Audit Report (Revenue Receipts) for the year ended 31 March 2002

Chapter 2 – Sales Tax




Test-check of assessment files, refund records and other connected documents of Commercial Taxes department conducted during 2001-2002 revealed under-assessments of sales tax amounting to Rs 196.50 crore in 1261 cases, which broadly fall under the following categories:

(Rupees in crore)
	Sl.
No.
	Nature of irregularity
	No. of cases
	Amount

	1.
	Incorrect grant of exemption
	95
	5.75

	2.
	Application of incorrect rate of tax
	103
	3.90

	3.
	Non/short levy of tax
	763
	35.75

	4.
	Non-levy of penalty
	16
	1.55

	5.
	Other irregularities
	284
	149.55

	
Total
	1261
	196.50


During the year 2001-2002, the department accepted under-assessments etc., of Rs 39.37 crore in 971 cases, of which 198 cases involving Rs 5.32 crore were pointed out in audit during the year 2001-2002 and the rest in earlier years.  Out of this an amount of Rs 52.11 lakh in 60 cases was realised.

A few illustrative cases involving Rs 15.14 crore and a review on “Pendency of appeals at various levels and disposal of remanded cases” involving 
Rs 142.70 crore are mentioned in the following paragraphs.

2.2.1 Introductory

Under the APGST( Act, 1957, any dealer objecting to any order passed or proceeding recorded by any authority under the provisions of the Act may, within 30 days of the date on which such order or proceeding was served on him, appeal to the Appellate Deputy Commissioner (ADC).  Orders of ADCs are scrutinised by Regional Committees constituted with a view to recommend for revision of the appeal orders of ADCs wherever necessary.  Under Section 3 of the Act, an Appellate Tribunal entitled “The Andhra Pradesh Sales Tax Appellate Tribunal (STAT) is constituted.  Any dealer aggrieved by any order passed or proceeding recorded by any Departmental Appellate Authority or on any order passed suo-motu by Addl. Commissioner (Commercial Taxes)/Joint Commissioner (Commercial Taxes)/Deputy Commissioner (Commercial Taxes) can appeal to the STAT.

2.2.2
Organisational set-up

The Commissioner of Commercial Taxes (CCT) is the overall incharge of the Department of Commercial Taxes and is assisted by 2 Additional Commissioners, 6 Joint Commissioners, 38 Deputy Commissioners (including Deputy Commissioners for 21 Divisions) and 182 Commercial Tax Officers (CTO).  The CTOs are in charge of circle offices.  They are further assisted by Deputy Commercial Tax Officers (DCTO) and Assistant Commercial Tax Officers (ACTO).  The assessments are finalised by CTOs/DCTOs/ACTOs depending upon the gross turnover involved.

There are eight Appellate Deputy Commissioners (ADC) of Commercial Taxes in the State situated at different places( covering all the 21 divisions of Commercial Taxes department in the State.  Seven Regional Committees( are constituted covering three divisions each to ensure that the orders of ADCs are scrutinised as soon as they are received.  Sales Tax Appellate Tribunal functions at Hyderabad.

2.2.3
Scope of Audit

A test check of records relating to cases of appeals disposed of by all the Appellate Deputy Commissioners of Commercial Taxes in the State, cases reviewed by Regional Committees and the STAT during the three years 
1998-99, 1999-2000 and 2000-2001 was conducted, between May 2001 and March 2002, to verify the effectiveness of the departmental machinery in disposing of appeals preferred by the assessees and the follow up action taken by the assessing officers after disposal of the cases by the Appellate Authorities.  16907 appeals were disposed of by the 8 ADCs during the three years covered by review.

2.2.4
Highlights

(i) Monthly diaries submitted by ADCs do not indicate disputed tax involved and do not serve as a means of review of disposal of cases.

(Para 2.2.5 (i))

(ii) 42 appeal orders of ADCs not received by the assessing authorities involving disputed tax of Rs 3.04 crore.

(Para 2.2.7 (ii))

(iii) Interest of Rs 139.66 crore was not levied on belated payments of tax due amounts and on collectable balances.

[Para 2.2.8]

2.2.5
Pendency in Appeals

Details of appeals filed, disposed and pending with the Appellate Deputy Commissioners and STAT during the three years covered by review are given below:

(i)
With Appellate Deputy Commissioners (ADCs)

	Year
	Opening balance as on 1 April
	Receipts during the year
	Total
	Disposals during the year
	Closing balance
	Percentage of disposals with reference to pendency

	1998-99
	3593
	5534
	9127
	5740
	3387
	62.89

	1999-2000
	3387
	5218
	8605
	5338
	3267
	62.03

	2000-2001
	3267
	5633
	8900
	5829
	3071
	65.49


In the monthly diaries submitted to CCT by ADCs, information regarding number of appeals received, disposed and pending to end of the month etc., was only furnished without indicating disputed tax involved in the appeals.  CCT during his review meeting with all ADCs in February 2001 requested them to furnish the details of turnover and taxes involved in remanded, dismissed and allowed portions for conducting the review accurately.  This indicated that the reporting of ADCs was inadequate for the purpose of monitoring the impact of these cases on revenue.  The overall impact of the pendency on revenue collections was, therefore, not susceptible to verification.

(ii)
With STAT

	Calendar year
	Opening balance as on 
1 January
	Receipts during the year
	Total
	Disposals during the year
	Closing balance as on 
31 December

	1998
	2558(
	300
	2858
	462
	2396

	1999
	2396
	1777
	4173
	1086
	3087

	2000
	3087
	1224
	4311
	1419
	2892

	2001
	2892
	1700
	4592
	626
	3966


Disputed tax involved in 3966 pending appeals as on 31 December 2001 was Rs 577.09 crore.

