“"'2}

e o
?}’.’ R
Y ?,?\:,\: 4
N

\

i

&

e S
I‘%‘»

o7
)

Report of the
Comptroller and Auditor General of India
on
Revenue Sector

for the year ended March 2021

Apfgared Fafse

Dedicated to Truth in Public Interest

Government of Telangana
Report No. 3 of 2022




Report of the
Comptroller and Auditor General of India
on

Revenue Sector
for the year ended March 2021

Government of Telangana
Report No. 3 of 2022

WwWw.cag.gov.in






. Table of Contents

Reference to

Paragraph = Page

Preface v
Overview vii-x
Chapter I - General
Introduction 1.1 1
Profile of Audited Entities 1.2 1
Authority for audit 1.3 4
Planning and Conduct of audit 1.4 4
Response of Government / Departments to Audit Observations 1.5 5
Follow-up on Audit Reports 1.6 6
Coverage of this Report 1.7 7
Chapter II - Value Added Tax, Central Sales Tax and

Goods & Services Tax
Tax Administration 2.1 9
Trend of receipts 2.2 9
Cost of collection 23 10
Impact of Audit 24 10
Working of Internal Audit wing 2.5 11
Results of Audit 2.6 11
Input Tax Credit 2.7 12
Short or Non-levy of Value Added Tax 2.8 14
Inter-State sales 2.9 17
VAT on Works Contracts 2.10 20
Loss of revenue due to non-forfeiture of excess tax 2.11 22
collections
Levy of penalties and interest under VAT 2.12 23
Non-levy of interest on belated payment of deferred sales tax 2.13 26
Goods and Services Tax (GST) 2.14 27

Page i



Reference to

Paragraph  Page
Subject Specific Compliance Audit on ‘Refunds under GST’ 2.15 28
Subject Specific Compliance Audit on ‘Transitional Credits’ 2.16 54
Chapter III- Stamp duty and Registration fee
Tax Administration 3.1 71
Trend of receipts 3.2 71
Impact of Audit 3.3 72
Working of Internal Audit wing 34 72
Audit Methodology and Results of Audit 3.5 72
Compliance Audit on ‘Functioning of Registration and 3.6 74
Stamps Department’
Short levy of Registration Fee on instruments creating 3.7 91
‘Paripassu’ charge
Short levy of duties due to non-compliance with 3.8 91
departmental instructions
Short levy of duties and fee due to misclassification of 3.9 92
documents
Short levy of duties due to non-inclusion of loan amount in 3.10 92
the sale consideration
Short levy of duties and fee due to non-adoption of market 3.11 92
value rates in respect of rural properties
Short levy of duties in DGPAs due to incorrect adoption of the 3.12 93
proposed developed area
Short levy of duties and fee due to undervaluation of 3.13 93
properties in registered documents
Non-levy of duties on documents involving distinct matters 3.14 94
Non or Short levy of duties in Gift deeds 3.15 95
Incorrect exemption of Stamp Duty in respect of Deposit of 3.16 95
Title Deeds
Chapter IV - Motor Vehicle Taxes
Tax Administration 4.1 97
Trend of receipts 4.2 97

Page ii



Reference to

Paragraph  Page
Cost of collection 43 98
Impact of Audit 4.4 99
Working of Internal Audit wing 4.5 99
Audit Methodology and Results of Audit 4.6 99
Non-realisation of Quarterly Tax and Non-levy of Penalty 4.7 100
Non-renewal of Fitness Certificate 4.3 101
Non-realisation of Registration Certificate Renewal Fee 4.9 101
Non-realisation of Compounding Fee 4.10 102
Non-levy of Green Tax 4.11 102
Short levy of Tax in respect of second and subsequent 4.12 103
personalised vehicles owned by individuals
Chapter V - Land Revenue
Tax Administration 5.1 105
Trend of receipts 5.2 105
Impact of Audit 53 106
Results of Audit 54 106
Short levy of regularisation fee of Government land with 55 107
dwelling units
Short levy of Conversion Tax and non-levy of penalty 5.6 107
Short collection of regularisation fee on regularisation of ULC 5.7 108
lands
Appendices & Glossary
Appendices 111
Glossary 123

Page iii






Preface

This Report of the Comptroller and Auditor General of India for the year ended
31 March 2021 has been prepared for submission to the Governor of Telangana under
Article 151 of the Constitution of India for being laid before the Legislature of the State.

The Report contains significant findings of audit of receipts of major revenue earning
Departments of the Government of Telangana.

The instances mentioned in this Report are those which came to notice in the course of
test audit during the period 2019-21 as well as those which came to notice in earlier years
but could not be reported in the previous Audit Reports. Instances relating to the period
subsequent to 2019-21 have also been included, wherever necessary.

The audit has been conducted in conformity with the Auditing Standards issued by the
Comptroller and Auditor General of India.
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Overview

This Report contains 29 significant compliance audit paragraphs that emerged from a
test-check of records pertaining to four major receipts' dealt with by two departments
(Revenue and Transport) of Government of Telangana with a tax effect of 221.74 crore.

Significant results of audit that feature in this Report are summarised below.
1.  Value Added Tax, Central Sales Tax and Goods & Services Tax
1.1 Compliance Audit Paragraphs

e In 43 cases pertaining to four Divisions and 23 Circles, ITC was not restricted
correctly in respect of Special Economic Zone sales / exempt sales and branch
transfers / consignment sales resulting in excess allowance of ITC of X3.88 crore.

(Paragraph 2.7.1-Page 12)

e In respect of 20 dealers pertaining to one division and 14 circles, Tax was short
levied at lesser rate on sale of Schedule-IV and V goods and dealers doing business
in restaurant, canteen and bakery. This resulted in short levy of Tax 0of 326.91 crore.

(Paragraph 2.8.1- Page 14)

e In case of 12 dealers pertaining to four circles, Tax was short levied at the rate of
five per cent instead of 14.5 per cent on sale of mobile phones. This resulted in short
levy of Tax of ¥8.56 crore.

(Paragraph 2.8.2-Page 15)

e In respect of six dealers in five circles, Tax was incorrectly exempted on sale of
Schedule-IV goods. This resulted in non-levy of Tax of X75.17 lakh.

(Paragraph 2.8.3-Page 16))

e In two divisions and 22 circles, in respect of 33 dealers, Tax was short levied at the
rate of five per cent instead of 14.5 per cent for non-submission of statutory forms. In
two other cases no tax was levied despite non-submission of statutory forms. Further,
in four cases, no tax was levied treating the commodities as exempt goods, though
they were taxable goods. This resulted in short levy of tax of 32.84 crore.

(Paragraph 2.9.1-Page 17)

e In 26 cases pertaining to two divisions and 16 circles, the taxable turnover under
CST Act was not determined as assessed and mentioned in VAT assessment orders,
VAT / CST returns. This resulted in non or short levy of Tax of ¥4.36 crore.

(Paragraph 2.9.4- Page 19)

e Assessing Authorities of two divisions and six circles underassessed taxable turnover
under works contract in 12 dealers. This resulted in short levy of tax of X5.23 crore.

(Paragraph 2.10.2-Page 21)

! Commercial Taxes; Stamp Duty & Registration Fee; Motor Vehicle taxes and Land Revenue.
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e In 58 offices, in respect of 691 dealers, interest of X7.53 crore and penalty of X11.51
crore were not levied by Assessing authorities towards belated payment of taxes with
delay ranging from one day to 1,668 days beyond the due date for payment.

(Paragraph 2.12.1-Page 23)

e In 156 cases, Assessing Authorities had either short levied or not levied penalty on
under-declaration of output tax / excess claim of ITC. This resulted in non / short

levy of penalties amounting to %5.29 crore and differential short levy of tax of
%37.08 lakh.

(Paragraph 2.12.2- Page 24)
1.2  Subject Specific Compliance Audit on ‘Refunds under GST’

Audit of Refunds under Goods and Services Tax (GST) was conducted for the period
from July 2017 to July 2020 with a sample of 848 cases of Refunds (354 Pre-Automation
i.e., prior to 26 September 2019 and 494 post-automation) sanctioned in 72 circles /
divisions.

Detailed examination of sample Refund cases revealed non-compliance with the
provisions of GST Act in scrutiny of claims submitted by the taxpayers and granting of
claims. Audit observed that 149 excess / incorrect claims valuing ¥31.06 crore were
allowed by the department in various categories such as ITC accumulated on account of
export of goods / services, inverted duty structure, SEZ supplies, deemed export supplies,
excess tax payment, incorrect adoption of zero-rated supplies, allowance of ITC on
capital goods, non-reversal of ITC on textiles, efc. In respect of 225 refund claims,
Assessing Authorities allowed refund claims without following the due procedure in the
Act / Rules such as allowance of refund without submission of input /output statement,
Form GSTR-2A, shipping bill statement, FIRC copies, not following order of debit of
IGST / CGST / SGST etc., indicating weak internal controls.

(Paragraph 2.15-Page 28)
1.3  Subject Specific Compliance Audit on ‘Transitional Credits’

Section 140 of the Goods and Services Tax (GST) Act, 2017 enables the taxpayers to
carry forward the Input Tax Credit (ITC) earned under the existing laws to the GST
regime. Audit of Transitional Credits claimed during the period from the GST appointed
date (1 July 2017) to end of March 2020 was conducted with a sample of 1,139
Taxpayers spread across 19 Strategic Tax Units and 70 Circles under nine Tax Divisions.

Audit of sample claims revealed that the State Government had not evolved a robust
mechanism to verify the claims on risk basis, as nearly 43 per cent of sample claims of
5 (c) category were not verified by the Department. The claims verified by the
Department also suffered from deficiencies regarding non-compliance of the provisions
of the GST Act / Rules resulting in excess / incorrect claims of ¥30.19 crore in 169 cases.
As regards the claims not verified by the Department, excess / incorrect credits
aggregated to I25.61 crore in 155 cases.

(Paragraph 2.16-Page 54)
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2. Stamp duty and Registration fee

2.1 Compliance Audit on ‘Functioning of Registration and Stamps Department’

The Centralized Architecture called CARD Centralized Architecture (CCA) was rolled
out in 2013 to ensure the effective replacement of the manual system of calculation of
duties, indexing, accounting, reporting, copying, and filing of documents. However, it
lacked structural approach in conceptualisation as System Requirement Specification and
System Design Documents were not formulated. As a result, there were shortcomings in
mapping of certain business rules into the system which resulted in short / non levy of
duties, on account of undervaluation of properties. Absence of systematic and
documented change management mechanism resulted in short levy of duties and fees
disregarding Government instructions. Lack of validation controls were evident from
continuation of manual intervention in application of market value rates and computation
of duties, authentication of parties and documents supporting the registration. Detailed
scrutiny of 1,456 registered documents revealed underassessment valuing 33.44 crore in
347 documents. As these are only illustrative, State Government may look into similar
cases for detection of possible underassessment.

The e-Stamps Module was developed with an objective of collecting the dues online.
However, this system also suffered from deficiencies resulting in excess collection of
duties, incorrect mapping of e-Challans to documents, efc. Lack of validation controls in
identification of the remitters coupled with incorrect data rendered the process of Refund
claims unreliable.

(Paragraph 3.6-Page 74)
2.2  Other compliance audit paragraphs

e Companies secured credit facilities from various financial institutions by creating
charge on their properties on paripassu basis. In two offices, Registering Authorities
collected Registration Fee of 10,000 each instead of charging the fee at 0.5 per cent
on the loan amount of I673.46 crore. This resulted in short levy of registration fee of
%3.36 crore in three cases.

(Paragraph 3.7-Page 91)

e In 11 offices, the Registering Authorities had not adopted higher values adopted in
previous transactions for the same properties while levying duties. This resulted in
short levy of stamp duty and fees amounting to 1.46 crore in 28 cases.

(Paragraph 3.8-Page 91)

e In 19 offices, Registering Authorities short levied stamp duties and fees due to
misclassification of transactions which resulted in short levy of duties and fees
amounting to X1.36 crore in 37 cases.

(Paragraph 3.9-Page 92)
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3.

Motor Vehicle Taxes

Non-raising of demands led to non-realisation of Quarterly Tax of 6.18 crore and
non-levy of penalty of 33.09 crore from the owners of 5,121 transport vehicles in 23
offices.

(Paragraph 4.7-Page 100)

In 26 offices, Fitness Certificates (FCs) of 1,33,871 transport vehicles were not
renewed resulting in non-realisation of FC fees amounting to X10.62 crore.

(Paragraph 4.8-Page 101)

In 23 offices, Registration Certificates in respect of 88,271 vehicles were not
renewed after expiry of validity period. This resulted in non-realisation of renewal
fee amounting to X7.62 crore.

(Paragraph 4.9-Page 101)

Land Revenue

In four offices, regularisation fee was short levied due to incorrect classification and
incorrect adoption of market value of the land. This resulted in short levy of
regularisation fee amounting to 99.88 lakh in 32 cases.

(Paragraph 5.5-Page 107)

In 12 offices, conversion tax was short levied due to adoption of incorrect market
value of the land and penalty was not levied on deemed conversion of land. This
resulted in short levy of conversion tax and non-levy of penalty amounting to X79.76
lakh in 34 cases.

(Paragraph 5.6-Page 107)
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Chapter I - General

11 Introduction

This Report of the Comptroller and Auditor General of India (C&AGQG) relates to the
matters arising from Compliance Audit of four major receipts dealt with by two
departments (Revenue and Transport) during the period 2019-20 and 2020-21.

Compliance audit refers to the examination of transactions relating to expenditure,
receipts as well as assets and liabilities of audited entities to examine and report on their
compliance to the provisions of the Constitution of India as well as other applicable laws,
rules, regulations and various orders and instructions issued by competent authorities.
Compliance audit also includes an examination of the rules, regulations, orders and
instructions for their legality, adequacy, transparency, propriety and prudence. The basic
purpose of the Report is to bring the important results of Audit to the notice of the State
Legislature. Auditing Standards require that the materiality level for reporting should be
commensurate with the nature, volume and magnitude of transactions. The findings of
audit are expected to enable the Executive to take corrective measures and also to frame
policies and directives that will lead to improved financial management of the
organisations, thus, contributing to better governance.

This chapter, in addition to explaining the planning and extent of audit, provides
information on follow-up of previous Audit Reports.

1.2 Profile of Audited Entities

The Departments are headed by Special Chief Secretary / Principal Secretaries who are
assisted by Commissioners and subordinate officers. A brief profile of two departments
covered in this Report is discussed in Appendix-1.1.

A summary of the revenue realised (tax and non-tax revenue, the State’s share of net
proceeds of divisible Union taxes and duties assigned to it, Grants-in-aid received from
the Government of India (Gol) during the years 2019-20 and 2020-21 and the
corresponding figures for the preceding three years) by Government of Telangana is
given in Table-1.1.

Table-1.1: Trend of Revenue Receipts

R in crore)

.m 2016-17 2017-18 2018-19 2019-20 2020-21

Revenue raised by the State Government
Tax Revenue 48,407.73  56,519.81 64,674.06 67,597.49 66,650.37
Non-tax Revenue 9,781.70  7,825.40 10,007.42 7,360.31 6,101.24
Total 58,189.43 64,345.21 74,681.48 74,957.80 72,751.61
2 Receipts from the Government of India

Share of net proceeds of

divisible Union taxes and 14,877.04 16,420.08 18,560.88 15,987.59 12,691.62
duties
Grants-in-Aid 9,751.90  8,058.80 8,177.79 11,598.42 15,471.13

Total 24,628.94 24,478.88 26,738.67 27,586.01 28,162.75

3  Total revenue receipts of

State Government (1 + 2) 82,818.37 88,824.09 1,01,420.15 1,02,543.81 1,00,914.36
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Audit Report on ‘Revenue Sector’ for the year ended March 2021

. 2016-17 2017-18 2018-19 2019-20 2020-21

Percentage of State’s Own
Revenue to Total Revenue 70 72 74 73 72
Receipts

Source: Finance Accounts of Government of Telangana for relevant years

The State’s performance in mobilisation of resources is assessed in terms of tax revenue
and non-tax revenue excluding the State’s share in Central taxes and Grants-in-aid, which
are based on the recommendations of the Finance Commission.

As seen from the Table above, the tax revenue raised by the State has displayed an
increase during the four-year period 2016-2020 (increased by 21 per cent in 2016-17;
17 per cent in 2017-18; 14 per cent in 2018-19 and 4.5 per cent in 2019-20 respectively)
and registered a decrease of 1.4 per cent in 2020-21.

However, the non-tax revenue showed a mixed trend with a dip in 2017-18, increase in
2018-19, and decrease again in 2019-20 and 2020-21. The percentage of tax and non-tax
revenue raised by the State Government to the total revenue of the State has been
decreasing from 74 per cent in 2018-19 to 73 per cent in 2019-20 and 72 per cent in
2020-21.

The nature and composition of revenue receipts of the State during the years 2019-20 and
2020-21 are shown in Chart-1.1 and Chart 1.2 respectively.

Chart 1.1: Components of revenue in 2019-20 Chart 1.2: Components of revenue in 2020-21
(in crore) (Zin crore)

11.598.42 = Tax Revenue 1547113

1.2.1 Tax Revenue

Details of tax revenue raised vis-a-vis budget projections during the period
2016-17 to 2020-21 are given in Table-1.2.
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Chapter I - General

Table-1.2: Details of Tax Revenue raised

® in crore)

Percentage of
Budget increase (+) /

Head of Revenue Estimates / 2017-18 2018-19 2019-20 2020-21 decrease (-) in
Actuals 2020-21 over
2019-20

Taxes on Sales, Trade Budget

: 42,073.53  46,500.00 2594200  21,972.00  26,400.00 (9)20.15
etc. Estimates
Actuals 3423469 2510648  20290.50  20,67442  20,903.90 HL11
State Goods and Budget
Servioss Tax (SGST)  Estiomtos - - 26,040.00  25817.00  27,600.00 (+6.91
Actuals - 13,07291  23,840.18 2351670  22,190.34 (1)5.64
State Excise gu(_iget 454306  9,000.00 10,600.00  10,901.00  16,000.00 (+)46.78
stimates
Actuals 558071 942133 10,637.56  11,991.58  14,369.84 ()19.83
Stamp and Budget
Registration Fecs Estito 429200  3,00000  4700.00  6,146.00  10,000.00 (H)62.71
Actuals 3,821.66 420246 534404  6671.05 524328 (-)21.40
UREONENEES | B 200000 300000 395000 371400  4300.00 (+)15.78
Estimates
Actuals 3394.16  3,589.48  3,761.94 393475  3337.96 O15.17
LTGRO et 15.61 15.00 4.64 5.39 6.94 (+)28.76
Estimates
Actuals 6.70 4.12 0.42 0.99 0.50 (-)49.49
2
Others Budget 1,045.71  1,10400  1,015.24 773.18 993.06 (+)28.44
Estimates
Actuals 1,369.81 1,123.03 799.42 808.00 604.55 (1)25.18
Eydoc 26,969.42  62,619.00 72251.88  69,328.57  85,300.00 (4)23.01
Total Estimates
Actuals 48,407.73  56,519.81  64,674.06 67,597.49  66,650.37 ()1.40

Source: Budget Estimates and Finance Accounts of Government of Telangana for relevant years

Receipts under Sales Tax and Land Revenue have not matched the Budget Estimates
(BEs) in the five-year period 2016-21 and same is the case with SGST during the three
year period 2018-21. Receipts under Stamps and Registration Fees were more than the
Budget Estimates (BEs) during the three-year period 2017-20 and far less for the year
2020-21. Taxes on vehicles revenue exceeded BEs during 2016-18 and in 2019-20 but
lagged during 2018-19 and 2020-21. State Excise revenue was more than the budgetary
projections during the four-year period 2016-20 but marginally less than the BEs during
the year 2020-21.

The break-up of tax revenue for the years 2019-20 and 2020-21 is shown in Charts -1.3
and Chart-1.4 respectively.

2 Others include - Other taxes on income & expenditure; estate duty; taxes on immovable property other than
agricultural land; taxes on goods and passengers; taxes on duties on electricity and taxes on duties on commodities
and services.
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Audit Report on ‘Revenue Sector”’ for the year ended March 2021

Chart 1.3: Tax Revenue components 2019-20 Chart 1.4: Tax Revenue components 2020-21
(in crore) (in crore)

3.93475 333796 _
667105 * Taxes on Sales, Trade efc I 1 Taxes on Sales, Trade et

20,674.42 | 20.903.90
* State Goods and S \ = State Goods and

Tax (SGST) \ Tax (SGST)
= State Excise » State Excise

Tax revenue® accounted for 66 per cent of the total revenue® of the State in both the years
0f2019-20 and 2020-21.

There has been a net decrease of 1.4 per cent in tax revenue during the year 2020-21 over
the previous year. While the revenue under the heads Taxes on Sales, Trade and State
Excise have increased, receipts under SGST, Stamps and Registration Fees, Taxes on
vehicles, Land Revenue and Others have decreased.

Decrease in tax revenue during 2020-21 over the previous year was mainly due to less
Tax collections, decrease in Input Tax Credit cross utilisation of State Goods and Services
Tax (SGST) and IGST, which was offset by increase in advance apportionment from
IGST. Decrease in other receipts (5.64 per cent), receipts from sale of Stamps, duty on
impressing of documents and less collection of fees for registering of documents under
Stamp Duty and Registration Fees (21.40 per cent) also attributed to decrease in tax
revenue. Reasons for decrease in Taxes on Motor Vehicles, Land Revenue and Others
were not furnished by the departments (December 2021).

1.3 Authority for audit

The Comptroller and Auditor General of India (C&AG) derives authority for audit from
Articles 149 and 151 of the Constitution of India and C&AG’s (Duties, Powers and
Conditions of Service) Act, 1971 (DPC Act). C&AG audits receipts of the Government
under Section 16 of the DPC Act.

1.4 Planning and Conduct of audit

The audit process starts with the assessment of risk of various Government departments
based on Revenue generation, internal controls in the departments, previous audit
findings etc. During the year 2019-20, 265 units were audited against 272 units planned.
In 2020-21, out of 278 units planned, a total of 135 units were audited due to restrictions
in movements imposed during Covid pandemic.

After completion of audit of each unit, an Inspection Report (IR) containing audit
findings is issued to the Head of the Unit with a request to furnish replies within one
month of receipt of the IR. Whenever replies are received, audit findings are either settled

32019-20 - 267,597.49 crore; 2020-21 - 266,650.37 crore.
42019-20 - %1,02,543.81 crore; 2020-21 - 21,00,914.36 crore.
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Chapter I - General

or further action for compliance is advised. Significant audit observations pointed out in
these IRs, which require attention at the highest level in Government, are processed for
inclusion in the Audit Reports. These Audit Reports are submitted to the Governor of
Telangana under Article 151 of the Constitution of India for causing them to be laid on the
Table of State Legislature.

1.5 Response of Government / Departments to Audit
Observations
1.5.1 Response to previous Inspection Reports

Heads of Offices and next higher authorities are required to respond to the observations
contained in Inspection Reports (IRs) and take appropriate corrective action. Audit
observations communicated in IRs are also discussed at periodical meetings held at
District / State levels by officers of the Accountant General’s office with officers of the
concerned Departments.

A review of IRs issued up to December 2020 pertaining to five Revenue Receipts® of two
departments showed that 10,328 paragraphs relating to 1,170 IRs valuing ¥4,889.61 crore
were outstanding at the end of June 2021 (Appendix 1.2). Even first replies from the
Heads of offices which were to be furnished within one month have not been received in
respect of 121 IRs issued during 2020-21.

