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This Report of the Comptroller and Auditor General of India for the year ended 31 March 2021 

has been prepared for submission to the Governor of Madhya Pradesh under Article 151 of the 

Constitution of India for being laid in the State Legislature. 

The Report contains significant results of Compliance Audit of the two Revenue Departments 

of the Government of Madhya Pradesh viz., Commercial Tax Department and Mineral 

Resources Department. Audit has been conducted under the Comptroller and Auditor General's 

(Duties, Powers and Conditions of Service) Act, 1971. 

The instances mentioned in this Report are those, which came to notice in the course of test 

audit for the period 2020-21 as well as those which came to notice in earlier years but could 

not be reported in the previous Audit Reports; instances relating to the period subsequent to 

2020-21 have also been included, wherever necessary. 

The audit has been conducted in conformity with the Auditing Standards issued by the 

Comptroller and Auditor General of India. 
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EXECUTIVE SUMMARY 

 

 

 

 

 

 



 

 



 

 

 

I Chapter-I: General 

This Report contains four paragraphs (including two Subject Specific Compliance Audits) 

relating to audit of processing of Refund Claims under GST, Transitional Credits under GST, 

assessment of cases under VAT and audit of administration and utilisation of funds of District 

Mineral Foundations in Madhya Pradesh. The aggregate value of the audit observations of the 

Report is ₹ 324.63 crore.  

• Arrears of Revenue 

It was observed that as of 31 March 2021, the arrears of revenue pertaining to Commercial Tax 

Department and Registration & Stamps Department were ₹ 5,174.71 crore. Out of this amount, 

₹ 2,594.04 crore relating to Commercial Tax and ₹ 192.82 crore relating to Registration and 

Stamps Department were outstanding for more than five years. 

(Paragraph 1.3.3) 

• Recoveries at the instance of the Audit 

In respect of Compliance Audit paragraph on “Assessment Levy and Collection of Stamp Duty 

and Registration Fees” (Registration and Stamps Department), Audit pointed out 71 cases of 

short levy of Stamp Duty and Registration Fees. The Department, in the Exit Conference 

(August 2022) had accepted audit observations in 43 cases, having financial implication of  

₹ 0.58 crore. Out of the accepted 43 cases, till date (September 2022) an amount of ₹ 0.34 crore 

has been recovered in 21 cases at the instance of the Audit and in 10 cases, Revenue Recovery 

Certificates (RRC) have been issued. Further, out of ₹ 157.17 crore worth audit observations 

in respect of 2,076 cases incorporated in this Audit Report, there was no acceptance on the part 

of the Departments. Further, during 2021-22, an amount of ₹ 0.69 crore was also realised in 

four cases of State Excise Department in respect of the audit observation pointed out in the 

years prior to 2020-21.  

(Paragraph 1.6.2) 

II Chapter-II: Commercial Tax Department 

• Transitional Credits under GST  

Section 140 of the Madhya Pradesh Goods and Services Tax (MPGST) Act, 2017 enables the 

taxpayers to carry forward the Input Tax Credit (ITC) earned under the existing laws to the 

GST regime. Scrutiny of 2,357 sampled claims in 45 circle Offices, showed 314 instances of 

non-compliance where the Commercial Tax Department had not issued any guidelines to verify 

Transitional credit claims preferred by the taxpayers. Such credits were not verified by the 

Department even after lapse of more than three years from availing Transitional Credit by 

taxpayers. This non-verification leads to risk of revenue loss to the Government exchequer. 

Hence, the Department needs to put in place a mechanism to verify the correctness of 

transitional credit claims filed by the taxpayers. Further, the audit of compliance to various 

provisions of the Act, revealed several instances of availing of inadmissible ITC on goods not 

covered under GST, non-payment of interest on reversal of wrongly availed Transitional 

Credit, excess amount credited to Electronic Credit Ledger, excess/irregular credit  

being carried forward in TRAN-1, inadmissible Transitional Credit claimed owing  

to non-compliance of various provisions of the Act. These shortcomings, in  

Executive Summary 
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aggregate, involved an overall revenue impact of ₹ 86.93 crore. Thus, looking into the size of 

sample cases (2,215) test checked and number of excess/incorrect claims noticed (314), the 

Department may rigorously examine similar cases not covered in the audit sample and take 

corrective action within a timeframe. A database of such cases may also be maintained to 

monitor/rectify the same. 

(Paragraph 2.4) 

• Processing of Refund Claims under GST  

Timely refund of taxes, facilitates trade through release of blocked funds for working capital, 

expansion and for modernisation of existing business. GST laws aimed to streamline and 

standardise the refund procedures. Section 54 of Madhya Pradesh Goods and Services Tax 

(MPGST) Act 2017, enables the taxpayers to claim refund of balance in electronic cash ledger 

in accordance with the provisions of the Act. Audit test-checked a sample of 447  

pre-automation and 564 post-automation refund claims (out of 1,011) pertaining to the period  

01 July 2017 to 31 July 2020 in 67 circles and one division. The audit of compliance to 

procedures revealed that majorly there were delays in issues of acknowledgement, issue of 

refund orders, sanction of provisional refund of zero-rated supply and non-conducting of post 

audit of refund claims. The Department needs to put in place a mechanism to verify the 

correctness of declarations filed by the taxpayers. Further, the audit of cases of refund of Input 

Tax Credit, refund of inverted duty structure, refund on capital goods etc. revealed the excess 

refund, irregular payment, inadmissible refunds etc. made to the dealers. These shortcomings, 

in aggregate, involved an overall revenue impact of ₹ 10.36 crore. Thus, looking into the size 

of sample cases (1,011) test-checked and number of irregular refund claims noticed (167),  

the Department may rigorously examine similar cases not covered in the audit sample and take 

corrective action within a timeframe. 

(Paragraph 2.5) 

• Assessment of cases under Section 20 of the MP VAT Act, 2002  

The audit of the Department was conducted with a view to assessing whether taxable turnover 

was worked out properly and appropriate rates of tax have been applied, and whether the Input 

Tax Rebate was claimed and allowed properly. A test-check of a total of 33,812 assessment 

cases out of 90,878 assessment cases and other related records in 33 selected offices, for the 

period 2014-15 to 2017-18 (up to first quarter) revealed various instances of omissions and 

commissions in the assessments while the overall working of the Department appeared 

satisfactory. Various instances were noticed where the Assessing Authorities had not complied 

with the provisions of the Act/Rules in determining the correct turnover of the Dealers, had 

applied incorrect rate of tax, had granted irregular concession under CST Act, had either not 

levied the Entry Tax or levied it at incorrect rates on entry of goods into the local area, had 

allowed excessive Input Tax Rebate against the admissible Input Tax Rebate etc. These 

shortcomings, in aggregate, involved an overall revenue impact of ₹ 21.13 crore.  

(Paragraph 2.6) 

III Chapter-III: Mineral Resources Department 

• Administration and utilisation of funds of the District Mineral Foundations in   

Madhya Pradesh 

The mining sector in India largely affects the local area and vulnerable sections of the 

population residing near the mining areas. Therefore, to ensure that these areas and affected 

persons are benefitted by the mineral wealth in their regions and to improve their standards  
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of living, the Government of Madhya Pradesh established District Mineral Foundations (DMF) 

in the districts which are affected by mining related operations It also framed the District 

Mineral Foundation Rules, 2016 (DMF Rules) to regulate the composition, functions and 

manner of payment to be made to the DMFs by the holders of mining lease. Out of  

22 districts of the State where the major minerals are available, Audit test-checked nine districts 

having higher receipts of DMF and scrutinised the three-year records of 2018-19 to 2020-21 

related to collection, administration and expenditure of DMF fund in these selected districts. 

The Audit revealed various procedural non-compliances as to non-convening of adequate 

Meeting of Boards and Executive Committee, non-maintenance of basic records like list of the 

mining affected area and affected people, register of the DMF amount payable and paid, 

irregular and inadequate audit of DMF accounts by the Chartered Accountant,  

non-preparation of Annual Report, non-display of district wise DMF data and its activities in 

the website etc. Further, the audit of the fund management of DMF revealed irregularities 

pertaining to less contribution to DMF by the lessees, non-utilisation of DMF contribution from 

Sand, non-recovery on interest on delayed payments, funds lying idle in the DMF and non-

recovery of unutilised amount from work executing agencies, etc. In addition to this, the Audit 

of various works executed from DMF revealed irregularities in the construction and repair 

works, delays in completion of work, non-recovery of advances in works which were not 

started, and irregularities in payments made to Contractors etc. These shortcomings, in 

aggregate, involved an overall impact of ₹ 206.21 crore. Thus, District Mineral Foundations 

need to fix the responsibility of the officials who were responsible for the mismanagement of 

the funds and/or non-recovery of the unutilised DMF funds. 

(Paragraph 3.1) 
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CHAPTER I 

GENERAL 
 

1.1    About this Report 

This Report of the Comptroller and Auditor General of India (CAG) contains matters arising 

from Compliance Audit of two departments, out of the three1 audited departments from amongst 

the five2 major revenue earning departments of the Government of Madhya Pradesh (GoMP), 

falling under the purview of the Office of Accountant General (Audit-II), M.P Bhopal.  

The primary purpose of this Report is to bring to the notice of the State Legislature, significant 

results of Compliance Audit. The findings of audit are expected to enable the Executive to take 

corrective action, to frame appropriate policies as well as issue directives, that will lead to 

improved financial management of organisations, and contribute to better governance. 

This Chapter explains the planning and coverage of audit, response of the departments and 

Government to audit findings and follow-up action on previous Audit Reports. 

1.2  Audit Entity Profile 

The five major revenue earning departments under the jurisdiction of this office in the State at 

the Secretariat level are headed by Additional Chief Secretaries/Principal Secretaries/ 

Secretaries and assisted by Directors/Commissioners and subordinate officers. 

Chart 1.1: Functions of the auditee entities 

 

 

 

 

 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 

 
1  Commercial Tax Department, Mineral Resources Department and Registration and Stamps Department. 
2   Commercial Tax Department, Mineral Resources Department, Registration and Stamps Department, State  

  Excise Department and Transport Department.  

 

•The Commercial Tax Department collects revenue on goods and
services under the Madhya Pradesh Value Added Tax Act, 2002
(MPVAT Act), the Central Sales Tax Act, 1956 (CST Act), the
Entry Tax Act, 1976 (ET Act), the Madhya Pradesh Professional
Tax Act, 1995 and the Madhya Pradesh Vilasita, Manoranjan,
Amod Evam Vigyapan Kar Adhiniyam, 2011. The Department has
been admininstering and collecting revenue on goods and services
under the Madhya Pradesh Goods and Services Tax Act, 2017 with
effect of 01 July 2017.

COMMERCIAL 
TAX 

DEPARTMENT

•The Mineral resources Department functions under the overall
charge of the Secretary, Mining, Government of Madhya Pradesh.
The main functions and activities of the department are systematic
survey and assessment of mineral deposits of the state,
administration of minerals, and their exploitation, grant of
exploration licenses and mining leases, approval of mining plans,
realisation of royalty, rent, fee etc. on the various minerals. It
takes care of enforcement and implementation of various relevant
Acts & Rules viz Mines and Mineral (Development and
Regulation) Act, 1957, Mineral Concession Rules, 1960, Mineral
Conservation and Development Rules, 1988, Madhya Pradesh
Minor Minerals Rules, 1996 etc.

•Besides, the Department is also responsible for the effective
implementation of the State Government's Mineral Policy, 2010 to
ensure proper exploitation of the mineral resources for optimum
and sustainable development of the State.

MINERAL 
RESOURCES 

DEPARTMENT
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Audit of the departments includes audit of the Administrative Offices of these departments and 

the subordinate offices under their administrative control. 

1.3      Summary of Fiscal Transactions 
 

1.3.1   Receipts of Departments 

A summary of the Receipts relating to the above auditee entities during the three years period 

2018-19 to 2020-21, is given in Table 1.1 below: 

Table 1.1: Summary of receipts during 2018-19 to 2020-21 

(₹ in crore) 

 Source: Data collected from Finance Accounts of GoMP for the relevant years. 

•The Registration and Stamps Department is tasked with the
registration of documents and is responsible for determining and
collecting Stamp Duty and Registration Fees on registration of
various documents/instruments by the general public. The
Department enforces administration of the Indian Stamp Act, 1899
and the Registration Act, 1908, as amended from time to time and
rules framed thereunder.

REGISTRATION  
AND STAMPS 

DEPARTMENT

•The Madhya Pradesh State Excise Department is responsible for
administration and monitoring of liquor trade in the State. It is
entrusted with the responsibility of making laws & framing rules
relating to manufacture, possession, sale, import, export and
transport of liquor, intoxicating drugs and collection of excise
revenue. It is also responsible for making policies, laws and rules
relating to entertainment duty and its collection. The Department is
also responsible to prevent illicit liquor and evasion of excise and
entertainment duty.

STATE EXCISE 
DEPARTMENT

•The Transport Department functions under the provisions of
Section 213 of Motor Vehicles Act, 1988. The Transport
Department is primarily established for enforcement of the
provisions of Motor Vehicles Act,1988, Madhya Pradesh Motor
Vehicles Taxation Act,1924 (Amended 1993) and the rules framed
under these two Acts. The Transport Department of the State of
Madhya Pradesh functions in a multidisciplinary approach. It
enhances the scope of additional resource mobilisation in road
transport sector, provides a road user friendly transport
administration in the State, protects the public interest by making
their mobility safe and comfortable on road, expedites the process
of modernisation for a more efficient, vibrant and productive road
transport management system in the State.

TRANSPORT 
DEPARTMENT

S. No. Receipts/Department 2018-19 2019-20 2020-21 

1. Taxes on sales, trade & SGST  

(Commercial Tax Department) 

28,411.69 31,705.49 30,553.84 

2. Mineral Receipts  

(Mineral Resources Department) 

3,933.56 4,320.22 4,557.28 

3. Stamp Duty and Registration Fees  

(Registration and Stamps Department) 

5,277.99 5,568.60 6,816.53 

4. Excise Duty  

(State Excise Department) 

9,542.15 10,829.35 9,526.34 

5. Taxes on Vehicle  

(Transport Department) 

3,008.26 3,251.23 2,749.15 

Total 50,173.65 55,674.89 54,203.14 
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1.3.2   Expenditure of Departments 

A summary of the expenditure incurred by the major revenue earning departments of 

Government of Madhya Pradesh, during the three-year period 2018-19 to 2020-21, is given in 

Table 1.2 below: 

Table 1.2: Summary of expenditure during 2018-19 to 2020-21 

  (₹ in crore) 

 Source: Data collected from Appropriation Accounts of GoMP for the relevant years. 

1.3.3   Arrears of Revenue 

As of 31 March 2021, the arrears of revenue pertaining to the departments covered in this report 

were as detailed in Table 1.3 below: 

Table 1.3: Arrears of Revenue 

(₹ in crore) 

Department 

Details of amount 

outstanding as on  

31 March 2021 
Reasons 

Total For more 

than five 

years 

Commercial 

Tax 

4,743.32 2,594.04 Department replied that recovery proceedings is a continuous 

process, under which new recoverable amount is established and 

recovery proceedings for maximum recovery of the outstanding 

amount goes on throughout the year. 
Registration 

and Stamps  

431.39 192.82 Department replied that in cases which are registered on the basis 

of photocopy of the documents, the original documents lies with 

the parties and due to the process of conversion etc., such parties 

are not interested in depositing the original stamp duty and 

registration fee. Further, in relation to cases being too old, 

multiple transfer of property, death of former writers of 

documents and unavailability of complete address of parties etc. 

the recovery process is affected adversely. Also, due to the death 

of the buyer, his/her legal heirs do not often take interest in 

depositing the fee.  

Total 5,174.71 2,786.86  

 Source: Information furnished by the Departments concerned.  

It can be seen from Table 1.3 that in Commercial Tax Department, the amount outstanding for 

more than five years at the end of 2020-21 is nearly 54.69 per cent of the total outstanding of 

the Department. Similarly, in the Registration and Stamps Department, the amount outstanding 

for more than five years at the end of 2020-21 is nearly 44.70 per cent of the total outstanding 

of the Department. The Departments have intimated that recovery is a continuous process  

 

S. No. Name of the Department 2018-19 2019-20 2020-21 

1. Commercial Tax Department 209.04 199.96 207.84 

2. Mineral Resources Department 684.01 740.64 760.55 

3. Registration and Stamps Department 102.05 115.35 778.28 

4. State Excise Department 1,715.27 1,819.40 1,305.57 

5. Transport Department 82.32 85.50 90.24 

Total 2,792.69 2,960.85 3,142.48 
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however, the huge percentage of old outstanding shows that serious efforts were not being 

made by these Departments for the recovery. Remaining three Departments viz. Mineral 

Resources, State Excise, and Transport Department did not provide the information despite 

being requested (September 2022). 

1.4    Authority for Audit 

The CAG’s authority for audit is derived from Articles 149 and 151 of the Constitution of India 

and CAG's (Duties, Powers and Conditions of Service) Act, 1971 (DPC Act).  

1.5    Planning and Conduct of Audit 

During the year 2021-22, Compliance Audit of 71 units out of a total of 590 auditable units of 

above mentioned five Revenue departments was conducted. For Subject Specific Compliance 

Audit on ‘Processing of Refund claims under GST’ and ‘Transitional Credits under GST’, 

sampled claims were examined in 67 and 45 circles (out of total 84 circles) respectively. 

This Report features findings on four Audit topics under two departments3 in the form of four 

Audit paragraphs (Para 2.4 to 3.1 supra).  

Compliance Audit is an independent assessment of whether a given subject matter (an activity, 

financial or non-financial transaction, information in respect of an entity or a group of entities) 

complies in all material respects with the applicable laws, rules, regulations, established codes 

etc. and the general principles governing sound public financial management and the conduct 

of public officials. 

The following flowchart depicts the process of planning, conduct of audit and reporting the 

results of audit: 

Chart 1.2: Planning, conduct of audit and preparation of Audit Reports 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 
3  Commercial Tax and Mineral Resources Department. 

Audit Report is prepared from:  

• Important audit observations featured in Inspection Reports or Draft Performance Audit Reports/Compliance 

Audit Reports  

• Considering response of the Department/Government to Audit findings 

Assessment of Risk for planning of audit units is  based on certain criteria like: 

• Revenue collected 

• Budgetary targets and achievements 

• Arrears in assessment and collection 

• Assessment of internal controls  

• Concerns of stakeholders, etc. 

Planning of Audit includes determining: 

• Extent and type of Audit - Financial, Compliance and Performance audits 

• Audit objectives, scope and methodology of audit 

• Sample of auditee entities and transactions for detailed audit 

 

Inspection Reports are issued based on:  

• Scrutiny of records/data analysis 

• Examination of Audit evidence 

• Replies/Information furnished to Audit enquiries  

• Discussion with Head of the unit/local management 
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The Audit Report so prepared would be submitted to Governor for causing it to be laid in the 

State Legislature. 

After completion of Compliance Audit of each unit, an Inspection Report (IR) containing Audit 

findings is issued to the head of the unit with a request to furnish replies within one month of 

receipt of the IR. Whenever replies are received, Audit findings are either settled or further 

action for compliance is advised. Significant Audit observations pointed out in these IRs, which 

require attention at the highest level in Government, are issued as Draft Paragraphs/ 

Performance Audits/Compliance Audits to the Government for their response, before possible 

inclusion, after due consideration of the responses, in the Audit Reports. These Audit Reports 

are submitted to the Governor of Madhya Pradesh under Article 151 of the Constitution of India 

for causing them to be laid on the Table of the State Legislature. 

1.6     Response of Government to Audit findings 
 

1.6.1  Response to Audit findings 

All departments are required4 to send their responses to Draft Audit paragraphs proposed for 

inclusion in CAG’s Report within six weeks of their receipt. During September 2021 to April 

2022, five Draft Compliance Audit paragraphs including two Subject Specific Compliance 

Audit paras viz., ‘Processing of Refund claims’ and ‘Transitional Credits’ under GST, and three 

Compliance Audits on ‘Assessment under Section 20 of Madhya Pradesh VAT Act, 2002’, 

‘Administration and utilisation of funds of the District Mineral Foundations in Madhya 

Pradesh’ and ‘Assessment, Levy and Collection of Stamp Duty and Registration Fees’ were 

forwarded to Secretaries of the Departments5 concerned, drawing their attention to the Audit 

findings and requesting them to send their response within six weeks followed by reminders 

between October 2021 and July 2022. It was brought to their personal attention that these 

paragraphs were likely to be included in the Audit Report of the CAG of India, which would 

be placed before the State Legislature, and it would be desirable to include their 

comments/responses to the Audit findings. Replies for none of Draft paragraphs was received 

until September 2022.  

1.6.2   Recoveries at the instance of the Audit 

In the 71 units audited during the year, Audit pointed out 2,157 Audit observations having 

aggregate financial impact of ₹ 170.24 crore. Out of the ₹ 170.24 crore pointed out, 71 cases 

were in respect of short levy of Stamp Duty and Registration Fees on account of under valuation 

of properties, non-consideration of royalty in mining lease and short realisation of Registration 

Fees on agreements relating to development of land. 

The Registration and Stamps Department, in the Exit Conference (August 2022) intimated that 

it referred these 71 cases for review in the Court of Stamps, which is the legal body to decide 

upon the cases. It had accepted Audit observations in 43 cases, having financial implication of 

₹ 0.58 crore. Out of the accepted 43 cases, till date (August 2022) an amount of ₹ 0.34 crore 

has been recovered in 21 cases at the instance of the Audit. Further, in 10 cases, the Revenue 

Recovery Certificates (RRC) have been issued and in remaining 12 cases, the proceeding are 

 

 
4  As per para no. 3.3 of Manual of Report (Civil) Section issued by AG (G&SSA), 2017. 
5 Commercial Tax Department (3), Mineral Resources Department (1) and Registration and Stamps Department (1). 
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under progress for initiating recovery. Further, apart from 43 cases accepted by the Department,  

16 more cases as pointed out by the Audit are still under consideration of the Court of Stamps 

for its final decision as to further acceptance/non-acceptance (August 2022). Audit appreciates 

the continuing efforts of Government to improve the assessment and collection procedures in 

the cases pointed by Audit.  

For the audit observations pointed out in the years prior to 2020-21, an amount of ₹ 0.69 crore 

was also realised in four cases in the State Excise Department.  

1.6.3    Response to previous Inspection Report (IRs) 

Heads of Offices and next higher authorities are required to respond to the observations 

contained in IRs and take appropriate corrective action. 

A review of IRs outstanding at the end of March 2022 pertaining to five departments showed 

that 20,141 paragraphs relating to 3,896 IRs valuing ₹ 20,314.52 crore were outstanding which 

is detailed in Table 1.4. Of these, 1,664 IRs (43 per cent) containing 6,287 paragraphs valuing 

₹ 1,949.23 crore are outstanding for more than 10 years. Even the first replies which were to 

be furnished within one month by Heads of offices concerned, have not been received in respect 

of 42 IRs issued during 2020-21. 

Table 1.4: Department-wise details of outstanding IRs/Paragraphs  

S. 

No. 

