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PREFATORY REMARKS 

This Report for the year ended 31st March 
1993 has been prepared for submission to the Governor 
under Article 151 (2) of the Constitution. 

The audit of revenue receipts of the State 
Government is conducted under Section 16 of the 
Comptroller and Au.di tor General's <Duties, Powers and 
Conditions of Service> Act, 1971. This Report presents 
the results of audit of receipts comprising sales tax, 
state excise, taxes on motor vehicles, taxes on 
agr{cultural income, land revenue, stamp duty and 
registration fees, entry tax and forest receipts. 

The cases mentioned 
those which came to notice in 
of records during the year 
noticed in earlier years but 
previous years Reports. 

vi 

in this Report are among 
the course of test audit 

1992-93 as we 11 as those 
could not be covered in 





OVERVIEW 

This report contai n s 49 paragraphs including 
2 reviews relating to non - levy/short levy of 
taxes, duties, interest, penalty etc,, involving 
Rs.29.77 crores. Some of the major findings are 
mentioned below: 

1. General 

Ci) The revenue rai , e d b y the State Government 
during 1992- 93 amounted to Rs. 3900.35 crores comprising 
Rs.3097.81 crores as tax r evenue and Rs.802.54 crores 
as non- tax revenue. Rs.93 1.97 crores were received 
from the Government of India as the State "s share of 
divis i ble Union taxes and Rs.589.34 crores as grants
in- aid. S ales ta x CRs.1775.80 crores) formed a major 
portion C57 per ~ent J of the tax revenue of the State. 
Interest rece i pts CRs.356.94 crores> formed a major 
portion C44 per cent) of the non- tax revenue. 

<Paragraph 1.1) 

Cii) At the end of 1992-93, the arrears in respect ' 
of principal heads of revenue viz., Sales Tax, State 
Excise, Taxes on Vehicles, Taxes on Agricultural 
Income, Forest Receipts, Entry Ta x , Entertainment Tax 
and Profession Tax amounted to Rs.501.21 crores of 
which Sales Tax alone accounted for Rs.255.91 crores. 

<Paragraph 1.5) 

Ciii > Test check of the records of Sales Tax, State 
Excise, Motor Vehicles, Land Revenue, Forest and other 
departmental offices conducted during the year 1992-93 
revealed under-assessments, short levy, loss of revenue 
etc., amounting t o Rs .116.26 crores in 1942 cases. The 
conc erned departments accepted under-assessments, short 
levy, failure to raise demands etc., of Rs.25.83 crores 
of which Rs.3.02 lakhs had been pointed out in 1992-93 
and the rest in earlier years. Departments r~covered 
Rs.54.34 lakhs at the instance of audit. 

<iv) 2318 inspection 
December 1992 > containing 
revenue of Rs.282.64 crores 
the end of June 1993. 

v ii 

<Paragraph 1.10) 

reports <issued up to 
6452 obJections invdlving 
were pending settlement at 

(Paragraph 1.11) 



viii 

2. Sales Taw 

( i } A revi e-~.1 on ·Internal 
assessments 
Department' 

under sales tax in the 
revealed the following: 

controls 
Commercial 

for 
Taxes 

(a) There were delays up to 44 months in the 
rece1pt of monthly and annual returns o1 turnover "from 
dealers, but no penalty was l~v1ed. Failure/delay in 
the lssue of notices ln 8 cases resulted in non
impos1 t1on of penalty of R~.23.48 lakhs. There is no 
provision in the Karnataka Sales Tax Act for levy of 
interest on short paid tax for the period of default as 
in other States like Maharashtra. 

(Paragraphs 2.2.5 and 2.2.b> 

(b) 2.12 lakhs assessments were pending 
finalisat1on at the end ~f March 1992. On an average, 
37-39 per cent assess1ng off1cers failed to achieve the 
targets prescr1bed for disposal of assessments. 

In b offices, 166 
demands aggregat1ng Rs.58.22 
belatedly result1ng ln belated 
by Government. 

assessments involving 
lakhs were finalised 
realisation of revenue 

<Paragraph 2_2.7) 

(c) In ~57 cases, transactions aq9re9atin9 
Rs.112.02 crores were allowed eKemption on the basis of 
declarations in Form 32 without cross verification. 
Transactions for Rs.1.06 crores relating to 5 dealers 
for which such exemptions were allowed were not cross
verified before cancellation of their registration. 

<Paragraph 2.2.8> 

(d) Provisions and procedures regardinq 
verification of sales \by wholesale dealers to retail 
dealers, shop inspections and test purchases by 
assessing authorities, intended to ensure proper 
accounting of transactions by dealers and payment of 
tax due, were generally not observed. 

<Paragraphs 2.2.9 and 2.2.11> 

(e) Verification of stock and utilisation 
accounts of industrial inputs worth Rs.5.05 crores 
involving tax concession of Rs.19.42 lakhs purchased by 
31 manufacturing dealers was not done as required. 

<Pardgraph 2.2.10) 



(f) In 6 offices, 250 cheques amounting to 
Rs.91.41 lakhs received during 1990-92 were presented 
for collection after delays of 11 days to 92 days. 

In 2 · othEc-r offices, 87 post-dated 
amounting to Rs.7.89 lakhs encashable only 
2 - 167 days w~re accepted. 

cheques 
after 

(Paragraph 2-2.12) 

<g> G2 Registers of DCB revealed omissions to 
book demands aggregating Rs.42.09 lakhs in 34 cases and 
omissions to carry-forward demands amounting to Rs.7.59 
lakhs in 19 cases~ 

In one case, as against the actual tax 
collection of Rs.82.73 lakhs, an amount of Rs.88.73 
lakhs was entered in the G2 Register which reduced the 
ta~ demand against the dealer by Rs.6 lakhs. 

<Paragraph 2.2.13) 

(h) In 176 cases involving ta~ effect of Rs.61.78 
lakhs, re-assessments based on reports of Intelligence 
Wing were made after delays up to 40 months after the 
prescribe~ time limit of 2 to 3 months resulting in 
delays in raising demands. 

<Paragraph 2.2.15> 

(i) Delays ranging from 18 days to 240 days were 
noticed in serving demand notices in 691 cases with ta~ 

effect aggregating Rs.114.70 lakhs. This resulted not 
only in the belated realisation of revenue but also in 
unintended benefit to the delaers. 

(Paragraph 2.2.17) 

(j) Arrears in internal audit of assessments 
<ranging from 46 per cent to 59 per cent>, delay in 
settlement of objections pointed out by the intern~l 

audit wing etc., rendered the internal audit system 
weak and ineffective. 

(Paragr~ph 2.2.20> 

Cii) Application of incorrect rate of tax in 9 
cases and incorrect classification of goods in 5 cases 
resulted in short levy of taK aggregating Rs.33.08 
lakhs. 

<Paragraphs 2.3 and 2.4> 

Ciii) Incorrect grant ot concession in 11 cases 
resulted in short levy of tax of Rs.12.78 lakhs. 

<Parilgraph 2.5) 
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(iv) In 16 cases, incorrect determination of 
taMable turnover resulted in short levy of tax 
amounting to Rs.19.48 lakhs. 

( v) 

resulted 
lakhs. 

Incorrect grant of 
in short levy of 

(Paragraph 2.6> 

e ><empt ion 1n 
tax aggregating 

11 cases 
Rs.67. 11 

(Paragraph 2.7) 

(vi) Omissions to levy ta>< in 2 cases resulted in 
non-levy of tax of Rs.48.79 lakhs. 

(Paragraph 2.B> 

Cvii> In 
amounting to 
penalty were 
1<1e re pointed 

3 cases Lnvolving e xcess collection of ta)( 
Rs.47.0S lakhs by the dealers, demands for 
not raised by the department till these 
au t in aud i t • 

<Paragraph 2.12> 

3. State Excise 

( i ) 
Rs.844 
apply 
1991. 

licence f~es in 4618 cases amount1ng to 
lakhs were short realised due to failure to 

rev1sed rates effective from 1st July 1990/July 

<Paragraph 3.2> 

<Li) ln one case, short recovery of e xport duty on 
beer e xported amounted to Rs.12.30 lakhs. 

(ii.i) 

lakhs due 
shops 1i.1a.s 

4. 

<Paragraph 3.5> 

In one o f fice, interest amounting to Rs.11.81 
on belated remittances of rent for liquor 

not recov ered. 
<Paragraph 3.6) 

Taxes on Motor Vehicles 

In 7 regions, non-renewal of ce r tificates of 
registration of 6568 non-transport vehicles resulted in 
non-collection of registration fee of Rs.3.79 lakhs. 
Penalty not e xceeding Rs.6.57 Lakhs though leviable was 
not Levied. 

<Paragraph 4.4 > 



5. Taxes on Agricultur~l Income 

Ci) Tax amounting to Rs.6.19 lakhs was not levied 
on the income relating to a dissolved firm. 

(Paragraph 5.2> 

Cii> Failure to club the income of minor 
children/wife of an individual concerned in one case 
and incorrect determination of income in 2 cases 
resulted in short levy of tax of Rs.3.58 lakhs. 

<Paragraphs 5.3 and 5.4> 

6. Land Revenue 

(i) At the end of the revenue year 1991-92, the 
arrears of water r ate, maintenance cess and penal water 
rate in respect of water used for agricultural purpose 
amounted to Rs.149.88 crores. 

[Paragraph b.2.A (a)] 

<ii) O~issions to raise demands of water rate by 
12 Zilla Parishad Engineering divisions resulted in 
non-realisation of revenue of at least Rs.33.74 lakhs. 

[Paragraph 6.2.A Cb)(i)] 

(iii> Non-levy, short levy and non-bookiflg of penal 
water rate in 8 taluks amounted to Rs.546.23 lakhs. 

[Paragraph 6.2.A Cd)] 

Civ> Arrears of water rate for water used for non
agricultural purposes from 18 institutions a1nounted to 
Rs.168.43 lakhs. 

[Paragraph b.2.B (b)] 

<v> Non-levy and short levy of maintenance cess 
in 2 taluks amounted to Rs.16.94 lakhs. 

<Paragraph b.3> 

7. Other Tax Receipts 

Ci) Incorrect grant of eKeMption in one case 
resulted in non-levy of stamp duty and registration fee 
amounting to Rs.14 lakhs. 

<P~ragraph 7.2> 

\ 
(ii) Short levy of stamp duty and registration fee 
on a lease deed amounted to Rs.3.61 lakhs. 

<Paragraph 7.3> 

, 



a. Non-taK receipts 

(i) A reviettJ of'! .. (tJOrk1ng of timber coupes a.rid 
timber depots' revealed the following: 

(a) Disposal of timber and firewood in auction 
sales below the average rates in 3 depots in April 
1989, Miy 1990 and November and December 1991 resulted 
in loss of revenue of Rs.8.63 lakhs. 

(Paragraph B.2.B> 

lb) Auction sales of teak poles at less than the 
seigniorage rates in 9 depots between November 1988 and 
January 1992 resulted in loss of revenue of Rs.31.07 
lakhs. 

<Paragraph B.2.9) 

(c) Failure to adopt common selling rate for 
rosewood l ogs sold to a c:ompany dur•1ng 1987-91 resulted 
in l oss o f Rs.18.78 lakh§. 

<Paragraph B.2.13> 

(d) Loss on account of non-recovery of selection 
charges in respect of timber sold in 7 depots during 
1987-91 amou~ted to Rs.13.47 lakhs. 

<Paragraph B.2.J4> 

(e) Faiiure of a company tc remove the rosewood 
logs selected by it from 5 depots during August and 
Septembe~ 1991 resulted in locking up of revenue of 
Rs.49.33 lakhs besides causing deterioration of the 
material. 

<Paragraph B.2.15) 

{f) Delay in remittance of demand drafts 
<Rs.584.06 lakhs) and call-deposit receipts <Rs.339.87 
lakhsJ relating to the period between April 1987 and 
December 1991 by B depots ranged between 25 days and 
1139 days. In one depot, call-deposit receipts worth 
Rs.46.77 lakhs shown as remitted to treasury in 
November 1989 were actually remitted only on 13th 
J anu.a. r y 1993 . 

(Paragraph B.2.19> 

Cit) In 2 divisions, arrears of seigniorage rate, 
from 19 wood-based interest and penal interest 

indus t ries amounted to Rs.250.80 
total ar~ears, Rs.218.08 lakhs were 
industries privately awned. 

lakhs. Out of ·the 
recoverable from 18 

<Paragraph B.3> 



(1it) Shar·t levy cf forest develop~ent ~ax in one 
case ~mounted to Rs.17.64 l~khs. 

<P.c.r agraph 8.4) 

(iv) Non-1ssuc:; uf 1-Jay perm1r·:; in r-es;:H~c t of 1.ron 
cffe removed from foi·e ·::;t 11 <:·:::ulLFC i.n eva.s1.on cf' ~·.:ay

pe r m1ts fe@ amountjng to Rs.13.92 l~khs . 

<Par·agra ph B. 7 ) 





CHAPTER 1 

GENERAL 

1.1. Trend of revenue receipts 

The 

Gave ·rnment of 
S tat e · s share 
aid rec eived 
year and the 
tt<10 y ears are 

ta x and non- tax revenue raised by the 
Karnataka during the year 1992-93, the 
o f divisible Union taxes and grants-in-

from the Government of India during the 
corresponding figures for the preceding 
given below: 

. ·"'"'"·-·-- -----·-··-···--·--·--·--·-·--··--------··--·---.. --·----·-- -----··------·-----·-----
199G-91 1991-92 1992-934 

{[n crores of rupees) 
·--·-··-----------------·· ---------------·--- -------
I• Revenue raised by the State 

6overneent 

la) Tax revenue 2332.12 2900.20 3097.Bl 

lb> Non-tax revenue 517.20 621.28 802.54 

Toh) 2849.32 3521.48 3900.35 

II. Rfteipts fl'Oll the 6overn1ent 
of India 

la) State 's share of divisible 
tluon taxes 600.35 782.08 931.97 

(bl Grants-in-aid 382.51 471 .91 589.34 

Total 1042.86 1253.99 1521.31 

m. Total receipts of the State 
6overn•ent (1 .. I]) 3892.18 4775.47 5421.66 

IV. Percenti(je of I to III 73 74 n 

<il The details of tax revenue raised during the 
year 1992-93 and for the preceding two years are given 
be lO\<I: 

• For de tails, see Stat e:nent No, 11 - Detailed account of revenue by 111inor heads in the 
Finance Accounts of the Government of !Carnat aka 1992-93. 
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2 

Revenue heads 1990-91 

1. Sales Tax 1316. 92 

2. State Excise 429.69 

3. Sta111ps and Registraticin Fees 144.28 

4. Taxes oo Vehicles 192.43 

5. Taxes oo Sood~ and Passengers 65.49 

6. Taxes and Duties on Electricity 52.72 

7. Other Taxes and Duties oo 
COlllllOdities and Services 67.78 

B. Other Taxes oo lncOlle and 
Expenditure 40.22 

9. land Revenue 15.36 

10. Taxes oo Agricultural lnc011e 7.23 

Total 2332112 

1991-92 1992-93 

<In crores of rupees) 

1653.23 1775.BO 

510.32 515.33 

206.01 224.38 

m.47 220.51 

82.06 10l1.84 

76.16 85.85 

70.82 77.39 

47.89 61.07 

17. 17 16.78 

9.07 10.86 

2900.20 3097.81 

Percentage 
of increase (+) 

or decrease (-) 
in 1992-93 
over 1991-92 

(+) 7 

(+) 

(+) 9 

H 3 

{+) 34 

{+) 13 

I+) 9 

{+) 28 

H 2 

(+) 20 

<+l 7 
----·----------·--·------·-·-·----·----~-------------------·----·-· 

Reasons for variations between receipts 
during 1991-92 and 1992-93, though called for from 
Government, have not been received <December 1993>. 

(ii) The details of non-tax revenue realised 
during the y•ar 1992-93, along with the figures for the 
preceding two years are given below: 

----·--·---·-------·-------·--·---··--·-···-----· -·--·-----------·---·---
Revenue heads 

1. Interest Receipts 

2. "iscellaneous General 
Services 

3. . Forestry and Wildlife 

1990-91 

2 

236.49 

24.73 

58.18 

1991-92 1992-93 

<In crores of rupees) 

4 

231.30 356.94 

40.90 126.57 

61.69 69.f'fl 

Percentage .. 
of increase (+) 

or decrease 1-l 
in 1992-93 
over 1991-92 

(+I 54 

{+)209 

(+) 12 



---- -------------·-
2 3 4 

---------------·-----------·----·--·------·----- ----------
4. Power 

S. Non-ferrous "ining 
and "et•llurgical 
Industries 

6. Village and S..all 
Industries 

7. "ajor and "ediu1 
Irrigation 

B. "edical and Public 
Health 

9. Co-operation 

10. Contribution and 
Recoveries towards 
Pension and Other 
Retire•ent Benefits 

11. Crop Husbandry 

12. Jndustries 

13. Stationery and 
Printing 

14. Others 

Total 
---·-----·---

4.16 

17.28 

50.25 

16.89 

10.48 

5.72 

6.74 

4.81 

8.52 

3.03 

69.n 

517.20 

69.bJ 36.67 (-) 47 

23.20 36.38 (+) 57 

33.47 21.lS (-) 36 

30. 15 16.45 (-) 45 

10.37 11.24 (+) 8 

9.49 8.43 (-) 11 

7 .15 S.97 (-) 17 

4.75 5.86 (+) 23 

8.89 4.73 (-) 47 

4.06 2.60 (-) 36 

86.23 100.26 (+) 16 

621.28 802.54 (+) 29 

Reasons for variations between receipts 
during 1991-92 and 1992-93, though called for from 
Government, have not been received <December 1993>. 

1.2. Variations between budget estimates and 
actuals 

1.2.1. The variations between the bud9et estimates 
of ~evenue for the year 1992-93 and actual receipts are 
given below: 
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---------- -·------ -----·--------------
Budget Actuals Variation Percentage of 
Estieates Excess (+) var iation 

Shortfall (-) 

<In crores of rupees! 
-- --·--.. ----- ------·----·--------·------.. ··-
l. Tax revenue 3478.11 3097.81 H 300.30 (-) 11 

2. Non-tax revenue 717.50 802.54 (+) 85 .04 (+) 12 

3. State's share of 
divisible lklion taxes 839.34 931.97 (+) 92.b3 {+ ) 11 

4. Grants-in-aid fro. 
the 6overn•ent of 
India 637.96 589.34 (-) 48.62 (-) 8 

---·------· Total 5672.91 5421.66 (-) 251.25 (-) 4 

1.2.2. The variations between budget estimates and 
actual receipts under the principal heads of revenue 
for the year 1992-93 are shown below: 

--------.. ------···--·----··-· .. ----··--··--------------·------·-----

Revenue heads 

Budget 
Esti•ites 

Actuals Variation 
Excess !+) 

ShorthlJ <-> 
<Jn crores of rupees) 

Percentage of 
variation 

-------·--1-------------·-·-··---2-·-----·--3 -····----·------4--·-----5---
-----·-···--··----------------···---···---··-----.. ---···----·-·-------------·------
1. Sales Tax 2033.00 1775.80 (-) 257.20 (-) 13 

2. State Excise 573.00 515.33 (-) 57.67 H 10 

3. Staaips and R~gistration 
Fees 275.00 224.38 (-) 50.62 (-) 18 

4. Taxes on Vehicles 224.00 220.51 (-) 3.49 (-) 2 

s. Taxes on Goods and 
Passengers 103.00 109.84 (+) 6.84 (+) 7 

6. Taxes and Duties on 
Electricity 75.96 85.85 (+) 9.89 (+) 13 

7. Other Taxes and Duties 
on COIMllOdities and 
Services 90.1s 77.39 H 12.76 H 14 

8. Other Taxes on lnc011e 
and Expenditure 71.00 bl.07 (-) 9.93- H 14 

9. land Revenue 20.00 16.78 (-) 3.22 H 16 
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...... -····-·· --· -···--··--·-·---··-· -- ... - .... -......... ___ . ... ---··--····--- ------····--·-·--· ......... --·--·--·--·-·-... ·-···- ------·-···---.... _ .. 

2 3 4 5 
' --··---------. · -·~ ... ·- --····--·-·-- ----· ... -····-·····-----·-··-·-·---···· ... ···- ... ·- ___ , .. , __ ................ ___ ·--·--··-·· ----·------- -·-··-··-----·--··- ·-· 

10. Taxes on Agricultural 
lncOflle 13.00 10.Bb (-) 2.14 (-) lb 

11. Interest Receipts 342.80 356.94 I•> 14.14 (•) 4 

12. Power 35.7l 3b.b7 (+) 0.% (•) 3 

13. Forestry and Wildlife 94.22 b9.C9 (-) 25.13 (-) 27 

14. "iscellaneous General 
Services 35.00 l2b.57 (+) 91.57 {•)262 

15. Village and S.all 
Industries 19.97 21.35 (+) 1.38 (+) 7 

lb. Major and "ediu~ 
Irrigation 24.00 16.45 (-) 7.55 (-) 31 

17. Non-ferrous Mining and 
Metal lurgical Industries :.'i.00 36.38 {+) b.38 (+) 21 

18. Industries 14.7b 4.73 {-) 10.03 (-) 68 
.... --------------·--------·-------·--·---·- -------·· ·---··------·--·--·--·--·------·---·-·~---··-··· 

The reasons for var i ations between the budget 
estimates and the actuals as reported by 3 departments 
(between September 1993 and January 1994> were as 
under: 

(a) Shortfall (10 per cent) under 'State Excise' 
was attributed to short collection of rent due to court 
stay etc. 

<b> In ' Stamp Dut y and Registration Fees · , 
shor.tfall (18 per cent) was reportf:.'dly due to 
restrictions imposed on sale of land around Bangalore 
for residential purpose, ·flood havocs in certain 
districts and other disturbances. 

<c > Under 'Forestry a.nd Wildlife ' , shortfall (27 
per cent) was mainly due to non-realisation of value of 
sandalwood sold. 

Rea.sane;; for variations under other: heads of 
revenue, though called for from departments/Government, 
have not been received <December 1993). 
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1.3. New taxation measures 

The particulars of changes in the e :< i sting 
pattern of taxation and anticipated increase in revenue 
along with actual realisation duf"'ing the year 1992-93 
are given belo11.1: 

Additional resources 
11easures Proposed Realised 

Cin lakhs of rupees! 

Percent-
age of 
Excess l+l 
Short-
fall H 

Re11arks 

---·--·-- .... ____ --r··-·-· .. ·-·····----·--·-·--··2··-..... _ ................. _ .. -···I .. ... --- ... ·-·· --...... -___ ................ -... -......... 5--------·· 

TaT sa:i!s ... ra-x:·-·· ... - .... -_ .................... ······---·····-··-·· .... -·-···-·-·- ·- -···-· .. -.......... --·----·--·-··· .. -···-··-··--·--· .. --.. --·-·····--·-··--·-- ·-

I1posi t ion of tax on 5300.00 3015.00 {-) 44 Shortfall was 
certain coa&Odities attributed to 
lilhich were hitherto withdrawal of tax 
exe11pt, increase in in SOiie cases and 
the rates of tax on exe1ptions grant-
certain cOlllOdities ed in certain 
and increase in the other cases 
turnover tax payable during the course 
by certain class of at the year. 
dealers. 

(b) Entry Tax: 

lapos1tioo of entry 11300.00 4313.00 (-) b2 Shortfall 1r1as 
tax on certain attributed 1ainly 
cOllllOdities Nhich to non-iAIJlosition 
were hitherto not of tax on SOiie of 
hnble the cOMOdities 

as originally 
proposed. 

lc) State Excise: / 
/ 

Ii l Increase in duty on 1623.00 1737.00 (+) 7 Excess was due to 
arrack, Indian increi!>e in sales 
liquor, fenny, beer 
and draught beer 

(ii) Increase in export 172.00 262.00 (+) 52 Excess was due to 
duty and i1port fee increase in 
on lnditn liquor export and i1port 
and beer 

!iii) Increase in litre lb2.00 185.00 (+) 14 Reasons not 
fee on Indian furnished 
liquor and fenny 



--------------
2 

-------·--·----·---· .. ·- · 

tiv> 'Increase in licence 
fee for arrack 
bottling uni ts, 
distilleries, wine-
ries, breweries, 
alcohol based 
industries etc. and 
label approval 
within State and 
outside State etc. 

!dl l'lotor Vehicles TaK: 

Increase in tax in 
respect of goods 
vehicles, •axi cabs, 
stage carriages, 
.ator cabs and 
jeeps, .ator cycles, 
ordinary and 
luxury buses. 

Grand Total 

320.00 

71.77.00 

936.00 

19893.00 

7 

1.4. Cost of collection 

---·-·~·-

3 4 

195.77 (-) 39 

2379.77 (+) 5 

1132.00 (+) 21 

10839.77 

---
5 

Shortfall was 
attributed •ainly 
to non-realisa-

- tion of revenue 
due to court 
cases. 

Excess was 
attributed to 
increase in 
nu~er of 
vehicles. 

The gross collections in respect of major 
revenue receipts, expenditure incurred on their 
collect ion and the percentage of such expenditure to 
gross collections during the years 1990-91, 1991-92 and 
1992-93 alongwith the relevant all-India average 
percentage of expenditure on collection to gross 
collection for 1991-92 are given below: 

---···--- - -· 
Revenue huds Yur 6ross Expenditure 

callee- on collec-
tion ti on 

<In crores of rupees> 
------1- -·-----2....-----3--··-- 4 

1. Sales Tax 1990-91 1371..94 15.b4 
1991-92 1658.82 19.10 
1992-93 1775.80 21.26 

2. State Excise 1990-91 430.81 10.84 
1991-92 513.73 11.79 
1992-93 515.33 13.48 

Percentage 
of cost of 
col lee ti on 
to gross 
collection 

3 
2 
3 

All-Jndia average 
percentage for 
the year 
1991-92 

b 

l.S 

2.5 
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2 4 5 
.. ---------·-----·-·-----··-------·-----·-----·-----·-----------···-·-

3. Taxes on Vehicles 1990-91 192.bO 5.23 
1991-92 227.bS b.41 
1992-93 220.51 b.37 

4. Stalllj>s and Regi- 1990-91 14b.3b b.8"2 
stratioo Fees 1991-92 209.59 9,07 

1992-93 224.38 9.33 

5. Taxes on 1990-91 7.34 0.31 
Agricultural 1991-92 9.21 0.32 
Income 1992-93 10.Sb 0,34 

1.5. Uncollected revenue 

3 
3 
3 

5 

' 4 

4 
3 
3 

3 

s 

(Not 
ava1lablel 

As on 31st M~rch 1993, arrears of revenue in 
respect of principal heads of re 1 enue, as reported by 
the departments concerned are given below: 

--------- __ . ··-·--··- -- ·-------···- ··---- __ !._ __ !_~---·· ~-':.::?.~!::~-~! ____ .!:~pee~~-

Head of revenue 
Amount of 
arrears 
as on 31st 
11arch 1993 

Arrears 
IMlre than 
5 years 
old 

lln crores of rupees) 

Re•arks 

------······ --------1---- ·---------··· --- 2· ----·-- ----· -·--- ··--:r · ----- ---- ·--· ···-------- -·-·-·4----------

1. Sal es la~ 255.91 

175.7b 

f 

57.:ro 

Out of Rs.255.91 crores, 
Rs.b0.19 crores had been cert1-
f 1ed for recovery as arrears of 
land revenue, recoverry of 
Rs.59.60 crores had been stayed 
by the ~uurts, Rs.10.28 crores 
could not be recovered due to 
ttie dealers bec0i1ing insolvent 1 

Rs.2.39 crores were likely to 
be wr1tt~n off and balance of 
Rs.123.45 crores was under 
various stages at act100. 

Of the totil arreirs of 
Rs.l7S.7b crores, Rs.:ro.71 
crores had been certified for 
recovery as arrears of land 
revenue, recovery of Rs.94.23 
crores had be2n stayed by the 
courts and balance of Rs.50.82 
crores was under various 
stages of actioo. 



3. Taxes on Vehicles 

4. Taxes on Aqricultural 
Inc011e 

5. Fores t Receipts 

b. Entry TaK 

7. Entertain1ents Tax 

9 

2 

3.38 

S.59 

27.97 

20.22 

2.00 

3 

0.26 

f 

4.55 

I 

* 

4 

Out of the total arrears or 
Rs.3.38 c~ores, Rs.0.53 crore 
had been certified for recovery 
as arrears cf land revenue, 
recovery of Rs.0.13 crore had 
bP.en stayed by the courts, 
Rs.0.45 crore was likely to be 
written off and arrears of 
Rs.2.27 crores were under 
various stages of action. 

CNt of Rs.S.59 crores, Rs.0.18 
crore had been certified for 
recovery as arrears ot land 
revenue, recovery of Rs.2.98 
crores had been stayed by the 
courts, Rs .0.01 crore was 
likely to be written off and 
Rs .2.42 crores were under 
various stages. of action. 

Of the total arrears of 
Rs.27.97 crores, Rs.b.3b crores 
had been certified for reco~ery 

as arrears of land revenue, 
Rs.2.03 crores were likely to 
be written off and arre.lrs of 
Rs.19.58 crores were under 
various stages of Jction. 

Of the arrears aMOUnting to 
Rs.20.22 crores, Rs.2.51 crores 
had been certified for recovery 
as arrears of land revenue, 
recovery of 'Rs.10.bb crores had 
been stayed by the court~, 
Rs.O.Ob crore could not be 
recovered as the dealers becaae 
insolvent, Rs.0.03 crore was 
likely to be written off and 
Rs.b.96 crores were under 
various stages of action. 

Of the total arrears aMOUnting 
to Rs.2 crore, Rs.0.13 crore 
had been certified for recovery 
as arrears at land revenue, 
recovery of Rs.0.18 crore had . 
been stayed by the courts and 
arrears of R5.1.b9 crores were 
under various stage5 of 
action 
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B. Profession Tax 10.38 

Total 501.21 

10 

3 

I 

4 

~t of the totil arrears of 
Rs .10.38 crores, Rs.0.53 crore 
had been certif ied for recovery 
as arrears of land revenue, 
recovery of Rs.0.01 crore had 
been stayed by the courts and 
the balance of Rs.9.84 crores 
~as under var iou~ stages of 
action. 

---* --o e tai is-C:a.11 e·::r"far·-Trom-fh_e_ depar'tmentTn-- Apr i i 
1993 have not been receiYed <December 1993>. 

1.6. Remissions and write-off of revenue 

In the For·est Department, in 254 cases, 
arrears of revenue aggregatjng Rs.319.94 lakhs 
pertaining to the y~ars ff'om 1957-58 to 1988-89 were 
wr· itten off during the yP.ar 1992-93. This includeci 
Rs.207.28 lakhs repr P. senting cost of fir~wood due from 
the Karnataka State Forest Industries Corporation and 
Rs.81.13 lakhs being cost of timber due from the Social 
Welfare Department wr i tten off as per Government orders 
<September 1992 and November 1992). The balance of 
Rs.31.43 lakhs \<i <ls written off on grounds, such as, 
records not traceable, whereabouts of defaulters not 
known and other reasons . 

1992-93, 
below: 

Refunds 

Position of 
as reported 

refund cases duf'ing 
by 3 departments i? 

the year 
indicated 

--- ·-·--------·-·· .. ---·---··--------·----·-----·----·----·--------·!~~!_-~!!_ lak~~!~~~~ 
Naat! of Clait1S for refund Clailt!i Nee i ved Rt!funds .ade Balance outstanding 
depart- outstanding as at durir.g the year during the year as on 31st "arch 
111ent the b~ginnir.g of 1993 

the ~ear 

Nullm Nu.bt!I' rtllber tblber 
of of of of 

cases Alioont cases Allount cases IWount cases Alount 
i10tor_. __ .. ___ .. _______ .. _________ ·--·-·--------............... --·-···· .. ---·--·--·--·--·--·--.. --·--·----·-------·- ·---·---

Vehicl!!s 1312 14.38 b04 24.Sl: b49 19.89 l2b7 19.05 

State 
Exe is~ 

Forest 

294 35.b4 1010 

45 

223.15 957 200.09 347 SS.70 

6.92 45 6.92 
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Particulars in respr.'!ct of 
departments, though called for in April 
been received <December 1993). 

1.8. Assessments in arrears 

the remaining 
1993, have not 

At the end of the year 199~-92, a total 
number of 9,36,368 assessments <Sales Ta": 2,11,524, 
Agricultural lncome·- tax: 7, 186, Entertainment Tax: 
33,963, Entry Tax: 33,829 and Professton Tax: 6,49,866) 
were pending finalisation in the Commercial Taxes 
Department. Deta.ils of the position relating to 
1992-93, though called for from the department in April 
1993, have not been received <December 1993>. 

1.9. Internal audit 

State Excise Department 

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

Out of 170 offices to be covered by internal 
audit, only 113 offices were audited during 1992-93. 
Shortfall was attributed to inadequacy of staff. 

Motor Vehicles Department 

Internal audit wing has been functioning 
since 1960. At present, it is manned by 6 Accounts 
Officers, 14 Superintendents and 23 Auditors posted in . 
different offices. 

a.udited 
1993-94. 

During 
and the 

1992-93, 57 off ices 
rema1ning 2 offices 

Forest Department 

(out; of 5 9 > we re 
were covered in 

Internal audit wing has been functioning 
since 1962. At; present, there are 4 internal audit 
uni ts in the department each consisting of a 
Superintendent and two Auditors. 
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Du r ing 1992-93, no internal dud it was 
conduc ted t ~ough 31 units had been identified as units 
requ.iring internal au.dit. Specific reasons for the 
total omission to conduct internal audit during 
1992-93 , though cal led for from the department, ha.ve 
no t been received <December 1993). 

Commercial Taxes Department 

Internal audit wing has been ·functioning in 
the Commercial Taxes Department since October 1970. The 
S t ate is divided i11to 12 Commer"cial Ta.xes divisions. 
Ea.c h division has two internal audit parties; o~e 
headed by an Assistant Commissioner of Commercial Taxes 
and the other by a Commercial Ta x Officer and each 
assisted by two Commercial Tax Inspectors. 

Out of 387 offices, only 129 offices were 
audited by the internal audit parties during 1992-93 of 
whic.h 83 offices were a.udited after the completion of 
statutory audit defeating the very purpose of internal 
audit. Arrears in internal audit were attributed to 
some posts remaining vacant. 

The details of objections raised by internal 
audit and their clearance are shown below. It would be 
seen that the percentage of clearance of number of 
ob j ections ranged from 6 to 64. 

