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This report pertaining to the erstwhile composite State of Andhra
Pradesh for the year ended March 2014 has been prepared for
submission to Governors of Andhra Pradesh and Telangana
under Article 151 of the Constitution of India and in accordance
with Section 45(1) of the Andhra Pradesh Reorganisation Act
2014.

The Report contains significant results of the performance audit
and compliance audit of the Departments of the Government of
Andhra Pradesh under the Revenue Services including
Departments of Commercial taxes, Prohibition and Excise,
Transport, Roads & Buildings, Registration and Stamps etc.
However, Departments relating to Economic Sector as well as
General and Social Sector are excluded and covered in separate
reports.

The instances mentioned in this Report are those, which came to
notice in the course of test audit for the period 2013-14 as well
as those which came to notice in earlier years, but could not be
reported in the previous Audit Reports; instances relating to the
period subsequent to 2013-14 have also been included, wherever
necessary.

The audit has been conducted in conformity with the Auditing
Standards issued by the Comptroller and Auditor General of
India.
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The report contains 34 paragraphs involving I 1236.88 crore relating to
non/short levy of taxes, interest, penalty, etc., and a performance audit on
“Public service delivery including functioning of IT services (CFST) in
Transport Department” involving I 749.52 crore with total financial impact of
< 1986.40 crore. Some of the significant Audit findings are mentioned below.

The total revenue receipts of the State Government for the year
2013-14 amounted to ¥ 110718.83 crore against ¥ 103830.28 crore for
the previous year. State tax and non-tax revenue accounted for 72 per
cent of this (X 64123.53 crore and I 15472.86 crore respectively). The
remaining 28 per cent was received from Government of India as State
share of divisible Union taxes (X 22131.89 crore) and Grants-in-aid (X
8990.55 crore).

(Paragraph 1.1.1)

Test check of 279 units of VAT, Land revenue, State excise, Motor
vehicles, Stamp duty and Registration fees and other departmental
offices conducted during 2013-14 revealed preliminary audit findings
involving non levy/short levy of taxes, duties etc., amounting to
< 2314.38 crore in 1784 cases.

(Paragraph 1.10.1)

Audit noticed that

in three offices of CTOs, incorrect exemption on goods worth
< 765.04 crore purchased from outside the State and incorporated in
works led to short levy of tax of ¥ 92.60 crore.

(Paragraph 2.4.4)
in five offices, tax of ¥ 30.88 crore collected in excess of liability from
works contractors was not forfeited to Government account.

(Paragraph 2.4.5)
there was short levy of tax of ¥ 5.22 crore on 27 works contractors due
to incorrect determination of their taxable turnovers.

(Paragraphs 2.4.6 and 2.10.1.1)
failure to file appeal in High Court on time against an order of STAT
lead to opportunity lost of safeguarding revenue of I 4.21 crore.

(Paragraph 2.4.7)

Vil
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refund of I 62 lakh was made to an unregistered works contractor in
contravention to the provisions of the APVAT Act.

(Paragraph 2.4.8)
sales tax arrears of ¥ 9.29 crore were incorrectly written off though the
dealers were not qualified for such exemption.

(Paragraph 2.5.5)
in 38 offices of Commercial Taxes Department, 50 dealers claimed
excess ITC of X 8.73 crore.

(Paragraph 2.6)
incorrect computation of turnovers/application of incorrect rates of tax

for the assessment years 2009-10 to 2012-13 resulted in short levy of tax
of X 8.08 crore by 21 CTOs on 67 dealers.

(Paragraph 2.7)
in 20 offices, interest of ¥ 9.07 crore was not levied on 31 dealers for
belated payment of tax/deferred tax.

(Paragraphs 2.8 and 2.9)
in 24 cases, tax of ¥ 1.82 crore was short levied on interstate sales not
covered by “C” forms.

(Paragraph 2.11)

in eight cases, purchase tax of ¥ 1.33 crore was not levied on goods.
(Paragraph 2.12)

penalty of I 1.17 crore was not levied on 27 dealers for failure to file
returns/belated payment of tax/using invalid invoices.

(Paragraph 2.13)
export sales/high sea sales reported by 10 dealers were exempted

without documentary evidence, leading to short levy of tax of
< 89.91 lakh.

(Paragraphs 2.14 and 2.18)
there was non-levy of penalty of ¥ 60.20 lakh on misuse of “C”

declaration forms for interstate purchase of commodities not included in
the certificate of registration.

(Paragraph 2.15)

viii
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e incorrect computation of taxable turnover led to short levy of tax of
T 48.06 lakh.

(Paragraphs 2.17)

e In six offices of Prohibition and Excise, Additional Licence Fee of
% 55 lakh was not levied on eight bars and restaurants.

(Paragraph 3.4)

e In case of 25 liquor shops, permit room licence fee was not/short levied
by T 24.49 lakh.

(Paragraph 3.5)

e Misclassification of 18 PPP lease agreements led to non-levy of stamp
duty of X 665.38 crore.

(Paragraph 4.4.3)

e Non registration of 33 BOT lease agreements led to non-levy of stamp
duty and registration fees of I 43.77 crore.

(Paragraph 4.4.4)

¢ In 69 documents executed between March 2011 and March 2013, stamp
duty and registration fees of ¥ 2.52 crore was short levied due to non-
verification of facts.

(Paragraph 4.6.1)
e Under valuation of properties in 15 documents registered during

2011-12 to 2013-14 resulted in short levy of stamp duty, transfer duty
and registration fees of I 47.93 lakh.

(Paragraph 4.7)
e 24 lease deeds involved in issue of bar licences were not registered

which led to non-levy of stamp duty and registration fees of
T 55.49 lakh.

(Paragraph 4.8)
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A Performance Audit on ‘Public service delivery including functioning of IT
services (CFST) in Transport Department’® with money value of
< 749.52 crore revealed the following:

Absence of time limit in AP Motor Vehicle Taxation Act/ Rules led to
non-initiation of action for issue of final demands leading to non-
realisation of revenue of ¥ 461.32 crore.

(Paragraph 5.4.8)

There is no provision in the AP Motor Vehicle Rules, prescribing time
limit for permanent registration of motor vehicles on account of which
due date for renewal gets extended, impacting tax revenue.

