
 

CHAPTER-II: SALES TAX/VALUE ADDED TAX 

2.1.1 Tax administration 

Assessments, levy and collection of value added tax (VAT) in Haryana are 
governed under the Haryana Value Added Tax Act, 2003 (HVAT Act) and 
rules framed thereunder. Excise and Taxation Commissioner (ETC) is the 
head of the Excise and Taxation Department for the administration of HVAT 
Act and Rules in Haryana. The Excise and Taxation Officers (ETOs) and 
Assistant Excise and Taxation Officers (AETOs) are responsible for 
registration of dealers, assessments, levy and collection of VAT. All the 
dealers registered under the Haryana General Sales Tax Act, 1973 
(HGST Act) were liable to get registered under the HVAT Act. Every dealer 
whose gross turnover (GTO) exceeded ` five lakh were liable to get registered 
under the HVAT Act from the day following the day his GTO exceeded the 
taxable quantum. All dealers registered under the HVAT Act were assigned 
Taxpayers Identification Number (TIN). Under the HVAT Act, tax was levied 
at the prescribed rates at every point of sale after allowing deduction towards 
tax paid at the previous point {input tax credit (ITC)}. Assessments were 
made after scrutiny of books of accounts in selected cases under the Act. 

2.1.2 Trend of receipts 

Actual receipts from Taxes on sales, trade etc./VAT during the last five years 
2006-07 to 2010-11 along with the total tax/non-tax receipts during the same  
period is exhibited in the following table: 

(` in crore) 
Year Budget 

estimates 
Actual 
VAT 

receipts 

Variation 
excess (+)/ 
shortfall (-) 

Percentage 
of variation 

(Col. 4 to 
Col. 2) 

Total tax/non-
tax receipts of 

the State 

Percentage of 
actual VAT 

receipts vis-à-
vis total tax / 

non-tax receipts 
(Col. 3 to  

Col. 6) 

1 2 3 4 5 6 7 

2006-07 6,390.00 6,853.24 (+) 463.24 (+) 07 15,518.52 44 

2007-08 7,832.00 7,720.98 (-) 111.02 (-) 01 16,714.90 46 

2008-09 9,785.00 8,154.73 (-) 1,630.27 (-) 17 14,893.73 55 

2009-10 10,740.00 9,032.37 (-) 1,707.63 (-) 16 15,960.90 57 

2010-11 11,500.00 11,082.01 (-) 417.99 (-) 04 20,211.31 55 

Source: State Budget and Finance accounts. 

The receipts from VAT increased from ` 6,853.24 crore to ` 11,082.01 crore 
during the period 2006-07 to 2010-11. 
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2.1.3 Analysis of arrears of revenue 

The arrears of sales tax/VAT revenue as on 31 March 2011 amounted to 
` 2,887.35 crore of which ` 722.79 crore (25 per cent) were outstanding for 
more than five years. The following table depicts the position of arrears of 
revenue during the period 2006-07 to 2010-11: 

(` in crore) 

Year Opening 
balance 
of VAT 
arrears 

Amount 
collected 
during 

the year 

Closing 
balance 
of VAT 
arrears 

Actual 
VAT 

receipts 

Percentage 
(Col. 3 to  

Col. 2) 

Percentage 
of arrears 

outstanding 
to VAT 
receipts 

(Col. 4 to 
Col. 5) 

1 2 3 4 5 6 7 

2006-07 1,142.15 71.93 1,268.50 6,853.24  6 19 

2007-08 1,268.50 127.54 1,591.87 7,720.98 10 21 

2008-09 1,591.87 155.41 1,955.87 8,154.73 10 24 

2009-10 1,955.87 164.08 2,724.08 9,032.37  8 30 

2010-11 2,724.08 175.51 2,887.35 11,082.01 6 26 

We observed that arrears of revenue had increased from ` 1,142.15 crore at 
the beginning of the year 2006-07 to ` 2,887.35 crore (153 per cent) at the end 
of the year 2010-11. The percentage of realisation of arrears to the arrears at 
the beginning of the year ranged between six to 10 per cent during the years 
2006-07 to 2010-11. Though the VAT receipts increased by 62 per cent (from 
` 6,853.24 crore in 2006-07 to ` 11,082.01 crore in 2010-11), the arrears of 
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VAT revenue increased by 153 per cent (from ` 1,142.15 crore as on 
1 April 2006 to ` 2,887.35 crore as on 31 March 2011). 

The Government may advise the Department to take effective steps for 
collecting the arrears promptly to augment Government revenue. 

2.1.4 Assessee profile 

9,990 dealers were registered during the year 2010-11. 1,69,707 dealers 
registered as on 31 March 2010 were required to file their periodical returns. 
The information relating to number of returns received and action taken by the 
Department to issue notices to the remaining dealers who failed to furnish 
returns is being ascertained from the Department and will be analysed. 

2.1.5 Cost of VAT per assessee 

The number of assessees and sales tax/VAT receipts during the period  
2006-07 to 2010-11 as furnished by the Excise and Taxation Department are  
mentioned below: 

(` in lakh) 
Year Number of assessees Sales tax/VAT receipts  Average collection 

of VAT per 
assessee  

2006-07 1,45,341 5,57,888.84 3.84 

2007-08 1,52,352 6,05,931.44 3.98 

2008-09 1,56,545 6,42,489.44 4.10 

2009-10 1,61,927 7,53,065.60 4.65 

2010-11 1,71,036 11,33,032.08 6.62 

We observed that the average collection of VAT per assessee increased from 
` 3.84 lakh in 2006-07 to ` 6.62 lakh in 2010-11. 

2.1.6 Arrears in assessments 

The number of cases pending assessment at the beginning of the year, cases 
becoming due during the year, cases disposed during the year and number of 
cases pending at the end of each year during 2006-07 to 2010-11 as furnished 
by the Excise and Taxation Department in respect of taxes on sales, trade etc./  
VAT are mentioned below: 

Year Opening 
balance 

Cases due 
for 

assessment 
during the 

year 

Total Cases deemed 
assessed/regularly 

assessed during 
the year 

Balance 
cases at 
the close 

of the 
year 

Percentage 
of cases 

finalised to 
total cases 
(Col. 5 to 

col. 4) 

1 2 3 4 5 6 7 

2006-07 1,99,797 1,76,682 3,76,479 1,59,608 2,16,871 42 

2007-08 2,16,871 1,81,128 3,97,999 1,75,124 2,22,875 44 

2008-09 2,22,875 1,83,153 4,06,028 1,64,132 2,41,896 40 
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Year Opening 
balance 

Cases due 
for 

assessment 
during the 

year 

Total Cases deemed 
assessed/regularly 

assessed during 
the year 

Balance 
cases at 
the close 

of the 
year 

Percentage 
of cases 

finalised to 
total cases 
(Col. 5 to 

col. 4) 

1 2 3 4 5 6 7 

2009-10 2,41,896 2,34,839 4,76,735 1,89,476 2,87,259 40 

2010-11 2,87,259 2,13,687 5,00,946 2,09,140 2,91,806 42 

We observed that the number of pending assessment cases had been increasing 
every year during the period 2006-07 to 2010-11 and the pending cases in 
respect of sales tax/VAT increased from 1,99,797 cases at the beginning of 
2006-07 to 2,91,806 (46 per cent) at the end of 2010-11. The percentage of 
sales tax/VAT assessment cases deemed assessed/regularly assessed to total 
cases during the period 2006-07 to 2010-11 ranged between 40 to 44 per cent. 

The Government may advise the Department to take necessary steps for 
early disposal of these pending assessment cases to augment Government 
revenue. 

2.1.7 Cost of collection 

The gross collection in respect of revenue receipts of Taxes on sales, trade 
etc./VAT, expenditure incurred on their collection and the percentage of such 
expenditure to gross collection during the years 2006-07 to 2010-11 along 
with the relevant all India average percentage of expenditure of collection to 
gross collection for the relevant year are mentioned below: 

(` in crore) 
Year Gross 

Collection 
Expenditure on 

collection 
Percentage of 
expenditure to 
gross collection 

All India average 
cost of collection 

2006-07 6,853.24 45.42 0.66 0.82 

2007-08 7,720.98 50.64 0.66 0.83 

2008-09 8,154.73 65.92 0.81 0.88 

2009-10 9,032.37  78.48  0.87 0.96 

2010-11 11,082.01 87.82 0.79 - 

Source: Finance Accounts. 
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2.1.8 Analysis of collection  

The break-up of the total collection at pre-assessment stage and after regular 
assessments of sales tax/VAT cases for the year 2010-11 and the  
corresponding figures for the preceding four years as furnished by the Excise  
and Taxation Department are mentioned below: 

(` in crore) 
Year Amount 

collected at 
pre-

assessment 
stage 

Amount 
collected 

after 
regular 

assessment 

Amount 
refunded 

Net 
collection as 

per 
Department 

Net 
collection 

as per 
Finance 

Accounts 

Percentage 
of collection 

at pre-
assessment 
stage to net 
collection 
(column 2 
to column 

5) 

1 2 3 4 5 6 7 

2006-07 6,263.05 644.42 54.23 6,853.24 6,853.24 91 

2007-08 7,223.15 723.60 81.15 7,865.601 7,720.981 92 

2008-09 8,132.08 528.42 101.34 8,559.161 8,154.731 95 

2009-10 9,973.05 394.45 133.09 10,234.411 9,032.371 97 

2010-11 11,224.83 2024.09 623.04 12,625.881 11,082.011 89 

We observed that percentage of collection of revenue at pre-assessment stage 
to net collection ranged between 89 and 97 per cent during the years 2006-07 
to 2010-11. 

2.1.9 Revenue impact of the Audit  

2.1.9.1  Position of Inspection Reports  

The performance of the Excise and Taxation Department to deal with the 
irregularities detected in the course of local audit conducted during the year  
 
 
 
 
 
 
 
 
 
                                                 
1  There are differences of ` 144.62 crore, ` 404.43 crore, ` 1,202.04 crore and 

` 1,543.87 crore in the Departmental figures and the figures given in the Statement 
No. 11 – Detailed accounts of revenue by minor heads in the Finance Accounts of the 
Government for the years 2007-08, 2008-09, 2009-10 and 2010-11 respectively.   
The Department stated in November 2011 that the figures relates to compensation 
under CST under head 1601 received by the Finance Department from the GOI.  
However, these figures have not yet been reconciled with the Finance Department. 
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2009-10 and the corresponding figures for the preceding four years is 
tabulated below: 

(` in crore) 
Year  Units audited Cases accepted Recovery made 

during the year 
Percentage 

of 
recovery 

to amount 
accepted 

Number Number 
of cases 
objected

Amount Number Amount Number Amount  

2005-06 46 960 241.06 95 1.07 60 0.95 89 

2006-07 43 974 395.96 147 1.84 88 0.83 45 

2007-08 47 1,232 176.04 145 2.44 77 1.44 59 

2008-09 46 863 208.32 106 8.48 61 0.81 10 

2009-10 33 667 217.05 102 32.59 36 0.39 1 

Total 215 4,696 1,238.43 595 46.42 322 4.42  

We observed that the recovery in respect of accepted cases during the years 
2005-06 to 2009-10 was only 10 per cent. 

2.1.9.2  Position of Audit Reports  

During the last five years (including the current year’s report), audit through 
its Audit Reports had pointed out non/short levy/realisation, underassessment/ 
loss of revenue, incorrect exemption, concealment/suppression of turnover, 
application of incorrect rate of tax, incorrect computation etc., with revenue 
implication of ` 280.23 crore in 47 paragraphs. Of these, the Department/ 
Government had accepted audit observations in 41 paragraphs involving  
` 56.19 crore and recovered ` 4.91 crore. The details are shown in the 
following table. 

(` in crore) 
Year of 
Report 

Paragraphs included Paragraphs accepted Amount recovered 
Number Amount Number Amount Number Amount 

2006-07 7 6.54 7 6.54 3 4.52 
2007-08 8 2.17 7 1.00 2 0.32 
2008-09 11 5.48 11 5.11 2 0.07 
2009-10 11 119.01 11 30.95 - - 
2010-11 10 147.03 5 12.59 - - 

Total 47 280.23 41 56.19 7 4.91 

We observed that the recovery in respect of accepted cases was only 
nine per cent. The slow progress of recovery even in respect of accepted cases 
is indicative of failure on the part of the heads of offices/Department to initiate 
action to recover the Government dues promptly. 
We recommend that the Government may revamp the recovery 
mechanism to ensure that at least the amount involved in accepted cases 
are promptly recovered. 



Chapter-II Sales Tax/Value Added Tax 
 

19 
 

2.1.10 Results of audit 

Test check of the records relating to assessments and refunds of sales tax/VAT 
in Excise and Taxation Department, conducted during the year 2010-11 
revealed irregularities in assessments, levy and collection of tax involving 
` 976.56 crore in 775 cases, which broadly fall under the following categories: 

 (` in crore) 

Sr. No. Category Number of 
cases 

Amount  
 

1. Exemption/deferment and concessions 
of Sales Tax to Industrial Units 
(A review) 

1 144.37 

2. Cross Verification of Declaration 
forms used in Inter State Trade 

1 3.73 

3. Application of incorrect rates of tax  116 186.10  

4. Under-assessment of turnover under 
Central Sales Tax Act 

180 110.58 

5. Non-levy of penalty 45 412.95 

6. Non-levy of interest 35 12.09 

7. Incorrect computation of turnover 45 6.90 

8. Other irregularities 352 99.84 

 Total 775 976.56 

During the year 2010-11, the Department accepted underassessment and other 
deficiencies of ` 149.39 crore involved in 182 cases of which 27 cases 
involving ` 141.19 crore had been pointed out during 2010-11 and the 
remaining in the earlier years. The Department recovered ` 1.67 crore in 54 
cases during the year 2010-11, of which five cases involving ` 9.78 lakh 
related to the year 2010-11 and balance to earlier years. 