2.2.6
Disposal of appeals by ADCs

Inordinate delay in disposal of high money value cases

The Commissioner of Commercial Taxes in his letter dated 8 February 2001 addressed to all ADCs stressed that they should concentrate first on disposing the cases where huge revenue is locked up.

There were 3071 appeals pending with ADCs as on 31 March 2001 involving disputed tax of Rs 72.55 crore, out of which, in 246 cases more than Rs 10 lakh, in 205 cases more than Rs 5 lakh, and in 840 cases revenue of more than Rs 1 lakh, were locked up.

2.2.7
Remanded Cases

(i)
Delay in receipt of appeal orders by assessing authorities

Commissioner of Commercial Taxes stated (July 2001) that there was no system prescribed for serving appeal orders on assessing authorities within a particular time limit after the orders were passed by the Appellate Deputy Commissioners.  However, it was customary to serve the orders within a reasonable time.

It was observed that in 24 cases appeal orders passed between February 1994 and February 2001 were served on assessing authorities with delays ranging 


between four months to five years as per details given below:

	Period of delay
	Cases

	Less than 6 months
	04

	6 months – 1 year
	06

	1 year – 2 years
	11

	2-3 years
	01

	3-4 years
	01

	4-5 years
	01

	Total
	24


(ii)
Non-receipt of appeal orders by assessing authorities

According to Rule 34 of APGST Rules, 1957, every order of an appellate authority shall be communicated to the appellant or the party affected by the order, to the assessing authority against whose order the appeal was filed.

It was, however, observed that in three circles during 1998-99 to 2000-01 forty two appeal orders involving disputed tax of Rs 3.04 crore were not received by the assessing authorities upto January 2002  with the result that no further action could be taken by them.

(iii)
Delay in serving assessment orders

During test check it was observed from appeal orders of ADCs that in 173 cases involving disputed tax of Rs 31.30 crore there was a considerable delay in serving final assessment orders to the assessees by the assessing authorities ranging from below one year to more than 3 years as detailed below:

	Period of delay
	No. of cases
	Disputed tax involved
(Rs  in crore)

	Below one year
	134
	29.67

	Between 1 year and 2 years
	18
	1.02

	Between 2 years and 3 years
	12
	0.35

	More than 3 years
	9
	0.26

	Total
	173
	31.30


Due to the delay in serving the final assessment orders to the assessees, the disputed tax of Rs 31.30 crore remained outside the tax net for the period of delay.

2.2.8
Non-levy of interest

According to the APGST Act 1957, if tax assessed or penalty levied or any other amount due under this Act is not paid by any dealer or other person within the time specified in the notice of demand, the dealer or other person, shall pay, interest at the rates prescribed.

According to the provisions of Central Sales Tax (CST) Act 1956 as amended with effect from 1 April 2000 the dealer shall be liable to pay interest for the delayed payments of tax and all provisions relating to the payment of tax, rate of interest for the belated payment of tax of the A.P. General Sales Tax law shall apply.

It was noticed in audit that the department did not levy interest on belated payments of taxes and on non-payment of collectable balances in 19 circles amounting to Rs 139.66 crore.  On this being pointed out in audit the department levied interest of Rs 2.49 crore on 17 assessees in 5 circles. 

A few cases by way of illustrations are as under:

(i) 
Non-levy of interest on belated payments 
(Rupees in crore)

	Sl.No.
	Year of Asst.
	Name of assessee
	Nature of irregularity
	Tax paid 
	Interest not levied 

	1
	1994-95
1995-96
1996-97 and for earlier years
	M/s AP State Electricity Board
	Tax was  paid belatedly in January/March 2001 on dismissal of appeals by the ADC(CT).
	117.14
	65.94

	
	1997-98
	-do-
	The department did not levy any interest on the belated payment even after the rejection of stay application for collection of tax due amount.
	33.45
	9.63


	2
	1996-97 to
2000-01
	M/s Associated Cement Companies Limited, Secunderabad
	Appeals filed by the company were dismissed by the ADC(CT) and was permitted to pay tax in instalments with a specific condition to pay interest on tax due.  The assessee failed to pay interest. On this being pointed out (July 2001) the department raised (May 2002) demand.
	2.37
	1.34

	3
	2000-01
	M/s.Birla Periclase, Visakhapatnam 
	The assessee was permitted to pay in instalments consequent on closure of unit availing tax deferment.  The assessee paid only tax due amount and the department failed to collect interest.  On this being pointed out in audit the department raised the demand for interest in September 2002.
	1.06
	0.34

	Total
	77.25


(ii)
Non-levy of interest on the collectable balances of tax due amounts

(Rupees in crore)

	Sl.No.
	Year of Asst.
	Name of assessee
	Nature of irregularity
	Tax due amount not paid 
	Interest not levied 

	1
	1972-73 to 
1997-98 and for 1999-00
	M/s Hindustan Shipyard Ltd., Visakhapatnam
	Tax  and the penal interest levied by the department was not paid by the assessee even after the dismissal of the appeals of the  company by the Supreme Court of India and also on dismissal of the stay petitions by the ADC(CT).  
	56.53
	44.53


	2.
	1997-98 
	A.P. State Electricity Board
	Tax due amount was payable consequent on rejection of stay petition.
	44.71 
	13.42

	Total
	57.95


2.2.9 
Conclusion

As no time limit was prescribed for disposal of appeal cases by the Appellate Authorities, huge amounts are locked up in disputes and this resulted in delayed realisation of revenue to the government.  No provision existed during the period covered by review for payment of disputed tax at a prescribed percentage before admission of an appeal by the appellate authorities.  However, from 30 November 2001 amendment to this effect has been brought out in the Act.

The above matter was referred to the department in June 2002 and to the Government (June 2002).  No response was received from them 
(January  2003).


