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It gives me immense pleasure to connect with you through April edition of our Quarterly Tax Chronicle. As we move forward
in this dynamic financial landscape, I extend my warm greetings to all professionals who continue to contribute with
dedication, integrity, and excellence.

The evolving tax ecosystem in India is witnessing significant transformation driven by technology, regulatory reforms, and
increased emphasis on transparency and compliance. In such times, it becomes essential for professionals to stay
informed, adaptive, and proactive.

The recent developments in the economy have underscored the Government’s continued commitment towards
simplification, rationalisation, and widening of the tax base. The proposed New Income Tax framework introduced by the
Hon’ble Finance Minister signifies a progressive step towards a streamlined, taxpayer-friendly regime. Coupled with
advancements in GST compliance mechanisms, AIS-based reconciliations, and data-driven scrutiny, the taxation era is
transitioning into one driven by intelligence, integration, and accountability.

In this evolving environment, the role of Cost and Management Accountants is becoming increasingly pivotal. CMAs are
uniquely positioned to bridge compliance with strategy - leveraging their expertise in cost analysis, forensic auditing, and
regulatory interpretation. The emerging taxation ecosystem opens new avenues in advisory, litigation support, risk
management, and digital tax transformation. It is an era of opportunity for professionals who are ready to adapt, upskill,
and lead.

The theme of this quarter, “Year-End Tax Intelligence: Reporting, Reconciliation & Risk Management,” is both timely and
relevant. Year-end brings with it critical responsibilities—ensuring accurate reporting, resolving reconciliation challenges,
and mitigating tax risks effectively. It is during this phase that the true value of professional diligence and analytical
expertise comes to the forefront.

This edition brings together insightful articles on key areas such as forensic auditing for tax risk management, challenges in
GST and AIS reconciliations, and the growing role of CMAs in strengthening financial discipline. I am confident that these
contributions will enhance your knowledge and provide practical perspectives for your professional journey.

WIRC has consistently championed the advancement of the taxation profession and the creation of new opportunities for
CMAs. In this direction, I am pleased to highlight the upcoming “मंथन – 3rd Regional Tax Conclave 2026”, scheduled on
26th April 2026 at Bhilai, centered on the theme “Strengthening Economic Growth through Tax Reforms and Compliances.”
This conclave aims to foster meaningful dialogue, exchange of ideas, and professional enrichment. I strongly encourage all
members to actively participate and derive maximum benefit from this significant initiative.

I appreciate the efforts of the editorial & Taskforce team, contributors, and all those involved in bringing out this valuable
publication.

As we move forward, let us reaffirm our commitment to excellence, integrity, and continuous learning. The future of taxation
belongs to those who can interpret change, anticipate challenges, and deliver value with clarity and conviction.

“In the realm of change, knowledge is not just power
It is the pathway to purpose and progress.”

Wishing you all continued success.
With warm regards,
CMA Mihir Narayan Vyas
Chairman
Western India Regional Council of
The Institute of Cost Accountants of India

Dear Esteemed Members & Students,



CMA NANTY CMA NANTY SHAHSHAHCMA NANTY SHAH
Chairman, WIRC Task Force on Income Tax and GST
Vice Chairman, ICMAI - WIRC
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Dear Professional Colleagues,

With the close of yet another dynamic quarter, it gives me immense pleasure to present the latest edition of our Tax
Chronicle, thoughtfully curated around the theme “Year-End Tax Intelligence: Reporting, Reconciliation & Risk
Management.” This theme assumes great significance in today’s evolving tax ecosystem, where accuracy, transparency,
and timely compliance are no longer optional—but essential pillars of professional excellence.

The Indian taxation landscape continues to witness rapid transformation driven by digital integration, data analytics, and
increased regulatory scrutiny. The growing use of tools such as AIS, TIS, and real-time GST reporting mechanisms has
redefined the way taxpayers and professionals approach compliance. While these advancements have enhanced
transparency, they have also introduced new layers of complexity, particularly in reconciliation, reporting mismatches, and
risk assessment. In such an environment, tax intelligence - rooted in analytical thinking and proactive compliance—has
become a critical competency for professionals.

This edition of the Chronicle brings together a rich blend of insightful articles addressing contemporary challenges and
opportunities in taxation. It explores how forensic auditing is emerging as a powerful tool for effective tax risk management,
while also highlighting practical lessons from reconciliation failures in GST and AIS mismatches and their financial
implications. The evolving role of CMAs as cost hackers, fraud trackers, and cyber defenders reflects the expanding
professional horizon in the digital age.

Further, the discussion on Activity-Based Costing (ABC) provides valuable perspectives on strengthening Indian
manufacturing amidst global uncertainties. The article on MAT Credit implications post Budget 2026 sheds light on
emerging friction points and strategic considerations, while the practical framework on GST Annual Return and
Reconciliation (GSTR-9 & 9C) offers actionable guidance for ensuring compliance closure with precision.

This Chronicle is truly a comprehensive blend of knowledge, insight, and practical guidance—designed to equip
professionals with the tools required to navigate the complexities of modern taxation.
I am also pleased to share that WIRC of ICMAI is organizing “मंथन – 3rd Regional Tax Conclave 2026” on 26th April 2026 at
Bhilai. The theme, “Strengthening Economic Growth through Tax Reforms and Compliances,” is both timely and significant. I
strongly encourage all members to actively participate and benefit from the enriching deliberations and exchange of ideas
at this prestigious forum.

I extend my sincere gratitude to all the contributors for their valuable articles and unwavering support in enriching this
Chronicle. Your dedication and thought leadership continue to make this publication a meaningful platform for knowledge
sharing and professional development.

In conclusion, as we move forward in an increasingly data-driven and compliance-focused environment, it is imperative for
us as professionals to stay informed, adaptable, and vigilant. Let us continue to uphold the highest standards of integrity
and excellence, leveraging our expertise to contribute meaningfully to the nation’s economic growth and governance
framework.

Warm regards,
CMA Nanty Nalinkumar Shah
Chairman Taskforce for GST & Income Tax 
ICMAI-WIRC



INTRODUCTION
Annual GST compliance has evolved from a procedural filing requirement into a structured risk-evaluation
exercise. The filing of GSTR-9 and the reconciliation statement in GSTR-9C is no longer a mere consolidation
of monthly returns; it represents a comprehensive validation of financial data, tax positions, and the
effectiveness of internal control systems.

In an environment increasingly driven by system-based analytics, e-invoicing integration, and auto-
populated Input Tax Credit (ITC) statements, inconsistencies between books of accounts and GST returns are
swiftly identified through automated cross-verification mechanisms. Variations in turnover, tax liability, or ITC
claims may trigger system-generated communications or scrutiny proceedings.

Accordingly, the annual return must be approached not as a statutory formality, but as a structured
reconciliation framework that evaluates turnover reporting, ITC eligibility, reverse charge compliance, and tax
payment accuracy. When executed methodically, it functions as a compliance-closure mechanism that
strengthens governance and mitigates litigation risk.

Scope and Analytical Framework
To fully appreciate the significance of annual GST reconciliation, it is essential to examine its components
through a structured and risk-oriented lens. The annual return does not simply restate figures already
reported during the year; it serves as a diagnostic tool that tests the consistency between financial
statements, periodic GST returns, and statutory disclosures.

A disciplined reconciliation process requires careful examination of:
Turnover alignment between financial statements and GST returns
Invoice-wise Input Tax Credit (ITC) validation
Credit note and debit note impact on ITC
Reverse Charge Mechanism (RCM) liabilities, including import of services
Tax payment accuracy and classification
Documentation and internal control systems

Each of these elements acts as a compliance checkpoint within the broader GST governance structure.

The discussion that follows analyses these critical areas one by one, highlighting practical reconciliation
techniques, recurring compliance gaps, and internal control measures that transform annual return filing
into a structured compliance-closure framework rather than a routine statutory obligation.

Turnover Reconciliation – Establishing Financial Integrity
The reconciliation process should begin with turnover as per audited financial statements. This figure must
be methodically aligned with turnover reported in GST returns.
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Illustrative Adjustment Framework

GST turnover as derived above must reconcile with the aggregate turnover reported in Table 4 and Table 5
of GSTR-9, as these tables collectively represent the final annual declaration of outward supplies. Any
variance must be properly identified, analysed, and supported with documented reconciliation workings.

Differences may arise due to:
Time of supply variations
Deemed supplies under Schedule I
Advances
Debit/credit note timing
Export valuation adjustments

Robust documentation of these adjustments is critical to defend turnover alignment not only during GST
scrutiny or audit, but also to ensure consistency with Income Tax disclosures and financial reporting.

Input Tax Credit (ITC) Reconciliation – The Core Risk Area
ITC reconciliation remains the most critical component of annual compliance. The reconciliation must be
performed at three levels:

1. ITC as per Books
2. ITC claimed in GSTR-3B
3. ITC reflecting in GSTR-2B/8A

Illustrative Scenario

Possible reasons for variance include:
Supplier non-compliance
Ineligible credits
Time-barred claims
Missed credit note reversals

Input Tax Credit (ITC) reconciliation represents the most sensitive area of annual GST compliance, as it
directly affects tax liability and cash flow. The reconciliation should begin with ITC as per books of accounts
and be systematically matched with ITC actually claimed in GSTR-3B during the year.

Further, invoice-wise matching with GSTR-2B is essential to identify unclaimed credits, excess claims,
supplier non-compliance, and the impact of credit or debit notes. 

06
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The ITC claimed and reversed must reconcile with Table 6 and Table 7 of GSTR-9, while differences reflected
in Table 8A should be carefully analysed. Unresolved differences may result in demand, interest, or penalty
exposure.

A dedicated, invoice-wise ITC ledger—capturing credits claimed and reversals made—serves as a critical
control tool during audit or scrutiny and strengthens the defensibility of the company’s ITC position. 

Table 8A – Credit and Debit Note Validation
Table 8A of GSTR-9 auto-populates ITC details based on GSTR-2A/2B and serves as a powerful reconciliation
checkpoint. During the annual reconciliation process, Table 8A of GSTR-9 (auto-populated from GSTR-
2A/2B) should be carefully reviewed to re-verify all credit notes and debit notes uploaded by suppliers
throughout the year. This exercise helps identify any credit notes or debit notes that may not have been
recorded in the books during the year, thereby enabling timely reversal of ITC in case of missed credit notes
or recognition of additional eligible ITC in case of overlooked debit notes.

