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[ PREFACE ]

This report for the year ended 31 March 2007 hasnbprepared for
submission to the Governor under Article 151 (2)haf Constitution.

The audit of revenue receipts of the State Govenming conducted under
Section 16 of the Comptroller and Auditor GenergDuties, Powers and
Conditions of Service) Act, 1971. This Report presehe results of audit of
receipts comprising sales tax, taxes on motor ehidand revenue, stamp
duty and registration fees, state excise, forestipés, mining receipts and
other departmental receipts of the State.

The cases mentioned in this report are among tivbéeh came to notice in
the course of test audit of records during 200&87vell as those noticed in
earlier years but which could not be covered ingfevious years’ reports







[ OVERVIEW ]

This report contains 48 paragraphs including twaesgs pointing out

non-levy or short levy of tax, interest, penaltgyenue foregone, etc.,
involving Rs. 516.32 crore. Some of the major ifngd are mentioned
below:

The Government's total revenue receipts for the 9686-07 amounted
to Rs. 18,033 crore against Rs. 14,085 crore irptheious year. Of this,
47.98 per cent was raised by the State through tax revenue (R€56
crore) and non-tax revenue (Rs. 2,588 crore). Eienge 52.0per cent
was received from the Government of India in thenfof State's share of
divisible Union taxes (Rs. 6,220 crore) and gramtaid (Rs. 3,159
crore).

{Paragraph 1.1}

Test check of the records of sales tax, motor Vehitax, land revenue,
state excise, forest, mines and minerals and atbpartmental offices
conducted during the year 2006-07 revealed undsesament/short
levy/loss of revenue etc., amounting to Rs. 1,16&Mre in 2,38,540
cases. During the year 2006-07, the concerned thepats accepted
under assessment and other deficiencies of Rs971&%ore involved in
87,114 cases which were pointed out in 2006-07 eartler years. Of
these, the departments recovered Rs. 25.26 crdfe 428 cases.

{Paragraph 1.8}

As on 30 June 2007, 3,368 inspection reports isspéal December 2006
containing 9,772 audit observations involving R&78.21 crore were
outstanding for want of comments/final action bye tltoncerned
departments.

Information technology audit of “Value Added TaxXdrmation System”
in the Commercial Tax Department revealed the ¥ahg:

{Paragraph 1.9}

System design deficiencies resulted in non-camusinpurchase details,
incorrect entry of carry forward and refundable amtcetc.

{Paragraph 2.2.7}

*

Chapter-I figures in overview have been roundfdmnearest crore.

vii
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* Non-integration of modules resulted in utilisatiohwaybill other than
the dealer to whom it was issued and before iteissite
{Paragraph 2.2.8}

» Lack of input controls led to incomplete and inaete databaséke
issue of multiple registration numbers to the saeeer, entry of invalid
vehicle number and waybill number, wrong entry ax payable/due,
non-entry of dealer details etc.

{Paragraph 2.2.9}

* Absence of validation controls led to inaccuradieshe database like
entry of refund claim without export, acceptancegpayment after filing
of return, exit of vehicle at the entry check gateceptance of unusual
time to exit the border check gate, repeated atits of waybill etc.

{Paragraph 2.2.11}

* Lack of adequate security controls resulted in iplgltusers having the
same password, unauthorised data entry and mddincaf data etc.

{Paragraph 2.2.12}

A Government of Orissa undertaking did not discldlse royalty of
Rs. 27.36 crore received for use of its trade meskilting in non-levy of
tax of Rs. 8.54 crore including penalty.

{Paragraph 2.4}

An industrial unit covered under package schemiaa#ntives under the
industrial policy was irregularly allowed tax exeiop of Rs. 3.22 crore,
though eligibility certificate was not issued by tbompetent authority.

{Paragraph 2.6}
A manufacturer of cast iron castings was irregylaallowed tax

exemption of Rs. 2.47 crore on export though thedgowere not
exported in the same form.

{Paragraph 2.7}

Sale of perfumed oil worth Rs. 7.58 crore was inedty taxed at a lower
rate resulting in short levy of tax of Rs. 1.40rero

{Paragraph 2.8}

viii



Overview

[Motor Vehicles Tax ]

In Regional Transport Offices, Jharsugda and KeamjRs. 21.08 lakh
was misappropriated through manipulation and falsgorsement in the
records.

{Paragraph 3.2}
Motor vehicles tax and additional tax including pky amounting to
Rs. 52.65 crore was not realised in respect of1Z6y@hicles.

{Paragraph 3.3}

Non-realisation of various fees at the revised sraied to loss of
Rs. 1.69 crore in 1.45 lakh cases during the pefriaoh April 2005 to
March 2006.

{Paragraph 3.4}

[ Land Revenue, Stamp Duty and Registration Fee%

Short raising of demand towards cess against tgarnisations resulted
in short realisation of Rs. 59.23 lakh.

{Paragraph 4.2}

Short realisation of premium of Rs. 36.95 lakh oonwersion of
agricultural land for non-agricultural use in resipef 280 cases.

{Paragraph 4.3}

An industrial unit escaped stamp duty, town-plagnicharges and
registration fees of Rs. 280.80 crore on the salé tmansfer of its
fertiliser complex.

{Paragraph 4.5}

Short realisation of stamp duty and registratiea 6f Rs. 24.36 lakh in
84 documents due to non-consideration of highdst\sue of similar
classification of land.

{Paragraph 4.6}

v | state Excisi |

Excise duty of Rs. 44.09 lakh towards short liftofdMFL/beer was not
realised by the department.

{Paragraph 5.2}
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v [Forest andMining Receipts ]

Non-disposal of timber resulted in the blockagégsaivernment revenue
of Rs. 51.17 lakh.

{Paragraph 6.2}

The department did not levy interest of Rs. 50&#®lon belated payment
of royalty on timber by the Orissa Forest Developtr@orporation.

{Paragraph 6.3}

Evasion of royalty of Rs. 6.46 crore on coal asdepartmental officers
failed to detect short accounting of stock inrdieirn.

{Paragraph 6.4}

Charging of royalty at the rates applicable to pssed mineral instead
of unprocessed mineral led to short levy of royaftRs. 2.63 crore.

{Paragraph 6.5}

Vi [Other Departmental Receipts ]

Review of “Levy and collection of electricity dit revealed the
following:

* Failure of the Superintending Engineers to effedyivscrutinise the
returns submitted by the licensees led to non-tEvglectricity duty of
Rs. 79.81 crore.

{Paragraph 7.2.7}
* Failure of the department to cross verify the rdsoof the Industries
Department prior to allowing exemption under thelustrial Policy

Resolution led to irregular exemption of electsicduty of Rs. 22.82
crore.

{Paragraph 7.2.8}

» There was short levy of electricity duty amounttogRs. 11.06 crore in
respect of domestic and commercial consumers.

{Paragraph 7.2.13}




| CHAPTER-| : GENERAL |

1.1

Trend of reve

nue

1.1.1 The tax and non-tax revenue raised by the Govenhroé Orissa
during the year 2006-07, the State’s share of ilddJnion taxes and grants-
in-aid received from the Government of India durittge year and the
corresponding figures for the preceding four yeamesmentioned below:

(Rupees in crore)
2002-03 | 2003-04 | 2004-05 [ 2005-06 | 2006-07
Revenue raised by the State Government
» Tax revenue 2,871.84 3,301.73 4,176.6(|) 5,002.28 6,065)07
* Non-tax revenue 961.18 1,094.55 1,345.57 1,531.90 2,588.[12
Total 3,833.02 4,396.28 5,522.12 6,534.18 8,653[19
Il Receipts from the Government of India
* State's share of 2,805.58 3,327.64 3,977.66 4,876.75 6,22042
divisible Union taxes
 Grants-in-aid 1,800.17 1,716.28 2,350.41 2,673.18 3,159/02
Total 4,605.75 5,043.96 6,328.07 7,550.93 9,379.44
Il |Total receipts of the 8,438.77 9,440.24 11,850.19 14,084.71 18,032|63
State Government
(1+11)
IV | Percentage of | to Ill 45.42 46.57 46.60 46.39 788

The above table indicates that during the year Z0QGhe revenue raised by
the State Government was 47.98r cent of the total revenue receipts
(Rs. 18,032.63 crore) against 46.pér cent in the preceding year. The

balance 52.0per cent of receipts during 2006-07 was from the Government
of India.

1 For details, please see Statement WMb- Detailed accounts of revenue by minor heads inRinance
Accounts of the Government of Orissa for the ye206207. Figures under the minor head 901-Share of
net proceeds assigned to tBetes under the major heads 002QCorporation tax; 0021 Taxes on
income other than corporation tax; 00280ther taxes on income and expenditure; 0032axes on
wealth; 0037- Customs; 0038 Union excise duties; 0044 Service tax and 0045 Other taxes and
duties on commodities and services booked in timarfée Accounts under A-Tax revenue have been

excluded from the revenue raised by the State mhihieed as State's share of divisible Union taxes.
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1.1.2 The following table presents the details of taxeraye raised during
the period from 2002-03 to 2006-07:

N

(Rupees in crore

Sl Heads of revenue | 2002-03 | 2003-04| 2004-05 [ 2005-06 | 2006-07 | Percentage of
increase (+) or
No.
decrease
()in
2006-07 over
2005-06
1. Sales tax 1,532.69| 1,546.4] 2,061.43 2,524/18 3042 + 21
Central sales tax 72.53 317.5 410.16 487.p5 72R.48 (+) 48
2. Taxesanddutiesof 175 17 | 50043 | 26189  353.1 282.58 O 2
electricity
3. Land revenue 82.16 103.27 131.5p 69.62 226.38  (+)225
4. Taxes on vehicles 257.3§ 280.08 338.11 405,86 5428. +) 5
5. Taxesongoodsanfl 51347 | 37719| 384.93  463.34 574.p0 +) 24
passengers
6. State excise 246.06 256.37 306.41 389.83 430.07 ) 16
7. Stamp duty and
registration fees 135.86 153.07 197.87 236.0 260.49 (+) 1
8. Other taxes and
duties on 13.34 14.77 25.14 6.75 26.99 (+) 293
commodities and
services
9. Other taxes on
income and
expendituretax on | 4o 59 | 563 59.07 66.46 73.60 ) 11
professions, trades
callings and
employments
Total 2,871.84 [3,301.73 | 4,176.60 |5,002.28 | 6,065.07

The following reasons for variations were furnishbg the concerned
departments:

Sales tax: The increase (2fter cent) was stated to be due to widening of tax
base, huge growth in CST, entry tax collection ligther growth rate in VAT.

State excise: The increase (1(er cent) was stated to be due to more
collection of excise duty and effective enforcemergasures which includes
sharing of information between enforcement and lliggnce wing and
vigorous patrolling and raids.

Land revenue: The increase (22per cent) was stated to be due to conversion
of land, alienation of Government land to differeagencies, collection of
premium thereof and collection of more royalty.

Stamp duty and registration fees: The increase (1Per cent) was stated to
be due to sincere efforts of the field functionarigs well as supervising
authorities particularly by the Inspector GeneragRtration, Orissa.

Taxes and duties on electricity:The decrease (2@er cent) was stated to be
due to non-collection of electricity duty outstamgliagainst consumers and
non-collection of revenue locked up in court cases.
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The other departments did not inform the reasonvdaation despite being
requested (November 2007).

1.1.3 The following table presents the details of majan+ax revenue
realised during the period 2002-03 to 2006-07:

(Rupees in crore

Sl. Heads of revenue| 2002-03 2003-04 2004-05 2005-06 2006-07 Percentage of
No. increase (+) or
decrease (-) in
2006-07 over
2005-06
1 Non-ferrous mining| 443.58 552.06 670.52 805.04 936.60 (+) 16
and metallurgical
industries
2 Forestry and wild life  97.04 48.64 84.72 59.13 130.63 (+) 121
3 Interest receipts 76.09 164.38 249.04 298.p2 4298 (+) 34
4 Education 24.31 12.00 15.76 42.99 41194 OF:
5 Irrigation & inland 24.70 36.25 40.45 44.05 54.41 (+) 24
water transport
6 Public works 13.69 15.06 17.05 18.2B 24196 ®)3
7 Police 13.37 15.55 21.24 23.05 23.39 (+) 1
Medical and public 11.24 7.51 12.98 9.26 13.07 (+) 41
health
9 Power 2.94 2.90 4.19 2.9] 1.23 (-) 58
10 Miscellaneous 10.41 5.38 31.70 7.62 777.36 (+) 10,102
general services
11 Other non-tax 227.96 226.35 160.97 212.5] 169.p8 (-) 20]
receipts
12 Co-operation 2.09 2.39 2.72 2.1B 2139 (+) 12
13 Other administrative ~ 13.71 6.08 34.18 6.97 14.44 (+) 107
services
14 Dairy development 0.05 Nil Nil Nil Ni Nil
Total 961.18 1,094.55 1,345.52] 1,531.90| 2,588.12

The following reasons for variations were furnishbg the concerned
departments:

Non-ferrous mining and metallurgical industries: The increase (16er
cent) was stated to be due to increase in despatcha@rmevenue earning
minerals.

Forestry and wildlife: The increase (12per cent) was stated to be due to
collection of arrear royalty fdtendu leaf from M/s. OFDC Ltd.

Miscellaneous general services:The increase (10,10%er cent) was
attributable to waiver of debt of Rs. 763.80 crbyethe Government of India
and taken as receipts under this head as peritisguctions.

The other departments did not inform the reasonvdaation despite being
requested (November 2007).

# Orissa Forest Development Corporation Ltd.
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1.2  Variations between the budget estimates and aetls

The variations between the budget estimates andlacof revenue receipts
for the year 2006-07 in respect of principal heafl&ax and non-tax revenue
are given below:

(Rupees in crore)

SI. No. [ Heads of revenue Budget Actual receipts Variations Percentage of
estimates increase (+) variation
shortfall (-)
Tax revenue
1 Sales tax 2,817.47 3,764.82 (+) 947,35 Bt63
2 ;:;f:n‘;’;go‘)ds and 370.00 574.00 (+) 204.00 (+) 55.13
3 ;foﬁci;d duties on 390.00 282.58 () 107.48 () 27.54
4 Land revenue 180.00 226.38 (+) 46,38 (+y 24
5 Taxes on vehicles 480.00 426.54 (-) 53{46 (-) 11.13
6 State excise 490.00 430.07 (-) 5993 e XY
! ztggfaggg’fzg‘; 290.00 260.49 () 29.51 () 1047
Non-tax revenue
8 Mines and minerals 900.00 936.60 (+) 36{60 (+) 4.07
9 Forest 80.00 130.63 (+) 50.63 (+) 63]29
10 Education 15.00 41.94 (+) 26.94 (+) 179160
11 Interest 60.00 398.42 (+) 338.42 (+) 564,00
12 Police 17.50 23.39 (+)5.89 (+) 33.66

The following reasons for variation were reportegg the concerned
departments.

Sales tax: The increase (33.62r cent) was stated to be due to widening of
tax base, huge growth in CST, entry tax colleckon higher growth rate in
VAT.

Taxes on vehicles: The decrease (11.]%r cent) was stated to be due to
less registration of vehicles as compared to tewipus year and campaign
against carriage of overloading etc.

Taxes and duties on electricity.The decrease (27.5r cent) was stated to
be non-collection of revenue locked up in courtesaand from industries
availing of exemption under IPR

Land revenue: The increase (25.7per cent) was stated to be due to
conversion of land, alienation of Government lamd different agencies,
collection of premium thereof and collection of maoyalty.

State excise: The shortfall (12.23er cent) was stated to be due to non-
opening of new excise shops due to public reserttmen

Stamp duty and registration fee:The shortfall (10.1per cent) was stated to
be due to the high target fixed by the Government.

Forest: The increase (63.2%r cent) was stated to be due to deposit of excess
amount by M/s. OFDC Ltd towards royalty kendu leaf.

$ Industrial Policy Resolution.
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Police: The increase (33.66kr cent) was stated to be due to payment of arrear
claims from South Eastern Railways, Kolkata.

The other departments did not inform (November 200 reasons for
variation despite being requested (April 2007).

1.3  Analysis of collection

The break-up of total collection at pre-assessnstafje and after regular
assessment of sales tax, profession tax, entryuary tax and entertainment
tax for the year 2006-07 and the correspondingréigdor the preceding two
years as furnished by the department is mentiortmhb

(Rupees in crore)

Head of revenue Year Amount Amount collected | Amount | Amount Net Per -
collected at after regular of arrear |refunded| collection centage
pre- assessment demand of column

assessment (additional collected 3to7

stage demand)

@ ) @3) (4) (5) (6) (1) (8)

. Sales tax 2004-05 2,420.87 35.34 34.68 23.54 2,467.35 98.1
2005-06 2,909.94 72.90 46.48 22.14 3,007.18 96.8

2006-07* 3,592.01 136.46 84.08 39.73 3,772.82 95

. Profession tax 2004-05 56.16 - - - 56.16 100
2005-06 64.18 - - - 64.18 100

2006-07* 69.98 0.10 - - 70.08 99

. Entry tax 2004-05 361.65 19.87 481 0.74 385.59 93.8
2005-06 432.71 29.01 8.33 0.82 469.23 92.2

2006-07* 537.82 30.49 5.39 0.18 573.52 93.7

. Luxury tax 2004-05 10.15 0.01 - - 10.16 99.9
2005-06 0.08 - - - 0.08 100

2006-07* 0.01 - - - 0.01 100

5. Entertainment | 2004-05 3.06 0.06 0.21 - 3.33 92
tax 2005-06 2.98 - 0.09 - 3.07 97
2006-07* 2.46 - 0.08 - 2.54 97

Thus, the collection of tax at pre-assessment dlageg the last three years
ranged between 92 and 10€& cent. This indicates that voluntary compliance
for payment of tax by the dealers was good. Du20@5-06, the amount
collected at pre-assessment stage was more thamntoeint due to the
Government and the department had to make refun&sof87.15 crore.
Revenue collection after pre-assessment stage witslow.

1.4 Cost of collection

The gross collection in respect of major revenweigs, expenditure incurred
on their collection and the percentage of such edipgre to gross collection
during the years 2004-05, 2005-06 and 2006-07 aleitly the relevant all

India average percentage of expenditure on cotledid gross collection for
2005-06 are mentioned below:

0 Figures as furnished by the department are atn@giaith the Finance Accounts.
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(Rupees in crore)
Heads of Year Gross Expenditure Percentage of All India average
revenue collection | on collectior? expenditure to percentage for the
gross collection year 2005-06
2004-05 2,946.87 23.47 0.80
Sales tax 2005-06 3,566.71 24.41 0.68 0.91
2006-07 4,439.01 26.59 0.6¢
Taxes on 2004-05 338.11 8.82 2.60
vehicles 2005-06 405.86 9.39 231 2.67
2006-07 426.54 12.25 2.87
2004-05 306.70 13.19 4.30
State excise 2005-06 389.33 13.38 3.44 3.40
2006-07 430.07 15.28 3.55
Stamp duty 2004-05 197.95 11.70 5.91
and registration | 2005-06 236.06 11.56 4.90 2.87
fees 2006-07 260.49 10.92 4.19

The above table indicates that percentage of extpeadn gross collection in
respect of sales tax and motor vehicles tax wewedahan the all India
average percentage while in case of state excise stéamp duty and

registration fees, it was higher.

1.5

Analysis of arrears of revenue

As on 31 March 2007, the arrears of revenue undecipal heads of revenue
as reported by the departments aggregating Rs.8950crore were as
mentioned in the following table:

(Rupees in crore)

Sl.
No

Heads of revenue

Amount of
arrears as on
31 March 2007

Arrears more
than five years
old

Remarks

1.

