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CHAPTER II

SALES TAX/VALUE ADDED TAX

2.1 Tax administration

The tax administration of the Commercial Tax Department of the State is 

Sales Tax (CST) Act, 1956. The GVAT Act was made effective in the State 

from 1st April 2006 and on its implementation, the Gujarat Sales Tax Act, 

Tax on Sugarcane Act, 1989 were repealed. However assessments, appeals, 

appeal, enforcement, e-governance, internal inspection etc

JC or DC. 

2.2 Analysis of budget preparation

Estimates and Revised Estimates.

2.3 Trend of receipts
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(` in crore)

Year Budget
estimates

Actual
receipts

Variation 
excess (+)/ 
shortfall (-)

Percentage 
of

variation

Total tax 
receipts of 
the State

Percentage 
of actual 

Sales Tax/
VAT receipts 

vis-a- vis 
total tax 
receipts

2005-06 9,000.00 10,561.34 (+) 1,561.34 (+) 17.35 15,698.11 67.28

2006-07 10,900.00 12,817.46 (+) 1,917.46 (+) 17.59 18,464.63 69.42

2007-08 15,080.00 15,104.54 (+) 24.54 (+) 0.16 21,885.57 69.02

2008-09 17,023.00 16,810.65 (-) 212.35 (-) 1.25 23,557.03 71.36

2009-10 18,215.00 18,199.79 (-) 15.21 (-) 0.08 26,740.23 68.06

per cent in 2008-09 to 68.06 per cent in 2009-10.

Tax (VAT) over the other tax receipts in Gujarat.
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2.4 Analysis of arrears of revenue

Year Opening
balance of 

arrears

Demand
raised

Amount
collected during 

the year

Closing balance 
of arrears

2007-08 8,352.53 2,326.70 2,739.73 7,939.50

2008-09 7,939.50 2,019.07 1,104.67 8,853.90

2009-10 8,853.90 6,428.33 4,084.70 11,197.53

` 11,197.53 crore, of 

which `

`

`

other judicial authorities. Recoveries of ` 218.42 crore and ` 173.29 crore are 

`

` 5,465.56 crore is under 

We recommend that the Government to make a determined effort to recover 

the huge Sales Tax/VAT arrears.

Department issued 77,297 notices in the cases of 1,02,350 return defaulters, 

2.6 Arrears in assessment

4 are given in the 

4

and tax on works contracts.
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(No. of cases)

Year Opening

balance as 

on

1 April

Additions

during the 

year

Total

(2+3)

Clearance

during the 

year

Closing

balance at the 

end of the 

year (4-5)

Percentage 

of column 

6 to 4

1 2 3 4 5 6 7

2005-06 9,31,343 4,58,817 13,90,160 7,07,451 6,82,709 49

2006-07 6,82,709 4,24,113 11,06,822 3,78,420 7,28,402 66

2007-08 7,28,402 3,84,961 11,13,363 4,00,588 7,12,775 64

2008-09 3,46,9225 1,08,174 4,55,096 1,27,315 3,27,781 72

2009-10 3,27,781 1,22,180 4,49,961 1,80,159 2,69,802 60

72 per cent. The decrease in cases due for assessment was due to the introduction 

of the Gujarat Value Added Tax Act, 2003 with effect from 1 April 2006 in place 

of the Gujarat Sales Tax Act, 1969. 

Year Opening

balance as 

on 1 April

Additions

during the 

year

Total

(2+3)

Clearance

during the 

year

Closing

balance at the 

end of the 

year (4-5)

Percentage of 

column

6 to 4

1 2 3 4 5 6 7

2008-09 0 69135 69135 14187 54948 79.48

2009-10 54948 99289 154237 38707 115530 74.90

The Section 34 of GVAT act authorises the Commissioner to audit the self 

The remaining returns are considered self-assessed. The details regarding extent 

2.7 Cost of collection

The gross collection in respect of major revenue receipts, expenditure incurred 

on collection and the percentage of such expenditure to gross collection during 

percentage of expenditure on collection to gross collection for the preceding 

5
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(` in crore)

