PREFACE

This Report for the year ended 31 March 2009 has been prepared for
submission to the Lieutenant Governor under Article 151(2) of the
Constitution.

The audit of revenue receipts of the Government of National Capital Territory
(NCT) of Delhi 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/value added tax,

stamp duty and registration fees and other tax and non-tax receipts of the NCT
of Delhi.

The cases mentioned in this Report are among those which came to notice in
the course of test check of records during the year 2008-09 as well as those
which came to notice in the earlier years but could not be included in the
previous years’ reports.
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Overview

(OVERVIEW

This Report contains 15 paragraphs including two reviews involving
underassessment/short payment/loss of revenue etc., of Rs. 1729.62 crore.
Some of the major findings are mentioned below:

I. General

The total receipts of the State during the year 2008-09 amounted to
Rs. 16,352.21 crore, of which the revenue raised by the State Government was
Rs. 14,481.42 crore and receipts from the Government of India were
Rs. 1,870.79 crore. The revenue raised constituted 89 per cent of the total
receipts of the State.

(Paragraph 1.1)

At the end of June 2009, 4481 audit observations involving Rs. 3,093.36 crore
relating to 289 inspection reports issued upto March 2009 remained
outstanding.

(Paragraph 1.8)

Test check of the records of the departments of trade and taxes, state excise,
entertainment, transport, registration etc. conducted during the year 2008-09,
revealed underassessment/short payment/loss of revenue etc. aggregating
Rs. 1981.18 crore in 2474 cases. During the course of the year 2008-09, the
departments concerned accepted underassessments and other deficiencies of
Rs. 50.70 crore in 82 cases. Of these, the department recovered Rs. 14.46 lakh
in 36 cases during the year 2008-09.

(Paragraph 1.13)
II. Sales Tax/Value Added Tax

Review of “Assessment, levy and collection of tax on Works Contract”
revealed the following:

e Failure of the department to institute a system of inter-departmental
cross verification of database of dealers resulted in non-realisation of
revenue of Rs. 437.40 crore from unregistered works contractors and
short payment of tax of Rs. 92.49 crore due to concealment of turnover
of Rs. 282.40 crore by registered works contractors.

(Paragraphs 2.2.7 and 2.2.8)

e Absence of an effective system of monitoring of receipt and
maintenance of the records of contractees resulted in non-detection of
cases of the unregistered dealers and non-levy of penalty of Rs. 7.83
crore on the contractees who did not furnish Forms XII-A/DVAT-48.

(Paragraph 2.2.9)

)
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In violation of the provisions of the Acts, the department allowed credit
of Rs. 111.24 crore towards claim of payment of tax without verifying
the challans.

(Paragraph 2.2.10)

Failure of the Assessing Authority (AA) to detect the suppression of
the works contract turnover led to non-realisation of revenue of
Rs. 9.72 crore.

(Paragraph 2.2.12)

Irregular allowance of deduction on account of tax deducted at source
without furnishing original copy of Form IX/DVAT-43 resulted in
non-realisation of revenue of Rs. 11.36 crore.

(Paragraph 2.2.14.1)

Failure of the AA to detect purchase on the strength of Form C by the
dealers opting for composition of tax resulted in non-realisation of
revenue of Rs. 1.19 crore.

(Paragraph 2.2.15)

Review of “Transition from Delhi Sales Tax to Delhi Value Added Tax”
revealed the following:

Inadequate input and validation controls in the system resulted in
inconsistent and incomplete database. Inefficient change management
resulted in less charging of tax amounting to Rs. 3.33 crore.

(Paragraph 2.3.8)

Deficient business rule mapping resulted in excess tax credit claims to
the tune of Rs. 93.85 crore.

(Paragraph 2.3.8)

Failure of the department to maintain complete record of the returns
and annual accounts filed by the dealers in their assessment folders
resulted in non-verification of quantum of tax payable by the dealers
and correctness of ITC claimed.

(Paragraph 2.3.10.3)

Non-provision for submission of annual returns in the DVAT Act
resulted in leaving ample scope for the dealers to evade tax by
suppression of sales and purchases and excess claim of the ITC on
purchase.

(Paragraph 2.3.11)

Absence of requirement to deposit the disputed amount of tax while
filing objections resulted in increased numbers of objections being
filed.

(Paragraph 2.3.14)
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Irregular claim of exemption/concessional rate of tax without furnishing
proper statutory forms resulted in short payment of tax of Rs. 493.16 crore
including interest of Rs. 107.70 crore.

(Paragraph 2.5)

Short accounting of sale and purchase resulted in short payment of tax of
Rs. 173.91 crore including interest of Rs. 23.52 crore and penalty of Rs. 75.20
crore.

(Paragraph 2.6)

Excess claim of deduction on stock transfer resulted in short payment of tax of
Rs. 21.04 crore including interest of Rs. 2.86 crore and penalty of Rs. 9.09
crore.

(Paragraph 2.7)
111 OTHER TAX AND NON-TAX RECEIPTS

Failure of the department of power to recover interest due on loan sanctioned
to Indraprastha Gas Power Generation Company Ltd. and impose penal
interest resulted in non-realisation of interest receipts of Rs. 20.17 crore.

(Paragraph 3.3)
Failure of the department to levy stamp duty at circle rates for registering
properties resulted in short payment of stamp duty of Rs. 2.07 crore.

(Paragraph 3.4)
Failure of the department to levy luxury tax on banquet/conference halls
resulted in short collection of luxury tax amounting to Rs. 0.91 crore.

(Paragraph 3.5)
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CHAPTER-1: GENERAL

1.1 Trend of revenue receipts

1.1.1 The tax and non-tax revenue raised by the Government of National
Capital Territory (NCT) of Delhi during the year 2008-09, grants-in-aid
received from the Government of India during the year and the corresponding
figures for the preceding four years are mentioned below:

(Rupees in crore)

SLNo. | Particulars | 2004-05 | 200506 | 2006-07 | 2007-08 | 2008-09
I Revenue raised by the NCT Government

Tax revenue 7,106.13 8,939.28 | 10,155.80 | 11,782.80 | 12,180.70
Non-tax revenue 921.39 1,398.96 1,463.58 1,816.70 2,300.72
Total 8,027.52 | 10,338.24 | 11,619.38 | 13,599.50 | 14,481.42

I Receipts from the Government of India
Grants-in-aid 535.11 505.29 574.23 1,312.88 1,870.79

I Total receipts of | 8,562.63 | 10,843.53 | 12,193.61 | 14,912.38 | 16,352.21
the State

v Percentage of 1 94 95 95 91 89
to III

The above table indicates that during the year 2008-09, the revenue raised by
the NCT Government was 89 per cent of the total revenue receipts
(Rs. 16,352.21crore) against 91 per cent in the preceding year. The balance
11 per cent of the receipts during 2008-09 was from the Government of India.
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1.1.2 The following table presents the details of tax revenue raised during
the period from 2004-05 to 2008-09:

(Rupees in crore)

SL Head of 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09 Percentage
no. revenue of increase
(+)/ decrease
(-) on 2008-
09 over
2007-08
1. | Taxes on sales, 5,199.93 | 6,500.56 | 7,365.79 | 8.310.49 | 9,152.09 (+) 10.13
trade, etc.
2. | State excise 843.68 | 1,024.80 | 1,133.19 | 1,301.25 | 1,420.91 (+)9.20
3. | Stamp duty and 668.34 827.65 91797 | 1,318.40 788.01 (-) 40.23
registration fee
4. | Taxes on 195.98 298.74 362.84 420.20 419.12 (-)0.26
vehicles
5. | Other taxes 198.20 287.53 376.01 432.46 400.57 (-)7.37
Total 7,106.13 | 8,939.28 | 10,155.80 | 11,782.80 | 12,180.70 (+)3.38
The concerned departments reported the following reasons for increase/
decrease in receipts during 2008-09 over those of 2007-08:
State excise: Due to efforts of the enforcement branch, the number of
licensees had increased which resulted in increased collection of revenue
during the year 2008-09.
Stamp duty and registration fee: The decrease was attributed to recession in
real estate transactions and reduction in stamp duty rates during the year.
1.1.3 The following table presents the details of non-tax revenue raised
during the period 2004-05 to 2008-09:
(Rupees in crore)
SL. | Head of revenue | 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09 | Percentage
No. of increase
(+)/ decrease
(-) in 2008-
09 over
2007-08
1. | Interest receipts 82196 | 1,254.17 | 1,284.98 | 1,634.79 | 2,101.41 (+) 28.54
2. | Dividend & 3.75 38.62 22.17 31.15 29.92 (-) 3.95
profit
3. | General services 48.18 49.11 62.23 85.20 6491 (-)23.81
4. | Social services 27.73 31.60 31.91 37.47 54.53 (+) 45.53
5. | Economic 19.77 25.46 62.29 28.09 49.95 (+) 77.82
services
Total 921.39 | 1,398.96 | 1,463.58 | 1,816.70 | 2,300.72 (+) 26.64
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The reasons for increase/decrease in receipts during 2008-09 over those of
2007-08 as given by the concerned departments are as under:

General services: The decrease was due to introduction of e-tendering system
in works department while in the previous years tenders were printed and sold
to contractors. Also, Delhi Subordinate Services Selection Board deposited
postal orders in Post Office during the year 2008-09 but these were credited
during the year 2009-10.

Social services: The increase was due to the sale of application forms of the
Rajiv Ratan Awas Yojna under the JNNURM Scheme, realisation of fees on
account of opening of new college and increase in numbers of students of
technical education.

Economic services: The increase was due to the realisation of outstanding
dues under village and small industries head, receipt of land and ground rent
from the Public Health University of India and allotment of more plots and
receipt of premium of the plots under power transmission and distribution
head.

1.2  Variations between the budget estimates and actual receipts

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

(Rupees in crore)

SL No. Head of revenue Budget | Actuals | Variation | Percentage
estimates excess (+)/ | of variation
shortfall (-)
Tax revenue
1. Taxes on sales, trade, etc. 9,800 | 9,152.09 (-) 647.91 (-) 6.61
2. State excise 1,425 | 1,420.91 (-) 4.09 (-)0.29
3. Stamp duty and 1,620 788.01 (-) 831.99 (-)51.36
registration fee
4. Taxes on vehicles 500 419.12 (-) 80.88 (-) 16.18
5. Other taxes 495 400.57 (-) 94.43 (-) 19.08
Non-tax revenue
1. Interest receipts 1,918.50 | 2,101.41 (+) 182.91 (+)9.53
2. Dividend and profit 34.50 29.92 (-) 4.58 (-) 8.67
3. General services 61.55 6491 (+) 3.36 (+)5.46
4. Social services 31.18 54.53 (+) 23.35 (+) 74.89
5. Economic services 23.77 49.95 (+) 26.18 (+) 110.14

The concerned departments reported the following reasons for variations:

Stamp duty and registration fee: The decrease was attributed to recession in
real estate transactions and reduction in stamp duty rates.

Taxes on vehicles: The decrease was attributed to global recession in sale of
vehicles during the year.
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Non-tax revenue: The Department stated (January 2010) that budget
estimates were prepared 16 to 18 months in advance and there was every
possibility of variation between budget estimates and actual receipts. The
reply is not tenable as a scientific budgeting process helps in estimating the
revenues to a reasonable degree of accuracy. The wide variations in respect of
revenues receipts under Social and Economic Services are indicative of the
need to streamline the budgeting process.

1.3  Cost of collection

The gross collection in respect of the major revenue receipts, expenditure
incurred on their collection and the percentage of such expenditure to gross
collection during the years 2006-07 to 2008-09 alongwith the relevant all India
average percentage of expenditure on collection to gross collection for the
year 2007-08 are mentioned below:

(Rupees in crore)

Head of Year Collection | Expenditure | Percentage All India
revenue on of average
collection of | expenditure percentage
revenue on collection | for the year
2007-08
Taxes on sales, 2006-07 7,365.79 19.54 0.27
trade etc. 2007-08 8,310.49 46.45 0.55 0.83
2008-09 9,152.09 47.61 0.52
State excise 2006-07 1,133.18 2.75 0.24
2007-08 1,301.25 6.53 0.50 3.27
2008-09 1,420.91 6.89 0.48
Taxes on 2006-07 362.84 11.38 3.14
vehicles 2007-08 420.20 10.99 261 2.58
2008-09 419.12 14.67 3.50
Stamp duty and | 2006-07 917.97 20.51 2.23
registration fees | 2007-08 | 1,318.39 44.05 334 2.09
2008-09 788.01 26.62 3.38

Thus, while the percentage of expenditure on collection of taxes on sales, trade
etc. and State Excise was lower than the all India average, it was higher in respect
of the taxes on vehicles and stamp duty and registration fees. The Government
needs to take measures to bring down the cost of collection for these taxes, duty
and fees.

1.4  Analysis of arrears of revenue

The arrears of revenue as on 31 March 2009 in respect of some principal heads
of revenue amounted to Rs. 8,674.85 crore, of which Rs. 8674.12 crore related
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to sales tax/value added tax as mentioned below:

(Rupees in crore)

SI. | Head of Amount Addition | Collected Amount Remarks
No. | revenue | outstanding | during during outstanding
as on 31 the year | the year as on 31
March 2008 March 2009
1. | Taxes 8,463.96 534.79 324.63 8,674.12 | The department stated (October
on sales, 2009) that most of the arrears
trade relate to the DST regime. In
etc. respect of 2,000 cases demand
has been raised for Rs. 150 crore
in the last two months.
2. | Luxury 0.72 0.35 0.34 0.73 | In the beginning of the year,
tax arrear of Rs. 72 lakh was
outstanding which increased to
Rs. 73 lakh at the end of the year.
The department stated (January
2010) that outstanding recovery
as on date is Rs. 56 lakh.
Total 8,464.68 535.14 324.97 8,674.85

In Transport Department the arrears of revenue were reported as nil. The Revenue
Department stated that the DC Offices had been requested to furnish the required
information to Audit. However, the information had not been received.

1.5 Arrears in assessments

The details of pending assessments during the year 2006-07 to 2008-09 as
furnished by the Luxury Tax Department are mentioned below:

Year Opening Cases which Total Cases disposed Cases pending at
balance became due during the year the end of the year
for assessment
2006-07 664 710 1,374 507 867
2007-08 867 560 1,427 743 684
2008-09 684 678 1,362 210 1,152

The above table indicates that the arrears of assessments in respect of luxury
tax had increased from 684 (2007-08) to 1,152 (2008-09). The department
stated (January 2010) that assessment proceedings were an ongoing process,
however, vigorous efforts have been undertaken to clear pending assessment
cases. The present status of pending assessment cases is 1027 cases. Regular
assessments have been dispensed with under DVAT regime in the department
of Trade and Taxes.

The Luxury Tax Department needs to substantially enhance the rate of
assessments to be able to liquidate the present level of pending cases which
represents over a year of backlog.

1.6 Evasion of tax

The number of cases of evasion of tax detected by the Department of Trade
and Taxes during the years 2006-07, 2007-08 and 2008-09 as reported by it
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were 238, 959 and 956 respectively. Variations of Rs. 284.33 crore between
the figures as per accounts and that physically verified during raids conducted
by the enforcement branch were reported during the year 2008-09 as shown
below:

(Rupees in crore)

Sl no. | Type of variation | Amount detected
1. Cash variation 3.60

2. Stock variation 40.47
3. Seizure detected 240.26
Total 284.33

The cases detected by the branch were then forwarded to the concerned
assessing authorities of the department for further necessary action.

1.7 Refunds

The number of refund cases allowed during the year 2008-09 as reported by
the concerned departments is mentioned below:
(Rupees in crore)

Name of the department No. of cases | Amount
Department of Trade and Taxes 21,847 289.57
Transport Department 42 0.02
Department of Revenue 1,051 7.59

1.8  Outstanding inspection reports and audit observations

Accountant General (Audit) (AG) conducts 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. Important irregularities and defects in assessments,
demand and collection of state receipts, noticed during these inspections but
not settled on the spot, are communicated to the heads of the offices and to the
next higher departmental authorities through inspection reports (IRs).

