Chapter-1V : Tax on Sales, Trade Etc.

CHAPTER-IV
TAX ON SALES, TRADE ETC.

4.1 Tax administration

Sales Tax/Value Added Tax laws and rules framedretiver are
administered at the Government level by the Pradcgecretary\{anijya Kar
Evam Manoranjan Kar) Uttar Pradesh. The Commissioner, Commercial Tax
(CCT), Uttar Pradesh is the head of the Commefi@al Department who is
assisted by 100 Additional Commissioners, 157 JGotmissioners (JCs),
494 Deputy Commissioners (DCs), 964 Assistant Casiomers (ACs) and
1,275 Commercial Tax Officers (CTOs). They are sdedi by allied staff for
administering the relevant Tax laws and rules.
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4.2 Internal audit

Internal controls are intended to provide reasamaddsurance of proper
enforcement of laws, rules and departmental insomg. The internal controls
also help in creation of reliable financial as wadl management information
systems for prompt and efficient services and tteqaiate safeguards against
evasion of taxes and duties. It is, therefore, theponsibility of the
Department to ensure that a proper internal corgtaicture is instituted,
reviewed and updated from time to time to keejfféotive.

4.2.1 Position of internal audit of units

Internal audit of units conducted by internal awditg of the Department
during 2011-12 to 2015-16 are showrilable 4.1.
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Table 4.1
Position of internal audit of units
Year Total number Units planned Number of Percentage of
of units for audit units audited shortfall
2011-12 667 667 379 43
2012-13 667 667 220 67
2013-14 673 673 172 74
2014-15 678 678 188 72
2015-16 681 202 200 01

Source: Data furnished by the Commissioner Commefeial

Chart 4.2

Audit planning hy Internal Audit Wing
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This shows that audit planning of the internal awdng for audit of units is
not realistic as shortfall ranged from one to & cent during the year
2011-12 to 2015-16.

4.2.2 Shortage of manpower in internal audit wing

Entire posts of Assistant Audit Officers were lyingvacant and there
was heavy shortfall in the strength of Sr. Auditors/Audtors ranging

from 56 to 75per cent. No efforts were made by the Department to fill
the posts.

The internal audit wing functions under the adntmaisve control of the CCT.

In internal audit wing no Assistant Audit Officeraw/ posted, only 23 Senior
Auditors/Auditors were posted against the sanctiopest of 13 Assistant
Audit Officers and 91 Senior Auditors/Auditors asalled inTable 4.2.
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Table 4.2
Shortage of manpower in internal audit wing
Year Sanctioned strength Men in position Post vacant Percentage of short fall
Assistant | Sr. Auditor/ | Assistant | Sr. Auditor/ | Assistant Sr. Assistant | Sr. Auditor/

Audit Auditor Audit Auditor Audit Auditor/ Audit Auditor

Officer Officer Officer Auditor Officer
2011-12 13 91 0 34 13 57 100 63
2012-13 13 91 0 24 13 67 100 74
2013-14 13 91 0 31 13 60 100 66
2014-15 13 91 0 28 13 63 100 69
2015-16 13 91 0 23 13 68 100 75

Source: Data furnished by the Commissioner Comrakfaix.

The above table shows that the entire posts ofsfesdi Audit Officers were
lying vacant and there was heavy shortfall in the strength of Sr.
Auditors/Auditors ranging from 63 to 7#&er cent. No efforts had been made
by the Department to fill the post lying vacanthe internal audit wing.

4.2.3 Position of outstanding paras and recovery #reof

The detail of objections raised by internal audibgy their compliance and
recovery position are given irable 4.3.

Table 4.3
Position of outstanding paras and recovery thereof
® in lakh)
Year Opening balance Addition Cases finalised| Closing balance
during the year | during the year and
recovery thereof
No. of Amount | No. of| Amount No. of| Amount | No. of| Amount
cases cases cases cases
2011-12 9,082 7,423.46 1,546| 1,373.28 344 171.39] 10,284 8,625.35
2012-13 10,284 8,625.35 1,155| 2,763.98 130 15.11| 11,309 11,374.22
2013-14 11,309 11,374.22 552| 897.44 278| 182.57| 11,583 12,089.09
2014-15 11,583 12,089.09 529| 749.65 510 147.91f 11,602 12,690.83
2015-16 11,602 12,690.83 587| 223.66 316 108.59] 11,873 12,805.9Q
Source: Data furnished by the Commissioner ComrakETeix.
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The above table shows that during this period hetoytage of staff affected
the performance of internal audit wing as the numdfecases and amount
significantly decreased.

4.3 Results of audit

In 2015-16, the Department realised revenu® 47,692.40 crore. We planned
audit of 167 annual units, 73 biennial units andtidnnial units out of the
total 1,536 units of Commercial Tax Department wgr2015-16 and test
checked all the above planned units which revealader-assessment of tax
and other irregularities involving 1,378.91 crore in 1,557 cases, which fall
under the following categories as giverTiable 4.4

Table 4.4
Results of audit

(® in crore)

Sl. Categories Number of Amount
No. cases

1 | Audit of “System of collection of arrears of revene in 1 1,255.12

Commercial Tax Department in Uttar Pradesh”

2 | Under-assessment of tax 433 30.56

3 | Acceptance of defective statutory forms 52 2.03

4 Evasion of tax due to suppression of sales/purchase 21 0.52

5 Irregular/Incorrect/Excess allowance of ITC 229 19.23

6 Other irregularities 821 71.45

Total 1,557 1,378.91

Source: Information available in the Audit office.

Chart4.4
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During the course of the year, the Department dedepnderassessment and
other deficiencies oR 860.41 crore in 522 cases, of which 242 cases
involving X 856.03 crore were pointed out in 2015-16 and restarlier years.

An amount of% 1.17 crore was realised in 193 cases of which Is&sa
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involving X 47.44 lakh was pointed out in 2015-16 and restapestto earlier
years.

Audit of “System of collection of arrears of revenue in Commrcial Tax
Department in Uttar Pradesh” involving ¥ 1,255.12 crore and a few
illustrative cases of compliance deficiency invalyiX 20.07 crore are
discussed in following paragraphs.

4.4 Audit of "System of collection of arrears of re@enue in
Commercial Tax Department in Uttar Pradesh”

4.4.1 Introduction

Commercial Tax is the major source of revenue dmuting about 5&er cent

of the total tax revenue of the State. The UttaadBsh Value Added Tax
(UPVAT) Act provides that as soon as an assessis@lune by the Assessing
Authority (AA), he shall send the dealer a noti¢elemand under Rule 46 (3)
of UPVAT Rules. The dealer shall pay the tax s@sssd within 30 days from
receipt of the notice. If the dealer fails to dapt® tax, it can be recovered as
arrears of land revenue under the provisions ofrURradeshZamindari
Abolition and Land Reform Act, 1950 (UPZA & LR ActThe Department
does not have any separate Act regarding recoayears of revenue. If the
amount of the arrears is not paid, the Revenue \RegdCertificate (RRC) is
issued after 45 days of receiving of demand naticgder Section 33 (12) of
UPVAT Act. The AAs have been empowered to act ascavery officer of
their concerned sectors and entrusted with the wbrecovery under UPZA
and LR Act. The arrears can be recovered from baalence and sale
proceeds obtained after auctioning the attachegeptp In cases where the
defaulters do not own any property in the State lauwe property in some
other State, the concerned assessing authorityedsired to address the
revenue authority of the other State for collectihg arrears as per the
provisions of the Revenue Recovery (RR) Act, 1896 this, the RRC is
required to be forwarded to the Collectors of thstritts of the States in
which the defaulters possess properties.

4.4.2Audit objectives

Audit was attempted with a view to ascertain whethe

« the provisions of Act and Rules are effectively @lied with to ensure the
timely collection of arrears;

» whether the system to collect the arrears of tax @ftective and efficient;
and;

* adequate internal control and monitoring mechamesisted for prompt
realisation of arrears of revenue.

4.4.3 Audit scope and methodology

Audit of “System of collection of arrears of revenin Commercial Tax
Department in Uttar Pradesh” was conducted betw2ectember 2015 and
May 2016 covering the period from 2011-12 to 2085-Qut of 20 zones of
Commercial Tax Department, five zones were selefie@udit on the basis
of higher revenue arrears after categorising thetgh, medium and low risk
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areas. There were 106 sectors in five selectedszmwelving revenue arrear
of ¥ 13,780.15 crore out of total revenue arreak &6,347.13 crore as on
March 2015. Fifty-three sectdrwith revenue arrear & 4,059.16 crore out of
the total 106 sectors falling under above selefitedzones were selected for
detailed audit and collection of information.

An entry conference was held with the Governmemt e Department on
03 February 2016 in which Officer on Special Dutgpresented the
Government and Additional Commissioner Commerciax Tepresented the
Department. They were apprised of the scope antdadelogy of Audit. An
exit conference was held on 09 September 2016 witke
Government/Department in which audit findings weliscussed with the
Officer on Special Duty, Government of Uttar Prddesnd Additional
Commissioner, Commercial Tax Department. The resporof the
Government/Department has been incorporated iretegant paragraphs.

4.4.4 Acknowledgement

The Indian Audit and Accounts Department acknowdsdiipe co-operation of
Commercial Tax Department for providing necessafgrmation and records
for audit.

4.4.5 Position of arrears
4.4.5.1 Detail of arrear and recovery thereof

The amount of arrear increased from% 16,665.41crore as on 1 April
2011 to¥X 27,188.58 crore as on 31 March 2016, thus registeg an
increase of 63.14er cent.

The positions of opening balance, addition, cleegaand closing balance of
arrears of revenue during the period 2011-12 tcb2IH are depicted in the
Table 4.5.

Table 4.5
Detail of arrear and recovery thereof
(X in crore)

Year Opening Addition Amount reduced by | Recovery during | Closing

balance courts or write off the year balance
2011-12 16,665.41 8,810.87 4,815.49 1,700.51| 18,960.28
2012-13 18,960.28| 11,474.50 5,633.74 1,950.51| 22,850.53
2013-14 22,850.53 9,394.44 5,371.68 2,411.65| 24,461.64
2014-15 24,461.64 9,540.36 4,929.17 2,725.70| 26,347.13
2015-16 26,347.13 8,997.10 5,637.00 2,844.99| 27,188.58

Total 48,217.27 26,387.08 11,633.36

Source: Data furnished by the Commissioner ComrakTeix.

