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PREFACE 

This report for the year ended 31 March 2006 has been prepared for 

submission to the GoYernor under Article 151 (2) of' the Constitution. 

The audit of' revenue receipts of the State GoYcmment is conducted 

under Section 16 of' the Comptroller and Auditor Cieneral's (Duties. Powers 

and Conditions or Scn·icc) Act. 1971 . This report presents the results of' audit 

of' receipts comprising sales tax. land revenue, stamp duty and registration 

Ices. taxes on vehicles, state excise, agricultural income tax. urban land tax 

and non tax receipts . 

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

notice in the course of test audit of records during the year 2005-06 as well as 

those noticed in earlier years. but could not be included in previous years' 

reports. 
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OYEl~VIE~Y 

The report contains 22 paragraphs including three re,·iew.s 
relating to non /short levy of taxes, interest, penalty, etc., involving Rs.228 .71 
crore . Some of the major findings are mentioned below: -

I General 

The revenue raised by the State during 2005-06 amounted to Rs.33,959.99 
crorc comprising Rs.23.326.03 crore as tax revenue and Rs.2.600 .75 crore as 
non tax revenue. Rs .5,012. 74 crore was recei\'ed from Government oflndia as 
State ' s share or divisible Union taxes and Rs.3,020.47 crore as grants in aid . 
Saks tax (Rs.15,554.69 crore) formed a major portion ( 67 percent) of the tax 
revenue of the State. Interest receipts, dividends and profits of Rs.819.91 
crore accounted for 32 per cent of the non tax revenue. 

(P"r"gruph I.I) 

At the end or 2005-06. arrears in respect of taxes administered by the 
departments of commercial taxes, revenue, industries, etc., amounted to 
Rs .11.132.07 crore of which sales tax and mines and minerals accounted for 
Rs .. 10,769. 15 crore. 

( P<t..rttgrapll 1.5) 

Test check of records of sales tax, state excise. land re\'enuc. urban land ta.x. 
taxes on vehicles and other depa11mental offices conducted during the year 
2005~06 revealed under assessments, short levy, loss of re,·cnue. etc .. 
amounting to Rs.1.211. 90 crore in 2,416 cases. 

(P"ragrttplr 1.10) 

As at the end of June 2006, 6,708 inspection reports issued upto December 
2005 containing· 22,549 audit observations with money value of Rs.2.556.70 
crore were pending settlement with various departments. 

(Ptmtgraph 1.11) 

I• ' 
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A 11dit Report ( Rc1·e1111(' U!!Ccipt.1) /cir the year ended 31 Alard1 :!OIJ6 

A review on Pendcncy of appeals at various levels and their impact on 
revenue collection revealed the following 

• At the· end of March 2005, 5,972 appeal cases invol\'ing disputed 
revenue of Rs.2.4 77 crore and 14,221 cases in\'olving disputed n:venuc 
or R~ : I.3 72 crore were pending before the Appellate J\ssistant 
Commissioners/Appellate Deputy Commissioners and Sal~s Tax 
Appellate Tribunals respectively. 

(Paragraph 2.].6) 

• In five divisions, 15 appeal cases involving Rs.6.62 crore though filed 
after the statutory time limit were incorrectly admitted . 

(Paragraph 2.2. 7) 

• Penalty of Rs.16.53 crore required to be collected before admitting 
appeals was not collected by 14 appellate authorities in 543 cases 
resulting in non realisation of Government re,·em1e. 

(Paragrt1ph 2.2.8. ) 

• As on 31 March 2005, 1,392 appeals involving disputed revenue of 
Rs. 73 .09 crore were pending before 12 appellate authorities for more 

, than three years. 

(Pt1ragraph 2.2. 9 ) 

• Orders in 138 appeal cases finalised by eight appellate authorities were 
communicated after a period of 38 to 340 days resulting in delay in 
collection of Government revenue of Rs.40.57 crore . 

(Paragraph 2.2.11 ) 

Application of incorrect rates of tax resulted in short levy of tax of Rs.1.46 
crore. 

(Paragraph 2.4) 

In one assessment circle, in respect of 5 dealers, additional sales tax was either 
not levied or short levied lo the extent of Rs. I .46 crore. 

(Part1grt1pl1 2.6) 

Cross verification of records of Central Exc ise Department and railways with 
that of Commercial Taxes Department revealed escapement of taxable . 
turnover of Rs.93 .11 crore involving tax and penalty of Rs.23.76 crorc . 

(P11ra1:r11ph 2. 7 ) 

VIII 



A review on Receipts from starhp duty and registration fees revea led the 
following 

• Absence of provision for levy of stamp duty on powe r o f .attorney 
r.cgistered ivithout consi<leration, resulted _in foregoing or Government 
re\1cnuc of Rs. 141 .55 crorc in 2.8-l6 instruments. 

( Paragmplt 1.2.6) 

• Unconditional ex:cmption of stamp duty in case of transfe r of property 
bet~n:cn holding and subsidiary compa111es resulted in foregoing: of 
revenue of Rs.19.97 crore. 

( Paragraplt '3. 2. 7 ) 

• Short levy of stamp duty due to misclassification of bonds of Rs.21 .24 
crore. 

( Paragraplt 3.2. 9) 

• Omission to collect stamp duty on issue of bonds through demat 
system resulted in foregoing of r~venue of Rs.39.10 crore. 

( Paragraplt 3.2. I 0) 

• Failure to prescribe the rate of stamp duty on value basis in .respect of 
shares issued through demal system by companies resulted in non 
levy/collection of stamp duty. 

( Paragrtlpli 3.2. I I) 

• Absence of provision in the Indian Stamp Act for registration of 
apartments resulted in non realisation of reveirne of R~. r 1.84 crore . . 

( Pllragrap/1 3.2. I 2) 

Under valuation of a pottion of a property conveyed. resulted jn short levy of 
stamp duty and registration fee amounting to Rs.2.63 crore. · 

( Par"grap/i 3.3. I) 

Electricity tax for electricity generated by captive generation plants was not 
levied in t\vo cases resulting in .. non levy of tax of Rs.1.02 crore . . 

.( !'aragr<tjJ!t 4.3 ) 

. . . 
· lX 



.-luclit Report (Rc1·c·1111e l?eceipts).fi1r the rear c11c/,·cl 31 .A. forth ~OOfi 

v Non Tax.Receipts 

Finance Department 

Delay in finalisation of tenns and conditions by Government for repayment of 
loa n advanced to I 0 co-operative sugar mill s resulted in non levy of inlcn:st 
amount ing to Rs.177.95 crore. 

( Pamgraplt 5.3.3. I ) 

I ntcrcst for loans sanctioned to local bodies through TN lJ IFS I. am! 11 ll DCO 
amounting to Rs.69 .32 crore was not levied . 

(Paragraph 5.3 . .J. / and 5.3.4.1) 

Home Department 

A review on Police Receipts revealed the following 

• Maximum amount of Rs.336 crore being the share of Chennai 
Corporation for the cost of police employed in Chcnnai city for the 
years 2000:..0 I to 2004-05 could not be demanded due to non fixation of 
rate . 

(Paragraph 5.4. 7) 

• on realisation of police cost from Central Government for agency 
function . and bandobust duty at Mandapam and .Rameswaram coastal 
area amounted to Rs.6.38 crore. · 

( Paragraph 5.4. 9) 

• Non recovery of water charges from police personnel over and above 
the free pern1issible limit amounted to Rs.0.89 crore. 

(Paragraph 5.4.10) 

x 



1.1 Trend of revenue receipts 

1.1. l The tax and non tax revenue raised by Government of Tamil Nadu 
during the year 2005-06, State's share of divisible Union taxes and gra nts in 
aid rccei\·ed fro m Government of India during the year and the corresponding 
figures tor the preceding four years are given below: 

II 

Ill 

IV 

fl 

2-14-J 

(Ru ees in crorc) 
2001-02 2002-03 2003-0-t 200-t-05 2005-06 

Rc\l' llUC ra 1scd by 
I the State I 

Go~ernmcn t I I I ,,.,, •.• , I I 

• Tax Re\·enuc 13.009.70 14.341.71 I 15.94-l. •)7 i I '>.357.04 1 
• Non tax 1.556.73 1.800.62 2.093 .79 I 2.208.35 2.h00.75 

IT\'enuc 
. I I 

I ( 1.499.85) ( 1.742.46) (2 ,058.53) I 
Total 14,566.43 16,202.33 18,038.76 21,565.39 25,926.78 

14,509.55 16 084.17 18,003.50 
Receipts from the I 
Go\'crnmcnt ol' I India I 

I 
I 

• Sta te's share of 2.870.07 3.047.57 I 3.54-1 .21) I -l .23 b.3') 5.0 12.7-l 

Jivisiblc Umon 
I taxes 

• Grants in aid 1.381 .54 1.586.84 2.122.75 2.649.75 3.020.47 

Total 4,251.61 4,634.41 5,666.95 6,886.14 8,033.21 

Total receipts of 18,818 .04 20,836.74 23 .705.71 28.451 .53 33.95<) .')<) 
the Stair 
1(1) + (11)1 (18.761. 16) (20.718.58) (23.670.45) 
Percentage of 
I to Ill 77 77 76 76 76 

Figures in bracket represent non tax revenue including receipts from lotteries net of 
ex pend iture on prize winni ng tickets. 

For details pl ease see Statement o. 11 - Detailed accounts of revenue by minor 
heads of Finance Accounts of the Government of Tamil l\Jadu for the year 2005-06. 
Figures under the Head '002 1 - Taxes on income other than corporation ta:-. Share 
of net proceeds assigned to States' booked 111 the Finance Accounts under ·A - Tax 
reven ue ' have been excluded from revenue r<1iscd by the State and included 1n 
·State 's sh<1rc of divisible Uni on taxes· in this statement. 



A udir Rcporr (Re1·e1111e Receiplsi for lit<! rear ended 31 Marc!t :006 

1.1.2 The detail s of tax reve nue raised during the year 2005-06 along \v ith 
the figures fo r the preceding four years are given be low: 

(R u )CCS 111 cro re 
-

SL Heads of 2001-02 2002-03 2003-04 2004-05 2005-06 Percentage 
No. rennue of increase 

(+) or 
decrease (-) 
in 2005-06 

over 
2004-05 

I Sales tax 8.385.5') 9.589.MJ I I .OO-l.<13 I 12.'J'Jh. !S 15.55-U19 20 
2 State c:-.c isc 2.058.22 2.113 .61 l.(157.10 : 2.5-l'J.00 3.17(>.(1) 25 

! 
' - I 3 Stamp July 1.137.8 ') 1.079.12 l.J l<i.-lO ; l.(10-l .3 <1 2.0S-l .S <1 30 

I anJ I I I 
I n:gistration ! ' 

I 
I 

I I I ! fci;, 
4 Taxes on I 6-l8.-l3 I 7-l5.<i2 I <JJ-l .2') 1.01-l .75 I 1.12-l .93 II i 

'chicles i i I 
i 5 L:111d n:,·cnuc I 5(J.-l7 8.40 17.5() 1 7 1.95 I 179.48 1:!2___ j 

0.5 'J ! 6 Taxes on 

I 
2.02 ! I .(13 i 1.25 ' 0.13 (-) 78 

agricultu ra l I I ' i 

i ' 
triCOtllC I I 

I 7 Taxes on 

I 1-l.1 I I 12.69 I 12.03 I I 1. 81 1 I l .8 <1 ·--
I i1111no,able I I 

i I 

I 
' property other I i I 

than 

I 
I I 

agricultural 
I I 
' ' 

lanJ (urba n I i 
land tax) I 

8 Others 7 12.97 791.0-l 1.001 .77 1.108.-lO 1.193.43 8 

Total 13,009.70 14,341.71 15,944.97 19,357.04 23,326.03 -

Sales tax: The increase was due to increase o r 24.58 per cent under 
Central Sales Tax Act and 19.05 per cent under State Sa les Tax Act. 

State excise: The increase was mainly due to increase in receipts under ma lt 
liquor, foreign liquors and spirits. 

Stamp duty and registration fees : The increase \\·as mainly due to increase 
of 31 per cent under stamps-non judicial, 20 per cent under stamps-judicial 
and 25 per cent under registration foes. 

Land r evenue: The increase was mainly due to increased receipts from sa le 
proceeds of waste lands and rede mption of land tax. 

Reasons for increase/sh011fall , though ca lled fo r from other departments, have 
not been received (November 2006) . 
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I 
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C/111prer I GC'naal 

1.1.3 The details of major non tax revenue realised during the year 
2005-06 alongwith the figures for the preceding four years arc given below: 

(R upces m crorc 
SI. Heads of 2001-02 2002-03 2003-04 2004-05 2005-06 Percentage 
No. revenue of increase 

(+) or 
decrease (-) 
in 2005-06 

over 2004-05 
I Interest I 535 . .:12 59.t.7o I 55 1J.7.t 5<J0.05 8 1 ') .lJI J <J 

n:cc1pts. I I 
I I I I d1 v1<lcnds 

:111d )rofits 
~--+--~---<----<------+-----+-----+-------+-------, 

I 

2 Crop 1<1 1 7lJ. I') C>2 .22 <>I .h I 57.27 (!(1 .43 
___ hushan<lr _J 
, 3 

1 
Forestry ( ~)-1_1 __ I 97.04 f-- 157.44 I 155.07 1 I :>S.51

) I 90.21 
I ! and wild I 

! life I 
I 
I i 

4 Non- I (10.40 181.0'J 3 77.54 .t09.5S 465 .68 14 
ferrous 

I mi11111g anJ 
I rnetall-
I urgical 

inJustrics 

I I 

i 

I 
I 

I 

5 ! Education. 65. 7lJ 89.50 122.58 143.-13 201).')S I .:j(l 

sports. art 
and cu lture 

I 

I 
6 Other 

receipts 
I • State 
i lotteries 

• Others 

i 

11 9.50 I 
I 

126.70 I 22.18 ---- I 
492.19 1 

I 

656.17 859.93 852.95 <J00. 16 

Total J 556.73 J 860.62 2 093.79 2 208.35 2 600.75 

Interest receipts: The increase was mainly clue to increase of I 08 per cent 
under interest from public sec tor and other undertakings, I 05 per cent under 
interest realised on investment of cash balances and 131 per cent under other 
receipts. 

Non ferrous mining and metallurgical industries: The increase was mainly 
due to increase of 21 per cent under mineral concession fees , rents and 
royalties. 

Education, sports, art and culture: The increase was mainly due to increase 
of 52 per cent under general education and 23 per cent under technical 
education. 

Reasons for increase/shortfall, though called for from other departments, have 
not been received (November 2006). 

3 



..tudit Rqwrt (l<r!1·e11ue Receipt~') for the ,rmr e11ded 31 March 3006 

J..2 Variations behYeen budget estimates and actuals 

The variation ' between the budget estimates and actual , of" revenue receipts 
for the year 2005-06 in respect of principal heads of tax and non tax re,enue 
are given below: 

(R upecs 111 crorc) 
SI. Meads of reHnul.' Budget Actuals Yuriation~ l'l·rcentagc 

o. estimates excess(+) or of' :iriatiun 
short fall (-l 

i 1 Sa les tax 14,360.71 15,554.69 / 1.193.98 8 
i 

- 1 
2 State excise 2,478.00 3,176.65 t 698.65 28 I 

I 3 tamp duty and 1,562.8 1 2.os-i.86 I 522 .05 I 33 ! 
I ' ! 

! reg1strat1on fees - I ! I 
- - - -

(-)0.49 -1 4 Taxes on vehicles 1,130.50 1.12-l.93 ! (-) 5.57 : 
5 Land revenue 25 AG 179.48 15.+.02 605 ! 
6 Taxe Oil 15 .50 11.86 (-) 3 .6-+ I (-) 23 I 

inm10,·able I I 
I I 

property other than I I 

agricultural land I 

(urban land tax) 
7 Taxes and duties 240.00 95.22 (-) 144.78 (-) (10 

on electricity 
8 lnterc ·t receipts, 589.89 8 19.91 230.02 I 39 

dividends & I rofit:-. 
I 

J I 

9 , on l'errous 427.49 465 .68 38 .19 I 9 ! 
mining and ! 

I 

I 
metallurgical I ! 
industries I 

10 Crop husbandry 62.07 66.43 4.36 7 
11 Roads and bridges 30.50 36.11 5.61 18 I 

I 12 Major and medium 19.43 l-l .90 (-) 4.53 I (-) 23 I I 

l irrigation I ' - - - _J - - J 

Taxes and duties on electricity: The decrease ((){) pl!r crnt) was due to 
decrea e under taxes on consumption and ·ale of electricity. 

Land revenue: The increase was mainly due to increased receipts from sale 
proceed of wa te lands and redemption of land tax. 

Reasons for varia tions, though ca lled for from other departments, have not 
been rece ived ( ovember 2006). 

4 



Chap1er I (1<'11c ·rn! 

1.3 Cost of collection 

The gross co llection in respect of major revenue receipts. expe nditure incurred 
on collec tion and percentage of such expenditure to gross co ll ection, during. 
the yea rs 2003-0-+. 2004-05 and 2005-06 along wit h the rek\'ant all Indi a 
m·eragc percentage or expenditure on collection to gross co llection for 
2004-05 we re as foll<)\\ ·: 

-· SI. Heads of 
No. reyeuue 

Sales tax 

2 Ta\es 011 

\Chicles 

3 : State excise 

-I : Stamp duty 
i and_ reg1_s-

1ra11011 tees 

-
Year 

i 20(fl-O-I ' 
200-1 -05 I 

' 2005-06 
2003-0-1 

I I 200-1-05 
I 2005-06 

2003-()-1 

i 200-1-05 
2005-06 
200J-0-I 
200-1-05 
2005-06 

Collection 

1 I .U0-1 .63 
12.996. 18 
15.55-1.69 

93-1 .29 
1.01-1.75 
1.12-1.93 
1.657. 10 
2.5-19.00 
3.176.65 
1.3 16.-10 
1,60-136 
2.0 -1 .S6 

Ex pen-
diture 011 

collection of 
revenue 

9J.70 
I 02 .3-1 
I 06.6-1 

3-1 .69 
-18.56 
-19 .50 
19.8-1 
25.88 
27.76 
79.00 
8-1 .02 
6. J 

(R upe_cs 111 c~~ 

Pcrccutage 
of expen-
diturc on 
collection 

-U.8) 
0.79 
0.69 
_,..,I 
-1 .79 
-1 .-10 
1.20 
1.02 
0.87 
6.00 
5.2-1 
4 16 

All India 
average 
percent-
age for 
the year 
200~-05 

0.95 

J.3-1 

It wou ld be seen from the above that the percentage or expenditure on 
co llect ion of taxes on \ 'chicles and stamp duty and registration lees was hi gher 
than the all India a\'crage. 

1.4 Collection of sales tax per assessee 

(Rupees in crorc) 
Year No. of assessees Sales tax Revenue/ 

revenue assessee 
200 1-02 1,06,946 8,385.59 0.08 

I 
- - -· 

2002-03 

I 
1.45,489 9,589.60 0.07 - -- - - ---, 

I 2003-04 1.57,126 11 ,004.63 0.07 F 2004-05 
- ----1 

1,83,707 12,996.18 0.07 I 
- -- --- - ---- -1 2005-06 1,69,374 15,55-l.69 0.09 

I 

The re was reduction in the number of assessees in 2005-06 as compared to 
2004-05 and the revenue per asscssee remained more o r less at the same leve l 
over the years since 2001-02 . 

5 



A 11tli1 Rcporl (Rl!1 ·c1111e Reccipls) for !Ii<' rear ended 31 March :!U06 

Arrears of revenue 

The arrears of revenue as on 31 March 2006 in respect of some principal heads 
of revenue amounted to Rs. I I, 132.07 crore. of which Rs.3,330.60 crore \\'ere 
outstanding for more than five years a detailed in the following table: 

.. 

SI. 
No. 

2 

3 

4 

Heads of 
revenue 

2 
Sales tax 

Mines and 
Minerals 

St<1mp 
duty and 
registra­
tion fees 
Urban 
land tax 

Amount 
outstanding 

as on 31 
Man·h 2006 

3 
10.507.52 

261 .63 

174.64 

107.26 

Amount 
outstanding 

for more 
than S 

years as on 
31 March 

2006 

(Rupees m crorc) 
Remarks 

4 s 
3.075 . 19 Out of the total arrears of Rs. I 0.507.52 

crorc. demands amount rng to 

Rs.3,898. 78 crorc were covered under 
Revenue Recovery Act. Demands j 

amounting to Rs. 1.850 crorc ''ere I 
stayed by Government. High Court and 
other judicial authorities. Rs.276.91 
crorc \\.as held up due to rectifi­
cation/review applications. Rs.3.88 I .99 
crorc was pending under deferral / I 
131 FR .. cases, etc . Rs.565 .20 crore was j 
likely to be written off/waived. ! 
Rs .34.M crorc has since been collected. ! 