The number of IRs and audit observations relating to revenue receipts issued
upto 31 March 2009 which were pending with the departments as on 30 June
2009 alongwith the figures for the preceding two years are mentioned below:

SI. No. Particulars 2006-07 | 2007-08 | 2008-09
1. Number of IRs pending 123 206 289
2. Number of outstanding audit 1,582 2,645 4,481
observations
3. Amount of revenue involved 530.98 | 1,758.51 3,093.36
(Rupees in crore)

The departments wise break up of the IRs and audit observations outstanding
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as on 30 June 2009 are mentioned below:

SL Department Number of Number of Amount Number of IRs | Earliest year
No. outstanding | outstanding (Rs. in where even first | to which the
IRs audit crore) reply has not reports
observations been received relate
1. Trade & Taxes 224 4,305 2,998.32 48 2005-06
(VAT)
2. Transport 65 176 95.04 29 2005-06
department ctc.
Total 289 4,481 3,093.36 77

Since the outstanding amount represents unrealised revenue, the Government
needs to take speedy effective action on the issues raised in the IRs.

1.9

In order to expedite the settlement of outstanding audit observations contained
in the IRs, an audit review committee (ARC) was constituted by the
Department of Trade and Taxes in May 2005 at the instance of the Accountant
General. Three meetings of the ARC were held during 2008-09 which resulted
in settlement of 324 paragraphs. More meetings of the ARC need to be held
during a year. The Government also needs to take immediate measures to set
up the system of audit committees in other departments.

Departmental audit committee meetings

1.10 Response of the department to draft audit paragraphs

Draft paragraphs proposed for inclusion in the Audit Report are forwarded by
the AG to the concerned departments through demi-official letters. All the
departments are required to furnish their remarks within six weeks of their
receipt. The fact of non-receipt of replies from the Government is invariably
indicated at the end of each such paragraph included in the Audit Report.

Draft paragraphs clubbed into 15 paragraphs (including two reviews) proposed
for inclusion in the Report of the Comptroller and Auditor General of India
(Revenue Receipts) for the year ended 31 March 2009 were forwarded to the
respective departments and the Government in June, September and October
2009. The replies from the department were received in parts in respect of all
the paragraphs which have been reflected in the report.

1.11 Follow-up on Audit Reports

Once the Reports of Comptroller and Auditor General of India are placed in
the State Legislative Assembly, the various departments are required to submit
action taken notes (ATNs) on all paragraphs contained therein for
consideration of the Public Accounts Committee (PAC). Undue delay in
submission of ATNs dilutes the accountability of the Executive to the
Legislature and is to be viewed seriously. The position of outstanding ATNs
on paragraphs and reviews included in the Report relating to Revenue
Receipts of the Comptroller and Auditor General of India, Government of
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NCT of Delhi as of September 2009 is mentioned below:

SIl. No. | Year of Report Number of paragraphs Number of
ending 31 and reviews printed in | paragraphs for which
March Report ATNs were awaited

1. 1995 13 10
2. 1996 07 Nil
3. 1997 09 Nil
4. 1998 10 07
5. 1999 16 Nil
6. 2000 11+1 (Review) Nil
7. 2001 1141 (Review) Nil
8. 2002 11+1 (Review) Nil
9. 2003 11+1 (Review) Nil
10. 2004 20+3 (Reviews) 4

11. 2005 26+1 (Review) 1

12. 2006 19+1 (Review) 6

13. 2007 15+1 (Review) 5

14. 2008 9+2 (Reviews) 4

Thus, ATNs have been pending for periods upto 15 years. The government
needs to view this seriously and take expeditious action.

1.12

During the years between 2005-06 and 2007-08, the department/government
accepted audit observations involving revenue of Rs. 255.67 crore out of
which only Rs. 51 lakh was recovered till October 2009 as mentioned below:

Compliance with the earlier Audit Reports

(Rupees in crore)

Year of the Money value of | Money value of Amount
Audit Report | Audit Reports accepted cases recovered
2005-06 177.85 18.44 0.06
2006-07 254.93 209.06 0.27
2007-08 945.52 28.17 0.18
Total 1,378.30 255,67 0.51

1.13 Results of audit

Test check of the records of the departments of trade and taxes, transport, state
excise, registration etc., conducted during the year 2008-09 indicated
underassessment/short levy/loss of revenue, etc., aggregating Rs. 1,981.18
crore in 2,474 cases. The departments concerned accepted underassessment,
non-recovery and other deficiencies of Rs. 50.70 crore involved in 82 cases
which had been pointed out by audit in earlier years. Of these, the departments
recovered Rs. 14.46 lakh in 36 cases during the year 2008-09.

This report contains 15 paragraphs including two reviews relating to
underassessment/short/non-levy of taxes, etc., involving Rs. 1,729.62 crore of
which Rs. 109 crore has been accepted by the Government/departments. These
are discussed in succeeding chapters 1I and I11.
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CHAPTER 2 - SALES TAX/VALUE ADDED TAX

2.1 Results of audit

Test check of the records relating to sales tax/value added tax (VAT),
conducted during the year 2008-09 revealed under assessment/short
payment/loss of revenue and other irregularities involving Rs. 1,945.20 crore
in 2,106 cases, which fall under the following categories:

(Rupees in crore)

Sl Categories No. of Amount
No. cases
I. | Review of ‘‘Assessment, levy and 1 688.30
collection of tax on works contract.”
2. | Review of “Transition from Delhi Sales 1 312.79
Tax to Delhi Value Added Tax”
3. | Irregular claim of exemption/ 603 493.17
concessional rate of tax on statutory forms
4. | Concealment of sale/purchase/stock 31 17391
Excess claim of deduction on stock 4 21.04
transfer
6. | Others 1,466 255.99
Total 2,106 | 1,945.20

During the year 2008-09, the department accepted under assessments etc., of
Rs. 30.53 crore involved in 81 cases of which 74 cases involving of Rs. 11.90
crore have been pointed out in audit during 2008-09 and the rest in earlier
years. The department recovered Rs. 14.46 lakh in 36 cases during the year
2008-09. The Review of “Assessment levy and collection of tax on works
contract” involving Rs. 688.30 crore, ‘““I'ransition from Delhi Sales Tax to
Delhi Value Added Tax” involving Rs. 312.79 crore and a few illustrative
audit observations involving Rs. 705.37 crore are discussed in the succeeding
paragraphs.
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2.2  Review of “Assessment, levy and collection of tax on Works
Contract”

Highlights

e Failure of the department to institute a system of inter-departmental
cross verification of database of dealers resulted in non-realisation of
revenue of Rs. 437.40 crore from unregistered works contractors and
short payment tax of Rs. 92.49 crore due to concealment of turnover of
Rs. 282.40 crore by registered works contractors.

(Paragraphs 2.2.7 and 2.2.8)

e Absence of an effective system of monitoring of receipt and
maintenance of the records of the contractees resulted in non-detection
of cases of the unregistered dealers and non-levy of penalty of Rs. 7.83
crore on the contractees who did not furnish Forms XII-A/DVAT-48.

(Paragraph 2.2.9)

e In violation of the provisions of the Acts, the department allowed
credit of Rs. 111.24 crore towards claim of payment of tax without
verifying the challans.

(Paragraph 2.2.10)

e Failure of the Assessing Authority (AA) to detect the suppression of
the works contract turnover led to non-realisation of revenue of
Rs. 9.72 crore.

(Paragraph 2.2.12)

e Irregular allowance of deduction on account of tax deducted at source
without furnishing original copy of Form IX/DVAT-43 resulted in
non-realisation of revenue of Rs. 11.36 crore.

(Paragraph 2.2.14.1)

e Failure of the AA to detect purchase on the strength of the Forms C by
the dealers opting for composition of tax resulted in non-realisation of
revenue of Rs. 1.19 crore.

(Paragraph 2.2.15)

2.2.1 Introduction

The Works Contract is defined as an agreement for carrying out for cash or for
deferred payment or for valuable consideration, the building construction,
manufacture, processing, fabrication, erection, installation, fitting out,
improvement, repair or commissioning of any moveable or immovable
property” under Section 2(1) (u) of the Delhi Sales Tax on Works Contract
(DSTWC) Act 1999 and Section 2(1) (zo) of the Delhi Value Added Tax
(DVAT) Act 2004.

All the provisions of the Delhi Sales Tax (DST) Act 1975 in relation to
assessment, re-assessment, collection and enforcement of payment of tax
including penalty and interest are applicable to the DSTWC Act 1999.

10
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According to the provisions of the DSTWC Act 1999, every dealer engaged in
the execution of works contracts in the State of Delhi and whose turnover of
sales/purchases during a year exceeds Rs. 5 lakh is liable to obtain a certificate
of registration and make payment of tax at the prescribed rates.

The erstwhile DSTWC Act 1999 alongwith the DST Act 1975 has been
merged into the DVAT Act 2004 with effect from 1* April 2005. In the
DVAT Act 2004, the taxable quantum for registration of a dealer has been
increased to Rs. 10 lakh.

Both the Acts provide for payment of tax by way of composition also as a
percentage of the entire turnover as notified from time to time.

2.2.2 Organisational set up

The Commissioner of Trade & Taxes is responsible for the administration of
the Acts and Rules in the department. The Commissioner is assisted by four
Additional Commissioners and 16 Joint/Deputy Commissioners. There are 10
zones, one special zone (dealing exclusively with works contractors) and one
key customer services (KCS) unit, each headed by a Joint/Deputy
Commissioner and 107 Wards headed by Value Added Tax Officers
(VATOs).

2.2.3 Audit objectives
The audit appraisal was undertaken to ascertain whether:

e assessments were completed and tax due was correctly levied and
collected in accordance with the provisions of the applicable Acts
and Rules on works contract;

e exemptions of tax/deductions from turnover claimed by the dealers
and allowed by the Assessing Authorities had been correctly
worked out;

e the conditions for opting for the composition scheme(s) were
complied with; and

e an effective system of internal control existed in the department to
ensure proper assessment, levy and collection of tax in respect of
works contract transactions so as to prevent leakage of revenue.

2.2.4 Audit coverage

There are 10 Zones, one Key Customer Service Unit and a special zone in the
Department of Trade & Taxes (DTT). The audit coverage entailed a check of
records of all the works contractors having a gross turnover of more than
rupees one crore during the years 2003-04, 2004-05, 2005-06 and 2006-07
registered in the special zone (exclusively dealing with works contract cases)
and Key Customer Service unit (major source of revenue collection of DTT).
Out of the 10 Zones, three' zones were selected on the basis of the tax
collection for the year 2007-08. One zone each was selected from the zones
having tax collection of less than Rs. 160 crore, more than Rs.160 crore but

! Zones 4, 8 & 9.

11
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less than Rs. 320 crore and zones having collection of more than Rs.320 crore.
Thirty per cent (560 out of total 1,867) of the works contractors having gross
turnover of more than rupees one crore registered in these three zones were
selected for test check by random sampling method through IDEA package.
The audit of selected five zones of the DTT was conducted between January to
May 2009.

2.2.5 Audit methodology
The audit methodology for the performance review included:

1) Cross-verification of the records of DTT with the data collected
from other departments/undertakings viz. Income Tax, Delhi
Development Authority (DDA), Municipal Corporation of Delhi
(MCD), Delhi Jal Board (DJB), Public Works Department (PWD),
Service Tax etc., to unearth un-registered operators and cases of
concealment of turnover,

ii) analysis of the mechanism in place to verify challans from the bank
scrolls before affording credit of payment of tax and TDS to the
contractors and to reconcile admitted payments with the
treasury/bank records;

1i1) study of the arrears of revenue and assessments relating to the
works contract transactions;

iv) scrutiny of assessment records/returns in the selected zones; and

V) examination of the eligibility of the dealers opting for composition

scheme(s) as per the conditions prescribed.

2.2.6 Acknowledgement

The Indian Audit and Accounts Department acknowledges the co-operation of
the DTT in providing the necessary information and records for audit. An
entry conference was held with the Department on 14 January 2009 in which
the audit objective, scope, methodology and the selection was explained. The
draft review report was forwarded to the Government and the Department in
June 2009. The exit conference was held on 22 October 2009 in which the
results of audit and the recommendations were discussed with the Principal
Secretary (Finance), Government of NCT of Delhi and Commissioner, DTT.
The replies of the Government and the department received during the exit
conference and at other points of time have been appropriately incorporated in
the respective paragraphs.

Audit findings

The review revealed many system and compliance deficiencies. These have
been discussed in the succeeding paragraphs.

System deficiencies

2.2.7 Non-detection of unregistered works contractors

Inter-departmental cross-verification of database, if conducted regularly and in
a systematic manner, can assist in detecting un-registered dealers, widening of
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the tax base and in augmenting the revenue. Audit observed that the DTT
had not installed any system of cross-verification of the database of the
dealers registered in other departments and undertakings of the Union
and State Governments with the database of the dealers registered in the
DTT to detect cases of the dealers not registered with the DTT.

The DTT issued instructions in December 2000 in respect of the DST and
January 2006 in respect of DVAT for conducting surveys to identify the
entities i.e. the dealers who were not registered even though they had become
eligible for registration as per DST/DVAT Act. Despite these instructions, no
steps were taken to uncarth the unregistered works contractors by inter-
departmental cross verification. Also, the department did not provide data to
audit regarding the unregistered dealers/works contractors unearthed, or of
those eligible or of those who had applied for registration or were granted
registration certificate (RC) as a result of market survey, in any of the five
selected zones of the DTT.

Failure of the department to institute inter-departmental cross
verification for registration of the works contractors resulted in loss of
revenue to the State which cannot be quantified in the absence of data.
However, Audit on its own could detect 322 cases of unregistered contractors
through cross verification of records of DTT with the records of Department
of Income Tax (Range 38) and DDA, as discussed in the succeeding
paragraphs.

2.2.7.1 Non-registration of the contractors resulting in non-levy of
tax

Under the provisions of the DSTWC Act 1999 every dealer engaged in the
execution of a works contract in the State of Delhi and whose turnover of
sales/purchases during a year exceeds Rs. 5 lakh is liable to obtain a certificate
of registration and make payment of tax at the prescribed rates. In the DVAT
Act 2004, the taxable quantum for registration for a dealer has been increased
to Rs. 10 lakh. Failure in registration and payment of tax attracts interest and
penalty at prescribed rates.

Cross verification of the records of the DTT with the data collected by Audit
from the Department of Income Tax and the DDA revealed that 118 works
contractors were liable to pay tax of Rs. 122.63 crore on a taxable turnover of
Rs. 981.07% crore and 204 works contractors were liable to pay tax of
Rs. 30.38 crore on a minimum turnover of Rs. 257.21° crore for the period
from 2003-04 to 2006-07. None of these works contractors were, however,
found registered with the DTT and hence could not be assessed. Failure to

% The total turnover has been collected by audit from the records of Department of Income
Tax. Figure of taxable turnover of Rs. 981.07 crore has been arrived at after allowing
Rs. 327.02 crore (at 25 per cent) towards labour & service charges from the total turnover of
Rs. 1, 308.09 crore.

> The total turnover was not available in the records (as collected by audit from the records of
Department of Income Tax). Thus, total turnover of Rs. 342.94 has been worked out by
taking the element of contractors’ profit and overheads of Rs. 51.44 crore at 15 per cent as
per CPWD Manual. An amount of Rs. 85.73 crore (at 25 per cent) towards labour & service
charges has been deducted from the total turnover of Rs. 342.94 crore to arrive at the total
taxable turnover.
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register the contractors by conducting a cross verification has resulted in
non-assessment of 322 works contractors and consequently also resulted in
non-realisation of revenue of Rs. 153.01 crore. Besides, interest of Rs. 68.22
crore and penalty of Rs. 216.17 crore were also leviable for evasion of tax.

After the cases were pointed out, the department furnished reply in August
2009 in respect of 223 (91+132) cases involving Rs. 367.04 crore, out of
which, department accepted 26 cases (12+14) involving Rs. 76.77 crore as
unregistered works contractors. Report on recovery and also action taken by
the department against these defaulters has not been intimated (December
2009).