! Sec. 1, 3, 5, 8, 11, 12 & 14 Allahabad, Sec. 1 Badti, Sec. 1 Deoria, Sec. 1 Fatehpur, JC
(CQC), Sec. 1, 2 & 3 Gautam Buddh Nagar, Sec. 3, 2, 6, 9, 11 & 12 Ghaziabad, JC (CC),
Sec. 1, 2, 4, 9 & 12 Gorakhpur, Sec. 3 Hapur, $&&.2 Kusinagar, Sec. 1, 2, 3,4, 7, 8, 9,
11 & 12 Lucknow, Sec. 2, 3, 4, 10, 13 & 14 Noida¢ Sl & 2 Pratapgarh, Sec. 2 Sant Kabir
Nagar, Sec. 1 & 2 Siddharthnagar and Sec. 2 Rdebare
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Chart 4.5

Detail of arrears and recovery thereof
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It may be seen from th€able 4.5that at the beginning of the year 2011-12
there was an arrear &f16,665.41 crore. During the year 2011-12 to 2015-16
there was an addition &48,217.27 croref 26,387.08 crore was reduced by
courts or written off and the recovery during tlaeng period wa?¥ 11,633.36
crore. The arrears increased®,228.30 croreat the end of 2015-16, when
compared with the arrears at the end of 2011-12.dD& 27,188.58 crore,
demand forR 4,270.19 crore had been certified for recoveryresass of land
revenue and recovery certificates ¥oi,195.28 crore have been sent to other
States. Recoveries f&r4,122.26 crore had been stayed by the courts/apeell
authority and Government while recoveries f&r587.59 crore were
outstanding for Government/semi Government Departmi€or recovery of

% 1,514.74 crore the Department stated that it waylito be written off on
the basis of reports of joint committee constitutedh one departmental
officer and one officer from revenue departmenbnfrtransporterg 41.37
crore was outstanding on account of tax payabldréoarsportation of goods
without proper documents. For remaining amount3df5,457.15 crore,
specific action was underway in the Department.

During exit conference the Government/Departmeceépied our observation

and stated that efforts are being made to rectnerevenue arrears.

4.4.5.2 Age wise position of arrear

The age-wise details of arrears of revenue furnighethe Department as on
31 March 2016 are as shown in fheble 4.6.

2 Difference between the closing balance of 20151®7,188.58) and closing balance of
2011-12 ¥ 18,960.28)
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Table 4.6
Age wise position of arrear

(X in crore)
Periodicity of arrears No. of cases Amount Percentage of arrears
10 years and above old 1,31,720 2,264.01 31.22
Five years and above b 74,664 1,398.76 19.28
less than 10 years old
One year and above but le 88,796 2,165.54 29.86
than five years old
Less than one year old 40,420 1,424.28 19.64
Total 3,35,600 7,252.58 100

Source: Data furnished by the Commissioner Comrakfaix.

It may be seen from the table that & cent of the arrear was pending for
recovery for more than five years.

Audit findings

4.4.6 Absence of separate recovery cell

Absence of separate recovery cell in the Departmeriibr dealing with
the mounting arrears, led to abnormal delay in initating action for
recovery.

The AAs are responsible for effecting recovery wéars in respect of the UP
VAT Act, 2008. Joint Commissioner at regional levahd Additional
Commissioner at zonal level are responsible for itndng the recoveries
under the overall control of CCT. There are 20 Raecovery Officers posted
in 20 districts out of 75 districts of Uttar Prabde® co-ordinate with the
sectors, monitor the work @bllectionamin and speedy recovery of arrears. In
remaining districts recovery of arrears is doneDlgtrict Magistrate. There is
no separate recovery cell to deal with the arreétssence of specific
policy/machinery led to abnormal delay in initiagiaction for recovery in the
remaining districts. Although there was an incremsthe arrears during the
coverage period but there was severe shortage mamger ranging between 8
to 100per cent directly involved in the collection of arrears elvenue.

It was evident that affecting the recoveries thtotige AAs alongwith their
duties of revenue collection, administrative woaksessment of tax, survey
work and allied work entrusted to them from time ttme had proved
ineffective and resulted in accumulation of arredteavy shortage of staff
ranging between 8 to 10fer cent in all the cadres of officials directly
involved in recovery of arrears affected the cditectof arrears of revenue.

During exit conference the Government/Departmenépied our observation
and stated that necessary steps will be taken narabe nodal officer in 55
districts where tax is collected by the revenudauities.

The Government may consider to post Tax Recovery @€ers in every
district and putting in place a dedicated recoverymachinery for focusing
on recovery of arrears.

® Reasons were sought far from the department ftavee between the closing balance of the
arrear for the year 2015-16 and total arrear pexvith age wise arrear position. The reasons
for variation were not made available by the Daparit despite our requests (October 2016).
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4.4.7 Delay in initiating recovery proceeding

4.4.7.1 Deficiencies in initiating follow up actionfor recovery of
arrears

Recovery proceedings were delayed in 979 cases ilwiag an arrear of
% 217.51 crore as notices of demand were either natrsed or served
after inordinate delay.

According to the provisions of the Rule 46 of UPVAUles, a dealer is
required to deposit the amount of tax assessetidAA under section 25 or
section 26 or section 28 if he has paid the taxtskathin 30 days from the
date of receipt of notice of demand, failing whitre amount is to be
recovered as arrears of land revenue. CCT videllairdated 30 May 2011
had instructed that if the amount remains unpai@CR are to be initiated
within 45 days from the date of expiry of the pdraf notice.

We examined R-3register of sampled sectors for the period 2011td?2
2015-16 and observed that revenue recovery praegedh 979 out of 79,761
cases involving an arrear &f217.51 crore were pending for recovery and
were delayed due to not serving or delay in sertirgg notices of demand
which ranged between two days to two years six hsmifter assessment.
Details are mentioned in tiA@ble 4.7.

Table 4.7
Delay/failure in serving of notices of demand

®in lakh)
Period of delay/not served No. of notices of demand Amount
One year and above 15 66.91
Six month and above but less than one 103 1,554.76
Less than six months 854 20,094.40
Not served to the dealers 7 35.25
Total 979 21,751.32

Source: Information available on the basis of Rdister.

Delayed or not serving of notices of demand reduiitedelay in starting of
recovery proceedings which ultimately led to rewenarrear remaining
unrecovered till date.

During exit conference the Government/Departmenepied our observation
and stated that instruction has been issued in #u2Q16 for timely serving
of notices of demand.

4.4.7.2 Delay in issue of RRCs

Recovery proceedings were delayed due to belatecsu® of RRCs in
1,021 cases involving an arrear & 234.79 crore.

We examined R-3 register of sampled sectors for ghgod 2011-12 to
2015-16 and observed that in 1,021 out of 79,7&ks@ending for recovery
which involved an arrears & 234.79 crore, RRCs were issued with delay
ranging from one day to two years 11 months. Detaie mentioned in the
Table 4.8.

* Tax demand register.
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Table 4.8
Delay in issue of RRCs
(Xin lakh)

Period of delay No. of RRCs Amount
Two years and above 20 133.16
One year and above but less than two years 23 119.04
Less than one year 978 23,227.18

Total 1,021 23,479.38

Source: Information available on the basis of Rdister.

Due to laxity in issue of RRCs, recovery proceesdiatarted belatedly which
ultimately led to revenue arrear remaining unrecedill date.

During exit conference the Government/Departmenepied our observation
and stated that instruction has been issued in #U&1 6 for timely issuance

of RRCs.

The Government may consider evolving a system forssuing RRCs

timely.

4.4.7.3 RRCs not issued for recovery of arrears

had passec

RRCs for ¥ 84.90 lakh were not issued for recovery of arreargven
after seven months to 15 years from serving the noes of demand

We examined arrear records of sampled sectors aedrneed that in four
sectors four dealers had not paid assessed du&s3d£90 lakh for the period

TAX

1998-99 to 2010-11. Assessment of these
dealers were finalised between March 2001 and
April 2015. RRCs were not issued for recovery

of arrears even though seven months to 15
years had passed after serving the notices of
demand to the dealers. This resulted in delay in
recovery oR 84.90 lakh.

During exit conference the
Government/Department accepted our

observation and stated that direction for timeuance of RRCs has been

issued in August 2016.

4.4.7.4 Date and rate of interest not mentioned IRRCs

Amount of interest could not be quantified as colums of rate of
interest and date from which interest was due weraot filled in 26
RRCs involving an arrear of% 321.44 crore.

We examined arrear records of sampled sectors lseheed in eight sectdrs
that in cases of 20 dealers, 26 RRCs were issuedebovery of arrear of

® Sec.14 Allahabad, JC (CC) Gautam Buddh Nagar, S€orakhpur and Sec. 2 Raebareli.
® Sec. 1 Allahabad, Sec. 2 & 3 Gautam Buddh Nagee, 6 Ghaziabad, Sec. 1 Kusinagar,
Sec. 12 Lucknow and Sec. 3 & 4 Noida.
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% 321.44 crore. Important columns of RRCs such as ehinterest and date
from which interest was due were not filled in. Tigb it was prescribed in the
Act, these were not mapped in the software. Theas mo provision in the
software to generate rate automatically. The coliminrate of interest and
date from which interest, was due were filled mdlguay the ledger keepers.
We also observed in sector 2 and 3, G. B. Nagar2i®3 RRCs were issued
during 2015-16 for recovery of revenue arrear butnone of the RRCs
column, the rate of interest and the date from whiaterest due was
mentioned manually though rates have been presciilbeghe Act. In the
absence of above details amount of interest coatldb@ quantified.

During exit conference the Government/Departmenepied our observation
and stated that instruction has been issued in &1 6 for mentioning date
and rate of interest in RRCs.

4.4.7.5 Incorrect date and rate of interest mentioed in RRCs

Demanding interest at the rate of 15er cent instead of 12per cent in
the RRCs led to incorrect demand of interest from dalers and
incorrect accumulation of arrear.

We examined arrear records of sampled sectorsreselvien sectofobserved
that 15 RRCs were issued for recovery of arre& 589.86 crore demanding
interest at the rate of Jd&r cent instead of 12er cent and in one case interest
was demanded from 1 October 2008 instead of 10uBep2014. No reason
was given for showing incorrect rate of interest atate in the prescribed
columns. Thus incorrect rate of interest and datatimaned in the prescribed
columns of RRCs led to incorrect demand of interfesin dealers and
incorrect accumulation of arregsppendix-XXIl).

During exit conference the Government/Departmenépied our observation
and stated that in all the cases revised RRCs lhese issued.

4.4.7.6 Short charging of interest due to erroneouRRCs

There was short charging of interest oR 88.62 lakh in case of 1Q
dealers due to erroneous issue of recovery certifite.

Under Section 33(2) of UPVAT Act every dealer Iabd pay tax is required
to deposit the amount of tax into the Governmesddury before the expiry of
due date failing which simple interest at the maft®ne and quartgper cent
per month shall become due and be payable on urgmaalnt with effect
from the day immediately following the last dateesmribed till the date of
payment.

We examined assessment orders and files of sanggeidrs and in nine
sector8 observed that in the case of 10 dealers the AAifeviimalising the

assessment between April 2013 and June 2015 fory¢lae 2008-09 to
2013-14 levied tax on admitted/concealed salesraiseéd demand for tax of
% 2.01 crore. RRCs were issued demanding interest the date of receipt of

" Sec. 3 Ghaziabad, Sec. 3 Hapur, Sec. 12 Lucknewv,%5 3 & 14 Noida and Sec. 2 Raebareli.
8 Sec. 3, 5, 8 & 14 Allahabad, Sec. 1 Basti, Sechaztabad, JC (CC) & Sec. 1 Gorakhpur and Sec. 2
Raebareli.
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notice of demand instead of from the due date tjptadate of deposit of tax.
This resulted in short charging of interesR@8.62 lakh(Appendix-XXIIl) .