I 12.2 Out of the total arrears of Rs.261 .63 ! 
crore, demands amounting to Rs. 30.51 I 
crore were covered under Revenue I 

I 
Recovery Act. demands amountlllg to 1· 

Rs .110.51 crorc were stayed by High 

I 
Cou11 and other judicial authorities . A I 
sum of Rs.3.13 crorc was likely to be I 

I written off. Rs. I 17 .22 crorc \\as under 
various stages of collection. while 
Rs .0.26 crorc has since been collected. 

43 .21 The entire arrears were co' crcd by 
recovery ccrti ficatcs. 

39.39 Demands amounting to Rs.33.09 crorc 
were stayed by Government , High 
Coun and other judici<1I <1uthorities. 
Rs .70.98 crore was under arious 
stages of collection. Rs.3.19 crorc has 
since been collected. i 

Board for Industrial & Financial Reconstruction 

6 



6 

7 

I 

I 
I 

2 
State 
CXC ISC 

, .,"'" "" 
'eh1clcs 

i 

I 
I.and 
re\ cnue 

Total 

3 
41. 16 

2..\3 

I 
i 

J .53 r 
I 
I 

11 132.07 

1.6 Arrears in assessment 

4 

C/1<1p1t•r I ( 1('1/£'/"lll 

5 
4 1. 16 Out of the total arrears of Rs. 4 I. 16 

crorc. demands amountin g to Rs. 11 .66 
crorc '' ere CO\ crcd under Re\ cnuc 
RcCO\'Cry Act. demands amounting to 
Rs .2 03 crorc \\CIT stayed b~ 1 

i GO\crnmcnt. 1111.!h ('nun and other 
I judicial autho1"1t1:s Rs .4.00 crorc ''as 
I I 

I 
held up as "hcr.:abouts of lr.:cnsccs j 
''as not kno'' 11 . Rs.0.33 crorc ''as held 1 ! up 011 account of persons bccom111g I 
111soh .:nt. Rs.2.02 cror.: 11 as lrkel) to I 
be '' n ttcn oil. Rs .4 75 crorc \\'as under 
1anous st :.1 gcs of collection . Rs. l(>.37 J 

crorc h:.1s s111 ce bec.:11 co lkctcd. j 
1.00 Out of the total .irrcars o!" Rs.2 .JJ crnn.:. 

I demands anrnu11t111g to Rs 1.7,· crnn.: : 

I 
''ere co1 .:red under Re\ cnuc Rc<:O\ er~ 
Act. Demand amounting to R~ (U I 

J crorc '' c1T stayed b~ I I 1gh Court and I 
j other .1ud1c1al authoriucs. Rs.0.24 crorc 

1 ____ L \\~S ~~!· 'anous 2wgcs of coll~~n. -1 
I S.37 I Out ,>r th.: total arrears of Rs.37.53 

; crore. demands ,11111>u11 11 11g to Rs .4 66 J 

crorc \\'Crc stayed by H 1gh Court and 
other Judic ial aut horities. Rs.2 .39 crore I 
\\US stayed by State Go,·crnment. I 
Rs.0.0 I crorc \\'US likely to be \\1"1tten 
off. Rs .26. 7(> crorc ''as under 'al"lous 1 
stages of collect1n11 Rs.3 71 crore has 
since been collcctcd. 

3,330.60 

The number of cases pending assessment at the beginning o r the yea r 2005-06, 
cases that a re due fo r assessment during the year, case· di sposed o f during the 
yca r and num be r o f cases pendi ng fina lisa tion at the end or the year 2005-06, 
as furn ished by the Sales Tax Department in respec t of sa les tax and by 
Rc,·cnuc Department in rcspec t of urban land tax arc as fo ll ows: 

Heatls of Opening New c<1 se~ Total Cnses Balance Percen-
revrnue balann· due for cases due disposed of at the tage or 

assessment for assess- during end of disposal 
during men ts 2005-06 the yt'ar (col. 5 to 4) 
2005-06 

I 2 3 4 5 6 7 
Sales tax I 54.292 1.77.4% 2.J 1.788 1.62. T2 6S.1J 16 70 

L1 1~b;nla11dt~~---:".9J7 I 12 ! -
I 3. 9.749 2.101 7.648 22 I 

I 
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Audi! !?<!/ IOI'/ (R1!1·e1111e Rl!ccipts) fi1r the year e11derl 31 March l1JIJ6 

1. 7 Evasion of tax 

The deta il s of cases of evasion of tax detected, sales tax cases finali sed and 
demands for additional tax raised as reported by the Sales Tax Department are 
given below: 

(R_!J~Cs in cro1·c) 
SI. lleatl of Cases Cases Total Cases in which No. of cast's 
No. revenue pending detected assessments/ pending 

as on during investigations linalisation 
31 March 2005-06 completed anti US Oil 

2005 adtlitional demand 31 Man·h 
including pl'nalty 2006 

etc. rais(•d 
No. Amount 

Sales tax 
Enforcement 
wing. 5.803 10.203 16.006 9.424 NF* Ci. -82 

Atlministrativc i 
"mg. 5.366 7,468 12.834 6,077 412.22 6.757 

* Not furnished. 

1.8 Write off and waiver of revenue 

During the year 2005-06, Rs.0.04 crore (in 297 cases) relating to sales tax was 
wri tten off by the department as irrecoverable. Reasons for the write off as 
reported by the department were as follows : 

(Rupees in lakh) 
SI. Reasons 

,. 
No. of cases Amount 

No. 

1 Whereabouts of defaulters not known 31 0.57 I 

2 Defaulters no longer alive I 0.51 

3 Defaulters not having any property 265 2.53 

Total 297 3.61 

In addition to the above, sales tax amounting to Rs.0.42 crore in 12 cases, was 
waived during the year. 

1.9 

The number of refund cases pending at the beginning of the year as on 
1 April 2005, claims received during the year. refunds allowed during the year 
and cases pending at the close of the year (31 March 2006) as reported by the 
department are given below: 
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Chapter I General 

(R Ullces 111 crorc 
SI. Particulars Sales tax Taxes on vehicles Mines and minerals 
No. No. of Amount No. of Amount No.of Amount 

CllSCS cases cases 
I Claims 7 1.426 

I 
13-t02 67 0.06 6 I 0.0-1 

I I outstanding at I i 
I 

I I I I the beginning ' I 
I I 

of the year I I 

2 j Claims J 0.3J9 

! 
85.25 3 · 3 0.65 21 

I 
66.4-1 i 

rcce11 ed I I 

I dur111g the year 
I 

: I ! ' 
I ' 

' i R.:funds made 22.267 56 -10 -103 I 0.62 21 I 66.-14 I 
d'1nng the year 

4 L3alance 79.498 162 .87 22 0.09 6 0.04 
outstanding at I I the end of the 

I year I 

1.10 Results of audit 

Test check of records of sales tax, land revenue, state excise, motor vehicles 
tax. stamp duty and registration fees. electricity duty. other tax receipts and 
non tax receipts conducted during 2005-06 revealed under assessment/short 
levy/loss of revenue amounting to Rs.1,211 .90 crore in 2,416 cases. During 
the year. the departments accepted under assessment of Rs.4. 97 crore in 
975 cases pointed out in 2005-06 and earlier years and recoYered 
Rs .2.70 crore . 

This Report contains 22 paragraphs including three reviews relating to non/ 
short levy of taxes, duties, interest and penalties etc ., involving Rs.228 . 71 
crore . The departments/Government accepted audit observations involving 
Rs.4 .08 crore, of which Rs.1 .70 crore was recovered upto ovember 2006. 
Final reply has not been received in respect of the remaining cases (November 
2006). 

l.11 Failure of senior officials to enforce accountability and 
protect interest of Govermye.,..n=t ____ _ 

Audit observations on incorrect assessments, short levy of taxes, duties and 
fees, etc., as also defects in the maintenance of initial records noticed during 
audit and not settled on the spot are communicated to the heads of offices and 
other departmental authorities through inspection reports . Serious financial 
irregularities are reported to the heads of departments concerned and 
Government. The heads of offices are required to furnish replies to the 
inspection reports through their respective heads of departments within a 
period of two months. 

9 
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.-1 wlit Ne11or1 I l?el'e1111e Receipts) /or the ymr ended 31 March 20116 

1.J 1.1 The number of inspection reports and audit observati ons relating to 
revenue rece ipts issued upto 31 December 2005, which were pending 
settlement by the departments as on 30 June 2006. along with correspondin~ 
figures fo r the preceding two yea!·s. are given below: 

I 
Number 
sertlcmcn t 

of inspection reports pending I 

Position as on 30 June 
2004 2005 2006 
5.629 6,134 6,708 

I :--1 umber of outs landing m_id_it_o_b_s_e_n_'a_t 1_· o_n ___ ...___18_._7_0_9 20 ,.+ 77 _J_ 22 :5:9 __ 

I Amount of revenue invol ved (Rs.in crore) 2,139.19 2.399.(i.f j 2,55(>.70 

Increase in the outstanding audit reports and objections is indicative or non 
compliance with Government's instruction to send replies to initial audit 
observation and repo11 on further action taken thereon with in the stipulated 
time. Though State audit commi ttee and departmental audit committee ,,·ere 
constituted in March 1993 with the objective of expeditious cttlcmcnt of 
outstand ing paras, the number of outstanding reports and observations were on 
the increase. 

1.11.2 Revenue headwise breakup of the inspection reports and audit 
observation outstand ing as on 30 June 2006 is gi ven below: 

SI. ReYenuc heads Number of outstandinl? Amount Earliest year 
No. Inspection Audit '(in uore of to which the 

reports obser- Rs) inspection 
vatious report relates 

1 2 . 3 4 5 6 
1 Sales tax 3,079 14,768 758.58 I 1987-88 ! 
2 Stamp duty and 990 I 1.969 ! 67.38 ' 198-t-85 I I 

registration fees i 
I 

3 Land revenue 750 1,833 l ,059 .9-t 1988-89 I 

4 Taxes on vehicles 412 l,009 83.39 1983-8.+ 
5 State exc ise 295 601 129.87 1987-88 
6 Taxe on 80 213 81.43 1986-87 

agricultural I 
mcome I ! 

7 Mines and 258 702 299.85 1989-90 I n11nerals 
8 Urban land tax 24 1 6.+4 31.S I 1983-8.+ 
9 _Elec tricity du ty 66 122 30.57 1986-87 
~ . - - - ---- -

10 Entertainment tax 114 123 9.13 1992-93 
11 Luxury tax 179 19.+ !..+.+ 1997-98 
12 Bettin!!. tax 12 23 0.09 1991-92 
13 Entry tax 222 3.+8 3.22 2003-04 

Total 6.708 22.549 2.556.70 
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!l.12 De_gartmental audit committee meeting 

During the course of the year 2005-06. three meetings were held in respect or 
Commercial Taxes Department (Sales Tax) and Home-Transpo11 (Taxes on 
Vehicles). Ninety seven paras with a value or Rs.58.52 lakh were settled 
during these meetings. rn respect of other departments. no departmental audit 
committee meeting was held during the year 2005-06. 

1.13 Response of the department/Government to draft audit 
paragraphs 

Government (Finance Department) issued directions (April 1952) to all 
departments to send their response to the draft audit paragraphs proposed for 
inclusion in the Report or the Comptroller and J\u<litor Genera l of India within 
six weeks. The draft paragraphs are forwarded to the secretaries of the 
concerned departments through demi official letters, drawing their attention to 
the audit findings and requesting them to send their response within six weeks 
from the date of receipt of the draft paragraphs. The fact of non receipt of 
replies from the departments/Government is invariably indicated at the end or 
such paragraphs included in the Audit Repo11. 

Fifty four draft paragraphs (finally clubbed into 22 paragraphs including three 
reviews) proposed to be included in this Report were forwa rded to the 
secretaries of the respective departmeryts during the period from Apri l to June 
2006, through demi offic ial letters followed up with reminders in August 
2006. 

The secretaries of the departments did not send replies to 31 draft paragraphs 
including one review. These paragraphs have been included in this report 
' ithout the response of the secretaries of the departments. 

J. 4 eport~ - summarised position 

With a view to ensure accountability of the executive in respect of all the 
issues dealt with in Audit Rep01is, the Public Accounts Committee (PAC') 
directed that the concerned departments should furnish remedial/correcti e 
action taken notes (A TN) on all paragraphs contained therein, within the 
prescribed time frame . 

11 
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Audir l?epurr (/?(' l'e1111C' Recciprs) for rhe year ended 31 March :!006 

A review or outstanding AT s as of 31 March 2006 on paragraphs im:ludcd in 
the Report of the Comptroller and Auditor General of India. Revenue 
Rec.eipts, Government of Tamil Nadu, disclosed that the departments had not 
submitted ATNs on 972 recommendations pertaining to 280 audit paragraphs. 
Out of the 972 recommendations pending, A TNs have not been received even 
once in respect of 620 recommendation : the earliest of which relate to the 
Report of 1986-87. 

Further, PAC has also laid down that necessary explanatory notes for the 
issues mentioned in the Audit Reports should be furnished to the rnmmittce 
within a maximum period of two months from the date or placing the Reports 
before legislature . Though the Audit Reports for the years from 1998-99 to 
2003-04 were placed before the Legislative Assembly bet\\'een May 2000 and 
September 2005. the departments arc yet to submit explanatory notes for 
81 paragraphs (including nine reviews) included in these report ·. 

1.15 Recovery of revenue of accepted cases 

During the years between 2000-01 and 2004-05, the department/Government 
accepted audit observations involving Rs .121 .57 crore or which only an 
amount of Rs.11 .25 crore was recovered till 31 August 2006 as detailed 
below: 

(Rupees in crore) 

Year of Audit Total money Accepted Recovery made 
Report value money value 

2000-01 668.90 27.29 5.72 

2001-02 512.60 9.78 2.23 

2002-03 1,032.59 53.47 1.13 

2003-04 815.05 25.92 0.44 
i 

2004-05 576.20 5.11 1.73 

Total 3,605.34 121.57 J 1.25 
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CHAPTER II 

SALES TAX 

2.1 Results of audit 

Test check of records of departmental offices conducted during the period 
from /\pril 2005 to March 2006 revealed under a. essments. non levy 01· 
penalty etc ., amounting to Rs.118 .0 I crore in 1,409 cases, which broadly fall 
under thi: following. categories . 

( R upces 111 crore) 

SI.No. Categories No. of Amount 
cases 

I Incorrect exemption from levy of tax 256 20 .33 I 
i 

2 Application of incorrect rate of tax 381 19.34 I 
3 Incorrect computation of taxable turnover 215 19.26 I 

: 
l 

4 on levy of penalty/ interest 3 -, )_ 5.35 l 
l 

5 I Escapement of taxable tu mo er I 24 37.73 j 
6 Others 180 15 .71 

7 Review on Pcndcncy of appeals 
at I I 0.29 i 

various levels and their impact Oil I 
! 

revenue collection . I 

Total ... I. 1,409 118.01 

During the course or the year 2005-06. the department accepted under 
assessments. etc . amounting to Rs.2 .91 crore in 656 cases. out of which. 
Rs.1.88 crore involving 521 cases were pointed out during the year and the 
rest in earlier years . Of these, the department recovered Rs.1.44 crore. 

After issue of draft paragraphs the clepartrnent recovered Rs .8.48 lakh in one 
case pertaining to 2005-06. 

A review on pendcncy of appeals at various levels and their impact on 
n·venuc collection and a few illustrative cases im·olving. Rs .28.49 crore arc 
discussed below: 

13 



A 11dir Report ( Re1·e1111e lfrceipl.\) .for 1/ie year e11ded JI March :!006 

2.2 Review on pendency of appeals at various levels and their 
impact on revenue collection 

Hig'1/io/its 

• At the end of l\'larch 2005, 5.972 appeal cases involving disputed 
revenue of Rs.2,477 crore and 14,221 cases involving disputed 
revenue of Rs.1,372 crore were pending before the Appellat~ 

Assistant Commissioners/Appellate Deputy Commissioners and 
Sales Tax Appellate Tribunals respectively. 

(Paragraph 2.2.6) 

In five divisions, 15 appeal cases involving Rs.6.62 crore though 
filed a ter the statutory time limit, were incorrectl ' admitted. 

(Paragraph 2.2. 7) 

• Penalty of Rs.16.53 crore required to be collected before admitting 
appeals was not collected by 14 appellate authorities in 543 cases 

......_ __ resulting in non reali ation of Government revenue. _____ ~ 

• 

(Paragraph 2.2.8) 

As on 31 March 2005, 1,392 appeals involving di puted revenue of 
Rs.73.09 crore were pending before 12 appellate authorities for 
more ban three years. __ __... ____ ~~------~-~···-·· 

(Paragraph 2.2. 9) 

• Orders in 138 appeal cases finalised by eight appellate authorities 
were communicated after a period of 38 to 340 days resulting in 

..,,_ ___ delay in collection of Government revenue of Rs.40.57 crore. 

(Paragraph 2.2.11) 
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Chap1er fl - Sall!.1· Ta.r 

R ecom 111 e11datio11s 

Government may consider taking the following steps to improve the 
effectiveness ?f the system. 

• fix adrninistrati\'e norms for timely disposal/finalisation of appeali 
remanded cases. and 

• ensure strengthening of the internal control system to monitor passing 
and communication or appeal orders by appellate authorities and 
proper maintenance of the prescribed registers. 

lutrod11ctio11 

2.2. I The Tamil Nadu General Sales Tax /\.ct, 1959 Cf GST Act) and the 
rules made thereunder provide an assessce the statutory remedy to tile an 
appeal, if he is aggrieved by any order passed by an assessing authori ty. The 
first appellate authority in respect of order passed by /\.ssistant Commercial 
Tax Officers, Deputy Commercial Tax Officers or Commercial Tax Officers is 
the /\.ppellate Assistant Commissioner (AAC). The first appeal lies with the 
Appellate Deputy Commissioner (ADC) in respect of order passed by the 
Assistant Commissioner (Commercial Taxes). The second and higher appeals 
in all cases rest with the Sales Tax Appel late Tribunal (STAT). High Court 
and the Supreme Court. 

T GST Act pro\'ides that an appeal to the /\.AC/ADC should be tiled by an 
assessee within a period of 30 days from the date on which the order or 
assessment was served on him . The AAC'/ADC may, however. admit an 
appeal filed within a further period of 30 days after the expiry of the initial 
period of 30 days. The Act also pro\'idcs for payment of prescribed 
percentage or disputed tax and penalty before Ii ling of appeal. 

The /\.ct further provides that AAC/ADC may. while disposing or an appeal, 
set aside the assessment and direct the assessing authority to make a fresh 
assessment after such further inquiry as may be directed. The T GST /\.ct and 
the rules made thereunder do not specify any time limit for disposal of appeals 
and for passing orders in respect of remanded cases. 

Orga11isatio11a/ set up 

2.2.2 The appe llate \ving or the department is distinct from the assessment 
and administrative wings. The Stale has 20 AACs, two ADCs and 
four benches of the STAT each headed by a Chairma n. who is a judicial 
officer not below the rank of district judge and l\\'O other members also 
appointed by Go\'ernment possessing such qualifications as prescribed by 
Government. The AACs .. ADCs . and Tribunals are under the administrative 
control of the Chairman. STAT and the overall supervisory control is 
exercised by the Registrar General. I ligh Court, Chcnnai. 

15 
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Audir Reporr (Re1·e1111e Receiprs)fi>r rhe year ended 31 ,\/arch :!006 

A udit Objectives 

2.2.3 This review was conducted with a view to: 

• analyse the pendency of appeals at various leve ls and the ir impact on 
rev nue collection. 

• asc rtain the adequacy of the system available to ensure time ly 
di posal of appeal/remanded cases and 

• asce rtain the effec ti veness of the internal control mechani sm. 

Scope ofAtulit 

2.2.4 During the review conducted from July 2005 to March 2006, data from 

14 1 out of 22 first appellate authorities and four benche of tribunal was 
collected . The review also covered six out of nine divi s ions and 109 out of 
323 as essment circles. Appeal orders passed and remanded cases finalised 
during the years 2000-01 to 2004-05 were taken up for detailed sc rutiny. 

Revenue involved in appellate fora 

2.2.5 The position of revenue blocked by appea l cases as furnished by the 
Chairman, ST AT was Rs.3 .848.48 crore as on 31 .3.2005 . The yea r wise 
position was as under: 

• 

(R upccs 111 crorc ) 
Year ending AAC ADC STAT Total 

No. of Amount No.of Amount No.of Amount No.of Amount 
cases cases cases ca~es 

2000-0 I as Oil 13.804 2. 127. 15 326 481 .70 I 11.456 1.2<1-UO 25.58(1 I 3.873. 15 
31.3.2001 I 
2001-02 as Oil 8.758 1,3 12.39 235 483.27 12.553 1.099.82 21.54<> I 2.895.48 
31 .3.2002 I 
2002-03 as Oil 7,029 954.66 230 429.6 1 13.974 1.325.05 21.233 I 2.709.3 2 
3 1.3.2003 

i 
2003-04 as oil 6.069 529.69 196 440.36 14.04 1 1,252.82 20.306 I 2.222.81 
31 .3.2004 ' 

! 
2004-05 as on 5.850 2.053 .69 122 422.8 1 14.22 1 1.371.98 20. 193 I 3.84s.4s 
31.3.2005 I i 

A -Ill, Chennai, AAC-IY, Chennai, AAC-YI , Chennai , AAC Coimbatore (Addi. ). 
Coimbatore (Main). Kancheepuram, Madurai ( orth), Madurai (South). Poll achi . 
T irunelveli. Trichy. Virudhunagar, ADC Chennai and Coimbatore. 
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Cliaprer II Sale1 Tax 

The details regarding revenue b locked in appea ls \NCre not furnished by the 
department, with the re ult. the departmental figure could not be cross 
checked with the figures furnished by the Chairman, ST AT. 

