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INTRODUCTION

I, the Chairman, Committee on Public Accounts, having been authorised

by the Committee to present this Report, on their behalf present the 54th

Report on paragraphs relating to Taxes Departments contained in the Report of

the Compffollcr and Auditor General of India for the year ended

31 March 2009 (Revenue Receipts) Vol II.

The Report of the Comptroller and Auditor General of India for the year

ended 3l March 2009 fRevenue Receipts) {vas laid on the Table of the House

on lst March, 2010.

The Committe€ considered and finalised this Report at the meeting held

on 30th June, 2014.

The Committee Place on record their appreciation of the assistance

retrdered to them by the Accoutrtant General in the Examination of the Audit

Repon.

Thiruvananthapuram,
9th July, 2014.

DR. T. M. THOMAS ISAAC,

Chairman,

Committee on Public Accounts.



REPORT

TAXES DEPARTMENT
.fMNsmoN 

FRoM sAI.Es TAx To vAT

This Report contains a rcview on 'transition from sales tax to V..\T itr Kerala
involving { 295.24 crore. Some of the major flndings ar€ mentioned beiow:

. The percentage of growth of revenue showed an inconsistent trend
thmughout the pre-VAT and posr-VAtr period from 2001-02 ro 200g{9,
though there was growth of revenue in absolute krms.

. Shortcomings in the computerised system implemented by the depafiment
coupled with non-oomputerisation of all the check posts resulted in the
retums of the dealers not being. effectively scrutinised electronically by
the assessing authorities.

. Department is yet to prrpare a. comprehensive manual presoibing
guidelines and norms for effective adminisEation of VAtr in the State.

. The departnent was unable to fumish the number of assessmens lnnding
under the repealed Act and also assessments completed dudng th;
preceding years after implementation of the VAII which indicates weak
monitoring mechanism.

. Registering authorities did not obtain seclrity of T 5.73 cmre ftom new
dealers despite specific orders of the Commissioner of Commercial Thxes.

. The depaftnent was unable to detect the unregistercd dealers and bring
them under the tax net due to absence of directives prescdbing a sysrcm
for monitodng surveyvraids.

. The department has not pr€scriH a sJ6tem for periodic sc titry of rhe
books of accounts of the dealers to verify whether a dealer has crossed the
threshold of liability for payment of tax.

. Therc was no mechanism for monitoring the rcceipt and scrutiny 50of the
retums. Test check by audit in two circles revealed shon lew of tax of
{ 21,77 crore including intercsr and peDalty. Besides, assessinfauthorities
inmnecdy accepted CST retums which rcsulted in shon lew of tax of
{ 161.67 cmre.

. There were deficiencies in the process of alloreing input tax q€dits tike
non-circulation of Ust of cance ed registrations, allowance of claims bn
the st€ngth of purrhase list mentioning the rcgistration numbers under the

10952014.
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repealed Act, absence of cross v€rification of the feconds of the selling

dealers etc. Test check i4 two circles rcvealed short levy due to excess

availing of inPut tax credit of { 1 crore including interest and penal

interest.

. There was short demand of VAI compensation from CenEal Govemment

by t 93.69 crore due to failure to detect and rectify appar€nt

- misclassifications in revenue collection'

' Deviation from VAT design specified by the EPC resulted in loss of

t 1.30 crore.

Introduction

The Empowered Committee (EPC) of the State Finance Ministers set-up by

theGovemmentoflndiainitsmeetingheldon23rdJanuary'2002unanimously
a".iJJ * i"o"a*e Value Added Thr avAT) in all the States and Union Terdtories

with effect from lst April, 2003. After several rounds of discussions they came out

*irft . ttti. paper in ianuary 2005 defining the basic designs of.,the state level

VAT. However,-taxes on sales, trade etc., being a state subjeq lhe states werc

allowed the flexibility to adopt appropriate variations in their VAT Acts' consistent

"'i 
ft att" U"ti. design. rhe Vnf lyttd. which is a destinatiodconsumption based

tt t"ar. tt"t paiisions for set-off of the tax paid on the previous 
-purchases 

and

r."LJ ,o 
"aa."ti 

p-blems of double taxation of commodities' multiPlicity of Bxes'

r,ircfr"i" *a 
"aiai"-al 

tax on sales tax etc', in the sales tax strucrurc that resulted

in u cicading tax burden' Major designs Put forth in the white paPer i e as

follows:

. Manufacturers and Eaders will be given input tax credit (ITC) for

purchase of inputFincluding that of caPital goodrmeant for use in

manufactur€ or resale;

. fTC remaining unadjusted at the end of a year and also on expon will be
' refunded to dte dealers;

.Dealerswillsubmitselfassessmentr€tumsdeclaringtheirtaxliability.
These rctums will be considered as deemed assessment except where

notice for audit of books of accounts of the dealer was issued within the

pr€scdb€d Period;

. Audit of books of accounts of the dealer will be delinked from tax

collection wing to remove anY bias;
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. Therr would be two basic tax rates of 4 per cent and 12.5 per cent Plus a

specific category of tax exempted goods and special Vr{T rate of
1 per cent only for gold and silver omanents, precious stones etc.; and

. Other taxes like tunDver tax, surcharge, etc., to be abolished and phasing

out of Central Sales Tax (CST) and rationalisation of overall tax burden.

The Govemment of Kera]a imPlemented the Kerala value Added Thx Acl
2003 (KVAT Act) with effect from 1st April, 2005' Aviation nrbine fuel, motor

spirit, high-+peed diesel oil, petrol other than naphtha, foreign liquor, ganja and

opium, however, mntinued to be administered under the Kerala General Sales Tbx

Act, 1963 (KGST Act). The major variations between the Pre-VAtr and post-VAf

scenario are given in the Annexure IIL

We undertook a review of the transition process from the sales tax regime to

the VAT system.

Organisational set-up

Principal Secretary, Tbxes administers the levy and collection of tax under

KGST, KVAT and CST Acts at the Government level and the Commissioner of

Commercial Taxes (CCT) at the departmental level in the DePartment of

Commercial Tbxes. The CCT functions with the assistance of Joint Commissiotrers

(JC), Deputy ComEissiones (DC) and Inspecting Assista Comnissioners (IAC).

Assistant Commissioners (AC) in Special Cirles and Commercial Tbx Officers

(CTO) in ordinary circles were in charge of rtgistrauon of dealers, scrutiny of
rcturns and levy and collection of tax. There arc CTOs (Work Contact) in each

d.istrict exclusively for rcgistration, scrutiny of the retums and levy and collection

of tax on works contract.

Audit objectives

We conducted the review to ascertain dre:

. prompmess and effectiveness of planning for imPlementation of rransition

from the sales tax regime to VAf, system;

' adequacy and effectiveness of dre organisational sE:ucture;

' adequacy and ptoper enforcement of the provisions of the VAtrAct and

the Rules made thereunder to safeguard the rcvenue of fte State;
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. adequacy of and effectiveness of the intemal control mechanism in the

Department to prcvent leakage of rcvenue; and

. status of the system after being in place for four years.

Scope and ncthodologr of audir

We conducted the rcview during May to September 2009, covering the period
tom 200!06 to 2007-08. During the audit pmcess, we collected data on
r€gistratio& filing and scmtiny of the returns and grant of ITC on opening stock
from the DCs through questionnaires issued through the office of the CCT. Data on
preparedness and transitional pmcess were gathered frcm the records in the office
of the CCT and the Tbxes Department of Govemment of Kera.la. We have also
scrutinis€d selected files at CTO, Special Circle, Thiruvananthapuram and CTo
(Works Contract), ThLuvananthapuram.

Aclnowltdgcment

On behalf of the Indian Audit and Accounts Depargn€nt, we acknowledge the
coopention of the Commercial Thxe6 Departnent in pmviding necessary
information and records for audit. Before taking up the review, we have organised
an ent4/ $nfercnce in May 2009 which was attended by the hincipal Secr€tary
(Ibxes) who rrras also holding the charge of the CCT, DC (General) and DC (Audit
and Inspection), wherein the scopre and methodology of audit was explained to the
depanment. An exit conference was also held in July 20O9 by the Principal
Accountant General with the Principal Sesetary Cfaxes) in which the findings of
the review and the recommendations were discussed. After the exit conference, we
have forwarded the draft review report to the Government/Depanment in August
2009 requesting their response. We have included the replies oI the
Govemmenvdepartment dudng the exit conference and at other points of time in
the relevant paragraphs of the review. We arc happy to rcpon that the Government
have accepted most of our audit findings and recommendations.

Rcsults of audit

Our r€view on 'Ttansition from Sales tax to VAI system in Kerala, revealed a
number of deficiencies in the transitional process, lacunae in the Act and Rules and
other wea.lmesses of adminisnation of the VAT. Also, we have noticed cases of
non/short realisation of rwenue worth T 295.24 crore. These are discussed in seven
succeeding chapters.
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FINANCIAL ANALYSIS

Thcnd of rcvcnuc

Pre-UAT and post-UAT tax collection

Our evaluation of the tax coUection during the pre-VAT (2001-02 to 2m4-05)
and post-VAI periods (2005-06 to 2008-09) and the percentage of growth of
receipts in each of these years indicated that there has been an increase of
2.82 per cent in average growth dudng the post-VAT period over the pre-Vr{T
period. The percentage gmwth during the years 2001-02 to 2008-09 are shown in
the charts below:

tn

he-VAT Po6t VAif

Year Actual
collection

Percentag€
of growth

Year Actual
collection

Percentage
of gowth

2001-02 4,4A.As 2.00 2005-06 7,037.97 5.03

2002-03 5,343.15 20.32 2006.07 8,563.31 2r.67

2003-04 5,991.43 12.13 2007-08 9,371.76 9.4
2004-0s 6,70105 11.84 200&09 11,377.t3 2t.4

Average growth lt.s7 . 14.39

Chan showing pcrcentage of growth
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We notictd that though the rcvenue has been increasing in absolute terms

during the pre-VAT as well as post-VAT periods, the percentage of growth of

revenue during the preVAtr and post-VAI period has been showing an inconsistent

tl€nd.

Variation betwcen the budget estimates and actuals

Our analysis of the perforrnance of the department dudng the post-VAf

pegiod (2005-OO to 2008-09) indicated that though the dePartment could not

achieve the talges fixed during 2005-06, 2007-08* and 2OO8-09, however, overall

the department has done fairly well in achieving the ta4ets as the variations werc

confined to about six per cent'

After we pointed out the variation, the Govemlirent stated that the decr€ase in

V.r{T collection during 2007-08 was due to reduction of tax on certain commodities

fllm 20 per c?nt to 12.5 Per c€nt.

I lf misclalsificatiot pointed out in paragraPh 2.5 weie also reckoned, de.rease of actuals over budget

",ti."t" 
aaing zooz-OA woutd be { 32?.,t6 .rot! (6.35 Per ceno.

l(|, tn crore

Year

Budget

estimates

(rtvised)

Actuals

Variaton of

actuals over

budget estimates

Percentage

of Variation

200s-06 3,134.00 2,9s5.81 (-) 178.19 c) s.6e

2WG07 4135.00 4,189.58 (+) sa.s8 (+) 1.32

2007-08 s,129.67 5,014.80 (-) 174.87 (-) 2.24

2008-09 6,218.35 5,881.96 c) 336.3s c) s.41



Comparbon bctwc€n the VAT/Sdcs tar nccipts vis-i-vis thc total (tar and
non-tax) receipts of thc Stat
- The comparison between the VAT/Sales tax receipts vis-i-vis the mal (ax
and non-tax) receipts of the State during 1999-2@0 to 2008-09 is shown in the

table and chart below:

Sr/V/tT rtc4c dt a-vtr brrl ttc.otr

RuDees in ctotg

Year Tbtal receipts VAf,/Sales tax
rcceiPts

Percentage of VAT/Sales

tax receipts over the tota.l

recerPls

1999-2000 5,680.71 3,8s3.s4 67.U

2000-01 6,480,38 4,344.33 67.04

200r-02 6,401.15 4,440.85 69.38

2002-03 7,920.59 5,343.15 67.6

2003-04 I,W.79 5,991.43 67.77

2004{5 9,724.08 6,701.05 68.91

2005-06 10,u2.41 7,037.97 66.13

2006-07 '12,786.33 8,563.31 66.97

2007-08 74,746.95 9,37L.76 bJ.55

2008-09 17,380.18 t1,377.73 65.46

-rom
IT

r15Ero
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t

0
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The table and the chan above shows that VAT/Sales tax receipts rema.ined in
the range of 63.55 to 69.38 per cent of total state rec?iPts during ten year period

up to 200&09. However, the percentage share of VAT/Sales tax in total receipts

which was 67.84 per c€nt during 1999-2000 went up to 69.38 Per ctnt in 2001-02

but fell to around 65 per c€nt in 2fi)849.

Gomparison betr.vcen the VAT/Sales tax rcccipts Yis-a-vis the tax rcceiPrs of
thc Statr

The comparison between the VAf,/Sales tax receipts vis-d-vis the ax receiPts

of the State during 1999-2000 to 2008-09 is shown in the table and chart below:

I(L In crore

Year Tox receipts UNI/Sales tax
recerpu;

Percentage of UAT/Sales
rcceipts over the totol

tsx receipb

1999-2000 5193.50 3,853.54 74.20

2000-01 5,870.26 4,344.33 74.01

2001-02 5,923.42 4,44[.85 74.97

2002-03 7,302.54 5,343.15 73.17

2003-04 I,O84.77 s,991.43 74.07

2004-05 8,963.65 6,701.0s 74.76

200s-06 9,778.62 7,O37.97 7t.97

2006.07 11,941.82 8,563.31 71.71

2007-08 13,668.95 9,371.76 68.56

2008-09 15,990.18 17,377.t3 71.L5

Sfntf rtalbi tb+vL bll E rcdhl

n-t3tro
E!Tlr[
J'EO

/E
J

0
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The table and the chan above shows rhat during ten year period up to 200g_09VAl/sales tax receips consrituted g.ls to z+.sz ftr ceil;i;;"i receipts ofthe state. However, the shart of Vr\T/Saf", ta* ,n1* ie"ei-pl'iitfrTsat" *,fri"f,was 74.20 per cent in 1999-2000 came down to 71.15 per cerit in ZOOg-_Og.

Post-VAT collecrion of St CST and VAT

_.--_Jh!l9ol * on sales, tsad€ etc., raised by the State, split up oI receipts under
I:^_S}_9SI 

and KVA-X, 
_ry-Ientage of increase in vAx c;Iection f._ prvrou,year and percentage of VAT revenue.lo the tota.l tax *u"no" au.inl tn" y""Is2005-06 to 2008-09 are shown in the table below:

Year Total tax
on Sales,
trade etc.

Receipts under m.inor head for' Percentage
of increase

iD VAI
Collection

Percentage
of V.AT on

tax
on sales,
tade etc,KGST

Act
CST Act KVAT

Act
2005-06 7,037.97 3,297.26 486,36 2,955.81 42.00
2006.07 8,563.31 3,882.04 339.66 4,189.58 4174 4.92
2007-08 9,377.76 3,334.96 1,016.21 5,014.80 19.70 JJ.51
2008-09 1L,377.13 t035.19 425.38 5,881.96 17.29 51.70

Analysis of the figurcs in lhe table abovc brougbt out the following

Revenue of other misceUaneous rdnor heads not shown separaG[

.The KV-AT-figure for 2005_06_is the net collection after setring_off ITC onopening stock of tbe dealers as on 1st Apdl, zoos whtch may-tre'lh"u *"son fo.rccoding higher percentage of increase d;rg zoo+oi-rfrarl6iriio.'
The growth of VrlT collection as seen in the column 6 shows that though thereceipts incrcased in absolute telqsj th!- ,percen"g. "i 

-;;;rth;gistered 
adecreasing trend over rhe yeals 2005-06 to 2068_09.

. During 2007-08, rcvenue under KGST had decreased by t 547.08 cror€(14.09 per cent) and thar under CST harl_increased by t 6765i".',i liSi.rO p.. 
"*grn comparison to-the figues of 2006{7. Considering the price rise'in the non_VAfgoods and the rcduaion in the floor rate of CSf ftori four'per 

""r,ia 
at.." pu, .un,qynq 2001-18, such huge variation could ".t t" i"oiUf". nowever, thedepartrnent did not take any action to reconcile the figures ," ."qoi""a under the

10952014.
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Kerala Financial Code and locate the misclassification' This was despite the fact

tl|at the cenrral Government usea to grani var compensation on the basis of the

reconciled figurcs.

on scrutiny of the major remittances for 2007{8'-we detected

.i.d;il;;; lhat uldmately rlsdted in excess accounting 
'of 

{ 753'27 crore

anil { 187.39 core under csr *a-xvef respectivcly *t -1Pi 
accounting of

{ 932.31 aore under KcSr head' ilnsei*niSitott tt"int ot-ver compensation of

t 93.69 cmre for the year 2OO7'08 is enumerated in paragrapn o'o'

Governmentstatedthatthoughmisclassificationo.ccurredduringtheinitial
p"tii;ffiil;.il" 

-"r*ler,'ri"' i"p"t*""t reconciled' identified them and

effected changes in the treasury "tonat 
fft" fact remains F3l *-"' 

hY" refened to

the final figures booked by trt" e"t"t"""t General(A&E)' Kerala' Once the

1"."""[ #-*tpleted, no further chanqe is possible in the masury accounts'

Thouqh a note of errcr "- o" 
-"ril"""J it 'th" 

"tto*tt 
of AG (A&E)' the

deoariment did not make any such effort'

Cost of collection

The qross collection under 'Thx€s on sales' trade !t91 and expendi$re

"-;;'"fri"";i;;; 
ottiti th"J""* 200't-0i m 20084e ale shown in the

table below:

I

I Year ,-

Total tax on
Sales, nade

etc,
(sr+vAT)

Expendtue
on colledion

of revenue

Percentage of
expenditurc to

$oss
Collection

All India
average

of the rclevant
year

(t in aore)
0.78 0.9s

200+05 6,701.05 52.10

0.87 0.91
2005-06 7,037.97 50.96

2006-07 8,s63.31 78.21 0.91

0.96

0.82

0.83
2007-08 9,371.76 89.75

2008-09 tt,377.13 102.59 0.90 Not available

The cost of collection, which was 0'78 Per cent of the gross.collection during

,ood;, ;;';.*;"a 'pi" o'ge p"' ce$ dunng.2oo,l---0.9^:h:t:i i:lll,l,i* llz! "Ft-urr ''tu u*r.Nqu s,. '" - --';;d 
th" cost if collection' when compared to

0.90 per cent dudng 2008-09 Holt,
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9" 4 1"4: 3ve*ge for the rclevant year, was lower during rhe years 2004_05 and
20O5-06 while during the next two yean it was marginaly f,igher.

Rcc€ipt pcr dealer

. - 
The number of r€gistered deales during the period from 2001_02 to 20(}8-G,

vis-d-vis receipt per dealer is shown in the table ana chari below:

Period Number of
dealers

. Percmtage
inff ease(+)/decrease (-)
of dealen with reference

io prcvious year

Achnl
receipts

(Rupees in
crore)

Receipts p€r
dealers

(Rupees in
lakh)

2m142 1,38,100 4,44.85 3.22
2002-03 t,41,2W 2.3r s,343.15 3.78
2003-04 1,43,669 1.68 5,991.43 4.17
2004-05 1,€909 2.26 6,701.05 4.56
2005-05 7,28,220 -12.72 7,037.97 s.49
2Q0GO7 1,45,439 13.€ 8,563.31 5.89
2W7.{,8 1,51,550 . 4.20 9,371.76 6,18
2008{9 i,s9,zo7 s.05 11,377.73 7.75

1t

ro

t

o lnic nri nor
-.or tra 

-o

at
z,



LZ

Thus, during the period of 10 yea$, the rcceipb Per d€aler hasgIown steadily

and durini 2008;-09 it registered a healthy trend of { 7'15 lakh per dealer

However, ile number of registered clealers recorded a decease of 12 72 p€r c€nt rn

U" y"., of i.pt"-*tation of VAc which is apparently due to raising of threshold

linit for registration fron annual tumover of { 1 lakh to { 5 lakh'

PREPAREDNES S AND TRANSITIONAL PROCESS

Preparation of vAT AcdRulcs, vetting of thc Act and Rules by the

Govertrment of India and approval of the Legislature

The departnent completed drafting of KVAT biu in association with the

Centse for Taxation Shtilies* (CTS). The daft KVAT Bill was then sent io the

GovernmentoflndiaforvettingonzTthDecembel,2002.TheLesislafurcpassedthe
KVAT BilI on 27th February, 2003 and it got the assent of the Prcsident on 10th

December, 2004' The Govemment notified the Act on 27th Decembeq 2004 and

published rhe KVAT Rules on 31st March, 20OS and VAT was implemented in

Kemla frcm 1st APril' 2005.