Lack of action on IRs and audit paragraphs is fraught with the risk of perpetuating serious
financial irregularities pointed out in these reports. It may also result in dilution of
internal controls in the governance process, inefficient and ineffective delivery of public
goods / services, fraud, corruption and loss to public exchequer.

Recommendation:

Government should ensure prompt and appropriate response to audit observations, as well as
take action against those failing to furnish replies to the IRs / paragraphs as per the prescribed
time schedules.

1.5.2 Departmental Audit Committee Meetings

The Government has to set up Audit Committees to monitor and expedite the progress of
the settlement of Inspection Reports (IRs) and paragraphs in IRs. During the year
2020-21, 26 IR paras valuing X1.79 crore were settled through Audit Committee meeting
held by Revenue (Commercial Taxes) Department.

1.5.3 Response of Government to audit observations

All Departments are required® to send their responses to draft audit paragraphs proposed
for inclusion in C&AG’s Report within six weeks of their receipt. During the year
2020-22, 64 draft compliance audit paragraphs were forwarded to the Special Chief
Secretaries / Principal Secretaries / Secretaries of the Departments’ concerned, drawing
their attention to the audit findings and requesting them to send their response within

SCommercial Taxes, Land Revenue, Prohibition and Excise, Registration and Stamps and Transport.
As per paragraph 4.7 of Finance Department’s Handbook of Instructions.
"Commercial Taxes, Land Revenue, Prohibition and Excise, Registration & Stamps and Transport.
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Audit Report on ‘Revenue Sector’ for the year ended March 2021

six weeks. It was brought to their personal attention that these paragraphs were likely to
be included in the Audit Report of the C&AG of India, which would be placed before the
State Legislature and it would be desirable to include their comments / responses to the
audit findings.

Despite this, the Departments concerned did not furnish replies to the draft compliance
audit paragraphs as on the date of finalisation of this Report. The fact of non-receipt of
Government responses was also brought to the notice of the Chief Secretary to
the Government in January 2022.

1.6 Follow-up on Audit Reports

Administrative Departments are required to submit Explanatory Notes (ENs) on
paragraphs and reviews included in Audit Reports®, within three months of their
presentation to State Legislature duly indicating action taken or proposed to be taken.

Reports of the C&AG on Revenue Sector of the Government of Telangana for the years
from 2014-15 to 2018-19 contained 170 paragraphs pertaining to four’ Departments for
which ENs are yet to be received. These Reports were placed before the State Legislative
Assembly between March 2016 and March 2021. Out of 82 paragraphs pertaining
exclusively to Telangana included in the Audit Reports of combined State of Andhra
Pradesh and Telangana prior to 2014-15 i.e., for the years from 1996-97 to 2013-14, ENs
for 13 paragraphs from Revenue (Land Revenue and Registration & Stamps) Department
have not been received (April 2022).

Reports of the CAG on Revenue Sector of the Government of Andhra Pradesh contain
432 paras that are common to both Telangana and Andhra Pradesh States. ENs in respect
of 193 paras from 10 Departments'® have not been received (November 2021).

1.6.1 Response of Government to recommendations of the Public
Accounts Committee

Administrative Departments are required to submit Action Taken Notes (ATNs) on the
recommendations of Public Accounts Committee (PAC) within six months'' from
the date of receipt of recommendations.

Action Taken Notes on 112 recommendations relating to Audit Reports (Revenue Sector)
were due as of April 2022. Of these, 11 recommendations pertain to Telangana State and
101 pertain to combined State of Andhra Pradesh and Telangana.

8As per instructions issued by Finance and Planning Department vide U.O. No.23810-C/200/PAC/93-2 dated
3 November 1993.

‘Revenue (Commercial Taxes, Prohibition and Excise, Land Revenue, Registration & Stamps, Endowments);
Transport; Energy, Industries & Commerce.

10 Commercial Tax, Prohibition and Excise, Land Revenue, Transport, Registration & Stamps, Industries and
Commerce, Endowments, Forest, Cooperation and Finance.

"' As per instructions issued by Finance and Planning Department vide U.O. No. 1576-A/32/PAC/95, dated
17 May 1995.
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Chapter I - General

1.7 Coverage of this Report

This Report contains 26 compliance audit paragraphs. The total financial impact of the
paragraphs is X125.31 crore excluding one Compliance Audit on ‘Functioning of
Registration and Stamps Department’ with financial impact of I7.42 crore and two
Subject Specific Compliance Audits on ‘Refunds under GST’ and ‘Transitional Credits’
with financial impact of 332.97 crore and 356.04 crore respectively. These are discussed
in Chapters II to V. The Departments / Government have accepted audit observations
involving ¥51.88 crore (as of April 2022). Out of the accepted audit observations, the
Departments had recovered X5.02 crore (10 per cent) up to April 2022 at the instance of
Audit.
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Chapter Il - Value Added Tax, Central Sales Tax and Goods & Services Tax

2.1 Tax Administration

Commercial Taxes Department is one of the
key revenue earning departments in the
Government of Telangana. The Department
administers and collects revenue on goods
and services under The Telangana Value
Added Tax Act, 2005 (VAT Act), The
Central Sales Tax Act, 1956 (CST Act), The
Telangana Entertainment Tax Act, 1939, The
Telangana Tax on Professions, Trades,
Callings and Employment Act, 1987 apart
from other minor Acts. After introduction of
Goods and Services Tax with effect from
1 July 2017, the Commercial Taxes
Department has been administering and
collecting revenue on goods and services
under The Telangana Goods & Services Tax
Act, 2017 (GST Act).

2.2 Trend of receipts

Figure-2.1: Organogram
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Actual receipts from State Tax Revenue (VAT, CST and GST) during the years 2016-17
to 2020-21 along with the total tax receipts during the same period is shown in Table 2.1

below:

Table 2.1: Receipts from State Tax Revenue

Variation

Budget Actual
estimates receipts

excess (+) /
shortfall (-)

R in crore)
Percentage of
actual VAT /

SGST receipts
vis-a-vis total

2016-17 42,073.53 34,234.69 (-) 7,838.84
2017-18 46,500.00" 38,179.39 (-) 8,320.61

2018-19 51,982.00 44,130.68 (-) 7,851.32

2019-20 47,789.00 44,191.12 (-)3,617.88
2020-21 54,000.00 43,094.24 () 10,905.76

Source: Finance Accounts

Percentage T?tal o

of variation receipts of the
State

(-) 18.63 48,407.73
(-) 17.89 56,519.81
(-) 15.10 64,674.06
(-)7.57 67,597.49
(-) 20.20 66,650.37

tax receipts

70.72

67.55

68.24

65.37

64.66

4GST implemented from 1 July 2017 and, hence the budget estimates pertained to only Taxes on sales under VAT&CST.
However, the actual receipts include both Taxes on sales under VAT&CST and GST

As seen from the above, VAT, CST and GST revenue contributes to more than two-thirds
of the total tax revenue of the State. The percentage of these taxes to total tax receipts has
ranged from 71 per cent to 65 per cent during the period 2016-21.
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2.3 Cost of collection

The figures of gross collection of Commercial Taxes Department, expenditure incurred
on collection and the percentage of such expenditure to gross collection during the years
from 2016-17 to 2020-21 are given below:

Table 2.2: Cost of collection

(Rin crore)

Expenditure on  Percentage of cost
Head of revenue Gross collection collection of of collection to

revenue gross collection

2016-17

34,234.69

2017-18 38.179.39 21747 0.57
VI (RN 2018-19 44,130.68 196.21 0.44
GST
2019-20 44,191.12 208.16 0.47
2020-21 43,094.24 216.15 0.50
2.4 Impact of Audit

During the last five years, we pointed out non / short levy, non / short realisation,
underassessment / loss of revenue, incorrect exemption, concealment / suppression of
turnover, application of incorrect rate of tax, incorrect computation etc., with a revenue
implication of X2,776.01 crore in 4,352 cases. Of these, the Department / Government
accepted Audit observations in 1,437 cases involving ¥344.65 crore and had since
recovered 32.36 crore. The details are shown in the following Table:

Table 2.3: Impact of Audit

(Rin crore)

Year

No. of Objected Accepted Recovered

units

2020-21 2.98 4 6.76 24 0.45

8 52 9
Total 4,352 277601 | 1,437 344.65 2.36

The meagre recovery of 32.36 crore (0.68 per cent) as against the money value of
3344.65 crore relating to the accepted cases during the period 2016-17 to 2020-21
highlights the inadequacy of the Government / Department machinery to act promptly to
recover the Government dues even in respect of the cases accepted by them.

audited No. of Amount No. of Amount No. of
cases cases cases

2016-17 80 1,055 1,100.30 775 126.77 39
2017-18 81 1227 77675 281 125.15 37
2018-19 73 1,084 538.93 278 75.02 28
2019-20 68 934 357.05 54 10.95 29
| s

|23
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2.5 Working of Internal Audit wing

Internal Audit is an important part of internal control mechanism for ensuring proper and
effective functioning of a system for detection and prevention of control weaknesses. The
orders issued by the Government of Telangana from time to time stipulate, among others,
that it is the responsibility of the Accounts branch of the Head of the Department to
conduct internal Audit of the Regional Offices, District Offices, Unit Offices etc.,
periodically (at least once in a year) and furnish reports to the Head of the Department.

The Department did not have an Internal Audit wing.
2.6 Results of Audit

Test-check of the records of 75 offices of the Commercial Taxes Department during
2019-20 and 2020-21 relating to VAT, CST and GST revealed under assessments of tax
and other irregularities involving I446.89 crore falling under the following categories.

Table 2.4: Category of Audit Observations on Revenue Receipts

(Rin crore)

Short levy of Tax on works contracts 37 60.42
Non-levy or short levy of interest and penalty 172 31.38
Excess claim or allowance of Input Tax Credit 125 14.60
Non-levy or short levy of Tax under VAT Act 196 54.28
Non-levy or short levy of Tax under Central Sales Tax (CST) Act 197 43.72
Sales Tax deferment 9 0.84
Other irregularities 181 66.80
Observations under Goods and Services Tax Act 69 87.99
Subject Specific Compliance Audit on ‘Refunds under GST’ 1 31.06
Subject Specific Compliance Audit on ‘Transitional Credits’ 1 55.80
Total 988 446.89

During 2019-21, the Department accepted underassessments and other deficiencies of
%17.71 crore in 103 cases, of which 15 cases involving X14.38 lakh were pointed out in
Audit during 2019-21 and the rest in earlier years. An amount of I87.98' lakh was
realised in 59 cases during the period 2019-21.

Significant cases involving non-compliance with the provisions of the Acts and Rules by
the Assessing Authorities that resulted in Non-levy / Short levy of tax, penalty and
interest to the extent of ¥82.77 crore in 1,067 cases are discussed in the subsequent
paragraphs. Further the excess / incorrect payments amounting to 386.86 crore as part of
Subject Specific Compliance Audits on ‘Refunds under GST’ and ‘Transitional Credits’
are also discussed.

! Including 5 lakh in six cases received after issue of Draft Paragraphs.
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2.7 Input Tax Credit

2.7.1 Excess claim of ITC due to incorrect restriction

Incorrect method of restriction of Input Tax Credit resulted in excess allowance of
Input Tax Credit amounting to 3.88 crore

According to VAT Act?, 2005, Input Tax Credit® (ITC) is allowed to a VAT dealer for the
Tax charged in respect of all Taxable goods purchased if such goods are for use in the
business of the dealer. ITC is not allowed* on purchase of Taxable goods corresponding
to sale of exempt goods and exempted sales. Further, in respect of consignment sales and
branch transfer of goods, ITC is allowed on percentage basis depending on tax rate at
which inputs were purchased and where common inputs are utilised for taxable sale and
exempt sales, ITC is restricted proportionately by applying formula’.

We test checked (between April 2018 and January 2021) VAT assessments and VAT
records for the period 2011-12 to 2017-18. In 43 cases pertaining to four Divisions and 23
Circles®, ITC was not restricted correctly in respect of Special Economic Zone (SEZ) sales,
exempt sales and branch transfers / consignment sales. This resulted in excess allowance of

ITC of %3.88 crore.

In reply, eight Assessing Authorities (AAs)’ stated (between August 2020 and August
2021) that the files were submitted to Joint Commissioner (JC) / State Taxes (ST) for
further revision. JC(ST), Warangal division in one case stated (April 2018) that the file
would be submitted for revision. The remaining 21 AAs® assured that the matter would
be examined.

The matter was referred to the Government (November 2021); Reminders were issued in
January 2022 and April 2022; replies have not been received.

2Section 13 (1) of VAT Act, 2005.

3ITC is the Tax that a business pays on a purchase and that it can be used to reduce its Tax liability when it makes a
sale. In other words, businesses can reduce their Tax liability by claiming credit to the extent of VAT/GST paid on
purchases.

4Section 13(5) of VAT Act read with Rule 20(7) of VAT Rules.

SA*B/C, where A is the input tax for common inputs for each Tax rate, B is the Taxable turnover and C is the total
turnover.

JCs (ST)-Punjagutta, Saroornagar, Secunderabad, Warangal, ACs (ST)-Abids, Afzalgunj-Maharajgunj, Agapura,
Basheerbagh-I, Gowliguda-Osmangunj, Hydernagar-I, Jadcherla, Jubilee Hills-I, Kothagudem-I, Madhapur-I,
MG Road-SD Road, Mahankali Street, Musheerabad, Nacharam-II, Punjagutta, Rajendranagar - I, Sanathnagar,
Sangareddy-I, Saroornagar-I, Somajiguda-Khairtabad, Tarnaka, Vengalraonagar and Vidyanagar.

7ACs (ST)- Basheerbagh-I, Gowliguda-Osmangunj, Jadcherla, Madhapur - I, Punjagutta, Sanathnagar, Somajiguda-
Khairtabad and Vengalraonagar (12 cases).

8JCs (ST)-Punjagutta, Saroornagar, Secunderabad, Warangal, ACs (ST)-Abids, Afzalgunj-Maharajgunj, Agapura,
Hydernagar - I, Jubilee Hills - I, Kothagudem-I, Madhapur-I, Mahankali Street, MG Road-SD Road, Musheeerabad,
Nacharam - II, Rajendranagar - I, Sangareddy-I, Saroornagar, Somajiguda-Khairtabad, Tarnaka and Vidyanagar (30
cases).
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2.7.2 Excess allowance of input tax credit due to incorrect determination
of purchase turnover

Incorrect determination of purchase turnover resulted in excess allowance of ITC
amounting to ¥75.94 lakh

According to VAT Act’, 2005, Input Tax Credit (ITC) is allowed to a VAT dealer for the
Tax charged in respect of Taxable goods purchased by that dealer if such goods are used
in furtherance of business.

Rule 25(10) of the VAT Rules stipulates VAT dealers to furnish every financial year to
the prescribed Authority, the statements of Manufacturing / Trading, Profit and Loss
(P&L) accounts, Balance Sheet and Annual Report duly certified by a Chartered
Accountant on or before 31 December subsequent to the financial year to which the
statements relate. The Assessing Authority must reconcile the figures filed by the dealer
in VAT returns with certified annual accounts, while finalising the Assessments.

We test checked (between June 2017 and November 2019) the VAT assessments and
VAT records for the period from 2012-13 to 2016-17 and observed that in the case of 14
dealers pertaining to 14 circles'®, purchase turnover reported in VAT returns was in
excess of that shown in Profit and Loss Accounts of the respective years. The AAs did
not consider the variations in purchase turnover while finalising assessments, resulting in
excess allowance of ITC of 375.94 lakh.

In reply, AAs of six circles'! replied that assessment files were sent to the respective JCs
(ST) for revision, while the AAs of remaining eight circles'? assured that the matter
would be examined.

The matter was referred to the Government (July 2021); Reminders were issued in
January 2022 and April 2022; replies have not been received.

2.7.3 Allowance of Input Tax credit on ineligible items

Input Tax Credit amounting to ¥45.80 lakh was allowed to hoteliers and on spoiled
stock

According to VAT Act!?, 2005, Input Tax Credit'* (ITC) is allowed to a VAT dealer for
the Tax charged in respect of all Taxable goods purchased if such goods are for use in the
business of the dealer.

Further, VAT Rules provide that a hotel dealer having a status of less than three Star and
whose annual total turnover is less than X1.50 crore on sale or supply of goods, being
food or any other article for human consumption or drink served in restaurants, sweet-
stalls, clubs, efc., are not eligible to take ITC'?.

%Section 13 (1) of VAT Act, 2005.

10ACs (ST)- Afzalgunj, Begum Bazar, Bodhan, Ferozguda, Gadwal, Gandhinagar (Secunderabad), Jadcherla, Jangaon,
Madhapur, Nizamabad-III, Sangareddy, Vanasthalipuram, Vidyanagar and Warangal Urban-III.

ACs (ST) - Afzalgunj, Begum Bazar, Ferozguda, Jadcherla, Sangareddy and Vanasthalipuram.

2ACs (ST) - Bodhan, Gadwal, Gandhinagar (Secunderabad), Jangaon, Madhapur, Nizamabad-III, Vidyanagar and
Warangal Urban-III.

13Section 13 (1) of VAT Act, 2005.

4ITC is the Tax that a business pays on a purchase and that it can be used to reduce its Tax liability when it makes a
sale. In other words, businesses can reduce their Tax liability by claiming credit to the extent of VAT/GST paid on
purchases.

3Section 4(9)(d) of VAT Act, 2005.
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We test checked (between September 2017 and January 2021) the VAT assessments and
VAT records for the period from 2012-13 to 2017-18 (up to June 2017) in one Division
and five Circles!® and noticed that ITC claimed by four dealers, who were involved in
operating hotels (less than three-star status) / restaurants, efc., was not restricted during
assessment. Further, in respect of two dealers, ITC was not restricted on damaged goods /
spoiled stock, which do not form part of sales. This resulted in incorrect allowance of
ITC of %45.80 lakh.

In reply, Assistant Commissioner (AC) / (ST), Warangal Urban II replied that the file has
been submitted to JC(ST) for revision and five AAs'’ stated that the matter would be
examined.

The matter was referred to the Government (July 2021 and November 2021); Reminders
were issued in January 2022 and April 2022; replies have not been received.

2.7.4 Allowance of Input Tax Credit without proper tax invoices

Input Tax Credit amounting to ¥14.62 lakh was allowed without proper tax invoices

According to VAT Act!'8, 2005, ITC shall be allowed to a VAT dealer for tax charged in
respect of all purchases of taxable goods, made from a registered VAT dealer during the
tax period if such goods are for use in his business and if he is in possession of valid tax
invoices. Further as per Telangana VAT Rules, 2005'°, tax invoice should have printed or
computer-generated serial numbers.

We test checked (between November 2017 and February 2018) VAT assessments and
VAT records for the period 2011-12 to 2015-16 pertaining to Punjagutta Division and
three Circles®®. It was noticed that in three cases, ITC was allowed without proper tax
invoices. Further in one case, ITC was allowed more than that admissible as per purchase
details. This resulted in excess / incorrect allowance of input tax credit of 314.62 lakh.

In reply, two AAs?! stated that the revision show-cause notice was issued to the dealers,
while one AA?? stated that the file was submitted to JC(ST) for revision. The other AA?
stated that the matter would be examined.

The matter was referred to the Government (July 2021); Reminders were issued in
January 2022 and April 2022; replies have not been received.

2.8 Short or Non-levy of Value Added Tax

2.8.1 Non / Short levy of Tax due to adoption of incorrect rate of Tax

Application of incorrect rates resulted in short levy of Tax aggregating ¥26.91 crore

According to VAT Act®*, 2005, every dealer shall pay tax on sale of taxable goods at the
respective rates specified in Schedules III, IV and VI of the Act. Goods which are not
covered under these Schedules fall under Schedule V and are liable to be taxed at the rate

16JC(ST)- Saroornagar & ACs (ST)-Hydernagar-I, Hyderguda-Ashoknagar, Tarnaka, Suryapet and Warangal Urban-II.
17JC(ST), Saroornagar and ACs (ST)- Hydernagar-I, Hyderguda-Ashoknagar, Suryapet and Tarnaka.

18Sections 13(1) and 13(3)(a) of VAT Act, 2005.

YRule 27(1)(d) of VAT Rules.

20ACs (ST)- Agapura, Hissamgunj and Special Commodities Circle of Saroornagar Division.

21JC (ST), Punjagutta, AC (ST), Agapura.

2Z2AC (ST), Hissamgunj.

BAC (ST), Special Commodities Circle, Saroornagar Division.

24 Section 4(3) of VAT Act, 2005.
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of 14.5 per cent. Further, every hotel dealer whose annual turnover is 31.50 crore and

above in respect of sale or supply of goods, being food and drinks served in restaurants,

sweet-stalls, clubs, eating houses or by caterers etc., shall pay tax at the rate specified for

Schedule-V%.

We test checked (between September 2017 and February 2020) VAT assessments and

VAT records of 20 dealers in one Division and 14 Circles? for the period from 2011-12

to 2017-18 and noticed short levy of tax as stated below:

1. 16 dealers cleared commodities, viz., AAC Blocks, RMC Ammonium Nitrate,
Fabricated structures of Iron and steel, Foam and Foam products, Soaps and washing
powder, empty gas cylinders, Mosquito repellents, Tyres and Tubes (Rubber scrap),
etc., at the rate of five per cent tax although they attracted higher rate of tax of
14.5 per cent.

1. Two hotel dealers whose annual turnover was more than 3¥1.50 crore, sold taxable
goods at the rate of five per cent instead of 14.5 per cent.

iii. A dealer cleared cotton coated fabric (Rexine) at the rate of one per cent tax instead
of five per cent.

iv. A Tobacco product dealer cleared pan masala at the rate of 14.5 per cent instead of
20 per cent.

Short levy of tax in the above cases works out to I26.91 crore on the turnover of
%309.69 crore.
In reply, three AAs?’ replied that files were submitted to JC (ST) for revision; while two
other AAs?® stated that show-cause notices were issued to the dealers. 11 AAs®® replied
that the matter would be examined. In one case, the AA* stated that though the assessee
had effected transactions under Section 4(9)(c), five per cent sales was relevant to
branded bread items. Reply is not acceptable, as the taxable sales effected by assesse in
restaurant premises / outlet attract 14.5 per cent as the total turnover exceeded the
threshold limit of X1.50 crore.

The matter was referred to the Government (July and October 2021). Reminders were
issued in January 2022 and April 2022; replies have not been received.

2.8.2 Short levy of VAT on mobile phones

Incorrect levy of Tax at five per cent instead of at 14.5 per cent on mobile phones
resulted in short levy of Tax amounting to ¥8.56 crore

According to VAT Act’!, 2005, every VAT dealer shall pay Tax at the rate of 14.5 per
cent on the sale of goods falling under Schedule V to the Act. Government orders issued

25 Section 4(9)(c) of VAT Act, 2005.

26JC (ST)- Abids, ACs (ST)- Agapura, Bhongir, Fathenagar, Gowliguda-Osmangunj, Jubilee Hills, Khairtabad-
Somajiguda, Malakpet, Nacharam, Punjagutta, Rajendranagar, Saroornagar, Tarnaka, Vanasthalipuram and
Vengalraonagar.

