemed to have been assessed on the basis of such
returns.

During test check of assessment records of office of the Assistant
Commissioner, Cirele-H, Jaipur, it was noticed (June 2020) that a dealer had
disclosed taxable turnover! of goods amounting to Z131.02 crore? in his annual
return® for the year 2016-17. However, while finalizing the assessment, the
assessing authority incorrectly assessed the taxable turnover at ¥90.00 crore.
Thus, incorrect assessment of taxable turnover at lower value resulted in short
levy of tax amounting to ¥41.02 lakh.

The matter was reported to the Department and the State Government
(May 2021). The Department replied (July 2021) that ¥17.74 lakh was
adjusted from the excess ITC of previous years and demand of ¥ 38.88 lakh*
had been raised. The State Government further informed (August 2021) that
efforts are being made for recovery. Further progress was awaited
(December 2021).

as per section 2(40) of the Rajasthan VAT Act, 2003

taxable at one per cent

VAT 10-A

Revised assessment at T 41.62 lakh and Interest T 15.00 lakh.

[N VL B 6 By
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2.5 Irregular allowance of Input Tax Credit

Failure of Assessing authorities to reverse excess input tax on goods sold
at subsidized prices led to irregular allowance of Input Tax Credit

According to section 18(3)(A) of RVAT Act, 2003, notwithstanding anything
contained in the Act, where any goods purchased in the State are subsequently
sold at subsidized price, the input tax allowable under this sub-section in
respect of such goods shall not exceed the output tax payable on such goods.

During test check of the assessment records of three circles®, it was noticed
(September/ October 2020) that twelve dealers purchased goods in the State
and subsequently sold them at subsidized prices due to which input tax on
these goods exceeded the output tax. However, the assessing authorities, while
finalising the assessments, failed to reverse the excess Input Tax Credit (ITC)
and allowed the ITC as claimed by the dealers which resulted in irregular
allowance of ITC amounting to ¥43.75 lakh.

The omission was reported to the Department and State Government
{(July 2021). The Government replied (September 2021) that demand of ¥46.17
lakh along with interest of ¥16.77 lakh had been raised in eleven cases, out of
which in eight cases ¥24.15 lakh was recovered/ adjusted from the excess ITC of
previous years and ¥8.09 lakh waived off under Amnesty scheme 2021, while
notice had been issued in the remaining case. Further progress was awaited
(December 2021).

|2.6 Short/ Non- levy of Entry Tax

Short/ Non- levy of Entry Tax on specified goods due to non-utilization of
information available on RajVISTA

According to notification dated 9 March 2015 under section 3(1) of the Tax on
Entry of Goods into Local Area Act, 1999, the State Government notified the
tax payable by a dealer in respect of the specified goods brought into any local
area for consumption or use or sale at such rates as given in the notification.

During test check of records of seven commercial tax offices®, it was noticed
that 23 dealers purchased goods specified vide notification ibid worth T 54.66
crore from outside the state during 2015-18. Further scrutiny revealed that the
dealers had not mentioned the sale of these goods in their respective VAT
returns which indicated that the goods were used for consumption or in
business due to which entry tax was leviable on these goods. Complete
information regarding purchase of goods was available on the departmental
web-based application ‘RajVISTA and accessible to all assessing authorities
(AAs). However, the concerned AAs while finalizing the entry tax assessment
of these dealers did not utilize the available information to impose entry tax
and plug the revenue leakage. This resulted in short/non-levy of entry tax
amounting to ¥1.81 crore and interest of ¥1.02 crore.