During exit conference the Government/Departmenéepied our observation
and stated that in all the cases revised RRCs lheae issued.

4.4.7.7 Reconciliation of R-3 and R-27 register

Instruction of CCT regarding reconciliation of R-3 and R-27 register
were not followed which resulted in discrepancy be&teen the figures of
R-3 and R-27 register.

CCT vide letter dated 30 May 2011 had instructet th every sector noter
and drafter-l and ledger keeper will reconcile Re8 registet and R-27

registef’ in the second week of every month and if any djsancy in the

figures is found it should be rectified immediately

We examined R-3 and R-27 register of sampled secnd in six sectofs
observed that in 15 RRCs related to 14 dealerstare differences in
figures shown in R-3 and R-27 register. In respédi2 RRCs arrear & 1.14
crore was shown as disposed off in R-3 registerrgdsein R-27 register it
was shown as outstanding.

Similarly in respect of three RRCs arrear ¥0.47 lakh was shown as
outstanding in R-3 register whereas in R-27 regist@as shown as disposed
off. This shows that instruction of the CCT was falowed by the officials
of the sectors. The AAs also had not monitoredsésme which resulted in
discrepancy between the figures of R-3 and R-2i&tegthereby affecting the
recovery proceeding@ppendix-XXIV).

During exit conference the Government/Departmenepied our observation
and stated that instruction has been issued in &6 for reconciliation of
R-3 and R-27 register.

4.4.8 Failure in pursuance of RRCs sent to other sliricts

Failure in pursuance of RRCs sent to other districs resulted in dues of
X 79 crore remaining unrecovered in case of 99 RRCs.

In cases where the defaulters do not own any ptppethe jurisdiction of the
sector but have property in the jurisdiction of goather sector or district, the
concerned assessing authority is required to asidhesrevenue authority of
that sector or district for collecting the arreaccording to the provisions of
the Revenue Recovery Act 1890. For this, the RRf@sraquired to be
forwarded to the Collectors of the districts in aithe defaulters possess
properties.

® After finalising the assessment if any amount riesidue from the dealer it is noted in the R-3s&gi
RRCs issued for recovery of arrears is also mentiaonédAny amount deposited by the dealer against
the demand is also mentioned in the prescribechumdof R-3 register.

19 All the RRCs issued for recovery of revenue aregarnoted in the register and the date on
which it is handed over teangrah amin for recovery is also mentioned. RRCs taken back
from thesangrah amins are also noted in this register.

' Sec. 1,8,12 & 14 Allahabad, Sec. 1 G.B. Nagarewnl 1 Lucknow
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We examined arrear records of sampled sectorsraid sector$ observed
that 99 out of 15,632 RRCs test checked pertaintnd0 dealers, were
forwarded by the AAs to the revenue authoritieotbfer districts within the
State for recovery of arrear &f79 crore as arrears of land revenue between
2011-12 and 2015-16. The cases were not pursuteeflry the AAs with the
concerned authorities though one month to three the@ae months had passed
after sending the RRCs to other districts. Failarpursuance of RRCs by the
AAs resulted irR 79 crore remaining unrecovered.

During exit conference the Government/Departmenepied our observation
and stated that efforts are being made to rectneerevenue arrears.

4.4.9 Failure in pursuance of RRCs sent to other Stes

Failure in pursuance of RRCs sent to other Statesesulted in dues of
X 233.60 crore remaining unrecovered in case of 604Cs.

In case where the defaulters do not own any prgperthe State but have
property in some other State, the concerned AAetpuired to address the
revenue authority of that State for collecting treears according to the
provisions of the RR Act. For this, the RRCs amgureed to be forwarded to
the Collectors of districts of the States in whithie defaulters possess
properties. Further, the CCT had nominated varl@Gs as nodal officers to
monitor the RRCs transmitted to the other States.

We examined arrear records of sampled sectorsrai@ sectors observed
that 604 out of 27,381 RRCs test checked pertaiting13 dealers, were
forwarded by the Department to the revenue auiberdf the other States for
recovery of arreaof ¥ 233.60 crore as arrear of land revenue between
2011-12 and 2015-16. But even in the offices whbee nodal officers are
appointed there was nothing on record regardingyaunce of such cases.
Thus, cases were not followed up though two month$our year eight
months had passed after sending the RRCs to ottaesS Failure in
pursuance of RRCs by the AAs resulted IR233.60 crore remaining
unrecovered.

During exit conference the Government/Departmenépied our observation
and stated that efforts are being made to rectnerevenue arrears.

The Government may consider evolving a system foegular coordination
with their counterparts in other districts/States o whom RRCs have been
issued so that arrears can be realised.

12 Sec. 3 Gautam Buddh Nagar, Sec. 1, 2, 3, 6, 9 &Hdziabad, Sec. 1 Kusinagar, Sec. 1 &
12 Lucknow, Sec. 3 & 10 Noida, Sec. 2 Raebareli$ac 1 Siddharthnagar.

3 Sec. 1 Fatehpur, Sec. 1 & 3 Gautam Buddh Nagar,1S&, 3, 9 & 11 Ghaziabad, Sec. 1, 2
& 12 Lucknow, Sec. 2, 3, 4, 10, 13 & 14 Noida amt.22 Raebareli.
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4.4.10 Bank account not attached for recovery of agars

Bank account of five defaulting dealers were not #&ched which
resulted in arrear of ¥ 420.22 crore remaining unrecovered.

The AAs have been empowered to act as a recovécgiobdf their concerned
sectors and have been entrusted the work of regaveter UPZA and LR
Act. If the dealer fails to deposit the due taxdesrfor attachment of the bank
account and property of the defaulter is requitetld issued. The arrears can
be recovered from bank balance and sale proceddmet) after auctioning
the attached property.

We examined arrear records of sampled sectorsrafmur sectors observed
that five dealers were in arrear of assessed t&d@0.22 crore for the period
2005-06 to 2010-11. RRCs for recovery of arrearsewssued between July
2009 and September 2014, but dealers had not degpdkie tax oR 420.22
crore. After issuing the RRCs, one year six mohohsix year had passed, but
no further action for attachment of bank accounthete dealers was taken by
the AAs for recovery of arrear. This resulted imear of X 420.22 crore

remaining unrecovered. Details are mentioned inftige 4.9.
Table 4.9
Bank account not attached for recovery of arrears

X in lakh)
Sl. | Name of the sector| Name of the dealer Period of Amount RRC no. and
No. dues due date of issue
1. JC (CC) Gorakhpur| U.P. Project 2008-09 5.52 21/27.09.2012
Corporation Limited
2. Sec. 3 Lucknow Rama Agencies 2010-11 5.00 | 16718/18.09.2014
3. Sec. 11 Lucknow | Pragarti Marbles 2008-09 175.61 570/23.10.2013
R.S. Enterprises 2009-10 14.91 315/31.07.13
4. Sec. 12 Lucknow | Commissioner Fooq 2005-06 to| 41,821.00 91/06.07.2009
and Civil Supply 2007-08
Total 42,022.04

Source: Information available on the basis of dedites.

During exit conference the Government/Departmenepied our observation
and stated that in three cases bank account ofidhker has been seized, in
one cas& 5.52 lakh has been recovered and in one case #herdkepartment
went in departmental appeal and the recovery han Istopped by the
appellate authority.

4.4.11 Lack of follow up of action in cases pendingith Board for
Industrial and Financial Reconstruction (BIFR)

The arrear of ¥ 6.82 crore remained unrecovered due to not lodgintpe
claim with BIFR.

As per Sick Industrial Companies (Special Provisidat, 1985 where a
reference for declaration as sick unit is filed gmwceeding thereon are
pending before Board for Industrial and Financiaténstruction (BIFR) , no
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suit for recovery or enforcement of any dues agahmes company shall lie or
be proceeded further, except with the consenteBibard. Where a company
has been declared sick by the Board, the Departhanto ensure inclusion of
all the arrears in the statement of liabilitiestloé company furnished to the
Board.

We examined arrear records of sampled sectors rar®ector 6 Ghaziabad
observed that a dealer engaged in manufacturingsalidg of CR coil and
sheets was declared sick unit by BIFR in Decemb@62The company was
in arrear of assessed duegaf.44 crore for the year 2006-07 a&h@.38 crore
for the year 2009-10. RRCs were issued for recoeéryrear oR 4.44 crore
andX 2.38 crore in March 2009 and September 2013 raspéctinformation
regarding submission of claim &f6.82 crore before BIFR was not available
in the records. It shows that claim for recoveryaafear was not submitted
before BIFR and resulted in arrearko$.82 crore remaining unrecovered.

During exit conference the Government/Departmenepied our observation
and stated that instruction to AA have been isdoedsubmission of claim
before Operating Agency.

4.4.12 Inaction in lodging/pursuing claims with the Official
Liquidator (OL)

Belated filing of claims and no pursuance with théL resulted in dues
of ¥ 61.43 crore remaining unrecovered.

The official liquidators are officers appointed lblye Central Government
under Section 448 of the Companies Act. The priniangtion of the OL is to
administer the assets of companies under liquidasale of the assets and
realisation of all debts of the companies in ligidn for the purpose of
distributing the same among various creditors atietroshareholders of the
companies and to finally dissolve such companidsr athe affairs are
completely concluded. According to Section 530fiathe Companies Act,
1956, there shall be paid in priority to all otlubts, all revenue taxes etc.,
due from the company to the Central or a State @Gwowent or to a local
authority at the relevant date and having beconeeahd payable within the
twelve months next before that date.

We examined arrear records of sampled sectorsratwloi sector¥' observed
that three dealers were in arrearo$1.43 crore for the period 1981-82 to
2007-08. Hon’ble High Court Allahabad had appointed in these cases
between August 1998 and July 2011. The Departnoelgteld its claim before
the OL after a delay of three year one month to fe@ars five months. Thus,
inordinate delay on the part of the Department lteduin arrear of
% 61.43 crore remaining unrecovered as mentionelemable 4.10.

14 Sec. 12 Lucknow and Sec. 2 Raebareli.
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Table 4.10
Inaction in lodging/pursuing claims with OL
(X in crore)
Sl. Name of the| Period Date of | Date on which | Amount
No. | dealer appointment of OL | claim lodged | of arrear
before OL
1. M/s Uptron India| 1981-82 to 15.07.2011 24.11.2015 49.18
Limited 2007-08
2. M/s U. P. Tyre| 1989-90 to 19.01.2000 31.03.2003 1.48
Tube Limited 1994-95
3. M/s Rawal Papel 1984-85 to 10.08.1998 24.02.2003 10.77
Mills Limited 1997-98
Total 61.43

Source: Information available on the basis of dedites.