A structured review should identify:
Supplier-issued credit notes
Supplier-issued debit notes
Amendments impacting ITC

Credit Notes – Reversal Responsibility
If credit notes appear in GSTR-2B/8A but are not recorded in books:

ITC reversal may have been omitted in GSTR-3B.
Immediate corrective action is required.

Failure to reverse ITC results in excess claim exposure.

Debit Notes – ITC Preservation
If debit notes appear in GSTR-2B/8A but remain unrecorded:

Eligible ITC may remain unclaimed.
Delay beyond statutory time limit results in permanent ITC loss.

Thus, Table 8A review acts as both a compliance safeguard and a financial optimisation tool.

Invoice-Wise ITC Ledger – Strengthening Compliance Architecture
Companies should maintain a separate, invoice-wise ITC ledger capturing only the ITC actually claimed in
GSTR-3B and the ITC reversed during the year (including reversals due to credit notes, ineligible credits, or
Rule 42/43 adjustments).

This ledger should not include general purchase register entries or other expense postings, as mixing such
entries dilutes control and reduces its effectiveness during audit or departmental scrutiny. A focused ITC
ledger serves as a clear documentary trail to substantiate the company’s ITC position.

Many entities record only a single monthly ITC entry equal to GSTR-3B totals. Such aggregation lacks
evidentiary value during audit or scrutiny.

Essential Features of an Invoice-Wise ITC Ledger
Invoice Date
Vendor Name
GSTIN
 Invoice No 
GST Amount 
ITC Claimed Month
ITC Reversed 
Remarks if Any

07
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The ledger should capture:
Month of ITC availment
Invoice wise ITC Claimed in GSTR 3B
Credit note reversals
Rule 42/43 adjustments
180-day payment reversals
ITC reclaims

During departmental scrutiny, invoice-level reconciliation is invariably demanded. Consolidated monthly
entries are insufficient for defence.

Utilisation While Preparing GSTR-9 and GSTR-9C
During preparation of GSTR-9, this ledger facilitates accurate reporting of:

ITC availed (Table 6)
ITC reversed (Table 7)
Comparison with auto-populated ITC (Table 8A)
Identification of excess or unclaimed ITC

While preparing GSTR-9C, the ledger enables reconciliation between ITC as per books and ITC as per annual
return, assists in quantifying unreconciled differences, and provides documentary backing for auditor
certification.

In the absence of an invoice-wise ITC ledger, annual reconciliation becomes reconstructive and error-prone
rather than control-driven.

Reverse Charge Mechanism (RCM) – A Separate Monitoring Framework
RCM compliance requires equal discipline and a structured monitoring mechanism, as tax liability under
reverse charge is not auto-discharged through supplier compliance. The entire responsibility for
identification, payment, and reporting rests with the recipient.

A transaction-wise RCM ledger should be maintained capturing:
Nature of service
Taxable value
GST payable
Month of tax discharge (GSTR-3B)
Corresponding ITC availment

Commonly missed RCM areas include:
Legal services
Goods Transport Agency (GTA) services
Director remuneration
Security services
Import of services

In practice, omissions—particularly in cases of import of services—are frequently identified only during
preparation of GSTR-9 and GSTR-9C, resulting in additional tax liability along with interest exposure.

During annual reconciliation, Table 8A of GSTR-9 should also be reviewed alongside inward supplies and
expense ledgers to ensure that all relevant transactions (where supplier reporting exists) have been
appropriately evaluated. This cross-verification assists in identifying missed RCM liabilities or related ITC
mismatches that may not have been detected during monthly compliance.

A structured RCM review should reconcile:
RCM liability as per books
RCM tax paid through GSTR-3B
Corresponding ITC claimed
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Disclosure in GSTR-9
Failure to monitor RCM through a dedicated framework can significantly increase litigation risk, particularly
where annual reconciliation reveals cumulative non-compliance.

Import of Services – Frequently Identified at Year-End
Import of services is one of the most commonly missed RCM exposures identified during preparation of
GSTR-9 and GSTR-9C.
Examples include:

Software subscriptions
Cloud services
Online advertising
Foreign consultancy
Royalty payments
Commission paid to foreign agents

Because no domestic GST invoice is generated, such expenses are often treated as routine foreign
payments without recognising RCM liability.

Illustrative Exposure

If not discharged timely, tax along with interest becomes payable.

Annual reconciliation should therefore include review of:
Foreign remittance ledger
Vendor master (foreign suppliers)
Banking outward remittances

A quarterly RCM review mechanism significantly reduces such exposure.

Tax Liability Alignment
Output tax liability as per books must reconcile with tax discharged through GSTR-3B and the electronic
liability register. Any shortfall identified during annual reconciliation should be voluntarily paid prior to filing
GSTR-9 to mitigate future disputes.

Self-Certified GSTR-9C – Heightened Accountability
With GSTR-9C now self-certified, responsibility for accuracy rests entirely with the registered person.
Although external certification is no longer mandatory, reconciliation must remain:

Accurate
Well-documented
Defensible
Consistent with audited financial statements

In scrutiny proceedings, authorities rely heavily on declarations made in annual returns. Therefore, internal
validation assumes greater importance.

Conclusion
The annual filing of GSTR-9 and GSTR-9C represents the final compliance checkpoint for the financial year.
When approached systematically, it functions as:

A turnover validation mechanism

09
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An ITC integrity review
An RCM compliance verification
A governance enhancement exercise

Invoice-wise ITC tracking, structured RCM monitoring, Table 8A validation, and import of services review
transform annual reconciliation from a corrective ritual into a preventive compliance framework.

For Cost and Management Accountants, the true professional value lies not merely in facilitating return filing,
but in designing reconciliation systems that ensure transparency, defensibility, and sustained compliance
robustness.

Annual GST reconciliation, when executed with discipline and analytical rigour, shifts compliance from reactive
correction to proactive risk management — completing the financial year with confidence and clarity.

10TAX Chronicle –  April 2026



Introduction
The Income Tax Act, 2025, announced by Finance Minister Nirmala Sitharaman during the Union Budget 2026-
27 presentation marks a watershed moment in India's fiscal history (Ministry of Finance, 2026a). Set to replace
the six-decade-old Income Tax Act of 1961 from April 1, 2026, this comprehensive reform represents one of the
most ambitious attempts to modernize and simplify India's direct tax framework (Sunday Guardian Live, 2026).
One of the most significant changes among them is the revision of Minimum Alternate Tax (MAT) provisions. 

The new legislation, completed in record time, reduces the total number of sections from 819 to 536, chapters
from 47 to 23, and streamlines schedules to 16 while maintaining revenue neutrality with no changes in existing
tax rates (Government of India, 2026). However, the apparent simplification of the tax system hides substantial
implementation problems that affects the entire process - affecting individual taxpayers, professional advisors,
corporate taxpayers, regulatory institutions, judiciary and many more.

The Shift in MAT’s Economic Character
Any new legislation, regardless of its claims to be simple and unambiguous, inevitably gives rise to some
interpretational issues. The Income Tax Act of 1961 has been interpreted by the courts for decades, with many
Supreme Court and High Court rulings clarifying its several provisions. The transition provisions in the new Act
will play a key role in deciding how ongoing assessments, pending appeals, and cases at different stages of
litigation will be handled.

In the Indian tax system, MAT is a tax mechanism designed to ensure that companies with substantial book
profits but low regular tax liability (often due to deductions, incentives and exemptions) still pay a minimum
tax. Under the existing framework, if a company paid MAT that exceeded its normal tax liability, the excess
amount was recorded as MAT credit. This credit could be carried forward for up to 15 years and set off against
future tax liabilities when the company’s regular tax exceeded MAT (EY, 2026a; TaxGuru, 2026a).

However, the Finance Bill 2026, along with the associated amendments to the newly enacted Income Tax Act
2025, introduces significant changes regarding Minimum Alternate Tax (MAT). MAT has been recast as a final
tax for domestic companies that continue under the old tax regime, thereby eliminating the generation of new
MAT credits (EY, 2026a). The set-off of brought forward MAT credit will be allowed only under the new regime
limited to one-fourth of the tax liability (Press Information Bureau, 2026b). The final tax rate will be reduced to 14
percent from the current MAT rate of 15 percent, and the brought forward MAT credit accumulated upto 31st
March 2026 will remain available for set-off (Government of India, 2026).

Post-Budget 2026 Friction Points: The Broader Landscape
Compressed Timeline and Stakeholder Preparedness

The implementation of the Income Tax Act, 2025, presents the most immediate and pressing challenge, the
extremely compressed timeline for transition. The Finance Minister has assured that simplified income tax rules
and forms will be notified shortly, giving adequate time to taxpayers to acquaint themselves with the new
requirements (Press Information Bureau, 2026a).
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However, tax professionals, cost accountants, chartered accountants and corporate tax departments must
rapidly upskill themselves on the new legislative framework within a matter of months. The Act removes
outdated language and repetitive provisions, replacing them with modern, easy-to-understand legal text while
promoting faceless assessments and digital processes (Sunday Guardian Live, 2026). Educational institutions
offering taxation courses and professional bodies have the task of quickly updating curriculum and providing
training programs within a limited timeframe to prepare practitioners for the April 2026 implementation date
(KPMG, 2026a).

Uneven Tax Treatment and Structural Distortions
The new Income Tax Act, 2025, streamlines the tax framework by reducing compliance burdens and litigation,
while maintaining distinct specialised tax structure across different entity types. Companies are directly
affected by the new corporate tax rules in the Finance Bill 2026, which include changes to MAT. In contrast,
partnership firms and limited liability partnerships (LLPs) are still taxed at a flat rate of 30%, without access to the
corporate concessional regimes or the MAT system (Government of India, 2026). 

At the same time, the Budget introduces targeted incentives for specific foreign-linked activities, such as a five-
year tax exemption for non-resident entities supplying capital goods, equipment, or tooling to a toll
manufacturer in bonded zones and; tax holiday till 2047 for foreign companies providing cloud services through
Indian data centres (Government of India, 2026). 