5 Circles: B- Sikar, I- Jaipur and P- Jaipur.
6 Circle -E 1 .,I,Q, Special Circle-II, Special Circle-XI Jaipur and Circle B- Sikar.
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The omission was pointed out to the Department and the State Government
(September 2021). The Government replied (October 2021) that demand of
1.88 crore had been raised in 20 cases, of which ¥0.98 crore had been
recovered and %0.52 crore waived off under Amnesty scheme 2021 in 15
cases. Further, notices had been issued in three cases, of which, two dealers
stated that the purchased goods were sold out within the state and VAT on
these goods had been paid. The reply is not acceptable as it is evident from the
‘Form C’7 of the dealers that the goods were purchased from outside the state
for the purpose of use in manufacture. Further, in case of one of these dealers,
the sales invoices indicate that excise duty was collected on the sold goods
which further corroborates the fact that the purchased goods were utilized for
manufacture. Therefore, entry tax was leviable in case of both these dealers.
Further progress was awaited (December 2021).

2.7 Subject Specific Compliance Audit on ‘Processing of Refund
claims under GST’

2.7.1 Introduction |

Timely refund mechanism constitutes a crucial component of tax
administration as it facilitates trade through release of blocked funds for
working capital, expansion and modernization of existing businesses. Goods
and Services Tax (GST) laws aimed to streamline and standardize the refund
procedures with the claim and sanctioning procedures contemplated to be
completely online. However, in the initial phase of GST implementation, due
to unavailability of electronic refund module on the GST Network (GSTN)
portal, a temporary mechanism was followed where the applicants were
required to file the refund applications in Form GST RFD-01A, take a printout
of the same and submit it physically to the jurisdictional tax officer along with
all the supporting documents. The procedure for the subsequent processing of
the refund application by the Commercial Taxes Department continued to be
manual.

Section 54 to 58 and section 77 of Central Goods and Services Tax Act, 2017,
Section 15, 16 and 19 of the Integrated Goods and Services Tax Act, 2017 and
Section 54 to Section 58 of the Rajasthan State Goods and Services Tax Act,
2017 provide legal authority for claim and grant of refund.

2.7.1.1 Categories of taxpayers eligible for refund and Conditions of
refund

A claim for refund by taxpayer may arise on account of the following:
(1) Export of goods or services;

(ii)  Supplies to Special Economic Zone (SEZ) units and developers;
(iii) Deemed exports;

(iv) Refund of taxes on purchase made by UN or embassies etc.;

7  Available on ‘RgjVISTA.
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(v)  Refund arising on account of judgment, decree, order or direction of
the Appellate Authority, Appellate Tribunal or any court;

(vi) Refund of accumulated Input Tax Credit of GST on account of
Inverted Duty structure/Reverse Charge cases;

(vii) Finalisation of provisional assessment;
(viii) Balance in electronic cash ledger;

(ix) Refund of pre-deposit;

(x)  Excess GST payment;

(xi) Refunds to International tourists of GST paid on goods in India and
carried abroad at the time of their departure from India;

(xii) Refund on account of issuance of refund vouchers for taxes paid on
advances against which, goods or services have not been supplied;

(xiii) Refund of CGST & SGST paid by treating the supply as intra-state
supply which is subsequently held as inter-state supply and vice versa.

A taxpayer may claim refund of any unutilised input tax credit in case of (i)
zero rated supplies made without payment of tax; (ii) where the credit has
accumulated on account of rate of tax on inputs being higher than the rate of
tax on output supplies. Further, a registered person may claim refund of any
balance in the electronic cash ledger and a specialised agency of the United
Nations Organisation or any Multilateral Financial Institution and
Organisation, Consulate or Embassy of foreign countries efc. may also claim
refund of tax paid by it on inward supplies of goods or services or both.

2.7.1.2 Electronic Refund procedure came into effect from 26% September
2019, wherein submission and processing of refund claims under GST were
brought online,

2.7.2 Audit Objectives |

Audit of Refund cases under GST regime was conducted to assess:

(i) The adequacy of the Acts, Rules, notifications, circulars efc. issued in
relation to grant of refund;

(i) The compliance of extant provisions by the tax authorities and the
efficacy of the systems in place to ensure compliance by taxpayers;

(iii)) Whether effective internal conirol mechanism exists to check the
performance of the departmental officers in disposing the refund
applications.

