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This Report of the Comptroller and Auditor Geneafalndia for the
year ended 31 March 2015 has been prepared forissiomto the
Governor of Telangana under Article 151 of the Gituson of
India.

The Report contains significant findings of auditReceipts and
Expenditure of major revenue earning DepartmenteuiRevenue
Sector conducted under the Comptroller and AudE@neral’s
(Duties, Powers and Conditions of Service) Act,1.97

The instances mentioned in this Report are thosechacame to
notice in the course of test audit during the pk2014-15 as well
as those which came to notice in earlier yearsdoutid not be
reported in the previous Audit Reports; instancelsting to the
period subsequent to 2014-15 have also been imtjudberever
necessary.

The audit has been conducted in conformity with fediting
Standards issued by the Comptroller and Auditore&arof India.







OVERVIEW

The report contains 50 paragraphs involving ¥ 223.88 crore relating to
non/short levy of taxes, interest, penalty etc., including a Performance Audit
on “Implementation of VAT (including IT Audit of VATIS)” with financial
impact of T 104.83 crore. Some of the significant audit findings are mentioned
below.

e The total revenue receipts of the State Government for the year 2014-
15 amounted to ¥ 51,041.80 crore. State tax and non-tax revenue
accounted for 70 per cent of this (X 29,288.30 crore and
3 6,446.82 crore respectively). The remaining 30 per cent was received
from Government of India as State share of divisible Union taxes
(X 8,188.58 crore) and Grants-in-aid (¥ 7,118.10 crore).

(Paragraph 1.1.1)

e Test check of 216 units of Commercial Taxes Department, Prohibition
and Excise Department, Registration and Stamps Department,
Transport Department, Land Revenue Department and other
departmental offices conducted during 2014-15 revealed preliminary
audit findings involving non levy/short levy of taxes, duties etc.,
amounting to I 393.43 crore in 1299 cases.

(Paragraph 1.10.1)

A Performance Audit on “Implementation of VAT (including IT Audit of
VATIS)” with money value of ¥ 104.83 crore revealed the following:

e In 10 offices, penalty and interest of I 3.38 crore was not levied on 68
dealers for belated payment of tax

(Paragraph 2.4.8.1)

e Incorrect application of rate of tax for the years 2011-12 to 2013-14

resulted in short levy of tax of ¥ 5.94 crore by three CTOs on three
dealers.

(Paragraph 2.4.8.2)

e Insix offices, 12 dealers incorrectly claimed ITC of X 41.01 crore.
(Paragraph 2.4.8.5)
e In two offices, deferred sales tax of ¥ 5.93 crore was not recovered in

13 cases and in four offices interest of ¥ 76 lakh was not levied on
belated payment of deferred sales tax in nine cases.

(Paragraph 2.4.9)
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e Non-compliance with checks prescribed in VAT Audit manual resulted
in leakage of revenue of ¥ 45.92 crore.
(Paragraph 2.4.10.4)

Audit also noticed that

e Incorrect application of rate of tax for the years 2008-09 to 2013-14
resulted in short levy of tax of ¥ 38.59 crore by 14 CTOs on 26 dealers.
(Paragraph 2.5)
e There was short levy of tax of ¥ 8.24 crore on six works contractors

due to incorrect determination of their taxable turnovers.
(Paragraph 2.6.1.1)
e In three offices, incorrect exemption of turnover of three works

contractors who did not maintain accounts resulted in short levy of tax
of T 98.91 lakh.

(Paragraph 2.6.1.2)
e In three offices, incorrect exemption of interstate purchases of goods

worth ¥ 36.11 crore incorporated in works led to short levy of tax of
X 4.76 crore.

(Paragraph 2.6.2.1)

e In 14 offices, allowing concessional rate of tax in 16 cases based on
invalid statutory forms resulted in short levy of tax of ¥ 3.69 crore.

(Paragraph 2.7.1)

e In 12 cases, exemption under CST Act was allowed without proper

documentary evidence which resulted in short levy of tax of
< 3.33 crore.

(Paragraph 2.7.2.1)
e Incorrect computation of taxable turnover under CST for the years

2009-10 and 2010-11 resulted in short levy of tax of ¥ 62.31 lakh by
five CTOs in the case of five dealers.

(Paragraph 2.7.5)
e In 14 offices, interest of I 4.14 crore was not levied on 23 dealers for
belated payment of tax.
(Paragraph 2.8)
¢ In six offices, six dealers incorrectly claimed ITC of ¥ 5.95 crore.

(Paragraph 2.9.1)

viii
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Penalty of ¥ 1.61 crore was not levied on 48 dealers for failure to file
returns.

(Paragraph 2.10.1)

In 20 cases, penalty of ¥ 3.27 crore for under declaration of tax was
not/short levied.

(Paragraph 2.10.2)

In six offices, tax of I 2.54 crore was not levied in seven cases on
transfer of right to use goods.

(Paragraph 2.11)

Incorrect computation of taxable turnover for the years 2008-09 to
2011-12 resulted in short levy of tax of ¥ 96.50 lakh by 17 CTOs on 19
dealers.

(Paragraph 2.13)

In seven offices of Prohibition and Excise Superintendents, toddy
rentals for 41 Toddy co-operative Societies (TCS) and Tree For Tapper
scheme (TFTs) were collected at rates applicable to rural areas instead
of at higher rates applicable to urban areas. This resulted in short levy
of toddy rentals amounting to I 26.52 lakh.

(Paragraph 3.4)
In four offices of Prohibition and Excise Superintendents, additional

licence fee of ¥ 23.60 lakh was not levied on five bar and restaurants
for the years 2011-14.

(Paragraph 3.5)

Test check of five offices of District Registrars and 10 Sub-Registrars
revealed that undervaluation of properties in 134 documents such as
sale deeds, gift-deeds, partition deeds, settlement/release deeds,
development agreements etc. resulted in short levy of stamp duty,
transfer duty and registration fees of ¥ 2.50 crore.

(Paragraph 4.4)

Audit noticed during test check of records of District Registrar
Rangareddy (West) and 10 Sub Registrars that 28 documents (sale
deeds, mortgage deeds, partition deeds, dissolution of partnership
deeds, conveyance deeds, etc.) were misclassified. Misclassification of
documents resulted in short levy of stamp duty, transfer duty and
registration fees amounting to I 1.84 crore.

(Paragraph 4.5)

X



Audit Report (Revenue Sector) for the year ended 31 March 2015

Test check of records of offices of two District Registrars and three
Sub-Registrars revealed that registering authorities did not consider
service tax component of ¥ 106.36 crore payable by lessees on behalf
of lessors while computing duties payable on lease rentals. This
resulted in short levy of stamp duty and registration fees of
% 1.15 crore.

(Paragraph 4.7)

In four offices of District Registrars and four offices of Sub-registrars
registering authorities did not consider factors such as complete built-
up area, higher rate for the structure as agreed to be paid by the builder
to land owner, valuation of property as per market value guide lines,
etc. for levy of stamp duty. This resulted in short levy of stamp duty of
% 1.12 crore.

(Paragraph 4.8)

District Registrar Rangareddy (West), adopted lesser area of
construction than was sanctioned by Greater Hyderabad Municipal
Corporation. This resulted in short levy of stamp duty of I 40.27 lakh.

(Paragraph 4.9)

In two offices of District Registrars, Audit noticed that in two lease
deeds, stamp duty of ¥ 89.24 lakh was short levied due to incorrect
calculation.

(Paragraph 4.11)

Audit noticed in two offices of District Registrars and in the office of
Sub-Registrar, Marredpally that the registering officers did not register
documents such as gift, partition, sale and memorandum of
compromise which are to be compulsorily registered under the Indian
Stamp Act. This resulted in non-realisation of stamp duty and
registration fees of I 51.53 lakh.

(Paragraph 4.12)

Quarterly tax of ¥ 4.23 crore and penalty of ¥ 8.45 crore were not
realised from owners of 2,644 transport vehicles.

(Paragraph 5.4)

Non-renewal of fitness certificate (FC) of 31,087 transport vehicles
resulted in non-realisation of fitness certificate fee of ¥ 1.13 crore
during the years 2012-13 and 2013-14 in six offices of Deputy
Transport Commissioners and five offices of Regional Transport
Officers.

(Paragraph 5.5)




Overview

It was noticed from audit of 20 offices of Land Acquisition Officers
that Land acquisition deposits of I 294.78 crore were made in various
nationalised and private banks in contravention to the provisions of AP
Financial Code. Interest of ¥ 2.93 crore was utilised for purposes other
than land acquisition.

(Paragraph 6.4.3)

Audit of offices of 12 Revenue Divisional Officers/Special Deputy
Collectors revealed that in 19 cases provision for valuation of land
being acquired were disregarded while acquiring 462.41 acres of land.
This resulted in excess payment of ¥ 12.18 crore towards
compensation.

(Paragraph 6.4.4.1)

Conversion tax of ¥ 1.31 crore was short levied due to adoption of
incorrect basic value in three Revenue Divisional Offices in 25 cases.

(Paragraph 6.5)

Lack of co-ordination between Revenue Divisional Offices and

Divisional Level Panchayat Officers led to non-levy of conversion tax
and penalty of I 37.46 lakh.

(Paragraph 6.6)

It was noticed during the audit of offices of two Assistant Directors of
Mines and Geology that seigniorage fee of I 72.21 lakh and penalty
amounting to I 3.57 crore were not levied in two cases.

(Paragraph 7.2)

In four offices of Assistant Directors of Mines and Geology royalty
was levied and collected at rates lesser than prescribed resulting in
short levy of royalty of ¥ 95.25 lakh.

(Paragraph 7.3)
In two offices of Assistant Directors of Mines and Geology in four
cases, penalty was levied at pre revised rate instead of five times the

seigniorage fee prescribed leading to short levy of penalty of
< 22.89 lakh.

(Paragraph 7.4)

X1






CHAPTER-I
GENERAL
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1.1.1 The tax and non-tax revenue raised by the GovarhwfeTelangana,
the State’s share of net proceeds of divisible Wrnaxes and duties assigned
to the State and Grants-in-aid received from thee@ument of India during
the period from 2 June 2014 to 31 March 2015 anetioreed inTable-1.1.1.

Table-1.1.1

Revenue receipts
(X in crore)

Revenue raised by the State Government
e Tax revenue 29,288.30

* Non-tax revenue 6,446.82

2. | Receipts from the Government of India
« Share of net proceeds of divisible Union taxes cutées 8,188.58
e Grants-in-aid 7,118.10

3. | Total revenue receipts of the State Government (1na 2) 51,041.80
4. | Percentage of 1 to 3 70

The revenue raised by the State Governn®rds(735.12 crore) was 7ter
cent of the total revenue receipts. The remainingo80cent of the receipts
during the period was from Government of India.

! For details please see Statement No.14- Detaitedumts of revenue by minor heads in

the Finance Accounts of Telangana for the periddir®e 2014 to 31 March 2015. Figures
under the major heads ‘0020-Corporation tax, 002%e§ on income other than
Corporation tax, 0028-Other taxes on income anceedijure, 0032-Taxes on wealth,
0037-Customs, 0038-Union excise duties, 0044-Sertéx and 0045-Other taxes and
duties on commodities and services - share of metgeds assigned to states booked in the
Finance Accounts under A-Tax revenue have beeruéedl from revenue raised by the
State and included in the State’s share of divesihion taxes in this table.
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1.1.2 The details of the tax revenue raised during #mod 2 June 2014 to
31 March 2015 are given ifable 1.1.2.

Table 1.1.2
Details of Tax Revenue raised

(% in crore)

1. | Taxes on sales, trade etc. 26,963.30 22,120.78
2. State excise 2,823.54 2,807.69
3. | Stamp duty and registration fees 2,583.88 2,176.90
4, | Taxes on vehicles 2,226.86 1,617.66
5. Land revenue 72.89 9.25
6. Others 10,457.13 556.02

The Land Revenue Department reported that dueckodfrevenue collection
machinery at village level, there was large vasiatoetween Budget Estimates
and Actuals.

The reasons for variations between Budget Estimaels Actuals were not
furnished by other Departments.

1.1.3 The details of the Non-tax revenue raised durimg period 2 June
2014 to 31 March 2015 are indicatedTliable 1.1.3:

Table 1.1.3
Details of Non-tax revenue raised

& in crore)

Others

1. | Interest receipts 2,638.20 2,766.01
2. | Mines and minerals 1,877.52 1,719.29
3. | Education, Sports, Art and Culture 826.72 411.57
4.

7,899.58

1,549.95

2
3

SourceSatement 14 of Finance Accounts.
SourceSatement 14 of Finance Accounts.

2
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12 Analysis of arrears of revenue

The arrears of revenue, as on 31 March 2015 on gmmeipal heads of
revenue amounted t& 11,727.35 crore as reported by the respective
Departments is detailed frable -1.2

Table 1.2
Arrears of revenue

(X in crore)

1 | Taxes on sales, trade etc. 7,022.13 4,799.69

2 | State excise 31.24 28.70

3 | Taxes on vehicles 1,109.50 1,095.70

4 | Stamp duty and registration fees 74.47 Not furnished by the
Department

5 | Mines and minerals 92.48 88.07

6 | Land revenue 143.15 Not furnished by the
Department

7 | Taxes and duties on electricity 3,254.38 1,916.21

Source: Information furnished by the concerned Departments.

The concerned Departments did not provide any resafi the large amounts
in arrears in respect of Taxes on vehicles and Jaxe duties on electricity,
collection of which was pending for more than fixgars.

13 Arrears in assessments

As per the provisions of the AP VAT Actwhich is applicable in Telangana
also, annual assessments are not mandatory fMAMedealers. Assessments
under the CST Act are to be completed within foearg. However, no

information was furnished by the Commercial Taxep&tment on arrears of
CST assessments.

1.4 Evasion of tax detected by the Departmejnt

The details of cases of evasion of tax detectedhleyDepartments, cases
finalised, the demands for additional tax raisedl arases pending for
finalisation as on 31 March 2015 in respect ofad#ht heads of revenue were
called for from the concerned Departments. Stateidéx and Energy
Departments have reported that there were no adsegsion of tax during
the year. The Departments of Transport, Industreesd Commerce,
Commercial taxes, Stamps and Registration and Rewenue, however, did
not furnish the information on tax evasion casdsated by the Department.

4 Changed from APVAT Act to Telangana VAT Act videG@Ms.No.32 Revenue (CT-I)
Department dated 15 October, 2014.
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15  Pendency of Refund Cases

The number of refund cases pending as on 2 Juné, 20dims received
during the period till 31 March 2015, refunds alexivduring the period and
the cases pending as on 31 March 2015 as repoytédebDepartments are
given inTable 1.5

Table 1.5
Details of pendency of refund cases

g in crore)

Claims outstanding at the beginning @  Nil Nil 0.41
the year
2. | Claims received during the year 100 1.47 3 0.44
3. | Refunds made during the year 100 1.47 6 0.70
4. | Balance outstanding at the end of yeg  Nil Nil 47 0.15

Land Revenue Department stated that there wereasescof refunds during
the year. Other Departments did not furnish thaitsethough called for.

The Accountant General (E & RSA), Andhra PradegshBglangana conducts
periodical inspection of the Government Departmetuistest check the

transactions and verify the maintenance of impor@rcounts and other
records as prescribed in the rules and proceddiesse inspections are
followed up with the inspection reports (IRs) ingorating irregularities

detected during the inspection and not settlecherspot, which are issued to
the heads of the offices inspected with copiexiéonext higher authorities for
taking prompt corrective action. The heads of tifeees / Government are
required to promptly comply with the observatiomsntained in the IRs,

rectify the defects and omissions and report campk through initial reply to

the AG within one month from the date of issueld tRs. Serious financial
irregularities are reported to the heads of the dbepents and the

Government.

Inspection reports issued upto December 2014 disdlothat 15,115
paragraphs involvinR 6,465.16 crore relating to 4,193 IRs relating to
Revenue Sector remained outstanding in the 10idswf Telangana at the
end of June 2015.

1.6.1 The Department-wise details of the IRs and audiseolations
outstanding as on 30 June 2015 and the amountlv@d/are mentioned in the
Table 1.6.1.
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Table 1.6.1
Department-wise details of IRs

 in crore)

Taxes on sales, trade 2,026 8,462| 2,293.14
etc.
1. | Revenue State excise 240 564 36.59
Department Land revenue 643 1,521 828
Stamp duty and 1,000 3,622 176.48
registration fees
2. | Transport, Roads | Taxes on motor 182 670| 1,654.54
and Buildings vehicles
3. | Industries and : . 80 343| 1,019.36
Commerce Mines and minerals
4. Ener Taxes and duties on 22 33 457.05
9y electricity

Audit did not receive even the first replies frome theads of offices within one
month from the date of issue of the IRs in respcd9 IRs issued during
2014-15. Pendency of the IRs is indicative offta that the heads of offices
and the Departments did not initiate action toifgdhe defects, omissions
and irregularities pointed out by the AG in the.IRs

The Government may consider putting in place agcsife system for prompt
and appropriate response to audit observations.

S

The Government set up Audit Committees to monitod @&xpedite the
progress of the settlement of the IRs and paragraplthe IRs. During the
year 2014-15, 10 Audit Committee Meetings (ACMS) reveneld with
Prohibition and Excise Department. During these tmgs, 563 paras
involving X 13.55 crore were settled. Other Departments didnitiate any
action for holding the ACMs.

The programme of local audit of Tax Revenue / Nmn+#tevenue offices is
drawn up sufficiently in advance and intimationg assued, usually one
month before the commencement of audit, to the Beyeats to enable them
to keep the relevant records ready for audit sayuti

During the year 2014-15, as many as 399 assessfilesit returns, refunds,
registers and other relevant records were not raadiable to Audit, as given
in Table 1.6.3
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Table 1.6.3
Details of non-production of records

Name of the Office/ Department Number Of CEEES Tl
audited
Revenue Commercial Taxes 362
Excise and Prohibition 13
Stamps and Registration 2
Land Revenue 11
Tra_msport, Roads and Transport 8
Buildings
Industries and Commerce Mines and Geology 3
Total 399

1.6.4 Response of the Departments to the draft augiaragraphs

The draft audit paragraphs proposed for inclusiontiie Report of the
Comptroller and Auditor General of India are forded by the AG to the
Principal Secretaries / Secretaries of the condebDepartments, drawing their
attention to audit findings and requesting thensead their response within
six weeks. The fact of non-receipt of the repliesnf the Departments/
Government is invariably indicated at the end afhsparagraphs included in
the Audit Report.

79 draft paragraphs including one Performance Auwdire sent to the

Principal Secretaries / Secretaries of the respediepartments by name
between July and October 2015. The replies receaivenhg Exit Conference

of Performance Audit have been incorporated in Report. The Principal

Secretaries/ Secretaries of the Departments digerd replies to other draft
paragraphs despite issue of reminders and the kaweebeen included in this
Report without the response of the Departments.

1.6.5 Follow up on the Audit Reports - summarised gsition

The internal working system of the Public Accou@ismmittee, notified in
December 2002, laid down that after the presemtatiothe Report of the
Comptroller and Auditor General of India in the istgtive Assembly, the
Departments shall initiate action on the audit geaphs and explanatory notes
thereon should be submitted by the Government withree months of
tabling the Report, for consideration of the Conteait In spite of these
provisions, the explanatory notes on audit pardgrapf the Reports are
delayed inordinately. 171 paragraphs (includingd?arance Audits) included
in the Reports of the Comptroller and Auditor Geheof India on the
Revenue Sector of the Government of Andhra Praftesime years ended 31
March 2010, 2011, 2012, 2013 and 2014 were placefdrd the State
Legislative Assembly between March 2011 and Marbh52 Of these 40
paragraphs pertain exclusively to Telangana whet8asparagraphs pertain
to both Andhra Pradesh and Telangana. The explgnaiotes from the
concerned Departments of Telangana on these ppregraere received in
respect of only 29 paragraphs pertaining to Telaagand eight paragraphs
pertaining to both the States with delay rangingmfrtwo to 49 months.
Explanatory notes in respect of 134 paragraphs feaght Departments
(Commercial Taxes, Excise, Land Revenue, Transpedgjstration, Industries

6
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& Commerce, Energy and Endowments) have not besxiviedd for the Audit
Reports from year ended March 2010 to March 201f&ais@anuary 2016).

To analyse the system of addressing the issuesidghitgd in the Inspection
Reports by the Departments, the action taken onp#ragraphs of last 10
years for one Department is evaluated and includdus Audit Report.

The paragraph 1.7.1 discusses the performance eofCtimmercial Taxes
Department under revenue head Taxes on sales,dtedend cases detected
in the course of local audit during the last 10rged@hese cases relate only to
the 10 districts of the successor State of Telaagan

1.7.1 Position of Inspection Reports

The summarised position of the inspection repoetating to Commercial

Taxes Department, issued during the last 10 yeathd 10 districts of the

successor State of Telangana, paragraphs includédtese reports and their
status as on 31 March 2015 are tabulatetainle -1.7.1.

Table 1.7.1
Position of Inspection Reports

(X in crore)

2005-06 721.80 5.59 945.36
2006-07 | 1612 | 6135| 945.36| 92 752 68.50| 20 244 11.22| 1684 | 6643 | 1002.64
2007-08 | 1684 | 6643 | 1002.64| 100 691 | 160.13| 25 531 61.30| 1759 | 6803 | 1101.47
2008-09 | 1759| 6803 | 1101.47| 98 846 | 346.66| 46 311 20.57| 1811 | 7338 | 1427.56
2009-10 | 1811 | 7338 | 1427.56| 104 896 | 196.00| 29 278 | 349.07| 1886| 7956 | 1274.49
2010-11 | 1886| 7956 | 1274.49| 102 927 | 232.38| 16 253 13.49| 1972| 8630| 1493.38
2011-12 | 1972 | 8630| 1493.38| 114 | 1316| 423.45 2 298 | 1123.30| 2084 | 9648| 793.53
2012-13 | 2084 | 9648 | 793.53| 29 299 | 48.12| 54| 1416 57.65| 2059 | 8531| 784.00
2013-14 | 2059| 8531| 784.00f 92| 1387| 380.34| 16 272 24.93| 2135| 9646 | 1139.41
2014-15| 2135| 9646 | 1139.41| 81| 1320| 407.58 3 155| 111.64| 2213 | 10811 | 1435.35

OO N|O|O|A[W|N| -

=
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The Government arranges Audit Committee meetingsden the Department
and AG’s office to settle the old paragraphs. Aaulddbe evident from the

above table, against 1,557 outstanding IRs witt8%,paragraphs as at the
beginning of 2005-06, the number of outstanding ilRseased to 2,213 with

10,811 paragraphs at the end of 2014-15. Thisdiative of the fact that

adequate steps were not taken by the Departmethisiregard resulting in

increase of the outstanding IRs and paragraphs.

1.8 Action taken on the recommendations accepted bythe
Department/Government

The draft performance reviews conducted by the A& farwarded to the

concerned Department/ Government for their inforomatvith a request to

furnish their replies. These reviews are also dised in an exit conference
and the Department’s / Government’s views are ohtuwhile finalizing the

reviews for the Audit Reports.

The following performance reviews were featuredthe last five years
Reports. The number of recommendations and thetustare given iffable
1.8 below:

Table 1.8

Status of Audit recommendations

Year of No. of

Name of the PA . Status
Report recommendations
2009-10 | Functioning of the Prohibition and EXxcig 9
Department
Taxation of works contracts under the APV 5
Act
Cross verification of Declaration Forms us| 7
2010-11 | in Interstate Trade.
Alienation of Government land and conversi 3 Explanatory
of agricultural land for non-agriculturg notes are yet
purposes. to be
2011-12 | VAT Audits and Refunds. 3 submitted by
Functioning of the Directorate of Mines 6 the
Geology. Government
2012-13 | Functioning of Registration and Stam 6
Department including Information Technolog
(IT) Audit of CARD in Andhra Pradesh
2013-14 | Performance audit of Public Service Delive 5
including functioning of IT Services (CFST)
Transport Department.

1.9 Audit Planning

The unit offices under various Departments aregmatsed into high, medium
and low risk units according to their revenue positpast trends of the audit
observations and other parameters. The annual plagh is prepared on the
basis of risk analysis which inter alia includetical issues in Government
revenues and tax administration i.e. budget speWdhite Paper on State
Finances, Reports of the Finance Commission (Statel Central),
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recommendations of the Taxation Reforms Commitséagtjstical analysis of
the revenue earnings during the past five yearstofa of the tax
administration, audit coverage and its impact dypast five years etc.

There were total of 934 auditable units of whicl® 2tits were planned and
216 units were audited during the year 2014-15ckwig 23per cent of the
total auditable units. Besides the compliance autkintioned above, one
Performance Audit was also taken up to examineetfieacy of the tax
administration of these receipts.

1.10 Results of audjt

1.10.1 Position of local audit conducted during thgear

Test check of the records of 216 units of Value édid’ax, State Excise,
Motor Vehicles, Land Revenue, Stamp Duty and Regjish Fees etc.
conducted during the year 2014-15 showed undessissnt/ short-levy/ loss
of revenue aggregating £393.43crore in 1299 cases. During the course of
the year, the Departments concerned accepted asdessments and other
deficiencies oR 59.82 crore in 181 cases which were pointed ouwudit
during 2014-15. The Departments collected.48 crore in 104 cases during
2014-15, pertaining to the audit findings of presxsgears.

1.10.2 Coverage of this Repart

This Report contains 50 paragraphs (selected flmmatudit detections made
during the local audit referred to above and dueadier years, which could
not be included in earlier reports) including onerf@rmance Audit on
‘Implementation of VAT (including IT Audit of VATI$, involving financial
effect of 223.88 crore.

The Departments/ Government have accepted audénaifns involving

% 62.08 crore out of whict 0.29 crore had been recovered. The replies in the
remaining cases have not been received (JanuaB).Zllese are discussed in
succeeding Chapters.
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TAXESVAT ON
SALES, TRADE etc.







The Commercial Taxes Department is under the pwrvad Principal
Secretary to Revenue Department. The Departmemniisly responsible for
collection of taxes and administration of AP Valadded tax (VAT) Act
(Changed to Telangana VAT Act vide G.O.Ms. No. 3ed 15 October
2014), Central Sales Tax (CST) Act, AP Entertainimieax Act, AP Luxury
Tax Act and rules framed thereunder. Commissioner of Cervial Taxes
(CCT) is the Head of Department entrusted with aWesupervision and is
assisted by Additional Commissioners, Joint Comiomss (JC), Deputy
Commissioners (DC) and Assistant Commissioners (Atmmercial Tax
Officers (CTOs) at circle level are primarily resigthble for tax administration
and are entrusted with registration of dealersatiéction of taxes. The DCs
are controlling authorities with overall supervisiof the circles under their
jurisdiction. There are 104 offices (12 Large Rayer Units (LTUs) headed
by ACs and 92 Circles headed by CTOs) functionindeu the administrative
control of DCs. Further, there is an Inter Statmy\WIST) headed by a Joint
Commissioner within Enforcement wing, which assi€€€T in cross
verification of interstate transactions with di#et States.

The Department did not have a structured Internalit\Wing that would plan

and conduct audit in accordance with a scheduléd alan. Internal audit is

organized at Divisional level under the supervissbrssistant Commissioner
(CT). There are 12 Large Tax Payers Units (LTUg) 88 circles in State.
Each LTU/circle is audited by audit teams consgstifi five members headed
by either CTOs or Deputy CTOs. Internal audit rép®isubmitted within 15

days from the date of audit to DC (CT) concernetipwvould supervise

rectification work giving effect to findings in shiceport of internal audit.

23 Results of audit

In 2014-15, test check of the assessment filesyncefrecords and other
connected documents of the Commercial Taxes Depattnmshowed
underassessment of Sales Tax/VAT and other irragak involving
< 308.10 crore in 773 cases which fall under thioWahg categories as given
in Table 2.1.

® AP Entertainment Tax Act and AP Luxury Tax Act aRdles have not been formally

adopted by Government of Telangana, however, hyesiof Sections 100 and 101 of the
Andhra Pradesh Reorganisation Act 2014, theseplécable in the State of Telangana.
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Table 2.1 : Results of audit

€ in crore)

1 | Performance Audit on Implementation of VAT

(including IT Audit of VATIS) 1 104.83
2 | Excess Input Tax allowed 107 29.54
3 | Non-levy/Short levy of Interest and Penalty 136 12.75
4 | Short levy of tax on works contract 43 10.44
5 | Excess authorisation of refunds 7 1.18
6 | Incorrect exemption of taxable turnover 71 18.84
7 | Short levy of tax due to application of incorreater

of tax 137 51.03
8 | Under-declaration of VAT 73| 33.03
9 | Other irregularities 198 46.46

During the year, Department accepted under-assessmand other
deficiencies in 172 cases involviRg57.85 crore. An amount & 1.29 crore
in 57 cases was realised during the year 2014-15.