Sales tax

3,768.61

802.71

The stages of arrears were as under::

Amount covered by show
cause and penalty

1,589.2

Recoveries stayed by

Departmental authorities

497.45

V| v|®

Supreme Court/High Court

1,372.10

Demands covered by certificate
proceedings/tax recovery
proceedings

306.23

Amounts likely to be written
off

3.57

2. Entry tax

98.91

The stages of arrears were as under:

Amount covered by show
cause and penalty

19.8

Recoveries stayed by
departmental authorities

17.9

Demand stayed by the High
Court

50.99

Demand covered by
certificate/tax recovery
proceedings

10.15

2 Figures as furnished by the department arera&tnee with the Finance Accounts.

3 Percentage of expenditure to gross collectian2f@06-07 includes entry tax, entertainment tax and

professional tax in addition to sales tax.
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(Rupees in crore)

Sl. | Heads of revenue Amount of Arrears more Remarks
No arrears as on than five years
31 March 2007 old
3. Entertainment tax 6.34 - The stages of arrears were as under:
« | Demand covered by certificate/tak
recovery proceedings 3.91
| Amount covered by show cause
and penalty 1.84
« | Recoveries stayed by
»| Departmental authorities 0.18
»| High Court/Supreme Court 0.39
4. Land revenue 25.28 - Item wise break up was as follows:
« | Rent 3.05
o | Cess 4.75
« | Nistar cess 0.15
o | Sairat 4.52
o | Misc. revenue 12.81
5. Other 8.39 - The arrears were due from:
departmental « | Non-residential buildings 0.74
receipts (Rent) GA « | Residential buildings
departmental -
»| Retired Government servants 3.18
»| MLAs and ex MLAs 0.63
»| Boards and corporations 0.35
»| Private parties 0.60
»| Transferred Government servants  1.21
»>| Certificate cases 0.12
»| Central Government employees
occupying State Government
quarters and water tax 0.0
»| Usual house rent 1.04
»| Recovery stayed by the High
Court and other judicial authorities ~ 0.47
6. Mines and 86.11 2.08 The stages of recovery were as under:
minerals « | Demand covered by certificate
proceedings 1.64
« | Demand locked up in litigation in
the High Court and other judicial
authorities 1.65
« | Amount under dispute 3.33
« | Amount covered under write
off/waiver proposal 1.83
« | Recoverable amount 77.66
7. Forest 88.81 84.50 The arrears were due from:
« | Forestlease 6.63
- | OFDC 77.69
.| TDCC 4.49
8. Police 33.50 9.42 Details not furnished.
9. Irrigation (WR) 97.64 62.84 Details not furnishe
10. | Taxes on vehicles 119.22 -- | The stages of arrears were as under:
« | Demands covered by certificate
proceedings 50.2]
« | Recoveries stayed by
»| High court/Supreme Court/other
judicial authorities 4.45
»>| Departmental authorities of the
Government 5.36
« | Other stages 59.20
4 Orissa Tribal Development Co-operative Corporati
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(Rupees in crore)

Sl. | Heads of revenue Amount of Arrears more Remarks
No arrears as on than five years
31 March 2007 old
11. | State excise 30.03 11.33 | The stages of recovery were as under:
« | Demand covered by certificate
proceedings 13.46
« | Recoveries stayed by the High
Court/other judicial authorities 12.48
« | Recoveries stayed by departmental
authorities 0.35
« | Amounts under dispute 0.81
« | Proposed to be written off 0.05
« | Other stages of recovery 2.88
12. Interest 144.70 - « | Co-operation Department 79.30
« | Industries Department 65.40
The arrears were due from:
»| Industrial Development
Corporation 7.23
»| Industrial Promotion and
Investment Corporation of Orissa
Limited 11.25
»| Orissa Small Industries
Corporation 2.67
»>| Orissa State Leather Corporation 0.73
»| Orissa Instrument Company 0.53
»| Orissa State Financial Corporation
¢ | Loan in lieu of share capital 9.18
¢ | Interest bearing loan 23.47
¢ | State aid rural industries
programme loan 1.23
¢ | Sales tax loan 5.82
¢ | Electricity duty loan 2.95
¢ | Panchayat Samiti Industries loan 0.34
13. | Stationery & 1.23 0.07 Details not available
printing
14. Fisheries 0.15 0.08 Details not available
Total 4,508.92 973.03
1.6 Arrears in assessments

The details of the cases pending assessment dbetfi@ning of the year

2006-07, cases becoming due for assessment dinéngetar, cases disposed
during the year and the number of cases pendiagdjdation at the end of the
year 2006-07 as furnished by the department inetspf sales tax and entry
tax were as under:

Heads of | Year Opening | Cases due for Total Cases finalised| Balance at | Percentage of
revenue balance assessment during the the close of column
during the year the year 6105
year
1 2 3 4 5 6 7 8
Sales tax | 2002-03| 3,45,278 2,38,801 5,84,079 3,44,463 2,39,616 58.97
2003-04| 2,39,616 2,27,589 4,67,205 1,82,820 2,84,385 39.13
2004-05| 2,84,385 2,70,549 5,54,934 2,09,000 3,45,934 37.66
2005-06| 3,45,934 2,49,728 5,95,667 2,21,492 3,74,170 37.18
2006-07| 3,74,170 80,863 4,55,033 2,11,261 2,43,772 46.43
Entry tax | 2002-03| 50,228 84,051 1,34,279 58,748 75,531 43.75
2003-04| 75,531 51,379 1,26,910 67,994 58,916 53.58
2004-05| 58,916 1,44,741 2,03, 657 91,773 1,11,884 45.08
2005-06| 1,11,884 1,19,836 2,31,720 83,078 1,48,642 35.85
2006-07| 1,48,642 57,218 2,05,860 89,382 1,16,478 43.42
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The above table indicates that the percentagesafsaments completed under
both the heads during the years from 2002-03 td6-#00 ranged between
35.85 and 58.9per cent. This resulted in accumulation of huge arrears of
assessments during these years. As of March 200&ars in assessment
under sales tax and entry tax were 2.44 lakh ab@l lhkh cases. Since, value
added tax (VAT) has been introduced in the StatenfrApril 2005, the
department needs to complete the pending assessrirerd time bound
manner.

1.7 Evasion of tax

The number of cases of evasion of tax detected amsdssments finalised
during 2006-07 as reported by the department argiomed below:

Sl. Name of Cases Cases Total No. of cases in whichl No. of cases

No. tax/duty pending as on| detected assessment/investigations pending
31 March during completed and additional demand| finalisation as
2006 2006-07 including penalty etc., raised on 31 March

2007
No. of cases Amount of
demand
(Rs. in crore)
1 Sales tax 6,547 790 7,337 3,492 202.80 3,841

Thus, disposal of detected cases was only 4p&9cent in respect of sales
tax. The department did not furnish the revenuslired in the pending
cases.

1.8 Results of audit

Test check of the records of sales tax, motor Vehitax, land revenue, state
excise, forest, mines and minerals and other deyeatal offices conducted
during the year 2006-07 revealed under assessteritlsvy/loss of revenue
etc., amounting to Rs. 1,160.66 crore in 2,38,546es. During the year
2006-07, the concerned departments accepted ursdessanent and other
deficiencies of Rs. 189.97 crore involved in 87,td4es which were pointed
out in 2006-07 and in earlier years. Of these, diepartments recovered
Rs. 25.26 crore in 15,428 cases.

This report contains 48 paragraphs including twaergs relating to under

assessment/non/short levy etc., involving Rs. 316r&e of which Rs. 425.45

crore has been accepted by the department/GovetniReoovery made in

these cases amounted to Rs. 92.4fre upto September 2007. Audit
observations with a total revenue effect of Rs.7@3crore have not been
accepted by the department/Government but theiteoctions have been
appropriately commented upon in the relevant paggw. Replies in the

remaining cases have not been received (Novemi@ar) 20

5 Due to recovery of Rs. 88.81 crore in a single olzgéem
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1.9 Failure to enforce accountability and protectnterest of the

Government

Audit observations on incorrect assessments, $éweytof taxes, duties, fees
etc., as also defects in the maintenance of iniéiabrds noticed during audit
and not settled on the spot are communicated to Iieads of

departments/offices and other departmental autésrithrough inspection
reports (IRs). The heads of departments/officegegaired to take corrective
action in the interest of revenue and furnish caamgle within a period of one
month.

The number of IRs and audit observations relatingevenue receipts issued
upto 31 December 2006 which had not been settleithdoylepartments as on
30 June 2007 along with the corresponding figuoeshe preceding two years
are mentioned below:

2005 2006 2007
Number of IRs pending settlement 3,653 3,115 3,368
Number of outstanding audit observations 11,067 9M®,1 9,772
Amount qf revenue involved 1,788.59 2.112.96 2.576.21
(Rupees in crore)

Department wise break up of IRs and audit obsemmatoutstanding as on 30

June 2007 is mentioned below:

Department Nature of Number of Amount of | Year to which | Number of IRs
receipts outstanding receipts observations to which even
IRs Audit involved relate first replies
observations (Rs. in have not been
crore) received
1981-82 to
Sales tax 627 2,009 343.65 2006-07 52
Entertainment 1975-76 to
_ tax 76 113 1.53 2003-04 --
Finance 1097-98 to
Luxury tax 9 10 0.50 2002-03 --
2003-04 to
Entry tax 122 191 30.07 2006-07 36
Taxes on 1970-71 to
t(igg;grrtce and |\ chicles 282 2,726 318.70 2006-07 06
Taxes on goods| 1973-74 to
Transport; -
( spory and passenger 70 231 1.09 1987-88
1975-76 to
Land revenue 84( 1,781 469.18| 500607 107
Revenue
Stamp duty and 1977-78 to
registration fees| sr4 604 158.70 2006-07 116
. . 1991-92 to
g
Excise State excise 27p 611 163.74 2006-07 19
Forest and . 1980-81 to
environment Forest receipts 47 1,086 273.21 2006-07 59
. - . 1979-80 to
Steel and mines Mining receiptp 107 184 179.5p 2006-07 08
) Departmental 1995-96 to
Co-operation receipts 25 43 77.58 2006-07 03
Food supplies
1997-98 to
and consumer -do- 26 34 2.69 2004-05 -
welfare
Energy Aa 1992-93 to B
do 63 133 546.81 2006-07

10
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Department Nature of Number of Amount of | Year towhich | Number of IRs
receipts outstanding receipts observations to which even
IRs Audit involved relate first replies
observations (Rs. in have not been
crore) received
General
administration Departmental 02 04 6.51 2003-04 to
receipts 2006-07
(Rent)
2003-04 to
Works -do- 02 02 2.72 2006-07
Total 3,368 9,772 2,576.21 406

It indicates that the heads of departments/officebpose records were
inspected by the Accountant General (CW&RA), faileed discharge due
responsibility as they did not send any reply tolaage number of

IRs/paragraphs and also did not take any remediasores for the defects,
omissions and irregularities pointed out by thed\etant General

(CW&RA). Since the outstanding amount representgalised revenue, the
Government needs to take speedy and effectiveraotiothe issues raised in
the IRs.

1.10 Departmental audit committee meetings

In order to expedite settlement of the outstandindit observations contained
in the IRs, departmental audit committees have beamstituted by the
Government. The representatives of Finance Depattim&dministrative
Department and Office of the Accountant General &RX) attend the
meetings of the committee. The committees are é&deo meet regularly to
expedite clearance of the outstanding audit obiensaand ensure that final
action is taken on all audit observations outstaqdor more than a year.
Department wise position of audit committee meetihgld during the year
2006-07 was as under:

Sl. Name of the Subject No. of No. of IRs No. of audit

No. department meeting settled observations
held settled

1. Finance Sales tax 16 24 196
2. Forest & environment Forest receipts 03 15 89
3. Steel & mines Mining receipts 10 08 35
4. Transport Motor vehicle tax 13 09 334
5. Excise Excise duty 01 09 36
6. Food supplies & Departmental 01 13 22

consumer welfare receipts

7. Revenue Land revenue 10 47 410
Total 54 125 1,122

1.11 Response of the departments to draft audit pagraphs

The

Government

of Orissa,

Finance Department,

ireir thcircular

memorandum instructed (May 1967) various departmefthe Government
to submit compliance to draft audit paragraphs j0fPsposed by the AG for
inclusion in the Audit Report of the ComptrollerdaAuditor General (CAG)

11
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of India, within six weeks from the date of recegftsuch DPs. The above
instructions were reiterated (December 1993) whiéecepting the
recommendation of the High Power Committee on nespoof the State
Governments to the Audit Reports of the CAG. ThesDite normally
forwarded by the AG to the Principal Secretary/8tny of the administrative
department concerned through demi-official lettsegking confirmation of
the factual position and comments thereon witha gtipulated period of six
weeks.

Fifty five DPs (clubbed in 48 paragraphs) beingsdered for inclusion in

this Report were demi-officially forwarded to theec®etaries/Principal

Secretaries of the concerned departments betweenada 2007 and

May 2007 with a request for verification of the tizad position and also for
comments thereon. Demi-official reminders were atswed after the expiry
of six weeks time in each case. The position gboase to the draft paras is
mentioned below:

Sl. Name of the No. of draft No. of draft No. of draft
No. department/Nature of paras paras in respect | paras in which
receipts forwarded of which replies replies were
including were received not received
review
1 Finance (Sales tax & entry tax) 18 17 01
2 Transport (Motor vehicle tax) 15 15
3 Excise (Excise duty and fees) 06 04 02
4 Fore_st and environment (Fores 02 02
receipts)
5 Steel & mines (Mining receipts) 07 02 05
6 Revenue (La_tnd revenue, stamp 05 04 01
duty and registration fees)
7 Energy and Home (Departmental
receipts) 02 01 01
Total 55 45 10

1.12 Follow-up on audit reports - summarised positin

According to the instructions issued by the FinaBepartment in December
1993, all departments are required to furnish exatlary memoranda vetted
by audit to the Orissa Legislative Assembly in extpof the paragraphs
included in the Audit Reports within three montlighee Report being laid on
the table of the House.

Review of outstanding explanatory memoranda ongoapds included in the
reports of the CAG (Revenue Receipts) as on 31 Mago7 disclosed that
the departments had not submitted remedial exganaemoranda on 103
paragraphs for the years from 1997-98 to 2005-06exgtioned below:

12
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Year No. of No. of No. of No. of paragraphs for which
paragraphs | paragraphs | paragraphs | compliance notes are awaited
in the audit | discussed in| pending for from the departments

report PAC discussion

1991-92 63 62 01

1992-93 54 53 01

1993-94 44 43 01

1994-95 47 44 03

1995-96 40 39 01

1996-97 36 36

1997-98 38 03 35 01
1998-99 40 01 39 02
1999-00 34 -- 34 07
2000-01 45 05 40 06
2001-02 45 06 39 10
2002-03 57 04 53 09
2003-04 63 -- 63 13
2004-05 62 04 58 02
2005-06 53 -- 53 53

Total 721 300 421 103

Thus, non-compliance to the audit paragraphs sabddt.28per cent of total
paragraphs presented to the Assembly during theegberiod.

With a view to ensuring accountability of the exié in respect of all the
issues dealt with in the Audit Reports, the PuBlicounts Committee (PAC),
as early as in May 1966, issued instructions tohalldepartments of the State
Government to submit action taken notes (ATN) oa tBcommendations
made by the PAC for further consideration withirx snonths of the
presentation of the PAC Report to the Legislatitravas noticed from the
PAC reports submitted during 1011, 12" and 1% Assembly that 47
Reports containing 371 paras/recommendations wersepted by the PAC
before the Legislature between February 1991 andciM&007 after
examination of the Audit Report (Revenue Receipts)4 departments for the
years 1985-86 to 2000-01. However, ATNs had nohlreeeived in respect of
107 recommendations of the PAC from the concernggadments as of
March 2007.

This indicated that the executive failed to takenppt action on the important
issues highlighted in the Audit Reports that inealvlarge sources of
unrealised revenue.
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1.13 Compliance with audit reports

In the Audit Reports 2001-02 to 2005-06, audit osgons relating to under

assessments, non/short levy of taxes, loss of teydailure to raise demands,
etc., involving Rs. 1,797.63 crore were included.ti®se, as of September
2007, the departments concerned had accepted asdessments and other
deficiencies involving Rs. 322.89 crore and hadveced Rs. 52.35 crore.

Audit Report wise details of cases accepted aneémew recovered are as
under:

(Rupees in crore)

Sl. Year Money value of audit | Amount accepted by the | Amount recovered
No. report department

1 2001-02 260.18 6.88 4.18

2 2002-03 281.31 9.66 6.92

3 2003-04 558.63 37.94 10.02

4 2004-05 560.81 221.43 17.78

5 2005-06 136.70 46.98 13.45

Total 1,797.63 322.89 52.35

14



[ CHAPTER-II: SALES TAX & ENTRY TAX ]

\ 2.1  Results of audit |

Test check of the assessments, refund cases andated documents on sales
tax and entry tax of commercial tax offices durthg year 2006-07 revealed
under assessment of tax, incorrect grant of exemption/short levy of tax
etc., amounting to Rs. 127.38 crore in 2,265 cagrsh broadly fall under the
following categories : -

(Rupees in crore)

Sl. Categories No. of Amount
No. cases
Sales tax
1. Short levy of tax due to incorrect computatioh taxable 33 24.21
turnover
2. Under assessment of tax due to application | of 50 17.83
incorrect/concessional rate of tax
3. Under assessment of tax due to irregular griaexemption 26 18.48
4, Non/short levy of surcharge/interest 6 0.43
5. Other irregularities 99 22.69
6. Value Added Tax Information System in CommercialTax 1 0.00
Department (An IT review)
Total 215 83.64
Entry tax
1. Under assessment due to incorrect computatiotaxéble 18 2.07
turnover
2. Under assessment of tax due to application adrhect rate of 10 9.79
tax
3. Short levy due to irregular deduction 4 1.10
4, Non/short levy of tax 2,008 5.14
5. Non/short levy of penalty 7 25.60
6. Other irregularities 3 0.04
Total 2,050 43.74
Grand total 2,265 127.38

During the year 2006-07, the department acceptddruassessment and other
deficiencies of Rs. 9.24 crore in 40 cases, whieewpointed out in audit in
earlier years and Rs. 20.24 crore in nine casestgmiout in 2006-07. Of
these, the department recovered Rs. 5.21 croré aades.

A few illustrative cases highlighting important d@udbservations involving
Rs. 36.35 crore are discussed in the following granahs.
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2.2 Information technology audit of “Value Added Ta
Information System (VATIS)” in Commercial Tax
Department

Highlights:

System design deficiencies resulted in non-captugn of purchase
details, incorrect entry of carry forward and refundable amount etc.

(Paragraph 2.2.7.1, 2.2.7.2)

Non-integration of modules resulted in utilisation of waybill by
dealers other than the dealer to whom it was issuednd before it
issue date.

(Paragraph 2.2.8)

Lack of input controls led to incomplete and inacctate databaselike
issue of multiple registration numbers to the samelealer, entry of
invalid vehicle number and waybill number, wrong enry of tax
payable/due, non-entry of dealer details etc.

(Paragraph 2.2.9)

Absence of validation controls led to inaccuraciem the database like
entry of refund claim without export, acceptance ofpayment after
filing of return, exit of vehicle at the entry che& gate, acceptance of
unusual time to exit the border check gate, repeatk utilisation of
wayhill etc.

(Paragraph 2.2.11)

Lack of adequate security controls resulted in mulple users having
the same password, unauthorised data entry and mditation of data
etc.

(Paragraph 2.2.12)

Absence of online entry of ‘out-to-out’ vehicles #wed the defaulting
vehicles to escape from detection of fraud/evasiafi tax.

(Paragraph 2.2.13.3)

2.2.1 Introduction

The Government of Orissa repealed the Orissa SEdesAct, 1947 and
enacted the Orissa Value Added Tax Act (OVAT), 26@4implementation
with effect from 1 April 2005. As per OVAT Act, aedler pays tax on the
value added to the purchase value of a commoditlik&Jthe sales tax regime
there is no statutory assessment of dealers. bhstedy 20per cent of the
dealers, selected on a random basis, are subjectad audit annually by the
department.
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The Commercial Taxes Department (CTD) is respoasfbl collection of
sales tax, entry tax, entertainment tax and prafeak tax in the state of
Orissa. The Department for International DevelopntBfID), UK, approved
a project in support of the Government of OrissalieuSector Reform Plans
(OPSRP) in March 1999. One of the components of RFPSwas
“Strengthening and Modernisation of the Commerdiakes Organisation
under Finance Department”. The DFID assistance Giateimproving the
sales tax system and introducing value added tdlarstate. The first phase
of assistance from DFID was available during thegaefrom 1999-2000 to
2004-05 in the field of organisational restructgririraining, publicity and
computerisation. DFID provided the hardware throldgls CMC, software
through M/s Mastek and training to departmentaicefs through M/s Price
Waterhouse Cooper.

It was decided to conduct an IT audit of Value Addd Tax Information
System (VATIS) in the Commercial Tax Department. Tk review revealed
a number of system and other deficiencies which ardiscussed in the
succeeding paragraphs.

2.2.2 IT organisational structure

The IT Department in CTD is headed by the AdditioGammissioner of
Commercial Taxes (Revenue & IT) assisted by thrieias including a
system analyst. All technical personnel in the lifigy including the system
analyst, are working on a contractual basis. Besitdehead office at Cuttack,
the department has 10 territorial and four intellige range offices, 44 circles,
11 assessment units, four unified check gates d@hdnihor check gates
geographically spread across the State for admatish and collection of
taxes.

2.2.3 Information systems set Up

VATIS was developed using SQL server 2000 as thabdse on the Net
framework. The IT system architecture vigb based andhas a distributed
database system. Out of 107 offices of the CTDgf8es were supplied with
computers as on March 2007, 60 offices were supphi¢h local area network
(LAN) and 50 offices with wide area network (WAN)rough BSNL leased
lines (64Kbps). M/s Mastek Ltd has developed thewsoe “VATIS” which
contains 14 modul@sThe CTD however, is operating only six modules vi
dealer information system (DIS), return, statutésym management,heck
post monitoring (CPM), personnel monitoring infotioa system (PMIS) and
security.

The DIS module captures detailed data about théedeand their business
activities and generates the registration certidicaumber. The return module
captures the detailed data as furnished by thestexgd dealers manually in

6 Dealer information system (DIS); Return; Audit; Assment; Personal management information system
(PMIS); Security; Statutory form management; chpekt monitoring (CPM); Enforcement and intelligence;
Budget and establishment; Legal; Recovery; Indiidaapayers’ ledger (IRL); MIS and performance

monitoring
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the prescribed forms through periodical returnghin CPM module the inter-
state movement of vehicles at the border checlsgatecorded. The statutory
form management module dealith issue and utilisation of statutory forms
such as C form, F form, wayhbill etc.

2.2.4 Audit objectives

The audit objectives were to assess whether:

. the system met the requirements of the OVAT Actaad synchronised
with the critical business of the department;

" proper input, validation and process control exisiie the system to
ensure that the data captured was authentic, cterguhel accurate;

" the database provided sufficient, complete, rediabhd authorised
information for management action; and

" adequate security measures were in place.

