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GST AUDIT

According to Section 2(13) of the GST Act, 2017, ‘audit’ means detailed
examinationof records, returns and other documents maintained or furnished
by the taxableperson under this Act or Rules made thereunder or under any
other law for thetime being in force to verify, inter alia, the correctness of
turnover declared, taxespaid, refund claimed and input tax credit availed, and
to assess his compliancewith the provisions of this Act or rules made
thereunder.

Accordingly, ‘audit’ implies —

(a) Detailed examination of records, returns and other documents -
(i) maintained/furnished by a taxable person,
(ii) under GST law/any other law or rules;

(b) Verification of correctness of -

(i) turnover declared;
(i) taxes paid;
(iii) refund claimed;
(iv) input tax credit availed; and
(v) assessment of compliances with provisions of GST law and rules.

GST audit is not only reconciliation of tax liability & payment, it also
signifiescompliance of the provisions of the GST act, law and provisions etc.
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Relevant Provisions:

Section 35(5): Every registered person whose turnover during a financial
yearexceeds the prescribed limit shall get his accounts audited by a
charteredaccountant or a cost accountant and shall submit a copy of the
audited annualaccounts, the reconciliation statement under sub-section (2) of
section 44 andsuch other documents in such form and manner as may be
prescribed.

Section 44(2): Every registered person who is required to get his accounts
auditedin accordance with the provisions of sub-section (5) of section 35 shall
furnish,electronically, the annual return under sub-section (1) along with a
copy of theaudited annual accounts and a reconciliation statement, reconciling
the value ofsupplies declared in the return furnished for the financial year with
the auditedannual financial statement, and such other particulars as may be
prescribed.

Rule 80(3): Every registered person whose aggregate turnover during a
financialyear exceeds two crore rupees shall get his accounts audited as
specified undersub-section (5) of section 35 and he shall furnish a copy of
audited annual accountsand a reconciliation statement, duly certified, in FORM
GSTR-9C, electronicallythrough the common portal either directly or through a
Facilitation Centre notifiedby the Commissioner.

Audit by tax authorities:

Sec. 65 (1) The Commissioner or any officer authorized by him, by way of a
generalor a specific order, may undertake audit of any registered person for
such period, atsuch frequency and in such manner as may be prescribed.

Special audit:

Sec.66 (1) If at any stage of scrutiny, inquiry, investigation or any other
proceedingsbefore him, any officer not below the rank of Assistant
Commissioner, havingregard to the nature and complexity of the case and the
interest of revenue, is ofthe opinion that the value has not been correctly
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declared or the credit availed isnot within the normal limits, he may, with the
prior approval of the Commissioner,direct such registered person by a
communication in writing toget his records including books of accounts
examined and audited by a charteredaccountant or a cost accountant as may
be nominated by the Commissioner.

Access to business premises:
Sec. 71

(1) Any officer under this Act, authorized by the proper officer not below
therank of Joint Commissioner, shall have access to any place of business ofa
registered person to inspect books of account, documents,
computers,computer programs, computer software whether reinstalled in a
computeror otherwise and such other things as he may require and which may
be available at such place, for the purposes of carrying out any audit,scrutiny,
verification and checks as may be necessary to safeguard theinterest of
revenue.

(2) Every person in charge of place referred to in sub-section(1)shall,
ondemand, make available to the officer authorized under sub-section(1)or the
audit party deputed by the proper officer or a cost accountant orchartered
accountant nominated under section 66—

1. such records as prepared or maintained by the registered person anddeclared to
the proper officer in such manner as may be prescribed;
ii.  trial balance or its equivalent;
iii.  statements of annual financial accounts, duly audited, whereverrequired;
iv.  cost audit report, if any, under section148 of the Companies Act,2013;
v. the income-tax audit report, if any, under section 44AB of theIncome-
taxAct,1961;and
vi. any other relevant record.
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General Guidelines:

While conducting audit, the auditor is required to carry out his duties with
utmostsincerity, integrity and diligence. The auditor has immense
responsibility indetection of non-compliance, procedural irregularities and
leakage of revenue dueto deliberate action or ignorance on the part of the
Taxable Person. At the sametime, the auditor should keep in view, the
prevalent trade practices, the economicrealities as also the industry and
business environment in which the Taxable Personoperates. Therefore, the
auditor should take a balanced and rational approachwhile conducting the
audit. Besides, the auditor is expected to play a key role inpromoting voluntary
compliance by the Taxable Person.

During the course of theaudit, if certain technical infractions, without any
revenue implications, arisingdue to bona fide oversight or ignorance of the
Taxable Person, are noticed, theTaxable Person should be guided for
immediate correction. Such cases should alsobe mentioned in working papers.

An auditor is responsible for conduct of audit and should endeavor to take a
finalview on all issues raised by him during that audit. The working papers for
each ofthe step of audit should be filled in as soon as that step is completed.
They shouldbe ‘speaking documents’ that clearly explain why a particular area
was includedin the audit plan as well as the basis for arriving at every objection
that goes intothe draft audit report after audit verification. The documentary
evidence which hasbeen relied upon in arriving at certain conclusion should
invariably be cited andincluded.