Performance Audit of “Implementation of VAT (incled) IT Audit of
VATIS)” involving ¥ 104.83 crore, and a few illustrative cases invajvi
% 85.93 crore are discussed in the following pardwsap

The Andhra Pradesh Value Added Tax Act (AP VAT AegBs introduced in
the erstwhile combined State of Andhra Pradesh (AR)005 to provide for
and consolidate the laws relating to levy of vahmded tax on sale or
purchase of goods in the State. It replaced Anénaalesh General Sales Tax
Act, 1957 (APGST Act). Rules supporting AP VAT A&nown as Andhra
Pradesh Value Added Tax Rules (AP VAT Rules) wése atroduced in the
same year. The Commercial Taxes Department usé¢f aystem known as
Value Added Tax Information System (VATIS) to aleetimplementation of
the Act in the State.

Commercial Taxes Department (CTD) is under the ipunof the Principal
Secretary, Revenue Department at the Governmentel.lev At
Commissionerate level, Commissioner of Commerciakeb (CCT) is the
head of the Department and is assisted by AdditiQ@nmissioners, Joint
Commissioners (JC), Deputy Commissioners (DC) andsiséant
Commissioners (AC). Divisional offices at field/éd are headed by the DCs
and are assisted by the ACs, Commercial Tax OHidg€TO), Deputy

12
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Commercial Tax Officers (DCTO) and Assistant Comeradr Tax Officers
(ACTO).

There are 104 assessing offices functioning urfteatministrative control of
the DCs consisting of 12 Large Taxpayer UnitgUs) headed by ACs and
92 circles headed by the CTOs.

2.4.3 Audit Objectives

The Performance Audit was conducted to

» assess the adequacy of systems in place to ensomgliance with
legal provisions relating to registration, scrutim§ records and
cancellation of registration of the dealers;

» assess the effectiveness of the system of assessaed

» evaluate adequacy of IT Policy and relevant costrol

2.4.4 Scope, Sources of Audit Criteria and Methodogy

Performance Audit on Implementation of Value Addeax (including IT
Audit of VATIS) covers the period from 2011-12 td®13-14 and was
conducted from September 2014 to June 2015.

The performance of the Department was benchmargathst audit criteria
derived from the following:

* APVAT Act and Rules, 2005
« VAT Audit Manual’ issued by the Government of Andhra Pradesh

* Orders/notifications issued by the Government/Dipant from time
to time

e Citizen’s Charter 2012

For conducting this Performance Audit, out of tHeLTTUs and 92 circles,
LTU Abids and Punjagutta and 13 cirdlesere selected by simple random
sampling method. IT audit of VATIS for the periadrin April 2011 to March
2014 was also conducted as part of the PerformAncdé. Data related to
selected sample (15 units) was extracted from ¢inéralized data provided by
the CCT and was analysed using IDEA software. Téweernl controls and
application controls were evaluated with referetacaudit objectives.

Large Taxpayer Units have under their jurisdict®50 dealers of each Division selected
on the basis of criteria like tax payments, comipyeaf transactions, etc. as decided by the
CCT.

Commercial Tax Department revised Manual duringy220

Begumpet, Gadwal, General Bazar, Hydernagar, desidi, Kothagudem, Mahankali
Street, Malkajgiri, Nacharam, Punjagutta, Somajegusiddipet and Warangal.

13
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2.4.5 Acknowledgment

Audit acknowledges the co-operation extended by Department in
providing server data, records and other necessdoymation. The entry
conference was held on 2 December 2014 with the @I departmental
officers in which the Department was apprised ef sbope and methodology
of audit. An exit conference was held on 23 Novemi®@l5 in which the
audit results and recommendations were discussidtin@ representatives of
the Department and the Government. The Governmasrepresented by the
Principal Secretary while the Department was represd by the CCT.
Responses of the Government and Department haven Isestably
incorporated in the report.

Audit Findings
Adequacy of systems for compliance

CTD is responsible for ensuring that eligible desia the State are registered
and paying appropriate tax. Provisions have beatermathe VAT Act, Rules
and Manuals to protect the interest of Governmenemue as well as to
streamline the processes. Registration of dealeowides the basis for
controlling the VAT dealers.

The registered dealers are mandatorily requiredutamit their returns and
supporting documents. These form the basis forutaion of the tax
liability/ITC of the dealers by CTD.

Cancellation of registration can be done on theugstof the dealer or by
CTD if certain legal provisions have been violateg the dealer. In such
cases, audit is to be conducted by the CTD to ensiat Government
revenues are protected.

2.4.6 Non-conducting of street surveys for identjing new dealers

Section 17 of the APVAT Act, 2005 provides that gvdealer, other than a
casual dealer shall be liable to be registerecao@ance with the provisions
of the Act. It further provides that dealers haviturnover more than
% 7.5 lakh but less thaf 50 lakh should get registered as ‘Turnover Tax’
(TOT) dealer and dealers with turnover more tfi&® lakh should invariably
be registered as VAT dealers. With a view to idgrguch dealers who are
liable to be registered and pay tax but have reedhinnregistered, street
survey is an important tool. Appendix V of the VATdit Manual prescribes
to conduct street surveys to identify and ensumgistation of dealers.
However, neither any procedure nor a periodicity In@en prescribed.

Audit observed that street surveys had not beenwtiad in any of the 13
selected circles during the period covered undditaln the absence of any
such surveys CTD deprived itself of the opportumitydetecting the eligible
unregistered dealers and bringing them under theea However, there is no
other enabling provision in this regard. The makttad earlier been raised by

14
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Audit in the Report of the Comptroller and Auditeeneral of India (Revenue
Receipts) for the year ended 31 March 2009.

The matter was referred to the Government in Oct@b&5. The Government
stated (November 2015) that street surveys wenegbebnducted regularly
and a special drive was conducted in the monthepteénber 2015. However
during the course of audit the CTOs had stated timatstreet surveys
conducted during the period covered under audit@(CT)s had also stated
that no circular instructions were issued in tieigard.

2.4.7 Absence of penal provisions resulted in narempliance

2.4.7.1 Non-filing of VAT 200A and VAT 200B returns

According to Section 13(6) of APVAT Act, ITC foransfer of taxable goods
outside the State otherwise than by way of sale wwalse allowed for the
amount of tax in excess of foper cent/five per cent’. As per Section 13(5),
no ITC was to be allowed if inputs are used for ufacture of exempt goods.
As per Rule 20 of AP VAT Rules, dealers to whomt®es 13 (5) or (6)

apply, are to file VAT 200A returns monthly and VADOB returns annually.
These returns give the breakup of the transactwimsh are required for
correct calculation of ITC eligibility in the casef interstate transfer of
goods/manufacture of exempt goods. However, theaas mo provision for

imposing any penalty for non-submission of theserns.

During the course of audit, in 10 circlsit was noticed (September 2014 to
March 2015) from VATIS data analysis that in 8,2@3se$' dealers had
effected transfers of taxable goods to their brasabutside the State or sold
exempt goods within the State and claimed ITC artingrio¥ 1549.29 crore
during the period 2011-14. Unlike VAT 200, thereswep provision in VATIS
for online submission of VAT 200A and VAT 200B rets and the manual
copies were also not made available to audit.hénabsence of these returns,
correctness of ITC claims could not be checked. ARAs could not insist on
compliance as there was no penal provision in tti#RAlles.

On this being pointed out (September 2014 to M&b2@he CTOs in the test
checked circles replied that notices would be idste these dealers for
submission of returns in VAT 200A and VAT 200B. wiver, in the absence
of any penal provisions, non-compliance with thewvsions resulted in

allowing of ITC amounting toZ 1549.29 crore without checking the
correctness of the claims.

The matter was referred to the Government in Octgb&5. The Government
stated that online submission of returns would bplemented from 15
December 2015.

Tax rate revised from four to fiveer cent from 14 September 2011 vide Act No. 11 of
2012.

Begumpet, Gadwal, Jeedimetla, Kothagudem, Mahar8tatet, Malkajgiri, Nacharam,
Siddipet, Somajiguda and Warangal.

One case means one financial year for which thens were to be submitted.

10
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2.4.7.2  Non-filing of financial statements

Para 5.12 of VAT Audit Manual prescribes mandatmagic checks on figures
reported by VAT dealers in their monthly VAT retarmand comparison of the
figures with those recorded in certified financsghtements to detect under-
declaration of tax, if any. As per Rule 25(10)A% VAT Rules, every VAT
dealer whose annual total turnover is more &0 lakh shall furnish, for
every financial year the financial statements fiedi by a Chartered
Accountant, on or before 31 December subsequettigdinancial year to
which the statements relate.

During the course of audit, in five circfé# was noticed from the data
available in VATIS (November 2014 to March 201%ttin all 5057 cas&s
VAT dealers (who had a turnover of more tRaB0 lakh during that financial
year) did not submit the audited financial statetseluring the period 2011-
14. Neither had the dealers complied with the igioas under rules nor had
AAs insisted on submission of financial statemelmtghe absence of certified
financial statements, CTD cannot check whethertuhaover disclosed in the
returns are correct unless the dealers are seltnteddit.

There was a provision under Section 14(1-B) of AadPradesh General Sales
Tax Act 1957, to levy penalty on non-submissiorfisancial statement duly
certified by the Chartered Accountant. In the APTVAct these provisions
were dispensed with, owing to which the AAs coubd insist on compliance.

After audit pointed this out, the AAs replied thaitices would be issued to
the dealers.

The matter was referred to the Department in Aug046. The Government
agreed (November 2015) that there were no penaliggoos in the Act to
ensure filing of financial statements. No speciiply has been received on
how the Government would ensure compliance withRukes.

Effectiveness of the system of assessment

During the course of audit of the two DC(CT) officand 13 circles, test
check of files and VATIS data analysis, cases oft&hon levy of taxes due to
incorrect allowance of ITC, adoption of incorredta of tax, incorrect
declaration of taxes and non-levy of penalty antdrest on belated payment
of taxes etc. were noticed. The cases are discussethe following
paragraphs.

2.4.8.1 Non-levy of interest and penalty on beledl payments

As per Section 22 (2) of APVAT Act, in case of deld payment of taxes,
dealers have to pay interest at 1@5 cent' per month on tax due for the
period of delay from the prescribed or specifietedar its payment. Further

12 Kothagudem, Mahankali Street, Malkajgiri, Siddipet Warangal.

13" One case means one financial year for which taxtde assessed.

14 Oneper cent of tax due up to 14 September 2011 and h&5cent from 15 September
2011 per month.
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according to Section 51(1) of AP VAT Act, where eatkr who fails to pay
tax due on the basis of the return submitted by hyrthe last day of the
month in which it is due, he shall pay penalty 6fpgr cent of the amount of
tax due.

During the course of audit it was noticed in DCJQGWbids office and nine
circles'® (September 2014 to February 2015) that the AAs heaidlevied
interest and penalty in respect of 68 dealers thabgy had paid tax with the
delay ranging from one day to 487 days. The total-levy of interest and
penalty works out t& 3.38 crore.

2.4.8.2 Adoption of incorrect rate of tak

As per Section 4(1) of AP VAT Act, every VAT dealdnall pay tax on each
sale of goods, at the rates specified in the SdasdiAs per Section 4(7)(b),
every dealer executing works contract and opting pay tax under
compositior® shall pay tax at fivger cent'’ on the total amount. According to
Section 4(9)(d), dealers selling food and beveragiesheir annual total
turnover is more thafi five lakh but less thaf 1.5 crore, shall pay tax at the
rate of fiveper cent on the taxable turnover of the sale or supply @ids,
being food or drink served in restaurants, sweadtsstclubs, any other eating
house or anywhere, whether indoor or outdoor ca bgterer.

During the test check of records, in CTO GeneraaBaircle, it was noticed
(March to April 2015), that a dealer had been inectty declaring sales for
the period 2013-14 of Rexine under exempted s#besigh the commodity
was listed under Schedule IV and taxable at pgecent. The AA did not
check the returns and registration records of #eded. This resulted in short
payment of tax o 5.89 crore

Similarly, in CTO, Siddipet Circle, Audit noticedrébruary 2015) from the
online data in VATIS that a works contractor duritige period 2011-13,
continued to pay tax at foger cent under composition, instead of the revised
rate of fiveper cent. There was short payment of taxRathree lakh.

In CTO Hydernagar circle (September 2014) Auditiceat that a dealer had
paid tax by incorrectly adopting the rate of tax sae of food and claimed
ITC though his turnover was less th&rl.5 crore, tax at fivgper cent was
payable without claiming ITC. This had resultediirder declaration of output
tax of% two lakh.

2.4.8.3 Variations between the figures of returnand financial statement$

In Nacharam Circle, Audit observed (January to Gaty 2015) that AAs
failed to notice that there were variations betwtensale turnover as per the

> Begumpet, Gadwal, General Bazar, Kothagudem, &fach Punjagutta, Siddipet,

Somajiguda and Warangal.

Under said Section, the dealer can opt to pay yawdy of composition at the prescribed
rate on the total value of the contract.

Prior to 14 September 2011 the rate of tax was fetcent, rates revised vide Act No.11
of 2012.

16
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financial statements and those reported in VATrretpy four dealers for the
years 2012-13 and 2013-14. In all the cases tles sarnover as per financial
statements were more than those reported in VAdrnmet There was under-
declaration of turnover b¥ 4.63 crore resulting in short payment of tax of
3 23 lakh. This indicates absence of proper scruimy cross linking between
the financial statements and monthly returns suiechiby the dealerS.

2.4.8.4 Non-declaration of VAT on taxable turnosr

As per the Government orders issued in July 2Dtie commodity “textiles
and fabrics” was added to Schedule IV to AP VAT Aad hence its sales
were to be taxed at fivper cent. Later in June 2013 this commodity was
included® in Schedule-I making its sales exempt. In GenB&aar Circle,
Audit observed (March to April 2015) that 21 desleduring the period
2012-14, declared the sales of this commodity asnged from tax while the
commodity was added in Schedule IV and made taxabléve per cent.
Although details were available in the VAT returnSA failed to detect
incorrect declaration of tax which resulted in rmma/ment of tax amounting to
< 1.10 crore.

2.4.8.5 Incorrect claims of IT¢

As per Section 13(1), no ITC shall be allowed ongaid on the purchase of
goods specified in Schedule VI. Provisions undectiSes 13(5) and 13(6)
stipulate restrictions on claiming ITC. As per Ra@of the AP VAT Rules, a
VAT dealer making taxable sales, exempted saleseaathpt transactions of
taxable goods shall restrict his ITC as per thegibed formulZ.

Audit noticed in two DC(CT) officed and four circle officeS(November
2014 to April 2015) from VAT 200 returns, Forms 208nd 200B returns of
12 dealers for the years from 2010-11 to 2013-hdt these dealers were
making exempt sales, taxable sales and/or exerapsdctions of taxable
goods and Schedule VI goods but ITC was claimedhomit applying the
prescribed formula for restrictions. This resuliadexcess claim of ITC of
< 41.01 crore.

2.4.8.6 Incorrect ITC claimed by works contractes|

As per Section 4(7)(b) of AP VAT Act read with Rul&(2) of AP VAT
Rules, the works contractors who opt to pay taxear@bmposition scheme
shall not be eligible to claim ITC. Further as @action 13(7) of the Act,

18 As per Section 2(35) of Act, ‘Tax period’ meansadendar month. As per Section 20 of

the Act read with Rule 23 of AP VAT Rules, every VAlealer shall file a return within
20 days after the end of the tax period. Furthe, return so filed shall be subject to
scrutiny to verify the correctness of calculatiapplication of correct rate of tax and input
tax credit claimed therein and full payment of peyable.

19 (.0.Ms.N0.932, Revenue (CT-Il) Department, da@d@y 2011.

%0 G.0.Ms.N0.308, dated 07 June 2013.

2L A*B/C, where A is the input tax for common inputs each tax rate, B is the taxable

turnover and C is the total turnover.

Abids and Punjagutta.

Kothagudem, Mahankali Street, Malkajgiri and Naelna

22
23
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where any works contractor pays tax on the valugoofls incorporated in the
works as per Schedules (if accounts are maintgineglerly), the dealer shall
be eligible to claim 7per cent of the taxes paid on such purchases.

Audit noticed (November 2014 to April 2015) in CT@egumpet and
Siddipet that six works contractors in their VATQ2@eturns claimed ITC of

% 1.51 crore on the total purchase turnover for tagop 2013-14. These
dealers were works contractors and hence werer @itteligible to claim ITC

or eligible only for 75per cent of tax paid on the goods purchased and
incorporated in works. The excess claim of ITC rmed works out to

< 38 lakh.

2.4.8.7 Under-declaration of turnover by Bar and Rstaurants (Hoteliersj

As per Section 4(9)(c) of AP VAT Act, 2005, evemyater, whose annual total
turnover i< 1.5 crore and above shall pay tax at the rate4d fder cent of
the taxable turnover of the sale or supply of gpbesg food or drink, served
in restaurants, sweet-stalls, clubs, any otherngatiouses or anywhere
whether indoor or outdoor or by caterers. SectigB9R defines ‘Total
Turnover’ as the aggregate of sale prices of atldgo taxable and exempted,
sold at all places of business of the dealer irState.

Audit noticed (January to March 2015) in setef@TOs that 13 dealers
running bar and restaurants declared the turnave26i cases during the
period from 2011-12 to 2013-14, less tiRaid.5 crore and paid VAT at five
per cent on the sale of food only. However, annual totahover of the
dealers including the liquor sales as per the détained by Audit from
Andhra Pradesh Beverages Corporation Limited waei@ark 1.5 crore per
annum and the dealers were liable to pay tax & pédr cent. Under-
declaration of turnover resulted in under-declaratand short payment of
VAT to the tune oR 18 lakh. The AAs failed to check the correctnets
turnover declared by the dealers though they haa begistered as ‘bar and
restaurant’.

These observations were brought to the notice efCtapartment (June 2015
to September 2015) and Government (October 201®.Jovernment stated
that in most of the cases either show cause notieze issued or demands
raised and assured that action would be takereinetimaining cases.

2.4.9 Non-recovery of deferred sales tax and intesé

Under ‘Target 2000 sales tax incentives schemeimptgated by the State
Government in 1996, industrial units were allowededment of sales tax to
the extent of incentive limit as mentioned in Firiigibility Certificate

(FEC). When AP VAT Act was introduced, all induatrunits availing tax
holiday or tax exemption on the date of commencerokthe Act were to be
treated as units availing tax deferment under 8ed of this Act. As per
Rule 67 of AP VAT Rules, the repayment of defertax was to commence

2 Begumpet, Hydernagar, Kothagudem, Nacharam, PuttiigadSiddipet and Warangal.
% One case means one financial year for which taxtede assessed.
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after the completion of the deferment period. Isecaf non-remittance of
deferred sales tax on the due dates under theeTaa90 sales tax incentives’
scheme, interest at 21p8r cent per annum was payable as per the conditions
mentioned in the FECs.

Audit observed that there is no effective mechanisnensure recovery of
dues in the case of units which had been allowéerahent as is evident from
the following:

In CTOs, Kothagudem and Nacharam, a scrutiny ofiitee dealing with the

incentives schemes revealed (January to Februdry)2@at 13 dealers had
availed the facility of deferment of tax amountitac 5.93 crore which was
recoverable after completion of the deferment merduring 2010-2014.

Neither had the dealers had made any payment,idahd Department take
any action to recover the same. This had resuftetbn-recovery of deferred
sales tax of 5.93 crore, besides applicable interest at treea1.5per cent.

In four CTOS® (September 2014 to February 2015) it was noticeth ftax
deferment records that nine dealers had paid @efetax amounting to
% 2.15 crore with delay ranging from 50 to 2229 d&yswhich they were
liable to pay interest at the rate of 2Jp& cent per annum as required.
Department did not levy interest®f76 lakh on belated payments.

On this being pointed out, AAs replied (Septemb@tfand February 2015)
in respect of non-recovery cases and five caseasonflevy of interest that
matter would be examined and notices would be @&simethe remaining four
cases, CTO Nacharam stated (January 2015) thagmvadiuld be examined
and final action taken intimated in due course.

The matter was referred to the Department in J@¥52 The Government
stated (November 2015) that show cause notices biesth issued to the
dealers.

VAT Audits

As per para 5.12 of the VAT Audit Manual, every Audfficer shall exercise
the basic checks prescribed such as verificatiothefpurchase particulars,
comparison with the financial statements, verifamatof payment of Output
tax etc., and enclose these particulars along thighaudit files. Para 5.12.4
and Appendix VIII of the VAT Audit Manual on “examation of annual
accounts” prescribes for verification of the finehstatements of the dealers
SO0 as to review any disparities between the detklable in the VAT
returns submitted by the dealer and his finan¢aksents for that period.

VAT audits cover only around 1fer cent of dealers every year which may
not be sufficient to prevent leakage of revenue. hNwms have been
prescribed for conducting minimum number of VAT @sidn VAT Audit
Manual. The details of VAT audits conducted duriihg period from 2011-12
to 2013-14 in the erstwhile combined State of A®as follows:

% Jeedimetla, Kothagudem, Nacharam and Punjagutta.
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Total no. of Audits Percentage of | Revenue from
Year registered completed |audits with respect VAT audits
dealers to dealers (X in crores)
2011-12 189945 18947 9.97 493.78
2012-13 230381 23468 10.19 823.55
2013-14 (upto 278693 14080 3.05 863.67
Dec. 2013257

Audit reviewed VAT Audit files and observed the l&ating system and
compliance deficiencies which reflect on the gyahsufficient checks being
carried out in VAT audits:

2.4.10.1 Non-completion of VAT audit before cancktion of registration

As per Rule 14(4) of AP VAT Rules 2005, every VARalkr whose
registration has been cancelled under this ruld phag back ITC availed in
respect of all taxable goods on hand on the datamtellation. In the case of
capital goods on hand on which ITC has been redeitree ITC to be paid
back shall be based on the book value of such goodbat date. The VAT
Audit Manual clearly prescribes several guidelifes selecting units for
audit. It is one of the conditions laid down in AT Audit Manual that if a
dealer applies for cancellation, an audit shoulctctreducted to ascertain the
correctness of ITC availed of by the dealer ang after completion of audit
the cancellation was to be done.

During the course of audit it was noticed (Novemd@t4 to February 2015)
in five circle$®rom for the period 2011-12 to 2013-14 that CTD dat audit
1844 dealers before the cancellation of their tegisns, owing to which the
correct ITC to be recovered from such dealers cowdd be checked and
protection of revenue could not be ensured. Fomgka, in Nacharam circle
in the case of a dealer Audit found that he hadndd ITC of3 1.41 lakh in
the VAT 200 return for September 2012. Though #ggstration of the dealer
was cancelled (October 2012), Audit noticed tha& IWas not reversed by the
dealer nor did the AA insist on its payment frore thayments Status Report.
As no audit was conducted before cancellation efrégistration of the dealer,
the dealer could get away without payment of IT&mkd on inputs.

After Audit pointed out the cases, the AAs of fiecles stated that the matter
would be brought to the notice of the DC (CT) farther necessary action.
The CTO Nacharam stated that VAT audit would bemakp and action taken
intimated to Audit in due course.

The matter was referred to the Department in Aug045. The Government
replied (November 2015) that conducting audit incakes of cancellation is
difficult. They promised to examine the issue. &oi¢ guidelines are to be
framed for audit of dealers whose registrationaacelled, in the interest of
revenue.

27 Department provided information for the periodaupecember 2013.
% General Bazar, Kothagudem, Mahankali Street, Maitiand Siddipet.
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2.4.10.2 Non-receipt of records after audit

The CCT issued circular instructiciiso DCs to authorize audits to any
officer of the Division not below the rank of DCTOAfter completion of
audits, audit files were to be transferred to tineles where the dealers were
registered for further action to collect taxes, gignand interest. Further,
CCT issued instruction$to DCs to ensure that the demands raised according
to the audits were taken into account by the releggcle.

During the course of audit of 13 circles (NovemtmeApril 2015), VAT audit
records in respect of 1935 cases in respect of -2@1Wvere called for by
Audit, but the Department could produce only 15l1idifiles. For the
remaining 418 audit files, it was observed thaséhwere not received in the
respective jurisdictional circle offices after cdetppn of VAT Audit. Due to
non-receipt of the audit files, the compliance bé tassessments finalized
could not be ensured. Monitoring of the demandsethcannot be done by the
respective CTOs in the absence of documents. Aftelit pointed out the
cases, the AAs stated that the matter would beghitao the notice of DCs for
necessary action.

Matter was referred to the Department in August520Ihe Government
stated (November 2015) that a check memo wouldrbpaped at DC(CT)
level and watched periodically to ensure timelyerptof records.

2.4.10.3 Improper maintenance of VAT audit filgs

It was observed (between September 2014 and ApiibRduring test check
of 1517 cases in DC(CT) Abids office and 13 cirdleat there were several
omissions in the audit files as indicated below.

Sl. Type of omission No. of cases
No.
1 | Audit officers did not enclose th 452 files (29.8@er cent of the test
checklist checked cases)
2 | P&L account was not enclosed 193 cases (12.74&r cent)
3 | Purchase particulars were not enclos¢ 675 cases (44.56kr cent)
4 | Returns were not available 678 cases (44.6%r cent)
5 | Details of G.1.S data were not availabl¢ 1316 cases (86.7%r cent)
6 | Non-verification of filing of statutory| 1281 cases (84.4%r cent)
forms

Due to the above mentioned omissions, Audit cooldverify the accuracy of
the assessment/penalty orders.

The issues were brought to the notice of the asgpssithorities (between
September 2014 and May 2015). They replied that niadter would be
brought to the notice of concerned DCs(CT).

29 CCTs Ref. No. B.11(2)/122/2006 dated 04 Octobed@0
%0 No.BV(3)/120/2008 dated 16 April 2008 (Appendix X\of VAT Audit Manual).
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The matter was referred to the Department (betweee 2015 and September
2015) and to the Government (October 2015). Theplyr has not been
received (January 2016).

2.4.10.4 Leakage of revenue due to non-compliawith provisions

As per para 5.12 of the VAT Audit Manual, every Afall exercise the basic
checks prescribed such as verification of the paselparticulars, comparison
with the Financial statements, verification of payr of output tax etc. and
results to be recorded as a checklist in the dilekt

VAT audit is the final stage of scrutiny for finzdition of assessment. A
scrutiny of VAT audit files revealed that due tdfidient exercise of checks
during VAT audit resulted in short levy of tax dweincorrect adoption of rate
tax, incorrect restriction/allowance of ITC, incect determination of taxable
turnover, short/non-levy of penalties and inteesstliscussed below.

« In nine circled, it was noticed (September 2014 to January 2008) f
VAT audit files of 19 dealers that turnovers repdrin their VAT 200
returns were not tallying with those reported inaficial statements.
During the course of VAT audit, the AOs did notinetthis issue. This
resulted in short levy of tax & 2.95 crore that could have been
prevented if the audit checks had been mandatalilywed.

* In Mahankali Street circle it was observed (Novemize December
2014) from a VAT audit file that the AO issued tassessment notices
on the same date, first demanding taxXX&.08 lakh stating that the
dealer had not produced books of accounts and dedemanding a
tax of I 7,171, stating that the dealer had produced thekdbmf
account which however, were not available in tleorés. The reasons
for such drastic revision of the demand was thussopported by any
document warranting the steep downward revisioraggessed tax
within hours. The assessment was finalize®f@rl171 only.

* In DC(CT) Abids office and Punjagutta circle, it svanoticed
(September 2014 to February 2015) from VAT audiesfiof six
dealers that they had paid tax after due date 2@ of succeeding
month. However, during the course of audit, thesAddd not levy
interest on belated payment. This resulted in moy-lof interest of
% 34 lakh.

« In DC(CT) Abids office and nine circl&st was noticed (September
2014 to February 2015) from VAT audit files of 38adkers that AOs
had not/short levied penalty $ffive crore on under-declaration of tax
though tax had been levied in all cases.

3 Hydernagar, Jeedimetla, Mahankali Street, Malkajjdacharam, Punjagutta, Siddipet,
Somajiguda and Warangal.

%2 Begumpet, Gadwal, Hydernagar, Jeedimetla, KothagdMalkajgiri, Punjagutta,
Siddipet and Somajiguda.
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 In DC(CT) Abids office it was noticed (January teldfuary 2015)
from an audit file that the dealer had effected chases from
unregistered dealers during 2011-13 and utilisesnttior dispatch of
goods outside the State otherwise than by way lefisahe course of
interstate trade. The dealer was thus liable to parchase tax on
purchases from unregistered dealers. However, BedA not levy
purchase tax & four lakh.

« In four circles® it was noticed (September 2014 to February 2015)
from VAT audit files of four dealers that they hateived an amount
of ¥ 1.28 crore towards hire charges/transport receptitomobiles.
AOs, while finalising the assessment, did not l&a on hire charges
received. This resulted in non-levy of taxat8 lakh.

« In DC(CT) Abids office and five circlésit was noticed (September
2014 to March 2015) from VAT audit files of 15 tkya that they
were engaged in exempt sales/exempt transactiong alith taxable
sales and were to claim ITC proportionately. Hogrevhey claimed
full/excess ITC. This was not observed in VAT auayt AOs which
resulted in short levy of tax &1.97 crore.

