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. . ·'. ·.: . ·' . 

This Report for the year eµded 31 March 2012 has been prepared for . 
submission·to the.Governor undeiArticlel51 (2) of the Constitution. 

. ~ . . - . . 

• ·The audit of reven~e · receipts of· the .State Government is condu~ted under 
Section 16 of the Comptroller and Auditor General's '(Duties, Pow:ers and 
Conditions of Servi.~e) Act, 1971. This Report presents the results of audit of 

···receipts_ compns,irig taxes on sale,' state excise, _taxes on motor vehicles, stamps 
- and registration fees and other tax receipts of the. State. ' 

-The cases mentioned in the Report are among those which came to notice in 
. the course of test audit of records during the year 2011-12 as well as those 
which came to notice in. earlier years. but could not be included in previous 
years' Reports. · ··· 
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O\'ERVIE\\' 

This Report contains 21 paragraphs including two performance audits relating 
to non/short levy of tax, interest, penalty, revenue foregone, etc. involving 
f 89.20 crore. Some of the major findings are mentioned below: 

I General 

Total revenue receipts of the State Government for the year 2011-12 amounted 
to f 69,806.27 crore against f 58,206.23 crore for the previous year. 72 per 
cent of this was raised by State through tax revenue (f 46,475.96 crore) and 
non-tax revenue (f 4,086.86 crore). The balance 28 per cent was received 
from the Government of India as State's share of divisible Union taxes 
(f 11 ,075.04 crore) and grants-in-aid (f 8,168.41 crore). 

(Paragraph 1.1.1) 

3,115 Inspection Reports issued upto December 2011 containing 6,668 
observations involving money value of f 1,589.45 crore were pending 
settlement at the end of June 2012. 

(Paragraph 1.2.1) 

Records of 355 units of commercial taxes, state excise, taxes on motor 
vehicles, stamps and registration fees, electricity tax and other departmental 
offices were test checked during the year 2011-12. These revealed 
underassessment, non/short levy of taxes, loss of revenue, failure to raise 
demands and other irregularities aggregating f 211 .00 crore in 2,360 cases. 
During the course of the year, the Departments concerned accepted 
underassessment and other deficiencies off 7.06 crore in 846 cases. The 
Departments recovered f 7 .20 crore in 250 cases at the instance of audit. 

(Paragraph 1.5) 

II Taxes on sales, trade, etc. 

A Performance Audit on "Arrears in assessments and collection of taxes in 
Commercial Taxes Department" revealed that: 

Demand, Collection and Balance (DCB) statements were not prepared and 
submitted to the Divisional offices after April 2005. In its absence, progress 
made in recovery of arrears could not be watched and ascertained at the apex 
level. 

(Paragraph 2.8.8) 

In six offices, 1,582 assessment files which had details relating to arrears of 
f 8.77 crore were missing which adversely affected the pursuance of recovery 

of arrears . 

(Paragraph 2.8.10) 

Government of Kamataka issued instructions in October 2009 for setting up 
joint committees at different levels consisting of both Commercial Taxes 
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Department and State Excise Department officers for identifying sales tax 

defaulters who were still in the liquor trade. However, no committees were 

formed except in Mysore division ti ll date. Sales tax arrears of~ 205.90 crore 

from liquor dealers was pending recovery as on 1 October 20 12. 

(Paragraph 2.8.12) 

Arrear tax of ~ 8.38 crore in 29 cases fo r the period 1999 to 2011 could not be 

recovered through Judicial Magistrate F irst Class (JMFC) in Bangalore due to 

inability of the CTD to furnish mandatory information of the defaulters. 

(Paragraph 2.8.14) 

In eight cases, non-filing/belated fi ling of cla ims with the official liquidator 

resulted in arrears of~ 44.88 crore remaining uncollected. 

(Paragraph 2.8.15) 

In four cases, though department was aware of the fact that properties were 

attached/disposed of by financial institutions, it did not direct the financial 

institutions to recover the arrears of tax of ~ 1.80 crore and remit the same to 

Government. 

(Paragraph 2.8.16) 

Seven industrial units who had availed deferment of sales tax of ~ 1.34 crore 
did not repay the amount and department did not demand the same along with 
interest of ~ 1.22 crore. 

(Paragraph 2.8.18) 

The audited accounts filed by 18 dealers in form VAT 240 revealed that the 
dealers had short declared their liability to tax. The concerned dealers neither 
fi led revised returns nor paid the dues as advised by their Auditors. The AA 
concerned also did not take any action to demand the tax together with 
mandatory interest and penalty. This deprived the Government of revenue of 
~ 4 .46 crore. 

(Paragraph 2.9.1) 

Excess claim of input tax credit amount, under assessment of output tax, short 
payment of tax, non-levy of interest/penalty etc. in 127 cases amounted to 
~ 1.75 crore. 

(Paragraphs 2.9.2 to 2.9.8) 
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Ill Stamp Duty and Registration Fees 

A Performance Audit on "Computerisation of Department of Stamps and 
Registration" revealed that: 

No Info rmation System (TS) Audit was conducted by Department of Stamps 
and Registration (DSR) even after a lapse of eight years since the date of 
computerisation. The prov ision for IS Audit was neither contemplated in the 
document "Software Requirement Specification (SRS)" nor was any 
departmental instruction issued in this regard. 

(Paragraph 3.8.8.1) 

Under KA VERI system, there was no lateral connectivity across the 
Sub-Registrars ' offices. The conso lidated information relati ng to the total 
number of documents registered, amount of stamp duty and registration fee 
collected and other recoveries made in the State in a day was not available in 
the system. 

(Paragraph 3.8.8.2) 

The legacy data bas not been d igitised so fa r and in the absence of legacy data, 
the Department of Stamps and Registration could not issue Encumbrance 
Certificate (EC) on the same day as stipulated in the webs ite. 

(Paragraph 3.8.8.3) 

There was no modu le fo r generation of tokens in the software to 
systematically deal with the requirements of the members of the public 
visiting SROs. 

(Paragraph 3.8.9.1) 

KA VERI system does not have a prov1s1on for presentation of documents 
onl ine for examination, va luation and determination of duty and fees. The 
KA VERI website has an interface in English only and not in Kannada. The 
Karnataka Registration (Deed Writers' Licence) Rules, 1978 framed under the 
Registration Act, 1908 was not provided in the website. 

(Paragraph 3.8.9.3 and 3.8.9.4) 

The implementation of logical access controls like user names and passwords 
by the DSR was not fo und in tune with business practices necessary to ensure 
authorisation requirements and establishment of accountability. 

(Paragraph 3.8.10) 

The business rules li ke denotation of duty, rejection of documents, registration 
of property notified fo r non-registration, valuation of lease deeds etc. were not 
mapped in the system. 

(Paragraph 3.8. l l ) 

It was noticed in the 'PropertyMaster' table that 50 per cent of the data was 
redundant. This resulted in unnecessary wastage of data storage capacity. 

(Paragraph 3.8.12.1) 
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In the test checked SROs, we noticed that due to incorrect data entry 2,428 out 
of 15,116 incomplete documents were not qualified as pending. This had 
resulted in duplication of payment details. Besides, we found 
incomplete/incorrect entries in the ' PersonDetails' table of the marriage 
registration module. 

(Paragraph 3.8.12.2) 

Cross verification of the data from 'DocumentMaster' with ' ScanMaster' 
tables in two SROs revealed that 2,84 1 extra pages were scanned for which no 
receipt was generated and no payment on this was made into the Government 
account. This resulted in short realisation of revenue of ~ 86,310. 

(Paragraph 3.8.14) 

In SRO Tumkur, we found shortage of computers and peripherals that affected 
the service delivery in the system. We also found that, though kiosks were 
installed in the SROs, these were not found working in any of the offices test 
checked. 

(Paragraph 3.8.15) 

KA VERI has the provision for generation of the reports required to be sent by 
SROs to the higher authorities. Though the reports are generated, their figures 
were not correct, with the results, SROs prepare the reports manually for 
submission to supervisors. 

(Paragraph 3.8.16) 

Short levy of stamp duty and registration fee due to suppression of facts, under 
valuation, incorrect denotation, etc. and non-levy of interest in the form of 
penalty for delay in remittances to Government in 36 cases amounted to 
~ 2.39 crore. 

(Paragraph 3.9.1 to 3.9.6) 

IV Taxes on l\1otor Vehicles 

Non/short payment of tax on construction equipment vehicles, non-levy of tax 
and penalty on transport vehicles and in respect of vehicles violating 
conditions for surrender amounted~ 1.20 crore in 145 cases. 

(Paragraph 4.7.1 to 4.7.3) 

V Electricity Tax 

Non-levy of electricity tax on auxiliary co'1sumption and incorrect adjustment 
of payment leading to short demand of interest amounted to ~ 3 .49 crore. 

(Paragraph 5.6 and 5. 7) 
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CHAPTER-I : GENERAL 

I. I Trend of Ren~nue Recei ts 

1.1.1 The tax and non-tax revenue raised by the Government of Kamataka 
during the year 20 11- 12, the State's share of divisible Union taxes and duties 
assigned to States and grants-in-aid received from the Government of India 
during the year and the corresponding figures for the preceding four years are 
mentioned below: 

SI. 
Parlkulars 2007-08 211118-0IJ 200IJ- I 0 20111- 11 2011 -1 2 

'io. 

I. Revenue raised by the State Government 

• Tax revenue 25,986.76 27,645.66 30,578.60 38,473.12 46,475.96 

• Non-tax revenue 3,357.66 3,158.99 3,333.80 3,358.29 4,086.86* 

Total 29,344.42 30,804.6S 33,912.40 41,831.41 S0,562.82 

II. Receipts from the Government of India 

• State's share of 
divisible Union 6,779.23 7.153.77 7,359.98 9,506.32 11 ,075.041 

taxes 

• Grants-in-aid 5,027.49 5,332.25 7,883.32 6,868.51 8,168.41 

Total 11,806.72 12,486.02 15,243.30 16,374.83 19,243.45 

III. Total receipts of the 
41,151.14 43,290.67 49,155.70 58,206.23 69,806.27 

State 
IV. Percentage of I to III 71 71 69 72 72 

• Includes ~ 170. 14 crore (treated as non-tax revenue), the outstanding central loans under 
Central Plan Schemes and Centra lly Sponsored Schemes advanced to State Governments 
by the Ministries other than Ministry of Finance written off as per the recommendation of 
the Thirteenth Finance Commission (Xlll FC). 
Source: Finance Accounts. 

The table above indicates that during the year 20 11- 12, the revenue raised by 
the State Government~ 50,562.82 crore) was 72 per cent of the total revenue 
receipts. The balance 28 per cent of receipts was from the Government of 
India. 

Figures under the major heads of account 0020-Corporation Tax, 0021-Taxes on 
Income other than Corporation Tax, 0028-0ther Taxes on Income and Expenditure, 
0032-Taxes on Wealth, 0037-Customs, 0038-Union Excise Duties, 0044-Service Tax 
and 0045-0 ther Taxes and Duties on Commodities and Services - Minor head 901 -
Share of net proceeds assigned to States booked in the F inance Accounts of the 
Government of Karnataka for 20 11 -12, under 'A-Tax Revenue' have been excluded 
from the revenue raised by the State Government and included in the State's share of 
divisible Union truces. 



Audit Report (Revenue Receipts1 fo r the year ended 31 March 2012 

1.1.2 The fo llowing table presents the detail s of tax revenue realised during 
the period from 2007-08 to 2011-1 2: 

I. Taxes on sales, 13,893.99 14,622.73 15,832.67 20,234.69 25,020.02 23 .65 
trade, etc. 

2. State excise 4,766.57 5,749.57 6,946.32 8,284.74 9,775.43 17.99 
3. Stamps and 3,408.83 2,926.72 2,627.57 3,53 1.08 4,623.20 30.93 

registration fees 
4. Taxes on 1,650.13 1,68 1.1 6 1,961.60 2,550.02 2,956.72 15.95 

Vehicles 
5. Taxes on 837.34 1,085.02 1,29 1.1 3 1,525.55 1,690.17 10.79 

Goods and 
Passen ers 

6 . Taxes and duties 449.50 370.59 678.69 663.49 654.24 -1 .39 
on Electricity 

7. Other taxes on 451.37 538.79 527.21 549.74 600.20 9.18 
income and 
ex enditure 

8. Other taxes 380.68 406. 15 576.83 946.95 926.0 1 -2.21 
and duties on 
commodities 
and services 

9. Land Revenue 145.3 1 255.65 127.88 177.53 2 14.93 2 1.07 
10. Taxes on 3.04 9.28 8.70 9.33 15.04 6 1.20 

agricultural 
income 

Total 25,986.76 27,645.66 30,578.60 38,473.12 46,475.96 20.80 

Gnipb I : Tax Revenue 2011 -12 
(Rupees in crore) 

25,020.02 

9,775.43 

• Taxes on sales. 1radc, c1c. • State excise DStamps and registration fees 

DTaxes on vehicles • Taxes on goods and passengers • Others 

The fo llowing reasons for variations were reported by the concerned 
Departments: 

Taxes on sales, trade etc: The increase was attri buted to increase in the rate 
of tax and better compliance due toe-administration. 

Stamps and Registration Fees: The increase was attributed to increase m 
registration of documents and revision of market value of properties. 
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Chapter I: General 

'Jfmxe§ l[])lffi vellnlide§: The increase was attributed to increase in growth rate of 
vehicles and continuous action in enforcement of vehicles and monitoring on 
revenue collection. · -

The other_ D~partments · did· not inform (December 2012) the reasons for . 
v8.riation, although called for (Jurie 2012): · · · · . 

1.l.3 . The f~llowing table -presents ·the details of major non-tax revenue 
realised during the period 2007:-08 to201 l-12: 

~--------~----- ' ; " ' ' 

2 .. • 

3 

Waiver of debt of~ 35,S32.47 lakh granted fo . Government of Kamataka .cduring 2008-09 has been 
withdrawn. and the said amount has beeh rec6vei-ed dunng the year 2010-1 L The recovery has been 
adjusted by debiting the Major Head "0075 --'Misceilaneous General Services'' per contra credit to "6004-
Loans and' Advances from the Central Government'.'. Hence the minus figui-e. . · 

Publi~ :Se~ice 'colnmission, :Jails, Family Welfare, Water Supply, and Sanitation, Housing, Urban 
Development, Power, Labpur & Employment, Civil A".iation,, Food Storage and Warehousing, Social 
SecUrity-and Welfare, S,tationery and Printing, Ports and Light Houses, Shipping, Minor Irrigation, Other 
Social Ser\.ices, Fisheries, 'Animal Husbandry, !Ildustries, Other :Rural' Development Programmes, 
Tourism, I11fomiation. & . Publicity, Inland "'ater· Transport,· Civil Supplies, Land Reforms, Family 
Welfare;' Other Agricultural Programmes etc. · 
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1,157.47 

C roph 2: on In "'•nut 2011-12 
( Rupees in croro) 

• 1'on-1Cnous minona and metollWBl<al induscrits • 1- r<ttip<s D Fomciy and wildlife DOihon 

The following reasons for variations were reported by the concerned 
Departments: 

Mines and Geology: The increase was attributed to increase in gold price, 
auction of seized iron ore and increase of royalty rates. 

Police: The increase was attributed to increase in passport verification and job 
verification applications. 

Cooperation: The increase was attributed to more number of cases fi led under 
KPMRAct. 

1.2 Res onse of the De artrnents/GoYernrnent tmrnrds Audit 

The Principal Accountant General (Economic and Revenue Sector Audit), 
Kamataka (P AG) conducts periodical inspection of the Government 
Departments to test check the transactions and verify the maintenance of the 
important accounts and other records as prescribed in the rules and procedures. 
These inspections are followed up with the Inspection Reports (IRs) 
incorporating irregularities detected during the inspection and not settled on 
the spot, which are issued to the heads of the offices inspected with copies to 
the next higher authorities for taking prompt corrective action. The heads of 
the offices/Government are required to promptly comply with the observations 
contained in the IRs, rectify the defects and omissions and report compliance 
through initial reply to the P AG within one month from the date of receipt of 
the IRs. Serious financial irregularities are reported to the Heads of the 
Departments and the Government. 

1.2.1 Outstandin Ins ection Re orts and Audit Ohsen·ations 

IRs issued upto December 2011 disclosed that 6,668 paragraphs involving 
~ 1,589.45 crore relating to 3,115 IRs remained outstanding at the end of June 
2012 as mentioned below along with the corresponding figures for the 
preceding two years: 
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The Department-wise details of the TRs and audit observations outstanding as 
on 30 June 20 12 and the amounts involved are mentioned below: 

SI. 
'.\umber of '.\umber of 

\lone~ 
Department '\ature of receipts outstanding outstanding audit 

'io. 
ms obscn ations 

\'aluc 

I. Finance (a) Taxes on sales, 1,5 16 4,007 463.37 
trade etc, entry tax, 
entertainment tax, 
luxury tax, professions 
tax, betting tax and 
agricultural income tax 
(b) State excise 608 935 376.74 

2. Energy Electricity tax 6 11 5.62 
3 Revenue Stamps and 518 842 296.69 

Registration fees 
4. Transport Taxes on motor 353 534 123.82 

vehicles 
5. Commerce Mineral receipts 114 339 323.2 1 

and Industries 

Total 3,115 6,668 1,589.45 

Even the first replies required to be received from the heads of the offices 
within one month from the date of receipt of the IRs were not received for 73 
I Rs issued up to December 20 11. This large pendency of the I Rs due to 
non-receipt of the replies is indicative of the fact that the heads of the offices 
and heads of the Departments fai led to initiate action to rectify the defects, 
omissions and irregularities pointed out by the PAG in the lRs. 

We recommend the Government to take suitable steps to install an 
effective procedure for prompt and appropriate response to the audit 
observations and take action against officials/officers who fail to take 
action to recover loss/outstanding demand in a time bound manner. 

1.2.2 Atllwc Committee meetin s 

The Government set up 'Adhoc Committees ' to expedite the clearance of audit 
observations contained in the IRs. As per Government instructions, these 
committees are required to meet periodically and in any case, at least once in a 
quarter. In respect of Transport Department, one adhoc committee meeting 
was held during the year 201 1-12 and nine paragraphs were settled involving 
money value of~ 9.77 lakh. 

In respect of other Departments, no adhoc committee meeting was held during 
the year. 

We recommend that the Government may ensure convening periodical 
adhoc committee meetings for effective and expeditious settlement of 
outstanding paragraphs. 

1.2.3 :\on- roduction of records to audit for scrutin\' 

We prepare the programme of local audit of all the offices planned for audit 
sufficiently in advance and issue intimations to the Department, usually one 
month before the commencement of audit, to enable them to keep the relevant 
records ready for audit scrutiny. 
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527 records relating to 37 offices of Commercial Taxes Department (CTD) 
were not made avai lable to audit during 20 11-12, out of which, 187 
re-assessment files pertaining to 15 Audit offices of the Department were not 
produced, since they were reported to audit as pending in appeals. 

Further, nine files for the year 2010-11 were not produced to audit in respect 
of office of the Senior Geologist, Yadgiri. In respect of office of the Senior 
Geologist, Haveri, files relating to major minerals and sand auction for the 
years 2009-10 and 2010-11 were not produced. In the office of the Deputy 
Director, Mines and Geology, Gulbarga for the year 2010-11 , records 
pertaining to all offence cases were not produced to audit. 

In the office of the Deputy Registrar, Mandya, register of stationery, stock and 
issue and dead stock register were not produced for the period 2008-2011. 

We recommend that the Government/Department may issue suitable 
directions to all the offices for making available all these files as well as 
for production of all the records to audit at the time of audit itself. 

1.2.4 Res onse of the De artments to Draft Audit Para ra hs 

We forward Draft Audit Paragraphs I Performance Audit Reports proposed for 
inclusion in the Audit Report to the Principal Secretaries of the concerned 
Departments through demi-official letters. According to the instructions 
issued (April 1952) by the Government, all Departments are required to 
furnish their remarks on the draft audit paragraphs/Performance Audit Repots 
within six weeks of their receipt. We have indicated the fact of non-receipt of 
replies from the Government at the end of each observation included in the 
Audit Report, wherever applicable. 

We forwarded 27 draft audit paragraphs (including two Performance Audit 
Reports) proposed for inclusion in the Report of the Comptroller and Auditor 
General of India (Revenue Receipts) for the year ended 31 March 2012 to the 
concerned Principal Secretaries to Government with copies endorsed to 
concerned heads of Departments during May - October 2012. 

We received the replies of the Department to 23 draft paragraphs of which the 
Government endorsed 21 draft paragraphs and the same were considered while 
finalising the Report. However, we have not received any reply (December 
2012) to four draft paragraphs from the Departments and six draft paragraphs 
from the Government. We discussed the draft Performance Audit Reports in 
two Exit Conferences with the Additional Chief Secretary, Finance 
Department and Secretary, Revenue Department of the Government. 

1.2.5 Follo\\-u of Audit Re >Orts - summarised 1osition 

According to the Ru les of Procedure (Internal Working) of the Public 
Accounts Committee (PAC), within four months (three months up to March 
1994) of an Audit Report being laid on the table of the Legislature, the 
Departments of Government are to prepare and send to the Kamataka 
Legislative Assembly Secretariat detailed explanations (Departmental notes) 
on the audit paragraphs. The Rules further require that before such 
submission, the Departmental notes are to be got vetted by the PAG. 

We reviewed the position in this regard, which revealed that as of October 
2012, nine Departments had not furnished the Departmental notes in respect of 
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32 3 to 169 

57 .3 to 219 

95 

47to 148 

02 · 83to169 .•.. 

02 42 to 59 

01_ . 159 

02 27 to 75 

.02. ·. 42 to 47 

105. 

This indicated that the executive failed to take prompt action on important 
issues highlighted in Audit Reports that involved large_ amount of unrealised 
revenue. 

-w1~~tttm£m~ts:1 
In the Audit Reports 2006-07 to 2010-11, 43,526 cases of underassessment, 
non/short levy of taxes, loss of revenue, failure to raise demands, etc. were 
included involving-~ 1,708.24 crore. Of these, to the end of September 2012, 
the Departments concerned have accepted 23,148 cases involving ~ 599.65 
crore and recovered ~ 32.95 crore in 2,331 cases. Audit Report wise details 
of cases accepted and recovered are as.under: · 

4 Excluding the month in which these were due. 
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(~ in crore) 
Included in Audit Accepted by the 

Reco\'ered 
Audit Report Department 

Report '.\umber 
Amount 

'.\umber of 
Amount 

'.\umber 
Amount 

of cases cases of cases 

2006-07 824 324.48 487 24.56 140 2.64 

2007-08 5.080 331. 77 2,410 166.5 1 386 9.24 

2008-09 16,905 336.61 16,688 286.56 642 2.76 

2009-10 7.040 439.54 1,355 103.64 124 17.22 

2010-11 13,677 275.84 2,208 18.38 1,039 1.09 

Total 43,526 1,708.24 23,148 599.65 2,331 32.95 

From the above, it is observed that only 5.49 per cent of the revenue involved 
in the cases accepted by the Department was recovered during the last fi ve 
years. 

We recommend that the Government may take measures to ensure 
expeditious recovery of revenue in respect of the accepted cases. 

1.3 Analysis of the mechanism for dealing with the issues raised by 
Audit 

The succeeding paragraphs 1.3. 1 and l.3.2 di scuss the performance of the 
Transport Department in dealing with the cases detected in the course of local 
audit conducted during the last five years and also the cases included in the 
Audit Reports fo r the years 2007-08 to 2011-12. 

1.3.1 Position of Ins ection Re orts 

The summarised pos ition of IRs issued during the last five years, paragraphs 
included in these reports and their status as on 31 March 20 12 are tabulated 
below: 

I 

Opening balance 
Additions Clearance during 

Closing balance 
during the year the~ear 

Year I Rs/ 
\loney 

I Rs/ 
\loney 

IRs/ 
\lone~ 

I Rs/ 
\lone~· Para- Para- Para- Para-

graphs 
\alue 

graphs 
\'alue 

graphs 
\Ulut~ 

graphs 
rnlue 

2007-08 288/ 45.66 46/ 10.58 36/ 4.89 298/ 51.36 
378 172 98 452 

2008-09 298. 51.36 551 32.09 451 13.27 308; 70. 19 
452 219 126 545 

2009-10 308 70.19 52 ' 14.49 39/ 5.33 321 ' 79.36 
545 189 102 632 

2010-11 321 79 .35 57 74.29 24.' 30.34 354 123.27 
632 215 49 798 

2011-12 354 123.27 30 2.01 221 1.50 362 123.78 
798 128 63 863 

Total 240/ 133.46 166/ 55.33 
923 438 

During the five year period, we issued 240 IRs with 923 paragraphs involving 
t I 33.46 crore and cleared 438 paragraphs involving~ 55.33 crore included in 
166 lRs. 
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1.3.2 Assurances given by the Departments/Government on the 
issues highlighted in the Audit Reports 

1.3.2.1 Recover of acce ted cases 

The position of paragraphs included in the Audit Reports of the last five years, 
those accepted by the Department and the amount recovered are mentioned 
below: 

(~in crore) 
Year of '.'Jumber of Money !\umber of Money value Position of 

AR paragraphs value of the paragraphs of accepted recovery of 
included paragraphs accepted paragraphs accepted cases 

2007-08 04 1.40 04 1.39 0.17 
2008-09 04 1.35 04 1.35 0.60 
2009- 10 02 0. 19 02 0.13 0.12 
20 10- 11 03 0.64 02 0.27 0.16 
2011 -12 03 1.20 03 0.81 0.18 
Total 16 4.78 15 3.95 1.23 

From the above, it is observed that only 3 1.14 per cent of the revenue involved 
in the cases accepted by the Department was recovered during the last five 
years. 