2.7.3 Scope of Audit |

Pan-India GST refund data was obtained from GSTN and through risk-based
data analysis, a sample of refund cases was extracted for detailed examination.
Refund cases processed in the selected circles of Commercial Taxes
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Department, Rajasthan (Department) from July 2017 to July 2020 were
examined. According to the information provided by the Department, during
the period July 2017 to March 2021, 31,229 refund claims involving
% 3,287.66 crore were received in the state, out of which 26,398 refund claims
involving ¥ 2,392.35 crore were sanctioned by the Department.(December
2021).

An Exit Conference was held on 20% July 2021 with Secretary, Finance
(Revenue) Department, Chief Commissioner (CCT) State Tax and other
representatives of the Department in which the audit findings were discussed.
The views expressed by the State Government during Exit Conference and the
written replies to draft report have been suitably incorporated in the relevant
paragraphs.

2.7.4 Sample selection and audit |

GSTN provided pan-India Refund Data for the period from July 2017 to July
2020. For the period prior to 26 September 2019, i.e. pre-automation period,
the refund applications under each category were sorted in descending order of
refund amount claimed by taxpayers. The sorted refund applications were
divided into 4 quartiles for drawing the sample.

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 to refund amount claimed ratio (10 per cenf) and issue of
deficiency memo issued. Based on the risk score arrived as per this process,
refund applications were selected.

Based on the above procedure, 1193 cases of refunds claimed prior to 26
September 2019 pertaining to 93 circles were selected (pre-automation cases)
out of which 491 cases belonging to 35 circles could be examined due to
constraints on physical movement as a result of COVID-19 pandemic. For the
post 26 September 2019 period, 1,212 refund cases of 92 circles (post
automation cases) were sclected and examined using the login ID based access
to State GST portal®. Thus, out of 13,231 refund cases processed in the
selected circles, a total of 1,703 cases (12.87 per cent) were examined by
Audit for this Subject Specific Compliance Audit (SSCA). Category-wise
audit universe and sample selection are given in the Appendix 2.1

2.7.5 Audit Criteria |

The audit criteria were derived from the following Acts, Rules and
notifications/circulars issued thereunder:

@) Central Goods and Services Tax (CGST) Act, 2017

(ii) Rajasthan Goods and Services Tax (RGST) Act, 2017

(iii)  Central Goods and Services Tax Rules, 2017

8 BOWEB portal
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(iv)  Rajasthan Goods and Services Tax Rules, 2017
(v)  Integrated Goods and Services Tax (IGST) Act, 2017
(vi)  Integrated Goods and Services Tax Rules, 2017

2.7.6 Audit Findings

Table 2.4 brings out the extent of deficiencies noted during the audit of refund
cases, selected for detailed audit.

Table 2.4
(T in lakh)
Nature of Audit Findings Audit Sample Number of Deficiencies as
deficiencies noticed percentage of
Sample
Number Amount Number | Amount
Delay in  issue of
sekngwiedgtont 1703 32,624.54 415 - 24.37
Delay i lssuel -of” Refund | 554 32,62454 | 247 16.82 14.50
orders
Delay in sanction of
Provisional refund on | 607 16,844.83 57 - 9.39
account of Zero-rated supply
Irregular  refund  under
Hiverted Diity struchite 8335 12,972.09 62 999.46 7.43
Tecepular: wefund: iy .Zerox | pg 1684483 | 16 35.98 2.64
rated supply cases
Irregular grant of provisional
refund other than Zero rated | 988 15,779.71 22 261.96 2.23
supply

As evident from the table above, Audit noticed significant delay in issuance of
acknowledgment in 24 per cent cases, in issuance of refund orders in 14 per
cent cases, and in sanction of Provisional Refunds in Zero-rated supplies in 9
per cent cases.

Further, Audit also noticed deviations from provisions of the Acts and Rules
which resulted in irregular refunds in cases pertaining to Inverted Duty
Structure, zero-rated supply and provisional refund other than zero-rated
supply; the deviation ranges from two per cent to seven per cent.

