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The Audit Report for the year ended March 2012 has been prepared for 

submission to the President of india under Article 151(1) of the Constitution of India~ 

Audit of Revenue Receipts - indirect Taxes· of the Union Government is 

conducted under section '.116 of the ComptroUer and Auditor General of india's (Duties, 
I 

Powers and Conditions of Service) Act, 1971. 

The Report present]s the resu~ts of audit of receipts of Central Excise duties and 

Service Tax. 

The observations included in this Report cover the findings of test checks 

conducted during 2011-12l as well as those which came to notice in eadier years but 

were not included in previdus Reports. 
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Executive Summary 

This Report contains 239 audit observations pertaining to Central Excise duties and 

Service Tax, having a total revenue implication totalling ~ 569.55 crore. The 

Ministry/department had, till May 2013, accepted audit observations involving revenue 

of ~ 565.72 crore and re~orted recovery of ~ 109.30 crore. Significant findings are as 

foliows; 

Chapter ~: Central Excise andl Service Tax Revern.ees 

· o Indirect tax reVenJ.s as a percentage of Gross domestic product decreased from 

5.24 per cent in Ft03 to 4.38 per cent in FY12. During the same period, Central 
I 

Excise revenues (PLA) as a percentage of GDP dedined from 3.25 in FY03 to 1.61 

in FY12 and Servic~ Tax revenues as a percentage of GDP rose to 1.09 from 0.16. 

(Paragraphs 1.6, 1.8 and 1.11) 

o Revenues foregone on account of Central l;xcise exemptions continued during 

FY12. Exemptions I under section 5A(l) of the Central Exdse Act amounted to 

~ 1,95,590 crore (f 1,79,453 crore in general exemptions and~ 16,137 crore in 

area based exemptions) i.e. 135 per cent of the revenues from Central Excise. 

(Paragraph 1.40) 

Cases invoiving ce
1

ntral Excise duty of~ 54,172.65 crore were pending as on 31 

March 2012 with <i:lifferent authorities for adjudication/final decision ; the figure 

in respect of Servide Tax was even higher at~ 73,274.74 crore. 

{Paragraphs 1.70 and 1.72) 

Nearly SO per cert of Service Tax assessees paying revenue over ~ 1 crore 

annuaily and due for audit by the Central Excise and Service Tax department 

remained unaudited during 2011-12. 

(Paragraph 1.87) 

o 634 audit paragraphs involving Central Excise duty . tota!ling 

~ 1,429.42 crore iere reported during the !ast 5 years (including the current 

year's report). Th~ Government had accepted audit observations in 502 audit 

paragraphs involvihg ~ 533.08 crore and had recovered ~185.09 crore. · 

(Paragraph 1.96) 

iii 
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I 
I 
I : . 

© 8.58 audit' paragraphs involving Service Tax totalling < 1,519.42 crore were 

reborted ~uring tile ~ast 5 years (including the current year's report). The 

G+vernme:ht had accepted audit observations in 793 audit paragraphs involving 

<1,208.26;1 crore and had recovered< 353.85 crore. 
I 1, . 

! 

I (Paragraph 1.97) 
: ) :: 
I I ii 

1Clhlaqp1l:err~i: NiCill'il-cillmjpl~Ilaill'il«:e wa1tlhl iRll.ll~es alll'ildl !Regl!.ll~arltn!Clm; 

I 
I " 

(!) W'e observed instances of incorrect avaiHng/utinsation of cenvat credit, short I . Ii . 

payment q,f duty/taxa11d 11on-paym~nt of interes~ 011 de~ayed paymentsinvo~ving 

~ re~enue irhpHcation of < 61.44 crore and < 478.04 crore in Central Excise and 
I , 

, Service Ta* respectively. 

(Paragraphs 2.1 and 2.13) 

'. < '." ~ ·.•• l 
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I 

j Chapter I 

Central Excise and Service Tax Revenues 

Resources of the Union Glvernment 

I 
1.1 The Government of India's resources include all revenues received by the Union 

Government, all loans raiJed by issue of treasury bills, internal and external ~oans and 

money received by the Go~ernment in repayment of loans. Tax revenue resources of the 
I 

Union Government consist of revenue receipts from direct and indirect taxes. Table 1.1 

presents a summary of to~al receipts (FY12) of the Union Government, which amounted 

to ~ 52,83,774 crore. uf ion Government's own receipts were ~ 12,20,597 crore, 

constituting only 23.10 per cent of the total receipts. The remaining 76.90 per cent 
I . 

comprised of borrowings. Out of its own receipts,~ 8,89,118 crore (72.84 per cent) were 

I 
gross tax receipts. 

Tab Ir 1.1: Resources of the Union Government 

A. Total Revenue receipts 

i. 

Ii. 

iii. 

Direct Tax Receipts 

Indirect Tax Receipts I' 

Other Tax Receipts 

iv. Non-Tax receipts inclu
1

ding grant-in-aid and contribution 

B. Miscellaneous Capital receip!ts 

i 
C. Recovery of Loans and Advances 

D. Debt Receipts I 

Total Receipts (A+B+C+D) [ 

Cir.~ 

11,65,691 

4,93,987 

3,92,674 

2,457 

2,76,573 

18,088 

36,818 

40,63,177 

52,83,774 

Note: a) Figures from Union Fin~nce Accounts of FY12 
b)Tax receipts include~ 2!55,414 crore as share of net proceeds of direct and indirect taxes directly 

assigned to States. I 

Revenue Receipts: Movement of Major Aggregates 

I 
1.2 Revenue receipts !come from both tax and non-tax sources. Tax revenue 

comprises proceeds of taxes and duties levied by the Union Government, viz. taxes 011 

income and expenditure, c~stoms, union excise duties, tax on services, etc. 

1.3 The Department df Revenue (DoR) under the Ministry of Finance exercises 

control in matters relatink to all taxes of Union Government through two statutory 

Boards, constituted underlthe Central Board of Revenue Act, 1963, namely the Centra~ 
Board of Excise and Custbms (CBEC) and the Central Board of Direct Taxes (CBDT). 

Appendix 1 depicts the org
1

anizational chart of DoR. _ 

1 
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1.4 CBEC looks aher levy and collection of Indirect Taxes including Customs, Central 

Excise duties and Service Tax. The overall sanctioned staff strength of the Central Excise, 

Customs and Service Tax department is 73,806. Appendix 2 shows the organizational 

structure of CBEC. 

1.5 The Report contains 239 audit observations having a total revenue impl ication 

totalling ~ 569.55 crore. The Ministry/department had, as of May 2013, accepted 235 

audit observations involving revenue of ~ 565 .72 crore and had reported recovery of 

~ 109.30 crore1
. This Chapter discusses trends, composition and systemic issues in 

indirect taxes (Central Excise and Service Tax) using data from the Union Finance 

Accounts, departmental accounts, data available in public domain, departmental MIS 

and compliance/ performance audit findings in the last decade. 

Indirect Tax Revenues 

1.6 Table 1.2 depicts collections of indirect tax as a percentage of GDP for the period 

FY03 to FY122
. The percentage share of indirect taxes to GDP decreased from 5.24 per 

cent in FY03 to 4.38 per cent in FY12 though during the years FY05 to FY07, the 

percentage share showed an increasing pattern. Share of indirect taxes in the gross tax 

revenues also fell from 61 per cent (FY03) to 44 per cent (FY12). GDP increased from 

~ 25.31 lakh crore in FY03 to~ 89.75 lakh crore in FY12 whereas indirect taxes increased 

from~ 1.33 lakh crore in FY03 to~ 3.93 lakh crore in FY12. 

Table 1.2: Revenue receipts 

Cr.~ 

Year Gross Tax Revenue Indirect Tax GDP GTR Indirect Tax 
(GTR) Revenues as% revenue as% 

of GDP of GDP 

FY03 2,16,266 1,32,542 25,30,663 8.55 5.24 

FY04 2,54,348 1,48,534 28,37,900 8.96 5.23 

FY05 3,04,958 1,71,273 32,42,209 9.41 5.28 

FY06 3,66,152 1,99,702 36,93,369 9.91 5.41 
FY07 4,73,512 2,41,906 42,94,706 11.03 5.63 

FY08 5,93,147 2,79,497 49,87,090 11.89 5.60 

FY09 6,05,298 2,69,988 56,30,063 10.75 4.80 
FYlO 6,24,527 2,45,373 64,77,827 9.64 3.79 

FYll 7,93,307 3,45,371 77,95,314 10.18 4.43 

FY12 8,89,118 3,92,674 89,74,947 9.91 4.38 

Note: Figures of tax receipts are as per Union Fi nance Accounts of respect ive years 

1 .7 The Ministry stated (March 2013} that analytical parameters such as the tax-GDP 

ratio are most often an outcome of direction in the form of policy interventions, given to 

the overall economy, which operates in a scenario of internal and external factors. 

Unstable oil prices, global economic meltdown and fiscal s timulus packages including 

1 
235 cases include cases where revenue was recovered/ rectificatory act ion init iated though departmental 

lapse has not been accepted. 
2 GDP is based on current market prices with base year as 2004-05. Figures as provided by Central Statist ics 
Office as of January 2013 and as depicted in Economic Survey 2012-13, are used in this Report. 

2 
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measures such as reduction in rates of duties and taxes, providing of incentives as well as 

withdrawal of exemptions, introduced by the Government to moderate the Indian 

economy from the global economic recession, influenced the direction of indirect tax 

policy and administration. 

Growth of Central Excise and Service Tax - Trends and Composition 

1.8 Table 1.3 t races t he growth of Central Excise collections during FY03 to FY12. 

During FY12, Centra l Excise co llections grew by 5.23 per cent over the previous year. 

However, we observed that the share of Centra l Excise in gross tax revenues has 

decreased from 38.06 per cent (FY03) to 16.30 per cent (FY12) during the period i.e. the 

share has become less than half of what it used to be a decade ago. The table further 

indicates that Central Excise revenues expressed as a percentage of GDP has suffered a 

similar decline. 

Table 1.3: Growth of Central Excise collections through PLA* 

Cr.~ 
Vear CE(PLA) %growth GDP CE Gross Tax CE 

over as% of GDP Revenues as % of Gross 
previous Tax Revenue 

year 

FY03 82,310 25,30,663 3.25 2,16,266 38.06 
FY04 90,774 10.28 28,37,900 3.20 2,54,348 35.69 
FY05 99,125 9.20 32,42,209 3.06 3,04,958 32.50 
FY06 1,11,226 12.21 36,93,369 3.01 3,66,152 30.38 
FY07 1,17,613 5.74 42,94,706 2.74 4,73,512 24.84 
FY08 1,23,611 5.10 49,87,090 2.48 5,93,147 20.84 
FY09 1,08,613 (-)12.13 56,30,063 1.93 6,05,298 17.94 
FY10 1,02,991 (-)5.18 64,77,827 1.59 6,24,527 16.49 
FY11 1,37,701 33.70 77,95,313 1.77 7,93,307 17.36 
FV12 1,44,901 5.23 89,74,947 1.61 8,89,118 16.30 
Source: Union Finance Accounts of respective years 

* Payments through PLA refer to payme nts by cash, cheque etc i.e. other than through cenvat account. 

1.9 Th e Ministry stated (March 2013) that cumulative of PLA and cenvat credit 

utilisation shows increasing trend after 2009-10 vis-a-vis GDP and gross tax revenues 

during the same period and that payments through cenvat credit need to be factored in. 

1.10 The M inistry's contention is not acceptable. Under the cenvat credit system, 

credit is given at each stage for duty paid at earlier stage. The Union budget considers 

only PLA collection as tax receipts. Even the Economic Survey 2012-13 uses only PLA 

col lections in calculation of tax to GDP ratios.3 

1.11 Table 1.4 depicts the Servi ce Tax revenues as percentage of GDP and gross tax 

revenues for the period FY03 to FY12. We observed that the share of Service Tax to 

gross tax revenues increased from 1.91 per cent to 10.97 per cent during the period. 

During FY12, Service Tax collections grew by 37.31 per cent. The buoyancy is due to 

3 Econom ic Survey 2012-13, Chapter 3, Table 3.4, Page 61 

3 



Report No. 17 of 2013 (Indirect Taxes-Centra l Excise and Service Tax) 

gradual increase in the number of taxable services and increase in tax rates during the 

period. In FY03, t otal number of taxable services was 52; however, in FY12, 119 services 

were taxable. Besides a number of policy measures to rationalize penal provisions and 

improve compliance, rates of Service Tax have also varied between 8 per cent and 12 

per cent in the int ervening years. 

Table 1.4: Growth of Service Tax 

Cr.~. 
Year ST %growth GDP ST Gross Tax ST 

over previous as% of GDP Revenues as % of Gross 
year Tax Revenue 

FY03 4,122 25,30,663 0.16 2,16,266 1.91 
FY04 7,891 91.44 28,37,900 0.28 2,54,348 3.10 
FY05 14,200 79.95 32,42,209 0.44 3,04,958 4.66 
FY06 23,055 62.36 36,93,369 0.62 3,66,152 6.30 
FY07 37,598 63.08 42,94,706 0.88 4,73,512 7.94 
FY08 51,302 36.45 49,87,090 1.03 5,93,147 8.65 
FY09 60,941 18.79 56,30,063 1.08 6,05,298 10.07 
FY10 58,422 (-)4.13 64,77,827 0.90 6,24,527 9.35 
FY11 71,016 21.56 77,95,313 0.91 7,93,307 8.95 
FY12 97,509 37.31 89,74,947 1.09 8,89,118 10.97 
Source: Union Finance Accounts of respective years 

Comparison of data on revenue collections 

1.12 Table 1.5 indicates that there is discrepancy in revenue figures reported in the 

Union Finance Accounts and in the Monthly Revenue Reports(MRR) of the department. 

Audit observed that in FY12, the difference between the two sets of figures in respect of 

service tax was over~ 1300 crore. 

Year 

FY08 

FY09 

FY10 

FY11 

FY12 

Table 1.5: Discrepancy in figures 

Cr.~ 

Central Excise Service Tax 

Figures as pe r Figures as per Figures as per Figures as per 
Finance Accounts departmenta l MRR Finance Accounts departmental MRR 

1,23,611 1,22,938 51,302 50,381 

1,08,613 1,04,701 60,941 63,565 

1,02,991 1,02,858 58,422 59,450 

1,37,701 1,36,463 71,016 71,782 

1,44,901 1,42,673 97,509 96,124 

1.13 The Ministry stated (March 2013) that statistical data on revenue collected by 

various authorities from various sources show differences on the basis of point at which 

data is collected. However, final data on annual basis as reconciled by the Principal CCA 

with Controller General of Accounts, Department of Expenditure and reflected in the 

Receipt budget documents of the Ministry of Finance is relied upon as standard. 

1.14 The figures reported by Principal CCA are of actua l collections and the ones 

reported through MRRs are based on the returns filed . The significant difference 

4 
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between the two sets of figures is a matter of concern as both relate to the same 

transactions reported. Hence, there is a need for better reconciliation mechanism. 

Indirect Tax components - Relative performance 

1.15 Table 1.6 depicts the growth trajectory of the various indirect tax components in 

GDP terms for the period FY03 to FY12. While in respect of both Customs and Central 

Excise, t here was an overall decline during the decade, the same was more pronounced 

in Centra l Excise. 

Table 1.6: Indirect Taxes - percentage of GDP 

Year Customs Cent ra l Excise 
FY 03 1.77 3.25 
FY 04 1.71 3.20 

FY 05 1.78 3.06 

FY 06 1.76 3.01 
FY 07 2.01 2.74 
FY 08 2.09 2.48 

FY 09 1.77 1.93 
FY 10 1.29 1.59 
FY 11 1.74 1.77 
FY 12 1.66 1.61 
A: Avg (FY 03-05) 1.75 3.17 

B: Avg (FY 10-12) 1.56 1.66 

C = B-A -0.19 (-)1.51 

Source: Union Finance Accounts of respective years 

Top Revenue yielding commodit ies 

Service Tax 
0.16 
0.28 

0.44 
0.62 
0.88 

1.03 
1.08 
0.90 

0.91 
1.09 
0.29 
0.97 

0.67 

1.16 Chart 1.1 depicts t he share of commodity groups in the overall Central Excise 

revenues (FY12). Petroleum (46 per cent), tobacco (11 per cent), Iron and Steel (9 per 

cent), motor vehicles (6 per cent), chemicals (6 per cent), cement (S per cent) and 

machinery (4 per cent) were t he seven highest earners and together, contributed 88 per 

cent to the tota l Cent ral Excise revenue in FY12. 

Chart 1.1 : Rev enue sh are of m ajor comm odities 

Chemical 
products 

6 % 

Others 

Iron and steel 

9 % 

Source: CBECDDM 

Tobacco 
products 

11% 

5 

Petro leu m 
Pro duc ts 

46% 
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Service Tax revenues from major contributing service categories 

1.17 Table 1.7 depicts Service Tax col lected from major service categories. Besides the 

top revenue earners (banking and financial services, telecommunication, business 

auxiliary services, tax on General insurance premia), Service Tax categories introduced in 

the recent past such as renting of immovable property and works contract services are 

some of the major performing categories. Besides these service categories listed in the 

table, services such as construction of residential complex, information technology 

software and consulting engineer services contributed significantly to Service Tax 

collections in the past few years. 

Table 1.7: Service Tax from major service categories 

Cr.~ 

"O ·;; 
- cu ~c cu "' > 

; ~ :n "' cli ~ « 
u ... ..co 

"'~"' "' ~"' o:o > .. C::·-u "'u 3: cu "' "' "'~I-... t>O u u ~·§ c:: ~ "' cu 0 ... C:: · - ~o~ t>O"' ~ 
-" "' oE c:: Q. "O 0 (!) 

"' ·=; ·~ c=·~ cu "' E c:: a.·- c:: > cu ...... 
C.·~ cu cu 0 Q. ....... cu {!!. E o 'Vi ·;: i! )( c "- 4. 'Vi Q. i! ~ 0 c. 0 .. .. a:: > nJ Q.I :I "" c:: Ee 3: 5 c:: :I 0 .,, -o -"' c:: cu 

E 
:I :I cu 

1-(!)_ECL 
:I :I cu 

"' b ·= "O (!) c:: "' ; ~VI al ct VI al VI VI ~ .E Q. u "' 0 0 ::? cu "' c:: ...... 
al u a:: ::? "' I-

FY08 3,743.74 2,665.51 3,864.06 2,788.70 2,223.16 946.47 230.04 1,582.20 1,812.36 2,941.11 

FY09 3,925.59 3,123.61 4,147.93 3,279.16 1,604.35 2,577.93 1,306.23 2,101.02 2,280.98 3,225.65 

FYlO 4,066.05 2,884.94 3,646.54 3,125.54 1,934.92 2,015.24 1,848.87 2,077.41 2,221.14 2,644.01 

FYll 4,345.23 3,902.31 3,916.81 3,876.57 2,688.86 2,829.24 3,092.08 2,869.87 2,522.38 3,040.13 

FY12 5,875.91 5,402.45 5,255.64 5,233.57 4,344.88 4,339.77 4,179.00 3,847.14 3,494.98 3,407.24 

Source: Union Finance Accounts of respective years 

Revenue from Petroleum and Non-Petroleum products 

1.18 Petro leum products are the largest contributors to Central Excise duties. The 

Centra l Excise revenues from petroleum and non-petroleum products during recent 

years are depicted in Table 1.8: 

Table 1.8: Collection from petroleum and non-petroleum products 

Cr.~ 

Year Petroleum Other CE Share of petroleum Share of non-petroleum 
related revenue revenue products in CE revenue (%) products in CE revenue (%) 

FY06 51,753 66,544 44 56 

FY07 57,884 70,233 45 55 

FY08 60,231 78,508 43 57 

FY09 59,383 64,839 48 52 

FY10 64,012 53,489 54 46 

FY11 76,546 74,859 51 49 

FY12 74,829 89,518 46 54 

Source: Figures provided by the M inist ry 
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1.19 Central Excise contribution from petroleum sector was around 50 per cent. The 

predominant share of Centra l Excise collections from a single group of commodity points 

to narrow tax base and /or low tax rate structure as well as high tax expenditures. 

Contribution from main non-petroleum commodities 

1.20 We have depicted the contribution from all other non-petroleum product groups 

to Central Excise revenues during t he last decade in Table 1.9. 

Year 

FY04 

FY05 

FY06 

FY07 

FY08 

FY09 

FYlO 

FYll 

FY12 

"' Q.I 
t: 
Q.I .... 
RI 
l:IO u 

5,495 

5,995 

6,989 

7,701 

8,152 

9,310 

9,556 

11,175 

12,133 

Q.I 
Q.I 
t; 
"tJ 
c 
RI 
c 
0 .... 

7,330 

7,663 

10,723 

12,685 

15,940 

14,112 

8,479 

12,634 

11,840 

Source : CBECDDM 

Table 1.9: Collection from non-petroleum commodities 

.... 
c 
Q.I 

E 
Q.I 
u 

4,220 

4,523 

4,739 

5,149 

6,991 

6,486 

5,185 

7,458 

8,952 

"' .... 
RI 
u 
~ 
0 .... 
0 
~ 

2,067 

2,653 

3,472 

2,958 

2,716 

2,420 

3,958 

5,001 

4,834 

2,960 

3,628 

4,086 

4,810 

5,349 

2,822 

2,382 

3,680 

4,519 

"' u ... 
"' RI 

0:: 

2,152 

2,531 

2,477 

2,396 

2,537 

2,076 

1,355 

2,368 

2,934 

c 
0 .... 

1,137 

2,107 

2,089 

2,433 

2,530 

1,753 

1,307 

1,847 

2,001 

"' u -
·- RI c u 
RI · -
l:IO E 
.... Q.I 
a~ 

u 

1,722 

2,171 

2,026 

2,044 

1,871 

1,165 

825 

1,521 

1,943 

- ~ 
~ Q.I 
·- c 
~ :c 
Q.I u 

- RI 
w~ 

1,663 

1,921 

1,903 

1,900 

2,173 

1,516 

1,077 

1,456 

1,695 

RI 
u ... 
:I 
Q.I 
u 
RI 

E .... 
RI 
~ 
Q.. 

1,434 

1,616 

2,265 

2,007 

1,739 

523 

353 

376 

693 

"' Q.I . .. 
.... ·-
Q.I "tJ 
~ 0 ..., E 
o E 

0 
u 

25,416 

26,595 

25,775 

26,149 

28,510 

22,686 

19,023 

27,435 

34,529 

Cr. ~ 

55,596 

61,402 

66,544 

70,233 

78,509 

64,869 

53,499 

74,950 

86,074 

1.21 Growth in Centra l Excise reven ues from cigarettes relegated iron and steel 
products, the largest contributors amongst the non-petroleum group, to second position 
in FY12. Other commodity groups reta ined their respective position during the last fou r 
years. 

Cenvat credit 

Central Excise receipts vis-a-vis cenvat credit utilised 

1.22 A manufacturer can avail credit of duty of Central Excise paid on inputs or capital 

goods as well as Service Tax paid on input services related to his manufacturing activity 

and can util ize credit so availed in payment of Central Excise duty. Table 1.10 shows 

growth of Central Excise collections through cash (PLA) and cenvat credit during FY03 to 

FY12. 

