Audit Report (Revenue Receipts) for the year ended 31 March 2003

Chapter II - Sales Tax



Test check of assessment files, refund records and other connected documents of Commercial Taxes Department conducted during 2002-2003 revealed under assessments of sales tax amounting to Rs 1113.88 crore in 1671 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
	215
	51.81

	2
	Application of incorrect rate of tax
	122
	15.80

	3
	Non/short levy of tax
	769
	74.50

	4
	Non-levy of penalty
	49
	15.33

	5
	Demands not taken to DCB
	5
	6.33

	6
	Other irregularities
	511
	950.11

	Total
	1671
	1113.88


During the year 2002-03, the Department accepted under assessments of 
Rs 161.86 crore in 1022 cases, of which 115 cases involving Rs 149.08 crore were pointed out during the year 2002-03 and rest in earlier years.   Out of this an amount of Rs 1.46 crore in 38 cases was realised.

A few illustrative cases involving Rs 75.94 crore and a review "Scheme of Sales Tax incentives for industrial units" involving Rs 477.38 crore are mentioned in the following paragraphs.


Highlights

During the period 1997-98 to 2002-03 Rs 9981 crore worth sales tax incentive was granted, out of which Rs 2129 crore were availed.

[Paragraph 2.2.11]

Sales tax deferment and exemption sanctions amounting to Rs 3,719.46 crore granted to eight Mega Projects were found to be irregular.

[Paragraph 2.2.12]

Though Pipeline Industries scheme does not envisage sales tax incentives being provided to existing units, sanctions were incorrectly accorded to seven existing units on expansion for the same end products.

[Paragraph 2.2.22]

Deferred sales tax Rs 10.74 crore and accrued interest thereon were not recovered from 25 units on becoming due for re-payment.  Of these, 22 units had closed down their production.

[Paragraph 2.2.28]

Monitoring of the scheme was not adequate, consequently no watch could be exercised on incentives availed of by the beneficiaries.

[Paragraphs 2.2.4]

2.2.1
Introduction
With a view to encouraging growth of industries in the State, the Industries Department in Government of Andhra Pradesh has been notifying various Incentive Schemes from 1989 providing sales tax incentives in the form of sales tax deferment and sales tax holiday (exemption) to industrial units.

One of such schemes Target-2000, was part of the New Industrial Policy, 1995 operating from 15 November 1995 to 31 March 2000.  According to the scheme, sales tax deferment for a period of 14 years or sales tax holiday for a period of seven years was admissible at the option of large, medium and small scale industries upto 135 per cent of the eligible fixed capital investment, from the date of commencement of commercial production, on the goods manufactured.  The scheme was also admissible to those units that set-up expansion projects involving enhancement of fixed assets and increase in production capacity.  The incentives granted were liable to be recovered if the unit went out of production for a period exceeding one year.  The incentive policy under the scheme was to end by 31 March 2000.  However, Government extended the benefits under the scheme to those units which were in the pipeline as on 31 December 1999 and went into commercial production before 31 March 2002.  This was known as the Pipeline Industries Scheme and was not admissible for expansion purposes.

For according sanctions under various incentive schemes, Government constituted State Level Committee (SLC) and District Level Committees (DLCs), in which Commissioner of Commercial Taxes in SLC and Deputy Commissioners of Commercial Taxes in DLCs are members   On the basis of the sanctions, Commissioner of Industries issues final eligibility certificates (FECs) indicating the extent and duration of incentives for implementation by the Commercial Taxes Department.  DLCs are competent to scrutinise and sanction claims of units involving eligible fixed capital investment (EFCI) of Rs 0.15 crore while claims above Rs 0.15 crore are to be sanctioned by SLC.  In respect of mega projects exceeding Rs 100 crore investment, sanctions are to be accorded by the Principal Secretary to Government on a case to case basis.

2.2.2
Organisational set-up

Industries Department: The Industries Department is headed by Commissioner of Industries assisted by nine Joint Directors, eight Deputy Directors, and nine Assistant Directors at Headquarters.   At the district level, there is one Joint Director, three Deputy Directors and two Assistant Directors in each of the District Industries Centers (D.I.C).

Commercial Taxes Department:  Commercial Taxes Department headed by the Commissioner of Commercial Taxes is assisted by two Additional Commissioners, six Joint Commissioners, 38 Deputy Commissioners.   The Deputy Commissioner head the department at the divisional level in the State.  The divisions are further divided into 182 circles, each headed by Commercial Tax Officer (CTO) who is the assessing authority.  The Commercial Tax Officer is assisted by the Deputy Commercial Tax Officer (DCTO) and Assistant Commercial Tax Officer (ACTO) in collection of taxes. Assessments under Andhra Pradesh General Sales Tax and Central Sales Tax Acts are finalised by CTOs/DCTOs/ACTOs depending upon the gross turnover involved.

A review, incentives viz., Incentives for new industries to be set up in the State was featured as para 2.2 in the Revenue Receipts Report of the Comptroller and Auditor General of India for the year ended 31 March 1998.  The report is yet to be discussed by the Public Accounts Committee.

2.2.3
Audit Objectives

A review for the period from 1997-98 to 2002-03, was conducted covering 12 circle offices out of 182 circle offices and two unit offices in the Commercial Taxes Department, and eight out of 23 District Industries Centres alongwith the office of the Commissioner of Industries in the Industries Department with a view to:

· assessing correctness of sanctions to sales tax incentives by SLCs/DLCs and implementation thereof;

· ascertaining whether sufficient internal controls exist to safeguard government revenue and its proper accounting;

· examining action taken for enforcing compliance with the conditions of the scheme.

2.2.4
Lack of internal control

Monitoring by District Industries Centres (DICs)

According to the schemes, General Managers of DICs have to conduct periodical inspection of the beneficiary units, obtain performance reports and initiate action to recover the incentives wherever warranted.

Statistical data regarding periodical inspection of beneficiary units though called for by audit was not received from the office of Commissioner of Industries upto 2000-01.  However, the same was received for the year 2001-02 according to which 26.46 per cent and 30.94 per cent of inspection reports pertaining to SLC cases and DLC cases respectively were received, as indicated below.

	Sanctions
	Targets fixed for inspection
	Reports received
	Percentage of reports received
	Percentage of reports not received

	SLC cases
	1,383
	366
	26.46
	73.54

	DLC cases
	1,409
	436
	30.94
	69.06

	Total
	2,792
	802
	--
	--


It would be seen from the above that the Department had failed to keep a watch on the incentives granted by it, thus defeating the very purpose for which performance reports were prescribed.

2.2.5
Non-inclusion of deferred sales tax demands in DCB Register

According to guidelines, the responsibility of watching recovery of deferred sales tax was that of Commercial Taxes Department.  In order to watch proper recovery of the deferred sales tax demands, the demands were to be taken to the Demands, Collection and Balance (DCB) Register and recovery watched.

Test check of records of 12 circle offices( revealed that monitoring on the part of the commercial taxes department was not adequate.  This was evident from the fact that deferred sales tax demands of Rs 208.57 crore in respect of 141 units were not taken to the DCB register.  In 3 circle offices(, deferred sales tax of Rs 145.90 crore in respect of 31 units was taken to the register at the instance of audit.

2.2.6
Agreement Bonds

The incentive scheme provides for treating the deferred sales tax as deemed loan on making available to the Commercial Taxes Department, security of fixed assets of the units, pari passu with financial institutions.  The Deputy Commissioners of Commercial Taxes were authorised to enter into agreements for this purpose. Out of the 36 deferred sales tax sanctions test checked, agreements were entered in two cases only.  In two cases it was stated that agreements were being obtained.  Reply in respect of the remaining 32 cases was awaited.  The two agreements entered into were between the Commercial Tax Department and the assessee.  However, funding agencies were not made party to the agreements to comply with the requirements of the pari passu feature.