Heads of 
revenue

Year Collection Expenditure 
on collection 
of revenue

Percentage of 
expenditure 
on collection

All India average 
percentage of cost 
of collection of the 

preceding years

Sales Tax/ 

VAT

2007-08 15,104.54 98.43 0.65 0.82

2008-09 16,810.65 99.51 0.59 0.83

2009-10 18,199.79 129.07 0.71 0.88

The cost of collection in respect of sales tax/VAT/central sales tax was lower 

than the all India average. The increase in aggregate expenditure on collection of 

2.8 Analysis of collection

(` in crore)

Heads of 
revenue

Year Amount
collected at 

pre-assessment 
stage

Amount
collected

after regular 
assessment
(additional
demand)

Amount
refunded

Net
collection

Percentage 
of column

4 to 3

(1) (2) (3) (4) (5) (6) (7)

Sales Tax/
VAT

2007-08 14,918.87 447.05 712.85 14,659.07 3.00

2008-09 15,793.59 186.40 1,338.19 14,641.80 1.18

2009-10 18,529.72 278.11 1,384.13 17,423.70 1.50

Cess on 

Spirit

2007-08 450.91 0.56 - 451.47 0.12

2008-09 523.68 2.67 - 526.35 0.51

2009-10 496.40 0.05 - 496.45 0.01

T

need reconciliation.

Thus, the percentage of collection of revenue after assessment (additional 

per cent

2.9 Impact of Audit Reports

2.9.1 Revenue impact

loss of revenue, incorrect exemption, concealment/ suppression of turnover, 
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application of incorrect rate of tax, incorrect computation etc, with revenue 

implication of ` 5,522.99 crore in 70 paragraphs. Of these, the Department/

` 109.95 crore and had since recovered ` 5.65 crore. The details are shown in 

(` in crore)

Year of Audit
Report

Paragraphs included Paragraph accepted Amount recovered

No Amount No Amount No Amount

2005-06 14 311.89 13 25.71 7 1.60

2006-07 12 27.86 11 10.98 4 1.49

2007-08 12 134.90 10 21.81 8 1.43

2008-09 17 5,013.96 12 24.62 8 0.64

2009-10 15 34.38 13 26.83 7 0.49

Total 70 5,522.99 59 109.95 34 5.65

per

cent

the Government at the instance of audit

Saral Assessment 

without ensuring collection of declaration forms in support of inter-state trade/

Saral

2006-07.

2.10 Working of internal audit wing

assessment and collection of sales tax/value added tax. JC (Audit) is assisted 

target of 12,600 cases. Out of 2,614 cases audited, revision orders involving an 

amount of ` 18.40 crore were passed in 131 cases.

The internal audit wing needs to put in more concerted efforts to achieve the 
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2.11 Results of audit

and noticed under assessment of tax and other irregularities involving ` 225.08 

Sl. No. Categories No. of cases Amount
(` in crore)

1 Incorrect rate of tax and mistake in computation 56 21.96

2 Irregular grant of set-off 91 17.67

3 Irregular concessions/exemptions 12 15.97

4 436 137.24

5 Other irregularities 91 32.24

Total 686 225.08

` 10.47 crore in 35 cases, of which eight cases involving 

`

`

2009-10.

A few illustrative cases involving ` 34.38 crore are mentioned in the following 

paragraphs.

2.12 Audit observations

several cases of non-compliance with the provisions of the Gujarat Sales Tax 

Act, 1969, the Bombay Sales of Motor Spirit Taxation Act, 1958, the Gujarat 

Sales Tax Rules, 1970, the Central Sales Tax Act, 1956 etc., and Government 

chapter. These cases are illustrative and are based on test check carried out 

by us each year; however, not only do the irregularities persist, but they also 

remain undetected till our audit is conducted in the next year. There is need for 

the Government to improve the internal control system and internal audit.

2.13 Recommendations 

provisions of Act/Rules.
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goods

2.14.1 During test

check of records of 
7

we noticed in the 

assessment of 31 

dealers for the period 

under the GST Act and 

three dealers under 

the CST Act that the 

tax on sale of HDPE 

per cent or ten per

cent under the GST 

Act and the CST Act 

of the Supreme Court 

judgement. Incorrect 

in under assessment of ` 7.34 crore under the GST Act and ` 59.05 lakh under 

the CST Act, aggregating to ` 7.93 crore.