7 
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Table 1.10: Central Excise Receipts: PLA and Cenvat utilisation 
Cr.~ 

Year CE duty paid through PLA CE duty paid through cenvat credit• CE duty paid from 

Amount % increase from Amount % increase from cenvat credit as % 

previous year previous year of PLA payments 

FY03 82,310 53,039 64.44 

FY04 90,774 10.28 66,576 25.52 73.34 

FY05 99,125 9.20 76,665 15.17 77.34 

FY06 1,11,226 12.21 96,050 25.29 86.36 

FY07 1,17,613 5.74 1,28,698 33.99 109.42 

FY08 1,23,611 5.10 1,52,210 18.27 123.14 

FY09 1,08,613 (-)12.13 1,50,361 (-)1.21 138.44 

FYlO 1,02,991 (-)5.18 1,19,982 (-)20.20 116.50 

FYll 1,37,701 33.70 1,70,058 41.74 123.50 

FY12 1,44,901 5.23 2,15,849 26.93 148.96 
Source: * Figures furnished by the M inistry 

1.23 Until FY06, duty payment through PLA (cash) was more than payment from 

cenvat cred it . Afterwards, duty payment from cenvat credit increased and rose to 

almost 149 per cent of PLA, in FY12. The data indicates that while the Central Excise 

receipts (in cash) had gone up by 76 per cent during the period, duty payment through 

cenvat during the same period had increased by 307 per cent. In general, the utilisation 

of cenvat cred it has increased at a faster pace than actual receipts through PLA. We 

have included in the current report, 48 instances involving ~ 31.79 crore on cenvat 

related issues such as incorrect/avail ing utilization of cenvat credit observed by Audit 

during compliance audits at field . 

1.24 Table 1.11 depicts data on commodity wise availing of cenvat credit in recent 

years. While t here is increase in cenvat utilization across all commodities, two 

commodities i.e. petroleum products and iron and steel, registered a decline in PLA 

collections during the year. Increase in cenvat credit utilisation is attributable, inter alia 

to factors such as increase in export clearances and availability of accumulated cenvat 

cred it relating to capital goods on expansion of manufacturing units, cross-utilisation of 

Service Tax related credit etc. 

8 



Report No.17 of 2013 Ondirect Taxes-CentralExeise and Service Tax) 

I . . -

Talbie 1.11.1 : Maini commodi11:ies 11.111tmsin1g cem1a11: credli1t · 
. I . . !Cir.~ 

I 
IFYU IFY:Jl.2 

% grow1tlhUn IFY:ll2 . 

St 1Commodu11:y oveir fYl:IL · · -

No. iGilr'Oi.llpi I 
!Pi.A !Ce IWaJ1t !Pi.A Ce11wait !PILA teowait 
I 

Petroleum I 
1 

products 
76,546.17 7,511.87 74,709.33 9,757.08 (-)2.40 29.89 

I Tobacco i 

2 
products 

15,518.54 486.38 11A14.68 646.72 12.22 32.97 

I 
3 Iron and steel 14,48©.84 34,692.29 13,813.83 45,344.95 (-)4.61 30.71 

Chemical I 
4 

products 7,541.51 27,995.79 9,236.43 33,324.82 22.47 19.04 

5 Motor Vehicles 8,661'61 30,359.04 9,331.17 38,173.05 7.66 25.74 

6 Cement 7,45i.16 4,352.76 8,952.39 5,001.48 20.03 14.QO 

7 Machinery 5,37f.05 20,636.50 6,407.16 24,497.50 19.27 18.71 

Source: Figures furnished by the Ministry 

. I 
1.25 FaH in utmsation of PlA i11 respect of petroleum products and iron and stee~ was 

attributable to a combinaJion of factors. Rise in cenvat utmsation in petroleum was 

attributed by Chennai zon~ for examp!e, in the month~y revenue performance report 

(March !2012 ) to factors sLch as increase in cost of major inputs namely, base oil and 

additives a11d stagnant sa~b price resulting in accumulation of cenvat credit. The zone 
.. . I . . . . . 

reported . that the shortfall in IPlA payment from the zone was due to tile excess 

utilizatibn. of this credit. ] Certain other zones' attributed the introduction of' CE 

notification no. 33/2011 dated 25 June 2011 abolishing bask duty of Rs. 2.60 per litre on 

unbranded R. D. oH as resJlting in reduction in PLA collections. Coimbatore zone cited 

linkage of increased utmsa~ion in iron and steel industry to imposition of countervailing 

duty on imported coal sinde March 2012 based 011 which assessees couid avail huge 

· credit on CVD on importe6 coal. Vadodara zone attributed decrease in PlA in 2012 

figures . vis-a-vis comparad~e figures of March 2011 to increase in cenvat due to 

additional availabiHty of cehvat credit of Rs. 319 cro~e as on 01.04.2011 on account of 

de-notification of M/s. EssJr SIEZ and merger of the 3 sister concern units of M/s. Essar 

Steel ltd. 

SeNke Taix recei[pl1!:s vis-a-vis ce1nrwaitt crnidlutt lUlttmzed 

1.26 011e of the major 1tatutory changes in the evolution of Servke Tax was the 
. . I 

recognition in iaw (2002) of the availing and utilization of cenvat on servkes. 

Subsequent changes in lawj resulted in expansion in scope in due course to cover cross

utiiization among goods and services, whkh in effect would be a step towards 

harmoriization of the two t~xes, Service Tax and Central Excise. . 
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1.27 A service provider can avail cred it of Service Tax paid on input services related to 

his service activities and Central Excise duties paid on inputs and /or capital goods and 

can utilize credit so availed in payment of Service Tax. We have depicted a comparative 

statement showing the deta ils of Service Tax paid in cash through personal ledger 

account (PLA) and through cenvat credit account during the last five years in Tablel.12. 

Table 1.12: Service Tax: PLA and Cenvat utilisation 

Year 

FY08 

FY09 

FYlO 

FYll 

FY12 

ST paid through PLA 

Amount % increase from 
previous year 

51,302 

60,941 18.79 

58,422 (-)4.13 

71,016 21.56 

97,509 37.31 

Source: *Figures furnished by the Ministry 

ST paid through cenvat credit* 

Amount % increase from 
previous year 

10,712 

18,457 72.30 

25,880 40.22 

29,418 13.67 

13,536 (-)53.99 

Cr.~ 

ST paid from cenvat 
credit as % of PLA 

payment 

20.88 

30.29 

44.30 

41.42 

13.88 

1.28 Table 1.12 shows that percentage of Service Tax paid through cenvat credit to 

PLA (cash) showed increasing trend up to FYll. Utilisation dipped to 13.88 per cent in 

FY12. 

1.29 We observed a significant number of cases (24 instances involving~ 172.23 crore 

on cenvat relat ed issues such as incorrect availing and utilization of cenvat credit), which 

we have included in this Report. We also pointed out similar instances in previous Audit 

Reports (C & AG's Audit Report no 28 and no 29 of 2011-12). Persistent deficiencies are 

clearly indicat ive of the need to strengthen the department's compliance verification 

mechanisms such as scrutiny, audit and anti-evasion. 

1.30 The department in its Annual Performance Report (Service Tax) for 2009-10 also 

noted that cenvat verification during scrutiny of returns is almost negligible. Director 

General of Service Tax (DGST) while bringing out the Report hoped that the situation 

would improve with the publication of the Service Tax Scrutiny Manual in 20094
. 

Wrongful utilisation of cenvat credit is also one of the three modus operandi identified 

by the department 5
. DGST highlighted the need to launch an Action Plan involving Audit 

and Anti-Evasion wings which should work in close coordinat ion at the apex and 

Commissionerate levels to detect cases of evasion. 

1.31 The Ministry attributed (March 2013) the rising trend of cases relating to misuse 

of cenvat credit scheme to the fraudulent availing of credit without receipt of goods. In 

4 DGST, an attached office of CBEC, is responsible for monitoring the collection and assessment of Service 
Tax 
5 

DGST's letter dated 25 August 2011 to all Chief Commissioners 
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addition, despite the department placing increased reliance on audit and anti-evasion 

measures, shortage of staff continued to hamper these efforts. However, Audit observed 

that even the latest Action Plan (2013-14) laid no em phasis on close coordination 

between the Audit and Anti -evasion wings which would aid detection of cases of 

evasion. 

Budgeting issues in Central Excise and Service Tax 

1.32 Table 1.13 presents a comparison of the Budget Estimates and the corresponding 

actuals for Central Excise. 

Table 1.13: Central Excise- Budget Estimates and Actual receipts 

Cr.~ 

Year Budget Revised Actual Difference between Difference as per 

estimates estimates receipts actual receipts and cent of Budget 

budget est imates estimates 

FY03 91,433 87,383 82,310 (-)9,123 (-)9.98 

FY04 96,791 92,379 90,774 (-)6,017 (-)6.22 

FY05 1,09,199 1,00,720 99,125 (-)10,074 (-)9.23 

FY06 1,21,533 1,12,000 1,11,226 (-)10,307 (-)8.50 

FY07 1,19,000 1,17,266 1,17,613 (-)1,387 (-)1.17 

FY08 1,30,220 1,27,947 1,23,611 (-)6,609 (-)5.08 

FY09 1,37,874 1,08,359 1,08,613 (-)29,261 (-)21.22 

FY10 1,06,477 1,02,000 1,02,991 (-)3,486 (-)3.27 

FY11 1,32,000 1,37,778 1,37,701 5,701 4.32 

FY12 1,64,116 1,50696 1,44,901 (-)19,215 (-)11.71 

Source: Union Finance Accounts and receipt budget documents of respective years 

1.33 The actual receipts were lower than the budget estimates except in FYll. In 

FY09, the variation between the actual collections and budget estimates was 

significantly h igher at 21 per cent. In FY07, the variation came down to 1.17 per cent. In 

FYll, the collection exceeded t he budget estimates by 4.32 per cent. 

1.34 Table 1.14 presents a comparison between the Budget Estimates and the 

corresponding actuals in respect of Service Tax. 
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Table 1.14: Service Tax - Budget Estimates and Actual receipts 

Cr.~ 

Year Budget Revised Actua l Difference between Difference as 

estimates estimates receipts actual receipts and per cent of 

budget estimates Budget 

est imat es 

FY03 6,026 5,000 4,122 (-)1,904 (-)31.60 

FY04 8,000 8,300 7,891 (-)109 (-)1.36 

FYOS 14,150 14,150 14,200 so 0.35 

FY06 17,500 23,000 23,055 5,555 31.74 

FY07 34,500 38,169 37,598 3,098 8.98 

FY08 50,200 50,603 51,302 1,102 2.20 

FY09 64,460 65,000 60,941 (-)3,519 (-)5.46 

FYlO 65,000 58,000 58,422 (-)6,578 (-)10.12 

FYll 68,000 69,400 71,016 3,016 4.44 

FY12 82,000 95,000 97,509 15,509 18.91 

Source : Union Finance Accounts and receipt budget documents of respective years 

1.35 Table 1.14 indicate that actual receipts were lower than the budget est imates 

during t he years FY03 and FY04. Subsequently, co llections exceeded budget estimates 

barring t he years FY09 and FYl O. Act ual receipts of FY06 exceeded budget estimates by 

31.74 per cent . Th is was at tributable to the int roduct ion of 9 new services (w it h effect 

from 16.05.2005} and expansion in the scope of 12 exist ing services. As against this, t he 

collect ions perta ining to FYlO indicated a steep decline, falli ng below the budget 

estimates by 10.12 per cent. The reduct ion in the rate of Service Tax from 12 per cent to 

10 per cent and the overall economic recession contributed to t he negative growth of 

around 5 per cent in comparison with the revenue collected in FY09. During the last two 

years (FYll and FY12}, the collections have again indicated a rising trend. The collections 

in FY12 exceeded the budget estimates by around 19 per cent . Based on figu res for 

recent years, we have plotted in Chart 1.2, the difference between actual receipts and 

budget est imates expressed as percentage of budget estimates (Cent ral Excise and 

Service Tax}. 
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Chartl.2: Percentage variation of actual receipts over budget estimates 
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Systemic issues in Central Excise and Service Tax administration 

Tax expenditure issues 

1.36 Taxation is the primary source of revenue generation for any Government to 

fund its expenditures. Collective tax base and effective rate of tax largely determine the 

amount of revenue raised. Special tax rates, exemptions, deductions, rebates, deferrals 

and credits are some of the measures that determine the collective tax base and the 

effective tax rate, and are called "tax preferences". Tax preferences may be viewed as 

subsidy payments to preferred taxpayers. Such implicit payments referred to as " tax 

expenditures" are spending programmes embedded in the tax statute. 

1.37 In recent years, the Government has been laying the tax expenditure or revenue 

foregone statement before the Parliament which seeks to list the revenue impact of tax 

incentives. These estimates of the tax expenditures, as indicated therein, have been 

made on the basis of the following assumptions. 

a) The estimates and projections are intended to indicate the potential revenue ga in 

that would be realised by removing exemptions, deductions, weighted deductions 

and simi lar measures. The estimates are based on a short-term impact ana lysis. They 

are developed assuming that the underlying tax base would not be affected by 

removal of such measures. As the behaviour of economic agents, overall economic 

activity or other Government policies could change along with the elimination of the 

specific tax preference, the revenue implications could be different to that extent. 

b) The cost of each tax concession is determined separately, assuming that all other tax 

provisions remain unchanged. Many of the tax concessions do, however, interact 

with each other. Therefore, t he interact ive impact of tax incentives cou ld turn out to 

be different from the revenue foregone ca lculated by adding up the estimates and 

projections for each provision. 

13 
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1.38 Levy of Excise duty is as per the tariff rates specified in the First and Second 

Schedules to the Central Excise Tariff Act 1985. Central Government can under Section 

5A(l) of the Central Excise Act 1944 issue exemption notifications in public interest so as 

to prescribe duty rates lower than the tariff rates prescribed in the Schedules called 

"effective rates" . Difference between duty that would have been payable but for the 

issue of an exemption notification and the actual duty paid in terms of the relevant 

notification is projected as "revenue foregone" in the budget documents. 

1.39 Besides the powers to issue general exemption notifications under Section 5A(l) 

ibid, the Centra l Government also has the powers to issue special orders for granting 

Excise duty exemption on a case to case basis under circumstances of an exceptional 

nature vide Sect ion 5A(2) of the Central Excise Act. The duty foregone figures in the 

revenue foregone statement do not include estimates of revenue foregone in respect of 

duty not co llected on account of issue of special exemption orders. Revenue foregone 

figures do not indicate reason for non-inclusion of estimates of revenue foregone on 

account of Service Tax exemptions. 

1.40 Table 1.15 shows figures of Cent ral Excise related tax expenditures in recent 

years as reported in budget documents of the Union Government. The tax expenditure 

for FY12 in respect of Excise duties (revised figures) was ~ 1,95,590 crore (~ 1, 79,453 

crore as general exemptions and ~ 16,137 crore as area based exemptions) which is 

almost 135 per cent of revenues from Central Excise. 

Table 1.15: Tax Expenditures (Central Excise) 

Cr. ~ 
Year *Total Tax TE as % of TE as % of TE as % of Gross tax 

expenditure GDP Central Excise receipts 

(TE) 

FY05 30,449 0.94 30.72 9.98 

FY06 66,760 1.81 60.02 18.23 

FY07 75,475 1.76 64.17 15.94 

FY08 87,468 1.75 70.76 14.75 

FY09 1,35,496 2.41 124.75 22.38 

FY10 1,69,121 2.61 164.21 27.08 

FY11 1,92,227 2.47 139.60 24.23 

FY12 1,95,590 2.18 134.98 21.99 

•Source: Budget Documents 

1.41 The Ministry stated (March 2013) that exemptions are issued in public interest for 

the fulfilment of the various policy objectives, such as protection of the small-scale 

sector, industrial development of backward areas, encouragement of value addition, 

regulation of prices of essential commodities, regulation of prices of essential 

commodities, implementation of bilateral/multilateral agreements and promotion of 

exports, etc. 
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Admall'llistirar1tiom1 IClf Tax expendlatl!Jltre · · 

1.42? .· We hav~ been replrting regularly on tax expenditure issues in our Compiiance 

Audit ~eports where we ~ad pointed out exemptions availed by ineligible assessees, 

incorrect exempt.ions resu
1
1ting in short levy and loss of revenue, etc. We have ·also 

reviewed special schemes like small scaie industries and area based exemptions. 
. . I . . 

1.43 ~n respect of Himacha~ Pradesh and Uttarancha! area based exemption schemes, 

we had pointed out instarlces of assessees availing exemptions they were not entitled 

to 6• As a result, the departhient modified the scheme in 2008 and restricted the benefit 

of Central Excise duty exe~ption to substantial manufacturing activity done and through 

exdusion of peripheral act+ities such as packing, repacking, labeliing, re~abeiing, sorting, 

etc. from Excise duty benefit. 
. . . I 

IEffedaveness 10f Tax expelrllldlitil.lltre 

1.44 .· PAC had observed ijn its report on 'Concessions meant for sma!! scale industries 

being availed of by largJ scale manufacturers' that extension of any incentive or 

concession should be fo!loked up with a detailed eva~uation to enable the Department 
I . . . . . . . 

to assess the efficacy in terms of growth of the targeted sector. .It added that the DoR 

should . undertake a com~rehensive study/review to ascertain the benefits, pitfal~s, 
shortcomings and instandes of misuse noticed in the working of the sma~I scale 

exemption scheme with a Jiew to ensuring that the policy of the Government sub-serves 

its purpose.7 Economic survey FY13 too remarked that "There is merit in limiting the 

exemptions or their grandfathering on a case-by-case basis so as to realize fuiler tax 

potential through a wider t 1ax base."8 

1.45 The Ministry while jreporting the revenue foregone as a "targeted subsidy" does 

not disclose findings froml eva~uation reports if any, on the desired resu~ts of the tax 

expenditures. We feel that the Government should endeavour to analyse the outcome 

of poli~y level general exehiptions including abatements as well as specific exemptions 

aimed at promoting any sJedal cause within a reasonable period of time. Such ana~ysis . . . . . . I . . . 
must he made available as a part of the budget documents or as special reports which 

should be on the public do~ain. 
. I 

1.46 The Ministry ~tate4 (March 2013} that all exemptions are reviewed from time to 

time, particularly during t1e annual budgetary exercise and exemptions that no longer 

serve the intended object1ves are removed I rescinded after a proper evaluation. The 

Ministry added that exemptions in respect of Uttaranchal, Himacha/ Pradesh and the 

North East are not open en1ded and have been given for a ~pecific period. 

6 C & AG's Audit Report no 7 ofj2006 
7 Para 7 at page 3 ofthe 68th report of PAC {2007-2008),(14thlok Sabha) 
8 Economic Survey 2012-13, Page 68 
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1.47 Audit reiterates that considering the magnitude of tax expenditures, the 

Government may consider periodic review of all tax exemptions, documentation of 

results of such reviews and reporting of the outcomes, preferably as part of budget 

documents. Such a system would enable transparency and informed public debate on 

the need for continuation of regular/ad hoc tax concessions. Audit also points out the 

observation of the Karnataka High Court in its judgement dated 12 Jun 2013 in M/s 

Mindtree Ltd vs Union of India that it is the settled position of law that every tax 

exemption and incentive shall have a sunset clause9
• 

Assessee base 

1.48 "Assessee" means any person who is liable for payment of duty assessed or a 

producer or manufacturer of excisable goods or a registered person of a private 

warehouse in which excisable goods are stored and includes an authorized agent of such 

person. A single legal entity (company or individual) can have multiple assessee 

identities depending upon location of manufacturing units. Table 1.16 gives the number 

of Central Excise assessees during the last ten years: 

Table 1.16: No. of assessees in Central Excise 

Year No. of % growth over 
assessees previous year 

FY03 1,26,618 
FY04 1,86,001 46.90 
FY05 2,10,141 12.98 
FY06 2,31,830 10.32 
FY07 2,55,605 10.26 
FY08 2,77,480 8.56 
FY09 2,98,425 7.55 
FYlO 3,05,622 2.41 
FYll 2,99,357 (-)2.05 
FY12 3,17,005 5.90 
Source: Figures furnished by the Ministry 

1.49 The top 100 assessees (in terms of revenue contribution) comprising of oil sector 

companies, tobacco products, automobile, cement, steel and tyre manufacturers 

contribute 70 per cent of Central Excise revenues. 

1.50 Table 1.17 depicts the growth in number of Service Tax assessees during the last 

ten years. 

9 
WP no 16896/2012 in the High Court of Karnataka at Bangalore 

16 



Report No. 17 of 2013 (Indirect Taxes-Central Excise and Service Tax) 

Table 1.17: Tax base in Service Tax 

Year No of taxable services No. of assessees % growth over previous year 

FY03 52 2,32,048 
FY04 62 4,03,856 74.04 
FY05 75 7,74,988 91.90 
FY06 84 8,46,155 9.18 
FY07 99 9,40,641 11.17 
FY08 100 10,73,075 14.08 
FY09 106 12,04,570 12.25 
FYlO 109 13,07,286 8.53 
FYll 117 13,72,274 4.97 
FY12 119* 15,35,570 11.90 

Source: For FY03 to FYlO - DGST, for FYll and FY 12 - the Ministry 
*wef 01.07.2012, most activities involving consideration with a few exclusions/exceptions are liable 

to ST. 

Arrears of Tax 

1.51 The law provides for various methods of recovery of revenues raised but not 

real ised. These include adjusting aga inst amounts, if any payable to the person from 

whom revenue is recoverable, recovery by attachment and sa le of excisable goods and 

recovery through the district revenue authority. Arrears real ized as percentage to tax 

arrears outstanding in respect of Service Tax, show a declining trend (Table 1.18) 

reflecting on the performance of the department. 

Table 1.18: Revenue realization - Service Tax 

Year 

FY08 

FY09 

FYlO 

FYll 

FY12 

Amount in arrears at 
the commencement 

of the year 

1,547.96 

2,503.09 

4,441.61 

8,874.93 

14,107.19 

Source: Figures furnished by the M inistry 

Cr. f 
Collection during the Collection as % of arrears 

year at the commencement of 
the year 

583.11 37.67 

1,198.68 47.89 

864.30 19.46 

1,642.01 18.50 

1,591.40 11.28 

1.52 The Ministry stated (March 2013} that the area of tax arrears recovery is 

proposed to be suitably strengthened during cadre restructuring. 

1.53 Audit reiterates the need for strengthening tax recovery mechanism and for 

optimising the uti lisation of available resources even while awaiting clearance of cadre 

restructuring proposals. 

Tax Administration in Central Excise and Service Tax 

1.54 CBEC introduced self-assessment in respect of Central Excise and Service Tax in 

1996 and 2001 respectively. With the introduction of self-assessment, the department 
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also provided for a strong compliance verification mechanism with Scrutiny of Returns. 

Assessment is the primary function of Central Excise Officers who are to scrutinize the 

Central Excise and Service Tax returns to ensure correctness of duty payment. As per the 

manuals for the scrutiny of Central Excise and Service Tax returns, a monthly report is to 

be submitted by the Range Officer to the jurisdictional Assistant/Deputy Commissioner 

of the Division regarding the number of returns received and scrutinized. Scrutiny is 

done in two stages i.e. preliminary scrutiny by ACES and detailed scrutiny which is 

carried out manually on the returns marked by ACES or otherwise. 

Scrutiny of Returns 

1.55 Tables 1.19 and 1.20 depict the department's performance in respect of scrutiny 

of Central Excise and Service Tax returns during the last five years. 

Table 1.19: Scrutiny of Central Excise Returns 

No. of cases Age-wise break up 

Year Opening Receipts Disposals Closing < 3 3-6 6-12 1-3 3 years 
balance balance months months months years & above 

FY08 86,943 78,383 80,386 84,940 7S,2SS 6,990 2,268 3S4 73 
FY09 94,499 80,820 81,489 93,830 82,871 9,080 1,SS9 24S 7S 
FY10 1,01,911 83,413 8S,811 99,S13 88,219 9,422 1,348 432 92 
FYll 1,S3,833 74,719 69,422 1,S9,130 1,18,S14 28,272 11,296 960 88 
FY12 3,08,734 89,713 1,03,898 2,94,S49 1,71,2S9 68,76S 38,082 16,388 SS 

Sou rce: Figures furnished by the Ministry 

Table 1.20: Scrutiny of Service Tax Returns 

Year Receipts during the Disposals during Shortage/ Excess Shortage/ Excess 
year the year (%} 

FY10 7,83,706 7,38,309 (-)4S,397 (-)S.79 

FYll 8,08,760 8,34,S32 2S,772 3.19 

FY12 9,SS,996 7,21,123 (-)2,34,873 (-)24.57 

Source: Figures furnished by the Ministry 

1.56 The Ministry stated (March 2013) that with the increase in the assessee base and 

mandatory electronic filing since October 2011, the number of returns for scrutiny has 

also increased. Owing to staff shortages, completion of detailed scrutiny of returns has 

not been possible. 

