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Abstract 
GST audit is a strong tool in financial management and tax compliance within the framework of the Goods and Services Tax (GST). This article 
discusses the concept, applicability, and procedural requirements of GST audits with focus on avoiding errors, avoiding fraud, and transparency. 
It discusses the major compliance requirements, i.e., turnover limits and documentation, and differentiates between statutory, departmental, and 
special audits. Further, the article offers real-life advice to companies to prepare well, stay penalty-free, and practice good fiscal sense. By 
balancing regulatory requirements and economic governance best practices, well-performed GST audit not only ensures legal compliance but 
also builds business credibility and improves operational efficiency. 
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Introduction 
A GST audit is a statutory review of a taxpayer's account 
books, returns, and Goods and Services Tax (GST) 
compliance for ensuring tax reporting correctness and 
compliance. Carried out by a chartered accountant, cost 
accountant, or tax authorities, it checks for the correctness of 
GST returns, input tax credit avails, and payment of payable 
tax. The audit helps identify differences, prevents tax evasion, 
and promotes transparency and enables companies to rectify 
errors, prevent penalties, and improve their tax compliance 
system. Mandatory for companies whose turnover exceeds a 
defined amount of money in a year, GST audit promotes 
accountability and instills confidence among taxpayers and 
the government. 
Goods and Services Tax (GST) audit is a significant 
procedural verification for tax compliance of businesses and 
financial soundness. GST audit is a comprehensive scrutiny of 
books of account, tax returns, and documents to ensure 
accuracy of GST returns, input tax credit avails, and overall 
compliance with legislation. Performed by trained 
professionals or tax authorities, a GST audit identifies 
irregularities, checks fraud, and holds the individual 
responsible. For business companies, a GST audit is a 
compliance checkup, and they continue in harmony with the 
law, without penalties, and with a clear fiscal track record. 
Apart from regulatory validation, a properly performed GST 
audit establishes transparency in operations, enabling 
companies to correct faults, streamline tax procedures, and 
earn respect from shareholders. 
In its real spirit, GST audit is not merely compliance, but 

good governance practices. It tends to make businesses 
implement strong internal controls, documentation mastery, 
and ethical tax behavior. By the methodical review of 
financial dealings, the audit procedure eliminates as much risk 
as possible in relation to non-compliance and enhances the 
trust between tax-payers and the state. Apart from that, it is 
also going to play a central role in developing a good and 
efficient tax environment, where companies support the 
nation's sustainable revenues alongside profiting from a 
systematic and open tax environment. GST audits act as a 
bridge between regulatory requirements and sustainable 
business development, improving compliance as well as 
governance in today's financial age. 
 
Objectives of the Study: 
i). To Examine the Role of GST Audits in Ensuring 

Statutory Compliance. 
ii). To Evaluate the Impact of GST Audits on Governance 

and Financial Transparency. 
iii). To Identify Common Compliance Challenges Faced 

During GST Audits. 
iv). To Study the Role of Technology in Streamlining GST 

Audit Processes. 
v). To Assess the Consequences of Non-Compliance and 

Benefits of Proactive GST Audits. 
vi). To suggest best practices for effective GST audit 

management. 
 
Key Roles of GST Audits in Compliance 
GST audit is a cornerstone in enforcing compliance with the 
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law through assurance of taxpayers' compliance with GST 
law, tax reporting, and leakage of revenues. During FY 2024-
25, as the Indian GST regime has matured, audits have been 
data-driven, structured, and technology-enabled, significantly 
enhancing compliance. 
Verification of Correct Tax Payments: Discrepancies in 
GSTR-1 and GSTR-3B: Outward reported supplies 
mismatches resulted in tax short payment claims. 
Discrepancies in GSTR-2A and GSTR-3B ITC: System 
reports identified differences in ITC claims, even though tax 
was paid correctly. 
Non-Issue of Speaking Orders: Tax authorities justified the 
claims without issuing speaking orders, which is contrary to 
canons of natural justice. There was no hearing in most cases, 
and SCN was regularly converted into orders of demand. 
Delayed SCNs and Extension of Limitation Periods: SCNs 
were released at the eleventh hour due to administrative 
inertia, leaving taxpayers with little time to respond 
meaningfully. Several SCNs were released without adequate 
jurisdictional checks, leading to incorrect tax demands. 
Reclassification of Transactions: Reclassification of 
goods/services by the authorities retrospectively led to 
increased tax demands and litigation on the rate of GST 
applicable. Transactions settled long ago were reopened with 
no reasonable justification, leading to unjustified litigation 
Amidst these Challenges: the Central Board of Indirect 
Taxes and Customs (CBIC) has conceded that the majority of 
the tax demands had been generated due to errors while 
reporting GST returns and not tax evasion or fraud. Despite 
this fact, tax authorities proceeded to authenticate demands 
blindly, without mentioning orders or following principles of 
natural justice. 
 
