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CHAPTER II: SUBJECT SPECIFIC COMPLIANCE AUDITS

‘ Road Construction Department

‘ 2.1 Management of Price Adjustment in contracts of Road Works

Executive summary

The Standard Bidding Document (SBD) of the Government of Jharkhand
(GoJ), included provision for Price Adjustment (PA), in work contracts with
completion periods of more than 12 months. PA was to be calculated on a
monthly basis, taking into account the total value of work done during the
month. Further, for works with completion periods of less than 12 months,
the differential cost of bitumen (i.e. the difference between the estimated cost
and the procurement cost) was to be paid to/recovered from the contractor.

The audit of ‘Management of Price Adjustment in contracts of Road Works’
was conducted to assess whether the: (i) the provision for PA had been
incorporated in the bid documents of works whose completion periods were
more than one year, in a proper manner (ii) notification regarding the
differential cost of bitumen, for works whose completion periods were less
than one year, had been made part of such agreements (iii) correct Wholesale
Price Index (WPI) and Consumer Price Index (CPI), for material and labour,
as well as the retail price of bitumen, had been applied, for determining the
applicable PA and (iv) circulars, instructions and notifications, of the
Department, related to PA and differential cost of bitumen, had been followed.

Audit test-checked nine divisions (out of the 26 road construction divisions in
the State), covering the period from FY 2017-18 to FY 2021-22, focusing on
price adjustments and payment/recovery of the differential cost of bitumen.
The audit objectives, criteria, scope and methodology, were explained to the
Secretary, Road Construction Department, Jharkhand, in an entry
conference, held on 18 July 2022.

Audit scrutiny revealed cost overruns amounting to < 37.29 crore in the form
of payment of PA during the extended period, in eight works and time
overruns ranging between two and 78 months, in 49 works completed with
delays/incomplete, due to failure either by the Department or by the
contractors.

Further, in many cases, the Executive Engineers (EEs) had not calculated the
applicable PA, despite provision, in this regard, having been incorporated in
the agreements, resulting in excess payment of ¥ 5.29 crore, to contractors of
seven roads works, in five divisions. Further, in 11 road works, in seven
divisions, excess payment of ¥ 3.98 crore had been made to contractors, due
to the application of incorrect norms in calculating the value of work done,
such as, taking the monthly average of the value of work, calculation of PA
only for the month in which the work was measured, adding the previously
paid PA in the subsequent RA bills etc. In two road works, in two divisions,
RA bills had been paid partially, due to paucity of funds and the actual value
of work done had been calculated on the lower side, in the relevant months
for which the PA had been calculated. Due to incorrect calculation of PA by
the EEs, ¥ 1.53 crore could not be adjusted, from the contractor’s bills, in
these two divisions.
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In five road works, in three divisions, with completion periods of less than
12 months, the concerned EEs had not calculated the differential cost of
bitumen, due to non-inclusion of the clause regarding payment/recovery of
differential cost of bitumen, in the agreement, despite instructions contained
in the notification of January 2004. As such, the Department had to bear a
loss of ¥ 1.98 crore. This recoverable differential cost of bitumen, was due
to decrease in the basic rates of bitumen during the execution period, in
comparison to the rates provided in the effective Schedule of Rates (SORs).

Regarding excess payments, the Department stated (March 2023) that ¥ 3.83
crore had been recovered in eight works; recovery had been initiated in
seven works; in three works, recovery would be made after re-calculation,
and one case was sub-judice, and action would be taken after final decision.
Reply was not furnished in one case. Further, regarding the differential cost
of bitumen, the Department accepted the audit observation that recoveries
could not be initiated, as the relevant clause had neither been incorporated
in the NITs, nor in the agreements. However, the Department assured that
the provisions regarding payment/recovery of differential cost of bitumen
would be included in agreements for future works.

In this light, Audit recommends that:

(i) the Department may ensure that measurements of the works executed
every month, are recorded in the MBs on a monthly basis, and PA is also
worked out on a monthly basis, as required under the contracts.

(ii) the Department may ensure inclusion of the relevant clause, regarding
the differential cost of bitumen, in the tender documents.

The Department accepted the audit recommendations, in the exit conference
held on 2 March 2023.

2.1.1 Introduction

The Price Adjustment (PA) clause in contracts is crucial to ensure that the
contracts remain commercially viable for all the parties concerned, given that
the financial, commercial and economic conditions that exist at the time when
the contracts are entered into often change throughout their term. In a contract
for Public Works, a PA clause, linked with the price indices of material and
labour component, is essential to safeguard the contract against general
inflation.

The Government of Jharkhand (GoJ) introduced Standard Bidding Documents
(SBD), for road works contracts, in November 2007. The SBD included
provision for PA, in work contracts with completion periods of more than 12
months. The PA was to be calculated monthly, taking into account the total
value of work done during the month, the all India Wholesale Price Index!
(WPI), the Consumer Price Index? (CPI), retail price3 of bitumen at the Indian

WPI issued by Ministry of Industrial Development/ the Economic Advisor, Government of
India (Gol), for commodities and different items of material.

CPI for industrial workers, issued by Labour Bureau of India.

Retail price of bitumen issued by Indian Oil Corporation Limited (IOCL).
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Oil Corporation (IOC) depot and percentage of component of material and
labour, in the work, as indicated in the contract (Appendix-III).

Further, there were two series each of WPI (2004-05 and 2011-12) and CPI
(2001 and 2016). The Ministry of Road Transport & Highways (MoRTH), Gol,
notified (June 2014 and June 2018) changes in the nomenclature of some items
of material® in the new series, and their effective dates’ to be considered, while
calculating the PA. The linking factor® was also to be applied on old contracts,
where base indices’ were to be taken from the old series, which had been
stopped after introduction of the new series.

Additionally, GoJ issued (January 2004) a notification to compensate the
differential cost of bitumen, to contractors in road works, for increase in the
procurement cost of bitumen, during the execution period, in comparison to the
estimated cost. However, deduction was to be made from the contract amount,
in case of decrease in the price of bitumen. Later on, GoJ clarified (July 2011)
that this notification would be a part of the contracts, for works having
completion periods of less than 12 months.

2.1.2  Scope and methodology of audit ‘

The road infrastructure of the State included National Highways (NHs), State
Highways (SHs), Major District Roads (MDRs), Other District Roads (ODRs)
and Rural Roads. This Subject Specific Compliance Audit (SSCA) was
conducted with regard to contracts executed for SHs, MDRs and ODRs, for
which the administrative department was the Road Construction Department
(the Department). The organogram of the Department is given below:

4 Grey cement and steel (Rebar) in the 2004-05 WPI series as Ordinary Portland Cement
(OPC) and MS (bright bars) respectively in the 2011-12 series.

> The WPI series of 2011-12 was effective from 1 April 2017 and the CPI series of 2016 was

effective from 1 September 2020.

The Linking factor (multiplication factor of the new series) was for conversion of WPI

(2011-12) into WPI (2004-05) and was to be applied on those contracts, which had been

executed prior to the effective dates of the new series, i.e. prior to April 2017, but were to

be completed later on, when publication of old series was stopped, i.e. after March 2017.

The multiplication factor for WPI 2011-12 series was 1.641 for all commodities, 1.625 for

OPC and 1.902 for MS Bright Bar. Similarly, for CPI 2016 series, it was 2.78 for the Bokaro

center, 3.29 for Jharia and 3.24 for Jamshedpur.

The WPI or CPI index, on the 28 days preceding the date of opening of bids.
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For selection of the audit sample, the 24 districts of the State were stratified into
the existing five circles®, and nine divisions’ from these circles were selected
through statistical sampling, for proper coverage of all contracts. The audit was
conducted between May 2022 and August 2022, covering the period from FY
2017-18 to FY 2021-22, with the objectives of assessing whether the:

(1) Provision for PA had been incorporated in the bid documents of works
whose completion periods were more than one year, in a proper manner;

(i) Provision for payment/recovery, of the differential cost of bitumen, for
works whose completion periods were less than one year, had been made
part of such agreements;

(ii1) Correct WPI and CPI indices, for material and labour, as well as the retail
price of bitumen, had been applied for determining the applicable PA and

(iv) Circulars, instructions and notifications, of the Department, related to PA
and differential cost of bitumen, had been followed.

An entry conference was held on 18 July 2022, with the Secretary of the
Department, in which the audit objectives, criteria, scope and methodology,
were discussed. The Exit conference was held on 02 March 2023, with the
Engineer-in-Chief of the Road Construction Department, in which the audit
observations and audit recommendations were discussed. The views and replies,
furnished by the Department, during the exit conference have been suitably
incorporated in the report. The Department accepted the audit
recommendations. Further, a revised report was issued (December 2023) to the
Department for response followed by reminder on 12 January 2024. No replies
have been received (March 2024).

Chaibasa, Daltonganj, Dumka, Hazaribag and Ranchi.

(1) Chaibasa circle: Manoharpur (2) Daltonganj circle: Garhwa (3) Dumka circle: Deoghar,
Jamtara and Sahibganj (4) Hazaribag circle: Bokaro and Koderma and (5) Ranchi circle:
Lohardaga and Simdega.
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Audit findings

‘ 2.1.3 Time and cost overruns

Audit scrutinised records of 80 contracts of road works in the nine test-checked
divisions, including 44 contracts executed prior to FY 2017-18. Out of these 80
works, 67 works (eligible for price adjustment) had completion periods of more
than one year and 13 works (eligible for differential cost of bitumen) were to be
completed within one year. Agreements valued at X 3,815.94 crore were
executed (between June 2013 and January 2020) by the divisions, for
completion of these works between June 2014 and October 2021 and X 3,643.02
crore was spent on these works, between April 2017 and October 2023.

Scrutiny further revealed that, out of 80 works, 23 works'® had been completed/
foreclosed within the scheduled date of completion, after incurring expenditure
of ¥ 1,068.32 crore; 43 works!' had been completed with delays ranging
between 2 and 76 months, after incurring expenditure of X 1,983.38 crore and
the remaining 14 works'? were in progress (November 2023), after incurring
expenditure of X 591.32 crore, with delays ranging between 26 and 78 months.

Audit scrutiny revealed that, in eight works, X 37.29 crore had been paid as PA
in the extended period (Appendix-IV), due to time overruns, ranging between 4
and 49 months. This delay was attributable to the Department not providing
clear and encumbrance free sites to the contractors. However, in 25 out of 33
works eligible for PA, the divisions had not paid PA for the extended periods,
ranging between 2 and 76 months. Further, in four out of 10 works eligible for
differential cost of bitumen, T 1.79 crore was recoverable from the contractors,
during the extended period, as discussed in Paragraph 2.1.4.4.

Case Study: 1

In Widening, Strengthening and Reconstruction of Ramrekha Dham Road
under the Road Division, Simdega, Audit observed that PA, amounting to
% 1.23 crore, was recoverable from the contractor, as per the measurement
book, had the work been completed within the stipulated date (22 October
2016). However, due to the failure of the Department in providing an
encumbrance-free work site to the contractor, the Department had granted
extension of time up to May 2020, without any mention of payment/ recovery
of PA. However, the division had calculated PA, amounting to X 2.57 crore,
for the extended period and paid X 1.34 crore, after adjusting recoverable PA
of X 1.23 crore. The work had finally been completed (May 2020) after four
years from the due date of completion, resulting in cost overrun of X 2.57
crore, due to payment of PA for the extended period.

Thus, due to not providing an encumbrance-free site to contractor, the works
had got delayed, resulting in cost overruns of X 37.29 crore, in the form of PA,
for the extended time period, in eight works. In addition, there were time
overruns, ranging between two and 78 months, in 49 works, which had been

10 PA: 21 and Differential cost: 2
1" PA: 33 and Differential cost: 10
12 PA: 13 and Differential cost: 01
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completed with delays/were incomplete, due to failure either by the Department
or by the contractors.

The matter was reported to the Department in December 2023, reply has not
been received (March 2024).

2.14 Excess payment/short recovery of PA and non-recovery of
difference cost

Out of the 67 works in which the price adjustment clause was applicable, the
monthly values of work done, required for the calculation of price adjustment,
was available only in case of nine works, for which the divisions had calculated
PA as per the monthly values of works carried out. Further, the divisions had
calculated PA as per the values of the running bills, in case of 20 works, whereas
it had been calculated by taking the monthly average of running bills, in case of
19 works. In the remaining 18 works, the divisions had not calculated PA,
despite provision for PA made in the agreements. In one work, the clause of
price adjustment had not been included in the SBD.

Out of the 13 works which were eligible for the differential cost of bitumen, the
concerned divisions had not calculated the differential cost of bitumen, except
in case of one work, wherein the calculation made was found to be incorrect.

In the absence of monthly measurements of the work done which was required
for calculation of PA, the concerned divisions had derived the monthly value of
the work done, by averaging the value of running bills on a monthly basis.
However, Audit worked out the monthly value of the work done, by first
averaging the value of the running bills on a daily basis and then on a monthly
basis, by multiplying it with the number of days in a particular month, for
calculation of the applicable PA.

Instances of excess payments to contractors, due to non/short calculation of the
price adjustment; non-adjustment of the differential cost of bitumen; and
application of incorrect WPI indices/monthly value of work, for calculating PA,
noticed in audit, are discussed in the succeeding paragraphs.

2.1.4.1 Excess payment without working out the PA

As per clauses 42 and 47 of the SBD, the contractor was to submit monthly
statements of the estimated value of work done, to the Executive Engineer (EE)
and the PA was to be determined in each month. Further, as per Rule 243, read
with Rule 247, of the Jharkhand Public Works Account Code, before the bill of
a contractor was prepared, the Junior Engineer (JE) was to enter the description
and quantities of work in the Measurement Book (MB) and payment for the
work done was ordinarily to be made on a monthly basis, on a Running Account
(RA) bill.

In five divisions'’, agreements were executed (between July 2014 and
November 2015), for seven works (with a consolidated value of ¥ 402.54 crore),
with completion periods of more than 12 months. These works were to be
completed between March 2016 and November 2017. Five of these works were
completed (between July 2016 and April 2021) at a cost of I 274.95 crore,

13" Bokaro, Deoghar, Jamtara, Sahibganj and Simdega.
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whereas two works, were under progress, as of August 2022 against which
payments of X 88.10 crore had been made.

Audit noticed that, in these seven works, the EEs had not determined the
applicable PA, despite provision for calculation of PA having been incorporated
in the respective agreements. Further, though it was required under the contracts
and codal provisions, the contractors had not submitted monthly statements of
the estimated values of works done. The divisional engineers had also not
ensured recording of the quantity of work executed on a monthly basis, in the
MBs, or preparation of monthly RA bills. Instead, the works had been measured
randomly, with gaps of upto six months between two consecutive RA bills.

As the values of the works executed had not been recorded in the MBs on a
monthly basis, Audit calculated the applicable PA, by taking the monthly
average of the value of work, considering the number of days between two
consecutive RA bills. Based on the monthly average value of work, the
recoverable PA worked out to X 5.29 crore (Appendix-V). Thus, the failure of
the EEs, to determine the applicable PA, resulted in excess payment of
% 5.29 crore, to the concerned contractors. Further, Security Deposits (SDs),
amounting to T 12.06 crore, in two'* road works, with recoverable PA liability
of ¥ 3.13 crore, were also found to have been refunded (April 2017) to the
concerned contractors.

The Department accepted the Audit observation and stated (March 2023) that
2 0.73 crore had been recovered in two works!”; action had been initiated for
recovery in four works!®; and the contractor of one work!” had approached the
Hon’ble High Court of Jharkhand, on another issue, and recovery would be
made, after finalisation of the case.

2.1.4.2 Excess payment due to incorrect calculation of PA

Seven divisions!® executed (between June 2016 and January 2020) SBD
agreements for 11 works (X 736.15 crore), with the stipulated dates of
completion being between December 2017 and October 2021. Of these, eight
works had been completed (between April 2018 and January 2022), at a cost of
% 497.34 crore, and three works were in progress, with expenditure of X 154.78
crore having been incurred thereagainst, as of August 2022. Against these
works, X 32.32 crore had been paid (between July 2018 and February 2022), to
the concerned contractors, as PA.

It was, however, seen that the admissible PA, considering the monthly average
value of work (Appendix-VI), worked out to X 28.34 crore. The excess payment
of PA amounting to X 3.98 crore, worked out by Audit, was on account of
application of incorrect norms regarding value of work, such as, taking the
monthly average of the value of work; calculation of PA only for the month in
which measurement was taken, for preparation of the RA bills; addition of

4 'W/s of Simdega-Sewai-Kinkel Road (Simdega) and W/s of Ranga-Sirsa Road (Deoghar).

15 Bhadurpur-Kashmar-Khairachatar-Bengal border Road (Bokaro): ¥ 0.48 crore and Dholta
More to Nala Road (Jamtara): X 0.25 crore.

16 'W/s of Haricharana-Kherwa-Shivgadi Link Road (Sahibganj), W/s of Ranga-Sirsa to
Karmatand via Dhiba Road (Deoghar), W/s of Khoripanan to Punasi & Punasi to Jasidih
Road (Deoghar) and W/s of Jamtara-Karmatar-Laharjore Road (Jamtara).

17" 'W/s of Simdega-Sewai-Kinkel-Kurdeg Road.

Bokaro, Garhwa, Jamtara, Koderma, Lohardaga, Manoharpur and Sahibganj.
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previously paid PA, in subsequent RA bills etc., by the divisions. Price indices
of material, with specifications differing from the prescribed specifications, had
also been taken into account, by the divisions, while calculating the PA.

Case Study: 2

Reconstruction of the Maharajpur to Sharmapur via Taljhari-Kalyanchak
Padaria More-Tinpahar- Bakudih Road, under the Road Division, Sahibganj.

Against this agreement (16 SBD/2017-18), X 8.18 crore was paid to the
contractor as PA. However, due to taking price indices of cement and steel
with different specifications than prescribed for X 37.49 lakh was paid, in
excess, as PA, as shown in the Table below:

Sl Items taken Base | Monthly | Items taken by Base Monthly | Recoverable
No. by Audit Index Index the Division Index Index amount
Audit Division (in lakh)
Ordinary 110.2 121.6
1 Portland 111.1 to Slag Cement 122.70 to 19.36
Cement (OPC) 124.6 134.8
924 Cﬁ:ﬁzz 94.5
2 MS Bright Bar 86.4 to . ’ 91.60 to 18.13
sections, steel
111.3 136.3
(coated/not)

Further, in the same work, X 1.47 crore was paid in excess, due to: (i) adding
the inadmissible previously paid PA amount of X 4.59 crore, in the current
value of work and (ii) adding part of value of work of the previous RA bill,
which had not been paid due to lack of funds, in the subsequent RA bill, when
the price indices of labour and material were higher.

Thus, due to application of incorrect norms, PA of X 1.84 crore was paid, in
excess, to the contractor. On this being pointed out (June 2022), the EE
assessed (August 2022) the recoverable PA to be X 1.85 crore. It was further
seen that security deposit of ¥ 8.58 crore had already been refunded
(March 2020 and January 2021) to the contractor.

The Department accepted the audit observation and stated (March 2023) that
¥ 1.87 crore had been recovered from contractors, in cases of four roads'’;
recovery had been initiated in cases of four roads?’; re-calculation of PA, in case
of one work?!, would be done; and recovery of excess paid PA, in another
work??, would also be done. However, the Department did not furnish reply in
regard of one work, viz. Reconstruction of the Chandwara-Tham-Selhara-
Pandeywara road.

2.1.4.3 Short-recovery of PA

Agreements for two road works>® (with a combined value of ¥ 168.51 crore)
were executed (between January 2014 and March 2015), with the stipulated

19

20

21

22
23

Mabharajpur-Shramapur Road: % 1.30 crore, Shivgadi-Sanmani Road: X 0.14 crore, Dantu-
Kathara Road: % 0.35 crore and Lohardaga-Gangupara Road: X 0.07 crore.
Bhawnathpur-Kandi via Kalian Road, Garhwa-Majhiaon-Kandi Road, Ranka-Chiniya Road
and Jamtara-Karmatad via Combined building Road.

Chakradharpur-Sonua-Goelkera Road.

Gopalpur-Tiro-Beladih-Chatar Road.

Construction of Sankh-Chatra Road (Lohardaga division) and Strengthening &
reconstruction of Putritoli-Barasloya-Lacharagarh-Jaldega-Pandripani-Simdega-Jaldega-
Girda Road (Simdega division).
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dates of completion being between January 2016 and August 2016. Both these
works were completed between August 2016 and December 2016 and the
contractors were paid (between April 2017 and September 2021) X 171.58 crore,
after adjusting PA of X 1.48 crore.

Audit noticed that, in 17 RA bills**, pertaining to these works, partial payment
of ¥ 43.17 crore® had been made, against the bill value of ¥ 55.46 crore®®, due
to paucity of funds. However, it was seen that the Division had considered only
the partial value of work (X 43.17 crore), instead of the total value of work
(X 55.46 crore), for working out the applicable PA. The value of work, for which
payment had been deferred, was considered for calculating the PA, in the
subsequent RA bills, when these subsequent RA bills were paid. As such, the
actual value of work was taken on the lower side, in the relevant months for
which the PA had been calculated. Based on the monthly average value of work
done, Audit calculated the recoverable PA to be X 3.01 crore (Appendix-VII).

Thus, due to incorrect calculation of PA by the EE, an amount of X 1.53 crore
was short-recovered from the contractors.

In reply, the Department stated (March 2023) that calculation of price
adjustment would be re-checked and action would be taken accordingly.

Recommendation 1: The Department may ensure that measurements of the
works executed every month, are recorded in the MBs on a monthly basis, and
PA is also worked out on a monthly basis, as required under the contracts.

2.1.4.4 Loss due to non-recovery of the differential cost of bitumen

The Departmental notification of January 2004 was applicable (from July 2011)
to works whose completion periods were less than 12 months. As per the
notification, the differences in the estimated and procurement costs of bitumen,
in cases of increase in price of bitumen, were to be borne by the Road
Construction Department, as compensation to the concerned contractors.
Further, deductions were to be made from the contract amounts, in cases of
decrease in the price of bitumen. This notification was required to be made a
part of the contracts.

Estimates of five road works were prepared (September 2012 to July 2015), on
the basis of the Schedule of Rates (SoRs) effective during the related periods.
The basic rates of bitumen, in these SoRs, ranged between X 30,848 and
% 52,269 per Metric Ton (MT). Agreements for these road works were executed
(between June 2013 and May 2016) for a consolidated amount of X 92.61 crore,
with the stipulation that these works be completed within 12 months. All these
works were completed and the contractors were paid (between November 2016
and January 2018) a consolidated amount of X 86.93 crore.

Audit observed that the divisions had not determined the differential costs of
bitumen in these works, despite decrease in the basic rates of bitumen during
execution, in comparison to the rates in the effective SoRs, due to non-
incorporation of the clause regarding payment/recovery of differential cost of

24 Nine RA bills in case of the Shankh-Chatra Road and eight RA bills in case of the Putritoli-
Girda Road.

2 Shankh-Chatra Road: % 20.13 crore and Putritoli-Girda Road: T 23.04 crore.

26 Shankh-Chatra Road: % 23.07 crore and Putritoli-Girda Road: T 32.39 crore.
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bitumen, in the concerned NIT/SBD agreements. In the absence of any clause
regarding recovery of the differential cost of bitumen, the Department suffered
a loss of X 1.98 crore, as worked out by Audit (Appendix-VIII).

The Department accepted the audit observation in regard to the clause regarding
differential cost of bitumen having neither been included in the concerned NITs,
nor in the agreements, due to which recovery of the differential cost of bitumen
could not be initiated.

Recommendation 2: The Department may ensure inclusion of the relevant
clause, regarding the differential cost of bitumen, in the tender documents.
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ENERGY DEPARTMENT ‘

Jharkhand Bijli Vitran Nigam Limited ‘

2.2 Tariff, Billing, Collection of Revenue and Subsidy Management by
Jharkhand Bijli Vitran Nigam Limited

Executive Summary

The Jharkhand Bijli Vitran Nigam Limited, the only DISCOM in the State, is
mainly dependent on an efficient system of billing and collection of revenue, for
meeting its operational costs. The audit on ‘Tariff, Billing, Collection of
Revenue and Subsidy Management by the Company’, was taken up to assess
whether the entire cost of providing electricity was being recovered; metering,
billing and collection of revenue were being managed efficiently and effectively;
subsidy management was efficient; and adequate monitoring and internal
controls existed for elimination of risk in the billing and collection activity.

Audit covered the period from FY 2018-19 to FY 2021-22 and focused on tariff
petitions, billing system, collection efficiency and management of subsidy
received/availed.

Audit findings

o The posts of Chairman and Member of the Jharkhand State Electricity
Regulatory Commission (JSERC) remained vacant from June 2020 to
September 2022, due to which the electricity tariff, for the FY 2021-22, could
not be approved and the Company was deprived of realising additional revenue
of T514.08 crore.

o The system of billing was inefficient, as there were delays in billing;
non-providing of rebate to consumers for delayed billing; non-billing of
effective consumers and short billing, due to non-updation of metering details
in the billing software. In addition, there were instances of short-billing of fixed
charges, due to cut-off hours of supply of power; losses due to delays in
changing defective meters; short/non-billing of streetlight consumers; irregular
charging of meter rent from consumers; non-billing of energy charges to
consumers, and delays in release of new electricity connections etc.

o The Company claimed excess subsidy, by irregularly changing the
category of ‘unmetered consumers’ into ‘consumers with defective meter’ and
did not map the provisions of billing related to defective meters, in the billing
software, as provided in the JSERC Electricity Supply Code.

o Though the overall collection efficiency (excluding arrears and
Government subsidy) of the Company, during FY 2018-19 and FY 2021-22,
ranged between 38.34 and 52.51 per cent, the collection efficiency, in case of
rural domestic consumers, was low and ranged between 8.54 to 14.68 per cent.
The revenue realisation of the Company was only 86.42 to 92.27 per cent of the
energy sold, during FYs 2018-19 to 2021-22. The Aggregate Technical and
Commercial Losses (AT&C) of the Company, ranged between 46.57 and 49.21
per cent, during FYs 2018-19 to 2020-21, due to exhibition of inflated
consumption against unmetered connections, as against the reported AT&C
losses of 28.69 to 41.21 per cent, during the same period.
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o The Company could not recover outstanding dues of < 234.01 crore, as
the recovery had become time-barred, due to non-filing of certificate cases in
time. The Company also failed to recover additional Security Deposit from
Consumers.

o The Company failed to comply with the provisions of the Electricity Act,
2003 and the provisions of the JSERC Electricity Supply Code, in assessment of
penalty, in cases of theft of power, and, thus, suffered loss of revenue, amounting
to 3 5.74 crore.

Recommendations

1. Government may ensure that the posts of Chairman and Members of JSERC
are not left vacant, in order to ensure timely finalisation of the tariff.

2. The Company may ensure that: (i) Energy Audits are conducted (ii) Circle-
wise T&D Loss Reduction Plans are prepared and (iii) responsibility is fixed
against the concerned officials for not achieving complete metering.

3. The Company may ensure: (i) mapping and updating of all the provisions of
the Electricity Supply Regulation and Tariff Orders, in the billing Software (ii)
correct and timely billing of all effective consumers i.e. all the existing
consumers presently availing power from the Company and (iii) that
responsibility is fixed against the concerned officials for not updating the billing
software.