-·------------.. -·---·----·- ·--------.. --·--------~ Am~u~_! ____ :i_~.--! a k ~=-'2..!.. rupee :2.. 
Naoe of the fXJ jections flljections llJjections Percent-
depart•ent Vear raised settled pending iqe of 

clear 
tlufl!ber Aomt ~er AQmt ~er Ammt ance of 

cases 
---·--1'-··--·--·-------2-----.. -·-3-·-·-4··-·--·------5··---·----1--·-·----·-7-····--·-9· .. -.....--·---· ·--9---

.1. State Excise 1990·-91 156 1392.32 106 1191.31 50 201.01 
1991.-92 233 bbb.?2 1b4 199.47 69 467.75 
1992-93 27:9 2355.90 52 67.99 171 2287.91 

619 4404.44 322 1447.77 'f'6 2956.67 52 

2.Motor Up to 
Vehicles 1991-92 2397 207.00 7:94 22.37 2103 1B4.b3 

1992-93 335 30.99 27'9 15.49 56 23.50 
2732 245.99 573 37.96 2159 2QB.13 21 

3. Forest Upto 
1999-90 2584 676.37 177 38.50 2407 037.ID 
1990-91 120 627.96 128 627.96 
1991-92 290 780.75 290 780.75 
1992-93 f 

3002 zoas. os l7Z 30.~2 2825 2046.~8 6 
* No internal audit was conducted 
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--·---·---··---------··-·--M ........ __ , -· .. -·--~- ·-- .. ---- .. - .. -----·--·---.. -------·-·- · .. ----.. 
7 

4. Coawae re i al ~to 
Tues 1981Hl9 660'1 243.b3 5114 103.b'1 1495 13'1. '14 
Dtpartatnt 1989-90 1225 78.b3 702 30.30 523 49.27 

1990-91 1635 182.66 758 42.79 877 131/ .87 
1991-92 1199 210.bt 554 59.5b b4S !51.05 
1992-93 500 71,4g g~ i~.!e !35 ~4,99 

lllb8 780.99 7193 252.89 3975 534.11 64 
------

_________ .. ________________ 

1 .10. Results of audit 

Test check of the records of Sales Tax, 
Agricultural Income-tax, State Excise, Motor Vehicles, 
Forest and other Departmental offices conducted during 
the year 1992-93 revealed u nder- assessments/short 
levy/loss of revenue etc., amount i ng to Rs.11,625.91 
1 akhs in t 942 cases . Dur i ng the course of the year 
1992-93 the concerned departments accepted under~ 
assessments, short demands etc., of Rs.2582.62 lakhs in 
1365 cases of which 9 cases involving Rs.3.02 lakhs had 
been pointed out in audit during 1992-93 and the rest 
in earlier years. In 23 important audit observations 
involving Rs. 54.34 lakhs issued to 
departments/Government, the departments recovered the 
entire amount at the instanc e of audit. 

This report contains 49 paragraphs including 
2 reviews involving financial effect of Rs. 2977.11 
lakhs which illustrate some of the maJor findings of 
audit. The departments/Gov e rnment h a ve accepted audit 
observations involving Rs.218.79 lakhs of which Rs.3.66 
lakhs have been recovered up to December 1993. Audit 
observations with a total revenue effect of Rs.2.89 
lakhs in 3 cases have not been accepted by the 
department$/Government; but their contentions have been 
found at variance with the facts or legal pos1tion and 
these have been appropriately commented upon in the 
relevant paragraphs. No reply has been received in the 
remaining cases <December 1993>. 

1.11. Outstanding inspection reports and audit 
objections 

Audit objections on incorrect assessments, 
short levy of taxes, duties, fees etc., as also detects 
in initial records noticed in audit and not settled on 
the spot are communicated to heads of offices and to 
the departmental author i ties through inspection 
reports. The more important and serious irregularities 
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are reported to the heads of· depart.men ts and 
Government. In addition, statements indicating the 
number of objections outstanding for over six months 
are also sent to GQvernment fo r eKpediting their 
settlement. Governmert have prescribed a time limit of 
one month for furnishing replies to audit objections. 

At the end of June 1993 , i n r e s pect o f 
inspection reports issued up to end of December 1. 992, 
2318 reports containing 6452 audit objec tions involving 
an amount of Rs.282.64 cro r es were st i l l to b~ s e ttled 
as per details given below along wit~ the corresponding 
figures for the preceding two years. 

------ - -
, At the end of 

Jun2 June June 
1991 1992 1993 

-----N---· 

Number of outstanding 
inspection reports 1873 2040 . 2318 

Number of outstanding 
audit objections 5696 6041 6452 

Amount involved 
<In crores of rupees) 193.93 227.91 282.64 

Vearwise break-up of the outstanding 
inspection reports, audit objections and amount 
involved as at the end of June 1993 is given below: 

Numb.er of Number of Amount of 
outstand- audit receipts 

Vear ing inspec- objections involved 
ti on <In crores 
reports of rupees) 

Up to 
1988-89 821 1694 104.30 

1989-90 281 802 41 .83 

1990-91 324 1194 24.72 

1991-92 433 1229 30.08 

1992-93 459 1533 81.71 

Total 2318 6452 282.64 
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Out of 2318 ir.spection reports which were 
pending settlement, even first replies have not been 
received (June 1993) in f'espect of 121 inspe..:tion 
reports containing 455 audit objections involving an 
amount of Rs.13.56 crore s. The pendency of these 
reports was reported to Government between August 1993 
~nd October 1993. 

The receipt-wise break up of 
inspection reports. audit objections 
involved therein as on 30th June 1993 
below: 

outstanding 
and amount 

is indica.ted 

·----·---- ----· .. ---·---------- - - ·-·-· 
Nullber of Nutiber of Alount of 
ou~shnd- outstand- receipts 

Nue of Na.e of the receipts ing inspec- ing audit involved 
depart•ent ti on objectioos Un crons 

reports of rupees> 
--------- ·----

t. Finance (i) Sales tax, Entertain1ent 
tax, Entry tax and 
Profession tax 994 3797 36.08 

(ii) Agricul tural Inc01e- tax 38 345 3.23 

(iii) State Excise Duty 240 425 97.12 

2. Reven1.1t- (i) Land revenue 333 652 90.74 

{ii} Stup duty and 
registration fees 475 556 6.48 

3. Forest, 
Envircn•ent 
and Ecology . Forest receipts 168 305 32.bl 

4. Hme and 
Transport l'totor vehicles tax 70 372 16.36 

Total 2318 6452 282.64 
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CHAPTER 2 

SALES TAX 

2.1. Resul t s of audit 

Test check of records in Sales Tax Offices, 
conducted in a.udi+; dL1ring the year 1992-93, disclosed 
under-assessments of tax, non-levy of penalty etc., 
amo~nting to Rs.873.23 lakhs in 1,106 cases which 
broadly fall under the follow1nq categories: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

Non-l~vy/short levy 
due to turno ver 
escaping ta:< 

Incorrect grant of 
e·xempt ion from tax 

Non- levy of penalty 

Non-levy/short levy 
of tu.rnover tax 

Short levy due to 
incorrect classifi
cation of goods 

Sale of assets not 
brought to ta:< 

Other irregularities 

Total 

Number 
of 

cases 

546 

54 

137 

193 

60 

18 

98 

Amount 
<In lakhs 
of rupees) 

582.50 

98.66 

63.97 

50.89 

26.47 

3.25 

47.49 

873.23 

During the course of the year 1992-93, the 
concerned department accepted under-assessments etc., 
involving Rs.332.94 lakhs in 976 cases which had been 
pointed out in audit during earlier years. A few 
illustrative cases and the results of a review on 
'Internal controls fo r assessments under sales tax in 
the Commercial Taxes Department ' involving Rs.355.16 
lakhs are given in the following paragraphs. 
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Internal control£ for assessments un~er 
sales tax in the Commercial Taxes 
OP.partment 

Introduction 

iGternal controls are 1ntended to prov1d~ 
reasonabl•'? .lssurance for prorr.pt anct effic.ie.nt ser·,•ic~ 

and for adequate safeguards a.ga.i.rst eva~jon of ta ·!'<es 
o.nd dut1-es. They .;ire f'f'eant to promote P.nforcement of 
compliance ~"1th l-1.ws, rules and departmental 
instruct1ons and help in prevention and detection of 
frauds and other lf'T"PQl.llar1ties. They a. lso hE'lp in 
creation of reliable f1nanc1al and management 
information system. 

The 1 evy of tax on the purchase or sale of 
goods in U-. ... State is governed by the K;:irnataka S~ies 

Ta!< Act, 1957 <the Act), Rules framed thereunder, 
departmental manual and instructions issued by 
department from time to timP . The provisions governing 
returns, intt? r a.11<1, require that p·.;ery •iea.J.er :::.ubmits 
a stn.temQnt of tur"nover ever / morith .;i.nd <> 1~eturn of 
tu.rnover for to- ach year. F::1ilure ta submit the return 
is an oft· 2nc2 and the prescr1bed authority may c=tccept 
from any pers•:Jn who lia.s committed such an offence, by 
way of c omposit10~, a s um of money not exceeding 
Rs.!,000. The Sales Ta x laws envisagE ~dvance paym~nt 

of tax, f1nal1s<1.t1cm of asse<:sment by· the assessing 
author1t:1 tvith1n three years fi-n•TI t.he date ot fili.ng 
annual retul"'n, penalty· for default: in making payment 
etc:. The Act and Rules pro v ide fo,- maintenance of 
registers ~nd r2cords for different stages of action. 

2..2.2. Organisational set- up 

The Commercial Taxes Department is he~aed by 
the Commissioner of Commercial Ta:--e·;;. At pres@nt. he 
is a.ssi'.:;t~d b).' 5 Additional Co1lltnissi.oners of Commer·r:i.:il 
Ta).:es at headquarters. The Sta.te is divided into c; 

Commercial Ta:<es d1vi<:1ons (12 from 1992-93). Each 
division is heacii:fd by ..i Joint Commissioner of 
Commercial Taxes <Admrd. Assessments under the Sales 
Tax Acts are mad~ in the off ices of the Deputy 
Commissioners of Commercial Taxes, Assistant 
Cammi ssioners of Commercial Taxes and Commercial Ta>< 
Officers in the divisions; then~ were 366 such 
assessment offic@s 1n the State during 1991-92. 

AG-5 
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2.2.3. Scope of audit 

A review on the working of internal contr9ls 
for assessments of dealers under sales tax in the 
Commercial Taxes Department . 111as conducted durinq 
Janu~ry 1993 to August 1993 with a view to ascertaining 
their effectiveness and adequacy. For this purpose, 
test check of records relating to the period 1987-Be to 
1991-92 in the office of the Commissioner of Commer~ial 
Taxes, 4 divisional offices <Bangalore, Bc.ngalore City 
. I I, Dava11agere and G\.1lbarga) and 22 assessment off ices 
Llnd~r them and detailed scrutiny of spec:if1c items of 
rP.co1·ds of 1990-91 and 1991-92 in 11 other assessment 
offices were conducted during January 1993 to A1..1gust 
1993 ~ 

2.2.4. Highlights 

< i) There were delays up to 44 months in the 
receipt of monthly .and annual returns of turnover from 
dealers, but no penalty was levi1>d. Failure/delay in 
the issue of not ices in 8 cases resulted in non
imposi tion of penalty of Rs.23.40 lakhs. There is no 
provision jn the t<.1rnataka Sales Tax Act tor levy o ·f 
interest on short paid taK for the p eriod of default as 
in other States like Mahara~htra. 

(ii .> 2.12 
finalisation dt 
37 39 per 
achieve the 
assessments. 

(Paragr~phs 2.2.5 and 2.2.b> 

.. 
lakhs assessments were pending 

the end of March 1992. On an .a-.r'l'rage, 
cent of assessing officers failed tn 
ta.1•gets prPr::a::ribed tor di-s.posal of 

In b off ices, 166 assessments involving 
demands amJregating Rs.58.22 lakhs wer·e finalised in 
the third year i.e.,. at the f .19 end of the pr~scribed 
period result i ng in bel atP.d rea J 1 s:at ion of revenue by 
Government. 

<Paragraph 2.2.7) 

Ciii) In 357 c:ises , tr•msac:tions aggregating 
Rs.112.02 cr1:.res wE<re ;ll lnwed ext!rnption on the basis of 
declar·atjons .lfi Fc• ' '1! .'!.2 withr:mt cross verificdtion. 
Transac tion s t nr· n::; .!.~Ob cro es r:?.lating to 5 dealers 
for which such exempt101cs were allowed were not r.:ross-
1/<?r~ fied b efore cancellation of thei...- r-egistration. 

CPardgraph 2.2.B> 

Ci v) Prov is ions and proc. ~du;·es · regarding 
ver\fication of sales by who esale dealers to retail 
dealers, shop inspect .ion s and test purchases by 
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assessing authorities, intended to ensure proper 
accounting of transactions by dealers and payment of 
t~K due, were generally not observed. 

<v> Verification 
account5 of ir~dustrial 

involYing taK cancessiQn 
31 manufacturing dealers 

<Paragraphs 2.2.9 and 2.2.tt> 

of stock and utilisation 
inputs worth Rs.S.05 crores 
~f Rs.19.42 lakhs purchased by 
was not done as require~. 

<Paragraph 2.2.10) 

(vi> In b offices, 250 cheques amounting to 
Rs.91.41 lakhs rect'!ived du,•ing 1990-92 were presented 
for ~ollection after delays of 11 days to 92 days. In 
one office, delays ranging from 11 1nonths to B years 
wer~ noticed in the collection of 10 cheque~ 

aggregating Rs.r...10 lakhs. 

[n 2 other offices, 87 post-dated cheques 
amounting to Rs. 7 .89 lak~ ·.s encashable only after 2 -
167 days were accepted. Acceptance of post-dated 
cheques .is not only against th~ financial principles 
but gives financid.l accommad~tion to the dealer~. 

<Paragraph ·<~. 2. l~O 

<vi. i > 62 Registers of DCB revealed otnission~ to 
book d~mands aggregating Rs.42.09 lakhs in 34 cases., 
delays o'f 1 to 18 months in entering d~mands 
aggregd.t;.ng Re;;. :5.98 lctkhs and omissions to carry
forward demands amounting to Rs.7.59 lakhs in 19 cases. 

In one case, as against the actual taK 
collection of Rs.02. 73 lakhs, an aMOUnt of Rs.BB. 73 
lakhs was entered in the 62 Register. As a result, the 
taK cte111and against the dectler for the year 1990-91 eiita!r 
reduced by Rs.6 lakhs. 

<Paragraph 2.2.13l 

<viii) In 176 cases involving taK etfe~t of Rs.6t.7a 
lakhs, re-assessments based on reports of IntE!1 l iuencf" 
Wing were made after delays up to 40 months aftP.r ~he 

prescribed time limit of 2 to 3 months 'f'esul ting in 
delays in raising demands. 

(iK) Delays ranging from 18 days to 240 days w~re 
noticed in serving demand notices: in 691 cases with t aK 
effect aggregating Rs.114.70 lakhs. This resulted not 
only in the belat~d realisat.io~• cf reit"enue but also in 
unintended benefit to the dealers4 

<Paragraph 2.2.17> 
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b<} Al-rears in internal audit of assessments 

<ranging from 46 pe'i" c~nt to 59 per cent)~ delay in 
sett:lement of objections p;:>inted out by the internal 
a.udi t wing etc.~ rendP.red the internal audit system 
weak and ineffective. 

<Paragraph 2.2.20) 

2.2.5. Statement of monthly turncver 

Under the Act and the Rules ~ade thereunder, 
every dealer ts required to send to the assess1ng 
auf;hor1ty a monthly statt=iment in the pre~crihPd form 
<Form 3> conta1ning the particulars of tax able turnover 
du;~ing the precE>d1ng month, uiithin 20 days dfter' the 
close of the month to which such statement relates. The 
return i s to be accompanied by proof of payment of 
advance tax, such as~ a treasury c::ha.llan or a. crossed 
post-3.l order/cheque/dcma.nd draft. F~r the a.mo1Jnt ·:;hart 
r .emitted, if a.n;:, the as·scssin-y ::iuthor1ty is ri:iquired 
to serv~ upon the dealer a demand notice in the 
prescribed torm <Form 5 ) requiring h1rn to pay the sum 
with penalty as prescribed und~r the Act. The penalty 
prescribed under the Act ts in the form of interest and 
1s equal to of'e and a half per .:: er.I; ot the amount of 
tax 1~em a ining unpaid f01- each month for th1:! fi;-sf; three 
months ancl a. t t~-iu and a h.J.lf p~r cent of such a1r10L1nt 
for eac~ subsequent month so long a~ the default 
continues. B.~serl on certain judicial pronouncements, 
the Co~nissioner o~ Commercial Ta~es ha~ · clar1 fied 
<Sept:::?mher 1983 a.nd April 1.989> th<C1t issu~ ot a. notice 
is mandator·y and it ts only after the r>ot1ce is served 
upon th@ dealer and after the time limit specified has 
e~pired, the penalty LS collectable. 

If the dealer fails to subifli t the monthJ y 
statem~nt or if the statement submitteci b y him appears 
to be incor,..ect or ,incomplete, the assessing auttlority 
may assess the di>aler prov,isional)y for t.hat tnonth to 
the bes·~ of his judgement • . 

As per the inst.rur.tions issued by the 
Commissioner of Commercial Ta,.;es, the receipt of 
mor.thly st.atements of turnover is watched through T - 1 
Register. This reg1ste!' is to be submitted to the 
assessing authority· at the end o"f every month with an 
abstract sho1.o1ing part1r7.ulars, 1nter alia. of the 
dealers from ~hom such st~tements have not been 
r~ceived, date of issue of notices to them calling for 
the statements and date of service of the notices. 

Scrutiny of T-' Registers vis --a--i,is the 
manthlv statements of turnover rf.lceived in 11 ott1ces, 
und<r:r the jurtsdictior. of four divisions, conducted in 
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respect of about 50 per cent of th~ a~a~~~m~nt~ 

finalised during 1990-91 and 1991-92 revealed ~hat: 

Ci) In 1() out of 11 offices, abstracts showing 
details of monthly statements not rece1veG, da-ces of 
issue of notices calling for statements etc., were not 
drat.in iri the T-1 Reqisters regularly every month and 
the registers were not submit~ed to the assessing 
authorities, as presc1·1beo. 

<ii) Of '1486 assessments scrutinised in the 11 
offices, delays ranging from 11 doys to 43 months in 
the submission of the monthly statem~nts by the dealer~ 
were noticed in 1390 cases. However, penalty by way of 
composition of t~e offence, a.·,; presct· it-ed under the 
Act, was not imposed i~ any of these cases. 

< l ii> Of these, in Bang a 1 ore city and Tumku.r and 
Bidar districts, in 5 cases, where omissions to pay tax 
as per the statements c,f montnly turnover, aggregating 
Rs.45.46 lakhs were noticed, the assessing aL,thor1t~ i?S 

failed to issue notices Cn Form 5 to the dealers 
requiring them to pay the sums payable by them along 
with penalty as prescribed under the Act. This 
resulted 1n non-impositian of penalty amountinq to 
Rs.6.83 lal<hs. 

2.2.6. Annual return of turnover 

Every registered aealer and every dealer 
liable to get himself registered under the Act is 
rf!qu ~red to suhm it a ·re turn o+ -~urnov£T in t-orm 4 
annually to the assessing authority so as to reach it 
within 60 days after the close of the year sho1>1ing t ' "tE: 
actual ~otal and taxable turnover. If the full a.mount 
of ta x payable as per the return is not paid alongwith 
the return or hus not been pa id in advance, ,;he amount 
p.:iyable by the dealer along with pen.:1.lty is to be 
demanded by the assessing authority by serving a notice 
tn Form 3A. fhe Commissioner of Cummercial Taxes had 
clarjtied <September 1983 and April 1989) tha.t the 
issue of notice ts mandatory and the assessee becomes a 
defaulter only when he does not comply with the 
requirements of that notice. 

If the return is found to be correct and 
complete, the assessing nLtthority shall finalise the 
assessment as per the r·eturn and serve upon the de;;ler 
a demand nottce jn Form 6 for balance of tax found to 
tle due. If no return is subm1 tted by a dea. ~er or l f 
the return submitted by him appears to be incorrect or 
incomplete, the assessing authority sha.ll assess t:ie 
dealer to the best of his judgement. 
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No control register 
the Rules for watching the 
returns of turnover though the 
~r~ noted in E-Notice Regjster 
workt-r. 

It was c~served that: 

ha:> been prescribed in 
receipt of the annual 
receipt of t~ese returns 
maintained by P.ach case-

(i) Of the 4486 assessm~nts reviewed in audit, in 
288 cases, delays in the submission of the annual 
returns ran~ed upto 44 months but no penalty by way of 
composition of the offer.ce 1.ias impL-:ed in any case. 

<i.i) In Bc.ngalore city ant: Tumkul"" t.h<::·trict, in 3 
cases, where omissions to pay tax as per the annual 
returns of turnover agyregati.1g Rs.49.04 lakhs und 
pertaininy to the asses~Tient years 1987-88 to 19'7'0-91 
occurred, the assessing authorities failed to issue 
notices ir : Form 3A to the ~ssessees requiring them to 
pay the svms with pena.lty as prescribed in the Act. 
This resulted in r on-impos it io.1 of penalty amounting to 
Rs.16.65 lakhs. 

Ci ii) Under the t<arnataka Sales Tax f\ct l an 
a.s5essel"' who ha.s not · paid full tax on self-assessment 
as per his monthly/annual returns becomes a. defa\.llter 
only if t;e does not comply with the rt'qu i rements of 
not ice to be s~rved by t; ·~ Departm~nt for· payment of 
s:hort p3id ta.x a.nd penalty is collectable only after 
th~ time limit prescribed in such notice expires. 
Accorci1ng to the :13rification i~sued by the 
Commissioner of Commercial Ta~es in September 1983 and 
c~or1 l 1989 the · is~ue of notice is mandatory in such 
cases and if such a notice is not served by the 
Derartment, no penalty c&n be imposed on the defaulter 
as5essee. There is no provision in the Act for levy of 
jrtere~t for delay in payment of ·tax due on self
assess:m€nt ;:is in other States li .. :e Maharashtra 1r.1here 
t hi? as ·s.e~'·SP.1! ha.s to p.Jy intere?st on short paid ta:{ for 
l:he P€·1· ioci of default irrespective t:>f" any such notice. 

Assess•ents in arrears and shortfall in 
achievement of targets by assessing officers 

As reported by the department, 2,11,524 
~ssessments Cper~ain i ng to Karnataka Sal~s Tax and 
Central Sales Tax> were p@nding finalisation at th~ end 
or tne yea,r 1991-92 . lhi? re]e\1 ant detai lo::; f'elat1ng to 
th~ 3 years from 1989-90 to 1991-9'2 ar'? given in the 
tab 1 e b <.:! l ow : 
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-·-·- .. - ------- -... ------ ------ - ------ -----.. -~ ··-·---·-------------·--------

Year Nwlber of Nwlber of lotal Hullber ~11r uf Nultl~r Qf Pm=~nt-
assecs11ent~ co.ses be- of assess- aSS!Ss- asses~nts 111}1! of 
pending at CC'1tng due 1ents due men ts per . .:ting fi- 6 to 4 
the beginn- for assess- for CCMlple- CCMlpleted nahs.itiOi' 
ing cf the 1ent during ti on during during .it the tnu 

year the year the year the year of the yur 
the yur 

2 3 4 s b 7 

1989-90 2,47,31:7 3,22,575 . 5,69,942 3,59,751 2,11,19i 37 

1990-91 2,11,191 3,37,930 5,49,121 3,38,787 2, 10,334 lB 

1991-'f2 2, 10,334 2,40,730 4,51,0M 2,39,540 2,11,s~.; 47 

Of the 2, 11, 524 as!"essments pend inq 
finalisation at the enJ of 1991-92, 1,49,009 C70 per 
c _ent) related to 199()-91, 52,830 <'.25 per cent) related 
to 1989-90 and the remaining 9,685 CS per cent) relat~d 

to 1988-89 and earlier years. ~s per thP. Karnata~; a 
Sales Tax Act, 1957, no assessment shall be made after 
a p~riod of 3 years from the date on which the return 
for that year is submitted by the dealer. 

A review of dis~osal register~ in 11 offices 
revealed that of 8,957 as~e~sments finalised during the 
years 1990-91 and 1991-92, as many as 2,451 assessments 
C27 per c~nt) were finalised .only during the third year 
resulting in ~onsequent delay in raising of demands and 
realisation of revenue. In 6 out of 11 offices 
checked, the balance of tax demanded as per 166 
assessments finalised during th~ third ;ear ·amounted to 
Rs.58.22 lakhs which resulted in retention of the 
amount by the dealers and belated real~sat~on of 
revenue by the Government. 

The Commissioner of Commercial Taxes in hi.s 
circular of 4th July 1987 prescribed the targ ? ts for 
disposal of assessments, in terms of points, to be 
attained by the various assessing authorities. It was 
specifically required that no officer should lag behind 
in achieving the targets. Whe r e an offic~r goe<:. on 
leave, he i. s required to make u p fo r the short f ~ l l i.n 
the next 2 months and, at any rate, at the end of the 
rear, i', assessing ofticer ' s disposals should not be 
less than those calculated as per the no r ms fixed. 

Review o f the diaries of 70 assessing 
officers of 3 divisions for 1990-91 and of 97 asse~s . ng 

officers of 4 d i. visions for 1991 - 92 r evealPd that an 
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average of 37 39 per cent of assessi ng off1cer·s 
failed to achieve the targets. 

The Joint Commissi.oners uf Commercial Taxes 
CAdmn), Bangalore and Davane\gei'e d1visions attributed 
~he shortf~ll to inadequate staff strength, increase in 
work load, stoppage of assessment work xn certain 
~onths for collection drive etc. 

2.2.8. Cross verification of transactions on which 
exemptions are allowed 

The burden of provinq that any· transa.ctton or 

any turnover of a dealer i·;.:; not tar:a.ble lies on tt-1 e 
dealer. .-:or this purpose, every dealer claimi.ng 
ex.emption st-1all turn1sh to the c.ssessing authority a 
declaration in Fern~ 32 o'1tained f1~om the registered 
dealer who sold _the goods to him or to tuhoin he sold the 
goods. As per the rule, e·..;ery dec1a•iltion in Form 32 
issued s hould be serially ma.chine rwmbered for each 
year and an account in rtspect of such declarations is 
required to be maintained by the dealer in a regJst9r 
in Fo"m 32-A. In cases where the assessees f1 le 
decla.rc?t1ons in Forf°P 32 or other proof 1n respect c;f 
turnover which is claimed as not taxable, the assessing 
authority sh&ll undertake cross vgrification by issuing 
refe.~ences to the assessing authorities concerned to 
ensure chat: the t;;-ans. .'lct1cins are qem,11ne .;ind tax had 
been pa1d on them. Replies to these references ar 1 ~o 
be ohtdined w1th1n 7 months and are watched through the 
L-Rei;-,i·:;b=-1~ prescri;_1ed for the purpo<:·e. Delays 
excePding 2 months in the recejpt of 
replies/ver1f1cat:!.on reports are to be brought t;o the 
notice of the Join t Commissioner of Commer·cial Taxes 

<Admn) • 

( l ) Test 
during 1990-9 ' 
following: 

Check of 4486 
and 1 99 t -·92 in 

assessments f1nal1sed 
ll offices revealed the 

(a) ln 357 cases, the delcarations or other 
statements based on which e xe mptions were grant~d on a 
total turnover of Rs.112.02 crores t•1ere not 1·eferred 
for cross verification. 

CbJ Jn 9 offices, no entr·ies regarding references 

made for cross verification were available tn the 
L-Heg1sti:rs fo1· the y~ars 1990-91 and 1991-92. 

{c) ln 2 offices, in respect of 33 referenr.:es 
is·.,;·.~ed •::!ur1ng the yP.ar 1991 ·-92 in r<?spect of tu.:~nave1· 
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amounting to Rs.79.22 lakhs, 
received CDec~ffiber 1993). 

( i i ) Cross verification 
turnover amounting to Rs.1.06 
dealers in 2 offices was 
sanctioning the cancellation of 

no replies had be~n 

of transactions for 
crores relating to 5 

not conducted before 
their registration. 

<iii> In 5 offices, in respect of inward references 
received during the years 1987-88 to 1991-92 numbering 
2798, cross verification was not conducted. 

2.2.9. Sale by wholesale dealer to a retail dealer
cross verification not being done 

Rule 27 ot the l<arnatal•:a Sales Ta:.; Rules, 
1957 requires that every wholesale dealer, while 
delivering goods to a dealer in pursuance of sale where 
the a§gregate amount for which goods are sold would be 
rupees one thousand or more should issue - a bi 11 of 
lading in triplicate in Form 14. One copy of the bill 
of lading is to be handed over to the buyer or his 
agent, the second copy is to be sent to the Assistant 
Commissioner of Commercial Taxes having jurisdiction 
over the area and the third copy is to be retained by 
the person who draws it. 

The Cammi ssioner of Commercial Taxes in hi~ 
circular issued in September 1979 stated that the very 
object of marking one copy of the bill of lading to the 
concerned Assistant Commissioner of Commercial Tal<es 
was to enable him· to ensure the accounting of such 
transactions by causing cross verification and 
instructed all the Deputy Commissioners of Commercial 
Ta><es <Admn> {now, Joint Commissioners of Commercial 
Taxes <Admn)) to ensure effect1ve implementation of 
this provision in the interest of revenue. 

A test check of records in four off ices of 
Deputy Commissioners of Commercial Taxes <Assessments> 
for the years 1990-91 a.nd 1991-92 revealed that bills 
of lading are not being received from wholesale dealers 
and no steps have been taken by the department to 
enforce this provision. 

2.2.10. Abstract of stock and utilisation account of 
inputs 

The Karnataka Sales Tax Act, 1957 prescribes 
a concessional rate of tax in respect of sale of 
industrial inputs by a registered dealer to another 

A~-6 



registered dealer fo~ use by the latter as a component 
part or raw material or packing material of any other 
goods which he intends to manufacture inside the State 
for sale. The buyers of such industrial inputs are 
required to maintain a stock account of the inputs in 
Form 38-A and draw up abstracts of the stock accounts 
showing particulars of opening and closing stocks, 
purchases and consumptions or disposals of each input 
at the end of every month and y ear and furnish a copy 
of the yearly abstract alongwith the annual return of 
turnover. 

Test check of records in 2 offices dealing 
with assessments of a large numbe r of indu strial units 
carrying out manufacturing operations revealed that 31 
manufacturing dealers who had purchased industrial 
inputs worth Rs.5-.05 crores at concessional rate of 4 
per cent had not furnished abstracts of stock accounts 
of industrial inputs alongwith the annual returns of 
turnover. Consequently, the depa r tment could not ensure 
that all the industrial inputs purchased by such 
manufacturing dealers at concessional rates were 
actually utilised b)l them for the purpose for which 
they were purchased. The assessing authorities allowed 
concession amounting to Rs.19.42 lakhs in these cases 
without insisting on production of such abstracts and 
verifying that the industrial inputs purchased at 
concessional rates were ut i 1 ised for the purpose for 
which they were purchased. 

2.2.11. Shop inspection and test purchase by 
assessing authorities 

A. Shop inspect ion 

Inspect ion of the business premises of 
dealers by assessing authorities enables them to ensure 
proper maintenance of books of accounts by the dealers 
and pre~ent any possible suppression of turnovers. The 
Commissioner of Commercial Ta~es in his circular issued 
in June 1980 fiNed revised targets of shop inspections 
to be conducted by assessing authorities (which ranged 
from 3 to 15 per month> and stressed the need for such 
inspect ions. 

A review of monthly diaries of 71 assessing 
officers of 3 divisions CDavanagere, Gulbarga and 
Bangalore city-II> for 1990-91 and of 98 assessing 
officers of 4 divisions (Davanagere, Gulbarga, 
Bangalore city-II and Bangalore) for 1991-92 conducted 
by audit revealed that: 
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(i) 37 officers <50 per cent) 1n 1990-91 and 34 
in 1991-92 had not conducted any officers (35 per cent> 

shop inspections. 

<ii) no officer had achieved the prescribed target 
in 1990-91 and of 98 officers 96 officers (98 per cent) 
did not achieve the target in 1991-92. 

B. Test purchases 

Under the Act, every dealer whose turnover 
exceeds Rs.50,000 in a year shall issue a bill or cash 
memorandum to the purchaser. Exempt ion is, however, 
provided in respect of transactions whose total value 
does not exceed Rs.SO in each case. 

In order to enforce proper compliance of 
these provisions, the department, in circular dated 
21st June 1983, issued further instructions on the 
existing scheme of 'test purchases' with the dealers 
which seeks to ensure that their transactions find a 
place in their books of accounts thereby ensuring the 
payment of tax due and curbing evasion. It was 
required that test purchases should be conducted in 
respect of large retail dealers and such wholesale 
dealers/manufacturers where there is a doubt of non
issue of bills. 

It was, however, observed in the course of 
review in 4 divisions <Davanagere, Gulbarga, Bangalore 
city II and Bangalore> that test purchases were not 
made by the departmental officers during the years 
1990-91 and 1991-92. 

2.2.12. Maintenance of 11-Register CReg~ster of 
cheques received> 

The Commissioner of Commercial Taxes issued 
instructions <June 1978) requiring departmental 
off ice rs to check entries in M-Reg i st er <Register of 
cheques received> periodically to ensure that number 
and dates of chal lans and the dates of encashment of 
cheques are invariably recorded against each entry in 
the register. They were also required to conduct 
random check in respect of postings into Gt-Register 
<Daily Collections or Challan Posting Register> so as 
to ensure that figures are correctly carried over to 
Gt-Register and D-Register <Demand Register) later. 

1 Test check of records in 12 offices revealed 
that: 
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<i) In 4 offices, periodical abstracts :;hawing 
details, such as, totiiol numbl'!1~ of cheques presented, 
total number of cheques realised, balance, reasons for 
non-realisation and action taken far follow-up were not 
indicated in the M-Register. There were 4703 items in 
the M-Reg1sters relating to the period from 1987-88 to 
1991-92 against 11.ih1ch dates of collection of cheques 
and number and dates of challans had not been 
indi.cated. 

<ii) In 6 offices, 250 cheques amounting to 
Rs.91.41 lahhs received during the yea.rs 1990-91 a.nd 
1991-92 were presented for co1Ject1on after delayc; of 
11 days to 92 days. In another office, delay in 
collection of 10 cheques amounting to Rs.4.10 lakhs, 
received between January 1'7'85 and March 1992, ranged 
from 11 months to 8 years. In 2 other off.ices, 87 
post-dated cheques amounting to Rs.7.89 lakhs, 
encasha.ble only after 2 167 days, 11.1ere accepted 
between 1987-88 and 1991-92. Acceptance of post-dated 
cheques is not only a.ga1nst the financial principles 
but also gives financtal accommodation to the dealers. 

2.2.13. Maintenance of 62 Register of Demand 
Collection and Balance 

G2-Reg is te r of DCB has been prescribed to 
watch the demand, collection and balance of taxes. The 
postings in this register are made with reference to 
entries in the D-Register <Deinand Register). The 
demands of tax should be entered in ' this register 
immediately after the assessments are made and should 
not be postponed to the subsequent month on · the ground 
that the demand not 1 c PS a.re served in the SL1bsequen t 
month. The old arrea.rs relating to previous years are 
also to be noted in the first few pages of the register 
yearwise, allowing sufficient space for each case. 

The Commissioner of Commercial Taxes had 
issued instructions <June 1978> requ1r1ng the assessing 
officer to take particular care to see that the 
register is posted correctly a.nd balances are worked 
out from time to time and verified and reconciled with 
the Demand Register. 

Review of G2 Register in 14 offices rev~aled 
that: 

< i) In 12 offices, in 34 cases, detnands of tax 
aggregating Rs.42.09 lakhs relating to assessments 
finalised during the years between 1987-88 and 1991-92 
had not been taken ~o the G-2 Registers. 



(1i> In 7 offices, 
aggregating Rs.15.98 lakhs 
finalised during the years 
entered in the G2 Registers 
the assessments were made. 

in 77 cases, demands 
pertaining to assessments 
1990-91 and 1991-92 were 
only 1 to 18 months after 

<iii.) In 6 offices, 1n 19 ca.ses, demands of tax 
amounting to Rs.7.59 lakhs relating to assessments 
finalised and/or demands received by transfer from 
other offices during the years between 1987-88 and 
1991-92 were not carried forward into the new G2 
Register. 

(iv) In one office, in one case, as against the 
actual tax collection of Rs.82.73 lakhs, an amount of 
Rs.88.73 lakhs was erroneously entered in the G2-
Register in August 1991. As a result, the tax demand 
against the dealer for the assessment year 1990-91 was 
reduced by Rs.6 lakhs. 

These instances indicate that the assessing 
authorities are not ensuring that entries of demands 
a1~e f!lade in the G2-Registers promptly and are 
correctly carried forward every year into the new 
registers. The entries in the G2-Register are also not 
being checked by the assessing officer, as required. 