2.2.7
Trend of Sanction and Availment
As per the information furnished by the Industries Department, under the schemes during the period between 1996-97 and 2002-2003, sanctions were accorded towards sales tax deferment and sales tax exemptions involving 
Rs 8971.09 crore as on 31 March 2003 as detailed below:

State Level Committee Sanctions

	(Rupees in crore)

Year
	S.T. Deferment
	S.T. Exemption
	Total

	
	No. of Units
	Amount
	No. of Units
	Amount
	No. of Units
	Amount

	1996-97
	93
	528.82
	228
	112.66
	321
	641.48

	1997-98
	95
	411.89
	441
	612.60
	536
	1,024.49

	1998-99
	129
	2,667.35
	502
	870.91
	631
	3,538.26

	1999-00
	119
	1,629.72
	362
	249.06
	481
	1,878.78

	2000-01
	81
	241.35
	546
	1,205.23
	627
	1,446.58

	2001-02
	49
	276.51
	90
	103.57
	139
	380.08

	2002-03
	15
	40.11
	29
	21.31
	44
	61.42

	Total
	581
	5,795.75
	2198
	3,175.34
	2779
	8,971.09


2.2.8
Pipeline Industries Scheme 

Under pipeline industries scheme, sanctions amounting to Rs 1500.15 crore were accorded to 397 units as detailed below.

	(Rupees in crore)

Year
	S.T. Deferment
	S.T.Exemption
	Total

	
	No. of Units
	Amount
	No. of Units
	Amount
	No. of Units
	Amount

	2000-01
	1
	3.89
	1
	71.51
	2
	75.40

	2001-02
	32
	89.70
	47
	39.99
	79
	129.69

	2002-03
	105
	661.42
	211
	633.64
	316
	1,295.06

	Total
	138
	755.01
	259
	745.14
	397
	1,500.15


2.2.9
District Level Committee Sanctions

According to the scheme, the Commissioner shall device an appropriate proforma, and report to the Government every month, the financial and physical achievements incorporating information obtained from the districts.

The information regarding the total number of units that had availed benefits under the scheme was not made available to audit by the Commissioner of Industries.  However, as per the information received from 15 DICs( out of 23 DICs, it was noticed that sanction of Rs 151.26 crore were accorded to 1544 units as detailed below:

	(Rupees in crore)

Year
	S.T. Deferment
	S.T. Exemption
	Total

	
	No. of Units
	Amount
	No. of Units
	Amount
	No. of Units
	Amount

	1997-98
	29
	1.08
	265
	18.78
	294
	19.86

	1998-99
	24
	2.45
	342
	29.24
	366
	31.69

	1999-00
	12
	0.65
	475
	51.08
	487
	51.73

	2000-01
	2
	0.36
	331
	40.14
	333
	40.50

	2001-02
	1
	0.12
	56
	6.54
	57
	6.66

	2002-03
	--
	--
	7
	0.82
	7
	0.82

	Total
	68
	4.66
	1476
	146.60
	1544
	151.26


2.2.10
Trend of State sales tax revenue vis-à-vis sanction of incentives

Sales tax realised during 1997-1998 to 2002-2003 vis-a-vis the revenue foregone by way of sales tax exemption and revenue deferred by way of 



sales tax deferment sanctioned, as furnished by the Department are detailed below:


	Year
	Revenue realised
	Amount of sanction of Sales Tax Exemption
	Amount of sanction of Sales Tax Deferment
	Total
Col. 3+4
	Percentage
Col. 5 to 2

	1
	2
	3
	4
	5
	6

	1997-98
	4,728.36
	631.38
	412.97
	1,044.35
	22

	1998-99
	5,251.34
	900.15
	2,669.80
	3,569.95
	68

	1999-2000
	6,171.63
	300.14
	1,630.37
	1,930.51
	31

	2000-01
	7,303.20
	1,316.88
	245.60
	1,562.48
	21

	2001-02
	7,740.89
	150.10
	366.33
	516.43
	7

	2002-03
	8,322.20
	655.77
	701.53
	1,357.30
	16

	Total
	39,517.62
	3,954.42
	6,026.60
	9,981.02
	25


It would be seen from the above table that percentage of tax incentive benefits to sales tax revenue ranged from 7 to 68 per cent during the period.

2.2.11
Particulars of Sales tax deferment/Sales tax exemption availed

Particulars of sales tax deferment and sales tax exemption availed as furnished by Commissioner of Commercial Taxes for the period from 1997-98 to 
2002-2003 are as detailed below:

	(Rupees in crore)

Year
	Sanction of sales tax deferment
	Sales tax deferment availment
	Sanction of sales tax exemption
	Sales tax exemption availment
	Total

	
	
	
	
	
	Sanctions
	Availment

	1997-98
	412.97
	96.49
	631.38
	41.56
	1,044.35
	138.05

	1998-99
	2,669.80
	151.30
	900.15
	50.38
	3,569.95
	201.68

	1999-00
	1,630.37
	207.77
	300.14
	64.38
	1,930.51
	272.15

	2000-01
	245.60
	227.85
	1,316.88
	39.82
	1,562.48
	267.67

	2001-02
	366.33
	323.76
	150.10
	55.60
	516.43
	379.36

	2002-03
	701.53
	644.20
	655.77
	225.81
	1,357.30
	870.01

	Total
	6,026.60
	1,651.37
	3,954.42
	477.55
	9,981.02
	2,128.92


2.2.12
Irregularities in sanction of incentives 
Irregular sanctions in respect of sales tax deferment amounting to 
Rs 3568.46 crore and in respect of sales tax exemption amounting to 
Rs 392.03 crore were noticed during test check as detailed in the succeeding paragraphs:

Sanctions to Mega Projects without authority

As per Target-2000 scheme, for mega projects, with eligible capital investment exceeding Rs 100 crore, Government may consider special package of incentives on a case to case basis, based on the gestation period of projects, pioneer nature of projects, locational aspects, state of the art technology, profitability, scope for ancillaries etc.  Therefore, the State Level Committee was not competent to accord sanction of sales tax incentives to mega projects.

Test check of records in seven circle offices( revealed that sales tax incentives were sanctioned, under the scheme Target-2000, by State Level Committee and issued by the Commissioner of Industries to eight mega projects with fixed EFCI exceeding Rs 100 crore in each case though these sanctions were to be considered by Government on a case to case basis.  These sanctions amounted to Rs 3719.46 crore against which Rs 209.45 crore was availed as indicated.

	(Rupees in crore)

Sl. No.
	Incentive
	No. of units
	Sanction
	Availment

	1.
	Sales tax deferment
	4
	1,554.72
	146.35

	2.
	Sales tax deferment (Expansion)
	3
	1,825.64
	59.84

	3.
	Sales tax exemption (Expansion)
	1
	339.10
	3.26

	Total
	8
	3,719.46
	209.45


Reply of the department awaited (January 2004).

2.2.13
Irregular sanctions accorded by District Industries Centres 

According to the schemes, the DIC shall scrutinise and sanction claims of units involving EFCI of Rs 0.15 crore and below.

Test check of records in two circle offices( and two unit offices( revealed that the DICs accorded sanction of Rs 0.57 crore to four industrial units though the EFCI in each case exceeded Rs 0.15 crore.

2.2.14
Irregular sanction without fixing base turn over

According to the guidelines, the quantum of incentives to different units for manufacture of the same end product or for manufacturing of intermediate product of the same end product setup by the same group of management, from time to time in the same district or within 150 km radius, will be limited to the maximum allowed to the new industrial unit.  Such cases were to be treated as expansion to the existing unit, allowing incentive over and above the base turnover.  Base turnover for this purpose shall be the best production achieved during the three years preceding the year of expansion or the maximum capacity expected to be achieved by the industry, whichever is higher.

Test check of records in seven circle offices( and a unit office( revealed that 13 existing industries set-up new units between February 1996 and 
March 2000, for the same end product being manufactured in the existing unit either in the same premises or within same district.  But the units were incorrectly classified as new units and sales tax incentives of Rs 133.24 crore were incorrectly sanctioned to these units.  The amount availed was Rs 19.21 crore as indicated below:

(Rupees in Crore)

	Nature of incentive
	No. of units
	Amount of sanction
	Availed

	Deferment
	9
	130.73
	18.59

	Exemption
	4
	2.51
	0.62

	Total
	13
	133.24
	19.21


2.2.15
Incorrect determination of base turnover

Existing units( setting up expansion projects involving enhancement of fixed capital investment by atleast 25 per cent of the existing level as well as enhancement of capacity by at least 25 per cent for the same product, would be eligible for sales tax incentives for the enhanced turnover above the base turnover of the existing unit.

