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Abstract:

The implementation of the Goods and Services Tax (GST) in India marked a significant reform in the country’s indirect
taxation system by subsuming multiple taxes into a unified framework. One of the most crucial components of GST is
the Input Tax Credit (ITC) mechanism, which eliminates cascading taxation and promotes transparency. However,
increasing instances of ITC misstatements, fake invoicing, non-compliance, and fraudulent claims have emerged as
major challenges for tax authorities and businesses alike. This paper critically examines GST compliance practices
and analyzes the causes, consequences, and legal implications of Input Tax Credit misstatements in India. The study
also evaluates technological, legal, and administrative measures adopted by the government to strengthen compliance
and reduce tax evasion. The paper concludes with recommendations for improving GST governance through digital
auditing, AI-based monitoring systems, and stronger taxpayer awareness initiatives.

The Indian GST framework introduced in 2017 aimed to create a transparent and destination-based indirect tax
system. However, reports from the Government of India indicate substantial revenue leakages due to fake ITC claims

and invoice manipulation, making compliance monitoring a key policy concern.
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Introduction:

The Goods and Services Tax (GST) is one of the most transformative tax reforms introduced in India. Implemented
on 1 July 2017, GST replaced multiple indirect taxes such as VAT, excise duty, service tax, and entry tax with a
unified taxation system. The primary objective of GST was to simplify taxation, improve compliance, reduce tax
cascading, and strengthen economic efficiency.

A fundamental feature of GST is the Input Tax Credit (ITC) mechanism, which allows registered taxpayers to claim
credit for taxes paid on inputs used in business operations. ITC ensures that tax is levied only on value addition at
each stage of production and distribution.

Despite its advantages, GST compliance remains a significant challenge due to:

e  Complex filing procedures
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Frequent regulatory amendments

Technical portal issues

Fake invoicing practices

Incorrect ITC claims and misstatements

The increasing number of GST fraud cases involving fake invoices and fraudulent ITC claims has become a serious

concern for the government. Authorities have introduced stricter compliance mechanisms such as e-invoicing, invoice

matching, and data analytics-based monitoring systems to curb tax evasion.

Objectives of the Study

The objectives of this study are:

1.

2
3
4.
5

To examine the concept and importance of GST compliance

To analyze the causes of Input Tax Credit misstatements

To evaluate the impact of GST non-compliance on businesses and government revenue
To study legal provisions relating to ITC under GST law

To suggest measures for strengthening GST compliance systems

Research Methodology:

The study is descriptive and analytical in nature and is based on secondary data collected from:

GST laws and official government notifications

Reports issued by the Central Board of Indirect Taxes and Customs (CBIC)
Research journals and scholarly articles

Publications from tax consultancy firms and industry reports

Judicial rulings related to GST and ITC disputes

The study uses qualitative analysis to evaluate the effectiveness of GST compliance mechanisms and identify critical

issues associated with ITC misstatements.

Understanding GST Compliance

GST compliance refers to adherence to the statutory provisions of GST laws, including:

Registration requirements
Tax payment obligations
Return filing procedures
Maintenance of records
Invoice generation standards

Input Tax Credit reporting

Under GST law, businesses are required to file periodic returns such as GSTR-1, GSTR-3B, and annual returns. The

GST Network (GSTN) digitally monitors transactions and cross-verifies invoices to ensure tax compliance.
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The compliance structure under GST is highly technology-driven and depends on accurate reporting by taxpayers.
According to the Government of India, automation and invoice matching are essential for reducing tax evasion and
increasing transparency.
Concept of Input Tax Credit (ITC)
Input Tax Credit refers to the tax paid by a registered taxpayer on purchases that can be adjusted against tax liability
on outward supplies.
The ITC mechanism prevents double taxation and reduces the overall tax burden on businesses.
The eligibility for claiming ITC under Section 16 of the CGST Act includes:
e Possession of a valid tax invoice
e Receipt of goods or services
e Tax payment by the supplier to the government
e Filing of GST returns by the claimant
The ITC computation mechanism can be represented as:
Net GST Liability=Output GST—Input Tax CreditNet\ GST\ Liability = Output\ GST - Input\ Tax\
CreditNet GST Liability=Output GST—Input Tax Credit
The ITC mechanism is central to GST efficiency because it promotes seamless tax flow across the supply chain.
Input Tax Credit Misstatements
Input Tax Credit misstatement refers to incorrect, inflated, fraudulent, or ineligible claims of tax credit by taxpayers.
Types of ITC Misstatements
Fake Invoice Claims
Businesses generate fake invoices without actual supply of goods or services to claim fraudulent ITC benefits.
Duplicate ITC Claims
Some taxpayers intentionally claim the same ITC multiple times across different tax periods.
Incorrect Classification
Wrong classification of goods and services may result in incorrect ITC eligibility.
Ineligible Credit Claims
ITC is claimed on blocked credits such as personal expenses, motor vehicles (under certain conditions), and exempt
supplies.
Supplier Non-Compliance
A recipient may lose ITC eligibility if the supplier fails to deposit tax or file returns.
CBIC investigations have identified large-scale fake invoice rackets involving shell companies and fraudulent ITC

transactions amounting to thousands of crores.
Causes of GST Non-Compliance and ITC Misstatements:

Complexity of GST Regulations

Frequent amendments and complex procedural requirements create confusion among taxpayers.
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Technological Challenges

GST compliance heavily depends on digital systems, and portal-related issues often lead to filing errors.

Lack of Taxpayer Awareness

Small and medium enterprises (SMEs) often lack adequate understanding of GST provisions and ITC eligibility
criteria.

Intentional Tax Evasion

Some businesses deliberately manipulate invoices and transactions to reduce tax liability.

Weak Internal Controls

Poor accounting systems and inadequate audit mechanisms increase the risk of misstatements.

Research studies indicate that compliance burden and technological adaptation remain significant concerns for Indian

SMEs under GST.

Impact of ITC Misstatements:
Revenue Loss to Government
Fraudulent ITC claims reduce government tax collections and create fiscal imbalance.
Legal Consequences for Businesses
Businesses involved in ITC fraud may face:
e  Monetary penalties
o Interest liabilities
e  Cancellation of GST registration
e  Prosecution and imprisonment
Supply Chain Disruptions
Incorrect ITC reporting affects buyers and suppliers across the supply chain.
Reduced Investor Confidence

Persistent tax fraud and compliance uncertainty negatively affect the business environment.

Government Measures to Strengthen GST Compliance

E-Invoicing System

The e-invoicing mechanism enables real-time invoice authentication and reduces fake invoice generation.

Invoice Matching

GSTN compares supplier and recipient data to identify discrepancies in ITC claims.

Data Analytics and AI Monitoring

Authorities increasingly use artificial intelligence and data analytics to detect suspicious transactions and fraudulent
ITC networks.

Aadhaar Authentication

Mandatory Aadhaar authentication improves taxpayer verification and reduces fake registrations.
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QRMP Scheme

The Quarterly Return Monthly Payment (QRMP) scheme reduces compliance burden for small taxpayers.

The Government of India has strengthened anti-evasion measures through Al-enabled analytics and inter-agency

coordination to detect fake GST registrations and ITC fraud.

Judicial Perspective on ITC Disputes:

Indian courts have played a significant role in interpreting GST compliance obligations and ITC eligibility.

Important judicial observations include:
e ITC is a statutory right subject to prescribed conditions
e  Genuine buyers should not always suffer for supplier default

e Natural justice principles must be followed before ITC denial

Several High Courts have emphasized balancing tax enforcement with protection of genuine taxpayers.

Challenges in GST Compliance:
Despite reforms, several issues continue to affect GST administration:

Table 1: issues affecting GST administration (Challenges & Impact)

Sr.

No. Challenge Impact

1 Frequent legal amendments Compliance confusion

2 Technical portal issues Filing delays

3 Fake invoicing networks Revenue leakage

4 Complex documentation Higher compliance costs

5 Supplier default risk ITC disputes
Recommendations

The following measures can improve GST compliance efficiency and reduce ITC misstatements:

Al-Based Fraud Detection

Implement advanced machine learning systems for identifying suspicious ITC patterns.
Simplification of GST Procedures

Reduce complexity in return filing and ITC reconciliation.

Strengthening Internal Controls

Businesses should implement robust accounting and audit systems.

Taxpayer Education Programs

Conduct awareness campaigns regarding ITC eligibility and compliance procedures.
Real-Time ITC Verification

Introduce automated real-time invoice verification mechanisms to minimize disputes.
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Conclusion:

GST has significantly transformed India’s indirect taxation framework by improving transparency, reducing tax
cascading, and promoting digital compliance. However, Input Tax Credit misstatements remain one of the most critical
challenges in GST administration.

The study reveals that fake invoicing, supplier non-compliance, weak accounting systems, and procedural complexity
contribute substantially to ITC-related disputes and tax evasion. While the government has introduced technological
measures such as e-invoicing, invoice matching, and Al-based analytics, sustained efforts are required to strengthen
enforcement and taxpayer awareness.

An efficient GST ecosystem requires a balanced approach that combines strict anti-fraud mechanisms with simplified
compliance procedures and protection for genuine taxpayers. Future improvements in predictive analytics, blockchain-
based invoice verification, and integrated tax intelligence systems may further enhance the reliability and efficiency

of GST administration in India.
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