* In General Bazar circle, it was noticed (March f@rih2015) from the
VAT audit files of two dealers of textiles and faisr (to be taxed at
five per cent or at oneper cent if dealer opted to pay under
composition) for the years 2012-13 and 2013-14 i{Aand May
2013), that one dealer did not pay any tax andther paid tax at one
per cent without opting for composition. In both casesd@ were to
be taxed at fiveper cent. AO, instead of assessing the tax at
five per cent treated both dealers under composition and alldaedt
oneper cent though neither had opted to pay tax under compaosit
This resulted in non/short levy of taxdR.95 crore.

e During the course of audit, in DC(CT) Abids offiemd Punjagutta
circle, Audit noticed (September 2014 to Februadt3) from VAT
audit files of four dealers that the dealers hadtipased and sold used
vehicles during 2009-13 and claimed ITQRd.83 crore. Although the
purchases were made from customers who were not d&slers and
the claimants were not in possession of tax inwiae provided in
Section 13(1) and 13(3) of AP VAT Act, the AO whiiealising the
assessments allowed ITC. This resulted in sheyt ¢ tax amounting
to¥ 5.83 crore.

» In DC(CT) Abids office and five circlésit was noticed (September
2014 to April 2015) from VAT audit files and othezcords of the
eight dealers that they declared output tax at/fiearper cent instead
of at the rate of 12.%per cent/14.5 per cent (rate on Schedule V
commodities) on commodities which were falling un&ehedule V.

% Hydernagar, Kothagudem, Nacharam and Somajiguda.
3 Kothagudem, Mahankali Street, Nacharam, PunjaguitSomajiguda.
% Jeedimetla, Mahankali Street, Punjagutta, Kotdaguand Nacharam.
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Misclassification and incorrect rate of tax was noticed by the AOs
which resulted in short levy of tax $§f21.22 crore.

e As per Section 4(7) of APVAT Act read with Rule 3y(f APVAT
Rules, any dealer engaged in construction andngetf residential
apartments, houses, buildings or commercial congslexay opt to pay
tax by way of composition at the rate of fquer cent/five per cent of
25 per cent of the consideration received or receivable orrtieeket
value fixed for the purpose of stamp duty whichasenigher. Further
as per Section 4(7)(h) of APVAT Act, amounts padtb-contractors
are exempted from tax if the main contractors aging tax under
composition. In Punjagutta circle, Audit noticecepmber 2014 and
October 2014) from the VAT audit file of a dealbkat he had claimed
exemption of tax under Section 4(7)(h) on receifptsn the sub-
contract. The claim of exemption was allowed by &@ during the
course of VAT Audit. However, on cross verificatiof the turnovers
of the main contractor, Audit observed that he was engaged in
construction and selling of apartments. Hence, dbaler was not
eligible for exemption. Incorrectly allowing exengt resulted in
short levy of tax of 15 lakh.

* In Punjagutta circle it was observed (Septemberd2010ctober 2014)
from the VAT audit file of a dealer, who was engage construction
and selling of apartments and paying tax underi@eek(7)(d) of the
Act, that he recovered the cost of the materialpbeg to the sub-
contractor who was exempted from tax as per theigions mentioned
above. As the dealer recovered cost of the mténaas to be treated
as sale and was taxable in his hands. During dliese of audit, the
AO did not levy tax on the cost of the materialoesred. This resulted
in short levy of tax of 48 lakh.

e As per Section 4(7)(e) of APVAT Act, any dealerying opted for
composition, purchases any goods from outside tée &nd uses such
goods in the execution of the works contracts,| i@ tax at the rates
applicable to the goods under the Act and the vafiseich goods shall
be excluded (from the turnover) for the purposecomputation of
turnover on which tax by way of composition at f@er cent is to be
paid. In DC(CT), Abids office and Punjagutta circtewas noticed
(September 2014 to February 2015) from VAT audgsfithat two
dealers had opted to pay tax under compositionpamdhased goods
from outside the State. They incorporated the gaodkeir works for
which they were liable to pay tax at the rates igpple. However,
during the course of audit, the AOs did not lewy thifferential rate of
tax on the value of goods purchased from outside State. This
resulted in short levy of tax & 32 lakh.

* Audit noticed (September 2014 to February 2015D@(CT), Abids
office and four circle$® from VAT audit files of eight works

% Hyderanagar, Kothagudem, Punjagutta and Somajiguda
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contractors that AOs arrived at taxable turnoverden works contract
incorrectly by allowing ineligible deductiofisresulting in short levy
of tax of% 1.43 crore.

* As per Section 13(7) of AP VAT Act, where any VA€aler pays tax
under Section 4(7)(@) (one who has not opted to pader
composition), he shall be eligible to claim ITCS per cent (75 per
cent froml5 September 2011) of the related input tamrimy the
course of audit, in DC(CT), Abids office and thiele offices®it was
noticed (November 2014 to February 2015) from VAidia files of
five works contractors that AOs while finalisingethassessment
allowed ITC at 10(er cent, though the dealers had not opted to pay
tax under composition. This resulted in allowinigexcess ITC of
< 28 lakh.

« In DC(CT) Abids office Audit noticed (January 2048d February
2015) from VAT assessment file of a dealer for ybar 2010-11 that
the AA arrived at tax due & 1.17 crore under composition. However,
TDS credit taken against the composition works Wa%.53 crore
which was in excess &f 35 lakh over the tax due. The excess amount
was to be forfeited under Section 57 of the Act.ad¢tion was initiated
by the AO for forfeiture of excess TDS amount netal.

* It was noticed from VAT audit files of another werkontractor for the
years 2010-11 and 2011-12 that he had awarded wiarksub-
contractors on back to back basis and was payirgutaer non-
composition. The TDS amounts retained by him weuwe forfeited
though required under Section 57. This resulteshan-forfeiture of
% 2.43 crore.

From the cases mentioned above it is clear thaV&E audits conducted did
not ensure compliance with rules.

The issues were brought to the notice of CTD iry duid August 2015. The
Government stated (November 2015) that in mosthefdases either show
cause notices have been issued or demands weed @isl action has been
assured in the remaining cases.

2.4.11 Internal audif

Department does not have a structured Internal tAWing that would plan

and conduct audit in accordance with a scheduldd plan. Internal audit is
organised at Divisional level under the supervibissistant Commissioner
(CT). Internal Audit Report is to be submittedhiit 15 days from the date of
audit to the DC(CT) concerned, who would supervesgification work.

37 While arriving taxable turnover, certain expendétsuch as finance charges, excess profit
and administrative expenses relatable to supplgtwdur were incorrectly deducted from
gross turnover etc.

3 Begumpet, General Bazar and Punjagutta.
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24.11.1 During the course of test check of the two DC(Gffices and

13 circles (September 2014 to May 2015), it waseoked in one circf@ that
internal audit was not conducted for the last thyears. In three circl&%
internal audit was not conducted for last two yeamsl in two DC(CTY
offices and nine circle offic&sinternal audit was not conducted for the year
2013-14. Further in all the cases where interndltawere completed, reports
were not issued. From the above it is evidenttt@internal audit mechanism
was not effective.

2.4.11.2 As per para 4.9.6 of VAT Audit Manual, allocatiof audits
should be recorded as computerized listings in stims and circles
mentioning dates of allocation, audit and finaliaat Watch registers are to
be maintained for monitoring the details of audibffices.

It was noticed that the watch registers and deta#gse not maintained in

DC(CT) Abids office and four circle officé% without which the information

on the status of audits authorised and completatticwt be verified. There is
a risk of duplicate or erroneous allocation of &ud the absence of watch
registers.

IT Audit of VATIS

2.4.12 Adequacy of IT policy and controls

CTD has been using Information Technology (IT) eirk®89 and VATIS
came into existence along with introduction of ARV Act in 2005. The
original VATIS was developed in centralized arctitee by Tata
Consultancy Services Limited (TCS) and field offiogere connected to the
Central Data Centre located at the office of CPFocesses relating to dealer
registration, VAT/TOT returns, VAT audit and assaest and Goods
Information System (GIS) that monitors interstatansactions etc., were
computerized under this. To improve the respomse tf the system as a part
of the realigned focus of the CTD, reengineeriny AiTIS was conceived. It
was to extend departmental services (Service @eitrchitecture) to the
dealers through multiple media like Internet, e<samd citizen service centres
(CSC). The re-engineered VATIS has modules likeetsf, e-Registration,
online issue of Statutory Forms and Complaint/Feeklbsystem. The
functional architecture of VATIS is as shown:

% Siddipet.

0" Kothagudem, Punjagutta and Somajiguda.

“L" Abids and Punjagutta.

2 Begumpet, Gadwal, General Bazar, Hydernagar, desidiand Mahankali Street,
Malkajgiri, Nacharamand Warangal.

43 Kothagudem, Mahankali street, Punjagutta and Bétdi
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The application has been built using Windows servélatabase and
application servers) with SQL Server and .NET fraumik. All the offices are
inter-connected through intranet using AP State eNidrea Network
(APSWAN) and other stakeholders get connected ® dpplication via
internet for obtaining services.

Audit conducted IT audit of Registration, Returrydk, Payments, Refunds
and Complaint / Feedback modules of VATIS applarafior the period April
2011 to March 2014. Data related to selected saufd units) were extracted
from the centralized data provided by the CCT armk vanalysed using
‘Interactive Data Extraction and Analysis (IDEA)The general controls and
application controls were evaluated with referetacaudit objectives.

The audit revealed deficiencies in the systemirgjaio planning and use of
IT application, mapping of business rules, accesgrols, data capture and
validations, data integrity and system securityéssetc. as mentioned in the
succeeding paragraphs.

24121 Lack of documented IT policy

Information Technology Policy ensures support ofmpating and
communication resources to the Department in otdeachieve compliance
with requirements and effective use of resourcal; dddressing the risks in
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the best possible way. The IT policy needs to lepgred without ambiguity
and approved by Senior Management. It has to rheatdeds of CTD.

CTD does not possess an IT Policy that addressesstiues of using IT
resources in accordance with applicable rules dnjelctves. Implementation
of VATIS with the objectives of developing single@re application was
embarked upofi (August 2010) to take care of all the core taxcfioms,
providing functionality as per the guidelines of tiiovernment, offering
guality service to the departmental staff as welthee dealers and to facilitate
interface with other Government Departments. Howedwee to the lack of a
documented policy addressing the alignment of reguents and implemented
services, Audit could not check if the objectiveadhbeen completely
achieved. The Government stated (November 2015)tthieaDepartment did
not have an IT policy exclusive to it; however, Isuag policy including
document retention policy would be formulated.

2.4.13 VATIS Implementation

The implementation of VATIS began in February 20422d the system
switched over to maintenance mode from May 2013hough CTD has
accepted all the modules after testing, Audit fosnthe deficiencies relating
to data migration and processes covered under VAmtRuding lack of

mapping of business rules, data inconsistencies wtuch have not been
addressed even after two years of implementatibasd are given below:

2.4.13.1 Piecemeal approach adopted in developirtge new VATIS
software

An agreement was concluded with LGS Global Ltd prif2011. LGS was to

start project implementation within 230 days of egimg into contract.

Requests for proposal (RFP) for the purpose ofnggreering VATIS was

issued in August 2010 by the Government and up@iuation of the bids

received. The implementation, however, began 10thsoafter agreement i.e.
from February 2012. The timeline was extended ahlytiup to September
2012 and then to April 2013. The new software (rgheeered VATIS)

development model was changed from originally ptmhwaterfall approach
(all changes at once) to iterative (module wiselasgment) to save cost.
Meanwhile, a module for registration of dealers wWaseloped in parallel by
Centre for Good Governance (CGG) which as per thers of CCT (March

2011) was implemented in all divisions by June 2004is was replaced by
the registration module of the reengineered VATH8bfuary 2012).

Delivery of different modules took place on diffetedates from February
2012 (Registration module) to April 2013 (email/SMScommunication with
Stakeholders). The developers were required to ldevesoftware in
accordance with the System Requirement SpecifitatitSRS) and User
Requirement Specifications (URS) which are to bezdn before
implementation in order to ensure that developnm@otess is completed
within timelines specified.

4 Date of RFP.
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Audit observations pertaining to the contract feengineering VATIS and its
implementation revealed the following:

» System Requirements Specifications (SRS) documastprepared by
the developer after implementation of all the medu(April 2013).
This shows that the project was started withoutntifigng the
requirements of CTD and involving user groups whiesulted in the
creation of a system which did not meet the requamets of the
Department. For example, as stated earlier in Bata/.1, additional
returns of VAT 200A and VAT 200B required for resting the ITC
are not being obtained from the dealers. Neithénese any provision
for online submission of these returns. Audit obedr that no
requirement was projected with regard to this mR¥P, though filing
of these additional returns is mandatory. Absenteaoilities to
automatically generate notices/reports also conatbe the fact.

e CTD had supplied (January 2013) IT related infrattrre to its branch
offices without conducting requirement study, whishessential as
different circle and divisional Offices handle viexy quanta of work
and manpower. The nature of transactions dealt Wwjththem are
different. It was noticed in audit that the numbesystems supplied to
branch offices were not as per strength of opagai€@TOs, DCTOs,
CTOs and DC.

* Department conducted module-wise testing of the liegmn
internally and gave acceptance to the developex phased manner
along with implementation of the modules from Feloyu2012 to
April 2013 (final acceptance). Out of all the testsnducted before
acceptance of the system, documentation existsfonihe validation
tests conducted by the developer. Audit also ndtitet validation
tests were conducted after implementation of thelutes like audit,
payment and registration. A stable production mment requires
appropriate testing infrastructure. Before goiagimplementation of
computer application, test data needs to be remdvedh the
production database. It is observed that testscasee not separated
(August 2014) from production data even thoughlfasceptance had
been given more than a year ago. These show thadlasd software
development and testing practices were not followed

« Change management process enables improvemenganhisation’s
performance in relevance to the changes brougho ithe existing
system. Change management documentation ensuresotdyical
recording of the changes adopted and becomes kdge/lbase for
future changes to be made. Audit observed thakfleov issues have
not been documented and change management doctiorentas not
produced to Audit in spite of repeated requestsoAho third party or
security audit was conducted during the period 22014 for VATIS.

The Government, while responding to observation iwhdequacy of
documentation at the stage of requirement studyi@pdementation, stated
(November 2015) that requirement study had beenwziad for VATIS by
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constituting a committee with officials, trade repentatives and IT experts.
Regarding test data being present along with prtimludata, it was stated that
the testing platform has been completely separatetl testing is currently
being done using only test data. On the obsemsticelating to not

conducting a security/third party audit, it wasteththat third party audit was
conducted and they had issued a certificate inl2015.

However, as seen from the documents, SRS was dwthliafter
implementation, test data was present along witdyction data for more
than a year after final acceptance and third pautyit certificate was obtained
two years after completion of implementation anceatance.

2.4.13.2 Incomplete data migration and inadequatdata capture

In the case of tax Departments like CTD, mainteraot legacy data is
critical. It was observed that the data that wasgabfrom the previous version
of the VATIS was not in line with the new tableustiures. It was found that
after migrating the data to the re-engineered VAfft8n old VATIS, the data
columns of the re-engineered VATIS were left emmtyfilled with universal
data values, as no corresponding data value omuolexisted in the old
VATIS. Thus due to ineffective data migration, CHas to simultaneously
maintain two databases, portals and associatedastinficture. It also
necessitates users to hop through different podats databases for report
generation which is cumbersome to users.

Audit also observed that though it is mandatorycapture PAN, it was not
captured with registration data of 69 dealers 7995 active VAT dealers
and 3121 dealers out of 6198 active TOT dealershén period 2011-14.
Therefore, the data migration and data capturensasffective.

In respect of incomplete integration of old VATI&td with new VATIS data

the Government stated (November 2015) it is diffibecause the technology
and table structures are different; however, tha gertaining to the period
after June 2011 was 1@@r cent consistent.

The Department needs to ensure that the datauiresgs easily available and
is consistent in order to ensure proper monitoohdealers.

2.4.13.3 Lack of portability of data from Debt Maragement Unit portal

Before reengineering of VATIS, the departmentalrsiseere obtaining details
pertaining to the demands of arrears by accessingdata residing on a
separate Debt Management Unit portal (DMU). An okston on lack of
reliable data in DMU portal had featured in Paa£20of CAG’s Audit Report
on Revenue Sector for the year ended March 2014.

It was found in audit that the data of arrears fidMU portal was not directly
ported to the re-engineered VATIS but was re-edtenéo the application
manually. As the DMU data itself was not found able, re-entering of such
data into new VATIS requires assurance that tha datered is rectified while
re-entering. However, no certification was obtaineither from the
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departmental officers concerned or from any thimdyservice provider. The
officials now cross check data in old VATIS/DMU Wwithe data entered in
new VATIS and also manual records of demand, cidlecand write off
pertaining to the period before 2006 to arrive ateas. This again
necessitates users to hop through three differatat groupings. This reveals
lack of planning in data migration and porting.

2.4.14 Processes covered under VATIS

An analysis of data and application of VATIS reweshthat VATIS was not
being fully utilized by CTD, either due to non-imporation of
Rules/procedures or due to lack of data/awareiNesse of the processes have
been completely automated. Business rules like ramvaulings and court
judgments are not being mapped into system. Thereaons made are
mentioned below:

2.4.14.1 Registration

When a dealer is applying for registration with GTibe application must
have adequate provisions for capturing importarttitte like PAN of the

dealer, the address and contact details, prin@ptvities of the dealer and
principal commodities he deals with.

A study of the registration module of the reengredeVATIS revealed that
though application forms for registration as VATatk (VAT 100) or TOT
dealer (TOT 001) could be filed online during thedia period, all the
supporting documents still needed to be sent thr@agt along with print outs
of filled application forms. VATIS also allowed dess to mention a
maximum of only five principal activities and fiverincipal commodities
while applying. An analysis of data in respectiw# 0.5 sample offices for the
period 2011-14 revealed that the commodity detlstured was ‘others’ in
5992 cases (dealers registered before reengin®&€&tE) out of 34663 total
VAT dealers. 36 such cases were registered undsrgmeeered VATIS.
Commodity wise reports cannot be generated in theerace of proper
commodity classification. The details of commoditieeing dealt with by
dealers are necessary to calculate tax liability tsnmonitor the transactions
relating to evasion prone commaodities.

Besides, Audit also noticed anomalies in availaat like registration effect
date being prior to application date in 7499 camgsof 27095 VAT dealers
who were active during the period 2011-14 in thexga offices and in 2325
cases out of 6198 TOT dealers. The same error atserved in 36
registrations done after implementing of the presgstem.

2.4.14.2 Returns

As stated earlier, VAT 200A and 200B returns coodgther be filed online

nor could the details be entered in VATIS during thudit period. The

calculation of tax liability/ITC claim thus requirtke dealer to manually file
the return and the AA to manually account for tdgistments to be made on
exempt transactions/sales.
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VAT 200 returns also do not have commodity-wiseadand details of
sales/purchases (e.g. TIN of the dealer to whonoranwodity was sold or
from whom a commodity was purchased) but only &d&-wise data.

Currently, from the data in VAT 200 returns, ifpgssible to check only if tax
had been paid on the amounts declared by the deadier each rate. There is
no mechanism to capture commodity wise sales ahases to verify whether
the dealer was dealing only in goods for which lzes wegistered, whether the
commodity was classified under the correct Scheduol® whether the taxes
were paid accordingly. There is no mechanism tofyef there is any
disparity in sales claimed to be made by a deasr,A to another dealer B as
neither A nor B has to disclose the buyer/sell¢aitiein their monthly returns.
Thus, eReturns module of VATIS does not supporsrihecking of sales and
purchases.

It was also observed that wherever revised returar® filed and payments
made, the ledgers of the dealer and the paymensstgports were showing a
mismatch due to the Returns module not being updaten if Payment

module was being updated.

Government stated (November 2015) that system thersubmission of
VAT 200A and VAT 200B would be implemented from D&cember 2015.
However, it was checked and found that it was muiémented till the end of
December 2015.

2.4.14.3 Implementation of automatic notice and mort generation

VATIS does not alert users to convert TOT dealer¥AT dealers based on
turnover. Though it was part of RFP, automatic cetiand reminder
generation, and their delivery through email and SSNs not fully
implemented. Interest and penalty on belated/nlorgfiof returns or belated
payment of tax is not automatically calculated.isltleft to the assessing
authority to manually scrutinise the returns ardtesl documents and levy the
demand.

An analysis of payment and dealer details availahleVATIS package
revealed that in 45728 cases of delayed submissfisaturns in Telangana,
penalty and interest amountingI0l04.13 crore was not realised during the
period 2011-14. This could have been avoided byoraating notice
generation at least in cases of belated paymemgy/fif returns.

It was also observed that 1175 out of 13381 acteaders who were registered
before March 2011 in the sample offices did na filonthly returns and total
number of such pending returns is 9252 as on Augd4. Penalty at the rate
of X 2500 for each instance of non-filing is to be cfea.

Analysis of data in VATIS package also revealedt thath mobile and
telephone numbers were not captured for 1206 ou27€095 active VAT
dealers. For 1033 out of 27095 active VAT dealeids B285 out of 6198 TOT
dealers records, bank account number was not eabtior 325 out of total
34663 VAT dealers and 19 out of 27095 active VA&ldes email-id was not
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captured. Lack of these data will hamper the egfoftCTD to automate notice
and reminder generation.

The Government stated (November 2015) that autergatieration of penalty
notices was available in VATIS initially, but due huge number of notices
generated by the system even in the cases of amallints, to avoid burden
on the system the provision was consciously removed

Since the Act provides for levy of penalty in th@se of belated payments,
automatic generation of demand and penalty is requi

VAT Audit Manual being currently used by CTD wasbght out in June
2012 five months after the implementation of reaegred VATIS which
began in February 2012. Audit module was acceptedi@mplemented from
September 2012. A comparison between the ManualtlaEmdAudit module
revealed the following:

* While the VAT Audit Manual gives 15 criteria forleetion of dealers
for general audit, only four of these have been pedpto VATIS
Audit module.

o | L] hetpssfvatis, apct.oov. injapvatist x|+ E'@@

7 -] (B ook sle B

COMMERCIAL TAXES DEPARTMENT

Government of Andhra Pradesh, India

REGISTRATION PAYMENTS AUDIT COMPLAINTS EWAYBILLS/cFORM REPORTS EDSC/CDSC HELP USER PROFILE

G DWARAKANATH REDDY

Select for Audit

Circle || KURNDOLY ~

£ CT

TARXPAYABLE INLAST 12 MONTHS

COMMODITY GROWTH RATE

GROWTH RATE
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i CREDIT RETURN MORE THAN (NO OF MONTHS) IN LAST 12 MONTHS
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NIL RETURN MORE THAN (NO OF MONTHS) IN LAST 12 MONTHS

NOTAUDITED IN LAST (NO OF MONTHS)

SPECIFICTIN SELECTION
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In fact, while the Audit Manual clearly stipulatdsat top sixper cent
of the VAT dealers excluding LTU VAT dealers are lie audited
every 12 months in each Division, data available/ATIS package
clearly shows that in 13 circles covered underdhmple that nearly
83 per cent of top 100 dealers who came under jurisdictionthed
offices were not audited during 2013-2014.

Selection-parameter wise breakup (as availabl&ATIS) of 1583
audit authorizations in sample offices for the peériApril 2013 to
March 2014 as recorded in VATIS is tabulated below:
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Selection parameter Audit cases

Nil return more than (no. of months) in last 12 rtisn 2
Commodity growth rate 7
Returns not filed for more than (. of months) in

1
last 12 montr
Sales purchase ratio less than in last 12 m 50
Credit return more than (. of months) in last 12 months 166
Not audited in last (r. of months) 982
Growth rate 18
Specific TIN selection 164
Tax payable in last 12 months 193

This table clearly shows that audits were not ctete based on
parameters provided in the Manual. Selection of dédlers based on
‘Specific TIN selection’ (total 10.36er cent of audit selections)
shows that discretionary powers were exerciseddtaction of dealers
for audit.

VAT Audit Manual also calls for Specific Audit ifa) cases resulting
from other audits where audit officers have idesdifevidence of
serious fraud or based on information provided igliigence and
other agencies which require in-depth investigataord (b) cases
where there is evidence of inter-state fraud oerimdtional fraud or
investigation involving more than one division slibbe passed on to
CIU / Enforcement Wing at Headquarters.

In VATIS audit module, data captured/processedanartg to tax
declared, waybills usage, check post data, belatgidtrations, revised
returns and interest amounts payable are not fuedisas inputs for
selection for specific audit. Thus business requéets have not been
mapped to implement in VATIS package for specitidits.

Only active user_ids with designation of DC or abm@man authorize
VAT Audits as per business rules. An analysis ofadeelating to
authorizations in VATIS package revealed that irurfocases,
authorization of audit of dealers coming under sample offices was
done by users whose user-ids were not presenemn msister table. In
1542 cases out of 3123 audits conducted (Septe0i to March
2014) of dealers in the sample offices it was olebrthat audit
inspection details had been entered by junior &sgss instead of the
officers who conducted audit. These show that kEgiccess controls
are not in place in case of audit authorizationd antry of data
relating to audit inspections.

In 19 cases among the cases where audit inspemtitaucted during
the period September 2012 to March 2014 in the Baroffices

resulted in additional demand. However, the adaddiodemand
amounts were posted to tables but no specific reass assigned to
the additional demand. VAT audit inspection dstailere also not
available in another 19 cases (for the three mpetiod from January
to March 2014) in audit inspection table indicatingpection details
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were not uploaded. These show that the Audit modileot being
utilized by effectively by CTD.

* VATIS also does not provide results of VAT auditG8T assessment.
Thus, a dealer can escape declaring his true tarnby declaring
certain turnovers as relating to CST during VATeassnent and not
declare it at the time of CST assessment, leadirigss of revenue to
the Government.

* It was observed that in case of 334 out of 821 cadeere additional
demand was raised due to audit during Septembet @0March 2014
in the sample offices, it took more than 90 days cumplete
assessment after serving notice. This delay maytrasassessments
getting time-barred.

* In 13 cases relating to the sample offices in o from September
2012 to March 2014, it was observed that VAT awodlidealers were
done by same officers consecutively against thietiosons® of CCT.

* It was observed that cancelled dealers are notgbeudited as per
VAT Act and only 154 out of 3804 cancelled caseenif September
2012 to March 2014) in the sample offices were taaldi

2.4.145 Refund

Currently, a dealer who is eligible can apply fefund of ITC while filing the
monthly returns. Audits are usually conducted befuthorization of refunds
to verify the claims. This is done manually asitalves cross-verification of
sales/purchase particulars with CTOs under whonuéaters having business
transactions with the dealer claiming the refund eegistered. Details are
entered in Refund module only after refund is auteal. Even the voucher
for refund payment is also generated manually. &hsrno provision for
capturing voucher number and date of generationoather in the module.
Audit test checked the data relating to refundthef1l5 sample offices where
refunds had been authorized as per the VATIS packageross-verification
of the manually maintained refund registers withTW8 data revealed that in
three sample officésthere was mismatch in the number of refunds. There
were three cases in two offices where correspondiggter entries were not
available though entries had been made in VATIS3hdases in which there
were no corresponding entries in VATIS though refihad been made as per
refund registers.

2.4.14.6 Grievance redresgal

An analysis of entries of the table ‘CCRS_FEEDBAGK'VATIS package
relating to complaints received revealed that ind&® of 445 complaints
entered in VATIS from January 2013 to March 201lkatieg to erstwhile
combined State of AP, complaint details like th&cef to whom complaint
was addressed was not captured. Due to the faaigul of the form which

% CCT's Ref.No. B.I1(2)/122/2006 dated 4 October @00
46 Begum Bazar, Punjagutta and Somajiguda.
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allows such critical data to be omitted, these damts could not be allocated
to anyone for resolution.

2.4.15 Data validation problems

Audit observed while test-checking the data retptio sample offices that
data validation checks that were supposed to berpocated in the system
were either not incorporated or incorrectly incogied resulting in the
following inconsistencies:

* For 27 out of 27095 active VAT dealers of sampleces$, starting date
of tax liability (first tax period date) was not thin 30 days from
approved registration date (RC-effect date).

* An analysis of data in the table relating to théate of quarterly
returns filed by TOT dealers in VATIS showed that191 out of
986743 records available for the erstwhile combiGeate of AP for
the period covered under audit, though details eturns were
available, returns themselves were not available.

* It was also observed that there were five recatdBAYMENT_DTL’
relating to the sample offices in the period codewader audit where
‘tax period_from’ was later than ‘tax period to’.

2.4.16 Inadequate data captufe

Registration data of VATIS indicate status of thealer as ‘REGD’
(Registered) and ‘CNCL’ (Cancelled) basing on tha&tus of the dealer's
registration. Dates of Registration or Cancellatirre also captured to
indicate change in dealer’s status from activeust&d cancelled status. Audit
observed in cases of cancelled dealer’'s data hieatrégistration effective to’
date was not recorded in 3803 out of 8733 canceléaders among 15 sample
offices during the period covered under audit. @©bitthese cases, 917
cancellations were done after the introductionesémngineered VATIS. This
indicates that data capture is incomplete.

2.4.17 Non-compliance with Citizen’s charter

The timeframe fixed for issue of registration deséte to the applicants (when
pre-registration visit is required) is 24 days frapplication date excluding
application date. In two cases of new registratigout of 122 in sample
offices in 2013-14) done with pre-visit requiremertudit noticed that

registration took more than 24 days.