Test check of records in three circle offices( revealed that in respect of three industrial units, sanction of sales tax incentives on expansion were accorded with incorrect base turn over.  The sanctions amounted to Rs 18.93 crore and Rs 0.33 crore, was availed.

2.2.16
Incorrect sanction of sales tax incentives to units availing other concessions

Sales tax incentives as a package under Target-2000 scheme were inclusive of any other incentive under any other earlier or current incentive scheme of State or Central Government for the same end product manufactured by the same dealer.

Test check of records in a circle office( revealed that a fertilizer manufacturing unit which was in receipt of Central subsidy on ‘Single Super Phosphate’ was sanctioned deferment of sales tax of Rs 4.21 crore for 14 years from 17 April 1997 against which Rs 0.70 crore was availed upto 2001-02.  Central subsidy of Rs 7.19 crore was received for the period from 1997-98 to 2001-02 for the same commodity.

Similarly, a mega project which was in receipt of fertiliser incentives on urea was sanctioned deferment of sales tax, on expansion, for Rs 1017.47 crore for 14 years from 19 March 1998 against which the availment for 1998-99 to 2000-01 was Rs 21.61 crore.  Central subsidy of Rs 1798.89 crore for the period from 1998-99 to 2001-02 for the same commodity was not taken into consideration.

2.2.17
Incorrect computation of eligible capital investment

The schemes specified items eligible for computation of EFCI, for sanction of sales tax incentives.  According to this, the cost of DG sets was not to be included for computation thereof.

Test check of records of two circle offices( revealed that a unit was sanctioned in February 2000 sales tax exemption of Rs 0.56 crore as a new industry under 
Target-2000 scheme.  Later a revised FEC was issued raising the sales tax exemption to Rs 0.69 crore after irregularly including the value of D.G. sets in the EFCI.  Against this irregular revised sanction, Rs 0.36 crore, was availed.

Similarly, in the case of a mega project, cost of D.G. sets of Rs 24.35 crore was included in EFCI for sanction of sales tax deferment.  This resulted in excess deferment of Rs 16.74 crore.
2.2.18
Irregular sanction of sales tax incentives to ineligible industries

Under the incentive schemes announced from time to time, Government specified certain industries to be ineligible for availing the sales tax incentives.  A list of ineligible industries was appended to each scheme according to which wood based industries, activities of table meat production, manure mixing, steel castings manufacture and hotels were ineligible for sales tax incentives.

Test check of eight circle offices( and three unit offices( revealed that 27 ineligible industries, were incorrectly sanctioned, between August 1997 to November 2001, sales tax incentives amounting to Rs 29.51 crore against which Rs 7.16 crore was availed.

2.2.19
Sanctions to products not manufactured by industrial units

According to the scheme, Sales tax incentives were admissible only on products manufactured.  Consequently, exemption was not admissible if no new commodity was manufactured by the unit.

Test check of records in 16 circle offices( and 2 unit offices( revealed that 26 industrial units were allowed sales tax exemption amounting to 
Rs 15.64 crore even though no new commodity was manufactured, 
Rs 5.10 crore were availed of as incentive.  Further, it was noticed that sales tax exemption of Rs 2.50 crore was sanctioned to 12 mineral water units between February 1996 and November 1998 though no manufacturing activity was involved.  Thus exemption granted was not correct.  The availment was 
Rs 0.99 crore.

2.2.20
Non-consideration of commencement of commercial production while granting incentive

New industrial units were to file their claim for incentives within six months from the date of commencement of commercial production.  The sales tax incentives were to be allowed from the date of commencement of commercial production indicated in the FECs.

Test check of records of a circle( office revealed that one communication antenna manufacturer had gone into commercial production in February 1999.  The unit applied for sales tax incentive in May 2000 for which sanction of deferment of Rs 1.28 crore was accorded with effect from 25 March 2000.  Sanction of incentive to the unit already in production was incorrect.

Similarly, a mega project in a circle office( involved in manufacture of cement was also sanctioned sales tax deferment from 1 October 1998 though the unit was already in commercial production.

2.2.21
Non cancellation of Final Eligibility Certificates (FECs) in respect of units not in continuous production

Industrial units availing sales tax incentives were to be in continuous production in the manufacture of approved lines, without any break in production except for a break not exceeding six months owing to reasons beyond their control.  The incentives granted were liable to be recovered if the unit went out of production for a period exceeding one year or failed to achieve the prescribed level of production per annum.

Test check of records in a circle office( revealed that deferment sanction of 
Rs 2.79 crore, issued in October 1998 on expansion to a steel forging manufacturing unit, was not cancelled even though the unit had not crossed the base production capacity of 3500 MTs per annum continuously for three years from 1998-99 to 2000-01.

Further, a unit in Nacharam circle office availed sales tax deferment for the original unit and also for expanded unit and the entire tax due from 1996-97 was debited to first sanction only.

Therefore, the second sanction for production over and above base production, on expansion, for Rs 15.62 crore, was to be cancelled.

2.2.22
Irregular sanctions issued to existing units on expansion or for the new units for the same end product under Pipeline Industries Scheme

Under Pipeline Industries Scheme, sales tax incentives were not admissible to the existing units, which go on expansion.

Test check of records in two circle offices( revealed that, sales tax incentives of Rs 5.10 crore were sanctioned to seven units, four on expansion and to the remaining three as new units. As the four units in pipeline were on expansion, they were not eligible for sales tax incentives.  As the remaining three units were also already in existence, they should not have been classified as new units.  Hence, the incentives granted were incorrect.

Irregularities relating to implementation by Commercial Taxes Department
Test check of records in Commercial Taxes Department revealed that there was incorrect sales tax incentives amounting to Rs 234 crore availed as detailed below:

2.2.23
Incentives allowed beyond the scope of sanction

According to the schemes, the industrial units availing sales tax incentives were liable to pay sales tax after exhausting the sanction amount/period as indicated in the FECs.

Test check of records in nine circle offices( revealed that 29 industrial units were incorrectly allowed to avail incentives amounting to Rs 3.65 crore in excess of the sanctioned limits/beyond the period of sanction.

2.2.24
Short debit to Incentives

Test check of records of six circle offices( and one unit office( revealed that in respect of nine industrial units, the entire tax on the products eligible for availing incentives was not debited to the sanction, resulting in short debit of Rs 0.47 crore due to arithmetical mistakes, short adjustments etc.

	(Rupees in crore)

Nature
	No. of cases
	Amount of incentive availed
	Amount of incentive availed adjusted
	Short debit

	Deferment
	4
	1.62
	1.36
	0.26

	Exemption
	5
	0.42
	0.21
	0.21

	Total
	9
	2.04
	1.57
	0.47


2.2.25
Irregular debiting to incentives for products not covered by Sanction 

Sales Tax Incentives were admissible only on the products manufactured and sold by new industries as indicated in the FECs.

Test check of records relating to four circle offices( and one unit office( in respect of five industrial units revealed that sales tax incentive sanctions were debited amounting to Rs 0.23 crore in respect of tax payable on products not covered by FECs.  The quantum of incorrect incentives so allowed was required to be recovered.

2.2.26
Irregular debit of tax levied on execution of Works Contracts to Incentive Sanctions

The sale of raw material to work, to execute works contract, is not eligible for sales tax incentives, as the sale is only a deemed sale of raw material to work and finished product of the manufacturer does not emerge.

Test check of records of 13 circle offices( and four unit offices( revealed that 18 industrial units had executed works contracts by incorporating raw material purchased on the work.  The turnover thereof was assessed to tax.  Since works contract tax is not eligible for tax incentives, the deferment/exemption of Rs 1.45 crore was irregular.

2.2.27
Tax collection during period of sales tax exemption (Holiday)

According to the schemes, sales tax incentives were effective from the date of commencement of commercial production. Industrial units availing sales tax exemption (Holiday) were not entitled to collect sales tax from consumers.  In case they collected sales tax while availing sales tax exemption, they would be liable to remit the collected amount to Government. 

Further, as per Government order dated 30 January 1997( sales tax if any paid by units during the period of availing sales tax incentives towards the tax due shall be adjusted against the future sales tax dues payable after the expiry of the eligibility period provided there is un-utilised balance of exemption/deferment.