4. The Company may ensure: (i) cent per cent metering of all consumers
(ii) billing on the basis of actual consumption and (iii) that responsibility is fixed
against concerned officials for booking excess energy consumption against
unmetered consumers leading to suppression of AT&C loss.

5. The Company may ensure: (i) correct billing and claims of subsidy, as per
GoJ’s Resolution of March 2019 and (ii) that responsibility is fixed against
concerned officials for incorrect billing and claiming excess subsidy.

6. The Company may ensure strict implementation of provisions related to
disconnection and file certificate cases for realisation of outstanding dues.
Responsibility may also be fixed in regard to dues which have become
irrecoverable.

7. The Company may ensure proper assessment and levy of fine against theft of
power, on the basis of the provisions of the Electricity Act and the Electricity

Supply Code.

| 2.2.1 Introduction |

Electricity is a key ingredient for continuing economic growth and is vital for
the overall development of the State. Amongst the three major layers, i.e.
generation, transmission and distribution of power, distribution has direct
interface with the end consumers and is largely accountable for consumer
satisfaction and flow of revenue in the entire value chain of the power sector. A
distribution company is required to maintain a robust distribution network, in
order to ensure regular supply of electricity to its consumers and is mainly
dependent on an efficient system of billing and collection of revenue, for
meeting its operational costs.
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The electricity distribution network in Jharkhand is managed by the State-
owned Company, Jharkhand Bijli Vitran Nigam Limited (the Company), which
was incorporated on 23 October 2013. The Company is responsible for billing
and collection of energy charges from its consumers. The administrative control
of the Company lies with the Energy Department, Government of Jharkhand
(GoJ). The Company has been awarded Grade “C-" by the Ministry of Power,
Government of India (Gol), in the 10th Annual Integrated Rating?’ and Ranking
related to Power Distribution Utilities, published in August 2022, due to its low
financial and operational performance.

The Company has finalised its accounts up to FY 2021-22. The total
accumulated losses of the Company were X 12,228.01 crore, as on March 2022.
The Company had purchased 13,729.45 Million Units (MUs) of electricity,
valued at X 6,430.83 crore, and sold 9,018.19 MUs, valued at ¥ 5,806.58 crore,
during FY 2021-22. It had collected X 5,357.24 crore, during FY 2021-22, on
account of energy charges. This comprised of an amount of X 3,308.43 crore,
pertaining to FY 2021-22, inclusive of subsidy of X 1,755.20 crore. The total
outstanding dues, on account of energy charges, were X 8,254.97 crore, as of
March 2022.

‘ 2.2.2 Organisational Setup

The Management of the Company is vested with its Board of Directors (BoD).
The Managing Director (MD), appointed by the State Government, is assisted
by Executive Directors (EDs), General Managers (GMs), Deputy General
Managers (DGMs) and Senior Managers (SMs), at its Corporate Office in
Ranchi. At the field level, there are seven Electric Supply Areas (ESAs), headed
by GMs; 15 Electric Supply Circles (ESCs), headed by DGMs; and 44 Electric
Supply Divisions (ESDs), headed by SMs. ESDs are further divided into
Electric Supply Sub-Divisions (ESSDs) and Sections, which are headed by
Managers and Junior Managers, respectively. The organogram of the Company
has been depicted in Chart 2.1.

2 TIntegrated ratings reflect the operational and financial health of a DISCOM. They are used

for intra-DISCOM comparisons, based on 15 base matrices, classified into three sections,
viz. financial sustainability, performance excellence and external environment and nine
specific disincentives. Based on the overall score of any DISCOM on the above parameters,
grades were awarded from A+ to D.
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Chart 2.1: Organogram of the Company
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| 2.2.3 Tariff, Billing and Collection functions |

The GM (Commercial) collects and compiles information and prepares tariff
petitions, for filing with the Jharkhand State Electricity Regulatory Commission
(JSERC). Billing of High Tension (HT) consumers is managed by the ESCs,
through a software application (Java based Billing Software), developed in-
house, under the Re-structured Accelerated Power Development Reform
Programme (RAPDRP). Billing of Low Tension (LT) consumers is managed by
the ESDs/ESSDs, through a customised billing software application (JAVA.net
and back end postgress), under the overall control of GM (IT). Spot billing and
bill distribution to LT consumers, is being carried out by outsourced agencies,
appointed to engage and manage the Urja Mitras®.

As per the JSERC (Electricity Supply Code) Regulations, 2015, bills are to be
issued at periodicity of not more than two months in respect of billing of
domestic, commercial, agricultural services and other category of services. The
due date for payment for the LT Domestic, Commercial and Agricultural
consumers is minimum 15 days after the issue date of the bill and, in case of all
other categories of consumers, minimum 21 days after the issue date.

‘ 2.2.4 Audit objectives ‘

The objectives of the audit, were to assess whether:

e The entire cost of providing electricity was being recovered, by filing
timely and correct tariff petitions with the JSERC;

e Tariff orders, circulars, directions and instructions were issued by the
Company without any ambiguity and implemented in time by the field
offices;

28 Persons engaged by the outsourced agency, for spot billing and distribution of bills.
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e Metering and billing were managed efficiently and effectively;

e (Collection and accounting of revenue and subsidy was completed in an
economic and efficient manner; and

¢ Adequate monitoring and internal controls exist for the elimination of risk,
in the billing and collection activity.

2.2.5 Audit scope

Audit covered the period from FY 2018-19 to FY 2021-22. Records of the
concerned wings at the Corporate Office, six*® out of 15 ESCs and 12°° out of
44 ESDs (two ESDs in each ESC) were examined. ESCs and ESDs were
selected through statistical sampling.

An Entry Conference was held (2 June 2022) with the Principal Secretary of the
Energy Department, wherein the audit objectives, scope, criteria and
methodology of audit, were discussed. The Exit Conference was held (2 May
2023) with the Additional Chief Secretary, Department of Energy cum CMD,
JUVNL cum MD, JBVNL. The views of the Department have been suitably
incorporated in the Report. Further, a revised report was issued (December
2023) to the Department for response. Replies (January 2024) of Department
have been suitably incorporated in the Report.

| 2.2.6 Audit criteria

The criteria for achieving the audit objectives were derived from the following
sources:

e Electricity Act, 2003;

e Tariff Regulations, Tariff orders and directives, issued by JSERC;

e JSERC (Electricity Supply Code) Regulations, 2015;

® Budget, delegation of financial powers of the Company, Agenda and
minutes of BoD meetings;

Instructions issued by Gol and the Company;

Terms and conditions of NITs/Work Orders; and

e Management Information System of the Company.

Audit findings

‘ 2.2.7 Performance of the Company \
The position of energy available for sale, actual sale of energy and loss of energy
during the last four financial years, up to 31 March 2022, is given in Table 2.1.

Table 2.1: Financial performance of the Company
(R in crore)

Computation of Aggregate Technical & Commercial Losses (AT&C)

Particulars 2018-19 2019-20 2020-21 2021-22

A | Requirement of energy in 13.469.30| 13.824.16]  13.064.26|  13.708.46
the State (in million units)

B | Gross energy purchased (in

o ; 12,860.36 12,707.61 13,290.20 13,729.45
million units)

2 Deoghar, Dhanbad, Dumka, Giridih, Gumla and Ramgarh.

30" Deoghar: Godda and Madhupur; Dhanbad: Govindpur and Nirsa; Dumka: Dumka and
Jamtara; Giridih: Giridih (North) and Giridih (South); Gumla: Gumla and Simdega and
Ramgarh: Kujju and Ramgarh.
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Table 2.1: Financial performance of the Company

(R in crore)

Computation of Aggregate Technical & Commercial Losses (AT&C)

Particulars

2018-19

2019-20

2020-21

2021-22

Transmission losses>!
(in million units)

856.21

606.18

1,051.40

1,292.12

Net input energy
(in million units)

12,004.15

12,101.43

12,238.80

12,437.33

Total units sold (in million
units) (% of D)

9,277.55 (77)

9,314.89 (77)

7,913.41 (65)

9,018.19 (73)

Total revenue from sale of
energy, including revenue
grant>? and subsidy**

(R in crore)

5,074.10

6,405.07

5,244.98

6,487.41

Adjusted revenue (after
adjustment of excess/short
revenue grant** and
subsidy™®) (% in crore)

5,074.10

6,426.04

4,888.82

6,804.21

Opening debtors (debtors at
the end of previous year) for
sale of energy

(% in crore)

5,890.81

6,283.03

7,185.18

7,429.11

Closing debtors (debtors at
the end of current year) for
sale of energy

(R in crore)

6,283.03

7,173.67

7,305.17

8,254.97

i) Closing debtors for sale
of energy
(% in crore)

6,283.03

7,173.67

7,305.17

8,254.97

ii) Any write-off

0

0

0

0

Adjusted closing debtors-
(% in crore) (i+ ii)

6,283.03

7,173.67

7,305.17

8,254.97

Collection efficiency
(amounts collected during
the year against total dues)
( per cent) (G+H-J)/F

92.27

86.42

90.92

92.15

Average National
Collection Efficiency

93.39

92.80

92.40

97.25

Units realised (units against
which energy charges were
realised) (million units)
(E*K) (% of E)

8,560.40 (92)

8,049.92 (86)

7,194.87 (91)

8,310.26 (92)

Units unrealised (units
against which energy
charges were not realised)
(million units) (D-M)

3,443.75

4,051.50

5,043.93

4,127.07

31
32
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Loss of energy during its transmission at levels above 33 KV.
Revenue grant booked (Grants given by the Government to finance the revenue deficit and
accounted for as income in the books of Accounts) - 2018-19: X 1,250 crore, 2019-20: T 600

crore, 2020-21: Nil.

Subsidy booked (Energy charges given by the Government, on behalf of consumers, as
subsidy, and accounted for as receipts in the books of Accounts)- 2018-19: Nil, 2019-20:
%1,329.04 crore, 2020-21: ¥ 1,356.16 crore.
Revenue grant received (Grants received during the year) - 2018-19: ¥ 1,250 crore, 2019-20:

% 600 crore, 2020-21: Nil.

Subsidy received (Amount of Subsidy received during the year) - 2018-19: Nil, 2019-20:
% 1,350 crore, 2020-21: % 1,000 crore.
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Table 2.1: Financial performance of the Company

(R in crore)

Computation of Aggregate Technical & Commercial Losses (AT&C)

Particulars

2018-19

2019-20

2020-21

2021-22

O | Aggregate Technical &

Commercial Loss (AT&C3®
Loss) (per cent) (N/D*100)

28.69

33.48

41.21

33.18

o~}

Average National AT&C
Loss

21.64

20.73

22.32

16.42

Target of AT&C loss

15

15

15

15

Excess AT&C loss (0-Q)

13.69

18.48

26.21

18.18

Zi-lle)

Excess unrealised (excess
units over and above the
target which have not been
billed) (million units)
{(N*(R/O) }

1,643.25 2,236.31 3,207.99 2,261.31

Energy purchased

(X in crore) 5,615.09

6,205.99 5,954.74 6,430.83

Cost of energy
purchased per KWH
®) (T/B)*10

4.37 4.88 4.48 4.68

Loss due to excess

AT&C loss 718.10 1,091.32 1,437.18 1,058.29

(% in crore) (S*U)/10

(Source: compiled from data furnished by the Company)

It can be seen from Table 2.1 that:

The percentage of units sold, in comparison to the net input energy,
decreased from 77 per cent in FY 2018-19, to 73 per cent in FY 2021-22,
which indicated increase in the distribution loss®’ of energy, as not all of the
input energy could be billed.

The Company could not achieve the yearly target of AT&C loss of
15 per cent fixed by the Ministry of Power (MoP), Gol. The AT&C loss
(28.69 per cent to 41.21 per cent) was more than the National Average
AT&C loss (16.42 per cent to 22.32 per cent), during FYs 2018-19 to
2021-22. On account of excess AT&C losses, the Company suffered losses
of ¥ 4,304.89 crore, during FYs 2018-19 to 2021-22.

The collection efficiency of the Company (86.42 per cent to 92.27 per cent)
was less than the National Average collection efficiency (92.40 per cent to
97.25 per cent), during FYs 2018-19 to 2021-22. Audit further observed that
the overall collection efficiency, excluding subsidy>®, had decreased from
53 per cent in FY 2018-19, to 38 per cent in FY 2021-22. However, it was
very low (it decreased from 15 per cent in FY 2018-19, to nine per cent in
FY 2021-22) in case of rural domestic consumers. In terms of the number
of bills, the Company could collect energy charges against only 21 to
25 per cent of the bills raised during FYs 2018-19 to 2021-22, while, in the

36

37

38

AT&C loss is a combination of ‘technical loss’ (energy loss + theft + inefficiency in billing)
and ‘commercial loss’ (default in payment + inefficiency in collection).

‘Distribution loss’ is loss of energy at voltage levels of 33 KV and below, whereas
‘Transmission loss’ is loss of energy above voltage levels of 33 KV.

Percentage of collection of total dues, excluding subsidy, as the subsidy was provided
directly to the Company, by Gol.
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case of rural domestic consumers, it was only nine to 11 per cent
(Appendix-1X).

e (ollection of revenue, excluding subsidy, against the tariffs applicable to
various categories of consumers, during 2018-19 to 2021-22, is shown in
Chart 2.2.

Chart 2.2: Category-wise collection against consumers (percentage)
during 2018-19 to 2021-22

60.00

50.00

40.00

30.00

(in per cent)

20.00

10.00

0.00

S
=N
)
<
w D
A
< A =
% ® ; - = :
= R Q S
A wn
(o\}
o®©
N
e~
-
S
3833
s = w
Agriculture Domestic Commercial
H2018-19 ®2019-20 =2020-21 = 2021-22

54.58

49.21

® a
n g
8
)

Industrial

(Source: compiled from data furnished by the Company)

From the above, it can be seen that during 2018-19 to 2021-22, collection of

revenue (percentage), against total assessment, from:

agriculture consumers (IAS-1 and IAS-2) ranged between 5.89 per

cent and 9.40 per cent;

domestic (rural and urban) consumers (DS-1A, DS-1B, DS-2 and
DS-3) ranged between 17.48 per cent and 29.44 per cent;

commercial consumers (NDS-1, NDS-2 and NDS-3) ranged

between 29.09 per cent and 48.90 per cent; and

industrial consumers (LTIS, LTIS-D and HT) ranged between

49.21 per cent and 56.58 per cent.

Thus, instead of improving realisation from the consumers, the Company was
mainly dependent on subsidy from GoJ, which is evident from the fact that only
23 per cent of the bills issued during FYs 2018-19 to 2021-22 were realised
from consumers. This also led to increase in outstanding dues, from
%6,283.03 crore in FY 2018-19, to X 8,254.97 crore in FY 2021-22 (Table 2.1).

In reply, the Department stated (May 2023) that the Company had been able to
achieve a consistent collection efficiency of nearly 90 per cent, despite the fact
that the population of Jharkhand was mainly from the economically weaker
section. However, the key reasons for less collection efficiency in rural areas
were, very limited sources of income, unwillingness of consumers to pay,

36




Chapter-I1: Subject Specific Compliance Audits

consumers being located in remote and scattered places and non-acquaintance
of the consumers with digital modes of payment.

Regarding reducing the AT&C loss and improving collection efficiency, the
Department stated that installation of pre-paid meters was under progress;
revenue camps and Urja Melas were being organised at the field level, for
revenue collection and handling grievances; awareness was being spread among
consumers, regarding payment of electricity bills; actions like imposing fines
and initiating proceedings for non-payment, disconnection and reconnection of
lines, were being taken in regard to loss making feeders; and various digital
modes of payments, including e-wallet, were being developed. As a result, the
Company had improved its collection efficiency during October 2022 to March
2023. It further stated that the Company had achieved 100 per cent metering to
all domestic consumers, increased the billing coverage and had removed
duplicate consumers.

The reply was, however, silent regarding collection efficiency excluding
subsidy. Further, the Company had raised bills against only 35,63,910
consumers, out of 51,02,349 effective consumers, in March 2022, which was
the main reason behind the AT&C losses.

2.2.8 Finalisation of Tariff

As per Section 62 (4) of the Electricity Act, 2003, tariff rates are to be amended
at least once in any financial year, for which application for determination of
tariff is to be filed, by the licensee, with the concerned Electricity Regulatory
Commission. The State Government constituted (August 2002) the Jharkhand
State Electricity Regulatory Commission (JSERC), under Section 17 of the
Electricity Regulatory Commissions Act, 1998, which became operational from
April 2003.

2.2.8.1 Filing of tariff petitions

As per JSERC (Terms and Condition for Determination of Distribution Tariff)
Regulations, the Tariff Petition should be filed by 30 November of the previous
financial year of the financial year for which tariff is to be approved and
approval should be granted within 120 days of acceptance of the filing of tariff
petition by JSERC, i.e. by 31 March.

Year-wise details of the tariff petitions filed by the Company, tariff petitions
approved by the JSERC and the effective dates for implementation of the
approved tariff are shown in Table 2.2.

Table 2.2: Details of the tariff petition filed, approved and their effective
dates of implementation (as of 31 December 2022)

Tariff for Scheduled | Actual date Date of Scheduled date on Actual
the period | date of filing | of filing approval by | which tariff should | effective
JSERC have been effective date
2018-19 30.11.2017 | 28.11.2017 27.4.2018 1.4.2018 01.5.2018
2019-20 30.11.2018 | 28.11.2018 28.2.2019 1.4.2019 01.4.2019
2020-21 30.11.2019 | 30.11.2019 1.10.2020 1.4.2020 01.10.2020
2021-22 30.11.2020 | 30.11.2020 | Not approved 1.4.2021 -

(Source: compiled from records of the JBVNL, tariff orders and regulations)
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It can be seen from Table 2.2 that there were delays in the approval of tariffs,
ranging from one to six months. The tariff order for the year 2021-22 could not
be approved by the JSERC, as of November 2022, even after 24 months from
the date of filing, mainly due to non-appointment of a Chairman, since June
2020 to September 2022, and Member of JSERC, since January 2021 till June
2022, by GolJ. Further analysis of the Tariff orders and petitions revealed that:

e The Company had submitted (December 2019) its petition for true-up*® of
the tariff order for the financial year 2018-19, proposing a total revenue
requirement of I 6,191.80 crore. However, JSERC disallowed
(October 2020) X 339.14 crore, on account of excess Intra-State
Transmission Charges*’ (Z 8.07 crore), interest on Working Capital Loan
(R 11.33 crore) and excess distribution loss (X 319.74 crore), as the Company
had not been able to meet the targets given by the JSERC, in its tariff order
for FY 2018-19.

e The Company could not generate additional revenue of X 514.08 crore
through sale of 10,414.60 MUs of electricity, as projected in the Annual
Revenue Requirement41 (ARR) for the FY 2021-22, as the tariff order, for
the financial year 2021-22, could not be finalised.

While accepting the audit observation, the Department stated (May 2023) that
the Chairman and Members of JSERC had been appointed (May 2022) and
JSERC had started working since 10 June 2022. It was further stated that
petitions for true-up of tariff orders of FYs 2020-21 and 2021-22, ARR for
FY 2022-23 and tariff petition for FY 2023-24 had been submitted
(November 2022) to JSERC.

The reply is factually incorrect, as JSERC itself had intimated (November 2022)
Audit that the Chairman had joined JSERC in September 2022. Moreover, the
fact remains that the Tariff orders for FY 2021-22 was yet to be finalised.
Further, the reply was silent on the non-achievement of targets fixed by JSERC,
in its tariff order for FY 2018-19, which had ultimately resulted in disallowance
of excess Intra-State Transmission charges, interest on Working Capital Loan
and excess distribution losses, by JSERC.

2.2.8.2 Non-compliance of JSERC directives

e JSERC, in the tariff order effective from 1 August 2011, directed that no
new unmetered electric connections were to be provided. The tariff for
unmetered connections was to be applicable only for the existing unmetered
connections, until they were metered.

Audit noticed that the Company had set a target to eliminate unmetered
connections, through metering, by December 2018, but had not been able to
meet its target. JSERC provided a final opportunity to the Company, to
complete metering by December 2020. However, the Company failed to
achieve complete metering, even within the extended period. Audit further

3 Tariff order for a Financial Year (FY) is issued based on the estimated figures.

Subsequently, ‘true-up’ of estimated revenue or expenditure is done, based on the actual
figures of that FY, and changes, if any, are considered in the current tariff order.

Charges for transmission of electricity, within the territory of a State, levied by the State
Transmission Utility.

Requirement of revenue, to meet the operating costs during a year.

40
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noticed that 2,44,825 bills had been issued against unmetered connections,
in March 2022. Audit could not ascertain the total number of unmetered
connections provided after 2011, as the dates of connection, for all
connections, were not available in the database.

Case Study: 3

In ESSD, Basukinath, Dumka, 12,318 unmetered connections were
provided after August 2011, despite JSERC directions that no new
unmetered connections were to be provided.

While accepting the audit observation, the Department stated (May 2023)
that the main reasons behind non-conversion of unmetered consumers, into
metered consumers, were mainly, the poor financial health of the DISCOM,
difficulty in tracing the premises of unmetered consumers and remote and
scattered locations of rural consumers. It further stated that the Company
had filed (December 2020) a petition with JSERC, seeking to allow
unmetered tariff, till 100 per cent metering was achieved. The hearing was
pending, as JSERC had been non-functional till August 2022. Meanwhile,
the Company had stepped up metering work under Annual Development
Plan and submitted (January 2023) the status of metering of unmetered
connections, to JSERC. JSERC had passed (January 2023) its final order on
the said petition, observing that the metering work had been completed by
the Company.

e As per clause 8.2.16 of the JSERC (Electricity Supply Code) Regulations,
2015, the Distribution Licensee shall pay interest annually on the
consumer’s security deposit. JSERC also directed (October 2020) the
Company to ensure payment of interest on security deposits, to all
consumers.

Audit observed that, though the Company had made a provision of X 471.29
crore, for interest payment, in its Annual Financial Statement for the year
2020-21, it was not paying/ adjusting interest on security deposits to LT
consumers*?, as the amounts of security deposit were not being updated in
its billing database. Provision for payment of interest annually had also not
been mapped in its billing software (as of March 2022).

The Department accepted the audit observation and stated (May 2023) that
the Company had paid (February and March 2023) interest of X 20 crore to
6.80 lakh LT consumers for the FY 2021-22.

The fact, however, remains that the Company had not made this provision
universal for all LT consumers, through necessary entry in the billing
software.

e JSERC issued (June 2017) the Tariff Order for 2016-17, with directions to
conduct division-wise Energy Audit and prepare Circle-wise Transmission
& Distribution (T&D) Loss Reduction Plan. The Plan, along with progress,
was to be submitted to JSERC, within six months. JSERC also directed the
Company to submit a sample energy audit report, of transformers having

42 Consumers, who are supplied electricity, at low or medium voltage (not exceeding 250 volts
between phase and neutral or 440 volts between any two phases).
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different consumer mix, for reducing losses, along with the action taken, if
any, within six months.

Audit noticed that the Company did not conduct the division-wise Energy
Audit, to prepare the Circle-wise T&D Loss Reduction Plan. It also did not
submit the sample energy audit report of said transformers, as of
November 2022.

The Department accepted the facts and stated (May 2023) that an agency
had been engaged (January 2019) for technical study on voltage-wise costs
of supply (VCoS) and circle-wise T&D loss reduction. The Report on VCoS
had been submitted to JSERC, with the circle-wise loss reduction plan.
However, JSERC had not accepted the Report, on the ground that selection
of sample feeders was not appropriate and data from meters was incomplete.
A revised report, with compliance of JSERC, was yet to be submitted, as the
said energy audit was in progress.

Recommendation No. 1: Government may ensure that the posts of Chairman
and Members of JSERC are not left vacant, in order to ensure timely
[finalisation of the tariff.

Recommendation No. 2: The Company may ensure that: (i) Energy Audits
are conducted (ii) Circle-wise T&D Loss Reduction Plans are prepared and
(iii) responsibility is fixed against the concerned officials for not achieving
complete metering.

| 2.29 Billing of energy

2.2.9.1 Irregularity in appointments of Urja Mitras

A Request for Proposal (RFP) was approved (August 2020), by the Standard
Bidding Document (SBD) Committee, for hiring a Service Agency, for
‘Engaging and Managing Urja Mitra for operationalisation of Android based
smart mobile (with printer) photo spot energy billing system’. Five NITs, for
different Electric Supply Areas (ESAs), were floated (between July 2020 and
January 2021) by the Company. As per the terms and conditions of the NITs,
the bidder had to upload all documents with digital signatures and also had to
provide work orders and work performance certificates, issued by the client
organisations of the previous works executed. The minimum technical
requirements for the bidders were as below:

(i)  The bidders should have not been terminated or suspended from any
work contract with a Government Department and their performance
guarantee/ security should have not been forfeited. Non-disclosure of
these facts would make the bidders liable for disqualification from the
bidding process.

(ii) The bidders should have experience of preparing electrical energy bills
for any one State Electricity Board (SEB)/ State Power Distribution
utility (SPDU)/ Distribution Company (DISCOM) in India, for at least
five lakh consumers per month, for any two consecutive years, in the
past seven years, as on the date of opening of the bid.

(iii) The bidders should have experience of deployment of at least 400
personnel, in preparation of electrical energy bills, for any SEB/ SPDU/
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DISCOM in India, for any two years, in the past seven years, as on the
date of opening of the bid.

(iv) The bidders should have the experience of having successfully
completed the work of preparation of bills, for any one SEB/ SPDU/
DISCOM in India, during the last seven years. The bidders should have
completed three similar works, costing not less than % 10 crore each, or
two works, costing not less than X 15 crore each, or one work, costing
not less than X 20 crore, as of May 2020.

Test-check of three** NITs revealed the following:

e In the NIT for ESA, Dumka, the successful bidder (M/s Vaibhu Infra Tech
India Private Limited) had not submitted digitally signed documents.
Further, the bidder had not submitted any certificate regarding completion
of any work costing at least ¥ 10 crore. However, the Tender Evaluation
Committee (TEC) had declared the bidder as having been technically
qualified, by adding multiple work orders, costing below X 10 crore.

e In the NIT for ESAs, Dhanbad and Giridih, the successful bidder
(M/s EMDEE Digitronics Pvt. Limited) had not submitted completion
certificate, issued by the client, for a similar work. It had, instead, submitted
a report of two executed works, costing more than X 15 crore each, which
had been certified by a Chartered Accountant. TEC accepted this document,
even though it had not been issued by the client, to declare the bidder as
technically qualified.

e In the NIT for ESA, Hazaribagh and Medininagar, the successful bidder
(M/s Sai Computers Limited) had submitted (September 2020) an affidavit,
regarding non-termination of the contract and not being debarred from any
tender. However, Audit noticed that the Madhya Pradesh Poorv Kshetra
Vidyut Vitran Company Limited had terminated (March 2017) the contract
of the same bidder and forfeited the earnest money as well. Besides, the
bidder had also been debarred (June 2017) from participating in future
tenders. Thus, the successful bidder had submitted a false affidavit. Further,
the value of executed works, beyond the stipulated date of May 2020, was
also considered by the TEC, for declaring the bidder as technically qualified.

Thus, the TEC had declared ineligible bidders to be technically qualified, on the
basis of false affidavits and inadmissible documents and, ultimately, the works
had been awarded to them, leading to undue favour to ineligible bidders.