(Paragraph 5.4.9)

Ineffective monitoring resulted in non-realisation of quarterly tax and
penalty amounting to I 23.22 crore.
(Paragraph 5.4.11.2)

Belated adjustment of demand drafts with delay ranging from 11 to 80
days, resulted in loss of interest amounting to ¥ 1.96 crore.

(Paragraph 5.4.12.4)

Ad hoc approach was adopted in capacity planning while implementing
three-tier architecture for the software package called Citizen Friendly
Services in Transport department (CFST).

(Paragraph 5.4.15.2)

No provision was made in CFST to identify vehicles which were issued
No Objection Certificates (NOC) for transfer to other States. In the
absence of this, risk of vehicles re-entering and plying within the State
without payment of life-tax remains.

(Paragraph 5.4.16.1)

DCB statements generated through systems had shown incorrect figures
of revenue earned, balance due and arrears to be realised.

(Paragraph 5.4.16.3)

Scrutiny of data revealed that vehicles remained in active status though
validity of their registration had expired.

(Paragraph 5.4.17.1)
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There were no documented plans for disaster recovery and business
continuity.

(Paragraph 5.4.20.2)

Conversion tax of ¥ 85.96 lakh was not levied on the Government land
of 752.40 acres alienated to eight allottees in four RDOs.

(Paragraph 6.4.3)

In 32 Revenue divisions, conversion tax of ¥ 170.01 crore and penalty
of ¥ 85 crore were not levied on 13,782.62 acres irregularly converted
for non-agricultural purposes.

(Paragraph 6.4.4.1)
On 2041 mining leases executed during 2008-2013, conversion tax of
< 40.11 crore and penalty of ¥ 20.06 crore were not levied.

(Paragraph 6.4.4.2)
Non-finalisation of alienation proposals for advance possession of

Government land resulted in non-realisation of revenue of
< 25.45 crore.

(Paragraph 6.5)

In six Mandals, there was short-levy of water tax of I 96.86 lakh due
to incorrect finalisation of demand.

(Paragraph 7.2.6)

In 20 Tahsildar offices, there was non/short levy of road cess of ¥ 55.37
lakh in command areas of Irrigation Projects.

(Paragraph 7.2.9)

Xi
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The tax and non-tax revenue raised by the Government of Andhra

Pradesh during the year 2013-14, the State’s share of net proceeds of divisible
Union taxes and duties assigned to the State and Grant-in-aid received from the
Government of India during the year and the corresponding figures for the
preceding four years are mentioned in Table - 1.1.1.

Table-1.1.1

Trend of revenue receipts

® incrore)

1. | Revenue raised by the State Government

e Tax revenue

35,176.68

45,139.55

53,283.41

59,875.05

64,123.53

e Non-tax revenue

7,802.26

Receipts from the Government of India

10,719.72

11,694.34

15,999.14

15,472.86

e Share of net proceeds 12,141.71 | 15,236.75 17,751.15 20,270.77 22,131.89
of divisible Union taxes
and duties

e Grants-in-aid 9,557.70 9,900.28 10,824.79 7,685.32 8,990.55

3. | Total revenue receipts of | 64,678.35 | 80,996.30 93,553.69 |1,03,830.28 | 1,10,718.83
the State Government
(1and 2)

4. | Percentage of 1to 3 66 69 69 73 72

The above table indicates that during the year 2013-14, the revenue raised by
the State Government (X 79,596.39 crore) was 72 per cent of the total revenue
receipts. The balance 28 per cent of the receipts during 2013-14 was from the

Government of India.

L For details please see Statement No.11- Detailed accounts of revenue by minor heads in the
Finance Accounts of Andhra Pradesh for the year 2013-14. Figures under the major heads
‘0020-Corporation tax, 0021-Taxes on income other than corporation tax, 0028-Other taxes
on income and expenditure, 0032-Taxes on wealth, 0037-Customs, 0038-Union excise
duties, 0044-Service tax and 0045-Other taxes and duties on commodities and services -
share of net proceeds assigned to states booked in the Finance Accounts under A-Tax
revenue have been excluded from revenue raised by the State and included in the State’s
share of divisible Union taxes in this table.
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1.1.2 The details of the tax revenue raised during the period 2009-10 to
2013-14 are given in Table 1.1.2.
Table 1.1.2
Details of Tax Revenue raised

(T incrore

L ;';:ggse?: sales, | 7685 | 23640 | 31,838 | 2045 | 38,306 | 34910 | 45000 | 40715 | 52500 | 48737 (+)19.7
2 iﬁg:)‘c'se 6,260 | 5849 | 7512 | 8265 | 9014 | 9612 | 10820 | 9129 | 7500 | 6250 | (3154
3, Stamp Duty and
Registration 3224 | 2630 | 3546 | 3834 | 4240 | 4385 | 4968 | 5115 | 6414 | 4393 | ()14.12
Fees
4 _';_’;‘)’(tor Vvehicles | 015 | 1095 | 2778 | 2627 | 3434 | 2986 | 3640 | 3356 | 4351 | 3335 ()0.64
5. | Others 13042 | 1054 | 1325| 1270 | 1445 | 1389 | 1593 | 1559 | 1676 | 1408 (097

The respective Departments reported the following reasons for large variations:

State Excise: Revenue decreased due to enhancement of APBCL margins,
additional trade margins and increase of VAT.

Stamp Duty and Registration Fees: Revenue decreased due to slowdown in
Real Estate, monsoon failure and agitations for State’s bifurcation.

1.1.3 The details of the non-tax revenue raised during the period 2009-10 to
2013-14 are indicated in Table 1.1.3:

Table 1.1.3
Details of Non-tax revenue raised

R in crore)

Interest 4,456 4,852 | 7,097 | 5774 | 7,164 6,279 | 8,632 9,626 | 8,656 8,646 (-)10.17
receipts

2. | Mines & 2,450 1,887 | 2,695 | 2,065 | 2,995 2,337 | 2,734 2,771 | 3,083 2,731 (-)1.46
Minerals

3. | Education, 185 55 194 238 204 675 274 1,196 | 1,219 1,676 (+)40.12
Sports, Art
and Culture
Others 5,863 1,008 | 5717 | 2,643 | 1,976 2,404 | 2,213 2,407 | 2,436 2,420 +)0.57

2 Source : Statement 11 of Finance Accounts 2013-14.

2
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The arrears of revenue as on 31 March 2014 on some principal heads of revenue
as provided by the concerned departments, amounted to I 7326.52 crore of
which T 2337.06 crore was outstanding for more than five years, as detailed in
the Table -1.2.