Disposal of appeals 

2.2. 6 o nom1s for disposal of appeals by AAC/ ADC have been presc ribed. 
The details furnished by the Chaim1an. ST AT show that the number of cases 
pending for disposal before AACs/ADCs during the last fiye years ranged 
between 40 and 51 per cent and that of tribunals bct\\'cen 74 and 89 per cent. 
The disposa l of appeals for the years 2000-0 I to 2004-05 is detai led below: 

Di.,po.rnl of appeals by AACs/ADCs 

(R upces m crore ) 
Year Out- Additiom Total Clearance Out Percen 

standing during during the standing tage of 
as on the year as on pendency 

lApril year 311\farcb 

No.of No.of No. of No. of No.of 
cases/ cases/ cases/ cases/ cases/ 

Amount Amount Amount Amount Amount 
2000-0 I 15,431 12,055 27,486 13,356 1-1, 130 51 

2,539.20 2,082.55 4,621.75 2.0 12.90 2,608.85 
2001-02 14.1 30 8,433 22.563 13.570 8,993 -10 

2,608.85 I ,242.97 3.85 1.82 2,056. 16 I 1.795.66 
2002-03 8,993 7,068 16,06 1 8,802 

i 
7,259 -15 

1,795.66 662.80 2,458.22 1,07-1.19 l.38-U7 
2003-04 7,259 6,086 13,345 7,0 0 

I 
6,265 -17 

1.384.27 374.92 1,759. 19 789.14 970.05 
2004-05 6,265 6,574 12.839 6,867 5.972 -17 

970.05 2. 122.66 3,092.71 

! 
616.2 1 I 2.-176.50 

Disposal of appeals by tlte tribunals 
(Rupees in crorc) 

Year Ou1 Additions Total Clearance Out Percen-
standing during during the standing tage of 

as on !April the year as on pendency 
year - 31March 

No. of No. of No.of No. of No.of 
cases/ cases/ cases/ cases/ cases/ 

Amount Amount Amount Amount Amount 

2000-0 I 8,355 6,430 14,785 3,329 11 ,-156 77 
952.99 500.32 1,453 .3 1 189.0 1 1.264.30 

2001-02 11.456 5,493 16,949 4,396 12,553 74 i 
1,264.30 286.98 1,551.28 451.46 I ,099.82 

2002-03 12,553 4,695 17.248 3,274 13 974 81 
1,099.82 497.49 1,597.31 272.27 1,325.04 

2003-04 13,974 3.135 I 17, 109 3.068 I 14.041 82 
1,325.04 242 .38 I ,567.42 314.60 I 1,252.82 

2004-05 14 041 1,985 16,026 1.805 
l 

14.221 89 
1.252.82 226.83 1,479.65 107.67 1.371.98 
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Audi1 Nc;wrl (l<e1·cm1c' Rt'cciplsJ /iw tltc· year c11t!C'd 3 I Alorclt :!0116 

The pcndency of appea l before the tribunals registered a 70 per cent increase 
during the li ve year period. The amount involved in the disputed cases 
pending before the tribunals increased fro m Rs.952.99 crore in April 2000 to 
Rs. l ,3 7 1. 98 crore in March 2005. 

Admittance of appeals filed ajier the statutory time limit 

2.2. 7 The T GST Act provides that appeal should be liled by th1.; appellant 
within 30 days from the expiry of' the date on which the order was served on 
him . The Act furthe r provides that the AACIADC may, within a l'urt hcr 
period of 30 days admit an appea l, if' he is satisfied that the appellant had 
sunicient cause fo r not preferring the appea l within the st ipulated period or 
30 days. 

Test check or records 111 fi\'c2 ·divisions re\'ea lcd that 15 appeal cases filed 
after 'the statutory period of 60 days were admi tted. The revenue in\'Oh·ed in 
these cases amounts to Rs.6.62 crore. A few illustrati\'e cases arc given 
below: 

upccs 111 a · 1) (R . I kl 

SI.No. Appeal Assessment Date of Date of Delay Revenue 
number circle service of filing of (No. in involved 

order appeal days) 

I 18/2004 Perur I LI0 .03 I 0 L07 .0-l ! 262 7,6() 

2 6012002 ; 2 L09 .0 1 
I 

West Tower 26. 12 .00 ! 268 I :::u 5 
' I ! 2L08.98 I i 3 11 12002 Udumalpet IO, 12.0 1 1.21 7 366.-n I 

I 

Admittance of the appea ls filed after the statutory time limit was incom::ct. 
which hindered early rea li sa tion or revenue . 

Government to whom the matter was reported in May 2006, stated in August 
2006 that the audit observations would be conveyed to Chai rman, ST AT for 
further necessary action. 

Non payment of tlte prescribed a11101111t of tlte dfaputed penalty 

2.2.8 ccord ing to Section 25 of' the TNGST Act, any penalty payable under 
the Act shal l be deemed to be tax under the Act, for the purpose or co llection 
and recovery. Section 3 1 of the TNGST Act provides that no appea l shall be 
entertained unless it is accompanied by satisfac to1y proof of pay1i1cnt o f tax 
admitted by the assessee and prescribed percentage3 of the difference uf tax 
assessed by the assess ing authority and the tax admitted by the appellant. 

Chcnn a1 (South). Co imbatore. Madurai. T1runclvcli and Trn:lry . 

25 per cc111 from I 0 June 1999. 12.5 per ce111 from 26 July 2000 and 25 per cc111 from 
3 June 2002. 
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A scrutiny or records. however, revealed that though the assessing authorities 
levied penalty of Rs.72 .79 crorc in 543 cases, the appeals filed by the 
assessces were admitted without payment of the prescribed percentage of 
penalty amounting to Rs .16.53 crore as detailed below: 

(R upecs m crorc ) 
SI. Name of the appellate No. of 25%/12.5% of the 
No. authority cases disputed amount of 

penalty recoverable 

A/\( -III, Chenna1 - 7.82 
2 AAC. Madurai(North) 47 0.89 
3 

1 
/\AC. Madurai(South) I 54 ' I. I (1 ' 

I 4 . /\AC. Coimbatore( Main) ! 15 0.17 I I 

I 5 ' AAC. Pollachi I 41 0.46 
I 

l- I 

-- - -1 I 6 . AAC. Yirudhunagar I 89 0 .95 I 

i 7 i AAC-IY, Chennai 29 0 .55 
i 
l 

8 AAC-YI, Chennai 29 0.76 
I 9 1 AAC. Kanchcepuram 32 1.23 

I IO I AAC. Coimbatore(Addl.) 28 0.64 

i 11 1 AAC, Trichy 57 0.39 

I 12 I AAC, Tirunelveli 60 1.14 I 
! 13 I /\DC , Chennai 10 0.32 

i 14 i ADC, Coimbatore 1 0.05 

I Total 543 16.53 

After this was brought to the notice of the department in March 2006. the 
territorial Deputy Commissioners of Tirnnelveli , Chennai (East). Chennai 
(Central) and the AAC Coimbatore replied that 'tax' as defined in TNGST Act 
does not incli.1de penalty. The reply was not tenable in view or the specific 
provision contained in Section 25 of the Act. 

Government to whom the matter was reported in May 2006, stated in August 
2006 th::it the audit observations would be conveyed to the Chaim1an, STAT 
for fu11her necessary action. 

Non fixation of time limit for di.~posal of appeals 

2.2.9 The TNGST Act and the Rules made thereunder do not prescribe any 
time limit for disposal of appeals. The Tamil Nadu Commercial Taxes Manual 
(TNCT Manual) contemplates that the departmental representative should 
move the Appellate Deputy/ Assistant Commissioner for quick disposal of long 
pending cases. 
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The details furni bed by the Chairman, TAT indicate that 1.392 appeals 
in olving disputed revenue of Rs .73 .09 crore were pending before 
12 appellate authorities covered in the review for more than three years as on 
31 March 2005. The age wise analysis is given below: 

(Rupees in crorc) 
SI.No. Period of ueudencv No. of cases Amount involved 

I More than I 0 years 56 0.67 
'.! More than 5 years but less than I 0 years 396 23.13 
3 More than 3 years but less than 5 years 9-1 0 -19 29 
4 Less than 3 years 2.730 1.:196.27 

Total 4.122 1,969.36 

The details furnished by ADC. Chennai revealed that 17 appeal cases 
involving revenue of Rs.34.96 crore were tra nsferred to DC. ( 'oirnbatore 
from C'hennai in 2001 but were returned undisposed in 2005 . The last hearing 
in all these appeals was held in May 2002 by ADC, Coimbatore. The appeals 
were finalised by ADC, Chennai between August 2005 and December 2005. 
Undue de lay of more than five years was brought to the notice of department 
in March 2006. 

Government to whom the matter was reported in May 2006, stated in August 
2006 that the audit observations would be conveyed to the Chairman. ST AT 
for further necessary action . 

Delay i11 writing up of appeal orders 

2.2.10 As per T CT Manual (Volume I), an appeal order should normally 
be written up within I 0 day from the date of last hearing of the appeal or of 
making an enquiry, if any. connected with it. 'vVhere a longer time is taken 
because of any special circumstances, the reasons thereof should be clearly 
spe lt out in the records. 

Audi t scrutiny revealed that 25 appeal cases involving disputed rc,·enue of 
Rs.60 .99 crore were remanded by AAC-VI , C hennai and AA , Coimbatore 
(Main). The orders remanding back the a ses ment were, however, written up 
belatedly and the delay ranged between 22 days to 382 days. This resulted in 
blocking up of revenue and delayed collection of revenue due to Government. 

Government to whom the matter wa reported in May 2006, stated in Augu t 
2006 that the audit observations would be conveyed to the Chairman, STAT 
for further necessary action . 

Comm1mic<1tio11 of appeal orders 

2. 2. I I ftcr an appeal is decided. the decision is communicated to the 
assessing officer to enable him to take action as per the orders. o time limit 
for communication of orders has been laid down in the Act /Rules. 
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It \\·as noticed that in respect or 138 appeal cases relating to eigh t appel late 
authorities. the orders were communicated after a period or 38 to 3-W days. 
This resulted in delay in co llection of Government revenue of Rs.40.57 crore 
as mentioned belm : 

SI. Name of the appellate 
No. authority 

I · AAC- lll , Chennai 
I 2 /\AC, Kancheepuram 

.., ' . , 
:... _, 1 /\AC,C 01111b.1to1c(Ma111) 

-l ' A/\.C. Pollachi 

I 5 /\AC, Trichy 
' 
I (i A/\C, Mauurai (S) 

7 AAC, Madurai (N) 

8 ADC, Chennai 
Total 

I 

No. of 
ca!>es 

22 
10 
38 
19 
7 

12 
21 
9 

138 

I 

I 
I 
I 

(R 
Delay (in davs) 

From 

82 
73 
77 
62 
8-l 
55 
38 
82 

I 

' 

To 

, _-3 

120 
3-lO 
190 
173 
117 
70 
142 

Ul Jces 111 crorc 

I 

! 
I 

I 
I 

Revenue 
involved 

8.56 
-LOI 

... 
4.) I 
2.79 
0.11 
-U9 
1.96 

14.44 
40.57 

I 

I 
I 

I 
1 

Go\·crnment to whom the matter was reported in May 2006, stated in August 
2006 that the audit observations would be conveyed to the Chairman. ST AT 
for further necessary action. 

Nou/tlelay iu jiualisatiou of remamled cases 

2.2.12 The T GST Act and Rules made thereunder do not specify any time 
limit for passing orders in respect of remanded cases . 

Audit scrutiny revealed that in 76 assessment circles relating to six divisions. 
741 remanded cases involving revenue of Rs.375.22 crore were not finalised 
as on 31 March 2005, resulting in blocking up of Government revenue. The 
delay ranged from tive months to li ve years. 

(R upecs 111 cr·orc 
SI. No. Division No.of No. of 

I 
Revenue 

circles cases involved 
I DC, Chennai (South) 19 79 ' 19 .06 I -- -
2 DC, Chennai (Central) 9 77 I 130.28 
3 DC, Chennai (East) 8 71 

I 
71.77 I 

4 DC, Coimbatore 22 359 I 69.49 
5 DC, Madurai 10 49 52.21 
6 DC, Tirunelveli 8 106 I 32.41 I 

Total 76 741 I 375.22 

Audit crutiny revealed that AA(, Madurai. while remanding the assessment 
in three cases in Februa1y 2003 issued directions to pass orders within 60 days. 
These assessments involving revenue of Rs.42.4 7 lakh were yet to be 
finalised. In one case. though the AAC directed the assessing authority to 
linalise the case within eight weeks, order involving tax of Rs .15.08 lakh was 
passed after a delay of 130 weeks. 
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Government to whom the matter was reported in May 2006. s tated in August 
2006 that the Act does not prescribe any time limit and fi na lisa tion of 
remanded cases is be ing monitored by the Ass istant Commissioners. Deputy 
Commi sioners and Commissioner o r ommercia l Taxes during reviev.· 
meetings. However, de lay in fi na li sati on which ranges from fi ve months to 
fi ve years indicates that this req uires effecti ve mon itoring and conce rted 
efforts 

Iucorrect fi11alisatio11 of remanded cases 

2.2.13 It was noticed in review that in four cases. which were remanded by 
the appellate authorities, assessments were fi nalised incon ec tly. resu lting in 
short/non levy of tax of Rs.28 .62 lakh (i nc lu sive o f penalty) as deta il ed below: 

SI. 
No 

ssessment circle Assessment Amount 
year/ 

Mouth of 

(Ru )CCS in lakh) 
Remarks 

1-=~..J=~~""""'====~-""'-l~a=ss~·e~ss~·n~1~eo~t~~~~==-'+="-'-"'-"---~~~~~~~~~~~·1 
1993-94 3 06 I Electronic emergency lamps "ere I 

I 

i 
I 
! 
! 

P. . Palayam 

I 
(Ju ly 2003) j assessed to tax at three per ce111. J 

I instead of 12 per te111 as provided in l 
I 

i 
i I 

i i the Act. , 
2 I Udu ma lpet (South) I 1996-97 20.92 ·1 The AAC' upheld levy of wx made I 

I (October . under the T iST Act, disallowing l 

i I 2000) I the claim of exemption as sa le to I 
I 1 local exporters. Howe\ er. the i I 

assessment already made under i 
T GST Act was subsequently j 
revised allowing the exemption I 

I which was incorrect. I 
3 Bodinayakanur 1996-97 2.38 Exemption was alkmed \\ithout I 

(January verification of proper documentary 
2002) ev idence in proof of stock transfer . . 

After th is was pointed out in August I 
2005. the de part ment stated that 

I assessment woul d be re\ iscd. ' 
4 Bodinayakanur 1997-98 2.26 Exemption was allowed without 

(January proper documentary C\ idcncc 1n 
2002) proof of export sa les. After this ,,·as 

pointed out, the department stated 
that assessment wou Id be revised. 

·- Total 28.62 

Defective 111ai11te11a11ce of registers 

2.2. I 4 In order to have an effec ti ve control over the appea l cases sent to 
appellate fo ra and fo r foll owup ac tion, the assessment circles have to mainta in 
appea l registers and registers ofremanded cases. 

In the course of the review, it was noticed that in 21 assessment c irc les, the 
above mentioned registers were not updated, disposals not noted. \ ere not 
closed periodically and the remanded cases were not entered in the registers. 
Due to improper maintenance of registers, the total number of appeals fil ed 
during the period from 2000-01 to 2004-05 in each assessment circle and the ir 
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disposal could not be ascertained. This indicated that internal control system 
or the department was lacking. 

(ion;rnment to whom the matter was reported in May 2006. replied in August 
2006 that suitable circular instructions had been given to the deputy 
commissioners in .July 2006. 

A ck11oll'!edoe111 e11t ,., 

2.2.15 The n.~ \ · iew was discussed ,,·ith the Government/department in the 
/\udit Review Committee meeting held in .July 200(>. The vie\\'s or 
C10\·ernmrnt1department ha\'e been inco1vorated in the respectin:: paragraphs. 

Co11d11sio11 

2.2.16 The revie\\' re\ ea led that Government has not pt:riodically addressed 
the issue or pemkncy or appeals in appellate fora and consequential blocking 
up or Government re\·enue. The delay in linali sa tion of remanded cases was 
also not looked into and norms and time limit fixed . The internal control 
system for pur ·uing pending appeals and for early finalisation of remanded 
cases \\'as inadequate. 

2.3 Incorrect grant of exemption from levy of tax 

2.3 . .1 Under Section 3(2) of the TNGST /\ct. in case or goods mentioned in 
the lirst schedule, tax under this Act sha ll be payab le by a dealer, at the rate 
and only at the point specified therein on the turnover in each year relating to 
such goods, whatever bt: the quantum of turnover in that year. It has been 
judicially held.+ by the Supreme Court that ·dealers who supply wood for 
manufacture of pulp arc not eligible for exemption, though goods sold may be 
described as firewood . By notilication . issued in April 1998. exemption has 
been granted on sale or raw materials, packing materials and consumables to 
100 per ce11t export oriented units (EOU) regi tered in the State. 

Test check of records in. six5 assessri1ent circles revea led that exemption was 
" incorrectly granted bdween June 2001 and January 2005 to seven dea lers on a 

turnover of Rs.3 .80 crore <..luring the years 1996-97, 1999-2000 and 200 I ~02 to 
2003-0-L The tax exemption allo\\'ed incorrectly in these cases amounted to 
Rs .34.85 lakh. 

J\ few illustrative cases arc mentionctl below: 

·1,·I. :\ . Subra111a111ya111 Vs. State of Tamil adu - 130 STC' P.41 !SCl 
:\\'I 11ash1 Ruad ( C'o1111batorc ). :\ungambakkam. Palan1-I. lbmnagar. Ti run ch cl 1 
(Ju11ct1u11) and T1ru,·a111111)ur . • 



• 

.411di1 Repori (Re1·e11ue Reretprs) for rite rear e11ded 31 Marclt }IJ()6 

upccs m a , 1 (R . I kl ) 
SJ. Assessment Year of Commodity Tax- Tax 
No. circle transactions/ able lcviable 

(No. of dealers) ( 'lonth/Year turn-
of assessment) over 

1 2 3 4 5 6 
I Nungambakkam 200 1-02 to Industrial SC~\ ing 144.52 17 .5-l 

Tiruvanrn i yLir 2003-04 ""'h'"" ""' ''"'"· I I I I 
(Three) (between June machmcn and ! I 

I 
I 2004 and I electrical panel boards. I I 
i I 

Januar) 2005) I I I 

A ftcr this was pointed out. the department revised the assessments in July/December 2005 
and raised addi ti ona l demand of Rs.17.5-l lakh: out of which an amount of Rs.3.18 lakh has 
been collected. A ppca l fi led agai nst revision of assessment is stated to be pending in one 
case. Repon on recovery of the ba lance nrnount 1s nwn1tcd (November 2006) . I 

2 Tiruncl ve l i I 1999-2000 Sale of firewood to a 82.80 

I 
6.62 i 

(Junction) I (June 2001) paper mill. I 

(One) I I 

After this wa pointed out. dcpanmcnt renscd the assessment 1n September 2005 and r;i1 scd l 
an additional demand of Rs.6.62 lakh: the collection particulars of which arc :.t\\ ancd I 
(November 2006). I 

I 

3 Ramnagar I 2002-03 Agro shading mesh" 53.41 6./ 1 
(Coimbatore) 2003-0-l (a commodity class1- I 

(One) I (August/ fiablc as artic le of I 

I 

December 2004) plastic under the I 
Central Excise Tari ff I 
Act) 

After this was po inted out, the depanment revised the assessments in December 2005 and 
raised an additional demand of Rs.6. 71 lakh: of which a sum of Rs.2.24 lakh was collected 
by way of adj ustment. Particu lars of recovery of the balance amount arc <w aitcd 
(November 2006). 

After th is was pointed out, the department revised the assessment in six cases 
and raised additional demand of Rs.33.54 lakh; out of which an amount of 
Rs.5.42 lakh was collected. Report on recovery of the balance amount and 
final reply in respect of other case is awa ited ( ovember 2006). 

The matter was reported to Government between ovember 2005 and 
May 2006. Government accepted the audi t observations in six cases. Reply 
of Government in respect of remaining case is awai ted ( ovember 2006). 