As per Citizen’s Charter of CTD, registration ofatbrs not requiring pre-
visits is to be completed within six days of apation. Audit observed from
VATIS package that during the year 2013-14, regigin of 126 VAT dealers
not requiring pre-visit by the registering authpiiout of 5993 registrations in
sample offices) took more than six days which isindine with the Citizen’s
charter.
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2.4.18 IT Security, monitoring of outsourced servies and business
continuity

Security policy defines how an organisation plaosptotect physical and
information Technology (IT) assets that includevees, systems, software and
data. For any IT system, it is important that sudint measures be taken to
ensure smooth functioning of critical functions evedisasters occur. This is
especially so for a system like VATIS, which sugpathe CTD, the main
revenue-earning wing of the State.

It is observed that risks associated with data@rdent management are not
being adequately addressed. Outsourced servic@prevacilitate services of
portal, and backup recovery issues and facility agament services and CTD
has not yet evolved a mechanism to maintain anchgeadata as per required
retention period of CTD. There is no security ppldrafted but for the items
listed in System Requirement Specifications.

RFP 7.2 of annual maintenance contract (AMC) arudlitfia management
(FM) services prescribes maintenance of detaifgrablems and issues related
to application/ database/network failures and ttadeen to resolve them at
branch offices/data centre chronologically througm automated tracking
solution implemented by service providers. Howe@8D is yet to furnish
details to Audit. In the same R.F.P, clause 312stipulates virus protection
services to IT infrastructure of the Departmentwdeer log of antivirus
updating on client machines in branch offices watsavailable, leaving Audit
with no assurance as to whether they were beingtadd This indicates that
performance of outsourced technical team (HCLpish@ing monitored.

Backup activity of reengineered VATIS data and tedlanformation is being

done at central office. However, Audit found ihtake sample offices backup
of branch office’s assessment documents, noticakalat filings and other
important documentation was neither done locally@Ooffice) nor at central

office as VATIS does not have a mechanism to badkgse orders and
documents. Thus, VATIS has only a superficial amtoaf data when

compared to the physical documents available ihaffices.

Presence of disaster recovery site in the sameociggeographical proximity

does not address risks like earthquakes. It wasreed that only one disaster
recovery site is located that too within three ladius of main site which is

not sufficient to ensure business continuity. Frthrese, it is clear that the
disaster preparedness of CTD is not adequate.

The Government accepted (November 2015) the abdirgation of disaster
recovery site being in the same city and promisadke action.

2.4.19 Training and change management

Training policy and implementation of the same mical to inculcate
awareness among users of IT infrastructure whengystems are introduced
to ensure smooth transition. It is observed thaDQiks no training policy.
Audit also observed that user manuals have not pemnded to local offices.
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RFP stipulates change requests maintenance. Howewgas found that
Change Management documentation was not availathlerewvith CTD or
developers. Lack of change management documentediorcause problems
with business continuity.

The Government stated (November 2015) that traimag imparted to most
of the officials in 2015 and help documentation \&aailable online.

2.4.20 Conclusion

Audit found that CTD is not insisting on filing oéturns and that the level of
scrutiny of records is inadequate as was evidenbgd non-levy of
penalty/interest on non-filing of returns and bethpayments. The selection
of dealers for audit remains mostly discretiondrlge checks prescribed are
not completed and the documentation is inadequatassessment files.
Integration of various modules in and with VATISsidl incomplete. There is
no assurance regarding integrity of data as therg@mblems associated with
data migration as well as logical access contréiting of returns has not yet
fully been made available online and a lot of catidata is still maintained at
local offices which have no backup.

2.4.21 Recommendations

* Built in provisions for automatic scrutiny of retisr when they are filed,
and generation of penalty/demand notices in cag$enon-filing and
belated payment be introduced.

* Audit file tracking system may be integrated wittAMS so that the
progress can be monitored. The checklist for thecks prescribed may
also be integrated.

« Data in VATIS should be purged of inconsistenciasd anodule
integration taken up in a time-bound manner.
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)Audit observations

During scrutiny of records of the Offices of the Commercial Taxes Department
relating to assessment and revenue collection towards VAT and CST, Audit
observed several cases of non-observance of provisions of Actg/Rules,
resulting in non/short levy of tax/penalty and other cases as mentioned in the
succeeding paragraphs in this Chapter. These cases are illustrative and are
based on a test check carried out by Audit. Such omissions are pointed out in
audit every year, but not only do the irregularities persist; these remain
undetected till an audit is conducted again. Thereis a need for improvement of
internal controls so that repetitions of such omissions can be avoided or
detected and rectified.

2.5 Under-declaration of tax due to adoption of inorrect rate of
tax

Under Section 4(1) of the AP VAT Act, 2008VAT Act) tax on sales is to
be levied at the rates applicable to the goodsescpbed in the Schedules to
the VAT Act. Commodities not specified in any oé#ie schedules fall under
Schedule V and tax is to be levied at the rate 46 per cent®®. Works
contractors who opt to pay tax under composffiane liable to pay tax at the
rate of fiveper cent™.

Audit noticed (between January 2012 and Januar$)2@iring the test check
of VAT records of 26 dealers in 14 circlefor the assessment period from
2008-09 to 2013-14 that 11 works contractors whtedpdo pay tax under
composition paid tax at the pre-revised rate of fm cent instead of fiveper
cent. In two cases, the Assessing Authorities (AAs) whilinalising
assessments during April 2012 and February 201driectly exempted the
sale turnover of stone ballast and alburel whichewte be taxed at Schedule
IV rates for the period 2008-09 to 2013-14. IndiBer cases, on the sale of
commodities, viz., battery scrap, roofing materig&e purlin, galvalume
galvanized coloured coated sheets, empty gas eybnelectric meter, cables
and scrap, ready to cook food, rubber scrap etughwfall under Schedule V
to the VAT Act, the AAs either levied tax at lessates or the dealers under-
declared tax in their monthly VAT returns for therjpd 2009-10 to 2013-14.
The application of incorrect rates of tax resultedunder-declaration/short
levy of tax ofR 38.59 crore on the turnover®#28.41 crore.

" Changed to Telangana VAT Act vide G.0.Ms. No. afed 15 October 2014.

8 Rate was revised from 12p8r cent to 14.5per cent with effect from 15 January 2010.

9 Works contractors can pay tax in two ways — if/thee under composition, they pay tax at
a uniform rate on the entire value of the workstcaet. Otherwise they have to maintain
accounts and pay tax on goods incorporated agties applicable.

Fourper cent before 14 September 2011.

Afzalgunj, Ashoknagar, Basheerbagh, Fort Road, dBmagar, Hyderguda, IDA
Gandhinagar, Marredpally, M.J.Market, R.P Road, .SRdad, Special Commodities,
Sultan Bazar and Vanasthalipuram.
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After Audit pointed out the cases, the concerned Adplied as follows:

' No. .
PSS of REH a.Ud't Audit’s opinion
Authority observation
cases

CTO One | DC (CT), Secunderaba Reply is not relevant to the objection

Ashoknagar dropped revisior] raised as the dealer had included

(June 2015) proposals aftel supply of ballast under labour charges
comparison withl which cannot be verified from P&IL
financial statements. Accounts.

CTO One | Levy of tax was correc| Neither reference to the STAT order

Gandhinagar as per STAT orders. nor a copy of the same was furnished.

(September

2014)

CTO Hydergudg Two | Tax at fourper cent rate | Reply is not tenable in light of the

(November was being collected g latest advance ruling in the case |of

2014) per the Advance ‘Sweet magic’ Vijayawadd, wherein
Ruling>® that over thel it was clarified that counter sales pf
counter sales of swee| sweets are taxable at the rate
are covered undg applicable to schedule V of the VAT
Schedule V. Act.

CTO M.J.| Two | Empty gas cylindery Entry 90 specifically excludes storage

Market come under packin( tanks. Punjab High Court has rutéd

(January 2015) material (covered irfthat in the case of dealers
Entry 90 of Schedul§ manufacturing LPG cylinders, the
V) cylinders cannot be treated Bgs

‘packing materials’.

CTO One | VAT audit file was submitted to the DC (CT) Abidsvi3ion for

Basheerbagh revision.

(May 2015)

CTO, IDA | Ten Demand notices were issued to the dealers.

Gandhinagar

and S.D. Roag

(December 2017

to March 2015)

Seven CTOs" | Eight | The matter would be examined.

(February 2012

to  November

2014)

CTO M.J.| One | No reply was furnished.

Market

The matter was referred to the Department betwesob@r 2012 and May
2014. Their reply has not been received (Januat$0

52
53
54
55

Vanasthalipuram.

PMP/P&L/AR.Com/10/2009 dated 30 July 2009.
A.R.com/72/2012, dated 5 July 2013.
W.P No. 16 of 2007 IOCL vs. State of Punjab dat@dvhy 2009.
Afzalgunj, Fort Road, Marredpally, R.P. Road, Spke€ommodities, Sultan Bazar and
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2.6.1 Payment of VAT under non-composition methdd

Under Section 4(7) (a) of the VAT Act, tax on wokantract is to be paid on
the value of goods incorporated in the work at rites applicable to such
goods. To determine the value of goods incorporadeductions prescribed
under Rule 17(1) (e) of VAT Rules are to be allowedm the total

consideration and the remaining turnover is toded in proportion to the
goods purchased at the rates applicable to them.

Audit noticed (between January 2013 and Novemba&dR@uring test check
of the VAT assessment files of two DC(CT)s and etrizcles®, that the AAs

while finalising the assessments in six cases Her ytears from 2008-09 to
2012-13 between February 2012 and February 20tésrectly determined

the taxable turnover by allowing inadmissible ddotuns like bank interest,
computer maintenance, advertising, office expemnelitbooks etc., from gross
turnovers which were not prescribed under the rulesthree of the above
cases, profit earned on labour charges was indtyreletermined. This

resulted in short levy of tax &8.24 crore.

After Audit pointed out the cases, in one case, ©(Abids contended
(February 2013) that profit earned on labour idbéocalculated by applying
the formula “profit x labour/material and labourThe contention of the
Department is not tenable as administrative andratkpenses are also to be
included in the denominator in the calculation. dme case, DC(CT)
Secunderabad contended (April 2014) that the dedldde computing labour
charges for claiming exemption, forgot to add ckargncurred towards
salaries of site staff, bonus and over time allavegpaid to staff etc. The reply
IS not acceptable as expenditure on salaries pathtf cannot be attributed to
labour charges. In one case, CTO Srinagar coltatga (February 2015) that
the audit file was submitted to DC(CT) Secunderabadsion for revision
and in the remaining three cases two CTG@tted (between March 2014 and
September 2014) that the matter would be examinédreport submitted in
due course.

The matter was referred to the Department betweanb@r 2014 and June
2015. Their reply has not been received (JanuatgR0

As per Rule 17(1) (g) of VAT Rules, if a works cadtor has not maintained
detailed accounts to determine the correct valuthefgoods at the time of

% DC(CT)s-Abids, Secunderabad CTOs-Gandhinagaragar Colony and Tarnaka.
" Gandhinagar and Tarnaka.
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incorporation, he shall pay tax at the rate of 1deb cent®® on the total
consideration after allowing permissible deductiods per Government
Orders®, printing and developing photographic films arebe treated as
works contracts.

Audit noticed (between June 2014 and December 200dHg the test check
of VAT audit files of three circlé&hat in three cases, for the period from
2009-10 to 2012-13, detailed accounts were not taaed by the dealers.
Though assessments were to be done as per Rulgd)/(the AAs exempted
turnover of% 15.48 crore incorrectly. This resulted in shanyl of tax of

< 98.91 lakh.

After Audit pointed out the cases, all the CTOgestgbetween June 2014 and
December 2014) that the matter would be examinedreport submitted in
due course.

The matter was referred to the Department betwesgember 2014 and June
2015. Their reply has not been received (Januat$0

2.6.2 Payment of VAT under composition methdd

2.6.2.1 Short levy of tax on works contract undecomposition

As per the provisions of Section 4(7) (b) of the WAct, under the scheme of
paying tax under composition, any works contraatay opt to pay tax on the
total consideration for works contract at fiper cent®’. As per Section 4(7)(e)
of VAT Act, if any dealer who opts to pay tax unad®mposition, procures
goods from outside the State for using them in ettes of works contracts,
he shall pay tax on the goods at the rates appidalthem in the State. The
value of such goods shall be excluded from thel ttganover under
composition on which tax at fiyeer cent is payable.

During test check of VAT records of three ciréfeetween October 2013
and July 2014) for the period from 2009-10 to 2AQ21Audit noticed that in
case of two works contractors who opted to payuaser composition, the
AAs while finalising the assessments (between May22and January 2013)
did not levy tax on the purchases86.11 crore made from dealers outside
the State. In another case, the AA allowed exemptin an expenditure of
< 1.38 crore incurred towards labour charges thaugih exemption was not
admissible if the dealer had opted to pay tax uederposition. This resulted
in short levy of tax o¥ 4.76 crore.

After Audit pointed out the cases, in two cases,OCGowliguda and
Madhapur stated (October 2013 and April 2014) that matter would be
examined and report submitted in due course. énrémaining case, CTO
Vidyanagar stated (July 2014) that notice wouldssaed to the dealer.

8 12 5per cent before 26 April 2010.

9 Memo No. 47340/CT.lI(i)/2006 dated 9 February 2007
0 Nampally, Nizamabad Il and Srinagar Colony.

1 Fourper cent before 14 September 2011.

2" Gowliguda, Madhapur and Vidyanagar.
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The matter was referred to the Department betweay &nd September 2015.
Their reply has not been received (January 2016).

2.7 Interstate sales

2.7.1 Incorrect grant of concessional rate of tax due tacceptance of
invalid statutory forms

According to Sections 6A and 8 of Central Sales [@T) Act, 1956 read
with Rule 12 of CST (Registration & Turnover) Rylé957 every dealer shall
file a single declaration in form ‘C’ covering aliterstate sales, which take
place in a quarter of a financial year betweenstme two dealers to claim
concessional rate of twper cent tax and form ‘F’ to cover all interstate
transfer of goods other than sales every monthlaimcexemption As per
Section 8(2) of the Act, interstate sale turnovet covered by proper
declaration forms shall be taxed at the respe@iate rates as applicable to
all goods.

Audit noticed (between August 2013 and March 2@iL5)ng the test check of
the CST assessments of DC(CT) Adilabad and 13edirdhat the AAs while
finalising assessments in 14 cases between JaB0&aB/and March 2014 for
the years 2008-09 to 2010-11 incorrectly allowedosssional rate of tax on
the interstate sales turnover of goods belongingStbedules IV and V
amounting toX 33.97 crore on the basis of invalid ‘C’ forms ilecal ‘C’
forms, forms covering more than a quarter etctwim other cases, AAs while
finalising assessments for the years 2009-10 td-2@1between June 2012
and March 2014, incorrectly exempted turnover oe tiranch transfer
turnover of cotton and its by-products and drugs mredicines amounting to
% 3.96 crore on the basis of invalid ‘F’ forms, i:E. forms not signed by
principal officer of other State, outdated ‘F fasmssued for the State of
Mysore etc. This resulted in short levy of taxXd.69 crore in 16 cases.

After Audit pointed out the cases, in nine caseS(MrI) Adilabad and seven
CTOS" stated (between August 2013 and March 2015) treatrtatter would
be examined and report submitted in due course.,@DA Gandhinagar in
one case relating to acceptance of local ‘C’ forcositended (September
2013) thatas per the documents filed by the dealdrere was transfer of
documents of title to the goods during the coufsem@vement of goods from
one State to another and hence the ‘C’ forms cbaldccepted. The reply is
not acceptable as there was no movement of goods dne State to another
and the transactions took place between two loealeds. In five cases, five
CTOs® stated (between November 2013 and November 204&) the
assessment files were submitted to DCs (CT) coedefor revision. In one
case, CTO Basheerbagh stated (November 2014) ¢tiaerwould be issued
to the dealer to produce records for verification.

3 Basheerbagh, Begumpet, Hyderguda, Hydernagar, IGAndhinagar, Keesara,

Kothagudem, Lord Bazar, Nacharam, Saroornagar, akatn Vengalraonagar and
Vidyanagar.

Basheerbagh, Begumpet, Hyderguda, Hydernagar] Barar, Nacharam, and Tarnaka.
Keesara, Kothagudem, Saroornagar, Vengalraonagavigyanagar.
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The matter was referred to the Department betwegtob@r 2013 and June
2015. Their reply has not been received (JanuatgR0

2.7.2 Incorrect exemption on interstate transactios not covered by
documentary evidence

As per Sections 5, 6, 6A and 8 of CST Act read Wtlle 12 of CST(R&T)
Rules,

(i) export of goods and goods sold for export areta be taxed on production
of documentary evidence such as bill of lading,cpase order and ‘H’ form
in support of the transaction;

(i) sales during interstate transit are exempinftax if they are supported by
E1/E2 and C Forms;

(i) interstate transfer of goods to branches loé tealer are exempted on
production of form ‘F’ for each month;

(iv) interstate sales made to any unit located®BZ $ exempted from tax on
production of Form ‘I".

If the dealer fails to file statutory forms, tharsactions are to be treated as
interstate sale not covered by ‘C’ form and taxddwnder Section 8(2) of the
Act at the rates applicable to such goods insideStiate.

2.7.2.1 During the test check of the CST assessment file®wen circle¥
for the period 2009-10 to 2011-12, Audit noticedt(ieen February 2014 and
January 2015) that in 12 cases where the assessmeird completed between
June 2012 and March 2014, the AAs incorrectly aldwexemption on a
turnover of% 32 crore representing export sales, transit salés;state SEZ
sales and stock transfer of goods though not stggbéry proper documentary
evidence. The incorrect exemption resulted in rewmy-bf tax oR 3.33 crore.

After Audit pointed out the cases, three CTO®etween June 2014 and
January 2015) stated in five cases that the matterdd be examined and
report submitted in due course. In five cases, BUOS® stated (between
February 2014 and November 2015) that the filesewsent to DCs(CT)
concerned for revision. In the remaining two cas€3,0 Bowenpally
contended (July 2014) that as per verdict of Supré@ourf® read with
Commissioner’s orders, submission of foreign bug/grurchase order is not
mandatory and Form ‘H’ declaration was taken intonsideration for
finalizing the assessment. The reply of the Depant is not tenable because
the order of Supreme Court related to case of ddesmports whereas the
objection was on non-production of evidence todemercial taxes office to
prove that the sales were made for export.

 Basheerbagh, Bowenpally, IDA Gandhinagar, Lorda@Bakladhapur, Mehdipatnam and

Saroornagar.

Jeedimetla, Lord Bazar and Madhapur.

Basheerbagh, IDA Gandhinagar, Mehdipatnam andoBaagar.
% Consolidated Coffee Vs Coffee Board (1980), 46 I6& (SC).
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The matter was referred to the Department betweenb@r 2014 and May
2015. Their reply has not been received (JanuatgR0

2.7.2.2 Audit noticed (between November 2011 and JanuafbP@uring
test check of the CST assessment files of twoasftthat the AAs, while
finalising the assessments in two cases for thesyleam 2007-08 to 2010-11
between January 2011 and March 2014, levied teacoatessional rate, on
turnover relating to transit sale covered by lo&l forms which were
however not supported by “E” forms. As the deatkdsnot file “E” forms the
turnover should have been treated as local sales tax to be levied
accordingly. Thus, there was a short levy of taX 6.01 lakh.

After Audit pointed out the cases, CTO Begumpetome case, stated
(November 2011) that notice was issued to the deald in the remaining
case, CTO M.J. Market contended (January 2015) ttieatdealer effected
transit sales and the goods have evidently movewh fihe other State; the
delivery was taken by another AP State dealer winel evidence for the
transit sales. The reply is not tenable as theedealuld be entitled to pay tax
at concessional rates only on presentation of prega¢utory forms.

The matter was referred to the Department in A#)il2 and May 2015. Their
reply has not been received (January 2016).

2.7.3 Non-levy of penalty for misuse of ‘C’ formsrni interstate purchase#

As per Section 8(3)(b) of CST Act, a dealer regedeunder the Act shall
mention the goods intended to be purchased fromidmitthe State. These
goods shall be included in the registration cedi®. These goods are to be
intended only for (i) resale; (ii) manufacture aogessing of goods for sale;
(i) mining; (iv) generation or distribution of ettricity or any other form of
power; (v) packing of goods for sale/resale.

In Circular® dated 30 August 2012, CCT also clarified that workntractors
are not entitled to issue C forms against the mgelof goods like plant and
machinery, earth moving equipment etc. as workgraots cannot be treated
as manufacturing or processing of goods.

Under Section 10A of CST Act, penalty not exceedirtgtimes the tax which
would have been levied is to be imposed if theetedblates the provisions of
Section 8(3)(b) of CST Act.

Audit noticed (between November 2013 and JanuadbP@uring the test
check of CST records of five circlédor the period from September 2007 to
July 2013, that in six out of seven cases, deat&de interstate purchase of
electrical goods, paints, colours, furniture, adregimber and sizes, sanitary
ware, batteries, drugs and medicines, refrigeratics, which were not
specified in their RCs. In the remaining case, ak&/a@ontractor purchased

 CTOs Begumpet and M.J. Market.
L CCT’s Reference No. All(2)/292/2012 dated 30 Audi@sl 2.
2 Hydernagar, Begumpet, Nacharam, Punjagutta andfad.
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earth moving equipment and issued ‘C’ forms agaihet purchases. These
dealers thus misused ‘C’ forms as these purchasa® w violation of
provisions of Section 8(3)(b)(ii) of CST Act. Petyalon the turnover of
< 19.03 crore could have been levied 4.56 crore) if penal action under
Section 10A of the CST Act had been taken for n@fsC’ forms.

After Audit pointed out the cases, AAs stated irurfacases (between
December 2013 and September 2014), that the nvedidd be examined and
report submitted in due course. In two cases, CB&umpet stated
(November 2014), that notice would be issued andhlpe collected. In one
case, CTO S.D. Road stated (July 2015) that shavgecaotice had been
issued to the dealer.

The matter was referred to the Department betwemreiber 2014 and July
2015. Their reply has not been received (Januat$0

2.7.4 Short/ Non-levy of tax on interstate sales

If the dealer fails to file statutory forms, trangans which involve interstate
transfer of goods are to be treated as interstdéerst covered by ‘C’ form
and tax levied under Section 8(2) of the Act at thies applicable to such
goods inside the State.

As per Government ordéfghe excess demands raised over the concessional
rate oftwo per cent on interstate sale of rice not covered by ‘C’ famay be
waived if the dealer produced triplicate copiesvafy bills by mentioning the
names of check posts through which goods had braesported and gives
references of relevant entries in the Registersitaimied at the check posts.

Audit noticed (between June 2014 and March 2018nduhe test check of
the CST assessment files of 16 ciréldbat in three cases the AAs, while
finalising the assessments (between March 2012 Naath 2014) for the
years 2008-09 to 2010-11 incorrectly allowed cosicesl rate of tax on the
interstate sales of rice not covered by ‘C’ forrheugh the dealers did not
fulfill the requirements. In one of these casegutgh the dealer had filed
triplicate copies of way bills, the names of che@dsts through which goods
were transported were not mentioned. VerificatidnGmods Information
System (GIS) data of two other dealers revealetttiey transported lesser
guantity of rice to other States than the turnoassessed In 24 cases,
incorrect rate of tax was allowed on the interstaties/stock transfer of goods
though not supported by statutory forms. This esuln non-levy of tax of
% 1.25 crore in these 27 cases.

After Audit pointed out the cases, in 17 cases, Afsed (between June 2014
and March 2015) that the matter would be examindual.10 cases, eight

3 Memo N0.20354/CT-II (1)/2011-12 dated 8 June 2011

% Bodhan, Bowenpally, Charminar, Fatehnagar, GadW@a#h Gandhinagar, Jeedimetla,
Keesara, Madhapur, Malkajgiri, Nacharam, Narsampg®aroornagar, Somajiguda,
Vanasthalipuram and Warangal.
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CTOS" stated (between August 2014 and November 2015¥ikas were sent
to DCs concerned for revision.

The matter was referred to the Department betwgeit 2015 and July 2015.
Their reply has not been received (January 2016).

2.7.5 Short levy of tax due to incorrect computadn of taxable turnover
under CST Act

As per Section 9 (2) of CST Act, the authoritiespemered to assess and
enforce payment of tax under general sales taofatve respective State shall
perform similar functions under CST Act as well.

During the test check of CST assessment filesvef ircle$® for the period
2009-10 and 2010-11, Audit noticed (between Octd@t3 and February
2015) that in five cases, the AAs did not compute taxable turnovers
correctly due to non-comparison with Profit and $.osccounts, returns,
allowing exemption on certain transactions likeesall software licences, etc.
This resulted in short levy of tax ¥f62.31lakh.

After Audit pointed out the cases, in one case, B @mmam - | stated (May
2014) that the matter would be examined and reqdrtitted in due course.
In one case, CTO Bhongir stated (July 2014) thataksessment would be
revised. In one case, CTO Madhapur stated (Octdb#4) that the dealer
was an exporter and filed clearance certificatesiad by the Software
Technologies Park of India (STPI) in support of th@mption. The reply is
not tenable as the sale of licences was neithesrtegb by the assessee nor
assessed by the AA as exports. In the remainingcases, CTOs Ferozguda
and Tarnaka stated (April 2015 and August 2015) tthmassessment file was
submitted to DCs concerned.

The matter was referred to the Department betweay 2014 and July 2015.
Their reply has not been received (January 2016).

2.8 Non-levy of interest on belated payment o

According to Section 22(2) of the VAT Act, if angaer fails to pay the tax
due on the basis of return submitted by him wittiia time prescribed, he
shall pay, in addition to the amount of such taxpenalty or any other
amount, interest calculated at 125 cent’’per month for the period of delay.

Audit noticed (between May 2012 and February 2@iLB)ng the test check of
the VAT records of three DC(CT)sand 11 circleS that 22 dealers paid tax
of ¥ 87.13 crore for the assessment period 2005-06 18-2@ as declared in

> Bowenpally, IDA Gandhinagar, Jeedimetla, Keesa®aroornagar, Somajiguda,

Vanasthalipuram and Warangal.

Bhongir, Ferozguda, Khammam-1, Madhapur, and Tkana

Oneper cent before 15 September 2011.

Adilabad, Begumpet and Hyderabad (Rural).

Agapura, Basheerbagh, Fatehnagar, Hyderguda, h#dgoNarayanaguda, Punjagutta,
Rajendranagar, Ramgopalpet, R.P. Road and Vatigsiizan.
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their monthly VAT returns with delay ranging fromeday to 2002 days. In
six of these cases, in six circiés/ihere assessments were finalised, the AAs
either did not levy or short levied interest ondbetl payment of tax. In one
case, sales tax exemption sanctioned to a dealdéhdoperiod from March
2002 to March 2009 was cancelled by Director ofubtdes (August 2010)
due to irregular sanction and the unit was aske@pay the amount availed.
By the end of March 2013, the dealer paid backatineunt oR 11.68 crore
availed during 2006-07 to 2007-08. However, AA dat levy any interest
for the belated repayment. This resulted in newy/gayment of interest of

% 4.14 crore in all 23 cases.

After Audit pointed out the cases, three DC (CTHd five CTO&! in 11 cases
stated (between March 2014 and January 2015) thattemwould be
examined and report submitted in due course. CT@mphra, Narayanaguda
and Punjagutta in nine cases stated (between Dereftii3 and August
2015) that notices were issued to the dealersnéncase, CTO Rajendranagar
stated (November 2015) that interest was levieccbpy of demand letter was
not furnished. CTOs Basheerbagh and Nalgonda in dases stated (June
2012 to June 2014) that the files would be tramsteto DCs(CT) concerned
for revision.

The matter was referred to the Department betwabn2D13 and July 2015.
Their reply has not been received (January 2016).

2.9 Input tax credit

2.9.1 Under-declaration of tax due to incorrect claim ofinput tax credit|

Under Section 13(1) and 13(3) of the VAT Act, inpat credit (ITC) shall be
allowed for the tax paid on all purchases of tagajods, if such goods are
meant for use in the business of the VAT dealertant in possession of tax
invoices. Rule 20(2) of VAT Rules gives the ligtgmods on which a VAT
dealer cannot claim ITC.

Audit noticed (between February 2014 and Novembé&#d®, during test check
of VAT records of DC(CT) Punjagutta and five cisfehat in three out of six
cases, the dealers incorrectly claimed ITC amogntm? 35.21 lakh on
purchase of coal, cement used for own consumptiwh an inputs used in
construction or maintenance of buildings though dealers were not works
contractors, for the period from 2006-07 to 2011t2e claim of ITC in these
cases were in contravention of provisions undereRA@(2). In one case, a
dealer claimed ITC of 1.48 lakh for the year 2011-12 on purchase of used
vehicles without valid tax invoices. In one catiee dealer claimed ITC of

I 5.56 crore for the tax period from August to Nowem 2010 on the
purchases made from a dealer whose registration caaselled. In the
remaining case, ITC & 2.44 lakh claimed by a dealer during September

8 Agapura, Basheerbagh, Hyderguda, Nalgonda, Rajeadar and Vanastalipuram.

8 DC(CT)s-Adilabad, Begumpet, Hyderabad (Rural) GTCFatehnagar, Hyderguda,
Ramgopalpet, R.P. Road and Vanasthalipuram.

8 Hyderguda, Malkajgiri, Nalgonda, Vanasthalipuramd &idyanagar.
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2012 to March 2013 did not match with the sale ifeta the selling VAT
dealer during cross verification. This resultedinoorrect claim of ITC of
% 5.95 crore in all six cases.

