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Preface 

 

This Combined Compliance Audit Report of the Comptroller and Auditor 

General of India is prepared for submission to the Governor under Article 151 

(2) of the Constitution of India for being laid before the State Legislature.  

The Report contains significant results of the Compliance Audit of the 

Departments of Government of Kerala under Revenue Sector, including State 

Goods and Services Tax Department, Excise Department and Registration 

Department.   

The instances mentioned in this Report are those which came to notice in the 

course of test audit of records during the period 2019-20 and 2020-21 as well 

as those which came to notice in earlier years but could not be reported in 

previous Audit Reports. Instances relating to the period subsequent to 2020-21 

are also included wherever necessary. 

Audit has been conducted in conformity with the Auditing Standards issued by 

the Comptroller and Auditor General of India.  
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(v) 

 

Overview 

The Report contains 19 paragraphs including one Compliance Audit involving 

revenue impact of ₹66.76 crore. Some of the major findings are mentioned 

below: 

I.  General. 

Total revenue receipts of the State Government for the year 2020-21 amounted 

to ₹97,616.83 crore against ₹90,224.67 crore and ₹92,854.48 crore for the 

previous years of 2019-20 and 2018-19 respectively. The State’s own revenue 

was ₹54,988.15 crore (56 per cent of total receipts); the share of receipts from 

Government of India was ₹42,628.68 crore (44 per cent of total receipts)  

(Paragraph 1.1.1) 

Arrears of revenue on some principal heads of revenue amounted to 

₹21,797.86 crore, of which, ₹7,100.32 crore was outstanding for more than 

five years. 

(Paragraph 1.2) 

At the end of June 2020, 14,713 paragraphs involving ₹4,117.68 crore relating 

to 2,236 Inspection Reports issued up to December 2019 were outstanding and  

at the end of June 2021, 14,654 paragraphs involving ₹4,412.44 crore relating 

to 2,275 Inspection Reports issued up to December 2020 were outstanding. 

(Paragraph 1.7) 

II. GST, Taxes/ VAT on sales, trade, etc.. 

Compliance Audit on ‘Transitional credits under GST’ 

Irregular claim of Transitional credit of ₹6.25 crore on goods in stock, with 

duty paid documents, inspite of non-fulfilment of eligibility criteria in 27 

(28.72 per cent) out of 94 cases. 

(Paragraph 2.5.7) 

Irregular claim of Transitional credit of ₹2.89 crore on goods in stock, without 

duty paid documents, due to non-fulfillment of eligibility criteria in six (2.96 

per cent) out of 203 cases.  

(Paragraph 2.5.8) 

Excess carry forward of Input Tax Credit of ₹0.63 crore due to non-matching 

of closing balance of the credit in the last KVAT filed return in 19 (2.19 per 

cent) out of 867 taxpayers.                                                  

(Paragraph 2.5.9 (a)) 
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‘Processing of refund claims under GST’ 

There was delay in sanctioning of refunds ranging from one to 628 days in 276 

cases (34.67 per cent) out of the 796 cases in the selected tax districts 

examined.  

(Paragraph 2.6.4)  

There was delay in communicating refund orders to counterpart Tax Authority 

ranging from one to 311 days in 1,592 (82.83 per cent) out of 1,922 refund 

orders.   

(Paragraph 2.6.6) 

Irregular allowance of IGST and CGST refund of ₹0.15 crore despite Duty 

Drawback allowed at higher rate in three out of the 364 refund cases. 

(Paragraph 2.6.8) 

Excess allowance of refund of ₹0.14 crore due to omission to exclude credit 

notes in one case out of 364 refund cases.  

(Paragraph 2.6.10) 

Short levy of Tax 

Application of incorrect rates of tax on the turnover of ₹374.59 crore in 

respect of 36 assessees relating to eight Works Contract Circle Offices resulted 

in short levy of tax and interest of ₹18.57 crore. 

(Paragraph 2.7) 

Ineligible claim of exemption/ excess claim of eligible component as 

exemption in respect of two assessees in two Works Contract Circle Offices 

resulted in short collection of tax and interest of ₹11.09 crore. 

(Paragraph 2.8) 

Incorrect assessments done by the Assessing Authorities in respect of five 

assessees registered in the rolls of four State Tax Offices resulted in short 

collection of tax and interest of ₹7 crore. 

(Paragraphs 2.9 and 2.10) 

III. Other Tax Receipts. 

Non-imposition of fine for the unauthorised reconstitution and non-collection 

of fee for regularisation of reconstitution of Board of Directors resulted in 

non-realisation of revenue of ₹0.88 crore from 17 companies. 

(Paragraph 3.4) 
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(vii) 

 

Loss of revenue of ₹0.26 crore due to irregular transfer of Foreign Liquor 

Licences by the Department in two cases. 

(Paragraph 3.6) 

Non-adoption of valuation criteria set forth by CPWD resulted in short levy of 

Stamp duty and Registration Fees amounting to ₹1.51 crore. 

(Paragraph 3.10) 
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CHAPTER-I 

GENERAL 

1.1 Trend of Revenue Receipts. 

1.1.1  The tax and non-tax revenue raised by the Government of Kerala during 

the years 2019-20 and 2020-21, the State’s share of net proceeds of divisible 

Union taxes and duties assigned to the State, Grants-in-aid received from the 

Government of India during the years and the corresponding figures for the 

preceding three years, are mentioned in Table - 1.1. 

Table - 1.1 

Trend of Revenue Receipts 
(` in crore) 

Sl. 

No. 

Particulars 2016-17 2017-18 2018-19 2019-20 2020-21 

1 Revenue raised by the State Government 

 Tax revenue 42,176.37 46,459.61 50,644.11 50,323.14 47,660.84 

Non-tax revenue1 9,699.98 

(6,683.27) 

11,199.61 

(6,896.23) 

11,783.24 

(7,195.56) 

12,265.22 

(7,279.68) 

7,327.31 

(4,565.92) 

Total 
51,876.35 

(48,859.64) 

57,659.22 

(53,355.84) 

62,427.35 

(57,839.67) 

62,588.36 

(57,602.82) 

54,988.15 

(52,226.76) 

2 Receipts from the Government of India 

 Share of net 

proceeds of 

divisible Union 

taxes and duties 

15,225.02 16,833.08 19,038.17 16,401.05 11,560.40 

Grants-in-aid 8,510.35 8,527.84 11,388.96 11,235.26 31,068.28 

Total 23,735.37 25,360.92 30,427.13 27,636.31 42,628.68 

3 Total revenue 

receipts of the State 

Government (1 and 

2) 

75,611.72 

(72,595.01) 

83,020.14 

(78,716.76) 

92,854.48 

(88,266.80) 

90,224.67 

(85,239.13) 

97,616.83 

(94,855.44) 

4 Percentage of 1 to 

3 

69 69 67 69 56 

Source: Finance Accounts prepared by PAG(A&E), Kerala. 

