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. 
PREFATORY, ..REMARKS 

The Audit Report on Revenue Receipts of the 
Government of Karnataka, for the year 1986-87, is 
presented in this separate volume. The Report has 
been arranged in the following order. 

(i) Chapter 1 gives an over-view of the Report 
highlighting some of the imporlnnt irregularities. 

(ii) Chapter 2 refers to trend of revenue receipts 
classifying them broadly under tax revenue anti non
tax revenue; the variations between the Budget estimates 
and the actual receipts under · principal heads of revenue, 
the revenue in arrears for collection and the audit 
objections and inspection reports outstanding for settle
ment. 

(iii) In Chapters 3 to 10 are set out some of 
the important irregularities, which came to the notice 
of audit during test check of records relating to Sales 
Tax, State Excise Duties, Taxes on Motor Vehicles, 
Taxes on Agricultural Income, Land Revenue , Stamp 
Duty and Registration Fees, Forest Receipts and Other 
Tax and Non-Tax Receipts. 





1.1. 

' Cll/\l'TEH 1 

OVERVIEW 

General ( ~ha_plor 2J 

1.1.1 The Audit Report o f the Comptroller and Aurlitnr 
Genera l or Ind i a on Revenue Hecf'ip ts nf the Gove1·n111t·11t 
of Karnalnka for the yenr 19BG-87 inrlicatf>s llrnl' 111r 
revnrnm rnisud hy I he Stale c;ovc·1·111111•nl 11lwi11r~ 1 IH: 
year amoun ted to Rs.1U21.34 cro1·cs , o f wllir.h Hs.1 2or •. 1111 
cr ores reprcsen l od tax revenue nncl Ri:;.4J5.3Ci 1.:n11 rs 
non-lax revenue . The Stnto Govnr11111rmt nlso rQ<:l'ivr·rJ 
from Contnll Covcrnmcnl lls.403.71 r.rorns as '-lt;itr·'·· 
sharn of divi sible Union Taxes and Hs . 25 CJ . Ori crocr,s 
as grants-in-aid . (para 2. l) 

1 . 1. 2 /\s at lllD end or l\larcl1 1987 , llllCOI !l•clr.<i 
revenue in respect of Sa Ins Tnx . Sta l e Excise IJ11Cir.s . 
Taxes on Vehicles. Taxes on /\gr i r.ul tural I ncome and 
Forest Hocoipls amounted l' to Hs. 257. 8:J crnrcs. 

(pnra 2 .. 1) 

l.1.3 1 1 213 local audit reports con taining 4,9JG ol iject
ions with money valtie of Rs . <J2. 80 r.r·orr>s were -, l i II 
to be setllccl ;js at tho end o f SeptemlH' r 1!Hl7. nut 
of those , cvrn first reply h as riot bcrn rrc:oivo~I in 
respect of 202 local audil roporu:;. c;ontn ini11g 1J!JO oh jm: t
ions. ( narn2. 7) 

1.2 . Sal os Tax (Chapter 3) 

1. 2.1. Tpst Cllnc:k of rccorrls in S;i l r.s Tax nrhi:n.., 
during 1!JllG-137 revealed lllllh'r-assnss111u11ls nl la'< <i111m111L 
ing l o Rs. 45~!. 1G l a khs in 956 c:nsPs IJo lh 1mc.Ier t ltr. 
Karnalakn SC1Jes fax Act. 1957 nnd C:entr1l Sa l es Trix 
Act , 19!'iCi. · Sor11r. im nortnnt r:usf's inr. l 11clr.ct i 11 thr Hr.por t 

WPWIO 



3re as under . (Para 3. 1) 

1.2.2 
:thort 

Incorrect 
levy of 

classificia tion 
tax amounting 

of goods 
to Rs.6.8 

~ 

retu'1 ted 
lakhs. 

in 

(para 3.2) 

1.2.3 · Appllc·at:i.vn of incorrect rates of tax resulted 
ln undttr-attsessment of tax . of Rs.6.17 lakhs. 

(para 3. 3) 

1.2., Incorrect grant of exemptions involved shorl 
assessMent of Rs.12.41 lakhs.(Para 3.4) 

1. 2. 5 Incorrect grant of concessions resulted in unrlcr
assess•ent of Rs.7.33 lakhs.(Para 3.5) 

1. 2 . I Incorrect determination or escape men I of taxable 
turnover resulted 1n non-levy of tax of Rs .12. 01 lakhs. 

(Paras 3. 6 and 3 . 7) 

1. 2. 7 Incorrect allowance of set off resulted in under
assess•ent of Rs.1.46 lakhs. (Para 3.8) 

1.! . I Credit~ afforcJcd in. excess or the arnounls doposil
f'd by assessees led to under - assessment of Hs . 1. 44. 
lakh1. (Para 3. 10) 

1. 2, 9 Turnover tax, additional lox, surclwrgo nml 
penalty not ievicd amounted to Hs.71.81 lnkl1s. 

· (paras 3.12 , 3.13, 3.14 and 3.15) 

~.3. State Excise Duties (Chapter 4) 

1. 3 .1. Test check of records in departmental offices 
durtn1 the~ year 1986-87 disclosed non-levy or s hort 
levy nf exclse duty. licence fee, interest e tc . , a(Jloun~-



3 
ing to Rs. 3968. 61 lakhs in 121 cases. A few important 
cases brouglit out in the Report are mentioned under. 

(Para 4.1) 

1. 3. 2 Loss of duty amounting to Rs .128. 59 lakhs due 
to drawal of medium grade alcohol in excess of norms 
by two distilleries. (Para 4. 2) 

1. 3. 3 Non-levy of duty amounting to Rs. 59. i2 lakhs 
on spirit wasted in excess of norms by a distillery · 
and tWo industr:ial chemical· units. (Para 4.3) · ' 

1. 3. ~ 'Loss of revenue amounting to Rs. 56. 58 lakhl 
due to low yield of spirit from molasses in a distillery. 

(Para 4.4) 

1. 3. 5 Non-recovery of dutY, amounting to Rs. 213. 00 
lakhs from 7 distilleries/breweries . in respect or 
liquor exported outside the State but for which reeorts 
of verification/warehousing had not been received 
from the importing States even after a lapse ctf two 
to three years. (Para 4. 5 Ci) ) 

1. 3. 6 Short recovery /non-recovery •of 
from breweries, retail shops and bars 
Rs. 28 .. 49: lakhs. (Para 4. 6) 

licence foe 
amountint to 

1.3.7 Non-recovery of intere~t as pr~scribed ~ndor 
the rules, on b~lated payments of shop rentals by 
arrack • and toddy contra.ctors, amounting to Rs .197, 08 
lakhs. (Para 4. · 10) 

1. 3. 8 Review on 'Use of alcohol by chemical industrial 
units 1 brings out a loss of revenue of Rs. 394. 9f 
lakhs due to the defective/excessive allotment of 

..... 
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spirit to these ind us tries. (Para 4 .12) 

1 . 3. 9 Review on 'Fixation of purchase and sale prices 
of arrack' inte r alfa brings out a loss of revenue 
of Rs.328.39 lakhs due to the failure on the part 
of the department to exercise sufficient scrutiny over 
t he fixation of the sale pric~ of arrack and its revision 
from time to time. (Para 4 . 131 

1 . 3 . 10 Review on 'Uncollected excise revenue' points 
out the inadequacy of the departmental action for 
recovery in specific cases, resulllng in accumulation 
of huge arr ears(Rs.67 .10 crores as on 31st March 
1987). (Para 4. ·14 1 

1.4. J'axe.s on Motor Ve hicles . (Chapter 5 ) 

1. 4 .1 Test check of records in th,e Motor Vehicles 
department dur.i.ng 1986-87 revealed non-levy or short 
levy of tax, penalty, etc. , amounting to Rs .1627 . 42 
lakhs in 164 cases. So,11e important cases included 
i n the Repprt are as under.(Para 5 . 1) 

1.4.2 Short recovery of Rs.2.53 lakhs due to application 
of incorrect rates of tax. (Para 5.2) 

1. 4. 3 Non-recovery /short recovery of tax amounting 
to Rs. 9. 64 lakhs. (Paras 5 . 3 , 5. 4 and 5 . 5) 

1.4.4 Review on "Working of · the National permit 
Scheme and agreements regulating inter-State vehitular 
traffic" has brought out loss and non-recoveries or 
r evenue amounting to Rs . 37. 70 lakhs . (Para 5 . 9) 
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1.5. Taxes on Agricultural Income ( Chapter 6) 

1. 5 .1 Test check of records in Agricultur&l Income 
Tax Offices during 1986-07 revealed non-levy or short 
levy ' of Lax, penalty, interest etc., nmountlng Lo 
Rs. 48 .13 lakhs in 58 cases. Some important co sos 
included in the Report are as under. 

(Para 6 .1) 

1. 5. 2 Omission to assess the income return8d by the 
assessees and income escaping assessment resulted 
in short levy of tax amounting to Rs.3 .. 67 Jakhs. 

(Para;. 6.2 and 6.3) 

1. 5. 3 Incorrect determlna ti on of tax ab lo income anrl 
mistakes in computation of · taxable income resulted 
in short levy of tax amounting to Rs .11. 75 lakhs. 

(Paras 6.4 and 6.'5) 

1.5.4 Allowance or excess deduction tow?rds interest 
on amounts. borrowed by assessees for earning agricul
tural income resulted in short levy of tax amo11rTting 
to Rs .1. 95 iakhs. 

(Para 6. G) 

1. 5. 5 For delayoll payment of tax and in cases ln 
which the advance tax pald was less than the aclunl 
tax · assessed by more than 25 per cent , interest ancl 
penally amounting to Rs. 2. 29 lakhs were leviable. 
but not levied. 

(Para G. 1 l ) 

1.6. Land Revenue (Chapter 7) 

1.6.1 Test check or records in tr1luk offices during 
1986-87 revealed non-levy /short levy uf land revenue, 
cesses and water rates amounling lo Rs.565.42 lakhs 
in 75 cases. Important cases included in tho Report 
are mentioned below. 

(Para 7 .1) 
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1.6.2 Omission Lo rajse demands for water raLes amnunL
ing to Rs. 448. 27 lakhs. (Para 7. 2) 

1. 6. 3 Penal water rate noL lP.vied amounLetl Lo Rs" 230. 02 
l akhs.(Para 7.3) 

1.6.4 For water made available from Government irri~at
ion works, non-levy or short l evy of ntrtintennnr:n 
cuss amountocl lo Rs.47 . 313 lakhs.(Pnrn· 7._.i) 

1 . 6 . 5 Conversion fine in res pee t_ of agricul tur ;:iJ l ancls 
permitted to be used for non-agricultural plwpos r>c; 
was levied short by Rs.3.49 lakhs.(Para 7.5) 

1. 7. Stamp duty and Registra tion Fees( Ch apter 8) 

. 1. 7 .1 Test check of documents in the offices of Lhe 
Registrars and Sub-Registrars during 1986-87 disclosecl 
under-assessments of stamp duty and registration fems 
amounting to Rs.32.33 lakhs in G3 cases. l mporLanl 
cases included in the Report are mentioned bc!Qw. 

(Para II. I) 

1. 7. 2 Jn 20 sub-registries ciuc Lo irregular grant 
of exempti©n/concession , though not specificnlly coverer! 
by notifications issued l.Jy Government from time to 
time under the Act, duty short Levied nmounterl to 
Rs.11.95 lakhs. (Para 8.2) 

1. 7. 3 Due to misclassifica tlon of 64 clocuments 111 
7 sub-registries. the duty short levied amounted lo 
Rs .1. 46 lakhs. (Para 8 . 4) 
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1.8. Forest Receipts (Chapte r 9 ) 

1. 8 .1 Test check of records in the divisions of the 
Forest Department during 1986-87 disclosed non-recovery 
or short recovery of forest receipts amounting to 
Rs . 140.97 l akhs in 93 cases . Important cases included 
in the Report are mentioned below. (Para 9. 1) 

1.8.2 The recovery of value of 
rates lower than the seigniorage 
short recovery of Rs.22.67 lakhs in 

fores t produce at 
ratas resulted in 

4 fores t divisions . 
(Para 9 .2) 

1.8.3 In respect of granite quarriesin 2 forest divisions 
leased out to contractors, lease rent ·not recovered 
amounted to Rs. 3 . 92 lakhs. (Para 9. 5( i)) 

i. 8. 4 Non- revision of lease rents and categorisation 
in respect of forest lands , leases in respect of which 
were being extended ·year after year for nominal rents 
varying from Rs.1.50 to Rs.10 per acre per year , 
involved annual recurring loss of Rs .10. 91 lakhs for 
the period from 1976- 77 to 1985-86. (Para 9. 5 (ii)) 

of value of 
individuals 
lakhs. 

1.8.5 Npn-recovcery or short recovery 
fir'ewood, supplied to a Corporation and 
by two forest dl visions , amounted to Rs. 8 .14 

(Para 9. 6 l 

1. 8. 6 Review on 'Pricing of forest produce with special 
reference to wood- based industries ' has brought out 
loss of . revenue amounting to Rs .17. 72 l akhs due to 
non- adoption of the correct rales prevalent from 
time to time, non- recovery of supervision charges, 
short recovery of taxes etc. (Para 9. 9) 
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1. 9 • Other Tax and Non-tax Receipts ( Chaeter _ 10) 

1. 9 .1 Test check of records in the Entertainments 
Tax Offices 'during 1986-87 revealed under-assessmnnts 
or tax amounting to Rs. 6. 83 lakhs in 38 casus. 

(Para 10 .. 1) 
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CHAPTER 2 

G E N E R A L 

2 .1. Trend of revenue receipts 

The tax and non-tax revenue raised by the Govern
ment of Karanataka during the year 1986-87, the share 
of taxes and grants-in-aid rece i ved from the Government 
of India during the year , the percentage of revenue / 
receipts to total receipts during the year ?nd the 
corresponding figures for the preceding two years 
are given below. The trend of revenue receipts during 
the last three years is also exhibited in Chart 1. 

1964-65 
( 1) 

1965-66 
(2) 

1966-67 
c:s) 

Cin crores of rupee s ) 

I • Revenue raised by 

the State Government 

al Tax 
Revenue 909.39 1075.57 1205.96 

b) Non-tax 
Revenue 346.69 357.49 415.36 

Total 1256.06 1433.06 1621. 34 

II. Receipts from Govern-
m ent of India 

a) State's share 

of divisible 
Union Taxe s 296.66 355 . 99 403 . 73 

b) Grants-in-

ald 184.94 2 24.06 259.05* 

Total 483.62 580.05 662.76 

III. Tota 1 receipts of 
the State Government 
(! + II l 1739.90 2013. 11 2264 . 12 

Percentage of 
revenue/receipts 

to total receipts 
1966-67 

52.60 

16. 16 

70.96 

17.66 

11 . 34 .. 
29.02 

*For details, see Statement No.11 Detailed account 
of revenue by minor heads ln the Finance Accounts 
of the Government of Karnataka 1966-67. 
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(i) The d e ta il s o f lax rnvr.•111113 r aisr. cl chir ing 
Lhe yeQr 1986-87 , alongs ide lhe ri g11rcs for llrn pr1:r:ed i 11 c. 
two years , are gi ven bel ow : 

' 

. l'nn~r.11t;1gr- ol 
1984- 85 1985- 86 191!()-87 ino;l'f..!ilSP ( + J 

( In c r 01·es o f rupees) i n1')11f.i- f17 

( l ) ( 2) ( 3 ) 
nvr.r· I 'll!!i-llli 

[•I l 

i ) Sa les Trix 484 . 59 5!Jfi. 05 GMi . rin (. )_ fl. !ir, 

ii ) S lAte Ex c i so 
Du l ies lflO . 62 rnn. Sli WR . 7!i ( + l ( . li'i 

i ii) Taxes on 
Vehicles 79 . 91 

i v ) S tamps nncl 
Hegis tra ti on 
fees 46 . 80 

v ) Taxes on /\gri -
cu l tural lnc:omc 7 .12 

vi l Other laxes on . 
Income a nd Expen-
cHture 5 . 55 

v ii) Taxes on Goods 
and Passengers 17 . 24 

v il i) Land Reve nue 7 . 30 

i x ) Taxes and Du l ies 
on Elec tric i l y ~l!J .13 

97. 15 I JlJ . 02 (•) .Hl.711 

51.33 lil . 32 (•) 18.J6 

6 . uo n. 11 (. 1 26. 2' 

6 . !J2 8 . 76 ( + J 7.li. SB 

25 . 68 32 . 02 ( + l 24 . G9 

7 . 85 10. 66 t , J ,ls . no 

47 . 85 . 47 . !.J7 (+) 0 . 25. 
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( 1 )' (2) ( 3) (4) 

x) Other Taxes and 
Du Li.es on Com mo-
di lles and 
Services 41.13 47.28 47.98 ( +) 1.48 

------- ------- = ------ - --------
Total 909 . 39 1075.57 1205.98 (+) 12 . 12 

-------- ------- ------- ----------
(a) The increase of 38. 78 per cen t under 'Taxes 

on Vehicles ' is due lo introduc tion of lumpsurn paym011t 
of lax in res peel of two wheelers. enhancement of 
tax in respec t of various categories of vehicles ancl 
collection of tax at 15 per cen t of revenue collec ~i ons 
in respect of public service vohiclm; owned by Karnalnka 
State Road Transport Corporation. 

( b) The increase of 2b . 23 per CC'nt under I Tn X('S 

on Agricultura1 Income' i s mainly clue to increaseLI 
revenue in respect of the bumper coffee crop durin,R 
1984-85 realised in 1986-87. 

(c) The increase of 24 . G9 per cent undrr 'TaxC's 
on Goods and Passengers' is mainly due lo ,increase 
in the rates of tax on certain commodities introduced 
during the middle of t985-86 ancl al so rlt1e to finalisation 
of pending assessments . 

(ii) The 
during the year 

details of 
1986-87, 

non-tax 
alc,ngsidc 

revenue 
figures 

received 
for the 
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preceding two years , are g iven below: 

1984-fl5 
( 1 ) 

1 !'lfl5-fl6 1906-1'17 
(2} (3} 

(In crores or nipnos} 

i} Interest 141.02 145.39 172 .. 37 

ii) 1-~ore<>l 55. 74 

iii} lnclustrios 2.40 

iv} Irrig<1lior1, 
Navigation, 
Drainage and 
flood 
Contr:ol 
Projects 5.92 

v} Education 6.83 

vi } MocHral 4 .14 

v ii} Misccllancmus 
Ge11Prnl 
Sorv i C<?R 

vlii) Power 

27.34 

Projec ts 29.43 

i x) /\griculturo 2.15 

'<) StalioneryG 
Printing 2 . 56 

.xi) Co-opornlion 2 .46 

xii} Others 65.90 

Total J46.69 

56.36 

2 . 72 

fi .6S 

9.42 

6.40 

29. C')!'j 

27.21 

2 .UJ 

1. 39 

5.27 

64.70 

53. OJ 

.I. 12 

8.47 

9,30 

0.10 

4fi . 12 

25 .1 5 

2 .11 7 

1. 37 

3 . 77 

Rl . 55 

357.49 415 . 36 -------- ---- --- ---- ---

PP.rcenlagc of 
increase ( +} 
or dccrrasr(-) 
in 1!JOG-fl7 ·n\'r!r 
I CJfl!i-U() 

( 1) 
(+) 1!1 . !i(i 

( - ) 5 . 94 

(') 111. 71 

(+) 27.?.7 

(-) fl.42 

(~J ~7.Bl' 

(.) !i:l . riq 

(-) 7 .S7 

( ~) 41 .. HI 

( -) 1. 44 

(-) 2(\.46 

( +) 26. 04 

(+) 16.19 -----------
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(a) The incrnase of 27 .37 per cent under 'J rrignt
ion, Navigation, Drainage and Flood Control Projects' 
is mainly d ue to i ncreased revenue under water rate 
from more areas com ing under cultivation. 

( b) .The increase of 53. 99 per cen t under 'l\lisce 11 -
aneous General Services ' is mainly due to incronsn 
in other receipts (18.69 crores) . partly oftset hy 
decrease in revenue from State Lotteries (Rs.1.66 crores) 
and unclaimed rJeposi ts (Rs. 0. 43 crorc). 

2.2. Variations between Budget es ti ma tes and actuals 

2 .2.1 The variations between the Oudget es tima tes 
and the actual receipts for th e year 19813-87 are given 
below . 

-----------------------------------------------
Budget VariaUon Pcrcen-
estima tes Acutals Increase l +) tage of 
(Revised) for Decrease ( -) variA-
1986- 87 1986-87 tions 

(In crorcs of rupees ) 
-----------------------------------------------

1. Tax 
Revenue 1299.20 1205 . 98 (-) 93 . 22 ( -) 7 .1B 

2 . Non-tax 
Revenue 443.88 415.36 (-) 211. 52 (-) fi. ll 

3 . Share of 
Union taxes 412.86 403.73 ( - ) 9 . 13 ( - ) 2.21 

4 . Grants-in-
aid from 
Government 
of India 248.46 259.05 ( +) I 0. 59 ( +) 4.26 

Total 2404.40 2284. 12 ( -)120 . 28 "( - ) 5 . ()() 
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2 . 2.2 . The variations between Buclget estimates of 
principal heads or revenue for lhe ye<1r 1986-87 and 
the actual receipts are indicated below: 

lie ad Budget 
of 

Revenue 
Estimates Actuals 

(Revised' 

Variation 
Increase ( +) 
Decrease (-) 

(4) 
rupee~) 

(1) (2) (3) 
(Jn crores or 

Sales Tax 

Slate Excise 
Duties 

Taxes on 
Vehicles 

693.00 

2;rn .oo 

150 . 00 

Stamps and 
Registration fees 63.00 

·~axes on Goods 
and Passengers 

Interest 
Receipts 

Education 
Co-operation 
Jndustries 

Power Projects 

30.00 

1'"12.50 

9.83 
2.83 
2.90 

25.46 

646.99 (-) 4G.01 

206. 75 ( - ) J J • 25 

134 . 82 ( - ) I 5 . 1 U 

61. 32 ( - ) 1. 68 

32.02 

172. 37 

9 . 38 
3.77 
3 . 12 

25 . 15 

( +) 

(-) 

(-) 
( ~ ) 
( +) 

( - ) 

2 . 02 

W.1 '1 

0 . 45 
0.94 
0.22 

o. ;n 

Percpntagc 
of 

Vririalion 
( 5) 

(-') 6.64 

(-) U.13 

(-) 10. 12 

(-) 2.G7 

(+) 

(-) 

(-) 
( ~ ) 

( +) 

( - ) 

6. 7.l 

I lJ .. 15 

4 . 58 
lJ. 21 
7. S'l 

1.22 
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2.3: Cost of collection 

Expenditure incurred in collecting tho major 
fi g um!'> recei pts during llm year 1986-87 , alongside 

for tho preceding l wo years , ls indicci led below : 

I load 
of 
Revenue 

( 1) 

Sales 
'lax 

State 
Excise 
Du ties 

'faxes on 
Vehicles 

'Taxes on 
Agricul-
tural 

Income 
fo::-est 

"' 

ptamps 6 

Year 

( 2) 

1984-85 
1985-86 
1986-87 

1984-85 
1985-86 
1981)-87 

1984-85 
1985-06 
1986-87 

1984-85 
1985-86 
1 iJOG-fl7 

1984-85 
1985-86 
1986-87 
1984.-85 

Registra- 1985-86 
Lon Fees 1986-87 

Gross Exp~ndilure 
collections* on 

collection 

(3) (4) 
(In crores of rupees) 

485.36 7.01 
596 . 87 8.0CJ 
652.18 7 . 52 

180 . 77 5.38 
189 . 07 5. 76 
207 . 67 6.41 

7CJ . 99 2. 74 
97 . 42 3. 08 

135. 06 2. 79 

7 .15 0 .40 
6. !Jl 0 . 40 
fl' 7!.J 0 .4 fi 

55 .80 10.26 
56.47 11 . 51 
53 . 06 11.. 79 
47.68 3. 29 

· ' 54. 06 3.49 
70 . 89 4.02 

PercenlGgr> 
0 r ox pc11rl
i turo lo 
gross coll
ection 

( I) ) 

J . 44 
1. :rn 
1. 15 

2. !JH 
3.05 
3.09 

3 . 1\3 
3. 10 
2 . 07 

5.59 
5.7D 
5.2~ 

18 . 39 
20 . rn 
22.22 

6 . 90 
6 . 46 

, 
5.67 

~The figures represent gross collections before deduction 
of refunds' 
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2. 4. Uncollected revenue 

The arrears of revenue pending t.nllcclion as 
on alst March HJ37 in respect of cer tain i111portnnl 
sources of revenue. as rermrlccl hy tile rlopnrt111onl 
concerned , and corresponding I igurns for the pror.rr\ i ng 
l\\O yoares <1re indicnlcd bel ow. Tim nrrcnrs of revcnuo 
arc also ex hi bilecl in Charl-2 . 

ATount pending collection ns o~ 

Source of 

Re venue 
( 1) 

31st March 

198.5 

31st Marct1 

1986 

315 1 Ila I C h 

108/ 

( 2) (3) (ii) 

(Jn cror ns of ru pen<;) 

S11Jes Tax 128. 39 11\ 4 . 7 7 1 5'1.' 7 

St11 te Excise Outi~s 36 . 70 5Q . 05 

T11xes on Vehicles 1 1 . 7 4 19. 51 

Taxes on Agrlcul-

tu r a J !~come 3.58 3.65 

Forest 28 . 19 j2 , j4 

( n) The ;irrcars (Rs . 1~4. 52 crores) unrlcr 
Tax' at the e1H..l of f\larch 1987 had r cgistc1·ccl an 
of 6. 7 per ccn t over those ( n s. 14 '1. 77 cm res) 
encl of f\larcll HHIG. 

I) I . I (l 

9. l l 

3.65 

2 3 . '12 

1 Sal r)s 
i 111; 1·p;i SC 

at tlw 

(IJ) The nrre;:irs (Hs.fi7. L(J cnwns ) 11mlrr 'St n tr, 
Exr.lse Duties ' al the rnd or Mnn; ll 1987 hnd rcgislr.re>cl 
an inc:rrasr of 11.6 pcf' c:rn l over Lhusi: (Rs. !i'l. Of1 
crornc;) al tho encl of March 1!136. Dul n f ns.fi7.10 
croros , Rs.1.64 crores related to periods prir•r lo 
1981-82 and Rs.30. 20 cron-•c; wrro coverer! by stnv 
orders nf Cour l . 

(c) Oul of Lhc arrrars of Rs . 2J .42 cror·r><; 11111lc·r 
'Fores t', show cnuse notices have been issuod in n'srwr.I 
of cnscs invo Iv i ng Rs. 12. 97 r:rorcs and c:oo r si vr, 1110nsures 
in l tialod in rnsprct of cases involving Hs . 7.'10 croros. 
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2 . 5 . Write-off and remission of r eve nue 
In Motor vehicles department , an amount of Rs. 14.46 

lakhs was written off i n 181 cases during the year 1g1rn-
87. In addition, a sum of Rs . 6.21 lakhs was remitted 
in 149 cases by way of abatrment of demands, which 
had been raised erroneously during the earlier years. 

2 . 6 . Assess men ls in arr ears 

The number of assessments pending finalisation 
at the beginning of the yE'ar 1986-87, number of fresh 
assessments due for finalisation during the year, number 
of assessments finalised and lhe number of assessments 
pending finalisation at the close of the year in respect 
of Sales Tax and Agricultural Income Tax, as reported 
by the departments concerned; are given below: 

Karnataka 
Sales Tax 

1 . Number of assess
ments pending 
finalisa t ion as on 
ls t April 1986 

2. Number of fresh 
assessments due for 
finalisation during 

(1) 

1,89 , 182 

1986-87 1 , 57,302 

3. Num bcr of assess
ments finalised 
during 1986-87 1,48,884 

Central 
Salos Tax 

( 2) 

92,568 

67,098 

58 , 874 

/\gricuJ
tura l Tn
co1~11 Tax 

(J) 

1,36,452 

35,320 

31,23.1 
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4. Number of assess
ments pending fina
lisri tion as on 

. ( l ) 

20 

31st i\larch 1987 1 , 97, 600 

(2) ( J) 

1 ,00 ,792 1,40 , 539 

The> ycar-w isc breakup of assessmrnt s in arrears 
is given be low: 

Yea r 

1982-83 and earlier 
years 

1983-84 

1984- 85 

1985-86 
1986-87 

Total 

Karna taka 
Sales Tax 

28 ,957 

24,219 

44, 980 

Centr al 
Sal es Tax 

12,368 

11 ,821 

24, 049 

Agricul
lurril in
come Tnx 

1 ,26 ,!J2G 

2 ' 01 t 

2 , 235 

94, 295 48 , 987 3 ,721 
_____ §. .. H.a _______ ~! .C!.~7-------- -~.!Ij~- -

1, 97, 600 1 ,00 ,792 1 ,40 ,539 

The in forma tion in r es pec t of Karna ta ka Enlorlni nmcnls 
Tax has no~ been receive d ' fr om the de partment(Fobr uary 
1988 ). 

2. 7. Inte rnal Audit 

No i nternal audit s ystem has been es ta blis hed · in 
the State Excise and Registration Departments even 
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though the Public Accoun i;:; Cornmillcc had. jn lhei1· 
fourteenth report (Six tll ' Assembly) anrl thi rd report 

.,(Eigh th Assembly) , rccommrmded in Septemllf"r 19112 
and August 1985 resprclive l y tha t ;:i svstr->rn ol i nternnl 
nuctil should be introduced in lhf'se departmrmls. 

In motor veh i c l es department , as al the end 
of October 1987, 10 offi ces nnd 25 of fices had not 
been internally audited for lhe year 1984-85 nml 1 CJR!i-
86 respectively. 4014 o,bjecUons va luing Rs.JJb .. JO Ln k h s 
n1iscd during i11LP.1·11al audiJ Wf'L"C prnding sel ll P1111'1il 
as al the end of March 1907. 

Si1r1ila1· i11fnrmoll on in respec t or olhr.r cleparttnPnls 
l1ncl no t Ileen 1·r'ceivocJ ( llrce> ml.Jcr 1()117) . 

2 . 8. Ou ts tanding local audit rnports and audit objrc linns 

Irregul•u·itiPs in asscssr11c11ts of n'vcrnue ancl rlr[ecHs 
in the accounting rif revenue 1r1 !ipts nnl ic~rl in n'lrl il 
ond no t se ttled on Lim spot an., cornm11J1ir.nlcd l o ltr~·,ds 
of Offi ce and to t he clPpm·t mental nulhnr i Lfos thrnugli 
local audit r eports. The most jmporlanL and scwiu1 1s 
irregul ariUes a1·c repo1· tcrl lo lhr> llra d s of ll1:p.i1·t111e11h 
and lo lhe l;overnrncnt. Ln •Hldilirm, stalf'111w1ls i11 lir::nti1)g 
lhe number nf objocllons 011lslnncJi11g fm· ove1· six 111rn1lh ~; 
Dre also sent lo c;ovPrnmon t 101 txpoclili ng l hC'ir soltlr.-
ment. Government lwvo J1rPS<Ti lJorl Cl li Jn(' lim i t of nr.0 
month for furnishi ng replies to nllcli I nlJjr'clinn. 111 
rnspN:t or C<lsos requ i ri np. nr. l i<111 nl h i glw1· le\'f'I:; , 
a period uf three months hns l1t~c11 I ixr.il . 

At the end of September l'J87. in rr>spoc t of 
local nurlil rnpm· ts issucc.l uptn Marr.h iqu7 . 11, ri::Jfi audi l 
obj ec tions involving amount of Rs.92.80 crorcs were still 
to be se ttled as per details given bPlow. The correspond-



22 
ing position in the earlier twd yearn has also been 1mJi-
ca led alongside 

September 

1985 

Number of out

standing local 

audit re ports 

Number ot out

sta nd ing l!lud it 

obections 

Amount of receipts 

involved (in crores 

963 

7 , 468 

of rupees) 52 . 38 

As at tho ond of 

September 

1986 

986 

4,942 

62.35 

Scpt."!mher 

1987 

I, 71} 

4 , 9}6 

07.80 

Year-wise break-up or the outstanding luc;1l :1111lil 
reports , audil ob jcc t ions and a111ou11 l invol vecJ t11r.rnin . 
as at the end of September 1987 , is given IJC?low: 

Yel!I r 

Number of 

outstanding 

local oud it 

Number of 

outstanding 

audit object-

reports ions 

Upto 1984-85 

1985-86 

1986-87 

Tota I 

00 

306 

4 37 

1 '2 1 3 

1 ' 955 

1 ' 096 

I ,883 

4,036 

Amount of r~r!"ipt• 

involver! (In cror"• 

of rupc.,•) 

13.67 

18.26 

60.92 

92.60 

Out of 1,2U local aurlit reports which 11t~re pcnrl
in,q settlement. Pven first rnplics hflrl not Ileen 1 r.cc\ \'Cd 
(Novnmbcr 1!1117) in respect or 2()2 locnl m1rlil rr.prwu; 
con t;i in ing 9S 0 u l> j C'C lions . 

The receipt-wise break-up of outsl<irnling lor:nl 
audit reports, audit objections and amuunl in vol' od 
therein, as on JOth September 1!J87 is imlicnlocl brlow: 
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---------------------------------------------------------
Name of 
receip t 

1. Sales Tax 

Number of 
outstanding 
local audit 
reports 

521 

2. State Excise Du ties 159 

3. Taxes on Vehicles 35 

4. Taxes on Ag ricul -
tural Income 24 

5. Land Revenue 188 

6. Stamps and Regis-
tration Fees 168 

7 . Forest Receipts 71 

8. Electricity Du Ly 6 

9. Entertainments Tax 37 

10 . Profession Tax 2 

11 . Betting tax 1 

12. Entry Tax 1 

Total 1.213 

Number of 
outstanding 
audit 
objections 

2 ,067 

539 

326 

272 

363 

904 

373 

20 

63 

7 

1 

1 

4,936 

Amount of 
receipts 
involved 
(In lakhs 
of rupees) 

1,000 . 08 

4,903.02 

1,503.32 

89 .48 

1351 . 78 

149.49 

624.24 

126 . 64 

10.41 

5.88 

14 .00 

1.39 

9 , 279.73 
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CHAPTEl1 3 

SALES T/\X 

Test cll8ck nf l'Ccords in Sales TAX olficos . 1:1111 -

ducLGcl in aurlj L <.l1iri11g 1986-B7 , disclosed 1111ilc•1· - assr>s~ 

menls of lnx amounllng to Rs . 459.16 laklis in !l:ifi crises, 
wl1ir.l1 llnmdly fall umlP.r tlrn following r:nlngrwics. 

1 .Sli[lrt levy Clf Lax/ 
S IJ IC hell' gr> 

2 . Inco1Tnr:l cu111pulalion 
of taxnl1ln lurnover 

3 . I rregul::ir granl of 
exe1nplinn from. Lnx 

4 . Non-levy of penn l Ly 

5 . 0lher irrc.;gul arilies 

To lal 

N um bP.r 
of cases 

228 

59 

65 

86 

518 . 

956 

1Jnclr'1 -· 
a<;s1'ss1n1•11I 

(In l nklis of 
J'llJ H'!'S) 

fj I . '17 

3 l . 22 

13 .10 

.J.lll. 4 ~ 

4'1fl .16 

Some al Lhe important cases r:trr mrmt innccl in the 
fo llowing par;igraphs . 

3 . 2 . Short lovy due to misclassification of goods -

(i) Under lhe Karnataka Sales Tax /\ct, 1957 , on 
sales of ' lrac Lars and accessories and parts ll1creof' , tax 
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is l eviable a t th e rate of 10 per cent with e f fec t from 
17th April 1980 under entry number 20 of Second Schedu l e 
to the /\ct and with effect from 4th April 1981 ~ entry 
No . 124-A of the Schedule ibid. Trnclor-trailers and par ls 
and accessories thereof arc. however , taxable at lh e 
ra te of 8 per cent. 

In Dharwar distric t. on sale of 'tractors and par ls 
thereo f amounting to Rs . 73 , 99 , 708 ·mnd e by a rlealer 
during the period from 17lh April 19130 to 31st March 
1981, lax was incorrectly loviecl at the rate of 8 percent 
applicable to t ractor-trail ers , instead of al the correct 
rnle of 10 percent. The mistake resulted in tax being 
levied short by Rs .1, 81, 293 (including surcharge and 
additional tax). 

On the mistake being pointP.d out in audit (Novem
ber 1986) , the assessing authority agn~ed to exm11i11c 
the case . Report on the result or examination has nnt 
been received(Oc lober 1987). 

(ii) Under the Karnataka Sal as Tax Act, 1957 , 
on sale of c h emicals of a ll l<inrls , tax is levinblo at 
the ra te of 10 per cent. with effect from 1st Aprll 
19132 , at the point or first or earliest of succcssi vr> 
sales within the Slate. 

(a) In Bangalore City . on sales of aromlic and 
fine chemicals amounting to Rs .11 , 34 , 492, made by a 
manufacturer during the year 1904-85, lax was incorrect
ly l:cvied al the rate of 5 per cent, treating them 
as unclassified goods, instearl of nl JO per cont . as 
afon?said . The inc11JTect classification of goods resulted 
in lRX being levied s hor l hy Rs. 6fl, Ofi9 {incl url ing sur
c;lrnq~o and rural dcvolopmenl c;oss l. 

On the mistake heing pninterl out in auclit (Novr>m
hcr 19Afi), the assessing nr ficcc initialed ( Nove111tm1· 
1986) rectifica lory action . RP. Jmi·t on final action taken 
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has not been received (October 1987) 

( b) In Bangalore City , on fjrst point s<1le of 
foundry chemicals valuing Rs. 3, 35, 848 made by a dealer 
during the years 1983-84 and 1984-05, tax was incorrect 
-ly levied at the general rate of 5 per cent, instead 
of at 10 per cent as aforesaid . The mis take r esulted 
in tax being levied s hort by Rs.19,01 3 (including 
surcharge and rural development cess) . 

On the mistake being pointed out in audit (Novem
ber1986), the assessing officer agreed (November 1986) 
to examine the case. Report on res ult of examination 
has not been received (October 1987) 

(iii) Under the Karnataka Sales Tax Act, 1957 , 
on sal e of duplex boards, tax is leviablc At the rate 
of 7 per cent on the first or earliest of successive 
sales within the State . 

In Bangalore City . on sales of duplex boards 
amounting lo Rs. 20,96 ,043 , made by a manufacturer 
during the year 1982-83 . tax was incorrectly levied 
(May 1985) at the rate of 5 per cent. trea ting it as 
unclass ified goods. instead of at 7 pe r r.rnl as afornsaid 
The incorrec t classificat ion of goocls resul led in tax 
being levied short by Rs.46 ,113 (including s urcharge). 

The mis take 
in September 1986); 
(October 1987). 

was reported to tho department 
their reply has no t been received 

(iv) Under the Karnatakn Sales Tnx /\r.l,. l!lS7, 
on sale of hides and skins (dee; la red goods) whether 
in a raw or dressed state, tax is leviable at the 
rate of 4 per cent al the point of last purchase in 
the State. On inter-State sales of declared goocls no t 
covered by prescribed declara lions, tax is leviable at l\\~CC 
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the rate applicable to snle or purchase of such goods 
within the State and in the case of goods other than 
decl;:ired goods , tax is leviable at the rate of 10 per 
cen t or at the rate applicable to sale or purchase 
of such goods within the State. whichever is higher. 
'Shoe upper' is not a declared goods as il cannot 
be taken as hides and skins in raw or dressed s·tate , 
but is a manufactured item out of raw materials such 
as leather, leather thread and cloth . 

In Bangal9re district. on inter State .sales of 
'shoo uppoc' amounting lo Rs.18 , 23,8!)6 (not covered 
by prescribed declarations) made by a dealer during 
the calendar year t982. tax was incorrec lly levier! 
ul the n1lr of 8 per cent. treating it as rlnclurod p,oorJs, 
insteud of ut 10 per cent. The incorrect class ification 
of goods rcsul led in tax being levied short by Rs. 3fi , 468 . 

On the 111 islnke l>cing pointed out in mtrlit ( Novcm
hor 1986), the assessing authority staled that shoo 
upper is not a finished product but a rnw material 
for manufacture of shoes. The reply is nut acceptable 
as 'shoe upper' is a manufactured item wllich does 
not fit into the entry hides and skins, whether in 
a raw or dressed state, included in the Schedule of dr.
clarod goods. 

(v) Under the ·Karnataka Sales Tax Act, ·1957, 
on sale of indus trial gases such as oxygen . aCielelyne ~ 
nitrogen and the like, tax was levial.Jle al the rate 
of 10 per cent upto 31st March 1986 ( 13 per cent fro m 
1st April 1986) . It has been clarified by the Commission
er of Commercial taxes that 'fre•on gas.' is an inrtustria l 
gas. falling under the above entry . 

In Dangalore City. on sales of 'frem gas' nmountir1g 
lo Rs. G lakhs made by a dealer during tho cal rnclar 

WJ>66/0 
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year 1980, tax was incorrectly lev ied (January 1986) 
at the general rate of 4 per cent applicable lo unclass if
ied goocls , instead of at 10 per CPn l ns Aforesa id . 
The incorrec t c lassification r esult nrl in lax being l ev iRd 
short by Rs . 43, 200 (including surchnrge cind additional 
tax). 

The 
July 1986; 
1987). 

mistake was reported to th r department in 
their reply has not been recejvml (October 

(vi) Under entry 73' of the Second Schedule to 
the Karnataka Sales Tax 

0

Act, 1957. on sales of articles 
used generally as parts and accessories o f motor vehicles , 
lax was lnvinblo at the rate of 13 per cenl uµLo 3rd 
April 1981(12 per cent from 4th April 1901) on Lhe 
first or earliest of successive sales within the Stale . 
Fan-bells are taxable under the .above on try. 

In Dharwar distric t, on sa les of fan-bells valuing 
Rs . 8 , 98, 302 made by a dealer during the yean; 1980-fll 
· to 1982-83 . tax was incorrectl y ievied (Soplember 1!JU4') 
at the ra te of 8 per cent, treating il as trans misc;irm 
bolts of vulc<tnised rubber. ins LP.ad of at 13 and 12 per 
cent as a fore'said. The incorrect classification of goods 
resulted in tax being l evied shor t by Rs . 41 , 362 (inclurl 
lng surclrnrgo). 

The mistake was repor tPcl lo lho rlepartinent in 
\1ay 191lu. They slated (August IC)f.17) llrnl !hr. audit 
J\J jec lion had been nccep tcd •md r<'c l i I ica lnry 111·ders 
oassed . but the assessee had gone i11 appeal. 

The case was rcportc<l lo Go,•r-11111u•nt i11 June 
1986; thr y confirmed the facts (Scplr:r11h1•1· 1'1117). 

(vii) Under the Karnataka Sales 'fax Act, 1957, 
m salr of. 'all kinds of mill w11n excluding cotton 
1arn ancl fllalure silk ', tax w.1s leviable at the rate 

' 
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of 3 per cent up to 31st March 1983 (raised to 4 per 
cent from 1st April 1983). However, with effect from 
1st April 1982, a new entry 'all kinds of man-made 
or synthetic staple fibres or filament yarn ' was inserted 
and tax on· items falling under this entry was leNiable 
at the rate or 6 per cent at the point of firs~ or 
earliest of successive sal es within the State. ·Ri)yon 
yarn, l:iembery yarn, polyester yarn, etc ., aFe classlJ.fi
able under the new entry from 1st April 1982 <ind on 
their inter-State sale, without prescribed declarations, 
tax is leviable at 10 per cent. 

(a) In Bangalore City, on inter-State and intra
state sales of ra~orYyam arnounling to Hs .1,12,1374 (1982-83) 
and Rs.3,36,000 (1983-84) respectively made by a dealer, 
tax was levied at the rates of 3 and 4 per cent, tre,:Jting 
them as goods falling under the former entry , instead 
of at 10 percent (inter-State sales not supported by 
fC forms) and 6 per cent (intra-State sales ) the rates 

npplicable to items falling under new entry. The mis lake 
resulted in tax · being levied short by Rs .14, 941 ( i nclud
ing surcharge) . 

On the mistake being pointed out in audit ( Decem
ber 1986), the department stated (June 1987) that the 
rec tifica tory orders had been passed (February 1 987) . 
but the assessee obtained stay· orders from the lligh 
Cour t of Karnataka in March 1987. 

The case was reported Lo Government in March 
1987~ they confirmed the facts (July 1981). 

( b) In Bangalore City, on the first point sale~ 
within the State of bcmbery yarn and polyester yarn 

amounling to Rs .10, 30 , 952, made by two dealers during 
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the deepavali years 1983-84 anti 1984-85. tax was in
correctly levied at the rate of 4 per cent, treating 
them as falling ·under the former entry, ins tea cl of 
at 6 per cent applicable to items falling under· the 
new entry. The mistake resulted in tax being lcv ietl 
short by Rs.24,797 (inc luding surcharge. rural develop
ment cess and development cess). 

On the mistake being pointed out in audit (Jllly 
1986) , the department stated ( Jul y 1987) thnt action 
for suo mo tu • revision had been initiated in tho case. 
Report on result of action taken has not boon received 
(October 1987). 

(viii) As per notification dated 31st October 
1981 issued under the Karnataka Sales Tax Act . 1957. 
tax on sale o f graphite electrodes and anodes is lcviable 
at the rate of 6 per cent with effect from 1st November 
1981. Silver anodes fall under tho above entty. 

In Bangalore City. on sales of silver anodos C11nount 
ing to Rs. 3. 77, 222 made by a manufacturer during the 
years 1981-82 to 1983-84 (from lsl November 1 '181 to 
30th June 1984) , tax was · incorrectly levied rit the 
rate of 2 per cent , treating it as articles or silver , 
instead of at 6 per cent as aforesaid. Thu incorcct 
classification of goods resulted in tax being levied 
short by Rs .16, 598 ( inclu• ling surcharge). 

On the mistake being pointed out in audit 
(January 1986), the department rectified (October· Hl86 
and February 1987) the assessments and callee Led 
(October 198n) Rs.14,253. 

(ix) Under entry 118 of Second Schedule to the 
Karnataka Sales Tax Act. 1957. on sale of containers . 
tax is leviable at the rate of 4 per cent at the point 
of first sale. Pl astic. polyvinyl chloride and poly thene 
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bot ll os , jars, boxer. aiHl bags WCI!! spucifircl :1s crmlni11-
ers under Lile abnvr entry (upto 31st July 1'1135). 'SinlPX' 
storage tanks coulcl 11ot be c liJ<;si fir•tl as crmtainrrs 
falling umJar the above entry . Those woulu mcri t r.las•· ifi
cation unde1· entry 110 ibid covcring 1rlir:ll's llll!Clf' 

of "plastic, polythene or pol yvin\ I chlor iclr! 111ul t!H• 
like ma terials, on sale of which tax i s Jnvia!Jlc at 
Lhe ra Le of 10 per cent. 

In Bangalore City . on first puinl 5alns of si 11tPx 
storage t<rnks amounting to Rs. 2:~. 57, 16S. 111ndr. hy n 
drnlcr during thP year J984-rl'i, lnx wns i11crwrr.1:tlv 
levied at the rate of 4 per conl ·1rnnli11g ii a~ r:nntninr·r·s , 
instead of at 10 per cenl as aforesriid. Tltn inr:o1·1·N: t 
classtfiralion of goods resullocl in Im< IH•i11g lrviPd 
short lJy ns . 1, fi'l. 7 JG (incl ucling s11rr:ll.i1·rw iJ11t l 1 111 •ii 
devel opmcm l cnss). 

The mis take was reporter! to the clnparlmPnt in· 
March 19137: their repl y has not bPPn r ecri vnrl ( Clcloh'"'r 
1987) . 

(x) Under the Karnataka Sn lcs tax 1\c l. J!157 , 
on sale nf all machinery and spnre parts anrl accnssoricr. 
thereof . tnx was lcviable a t the ra l c ol 8 pPr urnt 
up to 14th l\1Arch J 98!l; cast iron vnl vr8 "hi ch co11tro l 
the flow of air, gas or liquids in 111nch inery n1·c cln<;si fi
able as parts thereof. 

In Bangaloee City , on sales of cast ir<:m Villvr~ 
amounting Lo Rs.4,4J , 880 maclo hy a rlr-lnnr during 1111' 
yrnr J971l-7!) , lax WFI S incorn'!c. tl ~ lcvirid ( SPpll"'llliH'l' 
1985) at the rrite of 4 por cenl Ftppl icnlllr. to u11c J.1c:;si fi 
ecl goods. i nslBad of at 8 per conl ns aforcsnid. 1'111• 
inr.orrcr, t c l nss i fi cntion or goorl c:; rns11l lnol in 1.1 x 1lf'i111: 
l c~vio d 8hor· t l> y Hs. l !l , 531 (including ;11 l rlitlnnnl lll''\ ). 

On tho mistake being pointed out in aurlit(A11gus t 
1 'Hl6) . t he rtf;c;nss lns:i officer agrc>erl (August FllJG) to 
examinr> the case . Repor l on the resu l t of exn111in01lin11 
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has not been .received (October 1987). 