Audit findings noticed and the lapses identified based on these cases are
included in the subsequent paragraphs.

2.7.6.1 Delay in issue of acknowledgment

Rule 90(1) and (2) of CGST/RGST Rules, 2017 stipulate that the
acknowledgment shall be issued within fifteen days of filing of refund claim
by the proper officer, if the application is found complete in all respects. In
case of pre-automation cases, the stipulated period of 15 days will be counted
from the date of manual submission of refund application along with all
supporting documents.
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During the audit period, 13,231 refund cases were processed in the selected
circles, out of which 1,703 refund cases were examined and it was noticed that
there was delay in issue of acknowledgement in 415 cases® (24.37 per cenf)
from 1 to 272 days with the average delay being 25.61 days in these cases. Of
these, 388 cases were delayed by 1 to 3 months, 23 cases by 3 to 6 months and
four cases by more than six months. Thus, the department failed to adhere to
the timelines for issuing acknowledgements as prescribed in the rules ibid.

The matter was reported to the Department and the State Government
(May 2021). The Government accepted the audit observation (July 2021) and
stated that the delay in 17 circles'® (151 cases) was due to technical problems
on the GST portal and in eight circles!? (32 cases), it was attributable to
imposition of lockdown due to COVID 19 pandemic.

For seven cases pertaining to one circle 12, Government stated that delay in
acknowledgment of refund application has not resulted in delay of issue of the
refund. The fact remains that the Department failed to adhere to the timeline
for issuing acknowledgements as prescribed in the rules ibid.

During the Exit Conference, the CCT accepted the audit contention and stated
that even though the acknowledgements were delayed, the refunds were issued
within the prescribed period.

Reply in respect of 225 cases pertaining to 37 circles was awaited (December
2021).

(Refer to Appendix 2.2 and 2.3)
2.7.6.2 Delay in issue of Refund orders

Section 54(5) and (7) of CGST/RGST Act, 2017 provide that the proper
officer should sanction the refund within 60 days from the date of receipt of
application. Further, as per Section 56 of the Act, if any tax ordered to be
refunded under sub-section (5) of Section 54 to any applicant is not refunded
within this period of sixty days, interest at such rate not exceeding six per cent
as may be specified in the notification issued by the Government shall be
payable in respect of such refund.

Audit observed that in 247 cases'?® (14.50 per cent), out of 1,703 refund cases
examined, there was delay in sanction of refunds ranging from 1 to 522 days
with the average delay being 81.38 days in these cases. Of these 172 cases
were delayed by 1 to 3 months, 41 cases by 3 to 6 months and 34 cases by

9 pertaining to 63 Circles.

10 Circle A,CL, 1, K,L.Q, P & Special III Jaipur, A Bhilwara, Kishangarh, Nagaur, Circle B,
C, D & F Jodhpur and A Bhiwadi.

11 Circles I, I, N & special Il Jaipur, Aé C Bhilwara, A Bharatpur, and Shahjahanpur.

12 Circle B, Kota.

13 in respect of 57 Circles
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more than six months. Further, the Department did not pay interest amounting
to  16.82 lakh'* which was due to the claimants in all these cases.

The matter was reported to the Department and the State Government
(May 2021). The Government accepted the audit contention (July 2021) and
stated that the delay was due to technical problems on GST portal in sixteen
circles'® (83 cases) and imposition of lockdown due to COVID-19 pandemic
in eight circles'® (twenty two cases). Regarding non-payment of Interest, the
Government stated that for two cases (one circle!”) no interest for delay was
claimed by the taxpayers and for two cases (one circle'®) it was stated that the
taxpayers requested in writing that they do not want to claim the interest. The
reply is not acceptable as Section 56 of the CGST/RGST Act makes it
mandatory for the interest to be paid in cases of delayed refund orders without
making it contingent upon claim by the taxpayer. In one case (one circle!®),
the Government stated that the interest was not paid as wrong bank account
was given by the taxpayer. The reply is not acceptable as the Interest could
have been paid in the same account in which the Refund amount was paid.
The Government reply was silent about the non-payment of interest in 105
cases of 24 circles.