The replies in rest of the 197 (79 + 118) cases involving Rs. 290.27 crore are
not tenable as mentioned below:

SI. | Number Reply of the Department Reasons for the reply being

No. | of cases untenable

1. 5 (4+1) | Dealer/firm is registered with the | In three cases the given Trader
same name and at the given | Identification Number (TIN) pertained
address to some other firm, in one case the

TIN was not given and in one case the
dealer/firm concerned got registered
w.e.f. 2007-08 onwards only.
2. 58 Dealer/firm is registered with | Department failed to furnish the
(21+37) | different name or at different | documents to establish that firms
address or with different name at | concerned were the same as pointed
different address out by audit having the same
Permanent Account Number (PAN).
3. 112 The dealer/firm was not found | The department failed to take any
(44+68) | functioning, not traceable and | other step besides one field visit of the
premise found locked. VAT Inspector to know the
whereabouts of the dealer/firm by
conducting more field visits or getting
in touch with the Income Tax
department.

4. 7(0+7) | The dealer/firm refused to | The department failed to enforce the
furnish any information on field | provisions of the Act.
visit.

S. | 15(1045) | The dealer/firm was registered in | The reply of the department is not
other State or not liable to pay | supported by any documentary
tax under DSTWC/DVAT Acts. | evidence.

197
(79+118)

Reply in the remaining 99 (27 + 72) cases involving Rs. 70.36 crore has not
been received (December 2009).

In the interest of revenue, the Government may consider directing the
DTT to detect the unregistered works contractors by cross verification of
records and the results of such an exercise may be closely monitored at
appropriately higher levels.

2.2.8

Under the DVAT Act, a person who furnishes a return under the Act, which is
false, misleading or deceptive in a material particular, or omits from it any
matter or thing without which the return is false, misleading, or deceptive in a
material particular, shall be liable to pay, by way of penalty, a sum of ten

Suppression of turnover
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thousand rupees or the amount of tax deficiency, whichever is greater. In
addition, interest on tax computed at the rate of fifteen per cent per annum on
daily basis is also payable.

Cross verification of the records with the data collected from the Department
of Income Tax and DDA revealed that in 35 cases the turnover was shown as
Rs. 6.24 crore by the works contractors in their returns, filed during the years
2005-06 and 2006-07 as against the turnover amounting to Rs. 288.64 crore as
shown in the records of the above said departments. Audit observed that the
DTT had not installed any system to verify the correctness of the turnover
declared by the dealers registered with the DTT. This resulted in concealment
of turnover of Rs. 282.40 crore with consequent short payment of tax of Rs.
34.84 crore. Besides, interest of Rs. 12.89 crore and penalty of Rs. 44.76 crore
were also leviable for evasion of tax.

The department accepted (October 2009) the facts and stated that they had
deputed an officer especially to compile data of the works contractors and the
sub-contractors registered, with other departments.

2.29 Cross verification within the department (Form DVAT-
48/X1I-A)

Under the provisions of the DSTWC and the DVAT Act, every person
(contractee) responsible for deducting tax at source is required to furnish a
TDS annual return in the Form XII-A/DVAT-48 within a period of
ninety4/twenty eight days from the end of the year in which tax has been
deducted.

In Form XII-A/DVAT-48 return the contractee intimates the department, the
details of the work contractors engaged, gross value of their contract, amount
paid to them during the year etc. Audit observed that no system existed in
the DTT to use these information to cross verify the correctness of
turnover etc., furnished by the contractors in Form DVAT-16/17 and
detect cases of the unregistered dealers. Audit could detect 13 cases of
unregistered work contractors through cross verification of these annual
returns with the records of DTT and cases of non-submission of the returns by
the contractees, which are discussed in the succeeding paragraphs.

2.2.9.1 Non-registration of the contractors resulting in non-levy of
tax

Under the provisions of the DVAT Act, if the Commissioner is satisfied that
any person who has been liable to pay tax under this Act in respect of any
period(s), has failed to get himself registered, the Commissioner may for
reasons to be recorded in writing, assess to the best of his judgment the
amount of net tax due for such tax period(s) and all subsequent tax periods.

Test check of the 14 Forms DVAT-48 of the five selected zones made
available to Audit for the years 2005-06 and 2006-07 revealed that 13 works

* In DST regime, contractees were/are required to furnish the TDS annual return in Form XII-
within ninety days and in DVAT regime in Form DVAT-48 within twenty eight days from
the end of year in which tax has been deducted.
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contractors were liable to pay tax on a turnover of Rs. 4.75 crore. None of
these works contractors were registered with the DTT and assessed. Failure to
register the contractors resulted in non-realisation of revenue of Rs. 59.37
lakh. Besides, interest of Rs. 18.62 lakh and penalty of Rs. 64.72 lakh were
also leviable for evasion of tax.

2.2.9.2 Non-levy of penalty on non-submission of Form XIIA/
DVAT-48

Under the provisions of the DSTWC and the DVAT Act, if a person
responsible for making deduction of tax at source fails to furnish the TDS
annual return in the form XII-A/DVAT-48 within the prescribed period, he is
liable to pay, by way of penalty, a sum of twenty thousand rupees.

Audit observed that no system existed in the department for effectively
monitoring the receipt and maintenance of this annual return and levying
penalty on the defaulting contractees. Out of a total of 803 contractees
registered in the five’ selected zones, the department could make available
only 14 DVAT-48 Forms of 13 contractees for the years 2005-06 and
2006-07. In the remaining 3,198 cases of 790 contractees, the Assessing
Authority neither furnished the Forms XII-A/DVAT-48 nor levied the
prescribed penalty on the contractees for non-submission of the Forms XII-
A/DVAT-48. This failure on the part of the Department resulted in non-levy
of the penalty of Rs. 6.40 crore.

The State/Central Government Departments like CPWD, PWD, DJB, MCD
are the premier agencies which engage contractors for execution of various
infrastructure and construction projects in Delhi. When DTT failed to furnish
the requisite Forms XII-A/DVAT-48, Audit called for the Forms XII-
A/DVAT-48 from five selected units of each of these Departments. The
exercise revealed that these selected units were not maintaining/furnishing the
annual return in the prescribed format to the DTT.

The department accepted (October 2009) the fact during the exit conference
and assured to ensure timely receipt of the said annual returns and utilise them
for the purpose of intra departmental cross verification.

The Government may consider directing the department to implement
the audit recommendation, as accepted by it during the exit conference.

2.2.10 Allowance of credit without verifying challans

Under the provisions of the Act, the dealers are required to deposit the tax and
other payments due in form V/ST-12/DVAT-20/CST Challan in the notified
banks. The banks on receipt of the amount issue Parts C and D of the challan
to the dealers as proof of payment and forward Parts A and B to the RBI
alongwith the bank scroll. The RBI in turn forwards the hard copies of Part B
to the DTT alongwith the hard copies of the bank scroll. The notified bank
branches also forward the soft copy of the bank scroll to the DTT.

The Collection/EDP branch prepares a monthly/annual statement showing
ward-wise figures of collection during and up to a particular month. This

5 Zones 4,89, KCS & Spl. zone.
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statement is prepared on the basis of data made available by the banks to the
DTT. Scrutiny of three such statements showing position up to March 2006,
March 2007 and March 2008 revealed that the total tax collection included
amounts pertaining to missing Bank/Branch bundles of Part B of challans as
per details given below:

(Rupees in crore)

Year Missing Bank Missing Branch Missing Total
ending bundles bundles challans
(0))] ) 3) (€] (5=2+3+4)
2005-06 19.43 19.90 10.52 49.85
2006-07 14.56 25.78 4.89 45.23
2007-08 15.65 0.51 0.00 16.16
Total 49.64 46.19 15.41 111.24

The name, registration number and other necessary details of the dealers and
the basis, on which the credit for payment of Rs. 111.24 crore was allowed,
were not available with the department. Audit could not ascertain whether the
dealers were asked to furnish Part C or D of challans supported by a certificate
from the concerned bank and an affidavit from such dealer, as per the
provisions of the DSTWC Act and the DVAT Act.

Test check of the records indicated that in nine cases of four® wards relating to
the assessment years 2005-06 to 2006-07 AA allowed the credit of the amount
of payment of tax, interest or penalty to the works contractors against the part
C of the challans and failed to detect that actual payment as per part B, as
recorded in the bank scroll, was less than what was claimed by the works
contractors. This resulted in excess allowance of credit for payment of tax of
Rs. 2.36 crore. Besides, interest of Rs. 8§3.86 lakh and penalty of Rs. 2.91
crore were also recoverable.

After the cases were pointed out, the department stated (July 2009) that in two
cases involving Rs. 43.96 lakh, the dealers had furnished copy of the bank
statement in the first case and copy of payment voucher in the second case.

The reply is not tenable as Part C of the challan is to be verified with entries in
the tax scroll based on the part B only and in the absence of entry in the tax
scroll, a certificate from the concerned bank and an affidavit from the dealer
were to be obtained as per the requirement of the Act. Further, the department
also failed to furnish the said certificates and affidavits.

The department agreed (October 2009) during the exit conference to review
the working of the collection branch.

The department may be directed to review the working of the collection
branch and to allow credit of payment of tax etc. only after verification.
2.2.11 Weak internal control

Every department is required to institute appropriate internal controls for its
efficient and cost effective functioning. The internal controls also help in

® Ward Nos. 30, KCS-I, KCS-III & Spl. zone.
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creation of reliable financial and management information systems and for
adequate safeguard against non/short collection or evasion of taxes. The
internal controls instituted need to be reviewed and updated from time to time
to keep them effective.

2.2.11.1 Working of the enforcement branch

The DTT has an enforcement branch under the charge of the Deputy
Commissioner (Enforcement). The main function of the branch is to detect
evasion of tax by conducting surveys, searches and seizures of the dealers in
Delhi. To streamline the work relating to assessment of the dealers surveyed
by the enforcement branch including searches and seizures, DC (E) has to first
assess whether the case is required to be assessed by the enforcement branch
itself or whether it should be transferred to the concerned ward. The
enforcement branch/concerned ward has to ensure that the cases of evasion of
tax detected during searches and seizures are immediately scrutinised and
assessed so that the quantum of evasion is determined and realised promptly.

The DTT had not fixed any ward-wise targets of the dealers, selected for
search/survey by the enforcement branch up to the year 2008-09. During the
period 2003-04 to 2008-09, the enforcement branch did not conduct any
search/survey in respect of any registered/un-registered works contractor.
Audit further observed that the special zone created to deal with the cases
pertaining to the works contractors also had not conducted any enforcement
survey.

The department assured during the exit conference (October 2009) that works
contractors would be covered in the surveys and searches of the enforcement
branch.

2.2.11.2 Internal audit

The DTT has an internal audit cell (IAC) under the charge of the Joint
Commissioner (Audit). This cell was to conduct test check of cases of the
assessment years 2003-04 and 2004-05 as per the approved action plan and in
accordance with the criteria decided by the steering committee so as to ensure
adherence to the provisions of the Act and Rules as well as the departmental
instructions issued from time to time. In addition, the Directorate of Audit
under the Finance Department is entrusted with the internal audit of all the
offices/departments of the Government of NCT of Delhi including the DTT.

It was noticed that the department had not prepared any plan for checking of
the cases for the assessment years 2003-04 to 2006-07. In the absence of the
internal audit, the management had no means of knowing the areas of
malfunctioning of the systems and did not, therefore, have the opportunity of
taking remedial action at the appropriate time. Further, the Directorate of
Audit of the Finance Department has also not conducted the internal audit of
the DTT during the period under review.

The Government may consider taking immediate remedial measures for
effective functioning of the internal audit cell of the department. The
Government may also direct the Directorate of Audit to take up the
internal audit of DTT.
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Compliance deficiencies

2.2.12 Suppression and non-assessment of turnover

2.2.12.1 Under the provisions of the DVAT Act and the Rules made
thereunder, turnover of sales means the aggregate of the amount of sale price
received or receivable by a dealer/contractor in respect of the execution of any
works contract whether executed fully or partly during any period.

A person who furnishes a return under the DVAT Act, which is false,
misleading, or deceptive in a material particular or omits from it any matter or
thing without which the return is false, misleading in a material particular,
shall be liable to pay, by way of penalty, a sum of Rs. 10,000 or the amount of
tax deficiency, whichever, is greater. In addition, interest at 15 per cent per
annum is also recoverable.

Test check of the records indicated that in nine cases of two’ wards relating to
assessment years 2005-06 and 2006-07, the turnover of the dealers as per the
form DVAT-43 amounted to Rs. 127.37 crore. After adjusting the element of
output tax of Rs. 14.15 crore (at 12.5 per cent) and allowing deduction
towards labour and services of Rs. 28.31 crore (at 25 per cent) the taxable
turnover worked out to Rs. 84.91 crore. These dealers, however, disclosed
taxable turnover of Rs. 55.57 crore only in the DVAT — 16 returns. The AA
failed to scrutinise the returns and detect the suppression of works contract
turnover of Rs. 29.35 crore. This resulted in short levy of tax of Rs. 3.67
crore. Besides, interest of Rs. 1.41 crore and penalty of Rs. 3.67 crore was
also recoverable.

After the cases were pointed out, the department stated (July 2009) in one case
involving tax of Rs. 2.08 crore that the taxable turnover declared in DVAT —
16 returns was calculated after considering the eligible deductions available
under DVAT. The reply is not tenable because against the taxable turnover of
Rs. 10.79 crore, the dealer had declared only Rs. 3.60 crore in DVAT-16
return. Further, the dealer had not mentioned details of works executed
through sub-contractors in the DVAT-16 return.

2.2.12.2 All the provisions of the DST Act 1975 relating to assessment, re-
assessment, collection and enforcement of payment of tax including levy of
penalty and interest were applicable to the DSTWC Act 1999. Under the DST
Act, if AA is not satisfied with the correctness of the returns furnished by the
dealer for making the assessment, he should issue a notice thereby requiring
the dealer to appear on the date specified therein and produce necessary
evidences such as books of accounts, sale/purchase vouchers etc., in support of
his returns. After considering the evidence produced by the assessee, the AA
should assess the amount of tax due from the dealer.

Test check of the records indicated that in one case of one® ward relating to
assessment years 2003-04 and 2004-05 AA, while finalising the assessments,
overlooked assessment of a taxable turnover of Rs. 2.92 crore. This resulted
in non-levy of tax of Rs. 23.38 lakh. Besides, interest of Rs. 16.83 lakh and
penalty of Rs. 58.45 lakh were also recoverable.

7 Ward Nos. KCS-II & Spl. zone.
8 Ward No. Spl. zone.
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2.2.13 Irregular allowance of deduction

2.2.13.1 Under provisions of the DSTWC Act 1999 and the DVAT Act 2004
and Rules made thereunder, in case of turnover arising from the execution of
the works contract, the amount representing the taxable turnover shall exclude
the charges towards labour and services etc., subject to the dealer’s
maintaining proper records evidencing payment of charges towards labour and
services etc., to the satisfaction of the Commissioner. If the amount of the
labour and services is not ascertainable from the accounts of the dealer, it
should be deducted at the percentage prescribed.

Test check of the records indicated that in eight cases of two’ wards relating to
the assessment years 2004-05 to 2006-07 AA failed to detect that the dealer
had claimed exemption from turnover of sales on account of the labour and
services of Rs. 55.42 crore. Since the dealer failed to furnish separate account
for material and labour and services (mandatory for such deduction) the
correct allowable deduction at 25 per cent worked out to Rs. 28.72 crore.
Thus, dealers were allowed excess exemption of Rs. 26.70 crore. This resulted
in short levy of tax of Rs. 3.34 crore. Besides, interest of Rs. 1.36 crore and
penalty of Rs. 4.72 crore were also recoverable.

After the cases were pointed out, the department stated (August 2009) in one
case involving Rs. 21.29 lakh that the gross turnover of the dealer declared in
the DVAT returns included output VAT. This was seen by Audit to be
factually incorrect from the supporting documents.

2.2.13.2 Under provisions of the DSTWC Act 1999 and the DVAT Act 2004
and Rules made thereunder, in determining the taxable turnover of the sales of
a dealer liable to tax the cost of consumables such as water, electricity, fuel
etc., used in the execution of the works contract, which loses its existence in
the course of execution of a works contract shall be deducted from the total
turnover of the dealer.

