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PREFACE 

This Report for the year ended 31 March 2009 has been prepared 

for submission to the Governor under Article 151(2) of the Constitution. 

The audit of revenue receipts of the State Government is 

conducted under Section 16 of the Comptroller and Auditor General's 

(Duties, Powers and Conditions of Service) Act, 1971. This Report 

presents the results of audit of receipts comprising sales tax, state excise, 

land revenue, taxes on motor vehicles, stamp duty and registration fees, 

entertainments tax and betting tax, other tax and non tax receipts of the 

State. 

The cases mentioned in the Report are among those which came to 

notice in the course of test audit of records during the year 2008-09 as 

well as those which came to notice in earlier years but could not be 

included in previous years' Reports. 
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OVERVIEW l 
The Report contains 58 paragraph including two reviews relating to non/short 
levy of taxes , interest, penalty etc ., involving Rs. 628.76 crore. Some of the 
major findings are mentioned in the following paragraphs: 

I. GENERAL 

• The total revenue receipts of the State Government for the year 
2008-09 amounted to Rs. 62,858.45 crore against Rs. 54,142.55 crore 
for the previous year. 68 per cent of this was raised by the State 
through tax revenue (Rs. 33 ,358.29 crore) and non-tax revenue 
(Rs . 9,683.40 crore) . The balance 32 per cent was received from the 
Government of India as State share of divisible Union taxes 
(Rs. 11 ,80 1.50 crore) and grants-in -aid (Rs. 8,015.26 crore). 

(Paragraph 1.1) 

• At the end of March 2009 , the arrears of revenue in sales tax, taxes on 
vehicles , land revenue, purchase tax on sugarcane and taxes and duties 
on electricity etc. , amounted to Rs . 6,507.70 crore, of which 
Rs. 3, 157. LL crore were pending for more than five years. 

(Paragraph 1.4) 

• Test check of the records of sales tax , land revenue, taxes on vehicles, 
stamp duty and registration fee and other departmental offices 
conducted during the year 2008-09 revealed underassessment/short 
levy/loss of revenue etc. , amounting to Rs. 876.90 crore in 2,273 cases. 

(Paragraph 1.13) 

II. SALES TAX 

A review on "Transition from Andhra Pradesh General Sales Tax to 
Andhra Pradesh Value Added Tax" indicated the following defi ciencies: 

• There was no provisio11 in the Act/Rules for conducting periodical 
surveys for enforcing regis tration of the unregistered dealers . 30.24 per 
cent of the dealers registered under APGST Act in the jurisdictions test 
checked by audit remained unregistered under the VAT Act. 

(Paragraph 2.2.8.1) 

• In 24 circles, 109 dealers were not registered under the VAT Act 
though their turnover had exceeded the threshold limits. This resulted 
in non-realisation of revenue of Rs. 2.83 crore. 

(Paragraph 2.2.8.2) 
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• VAT Audit module was not made operational and the data of 
dubious/risky dealers was not up loaded in the website TINSYS.com 
defeating the very purposes for which these modules were created. 

(Paragraph 2.2.9.3) 

• In one circle, 247 dealers did not file returns for certain period(s) 
during 2005-06 to 2008-09. Though demands were generated by the 
VATIS , these were not served. This resulted in non-realisation of 
revenue of Rs . 1.49 crore including penalty of Rs. 49.58 Jakh . 

(Paragraph 2.2.9.5) 

• Input tax credit of Rs. 50.72 lakh claimed by seven dealers was prima 
facie fictitious. No sale of such goods was depicted in the VATIS 
ledgers of the selling dealer. 

• Input tax credit of Rs. 4.05 crore was allowed to the Canteen Stores 
Department and Indian naval canteen services though these 
departments were not entitled to the input tax credit resulting in short 
realisation of revenue to that extent. 

(Paragraphs 2.2.13) 

• Declaration of taxable turnover as exempted turnover resulted in 
non-payment of VAT of Rs . 52.27 crore in seven circles and non-levy 
of tax of Rs. 23.45 crore in eight circles. 

(Paragraph 2.4) 

• Misclassification of sales as works contracts resulted in under 
declaration/short levy of tax of Rs. 10.49 crore in 11 circles. 

(Paragraph 2.5) 

• In four circles, interest of Rs. 11.50 crore was not levied on belated 
payments of taxes in five cases. 

(Paragraph 2.11) 

• In three Large Tax Payers Units (LTUs) and 46 circ les , tax on works 
contracts amounting to Rs. 9.36 crore was short levied. 

(Paragraph 2.12) 

• Application of incorrect rate of tax resulted m short levy of tax of 
Rs. 2.74 crore. 

(Paragraph 2.13) 

• Irregularities in sanction and availing of sales tax incentives resulted in 
non-realisation of Rs . 2.07 crore. 

(Paragraph 2.14) 
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• In one circ le, misclassification of supply contract as transit sale 
resulted in non-levy of tax of Rs. 1.92 crore. 

(Paragraph 2.15) 

• Excess set-off allowed in two LTUs and 13 circles resulting in short 
levy of tax of Rs. 1.20 crore. 

(Paragraph 2.16) 

III. LAND REVENUE 

• In five tahsil offices, advance possession of Government land was 
allowed without finalising alienation proposals resulting m 
non-realisation of Rs. 109.22 crore. 

(Paragraph 3.3) 

• In one tahsil office, non-adoption of the actual consideration as basic 
value of the land resulted in short collection of conversion fee of 
Rs. 3.31 crore 

(Paragraph 3.4) 

• In 11 tahsil offices , remission of water tax amounting to Rs . 2.22 crore 
was allowed without the Government sanction. 

(Paragraph 3.5) 

IV. TAXES ONVEIDCLES 

A review of 'Citizen Friendly Services in Transport Department' indicated 
the following deficiencies 

• Business rules were not incorporated into the CFST application 
resulting in non/short levy of life tax on company vehicles , second and 
subsequent veh icles of individuals and card fee amounting to 
Rs . 6.20 crore. 

(Paragraph 4.2.11) 

• Lack of input validations had resu lted in erroneous/inconsistent and 
incomplete data. There were gaps in issue of registration numbers 
resulting in non-allotment of registration numbers. Non-allotment of 
numbers under choice/reserve category resulted in loss of revenue on 
reservation fee/choice fee amounting to Rs . 23.64 Jakh. 

(Paragraphs 4.2.12.l & 4.2.12.2) 

• In 12 offices repetition of the numbers of insurance cover notes was 
noticed in 6,08,116 vehicles relating to eight insurance companies. 

(Paragraph 4.2.14) 
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• In ten offices 31,83 1 vehicles with the same chassis number were 
noti ced. Further, 53,582 duplicate engine numbers with di ffe rent 
transactions and di fferent classes of vehic les were noti ced. 

(Paragraph 4.2.15) 

• CFST has been prompting demand which was either less or hi gher than 
the actual demand to be rai sed. 

(Paragraph 4.2.16) 

• The department did not have adequate internal control mechani sm 
whi ch resulted in non-monitoring of the dri ving li cences issued, 
non-reconcili at ion of e-seva transacti ons and non-verifi cati on of data. 

(Paragraphs 4.2.18.1 & 4.2.18.2) 

• Though computeri sation commenced in the year 2000, intern al audit 
was not conducted to get an assurance on the working of the system. 
Di screpancies were noti ced in the demand and collecti on statement. 

(Paragraph 4.2.18.3) 

• In the offices of one Joint Transport Commi ssioner (JTC), 10 Deputy 
Transport Commi ss ioners (DTCs) and 19 Regional Transport Officers 
(RTOs), quarterl y tax of Rs. 3.36 crore and penalty of Rs. 6.72 crore 
were not levied. 

(Paragraph 4.4) 

• In one JTC, 10 DTCs and 18 RTOs penalty of Rs. 7.96 crore was short 
levied for belated pay ment of tax. 

(Paragraph 4.5) 

• In one JTC, fi ve DTCs and 10 RTOs, non-renewal of fi tness 
certifi cates resulted in non-reali sation of fitness certifi cate fee of 
Rs. 6.99 crore. 

(Paragraph 4.6) 

• In one JTC, 10 DTCs and 18 RTOs, green tax aggregating to 
Rs. 3.35 crore was not levied and collected. 

(Paragraph 4. 7) 

• In fi ve DTCs and nine RTOs, li fe tax and penalty were not levied 
resul ting in non-reali sati on of revenue of Rs.91.82 lakh . 

(Paragraph 4.8) 
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V. STAMP DUTY AND REGISTRATION FEES 

• Lack of co-ordination between Registration and Prohibition & Excise 
departments resulted in short levy of stamp duty and registration fee of 
Rs. 5.56 crore, on sub-lease deeds of nine distilleries in seven 
sub-registries (SR). 

(Paragraph 5.3.1.1) 

• Non-insistence for registration of the lease deeds resulted in non/short 
levy of stamp duty and loss of registration fees of Rs. 4.67 crore. 

(Paragraph 5.3.2) 

• In seven District Registries (DRs) and 15 SRs, misclassification of 
documents resulted in short levy of stamp duty and registration fees of 
Rs. 8.24 crore. 

(Paragraph 5.4) 

• In one SR, undervaluation of property resulted in short levy of duties 
and fee of Rs . 2.04 crore. 

(Paragraph 5.5.1) 

• In one DR, incorrect exemption of stamp duty and registration fees 
resulted in non-realisation of Government revenue of Rs . 2.26 crore. 

(Paragraph 5.6.1.1) 

• In three DRs and 16 SRs, incorrect adjustment of stamp duty resulted 
in short realisation of Government revenue of Rs. 1.08 crore. 

(Paragraph 5.8) 

VI. OTHER TAX AND NON-TAX RECEIPTS 

CO-OPERATION DEPARTMENT 

• Failure of the department to initiate action under RR act, resulted in 
non-realisation of Rs. 47.77 crore including interest. 

(Paragraph 6.3.1) 

• Audit fee was either not levied or was levied short due to incorrect 
computation resulting in non-realisation of Rs. 2.17 crore. 

(Paragraph 6.3.2) 

\ 

• FR cost of Rs. 1.19 crore though required to be collected in advance 
was not assessed and collected 

- , 

(Paragraph 6.4.2) 
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• DCOs in nme districts did not realise loan of Rs . 4 .61 crore and 
interest of Rs . 1.86 crore. 

(Paragraph 6.5.2) 

• In ni ne districts interest aggregating to Rs. 3.81 crore was assessed by 
the DCOs on the outstandi ng principal loan of Rs. 4.61 crore but the 
demand notices were not served. 

(Paragraph 6.5.3) 

• Non-levy of interest/dividend from 10 co-operative societies resulted 
in non-realisation of Rs. 142.30 crore. 

(Paragraph 6.5.4.1) 

• The department calculated interest on the diminishing balances of the 
loans though the instalments were not paid. This resulted in short levy 
of interest of Rs. 3.87 crore. 

(Paragraph 6.5.5) 

ENVIRONMENT, FORESTS, SCIENCE AND TECHNOLOGY 
DEPARTMENT 

• In the office of the Principal Chief Conservator of Forests , an amount 
of Rs. 54.51 crore was due on account of lease rentals. 

(Paragraph 6.6) 

• In 15 offices of the DFOs, forest dues of Rs. 28.62 crore were 
outstandi ng in 238 certified cases. 

(Paragraph 6.6.1) 

TRANSPORT, ROADS AND BUILDINGS DEPARTMENT 

• Profession tax of Rs. 30.97 crore was not levied and collected from the 
owners of 4,12,923 vehicles on road for the year 2007-08. 

(Paragraph 6.7) 

INDUSTRIES AND COMMERCE DEPARTMENT 

• Non/short levy of Rs. 2.23 crore on account of royalty and cess was 
noticed in one office of the Deputy Director of Mines and Geology. 

(Paragraph 6.8) 

• Short recovery of seigniorage fee of Rs. 71.41 lakh was noticed in one 
office of the Executive Engineer, Galeru Nagari Sujala Sravanthi 
(GNSS) circle. 