Table 1.2
Arrears of revenue

( in crore)

!

State Excise Duties 65.10 59.80
Taxes on Vehicles 3,955.87 2,002.67
3 IEtamp Duty and Registration 103.10 44.47
ees
4 | Mines and Minerals 90.22% 74.96%
5 | Land Revenue 395.85 NF*
6 | Taxes and duties on electricity 2,716.38 155.16

# These figures belong to the 10 districts (Adilabad, Hyderabad, Karimnagar, Khammam,
Mahbubnagar, Medak, Nalgonda, Nizamabad, Rangareddy and Warangal) only.

* Not furnished.

It would be seen from the table that recovery of ¥ 2337.06 crore was pending
for more than five years.

The Commercial Tax Department did not furnish the information of arrears of
revenue though called for.

As per the provisions of the AP VAT Act, annual assessments are not mandatory
for the VAT dealers. Assessments under the CST Act are to be completed
within three years. However, no information was furnished by Commercial Tax
Department on arrears of CST assessments.

The details of cases of evasion of tax detected by the Departments, cases
finalised the demands for additional tax raised and cases pending for finalization
as on 31 March 2014, in respect of different heads of revenue were called for
from the concerned Departments. In respect of State Excise Duties, Motor
Vehicles Taxes and receipts from Mines and Minerals, the concerned
Departments have reported that no such case was detected, finalized or pending.
However, Departments of Commercial taxes, Stamps and Registration, Land
Revenue and Electricity did not furnish any information in this regard.
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The number of refund cases pending at the beginning of the year 2013-14,
claims received during the year, refunds allowed during the year and the cases
pending at the close of the year 2013-14 as reported by the Departments is given
in Table 1.5.

Table 1.5
Details of pendency of refund cases
® incrore)
o
1. | Claims outstanding at the beginning of the 106 0.85
year
2. | Claims received during the year 6 0.89
3. | Refunds made during the year 14 1.45
4. | Balance outstanding at the end of year 98 0.29

The Commercial Tax Department did not furnish information on refund cases
though called for.

The Accountant General (E & RSA), Andhra Pradesh conducts periodical
inspection of the Government Departments to test check the transactions and
verify the maintenance of 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 AG within one month from the date of
issue of the IRs. Serious financial irregularities are reported to the heads of the
Department and the Government.

Inspection reports issued up to December 2013 disclosed that 31,179 paragraphs
involving ¥ 13,954.59 crore relating to 9,892 IRs remained outstanding at the
end of June 2014 as mentioned below along-with the corresponding figures for
the preceding two years in Table 1.6.

Table 1.6
Details of pending Inspection Reports

Number of IRs pending for 11,444 10,925 9,892
settlement
Number of outstanding audit 34,117 32,118 31,179

observations
Amount of revenue involved (X in 12,873.06 12,909.94 13,954.59
crore)
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1.6.1 The Department-wise details of the IRs and audit observation
outstanding as on 30 June 2014 and the amounts involved are mentioned in the
Table 1.6.1.

Table 1.6.1
Department-wise details of IRs

® incrore)

Commercial | Taxes on Sales, Trade etc. 4,048 14,892 3,714.7
Taxes Entertainment & luxury tax
etc.
2. | Excise State Excise 757 2,133 210.94
3. | Revenue Land Revenue 1,933 3,722 3,972.67
4. | Transport Taxes on motor vehicles 482 2,602 2,681.24
5. | Stampsand | Stamp duty and 2,346 6,754 774.67
Registration | registration fees
6. | Minesand Non-ferrous mining and 310 1,056 1,790.92
Geology metallurgical industries
7. | Electricity Electricity 16 20 809.45

| |

Audit did not receive even the first replies from the heads of offices within one
month from the date of issue of the IRs, for 126 IRs issued during 2013-14. This
large pendency of the IRs due to non-receipt of the replies is indicative of the
fact that the heads of offices and the Departments did not initiate action to
rectify the defects, omissions and irregularities pointed out by the AG in the
IRs.

The Government departments set up audit committees to monitor and expedite
the progress of the settlement of the IRs and paragraphs in the IRs. The details
of the audit committee meetings held during the year 2013-14 and the
paragraphs settled are mentioned in Table 1.6.2.

Table 1.6.2
Details of Departmental audit committee meetings
® in crore)
1. Land Revenue 5 1,733 3.82

The programme of local audit of Tax Revenue / Non-tax Revenue offices is
drawn up sufficiently in advance and intimations are issued, usually one month
before the commencement of audit, to the departments to enable them to keep
the relevant records ready for audit scrutiny.

5
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During the year 2013-14 as many as 87 assessment files, returns, refunds,
registers and other relevant records were not made available to audit. Break up
of these cases is given in Table 1.6.3.

Table 1.6.3
Details of non-production of records

Sales Tax / VAT etc. 2013-14 63

State Excise 2013-14 10

Stamp Duty and Registration Fee 2013-14 4
Motor Vehicle Tax 2013-14 1

Land Revenue 2013-14 9

. Tota s ]
1.6.4 Response of the Departments to the draft audit paragraphs

The draft audit paragraphs proposed for inclusion in the Report of the
Comptroller and Auditor General of India are forwarded by the AG to the
Principal Secretaries / Secretaries of the concerned Departments, drawing their
attention to audit findings and requesting them to send their response within six
weeks. The fact of non-receipt of the replies from the Departments/ Government

is invariably indicated at the end of such paragraphs included in the Audit
Report.

34 draft paragraphs and one performance audit were sent to the Principal
Secretaries/ Secretaries of the respective Departments by name between July
2014 and October 2014. The Principal Secretaries/ Secretaries of the
Departments did not send replies to any draft paragraphs including performance
audit despite issue of reminders and the same have been included in this Report
without the response of the Departments.