Tax at different rates is leviable as laid down in the Schedules to the Act, according to classification of goods.

During the course of audit of 15 circles( it was noticed (between August 2001 and December 2001) in 28 cases that while finalising the assessments for the years 1994-95 to 1999-2000, the assessing authorities levied tax under incorrect entries of such schedules resulting in short levy of tax amounting to 
Rs 3.57 crore.

A few illustrative cases are given below:

(Rupees in lakh)

	Sl.
No.
	Name of the circle
Period (Month/Year of assessment)
	Nature of irregularity
	Turn-over 

	Tax leviable
	Tax levied
	Short/ Non-levy
	Remarks

	1
	Nacharam
Hyderabad
1997-98
(March 2001)
	Jelly filled cables treated as electronic goods instead of general goods
	3285.26
	328.52
	122.19
	206.33
	The department stated (May 2002) that government intended to give the concession to all electronic goods in the list specified by electronic commission.  The reply is not tenable as in another case( government itself admitted before A.P. High Court that the list was no longer valid.

	2
	General Bazar
Secunderabad
1994-95
(March 1998)
1995-96
(May 1999)
1997-98
(March 2001)
	Coal ash exempted as 2nd sales of coal instead of taxing it as general goods
	

272.87

78.97

66.71
	

23.35

7.07

5.03
	

-

-

-
	

23.35

7.07

5.03
	The assessing authority stated (December 2001) that the assessment file for 1994-95 was sent to DC(CT) Secunderabad for revision and file for 1997-98 would be sent to DC(CT) and that reply would be furnished for 
1995-96.  Further report has not been received 
(January 2003).


	3 (i)
	Mahankali Street, Secunderabad
1998-99
(December 2000)
1999-2000
(December 2000)
	Capacitors treated as electronic goods
	


67.28


133.47
20.44
VAT


	


10.76


21.35
2.45
1.26
	


2.35


4.67
1.64
0.06
	


8.41


16.68
0.82
1.20
	The assessing authority stated (October 2001) that the matter would be examined and reply sent.  Further report has not been received 
(January 2003).

	(ii)
	Mahankali Street, Secunderabad
1998-99
(December 2000)
1999-2000
(July 2000)
	-do-
	


85.60

20.31
VAT
	


13.69

2.43
--
	


2.99

1.62
--
	


10.70

0.81
1.04
	The assessing authority stated (October 2001) that the matter would be examined and report sent.  Further report has not been received 
(January  2003).

	4
	Kothagudem
1996-97
(February 2000)
	Coal ash was exempted as 2nd sales instead of taxing it as general goods
	116.09
	11.61
	-
	11.61
	The assessment was revised (May 2001).  Further report on collection has not been received 
(January  2003).

	5
	Governorpet, Vijayawada
1999-2000
(March 2001)
	Audio Cassettes treated as electronic goods
	81.27
	13.00
	3.75
	9.25
	The assessing authority stated (November 2001) that the matter would be examined.  Further report has not been received 
(January 2003).

	6
	Lord Bazar
Hyderabad
1995-96 to 
1998-99
(Revised between November 1999 and February 2000)
	Absorbent Cotton was taxed as cotton instead of drugs and medicines
	117.24
	11.19
	3.52
	7.67
	Assessing Authority stated (December 2001) that the assessment files were sent to JC(CT) (Legal) for further action.  Further report has not been received 
(January 2003).

	7
	Hyderguda, Hyderabad
1997-98 
(June 2000)
1998-99
(July 2000)
	Stone ballast

taxed as works contract under Section 5F
	97.18
	8.75
	1.90
	6.85
	Assessing Authority stated (June 2001) that file would be sent to DC(CT) for revision.  Further report has not been received 
(January 2003).

	8
	Ashoknagar
Hyderabad
1996-97
(March 2000)
	Poly fibre pillows classified under VII Schedule instead of under item 7 of VI Schedule
	160.62
	8.24
	1.58
	6.66
	The assessment was revised (October 2001). Collection particulars have not been received 
(January  2003).

	9
	China Waltair
Visakha-patnam
1997-98 
(May 2000)
	Computer stationery treated as electronic goods instead of paper of all kinds under entry 19 of VI Schedule
	67.88
	8.15
	2.47
	5.67
	Assessing authority stated (May 2001) that the assessment would be revised.  Further report has not been received 
(October 2002).

	10
	MehdipatnamHyderabad
1997-98
(June 2000)
	Gas lighters treated as electronic goods
	71.04
	8.52
	2.65
	5.87
	The assessing authority contended (December 2001) that the commodity was included as per list of electronic items prepared by Electronic Commission.  The reply is not tenable since the order( referred to was rescinded.  Further report has not been received 
(January  2003)


The above matter was referred to the department (between February 2001 and March 2002) and to the Government (between April and August 2002).  No response was received from them (January 2003).


Tax at the rates specified in Schedules to the APGST Act, 1957, is leviable on commodities included therein.

During course of audit (between October 2000 and August 2001) of fourteen circles( and one unit office(, it was noticed in twenty three cases that tax at specified rates was not levied resulting in short levy of tax of 
Rs 2.06 crore.

The above matter was referred to the department (between March 2001 and March 2002) and to the Government (between March and August 2002).  No response was received from them (January 2003).


(i)
During the course of audit of ten circles( it was noticed (between August 1999 and October 2001) that tax payable by ten assessees was incorrectly worked out due to computation mistakes resulting in short levy of tax of Rs 22.91 lakh.

On this being pointed out in audit (between August 1999 and October 2001) assessments were revised in 3 cases and Rs 4 lakh recovered, in respect of other cases it was stated that matter would be examined and necessary action taken.  Further report has not been received (January 2003).

