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PREFACE 

This report for the year ended 31 March 2003 has been jfrepared 

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

The audit of reYenue receipts of the State Government is 

conducted 1inder Section 16 of the Comptroller and Auditor Ge11eral's 

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

presents the results of audit of receipts comprising sales ta:x, stamp duty 

and registration fees, taxes on vehicles, state excise, agricultural income 

tax, urban land tax, other tax receipts and non-tax receipts. 

The cases mentioned in this report arc among those which came to 

notice in the t'.oursc of test-audit of records during the yea r 2002-2003 as 

well as those noticed in earlier yea rs, but could not be included in 

previous years' Reports. 

(v) 

/ 
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OVEllVIEW 

This J\udit Report contains 30 paragraphs including 3 reviews relating to non 
levy/short levy or ta.\ es. interest. penalty. etc .. involving Rs.1.032.59 crore. 
Srnne of the major findings arc mentioned below: 

t :L ... '.General 

(i) The revenue raised by the State during 2002-03 amounted to 
Rs.16,202.33 crore comprising Rs.14,341.71 crorc as tax revenue and 
Rs.1.860.62 crore as non-tax revenue. Rs.3.047.57 crore were received from 
the Government or India as State's share or divi sible Union taxes and 
Rs.1.586.84 erore as grants-in-aid . 

Sales tax (Rs.9.589.60 crore) formed a major portion (67 per cent) or the tax 
revenue or the state. Interest receipts. dividends ~md profits or Rs.594. 70 crore 
accounted for 32 per cent or the non-tax revenue. 

/ Paragraph I. I / 

(ii) /\t the end nr 2002-03. arrears in n:spcct of taxes administered by the 
Lkpartments or CPmrnercial Taxes. Revenue. Industries. etc .: amounted to 
Rs .9.-12-1 . 10 crnre or "hich. arrears under sales tax and mines and minerals 
together accounted for Rs.9.181 . 14 crorc . 

/Paragraph 1.5 / 

(iii) Test-check or records of sales tax. state excise. agricultural income tax. 
land revenue. urban land tax. taxes on vehicles and other departmental ortices 
conducted during the year 2002-03 revealed under-assessments. short-levy. 
loss uf" revenue. etc .. amounting to Rs.2.266.63 erore in 3.318 cases. 

/Paragraph l.J(J / 

(iv) As at the end of June 2003. 5.627 Inspection Reports issued upto 
December 2002 containing 21.348 audit observations with money value or 
Rs.2.053 .26 erore were pending settlement with various Departments. 

/ Ptm1graph I. I I/ 

(vii) . 
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.·I 11di1 l?e/!otJ f f<c 1·e1111e Nec·dp1.1) .fiw i/1c r ear e11d21( 3 I .\lurch :!(){)] 

.. 
Jt .. ·i Saics Tax 

A review. Exemptions under Saks Tax Acts, revea led the ro llo\Vin g: 

- ~. . ' Incorrec t gran'l t1 !' e.\cmplion of tap ioca by treating it as vegetable resulted in 
1w n-lcvy of la.\ pf Rs. 82.44 crorc. 

I t>arngrapli 2. 2.4 I 

faKorrect gta:iH of t .\em ption un int-er-stale sa le of commc111 sail. wheal bran 
and hand m.ade matches resulted in non-k vy of ta .\ o f Rs.3-L59 cron.·. 

f Pamgmp.h 2.2.5 / 

hTe gt1 lar aB o-w~1ncc of -exempti on ll.ll lo cal sa le o 1· wheat bran \\'iihuul 
.Salisfat tion of the ·ctmditions speci lied in · the noli fi catio n resulte d in 11011-lcvy 
oft-a.\ anfo tmling ao Rs.:20 .. 1'9 c rorc. 

.f P.ara.~1Ytf? f1 1.2.{> / 

1-'ailurc Ln amend .the Schcduk .in c onsonance i'\ ith /\duitiona l Dmi cs ,,f Lxd sc 
J\ct 1'957 nesulted in notional loss o f rc vc:rnUIC o f Rs . .1 07:64 crore in n:spcct of 
goods fo1: whijch .add~1i e:maJ excise Ju1y is n1'L 

I P<irilf.:J'.ll/'lt 2.1. 7 I 

Oday ·in initiati ng act i o n in lime rcsul!cd in t10 1l-H.'.CO\Cf\' o r ud crred la:\ 

amnunling to Rs.9. 17 crorc and interest or Rs.6.46 crorc 

/ /•aragrnf'lt 2.3. (' I 

There was c\cess a\1ailmcnt or lk·lc rrcd ta>: of Rs.55 .W> 1~1k h \\hi ch had not 
been 1~ecov.L' rc cl :;;o l~lr. 

/Paragraph 2. 3. 7 / 

( \I i.i i) 



The re was delay in reali sation or deferred sa les tax o r Rs.8.86 crorc 
rnnscqucnt on the companies being dec lared sick by Board fo r Industrial and 
Financial Reconstruction. 

/ Paragraph 2.3; 9 / 

There was non rea l isat illn or I ntcrest Free Sa !cs Tax (I FST) dues or Rs.2. 78 
crore. where propert ies or dealers \Vere taken over by Slate linancial 
institutions . 

/ Paragraph 2.3. I fJ I 

Interest or Rs.2 .70 crore was not included in the ciaim petition filed before the 
o f'lic ia l I iqu idators. 

/ Paragrttph 2.3. I 1 / 

!\ction was not in itiated aga inst the Directors of compani es under liquidation 
to recover deferred tax of Rs.2.63 crore. even though prov ision existed in the 
!\ct. 

/ P11r11gmph 2.3. 12 I 

In terest of Rs.64 . 73 lakh was not levied on belated payment or deferred tax. 

/ P11rt1grt1ph 2.3. I 3 / 

Incorrect exemption granted to 2 l dealers on sa les made between 1996-97 and 
2000-01 resulted in non-levy of tax amounting to Rs. 1.48 crore. 

/ P1m1grap'1 2.4 / 

Appl ication of incorrect rate or tax on sale of various goods in 18 assessment 
circles during 1995-96 to 2000-0 I resulted in short-lev)1 of tax of 
Rs.40.54 lakh. 

I Pt1rt1grt1p'1 2.5 I 

Incorrect treatment or intra-state sa les as inter-state sales resul ted in short-levy 
of tax of Rs.8.36 crore. 

I P11rt1grt1pll 2.6 / 

Non/Short-levy of additiona l sales tax resulted in short-rea li sation or tax of 
Rs.3 l .82 lakh from 3 dealers . 

/Paragraph 2.10 / 

(ix) 
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_. I udir Ne port (Rerenue N<!ceip1s)_fi1rtlle year <!l/(ll'<I 31 . I l arch :!OfJJ 

A re view. Encroachments on government lands, revcakd the following: 

Inadequate lcv_y o f penalty in cases of cncroachn:H.:nts resulted in Government 
not being able to earn a revenue of Rs.524.4 7 crore in 26 taluks . 

I J>amgraplt 3.2.6 { 

Encroachments by commercia'I entities resulted in Government not being able 
. to earn a revenue of Rs. l l .05 crore. by way o f lease rent in 5 taluk s. 

I Pllrt1grt1plt 3.2. 7 / 

bl one tah.d' due t-o p:ro longe<l adverse possessjo n of lands and in .another taluk 
. sale o f encroached a<md by di viding them into plots, resulted in loss of revenue 
to the tt1nc o f Rs.26.73 c rore. 

I Paragrnpll 3.2.8 J 

Encmached government ll.and:s vah111ng aa Rs.45.13 cro;re ijn IO ialuls 
pertaining- io 1 districts, were later sold· ilkgally dm:mgh regisitc11c<l 1nmsaction 
by individuals. 

/ Paragrap/1 J.2. 9 / 

In Madurai, non-revision o f lease rent in respect o f a lessee for more _than a 
decade resulted in short colkctio11 of'revcnuc of Rs.9.45 crorc. 

. . 
I P11ra;.:mpll 3.4 / 

(x) 

• 



IV. . ~tamp ~Duty and Registration Fc~s 

Incorrect exemption of stamp duty in respect of transfer of property bet ween a 
parent and two or its subsidiary compan-tes resulted 111 stamp duly (1r 

Rs.2.34 crore not being reali sed . 

/ Paragrapft 4.2. / / 

Failure or the Depart111ent to roH ow the prov isions as envisaged in the Act/ 
Rules and guidelines. resulted in undei·-va luation of property and consequent 
short-levy of stamp duty and registration fee to the tune or Rs.2. 10 crore. 

l Paragraph 4.3. I / 

V. Luxury Tax 

Incorrect exemption from levy of luxury tax in respect of rooms ucc upied by 
ti1m:: share holders resulted in non-levy of luxury tax or H.s. 1.02 crore . 

/ Pamgrnplt 5.5 / 

VI.' ~lines and M;in~ratS 

Short accountal of 3.50 crore metric tons .or limestone utili sed for the 
production or clinker. in respect or 12 cement units. -resulted in consequent 
short-levy of royalty amounting to Rs. l 13.97 crore. fo r the years 1996-97 to 
200 1-02. 

f Paragntplt 6.2 / 

.Failure of the Department to collect lease amount within the presc ribed lime or 
to cancel the !Case or lo rai se double the rate of lease ammmt. in respect or a 
lessee resulted in non-reali sation or lease.amount or Rs.42.94 crorc. 

/ Para::rttpll 6.3 / 

( :\ i) 
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. 11/(lit f?l!/lori (/?<! l'l' llll l! Neceip1.1·JjiJI' rhe year entll!d 3 1 .\larch 20113 

f ailure or the Dcpartm.cnt to fix the lease amount in respect of a lcssce in 
Yillupuram District. rcsulted in non-kv}· ofk ase rent of Rs: l.74 crorc. 

.. . , '6 l Pt1ri1f.:rt1pll 6.4 / 

Dclayon ihc .. part or the Department in giving effect tq government orders or 
1990, resulted in loss due to short-c9lkction of levy by Rs.2.68 crore ICir thc 
per:iod from .1990-91 upto December 1997. . Also levy of Rs.0.88 crore 
collected was )lot remitted int~ gover_nmenl account. 

I .. 

I P11mgr1ipll 6. 7 / 

,. ~ . l :· 

• I 

I . 
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1.l.1 The tax 11nd non-tax revenue raised by the Government of Tamil Nadu 
dLiring the year 2002-2003, the state's share of divisible Union taxes and 
grants-in-aid received from the Government of India during the year and the 
corresponding figures for the preceding four years are given below: 

* 

** 

Revenue raised by 
the State 
Government 

(a) Tax Revenue 
(b) Non-tax 

revenue* 

(a) State·s share or 
Jivisihle Union 

9.625.30 
1.156.70 

2.408.98 

10.918.93 
1.356.85 

2.667 .00 

12.282.24 
1.710.78 

2.783.75 

13.1109.70 
1.556.73 

l·U41.71 
1.860.62 

2.870 07 **1.o.i7.s7 I 

Figures in brackets representing non-tax revenue include receipts from lotll.:ries 
net of expenditLire on prize winning tickets. 

For details please sec Statement No. I I -- Detailed Accounts nr Revcriue' by rvlinor 
I leads or the Fim111ce Accounts or the Government of Tamil Nadu ror the year 

2002-03. Figures under the I lead ' 0021 - Taxes on Income other than 
. Corpt!ration T;x .~ Share llf°1iet 'procceus assigned to St>1tes' bol>Kcu in the Finance 

Accounts under 'A -- Tax Re' enue· have hec1i excluded from revenue raiseu by 

the state and incluued in 'State's share of di visible Union taxes· in this statement. 
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.· I 11di1 Report (l?e 1·e1111e N1!Ceipts!j(1r the year ended 31 .\larch 21103 

Of the total receipts (Rs.20,836.74 crore) . for the year 2002-03 , 77 per cent 
were raised by the State Governr~en't and remaining 23 per cent came from the 
Union Government as state's sha~e of divisible Union taxes and grants-in-aid . 

1.1.2 The details of tax revenue raised during the year 2002-2003 along with 
the figures for the preceding four years are given below: 

6 

7 

8 

Taxes on 
Agricultural 
Income 
Taxes on 
Immovable 
Property olhcr 
than 
Agricultural 
I.and (Urbm1 

_Land_ J.:~\L _ _ _ 
Others 

648.43 

- -·· · ·--··- -
50.47 

38.53 17.78 5.23 2.02 
I 

14. 11 
·----t-----!1--t----___, 
14.18 .11.47 1 11.65 

530.89 588.96 643.17 

--- -·-- --
745.62 (; ) 14.')9 

8.40 (·) 83.36 

1.63 ( -) I 9.3 1 

12.69 1 (·) 10.06 

Sales Tax: The increase ( 14.36 per cent) was mainly due to increase of 28.09 
per cent under ' Receipts under State Sales Tax'. This increase was pa11ly 
offset by a decrease of 39.96 per cent under 'Receipts under Central Sales 
Tax·. 

Taxes on Vehicles: The increase ( 14.99 per cent) is mainly due to increased 
receipts under State Motor Vehicles Taxation Act. 

Land Revenue: The shortfall (83.36 per cent) was due to remission of land 
revenue due to severe drought. 

2 

I 

·1 
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Chaplt!r I - C1111t!ral 

Taxes on Agricultural: Income: The shortfall (-19.31 ·per cent) was .due to an 
all time low price of tea and also due to considerable increase in wage bill of 
the assessecs. · 

Reasons for increase/shortfal l though called for from other Departments have 
·not been received (October 2003). 

1.1.3 Tht'. ·d~tails of major non~tax revenue r~lsed 'during the'year 2002-200J 
alb'ng\,iith the figtires !for th'e preceding four ye~rs' are given be lo'w:'· 

• ' .. ~ t ' . ~· · 

. ·Interest 409.24 388.74 , :140.17 . ,535.42 594 .70 ( ·~· ) I \.07 
Receipts. 
Dividends 
'and l'rolits '• 

, 

2 C:rop 73.48 75 .13 64 .87 79 .19 62.22 (-) 21.43 
I lusbandrv 

r 

3 Forestry 64 .00 130.08 131.18 97.04 157.44 \ '(+ ) 62 .24 
and Wild 

_.!::!_JS --·-- ,. . ..:..._ __ __:._· .:! • 
------~ --- -··- - ----~ ·-'--·- ·--·-

4 Non- I 01.04 113.25 395 .33 160.40 181.09. (+ ) .11.90 
Fcmrns ~ :· ~'· . ~ . ; 

Mining UIH.l ' .( i 

Metal I- ,, 
urgical ,;, ,. 
Industries 

5 Education. 38.29 44.86 53 .75 65 .79 89.50 ' ,. '''(+) 36:04 
Sports. /\11 
and Culture .'t. 

6 .. Other 
. , .. •' 

Receipts .;,: .. 
(a) State 53.62 124.41 121.66 . 126.70 119.5.0 (-) 5 .68 

•'I 
1417.031

'· 480.38 -503.82 < 492. 19 656.17 . \'(~: ) 33. 31 
\thl.56:70.~ iJ~S.~,85;; :wJ.·aro:1s~1 t~MS~S~\ ?;;J1~~.62.1' ;l~~·C + ,q-"lJ,:)2i/1~~~: 

.· ·. /·; .. .. 
Interest Receipts, Dividends & Profits: The increase ( 11.07 .. P,er c;ent) was 
mainly due to increase in receipts under ·Interest ,from .. Departmental 
Commercial Undertakings' and ·Interest from local bodies '. 

Forestry' and Wild · Life: 1'he inc1:~ase (62 .24 per . cent) was _ n{~\inly due to 
incrc~ised sale of timber and other forest produce. increased receipts from 
social and farm fores'teries ~ ' . 

Reasons for increase/shortfal l though ca lled fcfr from other bepart111ents h·ave 
not been received (October 2003). ,, 

.! 

3 



I 

I 

I 

I 

I 

I 

I 
• 

I 

:I udit Report (Re venue f?eceipts) f(1r the year ended 31 ,\ fw'ch 2f!03 

The variation between the budget estimates and actuals of revenue rece ipts. for 
the year 2002-2003 in respect of the principal heads of tax and non-tax 
revenue are given below: 

I SalesTax 9,071.4i 9,589.60 (+)518.19 (:t-JJJ_I _ 
I----+-------+--~-,---+-,-----,---,-+-~~-----+~ 

1---2 --+-_S_ta_te_E_:x_ci_se_--+_2_,3_5_7 ._98-+--_2._l _I 3_.6_1-r--_('---'-)_2_4_4._3_7---+_J:L!_9_.3_6----; 
3 LlStamp Duty and 1.285.30 1,079.12 (-) 200.18 (-) 16.04 

{egistration 
ecs 

--4-t ·raxes o_n __ _,__7_0_0.~-7-4::i--.-62--+--(-+Y -~f5~--l f ___ _ --- Tl~-) 6-:44·--

5 
6 

vchiclcs 
Larid Revenue 
Taxes on 
Agricultural 
lhcome 

44.82 
5.41 

7 'taxes on 13.00 
I 1minovablc 

Property other 
than Agri-
cultural Land 
(Urban Land 

8.40 
i.63 

12.69 

Tax) 
--s - -tl'a~e-s-;.lcr _____ ---- -:fo1:T3 ----r3-s.flf 

(-) 36.42 
(-) 3.84 

H0.31 

(-) 125.95 

(~)81.26 

(-)7[20 

(-)2.38 

I Duties on 
Electricity 

9 interest 440 80 
--t-----~---- -

(+) 34.91 (c!-) 153.90 
Receipts, . I 
Dividends & 

594.70 

1----+-~p_ro_l_'it_s ___ -+------+l-----+-------

10 ! Non-ferrous 155.43 181.09 (+) 25.66 (+) 16.51 
mining and 
Metallurgical 
industries. I 

11 Crop 80.2-8-+---6-2-.2-2 +---(--)i8~o6___ _ (-) 22.SO .. -1 

12 .
1

. ~:;;~;~~%-' - 15%+- 266] <+1 1061- i1166 ss ·· I 
- Bridges i J, · -13 l Major an_d _ __ ----s-:28r---9.5T _____ (+)T24 ___ -. ('+Yl4-:-9-8 
I d' 1 Me 1um 

Irrigation _ _ _________ _ __ 

_____ 1 _~ - - -~~-t~ -~~!!~~~~-- ____ l}_LQ_O ____ __ J_l _ _?_:_?Q _____ J_~_LJ.?: ?~ - (-) ~Q.15 

4 



Clwpler I - General 

Land Revenue: The shortfall (81 .26 per cent) was due to remission of land 
revenue due to severe drought. 

Taxes on Agricultural Income: The shortfall (70.20 per cent) was due to an 
all time low price of tea and also due to considerable increase in wage bill of 
assessees. 

Taxes and Duties on Electticity: The shortfall ( 48.23 per cent) was mainly 
due to consumers challenging the levy of tax in the I ligh Court. 

Interest Receipts, Dividends & Profits: The increase (34.9 I per cent) was 
mainly · due to increase in receipts under Interest froin Departmental 
Commercial Undertakings· and 'Interest from iocal bodies'. 

The gross collection in respect of major revenue receipts, expenditure incurred 
on collection and the percentage of stich expenditure to gross collection, 
during the years 2000·200 I. 200 t•2002 and 2002-2003 aiong with the relevant 
Ali India Average percentage of expenditure on collection to gross collection 
for 2001-2002 were as follows: 

8.197.15 104.88 i.28 
2001-2002 8.385.59 . 96.93 . 1.16 r 1.26 

. 2002-2003 9.51!9.60 93 :64 O.lJX 
- ---+-~· ----1C--- --, - - - ---;;----·- ··-·-.·-·::-.;'·---·----· ---·-- "--·-

2 , Taxes 011 1000-200 I 'J0.44 t .6. 70 4.). 

t
j Vehicles_ I _~Q~-~~;~~~:; _ ---~~1~1. __ ~~:~t_ __ --~:~~---· -- --~99 __ 

-3 St.ale· 1 20110-2001 l.X68.68 · 20.92 1.12 

1 Excise I 22<0><(>)_~ -_2
2

1(1
1
<
1
>
1
2_, 1.058.22 · 21.44 l .09 j .2 1 

' ' 2.113.61 I NF NF 
4 lamp I 21100-200 1 910.20 61. i9 .6.72 

Dul) nml 2001-2002 i.137.89 54.15 4.76 
Regis- j · 

2002-2003 1.079.12 71.85 6.66 
lratinn 

_ __ .. _Fees_ __ . L __ _ ·-- ·- ___ _ . _ L_ 

3.51 

: 
I 
'--

NF - Not furnished. 