2.2.14. Maintenance of D-Register <De•and Register) 

This register contains the ledger account of 
each dealer assessed to tax or licence fees. The 
Commissioner of Commercial Taxes issued instructions in 
June 1978 regarding the procedure to be fol lowed in 
posting credits against ind .ividual dealers in the D
Register. The assessing authority is required to 
ensure that the entries appearing in the Gt-Register 
<Daily collections or challan posting register) are 
correctly entered in the relevant pa.ge of D-Register 
<Demand Register). In token of such check, he is 
required to attest individual entries in the D
Register. This requirement was reiterated by the 
Commissioner in another circular issued in December 
1986. 

Of the 11 offices selected for test check, it 
was noticed that in 4 offices, the assessing 
authorities had not attested the entries in 0-Registers 
for the years 1990-91 and 1991-92 in token of having 
checked the credits with reference to entries in the 
Gt-Registers. 
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In 4 offices, credits aggregating Rs.4.37 
lakhs pertaining to 7 assess~f?s were posted in the D
Registers twice during the years between 1985- 86 and 
1989-90 resulting in affording excess credit to this 
extent and undue financial benefit to the dealers to 
the tune of Rs~4.37 lakhs for periods ranging from 2 to 
5 years. 

2.2.15. Utilisation of reports of officers of 
Intelligence Wing 

The reports - of suppression of turnover 
received from the Intelligence Wing Officers are to be 
noted in the R-Register <confidential note book) 
pre~cribed in the departmental man1J.al. This register 
is to be maintained by the assessing authority 
personally and kept in his personal custody. 

The Cammi ss ion er of Commercial Ta.xes issued 
circular instructions in April 1976 and again in 
November 1984 in which the assessing officers were 
directed to take action for completing 
assessments/reassessments within a period of 2 months 
from the date of receipt of intel 1 igence report in 
respect of assessments already completed and within 3 
months of completion of the assessment year in case of 
current assessments. 

Test check of R-Registers relating to the 
period 1987-88 to 1991-92 in 15 offices revealed that 
in 12 offices, in 176 ca.ses involving additional tax 
effect of Rs.61. 78 lakhs, re-assessments based on the 
reports of the Intel 1 igence Wing officers were made 1 
to 40 months after the prescribed time limit, resulting 
in delays in raising demands. 

.2.2.16. Delay in disposal of remanded cases 

As per the instructions issued by the 
Commissioner of Commercial Taxes in February 1968 to 
the assessing authorities regarding maintenance of J
Registers <Register of Appeals>, with a view to keeping 
watch over the return of records sent to appe 11 ate 
authorities and for ensuring prompt disposal of 
remanded cases, the following additional particulars 
were required to be noted in that reqister: 

( 1) Date of disposal of appeals by the appellate 
authority; 
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( 2) Results of appeal (dismissed, allowed, 
modified or remanded); 

( 3) If remanded, date of passing fresh order. 

Further, as per the instructions 
Commissioner, all assessing authorities shall 
the assessments in respect of cases remanded 
far fresh disposal within 3 months from the 
receipt of the relevant assessment records. 

of the 

finalise 
to them 
date of 

Test check of J-Registers relating to the 
period 1987-88 to 1991-92 in 15 offices revealed that: 

Ca) In 4 offices, in 33 remanded cases, involving 
taK effect of Rs.4.20 lakhs,· delays in disposal, 
ranging from 3 to 43 months beyond the prescribed time 
limit had occurred. 

(b) In one case in the office of the Deputy 
Commissioner of Commercial Taxes <Assessments>, 
Gulbarga, revised demand notice as per order dated 31st 
August 1989 of the appellate authority involving tax 
amounting to Rs.1.45 lakhs was issued in March 1993 at 
the instance of audit. 

2.2.17. Delay in service of de•and notice 

After making the final assessment, if any 
amount is found due from the dealer, the assessing 
authority. shall serve upon the dealer a demand notice 
in Form 6 and the dealer shall pay the sum demanded 
within the time specified in the notice, i.e., 21 days 
from the date of service of the notice. 

The demand notice is served upon the dealer 
by the Bi 11 Collector through the N-Process Register 
maintained for the purpose. All the entries in this 
Register are to be made by the case-worker. The Bill 
Collector, after serving the demand notice, is required 
to handover the acknowledgement of the dealer to the 
case-worker. 

No time limit has, however, been prescribed 
in the Act and Rules for serving the demand notice 
after making the final assessments. 

It was observed that: 
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<a> an 691 cas es invol~ine ci~m~n~~ tq th~ t~n~ Rf 
Rs.114.70 lakhs, delays in serving demand notices 
ran~ed from 18 days to 90 days in 570 cases <Rs.97.85 
lakhs), from 91 days to 180 days in 112 cases <Rs.15.47 

lakhs) and 180 day s to 240 days in 9 cases <Rs.1.38 
lakhs). Delay in service of demand notice resulted not 
only in belated realisation of revenue but also in 
unintended benefit to the dealers. 

(b > in one case, in Bangalore, though the 
assessment in respect of one assessee was finalised on 
8th January 1992 and the balance of tax payable was 
Rs.66,968, no demand notice was served till 7th 
November 1992, resulting in non-realisation of revenue 
ta that e>:tent. 

2.2. 18. Inspections by Joint Commissioners of 
Commercial Ta><es 

As per the instruction issued by the 
Commissioner of Commercial Taxes in November 1984, the 
Joint Commissioner of Commercial Ta>~es of a division 
should conduct surprise inspection of 6 offices under 
his control every month. The main objective of these 
inspections is to see whether important records, viz., 
Diary, Disposal Register, Remittance and Cheque 
Register, Form-3 Register etc., are being maintained 
properly. Of the 9 divisions, the Joint Commissioners 
of Commercial Taxeos of 7 divisions did not achieve the 
target during any of the years from 1987-88 to 1991-92. 

2.2.19. Departmental manual 

The departmental manual titled 'The Mysore 
Sales Tax Manua.l' was first brought out in December 
1964. This has not been revised or updated so far 
(October 1993). 

2.2.20. Internal audit 

Internal audit was introduced in the 
Commercial Taxes Department in October 1970. The 
dep~rtment has not so far made out a manual of internal 
audit for the guidance of the internal audit wing. 

Each division has two internal audit parties; 
one .headed by an Assistant Commissioner of Commercial 
Taxes and the other by a Commercial Tax Officer and 
each assisted by two Commercial Tax Inspectors. The 
internal audit parties forward their reports to the 
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Jo int: Commi ss ioners of 1."". om:r1erc i<il 
CAdm in i st:r a t1on) 111 c ha rge 1Jt th e d1viston. 

After Uie decentra11s::i.t:.on 0f the internal 
auci it wor·h in Fi80 '3.nd the tri\nsfer rJ t it s control to 
the respective d1vis1ons, Lh e Commissioner of 
Commercial Ta ;" es c e ased to mo nitor and e "\ ercise direct 
c on t rol ove1 this 1.1ork. As such, rec ords showing 
consolidated posi t ion of arrears in internal audit, 
number ot assessment records pending a.1Jd 1 t, number of 
internal audit reports p end1ng sPttl ement, number and 
money v<ilue of obJec.tion s outst.and1ng etc., are not 
available with the department. 

As per t,he depa1-tmental instructions, the 
internal audit parties are reqtsired to conduct 100 per 
cent audit of all as sessments t1nalised. Consolidated 
pas it ion at the number of a ssessments due for audit, 
number audited .3nd balance yet to be audited <arrears 
in audit) for the years 1987-88 to 1991-92 as intimated 
by 6 out of 9 divisions <Bangalore city division II, 
Bangalor e city d1v1s1on III, Davanagere, Gulbarga, 
Dharwad and Mangalore> between J anuary 1993 and August 
1993 is indicated in the tabl ~ below: 

Vear Number of Nullber of Balance nulber Percentage of 
assess- assess- of assess.ents urea rs 
1ents due 11ents yet to be 
for audit audited audited 

(arrears in 
audit) 

1987-BS b0,071 32,592 27,479 4b 

1988-89 b2,'H7 30,'ll7 32,b9Q 52 

1989-9Q b4,647 32,849 31,798 49 

1990-91 78,356 39,014 39,342 50 

1991-92 981541• 401532• ~8,0091 ~9 

* These include the total number of assessments for 
1987-88 to 1991-92 of commercial tax offices in 
Mangalore division for which yearwise break-up was 
not given. 

The heavy arrears in the audit of assessments 
(ranging between 46 per cent and 59 per cent) were 
attributed to va.cant posts, diversion of officers for 
other items of work like review of statements of 
monthly turnover, collection of arrears etc. 
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Cons olidated posi t ion o1 the objec tions ta k en 
by internal audit parties, those c lear e d and balance 
outstanding for the years 1987- 88 to 1991-92 a s 
intimated by 5 divisions <Bangalore city div i s i on II, 
Bangalore city division III, Davanagere, Gulbarga and 
Dharwad) between January 1993 and August 1993 , is given 
in the table below: 

<Amount in lakhs of rupees) --- -------------·-----

Year 

1987-88 
<includ
ing old 
balance) 

1999-89 

1~91 

1991-92 

Total 

Objections taken 
Nullber Alount 

of 
itees 

4114 114.40 

598 33.72 

Blb b7.71 

808 94.15 

91.tt 

401.09 

Cl>jections cleared 
Nullber AAlount 

of 
itees 

Balance outstanding 
Nulllbe r Alloun t 

of 
ite•s 

·---------··-·---------·-------·--
5b.87 1814 57.53 

2b0 14.08 338 19.b4 

18.79 554 48.92 

280 27.98 528 bb.17 

171 39.95 391 51.lb 

327l 157.b7 3625 243.42 

The heavy pendency <61 per cent · of the amount 
objected> indicates that adequate follow up action was 
not being taken on the objections pointed out by the 
internal audit parties. 

In a large number of cases, internal audit 
was conducted after the completion of statutory audit, 
defeating the very purpose of internal audit, as 
indicated below: 

·------·-------------------·--

Year 
Total number 
of offices 
audited by 
internal 
audit parties 

--------·-----
1990-91 185 

1991-92 161 

Offices 
audited 
after the 
statutory 
audit 

Number "Percentage 

92 50 

62 39 
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Scrutiny of the reports of internal audit 
parties relating to the years 1990-91 and 1991-92 
revealed that they had not detecterl and pointed out 
many of the omissions/mistakes mentioned in the 
foregoing paragraphs in the review, such as, delays in 
the receipt of- statements of monthly turnover and 
returns of annual turnover, delays in finalisation of 
assessments, shortfall in achievement of targets by the 
assessing officers, omissions to conduct cross
ver.ification of transactions, shortfall in conducting 
shop inspections/test purchases by assessing officers, 
defects in the maintenance of various registers, delays 
in the issue of demand notices etc. 

The above points were brought to the notice 
of the department between January 1993 and Augu•t 1993 
and were reported to Government in August 1993 followed 
up by reminders; their replies have not been received 
(December 1993 > • 

2.3. Application of incorrect rate of tax 

Under the Karnataka Sales Tax Act, 1957, on 
goops mentioned in the Second Schedule, tax is leviable 
at the rates specified therein at the point of first or 
earliest of successive sales within the State. Further, 
under the Central Sales Tax Act, 1956, on inter-State 
sales of goods <other than declared goods) not covered 
by valid declarations, tax is leviable at the rate of 
10 per cent or at the rate applicable to the sale or 
purchase of such goods inside the State under the State 
Act, whichever is higher. 

ln the cases mentioned in the table below, on 
first sales <including inter-State sales> made by 
various dealers, tax was levied at incorrect rate under 
the Karnataka Sales Tax Act, 1)57 and the Central Sales 
Tax Act, 1956, resulting in short levy of tax by 
Rs.25.4P lal<hs. 
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·-· ... -· - ·• ·---·----··--·-·-- ·-··-- ·-· ··- -- ----·-- ·-····-·· . - ··- ··-··-.. ·-· ···--·--··---- ....... .. --- ·-· - ·-............ ____ , ····---·. --····-····· --· ... ··-··--- ·-··· -
Sl. Name of the Description Period Shortfa i l in Total 

No. city/district of 9oods rate of tax:- Tu rn- hx shurt -
percentage over levied 
(appl icabte- { 1ncludrng 
appl tfd) SC!Cess/TOTl 

<In lakhs of rup!!esl 
_T ______ .. ··-·-:r--· -·--· -··3-····----·· --···- ---···- 4····-· .. . ..... -- ·-. . .. -~--- .. ··---~- --· - - -···------ .. i ------

b 

-c--· 11an9·arare c 1 tr-· · ··--ra.foafid-··· ......... Tsfoctaiier .. i ,. --- ..... ·------·- ---··-----.. ··----·---···-··--·-·-- ··-

' sheets 1979 to ' $ 16 .BO 
30th Sept- $ $ 

elllber 1'179 $ l $ 

and $ 0.57 
1st October $ <10 - Bi $ 

1979 to $ $ 

30th Sept- $ $ 7.67 
elllber 1900 $ $ 

2. -do- Bobbins, lst Apri I $ 

brackets, 1984 to $ 3 5.02 
etc. 31st July $ (8 - 5) 

1985 $ 

1st Au9USt $ 

1985 to $ 4.b b.71 0.48 
31st !'larch $ (9.6-5 ) 
1986 $ 

198b-B7 s 3 3.58 
s 110 - 7) 

3. Bangalore Elcpanded 1988-89 $ 5 10.bb 0.5~ 

district polythene $ ( 10 - 51 
products $ 

4. -do- Liquid 1990-91 s 3 15.37 0.46 

9lucose $ (10 - ]) 
{ in d l'IJllS 

and burels) 

s. Dhal'lllad Turpentine 1"89-90 $ 10 
district ind $ (15 - SI 4.44 0.44 

1m-91 $ 

b. 11ysore Ito tor $ 5 
district vthicles 1987-88 $ <B - 81 lbb.70 18.34 

spare parts $ 

7. 8if19alore Cmputfr 1"89-90 $ 2 
city furniture to s ltS - 13l 37.14 0.74 

1991-92 $ 

B. -do- Solvents 1987-88 $ 1 43.52 ~ 

$ { 7 - 4) ' s 3.50 
11ineral -do- s B 27.40 $ 

Turpentinl! $ OS - 7l $ 
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------- -·--- - - , ___ _ 
2 

9. Bel9a1111 
district 

4 
--------- ---------

Bodies 1988-89 $ 2 
built oo and $ ( 6 - 4) 
1ator 1989-90 $ 

vehicle 
chaSSlS 

Total 

b 7 

17.09 0.34 

25.40 
------------- - - -- -·· _______ , 

When these were pointed out in audit (between 
August 1991 and March 1993>, the department stated 
<between February 1993 and September 1993) that the 
assessments had been revised in 3 cases (51. Nos. 1, 2 
and 7> and that in one of these cases <Sl. No. 7>, the 
assessee pref erred an appeal before the departmental 
appellate authority. ln the remaining 6 cases <Sl. 
Nos. 3 to 6, 8 and 9) rep ~ ies have not been received 
<December 1993). 

The cases were reported to Government between 
January 1993 and July 1993 followed up by reminders; 
their reply has not been received (December 1993). 

2.4. Short levy due to incorrect classification 
of goods 

Under the Karnatal< a Sal es Tax Act, 1957, on 
goods mentioned in the Second Schedule, tax is leviable 
at the rates specified therein at the point of first or 
earliest of successive sales within the State. On 
sales of goods not included in any of the schedules to 
the Act, tax is leviable at 7 per cent with effect from 
1st April 1986 at all points of sale. Further, under 
the Central Sales Tax Act, 1956, on inter-State sales 
of goods <other than dee 1 ared goods) not covered by 
valid declarations, tax is leviable at the rate of 10 
per cent or at the rate applicable to the sale or 
p u rchase of such goods inside the State under the State 
Act, whichever is higher. 

In the cases mentioned in the table below, on 
first sales made by various dealers, tax was levied at 
lower rates due to misclassification of goods instead 
of at the rates applicable to the relevant goods from 
time to time Linder the Karnataka Sales Tax Ac:t, 1957 
and the Central Sales Tax Act, 1956, resulting in short 
lev y of tax by Rs.7.68 lakhs. 
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- -···-····--·----.. -----····-·· .. ·-----·· -·-·· ......... - · --··-···-----·--·---- --· ____ ....... , .. , _____ _____ ·-- ....... --·--·---·----·--·----·--· 

Sl. Na1e ot the 
No. city/district 

Description 
of goods 

Period Di t1erential Total -
rate of taK- Turn- Tax short-
percentage over levied 

(including 
SC/Cess/TOTI 

tapplicable-
app l iedl 

<In lakhs of rupees) 
-·-·-.. ------·---·------··-·-··-·-·-·----··-----· .. ,_ .. _____ ... .. ·-··· ·- - ··-·---·-- ··---·----_, ....... - --· -- -· ... .... --·-

t. tfysore distrlct Non- ferrous !st October S 
scrap 1984 to $ 2 

30th Sept- S lb - 4l 

2. Dak!ihina Kannada A.Ionia 
district 

3. Bangalore city BitU11inous 

4. -do-

5. Hassan 
district 

cmipound 

Toner 

Timber in 
cut sizes 

elllber 1985 S 

1st October $ 
1985 to S l 

lb - 5l 31st 11arch S 
1986 $ 

1st April $ 

1986 to $ 1 
!B - 7l 30th Sept- $ 

elber 1986 S 

1997-88 

1991-82 

1982-93 

1993-84 
to 

1985-Bb 

199b-B7 

1st Juiy 
!99b to 
31st 11arch 
1987 

!st April 
1997 to 
30t~ June 
1998 

1909-89 

Total 

$ 4 
$ (7 - 3) 

$ 7 
s (1] - 4) 

$ b 
S Ill - Sl 

$ b 
S 115 - 5l 
s 

S 8 
$ 115 - 7) 

$ 

$ b 
s {10 - 4) 
s 

$ 
$ 4 
$ {10 - bl 
s 

s 10 
$ (13 - 3l 

17.81 0.41 

9.35 0.37 

54.52 5.57 

10.75 0.52 

B.14 0.81 

7.bB 

When these were pointed out in audit 
Cbewtween 
department 

October 1988 and February 
stated (between July 1992 and 

1993), the 
June 1993) 
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that the assessments had been re vv'5e d .i. n .3 ca s es (Sl. 
Nos. 1., 2, and ll) and in one o f the se c a.s~s l!::;l. No.4) 
the assessee preferred an a p pe al before the 
d e p a. r t men t a. 1 a pp e l l a t e au th o r' 1 t ·.; . I n i; h e r l' ·~a :. n i n g 2 
cases <Sl. Nos. 3 and 5J replie s ha v e not been received 
l December 19'73;. 

The cases were reported to Government between 
December 1988 and June 1993) followed up by reminders; 
their r eplies ha v e not been received <December 1993). 

2.5. Short levy due to 1.ncor1•ect grant of 
concession 

(i ) By a notifi c ation issu~d in October 1981, the 
r a te of ta ;~ on s=lles of rnanufactt1 r t-d goods by all nel!J 
industrial units i.Jas rE-duc_ed by ~10 per cent (with 
effect from L:;t November 1981> for a period of five 
years from the respective dates of commencement of 
their commercial prodL•C.tion, subject tti the condition 
that concession unde1~ the •:: arnataka Sales Tax Act, 1957 
and the Central S ales fa.i.:: Act, 1.956 .available to a new 
industrial unit dt .. H'ing each ac c ounting year shall be 
r· es t r i c t e d to 1 0 p e r c en t of the 1..1 n ] t ' s to t a. 1 
investment in plant and mach1nery at the time of 
commencement of its commerc10.l proe'uction and that the 
total concession during the entire five year period 
should not eMceed 50 per cent of its total such 
investment. Such unit is, however, allowed to carry 
fon..;ard the unavailed portion of the concession, if 
any, from ye,:i.r to ,, ea1~ 1>11th1n the said period of five 
years. Further, in order to be eligible for the 
cancesston as afo1~esa1d, the total investment in plant 
and machinery at the time of commencement of its 
commercial production or of each accounting year should 
not exceed R.s.20 lakhs. The concession was also not 
available to cover the expansion or diversification of 
an existing industrial unit or to a unit established in 
a different na.1ne after the closure of another pre
existing industrial 1..1.nit. Investment in plant and 
machinery made subsequent to the date of commencement 
of commercial production was not to be counted for 
purpose of the incentive. 

AccordinrJ to another notification issued in 
June 1989, the concession shall not be available to a 
unit on its turnover in respect of which it collects 
any amount by way of tax or purporting to be by way of 
tax in excess of the amount of tax payable by it in 
pursuance of this scheme. 

<a) A 
engaged in 
electrodes 

ne'" 
the 

had 

industrial unit in Bangalore city 
manufacture and sale of welding 

invested Rs.13.14 lakhs in plant ·~nd 
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machinery at the time of tommencement of its commercial 
product ion on 6th November 1985. The v a 1 ue of its 
plant and machinery as on 1st July 1988 1>1as Rs.23 .28 
lakhs and as it e~ceeded the prescribed limit of Rs. 2 0 
lakhs, .the unit ceased to be eligible for the 
concession. While finalising the assessments of the 
unit for the period - 1985-86 to 1988- 89, e xcess 
incentive a 11 owed fol"' the period 6th No v ember 1985 to 
30th June 1988 <Rs. 43, 805) a.nd i nadm1ssib1 e ta.>< 
concession allowed for 1988-89 <Rs.98,559> amounted to 
Rs. 1 • 42 l a~: hs. 

On this being pointed out in audit <August 
199l>, the department recovered an amount of Rs.43,805 
(January 1993) and issued notice to the unit regard i ng 
the inadmissible incentive allrn.ied for the yea.r 
1988-89. Further report has not been received 
(December 1993). 

The case was reported 
1992 followed up by reminders; 
been received <December 1993). 

to Government 
their reply 

in April 
has not 

Cb) In Bi japur distr i ct, a smal 1 scale 01 l 
industry invested Rs.1.64 lakhs in plant and machinery 
and commenced commercial produc tion an 24th November 
1984. After thi$ date, a further investment of Rs.1.69 
lakhs \.•1as made in pla.nt and machinery. While 
finalising <October 1988 and March 1989) the 
assessments tor the years 1984- 85 and 1985-86, this 
inadmissible additional investment wa.s also considered 
for allowing ta.x concession. Th1s resulted in e .- cess 
grant of tax concession amounting to Rs.46,364. 

On this being pointed out 1n audit <November 
1989), the department revised <August 1992) the 
assessment for 1984-85 and collected an additional 
demand of Rs.11.888 in October 1992. Fresh assessment 
order for the y~ar 1985-86 was also passed in September 
1992. The details of additional demand raised · and 
amount collected have not been received <December 
1993). 

The case was reported 
1990 follo1>ied up by reminders; 
been received <December 1993). 

to Government 
their reply 

in March 
has not 

<c> A new industrial unit in Raichur district, 
manufacturing groundnut oil, sunflower oil and oil 
cakes had invested Rs.3.07 lakhs on plant and machinery 
at the time of commencement of its commercial 
production on 15th May 1985. Thus, concession in levy 
of tax to the extent of Rs.1.53 lakhs was admissible to 
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this unit for the period from 15th May 1995 to 14th MRy 
' 1990. However, total concession of Rs. 2. 04 l a.khs was 

al lowed for the years f ram 1984-85 to 1990- 91, 
resulting in excess grant of concession amounting to 
Rs.50,629. 

On this being pointed out in audit <August 
1992), the department stated (June 1993) that the 
assessment had been revised and thereupon the assesseee 
preferred an appeal before the departmental appellate 
authority. Further report has not been received 
<December 1993). 

The case was reported 
1993) followed up by reminders; 
been received <December 1993>. 

to Government (January 
their reply has not 

(ii) By a notification issued in March 1986 under 
the Karnataka Sales Tax Act, 1957, with effect from 6th 
March 1986, on goods produced in the manufacturing unit 
located in Karnataka a.nd sold for the use of 
departments of the Government of India or the 
Government of Karnataka or Government of any other 
State located in Karnataka, the tax paya.ble was 4 per 
cent or the rate prescribed in any of the schedules to 
the .Act, whichever was less. The above concession was 
not admissible to non-government departments and 
autonomous bodies (including Zilla Parishads) as 
clarified by the Commissioner of Commercial Taxes in 
December 1988. 

In the cases mentioned in the table below, on 
sales of goods made to various dealers and non
Government bodies, tax was levied incorrectly at the 
concessional rate of 4 per cent, instead of at the 
rates applicable to the relevant goods from time to 
time under the Act, resulting in tax being levied short 
by Rs.3.64 lakhs. 

A<:a-8 
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Sl. Natie of the 
No. city/district 

1. 

2. 

3. 

4. 

Bi_japur district 

Bangalore 
district 

Dijapur 
district 

Description 
of goods and 
to who• sold 

Furniture 
!other than 
wooden, 
bamboo and 
cane turni 
ture l sold 
lo the 1llla 
Part sh<tds 

Fibre rein
forced 
plastic 
furniture 
sold to the 
KSRTC 

Hand pu!llps 
and spare 
parts sold 
to Mandal 
Panchayats, 
C1 ty Kunic1-
pal Corpora
tions etc. 

Cement sold 
to Zilla 
Parishads 
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Period 

1st April 
1987 to 19th 
.January 
1989 

1st Apr1 l 
198C to 
10th Jul y 
1986 

1989-90 
and 

1990-91 

!st April 
1988 to 19th 
January 1989 

Total 

fJi fferential 
rate of taK
(lercentaqe 
{applicable
app l iedl 

11 
(15 - 4) 

11 
m - 4> 

9 
I 13 - 4 l 

14 
(18 - 4) 

Total 
Turn- TaK short-
over levied 

(inc ludir.q 
TOTl 

lln lakhs of rupees) 

3.93 

5.80 

b.73 
10.52 

7.26 

$ 

$ 

0.43 

O.M 

1.55 

1.02 

3.b4 

On this being pointed ou.t in audtt (beb11een 
May 1992 and February 1993), the department stated 
(between July 1993 and Sept e mber 1993> that the 
assessments had been revised in 2 cases <Sl. Nos. 1 and 
4> and in another ca.se <Sl. No. 2) shm" cause notice 
could not be served since the assessee had closed hi s 
business. In the remaining case <Sl. No. 3 ) , reply has 
not been received <December 1993>. 

The cases were reported to Government between 
January 1993 and June 1993 fol lo1>1ed up by reminde r s; 
their reply has not been received <December 1993). 

(iii) Under the provisions of the Central Sales Ta w 
Act, 1956, on inter-State sales of any goods to an y 
Government department, concessional rate of taK at 4 
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per cent is leviable on production of pr~~~rib~d 

certificate i n Form D duly filled in and signed by an 
authorised officer of the Government. This concession 
is not available on sales made to autonomous bodies or 
non - Government institutions in whose case tax is 
lev1able at the rate of 10 per cent or at th€ rate 
applicable to the sale or purchase of such goods inside 
the State under the State Act, whichever is higher. 

Ac t , 1 95 7 , on 
and parts and 

the rate of 13 
Commissioner of 
(June 1989) that 

(a) Under the k:arnataka Sales Tax 
the first sa.le of machinery <all kinds) 
~ccessaries thereof, ta>< is leviable at 
per cent from 1st April 1988. The 
Commercial Ta x es, Bangalore clarified 
hand pumps are ta x able at the rate 
machiner y . 

app 1 i cab I e for 

In Bangalor e city, a dealer engaged in the 
manufacture of hand pumps sold in the course of inter
state trade, hand pumps valued at Rs.34.76 la.l<.hs to 
a.utonamous bodies outside the State, during the year 
1989- 90. Ta x on these sales was incorrectly levied at 
the concessional r~te of 4 per cent on the basis of 
certificates in Form D issued by them, instead of at 13 
per cent as aforesaid. This resulted in short levy of 
tax by Rs.3.13 lakhs. 

On th1s being pointed out in audit <March 
1993>, the assessing authority initiated action for 
rev is ion of the assessment. Further report has not 
been received <December 1993>. 

The case was reported to Government in July 
1993 followed up by reminders; their reply has not been 
received <December 1993>. 

<b> Under the Karnataka Sales Ta x Act, 1957, on 
the f1rst sale of batteries and parts thereof but 
excluding dry-cell and dry-cell batteries, tax is 
levia.ble at the rate of 20 per cent with effect from 
1st April 1986. However, by a / notification issued 
under the Central Sales Ta x Act, 1956 in Ma.rch 1987. 
the Government directed that the ta~ payable by a 
dealer in respect of inter-State sale of all kinds of 
batteries except dry cells and dry cell batteries, 
shall be calculated at the rate of 10 per c ent from 1st 
April 1987. 

In Bangalc1re city, a dealer engaged in the 
manufacture of batteries, sold in the course of inter
state trade, batteries valued at Rs.18.57 lakhs to 
public undertak1ngs and autonomous bodies outside the 
State, during the year 1987-88. Tax on these sales was 
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incorrectly levied at the concessional rate of 4 per 
cent on the basis of the certificates in Form D issued 
by them, instead of at 10 per cent. This resulted in 
short levy of ta>< by Rs.1.11 lakhs. 

On this being pointed out 
1992), the department revised the 
1993) creating additional dem a nd. 
not been received <December 1993). 

in audit (October 
assessment <April 

Further report has 

1993; 
1993) • 

The case was reported to Government in June 
their reply ha.s not been received <December 

(iv> Under the Karnataka Sales Tax Act, 1957 , on 
sales of any industrial input by one registered d e a.ler 
to another for use by the latter as a component part or 
raw material or packing material of an y good s which he 
intends to manufactL1re inside t he State for s ale, ta x 
is leviable at the concessional rate of 4 per cent it 
the selling dealer furnishes to the assessing authority 
a dee 1 arat ion by the buying dealer in the prescribed 
form (Form 37). For this purpose, the expression "raw 
material" does not include fuels, electrodes, arc 
carbons and consumable stores of similar t y pe. 
Further, the expression "raw material" did not include 
veneer up to 31st March 1988. 

(a) Under the Act, on first sale of furnace oil, 
ta>< is leviable at the rate of 13 per cent from 1st 
April 1988. It has been cloarified <January 1987> by 
the Commissioner .of Commercial Taxes that fu.rnace oi 1 
being a consumable cannot be sold at the concessional 
rate of 4 per cent on the strength of declaration in 
Form 37. 

In Bangalore city, while 1inalising the 
assessment for the year 1990- 91 of a public limited 
company dealing in petroleum products. on sa.les 
turnover of furnace oil amounting to Rs.15.14 lakhs, 
tax was incorrectly levi~d at the concessional rate of 
4 per cent on the strength of declaration in Form 37 
furnished by the buyers instead of at the rate of 13 
per cent a.s aforesaid. The grant of inadmissible 
concession resulted in short levy ot tax by Rs.1.36 
lakhs. 

On this being pointed out in audit (February 
1993), the department stated <Oc tober 1993> that action 
had been initiate~ for revis i on of the asses~men t . 

Further report has not been received tDec e mber 1993 ) . 
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case was rt:'ported 
up by remindel"'s; 

tDer:ember 1993>. 

to Government 
their reply 

in JL1ly 
has not 

(b) Under the Act, on sales of timber including 
veneer, tax is leviable at the rate of 13 per cent from 
1st Apr t l 1986. 

ln Mysore district, while finalising the 
revised assessment (June 1992) i::>f a dea.ler, ta:;-; on 
sales of veneers valued at Rs.12.75 lakhs during the 
calendar year 1987, was incorrectly levied at the 
concessional rate of 4 p er cent on the strength of the 
prescribed declarations instead of at 13 per cent as 
afo r e sa1d . The grant of inadmissible concession 
resulted in short levy of ta x by Rs.1.15 lakhs. 

Thi·:; 
February 1993 
1993 fol lm•ied 
been received 

was pointed out 
a.nd ~-ias reported 

up b y reminders; 
<December 1993>. 

to the department in 
to Government in July 
their replies have not 

2.6. Incorrect determinat i on of taKable turnover 

(L) Under the Karnataka Sa le ·:; Ta:-1 Ac t, 1957, 
every dealer shall pay for eo.ch year , ta :< on his 
ta Jo:able turnover of soles <oth~r thi:(n the last sale in 
the St. ate) rel~t1ng to al l ~: 1nds of alcoholic liquors 
for human con~ump t1 on Co ther th~n toddy, arrac~, fenny, 
11J1n e and beer) at the rate o"f 35 per cent of such 
turnover, and in resp ect of beer at the rate of 36 per 
cent from tst; Apr·1l 1988 to Slst Marc r1 1990 and at the 
rate of 4 5 per cent from 1st Apr11 1990 pri:w1ded that 
at any paint of sale other than the first potnt of sale 
and th t- last: pn1n t of se1le, the ta :~abl e turnover shall 
be arrived at t.y deducting the turnover of such goods 
on whi ch tax has been levted at the immediately 
preceding point of sale. 

In the C-3.s e·;; mentioned in the 
the tu rnover of ta x able or ta:-<-sutfered 

table below, 
l 1quars ~-ias 

levy ot ta x incorrectly determined resulting in short 
aggregating Rs.11.82 lakhs. 



St. Name of 
No. city/ 

dist rid 

1. Banqa lore 
city 

2. 6ulbarl}a 

Oesr:ription 
of goods 
s.:ild 

liquors 
!taltablf ) 

district -do-

3. Bangalore Be~r 

c1ly 

4. Ban9alor Beer 
d1:.tr1ct 

b. Hass:m 
district 

7. Eli!lhry 
district 

8. Bulbar·ga 
district 

9. Biln(l~iore 

district 

10. Bang:slc1re 
Cl ly 

Liquor·s 
'ta~ 
sufter!!dl 

liquors 
!taxable) 

-do-

-do-

Liquors 
(tax 

suf fe redJ 

llqoors 
!taxable) 

Period 

198B-B9 

1989-90 

1988-89 

Jst April 
1990 to 
30th June 
1990 

lst Apri I 
1990 to 
30th June 
1990 

!9BEHl9 

1989-90 

1990-91 

1990-91 

1980-89 

1990-?1 

46 

<Amount in lakh s of rupe es> 

T!.lrnov~r --- -- --
As Actual Escaped 
deter-
111 ined 

1.68 3.06 

2.03 3.91 

1.62 3.14 

1.38 2.49 

Nil 2.45 

25.95 23.Sl. 

39.12 40.27 

14.05 15.59 

26.80 35.23 

b.19 5.13 

7.00 12 .11 

1.38 $ 
$ 

1.88 $ 

1.52 

1.11 
t.38 

2.45 

2.39 

1.15 

1.54 

8.43 

1.06 

5.11 

lot al 

Rate cf 
tn 
arip ll
c.ib I e 
!per
centage I 

35 

45 
10 

!4'.1-JSl 

45 

35 

35 

45 

45 

45 

Short 
levy 
of ta1< 

1.14 

0.55 

0.64 

1.10 

0.84 

0.40 

0.69 

3.79 

0.37 

2.30 

11.82 

On these be1ng pa1.nt'!!d out in audit <betl..seen 
Februar y 1992 and February 1993>, the department stated 
<Februar y 1993 and Auqu~. t. 1993> that the ass essments 
had been rev1 ·:;ed in .3 cases fSl. Nos. 5, 7 and 10) 
creating additional de1l'ands and that in one of these 
cases <SI. No. 7 >, the asse ssee preferred an appea.1 

before the Karnat3ka Appellate Tribunal and obta1ned a. 
cond1tion.'ll st ay <July 1993). Further report in 
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1'espect of these cases and replies in respect of the 
1~eina1.ntng ca·ses h..svp not been rece1vt'.'d <December 1993). 

