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Independence

* The Devil’s Financial Dictionary — Jason Zweig

* AUDITOR, n In Latin, “one who hears”; in
English, also one who obeys. All too often,
accountants approve a company’s financial
statements exactly as the company’s management
wishes them to be presented.

* “It’s our job as auditors to do whatever we
can to ensure that a company’s financial
statements are presented fairly and
accurately,” said Seymour Billings, a partner
in the Chicago office of the accounting firm
of Tinker Hyde Alter & Berry, on a recent visit
to one of his largest clients, a retail chain.
“We’re not policemen or fraud detectors,”
Mr. Billings added, while in the adjacent
building, employees of the retailer loaded
filing cabinets full of financial records into a
garbage truck.”

it is well to remember that annual reports
nowadays are generally designed to build up
stockholder goodwill.

it is important to go beyond them to the
underlying facts. Like any other sales tool, they
are prone to put a corporation’s “best foot
forward”. They seldom present balanced and
complete discussions of the real problems and
difficulties of the business.

Often they are too optimistic.




* Sec.

* Sec.

Legal Provisions

59 of the CGST Act, 2017

Every registered person shall self-assess the taxes payable under this Act and furnish a return for
each tax period as specified under section 39.

44 of the CGST Act, 2017

(1) Every registered person, other than an Input Service Distributor, a person paying tax under
section 51 or section 52, a casual taxable person and a non-resident taxable person, shall furnish an
annual return for every financial year electronically in such form and manner as may be prescribed
on or before the thirty-first day of December following the end of such financial year :

(2) Every registered person who is required to get his accounts audited in 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 the audited annual accounts and a reconciliation statement,
reconciling the value of supplies declared in the return furnished for the financial year with the
audited annual financial statement, and such other particulars as may be prescribed.



Legal Provisions

* Sec. 35(5)

* Every registered person whose turnover during a financial year exceeds the prescribed limit shall get his
accounts audited by a chartered accountant or a cost accountant and shall submit a copy of the audited
annual accounts, the reconciliation statement under sub-section (2) of section 44 and such other
documents in such form and manner as may be prescribed

« Rule 80(3)

* Every registered person whose aggregate turnover during a financial year exceeds two crore rupees shall
get his accounts audited as specified under sub-section (5) of section 35 and he shall furnish a copy of
audited annual accounts and a reconciliation statement, duly certified, in FORM GSTR-9C, electronically
through the common portal either directly or through a Facilitation Centre notified by the Commissioner.

* Provided that every registered person whose aggregate turnover during the financial year 2018-2019
exceeds five crore rupees shall get his accounts audited as specified under sub-section (5) of section 35
and he shall furnish a copy of audited annual accounts and a reconciliation statement, duly certified, in
FORM GSTR-9C for the financial year 2018-2019, electronically through the common portal either
directly or through a Facilitation Centre notified by the Commissioner




Every Registered Person
other than ISD, CTP,
NRTP, Person deducting
TDS or collecting TCS

Whose aggregate
Turnover during FY does
not exceeds Rs 2 cr

Whose aggregate
turnover during FY
exceeds Rs 2cr but does
not exceeds Rs 5 cr

Whose aggregate
turnover during FY
exceeds Rs 5 cr

Optional to file Form
GSTR-9 / 9A, else
deemed to be filed

GSTR-9 filing is
mandatory. GST Audit
not required

GSTR 9+ GSTR 9C +
Audit Report




Legal Provisions

e Sec. 2(13)

e “audit” means the examination of records, returns and other documents maintained
or furnished by the registered person under this Act or the rules made thereunder or
under any other law for the time being in force to verify the correctness of turnover
declared, taxes paid, refund claimed and input tax credit availed, and to assess his
compliance with the provisions of this Act or the rules made thereunder;

* Whether the said definition will apply to GSTR-9C ?



I Press Release dated 03/07/2019

h) Role of chartered accountant or a cost accountant in certifying reconciliation
statement: There are apprehensions that the chartered accountant or cost accountant may go
beyond the books of account in their recommendations under FORM GSTR-9C. The GST Act is clear
in this regard. With respect to the reconciliation statement, their role is limited to reconciling the
values declared in annual return (FORM GSTR-9) with the audited annual accounts of the taxpayer.



