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PREFATORY REMARKS 

Tins Report f or the year ended 31 flfarch 1995 has 
b Pcn p 1~f>par ::d for submission to rhe Governor under 
A1r ic l e JSl 121 of the Constitut ion. 

The nudjc of revenue receipts of the State 
Go-,ernme n t is conducted under Section 16 of the 
Comptroller and Auditor General's (Duti es, Powers and 
l 'oud1Lions of Service) Act , 1971. This Report 
p1·ese11ts the results o f auclit of receipts comprising 
s<1 Les t.a 1':, state excise, tuxes on mot or vehicles, 
r-1xei..: on agricultural income , land revenue, stamp 
.wty and registration f ees, entry tax , entertainments 
rax and forest receipts. 

The cases mentioned in this Report are a mong 
those whi ch came to not ice in the course o f test 
Hudit of records during the year 1994-95 as well as 
Lhose notice d in earlier years but could not be 
included in previous Reports. 
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OVERVIEW 

This report contains 42 paragraphs including 2 
reviews 
duties, 
Rs.45.78 

relating to non-levy/short levy of taxes, 
interest, penalty, etc., involving 

crores. Some of the major find ings are 
mentioned below: 

1. General 

( i) The revenue realised by the State Government 
during 1994-95 amounted to Rs . 5,136.98 crores 
comprising tax revenue of Rs.4,289.31 crores and 
non-tax revenue of Rs.847.67 crores. A sum of 
Rs.1,135.93 crores was received from Government of 
India as the State's share of divisible Union taxes 
and Rs. 695. 48 crores as grants-in-aid. Sales tax 
(Rs . 2,505.76 crores) formed a major portion 
(58 per cent ) of the tax revenue of the State. 
Interest receipts (Rs.402.64 crores) a~counted for 
48 per cent of the non-tax revenue . 

[Paragraph 1 . 1] 

(ii) Test check of the records of Sale~ Tax, State 
Excise, Motor vehicles, Land Revenue, Forest and 
other departmental off ices conducted during the year 
1994-95 revealed under-assessments, short levy, loss 
of revenue, etc. , amounting to Rs. 107. 09 crores in 
2062 cases. The concerned departments accepted 
under-assessments, short levy, etc., of 
Rs.12.28 crores, of which Rs.11.01 lakhs had been 
pointed out in 1994-95. Departments recovered 
Rs . 29.93 lakhs at the instance of audit . 

[Paragraph 1.10] 

(iii) 2703 inspection reports issued up to December 
1994) containing 8,019 observations involving revenue 
of Rs. 315 . 19 crores were pending settlement at the 
end of.June 1995. 

[Paragraph 1.12] 

2. Sales Tax 

(i) Application of incorrect rate of tax in 19 
cases and incorrect classification of goods in 7 
cases resulted in short levy of tax amounting to 
Rs.4 0 .72 lakhs . 

[Paragraphs 2 . 2 and 2 . 3] 
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(ii) In 26 cases, incorrect 
taxable turnover resul ted in 
amounting to Rs.44.59 lakhs. 

determination 
short levy of 

Qf 
tax 

[Paragraph 2. 4] 

(iii) Incorrect grant of 
resulted in short levy 
Rs.71.72 lakhs . 

exemption 
of tax 

in 29 cases 
aggregating 

[Paragraph 2 . 5] 

(iv) In 48 cases, turnover tax not levied or levied 
short amounted to Rs.55.70 lakhs. 

[Paragraph 2 .10] 

(v) In 7 cases, excess collection of tax amounting 
to Rs. 96 . 14 lakhs made by dealers was not demanded 
and penalty levied as required. 

[Paragraph 2.11(iii ) J 

, 3. ~tate Excise 

(i) A review on 'Collection of excise revenue' 
disclosed the following: 

(a) The department did not have firm sets of figures 
of a r rears of excise revenue and the arrears as 
reflected in the records of department did not 
include certain components forming part of excise 
revenue. 

[Paragraph 3.2.5] 

(b) Though conditions of stay granted by Courts 
against collection of enhanced licence fees were not 
honou red by the 1 icensees , the department did not 
take steps to settle the cases and as a result, 
arrears of Rs.677.13 lakhs remained uncollected. 

[Paragraph 3 . 2 . 7 (ii) and (iii)] 

. (c) In Kolar district a registered contractor 
actually turned out to be a worker under a defaulting 
contractor · who was prevented from participating in 
the auction. Thi& person also failed to pay the 
rental amounting Rs.69.74 lakhs • indicating 
inadequa te verification of person's eligibility to 
bid. 

[Paragraph 3 . 2. 8 (i) (a)] 
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(d) Allowing an ineligible c~ntractor to participate 
in excise auction for the disposal of right of retail 
vend of arrack in Hassan district for 1990-91 and 
acceptance of his off er led to arrears of 
Rs.112 lakhs. 

[Paragraph 3 .2 . 8 (i) (b)] 

(e) Failure on the part of department to initiate 
timely action to cancel the right of lease and to 
take effective follow up steps for collection of 
arrears resulted in non-collection of excise revenue 
of Rs.692 lakhs in a single case in Dakshina Kannada 
district. , 

[Paragraph 3. 2. 8 ( i) ( c )] 

(ii) In the cases of transport of spirit, of 
maturation of compounded spirit and of manufacture of 
Indian liquor in three distilleries in Bangalore 
(Rural) district, the wastage claimed and allowed 
during 1993-94 exceeded the maximum wastage 
allowable, resulting in loss of revenue of 
Rs.64.96 lakhs. 

[Paragra ph 3 . 5] 

(iii) In 4 cases , loss of revenue of 
Rs.1,872.51 lakhs (including interest on belated 
payment of rent) due to reauction and departmental 
and interim arrangements made consequent upon the 
default of contractors who were originally entrusted 
with the retail vend of arrack, was not recovered 
from the defaulting contractors. 

[Paragraph 3.9] 

(iv) Application of incorrect rate and failure to 
apply revised rate of excise duty in 4 cases resulted 
in short levy of duty amounting to Rs.59.69 lakhs. 

[Paragraph 3 .10] 

(v) Application of incorrect rate of tax on the sale 
of arrack and in computation of tax on the enhanced 
rate of excise duty in the case of arrack processing 
units resulted in short levy of sales tax of 
Rs.54.47 lakhs 

[Paragraph 3.13(i)] 
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(vi) Interes t amounting to Rs. 25. 44 lakhs due on 
belated payment of rent by arrack contractors in 3 
districts during the year 1993-94 was not recovered. 

[Paragraph 3 . 14] 

4 . Taxes on Motor Vehicles 

Composite fees amounting to Rs . 6 . 88 lakhs were 
either not collected or short collected for the 
period from July 1993 to August 1994 on 351 vehicles. 

[Paragraph 4.4(i) and (ii)] · 

5 . Taxes on Agricultural Income 

(i) Interest of Rs .12. 86 lakhs leviable on belated 
payment of tax was not levied in 6 cases for the 
years 1987-88 to 1992-93. 

[Paragraph 5. 5) 

(ii) In 18 cases, penalty aggregating Rs . 8 . 28 lakhs 
leviable due to short payment of advance tax and on 
account of non-payment of the tax demanded by the due 
dates, was not levied. 

[Paragraphs 5.6(i) and (ii)] 
' 

6. Land Revenue 

(i) In 11 taluks, demands for water rate aggregating 
Rs.30.11 lakhs received from the Irrigation Officers 
were not raised by Revenue Department. 

[Paragraph 6 . 2] 

·(ii) Non-booking and non-collection of penal water 
rate in 3 taluks amounted to Rs.128.66 lakhs. 

[Paragraph 6 . 3] 

(iii) Non-levy and short levy of maintenance ceps in 
12 taluks amounted to Rs.23.81 lakhs. · 

[Paragraph 6. 4) 

.. 
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7 . Other tax receipts 

A review of 'Survey, registration, assessment 
and collectio~ of entry tax' disclosed the following: 

(a) There 
collection 
which no 
department. 

was a shortfall of Rs.3,232 lakhs in 
of estimated entry tax during 1993-94, for 

reasons had been furnished by the 

[Paragraph 7 . 4 . 6 ] 

(b) There were delays ranging from 2 to 53 months in 
disposal of applications for registration by dealers. 

(c) More 
assessment 
not been 
resulting 

[Paragraphs 7 . 4.8 (i} and (iii)] 

than 50 per cent of the cases due for 
in a year during 1991-92 to 1993-94 had 

assessed during the same year 
in postponement of revenue realisation. 

[Paragraph 7 . 4.9 (i)) 

(d) Incorrect assessment led to non/short collection 
of entry tax of Rs.45.48 lakhs in 18 cases in 
4 city/districts. 

[Paragraph 7 . 4 . 9(iv) (a) and (b)] 

(e) The arrears of tax at the end of 1993-94 
amounted to Rs.3,041 lakhs. There were instances of 
not taking demand s in the Register of Demand, . 
Collection and Balance and of delays ranging from one 
month to 20 months in taking demands to the Register. 

[Paragraphs 7.4.lO(i) and (ii)] 

8 . Non-tax receipts 

Sale of teak poles through auction at less than 
the seigniorage rates fixed resulted in loss of 
revenue of Rs . 157 lakhs in Madikeri division between 
June 1993 and January 1994. 

[Paragraph '8. 2] 
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Ch art - I 
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(Refer Paragraph 1.1) 
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CHAPTER 1 

GENERAL 

1 . 1. Trend of revenue receipts 

The tax and non-tax revenue raised by Government 
of Karnataka during the year 1994-95, the State's 
share of divisible Union taxes and grants-in-aid 
received from Government of India during the year 
and the corresponding figures for the preceding two 
years .are given below and also exhibited in Chart I: 

• 
1992-93 1993-94 1994-95 

(in crores of rupees ) 

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

I. Revenue raised by 
State Government 
(a) Tax revenue 3,097.81 3,812.34 4,289.31 
(b) Non-tax revenue 802 . 54 733.57 847.67 

Total 3,900.35 4,545.91 5,1~6.98 

. 
II. Receipts from 

Government of · India 

(a) State's share of ~ 

<;iivisible Union 
taxes 931.97 1,017.41 *1,135.93 

(b) Grants - in- aid 589.34 761.33 695 . 48 

Total 1,521.31 1,778.74 1,831.41 

* For details, please see 'Statement No.11 - Detailed Account 
of Revenue Receipts and Capital Receipts by Minor Heads' in the 
Finance Accounts of Government of Karnataka for the year 1994 -
95 . Figures under the head • 0021 - Taxes on Income Other than 
Corporation Tax - Share of net proceeds assigned to States' 
booked in the Finance Accounts under •A - Tax Reve nue' have 
been excluded from Rev~nue raised by the State and included in 
the State ' s share of divisible Union Taxes in this Statement . 

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

III. Total receipts of 
State Government 

5,421.66 6,324.65 6,968.39 

IV. Percentage of 
I to III 72 72 74 

(i) The details o f tax revenue raised during the 
year 1994-95 and for the preceding two years are 
given below and also exhibited in Chart II: 

Revenue heads 1992 - 93 1993 - 94 1994 - 95 Percencage of . 
inc reaoe ( +) 

decrease ( -) 

(in crores of rupees ) in 1994-95 

o ver 1993- 94 

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

l . Salee Cax 1 ,775 . 80 2,27 7 . 90 2. 505 . 76. (+) 10 

2 . Scace Bxcioe 515 . 33 639 . 07 713 . 47 ( + ) 12 

3 . scamps and 

Regiscr acion Peee 224 . 38 240 . 85 3 72.49 (+ ) 55 

4 . Taxes o n vehic les 220. 51 259 . 78 290 . 99 (+) 12 

5 . Taxea o n Goodo 

and Paasengero 109 . 84 132. 68 117 . 00 (-) 12 

6. Other taxeo on 

In.come and 

Bxpendi ture 61. 07 77 .98 92 . 40 ( + ) 18 

7. Other taxes and 

Duties on 
• 

Commodi ties and 

Services 77 . 39 88 . 31 90 . 91 (+) 3 

8 . Land Revenue 16 . 78 16 . 07 19 . 78 (+) 23 

9 . Taxes on Agricul -

t.ura l Income 10 . 86 9 . 01 16 . 82 (+) 87 
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Ch:=irt - II 

GROWTH OF TAX REVENUE 
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Chart - III 

TAX REVENUE 
(Refer Paragraph 1.1(i)) 
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(1) (2) (3) ( 4 ) (5) 

10 . Taxeo and Dut1eo 

on lllectr:=ity 85.85 70.69 69.69 ( -) l 

... 

Tot: al 3097.81 3812.34 4 , 2 8 9.31 ( + ) 11 

Sales Tax accounted for 58 per cent of total tax 
revenue collected during 1994-95. State Excise 
constituted 17 per c ent. The details are exhibited 
in Chart-III. 

Reasons reported by departments for variations 
in receipts under six heads of revenue during 1994-95 
as compared to 1993 - 94 were as under; 

(a) Sales Tax - The increase (10 per cent ) was 
on account of normal growth rate of revenue. 

(b) State Excise - The increase (12 per cent ) 
was mainly due to prompt levy and collection of 
interest on belated payment of rent and also due to 
increase in consumption of liquor and realisation of 
more revenue on raids. 

( c) Taxes on Vehicles The increase ( 12 per 
c ent ) was attributed to the growth of vehicles and 
additional resource mobilisation measures. 

(d) Taxes on Goods and Passengers - The decrease 
(12 per cent ) was mainly due to abolition of tax on 
71 goods. 

(e) Other taxes on Income and Expenditure - The 
increase (18 per cent ) was on account of widening of 
tax base. 

(f) Taxes on Agricultural Income - The increase 
(87 per cent ) was attributed to good crop of coffee 
and also on account of change in the procedure for 
trade and procurement of coffee seeds from Coffee 
Board and the increased additional payments by Coffee 
Board. 

Reasons for variations in respect of 
Registration Fees and Land Revenue though 
(May 1995) from the departments, have 
received (September 1995). 

Stamps and 
called for 

not been 

(ii) 
t he 

The details of non-tax revenue realised during 
year 1994-95; along with figures for the two 

I 
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preceding years are given below and also exhibited in 
Chart-IV: 

Revenue heado 1992 -93 1993-94 1994-95 Percentage of 

increao~ ( +l 

(In croreo of rupeeo) or decreaoe ( -) 

in 1994-95 

o ver 1993-94 

Foreot1y and W1 ld L1 (e 69.09 91. 98 95.08 (+) 3 

2 Non- (errouo M111ing and 

Metallur91cal lnduatr1ea 36.38 41.19 61. 45 (+) 49 

' M1ocell~neouo General 

5erv1ceo 126.57 27.63 42 .58 ( + ) 54 

4 Vil lage and Small 

Induotr1eo 21.35 21.59 32.65 (+) 51 

s Medi cal and Pub he 

Heal ch 11 .24 22 .37 22.81 ( + ) 2 

6 Intereot Rece1pto 356.94 337.77 402.64 (+) 19 

7. Education, Sporto, Art 

and Culture 18 . 52 17.67 15.79 ( -) 11 

8, MaJor and Medium 

Irrigation 16.45 13.55 ' . 13 .19 ( -) 3 

9. Co-operation 8.43 9.95 11.13 (+) 12 

10. Induotrieo 4 .73 9 .06 17. 4 6 (+) 93 

11. Othero 132.84 140. 8 1 132. 89 ( -, 6 

----
Total 802.54 733.57 847.67 ( +) 16 

Major portion of non-tax revenue collected 
during 1994 - 95 was from Interest Receipts (48 per 
cent ) . Receipt under Forestry and wild Life formed 
11 per cent . The details are exhibited in Chart V. 

in 
as 

Reasons reported by dep?rtments 
receipts under two heads of revenue 
compared to 1993-94 were as under; 

for variq.tions 
during 1994 - 95 

(a) Non- ferrous Mining and Metallurgical 
Industries - The increase (49 per cent ) was due to 

.. 

. I 
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Chart - lV 

GROWTH OF NON- TAX REVENUE 
(Refer Paragraph 1.1(ii)) 

(In croree of rup eee) 
1---- -, 

802.54 
847.67 

733.57 

1992-93 1993-94 1994-95 

Ch;:ir t - V 

NON-TAX REVENUE 

/ 
: 

:)·r,er • 
~4!-j ~J~ croree 

(Refer Paragraph 1.1(ii)) 

l r.rf:i'0 'J I •11,..01p•·~ 

•1 • •:? (>ll croree .- -·- - -· 

• .J .. 

'\ 
\ 

I 

M & G Sur v:.:-8:; 
42 58 cro ree 

Nor.-'m •1111s rn1n ng 
6 ... e1 f, crorea 

l'.'.tori-;:;1 1 y /?, W!Jllfe 
Dfi nA c rorH 

I 



10 

payment of arrears of royalty on limestone and others 
by Cement companies on account of Supreme Court 
decision, increase in rates of royalty on minor 
minerals and establishment of check posts to prevent 
illegal quarrying a nd transportat.Lon of minor 
minerals. 

(b) Miscellaneous General Services The 
increase (54 per cent ) was mainly due to increase in 
sale of lottery tickets and also due to conduct of 
Silver Jubilee Bumper Draw in January 1995. 

Reasons for variations under other heads of 
revenue, though called for (May 1995) from the 
departments, have not been received (September 1995). 

1. 2 . Var iations b e tween budget estimates 
and actuals 

1.2.l. The variations between budget estimates of 
revenue for the year 1994-95 and the actual receipts 
are given below: 

Budget Actuals Variation Percentage 

estimates Excess (+)/ of 
shortfall(-) variation 

in crores_ of rupees) 

1. Tax re,,enue 4,882.13 4,289.31 ( -) 592.82 ( - ) 12 

2. Non-tax revenue 1,067.74 847 .67 ( - ) 220. 07 ( - ) 21 

3. States' share of divisible 
Union taxes 1, 115.07 1, 135 .93 (+) 20.86 (+) 2 

4. Grants-in-aid from 
Government of India 1, 103.42 695.48 ( - ) 407.94 (-) 37 

Total 8, 168.36 6,968.39 (-)1, 199 .97 ( -) 15 
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The major 
estimates of revenue 
principal heads of 

variations betwe en Budget 
and actual receipts under the 

revenue f or the year 1994 - 95 are 

1.2 . 2. 

shown be low: 

Revenue heado 

(Al TAX J.'6VENUB 

Budget Ac tual Vari.ation 

eot imilteo 6xceoo ( + ) 

shortfall (-) 

(in c roreo of rupeeo) 

rece1pto 

1 . Saleo Tax 2,875.00 2,505 .76 (- ) 36!1.24 

2. S t ate Bxc1oe 

3. S t a mpo and Regiotrat ion 

Peec 

4. Taxec on Vehicleo 

5 Taxec o n Goode and 

Paooengero 

6. Other Taxeo on I ncome and 

Bxpenditure 

7 . Ot her Taxec and Dutieo on 

Comodit i eo a nd Serviceo 

8. Taxeo on Agricultural 

Income 

9. Taxeo and Dut1eo on 

Blectr1c1ty 

(Bl NON- TAX RBVBNU6 

1 . Inter eot Re c e ipto 

2 . Non- f e r rou o Mining and 

Metal lurgical Induotrieo 

3. Medical and Publ ic Hea lth 

4 . Bducat ion, Sporto , Art 

a nd cultur e 

5. Major and Me d ium I rrigatio n 

6. Induotri eo 

806.92 71 3.47 (-) 93 . 45 

330.00 372. 4 9 (+) 42 . 49 

3JO. 00 290 . 9 9 (-) 39 .01 

204.00 117.00 ( -) 87 . 00 

110.00 92 .40 (-) 1 7.60 

1 06.21 90.91 (-) 15.30 

15.00 16 . 82 ( + ) l. 82 

85 .00 69.69 (-) 15.ll 

526.20 4 02.64 (-)123.56 

41.91 61.45 (+) 19.54 

15.97 22. 8 1 (+) 6. 84 

23. 64 15 . 79 <-> 1 .es 

40.00 ll.19 (-) 26.81 

10 .73 17. 46 ( +) 6. 73 

Percentage 

of 

variation 

( - ) l3 

(-) 12 

( + ) l3 

(-) 12 

(-) 4 3 

(-) 16 

(-) 14 

(+) 12 

(-) 18 

(-) 23 

(+) 47 

( + ) 4 3 

(-) 33 

(-) 67 

(+) 63 

/' 
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The reasons for variations between the budget 
estimates of revenue and the actuals in the case of 
nine heads of revenue as reported by the concerned 
depar~ments were as under: 

(a) Sales Tax - Shortfall of 13 per cent was 
mainly due to exemption from tax and reduction in 
rate of tax on certain goods. 

(b) State Excise - Shortfall of 12 per cent was 
attributed to fall in rentals and to losses of rental 
revenue on account of terminating of original leases 
and consequent departmental vending/ interim 
arrangeme_nts. 

(c) Stamps and Registration Fees - The increase 
of 13 per cent was on account of increase in market 
valuation rates of properties and escalation in cost 
of properties. 

(d) Taxes on vehicles - Shortfall of 12 per cent 
was attributed to short payment of tax by the 
Karnataka State Road Transport Corporation. 

(e) Taxes on Goods and Passenger - Shortfall of 
43 per cent was due to abolition of tax on 71 goods. 

(f) Other Taxes on Income and Expenditure 
Shortfall of 16 per cent was due to non-realisation 
of expected revenue. 

. 
(g) Other Taxes and Duties on Commodities and 

Services Shortfall of 14 per cent was due to 
introduction of slab system for Entertainment Tax. 

(h) Taxes on Agricultural Income - Increase of 
12 per cent was due to change in the procedure for 
trade and procurement of coffee seeds from Coffee 
Board and the increased additional payments made by 
Coffee Board. 

(i) Non - ferrous Mining and Metallurgical 
Industries Increase of 4 7 per cent was due to 
upward revision in the rate of royalty on minor 
mineral$ (from May 1994) which was not taken into 
account in the Budget estimates. 

Reasons for variations under other heads of 
revenue, though called for (May 1995) from the 
departments, have not been received (September 1995) . 

. · 



13 

1. 3 . New taxation measures 

particulars 
pattern of taxation and 

The of changes i n 
anticipated 

the existing 
increase in 

revenue along with actual realisation dur ing the year 
1994-95, in respect of Commercial 
Vehicles Department are given below 

Taxes and Motor 

Net Additional 

Meaoureo reoourceo 

Propooed Realioed 

(in lakho of rupeeo) 

(a) Salao Tax : 720 

(b) 

Increaoe in the 

rateo o f tax on 

certain commoditieo 

Prof eooiono Tax 

Iner aoe in the 

rat:eo of tax in 

reopect of certain 

claoseo of peroono 

and addition of 

certain c laooeo of. 

peroono aooeooable 

to tax 

211 

(c) Betting Tax 300 

Increaoe in t:he rate 

of tax 

(d) Sntry Tax : 

Impooition bf entry 

tax on Aviation 

160 

Turbine Fuel 

(e) Motor Vehicleo Tax 

Rat:ionalioation of 

522 

t he mot:or vehiclea 

taxation otructure, 

withdrawal of tax 

conceooion allowed on 

cert:ain goodo vehicleo 

and enhance111_ent of tax 

on mot:or caro and other 

oimilar categorieo of 

vehicleo. 

884.78 

235.86 

267.01 

142.63 

629 

Percent:age of 

Bxceoo (+) 

Shortfall (-) 

(+) 23 

( .. ) 35 

(-) 11 

(-) 11 

<: ) 20 

Remarko 

Bxceoo wao due to 

incraaoe in turnover 

and rationalioation 

of tax otruct ure. 

No reaoon had been 

furniohed by the 

department. 

No reaoon had been 

furniohed by t:he 

department. 

No reaoon had been 

furniohed by t:he 

department . 

Bxceoo wao attributed 

t o better 

adminiotrative 

efforto. 

