Audit Report (Revenue Receipts) for the year ended 31 March 2003
Chapter III - State Excise Duties



Test check of records of State Excise Offices conducted during the year 
2002-03 revealed non-levy of duties, fees etc., and other losses of revenue amounting to Rs.28.63 crore in 96 cases which broadly fall under the following categories.

(Rupees in crore)

	Sl.No.
	Nature of Irregularity
	No. of cases
	Amount

	1
	Loss of revenue due to delay in fixation of licensed capacity of production of distilleries by Government
	1
	7.43

	2
	Loss of revenue due to destruction of duty paid Indian Made Liquor
	6
	0.10

	3
	Non-levy of interest on excise arrears
	6
	2.07

	4
	Short collection of tree tax/short allotment of trees
	10
	0.15

	5
	Non-collection of 10% of transfer fee/licence fee
	14
	0.37

	6
	Short collection of Stamp Duty and Registration fee
	16
	0.17

	7
	Licence fee forgone/loss of revenue due to cancellation of licences
	23
	17.93

	8
	Non-levy/collection of late fee for belated submission of bank guarantees/belated payments of licence fee
	6
	0.03

	9
	Loss of revenue on account of notification of lesser number of shops than to be notified as per viability 
	2
	0.09

	10
	Non-collection of fee for relocation of shops
	8
	0.05

	11
	Other irregularities
	4
	0.24

	Total
	96
	28.63


During the year 2002-03, the Department accepted under assessments etc., of Rs.1.15 crore in 178 cases of which 145 cases involving Rs.39.71 lakh were pointed out during 2002-03 and the rest in earlier years.  Out of this, an amount of Rs.50.13 lakh in 93 cases were realised.

A few illustrative cases involving Rs.13.06 lakh and a review, Licensing System of Indian Made Liquor Shops, involving Rs.24.13 crore are mentioned in the following paragraphs.

Highlights

Delay in fixation of licenced capacity resulted in loss of revenue by 
Rs 4.68 crore.

[Paragraph 3.2.6]

Suspension/cancellation of licences without sufficient proof of violation of rules, and subsequently restoration of those licences resulted in refund of licence fee of Rs 1.41 crore.

[Paragraph 3.2.7]

Cancellation of licences without giving an opportunity to relocate the shop and subsequent restoration of the same on government orders resulted in forgoing licence fee of Rs. 17.65 crore.

[Paragraph 3.2.8]

Fee worth Rs. 34.13 lakh for transfer of licences due to change in the entity of sole proprietorship into a partnership firm or vice versa, was not collected.

[Paragraph 3.2.10]
3.2.1
Introduction
Issue of licences for manufacture and sale of Indian Made Liquor (IML) in Andhra Pradesh State is based on and is regulated by the provisions of the Andhra Pradesh Excise Act, 1968 (Act) and the Rules made thereunder such as

a) Andhra Pradesh Indian Liquor and Foreign Liquor Rules, 1970 (APIL&FL)

b) Andhra Pradesh Excise (Indian Liquor and Foreign Liquor Retail Sale Conditions of Licences) Rules, 1993

c) Andhra Pradesh Distillery Rules, 1970

Under the Act, manufacture, possession and sale of excisable article, requires a licence or permit.  According to the Act, the grant of a licence or permit is subject to payment of prescribed fee, and the restrictions and conditions mentioned in the licence/permit.  It is valid for the period specified therein.  The rates of licence fee for sale of all kinds of IML and beer were as prescribed in the schedule under APIL & FL Rules 1970.  The rates of licence fee for manufacture of rectified spirit, IML were as prescribed under Rule 5 of Andhra Pradesh Distillery Rules, 1970.

The state was under prohibition upto 31 March 1997.  Thereafter, prohibition on the sale of IML and beer was lifted.  Prohibition continued on the sale of country liquor.  Andhra Pradesh Beverages Corporation Limited has exclusive privilege of importing, exporting and carrying on wholesale trade in alcoholic beverages since 1 April 1997.  Auction system for retail shops existed upto 
31 March 1998.  Thereafter, licenses were allotted to all the eligible applicants on payment of prescribed fees under open licensing system, without limit on the number of shops.  No shops were allowed for the year 1999-2000.  From 2000-2001 onwards, new shops were allowed based on the viability as determined, and allotment was made by way of drawal of lots out of eligible applications.