We recommend that the Department may take measures to ensure 
expeditious recovery of revenue in respect of the accepted cases. 

1.3.2.2 Action taken on the recommendations accepted by the 
De artments/Government 

The Draft Report of the Performance Audit conducted by the PAG is 
forwarded to the concerned Departments/Government for the ir information 
with a request to furnish their replies. The Performance Audit is also discussed 
in an Exit Conference and the Department' s/Government' s views are included 
whi le finalising the Performance Audit for the Audit Reports. 

A Performance Audit on 'Computerisation of Transport Department' was 
featured in the Report of the Comptroller & Auditor General of India for the 
year 20 l 0-11 (Revenue Receipts). We had suggested nine recommendations 
for improvement in the system, inter alia, to formulate and adopt a 
comprehens ive Information Technology (IT) Policy encompassing aspects 
such as technology upgradation, service delivery, staffing and security to serve 
as a roadmap for future development. 

Year of '.'Jame of the review Details of the recommendations 
AR 

20 10-11 Performance Audit 
on 'Computerisation 

of Transport 
Department' 

l . Formulate and adopt a comprehensive IT 
Policy encompassing aspects such as 
technology upgradation, service delivery, 
staffing and security to serve as a roadmap 
for future development; 

2. Strengthen application controls so as to 
ensure better mapping of the provisions of 
the relevant Acts and Rules; 

3. Complete the entry of legacy data and 
ortin of le ac database on riori m a 
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Year of '\a me of the re\ ic\\ Details of the recommendations 
AR 

planned and time bound manner followed 
by permanent disablement of the backlog 
data entry channel; 

4 . Adopt a comprehensive programme of 
1 luman Resource Development involving 
induction of technically qualified 
functionaries at various levels of 
Information Systems Management, 
providing training in the various aspects 
of database, network and security 
administration etc; 

5. Network all the RTOs in the State to 
enable real time communication between 
them, enabling better monitoring and 
service delivery; 

6. Adopt more secure means of interfacing 
with the smart card printing software and 
introduce smart card reading devices that 
adopt such technology as would enable 
detection of absence of digital attestation, 
tampering with data etc; 

7. Strengthen the security infrastructure by 
adoption of a well formulated security 
policy, introduction of logical access 
controls in tune with best practices, 
enabling a trail of user actions etc; 

8. Bring about such operations as the 
generation of the Demand, Collection and 
Balance (DCB), monitoring and 
settlement of Departmental Statutory 
Authority (DSA) cases etc in the ambit of 
information technology; and 

9. Migration to a web based system, by 
which the general public can gain direct 
access to the services offered by the 
Department for registration, payment of 
fees, taxes etc that will substantially 
improve the effectiveness of the 
Department in achieving the objectives of 
e-Govemance. 

The Department has reported that issue of sma11 cards in respect of Transport 
Vehicles has been commenced during December 20 11 and stated that 
necessary action will be taken to implement the DCB module after porting 
legacy data as well as data from RTOs and check posts and also that 
full-fledged DSA module is being developed and training has been imparted 

10 



Chapter I: General 

on the latest V AHAN software version l.3.4.5 (prime) to all the officers of the 
Department to use module "surrender of vehicles" . 

1.4 Audit Plannin 

We categorised the unit offices under various Departments into high, medium 
and low risk units according to their revenue position, past trends of audit 
observations and other parameters. We prepared the annual audit plan on the 
basis of risk analysis which, inter alia, includes critical issues in Government 
revenues and tax administration i.e. Budget speech, white paper on State 
Finances, Reports of the Finance Commission (State and Central), 
recommendations of the taxation reforms committee, statistical analysis of the 
revenue earnings during the past five years, features of the tax administration, 
audit coverage and its impact during past five years, etc. 

During the year 201 1-1 2, the audit universe comprised 865 auditable units, of 
which 355 units were planned and audited during the year, which is 41.04 per 
cent of the total auditable units. 

We also conducted two Performance Audit Reports besides the compliance 
audit mentioned above to examine the efficacy of the tax administration of 
these receipts. 

1.5 Results of Audit 

1.5.1 Position of local audit conducted durin the \ ·ear 

We test checked records of 355 units of commercial taxes, taxes on motor 
vehicles, stamps and registration fees, electricity tax, and other Departmental 
offices during the year 20 11-12. Further, we conducted two Performance 
Audit Reports during the year 201 1-12. These revealed underassessment, 
non/short levy of taxes, loss of revenue, failure to raise demands and other 
irregularities aggregating ~ 211.00 crore in 2,360 paragraphs. During the 
course of the year, the Departments concerned accepted underassessment and 
other deficiencies of ~ 7 .06 crore in 846 cases. The Department recovered 
~ 7.20 crore in 250 cases at the instance of audit. 

1.5.2 This Re ort 

This Report contains 21 paragraphs (selected from the audit detections made 
during the local audit referred to above and during earlier years which could 
not be included in earlier reports) including two Performance Audit Reports 
involving financial effect of~ 89.20 crore. The Departments accepted audit 
observations involving ~ 23.06 crore, of which ~ 47.47 lakh had been 
recovered up to December 2012. These are discussed in the succeeding 
Chapters II to V. 

11 



Audit Report (Revenue Receipts) for the year ended 31March2012 

12 



-. •; ;c 

.· .... 
~':'-

.. ' .,., -· 

.. :. - . 

.·.1,,·· 

·' ... \ . ~·. 

R;~ventieJEilP:~ct ·• 
.®~Audit R_epods 

!•''· 

'.·. 
~ '. ,-. ; . 

The percentage ~factual re~eipts of \f ATtp the total ta~ 
receipts ranged b_etween 5 i .78 :aud.5~:83 per cent ·during: 
the five yeai petjpd from2001~08 to 2011-12. · · 

~ ·' ·: 

. . \ -.:···,. ·;· ·. . _!·'' .. ·.-:· .. - » ••. ·. • " .'... ., .:·····.- .l. 

puring the fast .Jive years, through out AU[dit Reports, 
we liad pointed)out. nob/short. levy of. taxes, ::incorrect 
exemption oftaJ(.,' noil/shori levy ofinteryst/penahy_ oi;i 
tax;.~etc with rev~nµ~ implication of~ 26 l.62 crore in 5 6:· . 
· p~ragh1phs; · . bf:. these~· -the Government./ Depaffillent . 
. accepted audit o1Jservatioris:in 42 paragraphs involving 

.. ~-· 54.44 crore and recovered:~ li;Slcrore·as on 31 
· March2012. · · · 

w~conducted.a test check:.ofthe records ~ri3o offi~es 
of.th~ CTD c9~enrig VAT,· Sales. tax, Eritry·tax·ai{<l 
Professionstax dlu1.ng the year 2011-12, which rev:eafod . 
under""a~sess~ents. of.. tax . and . other . irregularities 
involving.~ L58:J8 ·crore in599 casc;s. · 

·. DUring the.y~ar 2011-14,the.Departinent haclrecbv~red 
.. ?n mnount- oF~! ~l.22. lakhiin: 24.•cases _'in respeet.of .. 

• ,, I •. 

ops~ryations raised. durfug the year and also: recpvered 
an 'ariio:Unt°'of -~,:5,65 crore Jin )66 paras which were 
pointed out in earlier years in re~pect of VAT. · · .. , .. 

- ' ) . : ..... _ " . ·. , . 

. '*~at ~e !!iaye,} , A Perfonriance A~ditrni ''Airfears iiim assessmmellllt .~nllrll· 
illigh}ighte(f·i11lhis ·. collectlon. of't~~es· in·· ':tJlne. , Com~eircnmn .·· 'lfaxes 
clfuapter', · · · · .Depattment"reyeaie~{the following:. . · .... · 

:·.· 

:-1 

; f .. · 

'·1 - . 

o.·-."· 

. · hefuand, .·· Collectio~ and . BalC1:~c/ (DQB) statements 
were' not ptep~red ~d. submitted to. the· Ojvisiorial 

• oJfic~s after Aptji 2005. fa its absence, progress inade •· 
jn ·recovery o.f '· arrears could, not be watched> ~md 
ascertained, aft.lie: apex levet , 

.. . I· 

· .• Iri six pffices, J,582 assessment files which had· details . · 
·• . relating ! to · , arrears · · ·· · · . of 

'~··· R71 cror~ were missing· .. which adversely · affect~d 
· ~pursuance of recbvery of.alT,ears~ · · · · · 

(Par~gr~ph 2JtllO): · · 

Gov~mment of·Karl1ataka issued i~stiuctibl1s iri October 
2009 for settin~ ,Up d oint corrilrtittees cit di,fferent levels.· 

. · _consisting of b6ih; Commeicjal Taxes D~partment atid . 
State Excise ,I)e ~ent'officers for ideJJ.ti in sales 

13. 

'-11 

', 
: r' 

,,..:;,> . ' 



j -

! 

I. 
l 
l 

·1 

Audit Report (Revenue Receipts) for ·the year ended 31 March 2012 

tax defaulters who were still in the liquor trade. 
However, no committees were formed except in Mysore 
Division till date. Sales tax arrears of~ 205.90 crore 

. from liquor dealers was pending recovery as on 1 
October 2012. 

(Paina1gira11plln 2.8.12) 

Arrear tax of~ 8.38 crore in 29 cases for the period 1999 
to 2011 could not be ·recovered through Judicial 
Magistrate First Class (JMFC) in Bangalore due to 
inability of the CTD to furnish mandatory information of 
the defaulters. · 

(ParngrnJPlh 2.8.14) 

In eight cases, non-filing/belated filing of claims with 
the official liquidator resulted in arrears of~ 44.88 crore 
remaining uncollected. 

(JPairngiraplln 2.8.15)_ 

In four cases, though department was aware of the fact 
that properties were attached/disposed of by financial 
institutions, it did not direct t.he financial institutions to 
recover the arrears of tax of~ 1.80 crore and remit the 
·same to Government. 

{Paragiraplbi 2.8.Hi) 

Seven industrial units who had availed deferinent of 
sales tax· of~ 1.34 crore did not repay the amount and 
department. did not demand· the same along with interest 
of~ 1.22 crore. .· 

Recommend.atirnms The Government may consider: 

· ·o a system for monitoring the correct accounting 
and recovery of arrears by maintaining the DCB 
Register and Watch Register; 

@ 

® 

® 

a system for regular ·liaison with OL, BIFR. and 
.Court Authorities so that the claims are lodged 
without any delay and or not lost sight of; 
a system for co-ordination with other 
Government Departments so . that arrears are 
pursued with those departments without any 

. delay; and . 
a system for monitoring the progress made in the 
recovery of· arrears by prescribing periodical 
returns for submission to higher authorities. · 



Chapter 11: Taxes on Sales, Trade, etc. 

CHAPTER-II: TAXES O~ SALES. TRADE. ETC 

2.1 Tax Administration 

The levy and collection of Value Added Tax (VAT) and Sales Tax are 
governed by the Kamataka Value Added Tax Act, 2003 (KV AT Act), the 
Central Sales Tax Act, 1956 (CST Act), the Kamataka Sales Tax Act, 1957 
(KST Act) and rules made thereunder. The Commercial Taxes Department 
(CTD) is under the admin istrati ve control of the Finance Department and 
headed by the Commissioner of Commercial Taxes (CCT). The CCT is 
ass isted by 14 Additional Commissioners (AdCom) and Jo int Commissioners 
(JCCTs). There are 13 Divisional VAT Offices (DVO) in the State each 
headed by JCCT in add ition to 13 JCCT (Appeals). There are also 148 Audit 
Offices headed by Deputy Commissioners (DCCT) and Assistant 
Commissioners (ACCT). At the fi eld level, VAT is being administered 
through 95 Local VAT Offices (LVOs) and VAT Sub Offices (VSOs) headed 
by ACCTs and Commercial Tax Officers (CTOs) respectively. The computer 
cell of the CTD is headed by an Ad Com. 

2.2 Trend of Recei ts 

Budget Estimates (BEs) and actual receipts from taxes on sa les, trade etc. 
during the years 2007-08 to 20 11 - 12 along with the tota l tax receipts during 
the same period is exhibited in the fo llowing table and graph. 

\ rar 

2007-08 

2008-09 

2009-10 

2010-11 

201 1-1 2 

"' ... 
0 ... 
u 

·= "' "' "' c. 
"' a: 

~ in crore) 
Hudgl't \ctual \ ariation Prrcrntagl' I otal t:I\ l'l'H'l' lll<lf.!l' of 

~. ,timatl'' l{l'l'l'illl' l' \Cl'\\( + )i of' ariation n ·cl'i111' of lhl· actual n ·l·l·ipt' 
\horlfall(-) Stair 'i,-:·1-\ i' total la\ 

rl'l·l'i111\ 

14,868.52 13,893.99 (-) 974.53 (-) 6.55 25,986.76 53.46 

17, 160.78 14,622.73 (-) 2,538.05 (-) 14.79 27,645.66 52.89 

17,727.32 15,832.67 (-) 1,894.65 (-) 10.69 30,578.60 51.78 

20, 160.00 20,234.69 (+) 74.69 (+) 0.37 38,473.12 52.59 

24, 170.00 25,020.02 (+) 850.02 (+) 3.52 46,475.96 53.83 

Graph I : Budget Estimates, Actua l Receipts and Total Tax Receipts 
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The percentage of actual receipts of VAT to the total tax receipts ranged 
between 5 1.78 and 53.83 per cent during the fi ve year period from 2007-08 to 
2011-1 2. 
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2.3 Cost of\' AT collection er assessee 

The number of assessees, cost of collection, and the cost of VAT per assessee 
during 2007-08 to 201 1- 12 were as follows: 

~) 

Year :\umber of assessees Cost of \ 'AT collection Cost of\' AT collection 
per assessee 

2007-08 3,80,135 74,30,28,000 1,955 

2008-09 4,01,817 81,61,95,000 2,031 

2009-10 4,16,265 84,45,67,000 2,029 

2010-11 4,03.639 92,86,95,000 2,301 

2011-12 4,44,470 99,24,26,000 2,233 

2.4 Cost of Collection 

The gross col lection in respect of taxes on sales, trade etc, expenditure 
incurred on collection and the percentage of such expenditure to gross 
collection during the years 2009- 10, 20 l 0- 11 and 20 I 1-1 2 along with the 
relevant Al l India average percentage of expenditure on col lection to gross 
collection for the respective preceding years were as fo llows: 

Year Gross Expenditure on Percentage of cost of All India aHrage 
collection collection collection to gross percentage for the 

(~in crore) collection preceding year 

2009- 10 16,546.34 84.46 0.5 1 0.88 

2010- 11 21,252.97 92.87 0.44 0.96 

2011-12 26,203.81 99.24 0.38 0.75 

2.5 Im act of Audit Re orts 

During the last five years, through our Audit Reports, we had pointed out 
non/short levy of tax, incorrect exemption of tax, non/short levy of 
interest/penalty on tax etc. with revenue implication of~ 261.62 crore in 56 
paragraphs. Of these, the Government/Department accepted audit 
observations in 42 paragraphs involving ~ 54.44 crore and recovered ~ 11 .51 
crore as on 31 March 20 12. The details are shown in the fo llowing table: 

~in crore) 
Year of Audit Paragrn1>hs included Paragraphs accepted Amount reco,·ered 

Report :\umber Amount :\umber Amount ' :\umber Amount 
2007-08 19 77.54 14 25 .64 14 8. 13 

2008-09 09 7.41 07 1.72 06 1.36 
2009-10 09 15.29 09 10.79 07 1.32 

2010-11 10 79.26 06 0.53 06 0.43 

2011-12 09 82.12 06 15.76 04 0.27 
Total 56 261.62 42 54.44 37 11.51 

As seen from the above tab le, the recovery made by the Department was 2 1.14 
per cent of the revenue involved in the total accepted amount. 

We recommend that the Government may take measures to ensure 
expeditious recovery of revenue in respect of the accepted cases. 

Indicates the amount of acceptance and recovery in respect of individual cases 
included in the respective paragraphs. 
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·----- ~;!:!.';. ·-.· -- ,. _\·::~.;;'.-·'.e.: ... __ .. -... -_ -::-·-::·_,_~, ·_-:--~·_:._.-: .. --···->·· ,. ___ :~---·--:·· .. ·.,- i>-'·~ .. - -· . . . ·~ 
_ -- • ·IA:Wis iJitei;tded- to examin~ _:ahd ·evalµ~tet~e level of compliap.ce _ with the 
-· iu~es.and procedµres so_-·asto pr9yide;a!i-easg]iable;assurance onJhe:adeqriacy· -

__ ofithe intetnar control._ Effe.dive intefrial audit s§stert1both _in the,manual._ as 
. vy~ll_ as' computerised en~iromnent 'is a pre~tequisite for the . efficient 
fu~cfi()ning df MY peparttne~t. HoweY,~r;: conseqtieptfo~ introducticm of VAT -
wi~~ eff~ctfrqm[OlApril 2005, the Department abolished' the li\Wleaving it' 
wlnef'1;ble to th,e:risk of contfoifailufo.' -· · -

- :_._C/ ,.-- _ -_ .. ···.>: ·' -· ·" - ____ · _-: - __ .., .i ~- __ . -" '·.,-·<:-' __ _ -·.. ,,-./· ''. _ . ··; 
-Th¢. Oepartmeht replied (Odo her 2011 )!that the IAW was -re-established in the .- -

·- D~partmenf:With . effect frmn -June- 2Ql ~. · Inforinatfori 'on workh1g of internal .­
-•• - audit.such as ilutnber of l.mits programilled Jor audjt,inumber of units audited, 

- •·· -ob~er\ration rais6ci and foll()w up Clctiofron 'internal audit observation though -
cafaedfor· (Jufie,2012) fr6rh the Departllienttlie same has not• be(m received 
cn:~cetliber.2Q1i)~. . . •! . -· '. -· • -· . . 

_·--1~$.M~fur~-:,·_r 
-• W~,c6nd~cfoc{d t~st check of there~otd~ ~fT3 0 'offices of the CTD tovering< 
VAT; Sales t~x:;i .Entry• tax', 'a~cl PiC>fessions tax uµring the·year -2on-12, ·· 

_wliich_ reveal_ea •• ·.-mider-ass.e~srn~nis-of;.tax• and-other irregularities. involving-•_ 
. - ~- f~8:18 crate iti 599 cases;\vhichfall~xidet, the f()llo3ving categories.; •. _- . . '. 
·_ • ·• < :. < ' . · · ,: > _:, ·, > .- ·. --__ · _ .. : ~ ftirD.c1ro1re) 

'>' -:-- - --- - -~.---~- L• "•_ ,..... --- - •,.-· 0 -:•·•.,-•-...•: ""·-·--·;-·~j ," 

Dtlti1lg the year:io1 (-12, the I)epaitffiehthad ,,.-ecovered _an amount of~ 51.22 -- -
lakli,in· 24 ca*~(h1respecf:of 6bserv~tioris..·raised qtrring the -ye~r~nd als9' 
recovered an amount of ~ 5.65 ,crore in -166 paragraphs which were pointed 

· - · oupn earlier yeafs in respect ofYAT. _ · -

A. !'.Performance A.uclit on 'Arrearsjn assessment mid·collectio; oLtaxe'sin _ 
CQP1~~rcial Tfik~s Departn}e~t' involvirig.~ 75 .9 l srore· aiid a feW illustrative•. --

.--cases involving'~ 621 crore are mentiopedin thefo}lowing paragraphs . 
. ':: '.:- i . . . 1-'~ 

: _; .· . 
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i: Dema:qd, Colledfori and Balanc~ (JQCB) stateIT1~nts were not prepare~f and 
' 'subn:litted_ to the·pivisipnal offices afterApnl 2005, -mitsJibsenc~, progress 
-jnade ill recovery of arrears could irl6t be w(J,fo],i~q ~nd_ as_certained .at tlielapex 

i 
- level. - - · · " - .- - J 

:,, - , , , 

oPa;mgnipiln,2,8,8) 
"''!- -. ·'·1-:; 

',Iii six· offices, \,582 a~se_ssmentfiles whicli·h~q d~tailsrelating to arr~iii-~ 'of. 
·•. ·· -~ _8. 7Tci;ore were jn~'ssing which iadversely''affecte~ puisuan,pe of recov{'.cy~ of 

' - . -· .·_arrears.· " ~'-: -. -_·. ;:.,_ ', 

• Governmeµtof Kamatak~ is_~ued,:_~structi9ns in Qcfober 2099 for setlirtgup' 
. joint coll'llnittees - at different l_evels :consisting· ()f-b6th C9lllll).etCial Taf(es 

,, __ <Department. and: ~tate Excise Department officers _for_ identifying sales-tax . 
. •·aefaultefswho were still in the-HquorJrade. -However, no committees were· .-­

. : fo~ed exceptin My~ore Divisiontilf date. S~l~s ta{( arrears. bf~ 205 ,90 cr~re-
·frpm Jjquo(dealers wa~ pendingre:covery a~ qnJ 'october 1012~ .. - , , - • , ·-

-· · :: · · · - - ·· - - - _ .. (Pa1rngir~JPJiln- 2Ju_2) 

_ Arrea~ Hix of·~;sj8 ~tbr~ ni 29 cases_forih~-p~riod 1999to 201r could riot-bee .. • · ·· 
<.recoveredthroughJudicialMagistrate.First qla~s(JMFC) ID, Bangalore dµe to · ... · 

.• .. jnability o'f the CTD •to fµmish mandMory :i.nfom1atfon of the defaulters, __ . ~ 
· ' ~ • · _. . - -· · (ILJ)~!~girmplln _z,.s.Jl.4) 

. IQ -e1ght- cases, .. non~ fiiin~e1ated fiimg~ of claims _witli the ·official• 1iquidator -. 
_ -resulted in.arrears of~44.8,8cror~_remaining uncollected. · · ··· · 

• • _, 'I ~ - .-, 
: .'.,,.;·. 

_. ,.. ··-···In fou{cases, thdugh. depaffi.nenf \Vas.aware of the ··fact that properties ~~re · · 
. , : .. a!tacih~d/ disposed of qy: :financial institutions;- it· did nqt dire~t the- fin'ancial · 
, -.·.· - ' institutions.to recover the arrears {)f tax otf' 1.80: crore 'and remit-the same to . - . .. __ .. -·:.:: .- - . , •. '· . - . ,. . . . ' -- , ... -

- Governin.ent. - > . · - - -

____ . _ .·._ ·- · (JEangrmpiln'.ZoSJL6) 

SeveP. indl.istnal linits \\rho had:~-V~iled det'ebli~rit of safes tax"of ~ l.34'~rore 
·-··· did not re~ay the. a1no~{ancl ddpafttn.~nt 4id npideirtand -th~ same along ·\Vith 

interest of~ 1.22 crore.' . ·····. ' -·· . , , .. ---~- ..•. , . 

. ',.; -~ 

·-."' . 

-~~ - . .. '•. c. ; ' 

:: ' - ".__:. ~ ' . 
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;·-:· -::.;~~~ ./ ·-·.:·--"._,>:.~:,._·~:·'·>:·'·~ . . -:~-:'.~:/ / .. :,.'_ .. ··.~~-'. -'.· _:_,-.·. . _f-:·::·: ·'~--:::--~ -·_- · -_·-;.:~·-.:·,-~ .. ·--·~.··~ ·: . ', _-,.:· __ · / 
J:h,e CTI) is r~sp9risib1e, :fo! J~\iy; and c~mection'. of taxes under the Kamataka · 

. Sa!l~s Tax,(~S'jr) Act .1Q5f .Central s:(lle~ Jax (~ST} Act 1956,· Kamataka , 
Va1ue:iAdded>tax.(KVAT:f Ad:'.2op3:, Kam3,iaka'.T~i on Entry ~f Goods . 

. · (I(;)'EG) A.ct; )Q7Q,JKartiataka Jt:ax·.on_·jLux;1:1ries (~l'L);Act ~ 97;9, Kamataka·· 
. Agriculti.rrai t~cbfue Tax: (KAiT)Act 'J9s1·and,The;Mysore '.Betting Tax. A.ct. 

·.· ~9p2:·aJ'ld rul~~ '*1ade th~r~un~er .. T~~; ~ftniataka Qon;llnercial.T?xes. pKCJ} 
. ~ NJ[~nli(ll'presciiqes the procedlire .for::~s$es,s1Il~nt, le\')'/,demand;collyction ang 

re*1jttanc~pf r~V~1ui~ under the Acts adroirtistered by th~ CTD. · · . · . . . 
' • ~1- ~ - ' .. . ,.,_; 7< ; :: 

!,.- . . - ·.1 ~t .,:'l· : 

1(" - ·~. ,···. 