In case of M/s U.P. Tyre Tube Limited and M/s Rawabper Mills Limited
property of the company was disposed off by theddd the payment was
made to secured creditors and employees and no meas paid to
Commercial Tax Department.

During exit conference the Government/Departmenépied our observation
and stated that efforts are being made to rectwerevenue arrear.

The Government may consider devising a system of galar liaison with
the Board for Industrial and Financial Reconstruction and Official
Liguidator who have attached the property of the déaulting dealers so
that claims lodged with them are not lost sight odnd recoveries affected.

4.4.13 Human Resource Management

Shortage in the cadres of collection supervisor, #iection amin and
sangrah sevak ranging between 8 to 10Qper cent during 2011-12 to
2015-16 affected the collection of revenue arrears.

Availability of manpower is a key factor for smoathd efficient working of a
Department. It was noticed that although there arm$ncrease in the arrears
during the coverage period but there was severdage of manpower. The
manpower position of the Department engaged fdecibn of arrears against
the sanctioned strength is shown in Tiadle 4.11.

Table 4.11
Shortage of manpower engaged in collection of arrea
Designation Sanctioned Men in position Percentage
strength of shortfall
2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16 | (\in-Max)
Collection supervisor 95 0 0 0 0 0 100
Collectionamin 380 382 349 287 284 271 08-29
Sangrah Sewak 558 395 389 379 374 290 29-48

Source: Data furnished by the Commercial Tax Depant.

From the table it could be seen that there wasyhshertage in all cadres of
officials directly involved in recovery of arreanhich adversely affected the
collection of arrears of revenue as illustratedanlier paragraphs.
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During exit conference the Government/Departmenepied our observation
and stated that efforts are being made to pronmateadt|ection amins against

vacant post of collection supervisor and 95 relection amins have been

appointed recently.

The Government may consider deployment of manpowein accordance
with sanctioned strength for effective recovery oarrears of revenue.

Internal Control

4.4.14 Review of arrear cases by Internal Audit Wig

Internal Audit is vital component of the Internabr@rol Mechanism and is
generally defined as the control of all controlsetmable an organisation to
assure itself of proper enforcement of laws, rukesd departmental
instructions. The Internal Audit Wing (IAW) functis under the
administrative control of CCT. The IAW is requirdd audit accounts,
assessments, recovery, remittances etc. IAW isirsjuo examine the
adequacy of recovery actions taken by Departmenegard to lodging of
claims with the proper authorities, auctioning bt tattached property of
defaulting dealers etc.

We examined Internal Audit Reports of sampled sscémd found that in 30

sectors no audit was conducted during 2011-12 ibA® and in 23 sectors
where internal audit was conducted there was ngtbim record to indicate

that IAW conducted any review of cases of arredreevenue. As such the

efficiency in recovery of the arrears could notaseertained at apex level and
arrears continued to be outstanding without angoéiffe monitoring.

During exit conference the Government/Departmenéepied our observation
and stated that due to shortage of staff and trgjrwork of internal audit was
not being performed effectively.

4.4.15 Failure in achievement of targets

The CCT fixed targets for recovery of arrears tigtowspecial drives and
issued instruction from time to time in this regaiithe specific target for
recovery of arrear is fixed by increasing its patage every year keeping in
view previous year’'s recovery of arrears. It is maned thorough monthly
statement by the CCT.

We examined arrear records of sampled sectors laseheed that in 51 sectors
there was shortfall in achievement of targets fikedthe recovery of arrear
dues during the year 2011-12 to 2015-16 which rdngetween 2.85 and
14.50per cent. OnlyX 2,762.18 crore could be recovered against the ttafge
% 2,995.33 crore. Only in two sectors targets of vecp were achieved.

Details are mentioned in tiable 4.12.
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Table 4.12
Failure in achievement of targets
(X in crore)
Year Target Achievement Shortfall Percentage of shortfall
2011-12 286.59 260.70 25.89 9.03
2012-13 426.61 364.75 61.86 14.50
2013-14 583.34 559.70 23.64 4.05
2014-15 707.68 687.54 20.14 2.85
2015-16 991.11 889.49 101.62 10.25
Total 2,995.33 2,762.18 233.15
Source: Data furnished by the Commercial Tax Depamt.
Chart 4.6
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It is evident from the above chart that the targe¢se not achieved by the
sectors for the year 2011-12 to 2015-16.

During exit conference the Government/Departmenéepied our observation
and stated that efforts are made to recover thentey arrears constantly and
speedily.

4.4.16 Conclusion
During Audit we observed that:

No policy or road map was set up for dealing with arrears in 55 districts.
RRCs/notices of demand were either not issued suets late by the AAs
which resulted in delay in starting of recoverygaedings involving an arrear
of ¥ 452.30 crore. We also saw that the RRCs involvimgraear oR 312.60
crore issued to other districts/States were nayrd. Claims lodged with the
BIFR and OL involving an arrear o 68.25 crore were not pursued by
assessing authorities for the last three to nirersyelThe Department stated
(June 2016) an amount &f1,514.74 crore out of 27,188.58 crore (as on
March 2016) would be written off. There was heakgrgage in all the cadres
of officials directly involved in recovery of arnea This resulted in huge
arrears of taxes aggravated %027,188.58 crore. These aspects reflect
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weakness in the system which necessitates stroogineay for collection of
arrears.

4.4.17 Summary of recommendations
The Government may consider:

* posting of Tax Recovery Officers in every districtand putting in
place a dedicated recovery machinery for focusingrnorecovery of
arrears.

* evolving a system for issuing RRCs timely.

e evolving a system for regular coordination with th& counterparts in
other districts/States to whom RRCs have been issuiso that arrears
can be realised.

e devising a system of regular liaison with the Boardor Industrial and
Financial Reconstruction and Official Liquidator who have attached
the property of the defaulting dealers so that clans lodged with them
are not lost sight of and recoveries affected.

* deployment of manpower in accordance with sanctiomestrength for
effective recovery of arrears of revenue.

4.5 Audit observations

Our scrutiny of the 30,368 out of 60,339 assessment orders relating to 277
Commercial Tax Offices showed several cases of not adhering to the
provisions of the Acts/Rules, tax short/not levied, penalty/interest, irregular
exemption, incorrect application of rate of tax, etc. as mentioned in the
succeeding paragraphs in this chapter. These cases are illustrative and are
based on our test check. Such omissions on the part of Assessing Authorities
(AAs) have been pointed out by us each year, but not only do theirregularities
persist; they remain undetected by the Department till an audit is conducted.

Chart 4.7

Audit observations
Total amount ¥ 20.07 crove
(X in crore)

' short/not levied
mPenalities ot imposerl
Bntry Tax

E Central Sales Tax
mInterest short/not charged

ETregularities relating to ITC
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4.6 Tax short/not levied

The Assessing Authorities while finalising the asseents, did not apply
correct rate of tax given in the schedule of ratesome cases lower rate of
tax was applied due to misclassification of goaimrt levy of composition
money and in some cases no tax was levied, thusf&%.66 crore including
penalty oR 14.02 lakh in the cases of 69 out of 5,535 deatersspect of 50
CTOs for the period 2008-09 to 2012-13 was noteld\as mentioned in the
following paragraphs:

4.6.1 Tax short/not levied due to erroneous rate déx

4.6.1.1 Application of incorrect rate of tax

Assessing Authorities accepted the tax on sale obafs worthX 44.33
crore as submitted by the dealers in their returnsinstead of rates
mentioned in the schedule. Thus, tax amounting t& 2.72 crore was
short/not levied.

Under Section 4(1) of Uttar Pradesh Value Added @RVAT) Act, 2008,
goods mentioned in schedule | are tax free, goagl#tioned in schedule Il are
taxable at the rate of foper cent, goods mentioned in schedule 1l are taxable
at the rate of onper cent and those mentioned under schedule IV are taxable
at the rate notified by the Government from time tbme. Goods not
mentioned in any of the above schedules are covarédr schedule V and are
taxable at the rate of 12per cent with effect from 1 January 2008. In addition
to the above under Section 3-A of UPVAT Act 2008&liidnal tax is also
leviable as notified by the Government from timeitoe.

We examined (between April 2015 and February 2@%8¢ssment orders and
files in 30 Commercial Tax Offices (CTO3)\and observed that in the case of
35 out of 3,280 dealers test checked, the AAs winildising the assessments
for the year 2007-08 (1.1.2008 to 31.3.2008) to2202 between January
2012 and March 2015 accepted the tax on sale afgeaorthT 44.33 crore as
submitted by the dealers in their returns instehdates mentioned in the
schedule. Thus tax amounting t©2.72 crore was short/not levied
(Appendix-XXV).

We reported the matter to the Department and Gavenh (between May
2015 and April 2016). During exit conference thev&wmment/Department
accepted our observation and stated that tax anmguioX 5.09 lakh has been
levied in three cases. For the remaining casesiDaeat stated that action is
under process (September 2016).

> DC Sec 16 Agra, DC Sec 4, 8 & 12 Allahabad, DC $8anda, DC Sec 1 Deoria, DC Sec
6 & 11 Ghaziabad, DC Sec 5 Jaunpur, DC Sec 5, P2 8AC Sec 9 Kanpur, DC Sec 1, 5
& 11 Lucknow, DC Sec 2, CTO Sec 8 Meerut, DC Sedlikana Meerut, CTO Sec 1 & 2
DC Sec 4 & 12 JC (CC) Noida, DC Sec 1 Raebareli, 88 1 Rampur, DC Sec 2
Saharanpur, DC Sec 3 Shahjahanpur, DC Sec 1 CHan¥awansi, JC (CC) Zone-ll
Varansi at Robertsganj, Sonbhadra.

96



Chapter-1V : Tax on Sales, Trade Etc.

4.6.1.2 Misclassification of goods

Assessing Authorities accepted the classification edlared by the
dealers and applied incorrect rate of tax on salef@oods oR 5.44 crore
instead of classifying goods correctly and levyingax at the rates
mentioned in the schedule. This resulted in shortit levy of tax of
% 63.26 lakh.

We examined (between May 2015 and January 2016&sss&nt orders and
files in eight CTOY and observed that in the case of 13 out of 93Rdetest
checked, the AAs while finalising the assessmenttifie@ year 2008-09 to
2011-12 between May 2012 and March 2015, accepiedclassification
declared by the dealers and applied incorrect satax on sale of goods of
¥ 5.44 crore instead of classifying goods correctgl kevying tax at the rates
mentioned in the schedule. This resulted in shotrt&vying of tax amounting
to 63.26 lakh(Appendix-XXVI).

We reported the matter to the Department and theeBment (between June
2015 and March 2016). During exit conference therggament/Department
accepted our observation and stated that tax ammgutd X 51,000 has been
levied in one case for the remaining cases Depaitrstated that action is
under process (September 2016).

4.6.1.3 Turnover escaping assessment

The turnover of X 15.28 crore was not disclosed by the dealers in ihe
returns though available in their assessment filesThe AAs while
finalising the assessment disregarded this turnovewhich resulted in
short levy of tax of ¥ 81.51 lakh.