Crcation of awarencss anong thc stakeholders

The CTS conducted three state level conferences for discussion of draft VAT

Act during 2002-03 and 85 one-day tax Payers awareness Pm$amme/seminar on

vATinalldisFictsinassociationwiththetrading/businessorganisationsduring
2004-05. A 16 page booklet on VAT was also published through the Public

Relations Departnent and salient features of the VAT system was advertised

through electronic and print media. The departrnent had also established the facility

of a i+ hou, toll free telephone sewice to clarify issues in connection with VAI

TheGovemmentconstitutedfollowingcommitteeshavingr€presentationfrom
major trade associations to son out issues of imPlementation of VAT'(l) State Level

Consultative Committee (SLCC) with Finance Minister as the chairman' convened

once in six months, (2) Executive committee of SLCC which would meet once in

two months, (3) Disfict Advisory Committee under the chairmanshiP of DCs

which meet on second Wednesday of every month'

; e" 
",,tono."* 

i*rirut* 
"o"UUrfrua 

in rS92 W tft" C9"q"ry1 
"1$t'"1-" 

to pomote 
.and

underiake tesearclL Eaining, -n'"ltan6 
-;d- 

[uiltion in tle tiera ot public fitance' taxation law'

management and actounting
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Analysis of staff nquireEent and Re.organisatbn of thc Tbxation Dqrartmcnt

The Tbxes Deparunent retained all the existing five wings* during

r€-organisation also. However, they deployed more ACs and CTOS for audit

assessment and during the first two years tlley entrusted the duty of completion of
the pending KGST assessmenB to 105 out of 327 CTOS of assessment wing. Und€r

KVAT Act, DC (Appeals) is the first appellate authority whereas it was Appellate

Assistant Commissioner under the KGST Act. The Department rcduced their

number frorn 16 to 8. Despite our specific request, the deparurent did not fumish

the wing-wise staff position consequent to Fecent re.organisation of the audit

assessment witrg,

Gonputerisation of the Thxation Dqnrtnent and the cbeck posts atd thcir
intcrlfurking

The DeparErent had completed computinisation and I/r'ide Area Network

(WAN) networking of all circles by 2006. However, the details of elecuonicaily

filed retums for 2007-08 onwards only are available in the system. The Department

also informed us that it was a Government policy to computedse only A & B classt

check poss. The flepanment completed computerisation a.nd networking of 14 out

of 8l check posts (six A class, five B class, 32 C dass and 38 temporary check

posts) by March 2009. Frcm January 2009, TIN dealers have to mandatorily e-file

the retums. However, we feel that e-returns can be effectively cross verified with
the information available in thq check poss only if all, the r€maining check posls

arc bmught under WAN.

The Commercial Tbxes Department has pmvided us with a dedicated

usemame and password to have access to the computsised databas€ for audit

scrutiny. We are thankful to the depanrnent for giving us the access to its database.

' Appelate Win&.Ass6sme WtD& Audit Win& Int lig.ttce wing and Legal wiD8.
r Check poss were clas,sified as A, B and C based on the nuEber Qf vehicles passiDg througb tbe6e and

r€veDue collKed.
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We obseived the following deficiencies in the software 'Kerala vAI

Information System'while attemPting to retrieve cenain data from the database:

.Searchingdealersbynamedidnotyieldresu]tinsomeofthecases.This
was main-ly due to granting of legistration either in the name of the dealer

or in the name of the business concem'

. Software did not have any provision to generate commodity wise list of

major dealers.

.- Field used by the softwan for cmss-checking of purchase and sale is

invoicenunber.Additionofsomelettersascodesbysomepnrchasersin
invoice number makes ihe comparison difficult'

. Softwarc did not have an audit module'

Government stated tlnt the department completed WAN networking of offices'

that number of dreck poss running offline is 60 and that they had issued necessary

instruction to IT Management Cell to consider suggestions Put forth by us'

We re(x,mmmil that' besii!6 he poinb mentioneil above' the ilelmi"ent

nqr allo mnsiiler the folloving:

While verifying enclosues such as purchase list' sale list etc" of periodical

retum, crurent status of ttre dealer, i.e, active or cancelled or unregistered' gets

ar,rpfut"a in a column beside the TIN' Since status of the dealer is the most

,ul"v"nt iolor."tion while admitting input tax oedit 0TC) claim' another column

in the ."tu* fo. displaying date of rcgi$ration, cancellation etc'' would be useful'

Crcation of nanuals and trahing of rhe staft

The CCT by an order on 31st August, 2004 mnstituted six committees for

preparatory work on introduction of the VAT This included a Committee on

Vtanuat, negtuation and Forms. However, we found that the DepartmeDt have not

prepared a Manual on VAI so far (April 2010) and consequendy' the CTOs are not

Inuin*ioittg uny rccords other than those related to creation of additional demand

ancl collection of tax' The deParunent alongwith the CTS conducted various

programmes on VAT awareness from 2001-02 onwards, which included four state

ievel seminars and 30 awareness Pmgrammes on VAI during 200L-02 They also

conducted 60 such programmes in association with vprious tadey'manufacturing

associations during 2002-03. The dePartment conducted Eaining on general
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principles and issues on VAT for the officials, in CTS dudng 2001-02 and itr-depth
presentation and discussion on dralt bill and rules and pxrcedures of registration,

acceptance of retum, audit assessments etc., during 2002{3. The CTS had $ven
VAT related training to the officials of the rank of CTos and above duJing lhat
year. Th€y corducted vAT statute murse for the CTOs and additional cTOs during
2004-05 and KV.I{T introduced statutory forms during 2005-06. The departrnent
had also ananged for separate induction courses for directly rccruited and newly
promoted CTOS. Consequent to infoduction of the KVAT softwarc (KVAtrIS), the

deparbent imparted computer training on the software to its officers dudng
2006-07 and 2007-08.

We recommenil that ah. ilel/,',nnent nfry britry out a omprehensivc tt'd'n/[,l
on VAT specffiirg ihe ptoceilures for ailministatiut of KVAT ALt onil Ruhs
nnile thercuntlcr anit presoibiprescribing rcgisr'rs to bc nuintoid in ccch
ving of the ile?nrhnent

Completion of KGST/CST ass€ssments

fie Kerala Finance Act 2007 insefted Section 17D in the KGST Act to
complete the KGST assessments pending as on 1st April, 2007 under fast track

method before 31st MaEh, 2008, by a tean oJ officers constituted by tlle CCL The

team had t! complete the assessment fairly by summary proceedings. They were

empowered to give r€asonable concession on €stimation of suppressiou of
tumover. As the department could not complete all the pending assessments during

that year, the Govemneut extended the period first to 31st March, 2dXl and then o
31st March, 2010.

In our opinion, the decision to subject all pre'VAf cases to aisessment was

laudable. However, the deparunent could not fumish the details of the KGST

assessments pending completion and number of assessments completed eadr year

from 2003-04 onwards. This shows that the department was not effectivel5l

monitoring disposal of the assessments of the pre-VAT period under the fast track

method.

We recommenil |/,/.at ihe ilqartnent ryt exercise more conrol o,'er dE
omplaion rf osr€ssmcn,s of pte-VAT perid to 2nsure drot drc assassnan,s

unaler'fost Eackutos effective ontl there ws no ledcage of ranenuc
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Coliection of arrears of taxes due under KGST altd CST Acts

We analysed tle arrears of r€ceipts under the KGST and cST Act pending

collection at the end of each year, arrears realised during each year from 200't05
to 200&{9 as fumished by the CCT and found that there was a sudden increase in
the arr€ars during 2006-07, substantial decrease during 2007-08 and 2008-09

Despite our specific r€quests, the deparrment has not intimated the r€asons for such

abnormal movement of the figures. Also, the Percentage of collection of arrears

was negli$ble and remained well below five per cent which is a matter of concern.

In crore

Year Arrears under
KGST/CST

Anears collected Percentage
of collection

200lt0s 2,777.23 60.€ 2.18

200$06 3,O94.O2 62.06 2.01

20,J647 12,948.05 101.88 n70

2W7-OA 4,425.47 67.72 1.53

2008-09 3,328.56 145.66 4.38

The Government intoduced (April 2008) a scheme for clearing of arrears,

under which, the AAs could waive 100, 95 and 90 per cent of interest and penalty

on demands penaining to the period up to 31st Mar€ll 1996, 31st March, 2000 and

31st Marh, 2005 respectively, if the dealer opted for payment of arrears before
septemb$ 2009 or such other notified date. In the case of demand up to March
1991, 25 per cmt of tax was to be waived.

Despite these desperate efforts, the department could collect only T 145.66

crore dudng 2008{9 out of the arrnars of { 3328.56 cmre. We are of the opinion
that huge pend€ncy of arrears and subsequent loss of rcvenue on account of various
waivers announced by the Government are results of ineffective monitoring
coupled with non-initiation of timely action for recovery of Govemment dues over
the years.

We recornmand that the depnronent ma! instalt o strong mcchanism for
moninring ahc anears anil take aime bounil action to recover them. They may
olso considcr fixing Es1ronsiDiliry on the officerin-chargc for non-recovury of
ihrs wdcr his chmgc
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REGISTRATION AND DAf,ABASE OF DEAIERS

Cr€ation of database of dealers

The DeparElent started allotting computer generated numbers to the dealen
from April 2005 onwards though the system of regishation was manual. The
computerisd regisfation prcc€ss started from October 2006 onwards and from
February 2007 onwards, the department is also effecting cancellation of
r€gistration though intranet. As per the information fumished to us by
the department, there were 132039 TIN dealers, 2L774 PIN dealers and
4074 compounded tax dealers in ihe State as on April 2009.

Carrying forward of thc databas€ of dealers undcr the KGST Act and
conffrmation of thc sccuritics provided by them

Deale$ register€d under the KGST Act wtose tumover duitrg 2004-05 was
{ 5 lakh or above were liable to obtain regisEation utrder dre KVAr Act oD or before
20th April, 2005, on payment of fee applicable to renewal. The Govemment ammded
the Rules to extend the period to 15th February, 2(x)6. As per the pmvisions,
security/additional secuity wils not payable by the KGST dealus continuing the
regisration under the KVAT Act. fie departnent allowed the dealen to carry-ovcr lhe
s€curity, if any, fimished under the KGST Act, during the V..{T period also.

The Department infonned us that during introduction of VAT, they had
granted either PIN or TIN to all the dealers having KGST regisuation. We found
that the information furnished was not fully correct as drere was a reduction of
12.72 per cent in number of dealers in the first year of implementation of the VrlT
system. However, scope of major dealeN evading registration was less. Our study
of the registration process in 15 DC offices* revealed the following deficiencies:

. Details of dea.len registed under the KGST Act were available in the
marual register of Registered Dealers (R Register) maintained in the
circles while these were not available in the database. Ihe number of
dealers under the KGST Act as on 31st March, 2005 was 142821 while
the number of assessees during 2004-05 as per data fumished by the CCT
was 146909. We found that the DCs of the circles covered in this rtview
failed to fill the intended pm forma properly in most of the cases which
not or y resulted in the aforesaid vadations between the figures of DCs
and the CCT but also mad€ it impossible lor us to car4r-out a comparison
of dealers who were registered under the KGST Act but not rcgist€red
under the KVAI Act.

Alappuzha, Emahlul ldul*i, K6nnur, Kasaragod, Kollam, Kosayam, Kozhikode, Malappuasr,
Mattaddery Pahl&a4 Pathaiamthitta, Itinrvana hapua& Thrissu ad wryanad.

1095/2014.
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. The r€gistration is effective from fte date of filing valid application. The

CCT direct€d in October 2006 that the RAs should permit those who had

paid the prescribed fee before 15fi February, 2006 to fi]e aPPlication up to

31st October, 2006. and that the status of such dealers would be that of
r€Sistered dealen with effect frcm 1st Apdl, 2005. The instruction

conEavened the prcvisions of lhe KVAI Act and provided undue benefit to

the dealers as they werc eligible for the JTC {or the period during whlch they

had no regisEation at all. As Per data fumished to us by the DCs of the

circles test dlecked, the benefit of this circular was granted in 7741 cases.

. The Registering Authorities (RAs) could Permit dealers to whom

provisions of the Act apply to use the rtgistration certificates issued under

the KGST Act only up to 30th June, 2005. The Govemment amended the

nrle il April 2007 to allow such dealers time till 15th February, 2006 to

submit application for rcgistration under the KVAT Act. This amendment

contavened the pmvisions of the Act.

After we pointed out the anomally, the Govemment stated that the circular
applied to those who had remitted fee on or befort the cut off date prescribed in the

Rules, for switching over to VAT r€gistration. By payment of renewal fee they have

substantially complied with the provisions of the Act and it is only a mafter of
regularisation- The reply was not relevant as our co[lment was that the Ruie and the

ctcular conravened the provisions of the Acr While allowing deviations from the

provisions of the Act, the Government should have suitably amended the Act also.

Registratiotr of new dealers

Grant of new rcgistration without security

The KV.I\T Act permits, the RAs to dematrd from the dealers applying for
registratiotr, an amount not exceeding fifty per cent of the tax payable on the

tumover as security. The CCT in June 2005 dirccted that the RAs could grant

regisuation without secudty if the dealer is not likely to default in payment of tax
alter recording the reasons for arriving at such a conclusion and the evidences

rclied upon. However, in February 2006 the CCT fixed the rate of security to be

rcalised ftom individuauproprietorship, partnership firm and company at { 5,000,
t 1OfiD and t 25,000 respectively. Applicants r€quiring cST r€gisnation should
pay a security of t 10,000, { 25,000 and T 50,000 respectively. Deaien in goods

included in the first schedule only and those opted for presumptive tax Deed not
furnish security.

we noticed that the RAs granted 4,226 fresh KVAT registrations during
2006-07 and 2007-08 without obtaining security as prescribed by the CCT.
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Moreover, the RAs under DCs of Kottayam and Emakulam granted 23 and g CST
regisrations respectively, without sufficient security. Amount of security involved
was { 5.73 crore calculated at the average rate of security fixed.

After we pointed out the mistake, the Government stated ftat the Act r€qut€s
the RAs to demand security only if they have reason to believe that the dealer is
likely to default payment ol tax and hence demand of secuity was nol mandatory.
Besides, the amount can be deposited in securities and is liable to be retum€d and
hence, it is not a short levy. However, the fact rcmains that the CCT issued the
circular to curb unfettered discretion of RAs in this rcgad and the Apex Court had
held* that the cinrlar drections issued by the Commissioner is binding on the
departmental officers.

Itrcorrcct gratrt of PIN

A dealer would not be eligible to opt for prcsumptive tax if aggegate sales
turnover under KVAT Act or KGST Act exceeded t S0 lakh duing the pnceding
year to which the option rclated. Thmover of sale of medicine puchased from the
dealers who have opted for payment of tax on Maximum Retail price (MRp) was
the only exception. The CCT, however, directed in February 2006 Olat RAs muld
permit petroleum dealers to opt for payment of presumptive tax, if the turnover in
rcspect of sale of goods to which the provisions of KV.alT applies was below { 50
lakh. The Government also suitably amended the KVAT Rules with effect ftom
31st Decembet 2007.

We found that the RAs allowed 278 dealen of penoleum products to pay
presumptive tax. The anendment to the rule was void as it was against dre provisions
contained in the Act and can be lmplemented only through an amendment to the Act

After we pointed out the mistake, the Government slated rhat the decision to
allow petoleum dealers to opt for compounded tax on VAI itmr was only fu easy
administration of tax and does not have a revenue impact. The reply did not toudl upon
the issues raised by us which was about incoDsistency with pmvisions of the Act

Detection of unregistertd dcalers

The KVAT Acl empowers any officer not belo!, the rank of Assessing
Authority (AA) to enter any place of business and inspect any accounts or
doflrments rrlating to the business to ascertain the liability for r€gistration.

+ Padinjardlkara Ag.mies LiEit€d Vs Stae of Kerala (SC) 18 (KTR) 21.
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We feel that there is a neeil to improve the ircpection aaiviti* of the

ilepannent as we fuwnl itefciencies in the process of ileteding unregisweil
dcalerc as discussed balow

Non-ngirEation of those liable for rcgistration

A dealer in CTO, Second Circle, Thrissur purchased packing cases for

t 71.42 lakh dudng 2006-07 from five unregistercd dealen whose tota.l tumover

exceeded t 5 lakh. The RA, howevet failed to get them registered and collect tax

of t 2.86 lakh and twice lhe asount as penalry This resulted in nonJevy of { 8 57

lalh. After we pointetl out the deficiency, the Government stated that the

department had verifred the accounts of the dealer and it revealed that all five

persons involved had not exceeded the minimum turnover prescribed for

rcgisEation. The reply fumished is not acceptable as we have copies of the

puchase Iists which show that those five dealers had turnover exceeding { 5 lakh

each and were thus, liable for regisration and payment of tax and penalty.

Every casual trader shall, within 24 houls of his arrival in the State, intimate

the RA his name, address, nature of the goods he intends to deal with and the

period within which he intends to leave the jurisdiction of such authority. He shall

also submit an application for rcgistration as per the provisions of the Act.

Our analysis of the data received ftom DCs except DC, Alappuzha aud

PathaRamthitta revealed that during 2005-06 to 2007-08, only 487 casual dealers had

applied for rcgistration in the State, of which 251 were at Emakulam. Tlris showed that

the number of registations granted in remaining 12 districts were only 236.

After this was Pointed orrt by us, the Govemment stated that the statistics is

available only in respect of the legistration granted to the casual dealers by t}le AAs

of the circles. However, Intelligence Squad as well as check post personnel had

collected rcgisfiation fee alongwith security dePosit from casual traders, while

disposing tie cases detected at theh level. The reply confirms that the number of

dealers registered was less. Also, the fact remains that the security deposit obtained

liom these dealers is only a token money without any considemtion of lhe volume

of business which can only be ascertained by proper assessment at the circles'

As per the KVAI Act, registation is compulsory for any State/cenfral

Governmenvunion Tbnitory or any deParhrent thereof or any local authority or

any autonomou; body, irrespecive of the quantum of total turnover. For this
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purpose, the authorised officer is requir€d to submit an aPplication in form lE'
However, only autonomous bodies need to pay fee for re$stration/renewal.

Minimum fee for the regisfation is { 500 and fee for renewal of rtgistration by a
dealer who is not an imponer is t 500.

We have analysed the list of registrations granted in tbe State on the basis of
form IE applications and noticed the following deficiencies:

. At least 202 and 127 autonomous bodies of the Central Govemment and the

State Govemment respectiv€ly liable to obtain regisfatioD ftom
2005-06 were not registered. This r€sulted in loss of fees for regishation as

well as fee for subsequent three renewals, which amounted tot 6.58 lakh.

. ].o82 (88.47 per cent) out of 1223 local bodies in the State wer€ not

registered though all of them were awarden of works contract. In four
districls*, no local body was reglstet€d while in another fourt disticts'
only one local body each was registercd.

. Only two out of 13 CenEal Public Works DePartmert offices (one each at

Emakulam and Thrissur) and 13 out of about 63 State public works
offices (eight at Kollam and five at Thrissur) and few offices of the

lrrigation Depaftment and the Kerala Water Authority werc registered,

even though most of them were awarders of works contnct.

' Apan from the above two CPWD offices and CSD canteeq no CenEaI

Govemment offices were registered under the KvAf Act.