Two reviews of “Exemption/deferment and concessions of Sales Tax to 
Industrial Units” and “Cross Verification of Declaration forms used in 
Inter State Trade” involving ` 148.10 crore and a few illustrative audit 
observations involving ` 147.03 crore are mentioned in the succeeding 
paragraphs. 
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2.2 Exemption/deferment and concessions of Sales Tax to 
Industrial Units 

2.2.1 Highlights 

• No database was maintained either by the Industries Department or by 
the Excise and Taxation Department regarding units availing benefit of 
tax concessions. The Excise and Taxation Department had no database 
regarding tax benefits availed, tax recovered and due from units availing 
tax concession. An evaluation study of the Scheme was not carried out to 
evaluate the impact of tax concessions on growth of industries and 
employment. 

(Paragraph 2.2.7) 

• We found that agro based and electronic/software industries did not set 
up units in the State despite attractive tax concessions of 250 and 300 
per cent of fixed capital investment offered to them by the State 
Government under the Scheme. 

(Paragraph 2.2.7.1) 

• We noticed in four offices that 17 units after availing exemption had 
closed business and the Department had not recovered ` 20.64 crore of 
exemption/deferment benefits availed by them. 

(Paragraph 2.2.8) 

• Department had not kept records of repayment dues of exemption units. 

(Paragraph 2.2.9) 

• The Department relaxed control measures on exemption units by belated 
assessments, the delays ranging from seven to 98 months. 

(Paragraph 2.2.10) 

• The Department granted excess benefit of tax deferment of ` 4.47 crore 
to an expansion unit treating it as a new unit. 

(Paragraph 2.2.11) 

• Interest free loan of ` 2.91 crore from nine units in three districts and 
interest of ` 48.53 lakh on delayed payments from two dealers in two 
districts were also not recovered. 

 (Paragraph 2.2.12.1 and 2.2.12.2) 
• Incorrect allowance of deduction of ` 3.35 crore treating the sale of High 

Density Polyethylene (HDPE) fabric as tax free goods resulted in non-
levy of VAT of ` 33.49 lakh. 

(Paragraph 2.2.15) 
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• Breach of conditions regarding maintenance of production levels in 36 
cases were seen resulting in non-recovery of incentives of ` 130.82 crore 
due. 

(Paragraph 2.2.19.1) 
• The Department neither raised nor recovered the demand of benefit 

availed and interest of ` 3.87 crore due from two dealers in 
Gurgaon/Rewari who had discontinued their manufacturing activities 
during currency period of exemption/deferment. 

(Paragraph 2.2.19.2) 

2.2.2 Introduction 

In the interest of industrial development of the State, Government of Haryana 
introduced in May 1989, a new scheme for exemption/deferment of payment 
of sales tax in respect of new industrial units and the units undertaking 
expansion/diversification. This was applicable to those units which were 
established during the operative period starting from 1 April 1988 to 
31 July 1997 under Rule 28 A of Haryana General Sales Tax Rules, 1975 
(HGST Rules). The scheme was modified on 18 May 1999 effective from 
1 August 1997 under Rule 28 B and further modified on 15 October 2001 
effective from 15 November 1999 under Rule 28 C of HGST Rules. On 
introduction of HVAT Act, the provisions of Section 13 B and 25 A of the 
HVAT Act and the rules framed thereunder relating to tax concessions to 
industrial units remained in force subject to some exceptions under Section 61 
read with Rules 69 of the HVAT Act. Exemption and capital subsidy ceased 
from 01 April 2003.  

The industrial units availing the benefit of exemption capital subsidy may, in 
the prescribed manner, change over to deferment of payment of tax for the 
remaining period and the remaining extent of benefit but where an industrial 
unit does not choose to do so, the benefit of capital subsidy/exemption to it 
from payment of tax shall cease to take effect on and from the appointing day. 
Deferred tax was to be repaid after five years or an industrial unit availing the 
benefit of deferment of payment of tax, whether by change over under the 
foregoing provisions or otherwise, may, in lieu of making payment of deferred 
tax after five years, pay half of the amount of deferred tax, upfront along with 
the returns and on making payment in this manner, the tax due according to 
returns shall be deemed to have been paid in full and the tax deferred in each 
other case shall be converted into interest free loan in the manner prescribed. 
The concerned DETC had to watch the production level of unit during post 
benefit period. The eligibility certificate granted to an industrial unit shall be 
liable to be withdrawn at any time during its currency period by appropriate 
screening committee, (HLSC or LLSC) in case of obtaining the eligibility 
certificate by fraud, closing down of the business and disposal or transfer of 
fixed assets.  

The benefits sanctioned under Rule 28 A and 28 B of HGST Rules were 
reviewed by us, and had already been printed in the Report of the Comptroller 
and Auditor General of India for the year 2001-02. In this Performance Audit, 
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we have focused on the modified scheme under Rule 28 C. The salient 
features of the scheme relating to tax concession are as under: 

Rule and 
period of 
Scheme 

Sale tax incentive Monetary ceiling Period of  
eligibility 

Remarks 

28C 
15 November 

1999 to  
30 April 2000 

Concession of 
deferment of 
payment of sale tax 
and conversion of 
the same to capital 
subsidy computed 
on the sale of 
goods (including 
by -products and 
waste) 
manufactured by 
the unit or arising 
from the process of 
manufacturer and 
declared in the sale 
tax return. 

1. For new units 100 
per cent to 150 per cent 
of fixed capital 
investment (FCI) 
2. For agro based units 
250 per cent of FCI 
3. For information 
technology/software/ 
electronic based 
industry 300 
per cent of FCI 
 
4 For expansion/ 
diversification units 
100 per cent of 
additional investment 
in plant and machinery 
 
 
5. Sick industrial units 
100 per cent to 150 per 
cent of FCI 

Nine years to 11 
years or earlier if the 
ceilings are reached. 
Nine years to 11 
years or earlier if the 
ceilings are reached. 
Nine years to 11 
years or earlier if the 
ceilings are reached. 
 
 
Five years or earlier 
if the ceilings are 
reached. 
 
 
 
 
 
Three years or 
earlier if the ceilings 
are reached. 

For new units 50 
per cent con-
cession for nine 
years or graded 
scale 80 per cent 
to 20 per cent 
from one year to 
11 years of 
payable tax.
 
For the purpose of 
calculation of 
benefit availed of 
under the Rule, 
tax payable 
including the 
component of tax 
to  be converted 
into capital 
subsidy shall be 
taken into 
account. 

 

2.2.3 Organisational set up 

The Eligibility Certificate for the Industries are issued by the Industrial 
Department, whereas the Taxation Department is required to ensure receipt of 
returns relating to sales tax and watching the payment of the deferred taxes 
after the completion of the concession period of the industry concerned.  At 
the Government level, Financial Commissioner and Principal Secretary, 
Excise and Taxation Department (FCET) is responsible for the administration 
of Sales Tax Laws in the State. At the Departmental level, the ETC is 
responsible for the administration of Sales Tax/VAT/Central Sales Tax (CST) 
Acts and the rules framed thereunder. The ETC is assisted by Assistant Excise 
and Taxation Commissioners (AETCs), Joint Excise and Taxation 
Commissioners (JETCs) and Deputy Excise and Taxation Commissioners 
(Sales Tax) {(DETCs (ST)}, ETOs and allied staff at headquarters. 

Eligibility certificate in respect of small scale industry is issued at district level 
by the General Manager, District Industry Centre (GMDIC) and those in 
respect of medium and large scale industry is issued at Directorate level by the 
Additional Director of Industries.  There are Screening Committees in place 
comprising of representatives of the Industries Department, Haryana State 
Industrial Corporation and the Excise and Taxation, Commissioner, for 
deciding on the issue of Eligibility Certificate to the industrial units. 
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2.2.4 Audit objectives 

We conducted the review with a view to ascertain whether: 

• incentives sanctioned by the implementing agencies were as per norms; 

• assessment of the units was taken up on priority basis to detect 
excess/incorrect availing of benefit; 

• repayment of instalments of deferred tax due from the units availing 
benefits of the scheme were effected within the prescribed time period; 

• quantum of incentive claimed by the eligible units was properly 
assessed; 

• an internal control mechanism existed to prevent the loss of revenue and 
misuse of the provisions of the schemes; and 

• compliance of provisions of rules made for post benefit period. 

2.2.5  Audit criteria 

The audit findings were benchmarked against the following audit criteria: 

• Haryana General Sales Tax Act, 1973 

• Haryana General Sales Tax Rules, 1975 

• New industrial policy/scheme for exemption/deferment of payments of 
sales tax 1989 as modified from time to time 

• Haryana Value Added Tax Act/Rules, 2003 

• Central Sales Tax Act, 1956 

• Central Sales Tax (Punjab) (Haryana) Rules, 1957 and  

• Departmental Notifications and Circulars issued regarding 
exemption/deferment of VAT in respect of industrial units. 

2.2.5.1  Scope and methodology of audit 

The relevant records relating to exemption/deferment and concession to 
industrial units of 10 (out of 21) districts in the State for the period 2005-06 to 
2009-10 were test checked between June 2010 and February 2011. We 
selected eight districts2 on random sample selection basis by applying 
probability proportional to size method (without replacement) and Gurgaon 
and Faridabad districts were selected on the basis of the risk analysis. We have 
also included points of similar nature noticed during audit for the period 2005-
06 to 2009-10. 

2.2.6 Acknowledgement 

The Indian Audit and Accounts Department acknowledges the co-operation of 
Industry and Excise and Taxation Department in providing necessary 
                                                 
2 .  Bhiwani, Hisar, Karnal, Mewat, Palwal, Panipat, Rewari and Sonepat. 
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information and records for facilitating audit by us. An entry conference was 
held in August 2010 with the Financial Commissioner-cum-Principal 
Secretary to Haryana Government (Excise and Taxation Department) and 
other Departmental officers wherein the audit objectives, methodology and 
selection of districts were explained. The suggestions of the Department were 
kept in view at the time of selection of districts and conducting audit. We 
forwarded the draft review report to the Department and Government in June 
and August 2011. An exit conference was held on 21 and 22 September 2011 
with the Financial Commissioner and Principal Secretary to Haryana 
Government (Excise and Taxation Department) and Industries Department 
ETC, Additional Director and other officers. During the exit conference, the 
findings of the review and recommendations were discussed. The replies 
furnished by the Department during exit conference and at other times have 
been appropriately incorporated in the respective paragraphs. 

2.2.7 Implementation of scheme by the Industries and Excise and 
 Taxation Department 

2.2.7.1 Director of Industries and Commerce and Excise and Taxation 
Department did not have consolidated database figures of benefit sanctioned 
availed by various units.  We could not assess the impact on revenue of the 
Government by way of exemption/deferment/concession and the benefits 
accrued/derived by the State as a result of implementation of scheme. Director 
of Industries and Commerce, Haryana stated that headquarter had only 
information of the cases to whom benefit of tax concession was approved by 
HLSC. The Department informed us that HLSC had approved tax concession 
in 38 cases amounting to ` 146.33 crore, whereas we found that details of  
seven units to whom benefit of tax concession of ` 64.49 crore was sanctioned 
under Rule 28 (C) were not included in the details of cases provided to audit. 

In Industrial policy 1999, the State Government had identified thrust areas to 
promote industrial investment in the State in agro based and food processing 
industries, electronics, information and technology and telecommunication, 
automobiles, automotive components, light and medium engineering, 
handloom, hosiery, textile and garment manufacturing and export oriented 
units. The State Government specially allowed 250 per cent of FCI as tax 
concession to agro based units and 300 per cent of FCI to information 
technology/software/electronic industries under Rule 28 C of HGST Rules. 
Despite 250 per cent benefit to agro industries and 300 per cent benefit to 
software based industries, as per information available from 133 districts, not a 
single unit had been set up under the scheme. 

The Industries Department had not made any evaluation study to evaluate the 
impact of tax concession on growth of above mentioned industries and on 
employment in the State. Information regarding status of industries whether 
these were closed or in the running position was not available at headquarters 
level. Excise and Taxation Department had also no database at Headquarter 

                                                 
3  Rewari, Jind, Rohtak, Yamunanagar, Bhiwani, Karnal, Kaithal, Hisar, Fatehabad, 

Sirsa, Gurgaon, Panipat and Jhajjar. 
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level regarding tax benefit availed, recovered and due from units availing 
benefit of tax concession. 

2.2.7.2 As per information made available from 20 DETC (ST) offices benefit 
of deferment/concession of ` 200.04 crore availed of by the units availing tax 
benefit of Exemption/deferment/concession under rule 28A/B/C of 
HGST Rules, 1975 and further opted deferment under Section 61 of 
HVAT Act, 2003 during the period 2005-06 to 2009-10 was as under: 

(` in crore) 

Year No. of units availed benefit Amount 

 

2005-06 273 52.94 

2006-07 177 51.37 

2007-08 121 40.57 

2008-09 70 33.44 

2009-10 33 21.72 

Total 674 200.04 

Note:- Above units include units under Rule 28A, B and C, which continued 
during above period. 

After we pointed out the case in August 2011, the Excise and Taxation 
Department stated in September 2011 that efforts would be made to maintain 
proper database at headquarter level. 

Audit findings 

System deficiencies 

2.2.8 Lack of co-ordination between implementing agencies to 
recover the demand on premature closure of business 

The main objective of sales tax incentive scheme was overall industrial 
development of the State. After issue of eligibility certificate for 
exemption/deferment of sales tax/VAT, the Industries Department had to 
monitor proper running of the units and Excise and Taxation Department had 
to recover the benefit availed under the scheme on premature closure of the 
business. 

As per provision (9) under Rule 28 A of HGST Rules, the 
exemption/entitlement certificate granted to an eligible industrial unit shall be 
liable to be cancelled by the DETC (ST) concerned either in the case of 
discontinuance of its business by the unit any time for a period exceeding six 
months or closing down its business during the period of 
exemption/deferment. Further, under the rules ibid on cancellation of 
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eligibility certificate or exemption/entitlement certificate before it is due for 
expiry, the entire amount of tax exempted/deferred shall become payable 
immediately in lump sum and the provisions relating to recovery of tax, 
interest and imposition of penalty shall be applicable in such cases. 