The coexistence of differentiated entity-level taxation and sector-specific incentives may influence business
structuring and investment decisions, as companies balance tax liabilities against operational and capital-
raising strategies.

Technological Infrastructure and Digital Integration
The new Income Tax Act focuses on digital compliance and transparency that necessitates significant
technological infrastructure across multiple levels. The proposal for a rule-based automated process for small
taxpayers filing ITR-1 and ITR-2 forms requires a significant technological undertaking requiring sophisticated
algorithms and robust backend systems (Income Tax Department, 2026). The staggered timeline for filing tax
returns (with individuals filing ITR 1 and ITR 2 by 31st July and non-audit business cases by 31st August) also
requires comprehensive system updates (Ministry of Finance, 2026b). Furthermore, the transition presents data
migration challenges of unprecedented scale, as historical taxpayer data collected under the 1961 Act must be
seamlessly transferred to the new system while maintaining data integrity, accessibility, and security (ClearTax,
2026a).

Compliance Burden during Transition Period
The Income Tax Act, 2025, aims to simplify the tax system and reduce the compliance burden in the long run.
However, the transition period is actually creating serious compliance problems. For SMEs and mid-cap firms,
the costs to switch to the new system is disproportionately high compared to the potential tax savings from the
new system. This shift would require redesigning the internal tax systems, ERP modules, and financial-reporting
processes (ClearTax, 2026; Ministry of Finance, 2026b). 

The government has provided some relief by extending the deadline for filing revised returns from 31 December
to 31 March, subject to a nominal fee (Upstox, 2026). However, taxpayers still need to navigate both the old law
for prior assessment years and the new law for current filings, that is, effectively managing two different set of
rules at once. 

Additionally, the rationalisation of proceedings and penalty provisions aims to make things clearer eventually,
but for now, it may create some uncertainty as both taxpayers and tax authorities determine which of the rules
apply to which years (TaxGuru, 2026). Although, staggered tax deadlines would reduce the overall workload, but
businesses must still update their internal processes to meet the new, varied timelines (Ministry of Finance,
2026b).

12TAX Chronicle –  April 2026



Coordination Challenges across Tax Administration
The successful implementation of the reforms require an unprecedented coordination at several levels of tax
administration at the same time. Central Board of Direct Taxes (CBDT), local offices, appellate authorities, and
specialized units are required to switch over to the new model simultaneously while also continuing to carry out
their normal functions. Tax officers will have to switch quickly to the new provisions, procedures, and
administrative protocols under the 2025 Act (EY, 2026). The proposal to introduce electronic verification and
digital issuance of lower or nil TDS certificates represents a significant administrative change, which requires
tech support across all tax offices (TaxGuru, 2026). Banks and financial institutions responsible for TDS collection,
investment platforms facilitating tax-saving instruments, and various other intermediaries in the tax ecosystem
have to update their system, while ensuring delivery of uninterrupted service (ClearTax, 2026a).

Policy Recommendations
Extend the annual cap from 25% to 40-50% for the first two years post-migration, allowing faster credit
recovery and avoiding a built-up of unused credits.
Introduce a one-time option for companies to "monetise" a portion of their MAT credits at a discounted rate
(for example, 50-60% of face value) through a direct refund mechanism, providing immediate liquidity and
simplifying regime-choice decisions.
Set up a MAT credit helpdesk and dispute resolution cell, to address implementation related queries and
speedup resolution of regime-choice and credit-utilisation controversies.
Accelerate the digitisation of tax administration, including real-time data validation, AI-driven risk
assessment, and seamless integration of e-assessment and faceless appeals.
Increase the capacity of tax tribunals and appellate authorities through appointments, training
programmes, and technology-enabled case management.

Conclusion
The transition to the Income Tax Act, 2025, (set to take effect in India on April 1, 2026) represents a bold and
crucial step toward India's direct tax framework. One of the most significant changes among them is MAT Credit
Cliff for corporate taxpayers. Firms must now weigh strategic options between tax regimes, re-evaluate tax
planning models, and understand that traditional expectations around MAT credits utilisation no longer apply in
the same manner.

Simplifying taxes, improving clarity, and reducing litigation is crucial for India’s economic growth. However,
transitioning to this new regime isn't easy and requires a coordinated effort from all stakeholders. Its success will
depend on comprehensive planning, sufficient resources, and sustained commitment from both government
and taxpayers. The government’s acknowledgement of transition related challenges - like the extended ITR filing
deadline, automated processes for small taxpayers, focus on simplified forms - showcases awareness of the
complicated implementation. 

Ultimately, this reform is not just about technology or laws; it is about trust. And its success will require a
collaborative approach between tax authorities and citizens, working with patience and understanding, to build
a system that supports both the nation’s growth and the well-being of its people.
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Basic Introduction of Forensic Audit
Forensic Audit is a specialized examination of financial records, transactions, and related documents with
the objective of detecting fraud, financial misconduct, embezzlement, corruption, or legal violations.

A)

making forensic and cyber audits indispensable pillars of modern governance. This article
comprehensively examines the conceptual foundations, historical evolution, similarities and differences
between forensic and cyber audits, highlighting their complementary roles in safeguarding financial and
digital ecosystems. 

It analyzes traditional audit techniques and their limitations, while emphasizing advanced AI-driven tools,
blockchain analytics, behavioral monitoring and predictive fraud modeling now transforming
investigative practices. The study further explores innovative fraud mechanisms such as deepfake
impersonation, SIM-swap attacks, crypto laundering and mule accounts, supported by recent real-world
cases successfully handled with professional forensic intervention. The adequacy of Indian legal
frameworks is critically evaluated, with reform-oriented suggestions to strengthen enforcement and
victim protection.
 
Special emphasis is placed on the evolving role of professionals-particularly CMAs- whose analytical,
cost-structural and system-oriented expertise provides a strategic edge in detecting complex fraud
patterns. The article concludes with a forward-looking CMA manifesto, positioning the profession as a
vigilant, technology-driven guardian of digital financial integrity.

Abstract -
In the rapidly expanding digital economy, financial crimes have evolved
from traditional embezzlement to sophisticated cyber-enabled frauds, 
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The roots of forensic auditing trace back to the early 20th century in the United States, particularly after
major financial scandals and the rise of organized corporate fraud.
It gained structured recognition during the 1930s after the Great Depression, when financial
investigations became critical.
The term “forensic accounting” became widely recognized later, especially after the formation of
bodies like the Association of Certified Fraud Examiners in 1988.

i) When & Where First Introduced

It combines accounting, auditing, investigation and legal expertise.
The findings are designed to be used as evidence in a court of law.
It is often ordered in cases of corporate fraud, banking irregularities, insurance claims, tax evasion and
white-collar crimes.

FORENSIC AUDIT
 Investigates fraud
 Quantifies financial loss
Identifies responsible persons
 Court-admissible evidence

CYBER AUDIT
 Evaluates IT security controls
Detects system vulnerabilities
 Prevents cyber breaches
 Strengthens digital architecture

i) CORE PURPOSE

FORENSIC AUDIT vs CYBER AUDIT
Detection vs Prevention in Digital Governance

In India, 
Forensic audits gained massive attention after the accounting scandal at Satyam Computer Services,
which exposed manipulation of financial statements running into thousands of crores.
Cyber Audits-
The digital revolution accelerated under Digital India, expanding online banking, UPI, fintech platforms
and cloud adoption. With digital growth came exponential cyber risks.

ii) Indian Context

i) When & Where First Introduced
Cyber audit evolved in the 1970s-1980s in the United States alongside the growth of computerized
accounting and enterprise IT systems.
Formal IT audit frameworks began developing with organizations like the Information Systems Audit
and Control Association (ISACA), founded in 1969.
Cybersecurity-focused audits became prominent globally after major cyber incidents in the 1990s and
2000s, particularly following digital transformation and internet expansion.
-In One Line Difference

Forensic Audit - Investigates financial fraud & legal disputes.
Cyber Audit - Examines IT systems & cybersecurity controls.

Basic Introduction of Cyber Audit
Cyber Audit (or IT/Cybersecurity Audit) is the systematic evaluation of an organization’s information
systems, cybersecurity controls, data protection mechanisms and IT governance framework.
It assesses confidentiality, integrity and availability (CIA triad) of data.
Focuses on detecting vulnerabilities, cyber threats, hacking risks and compliance with cybersecurity
regulations.
It evaluates firewalls, encryption systems, access controls, cloud security and incident response
mechanisms.
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FORENSIC AUDIT
Reactive
Event-driven
Past-oriented
Reconstructs transactions

CYBER AUDIT
Proactive
Periodic
Future-oriented
Anticipates threats

ii) NATURE & ORIENTATION

FORENSIC AUDIT
 What went wrong?
Who committed it?
How much is the loss?

CYBER AUDIT
What can go wrong?
Are controls adequate?
 How to prevent breach?

iii) KEY QUESTIONS ANSWERED

FORENSIC AUDIT
Financial records
Bank statements
Invoices & contracts
Management override
Fraud patterns

CYBER AUDIT
Network security
Firewall configuration
Access controls
Encryption systems
Backup & disaster recovery

iv) FOCUS AREA

FORENSIC AUDIT
Financial documents
Witness statements
Transaction trails
Legally defensible evidence

CYBER AUDIT
System logs
Access logs
Server configurations
Vulnerability scan reports
Penetration test results

V) TYPE OF EVIDENCE

FORENSIC AUDIT
 Frequently linked to litigation
 Auditor may act as expert witness
 Evidence must satisfy court standards

Vi) LEGAL INVOLVEMENT
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CYBER AUDIT
Generally internal compliance
Legal escalation only if breach occurs
 Converts to digital forensics if cybercrime

FORENSIC AUDIT
CA / CMA / CPA

Certified Fraud Examiner
Forensic accounting experts

CYBER AUDIT
CISA
CISSP
CEH
IT security specialists

vii) PROFESSIONAL DOMAIN

FORENSIC AUDIT
Accountability Mechanism
 Investigative Pillar

CYBER AUDIT
 Prevention Mechanism
 Control Pillar

 ix) STRATEGIC POSITION IN GOVERNANCE

FORENSIC AUDIT - Financial Risk
Fraud

Embezzlement
Asset misappropriation
Accounting manipulation

CYBER AUDIT - Technology Risk
Hacking

Malware / Ransomware
Data leakage
System vulnerabilities

viii) RISK COVERAGE

 Technology-driven frauds require digital evidence
 Weak cyber controls may cause financial fraud
 Integrated financial & cybersecurity governance is essential
 Both together ensure enterprise resilience

x) MODERN REALITY CONVERGENCE

Forensic Audit = Detection & Justice
Cyber Audit = Prevention & Protection
Integrated Approach = Sustainable Corporate Governance

xi) In brief -

Forensic audits supported shareholder protection and enhanced transparency in listed companies.
ii) Corporate Governance

Earlier, frauds mainly involved forged signatures, inflated expenses, fictitious suppliers, and manual
manipulation of ledgers.

i) Importance in the Past - Fraud Detection
IMPORTANCE OF FORENSIC & CYBER AUDITSD)
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Cybercrimes such as phishing, ransomware, SIM swap fraud, crypto scams and deepfake
impersonations have grown rapidly.