The Department relied upon the determination orders issued under Section 62 

6

7

The Supreme Court of India held6 that PP/HDPE 

amendment made in Central Excise Act shall have 

However, we found that the earlier determination 

material (exempted goods) was not withdrawn/ 

revised in view of the Supreme Court judgement. 

Therefore, the practice continued treating the 

per cent treating it as ‘plastic’. Further, Section 8 

of the Central Sales Tax Act (CST Act) as it stood 

10 per cent

inside the State, whichever is higher.
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2.14.2 During test 

check of records of 
8

noticed that 11 dealers 

paid tax at lower 

rates due to incorrect 

during the period 

and 2005-06. While 

resulted in short realisation of tax of ` 1.78 crore, interest of ` 59.12 lakh and 

` 87.28 lakh under GST Act, and ` 0.56 lakh and interest of ` 0.27 

lakh under CST Act, aggregating to ̀  3.25 crore of which, some important cases 

(` in lakh)

Sl.
No.

No. of 
dealers

Commodity Entry no. Rate of tax Short
levy

leviable levied

1. 1 160 128(3) 8 4 33.32

2. 1 Food Colour 25 100 12 6 17.57

3. 1 Toner and 
spare parts of 
Photo-copier

97(D) 195 12 8 9.60

4. 1 102 195 12 8 5.29

5. 2 Pasti (waste 
news paper)

129 44 4 2 4.29

`

8

However, where the goods are not covered under 

Further, Section 8 of the Central Sales Tax Act 

C, at 10 per cent

goods inside the State, whichever is higher. 
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2.14.3 Short levy of tax due to application of incorrect rate

During test check 

of records of four 
9

2009, we noticed in 

the assessment of four 

dealers for the period 

turnover of ̀  2.02 crore of various goods at the rates lower than those mentioned 

` 18.35 lakh including interest of 

` ` 3.75 lakh. 

involving an amount of ` 18.35 lakh in case of all the dealers. Particulars of 

2.15 Non/short levy of central sales tax on non-production of the 

Forms

2.15.1 During test 

check of the records of 
10

in the assessment of 21 

dealers for the period 

that the AOs allowed 

export sales valued at 

` 77.59 crore either 

without production 

resulted in under assessment of `

forms, interest of ` `

9

10

as provided in the schedules to the Act. However, 

goods.

Rule 12(10) of the Central Sales Tax (Registration 

and Turnover) Rules, 1957, provides that the 

viz

export, particulars of goods along with evidence 

of export of such goods in support of his claim 
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` 13.08 crore in case of eight dealers. The 

2.15.2 During test 

check of the records 
11

2009, we noticed in 

the assessments of 16 

dealers for the period 

2008 that in eight 

cases the AOs allowed 

claim of transfer of 

goods to other place 

evidence for dispatch 

of such transfer. In eight cases, the AOs allowed deduction on “F” Forms 

covering transaction of more than one calendar month. This resulted in incorrect 

deduction of turnover involving tax of ` ` 89.93 

`

` 1.40 crore and 

recovered `

11

and 3, 4 and 7 Vadodara 

The CST Act and Rules made there under provide 

of dispatch of such goods. If the dealer fails to 

furnish such declaration, the movement of such 

as a result of sale. A single declaration in Form F 

of Section 9(2A) of the CST Act, provisions of 
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2.15.3 During test 

check of the records 
12

2009, we noticed in 

the assessment of 50 

dealers for the period 

sales of various goods 

form ‘C’. However, 

levied concessional 

rates of tax instead of 

appropriate rates. This 

of tax of ` 1.31 crore. 

` 52.93 lakh and 

`

`

Valsad, 3, 4, 6 and 7 Vadodara, 1 and 2 Vapi.

Surat, 12 Vadodara, 18 Valsad.