After Audit pointed out the cases, the AC(LTU) RPagytta, CTOs Hyderguda
and Nalgonda stated (between July 2014 and Nove20#5) that the audit

files of the dealers were forwarded to DC(CT)s @wned for revision. CTO

Vanasthalipuram in one case stated (July 2014 )ntiagter would be examined
and report submitted in due course. CTO Malkajgione case, stated (April
2014) that the point has been noted and furthesraetould be initiated in due

course. In the remaining case, CTO Vidyanagaedt@tebruary 2015) that a
revised show cause notice was issued.

The matter was referred to the Department betwemreidber 2014 and May
2015. Their reply has not been received (Januat$0

2.9.2 Incorrect allowance of input tax credit to weks contractor]

As per Section 13 of the VAT Act, no ITC is allowdda works contractor
opts to pay tax under composition scheme. If theksa@ontractor is not
paying tax under composition, the input tax cresliall be limited to

75 per cent® of the related input tax. As per Section 4(7y@pd with

amended provisions of Section 4(7)(d) of the VATt,Abe amount received
as sub-contractor is exempt from tax if the maint@axtor opted to pay tax
under composition.

Audit noticed (between June 2014 and January 2@Lb)ng test check of
VAT records of six CTO¥ that in four out of seven cases, for the period
between April 2009 and October 2013, the AAs alldw@0per cent ITC on
purchases of works contractors instead of regtgctit to 90 per cent/
75 per cent. In one case, during the years 2010-11 to 201%Hdgh there
was no tax liability on sub-contractor, the maimtcactor transferred TDS to
the sub-contractor and the sub-contractor claimed ITC. In another case,
for the period between December 2010 and June 20&2dealer executing
works contracts, both under composition and nongmsition, claimed ITC in
full. In another case for the year 2013-14, aeleaho opted to pay tax under
composition as per provisions of Section 4(7)(d)tred VAT Act claimed
ITC. This resulted in incorrectly allowing excesbCl of ¥ 61.06 lakh in
seven cases.

After Audit pointed out the cases, in three cas&EQs General Bazar and
Vidyanagar stated (November 2014 and July 2015) rdndsed show cause
notices were issued to the dealers. In two cas&€)s Gandhinagar and
Vengalraonagar stated (July 2014 and September) 20a¥the matter would
be examined. In two cases, CTO Marredpally andaiebad Il stated
(November 2014 and December 2014) that the add# Would be submitted
to DC concerned for revision.

8 It was 90per cent before 15 September 2011.
8 Gandhinagar, General Bazar, Marredpally, Nizamabi&d Vengalraonagar and
Vidyanagar.
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The matter was referred to the Department betweanb@r 2014 and June
2015. Their reply has not been received (JanuatgR0

2.9.3 Excess claim/allowance of input tax credit on exentsales

As per Section 13(5) of the VAT Act, no input taredit (ITC) shall be

allowed on sale of exempted goods (except in theseoof export), exempt
sales and transfer of exempted goods outside tte Stherwise than by way
of sale. As per Section 13(6) of the VAT Act, ITGr ftransfer of taxable
goods outside the State otherwise than by way lef (8&empt transactions)
shall be allowed for the amount of tax in excesfivefper cent®,

VAT dealers making taxable sales, exempted salé®rempt transactions of
taxable goods shall restrict the ITC claim as paleRO of VAT Rules. As per
entry 59 of Schedule | to the VAT Act, sales madeSEZ units is exempt
from tax and no ITC is to be allowed on such sales.

During the test check of VAT records of DC(CT) Nahgla Division and six
circles®or the assessment period from 2008-09 to 2012AlRlit noticed
(between May 2011 and January 2015) that in VATirret of four cases for
the assessment period 2009-10 to 2010-11, thoughtreasactions involved
taxable sales, exempt sales and also exempt ttarsgcthe dealers had
claimed ITC in excess, without proper restrictios per the formula
prescribed. In five other cases, the AAs, whil@afising the VAT
assessments of the dealers between May 2012 t@0wLB/for the assessment
years 2008-09 to 2012-13 had not restricted ITCenblly as per provisions of
Rule 20. This resulted in allowance of excess clairfTC of I 22.22 lakh in
nine cases.

After Audit pointed out the cases, five CTOm seven cases, stated (between
January 2014 and January 2015) that the matterddmiexamined and report
submitted in due course. In one case, CTO Bhoragiighly raised demand by
revising the assessment. DC(CT), Nalgonda in orse,cstated (November
2015) that assessment was revised duly levyingbustx copy of revised
assessment was not furnished.

The matter was referred to the Department (betidmrember 2014 and July
2015). Their reply has not been received (JanuaiyR

2.9.4 Incorrect allowing of ITC on ineligible items$

As per Section 13(4) of the VAT Act read with R@i@(2)(r) of VAT Rules, a
VAT dealer cannot claim input tax credit on furnaskand other fuels like
LPG etc., used in manufacture or processing uGi&T clarified in Advance
Ruling® that usage of LPG in hotels should also be treagethanufacturing
activity.

It was fourper cent before 15 September 2011.

Bhongir, Gandhinagar, Malkajgiri, Nacharam, Rajamagar and S.D.Road.
Gandhinagar, Malkajgiri, Nacharam, Rajendranagdr&D.Road.

8 Advance Ruling -A.R.Com/79/2012, dt.21 Februar§20
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Audit noticed (between June 2014 and January 2ad%)ng test check of
VAT audit files of five circle&® that in five cases, the AAs allowed ITC
amounting t& 22.63 lakh on purchase of LPG and furnace oil lier geriod
from April 2009 to January 2013, though no ITC liswable on these goods.
This resulted in incorrect allowing of ITC 3f22.63 lakh.

After Audit pointed out the cases, CTOs Malakpetl &.J.Market stated
(June 2014 and January 2015) in two cases thah#teer would be examined
and report submitted in due course. In two cas@s)<CMarredpally and
Srinagar Colony stated (January 2015 and Februat$)2hat the files would
be submitted to DC(CT)s concerned. In the remgintase, CTO
Basheerbagh stated (December 2014) that the reobtlds assessee would be
called for and reply submitted on verification atfs.

The matter was referred to the Department (betvi@etober 2014 and April
2015). Their reply has not been received (Januaiy R

2.9.5 Allowing of excess ITC on purchases

Section 13 provides for allowing of ITC to deal@asthe tax paid on purchase
of taxable goods. As per Section 38 (1) (d) ofW#a Act, a VAT dealer who
paid tax in excess of the tax due for a tax pen@y claim credit in the next
tax return. As per Para 5.11.4 of VAT Audit Man&l05, the audit officer
auditing the accounts of a VAT dealer is requirectoss-verify the details
given by the dealer in VAT returns with the finaacstatements for the
period.

Audit noticed (between March 2011 and January 2@sing the test check
of VAT Audit records of six CTOS for the assessment period from April
2010 to March 2013 that four out of six dealerslidgan alloy steel castings;
non-ferrous castings and general engineering; cerefVC pipes and
hardware items declared purchase turnové ©6.67 crore in their VAT 200
returns, whereas the purchases as per Profit argb laxcounts was
% 14.80 crore only. The dealer claimed ITC as per dielared turnover
whereas AAs did not reconcile the difference whitalising the assessments.
In two other cases, the dealers incorrectly caroedard ITC of 4.34 lakh,
which was disallowed in the previous assessmentomeddealer incorrectly
adjusted it against his tax liabilities. This résd in excess claim of ITC of
% 14.43 lakh in six cases.

After Audit pointed out these cases, in one cas® Galanagar stated (April
2015) that show cause notice was issued to thedealthe other four cases,
four CTOS" stated (between May 2011 and January 2015) thatrthtter
would be examined and reply furnished in due coarse in the remaining
case CTO Keesara stated (September 2015) thaefiketo DC for revision.

8 Basheerbagh, Malakpet, Marredpally, M.J.Market Sridagar Colony.
% Balanagar, Keesara, Khairtabad, Lord Bazar, Mglkiaand Narsampet.
%1 Khairtabad, Lord Bazar, Malkajgiri and Narsampet.
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The matter was referred to the Department betwgeit 2015 and May 2015.
Their reply has not been received (January 2016).

2.10 Levy of penalties under VAT

2.10.1 Non-levy of penalty on belated payment ofxa

Under Section 51(1) of the VAT Act a dealer whdsfao pay tax due on the
basis of the return submitted by him by the last alathe month in which it is
due, shall be liable to pay tax and a penalty gpetCcent of the amount of tax
due.

Audit noticed (between June 2012 and February 20di6hg the test check of
VAT records of two DC(CT)s and 14 circfégor the period 2005-06 to 2013-
14 that in 48 cases the dealers paid taX 46.06 crore as per the monthly
returns submitted by them but after the last dagnofth in which it was due.
The AAs did not levy penalty for belated paymenttat as required under
Section 51(1) of the VAT Act. This resulted in Alewy of penalty of
< 1.61 crore.

After Audit pointed out the cases, in 14 cases,AAs stated (between April
2014 and February 2015) that the matter would beméxed and report
submitted in due course. In nine cases, CTO Nastaustated (June 2014)
that action would be taken to collect the penalty.11 cases, four CT®s
stated (between June 2014 and November 2015) dkiaes were issued to the
dealers. In three cases, three CY¥Q@sated (between June 2012 and June
2014) that files were sent to DC(CT) concerned. 10ncases, four CT&%
stated (between May and November 2015) that pemaltylevied. However,
no documentary evidence was furnished by CTOs oofpof taking the
demand to DCB Register. In the remaining case, (H®.Road stated
(January 2015) that penalty was levied but an dppea pending before
ADC.

The matter was referred to Department between Nbeer2014 and July
2015. Their reply has not been received (Januat$0

2.10.2  Non/short levy of penalty for under-dechation of tax|

As per Section 53(1) of VAT Act, where any dealas lunder-declared tax,
and where it has not been established that fraudiltiul neglect has been
committed, if under-declared tax is (i) less thahper cent of the tax, a
penalty shall be imposed at pér cent of such under-declared tax; (i) more
than 10per cent of the tax due, a penalty shall be imposed apetScent of
such under-declared tax. Under Section 53(3) of \A&T, any dealer who has
under-declared tax and where it is establishedfthat or willful neglect has

% DC(CT)s - Adilabad, Begumpet CTOs - Agapura, Basbagh, Bhongir, Fatehnagar,
Gowliguda, Hissamgunj, Lord Bazar, Nalgonda, Natypalarsampet, Narayanaguda,
Rajendranagar, Ramgopalpet and R.P.Road.

Basheerbagh, Hissamgunj, Nampally and Narayarsagud

Basheerbagh, Bhongir and Nalgonda.

Agapura, Bhongir, Gowliguda and Rajendranagar.

93
94
95
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been committed, he shall be liable to pay penatfyak to the tax under-
declared.

During the test check of the VAT audit files in ti4cles® during the period
2008-09 to 2012-13, Audit noticed (between Octop@t3 and November
2014) that in 11 out of 20 cases where the dealader-declared tax of

< 1.1 crore which was more than fé cent of the total tax due, AAs levied
penalty at less than Zir cent. In one case, where a dealer under-declared tax
of T 7.62 lakh on which penalty at the rate of # cent was leviable, AAs
levied penalty of less than J@r cent. In eight other cases, although the AAs
recorded in their reports that the dealers undeladed tax oR 5.70 crore
willfully, AAs either did not levy or short leviegpenalty. This resulted in
non/short levy of penalty & 3.27 crore.

After Audit pointed out the cases, in 13 cases,ARAs stated (between April

2014 and December 2014) that the matter would l@naed and report

submitted in due course. In four cases, four CT@mted (between June
2014 and November 2014) that the files would be seBDC(CT)s concerned.

In one case, CTO Kothagudem contented (June 20a5}He dealer paid tax
by way of TDS and non-reporting of the turnoveMAT returns was due to

non-receipt of TDS certificate (Form 501) at theldes end. The reply is not
acceptable as there is no provision in VAT Act péing dealers to declare
their turnover only after TDS certificates have beeceived. In one case,
CTO Agapura, did not furnish any specific replythe audit query and in the
remaining case CTO Saroornagar stated (Novembes) 20ht the file was

submitted to DC for revision.

The matter was referred to the Department betwesanb@r 2014 and May
2015. Their reply has not been received (Janudig R

2.10.3 Non-levy of penalty for failure to registeas VAT dealers

Under Section 49(2) of VAT Act, any dealer whodaib apply for registration
before the end of the month subsequent to monthich he was to register
as a VAT dealer shall pay penalty of @% cent of the amount of tax due.

Audit noticed (September 2014) during the test kle#¢/AT records in CTO
Keesara circle for the period 2011-12 to 2012-1t tthe Vigilance and
Enforcement (V&E) Department obtained details ofaske rentals of
< 4.94 crore received by eight unregistered dealBessed on the reports, they
were assessed and levied with VAT ¥f 71.67 lakh under VAT Act.
However, penalty under Section 49(2) was not levwedailure to register as
VAT dealers. This resulted in non-levy of penalf¥ 17.92 lakh.

After Audit pointed out the cases, the AA stated\dimber 2015) that notices
were issued. Orders will be passed accordinglyioAdiaken report would be
submitted.

% Agapura, Balanagar, Basheerbagh, Bhongir, Bowénp#lhairatabad, Kothagudem,
Madhapur, Nizamabad Il, Nizamabad Ill, Rajendran@gaoornagar, Vanasthalipuram
and Vengalraonagar.

" Bhongir, Nizamabad Il, Rajendranagar and Vengatagar.
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The matter was referred to the Department in Jgn2@t5. Their reply has
not been received (January 2016).

2.10.4 Short levy of penalty for using false taxvoice

As per Section 55(2) of VAT Act, any dealer whouiss false tax invoice or
receives and uses a tax invoice knowing it to ksefashall be liable to pay a
penalty of 20(per cent of tax shown on the false invoice.

Audit noticed (July 2014) during the test checkV&T assessments in CTO
Vanasthalipuram circle that in one case, AA levigd of¥ 1.17 lakh for use
of false tax invoice for the period February andrélta2012. Penalty of
% 0.12 lakh at the rate of J&r cent only was levied instead &f2.34 lakh at
the rate of 20@er cent of tax shown on the false invoice. This resultad i
short levy of penalty & 2.22 lakh.

After Audit pointed out the case, AA stated (JuBi2) that the matter would
be examined and report submitted in due course.

The matter was referred to the Department in Oct@b&4. Their reply has
not been received (January 2016).

2.11 Non-levy of VAT on transfer of right to use gods

As per Section 4(8) of VAT Act, every VAT dealer avleases out or licenses
others to use taxable goods, for cash or considarat the course of his
business shall pay tax at the rates on the corgideras are applicable to the
goods involved.

Audit noticed (between October 2013 and Octobed2diring the test check
of records of DC(CT) Hyderabad (Rural) and fiveelgg”® that in seven cases,
the AAs while finalising the assessments for thargdrom 2007-08 to 2012-
13 either did not levy or short levied tax on antwer ofZ 20.65 crore
representing lease rentals of audio visual equipmproclain, transport
vehicles, machinery and concrete mixer. This teduh non-levy of VAT of
% 2.54 crore.

After Audit pointed out the cases, the AAs in sises replied (between
February 2014 and October 2014) that the matterldvbe examined and
result intimated in due course. In one case CTdka replied (April 2015)
that the audit file was sent to DC(CT) Secunderdbadevision.

The matter was referred to the Department betwedmuary 2014 and April
2015. Their reply has not been received (JanuatgR0

% Fatehnagar, Madhapur, Malakpet, Narasampet anthfa.
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2.12 Sales tax incentives

2.12.1 Non-levy of interest on belated repayment of sald¢ax deferment

As per the provisions of Section 69 of the VAT Aall, sales tax exemption
cases sanctioned prior to the enactment of VAT wWete converted as sales
tax deferment by doubling the period left over with change in monetary
limit of the amount sanctioned. Further, as per @overnment ordety
repayment of deferred sales tax was to commenee ta end of the period
of deferment. In case of non-remittance of deteriax on the due dates,
interest at the rate of 21p@r cent per annum was to be charged as per the
guidelines of the sales tax deferment scheme.

Audit noticed (between June and November 2014 nduest check of records
of five circles®that in six cases, the dealers availed sales eferment but
repaid the deferred tax amountingd..59 crore belatedly (delay of four to
730 days). The AAs however, did not levy any ieser This resulted in non-
levy of interest of 18.72 lakh.

After Audit pointed out the cases, in two casesQCAshoknagar stated (July
2015) that notices were issued to the dealersnéncase, CTO Bhongir stated
(June 2014) that matter would be examined. In omsec CTO IDA
Gandhinagar stated (February 2015) that noticesdimriissued to the dealer.
CTO, Vanasthalipuram stated (November 2015) thatést was levied in one
case. In the remaining case, CTO Marredpally st@tay 2015) that notice
was issued to the dealer.

The matter was referred to the Department betwemreidber 2014 and July
2015. Their reply has not been received (JanuatgR0

2.12.2 Incorrect/excess availing of deferment

As per Rule 67(2) of VAT Rules, the units alreadsibing tax deferment
prior to commencement of the VAT Act, shall conerio avail the benefit up
to the period as mentioned in their final eligityilcertificates (FECs). The tax
deferment should be availed only for the producentmoned in FEC of the
respective dealer.

Audit noticed (between June and November 2014)ndutest check of
deferment records in two circf@that in one of the two cases, the AA while
finalising assessment in May 2013 for the year 208 adjusted an amount of
% 27.67 lakh to deferment whereas the actual oufputfor the commodity
mentioned in the FEC w&s14.19 lakh only. In another case, the unit adaile
sales tax deferment &f1.05 lakh after completion of deferment periodisTh
resulted in incorrect/excess availment of defetaaddfI 14.54 lakh.

% G.0.Ms.No0.503, dated 8 May 20009.
190 Ashoknagar, Bhongir, IDA Gandhinagar, Marredpaligl Vanasthalipuram.
101 Khammam | and Srinagar Colony.
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After Audit pointed out these cases, in one cad&) Grinagar Colony stated
(February 2015) that the audit file was submittedDC(CT) Punjagutta for
revision and in the remaining case, CTO Khammatated (September 2015)
that a demand & 1.05 lakh was raised and taken into Debt Managetdeitt
(DMU) records and dealer paid partly an amoun® df.30 lakh. However,
copy of DMU records was not furnished.

The matter was referred to the Department in Nowen#®14 and January
2015. Their reply has not been received (JanuatgR0

2.12.3 Non/Short recovery of deferred sales tax

As per Rule 67(5) of VAT Rules, the repayment offeded tax shall
commence after the completion of the defermenbgeri

Audit noticed (October 2013 and July 2014) duriegttcheck of deferment
records in Afzalgunj and Madhapur circles that aurf cases, the dealers
availed sales tax deferment®#5.06 lakh for the period 1996-97 to 2008-09
which was to be repaid from February 2010 onwaildsone case, AA partly
recovered an amount &f4.13 lakh out of sanctioned amouno29.77 lakh
and no recovery was made in the remaining caséss résulted in non/short
recovery of deferred sales tax070.93 lakh.

After Audit pointed out the cases, AAs stated thatter would be examined
and report submitted in due course.

The matter was referred to the Department in M&@&16. Their reply has not
been received (January 2016).

2.13 Short levy of tax due to incorrect determinatin of taxable
turnover

As per Section 21 (4) of VAT Act, the authority pcebed may, based on any
information available or on any other basis, comdudetailed scrutiny of the
accounts of any VAT dealer and where any assessasit result of such
scrutiny becomes necessary, such assessment slmlide within a period of
four years from the end of the period for which #issessment is to be made.

Audit noticed (between June 2011 and December 2@ddng the test check
of VAT assessments and other VAT records of 17&st® that in three out of

19 cases, the AAs for the years 2008-09 to 201iwi@er assessed the
purchase turnover of bearings and receipts of tpyald warranty claims. In
13 cases, the AAs, assessed less sales turnowvamsthiose reported in
trading/profit and loss accounts. In one case,di@er declared less sales
turnover than those reported in trading/profit dosls accounts. In another
case, SEZ sale turnover 3f4.88 lakh as reported by the dealer for the year
2012-13 but not supported by documentary evidenas wncorrectly

192 Afzalgunj, Agapura, Begumbazar, Bodhan, Fatehnaddyderguda, Jubilee Hills,
Khairatabad, Malkajgiri, M.G.Road, Nampally, Sammgar, Ramgopalpet,
R.P.Road,Srinagar Colony, Tarnaka and Vidyanagar.
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exempted. In the remaining case, for the year 2?1 $ale turnover of ‘sugar’
exempted by the AA was much higher than that ofttimeover as per sales
ledgers of the dealer. This resulted in short lefyax of% 96.50 lakh in 19
cases.

After Audit pointed out the cases, in eight caseight CTOs stated
(between September 2013 and January 2015) thatméer would be
examined and report submitted in due course. Incd€es, AAs stated
(between March 2014 and November 2015) that tles filere submitted to
DCs(CT) concerned and revision was under procesthd remaining case,
CTO Fatehnagar contended (November 2012) that iffereshtial turnover
related to high sea sales under CST Act. The ngphot tenable as the said
turnover was not assessed under CST Act.

The matter was referred to the Department betweanci2014 and May
2015. Their reply has not been received (JanuatgR0

2.14 Short levy of VAT due to incorrect exemption

As per Section 4(9)(c) of VAT Act, every dealer,agle annual total turnover
is ¥ 1.5 crore and above shall pay tax at the rate b pé cent of the
taxable turnover of the sale or supply of good&dp&od or any other article
for human consumption or drink. Sale of goodsrtg anit located in SEZ is
exempted from tax as per entry 59 of Schedule VAT Act. However,
supply of food to SEZ units does not qualify foclsexemption.

Audit noticed (September 2014), during the testckhef VAT assessment
files in CTO Khairatabad that in one case, AA wiillalising the assessment
for the years 2011-12 to 2012-13 allowed exemptoon a turnover of
3 3.69 crore being sale of food to a unit locate@iY. This resulted in short
levy of tax ok 47.59 lakh.

After Audit pointed out the case, AA stated that thatter would be examined
and report submitted in due course (January 2016).

The matter was referred to the Department in Deeer2014. Their reply has
not been received (January 2016).

2.15 Non-forfeiture of excess collection of tax

As per provisions of Section 57(2) of the VAT Ang dealer shall collect any
amount by way of tax at a rate exceeding the rateh&ch he is liable to pay
tax. If any tax is collected in excess of the ligpiit shall be forfeited to the
Government under Section 57(4) of the VAT Act.

Audit noticed (July 2014) during the audit of twicctes™® for the period from
April 2011 to May 2013 that in two cases, taxXof4.19 lakh was collected in

193 Afzalgunj, Agapura, Begum bazar, Bodhan, Jubitiés, Khairatabad, Malkajgiri and
M.G.Road.
104 Malakpet and Tarnaka.
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excess of tax liability. However, the AAs did nairfeit the same. This
resulted in non-forfeiture of excess tax collecsiafiT 14.19 lakh.

After Audit pointed out the cases, AAs replied tltheé matter would be
examined and report submitted in due course.

The matter was referred to the Department in Nowr@b14. Their reply has
not been received (January 2016).

2.16 Non-levy/declaration of purchase tak

Under Section 4(4) of the VAT Act, purchase taxage levied on purchase
of taxable goods made without paying tax (througbrcpase from
unregistered dealers or if the selling dealer isliable to pay tax) if the goods
are used as inputs either for exempt products rogdods which are disposed
of by any means other than by sale. Purchase taxoide levied
proportionately if the originally purchased goods ased as common inputs
for products which separately necessitate and donegessitate levy of
purchase tax.

Audit noticed (September 2014) during the test kli#cd/AT records of CTO
Rajendranagar for the period from 2010-11 to 2032that in one case, the
dealer reported exempt transactions of gram aredlafadxempted goods such
as husk of pulses derived from taxable goods pelses. In this case, the
dealer purchased taxable goods from unregisteraterde Out of the total
purchases of taxable goods watthi7.33 crore from unregistered dealers, the
purchase price o 2.13 crore corresponding to the exempt transasteord
exempt sales attracted purchase tax. Howevehardiiad the dealer paid the
tax nor was the same levied by the AA during VATdiawf the case
(December 2013). This resulted in non-levy/decianabf purchase tax of
< 9.98lakh.

After Audit pointed out the case, CTO Rajendranagated that the audit file
would be submitted to DC(CT) Saroornagar for furtherification.

The matter was referred to the Department in J@i& 2Their reply has not
been received (January 2016).

2.17 Short levy of tax due to arithmetical mistakes

Levy of taxes under VAT Act is governed by Sectwrof the Act and tax
under CST Act is levied under the provisions oftec8 of CST Act.

Audit noticed (between June and October 2014) duie test check of three
CST assessment files and two VAT audit files inrfoitcles®that in three out

of five cases, the AAs while finalising the assessta between March 2013
and March 2014 for the period 2009-10 and 2010ahtked out the tax to be
levied as% 3.92 lakh instead of 11.54 lakh due to arithmetical errors,
resulting in short levy of tax & 7.60 lakh. In one case, excess credit of

195 Bowenpally, Fatehnagar, Hydernagar and Malakpet.
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3 0.53 lakh was arrived at erroneously and in timeaiaing case, penalty was
short levied byX 0.58 lakh. Thus there was total short levy ofgaralty of
< 8.73 lakh due to arithmetical errors.

After Audit pointed out the cases, three CT®m three cases stated (between
July and October 2014) that the matter would bemexed and report
submitted in due course. CTO Hydernagar in twesadated (September
2014) that the assessments would be revised.

The matter was referred to the Department betweeweiMber 2014 and
June 2015. Their reply has not been received (Jgpr204.6).

2.18 Loss of revenue due to non-finalisation of asssment

As per Section 14 (3) of APGST Act, 1957, where dewlerliable to tax
under the Act fails to (i) submit return before ttlee date prescribed, or
(i) produce the accounts, registers and other ohecus after inspection, or
(i) submit a return subsequent to the date ofpéasion, the assessing
authority may, within a period of six years frometkexpiry of the year to
which the assessment relates, issue a notice taleéhterand conducting
enquiry assess to the best of his judgment, theuatnof tax due from the
dealer on his turnover for that year.

Audit noticed (April 2014), during test check of ¥&records in CTO
Narayanaguda circle that, in one case, the V&Ediepent had cautioned
(January 2004) about the evasion of tax on wokstract turnover not
reported for the period 1997-98 to 1999-2000. Heewethe Department
failed to take timely action and issued show caustece (March 2008) after a
lapse of four years from the date of receipt obiinfation on evasion of tax.
By the time, the assessments had become time bafi@d resulted in loss of
revenue of 7.40 lakh.

After Audit pointed out the case, the CTO Narayamagstated (November
2014) that the said reference of V&E was receiveanf DC(CT) Abids in
February 2008. When an attempt was made to fandhe assessment by
issuing the show cause notices, the dealer’s pbyved that the assessments
were barred by limitation of time. There was noition the part of CTO.
The reply is not acceptable as the Departmentdadeensure finalisation of
assessment in time.

The matter was referred to the Department in Deeer014. Their reply has
not been received (January 2016).

2.19 Short levy of tax and penalty for failure to convet as VAT
dealer

Under Section 17(3) of the VAT Act, every dealerost taxable turnover
exceed 50 lakh in the preceding 12 months shall be lidblee registered
as a VAT dealer.

1% Bowenpally, Fatehnagar and Malakpet.
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As per Section 49(2) of the VAT Act, any dealer wiails to apply for
registration as required under Section 17 shalliddele to pay penalty of
25 per cent of the tax due prior to the date of registration.

Audit noticed (June 2014) during the test checkeaords of Turnover Tax
(TOT) dealer of CTO Karimnagar-I that in one caseugh the turnover of
the dealer exceed&d50 lakh in preceding 12 months, AA did not contbe
dealer to VAT dealer. On the turnover 3f30.04 lakh that exceeded the
threshold limit in this case, VAT & 4.05 lakh was not levied due to non-
conversion as VAT dealer. The dealer was alseetteted with a penalty of
< 1.01 lakh for failure to register as a VAT dealer.

After Audit pointed out the case, the CTO Karimmalgatated (May 2015)
demand had been raised against short payment ahthrotice was issued for
non-payment of penalty. However, no documents wexrde available.

The matter was referred to the Department in Nover2B14. Their reply has
not been received (January 2016).
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The Prohibition and Excise Department is governgdhle Telangana Excise
Act, 1968%". The Principal Secretary to Government, RevenugaBment is
the controlling authority at Government level. TBemmissioner, Prohibition
and Excise Department is the head of the Departmeait matters connected
with administration of the Act. He is assistedyector of Enforcement for
implementation of the Act. The ten districts of thtate, each headed by a
Deputy Commissioner (DC), are classified under 2e¢ise districts. Each of
the excise district is under the charge of a Pibbib and Excise
Superintendent (P&ES) who is assisted by the Amsigixcise Superintendent
and other staff. Prohibition and Excise Inspect@mns in charge of excise
stations and check posts, while 10 Deputy Commmss® and 12 Assistant
Commissioners supervise the overall functioningtlué offices of Excise
Superintendents.