2.2.5 Scope and methodology of aufit

The review of VATIS covering five modules (DIS, wet, statutory form
management, CPM and security modulays conducted between November
2006 to June 2007 in three range offices (Puritacitl andSundargarf two
circle offices (Bhubaneswar-l and Cuttack-lI-Centrahd one check gate
(Jamsolaghat) using a computer aided audit tod. firfdings werelsocross-
checked with manual records on a sample basis.

2.2.6 Acknowledgement

Indian Audit and Accounts Department acknowleddresdo-operation of the
Commercial Tax Department in providing necessafgrination and records
for audit. The audit findings as a result of telseak of the system and the
records were reported to the Government in Septe 20 .

The Commissioner of Commercial Taxes (CCT), Origkde welcoming the
audit findings (November 2007) attributed the laps®incomplete hardware
and Wide Area network as a result of which VATISildonot be made fully
operational, shortage of officials as well as ITllel manpower to validate
the data input into the system, non-coverage ofQR& of the VATIS in all
the border check posts, unstability of the dateudis provided by BSNL and
regular failure in connectivity, frequent changes the VATIS due to
amendment of the VAT Act and other related Acts Ktwas also stated that
steps had been taken to change the software atall inecessary process
control/validation checks.

It was observed that the system had deficiencieslagéing to system design,
input and validation controls, and security and acess controls, which
resulted in ineffective and inefficient managementof the system and
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rendered the information generated completely unreéable. The audit
findings are discussed in the succeeding paragraphs

| System design deficiencies

2.2.7 Return module

2.2.7.1 The OVAT Act provides a structured format (VAD1) for filing
returns. This contains vital information for thesessment of dealer. Audit
scrutiny revealed that the software did not hawwigion for capture of details
of purchases not covered under the various catgyére. purchases under
different tax rates, inter state trade, importsclsitransfer etc., although data
regarding the value of such purchases was captldath analysis revealed
that in 1,963 returns, purchases valued as Rs5226ore were entered
without such details, thereby restricting the depant from obtaining vital
information available from the dealer’s return.

2.2.7.2 The dealer can claim refund and/or carry fedimhe tax amount, in
case creditable input tax is more than the ougputlf output tax is more than
the input tax the dealer has to pay the differefiogas, however, noticed that
in 521 cases, refund/credit carried forward amagnto Rs. 378.24 lakh was
entered, though there was tax payable on accodassér input tax. Similarly,
in 1,239 cases, the total of refund claim and césrward did not tally with
the difference between input tax and output taxtarddifference ranged from
(-) Rs. 3.70 crore to Rs. 58.54 crore. This indidatiefective design and lack
of validation among the respective input fields.ndal checking revealed data
entry mistakes in 20 out of 22 cases.

2.2.7.3 The return form requires details of the amooitnput credit tax

carried forward from the previous month. Howevédre tsystem does not
provide for automatic carry forward of the inpuk amount of the previous
month. This led to reliance on the manual datayeoily, due to which a
difference of Rs. 6,616.39 crore was observed661/ cases in two circles.

2.2.7.4 The return form prescribes columns for entry ofchase and sale

value and tax thereon at one, four and J&r5cent of tax respectively with a

view to work out the creditable input tax and owttax respectively. It was

however, noticed that there was a difference intéheentered amount and
actual tax claimed/due thereagainst. Manual chegoidr28 cases revealed that
in 26 cases there was wrong data entry and in tages; the dealers had
actually filed the returns furnishing wrong infortioe.

2.2.7.5 The dealer has to pay the tax on or before the aofafding of the
return. In case of delayed payment, interest at paocent per month is
leviable. In 7,836 cases, the system acceptedesnifi payment of tax made
after the prescribed period of which in 7,353 cagaterest for belated
payment was not separately entered even thougsy#tem provides fields for
such entry.
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2.2.8  Non-integration of modulés

The CPM module was not integrated with the DIS andstatutory form
management module, which resulted in the following:

2.2.8.1 1In 6,022 cases, the system accepted utilisatiavaybills by dealers

other than the dealer to whom these were issueduBaheck revealed that
this happened due to erroneous data entry. Laakiegration of the statutory
form management module and the CPM module lediliaréaof the system to

detect the mismatch between taxpayers identifinatumber (TIN) as

mentioned in the statutory form management modntethe entries made in
CPM module.

The waybills were issued by the range offices. Ttiisation of these
waybills was checked at the check gates. Due to ddgntegration between
the statutory form management module at the raffiges and CPM module
at the check gates, the waybills were shown asedilbefore the date of their
actual issue to the dealers from the range offine27,644 cases. Manual
checking revealed that the issue details were ettieto the system belatedly
after the actual issue of the form.

2.2.8.2 The DIS module is maintained in the rangeceffi for keeping the
details of the dealers. The system is requirechtwsthe status of the dealer
correctly i.e. registered, unregistered or casndlshould not treat a particular
dealer differently on different occasions of moveitnaf goods. Audit scrutiny
of the CPM module at the check gates revealedith&fl7 cases the system
exhibited wrong status in respect of 252 dealedgc@ting non-integration of
the CPM module with the DIS module.

Input controls

Input controls ensure that data entered into the sstem is authorised,
complete and correct. The audit revealed that theystem lacked input
controls, as it did not ensure complete and correctollection of the
required primary data in its database.

2.2.9 Inaccuracies in Data

Absence of various input controls led to entry an@cceptance of incorrect
data in the database which made the system unrelibas is evident from
the cases cited below:

DIS module

2.2.9.1 A dealer should not be issued more than one -cetéfica
registration for his business in the State. Analydithe database revealed that
in 184 cases the system generated more than orsragéign number for a
dealer even though the details like the name ofdbeler, father's name,
address, phone number and even PAN were samecHhesit of the manual
records also corroborated the facts.
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2.2.9.2 It was further revealed that commodities dealt vidththe dealers
were not entered correctly, which is a vital infation to prevent evasion of
tax as different commodities are taxed differenfigst check of 25 manual
records corroborated the facts.

CPM module

2.2.9.3 The success of the CPM module largely depends tip®rcorrect
entry of the vehicle number. In case of a new Vehihe system asks for the
owner’'s name, address and telephone number, whishved in the ‘Vehicle
Master File’. Once any data is entered in the md#é no modification can
be made. Due to lack of proper input control, 48@alid vehicle numbers
were entered, where the number of digits in theckemumber was more than
eight or last digit was ending with alphabets omber of two vehicles were
entered as one number or the vehicle number imi@sseas more than 9,999
or the vehicle number started with a numeric. Idigah to this, the owner’s
name, address of the owners of the vehicle etce @aigo not entered.

2.2.9.4 In case a vehicle does not exit through the dedlateeck gate in

case of ‘out-to-out’ movements (where the origingtand destination state is
not Orissa), the system should not allow data eotrihat particular vehicle

for any type of movement on subsequent occasiongas, however, noticed
that the system accepted entry on subsequent oosasm respect of 42

vehicles which had not exit on the last occasionthes data entry was
erroneously made. One such example is given below:

Vehicle Number AP-05, U-9969 entered through Jamstbleck gate on 2
February 2007 and declared that it would exit tgroGirisola check gate on 4
February 2007 but did not exit through the declarieelck gate. However, the
same vehicle again entered with Vehicle number AF®B9 through Jamsola
check gate as ‘out-to-in” movement (where the desiton state is Orissa).

This indicated that due to lack of proper input corirol, the system allowed
manipulation of data. Thus, the purpose of monitomg out-to-out
movement of vehicles with a view to avoid tax evasi through the
computerised system has not yielded the desired rds

2.2.9.5 The total way bill serial number in any series nahexceed 10 lakh
and contains two alphabetical series code initiélg AD, AE, AF, AG, AH
etc. The system accepted 289 waybills having idvsdirial numbers carrying
goods worth Rs. 48.81 crore due to absence of pmopat control.

Statutory form management module

2.2.9.6 Statutory form management module prescribes fanemkquisition
and issue of various statutory forniiswas, however, observed that all the
procedures are being followed manually and data ent is being done
subsequently, rendering the computerisation effortmeaningless. Test
check of the records revealed that the names otitladers to whom forms
were actually issued were different from those @aten the database due to
errors in subsequent data entry.

21



Audit Report (Revenue Receipts) for the year ended 31 March 2007

2.2.10 Incomplete data entty

Absence of input controls also led to incomplete dabase making the
system unreliable as is evident from the cases dit®elow:

DIS module

2.2.10.1 In order to obtain automatic registration numbea afealer, certain
information is required to be entered. Such infdramabeing important, data
capture in these fields should have been made rnaydainalysis of the
database, however, revealed that the registrationber was being generated
without entering the required information as detdiin theAnnexure |. This
resulted in incomplete database in respect ofdpistered dealers.

Return module

2.2.10.2 It was observed that in 23,319 records, purchdsedkHails were
not entered, though the dealer had declared thadtteaffected purchases or
sales.

2.2.10.3 The return form provides for information regardiwagious types of
input tax credit, details of which are requiredb® entered. It was, however,
observed in 1,806 out of 1,873 cases, the detadlee vmot entered in the
system.

2.2.10.4 Every dealer is required to pay the full amounttat payable

according to the return on or before the due dateutiny of the database
revealed that in 7,329 cases, only details of paynoé tax was entered
without the corresponding entry of purchase and sietails. Therefore, the
database was incomplete.

CPM module

2.2.10.5 In case of out-to-out vehicles, entry of registrathumber of the

dealer transporting the goods using a particularcle is required for tracking

the vehicle in order to prevent evasion of tax. ldeer, in most of the cases,
registration number of the dealer was not enteBaailarly, in case of in-to-

out and out-to-in vehicles, waybill numbers andltabvoice value of goods
transported were not entered in 769 cases. Thidtedsin an incomplete

database.

2.2.10.6 For out-to-out vehicles, the date of exit and th& eheck gate
name are required to be entered. It was noticetl tthea system accepted
incomplete data entry as in 258 cases the exitwlagenot entered and in 843
cases the names of exit check gates was not entered

Validation controls|

2.2.11 Lack of validation controls were also nated in the software in
various modules, which are discussed below:

22



Chapter-II : Sales Tax and Entry Tax

DIS module

2.2.11.1 The system accepted the date of tax liabilitjolee the date of
commencement of the business in 388 cases.

Return module

2.2.11.2 When a dealer exports goods, he is entitledaioncrefund. It was,
however, seen that though there was no entry regpekport, the software
accepted entry for refund in 287 cases due to tackalidation controls.
Manual verification revealed that out of 10 caseseven cases the data entry
was erroneous. Manual intervention prevented payroémefunds in these
cases.

2.2.11.3 Every dealer is required to file a return accomedry a receipt
towards the tax paid for the full amount of tax @llg as per the return. Thus,
the dealer has to pay the tax on or before the ofafiing of return in any
case. In 84 cases, the system accepted paymext aftér the return was filed
due to lack of validation control.

CPM module

22114 The CPM module is required to generate a mismapbrt in
the event of a vehicle exiting through a check gatteer than the declared
gate. An out-to-out vehicle cannot exit through émtry check gate. Scrutiny
of the database revealed that in 1,635 out of B&0¢ases, the vehicle exited
through the entry gate, which happened due to laiclroper validation
control.

2.2.11.5 Further,in no case can the date of exit precede the date of
entry. In 331 cases the software accepted theofi@et as prior to the date of
entry due to lack of validation control.

2.2.11.6 The distance between various check gates as wéfieaprobable
time taken to cover such distance are known tad#partment. These details,
however, have not been incorporated in the softwasulting in acceptance
of unusual expected time period (3 to 20,820 d&ys)xit from the state of
Orissa. Further, it was seen that in 5,261 cases,vehicles actually took
between 11 to 3,653 days to exiack of entry of parameters in the system
led to lack of proper validation control, which reslted in improper
monitoring of such vehicles.

2.2.11.7 The registration number (TIN) should be a numbemmasing
eleven digits. The first two numbers being the &tatde should be 21 and the
fifth and sixth numbers should be 11 to 20 being tange code. This is
required to be mentioned in the waybilue to lack of integrated modules
(CPM and DIS) registration numbers had to be fed agin in the CPM
module at the check gatedt was noticed that due to poor validation control
the software accepted invalid registration number respect of 3,614
registered dealers.
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2.2.11.8 Wayhills issued by the department are a vital dasunfor inter
state transactions and should be utilised only ohtgegistered dealers are
not issued wayhbills by the department. Due to latkalidation control, the
system allowed repeated use of 81 numbers of waybihe system also
allowed use of wayhbills by 237 unregistered/caslggllers. Manual check of
10 cases pertaining to Jamsola check gate revedhlad such type of
irregularities occurred due to wrong entry of walykérial number.

2.2.12  IT Security

The SQL server has inbuilt security measurBse application software,
however, has not incorporated some of the securitgspects, resulting in
unauthorised entry of data. Besides this, necessagccess controls were
also not embedded in the softwareThe inadequate security measures
observed are narrated below: -

2.2.12.1 The system does not force change of password alareigtervals.
It was observed that 105 out of 121 users wereirghdne same password.
The passwords have remained unchanged since th#atien of the system.

2.2.12.2 The application continued to have users with agbneleges even
after their transfer and data entry was being daeg their user IDs.

2.2.12.3 In one check gate contractual data entry operamsusing the
Commercial Tax officer’'s user ID for data entry.

2.2.12.4 In 5,939 cases, the same user made both the enivglhas the exit
details of the vehicle, though the exit gate wasaled several hundred
kilometers away from the entry gate.

2.2.12.5 There is inadequate provision of funah specific users under
each module in the systenilaking advantage of that, users were making data
entry in some functions, which were not allowedh®m as per the Act. It was
seen in audit that the assignment of officials $arutiny and survey and
disposal of registration application in the systeare being conducted not by
the range officers but the clerks/stenos etc.

2.2.12.6 The system provides for an unique function in teeimn form,
where, after entry of all details furnished by tealer the data is saved in the
database with a flag indicating complete data eMychanges are accepted
by the system once this flag was activated. Iratteence of the flag, the data
could be modified. Analysis of the database revketiiat 19,751 out of 75,671
returns were not entered completely for upto 553 dthus leaving scope for
subsequent modification of the data. Audit analyaisher revealed that in
3,080 cases, the returns data was modified subsgguef which in 2,408
cases other user IDs were used.

2.2.12.7 The system does not provide an audit ttdor recording the
details of the modification of data in between thdirst creation and last
modification.
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Other deficiencie$

2.2.13 Non-utilisation of the system

2.2.13.1 The system was designed to capture the completkfianarof the
process of issue of the registration certificates the assignment of officer for
site survey, scrutiny of documents etc. The systiowed issuing of
registration certificate on the same day of theeifgcof the application for
registration even though these manual processes negrcompleted in 6,802
cases. Verification of 100 cases revealed that Wat entered in the system
after all the required procedures were completedualdy which defeated the
objective of computerisation.

2.2.13.2 Every dealer is required to file a return within@dys from the date
of expiry of the tax period. In 41,453 out of 75l6Fases, the returns were
filed beyond the prescribed period of 21 days, Whianged upto 599 days.
Manual records revealed that in 7 out of 22 catfes,data entry was made
after the actual receipt of return and in 15 calseglealer had filed the return
belatedly. In this connection it was seen that thaurns are filed in the circle
offices where they are received, stamped and passddr data entry. The
acknowledgement is supposed to be generated thriiegbystem. However,
the manual system of acknowledgement of receiptilisn vogue, which can
be seen from the delays in the entry of the retuegsived earlier. Thus the
automated workflow as envisaged through the syst@siabsent and manual
intervention and input errors made the data urbigia

2.2.13.3 It was noticed that the data entry of out-to-outveroents are not

made on-line due to insufficient number of dataryenperators at the check
gates. The vehicles are allowed to exit the chetk gn receipt of the transit
pass issued at the entry check gate without egt¢hi@ data into the system.
As per the system requirement, in case a vehicteniod exited through the

declared check gate on a previous occasion, themyshould not accept data
entry of any type of subsequent movement in respesuch vehicles. The

fact of non-exited vehicles on previous occasiars fee known only when the
data entries are made in the system. However, alelated data entry, the
offending vehicle would already have been allowed the check gate

authority to exit the gate. Thus absence of ondingy of vehicles resulted in

allowing the defaulting vehicles to escape detectd fraud/evasion of tax

without any audit trail in the system.

2.2.14 Generation of wrong repolt

2.2.14.1 Audit observed that the system generates an erasnidS report
in the event of a dealer filing a revised retutrisIshowing an excess amount
as received taking into account the tax initialgidoand the total tax paid
including additional tax as per the revised retuhus leading to erroneous
MIS report apart from increasing the revenue ctdiéc

2.2.14.2 The software provides 90 days as the time perioth®disposal of
an application for registration. In 821 cases, régistration application was
disposed after the prescribed period and time germged upto 321 days.
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Manual check of 30 cases revealed that the retimiraapplication was

actually disposed of within 90 days. In these casles applications were
received much after their date of receipt showtheasoftware. This indicated
that the receipt of application for registrationswentered without the actual
availability of the application for registration.

2.2.15  Conclusidn

Computerisation was undertaken with a view to enbéhe efficiency of the
organisation in implementing the OVAT Act and Ruileade thereunder. The
provisions of OVAT Act and Rules, however, were mzorporated fully into
the application software (VATIS), resulting in v@us irregularities such as
acceptance of wrong entries, generation of wrorgpns, acceptance of
invalid registration number, vehicle number, walybimber etc. Besides, the
integrity of the data was questionable in view axk of proper security and
access control. The IT system was, thus, unabéeltivess the business needs
and the computerisation efforts did not yield tkpexted results.

The VAT scheme envisages selective audit of dealdre department has to
rely entirely on the system generated details feection of dealers for
assessment. This entails correct and completeeddty, stringent validation
controls, proper program logic, accurate outputtradrand integration of the
relevant modules to enforce these controls. Th&esysn the present shape
was not in a position to deliver the desired resals adequate assurance
cannot be reposed in the system due to incompteecurate and unreliable
data. The department, therefore, should addressybtem deficiencies in
order to reap the intended benefits of computeoisat

2.2.16  Recommendatiohs

The Government may consider the following:

. a designated official in each data entry centraukhoheck the
data entry as correct and complete and provisamsfich
certification should be embedded in the system.e&Bilsuch
certification is available, data should not be ald to be
processed further;

. stringent input and validation controls should helthinto the
system to ensure that unauthorised, invalid andaxisting data
is not fed into the system;

. the system being spread all over the state, thstiegileased
lines (64Kbps) should be upgraded for uninterruptath flow
among check gates and field offices;

. distinct user identification and authenticationddde provided
to all the users for better security and monitarifige system
administrator should ensure cancellation of passwait
periodical intervals and users should be prompoecteate their
own passwords; and

. integration of the relevant modules should be eatsur
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2.3 Under assessment of tax due to short determinan of taxable
turnover

Under the Orissa Sales Tax (OST) Act, 1947, transfeproperty in goods
involved in works contract is exigible to tax. Fhet, as heltiby the Supreme
Court, value of goods at the time of incorporatiothe works, constitutes the
measure for levy of tax. Works contract is taxadtleightper cent under the

Act.

During the audit of Koraput-I circle in January Z0@ was noticed that while

finalising the assessment of a registered dealgagad in works contract for

the year 2004-05, the assessing officer (AO) deatexchthe taxable turnover
as Rs. 172.13 crore and finalised the assessmé&nttwber 2005. Scrutiny of

the profit and loss account of the dealer for thary2004-05 revealed that the
dealer disclosed consumption of raw material valasdRs. 272.49 crore in
works and proportionate profit on the material comgnt was Rs. 13.15 crore.
Thus, taxable turnover on the basis of actualsatilon of material in works

and proportionate profit works out to Rs. 285.6drer This resulted in short

determination of taxable turnover of Rs. 113.51rer(Rs. 285.64 crore —

Rs. 172.13 crore) and consequent under assessingx of Rs. 9.99 crore

including surcharge.

After the case was pointed out, the AO reasse$seddaler in February 2007
determining the profit element as Rs. 25.04 crowt lavied tax and surcharge
of Rs. 2.20 crore while mentioning in the reassesgrorder that there was no
short levy of tax on account of the value of maitein the original assessment.
The contention of the AO is not tenable as the etehimself disclosed the
value of material consumed in works as Rs. 272rdBdn the certified profit
and loss account, copy of which was furnished ® AD at the time of
assessment.

After the case was pointed out, the Government @y BD07 stated that
demand of Rs. 2.20 crore had been raised. Therdshle depositing tax of

Rs. 1.32 crore had filed an appeal. A report oth&urdevelopment has not
been received (November 2007).

2.4  Non-levy of tax on royalty

Under the provisions of the OST Act, transfer ghtito use any goods for any
purpose for cash, deferred payment or other vaduabhsideration is a sale.
The amount received towards royalty for allowing tisse of a trade mark
comes under the said class of receipts and is l@xat 12 per cent as

unspecified item under the Act. Further, if a dealenceals any part of his
taxable turnover or furnishes incorrect returnwhover, he shall be liable to

7 M/s. Ganon Dunkerly & Co Vs. State of Rajsthan $3&-P/204)
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pay a penalty equal to one and half times of taass®ssed on the concealed
turnover.