Section 8(1) of the Central Sales Tax (CST) 

per cent on inter-state sale of goods made 

against declaration in form ‘C’. Where the sale 

per cent or at the 

whichever is higher. In respect of declared goods 

of the GST Act, concessional rate of four per

cent

9(2A) of the CST Act, provisions of interest and 
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2.15.4 During test 

check of the records 

of two13

2009, we noticed in 

the assessment of 

in one case the AO did 

though sales were 

per

cent

tax of ` ` ` 9.03 lakh was also 

an amount of `

13

Section 6(2) of CST Act stipulates that in 

the course of inter-state sale of goods, if the 

provided the dealer claiming exemption produces 

his selling dealer and declaration in Form C from 
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2.16 Non/short levy of purchase tax 

2.16.1 During test 

check of records of 
14

we noticed in the 

assessment of 18 

dealers for periods 

the AOs, either did not 

amount of purchase 

tax on purchases 

made from exemption 

holders or purchases 

used in goods 

consigned outside the 

State. This resulted in 

under assessment of 

` ` ` 34.69 lakh was 

` 89.31 lakh in case of 14 dealers and recovered ` 21.99 

and 18 Valsad. 

declared goods and uses them as raw material, 

Rule 42E of the GST Rules, 1970 provided the 

State. High Court of Gujarat held that the dealer 

of the Act on the purchase of raw materials from 

sales tax exemption holders under Section 49(2) 

of the Act and on their use in the manufacture of 

the Act. Hence, purchases of tax free goods 
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2.16.2 During test 

check of records of 
15

from assessments 

of 13 dealers for 

2000-01 and 2005-

dealers had purchased 

materials valued at 

` 55.98 crore against 

Form 19 and either 

used for a purpose 

for tax on purchases against declaration in Form 19/Form 24. In case of four 

case, the dealer had purchased goods against Form 19 which was not used either 

tax of ` ` ` 10.01 lakh 

` 26.76 lakh in case of seven dealers 

and recovered ` 85,849 from one dealer. The Department did not accept audit 

the Act for purchases through commission agent against Form 24. Details of 

15 ACCT - Gandhinagar, 1 Jamnagar, Patan, 3 Rajkot, 7 Vadodara.

Section 13 of the Gujarat Sales Tax Act provides 

in Form 19, can purchase goods (other than 

15A of the GST Act provides that purchase tax 

made against declaration in Form 19/Form 24 at 
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2.17 Irregular/excess grant of set off

2.17.1  During test 

check of the records 
16

2009, we noticed in 

the assessment of 

27 dealers for the 

assessment period 

the AOs allowed 

excess set-off, either 

on purchase of 

excess grant of set off of tax of ` ` 33.74 lakh 

`

(` in lakh)

Sl. No. Nature of observation No. of 
dealers

Short
levy

1.

GST Act.

11 107.59

2. The AO did not deduct four per cent of sale price of goods 
transported to other States for sale.

10 39.33

3.
per

cent.

2 14.47

4. The AO allowed set off to a dealer though the search operation 1 3.02

5.
of tax at incorrect rates.

3 2.89

` 57.38 lakh and recovered ` 11.42 lakh in case of six dealers. Particulars of 

2010).

16

Palanpur, , 6 and 7 Vadodara, 2 Vapi, Vijapur.

Rule 42 of the GST Rules provides that a dealer 

who has paid tax on the purchase of goods 

such as assessee had maintained a true account of 

goods purchased showing the details of goods in 

Rules. Proviso to Rule 42 stipulates a deduction of 

four per cent of the sale value of the manufactured 

goods transferred outside the State for sale.
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2.17.2 During test 

check of the records of 
17

2009, we noticed in the 

assessments of four 

dealers for the period 

that the AOs allowed 

excess set off of `

` 82.09 lakh. 

` `

involving `

2.18 Turnover escaping assessment

During test check of 

the records of nine 
18

2009, we noticed in 

the assessment of 10 

dealers for the periods 

of sale price. This resulted in short realisation of tax of ` 1.64 crore including 

interest of `

Rule 44 of the GST Rules provides that the dealer 

of such goods. Rule further provides that no set 

sold the goods to the claimant has not credited 

sales for which set off is claimed. The Department 

of set off.

According to Section 2(29) of the GST Act, 

sale. Further, if the Commissioner has reason to 

and recover the dues on such turnover.
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(` in lakh)

Sl.
No.

