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Background
It’s already the fourth anniversary of Goods and Services Tax
(GST), and what a transformational and exhilarating journey
it has been for the government and the industry alike! Cynics
may scoff, but no one can deny that GST, a tax reform that
was introduced in 2017 amidst challenging stakeholder
consensus and teething troubles around technological
readiness, has been quite successful in achieving its
primary objectives of simplifying India’s indirect tax regime,
eliminating tax cascading, and curbing tax evasion. The GST
landscape, including law, policies, and the government’s IT
platform, has been evolving constantly over the past four
years, and without doubt, for the better. The journey came
to a standstill for a while last year as businesses

and the government were unprepared to cope with the
disruptions caused by the unprecedented COVID-19
pandemic. From a severe impact on GST collections in the
initial months due to the pandemic-induced lockdowns, to a
quick economic recovery leading to all-time high collections
in the past few months, GST has seen its fair share of ups
and downs.
Despite the magnitude of the pandemic, the government as
well as the industry have been agile enough to quickly adapt
to the ‘new normal’ and revive economic activity. As India
enters its fifth year of GST, let us look at the last year’s key
developments and the road ahead.
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GST - The year gone by
In this section, we will rewind and discuss the significant developments in the GST space, including policy changes by the
government, technological advancements, and the key measures that have been taken to contain the impact on revenues and
other pandemic-induced disruptions:

Revenue collections
Imposing a nationwide lockdown led to a drastic plunge
in GST revenues in Q1, FY 2020-21. Nonetheless, due to
the remarkable resilience shown by the industry leading
to a decent economic recovery, coupled with enhanced
technology-based compliance and analytics, collections
quickly revived and India recorded an all-time high
number of GST collections in April 2021 with revenue
of INR ~1.41 lakh crore. In fact, the country recorded
monthly collections of more than INR ~1 lakh crore for the

past eight months, indicating a trend towards a robust
economic recovery.
However, GST collections for May 2021 dipped a bit due to
lockdowns imposed across states to contain the second wave
of the pandemic that hit the country early April 2021. As India
recovers from the second wave and the government lifts
restrictions, GST collections may again pick pace in the next
few months.
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The nationwide lockdown in March 2020 led to a steep dip in revenue collections in Q1, FY 2020-21. However, revenue
collections augmented gradually due to sharp economic recovery, coupled with enhanced technology-enabled
compliance and analytics, in a build-up to record high collections in Q4, FY 2020-21.
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Legislative amendments
•

COVID-related relief measures: In the wake of a nationwide lockdown imposed in March 2020, the industry virtually
came to a standstill. To revive economic activity, the government proactively announced various relief measures, including
extension of timelines for GST compliances, complete/partial waiver of interest, and refund sanction drives. While
introducing these measures, the government’s specific focus, by means of additional relaxations, was on Micro, Small, and
Medium Enterprises (MSMEs) and small taxpayers, as they were the worst hit by the pandemic.
The onset of the second wave in early April 2021 triggered a nationwide medical emergency, leading to an
unexpected surge in the demand for medical devices and drugs to manage rising infection cases. With this in view,
the GST Council slashed tax rates for various medical goods, such as ventilators, oxygen concentrators, and select
drugs/medicines until 30 September 2021. This step was taken to reduce treatment cost and facilitate smooth pan
India supply of these goods. In addition, subject to prescribed conditions, full customs duty exemption (including
import IGST) was granted on import of specified COVID-19-related goods, when imported for free distribution in the
country. These reliefs/exemptions may be extended until the pandemic situation is fully under control.

•

Compliance and procedural changes: To simplify compliances and curb tax evasion, the following key amendments were
introduced last year:

1

The requirement of a GST audit report certification by specified professionals was done away
with. Instead, taxpayers are allowed to file self-certified reports.

2

A quarterly return and monthly payment scheme was introduced for small taxpayers.

3

A retrospective amendment was made in the law, providing relief in the form of levy of
interest on a net cash basis.

4

The amnesty scheme was introduced to waive-off late fees for delayed filing of GST returns.

5

Specific provisions were introduced to restrict availing Input Tax Credit (ITC) to the extent of
invoices reported by vendors.

6

Rules were amended to restrict use of ITC to 99% of the tax liability in case of specified
taxpayers.