5 
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.·lllilit Report (!<el'e1111e l<eceipts)for the year ended 31 .\larch2003 

It can be seen from the above that the percentage or c:xpeqditure on collection 
or taxes on vehicle and stamp dtity an·d n.:gistration fee was higher th~m the !\ 11 
India average. 

1998-1999 1.07,857 0,06 
- - --1----------+---------1----

1999-2000 1.09.677 7.024.23 0.06 

2000-2001 1.06,242 8.197.15 0.08. 

2001-2002 . 1.06.946 ' ·8;385.59 0.08 
. ..... :"--:--- ---- - -

2002-2003 1,45.489 9.589.60 0.07 
--------~-------

The arrears of revenue as on 31 March 2003 in respect of some principal heads 
of rcve11ue amounted to Rs.9,424.10 crore or \vhich Rs.2.378 .63 crore were 
ouistal1ding for more than 5 years as detailed in the fOllO\ying tab le: 

· Sales Tax 8.718.59 1.898.02 Out or total arrears or Rs.8. 718.59 
cron.:. demands amounting to 
Rs.2 .512 .33 erore were covered under 
Revenue Recover) /\ct. Demand~ 

amounting to Rs.1.567.25 crnrc were 
stayed b) (ion:rnmenl. I ligh Court and 
otlu:r judicial authorit ies. /\ sum ni' 
Rs. I 16.45 crore was held up due to 
rec ti lication/re1·iew applications. 
Rs.198.58 crorc could not be recovered 
on account or the assessees becoming 
insol vent. /\sum or Rs.193.08 crore 

~--~---~----- ----
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Clwp1er I - ( ie11era/ 

was like!~ lo he \\Tillcn off aml a sum 
of Rs .4.120...J..J cron: \\·as under 1-.1rinus 
stages of recoll:ry. i\ sum of Rs. I 0...J(, 
erorc had since been collected. f--·--+-- --- -+----- --1-- - --·--1--- --- --- ------l 

315.58 Out of the total arrears of Rs.-162 .55 2 Mines and 
Minerals 

462.55 

3 

4 

Stamp 
Duty and 
Regis­
tration 
Fees 
Urban 
Land Tax 

crore. ·a sum of Rs .172.39 crorc 11 as 
covered by recovery ccrli licales. 
Demands amounting lo Rs.243 .17 crnre 
were stayed by I ligh Court ·and other 
judicial authorities. Rs .0.07 crorc 11as 
stayed by Cim·ernmenl. /\ sum of 
Rs.0.34. crore 11·as held up due to 

. recli Ii cation/ rc1·icw ·applications. 1\n 
amount of Rs.0.0-l crore was likely to 
be wriuen off and Rs.-12.34 crorc 11 as 
under various stages of recm·cry. ;\ 
sum or Rs.4 .20 crore had since been 
collected, 

-- ----·-- -- ·-.. - --- -·-·· ·-------·- ·- --·-------- - ·-·-· ---·- -------- -· ----·-- - -
76.10 

85.04 

48.92 The entire arrears or Rs.76. 10 crore 
were covered b) recovery ccrtilicatcs. 

-- ------~~- .:.___._ _____ ....'. __________ _ 
49.21 ·out or the total i1rrears. Rs.14.03 mm: 

is stayed by I ligh Court: Rs.8.89 crnre 
and Rs.(i.28 erorc were stayed by 
Government and I lead of the 
Department respectively. Rs.48.-19 
crore were cm ered under varinus 
stages of recol'ery . Rs. 7.35 crore has 
since been collcctl·d. · -- -· -- . -· -

-19.45 Out of the total arrears or Rs.49.-15 5 State 49.45 

6 

Excise crore. Rs. I 1.13 lTore ll'as covered by 
recovery ·ccrti lkates. Rs.5. 76 emre 
was stayed by High Court and Rs.3.24 
crore was held up due to 
reeti fication/rcvicll' applications. 
Rs.ll04 crorc could not be collected on 
account of assessee becom ing 
insolvcnl. /\ sum of Rs.4.66 crore 11as ·1 

likely to Ix: 11rillen off. Rs.24.62 cmn: 
had since been colkcted. J ·1---------- ------- - ..J 
Out or the total arrears. demands I I.and 29.54 15...J I 

Revenue amounting lo Rs.0.92 cron.: \\'Cl'e 
covered by . recm·ery ccrti Ji cat cs. 
Arrears of Rs.4.25 crorc wei:e rnvered 
by stay granted by I ligh Court and 
other judicial authorities. /\ sum of 
Rs.J.18 crorc ll'as sta1·cd b1 J 

I Ci<ll'ernmenl and l{s.4.7..J eron: was 
likcl~ to be 1Hillen off. /\ sum of 

I Rs.16.27 crore was under 1·arious 

--1---· __ .__ stages of rccoven. A sum of Rs.0. 18 __,____ __ _ ____ J c1~;e had since h~cn collected. J 
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...I 11di1 Hepor/ I l?l.'\'en11e ReceiplsJjill' !he year ended 31 .\larch 20113 

7 Taxes 011 

Vehicles demands a111ounting to Rs.1 .76 crore 
were covered under Revenue Recovery 
/\ct. Dc111ands or Rs.22 .56 lakh were 
stayed by High Court and other.judicial 
authorities and a sum or Rs .0.2 I lakh 
was held up due to recti lication/rev ic11· 
applications. A SUlll or Rs.0.35 lakh 
could not be collected as the asscssccs 
had beCOlllC insolvent. /\ SUlll nr 
Rs.20.64 lakh was likely to be \Hillen 
oil and Rs.44.90 lakh was under 
\'arious stages or collection . /\n 
a111ount or Rs. I IUJ5 lakh had sinL'C been 
wl lcctcd. 

The details of cases pending assessment at the beginning of the year 2002-03. 
cases becoming due for assessment during the year, cases disposed of during 
the year and number of cases pending finalisation at the end of the year 
2002-03 , as furnished by the Sales Tax Department in respect of Sales Tax and 

. hy Revenue Department in respect of Urban Land Tax and Agricu ltural 
Income Tax are <lS follow s: 

48.-199 ' 72% 

3.048 1.421 4.469 
-~---;,~~--- -·· 

88 4 .. )81 I _ru 
Tax 

-1.0-12 ---,(;(1·1--96%----------
Agricultural 
I nco111c Tax 

297 3.911 

'Ji2~~~irn~~;~~I: ~ .. : .. 
The reasons for low disposFJI of cases in urban land tax as attributed by the 
department was due to reduction in number of field of'liccs and shortage or 
field staff. 

,.1 / .,, 
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Chap/er I - General 

The details of cases of evasi,an of tax detected by . the sales tax Department, 
cases fi nalised and the demands for additional tax raised as reported by the 
Department are given below: 

i) Enforce-

I 
2.336 6,355 8,691 5.338 NF 3,353 

mcnl Wing. 
ii) Admini- 4,323 3.964 8.287 3.920 3.46 4.367 
strative-
Wing. 

NF - Not furni shed. 

During the year 2002-03, demands of Rs.1 .94 crore (in 800 cases) and Rs.3 .64 
crore (in 785 cases) re lating to sales tax and state excise respectively were 
written off by the Departments -as irrecoverable. Reasons for the write-off of 
these demands as reported by the Departments were as follows: 

Whereabouts of 639 " 0.78 131 1.28 
· defaulters not known 

2 38 0.41 

, 
31 0.39 576 1.98 -' 

4 30 0.35 78 0.38 

5 62 0.01 
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Audit Report (Rel't!1111e Receipts) for rile year ended 31Marcil2003 

The number of refund cases pending at the beginning of the year I Apri I 2002. 
claims received during the year. refunds allowed during the year and cases 
pending at the close of' the year as on 31 March 2003, as reported by the 
Departments are given below: 

outstanding al 

the beginning 
__ of the year 
2 Claims 

received 
during the vear 

---·-- ·- - ·-~-------..!! __ _ 

54.297 M.43 52 

23.594 86.90 55 

3 Refunds made 22.0IO 47.07 70 
~uring thc_year_ 
Balance 55.881 I 04.26 .17 
outstanding at 
the end or the 

yc~r_· --- -

1.10 · Results of audit 

0.07 0.4 I 

0.06 19 0.08 

·- - -
0.07 16 0.1 7 

-
0.06 5 0.12 

Test Check of' records of' sales tax, land revenue. state excise. motor vehicles 
tax, stamp duty and registration fees, electricity duty. other tax receipts and 
non-tax receipts conducted during 2002-2003 revealed under-assessment/short 
levy/loss of revenue amounting to Rs.2,266.63 crore in 3,318 cases. During 
the year the departments accepted under-assessment of Rs.6.3 7 crore in 
778 cases pointed out in 2002-03 and earlier years and recovered 
Rs.1.63 crore. No replies have been received in respect of the remaining cases. 

This Report contains 30 paragraphs including 3 reviews relating to non/short 
levy of taxes. duties, interest and penalties etc., involving Rs. 1.032.59 crore. 
The Department/Government have accepted audit observations involving 
Rs.52.77 crore of which Rs.0.30 crore had been recovered upto August 2003 . 
No reply has been received in other cases. 

10 
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Clwplt!r I - General 

Audit observations on incorrect assessments. short-levy of taxes, duties. foes. 
etc .. as also defects in the maintenance of initial records noticed during audit 
and not settled on the spot are communicated to the Heads of Offices and other 
departmental authorities through insfDection reports. Serious financial 
irregularities are reported to the Heads of Departments concerned and the 
Government. The J'-leads of Offi:ces ar.e required to futnisb rep,lies to the 
inspection reports through their liespective Heads of Departments wi,thin a 
period of two months. 

l.lt ~I The number of inspection reports and audit observations relating to 
revenue rece~pts i5st1ed upto 31 December 2002. which were 'pending 
settlement by the Departments as on 30 June 2003, along with corresponding 
figures for the preceding two years; are given below: 

Ntlmber of inspection :reports pending settlement 4, 7 54 5, 103 5 ,627 
>-------------------+-----+-----+~---

-~-l~~n-~~ _<>L~~~t:~~nd i_~!?_~~.'5!i.~~~-se_r_v~~~-~~--- . -~-?~?_?~ I ~~03 ~-~-~48 
Amount of revenue involved (in crore of rupees) 633 .98 ~53.49 1. 2,053.26 . _ ..___ ___ __,_ 

The increasing trend of outstanding audit reports and objections is indicative 
of non-compliance with Gqvernment's instruction to send replies to. initial 
audit observations, and report on further action taken thereon within the 

. stipulated time. Though various committee such as State Audit Committee. 
· Departmental committee-were constituted in March 1993, the objectives of the 

committees, viz., expeditious settlement of outstanding paras had not been 
achieved. 

/~ .. - '! 

1.11.2 Revenue-headwise breakup of the inspection reports and audit 
observations outstanding as on 30 June 2003 is given below: 

II 
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Audit Report (Rerenue Receipts) f or the year ended 31 1\!larch 2003 

Sales Tax 2,806 668.98 1986-87 
-- -- - - -----··-·-

2 Stamp duty and 1,026 2,014 19.01 1982-83 
Registration 
Fees 

3 Land Revenue 598 1,639 953.82 1988-89 
- - --

4 Taxes on 307 660 46. 11 1983-84 
Vehicles 

5 State Excise 197 429 97.09 1987-88 

6 Taxes on 74 253 71. 87 1986-87 
Agricultural 
Income 

7 Mines and 179 529 171.56 1989-90 
Minerals 

-------- - -- -------- - -- -·--·-- ··-- -

8 Urban Land 217 554 8.56 1983-84 
Tax 

9 Electricity Duty 59 96 7.37 1986-87 

IO Entertainments 98 106 8.60 1989-90 
Tax 

11 Luxury Tax 55 67 0.20 1994-95 
------------ ---------

12 Betting Tax 11 22 0.09 1991-92 

No Departmental Audit Committee meeting was held during the year 
2002-03. 
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( ·1111p1er I - ( ie11a11/ 

Government (Finance Department) issued directions in Apri I 1952 to all 
Departments to send their response to the draft audit paragraphs proposed for 
inclusion in the Report of the Comptroller and Auditor General of India within 
six weeks. The draft paragraphs are forwarded to the Secretaries of the 
concerned Departments through demi-official letters drawing their attention to 
the audit findings and requesting them to send their response within six weeks. 
The fact of non-receipt of replies from the Departments are invariably 
indicated at the end of each such paragraphs included in the Audit Report. 

60 draft paragraphs (clubbed into 30 paragraphs) including 3 reviews proposed 
to be included in the Report of the Comptroller and Auditor General of India 
for the year ended March 2003 were forwarded to the Secretaries of the 
respective Departments during April-July 2003, through demi-official letters 
and followed up with reminders in August 2003. 

The Secretaries of the Departments (except Secretary to Commercial Taxes 
Department) did not send replies to 18 drafi paragraphs. These Paragraphs 
have been included in this Report without the response of the Secretaries of 
the Departments. This had resulted in non-compliance to above jnstructions or 
the Government. 

With a view to ensuring accountability of the executive in respect of all the 
issues dealt with in Audit Reports, the Public Accounts Committee {PAC) 
directed that the Departments should furnish remedial/corrective Action Taken 
Notes (ATN) on all paragraphs contained therein, within the prescribed time 
frame. 

However. a review of outstanding A TNs as of 31 March 2003 on paragraphs 
included in the Report of the Comptroller and !\uditor General of India. 
Revenue Receipts, Government of Tamil Nadu. disclosed that for 
783 recommendations pertaining to 273 audit paragraphs discussed by P!\C. 
the Department had not submitted remedial ATNs. Out of the 
783 recommendations pending, ATNs were not submitted by the Department 
even once in respect of 420 recommendations: the earliest of which relate to 
Audit Report 1986-87. 

13 
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. I tu lit Report ( Re1·e1111e NeceiptsJjiir tltt! rl.!ar l.!11ded 31 ."\larch 1003 

Further. PAC has also laid down that necessary explanatory notes for the 
issues mentioned in the audit report should be furnished to the Committee 
within a maximum period of two months from the date of placing or the 
Reports bcfixe Legislature. Though the A Lid it Reports for the year 1998.:99. 
1999-2000. 2000-200 I and 2001-2002 were placed before the Legislative 
Assembly in May 2000. September 2001. May 2002 and May 2003 
respectively. th.e Dcpar1ments arc yet to ·submit Explanatory Notes for 
93 paragraphs (including 10 reviews) included in these reports. 

. i ' 
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Test check or rewrds or departmental offices conducted in audit during the 
period A,pril 2002 to March 2003 revealed under assessments/non-levy or ta:\. 
etc .. amounting to Rs.393.89 crore in 1.986 cases as detailed below: 

472 37.09 -----------+------,-· ·-·-
900 I 59.23 

-·-·- - ··- .. !_ -· - - - . .. .. 

170 i-· 8.29 

Incorrect grant of exemption 

2 Application of incorrect rate of tax 

3 Incorrect computation of ta:\able turnover 
.--- ----- --·· ·--~ - ---- · - ·· -· ·---·-- .. ·- ---

4 Non-levy of penalty 145 
1 

1.91 
t-----+----- ---- --------- - l-------+---·-------------

1 

. 5 Non-levy of interest 163 j 1.25 
----l~------------------ - ·-· --t-----···- ·------------
6 Review : Exem1>tions under Sales Tax I 1 244.86 

1-------t-- Acts ---+------L-----------
. 7 Review : H.epaymcnt. of deferred sales 1- ·1 

tax 
' 34.33 

-·-· ---+- -----------
8 Other irregularities 134 ! 6.93 

During the year 2002-2003. the Department accepted under assessments, etc .. 
of Rs.2.35 crore in 614 cases, of which 413 cases involving Rs.1.43 crorc were 
pointed out during 2002-2003 and the rest in earlier years. A sum or 
Rs.83.85 lakh had been recovered. 

Two reviews: Exemptions under Sales Tax Acts and Repayment of 
deferred sales tax, and few 111ustrativc cases involving financial effect or 
Rs.290.66 crorc are mentioned below . 

• 
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. l11di t Re/Jori 1Rere1111e ReceiptsJ.fi>r the year ended JI .\larch 1003 

Higllligllts: 

/Paragrapll 2.2.4 / 

/Paragrapll 2.2.5 / 

/Paragraph 2.2.6 / 

/Paragrapll 2.2. 7 / 

2.2.1 Introduction 

The Tamil Nadu General Sales Tax Act, 1959 (TNGST Act), provides for 
exempt ion, subject to such restrictions and conditions as may be prescribed, 
from payment of tax in respect of dealers dealing in goods specified in third 
schedule to the Act. Whi le Part 'A' of the third schedule specifies certain 
goods as described in the first schedule to the Add ;tional duties of Exc ise 
(Goods of Special importance) Act, 1957 (Central Act 58 of 1957), Part 13 or 
the schedule specifies certain other goods which are exempted fro111 levy of 
tax under section 8 of TNGST Act. The TNGST Act also empowers the 
Govern111ent under section 17 to issue notification whether prospectively or 
retrospectively granting exemption or reduction from pay111ent of tax on the 
sale or purchase of any specified goods at all point or at spec ified points in the 
series of sales by successive dealers; or by any specified class of persons, in 
regard to the whole or any part of their turnover; or on the sa le or purchase of 
any specified classes of goods by specified classes of dealers in regard to the 
whole or part of their turnover. 
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Chapter I I Safes Tax 

The Central Sales Tax Act. 1956 (CST Act). also empowers the State 
Government to issue notification. in public interest. exempting any dealer 
from payment of tax, in respect of any goods or classes of goods sold in the 
course of interstate trade or commerce. 

2.2.2 Orga11i.mtio11al set up. 

The Secretary to Gov~rnmcnt . Commercial Taxes Department has the overall 
control over the Department at the Government level and the Commissioner of 
Commercial taxes is the Head of Department, who is assisted by Joint 
Commissioners. Deputy Commissioners and Assistant Commissioners in 
charge of different wings of the Department. There are I 0 territorial divisions 
and 8 enforcement divisions (including one inter-state investigation cell) in the 
Department. For the conduct of assessment. levy and collection of taxes 
payable under the various Acts administered by the Department. there arc' 
I 0 commercial taxes divisions in the State. Each division is headed by a 
Deputy Commissioner. These divisions are further divided into 40 commercial 
taxes districts each headed by a Territorial Assistant Commissioner. There are 
323 assessment circles. including 6 fast track assessment circles (4 in Chennai 
and 2 in Coimbatore headed by Territorial Assistant Commissioners). Out of 
the 323 assessment circles, 6 are headed by Assistant Commissioners, 236 by 
Commercial Tax Officers and 81 by Deputy Commercial Tax Officers. 

2.2.3 A11tli1 Objective 

The records in Commercial Taxes Department at the government secretariat 
and in the Commissionerate relating to issue of notification/amendment to 
Third Schedule granting exemption, were scrutinised and the assessment 
records in 138 out of 323 assessment circles were test checked between 
December 200 I and June 2003. The audit review was conducted with a view 
to ascertain whether condi tions governing grant of exemption under the Act 
and Rules were fulfilled and to assess its impact on Government revenue. 

The results of test check are discussed in the succeeding paragraphs. 

2.2.4 /11correct exemption of tapioc11 <u Vegett1ble 

As per the TNGST Act, every dealer who purchases from a registered dealer 
or from any other person, any goods in circumstances in which no tax is 
payable and consumes or uses such goods in or for the manufacture of other 
goods for sale or otherwise, is liable to pay purchase tax at the prescribed 
rates. 

As per Entry 3 of Part B of Third Schedule to the TNGST Act ·fresh 
vegetables and fruits including potatoes and garlic (other than branded packed 
items)' are exempt from levy of tax. 

Tapioca is a tuber crop predominantly used as a raw material for a number of 
value added industrial products such as starch, sago. liquid glucose, dextrin. 
gum. fructose syrup etc . Therefore, tapioca is not eligible for exemption from 
levy of tax as fresh vegetable falling under the above entry. 