During the audit of Bhubaneswar-II circle in OctoB@06, it was noticed that
a State Government undertaking, registered as lardé&ad filed ‘nil’ returns
for the years 2001-02 and 2002-03 and was assesseddingly in March
2005 and March 2006 respectively. Verification phaal accounts of another
dealer, a manufacturer of cement at Bargarh redettiat the dealer of
Bhubaneswar received Rs. 22.15 crore and Rs. 5@®% t¢owards royalty
from the manufacturer during the years 2001-02 200R-03 respectively for
the use of its trade mark. This resulted in undseasment of taxable turnover
of Rs. 27.36 crore and consequent non-levy of faRs 3.61 crore including
surcharge. Besides, penalty of Rs. 4.93 crore Wsslaviable for deliberate
concealment of turnover.

After the case was pointed out, the AO completed thassessment
proceedings in January 2007 raising a demand of3R crore including
penalty. It was, however, seen from the reassedsoreer that the AO
determined royalty of Rs. 4.17 crore during 2001a@ainst Rs. 22.15 crore
received by the dealer as shown in the certifieditpaind loss account for that
year.

On the matter being pointed out, the GovernmenrAugust 2007 confirmed

the fact of reassessment and stated that the delailerdepositing Rs. 30 lakh
had filed an appeal. A report on further developmemespect of the appeal
case and reply on the reason for variation of R98.crore (Rs. 22.15 crore-
Rs. 4.17 crore) has not been received (Novembef)200

2.5 lIrregular grant of exempted sale

Under the delegated provision of the Central Sa#s(CST) Act, 1956, inter
state sale of goods exempted from payment of tabeuthe State Act is also
exempted from CST. Such exemption is, however, ssibile against the
submission of declarations in form C with effecirfr 14 May 2002. Sale of
processed iron ore is taxed at f@ar cent and if not supported by form C is
taxable at the rate of J#&r cent under the CST Act.

During the audit of Keonjhar circle in May 2006, was noticed that a
registered dealer engaged in manufacture and mince®f iron ore and
enjoying exemption benefit under the State Actaéd inter state sale of
goods valued as Rs. 36.65 crore during the yeaB-R@0 The AO while
completing the assessment in October 2005 incdyredlowed the said
turnover as exempted sale though the dealer didfuratsh declaration in
form C. This irregular grant of exemption resulbedinder assessment of CST
of Rs. 3.66 crore.

After the case was pointed out, the AO admitted ahdit observation and
raised a demand of Rs. 3.66 crore after reassessmedanuary 2007
disallowing the exempted sales during the year ZDD3
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On the matter being pointed out, the Governmeriugust 2007 confirmed
that a demand of Rs. 3.66 crore was raised anddstatat the dealer while
depositing Rs. 1 crore had filed an appeal. A reparfurther development
has not been received (November 2007).

2.6  Irregular grant of exemption

The OST Act provides that a medium scale indus{Nébl) unit needs to be
certified by the State Director of Industries toa&vexemption under the
Industrial Policy (IP) 1996. The status of an irtdas$ unit is decided by the
Union Ministry of Industries and according to thatification of the Ministry

dated 10 December 1997, units with fixed capitaéstment (FCI) upto Rs. 3
crore are considered as small scale industrial)(&3ts. Thus, a unit having
an investment exceeding Rs. 3 crore comes undecdategory of MSI and
requires eligibility certificate (EC) from the Dotor of Industries to avail
exemption from tax.

During the audit of Rourkela-II circle in SeptemI&§06, it was noticed that
an existing MSI, a manufacturer of cement, estabtisa second unit with an
FCI of Rs. 6.86 crore as fixed capital. On the $adithe EC issued by the
Project Manager, District Industries Centre (DI&ourkela, the dealer
claimed exemption of sales tax of Rs. 3.22 croretlie years 2001-02 and
2002-03. Though the EC was not issued by the datgdnauthority i.e.,
Director of Industries, the AO while completing tlassessments between
September 2002 and September 2004 allowed the éxemp contravention
of the provisions of the OST Act. This resultedriegular grant of exemption
of Rs. 3.22 crore.

After the case was pointed out, the Governmentugust 2007 intimated that
the AO has reopened the case in March 2007 anedraislemand of Rs. 3.22
crore. A report on recovery has not been receiedémber 2007).

2.7  Irregular exemption on export sales

Under the CST Act, a dealer is not liable to payda any sale of goods if the
sales made are in the course of export. Salegindbrse of export, according
to the provisions of the Act, are sales which dfecéed for the purpose of
complying with an order or agreement in relatiorsteh export provided the
same goods are exported out of the territory ofaln8ale of cast iron castings
(ingot moulds) being declared goods is taxable ighteper cent without
declaration in form C under the CST Act.

During scrutiny of the records of Rourkela-Il ceah September 2006, it was
noticed that while finalising the assessments déaler in Rourkela Il circle
between March 2004 and March 2006 for the periochf2002-03 to 2004-05,
sale of cast iron castings valued as Rs. 30.92 avas exempted from levy of
tax as sales in the course of export. Cross vatifin with the records of the
concerned central excise range at Kalunga undeAsksestant Commissioner
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of Central Excise, Rourkela and a copy of AREsf central excise range,
Kolkata available in the assessment records maedain Rourkela-ll sales
tax circle, revealed that the goods despatchethéyOrissa based dealer were
further processed in Kolkata and finally exportedadicles of cast iron. Since
the goods had not been exported in the same féwencdnditions underlying
sales in course of exports were not fulfiled. Thissulted in irregular
exemption and consequent non-levy of tax of Rs/ 2rére.

After the case was pointed out, the CCT, Orisszdten September 2007 that
the Assistant Commissioner of Sales Tax (ACST),dsugarh Range had
initiated suo motu proceedings to revise the assessments. Furthigrirefhe
case has not been received (November 2007).

2.8 Under assessment of tax due to misclassificatiof goods \

Under the OST Act, perfumed oil and coconut oil @eable at the rate of 20
per cent and fourper cent respectively.

During the audit of Bhubaneswar-I circle in Jun®@0it was noticed that a
registered SSI unit engaged in the manufactureoobmrut oil and perfumed
oil was assessed in February 2005 for the year-2998nd tax of Rs. 40.55
lakh was levied at the rate of foper cent on the turnover of Rs. 10.13 crore.
Verification of records, however, revealed that ouRs. 10.13 crore, turnover
of Rs. 7.58 crore pertained to the sale of perfumiednd was taxable at the
rate of 20per cent. Thus, assessment of the entire turnover at peurcent
resulted in under assessment of tax of Rs. 1.4@ @noluding surcharge.

After the case was pointed out, the CCT in Octdt@7 intimated that on
completion of revision of assessment a demand of1RE crore had been
raised. A report on recovery has not been rec§Megember 2007).

2.9 Excess grant of exemption \

Under the OST Act read with the IP 1996, an SSt lavated in zone-Cis
eligible for the exemption of sales tax on the pase of raw material,
machinery, spare parts, packing material and dafi@mished products subject
to a ceiling of 10@er cent of FCI for a period of five years from the date of
commercial production. There is no provision foemmption of tax on any
expansion/modernisation/diversification for the nanits established under
the IP 1996.

During the audit of Jajpur circle in June 2006ydés noticed that a registered
SSI unit engaged in the manufacture of sponge $tanted its commercial
production in March 1999 with FCI of Rs. 3.71 crasbich was also its

Application for removal of excisable goods manufacturedin a factory for export.
The State of Orissa is divided into zones deenapon their industrial backwardne&ne-C locations-
Angul, Balasore, Bargarh, Berhampur, Bhubaneswar, @paitt, Cuttack, Dhenkanal, Jajpur, Jharsuguda,

Panposh, Rayagada, Sambalpur and Talcher.
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ceiling of exemption. Of this, the dealer availegmption of Rs. 2.83 crore
upto 2002-03 leaving a balance of allowable exeomptif Rs. 88 lakh. The

AO while completing the assessment in June 2005tHer year 2003-04,

assessed tax liability of the dealer as Rs. 1.68cand adjusted it against FCI
of Rs. 6.67 crore enhanced on the basis of a @wedificate issued by the
Director of Industries in March 2002. Since thistumas not entitled to any

exemption benefit for expansion, modernisationigemsification, the grant of

exemption in excess of initial FCI of Rs. 3.71 eravas irregular and resulted
in excess grant of exemption of Rs. 70.84 lakh.

After the case was pointed out, the Governmeng¢dtat August 2007 that the
AO had completed the reassessment proceedingstob€&December 2006
raising an extra demand of Rs. 1.25 crore baseith@mudit observation and
other relevant information available with him. Apoet on recovery has not
been received (November 2007).

2.10 Non-levy of tax on lease rental

Under the OST Act, lease rental of machinery foe us manufacturing,
mining or generation and distribution of electycis taxable at the rate of
eightper cent upto February 2002.

Test check of the records of Bhubaneswar-Il cimsldanuary 2007 revealed
that a registered dealer received Rs. 6.41 croteaa® rental during the year
2000-01 but did not disclose it in the returns tjiout was reflected in the
annual accounts. The AO accepted the returns asebsed the dealer to ‘nil’
tax in March 2004. This led to under assessmentagéble turnover of
Rs. 6.41 crore resulting in non-levy of tax of R&6.37 lakh including
surcharge.

After the case was pointed out, the CCT while atingpit, intimated in
February 2007 that the case was being revised. portreon further
development has not been received (November 2007).

The matter was reported to the Government in Fepr2@07; their reply has
not been received (November 2007).

2.11 Under assessment of tax due to allowance ofegular transit
sale

Under the CST Act, sale of any goods in the coafseter state trade effected
by transfer of documents of title to such goods,etempted from levy of tax.
In support of such transit sales, certificates ornis E-I or E-ll and
declarations in form C are required to be furnishgdhe dealers causing the
movement and taking delivery of the goods respelstivin the absence of
proper certificates in form E-I and E-Il, the deals only entitled to the
concessional rate of foper cent if the transactions take place while the goods
are in transit and are covered by valid C form.
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During the audit of Bhubaneswar-I circle in OctoB606 it was noticed that a
registered dealer purchased electrical goods vadié®s. 7.07 crore during
2002-03 in course of inter state trade from deatartside the State and
claimed to have sold these for Rs. 10.49 croreanthi& goods were in transit.
To avail the benefit of transit sale, the dealerswaquired to submit
certificates in form E | for Rs. 7.07 crore. Scnytiof the E-I forms furnished
by the dealer revealed that E-I forms supportiagdactions of Rs. 3.64 crore
did not bear the transportation particulars subisttimg the claim that the
transfer of documents of title to such goods h&engplace while the goods
were in transit. In addition, the dealer had ndarsitted E-I forms for Rs. 3.36
crore. Thus, transit sale of Rs. 7 crore was ngipsted by proper
declarations and remained unauthenticated. Whihepteting the assessment
in March 2006 the AO, however, levied tax and sargkh on turnover of
Rs.3.33 crore only instead of the entire sale ofIlRs49 crore. This resulted in
irregular exemption of turnover of Rs. 7.16 cronel ander assessment of tax
of Rs. 28.66 lakh calculated at the rate of foarrcent.

After the case was pointed out, the Governmenuime 2007 stated that the
case had been reopened. Further development hasbeert reported
(November 2007).

2.12 Under assessment of tax due to non-inclusiof entry tax in
the taxable turnover

According to Rule 18(1) of the Orissa Entry Tax QRules, 1999, a dealer
in motor vehicles, two wheelers and three whedlexomes liable to pay tax
under the OST Act by virtue of sale of such motehicles and his sales tax
liability under the Act is reduced by the tax paidder the OET Rules. As
clarified by the Finance Department, entry tax pand allowed set off shall
form part of the sale price of the motor vehicleotbt vehicles, two wheelers
and three wheelers are taxable at the rate pki2ent under the OST Act.

During the audit of Sambalpur | and Cuttack | (Wesircles between
July 2006 and January 2007, it was noticed thatethregistered dealers
purchased motor vehicles valued as Rs. 29.14 dreteeen 2001-02 and
2004-05 on which entry tax of Rs. 3.53 crore wad.pBhus, taxable turnover
of these dealers including entry tax element showulidhave been less than
Rs. 32.67 crore. The dealers, however, disclosabta turnover of Rs. 30.35
crore which was accepted by the AOs and assessmmdawly between
December 2002 and February 2006. This resultednioteiu assessment of
taxable turnover of Rs. 2.32 crore and consequedémassessment of sales
tax of Rs. 30.67 lakh including surcharge.

After the cases were pointed out, the Governmeatedtbetween June and
September 2007 that reassessment proceedings éadniteated in respect of
two dealers and demand of Rs. 15.49 lakh raisethénthird case after
completion of reassessment. A report on furthereibgpment has not been
received (November 2007).
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2.13 Under assessment due to application of loweate of tax

Under the OST Act, goods not specified in the saleedf the Act are taxable
at 12 per cent. Coal tar pitch is not specified in the schedubel dence is
taxable at 1er cent.

During the audit of Sambalpur | circle in DecemB6606, it was noticed that
the AO while finalising the assessment of a regestemanufacturer of

bitumen and coal tar product in February 2006 foe period 2004-05,

incorrectly levied tax at fouper cent on the sale turnover of coal tar pitch
valued as Rs. 2.82 crore instead of @& cent. This resulted in under

assessment of tax of Rs. 24.85 lakh including sugeh

After the case was pointed out, the Governmentigied in August 2007 that
reassessment has been completed and an extra devhd®&l 62.13 lakh
including penalty had been raised. A report onvegphas not been received
(November 2007).

2.14 Short levy of tax due to incorrect classificadn of supply
contract as works contract

Under the OST Act, if transfer of property in goddges place in course of
execution of a works contract, the turnover is that eightper cent after
allowing deduction towards labour and service chargn other cases of
sale/supply, goods are taxed at the rate specifreter the OST Act. Lift
being an unspecified item is taxable at the raté2yber cent under the OST
Act.

During the audit of Bhubaneswar | circle in Jun®&0it was noticed that a
registered dealer received Rs. 2.62 crore durifiZ and 2001-02 towards
supply and installation of lifts. While completimgsessments in March 2004
and February 2005, the AO considered the receipinasunt received in the
course of execution of a works contract and lev@éedat the rate of eighter
cent on a turnover of Rs. 1.70 crore after allowingu®ibn of Rs. 92.10 lakh
towards labour and service charges. Since thisavesntract for supply, the
turnover of Rs. 1.70 crore should have been taxdbtearate of 12er cent.
Incorrect classification of supply contract as vedontract resulted in short
levy of tax of Rs. 7.49 lakh calculated at the efiéintial rate of fouper cent
including surcharge.

After the case was pointed out, the Governmenedtat August 2007 that the
assessment had been reopened and demand of R&lé&hshad been raised.
A report on recovery has not been received (Nover20e7).
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\ 2.15 Loss/non-realisation of entry tax

Under the OET Rules read with the schedule of rapggended to the OET
Act, motor vehicles are taxable at the rate of pgocent on their purchase

value with effect from 1 June 2004. The Finance @&pent in June 2005

advised the Transport Commissioner (TC), Orissaiath® need for sustained
co-operation between the Transport and Commerca departments and
requested him to issue necessary guidelines t&éggonal Transport Offices

(RTOs) for ensuring recovery of entry tax at thaeiof the registration of

vehicles. TC, Orissa instructed in his circuladohe 2005 that when vehicles
purchased from outside the State are presentedebidt®e registering authority

for registration, the applicant should be askeéutaish proof of payment of

entry tax. These instructions reiterated the imstons issued by the TC in

January 2003.

Test check of the records of 12 RT®between July 2006 and March 2007
revealed that 1,986 motor vehicles purchased fraside the State were
registered between June 2004 and March 2006 onhwdritry tax was not
realised. Of these, the owners of 69 motor vehialege issued no objection
certificate (NOC) to other States without paymehteotry tax. The RTOs
neither insisted upon furnishing the proof of supayment before
registration/granting NOC of the vehicles nor reddr the cases to the
concerned commercial tax officers (CTOs) for recpvef the dues. Non-
observance of the departmental instructions thdstdeloss of revenue of
Rs. 20.28 lakh in 69 cases calculated at parocent of the cost of the motor
vehicle and non-realisation of revenue of Rs. &®e in the remaining 1,917
cases. Further scrutiny of the records revealddhieavehicles were registered
in the RTOs without noting the detailed addresshef owners of vehicles in
the GR. In the absence of detailed address, scoprovery of entry tax of
Rs. 3.79 crore from the owners of these vehiclemsdo be remote.

After the cases were pointed out, the Governmenédtin August 2007 that
RTOs after registration of vehicles brought fronmest states, intimated the
details to the concerned CTOs for collection ofreméx at their level. The
reply is not tenable since the RTOs should haveredspayment of entry tax
before registration of vehicles. Moreover, in thsence of correct address of
the vehicle owners, scope of recovery of tax by@i@®s also appears to be
impossible. Further reply has not been received/éNtber 2007).

10 Angul, Bargarh, Dhenkanal, Ganjam, Jharsuguda, KeonKoraput, Nawarangpur, Nuapada, Rourkela,
Sambalpur and Sundargarh.
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2.16 Under assessment of entry tax

Under the OET Act and Rules made thereunder, gspelsified in Part-1 and Il of the
schedules shall be exigible to tax at a conceskitata of 50per cent of the
appropriate rate when such goods are brought maagaw material. Under the Act
ibid, coke is exigible to tax at the rate of qee cent.

Scrutiny of the records of Jajpur circle in JuneD&0revealed that while
finalising the assessment in February 2006 foryder 2002-03 of a dealer
engaged in the manufacture and sale of pig ira@ AD levied entry tax on
the purchase value of low ash metallurgical (LAMke worth Rs. 155.58
crore at a concessional rate of @& cent. LAM coke being fuel does not
come under the purview of raw material and conoassirate of tax was not
applicable in respect of purchase of the said goo8igplication of a lower

rate resulted in under assessment of entry taxso7R79 lakh.

After the case was pointed out, the AO reopenedcése in February 2007
and raised an extra demand of Rs. 77.79 lakh.

On the matter being pointed out, the Governmewrtgril 2007 confirmed the
fact of raising of demand. A report on recovery hag been received
(November 2007).

2.17 Under assessment of entry tax due to short @emination of
taxable turnover

Under the provisions of the OET Act, if schedulesbds are acquired or
obtained otherwise than by way of purchase, thermptirchase value shall be
the value or the price at which the scheduled gabdise same kind or quality
is sold or is capable of being sold in an open mariCosmetics, soaps,
toothpaste, tooth powder etc., are taxable atateeaf oneper cent under the
OET Act.

During the audit of Bhubaneswar-Il circle in Sepbeam2006, it was noticed
that a registered dealer received scheduled goadscwesmetics, soaps,
toothpaste, tooth powder etc., worth Rs. 9.94 cdoréeng the year 2002-03 by
way of stock transfer from outside the State. Thgeeds were sold for
Rs. 20.88 crore at a profit of 1per cent. While completing the assessment in
March 2006, the AO did not consider the sale potdRs. 20.88 crore but
levied tax on stock transfer value of Rs. 9.94 enohich was contrary to the
statutory provision. This led to short determioatiof taxable turnover of
Rs. 10.93 crore and consequent under assessmentrgftax for Rs. 10.93
lakh.

After the case was pointed out, the CCT in Noven#}Y7 intimated that on
completion of revision of assessment a demand oflBR®93 lakh had been
raised. A report on recovery has not been receiMedember 2007).
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[ CHAPTER-III: TAXES ON MOTOR VEHICLES ]

\ 3.1 Results of audit \

Test check of the records relating to assessmedit caflection of motor

vehicles tax in the office of the State Transpouthrity (STA), Orissa and
the Regional Transport Offices (RTOs) conductedndu2006-07 revealed
under assessment of tax and loss/blocking of rev@muounting to Rs. 59.46
crore in 1,76,591 cases which broadly fall underftilowing categories :

(Rupees in crore)

Sl. No. Categories No. of cases Amount
1 Non-levy/realisation of motor vehicles tax/adufital 25,670 53.27
tax and penalty
2 Loss of revenue due to non-realisation of eratgy t 35 0.06
3 Non/short realisation of compounding fee, peffiest, 1,46,137 3.02
reservation fee, process fee etc.
4 Blockage of revenue due to non-disposal of vehicl 1,412 0.82
check reports
5 Non/short realisation of composite tax and pgnalt 1,585 0.63
6 Short levy of motor vehicles tax/additional tamda 320 0.38
penalty
7 Non/short realisation of trade certificate tax &mes 168 0.05
8 Other irregularities 1,264 1.23
Total 1,76,591 59.46

During the year 2006-07, the department acceptdérumssessment and other
deficiencies of tax and penalty of Rs. 110.74 cioré3,719 cases, which had
been pointed out in earlier years. The departmadtrecovered Rs. 26,000 in
three cases pointed out in audit during the ye@621¥ and Rs. 4.21 crore in
7,297 cases pertaining to the earlier years.

A few illustrative cases highlighting important @udbservations involving
Rs. 57.24 crore are discussed in the following graighs.
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3.2  Misappropriation of Government revenue \

In Motor Vehicles Department, one time tax (OTT), eservation fees and
permit fees are realised by the RTOs and the factforealisation are

endorsed in the history sheet of general registrain (GR)

volume/reserved registration volume/permanent pernti (PP) register, as
the case may be. In order to guard against endorsamt of fake receipts in
these registers, the procedure for collection of taprescribed is to issue
the first copy of the money receipt (MR) to the peson paying tax, the
second copy to the clerk concerned through the headerk for posting in

the concerned registers and the third copy is retaed in the office for
record. While entering tax payments in the concerng registers, entries
should be attested/authenticated by the designatexdficers.