1.57 After introduction of self-assessment, scrutiny of returns (and of assessments} 

and internal audit are the main mechanisms avai lable to the department to ensure 

correctness of duty payable. The Manual for Scrutiny of Service Tax Returns prescribes 

detailed scrutiny of only 2 per cent of Service Tax returns (Para 4.2A}. Similarly, the norm 

in respect of Central Excise returns is only 5 per cent. This implies that a very small 

proportion of assessments are required to be scrutinised in detail; hence, the Ministry's 

response that completion of detailed scrutiny of returns has not been possible owing to 
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staff shortage is not acceptable. Neglect of detailed scrutiny of assessments could imply 

a serious threat to revenue co llect ion. 

Refunds 

1.58 Table 1.21 shows the details of amounts sanctioned as refunds from Central 

Excise revenues during the last ten years. 

Table 1.21: Refunds in respect of Central Excise during the last ten years 

Year 

FY03 

FY04 

FY05 

FY06 

FY07 

FY08 

FY09 

FYlO 

FYll 

FY12 

*Source: Pr. CCA 

CE Receipts 

82,310 

90,774 

99,125 

1,11,226 

1,17,613 

1,23,611 

1,08,613 

1,02,991 

1,37,701 

1,44,901 

Cr. ~ 
*Refunds Refunds as %of CE 

revenues 

5,182 6.30 

5,216 5.75 

5,902 5.95 

6,930 6.23 

6,183 5.26 

12,736 10.30 

16,881 15.54 

14,988 14.55 

12,102 8.79 

16,748 11.56 

1.59 If there is a delay in sanctioning/disbursing refunds, interest is payable at 

prescribed rates. Such interest payment being a charge on the Consolidated Fund of 

India ought to be through proper budgetary mechanism. 

1.60 We observed that the treatment in the Accounts of the interest paid on belated 

refunds was as a reduction in revenue1~ There was no prior sanction from Parliament for 

this expenditure. Our Audit Reports on Union Accounts as well as on direct tax 

administration have commented on this issue in the past also. The Public Accounts 

Committee after examining the issue reported to Parliament that the Attorney General 

concurred with the views of the C & AG and had informed the Committee that the 

proper procedure would be to clearly indicate the tax collection as a receipt and 

estimate the interest payable on refund of taxes as expenditure11
. PAC concluded that 

reporting of interest liability to Parliament would bring greater transparency in financial 

administration of the country, upholding of the Constitution, reducing interest burden 

and bringing efficiency in tax administration. 

1.61 The Ministry acknowledged {March 2013} that the matter of interest payable on 

refund should be indicated as expenditure and should be reported to Parliament to bring 

10The refunds of Union Excise duties sanctioned are shown in the Finance Accounts as 'Deduct Refunds' 
distinctly as a sub-head under the respective minor heads under the duty Sub- major head. 
11 PAC 2012-13, Sixty-sixth Report (151

h Lok Sabha) 
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transparency. The matter is under discussion with CBDT and both Boards would take a 

uniform view. 

1.62 Table 1.22 depicts the payment of interest on refunds during the last four years. 

However, the difference between refund figures provided by the Ministry and the 

Principal Chief Controller of Accounts indicates the need for reconcil iation. 

Table 1.22: Refunds and interest paid - Central Excise 

Cr.~ 

Year Refund Interest Interest (as%) of refund 

FY09 2,284.30 15.94 0.70 
FYlO 2,107.58 1.56 0.07 
FYll 1,064.00 8.46 0.80 
FY12 1,263.43 6.91 0.55 
Source: Figures furnished by the M inistry 

Refund of Service Tax 

1.63 Refund of taxes paid on services exported and taxes paid on input services used 

in export became possible through provisions introduced in FYOS. Subsequently, 

amendments resulted in expansion of scope to cover refund of taxes paid on inputs on 

export of services (FY06) as also reimbursement of taxes paid on input services used in 

export of goods. The Government vide notification of September 2007 provided for 

refund of Service Tax paid by exporters on a few taxable services, which though not in 

the nat ure of "input services" concerned export goods. These included Port 

Services/other port services provided for export and service of transport of goods by 

road/by rail from ICD to port of export provided by Goods Transport Agency. 

1.64 We have tabulated the refunds sanctioned by the department during the last f ive 

years in Table 1.23 12
. 

Table 1.23: Receipts and Refunds in Service Tax 

Cr.~ 

Year Service Tax * Refund Refund as % of net 
Receipts Service Tax revenue 

FY08 51,301 17.64 0.03 
FY09 60,941 169.04 0.28 
FYlO 58,422 606.56 1.04 
FYll 71,016 520.12 0.73 
FY12 97,356 1,326.87 1.36 

•source: O/o the Pr. CCA 

12 The re funds sanctioned are shown in the Finance Accounts under the subhead (c) - Deduct Refunds 
under the minor head opened under 0044 for each service category 
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1.65 The above t able shows that during the five-year period depicted (FY08 to FY12), 

the total amount sanctioned as refunds each year was within 2 per cent of Service Tax 

receipts. 

1.66 However, Service Tax refunds rose from ~ 18 crore to ~ 1,327 crore between 

FY08 and FY12. Thus, while the t ax col lections grew by less than 100 per cent, refunds 

grew exponentially in the same five year period. Refund s, therefore, need to be 

monitored closely by the department. Where for inst ance, any refund of Service Tax 

pa id on specified services used for export of said goods has been paid to an exporter but 

the sale proceeds in respect of the said goods have not been realised within the period 

allowed under the Foreign Exchange Management Act, 1999, such Service Tax refunded 

shall be recoverable under the law. 

1.67 Audit observed t hat Commissionerates conduct post-audit of refunds. Lapses 

could occur in implementation of post-audit orders. Aud it observed an interesting case 

from Kolkata which is discussed in Para 3.94 of this Report. 

Adjudicat ion 

1.68 Adjudication is t he process of deciding an issue relating to Central Excise matters 

through departmental authorit ies empowered to determine issues relating to 

classification, valuation, refu nd claims, tax/duty payable etc. The department raises 

demands by way of 'show cause notices' (SCNs) to the assessees when irregularities are 

observed. 

Outstanding cases pending for adjudication/recovery - Central Excise 

1.69 We have depicted the amounts involved in demands for Excise duty outstanding 

for adjudicat ion/ recovery during the last ten years in Table 1.24. 

Table 1.24: Demands pending at various authorities - Central Excise 
Cr.~ 

Year Adjudicating Commissioners CBEC Judiciary Pending for Total 
Officers (Appeals) and Govt coercive recovery 

measures 
FY03 15,031.68 3,378.92 15.03 10,945.41 1,272.59 30,643.63 
FY04 11,529.87 1,914.36 11.80 8,821.93 1,433.12 23,711.07 
FY05 11,043.23 1,403.97 64.26 11,815.39 2,734.34 27,061.19 
FY06 2615.10 400.04 5.49 4,657.21 1,443.86 9,121.70 
FY07 5,634.77 1,152.17 114.54 20,011.35 4,868.07 31,780.90 
FY08 11,377.69 932.19 53.50 12,169.01 5,890.44 30,422.83 
FY09 11,844.59 1,988.17 171.68 23,702.94 13,183.73 50,891.11 
FY10 12,654.51 3,434.61 62.88 1,18,612.50 5,361.06 14,0125.56 
FY11 12,409.33 1,878.53 41.85 33,521.91 4,609.29 52,460.91 
FY12 15,663.69 2,493.48 28.54 28,677.73 7,309.21 54,172.65 

Source: Figures furnished by the Ministry 

1.70 Table 1.24 indicates that cases involving duty of~ 54,172.65 crore were pending 

as on 31 M arch 2012 with different authorities, of which cases involving revenue of 
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~ 15663.69 crore (29 per cent) were with the adjudicating officers of the department. 

Cases involving revenue of ~ 28677.73 crore (53 per cent) were pending with the 

judiciary. 

Outstanding cases pending for adjudication/recovery - Service Tax 

1.71 The amounts involved in demands for Service Tax outstanding for 
adjudication/recovery during last ten years is depicted in Table 1.25. 

Table 1.25 : Demands pending at various authorities - Service Tax 

Cr. ~ 

Year Adjudicating Appellate CBEC and With Pe nding for coercive Total 
officers Commissioners Government Judiciary recovery measures 

FY03 351.34 48.53 0.72 97.12 4.25 501.96 

FY04 702.56 85.48 0.12 112.48 38.55 939.19 

FY05 1,238.34 759 .72 2.19 438.77 64.65 2,503.67 

FY06 358.46 82.46 1.05 80.31 53.40 575.68 

FY07 1,946.76 173.04 2.58 978.87 299.75 3,401.00 

FY08 4,093 .22 302.99 0.75 1,499.23 467.83 6,364.02 

FY09 11,622.6 1,160.49 10.12 2,793.64 6,846.06 22,432.91 

FY10 16,219.12 491.14 5.44 36,389.39 1,443.34 54,548.43 

FY11 30,266.05 4,794.43 10.13 11,883.84 1,304.23 48,258.68 

FY12 49,091.42 1,365.68 0.00 20,593.47 2,224.18 73,274.74 

Source: Figures furnished by the Ministry 

1.72 Table 1.25 shows that during the last three years, the number of pending 

demands at va rious levels grew significantly. Total revenue outstanding crossed~ 70,000 

crore . Cases involving tax implication of~ 73,274.74 crore were pending at the end of 

FY12 with different authorities, of which cases involving ~ 49,091 crore (67 per cent) 

were pending with adjudicating officers of the department. 

1.73 One of t he reasons for increased pendency at adjudication stage is the absence 

of any prescribed time frame for fina lization of Service tax re lated adjudications. The 

Ministry had linked such possibility in service tax to cadre restructuring on Audit raising 

the issue in an earlier Audit Report.13 

1.74 The National Litigation Policy introduced in June 2010 is based on the recognition 

that Government and its various agencies are the predominant litigants in courts and 

Tribunals in the country. Its aim is to transform Government into an efficient and 

responsible litigant. The budget speech for FY12 informed that steps had been initiated 

in FYll for reducing litigation and focusing attention on high revenue cases. Instructions 

have been issued raising limit of tax effects below which tax disputes will not be pursued 

13 C & AG's Audit Report No 25 of 2010-11 
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I 

I 
by Government in higherC<i>urts of Appeal. These measures would enhance productivity 

I . 

of resources employed in raising revenue. 

1.75 The High Court of Bimbay in its order dated 21.06.2010 in the case of CCE Vs 

Techno Economic Services fvt. Ltd. had desired that CBEC consider issuing a circu!ar, 011 

the lines of circulars issued by the CBDT, so as to reduce litigations arising out of indirect 

tax litigations14
• Accordinglt CBEC laid down certain guidelines15 • CBEC also introduced 

I 

(May 2011) monthly returns (MTR annexures) to be furnished to the Directorate of legal 

Affairs. / 

1.76 . Concerning the pen1ency of appealsJ the Ministry stated (March 2013} that the 

following steps have been tbken in the last year to expedite disposal of cases. 

I - . 
(i) A proposal for creation of additional benches of CESTAT is under consideration of 

the Ministry of FinaAceJ Department of Revenue. . 
. . I 

(ii) The vacant posts of Members/ President in CESTAT have been filled up. 

(iii) Legislative amendrrJents have be~n i~troduced to enhance the powers of the 

;ingle Member Benbh to hear/dispose of case up to ~ 50 lakh in place of the 
I . 

existing limit of ~ 16J lakh. This is expected to ensure quick disposal by equitable 

distribution of pen~ing cases between the single Member Benches and the 

Division Benches. I 
(iv) Extension of the facility of settlement of cases by Settlement Commission to 

Service Tax matters !also. 

(v) The Finance Bill 20~3 proposes to expand the scope of Authority for Advance 

rulings to cover exiJting importers/exportersJ producers and manufacturersJ and 

also to extend the /Advance Ruling provisions to .the admissibility of credit on 

Services paid or deemed to have been paid on input Service Tax used in the 

manufacture of ex~isable goods. FurtherJ "resident public limited companyn is 

now eligible for seeting Advance Ruling in Central Excise and Service Tax matters 

on. the lines of similar provisions on the Customs side. 

(vi) Redistribution of.the workload of Commissioner (Appeals) to achieve quicker 

disposal of pending !appeals~ 

(vii) There has been clntinuous effort on the part of the department to curtail 

frivolous -appealsJ in/1 order to reduce litigationJ which is evident from the table 
given below: · 

. I .. , , 

14 2010(255) ELT 526 (Bombay) f 

15 CBEC's instructions dated 20 October 2010 
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Table 1.26: Number of appeals filed by the department in the Supreme Court 

Year No. of proposals received No. of appeals filed* 

FY 11 
FY 12 
FY 13 (up to 15.03.2013) 

800 
612 
233 

Source : Figure furnished by the Ministry vide reply dated 26.03.2013 
*This includes both SLPs and Civil Appeals 

Call book 

418 
365 
102 

1.77 Extant circulars on the subject envisage that cases t hat cannot be adjudicated 

due to certain reasons such as the department having gone in appeal, injunction from 

courts, contesting of CERA audit objections etc may be entered into the call book. 

Member (CX), vide his D.O. F.No. 101/2/2003-CX-3 dated 03.01.2005, had emphasized 

that call book cases should be reviewed every month. Director General of Inspection 

(Customs and Central Excise) has reiterated t he need for monthly review in his letter 

dated 29 December 2005 stating that review of ca ll book cases may result in substantial 

reduction in t he number of unconfirmed demands in ca ll book. We had also pointed out 

certain instances in our performance audit Report on the Working of Commissionerates, 

divisions and ranges along the same lines16
. 

1.78 We tabulated (Tables 1.27 and 1.28) the performance of the department in 

respect of ca ll book clearance in Central Exci se and Service Tax during recent years and 

noted t hat the pendency of call book cases is st ill very high indicat ing the need for close 

monitori ng of t he process of review of call book items. During FY 2011-12, the number 

of cal l book cases pending for over one year has crossed 20000 in respect of Central 

Excise alone. The need for strengthening monitoring and review is also brought out 

through our observations raised during the course of compl iance audit (refer Para 3.19 

of this Report). 

Table 1.27: Call book cases pending - Centrai Excise 

Cr.~ 

Year Disposal Closing 
Revenue 

Age-w ise break up of pendency 

during t he balance at the 
involved 3 - 6 6-12 

year end of year < 3 months 
months months 

over 1 Year 

FY08 7,963 24,354 23,101 3,173 2,072 2,372 16,737 
FY09 8,110 23,072 24,101 2,980 1,497 2,245 16,350 
FY10 5,942 24,451 32,020 3,499 1,795 2,764 16,393 
FY11 4,479 27,337 41,253 3,093 2,198 2,880 19,166 
FY12 4,867 30,542 46,586 3,264 2,438 2,874 21,966 
Source : Figures furnished by the Ministry 

16 . 
C & AG's Audit Report no 25 of 2011-12, Para 6.3 
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Table 1.28: Call book cases pending - Service Tax 
Cr. '{ 

Age-wise breakup of pendency 

Year 
Cases pending 

Up to 1 Years Old Up to 1 to 2 Years Old More than 2 Years Old 

No. Amt. No. Amt. No. Amt. No. Amt. 

FY12 9,587 16,605.14 2,488 5,033.53 3,322 7,119.00 3,780 4,456.81 

Source: Figures provided by the Ministry 

Audit of assessees by department 

1.79 Modernisation of indirect t ax administrat ion in India is based on t he Canadian 

model. The new audit system EA 2000 had four distinct features: scientific se lection 

after risk ana lysis, emphasis on pre-preparation, scrutinising of business records against 

statutory records and monitoring of audit points. 

1.80 Audit processes include preliminary review, gathering and documenting systems' 

information, touring the plant, eval uating interna l controls, analysing risks to revenue 

and trends, developing audit plan, actual audit, preparation of audit find ings, reviewing 

the results with the assessee/range officer/Divisional Ass istant Commissioner and 

finali sation of the report. Creative use of computer assisted audit tools - especial ly in the 

audit of large assessee units, is a part of the audit process. 

1.81 The Aud it Framework consists of th ree parts. Directorate General of Audit and 

the Commiss ionerates share the responsibility of administration of Audit. While the 

Directorate is responsible for collection, compilat ion and ana lysis of audit results and its 

feed back to CBEC to improve tax compliance and to gauge levels of client satisfaction, 

the Commissionerates conduct actual audit in terms of EA 2000 audit protocol. Technical 

framework comprises of basic books of law, manuals, circulars, journa ls etc. relating to 

Central Excise law. In order to improve audit quality, CBEC took the assistance of Asian 

Development Bank in developing audit manuals, risk management manuals and manuals 

to train auditors in EA-2000 and CAATS, which prescribe deta iled processes for conduct 

of audit. The infrastructural framework consist s of enablers and motivators to produce 

quality audit reports. 

Audit of assessees by department - Central Excise 

1.82 We had earlier recommended that the reduction in audit coverage due to staff 

shortages may be distributed evenly across mandatory and non-mandatory units 17
. The 

Board had then informed Aud it that DG (Audit) had addressed a letter dated 22 

November 2011 to Chief Commissioners drawing their attention to the prescribed norms 

for audit of mandatory and non-mandatory units as well as t o the observations of the 

Audit and similar findings in the Department's Quality Assurance Review of 

17c & AG's Audit Report no 25 of 2011-12 on "Working of Commissionerates, divisions and ranges", 
Recommendation no. 12 
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Commissionerates for the year 2010-11. The Chief Commissioners should ensure that 

the audit of such type of units is as per prescribed norms. 

1.83 We tabulated (Table 1.29) details of Central Excise units due for audit (during FY12) 

by audit parties of the Commissionerates vis-a-vis units audited. 

Table 1.29: Aud its of assessees conducted during 2011-12 - Cent ral Excise 

Slab of annual duty 
(PLA+CENVAT) 

Number of unit s 
due 

Number of Number of Shortfall in audit 

Units paying annual duty over 
~ 3 crore {Category A) 

Units paying annual duty 
between~ 1 crore and~ 3 
crore {Category B) 
Units paying annual duty 
between ~ SO lakh and 
~ 1 crore {Category C) 

Units paying annual duty <~ 
SO lakh (Category D) 

Source: Figures furnished by the M inistry. 

8,SS9 

S,137 

2,094 

7,2SO 

units planned units audited (%) 

8,Sl2 7,S86 11 

S,S04 4,880 s 

2,727 2,20S {-)S 

7,672 6,111 16 

1.84 The above table indicates that there was shortfall in coverage of 'category A' 

units (mandatory units) and 'category B' units (h igh revenue non-mandatory units). On 

the other hand, the department planned and covered 'category C' units (low revenue 

non-mandatory units) in excess of norms. In respect of Category 'D' also, the 

department planned for audit of assessees in excess of the norms prescribed. 

1.85 Acknowledging the excess coverage of non-mandatory units, the Ministry stated 
however that there has been substantial improvement in curbing this tendency of 
exceeding the norms in undertaking audit of Category C units and that there has been a 
reduction of such coverage from 150 percent to 110 percent within one year of its 
corrective efforts. 

Audit of assessees by department - Service Tax 

1.86 We tabulated (Table 1.30) detai ls of Service Tax units due for audit (during FY12) 

by audit parties of the Commissionerat es vis-a-vis units audited. 

Table 1.30: Audits of assessees conducted during 2011-12 - Service Tax 

Slab of annual duty Number of units Number of units Number of units Shortfall in 
(PLA+CENVAT) due planned audited audit (%) 

Units paying ST > ~ 3 2,727 2,61S 1,368 so 
crore {Category A) 
Units paying ST 2,414 2,332 1,237 49 
between ~ 1 and 3 
crore {Category B) 

Units paying ST S,3SS 6,728 1,799 66 
between ~ 2S lakh and 
~ 1 crore {Category C) 

Units paying ST < ~ 2S 16,2 28 74,00S 6,S81 S9 
lakh (Category D) 

Figures furnished by the Ministry. 
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1.87 The above table indicbtes that there was shortfall in the audit of all categories of 
i 

units. Shortfall was nearly 50 per cent of category. A units (mandatory units) and 

category B units (high reven~e non-mandatory units) in FY12. Department audited 6581 

category D units while leaiing unaudited 1359 and 1177 category A a.nd B units 

respectively. We observed ttat shortfall in audit was extremely severe in Mumbai ST-I 

Commissionerate which rep
1

orts the highest revenue in the country. Analysis of the 

Quarterly Reports submitted by the Chief Commissioner of Central Excise and Service 
I . . 

Tax, Mumbai Zone-I to the Director General of Audit (CBEC) revealed that during FY12, 

the Commissionerate sh owe~ 2213 units (indudir:ig 700 mandatory units) out of 33385 

units as "to be audited" during the year. During the previous two years however, on~y 

312 units and 407 units cou
1

ld be audited with the available Audit groups. Though the 

Commissionerate stated that optimized utilisation of manpower was being carried out, 

the fact is that scrutiny ard internal audit are two major compliance verification 

mechanisms of the department in the current scenario of se~f-assessment. Detailed 

scrutiny is required to be co~ducted only for 2 per cent of the Service Tax returns as per 
I 

the norms prescribed in the ~anual for Scrutiny of Service Tax Returns. The Ministry has 

also indicated that it is unabie to complete detailed scrutiny given the limitation of staff 

resources. in the light of th~ continuing shortfall in completion of audit of mandatory 

units as well as the noh-co~pletion of detailed scrutiny notwithstanding the iow norms 

prescribed, Audit considers f hat there is a need to review the adequacy of th es~ two 

compliance verification mechf nisms in fulfilling their intended roles in ensuring protection 

of revenue due to the Government . 
. ·'' I 

• I 

1.88 Assuming 9,00,000 ST-3 returns are filed every 12 months (Table 1.20), this 

would impiy only 18,000 ~ssessments of returns to be scrutinised ·in detail. ·We, 

. however, observed n.on-con~uct of detailed scrutiny in certain ranges (Chapter W of this 

Rep~rt). In ~uch a scenario,[ the inadequacy of the compliance verification system in 

Service Tax IS a cause for core_rn. ·.·· .. . . . . .· .. .. . . 

1.89 The Ministry intim9ted (March 2013} that the total number of taxpayers 

increased from 6,02,094 in f.010-11 to 8,45,727 in 2011-12 as a result of efforts of the 

department. The department was, however, short of staff required to undertake audit of 

the taxpayers. 

1.90 increase in tax base need not necessarily justify increase in the staff 

administering the tax. While[ Hie Ministry pointed out shortage of staff as a major a~ea of 

concern, we feei that after automation of filing of returns and introduction of e-payment 

of tax, the department can ~till make a difference with its existing staff through better 

risk assessment and careful b~anning of internai audit. 

I 

I 

I 
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Quality of internal audit 

1.91 We had earlier observed non-adherence to prescribed norms as regards desk 

review, verifications and coverage of mandatory units18
. During the recent compliance 

audit, we also observed that even where internal audit had conducted audit in assessee 

premises, there were omissions (non-detect ion of short payment of Service Tax dues 

and cases of non-reversal) as pointed out in paragraph 3.86 of t his Report. 

1.92 The Ministry stated (March 2013) that the adherence to audit processes is 

evaluated during the Quality Assurance Review (QAR) of the Commissionerates every 

year. Further, the department has taken concrete steps to improve the audit processes 

and is considering a proposal to streamline and monitor adherence to audit prescribed 

procedures and to make the Commissionerates more accountable. 

Cost of collect ion 

1.93 We have depicted the expenditure incurred during the last ten years in collecting 

Cent ral Excise duty and Service Tax along with t he corresponding figures of total 

collection in Table 1.31. 