The CTJb is und~r.the control ?fFina~ce Departffieht(FD) andis headed by 
the, Commissi.cmer, ,of ConriTI~rditL:Tax~s (Ccirf:'wh6 is assisted>, by 12 : 

··.·A4<litional,.CoiJinlissioner~·of Coinm~rda1.···iaxe~ (i\_dCom)at ·the.Statefoyel 
· · ano 40)oi11t _C9h@issioner:S-of Commercial Tax~s {JCCT) · afthe Division~L . 
le~el 'includ.ing;'.~ppeals, yigilance and 'enfo~cement authorities. _• At the field , '.. , . 
offjpeJevei,. 12J;Deputy. col11lllissio~ers' of Gohrinercial ~Taxes (lpCCTs ), 320 · 
A~sistant . -Coniffiissioners of: Coninlercial .~ Taxes: (ACCTs) . and 52f 

···.Cqinffierciaf!·professions Ta* Officers>are. working in the ad.ministration ·of .• 
- vanou~ Acts; ' ; I . . . . . . ' . . . .. . . .· . 

I' 
i'. 

, I , 
.,.,_._,1;; ·: 

Th6 petforman8'e, audit was tonduct~d with a view to ascertain: •. , . , 
' . . -. ·' i . . 

(/). ·the extent of arrears in assessme.nt undet•KST, KV:AT, CST,'KTEG; 
:KTL.KAITand.MBTActs; ,:; .... · '· . , . ·. ·. .· .. 

• •• '-.. I ' • • ' • ' ,' 1-. •·. 

whether :adequate·: prnvi.sions/nil,e~ .e.xist to.·;.s11feguatd •the 'Govern!nenf 
. revenue;. : . · , . ;: • .... : · . : . 1.. · ;; 

· L@ .·.the efficibncy ~nd effectiveness.ioftbe~·system fo collect the ~rrears qf 
' • - ' .. > ' . ·- -· ,. . . • . . . . . ., : -~ . : . . . • ..... : - ' . -- " -

· tax·· ·.~., ·i 

.. " :• .• ' . :·',; '; ' ' · .. · " . ' . . . •'. . .• . . . ' . ·. ; •. . ' . ·, <,'· . . '. 
whether the rides ,and procedure$ prescribed.in.the }\:ct/Rules/Manuals·· .. 

,· were bein'.g conip}ied\vith ahd ;J <' . ';' . ' . . ' ' . 

. • whether '.adequate .• internal ··cohtrol: in,echanisrri exists' .. for. prompt 
. , reai~~atio,n of arrears o(t:~venue,,i ·. > • : ,, 

.,,_. :~' .-· -~ :.·~.«~~·~;.')· __ >:··'. >~_::~-~-~ .. ·-:·,L:; .. '. :_~:-~·,., , _.:~·"~< 
, _ _,,.' ,~'· 

Th~ p~rf ormatic~: auditwa~{c6tidiicteci'f br the p~riodJrom 2006-07 td 2010.-1 L •. 
T~e: records a,~dilabl~ in the\' C(JT' ~·.office,' and 52

· ol1t of 14 divis.ions (3 6per 
.· ·· ce~tJ i1i,the ~t~t~;Were s¢lectecfbfapplying rn~dqIJO.,S~alnpling njetllod with,out >< 

• .. r:~Pl3:c;ein~ntfro¢> the Jist of :divisiq11s ~iifr~p.ged in~t11~ 'alphabetical·· mder. and. , 
,finmicial involv~ment.· There were'.l68:unit.6ffices' under·.the .. selected ·five· 
di-\)isfons, of Wnjblr J T bf fices (10 Rer de,nt} were sei~ct~d .. · In the selected lT 
offic~s .there :W~te i1;308 c;asel) otarreaxt o:f ;wh~ch 1~232 cases (10 per cen't) . 
w~ie,.t~st checked. , 'Ari Entry Conference was heI9: :\Vith ;the Additional Chief'-

.. Setretary; Firlattce Depaiirilent and the '~CT~iri J~e 2012 in which objeetiVe, 
.··.·.·. scope'.and meth9dologyof;perfoill'\an,c~auditw~s ,expJah1ed ~hg discussed 

vvith th:em. An lExlt Confererice~was ·held. on 17 December 2or2 w:ith the 
·.,.,,,,., 

2 
( DVO ..,. 2, 3 and 5 Bangalor~; Davanagbre and Mang~lore: 

. 'i•' '· i .... ~ . .. ...- . 1.- . : ' ... _ 
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Additional Chief Secretary, Finance Department and the CCT wherein our 
findings, replies of the Department and our recommendations were discussed. 
The replies received in the Exit Conference and at other points of time have 
been appropriately commented in the relevant paragraphs. 

2.8.5 Reasons for selection of the topic 

We had not conducted a performance audit on the topic since last 14 years. 
Through our local audit inspection, we had felt that the department was not 
paying enough attention for recovering the arrears and the arrears were also 
mounting (~ 2,168.48 crore). So we felt it was appropriate to conduct a 
performance audit on this topic. 

2.8.6 Audit Criteria 

The audit criteria for the Performance Audit are derived from the provisions of 
the following Acts and Rules made thereunder which govern levy and 
collection of taxes besides providing measures for recovery of aITears of 
revenue under the respective Acts: 

1. The KV AT Act 2003 and KV AT Rules, 2005 
2. The KST Act and Rules, 1957 
3. The KTEG Act and Rules, 1979 
4. The Karnataka Finance Code (KFC), 1958 
5. The CST Act, 1956 

In addition, compliance with the circulars and instructions issued by the CCT 
and procedures prescribed in KCT Manual were also verified. 

2.8. 7 Acknowledgement 

We acknowledge the co-operation of the Finance Department, Government of 
Karnataka and CTD in arranging for Entry Conference (June 2012) and Exit 
Conference (December 2012) and in providing necessary information and 
records for audit. 

2.8.8 Demand, Collection and Balance (DCB) Register 

Paragraph 2 of Chapter XXVI of KCT 
Manual stipulates that statement of DCB 
is to be prepared by the Assessing 
Officers and submitted to the respective 
Divisional Officers on monthly basis. 
The DCB statements assume importance 
in ascertaining position of arrears for 
recovery action. 

We noticed that in the test 
checked offices, the DCB 
statements were not prepared 
and submitted to the 
Divisional Offices after April 
2005 either in manual or 
electronic form. No 
periodical returns have been 
prescribed by the Department 

for watching the progress made 
in recovery of the arrears at the apex level. In the absence of the DCB 
statement and the returns, no monitoring was done at the apex level. 
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After we pointed out between March and September 2012, the CCT stated in 
the Exit Conference . that DCB Register has not been maintained after 
implementation: of KV AT Act with effect from 1 April 2005 and DCB module 
is being developed which is likely to be ready by March 2013. 

As per the information furnished3 (15 July 2011) by the CCT to the Secretary 
to Government, Finance l)epartment ~ 2, 168.48 crore were shown as arrears of 
CTD at the end of 31 March 2011. The CTD had not maintained the DCB 
Register; as such· the correctness of the amount could not be ascertained oy 
Audit. The details of arrears of revenue are as under: 

4;164.96 2,726.06 

532.09 782.87 

3. 4;697.05 3;508.93 

4,. ·· Collectioir(durill.gthe year"; 
- ·''- .- - . 
. ·469:00 1,103:36 

· 5~. ·Reduction during the year! 237.09' 

.· 6 .. Balariceas'o~31 March~· 3,750.79 ... 

7 Less deferred tax . 1,024:73 

. 8. Actrial re\renue due fouecovery ··. 2~726:06 

The break-up of the arrears furnished by the Department is mentioned in the 
.following table: 

Befor~· BIFR/AAIFR 108.05 

ul1deE liqiiid~tion pro6ess 176:35 

Cov.ere4 by Revenue R.e(jovery 82.54 

Covereq b)' coillt Re9'overy · 184.07 

.;f,023.55 

. 39.99 · . 

. 2;168A8 

Further, . . not (December -2012) the age-wise 
pendency/details of arrears ·oftaxes though called for in March 2012. 

The information was compiled and furnished in pursuance of an observation made by 
Public Accounts Committee while discussing the CAG's Audit Report (Civil) 
paragraph no. 1.6.3 for the year ended 31 March 2010. 
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2.8.10 Non-existence of assessment files/recovery records 

Copies of returns fi led by the dealers, order 
passed by assessing authorities (AAs), 
notices served on the dealers and other 
correspondence letters are fi led in assessment 
fi les for each year in respect of each dealer. 
These fi les form the basis for proceeding 
with recovery process provided under the Act 
in cases where there were arrears of revenue. 

We noticed that after the 
implementation of KVAT, 
restructuring of the CTD 
took place and new KV AT 
offices were formed. We 
found that 1,582 
assessment fi les re lating to 
pre-KVAT period i.e. , 
prior to l Apri l 2005 were 

shown to have been 
transferred from six offices to other newly formed offices. These fi les 
involving arrears of ~ 8.77 crore were stated by the CTD as missing. These 
are mentioned in the fo llowing table: 

SI. 
'.\o. 

'.'lame of the office from 
which files were 

transferred 
CTO (Recovery)-2, 
Davanagere 

2 ACCT (Recovery)- I, 
ACCT (Recovery)-2, 
CTO (Recovery)-2, 
Harihara 

3 DCCT (A&R)-2.8, 
Bangalore 

4 DCCT (A&R)-2.8, 
Bangalore 

5 DCCT (A&R)-6.9, 
Bangalore 

6 DCCT (A&R)-6.9, 
Bangalore 

l\ame of the 
recei\'ing Office 

CTO-Davanagere 

DCCT-Davanagere 

DCCT-2.6 Bangalore 

DCCT-2.5 Bangalore 

DCCT-6. 1 Bangalore 

DCCT-6.2 Bangalore 

Total (Six Offices) 

'.'lo. of 
assessments 

102 

1,228 

20 

4 1 

86 

105 

1,582 

Amount 

18.41 

90.05 

17.96 

148.48 

327.67 

273.93 

876.54 

Non-avai lability of assessment fi les would adversely affect the pursuance for 
recovery of arrears in these cases. Though the Department was aware of the 
fact of the missing fi les, no efforts were made to trace the files or to 
reconstruct the same with the help of the dealers to the extent possible. 

2.8.11 Arrears in Appeals 

The details of year-wise cases pending in appeals relating to KST, CST and 
KV AT and cases disposed o£'pending disposal with JCCT (Appeals) was as 
under: 

Year 2006-07 2007-08 2008-09 2009-10 2010-11 
Opening 

3,387 2,634 5,558 7,502 11,755 Balance 
Receipts 3,797 8,162 10,777 I 1,785 14,299 

Total 7,184 10,796 16,335 19,287 26,054 
Disposal 4,550 5,238 8,833 7,532 10,485 
Closing 

2,634 5,558 7,502 11,755 15,569 Balance 
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It could be seen from the above that the cases pending for disposal in appeals 
increased from 3,387 in April 2006 to 15,569 in March 2011 i. e. increase by 
360 per cent. The CTD should make extra effort for c learance of the arrears. 

The year-wise and tax-wise breakup of the cases pending for di sposal in 
appeals and revenue involved therein though call ed for in March 2012 has not 
been furnished by the Department. 

After thi s was pointed out, the Department stated in November 2012 that 
keeping in view the pendency in disposal of appeal cases, three more appeal 
offices were created in August 20 11 . 

2.8.11.1 Non-adherence to the instructions contained in 
Departmental Manual/Circular 

As per the circular No. 28/ 1998-99 issued by 
CCT in December 1998, a watch register for 
watching appeals filed before first Appellate 
Authorities or Karnataka Appellate Tribunal 
(KAT) should be maintained by all the AAs. 
The register shall contain information regarding 
the files sent to Appellate Authorities or KAT 
and date of receipt of their order with gist of the 
order. 

We noticed that a 
Watch Register was 
main tained only in 
one 4 out of the five 
test checked divisions. 
However, even in that 
division, the actual 
number of cases sent 
to KAT on appeal 
during the period 
2006-1 I was not on 

record. 

After we pointed out (April 20 12), the CTD stated in November 20 12 that it 
has since started maintaining a watch register. 

2.8.11.2 Non-finalisation of assessments remanded for fresh disposal 
by Karnataka Appellate Tribunal (KAT) 

As per Chapter XXVIJ (Time Schedule) of the 
KCT Manual, assessments of cases remanded by 
the Appellate authorities/Courts should be 
completed within three months from the date of 
receipt of the records in the office. 

In the arrears cases 
test checked (May 
and July 2012) by us, 
there were 24 cases 
which were received 
from the KAT for 
fresh disposal. Of 

these, in five cases, we 
noticed that though the KAT had passed orders between May 2010 and June 
2011 for fresh disposal of assessments, these were not concluded by the 
concerned AAs even after a delay ranging from one to two years as of 
September 2012. 

4 Mangalore Division 
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The position is shown in the following table: 

SI. Dhision '.\ame of the dealer Assessment Date of Date of 
\o. ~ear/Date of KAT order receipt of 

assessment remanding the KAT 
for fresh order in the 
disposal CTD 

I. Mangalore Shri Nagaraja Balla!, 2004-051 29.5.2010 13.10.2010 
Contractor 23.2.2007 

2. Division 3, Mis Black Cadillac 1999-20001 27.9.20 10 2.2 .20 11 
Bangalore Hotels Pvt. Ltd. 30.5.2003 

3. Division 3, Mis Build Track 200 1-02/ 14.6.201 1 18.8.20 11 
Bangalore Asphalts, Bangalore 24. 12.2003 

4. Division 5, Mis Manjunatha 2000-01/ 16.6.20 11 24.6.20 11 
Bangalore Marketing Services, 18.3.2006 

Bangalore 

5. Division 3, Mis Sapna Wines, 1990-9 1 to 7.7.20 10 10.12.20 10 
Banga lore Bangalore 1993-94/ 

11.12. 1993 

After we pointed out between March and Ju ly 20 12, the Department stated in 
November 20 12 that in two cases assessments were concluded in June and 
September 2012 creating demand of ~ 11.03 lakh of which ~ 9.86 lakh was 
collected in one of them. ln respect of the remain ing three cases, action has 
been initiated for fresh disposal. 

Non-maintenance of watch register of appeal cases and delay in finalisation of 
assessments shows that there is no effective monitoring over cases under 
appeal. 

2.8.12 Recoven' of arrears of sales tax from Ii uor dealers 

Under Section 13 (3)(aaa) of KST Act, any 
tax assessed, or any other amount due under 
this Act from a dealer may without 
prejudice to any other mode of collection be 
recovered as if it were an arrear of excise 
revenue under the Kamataka Excise Act 
(KE Act), 1965 in the case of a dealer 
engaged in the manufacture or sale of liquor 
including beer, sprit and alcohol. 

The liquor dealers were 
required to be registered 
with the CTD up to 
February 2001. 
Thereafter, liquor 
products were exempted 
from levy of sales 
tax/VAT and additional 
duties of excise was 
introduced under the KE 

Act. The arrears of sales 
tax were not recovered at the time 
they ceased to be the dealers under the KST Act. The total amount due against 
these dealers as of 1 March 2001 was also not found on record. 

As per information forwarded by the Department to Government in June 2009, 
arrears in sales tax from 2,607 manufacturers/dealers in Liquor amounted to 
~ 383.88 crore. The CTD requested the Government (June/October 2009) for 
transferring the same to the State Excise Department (SED) on the ground that 
those Liquor dealers were no longer registered with CTD. The Government 
issued instructions in October 2009 to form joint committees at different Levels 
consisting of both CTD and SED officers for identifying sales tax defaulters 
who were still in the liquor trade. The CCT and the Excise Commissioner 
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were to monitor the progress of recovery of arrears monthly and the Finance 
Department, after six months .. We found that not a single meeting of joint 
committees was conducted arid only·. in Mysore Division, the SED had 
identified the dealers. 

After this was_ pointed out, the CTD stated (November 2012) that the 
divisional officers conducted several meetings with the SED and necessary 
action was being taken for recovery of the. arrears. In the Exit Conference, the 
Government stated that meetings of the joint committees have since been 
revived both at the divisional level and at the State level. The Department also 
.intimated that arrears of~ 383.88 crore has been reduced to~ 205.90 crore, on 
account of amount recovered under Karasamadhari Scheme which provided 
for waiver of 90,per cent of interest and penalty on full payment of tax. 

We test checked 24 cases of arrears from liquors dealers. Of these, in four 
cases, we found lack of ·monitoring and incorrect grant of exemption 
amounting to~ 2;J 0 crore as mentioned in the following table: 

T~e d<;!al.erflrm' ~a~ con,tinuinginfiquor·busin,ess,, 
tli~ ·.partners ini;:_ii\:e' default :finu-· held . ExCise. · 
LiCence Nos. 8458, 8229, 310B:and 31065. An 

.· amount of ~ 99.18 lakh was . outstanding against 
the dealers as on 'feqruary 2001. No efforts were 99·18 

~ade by the Department tcHake 11p the matter 
~~th · SED· (Pe.ce'µiber 2012) fo{realising .the 

-.. ariimint. ,. - '':', . , , - .. ,. - ' 

, After'this. was pointed out; the CTD stated that fiettax payabfewas'fourid to be ~43.70 fakh 
·and action ·was being taken to recmrer the sam~.ub.der Sectionl~(3)(b) and refer it tO SED. 
The reply ofth'.e CTD did not fogicate the reasons for .not taking action for the last· 11 years 
andforreduc~ion;inarrears from~99;l8 lakhfo,~43.70Jakh. · · · · · 

2r. Mis -, . · .1'p¢':pai;tners oftli~ firin had got i!idividhal excise . ·-
Chamliria~shwad · license· Nos. 8428; 8236; 8iM and' 8328. ·An 
Agei{cies,)V1ysore - ailiotint Qf ~ 64;,68 .fakh; was: outstanding .as on 

- . ·. February200L< ·- -

-Mer the reasons fornon~re_covery 'Were called for i.n July 2012~ the CTD furnished two set 
of.~eplies, one inbetember'20f2'w4erein it was,'~tatedthat thexecords were: not received, 

., froni the' previous: office, ·hence" irjf9i"rrlatiori reg~ding payment of tax was notavailable~ But . 
in:an eariier reply iri. November 20 i2 the CTD !stilted•thaf entiie .'an1ount has been. collected 
. in•. ,June . 2010 under -Karasa1'*adhan' Scheme: · .. _• '.J;he facts . ·need'. to, be investigated : for•· 
. ascertaining the realisation ofthe;dues .• 

3;, · ·Mis Prash~nth Karasamadhan 'scheme was• .. introduced under~ 
.Wholesal~Wine~, -· K,sf Act for~ec:9yecy of the ~ax ~ith.9Q pe': .c~nt · · 

· .·Madikefi •. ·,: · ·· · waiver·of.the 1nteres_t:and pehalfy,subject.to .. the 
:AY: i99S-~9; .1999~ condition thattb:~ dealei paid the' entire dues by Jl 
2000 and 2000~01 Aligust2010.' However, the deaier:paid the dues. 

o-n 1. September 2010 ... As such he was not eligible 
for exemption of pena]ty/interest ot~4. rn lakh .. , • 

_ ... 
'4~10; 

. Gouth~grWines .. - :tile .dealer wa:S engaged in whole~al~ bu~iness·pf .. 42.11 · 
· AY: 1993~94; 1994~ . , liquor: .· Th~ 9ase_ '°\Vas, 'entnisted'. :{((tax recovery; .• . 
95 and·l 99.-.·~. ~97 . '. •'Officer (October:"20Q2) .. Application was also filed 

by the ·cTD' before JMFC Court on 16 October 
20.02 'which . was.: dismissed (05 'November 2003) . 

:on: the ground ;Hiai whereabouts: of the partners 
, we1e· riot kncnv1{ ahd the -notice cchild rtdt be 
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served. No further action is forthcoming from the 
records. 

The Department stated (November 201 2) that SED is being approached for collection of the 
amount. 

Total 210.07 

2.8.13 Arrears of tax referred to Revenue Department 

Section 13(3)(a) of the KST Act provides 
that any tax or any other amount due under 
the Act from a dealer or any other person 
may without prejudice to any other mode of 
collection be recovered as if it were an arrear 
of land revenue. 

As per Land Revenue (LR) 
Act, DC (Revenue) 1s 
empowered to issue 
Revenue Recovery 
Certificate (RRC) in 
respect of the arrears of 
Government revenue 
referred to him by the CTD. 

As per the circular instruction No. 15 issued by CCT in February 2002, the 
AAs were required to fil e an application for recovery of the arrears of revenue 
due against any dealer to be recovered as arrears of land revenue under the 
Land Revenue Act through respective JCCTs. Further, JCCTs were instructed 
to get the detai ls of revenue recovery certificates (RRC) issued by DC 
(Revenue) to the Sub-Divisional Officersffahsildars for recovery of arrears. 

We test checked 24 cases that were sent by three divisions to the concerned 
DCs fo r issue of RRCs between September 1993 and December 2008. Of 
these, the fact of RRC having been issued was not fo und on record in seven 
cases. The concerned AAs had made no effort to ascertain issue of RRCs by 
the revenue authorities. The detail s are mentioned in the following table: 

SI. '\;aml' of thl' '\;a ml' of thl' dl·all'r/ lk\ l'ntll' \mount 
'.\o. onil'l' '"l'"llll'nt ~ l'ar \uthorit~/Uak of imohl'd 

Sl'IHlini! fill' l ' :ISl' to (~ in lakh) 
I)( 

I DCCT 3.7, Mis Maharaja Forest DC. Bangalore 13.13 
Bangalore products 4.2.2002 

1996-97 and 97-98 
2 DCCT Audit 2.6 Mis Elbee Traders DC, Quilon, Kerala 4.39 

Bangalore 1988-89 29.9.93 and 3.3.94 
3 Mis Akash Steels DC Bangalore 11.70 

1993-94 (Urban) 20.9.2002 
4 Mis Bangalore Steels DC Bangalore 8.82 

1994-95 <Urban) 20.9.2002 
5 DCCT(A&R), Shri M.F. Zabiulla, DC, Hubli 0.62 

Davana2ere 1985-86 18.11.1 998 
6. CTO (A) 1, Mi s Guru Traders DC .Davanagere 3.11 

Davana2ere 1993-94 6.8.08 
7. DCCT (A&R)5, Mis Century Metal Stores DC, Cochin, Kerala 2.91 

Man2alore 2004-05 30.12.2008 
Total 44.68 

After we pointed out the cases, the CTD stated in November 2012 that action 
was being taken to obtain the RRC from the concerned Revenue Authorities. 
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2.8.14 Non-initiation of action under Section 13 (3) (b) of KST Act, 1957 

KCT Manual read with CCT Circulars 
No.650 dated 08.09 .1976 and No.40 dated 
30.01.1978 stipulates that the recovery 
applications filed before JMFC should 
bear the name and present address of the 
person liable to tax and his status, so that 
notices issued by Court are served in time. 
When the 'statement of objection' is filed 
by the defaulters before the Court, the 
AAs should file counter replies in time. 
Memo of calculation of penalty (interest) 
is to be enclosed along with the recovery 
applications for perusal by the Court. In 
this regard a register in prescribed form 
has to be maintained for recording the 
details of cases referred to JMFC and to 
watch follow up action. 

During the test check of 
records of two divisions5 

we observed (between 
March and June 2012) 
that in 29 cases involving 
arrears of tax of ~ 8.38 
crore for the period 1999 
to 2011 , no recovery 
could be effected through 
JMFC due to non 
furn ishing of mandatory 
in formation of the 
defaulters like respondent 
dealer' s current address 
(both business and 
residential) phone number, 
bank account number, 

details of movable and 
immovable property, PAN and 

other relevant information. Though the above facts were brought to the notice 
of CCT by the JMFC, Bangalore in December 2011 and March 2012, no 
action was taken by the Department to furnish the required information to 
JMFC. 

After we pointed out, the Department accepted that many cases could not be 
pursued as the information regarding present address, phone number, PAN etc. 
were not available and stated that efforts were being made to collect and 
furnish the required infonnation to JMFC. The Department also stated that 
instructions have been issued to all AAs to be careful and diligent in filing 
recovery applications. 

2.8.15 Cases referred to Board of Industrial and Financial 
Reconstruction (BIFR) and with Official Liquidator (OL) 

As per the provisions of the Sick Industrial Companies 
(Special Provisions) Act (SICSP Act), 1985 where a 
reference for declaration as sick unit is filed and 
proceedings thereon are pending before the BIFR, no suit 
for recovery or enforcement of any dues against the 
Company shall lie or be proceeded further, except with the 
consent of the BIFR. Where a Company has been declared 
' sick' by the BIFR, the Department has to ensure inclusion 
of all the arrears in the ' statement of liabilities' of the 
Company furnished to the BIFR and to the OL. 

As per the 
circular dated 
21 October 
1995 the 
details of cases 
referred to the 
BIFR and their 
present status 
shall be 
maintained in 
each office to 

pursue the cases. 