27 ACs (ST) — Agapura, Gowliguda-Osmangunj and Vanasthalipuram (three cases).

28 ACs (ST) — Khairtabad-Somajiguda and Punjagutta (two cases).

2 JC (ST)- Abids, ACs (ST) - Bhongir, Fathenagar, Gowliguda-Osmangunj, Jubilee Hills, Malakpet, Nacharam,
Rajendranagar, Saroornagar, Tarnaka and Vengalraonagar (14 cases).

30" AC (ST) — Punjagutta (one case).

31 Section 4(3) of VAT Act, 2005.
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in March 20133 placed “Mobile Phones” under Schedule V. Prior to that, and post July
2016, these were under Schedule IV with tax rate of five per cent. Thus, sale of Mobile
Phones during the intermediary period from 1 April 2013 to 27 July 2016** was to be
taxed at 14.5 per cent.

We test checked (between May 2018 and November 2018) the VAT assessments and
VAT records for the period from 1 April 2013 to 27 July 2016 and observed that in the
case of 12 dealers pertaining to four circles*®, the AAs levied Tax on sale of Mobile
phones at the rate of five per cent instead of at 14.5 per cent. This resulted in short levy of
Tax of X8.56 crore on a turnover of 89.98 crore.

AC (ST), Bhongir circle in one case replied that the file was submitted to JC (ST),
Nalgonda for revision and other three AAs> replied that the matter would be examined.

The matter was referred to the Government (July 2021). Reminders were issued in
January 2022 and April 2022; replies have not been received.

2.8.3 Irregular exemption under VAT

Irregular exemption of turnover resulted in non-levy of Tax aggregating X 75.17 lakh

According to VAT Act*®, 2005, every dealer shall pay tax on sale of taxable goods at the
respective rates specified in Schedules III, IV and VI of the Act. Under Schedule-I to the
Act, some goods are exempt from tax.

We test checked (between May 2018 and November 2019) VAT assessments and records
for the period from 2012-13 to 2017-18 (up to June 2017). In case of six dealers
pertaining to five Circles’’, AAs while finalising the assessments incorrectly exempted
turnover although the goods specified under Schedule-IV viz., Corn products, spices,
Cotton coated fabric (Rexine), Agricultural machinery, Humic acid, etc., are taxable at
the rate of five per cent. This resulted in non-levy of Tax of ¥75.17 lakh on a turnover of
%15.03 crore.

In reply, AC(ST), Gowliguda-Osmangunj in one case replied that the file was submitted
to JC (ST) for revision; while AC(ST), Srinagar Colony in another case stated that show-
cause notice has been issued to the dealer. AC(ST), Sanathnagar, in one case replied that
exempt sales represent sale of Humic Acid which is Organic Manure and hence
exempted. However, the reply is not acceptable as ‘Humic Acid’ is a taxable commodity.
Incidentally, it is noticed that the dealer had paid tax on certain purchase invoices relating

32 1) G.0.Ms.No.1615 Revenue (Commercial Taxes-IT) Department, dated 31 August 2005 under Schedule IV at the
rate of five per cent.
ii) G.0.Ms.No.140 Revenue (Commercial Taxes-II) Department, dated 19 March 2013 under Schedule V at the rate
of 14.5 per cent and
iii) G.0.Ms.No.186 Revenue (Commercial Taxes-II) Department, dated 28 July 2016 under Schedule IV at the rate of
five per cent.

33 Mobile Phones were brought under Schedule IV in July 2016 liable to be Taxed at five per cent.

3* ACs (ST) — Abids, Barkatpura, Bhongir and Jubilee Hills.

35 ACs (ST) — Abids, Barkatpura and Jubilee Hills (11 cases).

3Section 4(3) of VAT Act,2005.

37ACs (ST) — Barkatpura, Gowliguda-Osmangunj, Sanathnagar, Srinagar Colony and Warangal Urban-II.
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to Humic Acid but claimed exemption on few occasions. Three AAs®® replied that the
matter would be examined.

The matter was referred to the Government (October 2021). Reminders were issued in
January 2022 and April 2022; replies have not been received.

2.8.4 Non-levy of VAT on receipts towards transfer of right to use goods

VAT amounting to X14.58 lakh on receipts towards transfer of right to use was not
levied

According to VAT Act,*® 2005, every VAT dealer, who transfers the right to use any
taxable goods to any lessee or licensee for any valuable consideration in the course of his
business, shall pay tax on the total amount received by him at the rates applicable to such
goods.

We test checked (between November 2017 and October 2019) VAT assessments and
VAT records for the period 2011-12 to 2016-17. It was found in five cases pertaining to
five circles* that the AAs had not / short levied tax on a turnover of Z1.75 crore received
by the dealer on transfer of right to use goods (hire charges income) while finalising the
VAT assessments. This resulted in non / short levy of Tax of X14.58 lakh.

The matter was referred to the Government (July 2021). Reminders were issued in
January 2022 and April 2022; replies have not been received.

2.9 Inter-State sales
2.9.1 Non or Short levy of Tax on the turnover not covered by statutory
forms

Inter-State sales turnover not supported by statutory forms resulted in non / short
levy of Tax of ¥2.84 crore

According to Central Sales Tax (CST) Act and CST Rules*!, the rate of Tax on Inter-State
sales not covered by ‘C Forms’ shall be at the rate applicable to the sale or purchase of
such goods inside that State and under the Sales Tax laws of that State.

We test checked (between April 2018 and February 2020) the CST assessments and
records for the period from 2011-12 to 2016-17. Of the 39 dealers pertaining to two
Divisions* and 22 Circles®, it was found that in respect of 33 dealers, the AAs levied
Tax at lesser rate of five per cent instead of 14.5 per cent for non-submission of statutory
forms. In the case of four dealers, no tax was levied, treating the commodities as exempt
goods, although they were taxable goods. In case of other two dealers, Tax was not levied
despite non-submission of the statutory forms. This resulted in short levy of Tax of
%2.84 crore on the turnover of *31.77 crore.

38ACs (ST)- Barkatpura, Gowliguda-Osmangunj and Warangal Urban-III (three cases).

3Section 4(8) of VAT Act, 2005.

40ACs (ST)-Afzalgunj, Basheerbagh, Bodhan, Jubilee Hills and Mahabubnagar.

41 Section 8 of CST Act, 1956 read with Rule 12 of CST Rules.

#2JCs (ST) - Nizamabad and Secunderabad Divisions.

$ACs (ST) - Abids, Agapura, Barkatpura, Bodhan, Gowliguda-Osmangunj, Hyderguda-Ashoknagar, Kamareddy,
Kodad, Mahankali Street-RP Road, Malkajgiri, Medak, Miryalaguda, Musheerabad, Peddapally, Rajendranagar,
Sanathnagar, Saroornagar, Siddipet, Suryapet, Vanasthalipuram, Vengalraonagar and Warangal-III.
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In reply, seven AAs** stated that files had been submitted to JC (ST) for revision. Four
AAs*® replied that show cause notices had been issued to the dealers. Fifteen AAs*
replied that the matter would be examined.

The matter was referred to the Government (August 2021). Reminders were issued in
January 2022 and April 2022; replies have not been received.

2.9.2 Non / Short levy of tax due to acceptance of invalid statutory forms

Acceptance of invalid statutory form resulted in non / short levy of Tax of
%11.10 lakh

As per Section 8(2) of the CST Act, interstate sales turnover, not covered by proper
declaration forms, shall be taxed at the rates applicable to the goods inside the appropriate
State. Further, as per Rule 14-A(1)(b) of CST (TS) Rules, 1957, every dealer has to
submit only original ‘C’ and ‘F’ forms in support of their interstate sales and branch
transfers respectively.

We test checked (between April 2018 and October 2019) CST assessments and CST
records for the period 2011-12 to 2014-15. In five cases pertaining to five circles*’, the
AAs had incorrectly allowed concessional rate of tax on the interstate sale turnover of
%1.04 crore that were not supported by valid ‘C’ forms. Further, in one case pertaining to
AC(ST), Kamareddy, branch transfer turnover of X1.27 crore supported by duplicate ‘F’
forms was incorrectly exempted. This resulted in short levy of Tax of 11.10 lakh.

In reply, two AAs* replied that pre-revision notice was issued to the dealer. AC(ST),
Musheerabad in one case stated that the file was submitted to JC(ST), Secunderabad for
revision. Three AAs* replied that the matter would be examined.

The matter was referred to the Government (July 2021). Reminders were issued in
January 2022 and April 2022; replies have not been received.

2.9.3 Short levy of tax on inter-state sales due to arithmetical and
computational errors

Arithmetical and computational errors under CST Act resulted in short levy of tax
of T88.93 lakh

According to CST Act °°, on behalf of the Union Government, the tax on interstate sale of
goods shall be levied and collected by the State Government concerned, from whose
jurisdiction the interstate movement of goods has commenced. Levy of taxes under Value
Added Tax (VAT) Act is governed by Section 4 of the Act and tax under CST Act is
levied under the provisions of Section 8 of CST Act. As per Rule 35 (7) of VAT Rules,

“ACs (ST) - Agapura, Gowliguda-Osmangunj, Malkajgiri, Miryalguda, Musheerabad, Sanathnagar and
Vanasthalipuram (eight cases).

4JC (ST)- Nizambad and ACs (ST) - Kamareddy, Malkajgiri and Peddapally (seven cases).

46]JC (ST) - Secunderabad & ACs (ST) - Abids, Barkatpura, Bodhan, Gowliguda-Osmangunj, Hyderguda-Ashoknagar,
Kodad, Mahankali Street-RP Road, Medak, Rajendranagar, Saroornagar, Siddipet, Suryapet, Vengalraonagar and
Warangal-III (24 cases).

YTACs (ST) - Abids, Hyderguda-Ashoknagar, Khairatabad-Somajiguda, Lad Bazar and Musheerabad.

*8ACs (ST)- Khairatabad-Somajiguda and Kamareddy (Two cases).

“ACs (ST) - Abids, Hyderguda-Ashoknagar and Lad Bazar (three cases).

30Section 9 of CST Act, 1956.
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2005, a dealer making interstate sale of goods may adjust any excess credit available
under the VAT Act against any tax payable under the CST Act, for the same period.

We test checked (between October 2018 and November 2019) CST assessments and CST
records for the period from 2013-14 to 2016-17. In respect of seven cases pertaining to
JC(ST), Warangal Division and six circles®', it was observed that, in six out of seven
cases, the AAs short levied the tax to an extent of ¥85.97 lakh due to arithmetical
mistakes / adoption of incorrect figures for levy of final tax. In another case, the AC(ST),
MG Road-SD Road adopted 26.13 lakh towards adjustment of CST dues against the
actual available credit of 323.17 lakh leading to short levy of tax of 22.96 lakh. This
resulted in total short levy of Tax of ¥88.93 lakh.

In reply, AC(ST), MG Road-SD Road replied that a notice was issued to dealer and
AC(ST), Punjagutta stated that based on the ‘C’ forms furnished by the dealer the
assessment was revised. However, copies of ‘C’ forms were not furnished to audit.
Remaining five AAs™ replied that the matter would be examined.

The matter was referred to the Government (July 2021). Reminders were issued in
January 2022 and April 2022; replies have not been received.

2.9.4 Non or Short levy of Tax due to incorrect determination of Taxable
Turnover under CST

Variation in sales turnover between CST assessment orders and CST turnover in
VAT assessment orders / VAT ledgers led to non or short levy of Tax of ¥4.36 crore

According to CST Act®, the authorities empowered to assess tax under the general sales
tax law of the State, shall also assess tax under the CST Act. Para 5.12 of VAT Audit
Manual, 2012 prescribes the Audit Officer to verify the details given by the dealer in
VAT / CST returns and to reconcile with those figures reported in certified annual
accounts for that period.

As per provisions of CST Act read with Rule 12 of CST (R&T) Rules 1957, if any dealer
fails to submit necessary statutory forms in support of exports, branch transfers, transit
sales etc., the relevant transactions have to be treated as interstate sales not covered by
‘C’ forms and tax shall be levied at the rates applicable to the sale of goods inside the
appropriate State.

We test checked (between April 2018 and October 2020) CST assessment files and VAT
records for the period 2012-13 to 2015-16 and noticed that in 26 cases pertaining to two
divisions®* and 16 circles™ that the taxable turnover under CST Act was not determined
as assessed and mentioned in VAT assessment orders, VAT / CST returns. This resulted
in non or short levy of tax of *4.36 crore on the turnover of X56.93 crore.

STACs (ST)-Gowliguda-Osmangunj, MG Road- SD Road, Punjagutta, Sangareddy, Tarnaka and Warangal Urban-III.

32JC (ST)-Warangal and ACs (ST)-Gowliguda-Osmangunj, Sangareddy, Tarnaka and Warangal Urban-III.

33Section 9(2) of CST Act, 1956.

54JCs (ST) - Saroornagar and Secunderabad.

3ACs (ST) - Abids, Agapura, Barkatpura, General Bazar, Gowliguda-Osmangunj, Jubilee Hills, Kamareddy,
Khairatabad-Somajiguda, Medak, Musheerabad, Punjagutta, Sanathnagar, Saroornagar, Tarnaka-I, Vanasthalipuram
and Warangal (Rural) at Narsampet.
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In reply, four AAs>® replied that pre-revision notice was issued to dealers, while three
AAs® stated that the files were submitted to the concerned Divisional offices for revision.
Two AAs>® replied that assessments were revised. However, collection is still pending.
Nine AAs* replied that the matter would be examined.

The matter was referred to the Government (August and October 2021). Reminders were
issued in January 2022 and April 2022; replies have not been received.

2.10 VAT on Works Contracts

2.10.1 Short levy of tax due to incorrect allowance of input tax credit under
works contract

Incorrect allowance of ITC to works contractors resulted in short levy of Tax of
%37.92 lakh

According to VAT Act,®® where any VAT dealer pays tax under non-composition
method, the Input Tax Credit (ITC) shall be limited to 75 per cent of the related input tax.
As per Section 13(5)(a) of the Act, where any VAT dealer pays tax under composition
scheme as per Sections 4(7)(b) and 4(7)(d), he is not eligible to claim ITC on purchases
made. Further, as per Rule 17 (1) (g) of Telangana VAT Rules, 2005, where the VAT
dealer has not maintained the accounts to determine the correct value of goods at the time
of incorporation, he shall pay tax at the rate of 14.5 per cent on the total consideration and
shall not be entitled to claim ITC.

We test checked (between August 2018 and February 2020) VAT assessments and
records for the period from 2011-12 to 2016-17 and found that in two Divisions®! and
three Circles®?, out of five cases, AAs (a) in three cases, allowed ITC at 100 per cent
instead of at 75 per cent to the dealer who paid tax under non-composition method (b) in
one case, allowed ITC to a dealer who paid tax under composition and (c¢) in one case,
incorrectly allowed ITC to the dealer who did not maintain accounts and his assessment
was completed under rule 17(1)(g). The incorrect allowance of ITC resulted in short levy
of tax of X37.92 lakh.

In reply, JC(ST), Begumpet in respect of one case stated that re-assessment was finalised,
confirming a tax demand of 320.81 lakh. However, tax collection is still pending. In
respect of the remaining four cases, AAs® stated that the matter would be examined and
detailed reply furnished in due course.

The matter was referred to the Government (November 2021). Reminders were issued in
January 2022 and April 2022; replies have not been received.

3ACs (ST) - Agapura, Jubilee Hills, Khairatabad-Somajiguda and Punjagutta (nine cases).

S7TACs (ST) - General Bazar, Musheerabad and Sanathnagar (four cases).

38ACs (ST)-Kamareddy and Vanasthalipuram (three cases).

¥JCs (ST) - Saroornagar and Secunderabad; ACs (ST) - Abids, Barkatpura, Gowliguda-Osmangunj, Medak,
Saroornagar, Tarnaka-I and Warangal (Rural) at Narsampet (10 cases).

0Section 4(7)(a) and Section 13(7) of VAT Act, 2005.

61JCs (ST) - Begumpet and Secunderabad.

02ACs (ST) - IDA Gandhinagar, Keesara-I and Musheerabad.

83JC (ST) - Secunderabad and ACs (ST) - IDA Gandhinagar, Keesara-I and Musheerabad.
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2.10.2 Short levy of tax due to incorrect determination of taxable turnover
under works contract

Under-assessment of Taxable turnover under works contract resulted in short levy
of Tax of ¥5.23 crore

According to VAT Act®, 2005, every dealer executing works contract shall pay Tax on
the value of goods incorporated in the work at the rates applicable to the goods. As per
Telangana VAT Rules®’, certain deductions®® are to be allowed from the total
consideration and the remaining turnover is to be taxed in proportion to the rates of tax at
which goods are purchased. Further, as per the Act®’, main contractor is exempted from
levy of Tax on the turnover which has been assessed in the hands of sub-contractors.

We test-checked (between July 2017 and December 2019) the VAT assessments and
records for the period 2011-12 to 2016-17 and found that in respect of 12 dealers
pertaining to two divisions®® and six circles®’, AAs incorrectly determined the taxable
turnover due to incorrect calculation of cost of establishment and profit relating to labour,
purchase ratio of goods, payments made to sub-contractor, efc. This resulted in incorrect
determination of taxable turnover and consequential short levy of tax of ¥5.23 crore.

AAs" in respect of seven cases stated that the files were forwarded to respective JCs (ST)
for revision orders and in respect of three cases, the AAs’! stated that the matter would be
examined, and detailed reply furnished in due course. AC(ST), Khairatabad-Somajiguda
circle stated that JC(ST), Punjagutta completed the revision process and raised effectual
tax demand in one case.

In one case, JC(ST), Hyderabad (Rural Division) stated that profit earned by the
contractor relatable to supply of labour & services and materials incorporated has to be
arrived on the allocated turnovers before deductions as per the annual financial
statements, instead of apportioning with the entire turnover after eligible deductions.
Hence, no additional demand needs to be levied. Reply of the department is not
acceptable, as the taxable turnover decided by AA after allowing gross expenditure
relating to labour and material, establishment, efc., does not include taxable profit
elements relating to labour and establishment charges as stipulated in the Rule.

The matter was referred to the Government (December 2021). Reminders were issued in
January 2022 and April 2022; replies have not been received.

%4Section 4(7) (a) of VAT Act, 2005.

%Rule 17(1) (e) of VAT Rules.

%Labour charges, establishment charges and other similar charges relatable to labour and services, profit earned by the
contractor to the extent it is relatable to supply of labour and services.

67 Section 4(7) (h) of VAT Act, 2005.

68 JCs (ST)- Hyderabad (Rural) and Secunderabad.

%ACs (ST)- IDA Gandhinagar, Jubilee Hills, Khairatabad-Somajiguda, Sanathnagar, Srinagar Colony, and Tarnaka-1.

70 ACs (ST)-Jubilee Hills, Khairatabad-Somajiguda, Sanathnagar, Srinagar Colony and Tarnaka-I.

71 JC(ST)-Secunderabad, ACs (ST)- IDA Gandhinagar and Tarnaka-1.
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2.10.3 Short levy of tax on works contract under composition scheme

Incorrect determination of taxable turnover of works contractors under composition
scheme resulted in short levy of Tax of ¥1.23 crore

According to VAT Act’® 2005, a works contractor can opt to pay Tax by way of
composition at the rate of five per cent on the total consideration on works executed,
whereby Tax is payable on gross receipts without any deductions.

We test checked (between August 2018 and November 2019) VAT assessments and
records of works contractors who opted to pay tax under composition for the period
2011-12 to 2016-17. In respect of five Contractors pertaining to one Division and three
Circles”, it was found that AAs incorrectly determined taxable turnover due to allowing
deductions” / non-inclusion of sub-contract commission to the gross receipts / application
of incorrect provisions of the Act / adoption of turnover less than the turnover in Profit
and Loss account and levy of lesser rate of tax. The incorrect determination of taxable
turnover resulted in short levy of Tax of ¥1.23 crore.

In reply, AC(ST), Jadcherla in respect of one case stated (August 2021) that the file was
submitted to JC(ST), Nalgonda for revision. AAs’® in the remaining four cases stated that
the matter would be examined and detailed reply furnished in due course.

The matter was referred to the Government (October 2021). Reminders were issued in
January 2022 and April 2022; replies have not been received.

2.11 Loss of revenue due to non-forfeiture of excess tax
collections

Non-forfeiture of excess tax collections resulted in loss of revenue of ¥1.31 crore

According to VAT Act,’® 2005, no dealer shall collect any amount by way of tax at a rate
exceeding the rate at which he is liable to pay tax. If any dealer collects tax in excess of
his actual tax liability, the excess tax so collected shall be forfeited to the Government”’.
Further, where tax collected at source is in excess of the liability of the contractor, who
has not opted for payment of tax by way of composition, such amount of tax, collected in
excess of the liability shall be deemed to have been payable by the contractor and shall be
liable to be forfeited’®. In addition, no order for forfeiture shall be made after the
expiration of three years from the date of collection of the amount™.

We test checked (August 2017, May 2019, January 2021) VAT assessments and other
records for the period from 2013-14 to 2017-18 (up to June 2017). In case of three dealers

72 Section 4(7)(b) of VAT Act as amended w.e.f 15 September 2011.

3JC(ST), Warangal and ACs (ST)-Bhongir, Jadcherla, Narayanaguda-MJ Market.

"4Deductions towards Earnest Money Deposit, Security Deposit, Interest on mobilisation advance etc.
75JC(ST), Warangal and ACs (ST)-Bhongir and Narayanaguda-MJ Market.

76Section 57(2) of VAT Act, 2005.

77Section 57(4) of VAT Act, 2005.

8Rule 18(3)(b) of VAT Rules, 2005.

Section 57(5) of VAT Act, 2005.

Page 22




Chapter Il - Value Added Tax, Central Sales Tax and Goods & Services Tax

pertaining to one division®® and two circles®!, it was found that though the dealers had
collected tax of X1.31 crore in excess of tax liability, AAs did not forfeit the same.
Non-forfeiture of the excess tax collections within the time frame of three years resulted
in loss of revenue of X1.31 crore to the Government.

JC (ST), Warangal in one case stated that revised assessment orders were passed (March
2021) confirming forfeiture of the excess TDS amount. AC(ST), Basheerbagh-I circle in
respect of one case stated that the file was submitted to JC(ST), Abids Division for
revision. AC (ST) Basheerbagh circle in respect of the remaining one case stated that the
matter would be examined and detailed reply furnished in due course.

The matter was referred to the Government (November 2021). Reminders were issued in
January 2022 and April 2022; replies have not been received.

2.12 Levy of penalties and interest under VAT

2121 Non-levy of penalty and interest on belated payment of Tax

Penalty of X11.51 crore and interest of ¥7.53 crore on delayed payment of Tax by
dealers was not levied

Every VAT dealer shall pay the Tax declared as due on Form VAT- 200 not later than 20
days after the end of the Tax period®?. A dealer who fails to pay the Tax by the last day of
the month in which it is due, shall pay the Tax along with a penalty at 10 per cent of the
amount of Tax due®. If Tax or penalty due is not paid within the prescribed time, the
dealer is liable to pay in addition to the amount of such Tax or Penalty, interest at the rate
of 1.25 per cent per month for the period of delay®*.

We test checked (between August 2017 and February 2020) 3,811 VAT payment records
for the period from April 2013 to September 2018 and noticed that 691 dealers in
58 offices®, paid tax belatedly with delay ranging from one to 1,668 days. However, the
AAs did not levy interest of X7.53 crore and penalty of X 11.51 crore in these cases as
shown in the Table 2.5 below.