2.3.2 According to Section 8(2-A) of the Centra l Sales Tax Act, 1956 
(CST Act), inter State sale of goods is exempted from levy of tax, if the same 
is generally exempted under the loca l Ac t. If the goods under the local Act are 
exempted only in specified c ircumsta nces or under spec ified conditions, inter 
State sale of such goods is not e ligible fo r exemption. As per entry 6(viii ) of 
the second schedul e to the TNGST Act, copra coconut is taxable at the rate of 
four per cent at the point of last purchase in the State by a dealer for crushing 
o il. Under entry 17 of Part B of the thi rd schedule to the Act, coconut, copra 
other than those fa ll ing under the second sc hedule are exempted . 

Agro shad ing mesh is made of I 00% high density polyethylene and 1s used for 
providi ng shade from harsh rays of sunlight. It controls temperature. reduces 
evaporation and keeps out birds and insects. 
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ln Omalur assessment circle, while finalising the asses ·ment of nine dealer 
for the year 2003-04 in Februaiy/March 2005, turnover of Rs .2.05 crore 
representing inter State sale of coconut, conditionally exempted under the 
local /\ct was erroneously exempted from levy of tax under CST /\ct. 
Incorrect allowance of exemption resulted in non levy of tax or Rs. 16.37 lakh. 

After this was pointed out in June 2005, the assessing authority(AA) replied 
that the exemption allowed on inter State sale wa. in order as watery coconut 
is generally exempted from tax under the local Act. The reply is not tenable as 
.watery coconut is coconut and coconut is only conditionally exempted under 
the local Act. 

The matter was reported to Government in ovember 2005; reply is awaited 
(November 2006). 

2.4 Application of incorrect rate of tax 

2.4.1 Under the provisions of the TNGST Act, tax is leviable on the sale or 
purchase of goods, as the case may be, at the rates and at the points mentioned 
in the relevant schedu les to the Act. 

l n 15 7 assessment circles, whi le finalising the assessments between January 
2000 and March 2005, tax was levied short due to application of incorrect 
rates of tax on a turnover of Rs.20.21 crore involving 19 dealers during the 
years 1995-96, 1997-98 and 2000-01 to 2003-04. The hort levy of tax 
worked out to Rs.1.35 crore. 

A few illustrative cases are mentioned below: 
upees 111 a (R . I kh) 

SI. Assessment Year of Commodity Tax- Rate of tax Amount 
No circle (No. transaction able (per cent) short 

of dealers) (Month/ turn levied 
Year of over 

assessment) 
Appli App-
cable lied 

I 2 3 4 5 6 7 8 
I T.Nagar 2003-04 Sweets and 454.99 16 2 66.88 

(South) ( Dcccm bcr savouries 
(One) 2004) sold under a 

brand name. 
Under the TNGST Act, sale of branded sweets and savouries is taxable at the rate of 
16 per cent. II was, however, taxed at two per cent. 

After this was pointed out in December 2005, the department replied that the goods were not 
covered by any registered trade mark and that the dealer was selling the goods in retail in 
small quantities and the packing materials were provided only to enable the customers to take 
the sweets in packed condition . The reply is not tenable as the goods were sold under brand 
name "Archana Sweets" and shOL1ld be taxed at the rate of 16 per cent. 

., 
2-14-6 

Annathanapatty, Chengalpattu. Fast Track Assessment Circlc-l l(Chcnnai ). Harur. 
Luz. Mandavcli. ungambakkam. Rattan Bazaar. Roya pcttah•I, Saibaba colony, 
Shevapet (North), Singarathoppu. Tiruppur (South). Tiruvanmi yur and T.Nagar 
(South) . 
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J 2 3 5 6 7 8 
1 2 I larur 1997-98 

I
i I (January 

1 
I 2000) 

Polyester 481.90 s 2 19.72 
yarn 

I I Annatha- 2000-0 I 
. • napauy . 
I I (T110) (!\member I ; ! I 
!l_j_ - -- -~03) _J __ - ---- _L ___ _j - j__ I ii 

!\ ftcr thi \\'as pointed out. the dcpanmcnt in the case pcna1ning to I larur. revised the . 
I assessment 111 Januar. 2004 and raised add1t1onal demand of Rs.1.33 lakh: the i.:olkct1on I 
! pa111culars of11hieh arc a11ai tcd (~01c111bcr 2006). I 

tOncJ j (October 1 Ho111c care I 
I 

3 Lui . Chcnna1 2003-04 , ·oO:VIEX ' 276.53 16 12 11.61 

I 2004 i I 1iqu1d 
1 

cleaner 
The dcpanmcnt revised the assessment 1n f\.'la y 2006 and ra ised an additional demand of 
Rs. I I 61 lakh: the collcclion particulars of11h1ch arc a11a1 tcd t"lo1c111bl.'.r 20061. 

. 4 I '-unga111-

h-f.x1ki..a111 
(011..:l 

: 5 Ranan I3a1aar 
I ! tOlll:I 

2002-03 8ody 
(March I shampoo 
2005 t kns 

2002-03 Prnncd 
' tApnl 2004) I 111atcnals 

. _L__ 

259.5.3 

1 130.01 

I 

20 

10 ' -' 

I U lJO 

The dcpart111cnt rc11scu the assessment in November 2005 and raised an aduitwnal demand 
of Rs .9.56 lakh : the collection particulars of11 hich arc awaited (1 Ol'cmbcr 2006). 

/\ fter thi s \\'as po inted out the department revised the assessment in 10 cases 
between January 2004 and May 2006 and raised an additional demand of' 
Rs.43.09 lakh; out of which an amount of Rs.5.90 lakh has been collected. 
The department did not accept audit observations in . ix cases and suitable 
rejoinders were given to the department. Fi nal reply or the department in 
respect or these cases is awaited ( ovember 2006 ). 

The matter was reported to Government between Nt)\'ember 2005 and April 
2006 . Government accepted audit obse rva tions in nine cases; repl y in n:spec t 
of other cases is awaited (November 2006). 

2.4.2 Under the CST Ac t, inter Sta te sa le of goods to registered dealers and 
Government departments is assessable to tax al the rate or rour per ci:111 on 
production o r prescribed declarations. If inter Statc sale or good. is nut 
covered by va lid declarations in form 'C' or cert ifi cate in form ')) ' , tax i · 
lcviable at the rate of I 0 per ce111 or at the rate applicable to sale o r such goods 
ins ide the State. whichever is hi gher. 

In threex assessment c ircl es, it was noticed that inter State sa le of bearings, 
gear boxes, coir machinery and vegetable oils rnlued at Rs.2.78 crore made by 
four dea lers between 1998-99 and 2002-03 were not supported by prescribed 
dec larations/certifica tes. I fowe\'er w hile final ising the assessments bel\\'ccn 
October 2002 and March 2005. AAs incorTectly app lied concessiona l rate or 
tax instead or the rate spec ified. Thus, application o r incorrect rate or tax 
res ulted in shon levy of tax or Rs .11.06 lakh . 

Fast Track Asscss111c11t Ci rcl e-I. Coimbatore. Ganapathy and \lclachcry. 
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A fter thi s was pointed, department revised the assessment in th ree cases and 
rai sed an additional demand o f Rs.5.99 Jakh : out of which an amount or 
Rs.3.89 lakh has been co llec ted . Repo11 on recovery o f ba lance amount and 
reply in respect o f the other case is awai ted (November 2006 ). 

The matter was repo11ed to Government between ovember 2005 and Ja nuary 
2006. Government accepted the audit observation in two cases: reply in 
respec t of' other cases is awa ited ( ovember 2006). 

2.5 Erroneous treatment of contract of sale as works contract 

'Sa le ' means eve ry transfer o f' property in goods by one person to another in 
the course o r trade or business, for cash, defe rred payment or for any \'a lu ab le 
considera tion. 'Works cont rac t ' inc ludes any agreement for carrying out for 
cash, de le 1Ted payment or fo r any va luab le considera ti on, build ing, 
construction. manu fac ture, processi ng, fabrica tion, erec ti on, insta llation. 
fitting out. improvement. modification, repair or commissioning, o r any 
movable or immovable property. Supreme Court he ld

11 
that in a contract of 

sa le the main object is the tra nsfer of property and delivery of possession of 
the property, whereas the main objec t in a contract fo r work is no t transfer of 
property but it is one fo r work and labour. 

During the course of audit, it was noticed between November 2004 and 
ovember 2005 that AAs while fina lisi ng between December 2003 and 

January 2005 a. sessment of fi ve dea lers fo r the years 200 1-02. 2002-03 and 
2003-04, incorrectl y trea ted cont racts of sa le as contracts for work . rhis 
resulted in short levy o f tax and surcharge o f Rs.2 1 lakh as deta iled be lO\\' : 

upces 111 a · 1) (R . I kl 
SI. Assessment Year of Nature of Taxable Rate of Tax Amount 
No. rircle transaction transction turnover (per cent) short 

(No. of (Month/ levied 

- dealers) Year of 
assessment) . 

App Ii- App-
cable lied 

I 2 3 4 5 6 7 8 
I Thiru,·an-

I 
2002-03 Contract for 85 .96 12 4 7.22 

m1yur (J uly 2004) sale and 
(One) 

I 
instullation I 
of heat I 

exchangers ! 
After th is was po inted out in July 2005. the assessing authori ty rep lied that trans<1ction was one 
of works cont met involvi ng erection and install ation of heat exchangers and hence the 
assessment made at fo ur per ce111 w<1s in order. The repl y was not tenable as the contract 
involved s<1 lc and install ation of heat exchangers and as such it should have been taxed as 
contract for sale ;md not as contract for work. This was clear from scrutiny of invoices \\'hich 
indicated manufact ure and sale of heat exchangers. 

Hindustan Shipyard Ltd . Vs . State of A. P.- 119 STC P.533 (SC). 
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2 
2 

Harbour 11 
Nandanam 
(Two) 

3 4 5 6 7 8 
2002-03 Contracts 4.8-1 16 4 10.60 

(December for supply 
2003) and 

2003-04 1nstalla11on l I 1 

~--2_0_05~)__ generators . __ _ -~ ~ 
(January J of i I I 

After this \\a · pointed out 1n 1ovcmbcr 2004/No,cmbcr 2005. the department 111 one case I 
contended that the contract ''as for supply. installation. erection and co1111111ss1011111g or I 

1 generator:; and. therefore. the assessment made by treating it as '' ork contract ''as 111 order. I 
· The reply was not tenable as maJOr portion of con tract 1n,·ohcd sale of generator and 

I 1nstallation \\'as only 1nc1dental. As such it shou ld h~l\ e been treated ;is sa le contrJct and ta:-.ed I 
accordimdy. The dcpanmcnt 111 the other case revised the assessment and raised an add1t1onal I 

1 demand ~f Rs 8. 72 lakh: the col lecti on paniculars of'' h1ch arc awaited (November 2006 ). ! 
' 3 Nungam- 2001-02 Contract for 20 59 12 -I I 65 

bakkam 
(Two) 

(June 200-1) en:clion and 

2003-0-1 
(Dec em bcr 

2004) 

11nstallat1on 
of 
transm iss ion 
towers. 

Contract for 
uppl) of 

modern 
al uminium 
panitions. 

I .23 12 1.53 

After thi s ''as pointed out in Jul y 2005, the dcpanmcnt rc\·1scd the as cssmcnt 111 one c:.isc and 
rai sed additional demand of Rs 1.65 lakh: the collcct1011 particulars of '' h1ch arc a\\ a1tcd . 
Reply of the department in respect of the other case is a\\a1tcd (NO\·cmbcr 2006). 

Total 209.62 21.00 

The matter was reported to Government between January and April 2006. 
Go ernment accepted the audit observation in t\: o cases; reply in re pect or 
other cases is awaited ( ovember 2006). 

2.6 on/Short levy of additional sales tax 

Under Section 2( 1 )(aa) of the Tami l Nae.Ju dditional Sales Tax Ac t. 1970 
(TNAST Act), additional sa les tax is leviable at the rates prescribed from time 
to time, depending upon the taxable turnove r. Explanation I to the said sect ion 
envisages that "taxable turnover" in respect of a princ ipal se lling or buyi ng 
goods through agents shall be the aggregate taxable turno ver of all hi s agents 
relating to the sale or purchase of the goods of such princ ipal within the State. 

In Virudhunagar-1 assessment circle, while finalising assessments or five 
dealers for the year 2002-03 between April 2004 and December 2004, the 
turnover representing sa les effected through local consignment agents wa not 
considered for levy of additional sales tax at the hands or the principa l. Audit 
scrutiny revealed that while the principals were liable to pay additional sa les 
tax of Rs .2. 76 crore on the taxable turnover includ ing that of their agents. the 
agents had paid additional sales tax of Rs.1.30 crore only. This resulted in 
non/short levy of additional sales tax of Rs.1.46 crore . 
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After this was pointed out. the territorial Assistant Commissioner accepted the 
audit observation and stated that necessary revision of assessment would be 
considered after recheck of accounts. Further report is awaited from the 
department (November 2006). 

The matter wa reported to Government Ill April 2006; reply 1s awaited 
(November 2006). 

2. 7 Evasion of tax noticed through cross check of records 

Cross verification of details gathered from entral Excise Department and 
Southern Railways with the records maintained in Commercial Taxes 
Department revealed evasion of sales tax, inclusive or penalty, amounting to 
Rs.23 .76 crore due to suppression of sales turnover and misclassification of 
goods as detailed below: 

Central Excise Department 

Suppression of.wt/es turnover: 

2.7.1 As per the adjudication orders passed by entral Excise Department 
between November 2001 and May 2005, nine dealers suppressed sales valued 
at Rs.83.05 crore during the years 1998-99 to 2002-03. Cros verification of 
records maintained in nine commercial taxes assessment circles 10 with the 
above infom1ation revea led that the dealers did not disclo e the said ales 
turnover to Commercial Taxes Department. 

Out of these, seven dealers were registered dealer and had suppressed sales 
turnover of Rs.77. 77 crore in their books of accounts and thereby evaded 
payment of tax of Rs.22.30 crore. The remaining two dealers were 
unregistered dealers. They had effected sales of Rs.5.27 crore involving tax of 
R .53.02 lakh . They were not assessed to tax at all. The department did not 
detect suppression of sa les resulting in non realisation of tax and penalty of 
Rs.22.83 crore. 

This was brought to the notice of the department between May and December 
2005. The department in one case re ised the as essment in January 2006 and 
raised additional demand or tax and penalty of Rs.3 .58 lakh, the collection 
particulars of which arc awaited ( ovembcr 2006). Reply of the department 
in respect of other cases is awaited ( ovember 2006). 

10 
A\arampalayam. 13ig l3an1ar-Co1111batorc. Chokkikulam. I losur (South). Karur 
(East). P.N.P;.il ayam-Co1111batorc. R.S.Puram t West). Saligramam and Tiruchcngodc 
(Town) . 
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Misc/assijicatio11 of sales turnover 

2.7.2 Cross verification of records in three 11 assessment ci rcles of 
Commercial Taxes Department with adjudication orders passed during the 
period between April 2005 and June 2005. by Central Exc ise Department, 
revealed that three dealers sold cotton cone yam 12 va lued at Rs.1 4.33 crore 
during the years 1999-2000 to 2001-02 but dee Jared it as cotton hank yarn 13 in 
the ir sales tax returns and paid tax at lesser ra te . This mi sc lass ification was 
also not not iced by the commercia l tax authorities at the time of fina l 
assessment. Th is resulted in short levy or tax of Rs.28.66 lak h. 

This was poi nted out to the department in July/August 2005. Reply or the 
department is awai ted (November 2006) . 

Railways 

2.7.3 C ross verification of records in railways pet1a ining to supp ly of stone 
ballast with the assessment records in Com mercial Taxes Depai1ment re vea led 
that taxable turnover of Rs. 10.06 crore in respect of nine assessees, pertaini ng 
to nine assessment circles escaped assessment. The amount of tax and penalty 
invo lved in these cases worked out to Rs.63.69 lakh as detailed below: 

(R . I kl upces 111 a · 1) 

SI. Assessment Assess- Turnover Revenue Remarks 
No. Circle ment escaped involved 

( o.of dealers) Year assessment (inclusive of 
pcualty) 

1 2 3 4 5 6 
I I 

I Arakonam 2000-01 10.74 I 1.07 I I 
I In all these cases. the I 

(One) i dealers were I 

i 

registered under the: I 
1 2 

Mayiladuthurai-1 2002-03 22.46 2.36 T 'GST Act and 
(One) 2003-04 assessments \\'Crc I I 

I 3 I 
finalised between 

Tirumangalam 2002-03 8.98 0.95 March 2002 and 
(One) I Fcbruarv 2005 . The 

dealers , suppressed I 
4 Adyar-1 2002-03 260.37 10.63 sales turnover or I 

(One) 2003-04 Rs.6.73 crore, I 
I i involv111g tax and 

5 I Mandavcli 2001-02 248.63 i 9.95 I penal!: or Rs.30.0 I ' l I 

, (One) 2002-03 I lakh . 
I 

I I 

16 I Tambara m-1 l 

I I 

2002-03 122.25 I 5.05 
I I I (One) 2003-04 I 

II Dharapuram, Perundurai and Singanallur. 

12 Cotton yarn twisted and reeled on paper cone and used in power loom . 

l .l Cotton yarn wound on hand operated charka, used in hand loom . 
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- ·-
I I 2 3 4 5 6 

7 /\ ri si pa la yam I 2000-0 I 2-l9.65 2-l .97 The dealer "as I (One) 
I 
I 2001-02 I regi stered under the ! 

I i T:\GST Act. but did i I 

I ; not disclose the 

I I 
turno\·er 111 hi s I 

I 
1 

assc:ssment. and the i 

I 
assessment "as I 
f111al1sed .IS ·o· 1 

I I case14 
111 August . 

I 200:; . I 
s 

I 

ThanJa\ ur- 11 2002-03 19.6-l 2.06 The dealers \\ere I 
tOneJ 200.\-0-l 11:.tble for registr:.1t1on . 

but had not registered 
l) 

I 
Pudukottai-1 2002-0J 

I 

63 . 17 6.65 themseh·es under the I 
(One) 2003-0-l Act and no 

I asscssment 11 us made I I 

I 
by the department. , 

I 
Tot:il 1,005.89 63.69 

This \\'as brought to the notice of the department between May and October 
2005 ; reply is <nrnitcd (. 'ovember 2006) . 

The matter was reported to Government in March/ April 2006; reply is awaited 
(Nove mber 2006). 

2.8 Non levy of tax 

2.8. I Under the T GST J\ct. pesticides, chemicals and electrical goods arc 
taxable at the point or first sale in the State, \\'hile waste paper and plastic 
scrap arc taxable at the point or last purchase in the State . Section 3-H or the 
/\ct pro,·ides for levy of resale tax of one per ci.:111 on the turnover of resale or 
goods with effect from I July 2002. 

In four '~ assessment circles, ,,·hilc finalising the assessment of six dealers for 
the years 1996-97, 2001-02 and 2002-03 between October 2002 and March 
2005, turnover of Rs .2.93 crore representing first sale or pesticides and 
chemicals, last purchase or ,,·aste paper/plastic scrap and resale of e lect ri cal 
goods was omillcd to be assessed to lax. This resulted in non IC\')' or tax or 
Rs. I 0 .51 lakh . 

Alier this was pointed out, the department rc,·isecl the assessments in three 
cases between May 2005 and May 2006 and raised an additional demand of 
Rs.-1.79 lakh, out of ,,·hich an amount of Rs .2.96 lakh has been co llected . 
Report on rccoYery or the balance amount and reply in respect of other cases is 
awaited ( ovembcr 2006) . 

i4 ·o· case refc:rs to assessment s tin :.t liscd "ith ·1111 · taxable turno\·cr. 

I' Di11d1gul-l I I, Koyambedu, M:.tnal 1 and Sattur . 
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The matter was reported to Government between December 2005 and 
April 2006. Government accepted the audit observation in one case; reply in 
respect of other cases is awaited ( ovember 2006). 

2.8.2 T GST Act provides that a dealer who had purchased good at 
conces ional rate of tax against forn1 XVII fails to make use of the goods for 
the purpose for which the e were purchased shall pay the difference or tax 
payable on the turnover relating to sale of such goods at the rate prescribed 
and three per cent. The Act also provides for levy of penalty not exceeding 
one and halftimes of the tax payable on the turnover. 

In Trichy road assessment circle, while finalising the assessment or a dealer 
for the year 2003-04 in Janua1y 2005, tax with penalty amounting to Rs.6.40 
lakh was not levied by the assessing authority, though timber valued at 
Rs.34.87 lakh purchased against Form XVII declaration, was sold without 
being u ed in any manufacturing activity . 

After this was pointed out in September 2005, the department replied that the 
dealer had sold packing cases to I 00 per cent EOU and. hence levy of tax and 
penalty was not warranted. The reply was not tenable as scrutiny of sale 
invoices revealed that the goods purchased were sold in original forn1 Lo 
100 per cent EOU. Hence tax and penalty were leviable . 