3.2.2
Organisational set-up

Principal Secretary of Revenue Department is the controlling authority at Government level.  The Commissioner of Prohibition and Excise (Commissioner) is the Chief controlling authority in all matters connected with the administration of the Act.  He is assisted by 10 Deputy Commissioners of Prohibition and Excise at zonal level and 23 Prohibition and Excise Superintendents (PES) at district level.  PESs are the licensing authorities for retail sale in Form IL 24 (Retail shops licence) and IL 24-A (Military canteen retail licence).  The Commissioner is competent to grant licences for all other purposes i.e., manufacturing, bars, clubs, occasional or special licenses.  Where the Commissioner grants a licence, PES shall issue the licence in the prescribed form.

3.2.3
Audit Objective

A test check of records was conducted with a view to

· ascertain extent of compliance of Act/Rules while implementing the licensing policy; 

· ascertain whether a suitable mechanism of internal control exists for proper functioning of the Department.

3.2.4
Scope of Review

A test check of records covering the Commissionerate and 14 PES offices for the years 1998-99 to 2001-2002 was conducted during May 2002 to February 2003.  The results of test check are discussed in the succeeding paragraphs.

3.2.5
Revenue from Licences

The estimated and actual excise revenue as also the corresponding figures in respect of receipts from issue of various licences under the Act during the years 1998-99 to 2001-02 are given below:

(Rupees in crore)

	Year
	Budget Estimates
	Actual Collections
	Variation/Percentage

	
	Total Excise Revenue
	From IML Licences
	Total Excise Revenue
	From IML Licences
	Percentage
	Percentage

	(1)
	(2)
	(3)
	(4)
	(5)
	(6)
	(7)

	1998-99
	1022.72
	380.00
	924.01
	416.48
	(-) 9.65
	(+) 9.60

	1999-00
	1314.76
	698.00
	1038.41
	440.65
	(-) 21.02
	(-) 36.87

	2000-01
	1400.01
	786.64
	1242.90
	589.93
	(-) 11.22
	(-) 25.01

	2001-02
	1425.00
	337.00
	1651.90
	941.68
	(+) 15.92
	(+) 179.43


It was observed that excise policy for the year 1999-2000 prohibited issue of any new IML licences for shops, however budget estimate was hiked by 
Rs 318 crore.  As a result there was a short fall in collection by 36.87 per cent during the year. Further, number of shops increased from 6,613 in 2000-01 to 6,949 in 2001-02.  Bar licences in Municipalities and Municipal Corporations were introduced from 2001-02 but in the budget estimates, the revenue from IML licences was estimated to decrease from Rs 786.64 crore in 2000-01 to 
Rs 337.00 crore in 2001-02. It is thus, evident that budget estimates were not made on realistic basis.

3.2.6
Loss of revenue due to delay in fixation of licensed capacity for distilleries 

According to Andhra Pradesh Distillery Rules 1970, the annual licence fee for D2 licence to manufacture IML is based on the licensed capacity of production in proof liters per annum.  As per the proviso under this rule,
 till the licensed capacity is fixed by the Government, the maximum production of any previous year or the actual production in the current year whichever is higher, is to be treated as the licenced capacity.  Capacity of distilleries had not been so fixed upto March 2002.  To frame the norms, Government constituted a Committee in August 1997
.  The Committee gave its report in March 2000, i.e., after a delay of two and half years, which was forwarded to the Government on the same day
 by the Commissioner.  However, parameters/norms recommended by the committee for fixation of licensed capacity were approved by the Government in March 2002
 for the year 2002-03 onwards i.e., after a delay of two years.

It was observed in audit that the committee assessed in 1998-99 the capacity of 12 distilleries as 443.29 lakh proof litres (PL) per annum on which a licence fee of Rs 3.63 crore in 2000-01 was payable.  In March 2002, the Commissioner worked out the licenced capacity of these distilleries as 
692.70 lakh PL based on the norms prescribed by the committee and approved by Government in March 2002.  As per norms, the licence fee payable for 
2001-02 worked out to Rs 6.00 crore.  As the licenced capacity was not fixed by Government, the distilleries paid licence fee of, Rs 2.20 crore in 2000-01 and Rs 2.75 crore in 2001-02 based on highest production during any previous year in respect of each distillery.  Thus, the delay in fixing of licensed capacity resulted in loss of Rs.4.68 crore as detailed below:

(Rupees in lakh)
	Year
	Actual production 
(in lakh of PLs)
	Licence fee paid
	Capacity as per norms
(in lakh of PLs)
	Licence fee payable as per norms
(in lakh of PLs)
	Difference of licence fee

	2000-2001
	254.41
	220
	443.29
	362.50
	142.50

	2001-2002
	349.45
	275
	692.70
	600.00
	325.00

	Total
	
	495
	1135.99
	962.50
	467.50


3.2.7
Loss of revenue due to incorrect suspension/ cancellation of licences

As per rules, the licenced premises shall be at least 100 meters away from places of public worship, educational institutions, hospitals and highways except in the limits of Municipal Corporations.  Further, the holder of a retail shop licence shall be permitted to sell IML in sealed or capsuled bottles and he shall not allow consumption on the licenced premises.