The above table indicates that during the years 2019-20 and 2020-21, the 

revenue raised by the State Government (`62,588.36 crore and `54,988.15 

crore) were 69 per cent and 56 per cent of the total revenue receipts. The 

balance 31 per cent and 44 per cent of the revenue during 2019-20 and 2020-

21 were share of net proceeds of divisible Union taxes, duties and Grants-in-

aid from the Government of India.  

                                                           
1 The receipt from State lotteries for the years 2019-20 and 2020-21 were `9,973.67  crore 

and `4,873.01 crore, which were 80.76 per cent and 64.34 per cent of non-tax revenue. 

The difference between the figures shown in column and bracket represent expenditure on 

distribution of prizes of lotteries conducted by the Government. 
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1.1.2  The details of the tax revenue raised during the period 2016-17 to 2020-

21 are given in Appendix - I. 

i)  The State Goods and Services Tax (SGST) Department stated (01 

November 2021) that the decrease in actual collection of SGST vis-à-vis 

estimates was due to the granting of Amnesty Scheme, fall in collection 

in bar hotels and enhancement of threshold limit for taking registration 

and composition scheme. 

ii)  The Registration Department stated (21 October 2021) that the decrease 

in collection for the period 2019-20 and 2020-21 was due to shortfall in 

the number of documents registered as a result of the Covid 19 pandemic 

situation. 

iii)  The increase in receipts of Revenue and Disaster Management (R&DM) 

Department was due to the efforts taken by the Department to realise the 

Basic Tax.  

1.1.3  The details of non-tax revenue raised during the period 2016-17 to 

2020-21 are indicated in Appendix - II.  

i)  For the year 2020-21, non-tax revenue collected was 49.16 per cent less 

than the Budget Estimate. This wide variation indicates the need for a 

more realistic planning and execution process in budgetary control as 

this impacts the financial management of the State.  

ii)  The Directorate of State Lotteries and the Principal Chief Conservator of 

Forests stated that Covid 19 related issues adversely affected their 

receipts. 

1.2 Analysis of Arrears of Revenue. 

The total arrears of revenue as on 31 March 2021 on certain principal heads of 

revenue amounted to ₹21,797.86 crore of which `7,100.32 crore was 

outstanding for more than five years, as detailed in Appendix - III.  

The total arrears of `21,797.86 crore amount to 22.33 per cent of the total 

revenue of the State. Out of the total arrears, ₹6,422.49 crore (29.46 per cent) 

is pending from the Government and Government/ local bodies. This 

necessitates urgent intervention from the Government to clear the outstanding 

arrears. The arrear figures are furnished by the Departments every year only at 

the instance of Audit. Absence of prompt reporting of arrears to Revenue 

Department and pursuance by the Departments concerned for realising the 

arrears are the main reasons for the huge pendency of arrears. The situation 

calls for putting in place an effective system for monitoring and realisation of 

arrears. The arrears of `7,100.32 crore were pending for more than five years 

in 12 Departments and includes those of Excise Department from 1952 
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onwards. The cases referred to the Government for write off (`1,905.89 crore) 

were also not being pursued by the Departments/ offices concerned. 

1.3 Analysis of cases in which stay was granted. 

An analysis of arrears of revenue which are under various stages of collection 

showed that the arrears pending collection as on 31 March 2021 included 

collections stayed by various authorities at various stages on some principal 

heads of revenue, as detailed in Table -1.2. 

Table – 1.2 

Stages of stay granted 

  (` in crore) 

Sl. 

No. 

Head of revenue Total arrear 

amount 

Stage wise details of stay Total 

amount 

under stay 

 % of 

stay to 

total 

arrear  

 By Court and 

other Judicial 

Authorities 

By 

Government 

1 0040 - Tax on Sales, Trade, etc. 13,830.43 5,577.10 0 5,577.10 40.32 

2 0043 - Taxes and Duties on 

  Electricity 

2,929.11 8.97 0 8.97 0.31 

3 0406 - Forestry and Wild Life 347.35 2.42 107.65 110.07 31.69 

4 0039 - State Excise 269.68 65.28 0 65.28 24.21 

5 0029 - Land Revenue 397.59 301.40 25.52 326.92 82.23 

6 0030 - Stamps and   

 Registration Fees 

828.57 7.91 0 

 

7.91 0.95 

7 1051 - Ports and Light Houses 0.79 0.10 0 0.10 12.66 

8 0853 - Non-Ferrous Mining 

 and Metallurgical 

 Industries  

131.61 16.17 30.76 46.93 35.66 

Total 18,735.13 5,979.35 163.93  6,143.28 32.79 

Source: Details obtained from the respective Departments. 

An amount of `6,143.28 crore is pending under stay orders, which is 32.79 per 

cent of the total arrear amount. The Departments need to take effective action 

to vacate the stay orders and to realise the amounts. 

Recommendation: The Departments should create a database of outstanding 

arrears for effective monitoring and follow up for recovery of arrears.  

1.4 Arrears in Assessments. 

The particulars regarding the arrears in assessments, such as cases pending at 

the beginning of the year, cases becoming due for assessment, cases disposed 

of during the year and number of cases pending for finalisation at the end of 

the years 2019-20 and 2020-21 were furnished by the Departments (February 

2022 and April 2022) as given in Appendix - IV. 
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During the years 2019-20 and 2020-21, the R&DM Department cleared 

1,71,537 out of 1,84,248 and 97,024 out of 1,20,036 arrear cases respectively 

of building tax. The remarkable disposal of building tax assessment arrears of 

93.10 per cent in 2019-20 and 80.83 per cent in 2020-21 is appreciated. In the 

SGST Department, the clearance of arrears in assessments was 57,929 out of 

71,135 cases during 2019-20 and 24,839 out of 27,919 cases during 2020-21. 

The percentage of disposal ranged from 11.95 per cent with respect to taxes on 

Motor Spirit to 98.79 per cent with respect to taxes on Works Contracts for 

2019-20 and 18.31 per cent with respect to taxes on Motor Spirit to 95.34 per 

cent with respect to Other Taxes for 2020-21. The Departments may strive 

hard for the timely clearance of assessments of Plantation Tax, GST, Sales 

Tax and Motor Spirit Tax, identifying these areas as potential sources of 

revenue. 

1.5 Evasion of tax detected by the Departments. 

The details of cases of evasion of tax detected by the Departments were called 

for by Audit.  The details furnished by the SGST, Motor Vehicles, Registration 

and R&DM Departments are given in Appendix - V. 