 Increase in Reporting
India’s National Cyber Crime Reporting Portal has reported lakhs of complaints annually, showing
alarming growth in digital fraud.

 Regulatory Pressure
Regulators, banks, and NBFCs now mandate cyber audits periodically to safeguard customer data and
financial assets.

iii) Importance in Present Digital Era - Rise of Digital Fraud

Reactive Nature
Fraud was detected only after financial damage occurred.

Time-Consuming
Manual review could not handle big data volumes.

 Limited Technological Coverage
Complex algorithmic trading frauds or digital wallet manipulations remained undetected.
“Manual audit is a torch; AI audit is a satellite.”

ii) Limitations

Manual Voucher Verification
Auditors manually cross-checked invoices and supporting documents.

Ratio & Trend Analysis
Comparison of financial ratios over years to detect abnormalities.

Physical Confirmations
Debtor/creditor confirmations through letters.

i) Traditional Forensic Audit Techniques
TRADITIONAL TOOLS & THEIR LIMITATIONSE)

Systems predict high-risk accounts before fraud materializes.
ii) Predictive Fraud Modeling

AI identifies unusual transaction patterns beyond human capability.
i) Artificial Intelligence & Machine Learning - Anomaly Detection
ADVANCED TOOLS & AI-DRIVEN TECHNIQUESF)

Algorithm-based digit analysis to detect fabricated figures.
iii) Benford’s Law Automation

 Transaction Traceability
Even anonymous wallets can be tracked through blockchain analytics.

 Smart Contract Review
Auditors verify integrity of decentralized finance systems.

iv) Blockchain & Crypto Forensics

Disk imaging, metadata extraction, deleted file recovery.
ii) Digital Forensics

Real-time security monitoring and event correlation.
i) SIEM Systems
Cyber Audit ToolsG)

Monitoring employee and user activity to detect insider threats.
iii) Behavioral Analytics

i) Social Engineering - Phishing & Smishing
    Fake bank messages and emails trick users into sharing OTPs.

 INNOVATIVE METHODS USED BY FRAUDSTERSH)
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ii) Deepfake Technology

Mule Accounts
Using poor individuals’ bank accounts for laundering money.

QR Code Fraud
Fraudsters trick victims into “receiving” money while actually authorizing payment.
iii) Technological Exploitation

SIM Swap Fraud
Unauthorized transfer of mobile number to access bank OTPs.

Dark Web Marketplaces
Selling stolen data for further exploitation.
“ठग अब ताले नह� तोड़ते, वे पासवड� तोड़ते ह�।”

iii) Financial Manipulation

Voice cloning to impersonate CEOs or relatives.

In a high-profile U.S. case in 2025, forensic accountants uncovered that the founder of the startup Frank
had significantly overstated the user base presented to JPMorgan Chase during acquisition
negotiations.

v) Corporate & Acquisition Fraud - Frank / JPMorgan Case (2025)

The long-running Rose Valley financial scam - a large chit fund fraud affecting over 31 lakh investors -
saw the Enforcement Directorate attach and liquidate crores of assets traced through forensic
investigations. After extensive forensic analysis of bank accounts, shell entities, and transaction
networks, the government disbursed more than ₹515 crore to compensate defrauded investors in 2024-
25. The professional audit evidence played a central role in courts approving asset disposal and
restitution. 

iv) Rose Valley Chit Fund Scam - Victim Restitution (2024-2025)

When IndusInd Bank uncovered accounting discrepancies in its derivatives portfolio worth about $175
million, it appointed forensic accounting experts from Grant Thornton to investigate and detect any
malicious financial misstatements or fraud. Although this matter was primarily an internal compliance
probe, the forensic review provided accountability insights, identified control weaknesses and
reassured regulators about the bank’s corrective actions. 

iii) IndusInd Bank Derivatives Accounting Investigation (2025)

The Maharashtra State CID conducted a forensic audit into the operations of Dnyanradha Multistate
Co-operative Credit Society Limited, uncovering that approximately ₹3,500 crore from about 10,000
investors across Beed, Jalna and Parbhani districts had been fraudulently diverted. Professional forensic
auditors helped trace property assets worth hundreds of crores and provided crucial leads to
enforcement agencies. As a result, multiple arrests were made and assets were provisionally attached
for restitution to victims. 

ii) Beed Cooperative Credit Society ₹3,500 Crore Scam (2025)

In early 2026, discrepancies totaling around ₹590 crore were discovered in government-linked bank
accounts at the Chandigarh branch of IDFC First Bank when internal reconciliations revealed
unauthorized transactions. The bank appointed KPMG to conduct a forensic audit to dig deeper into the
irregularities, trace misappropriated funds and identify responsible employees. Internal forensic
findings helped the Haryana government recover most of the missing balance within days and
strengthen controls. This case underscores the power of professional forensic audits to expose deep-
rooted financial manipulations in complex government-linked banking environments.

i) ₹590 Crore IDFC First Bank / Haryana Government Accounts Fraud (2026)

Recent Forensic & Cyber Fraud Cases Successfully Investigated (Handled by Professional)
Six recent fraud cases from India and globally where forensic auditors, chartered accountants, cost
management professionals or cyber audit teams played a critical role in uncovering fraud, assisting
investigation agencies or supporting prosecution and restitution.

I)
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Cross-Border Jurisdiction
Tracing international crypto transfers is difficult.

Limited Skilled Investigators
Cyber forensic experts are fewer compared to growing fraud cases.

ii) Weaknesses

Quick Transaction Freeze
Banks now have faster mechanisms to block suspicious transactions.

 Regulatory Oversight
CERT-In advisories and RBI cybersecurity frameworks.

i) Strengths
EFFECTIVENESS OF PRESENT SYSTEMJ)

Coordination with IT Experts
Legal Advisors for Evidence Handling
Ethical Hackers for Penetration Testing

“Prevention is smarter than prosecution.”

ii) Interdisciplinary Collaboration

 Secure Digital Lab
Isolated forensic workstations.

AI-Based Fraud Detection Software
Automated risk scoring models.

 Cloud & Blockchain Analysis Tools
Capability to examine decentralized systems.

Although slightly older, the Punjab National Bank fraud involving misuse of fraudulent letters of
undertaking (LoUs) worth over ₹13,000 crore remains one of India’s largest financial frauds. Professional
forensic accountants played a major role in reconstructing transaction trails, helping enforcement
agencies build cases against international perpetrators. Even years later, forensics supports ongoing
cross-border legal processes, showcasing sustained relevance of forensic audit expertise. 

vii) PNB Fraud (2018) & Ongoing Forensic Support in Legal Proceedings

In New York City, the recreational complex Chelsea Piers uncovered through internal investigation and
forensic auditors that an employee had embezzled funds via fake invoices. Forensic accounting
techniques - including invoice verification, vendor analysis and digital trail reconstruction - exposed the
anomaly, supported claims and enabled legal action to reclaim stolen assets. 

vi) Chelsea Piers Embezzlement (2025)

Forensic analysis of digital user data and financial records revealed fabricated metrics, leading to civil
litigation and restitution claims. This case illustrates how forensic scrutiny is critical not just in detection
but also in validating data integrity in mergers and acquisitions. 

 EMPOWERING AUDIT TEAMS
Skill Development
 Certification Courses
Forensic accounting and cybersecurity certifications.
 Data Analytics Training

Proficiency in Python, R, Power BI, SQL.

i) Infrastructure Requirements

K)

Information Technology Act, 2000
Provides legal recognition to electronic records and penalizes cyber offenses.

i) Legal Framework
L) COMPETENCY OF PRESENT INDIAN LAWS
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 Judicial Delays
 Lack of Specialized Cyber Courts
Limited Victim Compensation Mechanisms

Mandates fraud reporting by auditors.
Prevention of Money Laundering Act

Addresses proceeds of crime and attachment of properties.

ii) Challenges

Fast-Track Cyber Courts
Dedicated benches for digital crimes.

Mandatory Forensic Audit in Large Frauds
Automatic trigger beyond specified monetary threshold.

Stronger Data Protection Enforcement
Strict penalties for negligence in cybersecurity.

Cross-Border Cooperation Treaties
Global coordination to track crypto-based fraud.

iii) SUGGESTED AMENDMENTS

COMPETENCY OF PROFESSIONALSM)

Without AI and cybersecurity knowledge, professionals may lag behind.
iii) Need for Technological Upskilling

Strong foundation in financial systems.
ii) Traditional Knowledge Strength

Yes - provided they upgrade technologically.
i) Are CA, CMA, CS Competent?

EDGE OF CMAs - 
As CMA - " Hunt the Hidden"!!! 

N)

CMAs understand business processes deeply, enabling root cause investigation.
“Where others audit accounts, CMAs audit systems.”

iii) Strategic Insight

Fraud often hides in overhead allocations and cost inflation.
ii) Fraud Detection Through Cost Patterns

CMAs specialize in cost behavior, variance analysis and operational efficiency.
i) Analytical Strength

Secure Servers & Encrypted Storage
AI & Data Analytics Software
Blockchain Investigation Tools
Human Resources
Dedicated Forensic Team
Continuous Training Program
Legal & IT Collaboration

PREREQUISITES FOR CMA OFFICESO)
i) Physical & Digital Infrastructure

i) CMA should pledge to uphold integrity beyond compliance.