In case of ESAs, Dumka, Dhanbad and Giridih, the Department stated
(May 2023) that the bidders were asked for requisite certificates, as per the
terms and conditions of the tender, as per which, a certificate issued by a CA,
was acceptable.

In case of ESAs, Hazaribagh and Medininagar, it was stated that the agency had
submitted an undertaking regarding no blacklisting or debar, on judicial stamp
paper, which had been considered by TEC. However, the Department
acknowledged the submission of false affidavit, as raised by Audit, and assured
that further examination and necessary action would be taken in this regard.

43 The first for ESA, Dumka; the second for ESAs, Dhanbad and Giridih combined; and the
third for ESAs, Hazaribag and Medininagar combined.
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Regarding the value of work executed, it was stated that work executed after
May 2020 had not been considered for qualification.

The reply regarding ESAs, Dumka, Dhanbad and Giridih, is not convincing, as
the terms and condition of NIT clearly mentioned that the performance
certificate should have been duly signed by an officer not below the rank of
Electrical Superintending Engineer (ESE)/Deputy General Manager, failing
which the firm was not to be considered as being eligible for meeting the
qualifying requirements. However, during the technical evaluation of bids, the
Technical Evaluation Committee (TEC) had asked for the CA certified
documents from the bidders, beyond the conditions of the NIT, for further
evaluation of the tenders and, accordingly, the bidders had been declared as
having technically qualified. As such, TEC had not adhered to the NIT
condition, in the technical evaluation of bids.

The reply regarding ESAs, Hazaribag and Medininagar, is also not convincing,
as the TEC had accepted the certificate of one work, issued by ESAs, Hazaribag
and Giridih, where the value of executed work was up to July 2020, whereas,
for another work, the certificate issued (August 2020) by WESCO Utility,
Orissa, included the work value up to March 2021.

2.2.9.2 Non-imposition of penalty on billing agencies for delayed billing

Works for billing were awarded (between April 2017 and June 2017) to
different agencies, for four ESAs (ESA at Dhanbad, Dumka, Giridih and
Ranchi). The work orders (clause 4.6.6) stipulated that non-delivery of the
energy bill, to a consumer, for two consecutive months, would attract penalty
of ¥ 200 per incident as non-performance activity. The Nodal Officers of
respective ESDs were to impose the penalty.

As per the scope of work, meter readings were to be taken through android based
smart phones and bills were to be generated on the spot, for delivery to the
consumers. Audit scrutiny of the billing data, of the 12 test-checked ESDs,
revealed that 25.06 lakh** bills had been generated after delays of more than two
months, during April 2018 to August 2021. However, the Nodal Officers of the
respective ESDs had not imposed penalty of X 50.12 crore, on the defaulting
agencies.

In reply, the Department stated (May 2023) stated that, due to network problems
in remote and rural areas, meter readers generally took meter readings manually
and generated bills in bulk, in nearby areas, where network was available. The
meter readers had a tendency to dump the bills, or not to provide the bills to the
consumers, after generation. It was further stated that there was a clause in the
work order regarding penalties for non-generation of bills, which was
automatically linked with the delivery of bills. There was a clause (4.6.1.2) in
the work order, regarding deduction of 10 per cent of the financial quote, per
consumer, from the monthly bill, if the billing done was less than 90 and
80 per cent of designated consumers, in urban and rural areas, respectively. The
penalty was to be levied, in case the billing agency had generated the bills, but
failed to deliver it to the consumers, consecutively for two months.

4 Dumka: 3.59 lakh, Giridih North: 3.46 lakh, Giridih South: 4.65 lakh, Godda: 2.60 lakh,
Govindpur: 1.24 lakh, Gumla: 3.21 lakh, Jamtara: 0.78 lakh, Kujju: 0.62 lakh, Madhupur:
1.10 lakh, Nirsa: 1.01 lakh, Ramgarh: 0.75 lakh and Simdega: 2.05 lakh.
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The reply was not acceptable, as both clauses were separate from each other.
Clause 4.6.1.2 was regarding short billing, whereas clause 4.6.6 was regarding
non-delivery of bills to consumers for two consecutive months. As such, both
clauses were applicable at the same time. Audit has raised only one issue i.e.
non-delivery of bills to consumers, linking it with the non-generation of bills,
only to show that generation of bills was a precondition to ensure delivery of
bills to consumers. Moreover, delivery of bills, to consumers in remote and rural
areas, where the network was weak, was essential for ensuring payment of
energy charges.

2.2.9.3 Delay in billing, resulting in creation of liability

As per clause X, of the terms and condition of supply, of the JSERC Tariff
Order, 2020, effective from October 2020, in case the bill was not received by
the consumers for two continuous billing cycles, a rebate, at the rate of
one per cent per month, on the bill amount, for delays beyond two months or
part thereof, would be applicable to consumers, subject to a ceiling of
three per cent. The Utility would not be eligible to claim such rebate as a part
of its Aggregate Revenue Requirement (ARR) and it would be treated as
compensation to consumers, out of the Return on Equity (RoE) of the Licensee.

Audit scrutiny of billing details, in the 12 test-checked ESDs, revealed that
63.34 lakh bills** had been issued with delays beyond two months (i.e., these
bills had been issued with a billing cycle of more than two months, during
October 2020 to March 2022). However, the ESDs had not provided rebate to
the concerned consumers, in these bills, as provision for this had not been
mapped in the billing software. This had led to benefits of ¥ 15.16 crore*® not
being passed on to consumers, on account of compensation.

The Department accepted the fact and stated (May 2023) that the Tariff order
for 2020 was effective from October 2020 and due to impact of widespread
COVID -19 pandemic, billing of consumers at regular interval became a huge
challenge which resulted in irregular consumer billing. It was further stated that
the billing system being in transition phase, affected timely billing. However,
the Company assured that the directions issued by JSERC would be adhered to
and that Clause X will be implemented, once the billing system stabilises.

2.2.9.4 Delay in issue of bills to HT consumers*’

As per the JSERC (Electricity Supply Code) Regulations, 2015, the Distribution
Licensee shall ensure distribution of bills within five days of the date of issuance
of bill. As per the Tariff orders of JSERC, the due date for making payment of
energy bills is 21 days from the date of issue of bill.

4 Dumka: 48,82,683, Giridih North: 2,54,914, Giridih South: 2,76,879, Gumla: 2,34,112,
Govindpur: 53,282, Jamtara: 1,16,587, Kujju: 39,272, Madhupur: 39,226, Godda: 1,89,715,
Nirsa: 50,345, Ramgarh: 44,555 and Simdega: 1,52,256.

4 Dumka: T 1.31 crore, Giridih North: ¥ 1.22 crore, Giridih South: ¥ 1.93 crore, Godda: % 1.35

crore, Govindpur: X 0.56 crore, Gumla: ¥ 2.10 crore, Jamtara: X 1.04 crore, Kujju: X 2.54

crore, Madhupur: % 0.27 crore, Nirsa: X 0.19 crore, Ramgarh: % 1.79 crore and Simdega:

% 0.86 crore.

Consumers, who are supplied electricity, at voltage levels between 650 Volts and 33,000

Volts.
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Audit scrutiny of 12,702 bills*® of HT consumers, in six test-checked ESCs
revealed that there were gaps, ranging from one to 22 days, in meter readings
and issue of bills. Delay in the issue of bills had also resulted in extension of the
due date for payment. However, the Company had adopted spot billing for LT
consumers, i.e. meter reading and issue of bills on the same day. Gaps in the
issue of bill, from the date of meter reading and, consequently, payment within
the extended due date, in case of HT consumers, had resulted in avoidable loss
of interest, amounting to ¥ 1.50 crore®, against bills of ¥ 2,692.07 crore,
calculated at the SB1 base rate of 7.3 to 9.05 per cent. It was noted, in this regard,
that collection from HT consumers comprised 38 per cent of the total collection,
during 2020-21.

The Department stated (May 2023) that some meters of HT consumers were
equipped with the automatic meter reading (AMR) system, while manual
readings were being done in the remaining cases. In case of manual readings,
the billing parameters were being punched in the software system and energy
bills were being generated through the centralized computerised billing system.
Since December 2022, the due date for majority of the HT bills had been the
24 of every month.

The reply is not convincing, as the Company was yet to adopt spot billing, to
avoid delays in punching of manual readings in the software system.

2.2.9.5 Non-billing of effective consumers

As per the JSERC (Electricity Supply Code) Regulations 2015, the periodicity
of issue of bills was to be not more than two months, in regard to meter reading-
based billing of domestic, commercial, agricultural and other category of
services. However, as per the work orders (April 2017) issued to the billing
agencies, billing of all consumers was to be done on a monthly basis.

Audit noticed that:

e Against the requirement of 4.07 crore, 4.81 crore, 5.35 crore and 5.76 crore
bills, to be issued to effective consumers, on a monthly basis, during FY's
2018-19, 2019-20, 2020-21 and 2021-22, respectively, only 3.45 crore
(85 per cent), 3.67 crore (76 per cent), 3.26 crore (61 per cent) and
4.16 crore (72 per cent) bills, had been issued.

e In the test-checked ESDs, the billing of 34,168 consumers® had not
commenced, for periods from three months, to 149 months, as of March
2022, after entering basic data in the billing software, mainly due to reasons
such as the concerned consumers remaining untraceable and the same
consumer ID being allotted to more than one consumer. Further,
28,605 consumers®' had not been billed, for periods ranging from three
months to 82 months, after issue of the previous bills.

4 Deoghar: 806, Dhanbad: 7,590, Dumka: 1,240, Giridih: 893, Gumla: 281 and Ramgarh:
1,892.

4 Deoghar: ¥ 11.18 lakh, Dhanbad:  85.58 lakh, Dumka: % 11.47 lakh, Giridih: ¥ 4.67 lakh,
Gumla: X 1.97 lakh and Ramgarh: % 35.53 lakh, calculated at the SBI base rate.

30 Dumka: 11,869, Govindpur: 4,722, Jamtara: 8,018, Kujju: 6,992, Nirsa: 897 and Ramgarh:
1,670.

31 Dumka: 8,426, Jamtara: 3,850, Kujju: 9,960, Nirsa: 4,081 and Ramgarh: 2,288.
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Thus, the Company did not ensure monthly issue of bills to all consumers, which
decreased from 85 per cent in 2018-19, to 72 per cent in 2021-22.

The Department stated (May 2023) that the field offices had been directed to
verify the data.

2.2.9.6 Reduction in Fixed/Demand charges, on account of cut-off*? hours
of supply of power

As per Clause XI of ‘other terms and conditions’ of the JSERC Tariff Order:
2020-21, effective from October 2020, recovery of complete Fixed/ Demand
Charges, from consumers, was to be in proportion to the hours of supply,
recorded in the meters installed in the consumer's premises. The cut-off hours,
for complete recovery of Fixed/ Demand Charges, were 23 and 21 hours per
day, for HT and LT Consumers, respectively. Further, any reduction in the
recovery of Fixed/ Demand Charges, on account of less supply (as compared to
the stipulated hours of supply), could not be claimed as a part of the ARR and
had to be considered as compensation to the consumer, by the licensee.

Audit scrutiny of billing details, in six test-checked ESCs, revealed that 10,582
bills, had been issued to 649 HT Consumers’’, from October 2020 to
March 2022. Of these, in 7,443 bills (70 per cent), the average hours of power
supply were less than 23 hours/day, ranging between two and 712 hours per
month. As a result, the Company could not bill demand charge of % 7.76 crore>,
at the full rate of T 350/ KVA/ month, from HT consumers. However, this
benefit was not passed on to the LT consumers, as the hours of supply were not
being entered in the related billing software, though this could be ascertained
from the feeder meters installed at Power Sub-stations (PSSs)*® or from

Distribution Transformers>® (DTRs).

While accepting the audit observation, the Department stated (May 2023) that,
while there was a system of the recording hours of supply, in the meters of all
HT consumers, such a system was not available in the meters of LT consumers.
Further, due to lack of feeder-wise consumer tagging of LT consumers, the said
benefits could not be passed on to them. However, feeder tagging was under
process, and once it was completed, the Company would pass on this benefit to
LT consumers also.

2.2.9.7 Irregular allowance of voltage rebate

As per the JSERC Supply Code, 2015, the voltage at which electricity is
supplied, shall be based on the contract demand®’ (CD) of the consumer’®.

Minimum hours of supply.

33 Deoghar: 97, Dhanbad: 299, Dumka: 67, Giridih: 65, Gumla: 28 and Ramgarh: 93.

3% Deoghar: X 0.38 crore, Dhanbad: % 3.31 crore, Dumka: % 0.27 crore, Giridih: X 0.89 crore
Gumla: % 0.29 crore and Ramgarh: ¥ 2.62 crore.

‘Power Sub-Station’ is the part of a power system where high voltage electricity (33 KV) is
stepped down to 11 KV, through transformers, for supply to LT consumers.

Distribution Transformers step down the voltage, from 11 KV to 220 volt, for domestic supply.
‘Contract demand’ is the amount of electric power that a customer demands from the power
utility, in a specified interval of time.

8 For consumers having CD of 100 to 1,500 KVA, electricity was to be supplied at 6.6/11/22
KV; for consumers having CD of 1,501 to 10,000 KVA, electricity was to be supplied at
22/33 KV; for consumers having CD of 10,001 to 20,000 KVA, electricity was to be
supplied at 33 KV and for consumers having CD exceeding 20,000 KVA, electricity was to
be supplied at 66/110/132/220 KV. If the above provisions were relaxed for any consumer,
then the applicable voltage rebate, for supply at higher voltage, was not allowed.
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Further, as per the tariff orders of 2018-19, 2019-20 and 2020-21, voltage rebate
of three, two and three per cent’®, respectively, was applicable on the demand
and energy charges®, on monthly basis, for power supply at 33 KV. However,
consumers with arrears of energy charges were not eligible for the said rebate.

Audit noticed that 19 HT consumers, in six test-checked ESCs, having CD
below 1,500 Kilo Volt Ampere (KVA), were eligible for power supply at
6.6/11/22 KV, but had been irregularly supplied power at 33 KV, and
accordingly, allowed voltage rebate of X 2.28 crore (Appendix-X). However,
only consumers with higher CD, who had paid higher demand charge, were
eligible for supply of power at 33 KV.

Case Study: 4

There was an arrear of X 6.23 crore, in the bill of May 2019, against an HT
consumer, bearing consumer number GDHT1 (T). The DGM, ESC, Deoghar,
had kept (June 2019) the arrear in abeyance, in subsequent bills, as of March
2022, without taking any formal decision, or recording any justification, in
this regard. Meanwhile, voltage rebate of X 39.73 lakh was provided to the
consumer, for the period from May 2019 to March 2022.

The Department stated (May 2023) that the amount of voltage rebate allowed
would be charged in the next energy bills of the consumers, i.e. it would be
recovered in respect of ESCs, Giridih and Gumla. In respect of ESCs, Deoghar
and Dhanbad, no reply was furnished. In respect of ESCs, Ramgarh and Dumka,
it was stated that load-wise voltage criteria, for getting electric connection, had
first been defined in the Electricity Supply Code 2015, applicable from 6
December 2015, and that these connections pertained to the period prior to the
applicability of the Electricity Supply Code, 2015.

The reply regarding ESCs, Ramgarh and Dumka, is not convincing, as the
provisions of the Electricity Supply Code, 2015, should have been imposed on
all existing connections, even if they had been given prior to its effective date,
as was done in the cases of ESCs, Giridih and Gumla. Moreover, in ESC,
Deoghar, a consumer (GDHTI1 (T)) had a connection (3 March 2019) for
availing power at 132 KV, with CD 2000 KVA, though he was entitled to avail
power at 33 KV, as per the Supply Code of 2015. Later on, the Company
reduced the voltage rebate rate, applicable for 33 KV of this consumer, instead
of 132 KV, with the permission (16 December 2020) of JSERC.

2.2.9.8 Delay in replacement of defective meters

As per the JSERC (Electricity Supply Code) Regulations, 2015, if a meter was
defective or burnt or stuck and had stopped recording, the consumer was to be
billed on the basis of the average consumption of the immediate last three
months, preceding the month in which meter was last read (including that
month) subject to a maximum period of three months. In case the meter was
found to be defective, the Company was to inform the consumer and also ask

% Rebate of three, two and three per cent, in energy and demand charges, was allowed, if

power was availed at 33 KV and above.

‘Energy charge’ is levied on the total units consumed during the month and ‘demand charge’
is levied on the maximum demand availed, or 75 per cent of the contract demand, whichever
is higher, based on the rates approved by the JSERC.
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the said consumer to replace the meter within seven days, after which the
Company was empowered to install a new meter.

Audit scrutiny of records, in five test-checked ESCs, revealed that meters of 25
HT consumers®, had been found defective, between September 2013 and
September 2021. Meters of 13 consumers®?, out of these 25 consumers, had been
replaced, between October 2018 and November 2020, after delays ranging from
one month to 70 months, beyond three months. Defective meters of the
remaining 12 consumers®® had not been replaced, even after a lapse of four to
70 months beyond three months (as of June 2022).

Further, scrutiny of the energy bills of 12 out of 13 consumers, whose meters
had been replaced with delays, revealed that the average consumption, as per
replaced meters, was higher by 10 to 80 per cent, as compared to the average
consumption for which energy bills had been issued, during the period when the
meters were defective. As calculated by Audit, the short energy charges worked
out to X 6.40 crore (Appendix-XI), being the difference between the average
consumption during the period in which the meters were defective and the
average consumption, as per the replaced meters, for the period from December
2013 to June 2020. Further, due to delays in the replacement of defective
meters, chances of increase in the consumption of energy, by the HT consumers,
could not be ruled out.

While accepting the audit observation, the Department stated (May 2023) that
the defective meters could not be replaced in time, due to non-availability of the
HT meters/metering units. The remaining 12 defective meters have also been
replaced now.

The reply is not convincing, as 229 to 451 HT meters, 23 to 39 metering units
of 33 KV and 27 to 66 metering units of 11 KV, were available with the Central
Stores of Dhanbad, Dumka, Giridih and Ramgarh, at the end of FYs 2016-17 to
2021-22. These could have been used to replace the defective meters. Moreover,
the reply was silent on the reasons behind the high consumption during the
metering period.

2.2.9.9 Inadmissible power factor rebate to consumers

As per the tariff order for 2016-17 (applicable till April 2018), in case the
monthly average power factor®, as maintained by the consumer, was more than
90 per cent, a rebate of one per cent, and, if the power factor is more than 95
per cent, a rebate of two per cent, on the demand and energy charges, was
applicable to consumers. Further, power factor rebate® was not to be allowed
to consumers with arrears.

6 Dhanbad: 14, Dumka: 5, Giridih: 1, Gumla: 4 and Ramgarh: 1.

2 Dhanbad: 5, Dumka: 3, Giridih: 1, Gumla: 3 and Ramgarh: 1.

6 Dhanbad: 9, Dumka: 2 and Gumla: 1.

4 “Power Factor’ (PF) is the ratio of working/real power consumed, measured in kilowatts
(kW), to the apparent power (power used to run machinery and equipment during a certain
period), measured in kilovolt amperes (kVA).

Rebate, as prescribed by the JSERC in Energy and Demand charges given to the consumers,
if the Power Factor is maintained up to 90 per cent, by the consumers.
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Audit noticed that 59 HT consumers®, in four of the test-checked ESCs, had
been allowed power factor rebate of ¥ 59.87 lakh®, for the period from July
2017 to May 2018, even though they had arrears.

The Department accepted (May 2023) the fact and stated that recovery of rebate
had been done from the respective consumers in ESC, Gumla, whereas it was
under process in three ESCs (Deoghar, Dumka and Ramgarh).

2.2.9.10  Non-levy of Electricity Duty

As per the gazette notification of the Commercial Taxes Department, GolJ,
issued in September 2018, electricity duty®® (ED) was to be billed and collected
from consumers, from October 2018 onwards, at the rates prescribed from time
to time, and deposited into the Government account. ED was not to be levied
on Central Government departments.

Audit noticed that ED of %1.02 crore® had not been levied on 37 HT
consumers’’, in the six test-checked ESCs, though they were not Central
Government departments. Further, the type of these consumers had been entered
as ‘State Government’, ‘private’ and ‘others’ in the database, but non-levy of
ED on these consumers indicated that this provision had not been mapped in the
billing software.

While accepting the audit observation, the Department stated (May 2023) that
ESC, Gumla, had charged and realised the ED, while ESC, Dhanbad, had
worked out the recoverable ED and it would be charged in the coming months.
In three ESCs (Ramgarh, Dumka and Deoghar), cases were being verified. In
ESC, Giridih, the consumers were Central Government offices.

The reply regarding ESC, Giridih, is not factual, as all the four consumers were
State Government offices and not Central Government offices.

2.2.9.11 Non-levy of charges against Transmission and Distribution Losses

A temporary electric connection, to a HT consumer (GDHT1 (T)) had been
provided in March 2019. As per the load sanction letter (January 2019), the
transmission and distribution (T&D) losses were to be borne by the consumer.

Audit noticed that T&D losses, of 2.5 per cent of the energy and fixed charges,
were levied on the consumer, only from the month of August 2021, even though
they were required to have been levied since March 2019 onwards. Thus, the
Company did not charge X 31.57 lakh, on account of T&D losses, for the period
from March 2019 to July 2021.

The Department stated (May 2023) that the field unit had been directed to
submit the reply at the earliest.

2.2.9.12 Short/ non-billing of street light consumers

As per the tariff orders for 2018-19 and 2019-20, Street Light Service (SS) tariff
shall apply for use of the street lighting system, including single system, in

% Deoghar: 04, Dumka: 29, Gumla: 02 and Ramgarh: 24.

7 Deoghar: % 46.00 lakh, Dumka: % 3.33 lakh, Gumla: % 0.18 lakh and Ramgarh: % 10.36 lakh.

% Electricity Duty is levied by the Government on the consumption of power by consumers
(other than Central Government consumers).

% Deoghar: X 0.11 crore, Dhanbad: % 0.57 crore, Dumka: % 0.12 crore, Giridih: % 0.01 crore
Gumla: X 0.01 crore and Ramgarh: X 0.20 crore.

0" Deoghar: 6, Dhanbad: 8, Dumka: 11, Giridih: 4, Gumla: 1 and Ramgarh: 7.
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Corporations, Municipalities, Notified Area Committees (NACs), Panchayats
etc., as also in areas not covered by Municipalities and NACs. The tariff for
unmetered connections was X 500 per 100 watt per month, till December 2020,
by which time, meters were to be installed and meter billing was to be done.
The tariff for metered connections was X 6 per unit, which was increased to
% 6.25 per unit, from April 2019.

It was seen from the billing data of 91 street light consumers, in nine out of the
12 test-checked ESDs, that unmetered connections had been provided to 73
consumers’! and metered connections had been provided to 18 consumers.
Further scrutiny revealed that:

e Out of the 73 consumers who had unmetered connections, 68 consumers had
been shifted into the category of consumers with defective meters, without
installing meters and average billing was being done in respect of these
consumers. Due to billing on average basis, instead of unmetered billing at
the applicable tariff of ¥ 500 per 100 watt per month, the Company had
short-billed energy charges by X 37.41 crore, against these 68 consumers,
during the period from June 2017 to July 2022 (Appendix-XII). Further,
billing of six consumers, out of these 68 consumers, had not been done for
the period from April 2018 to March 2019, while the billing of three out of
these 68 consumers, had been stopped midway, in March 2019. In case of
the remaining five consumers (out of 73 consumers), bills had either not
been raised or had been raised for only partial periods. This had led to
non-billing of X 17.81 crore, calculated at the tariff applicable for
unmetered connections, for the period from January 2018 to July 2022
(Appendix-XIII).

e In ESD, Giridih (South), bills had not been raised against the 18 metered
consumers, since the time of providing their connections, between May
2021 and April 2022 (as of July 2022).

Thus, the Company had either short-billed consumers or had not raised bills
against consumers, leading to non-billing/short-billing of ¥ 55.22 crore, from
street lighting system unmetered consumers.

While accepting the audit observation, the Department stated (May 2023) that
ESD, Dumka, and ESD, Jamtara, had charged the consumers, as per the tariff
applicable to unmetered consumers, whereas the other ESDs had been directed
to submit their reports in this regard.

2.2.9.13  Irregular charge of meter rent

As per the tariff order of 2016-17, effective from July 2017, meter rent was not
to be charged from consumers under the rural domestic category. Further, as per
the tariff order for 2020-21, effective from October 2020, meter rent was not to
be charged from any consumer.

Audit scrutiny of records, for the financial years 2017-18 to 2021-22, revealed
that the Company had charged X 89.66 crore, as meter rent, from rural domestic
consumers, during July 2017 to March 2022 and X 1.59 crore from consumers
other than rural domestic consumers, between October 2020 and March 2022.

"I Deoghar: 37, Dumka: 12, Giridih (South): 1, Godda: 1, Jamtara: 2, Madhupur: 9, Nirsa: 2,
Ramgarh: 8 and Simdega: 1.
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Thus, the Company had irregularly charged meter rent of X 91.25 crore, till
March 2022.

While accepting the audit observation, the Department stated (May 2023) that
meter rent had been charged from rural domestic consumers, after July 2017 till
March 2021, and from other consumers, from October 2020 to March 2021.
Now, it has been stopped and necessary steps would be taken to refund the
excess meter rent charged.

2.2.9.14  Inadmissible prompt payment rebate allowed

As per the JSERC (Electricity Supply Code) Regulations, 2015, the due date,
for bill payment through cheques, was to be three days in advance, while for
payments made through online bank transfers/ credit cards, it was to be one day
in advance of the normal due date for bill payment. Further, in case of failure in
making payment on the due date, prompt payment rebate was not be allowed to
the consumers.

Test-check of the billing data of 463 HT consumers’?, in five of the test-checked
ESCs, revealed that the Company allowed prompt payment rebate of I 6.28
crore’®, to consumers who had made payments through cheques or online, till
the normal due date. This was attributable to non-mapping of the above
mentioned provision in the billing software, as the bills depicted only the normal
due date of payment, without specific provision for payment through cheques
or online. Further, it had also led to non-charging of Delayed Payment
Surcharge (DPS), amounting to % 0.53 crore’*, even though the cheque/online
payments had been made after the prescribed due date.

The Department stated (May 2023) that, as per the JSERC tariffs for FYs
2018-19 to 2020-21, the due date for making payments of energy bills was to
be 21 days after the issue date of the bill and had not been segregated for
different modes of payment.

The reply is not factual, as the mentioned tariff orders were also in accordance
with the provisions of JSERC (Electricity Supply Code) Regulation, 2015,
which also allow 21 days for payment of energy bills, but stipulate the due dates
for cheque or digital payments prior to the normal due dates, to ensure
settlement of the amount within the due dates. Realisation of revenue, by the
Company, within the due dates, is a pre-requisite for extending the benefit of
rebate to the consumers, as per the Regulation.

2.2.9.15  Short billing due to non-updation of multiplication factor

Billing of consumers is done on the basis of the consumption shown in the
meter. In case of an HT consumer, the meter reading is multiplied by a
proportionality factor, called the ‘multiplication factor (MF)’ for arriving at the
actual number of units consumed, based on which, the energy charges are
calculated. The MF is fixed at the time of installation of a new metering unit.