7

The e-way bill facility was mandated to be automatically blocked in cases where returns are
not filed for the two consecutive tax periods.
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Technological advancements
GST was launched with an intent to have an end-to-end, technology-based tax ecosystem. Its objective was to reduce compliance
burden on the industry and allow the government to adopt activities such as data analytics to curb tax frauds and evasion. The
government has been taking continuous steps in this direction. The following are the key and pathbreaking developments achieved
last year on the technology front:
•

Implementing e-invoicing: Despite the COVID-19 crisis and the initial hiccups, e-invoicing, a flagship reform, was
successfully introduced to achieve the government’s objective of real-time reporting of data. E-invoicing was introduced in
a phased manner starting from 1 October 2020, for taxpayers with an annual turnover of above INR 500 crore. Effective 1
April 2021, it was made mandatory for taxpayers with an annual turnover of more than INR 50 crore.
E-invoicing has not only enabled real-time data reporting but also facilitated simplification of compliances through prepopulation of returns, linkage with e-way bills, and automated reconciliations. This will go a long way in achieving India’s
goal of digital and technology-driven administration of taxes, along with curbing tax evasion and minimising compliance
cost for the industry.
MoM taxpayer enrolment
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The phased implementation of e-invoicing led to a continuous increase in taxpayer enrolment. The monthly number
of e-invoices has also been rising and the cumulative count touched 50 crore in May 2021.
•

Other technological enhancements: The e-invoicing system has paved the way for auto compilation of GSTR-1 wherein
data sent to the e-invoice portal, automatically flows to the GST Network (GSTN). In addition, a static report of inward
supplies in Form GSTR-2B (in addition to existing dynamic report in Form GSTR-2A) has been made available for a particular
tax period. Based on these changes, GSTR-3B is auto populated to further simplify the return filing process. More
importantly, taxpayers will know their ITC upfront at the time of filing returns, reducing risk of additional tax, interest, and
penalty exposure at a later stage on account of ITC mismatches.
The tax authorities have also implemented data analytics tools using data from multiple sources, including GST, income
tax, and customs IT systems, to ensure effective tax administration and curb tax evasion by closely monitoring fake billings
and tax filings. According to recent reports, using analytical tools, quite a few fake billing rackets have been detected
past year.
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Compensation to states
Since July 2017, ‘compensation cess’ is being levied on
sin and luxury goods to make up for the loss in revenues
incurred by states on account of implementation of GST.
Per the original plan, the compensation cess was to be
levied for an initial period of five years (i.e., until June
2022), however, the levy of compensation cess could
possibly be extended further beyond June 2022, to bridge
the revenue gap.

To provide funds to state governments struggling with
increased public expenditure (due to the pandemic),
the Central Government borrowed and disbursed the
compensation shortfall of INR ~1.10 lakh crore for FY 2020-21
to states. Further, states were authorised for additional open
market borrowings at 0.5% of their gross state domestic
product, under a special window, to meet the revenue
shortfall.

The year gone by has been quite eventful from a GST perspective, particularly on the digitisation
front, overcoming the initial setback that the pandemic caused to the country’s economic and fiscal
ecosystem.
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GST - What’s on the anvil
Despite the turbulence caused by the pandemic, the
government has remained focused on the key theme of
reviving economic growth. In this wake, it has successfully
implemented key policy and technological reforms.
The industry has also played its role and supported the
government in various initiatives to keep the ball rolling.
Looking ahead, some key initiatives/actions of the government
that are on the anvil and ones that the industry should look out
and prepare for, are listed below:
•

•
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Dynamic QR code for B2C supplies: With an objective
of achieving digital payments and cashless economy, the
government has mandated the printing of a Dynamic Quick
Response (QR) code on B2C invoices raised by large taxpayers
with effect from 1 October 2021. The purpose of including such
a QR code in invoices is to encourage digital payments and
curb the parallel cash economy. The instant requirement may
be extended to more taxpayers in a phased manner.
GST audits: After completing four GST compliance cycles
since July 2017 (with regular checks and balances), GST
authorities will now like to dive deep and test, at a granular
level, accuracy of compliances by taxpayers, and the tax
administration system’s effectiveness in detecting errors
and frauds. GST audit is an important tool in the hands of
the GST administration to meet this objective. With the
period of limitation being five years from the due date
of filing annual returns and the annual returns and audit
report for FY 2017-18 having been filed in February 2020,
GST authorities are now gearing up to review such returns
and conduct GST audits. GST policymakers have compiled
and issued a comprehensive audit manual, providing
guidelines to GST officials to conduct audits. In addition,
some states have also issued their own set of guidelines to

conduct these audits effectively. Although the pandemic
has not allowed audit proceedings to go on in full swing, the
number of audit notices has increased; many companies
have received these audit notices in the past few months.
It is anticipated that as soon as normalcy resumes, the
authorities will take up audit proceedings on priority. Thus,
the industry must review the status of their audit readiness
and take adequate actions on open points.
•

Vendor supply chain and ITC frauds: As the introduction
of GST widened the ITC base for taxpayers, input credits
have emerged as one of the most prominent areas of tax
leakage and fraud. Thus, policymakers are more focused on
rationalising ITC availment in the hands of taxpayers and
detecting ITC frauds.