Internal audit is an important mechanism for emsunproper and effective
functioning of a system for detection and preventd control weaknesses. It
is the responsibility of the Accounts Branch of thead of the Department to
conduct internal audit of the Regional Offices, thies Offices, Unit Offices
etc., periodically (at least once in a year) andnigh reports to the
Commissioner.

No internal audit was conducted in the offices epDty Commissioners (10)/
Assistant Commissioners (12)/Prohibition and Ex8seerintendents (24).

33 Results of audit

Test check of records of 30 offices of Prohibitiand Excise Department
conducted during the year 2014-15 revealed nory/dbert realisation of fees
and other irregularities involving 3.41 crore in 70 cases which fall under the
following categories:

Table 3.1 : Results of audit

(X in crore)
1. Non-levy of Additional Licence Fee 17 1.92
2. Non-disposal of A4 shops 6 0.36
3. Non-levy and collection of permit room licence fe 12 0.53
4, Short levy and collection of toddy rentals 11 0.46
5. Other irregularities 24 0.14

197 previously known as “Andhra Pradesh Excise Act,896Andhra Pradesh” substituted
by “Telangana” vide G.O.MS No. 162 dated 10 Septm®015 issued by Revenue
(Excise-Il) Department, Government of Telangana.
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During the year 2014-15, Department accepted uaseessments and other
deficiencies in 59 cases involvifgl.76 crore. An amount & 1.64 crore in
53 cases was realised during the year 2014-15.

A few illustrative cases involvin€ 89.11 lakh are mentioned in the
succeeding paragraphs.

3.4 Short levy of Toddy rentals

As per Rule 5(5) of The TelangdfidExcise (Grant of Licence to sell Toddy,
conditions of licence and Tapping of Excise treBsjles 2007, read with
Government ordet?’ the rent per toddy tree 325 in rural areas arfi50 in
urban areas with effect from 01 October 2007.

Audit noticed (between September 2014 and Febr2@1$) during test check
of the records of seven officds® of the Prohibiton and Excise
Superintendents (P&ESs) that toddy rentals for €1S§! and TFT$'in
some areas were collected at the rates applicableal areas. Based on the
classification of area as per Census-2011 by theeckyirate of Census
Operations, in 40 out of the 41 cases, the areas wwebe classified as urban
areas and rates applicable in urban areas were tapplied. In one case
relating to an earlier peridtf, rentals were collected at rates applicable to
rural areas though the area had been upgradedges Ranchayat for which
rates for urban areas are applicable. Applicatibinoorrect rates in these
cases resulted in short levy of toddy rental® 86.52 lakh.

After Audit pointed out these cases, P&ES, Karinaragplied (September
2014) that as per Excise Gazette 2011-12, TCSpallye Rekurthy and
Chinthakunta were in rural areas and thereforedrigites were not collected.
However, the difference amount would be collectadrespect of TCS,
Huzurabad and TFTs, Husnabad and Jammikunta. réfiyeis not tenable as
Commissioner (Prohibition & Excise) Andhra Pradesid ordered™ to
collect the rentals in conformity with the Cens@s2. Arepally and
Chinthakunta were shown as urban areas under guderth of Karimnagar
Municipal Corporation and Rekurthy was declaredCasisus Town (CT) as
per Census-2011.

P&ESs, Adilabad and Mancherial replied (betweenudan 2015 and
February 2015) that action would be taken to collee balance amount from
TCS/TFT and progress intimated to Audit in due seulRemaining P&ESs

1% previously known as “Andhra Pradesh (Grant of Lazemo sell Toddy, conditions of
licence and Tapping of Excise Trees) Rules, 200&hdhra Pradesh” substituted by
“Telangana” vide G.O.MS No. 24 dated 4 Septembdd2Bsued by Revenue (Excise-Il)
Department, Government of Telangana.

199 G.0.Ms.N0.1433, Revenue (Ex-Il), dated 13 Noven@7.

10 Godavarikhani, Karimnagar, Khammam, Nalgonda, Klgyda, Mancherial and
Adilabad.

11 Toddy Co-operative Societies.

12 Tree for Tappers Scheme.

13 October 2009.

14 Circular no. 11565/2012/CPE/E1 dated 9 Octobef201
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replied (between September 2014 and January 20B5)natter would be
examined and Audit intimated.

The matter was referred to the Department in AZ0IL5. Their reply has not
been received (January 2016).

3.5 Non-levy of Additional Licence Fee (ALF) on noftontiguous
additional enclosures

As per Section 28 of the Telangana Excise Act, 196&8d with Rule 10 of
Telangana'® Excise (Grant of licence of selling by bar and ditons of

licence) Rules, 2005, any additional enclosurescimmsumption of liquor,
which is not contiguous, shall attract ALF atd@® cent of the annual licence
fee.

In terms of explanation given below the Rule 1@ word 'enclosure’ means
an area of consumption of liquor which is contigsioin utility for
consumption. If one consumption enclosure is sépdrdrom another
enclosure by non-contiguity and interposition otam of different utilities
other than consumption of liquor, it attracts ALF.

Audit noticed (between August 2014 and Februarys2@uring test check of
the records of four officé&’ of P&ESs for the years 2011-12 to 2013-14 that
the P&ESs did not levy 1fer cent additional licence fee & 23.60 lakh on
five bar and restaurants having non-contiguous wopsion enclosures like
consumption halls situated in different places undiéferent roofs of bar
premises, different floors of bars connected extiéyrby steps, rooms situated
in different areas in which liquor was served andpen areas outside bars
etc.

After Audit pointed out these cases, P&ES, Warangalone case, replied
(September 2014) that the roof of the two RCCdags were interconnected
with fibre sheets under which the liquor servingaawas located and hence
there was contiguity. The reply is not tenabletlas location of the bar
premises as per the approved plan was in two diitdouildings with separate
consumption enclosures and therefore to be trea®dnon-contiguous
consumption enclosures. P&ES, Adilabad in one acapdied (February 2015)
that Dy. Commissioner of P&E, Adilabad had verifidd bar premises and
found that consumption enclosures in the bars wergiguous. The reply is
not acceptable as the layout plan submitted byliteaicee showed that a
consumer could enter into the bar consumption aireagperfloor through
external staircase without entering the bar consiomgarea in ground floor
and hence both the floors were non-contiguous.

15 As per G.0.Ms No0.9 Revenue (Excise-1l) Departmgated 27 January 2015 issued by
Government of Telangana, provisions of Andhra PshdExcise (Grant of licence of
selling by bar and conditions of licence) Rules)2@s applicable to the Andhra Pradesh
State on 1 June 2014 were adapted to State ahdaha.

118 Adilabad, Saroornagar, Secunderabad and Warangal.
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P&ESs, Saroornagar and Secunderabad in three capdied (August and
November 2014) that the matter would be examineatl raply furnished to
Audit in due course.

The matter was referred to the Department betwepteSber 2014 and April
2015. Their replies have not been received (Jar2@1g).

3.6 Non/short levy of permit room*’ licence feg

As per Section 28 of the Telangana Excise Act, 18&&d with Rules 25 and
26 of Telangana® Excise (Grant of Licence of Selling by Shop andditions
of Licence) Rules, 2012, upto the year 2012-13, libkler of Licence (in
Form A-4) in places other than municipalities andnmipal corporations
where population exceeds 5000 shall also be licems&orm A-4(B) to have
a Permit Room on payment of licence feeobne lakh for a year or part
thereof. However, from the year 2013-14 onwardk A4l licencees in all
places where population exceeds 5,000 shall aldwédreced in Form A-4(B)
to have a permit room on paymengafvo lakh for a year or part thereof.

Audit noticed (between September and November 20ddhg the scrutiny of
A4 shop files of five officeS® of the P&ESs, that licence fee for permit rooms
amounting toZ 17.83 lakh for the licence period 2012-13 and 2043n
respect of 18 shops was either not levied or legieart, in spite of the fact
that the population of the villages, in which thesteops were situated,
exceeded 5000 as per Census-2011.

After Audit pointed out these cases, P&ES, Sanghréa three cases, replied
that licence fee was collected proportionately hees dllotment of shops was
made in the third and fourth round notification.eTdiction of the Department
was not in accordance with the relevant Rules kdidance fee was leviable
even for part of year.

P&ES, Medak in nine cases, replied that Gajwel NMaBanchayat was
considered as a third grade municipality and tleeeepermit room licence
was not given. The reply is not tenable as Nagaclrayats were not to be
classified as municipalities as per Government ©ffdated 23 January 2001
and hence permit room fee was to be levied.

P&ESs, Godavarikhani, Saroornagar and Adilabadvim ¢ases each replied
that the matter would be examined and reply fuetdsio Audit in due course.

The matter was referred to the Department in Jgn2@t5. Their reply has
not been received (January 2016).

117 Consumption area adjacent to the liquor shop.

18 As per G.O.Ms No.85 Revenue (Excise-Il) Departmeaed 29 June 2015 issued by
Government of Telangana, provisions of Andhra Pshdexcise (Grant of Licence of
Selling by Shop and conditions of Licence) Rule812 as applicable to the Andhra
Pradesh State on 1 June 2014 were adapted odbthélangana.

19 Adilabad, Godavarikhani, Medak, Sangareddy and@aagar.

120 G.0 Ms.No.25 MA&UD (J2) Department, dated 23 Jap2D01.
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3.7 Short fixation of licence fee for liquor shopis

As per Section 28 of the Telangana Excise Act, 196&d with Rule 16 of
Telangana Excise (Grant of Licence of Selling bysland conditions of
Licence) Rules, 2012, the annual licence fee tprdr shop (A-4 shops) shall
be levied on the basis of population and at thesratotified by the
Government from time to time.

Government in their ord& dated 22 June 2013 notified various rates of
annual licence fee applicable for liquor shops foe year 2013-14 on
population basis. It was also provided thereirt tha fixation of licence fee
for the shops situated in a village/town which aithin a radius of two km
from the Municipalities shall be at the rates aggilie to the shops situated
within the limits of such municipalities.

During the scrutiny of records of three offit&of the P&ESs, Audit noticed
(between September 2014 and February 2015) thatlggam of the area had
increased due to inclusion of certain Gram Pandkag@ad Nagar Panchayats
(between March and June 2013) in nearby Municipaltd and therefore
higher licence fee in accordance with populatiagufées should have been
fixed in respect of five shops for the year 2013-T4e Department fixed the
demand foR 1.63 crore as again8t1.78 crore calculated based on revised
population figures. This resulted in short fixatiof annual licence fee of
< 15.50 lakHor the licence period 2013-14.

After Audit pointed out these cases, P&ES, Medakivim cases, replied
(September 2014) that there was no loss to the IGment as the dealers had
to pay the privilege fee for the extra quantityliqtior lifted by them over and
above seven times the licence fee collected. &pby iis irrelevant as fixation
of annual licence fee of liquor shops and collettd privilege fee are two
different aspects and the dealers have to paydedee irrespective of the
guantity of liquor lifted by them during the year.

P&ES, Nalgonda in one case, replied (October 2@i4) due to renewal of
existing licence, fresh licence was not issued thiedlicence fee for the year
2013-14 was at the rates applicable for the yed2A®B. The reply is not
tenable as the population of the places where #hehop was situated, had
increased as per the Census 2011 and revised aatgwer the increased
population should have been collected.

P&ES, Adilabad in two cases, replied (February 2abat action would be
taken to collect the differential licence fee.

The matter was referred to the Department in Jgr2@t5. Their replies have
not been received (January 2016).

121 G.0.Ms.No.358 Revenue (Excise-Il) Department d2@dune 2013.
122 pdilabad, Medak and Nalgonda.
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3.8 Non-levy of interest on belated payments of pait room
licence fee

As per Section 28 of the Telangana Excise Act, 196&8d with Rule 26 of
Telangana Excise (Grant of Licence of Selling bysland conditions of
Licence) Rules, 2012, the licence fee for a PeRaibm shall b& one lakh
for the licence period or part thereof and is péyat lumpsum at the time of
completion of formalities specified under Rule-Government enhanced the
amount of licence fee ®two lakh in Jun¥* 2013.

As per Rule 3 of AP Excise (Levy of Interest on &mment Dues) Rules,
1982, the arrears of money recoverable shall betmrdast at the rate of
18 per cent per annum.

Audit noticed during the scrutiny of A4 shop files the years 2012-13 and
2013-14 in five office¥ of the P&ES, that in 266 cases, licensees had paid
permit room licence fee belatedly with delays raggirom one to 273 days.
However, no penal interest was levied by the Depant. Interest to be levied
on belated payments amoun&t6.66 lakh.

P&ES, Jagtial replied (September 2014) that ther@st would be collected
from the licensees and remitted to Government wrgasifter receipt of
clarification from the Commissioner. However, nardication was required
as the provisions were clear. P&ESs, Mahabubnagarkamareddy replied
(December 2014) that action would be taken to cbltee penal interest.
Remaining P&ESs replied that the matter would bangred and detailed
reply furnished to Audit in due course.

The matter was referred to the Department betwaanaty and April 2015.
Their replies have not been received (January 2016)

123 5.0.Ms.N0.357, Revenue (Excise-Il) Department, dta28 June 2013.
124 jagtial, Kamareddy, Mahabubnagar, NagarkurnooNirdmabad.
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Receipts from stamp duty and registration fee agelated under the Indian
Stamp Act 1899 (IS Act), Registration Act, 1908 atie rules framed
thereunder as applicable in Telangana State andadm&nistered at the
Government level by the Principal Secretary (Reegniihe Commissioner
and Inspector General of Registration and StampSRE is the head of the
Department, who is empowered with the task of sopmrdence and
administration of registration work. He is assistey six Deputy Inspectors
General (DIG), 22 District Registrars/Asst. 1IGs (BR5) and 198 Sub-
Registrars (SR) respectively.

There is a separate Internal audit wing in the Eepent to examine the lapses
of the registering officers if any, in the casesuoflervaluation of properties
registered which cause loss of revenue to the $tateequer. Monthly Audit
programmes are drawn up and teams consisting ofi@iRegistrar (Market
Value & Audit) and Sub Registrar (Market Value & dit) would conduct
Audit of Sub Registrars (SRs) and District Registi@®Rs) of the State as per
the given programme. An officer in the rank of Dgpinspector General
(Registration & Stamps) would supervise and rewigsvaudit procedures.

4.3 Results of audit

Test check of records of 72 offices of District B&grs and Sub Registrars
conducted during 2014-15, showed non/short levystdmp duty and
registration fees etc. and other irregularities antimg to< 24.66 crore in 360
cases, which fall under the following categories:

Table 4.1 : Results of audit

& in crore)
1. Short levy of duties 272 16.53
2. Misclassification of documents 23 1.88
3. Undervaluation of properties 35 3.09
4. Adoption of incorrect rates 17 0.32
5. Other irregularities 13 2.84

During the year 2014-15, the Department acceptademnassessments and
other deficiencies in 68 cases involvifg 89.55 lakh. An amount of
I 76.25 lakh in 51 cases was realised during the P844-15. A few

illustrative cases involving 10.52 crore are mentioned in the succeeding
paragraphs.
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4.4  Short levy of duty due to undervaluation of prperties |

Stamp duty to be levied on a deed covering anyséetion of property

depends on the market value or consideration wherhe higher. The Market

Value Register of the Department of Registratiod Stamps gives the market
values of different types of properties and strreguwhile the provisions of

the Indian Stamp Act specify the rates at whiclydsito be levied.

During test check of records of five District Regiss'® and 10 Sub
Registrard®®, Audit noticed (between August 2014 and March J0tt&it
while registering 118 sale deeds, seven gift degxs, Agreement of Sale
cum General Power of Attorney deeds, two Partitleads, one Release deed,
one settlement deed and one Development Agreenséméeeén April 2012 and
March 2014, the registering officers undervalued ghmoperties for various
reasons as mentionedAmnexure I.

Undervaluation of these properties resulted in tstewy of stamp duty,
transfer duty and registration feeta2.50 crore.

After Audit pointed out these cases, Sub RegisMaamabad (Rural) replied
that the stamp duty was levied as per rates plkestiior residential areas in
the market value guidelines register. The replynig acceptable as the
property was located in the commercial area, amddéhe rates as applicable
to commercial areas were to be adopted. The renganegistering officers
replied that the matter would be examined and reght in due course.

The matter was referred to the Department betwaea 2015 and July 2015.
Their replies have not been received (January 2016)

45 Short levy of stamp duty and registration feesdue tog
misclassification of documents

Schedules | and I-A to the Indian Stamp Act give tates to be adopted for
each type of document. The documents are to bsifidasas per the clauses
contained in it and not according to the titletw# teed.

Audit noticed (between May 2011 and January 2018)nd test check of
records of District Registrar, Rangareddy (West) 26 Sub Registral< that
15 sale deeds, three mortgage deeds, three padigeds, two cases each of
dissolution of partnership deeds, conveyance deedsnveyance of mortgage
deed and one Agreement of Sale cum General Powekttofney were
misclassified and lesser stamp duty levied. Thssllted in short levy of stamp
duty, transfer duty and registration fees amounto® 1.84 crore as detailed
in Annexure II.

125 DRs- Hyderabad, Hyderabad (South), Karimnagar, gReetdy (East), Rangareddy
(West).

126 SRs Chevella, Doodhbowli, Golkonda, IbrahimpatnKukatpally, Narapally, Nizamabad
(Rural), Rajendranagar, Uppal and Wanaparthy

127 Champapet, Chikkadpalli, Gandipet, Kalwakurthy, rikmagar (Rural), Kukatpally
Siddipet (Urban), Uppal, Vallabhanagar and Vikathba
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After Audit pointed out these cases, Sub RegisBatdipet (Urban) replied
(June 2014) that notices would be issued. Sub RegisGandipet replied
(November 2014) that the amount would be collectedthe remaining cases,
the registering officers replied (between May 2@bhtl January 2015) that the
matter would be examined and reply sent in duessur

The matter was referred to the Department betweay &md July 2015. Their
replies have not been received (January 2016).

4.6 Short levy of stamp duty on amalgamation deelds

As per Article 20 (d) read with Article 21 of IS fcin the cases of
amalgamation or merger of companies under the afletigh Court, stamp
duty is to be levied at twper cent on the market value of the property which
is being transferred. Market value would include #mount of total value of
the shares issued or allotted by the transferegpanynand the amount of the
consideration paid for such amalgamation or mergke value of the share
shall be its average price on the day of the insénnt.

Audit noticed (January 2015) in two District Regass?®that in the cases of
two amalgamation deeds, the registering authordigspted nominal share
price as mentioned in the document as the markeevastead of the share
price quoted on the stock market as on the daferaflgamation Order issued
by the Court. This resulted in undervaluation obparties and subsequent
short levy of duties of 1.19 crore.

After Audit pointed out these cases, the registereuthorities replied
(January 2015) that the matter would be examinedl raply sent in due
course.

The matter was referred to the Department in JOWS2 Their replies have not
been received (January 2016).

4.7  Short levy of stamp duty and registration feesn lease deeds
due to non-inclusion of service tax paid by lesseen lease
rentals

U

Article 31(a) of Schedule I-A to the IS Act, prabess the stamp duty to be
levied on leases. As per Explanation to the Artidbed, if the lessee

undertakes to pay any recurring charge on behaltheflessor including

taxes/fees due to the Government, it shall be tadre part of the rent and
duties levied accordingly. Service tax falls unthes category.

Audit noticed (between June 2014 and January 2@LEhng test check of
records of offices of two District Registratsand three Sub RegistraiSthat

on seven lease deeds registered between Novembgrpd November 2013,
the registering authorities, while registering thecuments, did not consider

128 Hyderabad (South) and Rangareddy (West).
129 Hyderabad, Rangareddy (West).
130 Champapet, Kapra and Malkajgiri.
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the service tax component 3¥f106.36 crore payable by lessees on behalf of
the lessors while calculating duties to be paideaise rentals. This resulted in
short levy of stamp duty and registration fee¥ &f15 crore.

After Audit pointed out these cases, the Sub Regis€hampapet contended
(November 2014) that service tax is not part ofldase rent requiring levy of
stamp duty. The reply is not correct as per thelaggtion cited. In the

remaining cases, the registering authorities rdp{lzetween June 2014 and
January 2015) that the matter would be examinedeplgl sent in due course.

The matter was referred to the Department betweay &hd July 2015. Their
replies have not been received (January 2016).

4.8  Short levy of stamp duty on DGPAs due to undervalugon|

Under Article 6(B) of Schedule I-A to IS Act, readith Government
Orders®, Development Agreements-cum-General Power of A@gi(DGPA)
are to be charged with stamp duty at @ee cent on the higher of the
following: (i) amount of sale consideration (ii) rkat value or (iii) estimated
market value for land and complete constructiomedlas per the schedule of
the rates approved by the Commissioner.

Audit noticed (between June 2014 and March 2015)ndutest check of
records of offices of four District Registratsand four Sub Registrdrs that
in 12 out of 16 DGPAs registered between May 204@ danuary 2015 for
development of the land by building multi-storiedsidential/commercial
complexes, the registering authorities did not ersthe complete built up
area such as landowners’ share of structure, parkiit etc for computation
of market value of the properties. In two caseghéi rate for the structure as
agreed to be paid by the builder to the land owvees not considered for levy
of stamp duty. In two other cases, the propertiesewiot valued as per the
market value guidelines. Thus, the properties teggg were undervalued.
This resulted in short levy of stamp dutyRof.12 crore.

After Audit pointed out these cases, District Regis Hyderabad (South)
replied that notices would be issued to the paftesollection of duties. The
remaining registering authorities replied (betwdane 2014 and March 2015)
that the matter would be examined and reply seduecourse.

The matter was referred to the Department in JOWS2 Their replies have not
been received (January 2016).

4.9  Short levy of stamp duty on development agreemg

As per Article 6(B) of Schedule I-A to the IS Aatad with Government
Order'®*, stamp duty is to be levied on Development Agreemeat

131 G.0.Ms.N0.1481 Revenue (Regn-l) Department, dag®d November 2007 and
G.0.Ms.No0.568 Revenue (Regn-I) Department, datedi 2008.

132 Rangareddy (East), Rangareddy (West), Hyderabypdetdbad (South).

133 Kukatpally, Peddapalli, Rajendranagar and Sarammna

3% G.0.Ms.No.1481, Revenue (Regn-I) Department, d@BeBecember 2007.
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five per cent on the higher of the following: (i) the amount chle
consideration; (ii) market value of property or)(gstimated market value for
land and complete construction in accordance valiegule of rates.

Audit noticed (January 2015) during test checkeabrds of District Registrar,
Rangareddy (West), that in respect of a developragrdement registered in
November 2012, the registering authority adoptedde area of construction
than the area of construction sanctioned by thet@reHyderabad Municipal
Corporation. This resulted in undervaluation ofgaxy and subsequent short
levy of stamp duty of 40.27 lakh.

After Audit pointed this out, the District Registr&kangareddy (West) replied
(January 2015) that the matter would be examinedl raply sent in due
course.

The matter was referred to the Department in JORS2 Their replies have not
been received (January 2016).

4.10 Short levy of stamp duty on AGPAs

As per Article 6(B) of Schedule I-A to IS Act, readith Government
Orders™®, stamp duty to be levied on Agreements of salepleal with
General Power of Attorney (AGPA) is six per centommsideration or market
value of the property, whichever is higher.

Audit noticed (between August 2014 and January P0ising test check of
records of offices of District Registrar, Hyderatmul two SRS® that on 112
AGPA documents involving properties woRH.58.70 lakh registered after 20
September 2010, the registering authorities legieanp duty at the rate of
less than sixer cent. This resulted in short levy of stamp dutykof4.81 lakh
as detailed ilAnnexure 1.

After Audit pointed out these cases, the registereuthorities replied
(between August 2014 and January 2015) that theemabuld be examined
and reply sent in due course.

The matter was referred to the Department betwaea dnd July 2015. Their
replies have not been received (January 2016).

4.11 Short levy of duties on lease deéds

As per Article 31(a)(vi) of Schedule I-A to IS Ackad with Government
Order*'dated 11 May 2010, (i) if lease period is betwea and 10 years,
stamp duty is to be levied at the rate of fper cent on 1.5 times average
annual rent (AAR) and (ii) where the lease periadeeds 30 years, stamp
duty should be levied at fiyger cent on the value of the property under lease
as declared by the party. Registration fee is ttebied at 0.50er cent on 10
times AAR.

135 G.0.Ms.No0.1178, Revenue (Regn-.l) Department,ciaéeSeptember 2010.
136 |brahimpatnam and Vanasthalipuram.
137 G.0.Ms.N0.408 Rev (Reg-1) Dept, dated 11 May 2010.
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Audit noticed (between January 2013 and Januar$)2@dring test check of
records of two District Registrdr§ that in two lease deeds registered between
April 2008 and April 2012, the registering authiest while registering the
documents short levied stamp duty &f 89.24 lakh due to incorrect
calculation.

After Audit pointed out these cases, District Regis Hyderabad (South)
replied that efforts would be made for collectioh deficit duties. The
remaining registering authorities replied (betwdanuary 2013 and January
2015) that the matter would be examined and regty i due course.

The matter was referred to the Department betwaea and July 2015.Their
replies have not been received (January 2016).

4.12 Loss of revenue due to non-registration of daments to be
registered compulsorily

Section 17 of the Registration Act, 1908 enlists type of documents which
are to be compulsorily registered.

Audit noticed (between August 2014 and March 20di#ing test check of
records of two District RegistrdrS and Sub Registrars, Marredpally that in
two sale deeds, one gift settlement and one DGIB&tered between August
2012 and June 2013, there was mention of eark@séctions such as gift,
partition, sale and memorandum of compromise etoichv were to be
compulsorily registered under Section 17 but werg registered. The
registering authorities, while registering the doeumts, did not consider the
earlier transactions which resulted in short lefgtamp duty and registration
fees oR 51.53 lakh.

After Audit pointed out these cases, all the regisg authorities replied
(between August 2014 and March 2015) that the mattalld be examined
and reply sent in due course.

The matter was referred to the Department in JOWS2 Their replies have not
been received (January 2016).

4.13 Short levy of duties on documents involving distincmatters

As per Section 5 of IS Act if an instrument relaties several distinct

transactions, it shall be charged with an amourduby equivalent to the sum
of duties that would have been levied if each taatisn were to be registered
as a separate instrument.

In two District Registrar§® and Sub Registrar, Malkajgiri, Audit noticed
(between December 2014 and January 2015) from d¢ledals of three
documents that duties were not levied on variogimdit transactions which

138 Hyderabad (South) and Rangareddy (West).
139 Rangareddy (East) and Sangareddy.
190 Hyderabad (South) and Karimnagar.
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resulted in short levy of duties amounting 3023.47 lakh as detailed in
Annexure V.

After Audit pointed out these cases, District Regis Hyderabad (South)
replied that the document must be read as a whualeaa the property was
partitioned, there was no release involved. Replgdt tenable as the two of
the members have taken cash in lieu of immovabtgpgity which was
equivalent to release, under Article 40, Schedufe df the IS Act. The
remaining registering officers replied (between &aber 2014 and January
2015) that the matter would be examined and regty i due course.

The matter was referred to the Department betweay &md July 2015. Their
replies have not been received (January 2016).

4.14 Short levy of duties due to intentional splithg of sale of land
abutting highway

Section 27 of the IS Act requires that an instrumeosntains details like
consideration, market value of the property and ather facts and
circumstances affecting the levy of duty on it. tdet 64-A of the IS Act
provides for recovery of stamp duty short levied.

The CIGR in a circular® instructed all Sub Registrars to check
undervaluation of property and to plug all looplsote arrest any leakage of
revenue. These instructions were issued in the whkases noticed in respect
of splitting of the high valued land abutting Na@ Highways by their
owners with a view to escape stamp duty.

During test check of records of District RegistrBgngareddy (East), Audit
noticed (March 2015) that a land owner registevanlseparate DGPASs for the
land admeasuring 4300 sq. yards (February 2014phitging them into plots
of 3600 sq. yards and 700 sq. yards with differemarket values of
< 8000 anck 20000 per sg. yard respectively. The split wasenadsuch a
way that the smaller plot carrying the higher maskaue abutted the National
Highway while the bigger plot of lesser market wahad no direct access to
the road. Similarly, in District Registrar, Rangdalg (West) (January 2015),
the owner of two contiguous plots (474.44 and 78@&. yards) sold the plots
to the same vendee (November 2012) by adoptingdtfferent market values
of ¥ 22,000 and@ 11,000 per sq. yard respectively.

In all these cases, the registering authoritiesndidcheck undervaluation by
linking the documents. This resulted in short le¥yluties oR 10.43 lakh.

After Audit pointed out the cases, all the regisigrauthorities replied
(between April 2014 and March 2015) that the matteuld be examined and
detailed reply furnished in due course.

The matter was referred to the Department betwaea dnd July 2015. Their
replies have not been received (January 2016).

141 Rc.N0.MV2/10472/2008 dated 11 July 2008.
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4.15 Short levy of duties due to non-verificatiomf facts

As per the Rule 7 of AP Revision of Market Valueid&lines Rules, 1998,
different values have been fixed for agriculturands fit for house
sites/residential localities. Rule 4 (1)(ii)(a) tfe Rulesibid provides for

different rates for valuation of agricultural laadd non-agricultural land for
levy of stamp duty and registration fees. SectidrmA6of the IS Act provides
for recovery of deficit stamp duty, if any.