3.2.1 Test check of the history sheets of vehiclesyunterfoils of MRs,
daily collection register (DCR) (tax/fees) and cashbook of RTO,
Keonjhar region in August - September 2006 revealethat:

. As per endorsements made in the history sheet dié GR volume in
87 cases pertaining to the period between Februagnd December 2005,
Rs. 20.89 lakh was realised towards OTT. Cross véigation of these with

the corresponding counterfoil of MR/DCR/cash book evealed that the
actual realisation reflected in the cash book amouad to Rs. 12.46 lakh
only. Thus, though realisation of the amount was siwn in full in the GR,

tax was short realised by Rs. 8.43 lakh.

. In 155 cases pertaining to the period from April 204 to March
2006, reservation fees for Rs. 7.04 lakh for resang specific registration
numbers were realised as per endorsements made inet history sheets of
the reserved registration volume. The correspondingcounterfoils of
MR/DCR/cash book, however, showed realisation andemittance of
Rs. 60,000 only. There was, thus, short deposit @venue of Rs. 6.44 lakh.

. In 106 cases of PPs issued to goods vehicles peitag to the period
between January 2005 and December 2005, it was ro#d that fees of
Rs. 6.36 lakh was shown as realised in the endorsemt made in PP
registers. Cross verification of entries made in P register with the
corresponding counter foils of MR/DCR/cash book regaled that the
actual realisation was Rs. 58,000 only. This showeshort deposit of
revenue of Rs. 5.78 lakh.

3.2.2 Test check of the records in RTO, Jharsugudagion in December
2006 revealed that in two cases, entry tax was emnded in the GR volume
fraudulently by way of utilising the MR of another vehicle resulting in
evasion of tax of Rs. 43,000.

Thus, Government revenue of Rs. 21.08 lakh had beenisappropriated
through the manipulation of either the entries in tie cash book or through
false endorsement in the records.
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After the cases were pointed out, the Governmentated in August 2007
that FIR had been lodged against the staff involvedin the
misappropriation of the Government money and draftcharges framed
against the staff. The report on recovery has not den received
(November 2007).

3.3 Non/short realisation of motor vehicles tax anadditional tax \

Under the Orissa Motor Vehicles Taxation (OMVT) At875 (as amended)
tax/additional tax due on motor vehicles shoulcphi in advance within the
prescribed date at the rates prescribed in the ubhbdtss exemption from
payment of such tax/additional tax is allowed floe fperiod covered by off
road declarations. Penalty is to be charged atldabb tax/additional tax due,
if tax/additional tax is not paid within two montl$ the expiry of the grace
period of 15 days.

3.3.1 Test check of the records in 25 RFOdetween May 2006 and
March 2007 revealed that in 26,218 cases, motacke=shtax/additional tax of
Rs. 17.51 crore was not realised for the periothffeebruary 2005 to March
2006. This resulted in non-realisation of reventu®®. 52.52 crore including

penalty of Rs. 35.01 crore as mentioned below:
(Rupees in crore)

No. of regions Period No. of Non-realisation Penalty
Nature of irregularities between vehicles of tax/additional leviable
tax
25 April 2005
Non-realisation of motor vehicles tax/additiofafnd March 13,727 12.70 25.39
tax from goods vehicles 2006
25 April 2005
Non-realisation of motor vehicles tax/additiorfapnd March 4,722 2.56 5.12
tax in respect of contract carriages 2006
25 April 2005
Non-realisation of motor vehicles tax fromand March 7,553 1.99 3.98
tractor trailer combination 2006
222 February
Non-realisation of motor vehicles tax/additiona005 and 216 0.26 0.52
tax in respect of stage carriages March 2006
TOTAL 26,218 17.51 35.01

After the cases were pointed out, the Governmenédtin August 2007 that
Rs. 68.76 lakh had been realised in 981 casesemdnmtls totalling Rs. 30.07
crore raised in 15,905 cases. The reply in othee<and report on recovery in
respect of 15,905 cases has not been received (iiNw@re2007).

11 Angul, Balasore, Bargarh, Bhadrak, Bhubaneswar, Bala@gttack, ChandikholPhenkanal, Gajapati,
Ganjam, Jagatsinghpur, Jharsuguda, Kalahandi, KagnKoraput, Mayurbhanj, Nayagarh, Nuapada,
Phulbani, Puri, Rayagada, Rourkela, Sambalpur and&garh.

12 Angul, Balasore, Bargarh, Bhubaneswar, Bolangiyttack, Chandikhol, Dhenkanal, Ganjam,
Jagatsinghpur, Jharsuguda, Kalahandi, Keonjhar,apddr Mayurbhanj, Nuapada, Phulbani, Puri,

Rayagada, Rourkela, Sambalpur and Sundargarh.
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3.3.2 Test check of the records in 19 regibnbetween May 2006 and
March 2007 revealed that in 101 cases, tax/addititax of Rs. 4.49 lakh for
the period from April 2004 to March 2006 was readishort. This resulted in
short realisation of revenue of Rs. 13.47 lakhudiig penalty.

After the cases were pointed out, the Governmextédtin August 2007 that
demands totalling Rs. 3.95 lakh had been raise2i7icases. Reply in other
cases and report on recovery in respect of 27 daasshot been received
(November 2007).

\ 3.4 Non/short realisation of fees

As per the Motor Vehicles (MV) Act, 1988 read withe Government of
Orissa, Commerce and Transport (Transport) Depaitmetification dated
24 January 2003, rates of various fees such adofeeountersignature of
permit and transfer of permit for various class/eficles were enhanced and
process fee was introduced with effect from 28 dan@003. The department
by an order of March 2003, however, postponed tileation of fees at the
rates prescribed in the above notification.

Test check of the permit registers and other camde®cords in STA, Orissa,
and 25 RTOY including check gates between May 2006 and Ma@®bi72
revealed that during the period from April 2005March 2006, the aforesaid
fees were either not realised or realised at prised rates in 1.45 lakh cases
due to postponement of the process fees by execatders of March 2003.
Thus, irregular issue of executive order postpontoylection of fees at
revised rates levied by the Government led to ramtsrealisation of fees
amounting to Rs. 1.69 crore.

After the cases were pointed out, the Governmextedtin September 2007
that audit contention was not sustainable in viéwhe Government order of
March 2003. The reply is not tenable as the ratddighed in the gazette had
already come into force and charging of old ratgsib executive order was
irregular since executive orders cannot overrule $tatutory provisions.
Further reply has not been received (November 2007)

3.5 Loss/non-realisation of compounding fees fromogds vehicles
carrying excess load

Under section 194 of the MV Act, the compoundingsféor carrying excess
load by goods vehicles shall be a minimum of R60@,and an additional
amount of Rs. 1,000 per ton of excess load overaéode the registered laden

13 Angul, Balasore, Bhadrak, Bhubaneswar, Bolangir, ClttaChandikhol, Dhenkanal, Ganjam,
Jharsuguda, Kalahandi, Keonjhar, Koraput, Mayurhhsayagarh, Phulbani, Rourkela, Sambalpur and
Sundargarh.

14 Angul, Balasore, Bargarh, Bhadrak, Bhubaneswalarigr, Chandikhol, Cuttack, Dhenkanal, Gajapati,
Ganjam, Jagatsinghpur, Kalahandi, Keonjhar, Koralatyurbhanj, Nayagarh, Nawarangapur, Nuapada,
Phulbani, Puri, Rayagada, Rourkela, Sambalpur and&garh.
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weight (RLW). In unified border check poStsthe details of vehicles like
registration number of vehicles, RLW, weight of gedoaded etc., coming
from other States and vice versa are recorded é&oga@mmercial tax wing and
MV tax wing simultaneously.

During the test check of outgoing vehicles regsstef the commercial tax
wing conducted between April 2005 and August 209%wo check post8
under tworegions’, it was noticed that 979 goods vehicles carriezes load
beyond the RLW and the excess load ranged fromt®&2®,930 kgs. Of this,
188 vehicles had Orissa registration mark and #Hicles were vehicles of
other states. Cross verification with the outgoueticle registers maintained
by the MV wing located at the same place reveahad the excess load was
not reflected in the records and the overloadedclehwere allowed to pass
through the check posts to other States withoutsedeon of the prescribed
compounding fees. This led to loss of revenue oflIR35 crore in respect of
791 vehicles of other states and non-realisatioRf21.97 lakh in respect of
188 vehicles with Orissa registration mark.

After the cases were pointed out, RTO, Jharsug@maktora check post)

agreed that steps would be taken to locate theheshin the check post and to
realise the Government dues. No reply was receik@d RTO, Sundagarh

(Telijore check post).

The matter was brought to the notice of the Trarisg@ommissioner
(TC)/Government in April 2007; the Government state September 2007
that compliances were yet to be received from thecerned RTOs. A report
on further development has not been received (Nbeer2007).

3.6 Non-realisation of composite tax for goods vetles under
reciprocal agreement

Under the provisions of the OMVT Act, when a gowedkicle enters the State
under the terms of an agreement with any othereSittis liable to pay
additional tax for each entry into the State atphescribed rate. As per the
Government of Orissa decision of February 2001 dgoeehicles belonging to
Andhra Pradesh (AP) and authorised to ply in Origsder the reciprocal
agreement were required to pay composite tax of3f000 per vehicle per
annum. The tax was payable in advance on or béfierd3 April every year
to the STA, Orissa. In case of delay in paymenmnafig of Rs. 100 for each
calendar month or part thereof was also leviabladdition to the composite
tax.

Test check of the records of STA, Orissa in Jun@62@vealed that out of
1,806 goods vehicles of AP authorised to ply ins€aiduring 2005-06 on the
strength of valid permit under reciprocal agreemeatnposite tax for 1,021

15 Combined check post of sales tax, MV, state exgisgst etc. departments
16 Kanaktora and Telijore.
17 Jharsuguda and Sundargarh.
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goods vehicles amounting to Rs. 30.63 lakh wasealised. Besides, penalty
of Rs. 12.25 lakh (calculated upto March 2006) alas leviable.

After the cases were pointed out, the Governmextédtin August 2007 that
STA, AP was requested to realise and remit the elammount. The reply is
silent about the failure of the STA, Orissa to srait the registration mark of
defaulting vehicles to the check posts. The faotaieed that 1,021 out of
1,806 vehicles were allowed to ply through the &hegate during the entire
year 2005-06 without payment of composite tax oictvimo action was taken
by the department till it was pointed out by auditreport on realisation has
not been received (November 2007).

3.7 Non/short levy of penalty on belated payment omotor
vehicles tax and additional tax

Under the OMVT Act and Rules made thereunder, pgmahging from 25 to

200 per cent of the tax/additional tax due depending on themixof delay in

payment, shall be leviable if a vehicle owner faite pay tax and additional
tax within the specified period.

Test check of the records of 25 RE®bketween May 2006 and March 2007
revealed that in 248 cases though tax/additionafdathe period from April
2003 and March 2006 were paid belatedly betweeril 2005 to March 2006
after delays ranging from 15 days to more thanrnvemths, penalty was either
not levied or levied short by the taxing authosti€his resulted in non-levy of
penalty of Rs. 14.15 lakh in 118 cases and shuoyt & penalty of Rs. 11.01
lakh in 130 cases.

After the cases were pointed out, the Governmextédtin August 2007 that
Rs. 1.14 lakh had been realised in 12 cases andrdisriotalling Rs. 8.63
lakh raised in 81 cases. The reply in other casesraport on recovery in
respect of 81 cases has not been received (Novezbe).

3.8 Non/short realisation of tax from stage carriags plying
without permits

Under the OMVT Act, motor vehicles tax and addidbtex in respect of a

stage carriage is leviable on the basis of the murmb passengers (including
standees) and distance to be covered in a day rath@eermit. If such a

vehicle is detected to be plying without a perrt@k/additional tax payable is
to be determined on the basis of the maximum nundiepassengers

(including standees) which the vehicles would heaeied reckoning the total

distance covered each day as exceeding 320 kat itlee highest rate of tax as
per the taxation schedule. In case of default, Iperanging from 25er cent

to double the tax due is leviable.

18 Angul, Balasore, Bargarh, Bhadrak, Bhubaneswalarigjir, Chandikhol, Cuttack, Dhenkanal, Gajapati,
Ganjam, Jagatsinghpur, Jharsuguda, Kalahandi, Kegri{oraput, Mayurbhanj, Nayagarh, Nawarangpur,
Nuapada, Phulbani, Rayagada, Rourkela, SambalpuBamdargarh.
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Test check of the records of the STA, Orissa andRI®<® between May
2006 and March 2007 revealed that though 61 stageges were detected to
be plying without permit by the enforcement wingidg the period between
February 2005 and March 2006, motor vehicles tahiimthal tax were either
not paid or paid at lesser rates resulting in rwrtsrealisation of tax of
Rs. 6.66 lakh. Besides, penalty of Rs. 13.33 {aéh also leviable.

After the cases were pointed out, the Governmextedtin September 2007
that Rs. 54,000 had been realised in three cases3.84 lakh was locked in
three MV appeal cases and demands totalling R6114dkh were raised in 29
cases. A report on recovery and reply in other dmses not been received
(November 2007).

3.9 Non-realisation of differential tax from stagecarriages used
as contract carriages

Under the OMVT Act, when a vehicle in respect ofiahmotor vehicle
tax/additional tax for any period has been paid pas the registration
certificate, is proposed to be used in a mannewfach higher rate of motor
vehicle tax/additional tax is payable, the ownetha vehicle is liable to pay
the differential tax. In case the tax is paid beyomo months after the grace
period of 15 days, penalty is to be charged at @othie tax due.

Test check of the records of 14 RT®between July 2006 and March 2007
revealed that 124 stage carriages were permittpty ttemporarily as contract
carriages during the period between April 2005 dfafch 2006 on which
higher rate of tax was applicable. Though diffel@ntax was not paid in
advance, yet no action was taken by the RTOs teigdemand notices to the
vehicle owners till the date of audit. This resdltsn non-realisation of
differential motor vehicle tax/additional tax of R&40 lakh. Besides, penalty
of Rs. 8.79 lakh for delay in payment of tax wasodéviable.

After the cases were pointed out, the Governmextédtin August 2007 that

Rs. 1.33 lakh had been realised in 14 cases andrdisriotalling Rs. 7.68

lakh raised in 71 cases. A report on recovery apllyrin other cases has not
been received (November 2007).

3.10 Non/short realisation of motor vehicles tax/aditional tax
from stage carriages plying under reciprocal agreemnt on
inter State routes

In pursuance of an agreement between the Governofe@rissa and any
other State, if a stage carriage plies on a roatdypwithin the State of Orissa,
it is liable to pay tax/additional tax calculatedl the total distance covered by

19 Balasore, Bhubaneswar, Bolangir, Chandikhol, Ckittdagatsinghpur, Keonjhar, Koraput, Mayurbhanja,
Nawarangapur, Nuapada, Puri, Rayagada, Rourkel&amdbalpur.

20 Bargarh, Bhubaneswar, Bolangir, Chandikhol, Cuttétkenkanal,Jagatsingpur,Keonjhar, Koraput,
Mayurbhanj, NayagarRuri, Rayagada and Sambalpur.
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it on the approved route in the State of Orissthatrates and in the manner
specified under the OMVT Act and the Rules madeeciineder. In case the tax
is paid beyond two months after the grace periotboflays, a penalty is to be
charged at double the tax due.

Test check of the records of the STA, Orissa, Ckttand three regiofs
between June 2006 and February 2007 revealed $hatafje carriages were
authorised to ply on inter State routes under gugprocal agreement for the
period from April 2003 to March 2006 on which tak Rs. 4.88 lakh was
realisable. The vehicle owners, however, paid faR® 1.25 lakh leaving a
balance of Rs. 3.63 lakh. The STA and RTOs alsamdtdnitiate any action to
recover the balance dues. It was further noticatdhout of 19 stage carriages
did not pay tax for the last 12 months ending orrdi&2006. This resulted in
non/short realisation of motor vehicles tax/addiéibtax of Rs. 3.63 lakh.
Besides, penalty of Rs. 7.26 lakh was also leviable

After the cases were pointed out, the Governmenédtin August 2007 that
Rs. 97,000 had been realised in five cases andr#sriatalling Rs. 6.92 lakh
raised in six cases. A report on recovery and rephyther cases has not been
received (November 2007).

3.11 Short realisation of composite tax under the &tional Permit
Scheme

As per the Government of Orissa notification of feloy 1999, composite tax
for goods carriages belonging to other States/Uniemritories plying in
Orissa under the national permit (NP) scheme véllpayable at the rate of
Rs. 5,000 per annum per vehicle in advance in mstaliment. In case of delay
in payment, penalty of Rs. 100 for each calendamtmor part thereof is also
leviable.

Test check of the records of the STA, Orissa ineJRA06 revealed that in
respect of 276 goods carriages belonging to otkege$ authorised to ply in
Orissa during 2005-06 under the NP scheme, congptesit of Rs. 6.98 lakh
was paid against Rs. 13.80 lakh payable. This tex$uh short realisation of
Rs. 6.82 lakh. Besides, penalty of Rs. 3.22 laké tdudefault in full payment
of composite tax was also leviable.

After the cases were pointed out, the Governmextédtin August 2007 that
all the concerned STAs were requested to realiseathount and remit it to
STA, Orissa. A report on recovery has not beenivedgNovember 2007).

3.12 Non-realisation of motor vehicles tax/additioal tax for
violation of off road declaration

Under the OMVT Act, motor vehicle tax/additionalktés to be levied on
every motor vehicle used or kept for use in theeStd Orissa unless prior

21 Bargarh, Keonjhar and Rourkela.
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intimation of non-use of the vehicle is given t@ ttaxing officer. If, at any
time, during the period covered by such off roadla®tion, the vehicle is
found to be plying on the road or not found at deelared place, it shall be
deemed to have been used throughout the said pdnioslich a case, the
owner of the vehicle is liable to pay tax and pgnabk applicable due for the
entire period for which it was declared off road.

Test check of the records in six regithdetween August 2006 and
March 2007 revealed that 18 motor vehicles underoafd declarations for the
year 2005-06 were either detected plying or werefoond at the declared
places by the enforcement staff. No action was,dvew taken by the taxing
officers to realise the tax and levy penalty farlation of off road declaration.
This resulted in non-realisation of tax and addgibtax of Rs. 2.96 lakh.
Besides, penalty of Rs. 5.91 lakh was also leviable

After the cases were pointed out, the Governmenédtin August 2007 that
demands totalling Rs. 5.68 lakh had been raisedixncases. A report on
recovery and reply in other cases has not beeivezt@November 2007).

3.13 Non-realisation of trade certificate tax/fees \

Under the OMVT Act, read with Central Motor Vehidl€MV) Rules 1989,
dealers of motor vehicles are required to obtaauér certificate from the
registering authorities by paying requisite taxéfemnually in advance. Under
the MV Act, a dealer includes a person who is eadag building bodies on
the chassis or in the business of hypothecatiasirig or hire purchase of
motor vehicles.

Test check of the records of eight RF&isetween May 2006 and March 2007
revealed that in respect of 154 dealers, traddficate tax and fees for the
period from April 2003 to March 2006 were not reatl. This resulted in non-
realisation of tax and fees of Rs. 4.60 lakh.

After the cases were pointed out, the Governmextedtin September 2007
that demands totalling Rs. 1.30 lakh had beendais&1 cases. A report on
recovery and reply in other cases has not beenvesté@November 2007).

3.14 Short realisation of one time tax \

Under the OMVT Act read with TC’s circular of Apr@005, the owner of a
motor vehicle of the description specified in iteys2 and 6 of schedule |
appended to the Act and motor vehicles coming unaetior cab (transport)
category having seating capacity of not more thmexcluding the driver and
intended to be used for hire and reward is liablpay OTT equal to the rate
specified in schedule Il or fivper cent of the cost of the vehicle whichever is

22 Bargarh, Bhubaneswar,Chandikhol, Dhenkanal, Ganjam, and Sambalpur .

23 Balasore, Bhadrak, Bhubaneswar, Chandikilttack, Ganjam, Jharsuguda and Rourkela.
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higher at the time of initial registration of thehicle. In no case shall annual
tax be collected from these vehicles at the timegistration.

Test check of the registration records of four segi* between June 2006 and
February 2007 revealed that OTT was not realisedeafippropriate rate from
22 vehicles registered between February 2005 arutuBsy 2006. This
resulted in short realisation of OTT amounting & BR60 lakh.

After the cases were pointed out, the Governmextedtin September 2007
that Rs. 27,000 had been realised in three casedaanands totalling Rs. 3.33
lakh raised in 19 cases. A report on realisatios hat been received
(November 2007).

3.15 Short realisation of reservation fees on allotent of reserved
registration numbers

Under the OMV Rules 1993 read with TC, Orissa’dfiwattion of April 2002,
an owner of a two wheeler or any other motor vehagpting for a number of
his choice coming within 1,000 from the last numiegistered shall pay a fee
of Rs. 2,000 and Rs. 4,000 respectively. The regigl authority may, on an
application in writing for special choice, resethe registration number. Any
number beyond 1,000 but within 10,000 from the lasmnber registered in
serial order can also be reserved on payment d&,B80 for two wheelers and
Rs. 10,000 for other vehicles as per TC’s circaBAugust 2002. Besides,
specific notified numbers as decided by the STAnfrime to time can be
reserved on payment of Rs. 5,000 for two wheelacsRs. 10,000 for other
vehicles.