Test check of records relating to 14 circle offices( and three unit offices( revealed that while availing sales tax exemption (Holiday), 22 industrial units had collected sales tax of Rs 0.89 crore and did not remit the same to Government.  Interest and penalty as leviable under Andhra Pradesh General Sales Tax Act was neither worked out nor levied in such cases.  Further, sales tax incentives of Rs 3.75 crore were short debited in respect of 15 cases.  In respect of 13 cases involving tax of Rs 0.36 crore paid by the units towards tax due, the same was adjusted towards total tax due instead of adjusting the same after the period of availment sanctioned towards un-utilised balances of exemption.

2.2.28
Non - recovery of Deferred Sales Tax

The deferred sales tax allowed in each year is to be paid back in annual instalments after expiry of the relevant period, on the due dates for repayment without interest.  Belated payments carry interest at 21.5 per cent.  The Commissioner of Commercial Taxes was made responsible for recovery of deferred sales tax.

Test check of records of 15 circles offices( revealed that 25 industrial units had not paid the deferred sales tax of Rs 10.74 crore on becoming due for repayment.  Out of the 25 units, 22 units had closed down production.  One closed unit was allowed excess deferment of Rs 0.29 crore over the sanctioned limit.  The interest/accrued interest thereon in respect of 16 units worked out to Rs 2.15 crore.  No action was taken to cancel the FECs and to recover the amounts.

2.2.29
Non-recovery of Sales tax exemption (Holiday) due to closure of production before the stipulated period

Test check of records of eight circle offices( and five units offices( of Commercial Taxes Department, revealed that 27 industrial units availing sales tax exemption had stopped production for more than one year during the availment period.  The total amount of incentives availed that had become recoverable worked out to Rs 2.31crore.  Neither the Industries Department had cancelled the sanctions nor the Commercial Taxes Department had initiated action to recover the amount.

On the irregularities in implementation of the schemes being pointed out in audit, the Commercial Taxes Department promised to examine the irregularities and initiate action.  Further report is awaited (January 2004).

2.2.30
Recommendations

Based on the above observations, government may consider taking steps:

· To ensure proper co-ordination between the Industries Department and Commercial Taxes Department for sanction and availing of incentives

· To put in place an appropriate control mechanism to ensure efficiency, effective enforcement of all the relevant conditions.

The matter was referred to the Department between February 2002 and 
June 2003 and to the Government in June 2003.  No response was received from them (January 2004).

Andhra Pradesh Sales Tax (Settlement of Disputes) Act, 2001, was enacted with a view to reduce the burden of litigation on the Commercial Taxes Department and to settle arrears of tax etc., in long pending disputes before various Appellate/Revisional authorities. The scheme under the Act came into force on 17 July 2001 and ended on 30 September 2001.  It envisaged quick and voluntary settlement of disputed taxes, penalty and interest due as on 
31 March 2001 under the APGST( Act, 1957, the APET( Act, 1939, and CST( Act, 1956.  Under the scheme, fifty percent of the disputed taxes and ninety percent of the interest or penalties raised under any provision of the relevant Act due on 31 March 2001 not collected from the assessees was sought to be forgone if they paid fifty percent of the disputed taxes.  The scheme applied to all dealers registered as well as un-registered.

Test check of records conducted in nine divisions revealed the following:

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

	1
	Omission to file stage and proof of appeal/non verification of the correctness of the particulars set forth in the application
	266
	2.64

	In the absence of verification of stage and proof of appeal pending the benefit allowed under the scheme was not in order.

	2
	Non-levy of interest 
	244
	2.60

	The scheme provides for enforcement of payment and settlement of disputes relating to any arrear tax, additional tax, turnover tax, penalty or interest, as the case may be.  Interest is leviable on the amounts paid by the applicants towards the arrear tax or penalty.  But no interest was levied on these amounts.

	3.
	Cases settled where the appeal/dispute ceased to exist
	1
	0.08

	The appeal is pending against the provisional assessment. Though the final assessment had been completed on 31 March 2001, this case was settled by waiving an amount of Rs 7.51 lakh.


Thus, test check revealed that benefit of Rs 2.64 crore was paid irregularly, interest of Rs 2.60 crore was not levied and Rs 0.08 crore was wrongly waived.

The above matter was referred to the Department in April 2003 and to the Government in September 2003.  No response was received from them (January 2004).


Tax at the rates specified in Schedules I to VI to the APGST Act, 1957, is leviable on the commodities included in these schedules.  Commodities not specified in any of these schedules are taxable at 10 per cent between 1 April 1995 and 31 December 1999 and 12 per cent thereafter.

During the course of audit of 19 circles( and two unit offices(, it was noticed that tax was recovered at lower rates than specified in the Act in 34 cases resulting in short levy of tax of Rs 8.90 crore.  A few instances are given below:

(Rupees in lakh)

	Sl. No.
	Name of the circle/period
(Month/year of assessment)
	Commodity
	Turnover
	Rate of tax %
leviable/ levied
	Amount of short levy

	1
	Agapura, 
Hyderabad
(a) 1997-98
(March 2000)

(b)2000-01
(February 2002)
	Packing material for liquor
	

158.09


369.79
	

50,70/ 10,4


70/ 8,12,4
	

65.92


231.62

	2
	R.P. Road, 
Secunderabad
2000-2001
(December 2001)
	Projectors
	
80.84
	
12/4
	
6.47

	3
	Srikakulam
1998-99
(February 2001)
	ACSR Conductors 
	61.09
	16/7
	5.50

	4

(a)

(b)
	SD Road,
Secunderabad
1999-2000
(August 2001)

2000-01
(February 2002)
	Sorbitol
	

93.96


384.77
	10/4
	

5.64


23.08

	5
	Suryaraopet,
Vijyawada
1998-99
(March 2002)
	Stone Ballast
	

204.01
	

9/4
	

9.01

	6

(a)

(b)
	Mehdipatnam,
Hyderabad
1999-2000
(November 2001)

2000-01
(December 2001)
(3 cases)
	Pre-engineered steel/ fabricated building systems concessional rate allowed exclusively to a manufacturer allowed to another manufacturer
	

42.66



4,729.34
	

10,12/1



10,12/ 4,1
	

512.32


On this being pointed out, the assessments were revised in 14 cases and 
Rs 44.29 lakh was collected by the concerned authorities.  In three cases, it was stated that tax was correctly levied as the assessee filed prescribed forms required under Section 5B according to which concessional rate of tax was admissible to goods sold to dealers who were manufacturers of other goods.  This reply is not tenable as the goods sold were DEPB licenses which are of intangible character and do not come under provisions of Section 5B.  This section provides for levy of tax at concessional rate on sales of goods for manufacture/processing.  In another case, it was contended that the concessional rate was allowed in view of Government notification( dated 13 February 1986 providing for levy of tax at concessional rates in respect of sales to government departments.  But this notification was struck down by Andhra Pradesh High Court( in 1990, as such concessional rates of tax was not applicable.  Final reply has not been received in respect of other cases (September 2003).

The above matter was referred to the Department between February 2002 and March 2003 and to the Government between May 2003 and September 2003. No response was received from them (January 2004).


Tax at different rates is leviable as laid down in the Schedules to the APGST Act, 1957, according to classification of goods.

During the course of audit of 25 circles( and 10 unit offices( it was noticed in 51 cases that while finalising the assessments for the years 1994-95 to 2000-2001 the Assessing Authorities levied tax under incorrect entries of such schedules resulting in short levy of tax amounting to Rs 9.98 crore.

On this being pointed out in audit in 12 cases assessments were revised and 
Rs 0.71 lakh was collected by the concerned authorities.  In 38 cases it was contended that tax was levied correctly.  This contention is not correct as the tax was not levied in accordance with the entries in the schedules and relevant notifications.  In respect of other cases final reply has not been received (September 2003).

The above matter was referred to the Department between February 2002 and May 2003 and to the Government between July 2003 and September 2003.  No response was received from them (January 2004).


2.6.1
Under section 5C of APGST Act, 1957, sale of articles of food and drinks in restaurants or catering houses or hotels, irrespective of their being tax suffered, are taxable at the rate of eight per cent with effect from 
31 December 1999 if turnover of a dealer exceeds Rs 2 lakh in a year.