The internal working system of the Public Accounts Committee, notified in
December 2002, laid down that after the presentation of the Report of the
Comptroller and Auditor General of India in the Legislative Assembly, the
Departments shall initiate action on the audit paragraphs and the action taken/
explanatory notes thereon should be submitted by the Government within three
months of tabling the Report, for consideration of the Committee. In spite of
these provisions, the explanatory notes on audit paragraphs of the Reports were
being delayed inordinately. 234 paragraphs (including performance audit)
included in the Reports of the Comptroller and Auditor General of India on the
Revenue Sector of the Government of Andhra Pradesh for the years ended 31
March 2008, 2009, 2010, 2011 and 2012 were placed before the State
Legislative Assembly between September 2009 to June 2013. The action taken/
explanatory notes from the concerned Departments on these paragraphs were
received in respect of 65 paragraphs only with average delay of 18 months, 11
months and 14 months in respect of Audit Reports for the years ended 31 March
2008, 2009 and 2010 respectively. Action taken/explanatory notes in respect of
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220 paragraphs from 13 departments (Commercial Taxes, Excise, Land
Revenue, Transport, Registration, Industries & Commerce, Energy, Forest,
Co-operation, Finance, Irrigation, Municipal Administration and General
Administration) had not been received for the Audit Reports from year ended
March 2001 to March 2012 so far (October 2014).

To analyse the system of addressing the issues highlighted in the Inspection
Reports / Audit Reports by the Departments / Government, the action taken on
the paragraphs and performance audits included in the Audit Reports of the last
10 years for one Department is evaluated and included in this Audit Report.

The succeeding paragraphs 1.7.1 to 1.7.2 discuss the performance of the Mines
& Geology Department under revenue head 0853 and cases detected in the
course of local audit during the last ten years and also the cases included in the
Audit Reports for the years 2003-04 to 2012-13.

The summarised position of the inspection reports issued during the last 10
years, paragraphs included in these reports and their status as on 31 March 2014
are tabulated in Table - 1.7.1 below.

Table 1.7.1
Position of Inspection Reports

® in crore)

1. 2003-04 864.70 2 6 981.26
2. 2004-05 | 110 181 | 98126 | 35 68 | 554.35 1 12 2.80 | 144 237 | 1532.81
&l 2005-06 | 144 237 | 1532.81 | 18 25| 19.96 2 5 0.10 | 160 257 | 1552.66
4. 2006-07 | 160 257 | 1552.66 | 27 35| 39.59 2 2 593 | 185 290 | 1586.32
5 2007-08 | 185 290 | 1586.32 | 15 17 7.59 3 5 1.71 | 197 302 | 1592.20
6. 2008-09 | 197 302 | 1592.20 | 12 21 | 16.64 5 8 0.87 | 204 315 | 1607.97
7. 2009-10 | 204 315 | 1607.97 | 34 63 | 84.83 3 4 0.06 | 235 374 | 1692.73
8. 2010-11 | 235 374 | 1692.73 | 30 60 | 61.64 | 18 42 | 25.04 | 247 392 | 1729.33
9. 2011-12 | 247 392 | 1729.33 0 1| 2262 0 0 0| 247 393 | 1751.95
& &

10. | 2012-13

The Government arranges Audit Committee meetings between the Department
and AG’s office to settle the old paragraphs. As would be evident from the
above table, against 92 outstanding IRs with 153 paragraphs as on start of
2003-04, the number of outstanding IRs increased to 247 with 392 paragraphs
at the end of 2012-13. This is indicative of the fact that adequate steps were not
taken by the Department in this regard resulting in increase of the outstanding
IRs and paragraphs.
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The position of paragraphs included in the Audit Reports of the last 10 years,
those accepted by the Department and the amount recovered are mentioned in
Table 1.7.2.

Table 1.7.2

® in crore)

2003-04 2 3.20 1 2.70 0.26 0.26
2004-05 1 183.55 1 1.15 Nil Nil
2005-06 4 3.44 4 1.35 0.27 0.27
2006-07 2 1.33 1 1.16 Nil Nil
2007-08 2 0.87 2 0.83 Nil Nil
2008-09 5 3.81 5 3.63 0.02 0.02
2009-10 6 69.82 5 69.45 Nil Nil
2010-11 2 2.71 2 0.47 Nil Nil
2011-12* 0 NA NA NA NA NA
2012-13 1 22.62 1 16.09 0.82 0.82

* Since no paragraph in respect of the Department of Mines and Geology was included in the audit report
of that year, remaining columns are Not Applicable (NA).

It is evident from the above table that during the last ten years recovery even in
accepted cases was Nil. The recovery of accepted cases was to be pursued as
arrears recoverable from the concerned parties. The Department replied that
ADM&Gs have finalised the MRASs and the same are sent to the concerned
DDM&Gs for approval. However, the Department did not furnish any data.
The Department may take immediate action to pursue and monitor prompt
recovery of the dues involved in accepted cases.

The draft performance reviews conducted by the AG are forwarded to the
concerned Department / Government for their information with a request to
furnish their replies. These reviews are also discussed in an exit conference and
the Department’s / Government’s views are included while finalizing the
reviews for the Audit Reports.

The following reviews on the Departments of Commercial taxes, Land
Revenue, Mines & Geology, Prohibition & Excise, Stamps & Registration and
Transport, were featured in the last five years Reports. The details of
recommendations and their status is given in Table 1.8 below:
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Table 1.8
Year of No. of
Report NETS GRS 24 recommendations SIE
2008-09 | Citizen Friendly Services in 5 Action taken/
Transport Department (CFST) explanatory  notes
have been submitted
by the Government.
This para is however
yet to be discussed by
the Committee on
Public Accounts.
Transition from Andhra Pradesh 8
General Sales Tax to Andhra
Pradesh Value Added Tax
2009-10 | Functioning of the Prohibition 9
and Excise Department
2010-11 | Taxation of works contracts 5
under the APVAT Act
Cross verification of Declaration 7
Forms used in Inter State Trade .
Alienation of Government land 8 Action EE
and conversion of agricultural ORIl notes are
land for non-agricultural el lsetlalize o)
the Government
purposes
2011-12 | VAT Audits and Refunds 3
2012-13 | Functioning of the Directorate of 6
Mines & Geology
Functioning of Registration and 6
Stamps Department including
Information Technology (IT)
Audit of CARD in Andhra
Pradesh
1.9 Audit Planning

The unit offices under various Departments are categorised into high, medium
and low risk units according to their revenue position, past trends of the audit
observations and other parameters. The annual audit plan is prepared on the
basis of risk analysis which inter-alia include 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, factors of the tax administration,
audit coverage and its impact during past five years etc.