80JC(ST), Warangal.

81ACs (ST), Basheerbagh and Basheerbagh-I.

82Rule 24(1) of VAT Rules, every month is considered as a Tax period.

8Section 51(1) of VAT Act, 2005.

84Section 22 (2) of VAT Act, 2005.

85]JCs (ST) - Punjagutta, Saroornagar, Secunderabad, Warangal; ACs (ST) - Abids, Agapura, Ashoknagar, Afzalgunj-
Maharajgunj, Barkatpura, Begumpet, Bhongir, Fathenagar, Ferozguda, Gadwal, Gandhinagar (Secunderabad
division), General Bazar, Gowliguda-Osmangunj, Hyderguda-Ashoknagar, IDA Gandhinagar, Jadcherla, Jangaon,
Jubilee Hills-I&II, Lad Bazar, Miryalaguda, Kamareddy, Karimnagar-I, Keesara - I, Khammam-I, Khammam-II,
Khammam-III, Kothagudem-I, Mahabubabad, Mahankali Street, Malakpet, Malkajgiri, Marredpally, Medak, M.G
Road-SD Road, Musheerabad, Narsampet (Warangal Rural), Nizamabad - II ,Nizamabad-III, Peddapalli,
Sangareddy-I, Punjagutta, Rajendranagar, Sanathnagar, Saroor Nagar, Siddipet, Somajiguda-Khairtabad, Srinagar
Colony, Sultanbazar, Tarnaka- I, Vanasthalipuram, Vengalraonagar, Warangal Urban-I (Beet Bazar), Warangal
Urban-II and Warangal Urban-III.
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Table 2.5: Age-wise analysis of delayed payments

R in crore)

2,308 2.65 8.09 10.74
750 2.58 2.53 5.11
491 1.39 0.67 2.06
210 0.72 0.19 0.91

46 0.17 0.03 0.20
6 0.02 0.00 0.02
3,811 7.53 11.51 19.04

AAs®® stated that notices had been issued / would be issued to the dealers. Eight AAs®’
stated that interest and penalty orders were passed. AC(ST), Agapura in one case stated
that the file would be submitted to JC(ST) for further action. AC(ST), Lad Bazaar in
eight cases, stated that the amounts would be collected and the remaining 48 AAs®®
assured that the matter would be examined.

The matter was referred to the Government (November 2021). Reminders were issued in
January 2022 and April 2022; Replies have not been received.

2.12.2 Non or Short levy of penalties on under-declaration of Taxes

Penalties of ¥5.29 crore on under-declared Taxes / excess claim of Input Tax Credit
were either not levied or short levied

According to VAT Act®, 2005, a dealer who has under-declared Tax, is liable for
payment of penalty depending upon the quantum of tax under-declared.

Further, VAT provisions provide that penalty leviable will be equal (100 per cent) to the
tax under-declared if it is proved that dealer committed fraud or wilful neglect while
declaring tax payable, and if any dealer issues / uses fake / false tax invoice to take ITC,
the penalty leviable would be 200 per cent of the tax involved.

Further, as per Section 49(2) of VAT Act, any dealer who fails to apply for VAT
registration on crossing prescribed limit of turnover, shall be liable to pay a penalty of

86ACs (ST)- Ashoknagar, Barkatpura, Bhongir, Punjagutta and Tarnaka-I (53 dealers).

87ACs (ST)-Begumpet, Fathenagar, Malkajgiri, Marredpally, Punjagutta, Sanathnagar, Somajiguda — Khairtabad and
Vanasthalipuram (66 dealers).

8 JCs (ST)-Punjagutta, Saroornagar, Secunderabad and Warangal,
ACs(ST)- Abids, Agapura, Afzalgunj-Maharajgunj, Fathenagar, Ferozguda, Gadwal, Gandhinagar (Secunderabad
division), General Bazar, Gowliguda-Osmangunj, Hyderguda-Ashoknagar, IDA Gandhinagar,Jadcherla, Jangaon,
Jubilee Hills-1&II, Miryalaguda, Kamareddy, Karimnagar-1, Keesara -I, Khammam-I, Khammam-II, Khammam-III,
Kothagudem-I, Mahabubabad, Mahankali Street, Malakpet, Medak, M.G Road-SD road, Musheerabad, Narsampet
(Warangal Rural), Nizamabad-II ,Nizamabad-III, Peddapalli, Sangareddy-I, Punjagutta, Rajendranagar, Saroornagar,
Siddipet, Srinagar colony, Sultanbazar, Tarnaka-I, Vengalraonagar, Warangal Urban-I (Beet Bazar), Warangal
Urban-II and Warangal Urban-III (563 dealers).

8 Section 53 (1) of VAT Act, 2005.
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25 per cent of the amount of Tax due prior to the date of the registration by the
Registering Authority.

We test checked (between May 2018 and February 2020) the VAT assessments and VAT
records for the period 2010-11 to 2017-18 (up to June 2017) and noticed tax compliance
omissions as detailed in the Table No. 2.6 below in 156 cases where the AAs either have
short levied the penalty or not levied penalty on the dealers. This resulted in non / short
levy of penalties amounting to 35.29 crore and differential short levy of tax of
%37.08 lakh.

Table 2.6: Cases of Short- Non-levy of penalty / short levy of tax

R in lakh)
f A
Ql;':lt;[tny e m(:)funt Amount
Nat f : f short
- l,lr? o leviable as per non/short SESHOE Jurisdiction of Commercial Tax Officer
Omission levy of
VAT Act levy of Tax
(%) penalty
Wilful  under- 100 10 13.68 ACs (ST) — Begumbazar, Keesara-I, Lad
declaration  of Bazar, Malkajgiri, Marredpally, Osmangunj-
output tax / Gowliguda, Punjagutta and Rajendranagar
excess ITC
Short payment of 10/25 43 424.11 JCs (ST)-Abids, Charminar, Punjagutta,
tax / excess Secunderabad and Warangal
claim of Input ACs (ST) — Barkatpura, Bodhan, Gowliguda-
Tax credit (ITC) Osmangunj, Fathenagar, Ferozguda,

— normal cases Gandhinagar, Hyderguda-Ashoknagar,

Jubilee Hills, Kamareddy, Kothagudem,
Malkajgiri, MG Road-SD Road,
Miryalaguda, Narayanaguda-MJ Market,
Rajendranagar, Sanathnagar, Saroornagar,

Tarnaka, Tarnaka-I, Vanasthalipuram,
Vengalraonagar and Vidyanagar
Non-registration 25 102 63.27 37.08 ACs (ST)-Barkatpura, Bodhan, Madhapur,
of VAT Dealer Kamareddy and Nizamabad III
Irregular  claim 200 1 27.88 AC (ST)-Ferozguda

of ITC on the
basis of fake tax
invoices

Total: 156 528.94 37.08

In reply, four AAs” stated in respect of six cases that penalty orders were passed. Two
AAs®! in five cases stated that notices were issued. AC(ST), Vengalraonagar in one case
stated that penalty was levied and adjusted from excess ITC. However, penalty for the
year 2013-14 was not levied. In five cases, AAs’? stated that the files were submitted to
JC(ST) for revision. AC (ST), Vanasthalipuram in one case replied that demand was
raised and the dealer has made part payment and that the balance would be collected.
AC(ST), Ferozguda in one case stated that penalty of ¥13.94 lakh was levied at
100 per cent as per Section 53(3) of VAT Act. However, in this case, the penalty was to
be levied at 200 per cent.

90JC(ST)- Punjagutta, ACs (ST)-Jubilee Hills, Marredpally and Sanathnagar.
9'ACs (ST)- Ferozguda and Kamareddy.
2ACs (ST)- Begumbazar, Malkajgiri, Miryalaguda and Punjagutta.
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JC(ST), Abids in one case replied that output tax for the purpose of under declared tax in
terms of input and output shall not override the meaning of the phrase ‘tax due’ used in
Section 53 of VAT Act. Reply is not acceptable as the input tax restricted in VAT
assessment order was more than 10 per cent of ITC allowed. In respect of one case,
AC(ST) Barkatpura replied that dealer was non-existent and closed his business.
However, no evidence was furnished in support of closure of business and intimation of
action under Revenue Recovery Act. AC(ST), Madhapur in respect of seven cases stated
that penalty orders were passed and amounts entered in Debt Management Unit (DMU).
However, collection is still pending. In respect of remaining 128 cases, the AAs®® replied
that the matter would be examined.

The matter was referred to the Government (March and July 2021). Reminders were
issued in January 2022 and April 2022; Replies have not been received.

2.13 Non-levy of interest on belated payment of deferred sales
tax

Interest of *11.02 lakh was not levied on belated payment of deferred sales tax

According to the Sales Tax Deferment Schemes envisaged in Government Orders®* and
as per the conditions stipulated in the Final Eligibility Certificate, the Sales Tax
Deferment allowed to a unit in the first year should be paid back in lump sum at the end
of 10™ / 14™ year thereof without interest. Further, the Hon’ble High Court of Telangana
clarified vide their judgement (January 2018) that the due date for payment of sales tax
deferment availed in 2003-04 was 31 March 2018. In case of non-remittance of the tax
on due dates, an interest of 21.5 per cent has to be charged from the due date till the date
of payment as per the guidelines of deferment scheme.

We test checked (between December 2017 and August 2018) records of various industrial
units that had availed sales tax deferment. It was noticed in seven cases pertaining to two
circles”, the units repaid the deferred tax of ¥45.41 lakh belatedly with delay ranging
from 19 to 1,845 days for which they were liable to pay interest at the rate of
21.5 per cent per annum. However, AAs did not levy any interest on such belated
payments. This resulted in non-levy of interest of ¥11.02 lakh.

In reply, AC(ST), Jeedimetla in respect of one case stated that interest was levied.
However, collection is still pending. In the remaining case, AA stated that the matter
would be examined.

The matter was referred to the Government (July 2021). Reminders were issued in
January 2022 and April 2022; Replies have not been received.

%JCs (ST)- Charminar, Secunderabad, Warangal and ACs (ST) Barkatpura, Bodhan, Fathenagar, Gandhinagar,
Hyderguda-Ashoknagar, Jubilee Hills, Kamareddy, Keesara-I, Kothagudem, Ladbazar, MG Road-SD Road,
Miryalaguda, Nizamabad-III, Narayanaguda-MJ Market, Osmangunj-Gowliguda, Rajendranagar, Saroornagar,
Tarnaka, Tarnaka-I, Vanasthalipuram and Vidyanagar.

%4G.0.Ms.No.187, Industries & Commerce Department, dated 21 November 1995, G.0.Ms.No.108, Industries &
Commerce (IP-II) Department, dated 20 May 1996 & G.0.Ms.No.134, Industries & Commerce Department, dated
1 July 1996.

9ACs (ST) - Jeedimetla and Tarnaka.
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2.14 Goods and Services Tax (GST)

Goods and Services Tax (GST) was implemented with effect from 01 July 2017. GST is
being levied on intra-State supply of goods or services (except alcohol for human
consumption and five specified petroleum products’®) separately but concurrently by the
Union (CGST) and the States (SGST) / Union territories (UTGST). Further, Integrated
GST (IGST) is being levied on inter-State supply of goods or services (including
imports). Parliament has exclusive power to levy IGST.

State Government is empowered to regulate the provisions of TVAT Act, whereas,
provisions relating to GST are regulated by Centre and State on the recommendation of
the Goods and Services Tax Council (GSTC), which was constituted with representation
from Centre and all the States to recommend on matters related to GST. The State
Government notified (June 2017) the Telangana Goods and Services Tax (TGST) Act,
2017 and the Telangana Goods and Services Tax Rules, 2017 wherever various taxes
were subsumed.

Goods and Services Tax Network (GSTN) was set up by the Government of India as a
private company to provide IT services under GST. It provides front-end IT services to
taxpayers like registration, payment of tax and filing of returns. Back-end IT services
include registration approval, taxpayer detail viewer, refund processing, MIS reports etc.
GSTN developed the back-end IT services for States that did not have the requisite IT
support systems. These States, including Telangana State, are referred to as Model-II
States. Model-I States are those that have developed the back-end systems on their own.

With automation of the collection of GST having taken place, it is essential for Audit to
have access to GST data to transition from sample checks to a comprehensive check of all
transactions. Accountant General (Audit) has written to Commissioner of Commercial
Taxes, Telangana to provide access to GST data (May 2018 and November 2018). Based
on the decision of GST Implementation Council (GSTIC) in providing data access, Chief
Secretary and Special Chief Secretary to Government were addressed (October 2020) to
provide access to back-end system of the Commercial Taxes Department. Reminders
were issued in November 2020. However, access to data is yet to be provided (April
2022). The Commissioner of Commercial Taxes stated (January 2021) that access would
be provided to the deployed Audit officials at their premises by providing logins to GST
portal for conducting Subject Specific Compliance Audits (SSCAs) and hence, remote
access would not be given. Accordingly, limited access to GST portal alone was provided
for conducting SSCAs. Audit of GST Revenue is restricted to that extent.

% Petroleum products: crude, high speed diesel, petrol, aviation turbine fuel and natural gas.
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2.15 Subject Specific Compliance Audit on ‘Refunds under GST’
2.15.1 Introduction

Timely refund mechanism constitutes a crucial component of tax administration, as it
facilitates trade through release of blocked funds for working capital, expansion and
modernisation of existing business.

GST law provides admissibility of claim for refund arising on account of (i) Export of
goods or services;(ii) Supplies to Special Economic Zone units and developers;(iii)
Deemed exports supplies; (iv) Inverted tax structure; (v) Refund arising on account of
judgment, decree, order or direction of the Appellate Authority, Appellate Tribunal or any
court;(vi) Refund of taxes on purchase made by UN or embassies etzc.;(vii) Refund of
balance in electronic cash ledger; (viii) Refund of pre-deposit;(ix) Excess GST payment;
(x) Refunds to International tourists of GST paid on goods in India and carried abroad at
the time of their departure from India;(xi) Refund on account of issuance of refund
vouchers for taxes paid on advances against which, goods or services have not been
supplied;(xii) Refund of CGST & SGST paid by treating the supply as intra-state supply
which is subsequently held as inter-state supply and vice versa.

2.15.2 Procedure for Refund claims

The provisions pertaining to refund contained in the GST laws aim to streamline and
standardise the refund procedures under GST regime. It was decided that the claim and
sanctioning procedure would be completely online. However, due to unavailability of
electronic refund module on the common portal, a temporary mechanism was devised and
implemented. In this electronic-cum-manual procedure, the applicants were required to
file the refund applications in Form GST RFD-01A on the common portal, take a printout
of the same and submit it physically to the jurisdictional tax office along with all
supporting documents. Further processing of these refund applications, i.e., issuance of
acknowledgement, issuance of deficiency memo, passing of provisional / final refund
orders, payment advice etc., were being done manually.

In order to make the refund procedure fully electronic, all the steps from submission of
applications to processing thereof electronically have been deployed on the common
portal with effect from 26 September 2019.

The claims are administered by respective circles / divisions of the Department of
Commercial Taxes.

2.15.3 Audit Objectives
Audit of Refund cases under GST regime was conducted to assess:

i.  The adequacy of Act, Rules, notifications, circulars, etc., issued in relation to grant
of refund;

ii.  The compliance of extant provisions by the tax authorities and the efficacy of the
systems in place to ensure compliance by taxpayers;

iii. ~ Whether effective internal control mechanism exists to check the performance of
the departmental officials in disposing the refund applications.
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2.15.4 Scope of Audit

Pan-India GST refund data was obtained from GSTN and through risk-based data
analysis, a sample of refund cases was extracted for detailed examination. Telangana is a
model-II State which uses GSTN Back-end portal for processing and scrutiny of cases.
Refund cases processed by the Department of Commercial Taxes during the period from
July 2017 to July 2020 were examined.

An Entry conference was held with the Head of the Department on 25 November 2020 to
apprise the Department of the Audit methodology including audit objectives and criteria.
Field audit was conducted between November 2020 and March 2021. Draft Report was
communicated to State Government on 17 August 2021. Exit conference was held with
the Commissioner, Commercial Taxes on 24 February 2022 to discuss the Report and
replies of the Department. Department furnished a generic reply (February 2022) stating
that a circular had been issued on 22 February 2022 reiterating to ensure strict compliance
to all the provisions of GST Act, Rules and other circular instructions issued from time to
time. It was also stated that the officers concerned will be instructed to submit report to
AG office after completion of action. Reply from Government is awaited (April 2022).

2.15.5 Sample selection and audit methodology

GSTN provided Pan-India Refund Data for the period from July 2017 to July 2020. For
the period prior to 26 September 2019, i.e., pre-automation period, the refund applications
under each category were sorted in descending order of refund amount claimed by
taxpayers. The sorted refund applications were divided into four quartiles for drawing the
sample.

For selecting refund applications filed after 26 September 2019, a composite risk score
was devised using risk parameters such as refund amount claimed (60 per cent
weightage), delay in sanctioning refund (15 per cent), refund sanctioned to refund amount
claimed ratio (10 per cent) and issue of deficiency memo issued. Based on the risk score
arrived as per this process, refund applications were selected.

Based on the above procedure, 848 cases of Refunds (354 Pre-Automation (prior to
26 September 2019 and 494 Post-Automation) pertaining to 72 circles / divisions were
sampled for detailed scrutiny by Audit.

Audit acknowledges the support extended by Department in furnishing the information
pertaining to the 840 refund cases amounting to I1,460.91 crore, out of 848 sample

refund cases demanded, to Audit for detailed scrutiny. Case files of eight’’ refunds were
not produced by the Departmental Authorities on the grounds of sending them to the
office of Commissioner etc. Information pertaining to the total refund cases processed by
the Department during the period from July 2017 to July 2020 was also not provided to
Audit.

97 Amount of refund claimed in these eight cases was %3.72 crore.
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2.15.6  Audit criteria

Audit findings were benchmarked against the criteria sourced from the following.
(1) Section 54 to 58 and Section 77 of Telangana Goods and Services Tax Act, 2017
(i) Rule 89 to 97 of Telangana Goods and Services Tax Rules, 2017
(ii1) Section 15, 16 and 19 of Integrated Goods and Services Tax Act, 2017

(iv) Other Government Orders, Circulars issued from time to time by the State
Government / Department.

Audit findings

During detailed scrutiny of 840 refund claims, Audit observed following excess /
incorrect grant of refunds, delays in processing of refund claims and other miscellaneous
lapses while processing refund claims.

Table 2.7: Summary of findings

Audit sample Deficiency
noticed
No. Amount  No. Tax
R in effect
crore) in crore)
1 Acknowledgments not issued in time 840 1,460.91 170 NA 20.24
2 Provisional refund not sanctioned in time 530% 1,236.37 114 NA 21.51
3 Refund orders not sanctioned in time 840 1,46091 219 2.58 26.07
4 Delay in communicating refund orders to counterpart =~ 210 755.24 149 NA 70.95
tax authorities
5 Excess / Incorrect grant of refund 840 1,460.91 149 31.06 17.74
6 Miscellaneous lapses in processing of refund claims 840 1,46091 225 NA 26.79

These audit findings are detailed in succeeding paragraphs.
2.15.7  Scrutiny of Refund Applications
2.15.7.1 Acknowledgments not issued in time

Rule 90 (1) and (2) of Telangana GST Rules, 2017 stipulates that after filing of refund
application, the proper officer shall scrutinize the application for its completeness and
issue acknowledgement within a period of 15 days of filing of the said application. In
case of manual processing of refund, it was from the date of filing of application in
jurisdictional office and in case of automated processing, from the date of filing of
application in GSTN portal. The acknowledgement is issued in Form GST RFD-02 and
clearly indicates the date of filing of the claim for refund'®.

%80ut of 840 cases, 530 cases pertain to export and SEZ supplies where provisional refund was to be granted.

0Out of 840 cases, 346 cases pertain to pre-automation period only to be communicated to counterpart tax authorities.
Out of 346 cases, audit received relevant information for 210 cases only.

10Government vide G.O. Ms. No. 136 dated 27 November 2020, extended due date for completion or compliance of
any action relating to certain provisions (including refund) which were falling due between 20 March 2020 to 30
August 2020 as 31 August 2020. Hence period from 20 March 2020 to 30 August 2020 was excluded while
determining the due dates for various refund related compliances.
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Of 840 test-checked Refund cases, we noticed delay in issue of acknowledgements in 170
Refund cases (20 per cent), involving refund of 3390.33 crore, pertaining to 44 circles /
divisions'!. Of these, 135 cases were delayed up to three months, 24 cases were delayed
by three to six months, 11 cases were delayed by more than six months, respectively.
Further in one case involving refund of ¥9.09 lakh, pertaining to Hydernagar-II circle,
acknowledgement was issued on 16 July 2019 and after that deficiency memo was issued
on 20 September 2019 for submission of relevant documents which indicates that
acknowledgement was issued incorrectly for incomplete application. Further, in one case,
involving refund of ¥33.19 lakh, pertaining to Jubilee Hills-I circle, acknowledgement
was not available in refund file. Out of above 170 cases of delayed issuance of
acknowledgement, 124 cases pertain to categories where taxpayers were eligible for grant
of provisional refund within seven days of acknowledgements. Hence, delay in issuance
of acknowledgements consequently resulted in delay in grant of provisional refund also.

One case is illustrated below:

A taxpayer, pertaining to Madhapur-II circle, filed refund application in
jurisdictional office on 22 June 2019. Acknowledgement should have been issued by
6 July 2019, but it was issued on 18 January 2021 with a delay of 398 days (excluding
the period from 20 March 2020 to 30 August 2020 due to pandemic related
lockdown).

On this being pointed out (November 2020 — June 2021), eight AAs'%? replied (December
2020 — March 2021) that the delay in 10 cases was due to late submission of required
documents by the taxpayers. Reply is not acceptable, as the Department did not issue any

deficiency memo in these cases for submission of incomplete refund application. Reply
from other AAs is awaited (March 2022).

2.15.7.2 Non-filing of fresh refund application after issuance of deficiency
memo/ incorrect issuance of deficiency memo

As per Rule 90(3) of Telangana GST Rule, 2017, if any deficiencies are noticed in refund
application, the proper officer shall communicate the deficiencies to the applicant within
the period of 15 days, requiring him to file a fresh refund application after rectification of
such deficiencies.

We noticed that out of 18 cases where deficiency memo was issued during manual
processing of refunds, though the taxpayers did not file fresh refund application in six
cases, involving refund of ¥1.03 crore, pertaining to four circles'®, AAs granted refund
based on original application, which was irregular, as it is not clear how the deficiencies
were rectified without a fresh application. Further, in one case of post automation period,

101JCs(ST)-Abids, Begumpet, Charminar, Hyderabad Rural, Nalgonda, Punjagutta, Nizamabad, Saroornagar,
Secunderabad; ACs(ST)- Abids, Basheerbagh-Nampally, Begumpet, Bowenpally-II, Fathenagar, Ferozguda, General
Bazar-Market Street-Hissamgunj, Hydernagar-1I, Hydernagar-III, IDA Gandhinagar, Jeedimetla-I, Jeedimetla-II,
Jubilee Hills-I, Jubilee Hills-II, Khairatabad-Somajiguda, Khammam-III, MG Road-SD Road, Madhapur-I,
Madhapur-II, Madhapur-1V, Malkajgiri-III, Marredpally, Medak, Mehdipatnam-II, Nacharam-I, Nagarkurnool,
Narayanaguda-MJ Market, Punjagutta, Sanathnagar, Saroornagar-I, Srinagar Colony, Tarnaka-II, Vanasthalipuram-I,
Vanasthalipuram-II and Vidyanagar.

