
REFUND PROCEDURES UNDER GST: A
COMPREHENSIVE ANALYSIS

The Goods and Services
Tax (GST), introduced in
India on 1st July 2017,
revolutionized the indirect
taxation system by merging
multiple taxes into a single
unified framework. One of
the most significant features
of the GST regime is the
refund mechanism, which
ensures that taxpayers are
not unduly burdened by
excess tax payments or the
accumulation of unutilized
input tax credit (ITC).

Introduction

Refunds play a vital role in
maintaining the liquidity of
businesses, especially
exporters, and are crucial
for the ease of doing
business in India. A
transparent and efficient
refund process also
promotes trade
competitiveness by ensuring
that exports remain tax-free
and do not suffer due to
blocked funds.

The provisions governing refunds are
primarily contained in Sections 54 to 58 of the
Central Goods and Services Tax (CGST) Act,
2017, supported by Rules 89 to 97A of the
CGST Rules, 2017.

Statutory Provisions
Relating to Refund

Any person claiming refund of tax, interest,
penalty, fees, or any other amount may make
an application before the expiry of two years
from the relevant date.

Section 55 – Refunds to Specified
Agencies

1. Zero-rated supplies made without payment
of tax (exports under LUT/Bond).

2. Inverted duty structure, where the rate of
tax on inputs is higher than on the outputs.

Refund of tax is available to specialized
agencies such as the United Nations (UN),
foreign diplomatic missions, and consulates,
subject to prescribed conditions.

Section 54 – Refund of Tax

Refund of unutilized ITC is permitted in the
following two cases:

Section 56 – Interest on Delayed
Refunds

If any refund is not
sanctioned within 60 days
from the date of receipt of a
complete application, interest
at the rate of 6% per annum is
payable. Where the refund
arises due to an order passed
by an adjudicating authority
or court, and such refund is
delayed, interest at 9% per
annum is payable.

Sections 57 and 58
These provisions deal with the
Consumer Welfare Fund,
where certain refunds (not
payable directly to taxpayers)
are credited in the interest of
consumers.

Situations Giving
Rise to Refunds

Refunds may arise in various
circumstances under GST,
including:

1. Excess balance in
Electronic Cash Ledger – as
per Section 49(6), any excess
balance lying in the cash
ledger can be claimed as
refund.

2. Exports of goods or
services –

With payment of IGST
(refund of IGST paid).
Without payment of
IGST (refund of
unutilized ITC under
LUT/Bond).
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3. Supplies to SEZ units or
developers – treated as zero-
rated supplies under Section
16 of the IGST Act, eligible
for refund.
4. Inverted duty structure –
refund of accumulated ITC
where tax on inputs > tax on
output (Sec. 54(3)(ii)).
5. Deemed exports – such as
supplies to Export Oriented
Units (EOUs), where either
supplier or recipient may
claim refund.
6. Wrong payment of tax –
for example, where IGST is
paid instead of CGST +
SGST or vice versa (Section
77).
7. Finalization of
provisional assessment – if
excess tax is paid upon final
assessment under Section 60.
8. Refund to international
organizations and embassies
– covered under Section 55.

Thus, taxpayers must carefully identify the
relevant date, as the two-year time limit is
strictly enforced.

Refund order is passed in
Form RFD-06.

Relevant Dates
for Refund
Applications
The “relevant date” for
filing refund applications
(Sec. 54, Explanation 2)
varies depending on the
nature of supply:

Export of goods: Date of
shipping bill/“Let Export
Order”.
Export of services: Date of
receipt of payment or
invoice, whichever is later.
Deemed exports: Date of
filing return.
Excess balance in cash
ledger: Date of payment of
tax.
Wrong payment of tax: Date
of payment of such tax.
Inverted duty structure:
Date of filing return.

The refund process under GST is
technology-driven and aims to minimize
physical interface. The detailed steps are:

Refund application is filed electronically in
Form GST RFD-01 on the GST portal.
Necessary documentary evidences such as
invoices, shipping bills, and declarations must
be attached.