There were a total of 2270 auditable units, of which 280 units were planned and
279 units had been audited during the year 2013-14, which is 12.29
per cent of the total auditable units. Besides the compliance audit mentioned
above, one performance audit was also taken up to examine the efficacy of the
tax administration of revenue receipts.
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110 Results of Audit

1.10.1 Position of local audit conducted during the year

Test check of the records of 279 units of Value Added Tax, State Excise, Motor
Vehicles, Land Revenue, Stamp Duty and Registration Fees etc. conducted
during the year 2013-14 showed under assessment/short-levy/ loss of revenue
aggregating ¥ 2314.38 crore in 1784 cases. During the course of the year, the
Departments concerned accepted under assessment and other deficiencies of
< 885.94 crore involved in 249 cases which were pointed out in audit during

2013-14. The Departments collected ¥ 1.96 crore in 117 cases during 2013-14,
pertaining to the audit findings of previous years.

This Report contains 34 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 one Performance audit on ‘Public
Service Delivery including Functioning of IT services (CFST) in Transport
Department’, involving financial effect of ¥ 1986.40 crore.

The Departments/ Government have accepted audit observations involving
< 885.85 crore out of which ¥ 0.63 crore had been recovered. These are
discussed in succeeding Chapters 11 to VII.




CHAPTER-II

Taxes / VAT on Sales,
Trade etc.




Commercial Taxes Department is under the purview of Principal Secretary to
Revenue Department at Government level. The Department is mainly
responsible for collection of taxes and administration of AP Value Added tax
(VAT) Act, Central Sales Tax (CST) Act, AP Entertainment Tax Act, AP
Luxury Tax Act and rules framed thereunder. Commissioner of Commercial
Taxes (CCT) is Head of Department entrusted with overall supervision and is
assisted by Additional Commissioners, Joint Commissioners (JC), Deputy
Commissioners (DC) and Assistant Commissioners (AC). Commercial Tax
Officers (CTOs) at circle level are primarily responsible for tax administration
and are entrusted with registration of dealers and collection of taxes while the
DCs are controlling authorities with overall supervision of the circles under their
jurisdiction. There are 218 offices (25 Large Tax Payer Units (LTUs) headed
by ACs and 193 Circles headed by CTOs) functioning under the administrative
control of DCs. Further, there is an Inter State Wing (IST) headed by a Joint
Commissioner within Enforcement wing, which assists CCT in cross
verification of interstate transactions with different states.

Department did not have a structured Internal Audit Wing that would plan and
conduct audit in accordance with a scheduled audit plan. Internal audit is
organized at Divisional level under the supervision of Assistant Commissioner
(CT). There are 25 Large Tax Payers Units (LTUs) and 193 circles in State.
Each LTU/circle is audited by audit teams consisting of five members headed
by either CTOs or Deputy CTOs. Internal audit report is submitted within 15
days from the date of audit to DC (CT) concerned, who would supervise
rectification work giving effect to findings in such report of internal audit.
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In 2013-14, test check of the assessment files, refund records and other
connected documents of the Commercial Taxes department showed
underassessment of sales tax and other irregularities involving ¥ 494.06 crore
in 1,476 cases which fall under the following categories as given in
Table - 2.1.

Table -2.1
(X incrore)

1 | Audit of “Refunds of tax made to Works 1 131.62

Contractors”
2 | Audit of “Arrears of Revenue under VAT/Sales 1 9.56

Tax”’
3. | Excess Input Tax allowed 182 34.57
4. | Non-levy/Short levy of Interest and Penalty 150 47.28
5. | Short levy of tax on works contract 103 29.06
6. | Excess authorization of refunds 15 8.01
7. | Incorrect exemption of taxable turnover 247 57.53
8. | Short levy of tax due to application of incorrect 260 46.75

rate of tax
9. | Under-declaration of VAT 159 38.43
10. | Other irregularities 358 91.25

During the year, Department accepted under-assessments and other deficiencies
0f ¥ 164.52 crore in 703 cases, including ¥ 43.55 crore of 488 cases which were
pointed out in audit during the earlier years. An amount of ¥ 1.26 crore was
realized in 95 cases during the year 2013-14.

Audit of “Refunds of tax made to Works Contractors” involving
% 131.62 crore, audit of “Arrears of Revenue under VAT/Sales Tax” involving
% 9.56 crore and a few illustrative cases involving ¥ 36.89 crore are discussed
in the following paragraphs:
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Audit observations|

During scrutiny of records of the Offices of the Commercial Taxes Department
relating to assessment and revenue collection towards VAT and CST, Audit
observed several cases of non-observance of provisions of Acts/Rules resulting
in non/short levy of tax/penalty and other cases as mentioned in the succeeding
paragraphs in this Chapter. These cases are illustrative and are based on a test
check carried out by Audit. Such omissions are pointed out in audit every year,
but not only do the irregularities persist; these remain undetected till an audit
is conducted again. There is a need for improvement of internal controls so that
repetitions of such omissions can be avoided, detected and rectified.

2.4  Audit of Refunds made to works contractors

2.4.1 Introduction

Andhra Pradesh Value Added Tax (AP VAT) Act, 2005 was introduced with
effect from 1 April 2005, replacing the erstwhile Andhra Pradesh General Sales
Tax (APGST) Act, 1957. Credit for tax paid on purchases i.e., input tax credit
(ITC) was introduced in the VAT Act. The system of annual assessment was
done away with and a system of audit of dealers selected based on various
parameters prescribed in the department VAT Audit manual (Manual) was
introduced instead.

According to Section 38 of the AP VAT Act, all VAT dealers whose ITC is in
excess of output tax due are entitled to claim refund subject to the conditions
prescribed. In Rule 59(1) (12) of AP VAT Rules, following delegation of
powers has been prescribed for authorizing refunds.

Authority Powers to authorize refunds
Commercial Tax Officer In cases where the amount determined to be
(CTO) refunded does not exceed ¥ 50,000.
Assistant Commissioner In the case of LTU dealers where the
(Commercial Taxes) amount determined to be refunded does not
{AC(CT)} exceed ¥ two lakhs.