Audit observed that the MF for 12 HT consumers”, of three out of the six test-
checked ESCs, had increased, due to the installation of new metering units.

2" Deoghar: 35, Dhanbad: 292, Dumka: 29, Giridih: 17 and Ramgarh: 90.

73 Deoghar: % 0.21 crore, Dhanbad: % 3.61 crore, Dumka: % 0.08 crore, Giridih: ¥ 0.07 crore
and Ramgarh: ¥ 2.31 crore.

4 Dhanbad: % 0.45 crore, Dumka: % 0.04 crore and Ramgarh: % 0.04 crore.

75 Dhanbad: 9, Dumka: 02, and Giridih: 1.
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However, the increased MFs had not been updated in the billing software, while
updating other details of the installed meters and the ESCs had continued to
issue bills, applying the old and lower MF. This had led to short billing of
% 43.15 crore (Appendix-XIV), including ED of Z 0.85 crore’®. While accepting
the audit observation, the Department stated (May 2023) that ESCs, Dhanbad,
Dumka and Giridih, had charged the amount of short billing in the current
energy bills of the respective consumers, which were under realisation.

2.2.9.16  Short billing of energy charges

Billing of consumers is done on the basis of the units consumed, as shown in
the meter, and on an average basis, in case of defective meters. Monthly energy
bills are to be charged for units consumed during the month.

Audit scrutiny of records, of the test-checked ESCs, revealed that:

o Defective meters of 22 HT consumers, in four test-checked ESCs, had been
replaced in the middle of the month, but the bills, for that particular month,
had been issued on the basis of the readings of the newly installed meters.
Average bills, for part period of the month, during which the meters had
been defective, were not raised, leading to short billing of X 55.25 lakh
(Appendix-XV).

e  Meters of 14 HT consumers, in four of the test-checked ESCs, had become
defective, and hence, billing was being done on an average basis. However,
the average consumption, of seven out of these 14 consumers, had been
reduced arbitrarily, in later months, without assigning any reason, which
had led to short-billing of energy charges, amounting to X 2.43 crore
(Appendix-XVI). In case of the remaining seven consumers, the average of
past consumption had been calculated on the lower side, which had led to
short billing of X 3 crore (Appendix-XVII). Thus, due to arbitrary reduction
of average consumption and faulty average calculation of past
consumption, there had been short billing of X 5.43 crore, against 14 HT
consumers.

The Department stated (May 2023) that ESCs, Dhanbad and Ramgarh, had
charged the amount of short billing while ESC, Dumka, would charge the same
in the next bill. No reply was furnished in respect of the remaining ESCs.

2.2.9.17  Short billing of energy charges from unmetered HT consumers

As per the JSERC tariff for 2011-12, effective from August 2011, no new
connections were to be provided, without appropriate meters having been
provided by the Company (erstwhile Jharkhand State Electricity Board). The
tariff for unmetered connections was to be applicable only to the existing
unmetered connections, until they were metered. Further, as per the JSERC
tariff, for 2015-16 onwards, in case of a meter being out of order, from the
period before which no pattern of consumption was available, the provisional
average bill was to be issued on the basis of the LHDF formula’’, as prescribed
in the tariff orders.

76 Dhanbad: T 0.77 crore, Dumka: Z 0.06 crore and Giridih: ¥ 0.02 crore.
7 L= Load, H = No. of hours, D=No. of days and F= load factor (0.25/0.30).
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Audit scrutiny of meter installation reports, energy bills and new connection
files, of HT consumers, in the test-checked ESCs, revealed that:

Six consumers had been provided new connections, without meters, during
January 2019 to February 2021, under ESC, Ramgarh. The meters had been
installed during February 2020 to November 2021, i.e. after nine to 13
months of providing the connections. No bills had been raised, against these
six consumers, till the installation of meters. Bills for the unmetered period
were raised subsequently, considering the average consumption of three
months after installation of meters. Since no pattern of past consumption
was available in these cases, energy consumption should have been
calculated using the LHDF formula. Adopting the LHDF formula, Audit
worked out short billing of ¥ 55.69 lakh, which ultimately constituted loss
of revenue to the Company.

ESC, Koderma, provided two new unmetered HT connections’®, to the
South Bihar Power Distribution Company Limited (DISCOM of Bihar), in
December 2017. Both connections had been provided without obtaining any
application and the required security deposits, and without signing any
agreement. Meters had been installed after 18 to 37 months, in June 2019
and January 2021. No bills had been raised till the installation of the meters.

In one connection (7003/GOVT H174), the billing for the unmetered period
(January 2018 to June 2019) had been done based on the average energy
consumption in the first three metered months, i.e. the months of July to
September 2019, whereas, in the second case (70024/JWHT7493), the bill
for the unmetered period (January 2018 to December 2020) had been raised
on the basis of the energy consumed by the other connection (7003/GOVT
H174), on proportionate basis. Non-adoption of the LHDF formula, for
calculation of energy charges, for the unmetered period, had led to short
billing of X 2.03 crore. Further, the total demand of X 5.19 crore, raised by
ESC, Koderma, for both connections, was outstanding, as of
December 2022.

Thus, ESC, Koderma, provided connections to a DISCOM of another State
without signing a formal agreement and recovery of X 7.22 crore was
outstanding for more than five years (as of December 2022).

While accepting the audit observation, the Department stated (May 2023)
that ESC, Ramgarh, had charged the amount of short billing to the
consumers, in October 2022. It was further stated that both connections,
JWHT7493 and GOVTH174, of ESC, Koderma, had been disconnected, in
March 2022 and March 2023, respectively, and the discrepancy would be
analysed and action would be initiated accordingly.

2.2.9.18 Non-charging of energy charges from HT consumers

As per Tariff Orders, energy billing of HT consumers comprises of energy
charges on the basis of: (i) the energy consumption reflected in the meter and,
(i1) demand charges, as 75 per cent of the sanctioned load or maximum demand,
whichever is higher. Further, as per the JSERC (Electricity Supply Code)

78 Consumer No. 7003/GOVT H174 and 70024/JWHT7493, with sanctioned loads of 945

KVA and 450 KVA, respectively.
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Regulations, 2015, the Distribution Licensee is to issue the first bill within two
billing cycles of energising a new connection.

Test-check of records of ESC, Dhanbad, revealed that new connections had
been provided (April and December 2016) to three HT consumers. However,
the ESC had not raised bills in their regard, till June 2019. Further, the database
of the billing software showed meter readings only from July 2019 onwards,
with status of meter being shown as defective. The meter readings were found
to have changed from August 2019 onwards though the meters were still being
shown as ‘defective’. ESC started raising bills from July 2019, on ad-hoc basis,
and bills for the previous periods, ranging from 31 to 40 months, had not been
raised. Audit calculated the value of bills not raised, as being X 15.10 crore,

considering the bills raised after August 2019, as detailed in Table 2.3.

Table 2.3: Non-charging of energy charges from HT consumers

Consumer Date of | Period for | Period Unit | Unit taken | Outstanding
Name/No. connection | which not for charged | for Audit energy
charged which calculation charge
(months) | charged (R in crore)
Executive December | December |July 2019| 68,070 28,944 0.53
Engineer NREP [2016 2016 to Since 28,944
(BRD591) June 2019 | August
(31 2019
months)
Executive April 2016 | April 2016 | July 2019 | 5,07,790 2,16,000 3.49
Engineer MADA to June Since 2,16,000
(SND1517/1520) 2019 (39 | August
months) 2019
Assistant April 2016 | April 2016 | July 2019 | 3,29,784|  5,07,600 11.08
Mechanical to June -
Engineer (J172) 2019 (39 | Since | 5,07,600
months) August
2019
Total 15.10

(Source: compiled from records of JBVNL)

Thus, due to non-billing, the Company could not realise energy charges of
% 15.10 crore. The Department accepted the fact during the exit conference
(May 2023) and assured that bills would be raised against all consumers.

2.2.9.19 Delayed release of new service connections

As per clause 6.26 (a) of the (Electric Supply Code) Regulation, 2015, the
Distribution Licensee shall, on an application by the owner or occupier of any
premises, give supply of electricity to such premises, within a maximum period
of two months after receipt of the completed application and payment of charges
for requiring such supply, if the supply to an applicant is to be given from an
existing network of the Distribution Licensee.

Further, as per the provisions of the (Electricity Supply Code) Regulations,
2015, the overall timeline for releasing new electricity connection, shall be a
maximum of 60 days from the date of receipt of application and payment of
charges. Further, as per JSERC Standards of Performance (SoP), the Company
is liable to pay compensation to consumers for not providing connections within
the stipulated time to LT consumers at the rate of ¥ 50 per day, for each day of
default, if the consumer demands the compensation.
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Scrutiny of records in the 12 test-checked ESDs revealed that:

e  During FYs 2018-19 to 2021-22, a total of 86,078 applications, for new LT
connections, had been received in these 12 ESDs”® in the six test-checked
ESCs. Out of these, 72,346 connections had been released and 13,732
applications were pending, as of March 2022. Further scrutiny of data of
released connections revealed that there had been delays, ranging from one
to 1,265 days (beyond 60 days), in release of 9,759 connections
(13 per cent). Delays in release of new connections attracted compensation
of X 5.72 crore. However, the same had not been claimed by any consumer
(as of December 2022).

e Further, in case of 22 applications80 of new HT consumers, there had been
delays, ranging from four to 35 months (beyond two months), in providing
service connections, due to delays in preparing feasibility reports, sanctions
of load, non-availability of metering equipment and delays in energisation.
Due to delays in releasing new connections, the Company could not earn
demand charges of ¥ 2.33 crore®!.

The Department stated (May 2023) that delays in releasing HT connections was
mainly due to delays to develop the required infrastructure or delays on the part
of consumers to submit documents and deposit security money. No reply was
furnished regarding delays in releasing connections to LT consumers, except by
ESDs, Giridih North and South where the delays were attributed to non-
submission of meters by LT consumers.

The reply is not factual as delays in releasing connection to HT consumers were
found to be mainly due to delays in preparing feasibility reports, sanctions of
load, non-availability of metering equipment and delays in energisation.

Recommendation No. 3: The Company may ensure: (i) mapping and updating
of all the provisions of the Electricity Supply Regulation and Tariff Orders,
in the billing Software (ii) correct and timely billing of all effective consumers
i.e. all the existing consumers presently availing power from the Company
and (iii) that responsibility is fixed against the concerned officials for not
updating the billing software.

2.2.9.20  Energy billing on meter readings

As per the JSERC tariff: 2011-12, effective from August 2011, no new
connections were to be provided without meters. The tariff for unmetered
connections was to be applicable only to the existing unmetered connections,
until they were metered. By 31 December 2020, all connections were to be
metered and billing was to be done only as per the meter readings.

Details of the bills, issued to both HT and LT consumers, on the basis of meter
readings, on an average basis, for defective meters, and for unmetered
connections, during FYs 2018-19 to 2021-22, are given in Table 2.4.

7 ESC Dhanbad: Govindpur and Nirsa; ESC Deoghar: Madhupur and Godda; ESC Giridih:
Giridih South and Giridih North; ESC Gumla; Gumla and Simdega; ESC Dumka: Dumka
and Jamtara; and ESC Ramgarh: Kujju and Ramgarh.

8 Deoghar: 3, Dhanbad: 3, Dumka: 6, Gumla: 4 and Ramgarh: 6.

81 Deoghar: % 0.06 crore, Dhanbad: % 0.22 crore, Dumka: % 0.30 crore, Gumla: % 0.42 crore
and Ramgarh: X 1.33 crore.
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Table 2.4: Bills issued to all LT and HT consumers under different categories and units associated

with bills

Particulars

2018-19 2019-20 2020-21 2021-22

No. of bills | Consumption | No. of bills | Consumption | No. of bills | Consumption | No. of bills | Consumption
(per cent) (in MUs) (per cent) (in MUs) (per cent) (in MUs) (per cent) (in MUs)

(per cent) (per cent) (per cent) (per cent)
Bills issued | 1,04,31,137 4,586 (50) | 1,58,94,173 4,904 (53) | 1,82,62,885 4,820 (61) | 2,32,65,676 4,819 (53)
on the basis 30) 43) (56) (56)
of meter
readings
Bills issued | 1,10,67,019 1,359 (15) | 1,19,30,703 2,188 (23) | 1,01,78,402 1,850 (23) | 1,58,28,511 3,217 (36)
on average 32) 33) (&2)) 38)
basis
Bills issued | 1,29,85,405 3241 (35)| 88,47,507 2,221 (24)| 41,89,113 1,243 (16)| 25,71,590 983 (11)
to 38 (24) 13 (06)
unmetered
consumers
Total 3,44,83,561 11,086 3,66,72,383 11,213 3,26,30,400 9,813 | 4,16,65,777 9,019

(Source: Revenue Statement 1, on the basis of which, the Company prepares its Accounts)

It can be seen from Table 2.4 that there were improvements in metered billing,
as it increased from 50 per cent, in FY 2018-19, to 61 per cent, in FY 2020-21,
but reduced to 53 per cent in FY 2021-22, in terms of the units billed. Billing
on average basis, for defective meters, increased from 15 per cent, in FY 2018-
19, to 36 per cent, in FY 2021-22, in terms of the units billed.

Audit noticed that, with the decrease in billing of unmetered consumers, against
whom units consumed are booked in the Revenue Statement 1 on an ad-hoc
basis, the excess AT&C loss (beyond the target of 15 per cent) of the Company
had increased, from 14 per cent in FY 2018-19, to 18 per cent in FY 2021-22
(Table 2.1).

Further, it was seen that, during FYs 2018-19 to 2021-22, 2.86 crore bills had
been issued at fixed rates, to unmetered LT consumers. Scrutiny of Revenue
Statement 1 and the subsidy provided to unmetered LT consumers, under the
DS1 (A), DS1 (B), NDS-1 and Irrigation categories, revealed that 6,698.19 MUs
(Appendix-XVIII) had been shown as having been consumed, with assessed
revenue®? of T 641.14 crore, as assessed by the Company at fixed rates®3, during
FYs 2018-19 to 2020-21%,

Audit worked out the energy charges, as per the approved metered tariffs, for
the assessed revenue of X 641.16 crore and found that the same amount could
have been realised through the sale of only 1,121.82 MUs. For the remaining
5,576.35 MU, the energy charges, as per the approved metered tariffs, worked
out to X 2,853.47 crore. Considering these 5,576.35 MUs as unsold energy, the
AT&C losses, during FYs 2018-19 to 2020-21, should have been on the higher
side (Appendix-XVIII & Appendix- XIX) than those reported in the Financial
Statements of the Company, as shown in Table 2.5.

82 <Assessed revenue’ is the revenue which is charged from consumers, as per the tariff orders.

83 %250 per KW per month per connection, for consumers under DS1 (A), DS1 (B) and NDS-
1 tariff and X 400 per HP per month per connection, for consumers under IAS tariff.

Data pertaining to the revenue assessed against unmetered consumers and the subsidy
provided, for FY 2021-22, was not furnished by the Company.

84
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Table No. 2.5: Reported and worked out AT&C losses, during FYs 2018-19 to

2021-22
Financial Reported in Financial Worked out by Audit Difference
year Statements (in per cent) (in per cent) (in per cent)
2018-19 28.69 49.21 20.52
2019-20 33.48 46.57 13.09
2020-21 41.21 49.18 7.97
2021-22 Data not furnished

(Source: Compiled from data furnished by the Company)

It can be seen from Table 2.5 that there were chances of under reporting of
AT&C losses, of around eight to 21 per cent, during FYs 2018-19 to 2020-21,
due to booking of excess consumption against unmetered consumers.

The Department accepted the absence of metering of all connections and stated
(May 2023) that the Company was continuously in the process of metering all
its unmetered /defective meter consumers.

However, the reply was silent on non-realisation of revenue with regard to the
unsold units of 5,576.35 MUs, as pointed out by Audit, which had led to under
reporting of AT&C loss.

Recommendation No 4: The Company may ensure: (i) cent per cent metering
of all consumers (ii) billing on the basis of actual consumption and (iii) that
responsibility is fixed against concerned officials for booking excess energy
consumption against unmetered consumers, leading to suppression of AT&C
losses.

2.2.10 Subsidy Management

Details of year-wise subsidy claimed, provided by GoJ and utilised by the
Company, during FYs 2018-19 to 2021-22, is given in Table 2.6.

Table 2.6: Year-wise subsidy received and passed on to consumers

(R in crore
Financial | Subsidy claimed | Subsidy provided | Subsidy utilised (passed| Balance/
year by the Company by GoJ on to consumers) Excess
2018-19 594.95 594.95 574.21 20.74
2019-20 1,350.00 1,350.00 1,329.03 20.97
2020-21 1,536.00 1,000.00 1,356.16 (-) 356.16
2021-22 1,536.00 2,072.00% 1,755.20 316.80
Total 5,016.95 5,016.95 5,014.60 2.35

(Source: compiled from records of JBYNL)

It can be seen from Table 2.6 that the Company had received excess subsidy,
amounting to X 2.35 crore, from GoJ, as compared to the subsidy actually passed
on to the consumers, during FYs 2018-19 to 2021-22.

2.2.10.1

As per the Energy Department, GoJ Resolution (March 2019), subsidy was to
be provided to the Company proportionately, only against the amount realised
from consumers against energy bills.

Excess claim of subsidy

8 Including balance claim of X 536.00 crore, of the previous financial year 2020-21.
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Audit scrutiny revealed that the Company had claimed subsidy of X 792.04
crore, during FY 2019-20, against the total billed amount of % 1,060.10 crore,
pertaining to tariff applicable to five categories®® of consumers. The actual
realisation from these consumers, however, was, only ¥ 43.41 crore, against the
realisable amount of T 268.06 crore®”. Proportionate to the actual realisation, the
Company was eligible for claiming corresponding subsidy of only ¥ 100.55
crore (Appendix-XX). However, the Company had claimed subsidy of X 792.04
crore, which had resulted in excess claim of ¥ 691.49 crore®®, against unpaid
bills, in contravention of the above mentioned Resolution of Gol.

The Department accepted the audit findings during the exit conference (May
2023) and stated that post facto approval of subsidy, for FY 2019-20, would be
sought from the Government of Jharkhand.

2.2.10.2  Excess claim of subsidy, in violation of provision of JSERC supply
code

As per the JSERC (Electricity Supply Code) Regulations, 2015, if a meter is
defective or burnt or stuck and has stopped recording, the consumer is to be
billed on the basis of the average consumption of the last three months.

Further, as per tariff orders, DS-I(a) and DS-I(b) consumers (rural) were to be
billed at the prescribed rates approved by JSERC for metered® connections, and
% 250 per connection per Kilo Watt (KW) load per month, for unmetered
connections. On approved tariff, GoJ provided subsidy of X 3 per unit, for
metered connections, in FY 2018-19 and X 4.25/% 3.90 per unit, to DS-1(a)/DS-
I(b) connections, from FY 2019-20 onwards. For unmetered connections, GoJ
provided subsidy of % 125 and X 25 per connection per Kilo Watt (KW) load per
month, to DS-I(a) and DS-I(b) connections respectively.

Audit noticed that:

e In the 12 test-checked ESDs, 4,42,364 unmetered rural domestic
connections had been converted into ‘connections with defective meters’
during FYs 2018-19 to 2021-22, without meters having been installed.
These consumers were billed for flat 109.5 units per KW per connection per
month, adopting LHDF formula, at the applicable metered tariff of X 4.40 to
X 5.75 per unit, instead of fixed billing being applied, at the rate of ¥ 250 per
connection per month. Consequently, the Company had charged an excess
amount of X 13.81 crore from DS-1(a) consumers, less amount of T 8.62
crore from DS-1(b) consumers and claimed excess subsidy of X 271.76
crore” from GoJ (Appendix-XXI).

The Department stated (May 2023) that all connections under DS1(a) and
most of the connections under DS1(b), had been given with energy meters
under various schemes of the Central and State Government. However,

86 DS-I(a): Kutir Jyoti connection for connected load up to 100 Watt for rural areas, DS-I(b):

rural consumers for connected load up to 2 KW, IAS-I: private tube wells and lift irrigation
schemes, IAS-II: State Tube-wells and lift Irrigation schemes and SS-I: Metered Street Light
Service.

87 % 1,060.10 crore -  792.04 crore = T 268.06 crore.

88 2792.04 crore -  100.55 crore = % 691.49 crore.

8 DS-I(a)- % 4.40 per unit for FY 2018-19 and X 5.75 per unit for FY 2019-20 onwards;
DS-1(b)- X 4.75 per unit for FY 2018-19 and X 5.75 per unit for FY 2019-20 onwards.

% %179.23 crore against DS-I(a) and % 92.53 crore against DS-I(b).
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these consumers were billed under unmetered category due to lack of
technology and manpower support. After introduction of centralized billing
system in the year 2017, an assessment was made and it was observed that
meter numbers were available against a majority of these consumers.
Accordingly, the billing agencies were directed to issue bills on the basis of
meter readings. However, the billing agencies, during meter readings, found
that these meters were defective and they billed these consumers under the
defective meter status accordingly.

The reply of the Department is not specific to the audit observation
regarding irregular conversion of unmetered connections into defective
meter connections, during FYs 2018-19 to 2021-22, when the centralized
billing system was already in operation and meter details were stated to have
been updated in the system in 2017. Moreover, the audit observation is
focused only on those cases which were shown as unmetered connections,
in the centralized billing system, during FYs 2018-19 to 2021-22 and
converted into defective meter connections, without input of any meter
details in the billing system.

¢ In the 12 test-checked ESDs, it was seen that the Company had raised bills
of 1,71,196 rural domestic consumers, with defective meters, at the flat rate
of 109.5 units per KW per connection per month, adopting the LHDF
formula®'. However, the past three months average consumption, of these
consumers, was less than 109.5 units and ranged between one and 109 units.
This had led to excess billing of energy charges, amounting to X 26.42 crore
(which included a burden of X 7.92 crore on consumers and X 18.50 crore
on Government, in the form of subsidy).

The Department stated (May 2023) that, in cases of billing against defective
meters, it was found that the data of consumption of previous periods was
not reliable for computing the average consumption of the past three
months, as the units punched by billing agencies were found to be
suppressed in many cases. Hence, billing of such defective meter consumers
had been done for 110 units, based on the LHDF formula.

The reply is not convincing, as the Department did not provide any
documents or action taken reports, against the responsible billing
agencies/departmental authorities, based on which it had discovered that
suppressed meter readings had been punched in the billing system. Despite
being aware of instances of suppressed billing, the Company did not revise
the already issued bills, which ultimately resulted in loss to the Company.

¢ In cases, where the past consumption patterns of three months, were not
available, the Company had done the energy billing based on the LHDF
formula, considering electric supply for full 24 hours. As energy accounting
was not being done for Distribution Transformers, Audit could not assess
the actual hours of supply for LT lines. Scrutiny of reports, related to power
supplied at 11 KV, in rural areas, however, revealed that the actual average
hours of supply ranged between 13 and 21 hours per day, during
FYs 2018-19 to 2021-22. Further, in cases of theft by LT consumers, the

91 Sanctioned Load (L) x Hours of Supply (H) x Load Factor (F), as prescribed by JSERC x
Days of supply (D).
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actual hours of supply were considered as eight and 18 hours
(Paragraph 2.2.12.2).

Considering the average hours of supply at 11 KV, which would be the
maximum hours of supply for LT consumers, the Company had charged
excess of X 58.37 crore, from rural domestic consumers of four of the
test-checked ESCs®2. The amount of ¥ 58.37 crore included a burden of
% 17.87 crore on consumers and X 40.50 crore on Government, in the form
of subsidy.

The Department stated (May 2023) that a majority of the LT consumer
(domestic) meters did not have a provision to record the hours of supply
and, due to lack of feeder-wise consumer tagging, it was not possible to
determine the number of hours of supply to each consumer.

The reply is not convincing, as the maximum hours of supply, considered
by Audit for calculation, could have been taken from the 11 KV feeder.

Thus, the Company had claimed excess subsidy of X 330.76 crore, by showing
excess consumption of electricity by defective metered consumers in violation
of JSERC (Electricity Supply Code) Regulations, 2015 and applicable Tariff
orders. Besides, booking of excess consumption was likely to have led to under
reporting of AT&C losses, as discussed in Paragraph 2.2.9.20.

Recommendation No. 5: The Company may ensure: (i) correct billing and
claims of subsidy, as per GoJ’s Resolution of March 2019 and (ii) that
responsibility is fixed against concerned officials for incorrect billing and
claiming excess subsidy.

2.2.11 Collection of revenue ‘

As the Company earns revenue from sale of power, prompt collection of
revenue assumes great importance. The Company collects revenue by sale of
electricity, as per the tariff approved by JSERC. GoJ provides subsidy directly
to the Company, for various categories of consumers billed, and the difference
of tariff and subsidy, is collected by the Company, from the respective
consumers.

2.2.11.1 Engagement of Agencies for collection of revenue

The Company invited (May 2021) Notice inviting Quotation (NIQ) through
single bid, in sealed envelope/password protected e-mail, for revenue collection
activities, i.e. collection of door-to-door electricity dues, through the E-wallet
system, from consumers residing in seven ESAs.

As per technical eligibility criteria (Clause 1) of the NIQ, the bidder was to have
at least three years of experience of working with a Central/State Government
organisation providing cash collection services and must have successfully
completed a minimum of two assignments/projects, in door-to-door cash
collection activities, handling more than five lakh consumers, in the last five
years. However, the Urja Mitras already appointed under different ESAs, were
exempted from these criteria, as they were supposed to have already submitted
such documents in their NITs (August 2020), which had specified that the
Agency also had to carry out revenue collection work using Point of Sale (POS)

2 ESC, Deoghar; ESC, Dumka; ESC, Giridih; and ESC, Ramgarh.
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machines, after successfully enabling a prepaid E-wallet system, for which
separate guidelines was to be issued.

Audit noticed that six new bidders had submitted (May 2021) financial
quotations with the technical eligibility documents, whereas the five existing
Urja Mitras had submitted only financial quotations. Audit scrutiny of the
quotations and related documents, revealed that:

e The existing five Urja Mitras had already been extended undue exemption
from the technical eligibility criteria, on account of their already being in
possession of similar qualifications, even though no such qualification
criteria, regarding collection activities, had been assessed in the earlier
NITs, as discussed in Paragraph 2.2.9.1.

e The e-tendering process was not adopted for submission of quotations.
Instead, quotations were accepted through e-mails and in hard copies. Audit
noticed that the Company offered (4 June 2021) opportunity to all existing
Urja Mitras to match the L1 quote that had been offered by a new bidder.
The offer was placed prior to preparing (5 July 2021) the comparative
statement and evaluation (9 July 2021) of quotations by the Tender
Evaluation Committee (TEC). Thus, a transparent tendering process had not
been adopted and all the quotations had been opened by the Company, prior
to the sealed or password protected quotations being placed before the TEC.

e As per the comparative statement and minutes of the TEC meeting, none of
the new bidders were technically eligible, as per the technical requirement®?
of the Notice Inviting Quotation (NIQ). However, being a single bid
quotation, based on financial offer, TEC recommended award of work to the
L1 bidder (M/s RNFI Service Private Limited), in five® out of the seven
ESAs, even though this bidder was not found technically eligible by TEC as
he had not submitted documents regarding successful completion of at least
two assignments/projects, in door-to-door cash collection activities,
handling more than five lakh consumers, in the last five years. However,
Letter of Intent (LOI) had been issued (July 2021) to the L1 bidder only for
ESA, Medininagar, as of October 2022.