Audit Proceedings Adding to Compliance Burden 
Apart from SCNs, most companies were under strict 
departmental audit for such accounting years. Governments 
also made stringent examination of: 
• ITC claims and their reconciliation with purchase records. 
• Turnover and tax payments reported in different returns.  
• Differences between financial statements and GST returns. 
• Allegations of tax evasion under Section 74, leading to 

additional penalties.  
 
However, in most cases, such demands were even reporting 
mistakes, which could have been rectified with simple 
clarifications rather than genuine tax demands. Nevertheless, 
deciding authorities sustained demands randomly, normally 
without giving taxpayers an opportunity to present their case. 
 
Impact of GST Audits on Governance and Financial 
Transparency: 
• Resilient Tax Governance: GST audits integrate 

regulation compliance by enforcement of GST law in all 
businesses, lowering intentional and unintentional tax 
avoidance. They serve to prevent fake invoicing and 
misappropriation of ITCs frauds, rendering the tax 
environment compliant. The study also offers useful data 
for policymakers to reform GST rules to make the tax 
scheme more efficient and responsive. 

• Financial Transparency: GST audits cross-match 
financial accounts and tax returns to provide correct 
financial reporting with less transparency which increases 
investor confidence since companies with clean 
compliance history develop the confidence of 
stakeholders, lenders, and regulators as well. 

• Enhancing Public Confidence Inopportunity for 
Manipulation: The requirement of electronic record-
keeping (e-way bills, e-invoices) reduces errors caused by 
manual intervention and enhances audit trails. Increased 
transpire the Tax System; GST audits promote 
enforcement of equity by forcing all businesses, large or 
small, to abide by tax laws, minimizing the black 
economy. Information analysis and computerized audits 
lower the degree of human interaction and avoid 
corruption, making tax collection more open. Greater 
compliance also makes the revenue of the government 
sounder, allowing for enhanced public welfare 
expenditure. 

• Supporting Economic Growth & Ease of Doing 
Business: A strong GST audit system provides a level 
playing field for businesses, without which compliant 
businesses lose out to tax-evading peers. Early detection 
reduces litigation, and businesses are able to have more 
certainty. Aiming to comply with international best 
practices, GST audits enhance the nation's business 
climate, and investments are attracted to it, as economic 
growth is boosted. 

 
Compliance Challenges Faced during GST Audits: 
• Reconciliation Problems: Companies typically encounter 

differences between GSTR-2A/2B and ledgers, which 
result in rejection of ITC claims. Differences between 
GSTR-1 (outward supply) and GSTR-3B (gross return) 
also come under the scanner and need reconciliation to 
escape penalty. 

• ITC Claim Discrepancies: One of the key audit triggers 
is false claims for ITC, such as blocked credits (personal 
expenditure, exempt supplies) and supplier-side non-
compliance. Where suppliers do not file returns or pay 
taxes, recipients lose valid credits, leaving them with 
higher tax burdens. 

• Documentation Shortfalls: Failure to keep e-invoicing 
regulations, misplaced invoices, or incapacity to produce 
records for the obligatory 6-year retention period causes 
audit controversies. Poor documentation processes break 
down compliance defenses under scrutiny. 