5 DV0-3 and DV0-5, Bangalore 
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We noticed (May 20 12) that detai Is of the BIFR cases were not available in 
any of the test checked offices. In the absence of this, total number of cases 
and action taken thereon could not be ascertained and the monitoring done by 
the Department at the apex level was also not ascertainable. 

During test check of arrear cases, we noticed in eight cases that non­
filing/belated fi ling of claims with the OL resulted in non realisation of arrears 
of < 44.88 crore as of October 2012. These are mentioned in the following 
table: 

'.\lame of the '.\la tu re of observation Amount 
dealer and inn1lwd 

Assessment year (~in 

Nihon Ninnan 
I 993-94 

Mis. Altos India 
Co. Ltd. 
1994-95 
to 1997-98 

M/s Magna 
Sound India Ltd.; 
2001-02 to 
2003-04 

M/s Gladstone 
Lyall and Co Ltd. 
1987-88 and 
1988-89 

M/s Hegde and 
Goley Ltd 
AY: 1975-76 to 
1983-84 

M/s Saroj Alloys 
and Steels Ltd, 
K.riganur, Hospet 
1976-77 to 
1988-89 

The company was declared sick in April 1997. However, DCCT-
14 had preferred the claims (in Fom1-66) only in August 2011 
afler a lapse of 14 years. 

Aller we pointed out, the Department stated that the position of 
the case is being verified with the OL appointed by the High Court 
of Rajasthan. 

The date of closure of business by the company was not 
mentioned in tbe assessment order. The AA requested the 
Registrar of Companies in September 200 I seeking details of 
closure of the company and infonnation regarding OL. However, 
the case was not pursued thereafter. The DC (A&R) issued Form-
66 in August 20 l l to OL, appointed by the High Court of Punjab 
and Haryana based on the information published on the internet. 
The case has not been settled till date. 

The company was referred to the BIFR and the OL was appointed 
by the BTFR by its order dated 14.8.2003. However, claim for the 
sales tax dues (in Form-66) with OL was preferred only in January 
20 I 0 after a lapse of about seven years. Reason for delay in 
presenting the claim before the OL was not available on record. 

The company was wound up as per the orders of High Court of 
Calcutta on 18.4.199 1 and OL was appointed by the High Court. 
The claims have been submitted to the OL in August 1994 after a 
lapse of three years. The present status of the case was not found 
on record. 

The company was ordered to be wound up in July 1985 by BIFR. 
The AA submitted claim on 9.12. 1988 for an amount of~ 99.11 
lakh to the OL after a lapse of three years. The present status of 
the case was not found on record. 

Jt was noticed from the assessment files that the assets of the said 
defaulter company were sold (May 2002) by public auction for 
~ 1.46 crore as per the directions (January 1992) of the High Court, 
Mumbai and the last date for filing the claim was 31 March 1999. 

The Department filed their claim (in Forni 66) only in October 
2002. The OL in his letter dated 9 October 2009 directed the AA 
to submit the condonation for delay from competent authority. 
However, it was noticed that the Department has not filed 
condonation even after lapse of three years. Reason for delay in 
submission of the claim and delay in condonation were not on 
record. The delay in submission of claim by the Department may 
result in non-realisation of Government revenue. 
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Chapter fl: Taxes on Sales, Trade, etc. 

'.\a me of the '.\ature of obsen ation Amount 
dealer and im oh ed 

.\sscssment ~car ( ~ in 

M/s India Sugars 
and Refineries 
Ltd 

The company is engaged in manufacture and sale of white crystal 
sugar. The unit was declared as sick company on 22 July 1999 
and a rehabilitation scheme was sanctioned under Sick Industry 

lakh) 

4041.00 

AY 1996-97 
20 10- 11 

to Company Act 1985, for the unit on 12 February 2002. As per the 
Rehabilitation Scheme, purchase tax arrears of~ 2.68 crore as on 
3 I March 200 I was deferred for three years, to be repayable 
thereafter. However, the company did not pay the deferred tax in 
violation of conditions set forth by BIFR. The High Court in 
response to a petition filed by the CTD directed (9 October 2007) 
the company to pay an amount of~ 2.50 c rore within six weeks. 
Against this, the company filed an appeal which was dismissed on 
7 December 2007. Despite this order the company did not pay tax 
of~2.50 crore till date. The company approached (11 June 2008) 
CCT for further concessions like waiver, moratorium and 
exemption from lax. However, the CCT found from the accounts 
that the company was in a good financial health and he requested 
BIFR (03 February 2008) to permit CTD to go ahead with the 
recovery of dues. However, permission for recovery of tax was 
not passed by the BIFR and the CTD again sought permission in 
March 2012 from the BIFR intimating that the total amount due 
against the company was~ 40.41 crorc including the amount from 
200 l which has not been paid. 

Mis Salar Jung 
Sugar Mills, 
(SJSM) 
Munirabad 

AY 198 1 to1995 

The company was ordered to be liquidated by an order dated 3 1 
October 1996 of High Court of Kamataka and it was taken over 
by Mis Hcmakuta Sugar and Allied Industries (HSAI). The 
liabi lity of the company was taken by the HSA I but no recovery 
has been made till date though it was stipulated m their 
Rehabilitation Scheme that it would be paid within six months. 
Thus the amount was recoverable from HSAI but the department 
issued notices to SJSM with the result that no recovery has been 
made till date. 

161.57 

Total 4,487.60 

' 2.8.16 Failure to in\'okc pro\'isions of Section 14 of the KST Act, 1957 

As per Section 14 of the KST Act, AA 
may direct by notice in writing any 
person who is due to the dealer any 
money to pay such amount to the AA as 
is sufficient to pay the arrears of tax due 
by the dealer. 

2.8.16.l ln tbe arrear 
cases selected for test check, we 
noticed that in two cases the 
Department initiated 
proceedings under Section 14 of 
the KST Act. Of these, in one 
case, it was noticed that 

proceedings were initiated belatedly 
and in the other case proceedings initiated were withdrawn without recovery 
of arrears in full and without assigning any reasons. Jn two other cases though 
the department was aware of the fact that the financia l institutions have 
attached/disposed of the properties of the defaulter, no action was taken to 
direct the concerned financial institutions to pay arrears of tax due. The 
arrears of revenue involved in these cases amounted to ~ 1.80 crore. These 
cases are as mentioned below: 
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Chapter II: Taxes on Sales, Trade, etc. 

The arrears were.outstanding since October 2000, 
a ~eque~f Was madt;to Mis KSSIPC. ill Dec~fnber . . 

,2098 for .recoV,t;ry; 9( tax, d~~s :from thejale 
··· •· ·p[o«eeds ofa hous·~·propertY attached (December 

2000) by them .. T<hus claim ~as preferred after a 
.· la se of eight ears. '; .• ·_.··. . ... 

The .Depai:tlllent stated· (November ·2or2}that .Mfs· KSSIDC is: yet to"dispose _of the 
and rec:overy of sales tax.: dues· would qe ursiled with them. · 

2,8,17,1 We noticed that arrears of~ 1.37 crore were outstanding in the 
DCB.Register since 2002 in respect of a dealer (M/s·.Shreeji Packaging) which 
was a proprietorship concern. . The dealer owned a residential property in 
Bangalore which was free ·from encunibrance as identified by the CTD in 
November 2004. However, no action was taken to attach· the property. 
Records revealed that the defaulter is now a proprietor of new concern 7 . 

Though the defaulter is registered with the CTD and running a business, no. 
effort has been made by the Department to recover dues. 

After we pointed out; the .· CTD stated that the concerned officers have been 
instructed to collect the ·details of the property held by the dealer from the 
jurisdictional revenue officers of Bruhat Bengaluru Mahanagara Palike 
(BBMP)/Sub.:.Registrar Office arid to collect· the details regarding new 
business, if any. 

2,8,17,2 We noticed that Mis S.C. Chinnaiah & Co. was liable to pay 
arrears of tax and interest .of~ 60.11 lakh relating to the years 1980-81 to 
1985-86. The firm had five partner~. of which· tWo were adjudicated 
(November 1988) as insolvents and unable to pay debts. As per insolvency 
order, the firm had ~ _ 18.05 lakh receivables for which an Official Receiver 
(OR) was appointed. The OR was requested (August 1994) to remit the 
amount to sales tax head of account after taking the necessary action on the 
assets of the petitioner. However, the case was not pursued for recovering the 
dues .from the remaining three partners of the firm. · · 

After we pointed out (August 2012), the CTD stated (November 2012) that 
notices have ·been issued ·to three partners and letter addressed to the OR 
seeking information regarding recovery of sales tax arrears in October 2012. 

2.8.17.3 I11 respect of Mis Naveen Entei;:prises against which there were 
arrears of tax of~ . 3~.52 lakh rel~ting to the assessment years 1993-94 to 
1999-2000, application filed by the CTD for recovery oftax was dismissed by 
JMFC in April 2003 on the grqund that notices have not been served. Though 

_ the:Department identified one of the partners of the firm (Shri J.T. Raju) with 
the property held by him,· it was recorded (December 2011) that he refused to 
receive the notice. No furtl;ier pursuancy to recover the .dues or action to attach 
the property was forthcoming from the records. 

7 Mis Jayvee Enterprises, Lakshniipura Main Road Bangalore, TIN 29250844599 
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After we pointed out, the CTD replied (November 2012) that action was being 
taken to attach the property. 

2.8.17.4 We also observed in respect of M/s. Neela Kanteswara Oil 
Industries that the JMFC issued direction for attaching the property for 
recovery of tax dues of ~ 15.55 lakh on 4 January 2005. Copy of the warrant 
was received by the AA in January 2005. However, the dealer alienated his 
property to different persons in 2010. This indicated that the property in question 
was not attached at all. Thus, inaction on the part of the CTD resulted in 
non-recovery of enti re amount of tax of~ 33.52 (including interest) outstanding 
as on 25 February 20 12. 

After we pointed out, the CTD stated that the case was being pursued with the 
Revenue Authorities. However, the fact remains that property has been sold and 
the possibility of recovery of the arrears of tax has become remote. 

2.8.17.5 In one case of a wholesale liquor dealer (M/s Shiva Enterprises, 
Bangalore) there was arrear of~ 4.29 crore pertaining to the year 1993-94. 
Though the Department identified that the defau lter was residing in Bangalore 
and running a Film Distribution business at Gandhinagar, Bangalore no action 
was taken to recover the dues (December 2012). 

2.8.17.6 We noticed in one case (Mis Sheethal Wines, Chikkamagaluru) 
that the dealer was liable to pay arrears of sales tax of ~ 1.22 lakh relating to 
the year 1997-98 and was liable to pay interest on the same til l the date of 
payment of tax. However, our cross verification with the SEO revealed that 
the ACCT, L Y0-250, Chikkamagaluru issued (March 20 11) a clearance 
certificate declaring that no amount was due from the dealer under the KV AT 
Act. 

2.8.18 Arrears of tax in case of deferment of taxes under industrial 
incenti\'e schemes 

Under Industrial Policies of the 
Government of Kamataka, concession 
to industries in the form of deferred 
payment of tax under KST Act, CST 
Act and KTEG Act was allowed. In 
this regard it was necessary to record 
the data of concessions availed by 
each industry and also to take action 
for recovery of taxes after expiry of 
period of concessions. In case of 
defaults in making payment of 
deferred tax as stipulated in the 
policy, interest at prescribed rate was 
recoverable. 

The CCT issued a circular in 
May 1999, directing the AAs 
to mai ntain a register to record 
the tax concessions granted in 
the form of exemption or 
deferment of tax. In the 
register each unit sha ll be 
allocated separate pages for 
entries to be made in respect of 
tax concession allowed from 
the date of commercial 
production which shall be 
maintained from l April 1999 
and concessions availed in 
earlier years shall also be 

recorded. The extract of the said 
register shall be submitted to the JCCT (Administration) every month. 

32 



. . . . - -~,-" .. 
~· -

Chapter IL Taxes on Sales, Trade, etc. 

We noticed inJ'Yo offices ju Bangalore ,that seven industrial units who availed . 
tax· payment.• deferment incentive under.J 993 · and 1996 ·package of industrial 
incentives were:liable to pay deferred tax of~ 40.76 crore with effect from 
December 2002~ of which, the industriaLunits paid~. 39.42 crore leaving a · 
bahmce of~ 1: 34· crore~ The· 1ast instalments paid by these units were between· .. 

·March 2008 and August.2011. An interestof~ l.22 crore was also leviable 
. inthese cases. ' · . · · · 

. - . . . 

Wenoticedthat>Watc:h Register' was hot maintained ib. any of the offices test 
checked except in one office (DCCT A&R) 6.2, Bangalore). But even in this 
office.the register was not properly m~int.ained i.e. penodical updating of the 

.. register where 1i~stalments have. been paid were no.t noted. Irr the· absence of 
the DCB a11d· the Watch ;R~gister, th~ tinpaid deferred tax and interest leviable 

. thereon were not ·worked out and shown as recoverable arrears in the books of 
··ctn· as detailed below: · 

After we pol.nted outbetWeen: Ma:Y a~dJu1y2.0Y:fthe CTD issued notices to . 
six dealers iii September 2012. In resped ofthe remaining case, it was stated 
(November. 2012} that interest of ~ lJ.64 lakh is being adjusted out of the 
refund amotint :due to the unit. However, in this case, action taken to recover 
tpetax of~ 2J33 lakh, du~has notbe¢nfumished (December 2012), 

~~8·.19 :Ree.on~iifa·tion · _ .. ,. - · --~ 
liii.:.11, ' • - • _, .... "' - - ~ • - • _,j 

Article 329(v} ofKFC provides for reconciliation of payments niade into the 
treasury/b<tnk with that of treasury schedule and furnishing· of certificate. in 

. this regard. If was noticed ·thaj no stich n~conciliation was ipade during the 
period _2004 to'401 l. The amount shown-as arrears as of March 2011 under 
the category of ''under.payment verification" continued to·remainthe same.as 
of April 2012 indicating that no effort was made by the CTD to reconcile the 
amount shown as remitted to treasury(under payment verification. 
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We u~ticed. (May/Iune>lO 12):that t~f: ceTp had ~l1bmitted statement of arrears 
.to the Government in· pursuan.ce ofenqurry of the :Pt!hlic.Accounts. Committ~e; 

·.The sta,tement.of arrears contained 3,907 items involving·~ •. I4~07 crore.which 
' -wei;e sho.Wn to have. beenrec;overedJmt' theseitems were pending for wa'Ilt of 

reconci,liafron bythe pepartmenb Qif verification in ·audit, we noticed' that -
these cases-included-' amcmnt cfoe jrr respect of d,osed cases' \Vhere demand 

... :uotic;es, 'had not been served, payment made in pther offic_eswhich was yet to ' 
-'be transferred to the coricenied office, payment~ -received through cheques 
. wll,icli )eclri,ir,ecLverificat~Qn with r,eferense to>tfeasury records etc. -· · 'fhe 

: . breakup ofarrears was no_tforthcpl11ing'; in·r~spectofpa)'Jtnent-alieady made, 
'reconciliatioti · \Vith _referenc¥. 'fo, Jr~asur,Y • reco,rds- was yet ~o be illade, ' The · 
.. period f<;>t "'."Pich ~u,cli r¢conciliatio~: is pending is not 011 record; · . 

• __ •. -·_;[~ ~··~-~_:.··_.·.I 
> 1 n:he peefo~ance: audit reveaied: a 'nm11ber ,'of d~fi9iencies iri mon.jforingthe ' 
- ·. collection of_ arrears,. pf t~x like- non~maintenafi~e •·of basic' . recbrds~ {DCB -. 

'registers,),'lackofmonitoting ~t th~ ap~x fovel, ivordinate-deJay in assessments -
, . 1 . 9f-¢a~~s remanded,; lack --of.io.:ordi11atiori be~eeh CTDand S]ED, · faifore to _ . 

· , make·• ti1nel_y _ claim:_ -before,. Judicfo1, . -Financial and othe,r admillistrative _ -
-.. · ... _authouties. -A-mimberof cases have.riot bee11 pur~ued-atia.stages at which the -

;,· .. ,arrears·-·are pending, action required to.b~ t~en; i~pfff9priate authority required 
<to take action was nof,known·.to the CT][).- As :a result, the.arrears from 
--defaulters are fraught_withthe tjsl{pf revenlle becoming. irrecoverable. with'' 
efflux of time; - •- · · - · · - · · · · · 

_,_.. "' 

'' (~ll-~1'~·- 'f~f ;'._J_t_·;r-_::, 
:~--!.·~ , .... -· .. '" ' ' 
. We recomhiel,lqthatG9~enfuie11tmay put in place, .· 

.- "., '• ,·_ - ' J ·' • " • •,,.,-o • 

('.) a, system fof µ19Jj1toririg the -c~rfect accqiiµting arid recovery of arrears 
· by maintaining the DCB _Register and Watbh Register; · ·-•· - · . - - · · · 

0 .·'a system-for iregUilar liaison\\'itli OL, BJFR ancL Court Authorities' so 
t.h~t-the claims a!~ lOdgeq 'w1Jho11r any de,l~y and or notlost ~ight ()f; ' ' 

o a. ~ystem for co"ordiriatfon'with-6ther Government Departments' so that 
• arieru,;s are pl!fsu~dwiththqse :depariment~)vithout any delay; ati.4 

' " o · -a_ systelil. fot monitoring the, progress J:nal;le in the :reQOVery' 'of fill'.ear:S 
--. by prescribing periodical.tefilrns<for•submissionto higher authorities. -

- ... ,. 

·' . .. : 
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Chapter JI: Taxes on Sales, Trade, etc. 

The KVAT Act provides as under:· 

~ Section 4for levy of output tax at prescribed rates; 
~ Section '10(2), 11, 14 and 17 for deduction of ITC subject to certain 

restrictions; 
~ Section 10(3) for net tax liability which shall be the amount of output tax 

less the input. tax deductible; 
~ Section 10(5) Jot acijustment/refund of excess ITC for any other tax period; . 
~ • •Section 9-A for tax deduction at source in respect of works contractors,· 
~ Section 15for composition of tax in lieu ofnet taxpayable; 
~ Sections 35 and 36 for levy ofinterestfor omission to pay tax,· 
~ . Section 35(4)for farnishing of revised returns within six months after the 

end of the relevant tax period; and 
}Pi- · Section 72(2) for levy. of penalty for understatement of output 

tax/overstatement of ITC. 

Under the KVAT Act, every registered dealer is required to famish returns in 
the prescribed form and pay the tax due on such return within 20 days efter 
theend ofthepreceding inonth or any other tax period..· Every dealer shall be 
deemed to have been assessed to tax based on such return filed by him. Where 
any prescribed authority has grounds to believe that any return furnished, 
which is deemed as assessed, understates the correct tax liability, it may re­
assess such cases. 

We noticed in test check of the records of 27 VAT offices that the above 
provisions were not fully followed by ·the concerned Assessing Authorities 
(AAs). The omissions and irregularities in 79 cases involve non/short 
realisation of Government revenue amounting to ~ 6.21 crore. The 
Department has accepted audit observations in 26 c;,ses involving~ 52.97 
lakh out of which it intimated recovery of~ 26.59 lakh in 19 cases. In respect 
of the remaining cqses,final reply has not been received (December 2012). 

. . 

Nine VAT offices. in seven8 districts· 
, - •' . .. 

-1-•• ..,,.-":":-~·"'•'P"''_, .. ,."'"--:--, ~-· -·~--.-;-"-~--<" • • ~·:-- '~"'O""',-: '··-:- "f"~"---·• - - ~-"."--" • "".""~-.,--__.., ... .,.~:---~ ··~ ~ ..,.; ~·-··----...·--~~-

' '· 

A~ per sectipJ,1 .31(4). of,!?e. _K_YAT.A,ct 200}, e~y!)':' dealer "':hos~ total 
turnover in.' a year exceeds .~40 lakh shall have his' accounts· audited by a 
Chartered Accountant or a.Cost Acco~nfantor ~Tax:Practitioner (Auditor). 

l and shall submit to the pres9tibed authorify a copy of the ~audited;:statementof 
C abcol.intsin f<mn VAT-240 prescribed tinder.Rule 34(3)' of the !(VAT Rules, 
i 2005. 

:Fonriv A1'~24o pr6vi<les .· fo~'the Audi tot ·to fili a ·c~·m;arative statement of 
dealer's liabilhy to tax and his eni.itlements ·.for. input tax/refund as 'declared in . 
'the 'tax tetunis and . corresporj.ding correct amotuit determined .·on. audit ' In, 
cas~ bf diffetence between. t!J.em, the Auditor may advi~e. the. dealer either to. 
pay the differential tax 'tqg~ther with Jh.e~ interest an~ ,penaltY, if ,any; or to' 

•clairrrrefunddµetohim.astlie.caseinavhe.·_•· · · · .. ·· · 
'•·-•·'~-.. _.: .. ~-'.' ~·~··· .0 -~~- ~·· _ -=~:.,,_',,.~ •.'• ••-~·~4--~ -~·~;,.,,_;_.~,_,.:_ __ , a-·~--•~ ' . .....-_...-c - ,,.,.___. _., -~""' ,._ __ , __ <_, __ 

Bangalore,)3elgaum, Chikkamagaluru, Gadag, Dharwad, Gulbarga and Kolar. 
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. ·, . A~dit R~po;i (Re~enue Recei;ts) for theyear enaed 31 March20i2 .·· .· .. : ·. 
. . 

.· We notic~d (between ·f'ebfmuy. a~4·,o6to1Jef 20fl}Jhatin ca~e of 18 .dealers, 
. ·audited st~teli:J.eb.tof accountscfiled in Form VAT:-240 for the)rears 2006,..07 to 
: 2009-fo, the· conceme'd Auditors brought. out'short payment of tax ·by the 

. 
1 

dealers i11their returrls ... Further;. the Auditors advised the dealers t'a. file 
'revis,ed retuilis. and pay fax of~ 3 :69 ctore,\nterest of~ 4J. 60lakh arid.penalty 

· of~35,67lakh. · 

, . . However, the.concemeddeafors µ~hher filedrevi~ecLretunis.mx paid dJed11es· 
.. ·as.advised by their Auditors in Fon,nVAT-240'. ·.The AAs ·concerned also had 
1 

.·. not taken. any .acticmto demand the tax together with mandatory interestand 
· . < penalty/ .']fhis•deprivedthe Goyer@ient ofrev¥nue of~ 4.46.crore. · 

After \Ve pointed. out' the· cases between Febfoary al1.d .•. O.ctober 201 i, .. the 
.•• Govermnent/Depiirtmel1t accepted oµrobsetvati0~s in.·10 cases involving tax 
.··. effect of~ 3 lfakh, and recovered ·~ .· 17 .28, lakh .'in .seven of them: In r~spect .. 

of the rem~ining ca~e~ i:eplies ·are still awaited (Decemb~r 2012). · · · 
··-. . , , . ·, .·- , ·' . _,·:.· . ·- -·.e.·- . --· 

··.,.d~ .~~@1,~~J]····· 
· 112 lLVO§ ~imrll ([])nneAunrl!ftf01ffnce uni §even9 illftstirlct§ · •, . 

We noticed.· .between. ·January.·· 
2.9fl and Febftiar:y 2012 that25 
dealers in their. returns filed. for . 
. t~x periods JietWeen July . 2006 • 
. and.·. Decemhet . 2010; adjusted 
credit amou11tof~ 9.35 crbre as 
brought forward from, earlier. tax 

.. · . .. . ... ·• ..... · ... ·. ·.· ........ ·.·· .. piriods.· 'However, credit c~rried 
forwar~ .by them in th{: respective: previous reµ.ims .was-~ : 8.79 .crore only. 
TheLVOs·concemedfailedto verify.the.·retums.ofthedealers with reference. 

. . to respective preyious:rerurris and to disallow the excess· credit cl.aimed by 
, . ;, 'th.em. Thisresulted iri excess adj:u~tment of c'redit all1oun.t of~ 56.57 lakh. A 

:.few'iHustrative;casesarementiortedbeJow! . · . . ·· · .. 
(<i~ lakh) .. · 

~ 
~ 

: · • ~ .Bangalore, Belgmim, Bellary,])~shina ,Kannada,. Gadag,:Dharwad and Mysore. 
-: - -, -. . ·-,- . -
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After we pointed out the cases, the Government/Department accepted audit 
observations in respect of I 0 cases in volving ~ 9.86 lakh and recovered ~ 4.35 
lakh in seven of them. We have not received final reply in the remaining cases 
(December 201 2). 

2.9.3 '.\on-le,·y of interest 

Four VAT offices in Bangalore and Dharwad districts 

Every dealer is liable to pay simple 
interest at the rate of 1.25 per cent per 
month on any amount of tax omitted to 
have been declared in a return and also 
for default in payment of tax wrongly 
collected. Further, interest shall also 
be demanded on add itional tax liability 
determined on re-assessment. 

We noti ced from the six 
assessments finali sed by DCCT 
(Audit) 64 in respect of a dealer 
and 24 returns fil ed by six other 
dealers with three L YOs between 
August 20 I I and January 2012 that 
tax aggregating ~ 4 1.29 crore 
relating to tax periods between 
October 2005 and Apri I 20 I 0 was 

paid after delay ranging from two 
days to 54 months. The delay in payment of tax in these cases attracted 
interest of ~ 60.87 lakh. Against this, interest of ~ 5.8 1 lakh was only levied 
by the L YOs/DCCT. The non/short levy of interest amounted to~ 55.06 lakh. 