The above cases were reported 
betwPen May 1986 and July 1987; ·their 
been received .(October 1987), except 
sub-pnragraphs(vi) and (vii)(a) above. 

3.3. Application of incorrect rates 0 1 tax 

to Government 
reply has not 
in respect of 

(i) Under the Karnataka Sales Tax Act , 1957, 
tax leviable on todd y at the point of first sale within 
the Slate was enhanced from 4 per cent to 5 per. cent 
with effect from 1st April 1982. Sale of toddy was 
exemrt ed from tax from 1st July 1!)83. 

In Bangalore City, on first point sales of toddy 
amounting to Rs.88,60,200, made by five d·~alers during 
varim1s periods falling between 1st April 1982 and 
30th June 1983, tax was incorrectly levied at 4 per 
cent, instead of at 5 per cent. The mistake resulted 
in t ax being le•; ied short by Rs.97,462 (including sur
charg1J). 

On the mistakes being p:>inted out in audll (July 
·1986 ), the assessing authority issued (July 1986) notices 
to the assessees. RepJrt on final actirm taken has not 
been received (October 1987). 

(ii)• Under the KartHtaka Salos Tax .t\ct , 1957, 
on sale of timber, rose wo Jd and sandal w;:JJii 
in log form' tax was levlable at the rate of 13 per 
cent during the period from 1st · April l!J82 to Jls t 
March 1'9B6 and a t the rate of 13 per cent from 1st 
April 1986, at the point of first sale within the Stale. 

(a) In Bangalore City and Gulburga distric t. on 
sales of timber amounting to Rs .12, 49, 364 , maclu hy 
five dealers during the period from 1s t April 1932 
to 31st March 1983, tax wAs inr.orrectly levied nt the 
general rate of o perce nt ·or appl icablP. lo 1111cl<1ssified 
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goods) , instea•i ·Jf at 8 per ce nt as aforesaid . The mis
take resulled ln tax being levied s hor l by Rs . 41, 229 (in
cluding surcharge). 

On the mis takes being po in to d out in oudit in 
July and Se pte mber 1906 . the assessing au thorities 
issued (September 1986) n·1 tices lo th•3 asscssees an•1 
recovere'd (Oc tober 1986 and January 1907) on amou11t 
of Rs.39,3BL in 4 cases. 

(ll) In two forest divisions in Kouagu anj Chlck
magalur district~, on sal e of timbe r valuing Rs. 69 ,06 ,384 
made to wood -based indus tries during the perind f;illing 
betwC"en 1st April 1986 pn<.J 24 th December, 11Jll6 , tax 
was incorrectly levied (January 1987) at thr. rate or 
8 per cent (a9d development cess thereon ::it 30 per 
cent ) instead of at 13 per cent. The mis take resulted 
in tax being l evi e d s hor t by Rs .1,88,450. 

On the mis take b•3ing pointed out in audit (.January 
and Febr uary 1987). one forest division adjusted Rs.G3, 614 
ou t of the advance -royalty available wilh tile depart
mect. Report on recovery of the lJalance am::iuHt of • 
Rs.1,24,836 has nol been received (Octobe r 1987).. 

(c) Oya Government notifica tion issued on 27th 
December 1979 , in res;-Ject of sales, to the departments 
or publ ic sector •. undertakings of Government o f India 
or Government of Karna taka or Gover 11me11 t of any o ther 
State or Government companies situated in lhe State, 
made by a dealer in respect of goods produced ln his 
manufacturing • unit l ocated in Karna taka , the rate of 
tax was rcrtuceEI to 4 per cent with ef fp,c t from 1st 
January 1980 . ' 

ln Bangalore City, on sales of logs of timber a nd 
· cut sizes valuing Rs. 5. 28. 000 made to Gov~mment dopnr t-
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rnent by a cJoalor during the yr:11· 1!JOJ-1Ji1. n11t or Iii; 
purch:.:iscs from oulside the State (anrl not proutwrcl 
in his ma nu rac luring unit loca Loll in l he S Lil t0 l . Lax 
was incorrectly levied at the concessional 1·;ite of 
4 per cent , instead of al 8 per cent. The mistake rcsul l 
ed in tax bein3 levied short by Rs.'21, 232 (incltiding 
surcharge). 

On the mistake being pointed •Jut in audi L ( No\·8m -
ber 1986), the <:lepartment agreed Lo ox;:iinln,.. Lhe cas-=!. 
Report on lhe re:rnll of examinal.iem: trns not b,8e1\ r rcr· ived 
(October 1987). 

(iii) n y a Governm ent nolifir.at ir:m issued on 17 th 
December 197!) , in res peel of sales mad•:l by a deale1 · 
to the departments or Public Sec lor Unrlcrtaking:; 'JI 
Gove!"nmcnt of lnii;;i or Governm :mt of Karna taka or Govern
me nt companies situated in th13 Stole , relalin13 lo the 
goods produced in a manufacturing unit lo·::atcd in Karrpta<a, 
the rate of t ax W'3S reduced to 4 per cent with e ffo 0:: t 
from 1st January 1980 . This concession is no t admissible 
on sales made ~o autonomous bodies and tax 0n such sale 
is payable at the norm31 rate . 

In Bangalore City , on sales of woo•icn furniture 
amounting to Rs. 3 ,lM,71!>, made by"' cl 1'1ler d11ring I.hr 
ydar 19133-94 to a Municipal corporat ion .1n ·J Einployeec; 
State Insurance Cor poration, tax w,1s i n•::o1·reclly lrvl,..d 1t 
the rate of 4 per cent. instead of al 10 per crnt. rhr 
mistake rn;;;:jll.-'ol in tax b•3ing lnv i l~d short by Hs. 211, 111 
(including :;urdiarge) . 

On th ; mistake being pointed out . in <tudil (Se ptem -
ber 1gAG) , the department state•j (M:irch l'J17 J lh ;:il the 

assesSJO =!ll l had been rec ti fled and the en tir'e (.!mount r e
r.overed in Soptembat' an j Nnvember 19813. 
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(iv) As per prov1s10ns of Lhe Central Sales Tax 
Acl. 1956. on inter-Slate sales of declared goods which 
are not supported by prescribed declarations, Lax is 
leviable at twice the rate applicable to the sale or pur
chase of such· goods inside' the S tate under the State Act. 
On sales of goods (other Lhan the declared goods and 
not supported by prescribed dec!arations). tax is le vi
able at the rate of 10 per cent or at the rate applicable 
to the sale or purchase of such goods inside the State 
under the State Act. whichever is higher. Under the 
State Act. on sale of copra. rice and unclassified goods, 
tax is leviable at 3. 2 and 4 per cent respectively. 

(a) In Tumkur dislricl. on inter-State sa les of 
copra (declared goods) amounting to Rs .1, 74. 600 and 
brooms and charcoal (unclassified goods) , amounting to 
Rs. 2. 32, 729 made by a dealer during the periocl from 
1st July 1983 to 30th June 1984 and not covered by pre
scribed declarations. tax was incorrectly levied at the 
rates of 3 and 4 per cent. instead of at 6 and 10 per 
cent respectively. The mistake resulted in tax being 
levied short by Rs .19 , 202. 

On the mistake being pointed out in audit ( Decem
ber 1986) , the assessing authorily agreed ( Decern ber 
1986) to examine the case. Report on the result of 
examination has not been received (October 1987) . 

(b) In Shimoga district, on inler-Stale sales of 
rice (declared goods), amounling to Rs.10,33,000, maclc 
by a dP.aler during the year 1984-05 and not covered by 
prescribed declarations, tax was incorrectly levied at 
2 per cent. instead of at 4 per cent. The mistake 
resulted in tax being levied short by Rs. 20. 660. 

On the mistake being pointed out in audit (May 
1986) the assessing authority agreed (May 1986) to exam
ine the case . Report on result of examination has not tm1 
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received (October 1 !Jfl7) . 

(v) Under th Karna taka Sales tax Act, 1Q57, tax 
levi able on groun • 1t seeds .at the point of first pur
chase within the StCJte . was enhanced from 3 per cent· to 
4 per cent with effect from 1st April l!Jfl3. 

(a) ln Llrllary district, on tho first µut·chases of 
groundnut seeds amounting to Rs. 16, !17 . 502. morlo b y a 
dealer rluring Urn period from 1st /\p rH 11)01 lo lrrl Nov
ember 1983, tax was incorreclly l evied (ll :1 per cent, 
ins tead of at 4 per cent. The mi.slake rcsultNI in tax 
being levied short by Rs .16 . 576. 

On the mis l(lke being pointed out i11 aurlil (October 
1986). tho depn1·tmenl stated (.Tune ll:lB7) lhal lhr. objoct-
ion had been accrpled and an additional n111ounl of 
Rs. 16, 576 de mnndecl from the assessee . 

( h) In nolgaum di.strict . while r.nmplel ing ( r.tarch 
1986) the assessmcntof an oil miller for Lile docpavali year 
19132-83 ( 1Gth November 1982 to 4tll Novrmbcr 1983), tax 
was incorreclly levied at the rate of 3 per cent on the 
entire purchases (Rs .19 , BG. 741) of groundnut made during 
the year, inslnnd of at 3 per cent on I hn purchases made 
uplo .l1s l Mn1·cll 1!JU3(Rs.4,271UllfJ) a11rl :1l 1 per cent on 
the purchases 111arlc from l s l April l!H\3 to 4 l11 November 
1983 (Rs .15, 5'J . £152) , as shown in tile 111011lhly returns nrrl 
su111m(lry or accounts furnished by tllo clotilor. The mistake 
resu I l ed in tn x bP i ng levied s hof'l l>y Hs. 15, 5'17. 

On Lile mistake being poi11lod oul i.n m1dit (December 
1!JRG), the drpnrt111cnt s taler! (.Jul y 1~U7) ll1nls110 motu 
orrlcrs hnd lJeP11 pnsc;cl.I hy llw nssrssing uffi Cf"r in 
neceml>er 1906. hut thf" assesscc hnct gone ·1rr appea l tfl 
the Karnataka Appellate Tribunal, which ~tayed the 
r.o l lnr.t ion of tnx. 
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(vi) Under lhe Karnataka Sales TFtx Act , 1957 , on 

and 
cent 

March 
point 

sale of p i pes, tubes and fittings of iron , cement 
asbes tos , tax was leviable at the n1le of 6 per 
during the period fr:om 1st April 1984 to 31st 
1986 (8 per · cent from 1st April 19U6) at the 
of first sale within the State. 

In Bangalore City , on sales of R.C.C. pipes amount
ing to Rs.51,46,675, made by a manufacturer during 
the year 1984-85, tax was incorrectly levied (October 
1985 ) at the rate of 5 per cent, instead of Ht correc t 
rate of 6 per cent. The mistake resulted in tax being 
levied s hort by Rs. 61 , 760 (including surcharge and 
rural developmment cess). 

On the mistake being pointed out in aud it (Novem
ber 1986), the department s ta_ted (August 1987) that 
the audit objection had been accepted , assessment revised 
and additional _demand raised . but the assessee had 
gone in appeal to the appellate authority who has granted 
stay order subject to the payment of 50 per cent of tax 
demanded and balance in the form of bank guarantee. The 
assessee paid (December 1986)an amount of Rs.30,998 
and furnished bank guarantee for Rs . 30 . 760 . 

( vii) Under the Karna taka Sa les Tax Act, 1%7, 
on sa le of cine matographic. pho tographic and other 
cameras, projectors and enlargers . lenses and other 
parts and accessories of such cameras , projectors 
and enlargers and films, plates , papP.r and clo th reriuirnd 
for use therein . tax is leviable a t the higher rate 
of 15 per cent at the point of first sale within the 
State . In respect of inter-State sales of the commod iti es 
not covered by ' C ' forms, tax is loviable unrler Crmtr·nL 
Sales Tax Act, 1956 at the rate of 10 per cent or 
the Stat e rate. which:?ver is higher. 
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In Bangalore City, on intra-State sales(Rs.2,12.407) 
and inter-Stale sales (Rs.1,15,849) of r>ho tograpllj c 
materials amounting to Rs. 3 . 48, 256 made by a dca lnr 
during the years 1981-82. 1982-83 and 19114 -llS(asfips~mcml 
records for 19133-84 not produced to audi t), tax was in 
correctly levie tl (Oc tober 1984 and January 198G) al 
various rates applicable to paper, chemicals. rte. , 1nrt 
exemption was granted in sale of flannel cloth. ins tead 
of levying tax at the correct rate of 15 per cent as 
aforesaid. The mistake resulted in tax being levied 
short by Rs.40,337(including surcharge and rural deve lop
ment cess). 

On the mistakes being pointed out in audit (.June 
1985 and December 1986), the department s lalecl (/\oril 
1987) that the assessments for the vears 1981-82 and 
;t982-83 had. since been revised ( No\lem ber 1!JA6) and an 
amount of Rs.20.,864 ·collect8d in Febri1dry 1987 . Heporl 
on adion taken in respect of nssesRmc>nt for tile yea1· 
1984-8,5 has not been received (Or,t0t.Jor 1~87). 

(viii)Under the Karnataka Sa les lax Act, 1957 , 
on sales of fibre glass sheets and articles . made of 
n bre glass excluding helmets, tax i s le viable at the 
rate of 10 per cent with effect from 1st April 1984 
at the point of firs t or earUest of successive SHles 
within the State. 

In Bangalore City , on sales of fibre glass at'ticles 
amounting to Rs . 2,60,411 , made by a 111nnuroct1wr1r cluritig 
the period from ls t April 1984 to 3 ls t Dece111 ber 1984; 
tax was incorrectly levied (December 1986) at the 
general rate or 5 per cent, .ins tead- of cit corrc<:t rnte of 
10 per cent. The mistake resul tod in rax · hcjng lcvic:<I 
short by Rs .15. 625 (including surcharge and rural 
development cess) . 
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On the mi stake b ei ng poinlell out in audit(Dr.ce111\le1· 
1986) , tho depa rtr~ enl s lated (July 1!)87) that the Audit 
objection hacl been accepted ancJ additional dC'ni<H11l 
rnisod, b11l lhe assesseo h ad gone in appral l o L1 1n 
<lppollalo flulhor i Ly . 

(ix ) As rer lhe prov1 srnns o f I ho Karna lakfl Sfl \es 
Tux Act, 1957, the Stale Government may. by nolirica l ion, 
CX ')Jnpt or· r educo the· rate or lax l eviablo on sal e or 
purchase o f any specified gootls or class of goods. 
As per an amendment to the l\c l nwcfa in 1981 , with 
retrospeclive effect from 1sl Ja1111c1 r v 1CJ6B , where the 
rate or tax fl<lyahle under tho Ar. t i n res1wcl of any 
goods or r. l ass of goods i s modified by an arnrndmenl 
to lhr Act , any earlier notifir.nt ion by Government, 
exempting 01· r educing the tax payable on sale or purchase 
o f such goods , is deemed to h ave bePn cancelled wi th 
rffcct from tho date tho amen<lment comes into force. 

By a nolificalion issuecl in Nove111IJcr 1975, lhe 
ra le o f Lax l eviable on sall' or r nkec; was -reduced 
from 6 per cent to 3 per cent and that 1 f IJrcn<l rrn111 

the general rate of 4 per crnt lo 11 p r r;enl . T ile 
Ac t was, h owevfff, amended \\ ilh rffp,ct lr om 17 th l\pril 
1980 , increasing the ralr> of lax on Sule 01 c~n fuc. t inn0ry . 
biscuits n11d cakes to ll pnr cent. TllerefC'rP . the cr1rl ler 
notification of November 197fi erased to !• 1vc effect 
f rom 17th Apri l 1980. Similarl y , the gen!:::J I r:itc of 
tax was increased f rom 4 tn ti per r.r111 v• i 111 of feel 
from l !' t April 1982 and hr11c:c thr notificnti.on o l Novn111-

. ber 1fl7!i erased to have r.!IC'Cl r1 nm 1st Ap r l l 1'1fll. 
in respect of sales of brcacl. Con<:cq11r-11lly, thr rntc 
of tax on sale o f breacl wa<> rccJucml l o 2 pnr crml 
by A nolifir.nlion clalod l:llh Augu<>l 1'll32 . 

(a) In Dllarwa1· dis trict, on sn1C'~ of bread amount
i ng lo Rs. 2 , BO, 4 70 , maclo by n 111aPufar; lurf'r during 
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the period 1st April 1982 to 12th August 1982 and on 
sales of cakes amounting to Rs. 86. 000, effected by 
him during the period 1st April 1982 to 4th No•rnmber 
1983, tax was incorrectly l evied (January 1966) at 
the rate of 1~ and 3 per cent respectively, instead of 
at. the correct rates of 5 and 6 per cont. The mistakes 
resulted in tax being levied short by Rs,15 , 662 (includ
ing surcharge) . 

On the mistakes being pointed out in aurJit (October 
1966). the department stated (June 1987) that the audit 
.objection had been accepted and differential tax levied 
(December 1986), but the assesses had gone in appeal 
to the appella.te- authority. 

( b) In asssessing a dealer in Bangalore City . 
on sales of cakes, puffs . etc. • amounting to Rs. 2. 20. 000 
made during the year 1980-81 , tax was incorrectly 
levied at the rate of 3 per cent , instead . of at 8 
per cent. resulting in short levy of tax by Rs .12. 925. 

On the mistake being pointed out in aud it (April 
1986), the department revised the assessment, raised 
an additonal demand for Rs.12 , 925 and recovered (January 
1987) Rs.6,000. 

The case was reported to Government in September 
1986; they confirmed the facts (Sep tern ber 1987) . 

(x) Under the Karnataka Sales Tax act, 1957 , 
on sales of goods not specified in any of the Schedules 
to the Act, tax i s leviable at the rate of 5 per cent 
at all points of sa l e , with effect from 1st April 1982. 

In Bangalore City. on sales of unclassified goods 
amounting to Rs. 25, 61, 000 made by a dealer during 
the year 1982-83. tax wp.s incorrectly levied (September 
1985) at the rate of 4 per cent. instead of at 5 per 
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cent. The mistake resulted in tax being levied shor't 
by Rs. 28 , 171 (including surcharge l. 

The mis take was 
September 1986"; their 
(October 1987) . 

reported to the 
reply has nol 

deparlmenl in 
been recr i ved 

The above · cases were reported to Government 
between December 1985 and July 1987; their reply has 
no t been received (October· 1987). except in rrspP.ct 
of sub-paragrapn(x) (b) above. 

3.4. Irregular grant Qf exemption 1:1. 

( i) Under the Cen tral Sales Tax Act , 1956, Lhe 
last sale or purchase of any goods preceding the sale 
or purchase occasioning the export of those gootfs 
out of the territory of India shall also be deemed 
to be in the course of such export , if such lost ·salo 
or purchase look· place eftp.r. and was · for the purpose 
of complying with, the agre~rrtent or order for or in 
relation to such expor t. and is exempt from paymen~ 
of tax. 

{a) In Bangalore City . a dealer's sales of printP-d 
cartons amounting to Rs. 8. 04, 209, made during the pcri nd 
from 1st October 1981 lo 31st Octobor 1982 to an e>ipOrt
er of tea stationed outside Karnataka, were exempted. 
The sale of packing material cannot be deemert to ha\ e 
been made in the course of 'export uncler the aforesaid 
provisions of the Central Sales Tax l\c t, 195G, and, 
the exemption granted was incorrect. The incorrect 
grant of e'Cemption resultoc.1 in tax being levied !'" lmrl 
by Rs.80,4 21 at the rate of 10 per cent. 
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On the mistake being pointed out in audit (July 

1986), the assessing officer i niti a ted (July 1986 ) reclifi
catory ac tion by issue of a notice to the assessee. 
Report on final ac tion taken has nol been rece ived 
(October 1987). 

( b) In Bangnlore Ci ty , sal es of corrugated boxes 
a mounting to Rs. 7, 89 . 616 . made by a 11, .nufac turer during 
the period from 1st July 1983 lo 30th June 1984 to 
an exporiter of fruit products in the State, were exempt
cd on the ground that these were used for packing 
goods intended for export. Sin~ the sale of 'corrugated 
boxes' was not the subject ma tter of the contract 
for export and was not for the purpbse of complying 
with t11e agreement for export. its sale cannot be deemed 
to have been made in the course of export under the 
provisions of Central Sales Tax Act . 1956. Therefore , 
lhe exemption granted was incorrect. rhe i ncorrec t 
grant of exem plion resulted in tax being levied short 
by Rs . 39,435 (including surcharge , turnover tax and 
rural ctevelopmerlt cess). 

On the mistake being pointed out in audit (Septem
ber 1986) , lhe assessing officer agreed (Sep tern ber 
1986) to examine the case . Report on r esult of examina t
ion has not been received (October 1987) . 

( c) In Bangalor e City and Chitradurga dis tri~t , 

three dealers purchased raw hides and skins valuing 
Rs . 2,06,83,528 during the years 1981-82 to 1983-84 
and transferred to their factories in the State of Tamil 
Na du for tanning. The tanned hides and skins were 
subsequently exported out of India. The purchases 
of raw hides and skins by the three dealers wore 
exempted from l evy of tax, treating them as last pur
chases preceding the sale of goods in the cour se of 
export out of the territory of India. It n as been 
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judicially held~ that ' r a w hides a nd sk ins afll'.i dressed 
(Canned) hides and skins are commercially d iffer en l 
comruodit-ies · Ttw exemption a l lo~ on purchase of 
raw hides and skins was irregular as the goods exported 
were ta nned leathe r and skins. The irregular grant 
of exemption r esulted in tax a mounting "'to Rs . 8, 27, 341 
not be ing realised. 

On the mis take be ing pointed out in audit (May 
August 1986) , one assessing· a_uthority agreed to 

examine the case , but the other 's tated · that the assess8es 
wer e exempted from levy of tax unde r section 5(3) 
of the Central Sales Tax Act , 1956. Tho r epJ y is no t 
tenable as the commodities exported and those purc lv ised 
were to rririio rcially diffe r en t as per the aforesairl judici;1L 
decision. 

( d) In Bangalore Cily, sales of silk fnhrics amount-
ing to Rs .12 , 37 , 640 made by five dealers during tho 
periods fa ll i ng between 16 th November 1982 and 30th 
June 1985, were exempted from le v y of tax on the 
ground tha t the sales were l ast sal es preceding tho 
sale occasioning the export of the goodi:; ou.l of ll'ld ia . 
The exempt ion allowed \Vas incorrect because LI}~- expor t

had placed purchase orders ( be t wo~n February 
and March 1 985) with ttw dealers muc h ear·lior 
the da Les (bet w.een February 1983 and ll!a.rJ;h 19135) 

on wh i ch they h,,a~ e ntered into the export agreement 
with tho foreign buyers. The sales made b y the dealc;rs 

therefore , not for the purpose of co mplying 
with the agree ments or orders for or in relation to 
such exports. The incorrect grant of exemption rcsultocl 

tax being levied short by Rs . 24 , 752. 

The mistake was reported 
.June 1986 : their reply has not 
t.'llaji Abd ul Shukoor 6 Co . Vs . 
Madras ( 1964) 15 STC 719 (SC) . 

to the department in 
been received 

Sta te of Tamil Nadu 
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(October 1987). 

(e) In Bangalore City , sale of silk fabrics amount 
ing to Rs .12 , 97,805, made by seven assessees during 
the years 1982-83 to 1984-85, to exporters in other 
States, were treated as last sales preceding the sale 
occasioning the export out of the country, al though 
the certificates in Form 'H' did not indica le the nu111 bcr 
and date of agreement between the exporter and 
buyers covering the said exports and refe rence 
purchase orders placed by the ex por cer on the a I ore
said seven assessees. No other evidence was ril!'o on 
record to show that the ~ast sales preceding the exports 
took place after and for the purpose of complying with 
the agreement or order for or in relation Lo the above 
exports. In the absence of such evidence , the trans
actions shoul d have been treated as inter-State sales 
and assessed to tax at 2 per cent . The incorrect grant 
of exemption resulted in tax amounting to Rs . 29 , 083 
(including surcharge and rural development cess) 
being realised . 

The mistake was reported to the department in 
November 1986; their reply has not been received (Oc to
ber 1987). 

(ii) By a Govern ment notification dated 31st March 
1983 issued under Section 8 of the Central Sales Ta 
Act, 1956 , effective from 1st April 1983, inter-Stal 
sales of. goods, manufactured in Karnataka by all tin~ 
sect.or industrial units, were exempted from tax fn 
a period of 5 yertrs from th<' dill<' of c 11111mP111 "1111·111 

of their commercial production, s ul.Jject to certain comH 
tions specified therein. 
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In Hassan district , on inLm·-Stale snles of c11conut 
shell powder (prepared out of coconut shell by mocha
nical process ) amounting to Rs.2 ,23,347 (Rs.95,GflO wilh 
'C' forms and Hs .1, 27 , 667 without ' C ' forms), ma do 
by an assessee during lhe yenr 1 !Hl4-flS, t;:ix was exem
pted i n terms o f lhe n fornsaicl notifi ca t ion. llowever, 
the activit)! of convers ion o f coconut· shell inlo cor.cmut 
sheJl powde r does not amount to manufacl 1irP on th11 
arnJngy of a decision of lhe lligh Cour t of Wost A'1ngaP 
in case of convers ion of bl tlck prppnr nnrJ t1wnwrjr. 
into powdered form. Therefore , ll m grnnt of exe111 ption 
was irregular and resul ted i.n tax being le vif'rl s horl 
by Hs . 16, 594. 

On lhe mist;:ike being po inted out in <iucl i t (.July 
Ul86), the assessing aulhoril y agroecl (,July f <Jllfi ) to 
examine the case. Report on tho rPsult of rxnmination 
has not been received (Octohor· 1fHl7J. 

(iii) Under"'~e Karnataka · Sal es Tnx /\ct, 'l'lS7, 
on sale o f coal inc~Q,ing coke in all ils fnnn .s lrn t D'<
c ludi.ng charcoal, tax•, is leviable ;:i t tho rate of 4 11nr 
cerit at the point of firs t or p,nr liest of s uccossivo 
sal es within the State, while on sale of fi.rnw nocJ 01· 

charcoal for domestic use, l evy o1 tax was exempted. 
It has been judicia lly hold* tlrnl. 'Lct:o ' has to t.le 
treated as coa l falling unde r the r e levant entry under 
Section 14 of the Centra l Sales Tax Acl , 1 g55 ancl, 
therefore , i t i s lia ble to tax a t tho first poin t of 
sal e. lleuce, on sale of ' Loco' for domP.s t le usn exp, rn pl
ion, as aforesaid. is not available. 

Mahabirprasad 
31 STC ( 628 ) . 

Birhiwala Vs. Stale o r \Vest Bengal 

Deputy Commissioner of Commercial Taxes 
Kuppuswamy Che tty(1980) 45 STC 308. 

' 

Vs. B. R. 
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In Bangalore City , on first point sal e of ' leco ' 
amounting to Rs. 6. 48, 332 made by a dealer during the 
cal endar years 1981 to 1984 . tax was leviabl e at the 
rate of 4 per cent but it was incorrec tly exempted. 
treating it as 'charcoal' . The incorrect grant of 
exemption resulted in tax being levied short by Rs. 25,933. 

The mistake was reported to the department in 
February 1987 i their reply has not been received ( Octo-
ber 1987). 

(Iv) Under the Karnataka Sales 'fax Act, 1957 , 
on sales of pressure cookers, their parts and accesso
ries , tax is leviable at the rate of 8 per cent at the 
point of first· sale within the State. Aluminium utensils . 
excluding the aforesaid . articles. are exempted from 
levy of tax. 

In Bangalore City , on first sale of 'rice cookers ' 
amounting to Rs. 6. 70, 270, made by a dealer during 
the year 1983-84, tax was exempted .treating the m as 
aluminium utensils. 'Rice Cookers' being variant of 
pressure cookers only, tax was leviable a t 8 per cent. 
The incorrect grant of exemption resulted in tax being 
l evied short by Rs. 62. 335 (including surcharge and 
turnover tax) . 

On fhe mis take being pointed out in audit ( Novem
ber 1986) , the assessing officer agreed (November 1986 ) 
to i.ni tia te action. Report on final action taken has 
not been received (Oc tober 1987). 

{v) Under the Karnataka Sales Tax Act , 1957, 
on sale of unclassified ' goods, tax is · levia ble at all 
points of sale at the rate of 5 per cent. Further, poultry 
feed being covered by a specific entry; in JI Schedule 
to the Act, tax on' sale thereof is leviable at the point 
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of first sale. It has been judicially held* that 'nsh
meal' is a fertiliser, and it cannot be held otherwise 
only because' someone used it as poultry feed. 

In Shimoga district, sales of 'fishmeal' amounl i ng 
lo Rs. 4, 91, 960, made by a deale r during the yen n; 
1983-84 and 1984-85, were incorrectly exempted, trea ling 
it as second sales of 'processed poultry fenct' . 

As judicially held, the commodity crinnot be Lreilt
ed as poultry feed but would be 'taxable as unr;l;:issi
fied goods. at all points of sale. The incorrect ex~mpl
ion resulted in non-levy of ~ax amounting to Rs. 28. 972 
(including surcharge and rural cl ovelopmr.nt cns s). 

On the mistake being pojnted out in audit (Jul y 
1986), the assessing authorH y stated (.July 1986) that 
the fishmea I purchased by the assAssce was 'proccssocJ 
poultry feed' and its sale was exempted as second 
sales. The reply is not tenable as fi s hmeal by itself 
is not processe.d poultry feed, but only r:1 fertilism·. 
as pes the aforesaid judicial decision. 

(vi) As per entry 31-B of 5th Schedule to Lhc 
Karnalaka Sal es Tax Act. 1957. sale of sugar oll1m· 
than sugar candy, confectionery antl thP lil<e is c.xe111 p
ted from tay. 'lisa s ugar' which is manufactured out 
of liquid glucose, essence, s tarch ·. sugar etc .. ancl 
is generally used in the pre par;:ilion of swoe ls ·and 
confec tionery is not sugar s implici ter. It has been 
judicially held* that ' lisa s ugar ' is an entirely differ
ent cornrnodity and is not ordinary sugar. Hence nn 
snlc of 'Jisa sugar'. tax is l'eviahle at the gn11Prnl 

*( 19131 l 48 STC 59 (A11ahaba,d )Commissioner of saies 
Tax Vs . Onkar Nath Jagadish Pc·asad. 
*Dilip Kuma1· Pepperments Vs.State of Karnotaka 63 STC.143 
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rate of 5 per cenl from 1st April 1982. 

In Belgaum district , sale of 1 lisa sugar 1 amounting 
to Rs . 10,01,686 made by two dealers during the deepa
vali year 1983-84 was incorrectly exempted from levy 
of tax. This resulted in non-levy of tax amounting 
to Rs. 58, 951 (including surcharge, turnover tax nnd 
rural development cess). 

On the omission being pointed out in audit( Decem
ber 1986), the assessing officer ini liated (December 
1986) rectificatory action. Report on rnctification has 
not been received (October 1987). 

(vii) Under Ll\c Karnalaka Salr.s Tax Act, 1!Vi7 . 
silk worm eggs sold by graineurs recognised by the 
State Government. silk worm cocoons. raw silk , thrown 
silk, twisted silk (or spun silk yarn) arc exempted 
from tax. 1 Silk was le jelly 1 dor.s nol fall under any 
of the above items and hencf! il is an unclassi fird 
item taxable at the rates of S per cent unrlnr lcir·al 
Act and al 10 per cent under Crnlrnl Sales Tax 1\cl 
when sales are nol supported by presc:ri hr.cl clodaralio11. 

In Kolar district, intra-Stale anti inlcr-Slalo snles 
of silk waste jelly amounting lo Rs.1,!lG, ,l.3fi nnd 2,:J3,GG!'"1 
respectively, made by a dealer cJ1wi11g llrn year 1 '11\1\-
85, were exemptr.d from levy or Lax. The incCll r·ncl 
grant of exemption resulted in lnx hcing lcviocJ s hort 
by Rs . 20,747 (inc:luding surcharge ;rnd t1wPovP1· ta x) . 

On the mis take ·being poinleLI out in audit ( l\lrty 
1986 ) , the assessing authority <lgrcwrl lo r.xam i nr Lhc 
case . Report on Lhe result of nxnml11ntin11 lin<; 1101 
beeen received (October 1907) . 
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(viii) .. Under the Karnataka Sales Tax Act, 1957 , 
amJ Lhe r·ulcs rnade thereunder, ex punclilure on 'freight' 
spocificalJy and separatel y chargr,.cl ror by a clea l er 
wilhout inc luding it in the price of goods sold~ i s 
al Lowed Lo be depuc ted from the gross Lurnover · for 
lho rurpose o r cl e termining the tnxnbl e turnover. 

In Elnngalore City , while computing the lfl xable 
turnover of a dealer (having his head offico in Tnmil 
N<1clu) in inrluslrinl gas for tho year' Hlfl..J-115 . a sum 
or Hs. 1 ,50,111 paid by him townrus trnnspor ta li on 
or industrial gas from head nfrice to n;mgalnrc was 
al l nwod to bo deduc Led from t Im gross tw·nover . /\s 
llrn rxpendilurc was not incurred in llm course o r sale 
of goods b11t in the acquisition of tile same , it \rns 
no t deduc tible from sales turnover . The irregular deduct
ion r esul tcd in tax being levied shor t by Hs . J 8 , 763 
( i 11clurling surcharge, rural development coss rtnd turnover 
lax). 

0 11 Lile mis take being po in Lari out in aucl it (June 
191!6), the fl c partment r evised (Jnmmry 1!J07) lt1P. assoss 
mcnt. 

The. above cases wore' roporlod lo 
lwtwcon Sep tember 198G and July Ul!.17; 
has not boon t'r~cuived (Oc tollc r· 1'H37) . 

3.5. Incorrec t grant of concession 

Government 
their r c pl :i: 

(i) By a notifica lion i ss 11erl in Oc:Lobcr l 'Hll, 
the ra td of lax on sn l c of 11w11uft1cl11n;tl goods b y all 
new i ndustrial units was reduced by 50 per cen t (with 
effect f rom Lst November 1901) for a period of five 
years from the res pee ti ve d a Les of co111111onl'.c rnen t of 
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their commercial production._ This concession is subjec t 
to the restrictions and conditions that the concessions 
under the Karnataka Sales Tax Act. 1957 and the Central 
Sales Tax Act, 1956 available lo a new ind us trial 
unit during each accounting year shall be restricted 
to 10 per cent of the unit's total investment in plant 
and machinery at the time of commencement of its 
commercial production and that the total concession 
during the entire five years' period shall not exceed 
50 per cent of its total investment. The unit is also 
permitted to carry forward the unavailed portion of 
the concession, if any, from year to year within the 
said five years-' -periotl: 

a) A new industrial unit ln nangalore di s tric t 
manufacturing paints. had invested Rs .10, 99. 223 on 
plant and machinery at the time of commencement of 
its com mercictl production (April 1981) and the con
cession in levy of sales tax allowable to this unit 
had to be limited to Rs.2,65,645 inlcuding ~.1.55,723 
representing the unavaifed portion of concession relating 
to · the period from l~t November 1981 to 31st March 
19-83. However, while finalising the assessment of 
this unit for the year 1983-84. t ax concession was 
allowed twice, on~e by way of levy of tax on sales 
at 50 per cent of the prescribed rate (Rs.1,68,267) 
and again by reducing the tax amount payable by 
50 per cent (Rs.2,;1.2,559) at the lime of working 
ou t the tax due. Thus. a total concession of Rs.3,00,826 
was allowed for that year as against the maximum 
limit " of Rs.2,65,645 admissible, resulting in exGcss 
grant of concession by Rs .1, 15, 181. 

On the mistake being pointed out in audit (May 
1986). the department stated (July 1907.) · that tho 
audit objection had been accepted and revised assessment 
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orders issued for additional tl c .namJ 11f ll s. J, 15, 1111 . 

(b) In Dlwrwar dis-tricl, a ne w s11wJl-scn ln i 11<l us
-h-tal unit whose' investment in pla11l ;:iml 111ac lli11Pry 
qf- the time of commercial produclio11 ( 21Hl1 Fl?l>rm r y 

19 8 2) amounted to Rs .27 ,390 , ~as allowr,d a l nx rnn
~ession of Rs.113,295 during the ym:ir 1 !111:1 - M wi l1 101 11 
~tricting it to Rs . 5,478 · (including lhc u1 wv11ll r.t l 

io...~ conces·sion for the year 1902:...83) . Tho mi s l nl ~ r> 
r ~sul ted in allowing ·excess concession o f Hs. 12 , n 1.7. 

On tho mistake , being poin l~d nut in ;iurlil i11 
>M..~ust 1986, lhe department reviser! (Nm·n111llnr l'lllfi l 
"'*»1 ;issessment restricting the cnm:rssio11 lo l<!; .'i,·1711 
!\\"id 1·ocovcrcd ( 1Jocc 111 l>er Hll16) l he n 111oun l ul I ~!;. I i. 11 l 7. 

The case was reported to Govern111e11l in Oc; tohn1· 
\9S6;· they confirmed the fac ts in Mm·ch 111117. 

(ii) By a Government notification issur,cl on 27 th 
~oc.embcr 1979, in respect of sales. lo llm rlPpurl111nn1 s · 
or- public sector u11tlr,rlakings of r.over11111nnl Df l11di <1 -
o,.. Government of Kan1a laka or Govcr11111ont or n11y n ll 11:r 
~tote or Govern111e11l compani es s iluale1 l in ll m SU1ln 
">ade by a dealer in r espec t of goods prndur,r,u in 
hs manufac turing ul1i l localed i n Knn1;i t ;.1k<1. the rnl~i 
~i.s:J. lilX WCIS -rmJuce<J lo 4 per Celll wj ll! 11) rc •cl . r11!111 

January 1960 . 

(;:i) 1t hns IH!Ull jurlicinll y ht •ld ':· ll1;il li111l 11•1 
clnc:l Sized Cllld drOSSecl logs a1·e nnr illlcl lhC S<lllll' 

(!ommerciaJ co111111odi ty . Planks . he;i ms ;m (I rnrtcrs w111l1c1 
~tea be limber . It lws 11 l so been c l rn· ifiod (JCllll Oc: l 11l11•1 
1<385) l1 y the Cn111111issin11o r of C~1111111on~i;il Tn x 1:s. 111:11 
Wie.t-e cu lling of limbn r into cul sizos 01· pl;mks rl 111•s 
,,.,t make the · limber lose its character of llcing li111 l1e1. 
* (!305 ) 60 STC - 2f3Tsc ) 
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On sale of timber in cut or manufactured form of all 
sizes and shapes, tax is leviable at the rate. of 8 
per cent with el ft·c t from 1st April 1983, if ob tained 
out of the mate Jl which had not already s uffered 
tax in the State. 

In Mysore district, on sales of cut sizes of 
timber amounting to Rs . 57 ,66, 517 (obtained out of logs 
purchased from outs i de the State and from un-registe red 
dealer s ) made by 4 dealers to Government department 
during the years 1982-83 to 1985-86, tax. w.as incorrectly 
levied (Januar y 1986 ) at the concessional r a te of 4 
per cent. As no manufacturing process was involved 
in the preparation of cut sizes of a timber out of 
logs, tax s hould have been levied at the ralu of ll 
per cent on such sales. The incorrec t grant of conce
ssion resulted in tax .being levied short by Rs.2 , 77 ,042 
(including surcharge and rural development cess). 

On the mistake being pointed out in audit (January 
1987). the assessing officer agreed (January 1987) 
lo examine the case . Report on the r esult of examina
tion has not been received (October 1987). 

(bl Under the Karnataka Sales Tax Act , 1%7 , 
on sale of s tecl furniture. tax is ~evia b1e at the rate 
of 12 per cent with e ffec t from 1st April 1903 . ( 15 
per cent up lo 31s t March 1983). 

In Bangalore City, on sale of steel furniture 
amounting to Rs .1, 92 . 795 , made by two dealers during 
the y~ars 1982-83 and 1983-84 to university, private 
colleges . Taluk Development Boards and autonomous 
bodies, tax was incorrec tly levied (Sep tember and 
December 1985 ) at the concessi onal rate of 4 per cen t. 

· inslefld of at the normal rate of 12 or 15 per c:;ent. 
The mistake r esulted in . tax be ing levied short by 
Rs.20,773 (including surcharge ). 
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On the mistake being pointed out jn audit (Novem-
1986), the assessing authority ini li ated (Novembrn· 

rectificRtory action . 

CiLil Under Section 17(4)(i) nf ll1 r Ka rnatakoi 
Tax Act, 1957, the nssessi11g authority rn;fy. 

a hotelier or a restaurateur so elects, ;u:cop l 
lieu of the amount of tax payable by him during 

ny year uncler the Act, IJy way nf cnmposi lion. an 
mount al the prescribed rates. Prior to 18th November 
9BJ. the right of elec ling payment by com position 
as admissible to hotelier or restaurateur whose turn
ver did not exceed Rs. 2. 5 lakhs in a year . This 
rnover limit was increased · to Rs.7.5 10khs by tho 

arnataka Salos Tax (Second /\111011cl111cnl) Act. 1 !J83, 
came into force from 18th November 1983. - llOl'l

ver , as per the Karnataka Salos Tax (Amendment) /\ct, 
the rc::visod turnover limit prescribed by the 

arnataka Sales Tax (Soc.oncJ /\mendmenl) Act, l!J!13 
not to apply in ,cases of composition of tax in 

aspect of <my assessment yrrnr commencing prior to 
e co111mencement ·o f tho said /\cl viz., 18th November 

CJll.3. rn suc.h r.ases , the prov1s10ns of tile /\ct" as 
I •; to()(I prior lo lhat cloil n (1Hth Novombrn" Fll13) wrn·c 
J npply tn sucll composil i11 11 . 

(<i) ln lll1nrwn1· tlisl1 ict. in cnse o f two hntelien;, 
lurnnvo1· excontled l~s.2.!i lnkh ~; in each caso. 

'P.rC' allnwC'd the benefit of composition of tax evcn
ltoug lt l11n period of asspsc;111cnt wf!s from 1st /\pri l 

lo ~l lsl ~larch l!J84 i11 one case and 1st January 
!JElJ lo 31 s l Dccem her 1983 in i'lno ll1C'r r.nsr.. The grnn l 
f r.omposi tinn in thr.sa casrJs was ·incorrr.r.I as the 
ssnss111cml pr.rind llncl r.0111111cncccl llt•lon' 1 lin Kn1·natakn 
;tins Tnx (SoconrJ Amendment) /\cl, 1 qn3 crime into 
Jrcc on 1 Uth November 1983 and lite ttff11m·m· of· tile 
oalOJ~ h<1d C'xi:occled the then prescrilmrl limil of 
s.2 . 5 lnkhs. Thn incorrect grant of h11nnfil of co111po-. 
il ion resulted in Lax being levied shni·t by Rs.24,826. 
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On the mistake being pointed out in audit (Augus 
1986). the department rectified the assessments an 
collec ted (November 1986) Hs.9,742 in onn casrJ. 

( b) ln Gulbarga. Mangalore and l{aichur distcicts 
four hoteliers, whose turnover for the year 1st /\prj 
1983 to 31st March 1984 in 3 cases and for thr ye<ir 
1st July 1983 to 30th ,June 1984 in the fourth cas 
exceeded Rs. 2. 5 lakhs each. had applied for and wcr 
allowed the benefit of composition for lhoso years 
/\s the assessment period in those cases had alrcacl 
commenced before the Karnataka Sales Tax (Seco11c 
Amendment J Act. 1983 came into force on 18th Novomhe 
1983. the benefit of composilion was aclrn issihlri onl 
if their turnover had not cxcccclr.cl Hs. 2 . 5 lflkhs i 
a year. The incorrect grant of benefit of composHio 
resulted in lax (including surcharge, turnover la. 
and rural developoment cess} being levied short h 
Rs.36 , 220. 

On the mistake being polnlm.I out in nuclil belwer.1 
August and November 1986, the doparlmenl slale<J ('.Jun 
1987} that reclificatory orders had been p;:isscrl i1 
l WO cases Find an addiUonal tax of Hs. 24, 032 cln111;:imlell 
Out of this, an amount of Rs.~l.3J5 was collected i 
February 19137. Reply in rcsprct of oth1"r r.ascs ha. 
not been receivccl (October 19137) . 

(c) In Uttara Kannada district, two hoteliers 
whose turnover for the year Isl /\pril 1 !'fU to :l1s 
March 11J84 r.xceeded Rs.2.5 lnklts each, hnu appliec 
for and wore allowed l he l..>eno lit of com pas i tion . I\ 
the assessrnrnt porioc.l in the two cases hall illrhflrl 
co111111encr.d tmr1wo lllC? Knrnatnk11 S;ilr.s Tnx (Snr.011r 
/\111011cl111on t } At:l, I !1U3 came l 11 lo lorcc 011 I lllh Novcmbt!l 
1983. tho l.Joncfit of composi tion wns no t nrlmi$s.i iJl 
in these cnses. The incorrect grant of benef it of com po 
silion rnsullcd in Lnx being levied shor l IJy Rs.21 ,fiO 
(including surcharge anti turnover tax). 
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On the mistake being pointed out in audit (Decem

ber 1986) , the assessing officer agreed (Decembe r 
1986) to examine th e case. Report on the r esult of 
examination has not been rece i ved l Oc to bet' 1987 l . 

' 
(d) In Bangalore City and Mysor e district, six 

hoteliers , whose turnover exceeded Rs. 2 . 5 l akhs each , 
had applied for and were a ll bwed the benefit of compo
sition of tax for the year 1st April 1983 to 31s t March 
1984 in 5 cases and for' the year 1st Oc tober 1983 
to 30th September- 1984 ln one case . As the assessment 
period in -these _cases had already commenced before 
the Karnataka Sal es Tax (Second Amendment) Act, 1983 
came into force viz ., 18th November 1983, the benefit 
of composition was not admissible in these cases. 
The incorrect grant of composiUon resulted in tax 
being levied 1 short by Rs. G6 , 183 (including surcharge, 
rural developmeht cess and turnover tax) in these 
cases. 

The mistake was reported lo the department 
between September and December .1986: their reply 
has not been received (October 1987 ). 

(iv1 Under Section 5(3A) of the Karnataka Sales 
Tax Act, 1957, on sale of goods by one registered 
dealer to another , for use by the latter as compo
nent part of any other goods (mentioned in the Second 
Schedule to the Act) which he intends to manufacture 
inside the State for sale, tax is leviable at the conce
ssional rate of 4 per cent (3 per cent upto 3rd April 
1981), if the prescribed declaration is furnished 
by the purchasing deale r . For this purpose , component 
part means an article which form s an identifiable const i
tuent of the finished product and which alongwith 
others goes to· make up the finished produc t. It has 
been clarified (Sep tember 1975) by the Commissioner 
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of Commercial Taxes that purchase of molasses for 
use in the manufacture of alcohol is nol 01igible to 
concessional rate referred to in Sec lion ;, ( JA) of the 
Act. On sale of molasses. tax is loviabl0 nt tho rate 
of 20 per cent (14 per cent upto 31st Mnrch l!lfl3) 
at the point of firsl sale within tho Stale. 

(a) In Chitradurga district, on sales of molasses 
valuing Rs.4,85,776, made by a s ugar factory du1·ing 
the years 1978-79 (1st October 1978 lo 30Lh September 
1979) and 1979-80 (1sl October 1979 Lo 30Lh September 
1980) to other registered dealers. tax was incorrnclly 
levied at tho concessional ra le of 3 or 4 per cen 1 
being supported by prescribed declarations. As the_ 
purchase of molasses for use in the manufacturP. is 
not entitled to concessional rate , tax was leviable 
a t the rate of 14 per cent. The incorrect grant of 
concession resulted in tax being levied short by Rs.59,39'.l. 

On the mistake being pointed out in audit (Oclol>or 
1986) . the assessing officer agreed r October 1986) 
to re-examine the case. Report on result of re-examina
tion has not been received (October 1987). 

( b) In Mysore district, on sales of molasses 
amounting to Rs. 2. 85 , 131, made by a sugar factory 
during the co-operative years* 1983-84 and 1904-85, 
tax w~s inco'rrectly levied at .the concessional rate 
of 4 per cent. instead of al the correct rate of 20 
per cent. The incorrect grant of concession resulted 
in tax being levied short by Rs. 53, 115 (including 
surcharge and rurlal development cess) . 

On the mistake being pointed out in aurji t (Janu
ary 1987). the assessing authority agreed to examine 
the case. Report on the result of examination has 
not been received(October 1987). 

-:-~=-~-=-~~~~~~~~~~~~~ *Co-operative yec..· is from July to June 
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( v) As per prov1s10ns of the Central Sales Tf.lx 
Act, 1956, on inter-Stale sale of any goods lo nny 
registered dealer or Government covered by proscribed 
declarations in l'orm ' C' or co rlificatr.s in Form 'D' 
respectively , Lax i s leviable <il the ra lo of 4 per 
cent. This concession is nol avail<1hle in rcsprr.t of 
sales to <1u tonomous bodies , u11i versi ties anti pri vn lo 
colleges. Jn such cases . on inler-Slate sale of goods 
(other than declared goods) , tax is leviable al llw 
rate of 10 per cent or al Lhe ra le applicable to the 
c;a ln or purchase of such goods ins irlr. Lim Stntc , which
ever is higher. On sale of e lec trica l gooos within 
the Slate, lax is leviable at the r a te of 11 per cent. 