A test check conducted during audit of 12
 PES offices, revealed that 4960 licences for IML shops were issued for 1998-99 after it was certified by the Department that location of shops was in accordance with rules.  Of these, 854 licences were suspended/cancelled by PES stating that they violated rules.  Subsequently, out of these, 117 licences were restored stating that there was no violation of rules; and proportionate licence fee of Rs 1.41 crore for the period of suspension and cancellation during 1998-99 was refunded to them.  However, suspension/cancellation of licences without substantial proof of violation of rules resulted in loss of Rs 1.41 crore to the Government.

3.2.8
Licence fee forgone due to cancellation of licences

A test check of records revealed that in 1998-99, 183 licences were cancelled stating that the location of the shops was not in accordance with rules.  Their request to shift premises of their shops to a location that would satisfy the conditions laid down in rules was not considered at the time of cancellation.  These licensees appealed against the orders to Government nearly after two years between January 2001 and December 2001.  Government set aside the orders of cancellation between January 2001 and December 2001, on the grounds that reasonable opportunity to relocate the shops was not given to them.  Accordingly, 183 orders were issued permitting relocation of these shops.  Of these, only 158 licensees came forward which were restored 
during 2001.  Cancellation of these 158 licensees without giving them, a reasonable opportunity resulted in loss of revenue of Rs 17.65 crore.  

3.2.9
Non-realisation of fee for relocation of shops

As per A P IL&FL Rules, 1970 as amended from 1 April 2001 a fee of Rs.10000 is leviable where relocation of licenced premises is permitted.  

During a test check of records of eight PES offices, it was noticed that in 
51 cases licenced premises were permitted to be shifted after 
1 April 2001 due to restoration of licences as per government orders. However, prescribed fee amounting to Rs. 5.10 lakh was not realised.

On this being pointed out, the PES replied that Rs 3.50 lakh was collected.  Further report on collection of balance amount is awaited (September 2003).

3.2.10
Non-realisation of fee for inclusion/ exclusion of partners

Under Rule 38 of APIL&FL Rules 1970, transfer of licence and inclusion/exclusion of partners into/from an existing licence, can be allowed with the sanction of Commissioner on payment of fee of 10 per cent of licence fee chargeable.  It was further clarified
 by the Commissioner that whenever character of a licenced entity changes due to proposed inclusion/exclusion or both of partners in an existing licence, the case is considered as transfer of licence and prior sanction of the Commissioner must be obtained.

During the course of audit of thirteen
 offices of PES, it was noticed that 
10 per cent of licence fee was not collected in respect of 93 licences, though there was change in entity of the licensee.   This resulted in non-realisation of revenue of Rs. 34.13 lakh.

On this being pointed out in audit, Rs 13.77 lakh was collected by the PES; report regarding collection of balance amount is awaited (September 2003).

3.2.11
Internal Control

A suitable mechanism of internal control is essential for proper functioning of any organisation.  However, during the course of audit following irregularities were noticed which were indicative of poor internal control.

3.2.12
Delay in issue of demand notices

As per Section 65 of Andhra Pradesh Excise Act 1968, all excise revenues may be recovered from the persons primarily liable to pay the same or from his surety, as if they were arrears of land revenue.  No time limit has been fixed for raising the demand for payment under the Act.  Arrears of moneys recoverable under the section shall bear interest at such rate as may be prescribed, which is eighteen per cent per annum from 1 October 1986.  The Department prescribed a “register of past excise arrears” to indicate the details of uncollected revenue and to watch the progress of their collection.

During the course of audit of the PES, Guntur and Krishna districts, it was noticed that in three cases demand for payment of differential licence fee for 
Rs 13.63 lakh together with interest thereon was not entered in register of past excise arrears.  It was further noticed that demand in respect of 2 cases for 
Rs 12.51 lakh was raised after a delay of two and half years, while in respect of the third case demand for Rs 1.10 lakh and interest thereon was not raised.  

On being pointed out in audit, principal amounts were entered in the arrears register; however, the interest of Rs 9.54 lakh accrued on the arrears was not entered in the register.  The PES, Guntur stated in July 2003 that Rs 6.39 lakh was collected from one defaulter and Rs 0.39 lakh was collected from another defaulter by way of adjustment of bank guarantee.
3.2.13
Irregular issue of bar licences

Government permitted
 issue of bar licences in all municipalities and tourism places, except places of religious tourism as recognised by Tourism Department from 1 April 2001.  Government is empowered to grant relaxation in such cases as it may deem fit.