Name of the 

Department 

No of 

outstan

ding 

IRs 

No. of 

outstandin

g Paras 

Money 

Value 

involved 

(` in 

crore) 

IRs 

Outsta

nding 

for 

more 

than 10 

Years  

 

Paras 

Outstan

ding for 

more 

than 10 

Years  

 

 

Paras 

Outsta-

nding 

for 

more 

than 10 

Years  

MV 

(` in 

crore) 

First 

reply 

not 

received 

within 

one 

month 

in 

respect 

of IRs 

issued 

1. Commercial Tax 1,627 10,276 4,464.24 777 3,175 596.38 0 

2. Mineral 

Resources 373 2,054 

5,109.13 120 360 595.37 18 

3. Registration and 

Stamps 841 2,593 

1,064.45 214 415 47.25 15 

4. State Excise 460 1,915 9,080.74 173 427 404.61 9 

5. Transport 595 3,303 595.96 380 1,910 305.62 0 

Total 3,896 20,141 20,314.52 1,664 6,287 1,949.23 42 

Lack of action on IRs and audit paragraphs is fraught with the risk of perpetuating serious 

financial irregularities pointed out in these reports. It may also result in dilution of internal 

controls in the governance process, inefficient and ineffective delivery of public goods/ 

services, fraud, corruption and loss to public exchequer.  

1.6.4    Response of the Government to Audit Paragraphs that featured in earlier 

Audit Reports 

Administrative departments are required to submit Explanatory Notes on paragraphs and 

Performance Audits included in Audit Reports, within three months6 of their presentation to 

the State Legislature, duly indicating action taken or proposed to be taken. For this purpose, 

 
6  Para 5(A) of Public Accounts Committee Introduction Guide 2004, MP State Legislature Secretariat.  



Chapter I: General 

Page 7 

the departments are not required to wait for any notice or call from the Public Accounts 

Committee. 

As of 31 March 2022, Explanatory Notes were yet to be received from four departments in 

respect of 37 paragraphs that featured in the Audit Reports for the years 2013-14 to 2018-19. 

Details are given in Table 1.5 below: 

Table 1.5: Pending departmental replies on the paragraphs included in earlier Audit 

Reports  

Year of Audit 

Report 

Department Departmental 

replies 

pending as of 

31.03.2022 

Date of 

presentation of 

Audit Report in 

the State 

Legislature 

Due date for 

receipt of 

Departmental 

Replies 

2013-14 State Excise  03 22 July 2015 22 October 2015 

2015-16 State Excise 07  24 March 2017 24 June 2017 

2016-17 

State Excise 01 

10 January 2019 10 April 2019 Commercial Tax 01 

Registration and Stamps 04 

2017-18 
State Excise 01 

21 September 2020 21 December 2020 
Mineral Resources   07 

2018-19 
Commercial Tax 08 

21 December 2021 21 March 2022  
Registration and Stamps 05 

Total 37   
 

1.6.5  Response of the Government to the recommendations of the Public 

Account Committee 

Administrative departments are required to submit Action Taken Notes (ATNs) on the 

recommendations of the Public Accounts Committee (PAC) within six months from the date 

of receipt of the recommendations. As of 31 March 2022, 228 ATNs in respect of five 

departments of the Government of Madhya Pradesh were yet to be received. Details are given 

in Appendix 1.1. 

1.7    Acknowledgement 

The Office of the Accountant General (Audit-II), Madhya Pradesh wishes to acknowledge the 

co-operation and assistance rendered by the officials of the Commercial Tax Department, 

Mineral Resources Department and Registration and Stamps Department of the State 

Government during audit of the respective Departments. 

 

 

 

 

 

 

 

 





 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

CHAPTER  II 

COMMERCIAL TAX 

DEPARTMENT 
 



 

 

 

 

 

 

  

 



CHAPTER II 

COMMERCIAL TAX DEPARTMENT 
 

Summary  

SSCA on Transitional Credits under Goods and Services Tax: 

During the test-check of 2,357 cases of claims of Transitional Credit, the following issues of 

non-compliance with the provisions of Act/Rules were noticed: 

• Non-existence of mechanism for verification of Transitional Credit claims in the 

Department;  

• Instances of availing of inadmissible Input Tax Credit on goods not even covered under 

GST; 

• Instances of excess credit carried forwarded in TRAN-1 by the taxpayers; 

• Instances of irregular claim of Transitional Credit without filing VAT Returns; and 

• Instances of excess claim of Transitional Credit due to erroneous carry forward of ITR 

balance in VAT returns etc. 

 These instances of shortcomings, in aggregate, involved an overall revenue impact of  

₹ 86.93 crore. 

 

SSCA on Processing of Refund Claims under Goods and Services Tax:  

The test-check of 447 Pre-automation and 564 Post-automation refund cases, processed 

during July 2017 to July 2020, revealed the following issues of non-compliance with the 

provisions of Act/Rules: 

• There were delays in acknowledgement of refund claims, sanctioning of refund orders, 

issuance of deficiency memo;  

• Refunds were made without verifying the required documents; 

• The Post audit of refund claims was not done; 

• Inadmissible and excess refund of Inverted Duty Structure were made; and 

• Excess refund was made due to non-verification of GSTR-2A being reflected in the 

GSTN portal etc. 

 These instances of shortcomings, in aggregate, involved an overall revenue impact of  

 ₹ 10.36 crore. 

 

Compliance Audit on assessment under Section 20 of the Madhya Pradesh VAT Act, 

2002: 

The test-check of 33,812 assessment records, revealed the following issues of non-

compliance with the provisions of Act/Rules: 

• The Assessment Authorities determined incorrect turnover resulting in short levy of tax 

and non-levy of minimum leviable penalty;  

• The Assessment Authorities treated taxable goods as tax free/tax paid resulting in short 

levy of tax and non-levy of minimum leviable penalty; 

• The Assessment Authorities failed to apply the correct rate of tax and deductions/ 

adjustments resulting in short levy of tax; 

• The Entry Tax on goods was either not levied or was levied at the incorrect rates on 

their entry into local area; and 

• The Assessment Authorities allowed excessive Input Tax Rebate against the admissible 

Input Tax Rebate etc. 

These shortcomings, in aggregate, involved an overall revenue impact of ₹ 21.13 crore.  
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2.1    Introduction 

The Commercial Tax Department accounts for the highest revenue receipts of the Government 

of Madhya Pradesh. The Department collects revenue on goods and services under the various 

Acts enumerated below:  

• Madhya Pradesh Value Added Tax Act, 2002 (MP VAT Act); 

• Central Sales Tax Act, 1956 (CST Act); 

• Madhya Pradesh Sthaniya Kshetra Me Maal Ke Pravesh Par Kar Adhiniyam, 1976  

(Entry Tax Act); 

• Madhya Pradesh Professional Tax, 1995; and  

• Madhya Pradesh Vilasita, Manoranjan, Amod Evam Vigyapan Kar Adhiniyam, 2011. 

Section 20 of the MP VAT Act 2002 provides for the assessment of every registered dealer to 

be made separately every year. VAT and CST was to be levied on the taxable turnover of a 

dealer liable to pay tax under respective Act whereas Entry Tax was to be levied at the specified 

rates on the value of goods entering into a local area for consumption, use or sale therein, under 

Madhya Pradesh Sthaniya Kshetra Me Maal Ke Pravesh Par Kar Adhiniyam, 1976 (Entry Tax 

Act), and rules and notifications issued thereunder. 

Since the enactment of Madhya Pradesh Goods and Services Tax Act, 2017 (GST Act) in the 

State, with effect from 01 July 2017, the existing taxpayers of the State registered under the 

earlier Acts are being transitioned to GST by registration under GST System Portal.  

This Chapter includes findings of Subject Specific Compliance Audit on Transitional Credits 

under Goods and Services Tax, Subject Specific Compliance Audit on Processing of Refund 

Claims under Goods and Services Tax and Compliance Audit on assessment of cases under 

Section 20 of MP VAT Act.  

2.2 Tax Administration 

The Principal Secretary, Commercial Tax Department is the Administrative head of the 

Department at the Government level. The Commissioner of Commercial Tax is the Head of the 

Department. The Commercial Tax Department functions under the overall control of the 

Commissioner of Commercial Tax, who is assisted by Additional Commissioners of 

Commercial Tax, Deputy Commissioners, Assistant Commissioners, Commercial Tax 

Officers, Assistant Commercial Tax Officers and Inspectors of Commercial Tax in the 

performance of such functions as may be assigned by him under the Act. 

The Assistant Commercial Tax Officer (ACTO), Commercial Tax Officer (CTO), Assistant 

Commissioners (ACCT) and Deputy Commissioners (DCCT) have been vested with the 

powers of assessment of cases. 

The hierarchy of the Department and responsibilities of the concerned officers are shown in 

the organogram given in Chart 2.1 below: 
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Chart 2.1: Organisational set-up 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2.3    Trend of Receipts 

The trend of revenue receipts of Commercial Tax Department from taxes on sales, trades, etc., 

taxes on goods and passengers, and SGST for the period from 2016-17 to 2020-21 is given 

below in Chart 2.2.  

Chart 2.2: Commercial Tax Receipts during 2016-17 to 2020-21 

(₹ in crore) 

 

Source: Finance Accounts of Government of Madhya Pradesh for respective years. 
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As can be seen from the Chart above, the increase in revenue 1  of the Commercial Tax 

Department during the years 2017-18 to 2019-20 has been quite substantial. During the five-

year period, 2016-17 to 2020-21, there has been an increase in revenue from Commercial Taxes 

from year-to-year except for a decline of 5.79 per cent during 2017-18 and 3.84 per cent during 

2020-21 compared to the previous year. The increase in revenue during 2017-18 to 2019-20 is 

mainly attributable to increase in the (0006)-SGST component, which increased from  

₹ 8,696.12 crore to ₹ 18,508.49 crore (112.83 per cent) during 2017-18 to 2018-19 and further 

increased to ₹ 20,447.78 crore (10.48 per cent) during 2018-19 to 2019-20. However, revenue 

for the year 2020-21 declined by ₹ 1,221.73 crore (3.84 per cent) from the year 2019-20, on 

account of lockdown due to Covid-19. 

The various audit findings as emerged from the Subject Specific Compliance Audit on 

Transitional Credit under Goods and Services Tax, Subject Specific Compliance Audit on 

Refund Claims under Goods and Services Tax:, and from Compliance Audit on assessment 

under Section 20 of the Madhya Pradesh VAT Act, 2002 are detailed in the ensuing 

paragraphs 2.4 to 2.6. 

  

 
1  The Departmental revenue figures are the aggregate figures accounted under the heads  

(0006)-State Goods and Services Tax (SGST), (0040)-Taxes on Sales, Trades, etc., viz VAT, and  

(0042)-Taxes on Goods and Passengers, viz. Entry Tax. 
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2.4 Subject Specific Compliance Audit on "Transitional Credits under 

Goods and Services Tax" 
 

2.4.1    Introduction 

Introduction of Goods and Services Tax (GST) is a significant reform in the field of indirect 

taxes in the country, which replaced multiple taxes levied and collected by the Centre and 

States. Tax is levied simultaneously by the Centre and States on a common tax base. Central 

GST (CGST) and State GST (SGST) are levied on intra state supplies and Integrated GST 

(IGST) is levied on inter-state supplies. Availability of Input Tax Credit (ITC) of taxes paid on 

inputs, input services and capital goods for set off against the output tax liability is one of the 

key features of GST. This will avoid the cascading effect of taxes and ensures uninterrupted 

flow of credit from the seller to buyer. To ensure the seamless flow of Input Tax from the 

existing laws to GST regime, ‘Transitional arrangements for Input Tax’ was included in the 

GST Act to provide for the entitlement and manner of claiming Input Tax in respect of 

appropriate taxes or duties paid under existing laws.  

Transitional Credit provisions are important for both the Government and business. For 

business, the Transitional Credit provisions ensure transition of accumulated credits from the 

legacy returns, Input Tax in respect of raw materials, work in progress, finished goods held in 

stock as on the appointed day as well as credit in respect of capital goods into the GST regime. 

The provisions enable taxpayers to transfer such input credits only when they are used in the 

ordinary course of business or furtherance of business. From the view point of the Government, 

the amount of admissible Transitional Credits will determine the extent of cash flow of GST 

revenue and hence in the interest of revenue, only admissible and eligible Transitional Credits 

should be carried forward into GST. 

2.4.2    Transitional arrangements for Input Tax-Legal provisions of Madhya 

Pradesh State goods and Service tax 

Section 140 and 142 of the Madhya Pradesh State Goods and Services Tax Act, 2017 (MPGST)  

enables the taxpayers to carry forward the ITC earned under the existing laws to the GST 

regime. The sections read with Rule 117 to 121 of the MPGST Rules 2017 prescribe elaborate 

procedures in this regard. The Transitional Credits were to be claimed by taxpayers in the 

appropriate tables of TRAN-12 and TRAN-23 returns fulfilling the conditions specified in 

relevant Section of the MPGST Act and relevant rule of the MPGST Rules. 

All registered taxpayers, except those opting for payment of tax under composition scheme 

(under Section 10 of the Act), were eligible to claim Transitional Credit by filing TRAN-1 

returns within 90 days from the appointed day. The time limit for filing TRAN-1 return was 

extended initially till 27 December 2017 and subsequently up to 31 March 2020 for those 

taxpayers who could not file TRAN-1 return due to technical glitches in the system and those 

cases recommended by the GST Council. 

2.4.3    Audit objectives 

Transitional Credit claimed under TRAN-1 and TRAN-2 returns and credited to the Electronic 

Credit Ledger (ECL) of the taxpayers as ITC, would be adjusted against GST output liability 

of the taxpayers. Hence, the Transitional Credit claims have a direct impact on GST revenue. 

 
2  TRAN-1 is the return to be filed by taxpayers to claim the credit of tax paid under legacy rules. 
3  TRAN-2 is the return to be filed by taxpayers to claim the credit of tax paid under legacy rules, if tax paid 

documents are not available. 
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Thus, the audit of Transitional Credit under MPGST is taken up with the following audit 

objectives with a view to seeking an assurance on: 

• Whether an adequate and effective mechanism existed for verification of Transitional Credit 

of VAT, and if so, the mechanism envisaged by the Department for selection and 

verification of Transitional Credit claims was adequate and effective in respect of MPGST. 

• Whether the Transitional Credits carried over by the assessee into GST regime were valid 

and admissible. 

2.4.4    Audit Criteria 

The criteria for audit of Transitional Credit comprises the provisions of Section 140 and 142 

of the MPGST Act, 2017 read with Rules 117 to 121 of the MPGST Rules, 2017 and relevant 

Notifications/Circulars issued by Central Board of Indirect Taxes and Customs (CBIC) and 

State Tax Department. 

2.4.5    Audit Sample     

2,357 cases of claim of Transitional Credit of MPGST have been selected for Subject Specific 

Compliance Audit on Transitional Credit under MPGST.  

2.4.6    Audit Scope 

The scope of audit comprised a review of Transitional Credit claim returns, both TRAN-1 and 

TRAN-2, filed by the taxpayers under the transitional arrangements for Input Tax provided for 

under Section 140 of the MPGST Act. The period of review was covered from the appointed 

date4 to the end of March 2020. Audit scrutiny involved examination of compliance of rules 

specified for Transitional Credit under the Act.  

The Audit has been conducted between February 2021 and April 2021 for verification of  

2,357 sampled cases of Transitional Credit under the jurisdiction of 45 out of total 84 circle 

offices in the State. Despite various correspondences made (January to February 2021), the 

Entry Conference could not be held due to lack of responses from the Department. However, 

the audit was conducted under intimation to the Head of Department and circle offices 

concerned. The draft report was issued to the Department in September 2021. Reply was 

awaited as of May 2022. Exit Conference could not be held despite issuing letters and 

reminders to the Department for holding the same. Reply of the Government/Department was 

awaited (September 2022). 

The overall status in terms of number of Transitional Credit cases under MPGST in the State 

is given in Table 2.1:  

 

 

 

 

 

 

 

 
4  The appointed day or date is the date on which the provisions of MPGST Act come into force, i.e.,  

01 July 2017. 
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Table 2.1: Details of Transitional Credit sampled and audited cases under MPGST 

(₹ in crore) 

Total no. of 

Transitional 

Credit cases 

under 

MPGST 

Total amount 

of Credit 

claimed  

No. of 

cases 

sampled 

Amount 

of Credit 

claimed 

in 

sampled 

cases 

No. of 

cases 

audited 

Amount 

of Credit 

claimed 

in 

audited 

cases 

No. of 

sampled 

cases not 

audited due 

to non-

production 

of records5 

Amount 

of 

sampled 

cases not 

audited 

Information 

awaited from 

Department 

Information 

awaited from 

Department 

2,357 303.72 2,215 295.04 142 8.67 

Audit examined 2,215 cases and found 314 instances (14 per cent) of compliance deviations in 

claiming of Transitional Credits amounting to ₹ 86.93 crore.  

2.4.7    Audit Methodology 

The methodology for audit of Transitional Credit claims of selected taxpayers involved the 

examination of records pertaining to Transitional Credit available with the circle offices. 

Verification of individual Transitional Credit claims entailed the examination of VAT credit 

claimed by the taxpayers in the last six monthly returns filed under existing laws, immediately 

preceding the appointed date, along with the documentary evidence in support of such claims. 

Further, in respect of Input Tax claimed pertaining to capital goods, inputs in transit or tax paid 

stock, the documents were called for from the taxpayers through the State Tax Department in 

case of non-availability of relevant records with the circle office due to non-assessment of VAT 

for first quarter of 2017-18. However, due to non-production of records of taxpayers, we could 

not carry out audit of Transitional Credit claims related to capital goods, goods in transit and 

tax paid stock, VAT returns, ECL etc. in 142 cases out of 2,357 sampled cases as discussed in 

para 2.4.9.12. 

Audit Findings 

Audit findings are categorised corresponding to the two audit objectives as systemic and 

compliance issues respectively. Major significant observations under these categories, noticed 

during audit, are included in this report, as summarised under Table 2.2: 

Table 2.2: Result of audit 

(₹ in crore) 

Sl. 

No. 

Nature of 

observation 

Audit Sample Number of deficiencies 

noticed 

Deficiencies as 

percentage of sample 

Number Amount Number Amount Number Amount 

Systemic Issue 

1. Non-existence of verification mechanism in the Department 

Compliance Issues 

2. Availing of 

inadmissible ITC on 

goods not covered 

under GST 

2,215 295.04 18 1.14 0.81 0.39 

3. Non-payment of 

interest on reversal 
2,215 295.04 12 0.27 0.54 0.09 

 
5   Tables of TRAN-1 consisting of 142 cases are Table 5(c)-38 cases, Table 7(b)-42 cases, Table 6(b) and 7(b)-1 

case, Table 7(c)-48 cases, Table 6(b) and 7(c)-1 case, Table 7(b) and 7(c)-5 cases, Table 7(d)-2 cases, Table 

10(a)-3 cases and Table 11-2 cases. 
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Sl. 

No. 

Nature of 

observation 

Audit Sample Number of deficiencies 

noticed 

Deficiencies as 

percentage of sample 

Number Amount Number Amount Number Amount 

of Transitional 

Credit 

4. Excess amount 

credited to ECL 

over credit claimed 

in TRAN-1 

2,215 295.04 2 0.04 0.09 0.01 

5. Excess credit carried 

forward in TRAN-1 
2,215 295.04 136 71.27 6.14 24.16 

6. Incorrect availing of 

same credit twice in 

TRAN-1 

2,215 295.04 13 0.14 0.59 0.05 

7. Irregular claim of 

Transitional Credit 

without filing VAT 

returns 

2,215 295.04 68 3.97 3.07 1.35 

8. Undue carry 

forward of credit by 

unregistered person 

in VAT regime 

2,215 295.04 5 0.24 0.23 0.08 

9. Excess claim of 

Transitional Credit 

due to erroneous 

carry forward of 

ITR balance in VAT 

returns 

2,215 295.04 41 8.59 1.85 2.91 

10. Inadmissible 

Transitional Credit 

claimed in excess of 

VAT revised return 

2,215 295.04 17 0.58 0.77 0.20 

11. Other irregularities 

related to 

Transitional Credits 

2,215 295.04 2 0.69 0.09 0.23 

Total 314 86.93   
 

2.4.8    Systemic issue 

Audit revealed that certain systemic issues pertaining to the mechanism for verification of 

Transitional Credit claims existed in the Department, as detailed below: 

2.4.8.1 Non-existence of verification mechanism in the Department 

Securing compliance to the Transitional Credit provisions and regulating the Transitional 

Credit claims of taxpayers constitutes a control risk. As per Rule 121 of the MPGST Rule, 

2017, the amount of Transitional Credit as specified in TRAN-1 may be verified and 

proceedings shall be initiated in respect of credit wrongly availed by taxpayers. 

During the course of audit, we noticed that all of the 2,357 selected cases of Transitional Credit 

were under the jurisdiction of 45 circle offices. The Transitional Credits were not verified by 

the Department even after lapse of more than three years from availing Transitional Credit by 

taxpayers. The Deputy Commissioner/ Assistant Commissioner (DC/AC) State Tax concerned 

stated (February to April 2021) that the Department had not issued any instructions to field 

offices for verification of Transitional Credit cases.  

Thus, all the Transitional Credit cases relating to VAT regime remained unverified due to  

non-existence of specific mechanism for verification of Transitional Credit in the Department.  
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Non-verification of Transitional Credit with relevant records by Departmental officials led to 

avoidable revenue loss in the sampled cases as discussed in the succeeding paragraphs. In view 

of the above, revenue loss could not be ruled out in other Transitional Credit cases. 

2.4.9    Compliance issues 

The Compliance issues pertain to the validity and admissibility of the Transitional Credits 

carried over by individual assessee into GST regime. The components of Transitional Credit 

claimed by taxpayers in the appropriate tables, in the returns TRAN-1 and TRAN-2, flowing 

from the underlying conditions specified under the relevant sub-sections/Section of the 

MPGST Act is given in Table 2.3 below: 

Table 2.3: Details of Transitional Credit components and relevant Act provisions 

Sl. 

No. 

Returns Table 

No. 

Transitional Credit component Relevant sub-sections/Section 

of the Act 

1. TRAN-1 5(c) Closing balance of credit from the last 

returns 

140(1) 

2. TRAN-1 6(b) Un-availed credit on capital goods 140(2) 

3. TRAN-1 7(b) Credit on Input/input service in transit 140(5) 

4. TRAN-1 7(c) Credit on duty paid stock-with invoices 140(3) 

5. TRAN-1 7(d) Credit on duty paid stock-without 

invoices 

Proviso of Section 140(3) and 

Rule 117(4) of MPGST Rule 

6. TRAN-1 10(a) 

and (b) 

Credits on goods/capital goods lying with 

the agent 

142(14) 

7. TRAN-1 11 Credit in respect of tax paid before the 

appointed day and supply made after the 

appointed day 

142(11)(c) 

8. TRAN-2 5 Credit afforded on stocks claimed without 

invoices 

Proviso of Section 140(3) and 

Rule 117(4) of MPGST Rule 

2.4.9.1 Availing of inadmissible ITC on goods not covered under GST  

As per Section 9(2) of the MPGST Act, 2017, State Tax on the supply of petrol and diesel shall 

be levied with effect from such date as may be notified by the Government on the 

recommendations of the Council. Petrol and diesel have not yet been notified for levy of GST 

by the Government, and are not covered under GST regime.  