CMA MANIFESTO FOR FORENSIC & CYBER AUDITS
CMA -"Har Rupee Ki Raksha, Har Scam Par Prahar"!!! 

 Ethical Commitment

N)
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ii) Technological Adaptability
     He should embrace AI and digital tools fearlessly.

iii) Stakeholder Protection
      Protection of investors and society shall be his prime duty.

iv) Vigilance Culture
      Audit shall transform from periodic review to continuous monitoring.

v) National Responsibility 
     He should act as guardians of India’s digital financial ecosystem.  
    “CMA - Sentinel of Digital Financial Integrity.”

The future forensic auditor is 
Accountant
Data Scientist
Cyber Investigator
Legal Expert
Ethical Guardian

“जब तक सत्य की र�ा के �लए तकनीक का शस्त्र नह� उठाया जाएगा, तब तक असत्य �ड�जटल ग�त से बढ़ता रहेगा।”

iii) Future Vision

If auditors fail to evolve technologically, fraudsters will always stay ahead.
ii) Evolution is Survival

The modern economy runs on data. Fraudsters exploit speed, anonymity and technological gaps.
i) The Digital Battlefield

D) MOST IMPACTFUL CONCLUSION

R) FINAL MESSAGE
“In the courtroom of the digital world, data is the witness, technology is the lawyer and the forensic auditor
is the defender of truth.”
सत्य की र�ा ही स�ा �ोफेशनल धम� है।
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Introduction
In professional practice, one of the most common observations during year-end reviews is not the
absence of data, but the inconsistency within it. Books appear complete, returns appear filed, and yet,
when reconciliations begin, the gaps surface—sometimes small, sometimes material, but almost always
avoidable. Reconciliation, therefore, is not merely an accounting exercise; it is the backbone of reliable tax
reporting.

With the increasing digitisation of the tax ecosystem in India, reconciliation has moved from a periodic
activity to a continuous expectation. Systems such as GSTR-2B in GST and AIS in direct tax have made it
clear that the tax authorities already possess a parallel version of the taxpayer’s data. The real challenge
for professionals today is not just preparing returns, but ensuring that the data in the books aligns with
what is reported and what is visible to the authorities.

This article examines what happens when reconciliation fails, drawing lessons from practical GST and AIS
mismatches, and analysing the financial implications arising from such failures.

Meaning and Concept Overview
Reconciliation, in the context of taxation, refers to the process of matching financial records maintained in
the books of accounts with corresponding data reflected in statutory returns, statements, and third-party
reporting systems.

In today’s environment, reconciliation extends beyond internal matching and includes:
Matching purchase registers with GSTR-2B
Matching income records with AIS and Form 26AS
Matching outward supplies with GSTR-1 and books
Aligning tax positions with actual transactions

A failure in reconciliation does not necessarily indicate fraud or negligence. More often, it indicates timing
differences, system gaps, or process inefficiencies. However, if left unresolved, these mismatches can
translate into financial exposure, compliance risk, and reputational concerns.

Importance and Relevance of the Topic
The relevance of reconciliation failures has increased significantly due to the following factors:

Increased Data Visibility
Tax authorities now have access to supplier filings, banking data, securities transactions, and other third-
party information. Any mismatch between books and such data becomes easily identifiable.

Auto-Drafted Compliance Systems
Systems like GSTR-2B and AIS present pre-compiled data, shifting the responsibility onto taxpayers to
justify deviations rather than merely report figures.

1.

2.

3.

mailto:prathikmanjunath@gmail.com
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Reduced Scope for Post-Facto Corrections
Time limits for corrections, ITC claims, and invoice reporting are becoming stricter,
reducing flexibility at year-end.

Shift from Filing to Validation
Compliance is no longer about filing returns alone; it is about ensuring that the
reported data is validated across systems.

Key Features and Components of Reconciliation
A robust reconciliation framework typically includes the following components:

Data Integrity at Source
Transactions must be recorded accurately with correct GSTIN, tax rate, and
classification. Errors at this stage propagate through the system.

Periodic Matching Mechanism
Monthly or quarterly reconciliation between books and statutory data helps in
early detection of mismatches.

Exception Identification
The system or reviewer must identify mismatches such as missing invoices,
duplicate entries, incorrect tax rates, or timing differences.

Documentation and Justification
Each unresolved mismatch must be supported with proper documentation and
reasoning.

Follow-up Mechanism
Vendor communication and internal correction processes are critical to closing
reconciliation gaps.

Process of Reconciliation (Practical Flow)
The reconciliation process may be understood in the following stages:

Step 1: Data Extraction
Extract purchase/sales data from books and corresponding data from GST
returns or AIS.

Step 2: Matching
Perform invoice-level matching based on key fields such as GSTIN, invoice
number, date, and value.

4.

5.
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Step 3: Identification of Differences
Classify mismatches into categories such as:

Missing in books
Missing in returns
Value differences
Timing differences

Step 4: Investigation
Analyse the root cause of each mismatch—whether due to vendor error, system issue, or internal mistake.

Step 5: Resolution
Take corrective action such as:

Vendor follow-up
Accounting adjustments
Disclosure in returns

Step 6: Reporting and Review
Prepare a reconciliation summary highlighting unresolved items and potential risk exposure.

Practical Examples / Case Studies
Case Study 1: GST ITC Mismatch due to Vendor Non-Compliance
A manufacturing entity identified that its purchase register reflected input tax credit higher than GSTR-2B.
On analysis, it was found that several vendors had either not filed returns or had reported invoices in
subsequent periods.

Implication: ITC had to be reversed temporarily
Financial impact: Working capital blockage and potential interest liability

Case Study 2: AIS Mismatch with Interest Income
An assessee’s books reflected interest income based on bank statements, while AIS showed a slightly
higher amount due to accrual differences and reporting by financial institutions.

Implication: Risk of under-reporting income
Financial impact: Additional tax liability and possible scrutiny

Case Study 3: Duplicate Entry in Purchase Register
A company recorded the same invoice twice due to ERP migration issues. While books reflected higher
expense and ITC, GSTR-2B reflected only one entry.

Implication: Excess ITC claim
Financial impact: Reversal of ITC with interest and penalty exposure

Advantages of Effective Reconciliation
Improved Accuracy in Tax Reporting

Reduces errors in returns and ensures consistency across records

Reduced Litigation Risk
Proper reconciliation minimizes the chances of notices and disputes

Better Financial Control
Helps in identifying leakages, duplicate entries, and inefficiencies

Enhanced Audit Readiness
Clean reconciliation supports smoother audits and faster closure

6.
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Challenges and Limitations
Dependence on External Parties

GST reconciliation depends heavily on vendor compliance

Data Volume and Complexity
Large organizations deal with thousands of transactions, making manual reconciliation difficult

System Integration Issues
ERP systems may not always align seamlessly with tax portals

Timing Differences
Differences in reporting periods create temporary mismatches that require careful handling

Legal and Regulatory Framework
Reconciliation is not merely a best practice but is embedded within the compliance framework:

GST Framework
Input Tax Credit eligibility is linked with supplier reporting and reflected in GSTR-2B 
Time limits exist for claiming ITC and correcting errors

Direct Tax Framework
AIS provides a comprehensive view of taxpayer information
Discrepancies between AIS and return may trigger scrutiny

Documentation Requirement
Proper records and explanations are necessary to defend positions during assessment

Future Trends and Developments
Increased Use of Data Analytics

Tax authorities are likely to rely more on analytics to identify mismatches

Real-Time Reconciliation Systems
Continuous reconciliation may replace periodic reconciliation

Integration of AI Tools
AI may assist in identifying patterns, anomalies, and high-risk transactions

Greater Transparency
Tax systems will continue to move toward pre-filled and auto-validated returns

Suggestions and Recommendations
From a professional standpoint, the following practices are recommended:

Adopt Continuous Reconciliation
Avoid year-end dependency; perform reconciliation regularly

Strengthen Vendor Management
Monitor vendor compliance and follow up on delays

Leverage Technology Judiciously
Use automation tools, but validate outputs with professional judgment

Maintain Documentation Discipline
Record reasons for mismatches and actions taken

8.

9.

10.

11.



A Professional Reflection
“Reconciliation is not about matching numbers; it is about validating the story those numbers tell.”

Conclusion
Reconciliation failures are rarely sudden; they are the result of small gaps that accumulate over time. In a
tax environment where data is interconnected and continuously monitored, even minor mismatches can
escalate into significant financial and compliance issues.

The role of the tax professional is evolving from a preparer of returns to a validator of data integrity. This
shift requires not only technical knowledge but also process awareness, analytical thinking, and
disciplined execution.

Ultimately, a well-reconciled set of books is not just a compliance requirement—it is a reflection of control,
credibility, and professional competence. In the years ahead, the strength of tax reporting will not be
judged by how quickly returns are filed, but by how accurately they withstand scrutiny.
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Create a Risk Dashboard
Track high-risk areas such as ITC mismatches and AIS variances

Insight Table: Common Mismatches and Implications12.

13.

14.



Navigating Global Turbulence: How Activity-Based
Costing (ABC) Can Strengthen Indian Manufacturing

Introduction
The global economy is currently passing through one of the most uncertain periods in recent decades. Multiple
geopolitical conflicts, disruptions in supply chains, rising energy costs, and increasing trade barriers are
reshaping the structure of international trade. 

For manufacturing industries, these developments are not merely political headlines—they directly influence
the cost of raw materials, transportation, energy, and ultimately the final price of products. 

Indian manufacturers today face a critical challenge. On one hand, the country aims to strengthen domestic
manufacturing under initiatives such as “Make in India” and Production Linked Incentive (PLI) schemes. On
the other hand, global instability and rising input costs are putting immense pressure on production
economics. 

f India wants to emerge as a strong manufacturing hub and compete effectively with countries such as China,
Indian industries must focus not only on increasing production capacity but also on managing costs
efficiently. 
 
In this context, Activity-Based Costing (ABC) can play a significant role in helping Indian manufacturing
industries understand their cost structure more accurately and remain competitive in international markets. 

Global Instability and Its Impact on Manufacturing 
The current global situation is shaped by several simultaneous geopolitical tensions. 

The Russia–Ukraine war, now continuing for several years, has significantly disrupted global energy markets
and commodity supply chains. Energy prices remain highly sensitive to developments in this conflict. 