I 
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1. 4. Cos t of collection 

The gros s col l e c t i on unde r major revenue 
receip ts , expe ndi ture incu rred i n t heir col l ection 
and the perce ntage of such exp end iture to gross 
col lec t ions during the years 1992- 93, 1993-94 a nd 
199 4 -95 along with the relevant all-India average 
p e rcentage of expenditure on collection t o gross 
collection for 1993-94 are given below : 

Revenue heado 

1. Saleo Tax 

2 . State Exc 1 oe 

Year 

1992 -93 

1993-94 

1994 - 95 

1992-93 

1993-94 

1994-95 

Groso 

colleccio n 

Expenditure 

on collec-

tl.On 

Percentage 

of cooc of 

colleccion 

All India 

a verage 

percencage 

co grooo for th~ 

colleccion year 

(1.Ll croreo of rupf>eci) 1 9 91 -94 

l, 775. 80 

2,277.90 

2 so; 76 

515 Jl 

639.0~ 

713 .47 

2 1 26 

24 .0~ 

l' 4 11 

17 . 1 7 

19.85 

l.:? 

l. j 

1. 0 

2.6 

2.7 

2 .8 

1.3 

J . Taxeo on Vehicleo 1992 -93 220.S l 

259 78 

290.99 

!;.}": 

4 . Scampo and Regi-

otration Peeo 

1993-9 4 

1994 -95 

1992 -93 

19 93-94 

1994-95 

1.5. Arrears of reve~ue 

22 4 .311 

.40 BS 

372. 49 

7 . S!J 2. ') 2.6 

8. 11 ~.8 

4 . -

12. 12 '> 0 4 8 

ll.10 J.O 

As on 31 Ma r ch 1995, arrear s in collection of 
reported by t he pri ncipal he ads o f revenue , a s 

departments concerned are given b e l ow 

Head o f Revenue 

(l) 

l.Saleo Tax 

Amount of 

arrearo ao 

011 31 March 

1995 

Arrear~ mo1e 

than 5 year o 

old 

!in croreo of rupeeo) 

(2) (3) 

487 . 53 

Remarko 

( 4 ) 

Out of 48 7 . 53 crores, Ro.lB .34 

crores had been certi f ied for 

recovery ao a rrearo of land 

revenue, recovery of 

Rs . 1 77.89 croreo h a d been 

,.. 
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(1 1 (:?) (3) 

179.60 r;o 15 

3 . Ent r· Ttt>: 37.31 

4.Profeooiono 11.02 

Tax 

5.Taxeo on 6.09 

Agriculcural 

Income 

~.Bncertainmento l. 95 

Ta x 

( 4 ) 

otayed by the r.ourtu, 

Ro .7. 58 croreo likely to 

be written off and the bdlanc-,. 

o f Ro .283.72 croreo wao under 

var 1ouo ota9eo o t act i o n . 

0ut n f pn.179.60 cro reo , 

h .. rl be"n ut.a y "d by the cnuu:o 

""d ht' b<>lancf! o f 

Pn 125.11 crorf!o wao u ndt'•· 

var1ouo otageo o( action. 

Of the arrearo o( 

Ro .Ji. 11. r r orec , 

Ro . o. 29 c-=re nad be,.n 

cert if 1f!d f o r rf!covcr1 ao 

arLearo o f land revenu~. 

rec«v<ny o f P.o 15 02 crorf!o 

had been otayed by courto and 
\ 

a rrearo of Ro.21.8 2 croreo 

were under variouo otageo of 

action . 

Out of Ro .1 1 .0? croreo , 

Ro.0 .34 crore had been 

certified fo1 recovery 10 

arrearo .-,f land revenue and 

t ht' balanc e of Po. 10 .68 

c r o reo waa under vario uo 

o tageo o f a c tio n . 

out o f Ro .6 . 09 croreo, 

Ro.0 . 37 crore had been 

certified for recovery 

ao arrearo of land revenue, 

recovery o f Ro .3.70 c roreo 

had been ocayed b y courto 

a nd Ro. 2.02 croreo under 

variouo otageo o f action. 

Out o f Ro.l.95 croreo, 

recovery of Ro.0 .2 1 crore 

had been otayed by court.a 

and Ro.1.74 croreo were under 

variouo otageo of a c tion . 

• Detailo called for from the deparcment in Hay 1995 have not been recei ved (Oct ober 

1995). 

' ' 

~ - - -- -- --- --
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I l > (2) 

7. Motor Vehicleo Tax 4 . ll 

1.6. Arrears in assessment 

(J) 

0.69 

( 4 ) 

The depl11·tment. had not 

f u r n iohf'd the det1n lo o f 

otageo of actio n , though 

ca llf'd for ! Mil ',' 1995 ) 

The detai ls of assessme nt s r e lating t o Sales 
Tax, Agricultural Income - tax, Entertainment Ta x, 
Taxes on Goods and Passenge~s, etc., pending at the 
beginning o f the year, cases which became due fo r 
a s ses sment during t he year, cases disposed of during 
the y ear and cases p e nding finalisation a t the end 
o f e ach year during '1992-93 , 1993 -94 and 1994 -95 are 
given b e l ow: 

'lear Opening F~eoh caoeo Tot<1l 

balance which became 

due f o i: 

aooeoomfli'11t 

during the 

year 

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

l992 ·93 9,36,368 6 , 01,009 15,37,377 

1993· 9 4 10,76 , 802 6,32,351 17,09 , 153 

1994 ·95 11 , 22,951 7,00,297 18 ,21,2 48 

1.7. Arrears in appeals 

Caoco d10· 

pooed o f 

during the 

ye•n 

I 5) 

4 ,60.575 

5,86,202 

6,11 ,766 

Caoeo pend 

ing at the 

e nd o f the 

year 

16) 

10, 76 , 802 

11 ,22 ,9 51 

12, ll, 02 

Percentage 

of column 

5 to 4 

(7 ) 

30 

3 4 

34 

According to the information furnished (October 
1995 ) by the Commercial Taxes Department, the number 
of appeals filed under Sales Tax, Entry Tax, 
Entertainments Tax , Taxes on Agricultura l Income 
etc . , number of appeals disposed of and numbe r 
of cases p end ing with the appell a te authoritie s a t 
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the end of 1994-95 were as under : 

He,.d of Revenue Opening Number of Total Number of Balance Percentage 

Balance appealo "ppealo at the of caoeo 

filed diopooed c looe of d1opooed 

dunng of during the year of to 

the year t '!e year total 

number 

o f caoeo 

Saleo Tax 7,209 10, 118 17,327 10,213 7, 114 59 

Bntry Tax 780 1,367 2,147 1,270 877 59 

6nterta1nment Tax 818 4 13 1,231 554 677 45 

Ta.xeo on 8~2 310 1,182 635 547 54 

Agricultural 

Income 

Prof ecoiono Tax S l 6 1 115 89 26 77 

Total 9,730 12,272 ~2.002 12, 761 9,2H !>II 

1 . 8. Remiss i ons and write-off of revenue 

Details of arrears of revenue written off during 
the year 1994- 95, though called for (May 1995) from 
the departments, have no t been received 
(September 1995) . 

1.9. Ref unds 

During the year 1994-95 revenue to the extent of 
Rs.1,601.31 lakhs was refunded under five major 
revenue heads (State Excise Rs. 65 . 16 · lakhs, Sales 
Tax - Rs.1,164.03, Stamp Duty and Registration Fees -
Rs. 324. 71 lakhs, Taxes on vehicles Rs. 33. 65 lakhs 
and Land Revenue - Rs.13.76 lakhs). 

1.10 . Results of audit 

Test check of the records of Sales Tax, 
Agricultural Income- tax, State Excise, Motor 
Vehicles, Forest and other departmental offices 
conducted during the year 1994 -95 revealed under­
asssessments / short levy/ loss of revenue, failure to 
raise demands , etc., amounting to Rs.107 . 09 crores in 
6.., lb-~ 
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2062 cases. During the course of the year 1994-95, 
the concerned departments accepLed under-assessments, 
short demands, etc., of Rs.12.28 crores in 738 cases, 
of which 16 cases involving Rs.11.01 lakhs were 
pointed out in audit during 1994-95 and the rest in 
earlier years. A sum of Rs. 29. 93 lakhs relating to 
32 audit observations was recovered at the instance 
of audit. 

This report contains 42 paragraphs including 2 
reviews involving financial effect of 
Rs. 4, 578. 33 lakhs. The departments/Government have 
accepted audit observations involving 
Rs. 232. 62 lakhs, of which Rs. 13. 96 lakhs have been 
recovered up to September 1995. Audit observations 
with a total revenue effect of Rs. 4. 40 lakhs in 4 
cases have not been accepted by the 
departments/Governments; but their contentions have 
been found at variance with the facts or legal 
position and these have been appropriately commented 
upon in the relevant paragraphs. No reply has been 
received in the remaining cases (September 1995). 

1.11 . Internal Audit 

State Excise departm~nt 

Internal audit wing has been functioning in the 
State Excise department since April 1990. It is 
headed by a Deputy Commissioner of Excise (Audit and 
Inspection) who is assisted by an Internal Audit 
Officer, 2 Assistant Audit Officers and 2 Senior 
Auditors. 

Out of 170 of fic e s to be covered by internal 
audit , only 147 offices were audited during 1994-95. 
No specific reasons were given by the deparment for 
the shortfall . ' 

Commercial Taxes department 

Internal audit wing has been functioning in the 
Commercial Taxes department since October 1970. Out 
of 338 offices to be covered by int ernal audit, only 
97 offices were audited during 1994-95. The 
shortfall was due to shortage of staff. 
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Motor Vehicles Departmen t 

I nternal audit wing ha s been functioning since 
1960 . Duri ng the year 19 94-95, all the 61 off ices 
which we re identified as units requiring internal 
audit were audited . 

Forest Department 

Internal audit wing has been functioning since 
196 2. De tails o f the numbe r of of fices r equired to 
be audited by inte rnal audit wing, number of offices 
actually audited, observations made and their 
clearance, though called f or , have not b een furnished 
by the d e pa rtment. 

The details 
audit and their 
in respect of 
Motor Vehi cle s 

of obse r vations made by internal 
clearance up to the end of 1994-95, 

State Excise, Comme rcial Taxes and 
Taxes depar t ments are giv en below 

Name of Year 

Oeparcment 

(1) (2) 

l.5t:at.e upto 

Bxcioe 1992-93 

1 993-94 

1994-95 

Total 

2 Salea up to 

Tax 1992-93 

1993-94 

1994 95 

Total 

( 1) (2) 

3. Motor up to 

Vehicleo 1992-93 

1993-94 

1994-95 

Total 

Oboervat1ona 

made 

Number Amount 

(3) 

618 

385 

34 2 

( 4 ) 

4, 4 0 4 . 44 

7,017.98 

6 303.53 

l , 345 17,725 .95 

5, 4 24 676.71 

1 , 54 8 2 8 6.60 

1 1.,0 213.29 

8 142 l 176.60 

(3) (4 ) 

2, 732 2 4 5 . 99 

304 27.10 

274 4 5. 21 

3 , 310 318.30 

Oboervt1ono 

oettled upto 

the end of 

1994 -95 

(Amount in lakha of rupeea) 

Obaervationo 

pending aa at 

the end of 

1994 -9!> 

Percentage 

of clearance 

of caoeo 

Number Amount Number Amount 

(5) 

436 

144 

38 

618 

736 

532 

65 

1 333 

(5) 

573 

27 1 

165 

1 ,009 

(6) 

2.180. 83 

l,38 7. 8 6 

344. !WI 

3,913.68 

58.50 

32.12 

40.02 

130. 64 

(6) 

37. 8 6 

23.61 

1 0.83 

72.30 

(7) (8) 

1 8 2 2,223 61 

241 5,630.12 

304 5 958.54 

727 13 , 812.27 

4 ,688 618 . 2 1 

1 ,01 6 254 . 4 8 

1 105 173. 27 

6 809 1 0 45.96 

(7) (8 ) 

2,159 208 . 13 

33 3. 4 9 

1 0 9 3 4 .3 8 

2 , 301 24 6. 00 

(9) 

4 6 

1 6 

(9) 

30 
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1 .12. Outstanding inspecti on r epo r t s and audit 
observations 

Audit observations on incorrect assessments, 
short levy of taxes, duties, fees, etc., as well as 
under assessments, non-levy or irregularities and 
deficiencies in initial records of assessments 
noticed during local audit and which are not settled 
on the spot, are communicated to heads of offices a nd 
to higher authorities through inspection reports for 
settlement. The more important irregularities are 
also brought / reported to the notice of heads of 
departments and Government for taking prompt 
corrective measures. In addition, statements 
indicating the number of observations outstanding for 
over six months are also sent to Government for 
expediting their replies . Government have prescribed 
a time limit of one month for furnishing replies to 
audi t observations. 

At the end of June 1995, 2,703 inspection 
reports containing 8, 019 audit observations having ' 
money value of Rs.315.19 crores ~ issued up to end of 
December 1994, were pending settlement by the 
departments as shown below along with the 
corresponding figures for the two preceding years. 

Al: che end of 

June 1993 June 1994 June 1995 

Number of outocanding inopeccion reporto 2 ,318 2,291 2,703 

Number of outscanding audit oboervationa 6,452 7, 200 8,019 

Amount involved ( in croreo o f rupees) 282.64 245.58 315.U 
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Year-wise details of the outstanding inspection 
reports, audit observations and amount involved as 
at the end of June 1995 are given below: 

Year 

Up to 

1990 91 

1991 -92 

1992 -93 

1993 -9 4 

1994 - ~5 

Total 

Number of out-

otand1ng inopec­

t ion i-eporto 

"763 

323 

433 

6 8 5 

499 

2,703 

Number o f audit 

oboervat1o no 

2 . 161 

71 8 

l,427 

1,961 

1, 752 

8 ,01 9 

Amount o f rece1pto 

involved 

( in croreo o f rupeeo) 

69 . 41 

22 . 8 5 

62.28 

77 . 44 

83 . 21 

J l 5.l9 

Out of 2,703 inspection reports which were 
pending settlement as on June 1995, even the first 
reply had not been received (June 1995) in respect of 
274 inspection reports containing 998 audit 
observations involving an amount of Rs.19.83 crores. 
The pendency of these reports was reported to 
Government during August and September 1995. 

Receipt-wise b~eak up of 
reports, audit observations 
therein as on 30 June 1995 are 

outstanding inspection 
and amount involved 

indicated below: 

Department 

( 1) 

1. Finance 

Rece1 p to 

(2) 

. (i) Saleo Tax, Bntertain-

mento Tax, Bntry Tax, 

Luxury Tax and 

Prof e oo1ono Tax 

(i i ) Agri c ul t ural 

I ncome-tax 

( iii) St a t e Bxcioe Duty 

Number o f 

o uto1..and1ng 

inopection 

repor t a 

(3) 

l, 477 

68 

319 

Number o f Amount o f 

outotanding rece1 p to 

aud i t i nvolved 

oboervationo (in croreo 

of rupeeo) 

( 4) (5) 

5, 44 5 54.52 

23 1 3.66 

699 1 4 0.70 
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( ll (2) (3) S l 

:! Reve nue (1 I Land Revenue 297 620 62 . ~? 

(11) Scamp Dut;y and 

Re91ct:rat:1on Feec ~84 160 • 18 

l. Foreot, Fore ct. R•Ct!lpto 13~ :?7S J!> lJ 

H11v1ronment. 

mu F:c-o l"'JY 

4. Hom• ctnd Mot.or Veh 1c leo Tax 119 )89 l I 9 4 

Trancport. 

Tot:al :! ~03 8 0 19 31!> 19 
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CHAPTER 2 

SALES TAX 

2 . 1. Results of audit 

Test check of records in Sales Tax offices, 
conducted in audit during the year 1994-95, disclosed 
under-assessments of tax, non-levy of penalty, etc., 
amounting to Rs.1,112.64 lakhs in 1,210 cases which 
broaply fall under the following categories: 

Number Amount 
of (in lakhs 
cases of rupees) 

1. Non-levy/short levy of 407 435.33 
tax 

2. Incorrect grant of 112 104.67 
exemption from tax 

3. Short levy due to incorrect 50 142.02 
classification of goods 

4. Non-levy/short levy of 307 136.26 
turnover tax 

5. Non-levy/short levy due to 46 19.76 
turnover escaping tax 

6. Non-levy of penalty 177 144.82 

7. Sale of assets not brought 3 1 . 34 
to tax 

8. Other irregularities 108 128.44 

Total 1,210 1,112.64 

During the course of the year 1994-95, the 
concerned department accepted under assessments of 
Rs.121.01 lakhs involved in 498 cases, all of which 
had b een pointed out in audit in earlier years. A few 
illustrative cases involving Rs.334.12 lakhs are 
given in the following paragraphs. 

2.2 . Application of incorrect rate of tax 

(i) Under the Sales tax Laws in Karnataka, rate 
of tax depends inter - alia on the nature · of 
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sale/purchase of goods, sales to registered dealer~, 
inter-State sales covered by valid declarations and 
also the nature of commodities. 

In 11 cases of 7 districts /city due to 
application of incorrect rate of tax on sales within 
the State and on inter-State sales made by various 
dealers during the years 1989-90 to 1992-93, tax 
amounting to Rs.7.20 lakhs · was levied short as 
detailed below: 

!il . t' ity/ Pe11od Goodo Sho1 t fall in Tot<1l 

Nr, hotr1cr Lhe rate c-. f 

tax percen- Turnover Tax lev1t"d 

tage (apph - ::ihort 

c able applied) (1n lakho o f nipeeo ) 

ll J (2) (3) ( 4 ) (SJ (6) (7) 

l. Dhar.tdd 1989•90 Wheat 130 . 67 l.30 

d1otr1ct an·i producto ( 3 -2) 

1 9-10 '11 

2 Pa1chu1 1991 •92 Til and 8~.30 

di ctr1ct karad1 ( 1-3) l.19 

oeedo 18.34 

(8 · 6) 

a.u1q.,..l o1 {? L99 J 9: D1eoel 32 8 ~ 0.99 

city engi n e 0 11 (ll-LOJ 

comp1·eooor 

4 . BAn9a l o 1e 1989· 90 Fibre glaao ... 1 0 66 0.64 

dJ-'t rl~l (ll-71 

s. s,u19<1101 e 1989· 90 Non-edible 2.62 

d1r:t.r1ct oil (7-3) 
' 

0.57 

7 6 .7 1 

(10 3) 

6 . Belg .. um 1'<89 - 90 Motor car 46 94 0 . 4 7 

d1ot:r1ct (6 · S) 

7. Chitra- 1992 - 93 Soyabe an 4 7.35 0. 4 7 

durga (4-3) 

d1::itr1ct 

8 . Bangalo re 1991 92 Sugarcane 2 21 .77 0 44 

d1otr1ct (8- 6) 
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111 12 ) 12) 14 1 (5) (6 ) (7) 

9 . Banqalore . 1990-91 Po llutio n J l3 . 64 0. 4 1 

C'-tY control ( 13-10) 

equipment 

10 . Tumkur 1992-93 Sunflow'>r 3 7.68 

d1atrict oeedo (l- 0) o.u 
J 5.85 

( 6-3 ) 

ll. B•ngal ore 1990-91 Tipper 7.87 0.11 

c-it·1 (Lorry) (10·6) 

To•al 7.20 

On these being pointed out in audit {between 
September 1993 and Oct9ber 1994), the department 
raised additional demand of Rs.0.46 lakh in one case 
(Sl .No . 2 ) after revising the assessment taking into 
account the declarations furnished subsequently and 
in 5 cases {Sl . Nos. 1, 3, 7, 8 and 9), the department 
initiated action to revise the assess~ents . Further 
report in these cases and replies in the remaining 
cases have not been received {September 1995 ) 

The cases were referred to Government between 
July 1994 and June 1995; their reply has not been 
received (September 1995 ) . 

{ii } {a} Under the Karnataka Sales Tax Act, 
1957, in the case of dealers liable to pay tax in 
respect of works contract and who opt for payment of 
tax by way of composition, the composition tax is 
leviable at the rates specified in the Act. 

In the case of following dealers who were 
engaged in the execution of works contracts and who 
opted for payment of tax by way of composition, the 
composition tax on the taxable turnovers was levied 
at incorrect rates resulting in tax being levied 

l ~] 16 - 6 

: 
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short by Rs.3. 45 l akhs. 

Sl. City/ Worko Period Shortfall in Total 

No. diotrict contract rate o f tax 

execut6d percentage Turnover Tax 

(applicable- levied 

applied) oho rt 

(in lakho of rupeeo ) 

l. Bangalore Fabrica- 1992 - 93 6 28.46 1. 71 

city ti.on and (10- 4 ) 

inntalla-

tion of 

plant and 

machinery 

2. Bangalore Interior 1992 -93 8 13. 21 1. 06 

ci ty deco ration (10-2) 

3. Bangalore Painting 1990- 91 :? 15 . 84 0.32 

city worko 14 -21 

4 . Bangalore Supplyi ng 1992-93 6 6 .06 0. 36 

diotrict and fixing (10 - 4 ) 

of mooaic 

tiles 

To tal 3.H 

On these being pointed out in audit (be tween 
Nqvember 1993 and February 1995 ) , the department 
revised the assessment by levying additional tax of 
Rs. 31,761 in one case (Sl.No . 3 ) and initiated action 
t o revise the assessments in two other cases 
(Sl.Nos.l and 2). Further report in t hese cases and 
reply in the remaining case have not been received 
(September 1995 ) 

The above cases were ref erred to Gover nment 
between April 1994 and June 1995; their replies have 
not been rece i ved (September 1995 ) . 

(b) The facility of composition was not to be 
extended to dealers who furnished declarations 
presc ribed under the Central Sales Tax Act for goods 
purchased by them for the purposes of using them in 
the execution of works contracts . 

In four cases, though the dealers had either . 
used the goods purchase!i from outside the State on 
furnishing prescribed declarations in execution of 
works contracts or had not opted for payment of tax 
by way of composition, tax had been levied at the 
rates applicable for composition instead of at the 
rates specified in the relevant Schedule, result i ng 

c 
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in short levy of tax aggregat:ing Rs. 5. 52 lakhs as 
detailed below: 

:;i . 

No . 

l. 

2 . 

3. 

4. 

City/ 

diotrict: 

Bangalore 

city 

Bangalore 

c1t:y 

Gulba1·ga 

diot:r1ct: 

Dakoh111a 

Kannada 

diotr1 ct 

Number Worko 

of aooe- con tract 

ooeeo 

2 ,. 

executed 

Suppl y and 

inot:alla-
• 

t1on of air 

cond1t:1o nero 

Procenoing 

and oupply-

1ng o f 

phot:ographo, 

phot:o pr1nt:o 

and phot:o 

negativeo 

- do-

Su pply and 

inot:allat:ion 

of wat:er 

treatment 

plant: 

Tot:al 

Period 

1989-90 

1989-90 

t:O 

1991-92 

1991-92 

1992-93 

Short: fall Total 

in rate of----------

t:ax (per-

cent age 

a pplica­

ble-applied) 

11 

(15 - 4) 

4 

(6-2) 

2 

(6 - 4 ) 

(6 - 4) 

9 

(13- 4 ) 

Turnov~r Tax levied 

short: 

(1nclud1ng 

Turnover 

t:ax) 

(in lakho o f rupeeo) 

7.75 0.95 

25.90) 

3 . 65 

70.07 } 

10. 4 5 0.33 

5.78 0.59 

5.52 

On these being pointed out in audit (between 
August 1993 and October 1994), the department 
initiated action to revise the assesments in 2 cases 
( Sl. No. 2) , Further report in these cases and reply 
in the other cases have not been received 
(September 1995) . 

The cases were ref erred 'to 
June 1 994 and March 1995; their 
received (September 1995) . 

Government between 
r~ply has not been 
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Short levy due to incorrect classification 
of goods 

Under the Karnataka Sales Tax Act, 1957, on 
goods mentioned in the Second Schedule , tax is 
leviable at the rates specified therein at the point 
of first or the earliest of successive sale s within 
the State. On goods not included in any of the 
Schedule to the Act, tax is leviable at 7 per cent 
from 1 April 1986, at all po ints of sale. 

Under the Cent ral Sales Tax Act, 1956, on inter­
state sales of goods (other than declared goods ) not 
covered by valid declarations , tax is leviable at the 
rate of 10 per cent or at the rate applicable to the 
sale or purchase of such goods inside the State under 
the State Act, whichever is higher . 