Verification of records mandated by the statute is necessary to check the
correctnessof assessment and payment of tax by the Taxable Person in the
present era of selfassessment.In keeping with the principles of audit outlined
above, audit has to be conductedin a transparent and systematic manner with
focus on business records of theTaxable Person and according to the audit plan
for each Taxable Person.
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Stage wise action for audit

1. Preparation/updating of Taxable Person master file containingcomprehensive
Taxable Person profile.
i1.  Collection of all relevant documents, data reconciliation statement andreply to
questionnaire.
1. Desk review on the basis of relevant documents and interview of theTaxable
Person.
iv.  Formulation and approval of audit plan based on desk review.
v.  Conducting audit verification on the basis of the approved audit plan.
vi.  Suggestions on correction/improvements to Taxable Person for futureguidance.
vil.  Preparation of draft audit report and its submission, along with workingpapers
for discussion.
viii.  Issue of final audit report.
ix.  Follow up action, for monitoring the compliance of various points.

The objective of review of internal controls is to assess whether the Taxable
Personhas reliable systems and controls in place that would produce reliable
accounting business records. Most medium to large companies have ERP
systems in place,which account for all transactions from entry of raw material
to clearance offinal products. Auditors must have a look at these systems and
more relevantlydetermine whether software being used exclusively for the
transactions relatedto GST tax matters is integrated to the main ERP system or
is running parallelto the main ERP. This assessment would be used by the
auditor to decide on theextent of verification required and to focus on areas
with unreliable or missingcontrols. It should be noted that this review must be
commensurate with the sizeof operations.

A small Taxable Person might have little in terms of internal controlswhere as a
large Taxable Person would have sophisticated internal controls inplace. If the
internal controls are well designed and working properly, then it ispossible to
rely on the books maintained by the Taxable Person. The scope and theextent
of the audit can be reduced in such a case. The reverse would be true if
theinternal controls are not reliable. Audit should evaluate the soundness of
internalcontrol of sub-systems/areas like supplies, purchase tax, accounting
etc., andgrade them as good, acceptable and poor.
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The objective of audit verification is to perform verification activities and
documentthem in order to obtain and record audit evidence. The verification
techniquesmust be appropriate for audit objectives identified in the audit plan.
It is importantthat in an audit, the objections that are raised are technically
correct and stand upagainst scrutiny or challenge. Law being open to
interpretation, it may be difficultto test the technical correctness of all
objections. However, it should be correct tothe extent that any professional
auditor, working with and having access to thesame research material would
likely to come to the same conclusion. It also meansthat the auditor must
demonstrate, in writing, the research and reasoning used tobase his/her
application of legislation, policies and jurisprudence.The documents to be
examined include Annual Financial Accounts containingDirector’s Report,
Statutory Auditor’s Report, Balance Sheet, Profit & Loss Accountand Cost Audit
Report. The auditor must go into details of the figures mentionedin the Annual
Financial Statements and for that he must examine Trial Balance,Ledgers,
Journal Vouchers, Invoices and Stock Ledgers. He may also examineCash Flow
Statement, Groupings, Cost Audit Report and Tax Audit Report. Heshould also
check whether the Taxable Person is maintaining the statutory recordsas
required under various statutes especially under the CGST & IGST Act, 2017.

A physical tour provides confirmation of much of the information gathered.
Ithelps the auditor to familiarize himself with the manufacturing processes,
identifythe intermediate goods, by-products and wastes/rejects and locate
other activitiesof the Taxable Person. During the tour to a particular section,
the auditor shouldphysically verify the samples of each of the listed documents
maintained in thatsection. The plant tour should cover all areas, from receipt
of raw material, throughmanufacturing process, to the finished goods, storage
and the shipping areas. Theauditor should ensure that he encompasses each
and every aspect necessary forhim to complete the Audit Working Papers. The
purpose of this tour is to gatherinformation from the Taxable Person about the
various systems followed by him inthe areas of purchase, stores, sales, job
work, tax reporting etc.
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An evaluation of Internal controls helps in formulating a detailed programme
ofverification of relevant internal controls of the taxable person. The level
ofdeficiencies in internal controls would determine the coverage and depth of
auditverification required for a particular sub-system in the business unit. In
thisregard, an auditor would normally examine the following:

1. Characteristics of the company’s business and its activities.

i1.  System of maintenance of records and accounts.

1. Identifying the persons handling records for GST purposes.

iv.  Allocation of responsibilities at different levels.

v.  System of internal checks.

vi.  System of movement of documents having relation to GST assessment.
vii.  Inter-departmental linkages of documents and information, and
viil.  System of taxable person’s own internal audit.