Basic structure of GSTR —9C

Part A — Reconciliation Statement with recommendation of additional liability on account
of non-reconciliation

Is your input tax credit Is your input tax credit
correct as compared to correct as compared to
the ledgers ? heads of expenditure ?

Is your total turnover Is your taxable turnover Is your output tax
correct ? correct ? payable correct ?

Part B — Certification sub-divided into I. & II.

Record keeping Particulars in GSTR — 9C are “true and fair” — Scope ??




Interplay between Annual Return & GSTR —9C

* GSTR-9

 Qutward side — based on actuals
* Inward side — based on GSTR — 3B

* GSTR-9C

* A bridge between the books and GSTR -9



Interplay between Annual Return & GSTR —9C

Understanding Manner of the Financial
the business of Emed mMaintenance of =mmd statements/Trial
the tax payer various records balance

Examining the
reconciliations

Comparison with Suggesting
GSTR -1, 2A, 3B, appropriate
TDS & TCS action

Finalizing GSTR - Finalizing GSTR -
9 9C



Importance

* Sec.

* Sec.

73(10)

The proper officer shall issue the order under
sub-section (9) within three years from the
due date for furnishing of annual return for
the financial year to which the tax not paid or
short paid or input tax credit wrongly availed
or utilised relates to or within three years
from the date of erroneous refund.

74(10)

The proper officer shall issue the order under
sub-section (9) within a period of five years
from the due date for furnishing of annual
return for the financial year to which the tax
not paid or short paid or input tax credit
wrongly availed or utilised relates to or within
five years from the date of erroneous refund.



Importance

Explanation 2 to Section 74 —

For the purposes of this Act, the expression
“suppression” shall mean

non-declaration of facts or information which a
taxable person is required to declare in the return,
statement, report or any other document
furnished under this Act or the rules made
thereunder,

or failure to furnish any information on being
asked for, in writing, by the proper officer.



Approach

* Aspect of reconciliation is pivotal.

 However while undertaking reconciliation the auditor is indeed expressing an
opinion on the truth and fairness with respect to its constituents.

* Therefore the auditor needs to be diligent and aware about the risks.
e Assurance to be given of record keeping and reconciliation.

* Also an opportunity to inform to avoid “suppression” and invocation of “extended
period.”



Auditor
recommendation

Pt.V

Auditor's recommendation on additional Liability due to non-reconciliation

To be paid through Cash

Description

Value

Central
tax

State tax
/ UT tax

Integrated
tax

Cess, if
applicable

1

2

3

4

6

5%

12%

18%

28%

3%

0.25%

0.10%

Input Tax
Credit

Interest

Late Fee

Penalty

Any other amount paid for supplies not included
in Annual Return (GSTR 9)

Erroneous refund to be
paid back

Outstanding demands to
be settled

Other (PI.
specify)




e By Auditor:

s _ * | hereby solemnly affirm and declare that the
Verification information given herein above is true and correct to the
best of my knowledge and belief and nothing has been
concealed there from.

* By Registered Person:

* | hereby solemnly affirm and declare that | am uploading
the reconciliation statement in FORM GSTR-9C prepared
and duly signed by the Auditor and nothing has been
tampered or altered by me in the statement. | am also
uploading other statements, as applicable, including
financial statement, profit and loss account and balance
sheet etc.



e Sub-part—|
e Certification in cases where the reconciliation

statement (FORM GSTR-9C) is drawn up by the
person who had conducted the audit.

PAR"_B _ e Sub-part—II

* Certification in cases where the reconciliation

C E Rnl F | CATl O N statement (FORM GSTR-9C) is drawn up by a

person other than the person who had
conducted the audit of the accounts.