Deputy Commissioner In cases where the amount determined to be
(Commercial Taxes) refunded does not exceed ¥ 10 lakhs.
{DC(CT)}

Joint Commissioner (JC)/ In cases where the amount determined to be
Additional refunded exceeds ¥ 10 lakhs.
Commissioner(AC) (CT)

As per Para 6 (3)(d) of the VAT Audit Manual of Commercial Taxes
Department, the Commercial Tax Officer (CTO)/Assistant Commissioner
(AC){Large Taxpayers’ Unit (LTU)} should monitor all refund returns and
select cases requiring audit in accordance with the guidelines prescribed.

“Works Contract” as defined under Section 2(45) of AP VAT Act, includes any
agreement for carrying out, for cash or for deferred payment or for any other
valuable consideration, building construction, manufacture, processing,
fabrication, erection, installation, laying, fitting out, improvement,

13
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modification, repair or commissioning of any movable or immovable property.
The taxable event, taxability and calculation of tax are all dealt with under
Section 4 of the Act read with Rule 17 of APVAT Rules.

2.4.2 Obijectives, Scope and Methodology

The audit was taken up to check whether the procedure prescribed for
authorizing refunds of taxes to the works contractors and verifying their claims
was properly followed.

Observations made during the scrutiny of 70 out of 99 cases in respect of works
contractors involving refund of more than ¥ 10 lakhs authorized during 2011-
13 and certain procedural lapses noticed in nine DC(CT)s® and 52 circle offices*
have been included in this report.

Audit findings
2.4.3 Non verification of ITC refund claims

As per circular instructions® issued (June 2009) by Commissioner of
Commercial Taxes (CCT), the claim for refund has to be verified by the CTO
concerned before submission of file to JC (CT)/DC (CT) for authorization of
refund. The CTO is required to ensure that the claim of ITC refund on purchases
made by a dealer has been cross verified with the records of the selling dealers
by the respective officers of the Commercial Taxes Department, under whose
jurisdiction the selling dealers are registered.

Audit noticed (between November 2013 and March 2014) in two DC (CT)
offices® and 11 circles’ that during the period 2011-12 and 2012-13, ITC refunds
amounting to ¥ 15.08 crore in 42 cases of works contractors were authorized.
Though references for cross verification of ITC claims were sent to respective
jurisdictional authorities, verification reports were received only in nine cases
for an amount of ¥ 1.40 crore against the total amount of ¥ 1.60 crore involved.
In remaining 33 cases, ITC claims of ¥ 13.48 crore were admitted and refunds
authorised without any cross verification of the purchase details with the records
of the selling dealers as no verification reports were received.

Abids, Begumpet, Hyderabad (Rural), Nellore, Punjagutta, Saroornagar Secunderabad,
Vijayawada-I and Warangal.

Aghapura, Ashoknagar, Autonagar, Balanagar, Basheerbagh, Benz Circle, Dabagardens,
Dwarkanagar, Gajuwaka, Gandhinagar, General Bazar, Hindupur, Hyderguda,
Jagannaikpur, Jeedimetla, Jubilee Hills, Kadapa-1, Kadapa-11I, Khairtabad, Kurnool-1I, MG
Road, Machilipatnam, Madhapur, Mahankali Street, Mahboobnagar, Maharajgunj,
Malakpet, Mangalagiri, Miryalaguda, Nacharam, Nampally, Nandyal-Il, Nellore-II,
Nellore-I11, Peddapally, Proddutur-1, Punjagutta, Rajampet, Rajendranagar, Ramgopalpet,
Ranigunj, R.P. Road, S.D. Road, Sanathnagar, Saroornagar, Somajiguda, Special
Commodities, Srinagar Colony, Steel Plant, Tadipatri, Tarnaka and VVengalaraonagar.

5 CCT’s Ref. No. BVI(1)/76/2006 dated 08 June 2009.

6 Abids and Punjagutta.

" Benz Circle, Dwarakanagar, Gajuwaka, Punjagutta, R.P. Road, Rajampet, Rajendranagar,
Sanathnagar, Somajiguda, Srinagar Colony and Steel Plant.
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Under Section 4(7)(g) of AP VAT Act, no tax shall be leviable on the turnover
of transfer of property in goods involved in the execution of works contract, if
such transfer from the contractor to the contractee constitutes a sale in the course
of inter-state trade or commerce under Section 3, or a sale outside the State
under Section 4, or a sale in the course of import or export under Section 5 of
the Central Sales Tax Act, 1956. The AP Sales Tax Appellate Tribunal (STAT)
based on the A.P. High Court judgment in the case of Gannon Dunkerly & Co.
and others vs State of Andhra Pradesh held that goods purchased by a contractor
from outside the state where the contractee has not issued ‘C’ forms are liable
to be taxed under the local law at the time of use of goods in the work.

As per instructions® issued by the CCT to all the assessing authorities, if as per
the terms, the contractors were not under contractual obligation to purchase the
goods to be used from outside the State, these purchases were also to be included
in the assessment. If it were under contractual obligation, the contractee would
be assessed.

Audit noticed (November 2013) in three circles® that in four cases, for which
assessments had been completed for the period 2007-08 to 2010-11, purchase
turnovers of contractors were allowed exemption even though the purchases
were not made under contractual obligation. The incorrect exemption of
turnover of ¥ 765.04 crore resulted in non-levy of tax of ¥ 92.60 crore. Besides,
in these cases refund of ¥ 16.95 crore was authorized.

After Audit pointed out the cases, the Department replied (May 2014) that in
two cases the revision was under process and in remaining cases (November
2013), the matter would be examined and action taken intimated to audit.

The Government issued orders that four per cent of the cost of work may be
provided in the estimates towards VAT where value of the material component
in the work is more than 10 per cent of the value of the total work. According
to Section 57(2) of the AP VAT Act, no dealer shall collect any amount by way
of tax at a rate exceeding the rate at which he is liable to pay tax under the
provisions of the Act. If any tax is collected in excess of the liability, it shall be
forfeited to the Government under Section 57(4) of the Act. Further, according
to Rule 18(3) (b) of AP VAT Rules, with effect from 01 May 2009, if the
contractors, executing works for Government or local authority where tax is
added separately to the estimated value of the contract, have not opted for
composition'!, such tax collected at source in excess of their liability shall be
forfeited.