Table 1.31 : Centra l Excise a nd Service Tax receipts and cost of collection 

Cr. ~ 

Year Receipts from Receipts from Total receipts Cost of Cost of 
Central Excise Service Tax collect ion collection as % 

of receipts 

FY03 

FY04 

FY05 

FY06 

FY07 

FY08 

FY09 

FYlO 

FYll 

FY12 

82,310 

90,774 

99,125 

1,11,226 

1,17,613 

1,23,611 

1,08,613 

1,02,991 

1,37,901 

1,44,540 

4,122 

7,891 

14,200 

23,055 

37,598 

51,302 

60,941 

58,422 

71,016 

97,356 

Source: Union Fi nance Accounts of respective years; 

86,432 703 0.81 

98,664 751 0.76 

1,13,324 826 0.73 

1,34,281 895 0.67 

1,55,211 975 0.63 

1, 74,912 1,107 0.63 

1,69,554 1,650 0.97 

1,61,413 2,127 1.32 

2,08,917 2,072 0.99 

2,41,896 2,262 0.94 

1.94 Notwithstanding automation and extensive use of ICT, cost of collection 
continues to show a rising trend. Expressed in terms of percentage of receipts, cost of 
collection was in the range of approximately 1 percent (FYll and FY 12). This appears to 
be on the higher side for when compa red with t he cost of collection for direct taxes 
which has consta ntly been below 0.75 percent 19 . 

18 c & AG's Audit Report no.25 of 2011-12 on 'Working of Commissionerates, divisions and ranges' 
19 C & AG's Audit Report no 27 of 2011-12,Para 1.5.4, Page 15 
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I 

Impact of Audit Reports i 

Major irregularities reporte~ in Comp~iall1lice Audit Reports during the last ten years 

1.95 . D~ring the last ten Jears, we reported several audit observations as shown in 

Tables 1.32 and 1.33. 

Table 1.32: Major irll'eg11J1larrities pooD11tedl out 0611 CAG's A1L1dnt- Ce1!'11tra~ !Excise 

! 
Cess not Demand Non/ Non' levy Cenvat Classification Topic of Misc Total 

Year levied not short of int~rest 
Exemption Valuation 

of 
excisable 

goods 

Credit of excisable special 

FY03 

FY04 
FY05 
FY06 

FY07 
FY08 
FY09 
FYlO 
FYll 
Total 

" 

Year 

FY03 
FY04 
FY05 
FY06 
FY07 
FY08 

2.32 

15.26 
3.52 
3.63 

4.06 
4.25 
1.84 

34.88 

raised 

14.26 

164.34 
6.09 

49.18 

Levy of 
duty 

23.09 

81.24 
12.15 
15.40 

16.93 
292.32 
12.95 
13.55 

f and 
penalty 

12.37 
485.84 

f7.58 
17.73 
I 14.24 
1.47 

I 

:).2.64 

47.01 39.01 

34.18 67.68 
177.17 315.22 
37.18 51.37 

98.23 19.12 
135.94 
80.26 

39.28 
12.12 

310.67 

307.53 
355.90 
55.17 

109.24 
180.62 

1

6.74 4.12 114.56 120.75 
8.48 22.06 92.39 

goods Importance 

3.87 945.87 

707.80 
5.69 6,795.61 

1,199.56 

936.11 

41.36 

19.83 
7.05 
8.24 

22.58 
50.23 

5.26 
233.87 467.63 547.09 614.09 680.42 1,532.27 2,145.23 8,449.28 154.55 

Table 1:33: Majo+regularitles pointed out in CAG's Audit- Service Tax 

Cenvat Exemption I Incorrect Interest Non/ Short Valuation Misce~laneo1.11s 

233.54 
28.68 

177.56 

'assessment of !evy of ST 
I Service Tax 

48.63 

41.72 
17.94 
86.30 
23.94 

79.29 

13.02 

17.90 
FY09 24.93 1.86 328.16 8.12 9.73 
FYlO 18.63 8.77 1.59 128.09 .0.16 4.92 

1,429.83 

1,883.70 
7,685.98 
1,388.28 

1,187.93 
703.06 
142.39 
309.95 
128.19 

14,859.31 

Total 

41.72 
17.94 
86.30 

270.50 
77.31 

274.75 
372.80 
162.16 

FYll 33.15 9.81 0.50 140.02 13.08 8.18 204.74 
Total 491.56 43.51 48.63 3.95 845.46 21.36 53.75 1,508.22 

The observations discussed in the current Report also indicate the scope for further 
I 

improvement in the depfirtment's performance on the revenue assessment and 

collection front. I 
I 

Revenue impact - Central E~cise 

1.96 During the last five years (including the current year's report), we reported 634 

audit paragraphs involving Central Excise duty totalling ~ 1429.42 crore. Of these, the 

Government had accepted audit observations in 502 audit paragraphs involving~ 533.08 

crore and had recovered~ ~85.09 crore. We have furnished the details in Table 1.34. 

I 
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Table 1.34: Objections featured in last five years' compliance Audit Reports - Central Excise 

Cr.~ 

Year Paragraphs Paragraphs accepted and /or rectificatory action Recoveries effected 
of AR included taken 

Pre printing Post printing Total Pre printing Post printing Total 
No. Amount No. Amt No. Amt No. Amt No. Amt No. Amt No. Amt 

(Amt) 
FY08 163 717.49 104 156.27 21 37.02 125 193.29 41 43.13 8 4.24 49 47.37 
FY09 75 156.84 41 48.30 6 2.15 47 50.45 24 27.59 3 2.00 27 29.59 
FY10 150 327.77 91 62.07 6 7.80 97 69.87 55 29.12 6 7.50 61 36.62 
FYll 159 158.00 133 117.64 15 34.76 148 152.40 67 46.60 3 0.19 70 46.79 
FY12 87 69.32 as• 67.07 85 67.07 48 24.72 48 24.72 
Total 634 1,429.42 454 451.35 48 81.73 502 533.08 235 171.16 20 13.93 255 185.09 
*includes cases whe re revenue was recovered /rectificatory action initiated though departmental lapse 

not accepted. 

Revenue impact - Service Tax 

1.97 During the last five years (including this report), we reported 858 audit 

paragraphs involving Service Tax totalling ~ 1519.42 crore. Of these, the Government 

had accepted audit observations in 793 audit paragraphs involving revenue of~ 1208.26 

crore and had recovered~ 353.85 crore. We have furnished the details in Table 1.35. 

Table 1.35: Objections featured in last five years' compliance Audit Reports -Service Tax 
Cr.~ 

Year Paragraphs Paragraphs accepted and /or rectificatory Recoveries effected 
of AR included action taken 

Pre printing Post Total Pre printing Post printing Total 
printing 

No. Amt No. Amt No Amt No. Amt No. Amt No. Amt No. Amt 

FY08 158 276.72 112 47.43 14 24.74 126 72.17 57 23.22 11 1.67 68 24.89 
FY09 155 375.55 130 305.13 8 4.92 138 310.05 90 127.49 1 0.24 91 127.73 
FYlO 194 162.18 175 121.31 9 2.60 184 123.91 112 33.05 9 2.60 121 35.65 
FYll 199 204.74 184 185.69 11 17.79 195 203.48 122 78.76 9 2.24 131 81.00 
FY12 152 500.23 150* 498.65 150 498.65 88 84.58 88 84.58 
Total 8S8 1,S19.42 7Sl 1,1S8.21 42 SO.OS 793 1,208.26 469 347.10 30 6.7S 499 3S3.8S 
*includes cases where revenue was recovered /rectificatory action initiated though departmental lapse 

not accepted . 

Follow-up on Audit Reports 

1.98 Public Accounts Committee, in their Ninth Report (Eleventh Lok Sabha) desired 

submission of remedial/corrective Action Taken Notes (ATNs) on all paragraphs of the 

Reports of the Comptroller and Auditor General of India, duly vetted by us, with in a 

period of four months from the date of the laying of the Audit Report in Parliament. 

1.99 Review of outstanding action taken notes on paragraphs relating to Central 

Excise and Service Tax contained in earlier Audit Reports on indirect taxes indicated that 

pendency in submission of remedial Action Taken Notes (ATNs) in respect of Ministry of 

Finance, Minist ry of Textiles and Ministry of Commerce and Industry is negligible. We 

have tabulated the position of outstanding action taken notes in Table 1.36. 
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Table 1.36: IP>osi1tio11'11 of pending AlNs 

I 
IRe~ated audit paragD"aph aJll1ld Am:llit !Report Name of the Mil'liStD"Y 

I . . 

4.3 (DAP le) Of C &AG's Audit Report no. 28 of 

2011-12 I 
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Chapter II 

Non Compliance wit h Rules and Regulations 

Central Excise 

2.1 We examined the records ma int ained by the assessees in relation to the 

payment of Central Excise duty and checked the correctness of duty payment and 

availing of cenvat credit. We noticed cases of incorrect grant of cenvat credit , non/short 

payment of Central Excise duty and non-payment of interest involving revenue of 

~ 61.44 crore. We communicated these observat ions to the Ministry through 78 draft 

audit paragraphs. The Ministry/Commissionerate accepted (May 2013) the audit 

observations in 76 draft audit paragraphs and initiated/completed corrective action in all 

these cases involving revenue of~ 60.74 crore. We have furnished the details of these 

paragraphs in Appendix Ill. The Ministry admitted one draft audit paragraph but did not 

report any corrective action. The Ministry is yet to respond to one draft audit paragraph 

(May 2013). 

Non reversal of cenvat credit in respect of inputs and input service used in generation 

of electricity not used in manufacture 

2.2 Rule 6 (1) of the Cenvat Credit Rules 2004 stipulates that no credit of specified 

duty shall be allowed on inputs/input services used in the manufacture of final products 

which are exempt or chargeable to "nil" rate of duty. 

2.3 Further, Rule 6(3) provides that if cenvat credit is avai led on common inputs/ 

input services which are used in manufacture of exempted goods as well as in dutiable 

goods and separate accounts of their use are not maintained, then the manufacturer 

shall either pay an amount equal to ten per cent of value of the exempted goods or pay 

an amount equivalent to the cenvat credit attributable to inputs and input services used 

in or in relat ion to the manufacture of exempted goods or provision of exempted 

services, subject to the conditions and procedure specified therein. 

2.4 M/s Neelachal lspat Nigam Ltd. in Bhubaneswar I Commissionerate, engaged in 

manufacture of pig iron availed cenvat credit on inputs like power oil, transformer oil, oil 

and lubricants, boric powder, LPG gas etc. and common input services like GTA, courier 

service etc. The assessee generated electricity part of which, valuing~ 17 .89 crore, was 

sold to M/s GRIDCO during FY08. As the assessee did not maintain separate accounts of 

inputs/ input services, he was liable to pay either an amount of~ 1.79 crore being ten 

per cent of the value of electricity sold or an amount equivalent to cenvat credit 

involved in generation of electricity sold to M/s GRIDCO. 

2.5 When we pointed this out (August 2008), the M inistry stated (December 2012} 

that electricity is not an excisable product, hence provision of rule 6 of Cenvat Credit 
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RuleS';/004 would not applta the case. However, in view of the decision of Supreme 
Court in the case, of M/s MdrutiSuzuki Ltd. cited in 2009 {240) ELT 641 {SC}, the assessee 

was not eligible, to:avail- crkdit :on inputs and input services used in the generation of 
, I -

- electricity soldto'M/sGRID<IO; We await further progress (May 2013). 

·''Short·p~ymentof,duty 0111Jetroleum products sold to oil companies -

2.6. · According to secti9l _.4(3)(d) of Central Excise Act, 1944, 'transaction value' 

, means -the-- pnce actualiy paid or payable for the goods, when said, and mcludes m 

addition to the amount'.cha1rged as'price, any amount that the buyer is !iable to:pay•to 

'Or on behalfofthe:ass·esset by reason of, or in connection with sale, whether payabie 

at the time of th,~ sale- or Jt any other time, including, but not limited to, any amount 

c::harged>for,>or tb make p~ovision for, advertising or publicity, marketing and selling 

· · organization-expenses,·stofage; outward handling, servicing, warranty,-commission or 

' any·ot~er'matter~ but d~es jnot includethe amount of duty of excise, saies tax and other 

taxes, 1f any, actually paid or payable on such goods. 

I - -

'l.1 M/s. Bharat Petroleum Corporation Ltd. (BPCl) Kochi Refinery, in Cochin 

Commissionerate, engaged! in manufacture of petroleum products, cleared petroleum 

products to oil companies through pipeiinetransfer at Refinery Gate Price (RGP), fixed 

--- fortnightly; based on the ~uantity computed at 15° C. The assessee prepared excise 

invoices for the transactiorl for each consignment and paid duty on the value indicated 

in the excise invoke. Paym~nts from oil companies was on the basis of fortnightly-raised 

commercial invoices on thJ basis of a document viz. joint certificate indicating quantity 
I -

cleared from the ~refinery during the fortnight as confirmed by recipient oil companies. 

The'·'aSse~see account~d f+ an amount of~ 6.28 cro~e ~s tr~nsit gain d_uri~g t~e year 

F¥:10;:.hemgthe net difference between the commercial mvrnce and exc_1se mvo1ce; for 

-which'it'did not however pJy duty; 

.-_ I . --
2.s When we pointed this out (November 2010), the Commissionerate stated (Aprii 

2012) that removal is the c1
1

ucia! stage for payment of duty and condition of goods at the 

time ofremova! is relevant andthe law does not provide for tracking buyers premises to 

-.- determine actual duty !iabiHty with reference to receipt quantity. The Commissionerate 

- -- forthenstatedthat there wrs'no manufacturing activity taking place in the casi;! of transit 

gain·and levy of duty on differential value involved in transit gain-is against section 3 of 

Central Excise Act, 1944. ~owever protective SCN for ~ 17.04 crore was issued to the 

assessee. 

· .,_ 2.9 _The repiy of the Commissionerate is not acceptable. The expianation to section 

·, 4(1) antl:ttle definition of t~ansaction vatueas defined _in section 4(3)(d) show dearly that 

any artrc:>Unt the buyer is liable to pay to the assessee, in connection with the sale, 

'whether or not payable at the time of sale; is to be considered in the computation of 

transaction value.' 
~,},.-
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2Jl.Ol i The difference between figures recorded iil the commercia~ and excise invoices, 
I ·:1 

was attributable to goods manufactured and deared at the time of removal and hence 
I II • 

any fu:rther corsideration received would be part ofthetransaction vaiue. 

2,U. l Furthe~, Board in para 2{i) of Circular No. 804/2005 dated 4 January 2005 
I i i: 

clarified that !'duty shall . be paid on any ·differential quantity . between the quantity 
' i -· 1: - • 

clearea a11d actually received by the end' user. . . I . , : . . .. 

2,12 j. The reJly of the Ministry remains to be received (May2013J. 

2,13 I We examined the records maintained by the assessees in· relatioh. to the 
, I : 

paym~nt ofSe
1

,fvice Tax and checked the correctness of Service Tax payment and: availing 

of. cenvat cre'dit. We noticed cases of incorrect grant of cenvat credit,· non/short 
I 1, 

paym~nt of S~rvice Tax and non-payment of interest involving revenue of ~ 478.04 

crore. !we corhmunicated these observations to the Ministry through 124 draft audit 

paragr1aphs~ The Ministry/Commissionerate had accepted the audit observation in 123. , I . : . . . . . ,. , . . . . • 
draft audit pa~agraphs and had initiated/completed corrective action in aH these cases 

i i .. :' ·- . ' . .·. - - - ,.' . . -
im~olvi:ng reve:'nue of ~ 476.62 crore .. Detaiis of these paragraphs are available in 

, I i: . . • . . . • . . .. . . 

Appenpix ~V'. ~I) respect of one draft audit paragraph, though the Ministry admittE;!d the 

audit qbjectiorl, i1: is yet to communicate completion of rectiflcatmy action. 
1-

1 i 

Manp«?well' ll'e~11J"l!.llitmeD'il1t ialD'ild Sl!.lllPIP~Y agency services 
: I :! ---._ ·;··----_ ·- -- , -- ... 

2,14 1 As per: section 65(68) of the Finance.Act 1994 'manpower recruitment .or supply 
I . " . . . .•• . 

agency' means: any person engaged in providing' any service directly or indirectly in ·any 
' i : .. . '. . . . ' 

mann~r for redruitme11t or supply of man.power, temporarily or otherwise, to any other 
. .I .. . 

persod. . I ·, -~- ;_ 

2.:11!5 .. I M/s SA~.L Refractories, Unit iFFICO, .Ramgarh in Ranchi Co,mmissionerate, paid ~--
6.2,8 c~ore to si,x Manpower Recruitment Agencies during the period April 2008 t~ March 

20~1, 6n whic~. Service Tax of~ 78.67 fakh leviabfefrom the agencies was not paid. This 

resu~teld in non1-reaiisation of Service Tax of~ 78.67 lakh: . · 
I I :! . 

' . 11 . . . 

:l,:11.6 I When we pointed this out (May 2011), the Ministry accepted (January 2013} 

Audit's\ t~ntentf on. an~ ton firmed is~ue_ ofshow cause notice to o'h~ service provider. The 
other show cause notices are under issue. ,,, · . I ,, 
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Chapter m 

Effectiveness of Internal Contm!s . 

Central !Excise 

3.1.· lntema~ control is an integral process carried out by an entity's management and 

personnel. It addresses ris~s and provides reasonable assurance that in pursuit of the 

entity's mission, the entityi~ achieving the following general objectives: 

a) executing orderly, ethicJI, economicat efficient and effective operations; 

b) fulfiHing accountability dbiigations; 
. . I 

c) complying with applicable laws and regulations; 

d) f d
. . I . I .· . d d 

sa eguar mg resources against oss, misuse an amage. 

3.2 .· W~ noticed that di.1 p.rocesses were not followed by departmental officers in 

certain cas~s invo~\ling rev~nue of ~ 7.88 crore. We communicated these observations 

to the Ministry through nin~ draft audit paragraphs. The Ministry/Commissionerate had 

accepted .the · .. audit ob~eniation in five draft audit paragraphs and had 

ihitiated/comp!eted correcJive action in aH these cases involving revenue of ~ 41.79 

iakh. Details of 'these parJgraphs are available in Appendix V. in three draft audit 

paragraphs, the Ministry adhiitted the audit objection to the extent of revenue involved. 

~n o~e draft audit paragrapH, the Ministry is yet to respond (May 2013). 

3.3 · CBECintrotjuced self-assessment of Central Excise duties payable in 1996 and for 

Service Tax in 200b·With I the introduction of self-assessment, the department also 

provided for· a strong compliance verification mechanism through scrutiny of returns/ 

assessme~ts, int~~'~'~raudit and anti-evasion. The crucial ro~e of scrutiny of assessments 

as highlig~ted in·t~~>~~port of the Task force on Indirect Taxes 2002 states "It is the view 

that assessment. ~hould be the primary function of the Central Excise Officers. Self

assessment bn .t~~t:i:>art of lthe taxpayer is only. a_ ~acility and cannot an~ must. not ~e 
treated: as a ddut1011 of tile statutory respons1b1!ity of the Central Excise Officers m 

en.suring correcthes; of du+ payment. No doubt audit and anti-evasion have their roles 

to play, but ass~ssment or confirmation of assessment should remain the primary 

responsibility dftli'e Central Excise Officers". 

interest 
. . 

3.4 As per para 2.1A(8) of the Manual of Scrutiny of Central Excise Returns, 2008 

read with CBEC Circula~ issued vide F.N.224/37/2005-CX.6 dated 24 December 2008 
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I 
I 

(Serial No. 2.4), the ranges are to maintain a scrutiny register for scrutiny of assessment 

(Annexure 2.3 of the manual) in the Range Office. Further, as per para 2.1A(9) of the 

manu~I, each Range Superintendent is to submit a monthly report to the jurisdiC:tional 

Assist~nt/Depµty Commissioner of the Division by the 15th of the next month regarding 

th.e n~mber of returns received and scrutinized in the prescribed proforma (Annexure 

2.4). Paras 1.1.28 and 2.1A(6) of the Manual for the Scrutiny of Central Excise Returns 

and para 4.2A of the Manual of Scrutiny of Central Excise Returns provide that 

ra,nge~/groups are to carry out detailed scrutiny (as per checklist provided in Annexure. 

4.1 o~ the manual) of a small proportion of the returns.1 not exceeding five per cent of 

the total returns filed during a quarter/ month in case of Central Excise returns and not 

exceeding two per cent of the total per cent of the total returns filed in case of Service 

Tax r~turns. Risk parameters applied on all the returns (manually as per checklists 
I 

provided in respective manuals) is to form the basis of selection of returns. 

3.5 Audit observed in 8 ranges of Aurangabad Commissionerate that for the period 

betw11en FY 0.8 and FYll, there was partial maintenance/non-maintenance of scrutiny 

regist~r. We came across instances of non-submission of report on status of scrutiny of 

returns (both stages) in the prescribed format etc. to the Divisional Officer. The 
I 

Comniissionerate did not ensure the proper maintenance of the scrutiny register and 

timeliress of the prescribed report. The returns were not subject to prescribed risk 

as'sessments. Consequently, the authorities did not select any returns for detailed 

scrutiny though envisaged in the Manual. 

3.15 A test .. check conducted by random scrutiny of returns along with some of the 

finandiai documents in Aurangabad Commissionerate revealed discrepancies indicating 

that detailed scrutiny was a neglected area. The following are illustrative examples of 

non-detection of irregularities in the absence of proper scrutiny and are indicative of the 

risk involved in not giving due attention to such an important function. 

a) M}s Natuial Sugar and Allied ~ndustries ltd in Aurangabad Commissionerate sold 
I , . . 

scrap of~ 90.47 lakh, ~ 10.08 !akh and ~ 0.22 lakh for the period 2008-09, 2009-10 

an.d 2010-11 respectively, but did not record the duty payable ~n such clearances on 

th~ ERl returns filed. 
\ . i . -
I . . 

b) M/s lombardini India Pvt ltd, did not reverse the cenvat credit in r~spect of obso~ete 

inventory written off in the books of accounts amounting to ~'§-46 crore during 

2007-08, 2009-10 and 2010-11. 
I 

i ' 
3.1 I When :we pointed this out (November 2011 and January 20,1.2,J ~he (11/_inistry 

admitfed (February 2013} the audit objection to the· extent of non-reco&ery OJ piles, and 
' . . 

non-reversal of credit. In the first case, the Ministry reported recovery of duty 9f(Fl5.30 
' . . 

/akh t?rough qenvat account and interest of ?"6.22 /akh ther(?on. In the latter case, the 

Minist~y reported that the assessee had already paid ?" 1.03 crore on the obsolete 
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inventory written off The rhinistry further stated that without access to financial and 

other records of the assesskeJ these discrepancies ·could· not have been detected and 

going by para 4.4 (vi~ of t~e !Manual f~r Scrutiny of C~ntral Excise Returns 2008J the task 
falls under the domam of mternal audit and not Scrutmy of returns. · 

3.8 . We made these ob~ervations by a simple cross-verification of the financial 

records ofthe assessee witr the ST-3 and ER-1 returns filed by him. The provision of 

ca!iing for the financial records of the assessee is available in the Manual for Scrutiny of 

Service Tax Returns, 2009 fdr detailed scrutiny of ST-3 Returns; however, such provision 

is absent in the Manual for jscrutiny of Central Excise Returns, 2008. The Ministry may 

accordingly attempt to synchronise the best practices· available within itself in the 

interest of Revenue. There i~ a pressing need to review the adequacy of and compliance 

with the existing manual Jrovisions relating to detailed scrutiny and of the extant 

systems to monitor compliarce keeping in view the fact that assessment is the primary 

fun~tion ~f the departmenf a11d that it is the statutory responsibility of the Central 

Excise officer to ensure correctness of duty payment 
I 

Failure to forfeit tlhe facility to pay duty on "'.lonthly basis 

3.9 . As per guidelines cortained in para 2.1.1 A{19) of the Manuai for the Scrutiny of 

Centrai Excise Returns, the ctlepartmentai officer scrutinizing Central Excise returns, is to · 

take act~on in cases where ~ssessee has not paid duty beyond thirty days from the due 

date. Rule 8(3A) of the Central Excise Rules 2002, stipulates that if an assessee defaults 
I 

in payment of duty beyond thirty days from the due date, then he shali pay Central Excise 

duty for each consignment ~t the time of removal, without utilizing the cenvat credit tiil . I . . . . 
the date he pays off the ourstanding amount including interest thereon. In the event of 

any failure, it shall be deefed that such goods have been cleared without payment of 

duty and the consequences and penalties as provided in the rules shall foilow. . . 