(Paragraph 6.9.1) 
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CHAPTER I J 

~~~G_E_N_E_RA~L~~~ 

11.1 Trend of revenue receipt~ 

' 1.1.1 The tax and non-tax revenue raised by the Government of Andhra 
Pradesh during the year 2008-09, the State's share of divisible Union taxes 
and grants-in-aid received from the Government of India during the year and 
the corresponding figures for the preceding four years are mentioned below: 

(R upees m crore 
SI. 

Particulars 2004-05 2005-06 2006-07 2007-08 2008-09 
No. 

I Revenue raised by the State Government 

• Tax revenue 16,254.50 19,207.40 23,926.20 28,794.05 33 ,358.29 1 

• No n-tax re ve nu e 3,755 .57 4,691.37 6,487.83 7,064.13 9,683.40 

Total 20,010.07 23,898.77 30,414.03 35,858.18 43,041.69 

II Receipts from the Government of India 

• State's share of 6,058.51 6,950.86 8,866.00 11 ,183.64 11 ,801.50 
divisible Union taxes 

• Grants- in-aid 2,680.92 4,001.56 4,965 .44 7,100.73 8,0l5 .26 

Total 8,739.43 10,952.42 13,831.44 18,284.37 19,816.76 

III Total receipts of the 28,749.50 34,851.19 44,245.47 54,142.55 62,858.45 
State (I + II) 

IV Percentage of I to III 70 69 69 66 68 

The above table indicates that during the year 2008-09, the revenue raised by 
the State Government was 68 per cent of the total revenue receipts 
(Rs. 62,858.45 crore). The balance 32 per cent of the receipts during 2008-09 
was from the Government of India. 

For details please see Statement No. 11 - Detailed accounts of revenue by minor heads in 
the Finance Accounts of Andhra Pradesh for the year 2008-09. Figures under the major 
heads '0020 - Corporation tax, 0021 - Taxes on income other than corporation tax , 
0028 -Other taxes on income and expenditure, 0032 - Taxes on wealth , 0037 - Customs, 
0038 -Union excise duties, 0044 - Service tax and 0045 - Other taxes and duties on 
commodities and services - share of net proceeds assigned to states booked in the Finance 
Accounts under A-Tax revenue have been excluded from revenue raised by the State and 
included in the State 's share of divisible Union taxes in this table. 
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1.1.2 The following table presents the details of tax revenue raised during 
the period fro m 2004-05 to 2008-09: 

(R upees m crore 
Percentage of 

SI. 
increase (+)I 

No. 
Head of revenue 2004-05 2005-06 2006-07 2007-08 2008-09 decrease (-) in 

2008-09 over 
2007-08 

]. Sales tax 9,988.64 11,524.24 14,222.67 17,593.4 1 20,596.47 (+) 17.07 

Central sales tax 1,051.96 1,017.37 1,244.4 1 1,433.08 1,255 .19 (-) 12.4 1 

2. State exc ise 2,092.67 2,684.57 3,436.63 4,040.69 5.752.6 1 (+) 42.37 

3. Stamp duty and 1,387.9 1 2,0 13.45 2,865 .38 3,086.06 2,930.99 (-) 5.02 
reg istrat ion fee 

4. Taxes and duties 137.58 15 1.96 15105 195.36 2 18.54 (+) 11.86 
on electricity 

5. Taxes on 1,168.64 1,355.74 1,364.74 1,603.80 1,800.62 (+) 12.27 
vehicles 

6. Taxes on goods 65.59 50.35 4 1.25 80.29 15.88 (- ) 80.22 
and passengers 

..., 
Other taxes on 180.21 227.07 3 12.2 1 355.72 374.46 (+) 5.27 I . 

income and 
expenditure, tax 
on profess ions, 
trades, cal Ii ngs 
and employments 

8. Other taxes and 144.8 1 110.62 148.84 171.00 203.13 (+) 18.79 
duties on 
commodities and 
services 

9. Land revenue 33.59 68.75 113.50 144.39 130.35 (-)9.72 

IO. Taxes on 2.90 3.29 25.52 90.25 80.05 (-)1 1.30 
immovable 
property other 
than agricultural 
land 

Total 16,254.50 19,207.41 23,926.20 28,794.05 33,358.29 (+) 15.85 

The reasons for variation in receipts for 2008-09 from those of 2007-08 in 
respect of pri ncipal heads of revenue as reported by the concerned 
departments are as under: 

• Taxes on sales, trade etc.: The increase in revenue was stated to be due 
to increase in receipt of taxes under. Andhra Pradesh Value Added Tax 
Act. 

• State excise: The increase in revenue was stated to be due to increase in 
receipts of taxes on Foreign Liquors and Spirits. 

• Taxes and duties on electricity: The increase in revenue was stated to be 
due to increase in consumption resulting in collection of duties on 
electricity . 

2 
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• Taxes on vehicles: The increase in revenue was stated to be due to 
increase in number of transactions of registration and enforcement. 

• Taxes on goods and passengers: The decrease was due to collection of 
less receipts under "Tax on entry of goods into local areas". 

• Other taxes and duties on commodities and services: The increase is 
due to increase in collection of Luxury Tax and receipts under the Sugar 
Cane (Regulation, Supply and Purchase Control) Act. 

The other departments did not inform (January 2010) the reasons for 
variations, despite being requested (April 2009) and reminded (June 2009). 

1.1.3 The following table presents the details of maJor non-tax revenue 
realised during the period from 2004-05 to 2008-09: 

(R upees m crore 
Percentage 
of increase 

SI. Head of 
(+)/decrease 

2004-05 2005-06 2006-07 2007-08 2008-09 (-)in 
No. revenue 

2008-09 
over 

2007-08 

l. Interest receipts 1,710.44 2,039.52 2,231.17 3,525.34 3,487 .40 (-) 1.08 

'1 Other non-tax 496.65 505 .05 682.73 711.03 1,187.74 (+) 67 .04 
receipts 

3. Forestry and 121.68 137.93 87 .11 90.92 93.22 (+) 2.53 
wild li fe 

4. Non-ferrous 873.53 1,062.57 1,321.25 1,597.56 1,684.98 (+) 5.47 
mining and 
rnetallurgical 
industries (mines 
and minerals) 

5. Miscellaneous 243.34 703 .47 1,865.90 778.64 2,944.06 (+) 278.10 
general services 

6. Power 25.15 22.26 22 .11 25.13 15.77 (-) 37.25 

7. Major and 56.27 47.82 68.81 42.03 38.33 (-) 8.80 
medium 
irri gation 

8. Medical and 28.88 40.59 34.19 67.31 48.43 (-) 28.05 
public hea lth 

9. Co-operation 21.16 12:45 23 .61 39.14 20.09 (-)48.67 

10. Public works 6. 14 7.20 7.09 7.56 7.65 (+)l.19 

11. Po li ce 50.15 62.94 79 .12 99.83 105.36 (+) 5.54 

12. Other 122.18 49.57 64.73 79.64 50.37 (-) 36.75 
admini strative 
services 

Total 3,755.57 4,691.37 6,487.83 7,064.13 9,683.40 (+) 37.08 

3 



Audit Report (Revenue Receipts) for the year ended 31 March 2009 

The reasons for variations in receipts for 2008-09 from those of 2007-08 as 
reported by the respective departments were as under: 

• Miscellaneous general services: The increase in receipt was due to more 
receipts from sale of land and property as a result of Government 's 
dec ision in exhibiting the same under Revenue Head instead of Capital 
Head. 

• Medical and public health: The decrease in revenue was due to decrease 
of revenue from the Employees State Insura!1ce Scheme, Service fees and 
fines etc . 

• Other administrative services: The decrease was mainly due to decrease 
in collection of passport fees . 

The other departments did not in form (January 2010) the reasons fo r 
variations , despite being requested (April 2009) and reminded (June 2009). 

!t.2 Variation between the budget estimates and actual~ 

The variations between the budget estimates and actuals of revenue receipts 
for the year 2008-09 in respect of the principal heads of tax and non-tax 
revenue are mentioned below: 

(R uoees m crore 

SI. Budget 
Variations Percentage 

Head of revenue Actuals excess(+) 
No. estimates shortfall (-) 

of variation 

Tax revenue 

1. Sales tax 24,887.28 21,85 1.66 (-) 3,035.62 (-) 12.20 

2. State excise 4,991 .25 5,752.61 (+) 761.36 (+) 15 .25 

3. Stamp duty and registration 4,537.50 2,930.99 (-) 1,606.5 1 (-) 35 .40 
fees 

4. Taxes and duties on electricity 192.84 218.54 (+) 25.70 (+) 13.33 

5. Land revenue 130.48 130.35 (-) 0.13 (-) 0.10 

6. Taxes on vehicles 2,289.80 1,800.62 (-) 489.18 (-) 21.36 

7 Other taxes and duties on 277.19 203 .13 (-) 74.06 (-) 26.72 
commodities and services 

8. Taxes on goods and passengers 83.52 15.88 (-) 67 .64 (-) 80.99 

9. Taxes on immovable property 55.00 80.05 (+) 25.05 (+) 45.54 
other than agricultural land 

Non-tax revenue 

10. Interest receipts 4,360.50 3,487.40 (-) 873.10 (-) 20.02 

11. Non-ferrous mi ning and 2,187.50 1,684.98 (-) 502.52 (-) 22.97 
metallurgical industries 
(mi nes and mi nerals) 

12. Forestry and wild life 152.8 1 93.22 (-) 59.59 (-) 39.00 

4 
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The reasons for variations between the budget estimates and the actuals as 
reported by the concerned departments were as under: 

• Taxes and duties on electricity: The increase in revenue was stated to be 
due to increase in consumption resulting in collection of duties on 
electricity . 

• Taxes on vehicles: The decrease in revenue was stated to be due to 
shortfall in the anticipated registration of non-transport vehicles . 

• Non-ferrous mining and metallurgical industries (mines and 
minerals): The decrease in revenue was mainly due to delay in revision 
of "Royalty rates and Seigniorage fee" pending with the Government of 
India and the State Government and non-collection of cess on Iron ore 
due to a stay ordered by the Hon ' ble Supreme Court. 

The other departments did not inform (January 2010) the reasons for 
variations, despite being requested (April 2009) and reminded (June 2009). 

IL3 Cost of collectionl 

The figures of gross collection in respect of the major revenue receipts, 
expendi ture incun-ed on collection and the percentage of such expenditure to 
gross collection during the years 2006-07, 2007-08 and 2008-09 along with 
the relevant all India average percentage of expenditure on collection to gross 
collection for 2007-08 are mentioned below: 

(R uoees m crore 
Percentage All India 

SI. Gross 
Expenditure of cost of average 

No. 
Head of revenue Year 

collection 
on collection collection to percentage 
of revenue gross for the year 

collection 2007-08 

I. Sales tax 2006-07 15,467.08 166.07 1.07 

2007-08 19,026.49 175.73 0.92 0.83 

2008-09 21.85 1.66 190.79 0.87 

2. State excise 2006-07 3.436.63 165.78 4.82 

2007-08 4.040.69 162.24 4.02 3.27 

2008-09 5,752.61 183.78 3. 19 

3. Taxes on vehicles 2006-07 l .364.74 55.43 4.06 

2007-08 1.603.80 62.46 3.89 2.58 

2008-09 1,800.62 57.89 3.22 

4. Stamp duty and 2006-07 2,865.38 60.05 2.10 
registration fees 2007-08 3,086.06 62.54 2.03 2.09 

2008-09 2,930.99 73 .58 2.51 

The expenditure on collection in taxes on vehicles and stamp duty and 
registration fee was higher than the all India average and the Government need 
to look into this aspect. 

11.4 Analysis of arrears of revenu~ 

The arrears of revenue as on 31 March 2009 in respect of some principal heads 
of revenue fo r which information was furnished by the department amounted 
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to Rs. 6,507.70 crore, of which Rs. 3,157.11 crore were outstanding for more 
than five years as mentioned in the fo llowing table: 

SI. 
No. 

1. 

2. 

3. 

4. 

Head of revenue 

Sales tax 

Taxes on vehicles 

Land revenue (water 
tax) 

Rece ipt under sugar 
cane (Regulation of 
Supply and Purchase 
Tax) Ac t 

5 . Taxes and duties on 
electricity 

6. Forestry & Wi ld 
Life 

7. Taxes on immovable 
properties other than 
agricultural land 
·(NALA) 

Amount 
of 

arrears 

3,552.34 

1,982.86 

328.95 

276.19 

154.09 

94.25 

61.40 

Arrears 
outstanding 

for more than 
five years 

2,056.01 

675.88 

18.72 

276.19 

(Rupees m crore 

Remarks 

The stage at which arrears were 
pending collection were not 
furni shed (December 2009) despite 
being requested (April 2009). 
Out of total arrears of Rs. 1,982.86 
crore, Rs. l,974.93 crore was due 
from APSRTC2 and the balance 
Rs. 7.93 crore was pending from 
others for various reasons. 
The department stated (Septem ber 
2009) that due to severe drought/ 
cyclone conditions in the Sta te, the 
arrears could not be recovered by 
the department. 
Out of purchase tax of 
Rs. 276.19 crore, Rs. 144.78 crore 
was payable by the co-operative 
sugar factori es whose fi nancial 
position was stated to be weak , 
Rs . 66. 17 crore was recoverable 
from pri vate sugar fac tories , 
Rs . 63.76 crore was recoverable 
from Nizam Sugar Limited, the 
building of which was taken over 
by the department for its recovery 
and in one case Rs . 1.48 crore were 
pending decision in the High Court 
of Andhra Pradesh . 

70.13 Out of Rs. 154.09 crore, 
Rs. 13 8. 31 crore due fro m Andhra 
Pradesh Gas Power Corporation 
was covered by the stay orders of 
the High Court of Andhra Pradesh. 
The balance Rs. 15 .78 crore was 
due from the other licensees. 

4.15 Out of total arrears of 
Rs. 94.25 crore, Rs. 63.79 crore 
payable by wood based industries 
was covered by stay o rders granted 
by various courts, Rs. 17 .41 crore 
payable by a limited company was 
stayed by the Government and 
Rs. 12.91 crore was being 
recovered under RR Act. The stage 
of recovery of Rs. 14. lakh was not 
furni shed (December 2009). 

NA It was stated (September 2009) that 
the arrears could not be recovered 
due to severe drought/cyclone 
conditions in the State. 

APSRTC : Andhra Pradesh State Road Transport Corporation . 
6 



Chapter I - General 

(R upees m crore 

Amount 
Arrears 

SI. Head of revenue of 
outstanding 

Remarks 
No. for more than 

arrears 
five years 

8. State Excise 57.62 56.03 Out of total arrears of 
Rs . 57.62 crore, Rs. 38.57 crore 
were covered by revenue recovery 
certificates issued under RR Act, 
Rs. 7 .33 crore was covered by stay 
orders granted by vari ous courts 
and appellate authorities and the 
Government. Rs. 11.72 crore was 
stated (September 2009) likely to 
be written off by the department. 

Total 6,507.70 3,157.11 

The position of the arrears of revenue at the end of 2008-09 in respect of the 
Registration and other departments was not furnished (January 20 10) by the 
Government despite being requested (April 2009) and reminded (June 2009). 

II .5 Arrears in assessments! 

The detai ls of assessments relating to sales tax, motor spirit tax, professions 
tax, entry tax, lease tax, luxury tax, tax on works contracts pending at the 
beginning of the year, additional cases became due for assessment during the 
year, cases disposed during the year and cases pending at the end of each year 
during 2004-05 to 2008-09 as furnished by the Commercial Taxes Department 
were as under: 

Cases which Cases Cases Percentage 

Year 
Opening became due 

Total disposed pending at of disposed 
balance for during the the end of to total 

assessment year the year assessment 
2004-05 76,907 3,50,493 4,27,400 3,00,893 1,26,507 70.40 
2005-06 1,26,507 3,41,983 4,68,490 3,69,326 99,164 78.83 
2006-07 99,164 27,077 1.26,241 97,768 28,473 77.45 
2007-08 28,473 14,469 42,942 40,192 2,750 93.60 
2008-09 2,750 17,052 19.802 17.042 2,760 86.06 

The above table indicates that the percentage of assessments completed to the 
total assessment ranged between 70.40 per cent and 93.60 per cent. 

II.6 Evasion of ta~ 

The number of cases of evasion of tax detected and assessments finalised 
during 2008-09 as reported by the Commercial Taxes Department are 
mentioned below: 

(R . l kh) upees m a 

Particulars 
Number Amount 
of cases involved 

A. (i) Cases pending as on l April 2008 2,610 26,382.86 
(ii ) Cases detected duri ng the year 2008-09 17,052 Not furnished 

B. Cases in which investigations/assessments were 
17 ,042 92,256.73 

completed during the year 2008-09 
C. Cases pending as on 31 March 2009 2,620 Not furnished 
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Thus, disposal of detected cases was 86.87 per cent. The department did not 
fu rni sh the revenue involved in the cases detected during the year and pending 
cases. 

1.7 Failure to enforce accountability and protect interest of the 
Government 

Accoun tan t General (Commerc ial and Receipt Audit) (AG) arranges to 
conduct periodical inspection of the Government departments to test check the 
transactions and verify the maintenance of important accounting and other 
records as per the prescribed rules and procedures. These inspections are 
foil owed up with the in spection report_s (IRs). W hen important irregularities 
detected duri ng the inspections are not settled on the spot, these IRs are issued 
to the heads of offices inspected with a copy to the next higher authorities. 
The hand book of instructions fo r speedy settlement of audit observati ons 
(Fi nance Department) provides for prompt response by the executive to the 
IRs issued by the AG to ensure rectificatory action in compliance with the 
prescri bed rules and procedures and accountability for the deficiencies, lapses 
etc., noticed during the inspections. The heads of offices and the next hi gher 
authorities are required to comply with the observations contained in the IRs 
and rectify the defects and om,issions promptly arid report their compliance to 
the AG. Serious irregularities are also brought to the notice of the ~ heads of 
departments by the AG. A half yearly report of the pending IRs is sent to the 
concerned Principal Secretary to the Government and the controlli ng officers 
of the departments to facilitate mon itoring of the pending audit observations. 

The number of IRs and audit observations re lati ng to revenue receipts issued 
upto 31 December 2008 and pending settlement by the concerned departments 
as on 30 June 2009 alongwith correspondi ng figures for the preceding two 
years are mentioned below: 

June 2007 June 2008 June 2009 

Nu mber of IRs pend ing settlement 9,651 10,556 10,292 

Nu mber of outstanding audit observati ons 25,363 27,008 27,382 I 

Amount of revenue involved (Rupees in 7,966.99 8,884.17 10,221.24 
crore) 

Out of 10,292 IRs pendi ng settl ement, even fi rst repl ies have not been 
received (February 2010) for 286 IRs. The departr •~n t-wi se details of IRs and 
audit observations outstandi ng as on 30 June 2009 and the amounts involved 
are mentioned in the fo llowing table: 

(R u pees m crore 

No. of No. of 
Money SI. outstanding 

No. Department outstanding 
audit 

value 
I Rs· 

observations 
involved 

1. Commercial taxes I 3,618 11,664 2,874.03 
2. Land revenue 3,572 7,794 1,595 .60 

3. Stamp duty and registration fees 1,759 4,533 340.45 
4. State excise 347 850 103.42 
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(R u pees ID crore 

No. of 
No. of 

Money 
SI. outstanding 
No. 

Department outstanding 
audit 

value 
I Rs 

observations 
involved 

5. Taxes on vehicles 316 1,587 2,226.5 1 

6. Forest rece ipts 136 187 98 .96 

7. Co-operati on 43 67 75 .58 

8. Mines and minera ls 197 293 1,596.2 1 

9. Civ il sunnlies 54 75 34.94 

10. Agriculture 183 252 00 

11. Purchase tax on sugarcane 47 58 210.08 

12. E lectricity duty 10 12 177.41 

13 . Municipal Ad ministrat ion and Urban 2 2 83. 19 
Development 

14. Fi nance and plan ning 4 4 474.81 

15 . Irrigation and command area 4 4 330.05 
development 

Total 10,292 27,382 10,221.24 

It indi cates that the heads of department/offices whose records were inspected 
by the AG, fai led to discharge due responsibility as they did not send reply to 
a large number of !Rs/paragraphs and also did not take any remedial measures 
for the defects, omissions and irregularities pointed out by the AG. 

Since the outstanding amount represents unreali sed revenue, the Government 
needs to take speedy and effective action on the issues raised in the !Rs. 

li.s Departmental audit committee meetings! 

The Government while accepti ng the recommendations of Shakdher 
Committee (High Powered Committee) instructed (November 1993) all the 
departments to nominate a designated officer within the department for 
monitoring the fo llow-up action on audit observations. For regular review at 
higher leve ls, the departments were instructed to ensure that there should be a 
monitoring committee consisting of the Secretary of the Department and the 
Fi nance Secretary . The Government also reformulated (June 2004) 
comprehensively the orders issued in Jul y 1986 for constitution of the Audit 
Committees at three levels i.e ., apex level, departmental level and di stri ct leve l 
for speedy settlement of the audit observations. The three committees were 
required to meet twice in a year (i.e. January and Jul y), once in three months 
and once in two months respecti vely. 

The number of di strict level audit committee meetings held and paragraphs 
settled during the year 2008-09 are mentioned in the following table: 

(R . I kh) upees ID a 
SL 

Departments 
No. of No. of paras 

Money value 
No. meetin~s settled 

1. Commercial taxes 2 199 129.74 

2. Registrat ion l 169 69 .25 

Total 3 368 198.99 
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Thus , out of six principal departments four departments viz. state excise, land 
revenue, transport and mineral receipts fai led to take advantage of the audit 
committee meeting set up (September 2009). 

As the pendency of !Rs and paragraphs are accumul ating, the Government 
may instruct all the departments to conduct more audit committee meetings to 
expedite clearance. 

lt.9 Response of the departments to draft audit paragraphs! 

The draft paragraphs/reviews proposed for inclusion in the Audit Report are 
forwarded by the AG to the Principal Secretaries of the concerned departments 
through demi-official letters. According to the instructions issued (September 
1995) by the Government, all the departments are required to fu rni sh their 
remarks on the draft paragraphs/reviews within six weeks of their receipt. The 
fact of non-receipt of replies from the Government is invariab ly indicated at 
the end of each such paragraph included in the Audit Report. 

202 draft paragraphs clubbed into 58 paragraphs (including two reviews) 
proposed for inclusion in the Report of the Comptroller and Auditor General 
of India (Revenue Receipts) for the year ended 3 1 March 2009 were 
forwarded to the concerned Principal Secretari es to the Government and 
copies endorsed to the concerned heads of the departments between February 
and October 2009. Of these, replies to 133 draft paragraphs have been 
received. The draft reviews were di scussed with the Government in the exit 
conferences held in November 2009. The replies to the audit observations 
given in the exit conferences, he ld in November 2009 and at other points of 
ti me have been appropriately reflected in the report. 

!1.10 Follow up on Audit Reports! 

As per the instructions issued by the Finance and P lanning Department in 
November 1993, the departments of the Government are required to prepare 
and send to the Andhra Pradesh Legislati ve Assembly Secretariat, detailed 
explanations (departmental notes) on the audit paragraphs within three months 
of an Audit Report being laid on the table of the Legis lature . 

A review of the position in thi s regard revealed that as of November 2009, 14 
departments had not furnished the departmental notes in respect of 263 
paragraphs included in the Audit Reports for the years 2000-01 to 2007-08 due 
between June 2002 and November 2009. The delays ranged from sixteen 
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months to over seven years as mentioned in the following table : 

SJ. Department Year of Dates of Last date by No.of Delay in 
No. the Audit presentation to which paragraphs months3 

Report the legislature departmental for which the 
notes were departmental 

due notes were 
due 

I. Co mmercial 2002-03 to Jul y 2004 to October 2004 113 16 to 60 
taxes 2007-08 Septe mber 2009 lo Nove mber 

2009 
2. State exci se 2001-02 to March 2003 to June 2003 to 17 28 LO 76 

2005-06 & September 2009 ovember 
2007-08 2009 

3. Transport 2006-07 & March 2008 & June 2008 & 10 16 
2007-08 September 2009 November 

2009 
~- Reg istrat ion 2001-02 to March 2003 to June 2003 to 46 16 to 76 

2007-08 September 2009 November 
2009 

5. Co-operat ion 2000-01 March 2002 June 2002 I 88 
6. Irrigation 2000-0 1 & March 2002 & June 2002 & 4 16 LO 88 

2006-07 March 2008 June 2008 
7. Land revenue 2001-02 to March 2003 to June 2003 to 44 16 to 76 

2007-08 September 2009 November 
2009 

8. Industries & 2002-03 to Jul y 2004 to October 2004 18 16 to 60 
Commerce 2007-08 September 2009 to ove mber 

2009 
9. Home 2006-07 March 2008 June 2008 I 16 
10. Energy 2001-02 March 2003 June 2003 I 76 
1 1. Munici pal 2002-03 & Jul y 2004 & October 2004 3 45 to 60 

Adminis trat ion 2003-04 October 2005 & January 
and Urban 2006 
Development 

12. Finance 2001-02 March 2003 June 2003 1 76 
13 . Forest 2003-04, October 2005, January 2006, 3 28 to 45 

2005-06 & March 2007 & '· June 2007 & 
2007-08 September 2009 ovember 

2009 
14. General 2005-06 March 2007 June 2007 I 28 

Administration 
Total 2000-01 to March 2002 to June 2002 to 263 16 to 88 

2007-08 September November 
2009 2009 

This indi cates that the executive failed to take prompt action on the important 
issues highlighted in the Audit Reports that involved large sums of unrealised 
revenue. 

1.11 Action not taken on recommendations of the Public Accounts 
Committee 

The Finance and Planning Department issued (May 1995) instructions to all 
the administrative departments and the heads of the departments to submit the 
ac tion taken notes (ATNs) on the recommendations of the Public Accounts 
Committee (PAC) within six months from the date(s) of receipt of the 

The due date of furnishing departmental notes in respect of paragraphs included in the 
Audit Report for 2007-08 is November 2009 . Hence, the delay was commented upon for 
the Audit Reports upto the years 2006-07 onl y. 
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recommendati ons. As of November 2009, 159 recommendations of the PAC 
made between 1972-73 and 2004-05 in regard to ni ne departments remained 
outs tanding. The concerned admini strati ve departments are yet to submit 
ATNs fo r these recommendations. The detai ls are mentioned in the annexure. 

Jl.12 Compliance with the earlier Audit Report~ 

During the years 2003-04 to 2007-08, the departments/Government accepted 
audi t observations involving Rs. 584.07 crore out of which an amount of 
Rs. 19.04 crore was recovered till 31October2009 as menti oned below: 

(R upees m crore 
Year of Audit Report Total money value Accepted money Recovery made 

value 
2003-04 267.37 71.57 5.84 
2004-05 264.68 40.20 0.91 
2005-06 189.69 49.60 4.45 
2006-07 40 l.59 245 .39 3.42 
2007-08 443.46 177.3 1 4.42 

Total 1,566.79 584.07 19.04 

The recovery in respect of accepted cases was very low (3 .26 per cent) 
compared to the accepted money value. The Government may advise the 
concerned departments to take necessary steps for speedy recovery. 

Jl.13 Results of audi~ 

Test check of the records of the sales tax , state excise, land revenue, motor 
vehicles tax , stamp duty and registration fees , e lectricity duty, other tax 
receipts, forest receipts and other departmental offices conducted during the 
year 2008-09 revealed underassessment/non/short levy of taxes/loss of 
revenue, fa ilure to raise demands etc. , involving Rs. 876.90 crore in 2,273 
cases. During the course of the year 2008-09, the departments concerned 
accepted underassessments, short demands etc., aggregating Rs. 358.85 crore 
in 1,099 cases including 766 cases involving Rs. 26 .75 crore which were 
pointed out in audit in earli er years. A sum of Rs. 3.88 crore relating to 99 
audit observati ons was recovered at the instance of audi t. 

This Report contai ns 58 paragraphs including two reviews involving 
Rs. 628.76 crore. The department/Government accepted audi t observations 
involving Rs. 342.25 crore of which Rs. 3.48 crore had been recovered upto 
November 2009. These have been di scussed in succeeding chapters II to VI. 
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CHAPTER II 
SALES TAX 

Test check of the assessment files, refund records and other connected 
documents of the Commercial Taxes Department conducted during 2008-09 
indicated underassessments and other deficiencies of sales tax amounting to 
Rs. 267 .95 crore in 1,282 cases, which could be classified under the following 
categories: 

(R u 1>ees m crore 

SI. Category No. of cases Amount 
No. 

l. Transition from APGST to APVAT (A review) I 27.23 

2. Incorrect grant of exemption 117 I 108.70 

3. Non/short levy of tax 512 37.92 

4. Application of incorrect rate of tax 87 17.98 

5. Non-levy of interest 7 11.93 

6. Non-levy of penalty 20 3.91 

7. Short payment of VAT/excess input tax credit (ITC) 45 1.42 

8. Other irregularities 493 58.86 

Total 1,282 267.95 

During the year 2008-09, the department accepted underassessments and other 
deficiencies of Rs. 43.90 crore in 776 cases, of which 121 cases involving 
Rs . 20.25 crore were pointed out in audit during the year 2008-09 and the rest 
in the earlier years. Out of this, Rs. 1.19 crore in 21 cases has been realised. 

A review on "Transition from APGST to APV AT" 
Rs. 27 .23 crore and few illustrative audit observations 
Rs. 166.51 crore are mentioned in the succeeding paragraphs. 

involving 
involving 
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2.2 Transition from Andhra Pradesh General Sales Tax to 
Andhra Pradesh Value Added Tax 

Highlights 

• There was no prov1s1on in the Act/Rules for conducti ng periodical 
surveys for enforcing registration of the unregistered dealers. 30.24 
per cent of the dealers registered under APGST Act in the jurisdictions 
test checked by audit remained unregistered under the VAT Act. 

(Paragraph 2.2.8.1) 

• In 24 circles, 109 dealers were not registered under the VAT Act though 
their turnover had exceeded the threshold limits. This resulted in non
realisation of revenue of Rs. 2.83 crore. 

(Paragraph 2.2.8.2) 

• VAT Audit module was not made operational and the data of 
dubious/risky dealers was not uploaded in the website TINSYS.com 
defeating the 1very purposes for which these modules were created. 

(Paragraph 2.2.9.3) 

• In one circle, 247 dealers did not file returns for certain period(s) during 
2005-06 to 2008-09. Though demands were generated by the VATIS , 
these were not served. This resulted in non-realisation of revenue of 
Rs. 1.49 crore including penalty of Rs. 49.58 lakh. 

(Paragraph 2.2.9.5) 

• Input tax credit of Rs . 50.72 lakh claimed by seven dealers was prima 
facie fictitious. No sale of such goods was depicted in the VA TIS ledgers 
of the selling dealer. 

• Input tax credit of Rs. 4.05 crore was allowed to the Canteen Stores 
Department and Indian naval canteen services though these departments 
were not entitled to the input tax credit resulting in short realisation of 
revenue to that extent. 

(Paragraph 2.2.13) 

2.2.1 Introduction 

With a view to bringing more efficiency in ·tax administration and equal 
competition and fairness in the taxation system, a decision was taken by the 
Union Government in the year 1995 to introduce a taxation structure based on 
Value Added Tax in the country in place of the existi ng General Sales Tax 
Acts in fo rce since the year 1957. By doing so, mul tiple points of taxation 
were proposed to be done away with and the overall tax burden was sought to 
be rationali sed. The objectives of implementation of VAT were, interalia, to 
help common people, traders, industrialists and also the Government as the tax 
structure would be simpler and more transparent. The revised taxation system 
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was to replace the ex1stmg system of annual assessment by the assessing 
authority by a system of self-assessment by the dealers subject to 
scrutiny/audit by the Commercial Taxes Department. 

Since the imposition of sales tax is a State subject as per entry 54 of the State 
List of the Constitution of India, the Union Government set up an Empowered 
Committee of State Finance Ministers (ECSFM) in 1999 to work out a 
common structure on which each state was to flesh out their respective VAT 
Acts. Apart from setting out the blueprint for State Level-VAT, the ECSFM 
had emphasised vigorous interaction between State Governments, 
departmental officers and most importantly with the dealers and the business 
community so as to ensure full cooperation as well as systemic preparedness 
for the transition to VAT. 

2.2.1.1 White Paper on VAT 

The ECSFM came out with a unanimously approved "White Paper on VAT" 
in January 2005 . The essence of the White Paper was that 

);;.- there would be self-assessment by dealers; 

);;.- other taxes viz. , turnover tax, surcharge, additional surcharge, etc . would 
be abolished; 

);;.- overall tax burden will be rationalised, with the maximum tax rate at 
12.5 per cent and for some commodities even at one per cent; 

);;.- set-off would be given for input tax as well as tax paid on previous 
purchases; 

);;.- transparency would increase; 

);;.- prices would fall in general; and 

);;.- there will be higher revenue growth. 

The White Paper expected tax compliance, which would in turn augment the 
revenues. 

The Andhra Pradesh Value Added Tax (APVAT) Bill 2003 received 
Presidential assent in December 2004 and the Act came into force from 
l April 2005 repealing the Andhra Pradesh General Sales Tax (APGST) Act, 
1957. 

2.2.1.2 Salient features of the APV AT Act 

The APVAT Act contains 81 sections and six Schedules and each schedule 
carries a definite rate of tax. 

Under the AP VAT Act, the dealers are divided into three categories : 

• dealers with annual taxable turnover of Rs. 40 lakh and above are liable to 
be registered as VAT dealers ; 
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• dealers with annual taxable turnover between Rs . 5 lakh and Rs. 40 lakh 
are liable to be registered as Turnover Tax (TOT) dealers. TOT dealer is 
required to pay a composite tax at one per cent on total taxable sales; 

• dealers with turnovers of less than Rs. 5 lakh are not li able for 
registration . 

All the VAT dealers have been assigned an 11 digit unique Tax Identification 
Number (TIN) and the TOT dealers with General Regi stration Number 
(GRN). The VAT dealers are eligible to claim input tax credit (ITC) i.e ., 
credi t for tax paid at the preceding point of purchase of good~. from VAT 
dealers and used in business, TOT dealers on the other hand are not eli gible 
for ITC. 

Through Section 78 of the Act, the Government promulgated the APV AT 
Rules, 2005 to carry out the purposes of the Act. 

2.2.1.3 Major areas of deviation between the APGST and the APV AT 
Acts 

The major areas of deviation between the APGST and the APV AT Act are as 
follows: 

• 

• 

• 

• 

• 

• 

• 

VAT is based on the value addition to the goods and the related VAT 
liability of the dealer is calculated by deducting input tax credit from tax 
collected on sales during the tax period (a calendar month); 

concept of giving credit of tax paid on purchases was introduced in the 
APV AT thereby avoiding double taxation ; 

levy of tax at first and subsequent points of sale within the state, i.e . 
cascading taxation prevalent under the APGST Act was d~me away with 
the APV AT Act; 

self assessment by dealers replacing compul sory assessment of all returns 
of all the dealers by department under the APGST Act; 

abo lition of various declaration forms used under previous tax 
administration to claim concession/exemption; 

audit of the selected dealers by the department was introduced in place of 
compulsory assessment; 

the filing of annual audi ted accounts existed under the APGST Act was 
dispensed wi th under the APV AT Act. 

A review of the "Transition from Sales Tax to Value Added Tax" was 
conducted by audit. It indicated a number of system and compliance 
deficiencies which are discussed in the subsequent paragraphs. 
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2.2.2 Organisational set up 

Commercial Taxes (CT) Department is under the purview of the Principal 
Secretary, Revenue Department at the Government level. At Commissionerate 
level, Commi ssioner of Commercial Taxes (CCT) is the head of the 
department and 1s assisted by Additional Commissioners, Join t 
Commissioners (JC) , Deputy Commissioners (DC) and Assistant 
Commissioners (AC). Divisional offi ces at field leve l are headed by the 
Deputy Commissioners (DC) and are assisted by the Commercial Tax Officers 
(CTO) , Deputy Commercial Tax Officers (DCTO) and Assistant Commercial 
Tax Officers (ACTO) at the circle level. 

There are 2 18 offices (25 Large Tax Payer Un its headed by the ACs and 193 
circ les headed by the CTOs) functioning under the administrative control of 
the DCs. The CTOs are entrusted with registration of the dealers and 
co llection of tax while the DCs are controlli ng authorities with overall 
supervision of the circles under their jurisdiction . 

2.2.3 Audit objectives 

The review was conducted to ascertain whether 

• planning for implementation and the transition from the APGST Act and 
Rules made thereunder to APV AT Act and Rules made thereunder was 
effected timel y and efficiently; 

• organisational structure was adequate and effec tive ; 

• whether the application of VATIS software met the requirement of 
APVAT Act with adequate security measures, IT control and data 
captured was sufficient, reliable, accurate and complete; 

• provisions of the APV AT Act and Rules made thereunder were adequate 
and enforced properly to safeguard the revenue of the State; and 

• internal control mechanism existed in the d~partment and was adequate 
and effective to prevent leakage of revenue. 

2.2.4 Scope of audit 

Test check of the records of the CCT, AC (LTU) Guntur and 27 circles4 out of 
193 circles, selected based on revenue consideration and risk perception, was 
carried out for the period from 2005-06 to 2008-09 between April 2009 and 
August 2009. 

Anantapur-I, Eluru, Hindupur, Hyderabad (Agapura, Basheerbagh, Charminar, Ferozgilda, 
Hyderguda, Khairatabad, Punjagutta, Rajendranagar, Sultanbazar, and Vengalaraonagar) , 
Jadcherl a, Kamareddy, Kodad, Mahaboobnagar, Nellore-I, Nizamabad (I &II) , Ongole-1, 
Patnambazar, Rajahmundry (Aryapuram), Secunderabad (S .D.Road, Ranigunj) , 
Tadepalligudem and Vizianagaram (West). 
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2.2.5 Acknowledgement 

The f ndian Audit and Accounts Department acknowledges th e cooperation o r 
the CT Department in prov iding necessary informati on and records to audi t. 
An entry conference was he ld in May 2009 with the CCT and othe r 
departmental officers in whi ch the department was appri sed about the scope 
and methodo logy of audit. The draft review report was fo rwarded to the 
Government and department in September 2009 . An ex it confe rence was he ld 
in Nove mbe r 2009 in which the audit res ults and recommendati ons were 
d iscussed wi th the representatives of the department and the Government. The 
Government was represented by an Officer on Spec ial Duty whil e department 
was represented by an Add iti onal Commi ssioner. T he replies of the 
department and the Government received duri ng the exit conference and at 
other points of ti me have been appropriatel y inc luded in the respec ti ve 
paragraphs. 

2.2.6 Trend of revenue 

Analysis of the trend of revenue - pre-VAT and post-VAT 

The comparative position of pre-VAT sales tax co ll ec ti on (2001-02 to 
2004-05), post VAT tax co ll ections (2005-06 to 2008-09) and growth rate of 
tax co ll ec ti ons in each of the year are furni shed in the fo ll owing table : 

Year Actual collections Percentage of growth 
(Rs. in crore) (over previous vear) 

Pre-VAT 
200 l-02 7,740.89 --

2002-03 8,322.20 7.5 1 
2003-04 9, l86.93 10.39 
2004-05 11 ,040.60 20.18 

Post- VAT 
2005-06 12,541. 61 13.59 
2006-07 15,467.41 23.33 
2007-08 19,026.49 23.0 l 
2008-09 21,851.66 14.85 

Thus, the growth in revenue over the previous year in the post VAT regime 
s lid to 14.85 per cent in 2008-09 after attaining the levels of over 23 per cent 
in 2006-07 and 2007-08. 
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Audit findings 

System deficiencies 

2.2.7 Restructuring of the CT Department for administering the VAT 

For efficient administration of APV AT, the CT Department proposed to the 
Government for 

• providing minimum staff structure in circ les under VAT scenario as a 
measure of model re-organi sation of the department ; 

• creation of five new divisions where juri sdiction of th e existing div isions 