The umegis&rreil inniardons anong lhe obove would noa Fle nanilobry
r"&r/ns shoving r./o *s avsrdcil, ux deductzit at source from cont'm'or! ilebils

of purchose onil sale dfecteil etr. Conscquenily, dtere is no mecftanisrn !o cruss

ierify the records of ]he Wo*s Divisions antt brrying Drytunens in the cas' of
woii<s/supply contaclorc to conlmr vhether the deolers have acanlS incluild
the Etlfrnryet in conesponiling reatms antl pafuI ax

After we pointed out the deficiency in registation process, the Government

stated that &e audit objection was not correct as only departmentvinstituiions

having turnover of sale need to be registered, irrespective of total turnover and that

it is the responsibility of the awarder to deduct tax at source from every payment

made to contmctors includ.ing advance pa)rment The fact remains that most of the

departrnents/institutions may have sales turnover atleast on sale of unusable items

for which they may collect tax also. Registered dealers liable
ia t"ln''l', pe*enanrrhitti. ThiruvaDenlhaDuram and

f tdutti, xattnrn, xasaragod ard Konayam.

to tax only can
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collect t ( under the Act. Registation and filing of retum by lhem sewe as a

mechanism to ascertain, whether the dealers art including in the retum adeast

major sales and work cDntacts receiPts ftom such institutions and whether they are

deducting tax at souc€ on works conEact payment'

The Go,ycmmmt mqt ensure that all CentaUSurte Gol/e'|rmena

DcPnrhnen6,,l"al otfrrities ond sntonomorts Mies comply with lhe stoitlor
req.tiremcnt of rqistvfion onil fiIing of 't]arn

Ev€ry dearing or forwarding agency, lransPorting agency, shipPirg agency,

railway authorities etc., should submit to the AA by 10th of the subsequent month,

a monthly retum of all goods, they cleared, forwarded, transPoned or shipped. The

CCT directed in October 2006 and July 2007, that the parceVcourier cleadng and

transporting agencies would be categorised as dealer and every such agency

operating in Kerala should take r€gistration ill the circles, where their headquarte$

function.

We found that though therc are many courier agencies in Keral4 only four

agencies under DC Ernakulam, had taken rcgistation so far. Even railway

authorities had not obtained rcgisEation. Due to non-registration of these agencies,

the purpose of the provision to keep a watch on lhe puchases/sales of the dealers

by monitoring the retums of these agencies got de{eated.

Deficicncy in detecting unr,egistercd dealers

Our analysis of the data fumished by the DCs of the circles test checked

revealed the following d€ficiencies in the process of detecting unrc$stered dealers'

During the years 2005-06 to 2007-08, the departm€nt has granted

1053 registrations on the basis of special drives. This shows that on an average,

each day only one unr€gistered dealer was detected throughout the State. The

department stated that they conducted a special &ive to identify dealers liable for

rcgistration during October and December 2005, but the results were not made

available to us.

The KVAr Act (lst July, 2ffi6) prcvides for detection of the dealers who have

evaded regisaation through survey, inspection or enquiry and their compulsory

registratior! issuing a separate set of district-wise registration number. However,
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they shall not be entided to any benefiB accruing from such registration unless
they obtain nonDal registration. Details fumished by the DCs revealed that the
department granted compulsory registration under the above pmvision in 170 cas€s
in eight disficts*, of whiclL 96 dealers obtained normal r€gistration. No such
registrdtion took place in the remaining seven districts.

Wc founil that thottgh the prwision for rqi*criry the umzgiated
dealerc existcil in the KI/AT Act arld an In&;///lgence llr'lng existd, tllz
aleporf''tf,rt did not issuc any [trther ilirections N.sefibing a sl''g/n tu
nrenitofing the wrttqn/mfuIs

After we pointed out the deficiency, the Govemment stated that there was
good response fton trading community to the special rcgistration ddve intoduc€d
through Finance Act 2006.

We feel that there is a ned for the ileparntent to steamline the prccess of
dctcaion of tmregistcred ilalerc W iss.tfurC ilircaiyzs presribirg o rysrrrt fu
monitoring dre sun qtdmids

Cancellation/Suspension of rcgistation of dealers

Cancellation of rcgistration W the dealers

A dealer discontinuing the business should file annual return within fifteen
days, covering the period up to the date of discontinuance. He should also
surrender any unused declaration(s) rcmaining in stock with him and ITC availed
of on goods remaining unsold on closu€ of tlle business should be assessed as

Feverse tax.

From the records of CTO, Special Cirde, Thiruvananthapuran, we found that 55
dealers had cancelled registration during the period of this review. In the absence of
any monthly return, cancellation ordeB etc., in any of the cases, we could not ascertain

whether th€ AAs followed the conditions prescribed for cancellation

Can€ell,ation of rcgisration by the departmcnt

The registering authority can cancel or modify th€ regstration of a dealer, if
he has commifted the offence of endsion of iax more than once during a year or
obtained regisuation by fraud or misrepresentation of facis or have claimed ITC or
refimd of input tax on the su€ngth of foryed or bogus documents or has not beetr
paying tax collected consecutively for a period of 3 months etc. The AA cancelling
the cenificate of registration should publish the details in adeast two leading dailies
in the State and also in the website of the Commercial Thxes Department.

* Alappuzha, Kolam, Korayan, Kozhiko&, Malsppuam, Matta*hery, Palal(kad and Drissur.
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D$ing th€ period of review, dealers cancelled 13221 registations and the

departnent cancelled 2023 registntions suo motu. The deparEn€nt did not Publish the

cancellation of registration in any oI the cases either in dailies or in the d€pafimental website.

After we pointed out the rnistake, fte department stated that the official

website of the department provides TIN search {acility and while searching, the

woid 'active'will apPear in status column if the dealer is live and 'cancelled'will

appear if the dealer had cancelled regisbation. The reply of the department

overrides the statutory rEquirement' Publishing the cancellation of dealers in the

website will not only enable any viewer to know about the dealers whose

r€gistrations are cancelled but also alarms the various branches of the department

like the check gates, intelligence wings, while in the present system being followed

by the department, specific search has to be made to find out the dealers whose

rcgisEations are cancelled. Besides, in this system the date of cancellation of

r€gisEation which is of paramount imPonance in confirming ITC claim, will not be

displayed.

Suspension of rtgistration

The KVAI Act empowen the DCs to susPend re$stration of any dealer for a

period not exceeding six months for violation of conditions of the registration

cenificate or the provisions of the Act or Rules made thereunder' Similarly, DCs

can resort lo suspension oI registration for a period of six months to one year if the

dealer had evaded tax exceeding t 1 lakh during a year.

We lound that suspension of registration has been resoned to only in one case

during the period 2005-06, though there had been a number of cases of violation of
the provisions of the Act or evasion of tax. Besides, the details of the suspended

case were also not published as required

As tox paiil on pwchase ftom deafers whose registation is suspended or
cancelleil is nol eligible for ITC, we recommend thaa the depararrcnt may stictly
enforce thc provisions in the Aa for publishing the deuils of concelleil and

svqcndeil rqisottion in ilepattrtcrl.tal website.

We slso recommenit that ihe alelmtfirent nwy uke up the ms.wr with lhe
Ministy S Finance, Govemment of Inilia for making sufficient prwisions in the
TINXSrS hrcbsitr for ryloading fntch infornution whbh will help in alarming the
odrcr StuEs about the uncellatiin of thc rcgisantion of tfu dealen.
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Periodic analysis of ftgistration cGrtificat€s to dctcct dormant rcgisuations

. 
The 

_KVAT 
Ru.les, empowex the DCs to camel registration of a dealer if he

continues the rcgistration without any tansaction for a conti]tuous period of two yeaE.
We noticed that though more than 3700 dealers on an avenge did not fiIe any

return every year, there is no mechanism in the depanment to ch--eck whether s'cidealers..were actuarry continuing business or nor tf the 
",rrJui- 

d"ul"o *uraconoucung any Dusiness and collecting tax, the collected tax wourd be retained bythem and the subsequent dealers can claim rrc which *oura u" 
"n 

additional
burden on the Govemment. This proves that whi.le switchhg oveittre eotire tot ot
dealers fmm the KGsrect to xvnrecr, ,il;;;;;;"d"n"i p;p*ry.""tyr.
the pmffle of the dealers remaining dormrog t".riog ,"op" io. lr.ii",i 

"t "*CorFequent n the intoiluction of e_fiIhtg thtetion of ibrtr,m iHasllos becone eqy. We recommad_ orat tn'a$ianmt ln*ait a- nirr:norlsrr ogperidic r*icv of the TINI b iletzct tlo'lrrtrirrt r"gir*d; _;'csncel suchregistratim b awiit mhuse of reqisaado" 
""rafr""& ii i-rr1lril. the scwpc Scloims for indmissiblc ITCs.

Dctemination of openlng *ock under the KVAT Act
Under the KVAI Act, dealers claiming rIC on opening stock as on lst April,2005 wer€ required to declare their opening stock. nirmfi" Ur" cL ot aealenwhose total tumover exceeded t +O tat<tr'ana ,nfro ,... *q;ir"d*to lif. n&taccount for 2005-06 along with annlal retum, it was possible to verify whetlur

9p_egnC 
stock of rhe year tallied with thar of closing ,ri,"iio, ZOOi_Os under rheKGST Act, However, in 0re case of thoie who frad"not fnea tlre lccouots, such acmss checking was not possible. During the period of ,*i.*,, rlor" tt_35 per cent of the deajers did not submit"ather F&L;il';;:b6ing stockinventory thus hindering effective scrutiny of the retums. Wc to"rd tltoa a'lrtft

frutt thc ohvc cas4 dtc KlrATls.reftvtic ao 
"ot 

n*"-pr*i"ii'ii *r.AWthe stmk position of thc itealerc lor fun re *f*";; {;;;-ii6uio, wouutuve setw.t os o tul lo oscertoin witlwn refa"'ite b prqrrious qss€ssm"rrt
records, the pwchase qry9e of goods sofd ona possrlblc '"rpliJ"io" 

o1 *toatn ovvB excss cl/oim of ITC etc.

Conceding of closing stock less than that disclosed in the p&L account,
points to suppr€ssion of sales hrmover or deficit stock. we nodced thaL actual
stock of vehicle and spare pans as p€r stock inventory for 2006{7 of a dealer in
motor vehicles in CTO, Nedumangad, was for { 9.03 lakh as against t 18.89 la}h

109y2014.
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disclosed in the P&L account' OutPut tax at 12.5 per cent on the differential value

of{g.S6lakhaloneworkedouttoTl'23lakb.Totalshortlevyincludingintelest
and penal intercst worked out to t 2.19 lakh.

While conlirming rectification being done by the dePartment' the

Goveroment stated that the issue of major revenue corui€quence during tansition

period was ITC on opeDing stock, which was more or less effectively monitored'

We are of the opinion that availability of such a database in KVAIIS would enable

the depanment to match the stock position mentioned in the retum without

relerring to the previ,ous retum or ass€ssment and would also be an impetus for

effective monitoring on the dealers.

we rccommad that ihc ihpaonent mqy inser{ a Ptovision fot upluiling

tfre stock posiu'on in ttrc Kyr{fIS soltrmre or consiiler mneniling thc softwte so

ihot ihe opening diock ildorci! in a rcatm can be mqpeil with tfte closing srock

shown in thc Previous ratum'

RETURNS, THEIR SCRUTINY AND AUDITASSESSMENT

Reu|rns

Registered dealers as well as rhose liable to be registered under KVAT Act arc

required to file monthly/quanerly as well as annual rcturns' showing the details of

total tumover, tumover on which exemption is claimed' taxable hrrnover' output

tax due, tax collected, ITC availed of, tax due includhg reverse tax' if any' and the

tax Paid seParately for that return period

Deficiencies in forms for submitting re0lrns

Annual retuns are to be filed in form 10' The Govemment have prescribed

separate forms of retum from 10A to 1OF for presumptive tax dealers' works

contracto$, awarders of works, dealers paying compounded tax' casual traders and

the Govemment deParEnents, We noticed that the revised format of purchase

statement prescribed ftom 11th December, 2007 does not Provide space for the

description of goods without which it is difficult to detect excess claim of ITC

nrimo facie from that statement.
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Mechanism to monitor filing of renrrns

Under the KVAI Aa, most of the dealers are required to file $e monthly
r€turn while certain dealers arc required to file the quarterly retums. Due date for
filing the monthly retum is 10tv1sth of subsequent month and that for the
quarterly return is 15th of the month following the quarter. We analysed the ptocess
of filing of the retutrs and noticed the followitrg deficiencies:

Deficiency in prrovisions of the Act/Rules

. The KVAI Act and Rules do not provide for any specific penal clause for
belated filing of the rcturns, though the Act specifies penalty for
non-filing of any return and interest for belated payment of tax.

. The CTOs did not maintain any register to show whether the retums/
r€vised retums along with payment pfiiculars have been fited within the
due date or whether notice h,as issued to the defaulting dealers. This was
due to the absence of any prcvisions in the Rules or manual.

Ddiciencies in complianct with provirions for fiting of rmlrns
On analysis o{ the data on rctums rcceived from aI DCs, except pC,

Alappuzha, we noticed the following deficiencies:

. The AAs did not invoke the penal clause specified in sectior 67* against. 11168 dealers who had not filed the periodicat retums dudng 200$06 to
2007-08. Consequ€nuy, penalty of t 11.17 croref was not realised from
the defaulting dealers.

. Dealen with annual output tax liability on interstate sale of t 25 lakh or more
and wholesale dealers, distributon/dealers holding van sale permit were
reguired to file the retum of purchase and sale list electronically in addition to
hard copy ftom lst April, 2007. We found that only 3329 dealen had filed the
retums in elec-Eonic format that year. Despite ollr speciffc requests, the DCs
did not fumish the number of dealen who had not fl ed fie rctum in

a Section 67 d€als wilh perEl mlaiur,Es vimous
t At the |ate of T 10,(n0 in eadr car€.
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electronic formats dudng 2007-08. The database showing outPut rax

due from the dealers during 2005-06 to 2007-08 was not available

in KVAOIS. Hence neither we nor the department could ascertah

the number of dealers who had statutory obligation of e-filing of

rctums,

The dealen are rtquired to file annual retum befort 30th April every yeirI'

We noticed that 214251 annual retuns had not been filed during the years

2005-06 to 2007{8.

Every casual trader shall submit to the AA a monthly Ietum along with the

pmof for payment of the tax due. If he stops his occasional tansaction

during the coune oI a month, he shall file retum within 24 hours of

completion of last uansaction. We found that many casual traders were

evading from rc$stration and were avoiding filing of returns' Besides, out

of 487 such tlealers who had obrained regisration dudng 2005-06 to

2OO7-(f,, 374 dealers had filed rctums, of which 325. dealers had paid

advance tax,

Most of the CenEaystate Govemment depargnents, Union Tbrritory local

' authorities and autonomous bodies and Eansporting agencies had not

obtained regisEation and hence were not filing mandatory quarterly

rerum,

Wc rcr.f;'ttmail iha ihc ileptntena 'r''/,Jl! take adion contemplaad in the

Kq/AT Act anal teu! penaltt ogainsa the ilealerc lor tlefault in submission of

rcdtl|'/is in time.

Docrrments to be furnishcd along with rhe rcturns

The KVAT Rules specify the records to be submitted along with the monthly

and annual rctums. We found following deficiencies in the documentation process:

Deffcien(y in provisions

. The list of records to be fumished along with the VAf annual retum do

not include abstnct of utilisation of C/F/H forms prescribed under the

CST @e$station and T\rmover) Rules, 1957, though KGST Rules
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provided for matrdatory submlssion of the same. These arc €ssential to .

cross check whether, dealers had accounted for interstate purchasevstock
hansfer receipt of goods, against which they issue the forms.

In response to our query, seven DCs* have admiued that for the years
2005-06 to 2007-08 the dealers concerned had not fumished such details in 4085
cases. Consequently, the interstate purchase/stock transfer rcc€ived by these dealers
during these yeals remained unchecked leaving possibitity of leakage of rwmue as
illustrated below.

A dealer in Special Circle, Thiruvananthapuram, issued nine F forms for
200546 but did not concede any interstate stock transfer leceipt during the year.
The AA did not obtain and cross verify the abstract of the forms C/F while
scrutinising the rcturns,,

We arc of thc opinion tha. ihe Golyemment nr,l, @nd h. list of rcandr
a be funisheil vith annual rcatms to inctuilc thc .Icfrlts of ffitu y frrrlrs
issued by the ilealers anil ilePnrhtent mry uniter!'ike treir cross vefification ca
the timc of thc scnttitty of the rcarns/anilitoascssnrcr8.

. Dealers having a total annual fimover not less than t 10 lakh are liable to
pay tax. Futhet dea.lers having tumover less than T 50 lakh have an
option to pay pr€sunptive tax at 0.S per cent of the taxable tumover.
Dealers cmssing the above limit aI€ r€quircd lo pay tax at the pr€scribd
rates. Thus, it is important to monitor the total tumover of the dealers at
periodic intervals.

We found that the AAs were ascertaining eligibility for VAT liability (t 10
lakh) and presumptive rax liability Ct SO lakh) solely through the rctums and rhe
P&L account submitted by the dealers without ascertaining their comctness with
rpference to the books of accounts of the dealers. As such thdre was no scope for
detection of dealers crossing the threshold causing loss of revenue as enumerated
in paragraph 4.4.1.1.

t lduli&i, Kanrur, f\ottayaE, Kozhikode, Malappuan palald.ad aDd Tkissur.
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We recf'nmmil thaa the Grye',lmcnt nlc/tt ansiiler anlving o mechqnism

wherc ihe fuks of acc'lrunrs of the Prcsumptive trot poying dealers arc verified a
iletect such ilealen ctossing ihe prcscribeil &reshold limia

Non-furnishing of enclosures of renrrns

Our analysis of the data furnished by the DCs o{.-the. circles test checked

,"uuuled that ttiuny of the dealers were not filing of the following documents which

are to be filed along with annual return or thereafter mandatorilY'

Document to be fumished Period No. of cases for which
documents were

Percentage
of non-

compliance
due not filed

Stock inventory as on 31st March 2005-06
to

2@7-08

310886 118459 38.10

Audited statements of accounts and

certificat€ ftom a Chanered

Accountant or Cost Accounlant to be

filed by the dealers having totdl

tumover exceeding { 40 lakh

2005-06
to

2007-04

61120 12.32

CopY of balance slrcet with mdinS/
manufacturing and P&L actount bY

dealers whoce total tumover was less

than t 40 lakh

2006-07
and

2007-08

t74827 7238/ 47.40

Regist€red dealers having head

office situated outside the state

have to file Stat€ments of accounts

in r€sDec{ of activities in the State

r"p-it"ly along *ith the

consolidited balance sheet and

P&L Account if theY have not

drawn it up separatelY in the Audit
ReDort

2006-07
and

2007-08

Not
available

Such
dealers are

mainly
operating_ at
Ernakulam
and were
not filing
these
statements

Reconciliatioo stateDents, in case

where the details fumished in the

annual retum varY from those

furnished in the mondrly returns or

P&L Account

We found that the dealers aI€ not filing it
punctually. But only DCs Offices, Alappuzha

and Thrissur admimd non-Iiling in 84 cases
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VAI relies on self assessment and AAs are not required to scrutinise the
original books of accounts of the dealen in majority of the iases. Hence, the above
documents are the only 

-source 
for detection of ihort assessm"nt of a", ,ofprGon

ol tuinover, excess availing of ITC etc. Hora,evet we found that the deparhent has
invoked penal pmvision such as imposition of penalty up to T- 10,000 for
non-furnishing of the above enclosures in very few cises. 

- '

. We,:commmil. tha, the .teparanent nay initiou 0nfion such os hnpsitioit
oI pen:lty: suspension of rcgistrotion eE., ogainsa thosc who fail b-fumish
Fescribed .luumena uil-nwy ileny such .lcaler suarry it;lomtion ton E,ncnmng those under the CST AcL

Scrutiny and Verification of thc r.eturms

, , The.assessment r€lating b the retum period is deemed to be complete if the
dealer submits the retum in the prescribed manner and accompanied by the
prescribed documents with con€ct pafticu.lals. Otherwise, the AA his to r€ject the
r€tum after recording the reasons thereof, The AA can complete the assessme to
the b€st of his judgment if the dealer fails to fite a fresi return rectlfying the
defects, or fails to respond !o notice for b€stjudgment assessment.