I Basic structure of Part — B (sub-part I)

Para No. Content

1 I/we have examined the—
(a) balance sheet ason .........
(b) the *profit and loss account/income and expenditure account for the period beginning from .............. toendingon ....... , and
(c) the cash flow statement for the period beginning from ........... to endingon ......... , — attached herewith, of M/s ............... (Name),
..................................... (Address), ....cccccecvvvvvnnnnn..(GSTIN).
2 Based on our audit I/we report that the said registered person—

*has maintained the books of accounts, records and documents as required by the IGST/CGST/<<>>GST Act, 2017 and the
rules/notifications made/issued thereunder

*has not maintained the following accounts/records/documents as required by the IGST/CGST/<<>>GST Act, 2017 and the
rules/notifications made/issued thereunder:

1.

2.

3.




Basic structure of Part — B (sub-part I)

3 (a) *I/we report the following observations/ comments / discrepancies / inconsistencies; if any:

(b) *I/we further report that, -

(A) *I/we have obtained all the information and explanations which, to the best of *my/our knowledge and belief, were necessary
for the purpose of the audit/ information and explanations which, to the best of *my/our knowledge and belief, were necessary
for the purpose of the audit were not provided/partially provided to us.

(B) In *my/our opinion, proper books of account *have/have not been kept by the registered person so far as appears from*my/
our examination of the books.

(C) I/we certify that the balance sheet, the *profit and loss/income and expenditure account and the cash flow Statement are *in

agreement/not in agreement with the books of account maintained at the Principal place of business at ..........cc...cc...... and **
........................ additional place of business within the State.
4 The documents required to be furnished under section 35 (5) of the CGST Act/SGST Act and Reconciliation Statement required to

be furnished under section 44(2) of the CGST Act/SGST Act is annexed herewith in Form No. GSTR-9C.




I Basic structure of Part — B (sub-part I)

Para No. Content

5 In *my/our opinion and to the best of *my/our information and according to explanations given to *me/us, the
particulars given in the said Form No.GSTR-9C are true and fair subject to following observations/qualifications, if
any:




Basic structure of Part — B (sub-part Il)

Para

No. Content

1 *1/we report that the audit of the books of accounts and the financial statements of M/s. .......coovvieiiiiiiiicieeecccinneee. (Name and address
of the assessee with GSTIN) was conducted by M/s. .......cooovveecieeiiieeecie e e (full name and address of auditor along with
status), bearing membership number in pursuance of the provisions of the .........ccccoeeviiiiiennnnee. Act, and *I/we annex hereto a copy of
their audit report dated ........cceeveeeiiiiiiiiiinnnns along with a copy of each of :-
(a) balance sheetason .........
(b) the *profit and loss account/income and expenditure account for the period beginning from .............. toendingon ....... ,
(c) the cash flow statement for the period beginning from ........... toending on ......... , and (d) documents declared by the said Act to be

part of, or annexed to, the *profit and loss account/income and expenditure account and balance sheet.

2/4/5 Same as that in sub-part I.

3 Not contained




e Related to:

Observations, ' ZCOFI’(e f : e
- . * Books of accounts, records an

qualifications & documents

remarks * Reconciliation aspects

e Other issues



N A * Advisable to put the scope as understood.
Observations

’ e |llustrative —

q Ud ‘ |f| Cat ons & * “Based on the provisions of law as

contained u/s 35(5) of the CGST Act, 2017

_ read with Sec. 44(2) of the said Act along
remad rkS with the press release dated 03/07/2019,

r t d t the scope of certification is limited to the
e a e O reconciliation of values as declared in the
annual return with the audited financial

SCO p e statements.”




Observations,
gualifications &
remarks —
related to books
of accounts,
records and
documents

nat are ‘books of accounts’ ?
nat are ‘records’ ?

nat are ‘documents’ ?