was more than one district; and 

• creation of special groups within the Cen tra l E nforcement Wing for study 
of input output ratios, mark ups and trade practices to check the 
suppressions and evasion of taxes. 

Also , the department sought for sanction of 463 additional posts against wh ich 
the Government sanctioned 239 posts . Against the sanctioned strength or 
2,227 in 2008-09 in the cadres of ACTO to JC, 1,474 were in position as of 
March 2009. Maximum vacancies were noticed in the cadres of DCTO/ 
ACTO wh ich were crucial in implementing the Act at the ci rc le level. 

2.2.8 Registration of the dealers 

2.2.8.1 Absence of provision for conducting surveys 

Section 17 of the APV AT Act, 2005 provides that every dealer other than a 
casual dealer shal l be liable to be regis tered in accordance w ith th e provisions 
of the Act. An application for registration is required to be subm itted by a 
dealer to the prescribed authority as soon as his estimated taxable turnover 
exceeds the threshold limit. Thus, there was no automatic mi gration of the 
APGST dealers' database as available with the department on 3 L March 2005, 
into VATIS5

. There is no provision in the Act or rules made thereunder to 
conduct periodical survey for enforcing registration of the unregistered 
dealers. 

Test check of the records indicated that 3,85 ,848 dealers were registered under 
the APGST Act as of March 2005 whil e only 2,69,153 dealers were registered 
under the APVAT Act as at the end of March 2009 . Thus , 1,1 6,695 dealers 
being 30 .24 per cent of the dealers registered under the APGST Act remain 
unregistered under the VAT Act. The department had not put in place any 
mechanism to conduct periodic surveys for detection of the unregistered 
dealers and fo r periodic verification of turnovers of the ToT dea lers paying 
lumpsum tax so as to register them as VAT dealers. 

The department stated (August 2009) that surveys were conducted only fo r a 
limited period from May to September 2008 under the orders of the CCT and 

Value Added Tax Information System. 
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thereafter instructions had been issued for conducting surveys at random with 
a view to not to disturb the field officers. As a result of the survey conducted 
for the period from May to September 2008, the department enforced 1, 170 
VAT and 2,719 TOT registrations with generation of additional revenue of 
Rs . 39.66 lakh. Thus , survey(s) if conducted at regular intervals would have 
enforced additional registrations and generated more revenue for the 
Government. However, no such surveys were conducted and no norms/targets 
were fixed for each CTO for enforcing registration of the unregistered dealers . 

The Government may consider framing a provision for conducting of 
periodical surveys to ensure that dealers liable for VAT registration are 

romptly detected and registered. 

2.2.8.2 Failure to register on attaining threshold limits 

Under the provisions of the VAT Act, every dealer whose taxable turnover in 
the preceding three months exceeds the prescribed thresholds fo r regis tration 
needs to promptly apply for it. Any dealer who fails to apply for registrati on 
shall be liable to pay a penalty of 25 per cent of the amount of tax due prior to 
the date of registration. Further, there shall be no eligibility for ITC for sales 
made prior to the date fro m which the registration is effective. Audit noticed 
that no monitoring mechanism existed in the department to watch the 
registration of the TOT dealers who have crossed the threshold limit, as 
VAT dealers. 

Test check of the records in 24 circles6 indicated that duri ng the period 
2005-06 to 2008-09, the turnover of each of the 109 TOT dealers exceeded the 
prescribed thresho ld limits in the preceding three months. Thus, the dealers 
were liable to be registered under the VAT Act. But nei ther the dealers 
applied for registration nor were they registered by the AAs as VAT dealers. 
The dealers were liab le to pay VAT of Rs. 2.26 crore and a penalty of 
Rs. 0.57 crore wh ich could not be realised in absence of their registration. 
Thus , absence of a monitoring mechanism for registration of TOT dealers as 
VAT dealers resulted in non-realisation of revenue of Rs. 2.83 crore. 

The Government may consider putting in place a mechanism for prompt 
identification of the TOT dealers who have crossed the threshold limit 
and their registration as VAT dealers. 

2.2.9 Computerisation in thei CT Department 

Under APVAT a centrali sed software called 'Value Added Tax Information 
system' (VA TIS) developed by Mis Tata Consultancy Services Ltd. (TCS) at a 
cost of Rs. 23 crore, was implemented in all the divisions and circle offices 
from 1 April 2005. Through this software all the activities starting from 
registration of a dealer, monitoring of monthly returns , calculation of taxes 

Mahaboobnagar/ Tanuku-1, Patnam bazaar, Nidadavole, Nellore-I, Brodipet, Hyderabad 
(Ashoknagar Hydernagar, Khairatabad, IDA Gandhinagar, Marredpally, MG Road, 
Mehidipatnam , Sanathnagar), Kav~li , Kurnoo l-11, Ni zamabad-1, Piduguralla, Ramannapet, 
Sangareddy, Tirupati-II, Visakhapatnam (Dabagardens, Kurupam Market, Suryabagh). 
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etc., were proposed to be carried out. VA TIS consists of 16 modules. The 
same software was installed at the ICPs 7 and the BCPs8

. 

· Test check of tJ'le working of VA TIS indicated the following: 

2.2.9.1 Non-operation of the VAT Audit Module 

The VAT Audit Manual provided the criteria for selection of a dealer for 
general audit9 during the year. For this purpose, VAT Audit Module was 
available in the VATIS package. 

Test check in five circle offices 10 indicated that the VAT Audit module was 
not made operational and audit selections were done manually , thus defeating 
the very purpose of the module. 

After this was pointed out, the concerned CTOs stated that the audit module 
could not be made operational due to improper working of the VATIS. 

2.2.9.2 Insufficient training of staff 

The implementation of VAT Act was designed through the VATIS. Training 
was required to be imparted to the staff for operation of all the 16 modules. 

Test check in 24 ci rcles indicated that as against the 483 personnel to be 
trained for data entry, only 209 were trained. Thus, 56.73 per cent of the staff 
remained untrained. 

2.2.9.3 Ineffective functioning of database of dubious/risky dealers 

The ECSFM had authorised the CT department for preparation of a database 
of dubious/risky dealers relying on the past history of the dealers under the 
APGST regime and uploading the details to a website viz., TINXSYS.com. 
The website was to be periodically updated to aid the department in effectively 
moni toring the inter-state trade. 

Audit noticed that the data: of dubious/risky dealers was not uploaded to the 
website and consequently it could not be utili"sed for the purpose it was 
collected. 

The Government may consider issuing instructions for utilising all the 
modules available in the VA TIS and devise a time frame for training all 
the members of the staff. 

7 Integrated check post. 
Border check post. 

9 Aud its, ~hich provide broad audit coverage of VAT dealers and form basis for special and 
spec ific audits. 

10 Hindupur, Hyderabad (Hyderguda and Sultanbazar) , Niza rn abad-II and Tadepalli gudern . 
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2.2.9.4 Scrutiny of monthly VAT returns/input tax credit claim 

Under Section 20 of the APV AT Act, every return in Form 200 sh al I be 
subjected to scruti ny to verify the correctness of arithmetical calculation. 
appl ication of correct rate of tax and input lax credit c laimed as well as fu ll 
payment of tax and interest payable for delay in payment or tax by a dealer. 
The dealers were not required to submit any documentary evidence in 
support of the transactions alongwith the return. The column for 
specifying the name of the commodity was also not provided in the Form 
(VAT 200). In absence of these doc uments/detail s, the department can not 
properl y scrutinise the returns and ensure the applicat ion of correct rate of tax 
as well as arithmetic accuracy. 

Test check of the records in 16 c irc le offices indicated th at 42,367 return s 
were not filed by the dealers out o f 5,80,628 retu rn s requi red to be filed by 
them for th e period from 2005-06 to 2008-09. The c ircle offices had made no 
effort to call for the returns. Audit also noticed that th e dealers did not furni sh 
any deta ils or pu rchases and sales made by them along w ith the retu rn s. 
Conseq uently , the claims or inpu t Lax credits could not be verifi ed. Thus, 
inadequate docu mentati on led to inadequate checks and balances in the \' !\ T 
regime . 

After this was pointed out, the department stated (August 2009) that it would 
be useful for it if support ing documents alongwith the month ly return s were 
furnished to make them se lf suffi c ient for any fut ure sc rutin y in the inte rest of 
the re ven uc . 

The Government may consider issuing instructions for submitting the 
documentary evidence that would facilitate in the scrutiny of the returns 
and input tax credit claims and providing a column in the monthly return 
"Form 200" specifying the name and the details of commodities. 

2.2.9.5 Failure to serve demand notices generated by the VA TIS 

Under Section 21 read with ru le 25 (1 ) of APVAT Act, assessments shall be 
fina li sed unilaterall y by the AAs of the dea lers w ho fa il to file monthl y VAT 
returns where tax is due. Audit noticed that no monitoring mechanism 
existed in the department by way of any return to ensure that the 
demands of assessments generated 6y the VA TIS were raised by the 
concerned AAs. 

Test check of the records in Hyderguda ci rcle indi cated that 247 deale rs had 
not filed returns for certain period(s) during 2005-06 to 2008-09. The VA TIS 
auto matically generated the assess me nts for a tax of Rs. 99.15 Jakh and 
penalty of Rs. 49.58 lakh . B ut the AA did not serve the demand notices 
resulting in non-raisi ng of demand of Rs. 1.49 crore. T hi s was not detected 
due to the absence of a monitoring mechanism. 

The department stated (August 2009) that due to time constra in t, they relied 
upon identification of defaulters among major tax payers onl y and focused 
their attention on collecting th e returns and taxes wherever due from such 
large tax payers. 
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The Government may consider putting in a place a mechanism to ensure 
that the demand notices in respect of assessments generated by VA TIS 
were issued to the concerned dealers. 

2.2.9.6 Monitoring of transit passes not surrendered at the check posts 

T he transit passes (TP) issued to the goods vehicles passing through the State 
at entry check post have to be surrendered at the exit check post as a proof of 
exi t of the vehicles from the State. Under Section 47 of the APVAT Act, 
assess ments of those vehicles that did not surrender the TPs should be 
fi nali sed within a period of fo ur years . 

Tes t check of the records in fou r check posts 11 indicated that out of 2,31 ,919 
unsurrendered TPs fro m 2005-06 to 2008-09, assessments were made onl y fo r 
l ,655 TPs (0 .71 per cent of the TPs not surrendered). T hi s indicated that the 
assessments of TPs not surrendered were negligible requiring urgent attention . 
ln two divisions, 1,305 TPs invo lvi ng tax of Rs. 1.66 crore on a turnover of 
Rs . 15.49 crore pertained to 2004-05. T hese cases being more than four years 
o ld have become time barred for assess ment. Information regardi ng time 
barred cases in other divi sions was not made avai lable to audit though 
reg uested. 

The Government may consider putting in place a system for monitoring 
timely finalisation of the assessments relating to transit passes not 
surrendered. 

2.2.10 Cross-verification of records with the departments 

T he white paper issued by the ECSFM emphasi sed cross veri fic ation of data 
between vari ous taxation departments viz ., Income Tax , Central Excise and 
CT so as to reduce tax evasion and ensure growth of tax revenue. However, 
the APV AT Act does not have any provision for cross verification of 
document available in the department with the records of the other 
departments to ensure the correctness of the taxes paid by the dealers. 

Audit sc rutin y revealed that the department had at no time made any effort to 
obtain any in format ion relating to the sale or purchase made by a dealer, from 
any other department for cross verifi cation wi th the transactions depicted in 
the returns to ascertain the correctness of the tax paid by the dealers. 

The Government may consider incorporating a provision for cross 
verification of the records of the dealer available in the department with 
the relevant records of other departments. 

2.2.11 Internal control mechanism 

In tern al Audit, which provides reasonable assurance of proper enforcement of 
laws , rules and departmental instructions, is a vital component of intern al 
control. It is generally defined as the control of a ll control s to enab le an 
organi sation to ensure itself that the prescribed systyms are functioning 
reasonabl y we ll. 

11 ICP, Bhemuni varipa lem, Naraharipet, Purshottamapuram and Saloora. 
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Under the APGST regime the CT Department had a system of annual internal 
audit. The APVAT Act does not have any provision for internal audi t. 
However, the department relied upon a proforma based internal audit in which 
information \YaS called for from each circle and this was called as "Annual 
Internal Audit". Due to the absence of an internal audit wing, the department 
remained unaware of the areas of the malfunctioning of the systems and did 
not, therefore, have any opportunity of taking remedial action. 

The Government may consider installing a mechanism for conducting 
effective internal audit to ensure timely detection and correction of errors 
in the levy and collection of revenue. 

Complianc~ deficiencies 

2.2.12 Shortfall-in audit of the dealers 

' 
As per Para 3.l(i) and 4.8 .2 of APVAT Manual, all the VAT dealers in a circle 
should be audited in a period of two years and such audits shall not exceed 
12.5 'per cent in a quarter. The status of audits conducted as furnished by the 
department is mentioned in the follow.ing table: 

Year Total · Dealers to Dealers actually Shortfal,l Percentage 
dealers be audited audited in audits of shortfall 

2005-06 1,56,233 78,116 Not furnished 

2006-07 1,97,250 98,625 Not furnished 

2007-08 2,38,088 1,19,044 17,225 1,01,819 85.53 

2008-09 2,69,153 1,34,576 18,693 1,15,883 86. 11 

The foregoi ng table indicates a shortfall of 86 per cent in audits for 2007-08 
and 2008-09. 

2.2.12.1 Test check of the records in 10 circles 12 indicated that out of 9,212 
dealers , audit of 7,678 dealers was not conducted at all while audit of 578 
dealers was conducted after more than two years in contravention of the 
provisions of the manual. 

After this was pointed out, the departm~nt stated (February 2010) that the 
shortfall in conducting departmental audit was due to lack of sufficient 
manpower_ and engagement of the existing staff in revenue collection. 

\, 

2.2.12.2 Defects in planning departmental audits -and improper 
maintenance of record~ 

The fo llowing deficienCies were noticed in the test check of audit files in 28 
offices. 

• No programmes w.ere drawn up for conducting audits in a time bound 
manner.' 

12 
Eluru, Hindupur, Hyderabad (Basheerbagh, Charminar, Hyderguda and Khairatabad), 
Nizamabad-11, Secunderabad (Ranigunj) , Tadepalligudem and Vizianagaram (West). 
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• The audit file(s) maintained by the department did not contain VAT return 
of the dealers for the period for which the audit was conducted. Thus, 
whether mi stakes were correctly pointed out by the departmental audit 
could not be ascertained. 

• There was repetition in the selection of dealers for audit in Ananthapur 
division . Three dealers whose audit had been done in 2008-09 were again 
picked up for audit in the same year. 

• No time schedule was set for the completion of audit. 

• In the system of jumbling audit 13
, the departmental audit officers retained 

the audit files without transmitting these to the jurisdictional CTO 
concerned. This resulted in non-availability of the files in the concerned 
CTO office. 

2.2.13 Input Tax Credit (ITC) 

The essence of VAT is in providing set-off for the tax paid earlier and thi s is 
given effect through the concept of ITC/rebate. This ITC in relation to any 
period means setting off the amount of input tax by a registered dealer agai nst 
the amount of hi s output tax. The VAT is based on the value addition to the 
goods and the related VAT liability of the dealer is calculated by deducting the 
ITC from tax payable on sales during the payment period (say, a month ). This 
ITC wi ll be given for both manufacturers and traders for purchase of 
inputs/supplies meant for both sales within the state as well as to the other 
states, irrespective of the period of utili sation/sales . This also reduces 
immediate tax liability. 

Test check of the records of seven dealers in three circles 14 indicated that the 
ITC of Rs. 50.72 lakh was claimed by the dealers on the purchases made by 
them during the year 2008-09. However, cross verification of the input tax 
credit claims with the VAT ledger in VATIS of the dealers from whom 
purchases were made, indicated that the selling VAT dealers had not made 
such sales. Thus, primafacie the ITC claims were fictitious. 

After thi s was pointed out, the concerned AAs stated (April to August 2009) 
that the matter would be examined. Further development has not been reported 
(February 2010). 

2.2.13.1 Excess claim of ITC due to improper scrutiny of returns 

The VAT dealers shall not be entitled for ITC on sale of exempt goods i.e. 
goods falling under Schedule I of the APV AT Act. Under entry 58 of 
Schedule I to the APVAT Act, inserted vide G.O.No.1468 dated 23 November 
2007, goods sold by the Canteen Stores Department (CSD) and the Indian 
Naval Canteen Services are exempt from tax with effect from 24 November 
2007 and thus were not eligible for ITC. 

13 Audit of dealers authorised to officers other than the jurisdictional officers. 
14 Hyderabad (Khairatabad, Punjagutta) and Nizamabad - II. 
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• Test check of the records in Marredpally circle indicated that the CSD 
sold goods valued at Rs. 56.86 crore during 2008-09 without paying any 
tax. However, they claimed ITC of Rs. 4.05 crore on the purchases 
though they were not entitl ed to it. T hi s resulted in short rea li sation of 
Rs. 4.05 crore. 

After thi s was pointed out, the department stated (August 2009) that the matter 
of allowing ITC to the CSD had been referred to the Government and action 
would be taken as per the decision of the Government. 

• Simil arly, the sales made to a uni t located in special economic zone (SEZ) 
were exempted from tax with effect fro m June 2008 and thus no ITC was 
admi ssible to such unit(s). 

Test check of the records of three dealers in two c irc les 15 located in SEZ 
indi cated that during 2008-09, ITC of Rs. 5.58 Jakh was incorrectly claimed 
on sales made to SEZs resulting in short realisati on of revenue to that extent. 

2.2.14 Excess claim of VAT compensation 

The Centra l Government had consented to compensate the State Government 
fo r loss of revenue consequent upon the implementation of the VAT. As per 
Government of Indi a instructi ons issued in June 2005, the VAT compensation 
amoun t should be claimed by the state as per the tax rates recommended by 
the Empowered Committee (EPC). If the State deviated from the proposed 
rates , revenue loss due to such deviation would not be compensated. 

The CCT noti ced deviati ons in VAT rates of 23 commodi ties 16 from those 
prescri bed by the EPC and submitted (September 2005) a proposal of VAT 
compensati on claim to the Special Chi ef Secretary to the Government of 
Andh ra Pradesh, Revenue Department indicating that the commoditi es would 
not qualify fo r the VAT compensation. The State Government forwarded the 
compensation claim intimating deviati on in rates in respect of six 
commodities 17 only. The reasons for not in timati ng deviati ons in the rates of 
the remain ing 17 commodities were nei ther found on record nor were 
inti mated to audit. Thi s resulted in claimi ng excess compensation amoun ting 
to Rs . 17 .53 crore which was also allowed by the Government of India. 

15 Hyderabad (Hyderguda and Khairatabad) . 
16 1) Casurina poles , eucalyptus logs & cut sizes thereof 2) Fittings of Hose Pipes 3) Fittings 

of a ll pipes 4) Hawai chappals 5) UHT Mi lk 6) Tamarind seed, dal, powder 7) Maps, 
charts and globes 8) Electric motors upto 10 HP, starters, parts of pump sets 9) Drip 
irrigation systems 10) Bed sheets, pillow covers, towels and other made-ups 11) 
Accessories of sewing mach ines 12) Tractor tyres & tubes 13) Syringes, bandages etc., 
14) Utensils other than Aluminium and enameled 15) Vermicell i & semiya 16) Rice bran 
17) Geometry & colour boxes etc., 18) Wri ting ink 19) Garden umbrell a 20) Sand . stone 
chips 2 1) Micro nutri ents, plant growth promoters 22) Computer stationery 23) Bio-diese l. 

17 
I) Casuri na poles, eucalyptus logs & cut sizes thereof 2) Fitti ngs of Hose Pipes 3) Fittings 
of all pipes 4) Hawa i chappals 5) UHT Milk 6) Tamarind seed, dal powder. 
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2.2.15 Industrial incentives 

2.2.15.1 Security of Fixed Assets 

As per paragraph 6.03 of the guidelines of the Sales Tax Deferment scheme 
issued vide G.O.Ms.No.108 dated 20 May 1996, deferred amount of sales tax 
was to be treated as deemed loan against the security of the fixed assets of the 
units availing of such incentive. 

Test check of the records of nine dealers in the Benz circle indicated that the 
security was not obtained against the conversion of the deferment of 
Rs. 2.35 crore in violation of the guidelines of the deferment scheme. 

2.2.15.2 Closure of production before the stipulated period 

According to the guidelines stipulated from time to time in respect of the 
deferment schemes, if a unit availing of deferment of sales tax goes out of 
production for a period exceeding one year during the period of deferment, the 
amount already availed of shall be recovered alongwith interest at 
21.5 per cent per annum. 

Test check of the records in the Benz circle indicated that a unit availing of 
deferment upto 2014 was closed in April 2005 . The deferred sales tax 
amounting to Rs . 16.84 lakh for the period from 1999-2000 to 2004-05 though 
recoverable was not recovered by the department. 

2.2.16 Penalties 

Sections 49 to 57 of the APV AT Act contained provisions for levy of penalty 
for various offences viz., failure to register, failure to file returns, failure to 
pay tax when due, failure to declare tax due, misuse of TIN/GRN, issue or use 
of false tax invoice, failure to maintain records and unauthorised collection of 
tax etc. Audit observed that the penalty though leviable was either not levied 
or was levied short as mentioned below. 

2.2.16.1 Non-levy of penalty and interest for delayed payment/failure to 
pay tax due 

Under Section 20(1) of the APVAT Act, every dealer shall pay tax due 
alongwith the monthly return. Sections 50(3) and 51 of the Act provide for 
levy of penalty for the offences of delayed filing of monthly returns and for 
failure to pay the tax due on the basis of the return respectively. Under section 
22(2) of the Act, interest at one per cent was payable on the amount of tax 
paid belatedly. 

Test check of the records in three circles 18 indicated that during the period 
from 2005-06 to 2008-09, tax of Rs . 53.23 lakh was not paid by 433 dealers, 
whi le eight dealers paid tax belatedly. However, penalty and interest though 
leviable was not levied by the AAs. This had resulted in non-levy of penalty 
of Rs . 22.92 lakh and interest of Rs . 15 .73 lakh. 

18 Ananthapur-I, Hindupur and Ni zamabad-II. 
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2.2.16.2 Short levy of tax and penalty 

Under Section 53(1 )(i) & (ii) of the APV AT Act, a penalty of 10 and 
25 per cent on the tax underdeclared is leviable where the underdeclaration is 
less than 10 per cent and more than 10 per cent respective ly, not by way of 
wilful neglect. U nder Section 53(3), a penalty equal to the tax underdeclared 
is leviable for the fraud or wilful neglect of the dealers. 

Test check of the records of Hyderguda circle indicated that a works 
contractor opted to pay composite tax at four per cent on his gross turnover. 
He was liable to pay a tax of Rs. 2.42 crore for the period from Apri l 2005 to 
November 2008 against which he paid a tax of Rs. 2.28 crore. Thus, there was 
a short payment of tax of Rs. 14.41 lakh. For non-payment of tax , a penalty of 
Rs. 14.41 lakh equal to the tax due was leviable for the wilful neglect. 
However, the AA levied (February 2009) a tax of Rs . 7.48 lakh only and a 
penalty of Rs. 0 .75 lakh. Thi s resu lted in short levy of tax of Rs. 7.23 lakh and 
penalty of Rs. 13.66 lakh . 

2.2.17 Conclusion 

Though the APVAT Act has been in troduced four years ago, many of the 
intended objectives have not been achieved. A number of deficiencies were 
noticed by audit. The department has not put in place any monitoring control 
to ensure migration of all the dealers from APGST to APVAT. Consequently, 
a sizeable number of the dealers remained unregistered under the VAT Act. 
Though the VATIS was implemented in all divisions and circ le offices from 
1 April 2005, audit se lections were made manually . Besides, the TINXSYS 
was not updated thus defeating the very purpose for which it was created. The 
detai ls of sales and purchases made by the dealers were not furnished by them. 
The inadequate documentation led to inadequate checks and balances in the 
VAT regime. 

There was no effective system for prompt raising of the demands generated by 
the V ATIS and for timely finalisation of the assessments re lating to transit 
passes not surrendered at the exit gates of the check posts . 

Defects were also noticed in planning departmental audits and in maintenance 
of the records. Input tax credit was allowed on those transactions that were 
prima facie fictitious. Neither penalty nor interest was levied for non/delayed 
payment of tax. There was heavy shortfall in conducting departmental audit 
and the audit methodology also did not give much assurance for plugging the 
loopholes and leakage of revenue. Due to the absence of the internal audit 
wing, the department was ignorant of the omissions and errors and their timely 
detection and correction. 

2.2.18 Summary of recommendations 

The Government may consider: 

• framing a provision for conducting of periodica l surveys to ensure that 
dealers li able for VAT registration are promptly detected and regi stered; 
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• putting in place a mechanism for prompt identification of the ToT dealers 
who have crossed the threshold limit and their registration as VAT 
dealers; 

• issuing instructions for utilising all the modules available in the VATIS 
and devise a time frame for training all the members of the staff; 

• issuing instructions for submi tting the documentary evidence that would 
fac ilitate scrutiny of the returns and input tax credit claims and providing 
a column in the monthly return "Form 200" specifying the name and the 
details of commodities; 

• putting in place a mechanism to ensure that the demand notices in respect 
of assessments generated by V ATIS are issued to the concerned dealers; 

• putting in place a system for monitoring timely finalisation of the 
assessments relating to transit passes not surrendered; 

• installing a mechanism for conducting effective internal audit to ensure 
timely detection and correction of errors in the levy and collection of 
revenue; and 

• incorporating a provision for cross verification of the records of the dealer 
avai lable in the department with the relevant records of other departments. 
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J2.3 Other audit observation~ 

Scrutiny of the records in the offices of the CT Department relating to revenue 
received from VAT, APGST and CST indicated several cases of 
non-observance of the provisions of the Acts/Rules resulting in non/short levy 
of tax/penalty and other cases as mentioned in the succeeding paragraphs in 
this Chapter. These cases are illustrative and are based on a test check 
carried out in audit. Such oniissions are pointed out in audit each year, but not 
only do the irregularities persist; these remain undetected till an audit is 
conducted. There is need for the Government to consider directing the 
department to improve the internal control system including strengthening 
internal audit so that such omissions can be avoided, detected and corrected. 

2.4 Non-payment of Tax/VAT due to declaration of taxable 
turnover as exempted turnover 

2.4.1 Under entry 45 of the First Schedule to the AP VAT Act, 2005/entry 5 
of Fourth Schedule to the APGST Act, 1957, read with the explanations to the 
entries 'cotton fab ri cs, man made fabrics and woolen fabrics ', were exempted 
fro m levy of tax, if additional duties of excise were levied on these goods 
under Additi onal Duties of Excise (Goods of Spec ial Importance) Act, 1957 . 
Otherwise, these are liable to tax at the rate of 12.5 per cent under Schedule V 
of the AP VAT Act and four per cent under Schedule III of the APGST Act. 

According to the Government of Indi a Notifi cation No. 32/2004 - Central 
Excise dated 9 July 2004, cotton fabrics, etc. which were enumerated in the 
Schedule I to the Additional Duties of Excise (Goods of Special Importance) 
Act, 1957, were exempted fro m the levy of adpitional excise duty . As such, 
cotton fabrics and man made fabrics , etc., exem ted fro m the levy of tax under 
Schedule I to the APV AT Act/ Schedule IV to the APGST Act are li able to tax 
at the rate of 12.5 per cent and four per cent respecti ve ly. 

Test check of the records (May and November 2008) of seven ci rcles 19 

indicated th.at during the period from April 2005 to March 2008 in 16 cases , 
the assessees dec lared taxable turnover of Rs. 41 8.20 crore pertaining to the 
cotton fabrics and man made fabrics as exempted sales even though they were 
exempted from the levy of the addi ti onal excise duties . The AAs di d not raise 
the demand fo r the tax not paid. Thi s resulted in non-payment of VAT of 
Rs. 52.27 crore. 

After the cases were pointed out, the AAs assured (Jul y and November 2008) 
to examine the matter in eight cases and stated that the matter would be 
brought to the notice 6f higher authori ties in fi ve cases. In two cases, the AAs 
contended (August and November 2008) that cotton fabrics and man-made 
fabrics manufactured by the dealer were exempted under the VAT Act. The 
reply is not tenab le as cotton fabrics and man made fabric are exempted from 
payment of the additional excise duty as such these are li able to be taxed under 

19 
Hyderabad (Barkatpura, Jeed imetla, Rajendranagar, Sanathnagar), T irupati- J, T irupati-JJ 
and Secunderabad (S.D . Road). 
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the APGST Act/APVAT Act. Reply in respect of the remaining case has not 
been received (February 2010). 

The matter was referred to the department between January and March 2009 
and to the Government in May 2009; their reply has not been received 
(February 2010). 

2.4.2 Test check of the records (May and November 2008) of five circles20 

indicated that the AAs while finalising the assessments in 13 cases between 
July 2007 and August 2008 for the assessment year 2004-05, incorrectly 
exempted the sales turnover of Rs. 88.50 crore pertaining to cloth, grey cloth, 
hosiery cloth and sarees even though they were exempted from the levy of 
additional excise duties . This resulted in non-levy of tax of Rs. 3.54 crore. 

After the cases were pointed out (May 2009), the department and the 
Government accepted the audit observation in one case involving 
Rs. 3.41 lakh and stated (October 2009) that a show cause notice proposing 
revision had been issued. The replies in respect of the remaining cases have 
not been received_(February 2010). 

2.4.3 Inter-state sale of these goods not supported by declarations were 
taxable under the CST Act at eight per cent up to 31 March 2005 and 
12.5 per cent from 1 April 2005 onwards. 

Test check of the records (May and November 2008) of four circles21 

indicated that the AAs while finalising the assessments in three cases between 
September 2007 and February 2008 for the assessment year 2004-05, 
incorrectly exempted the inter-state sales turnover of Rs . 28.91 crore 
pertaining to the cotton fabrics and cotton grey. fabrics. Further, in other three 
cases during the period from April 2005 to March 2008, the dealers declared 
taxable inter-state sales turnover of Rs. 140.80 crore pertaining to cotton 
fabrics and man made fabrics as exempted turnover even though these were 
exempted from the levy of additional excise duties. This resulted in non-levy/ 
payment of tax of Rs. 19.91 crore. 

After the cases were pointed out, in one case, the AA contended in November 
2008 that the cotton fabrics manufactured by the dealer were exempted from 
CST in view of the provisions of the APGST/ APV AT Acts. The reply is not 
tenable as the commodities are taxable under the APGST/ APV AT Acts. The 
replies in respect of the remaining cases have not been received. 

The matter was referred to the department between January and March 2009 
and to the Government in May 2009; their reply has not been received 
(February 2010). 

20 Hyderabad (Barkatpura, Lord bazaar, Rajendranagar) , Tirupati-I and Secunderabad (S.D. 
Road) . 

21 Hyderabad (Sanathnagar) , Rajam, Secunderabad (S.D. Road) and Tirupati-II. 
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j2.s Misclassification of sales as works contractSI 

Air conditioners, cemen t concrete pipes, carpets, elevators, lifts, pre-fab ri cated 
shelters, stone chips, spaces and beams, sound transmitting equipment and 
spare parts thereof are taxable at the rates prescribed in the APGST and the 
APVAT Acts. 

The Supreme Court has held22 that the contract for supply and installati on of 
li fts and e levators consti tute sale but not works contract since major 
component into the end product was the material consumed on producing the 
li ft to be deli vered and the ski ll and labour to be employed for converting the 
main component into the end product was only incidentally used. 

2.5.1 Test check of the records (October 2007 and August 2008) of three 
circles23 indicated that during the period from Apri l 2005 to March 2008, in 
four cases, the sale turnover of Rs. 61.87 crore pertaining to supply and 
erection of elevators, lifts and sales of air conditioners were misclassified as 
works contracts. This resulted in under declaration of tax of Rs. 5.36 crore. 

After the cases were pointed out (March and May 2009), the department and 
the Government accepted (October 2009) the audit observations in two cases 
involv ing Rs. 3.67 crore and stated that the show cause notices proposing 
revision had been issued to the dealers . The repli es in the remaining cases 
have not been received (February 2010). 

2.5.2 Test check of the records (November 2008) of nine ci rcles24 indicated 
that the AAs while finali sing the assessments in 13 cases between March 2007 
and March 2008 for the years 2003-04 and 2004-05, incorrectl y treated 
turnover of Rs. 63.28 crore relating to sales of cement concrete pipes, air 
conditioners, carpets, li fts, pre-fabricated shelters, stone chips, spaces and 
beams, sound transmitting equipment and spare parts thereof as works 
contracts and levied tax of Rs. 3.46 crore instead of Rs. 8.38 crore. Thi s 
resulted in short levy of tax of Rs. 4.92 crore. 

After the cases were pointed out (March and May 2009), the department and 
the Government accepted (March and October 2009) the audit observations in 
nine cases involving Rs. 2.35 crore. Of these, assessments were revised in 
four cases involving Rs. 1.03 crore against which Rs. 6.88 lakh was collected 
in two cases. In the remaining fi ve cases, the assessments have been proposed 
for revision . The replies in respect of the remaining cases have not been 
received (February 2010). 

2.5.3 'Pre-printed stationery ' fa ll s under entry 225 of I schedule and 
'Pre-fabricated shelters' fa lls under VII schedule to the APGST Act and are 
liable to tax at the rate of eight and 12 per cent respectively at the point of fi rst 
sale in the State.' 

22 
A.P. State Vs Mis Kone Elevators (I) Limited, Secunderabad (140 STC 22SC 2005). 

23 Hyderabad (Agapura, Somajiguda and Sri nagar colony) . 
24 Hyderabad (Basheerbagh, Begumpet, Khairatabad, Sanathnagar, Somajiguda, Sri nagar 

colony, Vengalaraonagar), Proddatur and Secunderabad (R.P . Road). 
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Test check of the records (June and November 2008) of two circles25 indicated 
that the /\.As while finalisin g the assessments in two cases between 
March 2007 and March 2008 for the years 2003-04 and 2004-05, incorrectly 
treated the inter-state sales of printed stationery and pre-fabricated shelters 
valued as Rs. 6.97 crore as works contracts and levied tax of Rs. 54.97 lakh 
instead of Rs. 76.28 lakh. This resulted in short levy of Central Sales Tax of 
Rs. 21.31 lakh. 

After the cases were pointed out (March and May 2009), the department/ 
Government accepted (October 2009) the audit observation in one case 
involving Rs. 6.50 lakh and issued a show cause notice proposing revision. 
The reply in the other case has not been received (February 20 10). 

~.6 Non/short payment of VAT on works contracts! 

2.6.1 According to Section 4(7)(b) and (c) of the APVAT Act, every dealer 
executing works contract may opt to pay tax by way of composition at the rate 
of four per cent on the total works contract receipt. However, when a dealer 
opts for composition of tax, no deduction is admissible and tax is payable on 
the total amount paid or payable to the dealer towards execution of works 
contract except amounts paid to the sub-contractor. 

Under Section 4(7)(a) of the APV AT Act, every dealer shall pay tax on the 
value of goods at the time of incorporation of such goods in the works 
executed at the rates applicable to the goods under the Act subject to the 
deductions allowed under Rule l 7(e) of the APV AT Rules. If the accounts are 
not maintained to determine the correct value of goods at the time of 
incorporation, such dealer shall pay tax at the rate of 12.5 per cent on the total 
consideration subject to the deductions specified under Rule l 7(g) of the 
APVAT Rules and the dealer is not eligible to claim input tax credit also. 

Test check of the records (June and October 2008) of AC (L TU26
) 

Secunderabad and 10 circles27 indicated that during the period from January 
2006 to March 2008, 19 dealers had not maintained the accounts to ascertain 
the correct value of goods and had declared VAT Jess by Rs. 1.45 crore by 
claiming ineligible deductions on account of the ITC and VAT. This resulted 
in short payment of tax to that extent. The AAs did not raise the demands for 
the short paid tax. 

After the cases were pointed out (December 2008 and May 2009), the 
department/Government (July 2008 and October 2009) accepted the audit 
observations in six cases involving Rs . 43.42 lakh and stated in one case that 
the short paid tax would be collected. Notices had been issued proposing 
revision in the remaining five cases. The replies in respect of the remaining 