3.10 During the audit of Central Excise range Phulwarishariff, under Patna 

Commissionerate, we noticed ·from ER-1 of an assessee M/s Gangotri Electrocastings 

Ltd., Phulwarishariff, that tHe assessee assessed his duty liability as~ 77.10 lakh for June 

2008. However, the asses~ee paid on!y ·~ 44.40 lakh utilizing cenvat credit, leaving 
I . . . 

~ 32.70 lakh unpaid. On 06 August 2008, 32 days after the due date for payment (05 Juiy 

2008), the assessee paid arl amount oR' 27.21 lakh through GAR 7 chalians; ~ 5.49 !akh 

was ieft unpaid. The asseJsee paid duty of outstanding amount with interest on 05 

December 2008, i.e. 162 dais after the due date for payment. 

: . I 
3.11 Thus, the assessee contravened Rule 8(3A) of Central Excise Rules, 2002 during 

the period 05 August upto 104 December 2008. The assessee should have paid duty on 

consignment basis without utilizing cenvat credit. Instead it utilized cenvat credit of 

~154.33 lakh during the pJriod; this being irreguiar1 the goods clea~ed after 04 August 
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2008 are deemed to have been cleared without payment of duty and the cenvat utilized 

was recoverable along with interest and penalty. 

3.12 On scrutinizing the returns of the assessee for the period 2008-09 to 2009-10, 

the Superintendent wrote to the assessee, marking a copy to the divisional officer, about 

the outstanding amount of June 2008 drawing attention to the provision of the rule 8 

(3A). However, he did not issue any order forfeiting the facility of payment of duty on 

monthly basis. 

3.13 We pointed this out in May 2012. We await the reply from the Commissionerate 

and the Ministry (May 2013). 

Non-appointment of auctioneer to recover Government dues 

3.14 Section 11 of the Central Excise Act 1944 stipulates that in respect of duty and 

any other sums payable to the Central Government under any of the provisions of the 

Act or the rules made thereunder, the officer empowered to levy such duty may recover 

the amount by attachment and sale of excisable goods belonging to such person. 

3.15 The Commissioner has to monitor the compliance with rules and procedures for 

effective administration of duty/tax to combat evasion of duty/tax by registered 

assessees. 

3.16 Audit of records maintained in Ahmedabad-11 Commissionerate, revealed that 

the department vide Order In Original dated 23 July 1999, confiscated assets such as 

land, building, plant and machinery of M/s Mini Textiles, Naroda, Ahmedabad, for 

recovery of sum of ~ 3.58 crore. The unit stopped function ing in 2000. The Special 

Recovery Officer appointed by the Government of Gujarat on behalf of Co-operative 

Bank of Ahmedabad vide orders dated 21 December 2000 and 04 June 2001 took over 

the assets of the assessee. The department, after obtaining legal opinion, filed a civil suit 

in the Civil Court. The Civil Court while dismissing the suit stated that the Central Excise 

department has powers to recover its dues under Section 11 of the Central Excise Act 

1944. Thereafter, several correspondences since October 2008, seeking to appoint an 

auctioneer through involvement of Commissioner, Ahmedabad-1, for disposal of the 

assets of the assessee did not yield any result. This resulted in non-recovery of 

Government revenue of~ 3.58 crore even after a lapse of four years. 

3.17 When we pointed this out (May 2011}, the Ministry accepted {February 2013) the 

facts mentioned in the audit observation and reported the steps taken by the 

Commissionerate to appoint the auctioneer. The reply of the Ministry confirmed non

appointment of auctioneer even after the passage of over four years. 
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Ineffective review of call·bJok 
I 
I . . . - . . 

3.18 As per CBEC Circular No.162/73/95-CX dated 14 December 1995, cases which 
I 

have_ reached a stage wherf no action can or need be taken to expec:Jite their disposal 

for at least 6 months ma~ be transferred to the call book with the approval of the 

competent authority. Cases in which the department has gone in appeal, ccises where 
.. · ·. : . . . i -. . " 

injunction has been issued
1 

by Supreme Court/High Court/Tribunal etc., cases wher,e 

audit objections are contested and cases where the Board has spedficaiiy ordered the 

same to be kept pending m1ay be entered into the call book. Further extant instructions 

to the Commissionerates re~uire monthly review of pending call book items. 

3.19 Review of the cases !pending in the ca~I book at the Mangalore Commissionerate 

revealed some of the cases !pending in the call book as being either wrongly transferred 

to call book or as being overldue for removal from call book - . 

a) The · concerned officer in Mangalore Commissionerate issued SCN 
. . -· I -. • 

NoJV/9/27/104/2006 dated 20 September 2006 to M/s Mangalore Refmery and 
.. · . I 

Petrochemicals Ltd (MRPL), Mangalore, demanding interest of ~ 35.68 lakh on 
. ·.. . I 

differential duty of~ 1,169.00 lakh paid voluntarily on account of price revision on 

pett·oie~m products. Th~ Commissionerate transferred the case to the ca!I book on 
... ·--'.. - I 

the g~~imds that the debsion pertaining to liability of interest and penalty when the 

d.:~f,y.~~~~.$ paid.before is+e of SCN, was pending before the Apex C~urt in the case of 
M/s,;Knshna Pipe lndustnes. However, we observed that the question of payment of 
;.'·"·""' .. -.<.. - - I 
inte(e~tunder Section llAB on differential duty had already been decided by the 

A~~·~~·.bdtJrt in the case bf Commissioner vs. SKF India ltd. [2009-TIOL-82-SC-CX], in 

Jui~"'i6d'9. Similarly, the bourt had decided the question of quantum of penalty to be 

i~~i~d ~hen duty was ~aid before issue of SCN in Union of India vs. Dharmendra 

f ~~Hl~_J>rocessors 20081(231) E.L.T. 3 (S.C.) in August 2008. Retention of SCN dated 

2p,:~¢pt:ember 2006 in the call book indicates inadequacies in the mechanism for 

·r~Vi~J; bf call book itemL 

b) f~~-2bmmissionerate islued eight periodical SCNs to M/s MRPl, Mangalore during 
'._: «:L- ,~-..~·- _. ,, I . - . -
~s,;;es~Y:>d January 2001 to. October 2008: These inv~lved a to~ai of~ .73.22 lakh on 
non~reversal of cenvat credit on common mputs and mput services which were used 

ibf.rn~ rrianufacture of ~oth dutiable and exempted final products under Ruie 6{3) of 

(:"~:~V~b<C:redit Rules to1r the period from December 2005 to March 2008. Tile 

i:'6iit'MiJkd officers tranJferred the matters to the call book on the grounds that the 

d~~~~fhent's appeal reJarding duty liability on LSHS in respect of the same assessee 

w'~(~~riding before th~ High Court of Karnataka. However, the issue involved in 

the~~ cases was not idehtical. The cases remained in the call book until the time of 

aucli! by CERA iri ]anual 2012. 
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3.20 When we pointed this out (February 2012) the Commissionerate stated (July 

2012) that the cases had since been taken out of the call book for adjudication. However 

the Ministry's reply differed from the Commissionerate's reply. The Ministry's reply {May 

2013) accepts the fact of incorrect entry in respect of item SCN No. IV/9/27/104/2006 

dated 20 September 2006, but it adds that the case was taken out of the call book vide 

Commissioner's order dated 3 February 2012 after a thorough review of the call book in 

the meeting of the CC-Mysore zone with the Commissioners on 1 November 2011. 

However, Audit observes that this substantiates the fact that monitoring in respect of 

call book cases was inadequate as a) transfer to call book was incorrect, b) if a system of 

monthly review of call book items as envisaged in instruction from Member (CX) vide his 

D.O.F. No. 101/2/2003-CX-3 dated 03.01.2005 and Director General of Inspection (Customs 

and Central Excise) letter dated 29 December 2005 was being complied with, the item 

would have been removed from the call book at least two years earlier. In connection 

with 4 SCNs relating to final product electricity, the Ministry's reply (May 2013) was to 

the effect that retention in the call book was owing to dispute regarding excisibility of 

intermediate product LSHS pending in the Supreme Court. It added that the issue became 

irrelevant in view of the retrospective amendment to Rule 6 of the Cenvat Credit Rules 

permitting reversal of proportionate cenvat credit in all cases involving common inputs 

for manufacturing dutiable and exempted final products. Audit observes that this change 

in the Rules came into effect from 1 March 2011. However, the zone conducted and 

discussed the issue only in November 2011; even after this, these items remained in the 

call book at the time of CERA audit and issue of audit enquiry dated 1 February 2012. 

Service Tax 

3.21 We noticed that departmental officers did not comply with extant provisions in 

certain cases involving revenue implication of ~ 22.19 crore. We communicated these 

observations to the Ministry through 28 draft audit paragraphs. The 

Ministry/Commissionerate accepted the audit observation in 12 draft audit paragraphs 

and initiated/completed corrective action in all these cases involving revenue of~ 2.66 

crore. Details of these paragraphs are available in Appendix VI. In 14 draft audit 

paragraphs, the Ministry admitted the audit objection to the extent of revenue involved. 

We await the Ministry's reply in respect of the remaining two draft audit paragraphs 

(May 2013). 

Brocidening of Tax base 

3.22 Broadening of tax base is necessary to ensure growth of revenue. With 

increasing reliance on voluntary compliance, it becomes important for the department 

to put in place an effective mechanism for collecting information from various sources to 

identify persons who were liable to pay tax but had avoided payment so as to bring 

them into the tax net thereby broadening the tax base. 
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I 
3.23 Director General of:service Tax prepared and circulated a plan of action to the 

. I - . 

Cliief Corn.missio.ners on 26 May 2003.The Plan required the field formations to obtain 

informcit16n 

(a) on unregistered service providers from yellow pages, service providers' associations, 

newspaper advertisements~ -regional registration authorities and websites like 

lndiamart;com. 

(b) from banks about prop1rty which may be covered under architectural/consulting 

engineer services. .. · I . . 

(c) from Municipal corporations and major assessees including PSUs and private sector 

organizations regarding varibus services.being availed by them and to obtain detaiis of 

such services providers inclu~ing their addresses. 

I 
(d) from major hotels, auditorium, banquet halls, conference hall about convention 

services and event manage~ent service providers. 

(e) by making discrete markJt enquiries. 

(f) by colle!'ting intelligence td conducting field surveys. · 

3.24 CBEC issued instrultions to create a special cell in each Commissionerate t.o 

identify potentip(assessees Jide its letter dated 23 November 2011. 

3.25 . We notic~d non-relistration of services. by !ocai bodies and state owned 

companies/boards and nonlpayment of Service Tax involving ~ 12.86 crore which are . 

described in the following paragraphs. We communicated these observations to the 

Ministry through three dri:jft audit paragraphs. 

Non-registration and consequent non-payment of Service Tax 

I . . 
3.26 Renting of immoveable property became taxable under the Finance Act 2010 

(with retrospective effect frdm 1 June 2007). 
. I . . 

3.27 During the audit of Cialicut Commissionerate; we observed that certain ~ocal ~elf 

Government institution (LSGls) ~ike Municipalities and Grama Panchayats (GP) had 

leased out commerdal com~!exes and other immovable properties. However, they had 

not taken registration with the Service Ta>.< authorities and had .not discharged their 

Service Tax liability. 

3.28 . Scrutiny of financial. accounts of LSGJs falling under Kannur .and Kozhikode 

Central Excise rnvisions of cJlkuf Co~missi~nerate, for the yea(S· FY 09-11 r~vealed that 

25 u~its,h.adnot register~d1 with theServic;e Tax Department.' Preventive Unit of the 

41 



Report No. 17 of 2013 (Indirect Taxes-Central Excise and Service Tax) 

Commissionerate had booked cases in respect of four LSGls. Cheruvathur GP took 

registration during FYll and ST paid was only~ 0.16 lakh. Thus, the remaining 23 units 

of LSGls were liable to pay Service Tax of~ 94.64 lakh during the period FY 09-11, for 

rendering the said service. 

3.29 When we pointed this out {October 2011}, the Ministry stated {February 2013} 

that in five cases, the assessee's income was below the exemption limit and in five cases, 

the Commissionerate had initiated action before Audit intervention; in nine cases the 

assessee took registration. In seven cases, show cause amounting to ( 56. 70 lakh had 

been issued. In respect of the others, the Commissionerate is taking action to bring the 

assessees under the Service Tax net. Further, in four out of f ive cases where assessee's 

income was under the exemption limit, the assessees are to register themselves with the 

department. In six cases, the assessees paid the amount of ( 25. 78 lakh based on our 

audit objection. 

Non-payment of Service Tax by unregistered service providers 

3.30 Commercial or Industrial Construction Services/Construction of Residential 

Complex Service/Works Contract Services are taxable under Section 65(105)(zzq), 

Section 65(105) (zzzh) and Section 65(105) (zzzza) of the Finance Act, 1994 respectively. 

3.31 Haryana Tourism Corporation (HTC) and Housing Board Haryana (HBH) had paid 

~ 2505.91 lakh during FY 09-11 to nineteen service providers under the jurisdiction of 

Panchkula Commissionerate for rendering taxable service under 'Commercial or 

Industrial Construction Services, Construction of Residential Complex Services and 

Works Contract Services' . Cross-linking/examination of said information/payment details 

with Service Tax records of Service Tax range further revealed that these service 

providers did not register themselves with the Commissionerate under the said service 

and did not discharge the liability of Service Tax. Service Tax of ~ 91.68 lakh (cess 

included) was recoverable along w ith interest and penalty under sections 73, 75 and 76 

of the Finance Act, 1994. 

3.32 When we pointed this out (January 2012), the Ministry accepted the audit 

observation (February 2013) and reported that Service Tax is payable in 14 cases. One 

assessee had deposited ( 3.47 lakh as Service Tax and penalty. In 10 cases, show cause 

notices amounting to (11.70 crore had been issued. We are awaiting further progress. 

Improper payment of Service Tax without verification of Registration 

3.33 Test check of contingent bills in Aurangabad Commissionerate revealed that the 

Commissionerate had extended the previous labour and housekeeping contract by 

another year from 1 December 2008 on the same terms including the payment of 
Service Tax by the Commissionerate on the month ly-billed amount. The initial bill, the 
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tender form, the agreeme~t and the bill subsequently issued did not mention the 

Service Tax registration number. M/s Siddhartha Services charged and collected Service 

Tax of~ l.67 lakh (calculate:d at the rate of~ 13,958 per month as paid for April 2009) 

from the Commissionerate jfor the services rendered. The value of services rendered 

worked out to~ 16.26 lakh (calculated at the rate of~ 1.35 lakh per month paid for April 
I . . . 

2009), for the period December 2008 to November 2009 which was more than the 

threshold limit prescribed fo~ registration. . · 

3.34 Even though the eottractor had charged the amount separately in the invoice, 

the Commissionerate did ·lnot ensure the fact of Service Tax registration under 

Manpower Supply Services. Further, it did not ensure the remittance of tax into 

Government account. 

3.35 When we pointed this out (August 2011}, the Ministry {February 2013} reported 

thatthe service provider waJ registered with the department but did not file ST-3 returns 

during the year 2008-09 an~ 200!!!-10 and hence this is a case of suppression of facts. 

The Commissionerate issued a show cause notice to the assessee. 

3.36 The reply of the Ministry indicates the inadequacies in the system in ensuring 

that there is adequate proJection of revenue due to the Government. The statutory 

resp~nsibility is on the depJrtme11tal officers to ensure that duty/tax is correctly paid. 

While extending the contra~t, the Commissionera~e should have exercised cl_~e care to 

ensure that the assessee had remitted into the Government account, the amount given . I . 
by the Commissionerate earliier. 

Scrutiny of returns 

. . . I 
3.37 CBEC introduced self-assessment in ·respect of Central Excise in 1996 and in 

respect .of Service. Tax inf 2001. With the introduction of self-assessment, the 

department also provided for a ·strong compliance verification mechanism with three 

important prongs - Scrntin~ of Returns/ Assessments, Audit arid Anti...:Evasion. The 

Report of the Task force 011 Ihdirect Taxes, 2002 highlighted the crucial role of scrutiny of 

assessments. 

3.38 In the exercise of p0wers conferred under Rule 12(3) of Central Excise Rules, 

2002 and R~le SA of the sbrvice Tax Rules, 1994, the Board has laid down detailed 

guidelines for scrutiny of r~turns as contained in the Central Excise and Service Tax 

return scrutiny manuals. The scrutiny of returns is in two stages. The purpose of 

preliminary scrutiny of retu~ns ·is to ensure arithmetic accuracy of duty computation, 

completeness (permanent a~count number, description of the item, registration .details 

of the unit etc.}, timeliness (iimely submission of the return and timely payment of duty) 

and identification of stop rnJrs and non-filers. Detailed scrutiny of assessment based on 

I 
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risk parameters ensures the correctness of assessment (correctness of classification, 