We pointed out the cases to the Department between August 20 11 and March 
20 12 and reported to the Government in June 20 J 2. Their replies are still 
awaited (December 201 2). 

2.9.4 Short payment of tax 

Three VAT offices in Bangalore and Belgaum districts 

Every registered dealer is liable to 
pay tax in respect of any taxable 
sale of goods made by him after 
deducting the tax on the purchase 
of goods made by him, for use in 
the course of business. 

We noticed between April and 
November 2011 that four dealers in 
their returns for the tax periods 
between March 2009 and May 20 I 0, 
had short paid the net taxes 
amounting to ~ 13 .48 lakh. The 
L YOs concerned also fa iled to 

demand the tax. 

After we pointed out the cases, the Government/Department accepted audit 
observations in one case invo lving ~ 7. 15 lakh and issued notice to the dealer 
concerned. We have not received final reply in the remaining case (December 
201 2). 

2.9.5 Lnderassessmcnt of out ut tax 

Three VAT offices in Bangalore, Belgaum and Mysore districts 

Every registered dealer is liable to pay tax 
(output tax) on his taxable turnover at the 
rates specified in the relevant schedules to 
the Act. Jn respect of goods not specified 
in any of the schedules, tax is payable at 
the rate of 12.5 per cent. 
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We noticed between April 
20 I I and February 2012 that 
e ight dea lers in their self 
assessed returns for the tax 
periods between Apri l 2008 
and March 20 J I declared tax 
liability of only~ 26.88 lakh 
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as against actual output tax liability of ~ 45.10 lakh. This was due to 
application of incorrect rate of tax, error in computation of the tax liability, 
error in declaring taxable turnover, etc. 

The L VOs concerned also did not notice these errors at the time of accepting 
the returns and did not demand the tax due. This resulted in underassessment 
of output tax of~ 18.22 lakh which may be recovered along with interest. 

These cases were pointed out to the Department between August 2011 and 
March 20 12 and reported to Government in June 20 12. We have not received 
their reply (December 20 I 2). 

2.9.6 Short lc,·y of Central Sales Tax 

Two VAT offices in two 10 districts 

Under the provisions of CST Act, every registered dealer 
who sells goods to another registered dealer in the course 
of inter-State trade or commerce is liable to pay tax at the 
rate of three per cent of his turnover subject to production 
of declaration in Form 'C'. The rate of tax was reduced 
to two per cent with effect from I June 2008. 

We noticed 
between July 
2011 and 
February 2012 
that two 
dealers in their 
returns for the 
months of 

April and May 2008 declared inter-state sales turnover of ~ J 0.69 crore 
covered by ' C ' Form declarations. However, the dealers had computed and 
discharged their liability to tax on their turnover at the rate of two per cent. 
The L VOs concerned a lso fai led to raise demand for the tax at the differential 
rate of one per cent after receipt of incorrect returns filed by the dealers. This 
resulted in short levy of CST of~ 10.69 lakh. 

These cases were pointed out to the Department between July 2011 and March 
2012 and reported to the Government in June 2012. Their replies are still 
awaited (December 20 I 2) . 

2.9.7 Excess/ Incorrect allo\\ancc of input tax 

Five VAT offices in Bangalore and Bella ry district 

10 

lnput tax in relation to a registered dea ler 
means the tax paid or payable on the purchase 
of any goods under KV AT Act for use in his 
business. ITC is not admissible on purchase 
made from outside the State. As per Section 
l l(a)(2) of KY AT Act, ITC is not admissible 
on purchase of goods specified in V Schedule 
and used for the purpose other than for resale 
or manufacture. ln terms of a Notification 
dated 30 March 2007 lTC on cement used in 
manufacture 
admissible. 

of cement bricks was not 

Belgaum and Bellary. 
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We noticed between May 
and December 20 11 that 
six dealers had claimed 
ITC of~ 1.3 7 crore in 62 
(deemed assessments) 
returns for tax periods 
between April 2005 and 
March 2010. The input 
tax admissible as per the 
provisions of the Act in 
these cases was ~ 1.26 
crore only. The excess 
claim was due to 

arithmetical errors, 
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allowance of ITC on interstate purchases and on cement used in manufacture 
of cement bricks w hich were not eligible for deduction. The LVOs concerned 
also accepted the returns fi led by the dealers. The excess allowance of ITC 
deprived the Government of revenue of< 11.84 lakh. 

After we pointed out the cases, the Government/Department accepted and 
recovered < 1.64 lakh in two cases includ ing interest under Section 36(2) of 
the KVAT Act. We have not received replies in the remaining cases 
(December 20 12). 

2.9.8 '.\"on/short le\'y of penalty on Shortfall in pa~·ment of taxes as 
per returns 

T hree VAT offices in Bangalore and Bella ry d istricts 

Section 72(2) of KV AT Act provides that a 
dealer who for any prescribed tax period 
fu rnishes a return which understates his 
liabi li ty to tax or overstates his entitlement 
to a tax credit by more than five per cent of 
his actual liability to tax or bis actual tax 
credit, as the case may be, sha ll after being 
given the opportunity to show cause in 
writing against the imposition of a penalty, 
be liable to a penalty equal to ten per cent 
of the amount of such tax under or 

We noticed between June 2011 
and January 20 12 that in 10 
returns filed by nine dealers 
for tax peri ods between July 
2008 and March 2010 
understated output tax 
liabil ity of < 70.20 lakh and 
overstated ITC of 
< 21 .43 lakh aggregating 
< 91.63 lakh. These 
omissions were corrected by 
the dealers in the revised 
returns fi led. However, in overstated. 

the concerned AAs. 

none of these cases the 
penalty due was demanded by 

This resulted in non-levy of penalty of< 9. 16 lakh. 

After we pointed out the cases, the Government/Department reported recovery 
of< 3.32 lakb in three cases. In respect of the remaining cases, their replies 
are still awaited (December 20 12). 
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I 

Trend of receipts 

'Revenue Itiipact 
of Audit Reports 

Results of audit 

·What we have 
highlighted in this· 
Chapter 

The percentage of variation between the BEs and 
the actual receipts was very high except for the year 
2010-11. 

During the last five years, through our Audit 
Reports we had pointed ·out non/short levy, 
non/short realisation and loss of revenue, etc. with 
revenue implication of ~ 354.54 crore in 26 
paragraphs. Of these, the Government/Department 
had· accepted audit observations ·in 19 paragraphs 
involving~ 302.75 crore and had since recovered 
only~ 0.68 crore which constitdtes only 0.22 per 
cent of the total accepted amount. 

We conducted a test check records of the records of 
163. offices of the Stamps and Registration 
Department during the year 2011-12,. which 
revealed evasion; non-realisation, short levy of 
stamp duty and registration fee; etc. amounting to 
~- 5,66 crore in 993 cases. 

The Department accepted underassessment of 
~ 56 lakh in 181 cases pointed out during the year. 
In addition, the Department also recovered ~ 9.50 
lakh in 12 cases pointed out in ·earlier years. 
Further, in response to one of the draft paragraphs, 
the entire amount of ~ 11.34 lakh was recovered. 

We also . conducted a performance audit on 
"Computerisation of Department of Stamps and 
Registration", the. findings of which are featured in 
this chapter. 

A performance audit on "Computerisatli@l!D. @f 
Department of Stamps and Registiratfolffi~~ 

revealed the following: . 

No Information System (IS) Audit was conducted 
by Department of Stamps a_nd Registration (DSR) 
even after a lapse of eight years since the date of 
computerisation. The provision for IS Audit was 
neither contemplated in the document "Software 
Requirement Specification (SRS)" nor was any 
departmental instruction issued in this regard. 

ara ra lhl 3,8,8J. 
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Under KA VERI system, there was no lateral 
connectivity across the Sub-Registrars ' offices. 
The consolidated information relating to the total 
number of documents registered, amount of stamp 
duty and registration fee collected and other 
recove1ies made in the State in a day was not 
available in the system. 

(Paragraph 3.8.8.2) 

The legacy data has not been digitised so far and in 
the absence of legacy data, the Department of 
Stamps and Registrati on could not issue 
Encumbrance Certificate (EC) on the same day as 
stipulated in the website. 

(Paragraph 3.8.8.3) 

There was no module for generation of tokens in 
the software to systematically deal with the 
requirements of the members of the public visiting 
SR Os. 

(Paragraph 3.8.9.1) 

KA VERI system does not have a provision for 
presentation of documents online for examination, 
valuation and determination of duty and fees. The 
KA VERI website has an interface in English only 
and not in Kannada. The Kam ataka Registration 
(Deed Writers ' Licence) Rules, 1978 fram ed under 
the Registration Act, 1908 was not provided in the 
website. 

(Paragraph 3.8.9.3 and 3.8.9.4) 

The implementation of logical access controls like 
user names and passwords by the DSR was not 
found in tune w ith business practices necessary to 
ensure authorisation requirements and 
establishment of accountability 

(Paragraph 3.8.10) 

The business rules like denotation of duty, rejection 
of documents, registration of property notified for 
non-registration, valuation of lease deeds etc. 
were not mapped in the system. 

(Paragraph 3.8.11) 

It was noticed in the ' PropertyMaster ' table that 50 
per cent of the data was redundant. This resulted in 
unnecessary wastage of data storage capacity. 

(Para1.?:raph 3.8.12.1) 
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In. the test checked SROs, we noticed that due to 
incorrect data entry 2,428 out of 15,116 incomplete 
documents. were ,not qualified as. pendl.ng. This had· 
resulted in duplication of payment details: Besides, 
we· found inc~mplete/incorrect entries in the 
'PersonDetails' table of the' marriage registration 
module, 

(Panngirnpl!n 3,8,12,2) 

Cross verification of the data from 
'DocumentMaster' with 'ScanMaster' tables in tWo 
SROsrevealed that 2,841 extra pages were scanned 
for which no receipt was generated and no payment 
on this was made into . the Government account. 
This · resulted in short realisation of revenue of 
~ 86,310. 

(Pmragrnplhl 3,8J. 4) 

Ill SRO Tumkur, we found shortage of computers 
and peripherals thaf affected the service delivery in 
the system. We also found that, though kiosks were 
installed in the SROs, these were not found 
working in any 9f the offices. test checked. ·. 

·. (Pmragrapl!n 3Jtl5) 

KAVERI has the provision for generation of the 
reports required'. to be sent by. SR Os to. the higher 
authorities. Thqughthe reports are generated, their 
figures were riot correct; with the result, SROs 
prepare the reports manually for submission to·. 
supervisors.· 

(Paragraph 3.8.16) 

Recomiine1rula\tions The Department/Government may consider: 

I • 

o. . The Govenlinent/DSR may take necessary 
st~ps to ·ensure that- an information audit 
system is put in place, the SROs are inter­
linked and legacy data· is entered . into the 
system on top priority to enable fast and 
efficient EC issue. 

· . e A token module system may be 
.·introduced, the website' may be updated 

regufarly and made available m 
vernacular. 
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· · .· • · The. DSR may .implement logical acces.s · 
. 'cotitrolslllce user names and pas.swords in 

··. ' tune ; with ' ousilless practfoes necessary Jo 
ensure authoris~tidn requl.rementS and 
establi~hment of accountability: ' 

:''."< . :.·, '"- .\ - !.· - - ' 

· The'btisiness. rl1i~s like -d~n~tation ofdrity; 
;ej~ction · of< d0¢uments,. r~gistration . of . 
prop~rty. notified for non- registratioll., · 
vahi~tion ofJedse deeds etc: may be 

· i11apped)n the·~ysfom~ ·, 
. - ~. 

• · The· :PSR may. establish a mechanism to _ 
monitor arid ens-Life' thatthe service deliver)'; 
by third party :seryice providers is as per the ' 
requirements stated in th~coiitracts .and ' ' 

The existing automated kiosks in~y be ma~e · 
functional and kiosks 'install~d in· ~veiy 

. SRO~ .. 

·. · . • ·-.·.The.: G~vernmen~ :may·. is~ue i~structions .for 
-strengthening th~ int~mal control so that 

. cottectanqreliable reportsare.generatedfor, 
submission to.hig4¢r authonti~s, 

• ·, • - • ,• '• •': • '"r 

', ·:: .· ·.•.' 

···-·-,.·' 

1· • ~ ' I 
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CHAPTER-Ill: ST AMP DUTY A~D REGISTRATIO'.\ FEES 

3.1 Tax Administration 

Levy and co llection of stamp duty and registration fees in the State is 
governed by the Indian Stamp Act (lS Act) 1899, the Kamataka Stamp Act 
(KS Act) 1957, the Registration Act, 1908 and rul es made thereunder. The 
levy and collection of stamp duty and registration fee is administered by 
the Department of Stamps and Registration (DSR) headed by the lnspector 
General of Registration and Commissioner of Stamps (lGRCS). There are 
35 District Registrar (DR) offices and 241 Sub-Registrar offices (SRO) in 
the State. 

3.2 Trend of Recci ts 

Budget Estimates (BEs) and actual receipts from stamp duty and 
registration fees during the years 2007-08 to 20 11 - 12 along with the total 
tax receipts during the same period are exhibited in the following table and 
graph . 

"' ... 
0 ... ... 
. : 
"' ... ... 
Q. 

= IX 

4,400.00 3,408.83 25,986.76 
4,195.84 2,926.72 27,645.66 
3,566.62 2,627.57 30,578.60 
3,500.00 3,531.08 38,473.12 
4030.00 4 623.20 46,475.96 

Graph I : Budget estimates, Actual receipts and Total tax receipts 
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It would be seen from the above that the percentage of variation between 
the BEs and the actual receipts was very high except for the year 2010-1 1. 
The increases in 20 11 - 12 was stated to be due to increase in market value 
and increase in the number of registered documents. 
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3.3 Anal ·sis of arrears of revenue 

As per the information furnished to us by the Department in November 
2012, the amount of uncollected revenue as on 31 March 2012 stood at 
~ 76. 17 crore . The year wise position of arrears of revenue for the period 
2007-08 to 2011-12 as furnished is mentioned in the following table: 

~ 
\'car Opening Amount Closing Percentage of 

balance of collected during balance of collection to opening 
arrears the ~·car from the arrears balance of arrears 

arrears 
2007-08 88.90 I 1.32 77.65 12.73 
2008-09 77.65 15.95 62.90 20.54 
2009-10 62.90 4.83 60.53 7.68 
2010-11 60.53 3.29 77.57 5.43 
2011-12 77.57 3.49 76.17 4.50 

As seen from the table above, the closing balance fi gures do not agree with 
the figures of opening balance and collection in any of the five years 
furnished by the Department. Therefore, the Department should reconcile 
the figures and furnish correct data. However, assuming the closing 
balance figures furnished by the Department to be correct, the percentage 
of co llection of arrears was highest during 2008-09 and thereafter it 
recorded a sharp fall in the rate of its co llection. 

We recommend that the Department may take remedial measure for 
improving the collection of arrears of revenue. 

3.4 Cost of Collection 

The gross collection in respect of stamps and registration fee, expenditure 
incurred on collection and the percentage of such expenditure to gross 
collection during the years 2009-10, 2010-11 and 2011-12 along with the 
relevant All India average percentage of expenditure on collection to gross 
collection for the respective preceding years were as fo llows: 

\'car Gross Expenditure on Percentage of cost of .\II India a\'Crage 
collection collection collection to gross percentage for the 

(~ in crorc) collection preceding~ car 

2009-10 2,650.17 53.18 2.01 2.77 
2010-11 3,554.48 53.52 1.51 2.47 
2011-12 4,644.46 58.70 1.26 1.60 

The table above indicates that the percentage of cost of collection to gross 
collection was less than the All India average percentage for the preceding 
years. 

3.5 Workin of Internal Audit Win 

The objective of an IA W is to have a deterrent and reforming effect in the 
direction of prevention of mistakes and to play a corrective role by 
pointing out mistakes and ensuring remedies without loss of time. 

Mention of absence of IA W in the Department was made in the Report of 
the Comptroller and Auditor General of India (Revenue Receipts) for the 
year ended 31 March 2010 and recommended that the Government 
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expedite the setting up oflAW in the Department. H was also reiterated in 
our201 Q:..11 Report. Despite this, there was noIAW inthe Department as 
of October 2012, thus leaving it vulnerable to the risk of control failure. 

m:·.£JJlii~m:mJ~:~rn~r1··· 
During the fast five years, through our. Audit Reports, we had pointed out 
non/ short· levy, non/shmi: realisation and loss of revenue, etc. with revenµe 
implication of~. 354.54 crore in 26 paragraphs. Of these, the Government/ 
Department had fully/pardy accepted audit observations in 19 paragraphs 
involving~ 302~75 crore and since rncovered ~ 68 lakh. The·details are 
given in the following table: 

Out of the amount of~ 325.83 crore included in the Audit Report of 
2008-09, an amount of 260.76 crore. pertains to ·Performance Audit on 

·'Levy and collection of stamp duty and registration fees' which was 
accepted by the department · · · · · 

As seen ·from the above tabfo, the recovery made· by ·the Department is 
oiily 0.22 per cent of the amount involved in the total accepted cases. 

. . . 

We conducted a ~est check of the records of163 offices of the Stamps and 
Registration Department during the year 2011-12, which revealed evasion, 
non-realisation, . short levy of stamp duty and · registration fee, etc. 
amounting to.~. 5.66 crore in 993 cases, which fall under the following 
categories: 

Out of the amount . mentioned above, the · Department accepted 
underassessment of~ 56 fakh in 18_1 cases pointed out in audit during the · 

Indicates the amount of acceptance and recovery. in respect of individual cases 
included in the respective paragraphs. · 
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N~: biforrnation ; System . (is) Audit J~s co~ducte~ by Department of .••. 
; : Stamps a11d Registration (DSR} evt?n after a lapse pfeighfyear~ since the 

claty:~ qf comP,ttterisation, The. provi~ion for )S.)\udit was· neither' 
.· .. . .· c;oµt_e!Jlpl_ated'in);the· doc;:uiilerit :~softwar~ Reql1rremeniSpecificatfon (SRS)" · 

• . . . riof was any d~p·~rtmental i~s~nictiori ISS~ed i1,1 thi~ regard. . 
· · .: . ·· . ·. . .·. · -. · · ·· · . ·.. · (PairmgirmplhlJ~~.~~JL) 

: ·. - . t·: . ' - ·.- -_ '·., ' : . ·: - . . . .. -- ·. ·-~- i " -' ' ,_::\: : ~ .: :· -.:. ·-· . '".- . -

. Un;der KAVERI .system,. there was no_ lateral conne¢tivity acrossethe Sub-
.. Registrars' offic.~s: The·._consolidated;in,fonnatiori. relatirig' to.-;the total .. 

. m1wber. of Qocumel}.tS. registered~ anioprit of stamp .. duty and registration ' ·. 
· · -~ .·- fee c~ll~cted ·and other r~c~veries made.-ill.the. State in a day was not 

.• av~il~ble ip. th~ system~ . 
. -,., 

.. _Th~ legacy di;ifaffias riot been digitised s~ far and"i11 the. absence pf legacy 
· · . data,\ the Department of Stamps .· · arid Registratiqn could not issue··.· 

·. Encumbrance Ceftificate (E(2foiithe sairle'day as stipuli~ted iD:th,e website .. 
,._ · .. -,··- ·. -;. - .... 

. . . · {l{l'air~giraplh1 ~JUt3) . 

, •- Th~re was n() ;~odule ··for genetatiofI ·~f tokens. ,.ill the sofbvare to ·. 
systematically :deal with the requirements o:f the members of the ptibHc 
visiting SROs. .. . ·· · · . · ' .· .. ·· ·· · ·. · ·. 

; . , .(JPairag_ir_ap~,3~~t9o1) · 
; i:' 

. KAVERI· systew, does not~ave ·a prcjvi~ion .for pn~se11tafion · ofdocµments 
onli:i:ie for examin.atiOn, valuation and· d~terminatibii of duty aridJees: The . 
I(AvERf website.has- an.interface in Engli~h -onlyang not in Kannada. Tlo.e .· · 

. Katnataka~Registration (])eed Writers' .Licence) Rules;.1978 framed under 
th~i'Registratioii Act, 1908 was not provided ill the ~ebsite. - -· .. · · 

' I 
·-i·· ·-1"-

- The irnplem~iitation, · of fogical access controK.1ike user' n~m~s and' .. 
. pa~~words by the DSR was ·not foungin tuife with~·business practiees 

nedessary .··. to·· e~sure ·authorisation reqµirements · atid · · establishment_. of 
. . accountability ' I : 

- ;. _.· -

Thee business ritles Hke:d~11otation of duty, rejection oLcfo~uments; ·. 
registration of property. notified for riOil"fegistratioir; valuation of lease. 
de~ds etc. were riot mapped in the systein: · · · · ·. ' -

.,. ;;'; 

It;~s ~oticed'.i~1 the .'Prop~rty:Master' 1t!lble th~t 56per.cent o±:',the data· 
wai redundant .. This resulted in unne'cessaiy wastage of data storage . 
capaCity'. . . . ·• 

. :(lParagirap~ 3,8,l2oJl) 
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In the test checked SROs, we noticed that due to incorrect data entry 2,428 
out of 15,116 incomplete docunients were not qualified as pending. This 
had resulted in duplication of payment details .. Besides, we found 
incomplete/incorrect entries iil the 'PersonDetails' table of the marriage 
registration iµodule. 

.(Panraigirnph 3.8.12.2) 

Cross verification of the data from 'DocumentMaster'. with 'ScanMaster' 
tables in two SROs revealed that 2,841 extra pages were scanned for 
which no receipt was generated and no payment on this was made into the 
Government account. This resulted in short realisation of revenue of 
~ 86,310. 

(Pmnngiraiplhl 3.8.14) . 

In SRO Tumkur, we found shortage of computers and peripherals that 
affected the service delivery in the . system. We also found that, though 
kiosks were installed in the SROs, these were not found working in any of 
the offices test checked. 

(Paiirngiraqph 3.8.15) 

. KA VERI has the provision for generation.ofthe reports required to be sent 
by SROs to the higher authorities. Though the reports are generated, their 
figures were not correct, with the result, SROs prepare t.he reports 
manually for submission to supervisors. 

(Paragraph 3Jt16) 
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3.8.1 1'.'JTRODUCTION 

The Government of Karnataka (GoK) embarked upon a scheme of 
computerisation on the activities of the Department in 2002. The aim of 
the computeri sation as stated by the Department of Stamps and 
Registration (DSR) was to make the process of registration speedy, s imple, 
transparent, accountable and to build in2 market va lue inte lligence. The 
work of the computerisation was assigned to the Centre fo r Development 
of Advanced Computing, Pune (C-DAC3

). It was appointed as a technical 
solution provider by the Inspector General of Registration (IGR), to design 
and develop the application software for the DSR. This application system 
was named as Kam ataka Valuation and e-Registration (KA VERI). An 
agreement to th is effect was entered into by DSR on 25 July 2002 and a 
document entitled "Software Requirement Specification" (SRS) was 
endorsed by the GoK, DSR and C-DAC. The purpose of this document 
was to lay down the functionality expected by the user of the system and to 
help DSR to review the requ irements and propose changes or 
enhancements if necessary. 

The C-DAC developed the KA VERI application suite and implemented it 
in a ll the Sub-Registrar Offices (SROs) and District Registrar (DR) offices 
in Karnataka with effect from August 2004. The software developed by 
C-DAC had nine modules : Registration Module, Valuation Module, 
Reports Module, Vendor Management System, Util ities Module, Societies, 
Firms and Marriage Registration Module, Scan-Archival Module, Data 
Transmission Module and Website. The stamp duty and registration fee 
are administered by the regulations framed by Central and State Laws. 
KA VERI was developed in light of these Acts and Ru les. 

3.8.2 Or 1anisational Sctu 

The DSR is headed by the Inspector General of Registration (IGR) who is 
also designated as the Commissioner of Stamps and Chief Controlling 
Revenue Authori ty. He is under the administrative contro l of Principal 
Secretary to the GoK, Revenue Department and is assisted by three Deputy 
Inspectors General of Registration (DIGR) and three Assistant Inspectors 
General of Registration (AIGR). At district level, there are 34 District 
Registrars. There are 242 SROs at the taluk level headed by Sub­
Registrars who are responsible for registration of documents under the 
Registration Act, 1908. The responsibili ty of implementation of 
computerisation in DSR is entrusted to an AIGR, designated as AIGR 
(Computers). 

2 to embed market value intell igence in the system permanently for future use and 
reference. 
3 a scientific society under, the Ministry of Communication and Information Technology, 
Government o f India. 
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3.8.3 Audit Ob· ecti\'es 

We conducted a Perfonnance Audit with a view to ascertain whether: 
1. the process of system development was with systematic planning 

and adequate assessment of operational requirements; 
2. the computerisation has ensured effective, economical and efficient 

administration of registration processes and achievement of the 
aims of the Government; 

3. the organisational and application level controls are in place to 
effectively safeguard information system assets; 

4. the system meets with the requirements of the relevant Act and 
Rules and appropriate application level controls have been 
established to ensure confidentiality, integrity and availability of 
data; and 

5. appropriate controls are in place to ensure continuity of business in 
the event of loss or damage to resources. 