(beb.ieen 

reminder·:;;; 
1993) • 

The·:;e cases we re reported to Government 
July 1992 and July 1993) followed up by 

their reply has not been received (December 

(i1J By a Government Nctif1cat1on issued <December 
1979) under the Karnata~a Sales Taw Act , 1957, on s ales 
to Go~ernment department~ or public sector undertakings 
oi the Government of India or Government of Karnatak~. 
0 1' Government of any other State or Government 
~ompanies located in Karnataka made by a dealer 
relating to goods rroduced in Ins manufactur1ng unit 
located in Karnat ;:ili:a, tne rate of ta~ applicable was 
reduced (fr·om 1st ·J anuary 1980 to 5th Maret'\ 1986) to 4 

per cent or the presc l'1 bed ral;e of ta>: in any of the 
schedules to the Act, whtchever is less. 

In l"l ysore d1str1c:t, 1<1hile revising the 
a.'5 '5 e·=;sment <October 1991) for the y ear 1983-84 of a. 
tna.nufacturer ot automc1bile tyres and allied products, 
as per the order ot the appellate authority, taxable 
turnover of sale m3.de t;o Government departments \Alas 

incorrectly determined at Rs.8.S'7'.92 la.khs as aga.inst 
Rs.881.07 lakhs determined b y the.: appellate authority 
resulting in taYable turnove r of P-s.11.15 la.khs 
es~aping ta~. Further, disallowed sales returns 
amounting to Rs . 29 .97 lakh·:; 1>H?re not assessed to ta:.<. 
This resulted u1 short levy· of ta x aggre9ating R·;;.2 . 84 
lakh '.:;. 

This 
February 1993 
t993 follo1>1ed 
been rec eived 

was pointed out 
and was reported 

u.p by reminders; 
<01'.'Ct'?mber 1993). 

to the department in 
t;o Government in July 
their replies have not 

<11ii Under the l<a rnataka S<3le·:; Tax Act, 1957, on 
sales of .art1c1es used generally as parts and 
accessories of motor vehicles but eMclud1ng rubber and 
other t y res, tubes and fla.ps, batteries ~nd diesel· 
engine and tts parts, tax is leviable at the rate of 13 
per cent; with effec t from 1st April 1988. 

In Bangalore city, wh1le t1nal1sing the 
assessment <May 1991) of a dealer in automobile spares 
for the year 1989-90, t.:p;a.ble turnover t.1 .:J.s incorrectly 
determined at Rs .50.03 lakhs though the correct taxable 
turnover based on t.he sl;ack account, 1nter-S tate 
purchase and gross profit earned b y the assessee worked 
out to Rs.65 . 72 lakhs. This resulted in tawable 
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turnover of Rs.15.69 lakhs escaping tax of Rs.2.24 
la khs {including turnover tax>. 

This ~·ias pointed out 
February 1993 and was reported 
1993 followed up by reminde r s; 
been received <December 1993 ). 

to the department in 
to Government in June 
their replies have not 

(iv) Under the Karnataka Sales Ta x Act, 1957, -:>n 
sales of pesticides, tax was le v iable at the ratP. of 3 
per cent up to 31st March 1992. 

In Dharwad d1str1ct, whLle finalising the 
assessment <March 1992 > -f a dealer in pesticides for 
the year 1990-91, the ta . •le turnover was determined 
at Rs.48.84 lakhs as agaLnst the actu~l sales turnover 
of Rs.73.37 lakhs as per stock, purchases and gross 
profLt earne~ by the assessee. This resulted in 
turnover of Rs.24.53 lakhs escaping tax of Rs.1.04 
lakhs lincluding turnover tax). 

On this being pointed 
1992 > , the de p art men t re v i s e d the 
1993> creating additional demand. 
not been received <December 1993). 

1993; 
1993). 

The 
their 

case 
reply 

was report to 
has not been 

out in audit (June 
assessment <February 

Further report has 

Government 
received 

in June 
<December 

<v> Under the Karnataka Sales Ta:-; Act, 1957, on 
sales of confectionery. ta~ is leviable at the rate of 
13 per cent with effect from 1st April 1986. 

Further, under the provisions of the Central 
Sales Tax · Act, 1S'!"l6, on inter- State sal~s of goods 
<other than declared goods) not supported by valid 
declarations, tax is leviable .:it the rate of 10 per 
cent or at the rate applicable to the sale or purchase 
of such goods inside the State whLchever is higher. 

In Bangalore district, while finalising 
<April 1991) the assessment under the Central Sales Tax 
Act of a dealer in confectionery for the year 1987-88, 
the taxable turnover in the course of inter-State trade 
without valid declaration was determined at Rs.168.89 
lakhs as against the deciared turnover of Rs.173.58 
lakhs resulting in turnover of Rs.4.69 lakhs escaping 
tax of Rs.60,926. 
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February 1993 
1993 follm1Jed 
been received 
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was pointed out 
and was reported 

up by reminders; 
(December 1993>. 

to the department in 
to Government in June 
their replies have not 

<vi> Under the Karnataka Sales lax Act, 1957, on 
sales of electrical goods, instruments, apparatus and 
appliances including fans and lighting bulbs and tubes 
and parts and accessories but excluding pump sets with 
electric motors of not mare than 10 HP, tax was 
levia.ble at the rate of 10 per c:ent from 1st April 
1988. 

In Bangalore city, while finalising the 
assessment for the year 1988-89 of an assessee deal~ng 
in electrical goods, the taxa.ble turnover was 
incorrectly determined at Rs.3.44 lakhs as against the 
correct a mount of Rs.7.92 lakhs resulting in turnover 
of Rs.4.48 lakhs escaping ta x amounting to Rs.50,495 
(including turnover tax). 

On this being pointed out in audit <October 
1992>, the department revised the assessment (July 
1993> creating additional demand. Further report has 
not been received <December 1993>. 

1993; 
1993). 

The case was reported to Government in June 
their reply has not been received <December 

Cv1i) Under the Karnatalt:a Sales Ta x Act, 1957, on 
sales of electrical goods, tax is leviable at the rate 
of 10 per cent with effect from 1st April 1988. 

In Bangalore city~ while finalising the 
assessments (July 1990 and March 1992) of a dealer in 
electrical goods far the years 1989- 90 and 1990-91, the 
taxable turnovers were determined at Rs.6.95 lakhs and 
Rs.9.85 lakhs, as against the actual sales turnovers of 
Rs.8.35 lakhs and Rs.1 2 .30 lakhs as per stock, 
purchases and gross profit earned by the assessee. This 
resulted ln turnover's of Rs.1.40 la.khs (1989-90) and 
Rs.2.45 lakhs <1990-91) escaping ta.K aggregating 
Rs.43,320 (including turnover tax>. 

This 
January 1993 
1993 followed 
been recei v ed 

was pointed out 
a,nd i.ias reported 
up by rt!lllinders; 
<December 1993>. 

to the department in 
to Government in June 
their replies have not 



2.7. Incorrect grant of exemption 

(i) Undt>r the Karnatal~a Sa.ii'?'·:; la:··; 
sales of cement, ta x was lev1able at 1~ 
lst April 1983 to 31st March 1987 • 

Act, 
pe r 

1957, on 
c e-n t f ro1n 

. By a notification 1·:su ·_ .. j in L•;:;>cember· 1979. 
the rate of ta:.; paya.ble under th•~ C1ct on sal es by- a 
dealer of qoods prod 1_1ced tn h1s mc.ntd cH_ tu11ng unit 
located in l<a rnat~~: a to th e dep .artn1Ents ef Gover:-nmerit 
of Jndia 01- Gov<?rrHre;1t of V.arnatali; :a 01- Government .::>f 
any other S t. ·J.te lC'1 c atE-d u1 v . .arnatak .a , 1•1as reduced to 4 
p er cent or the rate p r~scr 1be~ in any of the 
schedules ta the Act 1t t~ ~~s lower than 4 per cent. 

As per· the prov1s1ons of the Centr.~l S~les 
Ta>: Act, 1956, or. ~nte1- ·-Sta. ce sales of goods to any 
register ed dPaler, ca"-· ered by declar·a t1ons u1 Form C , 
tax is lev1 abl@ at the rate of 4 per cent ~no an inter
state sales of goods (othe1-· than declared gocd·:s, not 
covered by val id declarations, ta.)( is lev1ablE- .:1.t t he 
rate of 10 pe ·i' cent or at the ra.te appJ cable to t he 
sale or purchds e o'f such goods 1 ns1dE' . l;he Stci.te under 
the State Act, whichever is higher. 

As per judgement• dated 20th September l990 
of the High Court of tr::arnatak a, in the case of packed 
cement, once the cost at baqs had been recovered from 
the purchaser a.s part of the-s.:i. l.e p c ic:e, then the1:-e was 
no \>say by \J1h1ch it could >·.p e;>\t:luded fron' the sales 
turnover of the assessee company in regard to sale of 
cement. 

Further, the Supreme Court of [nd1a also 
held** <October 1992 ) that packing is an 1ntegral 
element of the transaction of sale and packing charges 
are an integral pa.rt oi the sale price and, a::> S'..tch , 
packing charges and excise duty ther~on should also be 
included in arriv1ng at the taKable turno ver for 
purposes of bath Central Sales Tax and Stite Sales Ta K. 

ta> In Bangalore city, ~.,ihile f1 nal1s1ng the 
assessment (May 1992) for the year 1983-84 <co
operative year> of a company dealing in cement, packing 

Mis. Visvesva, ·a~ a lron and 
Co~missioner ~1 Commercial 
Division, Mysore <1991> 83 

St eel l1m1ted Vs. Deouty 
.a~ es <AppealsJ MysGre 

STC Page 305 . 

*• M/s. Remco Cement D1stribution Co. <P> ltd., Vs. 
State of Tamil Nadu C1993J 88 STC Page 151. 
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charges amounting to Rs.358.08 lakhs were incorrectly 
exempt<?d even though includible in the taxable sales 
turnover of cement as aforesaid. This resulted in 
short levy of t~x of Rs.43.16 lakhs. 

1992)' 
1993) • 

On this being pointed out 
the d~partment revised the 

in audit 
assessment 

<October 
<April 

1993; 
1993). 

The case was reported to Government 
their reply has not been received 

in July 
<December 

( b > In Gu Iba r g a d is tr i ct , 
assessment (No v ember 1990) for 
1985-86 of a company dealing in 
amounting to Rs .5 2 .07 lakhs 
includ1ble in the taxable sale~ 
to Government departments and 
were exempted. Th:i.s resulted 
amounting tp ~s.9. 98 lakh s . 

while finalising the 
the years 1984-85 and 

cement, packing charges 
and Rs.41.55 lakhs 

turnover of cement made 
to others respectively 
in short levy of tax 

On th is bei.ng pointed out in audit <November 
1992 > the dep artm e n t: r evised the assessments <October 
1993) and ra i sed ad d 1 t.:0n al demand of Rs.9.88 lakhs. 
Further repor t ha s n o t b f l n received <December 1993). 

1993; 
1993) . 

The case 1'1as repo rted to Government in July 
their r eply has no ~ been received <December 

(ii) Under the ~~ arnatak a ·:·. =Iles Tax Act, 1957, on 
salE of cotton s eeds, tax i s P .:J !' "b l P. at the rate of 3 
per cent fr•:>m lst April 1974. : .:· t.he Central Sales 
Tax Act, 1956, the tax pay il. b~ e ,, tne S·:t.le of declared 
goods in the course of inter-State trade or commerce is 
calculated at twice the rate applicable to the sale or 
purchase of such goods inside the appropriate State. 

However, as per Government Notification dated 
3rd May 1976, no tax is payable on the inter-State 
sales of declared goods provided the assessee proves 
that tax under the State Act has already been paid and 
the inter-State sales are covered by declarations in 
Form C/Form D. 

In Belgaw;1 ·district, in respect of an 
assessee, for the assessment years 1987-88 and 1988-89, 
inter-State sales turnover of cotton seeds amounting to 
Rs.46.18 lakhs and Rs.38.48 lakhs respectively had been 
exempted from payment of tax on the ground that the 
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goods had already suffered tax under the Karnataka 
Sales Tax Act, 1957. The grant of e:-;empt1on in this 
case was not in order as the dealer had not furnished 
the prescribed declarations in Form C/Form D as 
aforesaid. As the goods had already been subjected to 
tax under the Karnataka Sales Tax Act, 1957, at the 
rate of 3 per cent, short levy of tax at the 
differential rate of 3 per cent on the turnover of 
Rs.84.66 lakhs, amounted to Rs.2.54 lakhs. 

This was pointed out to the department in 
August 1992 a.nd 1>1as reported to Government in January 
1993 followed up by reminders; their replies have not 
been received <December 1993>. 

<iii> Under the provisions of the Central Sales TaK 
Act, 1956, the last sale or purchas~ of any goods 
preceding the sale or pL1rchase occasioning the e ;~port 
of those goods out of the territory of India shall also 
be deemed to be in the cou.1~se of such export, if such 
last sale or purchase took place after, and was for the 
purpose of complying with the agreement or order for or 
in relation to sL1ch export. According to the Central 
Sales Tax (Registration and Turnover) Rules, 1957, a. 
dea.ler may, in Sllpport of his claim for exemption, 
furnish to the prescribed authority, a. certificate in 
Form H duly filled in and signed by the exporter along 
with the evidence at export of sL1ch goods indicating 
the nL1mber and date of the agreement entered into with 
the foreign buyer. 

Under the Karnataka Sales Ta x Act, 1957, on 
t'he first sa.le of ply1>iood, tax is leviable at the r."Jte 
of 13 per cent from 1st April 1988. 

In Mysore district, sales of decorative 
plyltJood, amounting to Rs.12.82 lakhs made by a dea.ler 
during the year 1988--89 to an e ;•; porter in the same 
district 1>1ert> exempted from levy of ta;,; althouqh the 
latter had nP.ither exported the goods during the year 
nor produced the requisite certificate. Incorrect 
exemption resulted in short levy of tax amounting to 
Rs.1.83 lakhs (including turnover ta~>. 

in a.udit <March 
assessment (July 

to Rs. 1. 83 l akhs. 
<December 1993>. 

On this being pointed out 
1992>, the department revised the 
1992) and ra.ised demand amounting 
Further report has not been received 

1992; 
1993). 

The case was reported to Gov~rnmer.t 

their reply has not been received 
in Apr i 1 

<December 
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Civ) Under the Karnataka Sales Tax Act, 19~7, on 
sales of cardboard boxes and corrugated boxes, tax was . 
leviable at the rate of 4 per cent with effect from 1st 
April · 1984, at 6 per cent from 1st August 1985 and at 8 
per cent from 1st April 1986. 

Under the Central Sales Tax Act, 1956, the 
tax payable by any dealer on his turnover in so far as 
it relates to the sale of goods in the course of inter
state trade or commerce, not being sales to registered 
dealers supported by declarations in Form C or sales to 
Government supported by certificates in Form D, shall 
be calculated at the rate of 10 per cent or at the rate 
applicable to the sale or purchase of such g6ods inside 
the appropriate State, whichever is higher. 

Further, a dea.ler is not lii'ble to pay tax 
under the Act on the sale of goods in the course of 
export of those goods outside the territory of India. 
The last sale or purchase of any goods preceding the 
sale or purchase occasioning the export of those goods 
out of the territory of India shall also be deemed to 
be in the course of such ~xport, if su.ch 1 ast sale or 
purchase took place after, and was for the purpose of 
complying with the agreement or order for or in 
relation to such export. 

The Commissioner of Commercial Taxes had also 
clarified (February 1987) that there wa<z no exemption 
on purchase of packing materials used for packing goods 
for export. 

In 'Bangalore city, while finalising the 
assessment for the year 1988-89 of a manufacturer and 
seller of cartons, corrugated boxes, etc., sales 
turnover of corrugated boxes amounting to Rs.9.70 lakhs 
to exporters of mango pulp and beverages was exempted, 
treating the sales as in the course of export. The 
exemption allowed was not in order as the goods 
exported were not the same and the sales of corrugated 
boxes were not made after and for the purpose of 
complying with the agreement . or order tor or in 
relation to such export. The incorrect grant of 
exemption resulted in non-levy of tax of Rs.96,988. 

This was pointed out to the department in May 
1992 and 1<1as reported to Government in February 1993 
followed up by reminders; their replies have not been 
received <December 1993). 

{v) Under the Central S ales Ta.K Act, 1956, and 
the Rules made thereunder, where a sale of any goods in 
the course of inter-State trade or commerce has either 
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occasioned the movement of such goods from ens Bt~te to 
another or has been effected by a transfer of documents 
of title to such goods during their movement from one 
State to another, any subsequent sale during such 
movement effected by a transfer of documents of title 
to such gouds to the Government shall be exempt from 
tax provided the prescribed certifjcates in Form E-I 
issued by the selling dealer or in Form E-II issued by 
the first or subsequent transferor and certificate in 
Form D signed by the autharis~d officer of the 

· Government are furnished to the assessing authority. 
The Commissioner of Commercial Ta xe s clarified <August 
1988 and October 1989) that Zilla Parishads were not 
Government departments and certificates in Form D 
issued by them were not valid. 

Under the Karnataka Sales Tax Act, 1957, on 
the first sale of all electrical goods, instruments, 
apparatus and appliances, bu.t excluding pumpsets with 
electric motors of not more than 10 HP, tax was 
leviable at the rate of 10 per cent with effect from 
1st April 1986. 

In Gulbarga district, transit sales of 
electric pumpsets amounting to Rs.5.90 l~khs made by a 
dealer to the Zilla Parishads in Karnataka during the 
year 1987-88, were exempted from levy of tax on the 
strength of certificates in Form D issued by that body 
though these certificutes were not valid as aforesaid. 
This resulted in short levy of tax amounting to 
Rs.66,372 (including turnover taK). 

On this being pointed out in audit (July 
1992), the department revised the assessment (July 
1993> creating additional demand. Further report ha.s 
not been received <December 1993>. 

The case was reported to · 
January 1993; their reply has not 
<December 1993). 

Government in 
been received 

(vi) Under the K:arnataka Sales Tax Act, 1957, on 
the sales of firewood <whether whole or split>, tax was 
leviable at the general rate of 5 per cent during the 
period 1st April 1982 to 31st March 1986 and thereafter 
on first sale at the rate of 6 per cent. However, 
firewood when sold tor domestic use, except to hotels, 
is exempt from tax. 

sales of firewood 
by a de a l e r .to the 
undertakings during 

were erroneously 

In Bangalore city, 
amounting to Rs.10.00 la.khs made 
canteens run by two public secbJr 
the years 1985-86 and 1986-87, 
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el<empted from 
for domestic 

levy· of tal< treating 
use. This resulted 

the sales 
in non-levy 

as made 
of tax 

amounting to Rs.55,000. 

1 991.) ' 
1992) 

before 
1992 ) . 
199.3i. 

On this being pointed out in a.udit (February 
the department revised the assessment (July 

and ther1:uoc•n the assessee preferred d.n appeal 
the df>po.r·tmental appellate authority (September 
Fu:ther r e port ha.s not been received (December 

1991 
been 

Tt1 e 
fol lowed 
recP.ived 

case 1-ias reported 
up by reminders; 

(December 1993). 

to Government 
their reply 

in June 
has not 

<v~i> Under the Karnataka Sales Tax Act, 1957, 
every dealer shall pay for each year, a tax on his 
taxable turnover at transfer of property in goods 
{1..ihe the r as goods or in some other form) involved in 
the execution of works contracts at the rates specified 
in the relevant schedules. 

<a) For supplying and fitting of electrical 
goods, supply and installation of electrical equipments 
including transformers, tax was payable at the rate of 
B per cent from 1st April 1986 to 31st March 1991. 

In the case of works contracts involving 
manufacture, :::;upplying, laying and polishing of mosaic 
tiles, the Commissioner of Commercial Taxes, Bangalore 
had clarified (June 1989) that the va. lue of materials 
purchased from registered dealers in the State and used 
in the manufacture of mosaic tiles and the labour 
charges for manufacturing tiles wer·e not deductible 
from total turnover. 

In Bangalore district, in respect of an 
assessee engaged in the manufacture and sale of 
elei::trica.l fabricated items and in the execution of 
electrical works contracts, for the assessment years 
1987-88 to 1989-90, exemption amounting ta Rs.12.53 
lakhs was allm.ied on raw materials su.ch as switches, 
connectors, CR sheets, meters, transformers, paints, 
etc., used in the manufacture of electrical panel 
boards ~.ihich lll~re used in the execL1tion of electrical 
work contracts. 

of works 
etc • ., of 
consumed 
were not 

As the assessee was engaged in the execution 
contracts involving fabrication, installation, 

electrical panel boards, the raw materials 
in th~ manufacture of electrical panel boards 
deductibie from his turnover on the analogy of 
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the clarification g ~ven by the Comm1ss1oner of 
Commercial Ta x es i.n -'June 1989 in the case of works 
contracts relating to mosaic tiles. 

The incorrect grant of e :'( emption resulted in 
non-levy of taK amounting to Rs.1.13 lakhs. 

On this being pointed out in audit <September 
1992), the department stated <December 1993) that 
assessments for the years 1988-89 and 1989-90 were 
revised creating an additional demand for Rs.8~,137 and 
that rio tal': was leviable for 1987-88 as the entire 
turnover related to labour charges. Further report 
regarding recovery has not been received (December 
1993). 

The case was reported to 
February 1993; their reply has not 
<December 1993). 

Government in 
been received 

(b) In the execution of works contract of t yre
retreading, tax is leviable at the rate of 8 per cent 
from 1st July 1989. 

In Bangalore city, in the case ot an assessee 
engaged 1 n the works contract of tyre J"'et reading, the 
taxable turnover of Rs.48.57 la.khs during the pef"'iod 
1st Jul y 1989 to 31st March 1991 was erroneously 
exempted from levy of tax resulting in short levy of 
tax amounting to Rs.4.15 lakhs <i ncluding turnover 
tax). 

On this being pointed out in audit <December 
1992) the department revised the assessments <March 
1993) and thereupon the assessee preferred an appeal 
before the departmental appellate authority and 
obtained stay. Further report has not been received 
(December 1993). 

1993; 
1993). 

The case was reported to Government in June 
their reply has net been received <December 

(cJ The Commissioner of Commercial 
clarified <April 1990, Apri.l 1991 and June 
pmi..•der coating weuld be ta xable at 10 per 
31st March 1991. 

Taxes had 
1991) that 

cent ·Lip to 

assessee 
In Bangalore 
engaged in 

distri ct , in 
the manufacture 

respec t of 
and sale 

an 
of 
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c rockery-st ands, ta :< ab 1 e turnovers of powder 
coating/painting amounting to Rs.6.11 lakhs and Rs.8.26 
lakhs respectively for the assessment years 1989-90 and 
1990-91 were e x empted from levy of tax treating these 
as labour cha.rges resulting in short levy of tax by 
Rs.1.62 lakhs ltncluding turnover tax>. 

On this being pointed out 
1992>, the department revised the 
1993) creating additional demand. 
not been received <December 1993). 

The case was 
their February 1993; 

<December 1993). 

reported 
reply has 

in audit <October 
assessments (July 

Further report has 

to. 
not 

Government in 
been received 

<v1i1> Under the Karnataka Sales Tax Act, 1957, lf a 
dealer liable to ta~ in respect of works contract opts 
tor payment of ta ;-< by way of composition in any year, 
the tax so payable sha.ll be on the total turnover 
involved in the execution of such works contracts, and 
no d~ductions are allowable. 

It was clarifiPd by the Commissioner of 
Commercial Ta:-:es in December 1991 that the rate of 
composition tax in respect of all types of works 
contracts shall be 2 per cent from 1st April 1986 to 
31st March 1990 and 2 per cent in respect of civil 
works contracts like construction of buildings, 
bridges, roads, etc. and 4 per cent in respect of other 
ttJorks contra.cts train 1st April 1990 to 31st March 1992. 

In Bangalo1e city, in the ·case of a dealer 
engaged in the execution of works contracts of road 
asphalting works and who opted for p a1•men t of tax by 
way of composition for the yea.rs 1986-87 to 1987-88 and 
1989-90 to 1990-91, deducti q ns amounting to Rs.26.15 
lakhs were allo1aled in respect of materials, labour and 
hire charges paid, resulting tn short levy of tax by 
Rs. 52, 291. 

On this being pointed out in audit (Septemb~. 
1992>, the department revised the assessment (June 
1993) creating additional demand. Further report has 
not been received <December 1993). 

1993; 
1993). 

The case was reported to Government 
their reply ha.s not been received 

in Apri 1 
<December 

AG-lO 



SB 

2.8. Omission to levy taK 

(i) Under the Karnataka Sales Tax Act, 1957, 
every dealer shall pay for each year, a tax on his 
taxable turnover of transfer of property in goods 
(whether as goods or in some other form) involved in 
the execution of works contracts at the rates specified 
in the relevant schedule. For f~brication and 
installation of plant and machinery, tax was payable at 
the rate of 10 per cent from 1st April 1986 to 31st 
March 1991. 

Further, on sales of all machinery and spare 
parts and accessories thereof, tax is leviable at the 
rate of 13 per cent from 1st April 1987. 

In Gulbarga district, an assessee company 
entered into an agreement <Apri.l 1985) with another 
company for the supply, erection and commissicming of
machinery and equipment for a mini cement pla.nt on 
turnkey basis which included the supply of core 
machinery, bought ou.t items, engineering services and 
procurement assistance, packing and forwarding charges, 
transportation and erection and commi ssi.on i ng ch a.rges 
for an agreed sum of Rs.465 lakhs. 

The ~·mrk was e:-<ecuted between July 
March 1989 for which the assesse e received 
amount of Rs.531.87 lakhs. 

1986 and 
a tot a 1 

As the assessee had consolidated different 
machineries and made them a composite unit called 
cement plant and as it constituted transfer of property 
in goods involved in the execution of a works contract, 
the assessee was liable to pay tax on the net taxable 
turnover of Rs.438.42 lakhs which worked out to 
Rs.49.91 lakhs <including turnover tax). 

However, whila finalising the assessments for 
the years 1986-87, 1987-88 and 1988-89 <December 1989>, 
the assessing authority did not treat the assessee as 
one liable ,. to pay tax as per the provision relating to 
works contract, on the totality of the work, but 
instead assessed tax only on the turnover of machinery 
and parts procured within the· State aggregating 
Rs.12.17 lakhs at the rate of 13 per cent and levied 
tax amounting to Rs.1.72 lakhs (including turnover 
tax>. Turnovers relating to core machinery, bought out 
ite~s, etc., amounting to · Rs.426.25 lakhs were omitted 
on the ground that these were liable for Central sales 
tax in Haryana or were second inter-State sales 
supported by C and E-I forms etc. This resulted in 
non-levy of tax amountin9 to Rs.48.19 lakhs. 
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On this being pointed out in audit <!uly 
1990), the department revised the assessment <December 
l.992) levying total tax amounting to Rs.49.91 lakhs. 
Further report has not been received <December 1993). 

The case was reported 
1993 followed up by reminders; 
been received <December 1993). 

to Government in April 
their reply has not 

(ii) As per notification issued on 5th October 
1982 under the Karnataka Sales Tax Act, . 1957, French 
coffee prepared out of coffee and chicori in respect of 
which ta:i< had been paid previously was exempt from 
payment of t a.x . Where French coffee ~.,as prepared out 
of coffee and chicori in respect of only one of which 
tax had been paid previously, the tax payable on sale 
of such French coffee was to be reduced to an amount 
equal to the tax payable on the sale value ofthe coffee 
or chicori, as the case may be, on which tax had not 
been paid previously. The exemption or reduction was 
subject to the condition that the dealer selling such 
coffee proved to the satisfaction of the assessing 
authority that ta.x had been paid on coffee '·and chicori 
or either of them, as · the case may be, out of which 
such French coffee had been prepared. The above 
notification was cancelled with effect from 25th August 
1988. 

Furth e r , un de r the Ac t , t ax on ch i co r i was 
leviable at 10 per cent from 1st April 1974 to 31st 
March 1986, at 13 per cent from 1st April 1986 to 31st 
March 1988 and at 8 per cent from 1st April 1988. 

In Chitradurga district, while finalising the 
assessmen·ts of a dealer for the assessment years 
1985-86 to 1987-88, tax was not levied on the value of 
chicori amounting to Rs.4.70 lakhs used in preparing 
French coffee though the chicori obtained in inter
state purchase did not suffer tax under the Karnataka 
Sales Tax Act. This resulted in short levy of tax by 
Rs.60,454. 

June 
1993 
been 

2.9. 

This was pointed out 
1992 and was reported to 
followed up by reminders; 
received <December 1993). 

to the department in 
Government in February 
their replies have not 

Non-levy/short levy of purchase taK 

Under the Karnataka Sales Tax Act, 1957, on 
purchase of groundnuts/groundnut seeds within the 
State, tax is leviable at the rate of 4 per cent at the 



point of la.st purchase, '"1th effect from 1st April 
1987. 

However, by a Government notification issued 
<March 1987>, with effect from 1st ~pril 1987, the tax 
payable by a deal er on groundnuts/groundnut seeds as 
the last purchaser liable to ta:( is exempt provided 
such groundnuts/groundnut seeds are consumed by him in 
the manufacture of non-refined groundnut oil in the 
State and the dealer produces proof of payment of tax 
on sales of such oil made within the State or in the 
course of inter-State trade or commerce. The e xemption 
is not available if the groundnut oil manufactured is 
consigned out of the State, not as result of direct 
sales, as such consignments are not liable to tax. 

In Bellary district, the entire purchase 

turnover of groundnuts/groundnut seeds of a.n assessee 
amounting to Rs.24.97 lakhs consumed in the manufacture 
of non·- refined groundnut oil during the year 1988-89 
was e;o(empted f1-·om levy of ta ;~, though 91 ,OOO kgs of 
non-refined groundnut oil was sent on consignment basis 
outside the State not as result of direct sales. 
However, no ta~ was levied on the corresponding 
purchase turnover of groundnuts/groundnut seeds in the 
State amounting to Rs.16.59 la.khs. Tax not levied 
amounted to Rs.66,376. 

On this being pointed out in audit <October 
1992>, the department stated <November L993> that 
rectificatory orders were passed <July 1993) raising an 
additional demand for Rs.66,369 and that after taidng 
into account the payments al rea.dy made, a balance of 
Rs. L8,87L 1>1as yet to be recovered from the assessee. 
Further report oh the recovery of balance has not been 
received <December 1993>. 

The case \LSas reported to Government in May 
1993. 

2.10. Incorrect allowance of set off 

( i > Under the provisions of the Karnata~; a Sales 
Tax Act, 1957, where tax has been levied in respect of 
any item of goods of iron and steel and out of the said 
goods any other item of goods of iron and steel is 
manufactured in Karnataka and sold, the tax on the sale 
of such manL1factured goods shall be reduced by the 
amount of tax already paid under · the Act on the 
relative items of goods of i r on and steel used in its 
manufacture. The burden of proving that tax under the 
Act has already been paid and of establishing the exact 
quantum of tax so paid on such items of goods of iron 



and steel shall be 
reduct ion. 

i ., 
tJ J.. 

on the deale1~ claiming the 

In Bangalore city, a dealer who had used 
items of iron and steel in the manufacture of rerolled 
items during the years 1989-90 and 1990-91 was eligible 
for set off to the extent of Rs.32.07 lakhs out of the 
tax leviable on the sale of manufactured goods in the 
State. Ho~1~ver, 1•1hile f1nalising the assessments for 
these years (January 1992>, purchase turno~er of Items 
not used in the manufacture and tax element aggregating 
Rs.85.00 lakhs not el1g1ble for set off, was not 
excluded. This resulted in grant of set off amounting 
to Rs.35.47 lakhs.and consequent short levy of tax to 
the extent of Rs.3.40 lakhs. 

On this being pointed ou.t in audit <Oc.tober 
1992>, the department revised the assessment for 1989-
90 (Au.gust 1993) creating additional demand for Rs.3.38 
lakhs. Report regarding recovery and revision of 
assessment for 1990-91 has not been received <December 
1993) • 

1993 
been 

The 

foll 01..,ed 

received 

case was reported 
up by reminders; 

<December 1993>. 

to Government in June 
their reply has not 

(ii> By a Government notification is·:;ued (March 
1987> under t;he Karnataka Sales Tax Act, 1957, with 
effect from 1st April 1987, the tax payable by a dealer 
on the sale of sun-t 1 ower oil manuf ac tu red in 
Karna. tak a, out of sun-flower seeds ~1h ich had suf t ered 
tax under the Act LS to be reduced by the amount of tax 
paid on such sun-flower seeds, subJect to the condition 
that the burden of proving that the t~x on sun-flower 
seeds had already been paid shall be on the dealer 
selling the sun-flower oi.l. The set off 1s however, 
not admissible if the sun-flm»er oil 1s consigned out 
of the State and is not subject to sales tax under the 
Act. Further, as per the clarification issued by the 
Commissioner of Commercial Taxes in June 1987, on sales 
of sun-flower seeds, tax is leviable at 3 per cent. 

In Bellary district, ~hile finalising the 
assessment for the year 1989-90 of a dealer engaged 1n 
th~ manufacture of sun-flower oil, set off was allaw~d 
on. the entire purchase value of sun-flower seeds 
amounting to Rs.91.42 lakhs consumed in the manufacture 
of sun-flower oil though 2,S0,225 Kgs of · sun-flower oil 
valued at Rs.48.20 la~hs was sent on consignment basis 
outside the State and, as such, no set off was 
admissible on the purchase turnover of sun-flower seeds 
consumed in the manufacture of the sun-flower ail sent 
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on consignment basis. This resulted in excess set off 
and consequent short levy amounting to Rs.70,771. 

This 1>1as pointed out to the department in 
October 1992 and was reported to Government in May 1993 
fol lowed up by re minders; their rep l 1 es have not been 
received <December 1993). 

2.11. Non- levy or short levy of turnover tax 

Unde1~ the provisions of the l<arnataka Sales 
Tax Act, 1957, every dealeP, other· tha.n the Go v er'nment 
of Karnataka, the Central Go v e r.nment or the State 
Government of an y other State, who s e total turno v er in 
a year conforms to the prescribed monetary li.mits, 
whether or not the whale or any portion of such 
turnover is ltable to tax under any other provisions of 
the Act, is liable ta pay turnover tax on hi.s total 
turnoveP less such deduction!::• as are admissible under 
the Act. 

In the ca.ses mentioned 
turnover ta x aggregating Rs.8.06 
levied or levied short: 

in the table below, 
1 al•:hs was either not 

______ .. _________ ...... - .. -... -.......... --· ... ·----------·--· .. ·--··-··---------------------·----·-·----·-· -------· 
Sl. Nam~ of the 
No. city/ 

district 

Period Turnover 
l i a.bl e 
to 
turnover 
tax 

Turnover 
ta.i.: not 
levied 
or short 
levied 

<In lakhs of rupees) 
----- ·-· --·---·------ ____ ,. __ _ -· - ·-··- -- - o· - ••·- - - -M ·-- 0 ··-· ··-- o ·------ ·--- ·------------- ·-- · - --, _ 

1 

1. 

2. 

4. 

2 

Raichur 
district 

-cfo-

Belt;faum 
dis-'trict 

Hassan 
district 

1990-91 

1989-90 
and 

1990-91 

1990-91 

3 

1987 <cy) 
and 

1st January 
1988 to 
31st March 
1988 

5 

154. 10 1.52 

46.45 0.58 

179.35 0.90 

63.94 $ 

$ 
$ 0.30 
$ 
$ 

8 . 10 $ 
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-· --·····-·-··-----·· ~ · ·-··· ·"•··· -·----·-· - · ··-... ···-·---·--·---·----·-· ......... ··---···-· ..... -.... __ ,, __ ·---·-·-·-·-·-·---------
1 2 3 4 5 

....... -·- -·····-·--·-···-···----··----··-·-------·------····-· .. ·----·-·--·-----.. ---· .. ·-·-------- --··--------------
5. 

6. 

7. 