This was brought to the notice of the Government in January 2006; their reply 
is awaited (November 2006). 

2.8.3 Section 3(4) of the TNGST Act provides that a dealer who after 
purchasing goods at concessional rate, does not sell the goods so 
manufactured, but despatches them to a place outside the State either by 
branch transfer or transfer to an agent or in any other manner, except as a 
direct result of inter State sale or purchase, shall be liable to pay tax at one per 
cent of the value of goods so purchased. 

In four 16 assessment circles, while finalising assessments of four dealers for 
the years 2000-01 to 2003-04 bet\veen March 2003 and March 2005 tax at 
one per cent on the value of goods purchased at concessional rate amounting 
to Rs. l 0. 77 crore was either not levied or short levied, though the dealers, 
apa11 from local sales, had sent the manufactured goods outside the State 
otherwise than by way of sale or had expo11ed the same. This resulted in 
non/short levy of tax of Rs. l 0.77 lakh. 

This was pointed out to the department between December 2004 and March 
2006; reply is awaited (November 2006). 

The matter was reported to Government bet\veen December 2005 and April 
2006. Government accepted the audit observation in three cases and stated 
that necessary revision of assessment had been made; reply in respect of 
remaining case is awaited (November 2006). 

16 Aruppukottai , Panruti (Rural), Sivakasi-11 1 and T.Nagar (South) . 

32 

/ . 



( 'lwpll'r 11 - Sain Tax 

or belated payment of tax 

Tax under sub section 2 of Section 13 of the TNGST Act shall become due 
without any notice of demand to the dealers on the date or receipt of the return 
or on the last due date as prescribed, whichever is later. According to the 
provisions of Section 24(3) of the T GST Act. in case of any amount 
remaining unpaid after the date specified for its payment, the dealer or person 
shall pay, in addition to the amount due. interest at two per crnt per month or 
such amount. for the entire period of default. According to Section 9(2) of the 
CST Act, the provisions relating to interest on belated payment or tax under 
T GST Act shall apply in respect of interest lcviable under the CST /\ct. 

In six 11 assessment circles, tax of Rs .94 lakh relating. to assessment years 
1994-95, I 995-%. 1997-98. 1998-99. 2000-0I,2001-02 and 2003-04 was paid 
belatedly by seven dealers between March 2003 and March 2005; the delay 
ranging from 19 days to 87 months . Interest amounting to Rs .36.84 lakh 
lc,·iable for such belated payment of tax was. however not le,·ied . 

After this was pointed out between December 2004 and January 2006. the 
department levied interest of Rs.2 .62 lakh in two cases in February/June 2005 
and collected the same in October 2005 . Reply of the department in respect or 
other cases is awaited (November 2006). 

The matter was reported to Government between November 2005 and 
February 2006. Government, in one case, accepted the audit observation in 
March 2006; reply in respect of other cases is awaited (November 2006) . 

According to Section 22( 1) of the TNGST Act, only registered dealers shall 
collec t any amount by way of tax, and such collection sha ll be in accordance 
with the provisions of the Act or the rules made thereunder. The Act provides 
for levy of penalty at prescribed rate for excess collection of tax . 

In thrce 18 assessment circles, three dealers effected unauthorised/excess 
collection of tax during the years 1999-2000, 200 l-02 and 2002-03 , for which 
penalty amounting to Rs.6.47 lakh, though leviable, was not levied while 
finalising the assessments between October 2003 and March 2004. 

After this was pointed out between July 2004 and March 2006, the depa11ment 
levied penalty of Rs.5.28 lakh in two cases in March/July 2005 and collected 
an amount of Rs.2.82 lakh . Report on recovery of the balance amount and 
reply in respect of the other case are awaited (November 2006 ). 

17 

IS 

Aruppukottai. Fast Track Assessment Circles 11 & 111. Chcnnai. Salem (Banar). 
T1 ruppur (Rural ) and T1ru vanm1 yur. 

Guindy. Koyambedu and Nungambakkam. 
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The matter was reported to Government between December 2005 and March 
2006. Government accepted audit observation in two cases; reply in respect of' 
remaining case is awaited (November 2006). 

2.11 

Under the CST Act a registered dealer buying goods from other States is 
entitled to a concess ional rate of tax of four per cent, pro,·idl!d he furnishes to 
the seller. a declaration in form 'C' . If the goods indicated in the dec laration 
are not covered by the cc11ificate of registration, the as e ·see renders himself 
li ab le to penalty not exceedi ng one and half' times of the tax due. 

In two 19 assessment circles, three dealers purchased goods such as load cell. 
cement, cement board and paint for Rs.50 .71 lakh during the years I 992-93, 
2001-02 and 2003-04 from other States by furnishing 'C' form declarations, 
though the commodities purchased were not covered by their certificate or 
registration. Penalty amounting to Rs.9.35 lakh leviable for misuse of' 
declarat ions in form 'C' was. however. not levied while finalising the 
assessments between December 2002 and December 2004. 

After this was pointed out between January 2004 and August 2005. the 
department levied penalty of Rs.9.35 lakh between April and December 2005; 
the collection particulars of whi ch are awaited (November 2006). 

The matter was reported to Government between January and March 2006. 
Government accepted the audit observations. 

19 Dindigul (Rural) and Valluvarkottam. 
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CHAPTER III 

STAM.P DUTY AND REGISTRATION FEES 

3.1 Results of audit 

Test check of records of depaiimental offices conducted during the period 
from April 2005 to March 2006 revealed under valuation. etc ., amounting to 
Rs. 275.89 crore in 444 cases, which broadly fall unde r the following 
categories. 

SJ.No. 

1 

2 

3 

4 

I Categories 
I 

! Under valuation 

' I Misclassification 

Others 

Review on Receipts from 
I duty and registration fees 

I 

stamp I 

I 

(R upccs 111 crorc 

No. of cases Amount 

34 9.57 

70 0 .90 

339 14.63 

250.79 

444 275.89 

During the course of the year 2005-06, the department accepted under 
assessment etc ., amounting to Rs. 1.16 crore in 189 cases, out of which, 
Rs .32.52 lakh involving 48 cases were pointed out during the year and the rest 
in earlier years. Of these, depa1iment recovered Rs.81 . 96 lakh . 

After issue of draft paragraphs, the department recovered Rs. I .26 crore by 
way of adjustment in a single case during the year 2005-06. 

A review on Receipts from stamp duty and registration fees and a few 
illustrative cases involving Rs.76 .66 crore are discussed below: 

J5 
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3.2 Review on the receipts from stamp duty and registration fees 

Higltlig!Lts 

Absence of provision for levy of stamp duty on power of attorney 
registered without consideration, resulted in foregoing of 
Government revenue of Rs.141.55 crore in 2,846 instruments. 

/Paragraph 3.2.6 / 

Unconditional exemption of stamp duty in case of transfer of 
property between holding and subsidiary companies resulted in 
foregoing of revenue of Rs.19.97 crore. 

I Paragraph 3.2. 7 I 

Short levy of stamp duty due to mis.classification of bonds of 
Rs.21.24 crore. 

I Paragraph 3.2. 9 I 

• Omission to collect stamp duty on the issue of bonds through 
dcmat system resulted in non realisation of revenue of Rs.39.10 
crore. 

/ Paragraph 3. 2. 10 / 

• Failure to prescribe the rate of stamp duty on value basis in 
respect of shares issued through demat system by companies 
resulted in non levy/collection of stamp duty of Rs.5.63 crore. 

I Paragraph 3. 2.11 j 

Absence of provision in the Indian Stamp Act for registration of 
apartments resulted in non realisation of revenue of Rs.11.84 
crore. 

/Paragraph 3.2.12 I 

Recomm e11datio11s 

Governme nt may consider 

• providing conditions for exemption of stamp duty granted to trans fe r of 
immovable properties between a parent company and its full y O\ ned 
subsidiary. 
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• introducing a comprehensive legislation to provide for levy of stamp 
duty for the existing building structures in addition to undi\·ideJ share 
or land. 

• introducing a complementary pro\·1s1on to Section 8A of the Indian 
Stamp Act specifyi ng the rate or duty to be paid on the \';due ol" 
securities issued in demat fom1. 

• evoh ing mechanism l(x co-ordination among Registration 
Department, SEB I20

, Registrar of Companies and Rese1Ye Bank or 
India in respect of issue or securities to avoid leakage or revenue~ and 

• fixing rate for registration or deed of apartments. 

/n trod11 ctio11 

3.2.I The Indian Stamp Act, 1 99. (IS Act) as amended by Go\'ernmcnt or 
Tamil adu from time to time pro\·ides for levy 01· stamp duty on various 
instruments . The rates of stamp duty \\·hich are prescribed in Schedule I to IS 
J\ct arc adopted by Government or Tamil Nadu \\·ith suitable amendments . 
Besides, registration fee is levied in accordance with Registration J\ct, 1908 . 

Orga11isatio11 a/ set up 

3.2.2 The Inspector General or Registration (IGRJ is the head or the 
department. I le is assisted by nine Deputy Inspectors General of Registration 
at z.onal level. There are 50 registration districts and 558 sub districts 
supervised by Assistant Inspectors General or Registration/District Registrars 
and District Registrars/Sub Registrars respectively. In addition. there arc t\\"O 
District Rc\·cnue Officers (Stamp ) and nine Special Deputy Collectors 
(Stamps) for determination of market value or properties in certain classes or 
documents under Section 47 A of IS Act. The monitoring and contro l at 
Government level is done by Secretary, Commercial Taxes and Registration 
Department. 

Scope of audit 

3.2.3 Records for the period from 2000-0 I to 2004-05 or the IGR and 
175 out of 558 registering oflices \\·ere test checked between August 2005 and 
May 2006. The units were selected on the basis or re\enue realisation and in 
case or bonds/securities. the required information was co llected from selected 
companies/bodies that issued the bonds/securities. 

Securities and Exchange 13ourd of lndiu . 
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Audit objectives 

3.2.4 The review was conducted with a view to 

• examine the efficiency and effectiveness of the system and procedures 
relating to collection of stamp duty and registration fee; 

• exam ine whether there are any lacunae in the Act/absence of specific 
provisions in the Act, with revenue implications to Govern ment. 

Trend of revenue 

3.2.5 The budget estimates and actuals of stamp duty and registration lees 
for the years 2000-0 I to 2004-05 are given below: 

(R upees m crore ) 
Year Budget Actuals Variations Percentage of 

estimates excess(+) or variation 
short fall(-) 

2000-01 947.40 910.20 (-) 37.20 (-) 4 
2001 -02 990 .39 1, 137.89 147.50 15 
2002-03 1,285.30 1,079.12 (-) 206.18 (-) 16 
2003-04 1,278.61 1,316.40 37.79 3 
2004-05 1,350.23 1,604.3 6 254.13 19 

As per the budget manual, whenever the budget is prepared, the aim is to 
achieve as close an approximation to the actuals as possible . It is essential that 
not merely should all items of revenue that can be foreseen be provided but 
only so much as is expected to be rea li sed, including past arrears should be 
provided in the budget. 

However, from the above table it is seen that there was a huge variation 
between budget figures and actua ls during 200 1-02, 2002-03 , 2004-05 
indicating therein that budget estimates were not realistic. The department 
stated that shortfall of actuals during the year 2002-03 was due to morn 
payment of stamp duty to local bodies by Government. 

Loss of revenue due to lacuna in the Act 

3.2.6 As per the IS Act, rate of stamp duty for a deed of " power of attorney" 
when given for a consideration was the same as that applicable to -conveyance 
deed. However, the Act is silent about "power of attomex" when given 
without consideration. 
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Test check of 2.846 instruments revealed that the executants had g.1ven 
absolute right to their agents for demolition, promotion. construction. sale, 
etc .. or the properties. All these prope1ties were registered in 28 21 sub 
registries without any consideration charging a stamp duty of Rs. I 00 for each 
document. It means a transfer of property in the guise of power of attorney 
which should otherwise be treated as conveyance. Due to absence of provision 
of charging stamp duty on these documents, revenue of Rs.141.55 crore was 
foregone . 

After this was pointed out to the department, the IGR stated in Februa1y 2006 
that proposal to revise the stamp duty rates for general power of attorney was 
under consideration of the department. Government stated in July 2006 that 
amendment for levying higher rate of duty would be considered. 

U11co11ditio11a/ exemption of stamp duty ill case of transfer of property 
between holding and subsidiary companies 

3.2. 7 As per Section 2(6) of the IS Act. chargeability of stamp duty arises on 
the date of execution. Section 9 of the Act empmvers Government to reduce 
or compound or remit the stamp duty. Accordingly, Government issued an 
order (April 1964) wherein it was stated that instruments evidencing transfer 
of properties between parent company and its wholly owned subsidiary 
company (holding 90 per cent or more of the shares) are exempted from stamp 
duty . Availing the said concession, 43 transfers were effected during the 
period from April 2000 to March 2005 without payment of any stamp duty. 

Mention was made in the Audit Report 1988-89 for withdrawal of the above 
mentioned concession granted to the companies. Government. while 
discussing the report stated before PAC~~ that the concession granted was not 
justified and !GR would be directed to send a fresh proposal regarding the 
same. 

Proposals for withdrawal of the exemption were sent to Government by the 
!GR in August 2001, but orders have not been issued so far. 

An examination of four cases in the light of the Government Order (GO) 
granting concession revealed a loss of stamp duty of Rs.19. 97 crore as detailed 
below: 

21 Adyar, Ambattur. Anna Nagar. Avadi. Chcngalpattu. Ganapathy, Guduvanchcry. 
Kundr.ithur. Mylapore. Neclangarni. Padappai. Pallavaram. Pammal. Pcclamcdu. 
Periamct. Poonamallcc. Purasawakkam. Rajavecdhi. Royapuram. Saidapct. 
Scmbium. Tambaram. Thiruporur. Thousand Lights. T.Nagar. Vada,·alh. Vclachcry 
and Virugambakkam . 

94111 Report/XI Assembly presented on 22 April 1998. 
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3.2. 7.1 In uh Registry. Adyar it \\'a s noticed that a compan~ ··x··. 
transferred it property valued at Rs. l 3.75 crore to three subsidiaries 111 

February 1999. Subsequ<.:ntly another company --y•· acquired th..: shan::-. ur 
th<.:se tine<.: subsidiaries from company "X". In Dccemb..:r 2002 tht. tlm.::c 
·ubsidiaries transferred the said property va lued at Rs. l 3.75 crore to the 
company "Y" \\'ithout any liability to pay stamp duty. fhus. the transfer uf 
property through subsidiaries depri\'ed Government of stamp duty of' Rs.3. -1 
crorc 

3.2. 7.2 In Sub Registry. Virugambakkam. it vva s noticed tha t capital of° 
;.i compan ",!\"was increased from Rs.5 lakh to Rs .50 lakh and the incrcasi.!d 
capital or Rs.45 lakh \\as ac uired by another company "13" \\'hich became the 
parent company . \\ ithin 18 days o r such transfer or shares. the ->ubstdiary 
compan: ·· .. ~old property alued al R:-, .97 crorc by JUst paying R:-. .20 as 
stamp duty which was objected to by the registering orliccr and the di stri ct 
rt:gistrar but was allo\ eJ later on by ( lm:f Controlling Revenue uthority 
(CCR/\ l stating that the GO issued in April 1964 did not specify any condition 
other than fulfilling the condition of 90 per cent holding. Thus lacuna in the 
GO resulted in loss of stamp duty of Rs.12.61 crore. 

3.2. 7.3 It was noticed in Joint I Sub Registry, Ooty, that a property 
worth Rs.1.12 crore wa . transferred from a company "P"to another company 
"'Q" on 27 January 1995. The document was registered on 3 Jul y 200 I 
allo\\'ing exemption from payment or stamp duty treating it as transac tion 
bct\\·een parent and subsidiary company. /\ sc rutiny or the records. howeYer, 
revealed lhat the instrument was cxecu t~d on 27 January 1995 itself and the 
transferee company became the subsidiary or the parent compnny only on 30 
January 1995. As such. the cxcrnption all owed was not in order and resulted 
in non levy of st:imp duty amounting to Rs.13.4-+ lakh. 

3.2.7..J In Sub Registry, lJthukuli. it \\'as noticed that a eomp:111y 'A' 
allolll'd 1.55 crore shares to another company 'B' on 30 .lune 2000 . Through a 
s:ile deed executed on the same day. the propeny was transferred from ' B' to 
· . .\ · with a specific clause for consideration. the shares to be allotted 
subsequently. Thus. it was evident. that al the time or ex..:cution, the tr:111sft ror 
comp::111y was not holding 90 per cent shares of ·he tran force company as 
allorm..:nt of shares rook place only after the execution of instrument. This 
res11lled in incorrect exemption of stamp duty of Rs.3 .71 crore. 

After this wns pointed Olli, Gnvemmenl stated that lhl.! \vithdrawa l of the said 
exempt ion was under consideration. 
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li10rtlinate delay i11 a111e1uli11g tlte law to prevent leakage ofrel'e1111e 

3.2.8 J\s per Article 5(i) inserted by Tamil Nadu Act 38 of 1987, in respect 
of an agreement relating to construction of a house or building including the 
multi unit house or building by the vendor on land sold by such vendor and 
containing stipulation that such land together \\'ith such housc/building 'multi 
unit house or building so constructed shall be held either individually or 
jointly by the vendec or such land. stamp duty is lcviablc on the cost or the 
proposed con::.truction. The article attracts only those agreements entered into 
by the 'endor of the land and the vendee but docs not include agreements 
bct\\"ccn builder and the ultimate buyer. 

The department in 1988 issued a circular instructing all DIGs to physically 
vcri fy whether there \\'US any suppression on registration of building portion or 
the property alongwith the undi\'idcd share of land and such cases should be 
registered only on collection or deficit amount of stamp duty invol\'ed. The 
Honourable High Court of Madras (I 990i3 whi le holding the circular as 
untenable. had also opined that the provisions of J\rticlc 5(i) are valid, though 
badly dralied. The court had also observed that the amendments effected ''-ere 
far short of the loopholes which required to be plugged and a more rigorous 
and comprehensive legis lation than enaLlcd in Delhi and Maharashtra was 
required to be enacted expeditiously without any povv·er of exemption in 
Go\'crnmcnt to relax any of these provisions under any circumstance. In 2000, 
the Supreme Court confirmed the verdict or the High Court, but no 
amendment was brought out (till date) to aJTest leakage or revenue. 

Cross verification of records of two24 corporations and Chennai Metropolitan 
Water Supply and Sewerage Board with sale deeds registered in four 
registering offices in Chennai and Madurai revealed that in respect of 
455 Oats, sale deeds were executed only for the undivided share of land . The 
buildings constructed on the land were not included though they were in 
existence at the time of execution of the deeds. This resulted in foregoing or 
revenue of Rs.2.02 crore as detailed below: 

SI. 
No. 

I 

2 

3 

4 

2-14-8 

(Rupees in crore) 

Name of the No.of Value of the Amount 
registering office documents building portion involved 

Yirugambakkam 139 4.96 

Annanagar 174 7.19 

Kodambakkam 113 3.39 

Arasaradi 29 0.79 

Total 455 16.33 

Messers Park View Emerprises Vs. State or Tamil Nadu. 
Chennai and Madurar. 

41 

0.52 

0.95 

0.44 

0.1 I 

2.02 



. I 11cli1 lfrpon I l<ne1111e lfrce1jns; for 1'1c .rear l!llded 31 .\larch }()06 

s bui lding was constructed through an <.1grecmcnt bet\\·een builder and the 
bu;er, stamp duty cou ld not be le\'icd as no provision existed in IS ,\ct. This 
resulted in foregoing of re\'cnue of Rs.2.02 crore. 

Arter this \\'as pointed out in O\"L'mbcr 2005.'May 2006. Ciov1.:rnmcnt stated in 
December 2005 .July 2006 that pniposal to amend IS Act to pro\ idc fi>r le'~ or 
stamp duty for the building portion '' otild he considered. 

Short /e1:r of"stamp duty due to 111 isdassUicatio11 ofbolllls 

3.:!. 9 Bond comes under the meaning or securities as per Sect ion 
2( 16-A) or IS Act, read with Section 2(h) of the ' ccuritic~ Control 
(Regulation) Act. 1956. It is capable or being sold in any stock market in India 
whereas promissory note is not marketable in the stock market. 1\ccording to 
Section 2( 12) or Companies Act, 1956, "debenture'' includ1.:s blmds. Bernd 
specifics a particular period or date as the date or rcpa) n1c11t. It also prO\ ides 
for the payment ora specified principal and interest at the specified date . 