Test check of the records indicated that in one case of one'’ ward relating to
assessment year 2003-04 the dealer claimed exemption from turnover of sales
on account of consumables of Rs. 1.56 crore which included items like
construction chemicals, bearings etc., of Rs. 1.04 crore. AA failed to detect
that the dealer deducted these ineligible items from his total turnover. This
resulted in short levy of tax of Rs. 8.31 lakh. Besides, interest of Rs. 7.48 lakh
and penalty of Rs. 20.78 lakh were also recoverable.

After the cases were pointed out, the department stated in July 2009 that the
items plywood, timber, construction chemicals, bearings and variable items
cost were pure consumables in which no property was transferred to the
contractee during the execution of the works contract. Reply of the
department is not tenable as plywood, timber and bearings are items, which do
not lose their existence during the course of execution of the works contract.
Further, the department failed to furnish the items included in construction
chemicals and variable items.

 Ward No. KCS-I & Spl. zone.
1 Ward No. Spl. zone.
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2.2.14 Irregular claim of tax deducted at source

2.2.14.1 Under the provisions of the DSTWC Act 1999 and the DVAT Act
2004 and Rules made thereunder, any person, not being an individual or HUF,
who is responsible for making payment to any dealer/contractor for discharge
of any liability on account of valuable consideration payable for the transfer of
property in goods in pursuance of the works contract. For value exceeding
rupees twenty thousand (shall at the time of credit of such sum to the account
of the contractor or at the time of payment thereof in cash or by any other
mode, whichever is earlier) deduct tax thercon at the rate of two per cent and
furnish to the contractor from whose bills or invoices such deduction is made,
a certificate in Form DVAT-43 in original in respect of the amount deducted,
the rate at which it has been deducted and the details of deposit into the
Government treasury.

Test check of the records indicated that in twenty three cases of four' wards
relating to assessment years 2003-04 to 2006-07 AA failed to detect that the
dealer claimed deduction on account of the TDS without furnishing in original
the TDS certificates in the form DVAT-43 or on production of photocopies of
the same. This resulted in short levy of tax of Rs. 4.79 crore. Besides, interest
of Rs. 1.87 crore and penalty of Rs. 4.72 crore were also recoverable.

After the cases were pointed out, the department furnished reply in July 2009
in respect of the eight cases involving Rs. 1.75 crore. The replies were not
tenable as mentioned below:

SI. TIN Ward | Reply of the Department Audit remarks
No.

1 07230257153 | Spl. | The dealer filed original | The department failed to
Zone | TDS certificates alongwith | furnish the TDS certificates in

DVAT-16 returns. | original filed by the dealer or
2 07680025124 | -do- Photocopy of the TDS | certificate from the
3 07132009125 | -do- | certificates are enclosed. contractees that the TDS was
deducted by them alongwith
4 07970082437 -do- Form V/DVAT-20.
5 07452011374 | -do-
6 07940015184 | -do-
7 07332006687 | 101
8 07052000051 | Spl. | The dealer did not file the | The dealer had claimed the

Zone | original TDS certificates | deduction of the TDS without
alongwith the DVAT-16 | furnishing the TDS certificates
returns.  Photocopy of the | in support. Further, the TDS
TDS certificates are | certificates furnished by him to

enclosed. the department now are
photocopies and not in original
as required.

2.2.14.2 Under the provisions of the DVAT Act and Rules made thereunder,
any deduction on account of the TDS made and credited into the appropriate
Government treasury shall be treated as payment of tax on behalf of the person
from whose bills or invoices the deduction has been made, and the person
shall claim the adjustment towards the payment of output tax of the amount so

" Ward Nos. KCS-II, KCS-V1, 101 and Spl. zone.
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deducted in his return for the tax period in which certificate in the form DVAT
43 of such deduction was issued to him.

Test check of the records indicated that in eight cases of three'* wards relating
to assessment years 2005-06 to 2006-07 AA failed to detect that the dealers
had not claimed the adjustment within the tax period but had delayed by | to
15 months in claiming the adjustment of the amount of the TDS towards the
payment of output tax. This resulted in irregular allowance of claim of tax of
Rs. 17.69 lakh by the department to the dealer. Besides, interest of Rs. 5.69
lakh and penalty of Rs. 19.78 lakh were also recoverable from the dealer.

After the cases were pointed out, the department stated in July 2009 in respect
of five cases involving Rs. 13 lakh that TDS certificates were actually
received by the dealer on a much later date than the date of issue as mentioned
on the TDS certificates. The department failed to furnish the dates of actual
receipt of TDS certificates by the dealer alongwith certificate from the
contractee. In their absence the claim of the dealer is not allowable.

2.2.14.3 As per Section 36A of the DVAT Act 2004 read with Rule 59 of the
DVAT Rules 2005, any person, not being an individual or HUF, who is
responsible for making payment to any dealer/contractor for discharge of any
liability on account of valuable consideration payable for the transfer of
property in goods in pursuance of works contract, for value exceeding Rupees
twenty thousand, shall at the time of credit of such sum to the account of the
contractor or at the time of payment thereof in cash or by any other mode,
whichever is earlier, deduct tax thereon at the rate of two per cent. A
contractor with respect to the contracts other than the private contracts, may
make an application to the contractee authorising him to deduct tax at the rate
of four per cent towards the tax payable instead of two per cent.

Test check of the records indicated that in twelve cases of one'” ward relating
to the assessment years 2004-05 to 2006-07 the person (contractee) who is
responsible for making payment to any dealer for discharge of any liability on
account of valuable consideration payable for the transfer of property in goods
in pursuance of a works contract had, while making payments, deducted TDS
at a lower rate than the prescribed rate of two/four per cent. This resulted in
short payment of tax of Rs. 0.82 lakh. Besides, interest of Rs. 0.41 lakh and
penalty of Rs. 0.39 lakh were also leviable.

2.2.14.4 Under the provisions of the DSTWC and the DVAT Act, the amount
of tax deducted at source shall be deposited into the appropriate Government
treasury by the person making such deduction before the expiry of fifteen days
following the month in which such deduction is made.

Test check of the records indicated that in 53 cases the person (contractec)
who 1is responsible for making payment to any dealer for discharge of any
liability on account of valuable consideration payable for the transfer of
property in goods in pursuance of a works contract deducted the TDS
amounting to Rs. 1.48 crore from the bills of contractors but deposited it into
the appropriate Government treasury after expiry of 15 days following the
month in which deduction was made. The Assessing Authority failed to detect

12 Ward No. KCS-I, KCS-VI & Spl. zone.
% Ward No. Spl. zone.
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this delay. This resulted in non-levy of penalty of Rs. 1.92 lakh. Besides,
interest of Rs. 1.40 lakh for delay in deposit was also recoverable.

2.2.15 Irregular benefit of composition

2.2.15.1 Under the provisions of the DSTWC Act 1999 and Rules made
thereunder, a dealer may elect to pay tax by way of composition at the rate of
four per cent of his total amount of contract or the total aggregate value of the
contracts received or receivable towards execution of works contract.
However, any dealer who makes inter-state purchase of the material used in
the execution of works contract, on central statutory forms, shall not be
entitled to opt for composition of tax.

Test check of the records indicated that in five cases of one'* ward relating to
the assessment years 2003-04 and 2004-05 AA failed to detect that dealers
made purchase on Forms C and as such were not eligible to opt for
composition of tax. This resulted in short levy of tax of Rs. 27.66 lakh.
Besides, interest of Rs. 22.07 lakh and penalty of Rs. 69.14 lakh were also
recoverable.

After the cases were pointed out, the department furnished reply in September
2009 in respect of three cases involving Rs. 50.08 lakh. These were not
tenable as mentioned below:

SI. TIN
No.

Ward | Reply of the Department Audit remarks

1 | 07912000045 | Spl.

zone

The dealer has never made
any purchases against
Form C under the DSTWC
Act as the dealer was not
registered  under  the
DSTWC Act and as such
he cannot be issued any
Form C whatsoever.

The dealer was registered under
the  DSTWC  Act  with
registration No.
WCT/84/352000645/1299  and
was also assessed under the
DSTWC Act for the year 2004-
05. Further, as per the
utilisation account for the year
2004-05 the dealer had made
purchase against the form C.

2 | 07770241724
(Two years)

Spl.
zone

The dealer was registered
under both the DST and
the DSTWC Acts. The
dealer had separate nature
of work under DSTWC
Act and goods purchased
against Form C were used

Under the DSTWC Act the
dealer is executing works
contracts of the nature of boards
& hoardings etc. He purchased
electrical goods, iron & steel,
flex, vinyl etc., on Form C
which are used in the making of

for making Glow sign
boards only.

boards & hoardings.

2.2.15.2 Under the provisions of the DVAT Act and Rules made thereunder,
every registered dealer engaged exclusively in works contract of the nature of
civil construction shall be eligible to pay tax at the rate of two and a half
per cent of the entire turnover if he opts for composition of tax, provided
during the period for which composition is opted, he makes all the purchases
and the sales within Delhi only and does not claim benefit of input tax credit
on his local purchases.

14 Ward No. Spl. zone.
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Test check of the records of ward 98 indicated that in one case relating to the
assessment years 2005-06 and 2006-07 AA failed to detect that the dealer was
not entitled to opt for composition of tax as he was not exclusively engaged in
the works contract. Further, he claimed input tax credit on his purchases made
within the State of Delhi. This resulted in short levy of tax of Rs. 0.71 lakh.
Besides, interest of Rs. 0.22 lakh and penalty of Rs. 0.77 lakh were also
recoverable.

2.2.16 Short levy of tax

Under the provisions of the DSTWC Act 1999, the return of turnover of the
sub-contractor shall be accompanied with a declaration in the Form VI-A
issued by the contractee to the effect that the tax has been deducted at source if
the said sub-contractor had claimed exemption from payment of tax in its
return.

Test check of the records indicated that in two cases of one'” ward relating to
the assessment years 2004-05 and 2005-06 AA allowed benefit of tax to the
dealers (sub-contractors) either in excess of what was admissible against the
form VI-A or without obtaining the Form VI-A in support of the claim. This
resulted in short levy of tax of Rs. 20.77 lakh. Besides, interest of Rs. 9.87
lakh and penalty of Rs. 34.28 lakh were also recoverable.

2.2.17 Conclusion

The review revealed a number of deficiencies in the system of tax assessment
and collection. The department had not established any mechanism of cross
verification of the inter-departmental database of dealers resulting in non-
realisation of the revenue from the unregistered dealers. Absence of cross-
verification also led to concealment of turnover and avoidance of tax. There
was no effective system of monitoring the receipts and maintenance of records
of the contractees. Though a return indicating the details of the works
executed by contractors for the contractees were prescribed, these were either
not received or wherever received, the information available in it was not
utilised to verify the correctness of the turnover. The credit of payment of tax
to the works contractors was given without verifying the challans from banks
scrolls.

The department had not evolved an effective system of internal control for
proper assessment, levy and collection of tax and accordingly, failed to detect
tax evasion and suppression. The enforcement wing of the department had not
conducted any search/survey in respect of any registered/unregistered works
contractors. The internal audit wing of the Finance Department had not
conducted any audit during the review period. No plans were framed by the
internal audit wing for checking the cases relating to the assessment years
2003-04 to 2006-07. Besides, audit noticed suppression of works contract
turnover, irregular grant of deduction on account of tax deducted at source that
resulted in non-realisation of the revenue.

15 Ward No. Spl. zone.
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2.2.18 Summary of recommendations

The State Government may consider acting on the following recommendations
in the interest of revenue:

> directing the department to a devise a system of cross verification of
records to detect the unregistered works contractors and monitoring the
results of such an exercise at appropriate levels;

> issuing directions to the department that the working of the collection
branch be reviewed and credit of payment of tax be allowed only after
verification; and

» taking immediate remedial measures for effective functioning of the
internal control system including internal audit cell and enforcement
branch of the department.
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2.3 Review of “Transition from the Delhi Sales Tax to the Delhi
Value Added Tax”

Highlights

e Inadequate input and validation controls in the system resulted in
inconsistent and incomplete database. In-efficient change management
resulted in less charging of tax amounting to Rs. 3.33 crore.

(Paragraph 2.3.8)

e Deficient business rule mapping resulted in excess tax credit claims to
the tune of Rs. 93.85 crore.
(Paragraph 2.3.8)

e Failure of the department to maintain the complete record of the
returns and annual accounts filed by the dealers in their assessment
folders resulted in non-verification of quantum of tax payable by the
dealers and correctness of the ITC claimed.

(Paragraph 2.3.10.3)

e Non-provision for submission of the annual returns in the DVAT Act
resulted in leaving ample scope for the dealers to evade tax by
suppression of sales and purchases and excess claim of the ITC on
purchase.

(Paragraph 2.3.11)

e Absence of requirement to deposit the disputed amount of tax while
filing objections resulted in increased numbers of objections being
filed.

(Paragraph 2.3.14)

2.3.1 Introduction

With a view to making the tax structure simple and more transparent, the
Government of India, Ministry of Finance, constituted an Empowered
Committee of State Finance Ministers. The State level Empowered
Committee through several rounds of discussion worked out the design of the
Value Added Tax (VAT) and decided (January 2002) to implement the VAT
system in all the states with a common basic design. As VAT is a State
subject, the states were given freedom to make appropriate variations in their
State level laws.

The Government of Delhi repealed the Delhi Sales Tax Act, 1975, the Delhi
Sales Tax on Works Contract Act, 1999 and the Delhi Sales Tax on Right to
Use Goods Act, 2002 and enacted the Delhi Value Added Tax Act, 2004
(DVAT Act, 2004) for implementation with effect from 1 April 2005. A
dealer who is registered under the repealed Act and who continues to be so
registered on the day immediately before 1 April 2005 and was liable to pay
the tax was deemed to be registered under the DVAT Act.

Value Added Tax is a tax on value addition. It is a multi-point tax, which is
levied at every stage of sale. It is collected at the stage of manufacture/resale
and contemplates rebating of the tax paid on the inputs and purchases, thereby
providing revenue to the government on value addition at every stage.
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The transitional process from Delhi sales tax to Delhi VAT was reviewed
in audit which revealed a number of deficiencies as discussed in the
succeeding paragraphs:

2.3.2 Organisational set up

The receipts from the VAT are administered by the Commissioner of
Department of Trades and Taxes (DTT) assisted by four Additional
Commissioners. There are ten zones each headed by the Joint
Commissioners/Deputy Commissioners who work under the Additional
Commissioners and supervise the work of the Value Added Tax Officers
(VATOs) and the Assistant Value Added Tax Officers (AVATOs) and the
Inspectors working in the wards under their control. Delhi has been divided
into 107 wards headed by the VATOs.

2.3.3 Audit objectives
The review was conducted to ascertain whether:

e planning for implementation and transition from the DST Act to the
DVAT Act was effected timely and efficiently;

e organisational structure was adequate and effective;

e the provisions of the DVAT Act and the Rules made thereunder were
adequate and enforced properly to safeguard the revenue of the state;
and

e an internal control mechanism existed in the department and was
adequate and effective to prevent leakage of revenue.

2.3.4 Scope and methodology of audit

The review was conducted between June and August 2009 in 13 wards from
six out of the ten zones covering the period from 2005-06 to 2007-08 i.e., tax
period from April 2005 to March 2008. The review has been prepared on the
basis of information furnished by the selected wards, various reports/data
compiled and published by the DTT." The functioning of the DVAT system
was also studied and data analysis was done using the IDEA package. The
wards were selected by adopting statistical sampling technique (Probability
Proportional to Size method). The details of the statistical sampling technique
is explained at Annexure I.

2.3.5 Acknowledgment

The Indian Audit and Accounts Department acknowledges the cooperation of
the DTT in providing necessary information and records for audit. In the entry
conference held with the Joint Commissioner (Audit), DTT on 22 June 2009,
the department was apprised of the audit objectives, scope and methodology of
audit. The draft review report was forwarded to the Government and the
Department in September 2009. An exit conference was held on 22 October
2009 in which the results of audit and the recommendations were discussed
with the Principal Secretary (Finance), Government of NCT of Delhi and

1 EDP and Rescarch and Statistics Branch.
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Commissioner, DTT. The replies of the Government received during the exit
conference and at other points of time have been incorporated in the respective
paragraphs.