The pendency in evasion of tax detected by the Department decreased from 

2,21,116 cases as on 31 March 2019 to 1,74,851 cases as on 31 March 2020 

and to 1,72,884 cases as on 31 March 2021. Percentage of disposal increased 

from 54.58 per cent in 2018-19 to 85.52 per cent in 2019-20 and thereafter 

decreased to 75.05 per cent in 2020-21. All the above Departments completed 

assessment/ investigation of 10,32,376 cases in total, i.e. 85.52 per cent of the 

total cases detected as on 2019-20 and 5,20,006 cases, i.e. 75.05 per cent of 

the total cases detected as on 2020-21. They raised additional demand and 

penalty of ₹6,490.59 crore in 2019-20 and ₹3,382.73 crore in 2020-21. The 

reasons for pendency were not furnished by the Departments (September 

2022).  

1.6 Pendency of refund cases. 

The details of refund cases pending at the beginning of the year 2019-20, 

claims received, refunds allowed during the years 2019-20 and 2020-21 and 

the cases pending at the close of the year 2020-21, as reported by the SGST 

and Excise Departments, are given in Table -1.3. 

Table – 1.3 

Details of pendency of refund cases 

(` in crore) 

Sl. 

No. 

Particulars State Goods and 

Services Taxes 

State Excise 

No. of cases Amount No. of cases Amount 

1. Claims outstanding at the 

beginning of the year 2019-20 

4,299 250.37 18 2.21 
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Sl. 

No. 

Particulars State Goods and 

Services Taxes 

State Excise 

No. of cases Amount No. of cases Amount 

2. Claims  received during the 

years 2019-20 and 2020-21 

2,149 231.70 21 1.88 

3. Refunds made during the years 

2019-20 and 2020-21 

4,814 358.59 15 0.19 

4. Refunds rejected during the 

years 2019-20 and 2020-21 

562 12.71 2 0.87 

5. Balance outstanding at the end 

of the year 2020-21 

1,072 110.77 22 3.03 

Source: Details obtained from the respective Departments. 

In SGST Department, number of refund cases outstanding as at the end of 

March 2021 was 1,072, of which 802 cases pertain to refund of Value Added 

Tax involving money value of ₹87.82 crore, four cases of ₹9.07 crore pertain 

to Kerala General Sales Tax (KGST) and 266 cases pertain to Goods and 

Services Tax (GST) involving money value of ₹13.88 crore. As per Section 56 

of the Kerala State Goods and Services Tax Act, 2017, if the tax ordered to be 

refunded is not refunded within a period of 60 days from the date of receipt of 

the application, interest at the rate of six per cent (nine per cent in case of 

refund made on order passed by an Adjudicating Authority or Appellate 

Tribunal or Court which has attained finality) will become payable along with 

refund from the expiry of 60 days till the date of payment of refund. As per 

Section 89(4) of Kerala Value Added Tax (KVAT) Act and Section 44(4) of 

KGST Act, interest at the rate of 10 per cent per annum is applicable on 

refund cases after 90 days from the date of assessment order or receipt of the 

order in appeal or revision or the date of expiry of the time for preferring 

appeal or revision. The more the delay in giving refunds, the more is the 

possibility of huge interest liability falling upon the Department. Also, the 

delay in settling refund cases may deteriorate the chances of claiming GST 

compensation from the Government of India, if eligible. The reason for 

pendency of outstanding cases was not explained by the Department. 

1.7 Response of the Government/ Departments to Audit. 

The Principal Accountant General (PAG) (Audit II), Kerala, conducts 

periodical inspection of the Government Departments to test-check the 

transactions and verifies the maintenance of important accounts and other 

records as prescribed in the rules and procedures. These inspections are 

followed up with Inspection Reports (IRs) incorporating irregularities detected 

during the inspection and not settled on the spot, which are issued to the Heads 

of the Offices inspected, with copies to the next higher authorities for taking 

prompt corrective action. The Heads of the Offices/ Government are required 

to furnish first reply within four weeks from the date of receipt of the 

Inspection Report. Even if final reply to certain paras in Inspection Report are 

not furnished within the prescribed time limit, an interim reply is to be 
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furnished indicating the action taken to rectify the defects pointed out by 

Audit. Serious financial irregularities are reported to the Heads of the 

Departments and the Government.  

From among Inspection Reports issued upto December 2019, a total of 14,713 

paragraphs involving `4,117.68 crore relating to 2,236 IRs were outstanding at 

the end of June 2020 and among Reports issued upto December 2020, a total 

of 14,654 paragraphs involving `4,412.44 crore relating to 2,275 IRs were 

outstanding at the end of June 2021 as mentioned below with the 

corresponding figures for preceding two years in Table - 1.4. 

Table – 1.4 

Details of pending Inspection Reports 

 June 2018 June 2019 June 2020 June 2021 

Number of IRs pending for settlement  3,340 3,560 2,236 2,275 

Number of outstanding audit observations 26,690 22,437 14,713 14,654 

Amount of revenue involved (` in crore) 8,575.04 8,213.60 4,117.68 4,412.44 

Source: Details compiled by PAG (Audit II) and reconciled with respective Departments. 

1.7.1 Department-wise details of IRs  

The Department-wise details of the IRs and audit observations outstanding as 

on 30 June 2020 and 30 June 2021 and the amounts involved are mentioned in 

Table - 1.5. 

Table – 1.5 

Department-wise details of Inspection Reports 
                                                                                                                   (` in crore) 

Sl. 

No. 

Name of the 

Department 

Nature of 

receipts 

Outstanding as on 30 June 2020 Outstanding as on 30 June 2021 

Number of 

outstanding 

IRs 

Number of 

outstanding 

audit 

observations 

Money 

value 

involved 

Number of 

outstanding 

IRs 

Number of 

outstanding 

audit 

observations 

Money 

value 

involved 

1 SGST Taxes on Sales, 

Trade, etc. 

1,699 13,585 3,927.68 1,725 13,480 4,219.60 

Taxes on 

Agricultural 

Income 

94 271 96.91 91 247 91.90 

2 State 

Excise 

State Excise 115 307 36.53 119 360 38.40 

3 Registration Stamp Duty and 

Registration 

Fees 

299 481 42.91 312 500 48.89 

4 Lotteries Receipts from 

Lotteries 

29 69 13.65 28 67 13.65 

Total 2,236 14,713 4,117.68 2,275 14,654 4,412.44 

Source: Details compiled by PAG (Audit II) and reconciled with the respective Departments.  



Chapter – I : General  

  7 

Audit did not receive even first replies for 156 IRs during 2019-20 and 76 IRs 

during 2020-21 within four weeks from the date of issue of the IRs from three 

Heads of Offices. This large pendency of the IRs due to non-receipt of the 

replies was indicative of the fact that the Heads of Offices and the 

Departments did not initiate action to rectify the defects, omissions and 

irregularities pointed out by the PAG (Audit II) in the IRs. The large pendency 

of IRs due to non-receipt of replies shows the failure of monitoring 

mechanism for clearing the pending audit observations by the Audit 

Monitoring Committees at Secretary level and Apex Committees at Chief 

Secretary level.   