17 
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.-ludit Report (/?e1·e1111e Receipts) fur the year ended 3 I March 2003 

During a test check of records of nine assessment circles, it was noticed thal 
61 7 assessees (sago and starch factory owners) purchased tap ioca valued at 
Rs.778 .08 crore from agriculturists during the years 1996-97 to 2000-0 l and 
used it in the manufacture of sago, starch etc. Though tax of Rs.82.44 crorc 
was lev iable on the purchase turnover, the Assessing Officers \Nhilc finalising 
assessments between October 1997 and December 2002. did not le vy the 
same. This resulted in under assessment of tax or Rs.82.44 crore. 

On this being N' inted out. the Department replied in April 2003 that as per the 
clarification of Commissioner of Commercial Taxes, given on 3 1 May 2000. 
tapioca was a vegetable falling under Third Schedule. The reply of ihe 
Department is not acceptable. since tapioca was predominantly purchased and 
used by industries as raw material in the manufacture or sago, starch etc .. and 
not used as vegetable. Therefore~ purchase' tax shou Id have been levied . 
Moreover. it has judicially 1 been held that vegetable is commonly unders tood 
as those class of vegetables, which are used for se rving on tables. In these 
cases, tapioca was used for manufacturing sago and starch . 

2.2.5 Incorrect grant<~{ exemptionji·om levy <d'tax under CST Act. 

Under the CST /\c t, no tax is leviable on the inter-state sale or any goods. ii' 
the sa le or purchase of such , goods is e:\cmpt from tax ge nera ll y under the 
sales tax lavv of the appropriate state. However. sa le or purchase of any goods 
shall not be deemed to be exempt from tax, if the sa le 0 1: purchase of such 
goods is exempt only in specified circumstances and under specific conditions. 
Further. ori inter-state sa le of goods (other than declared goods) which arc not 
covered by declarations in the prescribed form, tax is lcviable at · the rate or 
l 0 per cent or at the rate applicable to sale of such goods within the state 
whichever is higher. · If the rate of tax of any goods is lower than 4 percent 
the1i such goods are subjected to tax at such lower rates even without val id 
declaration. Inter-state sale of handmade matches are taxable at 2 per cent as 
per the notifi ca ti on iss ued in June 1962 under the CST Act. 

As per Entry 76 of Part B or Third Schedule to the TNGST /\c t, sa le or 
hand made matches are exempt from levy of tax. As the ncmption granted to 
matches was under speci fied condition that it should he lfaricl rn ade. the 
exemption granted was not or a general nature but a conditional one. 
However, it was not iced that in fifteen~ assessment circles, interstate sa le of 
handmade matches amounting to Rs . l ,55 1. 10 crore made by 1.322 dealers 
during the years 1996-97 to 2000-0 l, whose assessments were finali sed 
between June 1997 and October 2002. were erroneously exempted from levy 
of tax treating the commodity as generally exempted item. This resulted in 
non- levy of tax or Rs.3 1.02 crore. 

( 1962) 13 STC !(SC) Motipur Zamindary Co (Pvt) Ltd .. Vs. State ol'Hihar 

Dharmapuri. l·:llaiyaruram. Gudiyalham (J-:asl). (iudiyatham ( Wt.:sl). K\l1·i lpa lli I & 
II. San1'arankoil. Sa ltur. Siva1'asi I tu IV. Sri villi puthur and Virudhunagar I & Ill. 
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Chapter II Sales tax 

Sirnilarly, . as .per Entries 7, and 57(v) (as amended with effect from 
8 September 1998) of the Third Schedule to · the TNGST Act, common salt 
including iodised or vitaminised salt for human consumption, other than . salt 
for industrial use and wheat bran used for cattle feed respectively, are exempt 
from levy of tax. As the exemptions granted under the loca l Act were for use 
l:Or spcci fie purpose, the inter-state sales of these goods were taxable at the 
appropriate rates under CST Act. 

However, it was noticed that in twenty one3 assessment circles, inter-state 
sales of these goods viz., common salt/vvheat bran not covered by declarations 
in form ·C'. amounting to Rs. 16.94 crore made by 50 dealers during 1996-97 
to 200.0-0 I though taxable at appropriate rates, were incorrectly exempted 
from levy of ta;-; treating the commoditi es as generally exempted items. This 
resul!ed in non-levy of tax arnounting to Rs.1.81 crore. 

In the case or .cornmon salt, Government accepted audit's contention and 
issued in December 1998 notification under the CST Act, for granting 
exemption . on inter-state sale of common salt from 23 December 1998 
onwards and directed the Assessing Officers to submit \Vaiver proposals for 
the exemption granted on the inter-state sale for the period I April 1994 to 
22 December 1998. 

In the case of wheat bran, on being pointed out in audit, the Commissioner of 
Commercial Taxes stated in February 2002 that in a similar issue, the case of 
exemption granted for certified seeds for agriculture purpose, the same was · 

.judicially held4 to be a general exemption, and on the same analogy, 
exemption on sa,lc of wheat bran used for cattle feed i·s also general. The 
Department also contended in Novernber 2000 that as per judicial dec ision5 of 
the Madras High Court, wheat bran is cattle feed .. The reply is not tenable 
because as per the judicial decision, certified and labelled seeds, used for 
agricultural purpose, were exempt from tax. The expression ' for agriculture 
purpose' was held as only qualifying the seeds. Therefore, it was held that the 
requ irements of the Government Order were only indicative of the natL1re of 
goods which were entitled for exemption and did not specify a condition or 
circumstance under which the seeds were entitled for exemption . However, 
wheat bran. is a single cornmodity and exemption for the same is only for use 
as cattle feed and not for its other uses. Hence the judicial decisions quoted in 
reply is not applicable to the instant case. Further, the exemption granted to 
wheat bran became conditional after the amendment with effect from 

t\ruppukottai. t\ varampala) am. /\ , ·inashi . Dharmapuri. Dindigul (Rural). 
Mettupalayam Road (C BI :). Mylam-11 (Triehy). Oppanakkara St. (CHE). Palani-1. 
Palayamkottai. l'ollaehi (Wes!). Ranipet. Royapuram. Thirumangalam. Thuekalay 
(Madurai), Tondiarpet (Chennai). Tutieorin I, II and Ill. Velandipalayam (CHE) and 
Vengalakadai Street (Madurai), 

l'inak ini seeds Vs. State of /\ndhra Pradesh - 98 STC 144 
Venkateswara Hybrid Seeds Co.Vs. State of /\ndhra Pradesh ·· 106 STC 34 

Balakrishna Flour Mill and another Vs. State of Tamil Na.du - .80 STC I 06 
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.1udil Report (Rere1111e Receipts) for the year ended 31 March 2003 

8 September 1998 and the Madras High Court judgement quoted by the 
Department, being prior to this amendment is not applicable to the instant 
case. 

• As per notification issued on 7 December 1998 under section 8(5) of 
the CST Act (effective from 23 December 1998), inter-state sale of common 
salt including iodised or vitaminised salt for human consumption. other than 
salt for industrial use, is exempt. 

However, it was noticed that in 36 circles. inter-state sale of common salt 
valued at Rs. 17 .61 crore made by 42 dealers during 1998-99 to 2000-0 I was 
allowed exemption by the Assessing Officers without satisfying themselves 
that the salt sold was solely for human consumption. The incorrect exemption 
resulted in non-levy of tax of Rs. I. 76 crore. 

On this being pointed out, the Assessing Officers of two circles stated that the 
condition for exemption for inter-state sale of salt could not be verified. In 
case of Tuticorin II, the assessing officer stated that matter would be 
examined. 

2.2.6 Irregular allowance of e.\':emptio11 under TNGST Act 

As per entry 57(v) of Part B of Third Schedule to the TNGST Act as amended 
with effect from 8 September 1998, cattle feed and wheat bran used for cattle 
feed including compounded cattle feed other th~n those falling under item 
12 of Part B of I Schedule are exempted from levy of tax. Accordingly. wheat 
bran used for purposes other than cattle feed is taxable. Therefore, before 
allowing exemption, it must be clearly established that the wheat bran sold by 
the dealer is for cattle feed only. 

However, on test check of records in thirty eight7 assessment circles. it was 
noticed that in the case of 46 dealers, local sale of wheat bran amounting to 
Rs.182.10 crore made to various dealers during the period 8 September 1998 
to 3 I May 200 I. was allowed exemption by the Assessing Officers without 
satisfying themselves that the bran sold was for use as cattle feed. Therefore. 
the exemption allowed on the sale of wheat bran without ensuring that it was 
for use C\S cattle feed was in violation of the conditions specified in the 
notification. The irregular exemption resulted in non-levy of tax amounti1_1g to 
Rs.20.19 crore. 

Tuticorin I. 11 & 111. 

Aruppukkottai. Avarampalayam. A vinashi , Ayanavaram (Chennai ). Dharmapuri. 
Dindigul (Rural). Fast Track Assessment Circle Ill (C hennai). Ciudiyatham (l ·:ast). 
Harur. Karaikudi. · Loansquarc I (Ch1.:nnai ). Mettupalayam Road (Coimbatore). 
Mylaporc. My lam 11 (Trichy). Ncthaji Road ( Mi1durai ). Oppanakara Street 
(Coimbatore), Palayamkottai . Palani I. l'nnn1.:ri. l'ollachi (Wc;;t). Ranipel. Rattan 
Bazaar. Royapuram. Salem Town (North). Saligramam. Srirangam. Srivilliputhur. 
Suramangalam. ·Tanjorc. T.Nagar (East). Tondiarpcl. Tirumangalam. 
Tirupparankundram (Madurai). Tiruthani. Thuckalay. Yelandipalayam (Coimbatore). 
Yengalakadai Street (Madurai) and Ycllorc (North). 
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( 'lw1lfer II . Sales lit.r 

2.2.7 Fllilure to amend tile Schedule in co11so11a11ce with Additio11a/ Dutie.\· 
of Excise Act, 1957. 

The Additional Duties of Excise (Goods of Special Importance) Act, 1957 
(ADE Act), was enacted by the Parliament, · on the basis of an agreement 
between the Central Government and the State Governments by which the 
levy of sales tax on certain "Goods of Special Importance· (GSI) like sugar. 
tobacco and textiles, etc .. by states was replaced by levy of additional duty of 
Central Excise (AED), which is entirely distributable among the states. 
Consequently, no sales tax is leviablc by the state in respect of goods !'or 
which AED is levied by Central Government. 

The High Court of Madras clari fied 8 that, it was not as i r the states were 
deprived of their power to tax transaction in these goods, but if they do so they 
forfeit their right to share the proceeds of levy under ADE (GSI) Act, 1957. 
Accordingly, it is open for the State Governments to levy sales tax on goods 
covered by ADE (GS!) Act, 1957, if they are willing to forego the share of the 
proceeds of central levy. So sales tax is leviable. wherever duty under J\ED is 
not levied by the Central Government. While restructuring the Third schedule 
with effect from 11 August 1993 by specifying the commodities along with 
tariff number of Central Excise Schedule for which AED was leviable, the 
State Government had included certain commodities like unprocessed textile 
fabrics and un-manufactured tobacco, etc., for exemption of sales tax, where 
rate of AED is 'nil". 

It was noticed during audit or 149 ·assessment circles that sale or grey cloth 
amounting to Rs.2.586.90 crore made by 508 dealers during the years 1996-97 
to 2000-200 I was incorrectly exempted from levy of tax on the ground that 
the item was covered under Part A of Third Schedule for which AED was 
leviable by Central Government, whereas the rate of AED is Nii, as per tariff 
of Central Excise. A cross verification with Central Excise department 
revealed that these dealers had not paid AED under Additional Duties of 
Excise (GSI) Act. The incorrect exemption resulted in notional loss or 
revenue to the tune of Rs. I 07.64 crore (.including Central Sales Tax) . 

Thus, failure to amend the Third Schedule to the Act suitably on the lines of 
other states like Kera la and Gujarat for automatic levy or sales ~ax on goods or 
special importance. wherever no AED is levied, resulted in depriving the State 
Government from collection of revenue by levy of sales tax on these goods. 

. , 

( 198-l) 55 STC .p (Madras) Nemichand Parasmal & Co Vs. DCTO h ening lhvaar 
Assessment circle. Madras 

Brough Road (Erode). Lakshmi Nagar (Tiruppur). Palladam. Mettur Road (!·:rode) . 
P.N.Palayam (Coimbatore). Sathi Road (Erode). Sankagiri. Sivakasi-IV. 
Thiruchengo<le ('!'own) & (Rural). Thiruparankun<lram (Madurai). Tiruppur (Rural). 
Tiruppur (Central-II) and lJ dumalpct (North) . 
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. /lf(/i f Ht!porl (Nl'l't!lllll! Ncct!iptsJ.fiir the year ended J I ,\/arch 2001 

2 .2.8 R ecomme11datio11s 

The Covcrn111cn t" s failure to amend the Third Schedule for automatic levy or 
sales tax . on goods which had not su llercd /\LD and to prcscri be control 
mechanism lc1r allowing exemption, deprived the Government or su bstant ia l 
revenue. The government may consider the fo llowing for action in view of the 
above. 

Whcne\:cr exemptions arc grc1 11tcd with conditions attached thereto. 
mechanism should be prescribed by which the Assessi ng Onicers sati sl) 
themse lves about compliance thereor before granting such e.\emptions. 

The Government may consider suitable amendment or Third Schedule so that 
goods wh ich arc actually subjected to /\ED alone arc exempted from levy or 
lax. 

The rnal!er was reported to the Covernmenl in .lune 2003 and l'o ll owccl up 
\\'ith reminder ·in August 2003: their reply was not received (October 2003 ). 
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. I udit Report (Re\'e1111e Receipt.1) j(1r the year ended 31 :\larch 2003 

2.3.1 Introduc:tio11 

With a view to accelerate industrial development in the state. the Government 
introduced a scheme of sales t.ax relief in May 1971. which was further 
li beralised from time to time. The liberalised scheme introduced from May 
1990. envisaged interest free sa les tax (IFST) deferral. both for new industries 
(smal L medium and large) and cxpansion/diversi fication of existing industries. 
The deferred amount was treated as interest free loan. The deferred amoutit of 
sa les tax for 5 years or 9 years as the case may be. had to be paid after the 
complet ion or the deferra l period along with the current dues of the year i.e .. 
lirst year dues being payable with the sales tax due in the 61

h year or 
I 01

" year. the amount deferred in the second year being payable along with the 
sales tax dues in the 7'" year or I 1111 year and so on. 

i\s per Section 17-A of the Tamil Nad u General Sales Tax /\ct (TNGST Act). 
1959. the Territorial Assistant Commissioners (Commercial Taxes) arc 
empowered to sanction interest free sales tax deferral specifying the amount 
subject to certain conditions and the cei ling fixed on the basis of eligibility 
certificate issued by the implementing agencies viz. , Director of Industries and 
Commerce in respect of small scale industries, State Industries Promotion 
Corporat ion of Tami l Nadu (SIPCOT) for medium and large industries and 
Tamil. Nadu Industrial lnvest111cnt Corporation Limited (TllC) in respect of 
industries financed by them. 

The salient features of various schemes of deferral of sales tax which was in 
vogue during different periods are given below: 

2 

G 0 Ms No 905 
! Industries (Sll:)-2/dl. large scale industries. lirsl 3 years alkr 

eommem.:ement of production. 26. 7.88 
G 0 Ms. I 16 er & RE 
dt.16.8.88. 
G 0 Ms 500 Industries 
(MI Ci . I I) Department 
JL.1.:1 .5. 1990 

Industries in backward 
taluks. 

New industries - Nine years to 
the extent or total investment 
in lixed assets . 
Existing industries - Nim: 
years subject to cei I ing or 80% 
or additional investment in 
lixe<l assets. 

Industries in other areas Ne\\ Industries - Fivc years 
. su~jcct to ceiling or 60% or 
total investment 111 fixed 
assets. 

I An)whcre · 111 Tamil 

Existing Industries Fi\c 
ycars subject to ceiling or 5()~/j, 
of aJJitional in\'Cstmcnt in 
li xed asscts. 

Deferral for nine years ' to the 
cxtcnt or total im cstmcnt in 
lixeJ assets. in lixcd assets or more j 

Nadu \\ith invcstment 

L tha n Rs.50 crnre. 
--·· ······--··· · ·· - ····-·-· --··-- ·--··-·· --·--- - --
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4 January 1996 
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Chapter 11 --Sales Tax 

Investment more than Deferral for I 0 years 
Rs.50 crore but below 
Rs. I 00 crore. 

Investment more than Deferral for 12 years 
Rs. I 00 crore but below 
Rs.300 crore. 

Investment more than Deferral for 14 years 
Rs.300 crore. 
Super Mega Industries Deft:rral for 14 years 
set up any where in 
Tamil Nadu with 
investment more ' th.an 
Rs.1,500 crore. 

2.3.;2' · 'btganisational set up 

The Special Commissioner and Commissioner of Commercial Taxes 
(Commissioner) is the Head of the Department who is assisted by Deputy 
Commissioner at divisional level and by Territorial Assistant Commissioners 
at zonal level. The respective Assessing Officers duly taking into account the 
sanction order of deferral issued by the Territorial Assistant Commissioner, 
assess the industrial units and monitor the availrrient and collection of deferred 
tax. 

2.3.3 Audit Objectives 

Detailed scrutiny of the records of 124 out of 323 assessment circles was 
I 

conducted between September 2002 and May 2003 to ascertain: 

~ whether proper monitoring of the implementation of the system was 
undertaken by the Department. 

)..- whether prompt action was taken to withdraw the concession and to 
realise the amount already availed in cases of viola.tion of agreement. 

"r whether prompt and effective action was taken to realise amounts 
which had fallen into arrears. 

2.3.4 Position of deferred sales tax 

As per the records of Commissioner of Commercial Taxes, the number of 
cases where deferred sales tax was availed of, the amount due and collected by 
the Department as on 3 I March 2002 in respect of new industries and 
expansion/diversification of existing industries is given below: 

25 
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,·I 11dit Report (Rere1111e Neceip1.1·)jiw the year ended 31 March 2003 

New industries 2,533 2.433.43 633 165.13 115.21 49.92 

Expansion/ 571 912.87 83 21.99 11.94 I0.05 
di vcrsi lication 
or existing 
industries 

2.3.5 Variation between DCB Statement a11rl Performance Reports 

The performance report as on 3 I March 2002 submitted in Form 46 A and 
46 B by the Deputy Commissioners to the Commissioner, indicated the 
amount of deferral recoverable as Rs.59.97 crore. However. the DCB. 
statement for deferra l maintained by the Commissioner, revealed the amount 
collectable as Rs.3 I .37 crore. Thus. there was a difference of Rs.28.60 crore 
between the figures furnished by the Deputy Commissioners and reGords 
maintained by the Comm issioncr. 

On this being brought to the notice in June 2003 of the Commissioner, he 
admitted the variation and stated that further report would be sent after receipt 
of replies from the Deputy Commissioners. 

2.3.6 Delay in initiating action/or recovery of deferred taxes 

As per Government Order issued by the Commercial Taxes and Religious 
Endowments Department in August I 997, the eligible unit avai ling deferral is 
to enter into a deed of agreement with the sanctioning authority which 
inter-alia stipulates that the industrial unit (i) should not stop normal 
production continuously for a period exceeding six months during the 
currency of the deferral period; (ii) should adhere to the schedule of repayment 
of the deferred tax after expiry of the deferral period and (iii) should produce 
audited balance sheet and profit and loss accounts every year. Any violation of 
the conditions and cancellation of registration of the dealer would entail 
cancellation of the deferral and the entire deferral amount availed shall be 
recoverable immediately in one lumpsum alongwith interest at prescribed 
rates. In case of default, the amount is to be recovered under the provisions of 
Revenue Recovery Act. 