Audit findings

2.3.6 Trend of revenue

The actual/net collection in respect of the revenue receipts of the DTT and
percentage of growth to actual collection during the years 2002-03 to
2007-08 are as under:

(Rupees in crore)

Year Actual Percentage Year Actual Percentage
collection of growth collection of growth
2002-03 3,883.17 4.84"7 2005-06 6,500.56 25
2003-04 4,435.07 14.21 2006-07 7,365.79 13.31
2004-05 5,199.93 17.24 2007-08 8,310.49 12.82
Average 12.10 17.04
Chart showing percentage of growth
30
=
€ 251
o
5 20 -
%5 15
% 10 -
5 9
e 0 : : : : :
2002-03 2003-04 2004-05 2005-06 2006-07 2007-08
year

It is evident from the above table and chart that the average growth rate during
2002-03 to 2004-05 was 12.10 per cent while the average growth rate for
2005-06 to 2007-08 was 17.04 per cent. Thus, the average growth rate in the
post VAT period registered an increase of 4.94 per cent. In the post VAT
regime the growth over the previous year was the highest at 25 per cent in
2005-06. In the two subsequent years this rate tapered down to around 13 per
cent.

2.3.7  Preparedness and transitional process

2.3.7.1 Creation of awareness among the stakeholders

The Public Relations Branch of the DTT created awareness among the stake
holders through advertisement in the newspapers, electronic media and their
website. It also organised melas, VAT awareness campaigns, issued the
DVAT guide, compact discs and free acknowledgment cards efc., from time to
time.

17 Actual collection during 2001-02 was Rs. 3,704.01 crore.
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2.3.7.2 Creation of manuals and training of the staff

The DTT had prepared its own working manual based on the DVAT Act and
Rules containing the guidelines/instructions in simple terms for easy
comprehension of the staff members.

The normal tenure of the personnel (AVATOs and above) of the DTT is about
three years and the process of transfer of the existing staff at the executive
level to other departments and new people joining the department is a regular
feature. This scenario makes it expedient for the DTT to have sufficient
infrastructure in place to conduct training/orientation programmes on a regular
basis for their existing staff as well as the new entrants to enhance their
professional knowledge and skills.

Audit scrutiny revealed that there was no separate training cell and no
guidelines/annual plan were prepared for holding training/orientation
programmes on a regular basis. Audit also observed that the department got
a grant of Rs. 9.50 lakh during the period 2005-06 to 2007-08 for conducting
training, of which Rs. 2.73 lakh remained unutilised.

The DTT stated (October 2009) that training was given to all the new officers
who joined the department and a training kit was also given to the trainee
officers including the VAT manual. However, the department failed to furnish
the data on training imparted to its personnel during the years 2003-04 to
2007-08.

The department assured (October 2009) during the exit conference that a
training cell would be set up to impart training.

2.3.7.3 Staff management

Staff management is a key factor for smooth and efficient working of a
department. It was seen that there were staff shortages during the last 3 years
in various cadres as detailed below:

Year Group Sanctioned Person in Shortage Percentage of No. of
strength position shortage dealers
A 33 30 03 9.10
2005-06 B 333 299 34 10.21 1,77,295
C 1,019 649 370 36.31
Total 1,385 978 407 29.39
A 33 30 03 9.10
2006-07 B 333 262 71 21.32 1,91.353
C 1,019 570 449 44.06
Total 1,385 862 523 37.76
A 31 26 05 16.13
C 975 528 447 45.85
Total 1,338 821 517 38.64

In the DST regime the dealer was required to submit quarterly returns in a year
whereas in the DVAT regime a monthly dealer is required to submit 12
returns, which is three times more than in the DST regime besides increase in
the number of dealers. The department had not reviewed its staff deployment
according to the enhanced workload. The shortage of staff ranged from 36 per
cent to 46 per cent in the group C who is mainly responsible for timely
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documentation of the returns to ensure correctness of the revenue. The
shortage in the group A category had also increased from 9 per cent to 16 per
cent and in the group B category from 10 per cent to 20 per cent. In the
background of the increased workload, e-governance becomes extremely
important for documentation and analysis.

The Government may consider more emphasis on e-governance and
training of staff.

2.3.8 DVAT system

The department implemented an application namely ‘DVAT System’ to
facilitate the capturing of tax related data under the DVAT Act 2004, assist in
better tax administration and compliance, introduce dealer friendly e-
governance and reduce transaction cost and time.

The audit of the DVAT system revealed the following deficiencies:

e The department did not implement the Public Key Infrastructure'® and the
Short Message Service'®. This resulted in submission of the hard copy of
the return which the dealers had already submitted online or manual
submission. Thus, the core objective of the computerisation remained
largely unachieved.

e The website was not bilingual as envisaged and information like circulars,
determination orders, return defaulters’ list etc., available in the web page
were not being updated periodically. The date of cancellation in respect of
cancelled dealers was not available. During the period 2005-06 to 2007-08
the department cancelled the registration certificate of 1012 dealers but
dealer-wise record of the cancelled dealers was not made available for
scrutiny for verifying the correctness of the dues.

e The website was not user friendly and the dealers were required to re-enter
the data which they had already submitted earlier viz. information related
to interstate sales and tax adjustment submitted in the form DVAT 16
while submitting form 1 for the Central Sales Tax (CST). This resulted in
inconsistencies in the database.

e As the application lacked input controls, database analysis threw up many
instances of incomplete data and duplicate data. In the absence of the
validation controls, data analysis revealed several instances of
inconsistencies in the data, which would render the data unusable as shown
in Annexure ‘II’.

e Manual intervention from the backend was another cause for making the
database inconsistent. There was a case where the refund order amount
was more than the refund amount allowed. In three cases the refund
allowed was more than the refund amount claimed during refund
processing. In 107 cases the refund amount as per the refund order was

' The Public Key Infrastructure (PKI) is a framework for creating a secure method for

exchanging information over Internet.

19 Short message service is a form of text messaging on mobile phones.
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more than the refund amount processed. In 7,087 cases the refund amount
processed was more than the refund amount claimed by the dealer.

Many modules/subprograms like, Objection & Appeal, Enforcement &
Raid, Goods Movement, Library Information, File Movement, Penalty &
Offence were being used partially. The activities relating to ‘seizure and
release of goods/vehicles’ were being handled manually. This resulted in
dependence on manual system while generating reports relating to these
activitics which defeated the objectives of computerisation.

The department was also not ensuring updating of application to
incorporate new provisions. The Government allowed reduced rate of tax
@ 2% in respect of certain goods sold in the course of interstate trade
which were subsequently withdrawn with effect from 07 September 2006.
As the department had no mechanism to effect such changes in the
application, the dealers were allowed to apply tax at previous lower rate.
The rate of tax was applied incorrectly in 1,977 cases (228 cases of
2006-07 and 1,749 cases of 2007-08) resulting in short levy of tax of
Rs. 3.33 crore.

Non-mapping of important business rules was yet another deficiency in the
application, which resulted in loss of revenue as discussed in the following
paragraphs:

A dealer can claim for refund if his input tax credit exceeds output tax
credit or he can opt for its adjustment against the CST payable or carry
forward to the next periodic return. In the absence of mapping of such a
rule in the system, excess tax credit was claimed against the CST payable
amounting to Rs. 79.79 crore in 2,035 cases. In 5,065 cases excess tax
credit of Rs. 14.06 crore was claimed as carry forward in the next periodic
return.

The copies of challans through which the tax amounts were paid by the
dealers in an authorised bank were given to the department along with the
return. The bank remitted this amount in the Government account, which
is intimated to the department through the bank scrolls. Both these
amounts should match. However this rule was not incorporated in the
application. It was observed that the tax amount claimed as paid by the
dealers in the return was more than the tax amount intimated by the bank.
This resulted in short levy of tax amounting to Rs. 201.69 crore in 18,631
cases.

A dealer can give surety for another dealer and his gross turnover during
the year should never fall below such amount of surety given. As this rule
was not incorporated in the system, the gross turnover of 2,900 dealers
during the year 2008-09 was less than the surety given by them.

As the frequency of submission of the returns is based on the gross
turnover of the dealers, increase/decrease in turnover results in change in
the frequency. It was found that there was no provision in the system to
maintain history of the dealers in respect of the change of return
frequency.
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The department stated (October 2009) that the provisions in the software had
been made to maintain return-wise database as well as history of the dealers in
respect of change of frequency w.e.f. 22 July 2009.

The delayed action to identify the IT requirements affected the implementation
of the system and resulted in non-utilisation of the system to its optimum
level.

The department may consider analysing its IT needs in advance and pursue the
requirements for successful implementation of e-governance to enable the
department to derive the benefits of computerisation.

2.3.9  Registration of the new dealers

The DTT issued instructions™ to all the zones/wards for conducting suitable
surveys of the unregistered dealers. As per the instructions, the VATIs besides
attending to other duties assigned to them, were expected to identify at least 5
such unregistered dealers in their respective wards every week and take
necessary action required for their registration under the guidance of their
ward-in-charge. They were also required to submit weekly reports to their
respective zonal JC/DC. The position of the unregistered dealers required to
be detected and actually detected by the department is as under:

Year No. of | No. of | No. of dealers No. of No. of | Shortage | Percentage
wards | weeks | to be detected | dealersto | dealers of
@ 5 dealers | be detected | detected shortage
per week by wards
2005-06 107 52 260 27,820 115 27,705 99.59
2000-07 107 52 260 27,820 47 27,773 99.83
2007-08 107 52 260 27,820 45 27,775 99.84

From the above table it is evident that there was shortfall ranging from 99.59
per cent to 99.84 per cent during the period 2005-06 to 2007-08. As such the
basic idea of the unregistered dealers bringing under the tax net was defeated.

Deficiencies in the Act and the Rules

The review revealed a number of deficiencies in the provisions of the DVAT
Act and rules. Some of the important deficiencies are discussed below:

2.3.10 Returns

2.3.10.1 Shortcomings in the form DVAT-16

Under section 26 of the DVAT Act and Rule 28(1) of the DVAT Rules, every
dealer shall furnish return in the form DVAT-16 for each tax period showing
all his purchases and sales including interstate purchases, sales and stock
transfers, during the tax period.

% Circular no. 43 of 2005-06 read with letter no. F 6(25)/ policy-III/VAT/2005/1228 dated
10.01.2006.
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A scrutiny of the form DVAT-16 revealed the following shortcomings:

e There is no column in the form DVAT-16 showing the different rates
of tax, i.e., 1 per cent, 4 per cent, 12.5 per cent, and 20 per cent at
which the purchase was made to justify the ITC claimed by the dealer.

e There is no column showing exempted purchases as a result of which
the exempted sale made by the dealer could not be correlated.

e There is no provision in the annexure to the form DVAT-16 to indicate
the amounts of the trading stock held by a dealer either at the time of
granting the registration certificate or on its cancellation. Further, there
was no column to indicate the amount of those purchased goods that
were subsequently returned, lost or destroyed and sales that were
cancelled or were transferred to the other states or utilised for purposes
for which no input tax credit was admissible.

e No column in the return form for calculation of proportionate ITC by
the dealer in case of both taxable and exempted goods, which resulted
in the amount of ITC claimed by a dealer remaining unreconciled.

In the absence of the above provisions, the exact amount of increase/decrease
in the output tax and increase/decrease in tax credit could not be ascertained.

The DTT accepted the audit observations during the exit conference (October
2009) and assured that due care would be taken to modify the DVAT-16 form
as per these observations.

2.3.10.2 Absence of a provision for watching the utilisation certificates
in respect of statutory forms issued to the dealers

Under the DST regime the dealer was required to submit the utilisation
certificate of all statutory forms issued at the time of assessment, whereas in
the absence of a similar provision in DVAT Act, the dealers are not submitting
the utilisation certificates regularly in respect of the statutory forms issued to
them. During the course of audit, it was noticed that the DTT had issued
13,45,166 statutory forms during the period 2005-06 to 2007-08 out of which
utilisation certificates in respect of 10,95,999 statutory forms were still
outstanding as on 31 March 2008.

The Government should make a provision in the rules for periodical
submission of account of utilisation of the statutory forms by the dealers
to rule out the possibility of misuse of the statutory forms.

2.3.10.3 Non-availability of records in the assessment folders

Under the DST Act 1974 a dealer was required to submit the returns quarterly
in the form ST-1 and form I for the DST and the CST respectively in the
concerned ward. Returns and annual accounts were kept in the assessment
folder of the dealer.

° Non-availability of the returns

Consequent upon the implementation of the DVAT Act, the department has
established the front office, which is responsible for receiving the returns
submitted by the dealers and entering data of the returns in the front office
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portion of the software on the same day and send them to the concerned ward.
Test check of the assessment records of 860 dealers of 12 wards®! for the years
2005-06 to 2007-08 revealed that out of 1,596 returns, 362 returns (23 per
cent) in respect of 147 dealers were not found in the assessment folders though
they were recorded in the front office. Thus, the VATI was not able to ensure
that these returns reached their respective wards correctly. It was also possible
that these returns might not have been segregated properly to their respective
folders in their concerned wards.

° Non-availability of the annual audited accounts

As per section 49 of the DVAT Act 2004, if in respect of any particular year
the Gross Turn Over (GTO) of a dealer exceeds Rs. 40 lakh or such other
amount as may be prescribed then such dealer shall get his accounts audited
by an accountant within a period of nine months from the end of that financial
year and obtain within that period a report of audit from the accountant. Test
check of the assessment records of 16 wards™ for the year 2005-06 to 2007-08
revealed that annual audited accounts of 288 dealers (28 per cent) out of 1,018
dealers were not found in their assessment folders. As the annual audited
accounts were not kept in the respective folders of the dealers, no meaningful
scrutiny could be conducted by audit.

2.3.10.4 Scrutiny of the returns

Scrutiny of the returns on a regular basis is very important and essential to
keep a check on the activities of the dealers. As per the instructions™ issued
by the department, all returns having GTO more than Rs. 5 crore, 50 per cent
of returns with GTO ranging between Rs. 2 crore to Rs. 5 crore and 25 per
cent of returns with GTO ranging between Rs. | crore to Rs. 2 crore and 2 per
cent of returns with GTO below Rs. 1 crore are required to be checked by the
departmental authorities.

The position of the returns scrutinised and default/penalty assessments done
during the year 2006-07 and 2007-08 is as under:

Years Number | Number of | Percent- Default Percent- Penalty Percent-
of returns age assessments age assessments age
returns scrutinised (u/s 32) (u/s 33)
due for
scrutiny
2006-07 | 3,36,572 563 0.17 276 0.082 4,658 1.38
2007-08 | 3,75,656 NA - 16,913 4.5 23,998 6.38

From the above table it is evident that the percentage of returns scrutinised, default
assessments and penalty assessments during the above period was less than 7 per cent.
The VATOs/AVATOs of the DTT failed to carry out the prescribed percentages of
scrutiny of the returns as per the departmental instructions.

Test check of the records by Audit revealed that the following instances of revenue loss
could have been minimised had the required and proper scrutiny been done.

! Ward No. 41, 45, 62, 64, 71, 72, 77, 80, 82, 84, 96, 99.

3? Ward No. 34, 35,41, 45, 62, 64,71, 72, 77, 80, 82, 84, 96, 99, 102, 104.

% Circular No. 9 of 2005-06 read with letter no. VAT/Policy — II/2005/824, dated 23 June
2005.
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° Excess claim of the input tax credit

In 12 wards* of the DTT in 14 cases the dealers claimed input tax credit of
Rs. 3.88 crore in the years 2006-07 and 2007-08 on the purchase of tradable
goods as against allowable credit of Rs. 2.75 crore. This resulted in excess
claim of the input tax credit of Rs. 1.13 crore with consequent short payment
of tax by a like amount. Besides, interest of Rs. 46.94 lakh and penalty of
Rs. 1.18 crore were also leviable. The department stated (October 2009) that
the demand of Rs. 11.77 lakh had been raised in one case.

o Non-verification of capital assets for claim of ITC

The departmental instructions require that whenever ITC claim exceeds
Rs. 20,000 the VATI of the ward concerned should conduct physical
verification of the assets, within 3 weeks of filing of returns by the dealer.
Test check of the records of eight wards during the years 2005-06 to 2007-08
revealed that in 17 cases the dealers claimed ITC on purchase of capital goods
amounting to Rs. 13.03 lakh but physical verification reports of the assets
purchased were not on record.