During the ourse or audit, it \\'as noticed that five companies paid stamp duty 
on bonds at the rate applicable to the promissory notes. The bonds \\'ere 
issued under the name ·bonds in the nature or promis. ory no te'. But rccitab 
of these documents revealed that they could not be redeemed during their 
tenure and wen~ capab le or being so ld in stock market. The refore. they had 
the esse nt ial features of bonds and stamp duty shou ld ha,·c been levied 
accordingly. Incorrect classification or instrument resulted in short levy or 
stamp duty amounting to Rs.21.2..f crore in respect or 1-l issues as detaikd 
he!O\\ : 

SI. 
No. 

i I 

·-
-l 

I 
I 5 
I 

N amc of the 
issuer 

lndran O\cr~cas I 

13anJ.... Chcnnai-2 . 
Laksh1111 \ " rl~s---i 
nank Ltd. l 
Can 1ra 13an k . 

I 
!'Vladras Fcniliscrs I 
Ltd., Chcnnai-6S I 
l3haral 0\'Crscas I 

I 
8ank Ltd .. I 

I 
Chcnnai-:2 I 

Totul I ' 

Number 
of issues 

8 I 

- I 
I I 

I 

I 

14 

\'aluc of Stamp 
bond duty due 
issued 

1.129.22 27 10 i 

- - 1--. 
7U.UO 

.,, oo I u (J\) I --. 
l . .3CJ ! 0.03 

40.00 0.96 

1,265.52 30.37 
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Stamp Short 
duty levy of 
paid stamp 

dut_:. 

8.5-l I 18 5(> I 

I -l:' 

·- - --
0 .0 I I o o~ ! 

' ' 
O. IU O.S6 I 

I 
I 
! 
I 

9.13 2i.2.t I 



Chapter Ill - Stamp /)uty and Registration Fec.1 

/\ fter this was pointed out, the Government stated in August 2006 that to treat 
an instrument as a Bond there must be an obligation on the part of the 
borrower to pay money to another on condition that the obligation sha ll be 
\·oid if a specified act is performed or is not performed and such an instrument 
should be attested by a witness and there should not be any words like, 
payable to order or bearer. In the instant cases of Bonds issued in the nature 
of promissory notes. there is no obligation on the pa11 of the issuer to pay the 
amount. Further. the instruments in question are not attested and also 
transferable by endorsement and delivery. Hence. the instruments in question 
are chargeable to duty as applicable to a promissory note on ly . This is not 
tenable since, besides the points mentioned above, bonds arc not encashable 
during the tenure period available on the bonds issued and no put/call options 
is provided . further C\"enthough the issue comprises the properties of both 
'bond' and 'Promissory ote' stamp duty should have been k\·ied at higher 
rate as provided for under Section 6 of IS Act. 

Omission to collect stamp duty 011 tlte issue of bonds tit rough demat system 
(depositorie.\) 

3.2.10 According to the prov1s1ons of Section 8A(a) of the IS Act, an 
issuer by issue of securities which include, bonds to one or more depositories 
in respect or such issue, be chargeable with duty on the total amount of 
security issued by it and such securities need not be stamped at the rate 
specified under Article 15 of the Act ibid. 

Details regarding issue of bonds through demat obtained from two 
depositories and two registrars (share transfer agents) revealed that 11 issue 
of bonds were made during the period from 2000-0 I to 2004-05 for which 
stamp duty was not levied. This resulted in non realisation of stamp duty or 
Rs.39.10 crore. 

Arter this was pointed out, department in their reply in May 2006 stated that 
the companies/corporation/banks mentioned have not applied, seeking 
permission to pay consolidated stamp duty. The above facts reveal that 
department should evolve a mechanism for co-ordination among Registration 
Department, SEBI, Registrar of Companies and RBI in respect of issue or 
sec urities to avoid leakage of revenue. 

Failure to prescribe the rate of stamp duty 011 value basis i11 re.\pect of 
shares issued through depositories 

3.2.11 The Act envisages that an issuer by issue of securi ties which 
include share to one or more depositories in respect of such issue, be 
chargeable with duty on the total amount of security issued by it and such 
sec urities need not be stamped. No rate has been provided in the Act for levy 
of duty on value of shares issued through demat. 
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. . 
Informati on rega rding issue of shares by listed public companies in the Stak 
of Tam il Nadu during the period from 2000-01 to 2 04-05 was co llected from 
the respective registrars/depositories of the listed companies as shown below: 

(R upccs 111 crorc 
SI. Naml.' of the No. of Total Valul.' of Valul.' of Stam1> duty at I 
No Rl.'gistru/ listed value of shares shares one per c:e111 

depositodes public shares h sued in i~sued in on the rnluc 
('0111Jl:lllics issued phys ical electronic of sJ1:1rcs 

involyecJ form 11101.fo issued 
•u ·· 

En terprises ( India) 
10 80.3-l IJ .7(1 (1(1.5<) I 0 .(l ~ 

L111111cd. I Ch.:11nJ1 (illO 017 . I ~ - -! 
2 \1 s. Ca lllco Corpora te 

r---- -

Sen ices Limited . 7 -l 81J.J2 2-l I .S <J 2-173 1.-1 '7 
Chc1111;1i (i()(J 002 . 

3 I t\a11011al Sccunllc> 
i Dcpos11orics Li111itcd ' 
i 

Cclllral Dcposi1or ics 
23 718.0 1 -1(>9.-ll 2-18.(>i 2.-1 11 

Services (Indi a) L111litcd 

Total 40 1,287.67 725.06 562.58 5.63 

It was noti ced that none or the compa nies had paid any stamp duty on the 
ground that there was no arti cle provided in the Act to lc,·y stamp duty. En.:n 
if a minimum rate o r one per cent based on issue or securiti es by loca l bodies 
under Sec ti on 8 was co llected, Government wou ld have earned a revenue or 
Rs.5.63 crore in respect or 40 companies. 

After thi s was pointed out, Government replied in July 2006 that suitab le 
amendments would be made to prescribe the rate fo r such issues at 
one per cent. 

Absence ofprovisions in the IS Act for registration of apartments 

3.2.12 The Tamil Nadu Apartment Ownership Act, 1994, which came 
into !Orce with effect from 7 Apri l 1997 stip ulates that a deed of apartment 
together with the fl oor plan or the building sha ll be registered compulsori ly. 
Though the above provision were promulgated in 1997, no ra te for levy or 
tamp duty and registration fees has been provided in the IS Ac t. The I R 

recommended to Government in June 1997 !Or introducing a new Article 66 
under Schedule I of the Stamp Act, fixing stamp duty at the rate of Rs.500 and 
fee of Rs.SO -per apartment. 

It was noticed in Chennai Corporation and five 25 municipa lities adj oining 
Chennai, that 2.15 lakh apartments were not registered as on 31 March 2005. 
Consequently stamp duty and registration fees were not paid by the O\\'ncrs. 
Gove rnment has foregone a revenue of Rs. I 1.84 crore towards stamp duty and 
registra tion fees. 

AJandur. Erode. Palla\ aram. l'ambaram and Th1 ru votri yu r. 
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ChaptC!r Ill Stamp /)111.r a11d RC!gixtratic111 Fce.1 

Alier this was pointed out. (iovernment in July 2006 accepted tht: audit 
nbsen·ation and stakd that since the Act was passed by the Housing 
Department, they would be consulted to arrive at a decision. 

loss of'reve1111e due to incorrect exemption 

3.2.13 According to notification dated 29 June, 1966 issued under 
Co-operative Societies Act. remission or stamp duty chargeable under the 
IS Act was admissible in respect or instruments executed by a member of a 
regiskred co-operatin: society pro\'ided that the executant was a member or 
such society continuously for a period of not less than two years. 

Scrutiny or instruments registered in nine~<> ortices in Chennai zone n:,·ealcc.l 
that in -l I 0 cases, members of societies sole.I their lands to the societies. These 
instruments were exempted for payment or Stamp duty incorrectly C\'Cnthough 
the executants \\·ere nnt members or the society for a continuous period or not 
less than t\\'O years. Incorrect grant of exemption resulted in a loss or revenue 
of Rs.4.05 crore. 

/\rter this ,,·as pointed out. the registering. oflicer replied in December 2003 
that as clarilied by ICIR in May I <)<)5 two years continuous membership 
condition was applicable only to house construction co-operative societies and 
hence the remission was in order. The clarification is. ucd by IGR was 
incorrect as the second proviso of the notilication clearly indicates that 
exemption is admissible only to those members who arc in continuous 
membership or two years or more. 

/ 11(.:orrect rem issio11 granted 011 registration fees 1111der w111uu//um scheme 

3.1.1./ GO\·ernment of Tamil adu issued orders27 for implementation of 
samadhan scheme by which remission of 40 per cenr or the difference ()r duty 
chargeable on value or the properties as proposed by the registering olfo.:er 
and duty already paid was ordered to be gi,·en in respect or instruments 
referred to SOC (Stamps). The scheme was implemented from 28 December 
200-l to 27 March 2005. The said GO did not pro\'ide for remission or 
registration fees. 

IGR issued a circular extending the remission to registration fees also. This 
circular was not in consonance \\'ith the GO and remission resulted in loss of 
revenue of Rs.5.J<) crore in 33,067 documents . 

.-\mbanur. Chengalpattu. Jo111t-ll Chennai. Konnur. Kunrathur. Ncelangara1. Pammal. 
Sa1dapet and Tlmuka1hikundra111 . 
11de G.O. Ms o i'JJ CT & RE Depanment. dated 27 December :wo..+. 
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A ftcr this was pointed out, the Government stated in August 2006 that it had 
cla rified that remission granted to stamp duty \\'ould be applicable to 

registra tion fee also. This is not tenable since the clarilica ti on is merely an 
execu tive order. It cannot supercede a notification. In , ·ie,,· or this, the 
remi -sion is not co1Tec t and hence the objection is reiterated. Further reply is 
awaited ( ovember 2006). 

Co11c/11siou 

3.2.15 o period ica l re,·ie\\' has been done in the cases or e.\emption from 
stamp d uty. There are certain lacunae in the IS Act leading lo lt:akagc of 
revenue. Further no mechanism exists !or co-ordinat ion amnng th.: 
departlll\.:nt linstitulions concerned for pre\·enting leakage or rc\·enuc in case or 
securities and for valua tion of bui ldings. The above deliciencics ha\e resulted 
in forego ing of revenue due to Government. 

A ck11ow/edoe111e11t 

3.2.16 The review was discussed ' ith Governrnen department in the 
Audi t Review Committee meeting held in July 2006. The vi( ,vs expressed at 
the meeting by Government have been incorporated in the respective 
paragraphs. 

3.3 Short leyy due to under valuation of property 

Accord ing to Section 27 of the IS Ac t, consideration. market , ·alue and a ll 
other fac ts and circum stance affecting the chargeabili t of any instrument 

' ith duty or the amount of duty with which it is chargeable ha ll be fu lly and 
truly set fo rth in the instrument. As pe r Sub Rule 3 or Rule 3 or the Tamil 

adu Stamp (Prevention or Underva luation of Instrumen ts) Rules, 1968. the 
registering officer may, for the purpose of finding out, \\hcther market , ·a lue 
has been correctly furnished in the instrument, make such enq uiries 
as he may deem fit. The rate of stamp duty was 13 per cent upto 
20 November 2003 and eight per cent thereafte r. The ratl: of registration fees 
is one per cent. 

3.3.1 Test check of records of office of the Joint-IV ub-Registrar, Madurai 
be tween November 2004 and February 2006 revea led that lands meas uring 
18 .46 lakh square feet in Madakulam village, within Madurai Corporation area 
were conveyed through seven sa le deed registered in April 2003 and 
March 2005 for a considerat ion of Rs.30.49 crore. Market va lue prevailing in 
the nearby area was Rs.291 per sq uare foot. I Iowever, whi le executi ng the 
deed a portion of land measuring 28.76 acres was under valued by 
Rs.25 . 12 crore. The rates applied for this portion were Rs.82.50, Rs.88 and 
Rs . 195 per square foot. This resulted in short le y of stamp duty and 
registration fees of Rs.2 .63 crore. 
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This \\'as poinh:d out to thL: department in December 2005 1 February 2006 and 
CJo,·ernment in !\larch 2006 . The department rep I ied that the r::ite of' Rs.29 l 
per square foot was lixed for the property abutting the main road and not for 
all fields si tuated a\\'::iy from the m::iin road without road acces ·ibility. Further 
Ciovt:rnment contendL:d (Septt:mber 2006) that (i) there \\'as no Yiolarion in 
ha,·ing registerL:d the documents for a rnlue higher than the guideline ,·alue 
and (ii) e\·enthough no transaction was then.: in the said lands. normal gr<)\\ th 
rate had been adopted during guiddine re,·ision . 

The n:plies "ere not tenable since (i) for the lands situated nearer to the road. 
the rate adopted ,,·as Rs.82.50 per square foot and l'or the lands situated a,,·ay 
from the road, the rates adopted ,,·ere Rs.195 and Rs.29 I per square f(iot. (i i) 
as explained in the Tamilnadu Stamp (Prc,·ention or llnder \aluation 0 1· 
instruments) Rules. 1968 that the entries made in the guideline register 
regarding value or properties. cannot be a substitute for market price and (iii) 
L:\'enthough the departrnental authorities thcmseh es had tixed higher rate 
ranging from Rs.250 per square foot to Rs.350 per square foot in July 2003 
itself, docurncnts \\'ere allowed to be registered with a rate or Rs.88 per square 
foot. Further report is awaited ( ovember 2006). 

3.3.2 In the onice of the Joint II Sub-Rq!istrar. Saidapet, land measuring 
3-U09 square fl.:et was conveyed in August 2003 by a sak deed. It \\'as 
noticed in January 2005 that consideration/market ,·alue of the land was 
arrived at by adopting the rate of Rs.689 per square foot applicable to the area 
' PCM Colony' e,·en though the land conveyed is actually on the 'GST Road ' 
for \\·hich the rate applicable was Rs.970 per square foot. Thus. due to 
adoption of incorrect rate there was an under ,·aluation of property by 
Rs.95.85 lakh and consequent short levy of stamp duty and registration foes or 
Rs.l'l .(13 lakh. 

3.4 Incorrect classification of an instrument of conveyance as 
certificate of sale 

According to Article 18 of chedu le I to the IS Act, if certificate or sa le, in 
respect or each property put up as a separa te lot and sold, is granted to 
purchaser of any property so ld by public auction by a civil or rewnue court or 
collector or other n.!\ 'enue of'ficer and the purchase money exceeds Rs.50, 
stamp duty is ]c,·iablc as a conveyance for a market value equa l to the ::imount 
of the purchase money. J\s per Article 23. duty on conveya nce shall be 
charged on the market value. 

During scrut iny of records of office of District Registrar (C'hennai Central) in 
ovcmber 2005, it \\'as noticed that a property \\'hich was referred to debt 

reco\·ery tribunal \\'as sold for a consideration of Rs.3. I 0 crore as agreed to by 
the parties. As the sale consideration was not determined by L:onducting any 
public auction. the instrument was liable to be charged stamp duty as that of a 
conveyance deed on the market Yalue of Rs.5.88 crore . However, the 
regi stering officer incorrectly treated the sale as certificate of sale by public 
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auction and charged stamp duty of Rs.21.70 lakh instead of Rs.52.90 lakh 
lead ing to short n.:a li sa tion of stamp duty of Rs.3 1.20 lakh . 