In 7 cases of 3 districts / city, on taxable sales 
during 1989 - 90 to 19.92- 93 made by various dealers, 
tax was levied at lower rates due to 
misclassification of goods, instead of .at the . correct 
r a tes applicable to the relevant goods from time to 
time, resulting in short levy of tax by Rs . 24. 55 
lakhs as detailed below : 

Sl. City/ Period 

No. diotrict 

(l) (2) (3) 

l. Bangalor e 1989-90 

city and 

1990-91 

'2. Bangalore 1 989-90 

city and 

199 0-9 1 

Goodo 

ool d and 

rat e of 

tax app-

1 icable 

<percen­

tage) 

( 4 ) 

Ragi f lour 

(7) 

Vicc o tooth 

paote a n d 

powd e r a nd 

vanioh i n g 

c ream 

(13) (15) 

Incorrect 

claooifi-

Total Pema t kn 

(Yefer'-?nCP Ln 

cat i on o f Turnover Tax rlar1 f1cat ion 

g'lOdO 

adopted 

and rate 

of tax 

applied 

(percen­

tage) 

(S) 

Ragi 

( N1 l l 

Medi-

cineo 

(10) 

l evJ etl l c01.1~d by r-h~ 

ohort CCT i n thP 

finclu mat.tet 

ding 

over 

Lc<X) 

( 1n lakho of rupeeo) 

(6) (7) 

8.74 o. 72 

67.92 2.80 

( 8 ) 

CLR. ''R 

8 41 / 89 90 

dared 

16.J 1990 

M3R.CR . 

70/ 89 >10 

dated 

ll.12. 1985 

CLR.CP. 

1 0 1 /85- 8 6 

dated 

1 0.2. 1986 
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111 ·~l ()) (4) (S ) ( 6 ) (7) (8J 

J. Hc..tngctlorP 1992-'ll Coal aah Coal 179 92 9 . 90 CLR CR . 

c-1ty 17) ( 4 J 71 1 /89 90 

dated 

16.6 . 1989 

4 . Bangal•ne 1 9~0-~I Braoa bath- Braoa IS . SO o. ~ 7 CLR.rll . 

c1r ·1 , t1 \d l _,.-.n1 Cir- ltemo 111 189- 9 0 

1991 9: t1 11qo ( 101 d..tted 

(Ill lJ.'7.198 9 

s. Bang.•lou• 1990- 91 Mooqu1to Ino~r· J7.81 2.6S C:LR .CP . 

c.·1 t ;,' and dPot "~yer t1c1de 9)8 / 86- 8'7 

1991 - 92 (JOI () ) dd Led 

l:? 7.1989 

6 Belgaum 1988 - 89 ralf'n dar- Book" 72. 4 8 ., • 2c; CLP .rR. 

d1otr1c1: and (I OJ (Ni l J l'J 'J/88-119 

1990 - 91 co d .. teu 

1991 92 16 S.1911, 

7 Dhar .. •d Bee ween Be>11e meal Bonfl' rnter - 0 -6 C LR CR 

d1ot l lCt 1989 - 90 (J) !Nil I :;tAte 6 S6 / 9 0 91 

and o"lea- d'"ted 

1990 - 91 Ro.21 7 8 19 .2.1991 

dlld 

Ra 2 . 60 

l ocal 

oaleo 

TQtal 24 . S~ 

On these being pointed out in audit (between May 
1994 and January 1995), the department initiated 
action to revise the assessments in 3 cases 
(Sl.Nos. 1, 3 and 4). Further report in these cases 
and reply in the other cases have not been received 
(September 1995}. 

The cases 
December 1994 
been received 

were referred to Government 
and April 1995; their reply 

(September 1995). 

between 
has not 

2. 4 . Incorrect determination of taxable turnover 

(i) Under the Karnataka Sales Tax Act, 1957, 
every dealer shall pay for each year, tax on his 
taxable turnover of sales (other than the last sale 
in the State} relating to all kinds of alcoholic 
liquors for human consumption (other than toddy, 
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arrack , fenny and wine) at the rate of 35 per cent of 
such turnover up to 31 March 1990 and at 45 per cent 
from 1 April 1990, provided that at any point of sale 
other than the first and last points of sale, the 
taxable turnover shall be arrived at by deducting the 
turnover of such goods on which tax has been levied 
at the imme¢iiately preceding point of sale. Under 
the Act, on sale of beer, tax is leviable at 
35 per cent up to March 1990 at the point of first 
sale and at 45 per cent as in the case of other 
liquors there~fter. 

The Commissioner of Commercial Taxes clarified 
(August 1988) that tax at the second point of sale is 
payable not only on the ' mark up'* value but also on 
the sales tax amo.unt paid at the prev~ous stage . 

The Supreme Court in its decision@ held in 1985 
that State excise duty is includible in the turnover, 
even if it is paid by the purchaser . 

In 12 cases of 5 districts /city, omission to 
incl ude sales tax amount, excise duty paid by the 
dealer and to include opening balance of stock of 
beer in the taxable· turnover, resulted in 
under-assessment of tax amounting to 
Rs. 9. 20 lakhs during the period between March 1990 
a nd March 1992, as detailed below: 

Sl. 

No. 

( 1 I 

1. 

• 

(Amount in lal:ho of rupeeo) 

CJty / 

d1otr1 c t 

(2i 

Bangal or .. 

city 

Number 

of 

dealero 

(J) 

4 

Period 

(4) 

1989-9 0 

Between 

1.7.1990 

and 

31.3.1991 

1990-91 

and 

1991-92 

Amount. of turnover 

Deter- Actual Bocaped 

mi ned 

(5) (6) (7) 

4 .59 

0.87 

Rate of 

tax ap ~ 

plicable 

(percen-

tage) 

( 8) 

35 

4 5 

15.65 16. 42 0.77 45 

Mark-up value is the difference between the sale 
price and cost price . 
McDowell & Co., Vs . CT0(198 5) 59 STC 277(SC) AIR 
1986. 

Amount of 

ohort levy 

o f tax 

(1nclud-

i119 Turn-

over tax 

(9) 

2 . ~ o 



• 

11 ) 

2. 

\ . 

I. 

5 . 

C2 1 

Belqaum 

d1ot.11ct 

Oakoh1na 

1'1<1Ull•da 

d 1ot 1·i c L 

Oh<\n.tad 

dlotr1c t 

11yc01 .. 

d1nr r1ct 

(3) ( 4 ) 

2 1 9 8 9-90 

4 Betw~en 

1990-9 1 

a n d 

1 99 1 - 92 

l 1988 - 89 

19 88 - 89 

31 

(SI !6) (7) ( 8 ) (9) 

9 . 81 l4 4 5 4 . 6 2 l S l. 62 

8.44 45 l . 86 

S J S 6 95 l 6 0 3 5 0 56 

l . !14 l' . 11 2 . 1 7 35 0 . 7 6 

Tota l 9 .20 

On these being pointed out i n a udi t (between 
May 1993 and December 1994), the department revised 
the assessments in 3 cases ( 1 in Sl. No. 2 and 2 in 
Sl.No.3). Further report regar~ing recovery in these 
cases and replies· in the other cases have not been 
received (September 1995 ). 

The cases were ref erred to Government between 
May 1994 and May 1995 ; their reply has not been 
received (September 1995) . 

(ii) Under the Karnataka Sales Tax Act, 195 7., on 
goods mentioned in the Second Schedule to the Act, 
tax is leviable on the taxable turnover at the rates 
specified therein at the point of first or the 
earliest of successive sales within the State. 

In 6 cases of two districts /city, the taxable 
turnovers were incorrectly determined resulting in 

/ 
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short levy of tax aggregating Rs. 9.25 lakhs as 
de tail e d below : 

!Amount in lakho of rue-•!\! 
Sl. City/ Goodo Period Amount of Rate of Amount Remarl.o 

No . diotrict oold TU mover tax app - of oho rt 

hc"'ble levy of 

a)Determi (percen- tax (in -

ned cage) clud1n9 

b)Actual Turnovei. 

c)Sacaped tax 

( l) (2). (ll (4 l (5l (6) (7) (8) 

l. Bangalore Timber l98!1 -90 al l) 2.61> Saleo r~tU.,lO of · 1mbe~ 

Cll.)" bl valued .. t !<Cl 20 n lokho 

c ) 20. 4) t hough tdk,.11 t.c. OtO< I; 

f o r J '190-'il W~TI! not 

accounted (or Ul the yearo 

1991-92 , 1992 9) ard 

1993-'14 T~c firm clooed 

buoinPoo from I Apul 

199-l. 

2. Bangalore Fabr1 - 1990 - 91 al 94 . 7) 7 J.49 Turnovei- o f fabr1ca ed 

city cated bl112 .76 it.emo haa been "'rriveJ 

i.temo cl 18.03 .. t by tiiki ng into 

account o tock, purch.oaea 

ftOd conou•ption o f 1aw 

mater1Alo . 

l. Bangalore S1lpau- 1988 - 89 a) 4 .01 10 0.87 TUrnover haa been arrived 

city 1111 to b) 11 . 7l at by t•king into 

1990-91 cl 7.70 R::count purchaoeo 

(Ro.10.64 lakhal and groaa 

profit of 10 per cent 

thereon . 

4. Bangalore Cera mic 198 7- 88 al 4 . 89 ll 1. 09 Tui.,,o ver haa been ai.rived 

city and t o bl 12 .1 5 at by taking lllt.O 

glazed 1988- 89 cl 7.26 account openi ng atock 

floo1· (Ro.2 l7 lnkhal . purc:haoeo 

and (Ro . ll .08 htkho ) and gro no 

wall profit of 15 per cent 

tileo and cloo1ng a tock 

(Ro . 4 .89 lakho) 

5. Bangalor e Timber 1991-92 a) Nil 13 1. 07 Turnover hao been arrived 

c i ty logo b ) 7.51 at by taking into 

c) 7. 51 account inter-State 

purchaoeo (Ro.6.83 lakho) 

and grooa profit of 

10 per cent thereon. 
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(ll (2) ( ) ) ( 4 ) (5) ( 6 ) (7) (8 ) 

6 . Mvoore Tamar- 1 9 86 - 8 7 a ) 2, 4, 5 2.07 Turnover hao been 

ind, l oba b l and 8 arrived a t by t aking i nto 

a nd c) )3.92 account purchaoeo a nd 

ho roe cloo1ng otock. 

gram 

Tota l '> . 2S 

On these being pointed out in audit (between May 
1991 and November 1994), the department initiated 
action· to revise the assessment in one case 
(Sl.No.2). In one case (Sl.No.6), the department has 
intimated in May 1992 that the revised assessment 
made in October 1991 has been set as~de by the 
Appellate Authority and that the case was ref erred to 
the Commissioner of Commercial Taxes in July 1992. 
Further report in these cases and replies in the 
remaining cases have not been received . 
(September 1995). 

The cases were ref erred to Government between 
April 1992 and March 1995; their reply has not been 
received (September 1995). 

(iii) Under the Karnataka Sales Tax Act, 1957, 
every dealer shall pay for each year, a tax on his 
taxable turnover of transfer of prope rty in goods 
(whether as goods or in some other form) involved in 
the execution of works contracts at the rates 
specified in the relevant Schedule . 

While determining the taxable turnover, labour 
charges, amounts for whi ch any goods are sold or 
purchased when such sales or purchases are · 
specifically exempted from tax under any provisions 
of the Act, amounts for which any goods included in 
the Second Schedule to the Act are purchased from 
registered dealers and other charges not involving 
any transfer of property in goods actually incurred 
in connection with the execu tion of wo r ks contracts , 
are deductible . The taxable turnover of works 
contract for supplying and fixing of furniture and 
fixtures, partitions including contracts for interior 
decorations, is to be determined by deducting only 
amounts for which furniture and fixtures, partitions, 
etc., are purchased from registered dealers. 

6 7 16 -7 

' 

.., 
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Furt h e r, if a dealer liable to pay tax in 
respect o f work s contract s opts f or payme n t of tax by 
way o f c omposition in a ny year , t he tax so payable 
s hall b e on the total turnover involved in the 
execution o f s u ch works contracts and no d educ t ions 
are al lowabl e. 

In the f ollowing cases, the taxable turnover s of 
dealers who executed works contracts were incorre ct l y 
de termi n e d resulting in short levy of tax aggregating 
Rs. 26. 14 lakhs. 

Sl. Ci ty/ 

No. d iotri c t 

( l ) (2) 

l. lle lgaum 

d1otri ct 

2. Dha rwad 

d istrict 

). Dharwad 

d i otri ct 

4 . Chitra· 

durga 

diotri.ct 

5 . Bangalore 

city 

Worko Period Amount Pate ,.,f A!Tlount 

conLract o f de tax ( p~ l o f ohott 

executed duct1r.n centage) levy of 

(3) ( 4 ) 

lllCO l 

•~ctly 

al lo.·ed 

ISi 

C1 v1l worko 1986·8 7 . 55 

to 

1988 - 8 9 

C1v i l worko 1990-91 1 52 

to 

1992-93 

Civi l worko 1988- 89 11 ll 

and 

198 9-90 8.62 

Civi l work o 1 989-90 23. 8 5 

and 

1 990-91 

Supply 1991 -92 2 76 

and 1 992-93 7.99 

erec t.io n 

o f lift.a 

t.ax ! tn· 

eluding 

Turi1ove1· 

(6) (7) 

5 0 . 65 

8 0 .61 

5 } l. so 

8 

8 2.21 

4 } 

12 } 1 . 07 

kemuk:i 

(8) 

Val Ufl' of 9cw-"'d;J pu1 ·hd1.1fl<i 

f1,...m un1·eg1ot ~i -- i d""<'il1•1 .. • 

dl1d t-1.Al\Opt'•l'l,-,t.lt"•lt 

chai qe!l t nc· u11 ~d 1 h.ar• lll 

werE- deduct~d ,..,,d 

turnover wao ·detf"o1in1n .... d 

·do· 

Taxable tu1nove10 wei. e 

d e tennned after dedut· 

ting R:i . l 'I 93 l akho 

towa r d o rPp<l i ro a nd 

ma1ntenan1 ·e chargeo o! 

veh1c l e" ... nd ma chinery 

cmd pro b· on labour 

cha14e::; 

T;ix.1blf' .. t11,1• 1ve11· 'Nt"'l-.• 

det,.1.,..11wd , ,(t•t ... 11,.,w1m1 

exrerio dPdU• tlt"ll r r_,:,1n1do 

labour rharq"" 

Th e aooeocet" had opted 

for compoo1 tion tax. 

Ta x collected lll the 

oale b1 lL:i f o l 

Ro. 10.75 lakhoJ ha" b.!en 

a llowed "" d<!duc L1o n trom 

taxable turnover. 
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Ill I~, \)) (4) IS) (6) (7) (8) 

~ H1nq,.,lo1 e C1vl1 1991-92 485.45 '- 9.71 Turnover of Ro . 48S . 4 S lakho 

,..,l"" w ~d;o wao not included in the 

taxable turnover 

l" inqa loz.-e C1v1l 1988- 89 263.61 2 5.27 Taxable turnover wao deter -

c1t·.1 .. ·odi.o t o mlnf! d after allowing deduc-

1990-91 t1on of Ro.263 61 lakho 

t.owardo labour chargeo 

and tax deducted at oource. 

8. 8ang.1lore lnLerior 1 989-90 SS .lJ 8 S.10 Taxable turnover wao 

t:"ll:J' deco1·a- to determined after allowing 

t1ono 1991 -92 deduction o f Ro.SS 13 lakho 

relating t<"> value of 

ra,.,_, materialo. 

Total 26 . 14 

These cases were pointed out to the department 
between July 1993 and September 1994 and referred to 
Government between July 1994 and January 1995; their 
replies have not been r eceived (Sept€mber 1995 ) . 

2. 5. Incorrect grant of exemption 

(i) Under the Karnataka Sales tax Act, 1957, on 
goods not included in any of .the Schedules to the 
Act, tax is leviable at the rate of 7 per cent with 
effect from 1 April 1986, at all points of sale 
within the State. Medical bio- chemistry kit is one 
such goods. 

The High Court of Karnataka held* that import 
replenishment licences (REP licences) are goods 
within the meaning of the Karnataka Sales Tax Act, 
1957. Further, the Commissioner or Commercial Taxes 

· (CCT) clarif i ed (January 1 991 and July 1992) that 
transfers of import licences and exim scrips are 
taxable at 7 per cent at all points of sale within 
the State. 

In the cases mentioned below, sales turnovers of 
medical bio- chemistry kits and REP licences or exim 
scrips, taxable at the rate of 7 per cent as 
aforesaid and also in terms of clarifications 1ssu ed 

* M/s . Bharat Fritzwerners Ltd., Vs Commis ioner of 
Commercial Taxes (1992(36) STC 170 (Kar) . 

, 
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by CCT, were inc orrectly exempted resulting in non ­
levy of tax of Rs.9.97 lakh s . 

Sl. 
No . 

City/ 
district 

Goods 

1. Mangalore REP licen-
city ces and 

e x im scrips 

2. Dakshina 
Kannada 
district 

REP licen­
ces and 
exim scrips 

3 . Mangalore Medical 

Number Period ~~~T~o~t=a=l..._~~~ 
of Turn 
asses sees over 

Non-levy 
of tax 
(including 
Turnover 
tax ) 

(in lakhs of rupees ) 

9 

1 

1 

Between 
1991 - 92 

a nd 
1992-93 

1992-93 

-do-

100 . 75 8 . 92 

5 . 11 0 . 42 

8 . 98 0 . 63 
city bi~-chemistry 

kits 

Total 9. 97· 

On these being pointed out in audit {between 
May 1994 and January 1995), the department revised 
the assessment in 1 case {in Sl.No. 1) raising J 

additional demand of Rs.1 . 18 lakhs and initiated 
action to revise the assessments in 7 cases { 6 of 
those in Sl. No. 1, and Sl . No . 3) . Further report in 
these cases and replies in the remaining cases have 
not been received {September 1995) 

The cases were ref erred to Government between 
September 1994 and May 1995; their reply has not been 
received {September 1995) . 

{ii) Under the ,Karnataka Sales Tax Act, 1957, 
with effect from 1 April 1986, a dealer shall pay for 
each year, tax a·t the specified rate on his taxable 
turnover of the transfer of the right to use any 
goods mentioned in the Seventh Schedule to the Act, 
for any purpose (whether or not for a specified 
period) . 

In 4 cases 2 each of Bangalore district and 
Bangalore city the turnovers relating to the transfer 
of rights to use the goods included in the Seventh 

· Schedule to the KST Act, were incorrectly exempted 
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resulting in non-levy of tax of Rs.6.06 lakhs as 
detailed below: 

(Amount in lakho o f rupeeo) 

Sl. City/ Peri o d Good e t h e Amount: o f Rate of Amount of 

No. diotr1ct right o f uae turnove r cax tax not 

of '"'h ich wao liable to (p<'r levied 

t rana f erred be taxed centage) (inc l u-

ding 

Turnover 

tax) 

l Bangalore 1 990-91 . Computero ll 56 5 ~. "l:? 

city to 

1992-9) 

2. Bangalore 1989-90 Compucero 17 . 0 4 5 l. ll 

cicy 

3. Bangalore 1988-89 Di e,, .. l power 2 4 .52 l. Sl 

diot:i;ict co generat.oro 

1991-92 

4 . Bangalore 1 9 89 - 90 Mach inery a n d 11 . 16 5 0.70 

diocrict a nd motor vehicle" 

1990 - 91 

Tocal 6.06 

On these being pointed out in audit. (between 
August 1993 and January 1995), the department 
initia~ed action to revise the assessment in one case 
(Sl.No.l). In another case (Sl.No.3), the department 
held that no tax was leviable in accol!"dance with a 
clarif~cation issued by the Commissioner of 
Commercial Taxes in 1987. This contention is not 
tenable as subsequent notification issued by 
Government in March 1991 exempted the tax payable by 
a dealer only on sale of diesel captive generator 
units to industrial units located in the State of 
Karnataka. Further report in these cases and 
replies in the remaining cases have not been received 
(September 1995) . 

The cases were referred to 
August 1994 and June 1995; their 
received (September 1995) . 

Government between 
reply has not been 

(iii) Under the Karnataka Sales Tax Act, 1957, . 
every dealer shall pay for each year, tax on his 
taxable turnover of property in goods (whether as 
goods or in some other form) involved in the 
execution of works contracts at t he rates specified 
in the relevant Schedule. 

~. 
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In the cases mentioned below, the taxable 
turnovers relating to works contracts included in the 
Sixth Schedule t o the Act and taxable according to 
clarifications issued py the Commissioner o f 
Commercial Taxes (CCT), were incorrectly exempted 
resulting in non - levy of tax of Rs.21.89 lakhs. 

Sl. 

No. 

1. 

2. 

3. 

4 . 

City/ 

diotr1ct 

Bangalore 

city 

Bangalore 

city 

Bangalore 

city 

Gulbarga 

d1atrict 

work:i 

contract 

Full oervice 

and mft1nte -

nanc(! of 

CO!f'pUte't·o 

Painting and 

pohoh1ng 

Computer 

ooftwArf" 

develo pment.a 

Conotruction 

of embankment 

worko for 

canalo 

P,.riod 

1990-91 

and 

1991 -92 

1990-91 

1989 90 

1992-93 

11c<1ble 

(per-

c .. ntagel 

10 

12 

8 

Total 

Turn 

ovet 

7.86 

181.81 

Tnt n l 

n f tilX 

l1nclud1nq 

Tutn()Vel 

taxi 

2.23 

1. 04 

0 58 

111 04 

21 . 89 

On these being pointed out in audit (between 
August 1993 and August 1994), the department revised 
the assessment raising additional demand of 
Rs.2.23 lakhs in one case (Sl.No.l ) . Furth~ rep~rt 
regarding recovery in this case and replies in the 
remaining cases have not b een received 
(September 1995) . 

The cases were referred to 
April 1994 and May 1995; their 
received (September 1995). 

Government between 
reply has not been 

( iv) By separate notifications issued under the 
Karnataka Sales Tax Act, 1957, and the Central Sales 
Tax Act, 1956 1 the tax payable -in respect of goods 
manufactured and sold by Small Scale Industrial (SSI) 
units located . in specified areas has been exempted to 
the extent of 50 per cent of the value of the ir fixed 
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assets as on dates of commencement of their 
commercial ,production for a period of 5 / 7 years from 
the dates of commencement of their commercial 
production. 

In the case of 2 SSI units (Ra ichur and Belgaum 
districts) having fixed assets of Rs. 4. 80 lakhs in 
plan t and machinery and land, tax exemption for the 
period between 1989-90 and 1991-92 aggregating 
Rs . 5.60 lakhs fad been allowed instead of restricting 
the same to Rs.2.40 lakhs (50 per cent of the value 
of fixed assets in plant and machinery and land ) . 
This resulted in short levy of tax of 
Rs . 3.20 lakhs. 

On this being pointed out in audit (between 
Octobe'r 1993 and August 1994) , the department 
recovered Rs.25,653 (between Juiy and August 1994 ) in 
the case relating to Belgaum district. Further 
report regarding recovery of the balance amount in 
this case and reply in the remaining case have not 
been received (September 1995) 

The case was referred to Government between 
January 1991 and May 1995 ; their reply has not been 
received (September 1995) . 

• 
(v) According to the provisions of the Central 

Sales Tax Act, 1956, where any dealer c laims that he 
is not 1 iable to pay tax under this Act, in respect 
of any goods on the ground that the movement of such 
goods from one State to another was occasioned by 
reason of transfer of such goods by him to any other 
place of his business or to his agent o r principal, 
as the case may be, and not by reason of sale, the 
burden of proving that the movement of those goods 
was so occasioned shall be on that dealer and for 
this purpose he may furnish a declaration in 
prescribed form. 

Under the Central Sales Tax Act, 1956, on inter­
state sales of cashew kernel and pesticides not 
covered by valid declarations, tax is leviable at the 
ra e of 10 per cent and 3 p_er cent respectively. 

In Bangalore city and Dakshina Kannada district, 
while finalising the assessments of 2 dealers for the 
period between 1989-90 and 1991-92, exemption from 
tax had been allowed on the sal es turnover of 
pes ticides and cashew kernel aggregating 
Rs.138. 67 lakhs treating the same as consignment 
sales eventhough no valid prescrib ed declarations 
were furnished. Incorrect grant of exemptio.n 
resulted in short levy of tax of Rs.4.60 lakhs . 
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On these being pointed out in audit (between 
Aprjl 1993 and October 1994), the department revised 
the assessment in one case and issued notice in the 
other case. · Further report in these cases have not 
been received (September 1995) 

The cases were 
January and March 
received (September 

ref erred to Government between 
1995; their reply has not been 

1995) . • 

(vi) According to the Karnataka Sales Tax Act, 
1957, on sale of goods in containers, sales tax was 
leviable at the rates applicable from time to time on 
the sale price, which included cost of packing and 
containers. Surcharge at the rate of 10 per cent of 
such tax was leviable for the period from 
31 March 1979 to 31 July 1985, besides turnover tax 
at rates prescribed. 

