
~ •., 
~ · ... ~. ' ,, 

t 

., .. .. 

.. 

)-.. ' . .L 

RB PORT 

OF ll£ 

COMPTROLLER 

MO 

AUDITOR GBNBRAL OF INDIA 

For the year ended 31st March 1990 

No.2 
(RBVBNUB RBCMIPTS) 

GOVBRNMBNT OF KARNATAKA 



... ... 

' -

.. .. .... 

' 



TABLB OF 'Ce»:TBNTS 

Reference to 

Al ragra pn Alge <s > 

Prefatory Remarks vii 

OVBRVIBW viii 

CHAPTER 1 GmtBRAL 

Trend of revenue 
receipts 1.1 1 

Variation between Budget 
estimates and actuals 1.2 10 

Cost of collection 1.3 12 . ,. : 

Uncollected revenue 1.4 14 

Refunds 1.5' 18 

Assessments in arrears 1.6 19 

Internal Audit 1.7 19 

Outstanding local audit 
repor ts and outstandJng 
objections · .. 1.8 23 

CHAPTER 2 .SAL~ TAX. 
'· 

Resultt; of Audit 2.1 27 

Collection of sales ta'< 
by Government Departments 2.2 28 

Short levy due to in-
cor rect classlti catlon of 
3oods 2.3 44 



11 

Application of incorrect 
rates of tax 

Incorrect grant of 
concession 

Short levy due 'lo in-

2.4 57 

2 . 5 63 

co::-rect grant of exemption 2. 6 78 

Incorrect determination 
of taxable turnover 2.7 

Escapement of taxable 
turnover 2 • 8 

Non-levy of tax at the 
point of last sale 2.9 

t\ on-levy of purchase tax 2 .10 

Incorrect allowance of 
set off 2.11 

Incorrect computation of 
tax 2.12A 

Error in demanding tax 
due on final assessment 2 .128 

Credits afforded hdce 2. 12C 

Non-levy of surcharge, 
cess and additional tax 2 .13 

Non-levy of turnover tax 2 .14 

Non-levy of penalty ~ . 15 

Omission to levy tax 2. Hi 

94 

105 

107 

110 

117 

124 

125 

126 

126 

128 
, 
137 

142 



111 

CHAPTER 3 STATB BXCISB DUTIBS 

Results of Audit 3.1 144 

Manufacture and distri-
bution of Indian made 
liquor 3.2 145 

Non-recovery of shop 
rentals 3 :3 154 

Loss of revenue · due to 
allowance of excess ~ 

.. 
wastage in arrack " ' 
bottltns 3.4 155 

Short recovery of 
interest on belated 
payments 3.5 156 

Non-recovery or short 
recovery of establishment 
charges 3.6 157 

Short levy of duty and 
non-collection of licence 
fee under the Medicinal 
and Toilet _preparations 
(Excise Duties) Act. 1955 3.7 158 

CHAPTER 4 TAXBS ON MOTOR VBHICLBS 

Results of A11rl1t J.1 163 

' ~on-recovery of addition-
al sum f ram a fleet owner ~.2 163 

~on-collection or short 
collection of composite 
fee 4.3 164 

• 



• 

tv 

Short recov.ery of. coun~· 
signing fee 4. 4 165 

Short recovery of tax un 
inter-State stage carringcs 
covered by tern porary 
permits · 4. 5 166 

Non-levy of penalty for 
delayed payment 4. 6 167 

CHAPTER 5 TAXES ON AGRICULTURAL 
It:COMB 

Results of Audit 5 .1 168 

Incorrect determination 
of taxable income 5. 2 168 

Short levy . due to non-
clubblng of income of 
common partners for the 

.. 

same assessment year 5 . 3 170 

Short levy due to in-
correct adoption· of status 5.4 170 

income from coffee crop 
escaping assessment 5.5 174 

Short levy due to corn pu-
tation mis take 5. o 175.· 

Incorrec t allowance ct· 
get off 5. 7 179 

Credits afforded in excf'~S 5. 8 179 

t\on-levy of pen.1lty on . 
belated pay:.1e.nts 5. 9 1UO 

Non-levy of interest and 
pen~l ty b .10 181 



v 

CHAPTER 6 LAND RBVBNUB 

Results of Audit 6.1 184 

Omission to raise demand 
for water rate 6.2 184 

Non-levy of penal water 
rate 6.3 188 

!'\on-recovery of mainten-
ance cess 6.4 189 

Short levy of land revenue 
and fine for unauthorised 
occupation of Government 
lands 6.5 191 

Short recovery of con-
version fine 6.6 193 

Non-recovery of fee 
towards maintenance of 
Record of Rights 6.7 194 

CHAPTER 7 STAMP DUTY AND 
RBGISTRATION FEES 

Results of Audit 7.1 196 

Determination of market 
value of properties for 
levy of stamp duty and 
registration fees 7.2 197 

Irregular grant of exempt-
ion/ concession 7. 3 205 

Short levy of stamp duty 
due to incorrect classi-
fication of instrwnent 7.4 208 



vi 

CHAPTER 8 FOREST RECEIPTS 

Results of Audit 8 . l 210 

Short recovery of 
seigniorage value and 
interest H • 211 

Non-r emit tance of forest 
development tax 8. 3 215 

CHAPTBR 9 OTHER TAX AND NON­
TAX RECEIPTS 

Results of Audit 

A. BNTBRTAINMBNTS TAX 

B. BNTRY TAX 

Application of incorrect 
rate of entry tax 

C. RBCHIPTS FROM PUBLIC 
WORKS 

Rent r eceipts in respect 
of Government buildings/ 

·9.1 217 

9.2 218 

lands 9 . 3 219 

APPENDICES 

.-\ssessment in arrears 

Year-wi se details of 
assessment in arrears 

239-240 

241-242 



PREFATORY REMARKS 

The Audit Report on 
of the Government of Karnataka, 
1989-90, is presented in this 
The Repo1t has been arranged 
order:-

Revenue Receipts 
for the year 

separate volume . 
in the following 

{i ) .Chapter 1 refers to trend of revenue 
receipts classifying them broadly under tax revenue 
and non-tax revenue , the variations between the 
Budget Estimates and the actual receipts under 
principal heads of revenue, the revenue in arrears 
for collection and the audit objections and 
inspection reports outstanding for settlement. 

(ii) In Chapters 2 to 9 are set out some 
of the important irregularities, which came to 
the notice of Audit during test check of records 
relating to Sales Tax , State Excise Duties, Taxes 
on Motor Vehicles, Taxes on Agricultural Income, 
Land Revenue, Stamp Duty and Registration Fees, 
Forest Receipts and other Tax and Non-tax Receipts. 
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OVER\:1EW 

1. GENERAL 

( i ) 
by the 
VII Plan 
below: 

Tax and non-tax revenue raised 
Government of Karnataka during the 

Period 1985-86 to 1989-90, is given 

TABLE 

Tax. Norz-Ta x. 
Totat Pe.1tce.ntage. 

y e.evt.-:'.> R~ve.nue. Re. ve.rzue. 06 .in0te.a.oe. 
(In Clt.Olte.-6 06 ove.Jt p1te.ce.-
Jtupe.e.-6) di.rzg ye.CV!. 

19 85- 86 1 07 5. 57 357.49 1433. 06 14 

1986-87 1205.98 4 15. 36 162 I. 34 13 

1987-88 14 14. 66 436. 14 1850.80 14 

1988-89 1698. 78 44 5. 4 I 2 144. 19 16 

1989-9 0 1932.24 502 .29 2434.53 14 

The total of tax and non-tax revenue 
had increased by 70 per cent in 1989-90 
compared to 1985-86. But the annual rate 
of growth both in tax and non-tax ra.tenue 
was uneven - varying from 12 per cent to 



iX 

20 per cent and 2 to 16 per cent respectively 
as would be evident from the following table . 

Yewz.1:, 

1985-86 

1986-87 

1987-88 

'988-8;) 

TABLE 11 

Rate o{, g1t.owth 
o{, tax Jt.evenue 
{Pelt cent) 

18 

12 

17 

20 

14 

Rate o{. g'l.owth o{, 
non-tax 1tevenue 
{ Pe1t cent) 

16 

5 

2 

While the total tax revenue had increased 
by about 80 per cent during the 5 years 1985-86 
to 1989-90 , the non-tax revenue had increased 
by 40 per cent. The rea'sons for wide fluctuations 
in non-tax revenue were mainly on account of 
( i) increase in interest receipts and 
{ii) fluctuations in receipts under Miscellaneous 
General Services . 

The major source of revenue from tax 
and non-ta" sectors were from Sales Ta 
and interest kccclpts respectively as indicau 
in the charts at Pages 3 and 8. 

(ii) The total revenue raised by the State 
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Government during the year 1989-90 amounted 
to Rs . 2434. 53 crores of which Rs .1932. 24 crores 
represented tax revenue and Rs. 502. 29 c rores 
non-tax re,·enue. The State Government also 
received from the Central Government Rs. 6°32. 90 
crores as State's share of di visible Union taxes 
and Rs . 269 . 05 crores as grants-in-aid. While 
Sales Tax (Rs.1081 . 21 crores) and State Excise 
(Rs. 327. 57 crores) were m ajar sources under 
tax revenue , Interest (Rs. 246. 78 crores) was 
the major source under non-tax revenue during 
the year 1989- 90. 

(Paragraph 1 . 1) 

(iii) As at the · end of March 1990, 
uncollected amounts in respect of certain important 
sources of revenue amounted to Rs . 304. 75 crores, 
of which sales tax alone accounted for Rs .175. 52 
crores . 

(Paragraph 1. 4) 

(iv) Out of 5,69 , 942 , 20,551, 1,04,491 
and 1, 02 , 757 assessments of Sales Tax , Agricultural 
Income-tax , Entertainments Tax and Entry Tax 
due for completion during the year 1989-90, only 
3 ,58,751 , 11,630, 71,659 and 64,106 assessments 
respectively were comµleted ciur·ing the ~ ear. 

( Paragraph 1. 6) 

( v) 1 , 681 local audit reports (issued I 
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up to December 198~) containing 5, 064 objections 
with money value of Rs .161. 39 crores were still 
tu be settled as at the end of June 1990. Out 
of these, e\·en first replies had not been received 
in respect of 300 local audit reports containing 
901 objections involving an amount of Rs.26.23 
crores. 

(Paragraph' 1. 8) 

(vi) Test audit conducted during the 1989-
90 disclosed under-assessments and losses of revenue 
amounting to Rs. 53 . 63 crores which relate to Sales 
Tax (Rs. 7. -17 crores) , State Excise Duties (Rs .14. 09 
crores) , Taxes on Motor Vehicles (Rs. O. 24 crore) , 
Toxes on Agricultural Income (Rs .0.41 crore), 
Land Revenue (Rs. 22. 81 crores) , Stamp Duty and 
Registrat.ion Fees (Rs.1.78 crores) , Forest Receipts 
(Rs . 6 .13 crores) and Other Tax and Non-tax 
Receipts (Rs.0.70 crore). 

(vii) The report includes representative 
cases of non-levy /short levy of tax, duty, interest, 
penalty, water rates etc . and findings of 4 reviews 
involving a financial effect of Rs.13 . 91 crores . 
Of this, a sum of Rs. 0. 29 crore only was recovered, 
though the department accepted the audit findings 
to the e.~tent of Rs.0.83 crorP. ;\udit Objections 

. \'!ith a tct2l revenue effect of Rs . 0.02 crore have 
not beer. .. ccepted by the departn1ents . Government 
and thei:- contentions hadng been found to be 
contrary to the facts or legal prov1s1ons , the 
replies of the department have been appropriately 
refuted in the relevant paragraphs. , For the balance 
amount of Rs . 13 . 06 crores, comments/final· replies 
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of the departments /State Government have not been 
received ( Nrwembe r 1990). 

2 . SALES TAX 

(i) Review on 11 Collec tion of sales tax 
by Government Departments 11 revealed, i nte r alia. 
that non-observance of the prov1s10ns of Sales 
Tax Act and Government/departmental instructions 
resulted in (a) erroneous transfer of sales tax 
collections of at least Rs. 31 . 22 lakhs to the Forest 
Development Corporation instead of being credited 
to Government during 1976-77 to 1988-89 and 
( b) non-realisation of sales tax amounting to Rs .1. 84 
crores in the State Excise Department due to 
non-inclusion of State excise duty in sale price 
of arrack sold during April 1986 to June 1987 
alone because of giving belated effect to 
the Supreme Court Judgement of 1985. 

(Paragraph 2. 2. ) 

(ii) Incorrect classification of fatty acids 
as general goods instead of as chemicals resulted 
in short levy of tax amounting to Rs . 3 .11 lakhs. 

(Paragraph 2 . 3 (ii)) 

(iii) In 11 r.ases !.nvolving short levy due 
to application of incorrect rates of t ax an amount 
of Rs . 63, 832 was recovered in two cases while 
in the remaining 9 Cclsos involving a tax effect 
of Rs . 3. 22 lakhs , rectificatory action was initiated/ 
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completed by the department, at the instance 
of Audit. 

(Paragraph 2.4(A)) 

(iv) In 20 cases where under- assessment 
of Rs.8 . 85 lakhs due to incorrect grant of concession 
was noticed, . an amount of Rs.3.01 lakhs was 
r ecovered in 7 cases and revised orders passed 
in 6 cases (Rs.2.52 lakhs) at the instance of 
Audit. In the remaining 7 cases , short levy due 
to incorrect grant of concession amounted to Rs. 3 . 32 
lakhs. 

(Paragraph 2 . 5(i)) 

( v) As per a judicial decision , sale of 
packing materials which are not the subject matter 
of a contract for ex port does not qualify for ex em p ­
tion. Incorrect grant of such exemption in one 
ca~e resulted in tax of Rs. 4 . 45 lakhs not being 
realised. 

(Paragraph 2.6(ii)) 

l vi ) Tax leviabl e in one case was 
erronenus ly worked out at Rs. 45 , 000 instead of 
Rs . 4. 50 lakhs resulting in short levy of Rs .4. 05 
lakhs. 

(Paragraph 2 . 12A(i)) 
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(vii) Surcharge and cess omitted to be 
lev ied in three cases amounted to Rs .11 . 48 lakhs. 

(Paragraph 2 .13 ( i )( b)) -

(viii) In 11 cases involving short levy of 
turn over tax , an amount of Rs.3 . 33 lakhs was 
recovered and in 10 other cases involving tax 

effect of Rs.3.82 lakhs . rectificatory action was 
initiated/ completed, a t the instance of Audit. 

(Paragraph 2.14(i)) 

(ix) Penalty for belated payment of tax , 
excess collection of tax and misuse of 'C' forms 
though leviable up to Rs. 43 . 43 lakhs was not levied . 

(Paragraph 2. 15) 

3 . STATE EXCISE DUTI ES 

( i) Review on "Manufacture and distribution 
of Indian made liquor" revealed , inter alia , 

(a) \\'a stages during maturation permitted 
at higher rates than the maximum prescribed rate 
led to a loss of potential revenue of Rs . 27.85 
lakhs: 

( b) tliffe rent i <.il duty not demanded on 
liquor ex ported in r espect of which \·erification 
certificates from the consignees were not received 
after the expiry of the prescribed period amounted 

/ 



xv 

to Rs . 15 . 17 lakhs: 

( c) that excess wastage of rectified 
spirit during the manufacture of Indian made 
liquor led to a loss of potential revenue of 
Rs. 56. 92 lakhs by way of excise duty realisable 

-0n the liquor that could have been produ.ced 
out of the spirit excess wasted; and 

( d) non- issue of separate licences to 
distributors for dealing with pro~ucts of different 
distilleries resulted in short levy of licence 
fee to the extent of Rs . 58 lakhs per annum , 
in 14 cases . 

(Paragraph 3 . 2) · 

(ii) Short levy of interest on belated 
payment of shop rentals by arrack/ toddy 
contractors amounted to Rs .13 . 48 l akhs . 

(Paragraph 3 . 5) 

(iii) Cost of establishment working at 
distilleries is required to be recovered . Short 
i::ol lec tion/ non-collection in this regard in respect 
OT l1 distilleries amounted to Rs. 5. 87 lakhs . 

(Paragraph 3. 6) 

4 . TAXES ON MOTOR VEHICLES 

( i) Additional sum of the one per cent 
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of tax payable amounting to Rs.3 . 76 lakhs was 
not recovered from a State- owned Road Transport 
Corporation al t hough the prescribed final declara­
tions for 1986-87 and 1987- 88 were submitted late. 

(Paragraph 4 . 2) 

(ii) Non-collection or short collection 
of composite fee under National Permit Scheme 
amounted to Rs . 3. 09 lakhs . 

(Paragraph 4 . 3) 

5. TAXES ON AGRICULTURAL INCOME 

( i) Short levy of tax due to incorrect 
adoption of status in 4 cases amounted to Rs. 4. 44 
lakhs . 

(Paragraph 5. 4) 

(ii) Short levy of tax due to. computation 
mistakes in 6 cases amounted to Rs . 3. 60 lakhs . 

6 . LAND REVENUE 

( i ) 0 11t bsi un to raise 
raised short for water rate 
amounted to Rs . 1 . 43 crores . 

... . 

(Paragraph 5 . 6) 

demand or demand 
in 9 taluks alone 

(par agraph 6. 2) 

' 

• 
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(ii) Non-levy of penal water rate for 
unauthorised use of water from Government Irriga­
tion Works and for changing crop pattern in one 
taluk amounted to Rs. 83 . 42 lakhs . 

(Paragraph 6 . 3) 

(iii) Maintenance cess on land benefited 
by irrigation works maintained by Government 
not levied or levied short amounted to Rs . 14 . 53 
lakhs. 

(iv) Non- levy of 
for unauthorised occupation 
amounted to Rs. 3 . 41 crores . 

land 
of 

(Paragr aph 6. 4) 

revenue and fine 
Government lands 

(Paragraph 6. 5) 

7. STAMP DUTY AND REGISTRATION FEES 

(i) Review on "Determination of market 
value of properties for le\·y of stamp duty and 
registration fees " disclosed , inter alia , t hat 

(a) incorrect fixat i on of valua tion of 
properties in 152 instruments resulted in short 
1evy of dut~r and fees amounting to Rs . 4.83 lakhs ; 

( b) omission on the part of the Deputy 
Commissioner to call for ins truments for s uo motu 
determination of market value within the prescribed 
limit of two years resulted in loss of revenue 
of Rs.5.65 lakhs ; and 
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( c) 10. 945 cases of under- valuation of 
properties to the extent of Rs. 357. 75 lakhs and 
involving a revenue of Rs.44 . 31 lakhs by way 
of stamp duty and registration fees . were pending 
final settlement in the five DISTRICT Registry offices 
test - checked . 

(Paragraph 7 . 2) 

(ii l Irregular grant of exemption/ concession 
resulted in short collection of stamp duty and 
registration fees to the exten t of Rs. 6. 77 lakhs . 

(Paragraph 7. 3) 

8. FOREST RECEIPTS 

(i) On belated remittance of Government 
dues, interest upto Rs .1.06 crores should have 
been charged , but was not charged from a State 
Forest Corporation . 

(Paragraph 8.2(i) (a)) 

(ii) Differential seigniorage value due to 
retrospectiYe r-c\"ision of seigniorage rate amounting 
to Rs . 7 . .J4 laKhs and interest thereon amounting 
to Rs. 5 . 65 lakl:s due up to 31st l\larch 1989 were 
not realised in -l forest di visions. 

(Paragraph 8. 2 (ii)) 
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9. OTHER TAX AND NON- TAX RECEIPTS 

(i) Short levy of entry tax of Rs . 7 . 71 
lakhs on account of application of incorrect rate 
of tax was recovered in 3 cases , at the instance 
of Audit. 

(Par agraph 9 . 2( i) ) 

(ii) Review of "Rent receipts i n respec t 
of Government buildings/lands" di sclosed, inter • 
alia, that 

(a) penal r ent of Rs . 1 . 04 crores in cases 
of overstay al of a llotment to i neligible official s , 
in respect of 280 quarters , was not levied ; 

( b) Non-fL~ation of standard licence 
fee i n 151 cases i n three divisions resulted in 
short recovery of rent of Rs .4. 31 lakhs ; 

( c) non-revision/ i ncor r ec t fLxation of 
ren t for non- residential build ings and lands resulted 
in annual loss of rent of Rs . 6 . 04 l akhs in th r ee 
cases ; 

( d) rent from occupants in General Hostel , 
amounting to Rs . 11 . 41 lakhs pertaining to period 
from 1974 to 1985 remained unrecovered , and 

( e) failure t o obtain adequate security 
from the lessees r esulted in non-recovery of rent 
amounting to Rs .1. 32 lakhs. 

(Paragr aph 9 . 3 ) 
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CHAPTER 1 

GENERAL 
I 

1.1. Trend of revenue r eceipts 

The tax and non-tax revenue raised by 
the Government of Karnataka during the year 1980-90, 
the share of Union taxes and grants- in-aid received 
from t he Gove rnment of ·India during the year , 
the per centage of r evenue/ receipts to total receipts 
during the year and the corresponding figures for 
the preceding t wo years are given below: 

( 1 ) 

Revenue raised 
by the State 
Government 

Ca) Tax re venue 

Cb) Non - tax revenue 

Total 

19 &7- 88 1988-89 19 89-90 

{*} 

( l n cJtoJte~ 06 Jtupee~) 

( 2) (3) (4) 

1414,66 1698. 78 1932 . 24 

436 . 14 445.41 502.29 

--------- --------- --------
1850. 80 2144 . 19 2434, 53 

--------- --------- --------

Pe.Jtcent-
age ot 
Jtevenue 
·'tece{pt~ 
to totat 
Jtece<.pt~ 
7989-90 

(5 ) 

53 

15 

73 

C*l For details , see Statemen t No . 11 - Detailed accoun;: 
ot revenue by l'lino r heads in the Finence Accounts of the 

GJverl"lmen ot Karnataka 1961-90, 
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( 1 ) (2) ( 3) ( 4) (5) 

II A.ceipti tr om the 
<Oo11ern111ent of 
Ind ia 

(ii ) State' s share of 
divisible Union 
taxes <451, 11 498,67 632 ,90 19 

(Ill) Grants-in-• id 254.98 320, 71 269 . 05 8 

--------- --------- --------
Total 706,09 819 , 38 901.95 27 -------- -------- --------

Ill Total receipts 
ot the St•te 
Government 2556,89 2963 , 57 3336.48 

Cl + II) 

( i) The details of t ax revenue r aised during 
the year 1989-90, alongside f igures for the preceding 
two years are given below: 

Head~ ot 1987-88 7988- 89 7989-90 Pe11..centage 
1teverzue ot irz c,iz.ea~e 

(+) 01tde-

( 1 n c1to11.e~ 06 11..uoe.e~) c,iz.ea~e(-)in 
79$9-90 ove1t 
1988-89 

I ( 1) ( 2) (3) ( 4) (5) 

1. Soles Tax 776.09 987 .24 1081 .21 (+) 10 

2. State Excise 243.67 256 .53 327. 57 (+) 28 



( i ) 

3 . Taxes o n Ve hicl es 

.c . Stamps and Regis~ ­

r a t ion fees 

5. Ta xes a nd Du tie s 

on Elec t r i c ity 

6 . Other Taxe s and 

Du tie s e n C.mmo ­

d itie s and 

Ser vice s 

7. Taxe s on Goods 

and Passe n!ers 

8. Othe r Taxe s on 
Income anti 

Expenditu re 

9 . Taxe s on Agr i ­

c u l tura l I nco me 

10 . land Revenue 

Tota l 

' 

3 

( 2) 

138. 71 

85.53 

32 . oo 

56. 09 

41 . 47 

12 .37 

11, 42 

17 . 3 1 

14 14 ,66 

( 3 ) (4 ) ( 5) 

158. 2 5 157 .95 <negligibl e) 

107 . 08 126. ~? {-) 18 

42 . 6 1 65 . 08 (+ ) . 53 

55 . 48 62.38 ( + ) 12 

47 . 40 56 . 9 1 ( +) 20 

15 . 32 23 .97 (+ ) 56 

10 . 46 15. 52 (+) 48 

18. 4 1 15 . 16 (-) 18 

1698. 78 1932 .2 4 (+) 14 

The Char t I presents t he posit ion of Ta~ 
Revenue dur ing the Seventh Five Yea r Plan pe r iod 
( 1985- 90). 

(1 ) The increase of 56 per cent under ' Other 
Taxes on Income and Expenditure' was mainly due 

I 
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CHART :r [Para 1. i (.i) J 

GROWTH OF TAX R~VENU~ DURING THE VII 
PLAN PERIOD FROM 1985-a5 TO 1989-90 

m .., 
E; 

2000 

15 1200 
z -

I 
I 

1198.71 

~~ ~:,5!· ~~ 2 ..,.,.,.'7'ri"i 

S7:S - ~~ 

SB 

YEARS 

' 

• SA!:.ES TAX 

~ ST.c,1'£ EXtlS! 

I2'2} TAX qN VZHIQ..ES 

IZJ ST AU::'1E6N F'E$ 

~ ar. o-.rru:s 

I8B OT~ 
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to enhancement of profession tax in respect of 
certain class of persons and better tax administration . 

(2) The increase of 48 per cent under 
'Taxes on Agricultural Income' was mainly due 
to change in definition of "Previous year" with 
ef.f~ct from 1. 4. 89 , resui ting in tax receipts during 
19~9-90 being more than 12 months in several cases. 

( 3 ) The increase of ~8 per cent under 'State 
Excise ' was mainly due to increase i n consumption 
of country spirit , increase in arrack and toddy 
rentals. increase in sale of Indian made foreign 
Iiquor and increase in coll ection of arrears . 

(4) TAe increase of 20 per cent under 
'Taxes on Goods and Passengers ' was due to normal 
growth rate and better tax administration and con­
clusion of old assessments. 

( 5) The increase of 10 per cent in Sales 
Tax receipts is mainly due to ( i) recovery by 
adjustment of arrears of purchase tax due from 
sugar f ac tori es (Rs . 31 crores) (ii) norm al grow th 
rate and (iii) better tax administration. 

(61 The increase of 18 per cent under 
'Stamps and Registra tion Fees ' is mainly due to 
more sale of non- jud i cial stamp paper due to rise 
in \'alue of property and more registrations with 
high value transactions resulting in increase in 
stamp duty (Rs.10 . 06 crores) and re~istration fees 
(Rs . 6 . 75 cro1cs) and a lso due to more sale of 
judicial stamps (Rs . ~ . 58 c ror es ). 
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(7) The increase of 53 per c~nt u"~r 
'Taxes and Duties on Electricity' is mainly chie 
to ( i) collection of arrears of tax , (ii) increased 
consumption of electricity, (i ii) more number of 
installations and (iv) adjustment of credit of 
electricity duty of a company taken over by Steel 
Authority of India. 

(ii) The details of non-tax revenue received 
during the year 1989-90, along with figures for 
the preceding two years, are given below: 

He.ad~ ot 
Jte.ve.nue. 

( 1 ) 

1. Interest 
Receipts 

2. Forestry and 

Wild Lite 

3 . Power 

4. Village and 
Small Industries 

5. Miscellaneous 
Genera 1 Ser vice 

6. ~jor and Mediu11 
Irrigation 

1987-88 1988-89 1989-90 Pe.1tce.ntage. 
ot -i.nc/1.e.a~e. 
( +) Oil. de.-

( In C.11..0)'[.t.~ o!J 1tupt.t.~) v'tta~~ ( - ) 
-in 1989-90 
ovv:..1988-89 

(2) (3) ( 4) (5) 

187. 10 205,152 246. 78 (+) 20 

52 .51 46. 40 51, 57 (+) 11 

17.67 25. 33 27 . 23 (+) i 

16.44 15 . 70 23 .10 (+) 52 

19 . 56 21. 41 22 . 36 (+) 

13.35 14.31 16. 14 (+) 13 
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( 1 ) ( 2) (3) ( 4 ) ( 5) 

I 1 . Non-ferrous 
Mi ning and 

Metallurgical • 
Industries 10. 77 12 . 79 14 . 39 (+) 13 

8. Medica l and 
Public H!a l th 2.92 13. 55 12. 16 (-) 10 

9, C.0-opera t ion 5. 70 7. 78 7 . 02 (- ) 10 

10. C.Ontributions 
and Recoveries 
towards Pension 
and Other Re-
tirement Benefits 4.90 5,23 6,24 (+) 19 

11 . Industr ies 5.25 .C. 32 6 .09 (+) .C 1 

12, Crop t-llsbandry 3 . 31 3 . 13 3 .59 (+) 15 

13. Stationery end 
Printing 1.29 1,90 1, 70 (-) 11 

14. Other Rurai 
Development 
Programme 30, 25 5, 75 1,22 (-) 79 

15 . Others 65. 12 61 , 99 62 . oo (negligible) 

------- -------- ------- ---------
Total 436. 14 445 ,41 502 . 29 (+) 13 

-------- ------- ------- --------

The Chart II presents the position of NoJt-
tax Revenue dur~ng the Seventh Five Year Plan 
Period ( 1985-90) . 



• 
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CHART II [Para 1 ;1(ii)] 

DURING THE VII PLA.~ P£1UOO l9SS-86 ·ro 1989-90 

h1~,.,.~ "4~JJP~ 

~eo"''"! ;,.,; .. i~.a lu. 
·r.,...r 
'· 
~•C•lh ... ~1 C.n.hi J.rvlC:.~ 

ow. ... 

SC ill c 1 . CH 1 ts 07 croras 
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( 1 ) The increase of 20 per cent under 
'Interest Receipts ' i s mainly due to more receipts 
from interes t on irrigstion works (Rs . 10 . 94 crores) , 
interes t · from Karnataka Power Corporation (Rs . Y. 50 
crores), interest from debentures (Hs. 1. 26 crores) 
and account adjustment of interest payable by an 
undertaking (R s .19 . 07 cror es) written off on the 
tra,,sfer of the undertaking to Steel Authority of 
India. 

(2) The i ncrease of 11 per cent under 
'Fores try and r:ild life ' is mainl y due to sale 
of mor e timber (Rs. 3. 00 crores) and firewood and 
charcoal (Rs . 1 . 20 crores). 

(3) The increase of 52 per cent under 
'Vi llage and Small Industries' is mainly due to 
more r eceipts from ' sericulture industries ' on 
account of increased quantity of cocoons transacted 
in the ma1·kets (Rs . 3.72 crores) and reimbursement 
by the Government of India of subsidy for industrial • 
units in selected areas (Rs. 4.10 crores). 

( 4) Increase of 41 per cent under 'Jndustri es• 
is mainly due to more receipts from Government 
silk filatures (Rs . 1.02 crores) and from other 
receipts (Rs . 0. 72 crore). 

( 5) Decrease of 79 per cent under ' Other 
Rural Development Programme' is mainly due to 
change in procedure of reimbursement to accoun t 
for the \ ·alue of food grains . Till 1988-89 , Govern­
ment of India assistance for foodgrains in the form 
of cash and foodgrains passed through the State 
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Government. During 1989-90 , the Government of 
India gave assistance directly to Zilla Parishads. 

1. 2. Variation between Budget estimates and 
actuals 

1. 2 .1. The variations between the Budget estimates 
and the actual receipt for the year 1989-90 are 
given below: 

Budget Va11.{ at.ion Pe1tcentage 
U.:U- ActuaV, lric1t.ea~e( + ). 06 
maiJV:> Oil. vcvU.at.i.on 

DeCJtea~e ( - ) 

( 1 n Cll.Olte.-6 06 1tupee-6) 

1. Tax re110nue 1000.45 1932 .24 (+) 41. 79 (.) 2 

2. Non-tax 

rewnue 562 . 68 502 .29 (-) 60.39 (-) 11 

3. State's 

share o f 

di visible 
Un i on taxes 573. 74 632 .90 (+) 59 , 16 (+) 10 

4, Gr11 nts- i n-a i d 

from the 

Go110 rnment 

o t I ndia 402 . 37 269.05 (-) 133.32 (-) 33 

Total 3429:24 3336:48 1:3-92:16 (:3--3 
------- ------- ---------
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The shortfall of 33 per cent under Grants­
in- aid from Government of India is mainly due 
to less receipt from the Government of India than 
anticipated under Non-plan schemes (Rs . 34. 03 crores), 
Central Plan schemes ( 19 . 82 crores) and Centrally 
Sponsored Programmes schemes (Rs.28.16 crores) 
as also due to direct payment to Zilla Parishads 
by the Government of India under National Rural 
Employment Programme schemes (Rs . 17 . 22 crores) 
1md Rural Labour Employment Guarantee Programmes 
schemes (Rs.28.98 crores). 

1. 2 . 2. The variations between Budget estimates 
of principal heads of revenue for the year 
1989- 90 and actual receipts are indicated below: 

Head~ 06 Budget ActuaU VaM.ati.on PVtcent-
l!.evenue E~ti- Inc11.J!.a~e(+}a9e 06 

mate~ Oil. De- vaM.a-
CJLeMe(-J ti.on 

( 1 n CILOl!.e~ 06 1!.upee~) 

( 1 ) (2) (3) (4) (5) 
1. Sales Tax 1050, 00 1081 . 21 (+) 31.2 1 (+) 3 

2. State Excise 320.00 327. 57 (+) 7. 57 (+) 2 

3 , Interest 
Receipts 271.68 246 . 78 (-) 24.90 (-) 9 

4 . Taxes on 
Vehicles 170. 00 157 .95 (- ) 12,05 (-) .7 

5 . Stamps and 

"99 istre t ion 
FHs 110. 00 126. 49 (+) 16. 49 (+ ) 15 
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( 1 ) (Z) ( 3) ( 4) ( 5) 

6. Taxes and 
DJties on 
Electricity 

7. Taxes on 

Goods and 

Passengers 

8. Forestry 

and Wild 
Lite 

80.00 

52 .oo 

55.00 

65.08 (-) 14.92 (- ) 19 

56 .91 (- ) 4. 91 

51 . 57 (-) 3 . <:3 (-) 6 

( 1) The shortfall ~nder 'Taxes •md Duties 
on Electricity' with reference to budget estimates 
is mainly due to inflating estimated collections 
to conform to the figures furnished to the Planning 
Commission. 

( 2) 
Registration 
of property 
transactions. 

The 
Fees' 
and 

increase under 
is due to rise 

more registration 

1. 3. Cost of collection 

Ex pend i tu re incurred 

'Stamps 
in the 

of high 

and 
value 
value 

in collecting 
the major revenue receipts during the year 
1989- 90. along with figures for the preceding 
two years as also compared with the All 
India average in 1988-89 in respect of 
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some of the heads, is indicated b e lO\\' 

He.ad~ G1to~~ E xpe rzd- re·tce11t- A Ct 

ot vcwt coete.c- ,( tu,ie. on age. o{, l11dw 

)teve.rzue t.i.O YI collect- e. XJJC.ndd- avc.11. -
(*) -<. 011 ur..e to age. 

g11.0M col!.-( pe.1t 
i!.e.ct.i.o n ce.nt-

age.) 
( 1 YI C·'l..Olt<!.~ ot .r...upe.e~) 

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

1. !ales Tax )f87-Sf3 780,90 10.37 

1988-a9 993.31 12 .41 2 

19~-90 1087 ,32 15.25 

2. State 

Excise 1987-88 2 43. 71 8.38 3 

1988-89 2 56.67 8.44 3 5 

1989-90 328.02 9 , 80 3 

3 . Taxes on 
Vehicles 1987- 88 139 . 06 3.63 3 

, 
1985-89 158.40 3 . 78 2 4 

1999-90 158. 12 4 .76 3 

4. Stamps and 
Registra-

ti on Fees 1957 -88 87 .25 4.91 6 

(*) The figures represent gross collection before deduction of 
refunds. 
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( 1 ) (2) ( 3) ( 4) ( 5) (o) 

1988-00 1Ot!.98 5.82 5 6 

1989-90 141.69 6.44 5 

5. Taxes on 
Agr icul -
tural 
Income 1987-88 11.51 0.51 5 NA 

1988-00 10. 57 0. 57 5 

1989-90 15 .92 0. 30 2 

6. Forestry 
end Wild 
Lite 1987-88 52 .60 13 . 38 25 

1988- 00 46.61 14 . 57 3 1 NA 

1900-90 51 . 75 14 . 9-4 29 

1 . .( Uncollected revenue 

The arrears of revenue pending collection 
as on 31st March 1990 in respect of certain impor­
tant sources of revenue , as reported by the depart­
ment concerned, and corresponding figures for 
the preceding two years are indicated below: 

Am0u11t pe.ndi.rzg co((ec ti..:in Altll.e.all.o 

SoWtce. 
ao on ptnding 

o{i 37ot 31.ot 31.ot 
due. mor..e. 

.{han 5 
Re. venue. Ma1tch Ma1tch Ma1tch 

ye.a1t.o 
1988 1989 1990 
(In Cll.011.e.o o{i ll.upe.e. ~) 

( 1 ) ( 2) (3) ( 4) ( 5) 

1. Sales tax 178.28 202. 75 175. 52 35 .01 



( 7 ) 

2 . State 
excise 
duties 

3. ~tor 
\/0hicles 
tax 

4. Agricul­
tural 
income-

( 2) 

65.56 

7 . 54 

tax 4. 51 

5. Forest 
receipts 25 . az 

6 . Entry tex 5.25 

7 . Enter tein­
ments tex 

8. Pro fess ion 
tax 

1. 55 

6 . 81 

15 

(3) 

73.50 

5. 55 

4:64 

25.58 

12 • ff:} 

14.80 

7 . 11 

( 4) ( 5,) 

64. 89 20. 38 

2 .62 * 

4.55 0.89 

28.82 * 
18.86 0.49 

1. 81 0.91 

7.68 1. 15 

( 1) Out of Rs .175 .. 52 crores outstanding 
as on 31st March 1990 under 'Sales Tax ' , 
there were 50 cases amouting to Rs.47 . 99 
crores in which arrears exceeded Rs. 25 
lakhs in each case . Fourteen cases in 
two Bangalore City Divisions alone accounted 
for Rs . 27 . 25 crores. These 50 cases included 
6 cases of Government of Karnataka companies , 
Corporations, autonomous bodies (Rs.14.65 
crores) , one Government of India autonomous 

C*l Figures not recei~ from the depa r tments 
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body (Rs. 4 . 11 crores). 4 sugar factories 
where conversion of purchase tax on sugarcane 
i nto interest free loans was pending (Rs.4.29 
crores) . 3 cases referred to Official Liquidator 
on the liq1Jidation of the company (Rs . 3. 04 
cror.es), 7 cases covered by stay orders 
of High Court (Rs . 3. 95 crores) and one 
case outstanding for verification of payments 
made b~ the assessee (Rs . 28 .10 lakhs). 

( 2) Out of Rs. 64. 89 crores of State 
excise duty outstanding as on 31st March 
1990, 31 cases (Rs.38.25 crores) represented 
cases of arrears above li.s. 25 lakhs in 
each case out of which in 11 cases (Rs. 29. 57 
crores) the arrears ex ceeded Rs.one crore 
in each case. Of the 11 cases, in 7 
cases stay from High Court was obtained 
and in 2 cases action under Land Revenue 
Act was reported to have been taken . 
In one case action taken was not reported 
and in the remaining one case Government 
had fixed 20 instalments for recovery of 
old arrears in the orders issued in March 
1988. 

1. 4. 2. The various stages at 
uncollected revenue is pending 
March 1990, are indicated 

·.~hi ch 
as on 

in 

the 
31st 
the 



7 

following tau le: -

Sl. Natur e ot act ion Sales State Agri - For est ~b tor Entr y En ter - Prof es-
No . take n tax Excise cult - recei - vehi - t n x ta i n- sion 

duty ura 1 pts cl es men ls tax 
income tnx tax 
tax 

In crores of rupees 

1. Amount certif ied 80.03 - 1. 33 11.88 - 2 . 79 o. 74 1. 07 

fo r r eco ver y under 
various sect i ons 
ot t he r espective 
Ac t s 

2. Amou nt covered by 2 4. 2 6 2 4. 62 2. 01 - o. 17 9. 16 o. 16 '""' - -.J 

s ta y o rde r of 
cour ts 

3 . Amount t o r which 2 . 01 1.58 - 2. 12 
wr ite of t proposal s 
a re sent 

4. Amoun t for wh ich 22.01 4 . 42 o. 18 - 2 .45 4 . 30 o. 12 S. 97 
' showcausa notice 

issued 

5 . Other r oasons 37 . 68 3 4.2 7 0.77 4 .85 - 2.44 o. 78 0 .2 8 

6. Amount no t co ver -
ed by any ;:ict ion 9.53 - 0. 26 9 .97 - o. 17 0. 01 0.39' 

To t '31 175. 52 64.00 4. 55 28. 82 2 . 62 18.86 1. 81 7 .68 
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1 . 5. Refunds 

Position of refund cases , as repartee.I by 
the State Excise and Motor \'ehicles DeparLr!lPntS 
during the year Hl89-90 is indicated belon·: 

1. Claims for refund 
o uts ta nd i ng at 

the beginning of 
the yea r 

2 . Claims received 
d uring the year 

3 . Fefunds made 
during the year 

4 . 13alance outstand-
ing as on 31st 
t-arc h 1990 

State. E xc).~e. 