Bangalore 
city 

-do-

Gulbarga 
district 

8. -do-

9. Hassan 
district 

10. Dhar1.>1ad 
district 

11. Bangalore 
city 

Total 

1988-89 

1st October 
1986 to 31st 
March 1987 

1st Apri 1 
1987 to 30th 
September 1988 

1990-91 

1988-89 
1989-90 

1990-91 

1st April 
1986 to 2nd 
November 1986 

1990-91 

123.81 1.55 

$ 

$ 

8.12 $ 
$ 0.32 
$ 
$ 

19.49 $ 

47 .()4 0.59 

31.08 $ 

15.74 $ 0.59 

38.62 0.48 

151.bB 0.38 

170.31 0.85 

On these being pointed out in audit (between 
May 1992 and February 1993), the department stated 
(between July 1993 and November 1993) that the short 
levy in one case <Sl. No. 4> had been collected <August 
1992 and June 1993> and that the assessments had been 
revised in 5 cases (Sl. Nos. 5 to 8 and 11>. Further 
report relating to these cases and f"eplies "for the 
f"emaining cases have not been received <December 1993). 

The cases were reported to Government between 
January 1993 and July 1993 follo1>1ed up by reminders; 
their reply has not been received <December 1993>. 

2.12. Non-levy of penalty 

(i) Under the KarnataJ(a Sales Tax Act, 1957, a 
register~d dealer is forbidden to collect any amount by 
way of tax or purporting to be by way of tax at a f"ate 
or rates exceeding the rate or rates specified in the 
Act or in respect of sales of any goods on which no tax 



is lev1able under the Act. If any person contravenes 
these provisions, the assessi.ng auti-ior:i ty may impo:.e 
upon him, by· ~·iay of pena1t y , a. sum not e xc eeding one 
and a half times the amount of such collect 1ons . 

In the cases mentioned in tl1e table belm.», 
though information re lating to eKcess collection of ta k 
amount1ng to Rs.47.05 lakh s by 3 de~lers was av ailable, 
no act1on had b1::1en t<l.ken by the department. to levy 
penalty. 

Sl. Name of the 
No. city/district 

t-.\llber of 
assessees 
• inYol ved 

Vear to which the 
excess collection 
re lated 

AllOUnt collected 
in excess 

(In lakhs of rupees> 
--- ·-··----··· ··--- ··-- ·- -- ·---------- .. --·--- --- ---·-- -·--- .. ---------- ····· ··--····· --·-. ·-·- .. ···---·-·· .. -----------

l. Bangalore o ty 1983-84 44.50 

2. 1986-87 1.01 

3. -do- 1988-89 1.48 

Total 47.05 

·-· --··----··-·-· ---·--· -··-.. --·····---··· --·-----·-· •· -···- ....... -............ -· . ····----·- --·-- - -·--- -- -- ..... -- ~··· .. ·-·---·-- .. ----

On these being pointed out i.n audit (between 
October 1992 a.nd Ma rc h 1993), the department stated 
(between August and September 1993 ) that in one case 
<SL. No. 1) ·notice proposing levy of penalty at one and 
a ha 1 f times the excess c ollection 1<1 .3.s issued and in 
the t~·10 other cases (S l. Nos. 2 arid 3) orders levying 
penalty of Rs.1.01 lakhs and Rs .2.22 lakhs respectlvely 
were passed. Further repcrt; on collect ion 1:>f penalty 
has not been received <Dec mber t993 ) . 

Thi s was reported to Government in July 1993; 
their reply has no t been re c eived (December 1993). 

(ii) Under the l<arnataka Sales Ta>< Act, 1957, if a 
dealer fa i ls to pay the ta x demanded from him within 
twenty-one days from the date of service of demand 
notice, he shall pay penalty at the rate of one and a 
half per cent of the amount of tax remaining unpaid for 
each month for the flrst three months, after the expiry 
of the time presc r ibed and at two and a half per cent 
of such amount for each subsequent mo~th so long as the 
default continues. 

In the cases mentioned J n the table below, on 
belated payments Qf ta ~ by 8 assF&sees, no penalty was 
imposed though penalty of Rs.5.5 3 Lakhs was Leviable. 



Sl. Na.me of the Year Number Penalty 
No. city/ of leviable 

district assessees Cin 
rupees> 

·~--:.------- --· ________ .. ___ , _________________ _ ------.. - ·--·--···. -·····-·-·-·-··-·-- --·-·-·-.. ·-··-----.. --,--.. ~ ------·--

1. Bangalore 1985-86 1 65,478 
city 

2. -do- 1986 <cy ) 
to 

1989-90 1 44,462 

3. -do- 1985-86 1 2,06,143 

4. Bangalore 1985 <cy) 1 51 ,369 
city 

5. -do- 1985-86. 
to 

1988-89 l 38,391 

b. -do- 1985-86 1 52,295 

7. Gul ba1-ga 1987-88 1 34,.212 

8. -do- 1990-91 1 60,945 

Total 8 51531295 

On these being pointed out in audit (between 
May 1991 and March 1993>, the department stated <August 
1993> that notices had been issued in 6 cases CSl. Nos. 
1 to 6). Further reports in these cases and replies in 
the remaining cases have not been received <December 
1993). 

The cases were reported to Government in June 
and July 1993 followed up by reminders; their reply 
has not been received <December 1993>. 

AG-II 
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CHAPTER 3 

STATE EXCISE 

3.1. Results of audit 

Test checJ1 of records of the Excise 
Department, conducted in audit during the year 1992-93, 
disclosed short levy of duty and licence fee amounting 
to R-:.2849.36 la.khs in 106 cases, \.,hich broacly fa.l! 
under the following categories: 

1. Non-r~covery/short recovery 
of 11cence- fee 

2. Errors in computation of duty 

3. Production losses/wastages 

4. Other irregularities 

Tot.:11 

Number 
of 

cases 

31 

26 

5 

-1.i 

106 

Amount 
(Jn lakhs 
of rupees> 

1279.29 

919. '.?2 

8.70 

642. 15 

2849.36 
... ···-·--········ ··-····--·-·--·-··--. ··-- -·-·-·· ·---···- . "•·--···-··--··-·-·-·· -----.. ··+-

During the course of the year 1992-93, the 
' concerned department accepted under-assessments, 

failure to raise demands etc., of Rs.1 7 4.99 lakhs 
involved in 52 cases at which 9 cases involving Rs.3.02 
lakhs had been pointed out in audit dur1~g 1992-93 and 
the rest 1.n earlier )'e·3.rs. A fe1>1 illustrat1-.•e cases 
involvtng Rs.873.16 lakhs .are given in the follo1>>ing 
parar;raphs. 

3.2. Short collection of licence fe~ 

(a) According to the Karnataka Excise 
(Manufacture of Wine from Grapes) Rules, 1968, as 
amended vide not1f1cat1on dated 11th February 1992, the 
annual licenc:E.> fee chargeable for every licence for 
manufacture of wine from grapes was enhanced from 
Rs.1000 to Rs.25,000 with effect from 1st July 1990. 

records 
not iced 

During test 
of the E><c i se 
in audit; that 

chec~: <September 1992) of the 
Commissioner, Bangalore l t was 
licence fee at the pre-revised 
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rate of Rs.1000 only had been coll ected in 23 cases 
(11 ca.ses in 1990-91 and 12 cases in 1991-92) instead 
of at the enhanced rate of · Rs.25,000 resulting in short 
collection of Rs.5.52 lakhs. 

This 1>1as pointed out to the 
September 1992 and was reported to 
November 1992 follow~d up by reminders; 
have not been received <December 1993). 

department in 
Government in 
their replies 

Cb> According to the J(arnataJ.:a Excise <Sale of 
Indian and Foreign liquors) Rulesl 1968, a.s amended 
vi.de notification dated 21st February 1992, the annual 
licence fee chargeable for every wholesale licence, for 
sale in one district, was enhanced from Rs.50,000 to 
Rs.1 lakh with effect from 1st July 1991. 

For licence sanctioned on or 
Janua.ry of the following year, only half 
fee is to be levied. 

a.fter 1st 
the licence 

It was observed in aud:i t (September 1992> in 
the office of the Excise Commissioner, Bangalore that 
in the case of 342 wholesalt:> licences far the whole 
year and 42 wholesale licences for half year granted 
for the excise year 1991-92, as against the licence fee 
of Rs.363 lakhs due, the licence fee actually collected 
was only Rs.251.375 lakhs resulting in short collection 
of licence fee amounting to Rs.111.625 lakhs. 

This was pointed out to the 
September 1992 and was reported to 
November 1992 followed up by reminders; 
have not been received <December 1993). 

department in 
Government in 
their replies 

<c > Accot'd ing to the l<arnat aJ,; a Exe: i se <Sa I e of 
Indian and Foreign Liquors) Rules, 1968, as amended 
vide notification dated 21st February 1992, the annual 
licence fees chargeable for differ~nt kinds of lic~nce 
for vend of liquors 1 such as, wholesale licence, retail 
of shop licence, hotel and boardiny house licence, 
refreshment room <bar) licence etc., were enhanced with 
effect from 1st July 1991. 

In 9 districts <Ban9alore Rural, Bangalore 
Urban, Mysore, Belgaum, Hassan, Tumi(ur, Dakshina 
Kannada, Bijapur and Dharwad), licence fees far 1991-92 
due from 4211 1icensees possessing different f.l:inds of 
licence for vend of liquors were collected at the 01 d 
rates instead of at the enhanced rates resC1lting in 
short collection of licence fee amounting to Rs.726.86 
lakhs. 
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This i.ias pointed out 
between August 1992 and January 
to Government between January 
fol lowed up by reminders; their 
received <December 1993). 

to the depa~tment 

1993 a.nd was report~d 

1993 and . April 1993 
replies have not been 

3.3. Non-recovery of privilege fee on rectified 
spirit 

Under the l(arnataka Excise <E :.:cis.e Duties and 
Privilege Fee) Rules, 1968, a privilege fee shall be 
levied on rectified spirit at the rate of Rs.9.75 per 
proof litre, when such spirit is issued from any 
distillery, warehouse or any other place of stor' aye~ 
Issue means any transfer or release of rectified spirit 
for any use or for manufacture of potable or non
potab le products within or o•..Atside th~ premises of a 
distil'lery. 

In Kolar district, a lorry transporting 12000 
bulk litres of rectified spirit issued as per the 
department's permit dated ~Hh J u ly 19~'0 from a 
distillery in Bijapu.r district !;o a bottling unit in 
Kolar district met 1>1ith an accident resulting in loss 
of 4870 bu.lk litres (8132 proof litres.) of rectiiied 
spirit. Privilege fee amounting to Rs.79,287 on the 
spirit lost was not levied. 

Privilege fee was leviable at the point of 
issue o 'f spi1~it and the purchase of spirit and its 
transport was made at the risk and cost of the 
purchaser. Further, according to the instructions 
issued by the Excise Commissioner in April 1985, 
accident to the vehicle carr-ying the ex:cisable at"t1cles 
does not remove the liability for payment of excise 
duty and duty is required to be levied on the articles 
lost in transit due to accident etc. The omission to 
levy privilege fee on spirit lost in transit resulted 
in non-realisation of revenue amounting to Rs.79,287. 

This i.1as pointed out to the department in 
March 1992 and i.1as reported' to Govern.ment in May 1992 
followed up by reminders; their replies have not been 
received <December 1993) • 

3.4. . Non-recovery of duty on Indian liquor 
exported 

Under the Karnataka Excise <Excise Duties and 
Privilege Fee) Rules, 1968, a rebate on duty is allowed 
in respect of liquors exported outside the State to any 
place within India. Accordin9 to the Karnataka Excise 
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<Possession, Transport, Import and E xport of 
Intoxicants> Rules, 1967, and the instructions issued 
by the Exe i se Commissioner <March 1977, D~c ember 1989 
and March 1990), in case of e xport to Defence Units 
where the report of verification of the consignment or 
warehousing of the intox icants in the importing St ate 
has not been received by the permit issuing authority 
within 90 days from the date" of expiry of the export 
permit, the differential du.ty shall be collected from 
the exporter or the sureties. 

In respect of B,896 bulk litres of Indian 
liquor e xported ta Defence Units in other States from a 
distillery in the district of Bi dar on the basis of 3 
export permits issued during the e xcise year 1991-92, 
verification reports ha.d not been received from the 
importing States till August 1992. No action had been 
taken by the department to demand the differential 
excise duty amounting to Rs.2.49 lakhs involved in 
these cases from the e :o\ porting distilleries concerned 
or the sureties. 

On this being pointed out in audit <August 
1992), the departm~nt reported <June 1993~ that efforts 
to collect the verification reports were in progress. 
Further report has not been received (December 1993). 

The case was reported to Government in April 
1993 followed up by reminders; their reply has not been 
received <December 1993>. 

3.5. Short payment of export duty on beer 

Under the Karnataka . Excise <E~cise Duties and 
Privilege Fee> Rules, 1968, and the Government 
notification dated 21st November 1992, from- 1st April 
1992 duty at the rate of Re.t per bulk litre is payable 
C20 paise per bulk litre up to 31st March 1992> by the 
licensee in respect of beer exported outside the State 
of Karnataka to any place within India. 

A brewery in Bangalore district e~ported 

15.37 laJ~ h bulk litres of beer outside the State of 
Karnataka during the period from 23rd ~ay 1992 to 30th 
June 1992 on paying duty at 20 paise per bulk litre, 
against Re.1 per bulk litre, resulting in short payment 
of duty amountjng to Rs.12.30 lakhs. 

Th is was pointed out to the department in 
Ju. l y 1992 and was reported to Government in September 
1992 followed up by reminders; their replies have not 
been received <December 1993). 
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3~6- Non-recovery of interest 

As per the Karnataka Excise Licences (General 
c~nditions) Rules. 1967, the rent payable to Government 
in respect of the liquor shop for each man th sha 11 be 
cre~ited by the licensee into tne treasury on or before 
the last day of that month. Interest at the rate of 18 
per cent · p~r annum shall b~ charged from the first day 
of the succeeding month on the outstanding a.mo•.J.nt as 
long as it remains unpaid. 

district, 
lakhs for 

off 1ce in Dakshina Kannada 
of rent aggregating Rs.560rll 
from March 1992 to May 1992, 

received by means cf aemand drafts after delay ranging 
from 16 days to 77 days, no interest was charged 

In an excise 
on payments 
the months 

resulting in non-recovery 
Rs.11.81 la.khs. 

This 
J a.nuary 1993 
1993 followed 
been received 

of interest amounting to 

1.>1as pointed out to the department in 
and 1>1os reported to Government in April 
up by reminders; their replies have not 
<December 1993). 

3.7. Short levy of litre fee 

Under the Karnataka Excise <Excise Duties and 
Privilege Fee) Rules, 1968, a Iitr·e fee at the rate of 
Rs.6 per bulk litre shall be levied on country liquors 
containing 42 per cent and above of proof spirit when 
so~d by licensees as per the Karnataka Excise (Sale of 
Indian and rore1gn L'\quors) Rules, 1968. Hoi.,everJ 
litre fee at tAe rate of Re.l per bulk litre only is 
~eviable on beer, cider and all other fermented liquor. 

In two Excise offices in Ch1tradurga 
district, on 35,207.50 bulk litres of fenny containing 
42.8 per cent of proof spirit issued to licensees 
during the period 1st April 1990 to 30th June 1991, 
litre tee at the r.:1.te of Re.1 pe1· bulk litre only had 
been levied as against Rs.6 per bulk litre resulting in 
short levy of litre fee by Rs.1.76 lakhs. 

This was pointed out to the department in 
June 1992 and was reported to Government in July 1992 
followed up by reminders; their replies t.ave not been 
received <December 1993). 
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CHAPTER 4 

TAXES ON MOTOR VEHICLES 

4.1. Results of audit 

Test check of records in l;he Motor Vehi c I e;; 
Department~ conducted in audit during the year 1992-93

1 

disclosed under-assessments of tax amounting to 
Rs.581.43 lakhs in 165 cases which broadly fall under 
the following categories: 

1. Non-levy/non-collection of 
p£-na1ty/fe-es 

2. Non-levy/short levy of tax 

3. Irregular refunds 

4. Other irregularities 

Total 

Number 
o1 

cases 

78 

69 

5 

13 

165 

Amount 
<In lal·:hs 
of rupees) 

563.97 

12.97 

0.57 

3.9:~ 

581. 43 

During the course of the year 1992--93, the 
concerned department accepted under-assessments, 
failure ta raise demands ·etc., of Rs.74.75 lakhs 
involved in 44 cases ~>Jh i ch had been pointed out in 
audit 1.n earlier years. A fe1>1 illustrative cases 
involving Rs.14.53 lalofhs ar-e given 1n the fol101.t1ing 
paragraphs. 

4.2. levy of tax at incorrect rate 

Under the Karnatal~a Mot;or Vehicles Taxation 
Act, 1957, up to 31st March 1989 1 the rates of t-3.)( 
leviable on omnibuses and private service vehicles were 
determined with reference to the number of persons 
whl.ch the vehicles were permitted to carry, but with 
effect from 1st April 1989 1 the rates are determined 
with reference to the floor area of the vehicles. 

In Belgaum r'egion, the tax for the period 
from 1st November 1989 to 31st July 1992 on ~n Offinibus 
having a floor area exceeding 12 square metres, which 
had migrated from Dakshina Kannada region in November 
1989 and was used by\ · driving school, was wrongly 
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levied and collected with reference to the number of 
persons the vehicle was permitted to carry instead of 
with reference to the floor area of the vehicle 
resulting in short levy of ta~ amounting to Rs.97,940. 
Simi. l.3.r short levy of ta.x occurred in respect of the 
same vehicle for the period from 1st April 1989 to 31st 
Octob?.1' 1989 in Da.kshina Kannada region. 

On this being pointed out in audit (September 
1992), the department re-assessed <.July 1993) the ta :..; 
due in respect of the vehicle on floor-area basis for 
the period from 1st April 198C>' to 31st .July 1992 and 
raised demand for Rs.1.53 lakhs. Details of recovery 
have not been received <December 1993). 

The case was 
their December 1992; 

(December 1993). 

reported 
reply has 

to 
not 

Government in 
been received 

4.3. loss of revenue due to irregular grant of 
exemption 

Under the J<arnata~:a Motor Vehicles Ta x ation 
Act, 1957, on omnibuses, ta~ is lev1ab1e a.t the 1~ates 

specified therein. By a notification issued in 
February 1987, Government exempted from payment of tax 
motor cars and motor lorries used as motor ambulance 
vehicles and travelling dispensar' ies · to provide free 
service to the public. 

In Bangalore North region, 2 vehicles owned 
by a company and registered as ambulances were granted 
exemption from payment of tax though they were not used 
to provide free service t;o the public. The vehicles. 
were correctly classifiable as ompibuses and assessable 
to tax accordingly. The incorrect grant of e :•;emption 
resulted in non-levy of tax a.mounting to Rs.82,407. 

On this being pointed out in audit {April 
1992), the depart<nent stated that the vehicles were 
meant for free service to factory workers of the owners 
and hence the exemption gr an t;ed was in order. 
Government to l'lhom the case was reported (July 1992~ 

endorsed the vi e1., of the department <April 1993> and 
held that public included any class or community a.nd~ 

as such, the exemption . allowed 1>1as in order. This 
contention is not tenable a.s the benefit provided by 
the company was 1 im"i ted to its worl1:ers, to the 
exclusion of a.11 others outside the compa.ny and could 
not be construed as 'free service to the public·. 
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loss of revenue due to non-renewal of 
certificates of registration 

Under the Motor Vehicles Act, 1988 and the 
Central Motor Vehicles Rules, 1989 made thereunder, a 
certificate of registration issued in respect of a 
motor vehicle other than a transport vehicle, shall be 
valid only for a period of fifteen years from the date 
of issue of such certificate and shall be renewable on 
payment of the pres~ribed fee. If the O\llner of a 
vehicle fails to make an application for renewal within 
the period prescribed, he is liable to pay penalty of 
such amount not exceeding one hundred rupees. 

In 7 regions, renewal of certificate of 
registration in' respect of 6S68 non-transport vehicles 
<Shimoga: 1562, · Belgaum: 1861, Kolar: 339, Gulbarga: 
1548, Mandya: 231, Bangalore West: 693 and Mangalore: 
334) due between March 1992 and October 1992 had not 
been done. This resulted in non-collection of 
registration ~ee <Rs.3.79 lakhs>. Penalty not 
exceeding Rs.6.57 lakhs though leviable was not levi~d. 

On these omissions being painted out in audit 
<between May 1992 and November 1992>, the Commissioner 
for Transport, Bangalore issued instructions (March 
1993) to all concerned to initiate action for renewal 
of certificate of registration wherever due. Reports 
regarding renewal of the certificates in respect of 587 
vehicles and collection of fee and penalty aggregating 
Rs.95,255 had subsequently been received in respect of 
3 regions between Jul y 1993 and August 1993. Further 
reports relating to these and other regions have not 
been received <December 1993) . 

Government to whom the cases were reported 
<between September 1992 and May 1993> endorsed the 
reports of the department (September 1993>. 

4.5. loss of revenue due to non-assign•ent of new 
registration marks 

Under the Motor Vehicles Act, 1988 <Central 
Act> and the J<arnataka Motor Vehicles Rules, 1989 made 
thereunder, when a motor vehicle registered in another 
State is kept in th is State for a period exceeding 
twelve months, it is required to be assigned ~ a new 
registration mark on payment of the prescribed fee. If 
the owner of the motor vehicle or the p rson in 
possession of the motor vehicle fails to apply for the 
assignment of new registration mark, he shall be liable 
to pay a sum of Rs.SO for the default far the first 

AG-Ii-



74 

month an d Rs . 25 f or th e 
month provi ded t h at the 
exceed Rs.1 0 0. 

dt·f au l t fa1· every sl!bsequent 
t otal amolln t payable shall n o t 

regions, 
betl..ieen 
the new 
in loss 

In S h1 mog a, Ko lar and Banga l ore North 
703 veh 1cles which mi g r a t ed t o t his St at e 

J u ne 1973 and Ma.y 19C,' 1 had ncit bl7e n a-::.si g ned 
regi st rati on marks as p rescr i bed . Thi s resulted 
of fee an d p e n a lt y am0un t 1ng to Rs . 1 . 39 lakh s . 

On th:i s be i n g p oin ted ou t i n a u.di.t ( bet1>1een 
April J 9 9 2 a n d J une 19921 ~ t he depa rtme n t i ntima t e d 
( between Ma rc h 1993 a n d J u ly 19 9 3> th at n ~w 

r egistrat i on mar l.:s had be en a s s 1gn e d t o 2 14 v ehic l es 
for Nhich fee and penal ty· a moun tj n y to Rs .48 ,1 95 h ad 
been collected a.nd that n o t i c es had been 1 ssued i. n 
respect of the remaining veh ic l es . Repo r t r ega rding 
further progre s s has not b e en r ece i ved <Dece mber 1993) . 

Go vernment to ~&Jhom t he 
<between J ul y 19 92 an d Se p te mber 
replies o f t he dep artm e n t. 

c a s e s 
1992> 

11;ere repor·t€'d 
endorsed th e 

4.6. Luss of fee due to non- i s sue of qoods vehicle 
record 

Un d e r the Ka r n ataka Mot o r Veh ic l es Rul e s, 
1989 , t h e d r i v e r of ev e r y goo ds v e hic le shall k e e p and 
maintain i n th e veh icle, a r e co r d (GVR > in the 
prescribed form (KMV . 9> which shall g i ve i. n r e s p e c t of 
each day , pa r ti c ulars o f Jou rneys , de sc ription of 
commodities etc., and s h a ll be open t o i nspection by 
any officer of the Motor Veh i cles Dep a rtment or of the 
Po 1 ice Department. The GVR. sha 11 be s up p 1 i ed by the 
Secretary of the Transport Authori t y c oncerned i.n the 
form of seriall y numbered books, eac h containing 99 
numbered pages in duplicate with the seal of such 
Transport Authority on eac h page and the fee for each 
such book shall be Rs. 25 . The Commissioner for 
Transport, Bangalore h a d also instructed all concerned 
<February 1990 ) th at GVRs should be issued to the 
vehicles invariabl y at the ti.me of issue or renewal of 
fitness certifi c ates. 

During the y-ear 1991-92, though fitness 
certificates in respect of 6421 goods vehicles were 
issued/renewed in 3 regions (Belgaum: 2559, Mandya: 902 
and Bangalore West: 2960), GVRs were issued only in 146 
cases CMandya: 142 and Bangalore West: 4>. 

On 
October 1992 

this being pointed out in audit <between 
and December 1992>, the government stated 
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(August 1993) that the non-issue in Mandya region was 
due to non-availability of stock of GVRs and that 
action had been taken t~ obtain supply of GVRs from the 
Gov~rnment Press. However, non- issue of even the 
a.vailable 1709 GVHs i n the other 2 re-gions <Belgaum: 
1183 ar.d Bangal ore West: 526) resulted in non
collect1on of fee amounting to Rs.42,725. 
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CHAPTER 5 

TAXES ON AGRICULTURAL INCOME 

5.1. Results of audit 

Test check of records in Agricultural Income
tax Offices, conducted in audit during the year 1992-93 
disclosed under-assessments of tax amounting to 
Rs.25.77 lakhs in 74 cases which broadly fall under the 
following categories: 

Number 
of 

cases 

Amount 
(In l akhs 
of rupees> 

-----------·----·----·-----·---··--·------------·~--- ·----- ·--·----~-----····-·-.. ---
1. Errors in computation of l '.:• 8.84 

income 

2. Non-levy of interest and 36 6.09 
penalty 

3. Irregular al l O•..>Janc e of 1 1 3.71 
expenditure 

4. Short-determination of 3 3. 2 4 
income 

5. Other irregularities ~ 3.89 

Total .74 25.77 

During the course of the year 1992-93, the 
concerned department accepted under-assessments, 
failure to raise demands etc., of Rs.50.96 lakhs 
involved in 73 cases 1--ihich had been pointed ou.t in 
audit in earlier years. A fe\~ illustrativf' ca.ses 
involving Rs.17.83 la.khs are given 1n the folloi.-1ing 
pa.rag raphs. 

5.2. Non-levy of tax on the share o -f income 
received from ~ dissolved firm 

Under the t<arna ta.,: a Agricultural 1 ncome-t ax 
Act, 1957, where any business through which 
agricultural income is received is discont1nued in any 
year, any sum received after the discont1nuance of 
business sha 11 be deemed to be the income of the 
recipient and charged to tax in the year of receipt, if 
such sum would have been taxable but for discontinuance 
of business. 
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In Mysore district, 
dissolved on 1st October 1987 
distributed among the partners; 
association of persons and 
individual proprietary concerns. 

a registered firm was 
and the property 1,t.1a.s 
one of them being an 
three others betnq 

(a) One of the partners of the erst1>1h1le firm, 
viz., the assoc1at1on of persons, received during the 
previous years relevant to the assessment years l989-90 
and 1991-92, bad~-pool receipts of Rs-3.74 la.khs. and 
Rs.2.54 lakhs respec t tvely relating to the year 1986-87 
and earlier periods on which taK amounting to Rs.1.46 
lakhs and Rs.0.99 lakh respectively was not levied. 

On th is beinq pointed ou.t 2n audit <August 
1990}~ the depart.mi:'nt sta.ted <Janu .r.H'Y 1992} that the 
assessee was entitled to the benefi t of composition of 
tax under the Act during the relevan t assessment years 
1989- 90 and 1991 - 97 and. as such, the quest1on of 
assessing the back - pool receipts did not '3.r1se. The 
contention of the department is r.ot tenable as the 
share income from the erstwhtle ftrm was not covered by 
the composition ta K pa1d by the assessee and had to be 
taxed separately on regular assessment basis. 

This was again pointed out to the department 
1n April 1993 and the c a ·se wa.s repcrrt ed to Gove r·nment 
in May 199.3 followed 1.J.P by reminders; their replies 
have not been received <December 1993). 

(b) Dur in g the previous yea.rs relevant to the 
assessment years 1989-90, 1990- 91 and 1991-92, the 
other three partners of the ersti.1hi le firm mentioned 
abov e also received back-poo l receipts relating to 
1986-87 and earlier seasons aggre9ating R.s.7.47 l .aJ,; hs 
on ~·ih j ch t; a.x l ev i ab I e amount 1 ng to Rs. 3. 74 l akhs 1>1as 
not levied. 

On this being pointed out in a.udit <August 
1991 and Ju.l:t 1992), the department stated (October 
1992) that these three partners of the erstwhile firm 
were also assessed to taK under Section 66· allowing the 
benefit of composition of tax as they were holding less 
than 25 acres ot land and the composition tax so paid 
covered the entire income a.nd hence the question of 
further taxing the back-pool receipts did not arise. On 
verification by au.dit in April 1993, it "'as, ho"1ever, 
noticed ·that the contention of the department was not 
correct as the partners had actually been assessed to 
tax on regular income basis and not on composition 
basis. As such, the share of back-pool receipts had 
to be taxed by including such income aloi:ig with the 
regular income of the relevant years. This t..ias again 
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p o in ted out to the d£' p art mt> n t. t n April t 993 ; 
r e p l y has not b een re c e ive d <D e cemb e r 1993> . 

t he ir 

The c ase 1o.1 as re p o r t ed b :J 
Oc t ober 1991 a.nd Sept embe r 19 9 2 
r e mind ers; the1 r r <~ pl y h a s no t hP e n 
l. 9 9 3 } . 

t he Go v e r nment i. n 
folloi.1ed up by 

r e c e ive d <Dec embe r 

5. 3 . Non- c.:lubbing of· income of minor children/wife 
of i ndi v i dual 

Und e r the l<a rn at a ka Ag r1cul tt..w a l I n c ome- tax 
Ac t, 1957 , in comp u t i ng the to t a l ag ricu l t u r a l i ncome 
of a n i ndividual, t her·e s hal l be i nc luded ali s uch 
agricultur a l income as a r ises directly or indirectly to 
the spouse o f suc h individual fn::>m t he membe rship of 
the spous e i" a f i. r o' in 11.Jhi c h suc h ind i v i du al i.s a 
p a rtner or to a mi n or c hild of s uch indi v idual fr o m the 
admission o f the mi no r ta the b en e f1 t.s of partnership 
in a fi. r m in whi c h such i nd ivi dua l i.s a p ar tner. For 
this purpose, where the spous e or a mino r c hild of an 
i ndiv i dual is a. b enef ic i a r y 1.J.nde r a tr1Jst, the in c ome 
arising to the trustee from membersh i p in a firm in 
which such individual i s a partner s hall t o the e x tent 
such income is fo r the ben efit o f the s pouse o r mino r 
child of such indiv i dual be deemed to be income ari sing 
to the spo use or mino r ch i ld in a firm in lofhich such 
individual is a partner. 

In Chicl1:magalur distr·ict, t t•JO i nd i viduals 
alongwith s e v en trusts, the ben e ficia r i e s o f which are 
spouse or minor children of the ti110 ind i v idu a ls \!fere 
partners of a firm. But the s hare income of the 
beneficiaries arising from the firm in the assessment 
years 1987- 88 to 1990-91 were assessed separately 
instead of clubbing the share income with the income of 
the t\>10 individuals. This result e d in short levy of 
ta x amounting to Rs.2.21 lakhs. 

On this being pointed out in audit <August 
1992), the department revised the assessment <July 
1993) and raised additional demand of Rs. l.68 lakhs 
after adjusting the t~;-c already paid by the assessee. 
Further report on recovery of t~e amount has not been 
received <December 1993). 

The case wa:s 
November 1992; their 
<December 1993>. 

reported 
reply has 

to 
not 

Government in 
been received 
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5.4 . Inco rrec t determinat i o n o1 tax ab l e i n c ome 

(a) Und er th e l<arn6tak . .:i Ag r u:u1tur·2.1 lm:: ome -- ta :~ 

Act, 1957 , if in a n y yea r , e>:penditure is 1n curre(l by· a 
p erso n for replanting of rubb e r in any pl a n t ation , suc h 
e xp e n ditu1' e no t ~ :.; ceed1n9 the arnoun t l!l?cessa r y toi
r e p 1 a nt l n g b·io ;:i nd a ha l f p ~ r cent o f the acre a y t- r..: f 
plan t at ion h eld by the person ma y be allowed as 
deduction 1n comput:ing th e t .a ,~ ab l e agr·1c:ultural inco •tH~ 

of s uch person. 

I n Mys ore d i strict, wh i le d e t e rmining t h e 
t a xabl e agricultural i ncome of dn assessee for th e 
a ss e ssmen t year 1<7'9 1 - 92' , an a mm .. 1nt. o f Rs . 90,750 was 
a l lowed a s deduc tion on account of replan t ing e x penses 
a t rubber' plants a g ainst the aJ lo1>1able de duc t ion ot 
Rs.25 , 309 resu l ting in short determinat i on of i n come 'b y 
Rs . 65 ,441 and ccmsequ~nt. s h.-:>rt l evy o f t a x by 
Rs . 35 ,992 . 

Th1 s 

July 1992 a nd 
1993 fa 11 0~·1e d 

b e en r eceived 

wa s p ointed ou t 
1>1as r epo r t ed t o 

!J,p by r em ind ers ; 
<Dec e mber 1993) • 

t o the de partment i n 
Gov e r n111ent in J anua ry 
thei r replies ha v e no t 

( b) Und er th e l< a r nat.a J.:a Agr i c ul t ural lncome - ta x 
Act, 1957, any deduc t l on a. l lo1•1e d to~o,1a rds e :-< pend i tu re 
for new cultivation, r epl a n t ing a nd ma in tenance of 
immature coffee pla.nts 1>1hi c h rem a. in s u nspent fo r five 
years after the assessment y ea r s h a l l be t r eated as 
income of the s ix th year. 

In Hass an district, in t he c ase of · an 
assessee fi r m, the unspen t balan c e of repl a nting 
expenditure amounting to Rs .1.56 lakhs a llo111ed d u ring 
the accounting year 19 8 2 -83 was not added bad.; and 
taxed as income for the a s sess ment year 1989-90 
eventhough the assessee firm had returned thi s a s 
income for being taxed. This resulted in short le vy ot 
tax amounting to Rs.1.01 lakhs. 

This 
July 1992 and 
1992 followed 
been received 

was pointed out 
was r eported to 

up by · reminders; 
<December 1993>. 

to the department in 
Government in Octobe r 
their replies have not 

5.5. Incorrect ca.putation of agricultural income 

Act, 
from 

Under the Karnataka 
1957, and the ·rules made 

agr icu l tura l income 

Agricultural Income-tax 
thereunder, a deduction 
is allowed towards 
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depreciation ot a.ssets oi.ined by tht- assessee and usec;;f 
for the purpose of deriving the agricultural income. 

In Chickmagalur district, while computing 
( January 1989) the t.a :-<able income of .:t.n assessee firm 
for the assessment year 1987-88, a deduction of Rs.1.19 
lakhs was allowed by the assessing officer towards 
depreciation without adding bacJ•: the depreci;ition of 
Rs.1.53 lal~hs already claimed in its accounts by the 
assessee. This resulted in short computation of 
taxable income by Rs.1.53 lakhs and consequent short 
levy of tai< amounting to Rs.94,800 <Rs.36,70() - firm 
and Rs.58,100 - partners>. 

This was pointed out to the department in 
June 1989 and was reported to Government in March 1990 
followed up by reminders; their final replies have not 
been received , <December 1993>. 

5.6. Failure to assess income frDflt fir• 

Under the J<arnataka Agricultural lncome-ta~ 

Act, 1957, in the case of a registered firm, after 
assessing the total income of the firm, the 
agricultural income-tax payable by the firm itself 
shall be determined and the share of ea.ch partner in 
the income of the firm should be included in his total 
income and assessed to tax. Further, as per the 
provision relating to composition of tax under the Act, 
when the total extent of land under plantation crops 
held by any person does not exceed 25 acres, such 
person may, with the permission of , the assessin9 
authority, compound the tax payable by him and pay in 
lieu thereof a lumpsum tax at the prescribed rate. 