The Supreme Court held* (October 1992) that 
packing is an integral element of transaction of sale 
and packing charges are ·integral part of the sale 
price and as such, packing charges and excise duty 
thereon should also be included in arriving at the 
taxable turnove~ for purpose of State Sales Tax. 

In Bij apur district, while . finalising the 
assessments (between April 1993 and March 1994) for 
the years 1981-82, 1985-86 and 1990-91 of 3 companies 
dealing in cement, packing charges amounting to 
Rs . 128 .17 lakhs were incorrectly exempted from tax 
even though includible in the taxable sales turnover 
of cement as aforesaid. This resulted in short levy 
of tax of Rs. 22. 60 lakhs (including surcharge and 
turnover tax) . 

The cases were pointed out to the department in 
September 1994 and ref erred to Government in 
May 1995; replies have not been received 
(September 1995) . 

(vii) Under the Karnataka Sales Tax Act, 1957, 
tax leviable on the first sales turnover of rice bran 
is 3 per cent from 1 April 1988. According to the 
provisions of the Central Sales Tax Act, 1956, when 
the sale or purchase of any goods (other than 
declared goods) under the sales tax law of the 
appropriate State is exempt from tax generally or is 
subject to tax generally at a rate which is lower 

* M/s.Ramco Cement Distribution Co. (P l Ltd., Vs. Stat~ 
of Tamilnadu (199 3) 88 STC (SC) - Page 151. 
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than 4 per cent, on sale of such goods in the course 
of inter-State trade or commerce, tax would be 
exempted or levied at such lower rate, as the case 
may be. The Commissioner of Commercial Taxes has 
clarified (December 1991) that inter-State sale of 
rice bran is taxable at 3 per cent with or without 
declarations irrespective of whether they have been 
subjected to tax under Karnataka Sales Tax Act or 
not. 

In Dharwad district, while finalising the 
assessments for the years 1989-90 to 1991-92 of a 
dealer in rice bran, inter- State sales turnover of 
rice bran amounting to Rs. 53. 84 lakhs was 
incorrectly exempted instead of levying tax as 
aforesaid. This resulted in non - levy of tax of 
Rs. 1.62 lakhs. 

On this 
(December 1993) , 
demand for e qual 
report regarding 
(September 1995) . 

in audit 
additional 

Further 
received 

being pointed out 
the department raised 
amount (September 1994) 
recovery has not been 

' 
This was referred to Government in April 1994. 

(viii) By separate notifications issued under 
the Karnataka Sales Tax Act, 1957 and the Central 
Sales Tax Act, 1956, with effect from 19 June 1991, 
the tax payable under these Acts is exempted in 
respect of goods manufactured and sold by all khadi 
and village industries whose investment in fixed 
assets has taken place on or before 1 October 1990. 

Under the Karnataka Sales Tax Act, 1957, tax at 
8 per cent was leviable on the first sale of 
agarbathi, during the period from April 1988 to March 
1992. Under the Central Sales Tax Act, 1956, on 
inter-State sales . of agarbathies not covered by 
declarations, tax is leviable at 10 per cent . 

In Bangalore city, in the case of an agarbathi 
manufacturing unit which has invested in plant and 
machinery prior to October 1990, for the assessment 
years 1990-91 and 1991-92, turnover on local and 
inter-State sales of agarbathies valued at 
Rs.13.27 lakhs was erroneously exempted from levy of 
sales tax. This resulted in non levy of tax of 
Rs.1.28 lakhs. 

This was pointed out to the department in 
November 1993 and referred to Government in August 
1994; their replies have not been received 
(September 1995) . 

6 7 l l-b 
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(ix) Under the Karnataka Sales Tax Act, 1957, 
on sale of all kinds of pens whose selling price is 
Rs. 10 or more per piece, tax is leviable at 8 per 
cent from April 1988 to March 1992 and at 4 per cent 
thereafter. 

In Bangalore city, while finalising the 
assessments for the year 1991-92 of a dealer, · 
turnover amounting to Rs.5.41 lakhs relating to sales 
of pens were exempted from levy of tax instead of 
levying tax at 10 per cent resulting in short levy of 
tax of Rs.50,002 (including turnover tax). 

On this being pointed out in audit, 
(December 1994) , the department initiated action to 
revise the assessment. Further report regarding 
recovery has not been received (September 1995) . 

The case was 
April 1995; their 
(September 1995) . 

ref erred 
reply has 

to 
not 

Government in 
been received 

2 . 6 . Short levy due to incorrect grant of 
concession 

By a issue of notification (October 1981) 
Government reduced the rates of sales tax by 
50 per cent from 1 November 1981, on sales of 
manufactured goods by all new industrial units for a 
period of 5 years from the respective dates of 
commencement of their commercial production, subject 
to the condition that concession under the Karnataka 
Sales Tax Act, 195 7 and the Central Sales Tax Act, 
1956 available to a new industrial unit during each 
accounting year shall be restricted to 10 per cent of 
the total investment of the unit in plant and 
machinery at the time of commencement of its 
commercial production and that the total concession 
during the entire period of 5 years should not exceed 
50 per cent of such total investment. Such unit is, 
however, allowed to carry forward the unavailed 
portion of the concession, if any, from year to year 
within the said period of 5 years. 

In 3 cases, tax concession aggregating 
Rs. 1. 60 lakhs was incorrectly allowed to new small 
scale industrial units, even though the limit of five 
years from the dates of commencement of commercial 
production for availing the concession had expired as 



Sl. District 
No. 

1. Dharwad 

2. Mysore 

3 . Bangalore 

43 

Date of commer- Period for 
cial production which con-

Short levy of tax 
due to incorrect 

cession wa s grant of conces­
Date up to which incorrectly sion 
concession allowed (in lakos of rupees> 
admissible 

18 . 4.1975 1987-88 0 .44 

31 . 10 . 1986 
(Five years from 
date of notification 
o f October 1981) 

12.11.1986 

11 .11.1 991 

17.4.1985 

16 .4. 1990 

Total 

to 
1989 -90 

Between 
12.11.1991 

and 
31.3.1992 

Bet ween 
17.4.1990 

and 
31. 3 . 1992 

0. 4 3 

0 .73 

1.60 

On these being pointed out in audit (between 
April 1994 and January 1995), the department 
initiated action in one case (Sl.No . 2) to revise the 
assessment. Further report in this case and reply in 
the remaining cases have not been received 
(September 1995). 

The cases were referred to Government between 
December 1994 a nd July 1995 ; their reply has not been 
received (September 1995). 

2.7. Mistake in computation of tax 

Test 
sales tax 
amounting 

check of assessment 
off ices revealed 
to Rs.4.50 lakhs 

records of different 
short levy of tax 
due to mistake in 

\ 

- ·--~~~---
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computation of tax as mentioned below: • 

Sl. City/ Period Tax Rema1k~ 

No. district 
Levi able Computed Short 

and levied levied 
(i n lakhs of rupees) 

1. Dharwad 1990-91 3 . 29 2.29 1. 00 Error in 
dist l"iCt compu -

tat ion 

2. Bangalore 1992 - 93 0 . 68 0 . 06 0.62 -do -

city 

3 . Dharwad 1991-92 76 . 90 74. 02 2.88 Omission 
district to inrl -

ude the 
tax on 
purchasP 
of fire: . 
wood 

Total 4 . 50 

On these being pointed out in audit {between 
May and October 1994), the department recovered 
Rs.2.56 lakhs, {January 1995) in one case (Sl.No.3 ) 
and initiated action to revise the assessment in 
another case (Sl.No.2). Further report in these cases 
and replies in the remaining case have not been 
received (September 1995 ) . 

The cases were ref erred to Government between 
December 1994 and January 1995; their reply has not 
been received (S·eptember 1995) . 

2. 8. Non-levy/ short levy of tax 

(i ) Under the Karnataka Sales Act, 1957, in the 
case of sale of any of the goods mentioned in the 
Eighth Schedule to the Act, tax at the specified rate 
shall be levied at the point of last sale in the 
State. 

Tax is leviable at t~e rate of 4 per cent with 
effect from 1 April 1992 on sugar candy at the point 
of sale by the first or the earliest of successive 
dealers in the State liable to pay tax under the Act . 
Under the Central Act, on inter-State sale of sugar 
candy not covered by valid declarations tax is 
leviable at 10 per cent . 

I 
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On purchase of hide s a nd skins whether in raw or 
dres s ed state, by the last dea ler in the State , t n.x 
is leviable at 4 per cent from 15 Ma rch 1980. 

In the foll owing ca ses, tax on the fir s t sale s, 
last purchase and last s a l es i n the State and on the 
inter- State sales levi able as a f o resaid, was omi tted 
to be levied resulting in non - l evy of tax of Rs. 2 . 61 
lakhs. 

------ ----
5 1. <' 1 ty . T.- ... ,. J 

No. J1otn •. t 

• ,f r "" ;.: 

1111 Lol:li.· •I 1-:1"··- .·1 

l . B;,nqalo n• l'l")2 - 9J l?.•H• fl "J 

':" l t ·: 

2. Chitt.; 1 9 9.0-91 Pl :u -.r 1 c 

du1q.-. -.11d g1:vti'1 - .. i.-, -
dt ::Jt.r1ct. l '> 'l l 'l2 

J. B<1ngaloi:e 1992 - 93 Sugat B . ?8 n '4 

c i ty cand~,-

F1 rot :.'t~}p 

4 . Dakoh1na 1 9 92 - 9 3 ~ugc::t.L 4 ~nd JO i.i . ., ,, 1v:n' l . 12 

l\.atnnada c and-.,· ---- -- l . .... , ' ' 'T' 

d1::Jt r1 c t F1n1t :ialf-

1 nt "'1"-.".i t. ilt-e 

.... 8dllqdl'.•L"f" 199 1 - 92 Lf>;Hhe 1 4 7. 58 I · Jn 

di :..1Lr1cr --------
L .. .at pu1·c:.-hd.tlt-

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

On this being pointed out in audit (between 
October 1994 and January 1995 ) , the depa~tment 
initiated action to revise the assessments in two 
cases ( Sl. Nos 3 and 5) . Further report in these 
cases and reply in the remaining cases have not bee n 
received (September 1995 ). 

The cases were referred 
March and June 1995; . their 
received (September 1995 ). 

to Government between 
reply has not been 
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(ii) Under the Karnataka Sales Tax Act, 1957, 
surcharge at the rate of 10 per cent of the sales tax 
or purchase tax, from 29 March 1979 to 31 July 1985 
and rural development cess for the period from 
April 1984 to March 1986 at the rate of 30 per cent 
o f the tax are leviable. 

Under the Central Sales Tax Act, 1956, on inter­
state sales of goods not covered by prescribe d 
declarations (other than declared goods), tax is 
l eviable at the rate of ten per cent or at the rate 
appli cabl e to the sale or purchase of such goods 
i nsid e t he State under the State Act, whichever is 
higher. The Commissioner of Commercial Taxes 
r e ite r a ted in November 1992 that surcharge and cess 
should also be levied on inter-State sales of goods 
which a t tracted such levies under the State Act . 

In 3 cases of 2 city / districts surcharge and 
rural development cess leviable on tax under the 
Karnataka Sales Tax Act, 1957 and the Central Sales 
Tax Act, 1956 was either omitted to be levied or 
lev i e d short resulting in non - levy/ short levy of tax 
o f Rs. 2 .21 lakhs as detailed below: 

; . ...:1 t ·;,. 

N • l :.>rt1"r 

IH]dpul· 

1h:Jt. t·1rt 

Total 

Numbe l 

~·l ct:.'lnf' 

:l!'"t"c?':l 

2 

l 

Pe r iod G<.>C•dO 

:iol d 

1.7. 1 983 Welding 

to e l ectrode o 

J0. 6 . 1 9 84 

1.7 . 1981 Cement 

t o 

30.6. 1 9 8 2 

a nd f r om 

Oct ober 

1985 to 

March 

1986 

(Amo unt 11\ 1 .. kho of rue""·'! 
Amount Am\"'IUJl t ~·f 

C'f t a x o ui:chcJt-ge c eoo 

on 

wh,ch L f'V\ - L~v1 - Not 

our· iible t"d l evi ed 

c har g e or 

/c~oo ohort 

lt"v1ahl~ lel."l<"d 

4 .57 0 4 6 0 o~ 0. 4 1 

18 , 03 l. 8 0 l. 8 0 

2 . 21 
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On these be ing pointed out in audit {be twe en 
Septe mber and November 1994), the d e partme nt revised 
the assessment in one case {Sl.No. 1 ) . Further 
report regarding recovery in this case and replies in 
t he r emaining cases have not been received 
(Se pte mber. 1995 ) . 

The cases were ref erred t o 
February and April 1995; their 
rece ived {September 1995). 

Government 
reply has 

between 
not been 

2 . 9 . Incorrect allowance of s et-off 

Under the Karnataka Sales Tax Ac t, 1957, where 
tax has been levied on any item of goods of iro~ and 
stee l and sunflower seeds and out of the said goods 
any other items of goods are manufactured in 
Karnataka and sold , the tax on the sale of suc h 
manufactured goods should be reduce d by the amount ot 
tax a lready paid under the Act, on the relative items 
of goods used in its manufacture . The burden of 
proving that tax under the Act has already been paid 
and of establishing the exact. quantum of tax so paid 
on suc h items shall be on the dealer claiming the 
reduc tion . 

In the cases mentioned below , on the sales 
turnover of steel forgings and sunflower oil 
manufactured out of tax suffered iron rounds, 
billets, etc., and sunflower seeds respectively, set 
off o f tax aggregating Rs.1.17 lakhs has been 
incorrectly allowed. 

:.il. C1 t :,· • Pf"r] f-.ci (;c.rod<' 

Nt.1. d 101 rl.ct. 

!ll ' 2 ) ,., \ 4 ) 

l . $ h imoga I !191-'.12 :;ceel 

d1otr1cr fc.r91119 

:Jet o ff o f t a x 

Allow.-d Adm11::01- I ncor rPct 

b l e allo w,.nc e 

(in lAl: h o o f 1·upeeo) 

(5) i 6 ) ( 7) 

2 . 4S 1 . 6~ 0 76 

Rema rko 

( 8 ) 

3~t o f£ o f tax wao 

adm1ooib le on l y to 

thP extent of r ax 

paid un t h e purcha~p 

va l ue dggregari nq 

Ro . 42 . 17 l akho. o f 

iron 1·oundo . bill -

eto . ~t~ .. taoed in 

the manu f acture of 

otePl forg ingo onld . 
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Ill (::• (J) I ~ ) ';) (61 

2. BAnga - 19<10 - 91 5un( l""'"r I . f-6 l 2~ 

<•11 

(7) 

0. 41 

(8) 

~et off of t~x· wao 

arlmt orHhljll. I'" lh@' 

extent u f tax pntd 

1.,t11 the purchR[":t.-" 

v;,luP .-.f 011nl I , .•.. 1· 

.,~Prio uoed t n t hf" 

rnnnufact ur.J> ,f t'Ull 

tl•""'·er 011 ~"·l·l \1 

thP cou.t n~ of l IH .-1· 

:;t.ate trad<'. 

On these being pointed in audi t (between July 
and September 1994), the department initiated action 
to revise the assessment in one case (Sl.No.l) . 
Further report in this case and reply in the other 
case have not been received (September 1995 ) . 

The cases were ref erred 
November 1994 a nd March 1995; 
been received (September 1995) . 

to Government betw~en 
their reply has not 

2 . 1 0 . Non-levy/ short levy of turnover tax 

Under the provisions of the Karnataka Sales Tax 
Act, 1957, every dealer other than the Government of 
Karnataka, the Central Government or the State 
Government of any other State, whose total turnover 
in a year conforms to the prescribed monetary limits 
whether or not the whole or any portion of such 
turnover is liable to tax under any other provisions 
of the Act, shall be liable to pay turnover tax at 
the prescribed rate on his total turnover less such 
deductions as are admissible under the Act. 

In 48 cases of 8 city /districts, turnover tax 
aggregating Rs.55.70 lakhs was either not levied or 
levied short due to omission to reckon certain 
amounts of turnover, incorrectly exempting turnover 
from levy of turnover tax, application of incorrect 



r a te of 
January 

Sl. City/ 

t urnover tax , 
1986 a nd March 
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etc. , for the period bet ween 
1993 as detai led below: 

Number Period Turnover Turnover Remarkn 

No. d1otr1ct of liable to tax not 

1. Bangalore 

city 

2 Bangalore 

d1otr1ct 

3. Belgaum 

diotrict 

4 . Bellaxy 

diotrict 

5. Chitra­

durga 

diotrict 

6. Dharwad 

district 

7. Kolar 

diotrict 

8. Tumkur 

district 

Total 

On 
(between 
bi I L- 9 

caoeo 

invol­

ved 

23 

6 

4 

Bet.ween 

1989-90 

and 

1992-93 

1989-90 

and 

1992-93 

Between 

1.1.1986 

and 

turnover levied or 

tax levied short 

(in lakhn of rupeen) 

2,908.29 32.78 

334.58 4.85 

190. 02 2.23 

Omiooion to include certain 

turnover to arrive at the 

total turnover, application 

of incorrect rate of tax and 

incorrect exemption of cer­

tain turnover from levy of 

turnover tax. 

Om1ooion to reckon certain 

turnover and incorrect exemption 

o f turnover from levy of 

turnover tax. 

Same ao in Sl. No. 1 . 

18.10.1991 

3 

2 

7 

2 

1 

4 8 

Between 

1.7.1990 

and 

31-3-1993 

1991 -92 

Between 

198.8 - 89 

and 

1990-91 

1991-92 

1990-91 

and 

1991-92 

these 
Ma y 1994 

225.57 2.42 

306.02 4.66 

605.04 7.58 

66.03 0.83 

28.24 0.35 

4 ,663.79 55.70 

Non - l~vy of turnover tax 

on certain turnov~r a nd 

applicatio n of incorrect 

rate of turnover tax. 

Non-levy of turnover tax on 

certain turnover and incorr-

ect computation o f taxable 

turnover . 

Non- levy of turnover tax on 

taxable turnover . 

Non - levy. of turnover tax on 

taxable turnover. 

Non-levy of turnover tax on 

taxable turnover. 

being pointed 
a nd December 1 994), 

out 
the 

in audit 
d epartment 
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revised the assessments in 2 cases (Sl .No. 1) and 
recovered Rs. O. 97 lakh in one case ( Sl. No. 1) In 2 
other cases ( Sl . No. 1) , partial recovery of 
Rs. 6. 54 lakhs was effected. The department also 
initiated action to revise the assessments in 12 
cases (those in Sl. No. 1, Sl. No . 2, Sl. No. 4, and in 
Sl. No. 5) . In other 3 cases (in Sl. No .1) relating to 
non-levy of turnover tax on the purchase turnover of 
raw silk during the period from 1 April 1991 
to 27 August 1991, the department held that no 
turnover tax was leviable in terms of Government 
notification issued in August 1991. This contention 
is not tenable as the High Court of Karnataka held* 
that there was no provision in the Act which 
conferred power on the State Government to issue 
notification with retrospective effect. The replies 
in the remaining cases have not been 
received (September 1995). 

The above cases were reported to Government 
between September 1994 and May 1995; their reply has 
not been received (September 1995) . 

2 . 1 1. Non- levy of penalty 

(i) Under the provisions of the Karnataka Sales 
Tax Act, 1957, the tax payable by a registered dealer 
in respect of sale of any industrial inputs like 
component part or raw material or packing material of 
any other goods, to 'another registered dealer is 
liable to tax under the Act at the concessional rate 
of 4 per cent or the rate specified in the Act 
whichever is lower, on the turnover relating to such 
sale, on furnishing prescribed declarations. 
However, the concession is not admissible to 
consumable stores. 

If any person sells or uses such inputs contrary 
to such declaration, the assessing authority shall 
impose up on him by way of penalty, a sum which shall 
not be less than twice the amount of tax leviable 
under the Act. 

· Th e Commissioner of Commercial Taxes clarified 
in January 1988 that sodiu m silicate did not go into 
manufacture of castings but is used only as moulds 
for making castings and it could not, therefore, be 

* M/s. Ananda Soap Factory Vs. State of Karnataka 
(1978) 42 STC 296 

-. 
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purchased on declarati ons 
conce ssional rate of tax. 

prescribed to a va i l 

In 3 cases, penalty o f Rs.5. 69 lakhs though 
leviable for purchase of consumable stores, sodium 
silicate and ink at concessional rate of tax as 
applicable to inputs by furnishing declarations, was 
not levied and collec t ed by the assessing authorities 
as detailed below: 

:;! c- at; l'.,riod 

N<:> . i 1 n'" i ic-t 

I. a .. 119dlor<> U/90-91 Conoum<1ble 

city and otoreo 

1991-9~ 

Between Sodium 

c it· 1989-90 0U1c.\te 

dno 

l . 1990-91 Ink 

d1::-t11ct 

Total 

Rate of Penalty 

turnove1 tdX II\ not levied 

l1n lakho der State (1n lakho 

o( n 1pe.-<l) Act (per- of rupeeo) 

c£-nta. e 

10 «;9 7 1. ~8 

17.58 2 46 

8 . 74 10 l 75 

S . 69 

The above cases were pointed out to the 
department between May 1993 and January 1994 and 
reported to Government between July and August 1994; 
their replies ' have not been received 
(September 1995) 

(ii) Under the Karnataka Sales Tax Act, 1957, 
tax or any other amount due under the Act shall be 
paid in such manner, in such instalements subject to 
such conditions, on payment of such interest and 
wi t hin such time, as may be prescribed . The time 
limit for making payment of tax in the case of final 
assessments is 21 day-s from .the date of service of 
demand notice. If default is made in making 
payments, the person or persons liable to pay tax · or 
any other amount due under the Act shall pay a 
penalty equal to 1 . 5 per cent of the amount of 'tax or 
any other amount due and remaining unpaid for each 
month for the first 3 months after the expiry of the 
time prescribed and at 2 . 5 per cent of such amount 
for each month subsequent to the first 3 months as 
aforesaid. 
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In 11 cases i n 4 ci t y/districts, t hough t he 
dealers did not pay the s ums s pecified i n t he dema nd 
notice wi t h i n 21 days of ser v i ce o f demand no t ices, 
yet penal ty o f Rs.7.47 lakhs leviable was no t levied 
a nd r eali sed. 

Sl. City/ Year Number of Penalty realisable 
No. district asses sees (in lakhs of rupees) 

1. Bangalore Between 7 3 . 85 
city 1986-87 and . 

1991-92 

2. Tumkur Between 2 2 . 19 
district 1987-88 and 

1990-91 

3. Shimoga Between 1 1. 09 
district 1985-86 and 

1987-88 

4. Bellary 1991 - 92 1 0.34 
<jistrict 

Total 
,--

7 . 47 11 

These cases were pointed out to the department 
between May 1993 and January 1995 and referred to 
Government between November 1994 and May 1995; their 
replies have not been received (September 1995). 

(iii ) Under the Karnataka Sales Tax Act, 1957, a 
registered dealer s hall not collect any amount by way 
of tax or purporting to be by way of tax at a rate or 
rates exceeding the rate or rates specified in the 
Act or in respect of sales of any goods on which no 
tax is leviable under the Act. From Apri l 1992, the 
dealer shall pay to the assessing authority the 
entire amount of tax collected in excess in 
contravention of the provisions of the Act within 
20 days after the close of t he month in which 
such amount was collected . In 7 cases in 3 
districts, the assessments of which were fi nalised 
after Apri l 1992 , though tax amounting to 
Rs.96.14 lakhs was collected i n excess by assessees, 

I ""&• 
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yet no action was taken by the department to 
recover the excess tax collec ted, as detaile d below: 

Sl. City/ 
No . district 

1 . Bangalore 
city 

2 . Dharwad 

3 . Be llar y 

Total 

Number Yea1 to 
of asse- which 
ssees 

4 

2 

1 

7 

excess 
collec­
tion 
re la Led 

Between 
1 986-87 

and 
1991 92 

Between 
1990-91 

and 
1 991 92 

1 992-93 

Amount 
collected 
in excess 
(in lakhs 
of n1pf-es) 

89 . 76 

5.73 

0 . 65 

96 .14 

Remarks 

On this being 
pointed out in 
audit (bet:ween 
June and Sep -
ember 1994l , 
the department 
initiated 
action 
to revise the 
assessments in 
2 cases. Futher 
report in these 
cases and 
replies 
in the other 
cases have not: 
been received 
(Septembe1 
1995) . 