8 CCT’s Ref. No. A1(3)/911/2005-1, dated 23 January 2006.

9 Kadapa-Il, Punjagutta and R.P. Road.

10 G.0.Ms.No.11 Finance (Works and Projects) Department dated 29 July 2005.

11 Works contractors can pay tax in two ways — if they are under composition, they pay tax at
a uniform rate on the entire value of the works contract. Otherwise, they have to maintain
accounts and pay tax on goods incorporated at the rates applicable.
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Audit noticed (between November 2013 and February 2014) in the offices of
two DC (CT)s!? and three circles®™that during the period 2005-12, in seven
cases, refund of ¥ 30.88 crore was authorized. Scrutiny of records revealed that
in these cases, tax collected at source in respect of works executed for
Government was in excess of tax liability which ought to have been forfeited.
Excess tax collected amounting to I 30.88 crore was not forfeited and this
resulted in incorrect grant of refund.

After Audit pointed out the cases two Assessing Authorities (AAs)'* replied
(April and June 2014) in four cases that assessments were under revision. In
one case, CTO Rajampet contended (April 2014) that Rule 18(3)(b) was
effective from 1 May 2009 and was not applicable for the earlier period. The
reply is not tenable as tax was added separately to the estimates and the excess
tax collected during the period from 2005-09 was liable to be forfeited under
Section 57(4) of the Act. For the remaining two cases, final reply is awaited.

2.4.6 Excess grant of refund due to incorrect determination of taxable
turnover

Under Section 4(7) (a) of the AP VAT Act, tax is payable on the value of goods
at the time of incorporation of such goods in the works at the rates applicable.
To determine such value of goods incorporated in the works contract,
deductions like labour, hire charges of machinery, consumables, cost of
establishment and expenses relatable to supply of labour and services, profit on
labour and amounts paid to sub-contractors as prescribed under Rule 17(1) (e)
of AP VAT Rules are to be allowed.

Further, in the absence of detailed accounts to determine the taxable turnover
under Rule 17(1) (e) of the Rules, tax at the rate of 14.5 per cent shall be levied
after allowing the standard deduction prescribed under Rule 17(1)(g)
i.e., 30 per cent of the total consideration received in respect of civil works.

Audit noticed (between October 2013 and March 2014) in seven circles'® that,
in eight cases assessed during the period 2011-13, taxable turnover for the
assessment periods from December 2006 to March 2012 was incorrectly
determined at I 47.21 crore instead of X 76.87 crore. In six cases, deductions
inadmissible under Rule 17(1)(e) such as bank guarantee commission, loading
and unloading expenses, income tax payments, salaries, telephone charges, etc.
were allowed. In one case, pre-incorporated expenditure like labour charges
and service tax payments incurred for fabrication were admitted and also
inadmissible deductions such as mobilization advance and VAT payments were
allowed. In the remaining case, the details of exemptions allowed were not
furnished. Where details of exemption are not furnished, taxable turnover is to
be determined under Rule 17(1) (g). Incorrect determination of taxable turnover

12 Hyderabad Rural and Nellore-l.

13 Dwarakanagar, Rajampet and Srinagar Colony.

14 DC(CT), Nellore and CTO Srinagar Colony.

15 Dabagardens, Dwarakanagar, Gajuwaka, Madhapur, Punjagutta, Special Commodities and
Steel Plant.
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under Rule 17(1) (e) instead of under Rule 17(1)(g) resulted in short levy of tax
of ¥ 3.31 crore. However, in these cases, refund of ¥ 2.93 crore was authorized.

After Audit pointed out the cases, two AAs® in two cases replied (between
December 2013 and January 2014) that the audit files would be sent to DC for
revision. In one case involving I 20 lakh, CTO Steel plant replied that the
allowance of exemption was correct. The reply is not tenable as labour charges
and service tax on account of fabrication of steel are pre-incorporated
expenditure and are not allowable deductions. Mobilization advance and VAT
are also not allowable deductions under the Act. In another case involving
incorrect refund of X eight lakh, CTO Dwarakanagar replied that the purchases
were made from outside the State. The reply is not relevant. Final replies are
awaited in the remaining four cases.

2.4.7 Insufficient efforts by the Department to safeguard revenues

Under Section 5-F of the APGST Act, 1957, every dealer executing works
contracts shall pay tax on his turnover on transfer of property in goods involved
in the execution of works contract. To determine the taxable turnover,
deductions as prescribed under Rule 6(2) of APGST Rules are allowable while
calculating the taxable turnover of the dealer. However, under Rule 6(3)(i) in
cases Where the execution of works contracts extends over a period of more than
one year, the total turnover for the purpose of taxation for that year shall be
deemed to be the value of goods purchased for being supplied or used in the
execution of such contract in that year.

In view of a judgment! of the Supreme Court on the issue of valuing the goods
incorporated, the CCT issued guidelines®® according to which the taxable
turnover under Rule 6(3)(i) shall be determined as the value of the goods at the
time of incorporation. The time limit for preferring an appeal in the High Court
against the order of the Sales Tax Appellate Tribunal (STAT) is 90 days.

Audit noticed (January 2014) in case of an assessee in DC(CT), Abids, that the
assessment was revised by DC (CT), Abids on 8 January 2013 on the judgment
of STAT® and tax under Rule 6(3)(i) was levied on purchase value of goods
i.e., % 40.90 crore, instead of on the value of goods at the time of incorporation,
3 93.54 crore. Tax due and tax paid as per revised assessment were I 3.27 crore
and X 4.05 crore respectively. Excess tax paid was thus arrived at ¥ 0.77 crore
and was allowed as refund. Though the appeal against the order had to be filed
in 90 days, the Department preferred the appeal against the STAT order in the
A.P. High Court on 28 November 2012, i.e., after 14 months of passing of
orders. There were no reasons on record for the delay. The appeal was rejected
by the A.P. High Court being time-barred.

Thus, due to failure to file an appeal against the orders of STAT within the
timeframe, Department lost the opportunity to put forth their opinion and to

16 CTOs- Dabagardens and Special Commodities.

17 M/s. Gannon Dunkerly & Others vs. State of Rajasthan & Others (88 STC 204).
18 Circular No. All(1)/407/2005 dated 4 October 2005.

1 T.A.No. 1172/2007 dated 27 September 2011.
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attempt to levy/save revenue amounting to ¥ 4.98 crore (X 4.21 crore of Tax +
I 77 lakh of refund authorized).

