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TAX AUDIT QUALITY REVIEW BOARD(TAQRB)

CLAUSE 44 FORM 3CD - AUGUST 4,2023

Objectives of Tax Audit

One of the objectives of tax audit is to ascertain/derive the requirement of Form No. 3CD
and report in Form Nos. 3CA/3CB. Apart from reporting requirements of Form Nos.
3CA/3CB, an audit for tax purposes would assure that the books of account and other
records are properly maintained, that they reflect the true and correct particulars in Form
No. 3CD. It can also facilitate the administration of tax laws by a proper presentation of
accounts before the Guidance Note on Tax Audit under Section 44AB of the

tax authorities and considerably save the time of Assessing Officers in carrying out routine
verifications, like checking correctness of totals and verifying whether purchases and sales
are properly vouched for or not. The time of the Assessing Officers saved could be utilized
for attending to more important and investigational aspects of a case.

Clause 44
It was added wef 20" August 2018
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Reporting under this clause was deferred till 31st March 2019 vide Circular No. 6/2018 dated 17t
August 2018, hence nothing was to be reported
under this clause for AY 2018-19

Co-relating GST data with Income Tax Data

Interpretation of wordings “"Expenditure”
1. Interpretation should be “broader” with reference to Capital Expenditure as well as
Revenue Expenditure

Expenditure | In respect of | Entities Under
registered | GST
S| | Total Relating to Relating to Relating to | Total Expenditure
No | Amount Goods or entities Other Payment to | relating to
of services Falling Registered | Registered entities not
Expenditure | Exempt under Entities Entities registered
Incurred from GST Composition under GST
during Scheme
The year
1) | (2) 3) (4) (5) (6) (7)
Reporting

1. Reporting is to be made by all assesses who are registered under GST or not

2. To be reported in major heads or as a consolidated figure or by addition of rows

3. Methodology of such reporting is to be made as a part of Notes to Form 3CA

4. Status of the party on the date of “"Supply” is considered as relevant on the basis of data and
information provided and made available

In order to verify the details filled in, the tax auditor needs to obtain from the assessee, the required
details in the below tabular format (an illustrative format which may be modified by the Tax auditor
according to the facts and circumstances). The Tax auditor should verify the details furnished with the
underlying document on a test check basis and retain the same as part of his working papers.

Expenditure | Name of the GSTN Value Debited | Value for | Total Reason
Head entity to of the to Expenditure | which amount for “"NIL
whom entity A/c ITCis paid to “ GST
payment is taken Vendor
made

An appropriate disclosure should be made by the Tax auditor in Form 3CA/3CB, as the case may be, for
the view taken by the assessee in relation to the meaning of “Total expenditure” and the method of filling
up the appropriate columns. If the assessee is not in a position to give the details as required in clause
44, an appropriate disclosure/disclaimer may be made by the auditor in Form 3CA/3CB. Where the
assessee has provided reason for not being able to provide details, the same may be reported, if found
appropriate.

Controls and Checks
Figure of Serial number 2 = Serial number 6 PLUS Serial number 7

Amount
(Rs.)

Description
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Total Value of Expenditure in P & L for the | XXXX

year
Add: Total Value Capital Expenditure Not XXXX
Included inP & L

Less: Total Value Of non-cash Charges XXXX

considered as expenditure

Less: Total Value of Expenditure Excluded For | XXXX
being Transactions in securities and
Transactions In money

Less: Total value Of Expenditure Excluded by | XXXX
virtue of Schedule 111 to the CGST Act,2017

Balance being Value of Expenditure for XXXX
clause 44

Expenditure relating to other registered entities (column 5). Value of all inward supplies from
registered dealers, other than supplies from composition dealers and exempt supply from registered
dealers, are to be mentioned here.

Total payment to registered entities (column 6): the language used in sub-heading of column 6 is total’
payment’ to registered entities. The word ‘payment’ should harmoniously be interpreted as ‘expenditure’
as the combines heading of columns (3), (4), (5) is ‘Expenditure in respect of entities registered under
GST’. Hence, the total expenditure in respect of registered entities i.e, sum total of values reported in
columns (3), (4) and (5) should be reported in Column 6.

Expenditure relating to entities not registered under GST (column 7): The value of inward supply of
goods and/or services received from unregistered persons should be reported here. It should be ensured
that the total of columns 6 and 7, tallies with the amount mentioned in column (2) expect to the extent of
expenditure/ allowance mentioned in above paras. The auditor may retain the reconciliation prepared by
the assessee for verification.

Suggested Notes

Serial number 5

We have been informed by the assessee that, the information required under this clause has been
maintained only in respect of expenditure of those entities registered under GST Law, on which
Input Tax Credit (ITC) has been availed as per various provisions of GST Law.

Such expenditure are shown in Column number 5 of this clause. (“Relating to Other Registered
Entities”)

Specific Exclusions from expenditure

Bad Debts Written Off

Provision for Doubtful Debts

Provision for diminution in the value of investments
Losses etc on Securities / Shares Transactions
Salaries

VVVVYYVY

Other clauses with can be co-related during the course of assessment
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Clause

10(a) Nature of business / profession
In case of more than 1 business nature
Of every business profession
10(b) If there is any change in the nature of business / profession,

Particulars of such change

11(a), (b), [c]

Books of account

13(a) to (f)

Method of accounting

14 (a) and (b)

Method of valuation of closing stock
Deviation from such method

18 Particulars of Depreciation allowable
21(a) Please furnish the details of amounts debitedto P & L
27(a) Opening Balance
Availment
Utilization
Of “ITC"” and treatment of outstanding balance in the books of account
27(b) Prior Period — Income / Expenditure
35(a) & (b) Quantitative Details - Trading concern and Manufacturing Concern
40 Ratio analysis

Maintenance of Books of Accounts
Under GST Act

Every registered person has to maintain GST records at the principal place of

business.