Number... 
ot 

CMe.~ 

361 

367 

366 

362 

Amount 
( l 11 

lahil~ o{. 
wpe.e~) 

2 4. 55 

63 . 71 

42 . 96 

45.30 

Ta xe~ c111 MotD.: 
Ve.h.i.c(e.~ 

Numb Vt 

ot 
ca~e.~ 

t.07 

852 

827 

Amount 
( 1 n 

Cahh~ ot 
r...upe.e.~) 

8 . :39 

14 . 72 

15. 37 

7 .74 

Particulars in respec t of Sales Tax , Stamp 
Dut y and Registration and Revenue Departments , 
though called for , were not received despite 
reminders issued (March 1991) . 

/ 
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1.6 . Assessments in arrears 

The number of assessments pending finali­
sation at the beginning of the year 198~-90 , numbe r 
of fresh assessments due for finali~a tion during 
the year . number of assess men ts finalise d and 
the number of asses sments pending f inal i sation 
(with percentage) at the close of the year in 
res pect of Sales Tax , Agricultural Income- Tax , 
Entertainments Tax and Ent r y Tax, as r e porte d 
by the de partment concerned , are de taile d in 
Anpe ndix 1. 

The number of ass ess ments due for 
completion and actually completed during the years 
1985- 86 to 1989- 90 in respect of major tax revenues 
namely, Karnataka Sales Tax, Central Sales Tax 
and Agricultural Income-Tax are exh ibited in Charts 
III , IV and V. 

The year-wise break-up of the pending 
assessments as on 31st March 1990 is given in 
Appendix 2 . 

1. 7. Internal Audit 

In the Motor Vehicl es Department, as 
a t the end of March 1990, 34 out of 46 offices 
had been interna lly audi ted for the yea r 
1988-89. Out of 3 , 006 objec tions raise d du1 i ng 
the period 1985- 86 to 1989-90 with money value 
of Rs . 176 . 05 lakhs , only 1,009 objections with 
money value of Rs .15,00 lakhs were settlt1d leaving 
1,997 items involving Rs.161.05 lakhs pending 
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CHART III (?ara 1.6) 
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CHART V (Para 1. P) 

KARNATAKA AGRICULTURAL INCOME TAX 

ASSESSMENTS DUE FOR COMPLETION AND 
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as on 31st March 1990 . 

In the Forest Department, the internal 
audit system is not f u~ctioning effectin~ly . During 
the year 1989- 90, only 17 offices were inspected, 
the reason given by the Department being inadequacy 
o f staff . for the period 1983-84 to 1989-90 as 
against 258-! objections raised with money value 
of Rs. 676 . 37 lakhs only 121 item s wilh money 
value of Rs . 1. "11 la i<hs were cleared leaving a 
ba lance of 2 ,463 items involving Rs.674.96 lakhs, 
as on 31st March 1990. 

Internal dud it system ·was established in 
State Excise Department only during .-\pr"il 1990. 
There is no internnl audit system in the Depart­
men t or Stamps and Registration . The position 
in respect of Commercial Ta.,. es Department 
and Revenue Departm ent though called for in June 
1990 .rnd followed up by reminders in Novemb0 r 
1~)90 and \.l arch 1991 hds not l.Jeen r eceived (.-\ugus t 
1991 ) . 

1. 8. Outs t:inding Local audit r eports and audit 
objections 

Irregularities in assessments of revenue 
.rnd defects in the accounling of nwe:iue receipts 
noticnd in audit and not settled on t'1e spot are 
com!1:tmi ca tct1 to HC'ads of offices and to the depart ­
rnenldl authorities t'.'Tough local audit reports . 
The more im pcrtant ancJ serious ir:-egularities 
a ro reµo rte l to the Heaus of Departments and to 
the Governmer.t. ln adrli tion . statement~ indica ting 
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the number of objections outstanding for over 
six months are also sent to Government for expedi­
ting their settlement . Government have prescribed 
a time limi t of one month for furnishing of replies 
to audit objections. In respect of cases requiring 
action at higher levels. a period of three months 
has been fixed . 

At the end of June 1990. in respect of 
local audit r eports issued up to December 1989, 
1 , 681 local audit reports containing 5,064 audi t 
objections invol\·ing amount of Rs . 163. 39 crores 
were still to be settled as per details given below . 
The corresponding position in the earlier two 
years has also been indicated alongside. 

A~ at the end ot 
June. June. June 
1988 7989 7990 

Number ot outstonding loco! audit 
reports 1,385 1, 523 1, 681 

Numoor of outstanding audit 
objections 5 , 414 5 , 768 5 , 064 

Amount of receiots in~c: ved 

<In crores ot riJ~esl 131. 49 147 .2 i 1(.-1.}9 

Year-wise break-up of the outstanding 
local audit reports. audi t objections and 
amounts im·olved therein, as at the end 
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of June 1£190 . i s given below: 

NulilbVt Numbe. t Amount 06 
06 ou;t - o~ audU .t e ce.<pt~ 

y e.a,,t ~ta11dfag Obj'e.ct- -i.nvotve.d 
toca~ audit .i.oM ( 1 rz C.11.0lte.~ 

1tepo'tfo 06 1tupe.e.~) 

Up to 1987-88 796 2279 93 .99 

19 88-00 426 1239 23 . 71 

1900-90 459 1546 •:s.69 
(upto December 1959) 

------- -------
1,681 5, 064 161 , 39 ------- -------

Out of 1, 681 local audit repor ts which 
were pending settlement . even first replies have 
not been received ( December 1990) in re~pect of 
300 local audit repor s containing 901 objections 
involving an amount of Rs. 26 . 23 crores . of wh ich 
231 reports containing 813 objections involving 
an amour1t of Rs. 5 . 34 crores we re pending 
for over one year. The pend ency of these 
r e;;i ports has been reporled tu G1J"vtiff11llenc 
Uanuary 1991). 

The 
standing loGal 
and amounts 

receipt-wise break-up 
audit reports, audil 

involved therein , as 

of out­
objectiuns 
on 30th 
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June 1990. is indicated below : 

NumbVt u~ 
cul.l.i tand i.. ;19 

~Jume. o 0 .tt e ce wt £o ca.C auda 
11e.por..to 

1. Sales tax 526 

2 . S tate excise 

duties 193 

3 , Motor 11ehic!es 

ta x 82 

4 , Lend r e -..enue 303 

5 . Ag r icultural 
income -tax 2 C 

t'i . Forest receipts 120 

7 . Stamp duty and 

registration fees 360 

8 . Enter ~a in~er.: s .. ::i ~# 
.a~ 65 

9 . Ent r y ta x 10 

:o. Protess1o n tdX 2 

Total 1, 581 

NumbeA ol 
outotand-<"'9 
audi.t c: 1.)­

i e.cti.o11 ~ 

2 ,229 

698 

J91 

.!t6 

37J 

367 

318 

99 

15 

7 

--------
5 , 06.! 

--------

Amount o{y 
11..e C.lA.p.t~ 

i.11votve.d 
( 1 n CltM.e.~ 

j ~ 11.upe.e.)) 

2 1. 43 

69 . 12 

16 . 08 

29 . 79 

2 . 14 

16 . 97 

4 . 92 

0. 22 

0. 66 

0 . 06 

-------
i6 1. 39 

-------



CHAPTER 2 

SALES TAX 

2 .1. Results of Audi l 

Test check of records in Sales Tax Offices , 
conducted in audit during 1989- 90 , disclosed under­
assessments of tax amounting to Rs. 747. 45 lakhs 
i n 1 , 404 cases , which broadly fall under the 
following categories 

1. Sho rt levy of tax / 
surcha rge . add itional 
tax/develo;::rnent cess 

2. Incor rec: cornputat ion 
of taxab!e tu rnover 

3, Irregul ar grant ?f 
exemption trcm tax 

4 Non - levy/ short levy 
ot p.Jnal : y 

5. Other irregular ities 

Total 

Numbe1t 
o~ cMe~ 

393 

133 

73 

121 

684 --------
l , .l04 

--------

SornP of the im portanl 
in l~8J-J0 and earl ie r yea r s 
review on "Collection of sales 
Departments" a r e mentioned 
parag raphs . 

Amount 
{In fo.h.h~ ot 1z.upe.e~) 

145. 21 

105.38 

9:? . 67 

17 . 02 

:586 . 17 
---------

747 . 45 
---------

cases not iced 
and fin~ ings of a 
ta'( by Governm en t 
in rhe fallowing 
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2 . 2 • Collection of Sales tax by Government 
Departments 

2 ~2 .1. Introduction 

Under Section 19 of the Karnataka Sales 
Tax Act. 1957 . the Government of Karnataka, although 
not a ttDealer" under the Act. shall, on sales of 
goods effected by them. be entitled to collect 
by way of tax. any amount . which a registered 
dealer effecting such sale would have been entitled 
to collect by way of tax under the said Act. 
Such collections are required to be accounted for 
separately in the records maintain~d by the depart­
ment effecting sales of goods. under the general 
provisions of Articles 3 and 4 of the Karnataka 
Financial Code, 1958. The collections and account al 
of sales tax by the departments were. however, 
not subjected to any check or scrutiny by the 
Commercial Taxes Department up to May 1970. In 
order to have a check by the Commercial Taxes 
Department on such collections. the Government 
issued circular instructions in June 1970 and 
Augus t 1971 according to which the departments 
effecting sales of goods s hould furnish monthly 
statements in the prescr ibed proforma along with 
t reasury · challans/ cheques/ bank draf-ts t~ the 
concerned jurisdictional Commeri.::i~ l Tax Officer, 
so as to re~c!: t;y foe end of the succeC'ding month 
l:u t:iiat:!1c !;i rn to check the corret;lne::;::. tif the rates 
of sales tsx applied on the goods Sl·~li by those 
departmen ts . According to t he instructions issued 
by the Commissioner of Commerciril Taxes in 
:-.1arch Hl62. the jurisdictional Commercial Tax 
Officers we1·e also required to take such collections 
into their records and account for them in the 
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Demand Register (D. Register) and the Demand 
and Collection Register ( G. 2 Register). and Demand. 
Collection and Balance Statement, treating the 
same amount as demand and collection. lt was 
further stated in the circular instructions of 
June 1970 that this procedure was also designed 
to facilitate verification by Audit during audit 
of the Commercial Tax Offices concerned . It 
was also provided in the cir~ular (August 1971) 
that the challans for remittance were to be duly 
countersigned by the jurisdictional Commercia l 
tax officers: 

2 . 2 . 2 . Scope of Audit 

Among the Government Departments which 
sell taxable goods and collect sales tax on them . 
the major departments are Forest and State Excise 
while the relatively minor ones are the Prisons 
Dep·artment and the Department of Industries and 
Commerce. \Vith a view to ascertaining the system 
followed by the Commercial Taxes Department 
and other departments in the matter ot: collection 
and accountal of sales tax by them in the light 
of Government instructions in this regard. out 
of 39 offices of Forest, Excise , Prisons, l ndustries 
and Commerce Departments. the records of 
12 off ices pertaining to these departments for 
the period 1982-83 to 1988-89 wer e test checked 
during January 1990 to !\larch 1990. 

2 . 2. 3 . Organisational set-up 

( i) The Commercial Taxes Department which 
functions as a monitoring department in the matter 
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of collection of sales tax by other Government 
Departments, is headed by the Commissioner of 
Commercial Taxes, assisted by eight Joint/ 
twenty- three Deputy Commissioners and Assistant 
Commissioners of Commercial Taxes/ Commercial 
Tax Officers and Assistant Commercial Tax Officers, 
in the administration of Sales Tax Law in the 
State. 

(ii) The organisational set-up of the major/ 
minor departments which collect sales tax on 
sales made by them is as follows: 

Name ot 
depWttmerzt 

1, Forest Department 

Head o{; 
depWLtment 

Principal Chief 
Conservator of 
Forests 

2. Excise l:Epartment Commissioner of 
Excise 

3 . Prisons Department Inspector General 
of Prisons 

Subo1tdinate otfri.ce~/ 
~ta{;{; 

Chief Conse r vator / 
Conservators/Deputy 
Conservators / Assist ­
ant Conservator of 
Forests 

l:Eputy Commissioner/ 
Super intendants/ 
Inspectors/ Sub­
Inspect~rs of Excise 

Deputy Inspector 
~ne ral of Prisons/ 
Sl•:-': r intendents of 
Prisons 

4 , Indust ries and 
Commerce De pa r t -
ment 

Director of I nd us­
tries and Commerce 

Jo int Director of 
I ndustries and 
commerce/Assistant 
Director of Indus­
tries and Commerce 
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2.2 .4. l!igt1lights 

Non-observance of provisions of the Sales 
Tax Act and Goverruuc::i t/ depar·tmc11lu l instruc liom:> 
regarding furnishing of monthly stalc.:menls of s<J ins 
tax collect ion. reconciliation. ch1mges in rates 
etc. , by Departments of Commercial Taxes, Forests, 
State Excise and Pr-isons resulted in 

sale s tax collections of 
lo Forest Development 

being credited into Government 
to 1908-89 ; 

(a) transfer of 
at least Rs . 31. 22 lakhs 
Corporation instead of 
account during 1976-77 

(b) short levy due to application of incorrect 
rate of tax/royalty amounting to Rs .1. 42 lakhs; 

( c) shor~ levy amounting to Rs. 93, 440 due 
to omission to include Central excise duty in sale 
price of sawn-timber despite Tribunal's decision; 
and 

( d) non-ievy of sales tax amounting 
to Rs.1. 84 crores on the element of State Excise 
duty included in the sale price of arrack so1d 
during the period April 1986 to 30th June 1987 
due to giving belated effect to a Supreme Court 
Judgement of 1985 . 
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2 . 2 . 5. Year-wise de tails of collection of tax by 
Government Departments 

The year-wise com parati\·e statement of 
sales tax collected by the registered dealers and 
the tax collected by Government Departments is 
given below: 

Ye.Wt 

1984-85 

1985-86 

i986-87 

1987-88 

1988-89 

Re.9.i.~te.1te.d 
v e. ale.If.~ 

(In CJtO'l.e~ 

479 . 87 

589. 41 

642 . 74 

769. 17 • 961.37 

Gove..1t.rzme.nt 
Ve.paiz.tme.nt~ 

01' lf.upe.e.~) 

4. 72 

6.64 

4.25 

6 . 92 

35.87 

From the above table it is apparent that 
there is substantial variation between the figures 
of collection of sales tax by the departments during 
the period 1984- 85 to 1987-88 and that collected 
during 1988-89 which could not be explained by the 
department since the Commercial Taxes Department 
had not maintained department-wise details of 
collect ion. 

2 . 2 . 6. Examination of departmental records 

A. Commercial Taxes Department 

According to circular instructions issued 
by Government in June 1970 and modified later in 



33 

' August 1971, it is the re&ponsibility of the Heads 
of Of fices to account for the sales tax collected 
by them and to remit the same into Government 
treasury as provided for in the Karm:taka Financial 
Code, 19.JB (Vol.I). The remittance had to IJe 
made either by drawing a crossed cheque/ Deuumd 
Draft in fa\·our of the Commercial Tax Officer 
concerned or by direct remitta:ice into the Treasury 
after getting the ch all ans duly countersigned by 
the jurisdictional Commercial Tax Officers. Further, 
these remittances were required to be intimated 
to the jurisdictional Commercial Tax Officers through 
monthly statements in the prescribed form for 
being checked. accounted -and reconciled by the 
Commercial Tax Officers concerned. 

1. Non-observance of Government instructions 

Contrary to the instructions of the Government 
issued in June 1970 and August 1971. none of the 
jurisdictional Commercial Tax Officers were in 
receipt .Jf the monthly returns from the 
departmental officers effecting sales of goods taxable ~ 
under the Act . Further, no action had been taken 
to identify the offices from whom such returns 
were due and where such returns were received 
from two Forest divisions of one circle (Canara 
circle), no action was taken to scrutinise and 
process them as per the aforesaid instructions 
of Government in the matter. 

2 . Non-accountal/reconciliation of remittunces 

( i) . .\ccording to the departmental instructions 
issued in !\larch 1962, the jurisdictional Commercial 
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Tax Officers are required to maintain a separate 
section in the 'D' Register for noting the remittances 
made by the departmental officers and to take 
thell} into the Demand and Collection Registers 
( G-2) and the Demand, Co~ lection and Balance State­
ment treating the amount a1; demand and collection. 
No action \\'as, however, taken by the Commercial 
Tax Officers to account for t he remittances reported 
by the departmental officers. The Commissioner 
of Commercial Taxes, s tated (Februay 1990) t hat 
the Government were being addressed in the matter 
seeking modification of their orders of June 1970 
and August 1971 making the Departments themselves 
responsible for accountal and reconciliation of 
sales tax collected by them. 

(ii) While the remit tances made under the 
Head "040-Sales Tax" in respect of the registered 
dealers are being accounted for in Demand and 
Collection Register and r econciled with the figures 
of the treasury, it was observed that such remi­
ttances made- by the departmental officers were 
not being reconciled by the Commercia! Taxes 
Department al thqJgh 

1 
thesr h ad been accoJ...r1ted for 

in the above rekister . 'l;'he department contended 
(February 1990) . that such a reconciliation need 
not be done -as Government Departments were not 
required to be assessed as per law and it was 
added that the Government were addressed in the 
matter. Since the reconci liation of remittances 

Jnade by othei"-qepartmenls into treasuries is enjoin­
ed on the Commercial Taxes Department as per 
departmental instructions issued in 1962 , the repl v 
furnished by the depa:·tment is not tenable . 



35 

B. Forest Department 

1. General 

l\lonthly statements shO\ring particulars 
of sales tax collected by Government offices 
required to be sent to the jurisdictional Commercial 
tax officers were not found sent during the period 
1982-83 to 1988-89 test checked during this review. 
Out of 31 forest di visions i n the State. in six 
forest di\·isions selected for test check, it was 
found that the prescribed monthly returns were 
not being rendered by four di visions despite stan:ting 
instructions of Government, while the returns sent 
to the jurisdictional tax officers by the other 
two divisions during the same period did 
not cont ain details relating to the commodity sold, 
sale value, rate of sales tax charged etc. , render­
ing such statem.ents not susceptible to any scrutiny 
by the Commercial Taxes Department . 

2. Results of test check by Audit 

( i) Short levy due to non-iJclusion of Central 
excise duty in the sale price of sawn-
timber * 

According to the decision of the Karnataka 
Appellate Tribunal , Central excise du ty paid on 
excisable goods forms part of sale price of goods 
and thus goes into the computation of sale consi­
deration for purposes of levy of sales tax under 
the relevant Sales Tax law. 

•:< Cuffee Board Vs. State of Karnataka- KLJ . 31.1. 1980 
Page 1-decision dt. 22. 6 .1979. 
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It was, ho\\ ever, noticed that in one forest 
di vision in U t tara Kannada though Central excise 
dut,· to the extent of Rs.14 . 65 lakhs waE paid 
during the period H!th June 1S77 to 28th February 
1985 on ~a\\ n- tim uer, the same r<as not included 
in the sale price for pur poses of levy of sales 
tax though the iact was known to the Government 
being the respondent in t he c3se . This resulted 
in a short levy of sales tax to the ex tent of 
Rs. 93 , 440 as detailed below 

Pe.Jti.od 

18.6. 1977 
to 

31 . 3. 1982 

1.4. 1982 
to 

28. 2.1985 

Ce.nt11.at e.xc.l~e. 
duty pai.d 

(In [ahh~ 
IZ.upe.e.~) 

5.94 

8 . 71 

14 . 65 

of; 

Rate. (J t Sho1tt ee.vy 
oale.~ tax 06 
appt.i.c.abte. ~a(e.~ tax 

( Pe.1tce.1:ta9e) 

4 23, 748 

8 69 , 692 

93 .~40 

The above mistake could have been rectified 
had the di vision concerned forwarded the monthly 
sta tements to tho Commercial Taxes !Jepartment 
and the same hod br"n checked by the Commercial 
Taxes Departm cnt as per the prescribed procedure . 

(ii) Erroneous transfer of sales tax receipts 
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to Karnataka Forest Devel opment Corporation 
instead of being credited to Government 

In pursuance of Government Order dated 
July 1976 . an area of 81. UOU ac..rec..: of eucalyptus 
plantations belonging to the Fornst Department 
was transferred to the Karnatah.a Forest Oevelop­
menl Corporation for ex traction and removal by 
the wood - oased industries and raising fresh planta­
tions . The actual area to be transferred was 
physically determined only during 1988 after 
necessarv identificc;tion. In the meanwhile , the 
forest di\·isions which exercised control over 'the 
area transferred. collected the cost price of trees 
and tq...xes due from the purchasers through bank 
drafts and transferre.d the entire proceeds to the 
Corporation instead of crediting the tax portion 
to the Government account. Such transfers included 
sales tax collection to the extent of Rs . 5. 76 lakhs 
in Shimoga division and Rs . 25 . 47 lakhs in 
Bhadravathi division which \\"aS required to IJe 
deposited into the treac:;ury as per provisions of 
Sales Tax Act and instructions issued by Gover nment . 
No details in this regard were available i n respect 
of Canara Circle where credits to the ex tent of 
Rs. 2 . 85 crores were transferred to the Forest 
Development Corporntion during 1976- 77 to 
1988- 89 . Credits on account of sales tax collection 
irregularly transferred to the Corporation amounted 
to L 1intended benef:t to the Corporatiori. 

(iii) Short l evy of tax ov:ing to a pplication 
of incorrect r ate of tax 

.~ccording to the Governir.ent circulars issued 
in 1970 ana 1971 follo\\ert by Commissioner of 
Commercial Taxes :::ircular instructior1s in October 



I 

38 

1979 and November 1988, the departments collecting 
sales tax were 1equired to send the monthly returns 
to the Commercial Taxes Department for scrutiny 
and accountal. 

During test-check of records of five forest 
di visions it was observed that in eleven cases , 
there was short levy of sales tax to the extent 
of Rs. one lakh during the years 1984- 85 to 
1986-87 on sale of timber and tamarind on account 
of application of incorrect rates of tax as mentioned 
below 

a) Sales tax on timber was levied at the 
rate of 8 per cent (and 30 per cent development 
cess thereon) on sales made after 1st April 1986 
although the applicable rate of sales tax was 13 
per cent. 

b) Development cess at the rate of 30 per 
cent of sales tax from 1st August 1985 was not 
levied but surcharge and rural development cess 
at the rate of 10 per cent each was collected. 

c) Rural development cess at the rate of 
10 per cent of sales tax leviable from 1st April ,. 
1984 (in addition to surcharge at the rate of 10 
per cent) was not levied on sales of ti:nber made 
during 1st April I 984 to 31st July 1985. 

The respective District Conservators accepted 
(February 1990 and March 1990) the short levy 
pointed out above. Details of recovery have not 
been intimated (March 1991). The above mistakes 
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could have been noticed and rectified had the 
monthly returns due to the jurisdictional Commercial 
Tax Officers been prepar-ed ;md sent for scrutiny 
by the jurisdictional Commercial Tax Officer~ and E.:lso 
had the Commercial Tax Dena1·tinent intimated the 
changes in tr1e tcix structure· to the Forest Depart­
ment from time to time in accordance with the 
circular instruc tions of Government issued in 1970 
and 1971 and by the Commerci.al Tax Department in 
October 1979 and November 1988. 

(iv} Short levy of sales tax on accmmt 
of restrospective revision of seigniorage 
rates 

The seigniorage rates for timber and other 
forest produce were revised under Order No . A6-
IND-76/80-81/ dated 29th June 1982 of the Chief 
Conservator of Forests ( Gl) in Karnataka, Bangalore 
with effect from 29th June 1982. By a validation 
clause introduced by the KarnRtaka Forest 
(Amendment) Act , 1984 (Act 11 of 1984), the revised 
seigniorage rates referred to above were given 
retrospective effect from 23rd February 1981. 
Further, the Governm ent in their order No . FFO 224-
FDP dated 6th February 1986 provided a facility 
of paying the arrears due by the wood-based 
industries for the period from 23rd February 1981 
to 2~th June 1982 in five equal instalments beginning 
1 rnm the assessment year 19135-86 , subject to 
payment of interest at the rate of 5 per cent during 
tne period 23rd February 1981 to 13th January 1984 
anu at the rate of 10 per cent thereafter. The 
:·evised seigniorage rate fixed in respect of 
eucalyptus was Rs. 205 per tonne under the above 
mentioned order dated 29th June 1982. 
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It was, however , seen f ram the records 
of one di vision in Kodag1..1 district pe:-taining to 
supply of eucalyptus to a firm that 1, 9J7 tonnes 
of such \'< ood :::-up plied during t-.Iay 1981 to :-.Jovem ber 
1981 was c.hc.rged at the rate of Rs . ~-l per tonne 
and supplies of 2. 075 t .. m11es frc..m December 1981 
to l\1ay 1982 \\Bre charged at the incorrect rate 
of Rs .120 per tonne. Since the actual rate 
applicable dur;ng the abm·e period \\as Rs . 205 
per tonne, as aforesaid. there was sho:-t realisation 
oi sales price by Rs. 5. 71 lakhs and short levy 
of sales tax thereon by Rs . 23, 266. 

C. State Excise Department 

1. General omissions and defects 

Under the Karnataka Excise ( l\lanufacture 
and Bottling of Arrack) Rules, 1987 . the permit 
holders are allowed to lift the allotted consignments 
of arrack after the payment of its price and duties 
therecn to Government . The sales tax due is 
directly remitted by them into the treasury under 
the head 11 0-10- Sales Tax" and the challans in 
support of the remittances are made over to the 
Inspectors in- charge of the bottling units fo r 
verification and release of the bottled arr ack . 
It was , howevP.r , observed that the Inspectors 
in cha "'ge ~if th~ three bottling uni ts test-checked , 
were not rem~:'ring the prec:.c1 ibed mont!1ly statements 
during the period 198~- 35 to 1 o ~ -89 to the 
juri ...;diet io11.-1 l Commercial T . .\x Officers . contrary 
to Go,:ernr :ent orders in the matter nor did they 
reconcile the figures of the challans \\ ith the 
treasury schedules as lai d down in the h.arnataka 

• 
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Financial Code, 1958 . Similar omissions were 
noticed in the offices of the Superintendents of 
Excise also who disposed of the seized goods. 

The Commissioner· uf Stale excise stated 
(June 1980) that since tlw collection of sales tax 
on arr~ck sales did not iorm part of their depart ­
mental revenue (i.e. . E:\.cise Revenue) no verification 
or reconciliation was done by them and it \\'as 
added that they had dpµr 1 -.. 1 d the CrJn.:·1 : ;-;s io11cr 
of Comrierc1dl Taxes in t!1e matter sta•ing tt1dt 
necessary particulars \\'Ould be furnishC'd to th\J 
Commercial Taxes Department regarding the sales 
tax collections made by them for scrutiny and 
reconciliation by the Curr'Tlerci2l Taxes Department. 
The r eµly furnished by the Excise Departml:~nt 

is not ·tenable since it is the p::-imary responsibility 
of the officer accepting the challans in proof of 
remittance of Government cl~ics to verify the challan 
with the treasury accounts as laid down in 1'arnata.h.a 
Financi:::l t.-occ, 1958 . Failure to adhere to the 
instructions of Government contained in Government 
circular s of 1970 and 1971 resulted in non- reconcilia-

' lion of collections and remittance by t he 
Departmental authorities . Thereby . no means 
subsists to ensure that all the moneys collected 
have been credited to Government. Report on 
action t.;ken by Commercial Taxes Department for 
reconciliation ol amounts remitted through challans 
by the permit holders wi ! h the treasury schedules 
has not been rccci vc:d ( i\10~· • !J~!U) . ' 

Failure on the nn::-t of the Commercial 
Taxes Uep,11 tmcnt to uutdi11 ile monthly return and 
ensure reconcili::ition of money collected and remitted 
to Government in contra,·ention of the circular 
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of 1970 and 1971 resulted 
system intended to ensure 
Government collections. 

in a failure of the 
proper accourtal of 

2 . Result of test check by Audit 

Non-inclusion of State excise duty in sale 
price of arrack resulting in non-levy of 
sales tax 

It was seen durjng test check of office 
of the Commiss ioner of Excise that while charging 
s ales tax on arrack, the e lement of State excise 
duty payable by the arrack contrac tor was not 
considered as part* of taxable turnover. It has 
been judicially held that such 'excise duty' 
would form part of consideration for sale 
by whom soever it is paid. The State Excise 
Department, howeve r, le,·ied sales tax on the 
element of excise duty onl y from 17th August 
1987 as oer the instructions contained in Government 
letter dated 7th August 1987. Although the decision 
of the Supreme Court (January 1985) was brought 
to the notice of the Government , it was only in 
August 1987 , the Government issued instructions 
to the Excise Department to levy sales tax on 
excise duty prospectively . There was, thus, 
loss of revenue amounting to Rs .184 . 29 lakhs to 
Governm 0 nt on account of non-le \' \. of sales tax 
on the element of excise duty from April 1986 
to 30th June 1987 . This excludes Rs .140 lakhs 

( ~· ) Mc Dowell 6 Co . ( P) Lim ited \'S. Commercial 
Tax Officrr , Andhra Pradesh ( 1985) 59 STC 277 (SC). 
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(pertaining to 1985- 86) already pointed out in 
paragraph 4 . 13. 8 of Audit Report (Revenue Receipts) 
of Governm ent of KarnHlak~ for 1986-87. 

D. Prisons Depar tment 

1. Gener a l 

The Department of Prisons were not render­
ing monthly statements during 1982-83 to 1988-89 
to the jurisdictional Commercial Tax Officers 
concerned contrary to the orders of Government 
issued in June 1970 and August 1971. Verification 
of the remittances made towards sales tax collected 
with those of the t r easury schedules were also 
not being carried out . The department stated 
(March 1990 ) that the prescribed procedure would 
be followed in consul tation wi th the Commercial 
Tax Authorities . 

2. Results of test check by Audit 

Short levy due to incor r ect application 
of rates of tax 

From a scrutinv of the recol'ds in the 
Prisons Department. · it was observed that the 
departmental authorities were not aware of the 
revised rates of sales tax applicable from 1st 
April 1984 and onwards. Non-receipt of clarifi­
catory circulars from the Commercial Taxes Depart­
ment was stated to be the reason for such omission. 
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.Accord1ng tu the instructions issued by the 
Cor.11u issioner of Commercial Taxes , Bangalore in 
CJctnber 1979 and November 1988 the Commercial 
1 dxes Department \\as also required to intimate 
the departments concerned . the changes in the 
1 dle " or sales t ax frof'l time to time on the goods 
de::il 1 with by those departments . Failure on the 
pan nf both the departments resulted in application 
cif incorrec rate of tax on goods and consequent 
snor t l(;,·y n1 tdX to the extent of Rs.18,593 during 
the period 1st A.pril 1~8.J t0 ~8th February 1990. 

The foregoing poi:1ts v:e1·e reported to 
Government bet ween Jam1ary 1990 and i\larch 1990 
and fo1 lo\<'Cd uo b\" r-emindar ( '.\larch 1991); the i r 
rnr-J y nas not i..;een ·received ( -\ugu..;t J..991 L 

2. 3 Short levy due to incorrect classification of 
goods 

In 13 ca:;es invoking short levy of tax 
due to incorrect classiiication of goods sold. an 
amount of Rs .1 . 73 lakhs was recover8d (March 
1990) in 5 case.5 , Ahile in 8 cac:;es involving Rs.2.63 
lakhs. rectificatory action to raise additional 
demand taken /initiated by the department, at the 
instance of Audit. A fe\\' other cases are mentioned 
belo.-1. 

(:) (a) Uoder me t(arnritaka Sales Tax 
·'..ct. ~c-.;7 . printed materials othe::- than books 
" " · 11t i. i' readir~Q \rere ta'i:able a: the general 
ra!e ··· , t ~l:~t ~larch 1984 and at 'he rdte of 6 per 
cent irOiJ 1st April 1984 to 31st ~1ar-h 1986, on 
ins1~rtj on af a separate entry. 
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In BangalorP City, an assessee ha~ sold 
glamine opaque foils and aluminium foils in ~lrqic.; 
duly printing on thC'm as dei:;ired by customers . 
!Juell sales f ram J 98 'i -84 to 1985- 86 amounting to 
Rs . 4. 71 lakhs were taxed (between April 1988 
and March 1~89) at 4 per cent for the years 1983- 84 
and 1984- 85 as ' containers' and at 5 per cent 
for the year 1985- 86 as 'unclassified goods ' . Since 
the printed glamine foils and aluminium foils were 
sold in the form of strips and not i n the form 
of containers. tax was leviable for the year 1983-84 
at 5 per cent as unclassified goods and for the 
years 1984- 85 and 1985- 86 at 6 per cent as printed 
materials . The mistake resulted in tax being 
levied short by Rs. 71 , 970 (including surcharge 
and rural deve lopment cess) . 

On this being pointed out to the department 
in December 1989, they s tated (January 1991) tha~ 
the records for the year 1983-84 have been taken 
up for suo motu revision and for the years 1984-85 
and 1985-86 revised orders have been passed in 
December 1990. Further report has not been 
received (November 1990) . 

The case was reported to Government 
in !\larch 1989; their reply has not been received 
(November 1990) . 

( lJ l The Commissioner of Commercial Taxes 
has clarHicd (July 1989) that '' Shell grit" was 
taxable under the State Act at multipoint. as 
applicable to unclassified goods up to 31st March 
198B (i.e. • at 5 per cent up to 31st March 1986 
and at 7 per cent f ,·om 1st April 1986) . 
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Further, as per the provisions of the 
Central Sales Tax Act, 1956, on the inter-State 
sales of goods (other than t he declared goods) , 
tax is leviable at the rate of 10 per cent or at 
the rate applicable to t he sale or purchase of 
such goods inside the Sta te under the State Act. 
whichever is higher. In case such sales are 
supported by the prescribed declarations. tax 
is leviable at the concessional rate of 4 per cent . 

In Dharwad district, on inter-State sales 
of shell grit (both supported a'1d not supported 
by prescribed declarations) amounting to Rs.10.73 
lakhs made by two dealers, during the period 
from 1st March 1984 to 31st December 1986, tax 
was levied at the rate of 3 pe r cent treating them 
as poultry feed instead of treating thel'!l as unclassi­
fied goods and levying tax at the rate of 4/ 10 
per cent as aforesaid. The mistake resulted in 
tax being levied short by Rs.49 ,084. 

On the mis take bHing pointed out (May 
1989) in audit, the assessing officer stated that 
shell grit is poultry feed and taxable accordingly. 
The reply is not tenable in view of the above 
mentioned clarification of the Commissioner of 
Com mercial Taxes. 

The case 
in Jure 1990 : their 
( :-.iovem bc?r 1990). 

was r epcrted to Government 
re9l y has not been received 

(ii) Under the Karnataka Sales Tax Act , 
1957, on sales of chemicals of all k inds , tax was 
leviable at the rate of 10 per cent up to 31st March 

\ 
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1986 and at 13 per cent from 1st April 1986 to 
31st March 1987 at the point of firs t or earliest 
of successive sales in the State . The Commissioner 
of Comme r cial f ax es has clarified (June 1988) 
that "tatty acids" are chemicals . 

In Bangalore City . on sales of fatty acids 
amounting to Rs. 51. 90 lakhs made by a dealer 
during the years 1983-84 and 1985-86 (July to 
June) . tax was levied at the rates of 5 and 7 
per cent treating the goods as unclassified items 
instead of levying tax at 10 and 13 per cent as 
afores aid. The mistake resulted in tax being 
levied short by Rs. 3 . 11 lakhs . 

On the mistake being pointed out (January 
1990) in audit the department stated (November 
1990) that revised orders were passed (May 1990) 
levying the differential tax of Rs. 3 . 11 lakhs. 

The case was reported to Government 
in January 1990. 

(iii) Under the Karnataka Sales Tax Act , 
1957, on sales of medicinal and pharmaceutical 
preparations, tax is leviable . with effect from 
1st April 1986 . a t the rate of 10 pe r cent at 
the point of 1fr::; t or the earliest of successive 
sales \~· ithin the State. Under the pro\·i s ions 
of the Central Sales Tax Act, 1956 . on inter-State 
sales of goods (other than declared goods) not 
covered by prescribed declarations . tax is leviable 
at the rate of 10 per cent or at the rate applicable 
to the sale or purchase of such goods inside 
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the appropriate State , \\ hi cnever is higher. 

The Commissioner of Commercial Taxes 
clarified (February 1987) that feed supplements, 
mineral mixture concentrates for use as cattle and 
poultry feed supplements, ar e taxa!Jle at 3 per 
cent and all other medicines such as antibiotics , 
vitamins and the like , would be taxable at 
10 per cent applicable to medicinal and pharma­
ceutical preparations under the Act. 

In Bangalore district, while finalising (May 
1988 and June 1988) assessments of a manufacturing 
dealer in feed supplements and medicines, tax 
on first sales of v itamins and antibiotics amounting 
to Rs. 43 lakhs made during the years 1985- 86 and 
1986- 87 (May to April) , was incorrectly levied 
at the rate of 3 per cent applicable to 
feed supplements instead of at t!le correct rate 
of 10 per cent, as aforesaid , on both intra- State 
and inter- State sales . The mistake resulted in 
short levy of tax by Rs . 2 . 99 lakhs . 

The mistake was pointed to the department 
in October 1989 and was r eported to Government 
in March 1990; their replies have not been received 
(November 1990). 

(iv) Under the 1'arnataka Sales Tax Act , 
1957 , on sales of fibre glass sheets and articles 
made of fibre glass excluding helmets , tax was 
leviable at the rate of 10 per cent (up :o 31st 
March 1986) , at the point of fi rst sale. 
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In Bangalore City, on sales of fibre glass 
rolls amounting to Rs. 25. 07· lakhs made by a dealer 
during Deepavali years 1983-84 and 1985-86, tax 
was incorrectly levied (June 1988 and February 
1989) at the general rate of 5 per cent applicable 
to unclassified goods instead of at 10 per cent 
as aforesaid, resulting in tax being levied short 
by Rs .1. 54 lakhs. 

The mistake was pointed 
ment in Decenrber ·· 1989 and 
Government in May 1990 ;. their 
been received (November 1990). 

out to the depart­
was reported to 

replies have not 

( v) Under the Karnataka Sales Tax Act, 
1957, on sales of electronic goods, typewriters, 
tabulating machines, calculating machines ( includ­
ing all types of mechanical or electronic 
calculators) duplicating machines, roneo machines, 
parts and accessories thereof, tax is leviable at 
the rate of 20 per cent, with effect from 1st April 
1986, at the point of first or:. earliest of ,.successive 
sales within the State. · · , S.pa:res,, and domponents 
of electrical plain '' paper -cop:iers, · i.e., duplicating 
machines are accordingly t~able at the above 
rate. 

By a Government notification issued in 
March 1986, the basic rate of tax on certain 
specified items of electronic goods was reduced 
to 4 per cent, with effect from 1st April 1986. 