	Technology-driven systems, coupled with data analytics
tools, have provided authorities an edge. Moreover, the
government now has a sharpened approach to detect
areas of revenue leakage and take steps towards plugging
loopholes in the existing system. Real-time reporting
of invoices, auto-population of returns, and automated
reconciliations, are steps towards timely detection of ITC
misuse and ITC-linked tax leakages. Regular notices on ITC
mismatches and denial of ITC to the recipient, if there is
non-compliance by the vendor, are the focus areas of the
government. The industry will need to prepare and ensure
compliance by the participants in the value chain to protect
credits throughout the chain. Taxpayers should use tools
that the GSTN has provided (or other tools available) to
appropriately verify ITC mismatches, vendor compliance,
and registration status, to identify any potential risks to
credits availed and ensure timely action.
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•

Use of Business Intelligence and Fraud Analytics
(BIFA): The GSTN has developed various BIFA tools
based on Artificial Intelligence (AI) and Machine Learning
(ML) capabilities to identify any red flags/ outliers or
inconsistencies in the data reported by taxpayers through
various GST returns or other means (such as e-way bills).
Based on the analysis done through BIFA tools, GST
authorities are expected to take further action, such as
issuing notices to seek clarifications from taxpayers on
discrepancies/ anomalies detected. Given these plans,
the industry may also need to enhance capabilities in

terms of using technological and analytical tools, to
regularly check the health of the data reported, and
find discrepancies and lapses in compliances (if any).
Detecting red flags ahead of audit, will facilitate timely
corrective action, and save time and cost of litigation and
other penal consequences.
	With the aid of data analytics and GST-specific intelligence,
the government has uncovered quite a few tax-evasion
cases. Below is a snapshot of evasion cases detected
between July 2017 and August 2020:
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With the help of BIFA and data analytics, the government will continue to unearth tax evasions cases and plug revenue
leakages.

These steps give a clear sense of the government’s continued focus on making the Indian GST
framework a world-class tax system that spurs tax revenues, promotes accountability, ensures timely
enforcement, and ultimately reduces the tax burden on consumers.
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What lies ahead – Government
and industry
At par with the GST journey of the past four years, the road
ahead is likely to be equally transformational and exciting
for the government as well as the industry. Some prominent
expectations and likely actions in the next year are mentioned
below:
Clarifications on disputed positions: While the government
has fairly succeeded in simplifying and automating GST
compliances, the industry awaits clarity on a few aspects of
the GST law and policy. The contentious issues surrounding
the scope and export status of intermediary services,
treatment of post supply discounts, reverse charge
applicability on ocean freight, taxability of intra-entity
cross charges, etc., have been matters of representation
and litigation at various forums. However, there is still no
formal clarification to put these issues to rest. Some of these
matters have already reached the highest judicial forums
and the Court rulings may bring the much-needed clarity.
On other matters, the industry will welcome the issuance of
clarifications to save the time, effort, and litigation cost, for
both the government and businesses.
National Appellate Authority for Advance Ruling (NAAAR)
to be set up: The provisions for setting up the NAAAR were
introduced vide Finance Act 2019. The NAAAR will act as an
appellate forum for taxpayers to resolve conflicting rulings (on

any issue) passed by various state advance ruling authorities.
It is expected that the NAAAR will be notified and set up next
year to make the advance ruling mechanism more effective
and consistent.
Expansion of scope of GST to include petroleum products
and electricity: Next year, the GST Council is also expected
to consider the long-pending ask of the industry to bring
petroleum products and electricity under the GST ambit
and allow credit on telecom towers. Both the sectors are
high-growth segments of the Indian economy, and the GST
Council is anticipated to consider their demands and issues
in deciding upcoming GST policies.
Enhanced use of technology: Last but not the least, digital
disruption will redefine the way GST is administered by
the government and complied by taxpayers. Given that tax
authorities have substantially strengthened the GSTN and
already upped their game using AI and ML capabilities, the
industry should now focus on bringing in technology tools,
in-house or outsourced, into their compliance and other
business processes. This move will help the industry fully
utilise machine capability to automate, analyse, manage
information, and stay ahead in the reporting of data and
information to GST authorities, and respond to their
analytics-led enquiries.

It looks like there is a lot to watch out and prepare for in the near future!
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