During the Exit Conference, the CCT agreed with the audit contention and
stated that directions are being issued to all the field offices to ensure that the
prescribed timelines are followed.

Reply in respect of 137 cases pertaining to 30 circles was awaited (December
2021).

(Refer to Appendix 2.4 and 2.5)

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

Rule 91 of CGST/RGST Rules, 2017 provides that provisional refund to the
extent of 90 percent of the total refund claimed on account of zero-rated
supply shall be granted within seven days of the acknowledgement subject to
fulfillment of certain conditions.

During the audit period, 5,013 refund cases of zero-rated supply were
processed in the selected circles. Out of these, 607 refund cases were
examined and it was noticed that there was delay in sanction of provisional
refund in 57 cases?® (9.39 per cent) ranging from 1 to 324 days with the
average delay being 29.85 days in these cases. Of these, 55 cases were delayed
by 1 to 3 months, one case by 3 to 6 months and one case by more than six

14 calculated at the rate of six per cent

15 Circle A,C,F,LJ,K,L,P,MN & Spl. Il Jaipur, Circle A Bhiwadi, Circle Jhalawar,
Circle Shahjahanpur , Circle A Bharatpur and Circle B Kota

16. Circle C, J, L, Q and Special- III Jaipur, Circle A & B Bharatpur and Special I, Bhiwadi.

17 Circle D, Jodhpur.

18 Circle A, Jaipur

19 Circle, Dausa.

20 Inrespect of 15 Circles.
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months, Thus, the department failed to adhere to the timeline of sanctioning
provisional refund for zero-rated supplies as prescribed in the rule ibid.

The matter was reported to the Department and the State Government
(May 2021). The Government accepted the audit contention (July 2021) and
stated that the delay in six circles?! (30 cases) was due to technical problems
on GST portal. During the Exit Conference, the CCT agreed with the audit
contention and stated that directions are being issued to all the field offices to
ensure that the prescribed timelines are followed.

Reply in respect of 27 cases pertaining to nine circles was awaited (December
2021).

(Refer to Appendix 2.6 and 2.7)
2.7.6.4 Irregular refund under Inverted Duty structure

As per section 54 (3) of the CGST/RGST Act 2017, a registered person may
claim refund of any unutilized Input Tax Credit (ITC) at the end of any tax
period where the credit has accumulated on account of rate of tax on inputs
being higher than the rate of tax on output supplics (i.c. Inverted Duty
Structure). Further, Rule 89(5) of the CGST/RGST Rules 2017 prescribes the
formula?? for maximum refund of unutilized ITC on account of inverted duty
structure. As per the rule, Net ITC includes the ITC availed only on inputs
during the relevant period and does not include credit availed on input services

and capital goods.

During the audit period, 3,845 refund cases of Inverted Duty structure were
processed in the selected circles. Out of these, 835 refund cases were
examined and it was noticed that the department, while granting the refund in
24 cases? (2.87 per cenf) considered ITC availed on input services and capital
goods for calculating the Net ITC or considered incorrect total adjusted
turnover/inverted turnover/tax paid to calculate maximum amount of eligible
refund. This indicated lack of proper scrutiny of refund claims by
jurisdictional officers. This resulted in irregular allowance of refund
amounting to ¥ 7.09 crore.

The matter was reported to the Department and the State Government
(May 2021). The Government stated (July 2021) that ¥ 10.24 lakh has been
recovered in four cases?® while notices have been issued in seven cases?®. For
three cases pertaining to one circle?®, the Government stated that ITC on
services or capital goods have not been claimed by the taxpayer. The reply in

21 Circle C, N and Q Jaipur, Circle Shahjahanpur, Circle Kishangarh and Circle C Jodhpur.

22 Maximum Refund Amount ={(Turnover of inverted rated supply of goods and services) *
Net ITC/Adjusted Total Turnover}-Tax payable on such inverted rated supply of goods
and services.