° Application of incorrect rate of tax

The DVAT Act specifies tax rates payable by a dealer in respect of the goods
or classes of goods mentioned in the various schedules appended to the Act. If
any person furnishes incorrect returns, the Commissioner may assess or
reassess the amount of tax due for a tax period. Test check of the records of
six wards® revealed that in eight cases relating to the years 2006-07 and 2007-
08, the dealers paid tax on sale valued at Rs. 56.91 crore at lower rates than
those prescribed. The assessing authority did not scrutinise the returns of the
dealers to ascertain the correctness of rate at which tax was paid. This resulted
in short payment of tax of Rs. 3.18 crore. Besides, interest of Rs. 90.46 lakh
and penalty of Rs. 3.65 crore were also leviable.

After the cases were pointed out, the department in October 2009 furnished
replies in two cases involving Rs. 84.97 lakh, these were not tenable as
mentioned below:

SI. | Ward Reply of the Department Reasons for the reply not being
No. No. tenable
1. 41 The firm deals in copper wire | The firm is dealing in copper wires

which is covered in entry no. 28 of | which are taxable @ 12.5 per cent as
IIIrd schedule and taxable @ 4 per | determined by the VAT
cent. Thus, the firm has applied | Commissioner on 20 October, 2005.

the correct rate of tax.

2. 41 The dealer is dealing in PVC | The Commissioner on 31 October,
leather cloth, PVC coated fabrics | 2006 has determined that cotton
and rexine. These items are | coated fabrics do not find any place
taxable @ 4 per cent. There is no | in any schedule of the Act and are,
incorrect application of rate of tax. | therefore, taxable @ 12.5 per cent.

2 Ward Nos. 2,4,6,36,40,57,64,71,85,89,94 and Spl. Zone.
% Ward Nos. 4, 41, 43, 64, 66 & 67.
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° Short payment of tax

In six wards®® of the DTT, it was seen that in seven cases the dealers
incorrectly computed their tax liability aggregating to Rs. 14.51 crore during
the year 2006-07 as against the correct amount of Rs. 15.42 crore. This
resulted in short payment of tax of Rs. 91.15 lakh. Besides, interest of
Rs. 34.07 lakh and penalty of Rs. 1.16 crore were also leviable.

° Non-payment of tax on sale of capital assets

Under the DVAT Act, sale of the capital assets is a part of the business of the
dealer and, therefore, taxable at the prescribed rate. Test check of the records
of eight wards”’ revealed that in ten cases the dealers sold the capital assets for
Rs. 4.01 crore during the year 2006-07. However, they paid no tax on the
above sale. The assessing authority did not scrutinise the returns and annual
accounts of the dealers to ascertain the sale of assets and levy tax on it. This
resulted in non-payment of tax of Rs.36.24 lakh. Besides, interest of
Rs. 11.38 lakh and penalty of Rs. 39.50 lakh were also leviable.

° Non-submission of return of commodity wise taxable turnover and
tax

Test check of the records of seven™ wards for the year 2007-08 revealed that
out of 241 dealers, 117 dealers had not filed commodity wise taxable turnover
and tax alongwith their DVAT-16 returns. In the absence of such return the
authenticity of commodity wise tax paid by the dealers could not be verified in
audit.

23.11 Non-existence of provisions for submission of certain evidence

Under the DVAT Act and Rules there is no provision for furnishing of high
sea sales and export related documents alongwith the DVAT-16
returns/DVAT-51 (reconciliation statement), in support of the high sea sales
exemption and export turnover claimed by the dealers. This left ample scope
for the dealers to evade tax.

The DVAT Act or the Rules made thereunder do not provide for furnishing of
the annual returns by the dealers or for furnishing of the documents such as
statement of opening and closing stock, statement of purchases and sales,
statement showing the details of declaration forms received and utilised etc.,
alongwith the returns in respect of the transactions carried out by them during
a financial year. During the test check of the records it was noticed that the
dealers are submitting consolidated annual accounts under Section 49 of the
DVAT Act instead of the annual accounts related to the unit for which the
dealer is filing the return. The correctness of the purchases and sales shown in
the monthly or quarterly return in relation to the opening and closing stock
pertaining to a particular accounting period was not ascertainable by the
assessing authorities. Non-existence of any provisions in the Act or Rules for
furnishing of trading account left ample scope for the dealers to evade tax by
suppression of sale and for excess claim of ITC on purchase etc.

2 Ward Nos. 29, 67,70, 71,94 and K C S IL.
2 Ward Nos. 1, 2, 69, 70, 89, 93, 104 and KCS II.
% Ward Nos. 41, 45, 71, 72, 77, 84 and 99.
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While agreeing with the audit observations the department stated during the
exit conference (October 2009) that the scrutiny would be increased.

The Government may consider increasing the percentage of scrutiny of
the returns to maximise the revenue.

2.3.12 Filing of the reconciliation returns in DVAT- 51

Under Rule 4 of CST (Delhi) Rules 2005, every dealer effecting sale or branch
transfer in the course of inter-state trade or commerce or in the course of
export shall furnish a reconciliation return with the prescribed statutory forms
in Form DVAT-51 within three months after the end of each quarter.

Test check of the records revealed that the DTT had extended the dates for
submission of statutory forms from time to time. This extension is against the
spirit and provisions of the Act and also delays the process of assessment
under the CST Act. The department had no mechanism to work out the
quantum of revenue foregone on account of non-submission of statutory forms
during the assessment years 2005-06 to 2007-08 due to exemption of
tax/allowance of concessional rate of tax.

During the DST regime every dealer was required to submit the statutory
forms® within a year at the time of assessment to avail the exemption/
concession of tax. In case the dealer failed to submit the forms, he was liable
to pay tax and interest on account of short/non-submission of statutory forms.

In the DVAT regime there is a deemed/self-assessment and the dealers are not
required to submit the statutory forms with the DVAT-16 return. During the
test check it was noticed that taking advantage of the said provision, the
dealers were applying for extension of time to the assessing authority. As per
instructions™ issued by the DTT the statutory forms filed after the last
date/extended date of submitting such forms can be considered at the time of
framing the assessment provided the dealer has applied for extension of time
on or before the due date of filing of such forms. The application for
extension should normally be filed alongwith the reconciliation return in the
form DVAT-51 of the relevant quarter and the facts should have been
mentioned clearly on the form DVAT-51 also. Mention was also made in the
Report of the Comptroller and Auditor General of India for the year ended 31
March 2008 regarding failure of the assessing authority to scrutinise the
returns and the reconciliation statement in the form DVAT-51 to ascertain the
receipt of statutory forms that resulted in short payment of tax of Rs.634.86
crore.

As the department has not done the assessment of all the dealers, the amount
of revenue blocked on account of the pendency of statutory forms in respect of
those dealers whose assessment have not been completed, can not be
quantified.

The DTT stated (October 2009) that the forms could be accepted even at the
appellate stage and afterwards. The reply of the department is not tenable as

ff"’ Local Sale ST-I, ST-35, ST-49, and ‘C’, *C & E-IVE-II’, ‘F’, ‘H’, ‘I, ‘J’ for Inter State Sale
*% Circular No.13 for 2007-08 read with letter no. F 6(49)/policy I/VAT/2007-08/718-26 dated
30 January 2008.
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the period in which the reconciliation statement is to be submitted is laid down
in Rule 4 of the CST Rules.

The Government may consider taking effective steps for submission of the
forms and reconciliation statements in time.
2.3.13 Tax audit

The VAT audit cell neither prepares any audit plan for conducting audit work
nor does the department set any targets for them. The cases referred by the
zonal JCs/DCs are also taken up by the VAT audit branch.

The VAT Audit cell had conducted audit of 158 units during 2006-07 and 243
units during 2007-08 respectively as detailed below:

Year Number of dealers registered VAT audit Percentage of
with the department conducted dealers audited
2005-06 1,77,295 Nil -
2006-07 1,91,353 158 0.082
2007-08 2,02,433 243 0.120

It can be seen that the coverage of dealers by the VAT audit was almost
negligible. The DTT stated (July 2008) that no targets were fixed by the
Steering Committee®’ for the years 2005-06 to 2007-08.

The DTT also stated (October 2009) that the cases were selected as per the
criteria fixed by the Steering Committee and were allotted to the officers
strictly as per the above criteria.

The department stated during the exit conference (October 2009) that
maximum pending cases would be taken up by the department through
chartered accountants under the supervision of its officials.

The Government may consider setting up a system to cover more dealers
under the VAT Audit.

2.3.14 Acceptance and disposal of the appeal cases

As per the provision of section 43(5) of the DST Act, 1975, no appeal against
an order of assessment with or without penalty or against an order imposing
the penalty shall be entertained by an appellate authority unless such appeal is
accompanied by a satisfactory proof of the payment of tax with or without
penalty or, as the case may be, of the payment of the penalty in respect of
which the appeal has been preferred. Provided that the appellate authority
may, if it thinks fit, for reasons to be recorded in writing, entertain an appeal
against such order without payment of tax and penalty or on payment of such
smaller sum.

Under section 74 of the DVAT Act, any person/dealer who is aggrieved with
any order of assessment or any order relating to registration, cancellation of
registration, amendment or any other order passed by any VATO/AVATO

' There is a steering committee under the chairmanship of the Commissioner with all

Additional Commissioners and Joint Commissioners of the Audit Branch as members of
the committee. The steering committee meets at regular intervals to consider and select
the criteria for picking up the cases to be audited.
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(Assessing Authority) or any other order under this Act can seek remedy
before DC/JIC/Additional Commissioner by filing an objection.

The year wise position of the objections filed, disposed off, pending is shown

below:
(Rupees in crore)

Year Opening Receipt Disposal Pending Amount of
balance revenue
2005-06 - 2,061 1,485 576 19.20
2006-07 576 1,998 1,698 876 81.51
2007-08 876 3,393 2,663 1,606 73.70

Audit observed that due to lack of provision in the DVAT Act regarding
depositing of the disputed amount of tax, the number of cases has risen from
2,061 to 3,393 during the period 2005-06 to 2007-08 ie. a 65 per cent
increase. This resulted in blocking of revenue amounting to Rs. 73.70 crore.

The department accepted the audit observation during the exit conference
(October 2009) and stated that the assessing authority would exercise his
discretion appropriately.

The Government may consider fixing a certain amount of disputed
amount of tax to be deposited by the dealer before filing an objection.

2.3.15 Enforcement branch/VAT fraud task force

Enforcement Branch works under the Deputy Commissioner (Enforcement)
(DC (E)). The main function of the branch is to detect evasion of sales tax by
conducting surveys, searches and seizures. The enforcement branch has to
ensure that the cases of evasion of tax detected during the searches and
seizures are immediately scrutinised and assessed so that the quantum of
evasion is determined and realised promptly.

The responsibility of the enforcement branch has increased to detect the cases
of evasion of tax, which are likely in the DVAT Act regime where self-
assessment is the norm.

No targets of wards/circles to be selected/covered for searches during the
relevant years were fixed by the department during the period under report i.e.
year 2007-08. However, the enforcement branch conducted the following
searches and seizures during the period 2005-06 to 2007-08:

Sl Assessment | No. of registered Number of percentage of
No. year dealers searches & seizures searches &
seizures
1. 2005-06 1,77,295 815 0.46
2. 2006-07 1,91,353 987 0.51
3. 2007-08 2,02,433 1,081 0.53

Thus, the percentage of surveys and seizures conducted by the department
with reference to the dealers was below 1 per cent which was insufficient to
check evasion of tax. The department stated (July 2009) that it had now
submitted a proposal in 2008-09 to fix the target of covering 1 per cent of the
dealers in each ward in each year.
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Audit also observed that the enforcement branch did not maintain any records
relating to shortcomings/deficiencies/evasion of tax assessed by the
jurisdictional VATO. The results of such searches and seizures conducted
were also not on record. Non-maintenance of the records for follow-up of the
evasion cases defeated the purpose of detection of evasion of taxes by the
enforcement branch.

2.3.16 Internal audit

The DTT has an Internal Audit Cell (IAC) under the charge of the Joint
Commissioner (Audit). This cell was to conduct test check of cases of the
assessment as per the approved action plan and in accordance with the criteria
decided by the steering committee so as to ensure adherence to the provisions
of the Act and Rules as well as departmental instructions issued from time to
time. In addition, the Directorate of Audit under the Finance Department is
entrusted with the internal audit of all offices/departments of the Government.

Scrutiny of the functioning of the IAC revealed that the department has not
chalked out any annual audit plan for checking of the cases for the assessment
years 2005-06 to 2007-08. In total absence of internal audit, the management
had no means of knowing the areas of malfunctioning of systems and did not,
therefore, have the opportunity of taking remedial action at the appropriate
time. Further, the Directorate of Audit of the Finance Department has also not
conducted the internal audit of the DTT during the period under review.

On this being pointed out by audit, the DTT stated that it had submitted an
action plan in October 2009 for the IAC for 2009-10 deciding the criteria for
selection of the cases to be scrutinised in the IAC for the assessment years
2005-06 and 2006-07.

2.3.17 Conclusion

Analysis of the transitional process from sales tax to VAT revealed various
deficiencies in the process and lacunae in the DVAT Act and Rules. Even after
expiry of four years after the implementation of the DVAT Act, the DTT is yet
to streamline its training activities.  Deficiencies in the process of
computerisation like non-mapping of the business rules, partial usage of the
modules, manual intervention etc., resulted in non-achievement of full
benefits. Due to the deficiencies in the returns form DVAT-16 and absence of
the provisions for submission of the utilisation of statutory forms, it was not
possible to ascertain the exact amount of output/input tax and misutilisation of
statutory forms, which may lead to evasion of tax. Abnormally low percentage
of scrutiny of returns/tax audit left enough scope for leakage of revenue as test
check conducted by audit revealed many cases of non/short realisation/loss of
revenue. Internal control in the department was weak as evidenced from the
above and coupled with inadequate coverage by the IAC, the department could
not take action on deficiencies some of which have been pointed out in this
review.
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2.3.18 Summary of recommendations

The State Government may consider implementing the recommendations
noted under the paragraphs included in the review with special attention to the
following:

e more emphasis on e-governance and training of the staff;

e make a provision in the rules for periodical submission on account of
utilisation of the statutory forms by the dealers to rule out the
possibility of misuse of the statutory forms;

e bringing the maximum number of the dealers under regular assessment
as scrutiny of the returns did not ensure maximisation of revenue in
terms of the dealers and checks exercised; and

e fixing a certain amount to be deposited by the dealer before filing an
objection.
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2.4  Other audit observations

Scrutiny of assessment records of value added tax (VAT) indicated several
cases of claim of concession/exemption without production of prescribed
statutory forms/or on defective statutory forms, concealment of sale/purchase/
stock, excess claim of deduction, irregular claim of exemption etc., which
resulted in short levy of tax of Rs. 705.37 crore as mentioned in the succeeding
paragraphs. These cases are illustrative and are based on test check carried
out in audit. Such omissions on the part of Assessing Authorities (AA) are
pointed out in audit each year, but not only do the irregularities persist; they
remain undetected till an audit is conducted. There is need for the Government
to improve the internal control system so that occurrence of such cases can be
avoided, detected and corrected.

2.5 TIrregular claim of exemption/concessional rate of tax on
statutory forms

Section 6-A of the CST Act and Rule 9 of the CST Rules provide that in case
any dealer claims that he is not liable to pay tax under this Act in respect of
any goods on the ground that the movement of such goods from one state to
another was occasioned by transfer of such goods by him to any other place of
his business or to his branch or to his agent or principal as the case may be and
not by reason of sale, the burden of proving it shall be on that dealer. For this
purpose, he may furnish a declaration in form ‘F’ signed by the principal
officer of the other place of business or his agent or principal as the case may
be.