(a) In . Bangalore City. nn i11lct·- Sta lr. s ;:ilp o f 
e lectrical goods va luing Rs.3,75 , G40 maclc by n rlni1IP1 
to autonomous bodies and a uni vrrs it v . rl ur ing llir. 
ca lendar ye<Jr 1983 , t<Jx was incorrec tl y levier!· ;it 
the concessiona l rate of 4 per cent, instead o f nl 
11 per cent . The mistake r esul lerl in Lax being lc,·ir:rl 
s hort by Rs .26 . 294 . 

On the mistake being pointed out in nudit (.Ja11uc11·y 
1986) . the department raised (July J!J8G) nn n1Jtli linml 
demand amounting to Rs .26, 294. 

(h) In Oangalore City, while linn1i :-i11g (Novrn11lim· 
1981) the assessment o f a dealnr for th e Yt'nr 1 rrno-
81. inter-Stale sale of machin11ry Hable Lri In'< <1t lhe 
conccssinnnl ratr of 4 per crnt wns rlr! lr r111inr·rl 1s 

Hs.11,J J , :rnr, anrJ those li<l!Jle to tax al 10 p p1· cr•11t 
was de termined as Rs.1,40,4 .iO . llowover . Lim prcsc1ilJr)d 
declarat ions were ava ilabl e on ly In thr r:xtmt nf ll<> .fl.GCJ/1/ll. 
The im:orrecl grnnt of c;oncnssio11 in 1 r-sprc;L of s ,111'<; 

not supported by prescribed rl11ct<1r-ntions, ant.I non-levy 
of surcharge in respect of sales taxabl" al 10 pC'r 
cent resullell in tax being levied short uy R!'.19 , 935. 
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On the mis take being pointed out ln audit (March 
1983), the department revised (April 1986) the assess
ment and raised adc1 i tiom1l rli:>m;rnn for Re;. 1 'l, q1r;. 

The above cases were reported to Government 
between 'Oc tober 1986 and July 1987; their reply has 
not been received (October 1987 ) except in respect 
of sul.1:- paragr aph (i)(b) above. 

3.6. Short l evy due to incorrect de termination of ta xa
ble turnover 

As per provisions of the Karna taka Sales Tax 
Ac t, 1957 and the rules made thereunder, in determining 
the taxable turnover. all amounts collected by a dealer 
by way of tax under the 'Karnataka Sales Tax Act' 
are , inter-alia, allowab~e as deduction from his total 
turnover. Tax· collected under any other Act is not 
an allowable deduction. 

In Chilradurga district . while finalising the 
assessment (April 1985) of a dealer in commercial 
vehicles for the year 1982-83, entry tax of Rs. 5. 55, 617 
collected by him from purchasers under the Karnataka 
Tax on Entry of Goods into Local Areas for Cons ump Lion, 

I • Use or Sale therein Act. 1979, was incorrectly allowed 
as deduction. The incidence of 'entry lax' ii;; on the 
purchase valua of goods brought into local area for 
sale and hence would be . part of cost of goods. The 
mis take resulted in tax bel ng levied shor t by Rs. 94, 455 
(incl uding surcharge and turnover tax) . 

On, the mistake being pointed out i n audit (Cl:td::er 
1986) . the department stated (May 1987) that the assess
ment had ben revised and an amount of Rs. 94, 455 deman
ded from the assessee. 
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The case was reported to Government i n Pobrum·y 
1987; tMir reply has not been recei vcd (October 1987). 

3. 7. Escapement of taxable turnover 

As pe r provisions of the Karna taka Sa los Tax 
Act, 1957 , on t h e last purchase of sugarcnne within 
the State by anyone other than a manufac ture r of jaggery 
or sugarcane syrup (processe d), tax was leviable (up to 
31st March 1986) at the rate of rupees six teen per 
tonne. 

( i) ' In Chitradurga district. while finalis ing 
the assessment (February 1986 ) on the bas is o f accepted 
r e turns. on tile last purchases of sugarcnne hy <1 sugar 
fac tory during the period from 1s t Octnbr>r Hlfl1 to 
30th September 1982 , agains t the actunl quantity of 
1 , 61,844.570 tonnes purchased a nd i11dicatcd i n the 
return by the assessee (sugar factory). tax was levi ed 
onl y on 1,13 , 311.785 tonnes. The mi stake resulte d 
in tax a mounting to Rs. 8. 54, 177 (inc luding surcharge) 
not being levied on 48, 532 .785 tonnes of suga rcane . 

On the mistake be ing pointed out in audit (October 
1986). the department revised (October 1986) the 
assessment: 

The case was repor ted to Governme nt in February 
1987; they confirmed the facts (Augus t 1987). 

(ii) Under the Karnu tal<a Sal es Tn'< Act, 1957. 
tax i s Inviable at the rate of 4 per cent from 1st 
April 1983 a t the point of last purchrise on all kioos 
of co tton in its manufactured statn whether ginnrrl . 
baled, pressed or otherwise. It has been judiciully 
hol<.1'=' that where t he asscssee has purchased goods 
*S .S.Yel a mali Vs . S ta te of Karnataka KLJ 4 (1%9) 

WP61JO 
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wh i ch arc liable to tax at the lns t pun;hm;e point 
and such goods are destrnyod by fire \\ l1t'll l lio goo cl s 
arc in his possession, he will Im li ;1111 Cl to (PX (IS 

last purchaser of such goods. 

In Uni lary district, in 1 csprcl of fi711 quintal s 
of co tton 1 int rlostroyed by rirp. rhwing llw yr;i r 19fl 1-
85, though tho assessee was t rea l otJ flS Just rurcl1a·.;ci· . 
ta x wns initially levied on Rs.10,00,000 i·cprosr·11ti11g 
the amount of compensation clai111P.d' IJy 1110 8SSPss~r 
from tho insurce. On appeal, llrn nppl'llaln m1llHwilv 
l evied lax on Rs.4,25,174 roprnsnnllnQ l110 c:n111rx•11-
sat i on rimounl actually received IJy Lile asscssne l ess 
10 per cent Inwards charges for con~rt ing into kapns. 
The tn'< wn~; lrvi<1hlo on tile ;1clual pt1rchnso Vil lue 
of cotton . llnscu on the quantity u11cl value of closing 
stock tlcclared by the assessee. the nppro'.'<i mate pur
chase value ol cotton lint destroyed in lire, on which 
lax should have been levied, workecl out Lo Rs.10,11.500 . 
The mis take resulted in tax being levied short by 
Rs.23,453 nn the escaped turnover of Rs.5,0G, 326 . 

On Lhc mistake being pointed out in nucJil ( .July 
19fl6 ). the assessing authorHy agreecl (Jul v rnoG) to 
sulHnit Lim case to higher authorities for revision. 
Report on final aclion taken has not becm recei vcd 
(October EHl7). 

(iii) Under the Central Sa l es Tnx Acl , 1!156, 
on intPr-Sln tP. sa l es of cotton (<lerlnrccl gnncls). which 
ar e r·uvnrccl b y prescribe<! flc_,cl;ir;ilicms , Lax was levi
able at tlw rnle of 3 poi· cent upto :l1HL l\1011·c11 1!103 . 

Jn Cull>;irgri rJistricl, wh il e [innli sing lilc uc.;srs~;-
1m~nl (July lrll!J) of a dr11lcr .in co llc111 l or Lho yc.1 r 
1977-78, ns ;-igainst the i11lcr-S tntc sa lP.s of cot ton 
amounting to Hs.27,53,512 covered by prnscri!Jcd d<'clil
rations, t.1x w;is levied only on Hs.21,3·1,0:B, 1·rs11lling 
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in escapement of taxable turnover of cotton amounti,ng 
to Rs.6 ,19,479. r elating to a branch o ffice. The mistaJ<.o 
resulted in tax being l evied shor t by Rs . 18, 584. 

On the mis take being poinled 
1966), the assessing author ity 
s uo motu revi s ion of assessment. 
action taken has not been recoi ved 

out in audit (January 
initiated action for 
Report on the final 
(Oc~ober 1987). 

(iv) As ·per Central Sales Tax Act, 1956, on inter
s tate sales of any goods to Government or to a regis
tered dealer covered by prescribed certificate /decla
ration in Form D or C, as the case may be, tax is 
leviable at the rate of 4 per cent . 

In Gulbarga district, an assessee declared a 
turnover of Rs . 5, 77, 37 , 278 as covorocl by 'C' forms 
for the year 1979-80 (from 1st July 1979 to 30th June 
1980) and paid tax of Rs. 23 , 09, 4D2. However, in tho 
assessment order passed in January 1986. taxable turn
over was determined as Rs. 5, 39, 13. 380 only and tax 
levied at the rate of 4 per cent . /In munt of Rs.1,52 ,438 \\0S 

also refunded to the asscssce. The mis take resul tee! 
in escapement of taxable · turnov.er of Rs. 36, 23. 8G6 m.J 
consequent short l evy of tax amounting to Rs . l,52, 956 . 

On the mistake being pointed out in audit (Decem
ber 1986), the assessing off icer revised (December 
1986) the assessment order. 

(v) Under the Karnataka Sales Tax. /\cl, 1957 , 
on bones and horns , tax is leviablo al the rate of 
2 per cent at the point of purc lrnso by tho l ast dealer 
in the Stale liable to tax unclnr lhe /\cl . 

ln Mysore distric t. n dealer purchased bones 
(from unregis te re_d dealers) valuing Rs . 13. 45 , 775 during 
the years 1980-81 to 1982-83, for conversion into bono-
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meal and for sale in the course of inter-State trodo 
or commerce. In respect of these purchases, the dealer 
became the last purchaser in the State and was liable 
to pay tax, but no tax was levied while making assess
ment in April 1985. The omission resulted in non
realisation of tax amounting to Rs.36,043 (including 
surcharge and turnover tax). 

On the omission being pointed out in audit (Sept
ember 1986) , the assessing authority issued (September 
1986) notice to the assessee. Heport on further action 
taken has not been received (October 1987). 

(vi) Under the Karnataka Salos Tax /\ct, l 957, 
'tur nover 1 means the aggregate amount for which goods 
are bought or sold or supplied or distributed by a 
dealer. whether for cash or for deferred payment 
or other valuable consideration. The amount for which 
goods are sold includes any sum charged for anything 
done by the dealer in respect of the goods at the 
time of or before deli very thereof . 

ln Bangalore City , the intelligence wing of the 
department found that an assessoe had excluded from 
his declared turnover presal e expenditure like ware
housing and freight charges for the years 1977-78 
to 1982-33. The Deputy Commissioner (Arl111inislratirn1) 
initiated revision proceedings and sot As ide tho origi11al 
orders for fresh assessments. While revising tho <1ssess
ment (24th August 1985) for tho pp,1·iod from 1st ,Jul y 
1977 to 30th June 1978, the assessing offir.nr inr.l urled 
the suppressed turnover ·or Rs.43,365 for the p~riod 
1st April 1978 to 30th June 1970 pointed out by the 
inte lligence wing, instead of turnovf'r of Rs . 1, 73 ,4 GO 
for the entire period 1st July 1'l77 to 30th June 1973 . 
es timated by the Deputy Commissioner in his suo molu 
rev is ion (11th October 1984) . There were no recordert 
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r>easons for not arlopting llrn nforosni<I ost i111ritml taxilhl<' 
turnover of Hs.1,73,460. The mis take rC'suttml in esr.:ipe
menl of taxable turnover o f Rs.1,30,095 <1ml consequr:nt 
shor't levy of tax of Rs.21 , 645 (including stwc llargo). 

The mat lor was 
November 1913Ci; their 
(October 1987). 

reported tn 
r epl y has 

tho 
not 

The above cases were reporter! 
be tween January and June 1!J87 ; their 
been received ( Oc tober 1987), except 
sub-paragraph (i) above. 

3.8. Incorrect allowance of set orf 

clcparLmcnl ill 
hocn recn i voe I 

lo Govern11rnnl 
repl;{ has not 
in res peel o f 

(i l As per Explanation-II t,elow rourth Sr.hPrlul e 
to tho Karnataka Sales Tax Act, 1957 , wlinre tax has 
been levied in respect of any Hem of gnuds of iron 
and s teel referred to in entry 2 of. t he Schedule, amt 
out of tho said goods any other item o f goods of irnn 
and s teel mentioned l n that entry, i s 111anufacturoct in 
Karna ta kn -.and sold, the tax on sale of such manu
factured goal.ls is to l..Je reduced lly tho amount or 
tax already pairl under the /\ct on tho rn l at ivc items 
of goods of iron and steel usod in its manuf:icturn. 
Thu IJurclcn of proving th:it the ln x uncler tlln /\r:l 
llns alremly been pnid aml of eslciblishing the · nx.1ct 
q11antum of tax so pai d on such. items of goods of 
iron ;incl stee l shalJ be on thC' cJm1ler c l::lirninn tho 
deduct ion. 

(n) 111 Bangalore City , while making assessment 
(/\pril l'lfl!i) of a lloaler, lor thu y r;irs 1'17!1 ;ind 1!Jfl0 
who hacl usccl items of iron ;incl s lcr.I i11 llw 11rnnul<1cl1n-P. 
of re- rolled items, lhe amount of se t off to be nl Immel 
to the dealer out of tax levinble 0 11 sale of mn1111Jact11rnd 
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goods was worked out as Rs. 2, 91, 458 anll ns. 5. 7G. 77'! 
respectively on purchase turnover of Rs. 72, Go, -142 
and Rs.1,44,19,480. However, taking into account, 
the opening and closing balance nnd the tax-1n1irJ pur-1 

chases of raw material, the set of f aclmissiblc wm·kccJ 
out to Rs . 2,42,852 and Rs.5,18,69!.l respectively on 
the purchRse turnover of Rs. 60, 71, 303 ancl Rs. 1 , 2'1 , G7, 4fl0. 
Further , the set off was allowed without requiring 
the dealer lo furnish proof for the exact qunntu111 
o f tax paid on the raw material. Excess al lowri11Cx: 
of sot off resulted in short l evy of lax amm111ling 
to Rs. 48. 606 and Rs. 53, 030 for the years 1!J79 ;111cl 
1980 respectively. 

On the mistake being poinlml out ill nudil ( .111111• 
1986), the assessing flUlhority sln tod ( .Junn 1!1/lfi) lli:il 
the assessment records hacl he<m s111J111illerl I n llir,111·1· 
authorities. Report on further acl ion lak1•n lw•; nol 
been recci ved (October 1987). 

( b) In Dharwar clistricl, ;in rissr.ssce pu1·c:1Jns1•ct 
iron and stool amounting Lo Hs . 22, 90,1140 cl11ring lhr: 
deepavali years 1981-82 lo 1 IJll .l-B4 ancl 111;i11ufncl111·pcJ 
s tainless steel valuing Rs.4G,rl1 , 6Gll, 011l of \\hir:h 
s tainless steel amounting lo Hs.JG, 1111,fl.14 wns •;11lrl 
within the State and the balm1cn (H!;.2!!,!1:1, 034) sl'nl , 
on consignment sale uulsitle lllf• State:. The so l-ul r 
was allowed by the assessing officer u11 llw JHlt'chn ~n 
value of Rs.15,40,375, though it should lrnve bnC"n 
restricted to tho ro l ativo purr.llnso vn l11i- or i.nm :lllrl 
s teel (Rs.13,29,33:1) used in the 111n11urru: l1111· of s tuinlr-s~ 
s teel sold within the State. Tho mi s takn rmrnllod ill 
excess set -off of lax to the exlonl of Hs. 20, 4G2. 

On the mistake ,being poinlecl out in a11dit (!lclol1u1· 
1986), tho assessing officer agl'Cecl lo nxn111i11n LIH' 
case . Report on the result of oxaminal ion llas not llf' C'n 
received (October 1987). 
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qo As per Explanation-I below fourth Schedule 
to the Karnataka Sales Tax Act, 1957, where tax l)as 
been levied in respect of sale or purchase of paddy, 
referred to in entry 9 of the Schedule, the tax l ev ia ble 
on sale of rice procured out of 11uch paddy, shall 
be reduced b~ the amount of tax levied on such paddy. 

In Tumkur district, during 1983-84 se t off of 
tax paid was allowed to an assessee on tho purclrnsc 
turnover of paddy valuing Rs. 28. 62, 367, instead of 
on the actual purchase turno'{er of Rs. 25. 88, 561 ad
missib~e for set off. The incorrect allowance of set
off resulted in tax being levied short by Rs. 10, 952. 

On the mistake being pointed out 
1987), the assessing authority. issued 
a notice· · for rectification. Report un 
not been received (October 1987) . 

in audit (January 
(January 1987) 
rectification hClS· 

The above cases were reported to· Covernment 
between April and June 1987; their repJ y has not been 
rfl._ceived (October 1987). 

;3.9. Mistakes in computation 

( 1-) Under the Karnataka Sales Ta* Act, 1!l57 
and the rules made thereunder. tho assessing authoriry 
shall, after · making the final assessment, examine 
whether any and if so, what amount is due fro.m the 
delaer towards tax after deducting any amount gf tax 
paid · in advance and along with the annual return by 
the assessee and then initiate action for the re~li
sation of the differe nce of tax due. 

While finalising the assessment (February 1986) 
of a co-operative sugar · factory in Chitrarturgn district 
for the year 1982-83. the balance tax due after 
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taking inlo ar:count the advance Lax paill for llH' \ 'rnr 
was incorrer:tly worked out as Hs . . JO,fi:i.521 ins l,.nd 
of Rs.30,85,523. The mistake in computatinn rr;.ultecl 
in tax being levied short by Rs.20,000. 

On the mis lake being poinlncJ 011L in ;111di l (OctolJP1 
l!J86), tho assessing authority rcr:Lifincl (Oclolwr l!Jlllil 
the mistake and served a revisecl tlrm<md rmlicr•. 

Tile case was reporloll lo Govenrnrnnt in Mat ell 
Hl87; their reply has not been .recqi ved ( OclolJur l4l117 J. 

(ii) /\s per provisions uf ll1c Cenlra I Snlns Tax 
Act, 1956, 011 inter-Slate sales of goods (olher llJ;111 

rloclarocl goods). which arc not supporlai.J hy prnscri h;·tl 
declarations. tax is leviable at lhe ralo ur J (l pr·1· 
cent or at the rate applicable to sole or purr.hnsr• 
of such goods inside the Slate unrlot· tho Slate /\cl. 
whichever is higher. On sale of machinory, Lax\\'(!<; 
leviable at the rate of 10 per cent during tho pcriorJ 
from 17th /\ pril 1980 to 31 s l !Jccem tmr rnaz 11nrl0r 
the Slate /\ct. With e ffect from ~lsl ~lnt·ch 19711, tlw 
tax lcvial>le under the State Act was incrr;1sPc1 It~ · 
a surcharge at Lile rate of 10 per crnt of La'\ pnyntJlf"l. 

T11 nangnloro City. though ·lhr inte1·-St;:ito s.1lr•; 
of 111nclli11cry amounting to Rs.1.110,727 (not r.ovn1ro1l 
by lhc prescrjbed dcclaraUons) molln by a rlo;:iler 
dur ing the pcri.od from 1st .January 11JB4 Lo ~1s1 Oorrrn
ber 1982 were shown in Lhe assessrnonl rwdor Lo U(' 
taxed at the rate of 11 per conl, (jnr.luding s.11rcllai·gc}. 
tax rlur was inr.orrectly wurkocJ oul as Rs.1:1.11·10, in
stead of Rs . 19,llAO. The mislnke in r:omriutnl-i.on rcc;ultorJ 
in li'lx h<'ing lllvied shorl hy Hs.1fi,1MtL 

On tho mistake being poinlPu out in audit (J11l\1 

1986), Lhe cfopartment slated (April 1q1n) that lhn 
mislakB hnd \Jeon rectified and an amount nl Hs.15,fl40 
demanded from lho asscssee. 
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The case was reported to Government in August 

1986; they confirmed the facts (June 1987). 

3.10. Credits afforded in excess of the amounts depositr.d 

Under the Karnataka Sales Tax Act . 1957. ancl 
the rules made thereunder, every dealer has to file 
monthly r e turn of his turnover and also pay tax in 
advance on that turnover. These payments are crcrliterl 
to the <;lealer 's account in the Commercial Tax Office 
concerned and finally adjusted against the ta x demand 
on final assessment. 

(i) 5 Commercial Tax Offices in Bangalore City , 
Bangalore , Gulbarga, Kolar and Mysore districts had, 
in thirteen cases afforded cretii ls of tax amounting 
to Rs . 65,391 deposited by ' the dealers during the years 
1980-81 to 1984-85 twice in the respective accounts. 
This resulted in under collection of tax by Rs.65,391. 

(ii) In three offices in Bangalore City, in t wcl ve 
cases. due to error in totalling. credits wore afforded 
in excess to the extent of Hs. 78 , 219 during the years 
1978-79 to 1984-85 . 

On the above irregularities being pointed out 
in audit between August 1986 a nd -!,'lnuary 1987. an 
amount of Rs.18,004 was collected (August 19UG) in 
four cases; additional demand for Rs. l, 05. 650 ra isccJ 
in t\'Jelve cases; in two cases, other offices to whom 
the files were transferred were intimated and in thr. 
remaining seven cases, the department agreed to init iate 
action. Report on the remedial action taken or proposr:<I 
to be take n to prevent lhe recurrence of such irregu
larities has not been received (De loller 1 ~J87). 

The cases were repot· ted to Government between 
March and May 1987: their reply has not been rel:eived 
(October 1987). 
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Similar casc•c.; were also rnporled in paragraph 

2.8 of the Audit \Cpnrt for the year 1984-85. 

3.11. Mistake i 1ssuing a dernnnd notice 

Under the Central Sales Tax (Karnalaka) Ruins, 
1957, on completion of every assessmen t , a nnlice o f 
final assessment and demand shal I be issuerl Lo Lile 
dealer, who shall pay the tax cJemancletl in tho notice 
in the manner and within the time spocifierl lhernin. 

rn Guluarga tl islri cl , an assr.sson was nnr1lly m;s~ss
cd to n Lax of Rs. 49, 2311 for tho cloopavali ymw 1!176-
7~1. llownvor, clrmond notice w;is lssurcl only for· lk.JIJ ,2:111, 
1·csul ling in slwr l clc111ancl of Hs. Ill, 01111. 

On lhe mis lake bei ng pointer! out in audi l (/\11g11c;t 
1986), tho department staled in Juru~ 19137 llrnl tho nu<lil 
objection had been accepted and the nmounl of Rs .10. 000 
collected in October 1986. 

Tho case was ropurted 10 Government in /\pril 
19137; they confirmed Lile facts (/\ugust 1987). 

3 . 12. Non-levy or short levy of turnover lax 

As per Section 6 ( 13) of Lllo K<trna taka Sales T<t.'< 
Ac t , 1957, with e ffc ·c t from 2!Hh March 19fl1, cvoi ·y 
deal er whose total turnover in a year exccocts r11pPos 
one l akh (r11pcms one nnrl a hnlf l nkhs frn111 1s t 1\p r il 
1!.JU2), wlletlior or not lhe wllulu 01 · any part nf s11t:l1 
turnover i s liabl e ln sales tax. is liablo lo poy turnuver 
Lax a l tho rate of one-hnl f per c:cnt of his lolal L11rn
ovor l oss such deduc lions ns ;n ·r. nrl 111 i ss i fJ Ir. 1111' lrw t fin 
/\cl . Thn /\ct <lofinos a 'cJcall'r ' .is i11c lucl i11g n c:o111111h;sio11 
agen t, \\hO carries on the businr.ss o l h11~1ing , selling, 
suppl ying or rlislrili11ling goods on hohalf of An~' fffinci
pal. 

1
'lnl<1l tut·novor ' lllf>m1s tho aggrcgn l <' 1u1·11ovn1· i11 
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all goods of a dealer a t all places of business i n the 
State, whe ther or not , tax i s lo viable on the whole 
or any portion of such turnove r . 

(1) In Bangalore City . on s ales turnover of silk 
fibrics amounting to Rs . 29 , 93 , 622 made by t wo partner'
ship firms during . the ye~rs 1983- 84 a nd 1984- 85 , turn
over tax amount.ing to Rs : 14, 968 was omi tted to be· levied . 

On the omission being pointed out in audit ( Novem
ber 1986), the department s tated (August 1907) t hat 
the audit objection had been accepted' ond tho ent ire 
amount recovered 1n Novembe r and D\:lce mber 1986 . 

{ii) In Re l gaum d istric t, in r espec t of an assossee . 
turnover tax for the deepavali year 1!H33-84 wos levied 
only "On the turnover ~of Rs.1,46 ,20 ,400 as against t·he 
actual turnover of Rs. 2 , 16, 92, 205 (which i ncll.tded turn
over of lis a s ugar and wheat products amoun ting to 
Rs . 70,71,805) on which turnover tax was l eviable . In 
respect of · another asseS'see, turnove r tax on turnover 
of Rs. 23, 14 .'507 was omitted to be l evie d for the deepa
vali year 1980-81 on the ground that writ pe tition filed 
by. the as sessee, challenging the validity of s ection 
6-B, had not · been decided, though the validity of tha t 
section was U{>held ( 3rd February 1982) in another case~ . 
The lturnover tax not levied in the two cases , a mounted 
to Rs.46,932 . 

On the omission being pointed out i n aud\t ( necP.m-
l>er l966), the assess ing authority ini li a totl ( Decem-
ber 1986) r ectifica tory ac~ion. 

(iii) In Bangalore City, on second s ales ~f furni
ture and televis i on se ts amounting to Rs . 5~ , 83, O!Hl marlc 
by a dealer during the period from l j> l . August 1983 
•a.P.Automobiles 6 Others Vs. State of Karnataka ('55 
STC 93) 
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to 31st July 1984, turnover tax amounting to Rs. 28 , 416 
was omitted to be levied. 

On the omission being pointed out in audit ( l\lay 
1S84), the department revised (June 1D86) the as!';cssmcnt 
and collected the entire ·amount of Rs.28,416 in June 
1986. 

The case was reported to Government in September 
1986; they confirmed the facts in February 1987. 

(iv) In Mandy a district, on sales of jaggery amount
ing . to Rs. 29 , 10, 364 made by two dealers (in each case 
lotal turnover in a year exceeded rupees one and a 
half lakhs) through their commission agents during the 
period from 1st April 1983 to December 1984, lurnover 
tax was omitted to be levied, even though the state
ments of sales furnished by their commission agents 
indicated that they had not paid the turnover tax. 
The omission resulted in non'-rcalisation of turnover 
tax amounting to Rs .14, 552. 

Further. in respect of purchases of jaggery valuing 
Rs. 10, 50, 149 made by the same dealer from unrngi s ternd 
dealers and sold outside the State on consignment l>asis. 
turnover tax amounting to Rs.5,251 was also not levier! 
on the purchase turnover . 

On the mistakes being pointed out in audit in 
May 1986, the assessing authority agreed ( l\1ay 1 !J8G) 
to take action. Report on action taken has not hcnn 
received (October 1987). 

(v) By a notification issued on 27th Scptnmhcr 
1983, Government exempted the payment of turnover 
tax, with effect from 1st October 1983, by whole
salers in respect of whole-sale turnover of 11drugs and 
pharmaceutical preparations". 
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In Bang'llore City. on sales of medicines amounting 

to Rs.28,22,184, made by a wholesaler during lhe· period 
from 1sl April 1983 to 30th September I ~J133 . turnover 
l ax was omitted (November 1904) to be levied. The 
omission rnsulted i n non-re<i li sation of turnover lax 
amounting to Hs .14, 110. 

On the omission being pointerl out in au<lil (April 
J985) , the department sta ted (August Hlllfi) that the 
assessment had since been reviser!. rais i ng additional 
demand for Rs.14,JlO. 

The case was reported t o Government "in February 
1906; they confirmed the facts (September 19BG). 

(vi) By a notifica tion issued in .June 1981., r;overn
ment exempted with effect from lsl July 1981, the levy 
of turnover tax on the second and suhsc.qt1011t sales 
o f chemical fertiU sers, bonemeal , oil cake, insecti
cides and pesticides. 

In Oellary district, on sales tu1 novcr of fm·tUisers 
amounting to Rs. 26. 96 . 277 made by a cJc(l lcr during t Ile 
peri od 1st /\pril 1981 to 30th .lune ICJlll, turnover tax 
amounting lo Rs .13, 481 was omil l crl to l.H' J nv i l'rl. 

On the omi ssion being poin!P<I out in audit (Septem
ber J 986). the department accepted. lhf' objection. and 
r evised (March 1987) the ns~mssmC'nl order. 

(vii) By a notification issued in March 1984, 
Government oxenLpted with effr>r.l from 1st /\pril 1984, 
the tax pnyable (under section 5 nf the /\r.t) on l111• 
snle or products of wheat. maize rnHI l>r11gnl grrn11 p1 ·ovi
ded such products were obluinocl ft 0111 lnx-pnic! wltPal, 
mai ze ancl bengal gram. However. turnover ta'< was p;iy
able in such cases not being permissible rtedu'Ctions 
under l he Act. 
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In Bangalore City and Dharwar district, on snlc 
of wheal products (obtained out of lax-paid wheat) 
amounting lo Rs.55,77,032 made by J cJcalrts during 
the period from 1st April 19114 Lo 31st Mrirch 19U'i, 
turnover tax was omitted Lo be lev iecl. Tho omission 
resulted in non-realisation of turnover Lnx a111ounUng 
to Rs .27,885. 

On the omission bei ng pointed out in audit (Jun8 
and November 1986) , the department recovered Hs.12,514 
in one case. 

(viii) By a notification issued in December 1979, 
in r espect of sales of goods produced by a clealor in 
his manufacturing units located in tile Stale of Karnnlaka 
to Government departments or Public Sector Undertakings 
of Government of India or Government of Karnata.ka or 
Government of any other State or Government Companies 
situated in the State, the rate of Lax was reduced to 
4 per cent with effect from 1st January 1D80. it has 
been clarified (21st June 1985) by the Com missioner 
of Commercial Taxes that turnover tax was loviable 
in such cases, in addition to the concessional rate pres
cribed. 

In Belgaum district, on sriles of R.C.C. polns 
amounting Lo Rs. 52, 10, 735 macle hy a dealer Lo 1--ar
nataka Eleciricily Board during the 'oeflpavnl i vear I '181-
84. turnover Lax was omitted to be le vi erl , rcsu I ting 
in short realisation of lurnovc1· tax amounting Lo Hs.2(>,0:>4. 

On the amiss ion being po in led out in aud il ( Drc:cm
IJer 1986), tho assessing officer inili.atccl (Dccr>mlwr 
1986) rcctificalory action. Report 011 roctific;alion llns 
not been received (October 1987). 
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(ix) 111 two o ffi crs jn Bangalore Ci t y . on sales 
uf 1nodici 11es , silk s<1rees and earth moving equipments 
amounling lo ns.58,64,246 made by five dealers during 
lilo porind l>elwcr.n Novr.inber HJB1 ;-1nrl .J 11110 1985, turn
over L.i x was 0111 itl ecl lo l10 l evied rnsulling in 1m11-
rm1 lisn lion of turnover tax of Rs.2!1 , .12 1. 

Tim omissions were poinlP.tl ouL Lo Lhc dopurL1ur'11L 
in Juno and August 1986; Lhoi r rnp l y hns nol been 1 "-
cr i vccl (October 1987). 

Tito ahove cases were 1·epurted to Goverr:1111rnl 
bol ween February l 9136 and July 1"1137; Lheir reply hns 
no t bre11 received (OcLober l!J87), r.xcepL in resprcL 
of sub-pnrngrnplls (iii) and (v) almvo. 

3.13 . . Non-levy of additional tax 

(i) Under the Karna Lakn Sales Tax Act, J!J57, on 
sal es or purchnses made boLwcen 1st April 1975 and 
28th March 1qa1 by any dealer , whoso annua l gross 
turnover exceeds Rs .10 l akhs I.Jut docs not exceed 25 
lakhs, additional lax was leviabl e at tho rate o f 10 
per cenl ( 12'i per cent when turnover exceeds Rs. 25 
lakhs) ol Lite sales tax or purcllnse t:-ix. 

Jn Chitra<lurga dislricl , a<lcliliom1 l tax a111ounling 
to Hs . 65 . 086 was omlt tod to be assessed ( Fcbrutlry 
198G) on tax of Rs.6,50,857 lcvirc.I on the purcl1nsrs 
of sugnrcanr el foe led by a sug<ir lflr.torv during I ho 
year EJB0-81. 

On the omission being pointccl 011t in n11<lil (Or.Lrlmr 
11JflG) , the nsso~sing ;iuthorily rnvi ~rcJ ( Oc:lolmr lfJl:G) 
Lhr nsscssmonl. The nddiliona l dc111;1111J n1isml srnncts 
recovered. 
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The case was reported to Government jn february 
1967; they confirmed the fc;cts in July Ul87. 

(ii) As per an amendment lo the Karnalaka Sa les 
Tax Act, 1957, made in 1981, with retrospective effect 
from 1st January 1968, where tho rate of Lax payable 
under the Act in respect of any goods or class of goods 
is modified by an amendment to tho Act, any earlier 
not ification issued by Government exempting or reducing 
t he tax leviable on sale or purchase of such goods , 
shall be deemed lo be cancelled w i lh effect from the 
date the amendment comes into force. 

By an amendment to the Act. with effect from 
15th March 1980. the rate of tax on sale of arecanut 
was revised from 3. 5 por cent lo 5 per cont. Earlier 
in May 1975 . Government by a notification dated 2Jrd 
May 1975, had exempted levy of additional tax on sa les 
of arecanut. This notification, therefore. censod Lo 
have effect from 15th March 19UO i.e . , the d<1lc of 
amendment of the Act. Subsequently, Government i ~sued 
a fresh notification on 10th September 1980. exempting 
the sale of arecanut from levy of additional tax frC'm 
11th Sep tern ber 1980. Therefore, durj ng the interv ~ning 
per iod viz. , 15th March 1980 lo 10th September EWO. 
additional tax was leviablc on sale of arecanut. 

In Shimoga distric t. the assessing authority did 
not levy (August 1984 and Mnrch l<J86) additional t<1x 
on sale of arecanul made by two dealers (earh h;wing 
annual turnover cxcerding R~.25 lakhs) during Lhr prl"iod 
from 15th March 1980 to 10th Septe mber HJHO although 
adclilional tax amounting lo Rs.65,471 was leviablc . 
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On tile omii;sion bring pvi n l1•tl rn1l i11 .;111rli1 (01; lr1lJ1!1· 
198G); thr. ilssrssing authority isr:11rtl ( 1 h: tnlHJ1" ·11111r.) 
nolicr, in one case. Reply in 1111• 01111'1· c::i::P l1Fi~1 1n1 
boon rr·cei vcd ( nc Lobc1· 19117) . 

The cnscs were rcporlrcl Lo c;nvrr11111P11l i11 /\p ;· i 1 
1987; their reply l i as not lrnon nw1:ivprl (Uc.lolicr' 11Jll7). 

3 .14. Non-levy of surcharge 

llnclrr Sc.•c li on G-C of Lit«' K;in1:-iL ;1f~ ;1 Snlr-s ·1 ;1x 

/\cl. 1057 . a sur·c trnrge at Lile rnln of 1! :11 per crn1t nl 
Lhe sa l es tax or purchase Lax m· both is lrvinblo r. ith 
effect from "J l st March 1979. 

Jn Banga lore City, while ass0ssi11g (l\lriy JCJllfiJ 
a dealer for the year 1D7D-flU, su1·c t w1·gr~ w1:, nrui llod 
lo lm levied on Lax of Hs.1,CJll,776. Tllr> omission n:~•dl"'' 
in surcluuge amoun t ing to Rs. 19 , U?B no t hring rr;iliserl. 

On Lhc omiss ion being poinlr:rl 1111L in mulil (llf'<1~111-
ber 1986), ll10 assessing officor i.ni I irilf'd ( 1lf'r;1'111h1•1 
1986) rectificalory ac tion. Report 011 rrr.lific{] l iPn l101s 
not been received ( Oc tober 1987) . 

The cmm was roportecl Lo r:ovrn1111onl i.n /\pt:i I 
l'J[17; their rrply llas nol been t'nc1•iv1' d (Oclnl>c t· 1llll7) . 

3 .15. Non-levy of penalty 

( i) Unclcr Ll1e Kncna tu kn S{] L1.•s ·1 .tx /\ct , I D!i"J , 
on sa le of any ind4strial inp11l, 1 iahlP. lo Lax un<lnr 
the /\cl , lo :mother registm·rcl clr:a lcr ro1· u~r. by - tlm 
latter RS a com p onent pnrt or 1·;iw 111i1trrinl nf any ollH! l ' 

goods (taxable under t11e /\cl) wlliC'h Ile inlr111ls lo 
manufacture inside the Sta le for saln, Lax is leviahlc 
al the rate 'o r 4 per cent or Lhe rnte speci.fiecl in fcclirn 
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1 ; I the Act, whichever is lower, provided the prescri
bPrl declaration is furnished in case the tax payable 
under S0 ction 5 is higher than 4 per cent. If any person 
br:i i ng · l it1ble to pay tax under the Act makes use of 
lhe inputs, purchased by him against the declaration 
afor e:ni d, in the manufact11re of any goods which are 
cxcmpterl from lax, the ?Ssessing :Juthority shall impose 
upon him by way of penally a sum, which shall not 
be less than the amount of .tax leviable under Sections 
5 and 6-C on the sale of inputs so purchased , but shall 
not exceed double the amount of such tax . Under lhe 
Karna laka Sales 1 i.l X Act, on sale of chemical,S arr:1 plastic 
shoots. tax is leviable at the rate of 10 per cent from 
1 >t April 1982 and s ale of foot wear costing not more 
than thirty rupees per pair is exempt from tax frnm 
this date. 

In Bangalore City, a manufacturer of footwear 
purchased chemicals and plastic sheets (raw materials) 
amounting to Rs. 2. 89. 552 during the Y,ears 1983-84 and 
1984-85 at the concessional rate of 4 per cent against 
tho prescribed declaration. However. his entire sales 
turnover of footwear was exempted on the grountl that 
the sale price per pair did not exceed rupees thirty. 
As lhe inputs were used in the manufacture of · goods 
exempted from tax, the assessoe was liable to a mini
mum penalty of Rs . 31 , 850 for non-com pU anco of the 
ter ms of declaration, but no penal Ly was levied. 

On the mistake being pointed out 1n audit (Jul y 
1!HlG), the assessing authority i ssued (July 1986) a 
no tice to the assessee . Report on final ac tion has not 
heen received . (October 1987). 

(ii) As per provisions of the Central Salos Tax 
Ac t, 1956. a registered dealer is authorised to purchas e 
from outside the State, goods specif led in the certificate 
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o f t ogistralion CJS being intended for 1 es<1le by him 
or foe use in the manufacture or processing of goods 
for sale or for use in the packing of uoods for scile. 
lf any person, after purchasing any goods fnr thn s111·1.i
f ind purposes. fails w illiou t rea;,011'1 L> lo oxr:use, to inn ko 
use of L110 goods for any such purpose, a 11enC1 I ty not 
exceeding one and a half limus lhn tnx which would 
have been levied under Section 8( 2) of the Act, may 
be imposed upon him ... 

In Raiclrnr district. three asi-;os!-lees µurchasccJ 
goods from outside the Slate aftm· furnishing decla
rations that those goods were intended IOI rcsnJr or 
for use in thn manufacture of goorl:; few S'11n, 11111 .. 1·111nl 1~1 
usccl them on jul> works during llir• p1•1·iorl rn1111 l!tl II 
November 1982 to 24th October 1 1Hl4. rnr foilu1c• tn 
comply with the provisionc: of ttw /\ct, µrrwlty amount: 
ing lo Rs.60,125 coulu trnvn hrC'n l8v iecl, but it w;is 
not levied. 

On the omi ssion being pnintrxl 
1985). the d rpartment sta tccl (/\ugusl 
of Rs .G0, 125 had since boon lovierl 
agains t the asses sees concornod. 

oul in aud it (Jul\' 
19fl6) tha t pf•P;)ll v 

and cJm11 ::111d r'1isr ~I 

(iii). n y a notification lssur-cl in Octoht•1· 1<1111. 
tho rate of lax on sales maclo L>y ;'11 J nr-w i 111lt1st rinl 
units was reduced by 50 per cent frum 1s t Novcrnbrw 
19Bl for a pcriocl of 5 years from tile clnte of cornrnC'nrr.
mr11t of rnmmerci;'ll production suh jnc t ln the comli t ion 
tliat the roncossion in rcsp()c; t of I ho Kanmt;:ika S•il r.~~ 
Tax and Cr>nlral Sales Tax av;Jilnble lo the uni l ·r1urin1~ 
cm;h accounUng year shall be re~trictecl t0 10 nrr r •11 1 
of thn uni I's total inves tment in plant a11<1 111achi1 11•1 1, 
at tho s tart nf commercial production n111l thn total 
concession in the entire five yoocs period shall nnl 

exceed 50 "per~_cenl of that investment. 
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Under the Karnataka Sales Tax /\c t, 1!J57, a rrgister
ed dealer is forbidden to collect any amount by way 
of tax at rates exceeding the rates specified in the 
Act. If any person contravenes these prov1s10ns, LllO 
assessing authority may impose upon hi111, by wfly nf 
penalty, a sum not exceeding ono nncl a half limrc; Lim 
amount of such collections. 

In Oelgaum district, while linalising the assess
ments of an oil miller for the clecpavali years Jf18 I -
82 and 1982-83, concessional rate of tax was levied 
on sales turnover of groundnut oil and oil cake, restrict
ing the concession to 10 per r.Pnt of value of plant 
and machinery as aforesaid and 011 the IJalanco turnover . 
tax was levied at the full rate. llowevP.r , the assesseo 
had collected tax at full rate on the en tire sales turnover 
of groundnut oil and oil cake during the years 1 CJ81-
82 and 1982-83. This resulted in excess coll ection of 
tax of Rs . 32, 082, for which the assessing aulhori ty 
could levy penalty up to Rs. 48, 123, but no penalty was 
levied. 

On the mistake being pointed out in audit ( IJC'cemher 
1986), the assessing authority initiated (December 1986) 
rectificalory action. Report on rectification has not 
been receive d (October 1987). 

(iv) Under the . Karna taka Salos Tax act , 1%7, 
if a dealer fails to pay the lax dornandecl from him 
wilhin twenty one days from the sorv ice or the drmaml 
notice , he is liable lo pay penally a l the rate of ono 
and a half per cent (one per cent uplo 31st ~larch 
1984) per month of the amount of tax or any olhrr 
amount due remaining unpaid for l11r first three months 
and at two and a half per cent per mon th of such nmoun l 
for each subsequent month, so long as the default continues. 



In 17 cc1111111crcial 
bC'lalcd pay111e11L (delay 
111nnlhs) of l:ix in 25Ll 
Lo 1985-86, no pC'nal Ly 
Pr.na l lics uplo Rs.8.53 
in ti t('sr, cases. Th is 
tlown sys tern. 

7!) 

Lax nfficcs iii LO clislric,h, l rw 
ranged from one 111onl11 lo C:..7 

cases tl11ri11g the yc:c1rs 1!177--111 
was impo~ccl hy Ilic clr>prirlmrnl. 
lakhs cnul d ltav11 hC'nll i m pnsr>cl 

inclicnlr.s 11nn-01>~1·1·v;1111 ... nl l :1icl 

On llw u111i s sio11 being poinlncl nul i11 ;111di t ill' I wr•c•11 
April l!lll6 ancl ~lnrch 1987, 1110 <1sso~• !>i11p. rillic;c)n ; ;1q1"•r •rl 
(April 1986 lo March 1987 ) Lo l<tl e nr.c:r··;~~•ll':\' 'H; lion . 
Rc>porl on action laken has nol lJcrrn rrceivr•!I ftlctollro1 · 
1937) . 

( v) Under lhe Karnataka Snles Tax /\cl. I %7, a r r, 
gislered dealer is forbidden lo colJ<'r.l ~my ;1mnunl 
by way of tnx or purporting to l">e by way of lax tt l 
Lile rates exceeding the ralos spcciflrd in Lhr. /\c l . 
or in respect of sales of any goods 011 \\'hich 1111 (;1-.: 
is leviable under the /\cl. if 011y pcrsnn r:onL1·n v P11••s 
those provisions, the assessing ri11lllorily 111a:-' i111p1,..;1 ) 
upon him, by way of penally , <-1 s 11111 nol rxcf ·r~cling 

one anrl a half li111cs Lhe amounl or suclt cnllc·ctions. 

Tn fiftcrn1 c:o111111m·r, i;:il L<1x ofric.:cs, . 1~1 cln• ll r>1 ·s cnllf'r, l 
ncl Lox a1nou11ti11g to l~s . G,12 , 307 , rltwi11g lllr ,·c ·ru-s ltJll'
HJ lo 1!.lllS-flG, i11 excess of L110 p1·osc:rilH•d 1 · nLn~; . lh1~1rvnr. 

nc>illwr nny penall y was i111posocl l> y ll1r ;i•;srssi11 p 
<Htlhori Lirs 11or \\'Or e any reasons lnr 111111-i 1npfls i li n 11 
ol pP11Dlly placc:cl 011 1·pc:nrd. l'r11nlly 11ptn l{s.1,r;:1, .i1; 1 
could be loviecl in these cnses. Tlti s inclir:nl os nnn-oh~; r : r · ,·-· 

nncP of laid down sys Lem. 

The omissions were ropor· Lr.tl to Lim 
IJo l wer>n April 1q1rn ancl Mnrch 1ll07; lhnir 
nol bean roc.;civml (October ·1907). 

de pn 1· 1111r11 l 
rnrly hC1r.: 
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(vi) Under the Karnataka Salos Tax Act , 1%7, 

if at the end of the year it is found that lhe arnounl 
of tax paid in advance by any dealer for any month 
or the whole year in the aggregate was less- than lltP 

tax payable for that month or for the whole year as 
finally assessed, as the case may be, hy more than 
fifteen per cent, the assessing authorlly may direcl 
such dealer to pay, in addition to lax, by way of 
penalty, a sum not exc.13eding one and a half times the 
amount of tax by which the amount of tax so paid falls 
short of the tax payable for the month or the whole year, 
as the case may be. 

In 10 commercial tax offices, tax paid in advance 
by 87 dealers for the years 1983-84 to 1985-86 was 
less than the tax payable for the whole year as fim1lly 
assessed, by more than fifteen per cent. llowever, neither 
any penalty was imposed by the assessing authorities 
nor any reasons ro·r non-imposition of penalty placed 
on record. Penalty upto Rs.50,47,770 could be levied 
in these cases. This indicates non-observance of lcii cl 
down system. · 

On the omissions being pointed out in audit bet ween 
April 1986 to March 1987, tho assessing authorities 
agreed (April 1986 to March 1987) to take necessary 
action. Report on final action taken has not been received 
(October 1987). 

The above cases were reporled to 
between January 1986 and May 1987; their 
not been received (October 1987). 

Govern111cnl 
reply has 



81 

CJIAPTEH 4 

STATE EXCISE DUTIES 

4.1. Resulls of Audil 

Test c heck of r ecords in lite depart1nental ~ ffi cfJs, 
conducted in audit during the year J 9fl5 - H7, di sr.Luc;Pd 
s hort l evy of duty and licence fee ninnunl inq to Hs. 3%11.[i I 
Jak lls in 121 cases , which brondly fall 11nrler tfrn fol low
i ng en tegories. 

Amount 
No.of (in lakhs 
cases of rupees) 

1. Errors in compu ta lion 60 3227 . ~2 

2 . Short levy of licence fee 11 155.07 

1. Production losses or 
was tages 16 3!12 .04 

L Other irregularities 34 234. lB 
---------Tota l 121 39G8 . 61 
----------

So111 P. or the i111p01·tanl cases arc 1ncnlionccJ in 
the following paragraphs. 
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4 . 2. I.ass of duty duo to tJrawal of med ium grade 
alcohol in excess of norms 

(i) As per standards laid down in c;nvrrnincmt 
Order issued during fcbruary 1985. the f1Unnlily of 
medium grade alcohol (which is not cluliatJle) will1rlrnwn 
during redistillalion of rectificci spiri t to oblnin nrutral 
spirit should not exceocl 20 per ccnl of the qunnli ty 
of rectifir,d spirit take n up for red is Lilla lion. Any tlntw<tl 
of medium grade alcohol in excess of the prr.srribcd 
limit would result ii) lower outpu t of neutral spirit 
and consequent loss of duty . 

In a distillery in Bangalore district . tluring 
the years 1983-84, 1984-35 and 1985-86 , out of 2 ,19,06,706 
proof J itres of rectified s pirit taken up for redislillalion, 
55, 29, 924 proof litres of medium grade alcohol were 
withdrawn during the process of reclistiJlation , as <1gainst 
the prescribed Umil of 43 .fll ,341 proof lilrcs. The 
wilhdrnwal of this excess qum1tily of ll . 411 , S83 prnof 
litres of medium gracle alcohol resulted in corresponcl ing 
shortfall in the output of neu\rnl spi1 it ;mtl consef)11rnl 
l oss of excise duty amoun ting to ll.s .111.9~ laklts. 

The loss of revenue dur to exr;r.ss drawal of medium 
grade alcohol was pointed ou~ in nucl il in DrLc111lwr 
1985 anrl A•JP.llSt l 986: reply of the clepai lmcnt has not 
been received · (October 1987). 