Recommendation : The Government needs to put in place an effective system 

for ensuring prompt and appropriate response to audit observation within the 

time frame prescribed in the circular2 issued by the Finance Department. 

1.7.2   Departmental Audit Committee Meetings 

The Government set up Audit Committees to monitor and expedite the 

progress of settlement of local audit reports and paragraphs in the local audit 

reports.  The details of the Audit Committee Meetings held during the year 

2019-20 and 2020-21 and the paragraphs settled are mentioned in Table – 1.6. 

Table – 1.6 

Details of Departmental Audit Committee Meetings 

(` in crore) 

Sl. 

No. 

Head of revenue Number of 

meetings 

held during 

2019-20 and 

2020-21 

Number of 

audit 

observations 

pending as 

on 31 March 

2019 

Number of 

paragraphs 

settled 

Amount  

involved in 

settled 

paragraphs 

1 0040 -  Taxes on Sales, 

 Trade, etc. 

6 17,593 2,245 80.76 

2 0030 -  Stamps and 

 Registration Fees 

0 566 0 0 

3 0039 -  State Excise 0 340 0 0 

4 0022 -  Taxes on Agricultural 

 Income 

2 477 57 4.55 

5 0075-00-103 –  

Miscellaneous General 

Services-State Lotteries 

0 84 0 0 

Total 8 19,060 2,302 85.31 

Source: Details compiled by PAG (Audit II). 

                                                           
2 Circular Memorandum  No. 57374/Ins.2/65/Fin. dated 15 November 1965. 
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An amount of `4.52 crore was recovered after discussion in these meetings. 

No meetings were held in respect of Departments of Registration, State Excise 

and State Lotteries despite having 990 pending audit observations. The 

Government may issue strict instructions to the Departments to devise periodic 

action plans to clear all the outstanding paragraphs in a time-bound manner by 

conducting regular Audit Committee Meetings.  

Recommendation : The Government needs to hold Audit Committee Meetings 

for every Department to facilitate timely disposal of outstanding IRs/ Audit 

Paragraphs.  

1.7.3 Non-production of records to Audit for scrutiny 

The programme of local audit of Tax Revenue/ Non-tax Revenue offices is 

drawn up sufficiently in advance and intimations are issued, usually one 

month before the commencement of audit, to the Departments, to enable them 

to keep the relevant records ready for audit scrutiny. 

During the years 2019-20 and 2020-21, files relating to Kerala Value Added 

Tax (KVAT) assessments, in which the turnovers of the assessees were above 

`60 lakh and all KGST assessments, in which the tax effect was above  

Rupees two lakh, were called for by Audit for scrutiny in State Goods and 

Services Tax Department. However, 35 tax assessment files relating to five 

offices were not made available to Audit, as given in Table – 1.7.  

Table – 1.7 

Details of State Tax Offices where non-production of files were noticed 

Sl. 

No. 

Name of office Year in 

which it was 

to be 

audited 

Number of assessment cases 

not submitted 

KGST VAT Total 

1 STO, III Circle, 

Thiruvananthapuram 

2017-18 - 10 10 

2 STO, Attingal 2017-18 - 8 8 

3 STO, Mavelikkara 2017-18 - 9 9 

4 STO, Kayamkulam 2017-18 - 3 3 

5 STO, Kuthiathode 2017-18 - 5 5 

Total 0 35 35 

Non-production of transaction records involving revenue hinders Audit in 

discharging the constitutional responsibility and comes in the way of assuring 

the State Government about the quality and risk involved in these transactions 

involving revenue for the State Government. The possibility of fraud or 

misappropriation or business malfeasance remaining hidden/ surpassed and 

escaping detection during audit also remains high. 
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1.7.4 Response of the Departments to the draft paragraphs 

The draft audit paragraphs proposed for inclusion in the Report of the 

Comptroller and Auditor General of India are sent by the PAG (Audit II) to 

the Secretaries of the respective Departments drawing their attention to audit 

findings and requesting their response within six weeks. 

Thirty paragraphs including two Subject Specific Compliance Audit (SSCA) 

Reports were sent to the Secretaries of the respective Departments by name 

between July 2021 and October 2021. The Secretaries of the Departments 

have furnished replies to all the paragraphs. 

1.7.5 Follow up on the Audit Reports - summarised position 

The internal working system of the Public Accounts Committee (PAC), 

notified in December 2002, laid down that after the presentation of the Report 

of the Comptroller and Auditor General of India in the Legislative Assembly, 

the Departments shall initiate action on the audit paragraphs and the action 

taken explanatory notes thereon should be submitted by the Government to the 

Legislature Secretariat with copies to Principal Accountant General and 

Finance (PAC) Department within two months of tabling the Report, for 

consideration of the Committee. In spite of these provisions, the explanatory 

notes on audit paragraphs of the Reports were delayed inordinately. In the 

Reports of the Comptroller and Auditor General of India on Revenue Sector of 

the Government of Kerala for the years ended 31 March 2015 to 31 March 

2019, placed before the State Legislative Assembly between 24 February 2016 

to 10 June 2021, 118 paragraphs (including Performance Audits) were 

included. The action taken explanatory notes from the Departments concerned 

on 12 paragraphs were received late, with delay ranging from four months to 

53 months, in respect of these Audit Reports and action taken on the rest of the 

paragraphs are yet to be received. Action taken explanatory notes in respect of 

all the 12 paragraphs from four Departments (Taxes3, Excise, Transport, and 

R&DM) has not been received so far for the Audit Report for the year ended 

31 March 2019. 

The PAC discussed 36 paragraphs pertaining to the Audit Reports for the 

years from 2015 to 2019. The PAC Reports were received for eight paragraphs 

(across two Reports) during the tenure of the Committee, i.e. 2019-21.  

It was noticed that six Departments did not submit action taken explanatory 

notes on audit paragraphs as of December 2021 in respect of 70 paragraphs 

(54 individual and 16 PA/ Review paragraphs) featured in the C&AG’s Audit 

Reports from the year ended 31 March 2015. In respect of 54 individual 

transaction audit paragraphs, compliance was not furnished by four 

Departments. The Departments largely responsible for non-submission of 

                                                           
3 The State Goods and Service Tax Department, Registration Department and the State 

 Lotteries Department. 
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action taken explanatory notes were Taxes, Transport, and R&DM. The non-

receipt of Action Taken Notes (ATNs) were brought to the notice of the Chief 

Secretary to the Government in the Apex Committee Meetings held on 08 

December 2016, 15 June 2017, 11 December 2017, 23 June 2018, 18 

December 2018 and 11 February 2020.   