During the course of audit of two circles( it was noticed that three dealers whose turnover exceeded Rs 2 lakh, tax on sales turnover of liquor during the years 1999-2000 and 2000-2001 was exempted from payment of tax resulting in short levy of tax of Rs 6.47 lakh.

On this being pointed out in audit, in two cases the Assessing Authority stated that the turnover of dealers was not taxable.  This reply is not tenable as the turnover of dealer exceeded Rs 2 lakh and thus tax was payable.  The third assessment was revised.  Further report on collection has not been received (January 2004).

2.6.2
Under APGST Act, 1957, lease rentals on goods are taxable at rates prescribed from time to time.  Such liability shall be deemed to have arisen in the state whenever the goods are used within the State irrespective of the place where the agreement whether written or oral, is executed.  Turnover tax under section 5A is also leviable from 1 August 1996 where the turnover exceeds 
Rs 10 lakh.  However, turnover tax on these transactions was exempted with effect from 3 January 2000 by a notification(.

During the course of audit of SD Road circle, it was noticed that lease receipts of an assessee during the years 1999-2000 and 2000-2001 assessable under APGST Act were incorrectly exempted from levy of tax on the ground that they do not constitute turnover under APGST Act and the transactions fall under CST Act.  The incorrect exemption resulted in non-levy of tax of 
Rs 35.29 lakh.

2.6.3
Under Section 6-C of the APGST Act, 1957, the rate of tax on packing material when sold with contents shall be the same as that of the contents whether or not there is a separate sale or agreement for sale for the packing material in which the goods were packed or filled.

Under entry 19(iii) of Schedule-I to APGST Act, gunnies are taxable when sold with contents, at the rate at which the contents are liable to tax.

During the course of audit of three circles* it was noticed, in respect of 18 assessees that on a turnover of Rs 4.19 crore relating to packing material i.e., gunnies involved in the sale of rice during the years 1998-1999 to 2000-2001 assessed between December 1999 and March 2002, tax of Rs 4.04 lakh was levied at the rate applicable to gunnies instead of levying tax of Rs 16.77 lakh applicable to rice, resulting in short levy of tax of Rs 12.73 lakh.

On this being pointed out in audit Assessing Authorities replied that the matter would be examined.  Further report has not been received (January 2004).

2.6.4
Under Liberalized State Incentive Scheme (LSIS) 1989, which was in existence prior to 3 October 1989, existing units were not eligible to incentives.

Test check of records in a circle office( revealed that 2 units were already in operation prior to 3 October 1989.  As such incentives under LSIS were not admissible to them.  However, Industries Department accorded sanction of incentives of Rs 8.67 crore between March 1995 and June 1996, which was incorrect.  The units had availed of Rs 4.36 crore upto March 1999.

2.6.5
During the course of audit of six circles( and one( unit office it was noticed in 11 cases that exemption involving tax of Rs 56.51 lakh was incorrectly granted during the years 1996-97 to 2000-2001 as detailed below:

	(Rupees in lakh)

Sl. No.
	Name of the circle/unit
Period 
(Month/Year of assessment)
	Nature of Irregularity
	Amount of turnover exempted
	Short levy

	1
	Rajahmundry (Town)
1999-2000
(June 2001)
	Sales to Girijan Primary Co-operative Marketing Societies exempted although the Societies were not covered by notification
	8.03
	0.64

	Assessment was revised.  However the assessee filed appeal which is still pending

	2
	Anakapalli
2000-2001
(January 2002)
	Sales of poultry feed exempted though notification was cancelled by the Government
	388.48
	15.54

	Assessment was revised in February 2003 and amount adjusted to tax holiday.

	3
	Narayanaguda,
Hyderabad
2000-2001
(May 2001)
	Sales within the State were incorrectly exempted though no exemption was allowed to unit
	96.24
	11.55

	Assessing Authority sated in July 2002 that the assessment would be verified.  Further report has not been received (January 2004).

	4
	Agapura-Hyderabad
1996-1997
(July 1999)
	Last purchase turnover of hides and skins though taxable not assessed to tax
	91.39
	3.66

	Assessment was revised in August 2002 and demand taken to DCB register.  Further report on collection has not been received (January 2004).


(Rupees in lakh)

	Sl. No.
	Name of the circle/unit
Period
(Month/Year of assessment)
	Nature of Irregularity
	Amount of turnover exempted
	Short levy

	5(i)
	Malkajgiri,
Secunderabad
1996-1997
(March 2000)
	Sales of re-refined oil obtained from waste oil was incorrectly exempted instead of levying tax under entry 39 of Schedule -I
	16.64
	2.66

	The Assessing Authority stated in December 2000 that the matter would be examined.  Further report has not been received (January 2004).

	5
(ii)
	1997-1998
(March 2000)
	-do-
	16.74
	2.68

	The Assessing Authority stated in September 2002 that the assessment file was submitted for revision.  Further report has not been received (January 2004).

	6
(a)


(b)

(c)
	Punjagutta,
Hyderabad
1997-1998 (March, December2001)
1999-2000
(October 2001)
2000-2001
  (December 2001)
	Sales of branded mineral water incorrectly exempted instead of levying tax at 12 per cent under entry 21 of Schedule-VI
	
10.02


39.16

126.33
	
1.07


4.20

13.54

	The Assessing Authority stated in March 2003 that the file was submitted for revision.  Further report has not been received (January 2004).

	7
	DCTO, Khairatabad,
Hyderabad
1999-2000
(May 2000)
	Sales turnover of chalk though liable to tax was incorrectly exempted
	9.42
	0.97

	Assessing Authority stated in February 2002 that the matter would be examined. Further report has not been received (January 2004).

	Total
	56.51


The above matter was referred to the Department between September 2001 and May 2003 and to the Government between May 2003 and 
September 2003.  No response was received from them (January 2004).


2.7.1
Under item 175 of Schedule-I to APGST Act, 1957, bitumen is taxable at the rate of 12 per cent with effect from 1 January 2000 at the point of first sale in the State.

During the course of audit of Khairatabad circle, it was noticed in September 2002 that an assessee purchased bitumen from outside the State issuing  'C' forms.  He transferred a quantity valued Rs 2.88 crore to a joint venture which was separately registered in which the assessee also had an interest.  Though, it was shown as purchase in the accounts of the joint venture, it was not shown as sale by assessee and not assessed to tax resulting in non-levy of tax of 
Rs 34.62 lakh.

On this being pointed out in audit, the Assessing Authority stated that the objection would be examined and report sent.  Further report has not been received (January 2004).

2.7.2
Under Schedules II and III to APGST Act, 1957, iron ore, paddy, groundnut, oil seeds and cotton are taxable at purchase point.  Oil seeds are not exempted from levy except in case of truthfully labelled certified oil seeds used for agricultural purposes.

During the course of audit of Basheerbagh circle it was noticed in two cases while finalising assessments in February and March 2002, that purchase turnover of iron ore and foundation oil seeds amounting to Rs 4.23 crore was not assessed to tax.  This resulted in non-levy of tax of Rs 16.90 lakh.

On this being pointed out in audit the Assessing Authority revised the assessment in one case (August 2002) and recovered Rs 8.77 lakh.  In another case, it was stated in January 2003 that tax was not leviable in view of an exemption to certified and truthfully labelled seeds for agricultural purposes.  The reply is not tenable as the seeds purchased did not fall under the category for exemption.

2.7.3
During the course of audit of two( circles it was noticed between September and December 2002 in three cases that tax payable was incorrectly worked out due to computation mistakes resulting in short levy tax of 
Rs 6.13 lakh.

On this being pointed out in audit assessing authorities stated that necessary action would be taken.  Further report has not been received 
(January 2004).

2.7.4
During the course of audit of two circles( it was noticed in two cases that while finalising assessments in January and March 2001, taxable turnover of soft drinks and dry batteries amounting to Rs 44.67 lakh was not assessed to tax during the years 1997-98 and 1999-2000 resulting in short levy of tax of Rs 5.55 lakh.

On this being pointed out in audit, Assessing Authority stated that action had been initiated in September, October 2002 for revision of assessments.  Further reports have not been received (September 2003).