Under Section 28 of UPVAT Act, the AAs are required finalise the
assessment after examining the books, accountdacuiments kept by the
dealer in relation to his business and other reierecords.

We examined (between April 2015 and December 20tt&jling and
profit/loss account, annual balance sheet, curramd previous year’s
assessment orders etc. in 13 CT@md observed that in the case of 15 out of
1,394 dealers test checked, the turnover ©5.28 crore was not disclosed by
the dealers in their returns submitted to AAs fa year 2009-10 to 2012-13.
The details of turnover were available in the respe assessment files of the
dealers. The AAs while finalising the assessmeffitthese dealers between
May 2013 and March 2015 did not properly examireliboks, accounts and
documents and other relevant records which resuttedisregarding their
turnover ofX 15.28 crore and consequently tax dB1.57 lakh was short
levied (Appendix-XXVII) .

' DC Sec 10 Ghaziabad, DC Sec 5, 8 and 14 Kanpur,S&€ 9 Kanpur, DC Sec 20
Lucknow, DC Sec 10 Meerut and DC Sec 1 Noida.

" DC Sec 13 Agra, JC(CC), DC Sec. 4 & 12, AC Seslighabad, JC(CC) Bareilly, JC(CC)-
Il Ghaziabad, DC Sec. 2 Gorakhpur, DC Sec. 8 Karnp@rSec. 4 & 10 Lucknow, DC Sec.
2 Meerut and CTO Sec 1 Noida.
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We reported the matter to the Department and theeBment (between May
2015 and January 2016). During exit conference@beernment/Department
accepted our observation and stated that tax anmguioR 1.17 lakh has been
levied in two cases, out of which 17,000 have been recovered. For the
remaining cases Department stated that action iglerunprocess
(September 2016).

4.6.1.4 Short levy of composition money under UPVAT

The AAs accepted composition money at the rate oiwb per cent
instead of sixper cent on payment of 14.99 crore which resulted in
short levy of composition moneyf 56.11 lakh.

Under the provision of Section 6 of UPVAT Act, adgaler may opt to pay
composition money in lieu of tax payable by him. per compounding
scheme introduced by the Government vide NotificatNo.1278 dated 9
June 2009 for civil and electrical contractors,aify contractor transfers
imported goods upto fivper cent of the value of work executed during the
financial year the composition money was to be aatexqh at the rate of two
per cent upto 30.12.2010 and at the rate of fpar cent from 31.12.2010. If
the contractor transferred more than fiper cent imported goods the
composition money was to be computed at the rasexqier cent.

We examined assessment orders, consumption charipofited goods and
files in two sectors and observed that two civihitactors out of 276 dealers
test checked, used imported material valued B85 crore in execution of
works contract during the year 2009-10, 2010-11 aa6di2-13 which was
more than fiveper cent of the contractual value & 14.99 crore. Since the
imported goods used in execution of work contraerevmore than five
per cent of the contractual value in financial year henbe tomposition

money of 89.95 lakh at the rate of sper cent was leviable. However, the
AAs while finalising the assessment between Marbi32and July 2014,
levied composition money & 33.84 lakh (at the rate of twger cent on

¥ 13.07 crore and at the rate of fquar cent onX 1.93 crore). This resulted in
short levy of composition money of 56.11 lakh as detailed in the
Table 4.13.

Table 4.13
Short levy of composition money under UPVAT
® in lakh)
Sl.  [Name of the | No. of | Assessment | Taxable Imported material Rate of [Amount |Rate of | Amount |Tax
No |unit dealers |year (month |contractual |consumed/percentage |tax of tax tax of tax short
and year of |value for the | of taxable contractual |leviable |leviable [levied |levied levied
assessment) | financial value for the financial | (per cent) (per
year year cent)
1 DC Sec-2 1 2012-13 192.58 87.85/45.62 6 11.55 4 7.7 3.85
G.B.Nagar (June 2014)
2 DC Sec-3 1 2009-10 774.29 70.03/9.04 6 46.46) 2 15.49 30.97|
G.B.Nagar (March 2013)
2010-11 532.37| 26.80/5.03 6 31.94 2 10.65 21.29
(July 2014)
Total 2 1,49924 184.68 89.95 33.84] 56.11]

Source: Information available on the basis of asrest files.
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We reported the matter to the Department and theeBaent (May 2015).
During exit conference the Government/Departmenépied our observation
and stated that action is under process in altdises (September 2016).

4.6.1.5 Short levy of tax due to calculation mistak

The AAs committed mistake in calculation of tax ortaxable turnover
of ¥ 43.63 crore which resulted in short levy of tax amanting to
T 74.89 lakh.

Under Section 28 of UPVAT Act, 2008 and Section)&##UP Tax on Entry

of Goods into Local Areas Act, 2007 it is the duiy the AAs while
scrutinising the returns/records filed by the dealed passing the assessment
orders to see that all the taxes are correctlyetband all the calculations are
made accurately.

We examined (between June 2015 and November 2GEgssment orders
and files in four CTOs and observed that in thee acddive out of 365 dealers
test checked, the Assessing Authorities (AAs) whilalising the assessments
between June 2014 and March 2015 for the periodB-B@0to 2012-13,
committed a mistake in calculation of tax on taeatirnover oR 43.63 crore
which resulted in short levy of tax amounting@t@4.89 lakh. The details are
mentioned in th@able 4.14.

Table 4.14
Short levy of tax due to calculation mistake
( in lakh)
Sl. [Name of the units No of | Assessment year Taxable |[Rateof |Tax Tax Tax
No. dealers| (month and year of turnover |[tax leviable |levied | short
assessment) leviable/ levied
levied
(per cent)
1 |DC Sec 3 Buland Shal 1 2011-12 (March 2015)| 2,433.3413.5 &14.5 351.88(341.89 10.00
2 |JC(CC) Jhansi 1 2008-09 (December 166.86 2 3.34 234 1.00
2014)
3 |DC Sec 10 Lucknow 1 2011-12 (June 2014) 148.69 135 20.07 743 12.64
1 2012-13 (November 517.85 4,5,13.5,| 53.59 | 41.01] 12.58
2014) 14 & 15.5
4 |DC Sec 6 Noida 1 2011-12 (February 1,096.30 4,5,13.5| 82.52 | 43.85 38.67
2015) & 15.5
Total 5 4,363.06 511.40(436.51 74.89

Source: Information available on the basis of assest files.

We reported the matter to the Department and theeBment (between July
2015 and January 2016). During exit conferenceGbeernment/Department
accepted our observation and stated that tax ammgutd X 35.22 lakh has
been levied in three cases, out of witch2.58 lakh has been recovered. For
the remaining cases Department stated that act®nurider process
(September 2016).
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4.6.2 Irregular authorisation to purchase furnace d at concessional
rate for manufacturing of tax free goods

The AA while finalising the assessment allowed coaession of% 4.49

lakh on the purchase of furnace oil amounting t& 28.04 lakh against
form ‘D’ which was inadmissible as it was used in mnufacturing of tax

free goods worth¥ 30.65 crore which resulted in short-levy of tax of
T 4.49 lakh and penalty at the rate of 5@er cent of value of furnace oill,

amounting to¥ 14.02 lakh was also not imposed.

As per entry no. 7(b) of the Schedule IV issuedeauride provisions of Section
4(1) (c) of UPVAT Act 2008, tax on furnace oil eviable at the rate of Zder
cent from 30 September 2008 and as per entry no. 7(aheofSchedule 1V
manufacturers of any taxable goods other than nAm-goods are entitled to
purchase furnace oil at the concessional rateohtdive per cent from 30
September 2008, against Form D, vide Governmentifibaiton no-2758
dated 29.09.2008.

Further under the provision of Section 54 (1) (til)of UPVAT Act, if the
AA is satisfied that any dealer issues or furnishdalse or wrong certificate
or form of declaration prescribed under the Act,régson of which a tax on
sale or purchase, ceases to be leviable, he magtdhvat such dealer shall,
pay by way of penalty, a sum equal toded cent of value of goods.

We examined (July 2015) assessment orders andrfild® office of DC Sec
4 Allahabad and observed that one out of 65 deaéstschecked, claimed
concession of 4.49 lakh on the purchase of furnace oil agaimshf'D’. The
dealer was manufacturer of tax free goods like mdkrd andmattha
alongwith other taxable commodities. The sale a&fftae commodities was
% 30.65 crore (93.4%er cent out of total sale ok 32.81 crore). The dealer
purchased furnace oil worth30.01 lakh at concessional rate. He was not
eligible for concessional rate on purchase of faenail of 28.04 lakh (93.43
per cent of total purchase wortR 30.01 lakh). The AA while finalising the
assessment during January 2015 irregularly allowedcession against
manufacturing of tax free goods which resultedhorslevy of tax oR 4.49
lakh. Further, penalty of 14.02 lakh,i.e. 50 per cent of the value of goods
was also not imposed.

We reported the matter to the Department and theement (August 2015).
During exit conference the Government/Departmenepied our observation
and stated that action is under process (SepteP@i€).

4.7 Penalties not imposed

Penal provisions are made to discourage the mdlafiactices of the dealers.
The AAs while finalising the assessments, disregitttie offences committed
by the dealers i.e. transactions out of account&kdyodelayed deposit of tax,
transactions against the provisions of the UPVATt Aad Rules made
thereunder etc. Though there are clear cut prawsitor imposition of

penalties in the Act, the AAs concerned did notasg penalty amounting to
% 6.23 crore in respect of 50 CTOs in the cases ajutdf 5,639 dealers for
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the period 2007-08 (VAT) to 2013-14 as mentioned the following
paragraphs:

4.7.1 Concealment of turnover

The Assessing Authorities did not impose penalty & 1.02 crore on
concealed turnover oR 5.24 crore.

Under Section 54(1) (2) of UPVAT Act, where a dealas concealed
particulars of his turnover or has deliberatelynfshed inaccurate particulars
of such turnover; or submits a false tax returneunthis Act or evades
payments of tax which he is liable to pay undes #ct, the AA may direct

that such dealer shall, in addition to the taxanl, payable by him, pay by
way of penalty, a sum three times of amount ofc@xcealed or avoided.

We examined (between April 2014 and February 2@ih&) assessment order
of dealers, accepted tax deposited by dealers edwl of Commercial Tax
Appellate Authorities in 19 CTG%and observed that 23 out of 2,491 dealers
test checked, concealed purchases and sales turob¥e5.24 crore during
the year 2008-09 to 2013-14. As the dealers coedetdeir turnover they
were liable to pay penalty a sum equal to threegiwof the tax concealed. The
AAs while finalising the assessments between Oct@b&1 and March 2015
levied tax off 33.90 lakh on this concealed turnover. Though ireicases
the Appellate Authorities had confirmed (betweemeJ2013 and October
2015) that the dealers had concealed the turnosaetéel payment of liable tax
or the dealers had themselves accepted the samdepndited the tax due on
the concealed turnover, the AAs concerned neithmosed the penalty of
% 1.02 crore nor recorded any reason for not impotiagenalty.