However, it was noticed in eighteen 10 assessment circles in respect of 
3 I dealers who had closed down their business during the period of deferral or 
had defaulted in repayment of deferred tax, that there was delay in recovering 
the deferral tax arrears under Revenue Recovery Act. This was due to belated 
issue of distraint orders, sending notices to wrong addresses, incorporating 

IU 
Alandur. Adyar-1. Annasalai. Chokkikulam. Dharnrnpuri . Fllst Track Assessment 
Circle-1.(Chennai). Clugai (Salem). Hosur (North). Manali. Manda,·eli. l'aramakudi. 
l'ollachi (Rural). l'onncri. Sal igramam. Singanallur ( Coimhatorc ). Sripcrumhudur. 
Tuticorin-111 and Tallakulam (Madurai) . 

-- -- - ---- - --- ---·-··-----------·- ·----- ---- --- ---- --·-- -- I 
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defective/insufficient particulars in Form 30 (ODR) sent to other circles 
regarding assets to be acquired, delay in publication of notification in . the 
district gazettes. The delay ranged from 1 to 7 years. An amount of 
Rs.9.17 crore had not yet been realised. Besides interest of Rs.6.46 crore was 
also recoverable . A few illustrative cases are detailed below: 

Fast Track 
/\ sscssmcnl 
Circle (One) 

Tallakulam 
(One) 

/\l andur (one) 

Hosur (North) 
(Two) 

Manali (one) 

to 
3 I March 1992 

I Jul y 1994 
to 

30 .lune 2003 

appl icalion 
company lcir Jcclarati on as 
' sick' unit. was di smissed by 
BIFR in October 2000. 
However. notice l'or recovery 
or tax was issued by the 
Department only in June 2002 
i.e .. alter a del ay oi'two years. 

107.95 The J ealcr did not lilc auJitcd 
accounts for 1999-2000 anJ 
2000-200 I anJ Regi stration 
Ccrti licatc was not rcneweJ 
from April 200 I. 1 lowcvcr. 
notices for recovery were 
issued in February 2002 al'ter a 
delay ort\\O years. 

7 March 1991 70.25 The unit \ms closed and 
Registration Certi Ii ca le was 
cancelled with effect from 
I .4. 98. However. recovery 
proceedings were initiated 

to 
6 March 2000 

only _in 0~!_<~e~~Q9_!__:_ ______ _ 
1 November 1992 38.45 The dealer foiled to abide by 

the due dates for repayment or 
deferral from November 1997. 
However. distriant order was 
issued in March 200 I only 
alter a delay or three years. 

to 
3 I October 1997 

I March 1997 
to 

28 February 2006 

I August 1993 
to 

31 July 1998 
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46.08 The business was stopped in 
1999. However. notices to 
attach properties were issued 
to the dealer only in February 
2002. alter a delay or two 
years. 

4 .53 The unit stoppeJ business in 
1997. /\ct ion under Revenue 
Recovery /\ct was taken only 
in 2001. alter a delay or three 
years. 
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Audit Report (Re1·e1111e Receipts) for the year ended 31March2003 

Pollachi (Rural) 
(One) to 

I May 2004 

12.84 As Registration Certi licatc 
was not renewed. it was 
cancelled with cnect from 
I Apri I 200 I during the period 
or deferral itsel I". Action had 
not been taken as or March 
2003 to recover the deferral 
availed. 

2.3.7 Excess av(li/i11g of deferral 

As per Section 17 A of the TNGST Act. 1959, the Territorial Assistant 
Commissioners (Commercial Taxes) are empowered to issue sanction for 
deferral specifying the amount, subject to the ceiling fixed in the eligibility 
certificate issued by the implementing agency. 

The duty to monitor availment of deferral by eli~ible units, in accordance with 
the conditions stipulated in the Eligibility Certificate. rests on the Assessing 
Officers and the Territorial Assistant Commissioners concerned. For this 
purpose, requisite register is to be maintained and the recovery watched 
regularly until the entire amount of deferral is repaid. Further, the 
Commissioner has issued instructions for submission of quarterly report to 
have a close watch over the availment of deferral. 

However, audit scrutiny revealed that in seven 11 assessment circles. deferral of 
sales tax of Rs.2 .35 crore was allowed to 8 dealers against eligibility amount 
of Rs.1.79 crore. The failure of the Assessing Officers and the Territorial 
Assistant Commissioners concerned to ensure availing of deferral within the 
prescribed limits resulted in excess availing of Rs.55.96 lakh as detailed 
below. 

2 

3 

II 

Ponneri (Two) January 1993 98.44 135 .79 37 .35 
to 

December 2000 
- - -- --- -

December 1990 42.81 48 .12 5.31 
to 

November 1999 ----·-
Nandanam January 1993 8.41 12.84 4.43 

to 
January 1998 

Sriperumbudur March 1993 12.74 17.13 4.39 
to 

March 2002 
---- -

Ambattur. Manali. Nandanam, Ponneri. Singanallur. Sripcrumbudur and 
Tiruvanmiyur. 
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Chapter 11 Sales Tax 

4 Singanallur April 1991 5.76 7.54 
to 

March 1996 
5 A 111 battur August 1991 4.06 5.84 1.78 

to 
March 1999 

6 Tiruvanmiyur April 1993 1.98 2.51 0.53 
to 

March 2002 
7 Mana Ii 4.53 4.92 0.39 

2.3.8 Irregular availing of deferral 

The conditions of the deed of agreement stipulate that the eligible unit while 
availing benefit of deferral shall not effect any change in name and/or 
constitution of unit without prior permission of Government atleast 30 days 
prior to the contemplated event. In case of violation of these conditions, the 
amount of deferred sales tax outstanding on the date of occurance of such 
event, shall be recoverable immediately alongwith interest at the prescribed 
rate. 

Test check of records however. revealed that in three assessment circles, 
though change in constitution of the unit/company was effected by three units 
during May 1997. October 1998 and May 1999, without obtaining prior 
permission of the competent authority, the units were al lowed to avai I deferral 
of Rs.26.05 lakh as detailed below: 

Ponncri I April 1992 May 1997 17.77 
to 

31 March 200 I 

2 Chokkikulam 26 August 1996 October 1998 3. 15 
t.o 

I August 200 I 

3 Perundurai I April 1990 A pri I 1999 5.13 
to 

31 March 1999 

----------------- -----·-----------·- --~·--·--·-·-------
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.fodit Report (Revenue l?eceipts) for the year ended 31 March 2003 

2.3.9 No11-rea/isatio11 of deferred tax from companies declared '.\·ick' by 
Boardfor Industrial and Financial Reconstruction 

As per the Sick Industrial Companies (Special Provision) Act. 1985. where a 
reference for declaration as sick unit is filed and proceedings thereon is 
pending before the Board for Industrial and Financial Reconstruction (BIFR), 
no suit for recovery of money or enforcement of any dues against the company 
shall lie or be proceeded with further. except with the consent of the Board . 
Where a company has been declared ·sick· by the 8oard. the Department has 
not on ly to ensure the inclusion of IFST arrears pertaining to the period before 
the company was declared sick in the Rehabilitation Scheme. but also the 
realisation of the IFST arrears, where rehabilitation packages have been 
notified. 

It was noticed that in six 12 assessment circles involving seven dealers. 
there was non-realisation of deferral of Rs.8.86 crore for periods ranging from 
2 to 6 years as on 31March2003. A few illustrative cases are detailed below: 

Tallakulam 
(One) 

A company was declared ·sick' in Board's order dated 12 August 
1999. The Board had gi ven two months time to the company to 
come out with rehabilitation package. The company had not 
brought to the notice or 131 FR. the arrears or I FST loan amount or 
Rs.69.92 lakh. I lowevcr. the Department took up Lile matter 11ith 
the Board belatedly in February 2002. i.e. al'tcr two and hair years 

,__ _ _,_ _ _____ , __ o_r_th_e~p_a_s_si_n=g_o_r_th_c_ordcr. - - - -----·-- -- -·------ __ .. 

' .) 

I~ 

Valluvar­
kottam 
(One) 

Manali 
(One) 

The company was lirst declared sick by BIFR in February 1997 
with cut oil date as 30 June 1997. which was extended lo 
31 March 2000. in its order dated 23 March 2000. The company 
had availed dcrcrral or Rs.3.86 crorc till March 2000. The 
company was also allowed to avail deferral of Rs.1 1.07 lakh 
subsequent to the date or the order or the Board. The Department 
was not even aware whether the deferral amount or Rs.3 .86 crorc 
had been included by the company in the statement or liabiliity 
furnished to BIFR. for rehabilitation package. However. the matter 
was taken u with the Board only in March 2002 . 
It has been judieiallyl.1 held that the Cit)\ernment has first charge 
over the properties in prererence to other secured creditors. 
I lowever, 11·hen a rehabilitation package was announced by Bl FR . 
the Department failed to secure the interest or Clo\ crnmcnt in 
prclcrcncc to other secured creditors. \\"ith the result though the 
amount or Rs.2.00 crore was settled to .lam mu and Kashniir Bank. 
the !FST dues or Rs.16.55 lakh remained outstanding. 

Dharmapuri. Fast Track Assessment Circle-Ill (Chenna i). Manali. Tallakulam 
(Madurai). Tirnparankundram (Madurai) and Valluvarkoltam. 

96 STC 612 (SC) State Bank of Bikaner and Jaipur Vs.National Iron and Steel 
Rolling Corporation and 120 STC 610 (SC) Mis. Dena Bank Vs. Bhikhahhai 
Prabhudas Parekh & Co. and others. 

-----··-- --- -·--· ----- --
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2.3.10 Non relllislltion of Sllles fllx due.\· where properties were tllken over 
by Stllte Fi11a11cia/ Jnstitutio11s. 

The TNGST Act, empowers the recovery of arrears of ta:x or any amount due 
under the Act. as arrears of land revenue under the Revenue Recovery Act. 
For the purpose of enforcing the provisions of the Tamil Nadu Revenue 
Recovery Act, 1864, (Act II of 1864) the Assistant Commissioners have been 
vested with the powers of Collector under the Act. 

However, at a meeting held between Government and State Financial 
Institutions in May 1997, in case of arrears of tax due from companies 
financed by State Financial Institutions (SFls), the SFis were allowed to 
conduct auction to ensure better and quicker realisation of arrears. It was also 
agreed that SFI shal I not transfer the title of the property to the purchaser until 
a clearance certificate is obtained from the Assessing Officer concerned that 
all dues had been paid . Where sale proceeds are not sufficient to cover the 
dues to Government as well as to SFls, full adjustments towards sales tax is to 
be made first. 

However, test check of records revealed that in nineteen 14 assessment circles 
involving 25 dealers, the IFST arrears of Rs.2.78 crore was not realised. even 
after a lapse of I to I 0 years of the properties being taken over during the 
period October 1992 to April 200 I by SFls. This was due to non-conducting 

·of auction for want of bidders, or bid amount being less, etc. thus. defeating 
the very objective of entrusting the work of auction of properties to SF Is. 

2.3.11 No11-i11clusion of interest i11 tile claim petition filetl before tile official 
liquidator. 

The entire amount due from companies which have wound up business is to be 
recovered by addressing the Official Liquidator with whom the administration 
of the estate is vested. 

Under the provisions of the TNGST Act, on any amount remaining unpaid 
after the date specified for its payment, the dealer or person shall pay, in 
addition to the amount due, interest at the prescribed rate for such amount for 
the period of default. Hence, wherever claims are made to the official 
liquidator, the claim should include in addition to the amount of IFST arrears, 
the interest accrued thereon upto the date of winding up of the company. 

14 /\dyar-1. /\mbattur. t\shok Nagar, Cuddalorc Taluk. Dindigul (Rural). l larur. 
Koyambcdu, Mandavcli , Nandanam. Nilakottai. Palani-1. Pcrambur. Pcrundurai. 
Pollachi (Rural). Ponneri , Saligramam, Srirangam, Tiruvanmiyur and Tiruvcrumbur. 
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Audit Report ( Rere1111e Receipts) .fil/' the year ended 31 A1arch 2003 

However, test check .of records in four 15 assessment circles. in respect of four 
companies which had gone into liquidation bel\veen November 1997 and 
November 200 I, revealed that the claims preferred by the Department before 
the Official Liquidator did not include interest amount of Rs.2.70 crore which 
had accrued from the due date of payment of arrear upto the date of liquidation 
of the company. 

2.3.12 Ft1ilure to i11voke Director'.\· /it1bili(I' in ctues t~f" wi11di11g up <if privt1te 
comptmy. 

The TNGST Act, provides that in cases of winding up of a private company, 
every person who is a director of such company at the time of such winding up 
shall. notwithstanding such winding up, be jointly and severally liable fo r the 
payment of tax, penalty or other · amount payable under the Act by such 
company. 

In Hosur (South) and Chithode assessment circles in respect of three 
companies. which wound up their business between July 200 I and r:ebruary 
2002, under the orders of High Court of Madras, no action under the above 
mentioned provisions of the Act was taken by the Department to fix liability 
of the Directors in respect of the IFST arrears ofRs.2.63 crore. 

2.3.13 Non-levy <if intere.'11 

As per the provisions of the deed of agreement, interest is to be levied in case 
of belated payment of deferred tax . 

It was however, noticed in cight 16 assessment circles, in respect of eight 
dealers, interest of Rs.64. 73 lakh was not levied for belated payment of 
deferred taxes, the delay ranging from I to 24 months during December 1996 
and May 2000. 

On this being pointed out, the Department agreed to levy interest after 
checking the payment details. In one case. the Department contended that 
interest for belated payment of central sales tax could not be levied for the 
period prior to 12 May 2000, as there was no provision under Central Sales 
Tax Act. The reply is not tenable as the validating Act. provides for 
retrospective levy of interest for belated payment of central sales tax. 

II• 

Chithmk ( l ~ rodc ). Fast Track Assessment Circle-I I ( Chcnnai ). J>onncri anJ 
Tirll\ crumbur (Trichy ). 

J\.nnasalai-111. Fast Track Assessment Circle-II · (Coimbatore ). Man<.Javcli. Mylaporc. 
Shcvapct (Salem). Saligramam. Tuticorin-111 and Udumalpct (South). 
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Chap/er 11 - Sales Tax 

2.3.14 Period of repayment incorrectly mentioned in tile Eligibility 
Certificate. 

The eligibility certificate is issued by the implementing agencies, spec ifying 
therein the eligible amount of deferral , the period during which the same has 
to be availed and the period of repayment of the deferred taxes. 

The Territorial Assistant Commissioners of Commercial Taxes are to 
scrutinise the eligibility certificate before according sanction of deferral and 
before entering into agreement with the eligible units. 

It was however, noticed that in five cases. pertaining to three 17 assessment 
circles involving a sum of Rs.65.29 lakh, the repayment schedule had been 
incorrectly mentioned in the eligibility certificate and the same had been 
adhered to by the Department, result ing not only in extension of repayment 
period but also in avoidable financial accommodation to the units, by way of 
interest amounting to Rs.25.62 lakh. 

Sali- 20 Janual)' 19 91 9 20 I April 
gram am to January 2000 to 4.421 
(Two) 3 I March 2000 200 1 to 31 (1840) 

22 A pril March 
20 10 2009 

Apri l April 5.92/ 
A pril 1994 9 2004 2003 (24 66) 

To 
A ril 2003 

2 Hosur I November 1999 5 I Nov-
(North) to November ember 4 5.55/ 
(Two) 30 October 2004 2008 2004 to (5 78) 

to 3 1 
30 Octo- Octo-
bcr bcr 
20 13 2009 

1989-90 5 1995-96 1994- 1.05/ 
to to 95 to (4 38) 

1993-9.J 2000-0 1 1999-
00 - -~---

3 Nanglmeri I April 1991 9 On or April 
(One) to (Mora- before 25 2000 3 8.68/ 

31 December tor i um March ( 12.07) 
199 1 period as 2003 

per ST 
loans 
scheme 
convcr-
ted into 
IFST) 

17 1-losur (North), Nanguncri and Saligramall). 
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2.3.15 Defective maintenance <?f deferral register 

The dealers claim deferral of sales tax as per their monthly/annual returns 
which is allowed by the Department initially, the correct tax eligible for 
deferral determined only on completion of the assessment. Hence, the amount 
of sales tax deferred each month and at the end of the year, the progressive 
total and the corresponding repayment details, levy of interest for belated 
payments are to be properly recorded in the register 111aintained for this 
purpose. Postings made in the register are to be properly attested by competent 
authority. 

It was noticed in nine 18 flSSessment circles, that the registers were not 
maintained and updated regularly, defeating the very object of maintenance of 
these records in the assessment circles. 

2.3. 16 lnternltl control .'lystem 

The financial burden in implementing the IFST scheme entire ly lies on the 
Govern111ent. While the beneficiaries are allowed to defer payment or sales 
tax collected on the strength of the eligibility certificate, the Govern111ent has 
to realise the amounts due to it, in cases of default, by way or sa le/disposal of 
assets. 

The amount of de ferral sanctioned is based on the value of fixed assets 
created. Though the agreen1ent governing the scheme provides for 
maintenance of fixed assets at their market value, this is not sufficient to 
safeguard the interest of revenue as the value of assets gets depreciated due to 
efflux of time and the assets, even if they are maintained at market value do 
not cover the entire amount of deferral availed. 

The system provides for maintenance of requisite registers to monitor the tax 
deferred. Further, the Co111missioner had also issued instructions for 
submission of quarterly report to have a close watch over the availing of 
deferral. However, as assessed in the review. the allowance or deferral over 
and above the sanctioned amount indicates, that this area of internal control 
required effective enforcement. 

The non existence of manage111ent information system was commented upon 
in Audit Report 1993-94. However, the large variation between the DCB 
statement maintained by the Commissioner and the performance report 
submitted by the Deputy Commissioners, in the a111ount of deferral due for 
recovery is indicative or the inadequacy or .the ineffectiveness of the existing 
system to generate accurate data. 

IS llosur (North). llosur (South). Mandavcli. l'alani-1. l'onm:ri. Salem Town (North) 
Singanallur. Srirangam and Tallakulam. 
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2.3.17 Recommendations 

The Department had failed to secure the interest of Government by not 
initiating action against defaulters violating conditions of agreements, not 
preferring claim of deferral before the BIFR in time, not preferring first charge 
for the realisation of Government dues and by not including interest due upto 
the date of liquidation. 

In view 9f these observations, Government may consider taking following 
steps: · 

I) With a view to ensuring effective recovery of deferred amount, 
industrial units availing deferral may be required to furnish security to the 
extent of deferral sanctioned. 

2) A well defined system of reporting/monitoring may be kept in place to 
secure future repayment of deferred taxes. 

3) Ensure proper maintenance of records to prevent excess availing of 
deferral by beneficiaries. · 

The matter was reported to Department/Government and followed up with 
reminder in August 2003, their reply was awaited (October 2003). 

The Tamil Nadu General Sales Tax Act, 1959, (TNGST) provides that the 
turnover of a dealer shall not include the proceeds of sale of agricultural 
produce. except such produce as has been subjected to any physical , chemical 
or other process for being made suitable for consumption. The Act also 
provides for exemption of sales tax to certain commodities listed in the Third 
Schedule to the Act. 

Under the Central Sales Tax Act, 1956, (CST) the last sale or purchase 
preceding the sale occasioning export is deemed to be sale in the course of 
export and exempt from tax subject to the condition that the goods exported 
sliould be the same as that purchased as per agreement with the foreign buyers . 

In twenty one assessment circles. exemptions were incorrectly granted to 
twenty one dealers on the turnover of Rs.26.78 crore pertaining to the years 
1996-97 to 2000-200 I, assessed between March 1999 and March 2002, which 
resulted in non-levy of tax of Rs.1.48 crore as detailed below: 
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2 

l<I 

20 

Gudalur 
(I) 

Fourteen 

(14) 

1998-99 
(December 
1999) 
1999-00 
(February 
2001) 

17.luly 
1996 
to 
2000-01 
(Between 
March 
1999 and 
March 
2002) 

792.76 Sale of cured 
coflcc by the 
assessee 
(plantation 
owner) was 
allowed 
exemption as 
sale of 
agricultural 

1.733.03 
roduce. 

Sale of 
computer 
stationery was 
allowed 
exemption as 
second sales 
oft~x 
suflcn:d paper 

63 .42 On this bei ng pnintL:d 
nut. the Department 
accepted the audit 
contention and raised 
demand in .July 2003 . 
The report on 
recovery is awaited 
(September 2003). 