cases have not been received (February 2010). 

25 Hyderabad (Sanathnagar) and Vuyyur. 
26 Large Tax Payers Unit. 
27 Ananthapur, Bhongir, Hindupur, Hyderabad (Agapura , H ydernagar), Karimnagar-I , 

Nellore, Secunderabad (Marredpall y, S.D. Road) and Tadepall igudem. 
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2.6.2 Test check of the records (May and June 2007) of Nacharam circle 
indicated that during the peri od from April 2006 to March 2007, a contractor 
had incorrectly declared VAT of Rs. 27.30 lakh instead of Rs. 88 .77 lakh by 
claming ineligi ble deductions such as VAT and ITC from the taxable turnover. 
This resulted in short payment of VAT of Rs. 61.47 lakh. The AA did not 
raise the demand for the short paid tax . 

The matter was referred to the department in April 2009 and the Government 
in May 2009; their reply has not been received (February 2010). 

2.6.3 Test check of the records (November 2008) of Market Street circle 
indicated that during the period from April 2007 to March 2008, a dealer 
incorrectly claimed exemption of turnover of Rs . 2.10 crore re lating to value 
of goods purchased fro m other states and incorporated in the works contract. 
The AA did not raise the demand for this amount. Thi s resulted in non
realisation of tax of Rs . 26.28 lakh . 

The matter was referred to the department in February 2009 and the 
Government in May 2009 ; their reply has not been received (February 2010). 

_2.6.4 According to Section 2(38) of the APV AT Act, taxable turnover means 
the aggregate of sale prices of al l taxable goods. 

Test check of the records (October 2008) of Hissamgunj circle indicated that 
during the period from Apri I 2007 to March 2008 , Rs. 2.71 crore was 
incorrectly deducted from taxable turnover as margin money28 by a contractor. 
This amount did not qualify fo r exemption and resulted in short payment of 
tax of Rs. 10.85 lakh. 

After the case was pointed out (May 2009), the Government/department 
accepted the audit observation and stated (October 2009) that assessment was 
being made for the short paid tax . Further progress has not been reported 
(February 2010) . 

2. 7 Non/under declaration of VAT due to application of 
incorrect rate 

VAT is leviable at the rates prescribed in schedules I to IV & VI to the 
APV AT Act. Commodities not specified in any of the schedules fa ll under 
schedule V and are liab le to VAT at 12.5 per cent from l April 2005. 

According to Section 20(3) every monthly return submitted by a dealer shall 
be subjected to scruti ny to verify the correctness of calculation , application of 
correct rate of tax and ITC claimed therein and full payment of tax payable for 
such tax period. 

28 
Margin money means profit element received in entrustin):! the work to another contractor. 
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Test check of the records (May 2007 and November 2008) of 11 circlcs29 

indicated that during the period from April 2005 to March 2008, 14 dealers 
declared VAT of Rs. l.03 crore at four per cent on the turnovers of 
Rs . 19.56 crore relating to bio-fertilizers, cast iron components, cooked food , 
purification systems etc . These goods were not specified in schedules and 
were liable to tax of Rs. 2.40 crore at the rate of 12.5 per cent. This resulted in 
under declaration of VAT of Rs . 1.37 crorc. 

Further, the turnover of welded items taxable at 12.5 per cent was not declared 
by a dealer resulting in non-declaration of VAT of Rs. 3.09 lakh. The AA did 
not raise the demands for the short paid tax of Rs. 1.40 crore. Failure of the 
authorities to scruti nise the monthly returns at the time of submi ssion by the 
dealers resulted in non/under declaration of VAT of Rs. 1.40 crore. 

After the cases were pointed out (March and May 2009), the department/ 
Government accepted (October 2009) the audit observations in five cases 
involving Rs . 11.35 lakh and stated that the assessments had been revised in 
three cases involving Rs. 7.45 lakh , out of which Rs. 3.98 lakh had hecn 
collected in two cases. In the remaining two cases, show cause notices had 
been issued proposing revision . In one case, the department stated that since 
there was no separate entry for mosquito repellants, it was taxed under entry 
20 of schedule IV relating to pesticides, insecticides, fungicides, herbicides 
and weedicides. The reply is not tenable since in the absence of any entry, it 
was taxable at the rate of 12.5 per cent under schedule V. In another case, it 
was stated that the wire mesh manufactured and sold by the dea ler was a 
hardware item falling under entry 105 of schedule IV. The reply is not tenab le 
as the 'wire mesh' mentioned in entry 105 is a woven mesh, whereas the mesh 
sold by the dealer was a 'welded mesh' manufactured from rods of different 
gauges welded together as per the specifications of the customers and was 
liable to be taxed at the rate of 12.5 per cent as an unspec ified item. The 
replies in respect of the remaini ng cases have not been received 
(February 2010). 

!2.8 Excess claim of ITC! 

Under the provisions of the APVAT Act, ITC shou ld be allowed to the VAT 
dealer fo r the tax charged in respect of all purc hases of taxab le goods made by 
that dealer during the tax period if such goods were used in the business of the 
VAT dealer. Further, under the APVAT Rules, no ITC is e li gible on goods 
used in construction of buildings and sheds for the purpose of the business, 
PDS30 kerosene, goods used as inputs in job works and goods used in works 
contracts under composition. Further, where transactions involve sale of 
taxable goods as well as exempt transactions of taxable sales, the claim fo r the 
el igible ITC should be restricted as per the fo rmula prescribed31

. 

l <J Gadwal, Hi ndupur, Hyderabad (Jeedi metla, Mehidipatnam, Osmangu nj ), Kamareddy, 
Peddapall y, Secunderabad (Marredpall y, Nacharam, R .P. Road) and Vijayawada 
(Autonagar). 

30 Public distribution system. 
31 A x B/C where A is input tax for common inputs for each tax rate, 13 is taxable turnover 

and C is the total turnover. 
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Test check of the records (June and October 2008) of five circles32 indicated 
that in case of 10 dealers, ITC during the period from April 2006 to March 
2008 on goods used in construction of buildings and sheds for the purpose of 
the business, PDS kerosene, goods used as inputs in job works and goods used 
in works contracts under composition was claimed and allowed by the AAs . 
This resul ted in short payment of tax of Rs. 65.52 lakh . 

After the cases were pointed out (March and May 2009), the Government/ 
department accepted (Jul y 2008 and October 2009) the audit observations in 
seven cases involving Rs. 29.09 lakh and stated that in one case the 
assessment involving Rs. 4.86 lakh had been revised and tax collected. The 
report on further action taken and the replies in respect of the remaining cases 
have not been received (February 2010) . 

~.9 Non/short levy of tax on inter-state salesl 

The Central Sales Tax Act, 1956 provides that the inter-state sales/ 
consignment transfers not supported by a dec larati on in Form 'C ', 'D' & 'F' 
are taxable at twice the rate applicable to the sale or purchase of these goods 
inside the State in respect of the declared goods and in respect of the other 
goods at 10 per cent or at the rate applicable to the sale or purchase of such 
goods with in the State whichever is hi gher. 

2.9.1 Incorrect exemption on fake and invalid declaration 

2.9.1.1 As per Section 9(2A) of the CST Act read with Section 7-A (2) of the 
APGST Act, if any dealer produces fa lse/fake declarations and claims 
exemption/reduced rate of tax in support of these doc uments, he is liable to 
pay a penalty of three to five ti mes of the tax due for such transaction. 

Test check of the records (January 2007 and January 2008) of AC (LTU) 
Adilabad and two circles33 indicated that in nine cases, inter-state sales/ 
consignment sales34/branch transfers of goods valued as Rs. 63.45 crore were 
supported by fake 'C ' and 'F' Forms. The fact that the forms were fake was 
confirmed by the sales tax departments of the State Governments35 concerned. 
But the AAs while finalising the assessments between March 2006 and March 
2007 for the years 2003-04 and 2004-05 , either levied tax at the concessional 
rate of four per cent or did not levy tax in the case of the consignment 
transfers. This resulted in non-levy of tax of Rs. 10 .19 crore and a minimum 
penalty of Rs. 31.32 crore. 

After the cases were pointed out (May 2009) , the Government/department 
accepted (October 2009) the audit observation in one case involving 
Rs. 13.24 lakh . A report on recovery and replies in respect of the remaining 
cases have not been recei ved (February 20 10) 

32 
Bhongir, Hindupur, Hyderabad (Agapura, Maharajgunj) and Special commodities circ le. 

33 Special Commodities circle and Tenali (Gandhi chowk). 
34 Sales through agents. 
35 

Assam, Chattisgarh , Delhi , Gujarat, Haryana, Karnataka , Kerala, Uttar Pradesh , 
Maharashtra , Madhya Pradesh, Orrisa and Tamilnadu. 
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2.9.1.2 Under section 6-A of the CST Act read with Rule 9A(2) of the CST 
(AP) Rules , each declaration in Form 'F' shall cover transactions effected 
during a period of one calendar month. Therefore, a single declaration issued 
to cover transfer of goods for more than one month is to be treated as invalid 
and the turnover has to be brought to tax treating it as inter-state sales not 
covered by proper declarations. 

Test check of the records (October 2007 and March 2008) of four AC 
(LTUs)36 and 18 circles37 indicated that in 29 cases , consignment sales/branch 
transfers of goods valued at Rs. 10.69 crore were supported by 'F' Forms 
covering transactions of more than one month and the same were liable to be 
treated as invalid. But the AAs while finalising the assessments between June 
2006 and April 2008 for the years 2003-04 and 2004-05, incorrectly exempted 
the turnover from the levy of tax. This resulted in non-levy of tax of 
Rs. 1.03 crore. 

After the cases were pointed out (March 2008 and May 2009), the 
Government/department accepted (October 2007 and October 2009) the audit 
observations in 14 cases involving Rs. 55.99 lakh and stated that in one case, 
the assessment involving Rs . 1.10 lakh had been revised and the remaining 
13 cases had been proposed for revision. The report on further action taken 
and replies in respect of the remaining cases have not been received 
(February 2010). 

2.9.1.3 According to section 8(4)(b) of the CST Act read with the CST (R&T) 
Rules 12(1), if the goods are sold to the Government not being a registered 
dealer, a certificate in Form 'D' duly filled and signed by a duly authorised 
officer of the Government shall be submitted. This concession is not 
admissible to public sector undertakings. 

Test check of the records (May and August 2008) of two circles38 indicated 
that the AAs while finalisi ng the assessments in three cases between 
November 2007 and March 2008 for the year 2004-05 , incorrectly levied 
concessional rate of tax at the rate of four per cent instead of 10 per cent on 
turnover of Rs. 3.70 crore relating to the inter-state sales of brake linings, 
electronic testing equipment, electronic analytical equipment etc., by 
accepting 'D' Forms from public sector undertakings which were not 
Government departments. This resulted in short levy of tax of Rs . 22.19 lakh . 

After the cases were pointed out (May 2009), the Government accepted 
(October 2009) the audit observations and stated that the assessments had been 
revised in two cases involving Rs. 18.54 lakh out of which Rs . 9.68 lakh had 
been collected and the assessment was being revised in one case. Further 
report has not been received (February 2010). 

36 Nellore, Nizamabad, Saroornagar and Secunderabad. 
37 Adon i-1, Chirala, Gandhi Chowk, Hyderabad (Malakpet, M.J. Market, Sanathnagar), 

Kodad, Kothapet, Kurnool-11, Mahaboobnagar, Peddapuram, Proddatur, Secunderabad 
(M.G. Road, R.P. Road), Seetharamapuram, Special Commodities circ le, Tirupati-1 and 
Warangal (Beet Bazaar). 

38 Hyderabad (Bowenpally and Sanathnagar) . 
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2.9.2 Test check of the records (March 2007 and November 2008) of two 
AC (LTUs39

) and 17 circles40 indicated that in 25 cases, inter-state sales 
valued at Rs. 117.49 crore were not supported by the 'C' Forms. The AAs 
while fi nali sing the assessments for the years 2002-03 to 2004-05 between 
February 2006 and March 2008 either omitted to levy tax or levied tax at 
concessional rate. This resulted in non/short levy of tax of Rs. 2.60 crore. 

After the cases were pointed out (November 2007 and June 2009), the 
department/Government accepted (March 2007 and October 2009) the audit 
observations in 11 cases involvi ng Rs. 73.95 lakh and stated that the 
assessments had been revised in eight cases involvi ng Rs. 61.15 lakh against 
which Rs. 8.84 lakh was coll ected/adjusted against the excess tax paid in three 
cases and the assessment had been proposed for revision in three cases. In one 
case, it was noti ced that the goods were imported from outside the coun try 
under an agreement with contractee and these were transfen ed alongwith the 
documents while the goods were in transit. The repl y is not tenable since the 
goods were received by the assessee in March 2005 at Kakinada Port and the 
title of the goods did not change in transit. As such, these cannot be termed as 
hi gh sea sales. The replies in respect of the remaining cases have not been 
received (February 2010). 

!2.10 Non/short levy of tax due to incorrect exemptioilj 

2.10.1 T he APGST and the APVAT Acts provide for the levy of tax on 
asbestos cement sheets, cold rolled strips, digital cameras and tender 
schedules. 

Test check of the records (October 2007 and June 2008) of three ci rcles41 and 
one Urban Development Authority42 (UDA) indicated that the AAs while 
fi nali sing the assessments in three cases between June 2007 and February 
2008 for the year 2004-05, incorrectly exempted the turnover of Rs. 4.70 crore 
rel ating to asbestos cement sheets, CR stri ps and digital cameras. Further, 
during the years 2002-03 to 2006-07, tax of Rs . 6.24 lakh on sales of tender 
schedules amounti ng to Rs. 51.97 lakh was not levied by the UDA. This 
resulted in non/short levy of tax of Rs. 24.79 lakh. 

After the cases were pointed out (April and May 2009), the Government/ 
department accepted the audit observations in three cases involving 
Rs. 18.55 lakh and stated (October 2009) that the assessment had been revised 
in June 2009 in one case and show cause notices had been issued in two cases. 
The reply from the UDA has not been received (February 2010). 

2.10.2 According to Section 6C of the APGST Act, the rate of tax on packing 
material sold with goods shall be the same as that of the goods packed or 

39 Karimnagar and Nalgonda. 
40 

Adoni-11, Hyderabad (Basheerbagh, Khairatabad , Lord bazaar, Malakpet, Marredpally, 
Punjagutta, Sanathnagar, Somajiguda, Vidyanagar), Nizamabad-II, Ramannapet, 
Secunderabad (Maharajgunj , Ran igunj, S.D. Road), Special commodities circle and 
Visakhapatnam (China waltair). 

'" H d . y erabad (Basheerbagh, Punjagutta and Sanathnagar). 
42 Vij ayawada, Guntur, Tenal i and Mangalagiri UDA. 
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filled. Further, under entry 19 of schedule (I) to the Act, packing material is 
taxable at the rate of fo ur per cent when sold without contents and the rate at 
which the content is liable to tax when sold containing contents. It was 
judicially held43 that gunnies , which have suffered tax, could again be 
subjected to tax when so ld along with content. 

Test check of the records (May and August 2008) of two ci rcles44 indicated 
that the AJ\.s whi le finalis ing the assessments in six cases for the year 2004-05 
hetween November 2005 and November 2006, incorrectly exempted turnover 
of Rs. 157.45 lakh relating to gunnies sold alongwith content. This resulted in 
non-levy of tax of Rs. 6.30 lakh . 

After the cases were pointed out, the AA accepted the objection in one case 
and revised the assessment in December 2008. The replies in respect of the 
remaining cases have not been received (February 2010). 

The matter was referred to the department in December 2008 and to the 
Government in April 2009; their reply has not been received (February 2010). 

~.11 Non-levy of interest on belated payments! 

Under Secti on 16(3) of the APGST Act, if any dealer fail s to pay tax 
alongwith the return or fa il s to pay tax on final assessment withi n the time 
prescribed, he shall pay interest in addition to the amount of such tax. Interest 
is payable at the rate of 18 to 36 per cent up to 11 January 2005 and at the rate 
of one rupee for every one hundred rupees or part thereof for each month or 
part thereof fro m 12 January 2005 onwards. 

Test check of the records (October 2007 and November 2008) of four circles45 

indicated that five dealers either paid tax on fina l assessment or alongwith 
returns with delays ranging from 3 days to 139 months fo r the assessment 
years 1991-92 to 2004-05. The AAs did not levy interest of Rs. 11.50 crore 
for the delay in payment of tax . 

After the cases were pointed out (October 2008 and May 2009) , the 
Government/department stated (October 2008 and October 2009) that interest 
of Rs. 2.16 lakh had been levied in one case, while in another case involvi ng a 
tax effect of Rs . 10.93 crore, show cause notice would be issued and in the 
remaining three cases , action would be taken to levy interest. Further report 
has not been received (February 20 10). 

12.12 Non/short levy of tax on the works contract~ 

Under Section SF of the APGST Act, every dealer has to pay tax at the 
prescribed rate on hi s turnover of transfer of property either as goods or in 
some other form involved in the execution of works contract subject to 
exemptions and deductions provided for, under sub clauses (a) to (I) of Rule 
6(2) of the APGST Rules. 

·
11 T he A.P. Iligh Court in the case of M/s Gowri Sankar Modern R ice MiM Vs. State o f A.P. 

(147 STC 370) . 
•
1
·
1 Narsapur and Nizamabad-ll . 

45 Hyderabad (Agapura, Mehid ipatnam and Somajiguda) and Chiltoor (Tirupati-I). 
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2.12.1 Incorrect grant of exemption on the inter-state purchases 

Under the proviso to Section SF of the APGST Act, tax shall be leviable on 
the turnover of goods either obtained or purchased from other states by the 
contractor and used in the execution of the works contracts. 

Test check of the records (November 2006 and November 2008) of five 
circles46 indicated that in five cases, the contractors purchased material from 
other States and used these in the execution of the works contracts within the 
State. The goods so used were liable to tax under the proviso to Section SF of 
the APGST Act. However, the AAs while finalising the assessments between 
June 200S and February 2008 for the years 2003-04 and 2004-05, exempted 
the turnover of Rs. 60.7S crore relating to the material purchased from the 
other States by the contractors and used in the execution of the works 
contracts. Incorrect exemption of turnover resulted in short levy of tax of 
Rs. 4.86 crore. 

After the cases were pointed out (September 2007 and May 2009), the 
Government/department accepted (November 2008 and October 2009) the 
audit observations in three cases involving Rs. 26.97 lakh and stated that the 
assessment had been revised and Rs. 6.98 lakh had been co llected in one case. 
Report on recovery of the balance amount and reply in respect of the 
remaining cases have not been received (February 2010). 

2.12.2 Incorrect computation of turnover 

In determining the turnover of a dealer, deductions specified under Rule 6(2) 
of the APGST Rules shall be allowed fro m the turnover of the dealer if 
accounts are maintained as required under the Rule 45(1-C) of the APGST 
Rules. Deductions on account of cost of administrative expenses , income tax , 
inter-state purchases, sales tax etc. , are not admissible under the Rules . If 
detai led accounts are not maintained and the amounts specified under the Rule 
6(2) are not ascertainable from the accounts of a dealer, the turnover of the 
dealer shall be determined after deducting the amount calculated at 
percentages prescribed under Rule 6(3) (ii ). Where the execution of the works 
contract extends over a period of more than one year, the value of material at 
the time of incorporation in works contract during that year shall be taxable 
turnover under Rule 6(3)(i). 

Test check of the records (May 2006 and November 2008) of three LTUs47 

and 40 circles
48 

indicated that the AAs while finalising the assessments in 

46 H yderabad (Begumpet, Jubi lee Hills , Khairatabad , M.J. Market) and Visakhapatnam 
(Dwarakanagar). 

47 
Hyderabad Rural, Secunderabad and Warangal. 

48 h Anant apur-II, Chittoor (Puttur) , Gadwal , Guntur (Brodipet) , Hyderabad (Agapura , 
Ashoknagar, Basheerbagh , Begumpet, Charminar, Fa thenagar, Ferozguda, Hyderguda, 
Jubilee Hills , Khairatabad, Malakpet, Mehidipatnam , Punjagutta, Rajendranagar, 
Somajiguda, Vengalaraonagar, Vidyanagar), Kamareddy, Kothagudem , Mandapeta, 
Medak (S iddipet), Nellore (II & III) , Prakasam (Markapur), Secunderabad (Marredpally , 
R .P. Road, S.D . Road) , Vijayawada (Seetharamapuram) , Visakhapatnam (Dwarakanagar, 
Gajuwaka , Kurupam Market) , Warangal (Beet bazaar, Fort Road , Jangaon, Mahabubabad 
and Ramannapet). 
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70 cases between April 2005 and March 2008 for the years 2003-04 and 
2004-05, incorrectly arrived at the taxable turnover of Rs. 145.91 crore instead 
of Rs. 172.57 crore . The short determination of taxable turnover of 
Rs. 26 .66 crorc vvith a tax effect of Rs . 4. 19 crore was due to allowance of 
inadmissible deducti ons on account of the administrative expenses , income 
tax, inter-state purchases, sa les tax etc. 

After the cases were pointed out (March 2007 and May 2009) , the 
Government/department accepted (June 2006 and October 2009) the audit 
observations in 32 cases involvin g R s. 2.07 c rore and stated that the 
assessments had been revised in eigh t cases in volving Rs. 29.65 lakh against 
which Rs . 7.91 lakh had been collected in three cases . T he replies in respect of 
the remaining cases have not been received (February 2010). 

2.12.3 Short levy of tax under composition 

The rate of tax payable on the works contracts under Section SF of the APGST 
Act was eight per cent and under Section SG of the Act, the tax cou ld be 
compounded at the rate of four per cent with effect from l January 2000. 
However, when an assessee opts for composition of tax, no deduction is 
admi ssible and tax is payable on the tota l amou nt paid or payable to the 
assessee towards th e execution of works contrac t exc luding the pay ments 
made to registered sub-con tractors. 

Test check of the records (October 2006 and September 2008) of seven 
ci rcles-19 indi cated that eight works contractors opted for compositi on of tax. 
Hence, they were not entitl ed to any deduction from their taxable turn over. 
However, the AAs whi le finalisin g the assessments between July 2005 and 
March 2008 relating to the years 2003-04 and 2004-05, incorrectly allowed 
deduction s relating to the sales tax and labour charges in five cases and in one 
case, the assess ment was finali sed under sect ion SF instead of SG to the 
advantage of the assessee. In another case, the turnover of th e dealer 
corresponding to the TDS made by the cont ractee was not adopted as taxab le 
turnover and in the remaining one case, the AA adopted incorrect rate of tax. 
T hi s resulted in short levy of tax of Rs. 31 lakh . 

After the cases were pointed out (October 2007 and May 2009) , the 
Government/departmen t accepted (February 2008 and October 2009) the audit 
observat ions in six cases involving Rs . 27.34 lakh and stated that the 
assessments had been revised in three cases and rev ision had been proposed in 
three cases . The rep li es in respect of the remaining cases have not been 
received (February 2010). 

j2.13 Short levy of tax due to application of incorrect rat~ 

Tax at th e rates specified in schedules I to VI to the A PG ST Act , 1957 , is 
leviable on the commodities inc luded in these schedul es. Commodities not 
specified in any of the schedules fa ll under VII schedul e and are taxab le at 
12 per cent from l January 2000 . 

49 Hyderabad (Bashecrbagh. Jubilee H ill s, Kh airatabad, Malkajg ir i). Kurnoo l-I, 
Secunderabad (S.D. Road ) and Visakhapalnam (Dwarakanagar) . 

4 1 



Audit Report (Re venue Receipts) for the year e11ded 3 1 March 2009 

Test check of the records (October 2007 and November 2008) of 17 circles50 

indicated that the AAs while finali sing the assessments in 20 cases between 
May 2006 and March 2008 for the years 2003-04 and 2004-05, levied tax on 
air conditioners , colour televisions, electronic goods, fitness equipment, 
gypsum boards, industrial valves , jointing kits , nutrition food stuff, tractors, 
water management products etc. , at rates lower than those specified in the Act 
resulting in short levy of tax of Rs . 2.74 crore. 

After the cases were pointed out (March 2008 and May 2009) , the 
Government/department accepted (October 2007 and October 2009) the audit 
observations in 14 cases involving Rs. 2 crore and revised the assessments in 
four cases involving Rs . 6.99 lakh against which Rs. 1.68 lakh was collected 
in three cases. In the remaining 10 cases revision was being done . The replies 
in respect of six cases have not been received (February 2010). 

j2.14 Sales tax incentives for industrial unit~ 

With a view to encouraging the growth of industries in the State, the Industries 
Department has been notifying various incentive schemes from time to time 
providing sales tax incentives in the form of sales tax deferment and sales tax 
holiday (exemption) to industrial units. 

For according sanctions under the various incentive schemes, the Government 
constituted State Level Committee (SLC) and District Level Committee 
(DLC) . On the basis of sanctions , the Commissioner of Industries issues Final 
Eligibility Certificate (FEC) indicating the extent and duration of the 
incentives for implementation by the CT Department. 

2.14.1 Incorrect allowance of sales tax incentives 

Under the incentive schemes, the exemption is to be availed by a unit during 
the pe1iod specified and up to the eligibility limit mentioned in the FEC. 

2.14.1.1 Test check of the records (January 2008) of CTO, Vanasthalipurarn 
indicated that the AA while finalising the assessment in one case in May 2006 
for the year 2004-05, incorrectly allowed sales tax exemption of Rs. 1.12 crore 
up to December 2004 instead of Rs. 66.2 1 lakh by debiting lesser amounts to 
the eligi bility limit than actually availed of during the years 1998-99 and 
1999-2000. This resulted in excess availing of sales tax exemption of 
Rs. 46.23 lakh. 

After the case was pointed out (March 2009), the Government accepted 
(October 2009) the audit observation and stated that a notice issued could not 
be served to the assessee due to closure of his business and added that further 
action was in progress. 

)O Hyderabad (Abids, Agapura, Basheerbagh, . Begumpet, Ferozguda, Gandhi~agar, 
Hydemagar, Jubilee Hills, Malakpet, Nampally) , Medak, Nidadavole, Nizamabad-I, 
Puttur, Rajahmundry (Aryapuram), Secunderabad (S.D . Road) and Visakhapatnam 
(Suryabagh) . 
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2.14.1.2 Test check of the records (June 2008) of S.D. Road circle indicated 
that the AA while finalising the assessment in one case in March 2008 for the 
year 2004-05, incorrectly allowed sales tax exemption of Rs. 26.49 lakh after 
expiry of the period of availment on 14 April 2004. This resulted in short levy 
of tax of Rs. 26.49 lakh. 

After the case was pointed out (March 2009), the Government/department 
accepted (October 2009) the audit observation and stated that a show cause 
notice for revision had been issued. Further report has not been received 
(February 2010). 

2.14.2 Incorrect adjustment of deferred tax 

According to the Target 2000 scheme51 guidelines, in case of expansion of an 
industri al unit, the deferment is eligible over and above the base turnover52 

fixed to the unit. The benefit of deferment is not admissible up to the base 
turnover. 

Test check of the records (December 2007) of AC (LTU) Nalgonda indicated 
that the AA in two cases for the years 2003-04, 2005-06 and 2006-07 adjusted 
the tax due on the entire turnover to tax deferment instead of limiting it to over 
and above the base turnover fixed. This resulted in non-collection of tax of 
Rs. 69.84 lakh up to base turnover. 

The matter was referred to the department in October 2008 and the 
Government in April 2009; their reply has not been received (February 2010) . 

2.14.3 Incorrect allowance of sales tax exemption/deferment 

According to the various sales tax incentive schemes promulgated by the 
Government from time to time, sales tax incentives are available for the 
products which are specified in the FEC and manufactured by the industrial 
units. 

Test check of the records (June and November 2007) of AC (LTU) Nizamabad 
and CTO Anakapalli indicated that the AAs while finalising the assessments 
in two cases for the year 2003-04, incorrectly allowed sales tax deferment 
though the item 'adhesives' was not covered by the FECs. Further, during the 
period from April 2005 to March 2007, a dealer claimed tax deferment for the 
item 'mortar' in one case, which was not covered by the FEC. This resulted in 
incorrect allowance of tax deferment of Rs. 24.60 lakh. 

After the cases were pointed out (November 2007 and May 2009), the 
Government/department accepted (November 2007 and October 2009) the 
audit observations in two cases involving Rs. 9.07 lakh and stated that show 
cause notice had been issued in one case and in another case assessment would 
be revised. The reply in respect of the remaining case has not been received 
(February 2010). 

51 G.O.Ms.No.108, Industries and Commerce (IA) Department dated 20 May 1996. 
52 Base turnover means best production achieved during the three years preceding the year of 

expansion or the maximum capacity expected to be achieved by the industry, whichever is 
hi her. 
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2.14.4 Short debit to sales tax exemption 

According to the Target 2000 scheme guidelines, the amount of tax payable by 
the unit during the peri od of availing of sales tax exemption shall be debited 
correctly to the tax exemption/deferment account of that unit. 

2.14.4.1 Test check of the records (December 2008) of AC (LTU) Nalgonda 
indicated that the assessee was sanctioned sales tax exemption of 
Rs. 458.44 lakh to be avai led of during the period from 29 September 200 1 to 
28 September 2008. The AA levied tax of Rs . 1.23 crore on the turnover of 
inter-state sales for the assessment year 2004-05 . Out of the tax levied, 
assessee pai d Rs. 39,859 and an amount of Rs. 1.08 crore on ly was debited to 
the scheme. This resulted in short debit of Rs. 14.76 lakh . 

The matter was refeJTed to the department and the Government in M ay 2009; 
their reply has not been received (February 20 10). 

2.14.4.2 Test check of the records (June 2008) of Basheerbagh circ le indicated 
that the AA wh ile finalising the assessment in one case in April 2007 for the 
year 2004-05 , incorrectly allowed sales tax deferment for an amount of 
Rs. 2.58 crore instead of Rs. 2.49 crore . Th is resul ted in incorrec t adj ustment 
of tax due o f Rs. 9.54 lakh to tax deferment. 

The matter was referred to the department in December 2008 and to the 
Government in March 2009 ; their reply has not been received 
(February 2010). 

2.14.5 Non-remittance of tax collected during the period of sales tax 
holiday 

According to the Target 2000 scheme guide lines , industri al units availing sales 
tax holiday (exemption ) are not a ll owed to collect tax from consumers duri ng 
the period of avai lment of the sales tax exemption . In case tax is collected, it 
has to be remitted to the Government. 

Test check of the records (November and December 2008) of AC (L TU) 
Nalgonda and T irupati -I circle indicated that in two cases , the tax co llected 
whi le avail ing of the sa les tax exemption, was not remitted to the Govern ment 
during the assessment year 2004-05 . T hi s resulted in non-remittance of tax of 
Rs . 16.07 lakh . 

After the cases were pointed out (M ay 2009), the Government accepted the 
audit observati on in one case involvi ng Rs. 1.3 1 lakh and stated (October 
2009) that a show cause notice had been issued for revi sion . Further 
deve lopment in thi s case and reply in the remai ning case have not been 
rece ived (February 2010). 
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2.15 Non-levy of tax due to misclassification of the supply contract 
as transit sale 

Electrical goods fall under en try six of VI Schedule to the APGST Act and arc 
liable to tax at the rate of eight per cent at every point of sale. 

Test check of the records (June 2005) of the S.D. Road circle indicated that the 
AA while finalising the assessment in one case in June 2004 for the year 
2002-03 , incorrectly exempted a turnover of Rs. 23.99 crore relating to supply 
contract of electrical goods as transit sale. This resulted in non-levy of tax of 
Rs. 1.92 crore. 

After the case was pointed out (February 2009), the Government stated 
(October 2009) that the assessment had been revised and Rs. 48.45 lakh had 
been recovered. Report on recovery of the balance amount has not been 
received (February 2010). 

12.16 Excess set-off against tax du~ 

Under the provisions of the APGST Act, 1957 and notifications issued 
thereunder, set-off can be allowed agai nst tax due on the sale of finished goods 
in which the tax paid raw material is used in the manufacture of such finished 
goods , provided transactions at both ends take place within the State. 

Test check of the records (August 2005 and October 2008) of two LTUs53 and 
13 circles54 indicated that set-off of Rs. 11.29 crore was allowed between 
December 2004 and March 2008 against the admissible set-off of 
Rs. 10.09 crore during the assessment years 2003-04 and 2004-05 in 17 cases 
re lating to gold, iron , plastic goods, soft drinks , rentals of crates etc. This 
resul ted in short levy of tax of Rs . 1.20 crore. 

After the cases were pointed out (April 2006 and June 2009), the Government/ 
department accepted (August 2005 and October 2009) the audit observations 
in seven cases involving Rs. 66.65 Jakh and stated that the assessments had 
been revised in four cases involving Rs . 3.98 lakh out of which Rs. 0.97 lakh 
had been collected in two cases . The assessments in three cases were being 
revised by the concerned DC (CT). The replies in respect of the remaining 
cases have not been received (February 2010). 

12.17 Non-levy of turnover ta~ 

2.17.1 According to Section SA of the APGST Act, when the total turnover of 
a dealer in a year exceeds Rs. 10 lakh, turnover tax at one per cent is leviable 
with effect from 1 August 1996 on second and subsequent sales of goods 
specified in the first, second, fifth and seventh schedules to the Act. 

53 Nalgonda and Saroomagar. 
54 Chittoor-II , Guntur (Brodipet) , Hyderabad (Barkatpura, Basheerbagh, Jeed imetla , 

Punjagutta, Rajendranagar, Ramachandrapuram , Ramagopa lapet), Kamareddy, 
Seetharamapuram, Siddipet and Special Commodities c ircle. 
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Test check of the records (October 2007 and October 2008) of AC (LTU) 
Begumpet and six circles55 indicated that the AAs while finalising the 
assessments in seven cases between June 2006 and March 2008 for the years 
2003-04 and 2004-05, failed to levy turnover tax on a turnover of 
Rs. 29.19 crore relating to cars, electronic toys, electronic goods, soaps, 
surgical goods, machinery parts and spices etc. , though the turnovers in each 
of these cases exceeded Rs . 10 lakh . This resulted in non-levy of turnover tax 
of Rs . 29. 19 lakh. 

After the cases were pointed out (February and May 2009) , the Government 
accepted (October 2009) the audit observations in five cases involving 
Rs. 11 .54 lakh and stated that the assessments were proposed for revision. In 
one case, the department stated that since the purchases were made from an 
SSI uni t turnover tax was not levied. The reply is not tenable as in this case 
the sales have not been made by an SSI unit but by an indi vidual dealer. As 
such, he was liable to turnover tax. The repl y in respect of the remaining case 
has not been received (February 20 10). 

2.17.2 According to Section 5A(l-A) of the APGST Act, every dealer shall in 
addition to the tax payable, pay a turnover tax each year on his turnover liable 
to tax at the rate of two per cent on the first sale turnover of lubricant oils. 

Test check of the records (February and November 2008) of two LTUs56 and 
two circles57 indicated that the AAs while fi nalisi ng the assessments in four 
cases between March 2007 and March 2008 for the years 2003-04 and 
2004-05, did not levy turnover tax on the first sale turnover of Rs. 10.89 crore 
re lati ng to lubri cant oil s. This resul ted in non-levy of tax of Rs. 21.79 lakh. 

After the cases were poin ted out (February and May 2009), the Government 
accepted (October 2009) the audit observations. Of these, two assessments 
were revised invo lving Rs. 18.82 lakh out of which Rs. 18.30 lakh was 
collected in one case. The remaining cases were stated to have been proposed 
fo r revision . Further report has not been received (February 201 0). 

j2.18 Non/short levy of tax at every point of sal~ 

Goods enumerated in the Schedule VI to the APGST Act, 1957, are taxable at 
every point of sale at the rates mentioned in the schedule. Under the proviso to 
the Schedule VI, tax to be paid at any point of sal e other than first point of sale 
shall be determined after deducting the tax levied on the turnover of such 
goods at the immediately preceding point of sale by a registered dealer from 
the tax Jeviable on the turnover of the same goods at the point of sale by the 
selling dealer. Cable trays , mattresses, ptinting inks, soft drinks, pl ywood and 
wooden furniture are included in the Schedule VI of the Act. 

55 
Hyderabad (Barkatpura, Jubil ee hill s, Mehidipatnam, Osmangunj , Sanathnagar and 
Somaj iguda). 

56 Begumpet and Vi sakhapatnam. 
57 Hyderabad (Malakpet and Marredpa ll y) . 

46 



Chapter !I - Sales Tax 

Test check of the records (December 2005 and October 2008) of seven 
circles58 indicated that the AAs while finalising the assessments in seven cases 
between January 2005 and March 2008 for the years 2003-04 and 2004-05, 
incorrectly exempted the turnover relating to the second point sales of cable 
trays, mattresses, printing inks , soft drinks , ply wood and wooden furniture. 
This resulted in non/short levy of tax of Rs. 25.79 lakh. 

After the cases were pointed out (November 2006 and May 2009), the 
Government/department accepted (December 2005 and October 2009) the 
audit observations in seven cases involving Rs. 25.79 lakh and stated that the 
assessments had been revised in three cases and had been proposed for 
revision in four cases. 

j2.19 Non-levy of penalt~ 

2.19.1 Under Section 53(3) of the APV AT Act, any dealer who has under 
declared tax , and where it is established that fraud or wilful neglect has been 
committed, he shall be liable to pay penalty equal to the tax underdeclared. 

According to Section 9(2) of the CST Act, the authorities empowered to 
assess, reassess, collect and enforce payment of tax under general sales tax law 
of the appropriate State shall , on behalf of the Government of India, assess, 