The Commissioner accorded permission for establishment of two bars in Mangalagiri Municipality of Guntur district, which is also a religious tourism centre.  The grant of bar licence in a religious tourism centre being violative of rules, the licences were cancelled and the licence fee of Rs 9.12 lakh paid by them for the year 2001-02 was refunded to them.  Thus, issuing of bar licences in violation of Rules without obtaining relaxation of Government was irregular.

3.2.14
Conclusion/Recommendations

In view of the observations made in the review, government may consider taking following steps:

· ensure that rules and procedures are complied with by licensing authorities while granting licences;

· strengthen the control mechanism for monitoring demands and recoveries thereof through proper and timely maintenance of prescribed control registers.

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

Under Rule 5(4) of Andhra Pradesh Excise (Disposal of Confiscated and Other Articles) Rules, 1969, confiscated indian liquor or foreign liquor in sealed bottles or other receptacles, the contents of which may reasonably be believed not to have been tampered with, shall be sold in public auction amongst the licensees fixing a reserve price, which shall not be less than seventy five percent of the market price of such liquor (excluding taxes and duties) in case of bottled liquor with the seals intact.

During the course of audit of three offices( of Deputy Commissioners and two offices( of PES it was noticed that liquor valued at Rs. 10.02 lakh seized during raids etc., was ordered for destruction by the Deputy Commissioners.  Destruction of duty paid seized IML in sealed bottles without disposing it amongst the licensees through public auction resulted in a minimum loss of revenue of Rs.7.51 lakh.

On this being pointed out in audit, the Deputy Commissioners of Prohibition and Excise, Karimnagar stated in August 2002 that in Andhra Pradesh, only Andhra Pradesh Beverages Corporation Ltd., (APBCL) can supply liquor to customers through licensed shops and stock seized in excise raids cannot be expected to be sold at the cost of public health and there is no way except to destroy the liquor seized.  The Deputy Commissioner of Prohibition and Excise, Kurnool stated in January 2003 that the District Managers of IML Depots of APBCL refused to accept the seized stock and hence destruction orders were issued.  PESs, Ongole and Visaskhapatnam stated, in October/December 2002 that the stocks were destroyed as per the orders of Deputy Commissioner of Excise.  Deputy Commissioner, Kakinada replied in November 2002 that a detailed report would be submitted.

These replies are not tenable as the seized stock was supplied in sealed bottles which were not tampered with and were also duty paid.  They should have been disposed off as per the procedure laid down after ascertaining their suitability for human consumption and sale proceeds credited to government account.  Destruction of liquor, in such cases was incorrect.

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

According to the approved excise policy of Government, for toddy for the year 2001-02, tree tax was required to be levied and collected on actual consumption (utilization) of trees subject to the minimum of 75 per cent of ration
. 

During the course of audit of four offices( of Prohibition and Excise Superintendents it was noticed that tree tax for the year 2001-02 amounting to Rs.10.05 lakh only was collected on actual consumption of trees, as against Rs.15.60 lakh to be collected at 75 per cent of the ration resulting in short collection of Rs.5.55 lakh.

On this being pointed out in audit, PES, Karimnagar collected Rs.0.23 lakh in March 2003.  Final replies have not been received in respect of other cases (January 2004).

The above matter was referred to the Government in May 2003.  No response was received from them (January 2004).
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� 	G.O.Ms.No. 351, Revenue (Ex III) dated 22 April 1999, effective from 1 October 1989


� 	G.O.Ms.No.1343, Revenue (ExIII) dated 12 August 1997


� 	Commissioner's Lr.No. 5151/1998/Ex/J5 dated 2 March 2000


� 	G.O.Ms.No. 96, Revenue (ExIII) dated 7 March 2002


� 	East Godavari, Guntur, Karimnagar, Krishna, Kurnool, Nalgonda, Nellore, Prakasam, Ranga Reddy, Vizianagaram, Warangal and West Godavari


� 	Cr no. 13866/CPE/2000/G3 dated 8 September 2000


� 	Anantapur,  Chittoor, Kadapa, Hyderabad, Karimnagar, Krishna, Nalgonda, Nellore, Prakasam, Visakhapatnam, Vizianagaram, Warangal and West Godavari districts


�	G.O.Ms.No. 174, Rev. (Ex II) dated 7 March 2001


(	Kakinada, Karimnagar and Kurnool


(	Ongole and Visakhapatnam


�	Ration means the number of excise trees fixed for each toddy shop for tapping and drawing of toddy therefrom


(	Karimnagar, Mahaboobnagar, Nalgonda and Sangareddy
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