69.32 The Government 
stated in March 2003 
that conversion of 
ordinary paper into 
computer stationery 
docs not amount to 
manufacture and that 
the exemption was in 
accordam:c with the 
clari ti cation of the 
Head of the 
Dcpmtmcnt. The 
Government further 
stated that as per 
Andhra Pradesh lli!!h 
Court decision~". 
computer stationery 
would foll under the 
category of paper. 
The reply is not 
tenable as the eniry 
relating to computer 
stationery docs not 
provide for 
exemption where 
paper hall su rti:red 
tax and a separate 
entry for computer 
stationery indicates 
the Legis lative intent 
to treat it as 
commcrciiill) 
ditforent commodity. 
Fu1ther. the Andhrn 
Pradesh I ligh Cou1t 
decision 1s not 
applicable to the 
TNGST Act. in view 
of the spcci Ii\: entry 
for computer 
S!~ltiml_\!!1_: _ ____ _ 

Alandur. A vinashi. Egmorc-1. Gandhipuram. Mcllupalayam Road. Porur. 
Royapcuah-1. Salem Town (North), Sauur. Tamharam-11. · T. Nagar (South). 
Tondiarpct Vadapalani and Woraiyur. 

Andhra Pradesh Computer Stationery Manufacturers· Association and others Vs. 
State of A.P. and another - 115 STC 173 (AP High Court). 
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~1'?$.~ ~~%,~i'ji°:~J.!iL~-~~}~J~~ ~"'~ i'1~~S~i~4 f;;JlK~li~1*"1",.\1 ~~~~~~~~j~~~~ 3 Kamarajar 

I 

1999-00 9U6 Sale of 8.54 In respect of 
Salai (Octoher hraidi:<l cor<l Kamarajar Salai : the 
(Madurai) 2000). effected Department n.:vised 

I 
I <luring the assessmelll in i 

I I 1999-2000 
May 2002 an<l stated 

I I e1n mcously 
that waiver proposals 

I 
exempted 

had been suhmille<l. 
In respei:l of 

from levy of Sowcarpel II. the 
tax. though Department revised 
exemption the assessment in 
was available May 2003 and 
only from the wllecte<l the 
year 

additional demand or 
I ! 2000-200 I. Rs .1.24 lakh. The 

I 
Department in 
respect of l'alla<lam. 
stated Ill February 

Palladam 1999-00 Sale of 2003. that the goods 
(April 2001) metallic card being consumables 

& clothing arc cligihlc for 
2000-01 (textile exemption. The reply 

(February accessory) lo is not tenable as the 
2002) 

I 

100 per celll goods \\'Crc not 
Expo1t i;onsumables but 
Oriented IJnit access< >ries lo textile 

I (l:OIJ J \Vas mad1iner~ and as per 
I allowed Commissioner·s 

exemption. clari lication issued in 
September 2001 
textile mm:hinery 
spares arc not cligihlc 

Sale of cane for exemption on sale 
Sow 2000-01 

and rnllans to I 00% 1-0ll . Reply 
carpet-II. (January I of the Department Ill 

2002) 
was 

respect of Kilpauk is erroneously 
awaited (October allowed 

I 
exemption. 2003). 

I Sale of 
Kilpauk I 201JO-OI "\\·edges·. I (Chennai) (March 2002 I erroneously 
(4) 

exempted by 
treating it as 
fresh 
vegetable 
falling under 
the Third 
Schedule to 
the /\cl. 
instead of 

___ l assessing it as 
llH.ld 
prcpamtion of 
vegetable. 

-·- - -- - - - --- --- ----- ---·-·------------
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.fodit Heporl (l?ere1111e l?eceipt.1)jcw the war e11ded 31 March 2003 

I Insur 
(South ) 
(2) 

1999-2000 
(October 

2001) 

1999-2000 
(November 
2001) 

cardamom oil 
to an exporter 
was allowed 
cxemptfon 
though the 

I 
commodity 
exported was 

I tea . 
I 
j Sak or tyre 
I !laps lo an 

exporter ,,·as 
all tr vcd 
exemption 
though the 
agreement 
entered into 
hythc 
exporter with 

'I the !Oreiun 
huver w:s 

I sui1sequent to 
the placing of 
purchase 
order with the 
assessee. 

6.48 The Jcpartment 
reviscJ the 
assessment in respect 
or Melur in January 
and March 2003 anJ 
raised an additional 
demand or Rs .2.24 
lakh: the collection 
partirnlars or which 
,,·ere ii\\ aited 
( Octolm· 200.i ). 

The matter was reported to Government between October 2002 and May 2003 
and followed up with reminder in August 2003. Government accepted the 
audit observation in the case of Hosur (South) in J\pril 2003 and stated that the 
assessments had been revised. Reply of the Government in respect of the other 
cases was awaited (October 2003). 

2.5. 1 Under the prov1s1011s of the TNGST Act. tax is leviable on sale or 
purchase as the case may be at the rates mentioned in the re levant Schedules to 
the Act. 

In seventeen assessment circles, tax was levied short, on turnover of 
Rs.5.53 crore involving twenty dealers, pertaining to the years from 1994-95 
to 2000-200 I assessed between October 1997 and March 2002. due to 
app lication of incorrect rate of tax . The total short levy of tax in these cases 
worked out to Rs.31.86 lakh (inclusive of surcharge). 
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/\main- 1998-99 
dakarai . ({ktoher 

1999). 
2000-0 1 
(!\'larch 
2002) 

,_ 
Anna- 1999-00 
salai -1 1 I. (July 

2001) 

South 1998-99 
Avani (August 
Moo la 2000) 
Street. 
Madurai. 

Brough 2000-01 
Road. ( Decc111-
Erode her 
(Five) 2001) 

Catering 69.25 
sales of (bran 
l(>od and <led 
drinks food) 

96.89 
(un 
bran-
dcd 
food) 

16 
8 2 
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15.87 The lkpart111ent re' is.:d 
th.: assessment in one 
rnsc (/\111aindakarai) in 
January 200.\ against 
\\·hich. the appeal lilcd 
by the d.:akr before 
AAC-IY. Chcnnai is 
pending. In respect or 
the other cases. the 
lkpart111ent replied 
bct\\·ecn .I uly and 
October 2002 that the 
assessment 11<1s made in 
accordance with the 
clari lication or the I lead 
or the lkpart111cnl that 
food and drinks 
deli ven;d and st:rved b: 
hote ls and res taurants. 
etc .. at rnsto111cr"s place 
was also eligible for the 
compounded rate or tax . 
The reply is not tenable 
as the assessments had 
been fi nalised prior ln 
the issue or dari licatinn 
and as per the 
provis ions or the Act. 
l'OlllpllUnded rate or lax 
\\"as eligible only for 
sa le clkcted in hotels. 
restaurants. etc . In ihis 
case. the sale \\"as 
clkcted at the prt:111iscs 
of the cuslo111crs 
placing orders. 1 lencc. 
th<:: clari lication was not 
in accordance with the 
prm·is ions or the Act. 
Further. catering sales 
arc taxable at the rate or 
two per ci;;nl only wi th 
effec t Ji-0111 I Apri l 
2002. 
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2 1 1 losur 1995-96 
(<ktobcr 

1997. 
March 
1998) 

l·: mer­
gcncy 
light. 

131. l 7 12 -' 

I """'"'· 
I Roya-

l

l pcttah-1. 

Salem­
i Town 

I (We>O. 

I 
I 

/\ vi­
nashi 
Road. 
Coim-

1998-99 
(October 

2001) 

I 998-99 
(Seplem­

ber 
1999) 

2000-0 I 
(October 

2001) 

computer 
peri­
pherals . 

Sak nf 
mcdici n~s 

to stale 
govern­
ment 
1k par1-
1m:nt 
afh:r 
6.1.99. 

Pa) 
phones 
and 
Tele 

4 

I 

I' 

12 

I 
baton: Cnn- i 

3 - -~:~;f~L - · - i i>9-1~95 - ~~~~~~s. -1-27. 76+-·-x ·-

I 
' i 

I 

nashi (M;1y mned 
Road 1999) arlicks 
(Coim-
batore) 
Nungam-
bakkam 

Thiru-
vanmiyur 

Udumal­
pel 

Vcla­
chcry 

Vi ll i­
vakkam 
(Six) 

1998-99 
(April 
2001) 

1999-00 
(Sep-

tcmber 
2001 

2000-01 
(March 
2002) 

2000-01 
(Decem-

her 
2001) 

2000-01 
(Dcccm-

bcr 
200 1) 

Mouth 
washes 

Com-
puter 
printer 
ribbon 

Contract 
for 
upgra-
dation 
and 
improve-
ment to 
roads 

Sale of 
RCC 
troughs 
to non-
govcn1-
ment 
dcpm1-
ment 

Contract 
for 
manu-
ftu:ture 
and .:rcc-
ti on of 
cflluent 
treatment 
olant. 

16 

I 
I 
I 8 

4 

16 

4 

- ---·-·- ------ --·- - - ----- -· 
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5 .3 7 The Department revised 
the assessments in two 
cases I Royapettah-1 and 
Salem-Town (West)! 
and raised an additional 
demand or Rs.2 . 17 lakh 

5.41 

of which 
Rs.0.37 

a Slim or 
lakh \\<IS 

colkcled (August 
200 I). Repl) of 1he 
lkparllm:nl in respect 
of the other two cases 
11 losur (South) and 
/\ \'inashi Road I and 
position of n:covery 
" as awaitcd (October 
2003). 

-- -- - ·-·- .. ~-·---- -· . 
Thc lkparlmenl n:\'ised 
between .lamiaf} 2002 
and October 2002 the 
assessments in th rec 
cases ( /\vinashi Road. 
Vclachery and Villi-
vakkam) and raised an 
additional demand or 
Rs.3.52 lakh which was 
also rnlb:ted between 
Februar) 2002 and 
October 1 002. The 
Department in the case 
of Thiruvanmiyur stated 
in September 2002. that 
computer printer ribbon 
was taxable al 4 per 
cent onl) . The reply 1s 
not tenable as computer 
printer ribbon as per 
Entry 62/Part C/I 
Schedule attracts ta .\ al 
lhc rate nf 8 per cent. In 
respect of Udumalpet. 
the lkparlment replied 
111 December 2002 that 
revision of assessment 
under Section 3B \\ot1ld 
involve additional 
demand of Rs.0.11 lakh 
only. The reply is not 
acceptable. as the dealer 
had opted to pay tax at 
compounded rate and 
the option tiled cannot 
be withdrawn. Reply in 
respect of other case 
was awaited ( Octolicr 
2003). 
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·Rasi- 1999-00 Poly- 127.62 8 4 5.21 The Department in the 
puram (Novcm- pro- case of Rasipuram 

ber pylene replied in February 
2001) sacks 2003 that the product 

was taxable at 4 per 
II 8 cent only. The reply is 

Purasa- 2000-01 Hawai not tenable as Entry 32 
wakkam (Decem- rubber of Part 13 covers llDPE. 

her sheets and Polythene woven 
2001) and pads sacks only. 

16 4 On an earlier occasion. 
when the rate 0 r tax on 

Korattur 2000-01 Sale . of HOP E and polythene 
(October electrical \VOven sacks was 

2001) trans for reduced by issue of 
mer to noti Ii cation. 
non- Government accepted 
Govern- audit 's observation that 
mcnt the same was not 
depart- applicable to poly-
ment 12 & propylene sacks and 

stated that amendment 
to the notification was 

Mana Ii 2000-0 1 P.Y.C. under consideration 
(four) (Deccm- lay !lat Reply of the 

ber tubings Department in respect 
2001) of other cases \VHS 

awaited (October 2003). 

The matter was reported to Government between December 2001 and May 
2003 . Government accepted between July 2002 and June 2003 the audit 
observations in 8 cases and stated that an amount of Rs.1.33 lakh in respect of 
four ca_ses had been collected. Reply of the Government in respect of other 
cases was awaited (October 2003). 

2.5.2 Under the Central Sales Tax Act, (CST Act), 1956, on inter-state sale 
of goods not covered by declaration in Form 'C', tax is leviable at I 0 per cent 
or at the rate applicable to sale of such goods within the state, whichever is 
higher. 

In Fast Track Assessment Circle-I, Chennai, in case of a dealer of motor 
vehicle parts, on the turnover of Rs.3.47 crore for the year 1997-98 not 
covered by declaration in Form C, tax of Rs.8.68 lakh was short levied, due to 
application of incorrect rate of tax. 

On this being pointed out, the Department revised in February 2003 the 
assessment and raised an additional demand of Rs.8.68 lakh, the collection 
particulars of which were awaited (October 2003). 

Government to whom the matter was reported in December 2002, accepted the 
audit observations (March 2003). 
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As per the TNGST Act, 1959, the sale or purchase of goods shall be deemed 
for the purpose of this Act, to have taken place in the state, wherever the 
contract of sale or purchase might have been made, if the goods are within the 
state in the case of specific goods or ascertained21 goods at the time the 
contract of sale or purchase is made. The Supreme Court has held22 that, if the 
auction is unconditional and is in respect of specific ascertained goods. the 
property in the goods would pass to the purchaser upon the acceptance of the 
bid. It has also been judicially held23 by Madras High Court. that auction sale 
of tea at Coonoor is local sale only. Further as per the Rules of the Coonoor 
Tea Traders Association which governs the auction of tea at Coonoor, sale is 
concluded at the fall of the hammer. 

During audit of the records of the Commercial 'fax Officer, Coonoor. it was 
noticed that sales of tea amounting to Rs.134.72 crore and which were 
ex-godown, Coonoor. was effected by six brokers during 1999-2000 and sent 
outside the state. These sales were erroneously treated as inter-state sales, 
instead of local sale. This resulted in short-levy of tax of Rs.8.36 crore 
(inclusive of additional sales tax). 

On this being pointed out in audit, the Department stated in Septem ber 2002 
that there was movement of tea to other states and contended that, as judicially 
held24 the sale by the broker-assessees were only inter-state sales. The reply is 
not tenable in view of the judicial decision of the Madras High Court already 
cited that, where sale of tea in auction at Coonoor was ex-godown at Coonoor, · 
the sale was to be treated as local sale. 

The matter was reported to Government in December 2002 and followed up 
with reminder in August 2003; their reply was awaited (October 2003). 

21 

23 

24 

ascertained goods -.,. goods which are identifiable and in existence at the time the 
contract of sale or purchase is ehtered into. 

Consolidated Coffee Ltd. Vs. Coffee Board ~ 46 STC 164. 

Moti and Company Vs. State of Tamil Nadu ( 1999) 113 STC 51. 

A.V.Thomas and Company Vs. Deputy Commissioner of AIT ··· 14 STC 363. 
Indian Oil Company Vs. Union of India - 47 STC I 
State of Gujarat Vs. Bombay Metal Alloys and Manufacturers Co. - 54 STC 45 
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Chapter 11 Sales Tax 

As per the provisions of the TNGST Act, 1959, the turnover representing 
value of goods involved in the execution of works contract and which had not 
suffered tax earlier inside the state is .assessable to tax, at the rates specified 
for such goods in the Schedules to the Act. However, a dealer may, opt to pay 
tax at compounded rate of four per cent, on the total value of the works 
executed in respect of contracts, other than civil works contract. The option 
shall be exercised along with the first monthly return for the financial year. 

In Saligramam assessment circle, though a dealer had not exercised option to 
pay tax at compounded rate for the financial year 2000-200 I, tax was levied at 
the compounded rate of four per cent on the turnover of Rs.2.27 crore of 
electrical works contract instead of at the rate of sixteen per cent on the 
deemed sale value of generators amounting to Rs.2.11 crore, involved in the 
execution of such contract. This resulted in short levy of tax of Rs.24 .67 lakh .. 

On this being pointed out in audit, the Department stated in December 2002 
that the dealer had exercised option to pay tax at compounded rate in April 
2000. The reply is not tenable as the dealer had got himself registered under 
the Act, only on . 30 August 2000 and hence option could not have been 
exercised by him in April 2000, when he was not a registered dealer under the 
Act. 

The matter was reported to Government in March 2003 and followed-up with 
reminder in August 2003; their reply was awaited (October 2003). 

2.8.1 Under the CST Act, 1956, on inter-state sale of goods not covered by 
valid declaration in Form 'C', tax is leviable at the rate often per cent or at the 
rate applicable to the sale of such goods inside the state, whichever is higher. 

In Bodinayakanur assessment circle, while finalising the assessment in 
February 2001 of an assessee for the year 1995-96, the turnover representing 
export sale and inter-state sale of goods amounting to Rs.72 .99 lakh not 
covered by documentary evidence were omitted to be considered for levy of 
tax. This resulted in short levy of tax of Rs.7.30 lakh. 

On th is being pointed out, the Department revised in December 2001 the 
assessment and raised additional demand of Rs.7.30 lakh. Further reply was 
awaited (October 2003). 

The matter was reported to Government in May 2003 and followed up with 
reminder in August 2003, their reply is awaited (October 2003). 
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2.8.2 Section 3(4) of the TNGST Act, provides that where any dealer after 
purchasing raw materials at concessional rate of tax. transfers goods so 
manufactured outside the state, he shall pay, in addition to concessional rate of 
tax, tax at the rate of one per cent (two per cent upto 31 March 1999) on the 
value of raw material so purchased. 

In three25 assessment circles, 3 dealers had purchased raw materials at 
concessional rate during 1998-99 and 1999-2000 and had transferred the 
manufactured goods outside the state. However. tax on the purchase value of 
Rs.3 .32 crore was omitted to be levied. This resulted in non-levy of tax of 
Rs.6.08 lakh. 

On this being pointed out. the Department revised in Februar'.y 2000 and 
June 2002 the assessments in two cases and raised an addi tional demand of 
Rs.2 .06 lakh, which was also collected. Reply in respect of the other case was 
awaited (October 2003) .. 

2.8.3 The TNGST Act provides for levy of tax on ce11ain commodities at the 
point of last purchase ins ide the State . 

In four26 assessment circles in respect of four dealers, ·an ' fast purchase or raw 
hides and skins, waste paper, raw rubber and glass bottles amounting to 
Rs.2.25 crore pertaining to the assessment years 1998-1999 to 2000-200 I. tax 
was omitted to be levied . This resulted in non-levy of tax of Rs.9.55 lakh. 

On this being pointed out, the Department revised the assessments in 
April and December 2002 in three cases and raised an additional demand of 
Rs .9.04 lakh ; of which an amount or Rs.1.31 lakh was collected. Reply of the 
Department in respect of another case was awaited (October 2003). 

The matter was reported to Government between March 2003 and June 2003 
and followed up with reminder in August 2003. Government accepted the 
audit observation in September 2003 in one case. Reply in respect of the other 
cases was awaited (October 2003). 

Section 3(5) of the TNGST Act, provides for concessional rate of tax of 
3 per cent on sale by one dealer to another of goods mentioned in the Eighth 
Schedule for installation of, and use in factory. for the manufocture or an y 
good subject to the production of declaration in prescribed form. 

Avinashi , Manali and Trichy Road (Coimbatore) 

Panruti (Rural). Pollachi (West). West Veli Street (Madurai) and Trichy Road 
(Coimbatore). 

---- -- - ------
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Chapter 11 Sales fox 

In 327 assessment circles. concessional rate of tax of three per cent was 
allowed on a turnover of Rs.1.05 crore on sale by four deafers of steam iron 
boxes. ·o· rings for excavators . . hose assembly for earth moving equipments 
and electrical control panel boards and cable trays not mentioned in the Eighth 
Schedule, during the years 1998-99 to 2000-0 I. This resulted in short levy of 
tax of Rs.7.07 lakh. 

On this being pointed out. the Department in two cases revised the 
assessments between February 2002 and October 2002 and raised an 
additional demand of Rs.2.98 lakh, which was also collected . In rcsrect or 
another case, the Department stated in January 2003 that the concessional rate 
allowed was in order. The reply is not tenable. as Section 3(5) or the /\ct. 
precludes the sale of goods, other than those mentioned in the Eighth Schedule 
at concessional rate . 

.-'l!;!.11!;cr.:r •. - ' j ,· ,) · f"'1~ 
The matter was reported to Government between March 2002 and May 2003 
and followed up ,;,;ith re1ninder in August 2003. Government accepted in .July 
2002 and June 2003 the audit observation in two cases and reply in other cases 
was awaited (October 2003). 