Name of No. of 
dealers

Turnover 
escaping

assessment

Total tax 
recoverable 
including
interest

Nature of objection

1. ACCT 4, 
Vadodara

One 785.89 99.69 The AO did not reconcile 

sheet and turnover of sales 
shown in the returns. The 
Department initiated action 
for revision under Section 
67 of the Act.

2. ACCT 17, One 153.08 15.16 Though no tax was paid on 
mineral water manufactured 

the AO allowed deduction 
of such sales as RD resales. 

was allowed as resale.

in case of three dealers involving amount of ` 1.17 crore. The Department 

the Department stated that the total amount of rate difference and discount of 

` ` 2,99,76,507 shown 

case, the Department stated that the service charges pertained to man power 

as the income of man power services was income from catering and required to 

tax.
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2.19 Non/short levy of interest

During test check of 
19

2009, we noticed in 

the assessment of 24 

dealers for the period 

the AOs, either did not 

it short on the amount 

` 1.71 crore.

` 1.48 crore in case of 12 dealers and recovered ` 3.04 lakh in case of three 

2.20 Non/short levy of penalty 

During test check of the 
20

2009, we noticed in 

the assessment of 

28 dealers for the 

assessment periods 

and 2005-06 that the 

per cent of the amount of tax 

` 3.55 

crore.
19

7 Vadodara and 1, 2 Vapi.
20

7 Vadodara, 1 and 2 Vapi.

Section 45(6) of the GST Act provides that 
where the amount of tax assessed or reassessed 
exceeds the amount of tax paid with the returns 

per cent
exceeding one and one half times of difference 

vide

to assessments under the CST Act as well.

Section 47(4A) of the GST Act provides that if 

assessed or reassessed exceeds the amount of tax 
per cent, simple 

interest at the rate of 24 per cent per annum for 
the period upto 31 August 2001 and at 18 per cent 

Act as well.
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an amount of ` 3.49 crore in case of 23 dealers and recovered ` 2.76 lakh in 

2.21 Non/short levy of turnover tax

During test check of 

the records of four 
21

2009, we noticed in 

the assessment of four 

dealers for the periods 

that the AOs, either 

turnover tax of ` `

`

of two dealers involving `

21

sales of goods other than declared goods after 

` 50 lakh. From April 

1993, sales made against various declarations 

and sales exempted from tax under Section 49 
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2.22 Non/short levy of tax on works contract

During test cheek of 
24

assessment of seven 

dealers for the period 

1996-97 and 2005-06, 

we noticed that the 

in goods involved in 

the execution of works 

contract. Out of these 

dealers, the dealers had 

used, in the process of 

the judicial decisions. In case of two dealers, the AOs allowed deduction of 

purchased from outside the State and on declarations against Form 19 which 

` `

`

` 9.24 lakh in case of one dealer. In 

three cases, the Department stated that Commissioner vide circular dated 22 

22

23

24

Section 3 read with Section 2(10) of the GST 

other form) involved in the execution of a works 

22 that if a dealer engaged in the 

per cent

contract. As per judicial decisions23
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2.23 Irregular remission of interest and penalty under Vechan Vera 
Samadhan Yojana

During test check of 
the records of two 

25

2009, we noticed in 
the assessment of two 
dealers for the periods 

Yojana
2007). This resulted in irregular remission of interest of ̀
` 1.34 crore.

` 1.67 lakh and recovered 

During test check of 
the records of ACCT 

we noticed in the 
assessment of one 
dealer for the period of 
2002-03 and 2003-04, 

that the AO allowed 
deduction of lease 
income amounting to 
` 2.65 crore and ` 1.15 
crore for the period 
2002-03 and 2003-04 

` 47.97 
lakh and `

` ` 2.62 lakh and 
`

Vechan Vera 
Samadhan Yojana (Yojana)
of outstanding tax. The Yojana allowed remission 

Yojana. The 
Yojana

exceeds `

held26

passes i.e., where the agreement transacting the 
right to use is executed.
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2.25 Non/short levy of tax due to computation error

During test check of the 
27

from the assessments 

of two dealers for 

the period 2001-02 

` 28,814 instead of correct amount of ` 2.88 lakh. In case of other dealer, the 

amount of goods returns of ` 31.24 lakh was deducted twice from the total sales 

` 9.50 lakh including interest of ` 2.78 

` 1.12 lakh.