• E-Way Bill Lapses: Typical mistakes are missing/invalid 
e-way bills for goods transportation, different invoice 
details (HSN, value), or wrong transport details. Such 
lapses incur detention of goods and monetary penalties. 

• Place of Supply & RCM Errors; Wrong classification of 
inter-state vs. intra-state supplies causes incorrect tax 
payments. Most businesses forget Reverse Charge 
Mechanism (RCM) requirements (e.g., import of services, 
GST on lawyer fees), ending up with short-paid taxes. 

• Late/Nil Return Filing: Late filing of GSTR-1, GSTR-
3B, or annual return (GSTR-9) attracts late fees and 
attention. Some taxpayers file nil returns by mistake with 
taxable supplies, attracting red flags. 

• Transitional Credit Disputes: Pre-GST credit carry 
forward (TRAN-1/TRAN-2 forms) and pending 
VAT/Service Tax litigations make audits more complex 
and lead to protracted disputes. 

• Technical & System Problems: Technical problems with 
the GSTN portal regularly cause return filing delays, and 
migration faults of old ERPs to GST-ready systems open 
up reporting loopholes. 

• GST Provisions Uncertainty: Regular changes in GST 
legislations (e.g., ITC limits, valuation rules) and sector-
specific complexities (e.g., real estate, e-commerce) 

https://academicjournal.ijraw.com/


 

< 44 > 

https://academicjournal.ijraw.com IJRAW 

introduce uncertainty and compliance complexities. 
• Stringent Enforcement: Regulators employ AI-driven 

platforms (e.g., BIFA Analytics) for raising alarms on 
discrepancies, which results in a dramatic surge in 
notifications for mismatches and frauds. E-Invoicing 
requirements are also being extended by the government 
(currently ₹5 Cr+ turnover) to ensure non-evading. 

 
Current Trends & Government Measures (2024-25) 
• Focus on Fake ITC & Fraud Detection: The GST 

department is aggressively targeting fraudulent ITC claims 
using BIFA (BIFA Analytics) and AI-based scrutiny. 

• E-Invoicing Mandate Expansion: Now applicable to 
businesses with ₹5 Cr+ turnover, reducing invoices 
manipulation risks. 

• Simplified Compliance for Small Taxpayers: QRMP 
scheme and Sahaj/Sugam returns aim to ease compliance 
for MSM. 

 
Role of Technology in Streamlining GST Audit Processes 
• Automated Data Reconciliation: Intelligent GST 

compliance software reconciles GSTR-2A/2B with 
purchase records automatically, indicating differences in 
Input Tax Credit (ITC) claims. Manual reconciliations 
are eliminated and reconciliation done accurately prior to 
audit. 

• AI-Powered Anomaly Detection: AI and machine 
learning process patterns of transactions to identify 
spoofed invoices, duplicate claims, or cross-matched 
filings, enabling businesses and tax administrations to 
identify risks early. 

• E-Invoicing Integration: Compulsory e-invoicing (for 
turnover of ₹5 Cr or above) provides instant invoice 
reporting to the GST portal, preventing data entry errors 
and enhancing transparency of audit trail. 

• Cloud-Based Record Keeping: Cloud accounting 
software stores invoices, e-way bills, and accounting 
records securely for the statutory 6-year duration, making 
them readily accessible for audits. 

• Real-Time Compliance Alert: GST software provides 
auto-remit reminders for return filing, ITC reversal, and 
e-way bill generation to eliminate late fees and chances 
of non-compliance. 

• Blockchain for Fraud Prevention: invoice verification 
using Blockchain ensures tamper-proof records, 
minimizing false invoicing and enhancing trust among 
taxpayers and officials. 

• Predictive Audits Data Analytics: Tax administrations 
apply predictive analytics to detect high-risk taxpayers, 
based on previous filings, in an attempt to target audits 
and avoid unnecessary audit examination for compliant 
businesses. 

• GSTN Portal Integration with Ease: APIs and GST 
Suvidha Providers (GSPs) enable smooth data interaction 
between company ERPs and the GST portal, reducing 
errors while filing compliance. 