Step 1: Filing of Refund Application

Step 3: Provisional Refund (For Zero-Rated
Supplies)

On receipt of application, the proper officer
issues an Acknowledgement (RFD-02) within
15 days.
If any deficiencies are found, a Deficiency
Memo (RFD-03) is issued, requiring
resubmission.

Step 2: Acknowledgement and Scrutiny

In case of exports or zero-rated supplies, 90%
of the claim is granted as provisional refund
within 7 days through RFD-04.
Step 4: Detailed Examination
The officer scrutinizes the application and
supporting documents. Verification may
involve cross-checking with GST returns
(GSTR-1, GSTR-3B) and ICEGATE data for
exports.

Step 5: Final Sanction

Payment advice in Form
RFD-05 is issued, and the
sanctioned amount is credited
to the taxpayer’s bank
account.

Step 6: Withholding or
Rejection of Refund

Refund may be withheld
under Section 54(10) or (11) if
the taxpayer has pending
dues.
If refund is rejected, the
applicant is given an
opportunity of being heard,
and the unutilized ITC is re-
credited to the electronic
credit ledger through Form
PMT-03.

Refund Application
Procedure
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1. Delayed processing: Refunds often exceed
the statutory timeline, blocking working
capital.

2. Portal glitches: Technical errors on the
GSTN portal create hurdles in filing and
tracking refund claims.

3. Restrictive provisions: Exclusion of input
services from inverted duty refunds has caused
hardship to industries like textiles and
fertilizers.

4. High compliance burden: Multiple
documentary requirements increase
compliance costs.

5. Frequent changes: Amendments and
circulars create uncertainty and litigation.

Case Laws and
Judicial
Developments

1. Union of India v. VKC
Footsteps India Pvt. Ltd.
(2021, SC)
The Supreme Court upheld
Rule 89(5), restricting
refunds in cases of inverted
duty structure to input
goods only, excluding input
services.

2. Amit Cotton Industries v.
Principal Commissioner
(2020, Gujarat HC)
Held that interest at 6% is
payable on delayed refunds,
reinforcing the importance
of timely sanction.

3. Willowood Chemicals
Pvt. Ltd. v. Union of India
(2018, Gujarat HC)
The court upheld the two-
year limitation period for
refund applications as
constitutionally valid.

These cases highlight the
evolving jurisprudence and
emphasize the need for
clarity in refund provisions.

Visual Flow of
Refund Process
1. File RFD-01 online →

2. Acknowledgement in RFD-
02 or Deficiency Memo in
RFD-03 →

3. Provisional refund of 90%
(exports) via RFD-04 →

4. Officer scrutiny →

5. Final sanction in RFD-06
and payment through RFD-
05 →

6. Refund withheld/rejected
(if dues exist) → re-credit via
PMT-03.

Importance of a Robust
Refund System

The refund mechanism has
been a subject of
significant judicial
scrutiny. Some landmark
decisions include:

Challenges in
GST Refund
Mechanism
Despite a robust legal
framework, taxpayers face
several challenges in
practice:

Ensures liquidity: Prevents blockage of
working capital for businesses.
Encourages exports: Keeps exports tax-free,
boosting India’s global trade competitiveness.
Improves compliance: A smooth refund
system promotes voluntary compliance.
Enhances business confidence: Predictable
refunds strengthen the credibility of GST as a
fair tax system.

The refund mechanism under GST serves
several critical purposes:
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The refund mechanism under GST is one of the most critical components of the tax system, designed to
ensure that taxes do not become a cost to business. While the statutory provisions are comprehensive,
practical challenges such as delays, portal issues, and restrictive interpretations reduce its efficiency.

Going forward, it is essential for the government to streamline processes, provide clarity through circulars,
and leverage technology to ensure timely, transparent, and hassle-free refunds. A well-functioning refund
system not only enhances taxpayer confidence but also supports India’s vision of improving ease of doing
business and promoting exports.

Conclusion

Shashank Shekhar
Pandey
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