The matter was reported to the department and Governmen t (March 2006). 
Government accepted the audit observation in June 2006: report on recove ry is 
awaited (November 2006) . 
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CHAPTER IV J 

~~~~~O_T_H_E_R_T_AX~_R_E_C_E_IP_T_S~~~~-

4.1 Results of audit 

Test check or records o r departmenta l offices conducted durin g the pe riod 
from April 2005 to March 2006 rcYea led under assessment. nnn le\')' of urban 
land tax. e lectricity duty. land rc\·cnu e. agricultura l income tax and other 
irregular ities amounting to Rs.23.-Hl crore in 198 cases as shown below: 

(R upees 111 crore 
SI. Catego ries No. of Amount 
No. cases 

I Urban land ta :1. 

I I nder assessment/non levy of urban land tax I .rn 7.35 

2 Other 1rrcgular1ties 2 0.03 

Sub Total 42 7.38 

Elcctricit~ dut y I 

1 Non lcvy/collcc11on of inspection fees, testing fees. line I 4 I 0.01 
and pena lty · I 

2 Non lcvyicol lection of electricity duty. electricity tax and 7 IA! 
I add1t1onal tax ! 

3 Non renewal /collection of l1ccncc fees under Lift Act. 6 0.02 ! 
1997 

I 
I 

or ! 
' 

~ Oil collection of interest for belated payment 5 0.05 I 
electricity tax . I I i I 

Sub Total 22 1.49 I 
I 
! Land revenue 

I , on/short le\ y of local ccss and local ccss surcharge I 2 0.31 I I 

2 on le\ y of penalty/interest 13 0.51 I 
3 Short rcco\'cry of value of rent Ill respect of lands 6 I.IQ I 

assigned, alienated or evicted 

4 Others 107 12.34 

Sub Total 128 14.26 

Agricultural income tax ' 

I Arithmetical error1incorrcct a!IO\\ancc of expenditure and 6 0.27 
exemptions/non levy of 1 ntcrcst and pcnalty/i ncorrcct 
carry forward of loss 

Sub Total 6 0.27 

Grand Total 198 23.40 

During the year 2005-06. the depaitment accepted non assessment of Rs.24.87 
lakh in 47 cases pertai ning to earlier years, of which an amou nt of Rs.0.52 
lakh has been collected. 

A few ill ustrat ive cases invo lving a financial effect of Rs .1.37 crore are 
ment ioned below: 
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[-~~~URB~_A_N_L_A_N_D~T_A_X~~~J 
4.2 Omission to assess urban lands 

' ndcr the Tami l adu Urban Land Tax /\ct. I 966. as amended from time to 
time. urban lands are assessable to urban land tax from I July 1991 on the 
basi . or market va lue of lands. as on I July I 981. 

Cross check of records o f Joint IV Sub-Registrar, Madurai with Madurai 
assessment divi s ion (urban land tax) revea led in September 2005 that land 
measuring 62 acres I 0 cents situated in Madakulam vi lla ge was purchased by 
an assesscc in October I 990 and September 2000 and was utilised for running 
a three sta r hotel for the past 15 years. Though urban land tax was lcviablc on 
the said land . it was not levied. This resulted in non levy or tax amounting to 
Rs.52 .29 lak h. out of which Rs .23.96 lakh pertains to last li\'e years. 

The matter was reported to the department (October 2005) and Government 
(December 2005): reply is awai ted ( o ember 2006). 

[-~~~E_L_E_c_T_RI_c_I_T_Y_D~UT_Y~~~~J 

4.3 Non levy of electricity tax 

J\ccording to Section 3 of the Tamil adu Tax on Consumpti on or Sale of 
Elec tric ity Act, 2003 which came into force with effect from 16 June 2003. 
eve ry licensee shall pay every month to Government, in the prescribed 
manner. a tax on the electricity so ld or consu med during the previou. month at 
the spec ified rates. As per Sect ion 9 of the Act, if no return as prescribed in 

ec tion 8 ibid in respect of any period is submitted by a licensee, the Director 
shall , a fter g i ing such person a reasonable opportunity of being heard, 
proceed in such manner as may be presc ribed to assess to the best of hi s 
judgment, the amount of electricity tax payable under th is /\ct by such 
licensee. The rate of tax payable on e lec tricity consumed is I 0 pai se per unit. 

It wa noticed in December 2005 in the office of Electrical Inspector. 
Villupuram that in respect of two licensees, electricity tax leviable for 
e lec trici ty generated by thei r own captive generating plants was not levied. 
This resulted in non levy of elec tricity tax of Rs. 1.02 crore as detailed below: 
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(Ru ccs in lakh) 
SI. ame of the Nature of Number of units generated Tax 
No. licensee irre ulari ' lcviable 

A \ Licensees have I 70.000 units per day~' 655 45 .85 
i neither tiled any I ( 16.06.03 to 31 .03 .0)) 
I return nor were they 

= 4.58.50.000 I assessed under best 
2 [3 judgment basis. 86.0 5 units per day ' 655 56-W 

I I = 5.63.85.675 I 
j ! Diese l I 

I I I 0.000 units/year x655/365 

i I = 17.945 units 
I 

~I I Tot;il 5.6-1.03.620 
Total 102.25 

Thl: matter was reported lo the department (Februaty 2006) and Government 
(February and March 2006) . Government accepted 'the audit observation 
(October 2006). Further report is awaited ( ovember 2006). 

4.4 Non assignment of Government poramboke lands 

Board ' s Standing Order 24( I) provides for collecting the market \'alue of land 
granted to a company, individual or institution for any public purpose. 

In the office of tahsildar (Land Revenue) Katpadi, it was noticed in February 
2003 that lands measuring 150.04 acres were sought for by the North Areal 
Educational Trust in the year 1984, but permission was given to use only 
98 .80 acres. Though the trust requested for ass ignment of remaining 51 .24 
acres as early as in 1998, Government has not taken any decision so far. It is 
pertinent to mention that the said lands were under the possession and 
enjoyment of the trust since 1984. 

Government by an order in March 200 I regulari sed the penrnsston or 
98. 80 acres and assigned the lands by collecting the market value, but neither 
resumed the remaining 51.24 acres of lands nor assigned the lands by 
collecting the prevailing market value. The said lands are located between 
lands in the same survey numbers which have already been assigned to the 
trust. This resulted in non realisation of land cost amounting to Rs.58.52 lakh . 

After this was pointed out in April 2003, the department replied in December 
2005 that Government has rejected the proposal of alienation and has further 
stated that the lands were handed over to Tamil Nadu District Spotis 
Development Centre. The reply is not tenable since the survey numbers 
mentioned in the Government order do not tally with the survey numbers 
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included in the audit objection. The matter was again reponcd 10 the 
department in March 2006; reply of which is awaited (No\'ember 2006 ). 

[..__A_c_ru_c_u_L T_u_RA_L_1_N_c_o_IV_1E_T_A_x __ ] 

4.5 Omission to levy interest and penalty for non payment of 
(advance) tax 

Under the Tamil Nadu Agricultural Income Tax, Act. 1955. every person 
liable to pay agricultural income tax on agricultural income derived by him 
during the previous year, shall pay ad,·ance tax for the said previous year on or 
before the end of February of the said previous year. The advance tax shall 
not be less than 80 per cenl of the tax due on the estimated total agricultural 
income derived by him during the said previous year. The balance amount of 
tax shall be payable by the assessee before 31 December of that year or in 
pursuance of demand notice issued, failing which the assessee shall pay simple 
interest at 15 per cent per annum. Further the assessing authority may direct 
that a sum equal to two per ce11r of' such tax or part thereof. may be recovered 
from him by way of penalty for every month of default. 

Scrutiny or records of Agricultural Income Tax Office, agercoil, in 
December 2005 revealed that an asse. see company had neither paid the 
advance tax or Rs.19.34 lakh, nor regular tax of Rs.25.28 lakh for the 
assessment year 2002-03. l lowever. the assessing officer while finalising the 
assessment in June 2003, failed to levy interest and penalty upto the date or 
assessment. This resulted in non levy of interest of Rs.4.3 l lakh and penalty 
of Rs.6.90 lakh totalling Rs.11 .21 lakh. 

The matter was reported to the department in January 2006 and to Government 
in March 2006; reply is awaited (November 2006). 
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CHAPTERV 

NON TAX RECEIPTS 

5.1 Results of audit 

Test check of records in the offices or Mining, Finance, Police Department 
conducted during the period from April 2005 to March 2006 revealed under 
assessment, etc., amounting to Rs .763.8 1 crorc in 57 cases which broadly foll 
under the fo llowing categories. 

(R upees 111 crorc 

SJ. Categories No. of cases A.mount 

A l\lincs and '.\linerals 

OJ hort le\'Y or royalty. dead rent JI l 25.92 

I and seigniorage fee 
I 
I 
I 

Others 22 i 15.27 I 
B I ntcrcst receipts 1 275.95 I 

I c Review on Police receipts I 444 .24 

lo Munici Jal Administration and 1 0.06 I 

Water Supply I I I I 

E Environment and Forest I 
! 2.37 ! I 
I 

Total 57 I 763.81 I 

During the course of the year 2005-06, the concerned departments accepted 
and coll ected under assessme nts of Rs.14.88 lakh in I 0 cases, out of which, 
Rs. I 1.17 lakh invo lving one case was pointed ou t during the year and the rest 
in ea rlier years. 

After issue of draft paragraph, the depa rtment recovered Rs. 11.17 lakh 111 

one case during the year 2005-06. 

A review on police r eceipts and a few illustrative cases involving 
Rs.120.74 crore are mentioned below: 
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5.2 Non realisation of lease amount 

According to Rule 8 A of the Tamil Nadu Minor Mineral Concession Rules. 
1959, as amended in G.O.Ms.No. l 03 Industries Department dated 
13 July 1996, the State Government may grant quany leases lo any person in 
respect of granite, subject to certain conditions, following the procedure 
prescribed in the rules . The minimum and maximum periods of lease arc 
20 years and 30 years respectively. As per sub rule 11 or Rule 8 A, as it stood 
upto 9 June 1992. the lease granted under this rule may be renewed for a 
period not exceeding 20 years subject to certain conditions. This rule was 
deleted in June 1992 and reintroduced with certain modification in 
February 2001 . Further for renewal. the lessee was required to apply one year 
p1ior to completion or the lease period and pay 150 per cent of lease amount. 

It was noticed in the office of Ass istant Director (Geology and Mining) 
Dhannapuri in October 2005 that lease for quarrying black granite granted for 
a period of 10 years from March 1991 to a company was not renewed from 28 
March 2001 and the company was allowed to continue mining operation . The 
company applied for renewal on 28 March 2000. On a writ petition filed by 
the lessee, the Honourable High Cou11 of Madras directed Government in 
December 2002 to dispose of the renewal application within three months . . 
However, Government has not taken any action so far. The demand draft 
dated 23 March 2000 for an amount of Rs.44.51 lakh submitted alongwith the 
application for renewal of lease was neither remitted into Government account 
nor revalidated from time to time. This resulted in non realisation of lease 
amount of Rs.44.51 lakh into Government account. 

After thi was pointed out in December 2005, the depa11ment replied in 
December 2005 that as per present Government policy no quarry lease granted 
under Rule 8 A shall be renewed for poramboke~ i:; land. The reply was not 
tenable since, if Government policy was not to renew the lease they should 
have rejected the renewal application immediately and got the land vacated 
f~om the company. This was, however, not done. They have also not taken 
any action to dispose of the application within three months as per directions 
of the High Court and to revalidate the demand draft. 

The matter was reported to the Government (February 2006); their reply is 
awaited (November 2006) . 

Porarnboke land means Government lands. 
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5.3 Interest receipts 

lntroductio11 

5.3.1 Interest receipts is one or the major sources of non tax re\·enue of the 
Government or Tamil adu (hereinafter called Go,·ernmcnt). In pursuance of 
achie\-crnent or ,·arious objecti,·es. Government sanctions loans. ways and 
means advances to \'arious public sector undertakings. departmental 
commercial undertakings, local bodies and co-opcrati\'e societies. The loans 
sanctioned by Gm·ernment usually carry interest. which is mentioned in the 
sanction order. The principal and interest have to be paid as per the terms and 
conditions of the loan. In case or default in repayment. penal interest IS 

charged. 

Financial Code Volume 1 contains general instructions regarding sanctioning 
of loan. interest calculation, repayment procedure and action to be taken in 
case or default in payments. Further, Government order issued by the Finance 
(Loans and Ad,·ances) Dcpartment29 pro,·ides measures for monitoring thl! 
disbursement and recO\·ery or loans and ad,·ances sanctioned by CJo,·crnment 
and for ensuring uniformity in terms and conditions of the loans in 
Government orders sanctioning loans and ad,·ances. 

Important points noticed during audit arc gi,·cn in the succeeding paragraphs: 

lnter11a/ co11tro/ 111eclumis111 

5.3.2 In Government order30
, Clovemment issued directions that all heads of 

depar1ments should maintain loan registers and demand collection balance 
(DCB) registers to \Vatch recoveries of loan sanctioned by Government. The 
department should also raise demand in respect or the loan sanctioned and 
maintain the demand. collection and balance details. I lowevcr. no loan 
register/DCB register was maintained in the Agriculture Department, 
Directorate of Sugar. Commissioner of Municipal Admini . tration (CMA) and 
office of the Chier Electrical Inspl!ctor. on maintenance or basic records 
rendered internal control and monitoring mechanism ineffective. 

The matter was reported to the depa11111ents between Januaty and April 2006 
and the departments replied that the prescribed procedure would be followed 
in future. 

Vide 1o. 129 dated 21 .3 2000. 

G.O.No. 129 Finance l L&A l Depa11ment dated 21 .3.2000. 
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5.3.3 Delay i11 fi11alisatio11 of terms and co11ditio11s of loans 
sa11ctio11ed 

Industries a11d Agriculture Department 

5.3.3.1 It was noticed from records of Director or Sugar that 
Government anctioned loans of Rs.195.78 crore bet\\Cen October 1998 and 
Augu t 1999 \\'ith interest rate varying between 14.5 per cent am! 17 per cenr 
to I 0 co-operative sugar mills. In the sanction orders. Government also stated 
that the te1111s and conditions of repayment of loans \\'Ould be fixed after the 
finalisation of rehabilitation scheme. However. it was noticed that e\'en after 
seven years. Government had not proposed any scheme of rehabilitation 
though all the mills are still functioning. Due to delay in finalisation of terms 
and conditions of repayment of loans and interest by Government, interest 
from the time of sanction upto 31 March 2005 amounting to Rs.177.95 crore 
had not been le ied; out of which Rs.150.07 crore pertains to last five years. 

5.3.3.2 Scrutiny of records of Director of lndustrie and ommerce 
revealed that Government by an order dated April 2000. sanctioned a loan of 
Rs.32 lakh to Mis.Tamil adu Leather Corporation. The loan carried interest 
at the rate of 17 per cent and penal interest of Rs.2.75 per cent per annum . 
But the terms and conditions regarding mode of payment of interest were not 
prescribed. Though the department forwarded proposals for fixing terms and 
conditions to Go ernment in July 2000, the same have not been finalised till 
date. Interest amounting to Rs.0 .34 crore from May 2000 to March 2005 
though leviable, ha not been levied so far. 

5.3.4 Non raising of demand for interest 

Municipal Ad111i11istratio11 a11d Water Supply Department 

Through various Government orders issued between February 200 l and 
April 2005, Government fixed interest rates to be demanded for the loans 
sancti01~ed to local bodies. Interest ranged between I 0.5 per cent and 
14.5 per cent per annum. 

5.3.4.1 Test check of loan repayment statement and connected records 
revealed that Tamil adu Urban Infrastructure Financial ervice Limited 
(T UIF L) has been repaying loans it had obtained for own use with interest 
on the due dates to Government. However, while repaying the loans to 
Government, it sets off the amount receivable from municipalities/local bodies 
and pays the balance amount. The total amount adjusted during the period 
from 2000 to 2004 aggregated to Rs. I 07.18 crore. 

Government while approving such adjustment in April 2001 fixed the 
responsibility on the CMA to arrive at the amount that needs to be set off from 
the State Finance Commission grants to each such municipality/local body. 
However. no demand/adjustment has been made till date in respect or interest 
by CMA. Interest at the rate specified for the period from March 2000 to 
March 2005 works out to Rs.33.67 crore. 
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This \\·as brought to the noticl' or (MA in April 2006 and reply is awaited 

( o\·embcr 2006 ). 

5.3.4.2 It \\'as noticed from Gon~rnrnent orders (GOs) issued bd\\'ecn 
June 1999 and March 2004 and connected records of Tamil Nadu Water 
Supply and Drainage Board (TW D) that Mts.l lousing Urban Development 
Co1voration Limited (I IUDCO) provided finance to local bodies for the 
purpose or executing ''ater supply and drainage schemes through TWAD. /\s 
local bodies failed to settle the dues to l IUDCO. Government accorded 
sanction for release or sum of Rs. 112.19 crore to TW /\D between June 1999 
and March 2005 for making repayment of dues to HUDCO. The interest 
leviablc ranged bet\veen 12 and 14.5 per cent . MA was requested to raise 
necessary dl.:mands against local bodies concerned under intimation to TWAD 
which was not done. Interest recoverable works out to Rs .35 .85 crore for the 
period from July 1999 to March 2005 of which Rs.35.65 crore pertains to last 

five years. 

This was brought to the notice of CMA in June 2006 and reply is awaited 

(November 2006) . 

Agriculture Department 

5.3.4.3 Test check of sanction orders of loan in the office of Director of 
Agriculture in March 2006 revealed that, Agriculture Department sanctioned 
four loans aggregating Rs.12.45 crore to Mis.Tamil Nadu Agro Industry 
Development Corporation between March 2002 and March 2003 . However, 
interest at rates varying between 19.25 and 19.75 per cent per annum 
amounting to Rs.7.17 crore, though leviable from March 2002 to March 2005 , 

has not been levied so far. 

/11d11stries Departme11t 

5.3.4.4 Test check of records in Directorate of Industries and 
Commerce revealed that five loans of Rs.2.91 crore were sanctioned to 
Mis.Tamil Nadu Leather Corporation during 1999-2000 and 2000-01. The rate 
of interest was 12 per cent. However. interest amounting to Rs.1 .85 crore for 
the period from date of disbursement till 31 March 2005 has not been 
demanded till date. Further, as the company was in the process of winding up, 
this amount needs to be worked out by the department to submit a claim to 
official liquidator to safeguard the interest of Government. 

After this was pointed out, the department replied in February 2006 that action 
would be taken to raise the demand even though the company was in the 

process of liquidation. 

5.3.4.5 Similarly, it was noticed that Mis.National Co-operative 
Development Corporation (NCDC) Limited sanctioned loans in 1992 and 
1993 to two co-operative sugar mills. Since the loans were not repaid, 
M/s.N DC adjusted between March 2002 and March 2004 a sum of Rs .6.74 
crore from subsequent loans to these sugar mills through Government and 
from reimbursement of ways and means advance to Government for integrated 
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co-operative development projects. After adjustment. this amount should have 
been treated as loan from Government to these mills . I lowever, out of Rs .6. 74 
crore, Government fixed the terms and conditions for repayment of Rs.2.66 
crore only (March 2002) with rate of interest of 13 per cent per annum. For 
the balance Rs.4.08 crore. no such tem1s and conditions were prescribed. 

Interest of Rs.1 .12 crore on Rs .2.66 crore for which terms and conditions were 
fixed has not been levied. Further non fixing of rate of interest for balance 
Rs.4.0 crore resulted in non realisation or interest or Rs.0.84 crore for the 
period from March 2004 to March 2005. This resulted in o\·erall non levy of 
interest of Rs .1.96 crore. 

Energy Depart111e11t 

5.3.4.6 Test check of records of Chier Electrical Inspector revealed that 
eight loans of Rs.256.38 crore ,,·ere sanctioned to Tamil adu Electricity 
Board for various schemes like Accelerated Power Development Programme 
and Pradhan Mantri Grarna Yojana between the years 2001 and 200-L The 
interest rates varied between 10.5 per cent and 12.25 per cenr. The department 
replied that out of Rs.46 .38 crore receivable as interest. an amount of Rs.29.47 
crore had been adjusted from the ABARD loan to T EB during :vtarch 2005 
and February 2006 . l Iowevcr, the balance interest amount of Rs.16.9 1 crore 
has not been demanded till date . 

5.3.5 Short levy of interest and penal interest 

Co-operatio11 Depart111e11t 

Scrutiny of the records of Deputy Registrar of Co-operative Societies, 
Coimbatore Circle, revealed that Government sanctioned eight loans to 
Coimbatore District Consumer Co-operative Wholesale Stores Limited 
between 1974 and 1997 and repayment of principal, interest and penal interest 
was pending since 1981 . . The rate of interest varied bet\Ycen 8.25 and 11 .75 
per cent. The department was raising the annual demand regularly and issuing 
confirmation letters to the institution regarding outstanding principal. interest 
and penal interest at the end of each financial year. l lowever. demand of 
interest and penal interest was incorrectly raised as Rs. 1.04 crorc instead or 
Rs.1 .29 crore due to arithmetical mistake. This resulted in short levy or 
interest and penal interest amounting to Rs.25 .22 lakh. 

After this was pointed out in April 2006, it was replied that the revised 
confirmation letter would be sent to the institution after making necessary 
co1Tections in the loan ledger. 

After this was pointed out to the Government, the Finance Department replied 
in August 2006 that observations made by audit were taken note or and in 
future, while sanctioning loans and advances. a specific para would be 
included in the sanction order requesting the heads or department to furnish 
quarterly periodical reports of the loans outstanding to the administrative 
department concerned. 
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5.4 Review on Police Receipts 

Higltlights 

Amount of Rs.336 crore being the share of Chennai Corporation 
for the cost of police employed in Cbennai city for the years 2000-
01 to 2004-05 could not be demanded due to non fixation _of rate. 

/Paragraph 5.4. 7 / 

• Non realisation of police guard charges for deployment of police to 
Tihar Jail, Railway, TNEB, other departmental undertakings, etc., 
amounted to Rs.101.11 crore. 

· /Paragraph 5.4.8 / 

Non realisation of police cost from Central Government for agency 
function and bandobust duty at .Maodapam and Rameswaram 
coastal area amo nted to Rs.6.38 crore. 

/ Paragraph 5.4. 9 / 

• Non recovery of water charges from police personnel over and 
above the free permissible limit amounted to Rs.0.89 crore 

___ including Rs.0.58 crore for the last five years. 
/Paragraph 5.4.10 / 

Reco111111e11datio11s 

Government may consider: 

• specifying time limit at each and every level, to demand and collect 
revenue due to the department, 

• proper maintenance of demand collection and balance (DCB) register 
at all levels to ensure collection of police receipts 

/11trod11ctio11 

5.4.1 Receipts of Police Department, (hereinafter referred to as 
department) mainly comprise of recovery of cost of police personnel provided 
to Central Government, public undertakings, banks or other bodies. Incidence 
o'f recovery from other State Governments also arises for discharging agency 
function when so undertaken, for maintenance of Jaw and order in unusual 
circumstances and at the time of elections etc . In addition to this. there are 
collection of water charges for quarters and rent receivable from shops let out 
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in pol ice quarters. The ~ystem of assessment, collection and accounting of 

receipts are governed by police standing orders. 

The cost of police personnel deployed is recoverable in advance once in 
ix months from beneficiaries as per Government orders issued in September 

1999. 

Orga11isatio11al set up 

5.4.2 Subject to overall control and superintendence of the I lome 
Department, Government of Tamil adu. the Director General or Police 