A mention was made in the Report of the Comptroller and Auditor General of 
India for the year 2001-02 and was discussed in PAC during the year 2007-08. 
In 155 cases PAC desired to recover the outstanding amount of arrears but in 
63 cases follow up action taken by Government was still awaited. 

During test check of the records of four offices of DETC (ST), between 
June 2010 and February 2011, we noticed that 17 units after availing 
exemption/deferment of ` 12.34 crore during the years 1993-94 to 2005-06 
discontinued their manufacturing process during the currency period of 
exemption/deferment. 

Though the concerned DETC cancelled the exemption/entitlement certificates 
of these units, they did not recover ` 20.64 crore of exemption/deferment 
availed by the units including interest as detailed below:  

(` in crore) 
Sr. No. Name of DETCs No. of units Amount of 

exemption/deferment to be 
recovered 

1. Rewari 2 12.03 

2. Sonepat 1 1.21 

3. Gurgaon (West) 2 3.47 

4 Bhiwani 12 3.93 

 Total 17 20.64 

After we pointed out these cases between June 2010 and February 2011, 
DETC (ST), Rewari stated in one case that matter was pending in High Court 
and another case was pending in suo motu action with DETC (ST)-cum-
Revisional Authority. DETC (ST), Bhiwani stated that efforts would be made 
to recover the amount. DETC (ST), Sonepat stated that notice had been issued 
to the dealer and DETC (ST), Gurgaon (West) stated that firm had been closed 
and property had been auctioned by bank and efforts would be made to 
recover the balance amount. We have not received further progress report 
(October 2011). 

 

 

 

 

 

 



Chapter-II Sales Tax/Value Added Tax 
 

27 
 

2.2.9 Non-maintenance of proper records of beneficiaries availing 
deferment of sales tax and non recovery of taxes 

During test check of the records/register 
of the offices of DETC (ST), Bhiwani, 
Faridabad (West) and Gurgaon (West) 
between July 2010 and February 2011, 
we noticed that 18 dealers availed benefit 
of deferred tax aggregating to 
` 3.76 crore during the years 1999-2000 
to 2004-05 but their repayment, which 
was due during the years 2005-06 and 
2009-10 was not posted in the prescribed 
register. Audit could not ascertain 
whether the tax has been received or not 
as there was no entry in the prescribed 
register. 

After we pointed out these cases between July 2010 and February 2011, 
DETC (ST) Bhiwani stated in one case that unit had been declared sick unit by 
Board of Industrial and Financial Reconstruction (BIFR) in December 2006. 
The reply was not in consonance with the provisions of the Act as deferred tax 
was to be converted into interest free loan by Industry Department. No reply 
has been received from remaining 17 cases of DETC (ST) Faridabad and 
Gurgaon (October 2011). Further, the Excise and Taxation Department stated 
in September 2011 that records would be updated. 

2.2.10Control measures on exemption units relaxed by delay in 
assessment 

 During test check of the 
assessment records of 104 sales 
tax Districts of DETC (ST), we 
noticed between June 2010 and 
February 2011 that 52 
assessment cases relating to the 
years 1999-2000 to 2006-07 
involving additional demand of 
` 10.36 crore were assessed after 
the prescribed dates. The delay 
ranged between seven to 
98 months. 

After we pointed out the case between June 2010 and February 2011, 
DETC (ST) Faridabad (East) and Rewari stated (June and December 2010) 
that there was no loss of revenue due to delay in assessment. The replies of the 

                                                 
4  Bhiwani, Faridabad, Gurgaon, Hisar, Karnal, Mewat, Palwal, Panipat, Rewari and 

Sonepat. 

Under the provisions of HGST Rules, the 
assessment of an eligible industrial unit 
holding exemption/entitlement certificate 
shall be made in accordance with the 
provisions of the Act and rules framed 
thereunder as early as possible and shall 
be completed by 31 December in respect 
of the assessment year immediately 
preceding thereto and the additional 
demand so determined, if any, shall be 
paid as per provisions of the Act. 

Under Rule 28 A and 28 B of 
HGST Rules, tax allowed to be 
deferred, payable after five 
years and seven years 
respectively. DETCs were 
required to maintain a register to 
note the details of tax deferred 
and received. 
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Department were not in consonance with the provisions of the Act as due to 
delay in assessment, the additional demands were deposited late by dealer and 
consequently there was loss of interest to the Government.  

After we pointed out the case to the Government in June and August 2011, the 
Excise and Taxation Department stated in September 2011 that these cases 
were assessed as per provisions of HVAT Act, 2003. We found that the reply 
of the ETC was not in consonance with the law, since the Haryana Sales Tax 
Act and Rules framed thereunder relating to Tax Concessions continue in 
force even after introduction of the Haryana VAT Act and as such the 
assessments were required to be completed by December every year as per the 
HGST Act provisions mentioned above.  Further regular assessments in time 
are essential as a control measures to ensure that the units are running after 
availing the tax concessions given to them by the Government under Section 
61 (D) of HVAT Act. 

Compliance deficiencies 
 

Industries Department 

2.2.11 Excess benefit of deferment for expansion of industrial unit 
During test check of the records of office 
of GMDIC Palwal in August 2010, we 
noticed that a firm manufacturing 
Hydraulic Turbines, Butterfly Valves 
and parts thereof applied in June 1999 
for its expansion project at Prithla 
(District Palwal) to issue an eligibility 
certificate for deferment of sales tax for 
seven years to manufacture the same 
item. On the report of GMDIC 
 

Faridabad, the Director of Industries, Haryana issued an eligibility certificate 
for ` 27.43 crore for the period from 02 August 1999 to 01 August 2008 
treating it as a new unit instead of expansion unit. The unit was eligible for 
deferment for seven years (upto 1 August 2006). The dealer availed benefit of 
deferment of tax of ` 11.05 crore against the eligible benefit of tax deferment 
of ` 6.58 crore during the period 02 August 1999 to 01 August 2006. This 
resulted in excess deferment of tax amounting to ` 4.47 crore which was 
availed during 02 August 2006 to 01 August 2008. 

After we pointed out the case in August 2010, the GMDIC Palwal stated 
(December 2010) that the firm had been asked to explain their position and to 
deposit the amount of excess benefit availed. Further, the Industry Department 
stated in September 2011 that facts would be verified and necessary corrective 
steps would be taken as per the scheme. We have not received further progress 
report. 

 

Rule 28B, 5 (A) of HGST Rules, 
expansion unit set up in low 
potential zone, the facility of 
sale tax deferment would be 
seven years and large and 
medium scale industry is 
eligible for benefit of tax 
deferment (125 per cent of FCI). 



Chapter-II Sales Tax/Value Added Tax 
 

29 
 

2.2.12 Non/short recovery of interest free loan 

2.2.12.1 During test check of the 
records of offices of GMDIC, 
Faridabad, Rewari and Gurgaon 
between August 2010 and January 
2011, we noticed that interest free 
loan amounting to ` 3.99 crore was 
sanctioned to nine dealers availing 
benefit of deferment of tax under 
Rule 28A and 28B of HGST Rule 
1975 between March 1998 to 
March 2005 and was due for 
repayment between April 2003 to 
April 2010. Out of ` 3.99 crore, an 
amount of `  1.08 crore was 
recovered leaving a balance of 
` 2.91 crore as shown below: 

 

 

 

(` in crore) 

Sr. 
No.  

District 
Industries 
Centre  

No. of 
units 

Amount of 
interest free 

loan sanctioned 

Amount 
recovered 

Amount not 
recovered 

1 Faridabad  5 2.22 0.78 1.44 

2 Rewari  2 0.68 0.04 0.64 

3 Gurgaon 2 1.09 0.26 0.83 

 Total  9 3.99 1.08 2.91 

After we pointed out these cases between August 2010 and January 2011, 
GMDIC, Rewari stated in January 2011 that claim had been filed with official 
liquidator in one case and in another case matter was under appeal with 
Hon’ble High Court Delhi. GMDIC, Faridabad stated in January 2011 that 
efforts would be made to recover the balance amount. Further, the Industry 
Department admitted the facts and stated in September 2011 that ` 53 lakh had 
been recovered in respect of Faridabad district and in respect of Gurgaon 
district in one case the company had gone into liquidation and in another case 
GMDIC, Gurgaon had been asked to recover the amount of interest free loan 
(IFL) by invoking the bank guarantee furnished by the unit. 

2.2.12.2 During test check of the records of offices of GMDIC, Rewari and 
Sonepat between June and September 2010 we noticed that two dealers 

The State Government had approved a 
scheme in December 1992 to provide 
interest free loan to the extent of sales tax 
liabilities of an industrial unit, which had 
opted for its deferred payment under the 
industrial policy of the State Government. 
The eligible industrial units holding 
eligibility and entitlement certificate can 
avail benefit of the scheme by opting, to 
convert the tax deferred for the previous 
years into interest free loan provided 
assessment under the Income Tax Act for 
those years has not been finalised. 
GMDIC of the concerned district is fully 
empowered to recover the loan in the case 
of default as arrear of land revenue under 
the provision of the Haryana Public 
Money Recovery Act. In case of any 
default or delay in repayment of loan, 
interest will be charged as provided under 
HGST Act and the rules made thereunder.
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Rule 28 C (2g) of HGST Rules, 
FCI means investment in (i) land 
under use; (ii) new construction; 
(iii) plant and machinery; 
(iv) capitalised installation 
expenditure for plant and 
machinery; (v) capitalised interest 
during the period of construction 
of the unit not exceeding 
five per cent of total FCI and 
(vi) technical knowhow fees. 
Investment under item (i) and (ii) 
shall, for the purpose of 
calculating FCI be limited to 
investment in items (iii) to (vi). 

availing benefit of tax deferment under Rule 28A of HGST Rule 1975 had 
availed IFL from GMDIC in lieu of deferred tax. Interest amounting to 
` 48.53 lakh was not recovered on delayed payment of interest free loan as 
detailed below: 

 (` in lakh) 

Sr. No. GMDIC Number of 
cases 

Interest 
due 

Interest 
Paid 

 

Non/short levy of 
interest 

1 Sonepat  1 19.04 - 19.04 

2 Rewari 1 29.49 - 29.49 

 Total 2 48.53 - 48.53 

After we pointed out these cases between June and September 2010, GMDIC 
Rewari stated that interest was to be recovered by Excise and Taxation 
Department. The reply of GMDIC, Rewari was not inconsonance of policy of 
interest free loan. Interest on delayed payment of IFL was to be recovered by 
GMDIC. In one case GMDIC, Sonepat stated in March 2011 that notice had 
been issued to the dealer and efforts would be made to recover the interest 
liability. Further, the Industry Department stated in September 2011 that 
interest would be recovered as per provisions of HGST Act. 

2.2.13 Incorrect computation of fixed capital investment and excess 
tax concession 

During test check of the records of 
office of GMDIC, Bhiwani in 
February 2011, we noticed that in 
one case LLSC approved tax 
concession of `  11.49 lakh on the 
basis of 150 per cent of FCI of ` 
7.66 lakh and had not limited the 
investment of item (i) and (ii) with 
the investment of item (iii) to (vi). 
The cost of land and building was 
to be limited to ` 2.90 lakh. The 
industrial unit was eligible of tax 
concession of ` 8.70 lakh on the 
basis of 150 per cent of FCI of 
` 5.80 lakh resulting in excess 
concession.  

In another cases LLSC approved concession of ` 1.59 crore on the basis of FCI 
of ` 90.65 lakh whereas the DETC (ST) verified the FCI of ` 84.04 lakh and 
the concession of tax worked out to ` 1.47 crore (175 per cent of ` 84.04 lakh) 
instead of ` 1.59 crore. This resulted in excess grant of concession of 
` 14.79 lakh, in both cases. 
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Under Section 61 read with Rule 69 (2) 
of the HVAT Act, the unit may, in lieu 
of availing deferment of tax, elect, by 
indicating in the application in form 
VAT A-5 made under sub rule (1), to 
make payment of one half of the tax 
otherwise due before the time 
prescribed for filing of quarterly returns 
and where the tax is so paid the unit 
shall have no further liability to pay tax 
for the said period as such payment for 
computation of tax benefit availed by 
the unit and input tax passed on to the 
purchaser, if otherwise, if admissible to 
him, shall be deemed full payment. 
This facility shall also be available to a 
unit who has been availing the benefit 
of deferment of payment of tax before 
the appointed day provided such unit 
sends an intimation to the officer 
incharge of the district within 15 days 
of coming into force of these rules. Sub 
rule (6) provides that the deferred 
amount of tax in other cases shall be 
converted into interest free loan in 
respect of each industrial unit on annual 
basis in the manner laid down by the 
Industry Department of the State. 

After we pointed out these cases in February 2011, the Department stated in 
April 2011 that the matter would be put up in the next meeting of LLSC to 
review its decision. Further, the Industry Department stated in September 2011 
that matter would require reconsideration at the level of LLSC and HLSC. 

Excise and Taxation Department 

2.2.14 Irregular concession of tax deferment 

  2.2.14.1 During test check of the 
assessment records of office of DETC 
(ST), Faridabad (West) in 
December 2010, we noticed that two 
dealers availing benefit of deferment 
under Rule 28 B of HGST Rules, had 
not opted for making 50 per cent 
upfront payment along with returns 
under HVAT Act. The AA, while 
finalising the assessment for the years 
2003-04 to 2005-06 between 
February 2007 and March 2009, had 
allowed 50 per cent concession 
amounting to ` 12.64 lakh, which 
was irregular. 

After we pointed out the case in 
December 2010, ETO Faridabad 
(West) stated in December 2010 that 
notice would be issued to dealer 
regarding exercise the option. The 
reply of ETO Faridabad (West) was 
not in consonance with the provision 
of Rule 69 under Section 61 of 
HVAT Act, the option was to be 
given up to 24 October 2003 and the 
option cannot be given now.  

Further, the Excise and Taxation 
Department stated in September 2011 

that there was no loss of revenue. Reply of 
the Department was not in consonance of the provisions of HVAT Act, if the tax 
was deferred hundred per cent as per option of dealer then Department had to 
receive interest free loan from GMDIC for full deferred amount. We have not 
received further progress report (October 2011). 