3.8.4 Audit Criteria 

The audit criteria are derived from the following Central and State Laws 
and the Rules and notifications issued thereunder to govern levy and 
collection of stamp duty and registration fees. 

1. The Indian Stamp Act, 1899 
2. The Registration Act, 1908 
3. Karnataka Stamp Act (KSA), 1957 
4. Karnataka Stamp Rules, 1958 
5. Karnataka Stamp (Prevention of under valuation of instruments) 

Rules, 1977 
6. Karnataka Registration Rules, 1965 
7. Information Technology Audit Manual issued by SAI India 
8. System Requirement Specification (SRS) 

3.8.S Seo e and reasons for selection of .\udit 

The performance audit was conducted by us from February to August 
2012 for the period from August 2004 to March 2012. The audit was 
conducted in the Office of the IGR. Besides, six SROs were selected for 
test check. The SROs were selected on the basis of the maximum number 
of documents registered during the period covered by audit. 

The computerisation of DSR had been in operation for about eight years. 
Since DSR is the third highest revenue earning department under the 
Government of Karnataka, we felt it was appropriate to conduct a 
performance appraisal of computerisation in the department. 
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We selected the• en~ire database ::of the offices selected for test check: Data 
analysis was done using Computer Aided Audit Techniques (CAATs).with' 
SQL and IDEA. We also checked.the records including assessment 
re:coigs that related to. computerisation. We •·conducted . an· Entry 

. · Conferencewith the representatives of the GOK andDSR in May 2012.in 
which objectives, scope and methodology of the performance' audit were 
exp fained al1d discussed with them whlle performing the audit: Copi¥s of 
the· draft pet:(oimance audit report were. forwarded fo the Government and 
to theDSR . ,, , . 1 , . . . 

An Exit Conference was held in Sept~mber2oii.· The Government siide 
· ·· ~was represented by a team of officers: headed l>y the Secretary, Revenue 
. · Department , and DSR was . represented by .·· IGR In addition, a 

representative from C-DAC was.also present in the conference. The replies 
reC.eived duririg the Exit· Conference and at other point of time have been 

·. appropriately cQmmented in the rele~ai1t paragraphs of the Report. The 
reeorrnneiidatfons were discussed and accepted by the pepartmen.t 

We acknowledge the co-ope~ation extended by IG:R, st~te. unitof C-DAC 
team engage,d in the. maintenance of the system and staff of SR Os visited, 
in providing ne'cessary inforination and records for audit including access 
to the system. · · · 

.J.8.8.1 Information System Audit ' 

. T1?;e document 'Soft\Vare Requirement Spedfication (SRS)' en~isaged that 
it would .help the DSR.to review its· requirements ·so , that changes and 
erihancements if necessary could be proposed. However, we foul1d that no 

·Information System Audit was conduc~ed by DSR.despite a lapse of eight 
years since . the date of computerisation:• . The provisfon for IS Audit was 
·neither made .in.the SRS.nor any departmental·instruction was issued in 
thi~ ·regard. we i have found a number of deficrehcies •which could have 

· been avoided had ·IS Audit been put in place by .the DSR These · 
deficiencies are mentioned in the subsequent paragraphs, 
. . . . ·, ' \ ., 

After this was pointed out~ the DSR accepted the audit contention and 
· · .stited that the ·KA VERI system is proposed to be upgraded and .. new 

software called.New Kaveri Software Project (NKSP) is being, developed. 
A :proyision for IS audit will be made mandatory in NKSP. 

' : -· '· . ··- . 
. . I • . . .; ' .'.< .. ·.·• • . 

3.8.8.2 · ' . :A:bsen·ce of lateral c9*nectivitybetween the SR Os 

·. Under KA VEI~J' system, th~re is no lat~ral. coll11ecttvity across.the SR Os. 
Each .SRO iri, the State has· an independent server. As such information 
relating to the total number of'docmnehts registered,. amount. of stamp duty 
and registtatioq fee collected.· and oth~r recoveries . made . throughout the 

· .. State iri a day was not availa~fo in the system. Besides, due to abserice of 
. . . - ·-.._-~ -· -·-. . . ' . 

53 



A udil Report (Revenue Secto1) for the y ear ended 31 March 2012 

interlinking, documents registered in one SRO could not be traced in other 
SR Os. 

3.8.8.3 Entry of Legacy Data 

Article 3 of the software development 
agreement provided for entrusting 
'scanning and archiving of old documents' 
in addition to 'computerisation of the 
registration department' to C-DAC. One of 
the aims of computerisation as mentioned 
in the website of DSR was issue of 
Encumbrance Certificate (EC) on the day 
it was applied for. 

The aim of giving EC 
on the same day cannot 
be fulfilled unless 
legacy data is entered 
into the system. The 
Chief Secretary, in a 
meeting held on 8 
March 2003, had 
instructed for 
digitisation of legacy 
data of the last 12 years 
within six months from 

the date of commencement of the computerisation, so as to enable 
generation of ECs for citizens. However, we noticed that the legacy data 
has not been digitised so far. 

In the absence of legacy data, the DSR has failed to provide this service to 
citizens. Scrutiny of the EC Register revealed that the average time taken 
to issue EC was about 13 days. Thus the aim of the DSR for issuing the 
EC on the same date has not been fulfilled even after a lapse of eight years 
from computerisation. 

The DSR stated that proposal for digitisation of legacy data is under the 
consideration of the GoK, and on its approval the work will be undertaken. 
However, the reply did not indicate the type of approval that was required 
for digitisation of legacy data. 

We recommend that Government/DSR may take necessary steps to 
ensure that an information audit system is put in place, the SROs are 
inter-linked and legacy data is entered into the system on top priority 
to enable fast and efficient EC issue. 

3.8.9 Accountability. Transparency and Citizen Empowerment 

3.8.9.1 Token Module 

The objective of the Government was to make the process of registration 
speedy, simple, transparent and accountable. For this purpose, the SRS 
stipulated that a token sheet would be generated by the computer using 
computerised token system for general public. This would reduce 
unnecessary crowd gathering and waiting for long hours in SROs. 
However, we found that there was no module for generation of tokens in 
software. Consequently, tokens could not be generated through the system. 

After this was pointed out, the DSR stated that even though the token 
system was introduced, it was not being followed in some of the SROs due 
to operational reasons. The contention of the DSR is not correct as these 
tokens were generated manually. The software does not provide for the 
module. The IGR stated that there are plans to implement the updated 
' Online Token System' as part of the proposed NKSP. 
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3.8.9.2 Refusal and Withdrawal procedures for documents 

Section 7 I of the Registration 
Act, 1908 stipulates that a Sub­
Registrar refusing to register a 
document shall make an order of 
refusal and record his reasons 
for such order and endorse the 
words "registration refused" on 
the document. 

only in nine cases. 

We found that though Section 71 
of the Registration Act was 
mapped into the system, provision 
for necessary judicial orders 
required for refusal were not 
provided in the system. Our test 
check in six SROs revealed that in 
122 cases, registration of 
documents was refused. But 

reasons for refusal were recorded 

After this was pointed out, DSR accepted the fact that the present software 
does not incorporate the necessary judicial orders required for refusal or 
withdrawal. However, the observation will be taken note of and attempt 
will be made to incorporate the same in the proposed NKSP. Recordi ng of 
reasons for refusal will be made mandatory and action will be taken to 
incorporate withdrawal re lated controls in the current software itself. 

Similarly, in 52 out of 54 cases, the willingness of the parties withdrawing 
from the registration process was not found on record. 

The above facts indicate that there is a need fo r constant monitoring to 
ensure that the system works effi ciently and effectively. 

3.8.9.3 Online appointment and document presentation 

The system in vogue needs physica l presence of executants and claimants 
before the SROs at each and every stage. KA VERJ system does not have a 
provision fo r presentation of documents onl ine for examination, valuation 
and determination of duty and fees by the DSR. There was no plan for 
providing the faci li ty of onl ine presentation/appointment or complaint 
redressal in the SRS. However, similar fac ilities are available in the 
website of the Department of Registration, Government of Maharashtra. 

After this lacuna was pointed out, the DSR stated that prov isions for 
implementation of online appointment, speedy completion of registration 
process without requi ri ng the presence of the parties and online compliant 
redressal mechanisms would be incorporated in NKSP. 

3.8.9.4 KA VERI website 

It was envisaged in the SRS that the website will contain updated 
information about valuation rules, rate charts, guidelines etc. It was 
required to be an information centre for the masses. 

• Non-updation of website 

Our scrutiny revealed that though the website contained information about 
valuation rules, rates etc. open to the public, yet the same was not being 
updated regularly. A few instances are mentioned below: 
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1. Schedule of rates in KS Act: A few amendments like clause (f) under 
Article 54 of KS Act were omitted with effect from 1 April 2011. A 
provision relating to joint development agreement was inserted with 
effect from 1 April 2012 under Article 41. Both these changes are not 
updated in the website. 

2. Changes in the registration fees of licences, agreements, power of 
attorney etc. were made vi de GoK notification dated 29 March 201 1. 
These changes have not been made in the website. 

After this was pointed out, the DSR accepted that there is a need for 
putting in place a proper mechanism for regular and accurate updating of 
the website. 

• Non-availability of interface in vernacular 

KA VERI has an interface in both Engli sh and the local language Kannada. 
But the website provided has an interface only in English. 

After this was pointed out, the DSR accepted absence of local language in 
the website and stated that action wi ll be taken to provide an interface in 
Kannada and all the information would be made available to the masses in 
Kannada also. 

• Deed writers' fees 

The Kamataka Registration (Deed Writers' Licence) Rules, 1978 framed 
under the Registration Act, 1908 provides for maximum fees payable to 
deed writers. This information is not provided in the website. Such 
information is avai lable in the websites of other states like Kerala. 

After this was pointed out, the DSR stated that it will publish the 
maximum fee to be paid to the deed writers as stipulated by the Deed 
Writers' Licensing Rules. Other features will be incorporated as part of the 
proposed NKSP. 

We recommend that a token module system may be introduced, 
the website may be updated regularly and made available in 
vernacular. 

3.8.10 Deficiencies noticed in Information S\'stcm Sccurit\' 

Access controls in an application 
system ensure security of data and 
integrity of the entire system by 
implementing a partitioning of 
information resources and 
processes and restricting privileges 
of access or modification based on 
the jurisdictional relations existing 
in the DSR. 

It is observed, however, that the 
implementation of logical 
access controls like user names 
and passwords in the DSR were 
not in tune with business 
practices necessary to ensure 
authorisation requirements and 
establishment of accountability. 
The deficiencies are brought 
out in the following paragraphs. 

4 Clause (f) under Article 5 deals with agreements relating to construction, development 
or sale of property stipulating joint possession or sale (Joint Development Agreement). 
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• Deactivation of dead accounts: Deactivation of accounts of 
transferred/retired officials was not done. We found in the 'UserR.ights' 
table that accounts of 25 retired/ transferred officia ls in SROs Tumkur 
and Varthur were sti ll acti ve. 

• Administrative privileges: Admi ni strative privileges and authority to 
finali se registrations was required to be available only with the 
Sub-Registrars under the KS Act. We noticed in SROs JP Nagar, 
Tumkur and Varthur that in 15 cases the privilege was given to clerks. 
Thi s indicates that designation based j urisdictional levels are not 
incorporated into the design of the system. 

• UserRights table: We found 11 instances where a single user was 
utilising more than one account in Mysore (North), Tumkur and 
Varthur SROs. 

• UserLog table: Our analysis showed that a total of 44,9 1,382 separate 
actions were performed by the users. Of these, the names of the users 
were not captured in 62.50 per cent i.e. 28,08,775 actions. In 
13,37,449, 1,38,35 1 and 60,938 cases, actions were performed under 
the user names 'SRO', 'USER ' and 'TEST' which were general and 
cannot be traced. 

The facts above ind icate that accountability provisions are absent in the 
computerised environment and no trail of actions by individual 
operators/employees is available. 

After this was pointed out, the DSR accepted the audit observations and 
stated that the policy to restrict single user to single login does not exist 
and agreed to take appropriate actions in consultation with C-DAC. 
Deactivation of accounts of retired/transferred employees will be 
implemented. The DSR also stated that it w ill put in place clear guidelines 
to prevent use of same account by many users. 

We recommend that the DSR may implement logical access controls 
like user names and passwords in tune with business practices 
necessary to ensure authorisation requirements and establishment of 
accountability. 

3.8.11 '.'jon-'.\la > ins of Businl'Ss Rules 

3.8.11.1 Denotation of Duty u/s 16 of the Karnataka Stamp Act 

As per Section 16 of the 
Kamataka Stamp Act 1957, the 
stamp duty payable on an 
instrument is adjustable against 
the duty paid on another 
instrument executed earlier if the 
latter is dependent on the former. 

As per Explanation II under 
Article 5(e) (agreement to sell 
w ith/without delivery of 
possession of property or relating 
to mortgage), 41 (e) (GPA for 
consideration or coupled with 
interest) and 41 (eb) (GPA with 
consideration), the stamp duty 
paid on the instrument shall be 

adjusted towards the total duty leviable on an instrument of conveyance or 
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mortgage executed subsequently between the same parties. This business 
requirement has not been mapped in the KA VERI application system. 
Non-mapping of these rules has resulted in escape of stamp duty and 
registration fee mentioned in the Comptroller and Auditor General's Audit 
Reports5 from time to time. 

3.8.11.2 Deemed delivery of possession of propery 

As per Explanation I under Article 
5, "when a reference of a GPA 
granted separately by the seller to 
the purchaser in respect of the 
property is made in the agreement" 
then "the possession of the 
property is deemed to have been 
delivered" and duty is to be levied 
at conveyance rate. Thus, it is 
necessary to draw a reference from 
the previous registrations of a 
property in order to prevent 
possible evasions of stamp duty 
and other levies. 

We found that two instruments 
pertaining to the same property 
were executed at two places. 
One was executed at SRO, 
Malleswaram as an agreement 
for sale 6 while the other 
instrument in the form of GPA 
was registered in SRO, 
Hebbal7. The two instruments, 
if taken together, were liable to 
stamp duty at the conveyance 
rate. But stamp duty was levied 
at the nominal rate prescribed, 
without invoking the 
explanation stated above, thus 
resulting in short levy of stamp 
duty and registration fee of 

~ 11.65 lakh. This happened because the SROs are not interlinked and 
mapped accordingly. 

The DSR intimated that it bas initiated the facility to register a document 
in any SRO within the jurisdiction of the same DR, (Anywhere 
Registration), and is contemplating extension of the same facility within 
the entire State as well. However, the reply was silent about the recovery 
in this case and mapping of the provision in the software. 

3.8.11.3 Non-registrable property 

As per Section 22A of the Registration 
Act, the State Government may, by 
notification in the Official Gazette, 
declare that the registration of any 
document or clause of document is 
opposed to public policy. 

The GoK issues from time to 
time notices identify ing 
properties, the registration of 
which 1s against public 
interest. The software, 
however, has no provision to 
accommodate this data and 

the identification of such properties among those brought for registration 
has to be done manually. 

5 Para No 5.8.1.1, 5.8.1.2 of Audit Report 20 10-11 and Para 3.9.1.1 , 3.9.1.3 of this Report 
6 document No 1542/11-12 
7 document No 299/10-11 
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3.8.11.4 Valuation parameters 

The KS Act stipulates that for a property 
involved in a transaction of sale, gift etc, 
stamp duty should be computed on the 
market value of the property (which is the 
higher of the guidance value determined by 
the Central Valuation Committee (CVC) or 
the consideration made out in the 
document). The Guidance Value of the 
property is determined or revised 
periodically by the eve constituted by the 
department. 

The gu idance values 
indicating the value and 
location of the property 
were mapped in the 
KA VERI software. 
There are additional 
parameters mentioned 
m the instructions 
attached to the 
guidance values like 
kind of land, use etc. 
which were not mapped 
in the system. 

In the test checked SROs, software was not made use of in registration of 
2,79,987 cases. It was being done manually due to absence of additional 
parameters in the system. Further, in 766 cases, the assessments were 
made through software but the valuations generated were fo und less than 
manually calculated. This was again fou nd due to absence of the 
additional parameters in the system. Thus, it would be seen from above 
cases that manual intervention was necessary. 

After this was pointed out, the DSR stated that the latest patch of the 
application system has already addressed this deficiency and the valuation 
made by the system shall be made mandatory. 

3.8.11.5 Non-mapping parameters of lease deeds 

As per Article 30 of the 
Schedule to the KS Act 1957, 
stamp duty on documents 
relating to lease of moveable or 
immoveable property is 
dependent on the amount of rent, 
deposit or advance as well as the 
purpose (residential/commercial) 
of lease, the period of lease, 
whether in pursuance of an 
original agreement to lease, 
whether executed in favour of 
family members etc. 

Article 30 of the Schedule to the 
KS Act has not been mapped in 
the application. The stamp duty 
is being worked out manually. 
Further, since the system does 
not capture data relating to these 
determinants, the processing is 
amenable to adm inistrative 
oversight. 

After this was pointed out, the 
DSR replied that even though 
the present system has provision 
to receive the relevant 
parameters, these are not saved 
in the database. This will be 

provided in NKSP. The reply furnished by the DSR is not correct, as the 
rule has not been mapped in the system and operations are being done 
manually. 
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3.8.11.6 Fine for delayed presentation of documents 

Section 23 of the Registration Act, 
1908 stipulates that documents other 
than ' Wills' should be presented 
within 4 months from the date of 
execution and in cases of delay, the 
same may be registered on approval 
of the Registrar on collection of a 
stipulated fine (Section 25). 

We found that Section 23 of 
the Registration Act has not 
been made mandatory in the 
system. This could be done by 
introducing a validation contro l 
refusing registration after four 
months unless approved by the 
Registrar and inserting the rates 
of fi ne in the system. 

We found that in 12 cases the 
instruments were presented 

after a lapse of four months. These were liable to be rejected but were 
registered without any approval and collection of fine. 

After this was pointed out, the DSR stated that th is will be addressed in a 
proposed enhancement to the system and compliance will be submitted in 
due course of time. 

We recommend that the business rules like denotation of duty, 
rejection of documents, registration of property notified for 
non-registration, valuation of lease deeds etc. may be mapped in 
the system. 

3.8.12 Data lnte ritv 

3.8.12.1 Redundant data in 'PropertyMaster' 

We observed in the 'PropertyMaster' table that a default entry was created 
which got repeated along with every correct entry. Thus 50 per cent of the 
data was redundant. i.e. out of 1,09,373 records, 52,974 were redundant 
entries. The huge volume of junk records created in tbe database resulted 
in unnecessary wastage of data capacity. 

After this was pointed out, the DSR accepted the fact of existence of 
invalid entry and assured to take necessary steps in modifying the 
application. 

3.8.12.2 Mistakes due to duplicate data entry 

KA VERI provides for assigning pending 
status in respect of incomplete/unfinished 
transactions. This status enables the SRO 
to retrieve the data presented for 
registration and thus prevents duplication 
of data. For this purpose the data entry 
operators are required to qualify such 
entry as 'pending' . 

In the test checked 
SROs we noticed that 
2,428 out of 15,116 
incomplete documents 
were not qualified as 
pending. This had 
resulted in duplication 
of payment in 7 64 
cases involving ~ 9.54 
crore, each of which 

had entry of two demand drafts/pay orders i.e. one Demand Draft was 
entered twice. One of these was created due to duplication because of 
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incomplete entry. _This contributed to overstatement of revenue collection 
statement genera.ted by the software by ~ 4.05 crore .. 

3.8.12.3 Absence of valllidation control 

. In the 'StampDetails' table we found, in one SRO, Pay Order No.936588, 
dated 6 November 2009, drawn on IDBI, Bangalore, for~ 1.30 lakh was 

· recorded as presented in payment for two different documentS viz. 
document ·. nos1

• JPN-1-03876-2009-'10 and JPN-1-03878-2009-10. 
Subsequent verification in field, however, revealed that this arose due· to 
an error in entry of DD particulars and both the amounts have been 
separately realised. This could have been prevented had the validation 
control been installed. 

3.8.12A- . · Mar:rfage iregist:ration ~od.ule 

Our analysis of the 'PersonDetails' table in the mamage registration 
module revealed the following data entry errors: 

g The field for capturing names of brides and grooms in the marriage 
registration module of KA VERl contains irrelevant entries like 
'dsd~df, · 'jhgj ', 'rtret' et~. 

ei Further,-in four test checked SEDs8
, essential details like mother's 

and father's names, permanent address, sex, marital status, date of 
birth, occupation etc were not captured in 8,479 entries out of the 

· , totalof 31,029. Recording of data in these fields was essential and 
the possibility of incorrect issue of marriage certificates could not 
be ruled out. 

® We further noticed several instances of duplication of names of the 
. brides/grooms in the database. Qn verification; it was found that 
the system does not provide a facility for party verification and . 
certification. As a result, when the certificate is printed and issued, 
if the parties notice material errors in the document; there is no 
opti9n in the system· other than making a fresh registration resulting 
in the same names being entered ,again. 

11 Out . of 42,849 entries in the database of one SRO 9 capturing 
endorsement information, 3,161 did not represent the real name of 
the officer managing the marriage. This indicates absence of 
provision to develop trail from login identity of the officer-in­
charge. 

The DSR in its reply stated that the pre_sent system will be upgraded to 
introduce input controls and validation to mandate entry of essential data, 
eliminate errors and to automatically record the officiating officer 
information. 

9 
SROs JP Nagar, Varthur, Tumkur and Mysore North 

. SRO Varthur 
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3.8.12.5 Mistakes noticed in Property number details table 

This table is important for conducting search operations of the properties. 
However, our comparison of the 'PropertyMaster' table with this table 
revealed that in 99 instances, details of properties were not fed in the table. 
Thus correct ECs could not be issued by the concerned SROs in these 
cases. The two tables were also not linked. 

After this was pointed out, the DSR stated that necessary action will be 
taken to incorporate the uniqueness constraint in the system. 

Further, we noticed that in 24,288 cases the survey number of the property, 
one of the important property identifier, was not fed into the computer. 

3.8.13 Reconciliation of ECs issued and fee aid 

We noticed that 'ReceiptDetails' table (for fee co llection) was not 
integrated with 'ECcertificateMaster' (for issue of ECs) with the result that 
the certificates issued and fees collected could not be reconciled at the end 
of the day. We cross verified the deta ils of the two tables and found that 
1,66, 142 certificates were issued by the test checked SRO. Accordingly, an 
amount of~ 2.61 10 crore should have been collected against~ 31.71 lakh 
mentioned in the 'ReceiptDetails' table. 

After this was pointed out, the DSR stated that the anomaly arose due to 
searches conducted in exempted cases like searches for Government or 
Court purposes. Further, it added that a new software called "Anywhere 
EC", for issue of EC was being developed that would address this audit 
observation. 

3.8.14 Collection of ser\'ice char es on scan archi\'al 

The 'KA VERl' software provides for computation of number of pages of 
the document to be scanned and generates a receipt for service charges. 
The service charge for each page is~ 30 out of which~ 15.50 goes to the 
BOT partner in Bangalore and ~ 22.50 to the BOT partner at other places. 
The software generates a receipt for scanning of the documents and 
permits scanning of up to two extra pages, if required. But no receipt is 
generated for the extra pages. 

We found on cross verification of the data from 'DocumentMaster' 
(particulars of registered documents) with 'ScanMaster' (details of 
scanned pages) tables of two SR Os JP Nagar and V arthur that 2,841 extra 
pages were scanned for which no receipt was generated and no payment on 
this was made into the Government account. The service charges 
amounting to ~ 86,3 10 were liable to be collected which included 
Government share. 

After this was pointed out, the DSR stated that the discrepancy between 
service charges collected and amount paid to BOT partner will be 
examined and suitable solution to eliminate the same will be devised. 

10 The rates for issue of EC are ~ 30 for the first year and~ 15 for every additional year 
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3.8.15 '.\1aintenance of Service Levels by Designated BOT 
Vendors 

As per the terms and conditions of service 
level agreement entered between the DSR 
and BOT operator, the operators were 
required to provide all the hardware 
required to meet the desired and specified 
service standards at the specified locations 
and regularly maintain the hardware at 
predetermined standards. However, the 
predetermined standards were not 
determined. The BOT partner was also 
required to install kiosks. 

The DSR adopted the 
BOT (Build Operate 
Transfer) mode for 
implementation of 
computerisation. However, 
administrative controls 
necessary to ensure that 
the third parti es maintain 
service levels appropriate 
to the service charges 
collected from the public 
fo r this arrangement have 
not been put in place. 

We found that in SRO, Tumkur ten computers were requ ired, seven were 
supplied by the BOT vendor, two were taken on donations and still there 
was shortage of one computer. Further, the SRO intimated on 8 August 
201 2 that three Uninterrupted Power Supply (UPS) machines were not 
having backup for more than five minutes. Thus, this affected the service 
delivery in the system adversely. 