In Bangalore City, on sales of spares and 
components of electrical plain paper copiers (i.e. , 
duplicating machines) amounting to Rs.8. 70 lakhs, 

~~~· - AG-R· A 
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made by a dealer during the year 1986-87, ta.x 
was incorrectly levied (February 1989) at the 
r ate of 4 per cent, treating them as electronic 
copiers. The mistake resulted in tax being levied 
short by Rs .1. 39 lakhs . 

The mistake was poin ted out to the depart ­
ment in January 1990 and was reported 
to Governm ent in May 1990: their replies have 
not been received (November 1990) . 

(vi) Under the Karnataka Sales Tax Act, 
1957, on sales of rice bran, tax was :..eviable 
at the rate of 4 per cent. from 8th September 
1976 to 31st March 1984. The Commissioner of 
Commercial Taxe~ has clarified in October 1988 
that rice bran and de-oiled rice bran are one 
and the same commodity. Further, under the 
Central Sales Tax Act, 1956 , on inter-State sales 
of goods, other than declared goods , without 
'C' or ' D' forms, with effect from 1st April 
1963, tax at the rate of 10 per cent or State 
rate, whichever is higher, is leviable. 

In Shimoga, while concluding (April 1988) 
the assessments of a manufacturing dealer in rice 
bran and de-oiled rice bran from the year 
1978-79 to 1980-81, the sales turnover of Rs .17. 59 
lakhs, was taxed at the rate of 2 per cent as 
applicable to "rice bran oil" instead of at 4 per 
cent applicable to de-oiled rice bran aforesaid. 
The m isclassif ica tion of goods resulted in short 
levy of tax of Rs. 42 , 447. Further , on inter-State 
sales of de-oiled rice bran amounting to Rs. 9. 44 
lakhs during the same period without 'C' forms, 
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tax was levi~d at 2 per cent instead of at 
1.0 per cent resulting in short levy of Rs. 75, 528. 
The total short levy of tax amounted to 
Rs .1. 18 lakns. 

On the above mistakes being pointed out 
(November 1989) in audit, the department raised 
: December 1989) demand for the differential tax. 

The case was reported to Government in 
-1arch 1990. 

(vii) Under the Karnataka Sales Tax Act, 
_ 957, on sales of non-ferrous scrap , tax was 
eviable at the rate of 6 per cent up to 31st March 

_986 at the point of first or earliest of successive 
... ales within the State. On sales of goods not 
rncluded in any of the Schedules to the Act, tax 
was leviable at the rate of 5 per cent up to 
1st March 1986 on all points of sale. A-' cess 
t the rate of 10 per cent of the tax under 
ection 5 or 6 of the Act was also leviable from 
st April 1984. 

(a) In Dharw ad district, on auction sales 
-f non-ferrous scrap amounting to Rs. 52. 25 lakhs 

ade by a department of the Central Government 
uring tho year 1984-85, tax was levied (July 

=988 ) at the rate of 5 per cent t reating the goods 
::s general goods instead of at 6 per cent 
[JJplicable to non-ferrous scrap as aforesaid. 
:tie mistake resulted in short levy of tax of 
s.62 , 700. 

\ 
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Rural development cess amounting . to 
Rs. 29. 420 was also omitted to be assessed (July 
1988) in the same case on tax of Rs. 2. 94 lakhs 
levied on auction sale of unserviceable goods. 

The omissions were pointed to the depart- . 
ment in July 1989 and August 1989 and were 
reported to Government in January 1990; their 
replies have not been received (November 1990). 

( b) Similarly, in Belgaum and Bangalore 
districts. on the first sal .... of non-ferrous/ aluminium 
scrap amounting to Rs. 49. 46 lakhs made by two 
dealers during the period from 1st Apri 1984 
to 31st December 1985. tax was incorrectly levied 
at the general rate of 5 per cent treating them 
as general goods instead of at the applicable 
rate of 6 per cent. The mistakes resulted in 
tax being levied short by Rs. 59, 841. 

On the mistakes being pointed out in 
July 1989 and December 1989, the department 
stated (September 1990) that rectificatory orders 
were passed and an additional demand, in one 
case, was raised (August '1990) for Rs.30,640. 
Reply in the other case (Rs.29 ,205) has not been 
received (November 1990). 

The cases were reported to 
in January 1990 and April 1990; their 
not been received {November 1990). 

Government 
reply has 

(viii) Under the Kar:la taka Sales Tax 
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Act, 1957. on sales of toilet articles except toilet 
soaps and such other toilet articles as may be 
specified by the Sta te Government by notification. 
tax is leviable at the rate of 13 per cent, wi th 
effect from 1st April 1986 , at the point of firs t 
_sale . It has been judicially held * that medicated 
Brahmi oil is a toilet article and that the 
manufacturer's description that it was a specific 
remedy for headaches. insomnia etc. does not matter. 

In Dakshina Kannada district, on sales 
of Brahmi oil amounting to Rs.12.17 lakhs made 
by a dealer during the Co-operative year 
1986-87, tax was levied (March 1989) at 10 per 
cent treating it as a medicinal preparation instead 
of at the scheduled rate of 13 per cent as appli­
cable to toilet articles . The misclassification 
of goods resulted in tax . being levied short by 
Rs . 40,770. 

On the mistake being pointed out. (February 
1990) in audit, the assessing officer stated that 
'Ram tirth' Brahmi oil is not a perfumed oil and. 
therefore , not a toilet article quoting reference 
to the case of Ram tirth Yogashram vs. State of 
Maharashtra ( 1968) 22 STC 7 6 (Born) . This decision 
is not relevant in the present context as the question 
decided in this case was whether Ram tirth Brahmi 
oil was a "perfumed oil" or not with reference 
to the relevant entry in the Bombav Sales Tax 
Act. It was also held that the mo-de in which 

* D. K. Sandhu Bros. vs . The State of Madhya 
Pradesh (Board of Revenue) (1953) 4 STC 397 (MP) 
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a person may choose to advertise his commodit~ 
cannot be decisive in determining its real nature . 

The case was reported to Governmen 
in June 1990; their reply has not been recei vec 
(November 1990) . 

(ix) Under the Karna taka Sales Tax Act , 
1957, on sales of lubricating oils including grease 
and furnace oil and coolants, ta.x was levia ble 
at the rate of 10 per cent from 1st April 198~ 

to 31st March 1986 and at 13 per cent from 1st 
April 1986 to 31st March 1987 at the point of 
first or the earliest of successive sales wi thir 
the State. With effect from 1st April 1987, furnace 
oil. transformer oil and coolants are taxable at 
13 per cent , under a new entry inserted in the 
Second Schedule to the Ac t . 

In Bangalore Ci ty , on sales of coolants 
amounting to Rs.5.90 lakhs made by a dealer 
during the years from 1985- 86 to 1987- 88 , tax 
was levied at 5 and 7 pe r cent treating the goods 
as unclassified items instead of at the _applicable 
rate of 10 and 13 per cent as aforesaid. The 
misclassification of goods resulted in tax being 
levied short by Rs . 35, 550 . 

The mistake was pointed out to the depart­
ment in February 1990 and was reported to Govern­
ment in June 1990; their replies have not been 
received (November 1990 ) . 
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(x) Under the provisions of the Karnataka 
Sales Tax Act, 1957 , on sales of power loom 
castings , which are parts of textile machinery, 
tax was lev iable at the rate of 8 per cent up to 
1-1 th March 1980. 

In Bangalore City , on sales by a 
manufacturer of powerloom castings amounting to 
Rs. 5 . 80 lakhs, during the assessment year 
1977- 78 , tax was incorrectly levied (June 1988) 
at the general rate of 4 per cent treating them 
as rough castings. The misclassification resulted 
in tax being levied short by Rs. 25, 53-l. 

The mistake was pointed out (July 1989) 
in audit to the department and was reported to 
Government in December 1989; their replies have 
not been received (November 1990). 

(xi) Under the Karnataka Sales Tax Act, 
1957, on sales of floor, wall and roofing tiles, 
not covered by any other entry of the Schedules 
to the Act , t ..vc is leviable at the rate of 12 
per cent (up to 31st March 1986) and at the rate 
of 15 per cent thereafter., at the point of first 
or the ea.rlies e of successive sales in the State. 
Marblex tiles and vynaflex tiles are · taxable 
accordingly . 

In Bangalore City, 
of marblex and vynaflex 
amounting to Rs. 23. 56 l akhs , 
during the Co-operati ve year 

on the 
tiles 
made 
(1st 

first sales 
(floor tiles) 
by a dealer 
July to 30th 
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J une) 1985-86, tax was incorrectly levied (January 
1989) at 10 per cent treating them as articles 
made of plastic instead of at the applicable rate 
of 12 and 15 per cent as aforesaid. The mis­
classification of goods resulted in tax being lev ied 
short by Rs. 63, 690. 

The mistake was pointed out 
ment in September 1989 and was 
Government in April 1990; their 
not been received .(November 1990). 

to the depart­
reported to 
replies have 

(xii) As per the provisions of the 
Central Sales Tax Act, 1956, on inter-State ·sales 
of goods (other than declared goods) not supported 
by prescribed declarations, tax is leviable at 
the rate of 10 per cent or at the rate applicable 
to the sale or purchase of such goods inside the 
State under the State Act, whichever is higher. 
The Commissioner of Sommercial Taxes clarified 
(February 1987) that mill spun yarn (blend of 
synthetic fibre, wool, silk and cotton) falls under 
entry 24 of the Second Schedule to the Karnataka 
Sales Tax Act, 1957, applicable to all kinds of 
mill yarn excluding cotton yarn, spun silk yarn 
and filature silk on which tax at the rate of 4 
per cent was leviable up .to 31st March 1986. 

In Belgaum City, on inter-State sales 
oi blended cotton yam not covered by the prescrib­
ed declarations (blend of polyster yarn. staple/ 
viscous yam and cotton yarn) amounting to Rs. 2. 71 
lakhs made by a dealer during the year 1984- 85 
(July 1984 to June 1985), tax was incorrectly 
levied (April 1988) at 2 per cent treating it as 
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cotton yarn (declared goods) instead of at 10 per 
cent as applicable to mill yarn as aforesaid. which 
resulted in tax being ' levied s hort by Rs. 21. 694 . 

• 
The mistake was pointed 

ment in Dece.m ber 1989 and 
Government in May 1990; their 
been received (November 1990). 

out to the depart-
was reported to 
replies have not 

2.4. Application of incorrect rates of tax 

(A) In t1 cases involving short levy due 
to application of incorrect rates of tax. an amount 
of . Rs. 63, 832 · was recovered in two cases while 
in the remarnrng cases involving Rs . 3 . 22 lakhs. 
rectificatory action was initiated/ completed between 
October 1989 and June 1990 by the department at 
the instance of Audit . A few other cases are 
mentioned below. 

( B) (i) Under the Karnataka S8les Tax 
Act, 1957, I all machinery and spare parts and 
accessories thereof' attract levy of tax at the 
rate of 10 per cent, with effect from '1st April 
1986 to 31st March 1987, and at 13 per cent there-
after . • 

According to the 
Commissioner of Com mercial 
drilling machinery and its 
attract levy of tax at 13 
part. 

clarification issued by 
Taxes. in July 1988, 

spares and accessories 
per cent •s machinery 

In respect of a manufacturing dealer in 

• 
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Bangalore district , drilling rig accessories, such 
as H-tank suction manifold, water tank platform 
ring channel, bit stand , R. M. tray ladder etc. , 
which are machinery parts as aforesaid , sold to 
an extent of Rs. 25.89 lakhs during the years 1986-87 
(1st Decem ber 1986 to d1st March 1987) and 1987-88 , 
tax at the rate of 4 per cent was incorrectly applied 
(December 1987 and August 1988) instead of the 
correct rate of 10/ 13 per cent (applicable to all 
machinery and spare parts and accessories thereof) . 
The mistake resulted in tax being levied short 
by Rs.2.06 lakhs. 

The mistake was pointed out to the depart­
ment in November 1989 and was reported to Govern­
ment in April 1990: their replies have not been 
received (November 1990). 

(ii) Under the Karnataka Sales Tax Act , 
1957, on sale of groundnut oil , coconut oil and 
all other edible oil!:> but excluding edible oils 
which are the pro ducts of village industries, 
tax was leviable at the point of first sale as under : 

'1. Non-refined 1st April 1984 2 per cent 
to 31st March 
1986 

2. Refined 1st April 1984 4 per cent 
to 31st July 

• 

• 

1985 

1st Augus t 1985 6 per cent 
to 31st March 
1986 
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However , by a notification issued in October 
1984 (effective from 1st November 1984), the rate 
of tax on refined oil was reduced to 2 per cent 
subject to the condition that such oil was manufactur­
ed out of non-refined edible oils which had already 
been subjected to tax under the Act. 

In Bangalore City , on first sales of sun­
flower refined oil amounting to Rs. 30. 28 lakhs, 
made by a manufacturing dealer during the period 
from 1st August 1985 to 31st March 1986, tax was 
incorrectly levied (March 1989) at the rate of 
2 per cent instead of at the applicable rate of 
6 per cent as the aforesaid condition was not 
fulfilled. The mistake resulted in tax being· levied 
short by Rs .1. 57 lakhs . 

The mistake was pointed out to the depart­
ment in February 1990 and was reported to Govern­
ment in lay 1990; their replies have not been 
received (November 1990). 

(iii) Under the Karnataka Sales Tax Act, 
1957, on sales of articles generally used as parts 
and accessories of motor vehicles, tax is leviable 
at the rate of 10 per cent from 1st August 1985 
at the point of first or earliest of successive sales 
within the State . As clarified by the Commissioner 
of Commercial Taxes (March 1986), bus-bodies 
are taxable at the abovt: rate. However, with 
effect from 1st April 1986 , a new untry was 
introduced, ac~ording to which bodies built on 
motor vehicles chassis became ta~able at the rate 
of 6 per cer.t . 
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In Bangalore district, on sales of bus 
bodies amounting to Rs. 34. 83 lakhs made by an 
assesses engaged in body building work , during 
the period from 1st August 1986 to 31st March 
1985, tax was erroneously levied (January 1989 ) 
at the rate of 6 per cent instead of at the 
applicable rate of 10 per cent. The mistake resulted 
in tax being levied short by Rs .1. 80 lakhs. 

The mistake was pointed out to the depart ­
ment in July 1989 and was reported to Government 
in June 1990; thei:- replies have not been received 
(November 1990). 

(iv) Under the Karnataka Sales Tax Act, 
1957, on sales of chemicals of all kinds , tax was 
leviable at the rate of 10 per cent during the 
period from 1st April 1982 to 31st March 1986 
at the point of first or the earliest of succe$Si ve 
sales within the State. 

In Bangalore City, zinc oxide amounting 
to Rs . 30 lakhs sold by a manufacturing dealer 
during the year 1984-85 , was subjected to tax 
(May ·1988) at the rate of 8 per cent, instead of 
at the correct rate of 10 per cent. The mistake 
resulted in tax being levied short by Rs. 72 , 000 . 

The mistake was pointed out to the 
department in March 1990 and was reported to 
Government in July 1990; their replies have not 
been received (November 1990) . 

( v) Under the Karnataka Sales Tax Act, 
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1957, on sales of leather goods of a ll kinds, other 
than· footwear , suit cases, etc. , and products of 
village indus tries, tax is leviable at the rate 
of 13 per cent , with effect from 1st April 1986, 
at the point of first or earliest of successive sales 
within the State. Further, turnover tax is leviable 
in case total turnover of a dealer in a year exceeds 
the specified limit. 

In Bangalore City, on sales of leather 
watch straps amounting to Rs.3.37 lakhs, made 
by a manufacturing dealer during the calendar year 
1987, tax was levied at the rate of 4 per cent 
instead of at the correct rate of 13 per cent as 
aforesaid. Further, turnover tax leviable at 1~ 
per cent (with effect from 1st April 1987 ) was 
also not levied. The above mistakes resulted 
in tax being leyied short by Rs. 33, 580. 

The mistakes were pointed out to the 
department in February 1990 and were reported 
to Government in July 1990; their replies have 
not been received (November 1990) . 

(vi) Under the Karnataka Sales Tax Act, 
1957, on sales of articles made of brass, copper 
and bronze , other than those falling under any 
of the entries in the Second Schedule to the Act, 
tax was le\·iable at the rate of 8 per cent from 
18th November 1983 to 31st March 1986 at the point 
of first or earliest of successive sales within the 
State. Handicraft articles made of brass, copper 
and bronze fall under the above category. 

In Bangalore City, on first point sale 
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of handicraft articles made of brass, copper and 
bronze amounting tJ Rs. 66. 62 lakhs made by a 
Government undertaking during the period 18th 
t-;ovem ber 1983 to 31st :-.larch 1986, tax was 
incorrectly levied (March 1989) at the varying 
rates of 5 and 6 per cent instead of at the 
applicable rate of 8 per cent as aforesaid. The 
mistake resulted in short levy of tax of Rs . 1 . 59 
lakhs. 

The mistake was pointed out to the depart­
ment .in November 1989 and was reported to Govern­
ment in March 199C; their replies have not been 
received (November 1990'") . 

(vii) As per prov1s10ns of the Central 
Sales Tax Act , 1956, on inter- State sales of goods 
(other than declared goods) to any registered dealer, 
tax is leviable at the rate of 10 per cent or at 
the rate applicable to the sale or purchase of 
such goods inside t he State under the State Act, 
whichever is higher . However, in cases where 
such sales are supported by valid declarations, 
tax is leviable at the concessional rate of 4 per 
cent. The declaration in Form ' C' prescribed 
under the Central Sales Tax (Registration and Turn­
over) Rules, 195 7, should be duly filled in with 
all the prescribed particulars and signed by the 
registered dealer to whom the goocs a!'e sold . 

Further, m der the State Act. on sale 
of computers, tax was leviable at the rate of 15 
per cent from 1st April 1983 to 31st March 1984. 

In Bangalor e City , on inter- State sales 



63 

of computers amounting to Rs.64 . 34 lakhs made 
by a manufacturing dealer during the year 198J-84 
and not covered by prescribed declarations . tax 
was levied (July 1988) at t he rate of 10 per cent 
and forfeited an amount of Rs. 2 . 52 lakhs as penalty 
for excess collection instead of at the correct 
rate of 15 per cent. This resulted in tax being 
levied short by Rs. 3 , 21 , 685 and after adjusting 
the forfeited amount of Rs. 2. 52 lakhs , the net 
short levy was Rs .69 , 685 which was r ecovered 
(April 1990) on being pointed out in audit. 

The case was reported to Government 
in May 1990. 

2.5 . Incorrect gr ant of concession 

In seven cases involving under-assessment 
due to incorrect grant of concession, an amount 
of Rs . 3 . 01 lakhs was recovered (be tween March 
1989 and March 1990) and in six cases r evised 
orde rs levying the differential tax of Rs . 2. 52 lakhs 
were passed on being pointed out (between December 
1986 and October 1989) in audit. A few other 
cases are mentioned below. 

( i) By a Government notification issued 
in December 1979, under the Karna taka Sales Tax 
Act, 1957 , in respect of sales to the departments 
or public sector undertakings of Government of 
India or Government of Karnataka or Government 
of any other State or Government Companies situated 
in the State , made by a dealer in respect of goods 
produced in his manufacturing unit located i n 
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Karnataka, the rate of tax was reduced (with effect 
from 1st Janua::-y 1980) to 4 per cen·t or the 
prescribed rate in any of the Schedules to the 
Ac t if it was lower than 4 per cent. However, 
by another notification issued ( ~1arch 1986) in 
supersession of the above notification, with effect 
from 6th March 1986, the above concession was 
made applicable in respect of sales only tc;i depart­
ments of Government of India or Government of. 
Karnataka or Government of any other State located 
in Karna taka. Thus, the above concession is not 
admissible to non-Government departments and 
autonom ous bodies (including Zilla Parishads as 
clarified by the Commissioner of Commer:ial Taxes 
in December 1988) from 6th March 1986. However, 
by a subsequent notification · issued by Government 
in July 1986, with effect from 11th July 1986, 
the rate of tax on goods sold by a registered 
dealer to certai71 specified non-Government bodies 
(including State Electricity Board) for certain 
specified purposes was reduced to 4 per cent pro­
vided the dealer obtains and furnishes a declaration 
in the prescribed form. The Commissioner of 
Commercial Taxes, had clarified in August 1987 
that RCC and PCC poles sold to State Electricity 
Board during the period 6th March 1986 to 10th 
July 1986 were taxable at the general rate of tax. 

Further, on sales of 
in any 01 the Scnedules to the 

' at the general rate of 5 per 
1982 to 31st March 1986 at 

goods not included 
Act, tax is leviable 
cent from 1st April 
all points of sale. 

Also, under the Act, every dealer whose 
total turnover in a Y .. ~ar exceeds the specified 
limits is liable to pay turnover tax at the rates 
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' . prescribed from time lo time . On the sales 
tax/ purchase tax payable, development cess at 
30 per cent of the tax was also leviable during 
the period 1st August 1985 to 31st March 1986 . 

In the cases mentioned in the table below, 
on sales made by various dealers to various non­
government bodies , tax was levied at the con­
cessional rate of 4 per cent instead of the rates 
applicable to the relevant goods from time to 
time under the act. The incorrect grant of con­
cession resulted in tax being levied short by 
Rs.3:32 lakhs . 

Sl. Name o t the Goods 

No. commercial sold 

tex ottice 

( 1) (2) (.3) 

1. Mysore Wooden ven -

district tile tors 

2 . E!anga lore P.V.C water 

City pipes 

.3 . R!lichur Timber logs 

District 

4 . 8angalore Steel 

city turn i tu re 
corrugated 

boxes mach-

inery pe r ts 

Assess- Turnover Di fteren- Tax Slort 

ment (in le khs tia 1 re te . levied 
yea r ot rupees) (j;) (includ -

(4 ) (5) 

1987- 88 .3 . 78 

1987-88 .34 . 72 

1985-86 .3 . 07 

& 
1986-87 • 

1st April 17 , 80 

1986 to 

.31st !:ec-

ember 1988 

(6) 

9 

2 

4 

end 
9 

11, 4 , 

6 

and 
9 

ing Cess/ 
TOT) 

(7) 

.34' 0.36 

69 ,4.37 

27 ' 594 

1, 05 , 100 

~-5 
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"' 

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

5. B!i nga lore Bet no vita 1984-85 3.67 6 27 ,872 

City Powoer 

6. Gulbarga R.C.C 1st ~Y 3. 71 26,006 

poles 1986 to 
10th July 

1986 

7. Gulbarga •• do • • 6tn tJe rch 9. 72 3 41 , 840 

1986 to 
10th July 

1986 
--------

Total Rs • 3 • 3 1 • 885 --------

In respect of the above cases , it 

. was reported that notices had been issued 
in respect of items 3 and 6, and records 
were submitted to h igher authorities in 
respect of item 4. In the remaining cases 
reply had not been received (November 1990) . 

(ii) Under the provisions of the Karnataka 
Sales Tax Act, 1957 , on sales of any industrial 
input by one registered dealer to another, for 
use by the latter as a com poncnt part or raw 
material of any other goods \\ hi ch he intends to 
manufacture inside the State for ::.ale, tax is 
leviable at a concessional rate of 4 p·er cent , 
if the selling dealer produces to the assessing 
authority a declaration by the putchasing dealer 
in the prescr ibed form . For this purpose, the 
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expression "raw material" excludes wood, bamboo 
and timber. It also excludes fuels, electrodes, " 
arc carbons and consumable stores of similar type. 
1 Veneers 1 being thin sheets of timber continue 
to be 'timber' only and therefore, not eligible 
for the concessional rate of tax. Further , on 
sales of timber in cut or manufactured form , obtain-
ed out of timber not al ready taxed under the 
Act, tax is leviable at the rate of 13 per cent 
from 1st April 1986, at the point of first sale. 
Similarly, lubricating oils/grease being consumable 
stores are not eligible for the concessional rate. 
On sale of lubricating oils including grease, ' tax 
is leviable at the rate of 15 per cent from 1st 
April 1987 ( 13 per cent from 1st April 1986 to 
31st March 1987) at the point of first sale. 

In Mangalore City , on sales of veneers 
valued at Rs. 8 . 67 lakhs made by a dealer during 
the year 1986-87 (October 1986 to Sep te;n be r 
1987), to other registered dealers, tax was 
incorrectly levied (September 1988) at the con­
cessional rate of 4 per cent on the strength of 
the prescribed declarations filed. The grant 
of inadmissible concession resulted in tax being 
levied short by Rs. 78, 057. 

On the mis take being pointed out (Octobe r 
1989) in audit, the assessing authority i ssued 
(October 1989) notice for rectification of the srtrne . 
Further r eport has not been received ( Noveni be r 
1990) . 

The case was reported to Government 
in May 1990 , their reply has not been received 
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• 
(November 1990) . 

(1h) Under the Karnataka Sales Tax Act , 
1957, on sales of edible oils , tax is leviable 
at the rate of 8 per cent, frof11 lc;t April 1986. 
However, by a notification issued in Ma:-ch 1986 , 
the rate of tax payable on the sale cf refined 
cotton seed oil was reduced (from 8 per cent) 
to 2 per cen~ , from 1st April 1986 , subject to 
the condition that such refined oil is mariufactured 
out of non-refined oil which has already been 
subjected to tax under the Act. 

In Ba1galore City, on $ales of refined 
cotton seed oil amounting to Rs .13 . 50 lal<hs , made 
by a dealer i:-i edible oils during the period from 
1st April 1986 to 31st October 1986, tax was levied 
at the concessional rate of 2 per cent instead 
of at the nor11al rate of 8 per cent. The con­
cessional rate allowed was not admissi ble as the 
assessee had not produced any evidence to the 
effect that the refined cotton seed oil sold was 
manufactured out of non-refined oil which had 
already been taxed under the provisions of the 
Act , as aforesaid . The irregular grant of con­
cession resulted in tax being le\'icd short by 
Rs.81,000. 

On the mistake beiq:? .iointed out .December 
1989) in audit , the assessjrg officer sta•ed that 
since the pecuniary juri$dic;tion exceeuud the 
limits of his office the file was tr.ansferred to 
the appropriate jurisdictional assessing authority . 

Further report in the matter has :iot been 
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received (November 1990) . 

The case was reported 
in May 1990; their repl y has not 
( Novem be.r 1990) . 

to Government 
been received 

(iv) Under the prov1s1ons of the Central 
Sales Tax Act, 1956 , on inter- State sales of any 
goods to any Government department. conces ~ ional 
rate of sales tax at 4 per cent is leviable on 
production of prescribed certifica te in Form 'D' 
duly filled in and s igned by a duly authorised 
officer of the Government . This concession is 
not available on sales to autonomous bodies or 
non-Gove rnment jnstitutions in whose case tax 
is leviable at the ra te applicable to the sale 
or purchase of such goods inside the appropriate 
State or at the rate of 10 per cent. whichever 
is higher. Further , on sales of e lectrical goods . 
tax at the rate of 10 per cent was l eviable up to 
31st .luly 1985 and on sales of fabricated items . 
tax was leviable at the r ate of 5 per cent up to 
31s t March 1986. unde r the Karnataka Sales Tax 
Act. 1957 . • The Commissioner has also clarified 
(August 1988 ) that sales made to Employees State 
Insurance Corporation (not a Government department) 
do not enjoy the benefit of concessional rate of 
tax under the Ac t ibid. 

(a) In Bangalore City , a dealer sold 
elec trical goods valued at Rs .4. 38 lak.h ..... to 
autonomous bodies out side the State during the 
calendar year 1984 . Tax on these sales was 
incorr ect ly le\'ied at the concessional rate of 
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4 per cent on the basis of the certificates issued 
by them, instead of at 10 per cent. The mistake 
resulted in tax being levied shot:t by Rs. 26 . 301 . 

1989) 
1991) 
case 
1989. 

On the mistake being pointed out (September 
in audit the department stated (February 
that the amount has been recovered. The 
was reported to Government in December 

( b) In Bangalore City, on inter- State sales 
of fabricated items amounting to Rs . 5.55 lakhs , 
made by a dealer during the year 1985-86 , to 
a religious institution, tax was levied (July 1988) 
at the concessional rate of 4 per cent on the 
strength of the certificate signed by the officer 
in charge of the institution, instead of at the 
correct rate of 10 per cent. The ~istake resulted 
in tax being levied short by Rs. 33 , 300. 

On the 11istake being pointed out (Sep tern ber 
1989) in audit , the assessing officer stated 
(September 1989) that the records wou~d be sent 
to higher authorities for s uo motu revision . 
Further report has not been received (November 
1990) . 

The case was reported to Government 
in January 1990; their reply has not been received 
(November 1990) . 

( v) By a notification issued in October 
1981 , the rate of tax on sales of manufactured 
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goods by all new industrial units was reduced 
by 50 per cent (with effect from 1st November 
1981) for a period of five years from 
the respective dates of commencement of their 
commercial production. This concession is subject 
to the restrictions and conditions laid down under 
the Karnataka Sales Tax Act, 1957 and the Central 
Sales _Tax Act, 1956 according to which the con­
cession available to a new industrial unit during 
each accounting year shall be restricted to 10 
per cent of the unit's total investment in plant 
and machinery at the time of commencement of 
its commercial production and the total concession 
during the entire five-years period shall not exceed 
50 per cent of its total such investment. Such 
a unit is. however. · allowed to carry forward 
the unavailed portion of the _ concession. if any. 
from year to year within the said five years 
period. The concession is not available for diver­
sification or expansion of an existing industrial 
unit or to a unit established with a different 
name after the closure of another pre-existing 
industrial unit . 

In 2 cases involving short levy of tax 
due to grant of excess/ double concession. demand 
aggregating to Rs .1. 29 lakhs were raised on being 
pointed out (October 1989) in audit. .A. few other 
cases nre mentioned below . 

l a) In Raichur district, in respect of 
two new industrial units , which started commercial 
production after 1st November 1981, the concession 
allowed during the years 1981-82 to 1986-87 was 
not restricted in one case to 10 per cent of the 
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total investment in plant and machinery at the 
time of commencement of commercial production 
and in the other case . the concession was allowed 
on the tax payable on the purchase of raw material 
also. The mistakes resulted in exces~ allowance 
of concession a11ounting to Rs. 84. 216 . 

On the mistakes being pointed out (August 
1988) in audit, the department levied an amount 
of Rs. 33. 815 in respect of one unit for the years 
1981-82 to 1983-84. Report on action taken in 
respect of the other unit has not been received 
(November 1990}. 

The case was reported 
April 1990; thei.t' reply has 
(Novem ber 1990) . 

to 
not 

Government in 
been recei. ved 

( b) In Bangalore City. a new small scale 
industrial unit had invested Rs . 2. 40 lakhs on pl ant 
and machinery at the time of its commencing 
commercial production during 1984-85 and the con­
Cf:'.SSion by way of tax incentive on sales tax 
allowable to this unit for a year. had to be 
restricted to 1J per cent of the investment, i.e., 
Rs. 24. 000. However. while finalising· the assess­
ments of this unit for the calendar years 1985 
and 1986. tax concession was allowed in excess 
of the ab o\·e mentioned limit, resulting in excess 
grant of tax corcession by Rs. 79 . 892. 

The mi::;take was pointed out to the depart­
ment in J·anuary~ 1990 and was reported to Government 
in June 1990; their 'replies have not been received 
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(November 1990) . 

(c) A new industrial unit in Tumkur district, 
which had i nvested Rs . 3 .14 la!--hs on plant and 
machinery at the time of commencement of commercial 
production during 1982-83. was allowed the ma...,.imum 
concession of Rs .1. 57 lakhs for the entire five 
years from 1982-83 to 1986-87 being 50 per cent 
of the value of plant and machinery at the time 
of commencement of commercial production without 
restricting it to Rs . 1. 03 lakhs ( 50 per cent of 
Rs . 2.06 lakhs being the tax payable on the 
manufactured goods sold during the period). The 
incorrect allcwance of concession resulted in tax 
being levied short by Rs . 53 , 646. 

On the mis take being pointed out (July 1989 ) 
in audit. the assessing officer submitted (July 
1989) the records to the Deputy Commissioner of 
Commercial Taxes fo r suo motu rev1 s10n of the 
assessments . Further report has not been received 
(November 1990). 

The case was reported to Government in 
· ovem ber 1989: their reply has not been received 

(November 1990). 

( d) In Chitr:Jdurga district . in the case 
of a rice miller , the maximum concession of 10 
per cent , of the unit's totai investment on plant 
and machinery for each year amounting to 
Rs . 74 . 964 was allowed (June 1988 and February 
1989) as incentive for the years 1984- 85 and 
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1985-86 though the admissible concession i.e . . 
50 per cent of the taxes payable under State Sales 
Tax/ Central Sales Tax Act was only Rs . 35 ,492 . 
The mistake resulted in tax conces~ion of Rs . 39 ,472 
being allowed in excess . 

The mistake was pointed out to the depart­
ment in October 1989 and was reported to Government 
in January 1990; their replies have not been 
received (Novembe!.' 1990) . 

(e) A nev small scale industrial unit in 
Raichur district had invested Rs. 3. 05 lakhs on 
plant and machinery at the time of commencement 
of its commercial production during 1982-83 . while 
finalising the assessments of this unit for the 
years 1983-84 to 1986-87, the sales tax concession 
to the extent of 10 per cent of investment in plant 
and machinery viz., Rs.30, 500 was allO\\ed in 
full for 3 years even though the actual tax liability 
at the rate of 50 per cent of the normal rates 
of tax was far less than the above amount during 
each year . As a result , while the actual total 
tax concession adnissible for all the 5 years from 
1982-83 to 1986-87 was Rs . 94 ,950, the concession 
actually allowed was to the extent of Rs . 1,29 ,419 
resulting in excess allowance of tax concession 
by Rs . 3-1, 469. 

The mistake was pointed out to the depart­
ment in December 1989 and was reported to Govern­
ment in March 1990 ; their replies have not been 
received ( No.vem ber 1990) . 
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(f) A new industrial unit in Gulbarga 
district , which had invested Rs. 4. 20 lakhs in 
plant and machinery at the tim e of commencement 
of commercial production Lluring 1986-87, was 
entitled to a tax concession of Rs .10, 187 only, 
being 50 per cent of the tax of Rs . 20, 374 assessed 
(March 1989). But a concession of R~.42,000 
was allowed for that year being 10 per cent of 
the value of plant and machinery, under the 
mistaken notion , that the industry was eligible 
for a minimum concession of Rs . 42 ,000. The 
assessee had actually paid a tax of Rs. 8 , 929 
only and as against a further sum of Rs .1, 258 
due from him towards tax , a sum of Rs. 30, 555 
was irregularly refunded to the assessee by the 
department . Thus , a total amount of Rs. 31, 813 
is recoverable from the assessee. 

On the mistake being pointed out (August 
1989) in audit, the assessing officer stated (August 
1989) that the connected files had been sent 
(August 1989) to the Deputy Commissioner for 
necessary action . Further report has not been 
received (November 1990). 

The case was reported to Government 
in December 1989; their reply had not been 
received (Novem ber 1990) . 

( g) In respect of an assessee (a ne w 
small scale industry) in Bangalore , as per the 
certificate of investment issued (March 1988) 
by the Industries Department , the investment 
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on plant and machinery at the time of commence­
ment Jf commercial production in February 1984 
was Rs.15,356 and investment after ths date of 
commencement o-" commercial production amounted 
to Rs. 2 .15 lakhs . In the assessments conclud 'ld 
(December 1988 for the years 198-!-85 and 
1985-86, the tax concession was allowed by 
considering the investment made after the date 
of commencement of commercial proc!uct ion also , 
which resulted in allowance of an excess tax 
concession of Rs.25 ,386. 

The mistake was pointed out in audit 
to the departmer.t in December 1989 and was report­
ed to Government in March 1990 ; thei r replies 
have not been received (November 1990) . 

(h) In Bangalore district , a ne\·1 small 
scale i ndustrial unit had invested Rs . 67 , 927 on 
plant and machinery at the time of commencement 
of its commercial production, during 1982- 83 and 
the concession in levy of sales tax avaiV~ble 
to this unit during the five years period was 
to be limited to Rs .33 , 964 (being 50 per cent 
of Rs. 67 , 927). However , while finalising (between 
April 198-! anc January 1988) the assessments 
of this unit for the years 1982- 83 to 1986-87, 
a total tax concession of Rs. 58, 110 was allowed 
as against t:ie ma,ximum permissible limit 
of Rs.33 , 96~ . as aforesaid, resulting in excess 
allowance of tax concession by Rs . 24 , 146. 

On the 1listake being pointed out {January 
1990) in audit. the assessing officer stated 
January 1990) that the assessment records would 
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be submitted to hjgher authority for further action . 
Further report has not been received (November 
1990) . 

The case was 
' June 1990 ; their reply 

(November 1990) . 

r8ported to government in 
has not been received 

(vi) As per explanation 2 below the 
notification issued in October 1981 , the tax incentive 
mentioned in sub-para (v) above was also 
applicable to small scale industrial units which 
started commercial production during the period 
April 1975 to March 1981 , subject to certain 
conditions . The tax concession was , however, 
not available if t he goods manufactured and sold 
by any such unit was exempted from levy of tax 
under the Act . 

In Bangalor e City , tax concesion to the 
extent of Rs.35 ,713 was wrongl y allowed (April 
'.1988) under t he above mentioned scheme to a 
Khandasari sugar unit by way of reduction in the 
purchase tax paid on sugarcane pur chase for the 
year 1982-83 . Since the concession was to be 
allowed on the sale of manufactur ed goods only , 
viz., sugar and ' sugar ' was exempt from tax undec. 
the Ac t , t he concession allo\';cd was irregular . 

On the mistake being poin ted out ( !\ovem be r 
1989) in audit , the assessing' officer s tated 
(November 1989) that the records would be sent 
to higher author ities for suo motu revision . Further 
repor t has not been r eceive d (November 1990 ) . 
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The case was reported to Government 
in January 1990; their reply has not been 
received (Novem ber 1990). 

(v ii) According to the notification dated 
6th March 1986 referred to in sub-para ( i) above. 
the concessional rate of tax on sales made to 
Government departments is applicable only where 
t he goods are manufactured by the dealers in 
Karnataka . 

In Bangalore City, in respect of an assessee 
on sales of motor vehicle parts and accessor ies 
amounting to Rs 2. 60 lakhs made to a Government 
department during the year 1987-88, concessional 
rate of tax was incorrectly allowed although the 
assessee was not the manufacturer of the said 
goods, but had purchased from outsi de the State. 
The mistake resulted in tax being levied short 
py Rs. 23, 401. 

On the mis take being pointed out (December 
1989) in audit, the assessing officer issued 
(December 1989 ~ no tice to the dealer proposing 
rectification of the mistake. Further report has 
not been received (November 1990) . 

The cc.se was reported to Gove rnment 
in June 1990: :heir reply has not been received 
( ~ovem bee 1990) . 

2.6. Short levy due to incorr ect grant of exemption 

( i) Under the Karnataka Sales Tax Act, 
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1957, on sales of goods not included in any of 
the Schedules to the Act . tax was leviable at 
the general rate of 5 per cent with effect from 
1st April 1982 ( 7 per cent from 1st April 1986 
at all points of sale). Lime whi ch is used for 
construction purposes is taxable as an unclassified 
item as clarified (August 1987) by the Commissioner 
of Commercial Taxes. 

In one case, under-assessment of tax 
due to incorrect grant of exemption on sale of 
such lime made during the years 1983-84 and 
1984-85 as tax suffered goods instead of levying 
tax at all points of sale as aforesaid, additional 
tax of Rs. 22, 088 was recovered (March 1989 and 
June 1989) on being pointed out (December 1988) 
in audit . 

(ii) Under the prov1s10ns of the Karnataka 
Sales Tax Act, 1957, on sales of corrugated boxes, 
paper boxes, folding cartons , paper bags etc., 
tax was leviable at the rate , of 4 per cent with 
effect from 1st April 1984, 6 per cent from 1st 
August 1985 and 8 per c.ent from 1st April 1986 . 
Further , under the Central Sales Tax Act , 1956 , 
on inter-State sales of these goods. without ' c' 
or 'D ' forms. with effect from 1st April 1963, 
tax is lcviablc at the rate of 10 per cent . Under 
the Central .\ct , wi tn effect from 1st .£\pril 1976 , 
the last sale or purchase of any goods occasioning 
the ex port of such goods out of the territory 
of India is also deemed to be in the course of 
ex port (and is ex em pt from levy of tax) if such 
last sale or purchase took place after and was 
for the purpose of com plying with the agreement 



80 

or order for or in relation to such export. It 
has been judicially neld :;: that sale of packing 
materials which are not t he subject matter of 
the contract for export. cannot be said to ha\ e 
been made after and for the puq.i.Jse of complying 
with the agreement or order for or in relation 
to such export (and hence not eligible for exemption 
under the said Act). 

In Bangalore, while concluding (between 
July 1988 and December 1988) the assessments 
for the years 1984-85 to 1986- 87 of a manufacturer 
and seller of 'corrugated boxes' , the sales : urnover 
of Rs. 44. 48 lakt:.s to ex porters of fruit products 
outside the State was exempted from levy of tax 
treating the sales as in the course of export. 
The exemption allowed was not in order. since 