valuation and.cenvat credit). 

~~~9l . As per Para 1.2.1.1 of Manual for Scrutiny of Servke Tax Returns, 2009,the 

purp6se of preliminary scrutiny is to ensure inter alia timely submission of return, timely 

paym,ent of dues and arithmetical accuracy .of the arnount computed. As per Para 1.2B 

of th~ Service Tax Scrutiny Manual, preliminary scrutiny is to be conducted in respect of 

all returns. Board's Circular No. 818/15/2005-CX dated 15~07-2005 stipulates completion 

of pr~liminary scrutiny within 3 months of the date of receipt of return. Further, the 

time prescribed for issue of SCN is one year from the re~evant date as per section 73 of 

the Finance Act 1994 other than in cases involving fraud, coliusion, wilfui misstatement, 

suppression of fact etc. 

3.~IO Section 68 of Fina.nee Act, 1994, read with ru!e 6(1) of Service Tax Rules 1994, 

provipes that every person providing taxable service to any person sha.JI pay Service.Tax 

at the rate specified in such manner and within the prescribed period.; Further, Section 

75 of1Finance:Act, 1994 requires the assessee to pay interest for any delayed payment of 

Service Tax. · 

3.4'.!L · Scr~tiny of ST-3 Returns under Range-XVli of Division-II under Koikata Service Tax 

Comrpissionerate, revealed that M/s R.S. !spat ltd. had short paid Service Tax amounting 

to ~ il.40 lakh (including cess) for the period December 2010 to February 2011. As the 

rang~ did not undertake scrutiny of returns as prescribed in the Act, it did not detect the 

lapse~ When we pointed this out (February 2012}, the Ministry a'c'cepted the audit 

objec,tion (February 2013} and reported issuance of SCN to the assessee for ( 14. 78 /akh. 

ll::llie1l:ai~~edl s«:rn1l:amry 
I 

3.42 Ranges are to carry out detailed scrutiny of assessment for returns selected 

bas~d on risk parameters to ensure the correctness of assessment (correctness of 

classification, valuation and· availing of cenvat credit): Board's circul,ar dated 11 May 
, I . ' 

20091envisages that under the ACES setup, the system would automaticaliy list returns in 
I • 

desc~nding order of risk for submission to Commissioner for selection. As per Para 4.3.3 

A of! the Service Tax Scrutiny Manua~ and Para 4.18 of the Central Excise Scrutiny 

Manual, it is the responsibiHty of the jurisdictional Joint Commissioner/Additiona~ 
Commissioner to finaiize list of returns to be scrutinized by the Range Officers. How~ver, 
until ACES is implemented, the range has to select returns manually for detailed scrutiny 
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ma ri u ally (Para 2.3A and A~ nexu re 2.2 of Service Tax Scrutiny Man ua I and Para 2.1 and 

. Annexure 2.2 of Central Excise Scrutiny Manual). 

3.43. We observed that subordinate offices in some Corri'missionerates did not 

.. conduct/document detailed scrutiny as envisaged in. the Scrutiny Manual. However, 

we attempted to conduct ~etaiied scrutiny and noticed the following irregularities in 

the subordinate offices under these Commissionerates. 
. . . . I 

~ll'll«:Orried avaiiing of exemptioll'll 

3.44 Notification no. 01~2006/ST dated 01 March 2006 prescribes exemption of 

certain percentage of Serviice Tax leviable on various services with certain conditions. 

This notification is not applicable when cenvat credit of duty on inputs or capitai goods 

or the cenvat credit of Se1vice Tax on input services used for providing such taxab!e 

services, has been availed under the Cenvat Credit Ru!es 2004. 
. I . 

3.45 We observed that r/s Shivniwas Palace, City Pa!ace, Udaipur, an assessee of 

Service Tax Range, Udaipur registered for providing services of mandap keeper, 

convelition services, cable! operator services and event management services etc., 

availing benefit of notificati
1

on 1/2006-ST d~ted 01.03.2006 paid Service Tax at reduced 

rate. The assessee; however, had aiso been utilizing cenvat credit of input services for 
I 

providing these services; therefore, it was not eligib~e for abatement of Service Tax. 
. I 

Short payment of Service Tax during the period from IFY 08-10 amounted to ~ 26.10 

lakh. 

3.415 When we pointed tf is out {September 2011), the Ministry accepted (December 

2012) the audit observatioFJ and stated that a show cause notice for ~ 35.10 lakh had 

been issued to the assessJe and the assessee, had reversed the entire cenvat credit 

amounting to ~ 24. 77 lakh.I The Ministry said that e-filing of the Service Tax returns by 

assessees on ACES had become mandatory. Assessees file returns online through ACES 

and departmental officer1' conduct online scrutiny only. Therefore, it becomes 

impractical to compare tht figures of one return with that of the previous return to 

ascertain risk parameters. The rep!y of the Ministry is not acceptable as tile returns 

under consideration be!ong to the period prior to ACES. 

3.411 !Further, Audit obseTes as foliows: · . 

3.48 Though filing of returns through ACES has become mandatory since October 

2011, ACES currently does hot automaticaHy !ist out returns in descending order of risk 

for submission to the Comrhissionerate for se!ection for returns for detailed scrutiny as 

was envisaged in the Manluat However, the department's extant instructions in. the 

Manual are that untii ACES is implemented, returns have to be selected manuaHy based 
/ 

45 



Report No. 17 of 2013 (Indirect Taxes-Central Excise and Service Tax) 

on risk parameters such as comparison with previous years' figures in the return (Para 

2.3 of the Scrutiny Manual and Annexure 2.2}. 

3.49 Pending the incorporation of such facility in ACES and since the Ministry itself 

feels that comparison between returns filed in adjacent years is impractical, the 

department may clarify to all field formations the parameters to be taken into 

consideration for selection of returns for detailed scrutiny in the interim period. This is 

essential so as not to dilute the purpose intended to be served through the key task of 

scrutiny and assessment. 

Non/Short payment of Service Tax 

3.50 Section 65(105}(zzzzj) of the Finance Act, 1994, defines 'Supply of tangible goods 

service' as any service provided or to be provided to any person, by any other person in 

relation to supply of tangible goods including machinery, equipment and appliances for 

use without transferring right of possession and effective control of such machinery, 

equipment and appliances. 

3.51 M/s IOT Anwesha Engineering and Construction Ltd., in Range-VIII under the 

Service Tax Division (Division-Ill} of Vadodara-1 Commissionerate had shown an income 

of< 3.25 crore from hire charges of equipment in FY11. Audit noticed from SI. No. 10(b) 

of Notes on Account to Schedule 19 of the audited accounts that the assessee lent the 

equipment the holding company M/s IOT Infrastructure and Energy Services Ltd., 

without transferring the right of possession and control. The assessee was thus liable to 

get himself registered under the service "supply of tangible goods" and was liable to pay 

Service Tax to the tune of< 33.49 lakh. 

3.52 When we pointed this out {November 2011), the Ministry accepted the audit 

observation and stated (December 2012) that the assessee had paid the Service Tax of ( 

33.49 lakh and interest of (5. 74 lakh before issuance of SCN. The Ministry further stated 

that the Commissionerate carries out detailed scrutiny of ST-3 returns and local audit on 

selective basis as per the Board's guidelines. The reply of the Ministry is not acceptable 

as Audit observed that the range did not carry out detailed scrutiny through selection of 

returns and documentation as envisaged in the Manual. 

3.53 Where a person liable to pay Service Tax, fails to pay the tax or any part thereof 

within the prescribed time, he is liable to pay the amount short-paid, along with interest 

at the prescribed rate per annum for the period of default under section 75 of the Act. 

3.54 M/s Ario Infrastructure Pvt. Ltd. in Range-VIII under the Service Tax Division 

(Division -Ill} of Vadodara-1 Commissionerate had depicted gross business income (sales 

income) to the tune of< 27.50 crore in the Profit and Loss account in FY11. The actual 

sales income net of sundry debtors and taxes worked out to< 21.05 crore. However, in 
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. I 

ST-:3 returns pertaining to Fr11, the income was shown as~ 18.18 crore only. Thus, the 

assessee had shown less if come of ~- 2;87 crore, on which Service Tax payable was 

~ 11.83 lakh which was recoverable a~ongwith interest. · · 

3.55. .Further, the assessel was in receipt of mobilization advances of~- 2.64 crore as 

on 31 March 2009 and -~ 3)07 crore as on 26 November 2009 towards works cont~act. . . . I . . . 

The assessee had paid the Service Tax at the time of preparation of R.A. bill and not at 

the time of receipt of adva
1

nce. Thus, the assessee was Hable to pay interest of~ 2.33 

iakh. 

3.56 When we pointed this out (November 2011}, the Ministry accepted the audit 

observation (December 201Ji) and stated that the assessee had paid the Service Tax of 

( 11.83 lakh and interest df ( 4.02 lakh before issuance of SCN. The Ministry further 

stated that the Coinmissio~erate carries out detailed scrutiny of ST-3 returns and.local 

audit ~n selective basis as ~er the Board's guidelines. The reply of the Ministry is not 

acceptable as Audit observJd that the range did not carry out detaHed scrutiny through 

selection of returns and do,~mentation as envisaged in the Manual. 

N4'.lll!'ll-paymen1t iof Servke Tax ili'1l resped iof import: of servkes 

3.51 Ru~e 2(1)(d)(iv) of Jhe Service Tax Rules, 1994, stipu~ates that in respect of 

taxable service, provided b~ a person, who is a non-resident _or is from outside India and 

does not have an office in India, the person receiving the taxab~e service in ~ndia is liab~e 

to pay Service Tax. 

3.58 Scrutiny of ER-1 and ST-3 returns of M/s MCT Cards and Technology Pvt. Ltd., 

Manipaf in Udupi range of ~angalore Commissionerate, re~ea.!ed that the assessee had . . . I . . ·. . . .. . · .. 
paid an amount of~ 61.71 lakh to M/s Robert BurkleGmbh, Germany towards technical 

se.rvice and installa~ioncha~ges in FY09. However, the .assessee did not pay the required 

Service Tax and Cess of~ 7;63 lakh thereon. 

3.·59 When we pointedtJs out (October 2011}, the Ministry partly acceptedthe qudit 
. I . . . 

observation (Oeceinber 2012} and stated that the assessee had paid Service Tax and Cess 

of (7.63 lakh along with 1n1terest of (2.93 lakh. The Ministry further stated that as per 

the Board's Circular No._ 1113/07/2?09-ST dated 23 April 2009~ M/s. MCT Cdrds 

Technolo~ies Ltd.,_ ·Manipal[ w_ould not come under th~ detailed _scr~tiny of the ST-3 
returns, smce the1r totql Service Tax revenue for the relevant penod ts lesser than the 

prescribed limit. However; a1s the-range had conducted/no detailed ·scrutiny as envisaged 

in the Manual, the reply is nrt acceptable. ' · · . ·. · . . · 

3.60 ~11 Aurangabad Comrissionerate; we observed for the period between 2008 and 

2011 that the subordinate ranges did not select returns and carry out detailed scrutiny 

as envisaged in the Manual. We test checked returns along with the financial documents 

47 



Report No. 17 of 2013 (Indirect Taxes-Central Excise and Service Tax) 

in Service Tax Division and Jalna Range (Nanded Division) and observed irregularities 

indicating that detailed scrutiny was a neglected area. The observations revealed the risk 

involved in not giving due attention and priority to such an important function. We 

found 12 instances of non-compliance pertaining to seven assessees which could have 

been detected had detailed scrutiny been conducted. There was a recovery of~ 13.90 

lakh including the following two illustrative examples: 

a) M/s Lombardini India Pvt. Ltd ., under the jurisdiction of ST Division, had made 

provision of~ 1.17 crore and ~ 3.64 crore for the period ending 31st March 2010 

and 31st December 2010 respectively towards royalty payment to the parent 

company under IPR services. In respect of the first case, the assessee paid no Service 

Tax. In the second instance, there was delay in payment of Service Tax (March 2011). 

The non-levy of Service Tax/ interest on delayed payment of Service Tax was 

recoverable in view of provision of Section 75 of Finance Act, 1994 read with 

Notification No. 19/2008 ST dated 10 May 2008. 

b) M/s Storewel l Construction and Engineers, under Ja lna Range, received 

transportation services in FY 09-11 and was liable to pay Service Tax on GTA services 

vide Notificat ion 35/2004 dated 3 December 2004, which stipulates that the 

consignor/consignee making payment towards freight was liable to pay tax. 

However, t he assessee neither registered itself as required by the Rules nor did it 

paid the Service Tax amount due. 

3.61 When we pointed this out (October 2011 to January 2012}, the Ministry accepted 

the audit observation (December 2012) and reported recovery of Service Tax of ( 12.07 

lakh and (7.56 lakh towards interest in the first case. The department effected recovery 

of ( 4.38 lakh and interest of ( 1.68 lakh in respect of the second service provider It also 

issued show cause notice to the assessee for the balance amount of Service Tax and 

interest. On the issue of non-conduct of detailed scrutiny, the Ministry replied that both 

are cases of suppression of facts; the ST-3 returns had not indicated the amounts. 

Detailed scrutiny is on the facts declared in the ST-3/ER-1 returns. Since the assessee had 

suppressed these facts, detailed scrutiny may not reveal such observations. None theless, 

the department/ Commissionerate had suitably directed the field formations as well as 

had issued instructions in this regard. The reply of the Ministry is not acceptable because 

as per checklist for detailed manual scrutiny of ST-3 return's SI. No. 82, it had to be 

determined whether duty liability in terms of Section 66A of Finance Act, 1994 under 

reverse charge method has been discharged in respect of services received from the 

service provider located outside India . 
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'. · Prennatu re' availing andcutmltion of cenvat credit · · . · · 

3o62 As per proviso of ruil 3(4) of Cenvat Credit Rules. 2004, cen.vat credit may b~ 
utilised for payment of Servi~e Tax on any output services. However, such utmzation is 

. permissible to the extent of Jvailability of credit on the last day of th~ month or quarter, 

as the~ca~e may be. 
;~ 

3~~3 .dLr:ing the scrutiny of records of Service Tax Range Udaipur under Jaipur-Ii 

.. Commis;Jonerate, we obser~ed that M/s UN Automobiies Pvt. Ltd. Udaipur flied its 
'· .·. . I . . . 

. . . ... Service Tax returns for the nalf years ending September 2006, March 2007, September 
·••.· I . . 

2007 and March 2008 belatediy. We further observed that though the assessee did not 

.,Jnavecsuf()cient.baiance· in thJ .cenvat credit account on theJast day of the month (during 

,-J=Y07:can~:FY08), the assesse:e .utmzed the cenvat credit accumulated subsequentiy for 

fulfilling the Service Tax liability. The assessee utilized cenvat credit of ~ 14.80 lakh 
. . I . . 

(including Cess) irregularly which needs to be recovered a!ong with interest. . 
. . I 

3.64 When we pointed this out (September 2011) the. Ministry partly admitted the 

audit observation {February ~013) for (8.68 lakh on the grounds that cenvat credit of 
. . I . . . 

. ~ 6,c131akh was earned by the assessee during the period November 2006 to March 2008 

.... , .. ·. so;the.as$esseewds entitled ~o utllised.this credit. The Ministry further reported that the 

·· .::.assessee"had als~ depositedkervice Tax amounting to (1.54 lakh along with interes.t of 

·· · _( 1.19 /dkh. The reply of th~ Ministry in regard to cenvat credit related to the period 

..... ....... _ Novembrr 2006 to March.2908 is not acceptable in audit, as the objection is not reiated 

--- . to entitlement of cenvat credit for utiHsation but premature avaiiing and utiiisation of 

. · :··': cenvat· credit for. payment ?t:Service ·Tax resulting in short payment of Service Tax. -

. /f:Fur;th~r; Ryle 7.B of Service Tax Ruies 1994 provides for filing of revised return to correct 

~prm~stak~ or omission withi~ a period of 90 days from the date of filing of the original 

. . return b~t the as~essee :did I not avaiUhis faci!ity.<There is no provision· to adjust the 

---·-··· -· ··· cenvat-credit sue motuwithoutsubmission of revised retum·within the prescribed time 

iimit. Th?s the cenvat credif aIT1ounting to ~ 14.80 lakh was utilised irregulariy; SCN 

----••· · · should· beJssued for~ 14.80Jakh along with interest; . 

: I . . 
=== :.,:::~:::..L·.;..«on'=maihtenance:of.separate:account fordlutaabieand·exempted products 

---.::--·:: ·::::: .. : ·:· 3.65.· .. •. :::RL!e~6-f3)-of:the ·. Cenlat.Credit:Ruies:,·· 2004:-provides ·th at a ·manufacturer, opting 
' -· I ... ·- .. · . 

.. no.Ltomaintain.separ:ate.accmmts, .. shalLfoliow either.of.the.following options, (i} the· 
. I . . . 

---.. ·.... . - manufacturer of goods shalLpay an amount equal to-ten per cent/five per cent (with 

---·······-········.-effect.from3.July.2009.). of.tval~e .. oLthe .. exempted.goods;:.or .(ii.) 'the manu~actu rer of 

.: L:·""~"' ~ood~s~a~l·-pay: an, a_mount~leqwva_lent -to the Cenvat credit attnbutable to mputs and 

___ ·:~·= .. :c:-:::;~;·t·;nnp.ut:~.sef\l1ces used:.m,. or. m .relation to, the manufacture of exempted goods or for 

:::.:.::::-::.-::,;::provisio~.of:exempted:servides:subject.to.theconditionsand.procedure specified in sub

ruie(3Ak 
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3.66 Detailed scrutiny of ER-1 returns of M/s Jai Balaji Industries Ltd., Durg, under the 

jurisdiction of Range Durg, Division II , Bhilai in Raipur Commissionerate engaged in the 

manufacture/production of sponge iron under Chapter 72 and energy under Chapter 27, 

revealed that the assessee used energy partially (i.e. 24 per cent) for the manufacture of 

their final products. The assessee sold the remaining (i.e. 76 per cent) to Chattisgarh 

State Electricity Board (CSEB) at nil rate of duty for ~ 8.24 crore and ~ 1.24 crore 

respectively during 2009-10 and 2010-11. The assessee availed credit of both duty and 

Service Tax in respect of input and input services received. Scrutiny of cenvat account 

records revealed that the assessee reversed proportionate credit of duty input availed 

on input received but did not reverse proportionate credit of Service Tax availed on 

input services received. During the above period, the assessee availed credit of Service 

Tax on input services (i.e. repair and maintenance, cleaning service, housekeeping and 

cargo handling) received in power division to the extent of~ 4.72 lakh and ~ 5.88 lakh 

respectively. Audit observed non-reversal of Service Tax credit, against the sale of power 

to CSEB at nil rate of duty. This was to an extent of~ 8.05 lakh (equivalent to 76 per cent 

of the total credit availed on input services received and used in power division during 

the above period) which was recoverable along with interest of~ 1.02 lakh. 

3.67 When we pointed this out (May 2011), the Ministry accepted the audit 

observation (December 2012) and stated that a Show Cause Notice had been issued to 

the assessee demanding Service Tax of ( 1.48 crore along with interest and penalty. 

Regarding the non-conduct of detailed scrutiny of returns, the Ministry confirmed issue 

of directions to all officers to follow the instructions on detailed scrutiny scrupulously to 

avoid lapses. 

3.68 Non-conduct of detailed scrutiny in these Commissionerates resulted in 

weakening of this important prong of the compliance verification system. This was not in 

consonance with what the Board had envisaged while extending the facility of self

assessment to assessees. 

3.69 Audit also observed that had there been a mechanism in the Commissionerate to 

monitor/ensure 

a) selection of returns by the Additional Commissioner/Joint Commissioner or 

otherwise as envisaged in the Scrutiny Manual and 

b) actual conduct of scrutiny of assessment by the ranges to be documented in 

accordance with prescribed format (Annexure 4.3 of Scrutiny Manual including Para 

4.3.2), such deficiencies in safeguarding Government revenue could have been avoided. 

3.70 It is also observed that automatic selection of returns by ACES for detailed 

scrutiny of returns not having become effective till date, Director General of Systems, 

New Delhi's clarification to all Commissionerates (March 2011) that until automatic 
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I 

selection becomes operationbl, assessment of mini risk parameters would continue tb 

remain manual, is applicable ~son date. . . 
I 

3.71 In view of the inadeqluacies in the system of welimin~ry/detailed scrutiny, the 

department may consider I introducing a· mechanism of percentage review by 

Commissionerate/division to monitor the compliance. 

. I 
3.72 In order, to ensure optimal utilization of available resources, CBEC may consider 

the introduction of provision~ in the Scrutiny Manual making it mandatory tha,t during 

detailed scrutiny, ranges alJo look il"!tO aspects such as services provided by other 

service providers to the asses

1
~ee (Appendix VI, SI no 7 .and 10). 

Internal Audit 
I 

3.73 One of the mairi lompliance verification mechanisms in the department, 
I 

internal audit carries out audit at assessee premises by following prescribed procedures 

including selection of assesseje units based on risk parameters and scrutiny of records of 

the assessee to ascertain the level .of compliance with the prescribed ru~es and 

regulatiohs. lntemai audit is bmpowered under Central Excise and Service Tax Ruies, to 

access the records of the assJssees at their registered premises. The Directorate Genera~ 
. . . . ·.. . I 

of Aupit with its seven zonal units at Ahmedabad, Mumbai, Delhi, Bangalore, Kolkata, 

Che·n~~(~~·d Hydernbad is td provide a focal link between the Commissionerates (who 
, . • • > ·. . I . 
actually run the audit. process) and the Board on aH audit-related matters. On the one 

hand, _l:tai_~s and advis~s the !Board in policy formulation and on the ,other, it guides and 

~ro~ide.5.·fu.n,ctio~_al . directior in planning, co-ordination, supervision and conduct of 

audits at the local ievel. Every Commissionerate has an Audit cell, manned by an 

A~sistahtJBeputy Commissi6ner and auditors and headed by an Additional/Joint 

C~m~is~(bh~r and this cell p
1

repares, co-ordinates and monitors the audit plan. Internal 

auditpaftl~s con~isting of suherintendents and inspectors carry out this audit. 
. . . I . 
. . .. ......... • I 

3 .. 74 - ;we c:ittempted to check. the efficiency of the selection process of assessees l:Jy 

in1:erri~l)U_ditck!! ~f the depbrtment and actual audit done by the internal audit parties 

by aJa1hntsome assesseeJ already audited by the internal audit parties or those 

assess:~~§,~,0hich though dJe for audit had not been audited by internal audit. We 

noticed.:~~fhe. cases involvinlg Service Tax of ~ 3.24 crore which are illustrated in the . ... -:.:r<,,:: ... -... . . . . ' . I 
followlrig;paragraphs. We communicated these observations to the Ministry through 

thre~ d~~/f~udit paragraphs.I 

Non-reversal'ofcenvat credit relating to exempted services 

3.75 As per the provisions of Central Excise Audit Manual, 2008 related to desk review 

and preparation. of Audit Plan, internal audit is.to point out the undervaluation of goods 

and resultant short levy if Central Exe:: duty. Further, Para 10.4.13 read with 
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Annexure C of the said Manual envisages that the internal auditor is to carry out scrutiny 

of sales shown in the Profit and Loss Account to determine whether cenvat credit has 