The case was reported to c;o\crnmcnl in IJ1)1:e1111Jr.1· 
19flfi: their reply has also not ll~~{1 recr. i vnrl (Or. to bur 
1987). 

(ii) As per s tandarcls laid down in (;ovPn111H •11 l 
Order issued during August 1984, the/ quantity of 111rclium 
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g1·.iclr nlcnhol l\\hi.c;h is not cluit;i\JIP) \\illlrl1:rn11 rl11!·i11 1! 
p1· i111ary distillation of molassr~s lo nhl;iip rr•r:t ii i ••d 
spitil s l 101ilcl not exceed 7 prr· c1•11l u l l iiP l11l;il \'i•·ld. 

ln a clislillo1·y in 1i:i11g;1lrll'c !li s l1 · i1·1. rl111 i1 1g 11 11• 
r.xr. isf' yrnr Hl!JS-116, out o l it q1 1;111lil \' •if 1.1, % . llll1 
1>11lk Jit1·r.s of s pit' il o lJlRi11Pcl rl 111 i11g ll1r pt i 111o11·y di f;li·· 
llnlio11 o f 111olcisscs into rrr.Li l ir.cl spi 1 it. l,IJCJ ,fiJ:, t111ll. 
lit1·cs o f med ium grade nlcull!l l W! !t<' wil11!11 ·;;iw11 , .1•; 
:1gainsL the prr.scrihocJ limit of !l7,(i77 h11JJ.~ Jil 1r"'· Ii•" 
wilhdrnw:il 11r uxr.ess qurnlity cH I , fl l. IJ'ill i111ll : iil 1•·s 
(1,70 , 270 proor litres) of mocl iut11 grn!IP nl1oil11l 11":1ili•·d 
i11 corrosponrl ing s lHH'lJ (ll l in 1 IH• 011111111 111 r·Pc,I I Ii•'" 
spirit n11rl c:nnsrquunt loss of nxc; i :.;p t1 11 1v ;11111111111 i ll(! 
Lo Rs.Hi.liO lakhs . 

'I h r loss of rPvC'nlJ(:- v.as 'pninlrcl ni 1L in a111!i I 
i n October 19BG: rnply n l tl1 n rlPp:i1 · 1111r11l '1:1·.: 
not l>ccn rccC' i vccJ (lktob1•r 1'll!7). 

Tllr case• wa s rrpor loci I n r;rn·r•1 111111 ·11 1 in 

th eir reply trn s nlsn 1101 l)c rn 1 f'f'!' i \·1• rl t f1r: l11 l 11•1 
:\lo1\ l'lll'.7: 
1 'Ill'/) . 

4.J. Non-recovery of duly on sp if'il wa~;i !'d in n ,xc:r i!;!.; 

of norms 

(i) /\s per Slancl arclc; l uitl down in (;IJ\'Cl'lllll('lll 
·1rclcr i ~c;ucd during Mny 1 'JllO , l oss of s pi 1·i l rn:c111·i111~ 

.ltll'i11g its 111nl11rnlion, wl11•11 s t r11•pr ] i11 \\'nnr lnr1 1:;1<;! s 
lor Lltn purposu of 111nnul <1r l11t 1' 11' l1Hli ;11 1 111;idr• l1 w1•ign 
li1pJN'S, is pP!' tn illetl Lo he w,1i\,c•cl Ir.JI" Ille p tll'pn';r: 
11 lrvv o f rluty. llut thi s rillownncc is sub jPi: I 111 cr1·t ;1 i11 
i 111its \il l ~ · ing from 2 . 5 por cent ln 22 1w 1 1·1'111, cl1~pr!11tl 

ng on Ille µm·iorl o f s ton1gP 1·ar1g i11µ lrp111 fi 111 n11 llts 
.o :rn months . 
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In a distil ll: r / in Bangalore district. the loss 
of spirit storeu r J l' maturation in wooden casks during 
the years 1984- 11~ and 1985-86 exceeded the aforesaid 
limits by 1, 01 26 proof litres. On this quantity 
of spirit wasted in excess of the prescribed limits. 
excise duty amounting to Rs .10. 34 lakhs was leviable 
but was not levied. 

The omission was pointed out in audit in April 
and October 1986; reply of the department has not 
been received (October 1987). 

The case was reported to Government in February 
1987; their reply has a l so not been received (October 
1987). 

(ii) As per the Karna taka Excise ( Excise Du ties) 
Rules, 1968, with effect from 24th June 1.983. duly 
is leviable at Rs. 9 . 75 per proof litre on rec tified 
spirit and alcohol of the strength of London proof 
issued from the distillery . However, in exercise of 
the powers vested under the Karna taka Excise Act, 
1965. Government reduceq the rate of excise duty 
leviable on rectified spirit supplied to an ln<lustry 
for bonafide use in the manufacture of acetic acid 
and other chemicals to 7 paise per bulk litre and 
to another industry for manufacturing ethyl acetate 
to Rs. 2 per bulk litre. 

(a) Oasod on the project report of a c hemical 
industrial unit in Mandya district. 795 bulk litres 
of rectified spirit were required for manufacturing 
1 tonne of dieth y l phthalate. However. during the 
excise . years 1984-85 (February 19UG to June 1985) 
and 1985-86, the industry utilised 55 , 500 and 88, 400 
bulk litres of rectified spi rit respectively for m::mu
facturing 65 .231 and 109 . 710 tonnes of diethyl phthalate, 
as against 51,859 and 87,219 bulk litres required 
as per the project report. As a result, 4, 822 bulk 
litres of rectified spirit were consumed in e~cess. 
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on which cluly o f Rs.713,165 was lc \' i.11Jlc, bul whs not 
l ev ied. 

(b) As per proj ect report nl l111 · c lir !micnl 1111il, 
of another indus try in the c;;1111c : tlls lril t , 1000 l11il k 
litn•s of r ect ified · spirit were rquircrl for ma ni il r l1 ll'i11g 
750 kilogrn111 s of acetic acid . llowever , c111t ing l11 · .,.,ci"" 
years 1984-85 and 1985-86, the i nclusl1 y ulili sml 12,((),.111 
and 14. 77. 729 bu! k litres of rec t i fiod sp i ril rcs rar.ti vP! y 
for manufac luring 8,82,320 ancl 9 , U1 ,c125 kilogrn111s o l 
acetic acid, as aga ins t 11,76 ,427 n11d 12,02 . !ifi7 hulk 
litres requi red as per lhe projecl report. Thn rlulv 
l eviable on the excess consu111 p l ion of 2 , n'l, ?.O!J p .1,0.17 
-+ 2 ,75,162) bulk lilres o f rectified spirit a11irJ1111 trcJ 
to Hs.4ll,5Cl,1711, bul il was nol levied. 

T he non-levy of duty was poi11Lud oul in <iu<li t 
in February 1986 and February 11137: rnply o f Lila clcpa1 l
ment has not l.Jeen received (Oclol>cr HJ87). 

Tho above cases were 
in Januar y anrl Augus t 1987: 
IJeen received ( Oc Lober 1907). 

1·r r)f>rled lo r.ovm 111110nl 
lhei r repl y lrns al so nnl 

4.4. Low yie l d o f reclified spirit from molnsse~ 

As per the s tandards fi xed hy Govecnment in 
the i e order issued i n .May 1980 , 1 tnPlric tonne l) f I t \ I 

grade molasses should yield 220 l o 7 10 hulk Ji 1 rnr. 
of r ectified spirit. 

In a distillery in Ma nd ya cl isll'ic t . 2'i , fiOl. :i rnntric 
l on11cs or 'A' grade moJasse~ wrrr di s till l'd cl11ri11g Ii i!) 
yn;1r 1q114-ll5 nnrJ 011l y !i2 , Kl,500 hulh. litt·ri-; pf n~clilicd 
s piril (inclucl ing medium gratlc> nncJ <illsolulo alcohol) 
were proc.lucoci, as against lhc expncl<'tl yir•lrl of 56 ,.32 ,770 
IJulk Jjlres , tak ing i nto accoun l the minimum slanuarcl 
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of yield i.e., 220 bulk litres per melric Lonne. The 
shorlfall of 3.49,270 bulk litres of spiril resullc>tl in 
loss of duty amounting to Rs.56.58 Jakhs, at Lho rate 
o r Rs .16. 20 per bulk litre. 

The shortfall in produclion and co11scquent loss 
of revenue were pointed out lo lhe rtepartrnen.L in .Januriry 
1986 antl Lo Go vernment in May 1 !Hl6 amt .Janu<>1 y J 'lU7; 
their replies have not been recoivocJ (October 1987). 

4.5 . Nun-recovery of duty. ccsses and li. tre fee 

(i) Under lhe Karnataka Excise (Excise Duties) 
Rules, 1 <J68 , rebate in duty is allowed , in respect of 
l i quor exported outside the State but within India, 
s ubject lo certain conditions . According to the Karnataka 
Excise (Possession, Transport, Import and Export of 
Intoxicants) Rules, 1967, in cases where the reports 
of vrrificalion of the consignments or warehousing of 
the intoxicants are not received from the importing 
States, within 10 days after the expiry o'f thr period 
of validity of the export permits issued, tho clifrcr rn
Lial duty shall be collected from the oxpor tor nnrl LIH• 
sureties. 

ln respect of Indian made fnroign liciuor anrl lmrr 
ox portc•Ll to othe r Sla tes rrom 7 clislilln1·ir.s/l.J r·ownr· ic:s 
i n tho cJis lricts of Bangalore. Hollary, llicJri r rir11l Dha1·
war, which was covered by 1 Gl.3 penni ts iss uc cl during 
1984-85 and 19135-86 . vcrific rt lion rnpor· ts hacl not !men 
receivcrJ from the importing S lnles till Mnn:h l '1117. 
Though the verification reports . wore nol received £'\·On 
long after the ex part of liq unr, no ar. t ion ha cl l>P.rn 
la ken by the department lo demanrl the di rron•11tial 
e xcise duty amounting lo Rs.2.l:l crorns involved thr.rrin 
from the dis LilJ eries/breweries concerned. 
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Tho no11-rccove r y wns pn i11l l'cl 011L Lo the: cl••p;wl
mPnl bP.l wecn /\pril and Drc:c111bcr· J !!llG ancl Lu (_;rivcr11111r•11 1 

in /\pri I 1 <lfl7; L11eir r opl ins have 11ol !Jnl'n 1·1 •r :Pi v r·tl 

( Oc tnlmr 1 qn7) . 

(ii) A uis lillery jn 1Jirln1· cl i slricl r~~po1· 1 "rl !i . ·lllO 
lJulk l it1·es (600 c as es) on lncli r:i 11 liquor 1111 l s i rlc llir· 
Slate on 2nd Dece mber 1985 . Wl w11 Li m r .11sig1111H~11 1 ·; 
did not r each the dcs ti11al i rn1 till 1 11111 rir 111r 111r111lli, 
a complaint was lodgocl by LI H' disl ill cry will\ l lw p 1Jiir; . 
Su1Jseq11enlly , 4258.12S bu lk l ilt l'S ('172 r ;;;:~l':~ n11rl 17 
bolllcs ) wn ro traced wj thi11 the Sln lc nllll P'po1 · 11•t1 
on tho hasis of another ox porl pcrm i l issurd 011 l tllh 
Novc:mbrr 1 !l!IG. llo wever, no ;wt i on wns l<JkC'll to rPc:11vr· 1· 
lhn d lffe r r.nlia I Lluty am ount i 11g t o Hs . 211, !l• l 7 "" II •II .117r, 
bulk I il rcs n l liquor lost in li-a11s il. 

Th e omission was p o inter) nul to l11P 

in May 1q1Hi , Lhcy s lated ( /\ugus l 1q117) tl rnt 
of Rs. 24. 28 CJ had since berm r ncovo r ccl I rum 
llery cluring ~lune l!l87. Rcq1rwl rm r ncovr.ry n l 
amount i s· a wailcd (OclolJnl' 1'Jll7 J. 

rlr,p;1t "lf11Q11l 
nn nrnvL•n t 
lho rli~li

thP ln! ;i1n • 

The r.;1se was ropo1 · lc~d l n r;n vo rr 1111r n l i 11 . l 111H' 
1987; their ropl y h as not I H!f'll tTC<' i vnd ( Oc tnllor I tl fl7) . 

o# 

(iii ) L1 11cl<w 1111: Kn1 ·11n l ;i l,:1 1·:.-.:1: i :;n ( E:-;1 .1 , , ll11I i1 :s ) 
Hulor-: l~J G ll, rear! with l111• l -<1111:1 1:11.<1 l::xci :~f" ( S;ilr; o l 
fnrlian nnd fo01·ejg11 Liq11n n ; ) H u i< ~ :; !'Ifill. litro fri. ri l 
He• . 1 rwr !Ju l k Ii trc in 1·c~s 1 w<;l 111 I H'('l :Jt\11 H·;. r; p1:r 
liul k lilro in r co.; pur. l of l 1H l i:111 111.idr: fon·i1~11 lirp11J1· 
i s pn y n11l o a l lhr stngr of 1110\'<'111r>11l 111 Pxr.i s:1hlr. J!011tl~ 
rro 111 th~ I i c cmsed wlrn l r:c;. tln dP1111l In i1 1·r:L ;Jil f;l111p 

or a li c:r;n~cd b::ir. 

• 
In llassan d istricl, SIH ll" l :1w::-; nl fl , '.~[1 2. J71l 1l1 d I· 

litr·es of beP.L· ancl crnq. 2 1!1 11111 ~- Ii 11'1 ::: fl f (1Hli n11 lll i1 CI P 
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foreign liquor wore noticed by lhc Pxrise aulhori lies 
during the year 1985-8~ in the stock hnlcl hv four 
wholesale lirensees. Though the offences were compounded 
on payment of fine, litre fee at tile above specified 
rates was not levied, treating the shortages d , tnntho
rised sale to retailers not covered by valicl permi Ls. 
The non-realisation of litre fee resulted in loss or rr
venue amounting Rs .12 . 268. This i11dicates non-observance 
of laid down sys tern. 

On the omission being pointed out in audit {/\ugust 
1986), the department stated (December 1986) that the 
en tire amount of Rs.12,268 had since been collected 
in September 1986. 

The case was reported to Government in May HHJ7: 
their reply has not been received {October 1987). 

4.6. Non-recovery/Short recovery of licence fee 

( i) Under the Karna taka Excise Act, 1!.l65 and 
the Karna taka Excise (Brewery) Rules. 1967, no person 
shall manufacture an intoxicant excoµt under the authority 
of a licence granted in Urn t behalf. Tho rip plica lion 
for r enewal of a brewery licence shall be presented 
atleast one month before its expiry. accompanied by 
a t reasury challan for having paid the r '!) al the pre
scribed rates on the basis of the licensed capacity. 
The right lo manufacture beer conferred by a licence 
is restricted to tho qut1nlily for wh ich liconcn foe is 
paid and the licensee is prohibilcc.J from manufacturing 
any quantity in' excess of the licensed capacity without 
payment of further licence foe i11 nc.J vance. Tho Excis11 
Commissioner had issuocl instructions (Octohcr. 1!lB!l) 
tha t the licensee should be asked lo credit the licence 
fee , based on the total production of tho previous twelve 
months on the date of application . and the licence shouln 
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s ti pula l e lha t further ~ produc lion in excl.'ss of the li r.,...n
sed capacity would not be allowr<l, wi lhuul p;:iyml'nl 
of additional licence f ee in atlvance. 

(a) In a brewery a l Onngnloro , l,4:-J , S!l ,000 lnll l ~ 
ll lres of hoer were proclucocJ cl11r i ng I he pcriorl rr o111' 
Juno 1984 Lu J\lay' 19115. Aasod on Lh i s , licence fee cr11011-

ing to Rs .14, !iU ,000 was payal11t' h y Ille brewery for 
getting lhe lici=mco rene wed for Li m <"<i:isp yn;:ir I q13;,_ 
86. llowever. the licence of tho brnwrry was rrnr•wr·d 
in June 1!J85 , a fter collecting a I iccnco rcr o r Rs. l ,!"'4 ,CXll 
only during that month . Ou t of tho ln1l<1ncc a11i"o11n l of 
Rs.10 ,96 ,000 due, the licensee was allowed to p.1y 
Rs.6,46,000 in four i nstalments belwcrn 1JPc0111liut· 1a11;, 
and June 1986, but remaining balance or Hs.4,S0 , 000 
was still to \Jc paid by the licensee (JunC' l!JU6) . 

(bl In respect of another brcwcrv (I l Unngn I n1 r! , 
lho11gh Licence fee o f Hs . 8 , 60 , 000 , Hs. 9 , 00 , 000 and 
Rs.11,70,000 was payable in advancr for renew.ii of 
their licence for tho years 1983 - 114 , 1 'Hl4 - 85 mHI 1 CJflf>-
86 respectivel y , basecl on the p roduction rliwing 1111: 
r espec ti ve previous twelve rn :ml11s , ll rn licom;C'o lrnd 
credi le cl only sums of Hs . l , Cl2 . 100 . Hs . 2. 1s , 000 and 
Rs . 3 ,00,000 at the time of issue o f licence . The lJnl;incr• 
licence fee of Rs . 22 , 22 , 500 WClS s li ll to be pnirl l>v 
the licensee (March J 986 ). 

The frregularilios at (a) ;111cl ( lJ) • <: IJov!"! \'. r.1 " 
pointer! nut in audit in M:ircll .incl 111110 1 1Jflfi; 1·r·ply 
of tho drpartmenl hns not bcu11 n•c:ei vocl ( 01: l11licr I IJU7J . 

Th<> above cases WP.re rcpor l crl lo r.ovcn 11111 :11l 
in .Jm1t1•11·y 1'lB7; lhrir reply has nlsn not hr·•~1 1 rcc:1:i vc· il 
(October 1987) . 
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(ii) Under the Karnataka Excisr (Sale of T11rlian 
and Foreign Liquors) Rules, 1960, the fees fo1· retail 
shop licence for vend of Indian liquor nnrl relr eshmcml 
room (bar) licence in which the salr of lncli;in liqunr 
is combined with supply of meals or ralahlc!S rirr. 
Rs. 15 , 000 and Hs.16,UOO per annum rC's11rclivcly (Hs.20,lHJ 
and Rs.22,000 resper.tively with eff< l fro111 1.:;L July 
1986) . if the shop or bar is s iluatecl in Municipal lliTO
ralion areas and Rs . 9,500 and Rs.10 ,000 per annum 
(Rs . 10,000 and Hs.15,000 with effect from lsl July 
1986) respectively, if shop or b<lr is silualctl in other 
areas . 

In Bangalore district. i11 rp.spcrt of 12 retail 
shops/bars, located in areas unclnr Municipnl rorporntion 
limits as per Government notification issued on 20th 
November l!J84, the lir.ence fees for the years 1985-
86 '.lnd 1986-87 were reroveretl at the rates applicable 
to the shops and bars silua led in other areas. The 
mistake resulted in short realisation of licence fee 
amounting to Rs .1. 76 lakhs during these years. 

The short recovery was repor ted to the department 
in January 1987 and to Governmen t i n July 1987; their 
replies have not been received (Oc tober 1987). 

4 . 7 . Non-recovery of value of rcle nscd goods 

Untler the Karnataka Excise /\ct, 1!.l65. any exciscd)lo 
articles seized may be released on payment of the 
value of the seized articles as cstimatecl by the depart
mental authori lies and on payment also of Lile IJasi<: 
duties, sales tax. surcharge and ccss as may be levi.Clblc. 

In Chitradurga district, in 5 cases 7413. 9UO 
bulk litres of Indian liquor nnc..I 218.400 bulk litres 
of beer were seized by the department during December 
1985 and March 1986. The seized goods were released 
after recovering only the duty, sales tax and cess. 
The value of the seized goods was. however. not 
recovered. This resulted in loss of revenue amounting 
to Rs.71,759. 

I 
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The mistake was pointed out to lllP. c.lcpart1111ml 
in July 1986 and to GovernntP.nt in · J1me HlU7; tllr.ir 
rep lies have not been received (Cle tolJer 19117 J • 

4.8. Short recovery of duly and cost of arrack 

(i) By the Karna laka Excise (ExcisQ Duti ns) (/\mcnd
ment) Rules, 1983 , with effect from l s l .July HJO~I. the 
rate of exc i se duty leviable on arrnck \ v;is raised f rom 
Rs . 2. 50 to Rs. 4 per bulk litre. 

In Dakshin;i Kannada distric t, on supplies of arrack 
made to contractors al 6 laJuk bone.led c.lepots during 
,July 1983, excjse rtuty was levied ril the pre-revised 
rate of Hs. 2. 50 par uul k l i trp nnd n stun o f l<s. I !i . fi5 . 676 
r ecover ed from them, ins lead of Hs.16,70,040 due at 
the revised rale of Rs . 4 per bulk litre. This rnsulled 
in s hort l evy ,o f duty anounling lo Hs.1.04.3G4. 

' 1 
,I 

On the short levy being ' pointed out in aurlit in 
May 1986, the department s tated (Augus t l!H37) that 
an amount of Rs.70 , 323 relating lo 5 depots had been 
collec ted between July 1936 nntl May I !)87 ;mt! t1n amount 
of Hs. 441 was in the process of recovery. Repor t on 
the recovm·y of balance amount i s awai led (October 
1987) . 

The case was reported to Govnrnm P-nt in l\1rl y 1'lR7 ; 
they confirmed the fac ts in November Ul87. 

(ii) /\s p er lhe K<1r 11a takn Exc i sr. ( /\rrt1r.k Vr-ncl 
Special. Comlllions of Licenc£Js) Hules , 1%7. the licc:mc:er 
l o venc1 arrack s hall purchase all tile ciuan tit y or nrri1ck 
lo be snl rl in hi s shop from !'mc: lt dnpot, rlistil lcry 
or warehouse as lhe Excise Co1111t1 issionrr m~y notify 

. and he shall pay the i ssue pr i cfJ there for a t such t · atc~s 
as may be prescribed from lime lo li1t1e . The i ssue 
prlce of an arrack botllo of 1UO ML was lixcd hy the 

w.P .~1 
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Excise Commissioner in his nrtler clnlrrl 2fJlh Novrn11Luw 
1984 as Rs. 2 .1666 per IJo L lle. 

Ill Oel gaum district, in respor.l or 5,42 , 400 holllns 
(each with a capacity o r 180 ML) of nrr;1r:k suppli nd 
from a distillery to 9 licensees during llle pDr' iocJ 
from March to June 1985, a11 mnnunt of Rs.11,1 7 ,16~ 
was recovered from them, as r1gai.ris l Rs. I I • 7S. 1 l)J 
recoverable al lhe prescriber! ralc. This rcsul lf'cl in 
short 1ecovery of cost of arr"ack by Hs . 5U ,OOO. 

On the· •;l 1or l recovery heing pninlecl mrl i11 autlil 
(Nove111ber 1!HlG) , tho clislil lcry officer stato(I (Nov e1111Jm· 
1986) l11;:s l clcrn1;11HI woul cl be raised ag;:d ns l lhr. l i crllser~s 
concernecl. Ro prw l on aclin11 taken is awni ll :cl (Oclnlu'r ' 
1!l07 J. 

The case was reported to r.oven1 111P.1l in /\pril 
1987; their r epl y has not been received (Oclolmr 1!JU7 ). 

4.n. Irregular refund or licence fee 

According to Karnataka Exci se (Sales of l11clin11 
and Foreign Liquor s ) Hul as, ICJfiO, full Jiconcn fPr> l clf' 
lilo exc i se y ear shrill l>e Jcvialilc ill l' Os pecl of lir·n11cr•s 
granted bo lwocn Isl July nncl .!I s l DccnmlJr. r of tl H' \l'< ll" 

and half tho I i c:onco foe in r r.s p0r: L uf I ic:oncr:s g1·rn1l <'rl 
on or after 1s t January of Lile fo l lowi11g yc rrr. FtwllH·1· . 
lhe fees prr y rr b l r· i n advance alo11p, with Lho ;:ippl i1 :<1 l i1111 
shall be r e funrlm l only in c ;isr. l ilr. 1 i c;nnr.rs arr· no I 
granted. 

111 Cllitracl 1ir1 a 
s hop Jicnnco g1 ; 111 lpd 

pair! by tho licensor 
198.3- 84 nnrJ fpp paicJ 
1984-85 wer e r efuncled 
tha t the 1 i c:rrnsce did 
these peri od s . The 

dis lri r. L. in I OS IH'C. I of ,, I !)ldi I 
for venrl n l Incl i n11 Ii q 111 w, I p r• 

for llrn srn111!1 lti!l f 11f llH' ~ · r i:w 
for the I ir· ~ t h.1Lr of I l w \'l':n 

by llrn clepnrlmr nt nn llln gn11111cl 
not lransrirl nny l ius inrss rl uring 

1·efuncl j s in ngul irr ;1•; 1111• nll1·s 
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tlo nn l conte mplfl te any rc func.I in such cnsns . T h is ros11 11-
ec~ in l oss o f r ev enue amou11ti11g to Hs . 12 , 500 . 

Tho i r regular r e funrl was poinlcd uul In l ho d cp.rr l 
ment in July 19ll6 and to Gov orr11ncn l in .Juno l 1H17 ; L11o i r 
replies hn ve not been r ecoi vod ( Oc lulJot· 1 ga7 ) . 

4.10. Short recovery of inlerr.st on hcla tml payment s 

/\s p0r Hulc 15 o f t he Karnnlnkn Exc i sc l. i r. rJ1 wr-~; 
(General Conti it i ons) Rules . 1967 . 0 11 shop r cnlril s . 11 hi r. 11. 
ar e no l p aid with i n the tPn th di'l y o f t h'r- 111c111 l h In ll'lii c li 
Ll icy r r.lnlc , inloros l i s r:h ar gr :i hl 11 il l 11 11: 1 :11 1' ol I ll 
pc: r r:nn L por annum f rom I s l .Jul y !!HI.I (h '; 1H:1· 1;1· 11 1 
uplo 30th .June 1983 ) for the pr.r i od n f tlnl ay . lluwevei, 
on writ po li ti Lons f iled by certaj n cnnLr ;:i r. tor s a~:i i nsl 
the l evy of interest a t th e enhnncctJ r a l c of 18 rrr· 
crmL wHh e ffec t from 1s t Jul y 198J , Lim lli gh l.011r t 
pnss ocJ j nlcri 111 or der s tha t Lhc r ecovery of j n lt'rf's I 
f rom tho con trac tors sh ould be macle al 6 '~ pm· r.rJn l 
per Fll lllU lll i n Ci'!S h ancJ · tho balanr:n h y IVrt~' Of scr:urj tin!> 
l o t ho S<1 tis fac:lion o f the Depu l y Cornmiss i ono r c:onc:c rnPrl . 

I n Hi dh; t r i cts , interes t on lm l n l od pay 111or 1L.~ nf 
s ho p renln l s h y nrrack anti LnrlcJ y cn1111· nc lrws , lrll" ''nr·irJ11~; 
µc riods In I ling be tween .Jul y UJU .-l and .111110 1 'lllh , 1r:1•; 

c llarge tl s llor t by Rs.1. 97 Cl"uros ( cornpulcll oiler t.ikini:i 
in to cons irlcrn tion the inlc ri111 ord er s uf the ll igh Cc1t11ll , 
duo lo nnn-r.n forcP.tncnl o r l11n nfnn·s:ii cl p 1·nv 1c;1n11•; 111 
tli r. rul es i n ca ses of bel a locl pny 111 r nl nf rc·11 Lrils . 

T h e shor·t r ecoveri es 
111c 11 t ( lm l wecn Mri r r, ll 1 <J flo 
(;uvo r11111 onl i11 Juno 1987; 
r cc:ei vccl ( Oc tober 1!J87 ). 

wore 1·rpor l l' d In lhr- olt :I' lrt
;1ntl Fl' l 11·11;iey I '1117) ·11 ti lo 

tllo i r r·C'p l i r~s llnvr> 1101 111'1:11 
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4J11.Short recovery of supervision charges 

The Karnataka Excise (Distillery and Warehouse) 
Rules, 1967, require that the cost of establishment 
in respect of the excise officers and staff working 
in the -premises of the excise licensees for securing 
compliance with the provisions of the Excise /\ct ancl 
the Rules shall be recovered by Government from the 
licensees in advance in annual, half yearly or quarterly 
ins talments. 

In case of 11 licensees in 6 districts, the cost 
of establishment was not recovered in full during the 
years 1983-84 to 1986-87 due to the application of in
correct rates of pay and dearness allowance which were 
subjected to revision from time to time. The shortfall 
in recovery amounted to Rs .3, 33, 734. 

On the short recovery being pointed out in audit 
(between September 1986 and January 1987), the depart
ment stated (July 1987) that a sum of Rs.1,13,237 had 
since been recovered (February 1987) from one liceflsee. 

The case was reported to Government in July 
1987; their reply has not been received (October 1987). 

4. 12. tise of alcohol by chemical industrial units 

4 J.2 •. 1. Introductory 

Under the provisions of the Karnataka Excise 
Act, 1965 and the rules framed thereunder, alcohol 
required by industrial units for their bonarlde use 
in the manufacture of chemicals is alloltod at concessional 
rate, by the Excise Commissioner, based on the ro
commendation of the Director of Indus tries and Commerce 
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or any othm· of f icer, as may br. spm: i find hy Govnnt
menl for t~is purpose. Jn sue; It cases . l ir.rmc1.'S for 
lhe possr.ss i on and use of al coho l are i s!'rnrnl 1> .v lite 
Excise Com missioner and the lnudslrins lifl the a l lot Ind 
quantity of n l cohol, as ancl when roqu i1·ncl ·for use . · 

4 .12.~. Scope of audit 

The accounts of cer tain chemic;:il industr ial un i I~ 
using rectified spirit were test chockud for lltr yrnr 
1985-86 with reference to the allotrnnnl <1 nrl 11se ol 
alcohol in the manufac ture of chemical s to nnf;urr tltnl 
there was no excess allotment giving scope or 111is11s1· 
of al cohol and that those 11n.its wr.rn nctunlly nlr:111tnl
based jus tifying the grant of spirit on payment nl 
duty at the concessional ra te . 

4.12.3·. Organisational set up 

The numl>cr o f chemical i ndus trial units in Knrn;:i 
taka an~l tho consumption of al cohol by them hrivc 
been incr eas ing year after yp,ar as is evident frn111 
tho following d ata collected f rom the department. 

Year 

1982-83 

1983-84 

1964-85 

1!135-86 

Number o f 
chcm l cn l 11nits 

29 

36 

49 

66 

Quantity or al col1ril 
fll lol 11; !1( ln lnk!ls 

o f hulk lH1·cs ) 

11(). 68 

78. Oii 

109.!i1 

1 Jll. fiS 

For tho purpose of application o f the n1lns 'govr>rn
ing the issue of licences and l evy of duty, thr> ird.r>t1·ir1l 
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units have l.Jeen divided inlo two calngories viz . . 
(i) Alcohol based indus tries and (ii) al l oll.1er in~u~
tries. Whe r eas , in respect of a lcohol-hased tnclustrirs, 
the licence foe lev ia ble is Hs. 2 . 500 pm· yc;1 r i rn~
s pec ti ve uf the quantity of a l cohol I if led hy ll1n111. 
in the case of all other industries , il Is Hs. 2!i 11pln 
25 bulk litres and Re.1 for overy a rJdili onnl IJul k 
litre of alcohol lif led by the m. /\lso . on n lcol tol mn11u
fac turod wilhin Karnataka and s uppli ecl Lo a lcohol llt1s<'d 
industries in the Stale, duty is lnvinblr. al a r.011r.c
ss ional ralo of Hs . 2 pe r bulk liL1·e Pill pai !>n pn1· hul k 
lilre upto 31st July 1985) as ;iga ins l Lile p1·nsct"ilJ1•d 
duly o f Rs.9.75 per p roof lilre (Rs. 16. 25 pel· lrnl k 
litre) lovlable on alcohol liflncl lly o thers , 

4.U .4. fli~hlights 

(a) The excess consumption of alcohol (3,23,236 
bulk litres) ·by 12 chemical industrial units during 
the year 1985-86 involved differe ntial duly amounling 
to Rs. 51. 52 lakhs. 

(b) In respect of 12.58 lakh bulk litres or alco
hol supplied to 12 industrial uni ts , which were not 
alcohol-based, as confirmed by the lndus tries clr.pnrt
ment. the incorrect levy nf duty a t concessional rate 
dur ing 1985-06, '"esul ted in loss or revenue of Rs. l. 7!J 
crores. 

(c) In case of 9 non-alcohol-based industrial 
units. licence fee was recovered at tho concessional 
rate appllcablc to alcohol-based industries. resulting 
in sttprt collection of licence fee amounting to ns. l 1. 46 
lakhs during 1985-06. 
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(d) Levy or r.011ccssionn l e:1lc or r!1 1l y (ll) •111;•11lil\.I 

or alcohol ulHiscd dm·inr, 1 !Jfl5-llfl i 11 n xc1:•;<; nr ll• ~1 1 
con I cm p la lncl in the 1wojor.t , ·cporl or :)II ind•• ; 11·y r, ... ., , 
eel in Joss or nwrmuc or Hs.1-1.51 l;1kk: . 

(c) Nun- ful filmr.nt of 
Government notirtcation for 
concessions in duty hy on 
in s hort rcr:uvnry of duly 
1 !11\!i-llfi. 

(;l)IH I i l i ()II': 
the rwnnt 

i 11du:.: l 1· j n I 
hy I(:;. ll!i . !iii 

:; pee i I i 1 ! d i 11 

or ;idrli li•11n' 
ll!li I r l!' :trl Jr •rl 

l a l : li~; : l1ll'i " H 

( f) "lm;urrcct ex lC!llS ion 
of tluty to <tlcohol imported 
hy an ind11strinl unit r esullCl.l 
nmounling lo Hs .4U.56 l akhs. 

Cl f 1:(1111 ;()!";:-;j Ill1'"1 l J ';I !t: 

~i l ; 1 t n 

chl y 
frnrn m•t:;idn tho 
iu ~;horl levy of 

lrrogul<iri lies nolii:ed cllll'i11g Ins t r: lu' r:k. cn11rluc·l1·r l 
lml \\"C:cm Jm1111wy HIH I l\lnn;h LDIJ7. <ll'r. 1111•111 i rnu~cl llc• l11\\' . 

4.12.5. Vari ations in requirement or nlcol lCl l in llPil '" 
manur:icturing the same chemica l 

T llo rccplircmont of r octirioc l s pi t" i l n1' pew LIH· 
p n1jnct rcporls o f L:l c h e mical inrl11s l ri;il uni ls fr 11 
tnllllllfac; \1WillP, 0 110 tOlll10 Of l •: l11 y l RCf'f;1t n l 'Fl lH~C<l IJ Piii 

!iOO lo l!IGO l111l k litres <1111! a t l11l1111•11Ls 11r0 1·r. 111adr· lo 
rt1cl1 un i t in ncr:ordarn:c wi Lh i Ls m111 n"S"SSt11P11l nf 
1110 r equi rurnrn~ . S ince l he 111·01.nss 111 11i;111uf:11: llll '" n[ 
Plhy l <1r.otnlr"' i s li:ised 0 11 an nc·1·1·p lPcl •:l11•111i• ' " 1111· 11111!.1 
nru l Ila-; ln he c:o111111011 Lo ;ill llH' i11tl11s 11·j :1 I 111 1i t s 111:11J11-
l ;1cllll"i11g L11al chor11ic::il, wick vm· i:1li 1111!; i11 !ho n ;q11i1 r·-

1110111 of r·r>c; I ifif'd spiJ'it \\IOU!d IH1l olJllll'.!I j11•.;I ifinlil1'. 
1\s lhr <lulv 0 11 suc:ll illcolrnl s 11ppt ir•d i!: l1•\·ia l>l11 ;it 
;i c:nnc;1!~;s i111wl 1·nlc nf l{s. ~ pr•r· 11111! . lilt '" , 1111'1·1· i c.: 
scopP lrw 111isusc nf lhr qunnt i l y 011! 11 1 :1·: ir1 P':nu;·; 

of lilt' m:t11nl r·nri11ircmcnl . No 1111 i frn·111 tHll'JM ; llnvr. li1 •1 •11 
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prescribed by Government to regulate issue of alcohol 
to these alcohol-based industrial units. neckoning the 
requirement of rectified spirit at 600 bulk litres for 
manufacturing one tonne of ethyl acetate, the excess 
quantity allotted to 12 units cannot be treated as for 
bonafide use in the manufacture of the chemical ethyl 
acetate and levy of concessional rate of duty on those 
quantities is not justifiable. On lhe excess consumption 
of 3, 23, 236 bulk litres of alcohol by these 12 units 
during the year 1985-86, the dHferenlial duly involved 
amounted to Rs. 51. 52 lakhs. 

4.12 .6. Irregular grant of rebate on excise duty 

Though the concessional rate of duty at Rs.2 
per bulk litre was applicable only on alcohol supplied 
to alcohol-based industries, the department extended 
this concession to all chemical industrial units on 
the ground that the term 'alcohol-based ind us tries' 
was not defined in the Karnataka Excise Act, 1965. 
They further stated (February 1987) that no licences 
were issued except on the recommendation of lhe Dim;Lcr 
of Industries and Commerce and the responsibility 
of deciding whether an industry was alcohol-basetJ 
or not, was of that authority. llowovor, in reply lo 
an enquirv, the Director of Industries and Commerce 
stated (February· 1987) that chemical industrial unils 
could be c lassified! as alcohol-bas'ed or otherwise fi nd 
that whoro the department had rccommontled cnsos 
for issue of alcohol to the Excise Commissioner, no 
such distinction had been made as the Excise Depart~ 
ment had not specifically asked for the same. The 
Director of Industries and Commerce h;is nlso furnished 
separate lists of industries which cou ld be cntcgorised 
as alcohol-based and other industrial unils [or the 
purpose o f allotment of alcohol. In respect of 12. 58 



lakhs bulk lilres of alcohol suppl i r.d during the yo;w 
l 91lfi-36 to 12 ind us trial units, :; i ncr en tP.gor i sntl b y 
the Director of Industries and Cn111111cr<:c as not :ilcohol
l>asetl, the levy of duty at the r:or1cr.ss ion;:il r:itn rns11J
ted in loss of revenue of Hs.1. 7n cror·es-

4. 1~2. 7·. Short collection of licence fco 

In respect of industries, which nre nnt nlcohol-
based. the annual licence . fee was inc or rec LI y col h :r. l od 

at a flat rate of Rs.2,500 per yP.or (;:ipplicable nnJ>· 
lo a lcohol-based industries), as ngilinst !ho prr".;r;rjhr:rl 
rate of Rs. 25 up to 25 buJ k IHrr.s nnrl Hr.. 1 for r vpry 
adrl\lional litre of nkollol consumed by lhom. This 
resulted in short collection of licence fee to the ex lont 
of Rs.11.46 lakhs during 1!Jll5-Hfi in respect or fl i11-
d11strial units. 

4. ·t2.8. Levy of duty at incorrect rates 

Duty i s l oviable at tile .conr:c:ss ionnl J ' ill1~ nnl » 
in rcspHct or the quantity of ;i Jr.ohnl rorJ11i 1·nr1 few 
bonafirlc 11so in tho mrmurFrclurn of tlrn rinnl product 
in the industry concerned. Tilus, on cxcnss consw11pl i11n 
or alcohol. nvr.r and abovo tho q1m11lily rnq 11irr:rl ;1s 
pnr projnct rnpot·ts ancl tlcter111incd wil11 refm-r•11c r> 
to the fin<il oulput of chemical, ctuty is lovi.nbJo :i 1 
I he nornm I rn tc of Rs. 9. 75 per proof Ii I r e . 

Based nn the <ictual produclion nf ·· cl10mic<1l<>. 
5 industrial units consumed alcohol jn excess of lhnir 
rcquiroment' as flGr their 1 projec l ropnr ls by !10, !J72 
hulk lilrns during 19115-66, lJut (!11ty ill corrr:m:f:ion:il 
rate wn:; levied on this quantily also. The di Ifor nnt i.i I 
duty levinllle on this quantity amounter! to H~.14.'i1 
lakhs . 
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4. U.9. Irregulnr grant or conccssjon in payment of 
duty 

Under the powers confet-recl hy the Karrintrika 
Excise /\ct, 196'i , Governmnn t issuncl n n11tificutiu11 
during SeptemlJfff 1!!79 reducing l11c rate of duty. lc•via
ble on alcohol supplied to chemicnl iml11strial uni ts. 
to 7 paise per bulk litre, prov i cl rel their inves tmenl 
on plant nntl machinery is not loss thnn Rs .1 cronl 
and they consume not less than 30 lnk h IJulk I ilres 
of alcohol per year. 

Duty was levied at the conc:ossional rate of 7 
paiso µer l.Julk litre on 5 ,37 , 000 bulk lit1·os of alc.;uhnl 
consumed during 1985-86 by a chemical ind us trial unil 
(in Mysore district) manufacturjng ncetir: acid . th ough 
the annual consumption was less than the prescribed 
minimum of 30 la kh bulk litres. The irregular gran t 
of concession r esulted in duty being levied short hy 
Rs. 86, 53 , 755. · 

4.12. 10. Unauthorised aid lo industries 

(i) The Excise Commissioner permittetl a chemical 
industrial unit al llangalorc to import 3,00 ,000 bulk 
li t res of r ect ifi ed sp irit from t.laharashtra S l<lle cl1iri11g 
October 198G aftor ob taining an indemnity bond from 
the concern for the paymrmt of d11ly nt the concossinnn l 
rate of Hs.2 per IJulk litre nl the limo uf i111p111·t. 
Subsequent lo the import. he permitted the conccwn . 
during November 1986 . to dena lure the en lire quClnli I y 
of spirit importrd. After denaturing. evnn r.onC:cssion;iJ 
rate of duty was not r.ollcclcd on Lho imporlccl spil'il, 
as no duty was loviable on denatured spirit. Full 
duty at Rs. 9 . 75 per proof litre had to IJe lev led in 
this case. as the commodity imported (rectified spirit) 
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wa~ cxcisab l a :md al~o ii h 11 d 
within Lita Sla le. Non-levy ol 
of j 111por led nlcohol resul t rn 1 
Hs .411,S!:i ,500. 

1: l!rPn m:rn11l ;H:l :1n ·d 
ii 11 [ \ Ill I I il i S fl I Iii 111 i I \ ' 

i n 11••,•: i ii 1·1!\'C 1111n n f 

f'urll1nr· . u1tclr.r lllc K:1n1;:i l ;1k11 E·.;i:i• .r• 111r,;. 
ancl Lim r11les fn1111 m l llrnrc u11dr:r , rlrn1.il1wi111: cd " 11 i 1·• 1 
cnn IJc dorm only in t1 Llistil l ery nn p.i _\· 1111 •11l nl :1 I i1 1•1111· 

!no of Hs . 5 .000. Tho pr.rnd ss i o11 gi\•P 11 IP Lim iml11s 1:·i.1' 
1111il for clr.11at11ri11g spirit willlnul r:11llPt:li1111 11! "ili ·: ti 
ll ery lice nce fee o f Hs.2,U0,000, tngnllw1 · 1~· il11 ;1 lj r rn 1r.r 
fee of Rs .5,000 ror dan;1t11eing , a111nu11lr>fl lo 111v 11 1l ltn 1·i!;nrl 
aid In lilal u11it. 

(ii) /\11olher c hemical industrial uni l al 11itnga l rwe 
imporled 24 ,000 bulk lilrcs of alco l1ul !rum l\lnl1ri rns l1t 1·;1 
Sl:ite tl1wi11i:i October 19136 , after ol>l<.1i11ing a pr·1·in i t 
from lite Excise (;om missioner . Duly on the impor l<'rl 
a lr;ohol was incorrec tly levied a l lhc concessional 
rnln of Rs.2 per bulk lilrc, though <:uc:h r.n11cm:;s ion11L 
n1le was aclmi ss ilJle only in respor.I of nlr:ohol mn11 l1 -

faclurocl willtin t11c Slate. The irrcg11l:-i1 · 111·•1111 .,r 1111 H.1 ' 

s [iion rosulletl in duty being leviocl s lrnrl 11~1 Hs .~,111, 4 !fl. 

The · nlrnvr. µoints were hnJllg il l 
of cle parl111e nt /Gn vn rn111 rml i.11 .Junr I !Hl7: 
have not been received (Or.Lober 19fl7). 

lo L11P nrll ic:c 
ll 10 i1· 1 ·c~pli r.s 

4.1 :l. Fixalion of purclwsn ancl sa l n pl"i1;c !; ur :1t-rack 

4.13_1. Introductory 

/\1Tar.k is n r.01111try liq11m· 111 ;11111rac l11rrd h~1 :11lcli111' 
waler lo rr r. tifie!I spiri.l to llri11g llin al coltn l s1 11•ngll1 
lo 65° pnm f to make it pnlt1hlr nml hv 1i1:it uring i l 
for a minimum period of l 5 c.lnys. I' rim· l o 1 rJ7'l. 
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manufacture of arrack was entrusted to some of tho 
distilleries. Government purchased arrack from these 
distilleries through the arrack bonded depots locntcd 
in all the taluks, after incurring transport clrnrgcs 
for the transport of arrack from the distilleries lo 
the arrack bonded depots. The arrack was then sold 
to licensed contractors . 

4 .13, 2. Scope of audit 

In Karnataka, Government being the monopoly 
dealer of arrack, the selling price in respect of arrack 
sold to contractors had to be detr.rmjned on a ratio11nl 
basis and revised by them wherever there was int:t·ease 
in the purchase price of rectified spirit from which 
arrack is manufactured. The purchase and sale prices 
prevailing from time to time were reviewed (March 
1987) in audit to verify if the snl e price of arrack 
was regulated by Government in close correlation to 
the purchase price paid by them while procuring recti
fied spirit, as any incorrect fixation or failure to 
revise the rate of sale price would result in T'o~s 
of revenue to Government. 

4 .:J.3. 3. Organisational set up 

From the year 1975, the department entered 
into an agreement with a private fkm, initially for' 
supply of arrack for 9 .districts only, according lo 
which, Government purchased rectified spirit from 
the distilleries and supplied it at the distillery to 
the private firm for manufacture and supply of arrack, 
through the warehouses and feeding centres to be esta
blished by that firm. In consideration, the private 
flrm was paid a service charge· of 20 paise per bulk 
litre of arrack supplied ( 40 paise with effect from 
1st November 1983). The arrack so supplied was trans-
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ported by ·Government to the arrack bound rtepols nflcr 
incurring Lraf1sporl charges . This scheme knnwn ;ii-; 

'Package dcnl' was introduced lo rr.d11cc tlln lrnn8pnrl 
clrn rgr.s incurred l>y Govcrnmen t in ti in tr a n~: pell' l uf 
arrack from Lhe dis tillery ilsolf and Inter cxlcnd1;rl 
to 14 districts with e ffec t fr om 1sl Nove ml.Je r 1!Jll:J. 

4 .13.4. Ilighlights 

(a) l'ailure to increase Lhe sulc price or arrack 
fru.JI June 1980 by atleast 48 pajse per l i trn, due 
to corresponding increase in the purchase price of 
rec lHie d s pir i l (from which arrack is mnnufm:l.urcd) . 
resulted in losR of revenue o f Hs . 1 n:i. ;16 kiklt s dud ng 
1985-86. 

( b) Due to delay in rev1s10n of selling price 
of bottled arrack simultaneously · wilh lhc increase 
in bottling charges incurred by Government, the loss 
of revenue during Lhe period from November 1975 to 
July 1978 in r espect of one of lhe 4 distilleries 
s upplying bottled arrack amounted to Hs.3 .03 lakhs. 

(c) Failure to collect sales tax on exdse duly 
component of the sale price of arrack resulted in loss 
of revenue of Rs.140 lakhs on the total cons umpUon 
of arrack during 1985-86. 

lrregularilles noticecl i n tho coursr. or ruvirw 
(March 1987) are mentioned below. 

4.13.5. Purchase price of rectified spirit 

Prior to 1975 . as tho Government was purchnsi1.1g 
arrack from t he rlistHleries . the need for fixing lhP 
purchase price of · rectified spirit dfd not crise . Consequent 



104 
to Lim jnlroduction o f 'pnr.kngn tlC'.tl' r;r.111?1111• in 
Lho yca1· 1975, Govcrn111cnl was cn111111i111·tl 111 l11n p11r-
c hase of rectified sp irit frnm ll1c• rlislil l criC's Im· 
s upply lo lhe private firm in r11lfi )111u11l o f lll r. t1 :1·111s 
of the agreement. Up lo Doccrnbt'r I fJ7'J, I Im ;-i1111111nt 
pay;ihlc Lo tho dislillrries toward s p11n:ll:i ::c' n l 1·pct i I ind 
spi r il was deterrn inerl wi tit refrrrmcr 111 Ciovp1·rr111r11t 
o f lndi;i Ethyl J\lcohol (Prier Con l rnl) !lrt11·1·, I CJ71, 
accordi ng to which the r rice nf rrr.l i I irod spi1·i I wns 
Rs.5flfl. to per K . L. plus t1 ·nnspu1· t 1; 1!:11 ·~· · · of Hs . 1[i!l , 
As the price of rectifintl sp i rit li )o..rH I ll'ill 1 l' OIP1n11r;r 
to the Centra l flrcler was 1101 m:cnptnhlc Lo Lim tli sl i
llers, finvornmcmt ;ippoinlcc! <i r.0111111i llc•r> a l 1 lwi r· i11-
s la11co and l>c.tsed 0 11 Lile rccc'1111111n11d t1 li o11 or t11 r• 

committee fixed tho purchase rn·ir.c of rrr.Lif i Pcl spi1·i1 
from time lo time. Tho St<ilo v is-a-vis Central 1·ntr-s 
of rr.clified spirit wore as follows: 

Period 

From 18.12 . 79 

from 19. 06. 80 

From 25 . 06.130 

rrom 01 . OR . .135 

Sta le rn te 
per K.L. 