Audit noticed (February to March 2021) that in eight circles6 , 18 taxpayers had claimed 

Transitional Credit amounting to ₹ 1.14 crore, which was balance Input Tax Rebate (ITR) of 

petrol and diesel, shown as credit carried forward in VAT return of first quarter of 2017-18. 

Since petrol and diesel have not been notified for levy of State Tax under GST regime, the 

claim of Transitional Credit to the tune of ₹ 1.14 crore was not allowable. This resulted in 

availing of inadmissible Transitional Credit of ₹1.14 crore as shown in Appendix 2.1.  

After being pointed out in Audit, the AC State Tax, Bina stated (March 2021) that the taxpayer 

was under central jurisdiction. The other DC/AC State Tax, concerned stated (February to 

March 2021) that action would be taken after verification of the cases at the time of VAT 

assessment.  

The reply is not tenable as the taxpayer was under the state jurisdiction before migration in 

GST regime. Hence the claim of Transitional Credit was to be verified by the AC concerned. 

 
6 Bina, Dewas, Dhar, Narsinghpur, Rajgarh, Ratlam-1, Sendhwa and Ujjain-3. 
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The draft report was issued to the Government in September 2021. Final reply was awaited 

(September 2022). 

2.4.9.2 Non-payment of interest on reversal of Transitional Credit wrongly  

 availed 

As per Rule 121 of the MPGST Rules, 2017, the recovery of amount credited under sub-rule 

(3) of Rule 117 may be initiated under Section 73 or, as the case may be, Section 74 of the Act. 

The proceeding under Section 73 or 74 shall require the taxpayer to pay the amount of credit 

wrongly availed along with interest payable thereon under Section 50 of the Act. Further, 

Section 50(1) of the MPGST Act, 2017, stipulates that every person liable to pay tax in 

accordance with the provisions of this Act or the rules made thereunder, but fails to pay tax or 

any part thereof to the Government, shall pay interest at 18 per cent for the period for which 

the tax or any part thereof remains unpaid. 

Audit observed (February to March 2021) that in 12 cases of Transitional Credit pertaining to 

seven circle offices 7 , taxpayers had claimed excess or undue credit of ₹ 83.12 lakh in  

TRAN-1. Although they had reversed the wrongly availed credit on their own, after a delay 

ranging from 123 to 1,288 days, the taxpayers had paid interest of only ₹ 0.19 lakh against 

payable interest of ₹ 26.75 lakh. This resulted in non-levy of interest of ₹ 26.56 lakh as shown 

in Appendix 2.2. In addition to non-verification of the Transitional Credit by the Department 

as pointed out earlier, no action was initiated to levy and recover applicable interest on reversal 

of wrongly availed credit. 

After being pointed out in Audit, the DC State Tax, Pithampur stated (March 2021) that 

recovery would be done as per rules. Three ACs8 stated (February to March 2021) that action 

would be taken after examination of the cases and the remaining three ACs9 had not offered 

any specific reply.  

The draft report was issued to the Government in September 2021. Final reply was awaited 

(September 2022). 

2.4.9.3 Excess amount credited to Electronic Credit Ledger over and above the  

 amount claimed in TRAN-1 

As per Rule 117(1) of MPGST Rule, 2017, every registered person entitled to take credit of 

Input Tax in Electronic Credit Ledger (ECL) under Section 140 of MPGST Act, 2017, shall 

submit a declaration in TRAN-1 specifying the amount of Input Tax Credit to which he is 

entitled under the provisions of the said Section. Further, as per Rule 117(3) of the MPGST 

Rule, 2017, the amount of credit specified in the TRAN-1 return shall be credited to the ECL 

of the applicant maintained in Form GST PMT-2 on the common portal. Hence, the credit in 

ECL should not be allowed in excess of credit claimed in TRAN-1 returns.  

Audit noticed (February to March 2021) that in two circle offices10, two taxpayers had claimed 

Transitional Credit of ₹ 33.14 lakh as per the TRAN-1 return filed by them, whereas the actual 

amount of Transitional Credit credited to ECL was ₹ 37.12 lakh. Thus, the ECL of the taxpayers 

was credited with excess ITC amounting to ₹ 3.98 lakh, over and above the Transitional Credit 

claimed by the taxpayers in TRAN-1 as detailed in Appendix 2.3. This resulted in loss of 

revenue to the Government to the tune of ₹ 3.98 lakh.  

 
7 Chhindwara-2, Katni-2, Mandla, Pithampur, Rajgarh, Ratlam-1 and Shivpuri. 
8 Rajgarh, Ratlam-1 and Shivpuri. 
9  Chhindwara-2, Katni-2, Mandla. 
10 Jabalpur-1 and Pithampur. 
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After being pointed out in Audit, the DC State Tax, Pithampur stated (March 2021) that the 

taxpayer had claimed the balance credit of VAT of only one unit out of his two units, whereas 

the balance credit of other unit under the same GSTIN could not be claimed in TRAN-1. 

However, the credit amount of both units was credited to ECL. The DC State Tax, Jabalpur-1 

stated (February 2021) that action would be taken after verification of the case at the time of 

VAT assessment. 

The reply was not tenable as the balance credit of each unit under pre-GST regime was to be 

credited to ECL only after specifying it in TRAN-I return.  

The draft report was issued to the Government in September 2021. Final reply was awaited 

(September 2022).  

2.4.9.4 Excess credit carried forward in TRAN-1 

As per Section 140(1) of the MPGST Act, 2017, a registered person, other than a composition 

taxpayer, is entitled to take, in his ECL, the amount of VAT credit carried forward in the return 

relating to the period ending with the day immediately preceding the appointed day, furnished 

by him under the existing law.  

Audit observed (February to April 2021) in 136 cases of Transitional Credit in 40 circle 

offices11, the taxpayers had claimed Transitional Credit of ₹ 77.02 crore against eligible VAT 

credit of ₹ 5.75 crore which was shown as carried forward in VAT return of first quarter of 

2017-18. Thus, the taxpayers had claimed Transitional Credit amounting to  

₹ 71.27 crore in excess of balance credit of VAT return as detailed in Appendix 2.4. 

Cases of Zero balance of VAT credit in returns but carried forward in TRAN with 

erroneous figures 

Audit observed that of the above 136 cases, in 32 cases in 22 Circle offices, the taxpayers 

had no balance (zero balance) of VAT credit in the returns of first quarter of 2017-18 but 

had incorrectly claimed and received ITC amounting to ₹ 67.59 crore. Further, it was 

observed that out of these 32 cases, in one single case itself of Northern Coal Fields Limited 

of ACCT Waidhan, an erroneous excess credit of ₹ 65.65 crore was claimed in the  

TRAN-1 by this taxpayer. 

Audit also observed that the Department did not verify the Transitional Credit with VAT 

records. Hence, the Department failed to recover the credit incorrectly claimed by the 

taxpayers.  

After being pointed out in Audit, DC/AC State Tax concerned stated (February to April 2021) 

that action would be taken after verification of the cases at the time of VAT assessment whereas 

AC State Tax, Chhindwara-2 had not produced any reply. 

The draft report was issued to the Government in September 2021. Final reply was awaited 

(September 2022). 

2.4.9.5 Incorrect availing of same credit twice in different Table of TRAN-1 

As per Section 140(1) of the MPGST Act, 2017, the registered taxpayers were entitled to carry 

forward the unavailed amount of ITR as shown in VAT return of first quarter of  

2017-18. Whereas, Section 140(3) of the MPGST Act, 2017 facilitates transit of VAT credit 

 
11 Anuppur, Balaghat, Bhind, Burhanpur, Chhatarpur, Chhindwara-1, Chhindwara-2, Dewas, Dhar, Harda, 

Hoshangabad, Itarsi, Jabalpur-1, Jabalpur-2, Jabalpur-3, Jabalpur-4, Jaora, Jhabua, Katni-1, Katni-2, 

Khandwa, Khargone, Mandideep, Mandla, Mandsaur, Narsinghpur, Neemuch, Pithampur, Rajgarh, Ratlam-1, 

Sendhwa, Seoni, Shahdol, Shivpuri, Tikamgarh, Ujjain-1, Ujjain-2, Ujjain-3, Vidisha and Waidhan. 
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on stock into the GST regime on the basis of invoice or other prescribed documents evidencing 

payment of tax under the existing law in respect of such stock.  

Audit noticed (February to March 2021) that in eight circle Offices12, 13 taxpayers carried 

forward the credit of ₹ 14.04 lakh which was shown as unavailed balance credit in VAT last 

return and claimed as Transitional Credit in Table 5(c) of TRAN-1. Again, they had claimed 

the same amount of credit ₹ 14.04 lakh in Table 7(c) of TRAN-1. In these cases, audit observed 

that the amount of credit claimed in Table 5(c) was taken from the last VAT return. In respect 

of credit claimed in Table 7(c) of TRAN-1, neither any description relating to exempted or tax 

free goods under existing law was given in the table, nor any invoices/documents evidencing 

payment of tax on goods was made available to audit. Hence, the credit claimed in Table 7(c) 

was not in accordance with the provisions. This resulted in incorrect availing of excess 

Transitional Credit to the tune of ₹ 14.04 lakh as shown in Appendix 2.5.  

After being pointed out in Audit, AC State Tax, Mandsaur and Ujjain-1 had not offered any 

comments on the reasons for claiming same credit twice in different tables of TRAN-1, whereas 

the other DC/AC State Tax concerned stated (February to April 2021) that action would be 

taken after verification of the cases at the time of VAT assessment.  

The draft report was issued to the Government in September 2021. Final reply was awaited 

(September 2022). 

2.4.9.6 Irregular claim of Transitional Credit without filing VAT returns 

Amount of Credit available under VAT return relating to the period ending with the day 

immediately preceding the appointed day can be carried forward to ECL as ITC under Section 

140(1) of the MPGST Act. However, the taxpayers shall not be eligible to claim Transitional 

Credit under MPGST unless they furnish all the returns required under the existing law for the 

period of six months (January to June 2017) immediately preceding the appointed day.  

Audit noticed (February to April 2021) that in 68 cases of 25 Circle Offices13, taxpayers had 

not filed the quarterly returns of VAT for last six months (either fourth quarter of 2016-17 or 

first quarter of 2017-18 or both). However, the taxpayers irregularly claimed Transitional 

Credit amounting to ₹ 3.97 crore under Table 5(c) of TRAN-1 as detailed in Appendix 2.6. 

Hence, the claim was contrary to the Transitional Credit provisions of the Act.  

After being pointed out in Audit, the DC/AC State Tax concerned stated (February to April 

2021) that action would be taken after verification of the cases at the time of VAT assessment. 

The draft report was issued to the Government in September 2021. Final reply was awaited 

(September 2022). 

2.4.9.7 Undue carry forward of credit by unregistered person in VAT regime 

Section 140(1) of the MPGST Act, 2017, stipulates that the closing balance of credit as per last 

return filed under existing law i.e. VAT can be taken as Transitional Credit in the GST regime. 

The Transitional Credit will be eligible only if the returns for the last six months (January to 

June 2017) were filed by the person registered under existing law.  

 

 
12 Chhatarpur, Dhar, Katni-1, Mandsaur, Pithampur, Ratlam, Ujjain-1 and Waidhan. 
13 Balaghat, Bhind, Bina, Chhatarpur, Chhindwara-1, Dewas, Dhar, Jabalpur-1, Jabalpur-2, Jabalpur-3, Jabalpur-

4, Jhabua, Katni-1, Mandideep, Mandla, Mandsaur, Rajgarh, Ratlam-1, Ratlam-2, Seoni, Shahdol, Shajapur, 

Shivpuri, Ujjain-1 and Waidhan. 
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In four circle Offices14, Audit noticed (February to March 2021) that five taxpayers were not 

registered and they were not supposed to file VAT returns in pre-GST regime, however they 

claimed Transitional Credit of ₹ 24.33 lakh under Table 5(c) of TRAN-I. Due to not fulfilling 

the prescribed conditions for claiming Transitional Credit of TRAN-1, the claim of ITC was 

not eligible. This resulted in irregular availing of Transitional Credit amounting to  

₹ 24.33 lakh as shown in Appendix 2.7.  

After being pointed out in Audit, the DC/AC State Tax concerned stated (February to March 

2021) that action would be taken after verification of the cases at the time of VAT assessment.  

The draft report was issued to the Government in September 2021. Final reply was awaited 

(September 2022). 

2.4.9.8 Excess claim of Transitional Credit due to erroneous carry forward of  

  ITR balance in VAT returns  

As per Section 140(1) of MPGST Act, the registered taxpayers were entitled to carry forward 

and claim un-availed amount of ITR available in the VAT return of first quarter of 2017-18 as 

ITC in the GST regime under Table 5(c) of TRAN-1, if the returns of last six months (last two 

quarters) were furnished under existing law.  

Audit scrutiny of VAT returns revealed (February to April 2021) that in 22 circle offices15,  

41 taxpayers had brought forward the credit amounting to ₹ 19.05 crore in VAT return of first 

quarter (April to June) of 2017-18 against the balance credit of ₹ 10.49 crore which was shown 

as carried forward in VAT return of fourth quarter (January to March) of 2016-17. Thus, the 

taxpayers had claimed excess credit of ITR amounting to ₹ 8.56 crore in VAT return of first 

quarter (April to June) of 2017-18. Apart from this, taxpayers also claimed Transitional Credit 

of ₹ 17.93 crore against eligible VAT credit of ₹ 17.90 crore which was shown as carried 

forward in VAT return of first quarter of 2017-18. As a result, the taxpayers had claimed 

Transitional Credit amounting to ₹ 0.03 crore in excess of balance credit of VAT return. Thus, 

the excess Transitional Credit of ₹ 8.59 crore was erroneously claimed by taxpayers as shown 

in Appendix 2.8.  

After being pointed out in Audit, AC State Tax, Chhindwara-2 had not produced any reply 

whereas other DC/AC State Tax concerned stated (February to April 2021) that action would 

be taken after verification of the cases at the time of VAT assessment. 

The draft report was issued to the Government in September 2021. Final reply was awaited 

(September 2022). 

2.4.9.9 Inadmissible Transitional Credit claimed in TRAN-1 in excess of credit  

 carried forward in VAT revised return 

As per Section 142(9)(a) of the MPGST Act, where any return furnished under the VAT Act, 

is revised after the appointed day and pursuant to such revision, any amount of ITC is found to 

be inadmissible, the same shall be recovered as an arrear of tax under the MPGST Act and 

amount so recovered shall not be admissible as ITC under the MPGST Act. Further, as per 

Rule 121 of the MPGST Rule, 2017, proceedings under Section 73 or 74 of the MPGST Act, 

2017, shall be initiated for demand and recovery of any credit wrongly availed by taxpayers. 

 
14 Dewas, Dhar, Jabalpur-1 and Jabalpur-3. 
15 Balaghat, Bhind, Bina, Burhanpur, Chhindwara-2, Dewas, Dhar, Jabalpur-2, Jabalpur-3, Jabalpur-4, Jhabua, 

Katni-1, Khandwa, Khargone, Mandideep, Pithampur, Rajgarh, Ratlam-2, Sendhwa, Shahdol, Shajapur and 

Ujjain-2. 
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Audit scrutiny of revised VAT returns revealed (February to April 2021) that in 17 cases in 

seven Circle Offices16, the closing balance of credit amount of ₹ 32.39 lakh was available in 

revised returns of first quarter of 2017-18. Although, the taxpayers had already claimed 

Transitional Credit amounting to ₹ 89.91 lakh in Table 5(c) of TRAN-1 on the basis of 

original/previous return of first quarter of 2017-18. Thus, the taxpayers had claimed 

inadmissible Transitional Credit of ₹ 57.52 lakh as shown in Appendix 2.9, which was required 

to be recovered from taxpayers concerned as per provisions of Rules.  

After being pointed out in Audit, DC/AC State Tax concerned stated (February to April 2021) 

that action would be taken after verification of the cases at the time of VAT assessment. 

The draft report was issued to the Government in September 2021. Final reply was awaited 

(September 2022). 

2.4.9.10 Inadmissible/Excess amount of ITR carried forward to TRAN-1 and  

availed as Input Tax Credit 

As per Section 140 of the MPGST Act, 2017, the registered person is entitled to take, in his 

ECL claiming through Table 5(c) of TRAN-1, the amount of VAT credit carried forward in the 

return relating to the period up to 30 June 2017, furnished under the existing law. The registered 

person shall not be allowed to take the credit, unless the said credit was admissible as ITC 

under the existing law and is also admissible as ITC under the MPGST Act, 2017.  

Further, Section 14 (1AD) of Madhya Pradesh VAT Act, 2002 stipulates that, where a 

registered dealer purchases Tendu leaves as specified in Part III-A of Schedule II from another 

such dealer after payment to him of Input Tax and 

a) sells the Tendu leaves so purchased within the State of Madhya Pradesh; or 

b) consume it in manufacture of Bidi and Bidi so manufactured is sold within the state of MP 

or in course of Interstate trade or commerce or Export it out of territory of India, he shall 

claim or be allowed ITR of the amount of such input tax. 

During audit of Circle Office, Burhanpur, audit scrutiny of VAT returns of a dealer M/s City 

Center Mall Nasik Pvt. Ltd. (Tin No. 23399108450 and GSTIN No. 23AACCC6422B1ZE) 

revealed (March 2021) that the dealer had carried forward ITR of ₹ 1.45 crore after reversal of 

ITR amounting to ₹ 0.91 crore from the return of fourth quarter of 2016-17 to first quarter of 

2017-18. Since the dealer had sold 90 per cent of stock of Tendu leaves in course of interstate 

trade (Sold outside the state) in fourth quarter of 2016-17, the reversal amount was to be 

calculated as ₹1.56 crore (90.12 per cent of receivable ITR of ₹ 1.73 crore for the quarter). The 

Assessing Authority had also assessed the case of 2017-18 by considering the carry forward 

amount of ₹ 1.45 crore. Further, in the year 2017-18, the dealer had sold 81.74 per cent of his 

old stock of Tendu leaves outside the state on which he had already availed the ITR. As the 

dealer did not purchase the goods during the year, the reversal was to be calculated as  

₹ 0.66 crore (81.74 per cent of available ITR of ₹ 0.81 crore). After adjustment of tax amount 

of ₹ 0.16 crore payable for the quarter against remaining balance of ITR of ₹ 0.15 crore  

(₹ 0.81 - ₹ 0.66), no ITR was available with the dealer at the end of first quarter of 2017-18 but 

the dealer had claimed and availed an inadmissible amount of Transitional Credit amounting 

to ₹ 0.62 crore. 

After being pointed out, the AC State Tax, Burahanpur replied (March 2021) that the case of 

2016-17 had been assessed by Audit Wing, Indore and according to which ITR of ₹ 1.45 crore 

 
16 Dewas, Jabalpur-1, Khandwa, Mandsaur, Neemuch, Pithampur and Rajgarh. 
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had been carried forward to the year 2107-18. A letter stating the observation of audit has been 

sent to Audit Wing, Indore to get their opinion. The AC further stated that the assessment order 

of VAT case for the year 2017-18 had been issued considering the carry forward amount of  

₹ 1.45 crore. He accepted that in the year 2017-18, Tendu leaves had not been purchased by 

the dealer and the dealer had sold his opening stock of Tendu leaves in interstate trade. 

However, he stated that action would be taken after verification of facts.  

The draft report was issued to the Government in September 2021. Final reply was awaited 

(September 2022). 

2.4.9.11 Irregular availing of same credit under two GST registrations  

As per Section 140(1) of the MPGST Act, the registered taxpayers were entitled to carry 

forward and claim unavailed amount of ITR available in the VAT return of first quarter of 

2017-18 through Table 5(c) of TRAN-1. 

During the audit of Circle Office, Harda, audit scrutiny of VAT returns of M/s Shri Krishna 

Saw Mill (TIN-23604600491), revealed (March 2021) that the closing balance of credit 

available in the return of first quarter of 2017-18 was ₹ 6.96 lakh. Audit further noticed that 

the taxpayer having two registration numbers of GST had filed TRAN-1 for GST registration 

number 23ACBFS7832D1ZD in the month of November 2017 and had claimed Transitional 

Credit of ₹ 6.96 lakh. The same was reflected as Transitional Credit in the ECL on  

17 November 2017. The taxpayer had again filed TRAN-1 in the month of November 2017 

and claimed Transitional Credit of ₹ 6.96 lakh under the other GST registration number 

23AABFK0471G1ZU and the same was reflected in the ECL on 23 November 2017. Thus, the 

taxpayer had carried forward same Transitional Credit of ₹ 6.96 lakh under both GST 

registrations. Audit found that the claim of Transitional Credit was not admissible to GST 

registration number 223AABFK0471G1ZU due to mismatch of registration data with VAT 

registration data and thus, the claim of Transitional Credit amounting to ₹ 6.96 lakh under this 

GST registration was irregular.  

After being pointed out in Audit, the AC State Tax, Harda stated (March 2021) that action 

would be taken after verification of the cases at the time of VAT assessment. 

The draft report was issued to the Government in September 2021. Final reply was awaited 

(September 2022). 

2.4.9.12 Transitional Credit in respect of capital goods, goods in transit and tax paid 

stock remained unverified in audit due to non-production of  

relevant records 

According to relevant Section of the MPGST Act, as mentioned in para 2.4.9 above, 

Transitional Credit in respect of capital goods and stock was to be claimed in various tables of 

TRAN-1 subject to fulfilment of conditions specified in respective sections/rules of MPGST 

Act and Rules.  

Audit scrutiny of TRAN-1 returns revealed (February 2021 to April 2021) that in 113 claims 

of Transitional Credit in respect of capital goods, goods in transit and tax paid stock pertaining 

to 29 circle offices involving 104 taxpayers (detailed in footnote 5), Transitional Credit 

amounting to ₹ 6.12 crore had been claimed in the respective tables of TRAN-1 and TRAN-2 

as given in Table 2.4:  
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Table 2.4: Details of Transitional Credit claimed in respect of capital goods, goods in 

transit and tax paid stock  

(₹ in crore) 

Sl. No. Table of 

TRAN-1 

Number of circle offices Number of 

claims in 

respective table 

Claimed Amount of 

Transitional Credit in 

TRAN-1/TRAN-2 

1. 6b 2 2 0.40 

2. 7b 20 48 3.49 

3. 7c 22 56 0.97 

4. 7d 02 02 0.20 

5. 10a 3 3 0.79 

6. 11 2 2 0.27 

Total 113 6.12 

Audit observed that the circle office concerned neither verified Transitional Credits claimed in 

above-mentioned cases nor did the VAT assessment of above cases for first quarter of  

2017-18. Further, in respect of 113 claims of 104 taxpayers, no record was made available to 

audit by the circle office concerned for verification of fulfilment of prescribed conditions as 

mentioned in Acts and Rules for availing such Transitional Credit by taxpayers. In the absence 

of necessary records required in support of Transitional Credit availed on capital goods, goods 

in transit and tax paid stock, the admissibility and eligibility of ITC could not be ensured in 

terms of fulfillment of conditions specified in the provisions of Act and Rules. Thus, the claim 

of Transitional Credit amounting to ₹ 6.12 crore as shown in  

Appendix 2.10, remained unverified and due to non-verification of Transitional Credit by the 

Department, loss of revenue could not be ruled out in these cases. 