`

recovered `

2.26 Incorrect determination of turnover

During test check of the 

records of four28

we noticed from 

the assessment of 

four dealers for the 

8A and Rule 50 even though the sales turnover in their annual accounts was 

exclusive of tax. This resulted in incorrect deduction of tax involving short 

` `

`

27

28

Section 41 of the Gujarat Sales Tax Act provides 

him.

Section 8A of the CST Act as well as Rule 50 

of the Gujarat Sales Tax Rules, 1970 provide for 

deduction of tax amount from aggregate of sale 

price in determining the turnover, provided the 

sale price is inclusive of tax.
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amount of `

in case of two dealers. In one case, the Department stated that total turnover 

of the Department is not relevant as these cases pertained to interstate sales 

2.27 Incorrect allowance of exempted purchase of branches

During test check of 

Commissioner of 

Commercial Tax-2, 

noticed from the 

assessment of a dealer 

goods valued at ` 38.55 crore from its own two units holding exemption 

and AO allowed purchase of exempted goods of ̀  65.41 crore instead of ̀  38.55 

crore. The sale of exempted goods of ` 78.82 crore was allowed in assessment. 

value of such excess claim of ̀  26.86 crore stood at ̀  32.37 crore, escaping sales 

tax on this amount. Thus, incorrect allowance of exempted purchase resulted in 

underassessment of tax of ` ` 1.87 crore and 

`

Section 41(3) of the GST Act provides that the AO 

dealer shall assess the tax due from the dealer.
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2.28.1 During test 
check of the records 

29 in 

noticed that three 
dealers opted for 
deferment incentive 
schemes, of these, 
one dealer did not 

of deferred tax, the 
other dealer, paid the 
annual installments of 
deferred tax of ` 6.68

` 16.64 lakh instead of ` 23.36 lakh. The AOs did not initiate action to recover 
the tax and interest in these cases resulting in non-realisation of tax of ` 4.98 
crore including interest of ` 1.61 crore.

After we pointed 

Department accepted 

involving ` 4.98 
crore in two cases. In 
one case involving 
`

from 1.4.2006, the 
Department stated 

considered within time 
limit as per Resolution 
No.GST-1209-561-

29

which opt for deferment incentives are allowed 

exhausts the limit of incentive granted to it under 

per cent up to 31 August 2001 and 18 per cent
thereafter.

units are allowed to purchase raw material, 

of tax at the rate of 0.25 per cent. Remaining 
amount of the tax on such purchases is calculated 

on sale of manufactured goods is also adjusted 
against the ceiling limit of exemption. In the 

Section 50 with interest under Section 47(4A) 

under Section 46(1) for collection of the tax in 
contravention to the provisions of the GST Act.
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2.28.2 30

GST Act, though the dealer had collected the tax in contravention of exemption 

cash. This resulted in under assessment of tax of `
of ` `

 (` in lakh)

Sl.
No.

No. of 
dealers

Nature of objection Short levy 
of tax 

including
interest and 

penalty

Remarks

1. 13 The AOs computed the tax at incorrect rate and ` 181.25 The Department 
accepted the 

cases involving 
` 7.41 lakh.

2. 1 Though the exemption holder was not entitled 
to collectw the tax, he collected the tax and 
claimed deduction under Rule 50 of the GST 
Rules. The AO allowed the claim of deduction 

of the GST Act.

` 25.36 Department
accepted the 

initiated revision 
process.

3. 1 Though set-off of tax paid on raw materials to 

trading goods.

` 21.86 -

4. 1 Exemption was allowed on the goods not ` 12.71 Department
accepted the 

and raised the 
demand.

5. 1

under Section 49(2) of the Act did not allow 

against exemption limit and refunded the tax 

` 1.22 The AO 
accepted
the audit 

Total ` 242.40

` 46.71 lakh in case of nine dealers and recovered ̀  1.89 lakh in case of two dealers. 
In one case the Department stated that the dealer had adjusted the amount of set-off 

30

2 Vadodara.