Rs . 1,100+140(Tran
poc l c hnrges) 

Rs.l,250+140(Trans
porl ch;:i rgos ) 

-clo-

Rs .2,000 (including 
transpor t r llargos) 

Cnnlr<ll Rntc 
pct· K. I .. 

Rs. 58lJ . Hh I :iu 
( T rcrns po 1 • t 
c.;l1nrgps ) 

-do-

l~s .112ti. !JO< 17r, 
( 'J r:rns pnr I 
r. ~ w q:ws ) 

-rlo-
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ble with the department. The sale price could have 
been increased atleast by 5 to 48 paise consequent 
on the increase in the purchase price to that ex tent. 
Loss of revenue on account of non-revision of selling 
price amounted to Rs .185. 36 lakhs (including sales 
tax of Rs .17. 36 lakhs) for the year 1985-86 alone. 
computed on the consumption of 3. 5 crore bulk litres 
of arrack during that year. 

4.13 ,.7 . Reimbursement of cost of bottles and bottling 
chargesby the contractors 

Besides bulk arrack, Govec:nment was purchasing 
and selling arrack in bottles of 750ML 375 ML and 
180 ML. The cost of bottles and bottling charges paid 
by Government to the distilleries from time to time 
were as follows: 

Period 

1.07.70 to 31.10.75 

1. 11.75 ~o 14.12.84 

Amount paid 
750 ML 375 ML 180ML 

127 

181 

(Amount in paise) 

66 

122 

56 

82 

From 15th December 1984, Government discontinued 
issue of bulk arrack and introduced the system of 
compulsory bottling of arrack. Bottling charges at 
Rs.3 for 750 ML, Rs.1.30 for 375 ML and Re.0.95 
for 180 ML bottles were required lo be paid by the 
arrack contractor to the bottling units direct. Prior 
to this. the bottling charges paid to the distil le.rios 
were got reimbursed from tho arrack contractoes at 
the time of releasing the bottled . arrack for re tall 
sale. Consequent to the revision of bottling charges 

. payable to the distillers with effect from 1st November 
· 1975. Government revised the selling ra to of bot tlecJ 
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arrack incorporating the increased bottling charges 
(for reimbursement purposes) by an order dated 
20th July 1978 by giving, a retrospective effect to 
the order from 1st November 1975. This order dated 
20th July 1978 was later amended by another order 
dated 31st July 1978 according to which the revised 
selling rale was' applicable from the date of issue 
of lhe Government order i.e., 20th July 1978 on the" 
ground that it · would not be practically possible to 
collect the revised rate from 1st November 1975. Thus 
delay in revising the selling price simultaneously with 
the increase in bottling charges resulted in loss of 
revenue of 54 paise, 36 paise and 26 paise in respect 
of each 750 ML 375 ML and 180 ML bottles respectively 
sold during the period from 1st November 1975 'to 
19th July '1978. There were four distilleries which 
were manufacturing and supplying bottled arrack during 
that period and in respect of one distillery (in Belgaum 
distric l) alone the loss on this account amounted to 
Rs.3.03 lakhs. Information in respect of the olher 
three distilleries has not been received. 

4. 13..8. Non-collection of sales tax on the 
component of excise duty 

As per the judgement (dated 17th April 198:>). 
of the Supreme Court in the case of M/s . Medo wells 
Vs. C. T . 0. , Andhra Pradesh ( 59 STC 277), sales tax 
is leviable on sale price: including excise duty paid 
irrespective of the fact, whether the excise duty 
is paid by the buyer .or the seller ·The State .Excise· 
department· · w·as not · collecting sales : tax on the· exci$e 
quty component of sale priC:e' of arrack 'even· af.ter 
the above judgement of the · Supreme Cour.t. Failure 
to collect sales tax on excise duty component of the 
sale price · of arrack resulted .in · loss of revenue or' 
Rs . 140 lakhs for the year 1985-86 alone. 

lltP . bE.tO 
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The above points were communicatetl to Government 
.during July 1987; their r~ply has not been received 
(October 1987). 

4. 14. Uncollected excise revenue 

4 .. 14 .. 1. Introductory 

Excise revenue comprises Teceipts recoverable, 
under the Karnataka Excise Act, 1965 and the rules 
framed thereunder, on account of excise duty, litre 
fee, licence fee, tree rent, lease of retail vend of 
toddy and arrack, fine levied for excise offences, 
interest on delayed payments of rentals , etc. . Duly 
on excisabl e articles is payable at the time of their 
removal from the distillery, brewery or warehouse, 
as the case may be. Similarly, permit fee or licence 
fee is payable in advance at the time of submitting 
the application for permit or licence. However, in 
respect of sale of right of retail vend of toddy and 
ar rack effected through auctions for each · excise year, 
the contractors are required to make a cash deposit 
equal to one month's rent soon after the provisional 
acceptance of the bid and to furnish security for an 
amount equal to two and one te~ths of the monthly 
rent within fifteen , days· from the dale of communica,tion 
of final confirmation. They are required to pay the 
rentals monthly not later than the 10th of the month 
to which the rental relates. This time limit can be 
extended by 45 days with the specific permission 
of the Deputy Commissioner concerned / Excise Commission
er,. subject to payment of interest for the extended 
period. In 'case of failure on the part of the contractor 
to credit the rentals even during .the extended perio.d, 
the lease is determined invoking the provisions contain-

ed in the excise rules and the · right of retail vend 
is reauctioned. The arrears due up to the termination 
of lease and any loss sustained by Government on acrount 



109 

bf the reauction are recoverable from the original 
lessee. Interes t on delayed payment of rent is charge
able at 18 per cent per annum { 6 per cent to end 
of 30th June 1983) on the outstanding amount as long 
as it remains undischarged, irres pee ti ve of the expiry 
of the l ease period or the termination of lease. 

4 .. 1u. Scope of Audit 

In view of the heavy accumulation of arrears 
pending recovery since a long time. the various indi vid
ual cases · constituting the arrears were reviewed in 
certain selec ted district offices and the office of the 
Excise Commissioner to ascertain the genuineness of 
the demands and also to examine the adequacy of action 
taken for recovery. 

4.14 . . 3 . Organisational set up 

Arrears of excise revenue are recoverable 

{a) 
or from 

From the person primarily 
h is surety as if they were 

revenue; or 
' 

liable 
arrears 

to pay 
of land 

{b) By attachment of his distillery, brewery 
or warehouse or shop or premises fittings or apparatus 
or all stocks of intoxicants and materials held therein. 
Dues are realised as a first charge on the sale proceeds 
of such properties attached. 

The Excise Act does not prescribe any time 
limit for realisation of arrears. As the payment of 
duty and fee is a pre-condition for the release of 
liquor or grant of licence , the arrears due for realisat-
ion under these categories are neglibile . The .bulk 
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o f the a r rears r elates to amounts due from contractors 
towar ds rentals payable for the re tail vend of arrack 
and toddy and the losses incurred on re- auc tion conduct
ed on determina tion of leases. 

4 . 14•4 .• Highlights 

(a) The total arrears of revenue pending realisat
ion for the period ended 31st March 1986, as worked 
out by the department in September 1906, . acrounted 
to Rs. 59 . 05 crores (which have since gone up to Rs. 67 .10 
crores as at the of March 1987). 

(b) These arrears do not depict the correct 
position due to non-inclusion on interest due on belated 
payments of shop rentals, crediting of rentals against 
demand for subsequent months. instead of first adjusting 
against interest due and not taking to demand, amounts 
pertaining to fines and fees for compow1ding excise 
offence as and when due. 

(c) An analysis showing various stages of action 
taken for recovery has not been worked out by the 
department for the State as a whole. However in 6 
districts, the arrears of Rs. 21. 61 crores were at. the 
following stages of action; 

(i) Recovery stayed by courts ·(Rs.8.31 crores), 

(ii) Recovery pending with the Revenue department 
(Rs.0.23 crore), 

( iiH pending with the department (Rs .13 . 07 
crores). 

Irregularities noticed in the course of r e view 
conducted during March 1987 are mentioned below. 
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1 · H : 5. Position of arrears 

(i) The total arrears of rc>venuc> pending realisation 
for the period ended 31st March 1986, as worked out 
by the department in Septembe r 1986, amounted to 
Rs. 59. 05 crores . Year-wise analysis is given below: 

Year · 

upto 1981-82 

1982-83 

1983-84 

1984-85 

1985-86 

Total 

Amount 
(In crores of rupees) 

1. 29 

1.40 

3 . 13 

16.13 

37.10 

59.05 

(ii) The arrears mentioned above do not depict 
the correct position. The ac tue 1 realisable arrears 
would be rn11ch more for th13 foll owing reasons. 

(a) These arrears do not include the smounts 
due from toddy and arrack contractors towards interest 
on belated payments of shop rentals, as the d0partment 
has not been working out periodically such interest 
due on belated payments and taking it to demand. 

( b) In cases in which interest was due from con
tractors for bel ated payment of rentals for a part i.cular 
month, they were permitted to credit tho rentals 
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against the demand for tho subsequent months , instead 
of first adjusting the interest due and then accounting 
only the balance towaq:ls the rentals. 

( c) Instead of taking to demand the amounts pertain
ing to fines and fees realisable for compounding excise 
offences as and when decided, such amounts are taken 
simultaneously under demand as well as collection , 
only when they are actually collected . 

(iii) The arrears as at the end of March 1986 
(Rs . 59.05 crores) had increased by 61 per cent as 
compared to those (Rs. 36. 70 crores) at the end of 
March 1985. The reason for this steep increase was 
stated (January 1987) to be mainly due to stay orders 
obtained by arrack contractors from the High Court 
of Karnataka on the rocovery of 25 per cent of the 
rentals (which accounted for Rs . 21. 30 crores) on 
the ground that bottled arrack, in the different sizes 
of bottles as required by them was not supplied after 
introduction of the system of supply in sealed bottles. 

(iv) The department has not prepared, for the 
State as a whole , an anlysis showing the various stages 
of action taken for recovery, but have only the districl
wise totals. According to the information collected 
by audit during the period from November 1986 to 
June 1987. in six dis lric ls (Bangalore, Belgaum. Shimoga, 
Raichur, Chickmagalur and Uttara Kannada), the arrears 
of Rs. 21. 61 crores were at the following stages of 
act on. 
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Stage of Action 
/'.\mount in "Olrrears 

(In crores of rupees ) 

1. Recovery stayed by Courts 

2. Recovery pending with the 
Revenue Department 

3 . Pending with the Excise 
Department 

Total 

8.31 

0.23 

13.07 

21. 61 

4.14. 6. Ineffective action for recovery of arrears 

Some important and interesting 
the arrears have r emained unrealised 
and ineffective action on the part of 
are mentioned below. 

(A) Cases pending in courts 

cases . wherein 
due to del~yed 
the department, 

( i) Compulsory bottling of arrack in all cases 
before sal e to contrac tors was introduced for the first 
time in Karnataka with e ffect from July 1985. Several 
contractors fil ed writ petititons in tho High Cour t 
of Karnalaka praying for grant of stay on the recovery 
of 25 per c:ent of rentals on the ground that the cons ump
tion of arr;ack had gone down as they \"ere not suppl ied 
bottled arrack in sufficient qu~ntities in t he different 
sizes required by them, with the result that they 
incurred heavy loss and were not in a position to 
pay the monthl y rentals. Stay was grantea in these 
cases and the arrears involved on this account amounted 
to Rs . 21 .30 crores during the year 1985-86. 



114 

In reply to a query, the department stated (January 
1987) that in respect of the amounts covered by the 
stay ·orders, they could take action only on specific 
orders from the C9urt for the recovery of security 
deposit. However, the department has not moved the 
court for fixing a security to be furnished by the 
contractors for the amounts covered by stay orders, 
in the interest of Government revenue. No action was 
also- taken till March 1987 to get the stay orders vacAted 

(ii) (a) The retail sale of arrack in a taluk in 
·selgaum district for the year 1984-85 was entrusted 
to a firm on a mont)1ly rental of Rs. 5, 56 , 200 and the 
right to vend covered the entire taluk. The firm filed 
a writ peti~iton (No.333/86) in the High Court of Kar
nataka seeking stay orders from recovery of rentals 
on the plea that they were not supplied arrack in 
sufficient quantities during the months of November 
and December 1984 and that they had incurred heavy 
losses on that account . The High Court, in their order 
dated 28th November 1985, stayed the recovery of · 
balance of rentals for the months of March and May 
1985 amounting to Rs. 8, 83, 200. 

The details of rentals and consumption of arrack 
in the said taluk during 1984-85 al ong with preceding 
two years are given °below: 
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Cons urn p lion in bulk litres 
Year Rentals per for the for Novem- for Dec-

month year ber nm br.r 
Rs. 

1982-83 2 , 20,000 1,12 , 752 10,000 9,lnO 
1983-84 4 , 15 , 600 1, 29 , 351 10, 711 11, 72fl 
1984-85 5,56,200 1,66,646 10,000 13,000 

(ii)(b) On similar grounds, an arracl-- contractor 
in another taluk in the same district for the year 
1984-85, brought stay orders from the High Court of 
Karnataka on 2nd January 1085 on the recovery of 
the . rentals amounting to Rs . 4, 00 800. for the months 
of May and June 1985. 

Details of consumption of arrack in Lhnt laluk 
.: (which area was covered by the contract) during May 

and June 1985 and for the same 111011Llls during L wo 
earlier years are given below. 

Year 

1982-83 

1983-84 

1984-85 

Rentals rer 
month 

Rs. 

3,30 , 000 

4,86,400 

5 ,00 , 800 

Consu111pUon in bulk li trns 
for the for for 

year May .J uni~ 

1 ,96,000 20 , 000 11,000 
1,75,000 15,000 15,UOO 

2,19,000 2'i,OOO 28 , QOO 

It is evident from the above tables Lhnt in ·both 
the cases though there was no shortfall in consumrtio11 
(when comprired with the corresponding months of thP 
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!aimed by the contractors in their 
JUrt, the department did not take 
the stay vacated, but allowed the 

m arrears(February 1987}. 

(iii) The retail vend of arrack in another taluk 
of Belgaum district for the year 1969-70 was entrusted 
to a contractor on a monthly rental of Rs. 37, 500. The 
contractor failed to furnish the security deposit, 
as prescribed in the Karnataka Excise (Lease of Retail 
Vend of Liquors} Rules, 1967. The department cancelled 
the licence and conducted ·fresh auction on 24th June 
1969. Government incurred a loss of Rs .12,400 per 
month due to shortfall in the bid amount accepted 
in the re-auction, and the total loss for the excise 
year 1969-70 amounted to Rs. 1, 48, 800. This was proposed 
to be recovered from the first contractor as per terms 
of his contract. The house property of the contractor 
at Belgaum was auctioned on 19th December 1975 and 
the sale proceeds of Rs.1G,020 credited to Government 
on 30th December 1975. The son of the contractor filed 
a suit (No.O.S.7/1976) in the Belgaum district court 
against the auction of the house . . Tlte rase was disposed 
of on 23rd August 1977 in favour or Government. ·1 he 
department, without knowing the disposal of the case , 
had been corresponding with Government Pleader since 
1977. Though the court case related only to the dis
posal of the house property and r,overed only duos 
to the exten t of Rs.16 , 020, no action was taken by 
tho department since 1975 to recover the balance amount 
of Rs .1, 32, 780 on the plea that the case was pending 
in the Court . Arrears to that extent are still pendi.ng 
recovery (February 1987). 

( B) Cases pending with Revenue Department 

(i) A sum of Rs.53,760 has been outstanding 
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towards excise arrears since 1%2-53 in respocl of 
a contractor in Bangalore district. Tile department 
had not obtained any security from the contractor. 
The whereabouts of the contractor \\f're not known 
to the department. When the case was rel l.rrcd (October 
1970) lo the Tahsildar informing him th;:it lhe r Clctor 
was owning a furniture shop at a s pecifiecl lress , 
the Tahsildar replied (October 1980) that the ac.lrlress 
given by the department was incorrect. The amount 
is _ye t to be recovered (February 1987) . 

(ii) The excise arrears relatilJ8 lo the years 
1956- 57 recoverable from another co~tractor arnounl0d 
to Rs.59,316. The contractor had pledged two of his 
proper lies valued 3t Rs. 80, 000 as security for ·the 
fulfilment of lhe contract. On his failure· to pay the 
rental s . h is properties were notified for auction for 
the first time in October 1961. The auction could not 
be conducted , as no bidders turned out on lhe day 
of auction. Subsequent to this, the auction of the house 
was fixed atleast five limes between January 1963 
and /\pril 1973 but it could not be finalised as them 
were no bidders or the bid amounts offered were very 
low or adequate notice was not given to the parties 
about lhe intention to hold the auction. , 

The case was referred to the Revenue Department 
during June 1973 for recovery as arrears of land revenue : 
arrears still r e main unrealised (February 1987) . 

. ( C) Cases pending with the Excise Department 

( i) A sum of Rs. 31 , 75 . 345 was due from a toddy 
con tractor in Shimoga district for lhe year 1983-134 
towards arrears of shop rentals. Though there ·are 
no provi sions in the Act for the recovery of tho rentals 
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in instalments, the department permitted the contractor 
during October 1986 to pay the amount in 96 monthly 
instalments. The department has not obta ined any s ecu
rity from the contractor for this amount nor have 
they indicated whether the contractor has to pay in
ter est on belated payments recoverable under Rule 
15 of the Karna taka Excise Licences (General Condi lions) 
Rules, 1967. The first instalment of Rs. 32, 200 was 
remitted during October 1986. The balance is still 
pending recovery (February 1987). 

(ii) Similarly. in the case of another arrack 
contractor, in the same district, for the year 1983-
84, the arrears of rentals amounting to Rs. 4, 00, 200 
were permitted, by the Excise Commissioner, during 
Qctober 1986, to be paid in sixty monthly instalments, 
without obtaining any security . The instalments of 
recovery are yet to be paid (February 1987). 

(iii) In respect of the lease of re tail vend of 
arrack during tho year 1946-47 in a taluk in Raichur 
district, the arrears of shop rentals recoverable from 
contractors amounted to Rs.54,935. In these cases, 
the depart"'ent had obtained fixed deposit receipts 
held by the contractors in the Urban Co-operative 
Bank Limited, Raichur as security for the due per
formance of the contract. The bank went into liqui
dation and as the receipts could not be encashed' the 
liquidator requested the Deputy Commissioner (Excise) 
Raichur during December 1975 to approach the Govern
ment to write off the amount; the Excise Com missioner 
in June 1976, requested the liquidator to issue a certi
ficate to that effect. Correspondence is still going 
on between the two and the arrears are ye.t to be 
regularised (February 1987). These dues have become 
irrecoverable due to the delay in realisation of the 
securities offered. 
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(iv) Another exci9e con tractor of R:i.ichur district was 
in arrears of rentals to the extent of Rs. 64. 726 for 
the year 1951-52. As the licensee had expired , tho 
department initiated action for the recovery of the 
amount from the sureties of the contractors , but tho 
Civil Judge, Raichur in his judgement dated 29th March 
1973 held that the arrears cannot be recovered from 
the sureties. On the department's proposjr11~ recovery 
of the arrears from the wife of the deceased defaulter, 
the District Court, Dharwar declared her as insolvent. 
Consequently, the Superintendent of Excise recommended 
to the Excise Commissioner in January 1986 for approach 
ing Government to write off it. There is no further 
progress in the case (February 1987). 

(v) In the case of an excise contractor in Uttara 
Kannada district, the department proposed to purchase 
the lands belonging to the sureties of the contractor 
towards the arrears of rental s recoverable (Rs . 46 , 027) 
for the year 1968- 69. Accordingly, lands valuing Rs.8, 700 
belonging to the sureties of the contractor were attached 
and taken over by the department during December 
1975 . The department has not taken action to gel the 
sal e deed executed and title of the land transferred 
in favour· of Government. Further . ·the right of culti
vation of l and h ad not been auctioned every , year and 
the auction proceeds credited to Government. When 
this was pointed ou t i n audit in December 1986, the 
department init:i:ated action to transfer the title in 
favour of Government by addressing a letter to the 
Tahsildar , Bhatkal i n December 1986 . There has been 
no progress in recovery since 1968-69, except Rs . 8. 700 
( Which has be'en ad.Justed by t raflsfer credit ). The 
balance (Rs. 37, 236) due for recovery is still 
outstanding (February 1987). 
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The above points were brought to the notice 
of Government in April 19.87; thei t' reply has not been 
received (June 1987) . 

• 



CHAPTER 5 

TAXES ON MOTOR VEHICLES 

5 .1 Results . of Audit 

Text chec~ of records in the offices of the Motor 
Vehicles department. conducted in audit during 1986-
87. disclosed under-assessments of tax. fees etc .. 
amounting to Rs .1 627. 42 lakhs in 164 cases. which 
fall broadly under the following categories. 

1. Short levy of tax on motor 
vehicles 

2 . . Non-realisation of tax / fees 

3. Irregular refunds 

4. Non-levy of penalty and 
other irregularities 

Total 

No. of 
cases 

52 

94 

4 

14 
---------

164 
---------

Amount 
(In lakhs 
of rupees) 

25.30 

1 5 04· 56. 

47.56 

50.00 
------------

1627.42 
------------

Some of the important cases are mentioned. i n 
the following paragrapns. 

5.2. Short recovery due to application of incorrect 
rates of tax 

( i) As per the Karnataka Motor Vehicles Taxation 
fAmendment) Act. 1985. with effect from 1st August 
1985. tax at enhanced rate is payable in respect of 
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molar cars owned by companies. It has been clarified 
by Government in the Karnataka Motor Vehicles Taxation 
(Amendment) Act. 1986 that a 'corn pany' for this pur
pose means ."an Association of number of ind ividuals 
for the purpose of carrying on trade or 'other legitimate 
business, a number of persons united for the purpose 
or in a Joint concern for profit as a -:ompany of mer
chants . · private partnerships or incorporated body 
of men, firm. house or partnership or a Corporation" . 

In Bangalore (South, East and Central). Chitra
durga. Mand ya and .Kar war regions . on 92 motor cars 
owned by the companies . taxes were collected at the 
rates applicable to cars owned by persons other than 
companies . The mistake resulted in tax being levied 
short by Rs .1, 04. 307 for various periods falling bet
ween August 1985 and December 1987. 

On the short r ecovery being pointed out in audit 
between June 1986 and March 1987. an amount of 16. 72,6813 
pertaining to 66 vehicles was recovered during the 
period from December 1986 to August 1987. 

The case was reported to Government in May 
1987; they confirmed the facts (August 1987). 

(ii) As per item 8 of part ' A' of the Schedule 
to the Karnataka Motor Vehicles Taxation Act . 1957 . 
on an · articulated vehicle. tax up to 31st July 1985 
was leviable at the rate of Rs .1, 450 per quarter for 
the firs 't 15, 000 kilograms of permit ted l aden weight 
plus Rs . 80 for every a dditional 250 kilograms or part 
thereof. With effect from 1st August 1985. these vehicles 
were categorised under item 10 of part . ' A' of the 
~chedule by the Karnataka Motor Vehicle$ Taxation. 
(Amendment) Act, 1985 , and the rate of tax was r evised 
to Rs.1,885 for the first 15,000 kilograms, and Rs:104 
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(Rs. LOS from 1sl April 1<Jl36) fnr <'vc 1 \ 2:.n kilog1·:1!11•: 
or part thon'!of in excess of 15,0llU kilngrn111s. 

ln Shi111 oga and Mandya regio11s , 011 .:I Clrliculnlncl 
vn llic:lns with permitted lnclcn weiglll nxr:rr~cling l:i,fHHJ 
kilogrums, tnx was asscssccl incorrrclly fm· llw v;11· ir111 '.: 
µcriocls fall i11g between April I ~17!1 n11rl Dncr111IH~r 1 !11111. 
ul the n1 l e aµµlicabln to goorl s vPl1iclrs 1s pr•1· ilP111 
3 of part 'I\' of tile Sclicclul o, i11s l1);1rl of 1111rl1•1 i 11•111·; 
B ;incl JU o f Lile Sc llodulc appl i1·.1 1ilr to ;:i1·tic:11l:1l•·rl 
vehicles. The mistake resultrd in tnx l1r i nn l 0vi··tl 
sh orl b y Rs . BS , 073 ( inclucling di flrrcnr,o nf s1wcll.1q:1· 
and rur11l cJnvclopmcnt cess). 

ThA sllnrt r ecovery was pnilllNI 011L Ln I lie dr:l'lll'l
mont in f\l<i>' L98£i and Novemll!' I' 11JRG; limy s Ln'r>d 
(Scplnmbcr 1C)fl7) that lhr enti1·n ;i111n11nl Ind lir.0 11 n:
covrrcrl in April and August 11l87. 

(iii) Under the Kflrnalflkn ~.1otm· Vcll ic:lns TClXillinn 
/\cl , 1C)fi7, l<ix 011 an articu liltr.cl veiliclr is lrvinl1Jr
wi Lil relonmcc to Hs rcg i storncl ladrn1 w1:iglil. 11~· ,1 
nolificalion issuml on 20th Or. lohrr 1!17:1, unclc1· lhr! 
provision of the Motm· Vohir.lcs /\cl, 1 !1:111, fic1vc•1·1111H•111 
li xccl, for purposes of lnvy of l n-x , I hr. llln'<i 111111 11 l;1d1•11 
wc i .g ill ol l rnnspo1·t vrhir.lcs al 12:. pnr r r>nl nl lhf• 
groc;s v<'hicfos weight, as cr.rl i lied l1y tll r. 111an11fflcl1irp1·. 
in rcspcr.l or the mode l s of the> yrarc; 1%:1 nml li!lr.1· 
yrnrs . 

In Shimoga r egion, in rc•s puc l of fifl ·;wl1cul.111•cl 
vnhiclr , tlir gr·oss vehiclr. \-.:right \\'ilS r:crli.l ir"I 11\0 

L11r. lllilllll) Cl<: lu1·m· as 39 , 7fi() lhs. llltt al llir· tilllf' nr 
rog islra l ion ( 6lh January 1 !177) tile rPgislc1·1:d lnrl1·11 
w1'ighl fm· lllr purposrs of lc\y nf lflx was f'IT1J1HJ0":;1,· 
fi xer! by ll1r rogisle1·i113 m1lhori t y ;it I 'i , lllO h: i l ngn1111:;.; 

W.P. "G \ O 
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ta k ing into account onl y maximum laden weiglll or tho 
pr~me-mov.er, ins tead of 22 , 543 kilograms hasccl 011 

125 per cent of the gross vehic le weigh l cerli fiPd 
by the manufacturer. On the mi stake . being pointed 
out in,... audit in May 1982, the department rcfi.xed Llrn 
registered laden weight at 22, f!40 kilogra ms with cf feG L 
from 1st September 1983 , but no action wa13 taken i.n 
respect of short levy for the periOd 6th January 1 ~177 · 
to 31st · August 1983. The incorrect fi xa tion of registerc(I 
laden we ight al the time of registration and levy of 
tax at the rates applicable to goods vehciles, instead 
of· at the rate applicable to articulated vehicles, re
s ulted in short levy of tax amounting to Rs. 63. 5J5 
for the period from 6th January 1!)77 to 31st Augus t 
1933. 

On the short levy for the said perjod bein,g 
pointed out in audit (June J986) . the department 
sta ted (December 1986) that a notice had been i ssued 
to the registered owner. 

The above cases were reported to Governmen t 
be tween March and May 1987: their reply h;ls no t 
been received (Oc to be r 1987), except 

0

in respec t o f 
s ub-parag raph (i) above . 

5 . 3. Non-recovery of tax 

(i) As per the µrovisions of the Karnataka l\lotm· 
Vehic les Taxa tion Act. 1957 . tho Commissi oner for 
Trans port i s the taxation authority in tho case of 
a fleet owner. and the tax duo for a year in respect 
of public service vehicles i s determined by him. bnscrJ 
on the returns s ubmitted by the fleet o wne r. llowever , 
in case of non-revenue yielding vehicles such as non
transport and goods vehicl es owned by the fleet ow ner 
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rincl used for cr.1 r rying on , hi~ hus i11nss . tnx js n~q1iirr:d 
Lo be col l eclml by Lhc concrn·rnJd Huginn:1l T1-.111~prwl 

Of ficers with ef fect fTom 1s L Apri l Hl86, 

I n Ra i chur regi on, tnx i n rus-11uc t nf ll 1reC' jrr~p" 

and two goods ve'liicles owned l>y Karrwtn k11 Sl :ll r: l{11;id 

;rransport . Corpora lion was 110 L rcc:ovnrmJ ll y 1 lln ttng in11:i l 
Transpor t Q[ficer pr esundng tha t llin l ax r111 sr11:l1 \'r, J1i 
cl es al so , as in thn -caso of puhl ir. sr:rvicc: vr~ hi r·lros . 

would be recovered by tho Tnins prwt Cn111111 i ssi i111P1·. 
who is the taxation authority for t he.: pubJ k survir:0 
veh i c l es owned by th e Corpora l io11. The oin iss io11 n .?
sul ted i n 11on-rccovcry of La x nmnunl ing tri lls . 21) ,fi l l 
[or the perjod from April 19136 In Novomhr~1 · 1'1117. 

On t he non-recovery of tax being roi11 tr.rl rntt 
in aud it (Feb r uary 19137), the cJropa rtmrn!I :.1.:1l1•rl 
(Februai· y 1987) that action would be taken to r·rcm r 1-

the amount from the corporation . Ror10rt on nr.I inn 
taken hns not been received (Oc tolHJr 1987). 

' 
(i i ). Under the Karnat aka l\lotor Vehi cle~: Tnx11Lio11 

/\c t, 1957 , t ransport vehicles regi s tered in nlher St:i lPs 
and pJyi.ng in Karnataka under All ·1ncl i a T•1ui- i~t Omnihu'>r•, 
per mits arc liilble- to . pily Lnx under the p ro\• 1<: 11111s 
o f this /\c t , if they pick up or 8C t down r nssr.ngrrs 
in K;irnataka i n vi.olalion or tllr cone! i lions RI l nchi 11g 
to the permits . /\s per not iri c11lions iss1Jcd jn SepLe111lw 1· 
1972 nml Dcco111hcr 1976, l ou1·is l omni IJ11scs rng istcn!d 
in olhcr Sta l es and plying i n lhc Stnto o r Karnn l.iko 
on pr. rntil s i ssued h y the homo St11tes wen1 ox1•111pl 
from l evy o f trix in Karnataka s11hjoct lo CP.r t.1i11 concli
llons, hut l11i s exemption w<i8 wi.l11dr'1wn b y n nolifir;ri
l i on issm•cl 011 31s t l\.l nrch J'lfll . /\s n rcsul l , 011. <:;uch 
touris t 0111 11ibuscs , t tt.?< bccrnne levi:1ble wilh Pffcc:t 
fr'om lsl April 1981. 
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In Shimoga region . five Louris t omni buses. re
gis Le red in Andhra Pradesh . Tamil Na du , Nagal and 
and Goa, were found by the department between February 
1981 and September 1982 to be picking· up and setting 
down passengers in Karnalaka in violation of the condi
tions attached Lo the permit. Tho Regional Transport 
Officer forwarded his findings Lu the Regional· Transport 
Authorities of other Slates/Union Territory , but dicl 
not recover the lax amounting to Rs .18, 180 <1ue to 
the Stale of Karnalaka. 

The omission was pointed Lo the department in 
June 1986; their reply has not been received (October 
1987). 

(iii) By a Government notification issued on 
30Lh October 1980 , under section 16(1) of Lhe Karnalaka 
Molar Vehicles Taxallon Act , 1957, tractor-traile rs, 
the registered owne~ of which are agriculturists and 
whose main source of income is from agricul Lure, were 
exempt from payment of tax for the first year after 
their regislralion and Lhe tax payable for Lhe subse
quent years was to be paid at a concessional rate 
of Rs. 10 per year. This rate was ,incrr.hs orl Ln Rs .100 
per. year, by the Karnataka Motor Vehicles Taxation 
(Amendment) Act, 1985 , with effect from lsl August 
1985 . 

In Davanagere region. on 64 traclor-traHer units, 
tax due (after completion of first year of their rcgis
tra lion) for various periods falling between ,Janunry 
Hl81 and October 1987 was not recovered. The ·omiss ion 
resulted in non-recovery of tax amounting to Rs .13, 405 . 

On the omission being pointed 
January 1987 the department staled 

oul in 
(August 

audit in 
I !Hl7 ) 
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that an am ount of Rs . 2,817 had since been recovered 
in 13 cases between March and July J 987. 

The above cases were r eported to Government 
in May 1987; their reply h as not been received (Or.Lober 
1987). 

5 . 4. Short recovery of tax 

(i) Under the Karnataka Motor Vehicles Taxnlir111 
Act . 1957. a tax at the rates s pecified in Part-A o f 
the Schedulr; to the Act is l eviable on all motor vr~hi
cles suitable for use on roads , and the unit of tnx ·1tiC111 
for the purpose i s one quarter of a ye;ir. If the vehicle 
is used even for one day in a month, it is dePmod 
to have been used for whole of that month and t;ix 
is le·viable at two-fifth of the quarterl y r;itp.. as thr. 
non-use i s for a period not less than t1 .. o cont inuo11s 
calendar months in tha t quarter. 

In Bidar region , the registered owners of 17 
s tage carriages . used the vehicles for 7 da ys frrim 
1s t November 1985 to 7th November 1985 and s 11r rc11-
dered the documents to the Regional Tr;insµo rt CHI ic<'r 
on llth Novembar l98S. llowevcr , lrnsarl on lhn i11strur; t
ions issued (November Hl85) by the Tr;inspor l C:ni11111i
ssioner , tax was recovered for seven clnys onl y. ins I Pnd 
of at two-fifth of the quarterly rate npp l icable i11 
these cases accepting tho non-11s8 of thr. vPli ir lC's !rn111 
8th Novcml>cr 1985 . The mistake resul lee! in La" being 
recover ed s hor t by Rs. 56 . 735 . 

The s hor t recovery of ·tax was poinlcrl out lo 
the department in P'ebruary 1987; thejr rnply has 
not been received (Oc tober 1987) . 
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(ii ) As per item · 6 of Part-A of the Schedule 
to the Karriataka Motor Vehicles Taxation Act. 1957 . 
as amended . with effect from ·1st · /\ugus t l 985 , lax in 
res pect of motor vehicles. for whic h . special permits 
have been issued under sect ion 63(6) of the Motor 
Vehicles Act, 1939, is l eviable al the rate of Rs . 300 
p•3r quarter for every passenger ( cxcl ud ing the driver) 
which the vehicle is peranitted to 'carry . whereas 
the rate of tax ln respect of s tag,3 carriages unrler 
item 4(4)(a) of the Schedule ibid is Rs.250 per quarter· 
for every pHssenger (other than dri'ver and conductor) 
which the vehicle i s permitted to carry. 

(a) If special permits arc i~suecl to vehi c les 
already covered under s tage car:riage per mils . lhe 
difference between the rates of tax is req1,1ired to 
be collec ted for the period for which s uch permits 
are i ssued . Since taxes in respect of all stage ·carria
ges owned by Karnataka State Road Transport Corpo
ration are assessed a fte r the close of the year by 
the Transport Commissioner, he has is~ued i nstruc tions 
(January 1986J to the Corpora tion as · well as Regional 
Transport Authorities to collect the di fferential Lax 
of Rs.50 per sea t per q·uarter at the trme of issuing 
spcial permits lo the· stage carriages owned by the 
Corporation . 

In Kar war. Bijapur. Oidar and Bangalore ( cnntral) 
regions, on 56 s tage carriages ow ned by Karnalaka 
State Road Transport Corpora lion. for which spec jal 
permits under section 63 ( 6) o f the Motor Veh icles 
Acl. 1939 were issued during lhe year 1985-86, tho 
differential tax a t the ra te of Rs . 50 per seal pm· 
qua rter was not recovered for the period from /\ugus t 
1985 to March 1986. The omission resulted in non
recovery of tax of Rs. 74 , 775 . 
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On tile o mission being poinlocl ut i 11 awJ i L llP-l -
ween November 1986 -and 11.lan:ll 1 !)117 , 
Transport OCficets concerned aR1 c1~d tn 
ac tion. Report on acti.ou tak011 lws not 
( Oc Lober 1987) . 

ll 111 Hc~iu11al 
l nkt' 11(.!C(lSS<l l'\ 

IJrcn recei vet! 

(b) If special permits ;irr i8succl Lo 
afread y covered . by . s tage carl"iagr . permits , 
.r As peel of the seal mean l fo1· L ho conll uc tor 
r ecover abl e . 

vehi cles 
tax in 

is ah;u 

In Tumkur region, in res per: L of 30 s tage carriages 
for which special permits under section 63 ( o) of the 
Motor Vehicles Act, 1939 were issuecl clul'ing various 
pcffiods fall ing between /\ugust 19135 a11d Pebruary 1987. 
lax was recovered for every scaled passenger exr:lucling 
tile dr iver and conductor, ins tea cl of exclucl ing lhn 
clrivPr only . T he mistake l'OSlll lccl in shor t r·ccovcJcy 
of tax a111ounUng lo Rs . 32, 500·. 

The mistake was pointed out to the department 
in March 1987 ; their reply l1as 11o t been recni vecl 
(October 1987). 

The o bov e cases were reported Lo Govcenme11l 
between May and J uly 1987; their repl y has 11ut been 
r ecei ved ( Oc tober 1987). 

5 . 5 , Non-le vy of addiUonal lax 

Under the Karnalaka l\1otrw Vehicles Tnxation 

/\ 1957 I a n" motor vclliclo is al tercel or 11ro-c l. ' w 1en J I 
b I . s 1cl1 a n1< ... nno1· "'S to CnllSR I 1r. posell lO e USC( ln l , " n 

I . 1 "n r ,..,sn"( t of which n veh ic l e to become a ve 11 c e 1 , 1 " 

higher rate of tnx is payable, tho 1 ogistered ownrr 
or person who is in possec;sion or r:ontrol of s11cl1 
vehicle is requi red to pa y arldi lionn l tax, which is 
criunl to th a cti ffrrrnco lw l wn<'n tlw Lil" ;i l1 ·nndy p'1irl 
and the tax wh ich is pa\1a 1Jlc 101· llw pednd . fr_ir 
which the vehicl e w'ls so uc;ecl. It has nlsn he<'n 11111t
cially held tha t the use of a vehicle in a mn_mwr 
other than L!IA purpose fm· which il l1i1 S l>rmn [lCrlOltlOcl 
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makes the owner liable for additional taxes ( Noorul la 
Khan Vs. Regional Transport Officer, 1985 ILR 2711) 
and that it is the use of the vchirle for carrying 
passengers for hire or reward, which dclf'rmines the 
category of the motor vehicle whether it is adapted 
for that purpose or not (No.SC 1424 Slate of Mysore 
Vs. Syed Ibrahim AIR 1967). 

(i) In Bangalore South, Chitrarlurga, Mandya , 
Kar war and Oavanagere regions, in respect of 312 cases 
detected by the department, luxury taxies wilh seating 
capacity of 6+1 were e ither found plying with altered 
seating capacities or carrying add itional number of passen
gers, thus establishing the use of lhc vehicles as 
stage/ con tract carriages. Although these offences were 
compuunded by levy of penalty, no action was taken 
to realise the additional tax due. The omission resulted 
in non-realisation of tax amounting to Hs. 7 , 14, 973. 

On the non-levy being pointed out in aurlil bPlween 
June 1986 and January 1987, the deparlment slaled 
(August 1987) that an amount of Rs.9 , 646 in respect 
of 2 vehicles in Mandya region had since bP.en re
covered in March and April 1987. Report on aclion 
laken in the remaining cases has nol beN1 received (Oct
ber 1987). 

(ii) In Bangalore South , East ancl Knrwar reg ions, 
16 omnibuses and one motor car (non-lransport) were 
found by the deparlment to be carrying passengers 
for hire or reward and lhus being used as slagc/conlracl 
carriages. Even lhough the cases were compounrled 
departmentally by levying penal Ly, no action was taken 
to realise the additional lax due. Tile omission resulted 
in non-realisation of tax amounting to Rs . 23, 548 . 

On• the non-levy being pointed out in audit between 
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June 1986 and Dece111bc>r 19116, llrn Hogiona I Tr;1rn;pnrl 
Offi cers concerned agreed (June lo llf'Cf'lll l>rt· ) 'lflfl 1 
lo take necessary action. Hoporl on act ion t itkl'll ll.i:~ 

no t l.Jccn rece i ved (October J 91l7) . 

Tile a bovo cases wcrP i·r poi· tr.ct 
in May 19fl7 : lllcir t eply has 1H1l been 
ber 19fl7). 

LO (;OVf'rJllllf'lll 
rcccivml (Or,lri-

5.6 . Irregular grant of exemp tion from lax 

As per Government nolifical i on dated 2nd , Inv 
.1958 , issued unrler section 1G(l) 11f lltr Karnatnl,;1 ~lnl111· 
Vehicles Taxation /\c t, 1957 , llllllor vchi1:los 1n•111'rl 
by Government of India ancl used for c;ovp1·111nrmt ptlr'
poses were nxempt fro111 pnymi>nl of l.tx. I lo1vcve1·, 
lhe C'xemplion was wilhd1·a1· 1n fro111 lsl 1\11gusl Jllllc! 
by another notifica tion dalocl 27th .Ju l v l !Jfl 11. 

Jn Bangnloro (South) rog inn. ;m 0111nilJus nwnr.cl 
lJy Uirnctor, Rural !lousing Wing, h1culty of 1·ivil 
Engineering, n~ngaloro Univr.1·sily \VflS exr.111plorl .f1·11111 
payment of l ax fro111 the dale nf rcgi~;t1 ·at inn .(I Ith 
November 197'1) treating it ns n vc?l1icte of Covc:1·1111•"111 
of India. Sinc~o the unit was only n gr nnl-in-nicl inst i
tulion o f the Nati onal Building Oq~nnisnt ion, • Nnw ll~ll1i, 
excm pt ion allowed for the pP,rio!I from 1.Hh Nnvrrnthr.r 
197n to 31st July 1984 was in ogl1 l.1r. Thi f-> rr:s11ll1·cl 
in non-ten lisa li on or tax illllOUnling to Hs . 2!'l,2iHJ. 

On tllis being pointed out iq aud il in .lul y l !lllfj. 
the cJepc•r tmenl issucc! (.July 1!'J8G l clr.mnml 1mt ic:n In 
the regislercd owner . "' 

The case \JilS r eporl3d lo !jovr:rn111nnl in ~lny 

1987 : their reply irns not been rncei\'cd (Octoher 1907). 
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5 . 7. Non-recovery of compounding fee 

· Under tbe Karna taka Mo tor Vehicles TiJxali nn 
Act , 1957 and the rules framed thereunder, finp is 
leviabl e on any person convic ted of a:iy offence sprci-
1 ied in Section 12 of the Act ibid. The prescrioed 
officer may, in lieu.of the fine leviable , permit compo
sition of the offence on payment of specified penalty 
amount by the offender within seven days from the 
dale of se.rvice of a notice. 

Jn Mand ya region, in respect of 59 offences qe
tccted by the department between Janwiry 1978 <llld 
/\ugust 1984 and permilted lo bn compounrlecl by lhr. 
authorised officer ·during 1984- 85, no ac lion was lakc•n 
to recover the compounding fee alT'ounting to Rs . 13, 485 
lill the dale of audit . 

On the omission being pointed out in aurtit 
(November 1986) , the department recovered a s um 
of Rs .1, 750 during the period from December Hl86 
to April 1987. 

The case was reported lo Government in May 
1987; they confirmed the facts in September 1987. 

5 . 8 . Loss of r evenue due to lacuna in the ruJ es 

Under the Karnataka Motor Vehicles Taxation 
/\ct . 1957 , lax ls lev iable with reference lo the sealing 
capacity of a public service vehicle . With effect from 
7th October 1969. under the Karnalcika Motor Vehicles 
Hules. 1963: for a public ser vice vehicle. minim11111 
seating capacity is prescribed with reference lo i ls 
wheel basP. . In the case of vehicles registered outside 
the Sla te . though assigned fres h regist r ation mark 
in the Sta te of Karnataka on thei r migraling lo lliis 
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State, it h as been held j udicia ll y (W.P.No .1 10·1 !If 
1975 of til e Iligh Court o f Karna taka) l11al th<' il<'gir1na l 
Transport Offi.cers h ave no powers lo rnron:o 111ini111 u111 

:sealing capacity under the cx i s~ ing provi s ions nf llu: 
rules. unl ess lllo regi s l or ed O\\ non; rnnkl' art nppl il::tl i o11 
f or reconstruc tion of the · borl y or llrn vnhic; ln. 

Three stage carriages will! wllP.rl b<1 ">0 of !i , l'l'• 
MM each, originall y registered i n Lile nc.·igllllo111 inr, 
state of Kcrala, !Jr.tween Serlemlrnr <llHI nr1 n111t1r1· 1!111 1. 
were IJrougll L to Mangaloro, lly clrnn,qr nf nrlrl1 · r·~•<;. 
within a week of their origindl rog i slrnlin11 <rnrl k"Pl 
for use in that region tl1oreafto1 · . I lowr.vPr . tlw r , •• 
gi s l n 1tion numbers lo he rc-nss i grn'd i11 f~ • 1111:11 ; 1i.: t 
wer e r eserved in August 11.Hl·I ilsr. l f , i. 1: ., <':11 li,.1· Ill 
the date of registration i n Kerala. The jnil i al registr.i
tion of the vehi c l es in Kerala enabled Lile rPgic:;tAt'cd 
owner in getUng the sea ting cr:irncily fixed at 41 :ind 
43 (excluding the driver and conductor) ns ngains t 
the mm1mum 48 seats (on the basis of \\llec l hascJ) 
prescribed in Karna taka . Sjnce there i s nn prr:Jvi s iu11 
in the Ac t or Rules, requjring the? regist1'1'r-!d CJ\l'nt:r 
to corn ply with the provisions or 111ini.mu111 sen I inn 
ca rrncily in such cases, thoro wns loss o r rcvP11111• 
to lhe ex ten t of Rs .46, 730 in c:ase of l11esr lhn•r \r
hiclos Alone for th e period Soptc111hc'r· 'l !Hl4 l o ti.In,\" l~f\7. 

\ 

The lacuna in lhe Rules 1Ac l w;1s rcpcwlrd let 
the department jn April l 987 an cl tn Go\·crn111n111 i 11 
July 1 987 ; their replies have not ln't'n received (Oc:ln
ber 1987). 

5.9. Working of the Nationa l Permit Sch eme an_rt ar,rr:f!
mcnls regulating inl er-Stnlc vehicular traffi c 

5.9 . 1. Introductory 

ThP. inter-Stale vnhiculr:it· Lrnrri c hot wr:cn Karnn1:1k;1 
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and other States is governed by the Motor Vehicles 
(National Per mil) Rules, 1975 framed by the Govcrnmr.nl 
of India under the Motor Vehicles Act, 1939. composite 
permits issued under multi-lateral agreements entered 
into by the Governmen t of Karna taka with the States 
in the South Zone in respect of goods vehicles and 
bi-lateral agreements with seven States/Union Territories 
which cover goods and also passenger vehicles . The 

· permits issued by other States under the bilateral 
agreements to ply in Karnataka, except temporary 
permits issued by them for periods not exceeding 
30 days a l a time, are required to be countersigned 
by the Karnataka Sta te Road Transport Authority on 
payment of the prescribed fees. llowever, under Sec tion 
63(7) of the Motor Vehicles Act, 1939, any State Trans
port Authority is authorised to grant permits for the 
whole or any part cf India in respect of such number of 
A 11 India Tourist Veh icles and tourist taxis as may 
be prescribed by the Central Government and such 
vehicles based in other States can ply in Karnataka 
without counter-signature and without payment of tax 
to this State. 