Apart from the above, in 38 cases17 out of 2,357 sampled cases, 12 circle Offices had not 

produced relevant records for verification of Transitional Credit, as shown in Appendix 2.11. 

Hence, also in these cases, Transitional Credit of ₹ 2.55 crore claimed by taxpayers could not 

be verified in audit.  

After being pointed out in Audit, DC/AC State Tax concerned stated (February to April 2021) 

that action would be taken after verification of the cases at the time of VAT assessment. 

The draft report was issued to the Government in September 2021. Final reply was awaited 

(September 2022). 

2.4.10   Conclusion 

From a system perspective, we observed that the Department did not verify any of the 

Transitional Credit cases with VAT details though it was one time important exercise. Even 

after lapse of more than three years from availing of Transitional Credit by the taxpayers, the 

Department has not yet issued any instructions to field offices for verification of Transitional 

Credit. In the absence of existence of specific mechanism for verification of Transitional Credit 

cases, the Department was unaware of various deficiencies in claims of Transitional Credit 

until pointed out by the audit, which led to avoidable loss of revenue to the Government.  

From a compliance perspective, we observed compliance deviations in 314 cases out of the 

2,215 audited cases, for which records were furnished to audit, constituting an error rate of 

14.18 per cent. Deficiencies and irregularities mainly noticed were transitioning of closing  

 

 
17  These 38 cases are part of 142 cases as mentioned in Table 2.1 where Circle Offices had not produced records. 
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balance of credit in the last legacy returns, availing Transitional Credit without filing VAT 

returns, credit availed on inadmissible goods, excess claim due to erroneous forwarding of ITR 

balance in VAT returns, non-payment of interest on reversal of Transitional Credit etc.  

In 142 cases of Transitional Credit claim having amount of ₹ 8.67 crore, the requisitioned 

records have not been made available to audit for verification of Transitional Credit. Due to 

non-availability of relevant records with circle offices, it could not be ensured whether 

Transitional Credit was admissible as per provisions, availed with requisite supporting 

documents and not availed with any time barred instruments.  

2.4.11    Recommendation 

• The Department needs to put in place a mechanism to verify the correctness of transitional 

credit claims filed by the taxpayers. 

• Looking into the size of sample cases (2,215) test checked and number of excess/incorrect 

claims noticed (314), the Department may rigorously examine similar cases not covered in 

the audit sample and take corrective action within a timeframe. A database of such cases 

may also be maintained to monitor/rectify the same. 
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2.5 Subject Specific Compliance Audit on "Processing of Refund Claims 

under Goods and Services Tax 
 

2.5.1    Introduction 

Timely refund facilitates trade through release of blocked funds for working capital, expansion 

and modernisation of existing business. GST laws aimed to streamline and standardise the 

refund procedures. Claim and sanctioning procedure was contemplated to be completely 

online. However, due to unavailability of electronic refund module online up to December 

2018 the applicants were required to file the refund applications in Form  

GST RFD-01A, take a print out of the same and submit it physically to the jurisdictional tax 

office along with all supporting documents. The processing of those refund applications was 

done manually. From January 2019 the refund applications in Form GST RFD-01A, along with 

all supporting documents, were to be submitted electronically. However, post submission 

stages of processing the refund application continued to be manual. 

Refund procedure became fully electronic from 26 September 2019, wherein all the steps from 

submission of application to processing were undertaken electronically. 

2.5.2    Audit Objectives 

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

• The adequacy of Act, Rules, notifications, circulars etc. issued in relation to grant of refund; 

• The compliance of extant provisions by the tax authorities and the efficacy of the systems 

in place to ensure compliance by taxpayers; and 

• Whether effective internal control mechanism exists to check the performance of the 

departmental officers in disposing the refund applications. 

2.5.3    Scope of Audit 

During field audit, the refund cases processed in the Indore Commissionerate between July 

2017 and July 2020 have been examined during December 2020 to April 2021. Pan-India 

refund data was obtained from GSTN and a sample of refund cases have been selected for 

detailed examination. An Entry Conference was held (December 2020) with the Commissioner, 

State Tax in which the executive was informed about the selection of units as well as scope and 

methodology of the Subject Specific Compliance Audit. The Draft Audit Report was forwarded 

to the Government and Department in September 2021. Exit Conference could not be held till 

finalisation of the draft (May 2022) despite issuing letters and reminders to the Department. 

Reply of the Government/Department was awaited (September 2022).  

2.5.4    Sample Selection 

Out of the total refund cases processed during July 2017 to July 2020, 447 Pre-automation18 

and 564 Post-automation19 refund cases were audited in 67 circles out of the total 84 Circle 

Offices. Other than these, five more refund cases were also audited for scrutiny of duplicate 

payments. 

 

 

 
18  447 Pre-automation cases pertaining to 38 units of 37-Circles and 01-Division. 
19  564 Post-automation cases pertaining to 64 units of 64-Circles. 
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2.5.5    Legal Provisions 

The following Sections/Rules/notifications/circulars provide the guidelines/procedure for 

claiming the refunds: 

(i) Section 13, 17, 49, 54 to 58 and Section 77 of Madhya Pradesh Goods and Services Tax 

Act, 2017; 

(ii) Rule 60, 89 to 97A of Madhya Pradesh Goods and Services Tax Rules, 2017; 

(iii) Section 14 to 16 and 19 of Integrated Goods and Services Tax Act, 2017; 

(iv) Notifications/Circulars of the Central Board of Excise and Customs (CBEC)/Central 

Board of Indirect Taxes and Customs (CBIC) and Madhya Pradesh Government from 

time to time under GST Refund. 

2.5.6    Audit Result 

Audit results are categorised corresponding to the three objectives in Pre and Post-automation 

refund cases. Significant observations under these categories, noticed during audit and included 

in this report, are mentioned as under: 

Table 2.5: Details of finding wise Audit Observations in Pre and Post-automation 

Refund cases 

(₹ in crore) 

Sl.  

No. 

Nature of Audit 

Findings 

 (indicative only) 

Audit sample Deficiency noticed Deficiency as 

percentage of 

sample 
Number Amount Number Amount 

1. Delay in issue of 

acknowledgement 

1,011 311.76 203 - 20.08 

2. Delay in issue of refund 

orders 

1,011 311.76 135 - 13.35 

 

3. Delay in sanction of 

provisional refund on 

zero-rated supply 

280 82.24 36 - 12.86 

4. Delay in issue of 

deficiency memo 

1,011 311.76 2 - 0.20 

5. Non conducting of post 

audit of refund claims 

1,011 311.76 1,011 - 100 

6. Irregular grant of 

provisional refund in 

cases other than zero rated 

supply 

286 

 

64.38 5 0.67 1.75 

7. Excess refund due to non-

verification of GSTR-2A 

reflected on portal 

1,011 311.76 35 3.11 3.46 

8. Excess grant of refund as 

ITC shown in Refund 

application was higher 

than that of records 

produced 

1,011 311.76 13 0.10 1.28 

9. Irregular payment of 

refund on input services 

and other ineligible inputs 

489 161.39 3 0.06 0.61 

10. Inadmissible refund of 

IDS for works contract 

305 108.55 4 2.48 1.31 

11. Refund granted when both 

input supply and output 

305 108.51 1 0.01 0.32 
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Sl.  

No. 

Nature of Audit 

Findings 

 (indicative only) 

Audit sample Deficiency noticed Deficiency as 

percentage of 

sample 
Number Amount Number Amount 

supply is at same rate of 

GST. 

12. Irregular refund of 

Inverted Duty Structure 

(IDS) on excess turnover 

305 108.51 8 0.46 2.62 

13. Irregular refund on 

considering higher 

turnover and net ITC 

305 108.51 5 0.70 1.64 

14. Excess refund due to 

error in determination of 

time of supply 

119 41.55 4 0.25 3.36 

15. Irregular refund of 

unutilised ITC due to 

excess turnover of export 

services 

119 41.55 1 0.001 0.84 

16. Irregular sanction of 

refund that include ITC 

availed on capital goods 

on zero rated supply cases 

161 40.70 2 0.09 1.24 

17. Excess refund due to less 

determination of adjusted 

total turnover 

119 41.55 2 0.01 1.68 

18. Inadmissible grant of 

refund without verifying 

the required documents 

280 82.24 8 1.54 2.86 

19. Miscellaneous issues 1,011 311.76 76 0.88 7.52 

Total 1,554 10.36  
 

Compliance Deficiencies 
 

2.5.7    Acknowledgement not issued within time 

Rule 90(1) of the MPGST Rules, 2017 provides that the acknowledgment shall be issued within 

fifteen days of filing of refund claim with the proper officer, if the application is found complete 

in all respects. In case of Pre-automation cases, the stipulated period of 15 days will be counted 

from the date of manual submission of refund application along with all specified documents.  

In addition, as per paras 2.4, 2.9 and 3.2 of CBEC Circular No. 17/2017 dated 15/11/2017, on 

receipt of Acknowledgement Receipt Number (ARN), Form GST RFD-01A was to be 

submitted manually by the assessee. The jurisdictional proper officer is required to make entry 

of the receipt of refund claim in the prescribed refund register maintained for the purpose. 

We carried out test check (December 2020–January 2021) of 447 Pre-automation refund cases, 

in which delay in issuing of acknowledgement were noticed in 12 refund cases of nine circles. 

The delay (5 to 317 days) ranged from five days to three months in 11 cases and more than six 

months in one case. This has resulted in non-observance of provisions of Rule 90 of the CGST 

Rules 2017. Further, in 79 cases of 18 circles, delay in acknowledgment could not be 

ascertained due to not giving stamped receipt and non-issuance of acknowledgement to 

taxpayers. The details are given in Appendix 2.12. 

Out of 564 Post-automation refund cases, the delay in issue of acknowledgement (1 to 170 

days) was noticed (February–April 2021) in 112 cases of 30 circles ranging from one day to 

three months in 107 cases and three to six months in five cases. The details are given in  

Appendix 2.13. 
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After being pointed out in audit, Refund Sanctioning Authorities replied (December 2020–

April 2021) with respect to Pre-automation cases that the delay was due to delay in submission 

of documents, due to change in officer in-charge, interruption of internet connectivity and 

electric supply, excess work load etc.  

Reply is not acceptable as acknowledgement in RFD-2 was to be issued within 15 days from 

manual application receipt. Further, audit has pointed out only those cases in which delay 

occurred after receipt of manual application.  

Reply in respect of Post-automation cases was awaited (September 2022). 

2.5.8    Refund not sanctioned in time 

The provision of Section 54(5) and (7) of MPGST Act, 2017 provides that the proper officer 

has to sanction the refund within 60 days from the date of receipt of application. Further, as per 

Section 56 of the MPGST Act 2017, if any tax orders to be refunded to the applicant is not 

refunded within 60 days from the date of receipt of application, interest at the rate of 6 per cent 

will be payable as interest.  

Out of 447 Pre-automation refund cases it was noticed (December 2020–January 2021) that in 

27 cases of 11 circles and one division, there was delay (2 to 299 days) in sanction of refunds 

ranging from two days to three months in 17 cases, three to six months in eight cases and more 

than six months in two cases. This had resulted in non-observance of the provisions of Section 

54(7) of the CGST Act, 2017 read with Rule 92 of the CGST Rules, 2017. Further, for belated 

payment of refunds, the Department did not pay interest due under Section 56 of the Act 

amounting to ₹ 10.92 lakh to the tax payers. Further, in 48 cases of 16 circles, delay in refund 

sanction could not be ascertained due to not providing of the stamped receipt for RFD-01 

refund application to taxpayers. The details are given in Appendix 2.14. 

Out of 564 Post-automation refund cases examined (February–April 2021), delay (2 to 128 

days) in sanction of refund orders was noticed in 60 cases of 22 circles ranging from two days 

to three months in 58 cases and three to six months in two cases. Further, for belated payment 

of refunds, the Department did not pay interest due under Section 56 of the Act of  

₹ 2.36 lakh to the tax payers. The details are given in Appendix 2.15.  

On these being pointed out, Refund Sanctioning Authorities stated (December 2020–April 

2021) in respect of Pre-automation cases that issue of refund sanction order was late due to 

delay in submission of supporting documents by dealer.  

Reply was not tenable as deficiency memos were not issued for non-submission of supporting 

documents and refund was sanctioned on first ARN. 

Reply in respect of Post-automation refund cases was awaited (September 2022). 

2.5.9    Provisional refund on account of zero rated supply not sanctioned within 

time 

Rule 91 of MPGST Rules, 2017 provides that provisional refund on account of zero rated 

supply shall be granted within seven days of acknowledgement, subject to fulfilment of certain 

conditions.  

During audit, we found that in 12 refund cases of seven circles out of 161 Pre-automation zero 

rated refund cases, there were delays in sanctioning the provisional refund ranging from 2 to 

121 days. Further, in three refund cases (Circle-Pithampur), provisional refund was not 

sanctioned though, final sanction in Form RFD-6 was issued after seven days. The details are 

given in Appendix 2.16. 
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Out of 119 Post-automation zero rated refund cases delay in sanction of provisional refund was 

noticed (December 2020–January 2021) in 17 cases of six circles ranging from 1 to 67 days. 

Further, in four refund cases (Indore-11, Indore-12 and Pithampur), provisional refund was not 

sanctioned. The details are given in Appendix 2.17. 

After pointed out in audit, Refund Sanctioning Authorities stated (December 2020–April 2021) 

about sanctioning of full refund after verification of supporting documents, refund was issued 

in due time but erroneously, incorrect dispatch date was entered, due to excess work load 

provisional refund was sanctioned late and provisional refund sanction order issued by another 

circle and circle had issued only refund sanction order etc. 

Reply was not tenable as 90 per cent refund was to be sanctioned within seven days as 

provisional refund from the acknowledgement date. No supporting documents were furnished 

to audit in respect of entering incorrect dispatch date. Replies relating to refunds were irrelevant 

as the audit findings were relating to delay in sanction of provisional refund. 

Reply in respect of Post-automation refund cases was awaited (September 2022). 

2.5.10    Delay in issuance of deficiency memo 

As per Rule 90 (3) of MPGST Rule 2017, if any deficiencies are noticed, the proper officer 

shall communicate the deficiencies to the applicant within the period of 15 days starting from 

the date of receipt of application. If the reply (in case of Pre-automation) or fresh application 

is not received within 30 days of the communication of the deficiency memo, the proper officer 

shall pass an order for re-credit of the amount claimed as refund. 

Out of 447 Pre-automation refund cases it was noticed (December 2020–January 2021) that in 

two cases20 of one circle, there were delays (14 days and 35 days) in issue of deficiency memos. 

Thus, timelines set for issue of deficiency memo was not observed in these two cases. 

On these being pointed out, Refund Sanctioning Authority stated (December 2020–January 

2021) that delay in issuance of deficiency memo was due to delay in submission of supporting 

documents by dealers. 

Reply was not tenable as deficiency memos were not issued for non-submission of supporting 

documents and refund was sanctioned on first ARN. 

2.5.11    Non-conducting the post audit of refund claims 

The CBEC Circular no. 17/17/2017-GST dated 15/11/2017 elaborately laid down the 

procedure for manual processing of refunds of zero rated supplies. The circular inter alia, 

stipulated that, the pre-audit of manually processed refund applications is not required till 

separate detailed guidelines are issued by Board, irrespective of amount involved. However, it 

was clarified that the post audit of refund order shall be continued as per the extant guidelines. 

This procedure was extended to all types of refund application processed manually vide CBEC 

circular no. 24/24/2017 dated 21 December 2017. 

During audit of the 38 units (37 Circles and one Division) in Indore Commissionerate, in 

respect of Pre-automation refund cases it was observed (December 2020–January 2021) that 

all selected 447 refund cases were not sent for post audit.  

 
20  Circle Pithampur-Commercial Syn Bags Ltd (ARN-AA231118284107C delay of 14 days and  

ARN-AA230518012641L delay of 35 days). 
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During audit of the 64 units in Indore Commissionerate, in respect of Post-automation refund 

cases it was observed (February–April 2021) that all selected 564 refund cases were not sent 

for post audit. 

This apart from resulting in non-adherence to Board’s instructions, may also lead to possible 

loss of revenue to exchequer. 

On these being pointed out, Refund Sanctioning Authority stated (December 2020–April 2021) 

that after receiving the instructions from Commissioner, the requisite process would be done. 

Reply is not tenable as the post audit of refund order should have been done to avoid the 

possibility of loss of revenue to exchequer. 

2.5.12    Irregular grant of provisional refund 

As per Section 54(6) of MPGST Act, 2017, in the case of any claim for refund on account of 

zero rated supply of goods or services or both made by registered persons, 90 per cent of refund 

claimed may be sanctioned on a provisional basis and thereafter an order can be made under 

sub-section (5) for final settlement of the refund claim after due verification of documents 

furnished by the applicant. Thus, sanction of provisional refund is allowed on account of zero 

rated supply of goods and/or services and not in other categories. 

Out of 286 Pre-automation refund cases (other than zero rated) examined  

(December 2020–January 2021), it was noticed in five refund cases 21  of two circles, the 

Department issued the provisional refund of 90 per cent amount pertaining to refund on account 

of inverted duty structure and deemed export which are other than the cases of zero rated supply 

of goods or services. 

Thus, the provisional grant of refund in these cases resulted in irregular grant of refund of  

₹ 67 lakh. 

On these being pointed out, Refund Sanctioning Authorities stated (December 2020–January 

2021) that due to payment from treasury, provisional refund (RFD-04) and final refund  

(RFD-06) of the same amount were issued whereas RFD-05 was issued only one time. 

Reply is not acceptable because sanction of provisional refund (RFD-04) is allowed only on 

account of zero rated supply and not in other categories. 

2.5.13    Refund on Input Tax Credit 

2.5.13.1  Excess refund due to non-verification of GSTR-2A reflected on portal 

As per CBIC Board circular No.59 dated 4 September 2018, the refund claim shall be 

accompanied by a print-out of Form GSTR-2A of the claimant for the relevant period for which 

the refund is claimed. If ITC is not reflected in the GSTR- 2A, the proper officer may call for 

the hard copies of invoices if he deems it necessary.  

As per CBIC Circular No. 125/44/2019 – GST dated 18 November 2019, applicants of refunds 

of unutilised ITC shall have to upload a copy of Form GSTR-2A for the relevant period for 

which the refund is claimed. Applicants shall also upload the details of all the invoices in the 

format enclosed as Appendix B. Self-certified copies of invoices in relation to which the refund 

of ITC is being claimed and which are declared as eligible for ITC in Appendix – B, but which 

are not populated in Form GSTR-2A, shall be uploaded by the applicant. 

 
21  One Deemed Export case of Circle Dewas amounting to ₹ 0.04 crore and four Inverted Duty Structure cases 

of Circle-Ujjain-1 amounting to ₹ 0.63 crore. 
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Further, as per Rule 36(4) of MPGST Rules 2017 inserted vide CBIC Notification no. 49/2019- 

Central Tax dated 09 October 2019 and amended vide Notification no. 75/2020- Central Tax 

dated 26 December 2019, input tax credit to be availed by a registered person in respect of 

invoices or debit notes, the details of which have not been uploaded by the suppliers under  

sub-section (1) of Section 37, shall not exceed 10 per cent and 20 per cent of the eligible credit. 

Out of 447 Pre-automation refund cases examined (December 2020–January 2021), it was 

noticed that in 15 cases of four circles, net ITC considered by Department was higher than that 

of GSTR-2A reflected in GSTN portal. Taxpayers were eligible for ₹ 1.33 crore refund, 

however Department sanctioned ₹ 2.19 crore. This resulted in irregular refund of  

₹ 0.86 crore due to mismatch of net ITC from GSTR-2A on portal. Further, copies of 

mismatched invoices were also not found on records. The details are given in Appendix 2.18. 

Out of 564 Post-automation refund cases examined (February–April 2021), in 20 refund cases 

of five circles, Department sanctioned refund on the basis of net ITC declared in refund 

application without verifying the net ITC reflected in GSTR-2A on GSTN portal and  

self-certified copies of mismatched invoices. This resulted in excess refund of ₹ 2.24 crore22. 

The details are given in Appendix 2.19. 

On these being pointed out, Refund Sanctioning Authorities in case of Pre-automation cases 

stated (December 2020–January 2021) that appropriate action would be taken after  

re-examination of these cases, refund of ITC can be sanctioned if the invoice of ITC is available 

even if not reflected in GSTR-2A, GSTR-2A was not in existence etc. 

Reply is not tenable as hard copy of invoices was not made available to audit in support of 

replies. 

In respect of Post-automation refund cases, reply was awaited (September 2022). 

2.5.13.2  Excess grant of refund as ITC shown in Refund application was higher  

than that of records produced 

MPGST Rule 60 prescribes the form and manner of furnishing details of inward supplies in 

which it is said that every registered person, referred to in Section 14 of the Integrated Goods 

and Services Tax Act, 2017, required to furnish the details of inward supplies of goods or 

services or both received during a tax period under sub-section (2) of Section 38 shall, on the 

basis of details contained in Part A, Part B and Part C of Form GSTR-2A, prepare such details 

as specified in sub-section (1) of the said Section and furnish the same in Form GSTR-2 

electronically through the common portal. Similarly, GST Rule 61 laid down the form and 

manner of submission of monthly returns which clearly stated that every registered person 

furnishing the return, discharge his liability towards tax, interest, penalty, fees or any other 

amount payable under the Act by debiting the electronic credit ledger and includes the details 

in Part B of the return in Form GSTR-3. 

Audit observed (December 2020–January 2021) that out of 447 Pre-automation refund cases, 

in case of M/s Askon Healthcare (Ujjain-1) and M/s Acme Universal Safe zone Pvt. Ltd 

(Gwalior-1) net ITC considered for maximum refund calculation in GST RFD-01 was higher 

than that of net ITC mentioned in the GSTR-2A/GSTR 3B submitted by the taxpayer which 

resulted in excess payment of ₹ four lakh. 

 

 
22  Circle-Bhopal-3 (one case ₹ 0.38 crore), Circle-Indore-9 (eight cases ₹ 0.42 crore), Circle-Indore-14 (three 

cases ₹ 0.07 crore), Circle-Indore-11 (seven cases ₹ 1.37 crore), Circle-Bhopal-5 (one case ₹ 0.005 crore). 
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Further, Audit observed (February–April 2021) in 11 out of 564 Post-automation refund cases 

that for the purpose of calculation of maximum refund amount, net ITC was taken higher as 

compared to the ITC mentioned in the GSTR-2A/GSTR-3B/Statement-1. This resulted in 

excess refund of ₹ 6.12 lakh23 due to non-verification of required documents. 

On these being pointed out, Refund Sanctioning Authorities stated (December 2020–March 

2021) in case of Pre-automation cases that action would be taken after verification, refund was 

sanctioned after proper examination, and in case of Post-automation cases, action would be 

taken after verification, demand was raised and amount of ₹ 1,520 deposited by the taxpayer 

and in respect of nine cases reply was awaited (September 2022). 

Final action was awaited (September 2022). 