been availed on trading of goods. Internal audit is to carry out detailed verification as 

stipulated in Annexure M for comparative analysis of ER-4 returns with figures of the 

Profit and Loss Account to ensure that information provided in the ER-4 Return matches 

with financial records. 

3.76 Rule 6 of the Cenvat Credit Rules, 2004 stipulates that cenvat credit is not 

permissible on such quantity of input or input service, which is used in the manufacture 

of exempted goods or for provision of exempted services. As per Rule 2{e), 'exempted 

services' means 'taxable services exempt from the whole of the Service Tax leviable 

thereon, and includes services on which no Service Tax is leviable under Section 66 of 

the Finance Act, 1994'. Notification No.3/2011 Central Excise (NT) dated 01 April 2011 

further clarifies that 'exempted services' include trading. As per Circular 

No.943/04/2011-CX dated 29 April 2011, the Board has clarified that trading activity is 

an exempted service and hence, credit of any input or input service used exclusively in 

trading activity cannot be availed. Further, prior to 1 April 2008, credit of common 

inputs and input services could be availed subject to restriction of utilization of credit 

upto 20 per cent of the total liability as provided for in extant Rules. 

3.77 M/s Skoda Auto India Pvt. Ltd., in Aurangabad Commissionerate engaged in the 

manufacture of excisable goods falling under chapter 87 of CETA paid Excise duty more 

than ~ 3 crore in FYll. Internal audit conducted audit in February 2011. However, 

internal audit did not detect that the assessee was not eligible to avail 100 per cent of 

the cenvat credit of Service Tax paid on various common input services as it had 

engaged in trading activities also. The assessee had not reversed the proportionate 

cenvat credit attributable to trading activities amounting to ~ 2.47 crore calculated 

based on proportion of trading turnover for the period FY 09-11. Hence, the same was 

recoverable with interest. 

3.78 When we pointed this out (August 2011), the Ministry accepted the audit 

observation (December 2012) and reported that a show cause notice had been issued to 

M/s Skoda Auto India Pvt. Ltd. amounting to ~ 2.47 crore. Regarding non-detection by 

internal audit team, it added that it was a case of suppression of facts . Moreover, the 

clarification was issued by CBEC vide Circular No. 743/04/2011 dated 29 April 2011 

whereas audits were undertaken prior to April 2011. Therefore, this clarification was not 

in the knowledge of audit teams. Since the issue is in the nature of interpretation, the 

internal audit team was not at fault. The reply is not acceptable as the Rules envisage 

utilisation of cenvat credit only for those input services, used for providing taxable 

output service, or taxable goods whereas trading of goods was never a taxable service. 

Since exempted services includes services on which no Service Tax is leviable under 
section 66 of the Finance Act, 'trading' always was covered by the definition of 
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exempted services under tJ Cenvat CreditHules. The Rule position had not changed by 

the issue of the cited Circulaj. . . . . . . .. . . . .· 

······ :·~·.Noll'il-ireversai Olf ic~ll'il"Wat credit reiatalnlg it!Cl exempted seNices · '·· 

3. 79 A5 per para 7. 2.4.3( BJ of the Service Tax Audit Man u a I, 2003; during. desk review, 

• the interna~ auditor shou~d Jheck-the data provided by the tax payer for reconciliation 

with other documents such Jstria! balance, annua~ accounts, ledgers etc. and carry out a 

..... preliminary.reconcili.ation follr the purpose of identifyi,ng any amount that might have 

. escaped-.Service Tax .. As per Para ·7.2.3.2, when verifying credit utilization by the tax -

payer; the internal au
1

ditor may examio~ · .. documents relating to the 

receipts/procurement of major input services, Check of use of input services in provision 

of ·exempt~d::-servkeS':·iS·Olle rof the. items speci~tcally listed in Annexure_ D of Chapter 7. 

The··.checkhstfor .. conduct orServ1ce .Jax aud~t (Annexure IE) emphasizes that checks 

iiii · -· . should be exercised whether input credit is taken oniy in respect of services and goods. 

=! · ·· : actuaHy Lsed in relation to taxable output service or also towards those that are fuHy 

· <exempte.d or .are non-taxablb. This provision in the Manual is 011 the lines of Ru~e 6 of 
Cenvat Credit Rules, 2004 tb the effect that cenvat credit is not permissible on such 

quantity of input pr inputsbrvice used in the manufacture of exempted goods or for 

provision·of exem~ted servides as defined in Rule 2(e). 

3,go In Mumbai Service T~x .\ Commissionerate, we audited 7 miindatorily auditable 

units; which were· among those audited by internal audit teams in FYll. M/s. B. J. 
Services Company Middle Ef st ltd., engaged in providing dutiable as weli as exempted 

services. of mining.pf mineral, oil or gas, was a mandatory unit to be audited annuai~y as 

· itwas-pf\,dng SeryicecTax 9t more· than ·~· 50 lakh every year. The assessee provided 

,mintng·sercvices,i11 the area'-otherthan·the designated area i.e. the continenta~ shelf and 

· exclusive.,econo~i!= zone ~f ~ndia referred to in Notification. No.1/2002-ST dated 

01/03/0l. The ass~ssee did I not pay Service Tax on services provided to M/s. Reliance 

~ndustries ltd. in the designated area. However, it irregularly availed the input Service 

Tax cred\t of~ 18.24 lakh fo1 the period June 2008 to Apri~ 2010 on services received a~d 
·.used in .. providingthe ·exem~ted services contravening the provisions of Rule 6 of Cenvat 

Credit Rules, 2004. Further, the assessee had irregu~arly availed/utmzed cenvat credit on 

input~services of goods tran~port agency amounting to~ 4.83 lakh attributab~e to trading 

·· activity during the~ period J~ 10-11 violating provisions .contained in Rule 3(4) of Cenvat 

CreditRules 2004, and Notification 3/2011dated 1.3.2011. 

3.81 We observedthat tbbugh internai audit of the unit had been conducted (upto 31 
' I . 

March 2,009) in. FYll, it had not detected these issues during desk review or in actua! 

,audit::de~pite the fact that t~is ·aspect was part of the standard checks prescribed. 
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3.82 When we pointed this out (September 2011), the Ministry accepted the audit 

observation {December 2012} and reported that the assessee had reversed (14.72 /akh, 

being the actual amount attributable to exempted clearances and paid interest of ( 4.53 

lakh. It had also reversed cenvat amount of (4.83 /akh and paid interest of (0.93 lakh 

attributable to trading activity. The Ministry stated that said issue pertains to the period 

FY 10-11. Internal audit had not covered this period in audit. However, Audit observed 

that the issue related to period starting from 2008-09. 

Failure to detect non-payment of Service Tax 

3.83 As per para 10.4.1 to para 10.4.5 of the Central Excise Audit Manual, 2008, desk 

review is the first phase of the audit programme done in the office. A good desk review 

under the supervision of the senior officers is critical to the drawing up of a good audit 

plan. Further an illustrative list of the important areas to be scrutinized in desk review is 

given at Annexure C wherein annual reports, profit and loss account, balance sheet, 

notes to accounts, cost audit report etc. are required to be reviewed. Annexure E 

elaborates various points for verification from cost audit report. As regards royalty and 

technical knowhow charges, the auditor may go through the product wise source 

documents about the scope of work and terms of payment to assess the tax compliance 

aspect of Service Tax on royalty and technical know-how. 

3.84 Explanation to Rule 6(1) of Service Tax Rules, 1994 stipulates that as regards 

associated enterprises, Service Tax is leviable from the person liable to such tax even if 

the amount is not actually received but the same is debited or credited in the books of 

accounts of the service provider. Any payment received towards the value of taxable 

service shall include any payment debited or credited to any account whether called 

suspense account or any other name in the books of accounts of the service provider. 

Section 66A of the Finance Act stipulates that the recipient of the taxable service from 

outside India is liable to pay Service Tax under Rule 2(1)(d)(iv) of Service Tax Rules 1994. 

3.85 We observed in Aurangabad Commissionerate that internal audit conducted 

audit of M/s Skoda Auto India Pvt. Ltd in February 2011. It however did not detect 

short/non-payment of Service Tax on royalty payments either during desk review or at 

the time of actual audit despite the fact that checking of this aspect was part of the 

standard checks prescribed vide above-mentioned provisions of the Manual. 

3.86 M/s Skoda Auto India Pvt. Ltd. in Aurangabad Commissionerate paid royalty to its 

holding company M/s Skoda a.s., Czech Republic in view of Technology Transfer and 

Trademark License Agreement to manufacture, assemble, distribute and sell passenger 

cars and parts/components thereof. The records indicated that the assessee had paid 

Service Tax on royalty for FY08 and FYlO in the respective consecutive years. We 

observed that the assessee had not included TDS for arriving at the Service Tax liability. 
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This resulted in short paymert of Service Tax of~ 17.77 iakh and~ 5.79 lakh pertaining 

to the two years. There was delay in payment of Service Tax in FYlO on which interest of 

~ 2.30 iakh was recoverable Jnder section 75 of the Finance Act 1994: For the year 2008-

09, the assessee did not payjservic~tax ?.f.~ '2s.87 lakh on the royalty until the date of 

audit (August 2011). Internal audit did- riot detect these deficiendes indicating non

complian'c'e with a standard Judit check to be applied. 

3.87 When we pointed t~is out (August 2011), the Divisional office accepted the 

objection (August 2011) regJrding non-payment of Service Tax for FY09 and st~ted that 

SCN wou~ld 'be prepared aft~r recording statement of the authorized person and que 

scrutiny of relevant records; 1

1

n respect of interest on delayed payment for FYlO, it stated · 

(June 2012)that M/sSkoda futo a.s. (i.e. the service provider) hadissued invoice 011 16 

December 2010 and the assessee had debited the amount in their account 011 03 

January 2011.Therefore, duel date for payment of Service Tax was 06 February 2011. The 

assessee had paid the Servicre Tax on 31 December 2010 well in advance and interest 

was r\_ot rec~verable. It furt~er reported issuance of SCN demanding interest of~ 2.30 

iakh on the delayed payment" · 

3.88 The above reply in rbspect of interest on delayed payment of Service Tax for 

F~lO is n°.t acceptable as va~ious provisions mentioned above stipulate that the iiabH.ity 

for payment of Service Tax arises as and when the amount is booked in the accounts of 

the _'person .liabie to pay sJrvice Tax'. M/s SAIPL had depicted the same amount of 

royalty (akmg With the amou
1

nt of TDS and Rand D Cess payable thereon) in the balance 
... · .. , ;:~ .. ': .. :·:>· . . I . 

sheet:a.s;;?.~,:~~:"~a.rch 201~ lwhich was signed on ~4 S~ptember 2010. As the assessee 
had already credited I debited the above amount m his books of account for the year 

.. . ,· ;<·>, :,· . . I . 
e.n_ded 3h~~-~~h 2010, it sho

1

uld have paid Service Tax by March 2010 vide section 75 of 

the Finaileze Afi. Hence, the liability to pay interest also exists. 

~.89 ·. ~bk.:.a~tection df thl above irregularities by internal audit also indicates the 

heed for stten.gthening the s~stem meant for assessing the quality of output of internal 

a~d!t·,~~-~~:~fj~em 3 under !Para 6.4.2 of the Central Excise Audit Manuai and Para 

10.4:2.(~~,;ut~ Se~ice Tax rit M~nual). 

3.~0 rnr:f l"'str~ IS y~t to !furnish rts reply (May 2013). 

Miscellaneous topics of mterest 

3.91 · la~r-t Jrom the caseJ reported in the foregoing sections, we came across a few 

other ihf~rkstlng cas~s duri~g the course of audit; their Service Tax implication of~ 48 

lakh. wJ tcfrnmunicated th~se observations to the Ministry through two draft audit 

paragraphs. 
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.Albselnlcie iof svs1tem 1to e1111slUll!'e exetlUl1taolnl lb~ . !Posil:-aim:!lail: IClll'diel!'s l!'es~ijil:filnlg nlnl ijioss 

e»f GIIl>'il'emirlnl'elnlil: ll'evelnllUlte 

3.912 ! Section 73(1) of the Finance Aci 1994 sFipulates that the Centra~ Excise Officer 

may ~ithin one year (eighteen months with effect from 28 May 2012) from the relevant 

date, serve notice on the person to whom tax refund has erroneousiy. been made, 

requiring him to show cause why he should not pay the amount specified in the notice. 

The !central . Excise Officer may aiso serve, subsequent to any ·notice a statement, 
. I 

containing the details of Service Tax erroneously refunded, for the subsequent period on 

the person chargeable to Service Tax. This would be deemed as service of notice on such 

persci>ri, subject to the condition that the grounds relied upon for the subsequent period 

are ~1'1e same. The Centra~ Excise Officer shaH, after considering the representation, ff 

any, made by the person on whom hotke is served under sub-section (1), determine the 

amount of Service Tax erroneously refunded to such person. 

3.913 i Notification No. 17/2009~ST dat.ed 07 July 2009 envisages exemption claimed by 

the exporter to be provided by way of refund of Service Tax on the specified service 

used for export of the said goods. Further, the department should not subject the claim 

to pre-audit irrespective of the amount of claim.· 

I 

3.914 ~ The sanctioning authority in Division-I of Kolkata Service Tax Commissionerate 

sanctioned refunds of~ 42.11 lakh to M/s Presidency Exports and Industries ltd: in April 

2010,. On post-audit, Deputy Commissioner of S.ervice Tax (Audit), Ko~kata held ail the 

refurid claims inadmissible because 'cargo handiing service' was not a specified service 
I , .· ', . ·. 

cove~ed under the cited notification. Consequentiy, the division was to initiate ac_}ion to 

safeguard Government revenue. Audit observed that the division did not issue any show 

cause notice for effecting recovery of inadmissible refund sanct,ioned nor was any other 

action initiated to protect Government revenue. This resulted in loss of Government 

reve~ue to the tune of~ 42.12 lakh. 

i .· 

3.915 When we pointed this out (January 2012), the division stated (2$. March 2012) 

that ~hough the Deputy Commissioner (Audit) Service Tax, Kolk~ta pass~d ord~r,s in post

a1..1dit~ mentioning that all the refund claims were wholly or partiaUy inadmissible, no 
I . 

orde~ of review for filing appeal agains.t those Order-in-Originais was received. In such a 

situation, the divisional office was not in a position to initiate recovery proceedings on 

its own. . ~ ' . •' 
I 

31.961 The division's reply is not acceptable to Audit as tlie refund Was 'incorr~ct; 
C~ear

1

ly, the division ought to have initiated action for safeguarding·J;:Government 

revenue. The lapse indicates the· absence . of a ··monitoring mecha~·i:~rtf;t1il'l 1ti'.{~ 
: .. -;~ f·f'.;~:--:~:' ·~-;·;::., ·, . .._. . . :'·· 

C:omr'.ssionerate to e~sure that revenue was being safeguarded th~M~~~~Yffmely 
exerntron of all post-audit orders. ;: ;'''~" , 
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3.97 The Ministry ·is yet 1 reply (May 2013). Aud it opines th at the Boa r.d may issue . 

an instr~ction/ clarificaticln I on the issue of initiation of recovery' a~Hon"-rel~ting :to 

implementation of p~st-audif orders. . .. ·. . 

Non- dletedion of urru:orred utmzation of cenvatcredit 

3.98 As per Section 84 (lj of Finance Act, .1994, the Commissioner may examine the 

record of an~ proceedings iln which an _adj.udica_ting authority subor~inate to hi.~ has 

passed any order for the purpose of satisfying himself as to the legality or propnety of 

any such order. He may .dkedt such authority or any Central Excise Officer subordinate to 

him to .apply to the Commi~sioner of Central Excise (Appeals} for the determination of 

such points arising out of the decision or order as may be specified in his order. He 
I . . . . . . . 

should issue such order within three months from the date of communication of the 
.. - I 

order of the adjudicating authority. 

3.99 Rule. 3(4) of the Cenlat Credit Rules, 2004, read with Ru~e 5 of the Taxation of 

Services (Provided from Out~ide ~ndia and Received in India) Rules, 2006 envisages that I . . 
cenvat credit cannot be utilized for the payment of Service Tax on import of service. 

·1·· . . .. 

Further, Section 75 of the ~inance Act, 1994, provides for the recovery of interest on 

de~ayed payment of Service Tax. · 

·3.'.11.0IOJ Audit of assessee M~s Crompton Greaves ltd. in Aurangabad Commissionerate 

in Nbvember 2008 revealed 
1

non-payment of Service Tax on import of services from M/s 

Kema High Voltage laborato~y, Netherlands in FY07. However, on this being pointed out, 

the assessee paid (Decembe~ 2008) ~ 4.27 lakh as Service Tax through cenvat credit and 

interest of~ 1.34 lakh throu~h cash on the same. Ru~e 3 (4) of the Cenvat Credit. Rules, 
. . ·. I . . . ··• 

2004, read with Rule 5 of the Taxation of Services (provided from outside lhdia and 
. I . .. 

received ·in India) Ru~es, 2006 requires that the assessee should not have utilized cemiat 

credit for the payment of s+vice Tax on import of service. The assessee ought to have 

paid the Service Tax in cash oniy. We observed (August 2011) that department had 
I 

issued an SCN (August 2009) and adjudicated the same (March 2010) appropriating the 

Service Tax of~ 4.27 lakh Jaid by the assessee through cenvat and intereh of ~ 1.34 

lakh. The adjudication orde1 did not cover the aspect of the legaHty / propriety of the 

payment of Service Tax through cenvat credit. UntH CERA pointed out the issue (August 

2011), no departmental prbcess/authority had questioned the utilisation of cenvat 

credit for the purpose. 

3.1((]):1L When ~e pointed tf is out, the Ministry accepted the ·audit observation and · 

intimated (January 2013} that the assessee had paid (4.27 lakh towards Service Tax and 
I 

interest of ( 1. 60 lakh in ca sf. As regards the review of records of the proceedings of the 

adjudication in the matter, it is stated that the show cause notice dated 3 August 2009 

had prop'osed to appropriate1 the amount of (4.27 lakh already paid by the assessee. The 
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I 

adjudicating order appropriated the same; review of the said adjudication order also 

accepted the same. Neither the adjudicating authority nor the reviewing authority can 

go b~yond the SCN. Hence, when the SCN itself has proposed to appropriate the amount 

of Setvice Tax paid already through cenvat credit account, the reviewing authority could 

not have travelled beyond the scope of the show cause notice.· 

3.102: The reply of the Ministry is not acceptable. Incorrect mode of payment of Service 

Tax itas in the knowledge of the department, yet show cause notice' was not rectified at 

any stage. The department did not take any action to recover the Service Tax amount in 

cash until Audit pointed out the lapse. The lapse (also refer Appendix VI, item no.12) 

indicates the need to review the adequacy of the mechanism in plac.e for ensuring 
I 

corre~tness of content in show cause notices. 

New Delhi 
' I 

Dated: 5 August, 2013 

New Delhi 

Dated: s August, 2013 

.I· 

I 

C.~1M..-. 
(C. NEDUNCHEZHIAN) 

Principal Director (Central Excise) 

Countersigned 
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Appendix I 

Organisational Chart of Department of Revenue 
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Appendix II 

Organisational Chart of Central Board of Excise and Customs 
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Appendix Ill 

I 

~Reference: Paragraph 2.1) 

I 

SI OAP Brief subject Amo unit Amount Amount Name of 

No no. objected accepted recovered Commissuo1111eirai1te 

1 18 Non-payment of duty by 43.69 43.69 - Chandigarh II 
. f d I. suppression o pro uc.t1on 

I 
I 

2 248 Non-levy of Excise 8uty on 30.44 30.44 - Delhi Ill 
I 

goods cleared as waste and 

scraps 
I 

3 268 Non-payment of duty due to 24.44 24.44 - 8elgaum 

diversion 
I 

of export goods to 

domestic market. 
I 

4 428 Non levy of duty 
I 

goods 229.01 229.01 Kolkata VI on -
I 

found short 
I 

5 538 Non-payment of duty I 41.03 41.03 41.03 MumbaiV 

6 568 Non-payment of duty on 238.88 238.88 238.88 Calicut 

consignment basis I : 
I 

7 16A Non-payment of duty I 22.21 22.21 - Raipur 

.8 17A Non-payment of duty on 14.85 14.85 - Raipur 

excisable goods foundl short 

9 108 Incorrect determination of 35.68 35.68 - Kolhapur 

cost of excisable good~ 
I 

10 148 Short payment of dutv due to 17.01 17.01 11.46 Nagpur 

undervaluation of goo!ds 

11 178 Short levy of central Excise 29.59 29.59 29.59 Haldia 

duty 
I 

12 218 Short payment of dutv due to 16.51 16.51 - Va pi 

non-inclusion 
I 

of ' other 

consideration in tra:nsaction 

value 
I 

13 238 Short levy of duty I due to 13.69 13.69 13.69 8engaluru I 

under valuation 
I 

14 438 Short payment of ~uty on 12.74 7.19 - Calicut 
I 

price variation ana non-

payment of interest 
I 
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s~ DAJPl IBrruef s11.JJibljec1t Amio11.JJ1r111l: Am10111.JJD1l1t Am10111.JJD1l1t Name iof 

No D1ll0. olbijededl accep1tedl rrecm1erredl ICommussoioD1lerra1te 

1!5 45B Short levy of Central Excise 38.21 38.21 - Haldi a 

duty 

16 47B Short payment of duty on 15.03 15.03 15.03 Jaipur I 

inputs cleared as such. 

11 49B Short levy of duty due to 27.48 27.48 - Jamshedpur 

suppression of production 

18 SSB Short-payment of differential 19.2 19.2 19.2 Puducherry 

duty due to incorrect 

application of rate of duty 

191 57B Undervaluation on account of 17.65 17.65 17.65 Pune I 

incorrect determination of 

cost of excisable goods 

210l 58B Short levy of Differential duty 42.12 42.12 33.9 Vishakhapatnam I 

and Interest thereon 

21 SB Non-payment of interest on 12.34 12.34 12.34 Delhi Ill 

differential duty 

22 6B Non-payment of interest 25.33 25.33 14.83 Rohtak 

23 22B Non-payment/Non-recovery 11.12 11.12 - Rajkot 

of interest 

24 54B Non levy of interest on 35.88 35.88 35.88 Hyderabad I 

differential duty paid 

25 20A Non-payment of interest on 23.84 23.84 - Kolkata IV 
'• 

differentia~ duty paid due to 

price escalation 

216 22A Non- payment of interest on 27.12 27.12 27.12 Cochin 

differential duty 

21 24A Non-payment of interest on 41.84 41.84 41.84 Chennai IV 

differential duty 

28 25A Non-payment of interest on 736.36 736.36 - Haldia 

I delayed payment of 

differential duty 

291 21A Non-payment of interest on 18.2 18.2 - Indore 

differential duty paid due to 
--! 

price escalation 
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I 

SI OAP Brief subject I Amount Amount Amount Name of 

No no. objected accepted recovered Commissnonern1te 

' 
30 38 Cenvat credit availed on 10.5 9.75 9.75 Chandigarh I 

ineligible capital goodJ 
I 

_J 31 48 Cenvat credit availed on 498.43 498.43 5.64 Chandigarh II 

ineligible capital goodJ 
I 

32 168 Irregular availing ofj cenvat 48.5 48.5 - Nagpur 

credit on ineligible I Capital 

goods 

33 188 Capital goods cleared !without 17.33 17.33 4.1 Ludhiana 

reversing credit or paying duty 
I 

34 208 Availing of cenvat c1edit on 42.82 42.82 - Vapi, Ahmedabad I 

ineligible capital good~ 
I 

35 298 Irregular availing of I cenvat 11.29 11.29 11.29 Chennai Ill 

credit 
I 

36 358 Ineligible availing of j cenvat 11.08 11.08 11.08 Calicut 

credit on capital goods,. 
I 

37 378 Irregular availing ofj cenvat 12.04 12.04 12.04. Chennai II and 

credit Salem 