Test check of the records of three R¥Obetween November 2006 and
January 2007 revealed that reserved numbers bey@@D from the last

number registered and notified numbers circulatgdSBDA were allotted on

application between May 2004 and March 2006 to mwe wheelers and 41
other motor vehicles without realising the resdoratfees at the rate
applicable for these numbers of choice. This regulh short realisation of

reservation fees amounting to Rs. 2.70 lakh.

After the cases were pointed out, the Governmextédtin August 2007 that
demands totalling Rs. 95,000 had been raised incds®s. A report on
recovery and reply in other cases has not beeiveztéNovember 2007).

24 Bhadrak, Gajapati, Keonjhar and Rourkela.

25 Kalahandi, Koraput and Nayagarh.
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CHAPTER-IV: LAND REVENUE, STAMP
DUTY AND REGISTRATION FEES

4.1 Results of audit

Test check of the records relating to assessmentaliection of land revenue
and stamp duty and registration fees conductedngutihe year 2006-07
revealed non-collection, non/short assessment dondkibg of revenue
amounting to Rs. 501.77 crore in 48,270 cases, lwinay broadly be

categorised as under:
(Rupees in crore)

Sl. Categories No of casess Amount
No.
LAND REVENUE
1. Nonl/irregular lease shirat sources 696 1.67
2. Non-realisation of revenue due to delay in fs=tion of 2,795 0.40
OEA (Bebandobasta) cases
3. Blocking of the Government revenue due to npn- 76 139.02
finalisation of alienation cases
4. Miscellaneous/other irregularities 1,126 1.58
5. Non-realisation of premium, ground rent and ogigs in 1,500 3.86
OLR cases
Total 6,193 146.53

STAMP DUTY AND REGISTRATION FEES

1. Blocking of the Government revenue due to napalsal 41,305 71.64
of 47-A cases

2. Under valuation due to non-consideration of bgilsale 500 0.32
instances
3. Short levy of stamp duty and registration feee do 3 0.01
change irkissam of instrument
4. Short realisation due to misclassification anthep 269 283.27
irregularities
Total 42,077 355.24
Grand total 48,270 501.77

During the year 2006-07, the department acceptdéruamssessment and other
deficiencies of Rs. 17.07 crore in 18,273 caseschlwivere pointed out by
audit in earlier years out of which Rs. 9.05 croas been recovered in 7,593
cases.

A few illustrative cases highlighting important a@udbservations involving
Rs. 282.18 crore are discussed in the followinggaphs.
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Land Revenu¢

| 4.2 Short raising of demand for cess

As per the Government of Orissa, Revenue Departmeiar of 4 September

1964 read with its letter dated 22 January 2008egonent land can be leased
out to the Central Government on payment of premaunal capitalised value

of land revenue which is 25 times of annual grotemt including cess. The

ground rent is calculated at the rate of paecent of the premium while cess

is calculated at the rate of pér cent of the ground rent per annum.

Test check of the records of twahasils, Marshaghai and Chandbali in
November and December 2006 revealed thatdhasildars while assessing

the capitalised value of land revenue of two patabfdand leased to Defence
Research and Development Organisation (DRDO), tated Test Range

(ITR), Chandipur and East Coast Railways, BhubaaeswMarch 2005 and

March 2006 respectively took into account only #enual ground rent

leaving out the cess. This resulted in short rgisih demand of revenue of
Rs. 59.23 lakh.

After the cases were pointed out, the Governmeatedtin June 2007 that
demand of Rs. 30.38 lakh had been raised agaiesDRDO. A report on
realisation and raising of demand against the Eaast Railways has not been
received (November 2007).

4.3  Short realisation of premium on conversion of gricultural

land for non-agricultural use

Orissa Land Reforms (OLR) Act, 1993 provides thdard leased out for
agricultural purpose but utilised otherwise canrésettled in favour of the
lessee on payment of premium at the prescribed Taterate of premium was
revised from Rs. 75,000 to Rs. 3 lakh per acre wiflect from 5 October
2004.

During the audit of the records in thréghasils between July 2005 and
November 2005, it was noticed that tiabasildars while resettling 280 cases
covering 16.292 acres of agricultural land conwkffier non-agricultural use
between 5 October and 31 December 2004, raisedmartk and realised
premium at the pre-revised rate. This resultechiortsrealisation of premium
of Rs. 36.95 lakh as mentioned below:

(Rupees in lakh)

Sl.| Name of thg No. of case Area Premium as Premium Short realisation
No. tahasil (in acre) per revised | realised as per| due to application
rate old rate of lower rate
1. | Balasore 192 10.269 30.81 7.32 23.49
2. | Jharsuguda 68 4.767 14.30 3.58 10.72
3. | Bhadrak 20 1.256 3.65 0.91 2.74
Total 280 16.292 48.76 11.81 36.95

48



Chapter-1V Land Revenue and Registration

After the cases were pointed out, the Governmeatedtin July 2007 that
action was initiated to realise the balance amé&om the land owners in three
tahasils and Rs. 3.30 lakh was realised in respect of dgadatahasil. A
report on realisation in other cases has not besgived (November 2007).

4.4  Short realisation of revenue \

According to the Government orders of October 196y 1963 and
February 1966, government land can be leased omgratyof premium,
annual ground rent at omer cent of the premium and cess at @& cent of
the ground rent. The occupier of the land is liatWepay interest on the
premium, ground rent and cess at the rate ope&2cent with effect from
28 November 1992 for the period from the date aupation of the land till
the date of payment.

Test check of the records of Baliapgahasil in May 2006 revealed that the
Basta electrical division of North Eastern EledtyicSupply Company of
Orissa Ltd (NESCO) which had been in occupationgofernment land
measuring 0.50 acre since 1 April 1999, appliedseitlement of lease for
construction of 33/11 KV sub-station and contramoin village Khagadapal
on 3 January 2005. The lease of the land was saectiin March 2005 and
the Tahasildar, Baliapal raised a demand for payment of premiamouwnting
to Rs. 23.31 lakh. The demand raised, howeverndidinclude the ground
rent and cess of Rs. 2.86 lakh for the period frt989-2000 to 2005-06.
Besides, interest of Rs. 20.61 lakh was also payaliis resulted in short
realisation of revenue of Rs. 23.47 lakh includinigrest of which Rs. 17.34
lakh pertained to the period from 2001-02 to 2065-0

After the case was pointed out, the Governmenedtat May 2007 that the
tahasildar had raised the demand. A report on recovery habaeen received
(November 2007).

IStamp duty & Registration fee$

\ 4.5 Short levy of stamp duty and registration fee

Under the Indian Stamp (IS) Act, 1899, it is thbstance of the transaction as
embodied in the instrument and not the form ofitisrument that determines
the stamp duty. Further, a conveyance, as defimetbruthe IS Act, is an
instrument by which property whether movable or iovable is transferred on
sale and which is not otherwise specifically preddor by the Schedule | of
the Act. Such instrument which was not executedipusly by any person
shall be chargeable with stamp duty of the amounlicated in that schedule.
Stamp duty is paid on the consideration mentioneithé deed. Besides, town
planning surcharge at thrger cent in the specified areas and registration fee
at twoper cent are chargeable on the consideration money.
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Test check of the records of the Sub-Registrar (8R)ang in March 2007
revealed that a tripartite lease deed between @fisgdustrial Infrastructure
Development Corporation (IDCO), M/s OSWAL Chemicalsd Fertilisers
Limited (OCFL) and M/s Indian Farmers Fertiliser -Gperative Limited
(IFFCO) was registered on 26 June 2006 through WHRCO permitted
transfer of lease hold right from M/s OCFL to MFE~CO in respect of 1,000
acres of land at Paradeep on payment of Rs. 3 ateansfer fee on which
stamp duty and registration fee of Rs. 37.52 lakds vievied. Another
document titled “Special power of attorney” presenby M/s OCFL and
registered on the same day and in the same offieeated that the purchase
consideration money as stipulated in the sale ageee for the sale and
transfer of the DAP complex including immovable pedies, had already
been paid by M/s IFFCO and physical possessiondtnger to them during
October 2005. None of these documents recordedrtiwaint of consideration
though the special power of attorney clearly reférto the sale agreement
stipulating the amount paid by M/s IFFCO for tramsbf the said property.
Cross verification of the sale agreement obtaimedhfthe Chief Electrical
Inspector (T&D), Bhubaneswar in November 2005 réagtathat the
agreement was executed between M/s OCFL and M/€QFh September
2005 for sale and transfer of the DAP complex aa&ep of the said 1,000
acres of land including all immovable and movablepprties for a
consideration money of Rs. 2,159.89 crore mentmninter alia, that a
conveyance deed would be executed simultaneoustythe handing over of
the possession and the stamp duty would be pald/®yFFCO.

Thus, taking into account the substance of botldtdeiments, the transfer on
sale of property from M/s OCFL to M/s IFFCO witretpermission of IDCO

for consideration money of Rs. 2,159.89 crore wasigete and therefore
required to be charged to duty as a conveyanceRfar 2,162.89 crore

including transfer fee of Rs. 3 crore. The SR, havefailed to read the

substance of the transaction and levied duty amstea fee of Rs. 3 crore for
the leasehold rights only. This led to transaction Rs. 2,159.89 crore

remaining undetected and resulted in short levstamp duty and registration
fees of Rs. 280.80 crore on the consideration masasalculated below.

(Rupees in lakh’

Consideration money 2,15,989.00
Transfer fee 300.00
Total (amount subject to duty) 2,16,289.00
Stamp duty @ 11% (8% + 3% TP charges) 23,791.79
Registration fees @ 2% 4,325.78
Total 28,117.57
Stamp duty realised 36.85
Registration fee realised 0.67
Total 37.52
Stamp duty and registration fee short levied 28080
Rounded off to Rs. 280.80 crore
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After the case was pointed out, the Governmentendnjreeing with short levy
of the said duty stated in August 2007 that M/s GEF had deposited
Rs. 88.81 crore in September 2007. A report onvwemgoof the balance
amount has not been received (November 2007).

4.6  Short realisation of stamp duty and registratio fee

As per the provision under Section 47(A) of theA§, highest sale value of

similar classification of land in the same villagfeould be the sale value of the
land for the purpose of registration. The higheslu® of three consecutive
years upto the end of the month preceding the mianttich the document is

presented for registration should be considereddbration.

Test check of the records in féfiDistrict Sub-Registrar and 10SR offices
between April 2006 and January 2007 revealed tHatd8cuments were
registered between January 2004 and December 20R0& 41.41 lakh on the
consideration set forth in those instruments witharifying the highest sale
value of three consecutive years upto the end efrionth preceding the
month in which the documents were presented. Fustmitiny revealed that
the stamp duty and registration fee leviable onlihsis of the highest sale
value was Rs. 35.77 lakh. This resulted in shalisation of stamp duty and
registration fees of Rs. 24.36 lakh.

After the cases were pointed out, sédeagistering officers agreed to realise
the differential stamp duty and registration febeTothers stated that action
would be taken after verification of the records. rAport on further
development has not been received (November 2007).

The matter was referred to the Government in A00D7; their reply has not
been received (November 2007).

26 Angul, Baripada, Puri and Rayagada.

27 Balipatna, Basudevpur, Bhubaneswar, Jagatpur, Machhkund, Patnagarh, Rendadityabadi,Talcher
and Tusra,.

28 Angul, Balipatna, Basudevpur, BhubaneswailagatpurPuri and Satyabadi.
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| CHAPTER-V: STATE EXCISE |

5.1 Results of audit

Test check of the records in the offices of theig&x&ommissioner, Deputy
Commissioner of Excise and Superintendent of Exca@m®ducted during the
year 2006-07 revealed non/short realisation ansl ddsevenue amounting to
Rs. 25.14 crore in 1,025 cases which broadly faitlax the following

categories:

(Rupees in crore)

Sl. No. Category No. of cases Amount
1. Loss of revenue due to nop- 677 1.74
settlement/renewal of excise shops
2. Non/short realisation of excise duty/ 279 23.32
transport fee
3. Other irregularities 69 0.08
Total 1,025 25.14

During the year 2006-07, the department acceptediewy/short realisation,
etc., of duty amounting to Rs. 42 lakh in 243 casemted out in audit in
2006-07. The department recovered Rs. 3.62 crob®1ncases pointed out in
2006-07 and earlier years.

After issue of draft paragraphs, the departmenbvexed Rs. 8.46 lakh
pertaining to a single observation pointed out bgitaduring 2006-07.

A few illustrative cases highlighting important a@udbservations involving
Rs. 82.33 lakh are discussed in the following papigs.
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5.2 Non-realisation of excise duty due to short tihg of
IMFL/beer

As per the provisions of the Orissa Excise (ExeeisPrivilege) Foreign
Liquor (Amendment) Rules, 1997 as amended in Feprd®98, every
successful bidder of foreign liquor off sHOpshall guarantee the sale of
minimum guaranteed quantity (MGQ) of foreign liquas fixed by the Excise
Commissioner (EC), Orissa before obtaining thenlbee In case of default in
lifting MGQ in any month, excise duty to the extefithe deficit amount shall
be collected with the licence fee of the succeedmogths. In case of further
deficit, the amount shall be collected at the efithe year with 1Qoer cent
fine on the deficit amount.

Test check of the records of two district exciséice&™ in September 2006
revealed that in case of 21 licensees, the depattdie not raise any demand
towards excise duty for short lifting of 30,826.5ZBL%! India made foreign

liquor (IMFL) and 44,073.745 BY beer from April 2005 to March 2006. This
resulted in non-realisation of excise duty of R8.08 lakh. Besides, fine of
Rs. 4.01 lakh was also leviable.

After the cases were pointed out, the SuperintenofeBExcise (SE), Bolangir
stated in September 2006 that action would be tékeaise demand and SE,
Nayagarh stated in September 2006 that reply wdaddfurnished after
verification of records. Further reply has not besteived (November 2007).

The matter was reported to the department/GoverhimeApril 2007; their
reply has not been received (November 2007).

5.3 Non-raising of demand for operation of brewernjpeyond the
prescribed time limit

As per the provisions contained in the Excise Dipant notification of June

2005, permission may be accorded for running afasd shift of eight hours

to the distilleries/breweries/bottling units sultjecthe condition that the units
will pay Rs. 1,000 per hour for the operation o tvarehouse beyond the
prescribed time limit of a single shift.

During the audit of SE, Jagatsinghpur it was notice June 2006 that a
brewery unit® operated for 2,160 hours beyond the scheduled timi

during 2005-06 for which it was liable to pay andaidnal amount of
Rs. 21.60 lakh. The unit, however, neither paid ribguired amount nor did

29 Places where liquor can only be sold and cannebhsumedn the premises of the shop.
30 Bolangir and Nayagarh.

31 LPL - London Proof Litre.

32 BL - Bulk Litre.

33 M/s. SKOL Breweries Ltd.
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the SE raise any demand for it. This resulted in-raising of demand of
Rs. 21.60 lakh.

After the case was pointed out, the Governmenedtan May 2007 that
demand was raised against the unit in July 2006veier, the unit paid Rs. 8
lakh as per interim order of the High Court. A repan further development
has not been received (November 2007).

5.4 Short realisation of label registration fee \

Under the provisions of the Board’'s Excise RuleBRB 1965, all applications
for approval and renewal of brands and labels ofFllMeer shall be
accompanied by such feas may be notified by the Board of Revenue (BOR)
from time to time based on the quantity of IMFL/bsepplied to the Orissa
State Beverages Corporation Ltd (OSBC) during &radr year. Such fees
are recoverable from the manufacturers. The rafeed notified by the BOR
in April 2004 were as under:

No of cases Fee (in Rupees)

Upto 10,000 25,000
10,001 to 20,000 40,000
20,001 to 40,000 50,000
40,001 to 70,000 75,000
70,001 to 1 lakh 1,00,000

Above 1 lakh 1,50,000

Scrutiny of the records of the EC, Orissa in Jub@52revealed that during the
calendar year 2004, different manufacturers sug@pBe33 lakh cases of
IMFL/beer to the OSBC against which label registratee of Rs. 15.35 lakh
was payable. The manufacturers did not pay the dedise appropriate rates
and deposited only Rs. 8.95 lakh. The EC also didraise any demand for
the balance amount. This resulted in short readisaif label registration fee
of Rs. 6.40 lakh.

After the cases were pointed out, the Governmeédtin May 2007 that the
fee for registration for financial year 2004-05Ntarch 2004 was accepted on
the basis of the supplies made to OSBC during #tendar year 2003 since
the quantities supplied during 2004 could not hia@en ascertained before its
completion. The reply is not tenable since the ies to be realised on the
supplies actually made during the year 2004 andoapp for supply of
additional quantities should have been accordeds after payment of
additional label registration fees.
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5.5 Non-realisation of utilisation fee for short uilisation of
molasses

The Government of Orissa, Excise Department imdsfication of March

2005, introduced MGQ on molasses by amending thé&ss®rExcise

(Exclusive Privilege) Rules, 1970. Under the prmns of these rules, MGQ
for lifting of molasses by the distilleries for phaction of spirit would be fixed
on the basis of the highest quantity of molasdeé=dliand utilised in the last
three years. The utilisation fee of molasses isIR8 per MT.

Test check of the records of a distill&rynder the jurisdiction of the SE,
Ganjam in May 2006 revealed that against MGQ 089D,077 MT fixed for
the year 2005-06, the distillery utilised 5,645.]M® of molasses resulting in
short utilisation of 5,245.901 MT of molasses. Tglothe distillery was liable
to pay Rs. 5.25 lakh for such short utilisationt free SE did not raise any
demand. This resulted in non-realisation of utii@afee of Rs. 5.25 lakh.

After the case was pointed out, the Governmenedtat July 2007 that the
demand had been raised against the unit. A reporealisation has not been
received (November 2007).

5.6  Short realisation of transport fee on mahua flver \

As per the provisions of the BER (Fixation of feesmahua flower) 1976, as
amended in June 2000, the rate of fee to be depoby the licensees in
respect of transit pass for transportmghua flower within the State shall be
Rs. 10 per quintal.

Test check of the records of nifelistrict excise offices between April 2006
and January 2007 revealed that 209 outsiitijuor licensees procured 1.20
lakh quintals ofmahua flower during 2005-06. Against the transport fde o
Rs.11.96 lakh realisable, only Rs. 6.97 lakh wadised. The department did
not raise any demand for the balance amount ofiRS. lakh. This resulted in

short realisation of transport fee of Rs. 4.99 lakh

After the cases were pointed out, all the SEs dthetween April 2006 and
January 2007 that steps would be taken for reaisaf the outstanding fees,
while SE, Nuapada reported realisation of Rs. Iak#A in January 2007.

The matter was brought to the notice of the depamtffsovernment in April
2007; their reply has not been received (NovembBer?

34 Aska Co-operative Sugar Industries Ltd.
35 Bolangir, Deogarh, Gajapati, Kalahandi, Keonjharyiahanj, Nawarangpur, Nuapaghky subamapur.
36 A system of preparation of intoxicants basednhahua flower.
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CHAPTER-VI
FOREST AND MINING RECEIPTS

6.1 Results of audit

Test check of the records maintained in variousdodivisions as well as in
the office of the Principal Chief Conservator ofrésts (PCCF), Orissa and
Deputy Director of Mines (DDM) and mining officefd1Os) conducted

during the year 2006-07, revealed non/short leegvery of royalty/interest,

dead rent/surface rent, loss of revenue, and oitmegularities etc., of

Rs. 81.01 crore in 4,369 cases which broadly faltar the following

categories:

(Rupees in crore)
Sl. No. Category No of cases Amount

Forest Receipts

1. Loss of revenue due to short delivery/shortdge o 82 1.19
forest produce
2. Non/short levy of interest on belated payment of 1,117 0.51
royalty.
3. Non-realisation of royalty 444 14.15
4, Other irregularities 2,303 10.08
Total 3,946 25.93

Mining Receipts

1. Irregularities of miscellaneous nature 354 45.04
2. Non/short levy of royalty/dead rent/surface rent 57 9.55
3. _Non/short recovery of interest and non levy of 12 0.49
interest
Total 423 55.08
Grand total 4,369 81.01

During the year 2006-07, the departments acceptettruassessment and
other deficiencies of Rs. 25.49 crore in 3,889 sgsented out in 2006-07 and
recovered Rs. 2.99 crore in 14 cases.

After issue of draft paragraphs, the departmenbveed Rs. 5.36 lakh
pertaining to a single observation pointed outuditduring 2006-07.

A few illustrative cases highlighting important @udbservations involving
Rs. 9.77 crore are discussed in the following paaius.

57



Audit Report (Revenue Receipts) for the year ended 31 March 2007

Forest Receipts

\ 6.2 Non-disposal of timber and poles

The Government of Orissa, Forest and EnvironmepaBment in their order
of July 1989 and August 2005 issued instructiomsefirly disposal of timber
and poles seized in undetected (UD) forest offeceses either by prompt
delivery to the Orissa Forest Development CorporatLimited (OFDC)
within two months from the date of seizure or bylpuauction in order to
avoid loss of revenue due to deterioration in dqualnd value on account of
prolonged storage.