23 Relating to 13 circles.

24 pertaining to Circle C Jaipur (% 0.12 lakh) Circle G Jaipur (¥ 0.17 lakh) Circle B Ajmer
(X 9.64 lakh and Circle C Jodhpur (X 0.31 lakh)

25 Pertaining to Circle P, L & C Jaipur Circle A Bhiwadi and Circle Nagaur.

26 Circle K Jaipur.
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respect of these three cases is not tenable as the details in the returns filed by
the taxpayers viz. inverted turnover/ITC as per 2A/ adjusted turnover do not
match with the details in the refund claims and the refund claims include the
ITC on services as well due to which refunds granted were more than the
maximum amount of eligible refund. For two cases?, it was stated that the
refund has been claimed within the relevant period. The reply is not
appropriate as the irregularity in these cases pertains to irregular refund of ITC
under the inverted duty structure., During the Exit Conference, Secretary
Finance (Revenue) stated that Department would take up the matter of
introduction of validation check to segregate the ITC on Input Services and
Capital Goods in the IT system.

Reply in respect of eight cases pertaining to three circles was awaited
{(December 2021).

(Refer to Appendix 2.8 and 2.9)
An illustrative case is given below: -

During test check of processing of refund claims in Circle K Jaipur, it was
observed that a taxpayer had made separate refund claims for June 2019,
September 2019 and January 2020 aggregating ¥ 6.12 crore. Scrutiny of
records revealed that the Net ITC as claimed by the taxpayer in his refund
applications did not match with the details of ITC in the taxpayer’s GSTR-2A.
It was also evident from the details provided in the taxpayer’s GSTR-2A that
the taxpayer had irregularly availed ITC of capital goods and services. Further,
the taxpayer had not submitted Annexure-B containing the HSN code along
with the refund application as required to distinguish ITC on capital goods/and
or input services out of the total ITC. The Department did not detect the
irregularities and sanctioned the refund as claimed by the taxpayer due to
which refunds granted exceeded the maximum amount of eligible refund. This
resulted in irregular allowance of refund amounting to ¥6.08 crore.

The matter was reported to the Department and the State Government (May
2021). The State Government stated (July 2021) that the taxpayer has now
provided the Annexure-B with HSN code. The Government also stated that the
ITC availed by the taxpayer matched with the GSTR-2A and taxpayer has not
claimed ITC on Capital Goods and Services due to which no irregular refund
has been sanctioned.

While the Government did not provide any documents in support of the reply,
the reply of the Government is not acceptable as it is clear from the GSTR- 2A
that the ITC on Capital Goods and Services had been included in the
calculation of net ITC available to the taxpayer, and in addition the ITC

27 Circle G Jaipur.
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available in GSTR-2A did not match with the refund applications which were
subsequently sanctioned. Further progress was awaited (December 2021).

2.7.6.5 Irregular refund in zero-rated supply cases

As per Section 54(3) of the CGST/RGST Act, 2017, refund of unutilized ITC
can be claimed by a registered person at the end of any tax period. The refund
in the case of zero-rated supply of goods or services shall be granted as per the
formula?® prescribed under rule 89(4) of the CGST/RGST Rules, 2017.
According to the formula, the ITC availed on capital goods shall not be
considered.

During the audit period, 5,013 refund cases pertaining to zero rated supply
were processed in the selected circles. Out of these, 607 refund cases were
examined and it was noticed that in 16 cases?® (2.63 per cent), the
Jurisdictional Officers did not exclude the ITC availed on capital goods for
calculating Net ITC or considered incorrect total adjusted turnover/Zero rated
turnover/Net ITC/difference of 2A return in calculating maximum amount of
eligible refund. Thus, lack of correct application of the prescribed formula by
the jurisdictional officers while processing the refund claims resulted in
irregular allowance of refund of ¥35.98 lakh.