' e ‘Books of ts’ not defined in the Act
ObservathnS, OOKS OT accounts no erined In e AC

* Meaning of ‘books of accounts’ & ‘records’ to

qualiﬂcatiOﬂS & be deciphered from Chapter VIlI
e Chapter VIl of the CGST Act, 2017 contains
rema rkS —Ie | ated provisions related to accounts and records
to books Of e SECTION 35 - Accounts and other
records
accounts, records + SECTION 36 - Period of retention of

accounts

and documents



Observations,
qgualifications &
remarks — related
to books of
accounts, records
and documents

e Sec. 35(1) - Every registered person shall keep and maintain, at
his principal place of business, as mentioned in the certificate of
registration, a true and correct account of —

* (a) production or manufacture of goods;

* (b) inward and outward supply of goods or services or both;
* (c) stock of goods;

* (d) input tax credit availed;

* (e) output tax payable and paid; and

* (f) such other particulars as may be prescribed

* Provided that where more than one place of business is
specified in the certificate of registration, the accounts
relating to each place of business shall be kept at such
places of business :

* Provided further that the registered person may keep and
maintain such accounts and other particulars in electronic
form in such manner as may be prescribed



Observations,
gualifications &
remarks —
related to books
of accounts,
records and
documents

* CHAPTER VII of CGST Rules, 2017

* Rule 56 - Maintenance of accounts by
registered persons

* Rule 57 - Generation and maintenance of
electronic records



Observations, qualifications & remarks — related to

books of accounts, records and documents

* Rule 56 — True and correct account to be maintained of (illustrative) —

Goods or services imported or exported
Supplies attracting payment of tax on reverse charge

Goods received and supplied — containing particulars of the opening balance, receipt, supply, goods lost, stolen, destroyed,
written off or disposed of by way of gift or free sample and the balance of stock including raw materials, finished goods,
scrap and wastage thereof

Separate account of advances received, paid and adjustments

Details of tax payable, tax collected and paid, input tax, input tax credit claimed
Names and complete addresses of suppliers

Names and complete addresses of the persons to whom he has supplied
Complete address of the premises where goods are stored

Monthly production accounts showing quantitative details of raw materials or services used in the manufacture and
guantitative details of the goods so manufactured including the waste and by products thereof.

Quantitative details of goods used in the provision of services, details of input services utilised and the services supplied
Works contractor to maintain separate accounts related to the works contract

Agent to maintained records of goods and services received/supplied

Carrier and C & F agent to maintain records of goods handled



Observations, qualifications & remarks — related to
books of accounts, records and documents

* Rule 56(8)

* Any entry in registers, accounts and documents shall not be erased, effaced or
overwritten, and all incorrect entries, otherwise than those of clerical nature, shall be
scored out under attestation and thereafter, the correct entry shall be recorded and
where the registers and other documents are maintained electronically, a log of every
entry edited or deleted shall be maintained

e Rule 56(15)

* The records under the provisions of this Chapter may be maintained in electronic form
and the record so maintained shall be authenticated by means of a digital signature.



Observations, qualifications & remarks — related to
books of accounts, records and documents

e Rule 57 — Deals with:
* Electronic back-up of records



Observations, qualifications & remarks — related to
books of accounts, records and documents

* Sec. 35(2)

* Every owner or operator of warehouse or godown or any other place used for storage of goods
and every transporter, irrespective of whether he is a registered person or not, shall maintain
records of the consigner, consignee and other relevant details of the goods in such manner as
may be prescribed

* Rule 58 - Records to be maintained by owner or operator of godown or warehouse and transporters

* Requirement of obtaining unique enrolment number

* Records related to goods transported, delivered and stored in transit to be maintained by
transporter.

* Records related to receipt, dispatch, movement and disposal of goods to be maintained by the
owner or operator of a warehouse or godown.

 |dentified storage of goods item-wise and owner-wise.



Observations, qualifications & remarks — related to
books of accounts, records and documents

* Sec. 36

* Every registered person required to keep and maintain books of account or other records in
accordance with the provisions of sub-section (1) of section 35 shall retain them until the
expiry of seventy-two months from the due date of furnishing of annual return for the year
pertaining to such accounts and records :

* Provided that a registered person, who is a party to an appeal or revision or any other
proceedings before any Appellate Authority or Revisional Authority or Appellate Tribunal or
court, whether filed by him or by the Commissioner, or is under investigation for an offence
under Chapter XIX, shall retain the books of account and other records pertaining to the
subject matter of such appeal or revision or proceedings or investigation for a period of one
year after final disposal of such appeal or revision or proceedings or investigation, or for the
period specified above, whichever is later.




Observations,
gualifications &
remarks —
related to books
of accounts,
records and
documents

What are the ‘documents’ ?