2.5.14    Refund of Inverted Duty Structure 

2.5.14.1  Irregular payment of refund on input services and other ineligible inputs 

As per Section 54(3) of the MPGST Act 2017, a registered person may claim refund of any 

unutilised Input Tax Credit at the end of any tax period where the credit has accumulated on 

account of rate of tax on inputs being higher than the rate of tax on output supplies (i.e. Inverted 

Duty Structure). Further, Rule 89(5) of the MPGST Rules 2017 prescribes the formula for 

maximum refund of unutilised ITC on account of inverted duty structure (IDS).  

   Maximum   

refund 

amount 

= 

{(Turnover of 

inverted rated 

supply of goods) 

x 

Net 

ITC/Adjusted 

turnover} 

– 

Tax payable on such 

inverted rated supply of 

goods. 

As per the Rule, net ITC includes the ITC availed only on inputs during the relevant period and 

does not include credit availed on input services. 

Out of 184 Pre-automation IDS refund cases it was noticed (December 2020) in two refund 

cases of Shree Bihari Oils Pvt. Ltd. (Gwalior-3), while granting refund Department considered 

ITC availed on input services of ₹ two lakh. This resulted in irregular allowance of refund to 

the tune of ₹ two lakh.  

Out of 305 Post-automation IDS refund cases, it was noticed (April 2021) in refund case of 

Madhuri Refiners Pvt. Ltd (Indore-11), Department sanctioned refund on the basis of net ITC 

declared in refund applications. Audit noticed that credit of input services and ineligible goods 

of ₹ 18 lakh declared in inward supply statement, was included in net ITC for refund claim. 

This resulted into excess refund of ₹ four lakh. 

On these being pointed out, Refund Sanctioning Authorities in case of Pre-automation refund 

cases stated (December 2020) that refund was sanctioned after proper examination of the bills. 

Reply was not tenable as credit availed on input services should not have been included in 

calculation of net ITC. 

In respect of Post-automation refund case, reply was awaited (September 2022). 

 

 

 

 
23  Circle-Datia (six cases ₹ 0.02 crore), Circle-Gwalior-2 (one case ₹ 0.01 crore), Circle-Ujjain-2 (one case  

₹ 0.001 crore), Circle-Neemuch (one case ₹ 0.01 crore), Circle-Hoshangabad (one case ₹ 0.02 crore),  

Circle-Ratlam (one case ₹ 0.0002 crore). 
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2.5.14.2  Inadmissible refund of Inverted Duty Structure for works contract 

As per CGST Act, 2017, Section 2(119), “works contract means a contract for building, 

construction, fabrication, completion, erection, installation, fitting out, improvement, 

modification, repair, maintenance, renovation, alteration or commissioning of any immovable 

property wherein transfer of property in goods (whether as goods or in some other form) is 

involved in the execution of such contract.” 

Further, as per Section 17(5)(c), Input tax credit shall not be available in respect of “works 

contract services when supplied for construction of an immovable property (other than plant 

and machinery) except where it is an input service for further supply of works contract service.” 

Out of 305 Post-automation IDS refund cases, it was observed (March-April 2021) in three 

refund cases24, Department sanctioned refund amount of ₹ 2.03 crore on account of IDS while 

the dealer had supplied goods as a works contractor to Government subsidiaries which resulted 

in inadmissible refund of ₹ 2.03 crore. Further, in case of M/s O P Gupta Pvt. Ltd (Bhopal VI), 

the taxpayer was registered as a works contractor and applied for refund on account of IDS. 

Outward supply statement was not submitted by the contractor which shows that the inward 

supply was used for construction purpose. This resulted in inadmissible refund of ₹ 0.45 crore. 

On these being pointed out, Refund Sanctioning Authorities stated (March-April 2021) that the 

taxpayer is engaged in further supply of works contract service, solar power generating system 

as such does not qualify as immovable property and is outside the domain of ‘works contract 

service’, the taxpayer is engaged in the supply of works contract services. 

Reply is not tenable as in three cases the work order issued to the taxpayers for the supplying 

goods, installation and commissioning clearly states that the work done is a works contract. In 

case of M/s O P Gupta, outward supply statement was not found on records. 

2.5.14.3  Refund granted when both input supply and output supply is at same rate of 

GST 

As per Section 54(3) of the MPGST Act 2017, a registered person may claim refund of any 

unutilised Input Tax Credit at the end of any tax period where the credit has accumulated on 

account of rate of tax on inputs being higher than the rate of tax on output supplies (i.e. Inverted 

Duty Structure).  

Out of 305 Post-automation IDS Refund Cases, it was observed (March 2021) in refund claim 

of M/s Pramod and Brothers (Circle-Bhind), the Department had sanctioned ineligible refund 

of ₹ one lakh where input supply and output supply was at same rate of  

GST @ 18 per cent. 

The matter was referred to the Refund Sanctioning Authorities. Reply was awaited  

(September 2022). 

2.5.14.4  Irregular refund of Inverted Duty Structure on excess turnover  

It was observed (March-April 2021) in Audit that out of 305 Post-automation IDS refund cases 

examined, the turnover as declared by the dealers in eight refund cases25 in Statement-1A and 

GSTR-3B was lower than that of refund application submitted by the dealers and considered 

 
24  Circle-Bhopal-5, Premier Energies Ltd ARN-AA2302200221456 amount ₹ 1.11 crore., Premier Energies 

Ltd ARN-AA2303200022753 amount ₹ 0.76 crore and Spark Electricals & Projects Pvt. Ltd and  

N K Enterprises J V ARN-AA230120009898G amount ₹ 0.16 crore. 
25  Circle-Morena (four cases ₹ 0.44 crore), Circle-Gwalior-2 (one case ₹ 0.0001crore), Circle-Gwalior-3  

(one case ₹0.007 crore), Circle-Gwalior-4 (one case ₹ 0.0008 crore), Circle-Pithampur (one case ₹ 0.009 

crore). 
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by the Department resulted in excess refund of ₹ 0.46 crore without verifying the turnover from 

the required documents. 

The matter was referred to the Refund Sanctioning Authorities. Reply was awaited  

(September 2022). 

2.5.14.5  Irregular refund on considering higher turnover and net ITC 

As per Section 54 of the MPGST Act, 2017, refund of unutilised input tax credit (ITC) can be 

claimed by a registered person at the end of any tax period. Rule 89(5) of the MPGST Rules, 

2017, prescribes the formula as per which the refund in the case of supply of goods on account 

of Inverted Duty Structure shall be granted. 

Refund 

Amount 
= 

{(Turnover 

of inverted rated 

supply of goods and 

services  

x 
Net 

ITC) 
÷ 

Adjusted 

turnover} 
– 

tax payable on such 

inverted rated supply 

of goods and services 

Out of 305 Post-automation IDS refund cases examined (April 2021), in five refund cases26 of 

two circles, refund was sanctioned on the basis of refund application submitted by dealers while 

the turnover and net ITC declared in statement-1A and GSTR-3B were lower than that of 

refund application considered by the Department. This resulted in excess refund of ₹ 70 lakh 

without verifying the turnover and net ITC from required documents. 

The matter was referred to the Refund Sanctioning Authorities. Reply was awaited  

(September 2022). 

2.5.15    Zero Rated Supplies - Export without payment of tax 

2.5.15.1  Excess refund due to error in determination of time of supply 

As per Section 13(2) of CGST Act, the time of supply of services shall be the earliest of the 

following dates, namely:- 

(a) the date of issue of invoice to the supplier, if the invoice is issued within the period 

prescribed under sub-section (2) of Section 31 or the date of receipt of payment, whichever 

is earlier; or 

(b) the date of provision of service, if the invoice is not issued within the period prescribed 

under sub-section (2) of Section 31 or the date of receipt of payment, whichever is earlier; 

or 

(c) the date on which the recipient shows the receipt of services in his books of account, in a 

case where the provisions of clause (a) or clause (b) do not apply. 

Out of 119 Post-automation zero rated refund cases, it was noticed (April 2021) that in four 

refund cases (Indore-11) on account of export of services, the refund processing officer has 

considered invoice date while the date of Bank Realisation Certificates/Foreign Inward 

Remittance Certificates were earlier than the supplies made in tax period. This resulted in 

excess refund of ₹ 25 lakh27 due to not considering date of Bank Realisation Certificates (BRC) 

or Foreign Inward Remittance Certificates (FIRC). 

The matter was referred to the Refund Sanctioning Authorities. Reply was awaited  

(September 2022). 

 
26  Circle-Gwalior-3 (four cases ₹ 0.70 crore) and Circle Neemuch (one case ₹ 0.001 crore). 
27  Circle-Indore-11 (four cases ₹ 0.25 crore). 
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2.5.15.2  Irregular refund of unutilised ITC due to excess turnover of export services 

As per Rule 89(2) of the CGST Rules 2017, the application under sub-rule (1) shall be 

accompanied by documentary evidences as mentioned in Appendix 1 in Form GST  

RFD-01, as applicable, namely, a statement containing the number and date of invoices and the 

relevant BRC or FIRC is required in case of export of services, to establish that a refund is due 

to the applicant. 

Out of 119 Post-automation zero refund cases, it was noticed (April 2021) that in one refund 

case of M/s CDN Software Solutions Pvt. Ltd (Indore-11), Department considered turnover of 

zero rated supply of services of ₹ 2.01 crore submitted in refund application while the taxpayers 

submitted statement of BRC/FIRC of ₹ 1.71 crore. Further, net ITC considered for maximum 

refund calculation was ₹ four lakh instead of ₹ three lakh reflected in  

GSTR-2A on portal. This resulted in excess refund of ₹ 10,000 without verification of 

Statement 1A.  

The matter was referred to the Refund Sanctioning Authorities. Reply was awaited  

(September 2022). 

2.5.15.3   Irregular payment of Refund on capital goods on zero rated supply cases 

As per Section 54 of the MPGST Act, 2017, refund of unutilised input tax credit can be claimed 

by a registered person at the end of any tax period. Rule 89(4) of the MPGST Rules, 2017, 

prescribes the formula as per which the refund in the case of zero rated supply of goods or 

services shall be granted. 

Refund 

Amount 
= 

(Turnover of 

zero rated 

supply of goods 

+ 

Turnover of zero 

rated supply of 

services) 

x 
Net 

ITC 
÷ 

Adjusted Total 

Turnover 

(where "Net ITC" means input tax credit availed on inputs and input services during the 

relevant period. Thus, ITC availed on capital goods shall not be considered.) 

Out of 161 Pre-automation zero rated refund cases, it was observed (January 2021) in refund 

claims of M/s Tecta Construction Pvt. Ltd (Circle-Narsinghpur) and M/s D N Enterprises 

(Indore-14) for the tax-period July 2017 to March 2018 and June 2018 to March 2019 

respectively, refund of unutilised ITC of ₹13 lakh was sanctioned. While computing the “Net 

ITC” for arriving at the refund amount, the taxpayer included the ITC of ₹ nine lakh availed on 

capital goods. This resulted in excess sanction of refund of ₹ nine lakh, which was recoverable 

with interest in terms of Section 73 read with Section 50 of the MPGST Act, 2017. 

After being pointed out, in one case Refund Sanctioning Authority accepted the observation 

and stated (January 2021) that revised sanction order would be issued for recovery. In another 

case, Refund Sanctioning Authority stated that action will be taken after verification. 

Final action was awaited (September 2022).  

2.5.15.4  Inadmissible grant of refund without verifying the required documents  

As per Rule 89(2) of the MPGST Rules 2017, the application under sub-rule (1) shall be 

accompanied by relevant documentary evidences in Appendix 1 in Form GST RFD-01, as 

applicable, to establish that a refund is due to the applicant. 

Out of 167 Pre-automation zero rated refund cases, it was observed (January 2021) that 

Department had sanctioned refund in two cases (M/s KEC International Ltd. and  

M/s J D Impex) for export without payment of tax, where the taxpayers claimed refund of  

₹ 0.93 crore and the entire claim was sanctioned. Verification of relevant records revealed that 
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taxpayers had not submitted the statement of zero rated supply nor the copy of export 

invoices/shipping bills were found in records. Thus, the turnover of export of goods could not 

be ascertained. However, without verifying the required documents, the Department sanctioned 

inadmissible refund amounting to ₹ 0.93 crore. 

Out of 119 Post-automation zero rated refund cases (April 2021), Department had sanctioned 

refund in six cases of four circles for export without payment of tax. The taxpayers claimed 

refund of ₹ 0.84 crore, against which ₹ 0.81 crore was sanctioned. Verification of relevant 

records revealed that in case of M/s DCPL International, shipping bills of ₹ 2.84 crore was 

considered for turnover of zero rated supply of goods. However, shipping bills of only  

₹ 2.61 crore were submitted by the taxpayer. Accordingly, taxpayer was eligible for refund of 

₹ 0.22 crore while the Department sanctioned refund of ₹ 0.24 crore resulted in an inadmissible 

refund of ₹ 0.02 crore. In five other cases, the taxpayers claimed refunds of  

₹ 0.59 crore which were sanctioned by the Department. However, invoices mentioned in 

statement of zero rated supply were neither verified on Indian Customs Electronic Gateway 

(ICEGATE) nor copy of export invoices were uploaded by the taxpayer. Thus, the turnover of 

export of goods could not be ascertained. Thus, the Department sanctioned refund without 

verifying the required documents resulting in an inadmissible refund of ₹ 0.61 crore28. 

On these being pointed out, in respect of Pre-automation refund case of M/s KEC International, 

Refund Sanctioning Authority stated (January 2021) that sufficient documents of export 

invoices and free on board (FOB) value are attached with the case. However, Demand Notice 

in DRC-1A for ₹ 2,01,283 including interest was issued to taxpayer. Further, in case of  

M/s J D Impex, Refund Sanctioning Authority replied (January 2021) that action would be 

taken after verification.  

The replies were not tenable as in case of M/s KEC International Ltd., documents of export 

invoices and shipping bills were not found on record and so audit had pointed out excess refund 

of ₹ 0.91 crore. Further reminder was issued to the Refund Sanctioning Authority on 01 April 

2021 for providing the requisite missing records. However, the Department had issued demand 

notice only for ₹ 0.02 crore including interest against the pointed out excess refund of  

₹ 0.91 crore. In another case of Pre-automation Refund, relating to M/s J D Impex, final action 

is awaited. Also, in respect of six Post-automation refund cases, the replies were awaited 

(September 2022). 

2.5.16    Miscellaneous 

2.5.16.1  Refund of ITC of supplier who stopped filing GSTR-1 & GSTR-3B return 

and registration was cancelled 

CGST Circular No. 125/44/2019-GST dated 18 November 2019 stipulated that any refund 

claim for a tax period may be filed only after furnishing all the returns in Form GSTR-1 and 

Form GSTR-3B which were due to be furnished on or before the date on which the refund 

application is being filed.  

Out of 564 Post-automation refund cases, it was observed (April 2021) that the firm M/s H S 

Service Provider (Jabalpur-1) claimed refund of ITC of ₹ five lakh for the month of February 

2020. Audit examination revealed that the supplier had not filed the returns after month of 

October 2018 and his registration was cancelled. Thus in this case, assessee was refunded  

 
28  Circle-Satna-2 (one case ₹ 0.05 crore), Circle-Gwalior-3 (three cases ₹ 0.47 crore), Circle-Indore-9 (one case 

₹ 0.02 crore), Circle-Neemuch (one case ₹ 0.07 crore). 
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₹ five lakh even though the supplier had not paid the taxes and the Government is unlikely to 

get the amount in the near future as the supplier’s registration was cancelled. 

The matter was referred to the Refund Sanctioning Authorities. Reply was awaited  

(September 2022). 

2.5.16.2  Refund sanctioned without ensuring the balance in Electronic Cash Ledger 

Section 49(6) of MPGST Act provides that the balance in Electronic Cash Ledger after 

payment of tax, interest, penalty, fee or any other amount payable under this Act or the rules 

made thereunder may be refunded.  

Out of 564 Post-automation refund cases in scrutiny (April 2021) of three refund claims of 

three circles29, there were no balance found in Electronic Cash Ledger as on the application 

date or for the tax period for which refund was applied. However, the refund sanctioning 

authority had sanctioned ineligible refund of ₹ two lakh. 

The matter was referred to the Refund Sanctioning Authorities. Reply was awaited  

(September 2022). 

2.5.16.3  Refund sanctioned on time barred application 

As per Section 54(1) of the MPGST Act, any person claiming refund of any tax and interest, if 

any, paid on such tax or any other amount paid by him, may make an application in that regard 

to the proper officer of IGST/CGST/SGST/UTGST before the expiry of two years from the 

relevant date in prescribe form and manner. Submission of application after deficiency memo 

shall be treated as a fresh application.  

Out of 564 Post-automation refund cases it was noticed (April 2021) that in three cases of two 

circles30, the claim was filed after lapse of more than two years from the relevant date despite 

which Department sanctioned the claim. As per the provisions, the Department should not have 

entertained the claim being time barred. This omission resulted in excess sanction of refund of 

₹ 26 lakh.  

The matter was referred to the Refund Sanctioning Authorities. Reply was awaited  

(September 2022).  

2.5.16.4   Double Payment of refund due to issue of payment advice twice 

Audit observed (April, August and September 2021) instance of double payment in eight 

refund cases of five circles31, where Refund sanctioning authority had issued payment advice 

(RFD-5) twice against single refund sanction order (RFD-6) which resulted in double payment 

of refund to the taxpayers amounting to ₹ 51 lakh.  

On these being pointed out, Refund Sanctioning Authorities stated (July–September 2021) that 

due to technical issue, payment advice was not displayed in the system. Therefore, further 

process of issuing payment advice was done again. Noticing the double payment, DRC-03 was 

issued and excess payment got deposited from the concerned taxpayers. 

Reply is not acceptable as out of these eight cases of double payment, though in five cases 

amount was deposited before audit, but in two cases the amount was deposited after being 

pointed out by audit and in one case recovery was awaited (September 2022). 

 
29  Circle-Jabalpur-2 (one case ₹ 0.02 crore), Circle-Jabalpur-4 (one case ₹ 0.005 crore), Circle-Gwalior-4 (one 

case ₹ 0.003 crore). 
30  Circle-Indore-13 (one case ₹ 0.005 crore), Circle-Gwalior-2 (two cases ₹ 0.25 crore). 
31  Circle-Indore-15 (two cases ₹ 0.06 crore), Circle Indore-7 (one case ₹ 0.02 crore), Circle-Indore-12 (three 

cases ₹ 0.04 crore), Circle-Indore-1 (one case ₹ 0.39 crore), Circle-Harda (one case ₹ 0.0001 crore). 
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2.5.16.5  Non-debit of refund amount from Electronic Credit Ledger 

As per provision of Section 41 of MPGST Act, the electronic credit ledger is maintained in 

Form GST PMT-02 for each registered person on the common portal and every claim of input 

tax credit is to be credited to this ledger. Where a registered person has claimed refund of any 

unutilised amount from the electronic credit ledger, the claimed amount shall be debited in the 

said ledger. 

Further as per para 3.5 of Circular No. 59/33/2018-GST of CBIC, dated 04 September, 2018 

clarified that the refund application can be filed only after the electronic credit ledger has been 

debited in the manner specified in para 3.2 (read with para 3.3) and the ARN is generated on 

the common portal. 

Out of 447 Pre-automation refund cases examined (January 2021), in refund case of  

M/s Herbedge Healthcare Pvt. Ltd (Ujjain-1), neither the claimant nor did the Department 

follow the order of debiting the refundable amount to the electronic credit ledger as clarified 

by the Board. This had led to irregular refund of ₹ four lakh. 

After being pointed out, Refund Sanctioning Authority stated (January 2021) that due to 

technical error, debit entry has not been made. 

2.5.16.6  Delay in forwarding sanction orders to counterpart State tax authority 

Para 5 of CBEC Circular no. 24/24/2017 dated 21 December 2017, states that the payment of 

the sanctioned refund amount shall be made only by the respective tax authority of the Central 

or State Government. Thus, the refund order issued either by the Central tax authority or the 

State tax/UT tax authority shall be communicated to the concerned counter-part tax authority 

within seven working days for the purpose of payment of the relevant sanctioned refund 

amount of tax or cess, as the case may be. 

While verifying the records of transmission of refund sanction orders communicated by the 

State Commissionerate to counterpart authority pertaining to financial year 2017-18 till  

31 July 2020, it was observed that out of 447 Refund Cases examined (December 2020-January 

2021), 60 refund orders of nine circles involving ₹ 17.96 crore were forwarded to the nodal 

officer for onward transmission to Central Tax Authority with a delay ranging from one day to 

three months in 52 cases, three to six months in five cases and more than six months in three 

cases. The details are given in Appendix 2.20.  

Reply was awaited from the Department (September 2022). 

2.5.16.7  Excess refund due to less determination of Adjusted Total Turnover  

As per CGST Rules 89(4) of CGST Rules 2017, “Adjusted Total Turnover” means the turnover 

in a State or a Union Territory, as defined under clause (112) of Section 2, excluding the value 

of exempt supplies other than zero-rated supplies, during the relevant period. 

Out of 564 Post-automation refund cases, in refund cases of M/s Biscuit Basket Foods Pvt. Ltd. 

(Bhopal-5) and Geetanjali Enterprises (Indore-3), it was noticed (March-April 2021) that 

adjusted total turnover considered in applications for the maximum refund claim were lower 

than declared in return GSTR-1/GSTR-3B. This resulted in excess refund of ₹ one lakh due to 

non-verification of adjusted turnover from GSTR-1. 

On these being pointed out, Refund Sanctioning Authorities stated (April 2021) that action will 

be taken after verification and refund was sanctioned after adjusting credit notes in turnover 

declared in statement of outward supply.  
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Reply was not tenable as adjusted total turnover declared in GSTR-3B was lower than that 

claimed in refund application GST RFD-1 and considered by the Department. 

2.5.17    Conclusion 

From a system perspective, we conclude that there were several instances where the 

Department did not adhere to the extant provisions of the Act, Rules, etc. issued in relation to 

the grant of refund. Instances of delay in sanctioning of the refund orders, irregular grant of 

provisional refund, excess grant of refund of ITC were noticed. Further, instances were also 

noticed relating to inadmissible grant of refund without verifying the requisite documents, lack 

of validation checks and irregular payment of refund on input services and on refund of Capital 

goods etc. Non-conducting of post audit refund claims by the Department was also observed 

which may also lead to possible loss of revenue.  

From a compliance perspective, we observed compliance deviations amounting to  

₹ 10.36 crore in refund cases under various categories as detailed in para 2.5.6 above. 

2.5.18    Recommendation 

• The Department needs to put in place a mechanism to verify the correctness of declarations 

filed by the taxpayers. 

• Looking into the size of sample cases (1,011) test-checked and number of irregular refund 

claims noticed (167), the Department may rigorously examine similar cases not covered in 

the audit sample and take corrective action within a timeframe. 
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2.6 Compliance Audit of “Assessment of cases under Section 20 of  

MP VAT Act, 2002” 
 

2.6.1    Audit Objectives 

The audit of the Department was conducted with a view to assessing whether: 

• Taxable turnover was worked out properly and appropriate rates of tax have been applied; 

and  

• Input Tax Rebate was claimed and allowed properly. 