The above matter was referred to the Department between August 2002 and March 2003 and to the Government in July 2003.  No response was received from them (January 2004).


Goods enumerated in the Schedule-VI to the APGST Act, 1957, are taxable at every point of sale in the state.  According to proviso to the Schedule, tax to be paid at any point of sale other than first point sale, shall be determined after deducting the tax levied on the turnover of such goods at the immediately preceding point of sale by a registered dealer from the tax leviable on the turnover of same goods at the point of sale by selling dealer.

It was judicially held( that while calculating such tax, the rate of tax prevailing at that particular point of time is only to be adopted.

During the course of audit of 21( circles it was noticed that in 36 cases, set-off of tax was allowed in excess either due to incorrect determination of tax paid on stocks at preceding point or not limiting the set-off to tax payable on the goods put to sale or due to incorrect classification of goods.  This resulted in short levy of tax of Rs 94.07 lakh.

The above matter was referred to the Department between September 2002 and March 2003 and to the Government in August and September 2003.  No response was received from them (January 2004).

According to Section 5A of APGST Act, 1957, when the total turnover of a dealer in a year exceeds rupees ten lakh, turnover tax at one per cent is leviable with effect from 1 August 1996 on second and subsequent sales of goods specified in first, second, fifth and seventh schedules.

During the course of audit of 25 circles( it was noticed that in 118 cases assessed between October 1999 and March 2002, turnover tax amounting to Rs 2.84 crore was short/not levied during the years 1997-98 to 2000-01.

On this being pointed out in audit, the Assessing Authorities revised the assessment in March 2002 in three cases and action was initiated in January/December 2003 for revision of assessments in 17 cases.  In 85 cases Assessing Authorities contended that turnover tax is not leviable. This contention was not correct as these cases attracted the provision of Section 5A. Final reply has not been received in respect of the remaining cases 
(January 2004).

The above matter was referred to the Department between August 2002 and May 2003 and to the Government between July and September 2003.  No response was received from them (January 2004).

Under section 5 AA of APGST ACT, 1957, with effect from 1August 1996 whenever a dealer, holding trade mark or patent thereof, sells goods other than declared goods at any point of sale other than first point of sale, he shall be deemed to be the first seller in the state and shall be liable to pay tax accordingly.

During the course of audit of three circles( it was noticed that in three cases, the sales turnover of branded audio cassettes, chemical fertilizers and chicory powder were incorrectly exempted as second sales.  The incorrect exemption resulted in non-levy of tax of Rs 30.04 lakh.

On this being pointed out in audit, in one case the assessment was revised in November 2001.  In another case action was initiated in November 2002 for revision while in the third case further report was awaited (January 2004).

The above matter was referred to the Department between November 2002 and March 2003 and to the Government between July and September 2003.  No response was received from them (January 2004).

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 such as labour charges, amount paid to 
sub-contractors, architectural fees, hire charges of machinery and tools etc., provided for under Rule 6(2).  In addition, turnover tax at one per cent is also payable under Section 5A if total turnover in a year exceeds Rs 10 lakh 
(upto 2 January 2000).  Further, under Section 6-A of the Act value of purchase of any goods from un-registered 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, brick and granite etc., purchased from unregistered dealers and used in works are liable to tax at the rates applicable to the goods under the entries in Schedules.

The tax payable under Section 5F can be compounded under Section 5G at the rates prescribed from time to time.  However, when an assessee opts for composition of tax, no deduction is admissible and tax is payable on the total amount paid or payable to the dealer towards execution of works contract.

Irregularities amounting to Rs 35.71 crore noticed during the course of audit of 41 Commercial Tax offices( and five unit offices( are as detailed below:

	(Rupees in crore)

Sl. No
	Nature of irregularity
	Period to which the assessments relate
	No. of cases
	Amount

	1
	Incorrect computation of turnover
	1996-1997 to 2000-2001
	120
	32.73

	On this being pointed out in audit the Assessing Authorities revised assessment in six cases; 27 cases were submitted to DC for revision.  In 29 cases it was stated that the assessment was done as per provisions of Act and Rules.  The reply is not tenable as the assessee had opted for compounding of tax, as such no deduction was admissible under 5F.  Final reply has not been received in respect of other cases (September 2003).

	2
	Non-levy of turnover tax
	1997-1998 to 1999-2000
	13
	0.34

	On this being pointed out in audit the Assessing Authority submitted one case to DC for revision; in two cases the objection was not accepted stating that turnover tax was not leviable.  The reply is not tenable as Government exempted levy of turnover tax only from 3 January 2000.  Final reply has not been received in respect of other cases (January 2004).

	3
	Non-levy of purchase tax on material purchased from un-registered dealers
	1997-1998 to 2000-2001
	29
	1.23

	On this being pointed out in audit between August 2001 and September 2002 it was stated that tax was not levied in view of circular instructions( of CCT that provisions of 6-A are not applicable where goods are taxed under works contract.  The reply is not tenable as materials purchased from unregistered dealers and consumed in execution of works contract are liable to tax under Section 6A of APGST Act, 1957.Thus the circular of the Commissioner is contrary to the provisions of the Act. 

	4(a)
	Incorrect composition of turnover under Section 5G
	1998-1999 to 2000-2001
	13
	0.72

	On this being pointed out in audit between November 2001 and December 2002, in two cases the assessments were revised in February and October 2002 and an amount of Rs 6.24 lakh collected in October 2002.  In five cases the assessing authorities contended that deductions were admissible.  This contention is not correct as such deductions are not permissible, in case where option for compounding has been exercised.  In another case, it was stated that the company executed works contract of renewal energy equipment sales tax on which is generally exempted.  The reply is not tenable as no deduction is admissible under composition scheme.  Further reply has not been received in respect of other cases (January 2004).

	(b)
	Levy of tax at incorrect rate under Section 5G
	1999-2000
	2
	0.06

	On this being pointed out in audit in December 2001 it was stated that tax was levied at lower rate in view of the orders of ADC, Punjagutta holding that since the option to pay tax was governed by an agreement under Section 5G, the same rate had to be applied though rate of tax increased subsequently.  This contention is not tenable as agreement was only for composition and not for the rate applicable.

	(Rupees in crore)

Sl. No.
	Nature of irregularity
	Period to which the assessments relate
	No. of cases
	Amount

	(c)
	Composition of tax to inadmissible works contract
	1998-1999 to 2000-2001
	7
	0.60

	On this being pointed out in audit between February 2002 and December 2002 assessment was revised in one case.  Another Assessing Authority stated in December 2002 in three cases that these were civil contracts.  This reply is not tenable as seen from assessment records they were electrical contracts instead of civil contracts and were exigible to tax.  Final reply has not been received in respect of other cases (January 2004).

	(d)
	Grant of permission for composition beyond the stipulated period
	2000-2001
	1
	0.03

	On this being pointed out in audit in June 2002 the Assessing Authority stated that assessment was made based on the orders of Appellate Deputy Commissioner on the ground that the assessee came to know only in July 2000 that their activity of manufacture comes under purview of works contract.  This contention is not tenable as there is no provision for condonation of delay beyond 90 days.

	Total
	185
	35.71


The above matter was referred to the Department between February 2002 and April 2003 and to the Government between July and September 2003.  No response was received from them (January 2004).

During the course of audit of four circles it was noticed in four cases relating to ready mix concrete, that tax payable was incorrectly worked out due to arithmetical mistakes resulting in short levy of tax amounting to Rs 55.18 lakh as detailed below:

	(Rupees in lakh)

Sl. No.
	Name of the circle/
period of assessment 
(Month/Year of assessment)
	Tax leviable
	Tax levied
	Short levy

	1
	Hyderguda,
Hyderabad
1998-99
(March 2002)
	

7.51
	

0.75
	

6.76

	The assessment was revised (June 2002).  Further report on collection has not been received (January2004).

	2
	Musheerabad,
Hyderabad
1999-2000
(July 2001)
	

1.02
	

0.10
	

0.92

	The assessment was revised in December 2002 and amount collected in January 2003.

	3
	Nacharam,
Hyderabad
1999-2000
(October 2000)
	

9.60
	

6.40
	

3.20

	The assessment was revised in December 2001 and amount collected in January 2002.