Tax invoice — Sec. 31(1)/(2) read with Rule 46
* Time limits — Sec. 31 read with Rule 47
* Manner of issuing the invoice — Rule 48
* Special cases —Rule 54 (e.g. GTA)

Bill of supply — Sec. 31(3)(c) read with Rule 49
* Invoice-cum-bill of supply — Rule 46A

Receipt voucher — Sec. 31(3)(d) read with Rule 50
Refund voucher — Sec. 31(3)(e) read with Rule 51
Invoice under RCM — Sec. 31(3)(f)

Payment voucher under RCM — Sec. 31(3)(g) read with
Rule 52

Credit notes/debit notes — Sec. 34 read with Rule 53
Delivery challan — Rule 55
E-way bill — Sec. 68 read with Rule 138



Observations, qualifications & remarks — related to
books of accounts, records and documents

* Nature of observations (illustrative) —

* “Maintenance of books of accounts, records and documents is the primary responsibility of the
management. Our responsibility is to express an opinion on the sufficiency of the same to draw the
reconciliation statement. As per the information and explanation given to us and on the basis of
our examination of records of the taxpayer, the taxpayer has maintained books of accounts,
records and documents as required by the IGST/CGST/<<>>GST Act, 2017 except ........... g

* “On an overall basis the taxpayer has maintained books of accounts, records and documents which
in our opinion are sufficient to draw true and fair reconciliation statement.”

* “The books of accounts, records and documents not maintained are in our opinion not material to
the reconciliation statement.”

« “Additional place not declared but the supplies received/made from the said place are taken into
consideration in the reconciliation statement.”



Observations, qualifications & remarks — related to
books of accounts, records and documents

* Nature of qualifications (illustrative) —

* “Maintenance of books of accounts, records and documents is the primary responsibility
of the management. Our responsibility is to express an opinion on the sufficiency of the
same to draw the reconciliation statement. As per the information and explanation given
to us and on the basis of our examination of records of the taxpayer, the taxpayer has
maintained books of accounts, records and documents as required by the
|IGST/CGST/<<>>GST Act, 2017 except ........... o

* “We have therefore refrained from stating and certifying the details under Table

on account of the non-maintenance of the referred records and documents.”



Observations, qualifications & remarks — related to
reconciliation

e Relaxations for FY 2017-18 & 18-19
* Notification No. 56/2019 — Central Tax dt. 14.11.2019

5B to 5N For FY 2017-18 and 2018-19, the registered person shall have an option to not fill this
table. If there are any adjustments required to be reported then the same may be
reported in Table 50

12B & 12C For FY 2017-18 and 2018-19, the registered person shall have an option to not fill this
Table.

14 For FY 2017-18 and 2018-19, the registered person shall have an option to not fill this

Table.

e “True & fair” in Part B vis-a-vis “True & correct” in Part A.




S * In *my/our opinion and to the best of *my/our
O bse rvat O S, information and according to examination of

books of account including other relevant

q Uud ‘ |f| Cat ONns & documents and explanations given to *me/us,

the particulars given in the said Form No.9C are

rermada rkS — true and fair subject to the following
observations/qualifications, if any:

related to

reconciliation




Observations, qualifications & remarks — related to

reconciliation

Il - Reconciliation of turnover declared in audited > remenElEien o Cress Inever
Annual Financial Statement with turnover
declared in Annual Return (GSTR9) 7 Reconciliation of Taxable Turnover
I : R iliati f ise liabili
lll - Reconciliation of tax paid 9 econciliation of rate wise liability and amount
payable thereon
Reconciliation of ITC declared in GSTR — 9 with ITC
12 . . : :
availed as per audited Annual Financial Statement
IV - Reconciliation of Net Input Tax Credit (ITC)
Reconciliation of ITC declared in GSTR — 9 with ITC
14 availed on expenses as per audited Annual

Financial Statement or books of account




Observations,
gualifications &
remarks —
related to
reconciliation

Issues:

Facts Law Mixed facts-law

A 4

Importance vis-a-vis invocation of extended period (Sec. 74)

Assertions of facts not verifiable from records/documents.