I 

38 448 Cenvat credit on capit~I goods 16.21 15.24 - 8hubaneswar II 

availed in exce~s of 

permissible limit 
I 

39 518 Irregular availing of Cenvat 21.79 21.79 21.79 Calicut 

credit 

40 30A Irregular availing of I Cenvat 16.92 16.92 - 8hubaneswar II 

credit on ineligible. capital 

goods 
I 

41 27A Incorrect availing ofl cenvat 293.64 293.64 13.58 Patna 

credit on capital goods: 

42 78 Inadmissible input I service 80.81 80.81 80.81 Tirunelveli 

credit 
I 

43 118 Non reversal of cenvat credit 13.55 13.55 13.55 Pune I 
I 

in respect of inputs written off 
: I 

44 288 Irregular availing of/ cenvat 34.04 34.04 18.26 8engaluru II 

credit on input services 
I 

45 308 Excess availing of I cenvat 18.12 18.12 18.12 Chennai Ill 

credit on inputs 
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46 31B Excess and irregular availing of 15.69 15.69 - Haldia 

cenvat credit. 

41 32B Non-reversal of cenvat credit. 126.73 126.73 126.73 Haldia 

48 33B Incorrect availing of cenvat 25.44 25.44 - Bengaluru II 

credit 

49 38B i Inadmissible cenvat credit on 12.82 12.82 12.82 Ludhiana 

inputs 

!Sil[J) 39B Irregular availing of cenvat 19.72 19.72 - Cochin 

credit 

!Sil 40B Non-payment of amount 27.27 27.27 2:66 Kolkata VI 

equivalent to cenvat credit 

taken on raw materials and 

components written off 

!Si2 41B 
' 

Non-reversal of cenvat credit 17.04 17.04 17.04 Kolkata Ill 

on inputs destroyed in fire 

!Si3 3A Non reversal of cenvat credit 11.75 11.75 11.75
1 

Belapur 

on goods not received from 

job worker 

!Si4 4A Irregular availing and 22.62 22.62 22.62 Nagpur 

utilization of cenvat credit on 

ineligible services 

S!Si 8A Non-reversal of cenvat credit 110.99 110.99 44.23 Vadodara I 

on stock written off ~ 

I 

56 12A ~ Non-reversal of cenvat credit 21.15 21.15 - Kolkata VII 

57 14iA Irregular availing of cenvat 46.46 46.46 46.46 Bengaluru ii 

credit 

!Si8 15A Non-reversal of cenvat credit 47.07 •47.07 47.07 Thane I 
-

59 8B I 
Non-payment of amount/duty 130 130 Raigad I -
due to non-maintenance of 

separate account '. 
.:: 

' i::·=' I 

61[J) 9B Non reversal of cenvat credit 16.12 16.12 16.12 Belapur 

of input services used in non- .. : 
' 

manufacturing activity . 
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SI 
No 

61 

62 

63 

64 

65 

66 

OAP 
no. 

34B 

36B 

48B 

52B 

SA 

18A 

67 19A 

68 2B 

69 lSB 

70 19B 

71 27B 

72 46B 

Report to. 17 of 2013 (Indirect Taxes-Centra I Excise and Service Tax) 

Brief subject : 

Short Reversal of cenvat credit 

I 
Non reversal of cenvat credit 

of input services used in non

manufacturing activity. 

Separate account for common 
I 

inputs used 1 in 
. I 

dutiable/exempted goods not. 

maintained . I 

Non reversal of cenvat credit 

in respect of inputs an1d input 

service used i~ gener~tion ~f 
electricity · not us~d in 

I 
manufacture 

Non-reversal of cenvat credit 

not related to manuf~cturing 
process · . I 

Non reversal of cenva~ credit 

in respect of inputs arid input 

service used in gener~tion of 

I . . Id . e ectricrty not use rn 

manufacture · I · 

Non-payment of an amount 

equivalent to the cenvJt credit 

attributable to the cbmmon 

input services used i~, or in 

relation to, the manJtacture 
I 

of exempted goods [ 

Wrong availing of cenvat 

credit 

Irregular availing. of i cenvat 

credit on job worker's invoices 
I 

Incorrect adjustmer' t of 

cenvat credit 

Non-reversal of cenvatlcredit 

Short reversal of cenval credit 

Amount 

objected 

132.75 

57.51 

. 142.18 

41.18 

35.39 

131.9 

35.76 

13.44 

30.53 

45.7 

102.07 

12.83 

65 

Amount 

accepted 

132.75 

57.51 

142.18 

41.18 

35.39 

131.9 

35.76 

13.44 

30.53 

45.7 

102.07 

12.83 

Amount 

recovered·. 

115.82. 

41.18 

35.39 

35.76 

13.44 

102.07 

12.83. 

Name of 
Commissionerate · 

Cochin 

Punelll 

Rohtak 

Raipur 

Raigad 

Raipur 

Raipur 

Ludhiana 

·Nagpur. 

Rajkot .· 

·Mysore 

Kolkata II 
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s~ [J)AIP IBl'nef sll.lllb]ec1t Amom111l: Amoll.llni1t Amoll.llni1t Naime of 

No nJO. olbjet1tedl aicceJP11tedl l'eco'llel'edl «:ommnssnoniel'a1te 

73 59B Non reversal of cenvat credit 135. 135 - Pune II 
'" 

on conversion of DTA unit to 

EOU unit 

14 9A Irregular availing of cenvat 19.94 19.94 - Nasik 

credit 

15 13A Simultaneous availing of credit 166.04 166.04 - Patna 

under cenvat scheme and 
_..::~--~ 

depr~ciation under Income 

Tax Act ~ -:·· ! •• : ... 

16 6A Non reversal of cenvat credit 100.2 100.2 - Shillong 

n - Small money value 1,040.83 1,040.83 833.52 

observations which were 

accepted by the Department 

and rectificatory action taken 

bl.it not converted into Draft 

Audit Paragraphs 

lo1ta~ 5,9«Jl2.68 5,895.41 2,31[])9.96 
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SI. 
No. 

1 

2 

3 

4 

.5 

7 

8 

9 

. 10 

11 

12 

13 

14 

• I 

OAP 

no. 

2B 

3B 

4B 

14B 

18B 

21B 

23B 

24B 

25B 

26B 

38B 

43B 

44B 

468 

Report No. 17 of 2013 (Indirect Taxes-Central Excise and Service Tax) 

I 
I 

I Appendix IV . 

(Reference: Paragraph 2.13) 
I ., .. 

Brief subject I 

I 
Non-payment of Servicle Tax 

Non-payment of sen/ice Tax 

b 
. I • 

on usmess support services 

I 
Non-payment of Sen/ice Tax 

on renting of im~ovable 
property service I 

Non-levy of Service Tax under 
I 

banking and other financial 
I 

services 

Non-payment of Servic:e Tax 

I 
Non-payment of Servic~e Tax 

I 

Non-payment of Se~ice Tax 

under supply of tangib'e goods 

service. 

I 
Non-payment of sen/ice Tax 

under renting of imm

1

1 

ovable 

property services , 

I 
Service tax not paid onj Rent-a-

cab service i 

Non-payment of Servic~ Tax 

I 
Non-payment of Service Tax 

I 
I 

Non-payment of se1ice Tax 

under manpower recr,uitment 

or supply service I 

Non-payment of Service Tax 
. I 

Non-payment of Service Tax 

Amount 

objected 

19.96 

530 

14.33 

14.51 

31.82 

178 

177.26 

75.94 

191.86 

44.63 

67.02 

30.33 

11.3 

9.99 

67 

Amount 

Accepted 

19.96 

530 

14.33 

14.51 

31.82 

178 

177.26 

75.94 

191.86 

44.63 

67.02 

30.33 

11.3 

9.99 

Amount 

Recovered 

19.96 

14.33 

178 

177.26 

44.63 

30.33 

11.3 

9:99 

(Lakli"! ~} 
Name of 

Commissnonerraitt:e 

Rohtak 

Ahmedabad ST 

Ahmedabad Ill 

Coimbatore 

Ludhiana 

Mumbai ST H 

Koikata ST 

Koikata ST 

Koikata ST 

Koikata ST 

Chandigarh II 

Chennai W 

Bengaluru ST 

Cochin 
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St l!JlAIP' IBll'nef sllJJlbi]ed :AmlOlllJJll'll'it AmlOlllJJll'llii: AmlClllJJll'll'it Name l()f 

No. ll'lllOl. ' olbljededl. Ait:«:eJPi'iteidl !Re«:mreife«:!I Commnssnoll'llel!'ai'ite 

15 49B Non-payment of Service Tax 94.14 94.14 94.14 Delhi ST 

on renting of immovable 

.property service ·----

I ; 

115 SOB Non-payment of Service Tax 105.28 105.28 105.28 . Delhi ST 

I 

11 51B Non-payment of Service Tax . 13.37 13.37 13.37 Bengaluru ST 
.. 

! 

on Intellectual Property ; ··-· -· _,_ •'- ·, ----

Services 

18 53B Non-payment of Service Tax 15.41 15.41 15.41 ChennaiST 

on advance receipts 

19l 548 Non-payment of Service Tax 131.32 ·.131.32' - Chennai HI 

under renting of immovable 

property service 

21Dl 56B Non-payment of Service Tax 216.28 .216.28 - Kolkata Sl 

under Cargo handHng ser\tice 

21 57B 1
• Non-payment of Service Tax 29.38 29.38 - Kolkata ST 

on Goods Transport Agency 

service 
! 

22 GOB Non-payment of Service Tax 15.98 15.98 15.98 Kolkata Sl 

and interest 

23 618' Non-payment of Service Tax 279.64 279.64 279.64 Bengaluru ST 

24 66B Non-payment of Service Tax 32.35 32.35 32.35 Chen11aiST 

25 '· •70B ·. Non-payment of Service Tax ·.664 ~ .,..,. i.. i .664·. ,• ·- Mumbai ST I 

on renting of immovable 

' 
property service 

26 72B Non-payment of Service Tax 13.36 13.36 13.36 Mumbai ST I 

27/ 78B Non-payment of Service Tax 14.67 14,67 14.67 Surat I 

28 84B: Non-payment of Service Tax 13.06 13.06 13.06 Delhi ST 
I 

29 86B Nori-payment of Service Tax 10.27 10.27 - ChennaiST 
I 

under commercial or industrial 

construd:ion service 

310l 87 B Non-payment of Service Tax 13.54 13.54 13.54 Cochin 
by service provider 
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SI. 
No~ 

'31 

32 

33 

34 

~ 35 

36 

37 

38 

39 

40 

41 

42 

43 

I 

I . . . 
Report lo. 17 of 2013 (Indirect Taxes-Central Excise and Service Tax) 

OAP 
no. 

3A 

4A 

8A 

Brief subject I 

· ~on-payment of Seryice Tax 

on advance received I 

Non-payment of Ser~ice Tax 
. . -- I 

under renting of immovable 

property services I 

Non-Payment of Service lax 

and interest on I delayed 

payment of Service I Tax on 

Mobilization Advance 

I 

9A Non-Payment of Service Tax 

on Goods Transportl Agency 

Services I 

12A Non-levy of Service Tax under 

Gen~ral insurance [business 

service I 

14A ·· . Non-payment of Service Tax 
I 

17A 

19A 

22A 

24A 

Non-payment of Service Tax 

on services provided !to ISRO, 

DMRC etc. I 

· Non-payment of Serrice Tax 

. .on renting of immovable 
--1. • • I 

property 

Non-payment of Ser~ice Tax 
I 

by Manpower Supply Agencies 
. I -

Non-payment of Serice Tax 

under renting of immovable . . I 
property service 

I 
·26A Non-Payment of Se~vice Tax 

on mobilisation advan'ces 

I 

31A Non-payment of Servi1ce Tax 
. . I 

34A Service Tax collectedj but not 

· deposited I 

Amount 

objected 

150.08 

72.04 

'112.54 

. 15.48 

9,984 

71.56 

7,717 

23.54 

72.46 

197.09 

1,996 

64;72 

41.45 

69 

Amount 

Accepted 

150.08 

72.04 

.112.54 

15.48 

9,984 

71.52 

7,717 

23.54 

72.46 

197.09 

1,996 

.59.98 

41.45 

Amount 

Recovered 

48 

72.04 

112 .. 54 

15.48 

60;8 

23.54 

1,996 

Name o~ 

1Commossool!1lerai1te 

Mumbai ST II 

Kolkata ST 

Delhi ST 

Delhi ST 

Kolkata ST 

Bengaluru ST 

Delhi ST 

Delhi ST 

Chandigarh II 

Tirunelveli 

Delhi, ST 

Mumbai ST II 

Patna 
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s~. IDlAIP IBlirae~ s11.11b]ect Am1Cli!.!ll'll1!: AmiCll!.lll'll1i: Amillii!.!ll'll1i: .. INlaime IClf 

No. ll'lllCl. 1Clib]iec1i:etdl Acit:e[pl11:ietdl IRecl!llvereidl CIClmmassalClll'llerai1i:ie 
:f .. >. 

414 39A, Non-payment of Servke Tax 18.01 18.01 - Trivandrum 

by contractor 

~!Si 40A I Non-~evy of Servke Tax on 94.85 94.85 - Cochin 

renting of immovable prnperty 
., ···---.--

415 41A Non-IPayment of Service Tax 662 662 662 . Delhi ST 

41 43A Non-payment of Servke Tax 44.67 29.47 - .lamshedpur 

on Mining Service 
:!: 

, ' I~ 

~8 588 Non-payment of Service Tax 19.35 19.35 ·l~.35 Kolkata ST 

on import of Servkes ··: 

~ : i 

49 lB Non-payment of Service Tax 24.85 24.85 24.85 De~hi IH 

on Import of Services .. 

'·: ~ 

!SilCl SB Non-payment of Servke Tax 19.29 
--~-

19.29 19,29 Daman 
··, 

on Import of Services ' '' 
~:' 
"-· 

!Sil 7B Non-payment of Servke Tax 426 426 426 Ahmedabad ST 

on Import of Services '. ''· 
- t : ~ 

52 9B I Non-payment of Servke Tax 13.97 13.97 13.97 Hytj~rabad I 

on Import of Services . ;·d 
• L',, 

. l ~ l 
.1:. 

!Si3 lOB Non-payment of Service Tax 619 619 619 Muwbai sT1 

on Import of Services · . ' 
-,-. 

!Si~ 11B Non-payment of Servke Tax 69.58 69.58 69.58 Mumbai sr i 

on import of Services 
; 

'• 

:: ., 

!Si!Si 12B Non-payment of Service Tax 199.5 199.5 199.5 Nagpur 

on import of Services 
,:-: 

' ~ ~ 

!SiS 138 Non-payment of Servke Tax 38.61 38.61 38.61 cl'lefmai m 
on ~mport of Services ... . ~ l : 

' ' 

;' 

!Si7 17B Non-payment of Service lax 49.85 49.85 47.05 D~lhi ST 

on import of Services ; 

•. ~ : 

!Si~ 221B : Non-payment of Service lax 10.07 10.07 10.07 Mumb.ai ST I 

on ~mport of Services 

" 
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I 
si. ···-

Brief subject I Name of OAP Amount Amot.1nt Amount 

No. ·no. 
1. 

objected Accepted Recovered Commissioi'lleli"ai1l:e 
_,.;_-·. 

t,;···· 

59 288 '• Non-payment of 
I .... , 

Service Tax 

on Import of Services I 

119.87 119.87 119.87 Kolkata ST 

60 338 Non-payment of SerVice Tax 82.14 82.14 - Kolkata ST 

-~n Import of Services I 

61 358 Non-payment of SerVice Tax 84.8 84.8 - Kolkata II! 

on Import of Services 
I 

I 
62 368 Non-payment of Service Tax 18.09 18.09 - Kolkata ST 

on Import of Services I 

63 378 Non-payment of SerVice Tax 25.29 22.59 22.59 Kolkata ST 

on Import of Services I 

64 398 Non-payment of SerVice Tax 355.05 355.05 - Ahmedabad ST 

on Import of Services I 

65 428 Non-payment of SerVice Tax 11.03 11.03 11.03 Salem 

on Import of Services I 

= 66 478 Non-payment of Service Tax 33.48 33.48 33.48 Calicut 

on Import of Services ! 

I 
67 528 Non-payment of SerVice Tax 16.15 16.15 16.15 ChennaiST 

on Import of Services I 

68 698 Non-payment of SerVice Tax 53.64 53.64 - Mumbai ST H 

on Import ~f Services I 

69 718 Non-payment of SerVice Tax 21.04 21.04 - Mumbai ST!! 

on Import of Services I 
I -- .: 

70 798 Non-payment of SerVice Tax 18.84 18.84 18.84 Va pi 

on Import of Services I· 
71 80B Non-payment of SerVice Tax 11.55 11.55 11.55 Vadodara ~ 

I 

on Import of Services 
I 

I 
72 458 Short remittance of Service 35.11 35.11 35.11 Cochin 

Tax collected 

73 158 Non/Short Payment ot
1 

Service '14.92 14.92 14.92 ChennaiST 

Tax I ,, .... 
74 168 Short-payment of SerVice Tax 10.94 10.94 Delhi ST 

I 

on depository services') 

71. 
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Sit IDlAIP !Brrue1f sll.IJ!bi]ed Am1C11l.1Jrt111t Am1C11l.1Jrt111l: - AmmJiinlt Naime io1f 

NICI. 1!1l1Cl. 1C1lbl]eic1l:eidl A«:ceJP11teidl !Reicmverreidl (1C1mmussu1C1rt11errai1l:e 

15 27B Short payment of Service Tax 38.72 38.72 38.72 Kolkata ST 

115 29B Short payment of Service Tax 994.29 994.29 - Nagpur 

due to undervaluation by 

service provider 

n 31B Short payment of Service Tax 106.12 106.12 - -Koikata ST 

18 34B Short payment of Service Tax 19.86 19.86 19.86 Kolkata ST 

under management consultant 

services 

19 48B Non-payment of Service Tax 317.5 317.5 317~5 Delhi ST 

and interest 

8«Jl 55B Short payment of Service Tax 19.81 19.81 - Haidia 

on Renting of immovable 

property service 

8:ll 59B Short-i?ayment of Service Tax 54.72 54.72 54.72 Kolkata ST 

82. 6218 Short payment of Service Tax 22.31 22.31 - ChennaiST 

under Banking and other . ·--

finandal service 

-
83 6418 Short payment of Service Tax 9.37 9.37 9.37 Bhopal 

on Business ·Auxiliary and 

testing service 

8~ 65B: Short payment of Servke Tax 12.38 12.38 12.38 .Jaipur I 

and interest 

85 67B Short-payment of Service Tax 20.72 20.72 16.52 Manga~ore 

815 6818; Non-payment of Service Tax 47.63 47.63 47.63 Mumbai ST~ 

81 76B Short payment· of Service lax 31.13 31.13 31.13 Vadodara ~ . 

on Import of Services 

88 SlB!- . Short paymentof.Service Tax 48.32 48.32 - Chandigarh ~I 

89 SA. Short payment of Service lax 666 666 - Delhi ST 

9«Jl 15A, Short [payment of Service Tax 66.75 60.89 60.89 De~hi ST 

on SILlfPIP~Y of tangilb~e goods 
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I 
SI. OAP Brief subject : Amount Amount Amount Name of 

.. . . I objected Accepted Recovered No. no~ Commissnonerrailtie 
···-

91 18A Short/Non-payment 01 Service 78.23 78.23 - Delhi ST 

Tax collected but not paid to 

Government 

I 
.. 

92 88 Non levy of Interest 

I 

32.26 32.26 - Hyderabad II 
.. 

93 208 Non-levy of 
1· 

10.81 10.81 10.81' Hyderabad rn interest on 
I 

belated payment of Service 

Tax 

94 308 Non-payment of inte
1

rest on 43.29 43.29 43.29 Kolkata ST 

delayed payment of I Service 

Tax 
i 

·95 778 Non-payment of interest 21.12 21:12 ·21.12 Rajkot 
I 

96 6A 
, . I 
· , Non-payment of lntere:st 119 119 119 De~hi ST 

I , ~ '"";. 

97 7A Non-payment of inte
1

rest 12.18 12.18 
" 

12.18 Delhi ST on 

delayed payment of Service :._.,. 

Tax on reverse charge 
~ 

98 lOA Non-payment of lnte'rest on 16.6 16.6 - J~en_ga~urn ST 

belated payment of Service 

Tax 

99 23A Non-payment of intere~t 13.03 13.03 13.03 Chem1ai ST 
I 

100 198 Availing of cenvat credit on 15.04 15.04 - Hyderabad II 

ineligible input serviceJ 

I 
101 328 Irregular availing of j cenvat 797.28 797.28 - Kolkata ST· 

credit on Service Tax 

I 
102 408 .Irregular availing of [' cenvat 13.01 13.01 13.01. Raipur 

credit of duty paid on capital 

goods ! . 

I 
103 638 Excess availing of cenvat credit 

I 
47.51 47.51 47.51 De~hn ST 

104 738· · .Cenvat credit avail~d · on 30.56 30.56 . 27.84 .Jaipur ~I 

: inadmissible input services 
·. I 

I 

: .:·· ; -~- .. .. •, 

' ........ 
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.. .... 
... 

.,. ...: 

:ll.([J)!Si 74B: ~ncorrect avaiiing of cenvat 31.86 31.86 - Raigad 
·. 

credit of input services 
/o 

.• ... 

. 
:ll.([J)IS 828 Premature availing of cenvat 50.49 50.49 - Bh1.1b~neswar II 

credit 
' ·i -.. ~ 

:ll.([J)J' 83B ~rregular availing of cenvat 28.28 28.28 19.26 · O~lhi rn 
credit '·. . - . .. .. .. . . ;.·.:·:~. 

.~_J 

:ll.([J):8 88B Cenvat: credit on capital goods· 13.54 13.54 
., 

Cochin -
availed in excess of .i> 

:::· 

permissible goods 
.. ';,.' 

.. 

:11.([J)~ 89B Cenvat credit avaiied 24.9 24.9 
.. 

Bhubaneswar I on ... -
inadmissible input services 

:1l.:1!.([J) 2A Short payment of Service Tax 24.27 24.27 - Ahm'edabad ST 

through PLA due to excess ~·· 

' utilization of cenvat credit -~~ 

.... . . ~;·~ 

1U 20A Short levy of Service lax due 43.47 43.47 J - Cochin 

irregular daiming of 
);_.. 

to 

abatement J 
1U 21A Excess availing of cenvat credit 55.86 55.86 I - Delhi ST 

on input services ·-·· 

.. 

1:11.3 25A Incorrect avarnng · bf cenvat 2,215.61 2;215.61. ·• Kolkata ST -
credit ··-·-· .. . . -·· . . .. . ·~. 

1UI 27A Wrong avamng of Service Tax 53.71 43.6 - ·Raipur .. 
credit paid dvi~ on , 

':':" 

· . .f 
construction ~:~ ~ 

··"i 
. . :~ 

I . ~ '"·i 

U!Si 33A' ~rregu~ar avaWng of cenvat 102.24 78.24 - Hyderabad !V 

credit and interest thereon . ::_·>~ 

... • :.;:) 

.. <l 
U(fjj 35A Excess utilisation of cenvat 698.26 698.26 - Benga~uru ST 

"': 
I 

credat ·.-,; 

I .. ·i 
,. 
-~-· .. 

111' 38A. irregular avamng of cenvat 11,977.79 11,977.79 - Koikata ST 

credit ·• .< 

~ 
~ 

1'.11.~ 68 I Short reversal of cenvat credit 27.92 27.92 - Ahm~dlalbad ST 
' 

-~ 

;;;j 
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·.··SI~ · DAP.~J.·; " · ·;. >.;. Birief:subjecti··~.;,,,:,,,i. 

===-":,·:.,;No~,, .,,,,."no; .. ·-·· 

· · 119>- 418-- · irregular availing of cenvat 

credit of Service Tax 

120 75B Exc-es-s -~- utilisationcc-•;of·- 'c-enva-t·' , 

credit I 

--- :.121• ::::-16A;:'"~;:o!!NOn"reversal ofcenvat credit 

,, ,,,,, ' --_···.; : availed-on exempted ~ervices" 
····-- - _· , --· I 

·'Amount - Amo11.11111t Am!Clln1!111t 

objected Accepted IRecoveired 

17.3 '17.3 17.3 

13.9 

51;42··---- 51.34 51.34 

·· 122 - 28Ac:: ~:Irregular: utilizationc·iovcenvat ·: "· 

_ . credit · - I 

153;96 . <153.96 

------- 123,:::32A- ·:Irregular availing. of cenvat 
' d" I . 

124 

ere 1t·- on- common input 
. I 

services , related to 

f t , · d Id. manu ac urmg an tra mg-
. , . . I 

- ·•·· Smail·· i money. j value 
observations ··· · whic~ were · 

accepted by the-Department 

·and rectificatory ·actibn taken 
. . - - I . 
but not converted ·into . Draft 

-· -Audit Paragraphs -- · -1-

·«::_-- ----· 

734;76. ,' ' 734.76 367.38 

881.l 881.1 813.5 

47,724.69 47;661.96 8,043.1 
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!\llaime IClf 

C:ommissiolTlleirartt:e. 

Raipur 

Mumbai ST! 

De~hi ST 

.Mumbai ST I 

Kolkata IH 
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s~ [)),A[p> 

INJICI. ll1l1Cl,. 

I 

:n. 30 

2 70. 

3 80 

iii 110 

5 15D 

~PJP~rmcdla~ VI · 

~R~f~rr~ITilt:e~ 1P.©J11'©l~ri'aip~r 33a::!~ 

IB11'ne1f sl!Jllbi]ed Aml[J)l!JllJ'ii1l: Aml[J)l!Jlll1l1l: 

l[J)ibJ]ecteidl aJICICSJPl1l:eidJ 

Non detection of non-

payment of National 
7 7 

Calamity . Contingent Duty 

(NCCD) by internal audit 

Non - scrutiny of Central 6.82 6.82 

Excise returns resulting in 

non~recovery of duty and 

interest 

Non-scrutiny of Central 4.44 '4,:44 

E~dse Return leading 
i 

to 
"«. 

;, ... 

non-detection of irregular 

availing of cenvat credit 

Non-reversal of cenvat 19.3 . 19.3• 

credit on opting for SSI 

exemption 

Ava Hing of cenvat credit on 4.23 4.23 

ineHgible capitai goods 
i 

llCl1l:aJ~ 4:11..#'!!ll 4:ll.1!!ll 

76 

Aml[J)l!Jlll1l1l: 

IRecovell'eidi 

7 

6.82 

4.44 

19.3 

-

:U.!Si6i 

Naime l[J)f 

tommnssnoll1lern1te 

Pune I 

Rajkot 

Ahmedabad I~ 

Calicut 

Rajkot 
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'ieference: Paragraph ;J.21) 

lDAP 
no. 

20 

30 

40 

23 D 

29 D 

Brief subject 

Non detection by lhternal 

Audit Party of j non

payment of Service Tax 

I 
Non detection by !hternai 

Audit Party of j Non

. payment of Service Jax 

Non detection by ihternal 

Audit ,Party of I short 

payment of Service Tax 
. .. I 

Inadequate audit cdverage 

of. mandatory I units 

resulting in non-de
1

tection 

of irregular availing of 

cenvat c~edit I 

~;J,m;f :~~::ic~Ta~0:~ 
Rent: paid on ~mmovable 

Prb~~H:y by lnterna1

1 Audit 

. . . . ~.~gv)/.; I 

io · ' Nod d~ti:!ction of itregular 

~u6; ific)t.u adjustmlent of 
, :· .. ., ..... ,., .. ,, ... . : . I 

Se.ry1te Tax paid earlier 
;~··~.·L;'.; <. . . I '"•< 

15 b 

16 b itrE!gGiar utilizatidn of 

c:~Rv~t .· credit 1against 

.~~~,Hl~Ht of Service Tax on 

GtJ( 

17 D 1 l\idri/short payme
1

nt of 
, . I 

Service Tax and interest 
I 

Amoll.mt 
objected 

10.13 

10.3 

11.44 

184 

10.07 

8.73 

12.11 

2.42 

5.18 

77 

Amol!Jlnt 
Accepted 

10.13 

10.3 

11.44 

184 

10.07 

8.73 

12.11 

2.42 

5.18 

Amo11.11111t 
Recovered 

10.13 

10.3 

11.44 

184 

10.07 

2.42 

4.77 

Naime of 
CommrnssiolTllell'aite 

Pune ! 

Thane H 

Mumbai STU 

Mumbai STI 

Mumbai ST~ 

Pune ~ 

Raipur 

Raipur 

Raipur 



i 
i 

Report ~o. 17 of 2013 (Indirect Taxes..,Ceritral .Excise and Serviee Tax) 

s~. ~IDlA~ !Brrnef s1U1b]eir;il: AninliCllUlinJil: ~MICllUllJ1lil: Am1C11U11J111i: 
NiCI. ll1liCI.: · . iCllbi]eir;il:eirJJ ·· A«:ceiµli!:eidl 1Rec1C1'lferreidl 

ll.!Dl 22 Q Non-payment of Ser\lice ' 3.95 3.21 -
' ' Tax by unregistered service I I 

' 
providers 

i 
I 

:ll.:lL :28 o 
i 

kregu~arity noticed in 4.84 4.84 2.69 

' 
detailed scrutiny 

of 12 27 D Incorrect computation 3.04 3.04 -
I 

i short payment of Service 

i Tax in Show cause Notice 
I 

I liC11tai~ 
i 

21615.21 2155.U 235.82 
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~aime iClif· , 
CiClmmnssnlClD'lleira1l:e 

Raipur 

Rajkot 

'· 
Trivandrum 

-.·;-. 



ACES 

ADB 

CAAT 

CAO 

CBDT 

CBEC 

CBECDDM 

CEGAT 

CE NV AT 

CESTAT 

CETA 

DGCEI 

DGST 

DoR 

EA 2000 

EASIEST 

GDP 

GTA 

ICD 

IDEA 

ISP 

LTU 

Modvat 

MRR 

MTR 

NACEN 

PAC 

PAO 
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Glossary 

Automation of Central Excise and Service Tax. 

Asian Development Bank 

Computer Aided Audit Technique 

Chief Accounts Officer 

Central Board of Direct Taxes 

Central Board of Excise and Customs 

CBEC-Directorate of Data Management 

Customs, Excise and Gold (Control) Appellate Tribunal 

Central Value Added Tax 

Customs, Excise and Service Tax Appellate Tribunal 

Centra l Excise Tariff Act 

Director General of Central Excise Intelligence 

Director General of Service Tax 

Department of Revenue 

Excise Audit 2000 

Electronic Accounting System in Excise and Service Tax 

Gross Domestic Product 

Goods Transport Agency 

Inland Container Depot 

Interactive Data Extraction and Analysis -A CAAT software 

Internet Service Provider 

Large Taxpayer Unit 

Modified Value Added Tax 

Monthly Revenue Report 

Monthly Technica l Report 

National Academy of Customs, Excise and Narcotics 

Public Accounts Commit tee 

Pay and Accounts office 
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' , I 
' ! • 

PLA 

POL 

Pr. CCA 

PSU 

SCN 
I 

TDS 

Personal Ledger Account 

Petroleum, Oil arid Lubricants 

Principal Chief Controller of Accounts 

Public sector undertaking 

Show Cause Notice 

Tax deducted at source 
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