the goods sold 3nd the goods exported were not 
the same and a:so the sale of corrugated boxes 
was not made after and for the purpose of complying 
with the agreement or order for or in r elation 
to such export of, fruit products . The incorrect 
exemption resulted in tax being levied short to 
the extent of Rs .4 .45 lakhs. 

The omission was pointed out (December 
1989) to the department and was reported to 
Government in l larch 1990 ; their rep lies have 
not been received (November 1990) . 

(iii) Under the provisions of the Karnataka 
Sales Tax Act. 1957, where tax has been levied 

* M/s . Packwell Industries (P) Lir.iited, Vs . The 
State of Tamil Nadu ( 1982 ) 51 STC 329 ( Mad .) 
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in respect of any item of goods of iron and steel 
referred to in Serial Number 2 of the Fourth 
Schedule and out of the said goods any othe r item 
of goods of iron and steel referred to under said 
Serial Number is manufactured in Karnataka and sold, 
the tax on the sale of such manufactured goods 
shall be reduced by the amount of ta"\'. already 
paid under this Act on the relative items of goods 
of i ron and steel used in its manufacture. Following 
the ratio of the Supreme Court judgement*, each 
of the items under Serial Number 2 of the Fourth 
Schedule, is commercially different · and when any 
item of goods specified in the Serial Number is 
used in the manufacture of any other item, the 
item so manufactured is liable to be taxed again 
on its sale. 

(a) In the case of an assessee in Tum kur 
district manufacturing M.S. Wires out of M.S. Wire 
Rods purchased locally, sales turnover am·ounting 
to Rs. 64. 87 lakhs of MS wire during the years 
1985-86 and 1986-87 was exempted (September 1988) 
from levy of tax on the ground that it was a 
second sale. The exemption allowed was not correct 
on the basis of the ratio of the decision cited 
ab9ve, thus, resulting in short levy of tax amount­
ing to Rs.52,296. 

On the mistake being pointed out (July 
1989) in audit. the department revised (August 
1989) the assessment and raised (August 1989) 
demand for Rs. 52, 296. 

* State of Tamil Nadu Vs. Py are Lal Malhotra 
(1976) 37 STC 319 (S.C.) 



82 

The case was reported to Government in 
November 1989 . 

( b) In Bangalore City, a dealer engaged in 
the busi ness of buying iron and steel billets, 
blooms and ingots from local registered dealers 
and converting the same into M. s. rounds, bar s, 
plates etc., was exempted from levy of tax , on 
a turnover of Rs. 69. 45 lakhs relating to sales 
of M. S. bars, plates etc. , during the years 1980-81 
to 1982-83 instead of taking the entire turnover 
and allowing set off to the ex tent of tax already 
paid on the pLrchase value of iron and steel used 
i n manufacture, as aforesaid. The incorrect 
exemption resulted in short levy of tax of Rs . 1. 31 
lakhs for the assessment years 1980-81 to 1982-83. 

On the mistake being pointed out in audit 
(June 1989) the department issued (June 1989) 
notice to the assesses for assessment of the turnover 
incorrectly exempted. Further report has not 
been received (November 1990). 

The case was reported to the Government 
in October 1989; their reply has not been received 
(November 1990) . , 

(iv) Under Section 5 ( 3) of the Central Sales 
Tax Act, 1956, the last sale or pur chase of any 
goods preceding the sale or pur chase occasioning 
the export of those goods out of the territory 
of India shall also be deemed to be in the course 
of such export, if such last sale or purchase 
took place after, and was for the purpose of 
complying with the agreement or order for or 
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in relation to such export . Accordin~ to the 
Central Sales Tax (Regis tration and Turnover) 
Rules . 1957, a dealer may in support of his claim 
for exemption under Section 5 ( 3) of the Ac t. furni8h 
to the prescribed authority a certificate in Form 
' H' duly filled in and signed by the exporter 
along with the evidence of export of such goods, 
indicating the agreement number and d a te entered 
i nto with the foreign buyer. 

In Dakshina Kannada d istrict, the sales 
of fish -

0

oil amounting to Rs . 14.43 lakhs , made 
by an assessee during the year 1984-85 (Sep Lem ber 
1984 to 31st August 1985) to exporters both within 
and outside the State , were exempted from levy 
of tax (July 1988) by treat ing them as last sales 
p r eceding the sale occasioning ex port out of the 

>-Coun try on the basis of p r escr ibed certificates 
b n Form ' H' issued by the expor ters . These 
-=:ertificates . however . did not give reference ·to 
;;;;any prior existing . agreement or purchase order 
R>etween the ex porte r and the forei gn buyer in 
r e l ation to the said exports . On t he other hand , 
• he r ecor ds indicat~d tha t the purchases made 
R> y the exporte r s were meant for general export 
=ind not with reference to any particular or der 
:::ir agreement of a foreign buyer . Under these 
:=ircumstances , t he t ransac tions should have been 
= reated as normal inter- State sales and intra-State 
s ales and assessed to tax at t he rates of 5 per 
:=ent under t he Karna taka Sal es Tax Act. 1957 
=applicable to unclassi fied goods ) and 10 per· 
:=ent under the Cent r al Sales Tax Act . The i n­
:=orrect grant of exemption, as aforesaid. resul ted 

n s hort levy of t ax amounting to Rs .1.17 lakhs . 
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The mistake was pointed out to the depart­
ment in March 1990 and was reported to Government 
in June 1990; their replies have not been received 
(November 1990). 

(v) Under the Karnataka Sales Tax Act , 
1957, on sales of blasting gun powder and other 
mechanical explosives , tax was leviable at the 
rate of 6 per cent up to 31st March 1986 and at 
8' per cent thereafter, at the point of first or 
earliest of s..iccessi ve sales in the State. On 
sales of goods not included in any of the Schedules 
to the Act, tax was leviable a c the general rate 
of 4 per cent up to 31st March 1982 and at 5 per 
cent up to 31st March 1986 and at 7 per cent thereafter, 
at all po in ts of sale. 

The Commissioner of Commercial Taxes had 
clarifi.ed (September 1986) that parts of explosives, 
such as, detonators, safety fuses and gelatine 
would be taxable at the general rate. 

(a) In Kolar district, on sales of detonat­
ors, gelatine and safety fuses amounting to Rs.14.53 
lakhs made b;y a dealer during the years 1984-85 
and 1985-86, 10 tax was levied (December 1987 
and August 1988) treating the same as second sales 
of mechanical explosives although it was taxable 
at the general rate at all points of sale, as afore­
said . The incorrect exemption resulted in non-levy 
of tax amounting to Rs. 89, 285 . 

On the 11istake being pointed out (September 
1989) in audit, the department s tated (July 1990) 
that the assessment had since b!3en revised and 
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additional demand raised but 
gone in appeal to the appellate 
on the result of appeal has 
( ~ovember 1990). 

the assesses had 
authori ty. Report 
not been received 

( b) Similarly, in Dhar wad distric t, sales 
turnover of special gelatine amounting to Rs. 3. 82 
lakhs of a dealer in explosives during the year s 
1986-87 and 1987-88 was erroneously exempted 

- (August 1988) from levy of tax treating it as 
second sales of explosives . The incorrect grant 
of exemption resulted in non-levy of tax amounting 
to Rs. 26 , 707 . 

On the mis take being pointed out (November 
1989 ) in audit , the department stated (June 1990) 
that the assessment was revised and differential 
tax of Rs . 26, 707 levied . 

The above cases were reported to Govern­
rm en t in March 1990 . 

(vi) Under the Karnataka Sales __ Tax Act, 
1957 , for purposes of assessment of tax under 
the Act, the burden of pr.oving tb.at any transaction 
or any turnover of a dealer is not liable to tax 
shall lie on such dealer and he shall be liable 
to pay tax as first seller or first purchaser of 
the goods unless he proves that the sale or 
purchase as the case may be, of such goods 
had already been s ubjected to tax under the Ac t. 

point 
Cement was liable 

of sale at the rate 
to tax at the first 
of 11 per cent up to 
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31st i\larch 1983 and 15 per cent thereafter. 

In Bangalore City , while finalising (July 
1988) the assessment at a c.:i.:ilc r in cemenr for 
the Co-operar.ve year 198~ -HJ un bus l judgement 
basis, exemption was allowed on ri tLrnover of 
Rs. 7 . 52 lakns as second sales though there was 
no proof of the goods having suffered ta" earlier. 
The irregular grant of ex em pt ion resulted in non­
levy of tax to the extent of Rs. one lakh. 

On the omission being pointed out (August · 
1989) in audit, the department accepted the 
objection and instructed (December 1989) the assess­
ing officer to initiate action to assess the turnover 
that escaped assessment. Further report has 
not. been recei\'ed (November 1990). 

The matter was reported to Government 
in February 1990; their reply has not been received 
(November 1990) . 

(vii) Under the Karnataka Sales Tax 
Act, 1957 , on sales of 1 all machinery and spare 
parts and accessories thereof 1 tax was leviable 
at the rate o: 8 per cent from 1st ,.\pnl 1984 . 
9 . 6 per cent from 1st Augus t 1985 ano 10 per 
cent from 1c:;t April 1986 at lhe point of first 
or the earliest of successive sales in the State . 

In Bangalor-.. City, on the first point sales 
of cranes , hoists and machinery parts amounting 
to Rs. 8. 03 lakns, made by d manufacturing dealer 
during the years 1984-85 to HH:l6-87 (up to 31st 
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July 1987), no tax was levied 
second sales within the State. 
grant of exempt ion resulted in 
amounting to Rs.79,274. 

treating these as 
The incorrect 

non-levy of tax 

The mis take was pointed out 
ment in September 1988 and was 
Government in August 1989; their 
not been received (November 1990). 

to the dcpart­
reported to 
rep lies have 

(viii) Under the Karnataka Sales Tax 
Act, 1957, on sales of goods not inc luded in any 
of the Schedules of the Act, tax was leviable 
at the general rate of 5 per cent between 1st 
April 1982 and 31st March 1986 . Further childrens' 
toys costing no t more than twenty rupees ,per 
item are exempted from tax. It has. however , 
been held * t ha t rubber balloons are not toys 
and are liable to tax at the rates applicable 
to unclassified goods. 

In Bangalore City , sales of rubber balloons 
amounting to Rs . 7. 86 lakhs, made by a manufacturing 
dealer, both with in the State and on inter-State 
t rade during the year 1985-86, were erroneously 
exempted (March 1989) from levy of tax treating 
them as toys costing not more than twenty rupees . 
The incorrect exemption resulted in non-levy of 
tax amounting to Rs. 52 , 737. 

The mistake was pointed out in audit 
to the department in July 1989 and was reported 

* Sri. Venkateshwara Traders Vs . The Commissi one r 
of Commercial Taxes , Bangalore . STA--1 of 1986 . 
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to Government in December 1989; their replies 
• have not been received (November 1990). 

(ix) By a notification issued (March 
1983) under the Karnataka Sales Tax Act, 1957 , 
goods manufactured in Karnataka and sold 
by tiny * sector industrial units·· are exempted 
from levy of tax for a period of five years from 
the date of commencement of commercial production . 
This concession is subject to the condition that 
the total investment in plant and machinery either 
at the commencement of commercial production 
or on any day during the succeeding period of 
five years does not exceed Rs. 2 lakhs. The 
Co!f!missioner of Commercial Taxes has clarified 
(January 1986) that "fabricated items" are taxable 
at the rates applicable to unclassified goods. 

In Bidar district, an assessee manufacturing 
and dealing in Chemical Plant equipments was 
exempted from payment of tax on a turnover of 
Rs . 7 .84 lakhs relating to sale of fabricated items 
and scrap during the assessment year 1986 , even 
though the 1nvestment in plant and machinery 
exceeded Rs. 2 lakhs · during the year as per the 
balance sheet pr oduced. The irregular exemption 
resulted in non-levy of tax to the extent of 
Rs. 54 .• 875. 

*'tiny sector industrial unit' means an industrial 
w1it which is registered with the Director of 
Industries and Commerce, Government of Karnataka 
as a small scale industry in the tiny sector. 
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The mistake was pointed out to the depart­
ment in August 1989 and was reported to Government 
in November 1989; their replies have not been 
received (November 1990) . 

(x) As per the provis ions of the Central 
Sales Tax Act, 1956, and the Rules made thereunder , 
where a sale of any goods in the course of inter­
s tate trade or commerce has either occasioned 
the movement of such goods from one State to 
another, or has been effected by a transfer of 
documents of title to such goods during 
their movement from one State to another, any 
subsequent sale during such movement, effected 
by a transfer of documents of title to such goods 
to a registered dealer, shall be exempt from levy 
of tax, provided the prescribed certificate/ 
declaration in Form 'E-I' or 'E-II' and Form 'C' 
from the seller and the purchaser respectively 
are furnished to the assessing authority. Furttier, 
under the Karnataka Sales Tax Act, 1957, on sales 
of electrical goods . tax was leviable at the rate 
of 10 per cent up to 31st July 1985 and at 8 per 
cent thereafter up to 31st March 1986 . 

In Bangalore City , transit sales of e lectrical 
goods amounting to Rs . 2 . 02 lakhs made by a dealer 
during the years 1983-84 and 1984-85, were exemp ted 
from levy of tax although the requisite certificates / 
declarations in Form E- I / C were not furnished 
to the assessing authority. The mistake resulted 
in short levy of tax amounting to Rs.20,047 . 

The irregularity was pointed 
department in March 1990 and was 

out to 
reported 

the 
to 
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Government in July 1990; their replies have not 
been received (November 1990) . 

(xi) Under the Karnataka Sales Tax Act . 
1957, on the first or earliest of successive sales 
in the State. of electronic goods and parts and 
accessories thereof, tax is leviable at the rate 
of 20 per cent , from 1st AprH 1986. By a Govern­
ment notification issued in March 1987, from 1st 
April 1987 . ta'< on sales of electronic musical 
instruments and parts and accessories thereof 
is. however, leviable a t the rate of 6 per cent. 
"Electronic musical instruments" are different 
from "musical instruments" which are exempt from 
levy of tax, with effect from 1st April 1987. 

In Bangalore City, while finalising (March 
1989) the assessment of a dealer in electronic 
musical instruments and electro!1ic calculators 
for the year 1987-88, no tax was levied on the 
sales of electronic musical instruments amounting 
to Rs. 4 . 79 lakhs treating them as musical 
instruments and as such exempt from tax. The 
incorrect grant of exemption resulted in n9n-levy 
of tax of Rs. 34, 7 44 (including turnover tax) . 

On the mistake being pointed out (November 
1989) in audit, the department stated (~lay 1990) 
that the assessment was revised (December 1989) 
and ad u i tional demand of Rs . 34, 7 44 raised. 

The matter was reported to Government 
in January 1990. 
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(xii) By a notification issued in October 
1976, the tax payable on sale of pick- axes and 
mumties (unclassified goods) was exempt with 
effect from 1st November 1976. As per prov1s10ns 
of the Karnataka Sales Tax Act, 1957, as exis ted 
from 1st January 1968 to 31st March 1983, if 
the rate of tax payable under the Ac t in respect 
of any goods or class of goods gets modified 
by an amendment to the Act , notifica tion, if any, 
issued in respec t of such goods or class of goods 
under any other prov1s1ons of the Act , shall, 
with effect from the date from which such amend­
ment comes into force be deemed to be cancelled 
to the ex ten t it relates to such goods or class 
of goods . With the modifica tion of the rate of 
tdX, in respect of unclassified goods with ef feet 
from 1st April 1982, the aforesiad notification 
was deemed to be cancelled with effect from 1st 
April 1982. By a subsequent notification issued 
in Sep tem ber 1982, the exemp tion in regard to 
pick-axes and mumties was restored . Thus, sales 
of pick-axes and mum ties was taxable at the 
general rate of 5 per cent applicable to 
unclassified goods from 1st April 1982 to 31st 
Augus t 1982. 

In Bangalore City , on sales oi pick-axes 
and mumties amounting to Rs . 5 .35 lakhs made 
by a dealer during the period 1st April 1982 
to 31st August 1982 , no tax was levied (June 
1988) holding them as covered by the notification 
issued in October 1976 although it was deemed 
to have been cancelled with effect from 1st April 
1982, as aforesaid. The omission resulte d in 
tax being levied short by Rs. 32 , 092 . 
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On the irregularity being pointed 
(January 1990) in audit, the assessing 
collected (October 1990) the differential 
Rs.32 ,092 . 

out 
officer 
tax of 

The case was reported to Government in 
June 1990. 

(xiii) By a notification issued (June 1985), 
under the Karnataka Sales Tax Act, 1957, effective 
from 25th June 1985, Government exempted tax 
payable on the sale of 'diesel captive generating 
units' only. The exemption is, thus, not admissible 
to parts and accessories thereof which are taxable 
as "spare parts and accessories of machinery" under 
the Act at the rate of 13 per cent with effect 
from 1st April 1987 (10 per cent from 1st April 
1986 to 31st March 1987). 

In Bangalore City, sales of accessories 
of diesel generating units amounting to Rs. 2. 56 
lakhs, made both locally and inter-State, by an 
assessee during the years 1986-87 and 1987-88 
were exempted from levy of tax instead of levying 
tax at the rate of 10 and 13 per cent as aforesaid. 
The mistake resulted in tax being levied short 
by Rs.31,388. 

The mistake was pointed out to the depart­
ment in April 1990 and was reported to Government 
in J une 1990; their replies have not been received 
(November 1990) . 

(xiv) Under the Karnataka Sales Tax Act, 
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1957 , on sales of specified items of iron and steel, 
with effect from 1st November 1982, tax is leviable 
at the rate of 4 per cent at the point of first 
sale in the State. Mild Steel pipes are taxable 
accordingly. 

In Bangalore City, while finalising (January 
1989) the assessments of a dealer, on first sales 
of M.S.Pipes amounting to Rs.6 . 75 lakhs, made 
during the Deepavali year 1985-86, tax was omitted 
to be levied treating them as tax- suffered goods, 
although the assessment records did not contain 
any documentar y evidence that the goods sold 
had already suffered tax. The irregularity resulted 
in tax being realised short by Rs . 26. 988. 

On the mistake being pointed out (March 
1990) i n audit, the assessing officer stated (March 
1990) tha t t he recor ds would be submitted for 
suo motu revision. Report on further development 
has not been received (November 1990). 

The case was reported to 
Jul y 1990; their reply has not 
(November 1990) . 

Government in 
been received 

(xv) Under the Karnataka Sales Tax Act, 
1957 , on sales of all kinds of man- made or synthetic 
staple fibres or fibres of filament yarn, tax was 
leviable at the rate of 8 per cent from 1st April 
1986 to 31st March 1987 at the point of first or 
ear lies t of successive sales within the State . 
Hand s pun woollen yarn is however , exempt from 
levy of t ax under the Act. 
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In one case in Dhar wad district, involving 
short levy of ta'< due to incorrect exemption allowed 
on firs t sales turnover of acry lic woollen yarn 
(treating it as hand spun woollen yarn) for the 
Oe8 pa,·al i year 1986- 87 , an amount of Rs . 20, 490 
( iucluding turnover tax) was recovered (:\lay 1900) 
on being poin ted out (November 1989 ) in audit. 

2 . 7. Incorrect determination of taxable turnover 

( i) According to the 
Act, 1957, 'turnover' means 
for which goods are bought 
or distributed by a dealer 
for deferred payment 
consideration. 

Karnataka Sales Tax 
the aggregate amount 
or sold or supplied 
whether for cash or 
or other valuable 

In one case, involving short levy of tax 
due to incorrect determinati"on of turnover, an 
amount of Rs.38,175 was recovered (January 1990 
and February 1990) on being pointed out (February 
1989) in audit. 

(ii) Central excise duty payable by a 
manufacturer is part of purchase/ sale price and 
is to be included in the turnover of an assessee 
for the purpose of assessment of sales ta..x. It 
has also been held* by the Karnataka Appellate 
Tribunal that "Excise Duty" is a part of the taxable 
turnover . Therefore , it is not deductible. 

In one case, involving short levy of tax 

* M/ s . Coffee Board Vs. State of Karnataka ( 1980 Kar 
LJ (Tri)(l) STA 123, 354 and 355/ 79 
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due to incorrect determination of taxable turnover, 
an amount of Rs.20,775 was recovered (November 
1989) on being pointed out (July 1989) in audit. 
Ano ther case i s indicated below. 

Further, under the provi·sions of the Central 
Sales Tax Act. 1956, on inter-State sales of goods 
(other than declared goods). tax is leviable at 
the rate of 10 per cent or at the rate applicable 
to the sale or purchase of such goods inside the 
State under the State Act. whichever is higher. 
However, in cases where such sales are supported 
by valid declarations. tax is leviable at the con­
cessional rate of 4 per cent. 

In Belgaum City, while finalising (April 
1988) the Central Sales Tax assessment of a 
manufacturer dealing in machine castings, a turnover 
of Rs . 5. 91 lakhs being the element of Central 
excise duty . included in inter-State sales turnover. 
was allowed as a deduction during the year· 1985-86 
{August 1985 to July 1986). The mistake resulted 
in tax being levied short by Rs. 25. 089. 

The mistake was pointed out to the depart­
ment in April 1989 and was reported to Government 
i n November 1989; their replies have not been 
received (November 1990) . 

(iii) Under the provisions of the Karnataka 
Sales Tax Act. 1957 and the Rules made thereunder. 
amounts collected by way of tax under the Act 
by a dealer are deductible from the total turnover 
for determining the taxable turnover. In respect 
of taxes collected under any other Act. however, 

' 
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no such deduction is admissible. Further, turnover 
tax i s leviable in case total turnover in a year 
exceeds the prescribed l/mits. 

In Bangalore di vision, in respect of a 
manufac turer and dealer in industrial gases , while 
finalising the assessments for the calendar years 
1986 and 1987, entry tax of Rs .1. 42 lakhs collected 
under another Act viz. , the Karnataka Tax on 
Entry of Goods into Local Areas for Consumption 
Use or Sale Therein Act, 1979 was incorrectly 
deducted while arriving at the taxable turnover. 
The mistake resulted in incorrect determination 
of taxable turnover and consequent short levy 
of tax of Rs.20,103. Further, turnover tax of 
Rs. 2 , 200 at the rate of one per cent on the total 
tu~nover of Rs. 2. 20 lakhs for the year 1986 was 
also not levied. The total short levy amounted 
to Rs.22,303. 

On the omissions being pointed out (July 
1989) in audit, the department stated (March 1990) 
that the entire amount of Rs. 22 , 303 was recovered. 

(iv) Under the Karnataka Sales Tax Act, 
1957, and the Rules made thereunder, every dealer 
is required to maintain commodity-wise accounts 
separately in respect of taxable, non-taxable and 
exempted goods. Further, on sales of medicinal 
and pharmaceutical preparations, tax is leviable 
at the rate of 10 per cent from 1st April 1986 
( 8 per cent up to 31st March 1986) at the point 
of nrst sale. By notifications issued by Government 
in July 1985 and March 1986, certain life saving 
drugs, as specified in the Schedules to the notifi-

• 
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cations , are exempt from levy of tax, with effect 
from 1st August 1985 and 1st April 1986 respectively. 

In Bangalore City, an assesses had pur­
chased .during the . Deepavali year 1985-86 taxable 
medicinal and pharmaceutical preparations valued 
at Rs. 90. 35 lakhs, from outside the State, besides 
purchase of tax paid drugs and life saving drugs 
worth Rs. 55. 90 lakhs and 10. 43 lakhs respectively . 
It was noticed in audit (October 1989) that as 
per the accounts rendered by the assessee, a 
loss to the ex tent of 10 per cent under first dealer 
(taxable) goods, a marginal profit of 5.6 per 
cent under second dealer goods and profit to the 
ex tent of 226 . 67 per cent in respect of life saving 
drugs (exempted goods) were returned by the 
assessee. This position was accepted by the 
assessing officer and the assessment concluded 
accordingly. It was pointed out during audit 
(October 1989) that exhibition of loss to the tune 
of 10 per cent under first sales of drugs and 
earning of huge profits to the ex tent of 227 per 
cent under life saving drugs, would be unrealistic 
inasmuch as the drugs carry fixed sale price 
exhibited on the containers of each medicine as 
per Drugs Control Act, 1940 . Therefore, in the 
absence of proper accounts and by adopting a 
fair profit of 10 per cent normally adopted for 
this item of t_rade, the taxable turnover of first 
dealer drugs (taxable) would be more by Rs.17.78 
lakhs attracting a tax of Rs .1. 81 lakhs. 

The short levy was pointed out to the 
department in October 1989 and was reported to 
Government in March 1990; . thei.r repli~s have 
not been received (November 1990) . 
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( v) Under the Karnataka Sales Tax Act, 
1957, ta~ ,, as leviable at the rate of 3 per cent 
up to JL ! \larch 1983 and at 4 per cent thereafter 
at the pn'nt of las t purchase in the State on 
all kinds .;f cot ton in its un-manufactured sta te, 
whe ther ginned , balod, pressed or othe rwise, 
but not including cotton waste. It has been 
judicially held •:• that the (cotton) seed separated 
by ginning process cannot be said to be cotton 
itself or part of cotton. 

In Dharwad district, while concluding 
(August 1988) assessments of a texti le mill for 
the three years 1980-81, 1982-83 and 1984-85, 
purchase turnover of co tton for purpose of levy 
of tax was determined after deducting the sale 
price of cotton seeds and cotton waste from 
purchase value of cotton consumed in the manu­
facture of cotton yarn . The allowance of in­
admissible deduction , as aforesaid , resulted in 
escapement of taxable turnover of cotton at leas t 
to the extent of Rs.36.85 lakhs and consequent 
short levy of tax amounting to Rs . 1. 34 lakhs. 

On the mistake being pointed out 
(November 1989) in audit , the department stated 
(August 1990) that the assessments were revised, 
creating additional demand of Rs .1. 3-! lakhs\ 

* State of Punjab and Others 
Punjab 

and Oil 
Kishorilal: State of 
Krishna Cotton, Dal 
25 STC 52 (S.C .) 

Vs . Chandulal 
and others Vs . 
Factory (1970) 
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The case was reported to Government 
in January 19,90. 

(vi) Under the Karnataka Sales Tax Act, 
El57. "turnover'' means the aggregate amount for 
which goods are bought or sold or supplied or 
distributed by a dealer whether for cash or for 
deferred payment or other valuable consideration . 
The amount for which goods are sold includes 
any sums charged for anything done by the dealer 
in respect of the goods sold at the tim e of or 
before the delivery thereof . Thus, pre-sale 
expenses like excise duty, packing charges, 
bottling charges etc. , incurred on goods imported 
from outside the State form part of sales turnover. 

On sales of beer where conside~ation 
for the sale or purchase includes the duties of 
excise payable under the Karnataka Excise Act , 
1965 . tax is leviable at the rate of 36 per cent 
(with effect from 1st Apri 1986) at the point 
of first or· the earliest of successive sales within 
the State . 

In Gul barga, while concluding (February 
1989) the assessment of a wholesale liquor dealer 
for the year 1986-87 (1s t July 1986 to 30th June 
1987). the assessing authority accepted the taxable 
turnover as returned by the assessee al though 
it did not compare well with the corresponding 
purchase of taxable goods (c losing stock being 
nil). Also , while determining turnover the assess­
ing authority did not take into account pre-sale 
expenses like excise duty , packing charges , 
bottling charges etc., incurred by the assessee 
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while determining the taxable turnover of goods 
i mported from outsi de the State. The adoption 
of the turno'-·"'r returned by assesses as such , 
r esulted in sr.or t dete rmination of ta. · able sales 
turnover lo t'.1L ex ten t of Rs . 2. 61 lakhs (by adopt­
ing a nominal gross profit of 5 per cent over 
purchase turno,·er) and corresponding short levy 
of tax of Rs . 94, 005 . 

The mistake was pointed out to 
the department in September 1989 and ns reported 
to Government in February 1990 ; their replies 
have not been received ( t\ovem ber 1990) . 

(vii) Under t he Karnataka Sales Ta.x 
Act, 1957 , on sales of ' medicinal and pharmaceuti­
cal preparations' , tax was leviable on the turnover 
a t the rate of 8 per cent up to 31st March 1986 
and at the rate of 10 per cent thereafter. 

In Bangalore City , while concluding (June 
1987) the assessment of a dealer in medicines 
for the year 1985-86 (June 1985 to l\lay 1986), 
the ta.xable turnover of Rs. 34. 38 lakhs dec lared 
by him was accepted by the assessing officer 
instead of determining the turnover at Rs.40 . 21 
l akhs arrived at by adding a gross profit of 
13 per cent (earned by the asses see as per the 
t r ading account) to the inter-State purchase value 
of medic ines amounting to Rs. 35. 59 lakhs sold . 
The mis take resulted in short levy of ta.....: amounting 
to Rs. 60, ·696 on the escaped turnover of Rs . 5 . 83 
lakhs . 
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On the mistake being pointe1 • ut (February 
1988) in audit, the department revh,.. .. -i the assess­
ment order (June 1988) levying an additional tax 
of Rs.60, 696 . 

The case was reported to Government in 
August 1989 .. 

(viii) Under the Karnataka Sales Tax Act, 
1957, on groundnut and peanut including groundnut 
or peanut seeds , tax was leviable at the rate 
of 4 per cent at the point of first purchase within 
the State during the period 18th November 1983 
to 31st March 1987. 

In Bel1ary district, while finalising the 
assessment {'February 1989) of an oil mille r for 
the year 1986-87 , on the first purchase of ground­
nuts and groundnut seeds , tax was levied on a 
turnover of Rs .10. 61 l'Bkhs only while the actual 
purchases amounted to Rs. 24 . 88 lakhs. The mistake 
resulted in reduction of Rs .14. 27 lakhs from tax­
able purchase turnover and consequent short levy 
of tax by Rs. 57 , 112 . 

The mistake was pointed out to the depart­
ment in December 1989 and was reported to Govern­
ment in March 1990; their replies have not been 
received (November 1990). 

(ix) 
1957, every 
tain a true 
transactions 

Under the Karnataka Sales Tax Rules, 
registered dealer shall keep and main­

and correct account of his daily 
of goods bought and sold by him, 
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showing the value thereof separately together 
with vouchers and bills. The Karnataka Sales 
Tax Appellate TribLnal has held* that in the case 
of toddy contracrnrs , in the absence of proper 
accounts it is ju~t and reasonable to adopt one­
and-a-half time~. the 'Khist' (i.e., monthly shop 
rentaJ s) amount to arrive at the possible sales 
turnover. 

In Belgaum district, while finalising the 
assessment (June 1988) of a toddy contractor (who 
had not maintained any books of accounts) for 
the year 1973-7-1 (July 1973 to June 1974) sales 
turnover was determined on best judgement basis, 
as Rs .10. 23 lakhs even though the Khist amount 
paid by the contractor was Rs .14. 40 lakhs and 
the turnover could have been determined as Rs. 21. 60 
lakhs, being one-and-a-half times the Khist amount. 
The mistake in computation of the taxable turnover 
resulted in tax being short levied by Rs. 46, 7 88. 

The omission was pointed out to the depart­
ment in November 1989 and was reported to Govern­
ment in July 1990: their replies have not been 
received (November 1990). 

(x) Under the Karnataka Sales Tax Act, 
1957. if the returns submitted by the dealer 
appears to the assessing authority to be incorrect 
or incomplete, the assessing authority she.ll assess 
t he dealer to the best of his judgement. recording 
the reasons for such assessment. 

* P. Ramesh Vs. State of Karnataka (STA 647/ 77 
dated 19.5.19/8) KAT 
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Further. under the Act. the rate of tax 
payable on the first or the earliest of successive 
sa lP"' in the State of all liquor (including bottled 
li cp1nr) other than toddy and arrack where the 
con-...lderation for the sale or purchase of liquor 
inc , l 1HIP.s the duties of excise payable under the 
1'cl111ataka Excise Act. 1965. was 30 per cent during 
the period from 15th March 1980 to 31st July 
1985. 

In :'vtysore City, while revising (November 
1988) the assessment order relating to a liquor 
dealer as per orders of Appellate Authority. the 
assessing authority determined the taxable turnover 
of liquor to the best of his judgement. by adding 
15 per cent gross profit to the pur chases made 
by the assesses . In this process the sales turnover 
of taxable liquor was determined at Rs.1,34 , 674 
(by adding gross profit at 15 per cent to purchases 
of Rs . 1, 17, 107) as against the actual sales turnover 
\VOrking out to Rs. 2, 18 . 337 (by adding gross profit 
at 15 per cent to purchases of Rs .1, 89. 858 including 
excise duty. freight and cess). The mistake 
resulted in determination of taxable turnover short 
by Rs.83 , 663 and short levy of tax of Rs . 23 , 174. 

On the mistake being pointed out (June 
1989) in audit . the department s tated (August 
1990) that suo motu orders had been passed (June 
1990) creating an additional demand for Rs .23,174. 

The case was reported to Government in 
April 1990. 

(xi ) Under the Karnataka Sales Tax Act . 
1957. with effect from 1st April 1986 . every dealer 

• 
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in respect of his taxable turnover of transfer 
of property in goods (whether as goods or in 
some other form) im·olved in the execution of 
specified items of \rurks contract , has to pay 
tax at certain specified rates. 'Supply and fit ting 
of electrical goods, supply and installation nf 
electrical equipments . including transformers' is one 
specified item of works contract and is taxable at 
the rate of 8 per cent. 

In Bangalore City , while concluding assess­
ment (December 1988) · of an electrical contractor 
for the year 19~6-87 (July 1986 to June 1987) 
who made inter-State purchase of elec t rical goods 
amounting to Rs. 6. 44 lakhs and used them in the 
execution of works contract , tax was levied on 
a turnover of Rs. 51 , 700 .only. Since , the assessee 
had not furnished classified details of closing 
balance, the entire purchase from outside the 
State was to be treated as used in works contract 
and tax on Rs. 7. 09 lakhs (arrived at by adding 
gross profit to purchases) was leviable . The 
mis take resulted in tax being levied short by 
Rs.52, 578. 

1990) 
1991) 
raised 

On the mistake being pointed out (February 
in audit, the department stated (February 
that additional demand of Rs. 52 , 578 was 
against the assesses. 

The case was reported to Government in 
May 1990 . 

(xii) Under the Karnataka Sales Tax Act, 
1957. on sales of pulses (whether whole or 
separated and whether with or without husk) , tax 
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is leviable at the rate of 4 per cent. with effect 
from 1~ t April 1987. at the point of first sale 
( 2 per 1:Hnt up to 31s t ~larch 1987) . 

In Gulbarga district. while finalising 
(November 1988) the assessment of a com mission 
agent for the Dee pavali year 1986-87 . the first 
sales turnover of pulses (m1)ong and tur) made 
~uring 1st April 1987 to 22nd October 1987 . amount­
i ng to Rs.5.70 lakhs, was omitted to be taxed 
although the assessee had admitted the tax liability 
on the said turnove r in his returns. The omission 
resulted in short computation of taxable turnover 
and consequent short levy of tax by Rs. 22, 800. 

The mistake was pointed out to the depart ­
ment in August 1989 and was reported to Government 
i n January 1990 ; their replies have not been 
received (Novem ber 1990 ). 

2 . 8. Escapement of taxable turnover 

( i) Under t he Karnataka Sales Tax Act, 
1957 . on sales of all electrical goods. ins truments . 
appara tus and appliances including fans and lighting 
bulbs and all other parts and accessories but 
excluding pum psets with electric motors of not 
more than 10 H. P . . tax was leviable at the rate 
of 10 per cent up to 31s t July 1985 . 

In one case involving short levy due to 
escapement of taxable turnove r relating to voltage 
stablisers for the year 1984-85 , an amount of 
Rs . 42 , 647 was recovered (September 1989) on being 
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pointed out (Sep tern ber 1989) in audit. 

(ii) Under the i\ ;i rna ta"a Sal PS Tax Act, 
19.57. a '<Jealer' means ri 11y person who carries 
on the business of selling, -.,1 1pµh ing ur distributing 
goods, directly or otherwjse, •.\·hether for cash 
or for deferred payment, or for commission, re­
muneration or other valuable consideration and 
includes a non-resident dealer or an agent of a 
non-resident dealer , a local branch of a firm 
or company or an association situated outside 
the State. Further, under the Act, iron and steel 
is taxable at th8 rate of 4 per cent at the point 
of first sale within the State . 

In Bangalore City, a dealer acting as 
an agent of a non-resident dealer received for 
sale, iron and steel valued at Rs. 30. 48 lakhs 
during the year 1987-88. As per statement of 
accounts filed, there were no opening and closing 
stocks of the above goods. \Vhile concluding 
(August 1988) assessment for the aforesaid period 
a sales turnover of Rs. 23. 86 lakhs only was sub­
jected to tax instead of Rs. 31. 09 lakhs (after 
adding a notional comr:iission at the rate of 2 
per cent, on the value of goods received). This 
resulted ir1 escapement of taxable turnover of 
Rs. 7. ~3 la"hs and consequent short levy of tax 
of Rs . 28,910. 

The mistake was pointed out to the depart ­
ment in January 1990 and was re9orted to Govern­
ment in June 1990; their replies have not been 
received (November 1990). 
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(iii) Under the Karnataka Sales Tax Act, 
1957 , on <::riles of articles of food and drink o ther 
than thosP specified e l sewhere in the Act , when 
sold in ~laces other than in Three Star , Four 
Star and !=" i. ve Star Hote l s as r ecognised by Tourism 
Departm ent of Government of India, tax was leviable 
at the r a te of 4 per cent from 1st April 1984 to 
31st March 1986 . 

In Bangalore City , in respect of van sales 
of coffee and s nacks amounting ta Rs. 8 . 57 lakhs 
made by a Board during the year 1984-85, tax 
was omitted (July 1988) to be levied. The omission 
resulted in tax bejng realised short by Rs. 41 , 133. 

The mistake was pointed out to the depart­
ment in January 1990 and was reported to Government 
in May 1990; their replies have not been received 
(N ovem ber 1990). 

2 . 9 . f':on-levy of tax at the point of last sale 

Under the Karnataka Sales Tax Ac t, 1957, 
with effect f rom 1st August 1985, in respect of 
certain goods mentioned in the Second Schedule 
to the Act, which have a lready been subjected 

' to tax under Section 5(3)(a) , a tax at the rate 
of 2 per cent (3 per cent from 1st .-\pril 1986) 
s hall be levied at the point of last sale in the -
Sta te by the dealer liable to ta'\ under the Act. 
Liquor (including bot tled liquor) other than toddy, 
arrack, wine , fennv and beer, a ll electrical goods, 
im;truments , appardtus and appliances inc luding 
fdns a nd lighting bulbs and all other parts, 
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accessories but excluding pum psets with electric 
motors of not more than 10 II. P. are liable to 
tax at the la5 t point of sale . From 1st April 
1986 to 31s t March 1987, on sales of 'Vanaspathi', 
tax was leviable at the last sale point at the 
rate of 2 per cent . For purposes of levy of 
tax, as aforesaid, the las t sale point is the 
point of sale to a consumer and the burden of 
proving that any such sale is nol liable to tax 
shall lie on the dealer concerned. 

In one case of non-levy of tax at the 
point of last sale, an amount of Rs. 32, 620 was 
r ecovered (August 1989) on being pointed out 
(August 1989) in audit. A few other cases are 
mentioned below 

(a) In the 
point bf last sale 
was not levied : 

following 
amounting 

cases, tax 
to Rs.1.02 

Name of t-eme of Turnowr le te of 

Commercial goods Period <In lakhs tax 

Circle sold of rupees) 

( 1) (2) CJ) (4) (5) 

1. Banga lore Liquor 1st August 8.80 2 per cent 
City 1985 to 3 1st 

t:ecember 

1985 

at the 
lakhs 

Amount of 

short levy 

Cinclud ing 

cess upto 

31st ~rch 
1986) 

(6) 

22 , 880 
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( l) (2 ) (3) (4) (5) 

2 .Bijapur Electricdl 1st August 8,29 2 per cent 
Town motors . 1985 to Cup to 3 l. 3 . 86) 

starter ~ 31st !:ece- 3 per cent 
and e lect - mber 1986 (from 1. 4,86) 
r ica 1 wires 

3. Bangalore Tu belighls 1st June 7 . 04 3 per cent 
City 1986 1:0 

31st Mlrch 
1987 

4 . Bangalore Vanaspathi 1st April 17 . 07 2 per cent 
City 1986 to <arrived 

31st M:srch ~ t by 

1987 adding 

1 per cent 

gross 
profit to 
the pur­
chases) 

(6) 

23 , 374 

2 1, 1.33 

34, 136 

1, 01, 523 

On the mistakes being pointed out (between 
August 1989 and February 1990) in audit, the assess­
ing off ice rs issued notices in 3 cases ( Sl. No .1, 
3 and 4) to the dealers proposing rectification 
of the mistakes. Further report in these cases 
and reply in the remaining case have not been 
received (November 1990) . 

The cases were reported to Government 
between December 1989 and June 1990; their replies 
have not been received (November 1990 ) . 
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( b) The Com missioner of Com mercial Taxes, 
Bangalore has clarified (December 1985) that P. V. C. 
electrical conduit pipes are exigible to tax as 
electrical goods in view of the judicial 
decision t.: Further, on sales of plastic sheets 
and all articles made of poly venyJ - chloride 
material, \\ith effect from 1s t April 1982 to 31st 
March 1986 , tax was leviable at the rate of 10 
per cent at the point of firs t or earliest of success­
ive sales withi n the State. 

In Bangalore City, on the last sale of 
P. V. C. electrical conduit pipes amoW1ting to Rs .10. 04 
lakhs made during the period 1st August 1985 to 
31st March 1987, tax was omitted to be levied 