reassess, collect and enforce payment of tax , including any interest or penalty 
payable by a dealer under the Act as if the tax or interest or penalty is payable 
under the general sales tax law of the State. 

Test check of the records (May and June 2008) of two circles59 indicated that 
the departmental officers had detected underdeclared tax of Rs. 12.46 lakh in 
respect of three VAT dealers for the period from Apri I 2005 to March 2008. 
Though penalty of Rs . 12.46 lakh was leviable, it was not levied. 

The matter was referred to department in April 2009 and to the Government in 
May 2009; their reply has not been received (February 2010). 

2.19.2 Under Section 14(8)(a) of APGST Act, 1957, the penalty leviable shall 
not be less than three times which may extend to five times the tax due in a 
case where the AA is satisfied that the failure of the dealer to disclose the 
whole or part of the turnover or any other particulars correctly, or to submit 
the return before the prescribed date was wilful. 

Test check of the records (December 2006 and January 2007) of Gowliguda 
circle indicated that in one case the AA noticed (June 2005) wilful suppression 
of taxable turnover of Rs. 49.23 lakh for the years 2002-03 and 2003-04. 
Though tax of Rs. 3.94 lakh was levied, the department did not levy penalty of 
Rs. 11.81 lakh. 

58 Hyderabad (Agapurn, Begumpet, Jubilee hills, Khairatabad, Tamaka), Kurnool-III and 
Special Commodities circle. 

59 Secunderabad (Lord bazaar and S.D. Road) . 
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After the case was pointed out (March 2009), the Government accepted 
(October 2009) the audit observation and stated that the assessment had been 
revised and Rs. 1.88 lakh had been collected. Report on recovery of the 
balance amount has not been recei ved (February 2010) . 

2.20 Short levy of tax due to incorrect application of concessional 
rate 

As per the Government order60 dated 13 January 2000, tax at the concessional 
rate of four per cent shall be levied on the sales effected to the departments of 
the State and Central Governments si tuated within the State of Andhra 
Pradesh subject to production of declarations in the Form 'N'. 

Test check of the records (August and November 2007) of two circles61 

indicated that the AAs while finalising the assessments in two cases between 
August 2006 and March 2007 for the years 2003-04 and 2004-05, levied tax 
on sewing machines and steel furniture at the concessional rate of four per 
cent even though the sales of Rs . 1.19 crore were not supported by the 'N' 
Forms in one case and in another case, sales of Rs. 94.47 lakh were made to 
the local bodies. This resulted in short levy of tax of Rs . 13.27 lakh. 

After the cases were pointed out (February 2009) , the Government accepted 
(October 2009) the audit observations in both cases and collected 
Rs. 3.78 lakh in one case by transfer adjustment of the tax refundable to the 
dealer and the assess ment had been proposed for revision in the other case. 
Report on recovery of the balance amoun t has not been received 
(February 2010) . 

~.21 Non-remittance of sales tax deducted at sourctj 

As per Section SH of the APGST Act, 1957 and Section 22 of the APV AT 
Act, tax shall be deducted at source out of the amounts payable to a dealer in 
respect of the work executed by him which shall be remitted to the State 
Government. Non-remittance of sales tax within 15 days from the expiry of 
the month during which tax is deducted attracts interest under Section J 6 of 
the APGST Act. 

Test check of the records (September 2007) of Integrated Tribal Development 
Agency, Utnoor indicated that during the period from 2000-01 to 2005-06, the 
Executive Engineer (EE), Tribal we lfa re, Utnoor recovered Rs. 60.8 1 lakh 
towards sales tax from the bills paid to the works contractors. Against thi s, 
Rs . 51.66 lakh only was remitted to the State Government leaving a balance of 
Rs. 9.15 lakh yet to be remitted. Besides, interest of Rs. 1.68 lakh was also 
leviable under the APGST Act. This resu lted in non-reali sation of revenue of 
Rs. 10.83 lakh . 

Arter the case was pointed out, the EE stated (September 2007) that the 
amount would be remitted. 

60 
G.O.Ms .No.26 Revenue (CT-JI) department 13 January 2000. 

61 
Hyderabad (negumpet) and Medak. 
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The matter was referred to the department in April 2009 and to the 
Government in May 2009; their reply has not been received (February 2010) . 

12.22 Non-forfeiture of excess tax collectio~ 

Under Sections 30 B and 30 C of the APGST Act, no dealer shall collect any 
amount by .way of tax in excess of the amount of tax payable by him on the 
sale under the provisions of the Act. If any person collects tax in contravention 
of these provisions, any sum so collected shall be forfeited to the State 
Government within three years from the date of collection . 

Test check of the records (December 2007 and September 2008) of AC (L TU) 
Nellore and two circles62 indicated that in three cases, excess tax of 
Rs. 7.67 lakh collected during the years 2003-04 and 2004-05 was not 
forfeited to the Government within three years from the date of collection. 

After the cases were pointed out (March and May 2009), the Government 
accepted (October 2009) the audit observations in two cases involving 
Rs . 1.24 lakh and stated that the assessments had been revised. In one case, it 
was stated that the excess collection could not be forfeited as the maximum 
period of three years had lapsed from the date of collection of the amount. 
Failure of the department to notice the excess tax collection and take timely 
action thus resulted in loss of revenue. 

62 Hyderabad (Barkatpura and Punjagutta). 
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13.l Results of auditj 

CHAPTER III 
LAND REVENUE 

Test check of the records of land revenue offi ces conducted during the year 
2008-09 indicated underassessment, non/short levy of revenue and other 
defic iencies amounting to Rs . 110.50 crore in 53 cases which can be classified 
under the following categories: 

(R upees m crore 

SI. Category No. of cases Amount 
No. 

I. Alienation of government lands, non-recovery of 7 106.55 
market value 

2. Incorrect grant of remiss ion of water tax 14 2.59 

3. No n-levy of interest on arrears of land revenue 2 0.47 

4. Non/short levy of road cess 22 0.39 

5. Non/short levy of water tax 5 0.31 

6. Non/short levy of non-agricultural land assessment 1 0.05 
(NALA) 

7 . Other irregul ari ties 2 0. 14 

Total 53 110.50 

During the year 2008-09, the department accepted underassessments and other 
defi ciencies totalling Rs. 66.15 lakh in 22 cases, of which 20 cases involvi ng 
Rs. 63.50 lakh were pointed out during the year 2008-09 and the rest in earli er 
years. Out of thi s, Rs. 0.74 lakh in two cases was reali sed during the year. 

A few illustrative audi t observations involving Rs. 5.72 crore are mentioned in 
the succeeding paragraphs. 
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13.2 Audit observations! 

Scrutiny of the records in the various offices of land revenue relating to 
revenue received from water tax, road cess indicated several cases of 
non-observance of the provisions of the Acts/Rules resulting in non/short levy 
of tax and other cases as mentioned in the succeeding paragraphs in this 
Chapter. These cases are illustrative and are based on a test check carried out 
in audit. Such omissions are pointed out in audit, but not only do the 
irregularities persist; these remain undetected till an audit is conducted. There 
is need fo r the Government to improve the internal control system. so that such 
omission can be avoided. 

13.3 Non-finalisation of alienation of land! 

According to the Board Standing Orders (BSO), alienation of the Government 
land to a company, pri vate individual or institution fo r any publi c purpose will 
normall y be on the collection of its market value/occupancy pri ce and subject 
to the terms and conditions prescribed in the BSO. The BSO permits handing 
over of the possess ion of the land in emergency cases pending form al approval 
of the alienati on proposa l. Neither any ti me limit nor any return has been 
prescribed fo r watching the finali sation of the proposals . 

Test chec k of the records of five offi ces of the tahsildars63 (January 2003 and 
November 2008) indicated that in fi ve cases advance possession of 
Government land admeasuring 1,304.24 acres valued64 at Rs. 109.22 crore was 
handed over to five organi sati ons between October 1989 and August 2006. 
The ali enation proposals were pending with the department fo r a period 
ranging between two and half and 19 years. Thus, non-fi nali sati on of 
ali enation proposals resulted in blocking of revenue totalling Rs. 109.22 crore. 

After the cases were pointed out, the concerned tahsildars stated between Jul y 
2007 and November 2008 that the matters rel ating to ali enation of land were 
being referred to the collectors/revenue di visional officers for fu rther 
necessary action at their end. Reasons fo r the de lay in sending the ali enation 
proposal to hi gher authori ti es were not intimated (February 20 10). 

The matter was referred to the depa11ment between August 2008 and February 
2009 and the Government in April 2009; their reply has not been received 
(February 20 10). 

The Government may consider providing a time limit for alienation of the 
government la(Jd granted to various organisations and bodies and 
improve the internal control to ensure that the proposals are finalised in 
time. 

63 
Ghatkesar, Gudupalle, Jangaon, Karvetinagar and Pendurthy. 

64 
The va lue of land has been calcul ated at the market value ava i I able in the records of the 
concerned Tahsildar. 
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13.4 Loss of revenue due to short collection of conversion f eej 

As per Section 3(1) of Andhra Pradesh Agricultural land (convers ion for 
non-agricultural purpose) Act 2006 (Act), no agricultural land in the State 
shall be put to non-agricultural purpose, without prior permission of the 
competent authority. Section 4(1) of the Act, provides that every owner or 
occupier of agricultural land shall pay a conversion fee at the rate of 
10 per cent of the basic value of the land converted for non-agricultural 
purposes. If the conversion fee so paid is foun d to be less than the fee 
prescribed, a notice shall be issued by the competent authority to the applicant 
within 30 days of the receipt of application intimating the deficit amount to 
him. In case no intimation is received by the applicant with in 30 days about 
the deficit payment of the conversion fees, it shall be deemed that the amount 
paid is sufficient for the purpose. 

Test check of the records of the tahsildar, Kothur, Mahabubnagar district (June 
2008) indicated that two units65 filed an application for the conversion of 
188.125 acres of agriculture land for non-agricultural purpose. The Revenue 
Divisional Officer (RDO), Mahabubnagar issued orders converting the land 
and collected Rs. 7.60 lakh as conversion fee by adopting the basic value of 
the land as Rs. 76 lakh . As the sale consideration mentioned in the registered 
document was Rs. 18 lakh per acre, this was required to be adopted by the 
RDO, Mahabubnagar to arrive at the basic value of the land for the purpose of 
conversion fee. Non-adoption of the actual consideration as basic value of the 
land resulted in short collection of conversion fee by Rs . 3.31 crore. Further, 
chances for realisation of Rs. 3.31 crore collected short are remote as the limit 
of 30 days for demanding the deficit amount is already over. 

After the case was pointed out, the tahsildar, Kothur stated (June 2008) that 
the matter wou ld be examined in consultation with RDO, Mahabubnagar. 

The above matter was referred to the department in November 2008 and the 
Government in February 2009; their reply has not been received 
(February 2010). 

j3.5 Incorrect grant of remission of water ta~ 

As per the provisions of Andhra Pradesh (AP) Water Tax Act, 1988, water tax 
is leviable on all types of land receiving water from the Government :sources. 
Further, as per integrated village accounts, only the Government is competent 
to remit water tax and the Collectors are required to obtain orders from the 
Government whenever such cases of remission arise. Remission granted by 
the Government has to be noted in Account 4-B of the village accounts . 

Test check of the jamabandi66 records (Account 4-B) of 11 offices of the 
tahsildars67 (April and September 2008) indicated that the remission of water 

65 Mis Amsri Builders, Secunderabad and M/s Amsri Spire Constructions Pvt. Ltd., 
Secunderabad. 

66 Jamabandi means finalisation of village accounts and demand. 
67 Cheedikada, Gangavaram , Garugubilli , Nathavaram , Parvathipuram, Pedapadu, Pedavegi, 

Punganur, Rajavommangi , Ramasamudram and Salur. 
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tax amounting to Rs. 2.22 crore was granted by the jamabandi officers68 fo r 
the years 1 July 1997 to 30 June 2005 (jasli years69 1407 to 1414) without 
sanction of the Governmen t. Th is was incorrect and resulted in short 
real isation of Govern ment revenue to that extent. 

After the cases were pointed out, all concerned tahsildars except that of 
Rajavommangi stated (May and September 2008) that the proposals for grant 
of remi ssion had been/would be refeITed to the higher authori ties/Government. 
The tahsildar, Rajavommangi stated (May 2008) that remission was allowed 
as the Government declared the mandal as drought hi t. The reply is not 
tenable as the orders fo r remission of water tax were neither issued by the 
Government nor were these obtained by the concerned district collectors. 

The above matter was referred to the department between Jul y an·d November 
2008 and the Government in February 2009; their reply has not been received 
(February 20 10). 

~ .. 6 Non-levy of water ta~ 

As per the AP Water Tax Act, all lands receiving water for irrigation fro m a 
Government noti fied source of irrigati on shall be subjected to water tax . For 
thi s purpose, all major and medium irrigation sources shall be regarded as 
category-I. The rate of water tax for fi rst or single wet crop irrigation wi th 
water from category-I source is Rs. 200 per acre. 

Test check of the records of office of the tahsildar, Karvetinagar, Chittoor 
district (April 2008) indicated that water tax amounting to Rs . 13.36 lakh was 
not levied by the Tahsi ldar though 6,678 .10 acres of land was irrigated with 
water from Krishnapuram Project reservoir during the period 1 July 1998 to 
30 June 200470 (jasli years 1408 to 1413). 

After the case was pointed out, the tahsildar, Karvetinagar stated (April 2008) 
that action would be taken to levy water tax. 

The above matter was referred to the department in July 2008 and the 
Government m March 2009; their reply has not been received 
(February 2010). 

13. 7 Non/short levy of road cessl 

Under the AP Irrigation, Uti li sation and Command Area Development Act, 
1984, read with the notifications issued thereunder, road cess at the rate of 
Rs. 12.35 per hectare per annum is leviable for laying of roads and their 
upkeep in the command areas of Nagarjunasagar, Sriramsagar and 
Tungabhadra projects . The Commissioner of Land Revenue, clarified in 

68 
Jamabandi officer is District Collector or any other officer nominated by him not below 
the rank of RDO. 

69 
Fasli year means period of 12 months from July to June. 

70 
Jamabandi for fasli years 1408-1413 was completed in the year 2007-08. 
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August 198971 that the road cess is leviable on all ayacutdars72 irrespective of 
the formation of roads and suppl y of water in their command areas relating to 
the above projects . 

Test check of the jamabandi records of five offices of the tahsildars73 

(February and December 2008) indicated that the road cess of Rs. 4.97 lakh 
was not levied on ayacutdars in the command areas of the above projects in 
four cases , while it was levied short by Rs. 63,646 in one case during the 
period 1 July 1998 to 30 June 2003 (jasli years 1408 to 1412). This resulted in 
non/short levy of road cess of Rs . 5.60 lakh. 

After the cases were pointed out, all the tahsildars stated (February and 
December 2008) that the demands for the road cess would be raised in the next 
jamabandi. 

The above matter was referred to the department between June 2008 and 
January 2009 and the Government in March 2009; their reply has not been 
received (February 2010). 

71 Z2/486/88 dated 28 August 1989. 
72 Land owners in command areas of irrigation projects . 
73 Gooty, Mogulapalli , Muppalla, Tadipatri and Yellanur. 
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CHAPTER IV 
TAXES ON VEHICLES 

@.1 Results of auditj 

Test check of the records of the offices of the Transport Department conducted 
during the year 2008-09 indicated non/short levy of taxes and loss of revenue 
amounting to Rs. 80.81 crore in 242 cases wh ich could be classified under the 
fo llowin g categori es: 

(R u 1ees m crore 

SL Category No. of Amount 
No. cases 

l. Citizen Friendly Services in Transport Department l 16.94 
(A review) 

2. Non-levy of quarterl y tax and penalty 42 13.76 

3. Short collection of penalty on belated payment of tax 42 10.54 

4. Non-reali sati on of fee due to non-renewal of fitness 26 3 1.29 
certifi cate 

5. Non-levy and co ll ecti on of green tax 39 3.56 

6. Non- levy and co llecti on of one time tax 21 1.65 

7. Non- levy and co llection of quarterl y tax and penalty on l 1.08 
stage carriages 

8. Non-levy/co llection of compounding fee 32 0.78 

9. Non-levy and collecti on of tax on road ro llers 9 0.33 

10. Loss of revenue due to non-conversion of fair weather 4 0.05 
routes into all weather routes 

11. Other irregularities 25 0.83 

Total 242 80.81 

During the year 2008-09, the department accepted underassessments and other 
deficiencies of Rs. 14.62 crore in 68 cases which were pointed out in audit 
during the year 2008-09. Out of this , Rs. 1.80 crore was col lected in 27 cases. 

A few illustrative audit observations involving Rs . 51.99 crore and a review on 
"Citizen Friendly Services in Transport Department" involving 
Rs. 16.94 crore are mentioned in the succeeding paragraphs. 
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4.2 CITIZEN FRIENDLY SERVICES IN TRANSPORT 
DEPARTMENT (CFST) 

Highlights 

• Business rules were not incorporated into the CFST application 
resul ting in non/short levy of life tax on company vehicles, second and 
subsequent vehicles of individuals, green tax and card fee etc ., 
amounting to Rs. 6.20 crore. 

(Paragraph 4.2.11) 

• Lack of input validations had resulted in erroneous/inconsi stent and 
incomplete data. There were gaps in issue of registration numbers 
resulting in non-allotment of regi stration numbers . Non-allotment of 
numbers under choice/reserve category resulted in loss of revenue on 
reservati on fee/choice fee amounting to Rs . 23.64 lakh. 

(Paragraphs 4.2.12.1 & 4.2.12.2) 

• In 12 offices repetition of the numbers of insurance cover notes was 
noticed in 6,08,116 vehic les relating to eight insurance companies. 

(Paragraph 4.2.14) 

• In ten offices 31 ,831 vehicles with the same chassis number were 
noticed. Further, 53 ,582 duplicate engine numbers with different 
transactions and different c lasses of vehicles were noticed. 

(Paragraph 4.2.15) 

• CFST has been prompting demand which was either less or higher than 
the actual demand to be raised. 

(Paragraph 4.2.16) 

• The department did not have adequate internal control mechani sm 
whi ch resulted in non-monitoring of the driving licences issued, 
non-reconciliation of e-seva transactions and non-verification of data. 

(Paragraphs 4.2.18.1 & 4.2.18.2) 

• Though computeri sation commenced in the year 2000, internal audit 
was not conducted to get an assurance on the working of the system. 
Discrepancies were noticed in the demand and collection statement. 

(Paragraph 4.2.18.3) 

4.2.1 Introduction 

The Transport Department of the Government of Andhra Pradesh is governed 
by the Motor Vehicle (MV) Act 1988, the Central Motor Vehicle Rules, 1989, 
the Andhra Pradesh Motor Vehic les Taxation (APMVT) Act, 1963 and the 
Andhra Pradesh Motor Vehicle Rules, 1989. The Transport Department is 
primari ly responsible for enforc'ement of the provi sions of the ~c ts and the 
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rules framed thereunder which, interalia, includes the collection of taxes and 
fees , issuance of the driving licences, certificates of fitness to transport 
vehicles, registration of the motor vehicles and granting regul ar and temporary 
permits to the vehicles. 

The Government of Andhra Pradesh envisaged the scheme of computerisation 
in the Transport Department in the year 1989 to make the department citizen 
friendly in its functioning and to provide smart services to the public. The 
objectives of the computerisation were to build a comprehensive database and 
provide online access to the public covering the entire gamut of services viz., 
issue of the driving li cences and permits, registration and taxation of the 
vehicles and moni toring the transport system in the State. 

The e-governance software initially named as "Fully Automated Services of 
Transport Department" (FAST) was implemented in 11 offices and was 
confined to the issue of the drivi ng licences and registrati on of private 
(non-commercial) vehicles . The software was later renamed as 'Citizen 
Friendly Services in Transport Department (CFST)' and implemented in 
May 2000 in all the 44 Deputy Transport Commissioner (DTC)/Regional 
Transport Offices. 

4.2.2 Organisational set up for implementation of the CFST 

At the Government level , the Principal Secretary (Transport, Roads and 
Buildings Department) heads the implementation and moni toring of the CFST. 
At the Commissionerate, one Joint Transport Commissioner (IT) who directly 
reports to the Transport Commissioner (TC) is incharge of the CFST. At the 
district level, there are the DTCs and the Regional Transport Officers (RTOs) 
who are in tum assisted by the Motor Vehicles Inspectors (MVIs) , the 
Enforcement Wing consisting of the Enforcement Officers, Inspectors and 
Assistant Motor Vehicle Inspectors. Database Administrators of Mis Raasi 
Enterprise Solutions Limited (RESL) assist the DTCs/RTOs in operation of 
the CFST. 

4.2.3 Information System set up 

Mis Tata Infotech Ltd and Mis ECIL developed the CFST application at a cost 
of Rs. 3.25 crore with Oracle 8i at the backend and Developer 2000 and Visual 
Basic at the front end. With Windows NT as the operating system, the system 
architecture was based on the client server model. There are fi ve modules in 
the CFST viz., driving licences, registration of the vehicles, permits, tax and 
fitness certificates. 

4.2.4 Significance of the database 

The revenue from taxes on vehicles increased from Rs. 1,364.74 crore in 
2006-07 to Rs. 1,800.62 crore in 2008-09 and is one of the major sources of 
revenue for the State (around six per cent). All the activities of the transport 
department viz., issue of the driving licences, permits, collection of taxes, 
generation of various statements etc., are performed through the CFST and 
there is no manual record. Details like names, addresses, and signatures of the 
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buyer and seller of the vehicles, life tax paid by the individuals and quarterly 
tax paid for the transport vehicles are captured during the process of 
registration/issue of permits/l icences and are thus undeniably critical. Even 
for the department, the CFST application is immensely useful for issue/ 
renewal of the licences, assessment of taxes and fees, monitoring of the 
transport system in the State etc . 

4.2.5 Processes through the CFST 

Registration of the vehicles: Al l the vehicles are classified as transport74 and 
non-transport75 vehic les. A new non-transport vehicle is initially issued a 
temporary registration number by the dealer after payment of life tax by way 
of a demand draft at e-seva76 centre and the details are updated in the CFST. 
Subsequently, the vehicle is allotted a system generated permanent registration 
number within one month of purchase of the vehicle by the jurisdictional 
DTC/RTO and a registration certificate (laminated card) is issued through the 
CFST. All the detai ls viz., name of the vehicle owner, vehicle cost, engine 
number, chassis number, life tax paid and date of registration etc., are captured 
during the registration. 

Issue of the driving licences: An individual above 16 years of age desiring to 
obtain a driving licence is initially issued a licence valid for six months after 
successfully negotiating a test through the CFST. His details like name, date 
of birth, address are captured and subsequently, after passing the driving test, a 
permanent licence is issued through the CFST. 

All subsequent transactions viz., transfer of ownership, change of address etc ., 
are monitored through the data captured. The quarterl y taxes, fees on account 
of permits, fitness etc., are monitored/retrieved and the ledgers/DCB 
statements are updated. 

4.2.6 Audit objectives 

The review of the CFST was conducted to ascertain whether 

);:> buil t-in input, process and output controls were adequate ; 

);:> business rules were incorporated in the CFST; 

);:> data captured in the system were complete, correct and rel iable; 

);:> performance and utili sation of the CFST was consistent; and 

);:> internal control framework and monitoring mechanism were adequate. 

74 
A transport veh icle is a vehicle which is used fo r commercial purposes for e.g., stage 
carrier, truck, goods vehic les etc. 

75 
A no n-transport vehicle is a vehicle which is used for non-commercial purposes for e.g., 
motor cycle, motor car etc. 

'/6 
An e-seva center is a facility provided by the Government of Andhra Pradesh under public 
private partnership to enable the public to pay all the taxes , fees , duties relating to vari ous 
departments under one roof. 
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4.2. 7 Scope and methodology of audit 

Audit of the application software (CFST) was conducted for the period since 
implementation i.e., from May 2000 to March 2009. The data furnished by 
the JTCs/DTCs/RTOs were scrutinised using the generalised audit software -
IDEA (Interactive Data Extraction and Analysis) . The results of queries were 
compared with the information maintained in the physical records/documents 
avai I able at the JTCs/DTCs/RTOs. 16 offices 77 were selected based on the 
transactions , vehicular strength etc., covering the three different regions of 
Andhra Pradesh (Andhra, Rayalaseema and Telangana). 

4.2.8 Acknowledgement 

The Indian Audit and Accounts Department acknowledges the co-operation of 
Transport Department in providing the necessary information and data to 
audi t. An entry conference was held in April 2009 with the Transport 
Commissioner in which the objectives of the IT review and audit methodology 
were explained. The draft review was forwarded (August 2009) to the 
Government with a request for their response. An exit conference was held in 
November 2009 in which the audit findings and recommendations were 
discussed with the department and the Government. Transport Commissioner 
represented the department and the Deputy Secretary Transport represented 
the Government. The response of the department and that of the Government 
received in the exit conference and at other points of time has been 
appropriately reflected in the relevant paragraphs of the review. 

Audit findings 

General controls 

4.2.9 Lack of input validations 

The database of any computerised system has to be correct and complete in all 
respects. To ensure this, the procedures and controls should guarantee that the 
data received for processing is genuine, complete, accurate and properly 
authorised. 

The following discrepancies were noticed which were due to absence of data 
validation checks: 

• Fitness certificate renewed beyond the permissible period: As per 
Section 56 of the MV Act and Rule 62 of the CMV Rules, a certificate of 
fitness granted in respect of the transport vehicles shall be in Form 38 
and such certificate when renewed shall be valid for a period of one year. 
However, it was noticed in 1,36,558 cases that the fitness certificates 
involving fee of Rs. 10.74 crore were renewed for more than one year 
contrary to the provisions and having serious implications on the road 
safety. 

77 TC-Hyderabad, JTC-Khairatabad, DTCs - Chittoor, Guntur, Kurnool , Vijayawada, 
Visakhapatnam, RTOs - Amalapuram, Bhimavaram, Gudivada, Hindupur, Hyderabad 
(West) , Narasaraopet, Rajahmundry, Rangareddy (East) and Tirupati. 
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• Licences issued to underaged persons: As per Section 4 of the MV Act, 
no person under the age of 16 years shall drive a motor vehicle in any 
public place. However, it was noticed that 1,280 driving licences were 
issued to persons below the age of 16 years. 

• Learners' licences issued beyond permissible period: As per Section 
14 of the MV Act, a learner' s licence shall be effective for a period of six 
months from the date of issue of the licence. However, it was noticed in 
18,626 cases of 11 offices that learners ' licences remained valid for more 
than six months in contravention of the provisions of the Act . 

• Registration certificate (RC) renewed beyond the permissible period: 
As per Rule 52(2) of the CMV Rules, RC of the vehicle shall be renewed 
for every five years after completion of 15 years from the date of 
registration. It was noticed in 41,978 cases that the validity of the RC 
issued was for more than 15 years. 

• International driving permit issued beyond the permissible period: 
As per Rule 16(4) of the CMV Rules, every international driving permit 
issued by a licensing authority shall be valid for a period of not more 
than one year from the date of issue. However, it was noticed in two 
cases that they remained valid for more than two years. 

After this was pointed out, the department stated (November 2009) that 
necessary validation checks would be provided. 

The following inconsistencies/improbabilities were also noticed in the CFST 
due to lack of proper validation and input controls. 

• In 551· cases, driving licences were issued to persons above 100 years of 
age. 

• In 4,019 cases, the date of driving test was shown as the date prior to the 
date of application. 

• In 9,105 cases, tax payment date was beyond the system date. 

• The date of birth and the date of issue of licence were the same in one 
case. 

• In three cases, the date of birth was later than the date ,of issue of driving 
licence. 

• In one case, learner's licence marks were zero but the result was shown 
as passed though the minimum marks required for issue of a licence was 
16 out of 20 marks. 

• In 15 cases, validity of the date of registration of the vehicles was shown 
prior or same as the date of issue of the RC. 

• In six cases, validity of international driving permit expired before the 
issue date. 
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The department stated (November 2009) that on line services and slot-booking 
system for issue of the driving licences has been introduced (March 2009) and 
the necessary validation checks have been provided. The repl y is not correct 
as the slot-booking system was introduced on ly in three districts coveri ng 
seven offices 78 whereas the above findi ngs pertain to the period prior to 
March 2009. 

4.2.10 Blanks in the database 

Scrutiny of the database re lating to the CFST revealed that for many crucial 
fields, they were left blank or shown as information not available. Further, in 
case of many fie lds either the amounts shown were negative or zero which is 
not possible. The detail s of the number of such fie lds fo r the tes t checked 
units are as mentioned below: 

Field Field details Number of fields 

Learners licence, driv ing licence issue date 8,25,191 

Vehicle cost 5,77,38 1 

Insurance company 2,04,229 

Vehicle registration validity 1,61,553 

Address 1,28,601 

Engine number 71,246 

Father/guardian name 53,03 1 

Applicant 's sex 
Blank/NA 

31,029 

Domestic licence number in case of 13, 186 
international licences 

Chassis number 8,623 

Visa validity in case of international licences 5,633 

Permit approval authori ty 3,792 

Date of birth 1,284 

Permit vehicle class identity 1,263 

Applicant ' s name 4 

Challan amount Zero 1,950 

Tax amount 2,278 

Compounding fees 16,088 

Cash amount 383 

Penalty amount 
Negative 

180 

Test fee amount 14 1 

Demand amount 22 

The department replied (November 2009) that the software did not have 
enough validation features to identify the inconsistencies in the data and 
remedial steps were being taken in a phased manner.. 

78 JTC-Khairatabad, DTCs - Kadapa and Vijayawada, RTOs, Hyderabad (East, North , South 
and West . 
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The Government may ensure that the validation controls are buil t into the 
system to avoid entry of unauthorised and inconsistent data. 

Application controls 

4.2.11 Business rules not mapped at the time of system design 

4.2.11.1 Short collection of card fee 

The Government of India by a notifi cation revi sed (May 2002) the dri vi ng 
licence fee prescribed under Rule 32 of the CMV Rules. According to the 
notification , rate of fee prescribed for issue of fresh/renewal/endorsement of 
driving licence in form 7 (laminated card) was revised from Rs . 150 to Rs. 200 
per card with effect from 31 May 2002. 

Test check of the driving li cences issued in all the 44 offices in the State 
between April 2007 and March 2008 indicated that card fee was collected at 
Rs. 150 per card instead of Rs. 200 in respect of 5,05,083 cards issued during 
the above period. This resulted in short collection of card fee of Rs. 2.53 crore. 

The department stated (November 2009) that it had started issuing li cences in 
lami nated card (Form 7) from Apri l 2008 onwards and hence there was no 
short levy. The reply is incorrect as the enhanced fee of Rs . 200 per card was 
payable in accordance with the notification in Form 7 since May 2002. 

4.2.11.2 Short levy of life tax 

As per the ordinance79 issued by the Government of Andhra Pradesh dated 
2 January 2008 read with the circular memo80 dated 4 January 2008 issued by 
the TC, life tax at the rate of 12 per cent of the cost of the vehic le shall be 
levied on company vehicles and on second and subsequent non-transport 
vehicles owned by the individuals at the time of registration of a new vehicle 
instead of nine per cent levied earlier. TC in his circular memo dated 
4 January 2008 instructed that all the registeri ng authorities should invoke this 
amendment on new vehicles sold and registered in this state and the non
transport vehicles brought from the other states and further informed that in 
these cases , sixth schedule has to be referred to . 

a) Test check of the records in 10 offices81 indicated that life tax in respect 
of 1,136 company vehicles was calculated at nine per cent instead of 
12 per cent in contravention of the above ordinance. Non-incorporation 
of the provision dated 4 January 2008 into the CFST resulted in short 
collection of li fe tax of Rs. 81.85 lakh . 

After the cases were pointed out, it was stated (November 2009) that the tax 
payments received at e-seva reflect onl y nine per cent of the cost of the 
vehicle and the differential three per cent is collected at the departmental 

79 
Ordinance No.1/2008 dated 2 January 2008 amend ing the 3"1 proviso to sub-section (2) of 
Section 3 of MVT Act, 1963 wherein 61

1t schedule was inserted. 
8° Circular Memo No. 117831 /S/2005 dated 4. 1.2008. 
81 

JTC-Khairatabad, DTCs - Chittoor, Guntur, Kurnool, Vijayawada, Visakhapatnam. 
RTOs - Amalapuram, Bhimavaram, Rajahmundry and Hyderabad (East) . 
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counter. The reply of the department is incorrec t as the CFST prompts only 
nine per cent life tax instead of 12 per cent payable . Besides collection of tax 
at two points defeats the basic purpose of providing customer friendly 
services . 

The department may take necessary steps to update the CFST and link it 
with e-seva to prevent scope of short levy of tax and for providing better 
services. 

b) Test check of the data and registration files relating to non-transport 
vehicles owned by the individuals in seven offices82 indicated that there 
were no controls in the CFST to detect that a vehicle being registered 
was a second and subsequen t vehic le. As a result, though the second and 
subsequent non-transport vehicles were registered wi th the DTC/RTOs 
in 330 cases, life tax was collected at the rate of nine per cent only 
instead of 12 per cent resulting in short levy of life tax of Rs. 44.58 lakh . 

After the cases were pointed out, the department stated (November 2009) that 
details were awaited from the offices concerned. Further reply is awaited 
(February 2010). 

4.2.11.3 Non-levy of life tax at the minimum prescribed rate in respect 
of non-transport vehicles 

As per the 3'd schedule under 2nd proviso to the Section 3(2) of the APMVT 
Act, life tax at the minimum rate of nine per cent on the cost of the vehicle 
shall be levied at the time of registration of a new vehicle. 

It was noti ced in 12 offices83 that the CFST did not levy tax on non-transport 
vehicles. T he tax at the minimum rate of nine per cent amounted to 
Rs. 2.41 crore. 

After the cases were pointed out, the department stated (November 2009) that 
battery-operated vehicles are exempted from the payment of life tax for a 
period of five years from the date of regi stration and hence there was no short 
levy. The reply is inco1Tect as the cases pointed out in audit do not include 
any battery operated vehicles. 

4.2.12 Registration of vehicles 

4.2.12.1 Gaps in issue of the registration numbers 

Each DTC/RTO office in the State is allotted a unique registration series. The 
registration numbers should be awarded in a sequence to monitor the date/year 
of registration (model) of the vehicle . All the numbers in a series should be 
prompted by the CFST in a chronological order and exhausted before 
proceeding to the new series. 

8 ~ JTC-Khairatabad, DTCs - Chittoor, Nellore, Visakhapatnam, RTOs - Hyderabad (East and 
West) and Uppal. 

83 JTC-Khairatabad , DTCs - Chittoor, Guntur. Kurnool. Vijayawada , Visakhapatnam , 
RTOs - Amalapuram , 13himavaram, Gudi vada , Narasaraopet, Rajahmundry and Tirupati. 
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Test check of the latest series of the database relati ng to the registration 
numbers in 11 offices84 indicated that there were gaps in the registration 
numbers as the CFST does not prompt the registration numbers in a 
chrono logical order. On cross verificati on with the registration detai ls, it was 
confirmed that these numbers were not allotted to any of the vehicles and the 
next series was started. 

After thi s was pointed out the department stated (November 2009) that 
suitable changes would be made in the CFST to take care of the gaps. 

4.2.12.2 Allotment of choice numbers 

According to the instructions85 dated 20 September 2006 issued by the 
Government, an additional tax86 under reservation fee/choice fee shall be 
co llected if the owner of a vehicle desires to have a registration number of hi s 
choice. 

During the test check of the records of 11 offices87 it was noticed that there 
were 992 gaps in the regis tration numbers in 23 'series ', most of which were 
covered under the reservation/choice category. Non-allotment of these 
numbers had resulted in loss of revenue ~on reservation fee/c hoice fee of 