Records to be maintained under GST Law
by every registered person

Production or manufacture of goods
Inward and outward supply of goods or services or both
Stock of goods

Input tax credit availed
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« Output tax payable and paid and

« Other particulars as may be prescribed

Books of accounts as per Rule 6F

Details of stock of drugs, medicines, and other consumables used (persons

carrying on medical profession)

Input Tax Credit
Eligible

Section 16 of the CGST Act

If the goods or services purchased are further used for business purposes and not
personal use

( Link it with Section 37 of the IT Act, 1961 — Residuary section — States that,
expenditure can not be claimed if it is in the nature of personal expenses )

Action points :-

> Domestic Travelling Expenses eg. Air Travel, Railways Travel
» International Travelling Expenses - Purpose

Ineligible
Availed
Utilized
Balance
Sr | Particulars Implications Likely Questions in
No Assessment
01 | ITC claimed being eligible It means that, expenditure | Prove that, all expenses
is incurred for business on which deduction is
purposes claimed are really
incurred for business
purposes
02 | ITC not claimed It may mean that, either Amount of “ITC Claimed”
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Being not eligible

full or part expenditure is
not allowable in nature

in proportion can be
questioned

03 | ITC not eligible on Motor Vehicle, To prove that, addition to | There are certain
Vessels, Aircrafts Fixed asset includes GST exceptions where such
ineligible claims is allowed
wherein such “ITC" is
allowed
04 | ITC not eligible on Services of general | To prove that, debit to ITC | There are certain
insurance, servicing, repair and A/c ( Current Asset ) or exceptions where such
maintenance relating to motor Debit to Current Liability claims is allowed
vehicles, vessels or aircraft does not contain such wherein such “ITC" is
portion of “ITC” which is allowed
not eligible
05 | ITC is not eligible on expenditure in To prove that, debit to ITC | There are certain
respect of Food and beverages, A/c ( Current Asset ) or exceptions where such
outdoor catering, beauty treatment, Debit to Current Liability claims is allowed
health services, cosmetic and plastic does not contain such wherein such “ITC" is
surgery. portion of “ITC"” which is allowed
not eligible
06 | ITC is not eligible on expenditure in To prove that, debit to ITC | There are certain
respect of Membership in a club, A/c ( Current Asset ) or exceptions where such
health, and fitness centre Debit to Current Liability claims is allowed
does not contain such wherein such “ITC" is
portion of “ITC” which is allowed
not eligible
07 | ITC is not eligible on expenditure in To prove that, debit to ITC | There are certain
respect of Rent-a-cab, health A/c ( Current Asset ) or exceptions where such
insurance and life insurance Debit to Current Liability claims is allowed
does not contain such wherein such “ITC" is
portion of “ITC” which is allowed
not eligible
08 | ITC is not eligible on expenditure To prove that, debit to ITC | There are certain
on Travel benefits are extended to A/c ( Current Asset ) or exceptions where such
employees on vacation such as leave Debit to Current Liability claims is allowed
or home travel concessions does not contain such wherein such “ITC" is
portion of “ITC” which is allowed
not eligible
09 | Works contract service for To prove that,
construction of an immovable property | depreciation is claimed on
(except plant & machinery or for GST portion in respect of
providing a further supply of works an immovable property,
contract service) other than Plant &
Machinery
10 | Goods and services used for What is important is that,
construction of an immovable property | even if Building is used for
whether to be used for Personal or business purposes “ITC” is
Business Purposes not allowed
11 | Goods and/or services where tax has Composite Dealers are Therefore, a clear
been paid under the composition registered under GST Law. | segregation is required
scheme at “"Master Level” by an
addition of field as a
Composite Dealer
12 | ITC is not eligible on goods stolen, Inventory records should Any disallowance or

destroyed, written off or disposed off
by way of gift or free samples

be scientifically
maintained

passing entry for Prior
Year’s expenses in the
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Scrap sales data to be
captured correctly to co-
relate the same as to
whether ITC is availed

subsequent year shall be
a problem, as usually
allowing Prior Year’s
expenses becomes a
problem

13 | ITC utilized or availed by the Search To check whether IT
reason of fraud or willful Survey Department has
misstatements or suppression of Seizure initiated an action
facts or confiscation and seizure of under various
goods. Provisions of Section 132 provisions of Section

of the IT Act, 1961 132

14 | Expenditure on CSR initiatives Expenditure on CSR is not

an allowable deduction
under the IT Act, 1961
and hence “ITC"” element
in CSR expenses is not an
allowable expenditure

15 | High sea sales and similar transactions | Amendment is wef
that are neither supply of goods or 01.02.2023
services are considered exempt and
hence ITC proportional to such sales
cannot be claimed as per revised
Section 17(3)

16 | Section 16 is amended to state that Amendment is wef Any such payment
buyers who fail to pay their supplier 01.02.2023 and debited to P & L
the invoice value, including the GST A/c may be trated as
amount, within 180 days from the date a Prior Year’s
of issue of the invoice, must pay an Expenses
amount equal to the ITC claimed along
with interest under Section 50.

17 | The transactions are classified under Amendment to Supply of goods from a
the Schedule Il of the GST Act as retrospectively apply place in the non-

Neither goods nor services”. from 15 July 2017 taxable territory to

Schedule Il Clause 7 another place in the
non-taxable territory
without such goods
entering into India.

18 | The transactions are classified under Amendment to Sale from Custom

the Schedule Ill of the GST Act as
“Neither goods nor services”.

Schedule Il Clause 8

retrospectively apply
from 15t July 2017

Warehouse or high sea
sale

THANKS
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