at the last sale point resulting in a short levy 
of Rs . 28, 835 . In respect of the same assessee , 
on the first sale of P . V . C. hose pipes amounting 
to Rs . 5 .16 lakhs made during the year 1985- 86 , 
tax was incorrectly levied at the rate of 8 per 
cent instead of at the correct rate of 10 per cent 
resulting in short levy of tax by Rs .13, 118. 

The mistakes were poipted out to 
the department in Februar y 1990 and wer e reported 
to Government in May 1990: their replies have 
not been received (Novem ber 1990). 

2 .10 . Non-levy of purchase tax 

on 
( i) 

purchase 
Under the Kar nataka Sales Tax, 

of silk fa brics manufactured 
1957 , 

either 

* M/s .Avon Industries Vs . State of Karnatakn(STRP 
No.6 of 1975). 
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wholly or partly from silk, with effect from 1st 
April 1987, tax is leviable at the rate of 4 per 
cent at the point of purchase by the last dealer 
in the State liable to tax under the Act. 

In one case involving short levy of purchase 
tax on silk fabrics, an amount of Rs. 34, 189 was 
recovered (July 1989) on being pointed out (April 
1989) in audit. 

(ii) Under the Karnataka Sales Tax Act, 
1957. on purchase and sale of groundnut and peanut 
including groundnut or peanut seeds and on purchase 
of honge seeds, tax is leviable as under 

(a ) (i) Groundnuts 
and peanuts 
purchased 
within Kar­
nataka 

(ii) Obtained 
from out­
s ide Kar­
nataka 

18th 
November 
1983 to 
31st March 
1987 

18th 
November 
1983 to 
31st March 
1987 

(b) Honge seeds 18th 
November 
1983 and 
onwards 

First 
purchase 
point 

First 
sale 
point 

4 per cent 

4 per cent 

First 3 per cent 
purchase 
point 

In Tumkur district, on purchase of groundnut 
and honge seeds amounting to Rs . 58 . 61 lakhs made 
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by a dealer during the co-operative year 1985-86. 
tax was omitted to be levied (September · 1988) 
even though the assessee had accepted ta\: liability 
as firs t purchase r in the State in h:~ returns. 
The omiss ion r esulted in non-levy of ta\: amounting 
to Rs ·. 2 . 26 lakhs. 

The mistake was pointed out to the depart­
ment in March 1990 and was reported to Government 
in June 1990; their replies have not been received 
(November 1990). 

(iii ) Under the Karnataka Sales Tax Act, 
1957. a dealer who purchases taxable goods from 
unregistered dealer in circumstances in which no 
tax is leviable on the sale price of such goods 
and uses them in the manufacture of other goods 
for sale or otherwise or despa tches them to a 
p lace outside the State. except as a direct result 
of sale or purchase in the course of inter- State 
trade or commerce. is liable to pay tax on the 
purchase price of such goods at the same rate 
at which it would have been leviable on the sale 
of such goods. 

On sales of firewood and rice oran with 
effect from 1st April 1986, tax is leviable at the 
rates of 6 per cent and 3 per cent respectively. 

(a) In Bangalore City, an assessee engaged 
in the manufacture and sale of agarbathis purchased 
"raw bathis" worth Rs. 4. 85 lakhs from unregistered 
dealers during the year 1985-86 and used them 
in the manufacture of scented agarbathis . On the 
above purchase, tax (including surcharge, rural 
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development cess , development 
tax) of Rs . 33 , 164 was leviable 

cess and turnover 
but \vas not levied . 

On the mista,ke being pointed out (September 
1989) .i.n audit, ttie department issued (September 
1989) no tice to the assessee and further reported 
(April 1990) that the purchases from unregistered 
dealers included other items like paper tubes , 
tin tubes etc ., and purchase turnover of raw bathis 
was Rs .1, 05, 999 only on which an amount of 
Rs . 6, 064 being the purchase tax has been collected . 

But as per Karnataka Sales Tax (Amendment) 
Ac t 1989 (Act 8 of 1989) , goods consumed for 
.ancillary purposes in or for such manufacture are 
a lso treated as consumed in the process of manu­
facture. Since agarbathis are released to the 
market only after packing unde r a brand name , 
the process of manufacture would include packing 
also and hence purchase tax i.s leviable on other 
items of purchases like paper tubes tin tubes 
also . 

The case was reported to Government in 
December 1989; thei r repl y has not been received 
(November 1990). 

( b) In Bangalore City, an asses see purchased 
"elephant grass " (wild variety of gr-ass grown 
spontaneously ) worth Rs . 3. 73 lakhs during the 
co- operative year 1985- 86 from unregistered dealers 
and used it as one of the raw materials in the 
manufacture of kraft paper. On the purchase turn­
over of such goods in manufacture, tax was leviable 
at the rate of 5 and 7 per cent (at the purchase 
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point) as applicable to unclassified goods but was 
not levied. thereby resulting in non-levy of tax 
to the extent of Rs . 28,160. 

The om bsion was pointed out to the depart­
ment in January 1990 and was reported to Government 
in June 1990 and followed up by reminder t0ctober 
1990); their replies havo not been received 
( Novern ber 1990) . 

(c) In Raichur district, while concluding 
(June 1988) the assessment of a manufacturer of 
rice bran oil for the period 1st July 1986 to 30th 
June 1987, purchase tax leviable at the rates of 
6 and 3 per cent respectively on the purchase 
of firewood amounting to Rs. 3 . 75 lakhs and rice 
bran amounting to Rs .1 . 69 lakhs from unregistered 
dealers consumed in the manufacture of rice bran 
oil was not levied (June 1988) . The turnover 
tax on the above turnover was also not levied . 
The total tax not levied amounted to Rs . 34 , 357 . 

On lhe mistake being pointed out (August 
1989) in audit, the department issued notice to 
the assessee. Further report has not been received 
(November 1990). 

The omission was reported to Government 
in March 1990; their reply has not been received 
(November 1990) . 

(iv) Under the Act, with effect from 1st 
Ai--1·il 1986 , (a) timber , rosewood and sandal wood 
in log form are liable to tax at the rate of 13 
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per cent and ( b) tirn ber , rosewood and sandal wood 
in cut or manufactured form of all sizes and shapes 
are liable to tax as under: -

Cate.g0/1.1) 

Ci) Obtained from out 
of material which 
has a l ready 
su t fered tax 

Ci i) In other cases 

Rate. ot tax 

1st April 1986 3 per cent 

ls t April 1986 13 pe r cent 

The Commissioner of Commercial Taxes has 
clarified (August 1987) t hat since timber and cut 
sizes are separately categorised under the Act, 
cutting of timber into sizes would amount to manu­
facture and hence purchase of timber from unregister­
ed dealers for conversion into cut sizes would 
be liable to purchase tax. Thus, on timber logs 
purchased from unregistered dealers and sold in 
manufactured form as cut sizes, tax is leviable 
both a t the poi.nt of purchase (on logs) and sale 
(cut sizes). The Commissioner of Commercial Taxes 
has also clarified (May 1986 and February 1988) 
that ' casuari na' poles a r e taxable at the rate 
of 13 per cent applicable to timber . 

Further, under the provisions of the Central 
Sales Tax Act , 1956, on inter-State sales of goods 
(other than declared goods) to any registered dealer 
or Government covered by prescribed declarations/ 
certifica tes , tax ·is leviable at the rate of 4 per 
cent or a t the State r ate if it i s less than 4 per 
cent. Where such sales are not supported by pre-
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scribed declarat ions , tax is leviable at the rate 
of 10 per cent or at the State rate if it is more 
than 10 per cent. 

(a) In n.1h.shina Kannada district . while 
concluding ass13ssment (July 1988 and FebPuary 
1989) , of four tim ber dealers, on purchase bf timber 
valued at Rs. 20. 01 lakhs, made from unregistered 
dealers during the years 1984-85 (July 1984 to 
June 1985), 1986-87 (September 1986- to August 1987) 
(Co-operative year and Deepavali year) and consumed 
in the manufacture of cut sizes, tax was omitted 
to be levied at tne purchase point as aforesaid. 
Further, on the sale (Rs. 3 . 96 lakhs) of cut sizes 
obtained out of such logs , tax was leviable at 
13 per cent instead of at 3 per cent only . The 
irregularities resulted in tax being levied short 
by Rs . 2. 06 lakhs. 

On the mistakes being pointed out to the 
department in October 1989 and December 1989. 
in two cases, the assessing officer submitted 
(October 1989) the records for suo motu revision . 
Further report in these cases and reply in the 
other two cases have not been received (November 
1990). 

The cases were reported to 
January 1990 and i\ lay 1990 ; their 
not been received ( 'ovem ber 1990 ) . 

Government in 
replies have 

(b) In Bangalore City , a dealer purchased 
casurina poles from unregistered dealers during 
the year 1986-87 and despatched them outside the 
State on consignment basis. However. on th\ 
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corresponding purchase turnover of Rs .1. 87 lakhs, 
purchase tax amounting to Rs . 24 ,356 was not levied. 
F11r ther , on the local sales of casuarina poles, 
tax was levied ( i) at the rate of 7 per cent as 
aprillcable to unclassified goods and (ii) on inter­
state sales (not. covered by prescrib8d declarations) 
at 10 per cent instead of at the correct rate of 
13 per cent applicable in both the cases. These 
mis takes resulted in a further shor t levy of tax 
amounting to Rs .10,560 . 

On the mistakes being pointed out (December 
1989), the department stated (December 1990) that 
revi sed orders were passed levying the differential 
tax. 

The cases were reported to Government in 
June 1990. 

2 .11 . Incorrect allowance of set off 

( i) Under the provisions of the Karnataka 
Sal es Tax Act , 1957, where tax has been levied 
in respect of any item of goods of iron and steel 
referred to' in serial number 2 of the Fourth 
Schedule, and out of the said goods any other 
item of goods of iron and steel mentioned in that 
Serial :-.!umber is manufactured in Karnataka and 
salt.I, the tax on sale of such manufactured goods 
i~ tn be reduced by the amount of tax already 
pa id under the Act on the re la ti ve i terns of goods 
of iron and steel used in its manufacture. The 
burden of proving that the tax under the Act has 
already been paid and of establishing the exact 
quantum of tax so paid on such items of goods 
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of iron and steel shall be on the dealer claiming 
the reduction. With effect from 1st November 
1982. the point of levy of tax on scrap was shifted 
from fir5t sale point to last purchase poi:lt. 

Llnder the Act , tax i s leviable at the rate 
of 4 per cent on specified items of iron and steel. 
Coal is also taxable at the rate of 4 per cent 
under the Act ibid. 

In one case of incor rect allowance of set 
off. an amount of Rs . 40 ,395 was recovered (July 
1989) on being pointed out (.July 1989) in audit. 
A few other cases are mentioned below . 

(a) In Bangalore City, while concluding 
the assessment (May 1987) of a dealer for the 
years -1982-83 and 1983-84 who had used items 
of iron and steel including r e-rollable scrap as 
raw materials in the manufacture of other re-rolled 
items. the tax set off was allowed on the purchase 
value of raw materials consumed amounting to 
Rs. 75 . 54 lakhs which also included ( i) purchase 
(scrap) amounting to Rs . 10. 84 lakhs made after 
1st November 1982 on which the dealer had no t 
paid any tax and ( ii} an amount of Rs. 2 . 49 lakhs 
being the tax charged by the selli ng dealers. 
As the tax set off is restricted to the quantum 
of ta,x paid on purchase of raw materials actually 
consum ed in the manufacture. allowancfl of set off 
on the above two items also, resulted in excess 
set off and consequent short levy of Rs. 53, 327. 

( b) In another case, in Bangalore district, 
for the year 1983-84 (1st Sep tem ber 1983 to 31st 
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August 1984), the amoW1t of set off to be allowed 
to tho dealer out of tax leviable on sale of manu­
factured goods was worked out a~ Rs.4,93,576. 
Howevnr-, tak ing into account the opening and clos ing 
balance and the tax paid on pun:hases of raw 
mate rials , the tax set off admiss i ble works out 
to Rs . 4,64,414 only. The excess allowance of 
set off resulted in short levy of tax amounting 
to Rs. 29, 162. 

The mistakes were pointed out to the depart­
ment in February 1990 and were reported to Govern­
ment in JW1e 1990 and July 1990 ; their replies 
have not been received (November 1990). 

( c) In Bangalore district, assessment of 
a dealer for the Deepavali year 1979-80 was 
originally made in November 1985. In an appeal 
order of Augus t 1986, the ta"< set off on raw 
materials consumed admissible was determinec;l at 
Rs.2,73,500 by the Appellate Authority and the 
case was remanded for fresh disposal. While making 
fresh assessment (June 1988) although the assessing 
officer fixed the value of raw materials cons:Jmed 
in the process of re-rolling as Rs. 57. 96 lakhs 
and the tax set off admissible thereon as Rs. 2, 31, 907 
only , actually allowed tax set off of Rs . 2, 73, 500 
as fixed by the appellate authorit y resulting in 
short levy of tax am ounting to Rs. 41, 593. The 
tax sel off allowed by the appe llate authority 
was found to be ' ex cessive inasmuch as it was allow­
ed on the entire quantity of raw materials purchased 
by the assessee while under the Act, the set off 
should have been allowed on the actual quantity 
of raw material used by the assessee in the 
manufacture of other items dur ing the relevant 
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year that is Deepavali year 1979-8Q. Allowance 
of tax set off on the entire purchases of raw 
material, thus, had the e ffect of reducing the 
tax liability of the assessee for Deepa(\[ali year 
1979-80 to the extent of Rs.41 . 593 . 

On the mistake being pointed out (January 
1990) in audit. the assessing officer stated (January 
1990) that the assessment records would be submitted 
for suo motu orders. Further report has not been 
received (November 1990) . 

The case 
June 1990; their 
(November 1990). 

was reported to 
reply has not 

Government in 
been received 

( d) In Bangalore City, while concluding 
(March 1989) assessments of a dealer for the Co­
operative years 1984-85 to 1987-88, the assessing 
officer had allowed set off on tax on items of 
iron and steel purchased and used as raw materials 
for the manufacture of re-rolled items, to the 
extent of Rs. 278. 81 lakhs which, however, included 
the purchase of coal amounting to Rs .13 .12 lakhs. 
Since the set off is restricted to the quantum 
of tax paid on purchase of only iron and steel 
used as raw materials, allowance of set off of 
tax paid on the purchase of coal was irregular 
and resulted in excess set off and consequent short 
levy of tax by Rs.52,473. 

In the case of the same assessee. set off 
was again allowed incorrectly during the years 
1984-85 and 1985-86, on the value of iron and 
steel amounting to Rs. 5. 01 lakhs sold in the same 
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form to other reg is tared dealers in the State, on 
which tax under the State Act had nol been paid 
by the assesses . The set off allowed \•:as irregular 
since there was no manufacture of goods . This 
resulted in short levy of tax by Rs .19, 6-!8 l calculated 
at 4 per cent on estimated purchase value of Rs . 4.91 
lakhs after deducting 2 per cent gross profit). 

On the mistakes being pointed out in audit 
(February 1990) , the assessing officer issued 
(February 1990) notice to the dealer proposing 
r ectification of the mistakes. Further report has 
not been received (November 1990) . 

The case 
June 1990; their 
(November 1990) . 

was reported to 
reply has not 

Government ·in 
been received 

( e ) In Bangalore district, while finalising the 
assessment (July 1988) of a manufacturer of re-rolled 
i tems of iron and steel for the year 1984- 85 (July 
to June) , ta~ set off was allowed on the re- sale 
turnover of scrap made to r egistered dealers in 
the State to the ex tent of Rs . 10. 70 lakhs (estimated 
pur chase value Rs. 9. 63 lakhs). Since the tax set 
off under the Act is admissible only on purchase of 
iron and steel actually used in the manufacture of 
any other item of iron and steel referred to under 
the serial number 2 of the Schedule ibid , as afore­
said, the se t off allowed on the re-sale turnover 
of iron and s teel scrap was irregular . The incorrect 
allowance of set off resulted in short levy of tax 
amounting to Rs.61.009. 

On the mistake being pointed out (Januar y 
1990) in audit, the department stated (~ovember 1990) 
that revised orders were passed (October 1990) 
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levying the differential tax of Rs. 61 , 010 . 

The case was repor ted to Government in 
June 1990. 

( f) In BPllar y distric t, while finalising 
(April 1988) assessments of re-rolling mill for 
the calendar year 1979 , a set-off of Rs. 4. 52 lakh's 
was incorrectly allowed ins tead of Rs.4 .17 lakhs 
admissible . The mis take resulted in allowing 
excess set off of Rs . 34, 722 and short levy of 
tax to tha t ex tent. 

The mistake was poin ted out in audit to 
the department in October 1989 and was reported 
to Governm ent i n January 1990; their replies have 
not been received (November 1990). 

(ii) Under the Karna taka Sales Tax Act , 
1957, where a tax has been levied in respect 
of sale or purchase of any paddy, the tax leviable 
on rice procured out of such paddy , s hall be 
reduced by the amount of tax l evied on such paddy. 
Paddy and rice were taxable at t he rate of 4 
per cent up to 31st March 1984. 

By a notification issued in October 1981 . 
rate of tax on sales of manufactured goods by 
new small scale industrial uni ts was reduced by 
50 per cent (with effect from 1st November 1981) 
for a period of five years from the date of 
commencement of commercial product10n , subject 
to certain restrictions and conditions mentioned 
therein. 
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(a) While concluding (June 1988) the assess­
ment of a rice miller of Dakshina Kannada dis trict 
for the year 1985- 86 (July 1985 to June 1986 ) 
an amount of Rs . :rn, 691 representing tax on pad dy 
purchased during the period from 1s t August 1'.J85 
to 30th June 1Ll l.l6 , was e r roneously reduced (June 
1988) out of the tax levied on the sale value 
of rice though paddy was exempt f rom tax during 
the above period. On this being pointed out (June 
1989) in audit, the department recovered the entire 
amount of short levy in July 1989. 

( b) In Raichur, during the year 1980-81 , 
a rice miller had hulled 8, 07 5 bags of paddy 
valued at Rs . 8 .16 lakhs on which set off of 
Rs . 32,62J was admissible . As agains t this, set 
off of Rs. 45., 881 was allowed , while finalising 
the assessment (July 1988) resulting in excess 
set off of Rs.13,258. Similarly , during the year 
1981-82, he had hulled 7, 058 bags of paddy valued 
at Rs.7 . 41 lakhs on which se t off of Rs.29 , 644 
was admissible from the assessed (July 1988) 
tax of Rs. 44, 300 on sale turnover of rice procured 
out of paddy. He was a l so entitled to tax con­
cession of Rs. 7 ,328 under an incentive scheme 
of the Government effective from 1st November 
1981 and was lia ble to pay net ta'< of Rs . 7 , 328. 
However, a ' nil 1 demand was made (Jul y 1988). 
The mis takes resulted in tax being realised short 
by Rs.20,586. 

On the rnL;takes being pointec! out in August 
1989, the department stated (January 1991) that 
the amount shor t levied had been recovered . 

The case was reported to Government in 
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Mar-ch 1990. 

2 .12. A. Incor-rect com put a ti on of tax 

In two cases , involving shor-t levy of tax 
due to ar-ithmetical mistake, an amount of Rs.86,955 
was r-ecover-ed on being pointed out (July 1989 
and December- 1989) in audit. A few other- cases 
a r-e mentioned below. 

( i) Under- the Karnataka Sales Tax Act , 
1957, on sales of cement, tax was leviable at 
the r-ate of 15 per- cent up to 31st Mar-ch 1987 . 

In Bangalorn City, while assessing a dealer­
for the Co-operative year 1984-85 on sales turnover 
of cement of Rs. 30. 00 lakhs, tax at the rate of 
15 per cent was er-roneously worked out (Sep tern ber 
1988) at Rs . 45 ,000 instead of the correct amount 
of Rs. 4. JO lakhs. The mis take resulted in short 
levy of tax amounting to Rs.4.05 lakhs. 

On the mis take being pointed out (December-
1989) in audit, the assessing officer issued 
( December 1989) notice to the dealer for r ectifi­
cation of the mistake . Further report has not 
been received (November 1990) . 

The case 
May 1990; their 
(November 1990) . 

was reported to 
reply has not 

Government in 
been received 

(ii) ._ Under the Karnataka Sales Tax Act. 
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1957, every dealer shall pay for each year , tax 
on his taxable turnover at the rates specified 
in the Act. 

While asses.sing (March 1989) a dealer 
in com mercial plywood in Bangalore City for the 
Calendar year 1985 , as against a total tax of 
Rs . 2 , 84 , 855 leviable on sales amounting to Rs . 21. 81 
lakhs, a tax of Rs. 2, 63 ,'530 only was levied due 
to computation mis take r esulting in short levy 
of tax amounting to Rs. 21, 325. -

The mistake was pointed 
m11nt in September 1989 and 
Government in April 1990; their 
been received (November 1990) . 

out to the depart­
w as reported to 
r eplies have not 

B. Error in demanding tax due to final assessment 

Under the Karnataka Sales Tax Act, 1957 , 
and the Rules made thereunder , on completion 
of final asessment, for a year, if any amount is 
found to be due, a notice shall be served upon 
the dealer indicating the amounts of tax payable, 
tax paid and balance of tax . if any due to be 
paid, within the time and i n the manner specified 
in such notice. 

In two ~ases involving short levy due 
to error in demanding ta'< due on fina·l assessment, 
an amount of Rs . 1 . 24 lakhs was recovered and 
i.n two other cases revised demand notices were 
issued for recovery of Rs.66,112 on their being 
pointed out (be t ween January 1989 and August 1989) 
in audit. 
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C. Credits afforded twice 

Under the Karnataka Sales Tax Act , 1957 
and the Rules made thereunder, every dealer has 
to file a monthly statement of his turr..over and 
also pay tax in advance on that turnover . These 
payments are credited to the dealer's account 
in the Commercial tax office concerned and finally 
adjusted C1J5ainst the tax demand after conclusion 
of the assessment. 

In one case involving short levy due to 
affording of credit twice to the dealer, an amount 
of Rs. 22 , 000 was recovered on its being pointed 
out (December 1989) in audit. 

2.13. Non-levy of surcharge. cess and additional 
tax 

(i) Under the Karnataka Sales 7ax Act, 
1957, the tax payable under the Act was to be 
increased by a surcharge a t the rate of 10 per 
cent of such tax from 1st April 1983 to 31st July 
1985, a rural development cess at the rate of 
10 per cent of such tax. from 1st April 1984 to 
31st July 1985 and a development cess at the rate 
of 30 per cent of such tax, from 1st August 1985 
to 31st March 1986. 

(a) In two cases involving short levy of 
surcharge, an amount of Rs. 45, 994 was recovered 
(June 1989 and March 1990 ) by the department 
on being pointed out (June 1989 and May 1989) 
in audit. 
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( b) In Bangalore City , in three other cases, 
while concludir1g assessments (between August 1988 
and January 1989) for the years 1983-84 and 1984-85 
surcharge and cess as aforcs<Jid. .amounting to 
Rs . 11.48 l akhs were not levied . 

On . the omissions being pointed out (November 
1989 and December 1989) , in two cases involving 
cess of Rs .11.14 l akhs , the assessing officers 
issued (December 1989 ) notices to the dealers 
proposing r ectification. Further report in these 
cases and reply in the other case have not been 
received (November 1990) . 

The cases were reported to Government 
in Febr uary 1990 and May 1990; their replies 
have not been received (November 1990) . 

(ii) Under the Karnataka Sales Tax Act, 
1957, prior to its amendment in March 1 %1 . in 
the c.:ase of a dealer whose total turnover exceeded 
Rs. 25 lakhs in a year, additional tax was leviable 
at the r ate of 10 per cent of the sa les tax or 
purchase tax or both payable by such dealer upto 
14th March 1980 and at 12 . 5 pe r cent from 15th 
March 1980 . Under the Act. an auctioneer is also 
a dealer whose transactions are liable to tax . 

( a) In 
a dealer whose 
additional tax 
to be levied 
unserviceable 
to 1980- 81 . 

Dharwad d i s trict , in the case of 
total turnover exceeded Rs . 25 lakhs, 
amounting to Rs . 24 , 025 was omitted 
(July 1988) on the auction sale of 
ma te rials during the year s 1979- 80 
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The· omission was pointed out in audit 
to the department in August 1989 and was reported 
to Government in January 1990: their replies have 
not been r eceived (November 1990) . 

( b) In Bangalore district , additional 
tax amounting to Rs . 74,762 was omitted (June 1988) 
to be levied on tax of Rs.7,47,619 payable on 
purchase turnover of copra and sales turnover _of 
steel furniture, e tc., effected by two dealers during 
the period from 1st Jul~· 1975 to 30th November 
1976 . 

The omission was pointed out to 
the department in March 1990 and was reported 
to Government in July 1990; their replies have 
not been received (November 1990). 

2 .14. Non-levy of turnover tax 

( i) Under the Karnataka Sales Tax Act , 
1957, every dealer other than the Government of 
Karnataka, the Central Government or the State 
Government of any other State, whose total turnover 
in a year exceeds the limits shown below , whether 
or not the whole or any part of such turnover 
is liab_le to tax under any other provisions of 
this Act, is liable to pay turnover ta'< 
at the rateb indicated against each on 
his total turnover less such deductions as 
ar e admissible under the Act 

F1tom Whe.n the. annua.£. 

( 1 ) 
twrnove.1t e. xce.e.d~ 

( 2) 
29th t.brcr. 1981 ~pees one lakh 

/ 

Rate. 06 _twinove.1t 
tax 

(3) 
l per cent 



( 1 ) 

1st April 1982 to 

31st July 1985 

1st August 1985 

1st April 1986 

1st April 1987 
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(2) 

~1pees one-end-a -halt 

lakhs 

(i) Rupees tive Lat<.hs 

but does not exceed 

rupees fifty lakhs 

(ii) Rupees 'fifty lakhs 

Ci) Rupees fifteen 
lskhs but dc~s not 
axceed rupees two 

hundred ~nd fifty 

lakhs 

(li) ~pees two hundred 
and fitty lakns 

(i) If it i:; a body 
corpor2l te • 

Ca) tlot less tran ti ve 
lakhs 

(b) Not less than two 

hundred and fi tty 
ldkhs 

(ii) If it is other then 
a body corporate 

Not less than the 
lakhs 

( 3) 

; per cent 

per r.ent 

per cent 

per cer-t 

It per cent 

U per cent 

H · per cent 

H per cent 

However, no turnover tax is payable en 
the total turnover. relating to goods specified in • 
the Fourth Schedule to the Act (declared guods). 
Further, no dealer shall collect any amount as 
tax in excess of the total tax (including turnover ... 
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tax) payable by him under 
not exceeding one-and-a-half 
collection is leviable in case 
of tax. 

the Act. Penalty 
times the excess 

of excess collection 

In eleven cases involving short levy of 
turnover tax, an amount of Rs. 3. 33 lakhs was 
recovered on being pointed out in audit between 
June 1989 and December 1989. A few other cases 
are mentioned below . 

In 10 other cases relating to Bangalore , 
Bijapur and Raichur districts , a sum of Rs . 3. 82 
lakhs was either not levied or levied short during 
the years 1984-85 to 1987-88 . 

On the omissions being pointed out between 
J uly 1989 and February 1990, t he department stated 
(March 1990) that rec tif icatory orders wer e passed 
in two cases (Rs .1. 04 lakhs) , in 3 cases notices 
were issued to the dealers proposing rectification 
of the mistake and in another case an amount of 
Rs .17, 250 was recovered . Further report in these 
cases and reply in the remarnrng cases have not 
been received (November 1990). 

The cases were reported to Government 
between November 1989 and June 1990; their replies 
have not been received (November 1990). 

(ii ) With a view to adopting a uniform 
accounting year commencing f r om the firs t day 
of April , the provisions of the Karnataka Saies 

+:- 9 
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Tax Act. 1957, were amended from 1st April 1987. 
But . consequent upon the Karnataka High Court 
judgement. the amended prov1s10ns were given 
effectr to from 1st April 1989 only . As per clari­
fication of the Commissioner of Commercial Taxes 
(August 1989) in respect of dP.alP-rs where the 
accounting period commenced after 1st April 1986 
and who in the meanwhile closed their account 
on 31st March 1987 and got assessment also con­
cluded to end of 31st March 1987, the turnover 
for purposes of turnover tax has to be computed 
as if they followed their old accounting year . 

In Bangalore district. a Public Limited 
Company adopted 1st August to 31st July as account­
ing year and closed its accounts for 1986-87 to 
end of 31st March 1987 While concluding the 
assessment lJanuary 1989) turnover tax was levied 
at the rate of 1 per cent on a turnover of Rs.214 . 56 
lakhs relating to the above period ins tead of 
counting the turnover to end of July 1987 
(old accounting year) and levying turnover tax 
at 1~ per cent since the ~otal turnover exceeded 
Rs:250 lakhs in that case . The mistake resulted 
in short levy of turnover tax of Rs . 40. 094. 

On this being pointed out (Oc tober 1989) 
in audit. the department collected (.April 1989) 
the amount short levied. 

The case was reported to GO\ ernment in 
.....January 1990 . 

(iii) As per a notification issued by 
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Government in September 193.j, \'lith effect from 
1st October 1983, the wholesale turnover of whole­
.sale dealers of drugs ,md pharmaceutical prepa­
rations is exempt fro11 levy of turnover tax. 
Further, under the Karnataka Sales Tax Rules, 
1957, a wholesale dealer is a pc.-son who sells 
goods or keeps goods for sale to dealers for trade. _ 
Sales of medicines to hospitals for ccnsum p1:ion 
do not cons ti ti1te sales of a wholesale dealer. 

In Bangalore City, on sales of medicines 
valued at Rs .152 52 lakhs made by a manufacturing 
dealer to Gove!'nment departments for eventual 
consum.ption in hospitals during the Deepavali year 
1984-85, turnover tax was not levied treating them 
as covered by notificat10n issued in September 
1983 relating to wholesale dealers. The incorrec~ 
exemption resulted in tax being levied short try 
Rs .1. 13 lakhs. 

The mjstake was pointed out to the depart ­
ment in January 1990 and was reported to Gover~­
ment in May 1990: their replies have not been 
received (November 1990). 

(iv) In Chitradurga district, on sales 
of blended cotton yarn (using pclyster staple fibre 
in its mam.1.facture) amounting to Rs.220.13 lakhs 
made by a spinning and weaving mills during the 
period 1st April 1981 to 31::5t k\larch 1985, turnover 
tax ·.vas omitted to be levied treating them as 
cotton yarn (declared goods not liable to turnover­
tax). The omission resulted in tax being realisect:! 
snort by Rs .1.10 lakhb. 
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The case was pointed out to the depart ­
ment in December 1988 and was reported to Govern­
ment in February 1989; t heir replies have not 
been received (November 1990). 

( v) As per the provisions of the Karnataka 
Sales Tax Rules, 1957, total turnover includes 
the total amount paid or payable by a dealer as 
the consideration fo r the purchase of any goods 
in respect of which tax is leviable at the point 
of purchase under the Act . 

In Belgaum City, while finalising (August 
1988) the assessment of a wholesale Kirana dea_ler 
for the Deepavali. year 1985-86, the turnover for 
purposes of levy of turnover tax was determined 
at Rs.212.62 lakhs , without considering the purchase 
turnover of Rs.95.43 lakhs in respect of goods 
liable to tax at the purchase point. This mistake 
r esulted in determining the total turnover for the 
year at less than Rs.250 lakhs and consequent 
short levy of turnover tax b y Rs. 4-l, 925 on the 

_ turnover for the period 1st April 1986 to 2nd 
November 1986. 

The mistake was pointed out to the depart­
ment in December 1989 and was reported to Govern­
ment in April 1990; their replies have not been 
received (November 1990) . 

(vi) By a notification issued (Mar ch 1 386) 
under the Karnataka Sales Tax Act, 1957 , with 
effect from 1st April 1986, Government exempted 
the tax payable (under Section 6 of the Act J by 
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a' manufacturer of agarbathi in the State on the 
purchase of raw bathi consumed in the manufacture 
of agarbathi for sale in the course of inter-St~te 
trade or commerce. However , the exemption does 
not cover the turnover tax payable under the Act. 

In Bangalore City, a dealer engaged in the 
manufacture and sale of agarbathi purchased raw 
bathi amounting to Rs . 31 . 22 lakhs from unregistered 
dealers during the calendar year 1986 and used 
t_he!U in the manufacture of agarbathi. However , 
turnover tax amounting to Rs . 37, 073 was omitted · 
to be levied. 

The omission was pointed out to the depart ­
ment in May 1989 and was r eported to Government 
in November 1989; their replies have not been 
received (February 1990) . 

(vii) In Dakshina Kannada district, in the 
case of an Excise Contr actor vending arrack in 
two taluks of Kodagu distric t , the sales turnover 
of arrack for the years 1982- 83 and 1983- 84 (July 
to June) was incorrectly determined (March 1989) 
at Rs.150.00 lakhs and Rs.145 . 00 lakhs instead 
of Rs. 192 . 60 lakhs and Rs .175 . 86 lakhs respectively 
(one- and-a-half times the 'Khist' amount of Rs.128.40 
lakhs and Rs .117 . 24 lakhs as held * by 
the Appellate Tribunal) . This resulted in short 
levy of turnover tax by Rs. 36 . 730 . 

The mistake was pointed out to the 

* P . Ramesh Vs. State of Karnataka (STA 647/ 77 dated 
19 . 5 . 78) KAT 
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department in October 1989 and 
Government in ~lay 1990; their 
been receil:ed (November 1990) . 

was r eported to 
replies have not 

(viii) By a Government notification issued 
in December 1979 , on sales made to the departments 
or public sector undertakings of Government of 
India or Government of Karnataka or Government 
of any other State or Government Companies located 
in the State by a dealer in respect of goods 
produced in his manufacturing unit located in 
IKarnataka , the rate of tax payable under the 
l<arnataka Sales Tax Act , 1957 was reduced to 4 
;:>er cent notwithstanding anything contained in any 
:>f the Schedules to this Act. If the rate of tax 
:Jrescribed in any of the Schedules to the Act 
1Nas lower than 4 per cent, then that woold be 
:he prescribed rate. It has ·been clarified (June 
1985) by the Commissioner of Commercial Taxes 
:hat turnover tax is leviable in such cases in 
3.ddition to the concessional rate prescribed. 

In Bangalore City, on sales of tyres and 
:ubes of motor vehicles (received from outside 
:he State on stock transfer) amounting to Rs.89.58' 
_akhs made by a dealer during t~e calendar year 
_982 to public sector undertakings of the Government 
Jf India/ Government of Karnataka at the concessional 
~ate of sales tax under the-aforesaid notifica tion. 
urnover tax was omitted (October 1987) to be 
evied . The omission resulted in non-levy of turn­

=iver tax amounting to Rs. 44, 790. 

On the omission being pointed out (February 
S8::;) in audit , the department stated (February 
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1989) that the matter had been referred to thF. 
Deputy Commissioner of Co111mercial Taxes. Further 
report has not been received (Ncvember 1990). 

The case was reported to Government ir 
August 1989; their reply has not been receivec 
(November 1990). 

(ix) Under the prov1s10ns of the Karna take 
Sales Tax Rules, 1957, the total turnover of c 
dealer, for the purposes of the Act, includes the 
turnover relating to any of the goods mentionec 
in the Third Schedule to the Act, which include!: 
the last purchase of bones and horns. 

A Government notification issued in Ma~ 
1983 exempted, with effect from 1s t June 1983, 
only the basic rate of tax payable under Sectior 
5 of the Act on the purchase of bones and horns. 
but net the turnover tax levicble under another 
Section ( 6-B) of the Act. 

In Mandy a district, on purchase of bone!: 
and horns valued at Rs 34.57 lakhs made by c: 
Bone Meal Inc.lustry during the year.s 1984-85 tc 
1986-87, turnover tax was not levied ( betweer 
October 1986 anti December 1988) treating then 
erroneously as ex em pt f ram such levy, thougt 
tax on their purchases only was exempted, a!: 
aforesaid. The mistake resulted in turnover ta;. 
not being levied to the tune of Rs.23,202. 

On the mistake being pointed out (October 
1989) in audit, the department stated (August 1990: 
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that rectificatory orders were passed levy.ing 
the differential tax. 

The case was reported to Government in 
January 1990. 

Z.15 Non-levy of penalty 

(i} Under the Karnataka Sales Tax Act, 
1957, if a dealer fails to pay the tax demaded 
from him• within twenty-one days from the sen·ice 
of the demand notice. he is liable to pay penalty 
at the rale of one per cent per month (up to 31st 
March 1984} of the amount of tax or any other 
amount due remai.ning unpaid for the first three 
months and at two-and-a-half pe.r cent pe:r month 
of such amount fur each subsequent month. so 
long as the default continues. 

Further. a registered dealer shall not 
collect any amow1t by way of tax or purporting 
to be by way of tax, at rates exceeding the 
rate specified in the Act or in respect of sales 
of any goods on which no tax is leviable under 
the Act. If any person contravenes these 
provisions, the assessing authority may impose 
upon him. l.Jy way of penalty, a sum not exceeding 
one-and-a-half times the amount of such collection. 

The above provisions also apply in respect 
of collection of taxes under the Central Sales 
Tax Act, 1956. 

Also, under the State Sales Tax Act. on 
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sales of goods by one registered dealer to another, 
for use by the latter as component part of any 
goods (mentioned in the Second Schedule to the 
Act) which he intended to manufacture inside 
the State for sale , tax was leviable at the con­
cessional rate of 3 per cent, from 1st April 1976 , 
subject to production of the prescribed declaration 
by the purchasing dealer. For failure to make 
use of the goods so purchased for declared 
purposes, penalty of a sum not exceeding 
one-and-a-half times the normal rate of tax was 
leviable up to· 31st March 1983 . By an amendment 
to the Act , with effect from 1st April 1983 , the 
tax payable on sale of any industrial input liable 
to tax under the Act , by one registered dealer 
to another for use by the latter as a component 
part or raw material of any other goods taxable 
under the Act which he intends to manufacture 
inside the State for sale , tax was leviable at 
the concessional rate of 4 per cent on the pres­
cri bed rate of tax, whichever was lower plus 
surcharge payable 'under the Act. . For failure 
to make use of the inputs for the declared purpose, 
penalty not less than the tax and surcharge levi­
able under the Act and not more than double 
the amount of such tax is leviable . 

(a) On belated payments of tax dues in 
6 cases in the districts of Bangalore, Belgaum 
and Mysore , for the assessment years falling 
between 1981-82 and 1988- 89 , no penalty was imposed 
by the assessing ai.lthori ty al though penal ties 
up to Rs. 2. 24 lakhs could have been imposed in 
these cases. 

On the omissions being pointed out between 
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July 1989 and February 1990, the department 
stated (May 1990 and June 1990) tha t in one case 
an amount of Rs . 21,270 out of Rs . 29 ,641 due wris 
recovered - arid in another case , a penalt\· 
of Rs. 27 , 787 was levied and ac tion to r ecove1· 
the same as arrears of Land Revenue initiated . 
Rr ;JOrts of action taken in other cases have not 
been received (November 1990). 

The omi ssions were reported to Government 
in December 1990 and May 1990; their replies 
have not been received (November 1990) . 

( b) In Bangalore , Belgaum , Bellary, Dakshina 
Kannada , Gulbarga and ·Mysore districts, 16 dealers 
collected tax amounting to Rs .18 lakhs during 
the years between 1977-78 and 1985-86 either 
in excess of the presoribed rates or where they 
were not authorised to collect tax, for which 
penalty up to Rs. 27 lakhs was leviable under the 
Act. However , no penalty was imposed by the 
assessing authorities or any reasons for non-
im position of penalty placed on record . In one 
case , tax amounting to Rs. 33 , 085 collected in 
excess by the assessee and paid to Government 
was actually refunded to him instead of being 
forfeited to Government by way of imposition 
of penalty under the Act. 

On the omiss ions being pointed out, (between 
August 1989 and March 1990) in audit, the depart­
ment stated (May 1990 and July 1990) that in 
2 cases an amount of Rs . 42 , 551 had been recovered . 
Their replies in other cases have not been received 
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(November 1990) . 

The cases were reported to Government 
between February 1990 and July 1990; their replies 
have not been received (November 1990). 

( c J In Bellary district, a puhlic sector 
undertaking. engaged in execution of worl<s contract 
involving fabrication to specifications· produced 
the prescribed declarations and purchased electric 
motors amounting to Rs . 9. 85 lakhs during the 
years 1976-77, 1977-78 and 1984- 85 at the con­
cessional rates and used them in the works contract 
and not for manufacture of goods for sale as per 
the declarattons. While finalising the a.ssessments 
(May 1988) a maxi.mum penalty of Rs . 72, 999 as 
stated above was leviable, but was not levied. 

The omission was pointed out to the depart­
ment in October 1989 and was repor~ed to Govern­
ment in February 1990; their replies have not 
been received ( Novein ber 1990) . 

(il) As per provisions of the Centcal Sales 
Tax Act, 1956, registered dealer is authorised 
to purchase from outside the State, goods specified 
in his certificate of registration and intended 
for re-sale by him or fer use in the manufacture 
of processing of goods for sale. If any person , 
after purchasing any goods for the specified 
purposes, fails without reasonable excuse,· to 
make use or the goods for any such purpose 
a penalty not exceeding one- and-a- half times the 
tax which would have been levi ed under the Act, 
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may be imposed upon him. It has been judicially 
held * that the goods purchased by issuing 'c' 
forms (declaration) and used for executing works 
contract would amount to misuse of such form s 