2.2.14.2 During test check of the records of the office of DETC (ST), Gurgaon 
(West) in July 2010, we noticed that one dealer availing tax deferment for the 
period from 7 July 1999 to 6 July 2008 under rule 28 B of HGST Rules, had 
opted in June 2003 under HVAT Act, to pay 50 per cent of tax due along with 
return in lieu of deferment of tax for remaining period from1 April 2003 to 
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6 July 2008 for balance amount of ` 80.98 lakh. The AA, while finalising the 
assessment for the years 2003-04 to 2006-07 between March 2007 and 
March 2010 allowed cent per cent deferment of tax liability of ` 84.05 lakh 
instead of 50 per cent concession of ` 42.02 lakh and deferred tax was also not 
converted into interest free loan from GMDIC. This resulted in excess 
deferment of ` 42.03 lakh. 

After we pointed out the case in July 2010, we have not received any reply 
(October 2011). 

2.2.14.3 During test check of the records of the office of DETC (ST), Bhiwani 
in February 2011, we noticed that one dealer availing benefit of tax exemption 
for the period from 25 December 1998 to 24 December 2008 under rule 28 B 
of HGST Rules had opted to pay 50 per cent of tax due along with return in 
lieu of deferment of tax for remaining period from 1 April 2003 to 
24 December 2008 for balance quantum. The AA, while finalising the 
assessment in July 2009 for the year 2007-08 allowed cent per cent deferment 
of tax of ` 6.06 lakh instead of ` 3.03 lakh under CST Act and the dealer had 
not paid fifty per cent upfront payment along with return. This resulted in 
underassessment of tax ` 4.24 lakh (including interest5 of ` 1.21 lakh). 

After we pointed out the case in February 2011, DETC (ST), Bhiwani replied 
in February 2011 that matter is under examination. Further, the Excise and 
Taxation Department stated in September 2011 that as per notification dated 
10 April 2003, no tax under the said Act was payable with effect from 11 May 
2002. Reply of the Department was not in consonance of the provisions of 
HVAT Act as there was no such exemption of tax in said notification for the 
units availing deferment. 

2.2.14.4 During test check of the assessment records and registers of the office 
of DETC Hisar in January 2011, we noticed that three dealers availing benefit 
of exemption of tax for the period from August 1995 to January 2009 had 
opted to pay fifty per cent of tax due along with return in lieu of deferment of 
tax for remaining period after 1 April 2003 under HVAT Act 2003 and also 
paid 50 per cent. To calculate the notional tax liability of availed benefit cent 
per cent amount was to be taken into account including 50 per cent tax paid by 
dealer along with return. The AA, while finalising the assessment deducted 
amount equal to fifty per cent tax concession availed by the dealer instead of 
cent per cent from balance quantum of deferment amount. This resulted in 
excess concession of ` 14.40 lakh. 

After we pointed out the case in January 2011, the Excise and Taxation 
Department admitted the facts and stated that cases were under the suo motu 
action. 

                                                 
5  Interest calculated from 1 November 2007 to 30 June 2009. 
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Under the HVAT Act, High 
Density Polyethylene (HDPE) 
fabrics (Plastic goods), being not 
specified item in any schedule, are 
leviable to tax at the general rate of 
10 per cent with effect from 
1 April 2003.  

Under HGST Rules, eligible 
industrial unit may avail benefit 
of exemption/deferment up to 
the quantum and period as 
prescribed in the eligibility 
certificate. 

2.2.15 Non-levy of tax on sale of HDPE Fabrics 

During test check of the records of 
office of DETC (ST), Sonepat in 
September 2010, we noticed that a 
dealer availing benefit of tax 
deferment made sales of HDPE 
fabrics valued as ` 3.35 crore 
(HVAT: ` 0.36 crore, CST: 
` 2.99 crore) during the year 2003-04 

without payment of tax and without 
declaration of forms ‘C’. The AA while finalising the assessment in June 2006, 
allowed the deduction of ` 3.35 crore treating it as tax free goods under 
Schedule ‘B’ of HVAT Act instead of levying tax at the prescribed rates. This 
resulted in non-levy of VAT amounting to ` 33.49 lakh. 

After we pointed out the case in September 2010, the AA, Sonepat stated in 
September 2011 that the case could not be reassessed at this stage. However, 
the facts remains that due to non taking of timely action amount remained 
unrecovered. 

2.2.16 Excess availment of tax deferment/exemption 

During test check of the registers of 
offices of DETC (ST), Panipat and 
Rewari in June and October 2010, we 
noticed that the amount of 
deferment/exemption of ` 5.62 crore 
was due against which benefit of 
deferment/exemption amounting to 
` 5.87 crore was availed by four units. 

So exemption/deferment of tax amounting to ` 25 lakh availed in excess of the 
quantum prescribed in the eligibility certificate was to be recovered by the 
Department. 

After we pointed out the case in June and October 2010, DETC (ST), Panipat 
stated in September 2011 that demand of ` 15.77 lakh had been created in one 
case and in another case an amount of ` 9.03 lakh out of ` 12.90 lakh had 
been deposited along with interest of ` 7.40 lakh and notice had been issued in 
April 2011 to recover the balance amount. DETC (ST), Rewari stated in 
June 2010 that excess amount would be recovered in due course. We have not 
received further progress report (October 2011). 

A point of similar nature was printed in the Report of the Comptroller and 
Auditor General of India for the year 2001-02 and was discussed in PAC 
during the year 2007-08. In nine cases PAC has desired the latest status of 
amount to be recovered. Out of nine, in one case follow up action was yet to 
be taken by Government. 
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Section 14 (6) of HVAT Act, inter alia 
lays down that if any dealer fails to 
make payment of tax, he shall be liable 
to pay in addition to the tax payable by 
him, simple interest at one and half per 
cent (one per cent with effect from 
11 October 2007) per month, if the 
payment is made within ninety days 
and at three per cent per month 
(two per cent with effect from 11 
October 2007) if the default continues 
beyond ninety days for the whole 
period from the last date specified for 
the payment of tax to the date he makes 
payment. 

Under Section 61(2) (d) (iii) of 
the HVAT Act, an industrial unit 
availing the benefit of deferment 
of payment of tax, whether by 
change over under the provisions 
of the Act or otherwise, may, in 
lieu of making payment of the 
deferred tax after five years, pay 
half the amount of tax deferred 
upfront along with the returns and 
on making payment in this 
manner, the tax due according to 
the returns shall be deemed to 
have been paid in full. If the tax 
calculated is more than the input 
tax, the difference of the two shall 
be the tax payable. 

2.2.17 Non/short levy of interest 

During test check of the records of 
the offices of DETC (ST), Bhiwani 
and Palwal between September 2010 
and February 2011, we noticed that 
four dealers who opted to pay 50 per 
cent upfront payment of due tax 
along with returns under Section 61 
(2) (d) (i) (iii)  had not paid due tax 
with returns. The AA, while 
finalising the assessment for the years 
2003-04 to 2006-07 between August 
2006 and March 2010 raised demand 
of ` 23.81 lakh, without levy of 
interest amounting to ` 20.31 lakh. 

After we pointed out the cases 
between September 2010 and 
February 2011, DETC (ST) Bhiwani 

stated in February 2011 that two cases 
were under examination and in another case the demand was due to wrong 
calculation of tax by the dealer. The reply of DETC (ST) Bhiwani was not in 
consonance with the provisions of the HVAT Act as the dealer had to pay due 
tax along with return and AA had to check correctness of tax deposited. 
Neither the dealer had paid due tax along with the return nor the AA check the 
correctness of tax due/deposited with return. We have not received reply from 
DETC (ST), Palwal in the remaining two cases (October 2011). 

2.2.18 Excess benefit of tax deferment due to non-adjustment of 
input tax credit 

  During test check of the 
assessment records of the office 
of DETC (ST), Panipat in 
March 2008, we noticed a 
dealers availing the benefit of 
exemption from payment of tax 
of `  1.61 crore during the 
period December 1998 to 
November 2007 had opted to 
pay 50 per cent of the tax in 
lieu of deferment of payment of 
tax under the HVAT Act/Rules. 
The dealer had made sale of 
goods valued as `  6.52 crore 
involving tax of ` 26.07 lakh 
during the year 2004-05. After 

adjusting ITC of ` 14.55 lakh  
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paid on purchase of goods, the balance tax payable was ` 11.52 lakh. The 
dealer was entitled to concession of 50 per cent  of deferred tax (` 11.52 lakh) 
of ` 5.76 lakh. The AA, while finalising the assessment in May 2006 allowed 
` 13.04 lakh (50 per cent of total tax) instead of ` 5.76 lakh. This resulted in 
excess concession of tax of ` 7.27 lakh. Additionally interest amounting to 
` 7.27 lakh was also leviable on default in tax demand. 

After we pointed out this case in March 2008, the DETC (ST) Panipat stated 
in January 2011 that revisional authority had created the demand of 
` 14.54 lakh. We have not received further progress of recovery 
(October 2011). 

2.2.19 Non- monitoring of exempted/deferred units 

To ascertain the amount of sale tax deferred/exempted, DETC (ST) of each 
district was required to review the performance of each eligible industrial unit 
and to send a quarterly report to the ETC in the following month. None of the 
DETC of 10 districts checked, sent quarterly performance reports to the ETC, 
Panchkula and no any action was taken by ETC against DETC for non- 
submission of prescribed quarterly reports. Thus, non-monitoring of 
exempted/deferred units resulted in non-raising of demand of tax and interest  
amounting to ` 134.69 crore as detailed below: 
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Under HGST Rules, the benefit of tax 
exemption/deferment shall be subject to 
the condition that the beneficiary unit after 
having availed of the benefit shall continue 
its production at least for the next five 
years and not below the level of average 
production for preceding five years. In 
case of not opting the scheme under 
Section 61 of HVAT Act, the industrial 
unit shall be liable to maintain production 
at a level so that its annual turnover does 
not fall short of the average annual 
turnover during the periods of exemption. 
The DETC is required to watch production 
levels. In case the unit violates the 
condition it shall be liable to make, in 
addition to the full amount of tax benefit 
availed of by it during the period of 
exemption/deferment, payment of interest 
chargeable under the Act as if no tax 
exemption/deferment was ever available to 
it. 

2.2.19.1 Non-maintenance of production level 

During test check of the 
records of the offices of 
seven DETCs (ST) between 
June 2010 and February 
2011, we noticed that 36 
units after availing the 
exemption/deferment of ` 
70.77 crore did not maintain 
the level of production to the 
extent of average production 
for the prevailing five years 
and thus, they were liable to 
refund the full amount of tax 
exemption benefit along with 
interest and in case of units 
availing deferment were 
liable to pay interest, if 
deferred tax paid. Concerned 
DETCs (ST) did not raise the 
demand of benefit availed 
along with interest 
amounting to `  130.82 crore 

as detailed below: 

(` in crore) 

Name of  
DETC 
(ST) 

No. of Units not 
maintained average 

production 

Amount of benefit 
availed 

Amount to be 
recovered 

Total 

 

 Exemption Defer-
ment 

Exemption Defer- 
ment 

Exemption Interest  

Gurgaon 
(West) 

8 1 5.91 1.87 5.91 7.78 13.69 

Gurgaon 
(East) 

12 1 47.86 0.55 47.86 48.41 96.27 

Sonepat 3 1 0.72 0.28 0.72 1.00 1.72 

Panipat 5 - 3.13 - 3.13 3.13 6.26 

Faridabad 
(West) 

- 1 - 1.38 - 1.38 1.38 

Rewari - 1 - 6.64 - 6.64 6.64 

Hisar 3 - 2.43 - 2.43 2.43 4.86 

Total 31 5 60.05 10.72 60.05 70.77 130.82 
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Under HGST Rules, the exemption/ 
entitlement certificate granted to an 
eligible industrial unit shall be liable 
to be cancelled by the DETC 
concerned either in the case of 
discontinuance of its business by the 
unit any time for a period exceeding 
six months or its closing down during 
the period of exemption/deferment. 
Further, under the rules ibid on 
cancellation of eligibility certificate 
or exemption/ entitlement certificate 
before it is due for expiry the entire 
amount of tax exempted/deferred 
shall become payable immediately in 
lump sum and the provision relating 
to recovery of tax, interest and 
imposition of penalty shall be 
applicable in such cases. 

After we pointed out these cases between June 2010 and January 2011, 
DETCs (ST), Gurgaon (East) and Gurgaon (West) stated between 
October 2010 and March 2011 that matter was under process in 19 cases  
and in three cases notices had been issued. Reply of DETC (ST) Gurgaon was 
not satisfactory as copy of notice issued to dealers was not found placed on 
file and in three cases notices were issued (February and March 2011) after the 
matter was pointed out by audit. Action taken in one case (March 2008) was 
also not finalised till April 2011. DETC (ST) Sonepat stated in September 
2011 that in two cases demand of ` 1.31 crore has been created, in one case 
notice has been issued and in one case stated that action would be taken after 
completion of post benefit period. Reply in this case was not satisfactory, as 
average production was to be watched every year and not after completion of 
post benefit period and DETC Panipat stated in September 2011 that cases 
were under-examination. DETC (ST) Hisar stated in September 2011 that 
notices had been issued to take action. DETC (ST) Faridabad (West) stated in 
September 2011 that notice had been issued and DETC (ST) Rewari stated in 
June 2010 that action would be taken. 

A point of similar nature was printed in the Report of the Comptroller and 
Auditor General of India for the year 2001-02 and was discussed in PAC 
during the year 2007-08. In 13 cases PAC has desired the latest status of 
amount to be recovered. The follow up action in respect of 11 cases was still 
awaited. 

2.2.19.2 Non-recovery of tax 
During test check of the records of offices 
of DETC (ST) Gurgaon (East) and 
Rewari, between June and August 2010, 
we noticed from the assessment records 
that in two cases {(one each of Rewari 
and Gurgaon (East)}, the industrial unit 
after availing exemption/deferment of ` 
1.94 crore discontinued their 
manufacturing process during the 
currency period of 
exemption/deferment. The exemption/ 
entitlement certificates were not 
cancelled by the DETCs (ST). Thus,        
` 3.87 crore (including interest of ` 1.93 
crore) remained unrecovered. 