During test check of records of District Registriggrimnagar and two Sub
Registrar§®?, Audit noticed (between September 2014 and Jar2@t$) that
in the case of two sale deeds and one AGPA exetgizeeen May 2013 and
July 2013, the registering authorities, while regjisig the documents, did not
verify the status and category of the land from lthead Revenue authorities
and adopted agricultural rates for lands which &laglady been converted for
non-agricultural purposes. In one of the above Gasgyistered, in the office
of SR, Jagtial, the property was already on leaseunning a Junior college
by the time it was sold. Therefore, the propertld seas to be valued at the
rate applicable to agricultural land fit for houskes. However, registering
authority had adopted agricultural rate insteade Hnoperties were thus
undervalued resulting in short levy of stamp duhd aegistration fees of
% 9.67 lakh.

After Audit pointed out these cases, Sub Registlagtial stated (September
2014) that it was not the duty of the registeritiicer to verify the previous
registrations and that at the time of registrabblocument, vendor produced
all evidence such as pattadar pass book, title,deebland pahatit® etc. Sub
Registrar contended therefore that the land wasidtyral land. The reply is
not acceptable as the lands had already been ¢edvar the landowners had
obtained permission for using the land for non@gdtural purposes. The
provisions of Section 64-A of the IS Act can bedked by the registering
officers to collect the deficit stamp duty. In themaining two cases
registering officers replied (between Septemberd2@id January 2015) that
the matter would be examined and reply sent inctuese.

The matter was referred to the Department betwaea dnd July 2015. Their
replies have not been received (January 2016).

4.16 Short levy of duty on partition deeds due torission of joint
share

As per Article 40 of Schedule I-A to IS Act in casiepartition among family
members, stamp duty should be levied at parecent on the amount or the
market value of the property partitioned after egéng the major share.

142 jagtial and Kalwakurthy.
143 Land Records extracted from the online land receygsem called WEBLAND accessible
through http://webland.telangana.gov.in.
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Further, as per the Standing Ord¥fsproperties set apart for common
enjoyment have to be treated as one distinct share.

Audit noticed (between November 2014 and JanuafypP@uring test check
of records of District Registrar, Rangareddy (West)l two Sub Registrdfs
that in three partition deeds registered betweeguau2013 and March 2014,
the registering authorities while registering tloewiments did not consider the
un-partitioned property for common use before argvat the value of the
properties partitioned for levying duties. This glibhave been treated as one
of the shares as per the Standing Orders. Not dsmirgsulted in short levy of
stamp duty and registration feesXd.66 lakh.

After Audit pointed out these cases, all the regisg authorities replied
(between November 2014 and January 2015) that th#emwould be
examined and reply sent in due course.

The matter was referred to the Department in JOWS2 Their replies have not
been received (January 2016).

4.17 Short remittance of duties on sale degds

According to Article 47-A of Schedule I-A to the I&t, instruments of sale
are to be charged with stamp duty at fpee cent'*® on the amount set forth in
the instrument or the market value of the propevifichever is higher.
Further, transfer duty is to be levied at tpev cent on the above value as per
the provisions of various Acts of local bodies.

Audit noticed (January 2015) during test checkeabrds of District Registrar,

Rangareddy (West) that, the registering authoribylevregistering two sale

deeds between March and April 2013 levied and c@téduties amounting to
% 9.60 lakh. Cross verification of the challans riéedi into the bank with bank

statements however revealed tRat0.69 lakh only was remitted into the
Government account. This short remittance resuitetbss of revenue of

% 8.91 lakh to Government.

After Audit pointed out these cases, the DistriegRtrar, Rangareddy (West)
replied (January 2015) that the matter would berexad and reply sent in
due course.

The matter was referred to the Department in JOLS2 Their replies have not
been received (January 2016).

144 SO 405(g) of Andhra Pradesh Registration Manuat-Paead with Board’s proceedings
No.L.Dis.W3/3335/1960, dated 24 November 1960 & ik.Ro.W/7761/61, dated 19
March 1962, L.Dis.No.7354/61, dated 12 February?196

15 Ghatakesar and Rajendranagar.

198 This rate came into effect from 01 August 2010 evi.0.Ms.No.719 Revenue
(Registration-1) Department, dated 30 July 201Cevitus rate was seveper cent in
Corporations/Special/Selection Grade Municipalities sixper cent in other areas.
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4.18 Short levy of stamp duty on dissolution of panership firm|

As per Article 41-C(a) of Schedule IA to the IS Aelad with Government
Order*’, stamp duty on dissolution of partnership firmtasbe charged at
threeper cent on the market value of the property distributeth® partners.

Audit noticed (January 2015) during test checkeabrds of District Registrar,
Rangareddy (West), that in the case of an instrinoéndissolution of
partnership firm, registered in February 2014, régistering authority did not
consider the total value of property of the firmm fmmputation of stamp duty.
This resulted in short levy of stamp dutyRo8.49 lakh.

After Audit pointed out the case, the District Regar, Rangareddy (West)
replied (January 2015) that the matter would berexad and reply sent in
due course.

The matter was referred to the Department in Mal52d heir reply has not
been received (January 2016).

4.19 Short levy of registration fee

As per Government Ordéf, registration fees is to be levied at the rat6.6f
per cent on all gift deeds in favour of local bodies andAmgreements of sale
of immovable properties/ GPAs with sale clause esttbjo a maximum of
< 10,000 an& 20,000 respectively. Registration fee is to bergbe on lease
deeds at the rate of Opgr cent on the value taken for charging stamp duty.

Audit noticed (January and February 2015) duriegt theck of records of
offices of two District Registrat®’ and two Sub Registrdr that in six cases

each of General Power of Attorneys, sale agreemédse deeds and gift
deeds in favour of local bodies registered aftegusi 2013, the registering
authorities collected registration fee at pre-reglisates. This resulted in short
levy of registration fee & 5.02 lakh.

After Audit pointed out these cases, District Regis Hyderabad replied that
out of% 0.95 lakh, an amount & 0.68 lakh was collected in one case. Other
registering authorities replied that the matter Mobe examined and reply
sent in due course.

The matter was referred to the Department betwaea dnd July 2015. Their
replies have not been received (January 2016).

147 5.0.Ms.No0.584 Revenue (Registration-1) Departmeated 30 November 2013.
198 G.0.Ms.N0.463, Revenue (Registration-I) Departméated 17 August 2013.
199 Hyderabad and Rangareddy (West).

130 Kapra and Saroornagar.
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CHAPTER V
TAXES ON VEHICLES

5.1 Tax administration

The Transport Department of Government of Teland#ria governed by
Motor Vehicles (MV) Act, 1988, Central Motor Vehec{CMV) Rules, 1989,
Telangana Motor Vehicles Taxation (TMVT) Act, 196Belangana Motor
Vehicle (TMV) Rules, 1989. The Transport Departimaes primarily

responsible for enforcement of provisions of Actsd aRules framed
thereunder which, inter alia, include provisions @wllection of taxes and
fees, issue of driving licences and certificateditoless to transport vehicles,
registration of motor vehicles and granting regaad temporary permits to
vehicles. At Government level, Principal Secret@fyansport, Roads and
Buildings Department) heads Transport Departm@&nansport Commissioner
(TC) is in charge of the Department. At distrievél, there are Deputy
Transport Commissioners (DTC) and Regional Trans@idficers (RTOS)

who are in turn assisted by Motor Vehicles Inspec{dMVIs) and other staff.

5.2 Internal audit

Internal audit provides a reasonable assuranceopiep enforcement of laws,
rules and departmental instructions, and this igital component of the
internal control frame work. There was no systemindérnal audit in the
Department to ascertain compliance with Rules/Guwent orders by the
Department. When this was pointed out in the Repfathe Comptroller and
Auditor General of India (Revenue Receipts) for yfear ended 31 March
2009, Department assured that internal audits wbeldonducted in future.
However, Department did not furnish any informatienords in respect of its
implementation (January 2016).

5.3 Results of audit

In 2014-15 test check of records of 13 units retato token tax, special road
tax, registration fee, permit fee, driving licenfe®, conductor licence fee,
penalties and composite fee under the National PeBoheme showed

under-assessments of tax and other irregularitesing< 14.57 crore in 61

cases, which fall under the following categaries

1 Government of Telangana vide G.0.Ms.No.2,Transp&bads & Buildings (Tr-I)
Department, dated 17 June, 2014 issued Telangaaptiddof Motor Vehicles law order
2014 and ordered to substitute the word Telangamattie word Andhra Pradesh
throughout the State Transportation laws. In vidihe above, the word Andhra Pradesh
has been substituted by Telangana.
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Table 5.1 : Results of audit

(T in crore)
No. of

SI.No. Category cases Amount

1. Non-realisation of fee due to non-renewal of Fifn 11 1.13
Certificates

2. Non-levy of Quarterly Tax and penalty 11 12.76
3. Non/Short levy of Life Tax 13 0.19
4. Non-finalisation of action on VCRs under Sectioi® 20 10 0.20
5. Non-levy and collection of Green Tax 11 0.11
6. Other irregularities 5 0.18
Total 61 14.57

During 2014-15 the Department accepted short lexdy@her deficiencies of
 17.03 lakh in eight cases pointed out during 2084-A few illustrative
cases involvin@ 14.46 crore are mentioned in the succeeding papagr

5.4  Non-levy of quarterly tax

Section 3 of Telangana Motor Vehicles Taxation (TNJ\Act, 1963 stipulates
that every owner of a motor vehicle is liable to/ pax at rates specified by
Government. Section 4 of the Act specifies thatdhall be paid in advance
either quarterly, half yearly or annually within enmonth from
commencement of quarter. Under Section 6 of TMVT Aead with Rule
13(1) of Telangana Motor Vehicles Taxation (TMVT)IBs, 1963, penalty for
belated payment of tax shall be levied at the eapaivalent to quarterly tax
demanded, if tax is paid within two months andvatée the rate of quarterly
tax if tax is paid beyond two months from beginnioyquarter on cases
detected.

Audit noticed (between December 2014 and Febru@tpPduring test check
of data in the offices of six Deputy Transport Coissioners (DTCs§?and
five Regional Transport Officers(RTG3jthat quarterly tax of 4.23 crore
was neither paid by the owners of 2644 transpehticles nor demanded by
the Department. Besides, penalty08.45 crore was also to be levied at twice
the rate of quarterly tax for delay exceeding twonths in payment of tax.
There was non-realisation of tax and penalty amogrib I 12.68 crore.

After Audit pointed out these cases, DTCs Warangdilabad, Karimnagar
and RTOs Mahabubnagar, Mancherial, Hyderabad (Weste) replied

(between December 2014 and February 2015) thadébails of vehicles
would be verified and action taken under intimatiorAudit. The remaining
DTCs and RTOs replied (January and February 20t&)the matter would be
examined.

The matter was referred to the Department in Juitb2Replies have not
been received (January 2016).

152 Adilabad, Karimnagar, Medak, Nalgonda, Nizamabad \&/arangal.
133 Hyderabad (South Zone), Hyderabad (West Zone), nitham, Mahabubnagar and
Mancherial.
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5.5 Non-renewal of fithess -certificates resulting ni non-
realisation of fithess certificate fee

As per Section 56 of the Motor Vehicle (MV) Act, 898 a transport vehicle
shall not be deemed to be validly registered, @niesarries a certificate of
fitness (FC) issued by the prescribed authoritypas Rule 62 of the Central
Motor Vehicle (CMV) Rules, 1989, the certificate fithess in respect of the
transport vehicles shall be renewed every year.le Bl of CMV Rules
prescribes the fee for conducting test of a veHmtegrant and renewal of the
certificate of fitness.

Audit noticed (between December 2014 and Febr2@iyp) during test check

of the records relating to grant of fithess cegéifes and analysis of data of
offices of six DTC$*and five RTOY® that during the years 2012-13 and
2013-14, FCs of 31087 vehicles had not been renekbdugh their status

was active as per CF&f database. Active status implies that the vehiele h
all the requisite certificates. Non-renewal of F@ich is issued after testing

of the vehicle for fitness, jeopardized public $afeesides resulting in non-

realisation of FC fee & 1.13 crore.

It was replied by nine officé¥ (between December 2014 and February 2015)
that the FCs were being renewed whenever the ovapgn®ached the offices
and that the vehicles plying without FCs would hielicepted by enforcement
officers. DTC Medak and RTO Hyderabad (South Zoreglied (January
2015) that the matter would be examined.

However, under Section 56 of MV Act, it is mandgtao renew FC.
Presumption that vehicles without FCs would be iialdy checked by
enforcement authorities and that vehicles not gectied were not plying on
the roads is fallacious. Absence of an in-built haagsm in CFST package to
give alerts regarding validity of FC while makingypnent of quarterly tax,
led to non-monitoring of fitness of vehicles.

The matter was referred to the Department betweay Bhd June 2015.
Replies have not been received (January 2016).

134 Adilabad, Karimnagar, Nalgonda, Nizamabad, Meds&amgareddy and Warangal,

%5 Hyderabad (South Zone), Hyderabad (West Zone), nitham, Mahabubnagar and
Mancherial .

136 1T system “Citizen Friendly Services of Transposdartment”.

157 DTCs - Adilabad, Karimnagar,Nalgonda, Nizamabadi \farangal.
RTOs - Hyderabad (West Zone), Khammam, MahabubreghMancherial.
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5.6 Non-realisation of compounding fee

As per Section 200 of MV Act read with Governmend@*®, dated 18
August 2011, officers of Transport Department reloty the rank of Assistant
Motor Vehicle Inspectors (AMVIs) can compound cirtaffences®® noticed
during checking of vehicles by collecting compoungdifee at the rates
specified by the Government. The offences notiaeslto be noted in the
Vehicle Check Reports (VCRS). In case the offerazesnot compounded on
the spot, these VCRs are to be sent to the corstdRegiional Transport
Authorities (RTOs/DTCs) for taking action againke tregistered owners of
those vehicles.

Audit noticed (between December 2014 and Febru@tpPduring test check
of data analysis of VCRs for the years 2012-13 20itB-14 of offices of five
DTCs™ and four RTOS® that in 809 cases the offences were neither
compounded nor prosecution taken up. This resuhedon-realisation of
compounding fee & 19.64 lakh.

After Audit pointed out these cases, DTC, Nizamatsgdied (January 2015)
that compounding fee would be collected as and whenowners approach
the office for release of vehicle or for any othgansaction. RTO

Mahabubnagar replied (December 2014) that compagnigie was levied on
some of the vehicles in the list and action woutdtéken in respect of the
remaining vehicles. The RTO, however, did not poedany evidence in
support of the reply. In the remaining cases,tthesport authorities replied
(January and February 2015) that action would kentdo dispose of VCRs
and intimated to Audit.

The matter was referred to the Department in Mals52®Reply has not been
received (January 2016).

5.7 Short levy of life tax in respect of second andubsequen
non-transport vehicles owned by individuals

As per Section 4(1)(aa) of TMVT Act, the motor vahitax levied under the
second proviso to Section 3(2) of the Act shalfdyethe lifetime of the motor
vehicle and shall be paid in advance in lump sunthieyregistered owner of
the motor vehicle or any other person having passesr contract thereof.

Third, Sixth and Seventh Schedules to the TMVT @att 11/2010) prescribe
rates of life tax for vehicles. For first vehicld,it is a two wheeler, the
applicable tax rate is ninger cent; if it is a four wheeler, if the cost of the
vehicle is less tha® 10 lakhs the rate is 1j&r cent; otherwise 14oer cent.
For second and subsequent non-transport vehiclegdhaup to seating

%8 G, 0.Ms.No0.108, R&B(TR-) dated 18 August 2011.

159 Offences like over loading, driving without LicencRegistration Certificate, Fitness
Certificate, under age driving, driving at excessspeed, wrong parking etc.

180 Adilabad, Karimnagar, Nalgonda, Nizamabad and Waah

181 Hyderabad(South Zone), Hyderabad(West Zone), Khamiand Mahabubnagar.
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capacity of 10 in all, owned by individuals, the tate is 14per cent. The
above provisions came into operation with effeatrfr02 February 2010.

Audit noticed (between December 2014 and Febru@ipPduring scrutiny of
data of offices of five DTCE%and four RTO¥* that life tax in respect of 388
second or subsequent non-transport vehicles ownedndividuals was

collected at rates applicable to first vehiclesuteng in short levy of life tax
amounting t& 18.31 lakh during the years 2012-13 and 2013-14.

After Audit pointed out these cases, DTCs Warangalimnagar, Adilabad
and RTOs Mahabubnagar, Hyderabad (West Zone) deglianuary and
February 2015) that list of vehicles would be vedfand action taken
accordingly. In the remaining cases, the DTCs/RTi@plied (between
December 2014 and February 2015) that the matteldime examined.

The matter was referred to the Department in Juitb2Replies have not
been received (January 2016).

5.8 Non-realisation of bilateral tax and penalty

Interstate vehicular traffic of goods is regulabsdbilateral agreements under
the provisions of MV Act and Rules made there untfeterms of Section 88
of the MV Act, a permit granted by State Transguthority (STA)/Regional
Transport Authority (RTA) of any State/Region shadk be valid in any other
State/Region, unless the permit has been coumeigy the STA of that
State or by the RTA concerned.

As per Government Ordéf dated 16 December 2008, bilateral tag &000
per annum (under TMVT Act) shall be levied on evgopds carriage covered
by countersignature permit which is registerechim $tate of Maharashtra and
is plying in Telangana area. Tax shall be paiddmance in lumpsum before
fifteenth of April every year failing which an adidinal sum of 100 for each
calendar month of default shall be charged as penal

Audit noticed (February 2015) during test checlhaf tax watch registers and
analysis of data of the office of DTC, Adilabadttbdateral tax for the years
2012-13 and 2013-14, amounting ® 12.30 lakh, besides penalty of
I 4.34 lakh, was not collected in respect of 130 eleki registered in

Maharashtra, which were granted countersignatumaifse

Further, there was no mechanism to monitor paynoériilateral tax after
granting countersignature permits and the office wallecting the tax only
when the owners approach for payment of tax.

After Audit pointed out these cases, DTC repliegbfaary 2015) that the
matter would be verified and action taken acconging

182 adilabad, Karimnagar, Nalgonda, Nizamabad and Wgah
183 Hyderabad(South Zone), Hyderabad (West Zone), Kham and Mahabubnagar
164 G.0.Ms.N0.362, TR&B (TR.II) Department, dated 16d@mber 2008.
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The matter was referred to the Department in Mals2®Reply has not been
received (January 2016).

5.9 Non-levy of green tax

Government by an order dated 23 November #3p6érdered that “green tax”
be levied on the transport vehicles and non-tramspehicles completing

seven years and 15 years of age respectively fnenddte of registration. The
rate of tax i€ 200 per annum for the transport vehicles, & B50 per annum

for motorcycles an& 500 for other vehicles for every five years.

Audit noticed (between December 2014 and Febru@ipPduring scrutiny of
Green Tax table and analysis of CFST data of tfieesfof four DTC*® and
three RTO¥" that green tax aggregating ¥010.35 lakh, on 3337 transport
vehicles and 859 non-transport vehicles which ladpteted seven years and
15 years of age respectively, was not levied arniéated for the period from
April 2012 to March 2014.

After Audit pointed out these cases, DTCs Nizamalashgareddy, Nalgonda
and RTO Hyderabad (West Zone) and Mahabubnagaiedegbetween

January and February 2015) that Green Tax wouldoliected as and when
the owners approach the office for any transactivhC Warangal and RTO
Hyderabad (South Zone) replied (January 2015) that matter would be
examined. However, taking action on the casest@iout by Audit as a
result of test check would not be sufficient, doigaaction is required to be
taken to plug such lapses also.

The matter was referred to the Department in May52Replies have not
been received (January 2016).

185 G.0.Ms.No.238, (TR&B)(TR.I) Department dated 23vidmber 2006.
186 Medak, Nalgonda, Nizamabad and Warangal.
187 Hyderabad (South Zone), Hyderabad (West Zone)Maithbubnagar.
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At the apex level, Chief Commissioner of Land Adisiration (CCLA) is
responsible for administration of Board's Stand@gders (BSO), Andhra
Pradesh (AP) Water Tax Act, 1988, AP Agriculturahd (Conversion for
non-agricultural purpose) Act, 2006 and Rules ardkis issued thereunder.
Telangana State is divided into 10 districts, eathlwhich is headed by a
District Collector who is responsible for the adisiration of the respective
district. Each district is divided into revenue idiens and further into
Mandals, which are kept under administrative chafgy®evenue Divisional
Officers (RDOs) and Tahsildars respectively. Eaitlage in every Mandal is
administered by a Village Revenue Officer (VRO) enthe supervision of
the Tahsildar. VROs prepare tax demands undehalAtts mentioned above
for each Mandal from the village accounts and detgproved by the
concernedlamabandi officers. VROs/Revenue Inspectors are entrustetd wit
work of collection of revenue/taxes such as watet, tonversion fee for
agricultural lands etc. At Government level, ProatiSecretary (Revenue) is
in charge of overall administration of Revenue Dépant.

The Department did not have a structured interndltaving that would plan
and conduct audit in accordance with a scheduldd plan.

6.3 Results of audit

Test check of records of 21 Land Revenue Officegluoted during the year
2014-15 revealed that conversion tax amountirg 3079 crore was not/short
levied in 10 cases. A few illustrative cases inunvI 1.69 crore are
mentioned in the succeeding paragraphs.

188 Acts pertaining to Land Revenue Department whichewe force in the unified state of
Andhra Pradesh are still in force in TelanganaeStat
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6.4 Land acquisition by Revenue Departmeht

6.4.1 Introduction

The Land Acquisition Act, 1894 (Central Act), asearded in 1984, empowers
the State Governments to acquire land for publigp@se. This Act is also
supplemented by Andhra Pradesh Board’s Standingr®rdndhra Pradesh
Land Acquisition (Negotiation Committee) Rules, 29%nd executive

instructions issued by the Government. The sulgétand administration in

Telangana is dealt with by the Revenue Departmeatiéd by the Principal
Secretary, Revenue Department

6.4.1.1 Land acquisition proce$s

Revenue Divisional Officers (RDOs) and Special DgpDollectors (SDCs)
function as Land Acquisition Officers (LAOs). Theqaisition process starts
with receiving requisition proposals from requsiting Department by the
RDO/SDC.

Under Section 4 and 6 of Land Acquisition Act 1§84 Act) and Andhra
Pradesh Board’s Standing Orders (BSO), on recdigh® proposal, LAO
conducts joint inspection of land proposed to bguaed with the officials of
the requisitioning Department and sends land cstghate to it. After receipt
of funds, the LAO submits feasibility report to timestrict Collector. The
District Collector then issues Preliminary Notificen'®® (PN) and Draft
Declaration” (DD). For preparing the Preliminary Valuation $taent’* of
the land under acquisition, the LAO obtains detailssales of land in the
village of acquisition for three years preceding thate of notification from
the office of the Sub-Registrars. Based on it, rtiegket value of the land is
fixed and allowances viz. 3per cent solatiunt’?, 12 per cent Additional
Market Value (AMV) and increase towards time lagynb@ added to it. The
LAO submits the statement to the Collector for appt. After approving of
the statement, the District Collector passes anrdt& The Award has to be
passed within two years of draft declaration.

As per Andhra Pradesh Land Acquisition (Districtvée Negotiations
Committee) Rules, 1992 and Andhra Pradesh Land iditigun (State Level
Negotiations Committee) Rules 1998, if the valuati® not accepted by the
pattadars, they may convey their willingness tdlesdghrough the District
Level Negotiation Committee (DLNC), headed by thistiict Collector as
Chairman. The DLNC may enhance the compensatiora paximum of

189 Meant for information of the pattadars and shohes intention of the Government to
acquire land. Also empowers authorised officersrtter the land and conduct survey.

170 A declaration shall be made to the effect thatptaicular land is needed for a particular
purpose (like dwelling house for the poor) undes #Hignature of a Secretary to such
Government or of some officer duly authorised tdifyeits orders.

"1 |t is a statement showing the value of the landenmcquisition approved by the Collector.

1721t is a sum awarded on market value of land, insateration of the compulsory nature of
the acquisition.

1731t contains the true area of the land, compensatiobe allowed and the apportionment
allowed (Section 11(1) of the LA Act, 1894).
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50 per cent. (Any further increase has to be referred to tlwe&Bnment or
State Level Negotiation Committee). In such caSesmsent Award is passed
by the LAO after its approval by the Chairman ofNDL and payments are
made as per the Award. In case of dispute over mhigeor apportionment of
compensation, reference is to be made to a CiviirCand the disputed
amount deposited with the Court. In case of urgeadyance possession can
be taken after issuing Preliminary Notification en&ection 17 of LA Act. In
case of advance possession of landp&0cent of estimated compensation
shall be paid to the pattadars. The process issho the following flow
chart:

Preliminary
Notification
(PN)

District Collector

Requisitioning
Department

Revenue Divisional Officer

Draft
Declaration
(DD)

General
Award <€

Handing ove
of land

District/State
Level Negotiation | Incase of objection by,
Committee pattadars Award

€ \Enquiry

6.4.2 Scope and methodology of audit

Consent

Preliminary
Award

Valuation
Statement

Audit was conducted during July 2014 to February®i the offices of 12*
out of 43 LAOs under Land Revenue Department, safleon the basis of
expenditure incurred on land acquisition duringpleeod 2012-15. The audit
findings and observations that appeared in LocalitNReports of 14 Revenue
Divisions in the years 2013-15 but could not beluded in earlier Audit
Reports, have also been included in this Repordit4indings on the records
on Land acquisition collected from the SDC (LA), dé¢yabad Metro Rail
Project (Hyderabad Metro) are also included in Report.

17 RDOs Gadwal, Mahbubnagar, Medak, Miryalguda, Mulujalgonda, Nirmal,
Nizamabad, Peddapally, Sangareddy, Warangal and E®Qndustries), Rangareddy.
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As per Article 262 of AP Financial Code, comperwatfor lands acquired
under LA Act comes under Revenue Deposits. Furéseper Article 261,
Revenue Deposits come under Civil Deposits hedslosernment Accounts.

During the course of Audit of 20 LA®S, it was observed from the records
that in contravention to the provisions, land asfjioin deposits were
deposited in various nationalised and private bankfe LAOs intimated
during the period from August 2013 to February 2@i&t an amount of
% 294.78 crore was lying in various bank accourtsvas also observed that
out of these 20 LAOs, in four LAGZ interest accrued on land acquisition
deposits, amounting ©2.93 crore, was utilised for payment of utilityaches
and purchases of laptops and Xerox machines, mltharges etc.

Keeping the funds outside the Government accoutgstahem out of the
budgetary control and expenditure monitoring sysbémme Government.

On parking of funds in banks, 11 LABSout of 20 accepted (October 2013 to
February 2015) that the deposits were made in bardtead of depositing
them in treasuries. The remaining nine RD®seplied (August 2013 to
January 2015) that the matter would be examined andetailed reply
furnished in due course. On the utilization of rest, all the four RDOs
accepted the fact (August 2013 to February 2014yiounot give any reasons
for non-compliance.

It was noticed that non-compliance with the prdssxtiprocedure and rules by
the LAOs resulted in additional burden ®f15.31 crore to the Government
exchequer as discussed in the subsequent paragraphs

As per Order 90(3) of BSO, for valuing lands, detaf preceding three years
land sales obtained from Sub Registrar officehenlocality should be taken
into account. This is known as ‘comparative salesthod. In case it is not
possible to get comparable sale statistics, c@atedn method, in which

valuation is done by multiplying annual yield byfeetor of, say 10, is to be

"5 Asifabad, Bodhan, Bhongir, Gadwal, Jangaon, Kasigam, Khammam, Malkajgiri,
Mancherial, Medak, Miryalaguda, Mulug, Nalgonda, iza&nabad, Peddapalli,
Saroornagar, Utnoor, Vikarabad, Warangal and SDXC(lhdustries) Rangareddy.

176 Karimnagar, Medak, Nizamabad and Saroornagar.

17 Bodhan, Gadwal, Karimnagar, Medak, Miryalaguda, lidu Nalgonda, Nizamabad,
Peddapalli, Vikarabad and Warangal .

178 Asifabad, Bhongir, Jangaon, Khammam, Malkajgirgridherial, Saroornagar, Utnoor and
SDC LA (Industries) Rangareddy.
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adopted. Audit checked the files related to languggition in 12 RDOs/SDCs

and observed that in 19 cases, though in the Awamiss stated that value as
per comparative sales was used, the provisiongdioiation were disregarded
while acquiring 462.41 acres of land. This resuliedexcess payment of
3 12.18 crore towards compensations. Audit workedpoeliminary value on

the basis of sales statistics obtained from the-FSegistrars concerned and
compared it with the value paid as tabulated below:

Replies of the offices/

Office Audit Observation Government Remarks
RDOs In seven cases in whig RDOs of Mahbubnagal Replies  have
Khammam, 189.50 acres wer{ Medak, Mulug and Nirma| not been
Mahabubnagar| acquired,¥ 1215.97 lakh| (July 2014 to February 2015 received
Medak, Mulug,| was paid againg accepted the observatio| (January 2016).
Nirmal and| T 614.70 lakh as allowe( Others replied (September 20
Nizamabad. under provisions. In thes to October 2014) that the matt

cases, the market values| would be examined.

lands in other villageg

were considered for fixing

preliminary value ignoring

the sale statistics in th

vilage where land wa

being acquired.
RDOs Gadwal, In four cases in whicli RDO Gadwal replied (Februarn In the absence
Medak, 109.45 acres of land wg 2015) that PV was fixed by th of comparative

Peddapally ang
Utnoor

acquired, ¥ 581.02 lakh
was paid againg
I 370.34 lakh allowed a
per  provisions. The
market values of land
were adopted on loca
enquiry for fixing
preliminary value and
were not based on sa
statistics.

