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No violation of the principles of natural justice if the
taxpayer is aware of the transaction under scanner —

Madhya Pradesh HC

6 September 2022




Summary

The authorities served show cause notice (SCN) upon the petitioner for alleged input tax
credit (ITC); however, they had not disclosed the details of the transaction. The Madhya
Pradesh High Court (HC) found the reply submitted by the petitioner unequivocal, which
shows that the petitioner was aware of the transactions under the scanner. In this respect, the
HC upheld the order passed by the Revenue authorities wherein the tax liability was imposed
on the petitioner on the ground that the petitioner knew of the alleged transaction. The HC
opined that the petition filed by the petitioner is baseless and the grounds raised are ill-
founded. The HC did not find any substance in the writ petition and, therefore, dismissed the
same.

Facts of the case

The petitioner?, registered under GST, is
engaged in the ferrous waste and scrap
business.

The petitioner was served with an SCN?
dated 13 March 2019, against which an
order was passed confirming the tax and
penalty. The petitioner preferred an
appeal, against such order, before the
appellate authority (AA), which was
dismissed. Therefore, the aggrieved
petitioner filed the present writ petition.

While issuing notice, the authorities
alleged ITC availed by the petitioner;
however, has not disclosed the
transactions on which the petitioner
availed of the benefit. The authorities
submitted that the petitioner had availed
the benefit of some ineligible ITC on
inward supply from the supplier.
Accordingly, the value of goods and the
ITC amount were mentioned in the SCN
dated 11 March 2019.

The petitioner contended that this is a
violation of the principle of natural
justice. Moreover, the petitioner could
not defend themself due to a lack of
clarity in the description of the

1 M/s Dhara Enterprises
2 Section 74(1) of the CGST Act 2017

transaction. Thus, the petitioner
submitted that the impugned order had
been passed in a mechanical manner
and should be set aside.

Madhya Pradesh H.C. observations
and ruling?:

Petitioner was aware of the
transaction: The HC noted that the
petitioner was aware of the details of the
transaction* for which the liability has
been created on the petitioner. The
petitioner had submitted the reply and
disclosed the transaction dealing with
V.K. Enterprise along with documents
relevant to the transactions. The reply
submitted by the petitioner is
unequivocal and apparently shows that
the petitioner was aware of the
transactions under the scanner.
lll-founded grounds of the petitioner:
The HC noticed that the petitioner had
made a futile attempt and raised ground
of no information of transactions. The act
of the petitioner was questionable and
doubtful in the eyes of authorities. The
HC stated the grounds of the petitioner
as ill-founded. The HC did not find any

3 Writ Petition N0.27676 of 2019
4 Reference to notice dated 13 March 2019
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substance in the petition and, therefore,
dismissed the appeal.

5 W.P.(T) No. 2444 of 2021

Our comments

SCN is the foundation for the recovery of tax,
penalty and interest. If a particular allegation is
not raised in the SCN, it cannot be raised later.
The SCN should not be issued on assumptions
and the allegation raised in the SCN should be
supported by documentary evidence. Further,
the principle of natural justice is an essential
part of the administration of justice and the
same must be followed to make a fair order.

Earlier, the Jharkhand HC, in the case of M/s
NKAS Services Private Limited,®> had held that
proceedings initiated for evasion of tax with
malafide intention have a serious connotation
due to punitive consequences. In the case
where SCN lacks clear charges/allegations,
the person alleged would be denied proper
opportunity to defend himself. This violates the
principles of natural justice, and thus, the SCN
is held to be invalid.

However, contrary to the above ruling, in the
present case, the HC held that since the
taxpayer was already aware of the transaction
which attracted the proceedings®, thus,
absence of detail of transaction in the notice,
on which the assessee availed ITC, is not a
violation of natural justice.

6 Section 74 of CGST Act 2017.

Grant Thornton Tax Alert



Contact us

To know more, please visit www.grantthornton.in or contact any of our offices as mentioned below:

NEW DELHI

National Office,
Outer Circle,

L 41, Connaught Circus,
New Delhi - 110001
T +91 11 4278 7070

NEW DELHI

6th Floor, Wordmark 2,
Atrocity,

New Delhi - 110037

T +91 11 4952 7400

AHMEDABAD
Unit No - 603 B, 6th Floor,

Brigade International
Financial Center,

GIFT City Gandhinagar,
Ahmedabad - 382355
T +91 79 6900 2600

BENGALURU

5th Floor, 65/2, Block A,
Bagman Trudi,

Bagman Tech Park,

CV Raman Nagar,
Bengaluru - 560093

T +91 804 243 0700

CHANDIGARH

B-406A, 4th Floor,

L&T Elate Office Building,
Industrial Area Phase |,
Chandigarh - 160002

T +91 172 433 8000

CHENNAI

9th floor, A wing, Prestige
Polygon,471 Anna Salami,
Myla pore Division, Teynampet,
Chennai - 600035

T +91 44 4294 0000

DEHRADUN

Suite No 2211, 2nd Floor,
Building 2000, Michigan Avenue,
Doon Express Business Park,
Subhash Nagar,

Dehradun - 248002

T +91 135 264 6500

GURGAON

21st Floor, DLF Square,
Jacaranda Marg,

DLF Phase Il,

Gurgaon - 122002

T +91 124 462 8000

HYDERABAD

Unit No - 1, 10th Floor,
My Home Twits, APIIC,

Hyderabad Knowledge City,

Hyderabad - 500081

KOCHI

6th Floor, Model Centre Point,
Warri am Road Junction,
M.G. Road

Kochi - 682016
T +91 484 406 4541

KOLKATA

Ambuja Eco-Centre,

Plot No. 4, EM Bypass,

EM Block, Salt-Lake Sector - V,
Kolkata - 700091

MUMBAI

11th Floor, Tower II,

One International Center,
SB Marg Prabhadevi (W),
Mumbai - 400013

T +91 40 6630 8200 T +91 33 4050 8000 T +91 22 6626 2600
MUMBAI NOIDA PUNE

Caledonia, 1st Floor, Plot No 19A, 2nd Floor, 3rd Floor, Unit No 310-312,

C Wing, Sector - 16A, West Wing, Nyati Unitree,

(Opposite J&J Office),
Sahar Road, Andheri East,
Mumbai - 400069

Noida - 201301
T +91 120 485 5900

Nagar Road, Yeravda
Pune - 411006
T +91 20 6744 8800

For more information or for any queries, write to us at GTBharat@in.gt.com

@ Follow us @GrantThorntonIN

© 2022 Grant Thornton Bharat LLP. All rights reserved.

“Grant Thornton Bharat” means Grant Thornton Advisory Private Limited, the sole member firm of Grant Thornton International Limited
(UK) in India, and those legal entities which are its related parties as defined by the Companies Act, 2013, including Grant Thornton
Bharat LLP.

Grant Thornton Bharat LLP, formerly Grant Thornton India LLP, is registered with limited liability with identity number AAA-7677 and has
its registered office at L-41 Connaught Circus, New Delhi, 110001. References to Grant Thornton are to Grant Thornton International Ltd.
(Grant Thornton International) or its member firms. Grant Thornton International and the member firms are not a worldwide partnership.
Services are delivered independently by the member firms.