Test check of the records of 39 forest divisionsonducted between May
2006 and February 2007 revealed that 24,089.54f ¢finber and 2,077 poles
valued as Rs. 51.17 lakh seized in 1,307 UD fooéfeince cases registered
between 2004-05 and 2005-06 were lying undisposesfaMarch 2007.
Inaction of the department to dispose the timbelr@oies either by delivery to
OFDC or by public auction resulted in non-disposdl forest produce
involving Government revenue of Rs. 51.17 lakh.

After the cases were pointed out, the Governmeatedtin May 2007 that
5,943.48 cft of timber and 758 poles valued aslR<9 lakh were disposed of
in 410 cases. Final reply in other cases has neénbreceived

(November 2007).

\ 6.3 Non-levy of interest on belated payment of royy on timber \

Under the Orissa Forest Contract Rules, 1966 cibr@ractor fails to pay any
instalment of royalty for sale of forest producetbg due date, he is liable to
pay interest at the rate of 6.@& cent per annum on the amount of default. As
per the provisions contained in the Government oé<a order of February
1977, OFDC is also liable to pay interest for défaupayment of royalty.

Test check of the records of 26 forest divist8m®nducted between April and
December 2006 revealed that OFDC paid royalty of FR&1 crore belatedly
for the period from 2000-01 to 2004-05. Despiteagiglranging from 6 to 56
months, the DFOs did not levy interest of Rs. 50l&kh on OFDC as
mentioned below.

37 Angul, Athagarh, Athamalik, Bamra (WL), Balliguda, Boudh, 8B City, Berhampur, Banei,
Bolangir(W), Bolangir (E), Bhadrak (WL), Baragarh, Beaila, Balasore, Cuttack, Deogarh, Dhenkanal,
Ghumusur (N), Ghumusur (S), Hirakud (WL), Korap#thurda, Karanjia, Kalahandi (S), Khariar,
Keonjhar, Keonjhar (WL), Malkangiri, Nawarangpuraydgarh, Phulbani, Paralakhemundi, Rairakhole,
Rourkela, Rayagada, Sambalpur (S), Sambalpur (NBandargarh.

38 Angul, Athamalik, Bamra (WL), Balliguda, BBSR Citgerhampur, Banei, Bolangir(W), Bolangir (E),
Baragarh, BalasordWL), Cuttack, Deogarh, Dhenkanal, Ghumusur (N),pdeg, Khurda, Karanjia,
Kalahandi (S), Kalahandi (N) Malkangiri, NawaranggJayagarh, Puri (WL), Rairakhole, Rayagada.
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(Rupees in lakh)

Period No. of lots Amount of royalty Interest payable
Up to 12 months 739 363.95 17.75
13 to 24 months 229 86.44 9.00
25 to 56 months 248 120.71 23.84
Total 1,216 571.10 50.59

After the cases were pointed out, the Governmetédtin August 2007 that
all the DFOs had raised demand for interest ont&éelpayment of royalty. A
report on realisation has not been received (Noezr2007).

Mining Receipts

6.4  Short accounting of stock in the returns leadig to
non-realisation of royalty

Under the provisions of the Mines and Minerals (EBlepment and
Regulation) Act, 1957 (MMDR Act), the holder of @anmimg lease is liable to
pay royalty in respect of any minerals removed fritr@ lease hold area or
minerals consumed therein. The Mineral ConcessiIC)( Rules 1960,
stipulate that the lessee is required to submibathty return in a prescribed
form (Form A® disclosing the details of opening balance, préidag
consumption/removal and closing balance to the @wored mining circle
along with the particulars of payment towards royal’he assessing officer
(AO) is also liable to carry out field survey orospinspection to satisfy
himself regarding the minerals raised by the lessee

During the audit of the records of the DDM, Samhbalim December 2006, it
was noticed that a les$8elisclosed closing stock of 8.45 lakh MT, 18.63lak
MT and 11.05 lakh MT of different grades of coalform A for the years
2003-04, 2004-05 and 2005-06 respectively in respesix' of its collieries.
Cross verification of these with the audited bo@ltabce of coal, however,
revealed that the actual closing stock of coahatgit's head was 14.43 lakh
MT, 21.89 lakh MT and 11.67 lakh MT during the sapeziod. Thus, there
was a differential stock of 9.86 lakh MT of codlhe AO, however, accepted
the returned figure as per form A and did not candield survey or spot
inspection to verify the actual stock position frahe audited accounts and
consequently demand for royalty on the differergialck could not be raised.
This resulted in non-realisation of royalty of Bs46 croré?.

After the case was pointed out, the DDM, Sambalpgreed to raise the
demand. A report on recovery has not been rec€Nedember 2007).

39 Form-A serves as the basic record for detetimimaf royalty by the assessing officer

40 M/s. Mahanadi Coal Field Ltd.

41 Belpahar, H. Bundia Incl., Hingiri Rampur , Lajkutakhanpur and Samaleswari

42 Royalty at the rate of R65 per MT for 9.60akh MT of F grade coal and royalty at the rat&kef 85

per MT for 0.26 lakh MT of D grade coal.
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The matter was brought to the notice of the depamtifsovernment in April
2007; their reply has not been received (NovembBer

6.5 Short levy of royalty on high grade iron ore

As per the MC Rules, in case of processing of maihether than run of
mine*® royalty is chargeable on unprocessed mineralniieeral extracted
from the seam.

Test check of the records of Joda and Koira miminmges between October
2006 and January 2007 revealed that 14 lessees®drand consumed 87.23
lakh MT of unprocessed mineral in their procesgiants from 18 mines
during the years 2004-05 and 2005-06 on which tgyIRs. 19.88 crore was
leviable. The AO, however, classified these as ggsed minerals and levied
royalty of Rs. 17.25 crore. This resulted in sHexty of royalty of Rs. 2.63
crore.

After the cases were pointed out, the Governmexiedtin March 2007 that
demands totalling Rs. 40.63 lakh were raised agamen lessees. A report
on recovery and reply in respect of the remainiages has not been received
(November 2007).

\ 6.6  Non-levy of interest on delayed payment of ming dues

Under the provisions of the MC Rules as amendeih fie to time, in case
of belated payment of royalty, simple interesthat tateof 24 per cent on the
unpaid amount is chargeable from the sixtieth dégrahe expiry of the due
date till the payment of dues in full.

Test check of the records of four mining ciréfebetween June 2006 and
January 2007 revealed that royalty of Rs. 2.24ecveas paid belatedly during
the period between March 2002 and June 2006, thdahghdue date of

payment was between April 2001 and April 2006. resé of Rs. 9.36 lakh for

delay in payment of dues ranging from 81 to 1,4@yisdvas not levied.

After the cases were pointed out, DDMs, Rourkelair& and MO, Cuttack

agreed between June 2006 and January 2007 toth@sdemand. The MO,

Keonjhar stated in August 2007 that demand wouldaled after receipt of
clarification from Director of Mines. A report omirther development has not
been received (November 2007).

The matter was brought to the notice of the depamti@overnment in March
2007; their reply has not been received (Novembéi7 2

43 The blasted materials containing ore with ofbexign materials brought to the crushing plant.
44 CuttackKoira, Keonjhar and Rourkela.
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6.7 Non-levy of royalty on coal damaged by fire

Under section 9 of the MM (DR) Act, the holder ofméning lease is liable to
pay royalty in respect of any mineral removed arstoned from the mines at
the rates specified in the Act. No loss or wastagalmissible under the Act.

It was judicially held® by the Supreme Court that removal from the seam in
the mine and extracting the same through the pittsuth to the surface
satisfied the requirement of section 9 for levymfalty.

Test check of the records of the DDM, Rourkelaleiin November 2006
revealed that 9,532.157 MT of ‘E’ grade coal wasndged by fire in the
stockyard of a lessee. Since the mineral was rethdrenm the mine and
royalty was realisable the moment minerals wereorad from the mine, the
lessee was liable to pay royalty of Rs. 8.10 lakhtlee quantity of coal
damaged by fire. No demand was, however, raisetido}pDM.

After the case was pointed out, the DDM, Rourkettesl that necessary
action would be taken after investigation. Furtheply has not been received
(November 2007).

The matter was brought to the notice of the depamtfGovernment in April
2007; their reply has not been received (Novembeéi7 2

45 State of Orissa Vs. M/s. SAIL990 (6) SC 281.
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CHAPTER-VII
OTHER DEPARTMENTAL RECEIPTS

7.1 Results of audit

Test check of the assessment records and otherecuh documents
pertaining to the departmental receipts in the depmts of Co-operation,
Energy, General Administration, Steel & Mines, Hea& Family Welfare and
Home during 2006-07 revealed non-realisation oenese, non/short levy of
revenue, etc., of Rs. 365.90 crore in 6,020 caseshwbroadly fall under the
following categories:

(Rupees in crore)

Sl. No. Categories No. of cases Amount
1. “Levy and collection of electricity duty” (A review) 1 129.82

2. Non-realisation of revenue 5,278 40.93
3. Non/short levy of revenue 173 153.00
4. Other irregularities 568 42.15
Total 6,020 365.90

During the year 2006-07, the departments acceptedshort levy/loss of
revenue etc., of Rs. 6.77 crore in 938 cases pbiate in 2006-07. Out of
these the department realised Rs. 18 lakh in 1€scas

A few illustrative cases highlighting important @udbservations involving
Rs. 129.82 crore including a review ‘tifevy and collection of electricity
duty” are discussed in the following paragraphs.
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7.2 Review of “Levy and collection of electricity dty”

Highlights

Failure of the Superintending Engineers to effectigly scrutinise the
returns submitted by the licensees led to non- levef ED of Rs. 79.81
crore.

(Para 7.2.7)

Failure of the department to cross verify the recods of Industries
Department prior to allowing exemption under the Industrial Policy
Resolution led to irregular exemption of ED of Rs22.82 crore.

(Para 7.2.8)

There was short levy of ED amounting to Rs. 11.06rare in respect of
domestic and commercial consumers.

(Para7.2.13)

7.2.1 Introduction

The Orissa Electricity (Duty) Act, 1961, (OED Aand Orissa Electricity
(Duty) Rules, 1961 (OED Rules) regulate the levd anllection of duty on
consumption of electrical energy in Orissa. Undee 1OED Act, every
licensee who distributes power has the statutorjigation to collect
electricity duty (ED) from the consumers at thesprébed rate for the energy
supplied and deposit it into the Government accolihbse who generate
electricity for their own consumption are also riegd to make such deposit
directly into the Government account on the bak&ctual consumption.

The power sector in Orissa was restructured wighiritroduction of the Orissa
Electricity Reforms Act, 1995 which came into forftem 1 April 1996. The

Orissa State Electricity Board (OSEB) which lookafter the generation,
transmission and distribution of power was unbutdied Grid Corporation
of Orissa (GRIDCO), a Government owned company, evdrusted with the

responsibility of transmission and distribution teys. Subsequently, in April
1999 the distribution business of GRIDCO was piseat and transferred to
four private distribution companies (DISTCs)The DISTCOs sell electrical
energy to the consumers, realise ED along withggneharge and inspection
fees (IF) for subsequent remittance to the Goventraecount.

46 NESCO- North Eastern Electricity Supply Company, WZES Western Electricity Supply Company,
SOUTHCO- Southern Electricity Supply Company, CESCOMESCentral Electricity Supply
Company/Central Electricity Supply Utility
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A review of the assessment and collection of ED wascluded in the
Report of the Comptroller and Auditor General of India for the year
ended 31 March 2000. The current review of levy andollection of
electricity duty has revealed a number of system ah compliance
deficiencies which have been discussed in the sufpgent paragraphs.

[7.2.2 Organisational set up

The machinery for monitoring the revenue generatiom ED and IF, rests
with the Department of Energy headed by the Comipnss-cum-Secretary.
He is assisted by one Engineer-in-Chief (Electyieald two Chief Electrical
Inspectors (CEIs), one each for generation andsinéssion and distribution
(T&D) sector.

The Chief Engineer (Projects) cum CEl (Generatian)assisted by two
Superintending Engineers (Els) and six Executivegifgers (Dy. EIs)
whereas the CEI (T&D) is assisted by six Els and¥3Els stationed at the
head office, circles and divisions. The CEI, (T&@Rhd Chief Engineer
(Project)-cum-CEI (Generation) are responsibletiier levy and collection of
ED and IF in respect of non-captive and captivetatdty consumption and
installations respectively.

7.2.3 Audit objectives

The review was conducted with a view to assess:

= the efficiency and effectiveness of the systemesl/| exemption and
collection of ED; and

= whether an adequate internal control mechanismteskiso ensure
proper realisation of ED.

7.2.4 Scope of audit

The review of “Levy and collection of ED” by the partment of Energy for
the period 2001-02 to 2005-06 was conducted betv@siember 2006 and
March 2007. All the six inspectorates, four DISTC@sd 20 out of 62
distribution divisions of the DISTCOs were selectedthe basis of collection
of revenue for detailed check.
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7.2.5 Acknowledgement

Indian Audit and Accounts Department acknowleddesdo-operation of the
Energy Department in providing necessary infornrraiad records for audit.
The audit findings as a result of test check ofrdwrds were reported to the
Government in May 200And discussed in the Audit Review Committee
meeting held in July 2007. Responses of the Goveminto theaudit
observations have been appropriately incorporaiele review.

)Audit findings|

7.2.6 Trend of revenue

The Orissa Budget Manual stipulates that estimaitesvenue receipts should
show the amount expected to be realised duringy¢lae. Calculation of the
amount expected to be realised should be based timoractual demand
including any arrear for the past years and théatvdity of their realisation

during the year. The controlling officers of thexadistrative departments are
required to submit departmental estimates of reeemno the Finance

Department for preparing the budget estimate (BE).

The BE and the actual receipts under the head STaaad Duties on
Electricity” during 2001-02 to 2005-06 were as unde

(Rupees in crore)

Year BE Actual Variation with reference to BE
realisation Amount Percentage
2001-02 150.00 136.96 (-) 13.04 (-) 8.69
2002-03 200.00 172.17 (-) 27.83 (-) 13.92
2003-04 220.00 200.43 (-) 19.57 (-) 8.90
2004-05 216.80 261.89 (+) 45.09 (+) 20.80
2005-06 280.00 353.13 (+) 73.13 (+) 26.12
Total 1,066.80 1,124.58 (+) 57.78 (+) 5.42

Thus, the actual realisation has been showing aatigt annual growth during
the above period. It was noticed in audit that ehilaming the BE, the
department had taken into consideration only theeldisable from cinema
halls whereas IF relating to electrical installaoof DISTCOs, generating
companies, industrial and other category of conssmere not considered.
Besides, the probability of recovery of arrearspast years was also not
assessed which led to variation between BE andbctalisation.

The department attributed the reasons for subataiicrease in actual
realisation during 2004-05 and 2005-06 to increasecovery of arrear dues
of earlier years. It was further stated that ay flaled to estimate additional
collection of arrears, there was variation of BEhwactual realisation during
2004-05 and 2005-06.

66



Chapter-VII Other Departmental Receipts

[System deficiencigs

7.2.7 Levy of ED

Under the provision of the OED Act and the Ruleslenthereunder, ED shall
be levied at the prescribed rate on the consumputiarectricity. The owners
of the generating units have to pay the ED to tloweBment as per their
actual monthly consumption and the licensees emyagé¢he distribution of
electricity (DISTCOs) have to collect it from thensumers in their monthly
bills and deposit it into the Government accouthie Ticensees are required to
submit monthly, half-yearly and annual returnshia prescribed manner to the
El concerned for scrutiny and verification with theoks of accounts of the
licensees. In case of any variation detected byBlseafter verification of
returns, additional demand is to be raised on tH&TDOs which would be
paid along with interest at the prescribed rates.

Audit scrutiny revealed that the department had faled to effectively
scrutinise the receipt of the prescribed returns ad the correctness of ED
payable as per the returns.The omissions are discussed below:

7.2.7.1 Levy of ED on auxiliary consumption

The Government of Orissa issued instructions ind¥olyer 1999 and January
2001 levying duty on auxiliary consumptfdrfor captive generation units
with effect from 6 November 1999. Interest at @& cent per annum is
leviable in the event of delay in payment of theesluThe CEIl (T&D) in
September 2004 issued instruction to the El (Geioea Keonjhar to raise
demand for auxiliary consumption of NALCO alongwithterest at the
prescribed rates.

Test check of the records of the El (Generation@omdhar revealed that
between November 2000 and March 2006, NALCO, Angul.captive
generation plant, utilised 2,779.666 MU of eledtyictowards auxiliary
consumption on which ED of Rs. 52.68 crore was pkya Though the unit
submitted regular returns mentioning the detailsetgfctricity utilised for
auxiliary consumption, payment of ED was not mageNB\LCO along with
the returnsFailure of the El to effectively scrutinise the retirn resulted in
non-raising of demand This resulted in non-levy of ED of Rs. 73.56rero
including interest of Rs. 20.88 crore for delayeympent of ED, of which,
Rs. 69.83 crore pertained to the last five years.

After the case was pointed out, the Governmen¢dtet September 2007 that
action had been initiated to file certificate céserealisation of the dues. The
reply, however, did not mention the reason foritiation of the department
to raise regular demands on the basis of retuled by NALCO before this
was pointed out in audit.

47 Energy consumed in the process of generation by the powes.plant

67



Audit Report (Revenue Receipts) for the year ended 31 March 2007

7.2.7.2 Levy of ED for internal consumption

As per section 3 of the OED Act, ED is leviable s®#if consumption of the
generated electricity including internal consumptiovhereas no ED is
leviable on transformation loss. As per the Govexnmof India (GOI)
notification of March 1992 circulated by the EIl,rBampur in July 2003, the
maximum transformation loss was limited to (pbr cent of the gross
generation for hydro electricity projects.

Scrutiny of the annual accounts of Orissa Hydro &oworporation Ltd
(OHPCL) revealed that between April 2001 and Ma®d06, OHPCL
generated 27,430.61 MU of electricity and exhibité86.67 MU as
transformation loss including internal consumptwamch was 1.8er cent of
gross energy generated as mentioned below:

(Quantity in MU)

Year Gross Transformation loss Maximum Internal
generation including internal admissible consumption
consumption transformation loss | computed by audit
2001-02 6,448.02 110.18 32.24 77.94
2002-03 3,132.71 88.12 15.66 72.46
2003-04 5,951.37 129.25 29.76 99.49
2004-05 6,868.30 112.96 34.34 78.62
2005-06 5,030.21 66.16 25.15 41.01
Total 27,430.61 506.67 137.15 369.52

Though OHPCL submitted the aforesaid informationtsnmonthly return to
the department, yet the concerned EI failed to aletxcess claim of
transformation loss which was much higher than rieximum allowable
percentage of transformation loss as notified ley@©I. Thus, failure of the

El to review the returns/information in the light of the Act and the

relevant notification led to non-detection of exces claim of

transformation loss and consequent non-levy of EDfdRs. 7.03 crore.

After the case was pointed out, the Governmengdtttat transformation loss
should not be treated as consumption for the perpb€ED. The reply is not
tenable as the licensee showed transformation ilogsisive of internal

consumption and the internal consumption was caledl by audit after
deducting the maximum admissible transformatios fa®scribed by the GOI.

7.2.7.3 Levy of ED on captive consumption

Under the provision of the OED Act, ED is to bedotn the State Government
by those who generate electricity for their own sanption. In the event of
delay in paying ED beyond 30 days, interest atrdte of 18per cent per
annum is leviable for the period of such delay. Thptive generating stations
are required to assess their own monthly consumgtia submit information
to the department and deposit the ED into the Guoaent account.
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Test check revealed that two industrial units comstdl 76.448 MU of self-
generated power during December 2004 to March 2006.units submitted
information every month to the El regarding constiorpof power but did not
pay any ED on such consumptiomhe EIl failed to notice this and
consequently did not raise any demand for payment foED on
consumption of electricity generated by the aforesd units. This resulted
in non-levy of ED of Rs. 1.53 crore including irdget payable for delayed
payment of ED as mentioned below:

Sl. | Name of the ED not levied Government Rebuittal
No. industrial Period Energy Amount reply
unit consumed (Rs. in lakh)
(in MU)

1. Bijayananda | January 2.7200 Principal -5.44 | The firm is| The reply is not
Co-operative | 2005 to Interest -0.33 | paying ED | tenable, because the El
Sugar Mill February regularly whose| (G), Jeypore could not
Ltd., 2006 records are| produce any record in
Bolangir available with El| support of payment o

(G), Jeypore ED and he furthe
stated (Novembe

2006) that necessa
steps would be taken
for realisation of ED.

2. SMC Power | December 73.728 Principal The basis off The reply is not|
Ltd. 2004 to 147.46 calculation made tenable because audit
March by audit is not| has calculated non-

2006 based on| levy of ED based o

technical 80 per cent power

principle. The El| factor adopted fo

(G), Jeypore has determination of

been asked tg security deposit for
raise upto date grid connection.
demand.

Total 76,448 153.23

7.2.7.4 Levy of ED on consumption by Railways

Section 13 of the OED Act provides for exemptiamnirlevy of ED for energy
consumed on the maintenance and operation of Ralwihe department by
issuing a notification in April 1992 limited theggme of exemption on railway
tractior’® only. Thus, ED was leviable on the energy consurbgdthe
Railways for any other purpose except railway teactirom April 1992.
Electricity consumed by the Railwayfr traction purpose is metered
separately and classified as traction whereas tberopurposes, Indian
Railways is treated as a general purpose consumer.