After we pointed out these cases 
between June and August 2010, DETC 
(ST) Rewari stated that action would be 
taken to recover the benefit availed by 
the dealers. DETC (Gurgaon East) stated 

in September 2011 that case was under 
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process. Reply was not acceptable as no document was found on the file to 
show that any action had been taken by the Department. We have not received 
further progress report (October 2011). 

2.2.20 Internal audit 
Internal audit system had not been set up in the Department in respect of 
assessment of sales tax cases. 

On being pointed out in May 2010, the ETC stated that there is no special 
authority for internal audit of assessment cases. 

2.2.21 Conclusion 

The main objective of the Sales tax incentive scheme was overall industrial 
development of the State. It did not produce encouraging results, as a large 
number of units were closed during the currency period of the incentives. The 
progress made in industrial development was not watched. Excess availment 
of tax deferment/concession, incorrect computation of fixed capital investment 
and non recovery of tax, due to closure of business demonstrate that the 
Department had not monitor the scheme but also that the expected benefit had 
not accrued to the State despite tax exemptions granted. 

Database in respect of benefit allowed to number of units under the scheme 
and progress of the units, had not been kept at headquarters which shows that 
there was no monitoring at the level of headquarters and DETC level. The 
scheme was never been reviewed by the Department to evaluate the benefits 
derived by the State in terms of VAT/Sales Tax collection for formulating any 
new industrial policy in future. 

2.2.22 Recommendations 

In order to plug loopholes and enforce control over working of Excise and 
Taxation Department and Industries Department for proper evaluation and 
implementation of the scheme, Government may consider:- 

• Maintaining a centralised database of incentives sanctioned and availed 
to help the State Government in formulating a new tax concession 
scheme in future;  

• Putting a system in place for effective co-ordination between the 
implementing agencies and the Excise and Taxation Department for 
monitoring recoveries due and for taking prompt action on units closing 
business; 

• Setting up a system to watch the proper functioning of units availing 
benefits of tax concession; and 

• Instituting an effective system in the implementing agencies for initiating 
action for prompt recovery of the taxes and other dues. 
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2.3 Performance Audit on "Cross Verification of Declaration forms 
used in Inter State Trade" 

2.3.1 Highlights 

• The Department had not put in place a system for verification of each 
and every declaration form submitted by the dealers with the database 
available in the TINXSYS Website before allowing exemptions/ 
concession of tax. 

• Exemptions/concessions were allowed in 47 transactions for the 
assessment years 2006-07 and 2007-08 against fake 'C' Forms which 
were not issued to the dealers, resulting in short levy of CST of  
` 1.30 crore. 

(Paragraph 2.3.12.1 and 2.3.12.2)  

• Assessing Authority did not scrutinise the claims for concessional tax 
and cross verify the transactions as required under the Departmental 
instructions. This resulted in incorrect allowance of branch transfers on 
'F' Forms, which consequently led to evasion of VAT of ` 4 lakh. 
Additionally, penalty was also leviable for evasion of tax. 

(Paragraph 2.3.12.3) 

•  Non-verification of declaration Form 'C' by the Department resulted in 
suppression of sale of ` 2.88 crore involving underassessment of tax of 
` 23.09 lakh.  Besides, penalty was also leviable for misdeclarations. 

(Paragraph 2.3.13) 

•  In absence of a system to check utlisation statements of Declaration 
Forms, Mismatches between the selling and purchasing dealers as per 
the forms were not detected by the Assessing Authorities.  Evasion of 
tax in these cases cannot be ruled out. 

(Paragraph 2.3.14) 

2.3.2 Introduction 

Under the Central Sales Tax Act, 1956 (CST Act), registered dealers are 
eligible to certain concessions and exemptions of tax on interstate transactions 
on submission of prescribed declarations in Forms ‘C’ and ‘F’. The State 
Government grants these incentives to dealers for furtherance of trade and 
commerce, on production of these declaration forms. It is the responsibility of 
the Commercial Tax Department to ensure proper accountal of declaration 
forms and to take adequate safeguards against misutilisation of declaration 
forms/certificates on which tax relief is allowed involving large amount of 
revenue to the State exchequer.  

It is the responsibility of the State Excise and Taxation Department to ensure 
proper accountal of declaration forms and to take adequate safeguard against 
misutilisation of these forms on which tax relief is allowed involving large 
amount of revenue to the State exchequer.  
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2.3.2.1  Form ‘C’ 

Under the provisions of the CST Act, every dealer, who, in the course of 
interstate trade or Commerce, sells to a registered dealer, goods of the classes, 
specified in the certificate of registration of the purchasing dealer, shall be 
liable to pay tax at the concessional rate of four per cent, three per cent with 
effect from 1 April 2007 and two per cent with effect from 1 June 2008 
respectively of such turnover provided such sales are supported by 
Declarations in form ‘C’. 

2.3.2.2 Form ‘F’ 

Under Section 6A of CST (Amendment) Act 1972, transfer of goods not by 
reason of sales by a registered dealer to any other place of his business outside 
the State or to his agent or principal in other States is exempt from tax on 
production of declaration in form ‘F’, duly filled in and signed by the principal 
offices of the other place of business or his agent or principal as the case may 
be, along with the evidence of despatch of such goods.  Such authority may, 
after affording such dealer a reasonable opportunity of being heard, direct him 
to pay by way of penalty, in addition to the tax to which he is assessed or is 
liable to be assessed, a sum thrice the amount of tax which would have been 
avoided had such account, return, document or information, as the case may 
be, accepted as true and correct. 

2.3.3 Maintenance of accounts of receipts and use of Declaration 
forms 

• The forms are obtained by the ETC through the State Government 
press and supplied to the divisions for distribution amongst the circle 
offices under their jurisdiction.  

• Declaration forms are issued to registered dealers by circle offices to 
enable them to issue the same to another registered dealer for purposes 
specified in their registration certificate in order to avail of exemption 
from levy of tax or to pay tax at concessional rate. Dealers have to 
submit periodical utilisation certificate to the circle office concerned 
for the declaration forms received and utilised by them, and the same is 
to be properly recorded by the Assessing Officer. No declaration form 
is to be issued by the circle office to the dealers till accounts of the 
utilisation of forms issued earlier to the dealer is submitted by him. 

2.3.4 Receipt and issue of Forms 

• The receipt and issue of the aforesaid declaration forms are accounted 
for in separate stock registers by the division and circle offices 
indicating receipt and issue of various declaration forms. When the 
forms are issued to the dealer, the signature of the dealer as token of 
receipt is to be obtained in the register.  
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• Every registered dealer to whom any declaration form is issued by the 
appropriate authority shall maintain complete account of every such 
form. The dealer has to furnish utilisation certificate to the competent 
authority showing the name of dealer to whom the form is issued, bill 
number and date and description of goods with value.  

• Section 10 (b) read with Section 10-A  of CST Act  stipulates that, if 
any registered dealer, falsely represents when purchasing any class of 
goods which are covered by his certificate of registration or not being a 
registered dealer, falsely represents when purchasing goods in the 
course of interstate trade or commerce that he is a registered dealer or 
after purchasing any goods for any of the purposes without reasonable 
excuse to make use of the goods for any such purpose shall be 
punishable with simple imprisonment which may extend to six months, 
or with fine, or with both, and when the offence is a continuing 
offence, with a daily fine which may extend to fifty rupees for 
everyday during which the offence continues and further the authority 
may also impose penalty of a sum not exceeding one and a half times 
of the tax evaded. 

2.3.5 Operation of the Tax Information Exchange System 
(TINXSYS) 

• Tax Information Exchange System (TINXSYS) is a centralised 
exchange of all Interstate dealers spread across the various States and 
Union Territories of India.  TINXSYS is an exchange authored by the 
Empowered Committee of State Finance Ministers (EC) as a repository 
of interstate transactions taking place among various States and Union 
Territories. The website was designed to help the Commercial Tax 
Departments (CTDs) of various States and Union Territories to 
effectively monitor the interstate trade.  TINXSYS can be used by any 
dealer to cross verify the counter party interstate dealer in any other 
State.  Apart from dealer verification Commercial Tax Departments 
official used TINXSYS for verification of Central Statutory Forms 
issued by other State Commercial Tax Departments and submitted to 
them by dealers in support of claim for concessions. TINXSYS also 
provides MIS and business Intelligence Reports to the Commercial 
Tax Department to monitor interstate trade movements and enable the 
EC to monitor the trends in interstate trade. 
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2.3.6 Organisational Setup 

At the Government level, Financial Commissioner and Principal Secretary, 
Excise and Taxation Department (FCET) is responsible for administration of 
sales tax laws in the State. At the Departmental level, the ETC is responsible 
for the administration of Sales Tax/VAT/CST Acts and rules framed 
thereunder. The ETC is assisted by Additional Excise and Taxation 
Commissioners (AETCs), JETCs, DETCs (ST), Excise and Taxation Officer 
(ETOs) and other allied staff at headquarters, Range and division level. 

2.3.7 Audit Objective 

The review aims to ascertain whether: 

• a foolproof system for custody and issue of declaration forms  exists; 
• exemption/ concession of tax granted by the assessing authority were 

supported by the original declaration forms; 
• there is a system for ascertaining genuineness of the forms for 

preventing evasion of tax; 
• system of uploading the particulars in the TINXSYS website exists and 

data available there is utilised for verifying the correctness of the 
forms; 

• appropriate steps were taken on receipt and detection of fake, invalid 
and defective (without proper or insufficient details) forms; and 

• an effective and adequate internal control mechanism was exists. 

2.3.8 Audit criteria 

The audit findings were benchmarked against the following audit criteria:- 

 Central Sales Tax Act, 1956, Central Sales Tax Rules, 1957 

 Central Sales Tax  (Haryana) Rules, 1956 

 Haryana VAT Act, 2003 

 Departmental Notifications and Circulars issued regarding exemption 
from payment of CST in respect of industrial units. 

2.3.8 Scope and Methodology of Audit 

The audit covered the period of 2007-08 to 2009-10 and was conducted from 
September 2010 to February 2011 with reference to the records relating to 
scrutiny of forms covering all assessments of 15 units6. Audit scrutiny also 
included verification of transaction of goods relating to stock transfers made to 
branches/agents situated outside Haryana State and interstate sale to different 
parts of the country with reference to various declarations in Form ‘C’ and ‘F’, 
as verified from records in those States by our field Accountant General 
                                                 
6 . Bahadurgarh, Charkhi Dadri, Faridabad (East), Faridabad (West), Gurgaon (East), Gurgaon 

(West), Karnal, Kaithal, Kurukshetra, Palwal, Panipat, Rewari, Sonepat, Gohana and Shahbad.  
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Offices. Similar points noticed during regular audit of DETC, Jhajjar at 
Bahadurgarh and Panipat during the year 2010-11 have also been included 
here. 

2.3.9 Acknowledgement 

The Indian Audit and Accounts Department acknowledges the co-operation of 
the Excise and Taxation Department for providing necessary information and 
records for audit. An entry conference was held on 30 May 2011 with the 
Financial Commissioner and Principal Secretary to Haryana Government, 
Excise and Taxation Department. The audit objectives, scope and 
methodology of audit and selection of districts for the review were discussed 
during entry conference.  We forwarded the draft review report to the 
Department and Government in October 2011.  An exit conference was held 
on 17 November 2011 with the Financial Commissioner and Principal 
Secretary to Haryana Government (Excise and Taxation Department).  During 
the exit conference, the findings of the review and recommendations were 
discussed.  The replies furnished by the Department during exit conference 
and at other times have been appropriately incorporated in the respective 
paragraphs. 

2.3.10 Trend of revenue under CST 

The variations between Budget estimates (BEs) and actual receipts under CST 
for the years 2006-07 to 2010-2011 are mentioned below: 

(` in crore) 
Year Budget 

estimates 
Actual 

realisation as 
per Finance 

Accounts 

Actual 
realisation as 

per 
Department  

Variation 
excess (+) 

shortfall(-) 
(Col. 3-
Col.2) 

Percentage of 
variation 
(Col. 5 to 

Col.2) 

1 2 3 4 5 6 

2006-07 15.50 15.41 15.41 (-) 0.09 1 

2007-08 22.62 13.57 15.07 (-) 9.05 40 

2008-09 14.03 11.20 15.20 (-) 2.83 20 

2009-10 8.79 10.90 22.67 (+) 2.11 24 

2010-11 14.50 12.64 28.62 (-) 1.86 13 

From the above table, it may be seen that actual receipts as per Finance 
Accounts were less than BEs during the years 2006-07 to 2008-09 and 
2010-11 whereas the actual receipts were more than BEs only in 2009-10. The 
percentage of variation during 2006-07 to 2010-11 ranged between one and 
40. The main reason for decline in CST collection was due to reduction of 
CST from four per cent to three per cent by the GOI. 
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Audit Findings 

Printing and custody of declaration forms 

We noticed that the ETC prepared a consolidated demand of forms ‘C’ and ‘F’ 
Forms as per requirement.  The Controller of printing and stationery was the 
nodal Department to initiate action for the printing of these forms. Forms were 
got printed from private printers after completing all formalities. Size of forms 
and LOGO was also approved by the ETC. An officer was deputed by the 
ETC for adequate security and supervision. The stocks of these forms were 
reviewed from time to time by the Department.  A separate room was used for 
the custody of these forms. 

System deficiencies 

Section 8 of the CST Act read with Rule 7 of the Central Sales Tax (PB), 
Haryana Rules, 1957 and Rule 12 of Central Sales Tax (Registration and 
Turnover) Rules, 1957 deal with the procedure about custody, utilisation and 
maintenance of forms. Scrutiny of the records revealed the following: 

2.3.11.1 Issue and accounting of declaration forms 

• We noticed that the Department did not maintain any record/ database 
to show the year-wise position of sales against ‘C’/’F’ Forms. 

• There was no system in place to verify the utilisation statements of 
declaration forms. 