¢ In the remaining two ESAs, the existing Urja Mitras®®> were awarded the
work, as they had accepted that they would work on the L1 rates, as directed
by the ED, Commercial and Revenue (C&R).

e As per the NIQ, the indicative tenure, for engagement of collection service
providers, was a minimum of three years. However, TEC recommended
(July 2021) the tenure of only FY 2021-22, which could be further extended,
up to two years, after satisfactory performance, as directed by ED (C&R).

Thus, the existing Urja Mitras had been exempted from meeting the technical
requirements; all quotations had been opened by the Company, prior to
placement of the sealed or password protected quotations before the TEC; five
existing Urja Mitras had been declared technically qualified, even though they
did not have the technical qualification of collection activities; and the work of

93 Either having minimum three years of experience or engaged in door-to-door collection

activities or having completed two assignments handling more than five lakh consumers.
% Dhanbad, Giridih, Hazaribag, Medininagar and Ranchi.
% Dumka: M/s Vaibhu Infra Tech India Pvt. Ltd and Jamshedpur: M/s Quess Corp Ltd.
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two ESAs had been awarded to the existing Urja Mitras at the L1 rate. Further,
the tenures of the work orders had been shortened, ignoring the NIQ terms and
conditions. Thus, a transparent process had not been adopted, in evaluation of
the quotations and in awarding the works.

The Department stated (May 2023) that all the five existing Urja Mitras had
done door-to-door billing and collection. Therefore, these agencies had been
given exemption from technical evaluation. Since the revenue of the company
had dropped drastically, the Company decided to offer the existing agencies to
match the L1 rate before TEC, so that collection activities could be started
immediately. The Company stated that M/s RNFI would be allotted work on a
pilot basis, for three months only, and, after completion of the pilot project, the
work of the remaining part of the other ESAs would be considered.

The reply is not factual, as the existing Urja Mitras had been engaged by the
Company only for door-to-door billing work. However, as per NIQ, experience
of cash collection services and successful completion of such projects, was the
criteria for technical qualification, which were not tested, due to the exemption
given to them from technical evaluation. The reply was silent regarding non-
adoption of e-tendering, opening of quotations prior to their being placed before
the TEC, award of work to technically ineligible bidders and reduction in tenure
in awarding of works.

2.2.11.2 Engagement of agencies for supply, installation and maintenance
of ATP Machines

The Company invited (30 August 2021) an NIT, for appointment of an Agency,
for supply, installation, maintenance and operation of bill collection Any Time
Payment (ATP)/ cash in and cash out KIOSKs machines, at various locations,
under a Rate Contract Arrangement. As per the NIT, one Terabyte (TB) Hard
Disk Drive (HDD) each, for primary and for back-up, was to be supplied and
installed in the ATP Machines.

Audit noticed that the successful bidder (M/s Idea Infinity IT Solutions Private
Limited) had offered to install hard disks of only 240 Gigabytes (GB) Solid
State Drive (SSD) for primary storage and 120 GB SSD for back-up. However,
the work order was issued (February 2022) for installation of hard disks of one
TB HDD, for both-primary, as well as for back-up. As per the installation
certificates of 15 ATP machines®®, signed by the Managers (Assistant Electrical
Engineers) of five ESSDs, the hard disks of one TB HDD each, for primary and
for back-up, had been installed. However, the reports generated by the ATP
machines indicated that hard disks of only 238 GB SSD had been installed.

Thus, undue benefit was extended to the bidder, by way of issuing wrong
installation certificates.

While accepting the audit observation, the Department stated (May 2023) that
the field offices/agency had been directed to enhance the storage capacity, in
line with the technical specifications provided in the work order, and to submit
the revised installation certificates.

% Bhurkunda: 3, Gola: 2, Gumla: 4, Kujju: 2 and Ramgarh: 4.
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2.2.11.3  Loss of revenue, due to claims becoming time-barred

As per clause 10.15.1 of the Electric Supply Code, 2015, and Section 56 (2) of
the Electricity Act, 2003, no sum, due from any consumer, on account of default
in payment, shall be recoverable after the period of two years from the date
when such sum first became due, unless such sum has been shown continuously
as recoverable, as arrear of charges. In case of consumers, whose electricity
supply has been disconnected, due to non-payment of energy dues, certificate
cases’’ are required to be filed promptly, to realise the dues.

Audit noticed that the Company had disconnected 1,47,724 electric
connections”® of LT consumers, on the ground of outstanding dues. The
outstanding dues, against these consumers, were % 233.62 crore”, for the period
from March 2018 to March 2020. However, the Company had neither filed
certificate cases, to recover the dues, nor had it raised any demand for arrear of
charges for more than two years after disconnection (as of April 2022).
Therefore, these dues had become irrecoverable.

Further, ESC, Deoghar, disconnected (September 2018 and July 2019) the
connections of two HT consumers!?, having dues of X 40.38 lakh. However,
the Company had neither filed certificate cases to recover these dues, nor had it
raised any demand for the arrear of energy charges (as of April 2022), due to
which the dues had become irrecoverable.

Thus, due to the failure of the Company, in initiating required action for
recovery of dues, revenue, amounting to X 234.01 crore, had become
irrecoverable.

The Department stated (May 2023), during the exit conference, that a new post
of DGM (Revenue) had been created in all ESAs and assigned the task of taking
legal action in course of certificate cases.

However, the reply was silent on why the Company had failed to initiate
certificate proceedings in time, as a result of which, demand of X 234.01 crore
had become irrecoverable.

2.2.11.4  Collection of Additional Security Deposit

As per the JSERC (Electricity Supply Code) Regulations, 2015, security
deposits (SDs) were to be made by applicants for new connections, to cover the
estimated power consumption for the billing cycle (30 days) period plus forty-
five (45) days. The concerned Distribution Licensees were to re-calculate the
amount of security, based on the actual billing of these consumers, once in each
financial year, and, if the amount of SD was less than 90 per cent of such
security, calculated for the financial year, the licensee was entitled to adjust the

97 A requisition for recovery of public demand is placed before the Certificate-Officer by the

collecting authority. When the Certificate-Officer is satisfied that the public demand is
recoverable and that recovery by suit is not barred by any law, he may sign a certificate, in
the prescribed form, stating that the demand is due.

% Dumka: 17,329; Giridih North: 11,350; Giridih South: 23,436; Godda: 25,043; Govindpur:
4,520; Gumla: 11,001; Jamtara: 8,259; Kujju: 8,785; Madhupur: 17,813; Nirsa: 7,710;
Ramgarh: 9,424; and Simdega: 3,054.

% Dumka: ¥ 21.26 crore; Giridih North: ¥ 12.58 crore; Giridih South: ¥ 33.55 crore; Gumla:
% 15.32 crore; Godda: X 40.02 crore; Govindpur: X 6.63 crore; Jamtara: X 11.98 crore; Kujju:
% 16.25 crore; Madhupur: X 24.10 crore; Nirsa: X 11.44 crore; Ramgarh: X 35.40 crore; and
Simdega: % 5.09 crore.

100 Consumer No. HT 10039 (18.59 lakh) and Consumer No. BR 9799 (Z 21.79 lakh).

62



Chapter-I1: Subject Specific Compliance Audits

SD, either through a maximum of two electricity bills sent to the concerned
consumer, or by asking the consumer to make a direct payment to the
Distribution Licensee.

The Distribution Licensee was entitled to serve notice to the consumer, to
deposit the amount of shortfall in security, from the calculated security amount,
within thirty (30) days. If the consumer failed to deposit the intimated amount,
by the due date, the procedure for disconnection could be initiated by the
Distribution Licensee.

Audit scrutiny of records of energy consumption of HT consumers, during
2020-21, in five test-checked ESCs revealed that:

e There had been shortfalls in security deposits, amounting to ¥ 3.50 crore'?!,
against 73 consumers'%2. The Company had not raised any demands through
energy bills, but had issued notices to these consumers, for deposit of the
additional security. However, these consumers had not deposited the
additional security (as of September 2022).

e Further, a High-Tension Service (HTS) consumer (GDHT1 (T)), having
Contract Demand of 7,500 KVA, was asked (March 2022), by the ESC,
Deoghar, to execute an agreement on enhanced load of 47,000 KVA, as per
the relevant JSERC order (Case'”® Number 21/2020), from the month of
February 2022. However, the consumer had neither submitted the requisite
security deposit, nor had it executed any agreement (May 2022), till the date
of audit. This had resulted in short deposit of security, amounting to
% 63.87 crore.

The Department stated (May 2023) that ESCs, Dumka and Gumla, had issued
notices to consumers for submission of additional Security, ESC, Giridih, was
in the process of reconciling the required additional SD and would issue notices
in the coming months. No reply was furnished in case of ESCs, Deoghar and
Dhanbad.

The facts, however, remains that additional security was yet to be recovered.
2.2.11.5 Non-accountal of cheques deposited

ESSDs, through monthly bank reconciliation statements, prepare lists of those
cheques which have been deposited into banks, but the clearance of which is
pending.

Audit scrutiny revealed that:

e Cheques of consumers, amounting to ¥ 32.07 lakh!'®, deposited by seven of
the test-checked ESSDs, between July 2009 and May 2021, had not been
cleared by Banks (as of June 2022). Failure on the part of ESSDs, to follow-
up the same, had led to non-realisation of energy charges, amounting to
% 32.07 lakh.

101 Deoghar:  1.38 crore, Dhanbad: % 1.29 crore, Dumka : % 0.11 crore, Giridih: % 0.63 crore
and Gumla: % 0.09 crore.

102 Deoghar: 15, Dhanbad: 42, Dumka: 04, Giridih: 11 and Gumla: 01.

103 Based on the petition filed by the consumer, JSERC had allowed a load of 47,000 KVA from
February 2022.

104 Basukinath: T 7.86 lakh, Dumka (Rural): % 0.45 lakh, Dumka (Urban): % 2.99 lakh, Dumri:
T 18.58 lakh, Ghagra: % 0.65 lakh, Giridih (Rural): X 1.15 lakh and Jamua: X 0.39 lakh.
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Scrutiny of the bank reconciliation statement of ESC, Dumka, revealed that
two cheques, worth X 3.50 lakh, of an HT Consumer (No.-MHJ02HT), had
been misplaced by the bank!%, whereas four cheques, worth % 6.50 lakh, of
the same consumer, had been dishonoured, during September 2018 to
December 2018. However, the ESC had not initiated action to realise these
dues, despite intimation by the bank (the connection of the consumer had,
however, been disconnected in April 2019).

Recommendation No. 6: The Company may ensure strict implementation of
provisions related to disconnection and file certificate cases for realisation of
outstanding dues. Responsibility may also be fixed in regard to dues which
have become irrecoverable.

2.2.12 Pilferage/ loss of electricity

Section 163 of the Electricity Act, 2003 empowers a licensee to enter into the
premises of a consumer and to inspect and test the apparatus.

2.2.12.1

Inspection for theft of Power

The details of premises of consumers, inspected by the raid teams of the
Company, assessment of loss and realisation there-against, during FY's 2018-19
to 2021-22, is shown in Table 2.7.

Table 2.7: Inspections conducted to detect theft of power

SI. Particulars 2018-19 2019-20 2020-21 2021-22
A | Totl registered consumers | 43 79 304 | 5007241 | 52,56,510 | 60,75,910
(in Nos.)
B | Towl effective consumers | = 3 90 590 | 4371502 | 4535,179 | 5,35,30,825
(in Nos.)
C | Gross energy purchased 1,28,603.64 | 1,27,076.06 | 1,32,902.00 | 1,37,294.50
(lakh unit)
D | Distribution Loss (lakh
unit) 19,290.55 19,061.41 19,935.30 20,594.18
(15 per cent)
E | Units available for sale
(in lakh units) (C-D) 1,09,313.09 | 1,08,014.65 | 1,12,966.70 | 1,16,700.32
¥ Er(l)lttil) units sold (in lakh | o5 775 51 | 9314893 | 79,134.05 | 90,181.86
G | Loss of energy (in lakh | ¢ 53750 | 1486570 | 33832.65| 2651846
units) (E-F)
H | Value of energy lost beyond
g‘:ssappmved Distribution 722.69 725.45 1,515.70 1,241.06
(R in crore)
| Total number of theft cases
detected (in Nos.) 6,741 8,946 14,676 23,316
J Assessment of loss by raid
team 12.30 12.89 20.69 33.71
(% in crore)
K | Amount realised (X in crore) 947 9.84 16.88 30.14
L | Percentage of amount
realised to  assessment 77.00 76.34 81.59 89.41
proposed (K/J)*100

(Source: Compiled from Revenue Statement No. 1 and information furnished by the Company)

105 State Bank of India, Mihijam branch (Code- 08085), Jamtara.
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It can be seen from Table 2.7 that:

e The unaccounted losses had increased sharply from X 722.69 crore, in FY
2018-19, to % 1,241.06 crore, in FY 2021-22.

e The Company had detected 23,316 cases of theft, in FY 2021-22, in
comparison to 6,741 cases, in FY 2018-19.

While accepting the observation, the Department stated (May 2023) that loss of
energy was mainly due to the AT&C losses and theft/pilferage was just a part.
The other major reason for loss of energy was non-billing of consumers. In order
to decrease the AT&C losses and to improve the collection, the Company had
taken several measures, viz. installation of prepaid meters, organising revenue
camps and urja melas, efc. It was also stated that the Company had increased
raid activities to reduce theft.

2.2.12.2  Short levy of fine against unauthorised use of electricity

As per Section 135 of the Electricity Act 2003 (amended in 2007), read with
Clause 11.9 of the JSERC Supply Code 2015, where it is established that there
is a case of theft of energy (use of energy dishonestly), on first conviction, the
Authorised Officer shall impose fine, which shall not be less than three times of
the financial gain on account of such theft of electricity. Section 126 of the Act,
is applicable to cases where there is no theft of electricity, but electricity is being
consumed in violation of the terms and conditions of supply, leading to
malpractices which may be expressed as the unauthorised use of electricity. It
stipulates assessment at the rate of twice (two times) the relevant tariff rates
applicable.

An Authorised Officer is appointed by the Company, as the head of the raid
team. The team inspects premises suo moto, or on receipt of reliable information
regarding theft of electricity. As per the JSERC Supply Code, 2015, where it is
established that there is a case of theft of energy, the Authorised Officer assesses
the energy consumption, as per the prescribed formula!®, for the entire period
during which such theft had taken place, and, if such period cannot be
ascertained, the period has to be limited to the 12 months immediately preceding
the date of inspection.

Audit noticed that, in case of LT connections, the Authorised Officers had
assessed a lump-sum amount, on account of fine, in their assessment reports,
without doing detailed calculations, as per the prescribed formula, considering
the load, day, hours and load factor. During FYs 2018-19 to 2021-22, the
Authorised Officers had assessed fines amounting to I 174.12 lakh, against
1,449 consumers'?’. However, as per Audit’s calculation, the realisable fine
from these consumers should have been at least X 747.81 lakh, considering the
load (as per the assessment reports, where available, or from the billing
database) and the hours of supply (as being 15 hours, for a period of 12 months).
Further, the Company considered 24 hours supply, for calculating the energy

16 = Load, H = No. of hours, D=No. of days and F= load factor (0.40 to 1).
107 Giridih North: 3; Giridih South: 563; Govindpur: 20; Gumla: 357; Kujju: 59; Nirsa: 50;
Ramgarh: 65; and Simdega: 332.
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charges of consumers with defective meters (Paragraph 2.2.10.2). Thus, there
was short levy of fine, amounting to ¥ 573.69 lakh!%,

Case Study: 5

A person having no legal electrical connection, was found (12 July 2022), by
the Assistant Electrical Engineer, pilfering electricity, with 8 KW of domestic
load, and 2 KW of commercial load, under ESSD, Gola. The Authorised
Officer imposed a lump sum fine of only X 80,000, instead of X 3.79 lakh.

Case Study: 6

Two LT consumers (CHL-22246 and CHL-10794), of ESSD, Ramgarh, were
convicted for theft of energy. However, the Authorised Officers imposed fine
of only two times of the units pilfered, under Section 126, instead of three
times, under Section 135. This led to short imposition of fine by X 19.35 lakh.

Similarly, two HT consumers (KJ 8072 and BH 8843), under ESC, Ramgarh,
were convicted for theft of energy. However, fines of only two times were
imposed, instead of three times, which caused short levy of fine, amounting
to X 99.71 lakh.

The Department stated (May 2023), during the exit conference, that working
sheets, showing the formula, would be attached with the raid reports, in the field
offices, in future. However, the reply was silent on short levy of fines.

2.2.12.3  Non-deposit of compounding charges

As per Section 152 of the Electricity Act, 2003, amended in 2007, the
appropriate Government, or any officer authorised by it in this behalf, may
accept, from any consumer or person who has committed, or who is reasonably
suspected of having committed, an offence of theft of electricity, punishable
under this Act, a sum of money, by way of compounding of the offence.

Audit noticed that nine test-checked ESDs had collected compounding charges
of ¥ 1.57 crore!®, during FYs 2018-19 to 2021-22. However the amount had
not been transferred into the Government account (as of March 2022).

The Department assured (May 2023) during exit conference that compounding
charges would be deposited in the government account.

Recommendation No. 7: The Company may ensure proper assessment and
levy of fine against theft of power, on the basis of the provisions of the
Electricity Act and the Electricity Supply Code.

108 Giridih North: ¥ 10.78 lakh; Giridih South: ¥ 205.47 lakh; Govindpur: % 9.58 lakh; Gumla:
% 129.85 lakh; Kujju: ¥ 35.34 lakh; Nirsa: ¥ 19.15 lakh; Ramgarh: % 20.82 lakh; and
Simdega: X 142.70 lakh.

19 Dumka: T 9.81 lakh, Giridih North: ¥5.27 lakh, Giridih South: ¥17.98, Gumla: T 47.18 lakh,
Jamtara: X 19.28 lakh, Kujju: 39.50 lakh, Madhupur: X 8.08 lakh, Ramgarh: X 27.12 lakh
and Simdega: ¥ 13.13 lakh.
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COMMERCIAL TAXES DEPARTMENT

‘ 2.3  Department’s oversight on GST payments and return filing |

‘ 2.3.1 Introduction |

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

Section 59 of the Jharkhand Goods and Service Tax (JGST) Act, 2017 stipulates
GST as a self-assessment-based tax, whereby the responsibility for calculating
tax liability, discharging the computed tax liability and filing returns is vested
on the taxpayer. The GST returns must be filed online regularly on the common
GST portal, failing which penalties will be payable. Even if the business has
had no tax liability during a particular tax period, it must file a nil return
mandatorily. Further, Section 61 of the Act read with Rule 99 of JGST Rules,
2017 stipulates that the proper officer may scrutinize the return and related
particulars furnished by taxpayers, communicate discrepancies to the taxpayers
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 Commercial Taxes Department (CTD),
Government of Jharkhand in this new tax regime.

2.3.2 Audit objectives |

This audit was oriented towards providing assurance on the adequacy and
effectiveness of systems and procedures adopted by the Department with
respect to tax compliance under GST regime. Audit of ‘Department’s oversight
on GST payments and return filing” was taken up with the following audit
objectives to seek an assurance on:

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

ii. Whether the scrutiny procedures, internal audit and other compliance
functions of the Circles were adequate and effective.

2.3.3 Audit methodology and scope

This SSCA was predominantly conducted based on data analysis, which
highlighted risk areas and red flags pertaining to the period July 2017 to March
2018, i.e., the first tax period after introduction of GST. Through data analysis
a set of 12 deviations were identified across the domains of input tax credit
(ITC), discharge of tax liability, registration and return filing. Such deviations
were followed up through a Centralized Audit''®, whereby these deviations

110 Centralised Audit did not involve seeking taxpayer’s granular records such as FS related
ledger accounts, invoices, agreements etc.
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were communicated to the relevant State departmental field formations and
action taken by the Commercial Taxes Circles (CTCs) on the identified
deviations was ascertained without involving field visits. The Centralised Audit
was supplemented by a detailed audit involving field visits for verification of
records available with the jurisdictional field formations. Returns and related
attachments and information were accessed through the Central Board of
Indirect taxes (CBIC)-ACES-GST application - the back-end system of the
Department/State Taxes Department application as much as feasible to examine
data/documents relating to taxpayers (viz. registration, tax payment, returns and
other departmental functions). The detailed audit also involved accessing
relevant granular records from the taxpayers such as invoices through the
respective field formations. This apart, compliance functions of the
departmental formation such as scrutiny of returns, were also reviewed in
selected CTCs.

The review of scrutiny of returns by the Department and verification of
taxpayer’s records covered the period from July 2017 to March 2018, while the
audit of the functions of selected CTCs covered the period from July 2017 to
March 2021. The SSCA covered only the State administered taxpayers. The
field audit was conducted from January 2022 to October 2022.

Entry Conference of this SSCA was held on 04 October 2021 with the Secretary,
CTD, Government of Jharkhand in which the audit objectives, sample selection,
audit scope and methodology were discussed. The Exit Conference was held on
15 February 2023 with the Commissioner, CTD, Government of Jharkhand in
which the audit findings were discussed. The views expressed by the
Commissioner, CTD, Government of Jharkhand during the exit conference and
the written replies to the draft report have been suitably incorporated in the
relevant paragraphs.

2.3.4 Audit sample

A data-driven approach was adopted for planning, as also to determine the
nature and extent of substantive audit. The sample for this SSCA comprised a
set of deviations identified through data analysis for centralised audit that did
not involve field visits; a sample of taxpayers for detailed audit that involved
field visits and scrutiny of taxpayer’s records at departmental premises; and a
sample of Commercial Taxes Circles (CTCs) for evaluating the compliance
functions of the CTCs.

There were three distinct parts of this SSCA as under:
Part I-Audit of CTCs

Ten CTCs!!'! with jurisdiction over more than one selected sample of cases for
detailed audit were considered as the sample of CTCs for evaluation of their
oversight functions.

Part II-Centralised Audit

The sample for centralised audit was selected by identification of high-value or
high-risk deviations from rules and inconsistencies between returns through

111 Dhanbad, Dumka, Hazaribag, Jamshedpur, Jamshedpur Urban, Palamu, Ramgarh, Ranchi
South, Ranchi Special and Ranchi West.
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data analysis for evaluation of the adequacy and effectiveness of the scrutiny
procedure of the Department. Accordingly, 472 deviations were communicated
to the State tax authorities and action taken by the authorities on these deviations
were ascertained.

Part I1I-Detailed Audit

It was conducted by accessing taxpayers’ records through CTCs for evaluation
of the extent of tax compliance by taxpayers. The sample of taxpayers for
detailed audit was selected on the basis of risk parameters such as excess ITC,
tax liability mismatch, disproportionate exempted turnover to total turnover and
irregular ITC reversal. The 55 taxpayers selected for detailed audit comprised
of large, medium and small strata!'? taxpayers.

2.3.5 Audit criteria

The source of audit criteria comprised the provisions contained in the JGST Act,
IGST Act, and Rules made thereunder. The significant provisions are given in
Table 2.8:

Table 2.8: Source of criteria

SI No Subject Act and Rules
1 Levy and collection Section 9 of JGST Act, 2017.
Reverse Charge Mechanism .
2 (RCM) Section 9(3) of JGST Act, 2017.

Sections 16 to 21 of JGST Act, 2017;
Rules 36 to 45 of JGST Rules, 2017.
Section 22 to 25 of JGST Act, 2017;
Rules 8 to 26 of JGST Rules, 2017.
Section 7 and 8 JGST Act, 2017.

3 Availing and utilizing ITC

4 Registrations

5 Supplies Schedule I, II and IIT of the JGST Act,
2017.

6 Place of supply Section 10 to 13 of IGST Act, 2017.

7 Time of Supply Section 12 to 14 of JGST Act, 2017.

Section 15 of JGST Act, 2017.
Rules 27 to 34 of JGST Rules, 2017.
Sections 49 to 53 of JGST Act, 2017.

8 Valuation of supplies

9 | Paymentof tax Rules 85 to 88A of JGST Rules, 2017.
Sections 37 to 47 of JGST Act, 2017.
10 | Filing of GST returns Rules 59 to 68 and 80 to 81 of JGST
Rules, 2017.
11 | Zero-rated supplies Section 16 of IGST Act, 2017.
.. | Sections 61, 62, 65 and 66 of JGST Act
Assessment and audit
12 . 2017.
functions

Rules 99 to 102 of JGST Rules, 2017.

In addition, the notifications and circulars issued by CBIC/CTD relating to
filing of returns, notifying the effective dates of filing of various returns,
extending due dates for filing returns, rates of tax on goods and services,
payment of tax, availing and utilizing ITC, scrutiny of returns and oversight of
tax compliance and Standard Operating Procedures (SOP) containing
instructions to departmental officers on various aspects related to filing returns,

12 Large taxpayers-37, Medium taxpayers-13 and Small taxpayers-5.

69



Compliance Audit Report for the year ended 31 March 2022

scrutiny of returns, cancellation of registrations etc. also formed part of the audit

criteria.
Audit findings

The audit findings have been categorized into the following three categories:

a. Oversight on returns filing.
b. Oversight on tax payments.
c. Other oversight functions.

2.3.6 Oversight on returns filing

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
regime, the significance of monitoring return filing by taxpayers acquires
greater significance as the returns are the first mode of information about
taxpayers and their respective business activities.

Deficient scrutiny mechanism for return filing: Out of a sample of 10
CTCs, Audit had verified the overseeing mechanism on return filing in all the
10 CTCs and observed that the Department did not formulate a Manual/SOP
for scrutiny of returns by the proper officers under Section 61 of the JGST
Act thus non-prioritised the returns to be scrutinised based on the risk
parameters. This resulted in inadequate identification of taxpayers,
subsequent transmission of red-flag cases and non-utilization of
data/information available at backend portal.

The mechanism for recovery of demand from non-filers and levy of interest
on late filers was deficient in all selected CTCs. In all 10 selected CTCs where
the relevant records related to issue of ASMT-13, DRC-07 and recovery
details were available, Audit noticed that action was not taken on all cases of
defaulters. Further, in all selected CTCs, the process of issuing GSTR- 3A
(notice for defaulters who have not filed GST returns) and recovery of interest
on late filers was not adhered to. Consequently, interest of X 236.88 crore was
not recovered. Also, issuing ASMT-13 (best judgement assessment order in
cases where the taxpayers have not complied with GSTR- 3A notices) and
DRC-07 (summary of demand order as a follow up of ASMT-13) was also
not adhered to resulting in non-recovery of X 30.87 crore from defaulters.

2.3.6.1 Lack of action on late-filers and non-filers

Section 46 of the JGST Act, 2017 read with Rule 68 of JGST Rules, 2017
stipulates issue of a notice in Form GSTR-3A requiring filing of return within
15 days if the taxpayer had failed to file the return within the due date. In case
the taxpayer fails to file the returns even after such notice, the proper officers
may proceed to assess the tax liability of the said person to the best of their
judgment, taking into account all the relevant material which is available or
gathered and issue an assessment order in Form ASMT-13. Further, Section 47
of the JGST Act prescribes levy of late fee of X one hundred per day of default
in filing of return, subject to a maximum of X five thousand.
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Filing of returns is related to payment of tax, as the due date for both the actions
are the same, which implies risk of non-payment of tax/penalty in the case of
non-filers.