Under the Ta111il Nadu Additional Sales Tax Act, 1970. additional sales tax is 
leviable at the rates prescribed fro111 time to ti111e. depending upon the taxable 
turnover. '•' 

In three28 assess111ent circles. on the taxable turnover of Rs.97.77 crore 111 

respect of three asscssees representing sale of cars, dairy products and cotton 
waste during the year 1998-99 and 1999-2000, the Assessing Officers while 
finalising the assessment between May 200 J and December 200 I. either did 
not levy or levied short the additional sales tax of Rs.3 I .82 lakh. 

On this being pointed out the Derartment revised between May and 
November 2002 the assessment in two cases and raised an additional demand 
of Rs. 7.69 lakh which was also collected. Reply of the Department in respect 
of the other case was not received (October 1003). 

Adyar-11. Arisip<ilayam and Avinashi. 

Dindigul. Fast Track 0ssessment Circle-Ill .(Chennai). and Fast Track Assessment 
Circle-IV (Chcnnai). 
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The matter was reported to Government in January/May 2003 and fol lowed up 
wi th reminder in August 2003. Government accepted the audit observations in 
September 2003 in respect of two cases. Reply in respect of the other case 
was awa ited (October 2003). 

As per the provisions of Section 16( I )(b) of the TNGST Act, 1959, read with 
Section 9(2-A) of the CST Act, 1956, the time fo r revision of assessment is 
limited to five years from the expiry of the year to which the tax relates. 

As per the CST Act, 1956, inter-state sa le of declared goods covered by valid 
declarations in Form ·c shall be assessed to tax at the rate of 4 per cent or at 
the rate app licable to sale of such goods inside the state, whichever is lower. 
The elements of additional surcharge and additional sales tax shall also be 
taken into consideration for the purpose of determining the local rate of tax. 

In Vepery assessment circle, in respect of an assessee for the year 
1994-95, the elements of additional surcharge and additional sales tax were 
not taken into consideration for determining the local rate of tax app licable on 
inter-state sale of finished leather covered by va lid declarations in Form ·c 
and as a resu lt, the turnover of Rs.6.65 crore was erroneously assessed 
(December 1995) to tax at the rate of I per cent instead of at the correct rate of 
3.30 per cent. Thi s resulted in short levy of tax of Rs .15.30 lakh. 

However, necessary revision of assessment could not be made in thi s case. as 
the time limit for revision of assessment had elapsed even at the time of 
production of assessment file to audit (July 2002). This was pointed out to the 
department (September 2002). 

I-~- I 

Government, to whom the matter was reported, accepted in March 2003 the 
audi t observat ion and stated that rev ision of assessment was barred by 
I imitation of ti me. 

The assessment file which was called for as early as in April 1996 was 
produced to audit only in July 2002. Thus, the failure of the Department to 
levy tax at correct rate and to produce the assessment file to aud it in time, 
resulted in revenue loss of Rs.1 5.30 lakh. 
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Chapter II - Sales J'ax 

Under the provisions of the TNGST Act, 1959. the tax payable shall become 
due without any notice of demand to the dealer on the date of receipt of return 
or on the last due date as prescribed. whichever is later. On any amount 
remaining unpaid after the date specified for its payment, the dealer or person 
shall pay, in addition to the amount due, interest at prescribed rates for the 
period of default. 

In seven~9 assessment circles, tax of Rs.26 lakh pertaining to the as~essment 
years 1993-94 to 1999-2000. which were finalised between October 1997 and 
March 2002. was paid belatedly by eight dea lers involving delay ranging fron1 
I month to 45 months. However, in terest of Rs .8.99 lakh though leviable for 
such belated payment, was not levied. 

On this being pointed out, the Department levied interest of Rs.6 .22 lakh in 
seven cases, of which an amount of Rs.4.17 lakh was collected. Collection 
particulars in respect of the balance amount and repl y in respect of other case 
had not been received (October 2003). 

The matter was reported to the Government between March and May 2003 
and fol lowed up with reminder in August 2003. Government accepted the 
audit observations in September 2003 in three cases. Reply in respect of other 
cases was awaited (October 2003). 

Under the CST Act, 1956, a registered dealer buying goods from other states 
is entitled to a concessional rate of tax at four per cent, provided he furnishes 
to the seller. a declaration in Form ·c certifying that the goods are of the class 
specified in his certificate of registration. If the goods indicated in the 
declaration are not coverep by the certificate of registration. it amounts to 
misuse of Form 'C and the assessee renders himself liable to penalty not 
exceeding one and a halftimes of the tax due. 

In Fast Track Assessment Circle-II. Coimbatore a dealer had purchased 
furnace oil amounting to Rs.48.29 lakh during the years 1996-97 and 1997-98 
from other states on the basis of declaration in Form 'C. although the 
commodity purchased was not covered by his certificate of registration . For 
misuse of ·c forms, penalty amounting to Rs. I 1.3 7 lakh was leviable, but was 
not levied. 

29 Annasalai-111. Dindigul (Rural). Fast Track Assessment Circle-II I. _ Kothagiri. 
Royapettah-1 , Shcncottah and Washcrmanpet-11. 
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On this being pointed out, the Department raised the addit ional demand in 
April 2002. the collection particulars of which were awaited (October 2003). 

The matter was reported to Government in June 2003 and followed up with 
reminder in August 2003; their reply was awaited (October 2003). 

11 1 : 
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Test check of records of departmental offices conducted during the period 
froni ·April 2002 to March 2003 , revealed non/short levy of local cess and 
local cess surcharge, non-levy of water cess and betterment coritributi~n, non­
jevy of penalty and interest, short recovery of value or rent in respect of 
government lands assigned/alienated or encroached etc.. amounting to 
Rs.1.4 71.35 crore in 209 cases which broadly fall under the following 
categories. 

· 1 Non/short levy of local cess and local 
cess surcharge 

· 2 Non-levy of water cess and betterment 
contribution 

13 1.12 

0.08 

1---+---- - ---------- ------ -----1--- ------
3 Non-levy of penalty and interest 

4 Short recovery of value or rent in 

respect of government lands assigned/ 
alienated or encroached 

5 Review : Encroachments on 
Government Lands 

6 Others 

13 0.58 

117 903 .68 

562 .25 

64 3.64 

During the course of the' year 2002-2003, the Departmen_t accepted under 
assessments of Rs.34.91 lakh in 59 cases of which Rs.0.34 lakh involved in . . 

3 cases were pointed out during the year and the rest in earlier years. Out of 
the above, a sum of Rs.30.56 lakh involved ih 5~ cases has been recoyered. 

A review, Encroachments on Government Lands; and few illustrative cases 
involving a tax effect of Rs.571.77 crore are discussed below. 

--- ---- - ------------·---- -
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Highlights 

/Paragraph 3.2.6 / 

f Paragraph 3. 2. 7 / 

/Paragraph 3.2.8/ 

f Paragraph 3.2.9/ 

3.2.1 Introduction 

The Tamil Nadu Land Encroachment Act, l 9Q~ . . enyisages levy of assessment 
of land revenue besides penalty in cases of encroachment on government 
lands. The Act also provides for summary eviction, forfeiture of crops or 
other products raised on the encroached land, levy of assessment and 
imposition of penalty as a deterrent measwe. The encroachments. in the lands 
classified as assesse~/unassessed · waste and Nath am (house site) are 
unobjectionable and when occupied by landless poor can· be ass igned/alienated 
by col lection of the market value of the lands subject to certain conditions. 

At the time of annual Jamabandhi, the District Collector/no
1

minated Office1· is 
required to check interalia, that all the taluk authorit ies have f~llm.ved all the 
procedure envisaged in the Encroachment Act, particularly for prompt eviction 
of encroachment of lands or for transfer of lands under unobjectionab le 
encroachment. 
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Under Secti on 25 of the Limitations Act. 1963, where the enj oyment ri ghts 
over government lands is fo r more than 30 years, the ri ght shall be absolute 
and indefeasible. 

3.2.2 Organisational Set-up 

The Department is ad ministered by the Commiss ioner of Land 
Admini stration /Commiss ioner of Revenue Admini strati on, who is ass isted by 
the Co llectors at district leve l. There are 29 districts, each under the charge of 
Distri ct Co llector who is empowered to prevent misuse of government land 
and conta in encroachment. He is ass isted at taluk/vill age level by Tahsildars or 
Deputy Tahsildars who are empowered to im plement the va ri ous prov isions of 
the Land Encroachment Act and relevant instructi ons contained in the 
Standing Orders. All the functi ons pertaining to each vill age, includin g 
implementation of the Act, are reviewed every year by the District 
Co llector/nominated Office r at the time of annual Jamabandh i. 

3.2.3 A udit o~jectives 

Analys is of record s of 22 taluks of 9 districts out of 29 di stricts and of 
sub-reg istra r under the juri sdi cti on of these ta luks. covering the peri od from 
1998-99 to 2002-03 was made with a view to : 

);;- assess the effi cacy of detection, ev icti on and regul ari sation of 
encroachments on government lands 

r examine whether the penal prov isions in the Act, we re adeq uate to 
dissuade encroachers fro m encroachments and 

Y ascertain there was adequate internal contro l mechani sm to check 
encroachments. 

3.2.4 Failure to implement the recommendations of Public Accounts 
Committee 

Ment ion was made in para 5.2 of the Report of Comptro ller and Auditor 
General of India fo r the year l 986-87, on Encroachment on Government 
Land s. The Committee on Public Accounts in their 211

d Report placed in 
Eleventh Assem bly on 30 August 1996 fe lt that ex ist ing measures adopted by 

. the Department were not effecti ve in dea ling with encroachment of 
gove rn ment land and speedy enactment of amendments· to the Act was needed 
with a view to bring encroachments under effecti ve cont ro l. But no such 
enactment has been made so far. 
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It is also pertinent to mention that in neighbouring State of Kerala, a penalty 
upto a maximum of Rs.200 is leviable in cases of encroachment and if the 
contravention continues, penalty of Rs.200 is leviable for every day of such 
contravention . Thus in Kerala penal provision (extant since 1957) for 
encroachment is stringent which is not so in Tamil Nadu where the penalty is 
Rs . I 0 only. This did not have the desired effect of checking encroachment. 

3.2.5 Inadequate levy of penalty i11 cases of e11croachments 

Under Section 3 and 5 of the Tamil Nadu Land Encroachment Act, 1905, any 
person unauthorisedly occupying government lands shall pay, by way or full 
assessment and penalty, of a sum not exceeding Rs.5 or when ten times the 
assessment exceeds Rs .5, a sum not exceeding ten times of such assessment if 
the land is assessed. .If the land is unassessed, a penalty of a sum not 
exceeding Rs . I 0, or when twenty times of assessment exceeds Rs. I 0, a sum 
not exceeding twenty times of such assessment is leviable. 

The assessment was fixed sufficiently heavy at the time of enactment of Act in 
1905, to compel the encroacher to surrender the land immediately. Though 
the penalty fixed at the time of enactment in 1905 was a stringent one, it has 
become insignificant and hardly acts as an effective deterrent thereby 
defeating the very purpose of the Act. 

3.2.6 Encroachment for non-commercial purposes 

As per Board 's Standing Order 24A and as per Government Order issued in 
June 1998, for legal occupation of government land, a person has to pay a 
lease rent of seven per cent of market value of land for non-commercial 
purposes and at double this rate for commercial purposes. But an encroacher.. 
who is an unauthorised occupant, is being levied with a meagre penalty or 
Rs. I 0 only. 

Encroachment by individuals for residential purposes 

It was noticed in 62 1 villages of 22 taluks, 8583 hectares of government lands 
were under encroachment and used for residential purposes . The figures taken 
were as at the end of 1994, since no fresh encroachments were booked 
thereafter. Had the penalty been fixed at 7 per cent, on par with the rate for 
lease, the Government could have ear.ned a revenue of Rs.516.84 crore by way 
of penalty during 1998-99 to 2002-03 as detailed below: 

---------- --- ·--------- -- ----·-------·- ··-··-
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Chop/er Il l Land !?e1·en 11e 

Ta1nbara111/(6 I) 527-33-0 288 .25 28.8 25 3 17>2 388.18 43 3.74 

----- - - -------- --·--·- ----·-- -i-- -- --- - - -

2 Chcngalpcl/(.74) 1102-90-5 7212 72. 12 . 83.88 89 .20 '15 .82 
I 

3 Sripcrumbudur/ I 062-35-0 29.49 29.49 30.17 3 1.74 3364 
( 176) 

4 l'oonamal Ice/ 506-32-5 172.43 172.43 192.58 2 12.13 238.36 
(49) 

5 /\mballur/(76) 674-31-0 193.20 I '13 .20 209.72 228 .68 251.8(> 

6 · Poll achi and 85-68-0 56.94 56.94 63.38 67 .04 70 .87 
Coimbatore 
(North & 
South)/ (22) 

7 Ulhama- 359-65-5 8.08 8 08 8.95 9.21 9.46 
palayam/ ( 4) 

8 Sivakasi/ (7) 17-94-5 13.88 13.88 

"~ 
15.55 15.55 

9 Madurai 251-5 1-0 29 .74 29 .74 ' 1' 33 .74 37 .39 
J ' ·- -' 

(North)/ (36) 

10 ·1·hirumangala111/ 90-28-5 0.76 0.76 0.84 t 0.87 0.91 
(2 1) 

II Natha1n/ ( 3) 324-78 -5 1.37 1.37 1.50 1.50 1.50 
---- - - - -

12 Kodaikanal/ (7) 865-27c5 5934 59.34 65 .93 72.35 79 .99 

13 Salem and 664-26-5 76.52 76 .52 98 .95 I 05 .75 115.02 
Omalur/ (36) I 

--L ---·-

14 Ycn.:aud/ (45) 780-55-0 22.63 22.63 I 25 .91 25 .'i l 25 .91 
I 

15 /\ndipalt i/ (4) 1175 -37-0 12.04 12.04 14.31 14.3 1 1431 
---- --- -- - - ·-

16 Chcnnai/ · 94-32-11 266. 52 266.52 275.56 297 .87 322.88 

(4 Taluks) 

53 



I 

\ 
\ 
\ 

\ 
\ 

\ 
\ 
\ 

\ 

\ 

\ 
\ 

\ 
\ 
\ 
\ 

\ 

\ 
I 

\ 

\ 

\ 

\ 
\ 
\ 

l 

\ 
\ 

\ 

\ 
\ 

\ 
\ 

\ 
\ 
I 
\ 

I 

\ 
\ 

\ 
\ 

.- l11di1 !?eport (!?ere1111e !?eceip1.1)jiJr !he year ended 31 .\la!'Ch 2003 

Had the Government enhanced the rate of penalty to 7 per cent. it would have 
acted as a stringent deterrent and would have dissuaded encroachers from 
occupying government land . 

Fa ilure on the part of the Government to revise the rate of penalty for more 
than nine decades has defeated the very purpose of the Act and has failed to 
safeguard the interest of Government. 

Encroachment by Educational Institutions 

!\ test check of records in four taluks. revealed that government lands 
aggregating 134-18-4 hectares were encroached by 19 private educational 
insti tuti ons including engineering co lleges and were paying penalty of just 
Rs . I 0 per annum. Had the penalty been fixed at the rate of 7 per cent 
government could have earned revenue of Rs .7.63 crore du ring the period 
fro111 1998-99 to 2002-03. 

3.2 .7 Encroac/1me11t by commercial estab/isltments 

The Specia l Commissioner and Commissioner of Land Ad111inistration 
(SC & CLA) recommended in July 1988 to Government a 'New Land Po licy' 
wh ich wou Id ensure the preservation of the I im ited extent of government lands 
available. and their optirnum utilisation . Based on the recommendations of the 
SC & CLA, the Covernment by an order in Decernber 1988 issued policy 
guidelines for grant of Government lands under lease to Central Government 
Department and undertakings, and in all othe r cases by way of lease of upto 
30 years. 

Scrutiny of records in 35 villages in 5 taluks revealed that 49.21 hectares of 
government lands were under encroachment by 55 com mercial estab li shments 
and were utilised for comrnercial activ ities. Had it been given on lease with 
proper sanction of the co111petent authority, Government could have levied and 
co llected a lease rent of 14 per cent on the market value of these lands . 
Omission to take effective ac tion to lease out the lands resulted in loss of 
revenue of Rs.11 .05 crore frorn 1998-99 to 2002-03 as detailed below: 

I /\mbattur/ ( 13) 11 -95-6 5.04 5.04 5.49 6 02 6.76 

(i.79 6. 94 
--+-----< 

2 Chrng.alpet/ (22) 24-88-0 5.54 5.54 6.44 

3 l'oonamallcc/(9} 4-37-5 () 12 0.12 0.1 4 0.1 5 0.17 
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7 8 
0 0 1 

Fa ilu re of the De pa rtment to implement the government orde r in respect of the 
above category resulted not onl y in potential loss of revenue of Rs. I 1.05 crorc 
but also defeated the ve ry purpose of th e new policy, namel y preservation or 
governm ent lands and ensuri ng their opt imum uti lisation by Governm ent: 

3.2.8 Loss on account f~{ prolonged adverse possession f~{ Government 
lands. 

According to Section 25 of the Limi tations Act, 1963, any person enjoying 
access . or other easement benefi ts towards an immovable prope rty over a 

· peri od or 30 years acqui res a right -of possess ion over the property. Such 
pro longed encroachment would result in difficulty in resum ing the ti tle of 
ownershi p of Governm ent at a later date. · The Board of Revenue vi de Circular ·· 
No.Perm .296(E) dated 19 ·March 1971 direc ted the Co ll ectors/District 
Revenue Officers to see that all objectionab le encroachments are dea lt with 
effective ly, without giving· room to the encroachcrs to cla im a ri ght over 
gove rnment lands by adverse possess ion or titl e of any prescri pti on . 

However, it was noticed in -Poonamallee Ta luk, that an extent of 
84. 72 acres of land was encroached upon by Food Corporation of India 
(a Governm ent of India undertaking) and by Mis.Southern Stnictural s Lim ited 
(a Governm ent of Tamil Nadu undertaking) fo r over 30 years. However, only 
a meagre penalty was bei ng 1.evied and paid by these institutions. Failure to 
ev ict or lease out the lands rendered the lands va lued at Rs.25 .10 crore (based 
at the rates of land , as on I April 2002 as approved by Registration 
Department) inalienable to Governm ent as per the provisions of Limi tations 
Act: . 

Further, it was noticed in Tamba ram, tha t. 7 ,20 acr~ s of government lands were 
encroached upon by private bui lder.s, .co,1ive.rted into pl0ts and so ld to. severa l 
persons, and re.gistered · by the S:ub-Rsgist r.ar,,. Tambaram through ~ ! even 

documents .. ln view of this, revenue t() Jhe extent of Rs.1.93 cror~ . beirJg the 
va lue of the land Could not be rea lised by t,he Gov.ernment. 
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3.2.9 Illegal creation ,4· title 'tJver Government lands by individuals 

According to Section 27 and 64 of the Indian Stamp Act, 1899, an y 
suppression of facts in the document registered in respect of a property has to 
be verified by a registering authority, only with regard to the value or the 
property and levy of stamp duty and registration fee. However, there is no 
prov ision in the Act or Rule that provides for the registering authority to verify 
the legality of ownership of a property by the person executing a deed over a 
property. 

A scrutiny or records of 29 sub-registries of I 0 taluks revealed that in 
77 villages, documents of sale. mortgage and settlement, etc., were created 
over government lands to an extent of 172-57-0 hectares valued at I{s.45.23 
crore during the years 1991 to 1999. Though these were construed to be 
illega l and not recogn ised by the Revenue Department, such illegal 
transactions could not be curbed due to absence of specific provisions in the 
Registration Act for verification of ownership of lands by the Registering 
Authority . Every such illegal transaction could be nullified only by the 
execution of documents of cancellation by the parties concerned or through a 
Court of Law. 

As continued occupation of government lands by encroachers would entai l 
claim of ownership by them at a later date, appropriate action would have to 
be taken now to safeguard government interest as survey number is available 
with each sub-registry. A cross verification of the survey numbers of lands 
included in the document with the revenue record. before taking up the deed 
for registration. could prevent such illegal transactions . 