Action Taken Notes on PAC recommendations were not received in respect of 

113 out of 125 recommendations of the PAC from four Departments, i.e. 

Taxes, Excise, Transport, and R&DM, as mentioned in Table – 1.8 (till 

November 2021).  

Table – 1.8 

Details of non-receipt of ATNs from four Departments 

Year Name of the Department Total 

Taxes Excise Transport Revenue & 

Disaster 

Management 

2004-06 0 0 0 1 1 

2006-08 0 0 0 2 2 

2008-11 3 0 0 0 3 

2011-14 0 0 1 0 1 

2014-16 3 0 4 0 7 

2016-19 39 16 7 3 65 

2019-21 19 0 5 10 34 

Total 64 16 17 16 113 

Source: Records maintained by PAG (Audit-II) and reconciled with Departmental figures. 

1.8 Status of the mechanism for dealing with the issues raised in 

Audit. 

To analyse the system of addressing the issues highlighted in the Inspection 

Reports/ Audit Reports by the Departments/ Government, the action taken on 

the audit paragraphs and Performance Audits included in the Audit Reports for 

the last 10 years of one Department was evaluated and included in this Audit 

Report. 

The following paragraphs 1.8.1 and 1.8.2 discuss the performance of the 

SGST Department under revenue head 0040 – Taxes on Sales, Trade, etc. and 

cases detected during the course of local audit and the cases included in the 

Audit Reports for the years 2009-10 to 2018-19. 
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1.8.1  Position of Inspection Reports 

The summarised position of the Inspection Reports issued during the last 10 

years, paragraphs included in these Reports and their status as on 31 March 

2021 are tabulated below in Table - 1.9. 

Table – 1.9 

Position of Inspection Reports 
(` in crore) 

Sl 

No. 

Year Opening Balance Addition during the 

year 

Clearance during the 

year 

Closing balance  

IRs Paras Money 

value 
IRs Paras Money 

value 
IRs Paras Money 

value 
IRs Paras Money 

value 

1 2011-12 1,260 14,798 1,670.22 159 3,212 858.84 50 783 16.44 1,369 17,227 2,512.62 

2 2012-13 1,369 17,227 2,512.62 161 2,802 243.85 26 1,783 261.89 1,504 18,246 2,494.58 

3 2013-14 1,504 18,246 2,494.58 147 2,493 495.70 21 1,714 57.87 1,630 19,025 2,932.41 

4 2014-15 1,630 19,025 2,932.41 177 2,707 459.99 43 1,647 58.45 1,764 20,085 3,333.95 

5 2015-16 1,764 20,085 3,333.95 187 2,907 612.14 79 1,861 36.26 1,872 21,131 3,909.83 

6 2016-17 1,872 21,131 3,909.83 129 1,559 456.74 76 1,694 144.63 1,925 20,996 4,221.94 

7 2017-18 1,925 20,996 4,221.94 167 1,841 676.66 33 1,750 90.12 2,059 21,087 4,808.48 

8 2018-19 2,059 21,087 4,808.48 129 1,149 170.56 85 4,643 500.40 2,103 17,593 4,478.64 

9 2019-20 2,103 17,593 4,478.64 95 861 483.88 120 3,050 221.95 2,078 15,404 4,740.57 

10 2020-21 2,078 15,404 4,740.57 47 361 45.06 385 2,144 554.99 1,740 13,621 4,230.64 

Source: Figures compiled by the PAG (Audit-II) and reconciled with the Departmental 

 figures.  

The Audit Committee and Apex Committee meetings were held between the 

Department/ Government and the Office of the Principal Accountant General 

to settle the old paragraphs. Audit Monitoring Committees were not held by 

the Department at the Government level during the period 2019-21.  

1.8.2 Recovery in accepted cases 

The position of paragraphs included in the Audit Reports for the last 10 years, 

those accepted by the Department and the amount recovered are mentioned in 

Table - 1.10. 

Table – 1.10 

Details of paragraphs included in the Audit Reports 
(` in crore) 

Sl. 

No. 

Year of 

Audit 

Report 

Number of 

paragraphs 

included 

Money 

value of 

paragraphs 

Number of 

paragraphs 

accepted 

Money value of 

accepted 

paragraphs 

Amount 

recovered 

during the 

year 

Cumulative 

position of 

recovery of 

accepted cases 

as on 31.03.2019 

1 2009-10 20 463.59 13 276.77 1.77 1.77 

2 2010-11 27 449.65 22 379.82 8.88 10.65 
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Sl. 

No. 

Year of 

Audit 

Report 

Number of 

paragraphs 

included 

Money 

value of 

paragraphs 

Number of 

paragraphs 

accepted 

Money value of 

accepted 

paragraphs 

Amount 

recovered 

during the 

year 

Cumulative 

position of 

recovery of 

accepted cases 

as on 31.03.2019 

3 2011-12 16 290.50 9 238.06 45.40 56.05 

4 2012-13 16   12,902.39 15      12,886.24 19.08 75.13 

5 2013-14 14 75.32 8 18.57 0.17 75.30 

6 2014-15 13 1,247.15 11 47.51 4.05 79.35 

7 2015-16 18 3,212.16 12 2,979.20 7.06 86.41 

8 2016-17 15 149.03 13 54.57 0.77 87.18 

9 2017-18 3 405.38 1 21.74 0.26 87.44 

10 2018-19 5 76.52 1 1.43 0.01 87.45 

Source: Figures furnished by the State Goods and Services Tax Department. 

It is evident from the above table that the progress of recovery in accepted 

cases was negligible throughout the last ten years. The recovery in accepted 

cases is to be pursued as arrears recoverable from the parties concerned. 

1.9 Action taken on the recommendations accepted by the 

Departments/ Government. 

The draft reports of Performance Audit (PA) conducted by the Principal 

Accountant General were forwarded to the Department concerned/  

Government with a request to furnish their replies. These reports were also 

discussed in Exit Conferences and the views of the Department/  Government 

included while finalising the Audit Reports. 

The details of five PA Reports on the Departments of SGST, R&DM, Power 

and Registration featured in the Audit Reports for the last five years along 

with recommendations and their status are given in Appendix - VI. The PAs 

on SGST Department covered areas such as System of Assessment under 

KVAT and Infrastructure Facilities in the Commercial Taxes Department. The 

PA on the R&DM Department was based on Disaster Management in the 

State. Audit also focused on the levy, collection and accounting of Electricity 

Duty, Surcharge and Inspection Fee under the Power Department. The lapses 

in the functioning of OPEN PEARL in Registration Department were also 

brought to light by Audit. 