The number of valid permi ls, issued by lhe 
Stale Transport Authority , Ka rnalaka under various 
schemes during the last three years , is as follows:-

(i National Permits, Sou th Zone Permits and 
Tourist Vehicle Permits 

As at the 
end of 

31-3-1984 
31-3-1985 
31-3-1986 

Goods Vehicles Passenger Vehicles 
National South All India South 
per mi ts Zone Agree- Tourist Zone 

1041 
1006 
1321 

r 

ments Omnibuses Taxies 

785 
779 
539 

3G 
!:iO 
50 

96 
96 
!14 
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(ii) Bilateral Agreements 

I\ l the 
end of 
the yea r 

1go3-84 

1984-85 

1985-06 

a) Passenger vehicles 

Tourist Vehicles 
Buses Cabs 

25 

39 

3!J 

192 

184 

3!)2 

b) Goods Vehicles 

1 . Number of permits 
and countersigned 
Transport Autl1orily 

Contrac t 
carriagn ·1 a~<ies 

husos 

15 

15 

15 

233 

:rn2 
3211 

Stngr 
C'\UTia

grs 

issued by otllcr Stnlc<: 
by the K<11·rn1lnk•1 Slnlr~ 

_A~ __ 9J __ Jl1rt __ cuu __ oi 

1983-84 11Jn4-85 l!Jll:i-IJG 
Pub11c Private Pullilc f'1 · ivn1n PtiliiTG"-fij:iv.iif: 

State Carr i er Carrier Carr ier Can· ini · C111Ticr· Cri1·1 ir·1· 

Tamil 
Na du 2971 88 3000 !HJ ,)000 105 

Anclhra 3750 150 4163 U1 41 !18 - 1 J:~ 
l'r·a<lr.sh 

Ma hara-
shtra 3634 100 4511 100 ·14 !10 ·17 
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State 

Ker a la 

Goa 

Mad hya 
Pr adesh 

2 . 

Sta te 
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~~-2l_J~~-~-f!.<! _~~ 
1983-84 198 4- 85 1965-86 

Public Pr iva te Public Pr i va te Public Private· 
Carrier Carrie r Car rier · Carr ier Carr ier Carrie r 

945 52 994 56 993 62 

392 26 398 2!J 455 31 

32 32 32. 

Number of p e rmits issued by Karna taka Sta te 
Transpor t Authority to ply in o tner Sta tes 

At the end o f 
1983-84 -------1984=85 1985- 86 

Public Private Public Private Public Private 
Carrier Carrier Carrier Carrier Carrier Carrier 

( i) (ii) (iii) (iv) (v) (vi) (vii) 
Tamil 2679 105 2667 139 2619 146 
Nldu 

And hr a 2958 109 3939 148 4239 131 Pradesh 

Maha-
r ashtra 2826 82 4646 96 4584 97 

Kerala 929 68 937 79 909 77 

Goa 449 33 470 34 468 34 
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' 

(iii) 

5.9:2· Scope .of Audit 

. ' 

13·7 

(i"} 

32 

3 t 

.,. 

( v )' 

·31 
11. 

Tho record s relating lo tile Nnt ion<il l'ur: lll it S1:hr111<• 
and a lso the permits issued .under vririous agron11u~nls, 
in respect of vehicles of other Sta les permillocJ lo 
ply in Knrnataka, maintained by tho t.(nrnnl<1kn ~·1:1tc 
Transport Au thority were test cllcckod to vp1·i fv i r 
the. taxes due to this Slate were correctly . assrssnrl, 
r ealiseu promplly and accounted f.or without delny. 

5. 9. 3. llighligh ts 

(a) Half-yearly composite fees amounting lo Rs .2.21 
lakhs for the year 1985-86 due to Karnataka in respect 
of 442 permits issued by 11 Sta tes ancl 2 Union Terri
i:ories for vehicles permitted by them under tho Nntionnl · 
Permit Scheme to ply in Karna taka wcrr. not rP.covec:nrJ; 

(b) In re~pect of 400 vehicles pcrmi llod by tho 
State Transport Authority, /\ndhra Prades h in exr.ess 
of the maximum number of 900 prescribed i n tho reci
procal agreement for their vcllic los lo µly in K:irrmtaka , 
there was short recovery of tax a mounting lo Rs. 30. 62, 
la khs due to recovery o f tax at the concessional rn tes 
during the pe riod f rom December 1905 to Mnrch 1 !JU7; 

( c) There was a simila~ s hort r ecovery of Rs. 3 . 4G 
la khs during 1985-86 i n res p ec t of 53 vehicles permilted 
by the S tate Trai;isport Aulhority , Kerala in excess 
of the prescribed limit of 900. 

. : 
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Irregularities noticed during review (conducted 

during February Lo March 1987) of the working of 
the various schemes in lhe StRle are mentioned in 
the following paragraphs . 

5.9.4. Nationa l Pe rmit Sche me 

( i) Under the National Per mil Scheme. in force 
from 26th September 1975, lhe holder of a National 
Perm it for public carrier goods vehicle is authorised 
to ply the vehicle in nol less than Ii ve contiguous 
Slates including lhe home Stale. The permit holder . 
i n addition lo the motor veh icles tax and annucil authori
sation fee of Rs. 500 payable Lo lhe home Stale, is 
required to pay a composite fee in respect of each 
S Late/ Union Territory opted for opera lion , as s pecificd 
in the permit . For the other Sta Les , com posile roe 
is oayable a l the rate of Rs .1 , 500 per annum willl 
effect from 1st April 1986 , (Rs.700 uplo 31st March 
198C and Rs.1,000 from 1sl April 1981 lo 31st Marc h 
1986) while for the Union Territories , it is pa}ablc 
at the rate of Rs.150 per annum (for Delhi the rate 
is Rs.750 from lsl April 1986 and Hs.500 prioe to 
this). The composite fee is payable in one or two 
ins talments on or before 15th March and 15th Sept
ember each year by the 1•.:: rmi t holders. The Transport 
Commissioner of the home Stale is rnquired lo co l lecl 
the composite fee duo to other States/Union Territories 
in the form of demand drafts and send the same to 
the concerned S La Les/Union Torri tori es . 

(ii) Non-collection of com posi to fee 

No procedure is prescribed to keep a rC'cor cl 
of all the permits issued by the other S tates under t ile 
scheme to ensure recovery of the composite fee in 
full. In a number of cases in which the permit 
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holders had optecJ to pny the foe in two instalments, 
demand cJL-afts relating to one haJI year worn either 
not nt all received or rcccl\ Pel long nftor thr. du(' 
dale. Demands for tecovor·y of composite fee nol re
ceived were also not being rnisml agai11st llir concornr,d 
Stales/Union Territorie8 by the Stale Transport /\uli1ority. 
During the year 1985-l!G, ll:ilf-yeci1·ly composite f<'~ 
amounting to Hs.2 . 21 lnkhs rluP to Kcirnat;:ika i11 respP-ct 
of 442 pPrmi ts issuecJ l1 y ~ 1 Sta Los nml 2 Union Ton·i.
tories wns not reccivPd. 

(iii) Short collectim1 ol cnmpo~ile f ('P. 

/\s per Government 11olifi c.1 tin11 of 31st .Jnnu:iry 
197G. the composite fen may lie paid in two P.q1ml 
half yearly instalments during Lt1c financial year. llo\\'
ovcr, fees were being c;ollcctml by thr State Transport 
Authority, Nagaland, Kohi11rn from tlte permit hol1.fors, 
reckoning the period of one year from tllC' date or 
issue of authorisation aml not for each financial yBar 
as prescribed. Non-payment of taxes on the llasic:; 
of financial yPar resul l ed in short payment uf lnr-s 
amounting to Rs.18,875 in 32 c:i~P.s . 

(iv) Non-levy of µennlly for. cJr.Jriycd p;iy111cnl 

As per Government nolificntiOn of 25tll Non~ml1r1· 
1981, if the composite fP<'S pciyn!Jlr on or hr>lorr- 15th 
March and 15th Septcmbrr arr. nol p;tid fln lw r111P 

date. an additional sum of H8. I 00 as. penally for· dr·ln) 
of every month or part oJ the Sflm" shal I l>r rer.ovur'"'I 
from the permit holden,, llowevcr, in rcspt:ct qf 11Hl 
cases of delayed paymrnts nl l r>i:s, ;1drli lional a11H111111 

of Hs.24,180 towards penalty w;is 11ol lr.vird mid r·c•
covered hy 16 States/Union Tiwl'i lrwirs. 

w. t>. E>E> 10 
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5 . 9.5 . Multi-lateral (Sou th Zone) /\grccmcnt 

( i) The South Zone reci p1·oc<Jl ngre13m1~nl <:<ime 
into effect from lsl .January 1967 . l'he present rigrec
n11:mt entered into lly the GovP.rnmont ol Knrnataka \\'i th 
the States of Andh1 a Prndesh. Kel'ala. f\laha1·nsht1·<1. 
Tamil Nadu, Gujarat and Union Terr·ito1·ies of Pondi
cherry, Goa , Daman nnd Diu and Dadra anrl Nagar l!<ivel i 
is valid for a period of five yenrs with effect from 
ls t of April 1984. Uncler lhe ngrcernen l, l ho 1101 !!or 
of ;i permit is a11lhorisell to ply his vchiclP in not 
Jes~ than threP. Stntes including his home 5t1tP.. The 
permit holder, in addition to the motor 1 rhiclcs t;.ix 
nnd annual authoris<1tion fee of Hs.JClll pnyel>Je to tho 
home State. is requirocl to pny an annunl tax of Hs. L,000 
for ei'Jch State am! Rs. 150 for each Union Terri Lory 
opted for operation. The tnx is payt11llo in one instal
ment (on or before 15th March) or two instalments 
(on or bPfore 15th March and 15th September) by 
permit holders. Tl1P. Transport Cornmis~ioner of thn 
homo State is required lo collect the tax in the .orm 
of demamt cl !'a fts in res peel fJf o tiler States/Un ion Tei ri -
tories an<l remit it to tho concerned Slates / Union Tel'l'i
tories: 

(ii) Loss of revenue due to uperation of ;iclrlitinnnl 
number of vehicles 

(a) /\s per the rnciprnr.al ngrcement, lhr~ totnl 
number ol composite pm·mits whic.h COl! lcl b"c is!iuetl 
by ench of the States of Anrlhrn Pradesh. Kerala, 
Tamil N~du, Maharashtra, Knrnntaka nncl Gujarnt for 
p l ying in other Slatos should, not exceed , YOO. Du1·i11g 
the mE:eting of the StanrJing Committee of the Tr·ans
port Commiss i oners helri at Panaji , Goa in May 1904, 
it was decided to increase t he limit by 400 in respect 
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of all llir' Stales. However, in thr suhsrqu<'nt 111pr•li11g 
of lhe Cornrnilleo held on 12lh llccrnnbPr 1YBS, il \\ii'; 

decided lo bring dO\\n lhn limil lo l)IJfJ in vir.w nl 
lhe decision of the Gove1 nmrnt o f Intl ia l(J nl>nl isll 
tile scheme by converting Zn11cil f'rormits · Lo Nntir111nl 
Permils, based on tho rrco11111wndntio11 nl Tr;rnspnrt 
Development Counril. No f1·nsl1 pcrn1its were g1·;111l1•d 
or renewed, with effect frnrn Isl l\p1 ii 1111\fi, c:~c:l'pt 
allow ing thr. existing periuit l1olrlr1 s lo 1·eta i11 llwir· 
pnrrnits till its validity elate. llnwr\'cr· . il ~His notir:"d 
thal acldilional 400 permits \\'f'J'P issunrl llv 11111 Sl;itr> 
Ti 'lnsporl Aulhorily 1 /\ndllrn l,rncJr.s h nn 11Jth l lf'Cr>111lH'r 
1 qa5, incroric;ing the same from !JllO to uon . Sir we 
lhc issuing of acJditional p•~1·111i ls w;ic; c n1111:n1 y 111 
lhP. ll,.cisio11 t;iknn (on 12111 IJ1'1:r!111lir•1 J1 1!l'i l i1 1 llH' 
Standing ~~0111111illc~r>'s menti11g, .111d was 1101 t:ovc·1·1:d 
IJy nny roci procal nRreerncnts , tnx <1l 1 lir ml r's p1 ·r>sc;1· i l1P(! 
uncJer fo.:anmlaka Motor Vchir;JPS T;1xu1 inn /\ct, I 11;,7 
slloulcl l1avc bP1m rer;overud from tile> vellic;lcs c:ovr!t'r•d 
by tl!Psc additional permits, i11:;tead of .it tlir! c;onr:ess
ional tnx of Hs.1,000 pl"'r n1111um jl<'l' vehiclr-. Tllis 
resultnd in loss of rcvcn1111 nmounling Lo Rs.JO.fi2 
lakt1s tltir·ing the period f1·0111 11)11! IJr'c1rnllir'1· 111w, 
Lo 31st r-.larch l<Jll7 am! a f11r·1trn1· rr•r.111·1·i11g !us~; 11f 
Rs. 26 .1G lakhs per annum till tho c:urronL v · of lliu 
pArm i ls CC'tlSC'S. 

(b) Similal'ly, Lile lolnl 11u111lw1· of pnrmils .i:-:sur·d 
IJy lite Stale Tnmsport AulhcJl'i l y . Krn·uln. wltich .1 riri> 
c111Tcn t ris 011 .!Isl Man.11 l!JllG Im· r1pPn1lio11 in f,11n·1t.11.1 
rhwi11g tllr· pm ir1rl l\pril l !J85 l o 1\1,irclr I llllf1, f'':r •pdr•rl 
tile p1•1 ·111 i llPll q1111li1 of !JOO h) ..,,I, Sinu' th• f'XI u;, 

11umlJe1· of pnnn i lti issuPd b 11ot c:ovm Pel hy ;111\ l'

r.ip1·nr;;.:il ngn~enirmts, Lax 111tclc1· Lile Kan1·1!;1~ rr · 1rito1· 
VchiGlros Tnx;1tio11 l\ct, llJf17 sl1m1ltl lrnvr- l>C'l'rt t.ol ll'rl1•tl 
i 11 thCSl~ S.i cm; es, ins tea ti r) ( co111;oss iona} r:on po<; t lf' 
tCJX at th1: ratro of Hs.1.orJO I c • annum pr 1 VP 1-
cle. This 1·esultod iri loss of rcvpn 11 
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amounting to Rs. 3, 46 . 620 during the year 1985-86 and 
a further annual recurring loss to that extent till 
the currency of the per mi ls ceases . 

(iii) Non-recovery of com posile lax 

There was no sys tamalic arrangement for ensuring 
the recovery of instalments of tax on due dates. ln 
respect of 102 cases relating to 6 States and 2 Union 
Territories , tax for the second half year during J 985-
86 payable at the rate of Rs.500 was not received. 
This resulted in non-realisation of revenue amounting 
to Rs. 51, 000 during the year 1985-BG. 

(iv) Non-realisation of penally for delayed pay
ments 

As per the agreement, H the taxes payable on 
or before 15th March and / or 15th September are not 
paid on due date. an additional sum of Rs .100 per 
month of delay or part thereof shall be recovered 
from the permit holders by way of penalty. In respect 
of 108 cases of delayed payments of taxes 
by permit holders of 5 States and one Union Territory 
during 1985-86 . additional amount , by way of penalty. 
amounting to Rs.13,600 was not recovered . 

On this being pointed out in audit (March 
the department addressed the Strite Transport 
ri ties of the Southern States for furnishing 
of permits and payment of the amounts. 

5 . 9 . 6 . All Indi a Touris t Vehic les 

1987) . 
/\utho
cletails 

Under Rule 130( 2) of the Karna taka Mo tor Vehicles 
Rul es . 1963 , a fee of Rs . 50 (Rs .100 fro m 7th Sep tem
ber 1985) is payable i n respect of an ap plication for 
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replacement of a vehicle involving vr1rial inn of pm mi 1. 

In 242 cases , the Slate 'I t·onsporl 1\ulhori ly gn111t1·1l 
pci mission for rcplacemcn~ of vr.lti h :cs in rcspec:l .~1 

t\11 Ind in and Suulh Zone lo1wisl mo I or c;nl1s ;in<] lOlll i·~I 
omni buses, but 110 fees wr.r ·e r·r!cnvc1·t:cl :is rifrH'rJ~·ii<I. 

This resulted jn loss of nivenue a11H1u11ling to Hs. l7_, l'jO. 

On this being poin ted out in nucli l ( M<1rch 1 !1117 J. 
the clepartmenl stated llwl Lim repl;:ir.cment of l11r> 
vehicle cannot be construed ns v'1t'inlinn nl pnr·11111 
and hence the f ees prescribed nor.cl not tm r·ecoverr>LI. 
llowover , th9 ar gument is not tr~11al1lc. as rPplF1ccmr.11l 
of a vchic. l e involves vnrialion of pr,rn1il i1111 s 1nur;h 
as the registration mark etc. , or tho 1·opl cic;orJ vct1 icl" 
arc lo be entered in the permit. 

5 . 9 . 7. Bila Leral Agreements 

In order to meet mutual ancl short term rcqui1 t>

ments of inter-State passenger and goods traffic, tho 
Government of Karnataka hove entered into hilnlr>t'al 
ngnmments with /\ndhra Pradesh , Kerrila. Tamil Marlu , 
Ma lrnrnslllra , Madhya r: arJosh, l;on :rncl Dcllli, u11un1· 
which Lile Stale Transpor t /\ulho1·i I ic~s r.an perm i l lite 
vehicl<~s of olher Statr.s to ply in Karn0Lak;l. . TIJP 
permits issoed umlc1· the 1iilatc1·:1l ;q 11Pn111enls mn nr 
lwo Lyprs (ij countersignecl pni-mil s unrl (ii) lo111pn1·<1ry 
permits not requiri ng countc:r·-signnlurn. 

(a) Coun tersi gned Permiti:; 

( i ) As per the reciprocal ri grec 111Pn ts w i l 11 t llr 
Govcrn111e11 ls or l\lah;:i rash lrn ancl Go;1, in rr.specl or 
public carri ers (goods vehicles) of llHl l Slalc/U11ion 
Terri Lor y permitted to ply in K;:i rna l<i ka, the pcrmi l 
holders are rP.quired to p<iy Lax al Rs.15 per me t ric 
Lon or par t thereof per month Oil ti IP, pny I O<J(i (rep.is-
tered laden weight minus unl<it.lcn weight). The agnm-



J 44 

ments stipul1Le lhat tlrn countor-sipnnl.in• gnmlcd sl1;1Jl 
be valid onl v for lhc rl11rali1111 of Lhr prwiurl lot·. 11 II it:l1 
all taxes due to the rc')ci f ll'oc;1ti 11g St:1L<' hnvP l1er11 
paid. However, the State T1·nnsporl /\ullirir ity i•; not 
in a position to enforce this 1ir·ovisin11 in lll r> ngrr:P
mcn ts , si nr.c they ;;ire not lwving ;1 r:1111sol irl;ilrrl n~nwrl 
for walr.hing rm:ovcry of Laxns in 11'! p<·cl 11! siwll 
vehic l es . 1 ha lo la I amo1111 l o f tax rn1t.~tancl i11g 101· n·
covrrv i n 1 espr>r.t of LIH~sc l wo Sll1ln<; ns al t11P end 
of ~1arch 1U fl 6 amounter! to Rs . 22 , 7CJ , 2().\. 

Fur thPr, as pc1· the bi lnlcrnl ag1 Pr111c11l s n111crPrl 
in to with lhe Govnrnmcnts ol l\ncl lwn l'rn<IPsll aml M;ili.1-
rashtra. /\ 11cJl11a Pradesh l.Jasccl vrhi c l cs having crn111l1~r·
s ingalure in lhe Slnlc of Mnlrnrashlrn <Jncl l\lalw rnshl1·a 
l.Jased vehicl es having counter':l i gnalurc in tl1e Stntu 
of Andhra Praclesh. passing thrnugh lhe Oid11· r;u1-rirlp1· 
in Karnataka Stale on Nn tiona l llighwC1y (llydp1·01Jntl 
to Sholapur and v i rr vel'sa) n1·c 1·uq11i red tn pny ;in 
amount of Rs.1,000 per annum in qurirtr>1·Jy in:;tn l111r11ls 
as tax to Ka rnataka SLaLe. The nicla1· r.ori· icJrn · r.oi111lrr -
signa ture permits in Lli is 1·cgnnl a11: iss11od hy Ll1p 
Sta l e Transporl Authority. Kat'nalnkn hnsr~d 011 llm 
in fornrntion received from the Slalr. I ronsport /\un10rj 
LiPs of Anclhra Prriclr~sh nncl l\.l<tl11rnsl1lrn. Si m:r: tin• 
permit hoJrlr.rs arc a11thoriscrl trJ pi1 j t;1x :1 1· 1111• 1•:1;io11.il 
lrnnsport offir::e al r:licl;:i r nlso, aclr>qt1nlc pn1r.1·cl1111' 
i s not prrscribc>d lo wnLch JltP rt'C<JV P1·y roill1r.1· <1l 
Bidar rn' at Transnor t Crn11111i ss i c111nr ' :~ u[ri r;P r:xcnpl 
when ll1P 11011-paymont o f tn\.Ps rir·r dr>I Pcl 1•d I> \ ilw 
enfnrcmnrn l s La ff. 

On lit is bring pain Led out i11 r1111l i l r, t;1rc:lt l !IH7) , 
tho depar(menl agreocl Lo asc1•r lui11 U1l' l ru; Ls ul n~r:ovr:1 v 
of Lax from t he Regional Trnnspm· t r)ffir.n1·. Biclar. 
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(ii) Under the reciprocal agreement between the 
Governments of Karna taka and f\ laharash tra, e1fecti ve 
from 1st October 1979, the demand drafts for motor 
vehicles tax payable by the Maharashtra Sta le Road 
Transport Corporation for the operation of its stage 
carriages in Karnatnka are recl~ivert in Transport Commi
ssioner's dfice from various clivisions of the Corpora lion 
after the completion of each quarter. No system has 
been evolved to ensure the correc tness and timely 
payment of tax for all tho quarters by all divisions 
of Corpora lion. 

(b) Temporary Permits . 

Temporary permits, which are valid for a period 
not exceeding 30 days, are issued by the Transport 
Authorities of other States to public carriers (goods 
vehicles) and contract carriages (taxies) for plying 
in Karnataka . These permits do not require counter
signatur e by the Karnataka Stale Transport Authorily. 
The permits are issued for a single trip and for the 
routes specified in the permits. Vehicles visiting the 
Stale on temporary permits have lo pay motor vehicles 
tax due to Karnataka Stale , at the rates ·prescribed 
in the Karnataka Motor Vehicles Taxation Act , 1957. 

( i) During the year 1985-86, · short payments of 
taxes amounting lo Rs . 15, 488 due to the adoption of 
incorrect rates of tax in res pee L of tern porary perm its 
issued by the States of Tamil Nadu , Andhra Pradesh. 
Madhya Pradesh. Rajas than, Kera la , Maharashtra and 
Gujarat were noticed in audil. In addition to the above. 
arrears of tax. <1mounting to Rs. 21, 00, 453 were al so 
outs landing for recovery as at the end of March 1986 
from the following States/Union Territories. 



Tamil NacJu 

AmJhra Pr·adosh 

Madhya PracJcsh 

Maha rash lrn 

Gujarat 

Kera la 

Goa 
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HR .. ~, 112, ()1)7 

Hc;. 1,!1 7.~!!)7 . 
Hs . ~.07 , fi42 

Hs.R,08,ll97 

Rs . 3,01,155 

Hs. ,10,636 

Hs . fi4 , G59 

Rs . 21,00, 1153 

(ii) Fur lhor, it was rndicalnrl in the slritnrnrn1tr, 
of lcrnpon1ry permits issued lo tourist taxies ol other 
Stntes, plying in Karnataka, that thn taxes due lo 
Karna takH would be paid at the l!nrdnr . B11l Lile fn c:t 
of recovery of tax in all such i;nsos is nq t hr:illl' 
wa tchml by the St'ate Tl'ansport \utiHll'i ty. 

On this being pointed out in n11dlt (March ;9n71 .' 
the rtepartmcnt stated thnt the 111altcr \\8S bcin~ Lakc11 
u p with lllF! concernocl State Tran'lptwt \11lhol'ity frn· 
strict adhcr·cnce o l the provisin11s conta ined in l111: 
reciprocal agrerment. 

5.9. 8. Other defects in the system 

( i l The Slate Transpor t 1\uthori ly, which hns 
been entrusted with the adrn inistrntion of these schr.rnr,s. 
cli rl not have a cJe tnilccl recant nr all the permit~; 

actual Jy is~ucd by otlwr Sl n tes/Uninn Teri·i Lnrios 11mlni· 
the various sct1cmfls/agreements. No 1wrimlicnl r ~ t11r11s 
or copies of permits issued by nlhcr Slalos/Uniun 
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Terri torics were being recei vcd ;md resultantly no 
vehicle - wise demand callee t ion and balance regis tor 
was maintained by the State Transport Authority, Kar
nataka. The tot al tax dues to this State under any 
of the schemes or non-payment of tax/composite tr:ix 
by the rec i procating States/Union Territories also is 
not available iri any of the records. No separate 
records are maintained by the de'partment for accounting 
of revenue collections under authorisation fees . renewal 
lees etc . , in res pee t of permits gr an led lo home Sta le 
vehicles. 

(ii) The demand drafts towards payment of compo
site fee/composite tax wero not being received in this 
State immediately after their receipt in the reciprocat
ing State. In several cases, the demand drafts were 
received after their currency period , as a result ol\ 
which they were required to be returned to the con
cerned States for -revalidation. However, no proper 
watch was kept by the department over receipt IJ:3ck 
of those demand drafts after revalidation. f\s nl the 
end of 5th November 1986, 211 dnmn11cl drafts (Hs.l ,51l,7UG) 
returned for revalidation , as detailed below, are yet 
to be received back by the departmPnt. 

No . of demand Amount Periods for which 
drafts Rs . pending 

3 2,838 3 years (from Jl-J-84) 

17 10,784 2 years (from 31-J-85) 

145 1,13 , 686 year {from 31-3-86) 

46 31 , 478 less than a year 
---------- ------------

211 1 , 58 , 786 
---------- ------------

.r 
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These defecls/ornissions wen• pointed out 
departmcnl during February J !1!17 Lo fllarch 19ll7; 
1·cply has. nol been received (Oc:tol>r.r l!'JH7). 

lo l hr• 
their 

The above points werf' rcpo1 ·tC'rl lo Gov8n1mcnl 
in f\1ay 1987; their reply also l1ns not berm rPc'Ci\'ecl 
(October 1987). / 
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Cllt\PTER 6 

TAXES ON /\GRICULTURAL lNCOME 

6.1. Resul ts of Audit 

Test check of the records in Agricultural Income 
Tax OffiGes, conducted in audit during Lhe year 1 986-
87, revealed under-assessment of tax amounting lo 
Rs. 48 .13 lakhs in 58 cases . which broadly fall uncle1 
the following categories. 

1. Errors in computation of 
income and tax 

2. Income escaping assess 
ment 

3. Non-levy of penally and 
interest 

4. Other irregulari lies 

Total 

No. of 
cases 

27 

5 

6 

20 

58 

Amount 
(ln lnkhs 
of rupees) 

18. 04 

13 . 22 

3. ·1n 

13 . Ml 

413. D 

Some of the important cases are ment ioned · i11 
the following paragraphs . 

6. 2. Omission to assess the income returned 

Under the Karna taka Agricultural Income T11x 
Act, 1957, agricultural income tax at the rates specifim.l 
is payable by a person on the total agricultural income 
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of the previous year. 

(i) In Chickmagnlur clistricl, \\hil0. r:o111p111 i11g 
the taxable inCOllll' of :111 .lSSf'SSC[} fJ'Olll his 1~1)(11'1' 

estntes for llrn previous yo01·s r·clrovnnt to the assm,•·
mcrnt ycar·s 1980-81 to 1982-83, an nni.itmt of Hs. I. 7G. UUll 
reprcsr.nting agricultural income from onrngn. C:flrcla111n111 
ancl coconuts plantations wfls n111i l IPCI to he inr.luclr>• I 
in tho <.Jxnble incomr.. The 0111issifln 1·osultr-d in l:i" 
be i ng levied short by Rs.91,7711. 

The shor t lr.vy wfls rnpo1·tnrl 
in Novnmber 19811; the i r rnply Ii.is 
(Ucto l111r 1!JH7). 

lo llir) 1lc>f):wl 111P11I 
not 1Jcrrn ; r~r:n[\·prJ 

(ii) In respect of another riRsessce in the ',nmo 
district, while computing the tnx;il)ln incomu for the 
pt evious year relevant to the osscssinr>nl ycor HHfl-
8.J . an amount of Hs.17,'325 rcp1rsenting ;:igricultur:1l 
income frnm orange ancl carcla111rJ1n plr1nalations <lnrivecl 
ny the nssessee was om i tlt>rl to br! inr;lnrlcd in t111• 
taX<llJIC jnr.mnP.. ["his rr.St1l lnd in ta'\ lJOillC: ]PViPrJ 
sllo1·t by Hs.1J,2GO. 

011 the short levy being pointNl 0111 in audit 
in 1Jecc111bc1· lq85, the depart111crnt s tntntl (O<:tolier l'll,\G) 
tftdl an ntlrlitional demand u f H<>. 11 , 2GO hrid since l>t>Pll 
raised a gains t tl1e assnsBrc. 1 Ruprl!'t on 1·cr.m•01·y i:, 
nwnitcd (Or:lollcr 1DU7). 

The above cases WP.re 1·epo1·1erl 
in lllay 1986 ancl Fclwun,r-y 19117; tllni 1· 

lH'cn rncr.i vetl (October l 1Hl7). 

to Government 
r·n p I y Ins not 

6. 3 . Income from coffee crops escaping assessment 

Under the Karnataka Agricultural Income Tnx 
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Act, 1957. the income from coffee crop during the 
relevant previous year is computed on the basis ol 
valuation of points declared by the CoffPC' Aoc;ird in 
respect of such crop . Any receipt in respect or an 
earlier season' s coffee crop receivert during ttrn p1 ·c
vious year , over and above the amount nlready consi
dered for assessment in the precod i ng years . i.s cnn
sidered as income of the previous year. 

(i) In Chickmagalur dist1·icl, coffee receipts 
amounting to Rs .l ,41 , 97G in respect of 1977-713 crop 
season, declared by the Coffee Board on 2. 58 , 13<1 points 
of a n asscssec (at 55 naise per point) an<l rer.civr.cl 
by him during the previous year ro lnvnnt lo tho asscs<>
ment year 1981-132, were omitted to ue included in 
the total agricultural income for that year . This resul led 
in tax being l evied short by Rs. 79 , 584 . 

On the short levy being pointed out in audit 
in November 1986, the assessing officer agreed (Nov0m
ber 1986) to re-examine lhe case . Report on resul t 
of examination has not been received (October 1987). 

(ii) In case of an assessee in Kodagu district, 
the income from coffee . for the 1978- 79 crop season , 
amounting to Rs. 82 , 520 r ecei vecl cluring the previous 
year relevant to the assessment year 1981- 82 was not 
conside r e d for assessment. though returned by hi rn 
in his annual return for that year. The omission re
sulted in tax being levied s hort by Rs. 44. G31. 

On the omission being pointed out in audit in 
December 198fi, the assessing officer issued ( Or.cc111hcr 
1986) a notice to the assessee for rectifying the mistnke 
apparent from the records. Report on further act ion 
taken has not been received (October 1987). 
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(iii) Jn Kndagu rlislrict . l11c agl'icul lt11'<1l im:•1111r: 
rcluniecl IJ) an assesscc for lhc .i:_;spss1111~nl ym1r 1 ~lflfl-
111 included 11 sum of Rs . 1!i,711, !icing tlln r.nllPc i11r:n111P 
in rcspccl of 15 , 711 points awa1·clcrl to lli111 Jrll' 111r-
1U7B-7!l crop srmson. 'Ihc r.o l fne i11r:11mn 1111 15,711 p(ii111s , 
a t the r·atP of Rs . 7 pct· point ifL'clan•d IJy llw r·111 (PP 

noard. nctunlly amounlcd l•1 Hs.1,!l'l,!177. 011t of lliis. 
Rs.G2 , 911f1 was con<>iclcrecl i11 ll11' i1sse~:!rn1rn1t Y')i11 l<J7'J-
80 . llf!llC:f' baln11CP. i11COll l lJ or 1{s.•1fi,Wl2 sl•rn1ld IHI\,. 

becm considcrccl as col fpo inconu· in 111 i nss1!s<:u1r•11l 
year !!180-81, instuarl of f{s . 15,711. The mi~ 1'' 

rnsul ll'fl i n cscape111r.11t nf tn:-:nblr inr:rn110 tiy I{<;. ::11. HI 
mHI cn11s<'q11cnl short lovy of n1'= lly lb.13,Bl\:i . 

On Ille>. mistake hni11g pr1i11trJcl uut i11 a11dit in 
June HIUG, the department t'P.Ct ific>d llH' mistnk1• nnrl 
rair.r>ll adclitionnl clernnml of Rs.13.RH!i i11 .July l'lllfi. 

(iv) 111 Koclngu disltict, \'hilc HSSPSsing n Iliml11 
Undi vicletl Family for tho asc;c5s111ent year· 1 '1111-H·l, 
income I rom· cuffoo crop on ~HI, fl5G poillts rlrcl Jrr:d 
by the Colrcc Board at the rntc of H:::.7.25 per· pni11t 
for tile crop season 19f30- 81 upto ~1st Mn1·ch 1rrn1, 
was nnonrously worked out nt Hs.7 pPr point. Tile 
mic;laki· r·esullcc l in sllor·L co111p11tati1111 nl 1nx.1l1IP i111:111111: 
t1y Hs.2•1,014 and cc111sm1t1c:nl sl11wt lnvv of I.ix 
\Jy Rs. 15,GflQ. 

011 llH"! 111islnkc Ji1•ing pointi•!I 011t in 
M;H'Ch I !.lllri . I Ile dr>prirl 111r>r1l l"iJiSIJd ac.ld i I iun;il 
of Hs.15,GU<i nnrJ collcc-ted llw amount in Oclol1r1 

Tl1c 
l!JflG: the~ 

c<isc was roporlPc1 t11 Govrr n1nc11t 
n11 d it·1necl Ll1e fncts ll\p1·i I I <Jll7 l. 

:-iuc.lil in 
rlc nnml 
l llh. 

in hinc 

(v) 111 Mysnn• clistrir.t. wllilr> computinr. t11r 
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taxable agricultural income of an assessee for the 
previous year ending 10th Sep tern ber 1984 ( relevan L 
to the assessment year 1985-86) . coffee income from 
1982-83 crop season , on 2. 38. 489 points. was deter
mined at the rate of Rs.7.25 per point, instead of 
ut Rs . 7 . 70 per point (including 45 paisc pf'r 1 point 
declared on 21st Sep tom ber 1984) dee! a red by tlir3 
coffee Boa1cl. This resulted in shoc·t computation of 
taxable income for the assessment year 1985-86 by 
Rs.1 ,07,320. It was noticed that Lhe assessen firm 
!tad declared the aforesiad income of Rs. J , 07, :~20 
for thf.l assessment year lf.186-87. As there wa~ 
reduction in rate of tax during 1986-87 . the mistake 
in not taking Lhe income in thP relevant assessment 
ycnr resulted i n short rcalisotion of Lax hy Rs.lG,ODfl. 

The mistake was 
in August 1986; their 
(October l!J87) . 

repnrtecl to the rlopn1·tmPnt 
reply has not heen received 

(vi) In Chickrnagalur district, only fiJ ty per 
cent of pool pnyments relating to crop season 1976-
77 111arle by a company during the years 1976-77. 
Hl77-78 and 1978-79 were inclucJecl in the assossnicnt 
of an assessee on the plea Lliat lhe ossessco find 
his wife had pooled coffee together. Howcvor, il 
was nolicorl that the rcmnini11g fifty pPr cent or the 
pool pay men Ls recei vecl fr·om the corn pany were or11 i.L I Pd 
·to be included in the assessn ent or 1Hs I\ ire. The 
o;aissirn1 ·resul led in csc:.ipl'manl cif' lox on llw inc:nmr. 
ur ({S. 2·1. 2£18. fhL 36 'Mlfi 'fl!Hl Rs . 22. 5/l2 I or I hf' c\SS<'SS

mcmt · yccJrs l '177-78, 19711-79 nn.I l!J/9-130 r-cspectiv~l} 
oncl consequrmt short levy of t2x liv ~s.15.U!JY. 

The 
July 1!186; 
1987). 

case was roporlr>d 
their reply ttas not 

to the clopm· t mr311t in 
been l'ecei ved ( Octoher· 

(vii) I n Kodagu distr ict, wh i le finalising the 
ussessment of i ncome of an es ta l e ns l1;1"iants-in~xrnn:l1 , the 
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taxnblc agricult11ral income of each of the l en\lnts-in 
common was detr:>rminocl for the nsscsc;mc11t yem·s 1 Cl/fl-
79 and 1980-01 RS Rs. 22, 085 and Hs. h·1, 945 rr'!>pr>r:t i vr>J \'. 
These i.ncomos were excluded for tming taxed nlong 
with lhC' agricultural incomr fr om other sotwcr>s. llow
rver, there were no inrlividui1l files of llH'SU two 
memlJers borne on the rerorcls of tliu cnnr:e1·1uHl as'>es~:
ing officer and the said incomes escaped l<i.'<nliun. 
If the i.nco111c is nddccl lo thr ossessmrml~i nl tlH":" 
111e1111Jors as llindu Umliviclccl Fn111ily frw ll11•sn yP:11 s 
in that circle. the c:;ho1·t le\ y of t\lx rur lhcsr. ynrirs 
arnountccl to Hs.22,665 and Rs.:n.t:Hi rcspcclivr.I~'· 

On the mistµke being poinlccl 1111t in a11di t in 
May 1985, · the departmen t stntocl (.lnn11;-iry 1'1117) llinl 
the aclcli lional tax of Rs. 22. 6fl!i fu1· lhr. nsHoss111P11t 
year 11)78-79 hacl i>ince l>er11 IPviccl ullll 1;1il!Pr:ll'd i11 
June 1985 but no tax cuuld hr Ir\ ir,cl frw Lim yp:1r 
1980-81 as the net income even nrtm· thr ;iddilirn1 rn
sulled in loss in the hands of l>olh the persons. 

The case wns reported lo r;ovrrnmcnl in F<'IJn11J1·y 
1987; they confirmed lhe Facts (.lune 1 !187 J. 

(viii) Tn Chickmagalur district. the f;nnlilt• 
income ol an asscssee lur tho pr<'vious ycm· rnleymit 
lo tho assessment year 1980-8 l w ac:; 110 l rov i~;<'d \\'hnn 
the trixablr income of the firm. of which liP r.-ns a 
partner, was rcvisotl . Omiss i on lo assnss l11c n•yisucl 
share of i ncome of Rs.1,30 , 711 resulted in tax being 
lcvirrl short l>y Rs.22 , 000 . 

011 tile omiss i on being pointccl 
Ju l y 19fl'>, t he asc;essing auth01·ily 
1985 J the assbssmrmt . 

Olli i 11 

rrc l i r irrJ 
111d i l ill 

( /\11g11·~ l 
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The above cases were reported to 
between June 1986 and June 1987; their 
not been received (October 1987), except 
of sub-paragraphs (iv) and (vii) above. 

6.4. Incorrect determination of taxable income 

Government 
reply has 
in respect 

( i) Under the Karna taka Agricul tur.al Income 
Tax Act, 1957 and the rules made thereunder, any 
sum paid by an assessee as contribution to a gratuity, 
fund approved by the Commissioner for Rayment of 
gratuity under the t;>ayment of Gratuity Act, 1972, 
is allowed as deduction. In respect of agricultural 
income from tea grown and manufactured in tpe State, 
the portion of the income worked out under the Income 
Tax Act, 1961 and left un-assessed as being agricultural 
income, shall be assessed as income under the Karna taka 
Agricultural Ihcome Tax Act, 1957 . Under the Act of 
1957, deduction from agricultural income is allowed 
towards expenditure incurred on new cultivation of 
land for growing coffee subject to certain limits. Alter
natively, at the option of the assessee, deduction 
is allowable at a flat rate of twelve and a half rupees 
for every fifty kilograms of coffee produced and deli
vered to the Coffee Board. 

In Hassan district, while finalising the assess
ment of an assessee for the year 1978-79, a sum of 
Rs. 6, 19, 186 debited in his account towards provision 
for gratuity to staff was not added back to his income, 
eventhough actual expenditure incurred towards gratuity 
was also allowed as deduction. The mis take resulted 
in tax being levied s hort by Rs. 4, 02, 471. While allow
ing depreciation on machines of tea manufacture, as 
ded,uction for the year 1978-79, the entire amount 
of Rs.79,434 claimed was allowed , instead of limiting 
WC>·UIO 
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it to 60 per cent (as 40 per cent was claimed under 
Income Tax Act). This resulted in escapement of taxa
ble income by Rs.31,774 and conscriucnt short levy 
of tax of Rs. 20, 653. In the assessments for tile years 
1977-78 and 1978-79, expenditure in~urrecl to\vards 
maintenance of immature plants and expenses inc11r1 rd 
towards supply of plants and stackings were allowed , 
in addition to the deduction at flat rate of Rs .12. 50 
for every 50 kilograms of coffee produced and deli
vered to Coffee Board. The incorrect allowance of 
expenditure resulted in underassessmcnt of taxable 
income by Rs.2,13,092 for two years 1q77_73 and 1!J78-
79 and consequent short levy of tax by Rs.1,38,510. 
further, expenditure amounting to Hs.2B.G94 not spent 
in connection with the deriving of agricultural income, 
was also allowed as deduction during the years 1977-
78 and 1978-79, resulting in short levy of tRx by 
Rs.19,301. In the assessment year 1978-79, the sham 
of income .of another estate amounti11g to Rs. 39. 852 
was to be added to the inco111c; on the rnntrary i l 
was deducted. This resulted in short computation of 
•axable income by Rs. 79, '704 and consequent short 
levy of tax by Rs. 51, 808. 

On these mistakes, involving s hort levy of tax 
amounting Hs.6,32,?43, being pointed out in audit 111 
September 1986, the department revisecJ thP assessments 
and collected the additional demands of R"'.6,32,743 
in January 1987. 

(ii) Under the Karnataka Agricultural Income 
Tax Act. 1957, only 10 per cent of the cxpencli turr'3 
inc11rred on young and i mmature coll co plnnts is al lowa
blo as deduction in the com pula lion of agricultural 
income. Also interest on luans borrowed and actually 
spent on tho land from which the agricultural _income 
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is derived is allowable as deduction subject to the 
rate of interest being restricted to a maximum of 
12 per cent per annum. 

(a) In respect of an assessee in Chickmagalur 
district, the entire expenditure incurred during the 
previous years relevant to the assessment years 1982-
83 and 1983-84 towards maintenance of immature coffee 
plants was .allowed as a deduction in full , instead 
of restricting it to 10 per cent. This resulted in 
excess deductions of expenditure by Rs . 28, 500 and 
Rs . 1,20,420 respectively during the years 1982-83 and 
1983-84. Also the entire interest payments claimed 
by him were allowed in full for these two years, 
without restricting it to the maximum limit of 12 per 
cent per annum. This resulted in the taxable income 
being determined less for these years by Rs.34,100 
and Rs . 30, 000 respectively. The loss relating to 
assessment years 1982-83 and 1983-84 permitted to 
be carried forward to the following years was thus 
excess to the extent of Rs.62,600 and Rs.1,50,420 
respectively. The potential tax effect at the minimum 
rate amounted to Rs.17,670 and Rs.68,523 respectively . 

On these mistakes being pointed out 
(December 1986), the assessing officer agreed 
1986) to examine the case. Report on result 
nation has not been received (October 1987). 

in audit 
(December 
of exami-

'c b) In two cases of individual assessees in 
the same tlis trict, expenditure of Rs. 46, 000 (Rs.23,CXXl 
each) claimed as deduction towards maintenance of 
immature plants was allowed in full for the assessment 
year 1981-82, instead of restricting it to 10 per cent 
viz". , Rs. 2, 300 in each case . These mis takes resulted 
in tax being levied short by Rs. 26, 910. 
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On the mistakes being pointed out in auclil in 
October 1985, the assessing officer revised (J<11111a1·y 

1986) the assessments and collected the entire' amount 
in February 1986. 

(c) · In res pect of another assessee in tile s arno 
district. expenditure on immature plants was nllowod 
as deduction on 6 acres and 20 guntns at the rnte 
of Rs. 4, 600 per acre. ins tead of res tricting il to 
10 per cent. Consequently, the taxable income was 
determined 'less by Rs. 29 , 250 anti Rs . 31, 850 for the 
assessment years 1982-83 and 1984-85 rcspcctivnly, 
resulting in s hort levy of tax by Rs .17. 7G9. 

On the mistake being pointed out in nuclil 
ber 1986. the assessing officer agreed 
1986 J to examine the case. Report of result 
nation . has not been received (October 1987) . 

in Deccm
( Dcr:cm hor· 
of cxami-

(iii) Under the Karna taka Agricultural Income Tax l\c t, 
1957. a person deriving agricultural income from lancl on 
which coffee is grown, may, in lieu or deductions to
wards new cultivation of lands or replanting of coffee.at 
his option exorcised in writing. rloduct from his 
agricultural income a sum of twelve and a half rupoos 
for every fift y kilograms of coffee producetl ancl rlel i
vered l>y him to the Coffee Board. s ubject Lo mnxi
mum or 15 per cent of the average totnl agricultural 
income during the previous year and three years imme
diately preceding il, towards expentlilure for new 
t:ul livnl i1111, n :plnnl ing a1u l 111:ii11lf'1H1111 :P 111 i 111111 :11111·1· 

plants. If the said cxµu11dilurn is 11ol i111; u1Tetl 111 

that year, the permissible deduction may be carried 
for ward for a period of 5. years beyonc.1 the year 
of assessment and any such sum whjch is spent for 
purpose other than , that sp13cified above or which 
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remains unspent for 5 years shall be treated as ip
come of the year succeeding the fifth year. If at 
any time during the period o f 5 years. there is 
a change of ownership of such land either by sale 
or otherwise. the amount remaining unspent on that 
date shall be trea ted as income of the transferor 
for t he year in which the change of ownership takes 
place .. 

In Chickmagalur district . repl anting allowancP. 
of Rs. 35, 048 was allowed during the assessment year 
1979-80. Out of this, Rs.31 ,279 remained unspent 
at the end of assessment year 1984-85. The unspent 
expenditure of Rs . 31 , 279 should have been treatod 
as income for the assessment year 1985-86. being 
the year succeding the fifth year of carry forward. 
However. this was not added back as income during 
1985-86. The mis take resulted in tax being levied 
short by Rs.15,639. 

The mistake was reported to the department 
in November 1986; their reply has not been received 
(October 1987). 

The dbovc cases were reported to Government 
between January and September 1987; their reply 
has not been received (October 1987). 

fi . 5. Mi s takes in computa tion or tnxnhlo i ncome 

Under the Karnataka Agricultural Income Tax 
Act, 1957 , any expenditure (not being in the na ture 
of capital expenditure) incurred in the previous 
year wholly and exclusively for the purpose of deri
ving the agricultural income is to be deducted irt 
computing the taxable income of an assessee. 
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(i) In Belgaum district, while r:ompuling Lhe 
taxable agriCultural income of an assnss oe comp;:iny 
for the assessment years 1973-74 and 1lJ74-75. Lhe. 
assessing officer incorrectly allowed (April l 'HD l 
deductions in respect of capital expenditure of . ltq.26,754 
incurred on construction of roads and guest house. 
The incorrect allowance of deduction of Rs. 26. 754 

·during these years resulted in short levy of tnx 
by Rs.16,052. 

On the mistake being pointed out in audit in 
January 1987, the department stated (July 1987) lhal 
the case was under examination for revision of assess
ment. Report on result of examintion has not bnen 
received (October 1987) . 

(ii) In Chickmagalur district. a person hacl 
filed two separate returns qr income for tho assnss
ment years 1983-84, 1984-85 and 1985-BG, one as 
an individual in res pee t of income from ccr tain sources 
and another as an unregistered firm in respect or 
certain other sources. However. while finc11ising Lhose 
assessments . an expend iture of Rs .1, 78 . 727 incurred 
on 41.09 acres of coffeo lands in an es tate was 
allowed as deduction by the assessing officer in 
both the assess men ls for t he three years . As the 
coffee income from that estate was being i.ncludocl 
every year in the return filed as an indj victual . 
corresponding deduction towards expencliturc wns 
allowable only in that assessment. Tho incorrect 
allowance of deduction on this account in tile firm' s 
assessment also resulted i n lax being levied s hort 
by Rs . 78,069 in those yeaes. 

On the short levy 
in November 1980. the 

being pointed out in audi l 
assessing officer agree cl 
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(November 1986) to re-examine the case-'>. RPnort 
on action taken has not been received (October 1987). 

(iii) In Kodagu district, while computing the 
taxable income in respect of 6 assessees. the coff0e 
income amounting to Rs .1, 03, 206 for the assessment 
years 1979- 80 and 1980-81 escaped assessment due 
to computation mistakes such as incorrec t valuation 
short accountal of income . etc . This resulted in short 
levy of tax by Rs. 41 . 025. 

On this being pointed oul in audit in May 1985, 
the department stated (January 1987) that additional 
demands of Rs .14, 530 had since been raised in respect 
of two assessees and recovered in December 1985 
and August 1986. Report on action taken in respec t 
of the rema1n1ng assessees has not been received 
(October 1987) . 

(iv)(a) In Kodagu district, in respect of ano ther 
asses see, the net expendi lure on wages for the pre
vious year relevant to the assessment year 1977-78 
was adopted as Rs.2,48,278, instead of Rs.2,32,598, 
resulting in allowance of excess expenditure by Rs.15,6&. 
During the assess men l year 19,79-80, an ex punditure 
of Rs.10,080 incurred on paddy was also allowed , 
even though only the nel income from paddy was re
turned. Excess a~lowance of expenditure (Rs. 25, 760) 
resulted in short l evy of tax. by Rs .16, 744. 