After Audit pointed it out (March 2014), the AA replied that the refund was
authorized as per the order of STAT. However, delay in filing the appeal
indicated that though Department had strong grounds against the STAT orders,
there were insufficient efforts on its part for safeguarding tax revenue.

2.4.8 Incorrect authorization of refund to unregistered works contractor

Under Section 38(1) of AP VAT Act, 2005, a VAT dealer shall be eligible for
refund of tax subject to the conditions prescribed. Any person not registered as
a VAT dealer though liable to be registered is not eligible for refund.

Audit noticed (December 2013) in DC(CT) Nellore-I that during the period
2008-11, a contractor, though required to be registered under the Act remained
unregistered and executed Government works contracts as a sub-contractor.
The tax of ¥ 62 lakh collected in excess of liability and available at the credit of
the contractor was refunded under Section 38 of the Act though he was
ineligible for refund.

After audit pointed out the case, the AA replied (June 2014) that the contractor
was not liable to be registered under the APVAT Act. The reply is not
acceptable as the contractor executed works contracts for the Government and
therefore was liable to be registered under the provisions of Section 17(5)(h) of
the Act.

The observation was communicated to the Department (April 2014) and reply
is awaited (November 2014).

2.4.9 Non-availability of records

According to Rule 59 read with Rule 35 of AP VAT Rules, the DC (CT) is
empowered to refund upto X 10 lakh and JC (CT) or Additional Commissioner
(CT) is empowered to authorize refunds exceeding I 10 lakh. The claim for
refund is to be first processed by the jurisdictional CTO and submitted for
approval to the authority concerned. However, it has not been prescribed to
return the file to the respective jurisdictional offices with which the dealers are
registered. The files relating to a single dealer are thus spread across offices
and it is difficult for the Department as well as Audit to establish a history of
the dealer.

Audit noticed (between November 2013 and March 2014) that in the office of
DC(CT), Punjagutta and in 12 circles?, refund of ¥ 31.08 crore was authorized
during the years 2011-12 and 2012-13 to 24 dealers (29 cases) but the relevant
records were not available at offices where the dealers were registered. The
respective jurisdictional officers replied that refund audit records were not
available with them or had not been returned by the respective JC (CT)/DC

20 Basheerbagh, Chinawaltair, Dabagardens, Dwarakanagar, Hyderguda, Hindupur, Jubilee

Hills, Kadapa-1, Mahankali Street, S.D.Road, Sanathnagar and Srinagar Colony.
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(CT). Due to unavailability of records the correctness of refunds authorized
could not be verified by Audit. In the absence of these records, audit was in no
position to verify the correctness or otherwise of refunds.

2.4.10 Conclusion

The Commercial Taxes Department failed to ensure compliance with the
procedure for checking the refund claims and cross verification of claims for
input tax credit was not completed in spite of the instructions of CCT. There
were cases of excess refund due to incorrect assessments of turnover. The
Department failed to forfeit the excess tax collected at source and authorized
refunds there-against to works contractors executing works for the Government.

2.5  Audit of Arrears of revenue under VAT/Sales Tax

2.5.1 Introduction

Andhra Pradesh Value Added Tax (AP VAT) Act was introduced in April 2005
to replace the Andhra Pradesh General Sales Tax (AP GST) Act, 1957.
According to Section 4 (1) of APVAT Act, save as otherwise provided in the
Act, every dealer registered or liable to be registered as a VAT dealer shall be
liable to pay tax on every sale of goods in the State at the rates specified in the
Schedules. If tax is found to be due from an assessee on final assessment by
assessing authority, a demand notice shall be issued to the assessee for payment
of dues within prescribed time.

Central Sales Tax (CST) Act, 1956 deals with taxation of interstate transactions.
In terms of Section 9 (2) of CST Act, the authorities empowered to collect dues
under the Sales Tax Act of the state may exercise the same powers for collection
of dues under CST Act also.

2.5.2 Objectives, Scope and Methodology

The audit of arrears of revenue pertaining to two DC(CT)s and 22 circles?! was
taken up during June-July 2014 with an objective to

e check whether the system adopted was adequate for collecting and
consolidating information relating to arrears of revenue at various levels
of Commercial Taxes (CT) Department viz. Commissionerate,
Divisions and Circles;

e scrutinize the selected high value arrear cases to ascertain the
effectiveness of action taken, and the recoverability of such high value
arrear claims;

In the process, records relating to arrears of revenue for the period 2008-09 to
2012-13 of 24 offices were scrutinized vis-a-vis the data available with Debt
Management Unit (DMU) portal.

2L DC(CT)s- Ananthapur and Nizamabad; CTOs - Afzalgunj, Ananthapur-I, 11, Bodhan,
Dharmavaram, Guntakal, Hindupur, Kamareddy, Madanapalli, Medak, Nellore,
Nizamabad I, 11, 111, Rajahmundry, Sangareddy, Seetharampuram, Siddipet, Sultan Bazar,
Tadipatri, Vengalaraonagar and Vuyyur.
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Audit findings

Observations made during the process have been included in this report. The
system and compliance deficiencies are discussed in the succeeding paragraphs.

2.5.3 Lack of accurate arrears figures with Commercial Taxes
Department

If tax is found to be due from an assessee on final assessment by an assessing
authority, a demand notice shall be issued to him for payment of dues within
prescribed time. Demands so raised should also be posted in the Demand,
Collection and Balance (DCB) Register and collection thereof watched through
the Register. The Commissioner of Commercial Taxes (CCT) also in his
circular (May 2007)??, reiterated that the maintenance of prescribed manual
DCB Register was necessary. Apart from maintaining manual DCB Registers,
all arrear figures are to be entered into the DMU package for monitoring their
collection. The CCT also routinely calls for the DCB figures from the
subordinate offices.

Audit noticed (July 2014) in Ananthapur Division that the arrear figures for the
period 2008-09 to 2012-13 furnished to audit by the Division from the DMU
portal did not match those furnished (December 2013) by the CCT. Further it
was noticed from the statement of arrears of revenue for the years 2007-08 to
2012-13 furnished by the CCT that the balance amount in any particular year
did not match the opening balance of the subsequent year. It was also noticed
that the year-wise arrears position furnished in respect of 14 Divisions?® were
not matching with that of arrears position furnished in Division-wise
consolidated statement. Audit also noticed (June to July 2014) that duri