(ii)
During the course of audit of three circles( and one unit office(, it was noticed that (October 2000 and October 2001) in four cases the turnovers involving tax of Rs 8.79 lakh was not assessed to tax for the years 1996-97 and 1998-99.

On this being pointed out in audit (between October 2000 and 
October 2001) assessments were revised in two cases; show cause notice was issued in another case.  In respect of another case it was stated that matter would be examined (January 2003).

The above matter was referred to the department (between January 2000 and March 2002) and to the Government (between April and August 2002).  No response was received from them (January 2003).

(i)
Under Section 5 of Central Sales Tax Act, 1956, a sale shall be deemed to take place in the course of export of goods out of the territory of India only if the sale occasions such export or is effected by a transfer of documents of title to the goods after the goods have crossed the customs frontiers of India.

During the course of audit (August 2001) of Medak circle, it was noticed that sale turnover of welding electrodes amounting to Rs 1.15 crore of an assessee during the years 1997-98 to 1999-2000 was exempted from tax as deemed export sales.  It was, however, noticed that goods neither occasioned an export nor crossed the customs frontier of the country nor occasioned movement of goods in inter-State trade or commerce and hence turnover should have been assessed to tax treating it as local sale.  Incorrect exemption resulted in non-levy of tax of Rs 12.71 lakh.

On this being pointed out in audit (August 2001) department replied 
(February 2002) that sales turnover would come under the definition of "deemed export" as per the explanation of "New Import Export Policy and Procedure 1992".  This reply is not tenable as neither APGST Act nor CST Act provides for specific provisions for such transactions.

(ii)
During the audit of 3 circles and one unit office it was noticed (between January 2000 to July 2001) that in 4 cases, exemptions involving tax 

of Rs 6.47 lakh was incorrectly granted for the period 1996-97 to 1999-2000 as shown below:

(Rupees in lakh)

	Sl. No.
	Name of the Circle/Unit office 
Period (Month/year of assessment)
	Nature of irregularity
	Amount
	Remarks

	1.
	Patnam Bazar, Guntur
1996-97
(July 1998)
	Tax was exempted on I sales of Papads from 1 April 1996 to 31 July 1996 on the basis of certificate issued by AP Khadi Village Industries Board although turnover exceeded Rs 2 lakh which was not eligible for exemption.
	1.44
	The assessing authority revised the assessment (February 2001).  Further report on recovery has not been received (January 2003).

	2.
	Tirupathi-II
1998-99
1999-2000
(November 2000) 
	Exemption was admissible only for manufactured products whereas it was allowed on turnover of articles falling under trading activity.
	2.59
	The assessing authority revised (June 2002) the assessment and raised demands. Further report on collection has not been received (January  2003).

	3.
	M.G. Road, Vizinagaram
1999-2000
(November 2001)
	Sale turnover was treated as inclusive of tax and exemption towards sales tax element allowed though tax was not collected.
	1.50
	The assessing authority revised (July 2001) the assessment and adjusted demand to tax holiday.

	4.
	Bethamcherla
1999-2000
(June 2000)
	First sales turnover of polished slabs was exempted treating as second sale.
	0.94
	Assessing authority stated (May 2001) that matter would be examined. Further report has not been received (January 2003).

	Total
	6.47
	


The above matter was referred to the Department (between January and 
March 2002) and to the Government (August 2002).  No response was received from them (January 2003).


Under the APGST Act, 1957, if the total turnover of a dealer in a year exceeds Rs 10 lakh, turnover tax at the rate of one per cent is leviable with effect from 
1 August 1996.

During the course of audit of nine Circles(, it was noticed  (between November 1999 and December 2001) that turnover tax amounting to Rs 12.05 lakh was not/short levied in 9 cases relating to the years 1996-97 to 
1999-2000.

On this being pointed out in audit (between November 1999 and December 2001), assessments were revised (August 2001) in three cases;  In respect of other cases it was stated that matter would be examined.  Further report has not been received (January 2003).

The above matter was referred to the department (between April 2000 and March 2002) and to the Government (July 2002).  No response was received from them (January 2003).


Under section 5F of APGST Act, 1957, every dealer has to pay tax at the prescribed rate on his turnover of transfer of property either as goods or in some other form involved in the execution of works contract subject to exemptions and deductions provided for.  In addition, turnover tax at one 
per cent is also payable if total turnover in a year exceeds Rs 10 lakh.

Irregularities noticed during the course of audit of various Commercial Tax Offices are mentioned in the following paragraphs.

(i) Incorrect computation of turnover

For determining taxable turnover, deductions specified under Andhra Pradesh General Sales Tax Rules, 1957, are to be allowed from the total contract receipts.  For determining value of materials, expenditure incurred on material before incorporation is to be included.  Material supplied by the contractee on recovery basis is also to be included in the taxable turnover.

During the course of audit of 16 circles(, it was noticed (between January 2001 and December 2001) that taxable turnover was not determined in accordance with the provisions of Rules resulting in short levy of Rs 1.07 crore in 22 cases relating to assessment years 1996-97 to 1998-99 finalised between 
September 1999 and June 2001.

On this being pointed out in audit (between January 2001 and December 2001) in four cases the assessments were revised.  Further report on action taken in other cases has not been received (January 2003).

(ii)
Incorrect Exemption

Under Section 5F of APGST Act, 1957, every dealer shall pay tax for each year on the turnover of transfer of property in goods other than tax suffered declared goods and goods exempted under APGST Act.

During the course of audit of 5 circles( it was noticed (between November 2000 and August 2001) that in 6 cases that turnover corresponding to tax suffered purchases was exempted from levy of tax.  This resulted in short levy of tax of Rs 19.37 lakh.