We reported the matter to the Department and theement (between May
2014 and March 2016). During exit conference theggament/Department
accepted our observation and stated that penal® 5.97 lakh has been
imposed in 12 cases. For the remaining cases Degattstated that action is
under process (September 2016).

4.7.2.1 Delayed deposit of tax

The AAs while finalising the assessments did not ijpose penalty of
X 1.45 crore on delayed deposit of admitted tax & 7.24 crore.

Under Section 54 (1) (1) of UPVAT Act, if the AA satisfied that any dealer
or other person has, without reasonable causedftil deposit the tax due for
any tax period within prescribed or extended tilveemay direct the dealer to
pay by way of penalty in addition to tax, if anyyphle by him, a sum equal to
20 per cent of the tax due.

8 AC Sec. 3, DC Sec. 18 Agra, DC Sec. 3 Allahaba@ 92c. 2 Ambedkar Nagar, DC Sec. 5
Faizabad, JC(CC) Firozabad, DC Sec. 9 &15, AC Sé&haziabad, DC Sec. 23 & 27
Kanpur, DC Sec. 4, 6 & 10 Lucknow, DC Sec. 6 MeeR® Sec. 8 Moradabad, JC(CC),
DC Sec. 12 Noida,and DC Sec. 5 Saharanpur.

19 AC Sec 3 Agra (2 cases), DC Sec 5 Faizabad, JCE@6zabad, DC Sec 15 Ghaziabad,
DC Sec 23 Kanpur, DC Sec 4 Lucknow, DC Sec 6 Luek&DC Sec 8 Moradabad.
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We examined (between August 2014 and March 201&sament orders and
files in 21 CTOS& and observed that 30 out of 1,572 dealers teskele had
not deposited their admitted tax Bf7.24 crore for the period 2007-08(VAT)
to 2012-13 in time. The delay ranged between firgsdo 1,388 days. As the
tax was deposited late for which they were lialdepay the penalty a sum
equal to 2(er cent of the tax due in addition to the tax levied, th&sAvhile
finalising the assessments between January 2012Mardh 2015 neither
imposed penalty &t 1.45 crore nor recorded any reason for not imposieg
penalty(Appendix-XXVIII) .

We reported the matter to the Department and theefBment (between
September 2014 and March 2016). During exit confme the
Government/Department accepted our observationstatdd that penalty of
X 27.99 lakh has been imposed in 13 cases. For thwimeng cases
Department stated that action is under processé8dyer 2016).

4.7.2.2 Delayed deposit of works contract tax

The AAs had not imposed penalty oR 2.98 crore on dealers for not
depositing the tax ofX 1.49 crore within prescribed time, deducted at|
source while making payment to the contractors.

Under Section 34(8) read with 34(1) of UPVAT ActpDOB a person
responsible for making payment to a contractor,discharge of any liability
on account of valuable consideration payable fer tiansfer of property in
goods in pursuance of works contract, shall dedncamount equal to four
per cent of such sum, payable under the Act, on accounsumh works
contract. In case of failure to deduct the amountieposit the amount so
deducted into the Government treasury before thpresof 20" day of the
month following the month in which the deductionsnaade, the AAs may
direct that such person shall pay by way of penalsym not exceeding twice
the amount so deducted.

We examined (between May 2014 and January 2016&sss&nt orders and
files in 11 CTO$" and observed that 14 out of 1,540 dealers testkele
deducted the tax of 1.45 crore at source while making the payment to
contractors during the year 2009-10 to 2012-13diditnot deposit the same
into Government treasury within the time prescrib€de delay ranged from
three days to 387 days. In one case taX 4f05 lakh was not deducted. The
AAs while finalising the assessment between Jan@éfs and March 2015,
neither imposed the penalty 8f2.98 crore nor recorded any reason for not
imposing the penalty.

We reported the matter to the Department and theefBment (betweedune
2014 and March 2016). During exit conference theggament/Department

%2 AC Sec 15 AgraJC(CC) Allahabad, DC Sec Bharthana, DC Sec 1 @haziIC(CC)-II,
DC Sec 3, 6 & 13 Ghaziabad, DC Sec 4 Hardoi, DC5&sunpur, JC(CC) Jhansi, JC(CC)-
| Kanpur, DC Sec 4 Lucknow, DC Sec Koshikalan MathC Sec 2 Mathura, JC(CC)
Moradabad, DC Sec 1, 5 & 6 Noida, DC Sec 5 Saharaapd JC (CC)-ll Varanasi (at
Sonbhadra).

I DC Sec 3, AC Sec 2 & 3 Allahabad, AC Sec 1 Ba#da,Sec 4 Buland shahr, DC Sec 27
Kanpur, AC Sec 4 & 11 DC Sec 20 Lucknow, DC SedHerut and DC Sec 12 Noida.
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accepted our observation and stated that penal® 48.52 lakh has been
imposed in six cases out of whi€h91,000 have been recovered. For the
remaining cases Department stated that action iglerunprocess
(September 2016).

4.7.3 False purchase

The Assessing Authorities while finalising the assement reversed the
ITC for receipt of tax invoices of% 1.57 crore without making actual
purchase of goods but did not impose the penalty & 78.37 lakh.

Under Section 54(1) 11(iv) of the UPVAT Act, if tihessessing Authority is
satisfied that any dealer or other person, as #se tay be, receives a tax
invoice or sale-invoice without actual purchasegobds, he may direct that
such dealer or person shall, pay by way of penaltgum equal to fiftyer
cent of value of goods.

We examined (between September 2014 and Februdt@) 28ssessment
orders and files in five CTOs and observed thataik of 757 dealers test
checked had during the year 2008-09 to 2012-13ivwedetax invoice
amounting tX 1.57 crore and claimed ITC without making actuaichases.
As the dealers claimed ITC without making actuaichases for which they
were liable to pay penalty of a sum equal to fifey cent of value of goods.
However, the AAs while finalising the assessmeriivben April 2012 and
March 2015 reversed the ITC but did not imposepéealty ofR 78.37 lakh
as shown in th&able 4.15.

Table 4.15
False purchase
® in lakh)
SI. No. | Name of the unit | Number Assessment year Amount covered by | Penalty
of dealer| (month & year of assessment| Receiving of Sale/TaX leviable
invoice without actual
purchase
1 |DC Sec 18 Agra 1 2012-13 (June 2014) 96.83 48.41
2 DC Sec 1 Barabanki 1 2011-12 (March 2015) 29.98 14.99
3 DC Sec 16 Ghaziaba 1 2009-10 (April 2013) 12.39 6.20
4 |AC Sec 6 Noida 1 2008-09 (April 2012) 3.01 151
1 2008-09 (June 2012) 2.35 1.18
5 DC Sec 4 Saharanpu 1 2008-09 (March 2012) 12.15 6.08
Total 6 156.71 78.37

Source: Information available on the basis of sawent files.

We reported the matter to the Department and theefBment (between

September

2014 and March 2016).
Government/Department accepted our observationssategd that action is

During exit

under process in all the cases (September 2016).

4.8

Entry tax

confeze the

The AAs while finalising the assessments, did rppla correct rate of entry
tax given in the schedule of rates, in some casemtry tax was levied and in
some other cases irregular rebate was allowedeahing tax oR 1.68 crore in
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respect of 14 CTOs in the cases of 23 out of 1d&#alers for the period
2009-10 to 2012-13 was not levied as mentionederfallowing paragraphs:

4.8.1 Entry tax short/not levied

The Assessing Authorities while finalising the assement levied entry
tax amounting to ¥ 5.82 lakh instead of% 1.34 crore on purchase ofj
goods worth¥ 33.90 crore from outside the local area. This restdd in
short/ not levy of entry tax of¥ 1.29 crore.

Under Section 4 of the UP Tax on Entry of Goods indcal Areas Act, 2007
entry tax on value of goods is leviable as per daleeof rates notified by the
Government from time to time. As per notificatiom.N122 dated 31 March
2011 entry tax on iron and steel was leviable atr#te of fiveper cent w.e.f.

1 April 2011 and a rebate to the extent of the amai tax payable by a
dealer on sale or purchase under UPVAT Act wasvaitb

We examined (between April 2015 and February 2@%8¢ssment orders and
files in 13 CTO$ and observed that 22 out of 1418 dealers testkedec
purchased goods valued®aB3.90 crore from outside the local area during the
period 2009-10 to 2012-13 on which entry taxXat.34 crore was leviable.
The AAs while finalising the assessment betweenexadwer 2011 and March
2015 levied entry tax amounting %05.82 lakh in the cases of five dealers
only. Thus entry tax o 1.29 crore was not/short levi¢dppendix-XXIX) .

We reported the matter to the Department and theeBment (between May
2015 and April 2016). During exit conference thev&@omment/Department
accepted our observation and stated that actionder process in all the cases
(September 2016).

4.8.2 Irregular rebate in entry tax

The AA allowed benefit of inadmissible rebate amouing to
¥ 39.38 lakh on purchase of goods from outside thedal area valued at
% 271.5! crore.

Under Section 4 of the UP Tax on Entry of Goods indcal Areas Act, 2007
entry tax on value of goods is leviable as per daleeof rates notified by the
Government from time to time. As per notificatiom.N122 dated 31 March
2011 entry tax on iron and steel was leviable atr#te of fiveper cent w.e.f.

1 April 2011 and a rebate to the extent of the amai tax payable by a
dealer on sale or purchase under UPVAT Act wasvaitb

We examined (November 2015) assessment ordersilasdrf the office of
JC(CC)-II CT Ghaziabad and observed that duringotreod 2011-12 a dealer
out of 47 dealers test checked, declared net @aiyeviable goods worth
% 261.69 crore after showing a loss8.85 crore, instead of the entry tax
leviable goods of 271.53 crore. In determining entry tax, rebat& &9.38
lakh (four per cent of ¥ 9.85 crore) was allowed to dealer. The AA while

22DC Sec 1 Ghazipur, DC Sec 2 & 3 G.B. Nagar, DC Sétéziabad, DC Sec 2 & 8 Kanpur, JC (CC)-
Il, DC Sec 11 Lucknow, JC(CC) Meerut, JC(CC), DC Sec 1@ &ltida and DC Sec 2 Saharanpur.
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finalising the assessment in May 2014 did not aersthis fact which resulted
in excess rebate of entry tax389.38 lakh.

We reported the matter to the Department and theement (December
2015). During exit conference the Government/Depent accepted our
observation and stated that action is under prd&=stember 2016).

4.9. Central Sales Tax (CST)

4.9.1 Irregular concession against declaration fors

The Assessing Authorities while finalising the assement irregularly
allowed concession amounting t& 17.21 lakh against form ‘C’ on
interstate sale of goods wortR 1.71 crore.

Under Rule 12(1) of CST (Registration & Turnovemil&s, 1957, a single
declaration in Form ‘C’ may cover all transactiaissale, which takes place
in a quarter of a financial year between the sameedealers.