During functions of circle audit, it was noticed, across selected 10 CTCs, that
21,979 cases of non-filers were identified by the proper officers and registration
of 18,515 taxpayers were cancelled by them due to non-furnishing of returns.
However, as per data/information available in the backend portal of the
Department, there were a total of 1,74,943 cases of non-filers in these 10 CTCs
during the period, out of which, 90,747 cases were non-filers for consecutive
period of six months. However, the jurisdictional officers had not initiated any
action regarding assessment and cancellation of registration in these cases. It
was observed that the proper officers of these CTCs had not verified the
information of non-filers available in the backend portal of the GSTN. The
Department, therefore, could not identify non-filers and initiate proceedings
against non-filers, for six consecutive months. It was further observed that an
alert, in the form of a notice in Form GSTR-3A, required to be issued to the
defaulting taxpayers, through e-mail or other mode, had not been implemented,
resulting in non-identification of non-filers of returns.

The matter was reported to the Government/Department (November 2022); the
Commissioner, CTD during exit conference stated (February 2023) that audit
observation is being cross verified and time is required to provide actual report.
Further action taken was awaited (March 2024).

Recommendation No. 1: The proper officers may utilize the information
contained in the backend portal of the GSTN and initiate action, wherever
necessary, failing which responsibility may be fixed by the Department on
the officials concerned.

¢ Action initiated but not completed, in regard to non-filers

In the selected CTCs, 5,811 GSTR-3As had either not been issued or were
not available, resulting in non-completion of best judgement assessment in
Form ASMT-13, in these cases.

The due process of issue of GSTR-3A followed by ASMT-13 was not observed
in all cases. Audit observed that across 10 CTCs during 2017-18 to 2020-21,
21,979 non-filers were identified by the proper officers however, GSTR-3As
notices were issued in case of 16,168 non-filers only. Further, assessment orders
under ASMT-13 were issued in 833 cases only, despite taxpayers not filing their
returns within the stipulated time. In 10 CTCs, where records were available,
Audit observed that, in 82,393 cases, the taxpayers filed their returns in
pursuance of GSTR-3A, but the proper officers had not initiated action for
recovery of interest for the delayed payment of tax amounting to X 236.88 crore,
which had not been recovered.

The matter was reported to the Government/Department (November 2022); the
Commissioner, CTD, during the exit conference, stated (February 2023) that
audit observation is being cross-verified and time is required to provide actual
report. Further action taken was awaited (as of March 2024).

Recommendation No. 2: The Department may fix responsibility on proper
officers who had not initiated action for recovery of interest from late-filers
of GST Returns.
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¢ Inadequate efforts to recover dues

Section 78 of the JGST Act stipulates that any amount payable by a taxable
person in pursuance of an order passed under this Act, shall be paid by such
person within a period of three months from the date of service of such order
failing which recovery proceedings shall be initiated. The time period can be
less than three months in some special circumstances, if it is expedient in the
interest of Government.

Audit observed in 833 cases across nine out of selected 10 CTCs that the proper
officers of these CTCs did not take action after issuing ASMT-13 and DRC-07
to pursue recovery of the dues amounting to ¥ 30.87 crore!!>.

The matter was reported to the Government/Department (November 2022); the
Commissioner, CTD during exit conference stated (February 2023) that audit
observation is being cross verified and time is required to provide actual report.
Further action taken was awaited (March 2024).

2.3.6.2 Slow pace of scrutiny of returns

As per Section 61 of the JGST Act, various returns filed by taxpayers have to
be scrutinized by the proper officer to verify the correctness of the returns, and
suitable action has to be taken on any discrepancies or inconsistencies reflected
in the returns. The proper officer designated for this purpose is the Deputy
Commissioner of State Tax (DCST)/Assistant Commissioner of State Tax
(ACST). Further, Rule 99 of the JGST Rules, 2017, mandates that, in the case
of discrepancies, if any, notice shall be communicated to the taxpayer, to seek
his explanation.

Audit scrutinised the information available in the Management Information
System (MIS) report of the Department and noticed that during the period from
2017-18 to 2020-21 a total of 26,89,654 GSTR-3Bs were filed in 10 selected
CTCs. However, the proper officers of these CTCs had carried out the scrutiny
in respect of 65,817 returns only. Thus, it could be seen that less than three
per cent of total GSTR-3Bs filed were scrutinized by the Department in absence
of a risk-based approach for selection. It was further noticed that, in six''* out
of 10 selected CTCs no returns were scrutinized for the period 2017-18 and at
Ramgarh CTC, no return was scrutinized for the period 2017-18 and 2018-19.

Audit further scrutinized the data/information available in the backend portal of
the Department, relating to mismatch of ITC between GSTR-3B and GSTR-2A
and mismatch of tax payable between GSTR-1 and GSTR-3B for the period
2017-18 to 2020-21 in respect of all 10 CTCs and noticed that in respect of
1,44,375 returns, ITC mismatch of X 4,462.45 crore in GSTR-3B than eligible
ITC available as per GSTR-2A was there. Also, in respect of 1,42,239 returns,
the tax payable mismatch between GSTR-1 and GSTR-3B was X 1,860.69 crore.
These returns were not scrutinized by the proper officers.

Audit observed that the Department had not formulated a Manual/SOP for
scrutiny of returns by the proper officers under Section 61 of the Act and
identification of returns was being done only on the basis of the red flags

113 Total recoverable dues were T 41.63 crore, out of which dues of Z 10.76 crore was recovered
by the Department.
114 Hazaribag, Jamshedpur, Jamshedpur Urban, Ramgarh, Ranchi Special and Ranchi West.
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provided by the GSTN. This had resulted in lack of risk based selection and
non-utilisation of data/information available at the backend portal.

The matter was reported to the Government/Department (November 2022); the
Commissioner, CTD, during exit conference, stated (February 2023) that the
audit observation is being cross verified and time is required to provide actual
report. Further action taken was awaited (as of March 2024).

e Action initiated on scrutinized returns but not completed

Audit examined the follow-up action taken after scrutiny of returns at 10
selected CTCs. It was noticed in all 10 selected CTCs that during the period
from 2017-18 to 2020-21 a total number of 65,817 returns were scrutinized by
the Department, out of which in 6,048 cases discrepancies were noticed by the
proper officers and notices were issued to these taxpayers seeking explanation
for aforesaid discrepancies. In response to the notices, discrepancies were
accepted by taxpayers in 440 cases at four CTCs!!>. However, Show Cause
Notices (SCNs), though required to be issued in the remaining 5,608 cases, were
issued in respect of 3,252 cases only. Further, in these 3,252 cases additional
demand of X 986.50 crore was created out of which X 952.98 crore had not been
recovered.

Audit observed that there was absence of mechanism to monitor the follow-up
action taken by the proper officers on scrutinised returns, resulting in inadequate
issuance of SCNs in 2,356 cases and non-recovery of demand of X 952.98 crore.

The matter was reported to the Government/Department (November 2022); the
Commissioner, CTD during exit conference stated (February 2023) that
recovery of X 67.52 lakh is made after audit observation and recovery
proceedings has been initiated to recover dues amount of X 4.42 crore under
Section 79 of the JGST Act, 2017. Department’s reply was awaited in remaining
cases amounting to X 947.88 crore (March 2024).

Recommendation No. 3: The Department may: (i) formulate a
Manual/SOP for scrutiny of returns under Section 61 of the Act (ii) adopt
a risk-based sampling methodology for detailed process for selection of
returns for scrutiny, as adopted by the CGST Department (CBIC) and (iii)
prescribe timelines for scrutiny of returns.

2.3.6.3 Delay in Audit by tax authorities/internal audit not initiated |

As per the Section 65 of the JGST Act, 2017 the Commissioner or any officer
authorized by him, by way of a general or a specific order, may undertake audit
of any registered person for such period, at such frequency and in such manner
as may be prescribed. Section 2(13) of the JGST Act, 2017, defines “Audit” as
the examination of records, returns and other documents maintained or
furnished by the registered person under this Act or the Rules made thereunder
or under any other law for the time being in force to verify the correctness of
turnover declared, taxes paid, refund claimed and ITC availed, and to assess his
compliance with the provisions of this Act or the Rules made thereunder.

Internal audit wing was constituted in the CTD vide Notification No. S.0-144
(December 2017) to exercise and perform the powers and duties respectively
conferred and imposed under Section 65 of the JGST Act. The wing is divided

!5 Dhanbad, Dumka, Ramgarh and Ranchi Special.

73



Compliance Audit Report for the year ended 31 March 2022

into three internal audit divisions!'®, each under the charge of a Joint

Commissioner of State Tax (Audit). In this context, an internal audit manual has
been formulated (March 2021) by the Department to ensure that the internal
audit of taxpayers is carried out in a uniform, efficient and comprehensive
manner under Section 65 and 66 of the JGST Act.

CTD, issued detailed procedure of audit in the JGST Internal Audit Manual,
which incorporated the new norms for selection of taxpayers for conducting
internal audit based on risk parameters such as turnover, tax ITC, refund,
sensitive commodities/sector, non-compliances etc. It envisages that the
selection of the taxpayers to be internally audited will be done by Commissioner
of State Tax.

The details of internal audit undertaken by the Department during the period
2017-18 to 2020-21 for GST is given in Table 2.9 as below:

Table 2.9: Details of internal audit undertaken by the Department
(R in crore)

Financial Audit Total No. of Actual number | No. of cases Total Total
Year conducted | number of | taxpayer of audits in which amount | Recovery
for the taxpayers | selected for | completed (as | deficiencies |involved in
year audit of November were found |deficiencies
(in per cent) 2022)

2017-18 Yes 1,26,248 | 34 (0.001) Nil Audit not completed
2018-19 Audit for the period 2018-19 to 2020-21 had not been initiated
2019-20
2020-21

Source: Information provided by CTD.

Thus, from the above it is evident that the Department selected (between
March 2021 and July 2022) only 34 taxpayers for the period 2017-18, registered
in 16 CTCs!'"” under all three audit divisions, for internal audit under Section 65
of the Act. It was observed that despite constitution of internal audit wing
(December 2017) and formulation of internal audit manual (March 2021)
internal audit of selected taxpayers for the period 2017-18 was not completed.
Internal audit process for the period 2018-19 to 2020-21 had not even been
initiated. Further, the risk parameters based on which the taxpayers were
selected for audit, the details of audit conducted, returns scrutinised and the
results thereof, though called for (October 2022), was still awaited
(March 2024). As such, audit could not examine the parameters for selection of
taxpayers and efficacy of the internal audit mechanism.

The matter was reported to the Government/Department (October 2022); reply
of the Department was awaited (March 2024).

Recommendation No. 4: The Department may take necessary steps for
completion of internal audit for the period 2017-18 as well as selection and
conduct of internal audit for the period 2018-19 to 2020-21.

116 Dhanbad and Santhal Pargana, Jamshedpur and Ranchi and Hazaribag.

117" Adityapur, Bokaro, Chaibasa, Chirkunda, Deoghar, Dhanbad, Dhanbad Urban, Dumka,
Hazaribag, Jamshedpur, Jamshedpur Urban, Jharia, Ramgarh, Ranchi South, Ranchi Special
and Ranchi West.
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2.3.7 Inconsistencies in GST returns-Centralised Audit

Audit analyzed 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 identified on a set of parameters, which can be broadly
categorized into two domains - ITC and Tax payments.

Out of the 13 prescribed GST returns,!!® the following basic returns that apply
to 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 outward supplies of goods and services or both and
contains details of outward supplies of goods and services.

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

GSTR-6: Monthly return for Input Service Distributors (ISD) providing
the details of their distributed I'TC and inward supplies.

GSTR-8!": Monthly return to be filed by the e-commerce operators who
are required to deduct Tax collected at source (TCS) under GST.

GSTR-9: Annual Return (AR) to be filed by all registered persons other
than an ISD, Tax Deducted at Source (TDS)/TCS, Casual Taxable Person,
and Non-Resident taxpayer. This document contains the details of all
supplies made and received under various tax heads (CGST, JGST and
IGST) during the entire year along with turnover and audit details for the
same.

GSTR-9C: Annual audit form for all taxpayers having a turnover above
R five crore in a particular financial year. It is basically a reconciliation
statement between the ARs filed in GSTR-9 and the taxpayer's audited
annual Financial Statements (FS).

GSTR-2A: A system-generated statement of inward supplies for a
recipient. It contains the details of all B2B transactions of suppliers
declared in their Form GSTR-1/GSTR-5, ISD details from GSTR-6, details
from GSTR-7 and GSTR-8 respectively by the counterparty and import of
goods from overseas on bill of entry, as received from ICEGATE'? Portal
of Indian Customs.

118 GSTR-1, GSTR-3B, GSTR-4 (taxpayers under the Composition scheme), GSTR-5 (non-

resident taxable person), GSTR-5A (Non-resident OIDAR service providers), GSTR-6
(Input service distributor), GSTR-7 (taxpayers deducting TDS), GSTR-8 (E-commerce
operator), GSTR-9 (AR), GSTR-10 (Final return), GSTR-11 (person having UIN and
claiming a refund), CMP-08, and ITC-04 (Statement to be filed by a principal/job-worker
about details of goods sent to/received from a job-worker).

19 Introduced in October 2018.
120 Indian Customs Electronic Data Interchange Gateway (ICEGATE).
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The data analysis pertaining to state of Jharkhand for the period 2017-18 on
identified parameters and extent of deviations/inconsistencies observed (sample
for Centralised Audit) are summarised in Table 2.10:

Table 2.10: Summary of data analysis

(R in crore)

SL. Number of Amount of
Parameter Algorithm used o] Deviation/
No. deviations 5
Mismatch
Domain-ITC
ITC available as per GSTR-2A with all its amendments
. was compared with the ITC availed in GSTR-3B in Table
ITC  mismatch  between . . .
D1 GSTR-2A and GSTR-3B 4A(5) (accrued on domestic supplies) considering the 50 68.63
reversals in Table 4B(2) but including the ITC availed in
the subsequent year 2018-19 from Table 8C of GSTR-9.
. RCM payments in GSTR-3B Table 3.1(d) was compared
ITc avfﬂe‘; ‘tmder, R(él\S/ITl:s with ITC availed in GSTR.9 Table 6C, 6D and 6F. ’
D2 g%};rélgr%R_(; ax.m " | In cases where GSTR-9 was not available, the check was 50 16.15
restricted within GSTR-3B tax discharged in Table 3.1(d)
vis-a-vis ITC availed Table 4A(2) and 4A(3).
RCM payments in GSTR-9 Table 4G (tax payable) was
compared with ITC availed in GSTR-9 Table 6C, 6D and
Short payment of tax under | 6F (ITC availed). In cases where GSTR-9 was not
D3 | RCM vs ITC availed in | available, RCM payment in GSTR-3B Table 3.1(d) was 17 1.21
GSTR-3B/ GSTR-9 compared with GSTR-3B 4(A)(2) and 4A(3). Greater of
difference in GSTR-9 and GSTR-3B considered where
both were available.
Mismatch  between  ITC | Positive figure in GSTR-9C Table 12F and examination of
D4 | availed in AR and FS [Table | reasons provided in Table 13 for mismatch. 50 77.10
12F of GSTR- 9C]
Mismatch in ITC declared in Positive figure i‘n GSTR-9C Table 14T and examination
D5 | ARs with expenses in FS of reasons provided in Table 15 for mismatch. 50 345.48
[Table 14T of GSTR- 9C]
Domain: Tax Payments
Mismatch in total turnover | Negative figure in GSTR-9C Table 5R and examination
D6 | between AR and FS [Table SR | of reasons provided in Table 6 for mismatch. 25 5,328.73
of GSTR- 9C]
Mismatch in taxable turnover | Negative figure in GSTR-9C Table 7G and examination
D7 | between AR and FS [Table 7G | of reasons provided in Table 8 for mismatch. 50 2,391.54
of GSTR- 9C]
Mismatch in tax paid between | Negative figure in GSTR-9C Table 9R and examination
D8 books of accounts and tax | of reasons provided in Table 10 for mismatch. 50 16.64
payable in AR [Table 9R of '
GSTR- 9C]
The greater of tax liability between GSTR-1 (Tables 4 to
11) and GSTR-9 (Tables 4N, 10 and 11) was compared
. L with tax paid details in GSTR-3B Tables 3.1(a) and 3.1(b).
po | Undischarged tax liability In cases where GSTR. 9 was not available GSTR-3B tax 50 94.73
paid was compared with GSTR-1 liability.
The amendments and advance adjustments declared in
GSTR-1 and 9 were duly considered.
Composition taxpayer dealing | GSTINs declared in GSTR-8 who are also filing GSTR-4
D10 . . o 05 0.00
with e-commerce business under composition scheme.
Taxpayers who have not filed GSTR-3B but have filed
D11 | GSTR-3B was notfiled but | pere ™™ 0 F A available, indicating 25 1.49
GSTR-1 is available . . . . .
taxpayers carrying on the business without discharging tax.
Non/Short payment of interest | Interest calculated at the rate of 18 per cent on cash portion
D12 | on delayed payment of tax of tax payment on delayed filing of GSTR-3B vis-a-vis 50 18.29
interest declared in GSTR-3B
Total 472 8,359.99
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| 2.3.7.1 Non-submission of reply by the Department

The audit queries were issued to the respective CTCs between March 2022 and
April 2022 in respect of deviations/inconsistencies identified in 472 cases of
2017-18 (Table 2.10 above) without further scrutiny of taxpayer’s records. The
audit check in these cases was limited to verifying the Department’s action on
the identified deviations/mismatches.

As of June 2023, initial responses were yet to be received for deviations/
inconsistencies in 27 cases communicated to the Department (March 2022 to
April 2022), which represent a mismatch of turnover of ¥ 30.89 crore in five
cases and mismatch of tax liability/ITC of X 13.27 crore in 22 cases as detailed
in Table 2.11:

Table 2.11: Replies not received on identified deviations/inconsistencies

(R in crore)

Sample Departmen!: Reply Percentage
o e . not received
Audit Dimension
Amount of Amount of
Number . Number . Number | Amount
mismatch mismatch
ITC mismatch between
GSTR-2A and GSTR-3B 50 68.63 3 2.08 6.00% 3.03%
(DD
ITC availed under RCM vs
payment of tax in GSTR- 50 16.15 1 0.28 2.00% 1.79%

3B/GSTR-9 (D2)

Short payment of tax under
RCM vs ITC availed in 17 1.21 2 0.14 11.76% | 12.39%
GSTR-3B/ GSTR-9 (D3)

Mismatch  between ITC
availed in AR and FS [Table 50 77.10 0 0 0.00% 0.00%
12F of GSTR- 9C] (D4)

Mismatch in ITC declared in
ARs with expenses in FS

[Table 14T of GSTR- 9C] 50 345.48 1 3.04 2.00% 0.87%
(DS5)

Mismatch in total turnover

between AR and FS [Table 25 5,328.73 2 12.06 8.00% 0.00%

SR of GSTR- 9C] (D6)

Mismatch in taxable turnover
between AR and FS [Table 50 2,391.54 3 18.83 6.00% 0.00%
7G of GSTR-9C] (D7)

Mismatch in tax paid
between books of accounts

and tax payable in AR [Table 50 16.64 1 0.16 2.00% 1.00%
9R of GSTR- 9C] (D8)
Undischarged tax liability 50 94.73 5 5.82 10.00% 6.14%
DY)
Composition taxpayer
dealing with e-commerce 05 0.00 0 0 0.00% 0.00%
business (D10)
GSTR-3B was not filed but
GSTR-1 is available (D11) 2 1.49 ! 0 2.00% | 0.00%
Non/Short  payment  of
interest on delayed payment 50 18.29 8 1.75 32.00% 9.56%
of tax (D12)

Total 472 8,359.99 27 44.16 5.72% 2.08%
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Considering the rate of conversion of inconsistencies into compliance
deviations as brought out in the next paragraph, the Department is required to
expedite verification of these 27 cases as a priority.

Recommendation No. 5: The Department may urgently pursue the 27
inconsistencies and deviations pointed out by Audit, for which responses
have not been provided and intimate the results to Audit.

2.3.7.2 Results of centralized audit

Based on responses received from the Department to the Audit Queries, the
extent to which each of the 12 parameters translated into compliance deviations
is summarized in Table 2.12:

Table 2.12: Summary of deficiencies

(R in crore)

Audit Dimensions Total
E )
S = 2ol o £ T ~ | 2= ]
< g 2 | 8 52 | & o 3 o | = 5
S Es | GE|E |25 |3 | 8% |53 s |2 |2 |2
o~ Sp |l gw| 8~ < S| &2 s =2 = = = ]
= SgE| Lo 2| g2 | SE| E= 2R | = ] ] 58
8 | 28| 2z|z5 |38 | 8|2€ |23 |zE S |Es
. o s X g0 | =2 =) 2 = e = = = - & 5
Particulars §; CB|ZE| EE| 32 | ES|28 |28 3 SE 22 :E
z x| 8 21 28 25| ¥ 28 | 3 S
S = e = &) < = Q < S -] o 2 = g =
2 »n o = w O 172} = =X S = S 5 x o € 7 £ =
= 5 = w S HE | O 8 S = @ § & 1) &2 < £ = &
= EC|sE|(Z=|ES |22 EC 5| & EEl E°| 8%
S g - = = 2 B = = 3 s = S
= = B = £ = 5 I 5| & i = £ £ P
= | 25| B3| g:|cL | 28|95 |z¢|: [25|8 |zs
2 8| 88| 5<| 2@ 2g| EE 2 | B g & < 3
E || o8| ET|Es | ET &5 |55 |5 |E |7 |%
@] O S = = @ E 2 = = £ 6 &} 2
E | [§8]=® |87 |5 S =
1 2 3 4 5 6 7 8 9 10 11 12
No. 47 49 15 50 49 23 47 49 45 5 24 42 445
Cases where reply received
Amt 66.55 15.87 1.07( 77.10| 342.44|5316.67| 2372.71 16.48| 88.91 0 1.49 16.54 8315.83
B Data Entry No. 0 7 3 0 0 0 0 1 0 0 0 0 11
?:.‘- é’ errors Amt 0 0.91 0.20 0 0 0 0 0.85 0 0 0 0 1.96
S Action taken | No. 0 0 0 0 0 0 0 0 0 0 0 2 2
§ 3 before query Amt 0 0 0 0 0 0 0 0 0 0 0 0.20 0.2
£ 32
g g Other valid No. 2 1 0 0 11 0 0 1 0 1 0 0 16
a8 explanations Amt 1.82 0.16 0 0 78.04 0 0 0.22 0 0 0 0 80.24
R d No. 0 0 1 2 0 0 0 7 1 0 0 7 18
£ ecovere Amt 0 o 007 043 0 0 o 142] 008 0 ol 197 3.97
g 4| SCN issued No. 12 6 6 3 4 9 11 12 1 14 14 94
1SS
- §. § Amt 6.24 1.91 0.17 2.55 13.18| 443.26 88.42 2.88| 28.23 0 0.58 2.84 590.26
.g _ o No. 18 7 2 26 10 9 22 14 18 2 7 2 137
S | & £| ASMT-10
£ = = Amt 11.20 2.88 0.14f 63.55 42.90|4505.42| 1997.94 4.11{ 26.61 0 0.84 0.34 6655.93
% DT
21 & o Wb |y, 1 0 0 0 0 0 2 0 0 0 0 3 6
£l 2 | wim
&= | Amt 0.35 0 0 0 0 0| 2175 0 0 0 0| 033 2243
= taxpayers
E Department’s reply No. 0 11 3 0 0 0 0 0 0 0 0 14
&)
not acceptable to
Audit (Rebuttal) Amt 0 7.58 0.21 0 0 0 0 0 0 0 0 0 7.79
Total No. 31 24 8 34 13 13 33 32 31 3 21 26 269
ota
Amt 17.79 12.37 0.59( 66.53 56.08|4948.68| 2108.11 8.41| 5492 0 1.42 5.48( 7280.38
Department’s reply not No. 14 17 4 16 25 10 14 15 14 1 3 14 147
furnished with appropriate
. Amt 46.94 243 0.28 10.57| 208.32| 367.99| 264.60 5.80| 33.38 0 0.06 10.94 951.31
documentary evidence
Department stated that No. 0 0 0 0 0 0 0 0 0 0 0 0 0
they are examining the
. Amt 0 0 0 0 0 0 0 0 0 0 0 0 0
audit query
@  The amount in above Table under ‘Recovered’ and ‘SCN issued’ category is as per recoveries made and amount of SCN issued by
the Department irrespective of the amount pointed out by Audit.
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| 2.3.7.3 Summary of Central Audit

Out of deviations/inconsistencies in 445 cases, for which Department’s
responses were received, in 112 cases (25.16 per cent) involving X 594.23
crore (including mismatch of turnover). Department accepted the
deviations/inconsistencies in which X 3.97 crore was recovered in 18 cases
and issued SCN amounting to X 590.26 crore (including mismatch of turnover)
in 94 cases. Further, Department issued ASMT-10 in 137 cases involving
R 6,655.93 crore to seek taxpayers reply which represent a mismatch of
turnover of X 6,503.36 crore in 31 cases and mismatch of tax liability/ITC of
X 152.57 crore in 106 cases. In these cases, higher rates of deviations were
noticed in risk areas such as ITC mismatch, excess ITC availed under reverse
charge, incorrect turnover declarations and short payment of tax.

In six cases involving X 22.43 crore (1.34 per cent), the Department stated that
these cases were under correspondence with the taxpayer.

In 147 cases amounting to X 951.31 crore (including mismatch of turnover),
the Department did not accept the deviations pointed out by Audit, its
contention was not borne out by evidence, and was thus, not amenable to
verification by Audit and in 14 cases amounting to X 7.79 crore, Department
replies were not acceptable to Audit and further clarification was sought.

In 29 cases (6.51 per cent), where the Department’s reply was acceptable to
Audit, data entry errors by taxpayers comprised in 11 cases (37.93 per cent),
Department had proactively taken action in two cases, and in 16 cases,
Department had valid explanations.