-_^W: 
no|.d the following deliciencies in the process of scrutiny and

venncauon ol retums:

Deficicncy in Provfuions

Short levy due to incorrcct accepb nce oI CST rctum
The CST Act pmvides rhat, .the general sales tax law, of the State shouldgoven the assessment, re-assessment, coueAion and enforcement of payment oftax, including any interest or penalty, retums, provisioDal assessmenq advance

paynent ot tax etc. Under the KVAI Act, if the dealer submits the rcturns in the
prescribed mannet assessment shall be deemed to be completed, unless the retum
is rejected. This is applicable ro the CST r€tums also. Under the bSt lRegistrationand Tl-'nover) Rules, as amended from October 2005, a deale*t outO tu.ni.t
declaration in fonn ,C, or ,F,or the certificate in form E-I or form e-U to the
p_rescribed authority wifhin three months after the end of the period to which the
declaration or tle cenificate relates.

We found that though the CST Rule was amended the Stat€ Goverrment did
not amend the CST Kerala Rules to incorporate the above changes. Tte CST Act
rcquires theAAs to levy tax on the interstate sales tumover of g-oods not cover€d
by valid declaration in fonn ,C/F, at the late applicable to the goo"ds under the local
sales tax/VAT Act with effect from fst aprl, idOZ. niorto thit date, tax on sale of
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soods not covered by form 'ClF' was to be assessed at the rate of 10 per cent or at

Ile KVAT rate whichever was higher.

During scrutiny of the records in 19 CTOs' we noticed that in 184 cases for

tft" v."o io'os-oo 
"itl 

200G07, the AAs did not reject the csT retums submitted'

;;;;"ch,h" dealers did not fumish declaration in form C/F within the

orescriUea"time. es per the provisions of $e CST Act and Rules' the AAs ought to

t"r" *i*Jtt" f"iomplete returns and demanded tax at the differential rate' This

resulted in short levy of tax of t 161.67 clore'

After \t€ Pointed out the misake to the depafiment between- July 2008 and

Mav 2009 and reported these to the Government in April 2009' the Govemment

r",i"AiOL"*U"t'20(x)) that the pmvision in Cental Rule Permits submission of

a"a"r"iioo even after three months and that under CST (Kerala) Rules' 1957

iri..a *au. U" cST Act the AAs can make CST assessment for each year by a

sinste oder and that dealers can subrnit declaration in fonn 'C' and 'F'at any time

ile-tlt"cornptetion of assessment. Tbe interyretation js not correct since the State

nrf* fr..6a Utt"a on the CST Act and Rules is void frcm the date of amendment

G-i"roa Act and Rules, i.€' October 2005 B€sides, the concept of yearly

"rr"irt"nt 
ft"t been <lispensed with aft€r intoduction of VAT and the KVAT Act

orcvid"r tot suU.ission 
-of 

retums along with all documents which is to b€ teated

; *lf ;t*tt"d, of whictr, only a few iases are to be taken up for detailed audit'

il"r"", i it .i"a",ory 6 subtrft the declaration fgrms- in suppon- of claims of

""".ot"tVtaa*aa 
rate of tax. Also, in case of non-submission of forms if the

a"A"ilt- p.*"","d by sufficient cause, the AAs has to expressly allow him

.*t"orioo i"ttl"tt .ttoula be in written orders on the basis o{ specific requests by t}re

a..t"n. Io ttt. 
"Uoue 

cases, the AAs clearly missed the point and tbe contention put

io.tt by *te Cou"--ent is only an after thougbt after this matter was pointed out

by us,

The Government further stated in April 2010 that dealers had since submitted

statutory Jeclarations under CST Act in most of the cases and the AAs accePted

til ;d that tlifferential tax was d€manded fmm those who had not filed the

;;;;t"ri; Th" *ceptanae of the declaration fonns belatedly was irregular as the

*n""a"a dealen did not subBit the dedaration forms in due time and neither

rougftl .o"ntion of time in writing within the prescribed time frame of three

months nor did the AAs allow any such extension'

-sp"a"r ci'"r".map.rro' En'skuhD'I' 1lo?l:l1T I!- TP:l ltti--l!l-u,lT: Lni,l*'i.:;[i;;,bfi;fi ilt;sstr and cirles-chalal'h]dt chang{lsseq-l' kiy'lakrda' I<otravam'

xii"",rr"a-"Ta", p"*mbi, Mananchery II, Nedudangad, Ttuipudithua lI and Thriseur I[ cirl€.
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We recommenil that the G.Iftmmel:r- may onteni! the CST (I(erolc) Rules

i^^"iiotty in fine wirh the ametfrmenr mrdle in ihe CST Aaltula otd

KylTAcL

Non-prcscription ol rtgistcr to watch njection and follo*uP of Eturns

The KVAT Rules do not prescribe any register for monitoring receipt of the

returns and as such there was no mechanism to monitor the scrutiny of retums and

the circles ar€ not maintaimng any register to record rejection of return on scnrtiny'

issuance of notice for best judgment assessment and their follow-up'

Dcficiency in scrutiny and verification of thc returns

Our analysis of the data (r€ceived from all DCs except DC' Ernakulam) on '

U".t luagt"nt .rrpssments conducted from 2005-06 to 2007-08 by the AAs based

;;;;"y of retums indicaied that the AAs issued notice for best judgment in

1024 cases involving { 20'79 crore' Of these' the dealers remitted tax' interest and

p"na 
","*r, 

of { i'30 crore in 468 cases antl the AAs rcsond to best judgment

;;;;" under secdon 22(3) Ior non-response in 391 cases and created

additional demand of T 5.98 crore'

We also found that though the number of periodical and annual returns filed

Uy the deaters ran ioto lakhs, the AAs had resorted to best judgm€nt assessments

based on their scrutiny only in a few cases' Since r€sults of scrutiny of 60 annual

,"a*, Uy audit revealed large number of tliscrepancies' the department may

increase the quantum of scrutinY'

Rcults of scnrtiny of r.trrns conducted by audit

we scrutidsed the annual renrms of some major clealen during dre course of

review with reference to the monthly retums and form 13A* and P&L account to

ascertain the compliance with provisions of the KVAT Act with special emphasis

"" "r"r" 
tfr"r. n Affered significantly with that of the KGST Att and to verify the

;ff;;;.."* of dePartrnenul scrutiny of the rctums of the d6alen' whose

assessments w€re deemed as complete'-The resufts ot t!1y are,included in $e

following paragraph and instances of availing of excess IIC in pangraph 6'1'4:

' A.dit"d str "-"rrt "f 
A-"--tt to * rti-i-trtta a*g 'iib 

rh' Audit cdtificate'

109y2014,
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Scmtiny of returns of dealers other than work contractors

Provisions of the KGSTAcT and KVAT Act differed in rie fouowrng aspects
on taxation of discount, used car and medicines:

Item KGSTAct KVATAct
Discount Dealers can exclude all

discount allowed as per
regular practice in trade
while deErmining taxable
turnover

Act allows to deduct from
tumover only discount
shown in original invoice,
as the purchaser is
availing ITC on its basis.

Sale of motor vehicle Dealer can claim
exemption of sales
tumover, if taxed at the
point of first sale in rhe
State

If the vehicle is used for a

rninimum period of fffteen
months subsequent to
registration (used motor
vehicle), rate of tax is four
per cent up to 23d April,
2fi)7 and 0.5 per cent
thereafter instead of normal
rate of 12.5 per cent for
motor vehicle.

Medicine Sale other rhan the fi$t
point sale in the State is
exempted

llf the ftst seller in the
State opted and paid
compounded tax based on
MRP, then only the second
and subsequent sellers can
avail exemption on sale of
such goods. The former
shall not allow any trade
discount or incentive in
terms of quantity of goods.

We scrutinised 30 annual retums of major dealers in CTO, Special Circle,
Thiruvananthapuram, who were allowing discoun! [ansacting in used car and
involved in first sale of medicines, to ascertain the compliirce of the above
provisions. It revealed that, in the following cases, the aes t"it"a to detect in
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depanmental scrutiny, defects in self assessments which resulted in short/non-levy

of tax, interest and penal interest amounting < 8'08 crore'

Scrutiny of r€turns of work conbactors

Our scrutiny of 25 annual returns of contractors of civil works and five

"nJ i"*n, of other type of contracton in cTo (wC)' Thiruvananthapuram

rcvealedthatinthefollowingcases,theAAswhileconductingscnrtinyofthe

Nature of ineguladty

/.rbAn assessee availed { 2'23 crore and { 140 crore as

ITC on discounts and price difference allowed

thmugh invoice but through crtdit notes' The assessing

autho-rity inconectly exempted the discount allowed

through credit note from the sales turnover'

2005-06
and

2006-07

The Govemment confirmed compledon of assessment for the year 2005-0ti

involving shon levy of tax, inter€st and penal interest of.{ 4'71 croje to

nr"t 
" 

go;a the short levy and stated that assessment for the year 2006-07

was bing finaliqed. We are yet to receive further information on the matter

During 2005-06 and 2006-07, an assessee did not assess

to ta", sales tumover of used vehicle aggregating

{ 10.97 crore and during 2007-08 he assessed turnover

of { 1.01 cmre only out of { 13.67 crore'

200s-06
to

2007-08

The Government confirmed reassessment of escaPed tumover to tax and

interest. We are yet to receive further information on recoverY of revenue'

The Supreme Court in tb€ case of lYUs Mohammed Ekam Khan and Sons Vs

commissioner of Ttade Tax (12 KTR 572) held that wairanty charges

received for replacing defective parts is sale of goods and is liable to tax'

A dealer in motor vehicles and sPare Parts did not assess

out Dut tax on wananty receiPts of { 10'42 lakh'

The Government confirmed that the assessment had been revised' We are

to receive further information on recovery of revenue (June 2010)'
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reNms did not detect and rcctify defects which resulted in shon levy of rax,
interest and penal interest of { 13.69 crcre.

KU ln crore
>t.

No.
Year Natue of irregularity Short

levy

1 4

I The KVAT Act prodde for levy of compounded tax on whole ailount of
contract. Tbx is assessed on actual contract_ receipts of the year, i.e., on the
whole amount received for the contact driring the year iniluding advance
fmm customers.

2005-06
to

2007-08

In four cases, work contractors assessed compounded
tax on co ract receipt aggregating to < 142.27 crorc
only, but contract receipt on actual basis aggegated to
t 211.63 crore. Thus, tax was not levied on tumover
of T 68.86 cror€.

4.t9

The Depa
created an

t 28.30 l

assessmen

rtment confirmed completion of assessment in two I

additional demand of tax and interest of t 25.27 lal
akh pointed out by audit and stated that they are
t in the remaining cases.

:ases and
:h against
finalising

2 2005-06
to

2006-07

A dealer commenced two new projects during 2005{6
and received advance of { 3.76 crore and { 13.45
crore and assessed tax of t 1.20 lakh and { 4.218 lakh
based on transfer value of materials during those
years. The dealer assessed compounded tax, for the
first project from 2006-07 onwards and the second
from 2007-08. The dealer evaded tax by switching
over to compounded tax inegularly.

L.I7

The Government stated that department would complete the assessmenB.
We are yet to receive further information.

3 Under the KVAI Rules, as it stood prior to 24th April,2007, ir relation to
works conhact, where the transfer of goods is not in the form of goods but
in some other form, the value of such gdods shall be the value of goods at
th€ time of incorporation into works contract. The value oi qoods
transferred in the execution of work contracr shall not be less rhai the
purchase value and shall include all expenses and charges incurred for the



ilonversion of gooas into the form in which they are tncurl-.'.* 'B
works contract. If the tumover ls not nscertainable,jTh::: T:|T
X.?1ff:iilffi;*i:iii"-u" iiilpd arter dedudins labour and other

il;J;,-;;;;,at"s""peciri[JlL*-l?'.H:"]:]:r':?""::l
ili,tlin"'"Ji',i#i iii'* 'pdiv " 

;"a*tion or 30 per cent or contract

receipts towards labour and other charyes' - I - - -
F,*o auraa, the contractors assessed tax on transfer

""r"i""i-t"Liiat 
which was almogt equivalent-or

li"T r"*'ii'ut ,rt" pu"n"tt u"tut of goods' Labour

il J;; Jtt te"t a.duata by them constituted 52'4{)

# ffi'tJ7t"as p"t ."nt oi contract rec€iPts They

lil ;;$; t.-pi""iv labour charyes incuned for

ii"""r"i 
"t 

the m.teii"t into the form in which the

gJJt 
"t" 

i"*tp"ot"a-iry tre w9r!-34 hence were

liigiur" ro. a"a,ioolgllg pelg"t 
'nlv'

2005-06
to

2007-08

ffitorevise th€ assessmentof one

il'.."'.f i;'ft ;-d.oazooeozanithattryuchlelT:f f ̂ Tii"'"T':::tr#ff*t.}"#"liiv ''ii'i 
ii'v t'ft in 

"ueiance 
ioercive proceedings

ffi assesle{ta1 on t1a1s}r value of

;il:ffi ;;,il.-0i""izoo+oz-ija j***f X'::::":X' j:,f*Tff lffsoods orrrng zq'J' 
i6iiiog tL' the ongoing Projects' As fte

tax at the rate of two Per cent dur

tr.rl; ;';ilJ inaer csr nci' he is liabre to TT.".-y^:1h" 
*no"o

receiDt of { 21.01 crore "t 'o* 
p"''t"nt Assessment oJ Iax.at { 49'54 takh

insteid of t 84.03 lakh due resultel;;;; ;;;t"nt of tax' interest and penal

The Govemmeur ski*u uEr -' ;;;.h, 
-zooz 

ina rhat he had rcmined
reEistration with effect from 31:

."iirt rtion f* 
"pplicable 

to CST rcgisui-tion UV tittafte The rePlY is not tenable

J tt " csf Ad provide ttt". -i*""i CCT registration with effect frcm

31st March, 2007, th" 
",s"'see 'nouli-.fil-" 

upplicatioribefore october 2006' There

interest of { 218.82 lakh.

*. oou".In"o, sEted that the conuaclor h:l^f15jg^.f"1-tT::U*{:l

L no utiden." to p-ve that he had done it'

eud**no of a dealer engaged in the fabricadon

ftHffi ;il ffi inum fininsl ia1 f Tq':d- -'-13*a'u rrcuuu. - -- 
d&ucted the charges

and JulY 2008. The AA incorrecuY

i", i"loi"g, tra$poning and unloading and oiher

2005-06
and

2006-07
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expenditure incurred for the conversion of goods into the
form in which they were incorporated irito the works
contract, from the taxable turnover.

The Govemment stated that notice had been issued for assessment
escaped tumover. we are yet to receive further information.

Works conraclor who opts to pay compounded tax at two per cent is liable
to pay purchas€ tax on purchases made from unregistered dealers. Hence,
the_ deale_r _is-liable to prove that he had either lurchased goods, from
registered dealers within the State or paid purchase tix.
2007-08 A builder who had opted for payment of compounded tax

at two per cent, enclosed along with his retums list of
purchases effected hom the registered dealers as well as
list of purchases from the unregistered dealer, liable to
purchase tax. Aggregate of the above purchases was
much less than the purchase value of materials disclosed
in the P&L account. As the dealers is not reAistered under
the CST Act, he apparently procured slock for the
differential value from within the State from sources
other than dealers liable to tax. The AA did not take anv
action to assess purchase tax for the differendal amount.

0.55

The Govemment stated that the Department completed assessment for the
year 2006-07 and notice had been issued foi revising assessment of
2007-08. We are yet to r€ceive funher information.

receipts in such category of the works contract.

Under the KVAT Act, in the case of tansfer of good" inuolu"d int}re
execution of works conftact where bansfer is in the-form of goods, rate of
tax applicable is that specified for the goods in the respective sihedu'les. The
Act does not pmvide for deduction- of labour and other charges from gross

2005-06
to

2W7-O8

not eli$ble for deduction of labour and othei charges as

A y,ork: go.ntractor engged in painting and polishing
ano Dody taDncation tinkering job, availed deduclion of{ 1.87'sore towards labour at the rate of 25 per cent of
the whole amount of works contracl receiDb. He was
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vehicles is sale of body of the vehicles'

il',r"-,o*, *nfirmed that the assessment has been revised' we are

yet to receive furthat infg..adon on *"ou"U

Utrd.. ,h" KVAI A.q Principal contractor can deduct fmm hi1 gxable

il;;;;;;;;;"ni i"i[ io tri" *u"ontraeors registered P,a::]:#fj
:;'ffii,nT ;ffiil;;;' ii le-iumishes cenilricates in,fotm 20H and

ffi.fij;;#;;ih;" tou"ontt""tot, in supPo ol the claim for

3.16An ,rrarr"a who opted for compounded tax on housing

pqu.s-"*""ot a Uy Nm availed exemptl*:l-1^11'11
'.*iu t.t the contract receiPt, towards, pay-njy q
subcontraclo6 without filing certificate in lorm zuH ano

mpy of the agreement with the, subcofilactors or

aJiong uny tai in the capacity as the awarder'

200s-06
to

2007-08

ft. co**In"nt stated that the assessee liled form 20H for {- 10'20 crore
lrvr<,na 'n.l ihc donartm€nt finalised the

"",- "i 
t 10.99 crcre for 2005-06 and the departrnent -tinaltsed 

me

;;*;;; ;J;;;J.d tax and interest of t 0'83lakh for the diff-erential

ffi;;;: Th";fi confirmea tat they were completing assessm€nt for the

il;;i;g-i;ilw"noticed that whili.f inalising th.e assessm"T^*f q:T
had not- 

-taken 
into account non-deduction of tax at source

r'rU.o"i""d -a non-filing of agreem€nt with the subcontact0$'

sati'sfied, he shatl grant Permission in form 4D'

Una., ,it" XVef nUes, work conuactors should file option. fot- l"il9:,199 b

i#N;. i;A,;,il'ro rhvs ftorn the date on which conract 1:9:$li1{t
sinsle option may aoua, on" o, trlo'" *o*s contract the dealer may also file a

illfi: ffi"on ;;1 ii,tt 
",otl" 

*attttrt"'tv him duing a vear' If the AA is

D*r"g t.*,i"y 
"f 

,ha records we noticed that most of the contractors did

not enter the date ot oPtron ano year and ProjT-ts io:tli"\*: "J^d,:J"Ifft"il:: ;*d"i.*;;;;;aiof option'' fled'- rhe- AAs' neither

acknowledged these options nor gra'nEd permission in form 4D' This would

entail scope for the deaters to ,rtninitJ *r" option, if found unfavourable

subsequentlY.

For examDle, in 0te case of Sl No' 2 of this table' the- assessee had filed

ffi #tffi ;il-"a''ui;i;s1pL5^1'1i11.Yi**J,,;1',",'ilo-'
;J'"p""t ;T,fi d;;;,h;iffi e d" A^ d'd ""
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We feel that the Depanment may direct the AAs to conduct thorough scrutiny
of the annual retums and accounts submitted by the dealen to unearth evasion of
tax. For this, they may consider issuing a check list containing important points to
be checked during scrutiny. The Departnent may also ensure that dealers who file
the option forms, invariably fill in the columns relating to date, year and project to
which it rclates etc., and the AAs pmmptly issue acknowledgemeDt and permission
in form 4D.

Audit Asscssment

As per the KVAT Act, officers not below the rank of DC can be designated to
conduct audit visit at the business place of any dealer ahd to audit atry retum,
books of accounts, any other records or stock statements and goods r€lating to the
business. He may authorise not less than two audit officers not below the rank of
an AA to visit the place of business of any dealer and to conduct audit. The
Govemment had designated six DCs* to conduct audit assessment. During the
review, we noticed the following shortcomings in the process of audit assessments:

Pc!,cantagc of dcalcrs to be tak€n up for audit assessEent

The percentage of the dealers to be taken up for the audit assessment is not
specified in the AcVRules. The CCT issued a detailed circular in November 2005
specifying the criteria for selection of files for audit assessment, under which
previous offences, refund claims, excessive claims of ITC, information on proven
or attempted evasion of tax gathered through vehicle checking or orher agencies
like Central Excise, Income Thx etc., should be the primary erit€ria for selection of
files.