<a> In Kodagu district, the share income 
amounting to Rs.97,144 each of two partners of · a firm, 
received during the previ6us year relevant to the 
assessment year 1991-~2, was not included in their 
total income and assessed to tax on the plea that they 
enjoyed the benefit of composition of tax under the Act 
in respect of their separate individual holdings of 
less than 25 acres. As the composition covered only 
the income from their individual holdings, the levy of 
tax on the share income from the firm wa.s mandatory. 
The omission to levy tax on the share income of the 
partners in this case resulted in short levy of tax of 
Rs.42,46·S. 

This 1>1as pointed out to the department in 
J a.nuary 19<;'3 and was reported to Government in March 
1993 followed up by reminders; their replies have not 
been received <Decemqer 1993). 
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(b) In Ch1ckmagalur district, the taxable 1.ncame 
of an assessee firm for the assessment year 1989-90 was 
computed <SeptPmber· 1990> by taking its share in the 
income of another firm as loss of Rs.1,66,141. However, 
the said share of loss was subsequently revi~ed <April 
1992> to income of Rs.60,162, which actually worked out 
to Rs.57,414 only. 

OmJssion to simultaneously revise the 
a ·.:.sessmen t of f;he assessee firm for the year 1989-9() 
resulted in short computation of income by Rs.2.24 
l a.khs and consequent short I evy of tax amounting to 
Rs.1.39 lakhs. 

This ~·1as pointed out 
June 1992 and 1>1as r·eported ta 
1993 followed up by reminders; 
been received <December 1993>. 

to the department in 
Government i.n January 
their replies have not 

5.7. Non-levy of interest on belated payaent 

(a) Under the · l<arnataka Agricultural Income-tax 
Act, 1957, an assessee who withholds the payment of tax 
with permis·sion has to pa.y in addition to the tax 
payable, interest on the tax due at the rate charged by 
scheduled banks for unsecured loan from the due date up 
to the date of actual payment. 

In Chickmagalur distrtct, an . appeal preferred 
by an assessee firm in the High Court of KarnataJ~ a, 
contesting the levy of tax amounting to Rs.1.76 lakh~ 
for the assessment yea.r 1987-88 pay ab 1 e before 31st 
October 1988 was dismissed. The assessee firm which 
had initially obtained stay order for withholding 
payment of the tax, paid the tax on 2nd April 1992. The 
assessing authority, however, did not levy interest for 
the period from 1st November 1988 to 31st; March 1992 
amounting to Rs.1.05 lakhs. 

This 1>1as pointed out 
June 1992 and 1>1as reported to 
1993 followed up by reminders; 
been received <December 1993). 

to the department i.n 
Government i.n January 
their replies have not 

<b > As per an amendment to the Karnataka 
Agricultural Income-tax Act, 1957, introduced with 
effect from 1st April 1987, in the case of a registered 
firm the agr"icult.ural income-ta:( payable by the firm 
itself shall be determined and collected from the fi.rm 
and the share of each partner in the income of the firm 
shall be inclyded in his total income and assessed to 
tax accordingly. Prior to the amendment, the income of 

I 



thf~ T~ r·u1 ,.ia~:.. to be r.d locatPd tu tr•P p.artnt>rs and no t2.:u: 
l>/a~. to t,e cullt-cted ir·om th£ i::.rm. 

Some assessees (r~g1stered f1rm~ I went 1n 

appeal ch a llenging t h e date of ~ffect a ~ the amendment 
holding that the amPndment should apply only w1tn 
effect from the assessm>.:n t yea.1- 1S'8H--8S' . !ht- Hi.gh. 
Court of 1<.arnatai··a uphelc1 the le •,;y of ta. i~ '->nth effect 
from 1st Ap 1- 1 l 1987 . As· the assess.ei:·s· 1i.ient ln a.ppe .:;. 1 
on ttie1r m•.in, the y t-.1e 1~e 11ab1e to pay int.ere!':.t 
accordi ng to th e prov1s1ons of the Act on the delayed 
payment of ta~ right from th~ due date mentioned i n the 
original nott ce at aemand. 

assessment 
amount1n9 
depa 1-tment, . 

~, cases ) ii 

ye a r 1 S'8}-88, 
!;o Rs.78,130 

kod~gu d1s~rict, 

the in terest so 
\ti 3 ·.::.; not. 

for th E-
1ev1 .atd e 
b)' the 

On tr11i::, be1r.9 p ointed out 1n .a"-.t.:Jlt ·; -:.:;~;-1.:itet11 bt<f' 

1992 and November 199 2! , t e department levied ~Gd 

collected <January t9?31 interest. (~f Rs . • 56,:•;;8 tn one 
case and l evLed ($eptPmber 1993> int e rest amounting to 
Rs.41!830 ir1 !;he other c.3.·;;e . Repi:wt on r-t~id"tsat1on of 
demand has not been received !December 19931 . 

Thi= 
February· th<:? i r 

report£d 
r ~pl · hr.!::. 

l;:Q 

not 
Ge.iv e iT111,er·, .. i. n 
bt-iJ.n rece>J\'E' O 

(Deceo1be:~ 1993 ) . 

5.8. Shurt !t:.0vy due to exc(•ss al1owancP uf 
deduction 

j t 

on is . not 
al lc1ui.atil e as 
inCOlh!:'. 

h Et s ti e e r 1 .J u d :i c ;; .r.i l 1 :r n ~ l o -it t h i'1 t 

a sub~Jst:ng l1ao1 1J ty and 
an e xp~no 1ture in c~mpu~1nq the 

C' or·s ,_t -s =· e t: 

h!!nc !:' nor 

ln Bangalo1 e dist rict, \t.lhi.ie computing the 
taxable agricultural income of a.n assessee C0•11pa.ny for' 
the assessment year 1981-82 1 an amount of Rs.l.93 lakhs 
towards ' bonus set on , not allo1>1<\ble as e :~ penditure 

as aforesaid, was allowed by the assessing officer as 
deduction in · addition to the deduction relating to exp 
enditure on bonus to employees a~ disclosed in the 

* /'fa.1wa Vanaspati & Chemical Co. Ltd., vs Comm:issioner 
of lnco.n~ Ta."'4.' f1S'84 .. l 154 JTR 655 O'"tadh:va Pradesh 
High Court} 



assessee s profit .Jnd loss account. Th1s resulted in 
short levy of tax cl.tUOunting to Rs.1 . 25 la.khs . 

On th i ~. be in g po 1 n t e d out; 1 n 
1992>, the assess1ng officer Issued 
assessee. Further report has not 
<December 1993). 

The case 
January 1993; their 
<Decembe1~ 199~) . 

reported 
rep l y has 

to 
not 

aud l t <Oc ti:Jber 
not i ce to the 
been rec eived 

Government i.n 
been recei ved 

5.9. Double adjustment of advance tax 

Und er· the l<.arn.ataka Agricultural lrJcome-tax 
Act, 1957, where a. refund is due to any pE'rson, the 
assessing officer may set off the amount to be refunded 
or any part thereat against the agricultural income-tax 
remaining payable by that person. 

In t<odagu distr ~ ct, refund of Rs.89,937 due 
to an assessee on account of excess ad vance tax paid by 
him in respect of the assessmen t year 19 85-86 was set 
off <Decembe r 1990) to the extent of Rs.38,242 against 
the tax payable by him for the assessment years 1986- 87 
and 1987- 88 and the balance of Rs.51,695 was ordered to 
be carried forward to be adJusted against future 
demand s . Hoi.1ever, 1..ihen the ass e ssment for the year-
1985-86 was re v i sed in February 1992, the entire 
advance tax paid in respect of th e year was once again 
adjusted overlooking the set: off of Rs.89,937 already 
allowed in Decembe r 1990 leading to corresponding short 
demand of Rs.89,937 . 

This i.:as pointed out to the 
November 19 92 and was reported ta 
February 1993 followed up by reminders; 
have not been received (December 1993>. 

depar·t ment in 
Government in 
their replies 

5 .10. Short levy due to computation mistake 

Unde r the ><arnata ~i:a Agricultural Income-tax 
Act, 1957, and the Rules made thereunder, for arriving 
at the net assessable amount of agricultural · income, 
any sum paid by an assessee in the previous year- as 
donation to the specified funds not exceeding 10 per 
cent of the total agr·icultural income is allm11ed as 
deduct ion. 
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In Hassan distr·ict, while finalising the 
assessment of an .... ssessee comp a ny ·fo r the period 1st 
July 1988 to 31st March 1989, a sum of Rs.65, 000 
debited in i. ts profit a.nd loss accounts tm&1a.rds 
dona.I; i~n i.1as not added back to its incomiE" even though 
deduction for the purpo·se of ta :•( on this a.ccou.nt 1.t1as 
separately allowed. This resulted in ta x being Ie ~ ied 

short by Rs.42,250. 

This ~•li!S pointed out to the dep .ci.rt.ment i.n 
July 1992 a.nd l>/aS reported to Government in January 
1993 followed up by reminders; their t•eplies have not; 

been received <December 1993) • 

5.1L Non-levy of penalty 

Under the t<arnataka Agr' icul tural Income-ta :'\ 
Act, 1957, if after l;he final assessment, the advance 
tax paid by the assessee is found to be less than the 
tax payable by more than 25 per cent, the assessing 
authority may direct the assessee to pay, in addition 
to the ta.x, by 1>1a.y of penalt:t a S!J.m calculated ~t 10 
per cent of the amount so paid short. 

In l<odagu district, in one case, though tMe 
advance tax paid CRs.3.61 lakhs> by an assessee tor the 
assessment year 1990-91 fell short of the tax payable 
<Rs.12.56 lali:hs) by more than 25 per cent, tt1e 
assessing authority, while concluding the assessment in 
January 1992, did not levy any p~ndlty, though penalty 
up to Rs.89,536 could have been levied. 

This i.sai:; pointed out 
J ~ouary 1993 a.nd 1>1as reported 
1993 followed up by reminders; 
been received <December 1993>. 

to the department in 

to Government in March 
their replies have not 
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CHAPTER 6 

LAND REVE.NUE 

6. l.. Results of audit 

Test c heck of records in 
offices relating to land revenue, 
during the year 1992-93, disclosed 
revenue, water rate etc., amounting 
in 257 cases, ,,..,hich broadly· fall 
categories: 

ta.luk and district 
conducted in audit 
short levy of land 
to Rs.6062.90 lakhs 

unde1~ the fol lo'°ling 

Number 
of 

cases 

Amount 
<In lakhs of 

rupees> 

Non-levy/short levy 
of conversion fine 

2. Non-levy/short levy 
of iine for unautho
r1~ed occupation of 
Government land 

3. Non-levy/short levy 
of ~later· rate 

4. Non-levy/short levy 
of maintenance cess 

5. Other irregularities 

Total 

45 3716.95 

51 833.b3 

47 391 .89 

50 108.83 

64 1011.60 

257 6062.90 

During the cours1: of the year 1992-93, the 
concerned department accepted under-assessments', 
failure to raise demands etc., of Rs.802.35 lakhs 
involved in 111 cases 1>1hich had been pointed out in 
audit in earlier years. A few illu~t~ative cases 
involving Rs.1262.49 lakhs an!' given in the following 
paragraphs. 

6.2 .. Levy and collection of Mater rat• 

A. Water rate for agricul ·tural purpose 

levy and collection of water rate ior the use 
o1 water from lrrigation works and from natural 
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waterways f or agricultural purpose are governed b y the 
p rovis ions of the !<arnataJ.: a Irr·igat1on 1'.Le vy oi 
Betterment Contribution and 1'Jater Rate > Act, 1957, the 
l<arnataka. lrrigation Act, 1 96~. and the Hu.les made 
under these Acts. 

Water rate for agr1cul tura1 p •.J.rpase depend~. 
on the area of cult1vation and the k1nd of crop grown 
a nd ranges from R-s .8 per acre fo1~ manur1a] crt:Jps to 
Rs . 225 per a.c1-·e for sugarcane. Lower ra.tes have been 
prescribed for water supplied from 1rrigation works 
whi c h have no assured supply of water and also for 
t>Ja.ter supplied from minor irrigatic1n 1'1arks. Separate 
rates have been prescribed for use of water from 
Aatural waterways. 

The demands of 1>1ater ra.te for use o ·f 1<1ater 
from irrigation i,.1orks and from nati...1ral wate-n•1a y s for 
a.gr icu l tu re are prepared by the Irrigation Depa r tment 
and forwarded to the Tahsi ldars i.n the R.evenue 
Department for collection. 

(a) Arrears of water rate, 
penal water rate 

maintenance cess and 

As at the end of the r€'v enue yea.<· 1917'1-92, 
the arrears of water rate, maintenance cess and penal 
wa.ter rate in respect of 1>1ater u.sed ior agr' it:ul tural 
purposes amounted to Rs.149.88 crores. Details of 
opening balance, demand, collection and balance for the 
revenue years fro~ 1987-88 to 1991-92 as per the 
departmental records are given below: 
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.. -........... -.. - .. -... -......... -·-·· . . .... · -~ .. --· ·-· ... -.-........... -·-··· ----·-·-·-- ...... ...... ·- ... --·· ........... -- .. . . .... ·-· ...... .................... 

Revenue Opening Demand Total Colhct- Clos1nq Perc:entage 

Year balance during demand ion bal i1nce oi collect-
the our·1oq 100 to 

year th~ total 

year· t1e111and 

Jn lakhs of rup~es 

1987-88 WR t MC "'- 2212.46 876.34 3088.80 90b.57 2182.23 29 -----
Pfnal WR ·l<-11: 2617.55 2620.04 5237.59 1.40 5~'JO . l 9 0 

J988-89 Wld MC 2182.23 910.~ 3092.48 1054.97 2037.51 34 
Penal WR 5236.19 910.12 6146.31 271.33 5674.98 4 

1989-90 WR & MC 2037.51 1480.96 3518.47 1244.13 2274.34 ~.5 

Penal WR 5874.98 2054.21 7929 .19 12.72 7916.47 1) 

i990-91 WR "1 MC 2274.34 1496.09 3770.43 1457.76 2312.67 39 
Penal Wfl 7916.47 2960.63 10877.10 38.29 10838.81 0 -

1991-92 ~!_MC 2~12 .67 1257 .15 3570.42 1121.BO 2448.-62 31 
Penai WR 10838.81 1711.22 12552.03 12.99 12s99.04 !) 

--···-··--·······- --. ·-· .. ·-· -· ··-.. · -·~· ... -····-· 

P'°"1-cen ta·~e o-t coJ lect1on to totaJ .deflla.nd in 
respect of water r ~te ~nd ma1nt~nanc~ cess rdnged 
between 29 and 39 and perc entag~ of collectlon of penal 
l•Jater r;;:te r<l.nge ::l bet~·1 !? en 1.) an <'J 4 clL,r 1ng l;h~ 1 .::ist t1.·.; e 
years ir11j1cat ing l a.ck oi effo1-ts by the depa:--tmE·nt. to 
enfa r ce provts1ons of the Acts/Rules. 

The y earw1 s e break-up of arrears pending 
collPct1 o n was not d Ya1labJe wit~ the department. The 
a rT ear· s .-yf penal :).1;it. er 1- .Jte had be e n mounting ye .3.f· 
after y.::<:ir and the collect1or) as compared to th£' tota. l 
demand had been m~aqre. 

1Ja.i-ious aspPcts · relat1nq trJ bookir1g of ,,_,,.ater 
ra. t2~ levy of p~nal 1>J.:i. tei- rate .:; nd 1t-s r·eco ·.,1ery etc., 
were e~amin~d b y a g r uup of officers o f the Jrrigat1on 
and Reve nu~ Departments in July 1989. As per the note 
given by these office rs , th e poor rate cf collection of 
a.rrea.rs of pena.1 \JJciter 1-a.t;~ had been attr,1buted to 
fa.ctc:i~s, such as, <I) d1ff :t cu1 t. t es lfi ~nforc :i ng 
cropping patte;·n, (i1) absence of control devices to 
regulate vsater stJpply to each sur··J e- y number depending 
on cropping pattern, (iii.> social and politic.al 
pressures not to enforce cropp1ng pattern., {iv) 
political assurances not to collect p€'nal water rate, 
{v) laN a.nd orde-r problems ai-is1ng on enforcement of 
cropping pattern and recovery of penal water rate etc. 

-it· ~,m_ :~.'. r·1: C 
-:>!-:.! fl <:: n .:".. l l:J!={ Per i a l l'-1:..;_tf.~ l' Fl. i.it ::~ 
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The suggestions made b y this group included, 
inter alia, propo-sals to <i) \Alaiv e penal wa. te1~ rate 
booked upto 1st Noverober 1988 subject to certain 
conditions and (ii > levy no r mal water rate for the crop 
grrn.in and t•l aive pen a l ~oJater rate levied fo r violation 
of cropping pattern. No decision t,aJCl.s tal>:en on these 
suggestions. 

In January 1992, the Rev enue Depa r tment in 
the State Government, while fi x 1ng t he target fo r 
collect ion of land revenue, 1>1ater r a te and other due s 
as ~1(> per cent o f· arrears outs t an d ing as o n 1st Jul y 
1991 and 100 per cent ot current demand a. r t s in1~ d 11r 1 n9 
the revenue year' 1991-92, Jndic~t ed the target for 
collection of penal water rate as - · <nil> wh1ch 
indJ.cat:ed that gover·nment had nc1t chal k ed out a.n y 
programme to collect penal water ra t e. 

lb) Fai~ure ta raise demands for water rate. 

Under the Karnataka lrriga t ion Act, 1965, and 
the Rules fra.med thereunder, i.n r espect of any 
irrigation 1>10rk, the lrrrigation Offtcef" :is reqLn r ed ta 
not i f y the t i me for· 1 e t t in g out ,.., ate r i · or i r r 1 g at i on , 
the period of supply, the quantity of supply, the areas 
to be supplied at different times as also the kinds of 
crops to be gro1>m on 1 ands under such irrigation wor~:: 

and the period of sowing such kinds of cr1::ip ·:;. In 
respect of each crop or revenue year, as the case may 
be, an officer each of the Revenue Departmen t and 
Irrigation Department jointly in·spect and prepare 
statement of surv~y numbers to which water was 
supplied, made available or used for irriqation and the 
crops raised thereon. On the basis of this statement, 
the Irrigation Officer prepares a statement of water 
rate payable by e.ach landholder and sends it to the 
Tahsildar concerned for collection. 

(i) Government in their order dated 6th May 1987, 
transferred all minor irrigation works having an 
atchkat* of less than 200 hectares, excluding lift 
ii-rigation schemes and G~nga Kalyana Schemes l41hich l<iere 
under the control of the,,_t1inor· Irr1gation Department, 
to the control of the respective Zilla Parishads. 

[n the order dat'e_d .31st October 1988 
approving increase in 1>1ater ra.te "''ith effect from 1st 
January 1989, Government had, inter alia, prov1ded that 
no water rate be levied in respect of irr1gat1on works 
having irrigable area upto 100 acres. However, in view 
of objections/suggestions regarding the revision of 

* 'atchkat· means command a re a 
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water rate received from several ryats, organisations 
and others, Government as per a. circular dated 1st 
March 1990 held the above order in abeyance and advised 
all concerned that water rate be levied only as per the 
provisions of the previou~ orders dated 24th July 1985 
and 4th November 1987 till a final decision was taken 
and new notification amending the Karnataka Irrigation 
<Levy of Water Rates> Rules, 1965 was published in the 
Karnataka Gazette. 

It was, however, observed that in 5 Zilla 
Par i shad Eng i neeri ny Divisions CMangalore, Udup i., 
Karwar, Raichur and Belgaum>, the demand statements for 
water rate relating to irrigat1on wor~:: s having 
i~rigable area upto 100 acres for the years 1987-88 to 
1991-92 were not prepared and sent to the Tahsildars 
for collection on the plea that no water rate was 
leviable in these cases. lhis was not in order as the 
Government order of 3lst October 1988 in the matter was 
held in abeyance vide Circular dated 1st March 1990. 

In 7 other Z i 11 a P ari shad Engineering 
Divisions, <Mysore, Mandya, J<rishnarajanagar, B1japur, 
Dharwad, lumkur and Hassan>, demand statements for 
water rate relating to minor irrigation ,.,arks having 
atchkats of less than 200 hectares, transferred to the 
control of Zilla Parishads as per the Government order 
of 6th Ma.y 1987, ,.,ere not prepared and sent to the 
Tahsildars for collection. 

Omissions to rai.se demands of water rate in 
the above cases resulted in non-realisation of revenue 
of Rs.33.74 lakhs in respect of an atchkat of 4.09 lakh 
hectares, at the lowest rate of Rs.8 per acre leviable 
for manurial crops. 

(ii) Jn two talu~s <Mandya and Narasipura>, though 
w~ter from irrigation works was made available td the 
entire area covered by certain canals/distributaries 
for Khariff crops in 1990 and 1991, no demand far water · 
rate was raised in respect of a total area of 
20,?74 acres resulting in non-realisation of revenue 
amounting to Rs.7.27 lakhs at the rate of Rs.35 per 
acre applicable for paddy crops usually grown in these 
areas. 

Ciii) Some other instances of omission to raise 
demands for water rate by the R~venue Oepartment 
noticed in audit are indicated below: 

A.G -IJ.t 



Sl. Na1e of taluk 
No. land district) 

Siddapura 1989-90 
<Uttara to 
Kannada) 1991-92 

2. Sirsi 19Sb-87 
<Uttara to 
Kannada) 1991-92 

3 Udupi 1989-90 
<Dakshina and 
Kann ad al 1990-91 

4 Shahapur 1989-91) 
<Gulbarqal to 

1991-92 

Total 

90 

---·--·- ·----··----- ···-···-~---- ------····-··· -- _____ , .... ---· .. . . .... ··-- -- ... ·- -
Alllouot of water rate 
not raised 
I In lakhs of rupees) 

l.55 

4.77 

O.Bt 

4.08 

l 1 .21 

Relllarks 

De•and state•ents not 
received from the 
Irr1gat100 Officer 

Revised deaand state
~ents after rect1fy109 

the defects not 
received fl'OQI the 
lrn9at100 Officer 

Deaand stateaent not 
rece1ved frCltl the 
Irr19at100 Off 1cer 

-do-

Civ) Under the Karnataka 1rr1y at1 on <Levy of Water 
Rai;es) Rules, 1965, if 1>1ater is s;_1pp l1ed from any lift 
irrigation work owned and ma1ntalned by Government, 
water rate is leviable at thrice the normal rate where 
water is supplied for grow1ng sugarcane er paddy crap 
and at twice the normal rate where water is supplied 
for g~owing other crops. 

In one taluk ln Uttara Kannada district, 
demand statements of water rate amount ing to 
Rs.L32 lakhs ·for water supp li ed from li1t irrigation 
works tor a total a.rea o1 1994 acres of land between 
1987-88 and 1991-92, received from the Irrigation 
Department were not tal~ en to demand in the Dem.J.nd, 
Collection and Balance Statem~nt result1n9 in non
real isat1on of revenue amounting to Rs.1.32 lakhs. 

<c > Grant of inadmissible exemption 

According to Government notification dated 
6th March 1984, where water is supplied, made available 
or used for irrigating any land which had not been 
irrigated by \t.Ja.ter before coming into force of the 
Rules on 1st July 1965, no water rate shall be levied 
for the first five years from the date water is 
supplied, made available or used for irrigation of such 
lands. 
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In one Irrigation Division (No.4 
Ghat~pra.bh .:i), ~"ater for irrigation purpose was first 
let out du.ring 1985--86 a.nd, as such, water rate 1>1as 
leviable for water made available from 1990-91 onwards. 
It was, however, noticed that no water rate was levied 
for 1513 hectares of land tor Rabi crop of 1990-91 on 
the ground that no water was released far Rabi crap of 
1987-88. This was not in order as the period of first 
five years provided in the Government notification 
e~pir~d in 1989-90. The grant of inadmissible exemption 
in the above case resulted in loss of revenue amounting 
to Rs . 75,417. 

(dl Non-levy, shor·t levy and non-booking of penal 
~ter rate 

Under the Karnataka Irrigation Act, 1965, and 
the Rules m-3.de thereunder, the Irrigation Officer is 
required to notify the kinds of crops to be grown on 
lands to which water ts supplied from irrigation works 
and the p.eriod of . smaiing such crops. According to 
Government nottfication dated 24th July 1985, for 
vi.olat1on o ·f the prescr1bed cropping pattern and for 
unauthori~ed use of water, penal water rate is lev1able 
at 10 times and LS times the normal water rate, 
respectively. 

(i) It was observed tha.t though sugarcane and 
paddy were strictly prohibited to be grown in specified 
seasons during 1987-88 to 1991-92, in three taluks 
<Nanja.ngud, Mudhol and Narasipura), the said crops tu.ere 
grot<in over a total area of 22 1 487 acres du.ring these 
years and the Irrigation Officers levied only normal 
water rate and not the penal water rate for violation 
of cropping pattern. This resu 1 ted in non- levy of 
penal water rate amounting to Rs. 0 7.78 lakhs. 

(ii) The Irrigation Officer of a sub-division 
<No.4 Canal Sub-division, Sasuvehalli>, l evied pen a l 
water rate for violation of cropping pattern and f o r 
unauthor1•::.ed use of water· in a total area of 17,212 
acres during the period 1987-88 and 1988-89 at 5 times 
and 10 times the normal 1>1ater rate instead of at 10 
times and 15 times as aforesaid resulting in short-levy 
of penal water rate amounting to Rs.28.59 lakhs. 

(iii) Demand statements of penal water rate in 
respect of 4 taluJ.;s <Gangavathi, tr::r i shnarajnagar, 
Bellary and Malavalli>, for the period 1988-89 to 
1991-92 received from the Irrigation Of ficers b etween 
August 1989 and October 1992 were n o t booked and 
collected (January an~ February 1993> by th~ Tahsildars 
concerned rt»sulting in non-collec t i on of p e nal wa t er 
rate to the tune of Rs.419.86 l akhs. 
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B. Water rate for non-agricultural purposes 

Under the Karnatali:a Irrigation <Levy of 
Betterment Contribution and Water Rate) Act, 1957 and 
the Rules made thereunder, water rate for water used 
for non-ag r 1 cultur al purposes ~ su.ch as, domestic 
purpose, industrial pu1~pose etc., is determined and 
collected directly by the Irrigation Department. The 
rates in these cases depend on the quantity and purpose 
and are Rs. t50 and Rs. 700 per one MCFT of water used 
for domestic purpose and industrial purpose, 
respectively. 

(a) Supply of ~ater to the Hubli-Dharwad 
ttunicipal Corporation 

As per the scheme sane ti oned in Government 
order dated 2 0 th February l980 1 "'ater for drinking 
purposes required by the Hubli-Dhar'->Jad Municipal 
Corporation is being dra'->Jn from the Malaprabha 
Reservoir by the Karnataka Urban Water Supply and 
Drainage Board since 1983-84. No agreement laying down 
terms and conditions of suppl y of water, payment of 
water rate etc., has been e x ecuted by the Corporation 
or by the Board. 

The Corporation, the sole beneficiary of the 
water works, is collecting water cha r ges f1~om 
consumers. However, demand for water rate on the 
quantity of water dra~·m by the Corporation for the 
period from 1983-84 to 1988-89 amounting to 
Rs.3.65 lakhs raised by the Irrigation Department in 
March 1990 has not been paid by the Corporation. The 
Board also stated <February 1993 ) that it was acting as 
an agent of the Corporation and was hence not 
responsible for remitting the water rate. 

the water 
1991-92 has 

1993) • 

Further, no assessment of 
leviable for the period l989-90 to 
made by the department so far (April 

rate 
been 

(b) Other cases of omissions/delays in collection 
of water rate 

Some other important cases of 
omissions/delays in collect1on of water rate in respect 
of \>later d·rai>m for non-agricultural plirposes are 
indicated oelow: 
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_____ .. .. ....... -. ---.. --............... .... . ·-· - ... ........ . ... --·--.. --··-·-·-·- ···----···- .. ---·-----·-----·--··-· 
Sl. Name of the Source frOfl Water rate Re1arks 
No. Ins ti tu ti on which drati111 gen~ing ~ollu; tion 

dm1ing Period Ailount 
water <In lakhs 

of rupees> 
---.. --------------- ----··-·-.. ·--·- ·------·-·---·- ---· ···----·-------·-------.. -----
t. l(amahka Krishna 196Hl5 11.85 Issues, such as fixing a device 

Power river to for Measuring water, reckoning 
Corporation 1991-92 the water, if iny, returne4 to 
(for Raichur the river etc., reaain 
Ther1al Power unresolved 
Station) 

2. Suqar 
factories 

(i) Pindavapura Vis111e swariah 1989 0.44 
Canal to 

1992 

(ii I Hiriyur Vanivilas 1972-73 2.62 
Canal to 

1'l86-B7 

3. Mysore Bhadra. 1979-BO 48.97 No a.gree1ent as rega.rds ter1s 
Pa.per river to a.nd conditions of supply of 
Mi I ls 1991-92 water, pa.y1ent of water rate, 
Ltd , etc., has been executed by 

the cmpany. 

4. Ma.ndya Krishnaraja- 1986-87 l.83 
National sagar Right to 
Paper Mills Bank Canal 1991-92 
Ltd. 

5. ShilOQa Bhadra October o.oe Deaind for water rate for 
"ilk • Reservoir- 1975 to subsequent period not raised. 
Dairy left Bank Auqust 

Canal 1990 

6. 12 TOill'I Various 1976-77 102.64 
"micipal sources to 
CouncilsJ 1991-92 
City 
Corporations 

Total 169.43 
----·----·-----------·----·------------·---·--~·---···----·----

c. Lack of co-ordination between Irrigation 
Department and Revenue Depart•ent 

In view of the unsatis"factory operation of 
dual control and lac I~ of co-ordination between 
Irrigation and Revenue Departments, while considering 
paragraphs 6.3 and 6.2 respectively of the Reports 
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<Revenue Receipts) of the Coffiptroller and Auditor 
General of India for the years 1983-84 and 1984-85, the 
Comm 1 t tee on Pub l 1c Accounts ( l '7'88-89), in paragr'aph 1 
of its t.h1rty-e1ghth Report had recommended that the 
functions relating to assessment of demands a.nd their 
collection be entrusted to one agency namely the 
Irrigation Department. This recorr1menoat:ion has not 
been implemented so far. Lack of co-ord1nat1on between 
the two departments continues. Some instances are 
indi.cd.ted bel0ti.1: 

C .3) A comparat 1 ve st•J.dy of the r·ecords i.n the 
Irrigation and · Revenue Departments in one district 
<Ra.1chur) revealed that though tl1e total demands of 
water rate of the l rrigat ion Department a.s per the ii
demand statements for the pe1- 1.od 1987-88 to 1991-92 
amounted to Rs.1225.19 lakhs, the demands actually 
booked by the Revenue Department 1.iorked oLst to only 
Rs.1003.SS 1 akhs indicating short boo~dng of demands 
amounting to Rs.221.64 lakhs by Revenue Department. 

Cb) [n one ta.lu.k in another district <Dharwad), 
the demand statements for the yea.1~s 1987-88, 1988-89, 
1990-91 and . 1991-92 amounting to Rs.2.62 lakhs sent by 
the Irrigation Department were returned by the revenue 
authorities stating that the demands could not be 
raised against the landholders for collection a.s the 
joint inspections as required under the rule 1>1ere not 
conducted. No further act ion 1>1as ta ken 1 n the matt er. 
This resulted in non-realisation of revenue amounting 

to Rs.2.62 lakhs. 

(c) Demand statements of water rate in respect of 
4 taluks <Kr1shnarajanagar, Hunsur, Krishnarajapet and 
Biligi.) for the period 1990-91 and 1991-92 received 
from the Irrigation Officers between February 1991 and 
October 1992 were not booked and collected by the 
concerned revenue authorities (January 1993 to March 
1993> resulting in non-collection of water rate to the 

tune of Rs.37.89 lakhs. 

Cd) 
required 
by each 

Under the rules, the Irrigation Officer is 
to prepare the statement of water rate payable 

landholder immediately after the joint 

inspect ion 
collection. 

and forward 1 t to the T ahsi 1 dar for 

It was, however, seen that in one taluk 
CSaundatti) the demand statements relating to 2 crops 
of 1989-90 involving water rate and penal water rate 
amounting to Rs.7.90 lakhs and one crap oi L990-9l 
in~olving water rate of Rs.0.90 lakh was received from 
the Irrigation Officer only on 16th March 1993. 



The inordinate delay in the receipt oi dem~nd 
statements resulted in accumulation of arrears and 
postpon·ement of collect ion of revenue to the tune of 
Rs.8.80 la.khs. 

D. Improper maintenance of records 

CaJ A review of the D?mand Collection and Balance 
statements <DCB statements) 1n the taluk offices 
revealed that demands of water rate were reduced 
t'1ithout indicating any author1ty fol"' dc11ng so in the 
instances noted below: 

(1) In one taiuk (l::: oppal>. Rs.10.71 la.1-.:hs 
relating to normal water rate ~nd Rs.151.66 lakhs 
r'elatin•;:) to pend.1 1.11ater rate 1>H..>re r-educed in the DCB 
statements during the period 1987 - 88 to 1989-90 without 
recording any reasons for such reductions. 

<ti) In Hospet ta.lu.k, the opening balance in the 
DCB statement for 1989-90 in respect of normal ,.,ater 
rate 1>sas increased and the sa.me in re·:;pect of penal 
water rate was reduced by Rs. 2.93 l~khs and Rs.14.86 
la.khs respectively resultjng in net reduction of 
Rs.11.93 lakhs in the 1jemand, i.n order that the 
balances agreed with the Deputy Comm1ssioner·s fi.gures. 

(iii.> ln l"la]avalli taluk, penal t.la.ter rate for the 
period 1987-88 and 1988-89 amounting to Rs.23 lakhs was 
ta.ken in the DCB statement in February 1990 and the 
same was deducted from the statement subsequently while 
arriving at the opening balance for July 1991 without 
indicating any reaso0s therefor. 

(b) [n respect of 1>1ater supplied for non-
agricultural purposes, no consolidated record detailing 
the water rate due, recovered and outstanding is 
maintained by the Irrigation Department. No system or 
procedure exists far monitoring the levy and collection 
of these dues at the apex level. The Government stated 
CJu.ne 1993) tha.t the details were available at the 
Executive Engineers level and tha.t a compilation of 
the same for the State as a whole was not available. 

The above points 1>1ere brought to the notice 
of the departmental officers concerned, between January 
1993 and April 1993 and reported to Government in June 
1993 and followed up by reminders; their replies have 
not been received (December 1993>. 
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b • .3. Non-levy or short levy of maintenance cess 

Under the Karnataka Irrigation Act, 1965, an 
annual maintenance cess of Rs.4 per acre of land in the 
area bf;'nefited by any irrigation wof'k maintained by 
Government is to be levied, However, where water is 
not made available for the use of any land for a period 
of not less than 2 consecutiv~ years, maintenance cess 
is not leviable in respect of such land during the said 
period. Further, as per the Karnataka Irrigation 
Rules, 1965, the Tahsildar concerned is the authority 
responsible for determining and levying the ~aintenance 
cess. 

In 2 taluJ~s fa.l ling in the 2 districts of 
Uttara l<annada and Raichur, in respect of 2.26 lalo!:h 
acres of land benefited by irrigation works maintained 
by Government, maintenance cess amounting to 
Rs.16.94 lakhs as detailed in the table below was 
either not levied or levied short for the years between 
1986-87 and 1991-92: 

SL 
No. 

Name of the 
ta Luk <and 
district> 

Areas of 
land 
benefited 
<In acres> 

Year Non-levy/ 
short levy 
< [n lakhs 
of rupees) 

·----.... ··---.... ·---.. -·---· .. -· .. --··-··-·-·· -·- ··-····-..... -....... -- .. -·-·-·-·-··--------- - -· -
1. 