The cases were 
pointed out to 
t he depar t ment 
in September 
1994; 
their r:eply 
has not beer. 
rec-e i ved <Sept.: -
ember 1995 l . 

The case was 
pointed out to 
department in 
August 1994 ; 
t heir reply 
has not been 
r eceived (Sept­
ember 1995) . 

The above cases were ref erred to 
between August 1994 and February 1995; 
has not been received (September 1995). 

Government 
their reply 
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CHAPTER 3 

STATE EXCISE 

3. 1 . Re sults of audit 

Test check of records of the Exc ise Department, 
conducted in audit during t he year 1994 -95 , 
disclosed short levy of duty and licence fee 
amounting to Rs.4,002.27 lakhs in 263 cases, which 
broadly fall under the following categories: 

1. Non-recovery/short recovery 
of rent and interest 

2. Non-recovery/short recovery 
of licence fee, litre fee, 

3 . Errors in computation of 
duty 

4. Production losses/wastages 

5 . Other irregularities 

T-otal 

Number 
of 
cases 

21 

etc . 62 

18 

17 

145 

263 

Amount 
(in lakhs 
of rupees) 

2,236.47 

160.38 

246.42 

143.76 

1,215.24 

4,002 . 27 

During the course of the year 1994-95, the 
concerned department accepted under-assessments and 
other irregularities involving Rs.342 . 45 lakhs in 60 
cases, of which 14 cases involving Rs .10. 86 lakhs 
had been pointed out in audit during 19 94-95 and the 
rest in earlier years. A few illustrative cases and 
results of a review on 'Collection of arrears of 
excise revenue' involving Rs. 3,790.35 lakhs are 
given in the following paragraphs. 

3 .2 . Collection of arrears of excise revenue 

3 . 2 . 1 . Introduction 

The excise revenue comprises mainly duty, 
licence fees, rent on lsase of retail vend of 
arrack, interest, fines, and penalties. The levy and 
collection of excise revenue are governed by the 
provisions of the Karnataka Excise Act, 1965 (the 
Act) and the Rules framed thereunder. Duty on 
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excisable articles is payable at the time of their 
removal from the distillery, brewery or warehouse, 
as the case may be. Similarl y, permit fee or licence 
fee is payable in advance at the time of submitting 
application for permit or licence. · However, in 
respect of sale of right of retail vend of toddy and 
arrack effected through auctions for each excise 
year, the contractors are required to make a cash 
deposit equal to one month's rent soon after the 
provisional acceptance of the bid and to furnish 
security for an amount equal to three and one tenths 
of the monthly rent within fifteen days from the 
date of communication of final confirmation. They 
are required to pay the rentals monthly not later 
than the 10th of the month to which the rental 
relates. This time limit can be extended up to the 
end of the next month with the specific permission 
of the Deputy Commissioner concerned/Excise 
Commissioner, subject to payment of interest for the 
extended period . All the above dues payable to 
Government if not paid, are recoverable as arrears 
of land revenue from the persons primarily liable to 
pay the same or from their sureties. 

3.2.2. Organisational set up 

The Excise Commissioner is the chief 
controlling authority in all matters connected with 
the administration of the Act. At the district 
level, he is assisted by a Deputy Commissioner of 
Excise, who is also responsible for collection of 
excise revenue. The Deputy Commissioners of Excise 
are assisted by Superintendents of Excise and 
Inspectors of Excise. 

3.2.3. Scope of Audit 

A review of the position of arrears of excise 
revenue and action taken by department for its 
collection during the excise years (July to June of 
next calendar year) from 1989-90 to 1993-94 was 
conducted by Audit during August 1994 to May 1995, 
by undertaking a test check of relevant records in 
10 districts* out of the total of 20 d istricts, 
supplemented by a general review of records in the 
office of the Excise Commissioner. Important points 
noticed are narrated in the succeeding paragraphs. 

* Bangalore (Urban) , Bangalore (Rural), Kolar, 
Bellary, Raichur, Mysore, Mandya, Hassan, Bijapur 
and Gulparga 
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3 .2 .4 . Highlights 

(i) The arrears in excise revenue i ncreased 1?Y 
181 per cent during the period from 1989-90 to 
1993-94 as against increase of 95 per cent in actual 
collection of excise revenue of State. The 
department did not have firm sets o f figures of 
arrears of excise revenue and the arrears as 
reflected in records of department did not include 
certain components forming part of excise revenue . 

[Paragraph 3.2 .5] 

(ii) Though the conditions of stay granted by 
Courts against collection of enhanced licence fees 
were not honoured by licensees, the department had 
not taken steps to settle the cases as a result of 
which, arrears of Rs.677.13 lakhs remained 
uncollected. 

[Paragraphs 3. 2.7(ii) and . (iii)] 

(iii) Inadequate verification carried out by 
the department before registering an excise 
contractor in Kolar district resulted in 
accumulation of arrears of Rs.69 . 74 lakhs. 

·[Paragraph 3.2 .S(i) (a)] 

(iv) Allowing an ineligible contractor in 
Hassan district to participate in excise auctions 
for the ·disposal of right of lease of retail vend of 
arrack and acceptance of his offer led to arrears o f 
Rs.112 lakhs. 

' [Paragraph 3. 2.8(i) (b)] 

(v) Failure on the part of department to 
initiate timely action to cancel the right of lease 
and to take effective follow up steps for collection 
of arrears resulted in non-collection of excise 
revenue of Rs.692 lakhs in a single case in Dakshina 
Kannada district. 

[Paragraph 3 . 2.S(i) (c)] 

fo7/~-IO 
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3.2.5 . Arrear position 

(i) Extent of excise arrears 

The excise revenue outstanding for the period 
of five years ending 31 March 1994 as reported by 
the Excise Department was as under:-

Year 

1989-90 

1990-91 

1991-92 

1992-93 

1993-94 

Total excise Arrears of excise 
revenue revenue at the 

/ 

end of year 
(in c rores of rupees) 

327 . 57 64.89 

429 . 69 121.60 

510.32 119.41 

515.33 175.76 

639.07 182.32 

From the above it would be seen that while the 
excise revenue collected during the period 1989 -9 0 
to 1993-94 increased by 95 per cent, the arrears 
rose by 181 per cent . 

The department did not have firm sets of 
figures of arrears of excise revenue as on 
March 1994 . While furnishing the yearwise break- up 
of the arrears , the department indicated 
(September 1994) the arrears of excise revenue as on 
31 March 1994, as Rs. 186 .19 crores. Again, while 
furnishing the details of stage of pendency of 
arrears, the department intimated (September 1994) 
that as on March 1994 th~ arrears of 
Rs.244.50 crores were in the process of recovery 
through Courts (Rs.139.06 crores) departmental 
proceedings (Rs.73.31 crores) and Revenue Department 
(Rs.32.13 crores). 

Thus the department d id not maintain records 
showing the correct position of arrears. No reasons 
were furnished by department for the variations in 
figures . . . 

ii 
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(ii} Corr ectness of arr ears 

It was noticed in audit that the arrears as 
reflected in the books of department did not include 

(a) interest at 18 per cent on arrears of rent on 
lease of retail vend of arrack; 

(b) licence fee, duty, etc., recoverable from 
distilleries and breweries; and 

(c) fines and penalties levied and compounded by 
department for offences under the Act . 

3.2.6 . Demands covered under rev enue rec overy 
certificates 

(1) According to Section 63 of the Karnataka Excise 
Act, all amounts on account of any contract relating 
to the excise revenue may be recovered from the 
person primarily l iable to pay the same or from his 
surety, if any, as if they are arrears of land 
revenue. 

The yearwise details of such arrears of excise 
revenue up to the year 1993-94 and referred to 
Revenue Department for recovery as· arrears of land 
revenue, as seen from the re.cords of Excise 
Department are fur nished bel ow: 

Year No.of Nature of arrears Total 
cases 

Lease rent Interest 
(in lakhs of rupees) 

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

Up to 
1986-87 500 1,046.97 1,571.80 2,618.77 

1987-88 6 0 . 73 4.69 5.42 

1988-89 13 8 . 05 7.93 15.98 

1989-90 9 0.88 0.60 1.48 

1990-91 5 22.64 34.29 56.93 

.1991 -92 2 389 . 29 124.68 513.97 



( 1) 

1992-93 to 
1993-94 

Total 

( 2) (3) 

535 1,468.56 

60 

( 4 ) ( 5) 

No cases -

1 , 743 . 99 3,212.55 

The age, the number and the substantial amounts 
i nvolved in these cases are indicative · of the fact 
t hat effective follow-u~ action had not been taken 
to ensure speedy recovery. 

(i i) As against arrears of Rs.3,212.55 lakhs shown 
by Excise Department as referred to Revenue 
Department, the records of the latter reflected only 
Rs . 503 lakhs as having been referred to them by the 
former. The difference, as could be seen from the 
record s of Revenue Department in districts test 
checked, was mainly due to non-accountal of demands 
in Demand, Collection .and Balance Statements of 
Revenue Department and reduction of arrears without 
assigning reasons. Test check in six offices of 
Revenue Department in four districts (Hassan, 
Mysore , Mandya & Raichur) disclosed that a total 
demand of Rs.368.58 lakhs ·raised by Excise 
Department was not booked by Revenue Department 
which also reduced Rs.135.14 lakhs without assigning 
reasons . This shows that close contacts are not 
made by the Officers of Excise Department with those 
of Revenue Department to watch the progress made in 
recovery. 

3.2.7. Recovery stayed by the High court and other 
judicial authorities 

(i) As of 1994, a total of 5,265 cases involving 
excise revenue arrears of Rs . 13 , 905.76 lakhs 
relating to the period up to 1993-94 were pending in 
Courts. Of these , cases involving nearly 3 8 per 
cent of . the total monetary value of all cases 
related to 1986 -87 and prior indicating that 
department had not taken adequate action to get the 
stays vacated. The yearwise details of lease rent 
outstanding and the interest due thereon as reported 
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by the Department are furnished below: 

Year Number Arrears Total 
of 
cases Lease rent Interest 

(in lakhs of rupees) 

Up to 
1986-87 191 2,312.08 2,924.00 5,236.08 

1987-88 6 105.30 121.03 226.33 

1990-91 26 2,328.24 584.81 2,913.05 

1991-92 2,306 1,212.05 243.06 1,455 . 11 

1992-93 2,708 2,081.41 210.01 2,291.42 

1993-94 28 1,734.41 49.36 1,783.77 

Total 5,265 9,773.49 4,132.27 13,905.76 

The noticeable increase in the number of cases 
and the amount involved therein during 1991-92 and 
1992-93 was due to many licensees approaching Courts 
against enhancement of licence fees payable for 
certain categories of licences for manufacture and 
sale of Indian liquor from July 1991. 

{ii) The annual licence fee payable for certain 
categories of licences for the vend of Indian liquor 
and/or foreign liquor was enhanced by Government in 
February 1992 with retrospective effect from 
Ju~y 1991. The enhancement was, however, stayed by 
Courts, based on writs filed by licensees. The 
d~partment, however, had not taken action to get the 
stay vacated in the case nor were the arrears 
watched through DCB Statements. In 2 districts, 
dues on account of enhancement of licence fee 

· amounted to Rs. 6. 51 crores and they remained 
uncollected {May 1995). 

{iii) In Raichur and Gulbarga dis~ricts, 105 
licensees were granted stay in March 1992 against 
payment of enhanced licence fee on the condition 
that 50 per cent of enhanced licence fee be paid by 
them within eight weeks. The licensees did not, 
however , make payments as ordered by Courts. The 
department also did not take further action either 
to get the stay vacated or to implement the courts' 
order to realise the 50 per cent of enhanced licence 
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fee with the result arrears of Rs.26 . 13 lakhs 
remained uncollected as at the end of March 1994. 

(iv) 3 licensees in Bangalore (Urban) district 
included their names in the stay granted in the case 
of 30 other licensees by Court against payment of 
enhanced licence fee . The department did not verify 
the original stay order issued by Court and this 
resulted in non-payment of e nhanced licence fee of 
Rs.1.90 lakhs. 

3.2.8. Other interesting cases 

(i) The lease of right of retail vend of arrack 
is being entrusted through public auctions for each 
excise year, in accordance with the provisions 
contained in Karnataka Excise (Lease of Right of 
Retail Vend of Liquors) ~ules, 1969 . Test check 
revealed that there were cases of award and 
continuance of the right in disregard to the 
provisions of these Rules, leading to increase in 
arrears of excise revenue as detailed below: 

(a) Before registering a person as contractor 
eligible to offer bids for obtaining rights of lease 
of retail vend of arrack, the department is expected 
to consider the solvency. For this purpose, 
solvency certificates issued by Banks in prescribed 
forms have to be furnished. The status, 
antecedents, past experience, etc., are also to be 
considered. The solyency certificate prescribed as 
well as the certificate issued by the Banks did not 
provide for any financial commitment on the part of 
banks, in cases of default of contractors. · In one 
such case in Kolar district, arrears of 
Rs.69.74 lakhs relating to 1990-91 remained 
uncollected (April 1995) from a registered 
contractor, who actually turned out to be a worker 
under a defaulting contractor who was prevented from 
participating in auction·. Evidently, the 
verification carried out by the department before 
registering the contractor in this case was 
inadequate, as the person to whom the vend was 
allotted failed to pay the rentals. 

(b) Registered contractors are permitted to 
partici.Pate in the auction or tender for the right 
of retail vend of liquors to the specified extent of 
financial solvency. In one case in Hassan district, 
the contractor who was eligible to participate in 
auction involving bids up to Rs . 12 lakhs based on 
the extent of financial solvency produced was 
allowed to offer bid to the extent of Rs.33.80 lakhs 
for 1990-91. Acceptance of the offer of the 
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contractor whose financial solvency was 
resulted in irregular payment of lease 
to substantial accumulation of 
Rs.112 lakhs. 

not adequate 
rent and led 
arrears of 

(c) On account of non-production of required bank 
guarantee and non-payment of monthly rent regularly, 
the lease of right of retail vend of a contractor in 
Dakshina Kannada district for 1992-93 was ordered by 
Government on 19 September 1992 to be cancelled. 
·Against requirement of payment of 3 and 1/lOth of· 
monthly rentals as security deposit within 15 days 
of confirmation of bid, the contractor was allowed 
to furnish bank guarantees on different banks for 
the required amoun t, in instalments, up to middle 
of October 1992, when the Deputy Commissioner of 
Excise sought fresh orders of the Excise 
Commissioner for cancellation of lease. The l Pase 
was, however , not cancelled and • the contra c t was 
continued, even though delays and defaµl t in the 
payment of rent persisted. As a result, arrears of 
lease rent recoverable accumulated to Rs. 692 lakhs 
for 1992-93 . 

The points brought out in the review were 
brought to the notice of department between 
August 1994 and May 1995 and referred to Government 
in June 1995; reply has not been received as of 
September 1995. 

3. 3. Non-collection/ short collection of licence 
fee 

The annual licence fees chargeable under the 
Karnataka (Sale of Indian and Foreign Liquors} . 
Rules, 1968 , as amended in February 1992, for 
different kinds of licence such as wholesale 
licence, retail shop licence, hotel and boarding 
house licence, refreshment room (bar} licence, etc., 
for vend of liquors were enhanced with effect from 
1 July 1991 . By notification issued in April 1993, 
the annual licence fees chargeable for different 
kinds of licence were revised with effect from 
1 July 1993. 

According to the provisions of these rules, the 
rate of licence fee leviable is based on the kind of 
licence and the area in which the licensed premises 
is located. In terms of Government notification of 
April 1991, the population of the place as brought 
out in the immediately preceding census including 
the projected annual growth in years subsequent to 
that of census shall be the basis · for the 
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classification of area. The Excise Commissioner 
clarified (July 1993) that places with population of 
20,000 and above were municipal areas. 

Under the Karnataka Excise (Sale of Indian and 
Foreign Liquors) Rules, 1968, the licensees selling 
foreign liquor are liable to pay an additional 
licence fee equivalent to ten per c ent of fee 
prescribed for grant of such licences. 

In Mysore district, licence fees for the years 
1992-93 and 1993-94 due from 19 licensees (5 retail 
shops and 14 bars) were collected either at the pre­
revised rate or at incorrect rates due to 
misclassification of the areas (as other areas) of 
the 11icensed premises resulting in short collection 
of licence fee amounting to Rs.3.80 lakhs. 

On this being pointed out in audit (between 
July and September 1994), the department stated that 
the difference would be recovered . Further reports 
regarding recovery have not been received 
(September 1995). 

The case was ref erred to Government between 
February and March 1995; their reply has not been 
received (September 1995). 

3 . 4. Short c o l lection o f l e ase amount 

The lease amount payable under the Karnataka 
Excise (Lease of the Right of Retail Vend of Beer) 
Rules, 1976, as amended in February 1992, for retail 
vend of bulk beer was revised to Rs.10,000 per 
annum, from July 1990. The lease amount for vending 
bulk beer by holder of bar licence was fixed as 
Rs.5,000 per annum. 

In Bangalore city, lease amount due for the 
period between 1990-91 and 1993-94 from 30 licensees 
possessing the right of retail vend of bulk beer and 
who were not holding bar licence was collected at 
the rate of Rs.5 , 000 from each instead of at 
Rs . 10,000 resulting in short collection of lease 
amount of Rs.1.53 lakhs. 

This was pointed out to the department between 
July and September 1994 and referred to Government 
in March 1995; their replies have not been received 
(September 1995) . 
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3 . 5 . Loss of revenue due to excess allowance of 
wastage of spirit/ Indian liquor 

The Government by issue of a notification 
(May 1980) fixed the maximum wastage allowable in 
the cases of transport of spirit from distillery to 
other processing places, maturation of compounded 
spirit and of manufacture of Indian liquor including 
bottiing, handling, etc., 

In 3 distilleries in Bangalore (Rural ) 
district, in the cases of transport of spirit, of 
maturation of compounded spirit and of manufacture 
of Indian liquor, the wastage claimed and allowed 
during the year 1993-94 exceeded the maximum wastage 
allowable by 1, 07 , 620 proof litres of spirit and 
8,942 bulk litres of Indian liquor. The excess 
wastage allowed resulted in loss of reve nue of 
Rs.64.96 lakhs by way of duty on Indian liquor that 
would have been manufactured. The details are given 
below : · 

Sl. Proceoo involved Bxceoo waota ge allowed Indian liquor 

---- ------- that could have No . ------
Waotage p reoc ribed Spirit 

( percentage) 

l.Tranoport of op1rit 

from 0 . 75 to l 

2 . Mat:uration o f 

(in proof 

litreo) 

54 5 

c ompounded opir1t l,07 ,075 

from 2.5 c o 22 

3. Manu f a ctu re o f 

I n dian liquor 

5 

Total 1,07, 6 20 

Indian liquor been manufactured 

( in bulk litre s) ( in b u lk lit reo) 

698 

1 , 34, 7 3 0 

8, 94 2 8,94 2 

8 ,94 2 l, 44 ,370 

Amount 

o f duty 

realisable 

(1n lakho 

of rupeeo) 

O. Jl 

60.63 

4 .02 

6 4 . 96 

The cases were pointed out to the department 
between Spetember 1994 and January 1995 and referred 
to Government between March and May 1995; their 
replies have not been . received (September 1995). 

3 . 6. Loss of revenue due to short production of 
Indi an liquor 

Under 
Fee) Rules , 
f,,7/.6 ~ / I 

the Karna taka 
1968 , excise 

Excise 
duty at 

(Excise Duties and 
the rate of Rs . 42 

--
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per bulk litre up to 5 January 1994 and at the rate 
of Rs. 45 per bulk litre thereafter is leviable on 
Indian liquor issued. According to the Karnataka 
Excise (Bottling of Liquor ) Rules, 1967, no spirit 
of strength lower than 25 degree under proof in the 
case of potable spirit or lower than such strength 
as may be fixed by Excise Commissioner from time to 
time for such spirit shall be bottled. However, a 
tolerance limit of 0.5 degree variation in strength 
is permissible as prescribed by Government in 
May 1980. Any reduction in strength should result 
in corresponding increase in production of Indian 
liquor. 

In a distillery in Bangalore (Urban ) district, 
the strength of Indian liquor manufactured in 20 
batches during 1993-94 was more than 25 degree under 
proof or below the prescribed strength of 75 degree 
proof. However, even after allowing the tolerance 
of 0.5 degree variation, there was no corresponding 
increase in the production of Indian liquor to the 
extent of 2, 066. 481 bulk litres, resulting in loss 
of revenue of Rs . 89,986 by way of duty thereon. 

This was pointed out to the 
December 1994 and referred to 
March 1995; their replies have not 
(September 1995) . 

department in 
Government in 
been received 

3 . 7 . Non-levy / short l evy of l i tre fee 

Under the Karnataks Excise (Excise Duties and 
Fee ) Rules, 1968, litre fee was leviable up to 
31 March 1993, at Rs. 7 p e r bulk litre on spirit 
liquor, at Re.l per bulk litre on beer, at Re.0.65 
per bulk litre on wine containing up to and 
inclusive of 14 per cent volume by vol ume (V/V) 
alcohol and Rs. 2. 25 per bulk litre on wine 
containing above 14 per cen t V/V alcohol, when sold 
by licensees . The levy of litre fee as aforesaid 
was, however, discontinued and the rates of excise 
duties were enhanced with effect from 1 April 1993. 
It was clarified by Government in December 199 3 that 
litre fee at the specified rates as it stood prior 
to 1 April 1993 shall be payable on such excisable 
articles imported, transported or manufactured prior 
to 1 April 1993 and subjected to excise duty at the 
lower rates which were held in stock on or after 
1, April 1993. 

In Bangalore city and Bijapur, Bidar, Gulburga 
and Raichur districts , as against litre fee 
aggregating Rs.12.80 lakhs leviable as aforesaid on 
1,53,414.015 bulk litres of Indian liquor, 

• 
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1,92,411.050 bulk litres of beer and 8,252.640 bulk 
litres of wine purchased, imported or transported 
prior to 1 April 1993 (subjected to excise duty at 
lower rates) and held in stock on or after 
1 April 1993, litre fee of Rs. 9. 33 lakhs only was 
levied and collected resulting in short levy of 
litre fee of Rs.3.47 lakhs. 

On this being pointed out in audit (between May 
and December 1994), the department stated in 
February 1995 that the wholesale dealer in one case 
{Bangalore city) was not in existence and that the 
matter would be taken up with higher authorities. 
Further report in this case and replies in the 
remaining cases have not been received 
{September 1995) . 

The cases were ref erred to Government between 
February and May 1995; their reply has not been 
received {September 1995) . 

3 . 8 . Short recovery of duty on wine 

According to the Karnataka Excise (Duties and 
Fee) Rules, 1968, .ps amended in August 1990, the 
rate of duty leviable from 28 August 1990 on wine of 
strength up to and inclusive of 14 per cent was 
fixed at Rs.1.35 per bulk litre and at Rs.5 per bulk 
litre on wine of strength above 14 per cent but not 
exceeding 24 per cent . 

In Bangalore (Urban) district, on 25, 542 bulk 
litres of wine of strength above 14 per cent , 
imported during the period from December 1990 to 
September 1992, duty at the pre-revised rate 
applicable to wine of strength up to and inclusive 
of 14 per cent , amounting to Rs. 19, 645 only was 
levied and collected as against Rs.1.28 lakhs 
leviable at the enhanced rate applicable to wine of 
strength above 14 per cent , resulting in short 
recovery of duty of Rs.1.08 lakhs. 

This was pointed out to the department in 
June 1994 and referred to Goverr:iment in February 
1995; their replies have not been received 
(September 1995) . 

3 . 9. Loss of revenue in retail vend of arrack 

. Under the Karnataka Excise (Lease of Right of 
Retail Vend of Liquors) Rules, 1969, the person who 
is granted the right of retail vend of liquors 
shall, within fifteen days from the date of 
communication of the order, furnish security for an 
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amount equal to 3 1/10 of the monthly rent, in t he 
form of cash deposit, Government securities or other 
securities recognised by Government or an 
irrevocable guarantee given by a Scheduled Bank . 
Further, the rent payable to Government for a month 
shall be paid before 10th day of that month. 