, The audit assessment wing is also required to conduct a .andom s.rutiny ofl.
five Per cent each of the returns already scrutinised by the officers of VAT circles.

ln the assessme s cirdes selected for test check we found that there was no
database regarding the tumover, tax. collected, offences commited etc.
Consequendy, we could not ascertain whether the audit assessment wing followed
the prescribed criteria in selection of returns for audit.

The Government stated that month-wise turnover and tax collection is
available in KVAf,IS and that deparunent enter the detai.ls of offence booked by
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intelligence wing in offence module of KV,.ITIS and that concerned circle can view
it. The fact remains that the details after introduction of e_fiting only are available
in the KVAIIS and also the data available in the offence module are not
exhaustive.

we feel dnat ahe ilqarfrnent nwy tak suitable ctels a uplni! ihe ilan
rclating ao h. pcrid prior to inodvction of e-,fit@ b nrlke illc ilatfuse scff_
surFci€nl

Tlme framc for complcion of audit assccsmcnt

Kv.rqtr Act empowels the AAs to rcject the rcturn within fwo yea$ ftom the
last date of the'year to which it relahs, if r€tum submitted is inconecr or incomplete or
ITC or special rebate or rcfund claimed is not pmved. However, the Act does not
specify a time frame for completion of the audit assessmenl even though the destgn
of vr{T approved by the Epc stipurated a period of six months time limit for
completion of audit asse$smenl

The Govemment stated that Section 24 of KVATACI stipulate time frane for
tax audit. Howevet the provision refemd O by the Govemment allows rejection of
re m within two yean but does not specifically mention about completion of audit
:rssessments,

The pending files in Offices of DC (Audit assessments) were retumed to the
AAs consequent to the reorganisation of the Audit asiessment wing. Th€ Audit
assessment wing did not maintain a register for recording details regarding the date
of rec€ipUretum of files for audit and date of completion of audit, due O absence of
statutory prcvisions. As relevant data was not ava abrg ve could not ascerlain
whether any inordinate delay had occurred in completion of audit assessmenrs.

We reconnenil tlmt the Gavemment ,r},|y sryib a tin]Uj
ompletion of oudit cssessment anal ileparanent may prcscribe a
sysadn for rbtirrg re.cipt or|d diryonl of fi/tr,s for audiL

Ddichncy in pcrforrnance of audit asscsmcnt wing

ftue for
monitoring

- The details of number of liles subjected to.audit_assessment atrd tne quanrum
gj":g^u"1Tlq:TT!.p"J1".:t"d d!tud-the qer,rod of *"ie* ,s oiral*,i Uy a"rnrormauon made availabte ftom rhe office of the DC (AAs), Thiruvanantha/uram

1095t2014.
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having j[dsdiction over the -districts, of Kollam, Pathanamthitta and

are ln

Self assessmeot Form
254

Refund Audit
visit

Desk
verification
of accounts

Monthly Quarterly

2005-06

No. of retums t9t7 273 757 46

No. of cases in
which inegularities
o€urd

108 25 237 29

Financial imPact
(t in lakh)

85.63 4.5r 295.s6 12.83

2txtG07

No. of retums 11695 362 297

No. of cases in
which iEegularities
occurred

996 28 1 297

Financial impact
(t in lakh)

49.44 2.55 t.24 104.86

2007-08

,066r]---No of retums
296 1628

No. of cases in
which lrregularitiqs
occurrd

265 666

Financial ' impact
(t in laldr)

182.81 3523.71

Tbral for 200$-lE to 2fi)7-08

No. of rcturns 34281 63s 757 20 639 1628

No. of cases in
which irregularities
occuned

1104 53 237 I 591 666

Financial impact
(t in laklt)

135.11 7.06 295.56 1.24 300.50 3523.7L
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It is evident from the above details, that duing 2005-06 to 200m7, the audit
assessments mainly remained confined to the scrutiny of retums. The DC (AA) had
commenced verification of accounts of the dealers at his office onlv in 2002-0g.
The Act actually contemplates visil to dealer,s prrmises and audit of accouns and
records of the dealers maintained therein. This was done only in very few cases.
However, figures in column 6 rEveal that, the wing detected in€guhrfry in 591 out of
639 cases of audir visits. This clearly indicated that such audit visit detected
evasion of tax in almost 92.49 per cent cases.

We also observed that the AAs refunded the excess input tax r€maining
unadjusted at the end of the year to the dealers without comprehensive scnrtiny as
Rules do not prescribe for the same. Though such files required thorough s{rutiny
by the audit assessment wing, we found that only very few rcfrmd files were
checked,

We feel tlmt the depanent nry giw thrust for verifimion of reatna vidl
thc wounc of the dealf/. They nry fix taryt b conahtct otd/it assessment ct t re
premises of the ileoler onil mqr ormnge thorough scratiny S claim for refimil of
excess ITC to orloial irngular refutd.

MISCELLANEOUS PROVISIONS

Input tax credit

The KVAI Ac! as it stood prior to 1 July 2006, provided for ITC on the tax
paid for purchase of goods from all re$ster€d delers except pr€sumptive tax and
mmpounded tax dealers, subject to certain conditions. Tlrc Government amended
the Act to linit eligibility for ITC to the registered dealex liable to tax under
section 6 (1) from 1 JuIy 20.06. Besides, dealer can deduct from the output lax
payable, the purchase tax remitted by him on goods purchased from the
unregistered dealers and enay tax paid under the Thx on Entry of Goods into
Local Areas Act, 1994 as special rebate.

Provisions goveming dcdaration of dctails of the sdling dealers in the returns

The Dealers can avail ITC solely on the basis of the statemetrt of purchases
depicting invoice number, date, TIN of dealers effecting sale, nature of gds,
value before and after discount, Vr\T charged and net amount charyed etc. The TIN
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of the supplier entered in tlre statement serv€ as the main criteria for determinhg

eligibility of ITC. We analysed the system of allowing IT€ and noticed lollowing
deficiencies:

. Pufohases frour the re$stered dealers not liable to tax and compounded

tax dealers, are not eligible for ITC. Since the r€gistration number

assigned to these dealers is also TIN, it is impossible to detect availing of
inadmissible fIC on purchase from such dealers from the Purchase
statement.

. Registration cenificate of a dealer registered under the KGST Act was

valid only up to 30 June 2005. we noticed during local audit that even

dudng 2006{Z dealers were availing ITC on the strengh of statements

where they enter KGST rcgistration number of some suppliers instead of
TIN. Even the deparment cannot easily ascertain the conectness of ITC
in such cases,

System of o.oss vcrlfication of thc ncords of thc sclling dealers

As per the system in place, the dealers can avail ITC under the KVAT Act
mercly on lhe strength of the purchase list attached !o the monthly retums filed by
the dealers. They need not attach tax invoices in support of ITC. There was no

system to cross check purchase with the. sale, to ascenirin the conectness of ITC
claim. Department introduced e-ftling of retum for major dealers with effect from
1 April 2008. Consequendy, the AAs could cross check ITC claim on purchase

fmm such dealers. At iresent the AAs can do it effectively as e-filing of retums is

mandatory from January 2009 onwards for all dealers.

Ilowever, the Goyemment is yet to come out with a gufuleline stipulating
he syswn otld prccnugc of cross verifrcction to be corfiucrei! by the AAs while
oiloa,'ing ITCi.

Results of scmtiny of assessment rccords conducted by audit

We also scrutinised selected assessment files at Special Circle and CTO
(Works Contract), Thimvananthapuram to ascertain whether the dealers were

complying with the conditions and restrictions specified in the Act, in availing of
ITC which was newly inuoduced under the VAf system and to verify whether the
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AAs were detecring incorect availinC o! ITC dudng deparmenal scruriay.It brought out cases of excess availing of rrqnon_aslessmei*i."ruo" o*lnter€st atrd peDal intercst thereon amounting to { 1 crore as shown below:

Nature of irregularity

Special Circle, Thiruvananthapuram

200G07

t 1f.50 takh and interest and penal interesr

As per the annual r€tum for the year 2006{Z an
assessee availed ITC of t 50.12 lakh towards
sales rctum. But a_ggrcgate of ITC as per monthly
returns fmm April 2006 to March 2002 amountei
to t 38.62 lakh ody, The AA failed to detecr the
:xTs: c-laim of ITC and demand excess IIC of

20M-07 An 
-assessee 

patd tax of t 30.92 lakh on
purchases as per purchase statements attached to
the. monthly ,.tu-s. Agaio"r this, the dealer
craimed ITC of t 34.54 lakh. The AA did not
oemand < 3.62 lakh claimed in excess and
intemst and penal interest due thereon.

2007{8 An 
^^ 

assessee whose local purhase was

: _lr,l// crore availed ITC on purchase oft 31.34 cmre. The AA failed to make good
excess ITC of T 3.50 lakh and levy interesiand
penal inter€st thereon.

A-dealer should limit the claim of ITC or its rcflud to ,lr" * p.id t" *."*
llg""f,:_.Jr..:,j:d in section 8(1) 

"r 
csr ecile, io;# ;, ;p .20607 and 

-three per cent du;ng 2007{g, if he uarsflrs ,fru 
- 

good,puchased in the state to outside the State otherwise than bylri"*"i" ,",,r" 
",sale in the course of export.

2005-06 to
2W74A

T\r'o dealen who effected interstate stock transfersf goods valued at t 2.07 cmrc and{ 9.13 crore did not limit connsponding
ITC/special rebate to four/three per cent. Tte AA

36.49



46

assess the reverse tax

interest and Penal interest thereon'

p*f"*tt rfa "*ff 
ITC on sales retum io thgltt tl*hSg\ tt *"d"

A dealer claimed ITC of t 38'62 lakh on sales

,etum. ftris inctuded a $edit of { 2'70 lakh

Denaininq to sales rttum of vehicles sold during

iaarch Z0O6 (2005-0S). The AA failed to detect

this and rcject the ITC claim and leYy interest

and penal interest thereon.

2006-07

IIc*d"'d'"KvArA"shaunotbeallowedonanytaxillegallycollected.
;;lL;; ;il 

" 
a rate exceeding the rate at which a dealer is liable to tax

ffC availed of by a dealer on purchase of

fo* p", 
""n 

utabl" t"w materials €nd caPital

e-o"d; ;*.""0"a that computed on the basis of

Eonceded turnover Uy { 1.06lakh The AA failed

to detect this and assess the reverse tax, i erest

and penal interest thereon'

200G07
and

2007-08

l"**"rifaain*pectofgoodsshallberevened'ifsuchgoodsaresubsequently

"rla-f,rffv ", 
p.*fy f"r purposei in relation to which no tTC is allowable'

which escaped the notice of the AA'

A dealer who consumed/issued, 12'5 per cent

taxable goods valued at { 1.13 crore, assessed

["u"" tit of t 2.63 lakh on]y against { 14 08 lakh

2A0GO7

A dealer ourchased 20 per cent taxable goods for

t 30.36 lakh and availed ITC of { 6 07 lakh He

did not assess reverse tax on it &ough he neither

sold it nor held it as closing stock which escaped

the notice of the AA

2006-07

CTO (Works Contract)' Thiruv'nanthapuram

A contractor switched ov€r to comPounded tax

dudns 2OO7-08. But he did not reverse the ITC

availel of on material valued { 91.56 lakh, held

as closing stock during 2006-07'

2007-08
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A-fter we pointed out the mistakes, the Govemment stated that rccuficatiol of
shon levy pointed out in audit is in progress in all cases. We are yet to receive
funher information on the matter (June 2010).

Provision for grant of cx€mption to cenain class of dealers

As per the KGST Act, apart from commodities included in the schedule III to
that Act, the Govemment can grant, tax ex€mption based on the category of
purchaserVsellers, turnover, etc., through notifications issued from time to dme.
The Govemment rescinded all those notifications on induction of VAtr fmm
1st April, 2005. The KVAT Act limirs the exemption lo the goods lisied in Schedule
I to the Act, Besides, exemption is applicable to tumover of medicine purchased
from the manufacturers and filst sellers ln the State who have opted for payment of
the compounded tax on MRp, those dgallng exclusively on ration€d anides under
the Kerala Rationing Order, 1966, sale of goods to developers/industial units or
esrablishments in the Special Economic Zone in the stat€ (subject to certain
conditions) and turnover on sa.le or purchase made by a dealer through his agent in
respect of which tax has been paid by the agent and yice r€rsd.

Deftciendeg in thc pmvision for exernption on goods taxabh at rhe tLst point

Goods taxable only at the point of first sale in the state are oulside tr€
purview of the KVAT Act and are still govemed by the KGST Acr, However,
medicine for which compounded tax on MRP is paid by the filst seller is in effect a
first pojnt taxable item.

In the case of medicines, payment of compounded tax by impofters and first
sellers based on MRP is optional. But, in practice all second and subsequeit sellen
of medicine are availing exemption on €ntirc tumover of medicines, which was
possible only if all the first sellers of medicines in the state exercised option for
compounding. But we have come across instances of first sellem not opting for
compounded tdx. Examples: The pharmaceutical Corporation Kerala Ltd.
(Oushadi), Thrissur (ITN 32080236592), tuya Vaidyasal4 (Kottakal)
cnN 3210022427s).
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We are of the opinion that the deprtneht should pubtish in their w,ehsie

t* "i'ii*Jii"t*.rers 
in thc state who htve opail a poy ampounded

uxonmcdicinesever!yefl-r,enobletheAAsmvefifytheilaimsofexanption
of subsequcnt ileolerc effectively'

Forms for claiming excmption on sale of goods on whlch tax was Paid on MRP

The dealer ctaiming exemPtion on rBedicines subjected to tax on the MRP at

ttre poini ot flnt sate sholuld obtain an invoice in Form 8H ftom the selling deaier'

",tuifr 
tftoufa U" f."pt by the dealer himself for production' if demanded by the AA'

As pointed out in the previous paragraph, all the subsequent dealers in

.aai"i*t'"i"ia €xempuon showing the entire sales as goods on which tax was

;I;MRP. Since it L not mandatory to tumish the copy of Fonn 8H along with

il;-*;, there is no scope for the AAs o verify the colrectress of the claims

without calling for the documents ftom the dealers'

Retuls under KVAT Act arc !o be mated as deemed to be asses€d unless

selected for detailed audit (th€ perc€ntage of which is linited). flcne dqnfonart nq'
d<e it nrmitarity for thc ilrrilcn cloining exanploln u twni aN of thc Form
'ii-l/rrrrgv/li 

*;t tuants vttich vouli! nrikc lhe rcarms salf sufficicnt atrd enoble

cms vcrification { srrh cloinq if ruquit?d subscqwndy'

Deficiencies in system govenring grant of exemPtion

Works contactors can opt to pay compounded tax based on the whole

amount of contract. Under the Act, whole amount of conuact shall not include the

amount paid to subcontractoF for execution of a portion of works contact

p.rla"a'rft" hfter is a registercd dealer liable to ux under the Act and the former

filiug a certificate in FoIm 20 H*.

we found that therc is no system to ascertain whether the contractor issuing

cerlificate in Form 20H has included the contract receiPt of the relevant work in his

i"t"- -a paid tax or whether the subcontract is for labour elemmt alone

which is not liable to tax. For instance, a builder in CTO (W'orks Contmct)'

Tt i.utun-thapu.am, claimed exemption aggregating { 47 62- cmre from the

contract receipts during 2005-06 to 2007-08 towards payment to the subcontractors

on the strengtir of list of payments alone and without Form 20H The lists included

many items-of work which were in the nature of labour contract that was not liable

to tax under KVAT Act.

ForD to be ioT nrain iontractot o prove that a ponion of the work is

being executed by him on which the main conbactor h's rc liability to pay (ar'
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The departrnent stated that the assessee had produced Form 20H for a

nrmover of { 10.20 crore for 2005-06. However, Forms 20Er to prove that tax has

actualy been paid by the sub-contractor has not b€en fumisheal

we recommend that:

. The Government may consider amending lhe Act to give mor€ clarity to

the provisions on exemPtions to avoid evasion of tax.

The Depafiment may ensnre before allowing the exemption that dealers

strictly comply with conditions prescribed in the Act and Rules'

Provisions for cross verification

Deficiencies in the povisions lor ctoss verirlcofion

We observed that there was no fool proof mechanism for cross verification of

the details of tumover of the dealen with that disclosed by others' Though the

inuoduction of compulsory e-filing from January 2009 has opened the scope for

cross verification, thc ilqolnent is let b co,,rc out wiih a rlllnycltcrlr,ive

muhonism presuibitrg the moilalitiu for carrying out ctoss v*ification ilwing

the scrutiny of thc reatms.

Absencc/deficiencies in thc provbions for cross verification of ncords of odrer

departmentysout{€s likc Central Excise and Incomc Thx D€ParunentE

TINXSYS €tc.

We noticed that the Act or Rules do not include any provision to cmss verify

the correctness of tumover with the records of Income Tbx (fI) and Central Excise

(CE) Departments, etc', though the white paper of the EPC sPecifically stressed

opon tttia atpuat. ntso, lhe Department has not issued any instruction in this regard

so far. However, dealers having total turnover exceeding { 4O lakh are required to

fumish cenified copy of P&L acclunt and balance sheet' But we have noticed large

scale non-fumishing of these mandatory documents leaving no room for carrying

out any cross verification'

Govemment stated that Intelligence Wing during the course of their

investigation routinely check declarations available with revenue dePartrcnt of dte

Cenral Govenment.

. ror- m-ue issuea uy trte ae ir d,i-irffi-raaor o fie -man 
co[Ea€tor ebsolving]im

ilbTfi ;d;;d;.i-. "." t o,o ,1. uI" of $e $$cont"dctDrs 'rd 
to ensue tlar t"x bas

iii "i"-J -a pia ly the subconraclor io the circle where he is r€gistered"

tw512014.
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Wc recommmd thot the Ganmment mqr itl6eA pruisions in the I1J/,AT
Ac/Rulcs nu/kitlg verification of recotds of ITrcE Dcpntenrs and TINXSyS
a.rvisn e, whilc conluaing oudia csscssmcntVossass nunt of escapcd ar'rrovet
fn odrer cds€s, Government nf,! prescribe percennge check while scminising
t re rulumj.
D€ficienclcs in uploading data in TINXSYS

_- . Tbx Idormation Exchange System CflNXSyS) is a centralised exchange of
aU interstate dealers sprrad across various States and Union Territories. ADan ftom
the dealer verification, the commercial tax officers can also use the TlNiSyS fo;
vedfication of statutory forms issued under the CST Act by other State
Commercial Thx Depanments and fited by the deaters in support oi the claim for
the concessional rate/exemption of tax.

. I-n *pV to one of our queriet the department stated that they were directly
uploading details of forms under the CST Act to TINXSYS seffer tmm

!:ld:*T:* and rhat rhey lasr updated rhe data on C, F, H Forms on lzfth August,
2009 and that of El and E2 Forms on 8th April, 2009.

We made an effon to ascertail the effectiveness of the system by using data
collected from C/F Forms issued during 20OZ-08 in Speiia dircte,
Thirurr_ananthapuram. We could gather the details of the dealers by either entering
the CST number or the TIN in the relevant box of the TU\iXSYS website.
However, in the case of form search, when the details of forms were entered, it
displayed a message 'form not found in the field entered form number,

Besida, we foum) that ihe ilcprottent hu not issued ony instrucabn to dre
AAs to vedfy the ileuik of the TINXSIS website viile finalising the
assessmenVscnrtirpr of retums Mr unilcr he CST Act anit thc I&eT ect

The Government stated that-online downloading of form is mandatory from
January 2010 and downloaded forms get automatically updated in the TINXSyS.
Software 

-had 
been developed and inlegrated witl fviifs to captue manual

statutory fonn issue details also.