and attract levy of penalty under the Act. 

( 3) In Bellary district, an assesses purchased 
goods (j ran and steel and electrodes) amounting 
to Rs.216.02 lakhs during 1976-77 anct 1977-78 
f l·om outside the State by issuing 'C' forms , de­
claring therein that those goods were intended 
for re-sale or · for use in the manufacture of goods 
for sale, but the goods valued at Rs .131. 52 lakhs 
were utilised in executing 'Voeks contracts .. md 
job works. For ·.iiolation of the provisions of 
the Act, penalty up to Rs .13. 02 lakhs . though leviable, 
was not levied (May 1988). 

The omission was pointed out to the depart ­
ment in December 1989 and was reported to Govern­
ment in May 1990; t he it· replies have not been 
received (November 1990) . 

(b) A private limited company, in Bangalore 
City, purchased goods, not specified in the cer ti­
ficate of registrdtion, such as, cement worth Rs .1. 08 
lakhs and ball point pens and key chains worth 
Rs. 2. 93 lakhs, from outside the State «fter furr!ish­
ing declarations that those goods were covered 
in his registra~ion certificate and intended for 
-re-sale or for use in the manufacture of goods for 

* Kuttayam Electricals Private Limited Vs . State 
of Ker ala ( 1971) 32 STC 535 (Ker ala) 
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sale, but actually used them for construction 
work and as gift articles respectively during 
the year 1985-86 (July 1985 to June 1986). For 
fa ilure to com ply with the provisions of the Act , 
penalty up to Rs. 44 , 119 was leviable, but was 
not levied. 

On the omission being pointed out 
(September 1989) in audit. the department stated 
(February 1991) that a penalty of Rs . 29 . 413 was 
levied and adjusted out of the amount payable 
to the assessee . 

The case was reported to Government 
in April 1990. 

2 .16 Omission to levy tax 

Under the Karnataka Sales Tax Act . 1957 . 
on the last purchase in the State of iron scrap 
and bauxite ore, tax was leviable at the rate 
of 4 per cent and 10 per cent (up to 31st March 
1986) respectively. 

In Bangalore district , while finalising 
the assessment (March 1988 and July 1988) of 
a manufacturing dealer in silicon carbide for the 
years 1983-84 and 1984-85 , on the last purchase 
of iron scrap and bauxite ore, amounting to Rs . 6 . 65 
lakhs and Rs . 3 . 29 l akhs respectively. tax was 
omitted to be levied. The mis take resulted in 
a non-levy of tax of Rs . 65 , 183 . 

On the mistake being pointed out (July 
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1989) in audit , the department recovered the entire 
amount in November 1989 . 



CHAPTER 3 

STATE EXCISE DUTIES 

3 . 1. Results of Audit 

Test check of records in the departmental 
offices, conducted in audit during tna yea1~ 1989- 90 . 
disclosed short levy of duty anrt licence fee 
amounting to Rs .1409. 39 lakhs in 56 cases, which 
broadly fall ur.der the following categories: - · 

Numbe.Jt Amount 
ot ca~e.~ (In R.akh~ o{, ltUpf.e.~) 

t. Errors in computation 34 1209.27 

2. Non-levy/short levy 
of 1 iconce tee 3 10.82 

3: Production losses or 
wastllges 7 34 . 12 

4. Othor irregularities 12 155. 18 

----------
Total 56 1409,39 

----------

:30,ne of the impo:-tant cases noticed in 
1989-90 and finnings of a review on "Manufacture 
and distribution of Indian made liquor'" are mentioned 
in t ri.e fallowing paragr;:i.p hs. 



145 

3 . 2. Manufac ture and distribution of Indian made 
liquor 

3.2.1. Introduction 

Indian made liq·uor (I. M. L J is manufactured using 
rectified spirit as the basic raw-material. The 
procedure regarding production and distribution 
of I . M. L. qy the distilleries is governed by the 
provisions of the Karnataka Excise Act , 1965 and 
the relevant Rules framed thereunder. There are 
thirty- one distilleries in the State manufacturi ng 
rectified spirit and Indian made liquors. Redistil­
l ation of rectified spirit is done in a few 
distilleries to obtain spirit of higher strength 
and purity. The I . M. L. p r oduced in the distilleries 
·are sold to the licenced wholesalers through the 
distributors. Under the Karnataka Excise (Distilli ng 
and Warehousing) Rules, 1967, the distilleries are 
required to marntain regular accounts in the forms 
prescribed by the Commissioner of Excise from 
time to time and such accounts shall be open for 
inspection at all times by the Distillery officer 
or any officer duly authorised. 

On the wastages of rectified spirit occurring 
in the process of manufac ture of India!) made liquor, 
limits have been laid down by the Government 
in May 1980 regarding wastages allowable not only 
on the quantity of I. M. L. produced but also on 
the wastages of rectified spirit in excess of the 
permissible limits. 

f- 10 
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3 . 2.2 . Scope of Audi t 

With a view to ensuring tha t the procedure 
followed in the manufac ture and dis tri bution of 
I. M. L. is in accordance with the prov1s1ons in 
the Karna taka Excise Act. 1965 and the Rules made 
thereunder , the r ecords of 11 out of 31 distilleries 
engaged in manufacture of I. M. L. and those maintained 
in 7 out of 20 district offi ces were test - checked 
(February 1990 and March 1990) for three years 
from 1986-87 to 1988- 89 . 

3. 2. 3. Organisa tional se t- up 

The Commissioner of Excise being the head 
of the department is responsible for enfor cing the 
provisions of the Act and Rules . regar ding the 
manufacture and distribution of I . M. L . He is 
assisted by Deputy Commissioners of Excise at 
the headquarters . as well as at the district level 
and by Inspectors of Excise at the taluk level. 
For enforcing the p r ov1s1ons of the Act / Rules . 
Superintendents of Excise/Deputy Superinte ndents 
of Excise are posted at the distilleries. 

3.2.4. Hi ghlights 

(i ) Government have prescribed a maximum 
permissible wastage af rectified spirit during 
redistillation of rectified spirit and of blended/ 
compounded spi r it during maturation. Wastages 
permitted at higher rates led to a loss of potential 
revenue of Rs. 27. 85 lakhs being duty leviable on 
I. M. L. that could have been produced from the 
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spirit excess wasted. Despite Public Accounts 
in 1988. the 
1982) is yet 

Committee's recommendations made 
Technical Committee (constituted in 
to revise the norms for the wastages. 

(ii) Government have prescribed a maximum 
wastage of 5 per cent during various IDaf!ufacturing 
processes of I.M.L. Non-adherence to the prescribed 
wastage limit resulted in a loss of potential excise 
revenue of Rs.56.92 lakhs. 

(iii} Under the Excise Rules in respect 
of exports of liquors to places outside the State 
at a concessional rate of duty. verification reports 
are required to be received within ten days of 
the validity date of export permit. Non-receipt 
of such reports in eighteen cases even after lapse 
of two years resulted in non-realisation of different­
ial duty amounting to Rs.15.17 lakhs. 

(iv) As per the ntles and Government' s 
clarification. a distributor has to obtain separate 
licences to deal with the product of each distillery. 
Failure to enforce the above requirement resulted 
in an armual loss of revenue of Rs. 58 lakhs. in 
14 cases. 

3. 2. 5. Non-recovery of excise duty on excess 
wastages 

As per standards laid down in Government 
Order issued in May 1980, the wastage of rectified 
spirit, during its redistillation should not exceed 
3 per cent of the total quantity of the rectified 
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spirit taken up for redistillation. Similarly , the 
loss of blended spirit or compounded spirit during 
maturation in wooden casks, for the manufacture 
of Indian made liquors was allowed at varying 
percentages from 2 . 5 per cent to 22 per cent depend­
ing on the period of maturation (from 6 months 
to 36 mon·ths) . Although excise duty is leviable 
on the wastages in excess of the permissible limits 
referred to above, the existing Rules and depart­
mental instructions do not lay down the action 
to be taken against excess wastages of rectified 
spirit claimed by the distilleries during manufacture 
of I . M. L . which had led to loss of potential excise 
revenue to Government as cited in the following 
cases noticed during test check:-

A distillery in Bangalore stored 11 , 19 , 089 
proof litres of malt spirit and 20,647 proof litres 
of grape spirit for maturation and claimed wastages 
of 3, 18, 413 proof litres of malt spirit and 5, 608 
proof litres of grape spirit as against the maximum 
permissible limits, that is, 2,46,199 pr oof litres 
and 4,542 proof litres respectively. Thus , the 
total excess wastage of 73 , 280 proof litres of spirit 
could have yielded 92 , 821 litres of I. M. L . of 25° 
U. P. which in turn woul d have fetched a revenue 
of Rs. 27. 85 lakhs to Government. 

On si'.'Ililar observations made in the Audit 
Reports for 1980-81, 1982- 83 and 1983-84, the Public 
Accounts Committee recommended (February 1988) 
that the existing Government o rder did not provide 
for loss in storage beyond 36 months. The existing 
provisions should be followed as they are at present 
and recoveries effected. The Committee also 
recommended that the Technical Com mittee constituted 
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( 1982) for the purpose should examine tne question 
expeditiously so that the revised norms could 
be followed at least for the prospective periods. 
In their Action taken Report the Government stated 
(November 19!)0) that the matter was under exam ­
ination in the light of the decision of the Supreme 
tCourt in the case of Synthetic Chemicals Ltd. and 
i0thers vs. State of Uttar Pradesh and others (Writ 
~etition (Civil) No .182/80) holding that the State 
=-.egislature had no authority to levy duty 
:::>r tax on rectified spirit which is non-potable . 
I n this connection. it is pointed out that the audit 
:::omment is not on non-levy of duty on alcoholic 
iquors which are not meant for human consumption 

_n view of the aforesaid judgement but on loss 
:Jf po tential revenue in the form of excise duty 
:hat would have accrued had the non-potable liquor 
- rectified spirit) excess wasted been converted 
_nto potable liquor . 

!I. 2. 6 . Loss of revenue due . to short production 
of liquor 

As per standards fixed by Government 
:!'11 their order issued in May 1980. the maximum 
.iastage admissible in the process of reduction, 
vaporation . blending. storage and bottling process 

m the manufacture of Indian made liquors from 
ectified spirit is 5 per cent. 

In a distillery in Belgaum district . in 
Lhe process of manufacture of I.M.L . of 20 , 44,890 
ulk litres after allowing the maximum wastage 

1 1. 02 . 245 bulk litres admissible. the short 
reduction of liquor amounted to 1, 89. 719 bulk 
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litres on which excise duty amounting to Rs. 56 . 9~ 
lakhs was lev ia b le (at the rate of Rs. 30 per buH 
litre), but was no t le vied. 

3. 2. 7. Non-receipt of verification report in respect 
of liquors exported to other States 

Under the Karnataka Excise (Excise Duties : 
Rules, 1968 read with the Karnataka Excise 
(Possession, Transport , Im port and Export of 
Intoxicants) Rules, 1967, manufacturers are permittec 
(agains t export permit ) to export liquor, after 
executing a bond, to other States, in India at 
a concessional rate of duty. Such bond will be 
in force till a report of verification of the consign­
ment from the Excise/ Authorised officer of t he 
place of import has been received. After receipt 
of the report of warehousing of the liquor in the 
importing State, the bond shall be cancelled anc 
a note of the verifica tion shall be kept in the 
registers of the exporters. However, in cases 
where the report of verification of the consignment 
or warehousing the . liquor in the importing State 
is not received within ten days, after the expiry 
of the period of validity of the export permit 
issued, the differential duty shall be collected 
from the exporter and the sureties .. 

It was noticed, however, that during 1988-8~ 
in respect of e ighteen permits involving a duty 
of Rs .15, 17 lakhs , r eports of verification of 
consignments or warehousing of the liquors were 
yet (November 1990) to be r eceived from the excise 
authorities of the importing States, as detailed 
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below. in respect of manufacturers of liquors in 
Bangalore. 

a. One winery 

b. Two distilleries 

c . One brewery 

Total 

Numb v z. ot 
pVtmi.t~ 

2 

10 

6 

18 

Amount 06 dut y 
i.nv otve.d 

(In tahh~ 06 1z.upe.e.~) 

2.75 

11.90 

0.52 
--------

15. 17 -------

Though the verification reports were not , 
received from the excise authorities of the importing 
States · even after a lapse of two years (against 
a prescribed limit of 10 days) the . department 
had not taken action to in~oke bani< guarantees 
furnished by the manufacturers for realising the 
differential duty amounting to Rs.15 .17 lakhs from 
them or their sureties . 

The Government, however, stated in July 
1990 that the bank guarantees would be invoked 
and the differential duty realised. 

3 • 2 . 8. Irregularities in issuing 
consequent loss of revenue 

licences 

a. Short collection of licence fee 

and 

According to the amended Rule 3(11) of 
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the Karnataka Excise (Sale of Indian and Foreign 
J.,iquors) Rules, 1968, wi th effect from 1st July 
1988 , a distributor can deal in any product of 
the distillery, brewery or winery established 
within or outside the State for sale of liquor for 
whole or part of the State. For this purpose 
the distributor has to obtain licence in Form CL 11 
by paying a fee of Rs. 1 lakh per annum. On a 
clarification sought by the Excise Commissioner 
in August 1988, whether a distributor should obtain 
separate licences in respect of each of the dist il­
leries/ breweries whose products he is dealing 
with, Government clarified (April 1989) that in 
view of the specific conditions of the licence in 
Form CL 11 the licensee shall sell only the products 
of dist illery for which he is an authorised 
distr ibutor. If a distributor wants to deal with 
the products of more than one distillery , he shall 
have to obtain a separate distributor lil cence for 
each such distillery . It was also stated by 
Government that the q~estion of amending the existing 
rules to make prov1s10ns for providing separate 
licence for each distributorship was being dealt 
with separately. 

It was , however, noticed that fourteen 
distributor s were dealing in distillery products . 
Reckoned on the basis of one licence for every 
distillery dealt in by a distributor . the distributors 
should have obtained 72 separate licences by paying 
the prescribed fee of Rs .1 l akh for each licence . 
Instead. in the absence of the specific provisions 
for obtaining separate licences for each distributor­
ship, the distributors dealt in the products of 
more than one distillery on the strength of a single 
licence obtained by them leading to an annual 
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loss of Rs. 58 lakhs at the rate of Rs .1 lakh per 
licence for each of the other 58 licences . The 
existing rules to make prov1s10ns for providing 
separate licences for each distributorship are ye t 
( Augm; t 1990 ) to be am ended . 

b. Loss of revenue due to non-issue of 
CL 9 licences 

According to the Karnataka Excise (Sale 
of Indian and Foreign Liquors) Rules , 1968, in 
respect o( hotel and boarding house licences issued 
in Form CL 7 under Rule 3 ( 7) ( b) , sale of liquor 
is restricted to the residents for their own use 
and for that of their guests requiring liquor with 
the meals supplied to them, as per the licensing 
conditions of the licences. However , for sale 
of liquor to the public in a refreshment room (bar) 
the licen&ee should take licence in Form CL 9 
on payment of the prescribed licence fee. 

It was , however, observed that in respect 
of 14 licensees in Mysore , six in Bangalore Urban, 
one each in Ko lar , Belgaum and Dhar war , only 
licence in Form CL 7 under Rule 3(7) (b) was issued 
even though as per the certificate/ licence issued 
by the Corporation/ Municipality / Excise and Revenue 
authorities and also from the plans and references 
submitted by the licensees for grant of licence, 
the licensees were actually running bar s open for 
public and hence should have taken licence in 
Form CL 9 in addition to the licence in Form CL 7. 
The omissi on resulted in non-recovery of licence 
fee amounting to Rs. 28. 69 lakhs for the years 1986-87 
to 1989-90 . 
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The department stated (August 1990) that 
the officers concerned in the departments have 
been addressed to exilr.i ine and recover the short 
levy of licence fee, if anv ~ . as observed by Audit. 

The above points were reported to Govern­
ment in April 1990; t heir reply has not been 
received (November 1990) except in respect of 
paragraph 3.2.7 . above. 

3. 3. Non-recovery of shop rentals 

Under the Karnataka Excise (Lease of the 
Right of Retail Vend of Liquors) Rules . 1969, the 
licensee to whom the lease of right to retail vend 
of liquor is granted has to furnish security in 
the form of cast1 deposit, Government securities 
or other securities recognised by the Gover nment 
or an irrevocable guarantee given by a Scheduled 
bank for sum equal to three and one- tenth of the 
monthly rental payable by him/ her. 

A licensee in Chi'ckmagalur district to 
whom the right of · retail vend of arrack was 
entrusted during t he year 1988- 89 had furnished 
a bank guarantee for a sum of Rs . 12 . 74 lakhs being 
thr ee and one- tenth of the monthly rent of · Rs.4.11 
lakhs payable by her. Clause 7 of the bank 
guarantee stipulated that "this guarantee can be 
invoked only once during its currency whether 
for partial or in full amount and our liability 
ceases on payment of the amount so claimed". This 
condition in the bond was inconsistent with the 
rules and the format of the guarantee bond approved 
and communicated by Government in their letter 
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dated 31st December 1982. 

When the r en tal for May 1989 was not 
remitted by the licensee in time, the department 
invoked the bank guarantee and realised the rental 
together with the interest on 10th June 1989. Again. 
when the rental for June 1989 amounting to Rs.4.11 
lakhs fell due , the department addressed the bank 
to rem it the amount. The bank, however, turned 
down the request of the department quoting reference 
to clause 7 of the guarantee bond which did not 
provide for any second payment. 

Acceptance of the bank guarantee not 
consistent with the provisions of the Rules and 
the approved format and not obtaining a fresh 
guarantee for the remaining period of the excise 
year by the department resulted in non-realisation 
of revenue for June 1989 amounting to Rs. 4 .11 lakhs 
(excluding interest). 

The matter was pointed out to the depart­
ment in November 1989 and December 1989 and 
was reported to Government in March 1990; their 
replies have not been received (November 1990). 

3. 4. Loss of revenue due to allowance of excess 
wastage in arrack bottling 

Under the powers vested in him vide Rule 
19 of the Karnataka Excise (Manufacture and B·Ottling 
of Arrack) Rules, 1987, the Excise Commissioner 
in his letter dated 4th January 1988 fixed the 
maximum wastage in storage and bottling of arrack 
at 0.5 per cent and 1.5 per cent respectively 
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till 30th June 1988. 

In a distillery at Bangalore. during the 
Excise years 1986-87 and 1987-88, the unit had 
drawn 32,71,850 bulk li t res and 93,78 ,960 bulk 
litres respectively of arrack for bottling . As 
against the permissible storage and bottling wastage 
of 65,437 bulk litres and 1,87,579 bulk litres 
for 1986-87 and 1987-88 respectively, the distillery 
had shown a wastage of 78, 230 bulk litres and 
2 , 07, 923 bulk litres of arrack for those years . 
The excess wastage of 33,137 bulk litres resulted 
in a loss of revenue to Government to the ex tent 
of Rs.2.53 lakhs, on account of cost of arrack , 
ex cise duty and s ales tax leviable thereon. 

This was 
in May 1989 and 
June 1990 : their 
(November 1990) . 

pointed out to the department 
was reported to Government in 
replies have not been received 

3. 5 . Short recovery of interest on belated payments 

As per Rule 15 of the Karnataka Excise 
Licences (General Condition) Rules , 1967, on shop 
rentals which are not paid within the tenth day 
of the month to which t hey relate, interest is 
chargeable from the eleventh day of that month 
at the rate of eighteen per cent per annum (with 
effect from 1st July 1983) on the outstanding amount 
as long as it remains undischarged. 

In Raichur and Bangalore districts, interest 
on belated payments of shop rentals by arrack 
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and toddy contrac tors , for various periods falling 
between September 1987 and June 1989 , was charged 
short by Rs .13 . 48 lakhs. 

The short recoveries were pointed out 
to the department in September 1989 and were 
reported to Government in February 1990; their 
replies have not been received (November 1990) . 

3. 6. Non-recovery or s hort recovery of establishment 
charges 

The Karnataka Excise (Distillery and Ware­
house) Rules, 1967 requi r e that the cost of 
establishment charges in respect of the excise 
officers and staff working at the distillery for 
superv1s10n and securing compliance with the 
provisions of the Excise Act and these Rules shall 
be recovered by Government from the distillery 
in advance in annual , half- yearly or quarterly 
instalments. 

In respect of twenty - one distilleries in 
Bangalore , the cost of establishment was either 
not collected or short collected during the period 
1st July 1987 to 30th June 1989. The shortfall 
in recovery i n these cases amounted to Rs.5.87 
lakhs. 

On this bei(lg pointed out between April 
1989 and November 1'989 in aµdit, the department 
stated (November 1989) that a sum of Rs. 37, 986 
had since been recovered from one distiller. Report 
on recover y in the remaining cases has not been 
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rece:ived (November 1990) . 

The above case was reported to Government 
in January 1990; thei r repl y has not been received 
(November 1990) . 

3. 7 . Non-levy or short levy of duty and non­
collection of licence fee under the Medicinal 
and Toilet Preparations (Excise Duties ) Act, 
1955 

' 
( i) Short levy of duty 

As per the provisions of item No .1 (a) 
of the Schedule to the Medicinal and Toilet 
Preparations (Excise Duties) Act, 1955, patent 
or proprietc:iry medicinal ( allopathic) preparations 
including drugs containing alcohol which are not 
capable of being consumed as ordinary alcoholic 
beverages attract 20 per cent duty ad valorem 
or at the rate of Rs. 6. 60 per litre of pure 9lcohol , 
whichever is higher. 

A licensee in Dharwar d istrict , engaged 
in the manufacture of cer tain drugs by using duty 
paid rectified spirit and other ingredients cleared 
drugs wor th Rs . 4. 91 lakhs between January 1987 
and February 1990 by paying duty on rectified 
spirit instead cf tluty dt the rate of ~ ~l per cent 
ad va lorem payable under the Act. This r esulted 
in snort levy of at.:ty amow1ting to Rs . 98 , '.;50 . 

On this being pointed out in June 1990. 
the departm ent stated (March 1991) that necessary 
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demand has been raised and demand notice has 
been is~ued. Further particulars of recovery have 
not been received (August 1991). 

The matter WRS reported to Go\·ernmen t in 
JLme 1990; this reply has not been received (August 
1991). 

(ii) Non-recovery of licence fee 

Under the Medicinal and Toilet Preparations 
(Exci se Duties) Rules, 1956 . Ayurvedic preparations 
containing self- generated alcohol in which the 
alcoholic contents do no t exceed 2 per cent, shall 
be deemed to be non-alcoholic and no duty shall , 
the refore , be levied on such preparatiorts . However, 
under the Karnataka Excise (Spirituous Preparations, 
Manufacture Sales and Account) Rules. 1969, every 
person desiring to manufacture spirituous 
preparations. has to ob tain a licence on payment 
of prescribed fee of Rs .100 (per annum). However , 
in cases of manufacture of Ayurvedic preparations 
in which alcohol not exceeding 2 per cent volume 
by volume is self- gene rated, the licence shall 
be granted on payment of a fee of Rs. 25. 

Then~ are 52 manufacturers licensed by 
the Director , Indian Sys terns of >1edicine. Bangalore 
for manufacture of ' Asavas and 'Arishtas' which 
contain self-genera ted alcoho l, under the Ayurvedic 
system of mr>dicine. These 'Asavas ' and 'Arishtas' 
usually contain self- generated alcohol in the range 
of 5 to 8 per cent volume by volume and hence 
these manufacturers should have obtained the 
prescribed licence from the Excise Department 

' -
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on payment of annual fee of Rs . 100 . It was, 
however. noticed that out of these 52 manufacturers 
only one manufacturer had ob tained the licence 
and in the remaining 51 cases licences were not 
obtained since their ince ption and the licence 
fee was not pai d by them. Thi s was not noticed 
by the Excise Department due to lack of 
co-ordi r.ation between the aforesaid departments. 
T:1is . 3sulted in non-realisation of licence fee 
amounting to Rs. 86, 700. 

On this being pointed out in June 1990, 
the department stated (March 1991) that the matter 
would be taken up with the Director of Indian 
Systems of Medicine whether Asavas and Arishtas 
are capable of being consumed as ordinary alcoholic 
beverages, and action would be taken for levying 
duty and for licencing such manufacturers. Further 
reply has not .been received (August 1991). 

The matter was reported to Government 
in June 1990; their reply has not been 
received (August 1991). 

(iii) Non-payment of duty on intermediary 
drugs 

Under the Medicinal and Toilet 
Preparations (Ex cise Duties) Rules. 1956, no 
dutiable goods shall be removed from the factory 
or any premises appurtenant thereto for consumption, 
export or for manufacture of any other commodity 
in or outside such place without payment of excise 
duty leviable thereon. 
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two licensees consumed In Bangalore City . 
various intermediary drugs 
expectorants worth Rs. 2. 95 
years 1986-87 to 1988-89 , in 
other drugs without payment 

like tincture and 
lakhs. during the 

to Rs . 58 , 982. ' 

the manufacture of 
of duty amounting 

• 
Government to whom the matter was r e ported 
1990 , stated (August 1990) that the obser­
was not correct since the intermediary 

in June 
va tion 
drugs 
added 
final 

were not removed , but other drugs were 
to them in the same vessel to obtain the 

product . 

The reply is not acceptable s ince in a 
similar case the Supreme Court has held * that i f 
a commodity which is manufactur ed in such p lace 
or premises and is used for manufacture of another 
commodity , then it will be a case of removal 
for the purpose of payment of ·excise duty. 

(iv ) Incorrec t exemption of duty on d iscount 

As per the Medicinal and Toilet 
Preparations (Excise Duties) Act. 1955 , where 
any article is chargeable to duty at a 
rate dependent on value , such value shall be 
deemed to be the value as determined in accordance 
with the prov1s1ons of the Central Excises and 
Salt Act. 1944 . While determining the value , 

(*) J . K.Spinning and Weaving Mills Limi.ted vs . 
Union of India and others ( 1987) ( 32) EL T 234 
(SC) 
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only the trade discount (which is passed on to 
purchasers) is not taken into account. Medicinal 
preparations containing narcotic attract duty at 
the rate of 20 per cent ad valo:rem. 

• A licensee in Bangalore Ci ty engaged 
in the manufacture of 'Narcotic Drugs' , during 
the years 1986-87 to 1988-89, claimed a discount 
of 15 per cent amounting to Rs .1. 42 lakhs from 
the retail price, which was admitted and no duty 
levied even though the d i scount was not passed 
on to the purchasers . This resulted in short 
levy of duty of Rs.28,453. 

Government to whom the matter was 
reported in June 1990, stated (August 1990) that 
the discount allowed was in the nature of 'Trade 
Discount' which was passed on to the purchasers 
and hence no duty was levied. The reply is not 
acceptable since the entire lot of drugs manufacturec 
was sold to hospitals at retail price and the dis­
count was not passed on to the purchasers. 



CHAPTER 4 

TAXES ON MOTOR VEHICLES 

4 .1. Results of Audit 

Test check of records in the Offices of 
the Motor Vehicles Department, conducted in audit 
during 1989-90, dis closed under-assessment of 
tax amolli1ting to Rs. 24 . 43 lakhs in 33 cases which 
fall under the following categories: 

1. Short levy of tax 
on motor vehicles 

2. Non-realisation of 
tax/fees 

3, Non-levy of penalty 
and other irregularities 

Total 

Numb Vt 
o{, Cal.le/.> 

7 

14 

12 

33 

Amount 
{In tahh~ o{, 1!.upev.i) 

2.38 

12.46 

9.59 

---------
24.43 

-·---·---
Some of the important cases not i c ed 

following _ .:iJl 1989-~0 are mentioned in the 
paragraphs. 

4. 2. Non-recovery of additional sum from a fleet 
owner 

Under the Karnataka MotoF Vehicles Taxation 
Act, 1957 and the Rules framed therelli1der, the 

- annual tax payable by a fleet owner is 
provisionally assessed on the basis o f 
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a preliminary declaration made by the owner beforE 
the commencement of any year subject to re·Jisim 
on final assessment after the closing of the annua: 
accounts by the owner. The fleet O\rner ha: 
to furnis r the final decla r ation in the r~escribec 

form alcng with a certified copy of t he auditc:>c 
accounts before 30th June of the succeeuing year 
failing which he shall pay an additional sur 
of one per cent of the difference of tax payab lE 
after final assessment . 

In Bangalore City, a State owned Roac 
Transport Corporation (a flee t owner) filed th• 
final prescribed declarations for the year: 
1986- 87 and 1987-88 belatedly in September 198 
and September 1988 respectively . But , t h• 
additional sum of Rs . 3. 76 lakhs due on accoun 
of the delay in submission of the final declaration 
was not levied: 

The omission was pointed 
depart ment in December 1989 and 
to Government in May 1990 ; their 
not been received (November 1990). 

out to th 
was reporte 
replies hav 

4. 3 . Non-collection or short collection of composit 
fee 

Under the National Permit Scheme. in fore 
from 26th Sep tember 1975, the holder of .a Nationa.J 
Permit for publ ic carrier goods vehicle i 
authorised to ply the vehicle in not less tha 
five contiguous State/Union Territories includin. 
home State. The permit holder, in addition t 
the motor vehicles tax and annual author isatiOI 
fee payable to the home State , is required t 
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pay a composite fee in respect of each State/Union 
Territory opted for operation at the rate of 
~s .1, 500 per annum, with effect from 1st April 
1986 , (for Union Territories the rate is Rs .150 
)er annum and for Delhi the rate is Rs. 750 per 
:1rmum) . The composite fee is an annual . tax and 
is payable in one or t '·'-'O instalments on or before 
15 th March and 15th Septem ber each year and 
if the permit holder applies for authorisation 
juring March for the ensuing financial year, he 
-ias to pay the annual tax irrespective of the 
"act whether he operates or not in the second 
1alf-year . The Transport Commissioner of the 
1ome State is required to collect the composite 
:ee due to other States/ Union Territories and remit 
he same to the concerned State/Union Territory. 

A test check of the connected departmental 
::-ecords revealed that instalments of composite 
:ee relating to second half-year were no t at all 
~ecovered in 355 cases and the fee was recovered 
:>hart in 278 cases during the years 1987- 88 and 
_988-89 by the home States· resulting in a total 
:>hort receipt of tax revenue to the extent of 
i.s . 3 . 09 lakhs. 

This was pointed out to the department 
and was reported to Government in December 1989 
md fallowed up by reminder ( l\lay 1990) ; their 
~eplies have not been received (No\·ember 1990). 

l . 4 . Short recovery of countersigning fee 

As per the reciprocal 
:Jovernment of Maharashtra, 

agreement with the 
tern porary per mi ts 
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issued by the Government of Maharashtra to stage 
carriages, require countersignature of the Transport 
authorities of Karnataka State without payment 
of any tax to Karnataka Government. Ho\\' P- ver, 
the countersigno.tures are obtainable on payment 
of fee of Rs .100 per application . 

In 20 cases involving short recovery of 
countersigning fee during 1987-88 and 1988-89, 
an amount of Rs. 60, 500 was recovered (November 
1989/December 1989) on its being pointed out 
(September 1989) in audit. 

4.5. Short recovery of tax on inter-State stage 
carriages covered by temporary permi'ts 

Under the reciprocal agreement ePtereri into 
by Government of Karnataka with the State of 
Andhra Pradesh for regulation of inter-State 
vehicular traffic, transport vehicles registered 
in that State can ply in Karnataka on specified 
routes only against temporary permits issued by 
the transport authorities of that State, subject 
to other conditions specified in the agreement. 

In Bangalore region, in one case of use 
of a deviated route in Karnataka by a transport 
vehicle of Andhra Pr adesh State Roq__d Transport 
Corporation, thereby exceeding the mileage limit 
covered by the agree rpent, an amount of Rs. 58, 800 
short realised was collected (October 1989) by the 
department on its being pointed out (May 
1989) in. audit. 
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4.6. Non-levy of penalty for delayed payment 

Under the National Permit Scheme and 
the South Zone reciprocal agreement, relating 
to inter-State movement of public carrier vehicles 
the permit holder shall pciy the annual tax 
(composite fee) in one or t wo instalments (at 
his option) on or before 15th March and 15th 
September each year. If' the composite fees 
are not paid an the due dates , an additional 
sum of Rs .100 as penalty for delay of every 
month · or part thereof shall be recovered from 
the permit holders. 

In respect of 412 cases of delayed payments 
of fees, during the year 1987-88, penalty 
amounting to Rs. 53, 900 was not levied and 
recovered in the case of permit holders of two 
States (Tamil Nadu and Kerala). 

On the omission being pointed out (December 
1989) in audit, the department stated (June 
1990) that the Transport authorities of the States 
concerned were addressed in the matter. Further 
report has not been received (November 1990). 

The matter was reported to Government 
in May 1990: their reply has not been received /:/ 
(November 1990). .,,. 

/ , ' 

'·· "'• 



CHAPTER 5 

TAXES ON AGRICULTURAL INCOME 

5 . 1. Results of Audit 

Tast check of the documen ts in Agricultural 
Income Tax Offices, conduc ted in audit during 
the year 1989-90, r evealed under-a&sessment of 
tax amounting to Rs. 40. 50 lakhs in 88 cases , 
which broadly fall under the following categories: 

1. Errors in computation 
of income end tax 

2. Income escaping assess­
ment 

3. Non-levy of penalty end 
interest 

4 . Irreguler allowance of 

expenditure 

S. Other irregularities 

Total 

Some of the 
1989-90 and earlier 
following paragra phs. 

Numbe11. 
06 ca6e6 

31 

3 

18 

15 

21 

88 

Amount 
(In fohh6 06 

11.upee-6) 

14 . 59 

0.74 

7 . 90 

8.92 

8 . 35 

40.50 

important cases noticed in 
years a r e mentioned in the 

5.2 . Incorrect determination of taxable income 

Under the Karnataka Agr.icultural Income-tax 
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Act , 1957 , a person der iving agricultural income 
from land on which coffee is grown, may , at 
his option exercise in \\ r i ting . in lieu 
of deductions towards new culti\ .:ition of lands, 
r eplanting of coffee and maintenar.c3 of imma ture 
plants, deduct from his agriculturai income , with 
effect from 1st April 1985 . a sum of twenty-five 
rupees for every fifty kilograms of coffee 
produced and delivered by him to t he Coffee 
Board , subject to a maximum of 15 per cent of 
the average total agricultural income during the 
previous year and three years immediately 
preceding it. However, there is no such 
provision m respect of income from tea grown 
on land. 

In Bangalore district, in the case of an 
assessee company, for the assessment year 
1988-89, while determining (May 1988) the taxable 
agricultural income , the income f ram tea was 
also taken into account while working out maximum 
admissible amount of 15 per cent of average total 
agricultural income duri g the previous year and 
three years immediately preceding it towards 
expenditure for new cultivation, replanting and 
main tenance of i m ma tu re . plants of coffee . This 
resulted in short computation of taxable income 
by Rs .1. 07 lakhs and consequent short levy of 
tax by Rs . 69 ,747. 

The mistake was pointed out to the 
and was rep 'Jrted to 

and followed up by 
department in April 1989 
Government in May 1989 
reminder (March 1990) ; 
been received tNovember 

their repl ies have not 
1990). 
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5.3. Short levy due to non-clubbing of income 
of common partners for the same assessment 
year 

Under the Karnataka Agricultural Income-tax 
Act , 1957, total agricultural income means the 
aggregate of all agri cultur al income derived by 
a person from land situated in the State 
of Karnataka and also includes all receipts which 
he receives as his share out of the agricultural 
income of a firm. 

In Chickmagalur district, a registered firm 
of six partners on its dissolution (31st March 
1978) was reconstituted into a new firm with 
six partners including three of the old firm. 
Three separate assessments (two for the old firm 
and one for the new firm) were concluded (July 
1984) for the same assessment year 19 7 9 - 8 0. 
While doing so, the share of income of the common 
partners were clubbed only for two spells instead 
of clubbing the income for all the three spells 
although the assessment year was common in all 
the cases. The mistake resulted in short levy 
of tax amounting to Rs. 99, 048. 

The mistake was pointed out to the depart­
ment and reported to Government in August 1989 
and followed up by reminder (March 1990) i their 
replies have not been received (November 1990) . 

5.4. Short levy due to incorrect adoption of status 

(i) The Karnataka Agricultural Income-tax 
Act, 1957 requires that , on partition of a Hindu 
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Undivided Family, income of the undi\·ided family 
received after partition should be assessed to 
tax as if the Hindu Undivided Family was still 
in existence. The members whose family has been 
partitioned are liable to pay tax so assessed. 

(a) In Chickmagalur district, an assessee 
firm was being assessed in the status of Hindu 
Undivided Family till the assessment year 
1978-79 relevant to the accounting year 1977-7.8 . 
There was a partition amongst the members of 
the assessee firm on 1st April 1978 and a 
partnership firm was constituted between the 
partitioned members of the Hindu Undivided Family 
from the same day. While concluding (October 
1988) the assessment for the year 1979-80 of the 
newly constituted firm, the assessing authority 
considered an income of Rs. 5. 77 lakhs relating 
to 1977-78 crop season and earlier years for assess­
ment in the hands of the firm instead of in the 
hands of the erstwhile Hindu Undivided Family 
resulting in short levy of tax amounting to Rs. 2 . 99 
lakhs. 

I 

The mistake was pointed out to the department 
in November 1989 and was reported to Government 
in March 1990; their replies have not been received 
(November 1990) . 

( b) In Kodagu district, in respect of a Hindu 
Undivided Family assessee, there was a partition 
among its members on 26th March 1986 . An income 
of Rs.2. 34 lakhs relatable to the Hindu Undivided 
Family in respect of crop season 1985-86 and earlier 
periods prior to partition, and received during 
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the previous year relevant to assessment year 
1987-88 was assessed (March 1989) to tax separately 
in the hands of its members, i nstead of being 
assessed to tax as if the Hindu Undivided Family 
was in existence. The rn is take r esulted in tax 
being levied short by Rs. 71 ,J0u . 

The mistake was pointod out to the depart­
ment in December 1989 and was reported to Govern­
ment in February 1990 and followed up by reminder 
(March 1990) : their replies have not been received 
(November 1990) . 

(ii) Under the Karna taka Agricultural 
Income-tax Act, 1957, with effect from 1st April 
1987, where any business through which agricultural 
income is received is discontinued in any year , 
any sum received after discontinuance shall be 
deemed to be the income of the recipient and 
charged to tax accordingly in the year of receipt, 
if such sum would have been included in the total 
income of the person who carried on business had 
such sum been received before such discontinuance. 

In Chickmagalur distric t , the agricultural 
income for the year 1987- 88 amounting to Rs. 7 , 06, 847 
(back pool receipts for 1986-87 and earlier years) 
of a registered firm received after its dissolution 
(November 1987) was assessed to tax during the 
assessment year 1988-89 only to an ex tent of 
Rs. 6, 10, 559 (pertaining to the period 1st April 
1 Q87 to 31st March 1988) in the firm's hands, 
although the entire income of Rs. 7, 06 , 847 pertained 
to the period when the firm was in existence. 

,-
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This under-assessment of the inrome of the firm 
by Rs. 96 , 288 r esulted in short assessment of tax 
by Rs. 23 , 109 . Further, share of income of 
Rs. 70, 514 pertaining to the successor partne r though 
proposed to be assessed in the hands of tha t 
partner was omitted to he assessed . By adding 
the par tner 1 s share of income in the firm 1 s under­
assessed income of Rs. 96, 288, the total income 
not as~essed in the hands of the partner works 

1 out to Rs. 99, 845 on which ·tax amounting to Rs . 22 . 313 
was no t levied . Thus the to tal short levy amounted 
to Rs. 45 • 422. 

The omissions were pointed out to the depart­
ment in June 1989 and were reported to Government 
in August 1989 and followed up by reminder (March 
1990) : their replies have not been received (June 
1990). 

(iii) Under the Karnataka Agricultural 
Income-tax Act, 1957 and the Rules framed 
thereunder. the registration granted to any firm 
for any assessment year . shall have effect for 
every subsequent assessment year. provided the 
firm furnishes before expiry of the time allowed 
under the Act a declaration in the prescribed 
form for con ti nuance of the reg is tra tion. Further, 
it is mandatory under the Act that such 
a declaration made by the firm , is signed by 
all the partners (not be ing minors) personally . 

In Chickmagalur 
an asses see firm , the 
tinuance of reg is tra tion 