2. 

Siddapura 
<Uttara 
•<annada) 

Manvi 
<Raichur) 

Total 

2,904 

2,22,866 

2.,25,77 0 

1986-87 
to 

1991-92 

1987-88 
to 

1989-90 

0.55 

16.39 

16.94 

These cases were pointed out to the 
department between March 1992 and August 1992 and were 
reported to Government between June 1992 and September 
1992 followed up by reminders; their replies have not 
been received <December 1993>. 

6.4. Non-recovery or short recovery of conversion 
fine 

Under the Karnataka Land Revenue Act~ 1964 
and the rules framed thereunder, wherj any land assessed 
or held for the purpose of agriculture is permitted to 
be used for any purpose unconnected with agricuI tu re, 
conversion fine is lev..Jab'l:-.e at·---the rate prescribed on 
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the basis of the area of the land, purpose for which it 
is used and the place in \alhich the land is situated. 
Further, when any land assessed or held for the purpose 
of agriculture has been diverted or used for any other 
purpose without the permission of the Deputy 
Commissioner, conversion fine at the prescribed 
compounded rate is leviabl~. 

Ci> In a taluk in Bidar district, based on 
applications received in January 199(), permission for 
conversion of 8 acres of agricultural land for the 
purpose of locating a Khandasari Sugar Factory was 
granted in March 1990. Verification report of the 
Tahsildar <February 1990>, however, indicated that th~ 
land was actually being used for manufacture of 
Khandasari Sugar for the past several years without 
'obtaining the necessary permission and, as such, 
conversion fine at compounded rate of Rs.l.2<> per 
square foot amounting to Rs.4.18 lakhs was recoverable 
as against conversion fine at the normal rate of 12 
paise per square foot amounting to Rs.41,817 actually 
recovered. Th is .resulted in short recovery of 
conversion fine of Rs.3.76 lakhs. 

This was pointed out to the department in 
August 1992 and was repo.rted to Government in November 
1992 followed up by r~minders; their replies have not 
been received <December 1993). 

Ci i) In a taluk in Raichur district, in 6 cases, 
though agricultural land admeasuring 3,93,347 square 
feet was used for residential purposes without 
obtaining prior permission, conversion fine at 
compounded rate amounting to Rs.94,403 leviable as 
aforesaid (between 1988-89 and 1990-91) was not levied. 

1992), 
would 
report 

On this being pointed out in d.udit <March 
the Tahsi ldar stated that necessary recovery 

be made from the parties cone erned. Further 
has not been received <December 1993). 

The case was reported to Government in · June 
1992 followed up by reminders; their reply has not 
been received <December 1993). 



CHAPTER 7 

OTHER lAX RECEIPTS 

A. STAMP DUTV AND REGISTRATION FEES 

7.1. Results of audit 

• Test check of documents registered in the 
offices of the Registrars and Sub-Registrars conducted 
in audit during the year 1992-93, disclosed under
assessments of stamp duty and registration fees 
amounting to Rs.84.19 lakhs in 137 cases, which broadly 
fall under the following categories: 

. ---·--·-.. -... --·-·--·----·--··-------·--··--------·-... -.. -------·------·----···-·---··----
Number 

of 
cases 

Amount 
<In l akhs 
of rupee·s> 

··-------------···-··-·-··-·------·---··----·--··-·--·--·-·-·-------·-·---·-----·--------.. -------

1. Incorrect grant of 
exemption 

2. 

• ...... . 

Short le vy/non-levy of 
-stamp duty and 
registration fee 

Other irregularities 

Total 

46 37.18 

69 10.60 

36.41 

137 84.19 
·--...J-.·---------·---· .. ··-·-------·-··--··---·-··-··-·--·--·-·-.. --.--.. ···-------· -- ·--------····--------··-·--·-

Dur· i ng t he course of the year 1992-9'2•, the 
concerned depar t ment accepted under-assessments, 
failure to raise demands etc., of Rs.14.82 lakhs 
involved in 38 cases which had been pointed ou.t in 
audit in earlier years. A few illustrative cases 
involving Rs.21.81 lakhs are given in the following 
pa rag ra.phs. 

7.2. Incorrect grant of exemption 

Under the Karnataka Stamp Act, 19S 7 , the 
State Government ma.y, by rule or order published in the 
official Gazette reduce or remit, whether prospectively 
or retrospectively, i.n the '"'hole or any part of the 
State ot '<arnataJ•: a~ l f in the opinion of the State 
Government it is necessary in public interest so to do, 
the dut1es \•.nth i•1hich a.n )' particular class of 
instruments when executed by or in favour of any 
particular class of persons, or by or in favour of any 
members of such classes are chargeable. A notification 
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issued by the Government in November 1986 provided for 
el<emption from payment of stamp duty and registration 
fee of the instruments to be executed by the Karnataka 
State Co-operative Housing Federation <KSCHF>, 
Bangalore in favour of the Life Insurance Corporation 
of India <LIC> creating a floating charge on the 
present and future properties/assets of the Federation 
pertaining to loans that were likely to be drawn by the 
Federation from the said Corporation to the extent of 
Rs.5 crores every year. Government clarified <Ma)I' 
1989> that the above notification applied to the 
financial year (i.e., from 1st April to 31st March). 

In a sub-registry office in Bangalore city, 
t1 .. o documents exe_cuted by the KSCHF in favour of the 
LIC in April 1987 and March l988 for loa.ns of R.s.4 
crores and Rs.3 crores respectively were registered 
without real ,ising stamp duty and registration fee. As 
the two loans amounting to Rs. 7 crores were dra.\•m in 
the same -financ:ial year (1987-88> and e:,ceeded ,the 
prescribed limit of Rs.5 crores specified in 'th~ 

aforesaid notification, stamp duty and registration fee 
on the loan of R.s.2 crores, amounting to Rs.1·4 lal<:hs 
were required to be levied and collected. 

On this being pointed out 
1988), the department initiated 
1991> to recover the amount due. 
has been made <November 1993). 

in audit <September 
proceedin9s <March 

No further progress 

The case was reported to Government in 
November 1988 followed up by reminders; their final 
reply has not been received <December 1993>. 

7.3. Short levy of stamp duty and registration 
fee on lease deed 

Under the Karnataka Stamp Act, 1957, the 
consideration affecting the chargeability of any 
instrument with duty shall be fully and truly set forth 
therein. In the case of instruments relating to 
immoveable property, the instrument shall set forth the 
annual land revenue, the annual rental or gross assets, 
the local rates, municipal or other taxes, if any1 to 
which such property may be subject, and any other 
particulars wh'ich may be prescribed. 

In case of lease, where the lease purports to 
be for a term ex~eeding 20 years but not exceeding 30 
years, stamp duty is leviable at the rate applicable to 
conveyance on the marl<: et va Lue equal to 3 times the 
amount or value of the average annual rent reserved. 
Also, where the lease is granted for money advanced in 
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addition to rent reserved, the amount of advance also 
is to be added to the market value. 

In Government order dated 22nd August 1991, 
sane t ion was accorded for leasing of 1 and measuring 
150" x 300 ' belonging to a temple in Bangalore city in 
favour of an Educational Trust for a period of 30 years 
for the purpose of construction of a general hospital 
subject to payment of goodwill of Rs.30 lakhs and 
payment of lease rent of Rs.12,000 per annum with 5 per 
cent increase every year during the subsistence of the 
lease. As per the terms and conditions of lease 
stipulated in the Government order, the lessee was 
required to pay the goodwill of Rs.30 lakhs by way of 
demand draft in favour of the temple and also pay one 
year's lease rent in advance of the date of execution 
of the lease agreement. The Commissioner for Religious 
and Charitable Endo"1ments was required to incorporate 
all the terms and conditions of the lease in the lease 
deed to be executed by him in favour of the Trust. 

It was observed in audit <October 1992) that 
the 1 ease deed in respect of the above lease, 
registered in the Sub-registry Office, Basavana9ud1 in 
Bangalore city du.ring 1991-92 did not incorporate the 
conditions regarding payment of goodwill of Rs.30 lakhs 
and paymer.t of one year ' s lease rent in advance. These 
omissions and incorrect calculation of average annual 
rent resulted in short levy of stamp duty and 
re~istration fee amounting to Rs.3.61 lakhs. 

Th is was pointed out to the department in 
October 1992 and was reported to Government in January 
1993 followed up by reminders; their replies have not 
been received <December 1993). 

7.4. Short levy due to incorrect classification 
of instruments 

Under the Karnataka Stamp Act, 1957; 
conveyance includes a conveyance on sale and every 
instrument by which property whether moveable or 
immoveable is transferred intervivos and which is not 
otherwise specifically provided for by the schedule and 
mortgage deed includes every instrument whereby for the 
purpose of securing money advanced or to be advanced by 
way of loan, or a_n existing or future debt or the 
performance of an engagement, one person transfers, or 
creates to or in favour of another, a right over or in 
respect of specified property and shal 1 be chargeable 
to duty and fee at the rates applicable to conveyance 
or mortgage. 
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(a) In a sub-registry office in Bangalore 
district, thrl?e documents in respect of transfer of 
immoveable prc;perties for which fu.ll consideration of 
Rs.5.75 lakhs was received by the sellers and the 
properties transferred to the purchaser and Laken 
possession of by him, were registered in 1989-90 
treating them as ·agreements for sale· instead of as 
conveyance resulting in short levy of stamp duty 
amounting to R.s.74,720. 

This Nas pointed out to the department in 
April 1990 and was reported to Government in May 199() 
followed up by rem1nders; their replies have not been 
received <December 1993). 

Cb> In a sub-registry off ice in Bida.r di strict, 
two instruments mortgaging immoveable properties for 
securing loans amounting to Rs.3.95 lakhs from a bank 
were registered in March 1989 as 'power o"f attorney· 
instead of as mortgage deeds resulting in stamp du.ty 
and registration fee being levied short by Rs.55,096. 

This 
January 1990 
1990 followed 
been received 

was pointed out 
and was reported 
up by T'eminders; 
<December 1993). 

to the department in 
to Government in March 
their replies have not 

Cc) Under the Karnataka Stamp Act, 1957, an 
,instrument of partition means any instrument whereby 
co-0\11ners of any · property divide or agree to divide 
such property in severalty. Hence there can be 
partition only among co-owners of property. 

In the Sub-registry Office, Jayanaqar in 
Bangalore city, a document was registered in April 1991 
as partition deed by a husband and wife of their self
acquired property worth Rs.5 lakhs, distributing it 
among them and their two sons and one daughter and it 
was assessed to duty a<;; a partition deed. As the 
property belonged to the husband and wife and as their 
children were not co-owners, the document was rightly 
classifiable as settlement and assessable to duty as 
such. The incorrect classification resulted in . short 
levy of stamp duty and registratic;n fee amounting to 
Rs.40,500. 

This was pointed out ·to the department in 
August 1992 and was reported to Government in January 
1993 "followed up by reminders; their replies have not 
been received <December 1993). 



7.5. 

' . .>2 · 

Short levy due to incorrect determination of 
consideration 

Ca) Under the l<arnataJt:a Stamp Act, 1957, 
conveyance includes a conveyance on sale and every 
instrument by which property, whether moveable or 
immoveable is transferred. 

In the Sub-registry Office, Yadgir in 
Gulbarga district, as per a sale deed regLstered during 
1989-90, the moveable and ifflmoveable properties 
comprising land, building and plant and machinery were 
transferred for a consideration of Rs.6.07 lakhs. But 
stamp duty and registration fee "'ere levied only on 
Rs.1.37 lakhs representing the value of land and 
building and the balance consideration · of Rs.4.70 lakhs 
in respect of plant a.nd machinery was not assessed to 
duty and fee. This incorrect determination of 
consideration in the sale d~ed resulted in short levy 
of stamp duty and registration fee amounting to 
Rs.61, 100. 

On this being pointed out in audit <February 
1992>, the department stated <December 1993) that order 
for recovering the amount has been passed and that the 
progress of recovery would be intimated. 

1992; 
1993,. 

The case was reported to Government in July 
their rep 1 y has not bP.en received <December 

Cb> Under the Karnataka Stamp Act, 1957 1 where a 
lease of a mine is granted by or on behalf of the 
Government in which royalty is received in lieu of 
rent, stamp duty is leviable on the estimated royalty. 
Further, where the lease purports to be far a term 
exceeding 1() years but not exceeding 20 years, stamp 
duty is leviable as for conveyance for a market value 
equal to twice the amount or value of the average 
annual rent reserved. 

In a sub-registry office in Bellary district, 
in the case of a mining lease deed for a term of 20 
years registered in January 1992, stamp duty and 
registration fee were collected on the anticipated 
royalty <Rs.4,09,200) instead of on twice the amount of 
anticipated royalty. This resulted in short collection 
of stamp duty and registration fee amounting to 
Rs.49,340. 

This 
February 1993 

was pointed out to the department in 
and was reported to Government in April 
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1993 followed up by reminders; 
been received <December 1993). 

their replies have not 

7~6. Irregular 9rant of remission/reduction 

As per the orders issued by Government from 
time to time, stamp duty is remitted on instruments 
executed by small and marginal farmers, as defined by 
National Bank for Agricultural and Rural Development 
<NABARD) for loans advanced u.p to Rs.15,000, while a 
reduction of 50 per cent 1n stamp duty was allowed up 
to 31st March 1991 for consideration beyond Rs.15,000. 
Government also prescribed that for avai · '\ng the 
remission/reduction, a certificate from the credit 
agency concerned in the prescr·ibed form regarding the 
status of the loanee (i.e., small/marginal farmer) was 
to be enclosed to the agreement for acceptance by the 
Registering Authority. 

In the Sub-registry Office, Chiktmdi in 
Belgaum district, in respect of 12 documents, 
remission/reduction of stamp duty, as aforesaid was 
allowed during 1990--91 wit.hol1t insisting on the 
prescribed certificates regarding the status of the 
loanees and in one case where remission of stamp duty 
was allowed, the cert1ficate was not acceptable as the 
pa.rty was not actually a smal 1 /marginal farmer and in 
yet another case though the certificate was produced, 
stamp duty at the reduced rate of 50 per cent was not 
levied an the loan amount in excess of Rs.15,000. This 
resulted in non-levy and short levy o,1 stamp duty 
amounting to Rs.66,670. 

November 
February 
have not 

7.7. 

Th is was pointed out ta the 
1992 and was reported to 

1993 -followed up by reminders; 
been received <December 1993). 

Non-levy of fine 

department in 
Government in 
their replies 

Under the Registration Act, 1908, a document 
other than a wi 11 is required to be presented for 
registration within 4 months from the date of its 
execution, tailing which fine as prescribed under the 
Karnataka Registration Rules, 1965, is leviable far the 
delay involved. 

In a sub-registry off ice in Bangalore South, 
in the case of 4 documents presented for registration 
in 1991-92, though there were delays ranging between 5 
days and 2 months, after the expiration of the time 
allowed under the Act, the ' docum~nts were registered 
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ltJithout levying fine for the d elays involved. This 
resulted in non-levy of fine amounting to Rs.71,920. 

This 
December 1992 
1993 followed 
been received 

was po i.n ted out 
and was reported 

up by reminders; 
<December 1993 ). 

to the department in 
to Government in July 
their replies have not 

B. ENTRY TAX 

7.B. Results of audit 

Test check of records in Entry Ta x: Offices, 
conducted in aud i t during the year 1992-93, disclosed 
under assessments of tax amounting to Rs.8 lakhs in 26 
cases, which broadly fall under the following 
categories: 

___ .... _ .. ___________ .,_ .. _____ ,,. ______ .... _ ........ -.. -··-·····-------.. -------.. ---·-.. -·---.. -·------.. ---·-
Amount Number 

of 
cases 

< [n l a.khs 
of rupees) 

-----··-- ···----····- ··-·-- --·---·--··--··-···--··--·-·----·- ·· --·····- ·····---·---------------·- ---
1. Incorrect grant of 

e :< e mp t i on 4 2 •. ~o 

2. App l i c at i on of incorrect 
rate of tax 15 3.51 

3. Ot her irregularities _]_ ~ 

Total 26 8.00 

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

During the course of the year 1992-93·, the 
concerned department accepted under-a~sessments, 
failure ·to raise demands etc., of Rs.0.73 lakh involved 
in 3 cases 1>1hich had been pointed out in audit in 
earlier years. A few illustrative cases involving 
Rs.4.38 lakhs are given in the following paragraphs. 

7 -9.- Non- levy and short levy of entry tax 

Under the Karnatal•:a Tax on Entry of Goods 
[nto Local Areas for Consumption, Use or Sale lherein 
Act, 1979, on the ent.ry of goods o ·f the following 
description into local area, tax 1>1a"9 lev1able at the 
rates noted against each: 



Sl. Description of goods 
no. 

1. Coal and coke 
(e xcluding charcoal> 

2. Industrial gases 
Cother than LPG > 

3. Industrial machinery 
and parts and access
ories thereof 

4. Packing materials 

l05 . 

5. Sugar other than sugar 
candy, confectionery 
and the 1 ike 

---·--------·--
Rate o1 

tax 

l 
per· cent 

2 
per cent 

2 
per cent 

1 
per cent 

. .., 
.:... 

per cent 

Effective 
peri'od 

'( 4 ,----·-·--· 

From 1st 
Apr· i l 1983 
to 23rd 
October 1984 

From 1st 
Apri. l 1982 
to 30th 
Apri 1 1992 

From 1st 
April 1982 
to 30th 
April 1992 

Fro111 1st 
April 1983 
to 31st 
March 1987 

From 1st 
Apri 1 1982 

Further, no assessment for any year shall be 
made after a period of three years from the date on 
which return for that year is submitted by a dealer. 

(a) In Gulbarga district, an assessee purchased 
and brought into local area, coal, industrial gases, 
industrial machinery and packing materials amounting to 
Rs.78.91 laJ.:hs during the years 1982-83 to 1984-85 on 
which entry tax at the aforesaid rates was leviable. 
Though full particulars were made available by the 
assessee, the assessments were not finalised by the 
assessing authority within the ~rescribed time limit of 
three years, resulting in non - levy of tax and resultant 
loss of revenue amounting to Rs.1.06 lakhs. 

This 
November 1992 
1993 followed 
been received 

was pointed out 
and was reported 

up by reminders; 
<December 1993). 

to the department in 
to Government in May 

their replies have not 

Cb> In Mysore city, while finalising the 
assessments (November 1991> of a co-operative wholesale 
store for the assessment years (co-operative years~ 
1981-82 and 1982-83, entry taK on the purchase turnover 

/lr-C:i-16 
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~mounting ·o R.s.80.05 la.khs of su.g·a.·1 elating to the 
per tod 1st April 1982 to 31 s t Mar~h 1~83, was levied at 
th e rate . o f 1 · pe1~ cent i nst.e .id Df 'af; the con-·ect re<t e 
o f' :::: p er c en_t. This resulted in t he ta )': being lev1e1j 
s ho r t b y Rs,80,050. 

'.. 

·: This was pointed out 
Feb rua.r y ·1993 and ~·1as repor t ~ d 
1993 f o l l m.,~d . u.p by reminders; 
been re c eived ·(December 19 9 3) . 

t o the depa rt me n t in 
l: o Gove r nmen t in Ju ly 
th~·1r replies hav e not 

(c ) Under the .. ::arnatai•:et fa.''{ On Entr-y of Goods 
Into Local Areas For Consumption, Use O r Sa le There i n 
Act, 1979, on the entry ot good=> (spec1i1e·d i.n the 
Schedule to the Acti int.a loc al .;.i- e ~ ·fc:ir' consumption~ 
use or sale therein, ta x at s p e cified r ate s was 
leviable. 

The Commiss1onl:' r · o f Commer·c1 .a l Ta r: es 
clarified in June 1987 that on el e~tr ical goods used as 
raw materials, ent r y t a~ i s pay a b le. 

In t h e c. a se ·-:; mi-nti o ned u1 t he table beloll1, 
the ta :< dbl t- tu r nove r· re :t.a t i ng t o e ntry •:if goods into 
l oc a l are a ltJ ci s in c o l' rec t l y de t e rm in e d r ·e su l t in q in non -
lev y/short levy o f ta k aggreqating Rs .l.81 l akhs. 

CAaount in lakhs of rupees> 

sL .. iiitiie ... Cir -- --- fli5C·;:1·ii tTonar--.. -·----·---p-2r:To:cr- · ·- ........... ··· ·· .. .... -... turnover···--··---· --·----ftiti .......... NOii= .... -
No. city/ goods 

district 

of tax 
As appli-
deter- Actual Escaped cable 
1111ned !Perce-

nhge) 

--·-. ···--··-··-- .. ·--···-·- ---- ........... ______ .... ···--·--·---·· ··-··- .... - ······· ---··-- --........ _ .. _ .. -·· --·-·-·-- .. -··-··-··-···--·-··-- ·----·- ------· 
1. Ban9aiore 

city 

2. -do-

All raw ~ater1als, 
c0111poneot parts and 
other inputs used 
in the 111anutacture 
ot an 1oter~ediate 

or f1n1shed product 

-do-

Industrial •achinery 
and parts and 
accessorits thereof 

1987-88 
to 

l989-90 

1985-80 
1986-87 

and 
1987-00 

1985-86 

29.03 29.03 2 

23.94 37.89 14.05 $ 

7.00 14.38 7.38 $ 

$ 

41.~ 44.67 3.39 2 $ 

$ 

2.49 2.49 2 $ 
$ 

levy/ 
Short 
levy 
of 
tax 

0.59 

0.33 
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3. Bangalore 
d1stl"1Ct 

4. Bel9au• 
district 

3 

All raw mat?r1als 1 

component parts and 
oth~r inputs used 
in the Manufacture 
of an 1nte11ted1ate 
or f1n1shed product 

Beedies 
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4 

1989-09 

1989-90 
and 

1990-91 

Total 

s 6 7 8 'i 

7.26 30.01 22.75 2 0.46 

145.17 lo7.05 21.BB 2 0.44 

1.81 

On these be1ng point ed out in aurlit (bet111een 
May 19~2 and February 1993> , the department stated 
tAugu.st l993J that the assessment h.i.d been revised in 
one case (S l. No. 1) a.nd thereupon th2 a.ssesse~ 

pr·~ferred an appeal before- the department.al appellate 
.J'.J.t:·1ority. ru .. ther· report in respect of thi.s case and 
rep lte s in resp~ct of the rema1n1ng cases have not been 
reci:>1ved <December 1993>. 

rhe cases '"ere 
lbet1..ieen January 1993 and 
reminders; their reply has 
1993) . 

r eported to Gov~rnment 

Ju.ne 1'7'?'3) 'fol lowed u.p by 
not been received (December 

7 .10. Non-levy of penalty 

Under the l<arnataka Tax on Entry of Goods 
[nto Local Areas For Consu~ption, Use or Sale Therein 
Act, 1979 and the Ru.les made ithereunder, if a.n assessee 
fails to pa.y the ta Y. demanded from him within 21 da)~s 
from the date of service of the demand notice, he shall 
pay penalty equal to one per cent of the amount of tax 
remaining unpaid for each month foT' the -first three 
month·5 after the e:•:piry of the time prescribed and at 
two and one half per cent of sue~ amount for each month 
su.bsequen t to the first three months, so long as the 
default continues. 

No penalty was imposed on payment of tax 
amounting to Rs.43,281 for the years 1980-81, 1984-85 
and 1985-86 by an assessee i.n Bangalore city and 
Rs.78,806 for the years 1987-88, 1988-89 and 1989-90 by 
another assessee in Bangalore district after delays 
rangi.ng from 1 year and· 5 months to 3 years and 4 
months, though penalty of Rs.70,494 was leviable. 
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These were pointed out to the department in 
March 1993 and May 1993 and were reported to Government 
in June 1993 and July 1993 follm>1ed up by reminders; 
their replies have not been received <December 1993). 
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Cl-IAPlER B 

NON- 1-AX RECEIPTS 

FOREST REC~IPTS 

8.1. Results of audit 

Test check of accounts of the Forest 
Department, conducted in audit during the year 1992- 93 
disclosed non-recovery and short recovery of forest 
receipts amounting to Rs.1141.03 lakhs in 71 cases 
which broadly fall under the following categories: 

--··-·-- ·-----·-· .... ····-· -· .. . . ... --·- -······ .. -···· ~-- -- -·-·- --····· --.. ---· -····· ·-.. .... .. ·--------·---------------
Number 

of 
cases 

Amount 
<In lakhs 
of rupees) 

~··--·-· ·----·--·--·------··-·· . -·-· ·-····- ... ······-··· · -··---··-·~-·--·---·· ------·-· --------·-·--·------ -·----------
1 . Non-recovery of royalty 

2 . Short c ollection of 
lease amount 

3. Non- recovery or short 
recovery of fees 

4. Non-recovery or short 
recovery of taxes 

5. Other irregularities 

Total 
. . ··--· ·-· ··----···-·-·-·--·-···- ····-.. ·· -···- ·-·-----·--------- ·--·-~- - ··-··------

14 

2 4 

14 

7 

12 

71 

447. 19 

67.57 

19.01 

14. 2 3 

593.03 

1141. 0 3 ____ .. _______ 
During the course of the year 1992-93, the 

concerned department accepted under-assessments, 
failure to raise demands etc., of Rs.1131.08 lakhs 
involved in 68 cases which had been pointed out in 
audit in earlier yea r s. A few illustrative cases and 
the results of a review on · working of timber coupes 
and timber depots · involving Rs.427.75 lakhs are 9iven 
in the following paragraphs. 

8.2. Working of timber coupes and ti.t>er depots 

8.2.1 .. Introduction , 

The working of the Forest Department is 
9over·ned by the provisions in the tt.:arnataka Forest Act, 
1963, the t<arnataka Forest Rule5,19b9, the Karnataka 
Forest Manual~ the Karnataka Forest Code, the Karnataka 
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Forest Account Code and 1nstruct1ons Jssued b y the 
Government and ~he head of the department from time to 
time. 

Timber coupes are '•ICr~~ ed in .accc.r-da:>ce w11;h 
the Wo rking Plans and the produce ts disposed of 
thro u gh the timber depots by auct1on sales, re ~ a1 l 
sa les and rele~ses agains t spec1f1c allotment by 
Governmen t ana the Pr1nc1pal Chief Conser~ator of 
Forests. 

8.2. 2. Organi s ationa l set·-up 

"f he Principa l Ct1iPf Conse rva to r· ot Fnr--E-sts 1s 

the head l"Jf t.he departmerit. At present. the Pr1nc1pil1 
Chief Conservator of Forests ts as·s1sted by 4 Chtef 
Conservators of Fo r ests and one Add1t1on~! C~t~f 
Con servator of Forests . 

Th f.! department i·;.; 'i1v1ded int o 9 c: rcles Cl 
te ~ r 1 tor1al and 2 oth ers > e ac h headed b y ~ Conserva~or 

o t For· E' =-ts • Out r.:> f t: he 7 t E r r J tot 1 i'. 1 c 1 re l e s 
cons1-:.t1ng of 33 di v 1s1ons . 't c 1rcles <IC?na•a , tr. .. mjagu, 
Myson~ and Sh1mog a ) having 20 d1v1s1ons 1.sere rniunly 
eng<iged 1n the p r oduction i:Jf t1mt1er. 4 2 timber depots 
headed by Assistant Conser·•, atcrs at Forest 5 or Range 
Forest Officers were attached to these d1 v ts1ons . 
Besides, there are ~ ~ark1ng plan d1 v is1ons, each 
headed by a De puty Conservator of Forests~ responsible 
for p repa r a t ion o f work 1n~ pl ans. 

8. 2 .3. Sc ope of audit 

A test c heck of the records of 6 d i v is ions 
and 9 depots attac hed to them in Kanara, Kodagu, My s o re 
and Shimoga c irc les re l a ting to t h e p er iod f rom l 987-88 
to 19 91 -92 was conduc ted durin9 Janu a r y 1993 to April 
1993, with a v iew to asc e rt aining the ef f i c iency of th e 
t<1orking o f the timber c o•...tp es a n d t imber depots in the 
State. 

B.2.4. Highlights 

<i > Disposal of timer and fireNOOd in auction 
sales below the average rates in 3 depots in Apri 1 
1989w "ay 1cr10 and Nove..tJer and Dece..tJer 1991 resulted 
in loss of revenue of Rs.B.63 lakhs. 

<Paragraph B.2 .8> 
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<ii} Auction sales of teak poles at less than the 
seigniorage rates in 9 depots between November 1900 and 
January 1992 resulted 1n loss of n11venue of Rs.31.07 
lakhsv 

<Paragraph B.2.9> 

<iii) Failure to adopt common sellinq rate for 
rosewood loqs sold to a. company dur1n9 1987-91 resulted 
in loss of Rs.tB.78 lakhs. 

<iv) Lo~:.<:> on acc ount of non- recovery of selection 
charges l n r :!? spec t; of t imher so1 d Hl 7 depots during 
1987-91 amounted to Rs.13.47 la.khs. 

<Paragraph B.2.14> 

<v> Failure of a company to remove the rosewood 
log5 selected by :it from 5 dl•pot~ during August and 
September 1991 rP.sul ted in locking up of revenue of 
Rs.49.33 lakhs besides causing deterioration of the 
material. 

<Pa1·a9raph B.2. 15 > 

<vi) nelay in re1nittanc:f! ot demand drafts 
<Rs.584.06 1 akhs l and cal F -·depas1 t receipts <Rs.339.87 
lakhs> reJating to lhe period between April 1987 and 
Deceftlber 1991 by B depc-.Jts ranged between 25 days and 
1139 days. Jn one depot, cal 1-deposi t receipts worth 
Rs.46.77 1akhs !:ihown as reMitted ta treasury in 
November 1989 wer~ actually reMitted only on 13th 
Janua.ry 1'193. 

<Paragraph 8.2.19> 

8.2.5. Production trends and revenue cantr1.but1on 

Sale of timber arid f i r E'll'lood from the depots 
constitutes the major source o f revt:!nue to the 
department~ as given in the table below: 
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.... --.-........ ___ -·--· .. --·-· ______ .... ---·-·--·----.. --·----··---------··-··------- .. ·---··---.. -----'"· 
Rtvenut rtaliStd 
fr09 sale of 
hllber and 
firewood fro. 

Vear· P roduc ti II\ ef 

----------------------
Timer FirelllOOd 

!Cu.•) 

Total revenue 
receipts of 
the departaent 

depots 
lln crores of rupees! 

- -··· .. ·--·-,., _____ ....... - . -·····--·--··--··- -· ......... --·--- --··--·-·--·-.. - ·--·· .. ----.. ·--·-.. ·---.. ---·-·--.. - - -- ... ·--

1987-88 145259 421707 S2.5l 42.44 

94913 46.40 34.89 

97409 40~62 51.57 39.13 

19'?0-91 94540 J12715 58.18 42.08 

1991-92 i0971 315998 61.b9 44.67 
--- ---· ____ .. _____ .. ____ .. ______ .. .. - --- - ···· ..... ···-·-··---· --- -·-·-------.. ··--·--·· .. ···--------.. ....... -.... . ... . 

B.2.6. Arrears in the preparation of workin9 plans 

Under the rules, timber coupes are to be 
worked as per the preoscr1ptions in the workinq plans 
approved by the Government which normally cover a 
period of 10 to 30 years. In the absence of worJi: ing 
plan, worktng scheme far a locality has to be prepared. 
Out of the 20 divisions mainly engaged in the 
production of timber, working plans are available for 
11 divisions, · working plans for 7 divisions are in the 
process of compilation and for the remaining 2 
divisions working plan$ are yet to be drawn up. 

Of the 6 divisions covered in test check, 3 
d1v1sions did not have approved working plans or 
working schemes. The working plan of Shimoga division 
e xpired in 1950 and a plan drawn up for the period 
1982-83 to 1991-92 was not approved by the Government. 
In t he case. of Ha.l1ya.l division, no t<1orki.ng plan exists 
i.n respect of h igh forest blocks I to IX and XX. For 
K:art.ia.r division, no working plan has been dra11m up 
after the working plan of Karwar and Honnava.r divisions 
expired in 1987. No approved working schemes were 
available and the coupes were worked on ad hoc basis by 
all the 3 di v isions. This resulted in unplanned 
exploitation of forest resources. 

B.2.7. Short delivery of firewood 

Under the t<arnatal<:a Forest Rules, 1969, all 
materials prepared in a contract a.rea are required to 
be transported to the forest depot under pass issued by 

the department. As per the conditions of logging 
contract, a contractor is required to transport the 
materials from the LOntract area to the depot and duly 



113 

stack them. F u r· cJe ·L~uit. ~ tr.~ v r.:1ue of 
del1 v erea i:;.nail b~ recover ;:~ bi:: !' r o .11 th;.:
ma.rl<e t rate r.; . 

m.ater 1 al s n ot 
contractc1r a. t 

In t h re e d e po t ·:; 1 '-h.1r1 s t.i r • ft:: ;:i. I be t t a and 
~~ l1~111a.tt1i. ·1 t 1 . ..i a ::; no tu:: e d \1-'\p1-1 L j<,' ·7·:. a;;d September 
l99.3 ) that out: o f 30 1 1.5~2 c ubi c • ne t r~s of f1reL•1ood 
sha1<1n to ha ve b r: e n trarii;:.port. e d d.s per· pa.sses f r om 
c oupes to th e d e pots between Aug ust 1987 a n d May 199 1 , 
only 2538.1 09 cu b i c m~t ~ es a~ firewood was finally 
accounted fa r in t he d epo t s aiter stach 1ng , indicati n g 
sho r t de l i v ery ot 47 3 . 41 3 cubic metre s, v a lued at 
Rs . 1 . 2 3 lakhs . No act; 1on •,•1a s, hci~·1e v e r , ta.ken by th e 
d i v 1s1on s to reco v •:?1- t h e 10·::; ·5 f rom the contrC4ctors 
<September L9 .3~ . 

8.2.8 . l oss o t revenue d u e to d 1sposa l of timber and 
f irewood b e low the ave rag e rate 

Th ~ r ule for f i x1ng upset p rice wh i ch i s 
mea.nt tis a yujde- to the sale- con ducting off 1 ce1~ for 
de c afinq the sale of fores t p roduce p1-ov 1des t ha.t u p set 
p i- t e e be cai c. Lilated tia.sed on t he a v eragt1 sale pr·icE· 
real1sed in th e three prec e ding 5ales. Th e Conservator 
of Fore~, ts, ~-: a.n a1~ a c:1r-cle had a l ·so pointed oui 1.Apr1l 
199i. and Jui y 1 9 '7' 21 i:ha.!; the uos.et. prices f i x ed by the 
depot offLcer s had no relationship with 3 y e ars average 
1~ates an d instructed them to ensu•~ that u p set prJc P. s 
were nearer t o the 3 years ave r age r a tes . 

Scrutiny of the • .. 1pset pr·ices s anctiont>d far 
the auction sales held 1n t:'\pr1L 1989 1 May· 1990 1 

November Jt?91 and December 1991 i n :.;; d €'po t s of l<an .ara 
circle d:isclose d that .in a. large nu.1,,ber o f c .;ises the 
upse t prices fi x ed were less th~n the av e rage ra t es by 
25 t o 50 p er cen t . I n 2'48 cases l n c lud ed 1n t he a bov e 
au.c t i.on sa les, the ri\tes s e c.u.red 1.»e r e l ess th<m tt;e
a. ver age r ate s r esu lting i n loss to the h .me ot Rs. 8. 6.3 
l akhs. 