2.6.2    Audit Criteria 

Audit findings were benchmarked against the criteria sourced from: 

• Madhya Pradesh Value Added Tax Act, 2002; 

• Entry Tax Act, 1976;  

• Central Sales Tax Act, 1956; 

• Rules and instructions, circulars/exemption notifications issued by the State Government; 

and  

• Decisions of the Courts and Appellate Authority. 

2.6.3    Audit Scope and Methodology 

Compliance Audit of the Commercial Tax Department under Value Added Tax, Entry Tax and 

Central Sales Tax Act was carried out between July 2021 and November 2021 and it covered 

the assessments for the four-year period from 2014-15 to 2017-18 (up to first quarter)32. Audit 

was conducted through a test-check of the assessments and other related records in 33 selected 

offices33 (six Divisional, seven Regional and 20 Circle Offices) out of 11534 offices. The 

sample selection was made on the basis of period for which units are due for audit. Accordingly, 

the top 33 units with highest pendency of assessments were selected for audit. Besides, 

information was also collected from the Office of the Commissioner, Commercial Tax 

Department. The Assessing Authorities (AAs) in the 33 selected Offices, provided to Audit a 

total of 90,878 assessment cases, for the period 2014-15 to 2017-18 (up to first quarter).  

During audit, a total of 33,812 assessment cases, across all the selected offices were  

test-checked, primarily on the basis of financial materiality. Non-compliance issues, wherever 

noticed are detailed in the ensuing paragraphs, by aggregating Audit Observations of similar 

nature. 

2.6.4    Result of Audit 

Audit test-check of 33,812 (37 per cent) out of the total 90,878 cases of the sampled units had 

brought out instances of deviations/non-compliance with the relevant Acts/Codes/Manuals 

leading to short levy of tax and inadmissible/excess Input Tax Rebate, including penalty in 208 

cases involving an amount of ₹ 21.13 crore, as detailed in Table 2.6 below: 

 

 
32  GST Act was implemented w.e.f 01 July 2017. 
33  DCCT: Div-Khandwa, Div-Ratlam, Div-Chhindwara, Div-Gwalior-2, Div-Indore-3, Indore (LTU).  

ACCT: Indore-Div-1,3 (Preeti Srivastava) & 3 (Preeti Jouhri), Bhopal Div-1&2, Gwalior Div-1,  

Div-Chhindwara. CTO: Bhopal Circle-3 & 6, Indore Circle-4, 6, 11, 12, 14 & 15, Gwalior Circle-2 & 3,   

Ujjain-2, Jabalpur-3, Circle-Shahdol, Rewa, Khandwa, Chhatarpur, Harda, Seoni, Bina and Burhanpur.  
34   Out of the total 131 units, 16 units were unrelated to the Audit topic. 
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Table 2.6: Audit observation categories on revenue receipts 

(` in crore) 
Sl. No. Audit Observation Categories No. of Audit 

Observations 

Amount  

1. Incorrect determination of Turnover 67 3.49 

2. Application of incorrect Rate of Tax 18  2.86 

3. Grant of irregular concession under CST Act 21  3.79 

4. Non/Short levy of Entry Tax 33  1.12 

5. Incorrect deduction/Adjustment 11 1.25 

6. Grant of Input Tax Rebate on Part III Goods 01 6.03 

7. Allowance of excess Input Tax rebate against provisions 38  1.86 

8. Allowance of Input Tax Rebate without proper verification 19 0.73 

Total 208 21.13 

The above are the eight broad categories of Audit observations under VAT Act and Entry Tax 

Act which are detailed in the succeeding paragraphs.  

There may be similar irregularities, errors or omissions in other units under the Department but 

not covered in the test-audit. The Department may, therefore, examine all the units to ensure 

that taxes are levied as per provisions of the Acts and Rules. 

Audit Findings 

Audit findings regarding non-compliance to various provisions of the Act/Rules are discussed 

in the following paragraphs. 

2.6.5    Short levy of VAT due to incorrect determination of Turnover 

As per Section 2(z) of the MP VAT Act, 2002, the dealer’s turnover in relation to any period 

means the aggregate of sale prices received or receivable by a dealer in respect of any sale or 

supply of goods made during that period, excluding the amount of sales returned within the 

prescribed period. For the purpose of determining taxable turnover (TTO), the MPVAT Act 

provides35 for the deduction of the sale price of tax paid goods, tax free goods and the amount 

of tax, from the turnover, if included in the aggregate of sale prices.  

Test-check of assessment records of 14,662 cases in 33 selected offices revealed that in 

 67 cases, across 22 offices, the AAs failed to determine the correct Gross Turn Over 

(GTO)/Taxable Turnover at the time of assessments, resulting in under assessment of tax 

amounting to ₹ 3.49 crore. The details are given in Table 2.7 below: 

Table 2.7: Details of incorrect determination of turnover 

 (` in crore) 
Sl. 

No. 

Audit Observation Categories No. of 

cases 

GTO 

determina

ble 

GTO 

determi

ned 

Short 

deter

minati

on 

Under 

assessment  

1. The AAs did not consider actual sale 

value of movable assets while 

determining GTO. 

26 313.05 293.57 1.95 0.80 

2. The AAs determined less sale value than 

what was entered in the Audited accounts 

of the dealers. 

22 245.50 240.82 4.68 0.39 

3. The AA determined less GTO by taking 

into account less profit vis-à-vis actuals 

07 12.56 11.31 1.27 0.11 

 
35  Under Section 2(x) of MPVAT Act. 

file:///C:/Users/DELL-PC/AppData/Local/Temp/Rar$DIb9288.25466/KD%20Draft/8.1%20Turnover%20para%202X(iii).pdf
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Sl. 

No. 

Audit Observation Categories No. of 

cases 

GTO 

determina

ble 

GTO 

determi

ned 

Short 

deter

minati

on 

Under 

assessment  

4. ‘Turnover’ excludes value of sales 

returned (if any) within six months from 

the date of effecting such sales. Further, 

any sale made to a unit within a Special 

Economic Zone (SEZ) is exempted from 

tax. 

The AAs allowed exemption on goods 

returned/sales made to SEZ without 

documentation. 

05 266.84 266.21 0.63 0.07 

5. In case of works contract, the AA 

incorrectly determined the ‘Material’ and 

‘Labour’ components and allowed excess 

claim of Labour resulting in under 

assessment. 

05 12.16 8.82 3.34 0.33 

6. GTO of goods listed under Section 9A 

(sand, gitti etc.) is to be considered on 

volume. The AA imposed tax on sale 

value of 9A goods instead of assessing 

their value on the basis of volume, 

resulting in underassessment.  

02 48.76 12.86 35.90 1.79 

Total 67 898.87 833.59 47.77 3.49 

The details of the cases are given in Appendix 2.21. 

On these being pointed out by the Audit (July 2021 to November 2021), the concerned AAs 

stated (July 2021 to November 2021) that the cases would be verified, and action would be 

taken accordingly. Further development in this regard has not been intimated  

(September 2022). 

The cases were forwarded to the Commercial Tax Department, GoMP in February 2022. The 

Department in the Exit Conference (June 2022) stated that audit objected cases are under 

review and there are five calendar years period available to reopen the case.  

The fact remains that Department could not finalise any recovery of the audit objected cases 

till the Exit Conference (June 2022).  

2.6.6    Shot assessment due to application of incorrect rate of tax 

Schedule II of MP VAT Act and notification issued thereunder prescribes the rate of tax to be 

levied on different commodities except those which are specified under Schedule I of the Act 

or exempted through notification.  

Tax Paid goods in relation to goods specified in Part III of Schedule II and the goods notified 

under Section 9A means any such goods which have been purchased by a dealer from registered 

dealer inside the State of Madhya Pradesh. 

Test-check of Assessment records under 33 selected offices revealed that in 18 cases (involving 

10 offices), the AAs: 

• In four cases, incorrectly treated elastic tape, warp knit fabrics (taxable at five per cent) as 

Tax free goods and assessed the turnover amounting to ₹ 32.35 crore accordingly, resulting 

in non-levy of tax amounting to ₹ 1.62 crore.  
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• In two cases, treated the taxable turnover of ₹ 1.32 crore on account of sale of mobile phones 

(taxable at 14 per cent) as tax-paid36 (exempt) sale, resulting in non-levy of tax amounting 

to ₹ 0.18 crore. 

• In 12 cases, applied incorrect rate of tax on items such as High Bay lights/Flood lights RCC 

poles, Motor parts, Floating Docks, Pet Preforms, three wheelers, Furniture, Plant & 

Equipment, etc., involving a total turnover of ₹ 21.40 crore, resulting in short levy of tax 

amounting to ₹ 1.06 crore. 

Thus, irregular assessment by the AAs on account of application of incorrect rates of tax 

resulted in short assessment of tax aggregating to ₹ 2.86 crore. The details are given in 

Appendix 2.22. 

On these being pointed out by the Audit (July 2021 to November 2021), the ACCT, Division-

3, Indore stated (September 2021) that the Appellate Board of Commercial Taxes, in case of 

M/s Kohinoor Elastic Pvt. Ltd.37, had treated elastic tape as Tax free goods. Further, the ACCT 

also stated that since additional excise duty is leviable on ‘Elastic tape’, it is to be treated as 

Tax free goods as per Schedule I of the VAT Act38. 

The reply is not acceptable as the ibid judgement of the Appellate Board was passed in  

the year 1999 when the erstwhile Madhya Pradesh Commercial Tax Act was in force (before 

commencement of the VAT regime) and is hence not applicable to assessments/reassessments 

under the VAT Act. Further, ‘Elastic Tape’ is classified under Central Excise Tariff ‘5806’ and 

is not included in the First Schedule to the Additional Duties of Excise Act, 1957 and hence it 

is not tax free as claimed and assessed by the Department. 

In respect of other cases, the AAs stated (July 2021 to November 2021) that action would be 

taken after verification. Further development in this regard has not been intimated  

(September 2022). 

The cases were forwarded to the Commercial Tax Department, GoMP in February 2022. The 

Department in the Exit Conference (June 2022) stated that audit objected cases are under 

review and there are five calendar years period available to reopen the case.  

The fact remains that Department could not finalise any recovery of the audit objected cases 

till the Exit Conference (June 2022). 

2.6.7    Under assessment of tax under GST Act due to grant of concessions 

without declaration forms 

Under Section 8 of the Central Sales Tax (CST) Act, 1956 read with Rule 12 of the CST 

(Registration and Turnover) Rules, 1957, inter-State sale of goods is taxable at the concessional 

rate of two per cent if a dealer selling the goods, furnishes to a prescribed Authority, a 

declaration in Form ‘C’ duly filled and signed by the purchasing dealer; else such sale is taxable 

at the local rate of tax. As per Section 6A, read with Rule 12(5) of the VAT Act/rules, dealer 

is not liable to pay tax if the movement of goods from one state to another otherwise than by 

way of sale and such transaction is be supported by declaration in Form ‘F’. Further, as per 

Section 4(4) of the CST Act, an Export sale supported by declaration in Form ‘H’ is not liable 

 
36  Tax-paid goods (classified in Part-III of Schedule-II of the VAT Act) are those goods on which tax is to be 

levied at the first point of sale and thereafter no tax is to be levied on second and subsequent sale. 
37  CCT order April 1999. 
38  As per Entry no. 48 of Schedule-I of the VAT Act, fabrics specified in the First Schedule to the Additional 

Duties of Excise Act, 1957 are exempt from payment of tax. 
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to tax. The provisions of the CST Act apply mutatis mutandis in case of 

assessments/reassessments under the VAT Act.  

Test-check of records of 33 selected offices revealed that in 21 cases (involving 16 offices), 

the AAs while assessing the returns of the dealers for the period from 2014-15 to 2017-18, 

incorrectly allowed concessional rate of tax on inter-State sale even though the returns were 

not supported by duly filled declarations in Form ‘C’. This resulted in under assessment of tax 

of ₹ 0.95 crore. For furnishing of false returns, penalty not exceeding ₹ 2.84 crore was also 

leviable. The details are given in Appendix 2.23. 

On these being pointed out by the Audit (July 2021 to November 2021), the concerned AAs 

stated (July 2021 to November 2021) that the cases would be verified, and action would be 

taken accordingly. Further development in this regard has not been intimated  

(September 2022). 

The cases were forwarded to the Commercial Tax Department, GoMP in February 2022.The 

Department in the Exit Conference (June 2022) stated that the audit objected cases are under 

review and there are five calendar years period available to reopen the case.  

The fact remains that Department could not finalise any recovery of the audit objected cases 

till the Exit Conference (June 2022).  

2.6.8    Non/Short levy of Entry Tax 

The Entry Tax Act, 1976 as well as Rules and notifications issued thereunder, stipulate that 

Entry Tax is leviable at the specified rates on the goods entering into local area for 

consumption, use or sale therein. Section 4A of Entry Tax Act stipulates that enhanced rate of 

Entry Tax is leviable on notified goods39. 

Test-check of 7,169 assessment records and cross-verification of the related documents such 

as audited accounts, purchase lists, etc. in the 33 selected Offices revealed that in 33 cases 

across 12 Offices, Entry Tax on goods such as flood lights, coal, milk product, PP Bags, 

electronics goods, refined oil etc., was either not levied or short levied at incorrect rates on 

their entry into local area. This resulted in non/short levy of Entry Tax amounting to  

₹ 1.12 crore. The details are given in Table 2.8 below: 

Table 2.8: Details of short levy/non-levy of Entry Tax 

(₹ in crore) 
Sl. 

No. 

Gist of Audit Observation(s)  No. of Audit 

Observations 

Money value  

1. AAs allowed incorrect deduction by treating the goods entering into the local 

areas as Tax paid/Tax free Goods resulting in non-levy of Entry tax. 

09 0.31 

2. AAs did not levy enhanced rate of tax on goods notified as per Section 4A of 

the Entry Act. 

08 0.12 

3. AAs short-determined Entry Tax by considering less purchase turnover of 

goods 

08 0.12  

4. AAs levied Entry Tax at one per cent instead of two per cent resulting in 

under assessment.  

06 0.20 

5. AAs allowed incorrect deduction by treating tax payable goods as ‘Exempted 

Goods’ as shown below: 

• In one case, dealer claimed exemption on ‘bus body’ treating it as ‘heavy 

goods vehicle’ and the AA allowed the same, and; 

• In another case, dealer claimed exemption on ‘refined oil’ treating it as 

‘crude oil’ and the AA allowed the same. 

02 0.37 

Total 33 1.12  

 
39   Notified Goods include goods such as PP bags, furnace oil etc., purchased from outside the  

  state of Madhya Pradesh for local consumption/use. 
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The case wise details are given in Appendix 2.24. 

On these being pointed out (August 2021), DCCT Khandwa in respect of one case stated 

(August 2021) that the dealer had brought crude edible oil into the local area and hence the 

same was exempted from Entry Tax as per GoMP Notifications40 dated December 2010 and 

February 2011.  

The reply is not acceptable as the assessment records clearly prove that the dealer brought 

‘Refined Soya Oil’ and ‘RBD palm oil’ into the local area which fall into the category of 

finished refined edible oil and not crude edible oil. The concerned AA, at the time of 

assessment, failed to take this into account resulting in non-levy of Entry tax to that extent. 

In respect of the remaining 32 cases, the concerned AAs stated (July 2021 to November 2021) 

that action would be taken after verification of the records. Further development in this regard 

has not been intimated (September 2022). 

The cases were forwarded to the Commercial Tax Department, GoMP in February 2021.The 

Department in the Exit Conference (June 2022) stated that the audit objected cases are under 

review and there are five calendar years period available to reopen the case.  

The fact remains that Department could not finalise any recovery of the audit objected cases 

till the Exit Conference (June 2022). Further, progress in this matter may be intimated to the 

audit.  

2.6.9    Incorrect adjustment of tax Deducted at Source 

As per Section 26(1) of the MP VAT Act, any person responsible for making payment of any 

sum to any dealer as a consideration for the sale or supply of any goods in pursuance of a 

contract between such dealer and the Central Government or a State Government, shall before 

payment, deduct an amount equal to the amount payable by the government to the dealer by 

way of tax, where the total amount of the bill exceeds rupees five thousand and shall pay it to 

the State Government in such manner as may be prescribed. Section 26(2) ibid provides for 

deduction of tax at three per cent tax or as per prescribed lump sum rate (in case of a Contractor 

who has opted for composition).  

Test-check of records of 33 selected offices revealed that in 11 cases involving five offices, the 

concerned AAs allowed incorrect/excess adjustment of Tax Deducted at Source (TDS) which 

resulted in underassessment of tax amounting to ₹ 1.25 crore. The details are given in 

Appendix 2.25. 

On these being pointed out (July 2021 to November 2021), the AAs stated (July 2021 to 

November 2021) that the cases would be verified, and action would be taken after verification. 

Further development in this regard has not been intimated (September 2022). 

The cases were forwarded to the Commercial Tax Department, GoMP in February 2022. The 

Department in the Exit Conference (June 2022) stated that the audit objected cases are under 

review and there are five calendar years period available to reopen the case.  

The fact remains that Department could not finalise any recovery of the audit objected cases 

till the Exit Conference (June 2022).  

 

 

 
40  Vide Government Notification no. 96 dated 13 December 2010 and Government notification no. 16 dated  

31 March 2011. 
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2.6.10    Irregular grant of Input Tax Rebate on Part III goods 

As per Section 14(1) of the MP VAT Act, the Input Tax Rebate (ITR) is admissible on goods 

mentioned in Part I, II, III A and Part IV of Schedule II of the Act. Goods included in Part III 

are tax paid goods and ITR is not admissible on these goods. Goods listed in the Part III of 

Schedule II of the MP VAT Act include kerosene sold through Public Distribution System 

(PDS). 

Test-check of assessment records in the office of the Deputy Commissioner, Large Tax Payer 

Unit, Indore revealed that during the period from April 2016 to March 2017, a dealer              

(M/s Bharat Petroleum Corp. Ltd., TIN 2317114993, Case no.1064206) purchased kerosene 

amounting ₹ 107.77 crore from a registered dealer of the state, on which the dealer claimed 

ITR of ₹ 15.09 crore. The AA accordingly allowed the ITR claims during assessment. Based 

on the assessment orders and other related records, Audit further observed that the dealer also 

purchased kerosene valued at ₹ 78.83 crore from outside the State; against which, the dealer 

transferred ₹ 32.13 crore worth kerosene to outside dealers in course of inter-State stock 

transfer of goods. As such, the dealer’s net total purchases (Inward stock) of kerosene during 

the year was of ₹ 154.47 crore. Against this, the dealer disclosed an amount of ₹ 104.22 crore 

as sold through PDS.  

The details are given in the Table 2.9 below: 

Table 2.9: Details of Purchases and Sales  

(Amount in ₹) 

Local purchase Inter-State purchase details Sale through PDS 

From local purchase From net inter-State 

purchase41 

1,07,76,30,510 Purchase:  78,83,44,077 57,51,42,756 

(40.49 per cent of total 

sale) 

46,70,11,254 

 Less: Stock 

transfer:  

32,13,32,533 

Net:  46,70,11,254 

Since 40 per cent of the sale effected through PDS was from the local purchase, hence as per 

provisions, ITR was not admissible on 40 per cent of local purchase. Thus, incorrect allowance 

of ITR by AA on the entire local purchase by disregarding the sale through PDS resulted in the 

excess ITR of ₹ 6.03 crore42. 

On this being pointed out (September 2021), the AA stated (September 2021) that action would 

be taken after verification of records.  

The cases were forwarded to the Commercial Tax Department, GoMP in February 2021. 

The Department in the Exit Conference (June 2022) stated that the current status of the case 

will be communicated to audit in due course.  

Further development in this regard had not been intimated (September 2022). 

 

 

 

 
41  Maximum amount has been allowed to the dealer as sale through PDS so as to calculate the  

minimum tax impact. The AAs may calculate/determine the actual sale as per accounts. 
42  40 per cent of ₹ 1,07,76,30,510 = ₹ 43,10,52,204. ITR claim on ₹ 43,10,52,204 @ 14 per cent =  

₹ 6,03,47,309. 
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2.6.11    Issues pertaining to Input Tax Rebate (ITR) 

As per Section 14 of MPVAT Act, a purchasing registered dealer, on fulfilment of certain  

conditions43, shall claim or be allowed ITR on the amount of input tax. Further, under Rule 9 

of the MPVAT Rules, no ITR shall be claimed or be allowed if the bill, invoice or cash 

memorandum does not indicate separately the amount of tax collected by the selling registered 

dealer44 and TIN of the purchasing dealer.  

Issues pertaining to ITR have been discussed in the succeeding paragraphs. 

2.6.11.1 Allowance of excess ITR against provision  

Test-check of the sampled 14,662 Assessment records in 33 selected offices revealed that in 

38 cases across 13 offices, the AAs allowed higher ITR, as per details given in Table 2.10 

below: 

Table 2.10: Details of allowance of excess ITR 

(₹ in crore) 
Sl. 

No. 

Audit Observation Categories (Gist) No. of Audit 

Observations 

Money Value 

1. Goods (soyabean, mustard seeds, etc.,) notified under Section 

26A are not eligible for ITR. 

The AAs allowed ineligible ITR claims on purchase of 

Section 26A goods resulting in under assessment.  

03 0.33 

2. As per Section 14(1)(a)(1a) ITR can be claimed/ allowed 

against the actual local sale or on the CST payable (inter-State 

sale), whichever is less. 

The AAs allowed the dealers to claim full ITR against the 

interstate sale (instead of allowing only the CST payable), 

resulting in excess allowance of ITR.  

11 0.42 

3. In case of works contracts, materials used in execution of the 

contract are eligible for ITR. 

The AAs allowed ITR on purchase of machinery, tools, spare 

parts etc., to works contractors even though such ITR claim 

was to be disallowed. 

02 0.48 

4. As per Section 14(1), manufacturers can claim ITR on goods 

purchased for use in manufacturing including raw materials, 

machinery and packing materials.  

The AAs allowed ITR on purchase of ineligible items such as 

weighbridge, car, furniture, interior decoration etc. 

04 0.08 

5. As per notification dated 17 August 2007, ITR is not to be 

allowed on goods such as building materials and office 

equipment. Further, ITR is allowed only on purchases 

The AAs incorrectly allowed ITR on purchase of building 

materials and office equipment resulting in under assessment. 

04 0.17 

6. Under Section 39 of the MPVAT Act, dealers with annual 

turnover above ₹ one crore are to furnish audited accounts 

duly certified by Chartered Accountant. 

The AAs, while allowing ITR claims, did not consider the 

actual purchases/purchase returns made by the dealers on the 

basis of audited accounts, resulting in excess grant of ITR on 

purchases/purchase returns. 

06 0.14 

 
43  If a registered dealer purchases any goods specified in Schedule II within the state of Madhya Pradesh from 

another such dealer after payment of input tax, other than those specified in Part III and Part IIIA of the said 

Schedule, he shall claim or be allowed, in such manner and within such period as may be prescribed, ITR of 

the amount of such input tax. 
44  Under Rule 9 of the MPVAT Act. 

file:///C:/Users/DELL-PC/AppData/Local/Temp/Rar$DIb9288.25466/KD%20Draft/8.5.1%20tax%20rebate%20Sec%2014.pdf
file:///C:/Users/DELL-PC/AppData/Local/Temp/Rar$DIb9288.25466/KD%20Draft/Rule-9.pdf
file:///C:/Users/DELL-PC/AppData/Local/Temp/Rar$DIb9288.25466/KD%20Draft/Rule-9.pdf
file:///C:/Users/DELL-PC/AppData/Local/Temp/Rar$DIb9288.25466/KD%20Draft/Rule-9.pdf
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Sl. 