An auditor needs to acquaint himself with the systems of control and
documentationin operation. This knowledge is obtained either by discussion
with variousmanagers or by going through documents like procedure manuals,
organizationcharts, job descriptions, flow-charts and records maintained. In
the case of firstaudit, the auditor needs to maintain detailed written record of
his observations ofthe internal control system.

During these verifications, the following information should be correctly
obtainedand recorded.

1. Whether any input is exclusively consumed for fully exempted supplies.
ii.  Whether any inputs consumed for fully exempted as well as taxablesupplies.
iii.  Whether any Capital goods on which input credit is availed are exclusivelyused
for fully exempted supplies.
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A financial audit may show that the financial records agree with the
basicdocuments. This does not necessarily mean that the GST return is correct.
Variousfactors may be the cause of an incorrect return e.g.: - taxable supplies
may nothave been recorded; purchase invoices may have been forged; input
tax mayhave been paid and deducted but the deduction may not be allowable;
discountsmay have been allowed to related companies that may reduce the
taxable valueincorrectly; or goods may have been taken from stock for non-
business reasons andnot recorded in the accounts resulting in an evasion of
the tax. These examples arenot comprehensive but indicative why, only, the
carrying out of a financial audit isnot sufficient for the verification of a GST
return.

A stock take is the responsibility of the taxable person and the auditor’s
actionshould be restricted to the extent necessary to be satisfied that the stock
recordsare correct. If they are considered to be suspect then best judgment
based uponall available documentary evidence, (e.g. cost records), is to be
used to assess thetrue stocks.

Cost accounting is the process of recording, classifying, analyzing,
summarizing,and allocating costs associated with a process, and then
developing various coursesof action to control the costs. Cost accounting
examines the cost structure ofa business. It does so by collecting information
about the costs incurred by aorganization’s activities, assigning selected costs
to products and services andother cost objects, and evaluating the efficiency of
cost usage.Cost Audit represents the verification of cost accounts and check on
theadherence to cost accounting plan. Cost Audit ascertains the accuracy of
costaccounting records to ensure that they are in conformity with Cost
Accountingprinciples, plans, procedures and objective.

Cost audit objective is to establish the accuracy of costing data and ensure
efficientfunctioning of the industry. The objective of maintaining cost records
is to trackthe resources consumed and only relevant costs are considered for
pricing of theproduct or services. Similarly GST audit should ensure that the
input tax credit isavailed by the organization for taxable supplies only and the
taxable value of theproduct or service is accurately determined and tax liability
discharged accordingly.
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For GST audit, the auditor is required to understand
the following:
The nature of the entity, (including its operations covering Business

Processes,major inputs, major outputs, wages etc.,) and the entity’s ownership
and governancestructure.

Relevant industry, regulatory and other external factors including the
applicablecost and financial reporting framework.

Understanding of internal controls and Information Technology and control
systemof the entity.

Updated knowledge of the GST Act, Rules, notifications and clarifications
issuedby the GST authorities.

Reconciliation Requirement:

HSN code wise Taxable Turnover and QuantityTaxable Turnover — Tax Rate
wise — MonthlyDetermination of Taxable Turnover, tax amount under
IGST,CGST/SGST.

Tax liability under Reverse charge mechanism, Reconciliation of Turnover as
perbooks of accounts and monthly return submitted (GSTR3B/GSTR1) and
identifythe additional tax liability if any.

Complied by,

Mrs. Riddhi Pande
WROO0550628
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WICASA Events (April 2019)

Date Event Speaker
27th April 2019 Voting Awareness Election Nodal Officer &
meeting Asstt.Commissioner PCMC
30th April to Refresher Course on CA. Pritam Mahure, Pune
17thMay 2019 GST-"Dnyan Satra"
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SNAPSHOTS FOR EVENTS
(April 2019)

rrrr

Voig Awareness Program held
At ICAl Pimpri-Chinchwad Branch
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WICASA PIMPRI CHINCHWAD BRANCH OF WIRC OF ICAI

ICAI Bhawan Plot No. 17 /8 A,
atNigdi, Dattanagar,
Near Bhakti Shakti chowk,
Dehuroad Cantonment Board,
Behind Indian Oil Petrol Pump, Pune 411044.

Contact No:
8237119966/77

Email:
pimpri.chinchwad@icai.org
pimpriicai@Qgmail.com

Website:

http:/pimprichinchwad-icai.org/

Instructions

Update Contact Number and e-mail ID with the branch.
Please contribute to Students Newsletter in the forms of Articles, Compilations or any other

usefulinformation.

DISCLAIMER

TheaboveinformationhasbeencompiledonlyfortheBranchNewsletterpurposeforthestudentsof Pimpri-
ChinchwadBranchofICAI.Whileeveryefforthavebeenmadetokeeptheaboveinformation error free, the Institute or any of its office
do not take the responsibility for any typographical or clerical error which may have crept in while compiling the above
information. Further, the above informationissubjecttotheprovisionscontainedunderdifferentActsandstudentsareadvisedto refer
to those relevant provisionsalso.
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