On this being pointed out in audit (between November 2000 and 
August 2001) in two cases assessments were revised (May 2001).  Further report on action taken on other cases has not been received (January 2003).
(iii)
Non-levy of purchase tax on material purchased from unregistered dealers

As per section 6A of the Act, purchase of any goods from unregistered dealers and consumed in manufacture of other goods for sale or otherwise is taxable as the goods cease to exist in original form.  Therefore, sand, bricks and granite etc., purchased from unregistered dealers and used in works are liable to tax at prescribed rates.

It was observed during the course of audit (between November 2000 and December 2001) of 16 circles( that purchase tax was not levied on sand, bricks and metal purchased by the assessees from unregistered dealers and used in execution of works in 29 cases during the years 1996-97 to 1999-2000.  This resulted in non-levy of tax of Rs 57.14 lakh.

On this being pointed out (November 2000 to December 2001) in 2 cases assessments were revised and Rs 3.11 lakh was collected/adjusted.  Four cases were submitted for revision and twenty cases were contended.  Further report has not been received in respect of three cases (January 2003).

(iv)
Non-levy of turnover tax

Under Section 5A of the Act, every dealer whose total turnover in a year exceeds Rs 10 lakh is liable to pay turnover tax at one per cent on the taxable turnover from 1 August 1996 subject to exemptions specified in the Section. Government exempted turnover tax on works contract by an order( dated 
31 December 1999 with effect from 3 January 2000. 

During the course of audit of 18 circles( it was noticed (between October 1999 and December 2001) in 33 cases that turnover tax though leviable was not levied for the years 1996-97 to 1999-2000 resulting in non-levy of tax of 
Rs 47.71 lakh.

On this being pointed out in audit (between October 1999 and December 2001) in 4 cases assessments were revised raising a demand of Rs 4.70 lakh out of which Rs 0.76 lakh was adjusted from refund due.  Further report has not been received (January 2003).

(v)
Incorrect composition of tax

Under APGST Act, 1957, an assessing authority can accept composition of tax payable on works contracts at prescribed rate.  Government by a notification( dated 21 September 1996 stated that “Installation of air conditioning, erection of lifts, refrigeration work” and all other types of electrical contracts were not eligible for composition of tax.

During the course of audit of 4 circles
 it was noticed (between July 1999 and September 2001) that composition of tax was allowed to ineligible contracts involving installation of air conditioners, erection of lifts and refrigeration works etc., in 5 cases for the years 1996-97 to 1999-2000, resulting in short levy of tax of Rs 40.29 lakh.

On this being pointed out in audit (between July 1999 and September 2001) all the assessments were revised (July 2001 and March 2002) and 
Rs 0.54 lakh collected/adjusted from refund due.

The above matter was referred to the department (between March 2000 and April 2002) and to the Government (between February and August 2002).  No response was received from them (January 2003).

Under section 5E of APGST Act, 1957, every dealer who transfers right to use any goods for any purpose to any lessee or licensee for cash, deferred payment or other valuable consideration in the course of his business, shall pay a tax at the rate of 5 per cent on the aggregate of such amounts realised or realisable by him during the year.

(i)
During the course of audit of Kurupam Market circle, Visakhapatnam it was noticed (September 1999) that hire charges amounting to Rs 2.36 crore on cranes supplied by a contractor to a contractee during 1995-96 for use at his work site was not assessed to tax. This resulted in short levy of tax of 
Rs 11.82 lakh.

On this being pointed out in audit (September 1999), the Assistant Commissioner, Visakhapatnam stated (April 2002) that the assessing authority would be instructed to collect the balance. Further report has not been received 
(January 2003).

(ii)
Every dealer shall be liable to pay turnover tax at the rate of one per cent where total turnover of the assessee exceeds Rs 10 lakh with effect from 
1 August 1996 except in certain specified cases.  Turnover tax was exempted on the amount realised in respect of any right to use goods with effect from 
3 January 2000.

During the course of audit of four circles
 it was observed that turnover tax amounting to Rs 40.34 lakh was not levied on lease rentals in ten cases during the period 1996-97 to 1999-2000.

On this being pointed out in audit (December 2001) assessing authority stated that in 4 cases assessments were revised and Rs 12.70 lakh collected.  In remaining cases final reply has not been received (January 2003).

The above matter was referred to the department (between April 2001 and March 2002) and to the Government (between March and August 2002).  No response was received from them (January 2003).


Under the APGST Act, 1957, dealers shall not collect any amount by way of tax in excess of the amount of tax already paid by them at the time of purchase and payable on sales under provisions of the Act.  Any sum so collected, shall be forfeited to Government.

During the course of audit of five circles
, it was noticed (between June 1999 and August 2001) in seven cases that excess tax amounting to Rs 36.75 lakh collected during the years 1995-96 to 1999-2000 was not forfeited to Government.

On this being pointed out in audit (between June 1999 and August 2001) the assessments were revised in five cases and Rs 5.71 lakh collected.  In other cases no reply has been received (January 2003).

The above matter was referred to the department (between 
October 2000 and December 2001) and to the Government (July 2002).  No response was received from them (January 2003).

APGST Act, 1957, and rules made thereunder provide that in respect of tax found due from an assessee on final assessment, a demand notice shall be issued to him for payment of dues within prescribed period.  Demands so raised should be posted in the DCB register and collections thereof watched through this register.  Failure to take demands to the register might lead to the demands not being accounted for and consequently lead to non-collection of the amounts resulting in loss of revenue.

During the course of audit of two circles
 it was noticed (January/August 2001) that demands amounting to Rs 31.51 lakh in 9 cases were not taken to DCB register.

On this being pointed out in audit (January/August 2001) one assessing authority replied that demand was taken (January 2001) to DCB register in one case, and in respect of other cases, assessing authority stated (August 2001) that collection particulars against demands would be verified and net demands would be taken to DCB register under intimation to audit.  Further report has not been received (January 2003).