2.3.11.2 Utilisation of declaration forms 

• The Department had partly made these forms mandatory for the dealers 
to furnish the declaration forms while submitting in the wake of 
implementation of VAT Act; 

• There was no system of calling for the utilisation statements from the 
dealers at the time of scrutiny of return/conducting tax audits, in case 
these were not available in the case records; 

• The Department had not put in place a system for verification of each 
and every declaration form submitted by the dealers with the database 
available in the TINXSYS Website before allowing 
exemptions/concession of tax;  

• The Assessing Authority did not have any details of the branches of the 
dealers to verify the authenticity of claims for exemption; and 

• There was no prescribed time limit for utilisation of declaration forms. 

2.3.11.3 Enforcement measures 

Declaration Forms ‘C’ and ‘F’ in the custody of a dealer, which were found 
lost, destroyed, stolen or defective were required to be reported to the 
concerned authority for taking necessary action to declare such forms as 
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invalid by giving wide publicity through issue of circulars to all divisions etc. 
Similar action in respect of Forms in the custody of the Department was also 
to be taken. Scrutiny of the records, however, revealed that:  

• no notification/circular regarding such cases was either issued  by the 
Department or details intimated to other State Governments for 
appropriate action; and 

• the Department had not set-up any intelligence wing to assist ETC for 
providing the information of fake forms. 

During the exit conference, the Excise and Taxation Department admitted the 
audit observation and agreed that there was need to look into this aspect and 
would be taken care of. 

Compliance deficiencies 

2.3.12 Evasion of tax by fraudulent utilisation of fake forms 

2.3.12.1 Cross verification of ‘C’ forms pertaining to interstate sale by 
the dealers of Haryana with the 
utilisation account of declaration 
forms/dealers of goods received through 
interstate purchases made by the dealers 
of four7 States revealed that four (4) 
dealers under the control of three8 
DETCs had claimed and were allowed 
exemption/concessional rate of CST in 
11 forms amounting to ` 5.06 crore  
between 2007-2008 to 2009-10 for the 
assessment year 2006-07 against forms 
which were not issued to the purchasing 
dealers in those States. Thus, these forms 
being prima facie 'fake', the sales should  
be disallowed and differenctial tax of  
` 30.25 lakhs is recoverable.  Besides 
penalty was also leviable under the Act. 

2.3.12.2  Cross verification of ‘C’ and ‘F’ Forms pertaining to interstate sale 
by the dealers of Haryana with the utilisation account of declaration forms/ 
dealers of goods received through Interstate purchase by the dealers of Delhi 
State revealed that six dealers under the control of two DETCs had claimed 
and were allowed exemption/concessional rate of CST in 36 forms amounting 
to ` 12.15 crore during 2009-10 for assessment year 2006-07 and 2007-08 
against fake forms which were not issued to the dealers. This resulted in short 
levy of CST of ` 1 crore.  Besides, penalty was also leviable under the Act. 

                                                 
7  Arunachal Pradesh, Bihar, Chhatisgarh and Uttar Pradesh. 
8  Faridabad (East), Faridabad (West) and Rewari. 
 

Section 8 (4) of the CST Act 
provides that the concession 
under sub section (1) shall not 
apply to any sale in the course of 
interstate trade or commerce 
unless the dealer selling the 
goods furnishes to the prescribed 
authority in the prescribed 
manner a declaration duly filled 
and signed by the registered 
dealer to whom the goods are 
sold containing the prescribed 
particulars in the prescribed form 
obtained from the prescribed 
authority. 
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2.3.12.3 During test check of the records 
of the office of DETC (ST), Kaithal in 
July 2009, we noticed that a dealer 
claimed deduction of consignment sale 
of goods valued as ` 4.19 crore against 
declaration in forms ‘F’ during the 
year 2005-06. The AA, while finalising 
the assessment (March 2009), allowed 
the deduction without cross verifying the 
transactions under form ‘F’ relating to 
transfer of goods to branches outside the 
State. We conducted cross verification of 
records with other States ‘TINXSYS’ in 
August 2009 and noticed that the dealer 
had suppressed his sales by submitting 
declaration forms to the tune of 
` 49.98 lakh, which was not issued to the 
dealer by that State. Thus, these forms 
being prima facie "fake".  Failure on the 
part of AA to scrutinise the claim and 
cross verify the transactions as required 
in the ETC instructions dated 
14 March 2006 resulted in incorrect 
allowance of deduction which 
consequently led to evasion of VAT of 
` 4 lakh. Additionally, penalty was also 
leviable for evasion of tax. 

After we pointed out the case in July 2009, ETO, Kaithal stated in 
August 2009 that the form had been verified from issuing authority and found 
fictitious as the same was not issued by the issuing authority (VAT officer), 
Delhi.  DETC (ST), Kaithal stated (November 2011) that 'F' form was not 
found genuine.  Tax and penalty was imposed by the ETO-cum-AA 
(August 2011) by creating demand of ` 15.99 lakh.  Efforts would be made to 
recover the outstanding amount.   

Further, during the exit conference, the Excise and Taxation Department 
accepted the audit observation (November 2011) and the Financial 
Commissioner and Principal Secretary instructed his officer to issue necessary 
instructions to DETC, Kaithal for getting registered criminal case against the 
offending dealer. 

2.3.13 Concealment of sales 

We noticed during cross verification of the assessment records of a selling 
dealer pertaining to interstate sale of Haryana with utilisation account of 
declaration forms/dealer of goods received through Interstate purchase by the 
dealer of Tamilnadu that the dealers under the control of the DETC, Rewari 
had claimed and allowed (February 2010) concessional rate of CST in one 
case during 2009-10 for assessment year 2006-07  amounting to ` 1.33 crore 

Under Section 6A of the 
CST Act, transfer of goods from 
one State to another place of 
business in another State is 
exempt from levy of tax on 
production of ‘F’ forms and if 
any dealer fails to prove to the 
satisfaction of the AA the claim 
of transfer of goods, then the 
movement of such goods shall be 
deemed for all purposes of this 
Act to have been occasioned as a 
result of sale. The ETC issued 
instructions in March 2006 that 
in the cases of specific traders 
(selected for scrutiny) all 
transactions totaling more than 
` one lakh from a single VAT 
dealer in a year should be cross 
verified to detect evasion of 
VAT. 
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whereas the purchasing  dealers of Tamil Nadu had shown his purchases of 
` 4.21 crore against the same form. Thus, sale of ` 2.88 crore (` 4.21 crore 
minus ` 1.33 crore) was suppressed by the selling dealers. Non-verification of 
declaration form by the Department resulted in underassessment of tax 
amounting to ` 23.09 lakh  based on the presumption that these goods have 
been sold locally in the State.  Besides, penalty was also leviable under the 
Act. 

After we pointed out the case (October 2011), the Excise and Taxation 
Department admitted the facts (November 2011), during the exit conference. 

2.3.14 Irregular grant of concession/exemption on invalid 
forms/forms issued to other dealers  

We noticed during cross verification of ‘C’ and ‘F’ Forms pertaining to 
interstate sale by the dealers of Haryana with utilisation account of declaration 
forms/dealers of goods received through Interstate purchase by the dealers of 
two9 States, that six dealers under the control of five10 DETCs (ST) had 
claimed and  allowed exemption/concessional rate of CST in 13 ‘C’ and ‘F’ 
forms amounting to ` 6.56 crore during 2007-08 to 2009-10 for assessment 
year 2005-06 to 2007-08.  Our verification revealed that the names of the 
purchasing dealers in the utilisation statement did not match with the Form 
numbers on which the goods were sold by the selling dealers.   Thus, there was 
a mismatch between the name of the dealer to whom the goods were sold and 
the dealer who had purchased those goods. In the absence of a system to check 
the utilization statements, these discrepancies remained undetected.  The matter 
requires, investigation to arrive at evasion of tax liability, if any. 

After we pointed out the case (October 2011), the Excise and Taxation 
Department admitted the facts (November 2011) during the exit conference. 

2.3.15 Short/non-accounting of goods imported through use of 
declaration form 

Test Check of records as well as  cross verification of assessment  records of  
purchasing dealers pertaining to interstate sales of the dealers of Haryana with  
the assessment records of selling dealers received from Rajasthan  State 
revealed that dealer under the control of DETC, Faridabad (West) had not 
accounted for his purchase of ` 4.01 crore in his books of accounts thereby 
concealing purchases worth ` 4.33 crore (after adding eight per cent profit  
during 2007- 2008 to 2009-10 as done for assessment year 2007-08). Failure 
of the assessing authority to cross verify the information with other States 
resulted in underassessment of tax of ` 2.16 crore (including penalty of 
` 1.62 crore) under the Act. 

After we pointed out these cases in June 2011, the Assessing Authority has 
reassessed the case and created additional demand of tax of ` 2.10 crore in 
July 2011.  The Excise and Taxation Department admitted (November 2011) 
the facts during the exit conference. 
                                                 
9  Delhi and Orissa. 
10  Gurgaon, Jhajjar, Panipat, Palwal and Sonepat. 
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2.3.16 Conclusion 

It is evident that due to systemic deficiencies and non-compliance with the 
provisions the Act/Rules, inadequate and improper check of the forms by the 
assessing officers and weak internal control mechanism, there was short levy 
of tax and revenue loss to the State Government.  As such, the possibility of 
such cases of incorrect concession granted under various declaration forms at 
other places not checked by us, cannot be ruled out. 

2.3.17 Recommendations  

It is recommended that the Government may consider the following steps: 

• Putting in place an effective internal control mechanism to avoid extension of 
irregular exemption on account of deficient/incomplete forms at the time of 
completion of assessment; 

• instituting system for cross verification of transactions relating to 
branch transfers within the stipulated time frame; 

• there should be time limit for utilisation of declaration forms;  
• proper checks should be prescribed and exercised to call for utilisation 

certificates of declaration forms from the dealers while submitting their 
tax returns; and 

• to devise a system for uploading of details of declaration forms used on 
TINXSYS for verification of sale/purchase transactions. 

During the exit conference in November 2011, the Financial Commissioner 
and principal Secretary, Excise and Taxation Department accepted all the 
recommendations. 
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2.4 Non-observance of the provisions of the Acts/Rules 

The HGST Act/HVAT Act/Central Sales Tax Act, 1956 (CST Act) and Rules 
made thereunder provide for:- 

(i)  levy of tax/penalty at the prescribed rate; 

(ii)  exemption from payment of tax to new industries under the HGST Act, 
who opt for deferment of tax under the HVAT Act on fulfilment of 
prescribed conditions;  

(iii)  allowance of ITC as admissible; and 

(iv) Section 14 (6) of the HVAT Act inter alia lays down that if any dealer 
fails to make payment of tax, he shall be liable to pay, in addition to 
the tax payable by him, simple interest at one and half per cent (one 
per cent with effect from 11 October 2007) per month if the payment is 
made within ninety days, and at three per cent per month (two per cent 
with effect from 11 October 2007) if the default continues beyond 
ninety days for the whole period, from the last date specified for the 
payment of tax to the date he makes the payment. 

We noticed that the AAs, while finalising the assessments, did not observe the 
provisions of the rules in the cases mentioned in the paragraphs 2.4.1 to 2.4.5. 
This resulted in non/short levy/non-realisation of tax/interest/ penalty of 
` 9.53 crore. 
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2.4.1 Non/short levy of value added tax and interest 

2.4.1.1 During test check of 
the records of office of DETC 
(ST), Gurgaon (West) in 
July 2010, we noticed that a 
dealer having a main unit and 
four other expansion/ 
diversification units availing 
the benefit of deferment had 
made sale of goods valued as 
` 1,465.88 crore involving tax 
of ` 59.29 crore during the 
years 2003-04 to 2005-06. 
The dealer had claimed input 
tax credit (ITC) of ` 46.61 
crore on the purchase of raw 
material valued as ` 1,144.10 
crore for his main unit and for 
other expansion/ 
diversification units which 
were enjoying the benefit of 
deferment. Units availing 
benefit of exemption/ 
deferment of tax had separate 

 

entity regarding calculation of tax. The benefit of ITC of the material 
consumed in expansion units, availing the benefit of deferment, could not be 
admitted in main unit. The assessing authority (AA), while finalising the 
assessments between February 2007 and March 2009 allowed ITC of 
` 46.61 crore including ITC of ` 4.26 crore on the material transferred 
(` 106.43 crore) to expansion units, which were also availing the benefit of 
deferment. This resulted in non/short levy of VAT of ` 7.52 crore (including 
interest of ` 3.26 crore) in main unit and excess deferment in the expansion 
units. 

After we pointed out the case in July 2010, ETO Gurgaon (West) stated in 
July 2010 that the dealer had booked all the purchases in the main unit and 
claimed ITC and that it was not binding on the dealer to divide the ITC 
between the main unit and its ancillaries on pro-rata basis. The reply of the 
ETO was not in consonance with the provision of HVAT Act as each unit 
availing benefit of exemption/deferment of tax had separate entity regarding 
calculation of tax. However, the ETC admitted the facts during a special 
meeting held with him by us on 15 September 2011. We had not received 
report on recovery and action taken to levy interest (October 2011). 

Under Section 61 (2) (d) (iii) of the 
Haryana Value Added Tax Act, 2003 
(HVAT Act), an industrial unit availing 
the benefit of deferment of payment of 
tax, whether by change over under the 
provisions of the Act or otherwise, may, 
in lieu of making payment of the deferred 
tax after five years, pay half of the 
amount of the deferred tax upfront along 
with the returns and on making payment 
in this manner, the tax due according to 
the returns shall be deemed to have been 
paid in full. If the tax calculated is more 
than the input tax, the difference of the 
two shall be the tax payable. Further, 
Rule 40 (4) of the HVAT Rules, 2003 
provides that the tax due required to be 
paid by a VAT dealer for a tax period 
shall be the output tax, calculated under 
sub-rule (1), plus the purchase tax, 
calculated under sub-rule (2), minus the 
input tax, calculated under sub-rule (3). 
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We pointed out the matter to the ETC, Excise and Taxation Department in 
July 2011 and reported to the Government in October 2011; we are yet to 
receive their reply. 