At the same time, tensions between Iran and Israel, along with broader instability in the Middle East, have
created uncertainty in oil supply and maritime trade routes. 

Closer to India, regional developments are also affecting trade and logistics. Political uncertainty in Nepal,
economic recovery challenges in Sri Lanka, recurring floods and political instability in Pakistan, and recent
unrest in Bangladesh have contributed to disruptions in regional economic activity. 

These developments directly affect international shipping routes, logistics costs, and the availability of critical
industrial inputs. 

For countries heavily dependent on global trade, such as India, such disruptions translate into higher import
costs and delayed supply chains. 
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Rising Import Costs and Manufacturing Pressure
Indian manufacturing industries rely on imports for a wide range of raw materials and components. These
include industrial metals, chemicals, electronic components, specialized machinery parts, and energy
resources. 

When global tensions rise, the prices of these inputs tend to increase significantly. 

For example, the cost of certain categories of industrial steel that previously averaged around ₹50,000 per
ton has in some cases risen to nearly ₹75,000 per ton due to supply disruptions and rising logistics costs. 

Similarly, fuel price volatility increases transportation expenses across the supply chain. Higher diesel prices
affect trucking costs, while increased shipping charges raise the cost of importing raw materials. 

Delivery timelines have also been affected. In many cases, shipments that earlier required around 20–25
days are now taking 40–45 days or even longer, forcing companies to maintain higher inventory levels. 

These factors collectively increase the overall manufacturing cost of finished products. 

The Competitive Challenge from China 
While Indian manufacturers struggle with rising input costs and logistical uncertainties, they must
simultaneously compete with global manufacturing powerhouses such as China. 

China’s manufacturing sector benefits from large-scale production systems, highly efficient supply chains,
and advanced cost management practices. As a result, Chinese products are often available in international
markets at significantly lower prices. 

This creates a difficult situation for Indian industries. Even when Indian manufacturers produce high-quality
goods, higher production costs can make it difficult to compete on price in global markets. 

For Indian manufacturing to succeed internationally, products must not only meet quality standards but also
remain cost competitive. 

This makes cost management a strategic priority rather than merely an accounting exercise. 

The Hidden Costing Problem in Many Industries 
One of the major internal challenges faced by many manufacturing companies is the continued reliance on
traditional costing systems. 

Traditional costing methods typically allocate overhead costs based on simple measures such as production
volume, machine hours, or labor hours. 

While such systems were suitable for simpler manufacturing environments, modern production processes
involve a wide variety of indirect activities such as machine setup, procurement coordination, quality
inspections, logistics management, and customer support. 

Traditional costing methods often distribute overhead expenses uniformly across products, regardless of
how much each product actually consumes these activities. 

This leads to distorted product costing, where some products appear more profitable than they truly are,
while others appear less profitable than their actual economic value.

When decision-makers rely on inaccurate cost information, pricing strategies, product mix decisions, and
operational planning can become inefficient. 
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3. Estimate the cost associated with each activity. 

4. Determine the drivers that influence these costs. 

5. Allocate activity costs to products based on usage. 

Analyse the results and identify opportunities for cost improvement. 

Even a basic ABC implementation can reveal insights that traditional costing systems often overlook. 

Over time, organizations can integrate ABC models with enterprise software systems for more sophisticated
cost analysis. 

The Role of Cost and Management Accountants 
Cost and Management Accountants have an important role to play in helping Indian industries adopt
advanced costing practices. 

Their expertise in cost analysis, budgeting, operational efficiency, and financial management allows them to
design systems that provide meaningful insights for managerial decision-making. 

By guiding organizations in implementing Activity-Based Costing and other modern cost management tools,
cost accountants can contribute significantly to improving the competitiveness of Indian manufacturing. 

Conclusion 
The global economic environment is becoming increasingly complex and unpredictable. Geopolitical
tensions, supply chain disruptions, and rising input costs are creating new challenges for manufacturing
industries worldwide. 

For India, which aims to strengthen its position as a global manufacturing hub, improving cost efficiency is
essential. 

Traditional costing methods often fail to capture the complexities of modern production systems. Activity
Based Costing provides a more accurate and strategic approach to understanding and managing
manufacturing costs.
 
By adopting such modern costing practices, Indian manufacturers can enhance efficiency, reduce
unnecessary expenses, and improve their competitiveness in international markets. 
 
In an era of intense global competition, effective cost management may well become one of the most
important factors determining the future success of Indian manufacturing. 
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Understanding Activity-Based Costing (ABC) 
Activity-Based Costing offers a more refined and realistic approach to understanding manufacturing costs. 

The basic principle of ABC is straightforward: activities consume resources, and products consume
activities. 

Instead of allocating overheads broadly across production volume, ABC identifies the specific activities that
generate costs within the manufacturing process. 

These activities may include: 
• Machine setup 
• Procurement processing 
• Quality inspection 
• Material handling 
• Packaging 
• Distribution 

Each activity is assigned a cost, and that cost is linked to a cost driver such as the number of setups,
inspection hours, purchase orders, or machine hours. 

Products are then assigned costs based on the extent to which they use these activities. This approach
provides a much more accurate picture of the true cost of manufacturing each product. 

Why ABC Is Important for Indian Manufacturing 
For Indian industries operating in a volatile global environment, Activity-Based Costing offers several
important advantages. 

Accurate Cost Visibility 
ABC helps organizations understand where costs are actually being incurred. This enables management to
identify inefficiencies and unnecessary operational expenses. 

Better Pricing Decisions 
 With a clearer understanding of product costs, companies can develop more competitive pricing strategies
for both domestic and export markets. 

Identification of Non-Value-Adding Activities 
ABC highlights activities that do not directly contribute to product value. Eliminating such activities can
significantly reduce operational costs. 

Improved Resource Utilization
Companies can allocate machines, labor, and capital more effectively when they understand which
activities drive costs. 

Strategic Product Mix 
ABC enables businesses to identify which products generate the highest value relative to their cost
consumption, allowing management to focus on more profitable production lines. 

Practical Implementation in Indian Industries 
Implementing Activity-Based Costing does not necessarily require complex technology in the initial stages. 
1. Many companies begin with a simple approach: 

2. Identify the key activities involved in production. 



Introduction 
The global tax landscape has grown markedly more complex over the past two decades. Multinational
enterprises operate across dozens of jurisdictions, exploiting regulatory asymmetries and sophisticated
financial instruments to minimize tax burdens sometimes legitimately, often otherwise. Simultaneously,
governments face mounting fiscal pressures, compelling revenue authorities to sharpen their enforcement
arsenals. Against this backdrop, forensic auditing has risen from a niche forensic accounting specialism into
a mainstream instrument of tax risk management. Traditional external and internal auditing emphasises the
fair presentation of financial statements and compliance with accounting standards. While valuable, these
objectives do not fully address the investigative depth required to uncover concealed income streams,
phantom deductions, transfer pricing manipulation, or offshore wealth structures. Forensic auditing, by
contrast, blends accounting expertise with investigative methodology and legal awareness to produce
evidence capable of withstanding judicial scrutiny (Grippo & Ibex, 2003).

Forensic Auditing
Forensic auditing is the application of specialised accounting, auditing, and investigative skills to matters
that may require legal resolution (Dada, Owolabi & Okwu, 2013). Unlike standard auditing which provides
reasonable assurance that financial statements are free from material misstatement forensic auditing is
initiated when fraud, financial crime, or regulatory non-compliance is suspected or confirmed. Its hallmarks
include a legally defensible chain of custody for evidence, hypothesis-driven investigation, and the
preparation of findings suitable for use in litigation, regulatory hearings, or internal disciplinary proceedings.

Tax Risk Management 
Tax risk management encompasses the policies, processes, and controls by which an organisation identifies,
assesses, monitors, and mitigates risks arising from its tax position (OECD, 2016). Effective tax risk
management goes beyond mere compliance; it requires strategic alignment between tax planning,
corporate governance, and enterprise risk management. The OECD's Base Erosion and Profit Shifting (BEPS)
framework has further elevated the stakes, introducing new disclosure obligations, country-by-country
reporting requirements, and anti-avoidance rules that demand robust internal oversight.

Taxonomy of Tax Risks in Organizations
A structured understanding of tax risk categories is foundational to directing forensic audit resources
effectively. Drawing on the OECD (2016) risk taxonomy and contributions from Okoye and Gbegi (2013), the
following table presents the principal categories of tax risk alongside their forensic audit implications.

Forensic Auditing as a Tool for Effective Tax Risk
Management
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Among these categories, compliance risk and transactional risk receive the most forensic audit attention in
practice, given their direct link to the quantification of tax liabilities. However, reputational risk has gained
prominence in the post-BEPS era, as tax disclosures and country-by-country reports are increasingly
scrutinised by civil society organisations, investigative journalists, and institutional investors (OECD, 2015).

Forensic Audit Techniques for Tax Risk Detection
The forensic auditor's toolkit has expanded considerably with advances in data analytics and digital
forensics. The selection of appropriate techniques depends on the nature and scale of the suspected tax
irregularity. 
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Table 1: Taxonomy of Organisational Tax Risks and Forensic Audit Focus Areas

Source: Adapted from OECD (2016) and Okoye & Gbegi (2013)

Table 2 presents the principal methodologies and their applications in tax risk contexts.

Digital Forensics and Technology-Driven Tax Auditing: 
The proliferation of digital transactions has created both new avenues for tax fraud and new opportunities
for detection. Computer forensics enables auditors to recover deleted files, examine metadata trails, and
reconstruct transactional sequences from fragmented electronic records. Enterprise Resource Planning
(ERP) systems, in particular, leave extensive audit trails that forensic auditors can exploit to detect
backdated entries, unauthorised adjustments, and systematic overstatement of deductible expenses
(Albrecht, Albrecht & Albrecht, 2012). Artificial intelligence and machine learning tools are now being
integrated into forensic tax auditing workflows, enabling real-time anomaly detection across millions of
transactions. Revenue authorities in jurisdictions including the United Kingdom, Australia, and India have
piloted AI-driven risk scoring systems that automatically flag taxpayers exhibiting behavioural patterns
inconsistent with their industry, size, or historical reporting (HMRC, 2022).