^_,-_I!::-?"pt -ena mr! ?r''|sure tlmt the itata state.l ao bc uplooited a the
TITVXSYS is accessibl€ to tie users. Also, ihe Govemmena mfr! r.ss'ue r.nsrructioru
to the AAs to consult the website while finalising assessminMscirutiny o1 the
r?arrns.

Thx deduction at source

Any person who awards any works contract to a confiactor for execution is
an awarder under the KVAT Acr. Every awarder shall deduct from every paymenq
including advance payment made to the works conhactor, tte ta* pavaUfe Uv tte
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contactor on the works contsact and rcmit it to Government on or befor€ fifth day

of the month succeding the month in which they make the deduction. If any

awarder effects any payment without deductibn of the tax or after making such-

deduction fails to remit it to the Govemment account, the awarder shall be liable

for the payment of such amount to the Government as if it is the tax due from him.

The KVAI Rule rcquL€s that the awarder of work should file a quarterly

r€turn in Form 10C showing the deails of dre work awarded every quarter. The

Centravstate Government departments and Union Territories, local authority and

autonomous bodies are required to file quanerly rctum in Form 10F, showing the

details of sales, local purchase from r€gistered dealers, interstate purchase, works

contract executed etc.

We found that the dePartment has not installed a mechanism to monitor the

receipt of periodic returns from the awarden of work. Also, non-registration of the

departments under Centravsrate GovernmenB have been pointed out earlier' We

also found that the alePanment is yet to install a system in the circles to p€riodically

ascertain the number of awarders under them. Due to these deficiencies the

department muld not effectively monitor the deduction of tax at sourte and

remittance thereof into the Govemment accounts'

The Government stated that the awarders have to dfile the return with deails

of works awarded by them and AAs can cross check it with the e'retum filed by the

conuactols. But the fact remains that the awarder can e-file the return only if they

are registered and there is a need for monitoring &e e-filing of reorms'

We ore of ihe opinion ,hat the De4tnn€nt mry inslall o sysum q ca@nC

out perioitic sur:yrys to itetmt awofulers of vork wlre arc not rcgb/4red and a

nreniadng mcchanisn !o ururch fling of ihe rerlums by thosc who otz rtgisrld'
Acceptance and disposal of appcal cases

The DC (Appeals) is the first apP€llate authority undgr the KvAf Act

whereas it was App; ate Assistant Commissioner under the KGST Acl Ther€ were

eight Dcs (Appeais)* during the period of review. Penons aggrieved by the orders

isiued or proteedings recorded by an authority not above the rank of ACs may

appeal against such order to the Dc (APPeals).

Deficicncy in the Provision
The KVAT Act, as it smod Prior to 30th March, 2007, pmvided that a dealer

should pay entire tax 
"rrest"i 

to entertain appeal against best judgment

*r".rtint. fto\ly"ver, the Government dispensed with this Provision thereafter'

'-or" 
"t 

Thir*"*.h"p*.., t*" ;ach at Kozhikode and Kollam and llee at Ernakulam'
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We orc of thc opinion tlld(t the Govenmrcnt shouhl tzview the decision of
iliqensing the pa'ision This woulil etsure registotion of the genuine appeal

cdses onlj/ ond lcss en the s@pe for (rr6ion/run swqt coss.

Govemment stated that in this matter 0rey have to look into hazards faced by
dealers in case of huge demands because of arbitrary assessments. We feel that the

Government can issue suitable insEuctions to its officeB to be carcful while
finalising assessments and revive the earlier system of payment of the dues in
dispute to safeguard revenue of the Govemment.

Dcffciency in compliance

We called for the details of the disposal of the appeal cases under the KVAT
Aci. However, only DC (Appeals), Emakulam provided us the information. On
analysis of the data, the following deficiencies were noticed:

Time limit fixed in the Act for disposal of appeal or revision is one year,

after excluding periods of stay, The appellate authority did not dispose

within one year 2098 out of 3381 appeals filed in that office during
- 2005-06 to 2007{8.

. The CCT in August 2005 had dirccted that stay petirions should be

dispmed of within three week of their receipt and if stay is granted the

appeal should be disposed of wtthin two months ftom the date of stay

order.

. The DC (Appeals), Emakulam did not dispose of 1285 out of 1596 stay
petitions filed between 2006-07 and 2OO7-08 within the time frame of
tlree weeks and did not dispose of 238 out of 311 cases (in which stay
orders were passed during fhe above period) within two months from the
date of stay order.

We feel tlmt the Deprtnent moy install s contol mehonism for vo|!(jhi//g
tlisposol of petding qtpeal cases anil monitor their prce of ilisposat

D€tcnut measurcs

The KVAT Act pmvides for levy of penalty for commission of olfence under
the Act and interest and penal interest for short remittance of tax.
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Deficiencies in the provisions

We.analysed the provisions rclating !o deterrent measures and found the

following def iciencies:

Comparison of the figures fumished in the P&L account and balance sheet

filed along with the certilied audlt rcpon with those disclosed in the re[lrn is the

main source for detection of evasior/shon levy of tax. We noticed that the dealers

(mainly under CTO, III circle, Kannur) having total tumover of t 4O lakh and

above for whom filing of audit certificate and P&L account was mandatory, were

not filing the same. They rcmitted dre maximum penalty of t 10,000 (due for cas€s

where evasion cannot be quantified), if imposed, and -continued the offence of
nonsubmission of the statutory rcpons, Since the Act is silent about futher

detemnt measures; the AAs did not take any further action against these dealers.

Under .the KVAtr Rules, if the dealer himself detects omissiotr beforc inirial

scrutiny and submits a revised retum and if the ux liability ihcreases, he is liable to

pay in addition to the balance tax, interest and twice the same as penal interesl But

if the AAs reject such retum during initial scrutiny and the dealer files a fresh

rrorn, the dealer is liable to pay interrst only. In every other case where a dealer

submits a r€vised retum, rectifying omissiotrs, in rcsponse to notices or otherwise,

payment of twice or thrice the intemst as penalty/penal interesvsettlement fee is

mandatory. Sirnilar mandatory payment of minimum penalty is not prcscrib€d in

the case of best judgment assessments.

Our analysis of the data received from 13 DCs' dudng 200S06 to 2007-08

indicated that even though the tax liability due to the r€vised reftm increased in

5753 cases aft€r initial scrutiny of the retums, the AAs levied penalty only in 225
cases (218.24 per cent). Thus, it is evident that the AAs had not levid pendty/pend

interesvsettlement fee in all the cases in which tax liability had inaeased

comequent to filing of revised returns.

Dcfi cicncies in compliancc

An AA can initiate best judgment assessment within five years if short levy

of tax has occ'urred due to escape of tumover from the assessment or on assessment

at a lower rate or by availing of inegular lTcTspecial rcbate; the dealer can avoid

. tauLxl-,Kan r,t xasaragoa, xoua.,@
PatharEmrhitta, Thi$vaEnthapuam, Tluistu! and WayarBd.
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further proceedings if he pays the balance tax alorywith rhe interesr and thrice the

same as settlement fee. On analysis of the data received from 11 DCs*, we noticed

the following deficiencies:

. Though the AAs issued notice for the best judgment assessment of the

escaped turnover in 1044 cases involving { 27.68 crore during 2005-06 to

2n7-O8, 736 dealen did not submit revised return. Of these, the AAs
completd best judgment assessment in 550 cases, but p€oalty was levied

only in 37 cases. Thus, though the AAs assessed balance tax in 550 cases

they levied penalty only in 6.73 per cent of the cases, which proved that in

majority of cases AAs did not use the discretionary provisions in favour of
revenue.

. The KVAI Act as amended with effect from lst April, 2007 stipulates

dlat, if the dealer detecs any omission or mistake in the annual rcturn

with reference to the audited figures, he could file a rwised annual re$m
and if the tax liability incrcases, he should pay the balance tax, interest

and wice the interest as penal interest. We noticed that even in cases

where lhe dealers filed revised retum and remitted differential tax and

- interest, they did not r€mit the penal interest; neither did the AAs detect

. the mistake and demanded the balance dues.

We rcc.,''mcnil thot he Gover'lmcnt nqt rcaify incotrbtency in invoking
penal meosures by making specilic provision a frx a minimum penaly for first'
ottil su}Acqtent offences hl6,teod of leoiry it b ahe itiscrction of the AAs,

Government stated that there cannot be mandatory penalty as it would
encourage mechanical levy of penalty. We are of the view that, by making rhe levy
of penalty discetionary, the Govemment is not only making voluntary con€ction

of omissions by dealers less amactive, but also allowing scope for arbitrary levy of
pendty by the AAs as pointed out above which is generally not subjecred to any

futher scrutiny.

' AlappudE, Idukki, tiannlf, Kasaragod, Kollam, MaLppuram, PalaHGd, pa0E Erndina,
Thiruv€tEnthapuraFt thdssu and Wayanad
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Refund

Under the KVAT Ac! dealers can obtain as rcfund, the inPut tax Paid in
rcspect of the purchase of goods sold ln the course of export or interstate Eade or

stock transfer or used in the manufacturc of goods for sale/tra$fer. But in the case

of stock transfer, it is limited to the input tax paid in excess of four per cent up to

2006{7 and in. excess of thr€e per cent during 2007-08. Similarly, if a dealer

cannot fully adjust the excess ITC canied over in each r€turn p€riod during th€ last

rnnrm period of that year, it should be refunded. Refund under the KVAtr Act
effected to dealers during 2005-06, 2006{7 and 2007-00 amounted o { 18.45 crore,

t 103.69 cror€ and { 148.61 cmre respectively.

our analysis of the refund process brought out the following deficiencies:

Deficicncies in provisions

Under the KVAI Ac! dealers clairning rcfund of ITC on goods

sold/transferred interstate and goods exported have to fumish prmf of interstate

sale/export as well as declarations on tax collection from the dealen who collected

tax, in addition to odrer details. However, the corresponding rules for refund of the

ITC remaining unadjusted at the end o{ the yeu do not prescribe such

declaration/proof for payment of tax.

Deficiencies in compliance

Iiuring local audit we noticed instances wh€r€ dealers carried over the ITC

remaining unadjusted during the last r€Nm period of the year to dre next financial

year, In CTO, Changanacherry we noticed that though a dealer had obbined refund

of t 2.10 lakh for the year 2fl)5-06, he had canied forward credit for the same

amount in the annual retum of 2006-07 and availed ITC. This mistakd was not

detected by the AA.

Our effora to vcrify ihe refwil files of Spccial Circlg' ThirwuurrrdnPtnut
iliil not nnurtofise as none of ihe files of ihe ileolerc who hod availd of refiilds
anuined mondnty/ganf''fi 

'{raln? 
s, annual reatrrt6 orul Fotm lW P & L

account

We recommcni! |1l,at the Goltemlancnt nny anenal lhe KUAT Rules b cnsutc

thcn white sonaionfuq refuni! of the ITC, AAs rrinfmn gnuinancs fi he ck,lm

fo cross checking the purchasc inwices.
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Refrrnd m the dealcrs having total brnover ltss than { 10 lakh

ITC can be allowed onty against output tax payable and, no output tax is

payable by the dealen having tumover up to { 10 lakh (unless they are importers

or casual traders or dealers in gold, silver and platinum group of metals). Such

dealers are not eligible for the ITC unless they opt to collect tax and remit the same

to the Government. Dealer should exercise such an option by filing an application

in Form lF before the AA.

During local audit we noticed instances of the AAs granting the refund of the

excess of input over the output tax to the dealers, whose total tumover was less

than { 10 lakh and who had not submitted option in Form 1R in few cases. In

CIO Nedumangad, the AA granted such refunds aggregating { 1.37 lakh to two

dealers who had not even collected tax.

After we pointed out lhe mistake, lhe Govemment stated that the dealers who

had opted for collection of tax failed to file oPtion in Form lF due to ignorance,

resulting in shon levy and that department was taking action to withdraw the

amount illegally refunded. The reply is not conect as in these cases the question of

option doesn't arise because the dealers had not colleted any tax and henc€ not

eligible for ITC.

We rlr:ommmil that ihe Deparmnent n qt etnure tlmt ileolerc belov ihe

asscsscblc limit, who have not fileil option to co ect trln- alo not collect tox anil

,hd AA's .lo not retuwl ITC n thent

Claim for conipensation of loss of rcvenue due to inlroduction of VAT

The Govemment of fndia (GOI) agreed to compensate the State Govemment

for the los of revenue consequent to the implementation of VAI ftom 1st April, 2005

and issued guidelines in July 2005 on the modalities for the calculation of the

compensation claims. The compensation allowable was 100 per cent, 75 per cent

and 50 per cent of such loss during the yeals 2005-06, 2006-07 and 2m7-08

respectively. As per the guialelin€s, the dePartment should compare the VAf,

receips with the revenne of the pre-VAI Period; suitably extraPolate it ort the basis

of average gmwth rate of revenue of the previous five years. They should deduct,

flom the total revenue collection for the respective years, tax receipts from the

commodities under KGST Act and ITC under VAT adjusted against Central Sales

Tax (CST). The r€sultant net revenue was to be compared wilh the projected tax
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revenue for the year to arrive at the loss due to the inEoduction of VAL The Statecovemment prcfenrd compensadon claim oft r,0OO.fo crore, f i96,45 cmre andt,218.81 crore for the years 2005_06, 2006_07 and 2007_0g respectively againstwhich the GOI sanctioned { 895.89 crore for 200S_Oe t Zfl.g6-;* for 2006{7and{ 119.78 crore for 2O0Z_0S respectively up roAuiust 200r. 
-*

_ fr: Repon of the Comptroller and Auditor General of India (Revenue
Receiprs) for the year ended 31 March 2o0o contained im|;;; 

"uot 
tindirrg" in

T1"1"-il" the VAI compensadon claim for 20o5-06 *d t6;;;. dur 
"natysis 

of

nJfr;rl**ation ctaim pertaining to 2002-08 ,"u."i"a tu following

_ Kerlk 
"ltnancial 

Code, Volume I stbuldres that" tI7- deqrtment shouldcompare the figures compiled by the contro[ing officen wi*r tfre jccount 
receivedfrom the Accountant General and reconcile the difference before the accounts ofthe year were closed.

. The cOI allowed VAT compens.ati:l on-th9 basis of figures certified by theAccountanr General. The department had booked figures of i-i,orolzl crorc andt 3,334.96 crore under CST and KGST for the ye*iOOzOg. ff"ri,"*r, as per thefigures collected by rhe ccT from the field offiL the ,,j iji""]r".u* t". O"year was { 222.62 *ore and in respect of seven dealers* or xcsitr,e colection
was { 3,995.73 crore. This proves that the department *", ,r"." oi O. t"o A",the figures booked were unrealistic. In spite of this, tfr" je-partn"nt did notundertake any effon to rcconcile the differences. As stated in;;;ph 2.S, wehave detected misclassification resultlng in **."r, a".o*,ing';-i'rur.r, oo*and { 187.39 crore under CST and KVAI respectively anJifron-"."o*tog oft 932.31 crore under KGST for the year. Excesi a"countiog ot iVni of t 187.39crore resulted in short demand of VAf, compensation from ientral Government byt 93.69 crore (S0 per cent of { 1g7.39 crore).

scrutiny of the figues booked under various Minor Heads of Account @40,revealed that the Forest Divisions were remitting the KVAI collected by them
under th9 KGST resulting in rcduction ln figures of the Vetr coileJon. Amount
incorrectly remitted by ,lg Forest Divisions iggregated t a.Si crore resufUng in
excess claim of compensatio[ of T 1.7g oore.
' 
]lhar.ith PgrotuT C"rp"t"u*,@
Petioleun, Kerala state Bewrases cormrariorl x*r" si*-ctiJai" 6l'ffi.iL"."uon 

"na
Reliance lndusties Limirpd-

10912014.
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Payment of VAf compensation shall be contingent uPon the States complying

with th; designs of the vAf as finalis€d by the EPC as Per GOI'S notification

governing the VAI compensation. Measures adopted during 2005-06, 2006-07 and

iOOZ-Og r"hi"h h"d the effect of depressing VAT revenue during those years shall

not be considered for the purpose of compensation.

Depr€ssion in revenue occuned due to the deviations from the VAf design

indicated in Sl. Nos. 1 and 4 in the tables under paragaph 6,9'1 viz', reduction qf

rate of tax on used v€hicle to 0.5 p€r cent and one per cent excess grant of ITC on

the consignment sale/stock transfer of the goods outside the State resPectively'

The depaiment did not include the above deviation and consequent depression of

VAtr revenue in the list of deviations enclosed to VAT compensatiou claim' As the

actual shordall in revenue on this account was not available, even we could not

quantify the excess demand of Vr\T compensation.

Under lhe KVAf, Act, the AAs can adjust refund due under the KVAT against

arrears due under the KGST and CST Acts' Such adjustments would have impact

of boosting the actual collection under the KVAL The deparunent failed to deduct

the total amount so atliusted, fiom the collection under the KVAT to arrive at the

figuns for the VAf, comPensation. As the amount so adjusted was not readily

avai.lable, ascenaining the shon demand of VAf compensation on this account was

not possible.

Oth€r points of interest

Deviation frcm YAT ilesign apprcved by the EPC

The prime objective of the VAT design in'the white paper on state level

value added tax' issued by the EPC was implementation of a uniform floor rate of

tax across the country. Under VAI system covering about 550 goods, about 46

commodities comprising natural and unprocessed Products in unorganised sector

which are legally baned from taxation and items which have social implications

were listed under exempted category. Of these, 36 commodities were to be

common fot all the States and individual States were allowed the flexibility to

choose a maximum of 10 commodities from a list of goods finalised by the- EPC'

Under four per cent VAtr rate category 270 commodities were included to be

common for all the States comprising of items of basic necessities such as

medicitres and drugs, all agricultual and industrial inpuB, capital goods and

declapd goods. Remaining commodities common for all States were to fall under
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general VAI rate of 12.5 per cenl The white paper stipulated that whenever a
deviation is rcportd ftom the uniform floor rate, the EpC should aake up the
matter with the concemed State and Government of India for rectification.

We found that rhe State deviated from the VAI design and fixed tax on 53
commodities at a rate lower than uniform floor rate F€scribed by the EpC, The
State included thI€e 12.5 per cent and 15 tour per clnr taxable commodities in
the exempted category. In one case each, the State fixed tax at 0.5 per cent and
one per cent for a 12,5 per cent and four per cent taxable commodity. In the
remaining cases they included, 12.5 per cent commodities in Schedule III
perraining to four per cent taxable items. We have included deails in Annexu€ III a.

Fouowing are some instances where unintended losVshon levy of tax
occurred due to deviation from the VAT design. The KVAT specified, tax rate of
four per cent against floor rate of 12.5 per cent in VAT design for items at serial
number I and 2:

51.

No.
Commodity Nature of deficiency

1 Used motor vehicles With effect fiom 24th April, 2007, the tax on used
motor vehicle was reduced from four per cent to 0.5
per ceDt without concunence of the EpC. The Act
does not exclude even used vehicles that have not
suffered any tax in the state earlier such as those
purchased ftom other Shtes and deliverv vehicles
(Tax paid availed as ITC). Thx forgone during
2007-08 in respect of a dealer in Special Circle,
Thiruvananthapuram alone amounted to t 114.30 lakh.

2 Bakery producG,
sweet, confectionery
etc., if sold in
unr€gistered brand
name

Large manufactu€n having branded products are
availing the benefit of reduction by not registering
some of their products or rcsoning even to
cancellation of existing r€gistration. A dealer in
Special Ckcle, Thrissur cancelled the brand name
registration and avoided tax of T 82.04 lakh during
2005-06 and 2006{7.