102JCs(ST) - Punjagutta, Begumpet, Charminar; ACs(ST)- Basheerbagh-Nampally, Begumpet, Ferozguda, Marredpally
and Vanasthalipuram-I.

103A Cs(ST)- Basheerbagh-Nampally, Madhapur-I, Tarnaka-II and Vidyanagar.
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involving refund of 39.44 lakh, pertaining to Jubilee Hills-II circle, the taxpayer was
issued deficiency memo for submission of export supplies details and Bank Realisation
Certificate (BRC) / Foreign Inward Remittance Certificate (FIRC) though the refund
claims were filed under inverted tax structure category. As these documents were not
relevant under the inverted tax structure category, issuance of deficiency memo was
incorrect.

On this being pointed out (November 2020 and June 2021), AC(ST), Basheerbagh-
Nampally replied (December 2020) that above deviation occurred due to transferring the
file from other circle after formation of this new circle. AC (ST), Vidyanagar replied
(December 2020) that initially there was no option to issue deficiency memo through
GST portal. Replies are not relevant as the claims were processed without filing fresh
refund application in deviation to the provisions of Telangana GST Rules. AC(ST),
Jubilee Hills-IT (September 2021) replied that deficiency memo was issued due to
oversight and will be taken care in future. Replies from AC(ST), Madhapur-I and
Tarnaka-II are awaited (April 2022).

2.15.7.3  Provisional refund not sanctioned in time

As per Section 54(6) of Telangana GST Act, 2017 read with rule 91(2) of Telangana GST
Rules, 2017, in case of refund on account of zero-rated supply, the proper officer will
scrutinize the claim and the evidence submitted. On being prima facie satisfied, he shall
make a provisional refund order in Form GST RFD-04 sanctioning 90 per cent of the
amount of refund due on provisional basis within a period of seven days from the date of
acknowledgement.

Out of 530 sample refund cases, involving refund of ¥1,236.37 crore, pertaining to zero-
rated supply admissible to provisional refund, we noticed delays in sanction of
provisional refunds in 64 cases (12 per cent), involving refund of I103.93 crore,
pertaining to 23 circles / divisions!®. Of these, 59 cases were delayed up to three months,
four cases were delayed by three to six months and one case was delayed by more than
six months, respectively. In 50 cases, involving refund of ¥108.24 crore, no provisional
refund was granted. Out of delayed sanction of provisional refund cases (64 cases), in 26
cases, acknowledgements were also issued belatedly; consequently, due date for grant of
provisional refund was also delayed.

One case is illustrated below:

A taxpayer pertaining to Khairatabad-Somajiguda Circle, filed refund application
in office on 25 March 2019 and acknowledgement was issued on 17 June 2019 (with
a delay of 69 days). Provisional refund should have been granted by 24 June 2019
but it was granted on 16 June 2020 with a delay of 269 days (period after 19 March
2020 was excluded due to imposition of nationwide lockdown)

104JCs(ST)- Abids, Begumpet, Hyderabad Rural, Punjagutta, Saroornagar, Secunderabad; ACs(ST)- Barkatpura-
Sultanbazar, Begumpet, Hydernagar-II, Jeedimetla-II, Jubilee Hills-II, Keesara-I, Khairatabad-Somajiguda,
Madhapur-I, Madhapur-1II, Malkajgiri-II, Musheerabad, Nacharam-II, Ramgopalpet-Ranigunj, Saroornagar-I,
Srinagar Colony, Tarnaka-II and Vanasthalipuram-1.
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On this being pointed out (November 2020 — June 2021), three AAs'® (in nine cases)
replied (December 2020 — March 2021) that the delay was due to late submission of
required documents by the taxpayers. Reply is not acceptable, as the Department did not
issue any deficiency memo in those cases for submission of incomplete refund
application. AC(ST), Barkatpura-Sultanbazar (in three cases), replied (December 2020)
that there was no delay in sanction of refunds after submission of refund application by
the taxpayers manually. Reply is not acceptable as refund applications were filed
manually in office on 8 August 2019. Acknowledgements were issued on 13 August 2019
and provisional refunds were granted on 30 August 2019 with a delay of 10 days. In
respect of non-sanctioned cases, AC(ST), Vengalraonagar replied (December 2020) that it
was due to grant of full refund after complete verification. Reply is not acceptable as
although full refund was granted in time, no provisional refund was granted as stipulated.
Reply from other AAs is awaited (March 2022).

2.15.8 Deficiencies in processing of applications
2.15.8.1 Irregular grant of provisional refund

As per Section 54(6) of Telangana GST Act, 2017, provisional refund is admissible only
in case of zero-rated supply of goods and / or services and not in other categories.

Of 840 sample Refund cases, we noticed that in three cases, involving refund of
%1.63 crore, pertaining to two circles / divisions!%, Department had issued the provisional
refund of 90 per cent amounting to I1.47 crore pertaining to categories other than that of
zero-rated supply of goods or services.

On this being pointed out (November 2020- March 2021), AC(ST), Keesara-I (in two
cases) replied (December 2020) that 90 per cent amount was sanctioned after verification
and there was no loss of revenue. Reply is not acceptable, as there was no provision for

grant of provisional refund in other than zero-rated categories. Reply from other AA is
awaited (March 2022).

2.15.8.2  Non-availability of database of offences committed

As per Rule 91(1) of Telangana GST Rules, 2017, a taxpayer shall be granted provisional
refund subject to the condition that the person claiming refund has, during any period of
five years immediately preceding the tax period to which the claim for refund relates, not
been prosecuted for any offence under the Act or under an existing law where the amount
of tax evaded exceeds two hundred and fifty lakh rupees.

We noticed that no mechanism was available with the Department to verify the
correctness of self-declaration given by the taxpayer regarding non-prosecution.

Recommendation:

Department needs to put in place a mechanism to verify the correctness of declarations
filed by the taxpayer regarding offences committed.

105JCs(ST)-Punjagutta, Begumpet and AC(ST)-Begumpet.
106JC(ST)- Begumpet and AC(ST)- Keesara-I.
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2.15.8.3  Refund orders not sanctioned in time

Section 54(7) of The Telangana GST Act, 2017 read with Rule 92 of Telangana GST
Rules, 2017 stipulates that upon submission of refund application, the proper officer shall
carry out the examination process. He shall examine if the refund claim is due and
payable and then shall make an order in Form GST RFD-06, sanctioning the amount of
refund to which the applicant is entitled within 60 days of receipt of application. Further,
as per Section 56 of the Act read with G.0.Ms.No.122 dated 30 June 2017, if the amount
due to be refunded to the taxpayer is not refunded within 60 days from the date of receipt
of application, interest at the rate of six per cent will be payable along-with refund
amount.

Out of 840 sample Refund cases, Audit observed delay in sanction of refunds in 201
(24 per cent) cases, involving refund of Y281.57 crore, pertaining to 47 circles /
divisions!?’. Of these, 114 cases were delayed up to three months, 33 cases were delayed
by three to six months and 54 cases were delayed by more than six months, respectively.

Further, refund was not yet finalised in 18 cases, involving refund of ¥251.06 crore,

pertaining to eight circles / divisions!®,

One case is illustrated below:

A taxpayer pertaining to Begumpet Circle, filed refund application in office on
12 April 2019. Final refund should have been granted by 11 June 2019 but it was
granted on 30 October 2021 with a delay of 708 days (excluding the period from
20 March 2020 to 30 August 2020 due to pandemic related lockdown).

On this being pointed out (November 2020 — June 2021), 10 AAs'? (in 38 cases) replied
(December 2020 — September 2021) that the delay was due to late submission of required
documents by the taxpayers. Reply is not acceptable as the Department did not issue any
deficiency memo in these cases for submission of incomplete refund application. In one
case, AC(ST), Vidyanagar replied (December 2020), that the delay was due to delayed
reply by the taxpayer of notice (issued in February 2020, replied in March 2020) and
imposition of the lockdown subsequently. AC(ST), Tarnaka-I (in four cases), replied
(March 2021), that the delay was due to ascertaining past dues before granting refund.
Reply is not acceptable as Department could have completed the entire proceedings
within stipulated time of 60 days. Reply from other AAs is awaited (March 2022).

Audit calculated an interest liability of ¥2.58 crore payable to the taxpayers due to belated
processing of refund claims in 201 cases.

107JCs(ST)-Abids, Begumpet, Hyderabad Rural, Nalgonda, Punjagutta, Nizamabad, Saroornagar, Secunderabad; and
ACs(ST)- Abids, Basheerbagh-I, Begumpet, Bhongir, Bowenpally-II, Fathenagar, Ferozguda, General Bazar-Market
Street-Hissamgunj, Hydernagar-II, Hydernagar-III, IDA Gandhinagar, Jeedimetla-I, Jeedimetla-II, Jubilee Hills-I,
Keesara-I, Khairatabad-Somajiguda, Khammam-III, Madhapur-I, Madhapur-II, Madhapur-1II, Madhapur-1V,
Marredpally, Medak, Musheerabad, Nacharam-II, Nagarkurnool, Rajendranagar-1, Rajendranagar-1I, Sanathnagar,
Sangareddy-1I, Saroornagar-I, Saroornagar-II, Saroornagar-III, Tarnaka-I, Tarnaka-II, Vanasthalipuram-I,
Vanasthalipuram-II, Vengalraonagar and Vidyanagar.

108JCs(ST)- Hyderabad Rural, Secunderabad; ACs(ST)- Hyderguda-Ashoknagar, Malakpet-II, Nacharam-I, Punjagutta,
Ramgopalpet-Ranigunj and Tarnaka-I1.

109JCs(ST)-Punjagutta and Begumpet; ACs(ST)-Begumpet, Hydernagar-11I, Madhapur-1V, Marredpally, Nacharam-I,
Ramgopalpet-Ranigunj, Vanasthalipuram-I and Vengalraonagar.
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Recommendation:

There should be a provision for automatic processing of payment of interest in case of
delayed processing of refunds.

2.15.8.4 Delay in communicating refund orders to counterpart tax authorities

As per Circular No. A (1)/170/2017, dated 29 December 2017 issued by State
Government, refund order issued either by Central Tax Authority or State Tax / UT Tax
Authority shall be communicated to the concerned counterpart tax authority within three
working days for the purpose of payment of relevant sanctioned amount of tax or cess as
the case may be. This procedure was done away by introducing sanction as well as
payment of refund amount by single authority for all the tax heads vide Central Board of
Indirect Taxes and Customs (CBIC) Circular No. 125/44/2019 - GST dated 18 November
2019.

We examined 346 sample cases of pre-automation period in seven'!°State Tax Divisions
in Telangana. Three Divisions'!! furnished requisite information regarding
communication of refund orders to counterpart Central Tax Authorities. The remaining
four divisions did not furnish such information; hence Audit is not able to assess
timeliness (or otherwise) of communication of refund orders to counterpart tax
authorities. It was observed that out of total 210 cases, involving refund of ¥755.24 crore,
selected in these three divisions (Hyderabad Rural, Punjagutta and Secunderabad), there
was delay in communication of refund sanction orders to Central Tax Authorities in 149
cases (71 per cent). Of these, 144 cases were delayed up to three months, four cases were
delayed by three to six months and one case was delayed by more than six months,
respectively. Delay in communication of refund orders resulted in delayed disbursement
of the remaining refund amount.

The Commissioner of Commercial Taxes replied (February 2022) that refund module is
completely automated with effect from 26 September 2019, and hence the issue would
not arise now.

2.15.9 Refund of accumulated ITC on account of export of goods / services
without payment of tax

As per Section 16(1) of Integrated GST Act, 2017, export of goods / services is
categorised as zero-rated supplies. Section 54(3)(i) of The Telangana GST Act, 2017,
provides for refund of unutilized Input Tax Credit (ITC) on account of zero-rated supplies
made without payment of tax. Rule 89(4) of Telangana GST Rules, 2017, provides
following formula for grant of refund in case of zero-rated supply of goods / services
without payment of tax under bond or letter of undertaking:

Refund Amount = (Turnover of zero-rated supply of goods + Turnover of zero-rated
supply of services) x Net ITC +Adjusted Total Turnover

Where,

110Abids, Begumpet, Charminar, Hyderabad Rural, Punjagutta, Saroornagar and Secunderabad.
I Hyderabad Rural, Punjagutta and Secunderabad.
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a. "Net ITC" means input tax credit availed on inputs and input services during the
relevant period

b. "Turnover of zero-rated supply of goods" means the value of zero-rated supply of
goods made during the relevant period without payment of tax;

c. "Turnover of zero-rated supply of services" means the value of zero-rated supply of
services made without payment of tax where the payments have been received during
the relevant period including such zero-rated supply of services where the amount
was received prior to relevant period but services were supplied during the relevant
period.

d. "Adjusted Total Turnover" means the turnover in a State or a Union territory, as
defined under sub-section (112) of Section 2, excluding the value of exempt supplies
other than zero-rated supplies, during the relevant period.

Audit sample included 458 cases of the category of export of goods / services without
payment of tax, involving refund of ¥1,101.60 crore. Scrutiny of documents revealed the
following:

2.15.9.1 Excess /Incorrect grant of refund due to incorrect adoption of zero-rated
supplies turnover / adjusted total turnover

We noticed that out of 458 cases, in 36 cases, involving refund of X50.81 crore, pertaining

to 17 circles / divisions'!?, there were errors in adoption of zero-rated supplies turnover /

adjusted total turnover as illustrated below:

1)  In 14 cases though payments towards zero-rated supply of services were received
after the relevant period of refund, these supplies were treated as zero-rated supplies
of relevant period, resulting in excess adoption of zero-rated supplies turnover.

i1) In eight cases, zero-rated supplies of goods were adopted more than that as per
statement of shipping bills furnished.

iii) In 11 cases, domestic supplies turnovers (other than exempt supplies) were not
included in adjusted total turnover, resulting in less adoption of adjusted total
turnover.

iv) In respect of three cases, there was mistake in adoption of zero-rated supplies
turnover as well as adjusted total turnover.

Excess / incorrect grant of refund on these cases was 39.94 crore.

112JCs(ST)- Begumpet, Saroornagar, Secunderabad; ACs(ST)- Abids, Ferozguda, Hyderguda-Ashoknagar, Jeedimetla-
1L, Jubilee-Hills-1I, Madhapur-1, Madhapur-I1, Madhapur-II1, Madhapur-IV, Musheerabad, Nacharam-I, Nacharam-II,
Punjagutta and Sanathnagar.
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One case is illustrated below:

In one case pertaining to JC(ST), Secunderabad, zero rated supplies turnover was
adopted as ¥53.57 crore. However, as per Foreign Inward Remittance Certificate
(FIRC:s) statement all 20 FIRCs were after the relevant period. Audit scrutinised the
statement with copies of FIRCs and noticed that for all the FIRCs, dates were
mentioned incorrectly in the statement and only four FIRCs amounting to ¥25.06
crore were received during or before the relevant period of refund. All these aspects
were not noticed by the Department. Further, there was a mistake in adoption of
adjusted total turnover also as domestic taxable supplies were not adopted correctly
as per GSTR-3B return. Had the Department verified all these aspects, excess
refund of X1.56 crore could have been avoided

On this being pointed out (December 2020 — June 2021), in respect of two cases, AC(ST),
Punjagutta replied (March 2021) that no condition was provided regarding ineligibility
due to receipts of FIRC in subsequent tax period and the definition under Rule 89 (4) (D)
has ultra-vires effect over the definition provided under Section 2(6) of Act. Reply is not
acceptable as Section 2(6) defines aggregate turnover but not zero-rated turnover. Zero
rated turnover which is to be adopted while granting the refund is stipulated vide Rule
89(4)(D) only which clearly stipulates that only those export of services where payment is
received during the relevant period, shall be considered as zero-rated supplies of relevant
period.

In respect of two cases, AC(ST), Ferozguda replied (September 2021) that assessing
authority cannot decide what is capital goods in the absence of details of capitalisation
done in books of accounts. Reply is not relevant to the objection as it was raised on
incorrect adoption of adjusted total turnover. In one case, AC(ST), Jubilee Hills-II replied
(September 2021) that out of total FIRC of ¥1.31 crore, an amount of ¥83.03 lakh was
realised during relevant period and hence taxpayer was eligible for refund of ¥13.94 lakh.
Balance amount of ¥8.16 lakh was paid back by the taxpayer. Reply is not acceptable as
the date of receipt of FIRC was 6 November 2018 which was not during relevant period
of April 2018 to July 2018. Hence, the same cannot be treated as zero rated turnover for
relevant period.

In another case AC(ST), Jubilee Hills-II replied (September 2021) that there was no
mistake in adoption of adjusted total turnover and the variation in adjusted total turnover
was due to incorrectly taking reverse charge turnover in taxable turnover in GSTR 3B
returns. However, AA did not furnish relevant documents. In two cases, AC(ST),
Sanathnagar replied (June 2021) that there was no excess grant of refund, as there was no
domestic sale during the relevant periods. Reply is not relevant as observation was based
on non-receipt of FIRC during relevant period. Reply from other AAs is awaited (March
2022).
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2.15.9.2  Excess grant of refund due to inclusion of ITC on Capital goods in Net
ITC

As per Rule 89(4) of Telangana GST Rules, 2017, "Net ITC" for the purpose of refund
means input tax credit availed on inputs and input services during the relevant period.
Thus, ITC availed on capital goods shall not be considered for refund.

We noticed that out of 458 cases, in 11 cases, involving refund of 36.88 crore, pertaining
to six circles'!®, ITC on capital goods was not excluded from Net ITC while calculating
the eligible refund amount. This had resulted in excess grant of refund of I1.24 crore.
Further in one case, involving refund of ¥76.20 lakh, pertaining to Madhapur-IV circle,
there was mistake in adoption of zero-rated turnover / adjusted total turnover along-with

inclusion of ITC on capital goods in Net ITC which resulted in excess grant of refund of
%29.16 lakh.

One case is illustrated below:

A case pertaining to Khairatabad-Somajiguda Circle, whereby the taxpayer engaged
in providing software services, adopted Net ITC as ¥1.29 crore in refund application
which included ITC relating to Laptops, Monitors and office equipment amounting
to T42.76 lakh. This resulted in excess grant of refund of ¥40.45 lakh.

On this being pointed out (November 2020 — June 2021), in respect of above illustrated
case, AC(ST), Khairatabad-Somajiguda replied (December 2020) that laptops, monitors
and office equipment were used for furtherance of business without which business could
not be functioned as a going concern. Reply is not acceptable as these items are capital
goods. As they are used for furtherance of business, they are eligible for ITC but not for
refund. Reply from other AAs is awaited (March 2022).

2.15.10 Refund of accumulated ITC on account of inverted tax structure

As per Section 54 (3)(ii) of Telangana GST Act, 2017, a registered person may claim
refund of any unutilised Input Tax Credit (ITC) at the end of any tax period where the
credit has accumulated on account of rate of tax on inputs being higher than the rate of
tax on output supplies (i.e., inverted tax structure). Rule 89(5) of Telangana GST Rules,
2017, provides following formula for grant of refund in case of inverted tax structure.

Maximum Refund Amount = [(Turnover of inverted rated supply of goods and services) x
Net ITC + Adjusted Total Turnover] - tax payable on such inverted rated supply of goods
and services.

Where,

a. "Net ITC" means input tax credit availed on inputs during the relevant period

b. "Adjusted Total Turnover" means the turnover in a State or a Union territory, as
defined under sub-section (112) of Section 2, excluding the value of exempt supplies
other than zero-rated supplies, during the relevant period.

13ACs(ST)- Khairatabad-Somajiguda, Madhapur-1, Madhapur-I1I, Madhapur-1V, Malkajgiri-II and Punjagutta.
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Audit sample include 155 cases of the category of inverted tax structure, involving refund
0fX116.08 crore. Scrutiny of the documents of these cases revealed the following:

2.15.10.1 Excess grant of refund due to mistake in inverted rated supplies
turnover/ adjusted total turnover

Out of 155 cases, in 20 cases, involving refund of ¥25.09 crore, pertaining to 10 circles /

divisions'!*, there were errors in adoption of inverted rated supplies turnover / adjusted

total turnover as illustrated below:

1) In eight cases, all the output supplies were treated as inverted rated supplies instead
of only those supplies where tax was less than input supplies, resulting in excess
adoption of inverted rated supplies turnover.

i1) In 11 cases adjusted total turnover was adopted less due to non-inclusion of entire
turnover as defined under Section 2(112), excluding the value of exempt supplies.

iii) In one case there was mistake in inverted rated supplies turnover as well as adjusted
total turnover.

Excess grant of refund on these cases was I3 crore.

One case is illustrated below:

In one case, pertaining to JC(ST), Begumpet, there was mistake in adoption of
adjusted total turnover as same was taken as ¥25.71 crore in place of ¥60.94 crore as
domestic supplies and export supplies were not adopted correctly as per GSTR-3B
returns, resulting in excess grant of refund of ¥43.41 lakh.

On this being pointed out (November 2020 — June 2021), in two cases, AC(ST), Jubilee
Hills-II replied (September 2021) that variation in adjusted total turnover was due to
incorrectly taking reverse charge turnover in taxable turnover in GSTR 3B returns and
there was no excess grant of refund. Reply of the Department indicates that turnovers as
per GSTR-3B returns were not verified while granting refund. Further, Department did
not furnish invoice wise and tax rate wise statement of outward taxable supplies and
reverse charge inward supplies which were included in taxable turnover to verify the
correctness of turnovers adopted in refund application. Reply from other AAs is awaited
(March 2022).

2.15.10.2 Excess grant of refund due to inclusion of ITC on Capital goods /
Services in Net ITC

As per Rule 89(5) of Telangana GST Rules, 2017, "Net ITC" for the purpose of refund
means input tax credit availed on inputs during the relevant period. Thus, ITC availed on
capital goods and input services shall not be considered for refund.

Out of 155 cases, we noticed that in 25 cases, involving refund of ¥27.59 crore, pertaining
to five circles / divisions'!®>, ITC on capital goods and input services was not excluded

114JC(ST)- Begumpet; ACs(ST)- Hydernagar-1I, IDA Gandhinagar, Jubilee Hills-II, Keesara-I, Medak, Nacharam-I,
Nacharam-II, Rajendranagar-11 and Vanasthalipuram-II.
15JC(ST)- Begumpet; ACs(ST)- IDA Gandhinagar, Madhapur-1, Nacharam-I and Tarnaka-1.
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from Net ITC while calculating the eligible refund amount. This had resulted in excess
grant of refund 0f36.10 crore.

One case is illustrated below:

In one case pertaining to JC(ST), Begumpet, a taxpayer, adopted net ITC as
%19.66 crore in refund application which included ITC of ¥2.92 crore relating to
services and capital goods. Further adjusted total turnover was also adopted as
%11.06 crore though the same was ¥11.27 crore as per GSTR-3B returns. This
resulted in excess grant of refund of 32.41 crore.

On this being pointed out (March - June 2021), in respect of one case, AC(ST),
Nacharam-I replied (March 2021) that as per judgement given by Hon'ble High Court of
Gujarat in case of M/s. VKC Footsteps India Private Limited, ITC availed on input
services can be claimed as refund. Reply is not acceptable as Hon'ble Supreme Court!!¢
set aside this judgement and concluded that refund cannot be allowed on input tax on
services under inverted duty structure. Reply from other AAs is awaited (March 2022).