Further, under the CST Act sale of goods by one registered dealer may be
allowed at the concessional rate of tax of four per cent if the dealer furnishes a
declaration in form ‘C’ covering all the transactions of sales. Where sale of
any goods has been effected by a transfer of documents of title to such goods
during their movement from one state to another, any subsequent sale during
such movement effected by a transfer of documents of title to such goods (sale
in transit) to the Government or to a registered dealer shall be exempt from
tax. However, the exemption is subject to production of a certificate in form
‘E—-T or ‘E - II’ duly signed by the registered dealer from whom the goods
were purchased and declaration in form ‘C’ obtained from the buyer. In the
case of export sale or sale made to unit situated in Special Economic Zone,
exemption is admissible subject to the furnishing of the form ‘H’ or the form
‘T’, as the case may be.

The DTT has prescribed the due date of filing of the statutory forms for claim
of exemption as 30" April 2007 in respect of sales made in the first, second
and third quarters and 15" March 2008 in respect of transactions made in the
fourth quarter of the year 2006-07. Transactions not supported by proper
statutory forms attract tax at eight per cent in case of declared goods, and at 10
per cent or at the rate applicable in the state whichever is higher in case of
goods other than declared goods and interest at prescribed rates.
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2.5.1 Test check of the records of 45 wards™ during April 2008 to March
2009 indicated that in 159 cases, the dealers claimed exemption on transaction
of Rs. 2,179.97 crore during the assessment year 2006-07 on account of
branch transfer/consignment sale. However, these dealers failed to furnish the
statutory form ‘F’ by the dates prescribed by the department. The assessing
authority also failed to scrutinise the returns and detect non-submission of the
form ‘F’ which resulted in irregular exemption of tax of Rs.234.17 crore.
Besides, interest of Rs. 65.95 crore was also leviable.

After the cases were pointed out, the department stated (October 2009) that
total demand of Rs. 2.39 crore has been raised in seven cases. In two cases
involving Rs. 51.95 lakh notice has been issued to the dealers. Further report
and reply on the remaining cases has not been received. The matter was
reported to the Government in June 2009, their reply has not been received
(December 2009).

2.5.2 Test check of the records of 66 wards™ during April 2008 to March
2009 indicated that in 344 cases, the dealers claimed concessional rate of tax
on inter-state sale®* of Rs. 1658.49 crore made during the year 2006-07
without furnishing valid statutory form ‘C’ by the due date. The assessing
authority failed to scrutinise the returns and detect non-submission of form ‘C’
which resulted in short payment of tax of Rs. 114.48 crore. Besides, interest
of Rs. 31.79 crore was also leviable.

After the cases were pointed out, the department stated (October 2009) that
total demand of Rs. 2.81 crore had been raised in 23 cases. In two cases
involving Rs. 28.77 lakh notice has been issued to the dealers. Further report
and reply on the remaining cases has not been received (December 2009). The
matter was reported to the Government (June 2009), their reply has not been
received (December 2009).

2.5.3 Test check of the records of 36 wards™ during April 2008 to March
2009 indicated that in 61 cases the dealers claimed exemption of tax on transit
sales® of Rs. 319.59 crore made during the year 2006-07 without furnishing
valid statutory forms by the due date. Further, in 11 of the above cases the
dealers furnished only form ‘C’ against the transit sale of Rs. 18.82 crore but
did not pay tax at the concessional rate of four per cent. The assessing
authority failed to scrutinise the returns and detect non-submission of form
‘E-I’ and non-payment of tax. This resulted in short payment of tax of
Rs. 32.82 crore. Besides, interest of Rs. 8.87 crore was also leviable.

2 Ward Nos. 1. 2, 4, 5,7, 8, 14, 15, 28, 33, 35, 36, 38, 40, 46, 50, 51, 55, 60, 61, 62, 63, 64,
66, 67, 69, 70, 71, 74, 79, 80, 84, 86, 89, 92, 93, 94, 95, 99, 100, 101, 102, KCS I, KCS IV
and Spl zone.

* Ward Nos. 1,2, 4,5,6,7, 10, 11, 13, 14, 15, 16, 17, 18, 21, 23, 25, 28, 33, 35, 36, 37, 38,
39, 40, 43, 46, 48, 49, 50, 51, 53, 55, 57, 60, 62, 63, 64, 66, 67, 68, 69, 70, 71, 72, 73, 74,
75,71, 79, 84, 85, 86, 89, 92, 93, 94, 95, 99, 100, 101,102, 104, KCS II, KCS IV & Spl
zone.

3 A sale which occasions the movement of goods from one state to another or is effected by
transfer of documents of title to such goods during the movement of goods from one state to
another is called ‘inter-state sale’. Whereas any subsequent sale during such movement
effected by a transfer of documents of title to such goods is called ‘transit sale:

 Ward Nos. 2, 4,5,6,7,8,9, 11, 14, 15, 21,23, 25, 28, 33, 37, 39, 40, 43, 50, 55, 60, 62, 64,
68, 73,93, 94, 99, 100, 101, 102, 104, KCS 11, KCS 1V and Spl. Zone.

43



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

After the cases were pointed out, the department stated (October 2009) that
total demand of Rs. 4.44 crore had been raised in five cases. Further report
and reply on the remaining cases has not been received (December 2009). The
matter was reported to the Government (June 2009); their reply has not been
received (December 2009).

2.5.4 Test check of the records of 17 wards™ during April 2008 to March
2009 indicated that in 27 cases, the dealers claimed exemption of tax on inter-
state sale of Rs. 19.81 crore made during the year 2006-07 without furnishing
the form ‘H’ by the due date. The failure of the assessing authority to
scrutinise returns and the reconciliation statements in DVAT 51 to ascertain
the receipt of the statutory forms resulted in short payment of tax of Rs. 2.16
crore. Besides, interest of Rs. 56.52 lakh was also leviable.

After the cases were pointed out, the department stated (October 2009) that
total demand of Rs. 48.41 lakh had been raised in four cases. Further report
and reply on the remaining cases has not been received. The matter was
reported to the Government in June 2009, their reply has not been received
(December 2009).

2.5.5 Test check of the records of six wards®’ conducted during April 2008
to March 2009 revealed that in nine cases, the dealers claimed exemption of
tax on interstate sale of Rs. 9.76 crore made during the year 2006-07 without
furnishing the form ‘I’ by the due date. The failure of the assessing authority
to scrutinise returns and the reconciliation statements in DVAT 51 to ascertain
the receipt of the statutory forms resulted in short payment of tax of Rs. 1.06
crore. Besides, interest of Rs. 28.49 lakh was also leviable.

The matter was reported to the department and the Government in June 2009,
their reply has not been received. (December 2009).

2.5.6 Test check of the records of three wards® of DTT conducted during
April 2008 to March 2009 indicated that in three cases dealers claimed
concessional rate of tax on interstate sale/exemption on branch transfer of
Rs. 10.31 crore in the year 2006-07. Such claims were not supported by the
valid statutory forms or transactions mentioned in the forms related to the
previous year as mentioned below:

(Rupees in lakh)
Sl. | Name of the | TIN No. | Ward | Period [Amount| Tax [Interest| Total Nature of defect
No. No. |(Quarter| of |payable] (@ tax
wise) |defective| 15% | effect
form P.A)
‘C’/ ‘F’

1 [M/s. 7480005543 33 ItoIII T717.76| 57.42| 17.98| 75.40[Transactions mentioned
Chaudhary in the Form ‘C’ relate to
Skin Trading previous year 2005-06
Company

2. [M/s. Tulsi 7890165901| 99 jiis 25.75 2.58 0.81| 3.38|Form ‘F’ is not signed by

v 4261 043 0.08] 0.50[the authorised person
3. [M/s.Hewlett |7100219540(KCS-1I|  III 283.71| 17.02 5.33| 22.35|duplicate  form ‘<

Packard India submitted

Sales Pvt. Ltd.

1,031.48| 77.44] 24.20]101.64

** Ward Nos. 3,4, 5, 13,25, 37, 55, 63, 66, 67, 69, 71,92, 94,95, 101 and KCS IL
*" Ward Nos. 16, 35, 69, 80, 104 and KCS 1I.
38 Ward Nos. 33, 99 and KCS II.
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The assessing authority did not scrutinise the statutory forms submitted by the
dealers and ascertain the correctness of claim of concessional rate of tax on
interstate sale/exemption on branch transfer, made by the dealers in their
returns. This resulted in short payment of tax of Rs. 77.44 lakh. Besides,
interest of Rs. 24.20 lakh was also leviable.

The matter was reported to the department and the Government in June 2009,
their reply has not been received (December 2009).

2.6 Concealment of sale/purchase/stock

Under the DVAT Act, a person who furnishes a return which is false,
misleading, or deceptive in a material particular or omits from it any matter or
thing without which the return is false, misleading in a material particular,
shall be liable to pay, by way of penalty, a sum of Rs. 10,000 or the amount of
tax deficiency, whichever is greater. In addition, interest on tax computed at
the rate of 15 per cent per annum on daily basis is also leviable.

2.6.1 Test check of the records of three wards™ during April 2008 to March
2009 indicated that in four cases the closing stock as per details given in the
returns filed by the dealers during the year 2006-07, amounted to Rs. 879.51
crore, as against Rs. 267.05 crore disclosed in the annual audited accounts.
This resulted in concealment of closing stock of Rs. 612.46 crore with
consequent short payment of tax of Rs. 71.26 crore. Besides, interest of
Rs. 22.37 crore and penalty of Rs. 71.26 crore were also leviable.

The matter was reported to the department and the Government in June 2009,
their reply has not been received (December 2009).

2.6.2 Test check of the records of five wards™ during April 2008 to March
2009 indicated that in five cases relating to the year 2006-07, the dealers
included purchase of trading goods of Rs. 77.82 crore only in their returns as
against Rs. 79.57 crore disclosed in the annual audited accounts. This resulted
in short accountal of purchases amounting to Rs. 1.75 crore with consequent
short payment of tax of Rs. 13.54 lakh. Besides, interest of Rs. 4.25 lakh and
penalty of Rs. 13.54 lakh were also leviable.

The matter was reported to the department and the Government in June 2009,
their reply has not been received (December 2009).

2.6.3 Test check of the records of 16 wards*' during April 2008 to March
2009 indicated that in 22 cases the sale turnover was shown as Rs 327.04 crore
by the dealers in their returns, filed during the year 2006-07 as against actual
sale of Rs. 366.13 crore disclosed in the annual audited accounts. This
resulted in concealment of sale of Rs. 39.09 crore with consequent short
payment of tax of Rs. 3.80 crore. Besides, interest of Rs. 1.11 crore and
penalty of Rs. 3.80 crore were also leviable.

After the cases were pointed out, the department stated (October 2009) that
demand of Rs. 70.32 lakh has been raised in one case. Further report and reply
on the remaining cases has not been received (December 2009). The matter

 Ward Nos. 100, 104 & KCS-IL
* Ward Nos. 14, 70, 75, 89, and KCS IL.
41 Wards Nos. 4, 6,7, 15,23, 25, 36, 39, 57, 61, 62, 71, 77, 86, 102, KCS-1V.
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was reported to the Government (June 2009), their reply has not been received
(December 2009).

2.7 Excess claim of deduction on stock transfer

Under the DVAT Act, a person who furnishes a return under the Act, which is
false, misleading, or deceptive in a material particular or omits from it any
matter or thing without which the return is false, misleading in a material
particular, shall be liable to pay, by way of penalty, a sum of Rs. 10,000 or the
amount of tax deficiency, whichever is greater. In addition, interest on tax at
the rate of 15 per cent per annum computed on daily basis is also leviable.

Test check of the records of two wards*” of DTT during April 2008 to March
2009 indicated that in four cases the dealers mentioned stock transfer
amounting to Rs. 258.21 crore in the quarterly reconciliation statements filed
in DVAT-51 in 2006-07. However, in the returns filed for the same periods,
an amount of Rs. 344.61 crore was claimed. This resulted in excess claim of
deduction on account of stock transfer of Rs. 86.40 crore with consequent
short payment of tax of Rs. 9.09 crore (reating it as interstate sale without
statutory forms. Besides, interest of Rs. 2.86 crore and penalty of Rs. 9.09
crore were also leviable.

The matter was reported to the department and the Government (June 2009),
their reply has not been received (December 2009).

2.8 Incorrect claim of exemption on form ‘F’ containing multiple
month transactions

Under Section 6-A of the CST Act read with Rule 12(5) of the CST (R&T)
Rules, declaration in form ‘F’ may cover transfer of goods effected during a
period of one calendar month by a dealer to any other place of his business or
to his agent or principal outside the state as the case may be. Otherwise, the
transactions are to be treated as interstatesale without forms and taxed
accordingly.

Test check of the records of 11 wards® of DTT during April 2008 to March
2009 indicated that in 15 cases relating to the assessment year 2006-07, the
dealers claimed exemption of tax on account of branch transfer/consignment
sales of Rs. 88.35 crore on the basis of form ‘F’ which covered transactions
beyond one calendar month and was thus, liable to be treated as interstate sale
not supported by valid declarations. This resulted in short realisation of tax of
Rs. 8.90 crore. Besides, interest of Rs. 2.74 crore was also leviable.

The matter was reported to the department and the Government in June 2009,
their reply has not been received (December 2009).

2.9 Short-levy/non-recovery of interest on delayed remittance of
Government revenue

As per instructions in vogue, where the collecting branch and focal point
branch are in the same city/agglomeration, the settlement of transaction with

* Wards Nos. 89 and KCS-IL
* Ward Nos. 2,49, 57, 60, 63, 65, 67, 80, 89, KCS II & KCS V.
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Central Accounts Section (CAS), RBI, Nagpur is required to be completed
within T+3* working days. Total amount, which has not been remitted in time
and the penalty due along with the details of the individual cases, is to be
intimated by concerned Ministry/Department to the head office of the bank
concerned on a quarterly basis by the 15" of the following month. The period
of delay for this purpose will be counted from the date of receipt of the
collection at the receiving branch (actual realisation of money in the bank) till
they are reported to RBI, CAS, Nagpur for credit to the Government. The
interest/penalty on delayed remittance shall be charged at Bank rate plus two
per cent. The bank rate as notified by Reserve Bank of India remained at six
per cent for the period 2003-04 to 2006-07.

2.9.1 Test check of the records of DTT and Pay and Accounts Office-21
between January 2009 and June 2009 indicated that during the period 2003-04
to 2006-07 the notified banks of DTT remitted the amount of tax, interest or
penalty into RBI after a delay of more than 5 days. The PAO-21 levied a
penal interest of Rs. 1.61 crore on the defaulting banks for delay in remittance
of government revenues during the period 2003-04 to 2005-06 as against
leviable amount of Rs. 2.77 crore. This resulted in short levy of interest of
Rs. 1.16 crore.

The matter was pointed out to the department and the Government in June
2009, their reply has not been received (December 2009).

2.9.2 Test check of the records of DTT and Pay and Accounts Office-21
between January 2009 and May 2009 indicated that during the period from
2003-04 to 2006-07, the notified banks of DTT remitted the amount of tax,
interest or penalty into RBI after a delay of more than 5 days. The PAO-21
raised the demand of Rs. 2.90 crore against the defaulting banks for delayed
remittance. However, up to May 2009 recovery of Rs. 0.47 crore only had
been effected from these defaulting banks. This resulted in non-recovery of
demand of Rs. 2.43 crore.

The matter was pointed out to the department and the Government (June
2009), their reply has not been received (December 2009).

2.10 Irregular claim of exemption of tax on branch transfer/
consignment sale to places not mentioned in the RC

Sub-section (1) of Section 7 of the CST Act stipulates that every dealer has to
declare his places of business in other States at the time of seeking
registration. Further, Sub-section (1) of Section 6-A read with Rule 12(5) of
the CST (R&T) Rules provides that a declaration in form ‘F’ has to be
submitted for transfer of goods to the other place of business or to his agent or
principal. Otherwise, the transactions are to be treated as interstate sale and
taxed accordingly. The dealer shall also be liable to pay simple interest at 15 per
cent per annum computed on a daily basis under Section 42 of the DVAT Act.

** As per notification dated 10.10.2006, the permissible period for remittance of Government
revenues with retrospective effect would not include the put through date at RBI for
calculating Transaction date + 3 working days.
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Test check of the records of three wards® conducted during the period from
April 2008 to March 2009 indicated that in three cases the dealers claimed
exemption on the basis of form ‘F’ on stock transfer amounting to Rs. 10.93
crore to places other than those specified in the registration certificate (RC).
As the stock was not transferred to the declared branches, claim of exemption was
irregular. The assessing authority did not scrutinise the forms and the RC to
verify the correctness of the claim. This resulted in irregular claim of exemption
of Rs. 10.93 crore with consequent short payment of tax of Rs. 1.09 crore.
Besides, interest of Rs. 27.50 lakh was also Ieviable.