No. 

Audit Observation Categories (Gist) No. of Audit 

Observations 

Money Value 

7. For the quarter ended 30 June 2017, a dealer claimed ITR on 

purchase of machinery. Although the purchases were made 

after October 2017 (when VAT was not in force) i.e., after the 

period of transaction and hence were not to be allowed, the 

AA allowed the same, resulting in inadmissible allowance and 

under assessment. 

01 0.04 

8. • In three cases, the AAs incorrectly allowed full claim of 

ITR on manufacturing of tax-free goods instead of the 

differential rate, resulting in excess allowance of ITR. 

• ITR is not to be allowed on evaporation loss for 

petrol/diesel. The AAs in three cases incorrectly 

calculated the ITR component to be disallowed on 

evaporation loss, resulting in undue benefit to the dealers. 

• Full ITR is not to be allowed if goods have not been sold 

(disposal of goods otherwise than by way of sale). In one 

case, the AA allowed the same. 

07 0.20 

Total 38 1.86 

Irregular action of the AAs in allowing ITR, despite being ineligible, resulted in short 

realisation of tax amounting to ₹ 1.86 crore in the above cases. The details are given in 

Appendix 2.26(a). 

In the above cases, the AAs allowed excess/incorrect ITR which resulted in short realisation of 

tax of ₹ 1.86 crore. 

On these being pointed out (July 2021 to November 2021), the AAs stated (July 2021 to 

November 2021) that the cases would be verified, and action would be taken after verification. 

Further development in this regard has not been intimated (September 2022). 

The cases were forwarded to the Commercial Tax Department, GoMP in February 2022.The 

Department in the Exit Conference (June 2022) stated that the audit objected cases are under 

review and there are five calendar years period available to reopen the case.  

The fact remains that Department could not finalise any recovery of the audit objected cases 

till the Exit Conference (June 2022).  

2.6.11.2 Allowance of Input Tax Rebate without proper verification 

Scrutiny of Assessment records and other relevant records, of the sampled 14,662 cases in the 

33 selected Offices revealed that in 19 cases involving 08 offices, there were irregularities in 

the ITR claims made by the dealers as discussed below: 

• In 13 cases, the purchase bills submitted by the dealers for claiming ITR did not indicate 

purchaser’s TIN number or the proof of purchase was not available or ITR was claimed on 

inter-State purchase. Thus, the invoices were to be disregarded and ITR was to be allowed 

as per the provisions of the MP VAT Act.  

• In four cases, the purchase details submitted by the dealer did not match the sales details 

submitted by the concerned selling dealers. The AAs did not take this into account, 

resulting in excess allowance of ITR. 

• In two cases there was excess forwarding of ITR from previous quarters/tax periods 

resulting in grant of undue favour to the dealers. 
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The AAs, in all the above cases, failed to ascertain the correctness of ITR claims, resulting pin 

incorrect grant of ITR of ₹ 0.73 crore and under assessment to that extent. The details are given 

in Appendix 2.26(b). 

On these being pointed out (July 2021 to November 2021), the AAs stated (July 2021 to 

November 2021) that the cases would be verified, and action would be taken after verification. 

The cases were forwarded to the Commercial Tax Department, GoMP in February 2022. 

Further development in this regard has not been intimated (September 2022). 

The Department in the Exit Conference (June 2022) stated that only on the basis of mismatched 

in Form 75, it cannot be said that ITR is not allowable.  

The reply is not acceptable as only few cases of Form 75 mismatch have been taken under this 

topic where mismatch was substantial and rest of the cases are of other categories like TIN of 

purchaser not being mentioned on purchase bill, which is necessary as per Section 14(6)(x) of 

MP VAT Act. 

2.6.12    Conslusion 

Audit of the Commercial Tax Department, revealed that the Department in general, had 

complied with the provision of the relevant Act/ Rules. However, various instances were 

pointed out by the Audit where the AAs had not complied with the provisions of the Acts/Rules 

in determining the correct taxable turnover of the dealers, had allowed excessive ITR against 

what was admissible, or had not/short levied Entry Tax on entry of goods into the local area. 
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CHAPTER III 

MINERAL RESOURCES DEPARTMENT 
 

3.1   Compliance audit on "Administration and utilisation of funds of the District 

Mineral foundation in Madhya Pradesh" 

 

3.1.1    Introduction 

The mining sector in India largely affects the local area and vulnerable sections of the 

population residing near the mining areas. Therefore, it has to be ensured that these areas and 

affected persons are benefitted by the mineral wealth in their regions and are empowered to 

improve their standards of living.  

The Government of India (GoI) amended (March 2015) the Mines and Minerals (Development 

and Regulation) Act, 1957 (MMDR Act) and inserted a new Section 9B to enable the State 

Government to establish a trust, as a non-profit body, to be called the District Mineral 

Foundation (DMF) in any district affected by mining related operations.  

The GoI also launched (September 2015) the Pradhan Mantri Khanij Kshetra Kalyan Yojana 

(PMKKKY) to be implemented by the DMFs of the respective districts using the funds 

accruing to the DMFs in accordance with Rule 8 of the DMF Rules, 2016 as detailed in the 

succeeding paragraphs. The objectives of PMKKKY were (a) to implement various 

developmental and welfare projects/programmes in mining affected areas, (b) to 

minimise/mitigate the adverse impacts, during and after mining, on the environment, health 

and socio-economic conditions of people in mining districts; and (c) to ensure long-term 

sustainable livelihoods for the affected people in mining areas.  

Summary 

There are a total of 51 District Mining Offices (DMOs) in the State and District Mineral 

Foundations (DMFs) have been established by the State Government in these districts. Out 

of these 51 DMOs in the State, major minerals are found in 22 districts. Out of these 22, the 

Audit covered nine units as well as an apex unit i.e., Directorate of Geology and Mining 

(DG&M). During the audit of these nine units and an apex unit, the following observations 

were noticed:- 

• Non-compliance of administrative provisions relating to regular conduct of meetings of 

Board and Executive Committees, non-maintenance of basic records like list of the 

mining affected area and affected people and register of DMF fund payable and paid, 

irregular audit of accounts of DMF by the Chartered Accountants, non-disclosure of 

DMF activities in the website etc.  

• Irregularities in the fund management of DMFs as to less contribution to DMF fund by 

the lessees, non-recovery of interest on delayed payment, funds lying idle in the DMFs, 

incurring disproportionate expenditure on eligible activities, Non-recovery of unutilised 

advance amount from work executing agencies etc. 

• Irregularities in the execution of work from DMF fund such as short deduction of 

royalty, delay in completion of work, extra cost due to incorrect adoption of rate, 

improper survey, excess payment made to contractors/vendors etc. 

These instances of shortcomings, in aggregate, involved an overall impact of  

 ₹ 206.21 crore. 
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Accordingly, the Government of Madhya Pradesh (GoMP) established1 DMFs in the Districts 

which are affected by mining related operations by notification (15 May 2015). Subsequently, 

the DMF Rules, 2016 (DMF Rules) were also framed (July 2016) to regulate the composition, 

functions and manner of payment to be made to the DMFs by the holders of mining lease. 

Further, the Ministry of Mines, GoI, notified (September 2015) the Mines and Minerals 

(Contribution to District Mineral Foundation) Rules, 2015, prescribing the rate of contribution 

to DMF effective retrospectively from 12 January 2015. However, as per orders of Hon'ble 

Supreme Court2 (13 October 2017), the DMF fund contribution in the case of minerals other 

than coal and lignite was recoverable with effect from 17 September 2015 and in the case of 

coal, lignite and sand for stowing from 20 October 2015.  

In addition to the DMF Rules, the State Government has also formulated Madhya Pradesh Sand 

Rules, 2018 and Madhya Pradesh (Mining, Transport, Storage and Trade) Rules, 2019 for 

contribution from sand mining to the DMF. A separate sand DMF3 was accordingly created for 

this purpose which was administered by the Director, Geology and Mining, GoMP.  

3.1.2    Administrative setup of DMF      

The administrative setup of the District Mineral Foundations is governed as per Rule 5 and 7 

of the DMF Rules, 2016. The District Mineral Foundation is required to have a two-tier 

administrative structure comprising a Board of Trustees and an Executive Committee of the 

Foundation. The administrative structure of the Foundation is shown in Chart 3.1 below: 

Chart 3.1: Administrative set up of District Mineral Foundation 

-

 

 
1  W.e.f. January 2021, DMFs have been established in all the districts in the State. 
2   As per orders of Hon'ble Supreme Court in transferred case (Civil) no. 43 of 2016 dated 13 October 2017.  
3  The money collected in sand DMF (from sand mining) is separately managed and the funds are also separately 

utilised from the main DMF. The mode of operation of both DMF and sand DMF remains same. 
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As per Rule 6 and 7(2) of the DMF Rules, 2016, the overall control over the management and 

functioning of the Foundation vests in the Board of Trustees, while the day-to-day affairs are 

managed by the Executive Committee. Some key roles of the Board of Trustees include 

determining the priority areas, recommending the perspective plan for five years, approving 

annual plans and budgets, monitoring the proper functioning of the Foundation etc. Key roles 

of the Executive Committee include preparing the perspective plan, maintaining the accounts, 

supervising the progress and execution of works, preparing the annual budget and working 

plan, presenting annual reports including accounts and audit reports etc. 

Apart from the above, under Rule 13(2)(e) of the DMF Rules, 2016, all DMFs shall transfer 

the prescribed percentage of their annual accruals to the State Mineral Fund (SMF) which is 

governed by a Committee, to be formed under Rule 14 of the DMF Rules, 2016 and is chaired 

by the Principal Secretary of the Finance Department and consists of Principal Secretaries of 

various other Departments of GoMP. 

3.1.3    Trend of receipt and expenditure of DMF fund 

As per Rule 8 of the DMF, 2016, the funds of Foundation shall comprise of (a) payment made 

by the lessees of major mineral leases at the rates specified by the Central Government (b) any 

fund transferred from other DMFs (c) all receipts and income including interest accrued there 

from (d) voluntary contributions, if any, received by the Foundation from any person of 

organisation (e) loans/grants and budgetary devolution with the prior permission of the State 

Government. 

The details of total receipt, expenditure of DMFs and transfer to State Mineral Fund of  

22 Districts upto March 2021 are given in Table 3.1 below: 

Table 3.1: Details of total receipt, expenditure of DMF and transfer to SMF in respect 

of sample selected of 22 districts of Madhya Pradesh (excluding Sand DMF) 

(₹ in crore) 
Year Total 

receipt in 

DMF fund 

during the 

year 

Total fund 

Transferred to 

SMF 

Total DMF 

fund available 

Expenditure 

through 

DMFs 

Unutilised 

DMF fund at 

the end of year 

Upto 2018-194 2,243.07 703.93 1,539.14 534.41 1,004.73 

2019-20 795.69 255.41 540.28 371.97 168.31 

2020-21 821.23 547.49 273.74 256.90 16.84 

Total 3,859.99 1,506.83 2,353.16 1,163.28 1,189.88 

 Source: Information compiled from data furnished by Directorate, Geology and Mining 

It can be seen from the above table that the total receipts in DMF fund had increased by  

3.21 per cent in 2020-21 over 2019-20, however during the same period, the expenditure from 

the fund had decreased by 30.94 per cent. Also, as on 31 March 2021, out the DMF fund 

available aggregating to ₹ 2,353.16 crore, only ₹ 1,163.28 crore i.e., 49.43 per cent could be 

expended. As a consequence of this, as on 31 March 2021, ₹ 1,189.88 crore was lying 

unutilised.  

 

 

 

4  The Department could not provide the specific figures pertaining to the year 2018-19.  
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3.1.4    Audit Objectives 

The audit was conducted to ascertain whether: 

• Plans were prepared as per DMF Rules in consonance with the guidelines of Pradhan 

Mantri Khanij Kshetra Kalyan Yojana;  

• Financial management of the DMF was adequate and effective; and 

• Planned works/activities were executed timely as well as effectively and their execution was 

monitored properly. 

3.1.5    Audit Criteria 

The audit criteria were derived from the following sources: 

• Mines and Minerals (Development and Regulation) Act, 1957; 

• Mines and Minerals (Development and Regulation) Amendment Act, 2015; 

• Mines and Minerals (Contribution to District Mineral Foundation) Rules, 2015; 

• Madhya Pradesh DMF Rules, 2016; 

• Madhya Pradesh Sand Rules, 2018 and 2019; 

• Guidelines of Pradhan Mantri Khanij Kshetra Kalyan Yojana;  

• Madhya Pradesh Store Purchase Rules 2015; and 

• Relevant notifications and circulars issued by the Central/State Government. 

3.1.6    Scope of Audit 

There are a total of 51 District Mining Offices (DMOs) in the State and DMFs have been 

established by the State Government in all these districts under DMF Rules, 2016. As no rules 

were formulated till January 2021 by the State Government regarding DMF fund contribution 

on minor minerals5 except sand, the main source of collection of DMF fund was from major 

minerals6. Out of 51 districts in the State, major minerals are found in 22 districts. Therefore, 

the scope of audit in respect of DMF receipts from major minerals was in 22 Districts. Out of 

these 227, the audit covered nine units8 having higher receipts in DMF fund as well as an apex 

unit, i.e., Directorate of Geology and Mining (DG&M). The selection of the units was done on 

the basis of the financial criticality of the units through random sampling method. The audit 

was conducted during the period September 2021 to November 2021 covering a period of last 

three years from 2018-19 to 2020-21 for scrutinising the records related to collection, 

administration and expenditure of DMF fund as well as implementation of PMKKKY in these 

selected districts. 

The Exit Conference was conducted with the Department in September 2022. 

 
5  “Minor minerals” means building stones, gravel, ordinary clay, ordinary sand, other than sand used for 

prescribed purpose, and any other mineral which the Central Government may, by the notification in the 

official Gazette, declare to be a minor mineral.  
6  Major Minerals are those specified in the first schedule appended in the mines and minerals (Development 

and Regulation) Act, 1957 (MMDR Act, 1957) and the common major minerals are lignite, Coal, Uranium, 

iron ore, gold etc. It may be noted that there is no official definition for “major minerals” in MMDR Act. 
7  Alirajpur, Anuppur, Betul, Balaghat, Chhatarpur, Chhindwara, Damoh, Dhar, Gwalior, Jabalpur, Jhabua, 

Katni, Narsinghpur, Neemuch, Panna, Rewa, Sagar, Satna, Shahdol, Sidhi, Singrauli and Umaria. 
8  Anuppur, Balaghat, Betul, Chhindwara, Katni, Neemuch, Satna, Shahdol and Singrauli. 
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The Office of the Accountant General (Audit-II), Madhya Pradesh acknowledges the  

co-operation and assistance rendered by the officials of the Mineral Resources Department 

during the course of audit.  

Audit Findings 
 

3.1.7 General Findings as to non-compliance of administrative 

procedures/meetings/accounts/non-maintenance of records etc. 

3.1.7.1  Meeting of Boards and Executive Committees 

As per Rule 5(4) of the DMF Rules, 2016, the Board shall meet at least twice in a financial 

year and not more than eight months shall elapse between two meetings and Rule 7(3) of DMF 

Rules, 2016, stipulates that the Executive Committee shall meet at least once in every quarter 

or more than once, if required. 

During test-check of records of nine selected DMFs, we observed that only 18 Board meetings 

were held against 54 required meetings of DMFs and 33 Executive Committee meetings were 

held against 108 meetings during the three years covered under audit.  

The Department in the Exit Conference (September 2022) clarified that due to the  

non-appointment of the Minister-in-charge as part of Governing and Executive body of DMF, 

the meeting could not be held. 

The fact remains that non-convening of the meeting at regular intervals is indicative of the 

weakness in the overall control over the management and functioning of the Foundation. This 

has resulted in ineffective implementation of schemes under DMF, resulting in  

non-preparation of perspective plan, delays in execution etc. as pointed out in subsequent 

paragraphs.  

3.1.7.2  Improper functioning of Boards and Executive Committee 

As per Rule (6) of the DMF Rules, 2016, the Board shall have the overall control over the 

management and functioning of the DMF, subject to the guidelines or directions, if any, issued 

by the State Government and shall have powers to determine the priority areas as per the 

guidelines of PMKKKY, recommend the perspective plan for five years, approve the annual 

financial statements, and monitor the proper functioning of the DMF.  

Further, in compliance with the Rule 11 of the DMF Rules, 2016, the Funds of the Foundation 

are to be utilised for undertaking the activities in consonance with the provisions of the 

PMKKKY and for other developmental activities as decided by the State Government. Hence, 

the Rules 7(2)(a) and 7(2)(e) of the DMF Rule, 2016, makes the Executive Committee 

responsible for preparation of perspective plan for five years, annual budget plan and working 

plan based on perspective plan.  

During test-check of records of the nine selected DMOs we observed that only five9 DMF 

Executive Committee had prepared perspective plans which were recommended by their 

respective Boards. It was also observed that in Katni, 11 works were executed through DMF 

fund but they were not included in the perspective plan. Annual working plans were not 

prepared every year by any of the DMFs except Singrauli. In Singrauli, in years 2018-19 and 

2019-20 annual working plan was prepared but was not approved by Board. While in year 

2020-21, neither the annual working plan was prepared nor it was approved by the Board. It 

 

 
9  Anuppur, Balaghat, Katni, Neemuch and Singrauli. 
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was also observed that none of the DMFs had prepared annual budget. Hence, due to  

non-preparation of perspective plan, annual working plan and annual budget, the funds 

available for development of mining affected areas could not be properly utilised. 

The Department in Exit Conference (September 2022) assured to look further into the matter.  

3.1.7.3  Non-preparation of list of the mining affected area and affected people 

As per Rule 12(3) and 12(4) of the DMF Rule, 2016, the DMF shall prepare and maintain the 

updated list of directly and indirectly mining affected areas and affected persons/local 

communities. 

During test-check of records of the nine selected DMOs, it was observed that except DMF 

Satna, none of the DMFs had prepared the list of mining affected areas and people as per the 

guidelines of PMKKKY. Further, it was also observed that in DMF Satna, 39 works amounting 

to ₹ 21.02 crore were sanctioned in areas which were not mining affected. This was against the 

provisions of the DMF Rules, 2016. 

The Department in the Exit Conference (September 2022) responded that there have been 

recent changes in the PMKKKY State guidelines (August 2022) and as per the new guidelines, 

the whole State has been identified as a directly affected area. 

The reply is not acceptable as the whole state was identified as a directly affected area in August 

2022 only. However, the provision of preparation and maintaining of list of mining affected 

area and affected people were in place since the enactment of DMF Rules in 2016 onwards. 

3.1.7.4  Register of the amount payable and paid not maintained 

As per Rule 20(2) of the DMF Rules, 2016, every officer who is authorised to collect royalty 

shall maintain a register of the amount payable and paid by each lessee and furnish the monthly 

consolidated statement thereof to the Member Secretory of the Committee at the end of every 

month.  

Audit observed that except DMO Singrauli and DMO Neemuch, seven DMOs10 did not 

maintain the registers of the amount payable and paid. Also, they did not send the consolidated 

statement to the Member Secretary of the Committee at the end of every month. As a result, 

Audit could not assess as to how much amount of DMF was to be paid and how much was 

actually paid by the lessees. 

The Department in Exit Conference (September 2022) assured to look further into the matter.  

Further progress in this regard is awaited (September 2022). 

3.1.7.5  Accounts not audited by the Chartered Accountants 

Rule 17 of the DMF Rules, 2016 provides that the accounts of the DMF shall be maintained in 

accordance with such accounting procedure as the State Government may specify. The 

accounts of the DMF shall be audited every year by the Chartered Accountant appointed by 

the Board, or in such other manner as the State Government may specify, and the report thereof 

shall be placed in the public domain along with the annual report. 

Audit observed that in respect of 22 test checked DMFs (which were required to be audited 

every year), there were shortfalls of 10, 14 and 18 audits respectively during the period  

2018-19 to 2020-21. Further, out of the nine selected DMFs, only five DMFs i.e., Singrauli, 

Anuppur, Betul, Chhindwara and Balaghat were audited in the year 2018-19 and only two  

 
10  Anuppur, Balaghat, Betul, Chhindwara, Katni, Satna and Shahdol. 
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DMOs i.e., Betul and Anuppur were audited in the year 2019-20. None of the selected DMOs 

were audited for the year 2020-21 by the Chartered Accountants. On being pointed out, the 

DG&M, Bhopal stated (September 2021) that the process of auditing was going on in many 

Districts. 

The Department in Exit Conference (September 2022) assured to look further into the matter.  

Further progress in this regard is awaited (September 2022). 

3.1.7.6  Annual Report not prepared by the DMF 

Rule 18(1) of the DMF Rules, 2016 provides that every year, within three months from the date 

of closure of the financial year, the Executive Committee shall cause to prepare an annual 

report on its activities for the respective financial year and place it before the Board. Further, 

Rule 18(2) of the DMF Rules, 2016 provides that this report will be submitted to the State 

Government within one month from the date of its approval by the Board and shall also be 

hosted on the website of the DMF. Also, as per Rule 18(3) of the DMF Rules, 2016, the annual 

report of each Foundation has to be laid before the State Legislative Assembly by the Mining 

Department.  

During test-check of records of nine selected DMOs, it was observed that except Satna, eight 

DMFs11 prepared annual report, but their annual reports were not placed before the State 

Legislative Assembly. It was also observed that in DMFs of Shahdol and Betul, the annual 

reports were not prepared for the year 2020-21 by the Executive Committee. Consequently, the 

State Government was deprived of the information about the works and activities under the 

PMKKKY. 

The Department in Exit Conference (September 2022) assured to look further into the matter.  

3.1.7.7  Transparency of information not maintained 

As per Rule 19 of the DMF Rules, 2016, every DMF shall prepare and maintain a website on 

which information related to composition of the DMF, list of area and people affected by 

mining, quarterly details of contributions received from lessees and others, all meeting agenda, 

minutes, Action Taken Reports (ATRs), annual plans, budget, work orders, annual reports, 

online status of ongoing works, list of beneficiaries under various welfare programmes and 

voluntary disclosures under Right to Information Act, 2005 shall be hosted and kept updated. 

Further, a website (www.dmfmp.org) was to be developed12 wherein the above-mentioned 

information was to be maintained and updated accordingly. 

During test-check of records of nine selected DMOs and office of the DG&M, Bhopal, we 

observed that at present (September 2022), no such website was in existence. 

The Department in Exit Conference (September 2022) informed that the State did create the 

DMF portal (http://www.dmfmp.org.in) in 2017 but it was scrapped by the GoI and states were 

asked to update the details of DMF on a new portal (https://mines.gov.in). As such the state 

portal is non-functional and all the information pertaining to DMF is uploaded on the GoI portal 

(https://mines.gov.in). The Department of Mines with the help of the Madhya Pradesh Agency 

for Promotion of Information Technology (MAPIT) is developing a state DMF portal.  