The above matter was referred to the department (between September 2001 and February 2002) and to the Government (July 2002).  No response was received from them (January 2003).


(i)
Under Government notification
 dated 25 April 1987, tax paid within the State on purchase or sale of packing material can be allowed as set-off from tax payable on goods, which were so packed.  This notification was rescinded
 with effect from 12 May 1997.

During the course of audit (August/September 2001) of Miryalaguda circle, it was noticed in a case that set-off of tax was allowed during the year 1997-98 i.e. after 12 May 1997 resulting in short levy of tax of Rs 6.49 lakh.

On this being pointed out in audit (August/September 2001) it was stated that matter would be examined.  Further report has not been received 
(January 2003).

(ii)
Under the provisions of APGST Act, 1957, and notifications
 issued thereunder tax paid on purchases within the State on raw materials like iron scrap, oil seeds, paddy etc., can be allowed to be set off from tax payable if the finished goods are sold within the State.

During the course of audit of nine circles
, it was noticed (between August 2000 and August 2001) that set off was incorrectly allowed in seventeen cases during the period 1995-96 to 1999-2000 resulting in short levy of tax of 
Rs 33.95 lakh (Annexure ).

On this being pointed out in audit (between August 2000 and 
July 2001) assessing authorities stated (between October 2000 and 
January 2002) that in 3 cases, assessments were revised and Rs 0.57 lakh collected.  In one case it was stated that set-off was allowed correctly.  This reply is not tenable as the goods purchased i.e. sponge iron is not covered by Government order and hence not eligible for set off.  Final reply has not been received in other cases (January 2003).

The above matter was referred to the department (between 
March 2001 and February 2002) and to the Government (July 2002).  No response was received from them (January 2003).


With a view to encourage industrial growth in the State, the Government of A.P. introduced State Incentive Scheme for setting up of new industries which was extended from time to time.

Under the Scheme introduced in an Order
 dated 23 August 1985 certain new industrial units set-up were given concession by way of sales tax deferment on products manufactured in the units.  The incentives were not available for expansion of the existing units

Irregularities noticed in grant of the incentives noticed during audit are mentioned in the following paragraphs:-

(i)
During the course of audit of Mancherial circle it was noticed 
(July 2001) that tax deferment of Rs 1 crore was sanctioned to an assessee of the existing unit for expansion.  The assessee availed the concession of deferment and also deposited Rs 80 lakh upto February 2002.  As the unit was not a new industrial unit in terms of Government orders, the incorrect sanction of incentive resulted in deferment of revenue of Rs 1 crore to the department with benefit of accrued interest to the assessee at Government interest rates applicable from time to time amounting to Rs 39.88 lakh.

On this being pointed out in audit (July 2001) the department stated 
(March 2002) that the eligibility certificate should have been cancelled long ago by the Industries department. As no steps were taken to cancel the certificate during the time of availment and in view of the fact that the assessee deposited Rs 80 lakh, it is neither possible to cancel the certificate nor levy interest at this distance of time.  The reply is not tenable as the Commissioner of Commercial Taxes is also a member of State level Committee which issued the eligibility certificate.  Thus incorrect sanction by Industries department and failure of the Commercial Taxes department to take this up with the Industries department resulted in loss of revenue by way of interest amounting to 
Rs 39.88 lakh.

(ii)
Under the scheme, sales tax incentive granted shall be recovered if the industrial unit goes out of production within the prescribed time from the commencement of production except for short periods not exceeding 6 months due to reasons beyond its control.

During the course of audit (August 1999) of 2 circles
 and 2 unit offices
 it was noticed that deferment of sales tax of Rs 1.37 crore was allowed though production was stopped by 4 industrial units within the prescribed time ranging from 5 to 10 years.

On this being pointed out in audit (between August 1999 and August 2001) it was stated (August 2001) that one unit had become sick and registered with BIFR.  In remaining cases reply has not been received (January 2003).

(iii)
Under the scheme, the units availing sales tax holiday are not entitled to collect sales tax from their customers on sales of their product during the period of availment.  This was also affirmed by judicial decision
.  In case the tax is collected, it should be remitted to Government account.

During the course of audit of seven circles
 it was noticed 
(September 1999/July 2001) that sales tax amounting to Rs 32.76 lakh collected by seven assessees during the period of availment of sales tax holiday was not forfeited to Government.

On this being pointed out in audit (September 1999/July 2001), assessment was revised in one case (July 2001) and demand of Rs 1.75 lakh adjusted towards tax holiday.  In one case it was stated (November 2001) that assessee started availing the incentive from a later year.  The reply is not correct as the Government order
 stipulated commencement of incentive from the date of commercial production.  In another case it was stated (December 2000) that deferment was allowed based on an order of Appellate authority that sales tax can be deducted from gross turnover.  This contention is not tenable, as the assessee is not entitled to collect the tax.  In other cases final reply has not been received (January 2003).

(iv)
During the course of audit of 6 circles
 and two unit offices
 it was noticed that (between April 1998 and June 2001) deferment of sales tax was allowed to nine ineligible industries resulting in short levy of tax of 
Rs  29.43 lakh.

On this being pointed out in audit (between April 1998 and June 2001) in three cases assessments were revised (between April 2000 and May 2001) and an amount of Rs 3.45 lakh collected (between July 2000 and June 2001). In one case it was contended that the deferment was allowed in view of the orders of Industries department.  This contention is not valid as the commodity manufactured falls under ineligible category.  In another case it was stated (May 2000) that the unit is eligible for the incentive in view of an amendment issued( (February 1998) by Government.  This contention is not correct as Government clarified( (November 2001) that the amendment is from prospective date whereas the incentive was granted prior to the issue of amendment.  In other cases final reply has not been received (January 2003). 