2.15.10.3 Excess grant of refund due to non-reversal of accumulated ITC on
textiles

As per G.O. Ms. No. 171 dated 20 August 2018 (Notification No. 20/2018- State Tax-
Rate), refund of accumulated ITC under inverted tax structure in case of textiles was
allowed with effect from 1 August 2018. Further as per CBIC Circular No. 56/30/2018
dated 24 August 2018, ITC accumulated due to inverted tax structure up to July 2018 was
to be lapsed and debited by way of reversal in the GSTR 3B return of August 2018.

Out of 155 cases, we noticed that in four cases, involving refund of ¥14.11 lakh,
pertaining to Siricilla Circle, taxpayers did not reverse ITC accumulated till July 2018 in
GSTR 3B return of August 2018. Resultantly, ITC balance available to the end of the tax
period column in RFD-01 was more than eligibility. This resulted in excess grant of
refund of ¥4.09 lakh. Further in one case'!’, involving refund of ¥70.13 lakh, pertaining
to Nagarkurnool circle, the taxpayer was allowed refund from April 2018 itself instead of
August 2018. This resulted in excess grant of refund of 25.94 lakh.

The Commissioner of Commercial Taxes replied (February 2022) that proper officers
would be instructed to take necessary action and submit report.

2.15.10.4 Incorrect grant of refund on non-inverted tax structure supplies

As per Section 54 (3)(i1) of Telangana GST Act, 2017, refund under inverted tax structure
shall be granted where input tax credit has accumulated on account of rate of tax on
inputs being higher than the rate of tax on output supplies. Thus, if input and output
supplies are taxable at same rate, refund of ITC shall not be allowed.

Out of 155 cases, we noticed that in one case!'®, involving refund of ¥7.92 lakh,
pertaining to Wanaparthy circle, input as well as output supplies were taxed at same rate

116 Civil Appeal No. 4810 of 2021 Union of India and Ors. Vs. VKC Footsteps India Private Limited.
TARN AA361119010328F.
HSARN AA3606200231004.
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i.e. five per cent. Hence there was no inverted tax structure and hence, no refund was to
be granted. However, the AA granted refund of X7.92 lakh, which was incorrect.

The Commissioner of Commercial Taxes replied (February 2022) that proper officers
would be instructed to take necessary action and submit report.

2.15.10.5 Excess grant of refund due to clerical error

Out of 155 cases, we noticed that in one case!', involving refund of ¥15.19 lakh,
pertaining to Malkajgiri-1II circle, while calculating the eligible refund under inverted tax
structure, tax paid on inverted rated supplies as per GSTR-3B returns / statement of
invoices was X11.86 lakh but the same was adopted as X1.18 lakh. However, the
Department did not verify it which resulted in excess grant of Refund of ¥10.67 lakh.

The Commissioner of Commercial Taxes replied (February 2022) that proper officer was
instructed to take necessary action and to submit report.

2.15.11 Excess / Irregular grant of refund on SEZ supplies

According to Section 16(1)(b) of Integrated GST Act, 2017, supply of goods / services to
a Special Economic Zone (SEZ) developer or a Special Economic Zone unit is considered
as “Zero rated Supply”. As per provision to Rule 89(1) of Telangana GST Rules, 2017, in
respect of supplies to a Special Economic Zone unit or a Special Economic Zone
developer, the application for refund shall be filed by the supplier of goods after such
goods have been admitted in full in the Special Economic Zone for authorised operations,
as endorsed by the specified officer of the Zone.

Audit sample included 60 cases, under the category of supply of goods / services to SEZ,
involving refund of ¥126.41 crore. On scrutiny of the documents of these cases, Audit
observed that in three cases, involving refund of 8.52 crore, pertaining to
Vengalraonagar circle, there were errors in adoption of adjusted total turnover due to non-
inclusion of entire turnover as defined under Section 2(112), excluding the value of
exempt supplies. This had resulted in excess grant of refund of ¥47.10 lakh. Further in
four cases, involving refund of 7.87 crore, pertaining to four circles / divisions'?,
endorsement by the specified officer of the SEZ indicating that goods have been admitted
in full in the SEZ for authorised operations was not available. Hence, grant of refund was

irregular.

On this being pointed out (March-June 2021), in one case, relating to non-availability of
endorsement, AC(ST), Sanathnagar replied (September 2021) that taxpayer could not
upload the document due to technical glitches but submitted the same in the office.
However, no such endorsement was furnished to audit. In respect of three cases, relating
to excess grant of refund, AC(ST), Vengalraonagar replied that there were output supplies
return and goods returned turnover was deducted from adjusted total turnover while
claiming the refund. Reply is not acceptable because any adjustment on account of
returned goods has to be done in the month in which credit notes are received but not in

19ARN AA360320013486M.
120JC(ST)- Begumpet; ACs(ST)- Jeedimetla-II, Jubilee Hills-II and Sanathnagar.
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the previous month to which the output supply relates. Reply from other AAs is awaited
(March 2022).

2.15.12 Incorrect / irregular grant of refund on deemed export supplies

Government of Telangana vide G.O. Ms. No. 289 dated 18 December 2017, notified
supply of goods by a registered person against Advance Authorisation, supply of capital
goods against Export Promotion Capital Goods Authorisation and supply of goods to
Export Oriented Units (EOU) / Software Technology Park (STP) as deemed export
supplies. Hence supply of capital goods to STP cannot be treated as deemed export
supplies.

Further, CBIC Circular No. 14/14/2017 dated 6 November 2017 provides that the
recipient of deemed export supplies shall give prior intimation to the Jurisdictional
Officer in a prescribed proforma in “Form-A” bearing a running serial number containing
the goods to be procured, as pre-approved by the Development Commissioner and the
details of the supplier before such deemed export supplies are received. A copy of the
same is to be given to supplier also. Further, in cases where supplier of deemed export
supplies claims refund, an undertaking is to be submitted by the recipient of deemed
export supplies that no input tax credit on such supplies has been availed of by him and
that he shall not claim the refund in respect of such supplies.

Audit sample include 28 cases, under the category of deemed export supplies, involving
refund of ¥18.57 crore. On scrutiny of the documents of these cases, Audit observed that
in one case, involving refund of ¥88.18 lakh, pertaining to Begumpet circle, refund was
allowed on procurement of capital goods by a STP unit. This was incorrect as refund on
input supplies received by a STP unit under deemed export category is limited to supply
of goods only but not on capital goods. Further in one case, involving refund of ¥10.80
lakh, pertaining to Punjagutta circle, though the taxpayer did not furnish Form-A and
under-taking by the recipient of deemed export supplies, refund was sanctioned
irregularly.

2.15.13 Incorrect grant of refund under excess tax payment

As per Section 2(119) of the Telangana GST Act 2017, works contract, means a contract
for building, construction, fabrication, completion, erection, installation, fitting out,
improvement, modification, repair, maintenance, renovation, alteration or commissioning
of any immovable property wherein transfer of property in goods is involved in the
execution of such contract. As per G.O. Ms. No. 110 dated 29 June 2017 (Notification
No. 11/2017- State Tax (Rate), composite supply of works contract as defined in Section
2(119) of Telangana Goods and Services Tax Act, 2017 shall be taxable at the rate of 18
per cent (except certain notified works contract where GST was payable at the rate of 12
per cent only viz. Road works, tunnel works, water distribution works efc.). The work
contract relating to construction of Electrical sub-stations & power transmission lines was
taxable at the rate of 18 per cent.
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In seven Refund cases of excess tax payment, involving refund of I339.04 lakh, Audit

121 "involving refund of ¥5.86 lakh, pertaining to Sanathnagar

observed that in one case
circle, the taxpayer was engaged in works contract relating to construction of Electrical
sub-stations and power transmission lines for Telangana State Transmission Company
(TS TRANSCO). The taxpayer raised invoices charging 18 per cent GST for the period
from July 2018 to February 2019. The same were paid by the contractee (TS TRANSCO)
and accordingly taxpayer paid tax at the rate of 18 per cent in GSTR-3B returns of above
period. However, the contractee later recovered six per cent GST from subsequent bills of
the taxpayer on the ground that GST was payable at the rate of 12 per cent only instead of
18 per cent. Accordingly, taxpayer also applied for refund of differential six per cent
amount, claiming that tax was excess paid at the rate of 18 per cent instead of 12 per cent
and the same was refunded. This was incorrect as rate of GST was 18 per cent on the
works contracts executed by the taxpayer and there was no question of refund on the
ground that GST was paid excess. Incorrect grant of refund was 35.86 lakh.

On this being pointed out (May 2021), AC(ST), Sanathnagar replied (July 2021) that the
said work relates to lift irrigation scheme which is a DC work as per CBIC Notification
No. 31/2017 dated 13 October 2017 and GST is chargeable at the rate of 12 per cent only.
Reply is not acceptable as there is no mention of any DC work in Notification No.
31/2017. Further work order / agreement copies were also not furnished to ascertain the
nature of work and its chargeability as per above provisions.

The Commissioner of Commercial Taxes replied (February 2022) that proper officer
would be instructed to furnish the Work Order / Agreement copies.

2.15.14 Other lapses leading to excess / incorrect grant of refund

Out of 840 Refund Cases examined in Audit, excess / incorrect grant of refund was
noticed in following 74 cases (nine per cent).

2.15.14.1 Incorrect grant of refund on time barred claims

As per Section 54 (1) of Telangana GST Act 2017, a registered person may file an
application for claim of refund within two years from the relevant date.

As per explanation to Section 54, relevant date, inter alia means

1) In case of export of goods out of India, shall be, the date on which the ship or the
aircraft, in which such goods are loaded, leaves India.

i1) In case of export of services out of India, shall be, the date of receipt of payment
in convertible foreign exchange, where the supply of services had been completed
prior to the receipt of such payment. Further, in cases where payment for the
services had been received in advance prior to the date of issue of invoice, date of
1ssue of invoice, shall be relevant date.

111) In case of supply of goods regarded as deemed exports, shall be, the date on which
the return relating to such deemed exports are furnished.

I2IARN AA3611190253866.
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1v) In case of inverted tax structure, shall be, the due date for furnishing of return
under Section 39!%2,

We noticed that in six cases, involving refund of X2.01 crore, pertaining to six circles /
divisions!?, though refund claims were filed after the expiry of two years from the
relevant date, they were allowed. This had resulted in incorrect grant of refund of
%1.44 crore.

One case is illustrated below:

A taxpayer, pertaining to Punjagutta circle, claimed refund of accumulated ITC on
account of export of goods for the period from July 2017 to November 2017 on
30 November 2019. As per statement of shipping bills, all the shipping bills were
issued prior or up to 30 November 2017. Hence two-year period of the relevant
claims would over by 29 November 2019 and claim was time barred by 30 November
2019, resulting in incorrect grant of refund of ¥49.03 lakh.

2.15.14.2 Excess / irregular grant of refund on invoices not reflected in GSTR-2A
return

The concept of invoice matching forms the backbone of Input Tax Credit under GST
regime. Accordingly, invoice of the taxable supplies procured by a buyer would be
matched with the invoices shown in GSTR-1 return filed by the seller. With the
beginning of matching of invoices through GSTR-2A returns, it was clarified vide CBIC
Circular No.59 dated 4 September 2018 that proper officer shall not insist on submission
of invoices along-with refund claim, if details of invoices are present in GSTR-2A return.
However, if the invoices are not reflected in GSTR-2A return, proper officer may call for
the copies of such invoices for examination.

With the intention of curbing the practice of issue of fake invoices, a sub-clause (4) to
Rule 36 of Telangana GST Rules, 2017 was inserted with effect from 1 October 2019
(vide G.O. Ms. No. 96 dated 3 September 2020) and ITC in respect of invoices / debit
notes which were not reflected in GSTR-2A return was restricted to 20 per cent of
supplies reflected in GSTR-2A return. It was further restricted to 10 per cent (vide G.O.
Ms. No. 60 dated 22 June 2020) and then five per cent (vide G.O. Ms. No. 26 dated 18
February 2021) with effect from 1 January 2020 and 1 January 2021 respectively.

We noticed that out of 659 cases, pertaining to refund of accumulated ITC, in four cases
(pertaining to tax period prior to October 2019), involving refund of ¥1.32 crore,
pertaining to three circles'?*, though all the invoices on which ITC was claimed were not
reflected in GSTR-2A return, proper officer allowed refund without calling for the copies

of such invoices for examination, which was irregular.

Further, in four cases, involving refund of ¥8.2Icrore, relating to two circles /
division'?*(pertaining to tax period October 2019 onwards), net ITC was not restricted in

122with effect from 1 February 2019.

123JC (ST)- Abids; ACs(ST)- Basheerbagh-I, Madhapur-I, Madhapur-11, Malkajgiri-1 and Punjagutta.
124ACs(ST)- Begumpet, Madhapur-II and Nacharam-1.

125JC(ST)-Saroornagar and AC(ST)- Srinagar Colony.
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terms of Rule 36(4) while granting the refunds, resulting in excess grant of refund of
%1.37 crore.

One case is illustrated below:

A taxpayer pertaining to JC(ST), Saroornagar, claimed refund for May 2020. As per
GSTR-2A return, ITC for May 2020 was %2.67 crore. Hence ITC eligible as per Rule
36(4) was 32.95 crore but Net ITC was adopted as ¥3.86 crore in refund claim,
resulting in excess grant of refund of ¥65.62 lakh.

On this being pointed out (March-June 2021), in one case AC(ST), Nacharam-I accepted
the audit observation (March 2021). Reply from other AAs is awaited (March 2022).

2.15.14.3 Excess grant of refund due to inclusion of ineligible ITC in Net ITC

As per Section 16(1) of Telangana GST Act, 2017, every registered person shall be
entitled to take credit of tax charged on any input supply of goods / services which are
used or intended to be used in the course or furtherance of his business. Further as per
Section 17(5) of the Act, the following items inter alia are not eligible for claiming input
tax credit (ITC):

i. motor vehicles and other conveyances (except when used for output supplies of
similar category)

ii. food and beverages, outdoor catering, beauty treatment, health services, cosmetic
and plastic surgery;

iii. membership of a club, health and fitness centre; rent-a-cab, life insurance and health
insurance (except where it was provided due to Government notification or where
used for output supplies of similar category)

iv. works contract services when supplied for construction of an immovable property
(other than plant or machinery) (except where it is an input service for further
supply of works contract service)

v. goods / services received by a taxable person for construction of an immovable
property (other than plant or machinery) on his own account including when such
goods or services or both are used in the course or furtherance of business

vi. goods / services used for personal consumption

vil. goods lost, stolen, destroyed, written off or disposed off by way of gift or free
samples

We noticed that out of 659 cases, pertaining to refund of accumulated ITC, in 11 cases,
involving refund of ¥9.23 crore, pertaining to five circles / division'?®, ITC on ineligible
items was included in Net ITC. This had resulted in excess grant of refund of 25.65 lakh.

126JC(ST)- Saroornagar; ACs(ST)- Jubilee Hills-I, Madhapur-1. Madhapur-II and Srinagar Colony.
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One case is illustrated below:

A taxpayer pertaining to Jubilee Hills-I circle, adopted Net ITC as 342.84 lakh in
refund application though the same was ¥42.68 lakh as per input supplies details
submitted. Further ITC of ¥6.08 lakh pertaining to food and beverages was included
in Net ITC which was not restricted while granting refund, resulting in excess grant
of refund of ¥6.23 lakh.

On this being pointed out (November 2020 — June 2021), in respect of above illustrated
case, AC(ST), Jubilee Hills-I replied (March 2022) that out of above ITC, an ITC of
%5.91 lakh pertaining to catering charges was already reversed while filing GSTR 3B
return for the month of January 2019 i.e., before sanction of refund claim in July 2019.
Hence, there was no excess refund. Further, in respect of ITC of X0.17 lakh pertaining to
beverages and mineral water, AC (ST) replied that the same were used for business
promotion and hence, eligible for ITC. Reply is not acceptable because though the ITC on
catering charges was reversed before sanctioning the refund, it was to be excluded from
Net ITC while calculating eligible refund amount. Otherwise, eligible refund amount
would be in excess. Further, ITC on mineral water & beverages is not eligible even
though they are used for business promotion as they fall under negative list.

Replies from other AAs were awaited (March 2022).
2.15.14.4 Excess grant of refund due to excess adoption of Net ITC

As per Rule 89(2)(h) of Telangana GST Rules, 2017, in cases where the refund claim
pertains to refund of any unutilised input tax credit, taxpayer has to submit a statement
containing the number and date of the invoices received during a tax period. Further, as
per Rule 89(4) ‘Net ITC’ means input tax credit availed on inputs and input services
during the relevant period.

We noticed that out of 659 cases, in seven cases, involving refund of 32.60 crore,
pertaining to five circles'?’, Net ITC as per the statement of input supply invoices / GSTR
3B returns was I5.40 crore but the same was adopted as ¥7.30 crore in refund
applications, resulting in excess adoption of net ITC of ¥1.90 crore. The proper officers
allowed refund based on the Net ITC adopted in refund applications. Total excess grant of
refund was X1.68 crore.

One case is illustrated below:

A taxpayer pertaining to Medak circle, adopted ITC as I4.52 crore in refund
application whereas ITC as per statement of invoices was ¥4.06 crore only. This had
resulted in excess adoption of ITC of ¥46.05 lakh and consequential excess grant of
refund to that extant.

On this being pointed out (November 2020 to June 2021), AC(ST), Sanathnagar replied
(June 2021) that the taxpayer reversed excess ITC claimed during the year 2018-19 in the
month of August 2019 and even after this reversal, there was balance of ITC in credit
ledger, hence there was no incorrect grant of refund. Reply is not acceptable because as

127 ACs(ST)- Madhapur-I, Malkajgiri-1II, Medak, Sanathnagar and Siricilla.
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per CBIC Circular No. 79/53/2018 dated 31 December 2018, net ITC shall be adopted
after considering reversal. Due to reversal of ITC in August 2019, net ITC was zero
during the relevant period of refund, hence there was no question of any refund. Reply
from other AAs is awaited (March 2022).

2.15.14.5 Non-adjustment of arrears while granting refund

As per Rule 92(1) of Telangana GST Rules, 2017, while sanctioning the amount of
refund, amount pending towards any outstanding demand under the GST Act or any Pre-
GST law shall be adjusted and the balance amount only to be refunded.

We noticed that out of 840 cases, in 18 cases involving refund of X7.04 crore, pertaining

128

to 13 circles / divisions -, outstanding demands under the Pre-GST laws were not

adjusted. Excess grant of refund in these cases was ¥77.01 lakh.

One case is illustrated below:

A taxpayer pertaining to Vanasthalipuram-II circle was granted refund of ¥51.45
lakh in the months of February and April 2020. Audit observed that as per Debt
Management Unit (DMU) module of VATIS, a demand of ¥34.33 lakh was
outstanding at the time of granting refund but the same was not adjusted from
refunds.

On this being pointed out (November 2020 to June 2021), in respect of one case, JC(ST),
Secunderabad replied (March 2021) that the demands would be adjusted from future
refunds. Reply is not acceptable as all outstanding demands were to be adjusted before
granting the refund. In one case, AC(ST) Saroornagar-II replied (January 2021) that entire
demand was collected but updation was not done in DMU. Reply is not acceptable as an
amount of X0.14 lakh was still pending collection as per DMU. Reply also indicates that
updation of DMU was not done regularly. Reply from other AAs is awaited (March
2022).

Recommendation:

Department may ensure regular updation of DMU.

2.15.14.6 Non-levy of interest and penalty on incorrect claim of refund

As per Sections 50(3), 73(1) and 122(2) of Telangana GST Act, 2017, in case of
erroneous refund, taxpayer shall pay interest at a rate not exceeding 24 per cent along
with a penalty of ten thousand rupees or 10 per cent of such erroneous refund whichever
is higher. As per G.O. Ms. No.122 dated 30 June 2017, rate of interest for erroneous
refund was fixed at 24 per cent.

We noticed that out of 840 cases, in one case'?’involving refund of ¥8.51 lakh, pertaining
to Mehandipatnam-I circle, taxpayer was granted provisional refund on 15 July 2019 for
37.66 lakh which was subsequently rejected vide final refund order dated

128JCs(ST)- Nalgonda and Secunderabad; ACs(ST)- Balanagar, Hydernagar-I, Jeedimetla-II, Keesara-I, Malkajgiri-I,
Malkajgiri-III, MG Road-SD Road, Nacharam-II, Rajendranagar-I, Saroornagar-1I and Vanasthalipuram-II.
129ARN AA3603194949795.
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20 September 2019. However, the Department did not levy interest and penalty as
stipulated which worked out to X1.10 lakh.

The Commissioner of Commercial Taxes replied (February 2022) that proper officers
would be instructed to take necessary action and submit report.

2.15.14.7 Incorrect grant of refund of transitional credit

As per second proviso to Section 142(3) of Telangana GST Act, 2017, no refund claim
shall be allowed on any amount of input tax credit which has been carry forwarded as
transitional credit from Pre-GST Acts.

We noticed that out of 840 cases, in one case!*’involving refund of ¥3.06 crore,
pertaining to Madhapur-1V circle, taxpayer was allowed refund of IGST paid on export of
services. It was observed from credit ledger that this IGST towards export was paid by
utilizing transitional credit. Hence taxpayer was ultimately granted refund of transitional
credit of X3.06 crore.

2.15.15 Miscellaneous lapses in processing of refund claims

As per the instructions issued by the Department in Circular dated 29 December 2017,
post-audit of the refund claims was to be carried out on the basis of extant guidelines but
no post audit was done.

The following irregularities in processing of refund claims noticed in Audit indicated
inadequate checks exercised by the Authorities concerned.

2.15.15.1 Non-submission of Input Supplies statement

As per Rule 89(2)(h) of Telangana GST Rules, 2017, in cases where the refund claim
pertains to refund of any unutilised input tax credit, taxpayer has to submit a statement
containing the number and date of the invoices received during the relevant period.
Further as per CBIC Circular No. 37/11/2018 dated 15 March 2018 and 125/44/2019
dated 18 November 2019, input supplies statement is to be furnished in prescribed
proforma.

We noticed that out of 659 cases, pertaining to refund of accumulated ITC, in 126 cases,
involving refund of I169.58 crore, pertaining to 42 circles / divisions'®!, statement of
input supply invoices was either not submitted or not submitted in prescribed proforma.
In 48 cases statement was not submitted whereas in 74 cases, though statement was
submitted, it was not in prescribed format and in four cases, it was not legible. Grant of
refund without verification of statement of input supplies was irregular as it could not be
verified whether the Net ITC adopted for the purpose of refund does not include any

ineligible ITC / ITC on capital goods / services which are ineligible for refund.

I30ARN AA360817002382C.