High value case for each audit dimension of Centralised Audit (for compliance
deviations/inconsistencies pertaining to cases of recovery, ASMT-10, SCN
issued and under correspondence with taxpayer) are detailed below in
Table 2.13:

Table 2.13: Highest value case for each audit dimension

(R in crore)

Sl Dimension GSTIN Name of the Circle Mismatch | Action
No. taxpayer taken
1 ITC mismatch | 20XXXXXXXXXXXZW | Pragati Ranchi 1.16 ASMT-10
between Chemicals South
GSTR-2A and India Pvt.
GSTR-3B Ltd.
(D)
2 ITC availed | 20XXXXXXXXXXXZR Thriveni Ranchi 1.01 ASMT-10
under RCM vs Earthmovers | South
payment of tax Pvt. Ltd.
in GSTR-
3B/GSTR-9
(D2)
3 Short payment | 20XXXXXXXXXXXZ3 Sehra Steel Ranchi 0.07 ASMT-10
of tax under Industries South
RCM vs ITC
availed in
GSTR-3B/
GSTR-9 (D3)
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Table 2.13: Highest value case for each audit dimension

(R in crore)

SL. Dimension GSTIN Name of the Circle Mismatch | Action
No. taxpayer taken
4 Mismatch 20XXXXXXXXXXXZH | Usha Martin | Adityapur 46.21 ASMT-10
between ITC Ltd. (USAD)
availed in AR
and FS [Table
12F of GSTR-
9C] (D4)
5 Mismatch in 20XXXXXXXXXXXZS Tata Singhbhum 9.39 ASMT-10
ITC declared Pigments
in ARs with Ltd.
expenses in FS
[Table 14T of
GSTR- 9C]
D5)
6 Mismatch in 20XXXXXXXXXXXZT | Prasar Bharti | Ranchi 4218.67 | ASMT-10
total turnover Broadcasting | South
between AR Corporation
and FS [Table of India
5R of GSTR-
9C] (D6)
7 Mismatch in 20XXXXXXXXXXXZ5 Vishkarma Singhbhum 440.31 | ASMT-10
taxable Industries
turnover
between AR
and FS [Table
7G of GSTR-
9C] (D7)
8 Mismatch in 20XXXXXXXXXXXZ5 BGR Mining | Dhanbad 1.06 ASMT-10
tax paid & Infra Ltd.
between books
of accounts
and tax
payable in AR
[Table 9R of
GSTR- 9C]
(D8)
9 Undischarged | 20XXXXXXXXXXXZG | New Dhanbad 8.44 SCN
tax liability Hindustan Urban
(DY) Centre
10 Composition 20XXXXXXXXXXXZK | Time & Bokaro 0 SCN
taxpayer Motion
dealing with Hospitalities
e-commerce Pvt. Ltd.
business
(D10)
11 GSTR-3B was | 20XXXXXXXXXXXZI Manthan Ranchi 0.77 ASMT-10
not filed but Durang South
GSTR-1 is Ventures
available Pvt. Ltd.
(D11)
12 Non/Short 20XXXXXXXXXXXZY Orion Ranchi 0.37 SCN
payment of Securities West
interest on Ltd.
delayed

payment of tax
(D12)
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[lustrative cases are explained below:
(i) ITC mismatch between GSTR-2A and GSTR-3B

GSTR-2A is a purchase related dynamic tax return that is automatically
generated for each business by the GST Portal, whereas GSTR-3B is a monthly
return in which summary of outward supplies along with ITC declared and
payment of tax are self-declared by the taxpayer.

To analyze the veracity of ITC utilization, relevant data were extracted from
GSTR-3B and GSTR-2A for the year 2017-18, and the ITC paid as per
suppliers’ details was matched with the ITC credit availed by the taxpayer. 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)"!
excluding the reversals Table 4B (2)'?? but including the ITC availed in the
subsequent year 2018-19 from Table 8C of GSTR- 9.

Audit observed that in case of taxpayer, M/s Pragati Chemical India Pvt. Ltd.
(20X XXX XXXXXXXZW) under Ranchi South CTC, the ITC available as per
GSTR-2A was % 1.38 crore and the ITC availed in Table 4A(5) of GSTR-3B
was X 2.55 crore (including the ITC availed in the subsequent year 2018-19
from Table 8C of GSTR- 9). This resulted in mismatch of ITC availed
amounting to X 1.16 crore.

This was communicated to the Department (March 2022). In response, the
Department stated (February 2023) that ASMT-10 has been issued. Further
action taken was awaited (March 2024).

(ii)  ITC availed under RCM vs payment of tax in GSTR-3B/GSTR-9

Under RCM, the liability to pay tax is fixed on the recipient of supply of goods
or services instead of the supplier or provider in respect of certain categories of
goods or services or both under Section 9(3) or Section 9(4) of the JGST Act,
2017 and under sub-section (3) or sub-section (4) of Section 5 of the IGST Act,
2017.

To analyse the veracity of ITC availed on tax paid under RCM for the year
2017-18, the datasets pertaining to GSTR-3B and AR 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 RCM payments in GSTR-3B
Table 3.1(d)'?* with ITC availed in GSTR-9 Table 6C'**, 6D'* and 6F'?°. In
cases where GSTR-9 was not available, the check was restricted within
GSTR-3B where the tax discharged part in R3B Table 3.1(d) was compared
with the ITC availing part of R3B 4A (2)'?” and 4A (3)'%8.

Audit observed that in case of a taxpayer, M/s Thriveni Earthmovers Pvt. Ltd.
ROXXXXXXXXXXXZR) under Ranchi South CTC, the ITC available in
Table 3.1(d) of GSTR-3B was X 0.35 crore and the ITC availed in Table 4A(2)

121 All other eligible ITC.

122 Other ITC reversed.

123 Inward supplies (liable to reverse charge).

124 Inward supplies receive from unregistered persons liable to reverse charge.
125 Inward supplies received from registered persons liable to reverse charge.
126 Import of services.

127" Import of services.

128 Inward supplies (liable to reverse charge).
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& (3) of GSTR-3B was X 1.36 crore resulting in mismatch of ITC availed
amounting to X 1.01 crore.

This was communicated to the Department (March 2022). In response, the
Department stated (February 2023) that ASMT-10 has been issued. Further
action taken was awaited (March 2024).

(iii)  Short payment of tax under RCM vs ITC availed in GSTR-3B/
GSTR-9

The extent of availing of ITC 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 AR GSTR- 9 to check whether the tax has been discharged fully on the
activities/transactions under RCM. In cases where GSTR-9 was filed, the RCM
payments in Table 4G'?° was compared with ITC availed in Table 6C, 6D and
6F. In cases where GSTR-9 was not available, RCM payments in GSTR-3B
Table 3.1(d)!*° was compared with GSTR-3B 4(A)(2)"3! and 4A(3)'%.

Audit observed that in case of taxpayer, M/s Sehra Steel Industries
20XXXXXXXXXXXZ3) under Ranchi South CTC, the RCM payments in
Table 4G of GSTR-9 amounts to ¥ 0.01 crore (GSTR-3B also shows RCM
payment amounting to X 0.01 crore) and the ITC availed in Table (6C+6D+6F)
of GSTR-9 amounting to X 0.07 crore. This resulted in excess availment of ITC
on RCM without payment of tax amounting to X 0.06 crore.

This was communicated to the Department (March 2022). In response, the
Department stated (February 2023) that ASMT-10 has been issued. Further
action taken was awaited (March 2024).

(iv)  Mismatch between ITC availed in AR and FS (Table 12F of
GSTR-9C)

Table 12 of GSTR-9C reconciles ITC declared in AR (GSTR-9) with ITC
availed as per audited annual FS or books of accounts. Column 12F of this Table
deals with unreconciled ITC.

The certified reconciliation statement submitted by the taxpayer as required
under the Rule 80(3) of JGST Rules in form GSTR-9C for the year 2017-18 was
analysed at data level to review the extent of identified mismatch in ITC
declared in the AR with the FS.

Unreconciled ITC of ¥ 46.21 crore declared in Table 12F of GSTR-9C, being
ITC availed in GST returns in excess of eligible ITC based on FS, in case of, a
taxpayer, M/s Usha Martin Ltd. QOXXXXXXXXXXXZH) under Adityapur
CTC, was noticed.

This was communicated to the Department (March 2022). In response, the
Department stated (February 2023) that ASMT-10 has been issued. Further
action taken was awaited (March 2024).

129
130
131
132

Inward supplies on which tax is to be paid on reverse charge basis.

Inward supplies (liable to be reverse charge).

Import of services.

Inward supplies liable to be reverse charge other than import of Goods and Services.
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v) Mismatch between ITC declared in ARs with expenses in FS (Table
14T of GSTR- 9C)

Table 14 of GSTR- 9C reconciles ITC declared in AR (GSTR-9) with ITC
availed on expenses as per audited annual FS or books of accounts. Column 14T
of this Table deals with unreconciled ITC.

The certified reconciliation statement submitted by the taxpayer as required
under the Rule 80(3) of JGST Rules in Form GSTR- 9C for the year 2017-18
was analysed at data level to review the extent of identified mismatch in ITC
declared in the AR with the expenses reported in the FS.

Unreconciled ITC of X 9.39 crore declared in Table 14T of GSTR- 9C, being
ITC availed in GST returns in excess of eligible ITC based on expenses reported
in FS, in case of a taxpayer, M/s Tata Pigments Ltd. (20XXXXXXXXXXXZS)
under Singhbhum CTC.

This was communicated to the Department (March 2022). In response, the
Department stated (February 2023) that ASMT-10 has been issued. Further
action taken was awaited (March 2024).

(vi)  Mismatch in total turnover declared in GSTR-9C (Table 5R)

Table 5 of GSTR-9C is the reconciliation of turnover declared in audited annual
FS with turnover declared in annual turnover (GSTR-9). Column 5R of this
Table captures the unreconciled turnover between the AR GSTR-9, and that
declared in the FS for the year after the requisite adjustments.

The certified reconciliation statement submitted by the taxpayer as required
under Rule 80(3) of JGST Rules in form GSTR- 9C for the year 2017-18 was
analysed at data level to review the extent of identified mismatch in turnover
reported in the AR vis-a-vis the FS. The unreconciled amount in cases where
the turnover declared in GSTR- 9 is less than the FS indicates 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 taxable and exempted supplies.

Audit query on unreconciled turnover in Table SR of GSTR-9C, amounting to
R 4,218.67 crore was issued in respect of taxpayer, M/s Prasar Bharti
Broadcasting Corporation of India Ltd. (20XXXXXXXXXXXZT) under
Ranchi South CTC.

This was communicated to the Department (March 2022). In response, the
Department stated (February 2023) that ASMT-10 has been issued. Further
action taken was awaited (March 2024).

(vii) Mismatch in taxable turnover declared in GSTR- 9C (Table 7G of
GSTR-9C)

Table 7 of GSTR- 9C is the reconciliation of taxable turnover. Column 7G of
this Table captures the unreconciled taxable turnover between the AR GSTR- 9
and that declared in the FS for the year after the requisite adjustments.

The certified reconciliation statement submitted by the taxpayer as required
under the Rule 80(3) of JGST Rules in Form GSTR- 9C for the year 2017-18
was analysed at data level to review the extent of identified mismatch in taxable
turnover reported in the AR vis-a-vis the FS. The unreconciled amount in cases

83



Compliance Audit Report for the year ended 31 March 2022

where the turnover in GSTR- 9 is less than the FS 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.

Audit query on unreconciled taxable turnover in Table 7G of GSTR-9C,
amounting to ¥ 440.31 crore was issued in respect of taxpayer, M/s Vishkarma
Industries 20XXXXXXXXXXXZS5) under Singhbhum CTC was issued.

This was communicated to the Department (March 2022). In response, the
Department stated (February 2023) that ASMT-10 has been issued. Further
action taken was awaited (March 2024).

(viii) Mismatch in tax paid between AR and Books of Accounts (Table 9R
of GSTR-9C)

The certified reconciliation statement submitted by the taxpayer as required
under Rule 80(3) of JGST 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 AR and the books of account. Table 9 of the GSTR-9C attempts to
reconcile the tax paid by segregating the turnover rate-wise and comparing it
with the tax discharged as per AR GSTR-9. The unreconciled amounts could
potentially indicate tax levied at incorrect rates, incorrect depiction of taxable
turnover as exempt or vice versa or incorrect levy of CGST/JGST/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 year from April to September 2018.
Consequential interest payments - both short payments and payments under
incorrect heads - also need to be examined in this regard.

Audit query on unreconciled payment of tax declared in Table 9R of GSTR-
9C, amounting to X 1.06 crore in case of the taxpayer, M/s BGR Mining & Infra
Ltd. QOXXXXXXXXXXXZS5) under Dhanbad CTC, was issued.

This was communicated to the Department (March 2022). In response, the
Department stated (February 2023) that ASMT-10 has been issued. Further
action taken was awaited (March 2024).

(ix)  Undischarged tax liability

GSTR-1 depicts the monthly details of outward supplies of goods or services.
These details are also mentioned in the relevant columns of AR in Form GSTR-
9 filed by the taxpayer. Further, taxable value and tax paid thereof are also
shown in GSTR-3B.

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. Where GSTR- 9 was
not available, a comparison of tax payable between GSTR-1 and GSTR-3B was
resorted to. The amendments and advance adjustments declared in GSTR-1 and
GSTR-9 were also considered for this purpose.

For the algorithm, Tables 4 to 11 of GSTR-1 and Tables 4N, 10 and 11 of
GSTR-9 were considered. The greater of the tax liability between GSTR-1 and
GSTR-9 was compared with the tax paid declared in Tables 9 and 14 of GSTR-9
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to identify the short payment of tax. In the case of GSTR-3B, Tables 3.1(a)!*}
and 3.1(b)'** were taken into account. During audit, it was observed that in case
of taxpayer, M/s New Hindustan Centre (20XXXXXXXXXXXZG) under
Dhanbad Urban CTC, the tax payable in Table 4 to 11 of GSTR-1 was X 8.45
crore and the tax payable declared in Tables 3.1(a) & 3.1 (b) of GSTR-3B was
% 0.01 crore. This resulted in mismatch of tax liability amounting to X 8.44 crore
between GSTR-1 and GSTR-3B.

This was communicated to the Department (March 2022). In response, the
Department stated (February 2023) that SCN for the objected amount in Form
DRC-01 has been issued. Further action taken was awaited (March 2024).

(x) Short payment of interest

Section 50 of the Act stipulates that every person liable to pay tax in accordance
with the provisions of this Act or the Rules made there under but fails 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
the rate notified.

The extent of short payment of interest on account of delayed remittance 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 in case of taxpayer, M/s Orion Securities Ltd.
ROXXXXXXXXXXXZY) under Ranchi West CTC, that the returns
(GSTR-3B) pertaining to the months of August 2017 to March 2018, were filed
with delay. This resulted in short payment of interest amounting to X 0.37 crore.

This was communicated to the Department (April 2022). In response, the
Department stated (February 2023) that SCN for the objected amount has been
issued. Further action taken was awaited (March 2024).

2.3.7.4 Analysis of causative factors

Considering the Department’s response to deviations/inconsistencies in
445 cases, the factors that caused the data deviations/inconsistencies are
discussed below:

o Deviations from GST law and rules

Out of the 445 deviations summarized in Table 2.12 above, the Department
accepted the audit observations or initiated examination in 255'% cases with
effect of X 7,272.59 crore which represent mismatch of turnover of X 7,056.79
crore in 46 cases and mismatch of tax liability/ITC of X 215.80 crore in 209
cases. Out of these cases, the Department has recovered X 3.97 crore in 18 cases,
issued SCN in 94 cases for T 590.26 crore (including mismatch of turnover),
issued notice conveying discrepancies to the taxpayer in Form ASMT-10 in 137
cases for  6,655.93 crore which relates to mismatch of turnover of X 6,503.36

133
134

Outward taxable supplies (other than zero rated, nil rated and exempted).

Outward taxable supplies (Zero rated).

135 Recovered: 18 (2 3.97 crore), SCN: 94 (% 590.26 crore), ASMT-10: 137 (% 6,655.93 crore),
Under correspondence with taxpayer: 6 (X 22.43 crore).
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crore in 31 cases and tax liability/ITC of X 152.57 crore in 106 cases, and was
in correspondence with the respective taxpayers of X 22.43 crore in six cases.

The details of top five accepted cases are given in Table 2.14 below:

Table 2.14: Top five cases accepted or action initiated by the Department
(R in crore)

Sl
No

GSTIN

Name of the
taxpayer

Name of the
CTC

Dimension

Amount

Action
taken

1.

20XXXXXXXXXXXZ2

Purba Enterprises

Dhanbad
Urban

Undischarged
liability

8.09

SCN

2.

20XXXXXXXXXXXZR

H.S. Enterprises

Jamshedpur

Undischarged
liability

0.55

DRC-07

20XXXXXXXXXXXZ9

NNB Engineers
Pvt. Ltd.

Adityapur

Mismatch of
ITC between
GSTR-2A &

0.43

ASMT-10

3B

Unreconciled
tax payment
under 9R of

GSTR-9C

20XXXXXXXXXXXZ3 |Ayesha Traders | Jamshedpur 0.48

Unreconciled
tax payment
under 9R of

GSTR-9C

20XXXXXXXXXXXZK|Aisha Steel House| Hazaribag 0.22

il.

iii.

1v.

Audit noticed (March 2023) in case of a taxpayer, M/s Purba Enterprises
20XXXXXXXXXXXZ?2), under Dhanbad Urban CTC, that tax payable
in Table 4 to 11 of GSTR-1 was X 31.02 crore, however, tax discharged
in GSTR-3B was only X 22.93 crore. The mismatch in tax liability of
8.09 crore, was communicated to the Department. In response, the
Department stated (February 2023) that SCN for the objected amount has
been issued. Further action taken was awaited (March 2024).

Audit query on undischarged liability arising out of comparison between
GSTR-1 and GSTR-3B amounting to X 0.55 crore was issued in respect
of taxpayer, M/s H.S. Enterprises (20XXXXXXXXXXXZR), under
Jamshedpur CTC. This was communicated to the Department (March
2022). In response, the Department raised additional demand of X 0.55
crore vide DRC-07 (September 2022).

A taxpayer, M/s NNB Engineers Pvt. Ltd. (20XXXXXXXXXXXZ9)
under Adityapur CTC was identified for examination of ITC mismatch
between GSTR-3B and GSTR-2A amounting to X 0.43 crore. This was
communicated to the Department (March 2022). In response, the
Department stated (February 2023) that ASMT-10 has been issued.
Further action taken was awaited (March 2024).

Audit query on mismatch of tax payment between GSTR- 9 and FS of
X 048 crore was issued in case of Ayesha Traders
QOXXXXXXXXXXXZ3) wunder Jamshedpur CTC. This was
communicated to the Department (March 2022). In response, the
Department raised additional demand of X 0.89 crore vide DRC-07
(September 2022).

Audit query on mismatch of tax payment between GSTR- 9 and FS of
T 022 crore was issued in <case of Aisha Steel House
QROXXXXXXXXXXXZK) under Hazaribag CTC. This was
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communicated to the Department (March 2022). In response, the
Department recovered the objected amount of X 0.22 crore (July 2022).

. Cases where Department’s reply is not acceptable to Audit

Out of the 161 cases of non-compliance involving ¥ 959.10 crore, which
represents a mismatch of turnover < 632.58 crore in 24 cases and mismatch of
tax liability/ITC of ¥ 326.52 crore in 137 cases, Department’s reply was not
accepted in 14 cases amounting to X 7.79 crore. Details of top five cases are
featured in Table 2.15 below:

Table 2.15: Top five cases, where Department’s response was rebutted
(including cases where Department reply not furnished with appropriate
documentary evidence)

(R in crore)

Sl Name of the . . Name of | Mismatch
No (U] taxpayer Dimension the CTC amount
Steel Authority
of India Ltd., Unreconciled turnover in
1. 20X XXX XXXXXXXZ] Bokaro Steel Table 5R of GSTR-9C Bokaro 206.37
plant
Dayal Steels Unreconciled turnover in
2. 20X XXX XXXXXXXZ9 Limited Table 5R of GSTR-9C Ramgarh 89.41
Axil Core . .
. Unreconciled taxable turnover Ranchi
3. 20X XXXXXXXXXXZD E;ldsmess Pvt. in Table 7G of GSTR-9C Special 13.30
Kashmir
4. | 20XXXXXXXXXXXZ7 | Vastralyay Undischarged tax liability | Ranchi East 9.90
Collections
Metalsa India Unreconciled ITC in Table .
5. 20X XXX XXXXXXXZS Pvt. Ltd. 14T of GSTR-9C Chaibasa 8.28

Ilustrative cases included in above Table are discussed below:

i.  Unreconciled turnover of X 206.37 crore declared in Table SR of GSTR-
9C was noticed in respect of M/s Steel Authority of India Ltd.
QOXXXXXXXXXXXZJ), under Bokaro CTC, which was
communicated to the Department (March 2022).

The Department stated (February 2023) that audit observation was not
tenable. The reply is not acceptable as reasons for unreconciled turnover
of ¥ 206.37 crore was not furnished. Further, supportive evidence for
reconciliation of the aforesaid turnover, if any, though called for
(February 2023) was not provided (March 2024).

ii.  Unreconciled turnover of % 89.41 crore declared in Table SR of GSTR-
9C was noticed in respect of M/s Dayal Steels Limited
(20XXXXXXXXXXXZ9), wunder Ramgarh CTC, which was
communicated to the Department (March 2022).

The Department stated (February 2023) that taxpayer replied that parent
company has two other companies registered with same PAN. The
turnover mentioned in GSTR-9C comprise of turnover of all three
companies. Taxpayer statements was verified and found correct as such,
proceedings were dropped. The reply of the Department is not acceptable

87



Compliance Audit Report for the year ended 31 March 2022

as response of the Department was not supplemented with GSTR- 9 of all
the three companies to reconcile the short declared turnover in GSTR- 9.

1i.  Unreconciled taxable turnover of X 13.30 crore declared in Table 7G of
GSTR- 9C was noticed in respect of M/s Axil Core Business Pvt. Limited
(20XXXXXXXXXXXZD), under Ranchi Special CTC, which was
communicated to the Department (March 2022).

The Department stated (February 2023) that the difference amount is
related to taxesi.e., Value Added Tax (VAT) and Central Sales Tax (CST)
paid which are not included in the taxable value. Therefore, proceedings
were dropped. The reply is not acceptable as response of the Department
was not supported with corroborative evidence.

iv. In case of taxpayer, M/s Kashmir Vastralaya Collections
OXXXXXXXXXXXZT), under Ranchi East CTC mismatch of tax
liability of X 9.90 crore between GSTR-3B & GSTR-1 was noticed and
communicated to the Department (March 2022).

The Department, in reply, stated that on verification it was noticed that
due to technical glitch while filing return for the month of October 2017
output tax was not paid. However, the same was paid in due course. The
reply is not acceptable as response of the Department was not supported
by corroborative evidence viz details of payment of tax in due course,
complaint if any raised with GSTN and interest levied/paid for delayed
payment of tax.

v. Unreconciled ITC of % 8.28 crore declared in Table 14T of GSTR- 9C was
noticed in respect of a taxpayer, M/s Metalsa India Pvt. Ltd.
QOXXXXXXXXXXXZS), under Chaibasa CTC, which was
communicated to the Department (March 2022).

The Department stated (February 2023) that the difference amount is
related to transitional credit availed by the taxpayer. Therefore,
proceedings were dropped. The reply is not acceptable as corroborative
evidence in support of the response was not provided.

° Data entry errors by taxpayers

The data entry errors in 11 cases constituted 2.47 per cent of the total responses
received, and 38 per cent of 29 cases, where the Department’s responses were
accepted by Audit. These data entry errors did not have any revenue implication.
Most of the data entry errors related to RCM, and tax paid (provided in GSTR-
9C). An illustrative case is brought out below:

A deviation amounting to X 0.85 crore was identified as tax liability mismatch
between GSTR-1 and GSTR- 9 return of the taxpayer, M/s Khemka Enterprises
ROXXXXXXXXXXXZS5), under Katras CTC, and communicated to the
Department. On receipt of Department’s reply (February 2023), it was seen that
the deviation was caused due to a typographical error. The actual tax payable
amount as per GSTR- 9 was X 94.69 lakh (CGST) but in GSTR- 9 column 9B,
due to clerical mistake, it has been shown as % 9.46 lakh (CGST) (while SGST
amount payable X 94.69 lakh is shown correctly). The system allowed for such
data entry errors, which could have been avoided with proper validation
controls.

88



Chapter-I1: Subject Specific Compliance Audits

° Action taken before issue of Audit queries

As summarised in Table 2.12 above, the Department had already taken action
in two cases, constituting less than one per cent of the 445 responses received.
The CTC which had proactively addressed the deviations/inconsistencies is
indicated in Table 2.16.

Table 2.16: Action taken before query - CTC wise

Name of the | Action taken before Responses Responses | Percentage of
CTC Audit Query received not received total cases
Ranchi East 02 17 0 12

Recommendation No. 6: The Department may propose to the GST Council
for introducing validation controls/soft alerts in GST returns to curb data
entry errors, enhance taxpayer compliance and facilitate better scrutiny.

2.3.8 Detailed audit of GST returns

In a self-assessment 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 efficient governance mechanism is essential. An IT driven
compliance model enables maintaining a non-discretionary regime of

governance on scale and facilitates a targeted approach to enforce compliance.

From an external audit perspective, Audit also focused on a data-driven risk-
based approach. Thus, apart from identifying inconsistencies/deviations in GST
returns through pan-India data analysis, a detailed audit of GST returns was also
conducted as a part of this review. A risk-based sample of 55 taxpayers was
selected for this part of the review. The methodology adopted was to initially
conduct a desk review of GST returns and FS filed by the taxpayers as part of
the GSTR-9C and other records available in the back-end system to identify
potential risk areas, inconsistencies/deviations and red flags. Desk review was
carried out in CAG field audit offices. Based on desk review results, detailed
audit was conducted in CTD field formations by requisitioning corresponding
granular records of taxpayers such as financial ledgers, invoices etc. to identify
causative factors of the identified risks and to evaluate compliance by taxpayers.

As brought out in the previous paragraphs detailed audit involved a desk review
of GST returns and other basic records to identify risks and red flags, which
were followed up by field audit to identify the extent of non-compliance by
taxpayers and action taken by the CBIC field formations. Non-compliance by
taxpayers at various stages ultimately impacts the veracity of returns filed,
utilisation of ITC and discharge of tax payments. The audit findings are
therefore categorized under (a) returns (b) utilization of ITC and (c) discharge
of tax liability.

2.3.8.1 Scope limitation (partial production of records)

During the desk review of taxpayers’ records available in the back-end system,
Audit identified the risks related to excess ITC and tax liability mismatches for
detailed examination. On the ITC dimension, the mismatches were identified by
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comparing GSTR-3B with GSTR-2A and GSTR- 9, and the declarations made
in Table 12 and 14 of GSTR- 9C. On the tax liability dimension, the mismatches
were identified by comparing GSTR-3B with GSTR-1 and GSTR- 9 and the
declarations in Table 5, Table 7, and Table 9 of GSTR- 9C. However, in all 55
cases, the Department did not produce the corresponding granular records such
as the supplementary financial ledgers, invoices, agreement copies etc. required
for examining the causative factors for mismatches of ITC and tax liability.
Audit requisitioned these granular records of the taxpayers through the
respective Ranges. The jurisdiction-wise partial production of records is
summarized in Table 2.17:

Table 2.17: Partial production of records
(R in crore)

Sample Mismatch of ITC/tax liability
Name of the CTC Number of Number of Amount of
taxpayers taxpayers deviation

Adityapur 01 01 0.97
Bokaro 01 01 1.14
Dhanbad 02 02 3.99
Dhanbad Urban 01 01 0.65
Dumka 02 02 3.17
Hazaribag 02 02 1.00
Jamshedpur 02 02 0.48
Jamshedpur Urban 03 03 16.60
Katras 01 01 0.52
Palamu 02 02 3.12
Ramgarh 02 02 2.26
Ranchi East 01 01 0.72
Ranchi South 07 07 25.19
Ranchi Special 02 02 2.63

Ranchi West 25 25 294.16
Singhbhum 01 01 0.01

Total 55 55 356.61

The granular records were partially produced in all the cases; as a result the
identified risks relating to mismatch/excess/irregular availing of ITC and
undischarged liability of X 356.61 crore could not be examined in detail by
Audit.