In case of failure to comply with the aforesaid 
provisions, the lease shall be terminated, licence 
cancelled and the right to vend liquor decided 
afresh. The loss, if any, susta~ned by Government 
on account of termination is recoverable from the 
defaulting bidder. 

In 4 districts (Mandya, Bangalo r e( Urban), 
Dharwad and Dakshina Kannada ) , the successful 
bidders who were granted the right of retail v e nd o f 
arrack for the year 1993-94 had failed t o furni s h 
the required security within the prescribed t i me 
and/ or defaulted in making payment of monthl y r ents. 
The licences were, therefore, cancelled and t he 
leases terminated by fixing reauctions and 
departmental arrangements. The aggregate revenue 
realised in these districts for the year 1993-94 in· 
the v end of arrack was Rs.6,862.92 lakhs as aga i nst ' 
the revenue of Rs . 8, 691.17 lakhs in terms of the 
original lease rents. The loss o f r evenue o f 
Rs.1,8 72.51 lakhs (including interest of Rs.44. 26 
lakh s on belated payment of rent and delay in 
reali sation of Bank guarantees) consequent upon the 
departmental and interim arrangements was not 
recovered from t he defaulting bidders as detailed 
below: 

Sl. 

No. 

1. 

2. 

3 . 

4. 

Diotn.ct 

Mandy a 

Revenu e in termo Revenue r e al1oed 

of original rent 

·•···· (in lakh a o f rupeea) 

122.33 83. ll 

I Demand o f Ra.31.65 lakho wao 

r a ioed in April 1994) 

Banga lore (Urban) 7,524.00 5,796.01 

Dharwad 53.04 34 .75 

Dakoh1na Kannada 991 . 80 949.05 

Tota l 

(including intereot o f Ro. 44 .26 lakho on 

belated payment of rent and dela y in 

adJUOt~ent of Bank gua ranteeo) 

8 , 691.17 6,862.92 

Looo of 

revenue 

39.22 

l,727 . 99 

18 . 29 

87.0 1 

1,872.51 
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The cases were pointed out to the depar t ment in 
audit betwee n September and December 1994 and 
ref e rred to Government between March and May 1995; 
their r e plies have not been r e ceived 
(Septembe r 1995 ) . 

3 . 10 . Short levy of excise duty on arrack 

By a Government notification issued in 
January 1994 under the Karnataka Excise (Excise 
Duties and Fees ) Rules, 1968, duty leviable on 
arrack was enhanced from Rs.7.00 to Rs.9.00 p e r bulk 
litre with effect from 6 January 1994. 

In 4 cases in three districts, excise duty on 
a rrack aggregating Rs . 59. 69 lakhs was short lev ied 
a nd collected due t o application of incorrect rate 
of duty as detailed b e low: 

51 

l. 

2 

4. 

D1otr1ct 

Belgaum 

B1dar 

Bangalore 

(Rural) 

Bangalore 

(Rural) 

Between 

6 January 

and ll 

January 

1994 

Between 

6 January 

and 30 June 

1994 

Bet.ween 

6 January 

and 2 8 Feb-

ruary 1994 

Between 

6 Janua~ 

and 31 March 

1994 

Total 

Qu.mt1~y ot 

.lrracl: iooued 

(in lakh of 

bulk htreo) 

1.13 

l. 32 

19.44 

0.51 

22 . 4 0 

Total 

Out 

lev1able levied l~v1ed ohort 

(in lakho of rupeeo) 

10.17 8 .90 1. 27 

11. 91 9 . 26 2.65 

5 81.97 52 7.21 54 .76 

4 .55 3. 54 l. 01 

608.60 548 . 91 59.69 

The cases were pointed out to the department 
between July and February 1995 and referred to 
Government between March and May 1995; their 
replies have not been received (September 1995) . 
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3 . 11 . Non-recovery of penalty on unmatured arrack 

According to Government order of May 1992 and 
instructions issued by the Excise Commissioner in 
July 1992, the prescribed peri od o f maturation of 
arrack is 15 days. If the arrack is matured for 15 
days or more, the bottler shall be entitled for full 
blending charges. In case the arrack is matured for 
less than 15 days but more than 7 days, penalty 
amounting to 2 per cent of the blending charges and 
if the arrack is matured for 7 days or less, penalty 
amounting to 5 per cent of the blending charges 
shall be payable by the bottler to Government. The 
rate of blending charges is 66 paise per bulk litre . 

In 7 cases, penalty payable for failure to 
mature arrack for the prescribed period of 15 days 
(during 1993-94) was either not levied or levied 
short to the extent of Rs . 11. 57 lakhs as detailed 
b e low: 

.ll. 

Ne> . 

J, 

2. 

3. 

-1 . 

5 . 

6. 

7. 

Haooan 

Bangalo r e 

I Ur ban) 

B1da r 

Belgaum 

Gulbarga 

Belgaum 

Kolar 

Period 

for 

whi ch 

arrack 

\ri,"aO 

ma cured 

l eoo than 

7 dayc 

-do-

7 dayo 

or leoo 

-do-

- do-

7 dayo 

or l eoo 

more t han 

7 dayo but 

l eoo than 

15 dayo 

l eoo than 

7 dayo 

To t a l 

Qu,.11t1ty 

of <\J: l -

ad: 

involved 

I 111 lakh 

of bulk 

11rtNl) 

36 . 95 

18.80 

Jl. 92 

) 1. 01 

35 '74 

14 ' 88 

4 3. 41 

Pena lty 

Lev1ablt' L<'Vlt'd Non-1.,.,y 

or oh·~ rt 

levy 

( 11 lo\kho of rupee a 

1.22 0 . 10 I . 12 

5.94 5 . 9 4 

0.62 o . &2 

l. 12 1.1:? 

l. 02 1.02 

1.18 l.18 

0. 20 0.20 

l. 4 3 l.06 0 37 

12 .73 1.16 11 .57 
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On these being pointed out in audit (between 
July 1994 and February 1995), the department stated 
that the matter in one case (S l.No.3 ) was pending 
with the Excise Commissioner. Further report in 
this case and replies in the remaining cases have 
not been received (September 1995 ). 

The cases were ref erred to Government between 
February and May 1 995; their reply has not been 
received (September 1995) . 

3 . 12. Non-recovery/ short recovery of value of 
confiscated goods when r eleased 

Under the Karnataka Excise (Confiscated 
Articles Disp osal) Rules 1967, confiscated potablP 
liquor, if it is in sealed bottles, shall be 
disposed off by public auction among the licen.sees 
under the Karnataka Excise Act, at a pric e not iess 
than 75 per c ent of the o rdinary local price of such 
liquor excluding duty and taxes. Excise duty and 
sales tax are leviable at the rates prevailing on 
the date of disposal . 

Confiscate d rectified spirit is to be sent to 
the Excis~ Commissioner for redistillation or such 
other disposal as he may deem fit. 

Under the Karnataka Excise (Ext:ise Duties and 
Fees) Rules, 1968 , duty at the rate of Rs. 45 per 
bulk litre is leviable from 6 January 1994 on Indian 
liquor . 

Under the 
Indian 1 iquor, 
15 per cent on 
all points of 
State) . 

Karnataka Sales Tax Act, 1957, on 
t ax at 50 per cent and surcharge of 
tax are leviable from 1 April 1994 at 
sale(other than the last sale in the 

In the cases mentioned below, on the disposal 
of the confiscated Indian liquor, beer and rectified 
spi rit , price aggregating Rs . 2. 55 lakhs has been 
recovered short for reasons such as non-collection 

• 
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o f prescribed value and short ~ollection of duty and 
sales tax: 

51. 

No . 

1. 

2. 

) . 

4 . 

Diotrict 

Bangalore 

(Urban) 

Dharwad 

Dakshin a 

Dakohina 

Kann ada 

Period 

of d10· 

pooal 

of 

goo do 

April 

1994 

Between 

April 

and 

June 1994 

March 

1994 

January 

1995 

Goode 

d1opooed 

Indian 

liquor 

Indi an 

liquor 

Beer 

Indian 

liquor 

Total 

Quantity 

(1n bulk 

litr.,ol 

l,698 . 120 

S,987. 4 90) 

1.428.700} 

)93. 330 

9,000.000 

Valu<' of goc>do 

Fleco· 

•1f'table ve1 ed ve1·ed 01 

ohoH. 

tecovered 

(1n lakho of rup<'<'O) 

l. 39 l. 07 0 .32 

2. 36 1. 90 

0.37 0.37 

1. 4 0 

S.52 2.97 2 . 55 

The cases were pointed out to the department' 
between September and December 1994 and referred to 
Government between March and April 1995; their 
replies have not been received (September 1995) . 

3 .13. Short levy of sales tax on sale of 
arrack/Indian liquors 

(i) Under the Karnataka Sales Tax Act, 1957, 
on arrack, . sales tax is leviable at the rate of 20 
per cent from April 1990 to March 1994 and at the 
rate of 25 per cent thereafter. 

The rate of puty leviable on arrack was 
enhanced from Rs.7 to Rs.9 per bulk litre, from 
6 January 1994 in terms of amendments of 
January 1994 to the Karnataka Excise (Excise Duties 
and Fees) Rules, 1968. 

In the case of 7 arrack processing units 
located in Bangalore (Rural), Bangalore (Urban), 
Belgaum, Bidar, Chitradurga and Kodagu districts, 
sales tax aggregating Rs.54.47 lakhs has been levied 
short on the sale of 14 9 . 4 8 lakh bulk 1 i tres of 
arrack made during the period between July 1993 and 
June 1994, due to application of incorrect rate of 
sales tax for the period prior to 6 January 1994 and 
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also on account of omission to compute sales tax on 
the enhanced rate of excise duty. 

The cases were , pointed out to the department 
between July 1994 and February 1995 and referred to 
Government between April and May 1995; their replies 
have not been received (September 1995) . 

(ii) By a notification issued in January 1994 
under the Karnataka Excise (Excise Duties and Fees) 
Rules, 1968, excise duty leviable on Indian liquor 
was enhanced from Rs.42 to Rs.45 bulk litre from 
6 January. 1994... It has been judicially held* that 
excise duty is includible in the taxabJe turnover . 

Under the Karnataka Sales Tax Act, 1957 , every 
dealer shall pay for each year , tax on his taxable 
turnover of sales (other than the last sale in the 
State) relating to all kinds of alcoholic liquors 
for human consumption (other than toddy, arrack, 
fenny and wine), at the rate of 45 per cent from 
1 Apri l 1990 to 31 March 1994 of such turnover. 

I n Bangalore city , on ~4,705.32 bulk litres of 
Indian l iquor removed on sale by a distil lery during 
6 to 10 Januar y 1994, excise duty was levied 
initi al l y at Rs . 42 per bulk litre instead of at 
Rs. 45 per bulk litre. Though the differentials in 
excise du ty were recovered, the turnover of sales 
was not revised f or determining sales tax payable, 
resul ting in short levy of sales tax of Rs . 46,852 . 

Th is was pointed out to the 
December 1994 a nd ref erred to 
March 1995 ; thei r replies have not 
(September 1995) . 

department in 
Government in 
been received 

3 . 14. Non-recovery/ short recovery of interest 

According to the Karnataka Excise Licences 
(Gener a l Condit i ons ) Ru : s, 1967 , the rent payable 
to Gov e rnment in r espect o f licensed shop for each 
month shal l be c r edited by the licensee into the 
treasur y on or b e f ore the tenth day of that month. 
I n terest at the rate of 18 per cent per annum shall 
be charged f r om t h e eleventh day of that month on 
the outstanding amount as long as it remains unpaid . 

In Dakshina 
d istrict s, though 

Kannada, Dharwad a nd Tumkur 
there were delays ranging from 

* M/s .McDowell & Co ., Ltd ., Vs Commerc ial Tax Officer 
(1985) 59 STC 277 (SC) AIR 1986 SC 649 

b1 1l ·l '~ 
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5 to 469 days in payment of rent of arrack shops, by 
contractors, during the year 1993- 94, interest 
aggregating Rs.25.44 lakhs leviable for the delay in 
payments was 1 either not recovered or recovered 
short. 

On these being pointed out in audit (between 
October and December 1994), the department recovered 
Rs.30,981 in the case relating to Dharwad district. 
Further report regarding recovery of the balance 
amount in this case and replies in the remaining 
cases have not been received (September 1995) 

The cases were ref erred to Government between 
March and April 1995; their r eply has not been 
received (September 1995 ). 

I 
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CHAPTER 4 

• TAXES ON MOTOR VEHICLES 
• 

4 . 1 . Results of audi t 

Test check of records in the Motor Vehicles 
Depa~tment, conducted in audit during the year 
1994-95, disclosed under-assessments of t~x amounting 
to Rs.2,480.21 lakhs in 134 cases which broadly fall 
under the following categories: 

Number Amount 
of (in lakhs 
cases of rupees) 

1. Non-levy/short levy 
of tax 37 1,978.05 

2 . Non - levy/non-collection 
of penalty/fees ~o 21.60 

3. Other irregularities 67 480.56 
' 

Total 134 2,480 .21 

During· thEt, course of the year 1994-95, the 
concerned department accepted under-assessments of 
Rs.677.16 lakhs involved in 37 cases which had been 
pointed out in audit in earlier years. A few 
illustrative cases involving Rs . 8.93 lakhs are given 
in the following paragraphs. 

4 .2. Short levy due to i ncorrect determi nation of 
laden weight 

Under the Karnataka Motor Vehicles Taxation Act, 
1957, tax on articulated vepicle (a motor vehicle to 
which a semi-trailer is attached) is payable with 
reference to the permitted registered unladen weig~t 
of the tractor (prime mover) together with maximum 
laden weight · of the largest number of trailers 
proposed to be drawn. Government enhanced in 
September 1982, the permissible gross laden weight of 
articulated vehicles to 25.4 tonnes, which was 
further enhanced to 35.2 tonnes in March 1991 . 

In Mangalore region , 
(tractors of 1978 to 

on 13 articulated vehicles 
1983 models) initially 
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r egistered i n other States and migrated to Karnataka 
between February 1987 and January -1989, tax was 
levied on the maximum laden weight of the trailors 
alone without adding the unladen weight of the 
tractors (prime movers) . This resulted in tax being 
levied shoit by Rs.1.65 lakhs (calculated on the 
basis of information available for one vehicle) for 
the period from February 1987 to January 1995. 

This was pointed out to the department in 
November/December 1994 and referred to Government in 
February 1995; their replies have not been received 
(September 1995) . 

4.3. Short levy due to non-enhancement of 
registered laden weight 

Under the Karnataka Motor Vehicles Taxation Act, 
1957, tax on a goods vehicle is levied with reference 
to its registered laden weight. According to 
Government notification issued in June 1987, on goods 
vehicles registered prior to 31 March 1983 (including 
those initially registered in other States and then 
migrated to Karnataka) , tax has to be levied by 
enhancing the registered laden weight by 25 per cent 
over and above the weight certified by the 
manufacturer. 

In Bangalore (South) region, on 6 heavy goods 
vehicles ( 1970 to 1976 models) initially registered 
prior to 31 March 1983 in other States and migrated 
to Karnataka between 1984 and 1992 , tax was levied 
and collected on the laden weight ( 11, 500 Kgs) as 
certified by the manufacturer as against the enhanced 
registered laden weight (14 , 375 'Kgs). This resulted 
in tax being levied short by Rs.40,405 for the period 
from August 1984 to July 1994 . 

On this being pointed out in audit (May/June 
1994), the de partment issued notices in all the 
cases. Further report has not been received 
(September 1995) . The case was referred to 
Government in July 1994; their reply has not been 
rece.ived (September 1995). 

4. 4 . Non-collection or short collection of 
composite fee 

( i) Under the 
Act), the holder 
National Permit 
26 Septembe r 1975, 

Motor Vehicles Act, 1988 (Central 
of a national permit under the 

Scheme in force from 
is authorised to ply a goods 
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carriage throughout the territory of India or in such 
contiguous States not being less than four in number 
including the home State in which the permit is 
issued. The permit holder, in addition to the motor 
vehicles tax and annual authorisation fee payable to 
the home State , is required to pay a composite fee 
for each State / Union Territory opted for operation 
at the rate of Rs. 1, 500 per annum up to 
31 August 1993. The composite fee was enhanced in 
January 1994 to Rs. 3000 or Rs. 5000 per annum with 
effect from 1 September 1993 depending upon the State 
in which the vehicle is registered. The composite 
fee is payable in one or two instalments on or before 
15 March and 15 September each year and if the 
permit holder applies for authorisation during 
March for the ensuing financial year, he has to pay 
the annual tax irrespective of the fact whether he 
operates or not in the second half year . The 
Commissioner for Transport of the home State is 
required to collect the composite fee due t o other 
States/Union Territories in the form of demand drafts 
and send the same to the States concerned. 

It was observed (December 1994 to February 1995) 
in audit that instalments of composite fee relating 
to the period July 1993 to May 19 94 aggregating 

. Rs. 3. 62 lakhs in respect of 137 vehicles registered 
in 2 States (Madhya Pradesh-37 and Haryana -100) had 
not been collected and passed on to the Commissioner 
of Transport, Bangalore. 

(ii) Further, it was also observed 
(December 1994 to February 1995) in audit that the 
difference of composite fee due from September 1993 
to August 1994 aggregating Rs.3. 26 lakhs in respect 
of 214 vehicles registered in 2 States (Madhya 
Pradesh-157 and Haryana -57) had not been collected 
(February 1995) . 

These omissions were pointed out to the 
department (between December 1994 and February 1995) 
and referred to Government in May 1995; their replies 
have not been received (September 1995) . 



, 
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• CHAPTER 5 

' TAXES ON AGRICULTURAL INCOME 

5 .1 . Results ~f audit 

Test check of records in Agri cultural Income-tax 
offices, conduc ted in audi t during the year 199 4 -95 
disclosed under - assessments of tax amount ing to 
Rs.4 6 . 67 lakhs in 4 7 case s whi ch broadly fal l under 
the following categories : 

Numbe r Amount 
o f (in lakhs 
cas e·s o f r upees ) 

1. Non - levy of interest and 
penalty 26 24 . 45 

2. Irregular allowance of 
expenditure 8 12 . 59 

3. Income escaping assessment 1 0 .1 5 

4. Errors in computation o f 
income 7 6 . 30 

5. Other irregularities 5 3 . 18 

Total 47 46 . 67 

During the course of the year 1994- 95 , the 
concerned department accepted under - assessments of 
Rs.39 . 07 lakhs in 60 cases, which had been pointed 
out in audit in earlier years. A few illustrative 
cases involving Rs . 28.98 lakhs are given in the 
following paragraphs. 

5.2. Incorrect determination of taxable income 

Under the Karnataka Agricultural Income - tax Act, 
1957, if in any year, expenditure is incurred by a 
person exclusively on new cultivation of land for 
growing areca, cardamom, coconut, coffee, orange or 
rubber plants and also on maintenance of immature 
plants of these crops, ten per cent of such 
expenditure may be allowed as deduction in computing 
the taxable agricultural i ncome of such person. 
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However, no such deduction shall be allowed in the 
case of pepper plantation. 

In Hassan district, while determining the 
taxable agricultural income of an assessee f irm, the 
entire exp endi t u re of Rs. 2 . 45 lakhs incurred during 
the previous year relevant to the assessme nt year 
1990 -91, towards new cult i vation of land for grow111q 
and also on maintenance of immature plants of c o t f ••e 
(Rs . l.5 2 lakhs) cardamom (Rs. 0.27 lakh ) and peppe r 
(Rs.0.66 lakh) was allowed as d eduction in full 
without restricting it to 10 per cent of expenditure 
incurred on coffee and cardamom plantation only and 
without disallowing expendi ture incurred on pepper 
plants. This resulted in short determination of 
income by Rs.2.28 lakhs a nd conseque n t short levy of 
tax by Rs .1 . 31 lakhs. 

This was pointed out to the department i n 
July 1994 and referred to Government in 
September 1994; t heir replies have not b een received 
(September 1995) . 

5. 3. Short levy due to incorrect computation of 
taxable income 

Under the Karnataka Agricultural I ncome-tax Act, 
1957 , agricultural income t ax shall be levied on the 
total agricultural income of the previous yea r of 
every person, at the rate or rates specified i n the 
Schedule to t he Act. Any expenditure (not be ing in 
the n~ture of capital expenditure) laid out or 
expended in the previous year wholly and exclusively 
fo r the purpose of deriving the agricultural income 
alone is allowable as deduction in computing the 
agricultural income . As expenditure incurred in the 
extraction of timber is not for the purpose of 
deriving agricultural income, such expenditure, if 
shown as deduction in the accounts of an asses see, 
has to be added back . 

(i) In Kodagu district, while computing the 
taxable agricultural income of an assessee company 
for the assessment year 1991-92 , though the proceeds 
from the sale of timber amounting to Rs . 5 . 14 lakhs 
were not considered as taxable income, expenditure of 
Rs. 73, 106 incurred towards extraction of timber and 
shown as deduction in the accounts of the assessee 
was not added back as income. This resulted in short 
computation of income and consequent short levy of 
tax amounting to Rs. 47,519. 

This 
November 

was 
1994 

pointed 
and 

out to 
ref erred 

.. 

the 
to 

department 
Government 

in 
in 
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March 1995; their replies have not been received 
(September 1995). 

(ii) In the case of another assessee company in 
·the same district, for the assessment year 1990-91, 
the assessing officer allowed expenditure o f 
Rs.9.00 lakhs as head of fi ce expenditure as against 
the actual expenditure o f Rs. 8. 35 lakhs claimed by 
the assessee company. This resulted in short 
computation of i n come by Rs.64,637 and consequent 
short levy of tax amounting to Rs.42,014. 

This was pointed out to the 
November 1994 and referred to 
March 1995 ; their replies have not 
(September 1995). 

department in 
Government in 
been received 

(iii) Whil e finalising the assessment of yet 
another assessee company in the same district, for 
t he assessment year 1990- 91, the income of 
Rs .1.24 lakhs derived from coffee and included in the 
re turn as miscellaneous income, was exclud ed from 
c omputation of agricultural income, resulting i n 
~; hort levy of tax of Rs. 80, 713. 

This was pointed out to the 
November 1994 and referred to 
March 1995; their replies have not 
(September 1995) . 

department in 
Government i n 
been received 

(iv) The income from pepper was being computed 
by another assessee company of the same district, by 
a dding receipts from sale during a year to the value 
of closing stock ~nd deducting the value of opening 
stock for the purpose of agricultural income tax. 
This practice was followed for the years prior to and 
after the assessment year 1990 -91. However, while 
finalising the assessment (January 1992) of the 
company for the assessment year 1990-91, the receipt 
of Rs .15 . 91 lakhs from sale of pepper during the 
previous year was considered without adding the value 
of closing stock (Rs. 9. 48 lakhs) and deducting the 
value of the opening stock (Rs. 8. 53 lakhs) . This 
resulted in short computation of income by Rs .94 , 691 
and consequent short levy of tax amounting to 
Rs . 61,549. 

This was pointed out to the 
November 1994 and r e ferred to 
March 1995; their replies have not 
(September 1995). 

department in 
Government in 
been received 

(v) In Chikkamagalur district, while finalising 
(March 1994) the assessment of an assessee company ,,,,.,3 
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which had an agricultural income of Rs.104.84 lakhs 
and a deductible expenditure of Rs. 84. 4 7 lakhs, the 
taxable income for the assessment year 1989-90 was 
wrongly computed as Rs . 17.50 lakhs as against 
Rs.20.37 lakhs, resulting in short levy of tax of 
Rs.1.41 lakhs. 

On this being pointed out in audit 
(Oct ober 1994), the department issued a notice to the 
assessee. Further report has not been received 
(September 1995) . 

The case 
February 1995; 
(September 1995) . 

was ref erred to Government in 
their reply has not been received 

5.4. Excess exemption 

Accor ding to the Karnataka Agricultural Income ­
tax Act, 1957 and the Rules made ehereunder, 
agricultural income tax shall not be payable on that 
part of the total agricultural income of a person, 
which represents any sums paid by such person as 
donations to any institution or fund, which is 
established for charitable purposes and is approved 
by the State Government, subject to the condition 
that such donation shall not exceed ten per cent of 
the taxable agricultural income or rupees one hundred 
thousand , whichever is less. 