Role of written representations.




Observations, qualifications & remarks — related to
reconciliation

* SA 580 - Written Representations as Audit Evidence

* Written representations — A written statement by management provided to the auditor to
confirm certain matters or to support other audit evidence. Written representations in this
context do not include financial statements, the assertions therein, or supporting books and
records.

* Audit evidence is all the information used by the auditor in arriving at the conclusions on
which the audit opinion is based.

* Although written representations provide necessary audit evidence, they do not provide
sufficient appropriate audit evidence on their own about any of the matters with which they
deal. Furthermore, the fact that management has provided reliable written representations
does not affect the nature or extent of other audit evidence that the auditor obtains about the
fulfillment of management’s responsibilities, or about specific assertions.



Observations, qualifications & remarks — related to
reconciliation

Basic written representations required —

It has provided the auditor with all relevant information and access as agreed in the terms of the audit
engagement.

 GSTR -9C engagement to clearly specify the scope.

All transactions have been recorded and are reflected in the financial statements/records maintained as per
law.

Management’s responsibilities shall be described in the written representations.
The written representations shall be in the form of a representation letter addressed to the auditor.

If written representations are inconsistent with other audit evidence, the auditor shall perform audit
procedures to attempt to resolve the matter.

If management does not provide one or more of the requested written representations, the auditor shall
discuss with the management and take appropriate action by way of observation/qualification.



Observations, qualifications & remarks — related to
reconciliation

5A Turnover (including exports) as per audited financial statements for the State / UT Process of internal derivation.
(For multi-GSTIN units under same PAN the turnover shall be derived from the Management representation on the internal
audited Annual Financial Statement) derivation.
Management representation on the State-
wise trial balance/separate records.
5B Unbilled revenue at the beginning of Financial Year Management representation on the
completion of supply (especially of services).
5C Unadjusted advances at the end of the Financial Year Management representation on whether the
receipt is in nature of advance or deposit.
5D Deemed Supply under Schedule | Management representation on the records
maintained for intra-entity transactions and
transactions with related parties.
5F Trade Discounts accounted for in the audited Annual Financial Statement but are not | Management representation on the discount
permissible under GST policy (especially oral) pursuant to which the
discounts are granted.
5M Adjustments in turnover under section 15 and rules thereunder Management representation on
barter/related party transactions/open
market value.




Observations, qualifications & remarks — related to
reconciliation

/B

Value of Exempted, Nil Rated, Non-GST supplies, No-Supply turnover

Management representation for supplies
where exemption is based on end-use
(pure services to Govt./Local
Authority/Govt. entity, residential
dwelling for use as residence, declared
tariff, road transportation other than
GTA, etc.).

7C

Zero rated supplies without payment of tax

Management representation related to
services supplied to SEZ/exports.

Reconciliation of rate wise liability and amount payable thereon

Management representation on end-use
based classifications.




Observations, qualifications & remarks — related to
reconciliation

12A ITC availed as per audited Annual Financial Statement for the Process of internal derivation.
State/ UT (For multi-GSTIN units under same PAN this should be | Management representation on the
derived from books of accounts) internal derivation.
Management representation on the
State-wise trial balance/separate
records.
14 Reconciliation of ITC declared in Annual Return (GSTR9) with ITC | Management representations related to

availed on expenses as per audited Annual Financial Statement
or books of account

“eligible ITC” (e.g. Sec. 17(5) -
foundation, Rule 42/43) (Reporting of
Table 14 is optional for 17-18 & 18-19)




Observations,

g
e
e

alifications &
marks —

ated to

reconciliation

e General observation —

Reconciliation statement verified as true &
fair based on audit sampling in accordance
with the applicable standards.

* Specific observations/qualifications/remarks —

Law points (e.g. Sec. 50 (interest), Sec. 16
(180-days, time limits, wrong heads, RCM))?

Bogus transactions ?
Recasting of the books ?
Retrospective amendments ?
Court rulings ?

Revision of the GSTR —9C ?



Truth Is Always Like Oil In Water; No Matter How Much
Of Water You Add, It Always Floats On Top..!