In tune with the recommendations of Audit, the R&DM Department prepared 

disaster mitigation plans in 197 villages which are the most disaster-prone 

areas in 14 districts. The State Disaster Management Authority also started 

submitting Annual Reports to the Government. The SGST Department has 

issued Circular instructions to the assessing authorities to comply with the 

procedural requirements incidental to completion of assessment and penalty in 

order to avoid violation of natural justice. It was observed that the Department 
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took some steps to streamline its system and procedures in the light of audit 

observations. 

1.10 Audit Planning. 

The unit offices under various Departments were categorised into high, 

medium and low risk units according to their revenue position, past trends of 

audit observations, complaints, media reports, non-production of records, 

information regarding malpractice obtained through RTI and 

misappropriation. The Annual Audit Plan was prepared on the basis of risk 

analysis which inter alia included critical issues in the Government revenue, 

tax administration, i.e. budget speech, white paper on finances, reports of the 

Finance Commission (State and Central), recommendation of the Taxation 

Reforms Committee, statistical analysis of the revenue earnings during the 

past five years, factors of the tax administration, audit coverage and its impact 

during the past five years, etc.   

During the year 2019-20, there were 1,202 audit units, of which 410 units 

were planned for audit and 401 units actually audited, which is 33.36 per cent 

of the total audit units. Similarly, for the year 2020-21, there were 1,105 audit 

units, of which 93 units were planned and 96 units4 were audited, which is 

8.69 per cent of the total audit units. Besides the above mentioned units for 

those years, two SSCAs were also taken up during the years. 

1.11 Results of Audit. 

Position of Audit conducted during the year  

Test-check of the records of 289 units of Sales Tax/ VAT, State Excise, 

Registration and other Departmental offices conducted during the years 2019-

21 showed under-assessment/ short-levy/ loss of revenue aggregating to 

`498.42 crore in 853 cases. During the course of the years, the Departments 

concerned accepted under-assessment and other deficiencies of `12.73 crore 

involved in 32 cases, which were pointed out in Audit during the years 2019-

21. The Departments collected `17.57 crore in 850 cases during 2019-21, 

pertaining to the audit findings of previous years. 

                                                           
4  Reduction in number of auditee units was due to reduction in the number of audit parties 

from 55 to 33 and reduction in man-days (12 months reduced to seven months) due to 

measures taken for Covid-19 pandemic control.   
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1.12 Coverage of the Report. 

The Report contains 19 paragraphs, which came to notice in the course of test 

audit of records during the year 2019-21, as well as those in earlier years, 

involving revenue impact of `66.76 crore. Instances relating to the period 

subsequent to 2019-21 were also included, wherever necessary. The 

Department/ Government accepted the audit observations involving `55.86 
crore, out of which `0.68 crore was recovered. These are discussed in the 

succeeding Chapters II and III. 
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CHAPTER-II 

GST, TAXES/ VAT ON SALES, TRADE, ETC. 

2.1 Tax Administration. 

Kerala General Sales Tax (KGST)/ Kerala Value Added Tax (KVAT)/ Goods 
and Services Tax (GST) laws and rules made thereunder are administered at 

the Government level by the Secretary, Taxes. The Commissioner, SGST 
Department is the head of the SGST Department who is assisted by Additional 
Commissioner, Joint Commissioners (JCs), Deputy Commissioners (DCs), 

Assistant Commissioners (ACs) and State Tax Officers (STOs). The 
assessment, levy and collection of tax are done by ACs and STOs. 

KGST is leviable on sale of ganja, opium, foreign liquor and certain petroleum 
products. KVAT was leviable on the Intra-State sale of remaining 
commodities and Central Sales Tax (CST) on Inter-State sales. GST came into 

effect from 01 July 2017 subsuming VAT, CST etc.  

2.2 Internal Audit. 

The Internal Audit Wing (IAW) of the SGST Department is monitored by the 

Commissioner.  The effective functional unit of IAW for the year 2019-20 and 
2020-21 was one Joint Commissioner assisted by 10 Deputy Commissioners, 
one Assistant Commissioner and 16 State Tax Officers. No specific training 

has been imparted to the officers of the IAW. During 2019-20, out of the 
overall outstanding 14,896 paragraphs, only 1,558 paragraphs (10.46 per cent) 

were cleared and during 2020-21, out of the overall outstanding 17,154 
paragraphs, only 2,394 (13.96 per cent) were cleared. The reason for the low 
clearance in observations made by IAW, though called for (August 2021) has 

not been furnished (September 2022). 

2.3  Results of Audit. 

There were 186 auditable units during 2019-20 and 295 auditable units during 
2020-21 in the SGST Department. Out of these, Audit selected 106 units for 

test check during the year 2019-20 and 42 units during the year 2020-21. Test 
check of the records relating to KVAT/ KGST and CST assessments and 

connected documents during 2019-21 showed under-assessment of tax and 
other irregularities in 670 cases relating to non/ short levy of tax/ interest, 
irregular allowance of input tax credit, escape of turnover from assessment, 

misclassification and other lapses amounting to ₹471.33 crore. These cases are 
only illustrative as these are based on the test-check of records. As this was 

test audit in the test-checked cases and the audit observation is of a nature that 
may reflect in other cases not covered in test audit, the Department may 
therefore, like to internally examine the position in rest of the units with a 

view to ensure that the instances of non-compliance are taken care of by taking 
remedial measures, and may also fix responsibility for the lapses in all such 
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cases. Audit pointed out some of the similar omissions in the earlier years also.  
Not only do these irregularities persist, but they also remain undetected till the 

next audit is conducted. Under-assessment of tax and other irregularities 
involving ₹483.23 crore in 672 cases which fall under the following categories 

are given in Table - 2.1. 

Table - 2.1 

Details of under-assessment of tax and other irregularities 
 (` in crore) 

Sl.    

No. 

Categories Number  

of cases 

Amount 

1 Compliance Audit  on ‘Transitional credits under 

GST’ 

1 10.15 

2 ‘Processing of refund claims under GST’ 1 1.76 

3 Short payment of tax due to escape of turnover from 

assessment 

178 127.04 

4 Short payment of tax due to excess/ irregular availing 

of input tax credit 

199 271.80 

5 Short payment of tax due to misclassification/ 

incorrect rate of tax 

88 27.34 

6 Others 205 45.14 

Total  672 483.23 

During the course of the years 2019-21, the Department accepted under-

assessment and other deficiencies amounting to ₹69.08 crore in 642 cases, 
which were pointed out by Audit. An amount of ₹17.76 crore pointed out in 

814 cases were realised during the year. 

The Department recovered an amount of `0.18 crore under the amnesty 
scheme5 in two cases (`0.43 crore) pointed out by Audit during 2019-21. A 

few Audit observations involving `63.19 crore are given in the succeeding 
paragraphs. 