In Hassan district, while computing the 
deductions on account of donations (Rs . 9. 6 lakhs) 
paid by 3 assessees during the years 1 July 1987 to 
31 March 1989 and 1 April 1990 to 31 March 1991 
relevant to the assessment years 1989-90 and 1991-92 
respectively, the assessing officer did not restrict 
the donations to ten per cent of the taxable 
agricultural income. This resulted in tax being 
levied short by Rs .2.79 lakhs. 

On this bei ng pointed out in audit in July 1994, 
the d epartment stated that notices would be issued in 
all these cases. Further report has not been 
received (Sept ember 1995). 

·"'-. The case was ref erred to Government in 
September· 1994; their reply has not been received 
~ September 1995) . 
' ' 

S.S. Non-levy of interest on belated payment of tax 
' ·. 

Under the Karnataka Agricultural Income-tax Act, 
1957 , a person with taxable agricultural ;income in 
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any pr,evious year, is required to submit to the 
assessing authority, within four months from the end 
of the previous year, an annual return of income in 
the prescribed form, setting forth his total 
agricultural income during the previous year . He is 
also required to pay in advance the full amount of 
tax payable by him on the basi~ of such return and 
furnish along with the return, satisfactory proof of 
the payment of such tax. The assessing authority 
is, however, empowered to grant extension of time to 
any assessee to file the return and to pay tax after 
the due date subject to the payment of interest at 
the rate charged by Scheduled Banks for unsecured 
loans, on the tax due from the due date up to the 
date of actual payment of such tax. 

In the cases mentioned below, on belated payment 
of tax, interest (at 18 per cen t up to March 1991 and 
at 24 p e r cent thereafter} aggregating 
Rs.12.86 lakhs, though leviable, was not levied: 

!Amount in lakhs r) [ l llQ PR) 

Sl. Offic e Assessment Date of Date of Amount Non l t:> vy/ 
·,No. of year and filing payment of s hor t 

due date return of adv- adv.=t11r:e levy o f 
for and ance tax int e rest 
filing amount tax paid 
return of 
atlvance 
tax 

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

1. Assistant 1987-88 2 . 6 .1987 27.3.1987 5.00 3.63 
Commiss- 31.10. 36 .44 29.5.1987 31.44 

I 

ioner of 1986 
Agricultu- 1988-89 30.5.1988 29.3.1988 5 . 00 5 . 20 
ral Income 31.10. 51.29 30 . 5. 1 988 46.29 
Tax (ACAIT) 1987 
Hassan 

2 . ACAIT 1992-93 18 .1.1993 3.9.1992 2.00 o . ~1 

I Circle, 31.7.1992 6. 40 2 3 .11.1992 2.00 
Chikka- 20.2.19-93 2 .4 0 
magalur 

3. A CA IT 1988-89 Return 18 . 3.1992 0 . 51 0.67 
I Circle, 31. 7 .1988 not fi- 23 .1.199 3 0.34 
Chikka- led 
magalur 0.85 

1989- 90 Return Adjusted 0.30 0.91 
31. 7 .1989 not fi- out of 1.25 

led excess tax 
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(1) (2) (3) ( 4) (5 ) (6) (7) 

1.55 paid for 
earlier 
years 
9 . 1.1993 

4. ACAIT 1989- 90 Firm 2& . 11.1990 1.63 0.39 
I Circle, 31. 7 . 1989 24.11.1990 

~ CJ:i kka- 1. 63 
magalur Partners 4 .3 . 1992 0 . 30 0.46 

J.6 . 3 . 1992 6.3.1992 0.20 
0.89 11.3.1992 0 . 29 

13.3.1992 0 . 10 

5. A CA IT 1989 - 90 6 . 9 . 1992 31.5.1994 0. 71 0.75 
III Circle, 31. 7 .1989 0. 71 
Chikka -
magalur 

6 . ACAIT 1991-92 4 :s . 19 9 3 3 0 . 4 . 19 9 3 0 . 8 1 0 . 3 4 
III Ci rc l e , 31 . 7 . 1991 0.81 
Chikka -
magalur 

Total 12 . 86 

Note: Up to assessment year 1987 - 88 (from 
1 Apri l 1987) , previous year reckoned as revenue year 
from July to June. 

On these being pointed out in audit (between 
June and October 1994), in 5 -cases (of those ·Sl.Nos. 
1, 2 and 4), the department issued notices (between 
July and October 1994) . Replies in the remaining 
cas e s have not been received (September 1995) . 

The cases were referred to Government between 
September 1994 an~ February 1995; their reply has not 
been received (Septemb~r 1995) . 

5.6. Non-levy of penalt y 

(i ) Under the Karnataka Agricultural Incpme - tax 
Act, 1957, if an" assessee fails to pay the tax 
demanded from him within the time mentioned in the 
demand notice and if a time is not so mentioned, then 
on or before the first day of . ·the second month 
following the date of serving notice, he ~hall pay 
penalty at the rate of 1 . 5 per cent per month of the 
amount ·of tax remaining unpaid for the first three 
months after the expiry of the time allowed and at 
2 . 5 per c ent per month for each subsequent month, so 
long as the default continues . 

•' 
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In Chikkamagalur and Kodagu districts , although 
7 assessees failed to make payment of agricultural 
income t a x (Rs.12.40 lakhs) for the assessment years 
1987-88 to 1992-93 by the due dates, the assessing 
officer d id not levy penalty amounting to Rs.96,789. 

On these being pointed out in audit (between 
September and November 1994), the department issued 
notices in three cases (Chikkamagalur district) . 
Replies in the remaining cases have not been received 
(September 1995). 

The cases were ref erred to Government between 
February and March 1995; their reply has not been 
received (September 1995 ) . 

(ii) Under the Karnataka Agricultural Income-tax 
Act, 1957, if after the final assessment, the advance 
tax paid by the assessee is found to be less than the 
tax payable by more than 25 per cent , the assessing 
authority may direct the assessee to pay, in addition 
to the tax, by way of penalty a sum calculated at 10 
per. cent of the amount so paid short . 

In the cases meqtioned below, 
aggregating Rs.7.31 lakhs leviable due 
payment of advance tax, was not levied. 

penalty 
to short 

Sl. City/ Assess- Tax Advance Balance Penalty 
No . district ment asses- tax tax due not 

year sed paid levied 
--(in ·1akhs of rupees)--

1. Chikka- 1985-86 6.80 2.18 4.62 0.46 
magalur to 
I Circle, 1993-94 
(9 assessees) 

2. Chikka- 1978-79 130.36 65 . 01 65.35 6.53 
magalur to 
II Circle,1981-82 
(one asses see 
company) 

3. Chikka- 1992-93 3.22 3.22 0.32 
magalur 
III Circle, 
(8 partners 
of a firm) 

Total 140.38 67.19 73.19 7.31 
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On t hese being pointed out in audit (between 
June and October 1994), the department issued demand 
noti ces in all cases in I Circle (Sl.No.l). Further 
report in thes e cases and repl ies in the remaining 
cases have not been received (September 1995) . 

The c a ses were referred to Government between 
October 19 94 and February 1995; their reply has not 
bee n r ece i ved (September 1995). 
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CHAPTER 6 

LAND REVENUE 

' 6.1. Results of audit 

Test check of records in ta!uk· and district 
offices relating to land revenue , conducted in audit 
during the year 1994-95, disclosed short levy of land 
revenue, water rate, maintenance cess, etc., 
amountin"g to Rs. 1, 945. 51 lakhs in 11 7 cases, which 
broadly fall under the following categories: 

1 . 

\ 2. 

3. 

4. 

5. 

Non-levy/short levy of 
water rate 

Non-levy/short levy of 
maintenance cess 

Non-levy/short levy of 
conversion fine 

Non-levy/ short levy of 
fine for unauthorised 
occupation of Government 
land 

Other irregularities 

Total 

Number 
of 
cases 

29 

26 

9 

• 

20 

33 

117 

Amount 
(in lakhs 
of rupees) 

1,610.59 

41.14 

1. 61 

83.39 

208.78 

1,945.51 

During the course of the year 1994-95, the 
concerned department accepted under-assessments of 
Rs.36.49 lakhs involved in 17 cases which had been 
pointed out in audit in earlier years . A few 
illustrative cases involving Rs .191.57 lakhs are 
given in the following paragraphs. 

6.2 . Failure to raise demands of wat er rate 

Under the Karnataka Irrigation (Levy of Water 
Rates) Rules, 1965, in respect of each crop or 
revenue year, as the case may be, ~wo officers , one 
each of the Revenue Department and Irrigation 
Department jointly inspect and prepare a stat ement of 

\ 
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survey numbers of lands to which water was supplied, 
made available or used for irrigation and the crops 
raised therein. On the basis of this statement, the 
Irrigation Officer prepares a statement of water rate 
payable by each land holder and sends it to the 
Tatisildar concer~ed for collection. 

In 11 taluks of 7 districts, omission to book 
and raise demands for water rate aggregating 
Rs.30.11 lakhs by the Revenue Department even after 
receipt of demand statements from Irrigation Officer 
was noticed as indicated below: 

Sl. Taluk 
No. (and 

district ) 

( 1) ( 2) 

1. Periyapatna (Mysore) 

2. Yelandur (Mysore) 

3. Magadi(Bangalore Rural) 

4. Hagaribommanahalli 
(Bellary) 

5. Jagalur (Chitradurga) 

6. Harihar (Chitradurga) 

7. Bijapur (Bijapur) 

8. Badami (Bijapur) 

9. Bilagi (Bijapur) 

Period 

( 3) 

1991-92 
and 

1992-93 

1990 - 91 
and 

1991-92 

1992 -93 
and 

1993-94 

1992-93 
and 

1993-94 

1991-92 

1992-93 
and 

1993-94 

1993-94 
, 

1992 -93 
and 

1993-94 

1993-94 

Demand for 
water rate 
not raised 
(in lakhs of 
ru2ees) 

(4 ) 

9.06 

4.05 

1. 85 

1. 24 

0 .34 

8.74 

0.40 

0 . 33 

2.17 
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( 1 ) ( 2) ( 3 ) ( 4 ) 

10. Bhalki (Bidar) 1992-93 1.09 
and 

199 3 - 94 

1 1 . Chincholi (Gulbarga ) 1991 -92 0.84 
and 

1993 .-94 

Total 30.11 

On these omissions being pointed out (between 
March and September 1994) in audit, the department 
stated (July 1995) that in 2 taluks (Sl .Nos . 10 & 
11), demand for water rate amounting to Rs.3.01 lakhs 
had been booked and recovery action initiated. The 
Government to whom the matter was referred between 
May and November 1994 stated (between April 1994 and 
May 1995) that in 6 taluks (Sl.Nos. 1,4,5, 6 ,7 & 8 ), 
demand for water rate amounting to Rs . 20.11 lakhs had 
been raised and recovery action initiated . Reply in 
the remaining cases has not been received 
(September 1995). 

6.3. Non-recove~ of penal water rate 

Under the Karnataka Irrigation Act, 1965, and 
the Rules made thereunder, the. Irrigation Officer is 
required to notify the kinds of crops to be grown on 
lands to which water is supplied from irrigation 
works and the period of sowing such crops. According 
to Government notification of July 1985, f or 
v iolation of the prescribed cropping pattern and for 
unauthorised use of water,· penal water rate is 
leviable at 10 and 15 times the normal water rate, 
respectively. 

In 3 taluks of 3 districts, demand statements of 
penal water rate for the period 1992-93 to 1993-94 
received from the Irrigation Officers were not booked 
and collected by the Tahsildars concerned resulting 
in non-collection of penal water rate to the tune of 

6 71 ~ -l ~:: 
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Rs.128.66 lakhs as detailed below: 

Sl. 
No. 

1. 

2. 

3. 

Taluk 
(and district) 

Harihar 
(Chitradurga) 

T.Narasipura 
(Mysore) 

Bilagi 
(Bij apur) 

Period 

1992-93 
and 
1993-94 

1992-93 

1993-94 

Total 

Amount of penal 
water rate not 
booked 
(in lakhs of 
rupees) 

110.80 

17.01 

0.85 

128.66 

On these being pointed out (between June and 
August 1994), the department stated (July 1995) that 
in one taluk (Sl. No. 3), demand for penal water rate 
amounting to Rs. 84 , 660 had been booked and recovery 
action initiated. The Government to whom the matter 
was ref erred between August and September 1994 stated 
(February 1995) that in Harihar taluk (Sl.No.l), 
demand for penal water rate amounting to 
Rs . 110. 80 lakhs had been booked and recovery action 
initiated. Reply in remaining case has not been 
received (September 1995). 

6 . 4 . Non - levy I short levy of main.tenance cess 

Under the Karnataka Irrigation Act, 1965, an 
annual maintenance cess of Rs.4 per acre of land in 
the area benefited by any irrigation work maintaine d 
by Government is to be levied. However, where water 
is not made available for the use of any land for a 
period of not less than 2 consecutive years, 
maintenance cess is not leviable in respect of such 
land during the said period. Further, according to 
the Karnataka Irrigation Rules, 1965, the Tahsildar 
concerned is the authority responsible for 
determining and levying maintenance cess. 
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In 12 taluks of 10 districts, in respect of 
5.72 lakh acres of land benefited by irrigation works 
maintained by Government, maintenance cess amounting 
to Rs. 23. 81 lakhs was either not levied or levied 
short for the years between 1990-91 and 1993-94, as 
detailed below: 

Sl. Taluks 
No. (and 

distri 
cts ) 

Area of 
land 
benef i­
ted (in 
acres) 

Period Maintenance Cess 

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

1. Shahapur 93,920 1992-93 
(Gulburga) and 

1993-94 

2. Manvi 2,22,866 1 991 - 92 
(Raichur) to 

1993 - 94 

3. Gangavati 80,815 1990-91 
(Raichur) to 

' 1993-94 

4. Basavana 5,932 1991- 92 
Bagewadi to 
(Bijapur) 1993 - 94 

5. Badami 7,927 1993 - 94 
(Bijapur) 

6. Harihar 62,090 
(Chitradurga) 

7. Dodda- 10,475 
ballapur 
(Bangalore 
Rural) 

8. Chama- 15;842 
rajanagar 
(Mysore) 

9. Arasikere 6,782 
(Hassqn) 

1992 - 93 
and 

1993-94 

1992-93 

1992-93 
and 

1993-94 

1992 - 93 
and 

1993-94 

Leviable Levied Not 
levied/ 
levied 
short 

(in lakhs of rupees ) 

( 5) ( 6) (7 ) 

7.51 1 . 73 5 . 78 

26.74 21.22 5.52 

12.93 11.16 1.77 

0.71 0.12 0.59 

0.32 0.32 

4.97 4.97 

0.42 0.42 

1. 27 1. 27 

0.54 0.54 
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{ 1) { 2) { 3) { 4) ( 5) { 6) ( 7) 

10. Tarikere 22,385 1993-94 0.90 0.01 0.89 
{chikka-
magalur) 

11. Gouribi- 21 ,114 1992 -93 1.69 0.84 0.85 
danur and 
{Kolar) 1993-94 

12. Shikari- 22,337 1992-93 0.89 0.89 
pura 
{Shimoga) 

Total 5,72,485 58.89 35.08 23.81 

On these OCl.ses being pointed out (between 
September 1993 and September 1994) in audit the 
department stated {between October 1994 and 
July 1995) that in 6 taluks (Sl.Nos.l, 2, 3, 4, 5 and 
8), maintenance cess amounting to Rs . 15.25 lakhs had 
been booked and recovery action initiated. The 
Government to whom the matter was referred between 
Deceml:ler 1993 and December 1994 stated {between 
December 1994 and July 1995) that in 5 taluks 
{Sl.Nos. 6,9,10,11 and 12), maintenance cess 
amounting to Rs.8.14 lakhs had been booked and 
recovery action initiated. Reply in remaining • 
case has not been received (September 1995) . 

6 . 5 . Short levy of cesses 

Under the Karnataka Village Panchayats and Local 
Boards Act, 1959, as amended in 1978 , with effect 
from the revenue year 1979-80, a local · cess is 
leviable at the rate of 50 paise per rupee of land 
revenue . Further, under the Karnat a Compulsory 
Primary Education Act, 1961 , and the Karnataka Health 
Cess Act, 1969, education cess at 10 paise per rupee 
and heal th cess at 15 paise per rupee re spec ti vely 
are leviable on the demands of land revenue, from 
1 July 1976. 

In Tiptur taluk of Tumkur district, on land 
revenue of Rs. a. 82 lakhs demanded for the years 
199i-92 and 1992-93, cesses amounting to 
Rs. 4. 67 lakhs were levied instead of Rs. 6. 60 lakhs 
leviable resulting in short levy of cesses amounting 
to Rs.1.93 lakhs. 
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This was pointed out to the department in 
March 1994 and referred to Government in May 1994; 
their replies have not been received as of 
September 1995 . 

6 . 6 . Non- levy/short levy of penalty for 
unauthorised occupation of Government l and 

Under the Karnataka Land Revenue Act, 1964 and 
the Rules framed thereunder , when Government land 
unauthorisedly used or occupied by any person is 
regularised in his / her favour by the Taluk 
Level Committee, the following amounts shall be 
recovered from such person before issuing Saguvali 
Chits* . 

{i ) Land revenue at twice the amount of 
assessment, for every year of unauthorised use 
or occupation; and 

{ii) Cost of land at two hundred times the land 
revenue payable for such land for persons not 
bel~nging to Scheduled Caste (SC) / Scheduled 
Tribe{ST) and free of cost to persons belonging 
to SC/ ST. 

In 4 taluks of 2 districts, though Saguvali 
Chits were issued on regularisation of 4,580 acres of 
Government land unauthorisedly used or occupied by 
persons belonging and not belonging to SC / ST for 
periods between 3 and 20 years, an amount of 
Rs.7.06 lakhs was either not levied or levied short 
towards aforesaid dues as detailed below: 

Sl. Taluk Period of Extent of Amount 
No. (and unautho- Government (Land Revenue + 

dist- rised land Cost of land) 
rict) occupa- regulari-

pat ion sed Levi- Levied Not 
{in acres) able levied 

or 
levied 
snort 

{in lakhs of ruQE':es) 
{ 1) ( 2) ( 3) ( 4) (5) (6) ( 7) 

1. Humnabad 1989-90 240 1. 06 1. 06 
(Bidar) to 

1993-.94 

* Saguvali Chit means title to cultivate the land . 

\ 

•. 



{ 1) { 2) 

2. Aurad 
(Bidar) 

{ 3) 

1987-88 
to 

1993-94 

3. Shahapur 1974-75 
{Gulbargal to 

1993-94 

4. Gulbarga 1991-92 
{Gulbarga) to 

1993-94 

Total 

94 

{ 4) 

1,608 

338 

2,394 

4,580 

{ 5) { 6) { 7) 

2.06 2.06 

1.59 1.59 

3.96 1.61* 2.35 

8.67 1.61 7.06 

* includes fine + land reve nue assessment and land cost 

These cases were pointed out to the department 
between June and October 1994 and referred to 
Government between July 1994 and January 1995; their 
replies have not been received (September 1995) . 

.. 
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CHAPTER 7 

OTHER TAX RECEIPTS 

A. STAMP DUTY AND REGISTRATION FEES 

7 . 1. Results of audit 

Test check of documents registered in the 
offices of the Registrars and Sub-Registrars, 
conducted in audit during the year 1994 - 95, disclosed 
under- assessments of stamp duty and registration fees 
amounting to Rs.46.97 lakhs in 70 cases, which 
broadly fall under the following categories: 

1. 

2. 

3 . 

Incorrect grant of 
exemption/ concession 

Non-levy/short levy of 
stamp duty and 
registration fee 

Other irregularities 

Total 

Number 
of 
cases 

12 

48 

10 

70 

Amount 
(in lakhs 
of rupees) 

9 . 64 

10.50 

26.83 

46.97 

During the course of the year 1994-95, the 
concerned department accepted under - assessments of 
Rs.2 . 67 lakhs involved in 29 cases which were pointed 
out in audit in earlier years. Two illustrative cases 
involving Rs.64,945 are given in the following 
paragraphs. 

7. 2. Short le"Y of stamp duty and registration fee 

( i) Under the Karnataka Stamp Act, 1957, any 
instrument of conveyance presented for registration 
shall fully and truly set forth the market value of 
the property and the stamp duty shall be levied on 
the market value of the property so set forth in the 
instrument as prescribed under the Schedule to the 
Act. Conveyance for this purpose includes a 
conveyance on sale. 

, . 
... 
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In the Sub-registry at Gadag in Dharwad 
dist r ict, two sale deeds for purchase of land by a 
Co-operative industrial estate from two private 
partners for market values of Rs.4.19 lakhs and 
Rs. 2. 40 lakhs respectively were registered in 
1993 - 94. Though registration fee was lev ied for the 
correct market values, stamp duty of Rs. 25, 175 and 
Rs .19, 210 respectively only were levied as aga i nst 
Rs.46,090 and Rs.31,200 actually leviable. This 
resulted in short levy of stamp duty aggregating 
Rs.32,905. 

On this being pointed in Audit (April 1994), the 
department stated (November 1994) that the case had 
been referred to the District Registrar for 
initiating action for recovery of the stamp duty '· 
short levied. Further report has not been received 
(September 1995) . 

The 
September 
received 

case was ref erred to Government in 
1994; their reply has not been 

(September 1995 ) . 

~ii) Under the Karnataka Registration Rules, 
1965 in the case of documents purport~ng to effect a 
contract for the sale of immovable property and 
containing a recital that the possession of the 
property has been delivered- to the person contracting 
to buy, an ad valorem fee at the rate of Rs.20 per 
every Rs.1000 or part thereof on the amount or value 
of· the purchase money if such value/amount is in 
excess. of Rs.5000 shall be charged on the document. 

In the Sub- registry at Yelahanka in Bangalore 
(Rural) district, on two lease-cum-sale agreements 
executed by ·the beneficiaries during 1992-93 in 
favour of the Karnataka Housing Board, while 
registering the documents, the registration fee had 
been levied only on the amount initially paid by the 
beneficiaries instead of on the full value of the 
property set forth in the documents. This resulted 
in short levy of registration fee of Rs.32,040. 

This was pointed out to the 
January 1994 and referred to 
August 1994; their replies have not 
(September 1995) . 

department in 
Government in 
been received 
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B. ENTRY TAX 

7 .3. Results of audit 

Test check of r ecords in Entry Tax offices, 
conducted in audit during the year 1994-95 disclosed 
under-assessments of tax amounting to 
Rs.109.38 lakhs in 74 cases, which broadly fall unde~ ~ 
.the following categories: 

Number Amount 
of (in lakhs 
cases of rupees) 

1. Non-levy/ short levy of 56 11 .83 
tax 

2. Incorrect grant of 11 95.87 
exemption 

3 . Other irregularities 7 1.68 

Total 74 109.38 

During the course of the year 1994-95, the 
concerned department accepted under- assessments of 
Rs. 1 . 58 lakhs involved in 7 cases which had been 
pointed out in audit in earlier years. A few 
illustrative cases and results of a review on 
"Survey, registration, assessment and collection of 
entry tax" involving Rs . 63.45 lakhs are given in the 
following paragraphs. 

7.4. Survey, registration, assessment and 
collection of entry tax 

7.4.1. Introduction 

With a view to compensating the local bodies for 
the loss due to abolition (April 1979) of octroi duty 
levied by· them, a legislation called the 'Karnataka 
Tax on Entry of Goods into Local Areas for 
Consumption, Use and Sale Therein Act , 1979' (KTEG 
Act) was introduced by Governme n t in June 1979. The 
KTEG Act sought to levy tax on entry of scheduled 
goods into a local area for use /consumption/ sale. 
The procedure for assessment and collection of entry 
tax is laid down in the 'Karnataka Tax on Entry of 
Goods into Local Areas for Consumption, Use and Sale 
Therein Rules , 1979 ' and the Departmental Manual, 
besides the KTEG Act. 

l. 7 "· _., €' 



98 

7.4.2. Organisational set up 

The Commercial Tax Department is empowered to 
administer the KTEG Act. At the State level, the 
Department is headed by a Commissioner of Commercial 
Taxes (CCT) . He is assisted by five Additional 

! Commissioners of Commercial Taxes at headquarters in 
Bangalore and twelve Joint Commissioners of 
Commercial Taxes at the divisional level. The Joint 
Commissioners are assisted by Deputy Commissioners, 
Assistant Commissioners and Commercial Tax Officers. 