Rs. 23.64 lakh. 

After thi s was pointed out, it was replied in nine88 offices that the matter 
would be exami ned. In two offices89

, it was replied that the special numbers 
were displayed on a noti ce board and the applicants were wi lling to take new 
series only. The reply is not tenable as the running series must be exhausted 
before proceeding to the new one. 

4.2.12.3 Modification of data resulting in short levy of reservation fee for 
other than special numbers 

Accordi ng to the notification90 dated September 2006, an amount of Rs . 5,000 
for four wheeler and Rs. 2,000 for two-wheeler shal l be collected for reserving 
any number other than the special numbers. As per the existing instructions, 
the veh icle has to be produced for inspection/registration within fifteen days of 
the reservation of the number. 

Test check of the data relating to the reservation fee for other than special 
numbers in two offices9 1 indicated that Rs . 2,000 was collected towards the 
reservation of a number for two-wheeler and an acknowledgement was issued. 

84 
JTC-Khairatabad , DTCs - Chittoor, Gu ntur, Vijayawada, Vi sakhapatnam, RTOs -
Amalapuram , Bhimavaram , Gudivada, Narasaraopet, Rajahmundry and Tirupati . 

85 G.O.Ms .No.175, TR&B (TR I) dated 20 September 2006. 
86 Rs. 1,000 for same day choice number and Rs. 50, 000 fo r special numbers like 9, 99, 999. 
87 JTC-Khairatabad, DTCs - Chittoor, Guntur, V ij ayawada, Visakhapatnam, RTOs -

Amalapuram , Bhimavaram, Gud ivada, Narasaraopet, Rajahmundry and Tirupati. 
88 

JTC-Khairatabad, DTCs - Chittoor, Guntur, V isakhapatnam, RTOs - Amalapuram, 
Gudivada, Narasaraopet, Rajahmundry and Tirupati. 

89 DTC Vijayawada and RTO Bhimavaram. 
90 G.O.Ms.No.175 , Transport, Road & Buildings (TR.I) dated 20 September 2006. 
91 DTC-Visakhapatnam and RTO-Rajahmundry. 
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Subsequentl y, four-wheeler was produced for inspection/registration and the 
data was modified. It was , however, noticed that the differenti al amount of 
Rs. 3,000 (between two and four wheeler) was not coll ected in respect of 
15 veh icles which resulted in short levy of reservation fee of Rs. 0.45 lakh. 

Lacunae in the CFST enabling the users to select option of two wheeler or four 
wheeler after reservation of the number resulted in modifi cation of the data 
and unintended benefit to the vehicle owners . 

The Government may consider reviewing the business rules to ensure that 
all business rules are incorporated into the CFST and updated regularly 
to avoid leakage of revenue. 

4.2.13 Duplicate demand drafts 

The demand drafts (DD) issued by the banks bear unique numbers and cannot 
be allotted to any other drafts in the same bank. The DD number has to be 
entered in the concerned field in the CFST as a proof of payment. 

Test check of the detail s relating to DDs pertaining to nine offices92 revealed 
that 1,50,602 transactions were made with the same DD numbers repeated 
two to six times and issued by the same bank. Cross verification of the DD 
numbers with the reports generated by the department confirmed the same. 

After this was pointed out, the department stated (November 2009) that the 
duplication was due to the bidding of special numbers where the unsuccessful 
bidder can produce the same DD again . The reply is incorrect as the dupli cate 
DDs pointed out include DDs received on account of national permits , taxes , 
fees etc. 

4.2.14 Insurance cover note numbers 

Rule 47 of CMV Rules prescribes Form 20 for the application of vehicle 
registration in which the insurance certificate or the cover note number is to be 
fi lled in by the owner of the vehicle. 

Test check of the data relating to the insurance cover note numbers in 
12 offices93 indicated that there was repeti tion of the insurance cover notes 
re lating to eight insurance compan ies in 6,08,116 veh ic les. The recurrence of 
multipli city of the insurance certifi cate/cover note numbers indicated that the 
insurance certifi cate/cover note numbers appeared to have been forged to get 
the vehicles registered. 

After this was pointed out, the department stated (November 2009) that there 
exists a larger malpractice in the insurance cover notes where similar cover 
notes are given for different vehicles at different or some times in the same 
offices . It was also stated that the matter was taken up with Insurance 

92 JTC-Khairatabad, DTCs - Chittoor, Visakhapatnam, RTOs - Amalapuram, Bhimavaram, 
Gudivada , Hyderabad West Zone, Narasaraopet and Rajahmundry. 

93 JTC-Khairatabad , DTCs - Chittoor, Guntur, Kurnool, Vijayawada , Visakhapatnam , RTOs 
-B himavaram , Gudi vada, Hyderabad (West) , Narasaraopet, Rajahmundry and Tirupati . 
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Regulatory and Development Auth01ity (IRDA) to deal with the menace of 
dupli cate insurance cover notes . 

4.2.15 Chassis/engine numbers 

Chassis/engine nu mber is unique to each vehicle and the same number cannot 
be allotted to more than one vehicle . 

Test check of the data rel ati ng to 10 offices94 indicated that there were 31 ,831 
vehicles with the same chassis numbers. Further, 53 ,582 duplicate engine 
numbers with differen t transactions and different class of vehicles were also 
noticed. 

After thi s was pointed out, the department stated (November 2009) that two 
vehicles with same engine/chassis number was possible as it relates to 
temporary/permanent registration number. The reply is inco1Tect as all the 
cases pointed out pertain to other than temporary registration numbers only. 

4.2.16 Incorrect demand on stage carriages 

According to a notification95 issued (April 2006) by the Government under 
Section 3 of the APMVT Act, tax is leviable on transport and non-transport 
vehicles at the rates specified therein . 

Test check of the data relating to levy of demand and collection of the 
quarterly tax on the stage carriages96/contract carriages indicated that the 
CFST has been prompting demand which was either less or higher than the 
actual demand to be raised. Results of test check of the records of six stage 
carriages in four offices are mentioned below: 

(A mount m rupees 

Office Registration number of Actual Demand prompted 
stage carriages test demand by CFST 

checked 
JTC, Hyderabad AP09Y 5830 11,240 8,320 

DTC, Guntur 
APC6633 11,720 19,470 
TSE4 18 8,320 13,630 

DTC, Kurnool KA03-1655 6,620 9,270 
DTC, Visakhapatnam AP31X9899 22,230 49,980 

AP31TT2405 16,280 36,620 

As and when a registered owner approaches the DTC/RTO to pay the 
quarterly tax, taxes are being accepted by referring to the taxation schedule 
based on the mode of the permit97

, seating capacity of the vehicle, ignoring the 
demand prompted by the CFST. 

94 
JTC-Khairatabad , DTCs - Chittoor, Guntur, Vijayawada, Visakhapatnam, RTOs -
Bhimavaram, Gudivada, Narasaraopet, Rajahmundry and Tirupati . 

95 G.O.Ms.No.68 TR&B (TR.I) dated 13 April 2006. · 
96 s tage carriage is a transport vehicle intended to carry passengers from one stage to another 

stage. Tax has to be paid quarterly depending on the seati ng capacity/mode of permit. 
97 

Vari ous types of permits are dis trict permit (to ply wi thin the district) , state permit (to ply 
within the state) etc. 
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In the above cases, the permit (idle/home/state) is not being updated in the 
CFST and payments were being accepted at the departmental counters thereby 
expos ing a potential th reat of short reali sation if the person at the counter was 
not vigil ant. F urther, temporary permits to SETWIN buses were continued to 
be issued manuall y though the CFST was in use for over nine years . It was 
also noti ced that the system change request for incorporation of the correct tax 
rate was not sought for by any of the fie ld offi ces so far. 

After thi s was po inted out the department stated (November 2009) that action 
would be initi ated to codify the stage and contract carriages to avoid short 
col lection. 

4.2.17 Transactions on holidays 

As per the existing procedure , the Transport Department and all the dis trict 
offices work fo r six days a week and the transactions are closed on Sundays 
and holidays . 

However, a scrutiny of the CFST data re lating to 12 offices98 indicated that the 
fo llowing transactions occurred on Sundays. 

• In 6,552 records, fi tness certificates were issued. 

• In 4,082 records, motor vehicle driving test was conducted. 

• In 28 ,120 records, challans were paid. 

• In J ,441 records, learners ' licences were approved. 

• In 656 records dri ving licences were issued. 

After this was pointed out, the department accepted (November 2009) the 
audit observation and replied that the database has been regulated to permit 
transactions only on working days. The point, however, remains as to whether 
these transactions were genuine and if so, what necessitated carrying out the 
transactions on Sundays. 

4.2.18 Lack of internal controls 

4.2.18.1 Non-monitoring of the driving licences issued 

As per the existing instructions, the work relating to issue of the driving 
licences is allotted to the MVIs at the DTC/RTO Offices and later approved by 
the DTC/RTO concerned. The work done by the staff needs to be monitored 
by the higher authorities through MIS reports generated through the CFST. 

Scrutiny of the data relating to issue of the driving licences in the office of the 
DTC, Vijayawada indicated that 54,048 driving licences were issued by the 
MVIs in 26 months between the period May 2006 and June 2008 . It is evident 
that the MVI on an average had issued 87 driving licences per day. 

98 JTC-Khairatabad , DTCs - Chittoor, Visakhapatnam, Guntur, Vijayawada and Kurnool , 
RTOs - Bhimavaram, Gudivada , Hyderabad (West), Narasaraopet, Rajahmundry and 
Tiru ati . 
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After this was pointed out, the department stated (November 2009) that at 
present only 27 drivi ng licences are being issued. As regards the reasons for 
issue of more licences per day, it was stated that an enquiry in this regard was 
under process. 

Similarly, it was noticed in the office of the RTO , Rajahmundry that 12,314 
licences were issued by an MVI between the period November 2008 and 
June 2009 at an average of 68 driving li cences per day. This figure also seems 
to be on the higher side. 

After thi s was pointed out the department stated (November 2009) that at 
present, issue of licences were being restri cted to on ly 23 per day. 

4.2.18.2 Non-reconciliation of e-seva transactions 

As per the existing instructions, payment of taxes and fee can be made at the 
departmental counters as well as at e-seva centers by the owner of the veh icle . 
Payments made at e-seva centers shall be remi tted to the transport department 
on periodical basis . The reconciliation of e-seva figures with the departmental 
figures has to be done and the difference, if any, need to be analysed. It was 
noticed in audit that periodic reconcil iation was not done in any of the offices 
tes t checked except the DTC Vijayawada. In the absence of the reconcil iation , 
the correctness of the amount paid could not be ascertained. 

After thi s was pointed out the department stated (November 2009) that 
reconci li ation would be done. 

4.2.18.3 Lack of monitoring and internal control mechanism 

• Internal audit: Though computerisation commenced in the year 2000, 
internal audit was not conducted to get an assurance on the worki ng of the 
computerised system. After thi s was pointed out, the department accepted 
(November 2009) the fact and assured that the internal audits would be 
conducted in future . 

• Verification of data: As both client and server are independent 
DTCs/RTOs, transaction data relating to issue of licences, permits, 
collection of taxes and fees etc. , has to be forwarded to the TC for 
scrutiny. It was, however, noticed that the data was not being sent to the 
TC resulting in non-detection of errors and loss of revenue which could 
have otherwise been restricted/curtailed through executi ve instructions 
and guidelines. 

Audit observed that the ex isting in ternal control mechani sm was not 
effective for reviewi ng the transaction data by management. There was 
also no system to generate logs for recording actions of users whi ch 
would provide the system admini strators and organisation management, a 
certain degree of control. 
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Discrepancies in DCB statement 

Scrutiny of the DCB statement relating to transport vehicles in three99 offices 
for the quarter ended 31 March 2009 revealed that the statement was not 
reflecting the actual strength of the vehicles as well as the actual demand due 
to the following reasons . 

• Numbers of vehicles which are under stoppage100 were not indicated in 
the DCB leading to overstatement of demand. 

• The vehicles with 0 kilometres and taxation thereon were included in 

DCB without any details of vehicles . 

• Andhra Pradesh State Road Transport Corporation (APSRTC) vehicles 
are taxed centrally for the entire state at the Transport Commissionerate, 
Hyderabad based on gross traffic earnings. However, fitness and permits 
to the APSRTC vehicles are issued at DTCs/RTOs to the RTC depot 
managers. In this process, the DCB particulars at DTCs/RTOs are updated 
resulting in over statement of demand. 

After this was pointed out the department stated (November 2009) that 
remedial measures would be taken to ensure an accurate DCB. 

The Govern ment may ensure the internal audit inspection and strengthening 
the internal controls at various levels . 

4.2.19 Other points of interest 

Scrutiny of miscell aneous records at the TC office and 13 offices 101 indicated 
fo ll owing: 

4.2.19.1 Non-documentation of the business continuity and disaster 
recovery plan 

Though CFST was in use since May 2000, the department had not prepared 
and implemented a business continuity and disaster recovery plan. 

4.2.19.2 Non-monitoring of IT assets 

The total cost of the hardware in all the offices was about Rs. 10.25 crore. 
However, audit noticed that neither the hardware issue register nor the register 
of IT assets was being mai ntained in any of the offices test checked. After thi s 
was poin ted out, the department (November 2009) stated that the same would 
be maintai ned. 

99 DTCs - Chittoor, Visak hapatnam and RTO-Amalapura m. 
100 The state of inactivity o f a vehicle for a particular period for which no tax is payable. 
101 JTC-Kha iratabad , DTCs - Chittoor, Guntur, Kurnool, V ijayawada, Visakhapatnam, 

RTOs - Amalapuram, Bhimavaram, Gudivada , H indupur, Narasaraopet, Rajahmundry and 
Tiru ati . 
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4.2.19.3 Non-provision of fire fighting equipment at server room 

Audit noti ced that there was no fire detection/fighting equipment or fire 
extinguishers to fight any conti ngency in any of the 16 offices test checked. 
After this was poi nted out the department stated (November 2009) that action 
woul d be taken to provide the fire fighting equipment. 

4.2.19.4 User manuals not provided 

It was noticed that user manuals on the CFST were not provided to the 
employees in 8 out of the 16 offices test checked. After thi s was pointed out, 
the department stated (November 2009) that online user manual woul d be 
created and made available to the staff. 

4.2.19.5 Linking of the database with other agencies 
'i' 

The info rmation re lating to vehicles i.e., registration number, chassis number, 
vehicle type, engine number etc., contained in the CFST have to be shared 
with the Police Department for initiating action in cases of theft, loss etc . 
Since the functions of the Police Department have also been computerised, the 
databases of both the departments should be linked to enable the departments 
to share cri tical information in time. 

4.2.19.6 Non-development of technical expertise within the department 

An y IT system though initi all y developed/implemented through outsourcing 
has to be invari ably taken over by the department, eventually, by developing 
expertise within the department. The data captured through the CFST is very 
critical since it involves personal data relating to the vehicle owners, insurance 
details besides revenue particulars and DCB. Though the employees of the 
department handle entire data entry· at the departmental counters, database 
administr~tion was , however, handled by the outsourced agency Mis RESL. It 
was noticed in audi.t that efforts were not made to develop experti se within the 
department to handle the database administration function. 

After this was pointed out, the department stated (November 2009) that steps 
would be taken to develop technical expertise within the department. 

Considering the importance of the data maintained by the CFST, it is 
recommended, that the training of staff may be undertaken on priority basis. 
Thi s will also reduce dependency on the outsourcing agency and it will be in 
the interest of data integrity. 

4.2.20 Conclusion 

CFST was implemented with an intention to build a comprehensive database 
and automate all services to the public. However, a scrutiny of the system 
through test check of various aspects indicates that despite nine years of the 
system having been operational, the level of assurance derived from it is very 
low. Non-incorporation of the business ru les in to the system, serious lack of 
val idations, non-capturing of essenti al data fo r computation of taxes and fees 
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have resulted in non/short levy of green tax, life tax etc. The software also 
lacked essential validation controls resulting in repetitions in insurance cover 
notes, engine numbers, and chassis numbers. 

The data retrieved through the system is not complete, as all information is not 
being captured. There is no facility available to reconcile the payments made 
by e-seva. Various software deficiencies necessitated manual interventions 
particularly for computation of taxes for stage carriages, apart from the risks 
of omissions. 

The software was not backed by proper internal control mechanism and. 
continuous monitoring. By not obtaining the transactions data of its unit 
offices , the department failed to use the database effectively for curtailing loss 
of revenue . Efforts were also not made to develop technical expertise within 
the department for managing either the software or the database. Use of the 
system as a management information system (MIS) was also inadequate. 

4.2.21 Summary of recommendations 

The Government/department may consider to : 

• ensure that the validation controls are built into the system to avoid entry 
of unauthorised and inconsistent data; 

• take necessary steps to update the CFST and link it with e-seva to prevent 
scope of short levy of tax and for providing better services; 

• review the business rules to ensure that all business rules are incorporated 
into the CFST and updated regularly to avoid leakage of revenue; 

• ensure the internal audit inspection and strengthening the internal 
controls at various levels; and 

• undertake the training of staff on priority basis. This will also reduce 
dependency on the outsourcing agency and it will be in the interest of 
data integrity. 
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@.3 Other audit observations! 

Scrutiny of the records in the offices of the Transport Department relating to 
revenue received from quarterly tax, green tax, life tax etc., on the vehicles 
indicated several cases of non-observance of the provisions of the Acts/Rules 
resulting in non/short levy of tax/penalty and other cases as mentioned in the 
succeeding paragraphs in this Chapter. These cases are illustrative and are 
based on a test check carried out in audit. Such omissions are pointed out in 
audit each year, but not only do the irregularities persist; these remain 
undetected till an audit is conducted. There is a need for the Government to 
improve the internal control system including strengthening the internal audit 
so that such omissions are detected and rectified. 

@.4 Non-realisation of quarterly tax and penalty! 

Section 3 of the APMVT Act, 1963, stipulates that every owner of a motor 
vehicle is liable to pay the tax at the rates specified by the Government from 
ti me to time. Section 4 of the APMVT Act specifies that the tax shal l be paid 
in advance either quarterly, half yearly or annuall y within one month '02 from 
the commencement of the quarter. In case of fa ilure to pay the tax within the 
stipulated ti me, penalty shall be imposed under the Act. 

Test check of the records of the Joint Transport Commi ssioner (JTC) , 
Khairatabad, 10 Defiuty Transport Commissioners 103 (DTCs) and 19 Regional 
Transport Officers 04 (RTOs) (be'tween April 2008 and Jan uary 2009) 
indicated that the quarterly tax of Rs. 3.36 crore fo r the year 2007-08 was 
neither paid by the owners of 4 ,441 vehic les nor demanded by the department. 
Besides , penalty of Rs. 6.72 crore though leviab le was not levied. Thi s 
resulted in non-reali sati on of tax and penalty amounting to Rs. 10.08 crore. 

After the cases were pointed out, the assessing authori ties (AAs) stated 
(between April 2008 and January 2009) that Rs. 12.22 lakh was co llected from 
the owners of 113 vehicles, ac ti on was being/would be taken to col lect the 
amount in respect of 2,368 vehicles and regi stration of 1,82 1 vehicles was 
bei ng cance lled. A report on further action taken in respect of these vehi c les 
and the reply for the remaining L39 vehicles have not been received 
(February 2010). 

The matter was referred to the department between August 2008 and 
April 2009 and the Government in April 2009; their rep ly has not been 
received (February 2010). 

102 
V ide notification issued under Secti on 9 (1) of the APMVT Act. 

103 
C hittoOJ-, Guntur, Kadapa, Kakinada, Karimnagar, Ne llore, Srikakulam, Vijayawada, 
Visakhapatnam and Warangal. 

104 
Amalapuram , Anakapalle, Bhi mavaram, Gudi vada, H indupur, Hyderabad (East, Sou th 
and West), Ibrahi mpatnam , Kha mmam, Mahabubnagar, Nandya l, Narasaraopet, Ongole, 
Rajah'll!undry. Ranga Reddy East, Secunderabad, Tirupati and V izianaga ram. 
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@.s Short realisation of penalty for belated payment of ta~ 

Section 6 of the APMVT Act read with Rule 13 framed thereunder as 
amended vide Government order 105 dated 7 Jul y 2003, envisages the levy of 
penalty at 100 per cent of the tax due, if the tax is paid in the second month of 
the quarter and at 200 per cent, if the tax is paid beyond two months from the 
beginning of the quarter. In contravention of the provisions of the AcURules, 
the TC issued a circul ar 106 for levy of penalty at the rate of 25 per cent and 50 
per cent of the tax due fo r belated payment of the tax by one month and 
beyond one month respecti vely of the quarter in which it was due. 

Test check of the records of the JTC, Khairatabad, 10 DTCs 107 and 
18 RTOs 108 (between Apri l 2008 and January 2009) indicated that pen alty of 
Rs. 10.6 1 crore was leviab le in accordance with the provisions of the Act for 
be lated payment of tax , but the authorities levied penalty of Rs. 2.65 crore 
onl y for the period from April 2007 to March 2008 in accordance with the 
TC's circu lar. This resulted in short realisation of penalty of Rs. 7 .96 crore. 

After the cases were pointed out, the AAs stated (between April 2008 and 
January 2009) that penalty for belated payment of tax was levied as per the 
instructions of the TC issued in August 2003. Thus, issue of instructions in 
contravention of the provisions of the Act resulted in short realisation of 
revenue of Rs. 7 .96 crore. 

The matter was referred to the department between Jul y 2008 and March 2009 
and the Government in April 2009; their reply has not been received 
(February 2010). 

@.6 Non-renewal of fitness certificat~ 

As per Section 56 of the Motor Vehicles Act, 1988 (MV Act), a transport 
vehicle shall not be deemed to be validly registered, unless it carri es a 
certifi cate of fitness issued by the prescribed authority. As per Rule 62 of the 
CMV Rules, 1989, the certificate of fitness in respect of the tran sport vehi cles 
shall be renewed every year. Rule 81 prescribes the fee for conducting test of 
a vehicle for grant and renewal of the certifi cate of fitness. Plyi ng of a vehicle 
without the fitness certifi cate is an offence and attracts a minimum 
compounding fin e of Rs. 1,000. 

Test check of the records of the JTC , Kh airatabad, five DTCs 109 and 10 
RTOs 110 (between June and December 2008) indicated that fitness certifi cates 
of 2,20,435 transport vehicles that completed two years of life during 2007-08 , 

105 G.O.Ms. No. 110 TR&B dated 7 Jul y 2003. 
106 C ircu lar Memo. No. 9693/R 112003 dated 19 August 2003. 
107 Chittoor, Guntur, Kadapa, Kakinada, Ka rimnagar, Nell ore, Srikakulam , Vij ayawada, 

Visakhapatnam and Warangal. 
108 Anakapa ll e, Bhimavaram, Gudivada, Hindupur, Hyderabad (East, South and West), 

Ibrahimpalnam, Khammam , Mahabubnagar, Nandyal, Narasarao pet, Ongole, 
Rajahmundry, Ranga Reddy (East), Secunderabad , Tirupati and Vizianagaram . 

109 Chittoor, Karimnagar, Nellore, Srikakulam and V ij ayawada. 
110 Anakapall e, Hindupur, Hyderabad (East and South), Kh ammam , Mahabubnagar, Nandyal , 

Ongole, Secunderabad and Vizianagaram . 
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were not renewed. This resulted in non-realisation of fitness certificate fee of 
Rs. 6.99 crore and a minimum compounding fine of Rs. 22.04 crore. 

After the cases were pointed out (between June 2008 and April 2009) , the 
Government/ AAs stated (between June 2008 and August 2009) that 
Rs. 89.60 lakh had been collected from the owners of 28,064 vehicles and fee 
would be collected whenever the registered owners approached for the 
certificate of fitness in respect of 82,858 vehicles and show cause notices 
would be issued to the owners of 11,126 vehicles. The DTC, Chittoor stated 
(July 2008) in respect of 17,395 vehicles that the CMV Rule 62 did not 
prescribe that every registered vehicle should obtai n a fitness certificate in 
respect of a transport vehicle and further stated that the vehicle owners were 
unable to follow the norms prescribed in the MV Act due to financial 
problems. The fact remains that the vehicle owners were paying the tax on the 
vehicles regularly which indicates that the vehicles were plying without fitness 
certificate. The reply for the remaining cases has not been received 
(February 2010). 

@.7 Non-levy of green ta~ 

The Government ordered (November 2006 111
) levy of a tax called the "green 

tax" on the transport vehicles and non-transport vehicles that have completed 
seven years and 15 years of age respectively from the date of registration. The 
rate of tax is Rs . 200 per annum for the transport vehicles. In respect of the 
non-transport veh icles , it is Rs. 250 for every five years in the case of 
motorcycles and other than motorcycles, it is Rs . 500 for every five years. 

Test check of the records of the JTC, Khairatabad, 10 DTCs 112 and 
18 RTOs 11 3 (between April 2008 and January 2009) indicated that green tax 
aggregating to Rs. 3.35 crore in respect of 1,02,951 transport vehicles and 
42,475 non-transport vehicles that had completed seven years and 15 years of 

' . . 
age respectively was not levied and co llected during the period from 
April 2007 to March 2008. 

After the cases were pointed out (between April 2008 and April 2009), the 
Government stated (between April 2008 and July 2009) that Rs. 72.43 lakh 
had been collected from owners of 32,947 vehicles and action would be taken 
to collect the green tax in respect of 22,535 vehicles. The reply in the 
remaining cases has not been received (February 2010). 

@.s Non-levy of life tax and penalt~ 

The Government amended the APMVT Act in September 2006 bringing the 
.notor cabs of the cost of Rs. 3.50 lakh and above under the purview of the life 
tax with effect from 25 May 2006. The tax was leviable as a percentage of the 

Ill GO . . Ms. No.238, Transport, Roads and Bui ldings (TR.I) dated 23 November 2006. 
112 

Chittoor, Guntur, Kadapa, Kakinada, Karimnagar, Nellore, Srikakulam, Vijayawada, 
Visakhapatnam and Warangal. 

I I:l A malapuram, Anakapalle, Bhimavaram, Gudivada, Hindupur, Hyderabad (Eas t, South 
and West) , Ibrahimpatnam, Khammam, Mahabubnagar, Nandyal , Na.rasaraopet, 
Rajahmundry, Ranga Reddy East, Secunderabad , Tirupati and Vizianagaram. 
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cost of the vehicle that was based on the age of the vehicle. The age of the 
vehicle as on 25 May 2006 was to be reckoned for the purpose of the 
calculati on of the tax. Under Section 6 read with Rule 13 of the APMVT Act, 
non-payment of life tax in time attracts penalty leviable at the rate of two 
per cent per month from the date on which the tax becomes due for payment. 

Test check of the records of the five DTCs 114 and nine RTOs 115 (between May 
and December 2008) indicated that life tax of Rs. 67.62 lakh and penalty of 
Rs. 24.20 lakh thereon (upto March 2008) was not levied and collected in case 
of 152 motor cabs. This resulted in non-realisation of tax and penalty of 
Rs. 91.82 lakh during the year 2007-08. 

After the cases were pointed out, the AAs stated (between May and 
December 2008) that action would be taken to collect the life tax and penalty 
in respect of 59 vehicles , show cause notices had been issued/would be issued 
to owners of 31 vehicles and the matter would be examined in respect of the 
remaining 62 vehicles . 

The matter was referred to the department in October 2008 and March 2009 
and the Government in April 2009; their reply has not been received 
(February 2010) . 

@.9 Non-realisation of life tax on road roller~ 

The Government promulgated an ordinance 116 vide TC's circular117 dated 
3 June 2006 incorporating a proviso to sub-section 2 of Section 3 of the 
APMVT Act, bringing road rollers under the purview of one time tax. The tax 
was to be collected at the rates prescribed in the APMVT Act. The circular 
provided that the one time tax shall not be collected without collecting the 
atTears upto 30 June 2006 due against any in-use road rollers. 

Test check of the records of the JTC, Khairatabad and three DTCs 11 8 (between 
April and October 2008) indicated that the arrears of tax have not been 
collected and one time tax was not realised for the years 2003 to 2008 in 
respect of 37 road rollers. This resulted in non-realisation of the arrears of tax 
and life tax with penalty of Rs. 20.29 lakh. 

After the cases were pointed out, the AAs stated (between April and October 
2008) that notices had been issued to the owners of 11 vehicles , action would 
be taken to collect the life tax in respect of two vehic les and the matter would 
be examined in respect of the remaining 24 vehicles . 

The matter was referred to the department between February and April 2009 
and the Government in April 2009; their reply has not been received 
(February 2010). 

11 4 Chittoor, Karimnagar, Nellore, Vijayawada and Warangal. 
11

'.i Bhimavaram, Hindupur, Hyderabad (West), Khammam, Mahabubnagar, Ongole, Ranga 
Reddy East, Tirupati and Vizianagaram. 

116 No. 3/2006 dated 25 May 2006. 
11 7 Memo. No.2 l/3999/R2/04 dated 03 June 2006. 
11 8 Kakinada , Visakhapatnam and Warangal. 
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@.10 Non-levy/collection of compounding fe~ 

Under the provisions of the MV Act, the AA may compound certain offences 
punishable under the Act by co ll ecti ng compounding fee in lieu of the penal 
action as prescribed by the Government. The Government in October 200 l 
prescribed 119 minimum rates of compounding fee for various offences . The 
checking officers of the Transport Department prepare vehicle check reports 
(VCRs) on the motor vehicles checked by them and forward these to the RTO 
for taking departmental action against the defaulting permit holders/owners of 
the concerned vehicles. These reports are to be noted in the register of VCR to 
take necessary action to suspend/cancel the licence/permit or to levy the 
compounding fee. 

Test check of the VCR registers 'for the year 2007-08 of eight DTCs 120 and 
eight RTOs 121 (between April 2008 and January 2009) indicated that 360 
vehicles were involved in compoundab le offences viz. , carrying overload, 
excess passengers etc . In all these cases, neither was any penal action taken 
nor was compounding fee levied. Thi s resulted in non-real isation of 
compounding fee of Rs. 13.47 lakh . 

After the cases were pointed out (between May 2008 and April 2009), the 
Government/AAs stated (bet.ween May 2008 and July 2009) that Rs. 5.62 lakh 
had been collected in respect of 93 vehic les , action would be taken to collect 
the compounding fee from the owners of 26 vehic les, permits/registrations 
were suspended/would be suspended . of 17 vehic les, notices were 
issued/would be issued to 105 vehicles and' the VCRs were forwarded to other 
di stricts for 33 vehicles. The reply for the remaining 86 vehicles has not been 
received (February 2010). 

@.11 Non-collection of bilateral tax and penalt~ 

As per the Government order dated 22 February 2000 122
, a tax of Rs. 3,000 per 

annum per State is to be levied under the APMVT Act, in-espective of the 
laden weight, on every goods can-iage wh ich is registered and normally kept in 
the States of Tamilnadu, Karnataka and Maharashtra and covered by 
countersignature of permits anp operati ng on t,he routes lying partly in the 
State of Tamilnadu/Karnataka/Maharashtra and partly in th_e state of Andh ra 
Pradesh, in pursuance of the bilateral agreement entered into with the States of 
Tamilnadu/Karnataka and Maharashtra.< The tax shall be paid in advance in 
lumpsum before the 15th of April every year faili ng whi ch an addit ional sum 
of Rs . 100 for each calendar mon th of default shall 'be paid as penalty in 
adijition to the tax. 

-0 

11 9 G M .0. s.No.138, Transport, Roads and Buildings (TR-II) Department dated 31 October 
2001. 

120 
Gun tur, Kadapa, Kaki nada, Karimnagar, Nellore, Srikakulam , Vij ayawada and 
Visakhapatnam. 

12 1 
Anakapa lle, Bhimavaram, Hyderabad (East, South and West), Mahabubnagar, Ongole and 
Ranga Reddy East. 

122 
G.O.Ms .No.38, Transport , Roads and Buildings (Tr. II) department dated 22 February 

. 2000. 
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Test check of the records of the DTC, Chittoor (June and July 2008) indicated 
that in respect of 288 vehicles pertaining to Tamilnadu and Karnataka States, 
bilateral tax amounting to Rs. 8.64 lakh for the year 2007-08 and penalty of 
Rs. 3.46 lakh thereon was pending for realisation. This resulted in non
co llection of bilateral tax and penalty of Rs . 12.10 lakh . 

After the cases were pointed out, the DTC, Chittoor stated (July 2008) that the 
non-payment list of bilateral tax had been communicated to the border check 
posts and show cause notices were being sent to the registered owners as well 
as the original registering authorities for payment of the tax. Further 
development has not been reported (February 2010). 

The matter was referred to the department in March 2009 and the Government 
in April 2009; their reply has not been received (February 2010) . 

@.12 Non-levy of quarterly'tax on idle contract carriage~ 

As per the Government order dated l3 Aptil 2006 123
, in case of idle contract 

carriages not covered by any permit and plying on the strength of 
temporary/special permits issued under Section 87 or sub-section (8) of 
Section 88 of MV Act, tax of Rs. 892.50 per seat per quarter shall be levied. 

Test check of the records of the DTC, Vijayawada and two RTOs 124 (between 
May and July 2008) indicated that quarterly tax amounting to Rs. 10.77 lakh 
on seven idle contract carriages which were not covered by any permit for the 
period between October 2005 to March 2008 was not levied and collected. 

The matter was referred to the department in February 2009 and the 
Government in April 2009; their reply has not been received (February 2010). 

4.13 Non-realisation of revenue due to non-cancellation and 
re-notification of special numbers 

As per Rule 81(3) of the APMV Rules, 1989, the registering authority may 
reserve special num bers on payment of the prescribed fee by the owner of the 
veh icle . Further, as per Rule 81 (6) of the APMV Rules, the reservation shall 
be cancelled if the vehicle is not produced within 15 days from the date of 
reservi ng and the number reserved shall be re-notified immediately. 

'" Test check of the records of the JTC, Khairatabad and the RTO, Ongole 
(September and November 2008) indicated that in 51 cases, the reservation of 
the special numbers was not cancelled and the numbers re-notified though the 
registration of the vehicle was not done within 15 days from the date of 
reservi ng the number. Th is resulted in non ..: realisation of Rs. 9.25 lakh. 

123 G.O.Ms. No. 68 Transport, Roads and Buildings (TR-I), department dated 13 April 2006. 
124 Bhimavaram and Nandyal. 
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After the cases were pointed out, the ITC, Khairatabad stated (October 2008) 
that the mistake bccurred as the software was not updated. The RTO, Ongole 
stated (November 2008) that action would be taken to collect the amount. 
Further reply has not been received (February 2010) . 

The matter was referred to the department in March 2009 and the Government 
in April 2009; their reply has not been received (February 2010). 
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CHAPTER V 
STAMP DUTY AND REGISTRATION FEES 

ls.1 Results of audi~ 

Test check of the records of the offices of Di stri ct Registri es and 
Sub-Registri es conducted during the year 2008-09 revealed non/short levy of 
stamp duty and registrati on fees amounting to Rs. 47 .98 crore in 508 cases 
which could be class ified under the fo ll owing c~tegori es: 

(R u pees m crore 
SI. Category No. of Amount 
No. cases 
l. Short levy of stamp duty and regis trat io n fees 279 30.86 
2. M isc lassifi cati on of doc uments 130 8.60 
3. U ndervaluation of properti es 48 4.04 
4. Incorrec t exemption of duties 14 2.68 
5. Loss of revenue due to incorrect adj ustmen t of stamp 12 0 .59 

duty 
6. Other irregul ar ities 25 1.2 l 

Total 508 47.98 

During the year 2008-09, the department accepted underassessments and other 
de fi ciencies of Rs. 6.89 crore in 126 cases, of which 57 cases involving 
Rs. 5.68 crore were pointed out in audit during the year 2008-09 and the rest 
in the earli er years. Out of thi s, Rs. 57 .09 lakh was collected in 39 cases. 

A few illustrati ve audit observati ons in vo lving Rs. 29.16 crore are mentioned 
in the succeeding paragraphs. 
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~-2 Audit observation~ 

Scrutiny of the records in the offices of the District Registries (DRs) and 
Sub-Registries (SRs) relating to revenue received from stamp duty, transfer 
duty and registration fees indicated several cases of non-observance of the 
provisions of the Acts/Rules resulting in non/short levy of duties and fees as 
mentioned in the succeeding paragraphs in this chapter. These cases are 
illustrative and are based on a test check carried out in audit. Such omissions 
are pointed out in audit each year, but not only do the irregularit_ies persist; 
these remain undetected till an audit is conducted. There is need for the 
Government to consider directing the department to improve the internal 
control system including strengthening the inremal audit to ensure that such 
omissions are detected and rectified. 

ls.3 Short levy of duty and feesl 

5.3.1 According to Section 27 of the Indian Stamp (IS) Act, 1899, the 
consideration, if any, the market value of the property and all other facts and 
circumstances affecti ng the chargeability of any instrument with duty or the 