 

 

 

 

 

 

                                                                 
5  The Government has unveiled an amnesty scheme to settle outstanding tax dues pertaining 

to the period before the introduction of the GST to clear the backlog of arrear demand by 

waiving interest/ penalty and giving reduction in tax arrears. 
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2.4 GST Registrations   

2.4.1 Pan-India GST Registrations 

The category-wise registrations under GST have been given in Table - 2.2 

below:- 
Table - 2.2   

Details of registrations 

Category of Registrant No. of 

Registrants as 

on 31 March 

2020 

Percentage 

of total as on 

31 March 

2020 

No. of 

Registrants as 

on 31 March 

2021 

Percentage 

of total as on 

31 March 

2021 

Normal taxpayers 2,97,897 84.03 3,01,411 84.39 

Composition taxpayers  49,462 13.95 47,862 13.40 

Tax Deductors at Source 6,189 1.75 6,765 1.90 

Tax Collectors at Source 351 0.10 543 0.15 

Input Service Distributors  84 0.02 81 0.02 

Others (Casual, NRTP, 

OIDAR)6 

536 0.15 498 0.14 

Total Registrants 3,54,519 100 3,57,160 100 

Source: Details furnished by SGST Department. 

The total registrations under GST as on 31 March 2020 and 31 March 2021 

were 3.55 lakh and 3.57 lakh respectively of which normal taxpayers 
accounted for around 84 per cent and composition taxpayers were around 13 
per cent for both years.  

GST Return filing pattern 

2.4.2 Filing pattern of GSTR-1 and GSTR-3B 

The trends of filing of GSTR-17 and GSTR-3B7 as on 31 March 2021 for the 
period from April 2019 to March 2021 as compiled from the summary reports 
shared by SGST Department, have been depicted in Table - 2.3.  

                                                                 
6 NRTP - Non Resident Taxable Person, OIDAR - Online Information Database Access and 

Retrieval Services. 
7    GSTR-1 is a return filed monthly or quarterly by a registered entity containing details of all 

outward supplies regarding goods or services (sales). GSTR-3B is a return containing the 

summary of a business owner’s outward and inward supplies. 
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Table - 2.3   

Filing pattern of GSTR-1 and GSTR-3B 

Return 

Type 

GSTR-1 GSTR-3B 

Months Due for 

filing 

Returns  

filed 

Return  

filing 
per cent 

Due for 

filing 

Returns filed 

as on 31 

March 2020 & 

2021 

Return 

filing  
per 

cent 

Returns  

filed by  

due date 

Per cent  

filed by 

due date 

April'19 2,79,475 1,44,723 51.78 2,79,475 2,61,094 93.42 1,04,985 37.57 

May'19 2,81,241 1,45,491 51.73 2,81,241 2,62,829 93.45 93,352 33.19 

June'19 2,83,381 2,59,120 91.44 2,83,381 2,64,437 93.32 89,386 31.54 

July'19 2,86,357 1,47,373 51.46 2,86,357 2,66,915 93.21 80,093 27.97 

Aug'19 2,88,647 1,48,406 51.41 2,88,647 2,69,041 93.21 1,10,898 38.42 

Sep'19 2,90,072 2,64,510 91.19 2,90,072 2,70,324 93.19 1,22,458 42.22 

Oct'19 2,92,185 1,50,372 51.46 2,92,185 2,72,402 93.23 1,03,078 35.28 

Nov'19 2,94,858 1,51,999 51.55 2,94,858 2,74,570 93.12 61,145 20.74 

Dec'19 2,96,505 2,68,222 90.46 2,96,505 2,76,258 93.17 1,05,625 35.62 

Jan'20 2,98,159 1,52,544 51.16 2,98,159 2,77,464 93.06 96,142 32.25 

Feb'20 3,00,095 1,52,339 50.76 3,00,095 2,78,709 92.87 1,05,642 35.20 

Mar'20 3,01,901 2,65,196 87.84 3,01,901 2,79,594 92.61 2,71,920 90.07 

April'20 1,93,566 1,13,654 58.72 1,95,050 1,84,457 94.57 *  

May'20 1,93,414 1,14,051 58.97 1,95,022 1,84,366 94.54  

 

June'20 1,94,481 1,79,414 92.25 1,96,310 1,85,177 94.33 

July'20 1,95,549 1,12,831 57.70 1,97,610 1,85,892 94.07 

Aug'20 1,96,501 1,12,737 57.37 1,98,824 1,86,685 93.89 

Sep'20 1,97,755 1,76,458 89.23 2,00,319 1,87,599 93.65 

Oct'20 1,99,049 1,00,499 50.49 2,01,929 1,88,588 93.39 

Nov'20 2,00,859 98,987 49.28 2,03,928 1,90,280 93.31 

Dec'20 2,02,428 1,84,865 91.32 2,05,638 1,91,605 93.18 

Jan'21 2,03,034 1,45,961 71.89 1,52,614 1,38,185 90.55 

Feb'21 2,03,974 1,48,100 72.61 1,53,993 1,39,363 90.50 

Mar'21 2,05,006 1,86,439 90.94 2,42,645 1,94,184 80.03 

*Return filed by due date for the period 2020-21 has not been furnished by the Department. 

The filing of GSTR-3B for April 2019 was 93.42 per cent while the filing per 
cent for March 2021 was only 80.03 per cent.  It was noticed that GSTR-3B 

returns were being filed within the due date on an average by 38.34 per cent 
taxpayers and 55 per cent filed the returns after due date (status based on 
2019-20) 

i. The filing percentages of GSTR-1 returns were throughout less in 
comparison to the corresponding filing of GSTR-3B returns during the 

period April 2019 to March 2021. The introduction of GSTR-3B 



Chapter – II : GST, Taxes/ VAT on Sales, Trade, etc. 

  19 

resulted in filing of returns with ITC claims which could not be 
verified and it appears to have disincentivised filing of even GSTR-1. 

ii. With the changes made to returns mechanism, GSTR-1 has been the 
only return which would provide invoice level details. Further, GSTR-

1 contains GSTIN-wise details of supplies made and hence by collating 
details from across various GSTR-1 returns, it would be possible to 
prepare a profile of taxpayers which could be used to identify liable 

businesses not registered under GST or those under-reporting their 
turnover.    

GSTR-3B being only a summary return, short-filing of GSTR-1 implied that the 
tax departments did not have complete invoice level details as filed by the 
suppliers, which could be used to verify details given in GSTR-3B or to arrive 

at turnover. Since filing of GSTR-1 is mandatory, short-filing is an area of 
concern and needs to be addressed.   

Revenue from GST, bi-monthly compensation received from the Government 
of India and details regarding Integrated Goods and Services Tax are detailed 
in Appendices - VII, VIII and IX respectively. 
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2.5 Compliance Audit on ‘Transitional credits under GST’. 