 

 
11  Anuppur, Balaghat, Betul, Chhindwara, Katni, Neemuch, Shahdol and Singrauli. 
12  In compliance with the provision of DMF Rules, 2016 through point no. 5 of order no.-F-19-5/2015/1212 

dated 19 May 2017 issued by Mineral Resources Department, GoMP.  
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The reply is not acceptable as: 

• There were no records to indicate that the GoI had asked the states to scrap their own portals. 

Further, most of the major mining states such as Chattisgarh, Karnataka, Rajasthan etc., 

continue to operate their own state portals.  

• The GoI portal (https://mines.gov.in) shows only the broad information of the State and does 

not show information relating to all the DMFs. Hence, stipulated information required under 

Rule 19 of the DMF Rules, 2016 was not disclosed in any of the portals. 

3.1.8    Irregularities in the fund management of DMF and SMF 

The Audit observations relating to management of DMF viz. less contribution to DMF, failure 

to spend contributions made to the DMF, non-utilisation of DMF contribution from sand, 

expenditure from DMF not done as per specified proportions, non-recovery of unutilised 

amount from work executing agencies etc. are discussed in the following paragraphs. These 

instances of shortcomings, in aggregate, involved an overall impact of ₹ 206.21 crore. 

3.1.8.1  Less/delayed contribution to DMF fund 

As per Notification dated 17 September 2015 issued by Ministry of Mines, GoI, the amount of 

contribution to be made to DMF in respect of major mineral shall be 30 per cent of the royalty 

paid in respect of mining leases granted before 12 January 2015 and 10 per cent of royalty paid 

in respect of mining leases or prospecting license-cum mining leases granted on or after  

12 January 2015. 

Further, Rule 10(3) of the DMF Rules, 2016 provides that all lessees of major minerals shall 

make the required payment to the DMF in the same frequency as they are required to pay 

royalty to the State Government. In case of failure to pay the required payment to the DMF on 

time, then as per Rule 10(3) of the DMF Rules 2016, in addition to the principal amount so 

payable to the DMF, the lessee shall also be liable to pay an additional simple interest at the 

rate of two per cent per month, for the period of delay. 

During test-check of records of the nine selected DMOs, Audit observed (between August and 

December 2021) in four DMOs13 that 13 lessees were liable to make DMF fund contribution 

amounting to ₹ 285.67 crore but could pay only ₹ 210.51 crore. This resulted in less 

contribution in DMF fund amounting to ₹ 75.16 crore, on which interest amounting to  

₹ 47.23 crore was also leviable. The details are given in Appendix 3.1(i). Further, it was also 

observed that in respect of one lessee (M/s Sasan Power Limited) in DMO, Singrauli, there 

were delays in DMF fund contributions ranging between one and 10 months. The interest 

leviable on this delay, aggregating to ₹10.35 crore was not realised. The details are given in 

Appendix 3.1(ii). 

Short payment/contribution to DMF due to misclassification of Coal grade 

The royalty on coal has been fixed at 14 per cent of the ad-valorem rate14 of coal (based on 

the various grades of coal).  

A lessee (M/s South Eastern Coalfields Limited) has mines in Bartrai and Amadand under 

DMO, Anuppur. Monthly returns filed by the lessee in respect of the production and dispatch 

of coal revealed that during the period from January 2018 to March 2021, the lessee 

transferred 30.40 lakh MT of (G3, G6, G7, G8 and G9 grade) of coal to its railway dispatch 

 
13  Balaghat, Chhindwara, Satna, and Singrauli. 
14  Final value arrived at after adding incidental charges to the pit head price of coal. 
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storage (Meera Mines located in the Anuppur Railway Siding) on which royalty amounting 

to ₹ 90.59 crore was payable. The lessee while transferring the coal from its storage depot in 

Anuppur Railway Siding downgraded the grade of coal in the returns which resulted in short 

calculation of royalty. Consequently, against royalty payable of ₹ 90.59 crore, the lessee paid 

royalty of ₹ 49.67 crore, resulting in short payment of royalty amounting to  

₹ 40.92 crore and consequent short payment of DMF amounting to ₹ 12.28 crore. Details are 

given in Appendix 3.1(iii). 

The DMO failed to examine this aspect at the time of submission of returns resulting in short 

payment of Government dues to that extent. 

The Department stated during Exit Conference (September 2022) that the issue would be 

examined. Further development in this regard had not been intimated (September 2022). 

On being pointed out, DMOs Chhindwara, Balaghat, Singrauli and Satna, stated (September to 

November 2022) that action of recovery would be made after scrutiny. The Department in Exit 

Conference (September 2022) assured to look further into the matter.  

Further progress in this regard is awaited (September 2022). 

3.1.8.2  Funds lying idle in the DMF 

As per Rule 11 of the DMF Rules, 2016, the funds of the DMF are to be utilised for undertaking 

activities as per the provisions of the PMKKKY and for other development activities as decided 

by the State Government. 

During test-check of fund related records of Office of the DG&M, Bhopal, it was observed 

that: 

• Upto 31 March 2021, out of ₹ 3,859.99 crore deposited by 22 DMOs in the DMF fund,  

₹ 1,506.83 crore was transferred to SMF. Out of the remaining ₹ 2,353.16 crore available 

for expenditure from DMF, only ₹ 1,163.28 core was expended leaving ₹ 1,189.88 crore 

lying idle as was shown in Table 3.1 (Reference para 3.1.3).  

• In the test-checked nine DMOs15, out of ₹ 1,060.48 crore received in DMF funds during 

year 2018-19 to 2020-21, only an amount of ₹ 583.41 crore could be spent.  

• Finance Department, GoMP allotted (March 2020) an amount of ₹ 300 crore to the 

Director, Geology and Mining, for infrastructure work under DMF without any demand. 

This amount has neither been surrendered not spent for almost 18 months. 

The Department in Exit Conference (September 2022) clarified that due to the  

non-appointment of the Minister-in-charge as part of Governing and Executive body of DMF, 

projects could not be sanctioned. He also informed as per the new guidelines District Collector 

has been made the Chairperson of the Board and will be responsible for financial sanctions in 

the districts. 

The fact remains that funds are lying idle in the DMF and the people of mining affected areas 

remained deprived of prospective benefits of the PMKKKY. Inspite of this, the GoMP allotted 

additional amounts with no justifiable reason on record. Consequently, the money continues to 

lie idle even as funds keep getting accumulated in the account.  

 
15  Anuppur, Balaghat, Betul, Chhindwara, Katni, Neemuch, Satna, Shahdol and Singrauli. 
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3.1.8.3  Non-utilisation of DMF fund contribution from Sand  

As per the Rule 11 of the Madhya Pradesh Sand Rules, 2018, contribution at the rate of  

₹ 50 per cubic meter from Sand mineral is to be deposited into a separate DMF account. 

Further, as per Rule 12 of the Sand Rules, 2018, a separate account has to be opened in the 

notified bank for the receipts under sand mining into DMFs and the amount received from sand 

mineral is to be used for construction of roads and their maintenance, river conservation, 

plantation, environmental protection etc. 

The year-wise details of DMF fund contribution from Sand, its expenditure and unutilised 

amount as observed during test-check of records of the DG&M, Bhopal and the State Mining 

Corporation, Bhopal, are detailed in Table 3.2 below: 

Table 3.2: Details of DMF contribution from sand mining 

 (` in crore) 
Year DMF contribution from Sand Total Expenditure 

from fund 

Balance 

amount 

lying idle 
Collected by the 

DG&M Bhopal 

Collected by Madhya 

Pradesh State Mining 

Corporation Ltd., Bhopal 

2018-19 65.74 0 65.74 Nil 65.74 

2019-20 80.23 38.25 118.48 Nil 118.48 

2020-21 2.87 158.27 161.14 2.47 158.67 

Total 148.84 196.52 345.36 2.47 342.89 

 Source: Data provided by DG&M, Bhopal and Madhya Pradesh State Mining Corporation Limited, Bhopal. 

It is evident from the above Table that during the years 2018-19 to 2020-21, out of total  

₹ 345.36 crore received from Sand in the DMF, only an amount of ₹ 2.47 crore could be spent 

and the balance ₹ 342.89 crore remained unutilised. It is also observed that record related to 

amount received in DMF from Sand mineral under Sand Rule, 2019 was not maintained by 

Directorate, Bhopal. 

The Department in Exit Conference (September 2022) informed that due to Cabinet decision, 

the DMF fund collected from sand mining under Sand Rules, 2018 was transferred to 

consolidated fund as there was no clear guideline as to how to expend the fund. But with the 

recent changes in Sand Rules, the amount collected under the Consolidated Fund by the State 

are transferred to the Department of Mines by the Finance Department. 

Thus, due to lack of instructions and clear guidelines, the amount could not be utilised, thereby 

defeating the very purpose of the fund.  

3.1.8.4  Expenditure from DMF not done as per specified proportions 

As per Rule 13(1)(A) of the DMF Rules, 2016, at least 60 per cent of the DMF funds shall be 

utilised in the high priority sectors like drinking water supply, environment preservation and 

pollution control measures, health care, education, welfare of women and children, welfare of 

aged and disabled people, skill development and sanitation and the remaining 40 per cent shall 

be used in other priority sectors like physical infrastructure, irrigation, energy, watershed 

development and any other measures for enhancing the quality of environment in the mining 

affected Districts as per Rule 13(1)(B) of the DMF Rule, 2016. 

During test-check of records, it was observed that expenditure from the DMF fund was not in 

exact specified proportions as above stated. Upto the year 2020-21, an amount of  

₹ 999.05 crore was to be sanctioned for high priority areas, against which ₹ 860.39 crore was 

sanctioned, resulting in shortfall of grants amounting to ₹ 138.66 crore in high priority areas. 

Similarly, upto the year 2020-21, an amount of ₹ 666.03 crore was to be sanctioned for other 
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priority areas, against ₹ 804.70 crore was sanctioned, resulting in excess of ₹ 138.66 crore. The 

details are given in Table 3.3: 

Table 3.3: Allocation of amounts in the high and low priority areas from DMF 

(` in crore) 

Year 
  Sanctioned 

amount 

Amt. to be allocated 

from DMF 

Amt. actually 

allocated from DMF 

Less/ More allocation In 

% 

High 

Priority 

Area (60%) 

Other 

Areas 

(40%) 

High 

Priority 

Area (60%) 

Other 

Areas 

(40%) 

High 

Priority 

Area (60%) 

Other 

Areas 

(40%) 

Upto 2018-19 951.84 571.10 380.74 515.05 436.79 (-)5.89 (+) 5.89 

2019-20 482.54 289.52 193.01 243.05 239.49 (-)9.63 (+) 9.63 

2020-21 230.71 138.43 92.28 102.29 128.42 (-)15.66 (+) 15.66 

The Department in Exit Conference (September 2022) took note of the observation made by 

the Audit and assured that the Department will make sure of compliance in the future.  

3.1.8.5  Non-recovery of unutilised amount from work executing agencies 

As per Rule 16(1) of the DMF Rules, 2016, the approved works shall be executed through 

Government Departments, agencies, Panchayati Raj Institutions and Public Sector 

Undertakings which are responsible for execution of such works.  

During test-check of records of the nine selected DMOs for the period of 2018-19 to 2020-21, 

it was observed that in six DMFs16, in respect of 25 completed works, against the sanctioned 

amount of ₹ 42.16 crore, only ₹ 32.96 crore only could be utilised. This led to a recoverable 

amount of ₹ 9.20 crore. However, against this, only an amount of ₹ 3.84 crore was recovered 

and refunded to DMF. This resulted in non-recovery of unutilised amount of ₹ 5.36 crore lying 

with various agencies. The details are given in Appendix 3.2.  

The Department in Exit Conference (September 2022) assured that in such cases the 

Department will take necessary action, and progress in this regard will be intimated to the 

Audit. 

The fact remains that the unutilised amount was lying with various work executing agencies 

and was yet to be refunded to the DMF (September 2022). 

3.1.8.6  Non-utilisation of contribution to State Mineral Fund  

During test-check of records of DG&M Bhopal, it was observed that during the years  

2017-18 to 2020-21, an amount of SMF aggregating to ₹ 1,506.83 crore was deposited out of 

which only ₹ 461.49 crore was spent till 31 March 2021. Thus, during this period, although an 

amount of ₹ 1,045.34 crore was available, yet the available fund was not utilised for the 

development of mining-affected areas. Consequently, the purpose of the SMF could not be 

fulfilled effectively and the people of mining affected areas were deprived from the benefits of 

the PMKKKY. 

Further, as indicated in the earlier Table 3.1, upto the period March 2021, SMF has spent only 

₹ 461.49 crore (31 per cent) against the amount received ₹ 1,506.83 crore while DMFs had 

spent ₹ 1,163.28 (49 per cent) against the amount received (between 2018-19 to 2020-21)  

₹ 2,353.16 in DMF. It is evident that the expenditure through SMF is low as compared to DMF, 

 
16  Anuppur, Katni, Neemuch, Satna, Shahdol and Singrauli. 
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despite the fact that the transferable amount in SMF increased from 50 per cent to 75 per cent 

of DMF.  

The Department in Exit Conference (September 2022) stated that the matter is related to the 

Finance Department, however, the Department will take necessary action and progress in this 

regard will be intimated to the Audit. 

Thus, due to lack of inter-departmental coordination and involvement of multiple departments, 

the purpose of the SMF could not be fulfilled effectively and the people of mining affected 

areas were deprived from the benefits of the PMKKKY. 

3.1.9    Irregularities relating to execution of work from DMF fund 

The various irregularities observed by audit relating to construction and repair works, work 

undertaken in contravention of provision of the DMF Rules, delays in completion of work and 

purchases made through the DMF funds etc. are detailed in the following paragraphs: 

3.1.9.1  Irregularities in construction and repair works 

As per Rule 16(1) of the DMF Rules, 2016, the works approved by the DMF should be executed 

through Government departments, agencies, Panchayati Raj Institutions and Public Sector 

Undertakings responsible for execution of such works through DMF. 

During test-check of records of nine selected District Mining Offices for the period of 2018-19 

to 2020-21, audit observed various irregularities in the works of construction and repairs viz. 

short deduction of royalty, delay in completion of work, non-recovery on non-utilisation of 

machinery, extra cost due to incorrect adoption of rate, improper survey, non-foundation of 

laboratory, non-deployment of technical staff, work executed without prior administrative and 

technical approval of DMF, work executed in other than actual place, execution of substandard 

work etc., amounting to ₹ 4.40 crore in the 15 works under five DMFs17, executed by various 

Government agencies. The details of audit observation and replies submitted by DMFs 

concerned are given in Appendix 3.3. 

The Department in Exit Conference (September 2022) assured to look further into the matter.  

The replies are not acceptable as the executed works did not come under the provision defined 

in Rule 13 of the DMF Rules, 2016. Further progress in this regard is awaited  

(September 2022). 

3.1.9.2  Delay in completion of work executed through DMF  

According to Rule 16(1) of DMF Rules, 2016, the work approved by the DMF should be 

executed through Government departments, agencies, Panchayati Raj Institutions, Public 

Sector Undertaking normally responsible for execution of such works.  

A.  Works completed with delay  

During test-check of records of nine selected District Mining Offices for the period 2018-19 to 

2020-21, it was observed that as on 31 March 2021, in four DMFs18, 53 works involving  

₹ 21.27 crore were executed and completed by various agencies with delays ranging from  

three to 34 months after the prescribed time limit of completion. Due to delay in completion of 

these works, affected people could not get the timely benefits of the PMKKKY. The details are 

given in Appendix 3.4(i). 

 
17  Betul, Chhindwara, Katni, Satna and Singrauli. 
18  Balaghat, Chhindwara, Katni and Satna. 
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Further, it was observed in DMO Katni that prescribed time limit of completion was not defined 

in any of the administrative approval. Consequently, the Department could not fix the 

responsibility on the respective agencies for the delay in completion as there was no provision 

in the administrative approvals. 

Thus, the failure of the Department to monitor the activities/progress of the executing agencies 

resulted in undue delay to that extent. 

The Department in Exit Conference (September 2022) assured to look further into the matter.  

Further progress in this regard is awaited (September 2022).  

B.  Works initiated but remained incomplete 

It was observed in seven DMOs19, that 765 works involving ₹ 164.97 crore were being 

executed through various agencies but could not be completed. The details are given in 

Appendix 3.4(ii). 

The Department in Exit Conference (September 2022) informed that monitoring of the projects 

was part of the role and responsibility of the Executive Committee at the District level and the 

Department will accordingly look into the matter. 

The reply is not acceptable as the work should have been compulsorily completed within 

prescribed time limit after date of issue of administrative approval, so that the beneficiary can 

get the benefit of PMKKKY. Also before approval of work, the requisite permission and 

feasibility of work should also have been checked before sanction of amount to the respective 

agency.  

C.  Non recovery in works which are yet to be started or cancelled 

It was observed in three DMOs20 that an amount aggregating to ₹ 9.44 crore was paid to 

executing agencies concerned between January 2017 and March 2020 for 54 works approved 

by Board, even before start of work. However, these works could not be started even after lapse 

of more than four years. Neither the amount was recovered nor was any interest levied. This 

resulted in non-recovery of unutilised amount of ₹ 9.44 crore. The details are given in 

Appendix 3.4(iii). 

On being pointed out, DMO Satna, Balaghat and Singrauli stated (September 2021 to October 

2021) that letter is being issued to the executing agency to send the Utilisation Certificate of 

the completed works. 

Thus failure of the Department to monitor the activity/progress of the contractor not only 

resulted in non-completion of works but also resulted in blockage of Government money. 

The Department in Exit Conference (September 2022) assured to look further into the matter.  

It is recommended that the District Mineral Foundations may fix the responsibility of the 

officials who were responsible for mismanagement of funds and/or non-recovery of the 

unutilised DMF funds. 

Further progress in this regard is awaited (September 2022). 

 

 

 
19  Anuppur, Betul, Balaghat, Chhindwara, Katni, Satna and Singrauli. 
20  Balaghat, Satna and Singrauli. 
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3.1.10    Irregularities in purchases 

3.1.10.1  Non-recovery of excess payment made for purchase of furniture 

As per Rule 5 of Madhya Pradesh Store Purchase Rules, 2015, the power to sanction the 

purchase shall be governed by the financial powers delegated by the State Government or to 

the designated officers in accordance with the general and special orders of the State 

Government.  

In respect of purchases, audit observed in DMF Chhindwara, an excess payment made to the 

vendors as detailed below. 

Administrative approval of ₹ 3.68 crore was accorded on 17 January 2020 by DMF, 

Chhindwara for purchase of desks and benches in 56 High Schools/Higher Secondary Schools 

from the DMF fund. As per the administrative approval, an amount of ₹ 3.65 crore was paid to 

three firms for purchase of 3,650 desks and benches for 76 schools. However, scrutiny of 

records revealed that only 2,583 desks and benches had actually been received. In spite of  

non-receipt of 1,067 desks/benches, the DMF Chhindwara, released the entire payment to the 

vendors. Thus, an excess payment of ₹ 1.07 crore was made to the vendors without verification 

of materials as shown in Table 3.4 below. 

Table 3.4: Details of excess payment made to Vendors  

  (Amount in ₹) 
Name of Firm Cheque 

No./Date 

Payment 

made 

to Vendors 

Qty. of 

supplied 

items 

Rate/ 

unit 

Eligible 

payment 

Excess 

Payment 

Glory Enterprises 

Bhopal 

 

722120 

11/02/2020 

24,97,500 835 9,990 83,41,650 8,98,950 

722144 

16/03/2020 

67,43,100 

Maa Rewa 

Sales, Jabalpur 

 

722119 

11/02/2020 

24,97,500 720 9,990 71,92,800 77,92,200 

722145 

17/03/2020 

49,95,000 

10380 

 20/03/2020 

74,92,500 

Wahe Guru 

Sales, Jabalpur 

722118 

11/02/2020 

44,95,500 1,028 9,990 1,02,69,720 19,68,030 

10379/ 

 20/03/2020 

77,42,250 

Grand Total 3,64,63,350 2,583 
 

2,58,04,170 1,06,59,180 

The Department in Exit Conference (September 2022) assured to look further into the matter. 

Further development is awaited (September 2022). 

The Department may fix responsibility on the concerned officials for dereliction of duty, 

resulting in overpayment of ₹ 1.07 crore.  

3.1.11    Conclusion 

District Mineral Foundations (DMFs) were established for undertaking developmental 

activities in the mining affected areas, in order to improve the living standards of the affected 

people.  

It was observed that the DMFs did not convene meetings of the Executive Committees and did 

not prepare Perspective Plans and Annual Plans. Procedures were not followed for 

identification of mining affected areas and persons. Annual reports were not prepared and audit 



   Chapter III: Mineral Resources Department 

  Page 65 

of DMF fund by Chartered Accountants were not carried out. There were various instances of 

non/short contribution to DMF fund. The available DMF funds were also not fully utilised, 

resulting in idling of Government moneys.  

Audit of the execution of developmental works from DMF funds revealed various irregularities 

such as delays in execution of works, irregularity in purchases and non-recovery of unspent 

amounts from the agencies.  

Thus, the working of District Mineral Foundations needs to be strengthened and monitored for 

effective utilisation of funds in the DMFs and for the timely completion of the various works 

undertaken through DMF funds. 
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Glossary of Abbreviations 

AA Assessing Authority 

ACCT Assistant Commissioner Commercial Tax 

ACTO Assistant Commercial Tax Officer 

ARN Acknowledgement Receipt Number  

ATN Action Taken Note 

ATR Action Taken Report 

BRC Bank Realisation Certificates 

CAG Comptroller and Auditor General of India 

CBEC Central Board of Excise and Customs  

CBIC Central Board of Indirect Taxes and Customs  

CGST Central Goods and Service Tax 

CST Central Sales Tax 

CTO Commercial Tax Officer 

DC/AC Deputy Commissioner/Assistant Commissioner  

DCCT Deputy Commissioners Commercial Tax 

DG&M Directorate of Geology and Mining 

DMF District Mineral Foundation  

DMO District Mining Offices  

DPC Duties, Power and Conditions of Service  

ECL Electronic Credit Ledger 

ET Entry Tax 

FIRC Foreign Inward Remittance Certificates  

FOB Free on Board 

GoI Government of India 

GoMP Government of Madhya Pradesh 

GST Goods and Service Tax  

GTO Gross Turnover 

ICEGATE Indian Customs Electronic Gateway 

IDS Inverted duty structure  

IGST Integrated Goods and Service Tax 

IR Inspection Report 

ITC Input Tax Credit 

ITR Input Tax Rebate 

MMDR Mines and Minerals (Development and Regulation) Act 

MPGST Madhya Pradesh State Goods and Services Tax  

PAC Public Accounts Committee 

PMGSY Pradhan Mantri Gram Sadak Yojana 
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PMKKKY Pradhan Mantri Khanij Kshetra Kalyan Yojana  

SEZ Special Economic Zone 

SGST State Goods and Service Tax 

SMF State Mineral Fund  

SSCA Subject Specific Compliance Audit 

TTO Taxable Turnover 

VAT Value Added Tax 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 





© COMPTROLLER AND AUDITOR GENERAL OF INDIA
www.cag.gov.in

www.agmp.nic.in