amount of the duty with which it is chargeable, shall be fully and truly et 
forth therein . As per Article 31(c) of the Schedule IA to the IS Act, where the 
lease is granted for a fine or premium or for money advanced in addition to the 
rent reserved, stamp duty is leviable at five per cent of the market value of the 
property or the amount or value of such fine or premium or advance, as set 
forth in the lease, whichever is higher, in addition to the duty which would 
have been payable on such lease, if no fine or premium or advance had been 
paid or delivered. Further, Section 17 (d) of the Registration Act, 1908, 
specifies that leases of immovable property are compulsmily registerable with 
effect from l April 1999. 

5.3.1.1 Test check of the records of the Prohibition and Excise Department 
(November 2008 and February 2009) indicated that 11 sub-leases of nine 
distilleries 125 were registered in seven SRs 126 between August 2006 and 
March 2008. Cross verification of the records with the sub-lease deeds 
registered in the Registration Department revealed that advances of 
Rs. 84.70 lakh were paid by the lessees to the Excise Department which were 
not disclosed in the documents registered. According to the above provision 
stamp duty was payable on the market val ue of the properties valued at 
Rs. 109.27 crore, which was higher than the money advanced. Audit 
observed that there was no system in the department to capture the 
particulars of all the payments made prior to the registration in order to 
correctly determine the stamp duty payable. 

125 Mis Aroma Winery and disti llery, 1Sanathnagar, Mis Continenta l W ines Pvt. Ltd., 
Vijayawada, Mis Durga liquors India (P) L td., Davul uru , Kanki padu, Mis Hyderabad 
distilleries and W ineries Pvt. Ltd. , Uppa l, Mis Paras Collins Distilleries Pvt. Ltd ., 
Shamshabad, Mis Pearl D istilleries Pvt. Ltd., Singarayakonda, Mis Rhyzo~e Distilleries 
Pvt. Ltd. , Medchal, Mis Soaring Spirits Pvt. Ltd ., Chebrolu, West Godavari District and 
Mis Viva Dholen Spirits Inc., Rajendranagar, Ranga Redd y District. , 

126 K anki padu , Medchal , Patamata, Sanjeeva Reddy Nagar, Shamshabad, Singarayakonda, 
and U al. 
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The registering officer levied stamp duty cm the Annual Rent Reserved only 
resulting in short levy of stamp duty and registration fees of Rs . 5.56 crore. 

After the cases were pointed out (May 2009), the Government stated 
(February 20 10) that the sub-registrar had to determine the stamp duty as per 
the reci tals of the document and could not go beyond the subject matter of the 
documen t. The repl y is not tenable as the Registration Department needs to 
capture the particulars of all the payments made prior to the registration in the 
interest of the revenue. 

The Government may consider putting in place a system to capture the 
particulars of all the payments made prior to the registration to ensure 
correct levy of stamp duty and registration fees. 

5.3.1.2 Test check of the records of the five offices of the Prohibition and 
Excise Superi ntendents (PESs) 127 (between August 2008 and February 2009) 
indicated that 55 lease deeds executed on stamp papers were not presented for 
registration in the concerned registration offices by the parties. Non-insistence 
on regi stration of the lease deeds by the excise authorities and non-registration 
of these by the offices resulted in short levy of stamp duty and registration fees 
of Rs. 9.66 lakh. 

After the cases were pointed out (May 2009), the, Government stated 
(February 2010) that the documents were chargeable as counterpart 
agreements at a fixed stamp duty of Rs. 100. The repl y is not tenable as the 
documents are not licenses but leases invol ving rent and therefore chargeable 
under Article 31 of the IS Act. 

5.3.2 As per Article 31 (b) of the Schedule I-A to the IS Act, lease granted 
fo r a fi ne, premium or for money advanced, shall be chargeable with stamp 
duty of fi ve per cent on such fine , premium or money advanced. As per 
Section l 7(l)(c) of the Registration Act, non-testamentary instruments which 
acknowledge the receipt or the payment of any consideration on account of the 
creation , declaration , assignment, limitation or extinction of any such ri ght, 
title or interest shall be registered. 

Test check of the records of 13 District Panchayat offices 128 and 19 Assistant 
Directors 129 of Mines and Geology (between July and October 2008) indicated 
that 355 sand lease agreements were concluded with the contractors between 
2003-04 and 2007-08 for certain bid amounts. Of these, in 309 agreements, 
stamp duty of Rs. 2.29 crore was collected on the first year's premium only 
even though the leases were extended for the second year. In another 46 
agreements concluded for a period of one year, stamp duty was levied at three 
per cent, instead of five per cent on the premium. Further, out of 355 
agreements concluded, 284 were not regi stered even though leases are 

127 Dhoolpet , Medchal , Hyderabad , Saroornagar and Visakhapatnam . 
128 E luru, Guntur, Kadapa, Kakinada, Kari mnagar, Kham mam, Kurnool, Machilipatnam, , 

Nalgo nda , Ne ll ore, Ongole, Srikaku lam and V izianagaram . 
129 Anakapalli , Dachepalli, El uru , Guntur. Kadapa, Karimnagar, Kothagudem , Kurnool, 

Mahabubnagar, Mi ryalaguda , Nandigama, Nizamabad, Ongole, Rajahmundry, 
Srikakul am, V ijayawada , Vizianagaram, Warangal and Yerraguntl a. 
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compul sorily registerable under the Act. Non-inclusion of the second year ' s 
bid amoun t whi le computing the premium, adopti on of lesser rate of stamp 
duty and non-insistence for registration of the lease deeds resulted in ion/short 
levy of stamp duty and loss of registration fees of Rs . 4.67 crore. 

After the cases were pointed out (May 2009) , the Government accepted 
(February 2010) the audit observation and recovered Rs . 29.44 lakh in five 
cases and stated that instructions had been issued to the district registrars to 
recover the deficit amounts. Report on recovery of the balance amount has not 
been received (February 2010). 

ls.4 Short levy of duty and fees on mortgage deeds! 

As per section 58 (a) of Transfer of Property Act 1882, "mortgage" is the 
transfer of an interest on property for the purpose of securing repayment of a 
loan and chargeable at three per cent on the value secured under Article 35(b) 
of Schedule I-A to the IS Act. 

As per section 58 (f) of the Act, where a person delivers to the lender, 
documents of ti tle to an immovable property with intent to create a security 
thereon, such transaction is called a mortgage by deposit of title deed and 
chargeable with stamp duty of 0.5 per cent on the value se.cured subject to a 
maximum of Rs. 50,000 under Article 7 of Schedule I-A to the IS Act. 

In case of "mortgage" charge is created over the property in favour of the 
lender; whereas charge is not created over the prope1ty in case of "deposit of 
title deeds". 

Test check of the records of seven DRs 130 and 15 SRs 131 (between December 
2007 and October 2008) indicated that 191 documents styled as"memorandum 
of deposit of title deeds" securing debt of Rs. 240.74 crore were registered 
between April 2006 and January 2008 . The documents contained recitals 
ei ther to the effect that the borrower shall not create any other mortgage on the 
property and keep the property free of any encumbrance or in case of default, 
the mortgagees shall have the right to cause the mortgaged properties to be 
sold and the sale proceeds applied to the payment of dues by the mortgagors. 
Therefore, these documents were to be treated as "mortgages" and charged 
wi th stamp duty and registration fees of three per cent and 0.50 per cent, 
respectively. Instead, these were treated as 'deposit of title deeds ' and charged 
at lesser rates. This resulted in short levy of stamp duty , and registration fees 
of Rs. 8.24 crore. 

After the cases were pointed out (February and May 2009) the Government 
stated (February 2010) that though the documents contain contingent clauses 
in the recitals, they are basically only agreements/memoranda relating to 

130 
Adi labad , Hyderabad , Hyderabad (South) , Kadapa, Narasaraopet, Ranga Reddy and 
Warangal. 

131 B owenpally, Gadwal, Hiramandalam , Kodanga l, Mancherial, Medchal , Miryalaguda, 
Nakrekal , Narsampet, Narsapur, Rajendranagar, Secunderabad, Siddipel, Vallabhnagar 
and Wanaparthy. 
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deposit of title deeds. The reply is not tenable as the documents contained 
recitals to the effect that the borrower shall not create any other charge on the 
property or that in case of default the mortgagees shall have the right to cause 
the mortgaged properties to be sold. These are in the nature of securing 
repayment of a loan which make these classifiable as mortgages only. 

ls.5 Undervaluation of propertie~ 

Section 47-A (6) of the IS Act stipulates that the market value of any property 
shall be the value shown in any instrument executed by or on behalf of the 
Central Government or State Government or any authority or body 
incorporated by or under any law for the time being in force and wholly 
owned by the Central/State Government. 

5.5.1 Test check of the records of the SR, Mancherial, Adilabad district 
(January 2008) indicated that a sale deed was executed and registered in June 
2006 by the Associated Cement Companies Limited in favour of Mancherial 
Cement Company Private Limited for a consideration of Rs. 15.13 crore and 
the registering officer levied stamp duty on the market value of 
Rs. 15.80 crore. However, verification of the annual audit report of the vendor 
company revealed that Rs. 37.30 crore was received by the vendor company 
from the vendee company towards the sale consideration. Therefore, stamp 
duty and registration fee were leviable on the sale consideration of 
Rs. 37.30 crore. Non-disclosure of the actual consideration received by the 
patties resulted in undervaluation of the property and consequential short levy 
of duties and fees of Rs. 2.04 crore. 

After the case was pointed out (May 2009) the Government stated 
(February 2010) that the Sub-Registrar had to examine the market value of 
scheduled property as per recitals of the document and accordingly the Sub 
Registrar levied stamp duty on the market value which was higher than the 
consideration. The reply is not tenable as the department needs to take steps 
to ascertain the details of all payments etc., made prior to the registering of a 
document. Also, based on the facts and figures pointed out by audit, remedial 
action could be taken by the department in the interest of state revenue. 

5.5.2 A certificate of sale is granted to the purchaser of any property sold by a 
public auction by a civil or revenue court or collector or other revenue officer 
chargeable with stamp duty of five per cent on the amount of the purchase 
money under Article 16 of the Schedule I-A to the IS Act. 

The Government in November 2005 allotted 132 a' piece of Andhra Pradesh 
Housing Board land to a purchaser133

. At that time the value of the land was 
fixed at Rs. 100 per sq. yard. Subsequently, in August 2007 the value of the 
land was, revised 134 and fixed at Rs. 25,000 per sq. yard. The deed was 
registered for 3,000 sq. yards in September 2007. Thus, the stamp duty and 
registration fees were payable on market value of Rs. 7.50 crore. Instead, the 

m G.O.Ms.No.76 Housing (H.B II) Department dated 25.1 1.2005 . 
133 Andhra Pradesh Congress Committee. 
134 G.O.Ms.No.26 Housing (H.B.II.I) Department dated 18 .08.2007. 
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registering officer incon-ectly valued the land at the rate of Rs. 100 per sq. 
yard i.e., Rs. 3 lakh. Thus, incorrect val uation resul ted in short levy of duties 
and registration fees of Rs . 70.97 lakh. 

After the cases were pointed out (May 2009) the Government stated 
(February 2010) that valuation of property would be done as per recitals of the 
document. The reply is not tenable, as the Registration Department needs to 
capture the particulars of all the payments etc., made prior to the registration 
in the interest of the revenue. 

5.5.3 Test check of the records of the DR, Ranga Reddy and two SRs 135 

(between December 2007 and November 2008) revealed that 63 sale deeds 
registered between September 2006 and December 2007 by adopting the 
agricultural (also called the acreage) rates instead of house si te 136 rates. This 
resulted in undervaluation of properties and consequential short levy of stamp 
duty and registration fees of Rs . 63.64 lakh. 

A!):er the cases were pointed out (Ap1il and May 2009), the Government stated 
(February .2010) in respect of DR, Ranga Reddy that the District Registrar was 
directed to inspect the property to determine the market value for levy of 
proper stamp duty. In respect of SR, Champapet it was stated that acreage rate 
was fixed as per market value guidelines and land was described as 
agri cultural land in the document. Further in respect of SR, Kalwakurthy it 
was stated that the land was an agricultural land. T he replies are not tenab le as 
the properties mentioned in the deeds were divided into house sites each 
having a distinct plot number by the vendors and also in Kalwakurth y the 
properties sold were shown as plots at the time of registration by the parties 
themselves for which square yard rate only was app li cab le. 

5.5.4 Test check of the records of the SR, Medchal (August 2008) indicated 
that a sale deed was registered in August 2007 conveying the property as an 
agricultural farml and. But, it was noticed from the previous documents linked 
with the property registered in 1996 and registration plans enclosed thereto 
that the property so ld was not an agricultural farm land but consisted of a 
number of plots/house sites bearing distinct plot numbers joined together 
which should have been recited as such . Therefore, house site rate of 
Rs. 4 ,000 per sq. yard had to be adopted for the purpose of the levy of stamp 
duty and fees. However, the registering officer adopted the agricultural / 
acreage rate of Rs. 1,301.65 per sq. yard. Non-disclosure of the fact by the 
parties resulted in undervaluation of the prope1ty and consequential short levy 
of duties and fee of Rs. 37.28 lakh. 

After the case was pointed out (April 2009), the Government stated 
(February 2010) that the scheduled property invol ved in the document was an 
agricultural land and there were no instructions to adopt house site rate if 
house sites are joined together and sold as agricultural land. The reply is not 
tenable as the property cannot be treared as agricultural land in the absence of 
recitals of handing over of pJttadar pass books and title deeds to the purchaser 

135 Champapet and Kalwakurthy. 
136 

House s ite means the word commonl y used fo r res identi al plots. 
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and the property was already registered as house plots in 1996 itself by 
adopti ng house site/sq.yard rate. 

5.5.5 As per the IS Act, for determining the market value of the propertv for 
the purpose of levying duties, the registering officers should adopt131 the 
highest rate applicable to a property in the neighbourhood in the case of a 
missing house/survey/sub-division number. 

Test check of the records of the DR, Karimnagar (July and August 2008) 
indicated that three documents were registered between December 2007 and 
January 2008 by adopting the market values applicable to the door numbers, 
which were not the nearest door numbers of the properties involved. As actual 
door numbers of the properties were missing in the market value guidelines, 
the highest market value applicab le to the nearest door number should have 
been adopted as market value for the purpose of the registration. Adoption of 
the incorrect market value resulted in undervaluation of the properties and the 
short levy of stamp duty and registration fees of Rs. 14.63 lakh. 

After the cases were pointed out, the District Registrar, Karimnagar stated 
(July and August 2008) in respect of one document that the market values 
have been fixed for ward No. 8, block No. 6 segment-wise for the land 
abetting to the by-pass road. The reply is not tenable as the main road of 100 
feet width with market value of Rs. 6,600/Rs. 7,050 happened to be the 
boundary of the properties involved in the documents and the same rate was 
required to be adopted as the market value for the registration of the above 
document. Reply in respect of the remaining documents has not been received 
(February 2010). 

The matter was referred to the department in February 2009 and the 
Government in April 2009; thei r rep ly has not been received (February 2010). 

5.5.6 Test check of the records of the DR, Kumool (August 2007) indicated 
that a sale deed was registered in August 2006 for a consideration of 
Rs. 15 lakh in respect of a property admeasuring 581.33 sq. yards at the rate of 
Rs. 2,580 per sq. yard. However, the value of the property as per the 'market 
value guidelines' was Rs . 70.06 lakh at the rate of Rs. 12,050 per sq. yard. 
This resulted in undervaluation of the prope1ty of Rs . 55.06 lakh and short 
levy of stamp duty and registration fees of Rs. 5.23 lakh. 

After the case was pointed out (March 2009), the Government accepted 
(February 2010) the audit observation and stated that instructions were issued 
to the District Registrar, Kumool to collect the deficit amount. A report on 
recovery has not been received (February 2010). 

!s.6 Non/short levy of duties and fees on the lease deeds! 

5.6.l Accordi ng to Article 31 (a) (vi) (a) of the Schedule I-A to the IS Ac t, 
where the lease purports to be for a period in excess of thirty years or in 
perpetuity or does not purport to be for a definite period, stamp duty is 

137 ~ Item (iv) of proceedi ngs No. MV 1/20363-A/90 dated 10.8.1990. 
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Jeviable at five per cent on the market value of the property or value of ten 
times of the average annual rent reserved (AAR), whichever is higher. 

5.6.1.1 Test check of the records of the DR, Ranga Reddy (August 2008) 
indicated that two lease deeds were executed in December 2005 by the lessor 
in favour of the lessees for the development and maintenance of an integrated 
project consisting of a township, go lf course and mi xed-use project. The leases 
were granted for a period of 66 years from l January 2005 . The lease deeds 
were registered without the levy of stamp duty and registration fees . In the 
absence of the speci fic orders, the exemption of stamp duty and registration 
fees of Rs. 2.26 crore is incorrect. This resulted in non-reali sati on of revenue 
to that extent. 

The matter was referred to the department in February 2009 and the 
Government in May 2009; thei r rep ly has not been received (February 2010). 

5.6.1.2 Test check of the records of the SR, Secunderabad (May and June 
2008) indicated that a lease deed was registered in April 2007 by a lessor in 
favour of a Jessee for a term of 33 years. The market value of the property 
was Rs. 8.58 crore and was liable to stamp duty of Rs. 42.90 lakh, whereas 
Rs. 1.51 lakh only was levied on the average annual rent reserved of 
Rs. 30.20 Jakh by the registering authority . This resu lted in short levy of 
stamp duty of Rs. 41.39 lakh . 

After the case was pointed out (April 2009), the Government accepted 
(February 2010) the audit observation and stated that instructions were issued 
to the Di strict Registrar, Hyderabad to co ll ect the deficit amount. A report on 
recovery has not been received (February 20 10). 

5.6.2 Under Article 31 (vi) (c) of the Schedule I-A to the IS Act, where the 
lease is granted for a fin e or premium or for money advanced in addition to the 
rent reserved, stamp duty is leviab le at five per cent on the market value of the 
property or the amount or value of such fine or premium or advance 
whichever is hi gher. 

Test chec k of the records of the DR, Ranga Reddy and SR, Sanjeevareddy 
Nagar (May and August 2008) indicated that four lessors executed lease deeds 
and security deposit agreements separate ly with four lessees. In the lease 
deeds executed (March 2007 and March 2008) , the terms and conditions of the 
lease rent were mentioned while in security deposit agreemen ts, advances 
were paid by the lessees to the lessors in pursuance of the terms and conditi ons 
mentioned in the lease deeds. The registering officer while registeri ng the 
documents levied stamp duty on security deposit agreements at five per cent 
on the amount of the advances instead on the market value of the properties. 
This resulted in short levy of stamp duty of Rs. 53.10 lakh . 

After the cases were pointed out (May 2009), the Government stated 
(February 20 10) that the applicabili ty of market value arises in cases where the 
lease is more than 30 years but the leases in the present deeds is fo r a period 
Jess than 30 years . The reply is not tenable as the documents are chargeab le as 
per the provisions of Articl e 31 (vi) (c) of schedule IA to the Act whi ch 
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stipulates that stamp duty shali be levied at five per cent on the market value 
of the property or the amount of fine/premium of money advanced whichever 
is hi gher irrespective of period of lease. 

5.6.3 According to Section 5 of the IS Act, any instrument compri sing or 
relating to several distinct matters shall be chargeable with the aggregate 
amoun t of the duties with which separate instruments, each compri sing or 
relating to one of such matters, would be chargeable under the Act. Under 
Section 3(bb)(3) of the IS Act, stamp duty is exempted on any instrument 
executed by or on behalf of or in favo ur of, the developer or unit or in 
connection with the carrying out of the purposes of the special economic zone. 
However, as per the Commissioner and Inspector General (Registration and 
Stamps) { C & IG (RS)} ci rcular instructions 138 dated 5 February 2008, stamp 
duty but not registration fees and transfe r duty was to be exempted on the 
leases executed by the special economic zones. 

5.6.3.1 Test check of the records of the DR, Ranga Reddy (August 2008) 
indicated that a document styled as "agreement" was registered in 
March 2008. The document contained recital s to the effect that the lessor 
granted lease of the demised land in favour of the lessee for 49 years 
commencing from 31 August 2007 at an annual rent of Rs. 87.12 lakh per acre 
to operate and maintai n a special economic zone. The registering officer did 
not levy registration fees on the document. This resulted in non-rea lisation of 
registration fees of Rs. 32.33 lakh. 

After the case was pointed out (March 2009), the Government accepted 
(October 2009) the audit observation and stated that instructions had been 
issued to the Di stri ct Registrar, Ranga Reddy to recover the amount. A report 
on recovery of the bal ance amount has not been received (February 20 10). 

5.6.3.2 Test check of the records of the DR, Ranga Reddy (August 2008) 
incti"cated that a document styled as "co-deve loper agreement" executed in 
April 2007 was registered in August 2007 by the parties for the deve lopment, 
construction and management of a large commercial infrastructure project as a 
part of the special ec'onomic zone. The document contained two di stinct 
matters viz., one relating to the development agreement and another relating to 
perpetual lease granted by the deve loper to the co-developer. Though stamp 
duty and registration fees were correctly levied on the deve lopment 
agreement, these were not levied on the perpetual lease. Thi s resulted in 
non/short levy of transfer duty/ registration fees of Rs . 17.49 lakh . 

After the case was pointed out (April 2009) , the Government stated 
(February 2010) that registration fee was exempted 139 on instruments executed 
by the developer for can-ying out the purposes of special economic zone and 
there was no need to pay transfer duty when stamp duty is exempted. The 
reply is not tenable as exemption of registration fee pertains to documents 
registered after May 2008. Further, there are no spec ific orders for exemption 
of transfer duty levi able separately under the AP municipalities Rules, 1965 . 

138 CCRA 1/1 3492/07 dated 05.02.2008. 
139 G.O.Ms.No.659 dated 12.5.2008 
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ls.7 Misclassification of deeds! 

5.7.1 As per Section 2 (10) of the IS Act, conveyance includes a conveyance 
on sale, every instrument and every decree or final order of any civil court by 
which property, whether movable or immovable, or any estate or interest in 
any property is transferred to another. 

Test check of the records of DR, Hyderabad and four SRs 140 (between May 
and December 2008) indicated that seven documents registered as 
"agreements of sale-cum-general power of attorney (GP A)" between March 
and July 2007 contained the recitals that the purchasers paid the entire sale 
consideration to the vendors , the vendors delivered physical possession of the 
properties , handed over the original link documents of the properties to the 
purchasers and al l other ingredients that were essential for classifying them as 
sale deeds but were incorrectly stamped as agreements of sale-cum-GPA. Thi s 
resu lted in short levy of stamp duty and registration fees of Rs . 1.25 crore. 

The matter was referred to the department in March 2009 and the Government 
in May 2009; their reply has not been received (February 2010). 

5.7.2 According to Article 41 (c) of the Schedule 1-A to the IS Act, where the 
property which belonged to one partner or partners when the partnership 
commenced is distributed or allotted or given to another partner or partners in 
case of dissolution of partnership, stamp duty is leviable at five per cent on the 
market value of the property distributed or all otted or given to the partner or 
partners under the instrument of dissolution, in addition to the duty which 
would have been chargeable on such dissolution if such property had not been 
distributed or al lotted or given. 

Test check of the records of the DR; Kurnool (August 2007) indicated that a 
partition deed was registered in March 2007 by the partners of a partnership 
firm dividing the property among them. The document was registered as a 
partition among fam il y members and stamp duty and registration fees were 
levied accordingly . However, the recital s of the documents revealed that the 
partition deed was executed in the capacity of partners of a firm and not as 
family members. Thus, the document was chargeable as 'dissolution of 
partnership ' with stamp duty at five per cent instead of one per cent on the 
market value of the properties distributed. Misclassification of 'dissolution of 
partnership ' as 'partition among family members ' resulted in short levy of 
st, mp duty and registration fees of Rs . 20.33 lakh. 

After the case was pointed out (March 2009), the Government accepted 
(October 2009) part of the objection for Rs. 7.16 lakh stating that as the 
partition was amongst persons other than family members, stamp duty was 
chargeable at three per cent under Artic le 40 of the Schedule I~A to the IS Act. 
It, however, contended that since there was no mention in the deed regarding 
the di sso lution of the partnership it could not be charged with the duty under 
Artic le 41 (c). The reply is not tenable as the parties executed the deed for 
division of the property in the capacity of partners of a firm and there could 
not be any division of the property of the firm unless the firm was dissolved. 

140 / 
Choutuppal , Kukat~all y, Peddamberpet and Vallabhnagar. 
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ls.s Incorrect adjustment of stamp dut~ 

The Government in their notification 141 dated July 2005 reduced the s~amp 
duty on the documents styled as 'agreement of sale-cum-GPA' to one per cent 
from l August 2005 subject to a maximum of Rs. 50,000 on the condition that 
stamp duty so paid shall not be adjustable at the time of the registration of the 
sale deed. 

Test check of the records of three DRs 142 and 16 SRs 143 (between September 
2007 and January 2009) in 285 documents indicated that stamp duty of 
Rs. 1.08 crore paid on the 'agreements of sale-cum-GPA' registered on or 
after l August 2005 was incorrectly adjusted on the subsequent sale deeds. 
This improper adjustment of stamp duty resulted in short realisation of 
revenue of Rs. 1.08 crore. 

After the cases were pointed out (May 2009) , the Government stated 
(February 2010) that the registering officers collected stamp duty at six and 
seven per cent as per the explanation I to Article 47 A of schedule IA and 
adjusted the same at the time of registration of sale deeds . The reply is not 
tenable in the light of the noti fication dated 30 July 2005, which stipulated that 
no such adjustment is admissible. 

ls.9 Incorrect computation of the lease perio~ 

5.9.1 Under Article 31 (a) (i v) of the Schedule I-A to the IS Act, where the 
lease purports to be for a term exceeding ten years but not exceeding twenty 
years , stamp duty is chargeable at five per cent on the value of three times of 
the AAR. 

Test check of the records of the SR, Kukatpally (October 2007) indicated that 
a lease deed was registered in December 2006 for the period from l December 
2006 to 31 December 2016. As the period of lease exceeded 10 'years , stamp 
duty was leviable at five per cent on three times of the AAR of Rs. 3.62 crore. 
However, the stamp duty was levied incorrectly on one and half times of the 
AAR of Rs . 1.81 crore treating the lease period as ten yc:ars. This resulted in 
short levy of stamp duty of Rs . 9.04 lakh . 

·/ 

After the case was pointed out, the Government stated (June 2009) that 
instructions had been issued to the SR, Kukatpally to collect the deficit stamp 
duty. A report on recovery has not been received (February 2010) . 

5.9.2 According to Article 3 l(a) (iii) of the Schedule 1-A to the IS Act, 
where the lease purports to be for a term exceeding five years but not 
exceeding 10 years, stamp duty is leviable at five per cent for a market value 
equal to the amount or the value of one and half times of the AAR. 

141 G.O.Ms.No.1475 Revenue (Registration - I) Department dated 30.7.2005 . 
·142 Guntur, Medak and Narasaraopet. 
143 Cheutuppal, Dubbaka, Ghatkesar, Hyderabad East, Malkajgiri, Kukatpally, Kalwakurthy, 

Parigi, Peddamberpet, P·edana, Secunderabad, Siddipet, Sanjeevareddy Nagar, 
Vallabhnagar, Vikarabad and Wyra. 
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.1 • !;. · 
Test check of the records of the SR, Secunderabad (May and June 2008) 
indicated that a lease deed was registered in August 2007 for a period of five 
years with effect from 1 November 2007 to 31 October 2012. The reci ta! of 
the deed revealed that the property was demised to the lessee on 27 August 
2007 . Therefore, the lease period was more than five years and was liable to 
stamp duty of fi ve per cent, instead of three per cent levied by the registering 

, officer. This resulted in short levy of stamp duty of Rs. 6.56 lakh. 

After the case was pointed out (May 2009), the Govern ment stated (February 
2010) that though physical possession was given on 27 August 2007, the lease 
period commenced from 1 November 2007 onl y as rent was payable from 
1 November 2007. The repl y is not tenable as physical possession for 
enjoyment of the property as per the defi nition of ' lease 144

' was handed over 
to the lessee on 27 August 2007 and payment of rent at a later date does not 
alter the date of commencement of lease being 27 August 2007. 

5.10 Short levy of duty and fees on the documents of general 
power of attorney 

Under Article 42(g) of the Schedule I-A to the IS Act, ' power of attorney ' 
when given for construction on, deve lopment of or sale or transfer (in any 
manner whatsoever) of any immovable property is chargeable to stamp duty at 
five per cent on the market value of the property. T he Government with effect 

. . I~ 

from 1 Ju ly 2005 reduced stamp duty payable in respect of the GPA 
documents to Rs . 1,000 when the GPA is given in favour of the famil y 
members and to one per cent when the GPA is given in favo ur of other than 
the famil y members. 

Test check of the records of three SRs 146 (April 2008) indicated that 
. 18 documents styled as 'general power of attorney' registered between August 

2002 and February 2007 contai ned reci tals to the effect that the attorneys/ 
agents were given the power. fo r the construction/development/sale of the 
properties. The doc uments were chargeable with stamp duty of five per cellt 
on the market value of the

1

• properties upto 30,,June 2005 and at one per cellt 
thereafter. However, the deeds were executed on a stamp paper of Rs. 100 
ea.ch. · Th is resulted m short levy . of stamp duty and registration fees of 

; Rs. 10.09 lakh . 

After the cases were pointed out (February 2009), the Government accepted 
(June 2009) the audit observation in 10 documents and instructed the SRs to 
co llect the deficit amount. The progress made in recovery and the reply in the 
remai ning cases have not been received (February 2010). 

1·14 
Sect ion 105 o f Transfer of property Act, 1882 defines ' lease ' as a transfer of ri ght to enjoy 
such property made for a certain time ex pressed or implied. 

145 
G.O .Ms.No.11 28 Revenue (Regn-I) Department da ted 13-6-2005 . 

146 Sh amirpet, Shamshabad and Uppal. 
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js.11 Short levy of stamp dutyJ 

As per the explanation below Arti c le 49 (A) (a) of the Schedule 1-A to the IS 
Act, 'famil y' means father, mother, husband, wife, brother, sister, son, 
daughter and includes grandfather, grandmother, grandchild , adoptive father 
or mother, adopted son or daughter. Stamp duty is leviable at one per cent on 
the market value of the property on the GPA documents executed in favour of 
other than the members of a famil y. 

Test check of the records of the SR, Patamata (February 2008) indicated that a 
document styled as 'general power of attorney ' was registered in 
February 2007 in which one of the principal owners appoi nted the son-in-law 
as the attorney fo r the sale of the property. As the GPA was given to a person 
other than a family member, the deed was chargeable with stamp duty of one 
per cent on the market value of the property. The registering officer levied 
stamp duty of Rs. 100 and registration fee of Rs. 100 resul ting in short levy of 
stamp duty and registration fee of Rs . 9.10 lakh. 

After the case was pointed out (April 2009), the Government accepted 
(February 20 10) the audit observati on and stated that instructions were issued 
to Distri ct Registrar, Vij ayawada to co ll ect the defici t amount. A report on 
recovery has not been received (February 2010). 

js.12 Short levy of duties and fees on rectification dee~ 

As per the departmental instructions 147
, a recti fi cation deed recti fy ing the 

name of the claimant should be charged as a fres h deed and it attracts levy of 
transfer duty 148 also. When a deed of rectification is treated as a fresh sale , the 
market va lue as on date of execution 149 of the original sale deed should be 
taken into account for the purpose of levy of the duties. 

Test chec k of the records of the DR, Hyderabad (August 2008) indicated that a 
document sty led as 'rectification deed' was registered in March 2006 
rec ti fy ing the name of the c laimant and stamp duty of Rs. 100 was levied. But 
a rec tifi cation deed recti fy ing the name of the claimant should have been 
charged as a fres h sale and was chargeable with duti es and registration fee as 
applicable to the sale deed. This resulted in short levy of duties and fee of 
Rs . 6.34 lakh. 

After the case was pointed out (March 2009), the Government accepted 
(February 2010) the audit observati on and stated that Rs. 3.30 lakh had been 
co llected. The report on collecti on of the remaining amount has not been 
received (February 201 0) . 

147 Proceedi ngs No. 563 dated 11-1 0-1928. 
148 Proceedings No. S3/437 l/83 dated 19.9.84. 
149 Proceedi nos No. 5411 4736/86 dated 28-2-1987. 
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OTHER TAX AND NON-TAX RECEIPTS 

16.l Results of audiij 

Test check of the records of the fo ll owing departments conducted during the 
year 2008-09 revealed underassessments and loss of revenue amounting to 
Rs . 369.66 crore in l88 cases as mentioned below: 

(R upees m crore 
SI. Category No. of Amount 
No. cases 

I CO-OPERATION DEPARTMENT 

Non-rea li sati on of receipts on account of audit fee. 43 2 10.90 
interes t etc . 

II ENVIRONMENT, FORESTS, SCIENCE AND TECHNOLOGY 
DEPARTMENT 

l. Disposal of fo rest produce 19 84.77 

III REVENUE AND TRANSPORT, ROADS AND BUILDINGS DEPARTMENTS 

l. Non-levy and co ll ection of professio n tax 2 1 3 l.20 

IV REVENUE DEPARTMENT (Commercial Taxes) 

A. Entertainment tax and Betting tax 

l. Short co llec ti on of security depos it I 0.06 

2. Non/short levy of show tax and entertainment ta x 5 0 .02 

B. Rural Development cess 

l. Short recovery of cess l 0.02 

C. State Excise 

I . Non-levy of additional licence fee 16 8.87 

2 . Non-levy and coll ec ti on of penal interest on belated 14 0.65 
payment o f licence fee 

3. Unintended benefit of instalments of permit rooms/loss of 5 0.22 
revenue due to incorrect fixation of upset prices 

4. Short fix ation of annual li cence fee for bars I 0.2 1 

5. Other irregulariti es 41 0.37 

v INDUSTRIES AND COMMERCE DEPARTMENT 
Mines and Minerals 

l. Non-levy o f interest/penalty 3 16. 12 

2. Short levy of roya lty 9 6.65 

3. Irregular ex tension of lease 2 1.73 

4. Non-remittance of seigniorage fee 2 0.21 

5. Short co ll ection of se igniorage fee/roya lty 3 0 .3 1 
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(R upees m crore 

SI. Category 

I 
No.of 

I 
Amount 

No. cases 

VI ENERGY DEPARTMENT 

l 
' 

Non-levy and collection of electrical duty I i I 7.07 

VII FOOD, CIVIL SUPPLIES AND CONSUMER AFFAIRS DEPARTMENT 

!. Non-co ll ection of differential cost I i I 0.28 

Total I 188 I 369.66 

During the year 2008-09, the concerned departments accepted 
underassessments and other deficiencies of Rs. 292.77 crore in 107 cases, of 
which 67 cases involving Rs. 290.92 crore were pointed out during the year 
2008-09 and the rest in tile earlier years. An amount of Rs. 31.77 lakh in 
10 cases was realised during the year. 

A few illustrative audit observations involving Rs . 33 1.20 crore are mentioned 
in the succeeding paragraphs. 
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16.2 Audit observations! 

Scrutiny of the records in the offices of Revenue, Transport, Roads and 
Buildings, Industries and Commerce, Energy and Food, Civil Supplies and 
Consumer Affairs departments relating to revenue received from professions 
tax, royalty and cess, seigniorage fee and licence fee indicated several cases 
of non-observance of the provisions of the Acts/Rules resulting in non/short 
levy of tax/penalty and other cases as mentioned in the succeeding paragraphs 
in this Chapter. These cases are illustrative and are based on a test check 
carried out in audit. Such omissions are pointed out in audit, but not only do 
the irregularities persist; these remain undetected till an audit is conducted. 
There is a need for the Government to consider directing the department to 
improve the internal control system including strengthening the internal audit 
so that such omissions can be avoided, detected and corrected. 

CO-OPERATION DEPARTMENT 

~.3 Audit fee receipts! 

As per the provisions in the AP Co-operative Societies (APCS) Rules , 1964, 
the Chief Auditor with the assistance of the District Co-operative Audit 
Officers at the district level, conducts the audit of the accounts of the Co