r 

district, in the case 
declaration filed for 

for the assessment 

of 
con­
y ear 
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1987-88 was invalid inasmuch as it was not 
s igned by all the eight partners and it was not 
filed before the prescribed due date (31st March 
1987) . The ref or e , the assessment concluded 
adopting the continued status of a f i rm instead 
of trea ting the status as tha t of an association 
of persons was not correct. The mistake resulted 
in short levy of tax amounting to Rs. 28, 909 for 
assessment, year 1987-88. 

The irregularity was 
department and reported to 
1990; their replies have 
(November 1990). 

' pointed out to the 
Government in March 
not been received 

5. 5. Income from coffee crop escaping assessment 

Under the Karnataka Agricultural Income- tax 
Act, 1957, the income from coffee crop during 
the relevant previous year is computed on the 
basis of valuation of points declared by the Coffee 
Board in respect of such crop. Any receipt 
i n respect of an earlier season's coffee crop 
r eceived during the previous year, over and 
above the amount already considered for assessment 
in the preceding years, is considered as income 
.of the previous year. 

In Chickmagalur district, while computing 
(June 1989) the taxable agricultural income of 
an assesses (registered firm) for the previous 
year relevant to the assessment year 1984- 85, 
coffee income from 1981-82 coffee crop season 
was determined at Rs .1, 05, 765 as against the 
amount of Rs .1, 82, 812 actually received and. declared 



175 

by the assessee . This resulted in short 
computat ion of taxable income by Rs. 77 ,047 and 
short levy of tax amounting to Rs. 41, 199. 

The mis take 
and reported tc 
followed up by 
replies have not 

was pointed out to the depar tment 
Government in August 1989 and 
reminder (March 1990 ) ; their 

been received (November 1990). 

s;6. Short levy due to computation mistake 

(i) Under the Karnataka Agricultural 
Income-tax Act, 1957, depreciation allowance in 
respect of assets owned by the assessee and 
required for tqe purpose of deriving agricultural 
income is allowed · to be deducted from the 
agricultural income for the purpose of levy of 
tax. For working out the depreciation allowance, 
the depreciation already charged to the assessee' s 
accounts, is added back and the depreciation 
allowable in terms of the Act is deducted 
separately. 

-
In Chickmagalur dis trict, in the assessment 

of a registered firm , for the assessment year 
1988-89, while withdrawing the book figure of 
depreciation for giving effect to such an adjustment, 
the assess ing. officer added back Rs.30 ,847 instead 
of Rs . 3 ,08 ,472 . This resulted in short computation 
of taxable income by Rs. 2 , 77, 625 and consequent 
short levy of tax b y Rs .1. 58 lakhs (including 
that of partners) . 

The 
department 

mistake was 
in November 

pointed 
1989 and 

out to the 
was reported 
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to Government in March 1990; their replies have 
not been received (November 1990) . 

(ii) Under the Karnataka Agricultural 
Income-tax Act , 1957 , agricultural inL~ome at the 
rates specified in the Schedule to the Act is 
payable on the total agricultural income of the 
previous year , subject to certain deduct i ans 
permissible under the Act . 

(a) In Chickmagalur district , in respect 
of an assessee firm, short levy amounting 
to Rs. 48 . 569, due to mistake in adding back the 
inadmissible expenditure was recovered (between 
October 1989 and November 1989) on being pointed 
out (June 1989) in audit. 

(b) In Kodagu district, while computing 
(March 1987) the taxable income of an asses see 
(r egistered firm) for the assessment year 
1985-86 the income from coffee (for the previous 
year relevant to the assessment year 1985-86) 
was adopted as Rs .11 , 60 , 574 instead of Rs .12 ,.60 , 574 
due to an error: in totalling. The mistake resulted 
in short computation of taxable income by 
Rs . one lakh and short levy of tax of Rs . 47, 695 
i n the hands of the partners . 

On the mistake being· pointed out (December 
1989) in audit , the department stated (July 1990) 
that the assessment was revised and an additional 
demand of Rs . 4 7 , 695 adjusted out of the excess 
tax paid by the asses see. 

(iii) In Kodagu dis trict, in determining 
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(October 1988) the taxable income of an assessee 
for thB assessment year 1981-82, a net profit 
of Rs .1 .19, 964 as per the Profit and Loss Account 
was taken ' into account as against the correct amount 
of Rs. 1, 91, 964 althn11g"1 this was brough t to the 
notice of the assessing officer through · a letter 
by the assessee in August 1982. The mistake 
resulted in short computation of taxable income 
of Rs. 72, 000 and stiort levy of tax amounting to 
Rs.46.800. 

On the mistake being pointed out (December 
1989) in audit, the assessing authority issued 
a notice to the assessee initiating rectificatory 
action. Further report has not been received 
(November 1990). 

The omission was reported to Government 
in February 1990; their reply has not b9en received 
(November 1990) . 

(iv) Under the Karna taka Agricultural 
Income-tax Act, 1957, any expenditure (not being 
in the nature of capital expenditure) incurred 
in the previous year wholly and exclusively for 
the purpose of deriving the agricultural income 
is to be deducted in computing the taxable income 
of an assessee. Deductions towards "income-tax 
paid" is not an adm issible expenditure under the 
Act. 

In Chickmagalur district, while computing 
(October 1988) the taxable agricultural income 
of an assessee ( regis tererl firm) for the assessment 



' 178 

year 1987-88 deduction towards "income-tax paid" 
amounting to Rs. 47, 560 was incorrectly allowed . The 
mistake resulted in short computation of income 
to the exten-t of Rs. 47 , 560 for the year 1087-88 
with a short l evy of tax to the extent of Rs . 26 , 201 
(including that of partners). 

In respect of the same assessee. while rev1srng 
(October 1988) the assessment for the year 
1986-87 , the gross agricultural income from coffee 
was considered as Rs . 53. 23 lakhs as against the 
correct amount of Rs . 53. 63 lakhs. The mistake 
resulted in short computation of income by 
Rs. 40 ,000 with a short levy of tax of Rs .12, 000 
on the partners . 

The mistakes were pointed out to the department 
and reported to Government i n November 1989 
and followed up by reminder (March 1990 ) ; their 
replies have not been received (November 1990) . 

(v) Under the prov1s10ns of the Karnataka 
Agricultural Income-tax Act, 1957, as it existed 
before ls t April 1987 , in the case of a registered 
firm. the firm its9.l.f was not liable to pay tax 
but the total income of each partner of the firm, 
including therein his share of the firm ' s income, 
was to be assessed and tax payable on the basis 
of such assessment determined . 

In Chickmagalur district, while finalising (June 
1987) the case of an assessee firm, for the year 
1984-85 , the total tax payable by the three 
partners was incorrectly arrived at Rs.32,202 
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and demand notice i ssued accordi ngly as 
the correct amoW1t of Rs.52,202. The 
resulted in short levy of tax of Rs . 20 , 000 . 

against 
mistake 

The mistake was poi nleLI out to the department 
in June 1939 and was reported to Government in 
March 1990; their replies have not · been received 
(November 1990). 

5.7 . Incorrect allowance · of set off 

Under the Karnataka Agricultural Income-tax 
-Act, 1957 , where any person sustai.ns a loss in 

agricultural income in any year , such loss shall 
be carried forward to the following year and set 

i..off against the agricultural income for that year. 

In Hassan district, in the case of an assesses 
iiiifirm, though the loss of Rs . 1, 94 , 281 for the year 
::1986-87 was apportioned among the partners for 
-i:hat year it was again set off against the firm ' s 
•ncome for 1987-88 resulting in non-levy of tax 

on firm) of Rs . 35 , 036, which was collected (JW1e 
::::1989) by the department at the instance of Audit. 

=> . 8 . Credits afforded in excess 

Under the Karnataka Agricultural Income-tax 
~ct, 1957, where ·a refund is due to any person, 
= he assessing officer may set off the amoW1t to 
=:>e r e funded or any part thereof against 
=he agricultural income- tax remaining payable by 
=hat person. 

"\ 
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In Kodagu district . refunds of Rs. 2, 834 and 
Rs.17 ,676 due to an assessee (individual) on account 
of excess advance tax pai d by him in respect 
of the assessment years 1984-85 and 1986-87 
respectively, were set off (April 1988) against 
the demands payable by him for the assess:r.ent 
year 1987-88. However. when the assessments 
for the years 1984-85 and 1986-87 were revised 
in June 1988 ,' the refunds already given (as 
mentioned above) were overlooked leading to 
corresponding short demand of Rs.20,510. 

The mistake was pointed out to the department 
and reported to Government in December 1989 ancL 
followed up by reminder (March 1990) ; their replieE 
have not been received (November 1990). 

5.9. Non-levy of penalty on belated payments 

Under the Karnataka Agricultt.tral Income-tax: 
Act, 1957, if an assessee fails to pay the tax: 
demandE;!d from him within the time mentioned iu 
the demand notice and if a time is not mentioned, 
then, on or before the first day of the secon 
month following the date of service of notice. 
he is liable to pay penalty at the rate of one­
and-a-half per cent per month of the amount of 
tax remaining unpaid for the first three months 
and at two-and-a-half per cent per month of suctu 
amount for each subsequent month, so long as the­
defaul t continues. 

Further, if after the final assPssment. the 
advance tax paid by the assessee is found to 
be less than the tax payable by more than 



25 per cent, the assessing author ity may direct 
the assesses to pay , in addition to tax, by way 
of penalty. a sum calculated a t 10 per cent of 
the amount so paid short . 

(a) In Kodagu district , an assessee did not 
pay the tax due within the time s tipulated in 
the demand notice issued on conclusion of final 
assessment (August 1988) for the asse.ssment year 
1988-89 . Although a penalty ~f Rs. 43, 603 was 
le viable for belated payments, it was not levied. 

The omission was pointed at.it to the 
department and reported to Government in February 
1989 and fqJ.lowed up by a reminder (March 1990); 
their repl• have not been received (November 
1990). 

( b) In Bangalore district , t he ad vanes tax 
paid by an assesses company for the previous 
year relevant to the assessment year 1988-89 fell 
short of the tax payable by more than 25 per cent. 
Penalty up to Rs. 23 , 823 which could have been 
levied was not levied (May 1988) . 

The omission was pointed 
department in April 1989 and was 
Government in March 1990; their 
not been received (November 1990) . 

5.10. Non-levy of interest and penalty 

out to the 
reported to 

r eplies have 

Under the Karnataka Agricul tural Income-tax 
Act, 1957 an assesses is r equired to submit to 
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the assessing authority an annual return of income 
within four months of the close of his previous 
year, setting forth his total agricultural income 
during the previous year. He is also required 
to pay, in advance, the full amount of tax payable 
by him on the basis of such return. However . 
the assessing authority is empowered to grant 
extension of time to any assessee to file the return 
and pay tax beyond the due date, subject to the 
payment of interest on the tax due at the rates 
charged by the Scheduled banks for unsecured 
loans (from 1st April 1985). Further, if an 
assesses makes an application within the time 
mentioned in the demand notice for being allowed 
to pay the tax due in instalments, the assessing 
officer, may fix or extend the time ....J..or payment 
of the entire tax due, if the assess• undertakes 
in writing to pay, in addition to the tax payable, 
interest at the above mentioned rate. If a person 
fails without reasonable cause or excuse to furnish 
in due time any of the prescribed returns under 
the Act , he shall be punishable with fine which 
may extend to five rupees for every day during 
which the default continues. 

(a) In Bangalore district, 3 asses see companies 
neither filed the returns nor paid the tax on due 
dates for the assessment year 1988-89. Interest 
up to Rs. 4 .17 lakhs could have been levied in 
these cases, in addition to penalty for delayed 
submission of returns without the approval of 
the assessing authority . but was not levied, while 
concluding assessments between January 1988 and 
J une 1988. 

The omission was pointed out to the 
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department in April 1989 and was 
Government in January 1990; their 
not be~n r eceived (May 1990) . 

r e ported to 
r eplies have 

( b) In Kodagu d istrict , i n respect of two 
assessees who were permitted to file their annua l 
returns and pay tax beyond the due dates, the 
assessing officers did not charge (September 1988 
and March 1989) the interest on the tax for the 
extended period in respect of t he assessment years 
1986-87 to 1988- 89. The interest not levied in 
t hese cases amounted to Rs . 52 ,858. 

The omission was pointed 
department in December 1989 and 
to Government in March 1990: their 

not been recei ved (November 1990) . 

\ 

out to the 
was reported 
rep lies have 

' 



CHAPTER 6 

LAND REVENUE 

6 .1. Results of Audit 

of records in taluk offices r elating 
conducted during the year 1989-90, 

levy of land revenue and water 
to Rs.2280.87 l akhs in 188 cases 

fall under the following categories : 

Test check 
to land revenue, 
r evealed short 
rate amounting 
which broadly 

Numbe.1t Amount 
ot ca.1.ie.~ ( 1 YI lah.h~ ot ltU.pe.e.~) 

1 • Short levy of land 
revenue and cesses 49 602.92 

2 . Short levy of 
water rate 38 827 . 80 

3. Short levy of 
ma in tenance cess 48 182.30 , 

4. Other irregularities 53 667.85 

-------- ------------
Total 188 2280.87 -------- ------------

Some of the important cases noticed in 1989-90 
are mentioned in the following paragraphs . 

6.2. Omission to raise demand for water rate 

( i) Under the Karnataka Il'rigation Act, 1965 
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and the Rules made thereunder, at the commencement 
of each irrigation season, the Irriga tion Officer 
is required to notify the quantity of water to be 
released from an irrigation work anrl the areas 
to be irrigated , as also the kinus of crops to 
be grown thereon. On the basis of this notification 
and after the actual release of water an officer 
of the Revenue Department and another from 
Irrigation Department jointly inspect and prepare 
a statement consisting of the survey number to 
which water was supplied and the crops raised 
therein. Thereafter, ttie- Irrigation Officer is 
required to prepare a statement of water rate 
payable by each land-holder after taking into account 
objections received , if any, and to for-ward it 
to the Revenue Officer concerned for collection. 

(a ) In one taluk each in Kolar and Mysore 
districts, in respec t of water made available from 
Government irrigation works during the irr-igation 
season 1987-88 and for the revenue year 1988-89, 
demands for water rate amounting to Rs. 24 . 39 lakhs 
were not raised by the Tahsildar concerned though 
the land-holder-wise statements had been received 
(between January 1988 and July 1989) from the 
irrigation officers concerned, on the gr-ound that 
the demand for the entir-e taluk was not finalised. 
The non-adherence to the prescribed pr-ocedure 
resulted in non-r-ealisation of water r ate aggregating 
to Rs . 24 . 39 lakhs. 

The omissions 
department in June 
were reported to 
and Mar-ch 1990; 
received (November 

were pointed out to 
1989 and December 1989 

Government in December 
their replies have not 

1990). 

the 
and 

1989 
been 



• 

186 

( b) In one taluk each in Mandya and Gulbarga 
districts, in respect of water made available from 
Government irrigation works during the years 
1985-86 to 1988-89 . against Rs. 20 . 38 lakhs due 
frorn the land- holders, demands for water rate 
were r aised by the Tahsildars on:i.y for Rs .19. 81 
lakhs for no valid reasons. This resulted in 
demand being raised short by Rs. 57 , 143. 

The omission was pointed out to the 
qepartment in December 1989 and was reported 
to Government in March 1990 and foll.awed up by 
reminder (April 1990); their replies have not 
been received (November 1990). 

( c) ( i) In one taluk i n Bellary district, 
in respect of water made available from Government 
irrigation works during the year 1988- 89 , demands 
for water rate amounting to Rs. 91, 491 only was 
raised as against the amount of Rs . 25 . 95 lakhs 
intimated by Irrigation Depar tment between July 
1988 and March 1989 resulting in short demand 
of water rate of Rs. 25. 03 lakhs. 

(ii) Another taluk office in ~andya dis trict 
raised demand for water rate to the extent of 
the amount recovered from land-holders, during 
the years 1986-87 to 1988-89. Against the amount 
of Rs. 94. 80 lakhs i ntimated by the Irrigation 
Officers, the amount recovered and taken to demand 
was Rs . 22 . 75 'lakhs only. This resulted in a short 
demand of water rate of Rs. 72 . 05 lakhs . 

The 
department 

irregularities were pointed out to the 
and were reported to Government in 
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October 1989 and December 1989 ~nd followed up 
by reminder (March 1990) : their replies have 
not been received (November 1990) . 

( d) In one taluk in Mysore district . in 
respect of water made available from . Government 
irrigation works, demands for water rate were 
not raised by. the revenue officer during the years 
1985-86 to 1987-88 for the reason that the demand 
statements for those years had not been received 
from · the irrigation officers concerned . On the 
basis of information of irrigable areas, the crops 
grown normally by the land-holders, and also 
the demand raised during the preceding years, 
as available in the taluk office, demand not raised 
estimated to Rs . 5 . 41 lakhs. 

The omission was pointed out to the 
depar tment in June 1989 and was 
Government in June 1989 and followed 
(February 1990); their replies have 
received (November 1990). 

reported to 
by reminder 

Pot been 

(ii) Under the provisions of the Karnataka 
Financial Code , every Government servant who 
is responsible for the collection of any moneys 
due to Government should see that demands are 
made immediately as payments become due, that 
effective steps are taken to ensure prompt 
realisation of all amounts due and that proper 
records are kept to show in respect of i terns o! 
revenue whether recurring or ,non- recurring, the 
assessments and demands made, t he progress of 
recoveries and the outstanding amounts due to 
Government . 
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In one taluk each in Bellary and Mysore 
districts, in respect of water made available from 
Government irrigation works, for the years 1987-88 
and 1988-89, demands for water rate amounting 
to Rs . 15. 52 lakhs were not raised by the Tahsildar , 
even though the land- holder-wise demand statements 
had been received between December 1987 and 
June 1989 from the irrigation officers concerned. 

On the omissions being pointed out (September 
1989 and October 1989) in audit, the department 
stated that even though the water rate demands 
were not taken to the records in t he taluk offi ce 
the demand statements wer e immediately s ent to 
the concerned village accountants for r ecover y. 
This is contrary to the prescribed pr ocedure . 
Further , the books in the taluk office do not 
r eflect the correct position regarding dues to 
Government. 

The omissions were reported to Government 
in December 1989 and followed by reminders (March 
1990); their reply has not been received (November 
1990). 

6.3. Non- l evy of penal water r a te 

Under the Karnataka Irrigation Act , 1965 , 
with effect from 1st Jul y 1985 , if any person 
uses water from any irrigation work without obtain­
ing the required permission he shall, i n addition 
to any penalty which he incurs fo r such 
unauthorised use of water, be liable to pay wate r 
rate at 15 times the normal rate he woul d other­
wise have been required to pay, had he applied 
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for and obtained the necessary 
if any crop other than that 
the grower shall be liable 

permission. Also, 
notified is grown, 

to pay water r2 te 
for violation of the at 10 times the normal rate 

approved cropping pattern. 

In one taluk in Bellary district and in 29 
villages in a taluk of Chitradurga district, demands 
for penal water rate amounting to Rs . 83 . 42 lakhs 
for unauthorised use of water from irrigation works 
and violation of cropping pattern during the years 
1985-86 to 1987- 88 levied by the Irrigation Officer 
and intimated to the Tahsildar for recovery, were 
not raised by the latter. 

Government to whom the cases were reported 
in December 1989 and February 1990, stated 
(September 1990) that in the case of Bellary 
district , the entire amount of Rs. 2 . 26 lakhs had 
been taken to demand during the month of November 
1989. Reply in the other cases has not been 
received (November 1990). 

6.4. Non-recovery of maintenance cess 

Under the Karnataka Irrigation Act, 1965 , 
an annual maintenance cess of Rs.4 per acre of 
land in the area benefited by an irrigation works 
maintained by Government is leviable. However . 
no cess is levi.able in cases in which no water 
had been made available during the previous two 
consecutive years . Further, as per the Karna taka 
Irrigation (Amendment) Rules, 1972, the Tahsildar 
concerned is the authority for determining the 
maintenance cess leviable on such lands. 
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(i) In ten taluks in six districts, in respect 
of 1. 93 lakh acres of land benefited by irrigation 
wor ks maintained by Government, maintenance cess 
amounting to Rs .12. 68 lakhs leviable for the years 
1985- 86 to 1988-89 was not levied. 

The omissions were pointed out to the 
department in June 1'989 and were reported to 
Government in June 1989 and follow ~d up by rP.minder 
(February 1990); their replies have not been 
received (November 1990). 

(ii) In three taluks, each in the districts 
of Kodagu, Mysore and Tumkur, on 1.11 lakh acres 
of land benefited by Government irrigation works 
during the years 1987-88 and 1988-89, maintenance 
cess of Rs. 2. 58 lakhs only was levied as against 
the cess of Rs. 4. 43 lakhs leviable. This resulted 
in cess being levied short by Rs .1. 85 lakhs. 

On the omissions being pointed out (between 
June 1989 and December 1989) in audit, the depart­
ment stated (September 1989) that in one case 
non-levy of maintenance cess was due to non-receipt 
of demand statements from the Irrigation Department 
even though the Tahsildar himself was the concerned 
authority for levying the said cess. Replies in 
the other cases have not been received (November 
1990). 

The cases were reported to 
between June 1989 and September 1989 
up by reminders (March 1990); their 
not been received (November 1990). 

Government 
and fallowed 
replies have 
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of land revenue and fine foI" 
occupation of GoveI"nment lands 

UndeI" the Karnataka Land Revenue Act, 1964, 
if any person who unauthorisedly uses or occupies 
any Government land to the use or occupation of 
which he is no t entitled , he shall pay land revenue 
a t twice the amount of assessment, for every year 
of his unauthorised occupation. He shall also 
be liable to a fine not exceeding Rs . 500 per acre 
per year , if such occupation is for the purpose 
of cultivation and not exceeding Rs .1. 000 per acre 
per year, if such occupation is for non-agricultural 
purposes, as determined by the Deputy Com missioner . 
However. as per a Government circular issued 
in November 1977, in the case of those unauthorised 
occupants who are poor landless persons, a nominal 
fine of rupee one per acre per year is leviable. 
According to another circular issued in May 1988 , 
the maximum permissible fines should be levied 
except where the r e are special reasons for not 
doing so which should be recorded in writing. 

( i) In one taluk in Tumkur d istrict, Govern­
ment lands ad measuring 9, 331 acres and 32 guntas 
were under unauthorised cultivation or occupation 
during the years 1984-85 to 1988-89, but they 
were assessed to land revenue and fine of Rs .10. 61 
lakhs for one year ( 1988-89) only which was 
collected in September 1988. Based on the rates 
for the year 1988-89 , the demand not raised for 
the earlier 4 years viz . , 1984-85 to 1987-88 . 
estimated to the extent of Rs . 42 . 46 lakhs. 

(ii) In four taluks in Tumkur . Raichut" · and 
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Bijapur districts, Government la::1ds ad measuring 
9 , 122 acres were under unauthorised cultivation 
during various periods falling between the years 
1983-84 to 1988-89 , but they were not assessed 
to land revenue nor was any fine levied on the 
unauthorised occupants . The omissinn rP,sul ted 
in non-levy of fine amounting to Rs .223. 30 lakhs 
in addition to land revenue l eviable at twice the 
normal rate. 

(iii) In one taluk each, in Mandy a and Kodagu 
districts, 2055. 41 acres of Government land were 
under unauthorised cultivation since 1968-69. The 
land revenue leviable at twice the rate (at a 
nominal rate of rupee one per acre per year) , and 
the fine (at the ra te of Rs. 500 per acre per year) 
not levied during the period 1968- 69 to 1988- 89 
amounted to Rs. 20, 828 and Rs. 52 .11 lakhs 
respectively. 

(iv) In one taluk in Kodagu district, 
Government lands admeasuring 787 . 04 acres were 
under unauthorised cultivation and the i nformation 
regarding the period of such cultivation was not 
available in the records maintained in the Tahsil 
Office. Land revenue leviable at twice the rate 
and fine at the maximum rate of Rs. 500 per acre 
per year had not been levied. The omission 
resulted in non-recovery of land revenue amounting 
to Rs. 4, 722 and maximum fine amounting to Rs .11. 80 
lakhs during the years 1986-87 to 1988- 89 alone. 

(v) In one taluk in Gulbarga district. an 
unauthorised occupation , for agricultural purposes, 
of Government lands ad measuring 2 , 792 acres and 
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22 guntas was noticed during the year 1988-89 but 
land reveune leviable at twice the rate amounting 
to Rs. 5, 585 was not levied and as against maximum 
fine at the rate of Rs. 500 per acre per year 
amounting to Rs .13. 96 lakhs, only a fine of Rs. 2. 80 
lakhs was levied without recording any reason for 
levying lesser fine. This resulted in short levy 
of fine of Rs .11.16 lakhs and land revenue amounting 
to Rs.5,585. 

The above omissions/mistakes were pointea 
out to the department and reported to Government 
between July 1989 and March 1990 and followed 
up by reminders. between February 1990 and April 
1990; their replies have not been received 
(November 1990). 

6. 6. Short recovery of conversion fine 

Under the Karnataka Land Revenue Act , 1964 
and the Rules framed thereunder, when any land 
held for the purpose of agriculture (and is assessed 
as such) is permitted to be used for any purpose 
unconnected with agriculture, a conversion fine 
is le viable at the rate of 20 paise per square f eot 
if used for residen-tial purpose and at 50 paise 
per square foot for non-residential purpose. 

In two cases in Bijapur, conversion of 
agricultural land for non-agricultural purposes 
was permitted during the months of NovsmQer 1986 
and August 1988 . Short _levy of conversion fine 
to the extent of Rs .1. 64 lakhs due to applicijtion 
of incorrect rate of conversion fine was noticed 
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as per details below: 

Exte.nt ot 
fond 

conve1tted 

·i) 4, JS ,600 
sq . feet 

ii) 1,54 ,638 
sq . feet 
(released out 
of 2 , 18,000 
sq.feet app­
roved tor 
conversion) 

Fee le.v-
.i.e.d at 
Re..0.20 
pe.11.. -6q. 
6oot 

R 

81, 120 

43,560 
(217800 x 

20 ps. l 

Fee te.v - Sho.11..t tevy 
.i.able at 
Re. 0.50 
pvz. -6q. 
6oot 

u p e. e. -6 ) 

2,17,800 1,J0,680 

77,319 JJ,759 

1 ,64 ,439 

The mistake was pointed out to the departmen 
in July 1989 and was reported to Government i 
September 1989 and fallowed up by reminders i 
March 1990; their replies have not been receive 
(November 1990) . 

6. 7. Non-recovery of fee towards maintenance o 
Record of Rights 

The Karna taka 
empowers the State 
notification or an 
conditions , if any, 

Land Revenue Act, 1964 
Government to exempt, by 
order and subject to sue 
as may be specified therein 
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for reasons to be recorded in writing , either 
prospectively or retrospectively, any class of 
lands in any area or any part thereof from the 
payment of land r evenue. · By an order issued 
in October 1980, Government exempted the land 
revenue payable on holdings of rain-fed dry land 
up to 4 hectares as well as equivalent rain-fed 
wet land subject to payment of rupee one per 
holding per year towards the maintenance of Record 
of Rights. 

In five taluks in ·Gulbarga district, in respect 
of 96, 503 cases of small holdings of land, no 
fee towards maintenance of 'Record of Rights' 
was levied for the years 1986-87 to 1988-89 in 
terms of the aforesaid order. The omission resulted 

' in non-realisation of fee amounting to Rs. 2. 65 
lakhs. Details regarding the extent of such 
exempted small holdings and the amount of fee 
not realised in respect of the remaining 5 taluks 
of the district were not available in the district 
office. 

The omission was pointed out to the 
department anti wasL, reported to Government in 
October 1989 and follt'owed up by reminder (March 
1990); their replies have not been received 
(November 1990). 



CHAPTER 7 

STA.~P DUTY AND REGISTRATION FEES 

7 .1. Results of Audit 

Test check of documents registered in the 
offices of the Registrars and Sub-Registrars, 
conducted during the year 1989-90, disclosed 
under-assessments of stamp duty and registration 
fees amounting to Rs.178 . 23 lakhs in 96 cases, 
which broadly fall under the following categories: 

Numbe/t 06 Amount 
CMe-6 ( 1 rt tahh-6 06 Jtupee-6) 

1. Incorrect grant 

of exempt ion 81 160.17 

2. Under-valuation 

of property 04 11.85 

3. Other irregubr-

!ties 11 6.21 

-------- ------------
Total 96 178.23 

-------- ------------

Some of the:: important cases noticed in 1989-90 
and earlier years and findings of a review on 
"Determfoation of market value of properties for 
levy of stamp duty and registration fees" are 
mentioned in the following paragraphs. 
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7 .2. Determination of market value of properties 
for levy of stamp duty and registration fees 

7.2.1. Introduction 

According to the prov1s1ons of the Karnataka 
Stamp Act, 1957 (Act), the registering officer 
while registering an instrument of conveyance, 
exchange or gift shall verify the market value 
of the property involved in the transaction from 
such facts as are stated in the instrument and 
with reference to the statement of market value 
furnished by the executor and also by calling 
for such other information from any such records 
that are kept with any Public Officer of authority. 
Under Section 45-A of the Act, inserted in 1975, 
in case the registering officer has reason to 
believe that the market value of 1 the property 
which is the subject . matter of conveyance, 
exchange or gift has not been truly set forth in 
the instrument, he may after registering such 
instrument refer the same to the Deputy 
Commissioner for determination of market value 
of such property and the proper duty payable 
thereon. Besides, the Deputy Commissioners them­
selves may suo motu call for any such instrument 
within a period of two years of its registration 
and determine by order the market value of the 
property involved and duty payable thereon. The 
aforesaid provisions were first made applicable to 
eleven cities/towns from 1st May 1975 and were 
applicable to forty towns/cities of the State with 
effect from 8th July 1985. 

The Act also provides that where any 

" 
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instrument chargeable with duty has not been duly 
stamped, the Chief Controlling Revenue Authority 
or ar.v other authorised officer can serve notice 
on the parties concerned withi n 5 years and within 
10 yea:-s of its registration where there was an 
intention to evade payment of duty and recover 
the differential s tamp duty. 

Further, under the provisions of the Act, 
market value of any property shall be estimated 
to be the price, which in the opinion of the Deputy 
Commissioner or the appellate authority, as the case 
may be, such property would have fetched or fetch, 
if sold in the open market, on the date of execution 
of the instrument of conveyance , exchange or gift. 

The market value of lands of various localities 
was first fixed by Government/ Special Deputy 
Commissioner in May · 1975 and was revised from 
ti me to time. The latest such circular issued 
(July 1985) by Government was quashed by the 
Karnataka High Court in October 1985 on the ground 
that there was nothing like general or universal· 
market value that could be pre-determined by the 
Deputy Commissioners. The Court, however, held 
that the Deputy Commissioners were· free to exercise 
their powers vested under the Act in individual 
cases. The Government in their action taken report 
on the 8th report (VIII Assembly) of the Public 
Accounts Commit tee have stated (January 1991) 
that consequent on the above mentioned judgement 
of the High Court of Karnat aka, a comprehensive 
amendment to Karnataka Stam p Act, 1957 has been 
suggested to constitute market valuation committees 
in all the taluks to prepare and supply guidelines 
register regarding the valuation of each individual 
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property on par with the existing system in Tamil 
Nadu and Andhra Pradesh which curtails the 
discretionary power of the Registering Officers 
and be helpful to the Registering public. The 
proposals have however not yet (August 1991) been 
finalise'd . In the meantime, the Inspector General 
of Registration and Commissioner of Stamps issued 
instructions in February 1983 and reiterated in 

'Jer 1987 according to which Jhe Sub-Registrars 
required to maintain Sales Statistics Registers 

and the market value of the properties fqr the 
year 1987-88 was to ,.be computed after taking the 
average of the recorded sale values for the years 
1984-85 to 1986-87 and adding ten per cent towards 
inflation each year. To arrive at 1 the average 
value of the land on the basis of details noted in 
the sales statistics register/ working sheets are 
also required to be maintained in sub-registry 
offices. The Karnataka Stamp (Prevention of under­
valuation of Instruments) Rules, 1977 also lay down, 
inter-alia, the procedure for determining the market 
value of the properties set forth i.n the instruments 
presented for reg is tra tion. 

7.2.2. Scope of Audit 

With a view to assessing · the extent to 
which the statutory provisions in respect of 
determination of market value of the properties ~ 
are being followed in the sub-regis try offices 1 
of the State, the records of twelve sub-registry ~ 
offices (out of 196) for the years 1987-88 and 
1988-89 were test-checked during March 1990. 
Interesting cases noticed in the course of audit 
we!-e also reviewed. 
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7 .2.3. Organisational set-up 

The Registra tion and Stamp Duty Department 
is headed bY the Inspect or General of Reg"is tra tion 
and Commissioner of Stam ps a t the Sta te l evel, 
assisted by District Regi s tra r s a t the dis trict 
level and Sub- Registrars at t he taluk-level . 

7.2.4. Highlights 

(i) The Sales Statistics Register prescribed 
by the department for determination of market 
value of properties was not maintained in seven 
out of twelve sub- registry offices test-checked. 

(ii) Non-compliance of departmental instruc­
tions and consequent incorrect fixation of market 

" . .> value of properties resulted in under-valuation 
of properties to the extent of Rs.36 . 54 lakhs 
involving stamp duty and registration fee amounting 
to Rs. 4. 83 lak hs, in respect of 152 instruments 
registered in 7 registries. 

(ill) Omi ss ion on the part of the Deputy 
Commissioner to call for and examine the instruments 
for determining the market value of a property 
in a sub-registry in a taluk within the prescribed 
period of two years resulted in a loss of revenue 
of Rs . 5. 65 lakhs . The Act /Rules do not prescribe 
any norms/guidelines in matter of selection of cases 
for suo motu review. 

more 
(iv) 

than 
21, 776 

3 years 
cases 
old) 

(including 8, 77 6 ~ses 
referred to the Special 
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Deputy Commissioner during 1975-76 to 1988-89 for 
determination of market value of properties were 
pending disposal as on 31st March 1989. In respect 
of 10, 945 pending cases alone in 5 district offices 
test-checked, the extent of under-valuation of 
market value of properties was Rs. 357. 75 lakhs 
involving stamp duty and registration fees 
aggregating to Rs.44.31 lakhs. 

7. 2. 5. Non-observance of departmental instructions 

In 7 out of 12 sub-registry offices test­
checked, the Sales Statistics Register prescribed 
under the departmental instructions issued in 
February 1983 and reiterated in December 1987 
and Working Sheets were not maintained . In the 
absence of this register and the working sheets 
it could not be ensured that the market value 
of the properties set for th in the instruments 
had been correctly determined and all the cases 
of under-valuation thereof had been referred to 
the Deputy Commissioner concerned. 

7. 2. 6. Under-valuation of properties 

( i) In the sub-reg is try office, Jayanagar, 
Bangalore it was noticed that the rates adopted 
for determination of under-valuation of properties 
in some cases were less than the rates worked 
out by the sub-registrar for lands in the same 
area. In respect of 18 documents registered in 
1988-89 test-checked , under-valuation of the 
properties was noticed to the extent of Rs. 8 . 01 
lakhs when compared with the rates adopted for 

. other cases in the same area. This resul tecl in 
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short levy of s tamp duty and regis tration fees 
amounting to Rs .1.12 lakhs . 

(ii) In t he sub-registry office, Bijapur, in 
1988-89, non-inclusion of the percentage towards 
the element of inflation in arriving at the market 
value of properties resulted in under- valuation 
of properties in 8 cases to the extent of Rs . 3 . 54 
lakhs involving duty /fees amounting to Rs . 45 , 982 . 

(iii) In five of the test-checked sub-r egistries 
at Gokak, Bangalore (Nor th) , Belgawn, Hassan and 
Tumkur, in respect of 126 instruments registered 
in 1988-89, though the market value was arrived 
at as per the departmental instructions issued 
in December 1987, the market value of similar 
properties registered in 1988-89 from the same 
areas were found to be higher than the market 
value determined on the basis of departmental 
instructions issued in December 1987. This resulted 
in under-valuation of properties by Rs . 24 . 99 lakhs 
and revenue forgone amounted to Rs. 3. 25 lakhs . 

It was stated (February 1990 and March 1990) 
by the four registering officers that the market 
value was arrived at as per the instructions of 
the department while one Sub-Registrar ( Gokak) 
s tated (March 1990) that the cases relating to 
the years 1987-88 and 1988-89 were taken up for 
suo mo tu determination of market value. The 
reply of the four sub-registering officers is not 
acceptable since the · registering officers were 
in the knowledge of higher market values fetched 
for similar properties in the same area and they 
should have referred the case(s) to the Deputy 
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Commissioner for determination of the market value 
as per the provisions of the Act. 

7 . 2 . 7. Delay in suo mo tu rev ision of market value 
of land 

In Mysore taluk , landed property to an 
extent of 49 acres and 14 guntas were sold 
(bet ween July 1985 and September 1985) by 
different vendors in favour of a single purchaser 
thr ough 27 sale deeds wherein the market value 
of the l ands sold was . indicated uniformly at a 
rate of Rs. 46 , 000 per acre in all the documents. 
The documents were registered in Mysore taluk 
(between July 1985 and September 1985) and they 
were not subjected to any review or check regard­
ing the valuation of the properties until an alleged 
under- valuation in these transactions were brought 
specifically to the notice of the department in 
December 1988. The Deputy Commissioner, Mysore 
District, took notice of the case and after 
conducting necessary investigation, issued show 
cause notice to the purchaser as to why the 
market value of the landed properties in the 
instruments should not be determined at Rs.1,50,000 
per acre as against Rs.46,000 per acre showed 
in the instruments. 

The above proceedings could not , however, 
be concluded and demand raised for the differential 
stamp duty and fees amounting to Rs . 5. 65 lakhs 
since the revisional proceedings were not instituted 
by the department within 2 years from the date 
of registration of the instruments as prescribed 
in the Karnataka Stamp Act, 1957 resulting in a loss 
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of revenue to the extent of Rs . 5. 65 lakhs . The 
situation could haq~ been overcome had the 
documents in ques rion been selected for s uo motu 
examination by the Deputy Commissioner within 
the prescribed limit of two years. The existing 
provisions in the J..:arnataka Stamp Act .and Rules 
r egarding selection of documents suo motu by Deputy 
Commissioner make such selections discretionary 
and no specific norms/guidelines are laid down 
for selection of instruments for suo motu review 
by the Deputy Commissioner. 

7. 2 . 8. Delay in determination of market value 

Since the introduction of Section 45-A of 
the Karnataka Stamp Act , 1957 in the year 1975, 
94 ,374 cases of under- valuation of the properties 
were referred to the Special Deputy Commissioner 
during 1975-76 to 1988-89 for determining market 
value thereof. Notices were issued in these 
cases, but only 72 ,598 cases ~ere disposed of 
till the end of March 1989, leaving 21 , 776 cases 
of which 8. 776 cases were more than three years 
old . This heavy pendency in disposal of cases 
of under-valuation is due to non-existence of 
suitable prov1s1ons in the Act/Rules prescribing 
a time limit for disposal of such cases by the 
Special Deputy Commissioner for prevention of 
under-\.·aluation of the properties. Fwther, 
the extent of approximate under-valuation of 
properties reported by the sub-registrars in respect 
of 10, 945 cases pending (as on 31st March 1989) 
in five district registrars' offices al one amounted 
to Rs. 357 . 75 lakhs involving duty and registration 