The matter was reported to the department and the Government (June 2009),
their reply has not been received (December 2009).

2.11 Non-reversal of input tax credit

Under Section 10(3) of the DVAT Act, 2004 read with Rules 6 and 7 of
DVAT Rule, 2005, the input tax credit claimed on purchase made locally is
required to be reduced at the prescribed percentage of rate of tax leviable on
such goods which was transferred from Delhi, other than by way of sale, to a
branch of the registered dealer or to a consignment agent. Non-reversal of
input tax credit attracts penalty at the rate of one per cent of tax deficiency per
week or Rs. 100 per week for the period of default, whichever is higher and
interest at prescribed rate.

Test check of the records of three wards*® conducted during April 2008 to
March 2009 indicated that in three cases the dealers claimed exemption on
stock transfer of goods worth Rs. 3.15 crore during the assessment year
2006-07, which were purchased locally. However, input tax credit availed on
them was not reversed. This resulted in short payment of tax of Rs. 12.60 lakh.
Besides, interest of Rs. 5.01 lakh and penalty of Rs. 17.37 lakh were also leviable.

The matter was reported to the department and the Government (June 2009),
their reply has not been received (December 2009).

2.12 Incorrect carry forward of tax credit

Under the DVAT Act, 2004, an amount paid by a person in excess of the
amount due from him can be carried forward to the next tax period as a tax
credit under certain circumstances or at the option of the person.
Incorrect/excess carry forward of tax credit attracts penalty at the rate of one
per cent per week or Rs. 100 per week for the period of default whichever is
greater. The dealer shall also be liable to pay simple interest at the rate of 15
per cent per annum computed on daily basis.

Test check of the records of ward no. 60 during April 2008 to March 2009
indicated in one case that the dealer brought forward tax credit of Rs. 6.26
lakh in his return, for the first quarter of the year 2006-07 although net tax
credit of Rs. 1.75 lakh only was available to be carried forward from previous
tax period. This resulted in incorrect carry forward of tax credit of Rs. 4.51
lakh with consequent short payment of tax by the like amount. Besides,
interest of Rs. 2.04 lakh and penalty of Rs. 7.08 lakh were also leviable.

* Ward Nos. 33, 49 and KCS-IL.
 Ward Nos. 60, 100 and 101.
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The matter was reported to the department and the Government (June 2009),
their reply has not been received (December 2009).

2.13 Irregular claim of reduction of tax/increase of refund through
revised return

Section 28 of the DVAT Act and Rule 29 made thereunder stipulates that, if,
within four years of the making of an assessment, any person discovers a
mistake or error in any of the returns filed by him under this Act and he has as
a result of the mistake or error paid more tax than was due under this Act, he
may lodge an objection against the assessment in the manner and subject to the
conditions stipulated under Section 74 of the Act. Incorrect claim attracts penalty
at the rate of one per cent of tax deficiency per week or Rs. 100 per week for the
period of default, whichever is higher and interest at prescribed rates.

Test check of the records of ward no 44 conducted between April 2008 to March
2009 for the assessment year 2006-07 indicated that in one case the dealer worked
out tax payable as Rs. 11,900 in the original return filed for the month of July
2006. The return was revised subsequently on 1207 anuary 2007 and refund of
Rs. 4.32 lakh was claimed without going in for objection in accordance with the
Section 74 of the Act, which was irregular. The assessing authority did not
scrutinise the returns of the dealer to disallow claim of reduction of tax
demand/claim of refund made by the dealer in the revised return. This resulted in
incorrect claim of reduction of tax/claim of refund of Rs. 4.44 lakh with
consequent short payment of tax by the like amount. Besides, interest of Rs. 1.59
lakh and penalty of Rs. 5.50 lakh were also leviable.

After the case was pointed out, the department stated in October 2009 that
demand of Rs. 11.53 lakh has been raised. Further report on the recovery of
the amount has not been received (December 2009).

The matter was reported to the Government (June 2009), their reply has not
been received (December 2009).

2.14 Non-payment of interest

Under Section 3(4) of the DVAT Act, the dealer is liable to pay net tax within
twenty eight days of the conclusion of dealer’s tax period. Delays in payment
of tax attract interest at the rate of 15 per cent per annum computed on daily
basis for the period of default.

Test check of the records of ward 79 during April 2008 to March 2009 indicated
that in one case the dealer deposited tax of Rs. 38.42 lakh for the monthly tax
periods of the assessment year 2006-07 after the due dates. However, the dealer
did not pay interest for the delays ranging from 89 to 481 days. The assessing
authority also did not scrutinise the returns to detect the non-payment of interest.
This resulted in non-realisation of interest of Rs. 4.48 lakh.

The matter was reported to the department and the Government (June 2009),
their reply has not been received (December 2009).
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CHAPTER-3: Other Taxes and Non-Tax Receipts
3.1 Results of audit

Test check of the records relating to the luxury tax, entertainment & betting
tax, stamp duty, non-tax receipt etc., during the year 2008-09 revealed loss of
revenue/short/non-levy of tax and other irregularities involving Rs. 35.98
crore in 368 cases which broadly fall under the following categories:

(Rupees in crore)

SL. No. Categories No. of cases Amount
A Non-tax receipt
1. Non-recovery of interest and penal interest 1 20.17
B Stamp duty
2. Short payment of stamp duty 301 2.07
C Luxury Tax
3. Non-levy of luxury tax on banquet/conference 4 0.91

halls
D Others 62 12.83
Total 368 35.98

During the year 2008-09, the department accepted non-recovery of interest of
Rs. 20.17 crore in one case which was pointed out in 2008-09.

Few illustrative audit observations involving Rs. 23.16 crore arc mentioned in
the succeeding paragraphs.
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3.2 Audit observations

Scrutiny of the records in the Department of Power, Commissioner of Excise,
Entertainment and Betting Tax and Sub-Registrar offices relating to revenue
receipt revealed several cases of non-observance of the provision of Acts/
Rules resulting in non-recovery of interest, short-payment of stamp duty and
luxury tax 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 need for
the Government to improve the internal control system so that occurrence of
such cases can be avoided, detected and corrected.

3.3 Non-recovery of interest and penal interest

The Government of National Capital Territory of Delhi sanctions loans to
various bodies to carry out various plan schemes. The loans are provided for a
period of 15 years repayable in equal installments along with the interest @
11.5 per cent per annum (13 per cent per annum for loans sanctioned in
2002-03) on yearly basis beginning from the first anniversary of drawal of
loan. In case principal or interest is not paid by the due date, penal interest @
2.75 per cent per annum on the outstanding dues are chargeable over and
above the normal rate of interest.

The Department of Power released loan of Rs. 168.22 crore to M/s
Indraprastha Power Generation Company Limited (IPGCL) during the period
from 2002-03 to 2006-07 in five instalments for renovation and modification
of the power stations, overhauling of gas turbines, refurbishment of the waste
heat recovery unit modules etc. Though the company has paid instalments of
principal due for the years 2007-08 and 2008-09 (up to 31* December 2008) it
had defaulted in payment of interest and penal interest, which works out to
Rs. 19.46 crore and Rs. 0.71 crore respectively. Thus, failure to take action to recover
the interest due and impose penal interest resulted in non-realisation of interest
receipts of Rs. 20.17 crore.

The Management of the company confirmed the facts and stated (April 2009) that it
had taken a number of steps to settle the arrears once its financial position improves.

The matter was reported to the department and the Government in June 2009, their
reply has not been received. (December 2009).

3.4  Short levy of stamp duty due to undervaluation

Under the Indian Stamp Act 1899 and the Delhi Stamp (Prevention of
undervaluation of instruments) Rules 2007, the Government may, from time to
time, notify the minimum rates for valuation of land through a notification in
the Official Gazette, for various districts/areas forming part of the district, on
the recommendation of the Deputy Commissioner concerned or otherwise. In
pursuance of above powers, the Government notified (July 2007) locality-wise
minimum circle rates for valuation of land and immovable properties for the
purpose of working out stamp duty payable on registration under the provision
of the Indian Stamp Act, 1899. These rates were applicable with effect from
18™ July 2007.
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Test check of the records of the office of four sub-registrars’’ during the
period from April 2008 to March 2009 indicated that in 301 cases while
registering sale deed, agreement to sell, general power of attorney with
consideration etc., of land, flats and other properties, during the period from
18" July 2007 to 6™ September 2007, the sub-registrars, did not take into
account the notified circle rates for valuation of properties. This resulted in
undervaluation of properties registered during the above period with
consequent short levy of stamp duty of Rs. 2.07 crore.

After the cases were pointed out, the department stated (October 2009) that the
matter had been referred to the Collector of Stamps for appropriate action.

The matter was reported to the Government (June 2009); their reply has not been
received (December 2009).

3.5 Non-levy of luxury tax on banquet/conference halls

Delhi Luxury Tax Act, stipulates that the luxury tax shall be levied on the
turnover of receipts of a hotel at the notified rate not exceeding 15 per cent.
Where charges are levied otherwise than on daily basis, then charges for
determining the tax liability shall be computed proportionately for a day and
per room based on the total period of occupation of accommodation. Any
delay in payment of tax attracts simple interest at the rate of two per cent of
the amount of such tax for each month after the last day by which the tax
should have been paid.

Test check of the records of the office of Commissioner of Excise, Luxury and
Entertainment Tax for the assessment year 2007-08 indicated that while
finalising the assessment of four hotels during the period from November
2008 to February 2009 the assessing officer did not include rent/hire charges
of Rs. 5.73 crore for banquet/conference halls in their receipts for the levy of
luxury tax. This resulted in short collection of tax to the extent of Rs. 90.98
lakh including interest of Rs. 19.36 lakh for delay in payment of tax by these
hotels.

After the cases were pointed out, the department stated (October 2009) that as
per Section 2(I) of the Luxury Tax Act, luxury provided in a hotel means
accommodation and other services provided in a hotel, the rate or charges for
which including the charges for air-conditioning, telephone, radio, music,
extra beds and the like, is Rs. 500/- per room per day or more. It was further
stated that as there was no reference or mention of banquet/conference hall in
this section and as such luxury tax is not leviable on banquet/conference hall.

4 Sub-Registrars of Geeta Colony, Mehrauli, Kashmiri Gate and Seelampur-1V.
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The reply furnished by the department is not tenable because as per definition
accommodation (every type) given by the hoteliers on rent/hire for more than
Rs. 500/- per day is covered under the definition of the luxury tax.

The matter was reported to the Government (June 2009); their reply has not been
received (December 2009).

New Delhi (RAJVIR SINGH)
Dated: Accountant General (Audit), Delhi
Countersigned
New Delhi (VINOD RAI)
Dated: Comptroller and Auditor General of India
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Annexure I

(Refer to paragraph no .2.3.4)

The probability proportional to size (PPS) sampling was done in the following
manner:

Step - 1. Ward wise output tax was obtained and cumulative tax was calculated
using CAATS.

Step - 2.The cumulative range thus obtained was reduced to 7698 of which 80
numbers were randomly selected.

Step - 3.These selected numbers were placed within this reduced range and
accordingly 13 wards were selected for scrutiny as detailed below:

Sl. No. Ward Output Tax Cumulative Reduced Random
Cumulative numbers
placed in the
range
1 Ward 32 454534015 28233979056 282 1
2 Ward 45 1357175831 35348040213 353 1
3 Ward 62 2119043007 47043379782 470 2
4 Ward 64 16351269742 69653397873 697 1
5 Ward 71 4205896310 80839400883 808 1
6 Ward 77 3724795685 94615672845 946 2
7 Ward 82 160330180260 | 254945853105 2549 18
8 Ward 84 3314174271 261142310327 2611 1
9 Ward 96 482475020855 | 757972409890 7580 49
10 Ward 98 1010935631 759851671745 7599 1
11 Ward 99 1663774082 | 764349646160 7643 1
12 Ward 104 827963378 | 768162539304 7682 1
13 Ward 106 511914330 769818942172 7698 1
Total 80
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(Refer to paragraph no .2.3.8)

Description Number
of cases/
records

Blanks / incompleteness in the database
1. The business and registration status 2
2. category of complaints 22
3. indent status of forms 135
4, utilisation number of forms 305
5. details of documents received with applications 772
Duplicate entries in the database
6. | business status for registered dealers 6
7. | application number for forms requested by dealers 70
8. utilisation number for forms utilised by dealers 480
9. | request number of forms requested by dealers 9
Gaps in the continuity of sequence numbers
10. | issue number of forms issued 2329
11. | indent request number of forms indented for 2
12. | utilisation number of forms utilised 357
13. | issue number of forms issued from inventory 29
14. | receipt number for documents received at front office 10000+
Mismatch between relations
I5. | between the sureties given by dealers and their master data 514
available in the database
16. | the applications submitted by dealers for registration and 530
applications processed by the department
17. | the details of interstate trade given in Form DVAT 16 for 10750
VAT and that given in Form | for CST
18. | dealers who have submitted utilisation account for forms 21642
and dealers who have been issued forms
19. | serial number of forms available with the ward and serial 63
number of forms issued to ward
20. | document description given on receipts and its master data 228163
21. | dealers whose refund order was generated and dealers 98
whose refund was processed
Other inconsistencies
22. | refunds were processed without marking them as refund 20198
cases
23. | refund cases processed without marking them for | 358136

assessment
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Annexure 1

(Refer to paragraph no .2.3.4)

The probability proportional to size (PPS) sampling was done in the following
manner:

Step - 1.Ward wise output tax was obtained and cumulative tax was calculated
using CAATS.

Step - 2.The cumulative range thus obtained was reduced to 7698 of which 80
numbers were randomly selected.

Step - 3.These selected numbers were placed within this reduced range and
accordingly 13 wards were selected for scrutiny as detailed below:

SI. No. Ward Output Tax Cumulative Reduced Random
Cumulative numbers
placed in the

range
1 Ward 32 454534015 28233979056 282 1
2 Ward 45 1357175831 35348040213 353 1
3 Ward 62 2119043007 47043379782 470 2
4 Ward 64 16351269742 69653397873 697 1
5 Ward 71 4205896310 80839400883 808 1
6 Ward 77 3724795685 94615672845 946 2
7 Ward 82 160330180260 | 254945853105 2549 18
8 Ward 84 3314174271 261142310327 2611 1
9 Ward 96 482475020855 | 757972409890 7580 49
10 Ward 98 1010935631 759851671745 7599 1
11 Ward 99 1663774082 | 764349646160 7643 1
12 Ward 104 827963378 | 768162539304 7682 1
13 Ward 106 511914330 | 769818942172 7698 1
Total 80
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(Refer to paragraph no .2.3.8)

Description Number
of cases/
records

Blanks / incompleteness in the database
1. The business and registration status 2
2. category of complaints 22
3. | indent status of forms 135
4. | utilisation number of forms 305
5. | details of documents received with applications 772
Duplicate entries in the database
6. | business status for registered dealers 6
7. | application number for forms requested by dealers 70
8. utilisation number for forms utilised by dealers 480
9. [ request number of forms requested by dealers 9
Gaps in the continuity of sequence numbers
10. | issue number of forms issued 2329
11. | indent request number of forms indented for 2
12. | utilisation number of forms utilised 357
13. | issue number of forms issued from inventory 29
14. | receipt number for documents received at front office 10000+
Mismatch between relations
15. | between the sureties given by dealers and their master data 514
available in the database
16. | the applications submitted by dealers for registration and 530
applications processed by the department
17. | the details of interstate trade given in Form DVAT 16 for 10750
VAT and that given in Form 1 for CST
18. | dealers who have submitted utilisation account for forms 21642
and dealers who have been issued forms
19. | serial number of forms available with the ward and serial 63
number of forms issued to ward
20. | document description given on receipts and its master data 228163
21. | dealers whose refund order was generated and dealers 98
whose refund was processed
Other inconsistencies
22. | refunds were processed without marking them as refund 20198
cases
23. |refund cases processed without marking them for| 358136

assessment
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