operative Societies every year and collects the audit fee at the rates prescribed 
from time to time. 

6.3.1 Non-realisation of audit fee arrears 

As per Rule 46(1) of the APCS Rules , every society audited by the Chief 
Auditor, shall pay the audit fees for the audit of its accounts for each co
operative year. In case of non-payment, demand should be raised on the 
financing bank. It is obligatory on the part of the financing bank to remit the 
amount to the Government on behalf of the society within one month from the 
date of the demand. After exhausting the above measures, the department has 
to take action to recover the dues as arrears of land revenue. 

Test check of the records of the Commissioner for Co-operation and Registrar 
of Co-operative Societies (Commissioner) (September and October 2008) for 
the years 2003-04 to 2007-08 indicated that audit fee of Rs. 40.14 crore was 
not recovered from the societies to the end of March 2008. 

There is no provision under the Andhra Pradesh Co-operative Societies 
Act, 1964 (APCS Act) to levy interest on the arrears of audit fee and no 
time limit had been prescribed for initiating the recovery proceedings 
against the defaulters under the AP Revenue Recovery Act (RR Act). 
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The status of the arrears of audit fee for the last five years is mentioned below: 

(R upees m crore 
Year Outstanding Demand Total Demand Arrears Percentage 

at the raised demand realised at the of realisation 
beginning of during during end of to total 

the year the year the year the yea r demand 
2003-04 16.96 9.39 26.35 6.02 20.33 22.87 
2004-05 20.33 9.08 29.4 1 4.18 25.23 14.23 
2005-06 25.23 11.27 36.50 5.82 30.68 15 .96 
2006-07 30.68 9.39 40.07 5.42 34.65 13 .53 
2007-08 34.65 10.30 44.95 4.81 40.14 10.71 

Failure of the department to co llect the arrears as per the provision in the RR 
Act resul ted in non-reali sati on of Rs. 40.14 crore and forgoi ng of 
Rs. 7.63 crore towards interest computed at six per cent per annum whi ch is 
the appli cable rate for arrears referred under the AP Revenue Recovery Act. 

The Government accepted the audit observation and stated (September 2009) 
that the audit fee would be recovered by fi xi ng individual targets fo r each 
member of the fie ld level staff and action would also be taken by the 
Department under the provisions of the RR Act. The Department added that 
there was no provision under Section 74 of the APCS Act for levying interes t 
on any costs awarded to the Government under thi s Act and thi s matter was , 
being referred to the Law Department fo r clarification. 

The Government may consider incorporating appropriate provisions for 
levying of interest on arrears in the APCS Act itself and also prescribe a 
time limit for initiating proceedings against defaulters for recovery of the 
dues as arrears of land revenue under the RR Act. 

6.3.2 Non/short levy of audit fee 

As per the Rule ~6(1) of the APCS Ru les, audit fee is to be levied on every 
soc iety at the rate of 0.12 per cent of the working c·apital or loans and 
advances whichever is less subject to maximum of Rs. l lakh . 

Test check of the records of nine Di stri ct Co-operative Audit Offices 
(DCAOs) indicated non/short levy of the audit fee of Rs. 2.17 crore due to 
incorrect computati ons in 751 cases for the period 2003-04 to 2007-08. 

The Government accepted the audi t observation and stated that (September 
2009) necessary action would be initi ated to recover the short levied audit fee 
from the soc ieties concerned. A report on ·rec6very has not been received 
(February 2010). .· ot 

. ! 

;6.3.3 Non-realisation of audit fee due to pendency' ·o'faudit 

As per the Rule 46(1) of the APCS Rules, every society in receipt of the state 
aid or any other society which opts to get the accounts of the society audited 
through the Chief Auditor, shall pay to the government fees or costs for the 
audit of its accounts for each co-operative year. 
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Test check o r the records of the Commi ssioner fo r the peri od from 2003-04 to 
2007-08 indicated that the department pl anned to conduct the audit of the 
accoun ts of 39, 150 co-operative soc ieti es for the years 2003-04 to 2007-08. 
However, on ly 33 ,215 accounts were audited. Due to shortfa ll of 5,935 audi ts 
invo lving 3,401 societies, the department could not reali se the audit fee of 
Rs. 1.84 crore. Detail s are mentioned in the tab le be low: 

Year Pending at the To be Total Conducted Pending No. of 
commencement conducted during the at the societies 

of the year during the year end of involved 
year the year 

2003-04 966 36 ,392 )37,358 36,397 96 1 839 

2004-05 96 1 35 ,590 36,55 1 35 ,647 904 687 

2005-06 904 36,184 37,088 34,642 2,446 1,946 

2006-07 2,446 34.936 37,382 32,774 4,608 2,892 

2007-08 4,608 34,542 39, 150 33 ,215 5,935 3,401 

The Department attributed (June 2009) the shortfall primaril y to non
avail abi lity of the complete address/records and stated (June 2009) th at 2,352 
out of 5,935 pending audits pertai n to un-aided societies, which have the 
opti on to get their audit conducted by the chartered accountants. It was also 
stated th at 796 audi ts pertained to the weaker secti on societies in whose case 
the audit fee would be Rs. 100 onl y. The reply is not tenable, as every society 
is bound to inform the complete address and changes if any, under the 
provisions of the APCS Ac t. Further, the un -aided societies opting for outside 
audi t are required to in fo rm the department in advance and they would 
therefore not be part of the audi ts pl anned by the department.. The repl y 
regarding the levy of audi t fee at Rs. 100 per audit is also not inconsonance 
with Rule 46 (1) of the APCS Rules which stipul ates that the amoun t of audit 
fee shall be reali sab le per audit at 0. 12 per cent of the working capital or loans 
and advances , whichever is less , subject to the maximum of Rs. l lakh . 

16.4 Non/short recovery of cost of establishmen~ 

6.4.1 Short levy of cost of establishment 

As per Rule 127 of the Andh ra Pradesh Fundamental Rules, when an 
additi onal establi shment is created, the cost (FR cost) should be recovered 
from the society for whose benefit it is created. The amount to be recovered 
should be the gross sanctioned cost of the service and should not vary with the 
ac tual expenditure of any month . Audit observed that no system existed in 
the department for watching the progress made in the assessment and 
collection of the FR cost. 

Test check of the records of the Di strict Co-operative Offices (DCOs) in 
Hyderabad and Rangareddy di stricts for the years 2003-04 to 2007-08 
indi cated that the FR cost of Rs. 1.94 crore was neither assessed nor demanded 
by the DCOs in 127 cases. The soc ieties paid only Rs. 1.36 crore. This 
resulted in short co llecti on of the FR cost of Rs. 58.04 lakh . Further, revisions 
in the emoluments were ndt being calcul ated correctly although provided 
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under the APFR while working out the FR cost. This resulted in short 
collection of the FR cost by Rs. 19.66 lakh in 147 cases. Thus, the total short 
realisation of the FR cost was Rs. 77.70 lakh. 

The Government accepted the audit observation and stated (September 2009) 
that instructions had been issued to all the DCOs in the State to collect the FR 
cost as pointed out by the audit. A report on recovery has not been received 
(February 2010). 

6.4.2 Non-recovery of FR cost 

The G.O.Ms. No. 452 dated 26 August 1971, stipulated that in case of a fresh 
post (other than audit post) sanctioned for a society, a sum equal to the cost of 
the staff for a period of three months should be collected in advance. In case 
of a post of an auditor sanctioned to the individual societies, the cost for the 
entire sanctioned period should be collected in advance. 

Test check of the records of nine DCOs (September and October 2008) 
indicated that the FR cost of Rs. 1. 19 crore though required to be assessed and 
collected in advance, had not been collected till the date of audit. This 
resulted in non-realisation of Rs. 1.19 crore as on 31March 2008. 

The Government accepted the audit observation and stated (September 2009) 
that instructions had been issued to the DCOs in the State to strictly ensure 
that a sum equal to the cost of staff for a period of three months be col lected in 
advance whenever a new post (other than audit) had been created. It was 
further stated that out of Rs. 1.19 crore, an amount of Rs . 13.58 lakh had been 
recovered and the balance amount would be collected soon. A report on 
further recovery has not been received (February 2010). 

~.5 Interest/dividend receipt~ 

6.5.1 As per the conditions governing the sanction of loans to the societies , 
interest has to be levied at a prescribed percentage on the principal amount. In 
case of non-payment of the principal as per the time schedule, penal interest is 
also to be levied. The rates of interest for the amoun ts advanced during the 
period prior to 2003-04 ranged between nine and 12 per cent. 

6.5.2 Non-levy of interest 

Test check of the loan ledgers relating to the loans sanctioned by the 
Government, maintained by the DCOs in nine districts 150 indicated that though 
all necessary details such as principal amount, rate of interest, period of loan 
etc ., were recorded in the loan ledgers, the department did not assess the 
amount of interest of Rs. 1.86 crore payable by the societies. The DCOs did 
not monitor the final assessments for raising the demands despite maintaining 
the loan ledgers. This resulted in non-realisation of loan of Rs. 4.61 crore and 
interest of Rs. 1.86 crore. 

15° Chittoor, Eas t Godavari, Guntur, Hyderabad, Karimnagar, Khammam, Kri shna, 
Ranirn reddy and Warangal. 
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The Government accepted the audit observation and stated (September 2009) 
that the DCOs in the state had been instructed to update the loan ledgers, levy 
interest on the principal amount as per the time schedule and to levy penal 
interest where the principal amount had become overdue and to collect the 
amounts on war footing. Further progress in recovery has not been intimated 
(February 2010). 

6.5.3 Non-issue of demand notices for the interest levied 

Test check of the records of the above DCOs relating to the loans sanctioned 
by the Government indicated that an interest of Rs. 3.81 crore was assessed by 
the DCOs till end of March 2008 on the outstanding principal loan amount of 
Rs. 4.61 crore released to the societies. The societies defaulted in paying the 
interest due. The department too did not issue any demand notice despite the 
interest amount being assessed by the DCOs. This resulted in non-realisation 
of Rs. 3.81 crore towards interest. 

The Government accepted the audit observation and stated (September 2009) 
that instructions had been issued to the DCOs in the state to issue demand 
notices to the defaulting societies for repayment of the Government loans 
together with the interest. The DCOs reported (June 2009) that the demand 
notices had been issued to the defau lting institutions for collection of the 
amounts. A report on collection has not been received (February 2010). 

6.5.4 Interest/dividend on Government share capital contribution 

According to the APCS Act, a society shall , out of its net profit in any co
operative year 151

, pay dividend to its members on their paid up share capital , 
an amount being not less than 15 per cent of the net profit. 

In January 2002, the Government amended the Rule 36(5)(d) of the APCS 
Rules according to which every society shall pay dividend or interest, which 
shall not be less than six per cent per annum on the paid up share capital every 
year. When no dividend is paid, the society has to pay interest on the 
Government share capital. If for any reason this interest or dividend is not 
paid, it shall be pointed out in audit, inspection or inquiry and a provision shall 
be made to carry forward the amount for the subsequent year. The society 
shall forthwith be declared as "weak" and all additional expenditure in the 
form of revision of pay scales, dearness allowance, honorarium to the 
managing committee members, opening of branches, sub-offices etc., shall be 
frozen. The managing committee of the society will be held responsible for 
any lapses in this regard. 

The Government in September 2003 exempted certain rural co-operative 
societies, the J\J> Co-operative Bank, District Co-operative Central Banks and 
Primary Agricultural Cooperative Societies from the operation of the Rule 
36(5)(d). Consequently, the exempted societies need to pay dividend on the 
net profit under the APCS Act and the other societies need to pay 
dividend/interest as per rule 36 (S)(d) of the APCS Rules, which shall not be 
less than six per cent per annum on paid up share capital. 

151 From April to March of that year. 
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6.5.4.1 Non-levy of interest/dividend from non-exempted societies 

Test check of the records of the Commi ssioner relating to the Government 
share capital contribution to non-exempted societies revealed that 10 
co-operative societies 152 who received the Government share capital neither 
paid the di vi dend nor levied interest on the share capital. The min imum 
interest at the rate of six per cent as mentioned in the APCS Rules leviable on 
these soc ieties amounted to Rs. 142.30 crore. 

It was further noticed that though one soc iety the Andhra Pradesh State 
Handloom Weavers Co-operative Society (APCO) had made a provision of 
Rs. 6.09 crore in the accounts during 2003-04 to 2005-06 for payment of 
interest , it was never demanded by the department. Thus , failure to levy and 
assess interest payable by the societies resu lted in non-reali sation of 
Rs. 142.30 crore, besides non-invoking of other penalties as per rule 36(5)(d) . 

The department stated (Jul y 2009) that a proposal had been sent to the 
Government for de letion of Rule 36(5) (d) of the APCS Rules. However, it 
was silent about the reasons for non-levy of interest pointed out by Audit. 

6.5.4.2 Non-levy of dividend from exempted societies 

Test check of the records of the Commissioner of the societi es exempted from 
the operation of Rule 36(5)(d) of the APCS Rules indicated that in 3,668 
cases, the societies earned net profit of Rs . 115 crore during the period from 
2002-03 to 2006-07. The dividend payable to the Government on its shares 
worked to Rs. 2.56 crore at the rate of 15 per cent. Against th is, the soc ieties 
remitted Rs. 1.59 lakh onl y resulti ng in short rea li sation of Rs . 2.54 crore as 
mentioned in the followin g table : 

(R . I kl ) upees m a · 1 

Year No. of Proportional dividend Amount of dividend Non-levy of 
societies amount on Govt. actually collected & dividend 

share capital to be credited to Govt. a/c 
credited to Govt. ale 

2003-04 1086 1.52 0.62 0.90 
2004-05 673 6.95 0.12 6.83 
2005-06 684 61.68 0.1 6 61.52 
2006-07 601 66.2 1 0.06 66.15 
2007-08 624 11 9.27 0.63 118 .64 

Total · 3,668 255.63 1.59 254.04 

After thi s was pointed out, the Government accepted the audi t observation and 
stated (September 2009) that specific instructions would be issued to the 
di strict and Divisional level officers and Functional Registrars to ensure the 
payment of dividend to the Government. 

152 
APSC co-operative finance corporation, AP Co-operat ive BC finance corporatio n, AP 
Girajan Co-operati ve Corporati on, AP Toddy Tappers Co-operative Society Federatio n 
limited , AP Seri culture Federation, AP Co-operati ve M arketing Federati on, AP Washer 
men Soc iety Federation, AP Women Co-operative Fi nance Corporation, APCO, AP O il 
Federati on. 
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6.5.5 Non-levy/collection of interest and penal interest 

T he Integrated Co-operative Development Project (ICDP) is a centrall y 
sponsored scheme bei ng implemented with the objective of overall 
development of the co-operati ve societies. U nder the scheme, the Nati onal 
Co-operative Development Corporation (NCDC) provides financial assistance 
in the form of loan and subsidy to the State Government and the State 
Government provides funds to the D istrict Co-operative Central Banks 
(DCCBs). The loan which carries the prescribed rate of interest is to be repaid 
in eight equa l instalments with a moratorium period of three years. The 
overdue insta lments/amounts will attract penal interest til l the amounts are 
repaid. 

Test check of the records of the Comm issionerate fo r the period 2003-04 to 
2007-08 indicated that the DCB records and loan ledgers were not maintained 
for the Joans advanced by the NCDC and demands were not raised 
periodicall y. However, the details of the total released amount, period of loan , 
rate of interest and due date of payment were maintained in the computers. 
Perusal of the information obtained from the department indicated that the 
NCDC advanced loans amounting to Rs. 6.67 crore upto March 2008. The 
amount was recoverable in eight equal instalments carrying interest of 
16 per cent to 19.25 per cent per an num on the outstanding amount. In the 
absence of the ledgers, the correct position of the outstanding loans and the 
interest payable thereon could not be ascertained by audit. 

Audit observed that the department ca lcu lated interest on the diminishing 
balance (i.e. after deducting the instalment due fo r payment) though the 
instalments were not paid. This resulted in short levy of interest of 
Rs. 3.87 crore at a minimum rate of 16 per cent on the outstanding principal of 
Rs . 6.67 crore as mentioned in the following tabl e: 

(R . I kh) upees m a 
Year Overdue amount Non-levy of interest 

2003-04 253.52 40.56 
2004-05 353.00 56.48 
2005-06 521.23 83.40 
2006-07 621.68 99.47 
2007-08 667.4 1 106.79 

Total . 386.70 

The Government accepted the audit observation and stated (September 2009) 
that the interest due details had been communicated to all the general 
managers of the DCCB s informing that penal interest should also be remitted 
for the peri od of default. It was further stated that the matter would be 
pursued with a ll the DCCB s and action wou ld be taken to col lect due amounts 
in accordance with guidelines including penal interest. Further report on 
recovery has not been received (February 20 l 0). 
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ENVIRONMENT, FORESTS, SCIENCE AND TECHNOLOGY 
DEPARTMENT 

~.6 Non-collection of dues from the GCC Limited! 

Lease agreements executed by the Government with the Girijan Co-operative 
Corporation (GCC) Li mi ted, Visakhapatnam each year stipulated that minor 
forest produce would be collected by the GCC Limited on monopoly basis. 
The GCC was required to pay lease rentals at 15 per cent on procurement 
prices subject to the payment of minimum rental equal to the average of 
previous three years' rental s payable in two half yearly instalments. However, 
the agreement did not contain any contingency clause for seizure of forest 
produce in case of non-payment of the lease rentals. 

Test check of the records of Principal Chief Conservator of Forests indicated 
that Rs. 54.51 crore on account of lease rentals was due from the GCC 
Limited, Visakhapatnam for over eight years as mentioned in the followin g 
-table: 

(R upees m crore 
SI. No. Period of Arrears Amount due 

l. 200 l to 2005-06 33.28 
2. 2006-07 3.83 
3. 2007-08 17.40 

Total 54.51 

In the absence of any clause in the lease agreement, action could not be taken 
by the departm.ent to seize the forest produce. 

After thi s was 'brought to notice, the department took up the matter with the 
Government in June 2009 and suggested the inclusion of a clause in the lease 
agreement to be entered with the GCC Limited enabling the department to 
seize the produce in transit if the forest rentals were not paid by them in time. 

6.6.1 Non-collection of forest dues 

As per the provisions of the AP Financial code (APFC) volume I, every 
government servant who is entrusted with the duty of collecting any revenues 
due to the government should assess the demands carefully and collect the 
revenues promptly. As per the Andhra Pradesh Forest Act, 1967, the 
Government dues if not paid are to be recovered as if it were an arrear of land 
revenue, under the provisions of AP Revenue Recovery Act, 1864. The 
certified cases are sent by the Conservator of Forests to the concerned District 
Collectors for recovery of the amounts specified therein. 
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Test check of the records of 15 divi sions 153 indicated that Rs. 28.62 crore was 
outstanding in 238 certi fied cases. Age-wise analysis of these cases 1s 
mentioned in the followi ng table: 

(R upees m crore 
SI. No. Arrears of revenue No. of cases Arrears 

1. Pending less than 5 years 11 1.35 
2. Pend ing for more than 5 years to 10 years 13 1.53 
3. Pending fo r more than 10 vears to 15 vears 22 4.60 
4. Pendi ng for more than 15 years to 20 years 8 4.45 
5. Pendi ng fo r more th an 20 years to 50 years 124 16.59 
6. Pend ing for more th an 50 years 60 0.10 

Total 238 28.62 

The above table indicates that 60 cases involving Rs. 9.58 lakh were pending 
recovery fo r more than 50 years. No departmental meeti ngs were conducted 
with the district collectors concerned, to monitor the recovery of arrears . As a 
result , aJTears pertaining to very old periods remained outstanding. The 
chances of recovery of old arrears have become remote with the passage of 
time. 

6.6.2 A test check of the records of the Divisional Forest Officer (DFO), 
Bellampall y division indicated that Rs. 1.24 crore was outs~anding against 15 
defaulting abnus leaf contractors from 1980 to 2004. The division stated that 
the cases were referred to the District Collectors concerned. But the records 
revealed that the Di stri ct Collectors were addressed by ordinary letters onl y. 
There was no evidence that the certified cases were acknowledged by. the 
Di stri ct Collectors . 

After the case was pointed out (Apri l 2009), . the Government stated 
(July 2009) that all the cases of arrears of revenue would be reviewed and 
necessary action would be taken to co ll ec t these under the RR Act and the 
Chief Conservators of Forests/Conservators of Forests wou ld be di rected to 
hold meetings periodicall y wi th Di strict Co ll ectors concerned to expedi te the 
arrears co llection . It was also stated that the cases were very old and where 
recovery was not possible, the aspect of writing off them by competent 
authority would also be considered. 

6.6.3 Test check of the records of the DFO (Logging Division) , Ni rmal 
indicated that in one case relatin~ to Mis Hyderabad Plywood Industries, 
Hyderabad, Government ordered15 recovery of arrears of Rs. 34.54 lakh in 
12 equal half yearly instalments commencing from 30 November 1996 to 
31 May 2002 alongwith penal in terest at 22 per cent per annum on the overdue 
instal ments from 1 December 1996 to 1 June 1999. Even after a lapse of 
10 years , the amount has not been recovered till the date of audi t. 

After the case was pointed out (Apri l 2009) , the Government stated that action 
would be taken to recover the amount by referring the matter to the Di~trict 
Collector, Ranga Reddy Di strict. 

153 DFOs Adi labad, Bell ampally , Bhadrachalam (N) , E luru, Jan naram, Kagaznagar, 
Kak inada , Khammam , Mancherial , Nirmal , Paderu, Paloncha, Vijayawada, 
Visakhapatnam and Vizianagaram . 

154 G.O .Ms .No.187 EF (For. III) Department dated 8 September 1994. 
105 



Audit Report (Revenue Receipts) for th e year ended 3 1 March 2009 

6.6.4 Non-realisation of miscellaneous expenditure and supervisory 
charges 

In accordance with the agreements executed each year between the Forest 
Department and Mis ITC BPL155 Ltd. , supervisory charges and miscel laneous 
expenditure at the rates prescribed from time to time are required to be 
co ll ected from the paper mill . 

Test check of the records of DFO (Logging Division), Bhadrachalam indicated 
that Rs . 5.03 lakh on account of supervisory charges and miscellaneous 
expenditure for the years 2003-04 to 2007-08 was neither paid by the mill nor 
demanded by the department. 

After the case was pointed out (Apri I 2009) , the Government stated 
(July 2009) that the DFO, Bhadrachalam Division had issued a demand notice 
to the paper mill towards payment of mjscellaneous expenditure and 
supervisory charges due for the years 2003-04 to 2007-08. It further stated 

1 
that Rs. 5.70 lakh paid by Mis. ITC BPL Ltd. towards security deposit for the 
year 2007-08, was available with the department and the dues would be 
adjusted from the amount avai lable. 

TRANSPORT, ROADS AND BUILDINGS DEPARTMENT 

16.7 Non-levy and collection of professions ta~ 

Under Section 4 of the Andhra Pradesh (AP) Tax on Professions, Trades , 
Callings and Employments Act 1987, the Government issued orders 156 in 
May 2006 appoi nting Regional Transport Officers/Deputy Commissioners/ 
Joint Commi ssioner as collecting agent for collection of professions tax from 
the lorry/bus owners at Rs. 750 per vehic le per annum . In response to a 
clarifi cati on sought by some district officers for collection of tax , the 
Transport Commi ssioner (TC) in November 2006 directed the di strict officers 
not to collect professions tax til l a decision regarding filling up of existing 
vacancies and providing additional staff required for discharging collection 
activities was taken by the Government. 

Test check of the records of the office of the TC, Andhra Pradesh 
(January 2009) indicated that professions tax fo r the year 2007-08 totalli ng 
Rs . 30.97 crore from the owners of 4 ,12,923 vehi cles on road was not levied 
and coll ected. Thus , despite the orders of the Government, the Transport 
Department failed to realise professions tax amounting to Rs. 3Q.97 crore for 
the year 2007-08 due to the orders of the TC. 

After the case was pointed out, the TC stated (January 2009) that the matter 
would be examined. 

The matter was referred to the Government in Apri l 2009; their reply has not 
been received (February 2010). 

155 Bhadrachalam Paperboards Limited. 
156 G.O.Ms. No.610 Revenue (CT-IV) Department dated 30 May 2006. 
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INDUSTRIES AND COMMERCE DEPARTMENT 

!Mines and Mineral~ 

16.8 Non/short levy of royalty and cess on crude oi~ 

As per Section 6A of Oilfields (Regulati on and Development) Act, 1948 and 
Rule 14 of Petroleum and Natural Gas Rules , 1959, the holder of a mining 
lease shall pay royalty in respect of any mineral oil mined, quarried, excavated 
or co llected by him from the leased area at the rates 157 speci fied in the 
schedule to the Act from time to time. In addition , as per AP Mineral bearing 
lands (Infrastructure) Cess Rules , 2005 read with Government order dated 
12 September 2005158

, cess of Rs. 640 per tonne of crude oil shall be levied. 

Test check of the records of the Deputy Director of Mines and Geology, 
Kakinada (January 2009) indicated th at against the quantity of 
2,13 ,227.082 MTs and 2,14,296 .787 MTs of crude oil extracted by a lessee 
during 2004-05 and 2006-07, royalty was levied on 2,03,969.3 18 MTs and 
2,14,030.143 MTs respectively. Further, cess of Rs. 1.71 lakh was not levied 
on 266.64 MTs of crude oil during 2006-07. This resulted in non/short levy of 
royal ty and cess of Rs . 2.23 crore. 

After the case was pointed out (March 2009), the department accepted 
(September 2009) the audit observation. A report on recovery of the amount 
has not been received (February 2010) . 

The above matter was referred to the Government in April 2009 ; their reply 
has not been received (February 2010). 

16.9 Short recovery of seigniorage feel 

As per Rule 10 of the AP Minor Mineral Concession (MMC) Rules 1966, 
seigniorage fee 159 shall be charged on all minor minerals despatched or 
consumed from the land at the rates specified in the schedules to the rules . The 
Government in October 2004160 revised the rates of seigniorage fee on minor 
minerals. 

6.9.l According to clause 10.4 of general conditions of the contract executed 
by Superintending Engineer, Galeru Nagari Sujala Sravanthi (GNSS) circle, 
seigniorage fee shall be recovered fro m the bills of the contractor on the earth 
work excavation done and measured with reference to the quantities used in 
the work as per theoretical 16 1 requirements, at the rates prescribed by the 
Government of Andhra Pradesh. The rate of seigniorage fee for earth is 
Rs. 20 per cu.m. 

157 For the year 2004-05 - Rs. 2,282 per MT, for the year 2006-07 - Rs. 3,689 per MT. 
158 G.O.Ms .No.250, Industries and Commerce dated 12-09-2005. 
159 Seigniorage fee is a fee charged by the owner of minor minerals fro m those to whom he 

gives the concess ion to remove them. 
160 G.O.Ms .No.217 , Industries and Commerce Department dated 29 September 2004. 
161 Quantity of material required for a specific work as estimated. 
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Test check of the records of the Executive Engineer, GNSS , Proddatur 
Di vision (October 2007) indicated that as per bill of contractors on work done 
and measured with reference to the quantiti es used as per the theo retical 
requirements of 31,03 ,500.79 cu.m in respect of one work 162

, seigni orage fee 
was recovered on compacted quantity of 27,46,460.88 cu.m. This resulted in 
short recovery of seigniorage fee of Rs. 71.41 lakh upto September 2007. 

After the case was pointed out (October 2008) , the department stated 
(September 2009) that the issue would be placed before the Board of chief 
engineers meeting as agreed by the Go vernment. 

The above matter was referred to the Government in April 2009; thei r reply 
has not been received (February 2010) . 

6.9.2 Test check of the records of the Assistant Direc tor of Mines and 
Geology (ADMG), Guntur (July and August 2008) indi cated that seigni orage 
fee was collected at the rates of co lour gran ite instead of black granite 
despatched from the land between 2006-07 and 2007-08 . This resulted in 
short recovery of seigni orage fee of Rs. 23.65 lakh. 

After the case was pointed out (February 2009') , the department stated 
(September 2009) that a demand notice had been issued to the lessee 
company. The company had filed a writ petition before the High Court of 
Andhra Pradesh which was yet to be finally disposed . 

The above matter was referred to the Government in March 2009; their rep ly 
has not been received (February 2010). 

16.10 Non-remittance of seigniorage fe~ 

The Industries and Commerce Department ordered 163 that seigniorage fee 
co llected on minerals under the provisions of the Mines and Minera ls 
(Regu lation and Development) Act, 1957, be credited to the conso lidated fund 
of the State and then transferred to the local bodies separatel y at the rates 
prescribed. 

Test check of the records of four offices 164 (March 2007 and August 2008) 
indicated that Rs. 22. 14 lakh was recovered towards seigni orage fee from the 
bills of contractors for the years 2005-06 to 2007-08. But the same was not 
remitted to the Government account by three 165 municipalities and two 166 local 
bodies . 

162 E h art work excava tio n of GNSS mai n cana l inc luding constructio n of cross masonry and 
cross drainage works measuring 8.3 1 KM and formation of earthen bund for Vamikonda 
Sagar and Sarvaraja Sagar etc . 

163 GO . .Ms. No. 404, Industries and Commerce D epartme nt dated 5 October 1994. 
164 

ADMG Khammam, Markapur, Medak and Tandur. \ · 
165 Markapur, Medak and Tandur . 
166 

Women Develop"me.nt and Child Welfa re, Kh ammam and Manc:ial Parishad Development 
Officer, Tandur. · 
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After the cases were pointed out (June and November 2008), the department 
stated (September 2009) that Rs. 2. 17 lakh had been remitted in two cases. 
Recovery in the re maining cases has not been reported (February 2010). 

The above matter was referred to the Government in April 2009; their reply 
has not been received (February 20 10). 

!6.11 Short levy of royalty and cessl 

As per Section 9 of the Mi nes and Mi nerals (Regul ati on and Development) 
Act, the ho lder of a mi ni ng lease shall pay royalty in respect of any mineral 
removed or consumed by him or by hi s agent, manager, employee, contrac tor 
or sub-lessee fro m the leased area at the rates specified. The rates of royalty in 
respect of major minerals were revised in October 2004 167

. The rates of 
royalty to be levied on crude shale and soil are Rs. 23 per MT and 
Rs. 12 per MT respecti ve ly. 

6.11.1 Test check of the records of the ADMG, M iryalaguda, Nalgonda 
(February 2008) indicated that during the year 2005-06, a lessee 168 used 
limestone and additives such as soil , aluminium lateri te, iron powder for 
producing c lin ker. However, royalty alongwith cost of mineral was not 
rea li sed on the quantity of clay/soil used by the lessee. Thi s resulted in 

non-recovery of Rs. 21.6 1 lakh towards royalty and cost of mineral. 

After the case was poi nted out (February 2009), the department accepted 
(September 2009) the audit observation and raised the demand for the above 
amount. Payment particu lars have not been received (February 2010). 

The above matter was referred to the Government in Apri l 2009 ; their reply 
has not been received (February 20 10). 

6.11.2 Test check of the records of the ADMG, Miryalaguda (September 
2008) indicated that on despatches of 2,68,777 MTs of crude shale from mines 
in respect of a lessee during assessment years 2005-06 to 2007-08, royalty on 
crude shale was assessed at Rs. 18 per MT instead of Rs. 23 per MT. This 
resulted in short levy of royalty of Rs. 13.44 lakh . 

After the case was pointed out (February 2009), the department stated 
(September 2009) that a demand noti ce for Rs. 13.44 lakh had been issued to 
the lessee. 

The matter was referred to the Govern ment in March 2009 ; their reply has not 
been received (February 2010). 

167 G.S .R. 677 (E) dated 14 October 2004. 
1 ~ 8 Mis NCL Industries L imi ted. 
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16.12 Non-inclusion of demand in DCB Registe~ 

Article 8 of AP Financial Code Vol. I, stipulates that every departmental 
controlling officer should watch closely the progress of realisation of the 
revenues under hi s control and check the recoveries made agai nst the demand. 
Further, as per paragraph 16.9 of the Manual of the Department of Mines and 
Geology, the ADMG has to enter the assessment finali sed in a register called 
"Demand, Co llection and Balance (DCB) Register" in the proforma given in 
Appendices 104 and 105. 

Test check of the records of the office of the ADMG, Nellore (January 2007) 
indicated that the mineral revenue assessment of one assessee fo r the year 
2005-06 for iron ore was made for Rs. 5.89 lakh. However, neither was the 
demand included in the DCB register nor was the same demanded fro m the 
assessee. This resul ted in non-rea li sation of revenue of Rs. 5.89 lakh towards 
royalty . 

After the case was poi nted out, ADMG, Nellore stated (March 2009) that the 
demand had been raised in May 2007 . A report on the recovery is awaited 
even after the lapse of more than two years (February 2010). 

The above matter was referred to the department in October 2008 and the 
Government m March 2009 ; their reply has not been received 
(February 20 10). 

REVENUE DEPARTMENT 

lstate Excise Dutiesl 
I 

16.13 Non-levy of additional licence fe~ 

As per Rule 10 of AP Excise (Grant of li cence of se lling by bar and conditi ons 
of licence) Rules, 2005, the enclosures 169 for consumpti on of liquor, which are 
not conti guous, shall attract levy of an additi onal li cence fee at 10 per cent for 
each such additional enclosure. 

Test check of the records of th ree offices of Prohibition and Excise 
Superintendents (PES) 170 (May and December 2008) indicated that during the 
year 2007-08, 10 per cent of additi onal li cence fee to talling Rs. 64.13 lakh was 
not levied on 40 non-contiguous enclosures. This resulted in non-levy of 
additional li cence fee of Rs. 64.13 lakh . 

169 
"Enclosure" is defined as an area of consumption of liquor, w hich is contiguous in utili ty 
for consumption. If one consumption enclosure is separated rrom another enclosure by 
non-contiguity and interposition of areas of different utiliti L:' other than consumpt ion of 
liquor, it attracts additional licence fee . 

110 Kl iammam, Ongole and Secunderabad. 
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After the cases were pointed out, PES , Khammam and Secunderabad stated 
(May and December 2008) that the 2B li cences were granted after physical 
verifi cati on of the premises by the competent authoriti es as per the instructi ons 
of the Commiss ioner of Prohibition and Excise. The replies are not tenable as 
enc losures fo r consumption of liquor were separated by enclosures utilised for 
purposes other than the consumption of liquor. As such, these were 
non-contiguous and attracted the levy of additi onal fee. The PES, Ongole 
stated (October 2008) that the matter would be examined. 

The matter was refetTed to the department in September 2008 and February 
2009 and the Government in Apri l 2009 ; their rep ly has not been received 
(February 2010). 

!6.14 Non-levy of interest on belated payments of licence fe~ 

As per Rule 3 of AP Excise (Levy of Interest on Government Dues) Rules, 
1982, the atTears of money recoverab le shall bear interest at the rate of 
18 per cent per annum. 

Test check of the records of four offices of PESs 17 1 (February and October 
2008) indicated that permit room licence fee for the years 2006-07 and 
2007-08 was not paid in one lump but in different instalments. The li cence fee 
of Rs. 1.70 crore was to be paid in advance before the issue of the permit room 
li cence. In contraventi on of the provision , the Commi ssioner issued 
instructions to recover the li cence fee in instalments. This resulted in the 
non-levy of interest on be lated payments of li cence fee of Rs. 11.80 lakh. 

After the cases were pointed out, all PESs stated (February and October 2008) 
that permit room li cences were granted for the year 2006-07 as per the 
instructi ons of the Commissioner of Prohibiti on and Excise and the balance 
amount was obtained subsequentl y. The contention of the department is not in 
accordance with the provisions of the Act. Besides, interest was to be levied 
for be lated payments of tax on wh ich no instructions were issued by the 
Commi ssioner. 

17 1 Anakapa ll e, O ngo le, Tenali and Vijayawada . 
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The matter was referred to the department between October 2008 and January 
2009 and the Government in March 2009; their reply has not been recei ved 
(February 20 10). 

Hyderabad 

The 

New Delhi 
The 

u 

(Sadu Israel) 
Accountant General 

(Commercial & Receipt Audit) 
Andhra Pradesh 

Countersigned 

(Vinod Rai) 
Comptroller and Auditor General of India 
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Annexure to Paragraph ~.11 

Number of PAC recommendations for which ATNs have not been received 

Year of Audit Commercial State Land Transport, Public Stamp Duty Forest Industries Civil Total 
Report Taxes Excise Revenue Roads and Works and and Supplies 

Buildings Registration Commerce 
- Fees 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) 
1972-73 l 1 
1973-74 4 5 l l 11 
1974-75 2 9 4 1 1 17 
1975-76 4 3 2 7 l 17 
1976-77 2 1 4 2 l 10 
1977-78 5 l 2 1 2 3 14 
1978-79 4 l 5 1 4 l l 17 
1979-80 2 3 2 4 l 1 13 

~ 

1980-81 l l 2 l 3 8 
1981-82 l 1 2 l l 2 8 
1982-83 2 1 l 4 
1983-84 1 1 1 2 5 
1984-85 3 8 11 
1985-86 5 - 1 l 2 9 
1986-87 l 1 

' 

1987-88 l l l 3 
1994-95 l 1 
1995-96 2 l 3 
1996-97 1 1 l 3 
2000-01 l 2 3 

Total 35 32 27 16 2 24 20 2 1 159 

113 