(b) In Kodagu dis t rict , in respect of yet 
another assesseP. , deductions townrds interest amount
ing to Rs.18 ,172, curing charges of Rs.15,952 and 
depreciation of Rs .1 , 182 not admissible under the 
Act , were incorrectly allowed for the assessment 
year. 1993-84. This resulted in short levy of tax 
by Rs . 16 , 659. 
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On these mistakes being pointed out in aurJi t 
in December 1986, the department ini tlated ( DP.cemlwr 
1986) reclificatory action. Report on rectification 
h as not been received (October 1987). 

(v) In Mysore district, while com puting the 
income of an assessee for the assessment ye<1r 1905-
86, an amount of Rs.18,168 spent towarrls the acqui
sition of capital asse ts and other inadmissible expendi 
ture was allowed as deduction. Further, rluring the 
assessment years 1983-84, 1984-85, and 1985-86, a 
de duction of Rs. 25 , 680 towards depreciation was 
allowed in excess of the admiss iblo amount. Tho 
mistakes resulted in short computation of taxab le 
income by Rs. 43, 848 and consequent s hort levy of 
tax by Rs. 28, 501. 

On these mistakes being pointecl out in audit 
in August 1986, the assessing officer agreed (August 
1986) to revise thE} assessments. Report on action 
ta ken has not been received (Octobe r 1987). 

(vi) In Hassan district. while f inalisi ng the 
assessment or an assessee for the year 1981-82, dis
allowance towards wealth tax expenditure was malln 
to the extent of Rs. 36, 028, instead oms. 26 . 028. rc
sul ting in short computation of taxable income by 
Rs .10, 000. While making ;:in assessment for the yernrs 
1981-82 . 19132-83 and 1983-B·l, rebate towards IHP 
insurance premium amounting to Hs. G. ~77, Rs. 9, GOJ 
and Rs .11,473 respectively was allo1,ecl to the assessce, 
eventhough Llcductions on thi s accoun t harl bren 
claimed and were allowed under the Centrnl Incomr
Tax assessments a lso. Further , wh ile 111C1king assess
ment for 1985-86 , the net income of llrn assessee 
was incorrectly worke d out as Rs .1, 45. 254 ipstoad 

-
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of Rs .1, 54, 254 . The mistake resulted in short deter
minalion of taxable income by Rs.9,000. All these mis
takes resulted in short levy of tax amounting to 
Rs.27,383. 

On these mistakes being pointed out in audit 
(September 1986), the department stated (July 1987) 
toat the said assessments had been revised and 
amount of Rs.27,383 collected in January 1987 and 
March 1987. 

(vii) In Kodagu district, while finalising the 
assessment of an assessee for the year 1981-82, the 
admissible deductions of Rs. 4, 53, 026 were allowed 
out of the gross income of ~.7 ,22,763. The taxable 
income was wrongly arrived at Rs.2,55,218 instead 
of Rs. 2, 69, 737. The mistake resulted in short am
puta tion of taxable income by Rs .14, 519. Further , 
in the assessment for the year 1982-83, expenditure 
disallowed (Rs . 38, 750) on 15. 50 acres of young and 
immature plants was computed at the rate of Rs. 2, 500 
per acre, instead of Rs. 2, 000 per acre. The mistake 
resulted in short computation of taxable income by 
Rs. 7, 750. These mistakes resulted in ·short levy 
of Lax amounting to Rs .14 , 475 . 

On these mis takes being pointed out in audit 
in December 1986, the department stated (July 1987) 
that rectificatory orders had since been passed 
in May 1987. 

(viii) In Kodagu district, while assessing the 
agrj cultural income of an assess be (In di vidua 1) for 
the previous years relevant to the assessment years 
1977- 78, 1978-79 and 1979-80, the assessing officer 
allowed deductions of Rs. 21, 000, Rs. 26, 100 and ~.26 ,100 
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rnspectively towards maintenance allowance paid by 
the assessee to his mother in lorms of Cl will of 
his late ·father, though these llr>eluctions wr1·r not 
all missible under the provisions of the Act. The 
incorrect allowance of deductions rosul ten in sho1· l 
computation of agricultural income by Rs . 73 , 200 a11d 
consequent short levy of tax by Rs. 4 7, 580. 

On lhe mistake be i ng poinled ou l in alllli l in 
Uecem ber 1986, the assessing offico1· lniti<1 led (I >occ111-
ber 1986) rectificatory action. Report on act ion la ken 
has not been received (October 1!J87). 

(ix) ln Kodagu dislric l, wlliln co111p11l ing (i\lu 1·1: 11 
1984) the taxab'le · income of an asscssee for the p1·0-

vious year relevan t to the assess ment year 1 CJ7lJ-IJO. 
a deduction of Rs.51,738 (to thr extent prcsr.l'il>e<I 
in the Act) was allowed by the assessing offico1 
towards deprecialion allowance , in ndflilion to Rs.IJ.1,800 
already debited on that accounl by the asses~:('C 
in lhe profit and loss account. Tllo 111 islrikc rcRu l lccl 
in less computa tion of taxable incomn by Hs.n4,fl'JO 
and consequent ·short levy o f lax hy Rs.42 ,1713 . 

On the shorl levy being poinlr.cl out in audit 
in Dece1111Jer 1986, tho assessing officer issued ( 1Jece111-
be r 1986) notice to the assessro under Sec tion 37 
of the Act for rectifying the 111islC1ke. Report on 
r ec tifica lion has not· been r ecci vc cJ (De tohor 11Jll7) . 

(x) In CMckmagal ur dic:;tricl, wh ile computu1g 
(May J 9115) the taxable i ncome of an assnssrr. lor 
the previous yenr relevant to L110 il~scssmcnl vcar 
1980-111 , a •deduction of Rs. 34, 1Gq towards insurn111.a 
premia paid against loss or d -Hnage of crop~ wns 
allowed b y the a5sessing officer , rwnnthough lltis 
amoun t ha d already been clnbilerl by the asscsspr• 
in his profit and loss account. The mistake rr sultPd 
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in allowing the deduction twice and consequent short 
levy of t~x by Rs. 11, 959. 

On the short levy be ing pointed out in audit 
in November 1986, the assessing offjcer agreed ( Novem
ber 1986) to examine the case. Re port on result of 
examination has not been received (October 1987). 

(xi) In Chickmagalur district. while computing 
the taxable agricultural income of an assessen · for 
the previous -years relevant to the assessment years 
1982-83 and 1983-84, the assessing officer allowed 
expenditure at the rate of Rs. 5 , 400 and Rs. 5, 500 per 
acre respectively on 267 acres and 21 guntas as against 
259 acres and 31 guntds of coffee bearing land declared 
by the assessee. The excess allowance of expenditure 
on 7 acres and 30 guntas resulted in the taxable agri
cultural income being determined short by Rs. 84, 475, 
and consequent short levy of tax by Rs . 54, 909. 

On the short levy being pointed out in audi l 
in November 1986, the .assessing officer agreed ( Novem
ber 1986) to re-examine the assessment records. Report 
on action taken has nnt been received (October 1987) 

The above cases were reported lo Government 
between October 1986 and July 1987; their reply has 
not been received (October 1987 l. 

6.6. Excess deduction towards interest 

Under the Karnataka Agricultural Income Tnx 
Act, 1957, in computing t he agricullurdl income of 
a person, any interest actually paid in the previous 
year, on any amount borrowed and actually spent on 
the land fro m which the agricultural lncome is derived. 
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ts allowable as deduction subject to interest n 1to 
being restric ted to a maximum of l2 per cont per 
emnum on the amount borrmvccJ, prov itled Lhc nr.ell 
-tor borrowing was bona fide having rogard to the asse ts 
of the assessce at that time. 

(i) Jn Chickrnagalur and Ko<lngu clislric l s , 14 
c.ssessces cl aimed , in their annual re turns, in ros pccl 
of the prevjous years relevant to the nssessmenl yoiln; 
'978-79 and 1981-82 to 1984-05, deduc tions lownrds 
tnterest at higher rates on . loans obtained and s pent 
on lands. These deductions were allowed by the nssess
ing offi cers instead of restricting them to 12 pc1· 

cent admissibl~ under the Act. The mistflk13s resultr~cl 
I n tax being l evied short by Rs .1, 34 , 071 on the ex cnss 
deductions of interest amounting to Hs. 4 , 11 , 174 allo wed 
by the assessing ofricors. 

On the mistakes being pointed out in auclll be t
~een July and December 1986, the departrnon l s t;i Lrcl 
(July 1987) that revised orders harl si nee hoen pnssnr l 
I n respect of 3 assessees and llir. ncl cli li nnn l dr111n111 ls 
fOr Rs . 78,790 raised agains t lhrnn by 0 11f' assessing 
offi cer in Chi ckmagalu r distric t. Furlhr. r· rr. por t i i:; 
Cl wa i tecl ( Oc lobar 1!:lll7) . 

The cases were reported l o l;overnmcnl j n t-larr.h, 
Aprll and June 1987 : their rep l y hi:is not been r ecr i\·e<i 
Coc tobor 19l17). 

(ii) ln respect of anolhc i- asscssRe in r:1ti r: l~-

1?1agalur distri ct , taxable incnmr. was short r.n111pulerl 
VY Hs. 50, l 54 during the assess ment year 1!183-134 1h.11· 
to the allowance of i nterest (Rs . 45 ,196) twice am \ 
other inadmissibl e ex µcnses o f Rs. 4, 958 . Tile nris lilkes 
t-esulled · in s hort levy of tax by Rs.10,52Cl. 
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The mistake was reported to the department 
in November 1986 and to Government in May 1987: 
their replies have not been received (October 1987) . 

6. 7. Short levy due to incorrect adoption of status 

Under the Karnataka Agricultural Income Tax 
Act, 1957 and the rules made thereunder, any part 
of the income from coffee crop of the previous year, 
not accruing and not received in that previous year, 
is required to be taken as . income of the year in 
which it is received. 

In Hassan district, an assessee, who was being 
assessed in the status of an individual upto the assess
ment year 1983-84, entered into partnership with 5 
others, in a firm constituted with effect from 1st 
April 1983. According to the partnership deed, payments 
from Coffee Board relating to 1982-83 coffee season 
and the entire back payments relating to earlier 
seasons received after 1st April 1983 . would be pooled 
to the firm to which all parties would be entitled. In 
pursuant to above partnership deed, coffee income 
amounting to Rs.1,47,256 pertaining to 1982-83 and 
earlier coffee crop seasons, recei vcd during the pre
vious year relevant to the assessment year 1984-85, 
was treated as income of the firm and assessed to 
tax at the hands of all the partners. 

As coffee crop for 1982-83 and earlier seasons 
was pooled to the Coffee Board only by the individual 
and corresponding expenditure was also allowed as 
a deduction at his hands, any coffee income relating 
to those seasons, even if re·ceived after the constitution 
of the firm, ·cannot be treated as income of the firm. 
This was income of the individual and was assessable 
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at his hands. The incorrect assessment 
of Rs.1,47,256 in the sta tus of firm 
of the partners, ins tead of in Urn 

of coffee inG01i.c 
al the hands 

l1;:irnls of the 
individual. I"esul ted in tax being 
Rs.66,466. 

levied s l1ot·L l)y 

On the short levy being pointed out fo audi l 
in September 1986, the assessing officer submitled 
the case to the higher authorities, for suo motu revi
sion. Report on action taken has not been received 
(October 1987). 

1987; 
1987). 

The case was 
their reply 

reported 
has not 

to Government 
beon rcceivnd 

in July 
(October 

6.8. Mistakes in assessments of cases of lllndu Un
divided Family 

Under the Karnataka Agricultural Income Tax 
Act , 1957, total agricultural income moans the aggrcgi'lle 
of all agricultural incomes c.leri vod by a person from 
land situated in the State of Karnataka. 

In Chickmagalur district, an assossoe who was 
being assessed in the Status of Hindu llndivided rarnily , 
inherited (25th July 1977) share of property in another 
estate enjoyed by his late father. for the assessment 
years 1978- 79 and on1vards, two so rion·;iln assessments 
were mac.le vi.l. . one as Iii ndu Undi v icll•d Family ancl 
another as 1 Individual 1 in respect of the properly 
inherited in July 1977. As tho assessec 1 s children 
had a right in thn property inhcrilorl (.luly L977) 
by hirn from his father, the income dPri ved from 
the property inherited should have been assessed 
along with the income derived as Hindu Undivided 
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Family. Further, expenditure was allowed in r es pect 
of 44.35 acres as against the actual coffee yielding 
area of 41. 34 acres in respect of estate inheriled 
by hi m. The omission to assess the total agricultural 
income in the status of Hindu Undivided Family and 
excess allowance of expenditure resulted in tax be ing 
levied short by Rs. 28, 22~ for the assessment years 
1978-79 and 1979-80. 

On the omission being pointed out in audit in 
J uly 1980, the department stated (April 1987) , that 
action had s ince been initiated for suo motu revision 
of the case. 

The case was reported to Government in February 
1987; they confirmed the facts (June 1987). 

6. 9. Incorrect grant of exemption from tax 

In terms of a Government notification issued 
on 30th November 1983 under the Karnataka Agricultural 
Income Tax Act. 1957, agricultural income derived 
from non-commercial crops and commercial crops grown 

. on dry lands was exempt during the period from 1st 
April 1975 to 30th March 1982. However, income de
rived from plantation crops, areca, coconut, mango 
and other commercial crops grown on wet/irrigated 
l ands during the said period was liable to tax . 

In Bangalore d istrict, in the case of an assessee 
whose accounttiig period ended on 31st May 1981, income 
from areca and coconu~ amounting to Rs .1, 12, 154 dPri ved 
during the previous year 1980-81 relevant to assessment 
year 1982-83 · had not been brought to tax. The in
correct grant of exemption resulted in· tax being levied 
short by Rs.46,815. 
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On lhe omission being poinlccl out in audit in 
December 1986. the department recovered (December 
1986) the entire amount. 

1987; 
1987 ) . 

The case was 
their reply 

reported 
has not 

to Government 
l.Jeen received 

6.10. Mis take in computation of tax 

in April 
(October 

Under th~ Karnataka Agricultural Income Tax 
Act . 1957, where the total agricultural income exceeds 
Rs .1, 00, 000. the tax payable is Rs. 31, 840 plus 65 
per cent of the amount by which the total income 
exceeds Rs.1,00,000. 

In Chickmagal ur district, while finalising the 
assessments of two assessees for the year s 1977-78 
and 1978-79 . the tax payable on the total agricultural 
income of Rs.7,69,449 and Rs.1,36 , 601 was incorrectly 
worked out as Rs .4,39,084 and Rs.48,310 as against 
the correct amounts of Rs. 4, 66, 982 and Rs. 55, 630 res
pectively. The mistakes resulted in tax oeing levied 
short by Rs.35,218. 

On the mistakes being pointed out in audit in 
November 1986, the assessing authority agreed (November 
l986) to examdne ithe cases. Report on examination 
has not been r eceived (October 1987). 

The case was repor ted to Government in February 
1987: their r eply has not been received (October 
1987) .• 

6.11. Non-levy of interest and penalty 

Under the Karnataka Agricultural .Income Tax 
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Act, 1957, if an assessee makes an application for 
being allowed to pay the tax due i.n ins talments . lhc 
assess ing officer, may, by order in wrilting, illlow 
the assessee to pay the tax due. in inslalmenls noY 
exceeding four in number al such intervals ;::is lhe 
said officer may fix or extend the lime for the p;::iy
ment of the entire tax due if the assessee unclertakes 
in writing to pay interest a l rates charged by schedu
led bank for unsecured loan. The assessing officer 
in his discretion may also extend the date be fore 
which the return under section 18(1) has to be fur
nished subject to the condition that lhe assessee under
takes lo pay the interest at 12 per cent per annum 
on the tax due from the due dates till the actual 
dale of payment of tax. The assessing offii;:er may 
also direct a person to pay in addition to tax, by 
way of penalty, a sum calculalnd al 10 per cent of 
the amount of tax paid short, if after final assessment, 
it was found that the advance tax paid by the person 
was less than the tax payable by more than 25 per 
cent. 

(i) In Chickmagalur district, an assessee did 
not pay the tax within stipulated time in the demand 
notice issued on conclusion of provisional assessment 
for the assessment year 1983-84. No interest was levied, 
though interest of Rs.10,129 was leviable. For belated 
submission of reforn also, no interes t was levied, 
though interest of Rs. 8, 130 could have been levied. 
Further, as the advance tax pAicl by the assessee 
was less than the tax payable by more than 25 per 
cent, penalty of Rs.7,831 could have been levied, 
hut. no penalty was levied. There was also mis lake 
in computation of tax, which resulted in short levy 
of tax by Rs.9,821. 
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On these mistakes being pointed out in auui t 
in July 1986, the department s tated (June Hl87) , that 
additional demands for Rs . 9, 821 nnd Rs. U. 1.Hl hncl 
s ince been r a i sed and recovered i n February 1987. 
that the interest of Rs . 10,129 levied had been allowed 
in appeal by the appellate authority , one.I that llH' 
a:tsessee had gone in appeal before appellate Lri!Jurn1l 
agalns t the levy of penalty of Rs. 7 , 831. 

(ii) In Chi ckmagalur district, in rr.spccl or 
10 assessees, the assessing authority did not levy 
inte r es t for de lay in filing of re turns for the ass0ssmen l 
years 1981-82 to 1984-85. Tho interest rimn1111ling tn 
Rs . 36,680 was leviablo , but il wns not lnviuc.l. 

On the omission bei ng pointed out in audi l in 
Jul y 1986, the department staled (bot ween May and 
August 1987 ) that interest had s ince been levied in 
all the 10 cases and the entire amoun t rocovenxl bet
ween July 1986 and July 1987 . 

The case was reported to Government i n February 
1987; they confi rm ed (June 1987) the recovery o r 
Rs.33,334. 

(iii)(a) In Chickmaga lur dis trict, on fin nli sa lion . 
of assessments in case of 15 assessees, advance tnx 
paid for the assessment years 1982-83 to 19fl4-85 roll 
short of the Lax payabl e by more Lhnn 25 1wr cent. 
But assessing officier did not levy any penalty, though 
penalty of Rs. 46, 840 could have ,been l evied in ll)ese 
cases . 

On tnis being pointed ou t in audi t (July 1986) 
the department accep ted (May 1987) the objec t ion, 
and 113vied penalty in 13 cases and ini t iated action 
in the r emaining 2 cases . 
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The case was r epor ted to Government in March 
1987; they confirmed the facts (July 1987) . 

( b) In :another office in Chickmagalur district, 
on completion of assessments in case of 9 assessees, 
advance tax paid for the previous years relevant 
to the assessment years 1981-82 to 1985-86 fell short 
of the tax payable by more than 25 per cent. But 
no penalty was levied by the assessing officer, though 
penalty of Rs. 48, 172 could have been levied in these 
cases. 

On the omission 
November 1986) , the 
1986) to take action. 
been received (October 

being pointed out in audit _i n 
department agreed (November 

Report on action taken has not 
1987). 

( c) In the case of another assessee in Chick
magalur district, the advance tax paid for the three 
previous years relevant to the assessment years 1981-
82 to 1983-84 fell short or the tax payable by more 
than 25 per cent. Penalty of Rs.30,476 could have 
been levied in these cases, but no penalty was levied . 

The omission was pointed out in audit in July 
1985; r eply of the department has not been received 
(October 1987). 

(d) In Kodagu district. though the advance tax 
paid by 23 assessees fo r the assessment years 1980-
81 to 1982-83 -fell short of the tax payable by inore 
than 25 per cent, the assessing authority did not 
levy any penalty. Penalty or Rs. 31 , 342 could have 
beeA levied in these cases. 

The non-levy of penal ~y was pointed out in audit 
in June 1986; repl y of the department has not been 
received (October 1987). 



174 

The above cases were reported to 
between January and March 1987; their 
not been received (October 1987) save in 
sub-paragraphs (ii) and (iii) (a) above. 

Government 
reply has 
respect of 



CHAPTER 7 

LAND REVENUE 

7 .1. Res ul ts of Audit 

Test check of records in taluk offices rel a ling 
to land revenue, conducted during the year 1986-87, 
revealed short levy of land revenue and water rates 
amounting to Rs. 565. 42 lakhs in 75 cases, which broadly 
fall under the following categories. 

No.of 
cases 

1. Short levy of land 
revenue and cesses 5 

2. Short levy of water rate 27 

3 . Short levy of maintenance 
cess 23 

4. Other irregularities 20 

Total 75 

Some of the important cases are 
in the following paragraphs. 

7 .2. Omission to raise demands for waler rate 

/\111ount 
(Jn lakhs 

of rupees) 

40.75 

45G.on 

49.68 

18 . 90 

--------
565 .42 
--------
mcnl ionrnl 

Under the Karna taka Irrigation l\c t, 1965 <ind 
the rules made thereunder, at the cull) mencemcnl o f 
each irrigation season, the Irrigation Ofrir.er is required 
to notify the quantity of water to be releas~d from 
an irrigation work and the areas to be irrig<ttccl , 
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as also the kinds of crops to be grn~vn thereon. On 
the basis of this notification ancl after the actual 
release of water, an officer of the Rovm1uo Department 
and another from Irriga tion Department joinlly inspect 
and prepare a statement of each survey number to 
which water was supplied or made available and tho 
traps raised therein. Thereafter, the Irrjgalion Officer 
is required to prepare a statement of water rates 
paya ble by each land holder after taking into account 
objections received, if any, and forward it to tho 
Revenue Officer concerned for callee tion . 

(i) In 7 tnluks in Dharwnr, Rnicl111r, (;ulburg;i 
and Oollary districts , in respect uf waler maclc availnblr 
from Government I rrigation Works during various periods 
falling bet ween 1980-81 and 1985-86, demands for water 
rate amounting to Rs.3 , 42,77,210 were not raised by 
the Tahsildars, even though l andholder-wise demand 
statements had been received from the ll'rigation Officers 
concerned. 

The omiss ion \vas pointed out in nucJit between 
February 1986 and February 1987; reply of tho depart
ment has not been recei vocl ( Oclobor 1 !J07). 

(ii) In 5 taluks in Kodagu, Bijapur, Chitradurga 
and Mandya districts , in respect of waler made avail
able from Government Irrigation works rluring lhn years 
1979-80 lo 1084-85, demands for wnlcr rate were 
raised by the Tahsildars for Rs. 73 . 30 , 3511 only as 
against Rs.1,31,54,672 intimated l>y the Trri gation 
Officers concerned as duo from th e land lmldern. Th is 
.resulted in demand being raised s hort by Rs. 'i8 , 24 , ,nu.._ 
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On the mistakes being pointed out in audit betwe01 
January and October 1986, the department stated (July 
1987) that demand for Rs. 5., 59. 596 rel a ting to Chitra
durga district had since been raised in June 1987. 
Report on actiqn taken for the balance amount has 
not been received (October 1987). 

(iii j In 7 taluks in Hassan. Mysore. Chitradurga. 
Tumkur and Kodagu districts • in respect of water made 
available from Government irrigation works. demands 
for water rate were not raised by the Revenue Officers 
for the various years falling between 1980-81 and 
1985-86 for the reason that the demand statements 
for those years had not been received from the Irrigat
ion Officers concerned. tOn the basis of information 
on irrigable area and the crops grown normally by 
the land holders. as available in the Taluk Offices, 
demands not raised amounted to Rs. 46. 63 lakhs approxi
mately. 

On this being pointed out in audit between October 
198!i and October 1986, the department stated (September 
1987) that the demand statements in respect of a taluk 
in Chitradurga disrtrict for the years 1983-84 to 
1985-86 had since been received from the Irrigation 
department between February and August 1987 and 
an amount of Rs.2,18,032 taken to demand in July 
and August 1987. Reply in respect of other districts 
has not been received (October 1987). 

(iv) In a taluk in Mysore district. demands for 
water· rate amounting to Rs. 43. 220 for supply of water 

'over 339 .14 acres during the years 1982-83 and 1983-
84 and over 405.83 acres during the year 1984-85 
under a lift irrigation scheme. were nor raised by 
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the Tahsildar, even though the water rate statements 
had been received from the Irrigation Officer in October 
1984. Further, for want of water rate statement from 
the Irrigation Office, no demands were raised for 
s uppl y of water under the said scheme over 405. 83 
acres during 1985-86. Water rate recoverable worked 
out to Rs .19 ,480. 

The om.issions were· pointed out in audit in April 
1986; reply of the department has not been received 
(October 1987). 

The above- cases were reported to Government 
between March 1986 and May 1987; their reply has 
not been received (October 1987) . 

7 .3. OmissiQn to raise demands for penal water rate 

Under the Karnataka Irriga~ion Act, 1965. if 
any person uses water from any irrigation work without 
obtaining the required permission, he shall, in addition 
to any penalty which he incurs for such unauthorised 
use of water, be liable to pay water rate at such 
rate, as may be determined by the prescribed officer. 
not being less than ten times and not exceeding thirty 
times the rate, he would otherwise have been required 
to pay. had he obtained the permission. Also, if 
any c:rop other than that notified ~s grown, the grower 
shall be liable to pay water rate not being less than 
five times and not exceeding ten times the water rate 
applicable to the crop grown. as may be specified 
by the Irrigation Officer. 

(i) In a Taluk in Chitradurga distric t.demands 
for penal water rate amounting to Rs. 7, 70. 709 for 
unauthorised use of water from irrigation works and 
Rs .1, 88. 04, 363 for violation of cropping pattern during 
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the years 1980-81 and 1981-82 levied by the Irrignlion 
Officer and intimated to the Tahs; ldnr for r cr.overy 
were not raised by the latter . 

On the omission l1eing point0.d out in a11d It in 
March 1966, tte department stated (July 1987) that U1~ enliro 
amount had sincebeentaken to derpand in July 1986 andJuno 
1987. 

(ii) In a taluk in Raichur clistrict, demanrJ 
statements for Rs.33,30,392 towards penal water r ate 
for unauthorised use of water over an area of 1602. 39 
acres by land holders .. during the years 1!)81-82 to 
1983-84 and for Rs.63,818 towards penal waler ralc 
for violation of cropping pattern over an area of 159. OS 
acres by land holders during the year 1981-82 were 
received from the Irrigation Officer in the taluk 
office onl v in January 1986. Due to delay of 4 Lo 
5 years in the receipt of demand statements, the a11::u1ts 
remained unrealised. 

The omission was pointed out in audit in Febru<1ry 
1986: reply of the department has not been received 
(October 1987). 

(iii) In 146 cases o f unauthorised use of water 
from an irrigiation work. in a taluk in Mandya dis trict 
over an area of 110 acres dur lng the years 1976-77 
to 1982-83, no penal water rate wns levied. Even 
at the minimum penal water rate (ten limes the ralc 
applicable to paddy grown in this area), non-levy 
amounted to Rs . 33 ,000. 

The omission was pointed out in audit in April 
1986: reply of the department has not been recei voe! 
(October 1987). 
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The above cases were reported 
between March ;1110 July 1987; their 
been received (0 lober 1987). 

to Government 
reply has not 

7 .4. Non-levy or short levy of maintenance cess 

As per the Karnataka Irrigation Act, 1965, annual 
maintenance cess of Rs. 4 per acre of land in the area 
benefited by any irrigation work maintajned by Govern
ment is to be levied. However, · no cess is leviable 
in cases in which no water had been made available 
during lhe previous two consecullvo years . rurthor, 
as per the Karnataka Irrigation (Amendment) Rules, 1972, 
the Tahsildar .concerned is the authority for levying 
the maintenance cess levia ble on such lands. 

( i) In a taluk in Chitradurga district, on 61, 077 
acres of irrigable land, benefited by Government 
Irrigation works during each of the years 1983-84 
and 1984-85, maintenance cess amounting to Rs. 4, 88, 616 
was le viable, but was not levied. 

On the omission being pointed out in audit in 
March 1986, the department stated (July 1987) thal 
an amount of Rs. 4, 35, 842 due in respect of 1, 08, 960 
acres benefited by irrigation works during 1983-84 
and 1984-85 had since been taken lo demand in June 
1987 and that in respect of Lile remaining area of 13, 194 
acres. no cess was leviable as no water had been 
made available during the previous two consecutiye years 

(ii) In 20 taluks, in respect of 9,66,130 acres 
and 5 guntas of land benefited by irrigation works 
maintaine d by Government, maintenance cess amounting 
to Rs. 31, 97, 929 was leviable for various "years falling 
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between 1978-79 and 1985-86 . but it was no t levi e d . 

The omission was pointed ou t in a ud it be tween 
February 1986 and February 1987 ; the rlrpar lm ont s t;i tecl 
(October 1987) that an a mount of Rs . J !i ,667 rel a ti ng 
to Bangalore district had been taken to rl <' m<i nd in 
September 1987; reply of the d e pa rtmen t i 11 1'os rwc l 
of the remaining cases has no t been r er.ei ved ( Oc to lmr 
1987). 

(iii) In two taluks o f Mysore ciis tric l ;mrl in 
one taluk each of Mand ya, Dharwa d. Ra ic hur and Oija pur 
districts. on 4. 79. 843 acres of l and bcmefilerJ b y Govnrn 
ment irrigation works during various period s f(J l I i ng 
betw~en 1979-80 anrl 1985-86. ma inte nance GP.SS a mounting 
to Rs . 11,18,957 only was levied, as agains t Rs . 19,1'1, J 72 
leviable. This res ulted in cess be ing levied s hort 
by Rs.8,00,415 . 

The short levy was pointed out in aud it belwo0n 
April and August 1986; reply of the d e pa rtme n t lrns 
not been received (Oc tobe r 1987 ) . 

(iv) In a taluk in Chit ra durgR tlis t r i c t, nul of 
an irrigable area of 62. 880 ac r es . ma in tonance Cl'<.;S 

was to be levie d on 59 ,363 acres during the yt:<ws 
1980-81 to 1982-83 as wa te r was no t made ava il ;ilJl c 
for two consecutive years in r espec t o f rema ining Rrea 
of 3517 ' ac res . However, mainlonnncc r.ess a111ounli ng 
lo Hs .4,60,880 only was lov iocl dur ing these years . 
instead of Rs . 7 , 12 , 356 actua lly levia ble on 59 , 363 
acres at the ra le of Rs . 4 pe r nr.rc . This res ul tori 
in short levy of ma inte nance ccss a moun t i11g lo Rc; .2,51,476 . 
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On the short levy being pointed out in 
(July 
been 

i n February 1986, the department stated 
that an amount of Rs.2,51,476 had since 
to demand in Se(>tember 1986 and June 1987. 

audit 
1987) 
taken 

The above cases were reported to Government 
in March and June 1987; their reply has not been 
received (October 1987) . 

7 . 5. Nm- recovery or short recovery of conversion 
fine 

Under the Karnataka Land Revenue Act, 1964 and 
the rules framed thereunder, when any land held for 
the purpose of agriculture (and assessed as such) is 
permitted to be used for any purpose unconnected with 
agriculture, a conversion fine is leviable at the rate 
prescribed on the basis of the area of the land and 
the place · in which the land is situated. With effect 
from' 7th May 1979, a fee of Rs. 35 for each survey 
number is also recoverable in such conversion cases 
towards charges incurred for survey and demarcation. 

( i) In a taluk in Mysore district, in 21 cases 
in which permission was a~corded during the years 
1982-83 to 1985-86 for the use of agricultural land 
for non-agricultural purposes , the prescribed con-
version fine and fee amounting to Rs. 3, 19, 192 and Rs . 770 
respectively were recoverable, but were not recovered . 
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The non-recovery was pointed out in aud it in 
June 1986; reply of the department has no t been rncei vc <l 
(October 1987) . 

. (ii) In one taluk each of Mysor e and Oell ary 
districts, in 7 cases, conver s ion for use of agricultural 
land for non-agricultural pur poses was permitted during 
the years 1984-85 and 1985-86. but due to ;:i pp li cation 
of incorrect rates, conver s ion fine was lev ie d short 
by Rs.29,260. 

The short recovery was poin tnd out in aU<I i l 
in June and August 1986 ; reply of the de par tment has 
not been received (October 1987). 

'11le above cases wer e 
in July and September 1986; 
been received (October 1987) . 

r e porte d to Government 
thei r r e ply has not also 

7 .6. Non-levy of land revenue and fine for unauthor-
ised occupation of Government lands 

Under the Karnataka Land Re venue Ac t, 1 !J64. 
if any person who unauthorised) y uses oc occupi ns 
any Government land to the use or occupa ll on . of whic l1 
he is not entitled, he shall pay I and revenue ri t 
twice the amount of assessment, for every y0ar of 
unauthorised occupation . He shall al so be liable to 
a fine not exceeding Rs. 500 per acre per year . if 
such occupation is for the purpose of cultivation 
and not exceeding Rs .1, 000 per acre per year, if s uch 
occupation is for non-agricultural purposes. as determined 
by the Deputy Commissioner. 
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(i) In a taluk in Hassan district, 486 persons, 
in unauthorised occupation of Government lands measuring 
1, 373 acres since 1980-81, had not been assessed to 
land revenue , nor was any fine levied on them. The 
omission resulted in non-levy of land revenue amounting 
to Rs. 37, 730 for the period from 1980-81 to 1985-86, 
based on the m1mmum annual rate of assessment of 
Rs.2.29 per acre applicable to lands in that area.' 

(ii) Similarly, in a taluk in Chilradurga distict, 
256 persons, in unauthorised occupation · of Government 
l9nds measuring 695 acres since 1977, hau not been 
assessed to land revenue nor was any fine levied on 
them. The ·amount recoverable towards land revenue 
alone in these cases worked out to Rs. 25, 242 for the 
period from 1978-79 to 1985-86, based on the minimum 
annual rate of assessment of Rs. 2. 27 per acre applicable 
to lands in that area. 

The non-levy was pointed out in audit in May 
1986 and September 1986; reply of the department 
has not been received (October 1987). 

The above cases 
in June and July 1987; 
received (October 1987). 

were reported to Government 
their reply has a l so not been 

7 . 7. Non-recovery of price of land 

Under the 'Karnataka Land Grant Rules. 1969, in respect 
of dry land and rain-fed wet lands granted for agricul
tural purposes, the price recoverable from the grantees 
shall be not less than fifty times and not more than 
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two hundred times the land revenue payable 
lands. llowever , Government are empowered 
any of the provisions of the rules in any 
classes of cases by issue of an order . 

on such 
to relax 
case or 

(i) ln Sep tember 1977 , Governm ent issued an 
order. unde r the powers vested i n them, wa1 vrng tho 
recovery of 75 per cent of the upset price fixed in 
r espec t of lands granted to poor and marginal farmers 
in a ta luk in Bidar district and direr.ling that onl y 25 
per cen t of the price l.Je rec:ovnrccl from thr.111 . In 
respect of 553 l and grant cases in lhill tnluk in which 
the title was transferred to the a l lol tees during 1977-
78 and subsequent years , the price r ecoverable al 
25 per cent. amounting to Rs. 59. 826 , was not recovered 
nor was it taken to demand. 

The non-recovery was pointed ou t in r:iudil in 
Jul y 1986; reply of the d~partrnen t has not been received 
(October 1987) . 

(ii) The Karnataka Land Gran t Rules. 1969 prov i lie 
that land not exceeding five hoc.tares (12.5 acres) 
may l.Je granted to a pe rson eligible unuer the rules 
on collection of marke t value for cultivation o f cashewnul 
subject to the condition tha t the total holding under 
cashew culti vation of s uch gran tee rlnr.s not oxc:ro!l 
ten hectares . 

A land measuring 7.07 acres situated in a v illage 
in Dakshina Kannada district was allottnd to ;"I n npplicar~ 
during March 1982 at the rate of Rs .160 per acre for 
cashew cul tivation , as against the market price 



186 

of Rs.5,000 to Rs.8,000 per aero prevailing at that 
time in respect of land situated in that village, as 
verified from the sale deeds reg is terod in the concerned 
sub-registries. Even at the minimum market rate of 
Rs. 5, 000 per acre, the difference of sale price recover
able for 7. 07 acres amounted to Rs. 34 . "19. 

The • short recovery was pointed out in audit 
in January 1986; reply of the department has not been 
recei ved (October 1987) . 

The above cases were reported to Goverment 
in ·March and August 1986; their reply has also not 
been received (October 1987) . 

7 .8. Short recovery of court fee 

Under the Karnataka Court Fee and Suits Valuation 
Act, 1958, when any application is presented to a 
land officer by any person holding land settled tempor
arily under direct engagement with Government and 
the subject matter of the application relates exclusively 
to such engagement, a fee of rupee one was required 
to be paid by affixing court fee labels on the applicat
ion . By a notification issued on 1st April 1982, Govern
ment enhanced the fee to two rupees with effect from 
that date . 

In three taluks in Hassan and Chitradurga districts, . 
on 1 , 04, 600 applications presented to the Tahsildars 
during the period from 1st April 1982 to 31st August 
1986 , fee was collected at the rate of one rupee, instead 
of two rupees. This resulted in short collectitm of 
fee by Rs.1,04,600. 
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The mis take was pointed out in audit bet ween 
August and December 1986; reply of the department 
has not been received (October 1987) . 

The case was Peported to . Government in July 1:987-· 
their reply has also not been received (October 1987) . ' 



CHAPTER 8 

STAMP DUTY AND REGISTRATION FEES 

8.1. Results of Audit 

Test check of documents registered in the Offices 
of the Registrars and Sub-Registrars, conducted in audit 
during the year 1986- 87 , disclosed under- assessments 
of stamp duty and r egistration fees amoun ting to Rs.32.33 
lakhs in 63 cases , which broadly fall under the follow
i ng categories . 

1 . Incorrect grant of exemption 

2. Misclassification of documents 

3. Other irregularities 

Total 

No.of 
cases 

37 

16 

10 

63 

Amount 
(In lakhs 
of rupees) 

19.56 

7.55 

5.22 

32.33 

Some of lhe important cases are mentioned in 
the following paragraphs. 

8.2. I rregular grant of exemplion/conccssion 

(i) Government of Karnataka, in exercise of the 
powers vested in them under the Karnataka Stamp Act, 
1957, issued orders (January 1980) exempting from pay
ment of stamp duty , mortgage deeds executed by bene
ficiaries for obtaining loans from Government under 
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'People's .Housing Scheme' and 'llU OCO ass is tecl Peor lc' s 
!lousing Scheme'. Similar exemption from payment of 
slarnp duty was not available on mor· Lguge deeds cxecull'cl 
in favour of non-government bodies (e . g. Taluk Develop
ment Ooard) in respect of the loans ol>Laincd from 
them under the housing schemes of Lhose bodies. 

In Len sub-registries in Kodagu , Oanga lore. I lass<1n, 
Dharwar and Belgaum districts, 13g5 mortgage deeds 
executed during the year 1981-82 to 1905-86 by Lhr 
·beneficiaries in favour of Taluk Development Bm1nlc;, 
for securing loans (Rs. 51. 50 lnkhs) taken from thrrn 
under their housing schemes , were incorrectly cxomplc<J 
from levy of stamp duty. The irregular exemption 
resulted in stamp duty and registration fees amounting 
to Rs. 3. 33, 855 not being realised. 

On the omission being pointed out in audit belwcrn 
October 1985 and February 1987 , tho department staled 
(May 1907) that in four cases the concerned Sub-regis
trars had been directed to refer the matter to lhe 
Special Deputy Commissioners concerned for action 
under Sec tion 46-A of tho Act. Reply in respect of 
other cases has not been received (Oc tober 1987). 

The above cases were reported to 
between November 1986 and July 1987; 
has not been received (October 1fl07). 

Government 
their ·repl y 

(ii) As per notifications issued by Government 
from time to time, instruments executed by new imlus lr
les located in specified districts and industdal a roils, 
in respect of loans taken from approved financial insli t
utions. are exempt from levy of stamp duty, while 
registration fee is chargeable at a concessional rilto 
of rupee one per Rs.1,000 (as against the normal fee-
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of Rs .10 per Rs .1, 000). While extending the concession 
for a period of 5 years from 1st November 19821 Govern
ment ordered (October 1982) that certain specified 
industries such as roller flour mills, rice mills other 
than modern rice mills with stabilisers, wooden furni
ture industries etc., located in any area, would not 
be eligible for incentives and concessions. The fact, 
that it is a new industry and that effective steps 
have already been taken for its establishment, . has 
to be certified by tne Industries and Commerce Depart
ment at the time of registration of documents , to make 
the industry eligible for these concessions. 

(a } In a sub-registry in Raichur district, stamp 
duty was not levied and registration fee was charged 
at concessional rate in respect of a ·mortgage deed 
executed (August 1984) by an industry in favour of 
Karnataka State Financial Corporation for obtaining 
a loan of Rs. 15 lakhs for establishment of a roller 
flour · mill, though the concessions to this ind us try 
had been piscontinued from November 1982 onwards. 
The irregular grant of exemption and concess ion resulted 
in stamp duty and registration fee amounting to Rs. 73, 500 
not being realised. 

The mistake was pointed out in audit in July 
1986; reply of the department has not been received 
(October 1987). 

( b) In three .sub-registries in Mand ya and Dhar war 
districts, on 7 mortgage deeds executed by industries 
during the years 1982-83 to 1985-86 in favour of Karna
taka State Financial Corporation and a scheduled bank 
for obtaining loans (Rs.12.19 lakhs) for the establish
ment of rice mills (other than modern rice mills with 
stabilisers), stamp duty was incorrectly exempted 
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and registration fees levied ;:it tho r.oncess ion;:i l rate. 
The irregular grant of exemplion anc.l concession resullml 
in s tamp duty and registralion fees amounling to l~.84 . ll8<J 
not being realised. 

The mis lake was pointed out in nutJ it belwcen 
May and Sep te mber 1986 ; reply of lhe depat·Lmenl llas 
nol been received (October 1987). 

(c) In four sub-registries in Dharwilr, Bijnpur , 
Tumkur and Chickrnagalur districts, similar exemption 
and concession were allowed in respect of J 7 mo1·lg::ige 
uee c.ls registered by certain incluslrics during the ycnrs 
1983-84 te 1985-86 for loans amounting to Rs . 86.42 
lakhs obtained from Karnataka Sta te Financial Corporalinn/ 
scheduledbanks , even though the prescribed r.orti liC<lte 
from the department.: 'of Irdustries · and Cornmnrco was not. 
produced at the time of regislralion . The incorrect 
grant of exemption and concession resulted in stamp 
dul y and registration fees amounting Rs.5,01 ,086 not 
being realised . 

The mistakes were pointed out in audit between 
July and December 1986; r eply o r the depar Unent has 
not been received (October 1987). 

(d) In a sub- registry in llassan district , stamp 
duty was not levied and regislration fee w<Js ch;irged 
al the concessiona l rate on 4 mortgage cteeds ( gi vin~ 
irrevocable power of atlorney to tlm mortgagee to 
to collect rent or lease amount or tho mortgagor! rrqnrty) . 
execu ted belween August 1983 and Fcbruriry 19fl4 by 
four industries in favour of the K;:irnataka Slate Financi;:il 
Corpora lion for securing loans amounting to Rs. 8 , 95 . 000 
obtained for the purpose of eslablishing rice mills 
and wooden furniture industry. As these industries 
had been excluded from exemptions and concessions 
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with effec t from November 1982, they were not entitled 
to exemption from stamp duty and reduced rate of 
registration fee. The incorrect grant of exemption and 
concession and treating these deeds as s imple mortgage 
deeds, instead of mortgage deeds with possession, 
resulted in stamp duty and registration fee being levied 
short by Rs. 91, 975. 

The mistake was pointed out in audit in July 
1985: reply of the department has not been received 
(October 1987). 

The above cases were reported lo Governmen t 
between January and July 1987; their reply has not 
been received (October 1987) . 

(iii) By a notification issued in February 1973, 
Government remitted the stamp duty chargeable under 
the Karnataka Stamp Act, 1957, in respect of sale 
deeds in favour of Central Government executed either 
by the State Government or others. 

In a sub-regJ13rry in Bangalore City, a deed 
regieterAd to June 1984, conveying the assets of a 
iiour mill (consequent on its nationalisation) to a Govern
ment of India Undertaking for a consideration of Rs. 8. 50 
lakhs, was exempted from payment of stamp duty on 
the ground that the vendee was the Union of India 
represented by the President of India . As · the ex em pt ion 
was admissible only in respect of deeds executed in 
favour of the Government of India and • not in favour 
of undertakings of the Government of India, the exempt
ion granted was incorrect. The . ~ncorrect exemption 
resulted in non-levy of stamp duty amounting to JG.1.10,500. 
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The omission was poi nted oul in aud it in Februar y 
1986; reply of the department has not been received 
(October 1987). 

1987; 
1987). 

8.3. 

The case was reported . to Government in July 
their repl y has a lso not been r eceived (October 

Short levy of stamp duty due to application of 
incorrect rate 

(i) According lo Section 6 of Lhc Knrnatn lsa Slamp 
Act, 1957 , when an instrument is so frnmed as to come 
wilhin two or more of the descriptions in Lhe Scheoule 
to the Act and duties chargeable ther eunder are different, 
the instrument shall be chargeable with the highest 
of such duties. 

In a sub-regis try in Bangalore City. 3 s imple 
mortgage deeds we re executed · during the yaj;rr 1983-
84 by certain individuals in favour of the Life-'Insurance 
Corporation of India for obtaining loans amounting to . 
Rs . 2 , 05, 000 for the construction o f bouses . 1he cbcumenls 
included a clause, g1 vrng irrevocable power 'of a ltorney 
·to the mortgagee to do all things on behalf of the 
mortgagors and to have the right to sell · or dispose 
o f the properties i n any manner, in case of c.lcfau l t 
by the mm·lgagors. The documen ts were. the r e fo re .. 
both ' simpl e mor tgage deeds' and ' power of a ttorney' 
for· consideration (amount of loan ). The s t amp duty. 
leviable on ' po wer of attorney · for cons iderrition' is 
highe r than that leviabl e on ' simple mortgage deed ' . 
Thus, these three documents were chargeable a t higher 
r:ates of duty as per Article 41(e). However . the 
duty was levied by the departmen t at lower rate as 
per Article 34(b), treating the documents as ' '.'imple 
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mor tgage deeds'. The mistakes resulted in short recovery 
of stamp duty amounting to Rs .13, 780. 

The mistake was · pointed out in audit in March 
1985; reply of the department has not been received 
(October 1987). 

The case was reported to Government in March 
1987; their reply has· also not been received (October 
1987). 

(ii) Under the Karnataka Stamp · Act, 1957, on 
deeds of conveyance in respect of properties situated 
at the various places, stamp duty is leviable. on 
the market value of the properties concerned, at the 
rates laid down in the Schedule to the Act. 

In a sub-regisrty in Raichur district, a conveyance 
deed, in which the consideration of property at the 
market rate was indicated as Rs.3,89,475, was· register
ed in November 1985. On this deed, stamp duty of 
Rs .16, 000 only· (including surcharge) wos levied due 
to incorrect adoption of market value as against the 
stamp duty of Rs. 38, 950 (including· surcharge) leviable. 
The mistake resulted in stamp dut·y being realised 
shor t by Rs. 22, 950. 

The mistake was reported to the department 
in August 1986 and to Government in March 1987; their 
replies have not been received (October 1987). 

8.4.· Short levy due to misclassification of instruments 

(i) As per the Karnataka Stamp Act, 1957, 'mort
gage deed' includes every instrument whereby for 
the purpose of securing money advanced er to re aivarcRI 
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by way of loan or an existing or fulurc debt or the 
perfrJrmance of an engagement. one person trar)sfnrs. 
or creates. to or in favour of another, a right over 01· in rn
spect of a specified property. Any instrument evidencing 

an agreement relating to deposit of title deeds is charip
able with stamp duty at a rate lower than that charge-
able on a mortgage deed. • 

In four sub-registries jn Bangalore, Dlrnrwar. 
Mysore and Chitradurga districts, Gl documents, exer.u tal 
by certain individuals in favour of cer tain schcrJulec1 
banks. for securing repayment of lonns nmounl i11r, lo 
Hs.30,29 , 200 advanced by the banks , wern registered 
during the years 1982-83 to 1985-86 as 'agreements 
relating to deposit of title clecds' and nsscssml lo 
stamp duty accordingly. llowever , those d.ocumcnts 
contained recital s to the effect that the deposil of 
the title deeds was to crea te a mortgage by security 
of the properties for the due repaymenl of tho lo<lns 
and. thai. the loanees shall execute a morlgage deorJ 
when called upon by the banks to clo so. The documc>ntc; 
thereby created a charge on tho prnpcc·tics themsrl vcs 
and were not mere deeds ev idencing deposit of li tlo 
dcerts and hence should have been classified as morlgn~1 
deeds. The incorrect classification of tho documents 
resulter1 in short levy of s tamp duly amounting Lo 
Rs.98,429. 

These mistakes were poinled out in audit belwr.en 
May 1986 and January 1987; ropJ y of lhe depnrlmcnl 
hns nol bean received (October 1987). 