The matter was reported to the Department and the State Government (May
2021). The Government stated (July 2021) that ¥ 7.90 lakh has been recovered
in four cases* and notices have been issued in five cases®'. During the Exit
Conference, Special Commissioner (GST) agreed with the audit contention.

Reply in respect of seven cases pertaining to four circles was awaited
(December 2021).

(Refer to Appendix 2.10 and 2.11)

An illustrative case is given below: -

During test check of processing of refund claims in Circle-L Jaipur, it was
observed that a taxpayer claimed refund of 212,21 lakh on accumulated ITC
on account of zero-rated export for the period May 2018 to December 2018.
Scrutiny of relevant records revealed that zero-rated export was made only
during the month of May 2018 in this duration. Therefore, accumulated ITC
for the period June 2018 to December 2018 was not eligible for refund.
However, the Department did not detect the irregularity and sanctioned the
refund as claimed by the taxpayer resulting in irregular allowance of refund
amounting to ¥8.25 lakh. The matter was reported to the Department and the

28 Refund Amount = (Turnover of zero-rated supply of goods + Turnover of zero-rated
supply of services) * Net ITC +Adjusted Total Turnover, where "Net ITC" means input
tax credit availed on inputs and input services during the relevant period.

29 Relating to 10 circles.

30 Pertaining to Circle J Jaipur (% 3.55 lakh) Special- I Ajmer (% 4.18 lakh) and Circle C
Jaipur (X 0.17 lakh)

31 belonging to Circle C Jaipur, Circle A Bhilwara and Circle L Jaipur.
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State Government (May 2021). The Government stated (July 2021) that notice

has been issued to the taxpayer. Further progress was awaited (December
2021).

2.7.6.6 Irregular grant of provisional refund in cases other than zero-
rated supply

As per Section 54(6) of CGST/RGST 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 made under sub section (5) for final
settlement of the refund claim after due verification of documents furnished by
the applicant.

During the audit period, 6,824 refund cascs other than zero-rated supply were
processed in the selected circles. Out of these, 988 refund cases were
examined, and it was noticed that in 22 cases*? (2.23 per cent), the Department
issued provisional refund of 90 per cent in cases pertaining to Inverted Duty
structure. Thus, sanction of provisional refund in cases other than zero-rated
supplies in contravention of the provision ibid led to irregular grant of
provisional refund amounting to I 2.62 crore.

The matter was reported to the Department and the State Government
(May 2021). The Government stated (July 2021) in respect of nine cases™® that
the refunds were sanctioned as per rule. However, the refunds were not
sanctioned as per the rules because provisional refund was provided in these
cases even when these cases did not belong to the category of zero-rated
supplies. Further, for three cases’, the Government stated that the refund was
sanctioned within the prescribed time period and paid in two instalments,
through RFD 04 (90 per cent) and RFD 06 (10 per cent), therefore, no excess
refund has been granted. The replies are not tenable because in these three
cases, 90 per cent provisional refund was provided even when the cases did
not pertain to zero-rated supplies. Reply in respect of 10 cases pertaining to
four circles was awaited (December 2021).

During the Exit Conference, Special Commissioner (GST) while accepting the
audit observation stated that this was a procedural lapse and did not cause
financial loss to the government. It is pertinent to mention here that even
though there is no impact on the overall refund amount, the provisional refund
facility is provided exclusively to zero rated supplies as a measure to address
the working capital requirements till the final settlement of refund claim.
Providing refund on a provisional basis, i.e. before the final settlement based
on due verification of documents, for other categories of taxpayers results in
undue benefit to such taxpayers through premature release of government
funds to them.

(Refer to Appendix 2.12)

32 Relating to seven circles.
33 Special Circle 111, Jaipur
34 Belonging to Circle C and L Jaipur.
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