The Government in order to curb such illegal creation of title, introduced an 
amendment to the Registration Act in September 2000. by a notification, 
under Section 22 A to the Act. The amendment which declared such 
documents of conveyance were against public policy, had only prospective 
effect. 

On this being pointed out, most of the Sub-Registrars stated that as per Rule 
55 of Registration Rules. there was no need to verify the legality of ownership 
of the prope1ty while registering documents. The Revenue Department stated 
in February 2002 and April 2003 that issue of 'B' memos notice for 
encroachment on government land had been discontinued in 1995 for new 
encroachments. as it was felt that the encroachers would use the penalty tax 
receipt as an evidence of prolonged possession of land in a Court of Law. It is 
evident that the Department had failed to initiate action in respect of earlier 
encroachments to evict him which encouraged encroachers to sell government 
lands. Further. discontinuance of the levy of penalty by Department. as 

--------- --- ----- ·- ·-·--· --- ---
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envisaged in the Act and not acting in accordance with new policy guidelines, 
as issued by Government in 1988, defeated its main objective viz., 
preservation of government land. 

3.2.10 Other points of interest 

Encroachment on water courses 

As per Board of Revenue Standing Order, where encroachments are 
objectionable in nature, the ericroachers should be summarily evicted. 

However, it was noticed that in five30 taluks adjoining Chcnnai city, 
1594-78-0 hectares of water courses were under encroachment for over 
I 0 years and the encroachers had constrt1cted huts, terraced houses and other 
allied structures, which prevented free passage of water to the storages lakes 
and tanks, thereby reducing the overall storage and distribution of water. 

It has been judicially held31 ·Kanmoi' (Lake) land ,;in Madurai district, under 
encroachment for over 20 years, and being used by encroachers for dwelling 
purposes, was kanmoi only in name and not otherwise. 

Failure of the Department to summarily evict encroachers and to take suitable 
action to see that lands were not encroached again would thus also ultimately 
result in change in character of the land in accordance with the above , 
judgement. 

3.2.11 Encroachment along sea coast 

As per Board Proceeding 163 dated 12 February 1958, the Tamil Nadu Land 
Encroachment Act, 1905, can be invoked for dealing with encroachments on 
lands belonging to Central Government as well. 

In 3 villages in Tambaram Taluk, extent of 3.00.4 hectares of government 
lands along the sea coast were encroached upon by individuals by extending 
their compound walls. Out of the above, only an extent of 1.84.0 hectares was 
booked as encroachment. Eventhough, the encroachment was objectionable, 
the Department had not taken any steps to evict the encroachers till date. 

JO Ambattur. Chingelput. Poonamallee. Sriperumbudur and Tambaram. 

31 WP.14579 of 1992 and WMP 20698of1992 - High Court of Madras. 
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.4 udit Neport (Revenue Receipt.1) for the year ended 31 March 2003 

3.2.12 Internal control mec!umism 

Though, guidelines had heen issued 111 the Act as well as in the Board ' s 
Standing Order and in subsequent Government Orders, for eviction or 
encroachers, it was noticed that records showing actual areas of government 
lands encroached, government lands protected, whether the encroachment was 
objectionable or unobjectionable and the nature of encroachment were not 
maintained effectively. Further, no fresh encroachments were booked from 
1994-95 onwards, eventhough no such instructions had been issued by 
Government. Thus. information of the extent of Government lands under 
encroachment. the period and nature of encroachment were not available with 
the Department. 

A Steering Committee at the district level had been formed in March 200 I to 
look into issues of eviction of encroachments on government lands. To 
examine whether any effective action was . taken after formation of the 
Steering committee, reports of the committee were called for from the Head or 
the Department in March/June 2003: the same were not received. 

3.2.13 Recommendations 

In view of the obsGrvations made 111 the review, government may like to 
consider the fol lowing suggestions: 

The Tamil Nadu Land Encroachment Act may be suitably amended to make 
the penal provision stringent. 

. . 
As revenue records have been computerised in all the taluks, a system may be 
evolved for authorities/public to verify on line .whether a part icular land is 
owned .by Government or some other private party, as has been done in the 
Registration Department for guideline values. 

On this being pointed out in June/July 2003; the Government replied that 
repeal of the old Act ( 1905) arid re,..er.actment of a new Act with necessary 
provision~ to :rneet the existing contingencies .in the eviction of encroachment. 
like .levy of high rate of penalty, Pl!nish111ent:for land grabbing, sirnpli fying the 
procedure l~r eviction, etc;.,was under !ht!ir consideration (August 2003). 
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According to Board's .Stand:ing Orders 15, .special rates ofRs.1.per, acre for 
lands under cultivation of coffee/tea etc. ~ and Rs:5 per acre fot\ CaFdamom and 
Rs.2 per acre. for other crops shall be payable: , · ·-.:, · 

In Andipatti taluk of Theni District, .it was , noticed, that land ,r:~ven~1e was 
incorrectly levied at normal rates as against the special rates fixed for lands 
under plantation crops. This resulted in short levy of land revenue amounting 
to Rs.6.79 .lakh for.the period!. Jllly 1992 to 30 June 2000. ,, :.i., 

On this being pointed out, the Department raised demands in June and 
September 2002 and an amount of Rs.2.44 lakh was collected in March 2003. 
Report on recovery of the balance amount has not been received (October 
2003). 

The case was reported to Government in July 2003 and followed up with 
reminder in August 2003; their reply has not been received (October 2003). 

As per Revenue Standing Order 24A, Government lands can be leased out lo 
any private firm for commercial purposes on payment of lease rent at the rate 
of 14 per cent per annum of the prevailing market rate of land. Further, the 
lease rent is to be revised periodically once in five years in accordance with 
the market value. Besides, additional surcharge at the rate of 13 per cent of the 
land revenue is to be collected alongwith the land revenue. 

During the course of audit of the office of Tahsildar, Madurai South Taluk. it 
was noticed that an extent of 2.64 lakh sq.ft. of government lands in prime 
locality in Madurai was leased out to M/s.Pandian Hotels Limited in 1963 and 
1979 (in ,two pieces) for a period of 25 years. The Government by an order 

. revised the lease rent from Rs.4,600 to Rs.16,000 per month with eftect from 
11 February 1988 with a revision once in every five years. Subsequently. 
government by another order on 7th June 199 l fixed the lease rent at 
Rs .16,000 per month till the assignment of land, without any time limit for 
revision. The Department did neither take any steps to assign the land after 
June 1991, nor revised the lease rent periodically as envisaged in Board of 
Revenue Standing Order 24A issued in 1971 which allowed unintended 
benefit to the lessee. 
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Audit Report (Rerenue Receipts) for the year ended 3 I ,\/arch 2flfl3 

Thus, failure to fix the lease rent at prevailing rates and to revise the same 
periodically resulted in short collection of revenue for the period 11 February 
1993 to I 0 February 2003 which worked out to Rs.9.45 crore. 

On this being pointed out, the Department replied in December 2002 that 
fixation of lease rent was in accordance with the G.O. dated 7 June 1991 and 
there was no necessity to revise the same, till assignment, as assignment 
proposals were in process. The reply is not tenable as there was inordinate 
delay in assignment of land. The lessee being a commercial concern running a 
star hotel, the lease rent should have been fixed at normal rate of 14 per cent 
with periodical revision to safeguard revenue. 

The matter was reported to the Government in July 2003 and followed up with 
reminder in August 2003; their reply has not been received (October 2003). 
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Test check of records of depa11mental offices conducted during the period 
April 2002 to March 2003 revealed under vall1ation of property. 
misclassification of documents etc., amounting to Rs.24.27 crore in 
55 I cases which broadly fall under the following categories. 

Under valuation of property 110 
·--- ·----r---

2 M is c 1 ass i fi cation of documents 59 

11.61 

0.90 
>------<-------------------;-----+~---~ 
I 

I 3 Others 382 11.76 

During the year 2002-2003, the Department accepted under assessm~nts of 
Rs.86.70 lakh in 58 cases out of which Rs.34.26 lakh involved in 14 cases, 
were pointed out during the year and the rest in earlier years. An amorn1t of 
Rs.30. 74 lakh has been collected (June 2003 ). . 

A few illustrative cases involving a financial effect of Rs.5.49 · crorc are 
mentioned below. 

4.2. t Under the Indian Stamp Act. 1899. Governnient have remitted in April 
1964 levy of stamp duty on instruments evidencing transfer of property 
between companies limited by shares (as defined in Companies Act. 1956). in 
cases where the transfer takes place between a parei1t company and a 
subsidiary company, one of which is the beneficial owner of not less than 
90 per cent of the issued share capital of the other. 

--------- - ---
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In Anaimalai Registry. in a case. where transfer or property valued at 
Rs. I I crorc and Rs.8.5 crore took place between a .parent and t1.vo of its 
subsidiary companies, through two documents registered in November and 
December 200 I, no stamp duty was charged on the instruments. even though 
none or the three companies had bencncial ownership or 90 per cent of the 
issued share capital of the other. The incorrect grant of exemption resulted in 
stamp duty amounting to Rs.2.34 crore not being realised. 

The Government to whom the case was reported in March 2003. accepted the 
audit observation in September 2003. Further reply was awaited (October 
2003). 

4.2.2 Government of Tamil Nadu. by an order issued in June 1966 remitted 
the stamp duty leviablc for all registered co-operative societies in respect of" 
instruments executed by (or) on behalf or any such society (or) by an of'flccr 
(or) member thereof, having membership of that society for a period of over 
two years before the date or execution of the instrument. 

According to Indian Stamp Act. l 899, for properties conveyed in places other 
than urban agglomeration of Coimbatore, stamp duty is lcviable at 12 per cent. . 

Jn 11 sale deeds, registered in Sub-Registry. Sulur during the year 200 I. an 
extent of 2.71,532 sq.ft. land in Kannampalayam Village of Coimbatore 
district, having market value of Rs.96. 77 lakh, was conveyed to Singanallur 
Industrial Co-operative House Construction Society, by a member of the same 
society and exemption on stamp duty was allowed. Hmvever, the by-laws of 
the society inleral ia include a condition that a person who is a land owner with 
a house in his name. is not eligible to become a member of the society. Since 
the executant owned two houses in Coimbatore city at the time of admission 
as member into the society. he was not eligible .to become a member or the 
society. Therefore, the exemption of stamp duty allowed to the ineligible 
member was not in order. This resulted in non-realisation of stamp duty 
amounting to Rs.11 .60 lakh. 

On this being pointed out in audit. the Department accepted the point in 
September 2003 and stated that action would be initiated to collect the amount 
from the concerned society. 

The matter was also reported to the Registrar of Co-operative Societies in 
October 2002 and to the Government in April 2003 respectively. The 
Government had accepted the audit observation in September 2003 . Further 
reply was awaited (October 2003). 
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Chapier 11: Stamp Duty and l?i.!gistrnfill11 Fees 

4.3.1 Under the provisions of Indian Stamp Act. 1899, the considerat ion. 
market value and all other facts and circumstances affecting the chargeability 
of any instrument with duty, (or) the amount of the duty with which it is 
chargeable shall be ful ly and truly set forth therein . If any person. with an 
intent to defraud the Government. executes any instrument in which all tl1c 
facts are not fully and truly set forth. he shall be punishable with fine which 
may extend to five thousand rupees, besides levy and collection of deficit 
stamp duty . Ir the Regi stering Officer has reason to believe that the market 
vaiue has not been truly .set forth , he may refer the document to Special 
Deputy Collector (SDC) (Stamps) for determination of market value. 

In Di strict Regi stry. Chennai (Central), an extent of25,7l0 sq.ft. of undivided 
share of a site in Anna Salai and V.V.Koil Street, Chennai was conveyed in 
March 2002 by M/s. Arihant Foundations and Housing Limited to Mis.Sterling 
lnfotech Limited. Chennai, for a consideration of Rs. I I crorc. However. il was 
noticed from the' relevant 'records that the fact of the existence of a multi­
storcyed building complex having 90,500 sq .ft buil.t up area on fou rteen floors 
valued at Rs.15 .0 I crorc in the said lands was suppressed . It was also verified 
from the balance sheet of Mis. Sterling lnfotech Limited, fo r the year 
2000-2001 by audit, that the said building had been included in the fixed 
assets. Further. the same building was assessed to property tax in the name or 
M/s. Sterling ln fotcch Limited in January 2000-200 I. 

Failure of the Department to follow the provision as envisaged in the 
Act/Rules and guidelines, resulted in under-valuation of property and 
short-collection of stamp duty and registration fees of Rs.2 . l 0 crore. 

The matter was brought to the notice of the Department in October 2002 ·and 
to the Government in May 2003. They accepted the audi t observation in 
September 2003. Further reply was awaited (October 2003). 

4.3.2 As per · the provisions of Indian Stamp Act, ! 899 and Ind ian 
Registration Act, 1908, stamp duty and registration fees are leviab le on the 
market value of the property conveyed. Guidelines have been issued by the 
Department. to enable the Registering Officers to determine the market va lue 
of the prope1iics conveyed. If the market value is not truly set fo rth in the 
instruments. the Registering Officer, aner registering such instruments may 
refer to the Collector for determinat ion of market value . If the order of the 
Collector is prejudicial to the interest of revenue, the Inspector Genera Lor 
Registration, as Chief Controlling Revenue Authority (CCRA) may revise. 
modify or set as ide the order and may pass such order thereon as he thinks fi t. 
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In Sub Registry, Yillivakkam, an extent of 2.02,740 sq.ft. land in Korattur 
Village which falls in industrial area, was conveyed in 2001 at Rs.15 per sq.ft 
as against the guideline rate of Rs.279 per sq.ft. As the market value of the 
property was not truly sctforth, the documents were referred to the SOC 
(Stamps), Chennai for determination of same. The SOC (Stamps). Chennai 
had adopted only Rs.41 .66 per sq . ft . to the lands conveyed. 

On this being pointed out in audit, the Department referred in June 200 I the 
matter to CCRA for suo motu review. He refixed in September 2002 the 
market value or the property at Rs. l 00 per sq.ft and directed the 
Sub-Registrar to collect the delicit stamp duty and registration fees or 
Rs.16.56 lakh. Report on recovery has not been received (January 2003) . 

The Government to whom the matter was reported in June 2003. accepted the 
audit observation and also informed that the party had gone in appeal to the 
High Court. 

In Sub-Registry. Neelangarai, an extent of 50,094 sq.ft. of land was conveyed 
during the year 200 l through 4 sale deeds. Stamp duty and registration lee 
were not levied on the market value as per guidelines. Instead, the Registering 
Onicer adopted the· value, as set forth in the instrument. This incorrect 
valuation resulted in short levy of stamp duty and registration fees of 
Rs. l 6.25 lakh. 

On this being pointed out, the Department accepted the audit observation and 
stated in .July 2002 that action would be initiated by referring the documents to 
SDC (Stamps). rurther report was not received (October 2003). 

The matter reported to the Government in May 2003. was accepted 111 

September 2003. Further reply was awaited (October 2003). 

In Sub-Registry, Thiruvottiyur. through a lease deed register:c~d_jn November 
200 I, 45 acres of land were leased out to Mis. Videocon Power ··Lirnhed. New 
Delhi. by Tamil Nadu Electricity Board for 35 yeai·s. for generation of 
electricity. Hmvevcr. for the purpose of levying stamp duty. market value of 
the property was determined in November 200 I, adopting the rate applicable 
to agricultural land. instead of that applicable to land used for other 
than agricultural activities. This resulted in undervaluation of property by 
Rs. I. I I crore and consequent short levy of stamp duty to the tune or 
Rs . 12.28 lakh .. 

On this being pointed out the Department accepted the objection in September 
2002 and stated that action had been initiated to collect deficit stamp duty. 
Report on recovery was awaited (June 2003 ). 

The matter was reported to the Government in March 2003 and followed up 
with reminder in August 2003; reply was not received (October 2003). 
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As per the provisions of Section 47 A (as -existed prior to 6 March 2000) of the . 
Indian Stamp Act, the orders of SOC (Stamps) in respect of his determination 
of the market value of a property, may be revised only on an appeal preferred 
by the concerned party to the Appellate Authority. According to Section 47 A 
(3) of the Act ibid, the SDC(Stamps) may suo-motu determine the market 
value of the properties conveyed through the documents, which ·arc not already 
referred to him, within five· ye~rs from the date of registration of the 
document. 

In the office of the SOC (Stamps), Tutitorin, it was noticed that an extent of · 
1,128.44 acres of land in follr villages of Srivaikundam Taluk was conveyed 
through 22 documents to Mis Riverway Agro' Products ·(P) Limited, Chennai . 
These were registered in the office of the District Registrar (Central), Chennai 
during 1994-95 . As the value adopted in these documents was lower than the 
guideline valt1e, the documents were refen"ed to SOC (Stamps), Tuticorin. The 
SOC (Stamps), after determining the market value issued demand notices in 
December 1997 to the party to remit-the deficit stamp duty of _Rs.39.14 lakh . 
Since the party did not respond to the demand notices, the demand was stated 
to have been referred to the revenue authorities for collection under Revenue 
Recovery Act (February 1998). However, on cross verification of records in 
Taluk Office, Srivaikundam, it was noticed that nb such reference had been 
made by SOC (Stamps). 

Further, the SOC (Sta1'nps), after expiry of five ·years from the date of 
registration, made suo-motu revision in November 200 I of the market value of 
the properties already fixed by him in December 1997. The rcfixed value was 
very much lower than the value initially fixed by him, as seei1 fro111 the fact 
that the actual deficit stamp duty collected on the bas.is of the refixation, was 
Rs.4.61 lakh as against the earlier demand of Rs.39.14 lakh . 

The incorrect procedure followed by the SOC (Stamps) for su.o-motu revision 
after expiry of five years from the date of registration, that too i~ respect of the 
documents already 1:eferred to him resulted in loss of revenue by way of stamp 
duty of Rs.34.53 lakh. ' · ·· 

On this being pointed out, the Depa,rtnient stated in September 2003 that the 
matter was under ex~unination. · ' 

The matter was reported to the Government in June 2003 and followed up 
with i·em.inder in August 2003 ; their reply was awaited (October 2003). 

--------- ----- -------- ----------- -----
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4.5.1 Under the provisions of the Hindu Success ion Act. 1956. any property 
possessed by a female Hindu shall be held by her as a full owner thereof and 
not as a limited owner. According to lncjian Stamp Act. 1899. instrument or 
partiti8n means any instrument whereby co-owners of any property divide or 
agree to divide such property in severalty. Thus. the property under the 
absolute ownership of a female member cannot be divided but cou ld on ly he 
sett led to other persons. 

In Sub-Registry, Mylapore (Chennai), a part1t1on deed in which several 
properties worth Rs .2.25 crore were divided in August 1999. included two 
prop.erties . valued at Rs .70.03 lakh. wh ich were fully owned by a !emale 
member. The sa id properties were transferred to the sons of the cider brother 
of her deceased hus_band, who had no right over the properties. I lcnce. the sa id 
properties could only be sett led and cou Id not be partitioned . (vi isclassi fi cation 
of partition-cun:i-settlement as partition deed. resulted in short levy of stamp 
duty a1!~ registration fees of Rs .&.55 lakh. 

On this being poin ted out, the Department direc ted the District Registrar. 
Chennai, in June 2002, to recover the deficit stamp duty and registration fee s. 
Report on recovery had not been received (May 2003). 

The Government to whom the matter was reported in January 2003 accepted 
the audit observation in September 2003. rurther reply was awaited (October 
2003). 

·4.5.2 In tc;·ms or the provisions of Article 55(C) or Indian Starnp /\ct ~ 1899. 
a co-owner may release his ri ght in favour of <\ nothc r co-owner and for such 
release of immovable property situated with in Chennai Metropolitan area, 
starnp duty is leviable at 13 per cent ori the market value of the property. 

In 432 Sub~l\egistry Office~, duri1~g the year 200 1-2002, it was noticed that in 
eight re lease de.eds involv ing Rs.54.44 lakh, besides adopting incorrect value, 
stamp duty was charged at 4 per cent, instead of at 13 per cent. Tliis. resulted in 
short levy of stamp duty and registration fees or Rs.5.48 lakh. 