fees of Rs. 38 .44 lakhs and Rs . 5 . 87 lakhs 

\ 
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as follows: 

Pe.11..i.od 

Pr ior to 1985-86 

1985-86 

1986-87 

1987 -88 

1988-89 
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The district- wise break-up is 

Unde.1t-valuat-i.0:1 Re.venue. involved 
eJ.>ti.mate~ 
IVumbe.Jt mount Stamp Re.g{MAa-

ot dut y ti.on tee.~ 
cMeJ.> 

(In lah.hJ.> 06 11.upeeJ.>) 

672 1 97 , 02 8. 73 0.97 

1181 31 . 12 2.80 0.31 

535 21 . 59 1.94 0.43 

956 108 . 22 12.99 2.16 

1552 99.80 11 . 98 2.00 
------- ------- -------
10 ,945 357.75 38.44 5.87 

------- ------- -------

The above points were reported to Government 
i n April 1990 and July 1990 ; their reply has 
not been r eceived (November 1990). 

-
7. 3. Irregular grant of exempt ion/ concession 

( i) As per orders issued by Government 
from time to time (latest one issued in July 1987), 
stamp duty on instruments executed by the small 
and marginal farmers, as defined by National Bank 
for Agri cultural and Rural Development ( NABARD) 
for val ue up to Rs .15 , 000 is remitted, while a 
r ed uction of fifty per cent i n stam p d uty is 
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allowed for consipera tion beyond Rs . 15, 000 . 
Government also prescribed tha t for availing the 
exemption/ concession, a certificate from the credits 
agency concerned in the prescribed form was 
essential for the verifica tion of the status of 
the loanees i.e. , s mall/ ma1·ginal farmers . 

In the following sub-registry offices in 
respect of 563 documents , the r emission/ concession 
of stamp duty . as aforesaid, was allowed during 
1987-88 and 1988-89 without insisting on the 
prescribed certificates regard ing the status of 
the loanees. The omission resulted in non- levy 
or short levy of duty amounting to Rs . 5 . 09 lakhs . 

Numbvi. 06 Amount 
Name. 06 d.i.~t ti.c.t doc.ume.nt~ e.xe.mpte.d/ 

e.xe.c.ut e.d -6 ho1tt le.vi.e.d 
Rs. 

1. Chitradurga 72 62 ,478 

2 . Mysore 121 86,591 

3. Tumkur 54 58 , 365 

4 . Chickmegalu 23 24 ,472 

s. Belgeum 35 85 , 515 

6. Bangelore 162 81, 963 

7. Bijapur 23 38 ,2 11 

8. Gulberga 12 23 , 395 

9. Kodagu 61 48 ,000 

--------
Total 563 5 , 08 ,990 

--------
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The irregularities were pointed out to the 
department between April 1989 and March 1990 
and were reported to Government in February 1990 
and March 1990: their r eplies have not been 
received ( \ ovcmber 1990). 

(ii) Go'[ernment in their order dated 4th April 
1975 and subsequent revised order dated 30th October 
1982 accorded full exemption from payment of stamp 
duty and levy of a concessional rate of registration 
fees on documents registered by new industrial 
units in the State, on mortgage deeds executed 
by them for drawal of loan from authorised financial 
institutions. This concession is, however, available 
subject to production of a certificate from the 
department of Industries and Commerce that the 
new industrial units have taken up 'effective steps' 
t6 obtain the loans/ assistance applied for by them. 

It was clarified (21st 
Government that 'effective 
following: 

June 
steps' 

1976) by 
included 

the 
the 

(a) Sixty per cent or more of the capital issued 
for the unit has been paid up , 

( b) A substantial portion of the factory building 
has been constructed , 

( c) A firm order has been placed for a 
substantial part of the plant and machinery required 
for the industrial unit. 

It was noticed 
in Tum kur and nine 

in audit that four documents 
in Hassan relating to new 
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industries were registered during the years 
1986-87 to 1988-89 witrwut tne levying of siamp 
duty but collecting the concessional rate of r egistr a­
tion fees as aforesaid. It was, however. seen 
that the ' effective steps' certificate issued by 
Lhe department of Industr ies and Commerce did 
not indicate the fulfilment or the three stipulated 
conditions as per the Government orders mentioned 
above . 

The grant of exemption from stamp duty and 
levy of concessional rate of registration fees on 
the basis of incomplete certificates in respect 
of these 13 documents was , therefore, irregular 
and resulted in short levy of duty/ fees to the 
extent of Rs.1.68 lakhs. 

The mistake was pointed out to the department 
in May 1990 and June 1989 and was reported to 
Government in February 1990; their replies have 
not been received (November 1990). 

7. 4. Short levy of stamp duty due to incorrect 
classification of instrument 

Under the Karnataka Stamp Act , 1957, 
'conveyance' includes a conveyance on sale and 
every instrument by which property, whether 
movable or immovable is transferred inter-vivos 
and which is not otherwise specificall y provided 
for by the Schedule to the Act. According to the 
Sale of Goods Act, 1930 , 'sale' is a process by 
which the seller transfers the property in goods 
to the buyer for consideration. 
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In a sub-registry in Bangalore, a documen 
Jas erroneous ly classified as ' agreement for sale ' 
11stead of as a 'conveyance deed' despite clear 
oention in t he document that the full consideration 
f Rs . 1. 95 l a l-..hs \ras received by the seller and 

!:he propertr was transferred to the purchaser 
end possession taken thereof by him . The incorrect 
J.assification resulted in short levy of stamp 
uty of Rs . 25, 340 (including surcharge). 

This was pointed out to the 
r-
-, November 1989 and was reported to 
1 March 1990; their replies have 
:3Ceived (November 1990) . 

) 

department 
Government 
not been 



CHAPTER 8 

FOREST RECEIPTS 

8. L Results of Audit 

Test check of accounts of the divisions 
Forest Department, conducted in ctudit during 
year 1989-90, revaaled non-recovery and st 
recovery of fore:3t receipts a noun ting to Rs . 612 
lakhs in 70 cases, wi1ich broadl y fall und·3r 
following categories:-

Numbe.Jt Amount 
ot ca.oe.o ( 1 rt tahh~ 06 ltU/O~ 

1 • Non -recovery of 
royalty 8 19. 49 

2 . Non-recovery/shor t -
recovery of taxes 28 144,04 

3. Shor t collection 
of lease amount 6 18.50 

4. Other irregularities 28 430 , 67 

--------
Total 70 612.70 

--------

Some of the important cases not iced 
1989-90 are mentioned in the following paragra{: 
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8. 2. Short recovery of seigniorage value and 
interest 

(i) By an order dat~d 30th July 1977.; with 
effect from 1st August 1977 , the Government of 
Karnataka handed over the Government firewood 
depots in the State to the Karnataka State Forest 
Industries Corporation with the condition that the 
Corporation should pay to the Forest Department 
at the end of every month the cost of firewood 
sold by them. However, the rate at which the 
firewood was to be supplied to . the Corporation 
by Government was - negotiated only in August 1987 
and a rate of Rs. 35 per cum. towards seigniorage 
value. at Rs . 50 per cum. towards -extraction and 
delivery charges was agreed to, with effect from 
4th July 1985 and the actual cost paid to the 
contractors was to be adopted for supplies made 
prior to that date. Further, by an order issued 
by Government on 29th August 1973, the rates of 
interest leviable in respect of delay in payment 
of Government dues (including forest development 
tax) for the first 90 days and penal interest for 
the period in excess of first 90 days were fixed 
at 9 per cent and 13 per cent respectively. The 
rate of penal interest was raised to 18 per cent 
with effect from 23rd September 1983. 

(a) The Karnataka Forest Development 
Corporation collected forest development tax 
amounting to Rs . 234 :15 lakhs, on sale of rubber 
from plantations during the period from 1st July 
1981 to 15th March 1989 and remitted the collections 
to Government only on 31st March 1989 by drawing 
4 cheques in favour of the Government. One cheque 
for Rs.84. 75 lakhs drawn on the Treasury (Personal 
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Deposit Account) was not realised till August 1989 . 
Report on realisation of this cheque has not been 
recei ved (September 1990). On the belated 
r emittance of Government dues as aforesaid. interest 
up to Rs .1. 06 crores should have been charged 
from the Corporation, for the period up· to 31st 
Mar ch 1989, but it was not charged. 

The omission was pointed out to the 
department in September 1989 and was reported 
to Government in December 1989 and followed up 
by reminders (May 1990); their replies have not 
been received (November 1990). 

( b) In Karwar district, firewood measuring 
664. 457 cum. during · February 1985/March 1985 
and 5, 610. 061 cum. auring the year 1985-86 were 
supplied to the Corporation against a provisional 
payment of Rs. 2. 50 lakhs. After the final rates 
were negotiated as afor esaid, a further sum of 
Rs. 2. 40 lakhs being the differential value of 
firewood supplied was cl aimed from the Corporation 
in January 1988. This differential sum has not 
been paid by the Corporation so far (August 1989) . 
Interest recoverable on this delayed payment at 
the rate of 9 per cent from October 1985 to 
December 1985 and a t the rate of 18 per cent 
from January 1986 (last supply) to December 1~88 
which works out to Rs .1 . 35 lakhs was also not 
demanded by the department. This resulted in 
non-realisation of total revenue amounting to Rs. 3 . 75 
lakhs. 

Government to whom the matter was reported 
in July 1989. ordered (22nd March 1990) the 
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Corporation to pay the above sum due before 
March 1990, failing which penal inte r est at 18 
per cent would be levied from 1st April 1990. 
Further report has not been received (November 
1990 ) . 

(ii) By a validation clause prov ided in 
the Karna taka Forest Act, 1963, the seigniorage 
rate fixed by Government for various species 
in their order dated 29th June 1982 was made 
applicable retrospectively from 23rd February 
1981. Hence , many of the wood-based industries 
who had obtained supplies of wood from · 23rd 
February 1981 on vards had to pay the differential 
seigniorage value for wood supplied by the 
Government during the period from 23rd February 
1981 to 28th June 1982. Tne Government by their 
order dated 6th February 1986, however, permitted 
those industries to pay the differential seigniorage . 
value in five equal annual instalments commencing 
from 31st March 1986. Interest at the rate of 
5 per cent fr om the date of supply to 13th 
January 1984 and at the rate of 10 per cent 
thereafter up to the due date of payment was 
leviable. Pena1 interest at the rate of 18 per cent 
was also leviable for all outstanding dues from 
the defaulter. 

In four forest divisions, in respect of 
seven cases involving 6,370 . 232 tonnes of wood 
supplied between January 1981 and June 1982, 
the instalments towards differential seigniorage 
value amounting to Rs. 7. 44 lakhs and interest 
(including penal interest) amounting to Rs. 5 . 65 
lakhs due up to 31st March 1989 were not realised 
(March 1989). This resulted in non-realisation 
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of revenue to an extent of Rs. 13.09 lakhs. 

The omission was pointed out to the 
department between February 1987 and October 1989 
and was reported to Government between July 1989 
and May 1990; their replies have not been received 
(November 1990) . 

(iii) Government in their order dated 14th 
June 1984 accorded sanction for levy of concessional 
rate of seigniorage at 50 per cent for supplies 
of eucalyptus and bamboos made to a Government 
Company for manufacture of newsprint. Further, 

. the Forest Department by an order dated 3rd June 
1988, enhanced the seigniorage rate payable on 
eucalyptus (without bark) to Rs. 490 per tonne 
effective from 1st April 1987. The seigniorage 
rate of bamboos was also revised to Rs.176 per 

·tonne (from 1st April 1985) and Rs. 220 per tonne 
from 1st April 1988 by a Government order dated 
12th May 1988. 

In Koppa di vision, during the period from 
1st April 1987 to 30th June 1988, 3,581 tonnes 
and 1, 674 tonnes of eucalyptus were supplied to 
a Government company and to a Public Limited 
Companv respectively. The revised rate of Rs .490 
per tonne effective from 1st April 1987 was, 
however, not charged by the department . The 
mistake resulted in short levy of royalty of 
Rs. 4. 31 lakhs (Government Company Rs. 2 . 11 lakhs 
and Public Limited Company Rs. 2 . 20 lal<hs) . 

Further, during the period from May 1985 
to July 1988, 1,587 tonnes and 1,668 tonnes of 
bamboos were supplied from Koppa and Chickmagalur 
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i visions respectively to a Government Company 
: pre-revised rate and the department had tak~ 
J action to collect the differential value, aj.; 
:or-esaid, amounting to Rs.90,3'06 (excluding oth~· 
axes on 1, 587 tonnes). 

, .. 
The total short realisation of Rs. 5 . 21 lak~ 

as pointed out to the depar-tment in October 19@ 
1d December 1989 and was r eported to Governmem: 
l April 1990 and May 1990; their replies ha'Ie 
:>t been received (November 1990) . 

. 3. Non-remittance of forest development tax 

Under the Karnataka Forest Act, 1963, in 
espect of forest produce disposed of by sale 
T otherwise, forest development tax shall be 
~vied and paid to the State Government at the 
ate of 5 per cent up to 31st March 1980 and at 

per cent thereafter. However, with effect from 
st April 1983, tax is leviable at the rate of 
2 per cent on specified items of forest produce 
old to certain industries. 

In Shimoga district, it was noticed in one 
orest division, that the said tax amounting to 

: s. !32, 724, collected by the Forest Development 
:orporation on the sal~ of eucalyptus wood for the 
::>er-iod 1976- 77 to 1985-86 was not remitted to 
3overnment in respect of 27 cases. 

The omission was pointed out to 
jepar-tment in June 1989; their final reply 
~at been r-eceived (November 1990). 

the 
has 
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The case was reported to Government i1 
February 1990 ; their reply has not been r eceivec 
(November 1990) . 



CHAPTER 9 

OTHER TAX AND NON-TAX RECEIPTS 

9 .1. Results of Audit 

A. ENTERTAINMENTS TAX 

Test check of records in Entertain-· 
ment Tax Offices, conducted during the year 
1989-90, disclosed under-assessment of tax 
amount ing to Rs.2.32 lakhs in 13 cases, which 
fall under the following categories : 

Amount Numbe.Jt ot 
ca~e~ (in foh.h~ ot 1tupee~) 

1. Incorrect c ompu-

tation o t tax 0. 65 

2 . Other i rregula r i-
ties 12 1.67 

Total 13 2 . 32 

B. ENTRY TAX 

Test check of records in 
the 

of 
Tax Of fices, conducted during 
1989-90 , disclosed under-assessment 

Entry 
year 

entry 
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tax amounting to Rs. 67 . 31 lakhs in 46 cases , 
which fall under the following categories 

1. Short levy due to 
escapement ot 

turno11er 

2 . Short le vy due to 
incorrect e xemp­
t ion 

3 . Other irregular­
ities 

Total 

Numbe.'t 06 
CC;. ).?_.~ 

7 

6 

33 

46 

Ariount 
( l YI foh h~ 06 ltlLpe.e.~) 

1.41 

41. 05 

24.85 

67.31 

Some of the im portant cases noticed 
in 1989- 90 are mentioned in the following paragraphs . 

9.2. Application of incorrect rate of entry tax 

(i ) Under the Karnataka Tax on Entry 
of Goods into Local Areas for Consumption, Use 
or Sale Therein Act, 1979, on entry of the 
scheduled goods into local areas for consumption, 
use or sale therein, tax is levied and collected 
at such rates as may be specified by the State 
Government , but not exceeding two per cenL 

In three cases, on short levy due to 
application of incorrect rates of' entry tax being 
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pointed out in audit an amount of Rs. 7. 71 lakhs 
w·as recovered (Sep tern ber 1989) . 

frc1m 
gases 
of 2 

(ii) Under the aforesaid Act, with effect 
1s t April 1982, entry tax on "industrial 
other than LPG" is leviable at the rate 
per cent ad valorem on their entry into 

a local area as defined in the Act. 

In Bangalore City, entry tax was not 
levied (January 1986) on industrial gases valued 
at Rs. 50 . 33 lakhs purchased by an assessee from 
places situated outside the municipal (Corporation) 
limits of Bangalore City and brought into the 
Corporation area during the years 1982-83 and 
1983-84 . The tax not levied amounted to 
Rs .1. 01 lakhs. 

The omission was pointed out (November 
1989) to the department and was reporteG to Govern­
ment in February 1990; their replies have not 
received (November 1990) . 

C. RECEIPTS FROM PUBLIC WORKS 

9. 3. Rent receipts in respect of Government build­
ings/lands 

9 . 3. L Introduction 

(a) With a view to providing residential 
?ccommodation to its employees, Government have 
constructed residential buildings in Bangalore 

I 
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and other places in the State. The allotment of 
these quarters is made in accordance with . the 
" Karnataka Rental Housing Scheme (Revised) 
Rules , 1987 ," in respec t of Bangalore City and 
"Allotment of Government quar ters at District ;md 
Taluk Headquarters Rules" (issued in 1986) in 
respect of other places. 

· These Rules provide for allotment 
of quarters, only to the officials who are in service 
under the Government of Karnataka and the allot­
ment is made on an application .to a House Allot­
ment Committee constituted by Government. A 
maximum period of stay of 6 months or 12 months 
in r espect of Group ' A' and Group 'B' officers 
in Bangalore City (which could be extended by 
Government up to 12 months or .24 months) 
respectively and a maximum period of 5 years 
and 10 years have been prescribed for Group 'B' 
and Group ' C' official s respectively in other places . 
The allotment· of quarters is deemed to have been 
term mated when the allot tee retires, resigns or 
ceases to be in Government service for any other 
reasons or tr ... nsferred outside the place where 
he is staying or sublets the quarters etc. 
Continued occupation of the quarters in contravention 
of these Rules, attracts a levy of penal rent ranging 
from two to five times the normal rent payable 
af ter 30 days of such unauthorised occupation and 
the official could Cilso be evicted. 

Till 31st December 1986 , the licence fee 
chargeable for the quarters was 10 per cent of 
'salary' of the Government servant . From 1st 
January 1987, t he licence fee chargeable for the 
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quarters is the standard rent fixed by the competent 
authority under - the provisions of Appendix IV 
of the Karnataka Civil Services Rules , 1958 or 
the house ren t allowance admissible, whichever 
is higher and shall be deducted from the monthly 
salary bills . Further, initial deposit ranging 
from Rs. 200 to Rs. 1, 000 is requ~red to be paid 
by each allottee according to the Group to which 
he belongs in service , which is refundable/ 
adjustable on vacating the quarters . 

Government also lease out non-residential 
buildings and Government lands to private 
individuals/Government agencies on 
and conditions . 

agreed terms 

( b) Trend of receipts 

The rent receipts of the Public Works 
Department vis-a-vis Budget estimates for the years 
1984-85 to 1988- 89 are as under: 

Re.~-i.de.rztlaR. /yo n-1te~.i de.rztfoe 
budd.irzg~ bui.td-i.rzg~ I land~ 

YeaJt Budget Actual Bu.dge.t Ac tu.at 
e.~t.imate.~ 1te.~~.ipt~ E~Umate.~ 1te.ce..ipfo 

( 1 ) ( 2) (3) ( 4) ( 5) 
(I YI tahh~ ot 1tu.pe.e.~) 

1984 - 85 19 o. 40 195. 76 1 o. 00 19 . 2 1 

1985-86 19 o. 40 2 18. 3 5 1 1. 00 22 . 9 0 
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( 1 ) (2 ) (3) ( 4 ) ( 5) 

19 86 - 8 7 2 00. 4 0 2 42. 3 0 14 . 89 19. 34 

1987 - 8 8 300 . 00 387. 9 6 17. 4 0 2 6. 78 

19 88 - 89 4 4 o. 51 4 00. 89 2 1. 0 0 2 0.2 8 

9.3.2 Scope of Audit 

In order to examine the extent of admini­
stration of the Rental Housi ng Scheme in the State 
and the receipts realised from Government build­
ings/lands, a test check of the records relating 
to r ent receipts for the years 1984-85 to 
1988-89 in thirteen (out of forty-one) Public Works 
Di visions was taken up in audit dur.ing March 
1988 and May 1990. 

9 . 3. 3 Organisational set-up 

The administration of the Rules and 
allotment of quarters, monitoring the collection 
of rent, maintenance of records and maintenance 
of buildings vest with the Public Works Depart­
ment. The Chief Engineers of the Buildings Circle 
stationed at Bangalore and Dharwar, are the 
Administrative Heads of the department and are 
assis ted by fort y-one Executive Engineers in the 
field. The Executive Engineer concerned is 
in-charge of the buildings and is em powered to 
take action unde r the rules in regard to maintenanc 
of buildings , recovery of licence fee, eviction 
proceedings etc. 
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9.3.4 Highlights 

(i) :-.:on-levy of penal rent of Rs.80. 76 
lakhs for over s tayal in 194 quarters was noticed 
during test check in seven Public Works Di visions. 

(ii) Non-levy of penal rent in 86 c'ases 
of allotment of quarters to ineligible officials 
who were on deputation to autonomous bodies, 
amounted to Rs. 23. 09 lakhs. 

(iii) Non-fixation of standard licence fee 
in 151 cases, in three divisions, resulted in 
short recovery of rent amounting to Rs.4. 31 lakhs. 

(iv ) Delay in revision of rent of a 
Government building in commercial area in Bangalore, 
leased out to a Federation, resulted in annual 
loss of rent of Rs.3.47 lakhs. 

(V) Failure to obtain adequate security 
and non-recovery of rental from 12 shops in 
Bangalore resulted in a loss of revenue of Rs .1. 32 
lakhs. 

(vi) Rent aggregating to Rs .11. 41 lakhs 
in respect of accommodation provided in General 
Hostel during the years 1974 to 1985 was not 
recovered. 

(vii) A sum of Rs .1. 30 lakhs is due for 
recovery from an oil company since ·1982. 
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(viii) Fixation of rent without proper 
basis in respect of 2 Government lands in Bangalore 
and Belgaum resulted in annual loss of Rs. 2. 57 
lakhs. The land in Belgaum was not taken back 
from the lessee although he had violated the lease 
te rms. 

(ix) 
properly in 
test-checked. 

Rent records 
ten out of 

9.3 . 5 Residential buildings 

were not maintained 
thirteen divisions 

(i) Unauthorised retention of ·Government . 
buildings 

194 cases of overstayal ranging from 
3 to 116 months which attracted levy of penal 
rent ranging from .2 to 5 times of normal rent 
leviable amounting to Rs. 80 . 76 lakhs were noticed 
·:-! seven divisions of t~e department. Some of 
the interesting cases are detailed below : 

(a) A senior officer of the Transport 
Department was allotted quarter s in Bangalore in 
November 1979 for a period of \six months . 
However, the officer continued occup~tion of the 
quarters till date (May 1990). Des pit~ Government 
ins tructions on the subject, no action had been 
taken by the department to initia te eviction proceed­
ings and to take possession of the building or 
to recover penal rent of Rs. 2. 06 lakhs from 4th 
June 1980 to the end of January 1990. The official 
who was a self-drawing officer. neither drew her 
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salary to avoid recovery nor paid rental dues 
since January 1981. 

( b) An offi cer be longing to an All India 
Service, reta ined beyond the permissible period , 
a Government qua rters in Bangalore from September 
1985 to February 1988. The penal rent amounting 
to Rs.63,799 (up tn January 1988) was not assessed 
and demanded by the department. 

(c) In Mysore, an official who was 
transferred outside Mysore during July 1986 was 
perm it ted to retain the quarters till May 1987. 
However. he continued to occupy the quarters 
thereafter (May 1990) as he was re-transferred 
to the City Municipal Corporation, Mysore. As 
the official was not holding the post eligible 
for allotment of quarters, his continued qccupation 
of the quarters beyond May 1987 was in qontraven­
tion of the rules and attracts levy of penal rent 
amounting to Rs . 41 , 750 (up to March 1990) which 
had not been demanded by the department (May 
1990). 

( d) In Tum kur , an. official continued to 
retain possession of the quarters till May 1989 , 
even after his transfer outside Tum kur in November 
1987. Penal rent amounting to Rs .18 , 705 was 
not r ecovered (July 1990). 

( e) In Mysore district, an official in 
occupation of quarters since 1974 had not vacated 
the same even after his transfer to another taluk 
in October 1986 . By a special order of the 

r--1s 
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Government, he was allowed . ( De.ce~ber 19'M'L · to 
reta in the quarters. · Penal ,renr : ' amounting to, 
R·s·. 21.162 r11.p to Ma.~$ .1900') was not . assesS,!3d 
and ciP·1nrtnciAd. · •. ," ~ · "' 

(ii J According to t~e . Ruh.i~ of aflotment 
of Government residential qu~rters , Government 
se r vants' in the ser vice of the Government only 
shall be eligible for allotment of Government house/ 
quarters . ,, The officer~ Gf .:'i...:i~ls ser.t on deputatiop 
to autonomous bodies are, thus , not ' efigt ble for 
allotment of Government quarters. 

t ~ ... • 

In six divisions, {n respect of eig.hry­
six cases where officials of State Government were 
sent <;m deputarion to . autonomous bodies and . they 
continued to occupy Governm~nt q.uarters , penal: 
rent leviable ' amounting to Rs. 23. 09 lakhs up- to 
Mar ch 1990) was not assessed · and demanded' · for 
periods rang ing from 15 to 39 months. 

(iii ) · Short recovery ·of. rent 

(,a} The depa'rrment clarifiSd jn ' · January 
1990 that standard rent could · be · reckoned for 
the purpose · of recovery only from the date from 
which it was fixed. Under the rules· introduced 
with effec t f.rom ' 1st . January 1987 , · the .licence 
fee cndrgeable is either the standard rent fixed 
or the h?use rent allowance j:idmissible, whichev~r 

· is more. 

- In respect of 151 cases , in three di visions. 
test-checked, ·the standard rent proposals 
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for quarters occupied from 1st January 1987 were 
sent for approval to the Chief Engineer only 
during April 1990. The delay in fixation of 
standard rent by the department resulted in short 
recovery of rent r:imounting to Rs.4.31 lakhs, 
even according to the standard rent proposals. 

( b) In Dharw ad, during the period from 
January 1987 to June 1987, the standard rent 
~hich was lesser thart the house rent allowance 

rawn was recovered from ·the . afiottees contrary 
~o the Rules. This resulted in short recovery 
~f rent amounting ·to Rs. 52, 922 in 4 7 cases. The 
IClepartment stated in November 1988 that 

he recovery was in progress. 

( c) In Bangalore, in forty-on~ cases, 
he amount of house rent allowance drawn by 

~he officials concerned was more than ten per 
:::ent of their salary and remt should have been 
;:::::-ecovered at rates equal to the house 
:=-ent allowance admissible. to them. But rent 
"""as recovered (between January 1987 and October 
_987) at 10 per cent of gross salary. This. mistake 
r-esulted in short recovery . of rent to the extent 
=if Rs.20,671. 

(iv) Short recovery of deposits 

Under the Rental Housin ; Scheme. every 
~llo~tee is required to i;iay initial deposit r?nging 

ram Rs.200 to Rs.1,000 dep~nding on the · category 
cf the official and location of the quarters before 
CJccupation of the quarters. 
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In \.1ancJ ya . the initial deposits as afore 
said were not recovered in respect of 330 quarters 
Even at tlHJ minimum rate of Rs.200 ppr quarter 
a sum of Rs . 66 ,000 was recoverable irnm tll 
occup,rnt"' .:; ~ initial deposit against \\ h i.-;h a su 
of Rs.S , 1-,,i nnly was collected , resulti1~~ in shor 
collection of c1eposit of Rs.60,850 . 

(v) Occupation of GoveI11IDent quarter 
by ineligible persons 

(a) The employees of a State owne 
Corporation are in occupation of 96 quarters ( m 
of 360 in Bangalore, Agreement regulating tern 
of allotment, period of allotment , rent recoverab 
etc., was not produced when called for in aud 
(March 1988 ) . Neither is there a provision fc 
allotment of Government quarters to officials wt 
are not in Government employment nor has U 
rate of rent payable been prescribed in sue 
cases. In the absence of details. the correctne 
of the defi1and raised. rent recovered etc . , a 
r1Li: susceptible of verification in audit. 

( b) In Bangalore , the Central Silk - Boa, 
was allotted ( 1983) forty-five quarters by t: 
Government. for allotment to the Board's employe 
for 5 years on its office being shifted from Born b 
to Bangalore. Ten per cent of the gross sala 
of the occupants was to be recovered by the Boa 
and credited to Government account. Howeve 
the rent actually paid by the Board w 
the standard licence fee recovered from j 
employees under the provisions of the Cent ii 
Civil Service (Revised Pay) Rules, 1973 as agair 
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en per cent of the gross salary . 

In the absence of particulars of salaries 
af the occupants , in t'1t ~ Rent ~egister of the 
:Ii vision, the ex tent nf dues coulc.J neither be 
_ssessed nor any demanu raised. Further, under 
he terms of allotment. the maintenance charges 

-f the building are to be reim bur~ed by the Board 
o the Government. However, a sum of Rs.49,489 
pent on maintenance to the end of 1987- 88 had 
at been demanded by the department.. Though 
e period of lease of quarters for five years 

_ad expired (1988), no action had been taken 
10 ex tend the lease or to take back the possession 
f these quarters. 

(c) Government in their order dated 23rd 
une 1987 stated that Zilla Parishads would provide 
ent-free residential accommodation to its Chief 
ecrelaries. Though the accommodation is to be 
rovided by Zilln Parishads. the Government is 
at under any obligation to provide their quarters 

::> them without recovery of any rent. 

In Tumkur and Ko l ar,' two Government 
-esidential buildings \\ere occupied by the Chief 
-€cretaries of the respective Zilla Parishads in 
anua["y 1987 / April 1987 . Contrary to the Rules, 
o rent was being recovered from them on the 
lea ttwl they were entitled for rent-free accommo­
ation. No rent was demanded from the 
i lla Parishads or from their Chief Secretaries 

_.ho are otherwise not eligible for allotment of 
he quarters. The allotment of rent-free 
ccommodation to the officials had also resulted 
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in non-realisa t ion of revenue (at the minimum 
rate of rent ) to the extent of Rs.28,300 for the 
period 1st January 1987 to 31st March 1990. 
Further, in Mandya and Kolar, two Gove rnment 
residential buildings had been occupied by Zilla 
Parishads for use as offices stores for which 
rent had neither been demanded nor recovered 
till November 1990. 

(vi) Vacant quarters 

Allotment of quarters in Bangalore is 
made by a Committee const ituted by Government 
for that purpose to such of the officials who 
had registered their names. Delay in allotment 
of quarters results in loss of rent to Government. 

Test check of rent registers for the years 
1986-87 and 1987-88 revealed that twelve quarters 
in Yelahanka township in Bangalore were kept 
vacant for a period ranging from seven to six teen 
months . Twelve 'n' Type quarters in Bangalore 
were also kept vac.e.nt for a period ranging frorru 
four to twelve months . The delay in allotment 
had resulted in a loss of rent to Government 
amounting to Rs.32,100. 

9. 3. 6. Non-residential buildings 

( 1) . ..\ Government building situated in 
a commercial area in Bangalore was leased out 
to a consumers Co-operative Federation for a period 
of thirty years from 1966 . Initially, monthly 
rent of Rs.4, 500 was fixed. The lease ·rent was 
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to be reviewed after ten years . As verified 
from the records, a sum of Rs . 8, 600 per month 
is being received as ren t from the lessee. 

The r ent fixed wht'•n com pareJ to the 
market value in the area w!wre the building is 
located is, low. . On this being pointed out in 
audit ( l\larch 1988), the de partment sta ted that 
action would be taken to enhance the rent . 
Accordingly, a proposal was submitted in September 
1988 for fixing the rent at Rs . 37, 509 per month. 
In the calculation , 7 per cent return on capital 
cost was anticipated. The proposal was pending 
approval (April 1990). 

The lease agreement when called for in 
audit (March 1988) was not produced by the 
di vision . It was, therefore, not possible in audit 
to verify the correctness of the proposals sent 
and also whether the prov1s10ns of the l ease 
agreement were enforced from tim e to time . 

The de lay in rev1s10n of rent resulted 
in loss of rent of Rs. 3.47 lakhs annually , even 
according to the department's proposals. 

l eased 
a suln 

(ii) Non-realisation of r ent dues f rom 
s hops 

(a J 
out 
of 

In Bangalore, in respect of shops 
to 12 priva te persons b y Government , 
Rs .1 . 32 lakhs being rentals due for 
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recovery for the period from 1984 to 1988 was 
not recovered till !\ovem ber 1990 . A sum of 
Rs.1.01 lakhs of the outstanding amount of Rs.1. 32 
lakhs was due from a lessee whose whereabouts 
were not knO\\ n { ('.;ovem bP.r 1990) . Failure to 
obtain adequate S8c11rity from the lessees and 
to collect rent periodically from them resulted 
in non-realisation of rent amounting to Rs .1. 32 
lakhs. 

( b) In Mysore , three shops were rented 
out in the year 1938 ( 2) and 1965 ( 1). Eviction 
proceedings of the division to take possession 
of the premises were stayed by the Government 
during October 1975 to January 1983 and finally 
by a court in 1985. A sum of Rs . 57 , 857 was 
due for rer.overy from the tenants for the period 
from October 1985 to March 1990. No action 
had been taken by the department to get the 
stay vacated {May 1990) and to realise the dues 
outstanding. 

(c) A Government building, which was 
under the maintenance of Mandya division, was 
leased out to a private person in the year 1939, 
on a nominal monthly rent of Rs. 26 . Even though 
the tenant became a defaulter since the year 
1950-51, the building continued to be in his 
occupation and his sub-lessees. The details 
of recovery were not forthcoming from the divi­
sional records . Eviction proceedings instituted 
through the Deputy Commissioner , Manrtya. in 
December 1972 and again in August 1974 were 
stayed by the High Court of Karna taka. The 
details of action taken by the Government to 
get the stay vacated or to realise dues were 
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not forthcoming from the divisional records ( Y1ay 
1990). 

9 . 3.7 . t-:on- recovery o f nmt for stay 
Gene r a l Hos tel 

The rent payable by Members of Parliament/ 
Members of Legislative Assembly . Officers of 
State and Central Government and non-offic ia l s 
a r e fixed by Government from time to t ime for 
occupation of rooms in the General Hostel, Bangalor e. 

A sum of Rs . 8 . 03 l akhs is due in r espec t 
of accommodation provided in "General Hostel" 
a ttached to a Buildings Division in Bangalore 
from Members of Parliament/ Stat e Legislatur e for 
the period ranging fr om 1974 to 1985. A s um 
of Rs . 3 . 38 l akhs due from other private parties 
as at the end of March 1989 had also not been 
recovered (November 1990) . 

9 . 3. 8. Lease r ent from Government land 

(a) Land belonging to Government 
in Bangalore was leased to an oil ...company in 
1967 for a period of five years . Lease rent 
of Rs .400 fixed initia lly was revised to Rs.800 
pe r :non th subsequently in 1982 . Governm~nt 
i n their order dated February 198~ enhanced 
the l ea~e r ent to Rs . 2 , 975 per month retrospec­
tive ly from Sep te mbe r 1977 . However, the company 
continued to pay only Rs. 800 per month till April 
1982. The differential rent for t he period from 
22nd September 1977 to 30th June 1982 amounting 
to Rs .1. 30 lakhs demanded by the division was 
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not paid by the lessee company and no effective 
steps were taken to r ecover the same. 

(b) Governm,"1nt lan<1 of 4,180 square 
metres along with a bui lding valued at Rs.18.40 
lakhs \\'as leased out to the Kamat.aka Construction 
Corporation (a Government Company) in 1984 for 
a pariod of thirty years on lease rent of Rs. 5, 000 
per annum. Even though the possession of land 
was taken over in April 1984, lease agreement 
incorporating various terms and conditions had 
nat been entered into by the Government with 
lessee till date (November 1990 ) . The basis 
for fixation of lower rate of rent of Rs . 5, 000 
as against Rs . 1. 29 lakhs per annum calculated 
at seven per cent on value of the property as 
per codal provisions (Rs.18.40 lakhs) was not 
forthcoming. Fur ther, the lessee (Corporation) 
had failed to pay for the period from April 1986 
to March 1990 even the lease rent fLxed (Rs. 5, 000 
per annum). Demand for lease rent amounting 
to Rs.20,000 due up to Mar ch 1990) had not been 
made so far (Ylay 1990). 

( c) Gover nment l and ad measuring 170 
feet x 180 feet in the divisional forest office 
compound at --Belgaum was leased out to a private 
person for a period of 99 years by the Government 
in 1966 , on a monthly rent of Rs.86 per month. 
The rent was revised to Rs. 500 per month from 
1976 . Further revision was done in 1986 as per 
the aondition in the s upplemental lease deed 
executed in June 1976. 

In 1986, the department estimated the 
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market value of the above land as Rs .16. 57 lakhs 
on the basis of which a revised monthly fair 
rent of Rs . 12 . 068 was arrived at b,· them and 
proposed ( :Vlarch 1990) to Chief Engineer fo r revision 
of the rent originally fixed . In t ile ..;iJsence of 
final orders r ev is ing the rent , there is a loss 
of rever~~e to the Government · to the ex tent of 
Rs .1. 33 lakhs annually since 1986. 

Further, the object! ve of the grant of 
the above land on lease was to enable the lessee 
to build a cold storage with modern amenities, 
to establish an oil testing laboratory, a rest house 
for farmers, to extend the existing storage facili­
ties to them for keeping seeds and fertilizers, 
etc., within a period of five years, failing which 
the land would revert back to Government. However, 
the scheme envisaged in the Government order 
was no t irrt plemented and the land was diverted 
by the lessee for other purposes viz. , hotel. lodge 
and shops. But, no action was taken by the 
Government to take back the land for violation 
of terms and conditions of the lease (November 
1Y90). 

( d) Government acquired the properties 
of Race Course at Mysore on payment of compensation 
of Rs. 20. 70 lakhs during the year 1976 and leased 
out to a c lub on annual r ent of Rs. 80. 000 for a 
period of twenty year s from April 1976 . The 
rent was due for r evision once in every five years 
by not more than fifty per ce11t of rent paid. 
Accordingly , r ent was revised to Rs. 1. 20 lakhs 
in 1980. The subsequent revunon due in 1986 
had not ye t (May 1990) been considered by the 
department. Consequently, Gover nment had to forgo 
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revenue of Rs. 2 . 40 lakhs (ma....: im um) for the period 
from April 1986 to March 19C)Q . 

9. 3. 9. Improper maintenance of records 

The Public WorKs tli \·is ions are required 
to maintain rent registers as prescribed in the 
Karnataka Public Works Account Code to watch the 
recovery of rent of buildings. 

However, the register was not kept 
up- to-date in ten out of thirteen di visions t est 
checked. Details, such as , salary of the allot tee , 
rent paid, dues oµtstand i ng. date of vacation, 
details of recovering the deposit and its refund, 
name and address of the drawing officers of the 
allo ttees etc. , had not been duly exhibited in 
the Register maintained for the years 1984:...85 to 
1988-89 . This resulted in incor rect and unverified 
exhibition of demand, collection and balance of 
rent rate and in the absence of such derails , 
correctness of demand was not susceptible to 
verification . 

( b) The monthly rent 
required to be sent by the 
the P. \V . D. Di visions wer e 

recovery Schedules 
Drawing Officers to 
not being received 

during the period 
the records being 

regularly in seven di visions 
1984-85 to 1988-89 resulting in 
kept incomplete. 

(c) Rent registers in r espect of quarters 
at Jayanagar ( 18 quarters) and Thimmenahally ( 54 
quarte r s) in Bangalore required to be maintained 
as per the codal provisions were nm maintained for 
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the period ending YI arch 1988, in a Buildings Di vision 
in Bangalore City . Similarly. in Hassan Div is ion, 
the rent recorcls jn respect of quarters tran~terred 
from erstwhile Channarayapa tna Division hc:id slqo not 
been maintaini:>d for Lhe period 1987-88 and l ~;f <{ -89 . 

( d) The details. 
recovery of rent etc . , 
constructed at a cost of 
1951 were not available 
Bangalore City . 

such as lease agreement, 
in respect of a building 
Rs . 1 .10 lakhs in the year 
in Buildings II Di vision in 

The above points were reported to 
Government in February 1989 and Sep tern ber 1990 , 
followed by rem ind er ( t\1arch 1991) ; their reply has 
not been received (August 1 ~91) . 

Bangalore 
The 

New Delhi 
ne 

(M.V.BHATT) 
Accountant General (Audit) -11 

Karnataka 

COUNTERSIGNED 

( C. G. SO.\II..-\H) 
Comptroller and Auditor 

- 8 APR 19§zral of India 
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Appen 

Asses::.ment in 

Sales Tax 
Sl. 

Particulars r.io . r.;:i r:-.<:J '<l Ki:l Percentage Central Perr:-l"n:Jge 

Sales Tax of (4) to Sa lex Tax of {4) to 
(3) & (5) (3) & (5) 

to (3) to (3) 

1. Number of assess- 1, 58,328 00 . 039 

men ts pending at the 

beginning of the 

year 1900-90 

2 . Number of assessments 2 , 07 , 4 11 1, 15 , 164 

accrued d
0

ur ing the 

year 1900-90 

3 . Total number of 3 , 65 , 7~9 2 , 04,203 

assessments due tor 

completion during 

the yea r 1969-90 

4 . Number of assessment!; 2 , 35 , 628 64 l ,23 , 123 60 

completed during 

the ye<1r 1969-90 

5. Number of assessments 1,30, 11 J 36 81,080 40 

pending finalisation 

as on 31st ~rch 

1990 



ix - 1 

rr•rs (Para 1,6) 

111r icul tu ra l Percentage Enter ta in- Percentage Entr y Percent -

nc0111e-ta x o t (4) to 111ents Ta x ot (4) ~o Tax age o t 
(3) & (5) <:3) & (c • ·"' (4) to 

. to <3) to (3) (3) & (5) 

to (3) 

''·"' 48, 600 

'· 176 
60, om ,4, 157 

20,55 1 1,02,757 

57 71,6'9 64 , 106 62 

8,921 43 32 ,832 31 38 ,65 1 38 



Year 

1986-87 

and ear. ier 

years 

1987-88 

1988-89 

1989-90 

Karna taka 

Sales Tax 

11,658 

39,302 

79 ' 151 

1,30, 111 

Percent ­

oge ot 

pcnder.cy 

9 

30 

61 
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Api:; 

Year-wise details of asse 

Central 

Sales 

fox 

8,077 

25, 047 

47 ,956 

81 , 080 

Percent­

age of 

pendenc y 

10 

31 

Agr icul tur; 

Income 

Tax 

3 ,209 

914 

1,6 03 

3, 195 

8,921 



dix - 2 
ment in a rr~rs Cf'ara 1,'6) 

Percentag :J 

of 

pendenc y · 

36 

10 

18 

36 

Eraer ta in ­

ments Tax 

3 ,974 

3,629 

12. 756 

12 ,473 

32 ,832 

/ 

242 

Percentage 

ot 
pendenc y 

12 

11 

38 

Ent ry 

Te x 

7,840 

10,647 

20, 164 

38,651 

Percentage 

of 

pendenc y 

20 

28 

52 



.-~ 

' 

' 

- .. 