2.4.1.2 During test check of the records of the office of DETC (ST), Ambala 
Cantonment in October 2010, 
we noticed that a dealer 
deposited tax for the month of 
March 2007 of ` 15.39 crore 
on due date (out of ` 20.09 
crore) and balance of ` 4.70 
crore on 5 June 2007 against 
the due date of 15 April 2007 
under Section 14 (3) of the 
HVAT Act. The AA, while 
finalising the assessment for 
the year 2006-07 in March  
2010 did not levy interest on 
late deposit of tax of  
` 4.70 crore for the month of 
March 2007.  This resulted in 
non-levy of interest of` 
` 9.64 lakh. 

 

After we pointed out the case in October 2010, the Excise and Taxation 
Officer (ETO)-cum-AA, Ambala cantonment admitted the facts and DETC-
cum-Revisional Authority created demand of ` 9.64 lakh in August 2011. We 
have not received report on recovery (October 2011). 

 

 

 

 

 

 

 

 

 

 

 

Under Section 14 (3) of the HVAT Act, 
every dealer whose aggregate liability to 
pay tax under this Act and the Central Act 
according to the returns filed by him is 
equal to or more than ` one  lakh or such 
other sum, computed by him in accordance 
with the provisions of this Act and the 
rules made thereunder; provided that if he 
is not able to quantify his tax liability 
accurately by that time, he shall pay an 
amount equal to monthly average of his tax 
liability in the last year as tax 
provisionally, and he shall pay the balance, 
if any, on or before the twenty-fifth day of 
the month.  Further, interest was liable 
under Section 14 (6) of the HVAT Act.  
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2.4.2 Input tax credit allowed incorrectly 

During test check of the 
records of eight11 
offices of DETC (ST) 
between February 2009 
and November 2010, 
we noticed that 25 
dealers purchased iron 
and steel, electrical 
goods, refractories, 
electronic goods and 
plywood valued at 
` 23.42 crore from 
dealers within the State 
(Faridabad, Gurgaon, 
Karnal and Sonepat) 
during the years 
2004-05 to 2007-08 
and claimed input tax 
credit (ITC) of 
` 1.40 crore. The AAs, 
while finalising the 
assessment between  

April 2007 and March 2010, allowed ITC of ` 1.40 crore on purchases made 
from dealers from whom ITC was not permissible as per directions issued 
(February 2008) by the Departmental’s authorities at Faridabad, Gurgaon etc. 
Failure on the part of AAs to get the purchases of these dealers verified as they 
were also declared dealers for allowing ITC at nil rate and to take action as per 
directions of JETCs (Range) resulted in incorrect allowance of ITC of 
` 1.40 crore. 

After we pointed out these cases between February 2009 and November 2010, 
DETCs Faridabad (West), Gurgaon (East) and Karnal stated between March 
and July 2010 that demand of ` 74.10 lakh had been created in seven cases 
between May 2009 and March 2010. DETCs Gurgaon, Karnal and Rewari 
stated that eight cases had been sent to Revisional Authority for suo motu 
action in June and November 2010. DETC Faridabad (East) stated that notice 
had been served to the dealer in one case. DETC Ambala city stated in 
June 2009 that the case had been referred to DETC (Inspection) to examine 
legality and propriety. DETC (East) Gurgaon, Karnal and Panipat stated in 
eight cases that the cases would be re-examined. We have not received further 
progress of recovery (October 2011). 

                                                 
11  Ambala City, Faridabad (East), Faridabad (West), Gurgaon (East), Gurgaon (West), 

Karnal, Panipat and Rewari. 

Under Section 8 (1) of the Haryana Value 
Added Tax Act, 2003 (HVAT Act) read with 
Rule 20 of the HVAT Rules, 2003, claim of 
input tax can be allowed to the purchasing dealer 
only when the tax has been deposited by the 
selling dealer. With a view to detect evasion of 
VAT by claiming fraudulent ITC by issue of 
forged tax invoices or fictitious accounting of 
goods neither purchased nor sold etc., the Excise 
and Taxation Commissioner (ETC) issued 
instructions in March 2006 for cross verification 
of all purchase transactions totaling more than 
` one lakh from a single VAT dealer in a year. 
As per directions issued by the Joint Excise and 
Taxation Commissioners {JETCs (Range)} 
Faridabad and Gurgaon between June 2006 and 
February 2010, claim of input tax in respect of 
purchases made from enlisted dealers was 
admissible at nil rates for the years 2004-05 to 
2007-08. 
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We pointed out the matter to the ETC, Excise and Taxation Department 
between April 2009 and January 2011 and reported to the Government in 
May 2011; we are yet to receive their reply (October 2011). 

2.4.3 Incorrect allowance of input tax credit 

During test check of the records of the 
office of DETC (ST), Gurgaon (East) 
and Rewari between July and 
November 2010, we noticed that three 
dealers purchased liquefied petroleum 
gas (LPG) and furnace oil (FO) valued as 
` 3.64 crore for use as a fuel during the 
year 2006-07 and claimed ITC. The AA, 
while finalising the assessment between 
August 2009 and March 2010, allowed 
ITC of ` 16.22 lakh though no ITC was 
admissible on purchases of petroleum 
products when used as fuel. This resulted 
in incorrect allowing of ITC of 
` 16.22 lakh. Additionally, interest 
amounting to ` 13.34 lakh was also 
leviable under Section 14 (6) of HVAT 
Act. 

After we pointed out the cases between July and November 2010, DETC (ST), 
Gurgaon (East) stated in October 2010 that the reassessment was framed and 
ITC on purchases of LPG disallowed and demand for ` 87,632 had been 
created. DETC (Rewari) stated that the case had been sent for taking suo motu 
action on 24 November 2010 and final reply would be sent in due course. We 
have not received report on recovery and reply regarding action taken to levy 
interest (October 2011). 

2.4.4 Excess allowance of input tax credit due to mistake in 
calculation 

During test check of the records 
of the offices of DETC (ST}, 
Gurgaon and Rewari in 
August 2008 and September 
2009, we noticed that two dealers 
purchased spare parts valued as 
` 92.02 lakh at concessional rate 
against declaration form D1 and 
sold as such during the 
year 2004-05. The assessing 
authorities (AAs), while 
finalising the assessments in 
February    2008, charged  

Under Section 8 of the HVAT 
Act, input tax in respect of any 
goods purchased by a VAT 
dealer shall be the amount of tax 
paid to the State on the sale of 
such goods to him. Provided 
that where the goods purchased 
in the State are used or disposed 
of partly in the circumstances 
mentioned in Schedule E, no 
ITC on petroleum products and 
natural gas is admissible when 
used as fuel. 

Under Section 19 of HVAT Act, any 
taxing authority or appellate 
authority, may, at any time, within a 
period of two years from the date of 
supply of copy of the order passed by 
it in any case, rectify any clerical or 
arithmetical mistake apparent from 
the record of the case after giving the 
person adversely affected thereby a 
reasonable opportunity of being 
heard. 
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differential tax at the rate of eight per cent on ` 92.02 lakh amounting to         
` 7.36 lakh and added the same in output tax.  Simultaneously, the AAs added 
` 7.36 lakh in input tax credit (ITC) inadvertently. This resulted in allowing of 
excess ITC of ` 7.36 lakh. 

After we pointed out these cases in August 2008 and September 2009, DETC 
(ST), Rewari stated in February 2011 that the matter was under consideration 
and audit would be informed as and when the case was decided. DETC (ST), 
Gurgaon stated in February 2011 that the provisions of HVAT Act suggested 
that if the State Government did not get any tax on the sale of such goods 
under HVAT/CST Act then only purchase tax was leviable. Here since spare 
parts had been sold by the dealer either locally or in the course of inter-State 
trade and commerce and tax had been paid to the State on sale thereof, no 
purchase tax was leviable. Since the State Government did not get the tax on 
the sale of these spare parts, the dealer could not be asked to pay any 
additional tax on either the purchase or on the sales. It is immaterial whether 
the tax is paid by the seller or purchaser. The reply was not in consonance with 
the objection as the AA has rightly calculated the differential tax but added the 
same to ITC wrongly. We have not received further progress report 
(October 2011). 

We pointed out the matter to the ETC, Excise and Taxation Department in 
October and December 2008 and reported to the Government in May 2011; we 
are yet to receive their reply (October 2011). 

2.4.5 Underassessment of value added tax due to application of 
incorrect rate 

2.4.5.1 During test check of the assessment records of the office of DETC 
(ST), Karnal in October 2010, we 
noticed that a dealer availing benefit 
of fifty per cent concession under 
HVAT Act had sold pressure cookers 
valued as ` 52.40 lakh during the 
period from 1 April 2003 to 31 March 
2005. The AA, while finalising the 
assessment between July 2007 and 
January 2008 levied tax at the rate of 
four per cent instead of correct rate of 
12 per cent. Application of incorrect 
rate of tax resulted in underassessment 
of VAT of ` 8.38 lakh (including 
interest of ` 4.19 lakh). 

After we pointed out the case in October 2010, DETC (ST), Karnal stated in 
January 2011 and the Excise and Taxation Department stated in 
September 2011 that the tax had been levied correctly. The reply of the 
Department was not in consonance of the provisions of HVAT Act as pressure 

Under Section 7 of the HVAT Act, 
VAT on all kinds of cooking 
appliances, cooking ranges, grills 
and microwave ovens and their 
parts and accessories is leviable at 
the rate of 12 per cent for the 
period from 1st April 2003 to 30 
June 2005 and thereafter at the rate 
of four per cent under Schedule 
‘C’ of the Act as clarified 
(January 2009) by the ETC, 
Haryana. 
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cooker was taxable at the rate of 12 per cent up to 30 June 2005 under 
HVAT Act. 

2.4.5.2 During test check of the records of the office of DETC (ST), 
Panchkula in February 2010, 
we noticed that a dealer sold 
nuts and bolts valued as 
` 40.83 lakh (1 April to 30 
June 2005: ` 13.24 lakh and 
July to December 2005: 
` 27.59 lakh) during the year 
2005-06. The AA, while 
finalising the assessment in 
March 2009, levied tax at the 
lower rate (four per cent) 
instead of correct rate (10/12.5 
per cent). Application of 
incorrect rate of tax resulted in 
underassessment of ` 6.28 lakh 
{including interest of ` 3.14 
lakh under Section 14 (6) of 
the Act}. 

After we pointed out the case in February 2010, ETO, Panchkula stated in 
February 2010 that the rate of tax on nuts and bolts had been found valid and  
the case was being sent to revisional authority for taking suo motu action.   
Further, DETC (Inspection) cum-revisional authority, Panchkula stated in 
July 2011 that the AA has correctly levied tax at the rate of four per cent.  The 
reply was not in consonance with the provision of the HVAT Act as the nuts 
and bolts were taxable at the rate of four per cent with effect from 29 
December 2005.  We have not received further progress report and reply 
regarding action taken to levy interest (October 2011). 

We pointed out the matter to the ETC, Excise and Taxation Department 
between March 2010 and February 2011 and reported to the Government in 
March 2011; we are yet to receive their reply (October 2011). 

 

 

 

 

 

 

 

 

Under section 7(1) (a) (iv) of the 
HVAT Act, nuts, bolts, screws and 
fasteners being non specified in any 
item in any schedule, are leviable to tax 
at the general rate of 10 per cent upto 
30 June 2005 and 12.5 per cent 
thereafter upto 28-12-2005. As per the 
Haryana Government notification dated 
29 December 2005 issued under the 
HVAT Act, nuts, bolts, screws and 
fasteners are taxable as specified 
commodity (Sr. No. 100 C) under 
Schedule ‘C’ at the rate of four per 
cent. 
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2.5 Incorrect determination of classification/turnover 
The HVAT Act, CST Act and Rules framed thereunder provide for:- 

(i)  disclosure of actual turnover by the dealer in the returns; 

(ii) levy of tax/interest/penalty at the prescribed rate; 

(iii)  accurate determination of classification of goods by the AAs at the 
time of assessment; and  

(iv)  accurate determination of turnover at the time of assessment. 

We noticed that the AAs, while finalising the assessments, in the cases 
mentioned in the paragraphs 2.5.1 to 2.5.5, did not observe the provisions of 
the Act. This resulted in non/short levy/non-realisation of tax/interest/ penalty 
of ` 137.50 crore. 

2.5.1 Incorrect deductions of High sea sale and Transit sale 
2.5.1.1 High sea sale 

During test check of the records of the 
office of DETC (ST), Faridabad (West) 
in August 2010, we noticed that a dealer 
of Faridabad (West) in pursuance of 
intent/order in September 2004 entered 
into agreement in May 2006 for supply 
of materials with Haryana Power 
Generation Corporation Limited, 
Panchkula (HPGCL). The dealer 
(contractor) after purchasing the 
materials from outside the Country 
valued at ` 561.07 crore between 
April 2006 and March 2007 and supplied 
the same directly to the site of works 
through their accounts. The dealer 
claimed benefit of exempted sales, under 
Section 5 (2) of the CST Act by 
furnishing proof of import and 
agreement for high sea sale, which was 
allowed by the assessing authority (AA) 
while finalising assessment in these 
cases in March 2010. Thus, the benefit 
claimed/allowed was neither justified nor 
correct. This resulted in underassessment 
of VAT of ` 70.13 crore. Additionally, 
penalty of ` 210.39 crore was also not 
levied. 

After we pointed out this case in August 2010, the AA stated in 
November 2010 that the para was based on a single finding that 
endorsement/transfer of documents was in pursuance of pre-existing contract. 

Under Section 5 (2) of Central 
Sales Tax Act, 1956 (CST Act), a 
sale or purchase of goods shall be 
deemed to take place in the 
course of the import of the goods 
into the territory of India only if 
the sale or purchase either 
occasions such import or is 
effected by a transfer of 
document of title to the goods 
before the goods have crossed the 
customs frontiers of India. 
Further, Section 38 of Haryana 
Value Added Tax Act, 2003 
(HVAT Act) read with Section 9 
(2) of CST Act provides for levy 
of penalty for filing/claiming 
incorrect returns/ benefit of 
exempted sale, a sum equal to 
three times the tax which would 
have been avoided had such 
account, return, document or 
information, as the case may be, 
been accepted as true and correct. 
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The issue of pre-existing contract was valid in the case of consignment/branch 
transfer but not in the case of high sea sales. The reply is contrary to the 
provisions of the Act as pre-existing contract is not valid in high sea sales and 
this is a case of contractor and contractee and the sales were liable to be taxed 
under the HVAT Act. Further, ETC Haryana admitted the case and issued 
guidelines in August 2011 to field offices in this regard.  We have not received 
further progress report in these cases (October 2011). 

