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Mumbai: The direct tax department
has started scrutinising invoices of
companies to check for tax evasion
even as the indirect tax department
continues its aggressive drive against
tax dodgers.

‘The income tax department has star-
ted scrutinising financial statements of
companiestocheckif thereareany frau:
dulent transactions or false entry that
could result in low payment of taxes.

The tax department ig questioning
certain transactions where it suspects
either the sale has not happened or in
cases where it's difficult to verify deta-
ilsof companiesorclients, said people
in the know,

‘The tax department suspects that se-
veral companies are forging financial
statements so that they have to pay fe-
wer taxes.

The tax department is relying on a
newly inserted section in'the tax regu.
lations that refers to a “false entry (ac-
counting enfry)oromission of anent-
ry” for evading taxes,

The tax department would also start
scrutinising sale and purchase invoi-
ces of companies and whether this
corresponds with the financial state-
ments and taxes paid.

This comes at a time when the indi-

rect tax department is going out of its

Tax dept suspects several cos
 of forging financial statements
to pay fewer taxes &

e e

of cos or clients is
difficult :

way to nab companies that are avai-
ling input tax credit based on fake in-
voices. Input tax credit mechanism
under the Goods and Service Tax
(GST)framework allows companies to
set off part of the tax paid against fu-
turetax Habilities,

Tax expertspointoutthat the income
tax department’s scrutiny could also
cause issues for several small compa-
nies that may depend on old ways of
business or that may not be maintai-
ning properfinancial records.

Also the way the new regulation is de-
fined could cause some issues, they say.
“False entry has been very widely defi-
ned and it even covers the transactions

which are not for evading income-tax li-

ke Entries, Bogus Invoices
of Cos Under Taxman’s Lens

Tax department scrutmtsmg financial statements to check for evasion
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abllity. Every person and company imay
be required to mainfain documents es-

tablishlng the identity of buyer or sel-

le;" said Paras Savla, partuer, KPB &
Associates, atax advisory.

Tax experts say that penal provision
isenacted to combat fraudulent trans-
actionsand they are inaddition toany
other penalty whether prescribed un-
der income-tax or other laws like GST.

The sudden spurt in investigations
by the tax departmentsalso comesata
time when the government is looking
to increase its revenue amidst Covid
pandemic. Tax officials are given an-
nual targets they haveto achieve in or-
der to be eligible for professional
growth,