0.2.9. Loss due to disposal o-f teak poles at less 
than the seigniorage rate 

T eak po les a r e cl a ss1t ied into 6 cat~gor i es : 
I a , l b , Ila. Ilb, I I l-3. and I ll b 1 based an their lenqth 
and g irth at the butt-end. The seignior age rates 
Cva.Lu.e of p ol e s e :..; c lud1ng \t.1o r~::i ng c o st > fi x ed by the 
Principal Chief Conservator of Forests for these 
c ategories of poles with effect from 1st April 1988 
were Rs.214.50, Rs.171.60, Rs.161.70, Rs.64.35, 
Rs.64.35 and Rs.33 respectivel y . The upset prices 
fixed for 11 auction sales held b e t~-seen November 1988 
and January 1992 in 9 depots did not cover even the 

A6-1l 
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seigniorage value of the pol~s. Sale '.:d 45 1 5<):5 poJes 
of various categories tn 9 depots in the above auction 
sales at less tJ-ian the se1gn1or·age r·ates r£':.ulted tn 
loss of revenue of Rs.31.07 lakhs. 

8.2.10. Violation of sale conditions Mtd consequent 
loss in the disposal ·of defaulters· material 

The conditions of auction s~le of ttmber 
stipulate, int:er al1a., pdyme•nt of one-·tf.JL1rth ·;alu.e of 
the purchase mone y .ncl us1ve of earnest money depos1t 
in addition to oth~r statutory ta~es on the full 
purchase mone ·_y- by the purcha:::.e r immed ii~ t E' 1 y •:m 
conclusion of the sa!e and payment of the balance 
i>.1ithin six ca.lendar months (1.111th1 n 3 c .a.Jend.ar months 
fi~am 1st .Tune lS'S;i) a."fte1~ the closure cit the sale or 
before removal of the mater1al, whichever is e~r1 ier . 
Fa.i l 1Jre to pa y the dues and reii1ove the lots as abO\'iO" 
will result in the lot or lots being resold at the rLsk 
and cost of thf..• puPchaser 1rJho shall be l~ ablP to nia.J..e 
good any loss •~r:ts1rig out of such f"' !'> ·;:.;:de. The loss 
sustained shall be recov er' able along1>n th 1ntt-r·ei::.l: on 
the balance purchase- money- as -:l.n-e.:f.rs of l.Jnd revenue 
unde'r section t09 of tile 1 1~ .arn;;itnhe: Fore:.t Act.. 1'71'63·. 
Go ve1'nment re1teratPd f-he :lbove instructions in 
February 197 Jnd September 1982 . 

Ii) In SO cases in volve d in sales conducted 

beb•H?en January 1988 and Dec.ember 1'1'111 Jn 7 dt'pots. 
sales were confirmed by the Deputy Conservators of 
Forests after col!ect1ng only Rs.8.63 l akhs as against 
Rs.14.81 lali:hs ;jue on the da~·. e'='.· of sale . The bal.:mce 
t>Jas collected b~:'la tedly:; the delay· ra.nged fr·0Jl1 ' d .r!ys 
to 90 da;.'s. 

{1. i.) Scrutiny of 1-ecords relat1ng to res;:ile of 
defaulters lots disclo~ed loss of Rs.6. 1'5 lakhs in 4 
depots ·from 
department 

September 1984 to June 1992. The 
reported <Maren 1993> that tn 2 cases 

involving Hs • .2.5S' . la.k hs, cert1i1c.ates for· recovery of 
Governmenl; due5 1·~ei~e Jssued (Febr!...1ary 19'~ 1) to tl>e 
revenue authortties concerned to reco er the amounts as 
arrears of la.nd revenue. In respect of the rema1n1ng 
cases, the details ot action ta~en have not been 
received <May 199~>. 

B.2.11. Loss at revenue due to delay in fixing 
seigniorage rate 

Under
Canse rv a. tor of 
seigniorage rate 
order issued on 

the Act, the Principal Chief 
Fo1~es ts 1 ·s empm•1ered to f i :o< the 
for· timber. f 1 reJ>10od. etc. By an 
23rd May 1988, the Principal Chief 
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Conservator of Forests enhanced retrospectively from 
1st April 1988 the seigniorage ra.te for v·a.rious kinds 
of timber, firewood, etc. Hm•sever-, in 3 depots in 
Ka.nara circle, 3.:';;4.017 cubic metres of timber, 4,500 
cubic metres of firewood for industrial purposes and 
1,740 cubic metres of f1re~tJood for domestic purposes 
ll!ere sold bebt.1een° 1st Aprtl 1988 and 30th .June 1988 at 
the pre-revised rates. Belated approval of rates by 
Government and ·delayed communication of the rates by 
the department to the depots resulted in loss of 
revenue of Rs.2.44 lakhs inclusive of taxes. 

8.2.12. Revenue foregone due to fixation of different 
selling rates 

From l st July 198C,', the depart.ment f i x:ed a 
lower selling rate for firewood me1nt for domestic 
consu.mp t ion to be sold to the J<arnat al~ a Sta. te Forest 
Industries Corporation by adopting a lead of 50 kms for 
working out the transportation cost as compared ta the 
selling rate fixed for sales to other societies, 
hostels, etc~ by adopting a lead of 100 kms. When the 
disposal of firewood in a depot is from a common pool, 
there was no justification for adopting different 
lea.ds. In respect of :'.:1,620 cubic metres of fire1>10od 
sold in tt..,o depots of Kana.1-a. Circle du.ring 1989-92, the 
1-evenue foregone due to f1 r: 1ng of 101..,er selling rate 
for sales to the above Corporation amounted ta Rs.1.87 
lakhs wh1ch const1tuted indirect subsidy to the 
Corporation. 

8.2.13. loss of revenue due to non- ·f i>tation of com.on 
selling rates 

During 1986-87 to 1991-92, the Karnataka 
State Veeners L1m1ted was allotted rosewood and plywood 
timber from various depots in different circles in the 
State by the Principal Chief Conservator of Forests 
subject to approval by the Government. ~Jhile plylt1ood 
t1mber lllas ':iold at the common rates sanctioned from 
time to time for the Stat~, rose .. 1ood "~as sold at the 
highest rate obtained in the auction sale for each 
class of timber in the respective circles. lt ,.,as 
observed in a.udi.t that f1x\.ng circle-wise rate '"as 
disadvantageous to the Government as (i )the rates 
fixed for same class a.nd category varied 1>iid~ly f1~om 
circle to circle, <11) the company 1<1as alloi.-sed to 
select good logs and the left out logs were auctioned 
and the rate fixed represented the highest rate secured 
for such left out lags and {iii) unl1k~ oth~r kinds of 
timber, ralue of rose11sood is ba·sed moi->? on th e quality 
and grains tha.n on length and g1.1-th. In fact, in one 
of the d1vis1ons in Kanara circl e, when the logs 
selected by the company t.iere aucti.on1:1d during September 
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l991 to .:t ssess th1:: r ea. l •.1ah•e, 
much h1ghe1- thd.n th~ u.p·:.;et p i- 1 .-:e ·.., 

t. n e r·ate s 
r 1 ,.,.,.d. 

q1_1.oted 

rhP. departrw211t sLat•?iJ <.St'f1t ::iml·~r lC:- '-?3~ tn~t 

circle·-wi5e rates w~re f1~@d a s t h e qual1c y of rosewo o d 
•.1rir1.ed f r om ~-1 r cl€' h:' ·.: 1·--c!:,• lh i= 1-epl.y ~<::net 

tenable as a c.om.-oori sci, ec-Ju le ot rc.-te to•- r:.lE''=I!::.-~ of 
ro·:; ewood on r~tatl ~. ;:\le t->=i ·::; Li ;:t>n t"t )· ~ ·.:! b/ the 
depa1~tment ·from i·.:=t {'p-r-1 1 1 ·~9..:. bas ed .-:in cli'.ss .3nd not 
on area. Fu.rtne r·, ir. thf:-' c .:i.se oi oth e r ~ : t nr::J ::; c.r t tinber 
also, un1form sch£•du1e oT rat e s fc1- t hf' Sta~~· a "' a 
whole is in vogue. 

Non- f:i :-: ing o·f cocnmbn sel.l H19 1 .. :11:,_, r·'i:'su .l"ted ln 

loss of r evenue o f fl =: .. l B . ·~c_:, J .:ikh ·::.: t.o ~·, 0 ·1 e rnm£ :-it Hi 
respect of 11 5 .433 cub1~ mPt re s of rosewood so ld to the 
compa.ny during 1-::;g;-88 "t u l'r''fl)-9 1 frmn ;::, dt?pot. ':Oo in 

Ka11d.1~a. C1rc.1e a.nd one depot each lit i<o d.agu a.nd i1yso:-e 
circ i es. 

8.2. 14. Non- recovery of ~Plec~1on charges 

Dur 1 ng t11 e p Pr i od 1:987-88 to l '7'<;'(.•-'S' 1 , 
rose1 ... 1ood rind other- kinds of timber· v.3lu ed at Fls.11•).Z9 
lakh·:; ~·rere sold on select1on bas1 ·5 to the Varr . .t.d:ak <:t 
State Veneers l1m1ted 1 the Karnataka S t~ te forest 
Ind1Jstr1e·:; Ccirpo:at1on and oth~'r' 1r;ci1.1st.flt'<z'. dn 1j pul.Jl1c 
from 1 d'2-pots of La.riara, !:'.h imo~1 d, !·1y·;:,on~ and KC'dagu 
circ les tor 114h 1ch rec.o '.' er y ot !.'"·e l ec t.1or1 charges e;t t\) 

pe1~ cent of their v a.lue uii?.S requi r ed to bt> e ·fiected. 
The depo ts did not, ho~·1e vf.· r. re·=·:J•,i er- sel.i;·ct..1i:.:w1 charges 
cm a la.rge number at logs sDld to . .:: comp::n1 es a.nd 
private p.artiPs on the ground tn::d. l? 1 the 1-· full l o ts or 
75 per cent of the stacks 1.iere sei.ect.ed hy the 
purchdsers vnthout d1-st.urb ing the Jot s 01- stacks in 
1.shich cases seler:: t1on chai-r;)eS t·; er~ not r e cv1.1er'atde as 
per the c1Fcul.ar instn.ct1cns \Ju.ne 1<7'81 and Janua.i-y 
1986) ot the Chief Conservator of Forests. But t:he 
relevant records test chec k ed 1n 1~espect of 31)8 logs in 
th e depots d t o not I n d 1 c ~ t "' th a t a 1 l the 1 og '=· s e I e c t e d 
by the purchasers ~ere eithe full lots or 75 per cent 
of the stacks and that they were a lJcwed ta s leLt th@ 
logs only aftet- the lats 11ierP prq::•E>r1 y me~1sur·t:d .J.n•j 
lotted in the depots as stipulated. Loss on a ccoun t of 

non-recovery of c::.£>] e ct.1011 cha1-ge·:. in .hese cas s 
amounted ta Rs.13.4 7 lakh s 1nclusiv e oi ta ~~ s. 

8.2.15. Locking up of revenue due to non-removal of 
reserved material 

I n J u 1 y · 1 \79 t ~ 
approval ot Government 

the
(June 

dep<:! r-tmPn t \ll 1th 
1991 } , a. l Iott ed 

the 
from 

Kanara, Kodagu, Shimoga, Belgaum and Mysore circles 200 
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cubic metres of rasewaoG to th~ ~arn~taka State venee~s 
L11n1ted fcJr the ft:· ;.,r ['f':.11-'?.2 iJS rpq1_1~st<E-d by the 

company ~L the e~1st1ng ~tfC] 0 - ~1s~ r~tes plus 10 per 
r::1~r-:t 2:·· t.ra ove1- t•·,e r-1-1•.: e arid ta·: !?·.=, p>=nd1n9 sanction 
o r f 1 n a i 1 «3. t e ·:; • Ne 1 t It e i • t" u~.-= l l n11 t 1 •.1 r ,- e o-,.:J v .:; i o f t !1 e 
dllc;tt•!1j rnc:.ter·10.1 no1- Sf:<cur·1t 1 d.:;00·:::.11; 1.>1.as, noi..1!:'ver·, 
t 1 :.:ed. 

logs 
11e.Jsur·1ng ~:1 .... V .. !) cL1b1c: mi:'tn::r::. 1' r'c!1ll ~~ depots .::.:;f 1--.an.3.r>a. 
c trc lt' d1.1.r·1ng Auqu·::+:- i.9'-?i <H1 1j ~:.).;:pt;en1ber· l99! t.HJt ta1le1j 

ta pay t:he vf'"ic..,qr,t a ·:: st. ~p v .L1tf'·::i .:1nd t-:::i r~n10 \.•e the 
flidt(··1al. t.JhPn f3p;..} ra.!.~:= i.•lf:i~ ScirH.:tH:.1r-ed by th£• 
df'2p-:l1 .. tment J11 "4p1 · 1 J lS'S' . .::", tht;? •: oiripari_, represente·:1 to 
bf:i-l~1~nme:it <H c:. r·t 1 l'??.2.1 t:h .3.t thi:: 1-a.L,,::. v.1~1-e on the rtlqt1 

side . Un \:t1~ adv1ce -:::d (;,ovr:r·rifrt o:·n. \1'1.:i v 1992) to t .. ;\f•p 

·:;u~t.-;ble ac:t10r, lf' tr1<? •1'-Jtt 1?1-. the rjepar t rr.ent 1~e\'1s ed 
and f1;·:E·d t1'1arch 1q;:;o3; al! 1tor-m s2lltn9 ra .t.e 1'or the 
su.pply of 1'C":J1?1•;'.:JO•J .o t'le c:ompa'1y th1-ouqtiout the Sta te. 
l-lOhJ F

1
• .. er, r~h<! ;.:.•:i ·11c.:lriy 1-1c.<s tti:JI· r'E'mD\' E"d tne mate1-' 1 ri1 so 

tar (September 1993). 

Tr,us. r· '?se1 ·,·:irtiJ and reta1n:ing the valuable 
m.1f:"12r1at in the depot<.::. l•Jil;hout spec1f ~ i: ttme J1ffnt and 
absence of pena. l prov1sion fo1- de faul~ . in paym~nt a.ntl 
reo10va.l r e ·.;;ul.te•j u1 lacking up of Gove1-n1nent revenu1~ ot 
R ~;.49. ~~ .3 lakhs. -rt- material 1-, .~d been lytnq in tht? 
depo~s expos@d ta deter10rat1an trom September l99l. 

1 t1 . cJepar·tment stated i~·eptember· 19'? .3~ thc.n 
p1-or;-o·,:,.s l r1a.d lJ•?.en ·51J.bm1tter:l to Gov t:!l~nment to cancel the 
di lotm~nt ~nd the Conserv ator of Forests, ranara circle 
had b2e:1 Jnstruct.::.oo t.::; dispose of th£" material in the 
ne~t auction sa!e. 

ot.oc.k AcTuunt~ - Ncm-- receipt of consul idated 
r··t.• lu rn 

. As per the pravis1ans 1n the KarnataKa Fore~t 
Account Code~ e ve r)r Depo"t Officer shall maintain ri 

r·egtste,- of re:.p :i pts, d i sposals an1j bal .ance of t1mber· 
dfld othi: .. ; foi-esl; fJ roduce rece1 :1~·d tn his depot Jn the 
p rescribed form anrl shall furnish the same to the 
D~puty Conservator of Forests before 20th of the 
foll01..s1ng month. lhe Deputy Conservator of Forests is 
required to furnish a conso lidated return of tn~ 

d1vis1on to the Car1servator of Forests ~t the end of 
each month. It 111.3s obser •Jed (Jc.m_13ry 199.3) tram the 
1·eco 1~d s of !;Me Cc.n:.:,t>';"'/"'tor ot Forf.'sts, Mysore c1r·cle~ 
t11at c:y·rsolJdaterJ reb..i.rns from 1980-81 om•,c1 ·rds had not 
been received from 2 d1v1s1ons tMysore and 
Chama.ra1anaqar) and those from 1990-91 from one 
d 1 v l s l on U< 0 ! l e 9 .a 1 > e l n th e abs £' n c e C) f th' e 
consolidated returns, shortages, if any, could not be 
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a ·::.ce;~tained by ti-,e Conservator of For e!:':.ts 1..i1th 

refPrence to th~ ground balanc es cert1f1ed b y th~ 

offtcers . nom1nated b y h.1m ::.nnui:!.lly for physical check 
of stock tn the 4 depots u nder these 3 divtstons. 

8.2.17. Shortages noticed during physical 
verif1cat1on of stock 

Acci::wd u1g to the !i:arnataha F1:::>1~~st f~ccount 

Code, stod1; LJ.k1ng of t1rr•ber 1 n the depots ·=:;ha.11 b£-• 
conducted annually for the period ending 30th September 
each y~ar by the Deput~ Conser~2tar of Forests or any 
other officer authorised b y the Co~serv ator ot ForPsts, 
who s1all submit the stock ta~1ng report to th~ 
Conservatc.n~. D1~.c.rE•parw:iE-s ·3.n d short.age·s, if any, 
fn•J.nd 1n ·:;toe~~ t.akirig an~ requ1r£1d to b~ investJgat.t-d 
promptly and suitable action ta~en. 

In :.S chepots <1<cdl e9i1l , '{;,:sreha il1 a.nd l=dl-:olai 
as per· the stoc l• taking report<.::· t oi- the pe1~ 1od i'nded 
:SOth Septemt1er i':t'::>l, 75 log·:; me;:;~.ur n19 52.185 cubic 
metres of timber, 1 7 .418 cubic metres ot billets, 2,001 
poles and ZS , 720 bamboos wPre found short a~ compared 
to tne boo~ balance. 

The Conser •.iato r or Fore~. t.!:•, Mysore Circle, 
1nstructed <November 1991) ·the Deputy Conservator of 
Forests, Kol legal d1 v1 s1on, to investigate the 
shortages and fll'; personal respons1bility 011 the 
concerned staff a.nd r·ec over the loss. Hoi.1ever, the 
value ot ·shortages ha.d not been assessed no\~ 

responsi!:>lity fi;•1ed so far ~September 1993). Fu.r·ther 
report In respect; of Alkol.i. and Yen:ohal 11 depots has 
not been received so far <September 1993>. 

8.2.18. Discrepanc1~s in t1.mber accounts 

tn the timber' d epot at Hun·sur, the monthly 
opening and clos1ng balances in respect of rosewood had 
not been indlC-3ted from July 1988. 5.~2 rosfl.•iood lo9s 
measurtng 173.1 97 cub1c metres had been shown as 
dispo •:;ed of in September i990 2.s per the con::.ul1d .ated 
stock account v.!fH!reas the re-9JstF<r of d1sposals fo1-
t~at month inol c a~ed d1spqsal of onl y 5 logs measuring 
2.596 cub1c metres. The depot ott1cer could not 
produce evidence at disposal <~"ay-perm1t~, ) for the 
rema1n1ng quantity. lhe e xcess accounting of 527 logs 
under disposals in the t:onso:.t 1datE"d stock account of 
September 1990 1~edu.c1?d thf.' b ·:i l . . iqce ~·1h1ch ta.l i ied "'i th 
th1~ bal.ance found c1n the gr·ound duri.nq stock taking. 
Account of pr1vate rosewood indicated an excess of 220 
logs measuring 44~71.l cubic metres. Thus, there \t.1<1.s a 
net shortage of 307 logs measuring 125.890 cubtc metres 
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valued at Rs.6.5c_:, lah:hs al; the r.:tte 
lowest quality of rosewood as per the 
effective from July 1988. 

app:tic3ble to th£" 
schedu le of rates 

Th 2 dt-pot ofticer stated l.Apr·1t 191?'3> that. 
ttH~se l>IOUld be rt:Jct1f1ed. Ho\.>1ever. the OiSCT'epanc.1es 
have not been invest 1.gated so far (September 1992:;i . 

8.2.19. Delay in remittance of money into treasury 

The con d1tior1s ot c1.n:t1cin ·:;al e of t1.r.ibe1- in 
fo1~est d1v1·:;1on·::;, provide, .1r:l~·r ::.1.J-r:J , for the P<'<f'lierlt, 
by the p 4,1'cha·:=e1'·:> , of the mon 1=}1 '; i:;ayable by- them or. t.t1~ 

date oi ·s a. l e <;\rid the ba]anct< pay-able sut•st>q u entl '• 
el the1~ 1n ca.s.h o« b'.•' ir;eans of dt-mcino dratl;s. Though 
demand dr~i~s are treated as cash , money does not 
dt::.=ru.e to G0vei-nnient unle ·~s the1 a.re 1-em1tted to 
ban~/tt · ea:>u.r·y .;nd i~·~a.l1:•?d . A c .::01·d1nq to the f1nanci.3. l 
ru l es, all moneys recetved are required t a be accounted 
f1:ir· 1n G'-·"I PTT•ff•~· r't accoHnts and paid tnto the tr·f:· as~1ry 
h1i.tr-1out un•ju~ oelay . 

I~ B depots attached to S d1v1s1ons 1n 
K an-3.ra, Vi{sore and Vudagu cJr·cles, a. tot.3.i amcu.nt of 
Rs.923.~.: LH .. hs rel at1ng to auctit:•n sa. les. Df t111,ber 
conduc ted bet~seen Ap!' ll 1987 and Iif-'CP.mbi>r l'>'9t t11as 

collected Jn th•:? iorm of demand draft·::;. <Ks.584 . (•t· 
lakhs> and call - deposit rec eipts <Hs.339 . 87 i.:i~:h·::>i ot.nd 
sub ·:;equ.entl/ p;:11d into Government account on v.H ' 1ou·:; 
elate·:. b~twee~·1 May 1987 and January 1993 attE'T' delays 
ranging from 75 days to 1139 days. 

0 f th e db o v e ~ i n th e t i mb er de pa t at Jo !. d \l 
attached t0 KarNar di~1s1on in Kanara Circle, out at a 
total amount of J<s.54.6~ la~.: h-:. being one-fourth v .:ilue 
together i.11 th statutory ta.x es on full purcha·se money 
co ll ecte d during the auction sale held in November 1989 
and charged off in the cash book as having been 
r1?m1 t:ted to tn:iasury in the s.:J.tl\e month, cal l-depos1 t 
receipts vmrth R=:. .46. 77 lakhs 1J1e-re actually remitted 
into Government account on 13th January 1·~93 after a. 
delay of 1139 days. Demand dra.fts worth Rs.7.88 lal1;hs 
had not been remitted into the treasury so far 
<Feb1~uary 1993>. 

the 
The 

djvision 
irregularity did not. come to 
due to non-observ~nce of 

notice of 
the coda. l 

provisions as under: 

(i) The demand drafts were ne1ther entered in the 
Demand Draft Register nor the 1 r re mil:: tanc es in to the 
treasury watched. 
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ot demand d1-att; '::; ir 1tci h "'2 trt<i.i s u ry ,,,.~;.1jJ:? l n r:h >? c asri 
book remai n ed undel: e cti:>d .3 s ti ~ >.:' d•?p o t, nfft c~! t- di cj ,-,ot 

en·-:-• . ..t re t:1at. °'"3l u 1 ct1<1113'"1 ~· 1,,,,,- ," i;-.1r .-;(.J '-":~ d i.n r·espi'ct of 
t1·12 demdnrl o:-afts l c.::. l l oepos1 r.;s ch.31~9.:=d o ·f lP t: t1e cash 

boo• as :· .,.m1 tted. 

monthly re(fi?q:d.s ~s i:•e r tr i:.> tr·pas\.1r y s chedule 1rnth "th t
d1 ·.' t '::>J.or. al sc:h edu. !e of 1 ·o?m 1t t;;sn c t? ~ . 

In the 
~~ a , .. \<I a r· d 1 v i s i on • d e t; ':l. 1 1 s o i 
at 18 demand drafts vaiued at 
April 1987 were not ava1ldbie 

remittances 1nt;o l.r·p:asury 
Rs . 2 . 0= iakhs rece1ved in 
o= >? b \"l...i .:H ' }-' l 'J 'J 3 } • 

fhe Deput y C c.r1 s l · r v.~1tor •.:>f , -orest.s . ~= .. =J.rlL1·3'1-
div1ston r· r::·Dcir-t t'd <:Ju l y .1'S"7'3J to the Cqn-se . .-•-'t-totor· cf 
Forests that a.11 t:-re c.a11 - d 1:·po·s1t. rec>:.' 1pts and dpmarlct 
dra.fts ot Nov;;..-nbf.-'r 19b'i s.cd;:: in the- ti.i1'0'=t- depot ~t; 

J •:n d a h ;;i,.::I l_o e e ri y C• t ..- e v .a 1 J d a t e >j an d r f:' m l t t ~' d to 
tn~a. su.1-- y , thc-t i n te·i'es.t at R·s . . 26. 3 1 lakhs had been 
demanded from the bank conc~rned tor bel3ted 
realts3t1on of call·-depos1t receipt3 and t h at 
d1sc1pl1n.;.ry action ~ .;id t.ieen 1nit1ated .:iqa. i.nsi; th!? 
de linquent officials concerned. 

8.2.20. Nr:m .. - levy of taxes 

In re ~;oect ot salt>::; from depot~., the s a l!? 
p rtce 1ncl~des wor~1ng co~ t and sup erv1s 1on cha-ges a~ 
10 per cent thereon bes i des S€1 1qn1or:19e r.:;.te. In 3 
.:lepots in ~: .. a.nar'3. Circle, to1-· t'imttt-r a.fld f1r€'wood sold 
to .a 01- i. va.t~ c<.:.•mpa. n / d•Jr1ng the p~rt.od 1'7'87-B8 .:;.nc! 
1988-89; forest deve l o pment tax anc sales tax a moun ting 
to Hs, .1.46 l'lkhs a ri d R·.:..1..06 1a l•;h =- respect1veJy \'-!ere 
not le ~ i ed on worktnq cost and super ~ is1on ch arges. 

8.2.:Zl. Short levy of forest development taK 

Th e r a t !::' o f t a ;·: l e v i .ab 1 "' for the t l mb e r 
supplied tc.. 1ndustr1e-s 1t.1as enhanced from 8 ta 12 per 
cent on t he amount of c.ons1deration from 1st April 
1983. The Ch1ef Conservator of Fore-sts <Gener'al), 
however, i ssued instructions in September 1983 that tax 
on timber released to the Karnataka State Forest 
Industries Corporation be collected at the old rate of 
8 per cent pending clar1i1cat1on by Government 1a1hich 
has not been Issued so 'far (Apr11 199::!·>. The short 
levy of tax on this account during 1987-91 amounted to 
Rs.2.74 lakhs in 6 d~pots (5 in Kanara circle and 1 in 
Shimoga circle). 
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8.2.22. Non-recovery of incame-taK 

According to Section 2 0 6 C of the Income-tax 
Act, 1961, amended 1n April 1989 1-iLth retrospective 
effect from 1st J~ne 1988, income-tax · at 5 per cent on 
the value 1nclud1ng tal':es and surcharge at the 
p1~escribed percentage was required to be recovered by 
the depot oft1cers 1n respect of timber and firei•1ood 
disposed of by sale, unless the purchasers pr·oduced 
certifLcate for no-collect1on of tax at source issued 
by the Income-tax Officers concerned. 

In two depots (.Joida. and Kadra) during 
1988-92, income-tax and surcharge amounting to Rs.4.94 
lakhs and Rs.0.41 lakh respectively were not recovered 
in 85 cases though there was no evidence to show that 
the prescribed certificates were received in these 
cases. 

8.2.23. Non-•·ecovery of interest on belated payment 

According to orders oi Government issued from 
time to time, interest a. t 9 per cent for the first 90 
days and penal interest at 18 per cent for default 
beyond 90 days are required to be levied and collected 
on all revenue remaining unpaid. The final rates 
payable by the Karnataka State Veneers Limited for the 
rosetiJood logs selected by them bet1-ieen 7th July 1987 
and 6th .July 11?'88 and 7th July 1<7'88 and 6th .July 1989 
were sanctioned by the Principal Chief Conservator of 
Forests 1n September 1989. In Mundgod depot in Kanara. 
circle, in respect of 36.392 cubic metres of rose1>1ood 
released during September 1988, the division prepared 
the valuation statement for the differential valu.e of 
Rs.2.25 laJ.:hs in July 1990 and the company paid the 
same in July 1991. Interest and penal interest 
amounting to R.s.O. 72 laJ,; h calculated at the aforesaid 
rates f r om the date of sane ti on of the final rate to 
the date of payment (30th July 1991) was not levied and 
collected. 

The above points were reported to Government 
in July 1993 followed up by reminders; their reply has 
not been received <December 1993). 

Au-18 
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Non-recovery of seigniorage rate, intaraqt 
and penal interest 

By an order issued in Februa ry 1986, 
Government accorded sanction for t he recovery of 
arrears of seigniorage rate along \llith ta ;< es thereon 
payable by certain industries for the forest raw 
materials supp~ied during the period 23rd February 1981 
to 28th June 1982 in five equal annual instalments 
beginning from the f Lnancial year 1985-86. Interest on 
the arrears was chargeable at the rate of 5 pe r cent 
during the period from 23rd February 1981 to 13th 
January 1984 and at the rate of 10 per cent thereafter. 
Accordingly, the first instalment of arrears along with 
taxes and interest thereon was paya.b le on o r before 
31st March 1986 <subsequentl y e~tended up to 30th June 
1986) and the remaining instalments on o r before 31st 
March each year from 1987 to 1990. 

As per orders issued by Government from time 
to time in respect of revenue outstandings of the 
Forest Department in general, the rate of penal 
int e rest leviable was 18 per cent from 2 3 rd September 
1983. 

In Madikeri and Mangalore divisions, arrears 
of seigniorage rate, taxes, interest and penal interest 
up to 31st March 1990 amounting to Rs.250.80 l a khs due 
from 19 wood-based industries <1 public sector unit: 
Rs.32 . 72 lakhs and 18 private parties: Rs.218.08 lakhs) 
in respect of supplies made between 23rd February 1981 
and 28th . June 1982 were not recovered. 

On this being pointed out i n a1Jdit (Ma r ch 
1992 and Ma.y 1992), the depa r tmernnt s ta t;~d <Nov ember 
1993> that proposals to file civil suits ·a.g a 1nst the 
defaulting industries had been submitted to Go~ernmen t 
in 8 cases and were yet to be f(nalised in LO c a s es and 
that the amou.n t was be i'ng recovered from t h e secur i ty 
deposit in the .remaining one case. Repor t r egarding 
further progress has not been received <December 1993> 

The cases were reported to Government in 
June--July 1992 follo1>1ed up b y reminders; t h eir r eply 
has not been received <December 1993>. 

8.4. 

1963', 

Loss of revenue due to short levy of forest 
d~ velopment tax 

By an amendment to the Karnataka Forest Act, 
forest development taK on the value of specified 
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minor forest produce sold to certain specified 
industries was enhanced from 8 per cent to 12 per cent 
with effect from 1st April 1983. Cenex oil being wood 
oil is a minor forest produce . 

In a forest division 1n Dakshina Kannada 
district, on supplies of cenex oil to ~ndustries during 
the period .June 1989 to May 1990 amounting to Rs.4.41 
crores made by the Karnataka Forest Development 
Corporation from the rubber plantation held by it, 
forest development tax -i.1as, however, recovered at the 
pre-revised rate of 8 per cent instead of at the 
correct rate of 12 per cent. This resulted in short 
recovery of tax amounting to Rs.17.64 lakhs. 

This was p"ointed 
July 1991 and was reported 
followed up by reminders; 
received <December 1993>. 

out to the department in 
to Government in April 1992 
thei~ replies have not been 

8.5. Loss of revenue due to non-sale of •inor 
forest produce 

Under the Karnataka Forest Rules, 1969, 
forest produce sha.11 be sold by ( i > auction or tender 
or tender-cum- auction, <ii) sale at the sanctioned 
schedule of q1.tes in depots, <ii 1) sale by issue of 
l 1cences at the sanctioned seigniorage rates or (iv> 

any other method \>11th the previous sanction of the 
Government. Under the rules ibid, the Divisional 
Forest Officer sha.11 consider and decide ea.ch year, 
before the co l lection season begins, about the articles 
of minor forest produce to be e xploited and the 
localities, ha v ing regard to local conditions and past 
results and also about the arrangements to be made for 
their e xploitation. The period of minor forest produce 
leases, ordinarily, sha l l not e xceed three years 
commencing from 1st July. The rules also provide for 
excluding specific areas and or produce, if any, 
reserved from sale. 

[n Mangalore division, proposal for leasing 
the minor forest produce for the year 1991-92 in 
respect of two uni ts in a range to a society at an 
upset price of Rs.55,000 was sent to Government <July 
1991> for sanction. Neither the sanction of Government 
was received nor the forest produce was Extracted 
departmentally till the expiry of the lease period on 
30th June 1992. This resulted in loss of revenue · 
amounting to Rs.55,000. 

"1992)' 
On 

the 
this being pointed ou.t in aud i. t <April 

department stated <August 1993) that there 
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was no loss as non-collection of mi nor forest produce 
helped the natural regeneration and Lncreased the 
fertility of the land whLch would yield higher r evenue 
in the coming years. The Government to 1>1hom the case 
was reported <July 1992 >, endorsed the rep 1 y of the 
department <November 1993). 

The reply of the department is not tenable as 
non-eMtraction of minor forest produce was not the 
accepted method for helping na.tura. l regeneration and 
increasing fertility of the forest land. 

8.6. Short recovery of cost of minor forest 
produce 

Under the Karnataka Forest Code. when minor 
forest produce is dispo·sed of by tender-cum-auction 
sale, the person 1>1hose bid or offer is accepted sha.Ll 
at the close of the auction, make a deposit equal to 25 
per cent of the bid amount inclusive of the ea1~nest 

money deposit alrea.dy paid togethe r 1-iith sales tax at 
the rates in force. The balance 75 per cent of the bid 
amount due shall be paid by the contractor tn three 
equal inst a 1 men ts as specif led in the agreement to be 
executed by him during the 1 ease per· iod. If the 
contractor fails to pay the instalmen t s as per the 
agreement, the contract shall be suspended and the 
minor forest produce collected during the s uspended 
period wi 11 be for.fei ted to Government. Even after 
suspension of contract, if the contractor does not pay 
the instalments due within one month, the contract will 
be cancelled and the minor forest produce will be 
resold at the risk and cost of the o r iginal c ontractor. 

rn Ch1ckmagalur d1v1sion, though the minor 
forest produce in three units for the years 1987-89 and 
1989-91 was sold in auction for a total amount of 
Rs.1.10 lakhs, it was noticed in audit l June 1992> that 
only Rs.55,600 had been collected resulting in non
recovery of balance lease amount of Rs.54.437 and 
interest and penal interest th ereon. In these cases, 
the department failed to tak e necessary action as 
aforesaid and the period of I e use e :-.pi red in l 989 and 
1991. 

On this being pointed out in audit (June 
1992>, the department reported <August 1993> that a sum 
of Rs.15,000 ·had been recovered up to June ic;•9·3 and 
action had been initiated for recov ery at the b-1.lance 
as arrears of i and re venue. Report regarding further 
progress has not been received <December 1993). 
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The Government 
<August 1992), endorsed 
<November 1993>. 

to \>1hom the 
the reply 

case was reported 
of the department 

8.7. Evasion of fees for way-permi ·ts 

Under the Karnataka Forest Act, 1963, and the 
rules made thereunder, forest produce includes all 
product~ of mines or quarries found in or brought from 
a forest and no person shall transport or move any 
forest produce 1"ithaut way-permits issued by an 
authorised person on payment of a fee of Rs.S for ea.ch 
such permit. As per clarification issued by the 
de~artment in February 1990, 10 tonnes of minerals make 
a load for which a way-permit could be issued. 

In Bellary division, during the period 
January 1991 to December 1991, a lessee had removed 
27,83,539 tonnes of iron ore \J'ithout obtaining '"ay
permits as aforesaid, resulting in non-realisation of 
fee amounting to Rs.13.92 lakhs. 

This was pointed out f;o the department . in 
August 1992 and was reported to Government in January 
1993 followed up by reminders; their replies have not . 
been received <December 1993>. 
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