131JCs(ST)-Begumpet, Hyderabad Rural, Nalgonda, Punjagutta and Saroornagar; ACs(ST)- Abids, Balanagar,
Barkatpura-Sultanbazar, Basheerbagh-I, Begumpet, Fathenagar, Hydernagar-11, Hyderguda-Ashoknagar, Jeedimetla-
II, Jubilee Hills-I, Jubilee Hills-1I, Keesara-I, Khairatabad-Somajiguda, Khammam-III, Madhapur-I, Madhapur-II,
Madhapur-III, Madhapur-IV, Malkajgiri-I, Malkajgiri-II, Malkajgiri-III, Medak, Mehdipatnam-II, MG Road-SD
Road, Musheerabad, Nacharam-I, Nacharam-II, Nagarkurnool, Punjagutta, Sanathnagar, Sangareddy-II, Saroornagar-
I, Srinagar Colony, Tarnaka-I, Tarnaka-II, Vanasthalipuram-I and Vengalraonagar.
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On this being pointed out (November 2020 to June 2021), in respect of 10 cases, three
AAs"? replied (May 2021 to September 2021) that due to technical problem / size issue,
input supplies statements could not be uploaded in GSTN portal and the same were
submitted in office manually due to initial technical issues. Reply is not acceptable as
these documents are necessary for processing of refund claims. In respect of three cases,
AC(ST), Khairatabad-Somajiguda replied (May 2021) that refund claims were filed
before 18 November 2019 (date of issuance of Master circular), hence there was no
requirement of filing of input supplies statement. However, the same were furnished
separately. Reply is not acceptable because as per CBIC Circular No. 37/11/2018 dated
15 March 2018, input supplies statement was required to be submitted along-with refund
claim. Replies from other AAs are awaited (March 2022).

2.15.15.2 Non-submission of Form GSTR-2A

Under the invoice matching mechanism in GST regime, invoices of taxable supplies
procured by a buyer would be generated in Form GSTR-2A, based on the invoices shown
in GSTR-1 return filed by the sellers. As per CBIC Circular No.59 dated
4 September 2018, the refund claim shall be accompanied by Form GSTR-2A of the
claimant for the relevant period for which the refund is claimed.

We noticed that out of 659 cases, in 54 cases, involving refund of ¥48.55 crore, pertaining
to 20 circles / divisions'*?, Form GSTR-2A was not submitted. Grant of refund without
verification of Form GSTR-2A was irregular.

On this being pointed out (December 2020 to June 2021), in respect of one case, AC(ST),
General Bazaar-Market Street-Hissamgunj replied (September 2021) that GSTR-2A
return could not be uploaded in GSTN portal due to size issue, and the same was
submitted in office manually. Reply is not acceptable as no ticket was raised at GSTN for

technical issue faced while uploading the documents. Replies from other AAs are awaited
(March 2022).

2.15.15.3 Non-submission of Output Supplies statement

As per Rule 89(2)(h) of Telangana GST Rules, 2017, in cases where the refund claim
pertains to refund of any unutilised input tax credit, taxpayer has to submit a statement
containing the number and date of the invoices issued during the relevant period.

We noticed that out of 734 cases, in six cases, involving refund of ¥22.47 crore,
pertaining to three circles / division'**, statement of output supply invoices was not
submitted. In the absence of same, correctness of inverted supplies turnover / adjusted
total turnover adopted by the taxpayer could not be verified. Grant of refund without
verification of statement of output supplies was irregular.

132ACs(ST)- Fathenagar, Khairatabad-Somajiguda and Sanathnagar.

133JCs(ST)-Begumpet and Saroornagar; ACs(ST)- Abids, Balanagar, Barkatpura-Sultanbazar, General Bazaar-Market
Street-Hissamgunj, Jeedimetla-11, Keesara-I, Madhapur-I, Madhapur-I11, Madhapur-1V, Malkajgiri-I, Malkajgiri-1I,
Malkajgiri-I1II, Mehdipatnam-II, MG Road-SD Road, Punjagutta, Saroornagar-I, Tarnaka-II and Vanasthalipuram-I,

134JC(ST)-Begumpet; ACs(ST)- Madhapur-1II and Malkajgiri-I1.

Page 49



Audit Report on ‘Revenue Sector”’ for the year ended March 2021

2.15.15.4 Non-submission of shipping bill statement

As per Rule 89(2)(b) of Telangana GST Rules, 2017, in case where the refund is on
account of export of goods, a statement containing the number and date of shipping bills
or bills of export and the number and the date of the relevant export invoices shall be
submitted along-with refund claim.

We noticed that out of 530 cases, pertaining to refund on account of export and SEZ
supplies, in three cases'®, involving refund of %1.59 crore, pertaining to JC(ST),
Begumpet division, statement of shipping bill was not submitted. In the absence of same,
correctness of zero-rated turnover adopted by the taxpayer could not be verified. Grant of
refund without verification of shipping bill statement was irregular.

2.15.15.5 Non-submission of FIRC copies

As per Rule 89(2)(c) of Telangana GST Rules, 2017, in case of refund on account of the
export of service, a statement containing the number and date of invoices and the relevant
Bank Realisation Certificates (BRC) / Foreign Inward Remittance Certificates (FIRC)
shall be furnished.

We noticed that out of 470 cases, pertaining to refund on account of export supplies, in 13
cases, involving refund of ¥8.25 crore, pertaining to 11 circles'*%, copies of FIRCs were
not submitted. In the absence of same, correctness of zero-rated turnover adopted by the
taxpayers could not be verified. Grant of refund without verification of copies of FIRCs
was irregular.

On this being pointed out (March-June 2021), in respect of one case, AC(ST), General
Bazaar-Market Street-Hissamgunj replied (September 2021) that due to size issue, copies
of FIRCs could not be uploaded in GSTN portal and the same was submitted in office
manually. Reply is not acceptable as no ticket was raised at GSTN for technical issue
faced while uploading the documents. Replies from other AAs are awaited (March 2022).

2.15.15.6 Non-following order of debit of IGST / CGST/ SGST in refund claims

As per CBIC Circular No. 59/33 dated 4 September 2018, after determination of amount
refundable, the equivalent amount is to be debited to electronic credit ledger in an order
prescribed thereunder. First against Integrated Tax (IGST) to the extent of balance
available and thereafter to Central tax (CGST) and State / Union territory tax (SGST),
equally to the extent of balance available and in the event of shortfall in the balance
available in a particular electronic credit ledger, the differential amount is to be debited
from the other heads of the electronic credit ledger.

We noticed that out of 659 cases, this order was not adhered to by the applicant /
Department in 110 cases, involving refund of ¥120.62 crore pertaining to 31 circles /
divisions'? as there is no such automated provision in GSTN portal. In 72 cases, without

I3SARNs AA360219333242G & AA360319365825Q &AA361218513808Z.

136ACs(ST)- Abids, Basheerbagh-I, Begumpet, General Bazaar-Market Street-Hissamgunj, Jubilee Hills-I, Madhapur-1,
Madhapur-II, Madhapur-III, Madhapur-IV, Malkajgiri-I and Tarnaka-II.

137JCs(ST)-Abids, Begumpet, Hyderabad Rural, Saroornagar and Secunderabad; ACs(ST)- Basheerbagh-1, Begumpet,
Hydernagar-11, Hydernagar-III, IDA Gandhinagar, Jeedimetla-I, Jeedimetla-II, Jubilee Hills-I, Jubilee Hills-II,
Khairatabad-Somajiguda, Madhapur-1, Madhapur-II, Madhapur-III, Malkajgiri-II, Marredpally, Medak, MG Road-
SD Road, Nacharam-I, Nacharam-II, Nagarkurnool, Punjagutta, Sanathnagar, Siricilla, Srinagar Colony, Tarnaka-II
and Vengalraonagar.
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claiming full eligible amount from IGST head, amounts were claimed from CGST /
SGST heads. In 21 cases, refund was not claimed equally from CGST and SGST heads
even though amounts were available therein. In 17 cases neither full eligible IGST was
claimed nor was the amount equally claimed from SGST / CGST heads.

One case is illustrated below:

A taxpayer pertaining to JC(ST), Begumpet was eligible for refund of %9.19 crore.
Though balance in IGST head of credit ledger was more than eligible refund
amount, the taxpayer claimed only %5 crore from IGST head and remaining amount
was claimed from SGST and CGST heads which was irregular.

On this being pointed out (March-June 2021), in respect of 21 cases, five!3® AAs replied
(March-September 2021) that if the taxpayer had claimed CGST and SGST instead of
IGST, there is no loss to revenue. As per relevant notifications, in refund cases where this
order of claiming the refund from different heads is not adhered to by the applicant, no
adverse view was to be taken by the sanctioning authority. In respect of three cases,
AC(ST), Vengalraonagar replied (August 2021) that assessing authority had no access to
change the amount claimed by the taxpayer from one head to another. In respect of 10
cases, AC(ST), Hydernagar-III replied (September 2021) that it was due to less
familiarity with the provisions and procedures being new Act. Replies from other AAs are
awaited (March 2022).

The Commissioner of Commercial Taxes replied (February 2022) that based on CBIC
Circular Nos. 59/2018 and 125/44/2019 dated 4 September 2018 and 18 November 2019,
instructions were given not to take adverse view, even if, the order of claiming the refund
from different heads was not adhered to. Subsequently, changes were made in GSTN
Portal for the automatic order of debit of IGST, CGST & SGST.

2.15.15.7 Lapses while restricting the refund claims

Rule 92 (3) of Telangana GST Rules, 2017 stipulates that where the proper officer is
satisfied, for the reasons to be recorded in writing that the whole or any part of the
amount claimed as refund is not admissible or is not payable to the applicant, he shall
issue a notice in Form GST RFD-08 to the applicant requiring him to furnish a reply in
Form GST RFD-09 within a period of 15 days of the receipt of such notice. The proper
officer after considering the reply shall make an order in Form GST RFD-06 sanctioning
the amount of refund in whole or part or rejecting the said refund claim. As per Rule
93(2) where any amount claimed as refund is rejected under Rule 92, either fully or
partly, the amount debited, to the extent of rejection, shall be re-credited to the electronic
credit ledger by an order made in Form GST PMT-03.

Further, as per Section 73 or 74 of the Act read with G.O. Ms. No. 62 dated 3 June 2019,
in case of rejection of refund claim pertaining to accumulated ITC due to ineligibility of
the input tax credit (ITC) under any provisions of Telangana GST Act, the proper officer
shall have to issue a show cause notice and the amount of ineligible ITC determined on

138JCs(ST)-Hyderabad Rural and Secunderabad; ACs (ST)- Jubilee Hills- I, Jubilee Hills-II and Sanathnagar.
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adjudication, along with interest and penalty, if any, shall be entered by the officer in the
electronic liability register of the applicant through issuance of Form GST DRC-07.

We noticed that out of 840 cases, in five refund cases, involving refund of ¥5.94 crore,

139 "an amount of ¥39.90 lakh was restricted due to various

pertaining to three circles
reasons without issuing notices to taxpayers i.e., violating the principle of natural justice.
Form GST PMT-03 was also not on record to ensure that amount rejected was re-credited

to the electronic credit ledger.

Further, in these cases, since amount was rejected due to claim of ineligible ITC, Form
GST DRC-07 was also to be issued for restricting the ineligible ITC but it was also not on
record to ensure that the amount was taken to the electronic liability register of the
taxpayer.

One case is illustrated below:

In one case, pertaining to Basheerbagh-I circle, taxpayer claimed refund of 361.64
lakh which was restricted to ¥28.37 lakh duly restricting an amount of ¥33.27 lakh
due to claim of ITC on capital goods and ineligible items. However, notice was not
issued to taxpayer before restricting the amount.

The Commissioner of Commercial Taxes replied (February 2022) that proper officers
would be instructed to issue notices before rejecting the refund amount, to re-credit the
rejected amount by issuing PMT-03 wherever applicable, and to issue DRC-07 notices
where the refund is rejected due to ineligibility of ITC.

2.15.15.8 Irregular issuance of notice in Form RFD-08

Rule 92 (3) of Telangana GST Rules, 2017, stipulates that where the proper officer is
satisfied, for the reasons to be recorded in writing that the whole or any part of the
amount claimed as refund is not admissible or is not payable to the applicant, he shall
issue a notice in Form GST RFD-08 to the applicant requiring him to furnish a reply in
Form GST RFD-09 within a period of 15 days of the receipt of such notice. The proper
officer after considering the reply make an order in Form GST RFD-06 sanctioning the
amount of refund in whole or part or rejecting the said refund claim.

We noticed that out of 840 cases, in seven cases involving refund of I4.88 crore,
pertaining to Khairatabad-Somajiguda Circle, during electronic processing of refunds,
taxpayers were issued notices for rejection of refund claims (in Form RFD-08). Instead of
specifying proper grounds for rejection, taxpayers were asked to submit physical copies
of GSTR-3B return, GSTR-1 return, credit ledger and cash ledger to the jurisdictional
office. This is irregular as there is no need for physical submission of any documents after
automation of processing of GST refunds and also, these documents are available in
GSTN portal.

On this being pointed out (May 2021), AC(ST), Khairatabad-Somajiguda replied (May
2021) that notices for production of hard copies were issued to keep the hard copies in the
office as a stock file. Reply is not acceptable as these documents viz. GSTR-1, GSTR-3B,

139ACs(ST)- Basheerbagh-I, IDA Gandhinagar and Khairatabad-Somajiguda.
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credit ledger are available in GSTN portal itself. Further, there was no requirement for
physical submission of any document after automation of processing of GST refunds.
This is causing unnecessary inconvenience and hardship to the taxpayers.

The Commissioner of Commercial Taxes replied (February 2022) that proper officers
would be instructed not to issue irregular rejection notices to submit physical copies of
documents which are readily available in GSTN Portal.

2.15.15.9 Non-filing of refund claim in proper category

As per Rule 89(1) of Telangana GST Rules, 2017, any person, claiming refund of any tax,
interest, penalty, fees or any other amount paid by him, may file an application
electronically in Form RFD-01 through the common portal. Taxpayer has to specify the
ground of refund in Form RFD-01.

We noticed that out of 840 cases, in three cases'*

, involving refund of ¥3.21 crore,
pertaining to two circles'*!, taxpayers did not mention the ground of refund. As eligible
refund amount depends upon the ground of refund / category of refund, in the absence of
same, correctness of refund amount claimed could not be verified.

The Commissioner of Commercial Taxes replied (February 2022) that proper officers
would be instructed to verify whether the correct ground of refund is mentioned in the
GST Refund Application.

2.15.16 Conclusion

Detailed examination of 840 GST sample Refund cases revealed non-compliance with the
provisions of GST Act in scrutiny of claims submitted by the taxpayers and granting of
claims. Audit observed 149 excess / incorrect claims valuing ¥31.06 crore was allowed by
the department in various categories such as ITC accumulated on account of export of
goods / services, inverted duty structure, SEZ supplies, deemed export supplies, excess
tax payment, incorrect adoption of zero-rated supplies, allowance of ITC on capital
goods, non-reversal of ITC on textiles, efc. In respect of 225 refund claims, Assessing
Authorities allowed refund claiming without following the due procedure in the Act /
Rules such as allowance of refund without submission of input / output statement, Form
GSTR-2A, shipping bill statement, FIRC copies, not following order of debit of IGST /
CGST / SGST. etc., indicated weak internal controls.

2.15.17 Recommendations

» Department needs to put in place a mechanism to verify the correctness of
declarations filed by the taxpayer regarding offences committed.

» There should be a provision for automatic processing of payment of interest in
case of delayed processing of refunds.

» Department may ensure regular updation of DMU Module of VATIS portal.

» Looking into the size of sample cases (840) test checked and number of irregular
refund claims noticed (149), Department may rigorously examine similar cases not
covered in the audit sample and take corrective action within a timeframe.

140ARNs AA3603200101237 & AA360720003129M & AA360620002115Y.
141 ACs (ST)- Balanagar and Madhapur-III
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2.16 Subject Specific Compliance Audit on ‘Transitional Credits’

2.16.1 Introduction

Introduction of Goods and Service Tax (GST) was a significant reform in the field of
indirect taxes in our country, which replaced multiple taxes levied and collected by the
Centre and States. GST is a destination based tax on supply of goods or services or both,
which is levied at multi-stages wherein the taxes will move along with supply. The tax,
which is levied simultaneously by the Centre and States on a common tax base will
accrue to the taxing authority having jurisdiction over the place of supply. Central GST
(CGST) and State GST (SGST) / Union Territory GST (UTGST) is levied on intra state
supplies, whereas Integrated GST (IGST) is levied on inter-state supplies. Availability of
input tax credit of taxes paid on inputs, input services and capital goods for set off against
the output tax liability is one of the key features of GST. This will avoid the cascading
effect of taxes and ensures uninterrupted flow of credit from seller to buyer. To ensure the
seamless flow of input tax from the existing laws into the GST regime, ‘Transitional
arrangements for input tax’ was included in the GST Acts to provide for the entitlement
and manner of claiming input tax in respect of appropriate taxes or duties paid under
existing laws.

To make provisions for levy and collection of Tax on intra-State supply of goods or
services or both by the state, the State Government of Telangana notified'** (June 2017)
the Telangana Goods and Services Tax (TGST) Act, 2017, (herein after referred to as ‘the
Act’) subsuming various taxes. For carrying out the provision of the Act, the Telangana
Goods and Services Tax Rules, 2017 were also notified'* (June 2017).

2.16.2 Transitional arrangements for input tax

Section 140 of the Act enables the taxpayers to carry forward the Input Tax Credit (ITC)
earned under the existing laws to the GST regime. The section read with Rule 117 of
TGST Rules 2017 prescribes elaborate procedures in this regard. All registered
taxpayers'*, except those who are opting for payment of tax under Composition
scheme!'* (under Section 10 of the Act), are eligible to claim Transitional Credit by filing
Tran 1 return. Under transitional arrangements for input tax credit (ITC), the ITC of
Value Added Tax (VAT) and Entry Tax are eligible to be carried forward to the GST
regime as under:

i.  Closing balance of the credit in the last returns: The closing balance of the VAT
input tax credit available in the returns filed under the existing law for the month
immediately preceding the appointed day'*® can be taken as credit in electronic
credit ledger.

142yide Act No. 23 of 2017.

143Vide Notification No. 1/2017 issued in G.O.Ms. No.121, Revenue (CT-II) dated 30 June 2017.

144other than a person opting to pay tax under Section 10.

145Scheme under which, a registered person, whose aggregate turnover in the preceding financial year did not exceed
fifty lakh rupees may opt to pay, in lieu of the tax payable by him, an amount calculated at such rate as may be
prescribed.

146The date on which provisions of this Act came into force i.e., 1 July 2017.
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ii.

1il.

1v.

V1.

vil.

Viii.

Un-availed credit on capital goods: The balance installment of un-availed credit
on capital goods.

Credit on duty paid stock: A registered taxable person, other than the
manufacturer or service provider, may take the credit of the duty / tax paid on
goods held in stock based on the invoices.

Credit on duty paid stock when Registered Person does not possess the
document evidencing payment of VAT: For traders who do not have excise or
VAT invoice, there is a mechanism to allow credit to them on the duty paid stock.

Credit relating to exempted goods under the existing law which is now taxable:
Input Tax Credit of VAT in respect of input, semi-finished and finished goods in
stock attributable to exempted goods or services, which are now taxable under
GST.

Input / input services in transit: The input or input services received on or after
the appointed day but the duty or tax on the same was paid by the supplier under
the existing law.

Tax paid under the existing law under composition scheme: The taxpayers who
had paid tax at fixed rate or fixed amount in lieu of the tax payable under the
existing law, now working under normal scheme under GST can claim credit on
their input stock, semi-finished and finished stock on the appointed date.

Credit in respect of tax paid on any supply both under Value Added Tax Act and
Service Tax under Finance Act, 1994: Transitional credit in respect of supplies
which attracted both VAT and Service tax under existing laws, for which tax was
paid before appointed date and supply of which is made after the appointed date.

Taxpayers can claim the components of transitional credit, under the relevant
sub-Sections of Section 140 of the Act, in the appropriate tables mentioned below, in the
two forms -TRAN 1and TRAN 2.

Tran 1
Tran 1

Tran 1

Tran 1
Tran 1

Tran 1

Tran 1

Tran 2

Table 2.8: Components of Transitional Credit

5(c) Closing balance of credit from the last returns

6(b) Un-availed credit on capital goods

7(a)7B Credit on duty paid stock-without invoices

7(b) Credit on Input / input service in transit
7(c) Amount of VAT and Entry Tax paid on inputs supported by invoices /
documents evidencing payment of tax
10 Details of Goods held as Agent
11 Tax paid on any supply both under the VAT Act and under Chapter V of the
Finance Act, 1994 (Service Tax)
4 Credit afforded on stocks claimed without invoices

All registered taxpayers, except those who are opting for payment of tax under
Composition scheme (under Section 10 of the Act), are eligible to claim Transitional
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Credit by filing Tran 1 returns within 90 days from the appointed day i.e., up to 28
September 2017. The time limit for filing Tran 1 returns was extended initially till
27 December 2017. However, many taxpayers could not file the return within the due
date due to technical difficulties. Thus, sub-Rule 1A was inserted under Rule 117 of
CGST Rules, 2017 vide Notification 48/2018 CT Dated 10 September 2018, to
accommodate such taxpayers. The due date for filing Tran 1 was further extended to 31
March 2020, vide CBIC order No.01.2020-GST dated 7 February 2020, for those
taxpayers who could not file Tran 1 due to technical difficulties and those cases
recommended by the GST Council.

2.16.3  Audit objectives
Audit of Transitional Credit was taken up to assess:

i.  Whether the mechanism envisaged by the Department for selection and
verification of Transitional Credit claims was adequate and effective; and

ii.  Whether the Transitional Credits carried over by the Assessees into GST regime
were valid and admissible.

2.16.4  Audit Scope and Methodology

Telangana is a Model-II State which uses GSTN Back-end portal for processing and
scrutiny of cases. Pan-India Transitional Credit data was obtained from GSTN and
through risk-based data analysis, a sample of Transitional Credit cases was extracted for
detailed examination. Transitional credit returns filed by the taxpayers under Sections 140
and 142 of the TGST Act 2017 from the Appointed date to the end of March 2020 were
examined.

An Entry conference was held with the Head of the Department on 15 April 2021 to
apprise the Department of the Audit methodology including Audit Objectives and
Criteria. Field Audit was conducted between June 2021 and October 2021.

As per data obtained from GSTN, a total of 23,810 Transitional credit claims of SGST
were made during the period from the appointed date to end of March 2020 involving an
aggregate amount of I820.86 crore. A sample of 1,139 Taxpayers spread across 19
Strategic Tax Units and 70 Circles under nine Tax Divisions was extracted for detailed
audit scrutiny based on the stratified sampling method on materiality and number of cases, using
the following parameters and considering availability of manpower and Covid pandemic:

a. Taxpayers who have claimed Transitional credit under Table 5(c) in excess of the
closing balance of the last return i.e., June 2017.

b. Taxpayers whose Value Added Tax (VAT) claim in the last six months immediately
preceding the appointed day shows a growth of 25 per cent.

c. Transitional claims of manufacturers or service providers who have claimed
transitional credit under column 7B of Table 7a.

d. Transitional claims in Table 5(c) or 6(b) without corresponding legacy data.

An Exit conference was held with the Commissioner, Commercial Taxes on 12 April
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2022 to discuss the Report. Replies received from the Commissioner have been suitably
incorporated in the Report. Reply from Government is awaited (April 2022).

Audit findings

The audit findings are categorised into two broad areas as systemic and compliance
issues based on the objectives of Audit. While systemic issues address the adequacy
and effectiveness of the envisaged verification mechanism, the compliance issues
address the deviations from the provisions of the Act / Rules.