Transfer Pricing and Forensic Investigation: 
Transfer pricing the pricing of goods, services, and intellectual property transferred between related entities
represents one of the most contested and forensically complex domains of international tax. Manipulated
transfer prices enable multinational groups to shift profits to low-tax jurisdictions, eroding the tax base of
higher-tax countries. Forensic auditors investigating transfer pricing risk employ functional analyses,
benchmark comparisons using databases such as Bureau van Dijk's Orbis, and intercompany contract
reviews to assess whether transactions reflect arm's length standards mandated by Article 9 of the OECD
Model Tax Convention (OECD, 2022).

Governance and Organisational Enablers: 
For forensic auditing to function as an effective tax risk management tool, it must be supported by
appropriate governance architecture. This includes board-level oversight of tax risk appetite, a documented
tax risk policy, and clear reporting lines between the tax function, internal audit, and the audit committee. 

1.

2.

3.
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The OECD's Tax Administration 3.0 vision calls for cooperative compliance frameworks in which large
taxpayers engage with revenue authorities proactively a posture that forensic audit readiness strongly
supports (OECD, 2020).

Human Capital and Professional Standards: 
Forensic auditors engaged in tax risk work require competencies that straddle multiple disciplines: tax law,
financial accounting, digital forensics, and litigation support. Professional bodies including the Association
of Certified Fraud Examiners (ACFE), the Chartered Institute of Public Finance and Accountancy (CIPFA), and
the Institute of Chartered Accountants in England and Wales (ICAEW) offer specialised certifications the CFE,
CIPFA's Forensic Accountant credential, and the ICAEW's Forensic Accounting qualification that define
minimum competency standards for practitioners (ACFE, 2020).

Technology Infrastructure: 
Modern forensic tax auditing demands robust technology infrastructure, including data analytics platforms
(e.g., ACL Analytics, IDEA, or Python-based environments), forensic imaging tools (e.g., EnCase, FTK), and
secure evidence management systems. Organisations that invest in these capabilities and that train their
tax and audit personnel to use them achieve measurably faster detection of irregularities and lower
remediation costs (Albrecht et al., 2012).

4.

5.
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Challenges and Limitations
Despite its demonstrable value, forensic auditing as a tax risk management tool faces a few constraints.

The cost of engaging qualified forensic auditors can be prohibitive for small and medium enterprises
(SMEs), creating an uneven playing field where only large organisations can afford comprehensive forensic
oversight.

The adversarial nature of forensic investigations can strain relationships between corporate tax
departments and revenue authorities, potentially undermining the cooperative compliance models that
regulators increasingly favour.

Rapid technological change particularly the adoption of crypto-currencies, decentralised finance (DeFi)
platforms, and algorithmic trading is outpacing the forensic audit profession's capacity to develop
standardised investigation protocols. The volatility and pseudonymity of crypto assets create novel tax risk
vectors for which established forensic methodologies offer only partial coverage.

Jurisdictional fragmentation in international tax law means that forensic audit findings generated in one
country may not be directly admissible or enforceable in another, requiring complex mutual legal
assistance treaty (MLAT) processes that add time and cost to cross-border investigations.

1)

2)

3)

4)

Conclusion: 
Forensic auditing has matured into an indispensable instrument of effective tax risk management. By
combining investigative rigour with advanced analytical techniques and a legally conscious approach to
evidence, forensic auditors can detect, document, and deter the full spectrum of tax irregularities from
inadvertent compliance failures to deliberate multi-jurisdictional fraud. For corporations, the imperative is to
integrate forensic audit capabilities into existing enterprise risk management and internal audit functions,
rather than treating forensic investigations as isolated, reactive exercises. For revenue authorities, the lesson
from landmark cases is that investment in forensic data analytics capabilities yields substantial fiscal
dividends and acts as a credible deterrent against aggressive tax planning. For policy makers, the priority
must be to harmonize international legal frameworks so that forensic evidence collected across borders can
be mobilized more efficiently in tax enforcement proceedings.
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Summary Discussion on The Customs Baggage
Rules, 2026

Introduction
What is a Baggage?

Baggage means all Dutiable Articles, Imported by Passenger or a Member of a Crew in His Baggage
Un-Accompanied Baggage if Despatched Previously or Subsequently within the Prescribed Time
Baggage does not include Motor Vehicles, Alcoholic Drinks and Goods Imported Through Courier
Baggage does not include article imported under an Import License

Relevant Provisions of The Customs Act, 1962
Chapter XI of The Customs Act, 1962 Contains Provisions relating of Import of Goods as Baggage. The
Summary Provisions are as Follows:-

Section 77. Declaration by owner of baggage
Section 78. Determination of rate of duty and tariff valuation in respect of baggage
Section 79. Bona fide baggage exempted from duty
Section 80. Temporary detention of baggage
Section 81. Regulations in respect of baggage

Effective Rate of Duty on Baggage
Any Article The Value of Which Exceeds The Duty Free Allowance Admissible to Such Passenger or Member
under the Baggage Rules, 2026:- 35% Ad Valorem
On The Unaccompanied Baggage: - 35% Ad Valorem
This Rate Shall not apply to Goods Imported Through Courier Service
No IGST on Import as Baggage
Social Welfare Cess on Baggage is Exempt
AIDC on Baggage is Exempt

Case Laws with Reference to Rate of Duty on Baggage
Duty Payable at Baggage Rate even if Goods are Leviable at Lower Rate of Duty as Per The Tariff, but no Duty
if Customs Duty is Fully Exempt- Associated Cement Companies Ltd. v CC (SC 3 Member Bench)

Valuation of Baggage- In The Case of Naresh Lokumal Serai v CC 2001 (CESTAT) it was held that there is no
separate provisions for Valuation of Baggage. Hence Valuation Rules apply to Valuation of Baggage also, it
was held that Valuation on The Basis of Best Judgement Basis is appropriate. It was further held that Internet
Prices cannot be adopted similarly Price Tags and Price of Similar Goods in India also cannot be Considered
for the purpose of The Valuation

Customs Duty is Not Payable if The Amount of Duty is Equal to or Less Than Rs.100 (Section 25(1) of Customs
Act)
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Provisions for re-import and temporary import. – 
Any article of personal effects other than used personal effects required for satisfying daily necessities of
life, taken out earlier by the resident or tourist of Indian origin or foreigner with a valid visa, other than tourist
visa, or member of his family, from India shall be allowed free of duty, on submission of declaration made at
the time of his departure from India electronically or otherwise, subject to the satisfaction of the same by
the Deputy Commissioner of Customs or Assistant Commissioner of Customs, as the case may be.

Any article of personal effects other than used personal effects required for satisfying daily necessities of
life, carried by a tourist, required for his stay in India, may be allowed to be imported temporarily free of
duty, on submission of a declaration made electronically or otherwise, and subject to their re-export at the 

(1)

(2)

Articles Prohibited as a Baggage
Annexure I to Baggage Rules, 2026 Contains the List of Prohibited Articles as Baggage

In Addition to the above List Customs Baggage (Declaration and Processing) Regulations, 2026 Form CBD-I
Contains the Following Prohibitions:-

Duty free imports of personal effects- A passenger, including an infant arriving in India, shall be allowed
clearance of used personal effects required for satisfying daily necessities of life and travel souvenirs, carried on
the person or in his bona fide baggage, free of duty, other than those articles mentioned in Annexure-I of The
Baggage Rules, 2026

Customs Duty Free Allowance:- The Summary Provision of The Customs Duty Free Allowance as per The
Baggage Rules, 2026 is as follows:-

ii. Passengers arriving by land borders do not have any general duty-free allowances. Where the passenger
arriving in India by land, only used personal effects required for satisfying daily necessities of life, shall be
allowed duty free:

Fire Arms
Cartridges of Fire Arms Exceeding 50
Cigarettes exceeding 125gms
Alcoholic Liquors or Wines in Excess of Two Liters
Gold or Silver (Other Than Ornaments)
Television

1.
2.
3.
4.
5.
6.

1.
2.
3.
4.
5.
6.

Maps and literature where Indian external boundaries have been shown incorrectly; 
Narcotic Drugs and Psychotropic Substances;
Goods violating any of the legally enforceable intellectual property rights; 
Wild life products; 
Indian counterfeit currency notes or coin; and 
Specified live birds and animals. 
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time of leaving India for a foreign destination.

The passengers availing the facility under this rule, may be subject to risk based verification.(3)

New Laptop Including Notepad
Provided also that a passenger of the eighteen years of age or above, other than a crew member, shall be
allowed clearance of one new laptop including notepad free of duty in bona-fide baggage.

Explanation. – For the purposes of this rule, the free allowance of a passenger shall not be allowed to pool with
the free allowance of any other passenger.

A Laptop is a Small Portable Personal Computer. A Notebook Computer is a Laptop- CC v Hewlwtt Packard
India (Sales) P Ltd. (2007) (SC)

A Laptop is different from Desktop Computer- CC v Acer India P Ltd. (2007) (SC)

Duty Free Imports of Personal Effects
A passenger, including an infant arriving in India, shall be allowed clearance of used personal effects required
for satisfying daily necessities of life and travel souvenirs, carried on the person or in his bona fide baggage,
free of duty, other than those articles mentioned in Annexure-I – Rule 3 of Baggage Rules, 2026

“Personal effects” means all articles (new or used) which a passenger may reasonably require for his personal
use during the journey, taking into account all the circumstances of the journey, but excluding any goods
imported or exported for commercial purposes – Rule 1(g) of Baggage Rules, 2026

“Infant” means a child not more than two years of age – Rule 1(e) of Baggage Rules, 2026

Case Laws with Reference to Imports of Personal Effects
The Following are some of The Summary Case Laws relating to the Imports of Personal Effects:-
Jewellery, Furniture Can Be ‘Personal Effects’ – In Jayantilal A Shah v. K N Anantharam Aiyar, CIT (1985) 156
ITR 448 = 23 Taxman 14 (Bom. HC), it was held that those need not be used daily. As long as the effects are
meant for personal use, those will be ‘personal effects’. Even furniture can be ‘personal effects’.

In CIT v. Sitadevi N Poddar (1984) 148 ITR 506 = 17 Taxman 345 (Bom. HC DB), it was held that personal effects
do not have to be those worn on person of assessee. Personal effects should be clearly, commonly and
ordinarily intended for personal or household use.