Government stated that they would examine the case. We are yet to receive
fu4her information on the mafter (June 2O1O).
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On stock aansfer/consignment sale of goods outside the State, the KVAI Act
allowed input tax paid in excess of three per cent as ITC during 2007'08

instead of four per cent stipulated in Vr{T design i.e., inPut credit of
one per cent in excess of that fixed by the EPC. Consequendy revenue may

dacrease substantially. Revenue forgone in respect of two cases mentioned in

Sl. No. 4 of the table under paragraph 6.1.3 worked out to { 3 58lakh

- When we pointed out these cases, the dePartuPnt statd in resp€ct of Sl. No. 3,

that white papei -as not a binding document as far as the financial autonomy of
t}re State il ioncerned and that the cenual Government would compensate the

revenue loss. The reply ls not tenable as loss occurred due to retention of words

"in excess of the rate specitied under sub-section (i) of section 8 of Central Sales

Thx Act, 1956'instdad of "in excess of four Per cent" in relevant provisos of KVAT
Act during 2007-08. DePartment could not produce any evidence to prove that it
was a conscious decision and not an omission. Also, it is evident fTom the rcply of
the department that the State was claiming VAf compensation ftom Central
Govenment even lor depression in VAI revenue due to deviation ftom VAT

.design, in contravention of condition for VAI compensation.

W rmnmcni! that the Gove'ol.ment mry analyse the obove ileviations onil
n|,lkc flltcrrihnma b msurc thal ilealers do noa misuse ah e locrtna lhercin at the
cost of hc Stote/CenEal GovunmenL

Compounding of gold

The KVAT Act permits dealers in omaments or wares or articles of gold,

silver and platinum group of metals to oPt for the payment of compounded tax

from 1st Jrdy, 2006, under which, the tax payable during the first year of option

The VAf, design pmvided for abolition of other taxes such as tumover tax,

surcharge, additional sales tax, €tc. But Kerala Finance Act 2008 infroduced

the following tax proposals with effect from 1st April, 2008 on commodities

covered by the K\,/AI AcL

(1) Social sectrity cess at one Per cent of the tax payable under the KVAT

ict on goods other than the declared goods. (2) Surcharge at the rate of
10 per cent of tax, in the case of national and multinational comPanies

functioning in the State as retail chains or direct marketing chains, who

import not less than 50 p€r cent of theA stock from ouBide the staie or

country and not less lhan 75 per c€nt of whose sale are retail business and

t6tal turnover exceeds { 5 crore Per annum, on goods other than declared
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was 200 per cent of the highest tax payable during any of the preceding three years.
But compounded tax for those who commenced business after 1st April, 2006 was
150 per cent of the average monthly tax payable, from the commencement
of business. Thus, while the former is required to pay compounded tax at
200 per cent of the highest tax payable the latter has to pay compounded tax based
on 150 per cent of tax collect€d during the initial period of business when sales
tumover will be normally low.

Other deficiencies in the Rules

Dealers can avail credil of the input tax paid on rhe goods involved in expon,
int€rstate sale/stock tsansfer either as ITC or as rrfund. In the case of refund of the
ITC, the AAs are required m conduct thomugh scrutiny of the records to confirm
the genuineness of the tsansaction before refund. But these clealen could avail of
ITC which do not call for thorough scrutiny. Hence, the above category of the
dealers who have output tax on intrastate trade can escape thomugh scrutiny if the
claim is within the limit of his output tax liability.

Aft€r we pointed out the anomally, the Government stated that prescription of
thorough scnrtiny before grant of refudd due to probable loss of revenue does not
mean that other files should escape prcc€ss of scrutiny. However, we noticed that
due to non-prcscription of checks to be done in the latter case, most of the AAs are

admitting ITC clain on self assessment retums of such dealers without any
scruuny.

KVAT Act stipulates that the sale priqe is indusive of any sum charged for
anything done by the dealer itr respect of the goods or services at the time or
delivery thereof. In the case of works contract, the Supreme Court held* that sincr
the taxable event is the transfer of pmperty in goods involved in the execution of a
works contract and the said transfer of property in such goods takes place when the
goods arr incorporated in the work, the value of the goods which can constitute the

measure for the levy of the tax has to be the value of the goods at the time of
incorporation of the goods in the work. Provisions relating to work conEact under
KVAtr Rules inserted with effect ftom 24th April, 2007 do not rcstrict deduction
owards labour charge to that inc1lrred during or after incorporation to work. This is

against the spirit oi the Act dnd decision of thb Apex Court.

; C"*o" D"rk".ty & Co
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We rca nanend that the Govemment moy examine lhesc provisions and

omenil ihe Act/Rules a reaify he ileficiencies pointed ouL

Clarification by the GCT

Rules of Interyr€tation of the Schedules stipulate that those commodities

which are given with HSN number should be given the same meaning as in the

Customs Tbdff Act, 1975. If any inconsistency is observed between the meaning of

a crmmodity without HSN numbs and the meaning of a commodity with HSN

number, the commodity should be interPreted by including it in that entry which is

having the HSN number The KVAT Act emPowers the Commissioner to issue

clarification if any dispute arises rcgarding the rate of tax of a commodity.

' We found that the following clarification issued by the CCT were rot
consistent with the Rules of Interpretation of the Schedules:

. PVC doors and windows and their frames, threshold (HSN 3925.20.00),

shutters, blinds and sirnilar article and pan thereof (HSN 3925.30.00) are

taxable at 12.5 per cent under Sl. No. 29 (1) (a) & (b), PVC profiles

(channels) with or without hole is taxable at four per cent under Sl. No. 99

(1) 00) (iii). The CCT in May 2007 had clarified that PVc Panels,

sections and frames, door panel and ceiling panels without fabrication are

PVC profiles of the latter category. The clarification was incorrect as

Sl. No. 99 relates to pipe and pip€ fiftings and the Act specifically include

parts of doors and windows in former category taxable at 12.5 per cent.

After we pointed out the anomally, th€ Department stated that the

clarification is applicable only to the sanple pmducts produced.by the applicant.

But we found that those selling PVC doors and windows in unassembled form
availed the benefit of this clarification, instance of which have been included in
paragraph 2.4.11 item 3 of fte Audit Repon ( Revenue Receipts) (Volume I) of the

Comptroller and Auditor General of India for the year ended 31 March 2009,

Government of Kerala.

The Govemment dwl reviey CCT'9 instuction qnd issue orders wilfi
rcio?spcctiw cffec\ so dldd cds{s wherc lowcr rglles werc opplieil in view of ihe
instuaion cu be rcopnneil.
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INTERNAL CONTROLS AND INTERNAL AUDIT

Internal controls

Internal contols are intended io provide reasonable assuralce of orderly,
efficient and effective operations, safeguarding rcsoures against h€gularides,
adhering to laws, regulations and management diFctives and developing and
maintaining reliable data. Effectiye internal control system both in the manual as
well as computerised environments are a pre-r€quisite for the efficient functioning
of any departm€nt. We noticed the following deficiendies in th€ internal conto!
mechanism.

Maintcnance of rcgist€rs in the Commcrcial Thx Offic€g

We noticed that the commercial tax circles were ioimdntaining any rccods
to monitor the filing of the return/revised retum, rcjection of the return etc., due to
lack of mandatory provisions, as commented in paragaphs 3.5 and 5.1.2.1.
They are also not reconding, issue of notice for best judgment assessments and its
follow-up. The details of the total turnover, taxable tumover, output tax, nC, tax
payable/crediable etc., of a dealqr can only be retrieved from the assessment

records which are not kept systematically in tie circles. Itere is no record similar
to the assessment register under the KGST to record such details.

I;rproper maintenanc€ of tiles

We found the following deficiencies at special cirde, Thiruvananthapuran:

. Monthly/quarterly retums, annual returDs, form 13 A and P&L account
were not found in any of the files pmduced to us. The office did not
maintain any record to ascertain whether the dealers filed these documents

or not. Also, there was no recorrd to show whether a dealer had filed any

revised rctum.

. Though we called for all the files penaining to rcftlnds made dudng the

review peribd, the office could make available only tbree files. Of these,

form 13 A and P&L account were available only in one of the files.

' The above deficiencies point towards lack of a system for recoding dle

receipt of the return from a dealer and systematic maintenance of the return and

connected enclosues.
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We recornmcni! ilrri- the Govcmment mry cotrsiater issuing early ilirection

for proper mainEnance of basic recotds in the circles'

Prcvisions for conpilation of rcPorts/returns received from cirdes and

submission to th€ Commissioner for monitoring

As per the circular of the CCT in September 2005, the DC in-charge of the

district and the DC (AA) is required to submit to the CCT monthly diary of
performance of each officer under them before 10th of every month. The diary of
the DC is to include the details regarding the issue of rcgistrations to TIN, PIN,

compounded tax and casual dealers, details of coUection under VAT, demand,

colleoion and balancr under VAT containing both old and cunenVstages of are;[s,
details of r€tum scrutin)r etc. The diary submitted by the DC (AA) is to show the

details of audit of mond y/quarterly retun, audit of refund cases, audit visit and

internal audit of KGST files etc.

We found that there was no system in the commissionerate for consolidation
of the retums received from the field offices. AIso, whenever we sought any
information, they forwarded our demand to the DCs who in tum had to collect it
fmm their subordinate officers. As such, it can be infened that the monthly diaries
were not serving the intended purpos€ of monitoring the prog€ss achieved in the
activities assigned to €ach wing. However, at present the perlormance of the AAs
arc monitorcd daily by DC (A&I), DC (IA) etc., and the consolidated reports are
available in KV.I{TIS software. But, the database does not cover the information
relating to the period prior to infioduction of e-filing which the Govemment needs
to look into. Also, we are yet to verify the corr€ctness of the MIS reports generated
trom the KVAIIS.

Internal Audit

Internal Audit is one of the most vital tools of the intemal contml mechanism
and functions as the 'eyes' and 'ears' of the management and evaluates the
efficiency and effectiveness of the mechanism. It also independendy appraises
whether the activities of the organisatior/departm€nt are being conducted
efficiendy and effectively.

Existence of internal audit

As per the circulars of CCT in September and November 2005, the
department had dispensed with &e intemal audit wing. However, they have
entrusted audit of assessments .ompleted under the KGSI KVAI and CST Act to
the audit assessment wing. The CCT also direct€d that a gmup of CTOs headed by
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the AC (AA) should audit each ald every file with refer€nce to cotrn€1ed rcgisters'

Thc DC (AA) should inspect'rhe suboffices of all the wipgs of the deparfitent

including the check post and conduct the concurrent audit of the assessEcnts.

' We are of the opinion that an intemal audit wing is required to inspect the

entire depanmental ictivities including the assessments mnducted by various

officers. Hence, by dispensing the int€rnal audit win& the depafiment has rcstricted

the scope to detect anomalievirregularities in the depafiment some oI which had

be€n pointed out in this review.

we rccommend that the Depafiment may ensu€ pedodic intemal audit of the

entire deparunental activities to rcduce the loopholes and lacunae il the system and

for rectifying them.

The Government stated that at prcsent Audit Wing of dre depanment is

sbengthened by four ACs and five CTOs under the suPervision of DC @temal
Audit).

CONCLUSION AND SIJMMARY OF RECOMMENDANONS

Conclusion

The depafinent had made adequate Prcparations for switching over to vAtr
Achievement of the department in computerising the data of existing dealers and

inEoduction of e-filing is wor& mentioning. We are happy to mention that Kerala

is the pioneer in preicribing mandatoiy i-titing Uy all classes of dealers 6m
January 2009. This is indeed a significant achievement which will enable the
department to exercise better contsol and modtoring on the dealers. Also, we

appreciate department's move to Provide us the access to its database whidt had

made things easy for us.

However, we found the following deflciencies which the Gwemment and the

department need to addr€ss.

Even Efter four years of impleEentation of VAT in the Stare, the VAT manual

has not been finalised due to which there ls no reference point for the dePartmental

officers for healthy practices. We noticed instarrces of non-registration of thos€

liable to get r€gistercd and o file rcturns and cases of non-filing of mandatory

documents required for effective scrutiny of the retums. The deparhent has not

installed a system for periodic verification of the books of accounts of the dealers

paying presumptive tax. Scrutiny of the rentms was not effective as revealed from

the quantum of non/shon levy detected from the sarnple of assessment files

scrutinised by us during this review. Audit ass€ssment done was not as

1@t2014.
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contemplated in the Act ind we found that this process is yer to be streamlined.
Cenain deviations fmm the VAT design specified.by ttu fpC ."ruit"a in loss of
revenue and unintended benefit to th€ dealers. The department did not take timely
:1i"" ,a .".:" _,h" 

CST (Kenla) Rules in view of the amendments in ,ir. CSt a.,.rnougn ule (Ea-tels did not submit the declaratiol forms within fhe time specified
in the CST Ac! the AAs did not finalise the CST assessments as freslriUed in theAct. The depafime has not instrtut€d a system of cross verifiiation wittr ttrerecords of other dealers/IT, CE depanment/TlNxsys whife scrutinising
returns/audit assessme s. Failure to detect and rcctify apparent misclassification of
r€mftlances resulted in shon demand of VAt compensation fmm ttle Central
Govemment. Internal controls in the depafinent needed an"ntioo a, ;"1;;;
impmper maintenanct of files, non-compilation of data received at the
commissionerate from the field units etc. Due to non-conducting of internat audit,
the deparunent remained unaware of the loopholes and the systein and compliance
deflciencies, some of which have been pointed out in this review.

Sunmar1r of recomncndatiotrs

The - GovemmenvDepartment may consider implementing the
recommendations noted under the respective pangaphs in this rwiew with special
emphasis on the following to rectify the deficiencies:-

The Govemment may:

. InFoduce at the earliesr a comprehensive manual of VAT specifying
procedures for administation of Act and Rule;

. Make provisions in the KVAT Rules for rnandatory verification of recordsof Income Tax/Central Excise departments Ld nuXSyS ,hilu
conducting audit assessments/assessment of escaped turnover;

. Consider amendfient of Act/Rules to make mandatory deposit of
percentage of tax, interest and penalty in dispute, before entertaining
app€al cases to ensure registr-dtion of genuine appeal cases only and lessen
tne scope of evasiodrun away cases.

. Amend the Act/Rules to fix a minimum penalty for each and every
offence based on its magnitude to avoid unfettered discrrtion of the
assessing officer There must be speclfic distioction between amount of
penalty leviable for the first and subsequent offences.
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The Department may:

. effectively monitor disposal of pending assessments and collection of

arreaF q{ pre-VAf period;

. evolve a foolproof mechanism for detection of unregistered dealers and

bringing them under the tax net. lt is desirable to prescribe a system for

monitoring suweys/raids and to fix specific targets to the DCy
Intelligence rrving;

. publish in dePartmental website details of cancelled and suspended

regisu?tions to vedfy whether dealen avail nC on goods Purchased from

such dealers;

. oeate a database for uploading the stock position of dealers for future

reference;

. include an Audit Module in the KVAf,IS software;

. enforce strict compliance of the provisions rtgarding filing of the rc-ollos

and prescribe specific penal Pmvisioos for delayed filin8 of retuns to

arrest cases of delayed/non-filing of r€tums:,

. direct the AAs to conduct thorough scrutiny of the retums especially with

reference to the figues of the enclosures to the audit cenificate/P&L

account submitted bY the dealers;

. take actions such as irnposition of penalty, susPension of registlation etc.,

against those who fail to fumish the prescribed documents along with the

returm, without it being limited to levy of Penalty alone;

. enforce comPliance of time limit Pr€scriH in rhe Act for disposal of the

apPeal cases;

. give direction to the AAs for maintenance of basic records in circles;

. storc details of monthly diary received hom cirdes/check posts in computer

so that they can consolidate and rctrieve it, whenever required and thus avoid

wastage of time and manpower in collecting the same data again; and

. ensue that internal audit is str€ngftened.
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[Audit Pangraphs 1.1 to 8.2 cDntaind in the Report of the Comptroller and
Auditor General of India for the financial year ended 31 March 2009 (Revenue
Receipts) Vol.II.l

Not€s fumished by Govemment on rhe Audit paragaph is included as
Appendix tr.

The Committee enquired the reason for an increase of 2.g2 per c€nt rn
average growth during the post VAT over the pre.VAI period. The witness,
Secretary, Taxes Deparhrent replied that it is only the av€rage of percentage of
growth over the years. The Committee also pointed out the S.iper cent difference
in the gmwth rate and directed to look into the matter and the Secretary, faxes
Depa ment agrd to do so.

2. When enqulred about the reason for the decrease on growth rate dudng the
year 2007-08 witness, Secretary, Thxes Department replied that CST (Central Sales
Tbx) was released when the tax rate was reduced substantially. The Committee
pointed out that the figures rclates to rcc€ipts under Vr{T alone and reduction of
Central Sales Thx rate do not have any impact on.it and the variations are confined
to neady 20 per cent and hence dissented with this contentiotr of the Deparonent_

-3. 
Regardhg the audit paragraph the Committee wanted to kDow how the

misdassification pertaining to Forcst and Wildlife Deparenent occured. The
witness, Secr€tary Tbxes Departnent a&nitted that the compensation could not be
clained:ince reconciliation of figures was not done pmperty in time. In this
conl€xt the Committee observed that due to misclassification the amount had been
credited under Central Sales Thx instead of Vnf aid as the rnisrake was noticed
only after the account closed, it could not be rectified. The Committee sought the
possibility of claiming the amount which was \srongly remined, the Secetary,
Tbxes Departmnt repried that being an old case, it courd not be claimed. in rhis
context, Accountant General intervened.and tumed the pendulum towards the
Tbxes Department r€garding the misclassification pertaininj to For"r, _d Wildlif"
Deparhent and pointed out the laxity on the pan of the Def,anment and added that
it could have been averted if the r€conciliation procedure was properly done. In
this regard the committee advised the depanment to tale ar measures rbr the
monthly :econciliatiotr of departme al figures with the figures that booked by
Accountant General and to ensure to avoid such lapses in futrire.
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4. The Committee wanted to l{3)o\r the details regarding the computerisation

o{ check posts all over Keraia, The witness, Secretary, Tbxes Departnent detailed

ttlat 6 check posts in class A, 10O check Posts in class B' 14 out of 34 in Clsss C'

36 out of 82 check posts in class D and 12 temPorary check posts out of 38 had

been fully computerisetl. Then the Committee enquired whether changes had been

made to the software KVATIS to rectify the defictencies in rctrieving data as

pointed out by Accountant General and the witness apprised that all the suggestions

could not be carried out. At present name of the dealer could be raced using their

registation number and commodity-wise classification had not been introduced'

Tte Comm'ittee directed the deparErent to create audit module at an early tine in

KVATIS.

5. The Committ€e enquired about the reason for the non creation of a

comprehensive manual on VAf, specifying the pocedures for adminisnation of

KVAr Act and rules made thereulder, the witness Secretary, Thxes Deparrment

replieal that the draft of the manual has been prepared' He added that it could be

finalized only after rectifying the problerns rclated to e'filiag and also incorporating

the clranges occurred in e-govemance, which require some more time'

6. Regarding the audit paragraph the committee was injormed that all the

"rr"rrtunt" 
durio! the Pre-VAf Period had been completed excePt in 47 numbe$

for which specific stay oder had been issued from High court or

Deputy conmissioner. The Committee enquired the current poeition ol the

completion of assessments of the pre-VAT period and the wirness, Secretary' Tbxes

Depaiment informed that 47 cases had been pending completiqn induding which

obtained cout stay. To a query of the Commitree he also depmed that the

Govemment would not Propose to extend the P€riod for the clearance of pending

assessment in rhe ensuing year's builget and generally period would be extended

only under certain unavoidable circumstances.

7. Regarding the audit paragraph, the Commifiee observed that incease in

arrean duri-ng 2oog-02 was due to the inclusion of assessment of lottery dealers

during that ylar and wanted to know the procedures taken by the depsrtment for

tne 
"Jle"tion 

of anears. The witness, secretary, Thxes Departnent inlormed that

ilistrict level meeting, video conferencing etc' had been conducted and rwenue

recovery Process had been initiated to r€alise the amounl Regarding the

i*pro"irn"nt in arrcar collection, the witness informed that the reconciliation of
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figues had been effectively done by the department. He added that out of the total
anears to be collected, a considerable amount was classified as non-recoverable by
the District Collectors. Then the Committee stressed the need for ascertaining the
veracity of the collectable and non-collectable tax arrears. It decided to recommend
to classify the colleclable arrears under different categories. It also suggested that a
bipartisan appmach should be talcen to write-off arrears reported as
non-recoverable by District Collectors taking into account the merit of the
individual cases.