• On-the-Go Compliance Apps: Mobile apps enable 
companies to create e-way bills, monitor ITC, and submit 
returns online from anywhere, enhancing convenience 
and efficiency. 

• Digital Audit Solutions for Tax Authorities: GST 
department employs BIFA (Business Intelligence and 
Fraud Analytics) and artificial intelligence-based tools to 
authenticate data, increasing the speed of audits and 
minimizing manual intervention. 

Consequences of Non-Compliance and Benefits of 
Proactive GST Audits 
i). Heavy Penalties and Interest: Non-payment of GST 

incurs heavy penalties of up to 100% of evaded tax along 
with 18% interest on late payment. The recent trends of 
enforcement indicate that the authorities are clamping 
down, and more vigil is being taken on mismatched 
returns and bogus ITC claims. 

ii). Blocked Input Tax Credit (ITC): Firms not matching 
GSTR-2A/2B with books stand to get their ITC 
disallowed, resulting in more tax outgo. Real-time 
matching by GSTN now pinpoints mismatches sooner, 
and compliance becomes even more vital. 

iii). Business Disruptions and Legal Problems: Tax notices 
and audits stop bank accounts, postpone refunds, and 
result in lengthy litigation. More AI-based scrutiny 
means even small blunders are caught early on, further 
compliance weighing them down. 

iv). Reputation: Non-compliance jeopardizes the reputation 
of a company with banks, investors, and clients, 
influencing business growth and relationships. Defaulters' 
list publicity occurs not only for large corporations but 
also for MSMEs. 

v). Blacklisting and GSTIN Cancellation: Repeat 
offenders face GST registration cancellation, halting 
business. The GST Council has made it more difficult for 
serial defaulters to get back on track with stricter rules. 

 
Benefits of Preemptive GST Audits 
i). Early Error Detection and Correction: Periodic 

internal audits prevent mismatch of ITCs, under-
estimation of supplies, or error in filing getting noticed 
by the authorities, saving penalty costs. 

ii). Easy Tax Refunds: Conformant companies face fewer 
issues in claiming refund for exports or inverted duty 
structure benefit, enhancing liquidity. 

iii). Avoidance of Litigation Risks: Preemptive auditing 
prevents litigation by ensuring compliance with GST 
legislations, avoiding expensive court battles and 
departmental inquiry. 

iv). Improved Business Effectiveness: Automated GST 
systems save time and effort in compliance while 
providing error-free reporting. 

v). Competitive Advantage: Positive compliance record 
instills confidence in stakeholders, vendors, and tax 
authorities, enhancing market reputation. 

 
Current Trends (2024-25) 
• Stricter E-Invoicing & ITC Matching: The GSTN’s 

BIFA analytics is catching discrepancies faster. 
• Focus on High-Risk Sectors: E-commerce, real estate, 

and export-oriented businesses face heightened audits. 
• Voluntary Disclosure Schemes: Some states encourage 

self-correction to reduce litigation. 
 
Non-compliance risks financial, operational, and reputational 
damage, while proactive audits ensure smooth operations, 
faster refunds, and regulatory trust. Businesses adopting AI-
driven reconciliation and periodic compliance checks gain a 
strategic edge in today’s stringent GST environment. 
To navigate the evolving GST audit landscape, businesses 
must adopt proactive compliance strategies that align with the 
latest regulatory demands. Here are the top best practices for 
effective GST audit management. 
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Practices for Successful GST Audit Management 
1. Automated Reconciliation & Real-Time Tracking: Use 

AI-driven GST software to auto-reconcile GSTR-1, GSTR-
3B, and GSTR-2A/2B on a daily basis, to avoid any 
inconsistencies in ITC claims or outward supplies. Cloud-
based software such as Tally.ERP, ClearTax, or Zoho Books 
assist in raising discrepancies prior to filing. 

2. Compulsory E-Invoicing Compliance: With e-invoicing 
becoming compulsory for ₹5 Cr+ turnover, generate all B2B 
invoices in IRP (Invoice Registration Portal) format. This 
reduces manual errors and enhances audit trails. 