2.5.1.2 Transit sale 

During test check of the records of the 
office of DETC (ST), Faridabad (West) 
in August 2010, we noticed that a dealer 
of Faridabad (West) entered into 
agreement in May 2006 for supply of 
materials with HPGCL. The dealer 
(contractor) after purchasing the 
materials from outside the State valued at 
` 438.71 crore between April 2006 and 
March 2007 and supplied the same 
directly to the site of works through their 
accounts. As the supply of materials was 
done within the State, the sale 
transactions were to be taxed under the 
provisions of the HVAT Act. Inspite of 
this, the dealer claimed benefit of 
exempted sales, under Section 6 (2) of 
the CST Act by furnishing proof of E-I, 
E-II and ‘C’ forms, which was also 
allowed by the assessing authority (AA) 
while finalising assessment in these 
cases in March 2010. Thus, the benefit 
claimed/allowed was neither justified nor 
correct. This resulted in under-
assessment of VAT of ` 54.84 crore. 
Additionally, penalty of ` 164.52 crore 
was also not levied. 

After we pointed out these cases in August 2010, the AA stated in 
November 2010 that the issue of pre-existing contract was valid in the case of 
consignment/branch transfer but not in the E-I/E II sales. The reply is contrary 
to the provisions of the Act as pre-existing contract is not valid and this is a 
case of contractor and contractee. However, the sales were liable to be taxed 
under the HVAT Act. We have not received further action taken in these cases 
(October 2011). 

Under Section 6 (2) of the CST Act, 
where a sale of any goods in the 
course of inter-State trade or 
commerce has either occasioned the 
movement of such goods from one 
State to another or has been effected 
by a transfer of documents of title to 
such goods during their movement 
one State to another, any subsequent 
sale during such movement effected 
by a transfer of documents of title to 
such goods to a dealer shall be 
exempt from tax, provided the dealer 
furnishes a certificate in prescribed 
form E-I or E-II obtained from 
selling dealer (s) and a declaration in 
form ‘C’ obtained from purchasing 
dealer (s). Thus, the contract of 
supply of goods must come into 
existence after commencement and 
before termination of inter-State 
movement of goods. Further, penalty 
under Section 38 was also leviable 
under the HVAT Act.  
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2.5.1.3 During test check of the records of the office of the DETC (ST), 
Faridabad (West), between August 2008 and September 2010, we noticed that 
six dealers of Faridabad (West) entered into agreements in eight cases for 
supply of materials with the purchasing dealers within and outside the State. 
The dealers, after purchasing the materials from within and outside the State 
supplied the same valued as ` 224.37 crore (local sales: ` 6.60 crore; outside 
the State: ` 217.77 crore) through his accounts directly to the purchasing 
dealers between April 2004 and March 2008. As the supply of material was 
done within and outside the State, the sale transactions were to be taxed under 
the provisions of the HVAT and CST Acts. Inspite of this, the dealers claimed 
benefit of exempted sales under Section 6 (2) of the CST Act by furnishing E-I 
and ‘C’ forms which was also allowed by the AAs while finalising 
assessments in these cases between March 2008 and March 2010. Thus, 
the benefit claimed/allowed was neither justified nor correct. This resulted in 
underassessment of tax of ` 8.97 crore. Additionally, penalty of ` 26.92 crore 
was also leviable. 

After we pointed out these cases between August 2008 and September 2010, 
the ETO, Faridabad (West) did not admit the audit observation in the case of 
one dealer for the year 2004-05 (August 2008) as sale should be conducted 
through transfer of documents of title to goods under Section 3 (b) of the CST 
Act and sale made during movement of goods from one State to another in 
interstate trade and commerce. Hence deductions of transit sales were rightly 
allowed against production of E-1 and ‘C’ forms. The reply is contrary to the 
provisions of the Act as the supply of materials was made in compliance of 
prior contract and sales were liable to be taxed under HVAT Act and CST Act. 
We have not received further report on action taken in these cases 
(October 2011). 

We pointed out the matter to the ETC, Excise and Taxation Department 
between December 2008 and December 2010 and reported to the Government 
in June 2011; we are yet to receive their reply (October 2011). 
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2.5.2 Non-levy of value added tax on sale of HDPE fabrics 

2.5.2.1 During test check of the records of four13 offices of DETC (ST) 
between September and 
December 2010, we noticed 
that eight cases of eight 
dealers made sale of HDPE 
fabrics valued as 
` 13.42 crore during 2006-07 
and 2007-08 without payment 
of tax. The assessing 
authorities, while finalising 
the assessments between 
August 2009 and March 
2010, allowed the deductions 
of ` 13.42 crore treating it as 
tax free goods under Schedule 
‘B’ of the HVAT Act. This 
resulted in non-levy of VAT 
amounting to ` 82.87 lakh 
including interest of 
` 29.22 lakh. 

 

After we pointed out these cases between September and December 2010, 
DETC Panipat and Rewari stated in two cases in November and 
December 2010 that the cases had been sent to the revisional authority for 
taking suo motu action. DETC Rohtak stated in August 2011 that all the five 
cases have been sent to revisional authority for taking suo motu action. We 
have not received further report on recovery and action taken to levy tax and 
reply in the remaining one case of Panipat (October 2011). 

We pointed out the matter to the ETC, Excise and Taxation Department in 
January and February 2011 and reported to the Government in May 2011; we 
are yet to receive their reply (October 2011). 

2.5.2.2 During test check of the records of office of DETC (ST), Sonepat in 
September 2010, we noticed that a dealer availing benefit of tax deferment 
made sales of HDPE fabrics valued as ` 13.56 crore (HVAT: ` 2.56 crore, 
CST: ` 11 crore) during the years between 2004-05 and 2007-08 without 
payment of tax and without declaration of forms ‘C’. The AAs while finalising 
the assessments between June 2006 and August 2010, allowed the deduction 
of ` 13.56 crore treating it as tax free goods under Schedule ‘B’ of HVAT Act 
instead of levying tax at the prescribed rates. This resulted in non-levy of VAT 
amounting to ` 1.23 crore. 

                                                 
12 M/s Rishab Farms and Industries Limited, Jhazzar STA No. 823 of 2009-10 37 PHT 

305 (HTT) FB.   
13 Panipat, Palwal, Rewari and Rohtak. 

Under the Haryana Value Added 
Tax Act, 2003 (HVAT Act), High 
Density Polytheylene (HDPE) 
fabrics (plastic goods) are packing 
materials and industrial inputs and 
are being sold to various industrial 
units as packing materials, leviable 
to tax at the rate of four per cent. It 
has judicially been held12 in June 
2010 that HDPE fabrics (plastic 
goods) are covered under entry 
‘Industrial inputs and packing 
materials’ as prescribed in entry 102 
of Schedule ‘C’ and are leviable to 
tax at the rate of four per cent. 
Further, interest was also leviable 
under Section 14 (6) of the HVAT 
Act. 
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After we pointed out the case in September 2010, the AA Sonepat stated in 
March and September 2011 that additional demand of ` 26.52 lakh and 
` 13.16 lakh respectively had been raised for the years 2006-07 and 
2007-08.We have not received further report on recovery (October 2011). 

2.5.3 Underassessment of tax due to incorrect computation of gross 
turnover 

During test check of the records of the 
office of DETC (ST), Faridabad (West) in 
August 2008, we noticed that a dealer 
(contractor) had opted to pay lump sum 
tax in respect of works contract and 
received a total sum of ` 42.15 crore 
during 2004-05 as valuable consideration 
for the execution of the contract. The 
dealer claimed deduction of ` 1.62 crore 
representing the amount of works charged 
contract and paid tax on balance amount 
of ` 40.53 crore at the rate of four per 
cent. The assessing authority, while 
finalising the assessment in March 2008 
also allowed the same, whereas the tax 
was to be charged on the total valuable 
consideration received. This resulted in 
underassessment of tax of ` 12.96 lakh 
(including interest of ` 6.48 lakh). 
 

After we pointed out the case in August 2008, DETC (ST), Faridabad (West) 
stated in October 2011 that the gross receipts received by the dealer are 
inclusive of tax. The reply of the ETO was not in consonance with the 
provisions of the HVAT Act as this has clearly been mentioned in the HVAT 
Act that lump sum tax at the rate of four per cent of gross receipts of works 
contract was to be charged. We have not received further report on recovery 
(October 2011). 

We pointed out the matter to the Excise and Taxation Commissioner, Excise 
and Taxation Department in September 2009 and reported to the Government 
in May 2011; we are yet to receive their reply (October 2011). 

 

 

 

 

 

Under Section 9 of the Haryana 
Value Added Tax Act, 2003 
(HVAT Act), read with Rule 49 
of the HVAT Rules, 2003 
provides that a works contractor 
may either pay lump sum tax at 
the rate of four per cent of gross 
receipts of works contract or pay 
tax on value of goods involved in 
the execution of works contract. 
The Rules permit the deductions 
for labour and other service 
charges only from total contract 
value for determining sale value 
of goods sold for levy of tax. 
Further, interest was also leviable 
under Section 14 (6) of the 
HVAT Act. 
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2.5.4 Evasion of value added tax due to Suppression of purchases 
and sale 

During test check of the records of 
the offices of DETC (ST), 
Faridabad (West) and Rewari 
between April and November 2010, 
we noticed that the Department 
failed to implement comprehensive 
computerised system and the AAs 
had also not conducted cross 
verification of the transactions 
(even within their district 
jurisdiction) before finalising the 
assessments. We conducted cross 
verification of transactions of sales 
and purchases between April and 
November 2010 and noticed that 
four dealers sold goods valued as 
` 28.99 crore to four dealers of 
Ambala City, Faridabad and 
Gurgaon and one dealer purchased 
goods valued as ` 1.17 crore from 
one dealer of Gurgaon during the 
years 2005-06 and 2006-07. These 
dealers had not shown these sales 
and purchases transactions in their 
accounts as well as in the quarterly 
returns submitted to the 
Department. Failure of the AAs to 
cross verify the transactions of sales 
and purchases before finalising the 
assessments between March 2009 
and March 2010 despite ETC 
directions of March 2006,  
consequently led to evasion of VAT  
of  `   1.21   crore.    Additionally, 

 penalty amounting to ` 3.62 crore was also leviable on suppression of sales 
and purchases. 

After we pointed out these cases between April and November 2010, the ETO-
cum-AA, Faridabad (West) reassessed four cases and levied VAT and penalty 
in August and September 2010 and issued demand notice under Section 17 of 
the HVAT Act. ETO-cum-AA Rewari stated in November 2010 that the case 
was being sent for suo motu action. We have not received further report on 
recovery and final action in respect of these dealers (October 2011). 

Under Section 38 of the HVAT Act, if a 
dealer has maintained false or incorrect 
accounts or documents with a view to 
suppress his sales, purchases, or stock of 
goods, or has concealed any particulars or 
has furnished to or produced before any 
authority any account, return, document 
or information which is false or incorrect 
in any material particular, such authority 
may direct him to pay by way of penalty, 
in addition to the tax to which he is 
assessed or liable to be assessed, a sum 
thrice the amount of tax which would 
have been avoided had such account, 
return, document or information as the 
case may be, been accepted as true and 
correct. In order to prevent the tax 
evasion by fraudulent means, VAT 
provides for introduction of Tax 
Information Exchange System 
(TINXSYS) for proper tracing of inter-
State sales transactions. Further, with a 
view to detect evasion of VAT by 
claiming fraudulent ITC by issuing 
forged tax invoices or fictitious 
accounting of goods neither purchased 
nor sold etc., the ETC issued instructions 
in March 2006 for cross verification of all 
purchase/sale transactions totaling more 
than ` one lakh from a single VAT dealer 
in a year. 
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2.5.5 Non-levy of purchase tax and penalty due to misuse of  
VAT-D1 

During test check of the records of 
the office of DETC (ST), Panipat in 
October 2010, we noticed that a 
dealer enjoying fifty per cent 
benefit of tax concession under 
HVAT Act sold goods during the 
period 2004-05 and 2005-06 valued 
as ` 2.62 crore as such which were 
purchased at concessional rate 
against declaration in form VAT D1 
for use in manufacturing. The dealer 
failed to make payment of 
additional tax along with returns. 
The AA, Panipat while finalising 
the assessment in January 2008 and 
March 2009 failed to levy tax 
additionally (normal tax leviable 
minus concessional tax levied) and 
penalty in one case. This resulted in 
non-levy of additional tax of 
` 15.77 lakh and maximum penalty 
of ` 11.10 lakh. 

 

 

After we pointed out the case in October 2010, the Department stated that 
there was no provision in the Act to levy additional tax. The reply of the 
Department was not in consonance with the provisions of Act whereas the 
assessee was also required to pay additional tax along with the returns and 
failure to pay the same attracts the provisions for levy of penalty in addition to 
levy of tax. We have not received further reply (October 2011). 

Under Section 7 (3) of the HVAT Act, 
where taxable goods are sold by one 
dealer to another dealer, tax is leviable 
at a lower rate (four per cent) if the 
purchasing dealer furnishes a 
declaration in VAT-D1 certifying that 
the goods are meant for use in the 
manufacturing of goods for sale. 
Further, if an authorised dealer after 
purchasing any goods fails to make use 
of the goods for the specified purpose, 
the AA may impose upon him, by way 
of penalty, under Section 7 (5) of the 
HVAT Act, a sum not exceeding one 
and a half times the tax which would 
have been levied additionally. 
However, no penalty would be 
imposed if the dealer voluntarily pays 
the tax which would have been levied 
additionally under Section 7 (1) (a) of 
the HVAT Act along with the returns 
for the period, when he failed to make 
use of the goods purchased for the 
specified purpose. 