8. Th€ Committee accepted the explanation furnished by the Thxes
Department and r€marked that all institutions under the conuol of Govemment and
local bodies should take registration under KVAf Act.

9. Regarding the audit paragraph, the Committee obsewed that, for CST
r€gistration the fixed rate of security to be realixd from individuaUproprietorship,
partnership and mmpany was at th€ rate of t 10,000, { 25,000 and t 50,000
r€spectively. But security need not b€ demanded for granting rcgistration under
KVAI Act, It also sought the stance of the department regarding the realisation of
s€cudty charge for registration. Responding to this, the widress, Secretary, Thxes
Depanment deailed that rate for security charge has been fixed and accordingly
presumptive tax payer need not remit the security charges, thos€ above
pr€sumptive tax and TIN holders need to pay secudty charge. The Committee
rcdarked that in Kerala only five to ten per cent dealers were got registered and
directed the Tbxes Department to initiate steps to ensus-that all dealers are got
re$stered and to realise seority from major dealen,

10. Regarding the audit par4 the Committee obeerved that, the amendmenl
made to lhe KVAT rules with effect from 31st December, 2007 is against the
provisions contained in the Act and decided to recommend that necessary
amendment should be made in the KVAI Act in this regard.

11. With regard to the audit objection, rhe official from the office of the
Accountant General informed that in this case the certificate issued by the
Chartered Accountant was also out of order The Chartered Accountants,
certification is rcquired only when total tumover of dealer €xceeds { 40 lakh. Then
the Secretary, Thxes Department assured the Committee that a detailed reDon in
this regad would be fumished at the earliest.
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12. Regarding the audit observatiorl the Secretary Tbxes Depaime

informed thai at pesent 96 agencies wer€ r€gistered under KvAtr Act' Then the

Committee directed the Tbxes Departnent to take up the matter with the nilway

authorities on the basis of Ac€ountant General's comment and the Secretary, Tbxes

Department agteed to do so'

13. To a query of the Committee, the witness, Secr€tary' Thxes Department

also informed that the Local Bodies in Kerala has not taken llre r€Sistration so far'

and assuied beforc the Committe€ that the Tbxes Departrnent will Foceed \dlth the

r€gistration process by issuing circulars' tn this r€gard the Commidee decided b
recommend that all Panchayats should mandatorily be rcgistered with immediate

effect.

14. To a query of the Committee the witness, Secreary, Thxes Departnent'

informJ that tie ieclaration of opening stock is mandatory to ffle tlre annual

rent-r. In this context the officiai from the Office of the Accountant General

invired the afiention of the Commi$ee over the disaepancies came across while

uoali tttat tuttre. tftun furnishing the commodity wise details, the deales submitted

opeJng ana cbsing balance he-nce cross checliing would not be possible- He cited

"i "i"-pt. 
of one"tlealer who declared t 9 lakh as opening balanc€ against $e

closing balance of t 18 lakh. In this regard, the wihess, Joint commissioner

1euait"""a Inspection), Commercial Thxes Department apprised that.for achieving

fus .A"s turget, the dealer had issued a post dated cheque which ended in a

mismatch. Tfre committee observed that i; the Government r€ply it was stated

that the dealer had stopPed the business. Then the witness, Joint Commissioner'

Commercial Tbxes Depanment assured to submit a detailed rcpott iD this rcgard

before the Committe€.

15. Regarding the audit objection, the witness the Joint Commissioner of

Commercial 
-Thxes 

DePartment informed that as per the KVAf, Act several

commodities were grcuped according to HSN Code ln this context the Accountant

General intervened-to inform ttrat thi HSN code of the Commodity is decided by

the dealer himself and there is no Pmvision to check whether the entry is cor"ct or

noi. onty ,tt" to,a amount of the-invoice would be displayed in the salee/purchase

llst. Then the Joint Commissioner, Comnercial Tbxes Depargnent exPlained that

after enhancement of the server capacity such things could be sorted out The

Committee accePled the explanation.

16. Regarding the audit reference, the Committee criticized the lethargic

aaitu<te ot tfri aepainent for not monitoring the filing of annual retum in time and
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enquircd the details of rctums fild annually. In rcspoDse to this the wimess,
Sesetary Tbxes Departrnent detailed that about 33, 824 out of 36, 149 returns filed
in the year 201&11 had been verified and verification of the rest is continuing.
the details of filing of rctums could be generated automatically and is being
rwiewed monthly. He also apprised that a circular had already been issued
empowering the Assessing Authorities (AA) to take penal action against the dealers
who fail to file the retums in time and orders had been issued to withhold clearance
of goods ad&essed to those dealers at check posts.

17. In rcsponse to another query of the Committee, he also informed that by
way of penalty an amount not excr€ding thrice the amount of tax evaded subject to
a maximum of ten thousand rupees is being realised ftom the defaulters and such
penalties were imposed in so many cases. The Committee was informed that the
minimum amount of penalty to be imposed was not fixed in our State and
thercforr it decided to r€commend that minimum amount of peoalty for non-filing
of etums should also be fixed.

18. The Committee accepted the e:planation furnished by th€ Secretary,
Thxes Depariment that with the inuoduction of online system all the deficiencies
pointed out by Audit had been rectified.

19. Regading the audit par4 the Committee enquired the time limit for
subnitting the declaration form, the wimess, S€qetary, Tbxes Department rcplied
that as per ru.le 6(5) of CST (Kerala) Rules, yearly assessment could be made, but
beforc conclusion of assessment, dealer should submit declaration. Then an official
ftom the office ol the Accountant General intervened and detailed that the Central
Govemment had amended the CST n:les in 2005 but the State Govemment had not
amended the nrles in slne with that. But the Committee refuted the argurnent made
by the Accountant General and remarked that since the CST Act would get extinct
within one year and a new rule in lhis regard is not much necessitated.

20. When the Commiftee desircd to know about the audit assessmenr
und€rtaken by the Department, the witness, Secr€tary, Thxes Depaflment informed
tlnt the same has been discontinued over a period but the deparunent had decided
to revive it by concentsating the major taders in the state. Then an official from the
Office of the Accountant General invited the attention of the Comminee over the
fact that defects were noticed in 920/6 of the checked cases and opined that 100%
computerisation of sales data would bring an end to this. ln this regard the
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Committee suggested that without scrutinising the annual rctums, assessment of
accounts could not be carried out effectively. More than 70% of the goods raded

in our State were bruught from odter States and hence by insisting for e-fillng,
monitoring of transaction would be possible. Ttre Committee remarked that after

implementing computerisatiotr, benchmark data could be easily accessed. It also

decided to recommend to d€velop a software so as to avoid tlr€ internel

inconsistency, if any, occured.

21, Regarding the audit observation, the Accountant General put for& the

difficulties to detect availing of inadmissible fIC on purchase ftom dealen whict
werc not liable to tax and compound tax dealeE frbm the purchase statement. The

Committee decided to recommend that temporary number should be $ven in cases

of compound tax. Then the Secretary Thxes Depattment assured to check the

feasibility of developing such a system.

22. Regading the audit reference, the Committee emphasi4ed the need for
the impositioil of penalty for the delay in filing of tax retuns, and enquired the

possibility of fixing a time limit for filing revised rcftms, the witness, Setretary,

Thxes Deparhent rcplied that 2 month's ttme limit is alEady on the cards. In this

rcgad the Committee was informed that as per the provisiols of KVAT Act
imposilion of penalty was at the dissetion o{ the Assessing Authodty, The

Committee decided to recommend that the Tbxes Departnent should ake
necessary steps to amend the KVr\T Act, so that pmvisions regarding imposition of
penalty could be strengthened.

23. In this r€gard th€ Committee was infonned that one dealer obtained

refund of t 2.10 lakh for the year 2005-06 and canied forward the aedit for rhe

same amount in the annual retum for 20O&07. The Committee decided b
recommend to Ealise the amount due to him in this regard atrd report it to Bre

Committee. It also rcit€rated the point put forth by the Audit that necessary

amendm€nt should be made to the KVAf, Rul€s to ensue tbat while sanctioning

refund of the ITC, AAs (Assessing Authorities) confirm genuineness of the daim

by cross checking the Purchas€ invoices'

24. In this regard the committee caEe !o know that fte total compensatlon

claim of { 218,81 crore had already been subnitted to the Govemment of India

under VAI, of which an anount of { 119.78 crore has only been granted and the

balance of T 99,03 crore is still due. Then the Officer on Special Duty, Financ€

10912014.
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(Resources) DePanment apprised that chances are few to re-open that case'

llE Committee accepted the explanation fumished by the Finance DepatrEnt'

C ondusiodRecornmendation

25. The Committf,€ recommcnds thc Tbxes Dqtartment that carnest

cfforts should bc madc m achicvc rhc brg€t fixed by the Gwanment' dne to
timc, without compromislng the VAT collectiou in ncar futrre.

26. The Commitfee adviges the Thxcs DePartment to takc all rreasure lor
the monthly rccunciliation of d€psrtmental figurcs with the figures that booked

by Accountant Gcn€ral, and ensurc to avoid misdassification in futrrt.

27. Ilc Committ€e rrommcnds that all thc check posb should be

computcriscd without fiuther dclay. tt urgcs to dewloP ar audit modulc and also

to takc nclifying mca r?s to dcar thc discrepancies in the arrrendy ising
softwan viz., rtvnflS altcr incorporating thc suggestions pointd out by Audil

28. The Conmitte dirccts the tbxes Department for the speedy

publication of the comprehensive Manual on KVAT, which is nPorted to be in
at"t tug., ryeci$ing- the procedurcs lor administration of KVAT Act and

Rulcs madc thcrcundcr aftcr imorporating tbe provision for e'filing.

29. Thc Comitt c rccomncnds that thc ThxG6 Dcpartnent should

exerllsc more conEol over the completion of assessm€nts of Pre-VAf Friod to
engure that the ass€ssm€nt3 und€r fa8t Eack was effcctive and therr was Do

lealage of revcnuc. It also directs to furnish a nPort on thc latest position of
oas6 wtorc irss€ssmcnt was pending in Pre-vAT pcriod.

30. Thc Connlttac also recommcnds that a mechanism should be

adoFed to ascertain thc vcracity of thc collectable and non-collectable tai
arrears and to hive a systmatic classification of collectable arrcars under

different categorics.

31. The Gommittcr palises that in Kerala only live to ten Per cent

dcaten wert got rcgietcrei and dillcts the'Ibxcs DePartment to initiate stcps

to cnsu'c rhat-all thc dcalnrs are got rtgistcred- Tt Committee observcs that
utrtikc CSE, thot is no provision in KVAI Act irshting a dealer to d€posit an

amouDt as scority for registration. It also t€comm€nds to incorporate
necclsary provisions ir the Act to realis€ the security chargc from major
dealers.

32. The Committee obsen cs that thc amendmcnts made to the KVAT

Rllcs with rffcct from 3lst ltcccmber, 2007 authorising AAs to Fr:mit
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petmlcum dealers to opt for prcsumptiw tax r|,hen Urnovcr i[ resp€ct of salc

of goo& bclow < 50 lakh was trull and voi4 as il is .g'inst thc provisions

containcd in thc Act, so it rcconmends that nccessary ancndncnt should be

made in the KVATACI in this ngard.

.33, Regarding the audit paragraph non-registration of those llable for
registration, the Committcc was informed that the certiffcate isaud by
Chartercd Accou ,ant is out of ordcr and it dirccts that a detailtd rcpora in
'\is ngard should be furnisht{ to thc Comnitt€e.

34. Tte Committee undcrstands that the parceVcourier dearing and

uanspordng agencies would be catcgorlc€d as dealers and every auch agcncy

op€rating in Kerala should take nglstration in thc drclcs and cwn tlrc
railway authorities had not obtaincd rcgistration Then rhc Conmr'ttct
sugg€sts the Tbxes Dcpartm.nt that dris matter shoutd bc ralm q with
railway authorities in the light ol Audit objection.

35i The Gommittee strongly recommends illat dl Local Self Governmmt

Bodics itr thc stat€ indudtng Palchayaths should nandatorily bc regbtcrcd

rmdcr KVAT Act with immediate cffect

36. R€gardi4 the inpropriety In showing opcnhg balancc ar t 9.03

takh by a dealer in'motor vehides in CTO, Ncdrrmangad whosc dosing

balanct was T 18.8!l lakh, the Conmittcc obscntes that the Thxes DcPartmst
had takcn different stamc at thc tiEG of furnishing note and at tle tinc of
witrrfs examination. So the Commitrcc drectt th Thrcs Dqnrrnort to
frirnish a dctailcd nport in this ngard at an early timc'

37. The Cinmittce recomrnends the Tbxes Department that steps should

be taken to fk minirum amount of Pendty Imn the dcalers for the ddault in
subnining rcturn in timc at the earliGt

38, The Conmittce also r€commcnds th.t morc dl$rctoqtt pown shodd
b€ assigncd to Asscssing Authoritieq by crnpowering them to imPosc more

*ringent penal action against the defauttcrs, who failed ro subnit thc annual

return in time.

39, Thc Committec rcnarks thar aftcr ttc launching of compurcdsation,

b€nchmark data can be casily acccescd and nconmcnds ttat e 3oftsar€

should be developed so as to avoid the cxternal inconsbcncy if any occulcd'
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2(). Thc Committce also recommends lhat, rhe procedurcs for tbe
wrification of accourts of draleis should strictly be complied with as

cnvisaged in the KVAT AcVRules.

41. Th€ Committce observes that registered dealers are trot liablc to tax
and conpound tar dcalcrs irc not eligiblc for tTC. Henc€ it stands for
dtrcloping a sysem for allotting a trmporary numbcr for compound tax
dealcrs iutcad of TIN in ordcr to usily deftcdrE the situation of availing
inadmissable ITC on purchase fmm registcred dealers.

42. The Committee strongly recommends the lbxes Dcparfitent that
necessarXr steps should immediately be taketr to amend the KV.1tf Act, so as to
strengthen the proyision r,egarding the imposition of penatty for 6rst and
subscqucnt oficuces.

43. Thc Committce recommends that nccessarv amendments should be
madc to the. KVAT Rules to ensu? that white sanctioning refund of ITC,
Asscssing Authority should conflrm genuineness of the claim by crcss-
checking rhe purcfi65s iny.ics.

44. Th€ Conrnittce expness?s its anguish and concern over the
irr€guladds unearthcd by Audit Wing in Comncrcial Tbx Office,
Qhen{anasscry and rlecommends that the arnount of t 2.10 lakh must bc
rcallscd fron the dealer himself mentioned in the report of thc Accountant
General and the matter should be rcported to the Committee,

Thiruvananthapuram,
9th July, 2014.

DR. T. M. THoMAS IsAAc,
Choirman,

Committee on Public Accounts.
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SUMMARYOFMAIN

No. cohcemed C onclusion/Recommendation

APPENDIX I

IVo.

Thxes The Committee recommends that the Tbxes

DeparElent that eamest efforts should be made to

achieve the target fixed by the Government' ume to

time, without comPmmising the VAf collection in

near futue.

27

the Comdiiuee advises the Taxes Depanment to

take all measures lor the monthly reconcilidtion of

departmental ligues with the figures that booked by

Accountant General, and ensue to avoro

misclassification in futue.
The Committee rccommends that all the check Posts

should be computerised without further delry It

urges to develop an audit module and also o take

,".tifying t""tut t to clear the discrepancies iu the

currently using softwaE viz' KVATIS after

incorporating the suggestions pointed out by Audit'

The Commisee dir€cts the Tbxes DePafinent tor

the speedy publication of the comPrchensive

Manual on KVAT, which is reported to be in dmft

stage, sP€cifying the procedues for administration

of 
-KVAT 

Act and Rut€s made thereunder alter

incorporating the provision for e-filing

The Commitee recomrnends that the Tbxes

Deparunent should exercise morc control over trc

completion of assessments of PTFVAT Period to ensure

tlnt ore assessments under fast Eack vtas effective and

there was no leakage of revenue' It also direcE to

furnish a rcport on the latest position of cases where

assessment was pending in Pre-VAT P€riod'

28
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31

Comminee also recommends that a mechanism

should be adopted to ascertain the veracity of the

collecuble and non-collectable tax arrears and to
have a systematic classification of collectable
arrears under different categories'
The Committee realises that in Kerala only five to
ten percent dealen were got reg.istered and directs

the Tbxes Department to initiate steps to ensure that
all the dealers are got registered. The Comminee
observes that unlike CST. there is no provision in
KVAtr Act insisting a dealer to dePosit an amount as

security for registration. It also recommends to
incorporate necessary Pmvisions in the Act to
rcal.ise the security charge hom major dealers.

The Committee observes that the amendments made

to the KVAf, Rules with effect from 31st December
2007 authorisirg AAs to permit petrcl€um deales
to opt for prcsumptive tax when tumover in r€spect
of sale of goods below { 50 lakh was null and void,
as it is against the provisions contained in the Act,
so it recommends that necessary amendment should
be made in the KVAI Act in this regard.
Regarding the audit paragraph non-r€gisaation of
those liable for regisFatior, the Cornmittee was
informed that the certificate issued by Chanered
Accountant is out of order and it dir€cts that a

detailed rcport in this regard should be fumished to
the Comminee.
The Committee understands that the parceUcourier
dearing and transponing agencies would be
categorised as dealers and every such agency
operating in Kerala should take registration in the
circles and even the railway authorities had not
obtained regishation. Then the Committee suggests
the Thxes Department that this matter should be
aken up with railway authorities in the light of
Audlt objection.
The Commiftee strongly recommends that all Local
Self Government Mies in the State including
Panchayaths should mandatorily be regislered under
KVAtr Act with immediate effect.

32

33

3410

1t 35
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a'?13

3814

39l.J

{ la.a6 t"kh, thd committee observes that the

Tbxes Department had taken different stanc€ at the

time of fimlshing noE and at fte time of wihess
examination. So 

-the Committee dincts the Tbxes

DeDafiment to fumish a detailed repon in this

regp:rd at an earlY time.

Tha Committee Fcommends fte Tbxes Department

that steDs should be taken to frx minimum amount

of o"nittv from the dealers for the default in

subilittin! reaun in time at the earliest'

The Committe€ also recommends that mort
discretory Dowers should be assigned to Assessing

Authorities, by empowering tlem to iDpose morc

it ios"ot ;dl acrion aEainst tte defaulten, who

failel to sirbnl the annual rerum in time'
fft" C"*"titt"" r€marks that after the launcNng.of
io.out.tit"tion, benchmark data can b€ easily

i"..i*a, -a recomnends that a software should

U"---J"*Up"a so as to, avoid the extemal

inconsist€ncy if any occulTed' '

The Committee also recomrnends tha! the

p.""autei for the verillcation of accounts of

i"J"ir irtoua strictlv be complied with, as

envisased in the KVAI Act/Rules'
rit. CSt inu" obsewes that rcgistercd dealers art

noi u.ul. to ax and compound tax dealers are not

"riniUi" 
i"t ITC. Hence ii stands for developing- a

;T; f;, arotting a temPorary number for

c'omoounded ux dealers instead of TIN in order to

".Si" 
- a.t""t"g the situation of av'iling

ii"*ailsiui"- nt on purchase frcn rcgister€d

dealers.

The Commiuee strongly recomnends to the Thxes

baiince ai t g.og takhby adealer in moor vehides
in Cr0, Nedumangad ihose closing balanct was

ilpu.*.nt that - necessary- stePs . should
L-i-^,+".^r- x. r"t an rn emend the KVAI Act so asimirediately be taken to amend the Act so 3s

4l

16

t/

40

18 42

for
the provision the imposition



(1) (2) (3) __ _ __ (4-
19 43 Thxes The Committee recommends that necessary

amendments should be made to the KVAI Rules to
ensut that while sanctioning refund of ITC,
Assessing Authority should confirm genuineness of
the claim by cross-checking the purchase invoices'

44 " The Committe€ exPresses iG anguish and concem
over the irrcgularities unearthed by Audit wing in
Commercial Tbx office, Changanassery and

recommends that the amount of { 2.10 lakh must be

rcalised from the dealer himself mentioned iu the
report of the Accountant General and the matter
should be reported to the Committee.
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