Test check of the records revealed that in respfestven connections, though
two DISTCOs (WESCO and CESCO) supplied 49.35 Menérgy to the
Railways for purposes not related to traction, X on the said supply of
energy was not collected by these DISTCOs. The DIS3 exhibited the
supply of energy to Railways in their monthly reisirand also furnished the
copies of consumer bills raised during the moiftie El, however, failed to
notice non-realisation of ED by the DISTCOs on engy consumed by the
Railways for purposes other than traction.As a result, ED of Rs. 1.23 crore
on the energy consumed by the Railways was natdeand realised.

48 Drawing of engines and wagons
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After the cases were pointed out, the Governmeatedtthat the El (T&D)
was directed (May and August 2007) to raise denfandollection of ED

from Railways. The reply is silent regarding faduon the part of the EIl to
review the returns furnished by the DISTCOs andy|&D on energy
consumed by Railways.

7.2.7.5 Levy of ED for consumption by sub-statian

As per the OED Act, duty on consumption of eledtyics levied by the State
Government at the prescribed rates from time teti@RIDCO purchases
energy from various generating units and sells ithe DISTCOs through its
transmission system for consumption. In the prooégsansmission, besides
the transmission loss, a part of energy is consumede grid stations and
attracts ED at the prescribed rates.

Scrutiny of the records revealed that during 20R1t® 2005-06, GRIDCO,
Bhubaneswar purchased 75,194.727 MU of electrioityyhich 30.851MU of
electricity was consumed by its own sub-stationsmich ED of Rs. 18.51
lakh was leviable. GRIDCO did not furnish returagularly or in cases where
returns were submitted, these were not supportetthdypayment particulars.
The EI also did not insist on regular submission ofeturns along with
payment of ED and accepted the returns without theverification of the
books of accounts of the licensedhis led to non-levy of ED of Rs. 18.51
lakh.

After the case was pointed out, the Governmenedtat September 2007 that
El (T&D) was being requested to obtain the inforimatand levy ED. The
reply is silent regarding omission on the part lo¢ Il to ensure regular
submission of returns by the licensee along witynpent particulars and non-
verification of returns with the books of accounts

The Government may consider issuing instructions tdhe Els making it
mandatory to review the returns furnished by the Icensees and verify
these with the books of accounts, on the lines pated under the OED
Act and Rules made thereunder.

7.2.8 Exemption from ED granted to captive poweplants|

Under the Industrial Policy Resolution (IPR), prdgaied from time to time
by the Government of Orissa, industrial units aranted exemption from
payment of ED on fulfilment of certain terms anchdibions. Besides, such
incentives are payable upto a specified period amg unit is eligible for

receipt of incentives under a particular IPR actwydo its date of investment
of the fixed capital. The applications of the ca@tpower plant owners are
recommended by the Director of Industries (DI) andthe basis of such
recommendations, the Department of Energy graetexemption. As per IPR
1992 and IPR 2001, captive power plants in respéathich fixed capital

investment commenced within the effective periodhef IPRs were entitled to
exemption of the ED payable. Under IPR 2001, amstritl unit opting to be

treated as a new industrial unit was required toesdler and/or refund the
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incentives availed, if any, under any earlier IFRere was no mechanism in
the Energy Department to verify from the records ofthe Industries
Department that the recommendation made by the DI w&s as per the
provisions of the IPR.

Test check of the records of Els Jeypore and Keongwvealed that exemption
from payment of ED claimed by three captive powanfs was granted by the
Energy Department. Cross verification of thesenetawith the records of the

Industries Department revealed that these unitsewaot entitled for
exemption. Failure of the department to install a mechanism fo
verification of these claims of exemption from therecords of the
Industries Department resulted in irregular exempton of ED of Rs. 22.82
crore as mentioned below:-

SI. | Name of the | Reference Date of | Inadmissible Self Amount| Reply of the | Comments of audit
No. company/ of IPR commissi{ exemption generated of ED Govern-
industry oning period units leviable ment
consumed| (Rs.in
(in MU) crore)

1. | Mis IPR2001| 31.03.05 April05to| 825.49| 16.51 Theindustry| The reply is not
Hindalco, March 06 was granted tenable as the
Ltd. exemption | industry did not
Hirakud on the basig refund the earlief

of the | benefits  availed
recommend | under IPR 1992
ation of the| for its 67.5 MW
DI. generating units.

2. | Mis IPR 2001 | 15.04.02  April04to| 311.49 6.23| Itisunder | The reply is not
Nilachal February 06 consideration tenable as  nd
Ispat of the sanction was
Nigam Ltd. Government| accorded for
Duburi exemption  from

payment of ED.

3. | Misispat | IPR1992| 07.06.96 Novemberdl  4.23 0.08| The unit has| The capital
Alloys Ltd. to paid the| investment  wag
Balasore/ February 06 arrears made before the
Balasore partly and| commencement o
Alloys Ltd. committed | the IPR 1992 and

to deposit| hence was no
the balance eligible for any
arrear. exemption of ED.

Total 22.82

The Government may install a mechanism making it ampulsory for the
Els to verify the records of the Industry Departmert before allowing any

exemption under the IPRs.

7.2.9 Recovery and remittance of ED

As per the OED Act and Rules made thereunder, Ellated should be

credited to the Government account within 30 ddyth® expiry of the month

in which the duty was realised. Interest at the cdt18per cent per annum is

to be levied in the event of delay in payment of. BDy sum due on account
of ED and interest if not paid within the prescdhliene limit, is recoverable
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as an arrear of land revenueurther, the Els are required to review the
returns submitted by the licensees and any differase of ED payable by
them are to be promptly demanded, recovered and reitted to the
Government account.

7.2.9.1 Non-recovery of dues

It was observed that four DISTCOs did not collebx & Rs. 6.82 crore from
the consumers as of 31 March 2006. The year-wisakbup of the amount
was not available. The Els have not initiated tagowery proceedings to
collect the amounts as arrears of land revenueeasiomed below:

(Rupees in lakh)

Name of the Outstanding ED against permanently
company disconnected consumers
NESCO 265.64
WESCO 41.94
SOUTHCO 238.92
CESCO/CESU 135.23
Total 681.73

After the cases were pointed out, the Governmextedtin September 2007
that the outstanding dues were against large nuwmfbeonsumers located in
different places under the supply area. So, themee wpractical difficulties in
initiating certificate proceedings. The reply istntenable because the
department is required to initiate tax recovery cpexlings as per the
provisions of the ActBesides, this is also indicative of failure of th&ls to
review the returns of the licensees and initiate mmpt action for recovery
of outstanding dues from the consumers.

7.2.9.2 Non-remittance of ED

Scrutiny of the records of the four DISTC®sn 20 electrical divisions
revealed that between April 1999 and March 200&eISTCOY in seven
electrical divisions collected ED of Rs. 31.12 erbut remitted only Rs. 28.61
crore to the Government account. Balance of Rsl 2rbre was retained by
three DISTCOs till the date of audit. The Els ad® not review the returns
furnished by the licensees and the balance Governmeenue of Rs. 2.51
crore remained with the licensees instead of begngtted to the Government
account as mentioned below:

49 NESCO, WESCO, CESCO and SOUTHCO.
50 CESCO,WESCO and SOUTHCO.
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(Rupees in lakh)

Sl Name of Number Period ED ED ED not Interest
No. the of collected | remitted remitted at 18per cent
DISTCO divisions leviable
1. | CESCO 3 April 2001 64.45 29.32 35.13 6.13
to March
2006
2. | WESCO 1 April 2001 2,843.60 2,831.24 12.34 2.22
to March
2006
3. | SOUTHCO 3 August 203.81 Nil 203.81 85.60
1999 to
November
2003
Total 7 3,111.86| 2,860.58 251.28 93.95

As the above DISTCOs did not deposit the colleetedunt in time, interest
of Rs. 93.95 lakh was also leviable on them. Theadenent, however, did not
initiate any action against the defaulting DISTC(0s realisation of the
unremitted revenues along with interest.

After the cases were pointed out, the Governmetedtthat due to want of
manpower the records of the DISTCOs could not bd#iee. Necessary steps
were being taken to realise the unremitted amotims shows apathy on the
part of the Government/department to monitor thefioning of the licensees
and recover Government revenue from them timelythien development has
not been reported (November 2007).

In order to streamline the system of monitoring therecovery of arrears of
revenue, the Government may consider introducing ngorts and returns
to be furnished by the Els showing the upto date mition of arrear of
revenue, amount recovered during the period under eport/return,
amount which could not be recovered during the pedd under
report/return and closing balance of arrears of reenue to be recovered at
the end of the return period.

7.2.10  Arrears of revenue

Mention was made in the Report of the ComptrolleA&ditor General of

India (Revenue Receipts), Government of Orissdiferyear ended 31 March
2003 regarding failure of the department to mamtBD accounts and to
reconcile these with the DISTCOs from April 1999uking in adhoc

depiction of arrears. Arrears of ED (both captived anon-captive) upto 31
March 1999 realisable from GRIDCO and other liceissevas Rs. 114.67
crore. The department did not furnish information arrears, for the
subsequent four years upto 2002-03 consequent tiygoprivatisation of the

DISTCOs, to audit. Arrears for the years 2003-0d 2004-05 as reported by
the department stood at Rs. 346.21 crore and Ris7&trore respectively.
The position of 2005-06 could not be furnished bg tdepartment. The
reported arrears as of 2006-07 were Rs. 533.12.cror
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The department stated that the position of arreahsbited in the books of
accounts of the DISTCOs were not reconciled witit tf the CEI (T&D).As
the department had no other mean of ascertaining # position of arrears

of revenue, these could not be included in the BEsavell. In the absence of
realisable arrear position, the BE was preparethbyFinance Department on
the basis of the trend of actual receipts of thecgding years. This is
indicative of the fact that the department neitied any established system of
gathering information on arrears of revenue nor ihaaken effective steps to
ascertain the position of the arrears of revenue

7.2.11 Weak internal controls

7.211.1 Under the OED Act, the licensees are required taish

periodical returns to the Els within the stipulatidsie along with the ED
payment particulars failing which they shall beliyuof an offence attracting
punishment of imprisonment upto six months or fupo Rs. 1,000. The
returns furnished by the licensees form the basitelry and collection of ED.

Test check of 47 out of 62 distribution divisiorfdlze four DISTCOs revealed
that 15 divisions did not submit the returns anddBZsions submitted the

returns irregularly with delays ranging from 1 t® thonths. The department
did not initiate any penal proceedings and onlyeésk formal letters for

submission of the returns. Since the returns wédme only means of

ascertaining the amounts due, the department hatheo mechanism to work
out the arrears and assess the correctness antinenaof ED deposited by the
licensees, due to non-submission/delayed submisgimturns.

7.2.11.2 Register of demand, collection and balance of E wat
maintained by the Eldn the periodical returns submitted by the Els to
their higher officers, only the amount collected wa reported without
showing the year-wise break-up of the demand agaihswhich such
collection was made. Therefore, the department is at aware of the
position of arrears of revenue at any point of time

7.2.12 Internal audit

The internal audit wing (IAW) of an organisationasvital component of its
internal control mechanism and is generally defimesdthe control of all
controls to enable the organisation to assuref itBat the prescribed systems
are functioning reasonably well.

The department did not have any internal audit wiAyV) and thus did not
have an effective tool to ascertain whether itsousr wings were functioning
reasonably well to ensure optimum realisation véneie.

The Government may consider setting up of an IAW tanonitor the levy
and correctness of ED paid.
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ICompliance deficiencies

7.2.13  Short levy of ED on domestic and comméat consumption

As per Rule 3 of the OED Rules, the licensee shalude the ED leviable
under the Act as a separate item in the bill ofghs at the prescribed rate and
recover it along with the energy charges (EC). Ei3 feviable at the rate of 5
paisa and 15 paisa per unit in respect of domastiiccommercial consumers
respectively between April 2001 and December 2005.

Test check of the records revealed that betweenl 2001 and December
2005, four DISTCOs in 15 electrical divisions s@¥28.692 MU of energy
(domestic 2,937.51 MU and commercial 791.182 MU}he consumers for
which ED of Rs. 26.56 crore was leviable. As agaihss, the DISTCOs
raised demand of Rs. 15.50 crore. This resuitedhort levy of ED
amounting to Rs. 11.06 crore.

After the cases were pointed out, the Governmepiteet in September 2007
that the matter would be intimated to Els (T&D) fbeir compliance. Further
development has not been intimated (November 2007).

7.2.14 Non-levy of interest on belated paymieof ED)

Section 5 of the OED Act envisages that if dutpas paid to the Government
within the prescribed period of 30 days, interdst&per cent per annum is
leviable.

Scrutiny of the records revealed that though twmpanies' paid/remitted
ED to the Government account after delays rangiagvéen 1 and 201
months, the department did not levy interest of Rf81 crore on the
companies as mentioned below :

(Rupees in lakh)
Sl Name of the Period of Amount of Date of Interest
No. industry/ generation/ ED paid payment leviable
licensee collection
1. M/s Indal 07/2003 to 488.98 30.10.2004 55.14
Hirakud Power | 08/2004
05/2005 to 82.72 09.09.2004 3.81
07/2005
2. M/s GRIDCO, 1988-89 to 836.99 12.01.2006 422.24
BBSR 2005-06 5.14 03.04.2006
Total 481.19

After the cases were pointed out, the Governmextedtin September 2007
that no authentic record was available with theroweler, the matter had
already been intimated to the appropriate authéoityealisation of the dues.

51 M/s. Indal Hirakud Power & M/s. GRIDCO.
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|7.2.15 Non-adjustment of proportionate duty

Provisions under sub-section 2 of section 5 of@E Act read with para 94
of Orissa Electricity Regulatory Commission Distiilon (Condition of
Supply) Code 2004, stipulate that the ED and istetteereon shall be the first
charge on the amount recoverable by the licensem fthe consumers,
provided that in case of part payment by the comsamthe proportionate
share of duty from the total allocation shall beuated first.

Scrutiny of the records revealed that in seven <gsertaining to three
DISTCOs lump sum payments made by the industriaemers and security
deposits adjusted against outstanding dues werapprtioned towards EC
and ED as mentioned below:

(Rupees in lakh)

Sl Name of | Name of the Period Total Amount | Amount | Shortfall
No. the consumer involved amount | allocated to be in
DISTCOs realised | towards | allocated | realisation
ED towards
ED
1. NESCO | Orissa Adjustment| 23.38 NIL 0.73 0.73
Sponge Iron | of security
Ltd., deposit?
Pallasponga
2. -do- Orissa 76.41 NIL 2.39 2.39
Sponge Iron
Works
3. -do- M/s Pankaj | Jan. 2006 300.57 1.39 14.50 13.11

Industries to Oct.
Keonjhar 2006

4. -do- Ferro Nov. 1999 | 8,430.53| 402.42 463.84 61.42
Chrome Plant to Aug.
J.K. Road 2005

(JRED, J.K.
Road)
5. CESCO NEELCHAL,| Nov. 2003 10.22 NIL 0.40 0.40
Refractories | to Sept.
(DED 2005
Dhenkanal)
6. -do- IPI Steel June 2003 | 100.00 NIL 5.38 5.38
(DED to July
Dhenkanal) | 2005
7. | SOUTHCO| M/s VBC June 2005 | 124.42 NIL 4.42 4.42
Ferro Alloys | to Aug.
Ltd. 2005
Rayagada
(RED
Rayagada)
Total 9,065.53| 403.81 491.66 87.85
52 Period is not available.
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The Els, however, did not initiate any action talise the ED dues from the
DISTCOs. This led to non-adjustment of Governmergsdof Rs. 87.85 lakh.

After the case was pointed out, the Governmenedtat September 2007 that
instruction was being issued to the concerned &) for verification of the
cases and take necessary steps to realise the Efamiling with the
DISTCOs.

[7.2.16 Exemption of ED for non-captive consumiuin|

New industries availing of exemptions under IPR 6.%0e exempted from

payment of ED for five years on the basis of tle@ntract demand (CD). As

resolved in the review meeting held in the inspedtoon 21 September 2004,
in the event of variation of the CD, the El (T&Dpuld cancel the exemption
benefit unless such variation is sanctioned bytepartment of Energy on the
basis of fresh recommendation from DI/District Istfies Centre (DIC).

Test check revealed that M/s Shree Salasar Cas{Ppdtd which was
enjoying exemption benefit under IPR 1996, enhante@D in April 2002.
The EI (T&D), Rourkela subsequently withheld themwption benefit in May
2006 for want of revised recommendation by the IB$pite of withholding
the exemption benefit, the company did not payBBefor the period from
April 2002 to May 2007. The department failed twiesv the return of the
company and raise demand for payment of ED. Tlsslted in short raising
of demand of Rs. 17.05 lakh.

After the case was pointed out, the Governmenedtat September 2007 that
necessary instructions had been issued for recafeBp from the company.

The reply does not explain the reasons for theufilof the department to
detect non-payment of ED by the company after tkemgption benefit was

withheld by it.

[7.2.17 Conclusioh

The Act provides for filing of returns by the lices which are an important
internal control measure to monitor the paymen&Dbf and its correctness.
The department had failed to effectively scrutiritse receipt of the prescribed
returns and the correctness of ED payable as gerdturns which led to
leakage of revenue. The Government in extendingneken decides to
forego revenue in pursuance of certain definedatibvjes. Exemption of ED
was granted without verification of records in thdustries Department which
resulted in grant of irregular exemption. There wasmechanism for proper
monitoring of arrears of revenue and collectiorréb& The internal control
mechanism of the department was weak as is evidemgehe absence of an
IAW which is a management tool for plugging lealksa.gé revenue and non-
maintenance of the prescribed registers.

77



Audit Report (Revenue Receipts) for the year ended 31 March 2007

17.2.18  Summary of recommendatiohs

The Government may consider

e issuing instructions to the Els making it mandattwyreview the
returns furnished by the licensees and verify theisle the books of
accounts, on the lines prescribed under the OEDaAdtRules made
thereunder;

» installing a mechanism making it compulsory for #ls to verify the
records of the Industry Department before allowamy exemption
under the IPRs;

* introducing reports and returns to be furnishedhgyEls showing the
upto date position of arrears of revenue, amouwtvered during the
period under report/return, amount which could bet recovered
during the period under report/return and closiatabce of arrears of
revenue to be recovered at the end of the returtagheand

* setting up of an IAW to monitor the levy and cotress of ED paid.

7.3  Non-realisation of dues relating to the State @®st House

The State Guest House (SGH) offers boarding angingdfacilities including
telephone and vehicles to visiting officials andrdiaries on payment at the
approved rates. Such payments are made by thesgaesihe time of their
check out on the basis of the bills prepared byS#1. These payments are
treated as departmental receipts and creditedet@stbvernment revenue. As
per the provisions of the Orissa Treasury Code (QT&se receipts, except
in specific cases, are to be deposited in the drgasithin three days and are
not to be appropriated to meet the day-to-day edipene. Further, retention
of money in the shape of paid vouchers is striptlghibited and advances
paid for specific purposes to the Government sdésvand suppliers are to be
adjusted within one month from the date of payment.

Scrutiny of the records of the SGH in May 2006 eded that dues of
Rs. 76.84 lakh were outstanding (as on Novembeb6Y@gainst guests on
account room rent, food served, vehicle hire cheuayed telephone facilities
availed of by them. As the SGH authorities did teke timely action for

collection of dues, these have been outstandinghénbooks of accounts
against various occupants. Out of the above Res65.75 lakh relate to the
period prior to 2004-05 (Rs. 26.10 lakh has bedstanding for more than 10
years, Rs. 14.66 lakh for five to 10 years and 2&s99 lakh for two to five

years) and the chances of their realisation sedm temote.

Further, the SGH receipts of Rs. 15.79 lakh calédbetween March 2005
and April 2006 from the guests were not remittetb ithe treasury but
irregularly appropriated towards running expenditof the guest house by
depicting them in the cash book as outstandingrazbsaand paid vouchers.
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After the case was pointed out, the Manager, SGH Oader Secretary to the
Government stated in March 2007 that steps wernegbieiken to debar the
defaulters from availing of further accommodationthie SGH and to realise
the outstanding dues by initiating action underlieubemand Recovery Act.

The reply is not tenable as legal action for redils of outstanding dues was
yet to be taken. The reply is silent about thegular appropriation of

departmental receipts for meeting expenditure ®fSGH.

The matter was referred to the Government in May72@heir reply has not
been received (November 2007).

Bhubaneswar (Atreyee Das)
The Accountant General (CW & RA)
Orissa

Countersigned

New Delhi (Vijayendra N. Kaul)
The Comptroller and Auditor General of India
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Annexure-|

(Reference Para 2.2.10.1)

Observations Cuttack-1 Range Sundargarh Puri Range Total cases

No. of cases Range No. of cases

No. of cases

Main business place address 3,051 3,455 5,485 11,991
is not available
Name of the owner of the 4,399 2,570 9,279 16,248
business is not available
Business types  (whether 1,017 768 1,530 3,315
propertiorship,  partnership,
company etc.) are nat
available and shown as zero
Date of commencement of 4,716 1,146 6,260 12,122
business is not available
Date of commencement of 5,571 4,118 14,778 24,467
liability is not available
Partners details not available| 5,68 381 619 1,568
though business type was
stated as partnership
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