The above matter was referred to the department in March 2002 and to the Government (between February and August 2002).  No response was received from them (January 2003).


Under the APGST Act, 1957, and rules made thereunder, the prescribed authority (not below rank of Assistant Commercial Tax Officer) may charge compounding fee not exceeding Rupees three thousand or double the amount of tax which ever is greater, in addition to tax recoverable, from any person who has committed an offence such as failure to pay or evasion of any tax.  Reiterating these provisions, Commissioner of Commercial Taxes (C.C.T) in his circular instructions
 directed the concerned authorities to collect compounding fee at twice the amount of tax due, failing which prosecution should be launched against the dealer who evaded tax.

During the course of audit of records of 22 circles( (between 
June 2001 March 2002) it was noticed that Regional Vigilance and Enforcement Officers (RVEOs) though not authorised to compound offences, compounded offences at lower rate than that prescribed thereby compromising the interest of revenue.  The Asst. Commercial Tax Officers also compounded the offences at incorrect rates during the period 10 February 1994 to 
5 January 1998.  This resulted in short collection of compounding fees amounting to Rs 1.51 crore in 96 cases.

On this being pointed out in audit (between June 2001 and March 2002) the department stated (May 2002) that compounding fee was collected, based on the offer made by the dealers under the powers vested with the field officers and as the offences had already been compounded there was no possibility to re-open the proceedings.  Failure of field officers in not applying correct provisions inspite of Commissioner’s instructions dated 12 March 1996 resulted in short realisation of compounding fee of Rs 1.51 crore.

The above matter was referred to the department in April 2002 and to the Government (August 2002).  No response was received from them 
(January 2003).


Under Central Sales Tax (CST) Act, 1956, inter-State sales of declared goods not supported by declaration in Form "C" are taxable at twice the rate applicable to sale or purchase of these goods within the State and other than declared goods not supported by "C" Forms are taxable at ten per cent or at the rate of tax applicable to the sale or purchase of such goods inside the State under State laws, whichever is higher.  If rate of tax under the State Act is lower than 4 per cent such lower rate is to be applied to inter-State sales.

(i) (a)
During the course of audit of eleven circles(, and one unit office
, it was noticed (between May 1999 and December 2001) that in thirteen cases tax was levied at concessional rates though transactions were not supported by "C" forms resulting in short levy of tax by Rs 15.65 lakh.

On this being pointed out in audit (between May 1999 and December 2001) assessments were revised in 6 cases.  In other cases final reply has not been received (January 2003).

(b)
Under entry 24C of first schedule to APGST Act, 1957, rice bran oil is taxable at two per cent with effect from 16 August 1995 and at the rate of four per cent with effect from 1 January 2000 at the point of first sale in the State.  Government by an order
 dated 17 May 1997 reduced the rate of tax payable on inter-State sales on rice bran oil to one per cent from 1 April 1997 to 
31 March 1999.  Under provisions of 8(4) of CST Act, 1956, any sale in the course of inter-State trade or commerce should be supported by form ‘C’.  This contention was also judicially affirmed by Supreme Court
.  Therefore, inter-State sales turnover of rice bran oil not covered by ‘C’ forms is to be assessed to tax at the prescribed rate.

During the course of audit (September/December 2001) of 5 circles
 it was noticed in seven cases that inter-State sales of rice bran oil not supported by declaration in form ‘C’ were assessed to tax at the rate of 1 per cent instead of at the prescribed rates during the period 1996-97 to 1999-2000 resulting in short levy of tax of Rs 26.26 lakh.

On this being pointed out in audit (September/December 2001), assessment was revised (June 2002) in one case, revision has been initiated in another case; in other cases assessing authorities contended that ‘C’ forms are not required in view of a Government order
/judicial decision
.  This contention is not correct as Government orders are in respect of vegetable oils only and not applicable to rice bran oil and ‘C’ forms are required as per a decision of Supreme Court
.

(ii)
According to a judicial decision
 sale of exim scrips are taxable as general goods.  It was also held
 that sales of import replenishment (REP) licences to dealers outside the State are taxable as inter-State sales.

During the course of audit of Nellore-I Circle, it was noticed that (June 2001) in respect of an assessee, turnover relating to inter-State sale of REP licenses amounting to Rs 2.5 crore during 1998-99 was not levied to tax on the ground that sales of REP licenses were exempted.  This resulted in non-levy of tax of 
Rs 24.99 lakh.

On this being pointed out in audit (June 2001) the assessing authority stated (February 2002) that they have initiated revision.  Further report has not been received (January 2003).

The above matter was referred to the Department (between February 2000 and April 2002) and to the Government (July/August 2002).  No response was received from them (January 2003).
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CHAPTER 2


SALES TAX








(  Andhra Pradesh General Sales Tax


( Panjagutta, Secunderabad, Hyderabad Rural, Kurnool, Warangal, Guntur, Vijayawada and  Visakhapatnam


(  Kurnool, Warangal, Guntur, Vijayawada, Visakhapatnam, Hyderabad and Secunderabad


(  Opening balance is as on 1 July 1998 and receipts for the half year July to December 1998


( Ashoknagar, Hyderguda, Lord Bazar, Mehdipatnam, Nacharam, Osmangunj, Rajendranagar, Sanathnagar – Hyderabad; Kothagudem; Mahaboobnagar; Miryalaguda; General Bazar, Mahankali street – Secunderabad; Governorpet-Vijayawada and Chinawaltair-Visakhapatnam


( A.P. Computer Stationery Manufacturers Association Vs State of AP (1998) 26 APSTJ 184 APHC


( G.O.Ms.No.520 Rev CT II Dept dated 20 July 1988


( Bhongir, Agapura, Ashoknagar, Maharajgunj, Nampally, Narayanaguda, Panjagutta, Rajendranagar, Sanathnagar – Hyderabad; Medak; Malkajgiri, R.P. Road – Secunderabad; Nellore-II and Ongole-II