Joint Collector and Awarg
approved by the Collecto
RDOs of Medak and Peddapa
replied (August 2014 f{(
February 2015) that th
landowners were registerin
documents at less than t
actual rates to avoid payment
stamp duty and prevailin
market rates were higher tha
those furnished by the S
Office. RDO Utnoor stateg
(September 2014) that th
matter would be examined.

sales,
capitalisation
method was tg
be adopted. Th¢
Act does not
provide for
discarding sal€
statistics on the
grounds
mentioned
the RDOs.

D

by
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Replies of the offices/

Office Audit Observation Remarks
Government
RDO, In three cases, in whic| RDO Gadwal stated (Februa| The reply is not
Gadwal 50.90 acres of land wg 2015) that the JC relevant.
acquiredX 336.27 lakh wag Mahbubnagar had fixed th Moreover,
paid as compensation § PV during physical nearness to town
against ¥ 185.43 lakh| verification and that thg and suitability of
payable. The values of lanq¢ Award was approved by th land for
were enhanced for fixin¢ Collector. cultivation
preliminary valuation as th usually gets
lands were stated to K accounted for in
suitable for horticulture o the value during
cotton cultivation and wer normal sales
near Gadwal town. transactions.
RDO, Mulug | In one case in which 12.5 RDO Mulug accepted (Jul
acres of land was acquirq 2014) that excess payme
¥ 51.20 lakh was paid g was made.
compensation as again
% 42.07 lakh based on sa
statistics. The value of lan
as was overstated by th
Sub-Registrar while sendin
the sale statistics.
RDOs, In four cases in whicli The offices replied Replies have not
Adilabad, 101.80 acres of land wg (September 2014 to Janug been received
Sangareddy, | acquired, ¥ 1613.68 lakh| 2015) that matter would bl (January 2016).
SDC, LA | was paid agains examined and detailed rep
(Industries), | ¥ 1367.75 lakh admissibl{ furnished in due course.
Rangareddy | based on the value
calculated using sal

statistics. No valid reaso

was given in these cases.

Further replies are awaited (January 2016).

6.4.4.2 Violation of prescribed procedures

Land compensation was to be paid by adopting tbegolures laid down in
the LA Act and Government instructions. Howeveringithe course of Audit,
cases of non-compliance with the prescribed praeedt the time of fixing

the compensation were noticed that

¥ 3.13 crore as discussed below:

resulted

in ssxcpayment of

Violation

Reply of the
offices/Department

Remarks

Section 17 (3A) (a) of the LA
Act states that before takin
possession of any land in cas
of urgency, the Collector sha
tender payment of 8@er cent
of compensation as estimat
by him. However
advance payment was made
three cases in RDOs Mulu

Nizamabad

Hence when final payment wa
made, interest of 2.21 crore
had to be paid at ninper cent

no suc
that

and Warangg

RDO, Mulug replied (July 2014
that due to non-receipt of fung is
and advance not being insist
upon by the pattadars at the tin
of taking possession, gfer cent

advance was not paid. RD(
Warangal replied (August 2014
the
Department had taken over t
possession of the land witho
depositing the amount of 8er

cent of the cost of the land as p
LA Act. Hence the acquisitio

not

insisted
requisitioning

case.

Reply of RDO Mulug

advance was to be pal
compulsorily as per th
Act provisions. RDO
Warangal should hav

requisitioning

Department deposit th
amount as the amount
was to be paid in any

tenable a

o v

1%

(1%

that the

[¢)
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for first year and 1%per cent for
second year on 8fer cent of
the amount for acquisition ¢
29.18 acres, which could ha
been avoided if the advan
payment was made.

was made without payment
advance. RDO, Nizamabg
replied (October 2014) that th
matter would be examined and
detailed reply would be
furnished in due course.

As per Section 4(1) of LA Act]
among the various modes
publications'”®, date of last
publication of notification for
acquisition of land was to b
treated as the final date
publication for all purpose
during the process (o
acquisition of that land. Unde
Section 23(1A) of the Act
Additional Market value a
12 per cent per annum was to b
paid from the date o
publication of Notification to
the date of Award or date (¢
taking possession of lan
whichever is earlier. Howeve
due to non-reckoning of the da
of the last publication as th
final date of publication, AMV|
was paid for excess period
ranging from three days to 16
days in 13 cases of SDC, L
(Industries), Rangareddy, SD
(LA), Hyderabad Metro
Hyderabad and RDOs Meda
Nalgonda, Sangareddy ar
Warangal. There was exce
payment of¥ 75.12 lakh in
these cases whereby 60.90 ag
of land was acquired.

RDO, Medak replied (Februar
2015) that the date @
publication of notification in
newspaper was taken as date
notification and accordingly
award was passed. RD
Nalgonda replied (Novembeg

2014) that date of Gazet
Notification was taken intg
account. RDO, Waranga

(August 2014) replied that da
of public notice in local area
was not taken as date
publication of notification buf
the date of notification in th
District Gazette. In fou
(X 8.62 lakh) out of seven case
SDC (LA), Hyderabad Metrg
stated (January 2015) that t
Audit observation would b
noted for future guidance. |
three cases%(36.71 lakh), SDC
(LA), Hyderabad Metro and i
one case, SDC LA (Industrie
Rangareddy replied (Janual
2015) that matter would b
examined and detailed rep
would be furnished in du
course.

The replies are no
tenable as in all thes
cases, dates q
notification  adopted
were not the dates ¢
last publication of
notification. The Act
clearly specifies thal
the date of las
publication is to be
taken as the final dat
of publication for
calculation of AMV.

—~ (D

—h

As per Section 23 of LA
Manual in Andhra Pradesl
payment for wells should not b
made. However, payment f¢
compensation of 16.54 lakh
for wells in four cases in a
Award was made under whig
19.48 acres were acquired
RDO Peddapalli.

No specific reply was furnished

Replies have not bee
received (Januar
2016).

=)

Further replies have not been received (Januar§)201

6.4.5 Blocking of State Funds

The RDO, Sangareddy, in the bill of estimates faquasition of 4.10 acres of
land, estimated the cost of acquisition3a%$.69 crore. The requisitioning
Department, deposited the amount as per the esmmabde by the RDO.
However, actual expenditure incurred on acquisitdry.38 acres was only
% 1.02 crore. State funds amountincRtd.67 crore were blocked in Revenue

179 Gazette Notification, two daily newspapers, publitice in the locality
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Division for over 50 months i.e. from March 2010 ktay 2014 due to
incorrect estimates.

On this being pointed out, RDO, Sangareddy repli@ctober 2014) that the
matter would be examined and a detailed reply $ined in due course.

Reply of the Department has not been received &rsr016).

6.4.6 Conclusioh

Parking of funds outside Government account andimyadxcess payments in
violation of laid down rules were observed. Procedprescribed for land
acquisition was not followed in many cases. Wrosiingation of expenditure
resulted in blocking of State funds.

6.5 Short levy of conversion tax due to undervaluan

As per Section 3(1) of Andhra Pradesh Agriculturahd (Conversion for

non-agricultural purposes) Act, 2006, no agricatland in the State shall be
put to non-agricultural use without the prior pession of the Revenue
Divisional Officer.

Section 4(1) of the Act provides that every owfi&or occupier of agricultural
land shall pay conversion tax at nipe cent of the basic valu&" of the land
converted for non-agricultural use.

Audit noticed (September and October 2014) in tHRewenue Divisional
Offices’® that in 25 cases, individuals applied for conrsdf agricultural
land for non-agricultural uses and paid conversaa However, conversion
tax was arrived at by applying the general basicer® instead of specific
basic valug®* fixed for the particular survey number in all tagsses. Due to
incorrect adoption of basic values which were kbss the rates specified by
the Registration and Stamps Department conversiwrwis short levied. In
all these cases, conversion tax of ofily29.64 lakh was levied instead of
3 160.69 lakh. This resulted in short levy of corsi@n tax oR 1.31 crore.

After Audit pointed out the cases, RDOs, Nizamaaad Sangareddy replied
(October 2014) that conversion tax was levied basedhe basic values
furnished by Sub Registrar and matter would bertake with them. RDO,
Adilabad stated (September 2014) that the mattasldvbe examined and
Audit intimated.

180 As per Section 2(m) of the Act, 'owner' includey éessee/local authority to whom lands
have been leased out by State Government or theaC&overnment.

181 ‘Basic value' means the land value entered in Blasic Value Register notified by
Government from time to time and maintained by3hb-Registrar.

182 adilabad, Nizamabad and Sangareddy.

183 Applicable to the area covered under a survey ruritbgeneral.

184 Rate applicable to specific portions of area cesleunder a survey number, which is
usually more than the general basic value duedrimity to amenities, road, etc.
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The matter was referred to the Department in Jgr2@t5. Their replies have
not been received (January 2016).

Under Section 5 of the Act, Revenue Divisional €dfi (RDO) is competent
to convert the land use from use for agricultucahon-agricultural purposes.
Under Section 6(2) of the Act, if any agricultutahd has been put to use for
non-agricultural purpose without obtaining permossi the competent
authority shall impose fine of 5@ cent over and above the conversion tax.
As per Rule 6 of Andhra Pradesh Gram Panchayat Development (Layout
and Building) Rules, 2002, Gram Panchayats are adeninistrative
sanctioning authorities for layouts. Division Levé&anchayat Officers
(DLPOSs) exercise supervision and control and peydidance to the Gram
Panchayats and their executives in their jurisoiict’

Audit noticed (September 2014) during cross vetfan of the layouts
approved by the Gram Panchayats coming under DLR@sdiction'®® with
the conversion granted in two RDY§ that in seven cases layouts were
approved by the Gram Panchayats and 30.02 acrémndfwas converted
without authorisation from the RDO. Neither had thedividuals/
organisations approached the RDOs concerned nahdidepartment make
any effort to levy conversion tax in these casase B lack of co-ordination
between the RDOs and DLPOs/Gram Panchayats, cooweex and penalty
amounting t& 37.46 lakh could not be levied.

After Audit pointed out the cases, the RDOs rep(edptember 2014) that the
matter would be examined and Audit intimated in doerse.

The matter was referred to the Department in Jgr2@t5. Their replies have
not been received (January 2016).

185 G.0.Ms.No. 70, PR&RD (Rules) Department., DatediF2bruary 2000.
18 Audit collected the information of layouts apprdvey GPs through the DLPOs.
187 Adilabad, Bodhan.
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CHAPTER-VII

OTHER TAX AND
NON-TAX RECEIPTS







7.1 Results of audit

Test check of the records of 20 offices of DgpDirectors/Assistant
Directors of Mines and Geology conducted during ybar 2014-15 revealed
preliminary audit findings of under assessmenttawfand other irregularities
involving X 38.90 crore in 25 cases which fall under the foifgy categories:

® in crore)

1. | Short levy of royalty 8 0.95
2. | Non/Short recovery of seigniorage fee 5 4.32
3. | Short levy/collection of penalty 2 0.37
4. | Short levy of dead rent 2 0.09
5. | Non-forfeiture of security deposit 3 0.17
6. | Other irregularities 5 33.00

During the year 2014-15, the Department acceptaterassessments and
other deficiencies of five crore in nine cases, of which an amount of
% 4.42 lakh was realised in one case. A few illusteacases involving

% 5.56 crore are mentioned in the succeeding pgrhgra

7.2 Non-levy and collection of seigniorage fee

As per Rule 10 of Telangana Minor Mineral Concesstules, 1966 (TMMC
Rules}®, seigniorage fé&° shall be charged on all minor minerals despatched
or consumed from the land at the rates specifigderSchedules to the Rules.
Gov?lgrgment revised the rates of seigniorage femionr minerals through an
order™.

As per Rule 26(3)(ii) of TMMC Rules if no documentgoroof is produced in
token of having paid the mineral revenue due toeawient by any person
who has used or consumed or is in possession ofreatgrial including the
processed mineral, he shall be liable to pay fime$ normal seigniorage fee
as penalty, in addition to the normal seignioraege f

18 “Andhra Pradesh” was substituted by “Telanganabulghout the AP Minor Mineral
Concession Rules 1966 vide G.O.Ms No. 55 dated @ust 2015 issued by Department
of Industries and Commerce (Mines-1), Governmentafngana.

189 ‘seigniorage fee’ is fee charged on minor minerals

1% G.0.Ms.No.198, Industries and Commerce (M-1) Dapant, dated 13 August 2009.
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During the test check of records of offices of t&sistant Directors of Mines
and Geolog}y®* (ADsSMG), Audit noticed (between September and Oeto
2014) that in one case, while finalising the MaleRevenue Assessment
(MRA) Department did not levy the seigniorage fgaiast certain quantity of
black granite permitted to be dispatched. In asotbase, though the
Department noticed through a survey that the lesg#acted stone and metal
in excess of the quantity permitted, the Departnakaitnot levy seigniorage
fee and penalty on quantity of the mineral extrddliegally. This resulted in
non-levy of seigniorage fee & 72.21 lakh in both the cases and penalty
amounting t& 3.57 crore in one case.

After Audit pointed out the cases, ADMG, Nalgondsplred (September
2014) that the MRA would be revised. ADMG, Rangahereplied (October
2014) that necessary measures as per rules woulditia¢ed to recover the
mineral revenue dues from defaulters.

The matter was referred to the Department betwearciMand July 2015.
Replies have not been received (January 2016).

7.3 Short levy of royalty

As per Section 9 of Mines and Minerals (Developmeemd Regulation) Act,
1957 (MMDR Act), the holder of the mining lease lEpay royalty in respect
of any mineral extracted or consumed by him or &agent, manager,
employee, contractor, or sub lessee from the deamea at the rates
prescribed in the Second Schedule to the Act. Aipeular instructions? of
Director of Mines and Geology, dated 08 July 200 State Government
shall compute the royalty by adding @r cent to the benchmark value
published by Indian Bureau of Mines (IBM) every rttanThis value shall be
reckoned to be the sale price for the purpose wiptation of royalty.

In case of lessees such as cement companies witigtttdimestone mineral
for captive consumption, the limestone clinker da¢t®is also to be adopted
in addition to other items like permitted quantityspatched quantity etc., for
arriving at the quantity to be adopted in MRAs.

During the test check of records of offices of f@DsMG™* Audit noticed
(September 2014) that royalty was levied and ctdtbat rates lesser than the
prescribed on quantities extracted during the pefriom 2011-12 to 2013-14.
In ADMG, Miryalaguda, the Department did not worktahe quantity of
limestone extracted during 2013-14 by three cernentpanies based on lime
stone clinker factor. This resulted in short levly royalty amounting to
< 95.25 lakh.

After Audit pointed out the cases, in three cas&BsMG, Nalgonda,
Mahabubnagar and Warangal replied (September 28a#jevision would be

1 Nalgonda and Rangareddy.

192 Circular Memo N0.33932/MRI/98 dated 08 July 2003.

193 Quantity of limestone required for production efeometric tonne of clinker (a substance
used in the manufacture of cement).

194 Kothagudem, Mahabubnagar, Nalgonda and Warangal.
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done in case of short levy. In three cases, ADM®GihEgudem replied
(September 2014) that difference of royalty woulé bollected after
finalisation of assessment for the subsequent yeahe remaining cases, it
was replied that the matter would be examined.

The matter was referred to the Department betwearciMand June 2015.
Replies have not been received (January 2016).

7.4  Short levy of penalty on minor minerals consunt without
permit

As per Rule 10 of TMMC Rules, the seigniorage fedead rent whichever is
higher, shall be charged on all minor minerals dédped or consumed from
the land at the rates specified in the Scheduléset®Rules. As per Rule 26 (3)
(i) read with Government orde€Pr, if no documentary proof is produced in
token of having paid the mineral revenue due todaawient by any person
who has used or consumed or is in possession ofreatgrial including the
processed mineral, he shall be liable to pay five$ the normal seigniorage
fee as penalty (prior to 1 October 2010 it was tme normal seigniorage
fee), in addition to the normal seigniorage fee.

During the test check of records of offices of tABsMG (Vigilance)®,
Audit noticed (between May and September 2014at ih four cases, the
Department levied penalty, for consuming minor matege without permit, at
pre-revised rate i.e. equal to one time normalrsergge fee instead of five
times the normal seigniorage fee. This resulteghart levy of penalty of
< 22.89 lakh.

After Audit pointed out the cases, ADMG, Suryapeplied (May 2014) that
detailed reply would be submitted after verificaticADMG, Sangareddy
replied (September 2014) that the matter wouldxXaenéned.

The matter was referred to the Department betwesptegber 2014 and
March 2015. Replies have not been received (JRrAgHI6).

7.5 Short levy of dead rent

As per Section 9A of MMDR Act, 1957 read with theyso thereunder, the
holder of a mining lease shall be liable to payaityydead rent whichever is
higher in respect of any area covered under a gilgase at such rates as
specified in the Third Schedule. As per notificatfd dated 13 August 2009,
dead rent is to be paid &t 1,000 per hectare per annum in case of lease
granted for medium value minerals i.e., manganesea@ic, in the third and
fourth year of lease by the lessee &2000 per hectare per annum from the
fifth year.

19 G.0.Ms.N0.102, Industries & Commerce (Mines 1) Déqpent, dated 28 September 2010.
1% sangareddy and Suryapet.
197 GSR 575(E) dated 13 August 2009.
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During test check of records of ADMG, Mancherial, Audit noticed (December
2014) on scrutiny of MRAs for the period from 2009-10 to 2012-13 that in
eight cases, dead rent on manganese ore was levied at lower rates than
stipulated. This resulted in short levy of dead rent amounting to
< 8.32 lakh.

After Audit pointed out the cases, ADMG, Mancherial replied (December
2014) that the matter would be examined.

The matter was referred to the Department in March 2015. Reply has not been
received (January 2016).

L

(Lata Mallikarjuna)
Hyderabad Accountant General
The (Economic & Revenue Sector Audit)

Andhra Pradesh and Telangana

Countersigned
¢
7
New Delhi (Shashi Kant Sharma)
The Comptroller and Auditor General of India

98



ANNEXURES
AND
GLOSSARY







66

0TOZ 43qUWIBAON ¢ parep ‘0T0Z/LTZTT
/TS'ON OWBN OI®D & 99 3]0V

102 ‘Arenuer

(T) PR3P VdOV

Ayuedeuepy ‘YS

B66T 'S9|Ny Saullsping "A'IN'd’V ® 62 319V

2102 ‘[udy

(€) spaap Juswamas Yo

0TOZ 43qUWIBAON ¢ parep ‘0T0Z/LTZTT
/TS'ON OWBN OI®D & 99 3PV

€T0Z ‘|udy

(T) PR3P VdOV

reddn ‘4s

8661
‘sa|ny saulepind "A'IN'd’Y B V. 8|1l

€102 |udy 01 ZT0Z AIne

() poap afes

8661
‘sa|ny saulepind "A'IN'd’Y B V. 8|1V

2T0Z ‘1aqwianoN

(T) po3p afes

reBeuelpualey ‘YS

‘pardope a1es ay)

0TOZ J2qWIdAON ¢Z palep ‘0T0Z/LTCTT
/TS'ON QWS OI®D ® d9 3Py

eyl aJow sem JaisiBal
aulapIinb anpeA 193w

8661
'Sa|ny saulspind "A'IN'd’Y B V. 9|oIlY

pd se pue| jJo aley

8661
'Sa|ny saulspind "A'IN'd’V B V. 3|9IlY

Yjore 01 ZT0Z Areniga4

(95) paap ales

_ (leiny)

¥T0Z ‘Yosep () PIBPVAOY | ogewreziy us

€702 ‘udy (z) poap sfes AlredereN ‘4s
¥102

Wweuredwiyelq| ‘Ys

0TOZ¢ 19qWBAON ¢¢ parep
DTOC/LTCTT /TS'ON OWSN OI'®D ® 99 S0V

2102 ‘1snbny

(T) PR3P VdOV

Bpuox|09 ‘US

366T S9Ny SaUIPPIND "A'W'd'V ® 62 9PV

2102 1snbny

(2) posp uIo

e||aA’yd ‘|s

8661
'Sa|ny saulspingd "A'IN'd’VY B V. 9|91y

€10Z ‘Aein

(T) po8p ales

rebeuwney] ‘4da

066T Isnbny 0T 1P ‘06/V
£9€02/TAW ON sBuipaasoid s,91 B Ly 3Py

‘anjenA Jaybiy 1e

¥T0Z Yot
0} ZT0Z J9qWANON

() poap afes

(1sam)
Apparebuey ‘4a

066T 1snbny 0T 1P ‘06/V

alinboe sem Auadoud

S1 40 V-] 8|NPaY9S IBpuN SUONE|OIA

10J Ssuoseay

uonensibail Jo areq

wes o Sealaym ‘Arenue o9 9Se’d|o
E9E0Z/TAIN'ON SBUIP3320d S.9| B 9 BRIV |, o oy ;“8 _Omaoﬂm rioc f e (1se3)
0661 3SnBNY OT "IP ‘06/V-E9€0C kpy  anen  samon] bTOZ ‘UOIBI (1) | Appasebuey "ya
TAWON sbuipsadoid s9] » g9 oMy 1uswaalby wawdojanag
SUONINASUI S,9[D/S9INY/IVY uonenjeAlapun (siuawinoop Jo "oN) adAL

uswinaog

32110 3y} Jo aweN

(sena@do.d Jo uonenealapun 01 anp AInp Jo AA3| LOYS)
¥’ ydeibered
| 8INXauuy

A1esso |9 pue s Inxauuy




00T

AU

"uoys
2INndwod sem aleys
dreredas Jo  anjea

etoz ‘Ainc

(T) paap uonned

IImoqypooqa ‘us

V.y 3PV

‘pardope sem Aladoud
bUl JO anjeA 1ayiew
bSsa| pue  paldope
ou sem Jaisibal
auljlapinb anjeA 1ayJew
ad se ol JIsybiH

2102 “4aquiaded

(T) poap ales

Ajredyedny ‘y4s

Y.y 3Py

‘Ainp dwess Jo AA3| 1oy
011eJaPISUOD OJUI UdMe)
U Sem Saapuan ay) Aq
red uonelapisuod [e1o0 1

¥102
‘YaJelN 01 2T0Z ‘[Udy

(8%) paap ales

lefeuelpualiey ‘Us

6V 3PV

‘paniwio sem Aadoud
BUl JO BNnjeA ainionuis
bue paJapisuod
Ajuo anjea pueT

€T0Z ‘|udy

(T) poop wawames

(yinos)
peqelspAH ‘ya

866T
'S9INy saulspiNg "A'N'd’V ® V.1 391Uy

‘pardope

Q

66T 'saIny saullapind "A'N'd’V_® OF 391Uy

ou sem Jaisibal
aulepIinb anjen 19)ew

366T 'S9INY Saul[dpind "A'IN'd’'V ® 62 3|0V

bd se ajel ainjonns

¥T0ZC ‘Yyorew

(T) po8ap ales

(1sam)
Appasebuey ‘va

2102 ‘1snbny

(T) paap uonned

peqesapAH ‘4A

2102 1snbny

(2) pesp uIo

GTOZ YotelN T€E popud 1eak ay) Joy (10109S anuenay) 1iodey 1pny




TOT

diysiaupred

‘sisuped buowe

(9)TY 8oy ccol T Peap uoniied J0  uonnjossig feinguisip sem Auadoud w4 PEQEIENIA US| 1
‘oabehrow 0)
05°2¢ 2 paap abebuon PP YOS b sem siai 109110 01 w6 Emm:m:%_._m\m/ )
(V)S€E 8oy W e Auedoid Jo UOISS8SSOd
VdO
€92/ 0T vdO Wna a[es Spasp a[es Ind gjes Jo sjusawaalby Jo reddn ‘4s | 6
JO uswaalIby K
VY Lv 3PV 5eq 9y} U0 auop sem uoneiniy
‘Pa3p
O S|Py nealiied ied 99p uonedyiel wnd uoned 190IPPIS "4S
} diaoasy PP abebiow Jo 1d19281 Se payisse|osiw Kirediesiny ¢ )
(@)sp apmy | S€¢ ¢ W99 | 55uehenuoo-oy fem 9ouekaAU09-0Y IEAEINN S | "2
9T 3Py . jueg ueipu| (reany) | .
e 1 |oreouiuso sfes Pa3p ofes ] PaNsSI Sem aleouiad ajes | Jebeuwuey ‘HYS 9
. Aliwrey ueyy Jaypo | Ajiwrey Jo uomuyap ayy Japun
Of 3|0y 9L°0 1 P3P LUONEd 10 uoniued fey 1ou op uonied 0] saned £ . )
. "uoIeISPISUOI UUMDEMEX "dS | 'S
02Z 3|21y 55 ¢ | posp ases|sy AN EAED | pandaxa sSem asesldy
¥86T Jaquiaidas 6T palep ‘€8 . paap lagwinu 1ej) pue looj; buibueyd )
LEV/ES "ON SBuIpaadoid S,9°| 89°0 1 uoneolnosy Pa3p ofeS 0 BUOp Sem uoieIdle [eusien 19dipue ¥s | v
. Vd9O wno s[es "Vd9 buinb . .
g9 a0y vove T vdO JO  wBawaalby P} PaAISIaI SeM UONRIBPISUOD AredpeXpiyd “us | €
) paap uoissassod ‘2abehliow 0] uanlb . )
(e)ge 9Py 00°0¢ T |PESp SRl yum  abebuop pm  Auadoud Jo  UOISSBSSOd 1ededweyd ‘us | 2
. R 93D ale 1321140 A19n0931 Xe) W odu|
9T 321y ¢90 ¢ reaul [es Pa3p 3eS panss| aJ1am Sa1edlllad aes
. 59D LONILE diysisupned ‘sisuped Buowe asam) | -
D-T 3oy 58'9 1 | poep uoniied J0  uonnjossig fainguisip sem Auadoud w4 1SaM 1

¥86T Joquiaydas 6T parep ‘€8

LEV/ES "ON Sbuipaadold SO’

80°'T

pasp
uoleodynoay

pasp ses

lagwinu 1ej} pue loojy buibueys
0 auop Sem uoneialfe [elaren

SJUSWINJ0P JO uonedlISSe[dSIW opnp 98} uonensibal pue Ainp dweis jo Ans| LOYS
G ydeibered
|| 8INXauuy

AJESSO |9 pue Sa.Inxauuy

Appasebuey ‘4a




Audit Report (Revenue Sector) for the year ended 31 March 2015

Annexure 1l
Paragraph 4.10
(Short levy of stamp duty on AGPAS)

DR, Hyderabad 7.82
SR, Ibrahimpatnam 2 0.95
SR, Vanasthalipuram 6.04

S

Annexure IV
Paragraph 4.13
(Short levy of duties on documents involving distiat matters)

DR, Partition It was mentioned in the recitals
Hyderabad involves of the partition document
(South) Release of registered in November 2012
property. that partition involved releasge
of share in the property for @
consideration. However, duties
were not levied on the distin¢t
matter of release.
DR, Dissolution 16.91 | It was mentioned in the recitals
Karimnagar of of the document registered |n
partnership December 2013 that partitign
involves of the property was alsp
partition involved in addition to
dissolution of partnership df
firm. However, duties were not
levied accordingly.
SR, Partition 2.66 | It was mentioned in the recitals
Malkajgiri involves of the partition document
settlement registered in March 2018
of the involved release of share and
property settlement of the property in
and release addition to partition. However,
duties were not levied on the
distinct matters of release of
share and settlement.
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ALF
AMV

Computer-aided Administration of Registration
CARD Department

CCT Commissioner of Commercial Taxes
CFST Citizen Friendly Services of Transport Department

Commissioner and Inspector General of Registradimh
CIGR Stamps

csc

CST (R&T)
Rules Central Sales Tax (Registration and Turnover) Rules7

CTO
DD |DraftDeclaraion |

DGPA Development Agreement cum General Power of Attorney
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DMG
DR |DistrictRegistar |
GPA
IR linspectionReport |

LA Act Land Acquisition Act, 1894
LPG Liquified Petroleum Gas
MIS Management Information System

MRA
MV
PN |Preliminary Notification |
RCC
RFP
RTO

SEZ Special Economic Zone
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SMS
TCS
TFT

URS
VAT
VCR

WEF with effect from

105



©
COMPTROLLER AND AUDITOR GENERAL OF INDIA
2016

www.saiindia.gov.in







©
COMPTROLLER AND AUDITOR GENERAL OF INDIA
www.cag.gov.in

www.agap.cag.gov.in