We examined (July 2015) assessment orders andtilke office of JC(CC)
Bareilly and observed that one out of 49 dealessdeecked, made inter-State
sale of goods wortR 1.71 crore during year 2011-12 at concessional rate
against four form ‘C’. These covered transactiarsniore than one quarter of

a financial year and as per the provisions of theeRhe transactions covered
beyond one quarter of a financial year and claifegdconcession in same
Form ‘C’ were not eligible for concession. In cawention of the rules, the
AA while finalising assessment during April 201%ikd CST at concessional
rate on the transactions &f56.46 lakh covered beyond one quarter. Thus
concession of 17.21 lakh was irregularly allowed.

We reported the matter to the Department and theefBment in August
2015. During exit conference the Government/Depantmaccepted our
observation and stated that action is under prd&=sstember 2016).

4.9.2 Irregular purchase of capital goods at conce®nal rate

The AA irregularly authorised the contractors to purchase capital
goods under CRC, which resulted in undue benefit tohe dealer and
penalty ofX 59.75 lakh was also not imposed.

As per Section 8(3)(b) of the CST Act, 1956 a rieged dealer may purchase
any goods from outside the State at concessiona o tax against
declaration in form ‘C’ for the purpose of re-salse in manufacturing or
processing of goods for sale or in telecommunicatietwork or in mining or
in generation or distribution of electricity. If &u goods are not covered by
Registration Certificate under the CST Act or theods purchased from
outside the State at concessional rate of taxsed for the purpose other than
that for which the registration certificate is gieoh the dealer is liable to be
prosecuted under Section 10 of CST Act. HowevehdfAssessing Authority
deems it fit, he in lieu of prosecution may imppsaalty up to one and a half
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times of the tax payable on the sale of such gooder Section 10A of CST
Act.

As per decision dated 12 March 2008 of Commissio@@mmercial Tax

under Section 59 of UPVAT Act, contractors comearmchtegory of traders
and not manufacturer, therefore the benefit of pastng capital goods against
form ‘C’ will not be given to them because the ¢abgoods so purchased is
neither being resold nor used in manufacturingroc@ssing of goods for sale.

We examined (April 2015) assessment orders and filethe Office of DC
Sector 3 G.B.Nagar and observed that a contraatbrob 158 dealers test
checked, purchased capital goods valueX at96 crore during the year
2008-09 to 2011-12 at concessional rate of taxnayaeclaration in form ‘C’
and paid CSTCentral Sales Tax) at concessional rate. Furtleefownd that the
contractors neither resold these goods nor used itenanufacturing of goods
for sale etc. as prescribed U/s 8(3)(b) of the @8T The AA while finalising
the assessment in October 2014 did not noticeulaegise of form ‘C’ by the
dealer and failed to impose penaltykd$9.75 lakh.

We reported the matter to the Department and theeBaent (May 2015).
During exit conference the Government/Departmenépied our observation
and stated that penalty ¥59.75 lakh has been imposed (September 2016).

4.9.3 Misuse of declaration forms

The dealers purchased goods valued &t1.59 crore at concessional rate
of tax against declaration in form ‘C’ which were rot covered by their
certificates of registration. This fact was not sautinised at the time of
assessment. Thus penalty & 26.82 lakh was not imposed.

Under Section 8 of the Central Sales Tax (CST) A8§6 a registered dealer
may purchase any goods from outside the State ratessional rate of tax
against declaration in form ‘C’. If such goods am covered by Registration
Certificate (RC) under the CST Act or the goodschased from outside the
state at concessional rate of tax are used foptipose other than that for
which the registration certificate is granted, tbealer is liable to be

prosecuted under Section 10 of CST Act. HowevdhafAssessing Authority

deems it fit, he in lieu of prosecution may imp@seenalty up to one and a
half times of the tax payable on the sale of sumbdg under Section 10A of
CST Act.

We examined (between April 2014 and October 20%5gssment orders and
files in five CTOs and observed that seven out @8 dealers test checked,
purchased goods valuedai..59 crore during the year 2009-10 to 2012-13 at
concessional rate of tax against declaration imft&2’. These goods were not
covered by their certificates of registration fonigh they were liable to pay
penalty one and half times of the tax payable enstile of such goods, in lieu
of prosecution. The AAs while finalising the assessts between May 2013
and March 2015 did not scrutinise the Registrat@amtificate and utilisation
details of form ‘C’ and consequently penaltyo26.82 lakh was not imposed
as shown imable 4.16
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Table 4.16
Misuse of declaration forms
(X in lakh)
Sl. Name of the No Assessment Name of Amount| Rate | Rate of | Penalty
No. unit of year (month commodity not of of penalty | leviable
deal and year of covered by purchasq Tax (per
ers assessment) registration (per cent)
certificate cent)
1 | DC Sec4 1 2012-13 Air Conditioner 41.66 | 135 20.25 8.44
Allahabad (June 2014)
2 DC Sec 14 1 2009-10 D G Set 2.65| 12.5 18.75 0.50
Allahabad (May 2013) 7.60| 135 20.25 1.54
3 DC Sec 13 1 2011-12 Rubber, Rubber| 22.20 5 7.5 1.66
Ghaziabad (January 2015) | scrap
1 2011-12 Wood furniture 545 | 135 20.25 1.10
(March 2015) | Plywood, 6.18 5 7.5 0.46
Thinner
4 JC (CC)-lI 1 2011-12 Flow meter 20.09 | 135 20.25 4.07
Lucknow (July 2014)
5 | DC Sec 8 Kanpul 1 2010-11 Cement 15,51 | 155 23.25 3.61
(July 2013) Roof sheet 17.33 5 7.5 1.30
2011-12 Cement 155| 155 23.25 0.36
(February 2015)|Cooled chiller 10.30| 13.5 20.25 2.09
1 2011-12 Air Conditioner 8.36 | 13.5 20.25 1.69
(July 2014)
Total 7 158.88 26.82

Source: Information available on the basis of afiddings.

We reported the matter to the Department and theeBment (between June
2014 and March 2016). During exit conference therggament/Department
accepted our observation and in compliance DC SeGHaziabad imposed
penalty of% 1.66 lakh ancR 0.96 lakh respectively in two cases. For the
remaining cases Department stated that action iglerunprocess
(September 2016).

4.10 Interest short/not charged

The dealers had deposited the admitted tax & 6.91 crore with delay,
on which interest of% 2.17 crore was chargeable, but it was not charge
at the time of assessment.

N

Under Section 8(1) of UPTT Act and Section 33([R)he UPVAT Act 2008
read along with Section 13 of Uttar Pradesh TakEntry of Goods into Local
Areas Act, 2007 every dealer liable to pay tax eguired to deposit the
amount of tax into the Government treasury beftwe éxpiry of due date
failing which simple interest at the rate of tywer cent permen sum upto 11
August 2004 thereafter Iger cent per annum upto 31 December 2007 and at
the rate of one and quartper cent per month from 1 January 2008 shall
become due and be payable on unpaid amount wietcteffom the day
immediately following the last date prescribedttié date of payment.

We examined (between April 2015 and January 2088¢ssment orders and
files in eight CTO$® and observed that eight out of 643 dealers testke,
had deposited the admitted tax ©6.91 crore during the year 2006-07 to
2012-13 with delay ranging from 90 days to 3,08@sdaithout interest. The
belated payment of admitted tax attracted intes€3t2.17 crore upto the date

% DC Sec 14 Allahabad, JC (CC)-Il, DC Sec 15 GhamalibC Sec 3 G.B.Nagar, JC (CC)
Jhansi, JC (CC) Il Kanpur, DC Sec 12 Lucknow and$2€ Sikandrabad.
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of deposit of tax. The AAs while finalising the assment between December
2013 and March 2015 did not charge interest ®R.17 crore
(Appendix-XXX).

We reported the matter to the Department and theeBment (between May
2015 and February 2016). During exit conference@beernment/Department
accepted our observation and stated that interfe3t82.70 lakh has been
charged in three cases of whi@hl5.60 lakh has been recovered. For
remaining cases Department stated that action iglerunprocess
(September 2016).

4.11 Irregularities relating to Input Tax Credit (I TC)

Our scrutiny of records of
the Department revealed

several cases of
V A T irregularities regarding ITC

claims like irregular/
inadmissible ITC claims,
excess claims, ITC not
reversed, penalties not
imposed and interest not
charged thereon etc.
amounting toX 3.29 crore
in respect of 35 CTOs in 45
cases out of 4,041 dealers for the period 200%12D12-13. A few cases are
mentioned in the following paragraphs.

4.11.1 ITC not/short reversed on exempted sale

The dealers had not reversed the ITC claim of 12.18 lakh in respect
of purchase of those goods whose sale was exempinirtax. The same
was not reversed by the AAs with interest amountingo ¥ 2.69 lakh at
the time of assessment.

Under section 13(7) read with Section 7 of the URVAct, no credit of any
amount of input tax shall be claimed by a dealer am facility of ITC shall be
allowed to the dealer in respect of purchase oh ggands where sale of such
goods by the dealer is exempt from payment of taguch goods are to be
used or consumed in manufacturing or packing of gogds and sale of such
manufactured or packed goods by the dealer is eix&omp payment of tax. If
the ITC is claimed by the dealer, it will be revbls with interest at the rate of
15 per cent per annum.

We examined assessment orders and files in theeadfiDC Sec 7 Kanpur and
observed that a dealer out of 152 dealers testkededad wrongly availed
ITC of ¥ 12.18 lakh during the year 2010-11 to 2012-13 orclmase of those
goods whose sale valuiRg5.34 crore was exempt from payment of tax. The
AA while finalising the assessments between JunkE22dhd February 2015
neither reversed this inadmissible ITC nor raisechand of interest. Thus, ITC
¥ 12.18 lakh was not reversed and interest 8f69 lakh was also not charged.
The details are mentioned in thable 4.17.
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Table 4.17
ITC not/short reversed on exempted sale
 in lakh)
Sl. |Name of the unit| No of | Assessment year (month|Total Sale |[Exempted |RITC not Interest
No. dealers| and year of assessment) Sale done/short |Chargeable
done by AAs

1 |DC Sec 7 Kanpu 1 2010-11 (June 2012) 349.67 204.90 5.51 0.94
2011-12 (October 2013) 862.84 140.39 2.04 0.47|
2012-13 (February 2015) 92345 188.77 4.63 1.28

Total 1 2135.96 534.06 12.18 2.69

Source: Information available on the basis of asrest files.

We reported the matter to the Department and theefBment in July 2015.
During exit conference the Government/Departmenepied our observation
and stated that action is under process (SepteP@i€).

4.11.2 False/fraudulent claim of ITC

On cross verification, ITC of X 30.89 lakh claimed by the dealers wa
found false. Though it was reversed by the AAs bubo penal action
was taken against the dealers.