We also found that, though kiosks were insta lled in the SROs, these were 
not found working in any of the offi ces test checked. 

After this was pointed out, the DSR stated that it has embarked on a 
practice of imposing penalties for service failures from July 2010. As 
regards kiosks the DSR stated that due to work load, the components of the 
kiosks had to be used for supporting systems, (i.e. in other computers) 
involved in registration of documents. Thus, the fact remains that the BOT 
model has not delivered its desired results. 

In the Exit Conference, while expressing his reservations about suitability 
of the BOT model the Secretary accepted that Service Level Agreements 
(SLA) for determining standards of performance etc. were not entered into. 

We recommend that 

• the DSR may establish a mechanism to monitor and ensure 
that the service delivery by third party service providers are as 
per the requirements stated in the contracts and 

• the existing automated kiosks may be made functional and 
kiosks installed in every SRO. 
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orts for 

The SROs submit consolidated reports of every month, every quarter of 
the year and every year to DR office. The DR office consolidates the 
reports for the whole di strict which are further consolidated at IGR's office 
at the state level. 

KA VERI has the provision to generate the reports required to be sent by 
SROs to the higher authorities. Though the reports were generated, their 
figures were not found correct, with the result that the SROs prepare the 
reports manually for submission to higher authorities. We also cross 
verified the KA VERI reports with manual registers and found that the 
figures of the two reports did not reconcile as shown in the following 
tables. 

2007-08 21,888 23.12 20,359 22.23 1,529 0.89 4.00 

2008-09 17,749 22.65 16,237 19.92 1,5 12 2.73 13.70 

2009- 10 19, 126 14 .33 17,333 13.80 1,793 0.53 3.84 

2010- 11 17,238 19.96 14,360 17.50 2,878 2.46 14.06 

2011-12 24,484 31.59 22,022 29.37 2,462 2.22 7.56 

Total 1,00,485 11 1.65 90,3 1 l 102.82 I0,174 8.83 8.59 

2007-08 2 1,888 3.68 20,359 3.33 1,529 0.35 10.51 

2008-09 17,749 3.45 16,237 3.25 1,512 0.20 6.15 

2009-10 19,126 3.21 17,333 3.03 1,793 0.18 5.94 

2010-1 1 17,238 3.54 14,360 3.44 2,878 0. 10 2.91 

2011-12 24,484 5.54 22,022 5.35 2,462 0. 19 3.55 

Total 1,00,485 19.42 90,31 1 18.40 I0,174 1.02 5.54 

After this was pointed out, the DSR stated that the discrepancies arose due 
to issue of manual receipts, which sti ll continue due to shortage of 
computer systems. However, this is not the only factor as we have noticed 
other factors like non-segregation of denoted amounts, duplication of 
stamp duty and registration fee, duplication of stamp duty in cases where 
registration fee is collected in instalments etc. as discussed in the earlier 
paragraphs. 
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We recommend that the DSR may take immediate action for 
generation of verified reports to be submitted to the higher authorities 
so that proper monitoring of work is done at each level. 

3.8.17 Additional payment over and above the terms of 
a reement 

As per Para 2.1 of the SRS, one of the broad deliverables expected from 
KA VERI software was encumbrance search certificate generation (ESCO). 
The DSR had paid ~ 1.10 crore for development of KA VERI application 
software which included ESCO. 

Scrutiny of the records revea led that C-DAC has made a separate 
additional charge of~ 15 lakh in July 2004 for development of software 
related to encumbrance certificate. The expenditure incurred was incorrect. 

After we pointed out, the DSR replied that the amount paid to C-DAC was 
for the development of 'EC Data Entry Software', developed separately 
for entry and digitisation of data in legacy records pertaining to the pre­
KA VERI period. The reply furnished is not correct as the ESCO contains 
EC Data Entry software also. As such no additional payment should have 
been made. 

3.8.18 Monitorin 1 of staff of C-DAC aid h DSR 

The DSR further entered into a maintenance agreement in May 2005 with 
C-DAC. In the said agreement vi.de Article 20.3, C-DAC was to provide 
the services of four engineers; of these, one was to be stationed in the 
office of the IOR and the remaining three were to be stationed in C-DAC, 
Pune. It was stipulated that the team assigned to KA VERI should not be 
assigned any other work. However, the DSR did not have any mechanism 
to ensure that the team at Pune was utilised exclusively for KA VERI 
project as envisaged in the agreement. 

The DSR stated that it has made mandatory the submission of attendance 
registers for payment of quarterly invoices. However, we found that no 
certificate to the effect that the team has been utilised exc lusively for 
KA VERI project has been obtained by the DSR. 

3.8.19 Conclusion 

We noticed that the DSR had not conducted any IS audit to ascertain the 
improvements needed in the system. The online presentation of 
documents, token system and establishment of kiosks to bring 
transparency and prompt service delivery were not available in the system. 
A few rules were also not mapped in the software and manual intervention 
was required at different levels. The validation controls in the system 
were weak; as a result, a number of data entry errors were noticed. 
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The KS Act 1957 provides as under: 

~ Section 3 for stamping of all instruments chargeable with duty as per 
the schedule. to the Act and executed by any person in the State of 
Karnataka before or at the time of execution. 