The cases were reporlecl lo Governmenl in Juno 
and July 1987; their reply has als o nol been rccci\ c~ ll 
(October 1987) . 
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(ii) Unde the Karnataka Stamp Act , 1957, an 
instrument of ' 1 r tition' means any instrument whereby 
the co-owners any property divide or agree to 
di vi de such p1 operty in severalty. Hence, there can 
be a partition only between co-owners of a property . 
The stamp duty leviable on a partition deed is less 
than that leviable on deed of gif t or conveyance. 

In a sub-r egistry , in Chickmagalur district, 
in a document r egis tered in Septe mber 1984 , a portion 
(valuing Rs.4,00 ,000) of an immovable property allotted 
to .the sister of the deceased owner was considered 
as a separated share in a partition and stamp duty 
levied as applicable to a partition deed. As the said 
property was a self acquired one of the deceased 
owner and his sis ter was never a co-owner of the 
property, any partition of said property could take 
place only between the legal heirs (wife, sons and 
daugh ler) of the deceased. The allotment of a portion 
thereof to a sister of the deceased owner as partition 
share s hould. therefore, have been treated as a gift 
and assessed to tax as such. The incorrect c lassificatirn 
of the document resulted in s tamp duty being levied 
short by Rs.20,000. 

On the mistake being pointed out in aud it in 
December 19tl6 , the Sub-registrar s tated (December 
1986) that the case would be re-examined. Report 
on result -of examination has not been received (October 
1987). 

The case was r eported to Government in July 
1987; their reply has not been received (October 1987) . 

(iii) Under the Karnataka Stamp /\ct , 1!l57. on 
a conveyance deed the stamp duty is leviable > on the 
market value of the property, al the rates l aid down 
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in lhe Schedule lo the Ac t , wlir•reas on a cancel la Lion 
deed , duty of Rs.30 onl y is lev ill b lc irres pec tive 
of the cons ide r a tion. Cancel la li on of conveyance und e r 
which the r).ght of a prormr ty hns a l read y pnssod 
to the vendee does not r econvoy the s;i i cl ri ght lo 
the vendor . The righl o f the properly cn11 h 1: 1 u- lrnnc::; f
erre d only by a fresh conveya nce tJ cecl lo be exec 1 1 L 1~ rl 
by lhe vendee . 

(a) A proper ty in Banga lore City , which had 
been purchased by a per~on during thr year 1971-7·1 
for a cons ide r a tion o f Rs.10,000 , was so l e! hnck Lo 
the selle r during 1984- 85 for ll10 s am e consi cl r>rri l ion 
and the document was regis tered in fl s ub-regis try , 
in Dangalor e d i s tric t, as a deed of cancella Lion o f 
the ori ginal document and assesserJ lo s tam p duly and 
regis tra tion fees accordingly . The trans ac tion, . IJe ing 
a r e - sa le by the purchaser to tho selle r s hnul rl lwvc 
been treated as a conveyance and assessed to s tamp 
cluty as a conveyance deed on lhc mnrke l val ue of 
Lhe pro perty (Rs . 1, 33 , 333 ) during the yea r of resale. 
fhe incorrect cl assifica tion r es ullcd in s la mp duty 
and r egis t ration fee be ing r ealised s hort by Hs .17.;11 0 . 

. 
The short l evy was poi nted ou l in audil i n Apr il 

1986 ; re ply of the de partmen t has no t been received 
(Oc tober 1987 ) . 

( b) In another s ub-regis try , in nangalorc City , 
a document in res pec t of the r e - sale of a vacant s ite , 
to a llous ing Co-opera ti ve Socie ly from whom i t h il cl 
been purchased during J une 1981 for a cons ide rat ion 
of Rs. 7 , 750. \V as regis te r ed in Oece m bP. l' 1 'J85 ns ;i 

deed of surrender (a c lass ification no t provided for 
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in the Act) and stamp duty of Rs.30 and registration 
fees of Rs .15 were recovered. As the transaction was 
only a resale, lhe document should have been classified 
as conveyance deed. The mis-classification resulted 
in stamp duty and registration fee being realised 'Short 
by Rs .10 ,745, computed on the market value (Rs .83 , 000) 
of the property prevailing during 1984-85. 

The short levy was pointed out in audit in Sept
ember 1986; reply uf the depar tment has not been 
received (October 1987). 

The above cases were reported to Government 
in December 1986 and February 1987; their reply has 
not been received (Octoper 1987). 

8. 5. Short levy of stamp duty on lease-cum-sale agree
ments 

Under the Karnataka Stamp Act, 1957 , stamp 
duty chargeable on an agreement relating to a transac tirn 
of lease-cum-sale, in connection with the allotment 
of a building site with or without building thereon. 
effected by the Karna taka Housing Board, shall be 
aS On I COrlVeyance I for a market Value equal l 0 the 
s ecurity deposit and the amount of average annual 
rent reserved under such agreement. 

In a sub-registry in Hassan district, on 54 docu
ments of lease-cum-sale agreements executed by the 
beneficiaries in favour of the Karnataka Housjng Board 
during the year 1985-86 . stamp duty was levied on! y 
on the amount paid initially (Rs . 5 . 65 , 985), instead 
of on the full amount payable (Rs .18, 64 , 875) , which 
is equal to security deposit and the amount of average 
annual rent reserved, as set forth in the documents. 
The mis take resulted in stamp duty being levied short 
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by Rs.87 ,390. 

The short levy was poinled out in audit in Seplcm
ber 1986; reply of the department has not been roce ival 
l Oc Lober 1987) . 

The case was reported to Government 
Hl87: their repl y has als o not been recei \ 0rl 
1987) . 

in tllay 
(Octobe r 
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CHAPTER 9 

FOREST RECEIPTS 

9 .1. Results of Audit 

Test check of accounts in the divisions in the 
fores t department , conducted in audit during the year 
1986-87, revealed non-recovery and s hort recovery 
of forest receipts amounting to Rs.140 . 97 in 93 cases . 
which broadly fall under the following categories. 

/\mounl 
No. of ( In lakhs of 
Cases r upees) 

1. Non-revision and non-fix a ti on 
of rates 07 18. 57 

2 . Short collection of lease 
amounl 07 27 .17 

3 . Non-recovery of royalty 03 5. 7!) 

4. Other irregularities 76 89.44 
-------

Total 93 140. 97 
--------

Some of the important ~ases are mentioned in the follow
ing paragraphs. 

9. 2 . Short recovery of s e ignioragc rate .. 

(i) By an order dated 28th February 1985 , Govern
ment enhanced the s e igniorage ra te (royalty) for supp ly 
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of barn boos to inrlustries from Rs. ·120 per tonnn . to 
Hs.17G per tonne with errec l from lsl /\pril 198S. 
In the case of bamboos supplied lo a pape r mill (Govern
ment company) as raw material for manu facture or news 
print, a concessional rate of 50 per cent of the sei gnio
rage rate was le viable for a period of five years 
from 1st October 1983 . 

(a) Out or 4,936.945 tonnes of bamboo supplied 
to a company by a forest divis i on in Chickmagalur 
district, during the per iod from Nove mber 1984 to 
June 1985, the company utili sed Gn . 712 tonnes· for 
the manufacture of ne wsprin t. f or the quantity, used 
otherwise , (4263 . 233 tonnes) selgniorago ra te had 
to be recovered a t Rs .120 per tonne for supplies (2 ,944. l e'A 
tonnes ) rn ade u p to 31st Mar ch 1985 and at Rs. 17G 
per tonne for supplies ( 1, 319 .129 tonnes) made from 
ls t April 1985 to 30th June 1985) . !!ow ever. seigniorage 
rate 'for the en tire quantity of bamboo su pplied was 
recovered at a uniform concessional ra te of Rs . 60 per 
tonne. resulting i n s hort realisation of revenue amount 
ing to Rs .3,89,005 (including taxes. surcharge nnd 
cess) . 

On the mistake being pointe d ou t in audit (July 
'1986 ), the department agreed (July 1986) to recover the 
amount . 

( b) In another fores t division in the same dis trict. 
out of 25 . 708. 243 tonnes of bamboo supplied a t amccss ion
al seigniorage ra tes for the manufacture of news-prin t Lo 
the same company during th e pe riocJ fro m 1st Octohor 
19B3 to 31s t March 1986, t ile comµa ny ut ilised only 
L0,798 . 591 tonnes for that purpose. Tho differ:ence 
of seigniorage rate recove rable on the balance quantity 
of 14 . 909 . 652 tonnes , not used in tile manufac ture of 
newsprint, amounted to Rs.12 ,85,833 . 
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In respect of another quantity of 13,957.704 
tonnes of bamboos supplied by the same division during 
the period from 1st April 1985 lo 24th Jan11ary 1987. 
and used by the company for manufacture of newsprint. 
the cost of bamboo was recovered al lhe pre-revised 
seigniorage rate of Rs. 60 per tonne. instead of Rs. 88 
per tonne applicable with effect fro m 1st April 1985. 
Thi s resulted_ in short recovery of Rs.4,36,654. 

On the mistakes being pointed out in audit (Feb
ruary 1987) • the di vision agreed (February 1!l87) lo 
recover the amount. However, action taken has not 
been reported. 

The cases were reported 
November 1986 and June 1987; 
been received (October 1987 ) . 

to Government 
their reply 

between 
has not 

(ii) In pursuance of a Government order issued on 
6th February 1986, the Principal Chief Conservator 
of Fores ts re.duced (10th March 1986) the seigniorage 
rates in respect of certain timber used for manufacture 
of plywood, match wood and packing with effect from 
1st April 1986. It has been judicially held* that when 
the contract is for extraction of wood from standing 
trees ( un-ascertalned). the property in cul timber 
would pass to the purchaser as soon 9s the trees 
are felled and the goods become ascerto.ined. 

In a 
on 863.445 

forest 
cubic 

division 
metres of 

in Chickmagalur 
various species 

district . 
of wood 

*State of Karnataka v.s .. West Coas t Paper Mills Ltd., 
KLJ 1985. 
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stacked out of trees felled by a company and kept 
in a deliverable state on 20lh Februnry 1986, reduced 
seigniorage rates (effective from 1st April 1986) were 
charged for the reason that the rele;:ise order was 
issued on 11th April 1986, instead of the rates prevail
ing on the date of felling of the trees · when the proper
ty in cut timber passed on to the company. The mistake 
resulted in loss of revenue amounting to Rs. 1, 09. 218. 

The mistake was pointed out to the department 
in February 1987 and to Government in July 1987; 
their replies have not been received (October 1987). 

(iii) By an order dated 28th February 1985, Government 
enhanced, with effect from 1st April 1985. the seigniorage 
rate to Rs . 550 per cubic metre for supply of kind al 
wood( with bark). However , in respect of unsound and· 
hollow logs of and above 90 ems. • in girth, the 
seignior:-age rate applicable is only 80 per cenr of 
the rate sanctioned for sound logs. 

In a forest division in Uttara Kannada distric t, 
on 346 . 283 cubic metres of klndal .wood supplied to 
a company during• the • year Hl'85-86, tho rate was in
correctly charged at Rs. 440 per cubic metre applicable 
to unsound logs. even though the ·measurement list 
of the di visions showed the logs as of good quality. 
The mis take resulted in short realisation of revenue 
amounting to Rs. 46, 624 (including taxes and cess). 

The mistake .was pointed out to the cJeparlment 
in November 1986 and lo Government in February and 
April 1987; their replies have not been received (Octo
ber 1987). 

WP·66t0 
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9 . 3. Loss on resale of timber 

According to the terms and conditions of auction 
sale of timber, if any contractor fails to pay the 
instalments of sale value on the due dates. the original 
contract has to be cancelled and the timber re-auctioned 
a~ the risk and cost of the original bidder. The loss 
sustained shall be recoverable from the defaulter t093trer 
with the interest due at the rate fixed .by Goyernment. 

(i) In Dharwar forest div ision, in respect at 31 cases 
of resale of timber during the periods between July 
1982 and May 1984. the prices fetched fell shor t of 
the original bid amounts. However, the differential 
amount along with interest amounting to Rs. 83, 626 was 
not recover~d from the original bidders. 

On this being pointed out in audit (September 
1986) , the department agreed (September 1986) to r e
cover toe amount. Further action has not been intimated 
(October 1987) . 

(ii ) In a forest division in Shimoga district, in respect 
of ·8 cases of auc tion sale of timber during 1978-79 
to 1980-81, the original bidders failed to pay the i ns tal-

1 ments within the stipula ted period of 4 months from 
the date .::f auction . , On resale of timber held in Oct
ober 1981 at the risk and· cos t of the original bidders, 
the price fetched was l ess than the original bid amounts. 
However, the resultant loss of r evenue along with interest 
amounting to Rs .15 , 045 was not recovered from the 
original bidders. 

On the omission being pointed out in audit (Septem
ber 1982 ), the department agreed to take necessary 
action to recover the amount. Report on action taken 
has not been received (October 1987) . 
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The cases were reported to Government 

October 1986 and February 1987; thuil' reply 
been received· (October 1987). 
9.4. Loss on sale of minor forest produce 

i.n betwcr. r1 
has 11ut 

( i) According to the terms and conditions of auction 
sale of minor forest produce, if the original bi elder 
fails to pay the instalments of sale value on the duo 
dates, the original contract has to be cancelled and 
the minor forest produce re-auctioned at the ris.k and 
cost of the original bidder. Further, if the con"t_ractor 
is allowed to pay any instalment after the due ·date, 
interest at the rates in force is also recoverable on 
belated payments. 

ln a fores t division in Dharwad district, in 
respect of 9 cases of tamarind leases sold by the 
department during August 1984 and Nove mber 1984, 
instalments of sale value due on 1st November 1984 
and 1st January 1985 amounting to Rs. 74, 093 were not 
paid by the lessees. The division did not take any 
action either for the re-auction of the produce at 
th.e ris-k and cost of the original contractors, or: for 
the recovery of the said amount as arrears of land 
revenue till the date of audit (January 1986). 

On this being pointed out in audit in January 
1986, the department stated (January 1986) that action 
had since been initiated to recov.er the dues as arrears 
of l and revenue. Report on recovery has not been 
received (October 1987). 

The case was reported to Government in May 
1986; thei r reply has not been received (October 1987). 

(ii) As per Karnataka Forest Rules. 1969, forest prodl..03 
shall be disposed of by auction or tender-cum-auction 
and the sale conducting officer shall accept , the offer, 
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if it is equal to or exceeds the sanctioned upset price. 
However, the ·Chief Conservator of Forests may, with 
the previous sanction of Government, resort. to any 
other methods for disposal or accept individual offers 
a t his discretion in the interest of Government revenue. 

In Belgaum forest division, the highest bid of 
Rs .18, 000 obtained in an auction conducted in April 
1985 for the disposal of minor forest produce (mango 
fruits), for the year 1985, was recommended to the 
Chief Conservator .of Forests( General) · for acceptance. 
But the offer was rejected by him and the · division 
was directed to allot the minor forest produce to 
an individual nominee at the upset price of Rs.5,500. 
Duri ng the year 1986, no auction was conduc ted and 
the produce was allotted to the same nominee at the 
upset price of Rs. 5, 500. The procedure followed was 
detrimental to the interest of revenue. On the basis 
of highest bid obtained during 1985, the loss of reven.e 
suffered by Government amounted to Rs. 25, 000 for the 
year s 1985 and 1986. 

The loss was pointed out to the department in 
December . 1986 and to Government in February and 
April 1987; their replies have not been received (O:::tctnr 
1987). 

9. 5 . Loss due to non-recovery /non-revision or lease 
rent 

( i) As per the terms and conditions for lease of 
quar ries (for extraction of granite stones) and forest 
land, the lessee is required to pay. for each year 

• 
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of lease. royalty or dead rent at presr:ribed rntos. 
whichever is higher. 

(a) In Bangalore forest division, in 24 ccises wl;ierc 
forest lands were leased to contractors for quarrying 
granite for a period of five years for various periods 
falling between February 1977 and Novern ber 1 !JfiO. 
no action was taken by the department to rocover 
lease rent amounting to Rs.3,29,508 at the rate of 
Rs.500 per acre .per annum. 

On the omission being poinlr-icl out in a11rlit in 
(August 1986), the department agreed (/\ugusl H186) 
to recover the amount. Report on recovery has not 
been received (October 1987). 

( b) In Dharwad forest division, in respect of 61 cases 
of leases of forest lands, rent amounting to Rs. 62, 790 
for the years 1983-84 to 1985-86 was not rocoverecl 
from the lessees. 

On the omission ·being pointed out in audit (Sept
ember 1986), the department agreed (September 1986) 
lo take action for the recovery of the dues. Report 
on recovery has not been received (October 1907). 

The cases were reported 
November 1986 and April 1987; 
been received (October 1987) . 

to Government 
their reply 

belwceri 
h<i s not 

(ii) Government issued order~ in July 197.t and ag;:iin 
in December 1975 , reiterating ils policy for review 
of all leases in respect of fores't lands with a view 
to: 
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(1) terminating leases which are detrimental 

to the interest of forests as well as 'those leases 
where conditions prescribed in the lease have not 
been satisfied and in the meanwhile charge rent at 
the rate of Rs . 250 per acre per annum in all such 
cases; 

(2) releasing lands, situated near villages, 
to the tenants on a permanent basis provided the 
conditions of lease had been satisfied: and 

( 3) continuing from year to year, the lease 
of lands, which though developed, were situated in 
the interior of forest s and charge a rent of Rs. 50 
per acre per annum in respect of them. 

In a forest division in Belgaum district, 412 
leases involving a total area of 4. 364 acres of forest 
lands not situated in the interior fores t area , leases 
in respect of which leases were being extended from 
year to year for lease rents varying from Rs. t. 50 
to Rs .10 per acre per year. were not rev iewecJ in 
terms of the aforesaid instructions of Government. Pend
ing categorisation and termination of these leases, 
the lease rent was also not revised to Rs.250 per 
acre per annum, as prescribed. This resulted in an 
annual recurring loss of Rs.10.91 lakhs(approximate) 
for the period from 1976-77 to 1985-86. 

On the omission· being pointed out in audit ( Decem
ber 1986) , the department agreed (December 1986) 
.to take necessary action. Report on action lakfm has 
not been received (October 1987). 

The case was reported to Government in February 
1987 and April 1987; their reply has not. been received 
(October 1987). 
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9.6. Non-recovery/short recovery of value o f fire wood 

( i) As per Government ardor of 30th July 1977. the 
Government fi rewood depots i n the . State were handed 
over lo the Karnataka State For es t Induslrios CorµJT<llirn. 
Bangalor e with e ffec t from ls t August 1977, sub jcc l 
to the conditi on that the corporntion shoul cl pay to 
the Foresl Depar tment at t he end ·of every month lhc 
cos t 'of f.irewood sol d by them. 

Jn res pect of s upplies o f Firewoocl (\.nl11i11g R<;.G,ll:"i,:~1G) 
111adn lly Marlikcri fornst division lo lhe C1wprw;1Linn 
during the year 1983-84, neither the Corpora lion paid 
any amount to the department nor any action was taken 
by the department to realise the amount. 

On the omission 'being pointed out in audit (~uly 
1986). · the departmen t stated (July 1986) Lhat the 
demand would be raised against the Corporation . Report 
on aclion taken has not been received (October lnfl7). 

' (ii) The selling rate of firewood. to be sold .at 
Government firewood depot , Heggada<.Jevan Kate. (in 
Mysore di vision) was revised to Rs. 283 (including taxes) 
per tonne by the Conserva tor of Forests. Mysore Circle . 
with effec t from 20 th February 1985. 

Jn respecl of 2 ,629·3-70 tonnes of firewood sold 
by thal depot during the period from March 1985 
to December 1986, the cost of firewood was recovered 
al lhn pre-revised rate of Rs.234 (including t;:ixcs), 
ins Lead of l{s. 283 per tonne, resul ling in loss of revenue 
amounting to Hs .1. 28 , 839 . 

On Lhe mistake being pointed out in audit (January 
1qs7). the department agreed (January 1987) to examine 
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and recover the loss. Report 
been· received (October 1987J. 

on examination has not 

The cases were reported 
Decem 'Qer· 1986 and May 1987; 
been received{October 1987) . 

to Government bet ween 
their reply h·as not 

9. 7 . Non-recovery of entry fees and other dues 

{ i ) The Karnataka Fores t Rules, 1969, as amended 
by a notification issued in December 1983. require 
the obtaining of a pass for E!ntr1 of a goods vehicle 
into a reserve forest on payment of a fee of Rs .25 . 
The levy of entry fee was. however, discontinued 
by Government with effect from 28th February 1985. 

In a forest division in Shimoga distr~ct, entry 
fee on 7, 370 trir>s. made into the reserve fores t by 
goods vehicles engaged by two companies for removing 
forest produce · from the reserve forest area dµring 
the period from December 1983 to February 1985. 
was not recovered . This resulted in non-realisation 
of entry fees amounting to Rs.1 ,84,250. 

On the omission being pointed out i n audit (July 
1986) , the department agreed to recover the fee in 
these cases. Report on recovery has not been received 
(October 1987). 

1987; 
1987). 

The case was reported to Government i n January 
their reply has not been received (October 

(ii) With effect from 1st J une 1979, on ·sale of timber 
to wood-based i ndustries. administrative charges are 
recoverable at the rate of Rs. 5 per cubic metre of 

I 
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timber, as part of the price of timber. fixed by 
the Forest Department. As clarified by Government 
in their letter dated 14th March 1985, the ·ad rninislrntivH 
charges were recoverable tplo lhe end of 31st March 1985 
only. 

In Madikere forest division , on sale of 6,304.427 
cubic metres of timber, in the form of lops nnrl lops . 
to six wood-based industries during March 1985. i'lclmin
istrative charges amounting to Rs. Jl . 522 worn not 
recovered. 

On fhe omission be ing po in led out in amli t (.July 
1986), the department stated (July 1986) llrnt the 
amount would be recovered. Report on recovC'rV has 
not been r,eceived (October 1987). 

The case was reported to Government in /\11gus t 
1986 and Uecember 1986; their reply has not hecn 
received (October 1987). 

(iii) Section 98-A of the Karm1tnka Fornst ::ir: t, lfJli:l 
requires tho levy of forest rtcvcJopmrmt tnx :i, t 1hn 
rate . of 8 per cent on the value or fornst produt:o 
disposed of by sale or otherwise . The vnluc for 
the purpose as judicially he ld is incl 11si ve of any 
central excise duty paid on the manu fac turccl goods 
or produce unde r the Central Excise and Sal t /\ct. 
1944. Accordingly, sales tax and fo rest development 
tax leviable have to be recovered on the snlc value, 
inclusive of . central excise duty. 

In a forest division in Shi1noga district, mt 
s upplies of sleepers valuing Rs. 16, 12. 09fl mnrlC' to 
Hailways during the year 19133-84, central exc ise duty 
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-amounting to Rs. 11,210 (payable by the forest depart
ment ) was no t included in the cost of sleepers recovered 
from the Railways. Resultantly~ the amount of central 
excise duty, .which forms par t of the value of the 
goods, was also not taken into account for the purpose 
of calculating the forest development tax and sales 
tax leviable thereon. This resulted in forest develop
ment tax and sales tax being levied short by Rs .·25 , 794. 

On the short levy being pointed out in audit 
(June 1986), the division agreed (June 1986) to take 
action for recovery. Report on action taken has not 
been received (October 1987). 

The matter was reported to Government in Decem
ber 1986; their reply has not been received (October 
1987 ). 

(iv) According to the agreement entered into 
by a forest division in Mysore dis trict, a paper mill 
was permitted to extract e l ephan ta. grass . The mill 
was required to pay 'Kamagari charges' in respect of 
forest officials engaged in the supervision of extraction 
and weighment of the grass e x tracted. 

However,' Kamagari charges' amounting 
in respect of forest officia ls engaged in the 
of the extraction work of the · mill during 
from 29th November 1985 to 31st March 
not r ecovered by the division. 

to R5.14,CJ26 
supervision 
the period 
1986 were 

On the omission be ing . pointed out in audit in 
July 1986, the department adjus ted (December l!J86) 
an amount of Rs .14 ,026 out of deposit made by the 
mill. 
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The case was r e por ted tn Government in ti.larch 
1.987: they confirmed the fac ts in /\URllS t 1907 . 

9.8. Non-recovery or interest on llelatccJ pny~cnts 

By an order issued on zn l h /\ugus l I U 7 \ . llrn 
rates of i nte rest for the first three months nnd pr.nn l 
interest for the period in exces s or firs t Lhn~e 111onths. 
leviable 011 revenue outs tanding, we r e fixed by Gove rn
ment at 9 and 13 per cent res pectively. Ry nnnllwr 
Government order , with e ffec t from 23rd So plom1Jc1· 
1983, the rate of penal interes t was rniscd Lo l!l 
per cent. 

( i) In a forest divis ion in Mysore cl is l l'i<. l, n s up plu
rnenlal demand of Rs.6,06,412 ra ised (d ue lo the rnvi.s im 
of sellins ra te of sandalwood) b y the de parl nfrmt on 
13th December 1984 for sale or s andalwood lo n s anda l 
oil factory, was settled by the fac tor y on 14th /\ugus l 
1986 after a delay of 20 months. However, the 1rescrituJ 
in terest and penal interes t amounting to Rs . t, 613 , 279 
were not reco.vered from the factor y . 

On Lile 'mistake being pointed out in audit (clanua r y 
1987), the department agreed (January 1!J87 ) lo r ecove r 
the inte rest and the penal inte r est. Report on recovery 
is awaited (October 1987). 

(ii i In a fores t division in Uttara Kannad a dis trj c t . 
the value of trees damaged by a co mpany during their 
mining operat ion in 1981-82 was assessed IJy tho dc pnr t
ment as Rs.1,99,294 on 1s t April 1982 . Afte r de d uc ting 
the cost (Rs . 72,244) of timbe r sa l vaged from <.l a rnaged 
trees by the de partment and the amount a lreacl y pa ir! 
b y the com r:>any ( Hs . 50. 628), the !Ja lilncc amount or 
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Rs . 76,422 was paid by the company on Gth January 
1986. However , the interes t and pena l interest amounting 
to Rs. 4S, 407 were not recovered. 

The mis take was pointetl ou t to the rlcpartmcnt 
in January 1987; t heir reply has not boon rccc lvccl 
(Oc tobe r 1987) . 

The cases were reported to Governmen( bet wpr-n 
Februar y and June 1987 · their reply has not been 
received (Oc tober 1987). 

9 . 9. Pric ing of forest produce with special refe r ence 
to wood based industries 

9.9 .1. rntroductory 

Fores t revenue is derived malnl y from the E!\l)loit
a tion of forest produce. The forest produce is disposer! 
of by the following methods . 

1. Sale by auction or tender or tcndcr
cum-auction 

2. Sale by issue o f licences at the sane l 
ioned schedue of ra tes 

3. fh le by i SSJe of liccrros at the ~an: l -
loned seigniorage rates. 

4. /\ny other method in the jntorns t of 
revenue with prior approvnl of Ciovnrn
rnen t. 

I 
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9.~.2. Scope or audit 

A test . check of records in few selected forest 
divisions was made to verify whether the value of 
forest produces disposed of by the department was 
recovered correctly based on the seigniorage rates/ 
schedule of rates applicable from time to time and 
whether any procedure was evolved by the department 
to ensure that the produce supplied at a concessional 
rate for any specified purpose was actually utilised 
for that purpose only. 

9.9.3. Organisational set up 

All important sales of timber and other forest 
produce are generally held by open pµblic auction, 
tender or tender-cum-auction. Retail sale of certain 
categories of timber below specified measurements 
is made to bonafide consumers by the forest depots 
as per the schedule of rates. The schedule of tales 
is compiled and sanctioned on the basis of average 
rates secured in the preceding three auctions. 

Sale by issue of licences , for removal of standing 
trees of exploitable girth of certain species, to the 
wood-based "industries are made at seigniornge rates. 
'Seigniorage Value' . is the royalty payable by the 
consumers and purchasers, for the "cc:Hlection and re
moval of forest produce, on licences or permits at 
the rates fixed from time to time. Chief Conservator 
of Forests is empowered to fix the se~gniorage rates 
of various species of timber and other forest produce 
after considering the existing trend in market. Accord
ingly, Chief Conservator of Fores ts (General) prescribed 
and revised the seigniorage rates from time to time. 
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From 23rd February 1981, by an amend ment to the 
Karnataka Forest Act, sei gniorage ra tes were made 
applicable to timber supplied to the indus tries also, 
dis continuing the concessional rates allo wed separ a tely 
to each ind us try. 

9.9.4. Highlights 

(a) Adoption of incorr ect selling price of timber 
in 3 forest divisions and in a forest depot resulted 
in loss of revenue amounting to Rs. 5. 36 lakhs. 

(b) A claim for an amount of Rs.1.84 lakhs, 
disallowed by Karnataka Stat e Forest Industries Corpora
tion during 1982-83 out of l ts dues to the department. 
had not been taken up with the Corporation even after 
a l apse of 4 years. 

(c) Eucalyptus wood was supplied to a paper 
mill a t the concessional rate for the manufacture of 
newsprint. No system or procedure was evolved to 
ensure (whether before or after supply of wood) 
its utilisation for the specified purpose. 

(d) Non-collection or short collection of sales 
tax, forest development tax. administrative charges. 
supervision charges and selection charges along wilh 
the prices fixed in respect of firewood. charcoal. 
timber etc.. resulted in loss of revenue amounting 
to Rs .10 lakhs. 

A review of the pric ing of fores t prod~cr. • and 
supply of timber to wood- based indus tries r evea led 
the following. 
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9.9. 5. Defects or irre gulari ties in fixation o f p r ices 

( i) The revision of seigniorage rates w.as 
made only on adhoc:' basis enhancing the existing 
by adding certain percentage without actually 
i nto any · scientific s tudy of the subject . 

being 
rates 
going 

(ii) As per the Sale of Goods Act , Hl30. when 
there is a contract for sale of ·unascer tained goods , 
no property in goods is transferred to the buyer 
unless · the goods are ascertained. In s uch cases it 
has been judicially held-~ that the dale of salo i s 
t he date· on which timber is cu l and kept in a deliver
able state. In Government Order of February 1985, 
seigniorage rate for removal of certain species of 
timber was reduced with effect from 1st April 1<)86. 
In 3 For est divisions, in respect of timber cul and 
kept ready in a deliverable state prior to 1st April 
1986. the reduced rate was inGorrectly applied , result
ing in short realisa tion of revenue of Rs . 4 , 28, 686. 

(iii) The intake rates (average rate of the last 
three auctions) for timber. supplied Lo Karnataka Sta te 
Forest Indus tries Corporation ' s saw mill rit Murkal. 
during the period 1st June 1982 Lo 31s t March 1~Hl7 . 
were to be fixed at the average rate for ' C' class 
timber in respect of supply made ft-om the Govet·nmenl 
timber depot at Murkal. lt was noti ced tha t in respect 
of supply made from Government depots "i tuCllcd in 

~' State of Karnataka Vs. West Const, I' aper Mills 
498 KLJ 1985. 
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other places. lead charges') from those depols to 
Murkal had been deducted from the average rates 
secured at those depots as if the selections were 
made at Murkal depot itself, although there was no 
obligation on the part of the depar tment to supply 
timber at Murkal only. As timber was broughl. to 
Murkal affer selection by Corporation at these depots. 
there was no justification for the deduction of lead 
charges from the average rates secured at these depots. 
The irregular deduction of lead charges r esulted ln 
loss of r evenue amounting to Rs .1, 06, 96i5 . 

9 . 9 . 6. Disallowance by Corporation Crom the price 
demanded 

Out of Rs.4,13, 391 demanded from the Karnataka 
Forest Industries Corporation , in respec t of supplies 
made from a division in Kodagu district during 1982.:. 
83, only Rs. 2, 29, 124 was paid by the Corporation 
after disallowing. Rs .1, 84, 167. The matter of disallowance, 
stated to be mainly due to variations in lead charges 
clafmed by the department, had not been taken up 
with the Corporation so far(J une 1987). 

9 . 9 . 7. Ecualyptus wood supplied at concessional rale 
without ensuring its proper use 

Government accorded (June 1984) sane tion for 
supply of eucalyptus wood to a paper mill (a Govern
ment Company) in Shimoga district. for manufacture 
of newsprint, at 50 per cen t of the seigniorage rate. 
*The . Lead Charges. are fixed a·nnually for each·~- circl e 
based on the quotations received from transport contract.! 
ors. The average lead charges fixed not only .include 
transportation cf1arges to the depots but also loading 
charges in the forest area of extrac tion and delivery 
at the assigned depots. · 

I 
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However, no system or procedure was· evolved to ensure 
('either before or after supply of the wood) th a L the 
.s:upplies made at concessional rate were utilised for 
YT1anufacture of newsprint only. During 1985- 86 985 
MT of eucalyptus wood were supplied for Rs. l. IJO 
t akhs to the company by a di vision in Bangr1lore district 
c1L tho concessional rate, without ensuring that the 
-Qntire quantity of wood was utilised exclusively in 
lhe manufacture of newsprint. The company also had 
tiot furnished the detailed account so far (June 1987). 

9 . 9 . 8. Application of incorrect rates 

( i) The Chief Conservator of l'urcs ts (General) 
\.\ad clarified that the • revised seigniorage rate of 
~s.264.50 per tonne had to be charged (with effect 
ft'om 29th June 1982) in respect of supply of eucalyptus 
wood to a company. Out of 5238.20 tonnes of eucalyptus 
wood released to the company by the Shimoga divison 
cluring the period from 1st July 1982 to 15th July 
/ 983, on 574 tonnes, the revised seigniorage rates 
i.vere not ~harged. This resulted in short recovery 
M Rs.39 ,887 (including Forest Development Tax . Sales 
lax and Surcharge) . 

(U)While allotting certain quantities of matchwood 
species of timber to an industry , the Chief Conservator 
or Forests(General) directed that the value of timber 
s hould be recovered at current schedule of rntos 
d r at seigniorage rates plus cost of e x traction plus 
to per cent supervision cl1arges, whichever was higher. 
In respect of removals of ma.tchwood during 1983-84. 
by llie company from a forest division in Mysore 
c:\islrict, current schedule of rate was not applied 

WD·"10 
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even though il was higher. The incorect adoption 
of the lower rate resulted in loss of revenue amounting 
to Rs. 21 , 550(1ncluding taxes). 

9 . 9 . 9 . Non-rea' . :;, • short r ealisation of tax es, super
v ision •. 1la.r~·1s and sel ection charges along 
with t he pr·Ico fixed 

( i) Under the Karna taka Sales Tax Act, 1957, 
fi rewood or charcoal when sold fat" domestic use is 
exempt from levy of tax. Some of the logging antractcrs 
are required to run, unde r the terms of contract, 
firewood depots a l prescri bed places after purchasing 
firewood from the fores t department on payment of 
royalty . As the sale by t he Forest department lo 
the contractors carmot be held to be for domestic 
use , sales tax is payable on such sale. However, " 
no tax including forest development t·ax was collected 
by the Forest Department. The non-realisation of 
laxes on sale of fire wood valuing Rs. 8, ll ,2JJ in two 
d i visions during the years 1983- 84 to 1985-86 amountod 
to Rs .1, 09 , 517. 

(ii) On sale of timber , sales tax was levlable 
a t 8 per cent with e ffec t from 1st April 1963 ( t3 
per cent from 1st April 1986) at the point of first 
sale, while on sale of firewood other than for domestic 
use, tax .was le viable at the general rate of 5 per 
cent from 1st April 1982 ( 4 per cent from 1st April 
1981 to 31s t March 1982) and at 7 per cent from 1st 
Apr il 1986. In twp fores t divisions, on sale of timber 
valuing Rs . 52 , 45, 381 made during various periods 
fa lli ng between April 1982 and May 1986, tax was 
incorrectly levied at rates lower than that prescribed 
under the Act. The mistake resulted in short realisation 
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of tax amounting to Rs . 1, 43, 595. 

(iii) As per the Karnataka fores t /\ct , · 1 !JCi3 . 
where forest produce is sold or• ollmrwise ti isposecl 
of by the forest Department, forest rlovolop111on1 L;ix 
i~ leviable at 12 per cent with effect frn111 lst /\pri I 
1983. On supplies of timber and lops ant1 tops mnrlC' 
to ind us tries in 1983-84 by four forest cJ i vis i n11s , 
foresl development tax was incorrec tl y lev ied nl t hr· 
old rate of 8 per cen t, r esulting jn ~ax being lcv ind 
short by Rs . 6 , 39,952 

(iv) Jn Shimoga forest division, on surpl y nf 
781.491 Cu.M. of soft wood to a company 111<1nufm::lu1· i11g 
safely matches, administrative c lrnrges , forcsl develop
ment tax, sales tax and surohnrge were not rccovorecl. 
resulting in l oss of revenue of Rs . 51 , 435 . 

(v) As per instructions issued during December 
1983 by the Conserva tor of Forests, Kanara Circle, 
superv1s10n c harges at 10 per cen t of lhe r.osl nf 
ox traction together with taxes thereon wc1·e l r.via IJlc 
in cases where the industries lift their quota or couxbl 
spec1es from forest depots . l lowP.vnr , on p1ircll:iscs 
o r Umber on selection basis from Jon'!; ( clopnl , 111 ;HID 

by a contractor during 4th January 1904 lo lllll Fullruar.v 
1985. supervision char:ges were not luv ied, 1·r:~ull i ng 
i n s hort realisation o f revenue by Rs. 30, fl1G. 

(vi) In r espec t of ecualyp tus cilradora Leaves 
of mixed plantation extracted by a company in Sllimoga 
l'orest Division. the rate of Hs.30 per 1000 stems 
(applicable lo pure plantation) was .i,ncorreclly npplicd, 
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instead of Rs. 30 per acr e of mixed plan ta lion. This, 
along with recovery of for.est development tax at ra:i..ced 
r ate, resulted in short real lsa tion of revenue by Rs. 14, 944. 

These irregularities were reported to the depart
ment and Government in July 1981; their replies have 
not been received (October 1987). 



CHAPTEI{ 10 

OTHER TAX AND NON-T/\X RECEIPTS 

A. ENTERTAINMENTS T/\X 

10.1. Results of Audit 

Test check of records i n Enlcrtr1 inmnn ls Tax 
Offices, conduc ·:ed in aucll t rl11ring thr ynnr 11HHi-n7, 
clisc.:losecl under -assessments of l ax a11101111li11g ln Hs . li.li:I 
lakhs in 31l cases, which broadly fall 1111rle1· Lile follow 
ing categories . 

Amount 
No . of (in lokhs 
cases of n 1po0s) 

1. Incorrec t co111putalion of tax 1ll 4. 'l:l 

2 . Other irregularities 20 1 . !JO 

------- -------
folal 3fl 6 . ll:i 

------- -'--- -- --

Somo of the imporlanl r.nsos are 111cnlioncd in 
the following paragraphs. 

10.2. Short levy of enter tainments tax 

( i) Under the Karnataka Enter ta in men ls Tax 1\c.I, 
1958, in the case of cinematograph shows held in 
cinema lhea tres . s ituated within the limils or locn l 
authority whose populntion docs nol excr:mcl fiflC C..'TI 
thousand, entertainment s ta x is l evinblc at 15 per 
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cent of the gross collection capacity in respect of 
every show, provided that in the case of cincmatograph 
show of Kannada, Kodava, Konkani or Tulu films. 
the tax payable shall be one half uf tho aforef,aid 
rate. When reduction in the payment of tax is allowed 
in respect of a c:;inematograph film, the rate of paymen, 
for admission shall also be reduced in respect oi 
each admission to the extent of tax reduced in rospnc t 
of such payment. Where a proprietor does not reduce 
the rates of payment for admission, he shall ,in add i l • 11 

to any other penatl.ty under the Act, be liable 
pay tax as if no reduction from the payAienl of tux 
was made. 

In ten theatres situated withi.n the limits of 
local authorities in ·Tumkur, Hassan and Bidar districts, 
in respect of 3,284 shows of Kannada films held during 
the various periods falling between April 1984 and 
November 1986. reduction in the rat~s of payment 
for admission was not made by the proprietors concern
ed , though reduction in the payment of tax for these 
films was allowed. For this irregularity, the proprietors 
were liable to pay the tax at the full rate, in addition 
to penalty leviable under the Acl. Out tax was lcvi.ecl 
at the reduced rate (half rate) only and no ponalty 
was levied. The mistake resulted in tax being levied 
short by Rs.1,71,956. 

On the short levy of tax and omission to levy 
penalty being pointer;! out in audit between Octol.Jer 
and December 1986, the department stated (June 1987) 
that an amount of Rs.21,281 in respect of throe theatres 
had since been recovered and recovery proceedings 
initiated in one case. Report on action taken in Lhe 

_ remaining cases has not been received (October 1987). 
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(ii}. As per the Karnatakn Entcrtai11111opls Tax 
Act, 1958, on each payment for admission lo nn ontor
tainment, entertainments tax is payable at 40 per 
cent of 'payment for admission' , where sur:h payment 
(excluding the amount of tax) exceeds one rupeo ancl 
twentyfive paise, but docs not exceed two rupees 
and fifty paise. In addition, surcharge equal ln tile 
rate of entertainments tax is al so le viable. l·'urlher, 
additional tax on cinematograph shows called 'show 
tax 1 is payaqle to end of 31st March 1985 at Rs. 30 
per show where the rate of pn y ment ( inclurling cnt8r
taln111ents la.:< and surcharge) for admission of a person 
to the highest class of seat or ac;comodalion exceeds 
two rupees and fifty paise but does 11ot exceed five 
rupees. Wi.th effect from 1st April 19135. s how • t<tx 
was payable at the same rate where the rate of pay ment 
(excluding entertainments tax and surcharge) exceeds 
one rupee an·d fifty paise but does not exceed l wo 
rupees and fifty paise. 

In a video centre in Uttara Kannarta district, 
during the period from 30th November 1984 to 27th 
April 1!185, on each ticket with net price of admission 
of one rupee seventy paise (exclucling tax), entertain
ments tax was collected at the rate of 40 paise per 
ticket, instead of 70 paise per ticket (40 per cent 
of Rs .1. 70). The mistake resulted in short realisation 
of tax and surcharge amounting to Rs .10, 800 on 18. 000 
tickets sold during that period. Further, due to 
fixation of incorrect admission rate at R~.2.50, instead 
of Rs. 3. 10 (including entertainmehts tax and surcharge). 
show tax was collected at Rs. 20 per show, instead 
of at Rs. 30 per show. This resulted in short realisa t im 
of show tax by Rs. 3, 300 on 330 shows held during 
tha l period. 
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On the mistakes being pointed out in audit (May 
1986) , the department collected the entire amount 
of Rs.14,100 i n August 1986. 

The above cases were reported 
in Fel;lruary and March 1987: their 
been recei vec! (October 1987) . 

10.3. Mistake in computation 

to Government 
reply has not 

Under the Karnataka Entertainments Tax Act, 
1958, the amount of tax in respect of each payment 
for admission. surcharge, fine. penalty or any othur 
amount payable and the amount of refund due shall 
be rounded off to the next higher multiple of five i:aise. 
Where the payment for admission (excluding the amount 
of tax) exceeds one rupee and twenty five paise but 
does not exceed two rupees and fifty paise. e 1tertain
ments ta¥ is leviable at 40 per cent of such payment. 
In addition. a surcharge of one hundred per cent 
on the rate of such entertainments tax shall be levied. 

In a theatre in Dakshina Kannada district, while 
determining entertainments ta~ on 1. 4'1, 347 tickets 
(where the payment for admj ssion (excluding amount 
of tax) was Rs.Z..30 per ticket) sold during the period 
from 1st April 1984 to 31st December 1986, the provis
ion of rounding off to the next higher multiple of 
f1 ve P.aise was not followed. As a result, tax was 
incorrectly computed at 90 paise for non -Kannada films 
and 45 paise for Kannada films (one half of the rates 
specified for other films). i nstead of at 95 paiose 
and 50 paise respectively. The incorrect computation 
rest.ilted in short levy of entertainments tax and sur<
charge amounting to Rs .14, 135. 
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On the mistake being pointed out in aurli l (February 
1987), the department slated (Augus t 1q87) that reclHi
ca tory orders had been passed by the assessing officer. 

The case was reported lo Government in June 
1987: they confirmed the facts (September 1987). 

B. STATI!. LOTTER(HS 

l0.4. Loss of revenue due to exces'b wastage .of papm; 

/\s per lho terms or ag1·ccrn1rn1l 1!11lcn·d i11lrJ lmtwr-r-n 
Government and a private press ro1· . printing of State 
lottery tickets, the paper required fnr prjnting of 
the lottery tickets, including lO per cont extra fnr 
printing ·loss, wastages, cut-l>Jts, trimmings etc .• 

ell be supplied by Government and the pr inters 
silall keep the wastage of paper lo lhe 111 inimum. 

It ~as, however, noticod in auclit that, out 
of 42. 37 tonnes of paper Sll!j>plied by Government to 
the press for printing of lottery ticke ts for l 9 rlraws 
held between June 1904 and Mnrch 1985, paper was ted 
by the prlnter was in excess or tile prescrl !Jed limit 
of 10 per cent. The paper wasted in excess worked 
out to 5.65 tonnes , but no action was taken by the 
department to recover its cost which amounted to 
Rs.80 ,795. I 

On the loss being pointed out i n nudit in May 
19115 and January 1~86, the dep:irtmnnt s tated (December 
1U86) that the matter was under conslrteration; . tl)eir 
final reply has not been received · 1 ( Oc to her 1987) . 
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. The case was reported to Government in November 
1986; their reply has also not been received (October 
1987). 

Bangalore, 

New Delhi, 

The 1 •. 8 A.J 

(Smt .A.L. GANAPATHI) 
Accountant General (AuditJ-II. 

Karnataka 

Countersigned 

(T.N.CHATURVEDI) 
Comptroller and Auditor General 

of India 
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Report (Re•enae Receipts) of the Comptroller and Auditor General of India for the year 1986-87-Govemmeot 
of Karnataka. 

-------
SI. Page Para No. Line No. For Read 
No. No. 

2 3 4 5 6 

I. (ii) Table of 14th from top Mistakes Mistake 
contents 

2. 2 
(Para 3. I I) 
1.2,2 2nd from top classificiation classific1tion 

3. 7 1.8 .'5 . 19th from top Non-rec:Ovcery Non-recovery 
4. 10 2 . 1 3rd from top Karanataka Karnataka 
5. 17 2.4 6th from top yeares years 
6. 21 2 . 8 18th from top of office of offices 
7. 27 3.2(iv) 10th from top inter state inter-state 
8. 31 3 . 2 (x) 27th from top delaer dealer 
9. 32 3 .3 (ii)a Last percent of per cent ( 

IO. 38 3 . 3 (vii) 8th from top in sale of on sate of 
I J. 40 3 .3 (x) 25th from top act, 1957, Act, 1957, 
12. 41 3.3 (x) 9th from top (xJ (b) above (ix) (b) above 
13. 48 3 . 4 (vii) Last beeen been 
14. 57 3 . 5 (v)(a) 23rd from top . . Add the following after 

Rs. 26,294 " Report on 
recovery has not been 

15. 58 3 .6 
. received, (October 1987)." 

2nd from bottom had ben had been 
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17. 
18. 
19. 
20. 

21. 
22. 
23. 
24. 
25. 
26. 
27. 
28. 
29. 
30. 
31. 
32. 
33. 
34. 
35. 
36. 
37. 
38. 
39. 

2 

59 
76 
83 
93 
94 

95 
103 
109 
110 
110 
117 
121 
121 
124 
128 
29 

137 
143 
144 
200 
214 
2 18 
218 
221 

3 

?- . 7 (ii) 
3. 15 (!) 
4 . 2 (ii) 
4.9 
4 . 11 

4 . 12 . 1 
4. 13 .3 
4 . 14 .3 (b) 
4.14.4 (a) 
4. 14.4 (b) 
4. 14.6 (B)(i) 
5. 1 
5. 2 (i) 
5. 2 (iii) 
5 .4 (ii)a 
5 .4 ( i )a 
: .9 . J(Col. VI) 
5.9 . 6 
5 . 9 . 7 (a)(i) 
9. l 
9. 8 (ii) 
9.9 .6 
9.9.7 
9 . 9 . 9 (vi) 

4 

28th from top 
Sth from bottom 
lst 
13th from top 
19th from top 

4th from top 
1st 

Last 
10th from top 
12th from top 
6th from top 
2nd from top 
Last 
I 1th from top 
24th 
1 St 
~nd fr om to p 
3rd from top 
14th from top 
7th from top 
8th from top 
14th from top 
22nd fro m top 
26th from top 

5 

manufactured 
action has 
d uitable 
p~titi t ions 

inu :istries 
bound 
neglibile 
the of 
on interest 
1970) 
Text check 
1985. 
vehciles 
spcial 
ut 
~l 
vehilces 
singature 
Rs. 140 .97 
1987. 
Rs. 4,13,391 
Ecualyptus 
ecualyptus 

l. 

--- -- -- ----- ~--·· 

6 

unmanufactured 
action taken has 
dutiable 

... 

petitions . . 

---· ·-

Add the following after from · 
one licensee. "Report on 
recovery of the balance 
amount has not been · 
received (October 1987) •·. 

industries · 1 

bonded 
negligible · 
the end of 

' of interest 
1980) 
Test check 
1985, 
vehicles 
special 
ou t 
32 
vehicles 
signature 
Rs. L 4J. 97 lakhs 
1987; 
Rs. 4,1 3,291 
Eucalyptus 
eucalyptus 

, I 
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