( Malkajgiri-Secunderabad


( Agapura, Ashoknagar, Begumpet, Musheerabad, Panjagutta, Sanathnagar – Hyderabad;�Nellore-II; Parvathipuram; Tarnaka-Secunderabad and Suryabagh-Visakhapatnam


( Agapura, Osmangunj, Rajendranagar – Hyderabad


( Sanathnagar


( Main Bazar-Guntur; Begumpet, Nampally, Hyderguda – Hyderabad; Ongole; Mahankali street-Secunderabad; Seethramapuram-Vijayawada; Dabagardens and Kurpam Market -Visakhapatnam


( Agapura, Ashoknagar, Nampally, Sanathnagar, Vidyanagar, Malakpet, Narayanaguda – Hyderabad; M.G. Road, S.D. Road – Secunderabad; Gudivada; Janagaon; Medak; �Nizamabad-II; Rajam; Rajampet and Tirupathi-II


( Agapura, Sanathnagar – Hyderabad; Market Street-Secunderabad; Kodad and Kurupam Market-Visakhapatnam


( Agapura, Ashoknagar, Begumpet, Jubilee Hills, Khairatabad, Punjagutta, Narayanguda, Rajendranagar, Sanathnagar – Hyderabad; Tarnaka-Secunderabad; Gudivada; Mangalgiri; Rajam; Rajampet;Gajuwaka-Visakhapatnam and M.G.Road (West)-Vizianagaram


(  G.O.Ms.No.914 Rev. dated 31 December 1999


( Ashok Nagar, Ananthapur-II; Chittoor-II; Agapura, Begumpet, Jubilee Hills, Malakpet, Mehdipatnam, Nampally, sanathnagar, Saroornagar, Vidyanagar – Hyderabad; Nandyal-II; Aryapuram-Rajahmundry; M.G. Road, S.D. Road – Secunderabad; Beet Bazar-Warangal and Seetharampuram-Vijaywada


(  G.O Ms.No.787 Rev.(CT II) dated 21 September 1996


�	Anantapur II; Jeedimetla-Hyderabad; Kurnool and Suryaraopet-Vijayawada


�	Basheerbagh, Begumpet, Nampally – Hyderabad and General Bazar – Secunderabad


�	Ashoknagar, Hyderguda, Musheerabad, Nampally – Hyderabad and Ramgopalpet-Secunderabad


�	Aghapura-Hyderabad and Ramgopalpet-Secunderabad


�	G.O.Ms.No.374 Rev. dated 25 April 1987


�	G.O.Ms.No.375 Rev. dated 12 May 1997


�	 G.O.Ms.No.82 Rev. dated 25 January 1996�	 G.O.Ms.No.626 Rev. dated 31 July 1996�	 G.O.Ms.No.415 Rev. dated 17 May 1997


�  Cuddapah-I; Medak; Gandhinagar, Lord Bazar, Maharajgunj – Hyderabad; Nellore-II; Peddapalli (Karimnagar Dist.); Alcot gardens- Rajahmundry and Ramgopalpet-Secunderabad


�   G.O.Ms.No.375 Ind. & Com. (IA) Dept. dated 23 August 1985


� Medak and Nandyal


� Namaplly- Hyderabad and Warangal


� Roofer’s Pharma (P) Ltd. Hyd & Others  Vs State of A.P. 1999 (28 APSTJ) 11


� Nacharam, Naidupet, Maharajgunj-Hyderabad, Maredpally, Mahankali Street-Secunderabad, Autonagar-Vijayawada and  M.G. Road-Vizianagaram


� G.O.Ms. No.69 Rev. (CT-II) Department dated 3 February 1997


� Basheerbagh, Nacharam, Rajendranagar-Hyderabad,General Bazar- Secunderabad, Kakinada and Kurupam Market - Visakhapatnam


� Hindupur, Rajam


(  1181/IP/A2/98-1 dated 11 February 1998


( Lr.No.2123/IP/A2/2000-01 dated 2 November 2001


�	A1(3)/691/96 dated 12 March 1996


( Ananthapur-I; Brodipet-Guntur; Khammam-III; Kothagudem; Ferozguda, Hydernagar, Jeedimetla, Saroornagar-Hyderabad; Kurnool-I, II, III; Nellore-I; Nizamabad-I; Mahankali Street-Secunderabad; Benz circle, Convent Street, Governorpet, Kothapet, Park Road, Samarangam Chowk, Suryaraopet-Vijayawada and Beet Bazar-Warangal


( Chittoor, Ashoknagar, Begumpet, Ferozguda, Punjagutta, Sanathnagar – Hyderabad; Chilakaluripeta; Kurnool-III; Miryalguda; Alcotgardens-Rajahmundry and Sangareddy


�	Guntakal





�	G.O.Ms.No.416 Revenue (CT II) dept dated 17 May 1997


�	State of Rajasthan Vs Sarvotham vegetables products (1996) 101 STC 547


�	Maharajgunj, Malakpet, Nampally – Hyderabad; Tadepalligudem and Alcotgardens-Rajahmundry


�   G.O.416 Rev. (CT-II) Dept. dt. 17 May 1997


�   Sri Ayyanar Spinning & Weaving  Mills Vs State of Tamil Nadu (1998) 109 STC 205 SC


� State of Rajasthan Vs Sarvotham Vegetables Products (1996) 101 STC 547


�  M/s Vikas Sales Co. and others Vs Commissioner of Commercial Taxes (1996) 23 APSTJ 24 (SC)


�  Polisetty Somasundaram Vs State of AP (1998) 27 APSTJ 27 (STAT)
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