2.3.8.2 Returns

The detailed audit of returns filed by a sample of 55 taxpayers disclosed that
interest payments were not discharged by taxpayers and non-filing of returns
existed in a significant number of cases, which are brought out below:

¢ Non-payment of interest by taxpayers

Audit observed (between July 2022 to October 2022) in 29 cases, constituting
52.72 per cent of the 55 cases audited, that taxpayers had either filed their
returns belatedly or had erroneously utilised excess ITC credits, which were
reversed, but, the interest payments amounting to X 0.74 crore on belatedly
filed returns or reversal of excess input tax credit were not discharged.

The matter was reported to the Government/Department (November 2022); the
Commissioner, CTD during exit conference stated (February 2023) that an
amount of ¥ 15.10 lakh has been recovered in six cases and notice in Form
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ASMT-10/DRC-01A/DRC-01 has been issued in 18 cases. Replies were not
furnished in remaining five cases. The Commissioner, CTD has been requested
(February 2023) to make available response of the Department in remaining
cases. Further action taken was awaited (March 2024).

An illustrative case is featured below:

A taxpayer, M/s AKS Ventures Pvt. Ltd (20XXXXXXXXXXXZC) under
Ranchi South CTC had filed the returns of September, October and December
2017 to March 2018, belatedly in May, June and August 2018 respectively, and
paid the tax dues in these returns by debiting the Cash Ledger. However, interest
amounting to X 23.03 lakh was not paid.

When this was pointed out (August 2022), the Department stated (February
2023) that notice in Form DRC-01A has been issued and further action will be
taken after getting reply from the taxpayer. Further action taken was awaited
(March 2024).

¢ Non-filing of GST returns

Audit  observed (September 2022) in one case (GSTIN-
20XXXXXXXXXXXZV) at Palamu CTC that the taxpayer had not filed
monthly return in Form GSTR-3B for the months of July and August 2017 till
date (October 2022), though he was registered with effect from July 2017. It
was noticed that proper officer did not issue notice in Form GSTR-3A
requiring the taxpayer to furnish such return within 15 days.

When pointed out (September 2022), the Department stated (February 2023)
that notice in Form ASMT-10 for informing discrepancies in the return after
scrutiny has been issued. Further action taken was awaited (March 2024).

e Non-payment of late-fee and penalty for delay/mon filing of GST
returns

Audit observed in 13 cases, constituting 24 per cent of the 55 cases audited, that
taxpayers had either not filed GSTR-9 and GSTR-9C or filed GSTR-9 belatedly
but late fee and penalty amounting to X 11.98 lakh was not paid by them.

The matter was reported to the Government/Department (November 2022); the
Commissioner, CTD during exit conference stated (February 2023) that notice
in Form ASMT-10 has been issued in 11 cases. Replies were not furnished in
remaining two cases. The Commissioner, CTD has been requested
(February 2023) to make available response of the Department in remaining
cases. Further action taken was awaited (March 2024).

| 2.3.8.3 Utilisation of ITC

ITC means the 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 input supplies can be used to
set-off for payment of taxes on outward supplies.

Section 16 of the JGST Act prescribe the eligibility and conditions to avail ITC.
Credit of CGST cannot be used for payment of JGST/ UTGST and credit of
JGST/UTGST cannot be utilised for payment of CGST. Rule 36 to 45 of the
JGST Rules prescribes the procedures for availing and reversal of ITC.
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Audit findings and mismatches noticed related to utilization of ITC are

discussed below:

o Mismatches in ITC

Audit analysed the dataset of GSTR-2A in respect of selected taxpayers along
with datasets of GSTR-3B, GSTR-9 and GSTR-9C filed by the taxpayers and
noticed mismatches of ITC among returns. Audit could not examine
mismatches in detail since relevant granular records were not produced by the
Department. However, in some cases the Department had replied against the
mismatches pointed out by Audit. The details of mismatches in ITC noticed by

Audit are given in Table 2.18:

Table 2.18: Mismatch in ITC claimed by taxpayers

(R in crore)

Sl. No.of | No.of | Amount
Parameter . of Remarks
No cases | Circles q
mismatch

1. ITC mismatch between 50 16 109.46 On being pointed out (November 2022); the
GSTR-2A and GSTR-3B Commissioner, CTD during exit conference
/GSTR-9: The ITC stated (February 2023) that notice in Form
available as per GSTR-2A ASMT-10 has been issued in 43 cases. Three
was compared with the ITC cases not found tenable. Replies were not
availed under GSTR-3B furnished in remaining four cases. The
/GSTR-9 return. Commissioner, CTD has been requested

(February 2023) to make available records
relating to cases not found tenable and
response in remaining cases. Further action
taken was awaited (March 2024).

2. Unreconciled ITC as per 7 5 24.60 On being pointed out (November 2022); the
Table 12F of GSTR- 9C: Commissioner, CTD during exit conference
Table-12F  of GSTR-9C stated (February 2023) that notice in Form
captures the difference ASMT-10 has been issued in four cases.
between the total ITC as Replies were not furnished in remaining
computed from the books of three cases. The Commissioner, CTD has
account (Table-12D) and been requested (February 2023) to make
ITC as declared in the available response in remaining cases.
GSTR-9. Further action taken was awaited (March

2024).

3. Mismatches pertaining to 23 8 708.10 On being pointed out (November 2022); the
ITC noticed in GSTR-9C Commissioner, CTD during exit conference
(Table 14 T) stated (February 2023) that notice in Form
Table 14 of GSTR- 9C ASMT-10 has been issued in 16 cases. Three
reconciles ITC declared in cases not found tenable. Replies were not
AR (GSTR-9) with ITC furnished in remaining four cases. The
availed on expenses as per Commissioner, CTD has been requested
audited annual FS or books (February 2023) to make available records
of accounts. Column 14T of relating to cases not found tenable and
this Table deals with response in remaining cases. Further action
unreconciled ITC. taken was awaited (March 2024).

4. Reversal of ITC 17 7 52.20 On being pointed out (November 2022); the

Section 17(2) of the JGST
Actread with Rule 42 and 43
of the JGST Rules
prescribes to restrict ITC
proportionally where the
goods or services or both are
used partly for effecting
taxable supplies including
zero-rated  supplies and
partly for effecting exempt
supplies.

Commissioner, CTD during exit conference
stated (February 2023) that an amount of
% 0.27 lakh has been recovered in one case,
notice in Form ASMT-10 has been issued in
12 cases. Two cases not found tenable.
Replies were not furnished in two cases. The
Commissioner, CTD has been requested
(February 2023) to make available records
relating to cases not found tenable and
response in remaining cases. Further action
taken was awaited (March 2024).
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Table 2.18: Mismatch in ITC claimed by taxpayers

(R in crore)

Amount
i Parameter No. of N.o' of of Remarks
No cases | Circles .

mismatch

5. Mismatch in availing of 1 1 0.71 A taxpayer (20XXXXXXXXXXXZI),
ITC under ISD credit: As registered at Ranchi West CTC, had availed
per Section 20(2) of JGST ITC of % 39.36 lakh under ISD. However, as
Act 2017, ISD may per GSTR-6 of the distributor (GSTIN 20
distribute the credit XXXXXXXXXXXZH) registered in same
available for distribution in CTC, credit of X 0.60 lakh only was
the same month in which it distributed. As a result, the taxpayer had
is availed. Table 4A (4) of availed excess ITC of % 70.55 lakh including
GSTR-3B which contains interest and penalty.
the details of ISD credit . . )
availed shall tally with the On belpgpomted out (Ngvembgr 2022); the
Table 6G of GSTR- 9 Commissioner, CTD during exit conference

stated (February 2023) that notice in Form
ASMT-10 has been issued. Further progress
was awaited (March 2024).

6. Mismatch in ITC availed 2 1 0.21 On being pointed out (November 2022); the
under RCM: Data of Table Commissioner, CTD during exit conference
4A(3) of GSTR-3B, which stated (February 2023) that notice in Form
contains the details of ASMT-10 has been issued in both cases.
inward supplies liable to Further action taken was awaited (March
reverse charge, was 2024).
compared with RCM ITC
availed as per Table 6C, 6D
and 6F of GSTR-9.

7. Non reversal of ITC on 36 14 -- Audit observed that these taxpayers had not
payment of consideration paid X 16,428.28 crore to sundry creditors.
within 180 days and Since, the related invoice wise details were
purchase return as per FS not available, action taken by the
As per proviso below Department for reversal of ITC in respect of
Section 16(2)(d) of JGST cases of non-payment beyond six months
Act 2017, if a recipient fails was called for (September 2022).

t ak t to th
o fdse payiet fo tie On being pointed out (November 2022); the
supplier of goods or services o, . .
s Commissioner, CTD during exit conference
or both within one hundred L
. stated (February 2023) that notice in Form
and eighty days of the date ; .
. . ASMT-10 has been issued in 24 cases. Two
of issuing invoice, the .
amount of ITC availed cases not found tenable. Reply not furnished
would be added back to his in remaining ten cases. The Commissioner,
- CTD has been requested (February 2023) to
output tax liability along . .
with interest thereon make available records relating to cases not
’ found tenable and response in remaining
cases. Further action taken was awaited
(March 2024).
Total 136 895.28

2.3.8.4 Discharge of tax liability

The taxable event in case of GST is supply of goods and/or services. Section 9
of the JGST Act is the charging section authorizing levy and collection of tax
called Central/JGST on all intra-state supplies of goods or services or both,
except on supply of alcoholic liquor for human consumption, on value
determined under Section 15 of the Act ibid and at such rates not exceeding
20 per cent under each Act, i.e., CGST Act and JGST Act. Section 5 of the IGST
vests levy and collection of IGST on inter-state supply of goods and services
with Central Government with maximum rate of 40 per cent.
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Under Section 8 of the GST (Compensation to States) Act, 2017, a cess is levied
on all inter-state and intra-state supply of such goods or services or both which
are listed in the schedule of the said Act such as tobacco products, aerated
drinks, cigarettes, vehicles etc. Section 9(4) of the JGST Act and Sections 5(3)
and 5(4) of the IGST Act provide for reverse charge levy on certain goods or
services, wherein the recipient instead of supplier becomes liable to pay tax.

Audit findings and mismatches noticed related to discharge of tax liabilities are
discussed below.

e Mismatch in tax liability

Audit scrutinised GSTR-1, GSTR-3B and GSTR-9 returns filed by the
taxpayers for the year 2017-18 and noticed mismatch in discharge of tax liability
by comparing the tax liability furnished in the returns. Audit could not examine
these mismatches in detail since relevant granular records were not produced by

the Department. The details of mismatches are given in Table 2.19:

Table 2.19: Mismatch related to discharge of tax liability

(R in crore)

Sr. No. of | No.of | Amount of
Parameter N " Remarks

No cases | circles | mismatch

1. Tax liability mismatch 36 12 289.34 On being pointed out (November 2022); the
between GSTR-1, GSTR-9 Commissioner, CTD during exit conference
and GSTR-3B: The tax stated (February 2023) that notice in Form
liability based on the greater ASMT-10 has been issued in 27 cases. Three
of the amounts furnished in cases not found tenable. Reply not furnished in
two returns i.e. GSTR-1 and remaining six cases. The Commissioner, CTD
GSTR-9 was compared with has been requested (February 2023) to make
actual payment of tax in available records relating to cases not found
GSTR-3B. tenable and response in remaining cases.

Further action taken was awaited (March
2024).

2. Mismatch in  turnover/ 5 3 190.90 On being pointed out (November 2022); the
taxable turnover declared in Commissioner, CTD during exit conference
GSTR- 9C: Table 5R and 7G stated (February 2023) that notice in Form
of GSTR-9C captures ASMT-10 has been issued in four cases. One
reconciliation between gross case not found tenable. The Commissioner,
turnover/ taxable turnover CTD has been requested (February 2023) to
declared in AR GSTR-9 and make available records relating to cases not
audited Annual FS. found tenable. Further action taken was

awaited (March 2024).

3. Mismatch in tax paid 18 10 33.18 On being pointed out (November 2022); the
between books of accounts Commissioner, CTD during exit conference
and returns captured in stated (February 2023) that an amount of ¥ 0.35
Table 9R of GSTR-9C. lakh has been recovered in one case, notice in

Form ASMT-10 has been issued in 12 cases.
Reply not furnished in remaining five cases.
The Commissioner, CTD has been requested
(February 2023) to make available response in
remaining cases. Further action taken was
awaited (March 2024).

4. Availing of exemption but 34 13 113.07 On being pointed out (November 2022); the
documents not produced Commissioner, CTD during exit conference
Section 11 of the JGST Act stated (February 2023) that, notice in Form
states that in public interest ASMT-10 has been issued in 30 cases. One
and on the recommendations case not found tenable. Reply not furnished in
of the Council, goods or remaining three cases. The Commissioner,
services or both of any CTD has been requested (February 2023) to
specified  description may make available records relating to cases not
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Table 2.19: Mismatch related to discharge of tax liability

(R in crore)

Sr. No. of | No.of | Amount of
Parameter 3 q Remarks

No cases | circles | mismatch
exempt from the whole or any found tenable and response in remaining cases.
part of the tax leviable Further action taken was awaited (March
thereon. 2024).

5. Mismatch in  turnover 40 7 -- On being pointed out (November 2022); the
between profit and loss Commissioner, CTD during exit conference
accounts and GST returns stated (February 2023) that, notice in Form

ASMT-10 has been issued in 27 cases. Two
case not found tenable. Reply not furnished in
remaining 11 cases. The Commissioner, CTD
has been requested (February 2023) to make
available records relating to cases not found
tenable and response in remaining cases.
Further action taken was awaited (March
2024).

6. Non-discharge of  tax 8 4 11.71 On being pointed out (November 2022); the
liability under the RCM: Commissioner, CTD during exit conference
RCM tax liability as per Table stated (February 2023) that, notice in Form
4G of GSTR-9 was compared ASMT-10 has been issued in seven cases.
with inward supplies on which Reply not furnished in remaining one case. The
tax was payable under RCM Commissioner, CTD has been requested
disclosed in profit and loss (February 2023) to make available response in
accounts. remaining case. Further action taken was

awaited (March 2024).
Total 141 638.20

Recommendation No. 7: The Department may initiate remedial action for
all the compliance deviation /inconsistencies brought out in this report

before they get time barred.

2.3.9

Other oversight functions

The role of CTCs (Department’s field formations) is to provide oversight over
taxpayers’ compliance with regard to filing of returns, discharging tax liability
and other compliance obligations. The CTCs have a broad set of functions to be
exercised in this regard such as initiating action on late filers and non-filers,
scrutiny of returns and assessment and cancellation of registrations.

The oversight functions relating to return filing, action on late/non-filers and
scrutiny have been discussed in the previous sections of this report. This section
highlights the audit findings on cancellation of registrations.

2.3.9.1 Cancellation of registration

Section 29 of the JGST Act read with Rule 20 of the JGST Rules allows for
cancellation of registration by the taxpayer in certain situations like closure of
business, turnover falling below threshold for registration, transfer of
business/merger/amalgamation, change of PAN, non-commencement of
business within the stipulated time period, and death of the proprietor. The
taxpayer applying for cancellation of registration should apply in REG-16 on
the GST common portal within a period of 30 days of the “occurrence of the
event warranting the cancellation”. Further, Rule 22 of the JGST Rules
prescribes that, after submission of an application for cancellation of
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registration, the proper officer would issue an order in REG-19, within a period
of thirty days from the date of application.

Section 29(2) of the JGST Act allows for suo moto cancellation of the
registration of taxpayer by tax officer on the grounds of contravention of the
Acts or Rules by the taxpayer, composition taxpayers not filing return for three
consecutive tax periods, normal taxpayers not filing return for continuous
period of six months, registered persons not commencing business within six
months from date of registration and registration obtained by means of fraud,
willful misstatement or suppression of facts.

Section 45 of the JGST Act requires every registered person other than (a) ISD
or a non-resident taxable person or (b) Composition taxable person (Section 10)
or (c) persons paying tax under Section 51 - TCS or persons paying tax under
Section 52 - TDS, whose registration has been cancelled, to file a final return in
GSTR-10, within three months of the effective date of cancellation or the date
of order of cancellation, whichever is later. The purpose of the final return is to
ensure that the taxpayer discharges the outstanding liability. In case of non-
filing of GSTR-10, the same procedure as adopted for non-filing of any return
must be followed by the tax officer.

Audit selected a sample of 10 CTCs for evaluating the cancellation function.
Audit observed various deficiencies in cancellation of registrations, which are
brought out below:

Details of registration cancelled and GSTR-10 filed in selected 10 CTCs is
mentioned in Table 2.20:

Table 2.20: Details of cancellation and filing of GSTR-10

No. of | No. of | Total No. of | No. GSTR- | Per cent of
cancellation | cancellation cancellation GSTR-10 10 not filed | cancelled
made on | made suo | made filed taxpayers
application moto not filed
of taxpayer GSTR-10
10,706 21,716 32,422 1,526 30,896 95.29

Audit observed that, out of 10,706 cases of cancellation at the taxpayers’
request and 21,716 cases of suo moto cancellation, in 5,176 cases falling under
10 CTCs, the cancellations had been delayed and orders, in Form REG-19,
had been issued beyond the stipulated period, with delays ranging from 31 to
991 days. It was further observed that there was no mechanism to restrict
registered persons from making any taxable supplies during the period
between the application for cancellation of registration and issue of order of
cancellation.

Further, out of the above cancelled cases, Audit noticed in 95.29 per cent
(30,896) cases that taxpayers had not filed Final Return in Form GSTR-10
even after expiry of 90 days of cancellation of registration in contravention to
the provisions of the Section 45 of the JGST Act. It was observed that proper
officers had not issued notices in Form GSTR-3A in these cases or initiated
action for assessment of outstanding liability, if any, or recovery of
outstanding dues, if any, from these taxpayers. Further, Audit noticed that
there was no tool in the GSTN to calculate the outstanding liability in cases of
taxpayers who apply for cancellation of registration, as well as in cases where
the Department initiates cancellation of registration on a suo moto basis.
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The matter was reported to the Government/Department (November 2022); the
Commissioner, CTD, during the exit conference stated, (February 2023) that the
audit observation is being cross-verified and time is required to provide the
actual report. Further action taken was awaited (as of March 2024).

Recommendation No. 8: State Government may propose to the GST
Council to introduce a tool in the GSTN, to calculate and intimate
outstanding liabilities in cases of taxpayers who apply for cancellation of
registrations, as well as in cases where the Department initiates
cancellation of registration on a suo moto basis.

2.3.9.2 Re-registration of taxpayers on same PAN without verification
of outstanding liability

Audit scrutiny of records relating to cancellation of registrations on application
filed by taxpayers and re-registration of these taxpayers with same PAN at 10
selected CTCs, it was noticed that 10,706 registrations were cancelled based on
application filed by the taxpayers during 2017-18 to 2020-21. Out of these
cancelled taxpayers, 9,180 taxpayers had not filed their final returns in GSTR-
10 (as of October 2022). Further, scrutiny of the re-registration status of these
9,180 non-filers, on the same PANS, in the backend portal, it was noticed that
1,484 taxpayers had been granted registration on the same PAN. Out of these,
in cases of 28 taxpayers at seven CTCs!*®, there was outstanding liability of
% 78.76 lakh and the re-registration granted to these taxpayers on the same
PANs, were active, while, in case of six taxpayers, at five CTCs', there was
outstanding liability of ¥ 16.60 lakh and the re-registrations granted to these
taxpayers, on the same PAN, had again been cancelled (October 2022).

An 1llustrative case is detailed below:

The registration of taxpayer, GSTIN 20XXXXXXXXXXXZN, registered at
Hazaribag CTC, was cancelled on 31.01.2018. The taxpayer had outstanding
liability of X 7.74 lakh and GSTR-10 was not filed by him (October 2022). The
taxpayer was granted re-registration (GSTIN-20XXXXXXXXXXXZM) on the
same PAN (on 10 June 2020) at different CTC (Bokaro).

Thus, from the above, it can be seen that, while granting new registrations on
the same PAN, the outstanding liabilities, against previously cancelled
registrations on these PANs, had not been verified by the proper officers. It was
further noticed that there was no system in the IT application of the Department
to auto-refuse the new registration on same PAN in cases where there was
outstanding liability of registration cancelled on same PAN.

The matter was reported to the Government/Department (November 2022); the
Commissioner, CTD during exit conference stated (February 2023) that
recovery proceedings has been initiated to recover dues of X 11.24 lakh. Notices
in Form GSTR-3A is being issued to 3,727 taxpayers. Reply of Department was
awaited in remaining cases amounting to X 84.08 lakh (March 2024).

136 Dhanbad, Dumka, Hazaribag, Jamshedpur Urban, Palamu, Ranchi South and Ranchi West.
137 Jamshedpur, Jamshedpur Urban, Palamu, Ramgarh and Ranchi South.
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Recommendation No. 9: The Department may fix responsibility on the
proper officers who failed to verify the outstanding liabilities against
previously cancelled registrations, while granting new registrations against
the same PANSs.

2.3.9.3 Adequacy of manpower

For efficient functioning of the Department, proper manpower planning to meet
its objectives and its proper deployment is necessary.

The sanctioned and working strength of CTD in respect of adjudicating
authority (Dy. Commissioner/Assistant Commissioner, Commercial Taxes
Officer/Assistant Commercial Taxes Officer) and other supporting staff (Clerk,
MTS etc.) as of March 2022 is given in Table 2.21 below:

Table 2.21: Position of Adjudicating Authority and Supporting

Staff of CTD, Jharkhand
Name of the posts Number of Actual Number Percentage
sanctioned strength | of vacant of vacant
posts posts posts
Adjudicating 443 277 166 37.47
authority
Supporting staff 712 133 579 81.32

Source: Information provided by the CTD.

The Table above shows that as of March 2022, the vacant posts in respect of
adjudicating authority was 37.47 per cent. Further, the vacant posts in respect
of supporting staff were 81.32 per cent. Absence of adequate manpower has
adversely impacted the working efficiency of the Department which is evident
in the slow pace of scrutiny or returns, lack of action in cases of cancellation of
registrations, etc.

Recommendation No. 10: The Department may strengthen the monitoring
mechanism in CTCs and ensure that due diligence is followed in
procedures for cancellation of registrations and in cases of issue of SCNs.

2.3.10 Conclusion

The SSCA on Department’s oversight on GST payments and return filing was
undertaken in the context of varying trend of return filing and continued data
inconsistencies with an objective of assessing the adequacy of the system in
monitoring return filing and tax payments, extent of compliance and other
departmental oversight functions.

This SSCA was predominantly based on data analysis, which highlighted risk
areas, red flags and in some cases, rule-based deviations and logical
inconsistencies in GST returns filed for 2017-18. The SSCA entailed assessing
the oversight functions of State Jurisdictional formation at two levels — at the
data level through global data queries and at the functional level with a deeper
detailed audit both of the CTCs and of the GST returns, which involved
accessing taxpayer records. The audit sample therefore comprised 10 CTCs, 472
high value inconsistencies across parameters selected through global queries
and 55 taxpayers selected on risk assessment for detailed audit of GST returns
for the year 2017-18.
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The Department had not formulated manual/SOP for scrutiny of returns under
Section 61 of the Act. Till now, the Department is only pursuing GST returns
related inconsistencies/red-flags identified by GSTN. A review of the 10 CTCs
disclosed that monitoring of return filing was deficient.

Further, out of the 472 high value data inconsistencies identified by Audit the
Department responded to 445 cases. Of these, 255 cases!® constituting
50.56 per cent, turned out to be clear compliance deficiencies with an
implication of X 7,272.59 crore which represents mismatch of turnover of
X 7,056.79 crore in 46 cases and mismatch of tax liability/ITC of X 215.80 crore
in 209 cases. 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 two per cent of the cases, in less than one per cent of the
cases the Department had already taken proactive action. The Department has
not responded to 27 cases of inconsistencies, which has an identified risk
exposure of X 44.16 crore which represents a mismatch of turnover of X 30.89
crore in five cases and mismatch of tax liability/ITC of X 13.27 crore in 22 cases.

Detailed audit of 55 cases also suggested significant non-compliance. At the
outset, in all 55 cases the granular taxpayer records were not forthcoming, which
constituted a significant scope limitation. These cases represent a mismatch of
% 356.61 crore towards ITC availment and tax payments. Audit observed
compliance deficiencies in all 55 cases involving 238 instances with a revenue
implication of ¥ 1,343.44 crore!*. The main causative factors were availing of
mismatch and unreconciled ITC, short/non reversal of ITC, exclusion of
supplies for taxation, undischarged tax liability and non-payment of interest.

Considering the significant rate of compliance deficiencies, the Department
must initiate remedial measures before they get time barred. From a systemic
perspective, the Department needs to formulate manual/SOP for scrutiny of
returns and reinforce the institutional mechanism in the CTCs to establish and
maintain effective oversight on return filing, taxpayer compliance, tax
payments, cancellation of registrations and recovery of dues from defaulters.
The validation controls and MIS features in the State back-end application need
to be deployed expeditiously. The Department may also consider introducing
additional validation controls in GST returns to improve taxpayer compliance
and to facilitate scrutiny of returns.

2.3.11 Summary of recommendations

The recommendations are as follows:

1. The proper officers may utilize the information contained in the backend
portal of the GSTN and initiate action, wherever necessary, failing which
responsibility may be fixed by the Department on the officials concerned.

138 Recoveries made: 18 cases (Z 3.97 crore), SCN issued: 94 cases (Z 590.26 crore), ASMT-
10 issued: 137 cases (X 6,655.93 crore), Under correspondence with taxpayer: six cases
(X 22.43 crore).

139 Returns X 0.86 crore (paragraph 2.3.8.2), ITC % 895.28 crore (paragraph 2.3.8.3, Table 2.18-
Sl. No. 1, 2, 3, 4, 5 & 6), Discharge of liability X 447.30 crore (paragraph 2.3.8.4 Table
2.19-SL. No. 1, 3,4 & 6).
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10.

The Department may fix responsibility on proper officers who had not
initiated action for recovery of interest from late-filers of GST Returns.

The Department may: (i) formulate a Manual/SOP for scrutiny of returns
under Section 61 of the Act (ii) adopt a risk-based sampling methodology
for detailed process for selection of returns for scrutiny, as adopted by the
CGST Department (CBIC) and (iii) prescribe timelines for scrutiny of
returns.

The Department may take necessary steps for completion of internal audit
for the period 2017-18 as well as selection and conduct of internal audit for
the period 2018-19 to 2020-21.

The Department may urgently pursue the 27 inconsistencies and deviations
pointed out by Audit, for which responses have not been provided and
intimate the results to Audit.

The Department may propose to the GST Council for introducing validation
controls/soft alerts in GST returns to curb data entry errors, enhance
taxpayer compliance and facilitate better scrutiny.

The Department may initiate remedial action for all the compliance
deviation/ inconsistencies brought out in this report before they get time
barred.

State Government may propose to the GST Council to introduce a tool
in the GSTN, to calculate and intimate outstanding liabilities in cases of
taxpayers who apply for cancellation of registrations, as well as in
cases where the Department initiates cancellation of registration on a
suo moto basis.

The Department may fix responsibility on the proper officers who failed to
verify the outstanding liabilities against previously cancelled registrations,
while granting new registrations against the same PANs.

The Department may strengthen the monitoring mechanism in CTCs and
ensure that due diligence is followed in procedures for cancellation of
registrations and in cases of issue of SCNs.
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