U7

Under Section 13 of UPVAT Act, 2008 read with Rake of UPVAT Rules,
2008, tax paid on purchase of goods from registatedlers against tax
invoice or deposited cash on purchase of goods fhenunregistered dealers,
ITC is allowed to the extent of the tax paid or glale by the dealer on such
sale or purchase. Under the provisions of Sect#t{i)5(19) of the VAT Act,

if the AA is satisfied that any dealer or any otperson, as the case may be,
falsely or fraudulently claims an amount as ITCniey direct that such dealer
or person shall, in addition to the tax, if anyyalale by him, pay by way of
penalty, a sum equal to five times of amount of.ITC

We examined (between November 2014 and January) 2856ssment orders
and files in 11 CTO$ and observed that in the case of 13 out of 1,2@6eds
test checked, the AAs cross verified the ITC clafrthe dealers and found
that the dealers had falsely/fraudulently claim&& lamounting tX 30.89
lakh during the year 2009-10 to 2011-12. Sincedbalers had claimed ITC
falsely/fraudulently, they were liable to pay pdapadf a sum equal to five
times of amount of ITCThough the AAs while finalising the assessment
between March 2013 and March 2015 reversed theblit@id not impose the
penalty amounting t& 1.54 crorg/Appendix-XXXI) .

We reported the matter to the Department and theefBment (between
January 2015 and February 2016). During exit cenfes the
Government/Department accepted our observationstatdd that penalty of
¥ 18.58 lakh has been imposed in three cases. Fa@imamg cases Department
stated that action is under process (Septemben2016

* DC Sec 4 & 8Allahabag JC(CC)-I| DC Sec 10 GhaziabadDC Sec 2 Gonda, AC Sec 1
Hapur, DC Sec 3 AC Sec 4 Kanpur, DC Sec Koshikalathura, DC Sec 5 Mathura and
DC Sec 6 Meerut.
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4.11.3 Irregular adjustment of ITC and interest notcharged

The AAs while finalising the assessment reverseddhnadmissible ITC
and adjusted it with the balance ITC of the dealersnstead of raising
demand ofR 30.2: lakh with interest.

Under section 14(2) of UPVAT Act 2008, if any deateticessuo moto that
he had claimed the ITC which is not according ®ghovisions of the Act and
Rules, he shall reverse it at the time of subngttine next tax return after
noticing such event. The dealer is liable to depbsi amount of reversed ITC
alongwith simple interest at a rate of @ cent per annum in the treasury.

We examined (November 2015) assessment orders isdid JC(CC)-II
Ghaziabad and observed that three out of 47 delstrshecked, had claimed
ITC of ¥ 30.23 lakh during the year 2010-11 to 2011-12 whigs not in
accordance with the provisions of the Act. The Awkile finalising the
assessments between March 2014 and March 2015eelvtris inadmissible
ITC and adjusted it with the balance ITC of the leeavithout charging
interest payable on it, whereas as per provisiéniseoAct dealers were liable
to deposit the amount of reversed ITC alongwithpsgmnterest. This resulted
in irregular adjustment of ITC o 30.23 lakh and consequently interest of
% 14.24 lakh was not charged as shown inTtakle 4.18.

Table 4.18
Irregular adjustment of ITC and interest not charged

® in lakh)
Sl. Name of | Number | Assessment yeall Amount of | Period Days | Interest
No. | the unit of (month and year | RITC leviable
dealers | of assessment) | adjusted
with ITC
1. JC(CC)-lI 1 2011-12 2.72 | 01.04.12 to 885 0.99
Ghaziabad (September 2014 02.09.14
12.58| 01.10.11 to| 1,068 5.52
02.09.14
1 2010-11 5.81| 01.10.10 to| 1267 3.02
(March 2014) 20.03.14
2011-12 5.21| 01.10.11 to| 1,278 2.74
(March 2015) 31.03.15
1 2011-12 3.91| 01.10.11 to| 1,220 1.97
(February 2015) 01.02.15
Total 3 30.23 14.24

Source: Information available on the basis of asrest files.

We reported the matter to the Department and theement (December
2015). During exit conference the Government/Depent accepted our
observation and stated that interesRd.76 lakh has been charged in one
case. In this case amount of reverse input taxtofietl C) was not deposited.
In the case of one dealer the Department statadriteaest ork 11.34 lakh
had been charged earlier. We do not agree withejblg of the Department as
RITC of ¥ 12.58 lakh anR 2.72 lakh was done by AA at the time of
assessment on which interest was chargeable. lcageeof another dealer the
Department stated that reverse ITC was depositethansame year hence
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interest was not chargeable. We do not agree Wwéhdply of the Department
as RITC ofR 3.91 lakh was done by AA at the time of assessmenihich
interest was chargeable. (September 2016).

4.11.4 Inadmissible ITC

The dealers had wrongly claimed ITC oR 56.51 lakh which was not
reversed with interest at the time of assessmenthis resulted in ITC of

¥ 56.51 lakh short/not reversed and interest o¥ 20.64 lakh was also
not charged.

Under Section 13 of UPVAT Act, 2008 ITC to the exttef tax paid or

payable by a registered dealer on purchase of lexgdnds from within the
State is allowed at the rates prescribed under dobhd to V of the Act.

Further under Section 14(2) of the Act if any dealas wrongly claimed ITC
in respect of any goods, benefit of ITC to the ekieis not admissible, shall
stand reversed alongwith simple interest at thee sat.5per cent per annum.

We examined (between March 2015 and January 2GE@sament orders and
files in 13 CTO$& and observed that 15 out of 1,570 dealers tesikele had
wrongly claimed ITC oR 56.51 lakh during the year 2009-10 to 2012-13
which was not admissible to them. The AAs whileafising the assessment
between December 2012 and March 2015 were requoeceverse this
inadmissible ITC and direct the dealers to pay samiount of reverse input
tax credit along with simple interest, which was reversed. This resulted in
short/not reversal of ITC & 56.51 lakh and interest & 20.64 lakh was not
charged Appendix-XXXII) .

We reported the matter to the Department and theedment (between April

2015 and February 2016). During exit conferenceGbeernment/Department
accepted our observation and stated that ITC armgftl4.91 lakh has been
reversed in two cases. In the instance cases shtet@s not charged by the
Department. For the remaining cases Departmergdstatt action is under
process (September 2016).

4.11.5 ITC on goods sold on lower price than purcls price not
reversed

The AAs had not reversed the ITC of¥ 9.03 lakh claimed by the
dealers in respect of those goods which were sold the price lower
than purchase price by the dealers.

Under Section 13(1) (f) of UPVAT Act where goodsghased are resold or
goods manufactured or processed by using or agjisuch goods are sold, at
the price which is lower than purchase price ohsgeods in case of resale or
cost price in case of manufacture, the amount pitirtax credit shall be
claimed and be allowed to the extent of tax payahl¢he sale value of goods
or manufactured goods. If the dealer claims fulloant of ITC, the ITC in

%5 DC Sec 8 Allahabad, DC Sec 2 Auriya, DC Sec Blaarth DC Sec 3 G.B.Nagar, DC Sec 1
Hapur, DC Sec 2 Hardoi, JC(CC)-I, Il DC Sec 10,&188 Kanpur, DC Sec. 2 Meerut and
DC Sec. 5 Noida.
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excess of tax payable on the sale value of goolibereversible with simple
interest at the rate of Jd&r cent per annum.

We examined (between May 2015 and February 20X&sament orders and
files in four CTOs and observed that six out of ®#2alers test checked, had
purchased goods worth 23.70 crore during 2011-12 and claimed ITC of
¥ 1.70 crore and sold it fof 22.49 crore. The dealers availed ITC on the
purchase price of the goods instead of to the extérX 1.61 crore, tax
payable on sale value of goods. The AAs while fanaf the assessment
between March 2014 and March 2015 neither reveitssdnadmissible ITC
nor created demand with simple interest. Thus, RT®.03 lakh was not
reversed and consequently interesttof.30 lakh was also not charged as
detailed in thérable 4.19

Table 4.19
ITC on Goods sold on lower price than purchase prie not reversed
& in lakh)
SI. | Name of the| Number | Assessment year ITC Tax on | Amount | Interest
No. | unit of (month and year | claimed | Sale of RITC | leviable
dealers | of assessment) | by the not done
dealer by AAs
1 DC Sec 1 1 2011-12 18.53 15.85 2.68 1.37
Kanpur (February 2015)
2 | DCSec8 1 2011-12 6.26 4.74 1.52 0.57
Kanpur (March 2014)
1 2011-12 61.79 60.20 1.59 0.79
(January 2015)
1 2011-12 2.30 0.55 1.75 0.90
(March 2015)
3 DC Sec 27 1 2011-12 1.43 0.97 0.46 0.23
Kanpur (February 2015)
4 DC Sec 1 1 2011-12 79.67 78.64 1.03 0.44
Lucknow (July 2014)
Total 6 169.98 | 160.95 9.03 4.30

Source: Information available on the basis of asrest files.

We reported the matter to the Department and theefBment (December
2015). During exit conference the Government/Depant stated that action
is under process in all the cases (September 2016).

4.11.6 Incorrect claim of ITC on goods purchased wbh were
taxable at lower rates than claimed by dealers

The AAs had not reversed the ITC ofR 16.57 lakh claimed by the
dealers in respect of those goods which were taxabht lower rates
than claimed by the dealer.

Under Section 13 of UPVAT Act, 2008 read with r@k of UP VAT Rules,
2008, ITC to the extent provided under the relewdaises of the said Act and
Rules, is allowed on tax paid or payable by a tegesl dealer on purchase of
taxable goods from within the State subject to awertconditions and
restrictions for resale or use in manufacture ajdgointended to resale. Rate
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of tax applicable to each commodity is prescribedar Schedule | to V of the
Act. Under Section 14(2) of the Act if any dealasiwrongly claimed ITC in
respect of any goods, benefit of ITC to the exiem not admissible, shall
stand reversed alongwith simple interest at thee satl5per cent per annum.

We examined (between April 2015 and January 2088¢ssment orders and
files in six CTO$® and observed that seven out of 681 dealers teskeh,
had wrongly claimed ITC ot 16.57 lakh on purchases ®f2.71 crore at the
rate of 13.5 to 15.per cent during the year 2010-11 to 2012-13. These items
are mentioned in Schedule 1l of UPVAT Act and bétSection 14 of CST Act
and rate of tax applicable is four to figer cent. The AAs while finalising the
assessments between January 2014 and March 20Xtodiabtice this fact
and without any cross verification and through exeation that dealers were
claiming ITC at the rate of 13.5 to 1508r cent on the goods taxable at the
rate of four to fiveper cent allowed the excess inadmissible ITC to the dealers
This incorrect claim attracts reversal of ITC anterest oR 24.72 lakh(ITC

% 16.57 lakh and interedt8.15 lakh)(Appendix-XXXIII).

We reported the matter to the Department and theeBment (between May
2015 and March 2016). During exit conference therggament/Department
accepted our observation and stated that ITC anmmy®it6.09 lakh has been
reversed in one case. In the said case interest neascharged by the
Department. For the remaining cases Departmergdstatt action is under
process (September 2016).

% DC Sec 2 Ambedkarnagar, DC Sec 2 G.B.Nagar, DC B&cl4 & 29 Kanpur and DC
Sec. 4 Lucknow.
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