	(Rupees in lakh)

Sl. No.
	Name of the circle/
period of assessment 
(Month/Year of assessment)
	Tax leviable
	Tax levied
	Short levy

	4
	Agapura,
Hyderabad
1999-2000
(March 2002)
	49.22
	4.92
	44.30

	The Assessing Authority stated in August 2002 that the assessment was revised and taken to Demand Collection and Balance Register.  Further report on collection has not been received (January 2004).

	Total
	67.35
	12.17
	55.18


The above matter was referred to the Department between July 2002 and February 2003 and to the Government in May 2003.  No response was received from them (January 2004).


The APGST Act, 1957, and the rules made thereunder provide that in respect of tax 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 collection thereof watched through the register.  Failure to take the demands to the register may lead to non-collection of the amount resulting in loss of revenue.

During the course of audit of Gudivada circle it was noticed that DCB Register for the year 2001-02 was not maintained and demands amounting 
Rs 1.52 Crore were not taken to the Register.

On this being pointed out in audit, the Assessing Authority stated that the DCB Register would be updated and reported to audit. Further report has not been received (January 2004).

The above matter was referred to the Department between July 2002 and February 2003 and to the Government in May 2003.  No response was received from them (January 2004).


Under Section 30B of APGST Act, 1957, no dealer shall collect any amount by way of tax in excess of the amount of tax already paid by him at the time of purchase and payable on the sales under the provisions of the Act.  Further, any sums collected in contravention of the Act shall be forfeited to Government.

During the course of audit of six circles( it was noticed that eight dealers had collected excess tax of Rs 14.71 lakh which was not forfeited to Government.

On this being pointed out, the assessments were revised in three cases and 
Rs 1.11 lakh realised by the Assessing Authorities.  In respect of other cases, it was stated that necessary action would be taken. Further reports have not been received (January 2004).

The above matter was referred to the Department between September 2002 and March 2003 and to the Government between July and August 2003.  No response was received from them (January 2004).

Sales tax is leviable on sale value of tender forms under 
Schedule-VII to the APGST Act, 1957, at 10 per cent upto 31 December 1999 and at 12 per cent thereafter.

During the course of audit of A.P. State Police Housing Corporation Limited it was noticed that the Corporation collected sales tax amounting to 
Rs 16.85 lakh on sale of tender forms during the years 1997-98 to 2001-02 but did not remit it to government account.

On this being pointed out in audit, the Corporation stated in October 2002 that instructions were issued to division offices to arrange for the remittance of the amount.

The above matter was referred to the Department in January 2003 and to the Government in April 2003.  No response was received from them 
(January 2004).


2.16.1
Under Section 14(8) of APGST Act, 1957, penalty not less than three times of tax which may extend upto five times of tax is leviable where the Assessing Authority is satisfied that failure of the dealer to disclose turnover or any other particulars correctly was wilful.

During the course of audit of nine( circles it was noticed in nine cases that penalty amounting to Rs 1.92 crore was not levied, though there was willful suppression of turnover by the assessees as detailed below:

	(Rupees in lakh)

Sl. No.
	Name of the circle/ period of assessment (month/year of assessment)
	Tax levied on Suppressed Turnover
	Tax/ Penalty leviable

	1
	Kavali
1997-98
(March 2001)
	2.42
	7.25

	The Assessing Authority stated in June 2001 that proceedings would be issued and reply submitted. Further report has not been received.(January 2004)

	2
	Mangalagiri
1997-98
(October 2000)
	2.35
	7.06

	On this being pointed out by audit, penalty was levied in January 2002, collection particulars have not been received.(January 2004).

	3
	Bhimavaram
1998-1999
(June 2000)
	0.24
	0.73

	The Assessing Authority stated in September 2001 that the matter would be examined.  Further report has not been received.(January 2004).

	4
	Basheerbagh,
Hyderabad
1999-2000 
(October 2002)
	Tax not levied
	2.93

8.78

	The Assessing Authority stated that the assessment was revised levying tax and penalty. Collection particulars have not been received.(January 2004).

	5
	Kothapet, Guntur
1997-98
(March  2001)
	18.07
	54.23

	The Assessing Authority stated that penalty was levied in November 2002.

	6
	Kurnool-II
2000-01
(March 2002)
	0.97
	2.92

	On this being pointed out penalty was levied in September 2002.  Further report on collection has not been received (January 2004).

	7
	Macherla
1997-98
(March 2001)
	0.39
	1.18

	The Assessing Authority stated in October 2002 that notice was issued to the dealer.  Further report has not been received (January 2004).

	8
	Nizamabad-III
1999-2000
(March 2002)
	0.64
	1.91

	The Assessing Authority stated in July 2002 that penalty proceedings are under way.  Further report has not been received.(January 2004).

	9
	Kodad
1997-98
(March 2001)
	penalty of Rs 1 lakh only levied
	104.70

	The Assessing Authority stated in September 2001 that there was no wilful suppression of turnover.  The reply is not tenable as the Assessing Authority in his assessment order stated that there was wilful suppression of the turnover (January 2004).

	Total
	191.69


2.16.2
Under section 5-B of APGST Act, 1957, purchases of a dealer for use in manufacture attract a concessional rate of tax at four per cent on production of ‘G’ form. Under sub-section (2)(ii) of the section, misuse of ‘G’ form attracts penalty of not less than three times the amount of tax leviable on the sale of such goods so purchased.  

It was judicially held( that chicory and chicory powder are one and the same commodity.  It was also held( that coffee seed and coffee powder are one and the same commodity.  Further, it was also held that, where purchase of coffee seed was on ‘G’ form and sale was of coffee seeds as such or pure coffee powder obtained from such coffee seeds without blending with chicory, the purchaser is liable for penal action under section 5B of the Act.

During the course of audit of Guntakal circle it was noticed that an assessee purchased chicory tuber by issuing ‘G’ form and sold chicory powder valued Rs 20.60 lakh obtained from such chicory tuber.  Since the assessee had misused 'G' forms by selling the same commodity which he had purchased he was liable to pay a penalty of Rs 6.18 lakh which was not levied by the Assessing Authority.  This resulted in short realisation of Rs 6.18 lakh.

The above matter was referred to the Department between February 2002 and February 2003 and to the Government between May and September 2003.  No response was received from them (January 2004).


Under Section 8(2) of 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' form are taxable at 10 percent or at the rate of tax applicable to the sale or purchase of such goods within the state under State laws whichever is higher.

During the course of audit of 12 circles( it was noticed that in 19 cases tax was levied at concessional rate though the transactions were not supported by 'C' Forms resulting in short levy of tax of Rs 1.49 crore.

On this being pointed out in audit, assessments were revised in nine cases between April/November 2002 and an amount of Rs 16.30 lakh adjusted to tax holiday in two cases.  Action had been initiated for revision in one case in February 2002.  In respect of other cases final reply has not been received (January 2004).

The above matter was referred to the department between October 2001 and March 2003 and to the Government between July and September 2003.  Response was not received from them (January 2004).
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2.14	Non-forfeiture of excess tax collections








2.16	Short/non-levy of tax and penalty





2.17	Short levy of tax on inter-State sales





2.10	Non-levy of tax under Section 5AA








(	Dharmavaram, Hyderabad (Ashoknagar, Basheerbagh, Ferozguda, Hydernagar, Nacharam, Rajendranagar and Tarnaka), Kodada, Nandigama, Vijayawada(Benz circle) and Visakhapatnam (Gajuwaka)


(     Hyderabad(Rajendranagar, Tarnaka) and Dharmavaram


( 	Adilabad, Ananthapur, Kadapa, East Godavari, Guntur, Karimnagar, Kurnool, Mahaboobnagar, Medak, Nalgonda, Nellore, Rangareddy, Vijayawada, Vizianagaram and West Godavari


(	Dharmavaram, Hyderabad(Ashoknagar, Rajendranagar, Saroornagar), Kadapa, Kakinada and Kothagudem


( 	Hyderabad(Nacharam  and Saroornagar)


(	Kakinada and Mandapeta


(	Dharmavaram, Hyderabad (Ferozguda, Jeedimetla, Nacharam, Punjagutta, Sanathnagar) and Vijayawada(Benz circle)