In Pushpa Lakhumpal Tulani v. ACC (2008) 227 ELT 368 (Del. HC DB), a wealthy lady brought jewellery (some was
used and some appeared to be new) of value of Rs. 25 lakhs. There was no evidence that these have been
brought with view to dispose them off. It was held that these are ‘personal effects’ and these cannot be
confiscated – view confirmed in DRI v. Pushpa Lekhumal Tolani (2017) 353 ELT 129 (SC), where in fact, value of
gold and diamond jewellery was Rs. 1.27 crores – followed in Razia Begum v. CC (2025) 394 ELT 270 = 33 Centax
320 (Del. HC DB) * Mohammad Idres v. CC (2025) 394 ELT 280 = 32 Centax 261 (Del. HC DB).

In Rubeena Khalid v. CC 2001(137) ELT 446 (CEGAT), it was held that a college girl bringing one gold chain and
six gold bangles (total weight 135 gms) cannot be considered as an attempt to smuggle those ornaments.

In H. H. Maharaja Rana Hemany Singhji v. CIT AIR 1976 SC 662 = 103 ITR 61 (SC), it was observed, ‘To constitute
‘personal effects’, an intimate connection between the effects and the person of the assessee must be shown
to exist’. In this case, it was held that furniture, household utensils, wearing apparel etc. could be ‘personal
effects’. However, silver coins, gold sovereigns, silver bars which were used on festivals cannot be said to be for
personal use.
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In CIT v. HH Maharani Usha Devi (1998) 231 ITR 793 = 98 Taxman 309 (SC), it was held that jewellery for
personal use is ‘personal effects’, even if it is used on ceremonial occasions only.

In Smt Shree Kumari Mundra v. CIT (2000) 112 Taxman 253 (Cal. HC DB), it was held that household articles
and utensils could be ‘personal effects’ though not very expensive decorative pieces. It was held that silver
utensils in reasonable quantity can be ‘personal effects’. In Himatlal C Valia v. CIT (2001) 114 Taxman 269 (Guj.
HC DB), silver dinner sets used occasionally for dinner parties were held as ‘personal effects’.

Jewellery in Personal Use is ‘Personal Effects’ and is not required to be Declared
Jewellery or ornaments in bona fide personal use of tourist would not be excluded from ‘personal effects’
defined in Baggage Rules, 2016. Gold bangles tourist worn may be part of her personal effects are not required
to be declared. Baggage Rules interpretation should not unnecessarily burden tourist – Anjali Pandey v. Union
of India (2025) 27 Centax 32 (Del HC DB) * Saba Simran v. Union of India (2025) 27 Centax 34 = 394 ELT 403
(Del HC DB) – SLP dismissed by SC – CC v. Saba Simran  (2025) 32 Centax 132 = 394 ELT 27 (SC) – followed in
Razia Begum v. CC (2025) 394 ELT 270 = 33 Centax 320 (Del HC DB).

Used jewellery worn by passenger would fall within ambit of personal effects in terms of Baggage Rules and
detention of the same itself would be contrary to law – Manan Karan Sharma v. Commissioner of Customs
(2025) 31 Centax 380 (Del HC DB).

Import of jewellery is always looked with suspicion by customs department.
Views of CBIC, as given in para 2(iv) of CBIC circular No. 04/2026-Customs, dated 1-2-2026 

The import and export of currency
The import and export of currency under these rules shall be governed in accordance with the provisions of the
Foreign Exchange Management (Export and Import of Currency) Regulations, 2015, and the notifications issued
thereunder.

General Limit Up to Rs. 25,000

Import of Pets
The import of pets by a passenger shall be regulated by the rules notified by any Ministry or Department or any
authority of the Central Government. CBIC Circular No. 35/2020 Customs dated 10.8.2020 issued vide
F.No.401/21/2020-Cus.III and Office Memorandum dated 15.07.2020 issued vide F. No. L-110110/26/2019-Trade     
(E-14194) by Ministry of Fisheries, Animal Husbandry & Dairying, Department of Animal Husbandry & Dairying
(DAHD). Only Pet Dogs and Cats. Application for Advance NOC to AQCS is Mandatory

Provisions regarding unaccompanied baggage
These rules shall apply to all unaccompanied baggage unless otherwise excluded under these rules, Provided
that the Deputy Commissioner of Customs or Assistant Commissioner of Customs, as the case may be, may
allow the unaccompanied baggage if it is in the possession of the passenger abroad and dispatched within
one month of his arrival in India or within such period, Provided further that the Deputy Commissioner of
Customs or Assistant Commissioner of Customs, as the case may be, may allow unaccompanied baggage to
land in India up to two months before the arrival of the passenger or within such period, not exceeding one
year, for reasons to be recorded in writing, if he is satisfied that the passenger was prevented from arriving in
India within the period of two months due to circumstances beyond his control, such as sudden illness of the
passenger or a member of his family, or natural calamities or disturbed conditions or disruption of the transport
or travel arrangements in the country or countries concerned or any other reasons, which necessitated a
change in the travel schedule of the passenger.

Transfer of residence
The Provisions in respect of Baggage in case of Transfer of Residence is discussed in the Rule 7 of The Baggage 
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The Summary of The Provisions is as Follows:-

In Case of Naresh Lokumal Serai V CC 2006 The Hon’ble CESTAT Held That The New and Unused Goods Not
Eligible for TR Concession

In The case of CC (Appeals) v R S Sidhu it was Held that The Exemption is available only for The Personal and
Household Goods Exemption cannot be extended to Photocopier

Can Firearms be brought in case of Transfer of Residency?
1 Firearm can be brought in Lifetime by Person Transferring his Residence to India. Firearm can be disposed off
after 10 Years to a the Persons Legally entitled to Possess Arms License. Earlier condition that the Firearms
cannot be disposed off is now amended

Application of these rules to crew members

Manner of declaration of baggage arriving in India

Manner of declaration of temporary import or re-import of Baggage
Passengers taking new personal effects (not used daily items) out of India and planning duty-free re-
import must declare them in advance (electronically or otherwise) before departure. 
An Export Certificate (CBD-III) will be issued for such declaration. 
This certificate is valid up to first return to India or 6 months, whichever is earlier, and is subject to
verification by Customs.

Examination and clearance of baggage
The passenger who made the declaration shall present the baggage to the Customs Officer at the Red Channel

These rules shall also apply to the crew members engaged in a foreign going conveyance for importation of their baggage
at the time of final pay off on termination of their engagement.

Notwithstanding anything contained in sub-rule (1), a crew member of a vessel or an aircraft other than those referred to in
sub-rule (1), shall be allowed to bring articles like chocolates, cheese, cosmetics and other gift articles for their personal
or family use which shall not exceed the value of two thousand and five hundred rupees.

Passengers carrying dutiable or prohibited goods must electronically declare accompanied baggage in CBD-I before
using the Green Channel, along with supporting documents. 
Currency declaration must be made separately in the Currency Declaration Form as per the Foreign Exchange
Management Act, 1999. 
For pets, passengers must declare in advance the NOC from AQCS or import authorization from the Directorate General of
Foreign Trade. 
Unaccompanied baggage (with dutiable personal effects) must be declared electronically in CBD-II. 
If electronic declaration is not made, Customs officers (AC/DC) may allow declaration on arrival by other means. 
Declaration can be filed up to 3 days in advance, but it is legally counted only from the date of arrival. 
All declarations are subject to risk-based verification. 
Passengers can update their declaration details until arrival time.

(1)

(2)

1.

2.

3.

4.
5.
6.
7.
8.
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or customs notified area for clearance, as the case may be, for verification including examination thereof.
Where the proper officer is satisfied that any baggage declared does not contain prohibited goods and on
verification of payment of duty, bona fide baggage shall be allowed for clearance and in any other case, the
action may be initiated in accordance with the provisions of the Act.

Transit of unaccompanied baggage to customs stations
If a passenger’s unaccompanied baggage arrives at one customs station but is intended to be cleared at
another, it can be transferred (by air/rail/road) on request. The passenger or agent must arrange booking
and transport to the desired customs station. The baggage must be sealed at the arrival station in presence
of the passenger or authorised representative. The authorised carrier must execute a bond with security to
Customs’ satisfaction for safe transport.

Custody and disposal of baggage
The Provisions relating to The Custody and Disposal of Baggage is Contained in the Rule 7 of The Customs
Baggage (Declaration and Processing) Regulations, 2026.

Retention of records
The declaration and all supporting documents shall be retained for a period of five years from the date of filing
an electronic declaration or otherwise.

Case Laws Relating to Declaration of Baggage
Non-Declaration can mean Smuggled Goods- Uttam Chand Sawal Chand Jain v UOI (2013) (Bom HC DB)

Goods can be Confiscated if Wrong Declaration- G C Ramesh V CC (2010) (CESTAT)

Going through Green Channel Carrying Dutiable Goods is False Declaration- Ranwolph Charles Luka v UOI
(1996) (Bom HC DB)

Mere Going through Red Channel does not mean that there is no Mis-Declaration- Liaquat Ali Hameed v CC
2003 (CESTAT) Mis-declaration of Quantity and Value of Goods

Body of Passenger is not ‘Baggage’, Gold Ornaments Worn by Passenger need not be Declared- Vigneswaran
Sethuraman v. UOI (2015) (Ker HC)

Gold Belt Tied around waist to be Declared – State of Maharashtra v. Mayer Hans George 1999 (SC 4 Member
Bench)

Gold Bangles Worn but not Declared can be said to be Concealed and Liable to Confiscation- Jina Bai v. UOI
(Del HC)

Goods cannot be confiscated before attempting to crossing Green Channel- Ranwolph Charles Luka v UOI
(1996) (Bom HC DB), UOI v Khalil Kecherim 1983 (Del HC), K R Ahmed Shah v Addl. CC 1981 (Mad HC). Contrary
View in Case of - Shaik Shahabuddin v.CC 2001 (CEGAT)

Summary
The current Article discusses only a select issues and Case Laws with reference Imports under The Baggage,
there are lot of Case Laws and debatable issues addressed with reference to Imports by various Legal Forums
like Tribunal, High Court and Supreme Court Taxpayers and Professionals should carefully arrive at the
conclusion after having a thorough understanding of the various rulings.
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