(DGP). Chennai is incharge of the Tamil adu police . I le is assisted by the 
Additional Directors Genera l (ADCi). Inspectors Gl!ncral (I 1). Deputy 
Inspectors General (DIG) inchargc or ranges. Commissioners of' Police (CP). 

uperintendcnts of Police ( P) and Deputy uperintendents of Police (D P) at 

di tric t level. 

A udit O~jectives 

5.4.3 The main objectives of the review were to ascertain 

• efficiency and effectiveness of the system and procedures relating to 
asses ment and collection of receipts of the department, 

• correctne s of amount recoverable as police receipts particularly guard 
charges, actual receipts and analyse the reasons for difference if any. 

Scope of audit 

5.4.4 The records for the years 2000-0 I to 2004-05 were test checked 
between December 2005 and March 2006 at the of!ice of the DGP. Chennai 

and at Ji strict level office.. Records relating to 20
31 

out of 59 units were 
selected on the basis of police personnel deployed and its impact on revenue . 

Trend of revenue 

5.4.5 Budget estimates and the amount actually collected during the last 

five years ended March 2005 are a under: 

JI DGP Chennai, COP ( hennai, Tnehy. Madurai). IG Railway Police Chenna1. 
P Raih\ay Police (Chennai. Trichy). DGP Uniformed Ser\1ce Recruitment Board. 

Chcnna1, ADGP (Home Guards\ Chcnna1 . JC(rrafficl Chenna1. J (:\onh Zone) 
Chenna1. SP (Tnchy. Madurai-Rural, Pudukotta1). TSP13-I Trich). 
111-Yecraµuram. Y-A\·adi. RC Avadi. VI-Madurai. Yll-Palani . 
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(Ru ccs in crorc) 

Year Budget Actuals Variations Percentage of 

estimates variation 

2000-0 I 44.78 29.90 (-) 14.88 (-) 33.23 ~ 

2001-02 41.57 46.71 5.14 12.36 I 
2002-03 55.57 57.75 2.18 3.92 

2003-04 82.1 ~ -+0.24 I (-)-+ 1.9-+ (-)51.03 

2004-05 64.53 ..+0 .87 I (-) 23.66 (-) 36 .67 

As per guideline of budget manual. ,,·henever budget is prepared. the aim is 
to achie,·e as close an approximation to the actuals as possible . It is. therefore, 
essential that not merely . hould all items or revenue and receipts that can be 
foreseen be provided but also only so much and no mun:: should be provided 
as is expected to be realised. including past arrears. in the budget year. 

From the above table it is seen that the variation bet\\'ecn budget estimates and 
actual ranged between(-) 51.03 per cenr and(+ ) 12.36 per ce111 during the 
last five years which shows that the budget estimates were not prepared on a 

realistic basis . 

The reason for high budget estimates for the years 2002-03 and 2003-04 was 
attributed to anticipated receipt of anears of earlier years from the ational 
Capital Territory (NCT) or Delhi and Tamil Nadu Electricity Board (TNEB) . 

Reason for increase in actuals during 2002-03 was due to hea,·y increase in 
spot fines and receipt towards application money for Tamil adu Uniformed 

Services Recruitment Board. 

lutema/ co11trol 

5.4.6 Collection of re\'enue on account of deployment of police, residential 
telephone excess call charges and reco,·ery of excess water charges and 
electricity charges from the occupants of police quarters should be \.Vatched in 

DGP Office by maintaining a DCB register. 

llowever, when pendency position in regard to the above items was called for 
in January 2006, it was replied by the department that details \\'Ould be 
available in the unit offices only. The pendency position as on 31 March 2005 
in respect of the above items is yet to be furni hed to audit. 

DCB register to watch the prob1Tess in collection of guard charges on the 
deployment of police personnel to Government of India (GO!), other State 
Governments and TN EB. was not maintained properly in DG P Office. 
Chennai. A test check of unit offices revealed that DCB register ,,·as not at all 
maintained in T PB VI Madurai and TSPB VII Palani. 

Thus it is seen that there was no effective monitoring system, with the result, 
that the department was not able to watch the actual dues. 
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After this was pointed out, the department stated DCB register ,,·ould be 
maintained in future . 

Cost ofpolice force due from Cltemwi Corporation 

5.4. 7 A· per Section 3 of the Tamil adu Municipal Police Act, 1878 
(Tamil Nadu Act VII of 1878), the Municipal Commissioner for the city of 
Chennai shall annually set apart, and pay to Government in equal monthly 
in. talments, out of the funds raised under the Chennai City Municipal 
Corporation Act 1919 or any other corresponding la\\' for the time being in 
force such sum not exceeding 50 per cent of the total cost of police force. 
other than the Marine Police. employed by Government in the said ci ty. as 
may be annually fixed by Government. 

Audit check revealed that Government has not lixed any rate over the years 
for levying cost of police personnel employed in Chennai c ity. As per Finance 
Accounts, total expenditure incurred on State headquarters police for the yea rs 
2000-01 to 2004-05 amounted to Rs.672 crore. Hence Government cou ld have 
collected a maximum amount of Rs .336 crore from Chennai Corporation on 
account of police employed in the city as detailed below: 

(Rupees in crore) 
Year Expenditure incurred 50 per cent share 

on State Headquarters (Maximum) 
as per Finance 

Accounts 
2000-01 119.84 59.92 
2001-02 119.19 59 .60 ! 

2002-03 132.98 66.49 
2003-04 144.99 72.49 
2004-05 154.72 77.36 I 

I 

Total 671.72 335.86 

After this was pointed out in March 2006, the department stated in June 2006 
that they were not aware of the provisions of the Act and the matter would be 
taken up with the Corporation of Chennai and Government. 

Non realisation ofpolice guard charges 

5.4.8 As per police standing order32
, when police personnel are deployed 

in addi tion to the sanctioned strength, whole charges for such deployment 
shall be charged and credited to Government. 

Prior to September 1999, there was no specific system prevailing for 
collection of guard charges. Demands were raised against the institutions 
which requested police personnel and payments were made by the parties 
concerned. However, Government issued orders in September 1999 for 
recovery of guard charges in advance once in six months from beneficiaries. 

No.380(2)( d) 
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5.4.8.1 Deployment of Tamil Nadu Special Police Battalions at Tilrnr 
Jail, New Delhi 

As per Government orders issued from time to time33
• DG P was required to 

watch recoveries towards cost of police personnel deployed to Tihar Jail. cw 
Delhi and get them reimbursed periodically. 

Three Tamil Nadu special police battalions (TSPl3) were deployed for security 
duty at Tihar Jail since 1980. Guard charges for the period from 1 October 
1992 to 30 November 1993 \\'ere due from GOI and for the period from 
I December 1993 to 31 March 2000 from CT, Delhi and from l April 2000 
to 31 March 2005 from Delhi Prison Department. The total demand for the 
period from l October 1992 to 31 March 2005 was Rs. l 38 .90 crore. Against 
this demand, Rs. 70.45 crore \\'as collected from NCT. Delhi bct\\'een April 
2001 and July 2005, being part payment for the period from April 2000 to 
March 2005 on provisional basis. subject to final settlement on production of 
audit certificates. However. since the department had not produced necessary 
information/ details. the amount or Rs.68.-+5 crore remained unrealised as 
detailed below: 

• Period.fi·om 1 October 1992 to 17 August 1994 

Audit certificates for Rs.9.79 crore were obtained in July 2001 and sent to 
GOI. The amount represented guard charges due from GOI for the period 
from 1 October 1992 to 30 NO\·ember 1993 and from CT for the period from 
1 December 1993 to 17 August 1994. As the records depicting bi l'urcation 
between the two periods were lost due to leakage or rain water, guard charges 
due from GO! and NCT remain unrealised . 

• Period from 18 August 1994 to 30 April 1999 

The concurTence or GOI to allow deputation of staff in excess of the scale 
prescribed for the standard battalion for ex state duty was not obtained by the 
department. Hence audit certificate for Rs.45 .63 crorc for the period 
mentioned could not be obtained . 

• Period from 1May1999 to 31 March 2005 

The department had not forwarded proposals for obtaining audit certificate for 
the period mentioned. The claim amounted to Rs. 13.03 crore . 

Since the department had not produced the requisite details for issue of' audit 
certificates, the claim for Rs.68.45 crore including Rs .1.59 crore pertaining to 
last five years was pending collection . 

After thi was pointed out, the department stated that audit certificate would 
be obtained (March 2006). 

\ 1 
G.0.Ms. o. 7-l3 I lome Department Dated 01.07.9-l . 
G.O.Ms. ·o. 1506 Home Department Dated 03. 11 .98 . 
G.O.Ms.No. 1672 I lome Departmc111 Dated I O.OS.99. 
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5.4.8.2 From Railways 

As per Railway Board's letter of February 1993 , cost on establishment of 
Railway Police. was to be claimed from Railways at 50 p er ce111 of total co t 
as certified by Accountant General (Civil udit) Chennai . 

• It was seen in Janua1y 2006 that claim for the year 2004-05 was 
worked out as Rs.7.34 crore (50 per ce111 of Rs. 14.67 crore) by the department. 
However. proposal for obtaining audit certi !icate was not sent. 

• While making part payment (between Janua1y 2002 and April 2005) 
for the years 1998-99 and 2002-03, a sum or Rs .6.03 crorc was deducted from 
the bills of Police Department by Railways towards maintenance charges due 
from other departments like highways. local bodies and TW AD

34 
Board etc . 

After this was brought to notice in January 2006, the department stated in 
Februa1y 2006 that Railway authorities wou Id be approached for relea e of the 

deducted amount. 

5.4.8.3 From Tamil Nad11 Electricity Board (TNEB) 

As per directions of DGP issued in August 1999, guard charges payable by 
TNEB were being paid directly to DGP, Chennai and not as per the then 
preYailing system of sending demand drafts to the concerned SP. 

Test check of records of DGP office revealed that DCB register wa updated 
upto 31 December 2003 only and was not maintained properly thereafter. 
However, the DGP in July 2005 raised a demand for Rs.20 .34 crore as dues 
upto 31 March 2005 . When correctness of the demand was cross checked 
with inforn1ation obtained from 14 SP offices, it was seen that outstanding 
dues as on 31 March 2005 amounted to Rs.JO crore . Thus there was 
difference between figures of DGP and field offices which needs to be 
reconciled, correct dues worked out and demand raised accordingly. Incorrect 
preparation of DCB resulted in short demand of Rs.9 .66 crore. 

After this was pointed out, the department replied that latest out tanding 
figures received from the districts and commented in the audit slip would be 
taken as reference and correct demand prepared for the quarter ending 

31 March 2006. 

5.4.8.4 From Airport, Madurai 

It was seen in the office of the DGP, Chennai, that 38 arn1ed guards were 
sanctioned by Government for Airport, Madurai through three Government 

orders. 

Tam ti adu Water Supply and Drainage. 
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Tc, t check of records in the office of the DG P revealed that the department 
had not obtained sanction from the Bureau of C ivi l Aviation Security. Ne\\ ' 
Delhi in respect of 26 personnel out of 38 guards. When the department 
pre ferred claim in March 2004 for deployment of 38 police personnel for the 
period from 0 I October 1990 to 07 April 2002. Airport Authority did not 
admit the claim in respect of 26 personnel because there was no proper 
sanction and direc ted the department to obtain ex post facto sa nction. The 
department did not take any action to obtain the same. 

Thus. deployment of 26 police personnel by the department without prior 
concurrence from the airport authorities resulted in non reali sa tion of Rs .2.67 
crorc. 

5.4.8.5 From Che111wi Port Trust 

Government sanctioned (March 1990) a new police station named as M2 Port 
(Water borne) police station within the premises of Chennai port to patrol the 
water front area of the port and prevent theft on board of vessels. As per 
agreement between Government and the Port Trust, the entire expenditure of 
new police station was to be borne by Chennai Port Trust. 

It was, however, seen that the Commissioner of Police, Greater Chennai had 
not claimed from the Chennai Port Trust authorities reimbursement of actual 
expenditure of 48 police personnel deployed for the years from 2001-02 to 
2004-05, resulting in non realisation of Rs. J .49 crore . 

After this was pointed out in February 2005/ March 2006, the department 
replied (March 2006) that the claim has been prefened. Further report is 
awaited (November 2006) . 

5.4.8.6 From Temples 

Government constituted Temple Protection Force in June 1992 with the 
condition that I 0 per cent of the expenditure should be collected from the 
temples. By an order issued in September 2001, Government waived all the 
contributions due from the temples upto the end of the previous year ie., 31 
March 2001 . 

Test check of records of office of the DGP revealed that the department 
waived the dues for the period from I April 2001 to 22 September 200 I which 
was inconect. This resulted in non collection of Rs.1 .01 crore. 

After this was pointed out the department accepted the audit observation 111 

February 2006 and agreed to collect the contribution. 

5.4.8. 7 From other Central Gover11me11t departme11t.,/w1dertakillgsl 
compa11ies and other State Government departments 

Government issued orders in September 1999 for collection of guard charges 
in advance once in six months from the beneficiaries. 
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Test check of records of the offices of DGP, Chennai. CP, Greater Chennai 
and SP or Pudukkottai and Cuddalore districts revealed that arrea rs or police 
cost \Vere recoverable to the extent or Rs...+.46 crore from Central Government 
depa11ments, undertakings. companies and other State Gon?rnmcnts as 
detailed below: 

SI. 
No. 

Organisation 

(Ru Jccs in crorc) 

J>eriod involved Amour)t 

! Gov1crn11~c1~t of~c~a _ _ _ 
! I : . rchaco logical Sun·cy or 

-r -

. . (101 041% to 03105 ! 
' 

2 ! Central Bureau of Investigation, ! 
1 Ch' 11a · 

0410 I to 03105 (). 34 
Cl I ' I 

I 
3 Co llec to r. Customs, Chennai I 0103 to 03105 ! 0.11 I 

I 4 ' BI 'Economic Offence Wi ng. 
I 0100 to ·04/03 i 0. 10 

i 
I Chcnna i I I 

5 Di~ecto r, Postal Stamps, Chennai 07103 to 03/05 0. 10 I 
--- --1 

6 CBI , Sastri Bhavan, Chennai 04 104 to 03105 0.09 i 
7 Doordharsa n Kendra, Chennai I 0/03 to 09.'04 0.06 I 
8 Specia l Bureau or Registrations, 

07/03 to l 21'J-+ I 0.01 
I 

, Chennai I ! 
i 

I 9 I Subsidiary II11clligent Bureau, I 
0l 105 to 03/05 I ().() 1 I ' ' 

I I C hcnna1 

C:orTorations 
- - -·- ~---- ---- - ------,- ---

10 , Bhara t Sancha r igam Limited - I 
i for 9 Units in Chennai 1 2/98 to 03105 1.59 

11 eyve 11~ Lignite Corporation -1 09101 to 02105 1 .29 
cyve 1 

Other States l ,_____ 
14 Director or Archaeology, Kera la i 

State (Provision or guards to 0 1 /96 to 0 1 /04 0.07 

l Padmanabhapuram Palace) 
Total ' 4.46 I 

Arter this was pointed ou t, the department stated that frequent reminders and 
letters were being sent to the concerned officers for sett lement and the same 
would be coll ected . The reply of the department did not speci fy \Yhether issue 
rega rding non payment of police cost was taken up at higher level at any time. 

No11 reali.rntio11 of police CO:lf from the Central Govemme11t for agell(I' 
fi111ctio11 

5.4.9 Government discharges agency function on behalf or GO !. by 
deploying additional police force for registration and sun·e illance or 
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foreigners, repatriate from Sri Lanka and tightening up of immigration 
proceedings. for this work. cost of police deployment is to be recovered from 
GOI. 

5.4.9.l It was noticed that a claim for Rs.2.40 crore towards 
expe nditure for the years from 1996-97 to 2000-0 I was forwarded by 
department to Government between August 2003 and November 2004. 
l Iowcver, Government forwarded claim of Rs.38.40 lakh for the year 1996-97 
to GO! rrnly in June 2005 and for the remaining period the claim was yet lo be 
preferred (April 2006). Further for want or details, audit certificate for an 
expenditure of Rs.41.65 lakh incurred during 2003-04 was not obtained. The 
proposals for audi! certificate for the years 2001-02. 2002-03 and 2004-05 for 
an amount of Rs . I .29 crore were sen t only in April/May 2006. The abo\'C 
delay resulted in non realisation of revenue or Rs.4 .1 l crore for nim: years . 

5.4.9.2 Guard charges of Rs.2.27 crore for the provision of armed 
police to Mandapam coastal wing and Rame_swaram coastal wing. for the 
period from April 1998 to March 2005 were pending collection from the 
Ministry of Home Affairs. GOI. After this was pointed out, the department 
stated that Government claimed a sum of Rs.86.85 lakh for the period from 
April 1998 to September 2000 and October 200 I to March 2002 in October 
2003. 

In respect of the period from October 2000 to September 2001 claim for 
R .36.18 lakh was forwarded to Government by DGP in S~ptember 2005 . In 
respect of expenditure of Rs.49 .25 lakh incurred for the period from April 
2002 to September 2002 and April 2004 to March 2005, proposals for 
obtaining audit certificate ,,·ere sent belatedly in January 2004 and ovember 
2005 respectively. In respect of the remaining period from October 2002 to 
March 7.004, cost statement for Rs.54.44 lakh were forwarded to the DG P 
office only in February 2003, March 2003 and December 2003 by the field 
officers. This resulted in overa ll non raising of demand of Rs.2.27 crore of 
which Rs. I .40 crore pertains to last five years. 

Nou recovery of water clwrges from police persouuel 

5.4.10 As per Tamil adu Financial Code Volume II. free supply or 
water to police lines in Madras city is given subject to a limit of 60 gallons per 
hut per day where there are no flush out Jaterines and 70 gallons per hut per 
day where there are flush out laterines. The cost of any excess consumption or 
water over the free allowance for any one set of lines in a locality shou ld be 
recovered from the occupant in proportion to their pay. 

It was noticed that in two battalions (TSPB V & TSPB (RC)), water charges 
were incurred to the extent of Rs.67 .88 lakh and R .67.34 lakh for the period 
from January 1998 to March 2005 and from 1990-91 to 2004-05 respectively. 
The eligible amount in respect of admissible limits of consumption for the two 
battalions worked out to Rs.39.21 lakh and Rs.6.84 lakh only for the above 
periods. Thus, overa ll water charges due for collection amounted to Rs.89 .17 
lakh. including: Rs.58 lakh for the last five years . 
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After this was pointed out in February/ April 2006. the department stated 
(March 2.006) that action was being initiated to collect \\·a1cr charges in respect 
or TSPB V. No reply had been received in respect or TSPB-RC, Arndi 
(November 2006) . 

A ck11 owledge111e11t 

5.4.11 The re,·icw was discussed \\'ith Go\'ernment/dt:partmcnt in the Audit 
Revie\\ Committee Meeting held in July 2006. The \'ic\\ S 01· 
Government/department were taken into consideration while drafting the 
rev1e\'v . 

Co11cl11sio11 

5.4.12 Thus due to improper maintenance or records relating to deployment 
of police personnel , the dues could not be ani\'ed at and demanded promptly. 
Further as DCB register was not maintained properly, the amounts \\'hich are 
due from other departments could not be watched correctly. 
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D - MUNICIPAL ADl\tllNISTRA TION AND 
\VATER SUPPLY DEPART1\1ENT 

5.5 Non issue of licences to public buildi.ugs resulting in non 
realisation of licence fees 

The Tamil adu Public BuilJings (L icensi ng) Act. 1965 provides fo r 
inspection and licensing of buildings freq uented by the public . Publi c building 
mea n~ any building used as a school. co ll ege, unin~ rs it y. hostel. library. 
hospital. clu b. loJgingtboarding house. marri age hall . community hall. etc . 
Accordi ng to Sec ti on 3 or the Act. all public buildings shall be used only 
under a \'ali d licence obtained from the competent au thori ty 011 payment or 
prescribed fees. At taluk level. the tahsildar is the competent au thority to issue 
licences. The licence thus gra nted shall be va lid for a peri od of three years . 
The rate of fee varies from Rs. I 0 to Rs.5,000 depending on the nature and 
value of the building. The O\\'ner who intends to use any building as a public 
building shall apply for licence in prescribed form. 

It was noti ced in li ve35 taluks during February and March 2006 that owners or 
121 public buildings did not apply for licence during the period from July 
2003 to June 2005 and hence licences were not gra nted. This resultt:c.I in 
non reali sation of li cence fee amounti ng to Rs.5. 76 lakh. 

Arter thi s was pointl!d out in February/March 2006, the department sta ted that 
action would be taken to is. ue licences. 

The matter was reported to Government (April 2006): their reply is a\\'aited 
( O\"l!rnber 2006 ). 

Alangulam. Ambasamudram. l\anguncn. Ottap1dara111 and Tc11kas1. 
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E - ENVIRONMENT AND FOREST DEPARTMENT 

5.6 on realisation of lease rent 

Government of Tamil adu in its order issued in April 1991 revised the rates 
of lease rent from I 0 per cent to 12.5 per cent or the market value of the land . 
In the same order. Government din.:cted that the market 'aluc \\Ou Id be 
re fixed at the end of every three year period . 

Test check of records of two forest divisions in May 2005 and February 2006 
revealed that Rs.2.37 cron: being lease rent along with interest was not 
recO\·ered from the lessee. as detailed below: 

District Forest Office, Coimbatore 

5. 6.1 ccording to the te1111s and conditions of the lea e agreement executed 
between the District Forest Office, Coimbatore and Ml· .Associated Cement 
Company Limited. Madukkarai in December 1998, the Jessee was required to 
pay interest at the rate of 12 per cent per annum on all arrears of rent from the 
date they were due. 

Lease rent was collected upto December 1991 for 161 acre or forest land 
leased to the above Jessee. The lease rent was re · ised in 1998 with 
retrospecti' e effect from 1992 and an additional demand of Rs.22.80 lakh was 
raised by the division in April 1999. The lessee paid the abo,·c dues only in 
August 2004 . Interest of Rs.23.33 lakh was payable by the lessee for the 
default period for which demand was not raised. Thi. resulted in non 
realisation of Government revenue of Rs.23.33 lakh. 

The division did not revise the lease rent after three years i.e ., from 2000. It 
also did not raise any demand for lease rent for the period from 2000 to 2006. 
Consequently, lease rent was not paid by the lessee. The lea e rent payable for 
the period 2000-06 amounts to Rs.86.96 lakh based on the market value 
obtained from the Sub Registrar, Madukkarai out or which Rs.66.55 lakh 
pertain to last five years. Further interest due on lease rent due from 2000 to 
2006 worked out to Rs.32.86 Jakh. 

.., . 

District Forest Office, Tiru11elveli . ; 

5.6.2 The tem1s and conditions of the lease agreement between the District 
Forest Office, Tirunelveli and Mis. India Cements (P) Limited, Thalayuthu 
tipulatcd payment of interest by the Jessee at the rate or . ix per cent on all 

arrears of rent from the date they were due . 

Forest land of 538.20 acres was leased to Mis.India Cements (P) Limited. 
Thalayathu for extraction of lime stone and the les ee urrendered 299. 13 
acres of leased area in November 1990 and retained 239.07 acres. The 
division nei ther worked out nor did it rai e any demand for lease rent from the 
lessee fo r the period 1998 to 2006. The lease rent payable by the lcs ee based 
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on in fo rmation on market va lue obtai ned fro m Inspector Genera l or 
Registra tion, T irune lve li worked out to Rs.64.91 lakh, out or whic h 
Rs.24.6 1 lakh pe rta in s to las t fi ve yea rs. The in terest payable fo r the defa ult 
peri od worked out to Rs.29 .05 lakh . 

Inac tio n on the part o f the depatt ment to promptly raise the demand resulted in 
non reali sa tion o r ( iovernmcnt rc\'enue of Rs.1.52 crorc as lease rent and 
Rs.85 .24 lakh as interest. 

The matter was referred to the department and Gove rnment 111 May 2006; 
rep ly had no t been rece ived (NO\·embcr 2006) . 

Cl¢n.nai. MAR 2007 
The ·12 

I 

(S.'.\ll .Rl 'GIAH) 
Accountant General 

(Commercial aml Receipt Audit) 
Tamil Nadu 

Countersigned 

--------\_~--
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