(	Nalgonda-I


( 	Existing unit means unit already in operation


(	Hyderabad(Nacharam, Rajendranagar) and Medak


( 	Nidadavolu


(	Hyderabad (Rajendranagar) and Kadapa


(	Hyderabad (Jeedimetla, Nacharam, Rajendranagar), Nidadavole, Sangareddy, Secunderabad(Malkajigiri, S.D.Road)  and Visakhapatnam (ChinnaWaltair)


(	Jangareddigudem, Kakinada and Patancheru


( 	Anakapally, Hyderabad(Begumpet, Ferozguda, Jeedimetla, Nampally, Rajendranagar), Kodada, Narsipatnam, Nizamabad-II; Ramachandrapuram; Secunderaabad(Malkajigiri, Maredpally), Tanuku and Visakhapatnam(Chinna Waltair, Gajuwaka, Kurupam Market)


( 	Hyderabad(Hydernagar) and Secunderabad(Malkajgiri)


( 	Nacharam


( 	Dharmavaram


( 	Hyderabad (Tarnaka)


( 	 Hyderabad (Ferozguda, Rajendranagar)


(	Hyderabad (Basheerbagh, Jeedimetla, Nacharam, Punjagutta, Rajendranagar, Saroornagar); Nidadavole and Secunderabad(Malkajgiri, S.D. Road)


( 	Hyderabad(Ferozguda,Jeedimetla,Rajendranagar),Kodada,Kurnool-II and Tirupathi-II


( 	Guntur (Brodipet)


(	Hyderabad(Nampally, Punjagutta, Rajendranagar) and Peddapuram


( 	Vizag(Steel Plant)


( 	Hyderabad(Ferozguda, Hyderguda, Hydernagar, Khairtabad, Nacharam, Saroornagar) Kurnool-I, Miryalaguda, Nizamabad-II, Rajahumndry(Arayapuram) Secunderabad(Maredpally) Vijayawada(Benz circle) and Visakhapatnam(Gajuwaka)


( 	Hyderabad(Hydernagar, Khairatabad), Kakinada and Mandapeta


( 	G.O.Ms.No.18 Ind. & Com.(IP) Dept. dated 30 January 1997


( 	Adoni, Hyderabad(Hydernagar, Jeedimetla, Nacharam, Punjagutta, Sanathnagar, Saroornagar, Tarnaka), Kodada, Nellore-II, Secunderabad(Malkajigir, Mahankali Street, Ramgopalpet) and Tirupathi-II


(	Gooty, Hyderabad(Jeedimetla) and Secunderabad(Malkajgiri)


(	Dharmavaram, Hyderabad(Ferozguda, Jeedimetla, Khairatabad, Nampally, Punjagutta, Sanathnagar), Kodada, Mandapeta, Medak, Nandigama, Parvathipuram, Secunderabad(Malkajgiri), Siddipet and Tirupathi-II


(	Hyderabad(Basheerbagh, Hissamgunj, Jeedimetla, Tarnaka), Kodada, Nandigama, Rajahmundry(Alcot Gardens) and Vuyyuru


(	Bhimavaram, Gudivada, Nalgonda, Secunderabad(Malkajgiri) and Warnagal (Fort Road)


(	Andhra Pradesh General Sales Tax


( 	Andhra Pradesh Entertainments Tax


(	Central Sales Tax


(	Hyderabad (Agapura, Basheerbagh, Hydernagar, Mehdipatnam, N.S. Road, Sultan Bazar), Jadcherla, Kurnool-III, Naidupet, Proddutur-I, Secunderabad (M.G. Road, RP Road, SD Road), Srikakulam, Tenali (Gandhi Chowk), Vijayawada (Suryapet), Visakhapatnam (Chinna Waltair), Vuyyuru and Warangal (Fort Road)


(	Hyderabad (N.S. Road) and Vijayawada (Satyanarayanapuram)


( 	G.O.Ms.No.172 dated 13 February 1986


( 	M/s Blue Star Limited Vs State of A.P. (1990) 10 APSTJ 10


(	Hyderabad (Abids, Agapura, Barkatpura, Basheerbagh, Hyderguda, Hydernagar, Khairtabad, M.J. Market, Nacharam, Nampally, N.S.Road, Punjagutta, Sanathnagar), Nandigama, Peddapuram, Rajam, Secunderabad (General Bazar, M.G. Road, S.D.Road), Tirupathi-II, Vijayawada (Benz circle, Governorpet, Seetharamapuram), Visakhapatnam (Suryabagh) and Warangal


(	Anakapalli, Hyderabad (Amberpet, N.S. Road), Nalgonda-I, Rajahmundry (Rangareezpet), Secunderabad (Maredpally), Tirupathi-I, Vijayawada (Autonagar-I, Seetharamapuram) and Visakhapatnam (Steel Plant)


(	Hyderabad (Basheerbagh and Begumpet)


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


* 	Gudivada, Kamareddy and Vuyyuru


( 	Hyderabad (Nacharam)


(	Anakapally, Hyderabad (Agapura, Narayanaguda, Punjagutta), Rajahmundry (Town) and Secunderabad (Malkajgiri)


( 	Hyderabad(Khairatabad)


(	Hyderabad (Punjagutta) and Kodad


(	Hyderabad (Punjagutta) and Secunderabad (Malkajgiri)


(	M/s Sri Seetharama Electricals & Fancy Stores Vs State of A.P.(2001)32 APSTJ 177 STAT


(	Hyderabad (Basheerbagh, Hyderguda, Hydernagar, Jeedimetla, Nampally, Ranigunj), Kakinada, Kurnool-II, Medak, Miryalaguda, Nandigama, Nellore-I, Rajahmundry (Town), Secunderabad (Malkajgiri), Suryapet, Vijayawada (Benz Circle, Krishnalanka, Park Road), Visakhapatnam (Dwarakanagar, Suryabagh) and Warangal


(	Hyderabad (Agapura, Basheerbagh, Ferozguda, Hyderguda, Jubilee Hills, Khairatabad, MJ Market, Musheerabad, Narayanaguda, Punjagutta, Sanathnagar), Janagaon, Nizamabad-II, III, Rajahmundry (Alcot Gardens), Secunderabad (General Bazar, MG Road, Marredepally, Malkajgiri, Market Street, SD Road), Vijayawada (Governorpet, Suryaraopet) Visakhapatnam (Daba Gardens) and Warangal (Fort Road)


(	Guntakal, Hyderabad (Sultanbazar)and Peddapuram


( 	Ananthapur-II, Guntur(Kothapet), Hyderabad(Agapura, Ashoknagar, Begumpet, Basheerbagh, Hyderguda, Hydernagar, Jubilee Hills, Khairatabad, Musheerabad, Nampally, Narayanaguda, Punjagutta, Sanathnagar, Saroornagar, Tarnaka, Vidyanagar), Janagaon, Kadapa-II, Kakinada, Kothagudem, Kurnool-III, Madanapalli, Mahaboobabad, Naidupet, Nizamabad-III, Proddutur, Puttur, Secunderabad(MG Road, Maredpally, Market street, RP Road, SD Road) Tuni, Vijayawada(Autonagar, Benz circle), Visakhapatnam(Gajuwaka), Vuyyuru, Warangal(Beet Bazar, Fort Road)


( 	Guntur(Kothapet), Jogipet, Vijayawada(Patamata), Visakhapatnam(Daba gardens and Steel Plant)


( 	Circular of Commissioner (CT) A1 II(2)/2935/2000 dated 30 May 2001


(	Hyderabad (Agapura, Gowliguda, Hydernagar and Jeedimetla), Ongole-I and Visakhapatnam (Gajuwaka)


(	Bhimavaram, Guntur (Kothapet), Hyderabad (Basheerbagh), Kavali, Kodad, Kurnool-II, Macherla, Mangalagiri and Nizamabad-III


(	Shanmuga Industries Vs State of AP (1994) 18 APSTJ 82 STAT


(	Sri Ramakrishna Traders Vs State of AP (1998) 26 APSTJ 137 STAT


(	Guntakal, Hyderabad (Agapura, Hydernagar, Jubilee Hills, Nacharam, Sanathnagar, Saroornagar and Vidyanagar), Nidadavolu, Peddapuram and Secunderabad (Ramgopalpet and SD Road)
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