On this being pointed; the Department accepted all the cases in September 
2003 and stated that an amount of Rs.0.90 lakh had been collected . Report on 
recovery of balance amount was awaited (October 2003 ). 

The Government to \.vhorn the matter was reported bet ween February 2003 
and May 2003. and fo llowed up with reminder in August 2003 . accepted the 
audit observation (September 2003 ). 

/\ dayar. Purasawakkam. Sowcarpct and Villivakkam. 
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Test check of records of departmental offices conducted during the period 
from April 2002 to March 2003 revealed under assessrnent/non-levy of urban 
land tax and luxury tax and incorrect exemption amounting to Rs.21 .10 crore 
ii1 70 cases which broadly fal I under the following categories. 

Urban Land. Tax 

lJ nder asscssrnent/non levy of urban land 53 17.75 
tax 

2 Incorrect exernption 10 2.15 

Luxury Tax 

Non levy of luxury tax 4 1.19 

2 Application of incorrect rate of tax 3 0.01 

During the year 2002-2003, the concerned Department accepted under 
assessments of Rs.69.29 lakh in I I cases out of which an amount of 
Rs.4.69 lakh in 5 cases pertaining to earlier years has been collected. 

A few illustrative cases involving a financial effect of Rs.1 .62 crore are 
mentioned below. 

·---- -· ---- ----------------
67 

'L17 1'1 



I. 

:///(Iii Report (Re1·e1111e Receipt.1) for the year e11ded 31 ,\larch 21103 

Under the Tamil Nadu Urban Land Ta:-; ;\ct (TN ULT /\cl). 1966. as amended 
from time to time, urban lands arc assessable to urban land ta x fi·om 
I July 1991 on the basis of' market value of land, as on 1.July 1981 . In such 
cases, where the revised urban land tax leviablc on the basis of market value 
as on July 1981 exceeds five times the tax already levied, the revised urban 
land tax shall be limited to five times of the tax already levied. 

In three assessment divisions. it was noticed that urban lands measuring 
26.40 lakh sq. ft. belonging to 28 assessees. were not assessed to ta:-; from 
1 July 1991 onwards. This resulted in non-le vy of urban land tax amounting to 
Rs.28.29 lakh as detailed below: 

Mylaporc 2 

2 Mylapore & 2 
Egmorc 

66.740 I Jul y 1991 Lo30 .lune 2000 5.72 

70.079 Bctwcl!n I .July 1991 a~l~-5~3· 

1
30 .lune 2002 · · 

1--3_:_M--~y-· 1-_,_'1_1_0_1_·c=~_,-_ -_ -_ -_3_---- t--3_,s_3_.o9s IJ~9!~-30~1un~ ·;ool-·- ,---- - -9~;~(; 

4 Tambararn 21 21.50,033 l.luly1991to30.lunc2001 7.78 

On this being pointed out, the Department stated between September 2000 and 
February 2003. that the lands had since been assessed to tax and a demand for 
Rs.28.29 lakh raised. Report on recovery was awaited (June 2003). 

The matter was reported to the Government between Apri I and June 2003 and 
followed up with reminder in August 2003; reply had not been received 
(October 2003). 
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Chapter V Oihc!t' /'ax Nc!cei11ts 

Under the provisions or TN UL",r Act. 1991, Government by an ordei·. reduced 
the urban land tax by 50 per cent, in respect or cinema studios both ror vacai1t 
land and built up land . The concession was applicable. so long as the land was 
spec i lien lly used for the purposes of the institutions concerned and any 
vio lation would warrant levy or full tax . 

In T.Nagar Assessment Circle, it w<is noti ced that an extent or 9.88 lakh sq.Ii. 
land in Saligramam Village, owned ·by a cinema studio, was assessed to tax at 
concessional rate for the period I .July 1991 to 30 .lune 2002. As the said land 
was not fully utili sed fo r the purpose of cinema studi o, the concession allowed 
was cancelled in September 1997. However, no d1.:mand for the balance · 
amo~mt of tax was raist!d. This resulted in short colledlon of t_ax o~'. Rs. 18 .23 
lakh for I I years. 

On thi s being pointed out. the Department assessed the lands and 
raised additional· demand in January 2002. Report on recover:v was awaited 
(October ·2003) .. <· . " : ., . 

The matter was reported to the Government in June 2003 ai1d followed up 
with reminder in August 2003; reply has not been rece ived (October 20()°3) . 

Under the pro~ i sion s of Section 27( 1) or TN ULT Act, 1966, the Govcrnil1ent. 
if satisfied that the payment of urban land tax in respect of'any class of urban 
lands or by any class of persons will cause undue hardship, may by order 
exempt. such lands or persons from paymerit . of urban lhild 't ax, or reduce the 

.. amount of such tax, whether. lXospectively or rctrospectiyely. ; 

ln Mylapore Assessnient Division, it was noticed that an extent of 2.02 lakh 
sq.ft. of urban lands owned by M/s. Gai1dhi Nagar Cooperati ve · I louse 
Construction Society Limited, was leased oui· to Mis.Gandhi Nagar Education 

· Society, Kottur for a period or 99 years from 1965 .. The 'lessor was cxeinpted 
from payment of urban land tfix 'vide Gover111he11t Order Issued iii .!Linc 1988, 
without indicati'n.g any 'reasons viz., undue fi na1icial haraship, · etc . The 
incorrect exemption resu lted in non-levy or urban land tax of Rs. I 3'.97 lakh for 
the period I July 1'975 to 3Q June 200 I. 

•;.. 

On this om ission being pointed out, the Department replied in November 
2002, that o rders' were passed by ·Government on application fi·om Society, 
under Section 29(h) \~' herein auto1irntic exen1pti on was available for laiids held 
by educational insti tu tions. The rep ly is not acceptable as the Government 
Order (G.O.) and the exempti on granted thereunder, were not in order, since 
the exemption was gra nted to Mis.Gandhi Nagar Co-operative House 
Construction Society Lim ited (Lessor) which was not an educational society. 
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Thus. the irregular exemption granted had not only n:sultecl in non-levy or 
urban land tax of Rs.13.97 lakh but had also t:xtendccl unintended bendit to 
the assessce. 

The case was reported to Government in April 2003 and followed up with 
reminder in August 2003 ; their reply was .awaited (October 2003). 

As per the Tami l Nadu Tax on Luxuries Act. 1981. luxury tax at the rate of 
twenty five per cent is to be charged for accommodation for residence 
provided in a hotel to any person. where such rate is rupees one thousand or 
more per · room .per • day. Where luxury provided in a hotel to any person 
(not being an employee or the hotel) is not charged at all. then luxury tax is to 
be paid by the proprietor of the hotel. 

In Ooty (South) Assessment Circle, in respect of cottages/rooms occupied 
(where the approved tariff was more than rupees one thousand per day) by 
time share holders of two holiday resorts, for 20.144 room days during the 
year 2000-200 I, luxury tax was neither collected ' by the proprietor nor levied 
and collected by the Department as per the provisions or the Act. Th is resulted 
in non levy or tax or Rs.1.02 crorc. 

On this being pointed out in audit, the Department contended in September 
2002. that time share holders were owners of the cottages and therefore. levy 
of luxury tax did not arise ."The reply is not tenable since, as per the terms and 
conditions of this time share scheme. (i) the member shall be liable to pay all 
levies. taxes. duties, charges. fees etc .. that may be imposed by Government 
and (ii) the relationship of the Company and the unit holder was that or 
licensor and licensee and did not confer any other right. title or interest to the 
unit holder in any of the Company's properties. So. the ti me share holders 
were not owners of the cottages but were members of the Company which 
qperate the Holiday Unit Scheme and which conferred upon them only the 
right of residence for specified number of days in holiday resorts. su~ject to 
avai lability of accommodation. 

The matter \Vas reported to Government in April 2003 and followed up with 
reminder in !\ ugust 2003; their reply was not received (October 2003 ). 
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Test check of records of departmental offices conducted during the period 
April 2002 to March 2003 revealed non/short levy or royalty. dead rent and 
seigniorage fee etc .. amounting to Rs.250.23 crore in 98 cases which broadly 
fall under the following categories. 

During the year 2002-2003, the concerned Department accepted under 
assessments of Rs.2.07 crore in 21 cases out of which Rs.1.79 crore involved 
in 4 cases were .pointed out during the year and the rest in earlier years. An 
amount of Rs.8.49 lakh has been collected (.lune 2003). 

A few illustrative cases involving a financial effect of Rs.163 .05 crore are 
mentioned below. · 
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Under the provisions of Mines and Minerals (Regulation and Development) 
Act, 1957. royalty on limestone is leviablc on the quantity mined and 
removed . 

The raw limestone consumed for production of' ce.ment by the liccncees 
undergoes various processes. After initially being crushed. the 1 imestone is 
fed into kilns for clinkcrisation, the resultant clinker th.en being ground to get 
cement by addition of gypsum and fly ash. 

Test check or records of the offices of the Assistant Director of Geology and 
Mining in six33 districts. revealed that there was no mechanism to ensure the 
correctness of actual quantity or minerai mined and removed . Hence. men.: 
declarations of licencees regarding quantity of mineral mined, furnished by 
12 cement uni ts, based on the transport perm its issued to them by the 
Department were relied upon, and royalty was levied accordingly for lhe 
period from 1996-:-97 to 2001-02. 

Based on the records made available, such as approved derivative lormula as 
accepted by the liccncces. clinker production statements etc .. raw limestone 
put into use for production of clinker was computed. adopting the minimum 
limestone component at every stage as basis. After considering all aspects 
including outside purchase of limestone, it was found that, the licencces 
( 12 cement units) had consumed 3.80 crore Metric tons of clinker for 
manufacture of cement during the period 1996-97 to 2001-02 for which 9.08 
crore Metric tons of limestone would be required. As against this, the 
manufacturers had paid royalty on 5.58 crore Metric tons of limestone only. 
including limestone purchased by them. This had resulted in short accounting 
of 3.50 crore Metric tons of limestone and consequent short levy or roya lty 
amounting to Rs. 113.97 crore during 1996-97 to 2001-02. The Department. 
failed to ensure the correctness of quantity of limestone that was consumed 
before assessment of royalty payable and instead adopted the quantity as 
declared. 

On this being pointed out, the Assistant Director or Geology and Mining, 
Pcrambalur intimated in January 2003 that demand in respect of tivc cement 
units for Rs.43.54 crore had been raised. Report on recovery and reply in 
respect of other cases had not been recei ved (September 2003 ). 

The case was reported to the Government in May 2003 and followed up with 
reminder in August 2003; their reply has not been received (October 2003) . 

Coimbatore. Dindigul. Pcrambalur. Salem. Tiruncl\'cl i and Virmlhunagar. 
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According to Rule 8-E of Tamil Nadu Minor Minerals Concession Rules, 
1959, introduced in September I 998, all lessees of granite quarries, granted 
leases under erstwhile Ruic 39, and where the leases were still in force, were 
to pay one time lease amount fixed by District Collector, besides seigniorage 
fee or dead rent. In the event or lease amount not being paid within the 
stipulated time of 60 days. the lease would be deemed to have been cancelled. 
Any person in possession of lease hold area, thereafter shall be deemed to be 
in unlawful possession of the said land. The District Collector shall. after 
giving notice, charge from the person double the rate of lease and evict the 
lessee from lease hold area. 

During audit of the office or Assistant Director of Geology and Mining. 
Dharmapuri. it was noticed. that Mis.Tamil Nadu Minerals Limited (TAMIN -
a public sector undertaking) was granted leases for five granite quarries for a 
period of 20 years from 1996 to 2016 under erstwhile Ruic 39, 1-lowevei·. the 
Department raised the demand for lease amount of Rs.2 l .47 crore only in 
April 2001, which had not been paid upto June 2003. , The Department 
had neither taken steps to collect the same nor cancelled the leases for 
non-payment nor, raised demand for double the rate of lease amounts and taken 
action to evict the lessee. This resulted in non-realisation of the lease amount 
of Rs.42.94 crore. 

On this being pointed out, the Department stated in May 2003 that 
clarifications were sought for from Government in November 1998, regarding 
fixation of lease amount. The reply is not tenable as the Government had 
clarified in July. 2000, and the Department had accordingly raised thedcmand 
in April 2001, but 'no action was taken to recover the amount due and to evict 
the lessees. 

The matter was reported · to the Government in June 2003 and followea up 
with reminder in August 2003; their reply had not been received (October 
2003). 

According to Rule 39 (as existed upto July 1996) of Tamil Nadu Minor 
Minerals Concession Rules, 1959, Government in public interest may grant 
quarrying licence to quarry any mineral on terms and conditions different from 
those laid down in the Rules. As per Ruic 8-E (introduced with effect from 
17 September 1998) of the Rules ibid, all leases granted under erstwhile 
Rule 39, shall pay one time lease amount, besides seigniorage fee or dead rent. 
The lease amount shall be paid within sixty days from the date of receipt of 
demand notice, failing which the lease is deemed to have been cancelled. 
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In Yi llupuram District, it was noticed that a lease was granted in December 
1995 to M/s Tamil Nadu Minerals Ltd. , for quarrying black gnrnitc for 
20 years from July 1996 to July 2016 over an C'\tcnt of 20.28 hectares of 
government land . Hmvever. neither the lease amount was fixed nor the b1sc 
cancelled, which resulted in non- levy of lease amou nt of Rs.1.74 crorc. 

On this being pointed out the Department directed in April 2003 the Ass istant 
Director of Geology and Mining. Yillupuram to raise the demand . Further 
reply was awaited (October 2003) . 

The case was reported to Government in May 2003 and followed up with 
reminder in August 2003 ; their reply was not received (October 2003) . 

As per the provisions or Ruic 8( I O)(b) of Tamil Nadu Mi nor Mineral 
Concession Rules, 1959. seigniorage fee is lcviablc on the quantity of minerals 
removed at the prescribed rates. The seigniorage fee lcviable for size redt1ccd 
(broken or crushed) stones, including metal jelly ballast, milestone and hand 
chakkais is Rs . 7 per I 0 cubic feet. 

In Kancheepuram and Tirunclvel i districts. it was noticed, that in respect or 
98 lessees during the period 1998-99 to 2001 -02, fo r removal of 196.88 lakh 
cubic feet of minor minerals viz. , sand, stone, earth , jelly. chakkais. etc. as 
against correct seigniorage fee of Rs.1.02 crore leviable, the Department 
levied Rs.90.38 lakh only, due to application of incorrect rates. This resulted 
in short-levy of seigniorage fee of Rs.I 1.90 lakh. 

On this being pointed out, the Department accepted the audit observation 
between · November 2000 and April 2003 and issued demand notices. ;\n 
amount of Rs.1 .51 lakh had been collected (April 2003) . Report on recovery 
of balance amount was not received (October 2003 ). 

The matter was reported to the Government in January/February 2003 and 
fo ll owed up with reminder in August 2003; repl y has not been received 
(October 2003). 

Under the Tamil Nadu Minor Mineral Concession Rules, 1959, the lease 
period for quarrying sand shall be three years from the date of co111111cnee111cnt 
of lease and a lessee shall , before the commencement of each year of lease. 
pay the lease rent for that year without fail. 
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In Lhree3
·
1 districts. it was noticed that in ' respect or 13 lessees. lease rent for 

the years 1996-97 and 1997-98 \Vas not dcm ~mdcd . This icsulted in non­
realisation or lease rent of Rs.13.10 lakh. 

On this being pointed out, the Depart111c11t ~lated. bet\\'ccn September 1998 
and September 2002, that demand notices were issued in r-cs1icet or 
Dharmapuri and Madurai District. An amount of Rs.1 .51 lakh (Dharmapuri) 
had been collected. f-urther report was not received (October 2003). 

The matter was reported to the Government in March/April 2003 and followed 
up with reminder in August 2003: reply has not been received (October' 2003). 

6.7.l As per Ruic 10 (h) of the Tamil Nadu Silkworm Seed (Production. 
Supply and Distribution) Rules, 1957, a fee of 10 paisc for every kilogram or 
cocoons transacted in the market shall be recovered from the reeler. 
Government, without amending the relevant provisions of the Act. approved in 
May 1990 the proposal of the Directoi· ·of Sericulture (DOS) to constitute a 
fund called ·scriculturc Development and Price Stabilisa tion Fund' with a 
view to utilising the resources generated for overall improvement or the 
Scriculturc industry and directed that a !Cc at the rate or 0.75 per cem on the 
value of cocoon and silk transacted both in the silk cxch<ingc and cocoon 
markets be collected from both the buyer and seller and credited to the fund . 

It was. however, noticed that the Assistant Director of Sericulture collected the 
levy from the buyers at cocoon markets, at the rate of I 0 paise per kg. during 
the period from May 1990 to December 1997 arid .rem itlcd the same into 
Government account regularly instead of at the revised rates . Thi s resulted in 
loss of Rs.2.68 crore. 

6.7.2 All moneys received by or on behalf of Government should be credited 
to government account without delay. 

A committee constituted in December 1996 for the purpose or efTcctive 
utilisation or the 'Sericulture Dcvelopn-ient and Price Stabilisation Fund' 
resolved In December 1997 to charge the fee at revi sed rate (approved by the 
Government in May 1990) from January 1998, and to keep the amount so 
collected in savings bank account instead of depositing the same to 

government account. 

.l ·I Dharmapuri . Mad urai and Trichy. 
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It was, however, observed. that the Anna Silk Exchange. Kanchccpuram 
collected Rs.2.15 crore on account of levy from January 199 1 to December 
1997 and kept the amount in savings accoqnt and earned interest of Rs.1.0 I 
crore. The Exchange remitted a sum of Rs.2.28 crorc to the Director of 
Sericulture. Salem. during the period from I 0 September 1998 to July 1999 
and balance of Rs.0.88 crore was still retained by it wh ich is a serious 
irFegularity. 

6. 7 .3 The Government issued instructions in October 1998 and agam 111 

October 1999 to the Director of Sericulture, Salem to remit the colleetion on 
account of fund in government account. 

Scrutinv of records of Director of Sericulture Salem revealed. that a sum of . ' . 

Rs.5.26 crore. being collection' made by the Assistant Director of Scriculture. 
from cocoon market during the period from January 1998 to August 2000 and 
by the Anna Silk Exchange. during January 1991 to August 2000 and sent 'to 
the Director, was rem itted in government account only in September 2000 
which is a serious irregularity. 

The matter was referred to Government in June 2003; Government in their 
repl y in November 2003 accepted the facts and st~~Af'H}J ,Ltiss.j~l inary action 
had been initiated against the officials for diverting the levy collected. 

The Government ordered in November 1987, that the lease rent for 
government lands/buildings be enhanced once in three years. 

The Government leased out a piece of land measuri11g. 20,000 s·q.11 situated in 
Tallakulam, Madurai to Mis. Indian Oil Corporation (IOC) in September 1964 
on payment of lease rent. In pursuance of above order, Executive Engineer, 
Public Works Department (PWD) revised the lease rent from 1989. The next 
revision of lease rent was due in January 1992 and January 1995. 

The Chief Engineer, Public Works Department, Madurai submitted proposal 
to Government only in May/June 1997 for revising the lease rent to Rs.4.40 
lakh per annum from January 1992 and to Rs.9.50 lakh per annum from 
January 1995; but the proposal had not been approved by the Government, so 
far. 
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Rent at revised rates was, however, demanded from IOC by EE, PWD, Periyar 
Vaigai Basin Division 'in September 1997. However, IOC appealed in May 
1998 to the Government for reconsideration of the revised rent on the plea that 
it was a public service organisation and that the upward revision would 
adversely affect the viability of its operation. No decision has been taken by 
the Government on the appeal of the IOC so far (March 2003). 

Government's indecision ·on the proposal made by CE in May 1997 for 
revision of lease rent resulted in short collection of lease rent to the tune of 
Rs.57 .84 lakh for the period January 1992 to December 2002. Moreover, 
further revisions had also become due in January 1998 and January 2001. 

The matter was referred to Govemment in March 2003; reply had not been 
received (October 2003). · 

Cbennai, 
The 25 F e1t 20<)4. 

New Delhi, 
The 10 Mar 2004 

(T.THEETHAN) 
Accountant General (Audit) II 

TamilNadu 

Countersigned 
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