7 . 4.3 . Scope of audit 

A review of general efficacy and effectiveness 
of administration of various provisions of the KTEG 
Act and Rules relating to survey, registration, 
assessment and collection of entry tax during the 
period from 1989-90 to 1993-94 was conducted between 
February a nd June 1935 by undertaking a test check of 
relevant records in 5* out of 12 divisional of fices 
and 30 out of 365 assessment offices. The important 
points noticed in the review and in earlier audits 
are narrated in t~e succeeding paragraphs. 

7.4.4. Highlights 

(i) There was a short-fall of Rs.3,232 lakhs in 
collection of estimated entry tax during 1993-94, for 
which no reason had been furnished by department. 

[Paragraph 7 . 4 . 6) 

(ii) Surveys had not been conducted regularly 
for registration of dealers . 

[Paragraph 7 . 4.7) 

' (iii) Details of registration of dealers for the 
the Stat€ as a whole had not been made available; 
there were delays ranging from 2 to 53 months in 
disposal of applications for registration of dealers . 

* 

[Paragraphs 7 • 4 • 8 ( i ) and ( iii ) ] 

1. and 2 . Bangalore c i ty Divisions I a nd II ; 
3. Dharwad ; 4 . Belgaum and 5. Mysore. 

l 
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(iv) More than 50 per cent of the cases due for 
assessment in a year during 1991-92 to 1993 - 94 had 
not been assessed during the same year resulting in 
postponement of revenue realisation . 

[Paragraph 7.4.9(i)] 

(v) Incorrect assessments led to non/ short 
collection of entry tax of Rs.45 . 48 lakhs in 18 cases 
in 4 city/ districts . 

[Paragraphs 7.4.9(iv) (a) and (b)] 

(vi ) The assessees were required to pay entry 
tax wi thin 21 days of raising demand by department; 
nevertheless, there were delays ranging from 20 to 
more than 240 days in raising demands. 

[Paragraph 7 . 4.9(v)] 

(vii). For belated payment of entry tax demanded, 
penalty of Rs.9.46 lakhs which could have been levied 
had not been l evied. 

[Paragraph 7.4.9(vi) (a)] 

(viii) The receipt of prescribed returns which 
formed the bas is for assessment was not watched 
properly. Penalty of Rs . 8. 51 lakhs leviable for 
delay in filing return/ non payment of tax reflected 
in returns was not levied. 

[Paragraphs 7. 4. 9 (vi) (b)] 

(ix) There were arrears of Rs . 3, 041 lakhs in 
collection of entrY, tax as of March 1994; 
nevertheless, there were instances of not taking 
demands in the Register of Demand, Collection and 
Balance and of delays ranging from one month to 20 
months in taking demands to the register . • 

[Paragraphs 7.4.10(i) and (ii)] 
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7.4.5 . Trend in collection of entry tax 

The yearwise break up of total revenue raised, 
entry tax collected and the percentage of entry tax 
to the total revenue during the years 1990-91 to 
19 93 -94 as reported by the department is detai led 
below: 

Year Total revenue Entry Tax Percentage 
raised by collected of entry Tax 
State Government collected to 

(in crores of rupees ) total revenue 

1990 -91 2,849 . 32 65.49 2 

1991-92 3,521.48 82.06 2 

1992- 93 3,900 .35 109.84 3 

1993 -94 4,545.91 132 . 68 3 

The above table shows that while the total 
revenue raised by the State increased by about 
60 per c ent from Rs.2849.32 lakhs in 1990 -91 to 
Rs.4,545.91 lakhs in 1993-94, the entry tax collected 

. rose by about 103 per cent during the same period . 
The percentage of entry tax collected to total 
revenue raised by State Government rose marginally 
from 2 to 3 from 1991-92 to 1993-94. 

7 . 4.6. Revenue estimates and actuals 

The anticipated revenue and actual collection of 
entry tax during the years from 1990-91 to 1993-94 
are given below:-

Year Revenue 

Estimated Collected 

(in lakhs of rupees) 

1990-91 5,800-00 6,549.00 

1991-92 7,200-00 8 , 206.09 

1992 -93 10,300.00 10 , 984 . 27 

1993-94 16,500 . 00 13,268 . 00 

Variations 

(+) Excess 
collection 
( - ) Short 
collection 

(+) 749.00 

(+)1,006.09 

(+) 684.27 

(-)3,232.00 

r 
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Reasons for short collection during 1993-94 have 
not been furnished b~ department. 

7.4.7 . Survey 

The assessing authorities are required to 
conduct survey in their jurisdiction and to prepare 
a list of dealers in scheduled goods. 

Test check of records relating to survey in 22 
otf ices disclosed that in 7 offices, the survey was 
not conducted at all during 1989-90 to 1993-94. 
During the period 1989-94 in 3 offices, the survey 
was not conducted for four years and in 9 other 
off ices the survey was conducted only for two years . 

7.4.8. Registration 

Every d~ler who buys or receives scheduled 
goods and who is doing business in a local area and 
whose total turnover under the Karnataka Sales Tax 
Act, 1957 or in the case of person executing works 
contracts, the gross receipts therefrom or the 
aggregate of both, as the case may, during the year 
is not less than Rs.l lakh up to September 1992 and 
Rs.2 lakhs from October 1992 shall get himself 
registered. 

( i) The year wise details of registration of 
dealers made and registrations cancelled in the State 
during the years from 1989-90 to 1993-94, though 
called for (March 1985) were not furnished by the 
department (July 1995). 

(ii ) The yearwise details of registered dealers 
at the commencement of the year, number of 
registrations made, dealers whose registration was 
cancelled and the number of dealers at the close of 
the year as worked out by audit in 22 off ices tes t 
c.hecked, are given below. 

Year Dealers at Number of Dealers Dealers 
the commen- fresh whose regi - at the 
cement of registra- stration was close of 
year tions cancelled the year 

1989-90 2,506 543 114 2,935 
1990-91 2,935 454 284 3,105 
1991 - 92 3,105 502 92 3,515 
1992 - 93 3,515 1694 169 5,040 
1993-94 5,040 694 267 5,467 
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The number of registered dealers increased by 
118 per cent from 2, 506 at the commencement of 
1989-90 to 5,467 at the close of 1993-94. 

(iii) Delay in registration of dealers 

The CCT had issued instructions that 
registration certificate may be issued within 15 days 
from the date of receipt of applications in general 
and 30 days in special cases . 

Test check of records in audit of 14 offices 
disclosed that out of 689 registration certificates 
issued during 1992-93 and 1993-94, 61 certificates 
were issued involving delays up to 6 months, 
12 certificates were issued after delays ranging 
from 7 to 12 months and 5 certificates were issued 
a f ter delays ranging from 13 to 53 months. In five 
offices* , in 19 cases where applications for 
registration were received between January 1989 and 
December 1993, registration certificates had not been 
issued· till date (June 1995) . 

• 7.4.9. Assessment 

(i) Arrears in assessment 

The details of assessment cases pending at the 
beginning, cases becoming due for assessment, cases 
disposed of and the number of cases pending 
finalisation at the end of each year during 1991 - 92 
to 1993-94 as furnished by the department are given 
below: 

Yea1· Pending 
at com-
mence 
ment 

1991 n 35 . 396 

1992 9 3 33 , 829 

1993 94 34. 8 34 

Number of assessments 

Fresh Total 
cases 

30,129 65 , 725 

31,806 67,()35 

50,875 85 , 709 

C'onr l 11 -

ded 

ll,8% 

32,801 

* Bangalot·e City , Mysore, Hubli and Nippani. 

Percen­
ta9e of 

Pendinq asse~s 

at the ments 
close of not com 
the year pleted 

33,829 51 

34 , 834 52 

... 



The above 
50 per cent of 
become due for 
from 1991-92 to 
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table would show that more than 
the total number of cases that had 
assessment during the three years 
1993-94 had not been assessed. 

( i i ) Delay i n assessments 

Under the provisions of the KTEG Act, where an 
assessment is not concluded within the specified 
period of 3 years, the total turnover and the taxable 
turnover declared by a dealer in his annual return 
shall be deemed to have been assessed for that year 
on the basis of the said return and the provisions of 
the KTEG Act relating to assessment of the escaped 
turnover, payment and recovery, appeal and revisions 
shall mutati s mutandi s apply to such deemed 
assessment. 

Test check of records of 5 divisions revealed in 
audit that 761 pending cases pertained to 1989-90 and 
prior periods. The assessment in these cases might 
not be possible as KTEG Act provided that no 
assesssment should be made three years after the date 
of filing returns. In 21,443 pending cases 1~ 1 129 of 
1992-93, 4,784 of 1991 - 92 and 1,530 of 1990 - 91, the 
delay in assessment had resulted in postponement of 
receipt of dues to Government. In 30 offices, it was 
noticed that in 2 13 assessments concluded in the 
second year, entry tax of Rp.108.03 lakhs was 
demanded and in 140 assessments concluded in third 
year, demand of Rs . 1 79. 60 lakhs was raised towards 
entry tax. In 37 assessments concluded in 11 offices 
during fourth year and beyond, demand of 
Rs.141.16 lakhs was raised. 

(iii) Correctness of exemptions claimed 

The KTEG Act provides that the burden of 
proving that any transaction of any dealer in any of 
the scheduled goods is not liable to tax shall lie on 
the dealer. To ensure correctness of information 
furnished by dealers, the CCT issued instructions in 
August 1993 for carrying out cross verification, by 
maintaining registers with suitable columns. Test 
check of records in audit, however, revealed that the 
required registers were not maintained in 12 off ices 
and that 23 cases of exemptions relating to the year 
1993-94 on total turnover of Rs.302.88 lakhs were not 
cross verified in seven offices. 
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(iv) Incorrect assessment 

(a ) In four city/ districts, test check 
disclosed that in twelve cases there had been non -
levy/short levy of entry tax of Rs .44.49 lakhs on 
account of incorrect assessments as detailed below : 

~l. C1 ty { Number G<:>odo P"riod Rate of Turnover Non/l"""I 

No. d1ot1ict of tax liable oho rt 

aooe ... (Percen- to tax levy 

ooeeo tage) cf tax 

appl1ca- !in lakho of 

ble rupeeo) 

·applied 

fl) (2) (l) !4) (S) (6) (7) (8) 

l. Belgaum 2 Proceooed Between 2 381.78 "' . 6 4 

cloth 1989 90 

and nil 

1991-92 

2. Bangalore 2 Carbide May 1992 2 u 30 0. 8 3 

cutting to 

too lo March 1993 nil 

3. Bangalore 2 Raw mate- 1988-89 2 31.'IS 0.63 

rialo 

(cotton n1l 

canvao) 

4. Bangalore Blectric/ 1987-88 2 90.02 0.90 

city Blec-tron1c 

component nil 

parto 

s. Bangalore 1 Generator 1990-91 2 146 .18 2.92 

city opare 

parto nil 

6. Bangalore 1 Beedieo 1990-91 2 1247.93 24 96 

city 

nil 

7. Bangalore 1 Labelo and 198 3-84 2 18 . 43 

city craft paper to and 0.68 

for pack- 1988- 89 n11 31. 41 

ing beedieo 

1 

nil 



I 
I 

I 

(1) (2) 

8. Belgaum 

9. Dakoh1n a 

Yannada 

10. Bangalo re 

city 

11 . Belgaum 

12. Bangalo re 

(Urban ) 

(3) 

2 

2 

1 

1 
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(4) (5) 

Cigarettes Hay 1992 

to 

(6) 

5 

March 1993 nil 

Beedi 1989-90 

leaveo 

Photogra- 1992-93 

phic colour 

pa per, che-

m1cal o and 

plaot1c 

goodo 

Be edi leaves 1989-90 

Blectr1c 1990-91 

raw materials and 

2.5 

nil 

2 

2 

nil 

2 

nil 

2 

1991-92 nil 

(7) 

4 .30 

and 

8 . 59 } 

81.43 

25.64 

34.18 

133. 97 

(8) 

0.43 

l. 63 

0.51 

0.68 

2.68 

Total 17 4 4.49 

(b) Under the KTEG Act, on ~ntry of all raw 
materials, component parts and inputs which are used 
in the manufacture of an intermediate o r finished 
products, i) when brought into local a r ea by a n 
industrial unit or ii) when brought into local a r e a 
by any dealer who, after having s o brought, sells or 
supplies the same to an industrial uni t located 
either within the same local area or outside, tax is 
leviable at the rate of 2 per cent with effect from 
1 April 1987. 

The Karnataka Appellate Tri bunal 
decision (July 1991)* held that the val ue of 
raw materials would include customs d1.i.ty 
relation to such import. 

in its 
imported 
paid in 

In Bangalore city, while finalising the 
assessment (September 1993) for the year 1 988 -89 of 
an assessee engaged in the manufacture of HDPE wove n 

* Messrs . Monotype India Ltd., Vs State of Karnataka 
1991 (35) KLJ (TRI) (DB) in 2 asse ssments r e l a t i ng 
to the years 1983- 84 and 1984 - 85 ,, , , _,, 

• 
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• sacks, the taxable turnover of imported plastic 
granules was incorrectly determined at Rs . 29.05 lakhs 
without including the customs duty of Rs.34.99 lakhs 
paid on their import and tax incorrectly levied 
at 1 per cent instead of at 2 per cent resulting in 
short levy of tax aggregating Rs.99,031. 

(v) Delay in rai sing demand 

After conclusion of assessment, if it is found 
that any amount is due from an asses see, a demand 
notice has to be served for payment of dues within 21 
days of service of demand. However, no time limit 
has been fixed for serving demand notices . It was 
noticed in audit that in 616 cases, the demand 
notices for Rs.159.96 lakhs were served involving 
delays ranging from 20 to 90 days after conclusion of 
assessments in 519 cases, from 91 to 180 days in 65 
cases, from 181 to 240 days in 8 cases and beyond 
240 days in 24 cases . The delay in service of demand 
notice postponed the revenue realisation. 

(vi) Non-levy of penalty 

(a) Delay in payment of assessed tax 

The provisions of the KTEG Act provide that when 
an asses see fails to pay the tax demanded from him 
within twenty one days from the date of issue of 
demand, he is liable to pay penalty at the rate of 
one per cent of the tax remaining unpaid for each 
month for the first three months and at two and a 
half per cent per month thereafter till date of 
payment. 

During test check of records it was noticed that 
in 50 cases in 4 city/districts*, for assessments in 
1992-93 to 1993 - 94, penalty of Rs.9.46 lakhs on 
belated payments, which could have been levieq was 
not i mposed by the assessing authority. 

(b) Delay in submission of return 

Every registered dealer or every dealer liable 
to get himself registered under KTEG Act is required 
to submit an annual return within 30 days after the 
close of the year showing the actual and taxable 

* Bangalore(City), Bangalore, Mysore and Dharwad. 
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turnover. The assessing authority is to assess the 
tax liability of the dealer based on these returns, 
if found correct. Failure to submit returns / provide 
correct information in returns entails penalty. 
However , no watch register had been prescribed for 
ensuring timely submission of returns. 

Test check of assessments made during 1989-90 to 
1993 - 94 in 30 offices disclosed the following: 

( i ) In 612 out . of 5, 318 assessments test 
checked, even though there was delay of up to 
71 months in submission of returns, no penalty was 
levied . The maximum penalty leviable was 
Rs . 6.12 lakhs. 

(ii ) In 36 cases, where entry tax aggregating 
Rs.5.40 lakhs shown in the returns pertaining to 
assessment years 1985 - 86 to 1992-93 had not been 
paid, the assessing authorities did not issue demand 
notices for the tax dues and hence penalty of 
Rs . 2 . 39 lakhs could not be levied. 

(iii ) Besides the annual return, a monthly 
return showing particulars of taxable turnover during 
the preceding month had to be submitted by dealers 
within 20 days after close of the month, alongwith 
proof of paymeHt of advance tax . However, test check 
of 5,318 assessments disclosed that in 193 cases 
though there were delays of up to 546 days in filing 
the returns, no penalty by way of composition of 
offence was levied. In 372 cases, though monthly 
returns were not filed, no provisional assessments 
were concluded, as required. In 12 out of 30 offices · 
test checked, prescribed registers for watching 
filing of returns were not maintained . at all. , 

7.4.10 . Collection 

{i) Position of demand collection and balance 
of entry tax 

The yearwis~ detail s of entry tax demanded, 
collected during the year and balance outstand ing at 
the end of the year for the period from 1991-92 to 
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1993-94, as reported by department are given below: 

Year Demand Collection Balance 
( i) (ii) ( i) (ii) ( i) (ii) 

{in lakhs of rupees) 

1991-92 1,033 9,147 82 8,029 951 1,118 

1992-93 1,423* 11,564 304 10,601 1,119 903 

1993-94 1,493** 14,749 148 13,053 1,345 1,696 

* Including reduction of Rs.646 lakhs due to 
reconciliation 

** Including reduction of Rs.529 lakhs due to 
reconciliation 

(i) Arrears 
(ii) Current 

The above table shows that the arrears in 
collection of entry t:'.ax demanded during the period 
1991-94 rose by about 194 per cent from 
Rs.1,033 lakhs in 1991-92 to Rs.3,041 lakhs as at 
the end of 1993-94 . The percentage of collection of 
arrears relating to previous years ranged between 
8 and 21 during the period 1991-94. 

( i i ) Reg i ster of Demand, Collection and 
Balance 

Test check of the Register of Demand Collection 
and Balance disclosed the following : 

(a) In 11 offices, in 59 cases, demands of tax 
aggregating Rs.3.85 lakhs relating to the years 
1989-90 to 1993-94 had not been noted in the 
register. 

(b) In 213 cases pertaining 
delays ranging from one month to 
noticed in noting demands totalling 
for ~he years 1989-90 to 1993-94. 

(iii) Register of cheques 

to 20 offices, 
20 months were 
Rs .140. 15 lakhs 

W~th a view to watching the receipt, remittance 
and realisation of cheques presented towards payment 
of entry tax, a register of daily cheque collection 
is to be maintained. In seven offices test checked, 
no records showing details of unrealised cheques and 
reasons therefor were maintained. In 21 off ices, 
delays ranging from 8 to 166 days were noticed in 

·, 
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remittance of 
during 1989-90 
ranging from 
realisation of 
during 1989 -90 

cheques for Rs. 278 .15 lakhs received 
to 1993-94. Ln seven offices, delays 
17 to 236 days were noticed in 
cheques · for Rs . 183.02 lakhs presented 
to 1993-94. 

( iv) To ensure proper payment of tax by 
assessees, the KTEG Act provides for obtaining 
security equivalent to one half of the tax 
anticipated to be payable by an assessee for a year. 
Additional security could also be obtained, at any 
time, if the assessing authority has reason to 
believe that security fixed was too low. However, in 
none of the of fices test checked, security was 
obtained even though huge arrears of td.x remained 
uncollected for long periods. 

The above points were ref erred to the department 
during Fepruary and June 1995 and to Government in 
July 1995; their replies have not been received 
(September 1995). 

C. ENTERTAINMENTS TAX 

7. 5 . Res ults of audit 

Test check of records in Entertainments Tax 
offices, conducted in audit during the year 1994-95, 
disclosed under-assessments of tax amounting to 
Rs. 6. 82 lakhs in 27 cases which broadly fall under 
the following categories: 

Number Amount 
of (in lakhs 
cases of rupE!esl 

1. Short levy of tax on 
cinematograph shows 21 4.46 

2. Other irregularities 6 2.36 

Total 27 6 . 82 

• 
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During the course of the year 1994-95, the 
concerned department accepted under-assessments of 
Rs. 2. 77 lakhs involved in 12 cases which had been 
pointed out in audit in earlier years. Two 
illustrative cases involving Rs.81,686 are given in 
the following paragraphs. 

7. 6. Application of incorrect rate of show tax 

Under the Karnataka Entertainments Tax Act, 
1958, tax at the rate of Rs.25 and Rs.80 per show of 
Kannada and non-Kannada films respectively shall be 
levied on cinematograph shows held by cinema theatres 
where the rate of admission to the highest class of 
accommodation (excluding entertainments tax and 
surcharge) exceeds Rs.2.50. 

In Bangalore district, in the case of a cinema 
theatre where the rate of admission to the highest 
class of accommodation (excluding entertainments tax 
and surcharge) was Rs . 2.80, tax on 144 shows of 
Kannada films and 925 shows of non-Kannada films held 
during the period from January to March 1993, was 
levied at Rs.15 and Rs.SO per show instead of at the 
aforesaid rates, resulting in short levy of Rs.33,569 
(including health cess at 15 per cent of show tax ) . 

This was pointed out to the department in May 
1994 and referred to Government in April 1995; their 
replies have not been received (September 1995) . 

7.7. Non-levy of penalty 

Under the Karnataka Entertainments Tax Act, 
1958, the tax including surcharge due under the Act 
shall be paid within a week from the date of service 
of demand notice. If default is made in making 
payment, the person liable to pay tax under the Act 
shall pay a penalty. equal to 1 per cent of the amount 
due but remaining unpaid for each month for the first 
three months after t he expiry of the time prescribed 
and 2 . 5 per cent of such amount for each month 
subsequent to the first 3 months as aforesaid. 

In Uttara Kannada district, though the 
proprietor of a theatre did not pay the 
entertainments tax of Rs . 1 . 01 lakhs demanded on 
12 July 1991 within one week of service of demand 
notice, but paid it only in instalments involving 
delay of up to about 20 months, penalty of Rs.48,117 
leviable had not been levied and realised . 

• 
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The case was pointed out to 
June 1994 and ref erred to 
December 1994 ; their replies have 
(September 1995). 

the department in 
Government in 

not been received 
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CHAPTER 8 

NON- TAX RECEI PTS 

FOREST RECEIPTS 

8. 1 . Results of audi t 

Test check of accounts of the Forest Department, 
conducted in audit during the year 1994-95, di sclosed 
non-recovery and short recovery of forest receipts 
amounting to Rs.958.06 lakhs in 120 cases which 
broadly fall under the following categories: 

Number Amount 
of (in lakhs 
cases of rupees) 

1. Non -recovery o f royalty 48 777.92 

...., 
G. Short collection of lease 8 29 .21 

a mount 

3. Non - recovery or short 23 6.75 
recovery o f taxes 

4. Non-recovery or s hort 17 4 .3 9 
recovery of fees 

5. Other irregularities 24 139.79 

Total 120 958 . 06 

During the course of the year 1994 - 95, the 
concerned department accepted under - assessments of 
Rs.4 . 98 lakhs involved in 18 cases of which 2 cases 
involving Rs . 14, 573 had been pointed out in 1994-95 
and the rest i n earlier years. A few illustrative 
cases involving Rs . 159.46 lakhs are given in the 
following paragraphs. 

.. 

:. - _ 
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8 .2. Loss due to disposal of teak poles at less 
t han the seigniorage rate 

Teak poles are classified into 6 c ategories, 
based on their length and girth at the butt -end . The 
seigniorage* rates fixed by the Principal Chie f 
Conservator of Forests, for these categories of pole s 
with effect from 5 August 1992 were Rs.500, Rs. 350 , 
Rs. 32 0, Rs . 130, Rs . 130 and Rs.65. 

In Madikeri Diviston, the upset prices fixed f o r 
sal e of teak poles through auctions held betwee n 
June 1993 and January 1994 were less than even the 
seignio rage value of the poles. Sale of 78,445 t e ak 
poles o f various categories in these auction sales at 
rate s less than the seigniorage rates resulted in 
loss of revenue of Rs.157 lakhs. 

Thi s was pointed out to the 
April-May 1994 and referred to 
July 1994; their replies have not 
(Septe mber 1995). 

d epartment in 
Government in 
been recei ved 

8. 3 . Non-recovery of interest on belated payments 

According to orders of Government issued from 
time to time, interest at 9 per cent for the first 90 
days and penal interest at 18 per cent beyond 90 day s 
are required to be l evied and collected in respect of 
all revenue dues to Government remaining unpaid . 

In Haliyal Forest Division, a private limited 
company was permitted to use water of Kali river on 
payment of water charges in advance on or before 
15th January of each year in terms of the agreement 
entered into by the company in August 1955. Though 
there were delays in payment of water charges ranging 
from 96 to 969 days for the years 1986 to 1990, 
interest and penal interest amounting to 
Rs.2 . 46 l akhs leviable were not levied and collected. 

* Value of poles excluding working cost. 
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Thi s was pdinted out to the 
December 1993 and referred to 
April 1994; their replies ·have not 
(September 1995) . • 

department in 
Government in 
been received 
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