2.5.1  Introduction 

Introduction of Goods and Services Tax (GST) was a significant reform in the 

field of indirect taxes in our country, which replaced multiple taxes levied and 
collected by the Centre and States. GST is a destination based tax on supply of 

goods or services or both, which is levied at multiple stages wherein the taxes 
will move along with supply. The tax, which is levied simultaneously by the 
Centre and States on a common tax base, accrues to the taxing authority 

having jurisdiction over the place of supply. Central GST (CGST) and State 
GST (SGST)/ Union Territory GST (UTGST) are levied on intra-State 

supplies, whereas Integrated GST (IGST) is levied on inter-State supplies. 
Availability of 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 avoids 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 into the GST regime, ‘Transitional arrangements for input tax’ 
were included in the GST Acts to provide for the entitlement and manner of 
claiming input tax in respect of appropriate taxes or duties paid under existing 

laws. 

2.5.2  Transitional arrangements for input tax 

Section 140 of the SGST Act, 2017, (and CGST/ UTGST Acts) enables the 
taxpayers to carry forward the ITC earned under the existing laws to the GST 
regime. The Section, read with Rule 117 of Kerala GST Rules, 2017, 

prescribes elaborate procedures in this regard. Under transitional arrangements 
for ITC, the ITC of various taxes paid under the existing laws such as Central 
Value Added Tax (CENVAT), State Value Added Tax (VAT) etc., are eligible 

to be carried forward to GST regime as under: 

(a) Closing balance of credit in legacy return: The closing balance of VAT 

credit/ CENVAT credit available in the returns filed under the existing law for 
the month immediately preceding the appointed day can be taken as credit in 
the Electronic Credit Ledger (ECL). 

(b) Unavailed credit on capital goods: The balance instalment of unavailed 
credit on capital goods can be taken by filing the requisite declaration in 

TRAN-1. 

(c) Credit on duty paid stock: A registered taxable person, who was not 
liable to be registered under the existing law or who was engaged in the sale of 

exempted goods, may take the credit of the duty/ tax paid on goods held in 
stock based on the invoices.  

(d) Credit on duty paid stock when registered person does not possess the 

document evidencing payment of excise duty/ VAT: A registered taxable 
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person, other than the manufacturer or service provider, who does not have 
excise or VAT invoice, is eligible to take credit on the duty paid stock. 

(e)  Inputs in transit: The inputs received on or after the appointed day but 
where the duty or tax on the same was paid by the supplier under the existing 

law are also eligible for Transitional credit. 

(f) Tax paid under the existing law under composition scheme: The 
taxpayers who had paid tax at fixed rate or fixed amount in lieu of the tax 

payable under existing law, now working under normal scheme under GST 
can claim credit of duty on their input stock, semi-finished and finished stock 

on the appointed date. 

All registered taxpayers, except those who were opting for payment of tax 
under the composition scheme (under Section 10 of the Act), were eligible to 

claim Transitional credit by filing TRAN-1 declaration within 90 days from 
the appointed day. The time limit for filing TRAN-1 declaration was extended 

initially till 27 December 2017. However, many taxpayers could not file the 
declaration within the due date due to technical difficulties. The due date for 
filing TRAN-1 declaration was further extended to 31 March 2020 for those 

taxpayers who could not file TRAN-1 declaration due to technical difficulties 
and those cases recommended by the GST Council. 

2.5.3  Context and materiality 

The Transitional credit, being one-time flow of ITC from the legacy regime 
into the GST regime, can be availed both by the taxpayers migrating from the 

previous regime as well as new registrants under GST.  As of June 2018, 3.72 
lakh taxpayers were registered under GST, out of which 9,664 taxpayers had 

claimed SGST credit.  

2.5.4  Audit objectives 

Transitional credit claims directly impact GST revenues as the credit is 

eligible for set off against the output tax liability of taxpayers. Thus, the audit 
of Transitional credit was taken up with the following objectives, seeking 

assurance on: 

i. Whether the mechanism envisaged by the Department for selection and 
verification of Transitional credit claims was adequate and effective; and 

ii. Whether the Transitional credits carried over by the assessees into GST 
regime were valid and admissible. 

2.5.5  Audit Scope, Methodology and Coverage 

The Audit scope comprised review of Transitional credit declarations filed by 
the taxpayers under Section 140 of the SGST Act, 2017, from the appointed 
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date8 to the end of March 2020. This involved examination of adequacy of 
rules specified for Transitional credit under the Act, effectiveness of 

departmental verification process, follow up action taken on the deviations 
detected, process adopted for implementation of cross-jurisdictional functions 

regarding Transitional credit and independent examination of selected 
transitional credit claims for compliance assurance. 

The verification of TRAN-1 declarations and collection of details were carried 

out at the Assessment Circle Offices of SGST Department. The period of 
coverage of audit was from 2017-18 to 2019-20 and audit was conducted from 

March 2021 to July 2021. 

A sample of 1,174 transitional cases amounting to ₹ 42.66 crore pertaining to 
the seven9 districts was identified for detailed verification.  The sample was 

selected, keeping in view the representation from various types of ITCs (from 
table 5(c), 6(b) etc. of TRAN-1) and the financial materiality threshold of 

₹ 50,000. 

An entry conference was held with the Additional Secretary to Government, 
Taxes Department, Principal Commissioner of CGST, Kochi, Commissioners 

of CGST of Thiruvananthapuram and Kozhikode, Special Commissioner of 
SGST on 5 March 2021, wherein the objective, scope and methodology of 

audit were discussed.  The exit conference was held on 23 September 2021 
with the Secretary, Taxes Department, Commissioner, SGSTD and 
Commissioners of CGST, wherein the Audit findings were discussed.  

2.5.6  Audit criteria 

Section 140 of the SGST Act, 2017, governs the transition of ITC from legacy 

Kerala Value Added Tax (KVAT) provisions. The Section read with Rule 117 
of the SGST Rules, 2017, and relevant Notifications/ Circulars issued by 
CBIC/ State constitute the criteria for Audit. 

Audit findings 

The extent of deficiencies noticed during the audit of Transitional credit cases 
selected for detailed audit are detailed in Appendix - X. Audit findings and 
the lapses identified are included in the subsequent paragraphs.  

2.5.7 Irregular claim of transitional credit on goods in stock with duty 

paid documents 

As per Sections 140(3), 140(4)(b) and 140(6) of SGST Act, 2017, and Rule 
117(4) of Kerala GST Rules, 2017, the amount of Value Added Tax and Entry 
Tax paid on inputs held in stock and inputs contained in semi-finished or 

                                                                 
8  1 July 2017. 
9  Alappuzha, Idukki, Kannur, Kasaragod, Kottayam, Kozhikode and Wayanad. 