3. Regular Internal Audits (Quarterly/Pre-Filing Checks): 
Do internal GST health checks prior to annual filings to 
catch: 
• Unreported transactions 
• Inaccurate HSN/SAC codes 
• RCM (Reverse Charge) misses 
• E-way bill expires 

 
4. Strong Documentation & Digital Archiving: Keep 6-year 

digital copies of: 
• Invoices (B2B, B2C, exports) 
• Payment receipts & bank statements 
• Use cloud storage (Google Drive, Dropbox) or GST-

compliant ERP systems for easy retrieval during audits. 
 
5. Proactive ITC Management 

• Check supplier GSTINs (verify active/compliant using 
GSTN portal). 

• Reconcile ITC on a monthly basis (match GSTR-2A/2B 
with purchase registers). 

• Block ineligible credits (personal expenses, exempt 
supplies) 

 
6. E-Way Bill Automation Compliance: Automate the 

generation of bills for interstate movements using e-way bill 
APIs integrated with logistics software. Track validity time 
frames to prevent penalties at transit checks. 

7. Finance Team Training & Awareness: Train employees 
on a regular basis regarding recent GST updates (e.g., ITC 
limitations, HSN changes). Appoint a specific GST 
compliance officer to manage filings and notices. 

8. Utilizing Government Initiatives 
• Utilize GSTN's new offline facilities for small taxpayers. 
• Choose QRMP scheme if applicable (quarterly return 

filing for ≤ ₹5 Cr turnover). 
 
9. Handling Notices in a Timely Manner 

• Monitor GST notices through the GSTN portal/email. 
• Correct mistakes within timelines to elude penalties. 
• Have a repository of responses for regular issues. 

 
10. Technology Implementation for Predictive Compliance 

• Adopt AI-powered analytics to anticipate audit risks 
(e.g., suspicious ITC trends) 

• Utilize blockchain for preventing invoice fraud (tamper-
proof records 

 
Current Trends Impacting GST Audits (2025) 
• Mandatory Multi-Factor Authentication (MFA) the National 

Informatics Centre (NIC). 
• Compulsory Input Service Distributor (ISD) Registration. 
• Amendments to GSTR-7 and GSTR-8 Formats. 
• E-Way Bill Generation and Extension Restrictions. 
• 30-Day Time Limit for E-Invoice Reporting Extended to 

More Taxpayers. 
 

Conclusion 
This study has systematically examined the multifaceted role 
of GST audits. It confirmed their critical function in ensuring 
statutory compliance and fostering financial transparency and 
governance, albeit amidst persistent challenges like regulatory 
complexity and technological adoption barriers. The analysis 
highlighted technology's transformative potential in 
streamlining audit processes through automation and 
analytics, while also underscoring the severe consequences of 
non-compliance, contrasted against the tangible benefits of 
proactive audit management. Based on these findings, the 
study culminates in proposing best practices aimed at 
enhancing the effectiveness and efficiency of GST audits for 
all stakeholders. These recommendations focus on leveraging 
technology, improving clarity, fostering collaboration, and 
building robust internal controls, ultimately contributing to a 
more compliant, transparent, and efficient GST regime. 
The implementation of GST audits represents a significant, 
yet evolving, pillar of India's indirect tax framework. While 
demonstrably crucial for enforcing statutory compliance and 
enhancing revenue assurance, the current audit landscape 
presents a mixed picture. On one hand, audits are increasingly 
leveraging technology (like data analytics and AI-powered 
tools) to improve efficiency and detection capabilities, driving 
greater financial transparency within businesses. On the other 
hand, significant challenges persist, including complexities in 
interpretation, frequent regulatory changes, reconciliation 
difficulties, technological adaptation gaps (especially among 
smaller entities), and resource constraints faced by both 
taxpayers and authorities. These hurdles often impede the 
smooth execution of audits and hinder the full realization of 
their governance potential. Consequently, while audits are 
becoming more sophisticated and impactful, their 
effectiveness remains uneven, and non-compliance risks – 
attracting substantial penalties and reputational damage – 
continue to be a major concern for businesses navigating the 
intricate GST ecosystem. 
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