~ Section 3B for levy of additional stamp duty at the rate of 10 per cent 
on any instrument of conveyance, exchange, settlement, gift or lease in 
perpetuity of immovable property chargeable with duty under Section 
3 read with articles of the schedule, on such duty chargeable on such · 
instrument of ·conveyance, exchange, settlement, gift or lease in 
~~~ . 

. ~ Section 4, where stamp duty payable for several instruments used in 
single transaction of sale, the duty chargeable on the instrument shall 
be the highest duty which would be chargeable in respect of the 

· instruments emplpyed 

· . ~ · Section 17 for sta.mp duty_ on all ins.truments to hf! levied or paid at the 
·.·time_ of execution of instrument. 

~· Section 28 to set forth in the instrument the consideration and all other 
facts and circumstances affecting the chargeability of any instrUment 
with duty or the amount of the duty with which it is chargeable. 
Section 61 for punishment with fine which may extend to five times the . 
amount of the deficient duty thereof for any person, who, with an intent 
to de.fraud the Government, executes any instrument in .which all the 
facts and circumstances required to be set forth are not fully and truly 
setforth. · 

~ Section 45A for estimating the market value, if the registering officer, 
while registering any instrument has reason to believe that. the market 
value of the properties has not been truly set forth and upon payment 
of duty on such market value, to register the document. 

~ Section 46 A for issue of notice on any person to show cause as to why 
the proper duiy should not be collected from him in respect of any 
instrument which has not been duly stamped 

~ .. Section 67B for power to enter and search any premises excludinfl 
residential premises and if on such inspection, the authorised officer 1 

is of opinion that any instrument chargeable with duty is. not duly 
. stamped, he shall require the person liable, to pay the proper duty or 
: the amount required to make up the same and also penalty not 

exceeding five times the amount of the deficient duty thereof, if any 
leviable. 

The Registration Act, 1908 and the Karnataka Registration Rules, 1965 
provide as under: 

II Deputy Commissioner or an Assistant Commissioner or. a:ny officer not below 
the rank of a: Sub-Registrar authorised by the Deputy Commissioner or Chief 
Controlling Revenue Authority. 
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> Section 80 for levy of fees iri respect of various documents presented 
for registration. 

);>- . Section 80-A for recovery of registration fee not paid or insufficiently 
paid on any document as an· arrear of land .revenue from the person . 
who presented the documentfor registration based on a certificate of 
the IGRCS which is granted after giving the person an opportunity of 
being heard. 

The Karnataka -Stamp (Payment of duty by means of e-stamping) 
Rules, 2009 provides as under: 

);>- Rule 19 for remittance of consolidated amount of stamp duty (less the 
prescribed discount/commission) by the Central Record Keeping 
Agency (CRA) collected by the branches and its Authorised CollectiOn 
Centers to the prescribed head of account of the State. 

i) In case of stamp duty, collected by way of cash/real time gross 
.settlement/electronic clearance system or any other mode of electronic 
transfer of funds, not later than the closing of the next working day of 

· such collection of the amount of stamp duty. . · 

ii) In case of stamp duty, collected by way of pay order/demand draft 
not later than the closing of the second ~orking day, after the day of 
such collection of the amount of stamp duty: 

);>- Rule 38 for failure to remit the amount of stamp duty collected within 
the stipulated period as in Rule 19, the CRA shall be responsible to 
pay along with stamp duty, an interest amount calculated at 12 per 
cent per annum on the amount of stamp duty so collected, for .the 
period of delay in days. Any part of the day will be treated as one day 
for the purpose of such calculation. 

We noticed in. fifteen SROs, two DROs, office of the IGR&CS and 
information obtained during audit of two offices of the Income Tax 
Department that the· above provisions were not fully followed . by the 
concerned authorities:· This resulted in a number of discrepancies which 
led.to non/short realisation of Government revenue amounting to ~ 2.39 
crore. The Government/Department accepted audit observations in six 
cases involving~ 26.10 lakh and recovered~ 3.27 lakh in one case. Final 
reply in respect of the· remaining cases has not been received (December 
2012). 
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. ChapterlJL Stamp I}uty and RegistraizonFees: 

.9JL1 During the -t~st · 
•.. . . . .• .. · 12 . - . . .· 
.·. ·•· check of' A ' register · ·-

-and the documents of .. · 
•·. SRO,. MaUeshwaram 
·.· .. ill October 201 fand 
· .. SRO, :bevan(!ham,· in . · 

February 2012, we . 
:noticed · that .· three··_ 
sale .·. d~eds · were -
registered - betWeen 

· 2009-10 a!l.d 201-1-12. 
Stamp 'duty of~ 9.83 

.... ··· fakh and.regAstrat:i.on 

. fee of ~- · .. 2:23. iakli 
were levied' .6-b the market. vafoe/con;sidetation '()f~ 2.23 crore stated :i.n the 
,sal~ dee& .·~ci-utiriy of sal~ deed,_ · ag{eem:~nt of sale and ·GPArevealed that . 
~endors had n;:ceiveq cqnsiderat:i.on Qf:~ 6 cror~ ftom t!J.e purchaser/ Attqmey 

··. holder ancl'the Bame was a.cknowle,dged .. ill the instrmnents. __ Suppress:i.onof · 
.• !he col1sider~#on amoyntby·~_3.77~rore restiltedinshortlevy_of stamp duty 

bf r 30.4l 1'1kh and r~gistration; fee: oft 3.7Jl~kh. ·Further, apenalty of 
. ~ i.52 crore' could have beenleviedfqt sU.ppi-ession.of facts. .·· ·.· •. ..· . 

- )\fter we, p~inted rn.it· the c·ase to. the Govecill1~~t in July 2012; the 
Goverirmentreportedin.}'J"ovember 2(H2 dialtpe concerned DR had initiated 

·· ~cticm.uhder··Section.46(A) of the KS Act_~nd Seetion 80~A of-Registration 
·Ad.· ,.. • '. .·· .. ·.. . '_ . . .. ·. . 

· J.9.1.2. D\lriµg test check of the . 
•.' assessment records of theincome'rax: 
: pepartment> we . noticed . :i.n . the 

assessment orders and infonriation 
, furliishecf< · to the · Income Tax 

· . pepa.rtment by the. asses see that the p~rso~s cqr{cehled had• ackriqw ledged 
r~ceipt-ot~ mcn-ley as consid~rationrecyived for tran§actioµs relating to sale of .. 

. . . · two imm9vabie pfopert1~~. Vve ~ro§s.,\Tefifiecf-tb6' details Of tl}e,.transactions -
· !qfimmqV-a,.bi-e:propertiesjis·reportedt<~ 'tl}e•IµcomeI~xbepafiment_with.tµe· 

.· instfumerits ~~fating fo th¢se prbpeJ:tiesregistere(lin'the·office of the SRO; 
:Varl]lut. in.July 2ou and·SRO, B~l}aswadi i1i'Febtuary20f2;- Four sale 
1deeds were.'.ft!:gistered between January and Marc~ 2008,·wh~rein stamp dufy. 

: .·qf ~ L27crQre' and 'regiStratio!l. fee of~ J5J8 lakh werelev:i.ed on the 
~ ¢stimated · glii:4eline ·market value/copsicieration of~· ;i 5: 1 Tcrore stated in the 

-.#ocu,ments· .. T,he consideration·. for:th~se transactiqi;is a~ acknowle-dged·by·the 
.· ;executant.s.of'the documents. to th~!Jncqme.Tax .. Departmentwas·_~- -24,74·· 

. ~. ·crore. N on-di~closure of the actualcorisideration ih· the documents resuhedin 
:s}lort l~ry cit" stamp <lliiy of { so."22 lakh andregistr~tiori fee of~ '9 .55 lakli on . 

, -· ' ·.• i . , ,, ·' ··':· '.' - : .·. . - . • 

R.egistei to record details of daily transactions ofinstrument~ registered ~long ·. 
with am.bunt of stamp duty and registration fee col_lected 
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the di fferential market value of < 9.57 crore. Bes ides, a penalty of< 4.0 l 
crore was leviable for suppression of facts. 

After we pointed out the case to Government in July 20 12; the 
Government reported in November 201 2 that in respect of SRO, 
Banaswadi, the DR, Shivajinagar had initiated action under Section 46(A) 
of the KS Act and Section 80-A of Registration Act. In respect of SRO, 
Varthur, it was stated in the order of the DR that extrinsic ev idence of 
transaction cannot be taken fo r levy of stamp duty and the issue was under 
review by the IGRCS. Further report has not been received (December 
2012). 

As per Article 41(e), when GPA is executed 
for consideration and I or coupled with 
interest, and authorising the attorney to sell , 
the stamp duty as applicable to conveyance 
on consideration or market value of the 
property, whichever is higher is leviable. 
Further, stamp duty paid on corresponding 
power of attorney is adjustable towards the 
duty payable on the instrument of sale 
executed between the same parties in respect 
of the same property. 

3.9.1.3 During the test 
check of documents 
registered and ' A ' 
Register in SRO, 
Shidlaghatta and 
SRO, Devanahall i in 
February and March 
20 12, we noticed that 
four sale agreements 
and corresponding 
GPAs (executed on 
the same day 
between the same 
parties) were 

registered between 
February 2009 and February 20 11. ln respect of the GP As, stamp duty and 
registration fee were levied on the estimated guideline market value13 of 
the properties. Cross verification of these GP As with corresponding 
agreements of sale revealed suppression of true market value in the GP A 
being the sale consideration already received vide sale agreement. This 
resulted in short levy of stamp duty of < 18.58 lakh and registration fee of 
< 3.22 lakh on the differential market value of < 3.22 crore as detailed 
below. Besides this, a penalty of < 92.90 lakh could have been levied for 
suppression of facts. 

20.01.20 10 ( I case) 
19.02.20 11 2 cases) 

18.02.2009 25.00 2.40 22.60 
321.65 

1.66 0.23 
18.58 3.22 

Further, we noticed that no clause specify ing period for execution of sale 
deed was made in the sale agreements except in one case where the 
absolute sale deed was required to be executed within three months from 
the date of execution of agreement of sale. No such sale deed executed in 
these cases was made available to audit for verification. In the absence of 

13 Estimated guideline value is the market value as determined by Central 
Valuation Committee. 
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sa le deeds for true consideration between the same parties, the short levy 
of stamp duty and registration fee on the GP As needs_ to be recovered. 

After we pointed out the case to the Government in July 2012; the 
Government reported in November 20 12 that the concerned DRs had 
initiated action under Section 46(A) of the KS Act and Section 80-A of 
Registration Act. 

3.9.2 Short levy of stam dun· due to under valuation 

Under Section 28 read with Section 45(A) of the 
KS Act, 1957, if the registering officer while 
reg istering any instrument has reason to believe 
that the market value of the properties has not 
been truly set forth, he shall estimate the market 
value and upon payment of duty on such market 
value, register the document. 

During the test 
check of documents 
registered and 'A' 
Register in ten 14 

SROs between Apri l 
20 I I and March 
2012 we noticed that 
in respect of thirteen 

documents (nine sa le deeds, three GPAs and one exchange deed) 
registered between 2007-08 and 20 I 0- 1 J, stamp duty of ~ 5 1.42 lakh and 
registration fee of ~ 7.8 1 lakh were levied as against stamp duty of 
~ 8 1.36 lakh and registration fee of~ 12.37 lakh leviable due to incorrect 
computation of market value which was on account of incorrect adoption 
of market value guideline, omission to compute for part of the property, 
non-consideration of conversion of land, etc. This resulted in short levy of 
stamp duty of~ 29.94 lakh and registration fee of~ 4.56 lakh. A few 
illustrative cases are given below: 

SRO No. of '\atun: of lihscn at11m Sllllrt k' ~ 11f ... tamp 
don1mcnts dut\ 

rcg1str.ll1l1n ti:c 
Dharwad/1 Area of the property conveyed was 8055 square 

meters of land, 4 ,000 square feet of office/guest 
house and an industrial shed measuring 2 1,000 
square feel. The guideline market value worked 
out to ~ 1.1 8 crore instead of~ 76 lakh stated in 
the document. Stamp duty was levied on ~ 76 
lakh resulting in undervaluation of~ 42.10 la.kb 
and consequent short levy of stamp duty and 
registration fee. 

2.85/0.42 

Aft.er we pointed out the case in June 2012, the Government reported in November 2012 that 
the deficit stamp duty and registration fee had since been recovered. 

Jamkhandi/1 The property conveyed was an industrial land. 2.09/0.25 
The guideline market value worked out to 

14 

~ 39.89 lakh. However, the market value of 
~ 15 lakh was computed at rates applicable to 
residential purpose instead of at rates applicable 
for commercial purpose. This resulted in short 
levy of stamp duty and registration fee. 

Nagarabhavi, lndiranagar, Kuderu, Dharwad, Banashankari , Jigani, Soraba, 
Tarikere, Hosanagara and Jamakhandi. 
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After we pointed outthe case in June 2012; the Government reported in November 2012 that 
action had been initiated under Section 46A of the KS Act. 

Soraba/1 The land measuring 40 acres lO guntas conveyed 1.89/0.28 
was used for rubber plantation. As per the 
guideline market value, the rate of land used for 
rubber plantation was to be enhanced by 
~ 75,000 per acre of the guideline market value 
of~ 52.,000 per acre applicable for kushki (dry) 
land~ · Accordingly; the guideline market value of 
the prope11y worked _out to ~ 51.12 lakli. 
However, stamp duty and registration fee were 
levied on the consideration of~ 23.30 lakh stated 
in the dbcument. This resulted in short.levy of 
stamp duty and registration fee. 

After we pointed out the case in June 2012, the Government reported in November 2012 that 
action had been initiated under Section 46A of the KS Act. 

Jigani/l The land exchanged. had road ontwo. sides. As 0.91/0.i5 
per the guidelines, the market value should have 
b.een enhanced by 10 per cent. Thus, market 
value· worked out · to ~ 1.64 crore instead of 
~ 1.49 crore considered by the SRO. This 
resulted in undervaluation of~ 14.96 lakh and 
consequent short levy of stamp duty and 
registration fee. · · · 

After we pointed out the case in June 2012, the Government reported in November 2012 that 
action had been initiated un.der Section 46A of the KS Act. · 

Kuderu/l A GP A to sell property was registered ill: August 
2010, Stamp duty imd registration fee was. levied 
on guideline market value of ~- 1.60 lakh at 
~- 40/square feet as against the acµtal guideline 
market value of~_ 16 lak:h at ~ 400/square feet. 

0.86/0.14 

After we pointed out this in June 2012, the Government stated that action had been initiated 
under Section 46A of the KS Act.·· . . 

After we pointed out these cases to the Government in July 2012; the 
Government reported in November 2012 that demand for~ 16 lakh was 
created in four cases and recovered ~ 3.27 lakh in one case and. the 
concerned DRs were instructed to initiate action under Section 46(A) of 
the KS Ac! a11d Section 80-A of Registration Act in the remaining cases, 
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,. . Durirtg . te.st check of the · 
. ·registered documents and 'A' · · 

Register · in·. SRO,; Jigani 
'. conducted. jn July 20.11, we .· 
: i,ioticed· that· eight -sal~ deeds 

were registered during' 201 o~ 
.·.• IL Against the stamp duty of 
· ·~ 2~.8Jlakh payable on the: 

..• sale _· deecis, stamp, duty .. · of 
.· .. ·~ i9.65'lakh paid on. GPAs 
· ·. ex:.ecllted. earlier in respect of 

those '<·· . .-·:properties_ 'was 
·denoted/adjusted, On cross:. 

· verificatfon of the concerned . 
GPAs~ w~ noticed ·that ihe 

·parties)nvolved in. th'e GP As 
''were_ notthe Saine A~· ~hose . 
involve4 irLthe sale deeds ·and 
heµge · de)lotat~on of stamp· ... 

·. ..... . .. .. •·· cfo,ty .wa~f ,,11cit • admissipk in. 
resp~cf. 'of .·subsequent sale.· · d~eds . executed;. This incorrect denotation· 
. resulted in short lery of stamp duty of~ 19:-65·1akh. 

·. . -Afte~ . we pointe,d· :out the . :ca~es , to the : Government in July 2012; the 
·. Gov~irninent reported in November.2012·that.the cmicemedD}lshad 

-.. initi~ted. ·action• uri<;Ier Sectiqn :46( A) of the· KS Act; arid-Section 80-A -of 
Regi~.tration Act•·-·' · · · · · · 

_· During the -- test ,check of 
·_. docutrients in the' office' 
.·of _District _Registrar, 
J3a11ga1ore · Rural 
conducted in June 2011, 
.We noticed. that 'a. lease 

·'deed was executed in· · 
•. ' re~pect of 14 acres and 

13 X 'gl1ntas - of. . land­
sitilated · at ·, Sadahalli 

· village, Dev!inahalli 
__ ,-.- -~- _ .·. . .. _ __ _ ; _. _ ... . , ___ . Ta:luk for a- tenn of 60 

years. As p~r the 'recita1s of the doctimen(the teirn .of 60 years ofJease 
. comnienced,from P11 A.pril 2009. As perthe temis of.lease, theJease rent -
- paya\)le \Vas fixed at~ 5 lakh pet month fro~ April 2009 . and thereafter 
"eseal~tionby, 15 per cente\Tery tlµ-ee yeai:sup to March 2030 and from 
ApdI· 2630 escalat~on at.the rate of 8.75 per cent for ~yecy three yeai:s . 
besides paymei;i(c)fadvari~e ·cfff one crqJ:e. 'fhelease_deed was presented 

·- to the District Registrar for adjl\dicatioin of stamp duty payable. The . 
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District Registrar determined the stamp duty of~ 13.43 lakh on the market 
value of the property of~ 1. 79 crore as the market value of the property 
was higher than advance amount of~ one crore paid by the lessee. 

The determination of the stamp duty by the DR was incorrect as the stamp 
duty was to be levied on the average annual rent of ~ 2.04 crore and 
advance of~ one crore paid by the lessee. Thus, stamp duty was payable 
on~ 3.03 crore instead of~ 1.79 crore. This resulted in undervaluation of 
lease deed by~ 1.25 crore involving stamp duty of~ 9.34 lakb. 

After we pointed out the case to the Government in July 2012; the 
Government reported in November 2012 that the concerned DRs had 
initiated action under Section 46(A) of the KS Act and Section 80-A of 
Registration Act. 

3.9.5 Short lev of stam du r and additional Stam dut 

As per Article 28(a) to the Schedule of 
the KS Act, in respect of a gift deed, 
stamp duty of ~ 1,000 is leviable if 
the donee is a family member of the 
donor and at the rate of conveyance 
(Article 20) for market value if the 
donee is not a family member of the 
donor. 

3.9.5.1 During the test check 
of 'A ' Register and the 
registered documents in 
SRO, Jigani in July 2011 , 
we noticed that in respect of 
a gift deed registered during 
20 l 0-11 , stamp duty of 
~ 1,000 was levied. We 
noticed that the ,gift deed 

was executed between donor 
and a trust and hence stamp duty of~ 4.61 lakb was leviable at the rate of 
6.78 per cent on the market value of~ 68 lakb. Misclassification of the 
gift deed as between family members resulted in short levy of stamp duty 
of~ 4.60 lakb. 

After we pointed out the case to the Government in July 2012; the 
Government reported in November 2012 that the concerned DR had 
initiated action under Section 46(A) of the KS Act and Section 80-A of 
Registration Act. 

As per clause (i) to first proviso of 
Article 20(4), in respect of 
amalgamation of companies, stamp 
duty is leviable at the rate of 5 per cent 
of the market value. As per the 
provisions in the KS Act, additional 
stamp duty at the rate of 10 per cent 
is chargeable on such duty chargeable 
on instrument of conveyance, 
exchange, gift, settlement or lease in 
perpetuity. 

3.9.5.2 During the test 
check of records of DR, 
Jayanagar in October 2011 , 
we noticed that the DR had 
intimated the High Court in 
August 2010 that stamp duty 
of ~ l .43 crore was 
determined in a case of 
amalgamation of companies. 
As per the valuation report 
enclosed to the High Court 
order of amalgamation, the 
property consisted of an RCC 

bullding of 17,638 square feet 
with mosaic flooring/industrial flooring. However, in the calculation 
report of the DR, we noticed that the DR bad computed the value of the 
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building for 17,368 sq ft at ~ 550/sq ft applicable to red ox ide flooring 
instead of ~ 650/sqft app licable to mosaic fl ooring. Further, in the order 
detennining the stamp duty, the amount of depreciation was taken as the 
va lue o f building instead of the written down va lue. These resulted in 
incorrect determination of market va lue of the property at ~ 28.62 crore 
instead of~ 29.38 crore and determination o f stamp duty of ~ 1.43 crore as 
against~ 1.47 crore lev iable. This resulted in short levy of stamp duty of 
~ 3.8 1 lakh. Further, additiona l stamp duty amounting to ~ J 4.69 lakh at 
the rate of I 0 per cent on the stamp duty amount of~ 1.47 crore was not 
computed. Thus, total short levy of stamp duty and additional stamp duty 
amounted to ~ 18.50 lak:h . 

After we pointed out, the Government stated in November 20 12 that the 
correct stamp duty of~ 1.4 7 crore was assessed on the revised estimation 
valuation and intimated to the High Court. Reply in respect of additional 
stamp du ty has not been received (December 20 12). 

3.9.6 ~on-le\'y of interest in the form of penalt)· for delay in 
remittances to Go\'ernment 

As per Rule 38 of the Kamataka Stamp 
(Payment of Duty by means of 
e-stamping) Rules, interest at 12 per 
cent per annum is leviable in case the 
CRA fails to remit the amount of stamp 
duty collected within the period 
stipulated in Rule 19. 

During the test check of 
records of IGR conducted 
during July 2011 , we 
noticed that the State 
Government/ Chief 
Controlling Revenue 
Authority (CCRA), entered 
into an agreement with the 

Central Record Keeping 
Agency (Stock Holding Corporation of India Limited) in January 2010, to 
provide for a system for payment of stamp duty of client/ ultimate user 
through the approved Authorised Collection Centers (ACCs). Review of 
such collection details and remittance of the same through State Bank of 
Mysore Treasury Branch challans as furni shed by the department for the 
year 20 I 0-11 revealed that there was delay in remitting the Government 
receipts ranging from one to nine days. The department has not furn ished 
the reconciliation statement of remittances of e-stamping though called for. 
In the absence of breakup of cash and DD remittances to Government, the 
delay was reckoned after two working days. Interest leviable under Rule 
38 of the Karnataka e-stamping Rules, 2009 was not levied for delay in 
remittance. The non-levy of interest amounted to ~ 6.29 lakh. 

After we pointed out the case, the Government reported that notice was 
issued to SHICL to remit the interest. 
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Chapter IV: -Taxes on motor vehicles 

The revenue realisation in 2011-12 was 16 per cent more 
than that of the previous year. 

During the last five years, through our Audit Reports we 
ha_d pointed · out non/short levy of tax with revenue 
implication of ~ 4. 78 crore in 16 paragraphs. Of these, the 
Govemmerit/Department had accepted audit observations 
involving~ 3.95 crore and had since recovered only~ 1.23 
crore. 

· Test check of -- records of 48 offices of the Transport 
Department, conducted during the year 2011-12, disclosed 
underassessment of tax and other irregularities involving 
~2.65 crore in 738 cases. 

During the year 2011-12, the Department accepted 
underassessments of tax of ~ 2.50 crore in 632 cases and 
reported recovery of~ 0.93 crore in 47 cases; 

Non/short payment of tax on construction equipment 
_vehicles, non-levy of tax and penalty on transport vehicles 
and in respect of vehicles violating conditions for surrender 
amounted to ~-_ l .20 crore in 145 cases. 

(Paragraph 4.7.11l:o 41.73) 
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CHAPTER-I\': TAXES ON MOTOR VEHICLES 

4.1 Tax Administration 

The provisions of the Kamataka Motor Vehicle Taxation (KMVT) Act, 1957 and 
rules made thereunder govern the levy and collection of taxes on motor vehicles. The 
levy of taxes on motor vehicles is adm inistered by the Transport Department headed 
by the Commissioner for Transport who is assisted by Joint Commissioners of 
Transport. There are 55 Regiona l Transport Offices (RTOs)/Assistant Regional 
Transport Offices (A RTOs) and 15 checkposts in the State. 

4.2 Trend of Receipts 

Budget Estimates (BEs) and actual receipts from taxes on motor vehicles during the 
years 2007-08 to 20 11 - 12 along with the total tax receipts during the same period is 
exhibited in the fo llowing table and graphs. 
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25,986.76 6.35 

27,645.66 6.08 
30,578.60 6.41 
38,473. 12 6.63 

46,475.96 6.36 

a Budgel eslimales 

• Aclual receipts 

C Total 1u recelpls of 1he 
1a 1e 

It is seen from the table that the revenue realisation in 20 I 1-1 2 was 16 per 
cent more than that of the previous year. The Department reported (August 
20 12) that the increase in revenue was due to increase in registration of 
vehicle and continuous action of enforcement of veh icles and monitoring of 
revenue collection. 
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The gross collection of taxes . on motor vehicles, expenditure incurred on 
collection and the percentage of such expenditure to gross collection during 
the years 2009-10, 2010-11 and 2011-12 along with All India average 
percentage of expenditure on collection to gross collection for the respective , 
preceding years were as follows: 

2010-11 3.07 

2011-12 2,958.43 47.49 1.61 3.71 

As seen from the above, the percentage of cost of collection to the gross 
collection was ·1ower than the All India average percentage for all the 

During the last five years, ·through our audit reports, we had pointed out 
non/short . levy of tax . with revenue implication of ~ 4.78 crore in 16 
paragraphs. Of these, the Government/Department had accepted audit 
observations involving~ 3.95 crore in 15 paragraphs and had since recovered 
~ 1.23 crore. The details are shown in the following table: 

(~ illll ciroire) 

2007-08 04 1.40 .. 04 1.39 02 - 0.17 

2008-09 '04 1.35 04 04 0.60 
2009-10 02 0.19 .02 02 0.12 
2010~11 03 0.64 .02 0:27 02 0.16 
2011-12 03 1.20 .03 0.81' 02 . 0.18 
'fofail. 16 _4.78 15 ! 3.95 12 1.23 

As seen from the ta]?le above, the recovery made by the Department is only 31 
per cent of the amount involved in the total accepted cases~ 

We irecl[])rrnrrnemudl tlbiat tlbie Gl[])verilllmennt may fake measuues ti[]) eilllSl!IlJre 
expedlitfol!Ils recl[])very l[J)Jf revemne iilll respect l[J)Jf tllne acceptedl cases. 

The Internal Audit Wing (IA W) is functioning in the Transport Department 
. since 1960. As against the sanctioned post of eight First Division Assistants 
and one Accounts Superintendent for Internal Audit, three posts of First 
Division Assistants were vacant. 

2 

Indicates non-plan expenditure only. Plan expenditure for 2009-10 was~ 0.46 crore. 

Indicates the amount of acceptance and recovery in respect of individual cases 
included in the respective paragraphs. 
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As per the information furnished by the Department, the IA W had audited 67 
out of 71 offices due for audit during 2011-12. Year-wise details of the 
number of objections raised, settled and pending along with tax effect, as 
furnished by the Department are as under: 

•. 2009:.10. .··· 9,18 
. 2010-lT . 256.96 
.2011-12 ... · 16~95 

As seen from. the above, the number of paragraphs and amount do riot tally. 
We had recommended earlier in 2009-10 that remedial action may be taken for 
recondliation of figures and for speedy clearance of old objections. However, 
the discrepancy in figures continued during 2011-12 also. 

We Jrecom.m.eimd 1l:l!na11: 1tlhle DeJ!Datlt"1tm.eHll11: acconll dune ·nm.poJrhmce foll:" foilfow unp 
on linfolt"Hllatl audit. . . 

Test check of records of 48 offices of the Transport :Pepartment, condu~ted 
during the· year 2011-12, disclosed underassessment of tax and other 
irregularities amounting to ~ 2.65 crore in 738 cases; which fall under the 
following categories: . 

?~:~11··::.;:.~·~···:';'._::.r;:t_;,!'.~::·~:).· .. ;:~·:;~~.~·•:::,.~:~~ •. :.5k·~#~-: ~:···.·~.~·~'.';;.·.:~.~:-·: 
. L. ·. Unauthonsed .reinoval of motor vehicle; · · ·.·. '. 3.> 

· .... from d~clared,place ofg~itg~ 0 ··•· 

Non/shoJ.i lev of uarterf tax: 
"Non/sh(irt, ' levy,· 6:( tax·~··.in ·.·.:respect 

. constructionie' ui menfvehicles '' ... 

• 1 L .. . < Otherlrregtifafities . 

>JO'fAlL 

During the year, the Department accepted under assessment of tax of~ 2.50 
crore in 632 cases and reported recoveries of~ 0.93. crore in 47 cases. 

A few illustrative audit observations involving ~ 1.20 crore are mentioned in 
the succeeding paragraphs. 
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4.7 Non-observance of provisions of the Act/Rules 

The KMVT Act, 1957 and the KMVT Rules, 1957 provide as under: 

> Sections 3 and 3A for levy of tax and cess on tax in respect of all vehicles suitable 
for use on road at the rates specified in the Schedule to the Act. 

> Section 4 for payment of tax in advance by the registered owners for a quarter or 
half year al his choice, within fifteen days from the commencement of such 
period. 

> Section l 2 for composition of offence for non-payment of tax in accordance with 
the provisions of the Act. Rule 29 of the KMVT Rules provides for composition 
for the offence on payment of a sum of 20 per cent of the arrears of tax due and at 
one per cent of the arrears of tax due for every defaulting month for transport 
and non-transport vehicles. 

> As per Notification No TD/ 270/SEP/2010 dated 24.03.20ll life time tax was 
payable on Construction Equipment Vehicles without penalty from l April 2010 
to 4 August 2010. 

> Section l 6 of KMVT Act, l 957 provides issue of notification for ex.emption of tax 
if ii is necessary in public interest. Notification No TRD 45 SAEPA 2007, 
Bangalore, dated 6 September 2007 provides for ex.emption from payment of lax 
on motor vehicles registered in the State of Karnataka and not used on roads 
subject to certain conditions stated therein. 

> We noticed in 12 RTOs that the above provisions were not fully followed by the 
concerned taxation authorities. This resulted in a number of discrepancies with 
short realisation of Government revenue amounting to ~ 1.20 crore. Of these, 
the Department accepted audit observations of ~ 80. 75 lakh and recovered 
~ 17. 61 lakh out of the accepted amount. 

4.7. I :\on/ short pa~ llll'nt of ta\ on Construction Equipment 
\ 'chicks 

Construction Equipment Vehicles were taxable periodically up to March 
2010 and life time tax from 1 April 2010 at the rate of 6.6 per cent 
(inclusive of cess at the rate of 10 per cent on the tax) based on their age. 
The life time tax was permitted to be paid in two instalments, the second 
instalment being payable within six months from the date of payment of 
first instalment. The cost of the vehicle is the cost as per the purchase 
invoice including excise duty and other taxes. Non/short payment of tax 
constitutes an offence and the KMVT Rules provide for composition of the 
offence on payment of 20 per cent of the arrears of tax due in case of taxes 
payable periodically/at one per cent for each month of default in respect of 
life time tax payable. Penalty was however, leviable from 5 August 2010 in 
case of life time tax. 

We noticed (between July 2011 and March 2012) from test check of 'B ' 
Registers3 and other connected records in nine RTOs4 non/short payment of 

4 
Registers maintained in the RTOs in which tax payments are recorded. 
Gadag, Mysore west, Mandya, Tumkur, Hospet, Chitradurga, Ramanagaram, 

Chikkaballapur and Chikkamagaluru. 
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tax (periodical/life time tax) of~ 96.15 lakh in respect of 96 Construction 
Equipment Vehicles for different periods between April 2010 and March 
20 I I. For default in payment, the registered owners also had to pay penal ty 
by way of composition for the offence. The composition amount on the tax 
due worked out to~ 6.74 lakh. The concerned RTOs did not demand the tax 
amount of~ 96.15 lakh and consequently did not levy penalty. This resulted 
in non-realisation of revenue of~ 1.03 crore in respect of 96 vehicles. 

After we reported the cases to the Government/Department in May and 
October 2012, the Government reported acceptance of~ 64.05 lakh in respect 
of 59 vehic les and out of these recovered ~ 16.94 lakh in J I cases and issued 
demand notices in the remaining 37 cases (December 2012). 

4. 7.2 !\on-payment of tax and penalty on Transport \'ehiclcs 

Tax in respect of transport vehicles is payable 
quarterly, half yearly or annually at the discretion 
of the vehicle owner under the KMVT Act. Tax 
should be paid by the registered owner or person 
having possession or control of the vehicle in 
advance within fifteen days from the 
commencement of such quarter, half year or year. 
Non-payment/short payment of tax constitutes an 
offence and the KMVT Rules provide for 
composition of the offence on payment of 20 per 
cent of the arrears of tax due. This shall be 
recovered along with arrears of tax by the taxation 
authority concerned. 

We noticed 
(between April 
20 11 and February 
2012) from test 
check of 'B' 
Registers in three 
R TOs5 non/short 
payment of tax of 
~ 9 .49 lakh for 
different periods 
between January 
2007 and March 
20 11 in respect of 
45 transport 

vehicles. A sum of 
~ 1.81 lakh could have 

been realised by way of composition. The concerned RTOs did not demand 
the unpaid tax of ~ 9.49 lakh. This resulted in short recovery of tax of~ 11.30 
lakh including composition amount of ~ 1.8 1 lakh. 

After we reported the cases to the Government in May 201 2, the Government 
reported acceptance of~ 11 .30 lakh in respect of all the 45 vehicles, recovery 
of ~ 0.67 lakh in four cases and issue of demand notices in the remaining 41 
cases (December 2012). 

Tumkur, Kolar and Mangalore. 
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4.7.3 '.'lon-lc\'y of tax on \'iolation of conditions of surrender 

KMVT Act provides for exemption 
of tax for registered owners who 
declare non-use of their vehicles. 
However, if the vehicle is not found 
during physical verification, tax is 
payable from the date of its non-
use. 

We noticed from test check of 
records in two RTOs6 that 
declarations of non-use of four 
motor vehicles were accepted 
between February 2008 and April 
2009 by the Department. However, 
as per the report of inspection 
conducted between February 2009 
and March 2011 , the motor vehicles 

were not found at the declared place. Consequently, exemption from payment 
of tax was not avai lable and tax leviable from the date of surrender to March 
2011 worked out to ~ 5.40 lakh. But no action was taken to raise 
demand/recover the same. 

After we reported the cases to the Government in May 20 J 2, the Government 
reported acceptance and issued demand notices in all the cases (December 
201 2). 

6 Ramanagararn and Shimoga. 
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Chapter V: Electricity tax 

During the years 2007-08 and 2011~12, we had pointed out 
noll/short levy, non/short realisation of revenue etc. with 
revenue implication of~ 3. 71 crore in three paragraphs. Of 
these, the . Government/Department had accepted audit 
observations in two paragraphs involving ~ · 3.44 crore 
and had since recovered.~ 22 lakh in one paragraph. 

Our test check of records of Chief Electrical Inspector to 
Government of Kamataka during the year 2011-12 
disclosed underassessment of revenue amounting to ~ 3.59 
crore in eight cases. 

During the ,year 2011-12, the Department accepted 
uriderassessments of tax of to ~ 3 .25 crore in two cases. 

Non-levy of electricity tax on auxiliary consumption and 
in~orrect adjustment of payment leading to short demand of 
interest amounted to~ 3.49 crore. 

(Paragraph 5.6 ~md5. 7) 
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CHAPTER-V: ELECTRICITY TAX 

5.1 Tax Administration 

The Kamataka Electrici ty (Taxation on Consumption) Act, 1959 and Rules 
made thereunder govern the levy and collection of electric ity tax in Karnataka. 
The Electri city Supply Companies (ESCOMs) have been authori sed to coll ect 
tax on such units of electricity supplied by them to consumers. Besides, the 
E lectri cal Inspectorate coll ects tax on such energy consumed by a non-licensee 
from its own generation or supply made by it to others. 

5.2 Trend of Recei ts 

Budget Estimates (BEs) and actual receipts from e lectricity tax during the 
years 2007-08 to 20 I 1-1 2 along w ith the total tax receipts during the same 
period are exhibited in the following table and graph. 
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During the years 2007-08 and 2011-1 2, through our Audit Reports, we had 
pointed out non/ short levy, non/short reali sati on of revenue etc, with revenue 
implication of~ 3.7 1 crore in three paragraphs. Of these, the Government/ 
Department had accepted the audit observation in two paragraphs involving 
~ 3.44 crore and had s ince recovered~ 22 lakh in one paragraph. 
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The position is shown in the fo llowing table : 
(~in crore) 

Year of Audit Paragraphs included Paragraphs accepted RecO\ er~ effected 
Report :\umber :\mount :\umber :\mount1 :\umber Amount 

2007-08 I 0.22 I 0.22 I 0.22 

2011-12 2 3.49 I 3.22 - -

Total 3 3.7 1 2 3.44 I 0.22 

5.4 Results of Audit 

Our test check of records of the Chief Electrical lnspector to Government of 
Kam ataka during the year 20 11-12 disclosed underassessment of revenue 
amounting to~ 3.59 crore in eight cases under the fo llowing categories: 

(~in crore) 
SI. :\o. Categor~ '.'lumber of cases Amount 

I. 
Non-levy of electricity tax on auxiliary 

I 3.23 consumption 

2. 
Incorrect adjustment o f payments leading to 

4 0.27 
short demand of tax 

3. 
Loss of revenue due to non-inclusion of 

2 0.06 auxiliarv consumption 
4. Short levy of interest I 0.03 

Total 8 3.59 

During the year 20 11-12, the department accepted underassessment of~ 3.25 
crore in two cases. 

A few illustrative audit observations invo lv ing ~ 3.49 crore are mentioned in 
the succeeding paragraphs. 

5.5 Non-observance of rovisions of the Act/Rules 

The Karnataka Electricity (Taxation on Consumption) (KETC) Act, 1959 as 
amended by KETC (Amendment) Act, 1979 provides as under: 

~ Section 7 for recovery of any sum due on account of electricity tax, if not 
paid at the time and in the manner prescribed, shall be deemed to be in 
arrears, and thereupon interest at the rate of 15 per cent per annum 
payable on such sum; and the sum, together with any interest thereon, 
shall be recoverable either through a civil court or as an arrear of land 
revenue. 

~ By a notification dated 1 October 1986, the Government levied electricity 
tax of 5 paise per unit on the licensees or other persons who consume 
energy generated by themselves in generating station or sub-station 
(auxiliary consumption) of workshops or colonies situated within the 
premises of such generating station or sub-station. 

Indicates the amount of acceptance and recovery in respect of individual cases 
included in the respective paragraphs. 
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»- By a notification dated 30 March 2001, Article 32(c) of the Karnataka 
Financial Code (KFC), according lo which the amount received/recovered 
towards the arrears of revenue/tax due to the Government shall be first 
adjusted towards penalty, balance, if any, towards the outstanding interest 
on the tax/revenue. After such adjustment, the balance amount is to be 
adjusted towards tax I revenue. 

We noticed in two offices that the above provisions were not fully followed by 
the concerned authorities. This resulted in a number of discrepancies which 
led to non/short realisation of Government revenue amounting lo~ 3.49 crore. 

5.6 Non-lev · of electricit tax on auxiliarv consum tion 

As per Para 3.50 of the Public Works and Electricity 
Department Electrical Inspectorate-Departmental Code, 
Volume-2 (Manual for tax on electricity consumption) 
1982, the non-licensees have to pay tax on the e lectrical 
energy generated and consumed by them directly as also 
on the losses (if any) and on the auxiliary consumption, 
to the Government. Under Notification No. PWD 224 
PPC 85 dated I October 1986, the Government has 
levied electricity tax at the rate of five paise per unit of 
energy generated and consumed by licensees3 or other 
persons in generating stations or sub-stations (auxiliary 
consumption) or workshops or colonies situated within 
the premises of such generating stations or sub-stations. 
Further, as per Notification No. PWD 30 1 EIG 78 dated 
24 October 1978, interest at the rate of 15 per cent per 
annum is chargeable on recovery of arrears of electricity 
tax. 

We noticed from 
test check of 
records in the 
office of the 
Deputy Chief 

Electrical 
Inspector, 

Bellary m 
respect of a 
non-licensee 2 

(Mis Bellary 
Thermal 

Power Station), 
e lectricity tax 
on auxiliary 

consumption 
amounting to 
~ 2.66 crore for 

2 
Non-licensee as defined in Karnataka Electricity {Taxation of Consumption) Rules, 1959 

means a person not being a licensee, who generates energy for his own consumption or 
supplies the same to any other person free of charge and as per Rule 3(2) every non -licensee 
shall in respect energy consumed by himself or supplied by him, pay or collect and pay as 
the case may be, to the State Government, the electricity tax at the appropriate rates by 
crediting the amount of tax in respect of every calendar month into a Government Treasury 
within a period of thirty days from the end of that month. 
3Liceosee as defined under Section 2(38) of Kamataka Electric ity Act, 2003 (Central Act) 
means a licence granted under Section 14 of this Act by the appropriate Commission to any 
person 

(a) to transmit electricity as a transmission licensee; or 

(b) to distribute electricity as a distribution licensee; or 

(c) to undertake trading in e lectricity as an electricity trader, in any area as may be 
specified in the licence. 

4Auxilia r y consumption as per notification No PWD 224 PPC 85 dated 1 October I 986 
means licensee or other persons who consume energy generated by himself in generating 
stations or sub-stations. 
Captive consumption as per noti fication o DE 2 10 EEB 95 dated 18 June 1997 means self 
consumption. 
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the period March 2009 to March 20 12 was not levied and col lected. Interest 
leviable on this amount up to March 20 12 worked out to~ 56 lakh. This 
resulted in non-levy of electricity tax and interest of~ 3.22 crore. 

After we reported the case in May 2012, the Government (Energy 
Department) stated (October 2012) that a demand notice for ~ 3.31 crore 
towards electricity tax on auxiliary consumption including interest has been 
issued to Mis BTPS in September 2012 by the Chief Electrical Officer to 
Government. 

5.7 Incorrect adjustment of payments leading to short demand of 
interest 

As per the prov1s1on of Article 32(c) of 
Kamataka Financial Code (KFC), 1958 
(Volume-I) inserted vide Notification No. FD 
11 TFC 2000 dated 30 March 200 I, the amount 
received/recovered towards the arrears of 
tax/revenue due to Government shall be 
adjusted first towards penalty, balance if any, 
towards the outstanding interest on the 
tax/revenue and after such adjustment the 
balance amount be adjusted towards 
tax/revenue. 

Therefore, payment received towards arrears of 
electricity tax has to be adjusted first towards 
interest on electricity tax arrears and thereafter 
the balance amount, if any, has to be adjusted 
towards electricity tax. 

We noticed (May 20 12) 
from statements of tax of 
three non-licensees, Mis 
Biocon lndia Limited, 
M/s Reid & Taylor and 
Mis TVS Motor Co. Ltd 
in the office of the Chief 
Electrical Inspector that 
they had not paid 
electricity tax amounting 
to ~ 1.15 crore for the 
period from 
October/ November/ 
December 2003 to June 
2004 and that they paid 
an amount of~ 1.14 crore 
in September I October 

2010 i.e. after more than 
six years. For the period of 

delay in payment, the department had also computed interest of~ 1. I 2 crore calculated 
at the rate of 15 per cent per annum till the date of payment. 

We noticed that on payment of ~ 1.14 crore, the department incorTectly adjusted the 
entire amount towards arrears of tax instead of interest. In terms of Article 32(c), the 
department should have first adjusted an amount of~ 1.12 crore towards interest and 
the balance ~ 2 lakh towards tax. On correct adjustment, the principal amount still 
remaining unpaid as on 31 March 2012 would be ~ 1.13 crore. The irregular priority 
in adjustment of receipts resulted in short demand of interest of ~ 26.62 lakh upto 3 I 
March 2012. 

This was brought to the notice of the Chief Electrical Inspector to Government in May 
2012. In reply, the department stated (October 2012) that there was no provision 
under Section 4(1) of the Kamataka Electricity (Taxation on Consumption) Act, 1959 
that amount received at first instance should be adj usted towards interest and that a 
proposal for amendment to the Act was addressed to Government. The Government 
also endorsed the said reply of the Department in November 2012. 

90 



Chapter V: Electricity tax 

The reply is not acceptable as Section 4( I) specifies recourses avai lable to 
Government to recover the taxes from the supply companies/non-li censees. It does not 
specify the manner of adjustments of payments received. It is in the interest of the 
Government to adopt the manner of adjustments of arrear receipts as specified in the 
KFC. 

Bangalore 
The 

New Delhi 

The 3 0 JAN 2013 

(Anita Pattanayak) 
Principal Accountant General 

(Economic & Revenue Sector Audit) 
Karnataka 

Countersigned 

\ 

J 
(VINOD RAJ) 

Comptroller and Auditor General of India 
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