Audit of transitional credits primarily depends upon the extent of verification of records
maintained by the Department and accessing the underlying records maintained by the
taxpayer. Broadly, it emerged that the Department had not maintained the necessary files
/ documents for the verified cases, making it incumbent for Audit to call for the underlying
records of the taxpayers such as financial statements, invoices, stock registers, delivery
challans etc., through the respective jurisdictional formations to form substantive opinion.
However, the taxpayers in as many as 58 (43 per cent) (in 38 circles) out of
135 claims (of other than 5 (c) category of TC) (in 65 circles) were not forthcoming with
the underlying records for verification. The audit findings discussed in ensuing
paragraphs are subject to these constraints.

2.16.5 Systemic issues

The systemic issues comprised a review of the provisions applicable for dual control, the
verification mechanism envisaged by the Department in terms of extent of coverage
against the targets, policy / procedural gaps in the verification mechanism and efficiency
of the recovery process.

2.16.5.1 Dual Control

GST law envisages dual control on taxpayers by both the Central Tax and State Tax
officers in all aspects. Section 6(1) of the CGST Act specifies that the officers appointed
under the Act are authorised to be the proper officers for the purpose of this Act, subject
to such conditions as the Government shall, on the recommendations of Council, by
notification specify. The Notification N0.39/2017 Central Tax dated 13 October 2017
authorizes officers appointed under SGST Act / UTGST Act to be the authorised officers
for the purposes of Sections 54 and 55 of the said Act, who shall act as proper officers for
the purpose of sanctioning of refunds under these Sections except for Rule 96 of CGST
Rules. However, similar enabling notifications, as required under Section 6(1) of the Act,
have not been issued by the State Government for the purpose of transitional credit
verification.

Notwithstanding the absence of Notifications, para 12 of the departmental guidance
note'*’ as issued by Central Board of Indirect taxes and Customs (CBIC) for Transitional
credit verification specifies as follows:

147D.0.F. No.267/8/2018-CX.8 dated 14 March 2018.
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“The CGST officers shall have the jurisdiction for verification of Transitional credit of
CGST irrespective of whether the taxpayer is allotted to the Central Government or the
State Government for the purpose of GST. TRANS credit verification process can only
bedone by the tax authority which had legal jurisdiction under the erstwhile law and
also has the requisite past record of the taxpayer”.

Audit examined the implementation of the powers as envisaged above and in view of the
lack of enabling provisions for verification of transitional credit claims of SGST
components of the taxpayers falling under the jurisdiction of the Centre, it was observed
that the verification of SGST components of 38 GSTINs (in 12 circles) involving total
credit of X18.76 crore was pending over three years for the reason that the administrative
jurisdictions of these GSTINs are with the Centre, which is in contravention to the spirit
of the above notification.

2.16.5.2  Verification mechanism envisaged by the Department

Rule 121 of TGST Rules, 2017 specified that the amount of transitional credit may be
verified, and proceedings may be initiated for recovery of excess claim along with
interest, which shall be initiated in respect of any credit wrongly availed whether wholly
or partly. Out of 1,139 sample claims, there were “nil” claims in 39 cases. Of the
remaining 1,100 claims, 1,068 claims pertained to the category 5(c) of TRAN return
(Closing balance of credit from the last returns). Correctness of the transitional credit
claimed under this category can be ensured only after conducting VAT Assessment.
Audit observed that the Tax Authorities verified 611 (in 76 circles) (57 per cent) out of
1,068 claims (in 93 circles) of this category. Audit further observed that out of the 611
scrutinised cases, the Tax Authorities verified 193 (32 per cent) (in 47 circles) by mere
comparison of transitional credit claim with the credit available to the Dealer as per
Demand, Collection and Balance (DCB) Report of Value Added Tax (VAT) but not by
conducting VAT Audit. The remaining 418 cases (68 per cent) were verified by the Tax
Authorities after conducting VAT Audit.

There were a total of 135 Transitional Credit claims'*® worth ¥39.79 crore (in 65 circles)
in categories other than 5c (viz. 6b, 7b, 7c, 10a and 11). Transitional credit claims under
these categories are verifiable only after obtaining invoices, stock registers, etc., which
are available only with the Taxpayers. It was observed that the Tax Authorities did not
verify transitional credit claims of above categories in respect of 58 (in 38 circles) out of
135 GSTINSs (43 per cent).

Thus, in the sample verified by Audit, 44 per cent of the claims on an average of both
5(c) and other than 5 (c) remained unverified even after lapse of more than three years.

Recommendation:

Considering the possible deviations and high risks involved in ITC claims and also the
lapse of prescribed time limit of six years for VAT Audit, Department should evolve a
robust mechanism for verification of TC claims of high values on a risk prioritised
basis.

148 103 claims were in combination of 5 (c) category, while 32 claims were in combination of other than 5 (¢) category.
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Department replied (April 2022) that circular instructions would be issued to all the
proper officers to expedite the verification process and complete the VAT Audits /
Assessments in all the pending cases on priority basis.

2.16.6 Compliance issues

The compliance issues pertain to the validity and admissibility of the transitional credits
carried over by the taxpayers into GST regime. Taxpayers were required to claim
transitional credits in the various specified Tables!** of TRAN 1 and TRAN 2 as
applicable. Broadly, these tables provide for credit in respect of VAT / Entry Tax carried
over from the legacy Returns'*®, un-availed VAT credit in respect of capital goods, VAT
credit in respect of inputs / semi-finished goods / finished goods held in stock and VAT
credit of inputs or input services in transit. The sample identified for Audit represented
claims under each of these tables so that the adequacy of provisions applicable table wise
could be examined for overall compliance assurance.

Audit observed compliance deviations in 356 claims (in 81 circles) out of the 1,100
claims (in 94 circles) examined, constituting an error rate of 32 per cent. These
compliance deviations are detailed in the ensuing paragraphs. Considering that the
Department had verified 53 per cent (188) of these claims, the deviation rate suggested
that the verification process carried out by the Department suffered from inadequacies.

2.16.6.1 Double claim of Transitional credit in GSTR-9

As a general principle, the input tax credit cannot be availed twice on the same
documents. Audit observed in respect of 16 claims pertaining to seven Circles'’! out of
1,100 claims that the taxpayers had claimed Transitional Credit by filing TRAN 1 return
during the year 2017-18 and the amount of Transitional credit was also taken into the
annual return ie., GSTR 9 for the year 2017-18. The taxpayers again claimed same
amount of Transitional Credit in GSTR 9 for the subsequent year i.e., 2018-19 also,
resulting in double claim of transitional credits aggregating to I4.36 crore.

On this being pointed out (July-September 2021), AC (ST), Madhapur-III (in five claims)
replied (August 2021) that notices would be issued to the Taxpayers instructing to reverse
the transitional credit. Three Tax Authorities!>? (in eight claims) replied (August-
September 2021) that the matter would be examined, and notices would be issued to the
Taxpayers and action taken intimated to Audit. AC (ST), IDA-Gandhinagar (in one claim)
replied (August 2021) that notice had been issued to the Taxpayer. AC (ST), Sangareddy-II
(in one claim) stated (September 2021) that the matter would be communicated to the
Central Authorities as the Taxpayer was allotted to Central Jurisdiction. In respect of the
remaining one claim, AC (ST), Narayanguda-MJ Market replied that Transitional Credit
was reflected twice in GSTR 9 due to technical problem. However, the department did not
furnish any evidence in support of their contention.

149As specified in Table 2.8.

IS0VAT 200, VAT 200A and VAT 200B.

SIACs(ST) - Narayanaguda-MJ Market, Madhapur-11I, Madhapur-1V, IDA Gandhinagar, Sangareddy-1, Sangareddy —II
and Nizamabad.

132ACs(ST) — Madhapur-IV, Sangareddy-I and Nizamabad.
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Since the double claim in GSTR 9 may lead to possible short levy of Tax while conducting
GST Assessment, steps need to be taken to rectify the double claim in GSTR 9.

Commissioner of Commercial Taxes replied (April 2022) that reflection of the amount in
the Electronic Credit Ledger (ECL) is the only criteria for utilising the credit. As there
were no double entries in electronic credit ledger, Taxpayer could not avail the credit
twice. Audit suggested that both GSTR 9 and ECL should be considered by the
Department for assessment of Annual Returns, in order to avoid discrepancies.
Department assured the same.

2.16.6.2 Non-payment of interest on excess transitional credit claimed

As per Rule 121 of the TGST Rules 2017, the recovery of amount wrongly credited under
sub-Rule (3) of Rule 117 has to be initiated under Section 73 or Section 74 of the Act.
The proceedings under Section 73 or 74 shall require the taxpayer to pay the amount
along with interest payable thereon under Section 50 of the Act. As per Section 50(3) of
the Act read with orders issued'>* by the Government, a taxable person who claims excess
input tax credit shall pay interest at 24 per cent per annum.

Audit observed that in respect of 24 claims out of the 1,100 claims of Transitional Credits
pertaining to 23 Tax Authorities'>* involving excess / irregular claim of ¥8.60 crore, the
Tax Authorities neither demanded nor did the taxpayers pay interest upon reversal in
Electronic Credit Ledger (ECL) on payment of excess transitional credit claimed by them
in 23 claims. One Tax Authority recovered partial interest in one claim. The interest
liability in these cases aggregated to X1.16 crore.

One illustrative case is given below:

A taxpayer reversed back the excess claim of ITC amounting to ¥1.94 crore to the
Electronic Credit Ledger without making payment of ¥15.81 lakh towards the
interest for the amount utilized from the excess claims. Tax authority replied
(August 2021) that notice would be issued to the dealer for collection of interest.

On this being pointed out (June-September 2021), six Tax Authorities'>® (in seven claims)
stated (June-September 2021) that the matter would be examined and reply furnished.
Two Tax Authorities'>® (in two claims) replied (July 2021) that action would be taken,
and report submitted. AC(ST), Malkajgiri-III (in one claim) replied (August 2021) that
demand notice had been issued to the taxpayer for payment of interest liability. Seven
Tax Authorities'” (in seven claims) replied (June-September 2021) that action would be
taken / notice would be issued to levy and collect the interest. Replies furnished (July

133Vide G.0.Ms. No.122, Revenue (CT-II) Department, dated 30 June 2017.

134JC(ST)/DC(ST)/AC (ST) - Hyderguda-Ashoknagar, Abids Division, Abids, Bowenpally-1I, Charminar STU-I,
Charminar, Lad Bazaar, Madhapur —II, Hyderabad Rural - STU III, Madhapur-III, Jeedimetla-II, Hydernagar-II,
Hydernagar-III, Nacharam-II, Saroornagar STU-III, Malkajgiri-I, Malkajgiri-III, Rajendranagar-I, Rajendranagar-II,
Saroornagar-I, Saroornagar-III, Secunderabad STU-I and Secunderabad STU-II.

135DC(ST)/AC (ST) - Abids, Charminar STU-I, Charminar, Nacharam-II, Saroornagar STU-III and Malkajgiri-I.

138DC(ST) - Secunderabad STU-I and Secunderabad STU-II.

S'DC(ST)/AC(ST) - Lad Bazaar, Madhapur —II, Hyderabad Rural - STU III, Madhapur-IlI, Hydernagar-II,
Hydernagar-III and Rajendranagar-1.
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2021) by two Tax Authorities!®® (in two claims) are not specific to the observation.
Replies are awaited from four Tax Authorities'>® (in four claims). JC (ST), Abids (in one
claim) replied (July 2021) that in terms of proviso to Section 50 (1) of CGST Act, levy of
Interest did not arise, as the excess claimed amount was not re-paid through cash. Reply
is not acceptable since this provision is applicable to the cases of belated payment of Tax
but not to excess claim of ITC.

Commissioner of Commercial Taxes replied (April 2022) that the proper officers were
instructed to take necessary action and submit report.

2.16.6.3 Excess amount credited to ECL over and above the amount claimed in
TRAN 1

As per Rule 117(3) of TGST Rules, 2017, the amount of credit specified in the TRAN-1
return shall be credited to the Electronic Credit Ledger (ECL) of the applicant maintained
in Form GST PMT 2 on the common portal. Hence, the business Rules applicable for the
credit in ECL should not allow the credit more than the credit claimed in TRAN-1
returns.

Verification of the TRAN-1 return (Category 7 (c) & 11) of the taxpayer, M/s. Lodha
(Bellissimo) Healthy Constructions and Developers Private Limited (GSTN:
36AABCL2910N1ZH) relating to Hydernagar-II Circle revealed that the Taxpayer
credited (September 2017) to his ECL, ¥5.85 lakh over and above the amount declared in
TRAN-1 return. Similarly, M/s. Panchi Chemicals (GSTN: 36AJCPB9945J1ZZ) under
the jurisdiction of Abids Circle credited (September 2017) X1.27 lakh to his ECL whereas
Transitional credit declared in TRAN-1 return was “Nil”. Excess credit in these two cases
aggregated to ¥7.12 lakh.

On this being pointed out (June 2021), the AC (ST) Hydernagar-II replied (June 2021)
that the matter was under examination. AC (ST) Abids replied (June 2021) that the matter
would be examined.

Commissioner of Commercial Taxes replied (April 2022) that the proper officers were
instructed to take necessary action and submit report.

Issues of Category wise Claims
2.16.6.4  Closing balance of the credit in the last returns

As per Section 140(1) of the TGST Act 2017, a registered person, other than a person
opting to pay tax under Section 10, shall be entitled to take, in his electronic credit ledger,
the amount of VAT / Entry Tax carried forward in the return relating to the period ending
with the day immediately preceding the appointed day, furnished by him under the
existing law in such manner as may be prescribed. The registered person shall not be
allowed to take credit in the following circumstances.

158 ACs(ST) - Bowenpally-II and Jeedimetla-II.
139ACs(ST) - Hyderguda-Ashoknagar, Rajendranagar-I1, Saroornagar-1 and Saroornagar-II1.
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1. Where the said amount of credit is not admissible as input tax credit under the Act;
or

ii. Where he has not furnished all the returns required under the existing law for the
period of six months immediately preceding the appointed date; or
iii. Where the said amount of credit relates to the goods manufactured and cleared
under such exemption notification, as are notified by the Government.
Audit verified the Transitional claims filed under Table 5(c) of TRAN 1 Return of
1,068 GSTINs (in 94 circles) and observed that the taxpayers had carried forward
excess VAT Credit in 320 claims amounting to ¥55.38 crore under Table 5(c) of
TRAN 1 Return as detailed in the succeeding paragraphs:

(A) Excess credit carried forward than what was available in the last return

As per Section 140(1) of the Act 2017, a registered person, shall be entitled to take the
amountof VAT / Entry Tax carried forward in the return relating to the period ending
with the day immediately preceding the appointed day. Audit observed in 117 claims
out of the 1,068 claims worth 349.14 crore relating to 55 STUs / Circles'® that the
Taxpayers claimed Transitional Credit more than the VAT credit available to the end of
June 2017. Amount of excess credit claimed by these Taxpayers aggregated to 327.88
crore. Department had already blocked X75.57 lakh, resulting in excess claim of
%27.12 crore.

One case is illustrated below:

A Taxpayer claimed TC of ¥8.34 crore in TRAN- 1 Form. However, the Credit Carried
Forward (CCF) as per Value Added Tax return of June 2017 / VAT Audit Order was only
%2.12 crore. Tax Authority replied (July 2021) that notice would be issued to the taxpayer
and on receipt of reply, necessary action would be taken.

On this being pointed out (June-September 2021), 29 Tax Authorities (in 63 claims)
replied (June-September 2021) that the matter would be examined and detailed reply
furnished to Audit (28 Tax Authorities'®') / notices would be issued to the Taxpayers
(one AA'9?). Eight Tax Authorities'® (in 17 claims) stated (June-September 2021) that

10ACs(ST) - Narayanaguda-MJ Market, Hyderguda-Ashoknagar, Gowliguda-Osmangunj, Barkatpura-Sultanbazar,
Agapura, Begumpet, MG Road-SD Road, Bowenpally-I, Bowenpally-II, Aflgunj-Maharajgunj, Mehdipatnam-I,
Malakpet-II, Lad bazaar, Malakpet-I, Madhapur III, Madhapur-1V, Vikarabad, Madhapur-1I, Fathenagar, Balanagar,
IDA Gandhinagar, Jeedimetla-I, Jeedimetla-II, Hyderabad rural-STU -III, Hydernagar-II, Hydernagar-I1I, Madhapur-
1, Jubilee Hills-II, Sanathnagar, Jubilee Hills-I, Khairatabad-Somajiguda, Punjagutta, Keesara-I, Rajendranagar-II,
Malkajgiri-II, Nacharam-II, Keesara-1I, Nacharam-I, Malkajgiri-I, Saroornagar-I, Saroornagar-II, Vanasthalipuram-
II, Rajendranagar-I, Saroornagar-III, General Bazar — Market Street —Hissamgunj, Tarnaka-I, Gandhinagar,
Musheerabad, Vidyanagar, Sangareddy-II, Sangareddy-I, Nizamabad, Medak, Warangal urban-I and Warangal
urban- II.

161 ACs(ST) - Narayanaguda-MJ Market, Hyderguda-Ashoknagar, Gowliguda-Osmangunj, Barkatpura-Sultanbazar, MG
Road-SD Road, Bowenpally-1I, Malakpet-II, Lad bazaar, Malakpet-I, Fathenagar, Jeedimetla-II, Hydernagar-III,
Jubilee Hills-II, Sanathnagar, Jubilee Hills-I, Khairatabad-Somajiguda, Punjagutta, Rajendranagar-II, Nacharam-II,
Nacharam-I, Saroornagar-I, Vanasthalipuram-II, Rajendranagar-1, Saroornagar-III, General Bazar — Market Street —
Hissamgunj, Medak, Warangal Urban-I and Warangal Urban II.

162Jeedimetla-I.

163ACs(ST) — Agapura, Madhapur-1, Hyderabad Rural STU-III, Keesara-1, Malkajgiri-I, Saroornagar-11, Tarnaka-I and
Sangareddy-II.
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notices would be issued to the Taxpayers and reply furnished to Audit. Three Tax
Authorities'®(in five claims) replied (August 2021) that notices had been issued / since
been issued to the Taxpayers for recovery of the excess claims. Twelve Tax
Authorities'®® (in 16 claims) replied (June-September 2021) that action would be taken
to recover the excess claims. Two Tax Authorities'® (in two claims) replied (July-
August 2021) that out of total excess claim of ¥52.99 lakh, an amount of I49.11 lakh
was already blocked in ECL. Three Tax Authorities'®’ (in three claims) replied (July-
September 2021) that the Taxpayers fall under Central Jurisdiction. AC (ST),
Afzalgunj-Maharajgunj (in three claims) replied (September 2021) that the Taxpayers
claimed transitional credit considering the VAT credit available under 28 NCCF'®® and
36 NCCF!®. Reply is not acceptable as 28 NCCF must be adjusted before March 2016
or refund to be claimed under VAT Audit as per the instructions issued by the
Commissioner of Commercial Taxes!”’. AC (ST), Mehdipatnam-I (in one claim)
replied (September 2021) that the Taxpayer claimed excess transitional credit by filing
revised return for the Month of June 2017. Reply is not acceptable due to the reason
that even after filing revised return, the Taxpayer had VAT credit of only 327,812
whereas he claimed ¥3.69 lakh. AC (ST), Madhapur-II circle (in one claim) stated
(August 2021) that the excess claimed TC was blocked. The reply is not acceptable as
the department subsequently unblocked (January 2020) the said amount. AC (ST),
Malkajgiri-II (in one claim) stated (August 2021) that the Taxpayer was liquidated and
approached NCLT'”!. AC (ST), Tarnaka-I circle (in one claim) replied (June 2021) that
the contents of the Audit observation were noted. Reply is awaited from three Tax
Authorities!’ in respect of four claims.

Commissioner of Commercial Taxes replied (April 2022) that the proper officers were
instructed to take necessary action and submit report.

(B) Non-declaration of pending CST forms while claiming transitional credit

As per Section 140(1) of Act, read with instructions given in TRAN 1 Tables, details of
all the mandatory forms required to be filed for claiming concessional rate of tax on the
inter-state transactions under earlier tax law i.e. Central Sales Tax (CST) Act but not filed
for the period from 1 April 2015 to 30 June 2017 shall invariably be declared in TRAN 1
return under Table 5C and differential tax (taxable amount minus concessional amount of
tax) on the turnover of such pending forms should be reduced from the net VAT credit
available at the end of June 2017 and remaining amount should be claimed as Transitional
Credit.

Audit observed from the TRAN 1 returns and CST assessment orders finalized for the
periods 2015-16, 2016-17 and 2017-18 (up to June 2017) that in respect of 158 claims

164ACs (ST) - Madhapur-III, Keesara-II and Malkajgiri-II.

165ACs (ST) - Madhapur-11I, Madhapur-IV, Vikarabad, Madhapur-II, Balanagar, IDA Gandhinagar, Hydernagar-II,
Musheerabad, Keesara-11, Gandhinagar, Sangareddy-I and Nizamabad.

166ACs (ST) - Narayanaguda-MJ Market and Hyderguda-Ashoknagar,

167Bowenpally-I, Mehdipatnam-1 and Nacharam-II.

168Net Credit Carried Forwarded under VAT before bifurcation of the State.

19Net Credit Carried Forwarded under VAT after bifurcation of the State.

170vide CCT Ref. No. A (1)/11/2014 dated 2 June 2015.

17INational Company Law Tribunal.

172ACs(ST) - Begumpet, Rajendranagar-1I and Vidyanagar.
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out of the 1,068 claims worth ¥51.94 crore relating to 63 STUs / Circles'”, the
Taxpayers did not declare / under declared the turnover of pending C-forms in TRAN 1
return or though declared, the differential amount of tax was not reduced from VAT
credit. This resulted in excess claim of transitional credits by X11.67 crore.

One illustration is given below:

A Taxpayer transitioned a VAT credit of ¥1.33 crore under 5 (c) category in TRAN 1. He
also declared dues amounting to X1.68 crore in TRAN 1 towards differential tax amount on
account of pending ‘C’ Forms, and hence, he is not eligible for any Transitional Credit.
However, the same was not considered resulting in excess tax credit of ¥1.33 crore. Tax
Authority replied (July 2021) that the matter would be examined and notice would be issued
calling for information, and action taken report would be intimated to Audit.

On this being pointed out (June-September 2021), 38 Tax Authorities!’*(in 87 claims)
replied (June-September 2021) that the matter would be examined, and detailed reply
furnished to Audit / notices would be issued to the Taxpayers. Four Tax Authorities'” (in
nine claims) replied (August-September 2021) that notices were issued / would be issued
to the Taxpayer and reply furnished to Audit. Four Tax Authorities!’® (in eight claims)
replied (June-August 2021) that notices were issued for payment of excess claim. 17 Tax
Authorities'”” (in 31 claims) replied (June-September 2021) that action was being taken /
would be taken to recover the excess claim. Reply is awaited from AC (ST), Begumpet in
respect of three claims. AC (ST), Nizamabad (in one claim) replied (September 2021) that
the matter would be communicated to the Central Authorities as the Taxpayer falls under
Central Jurisdiction. AC (ST), Bowenpally-I (in one claim) replied (July 2021) that CST
Assessment was under revision. Two Tax Authorities!”® (in two claims) replied (August-
September 2021) that the CST demand was raised after filing TRAN 1 return. Reply is not
acceptable, as the demands should have been issued again for non-declaration of pending
forms in TRANI return while finalizing the CST assessment. Two Tax Authorities'” (in
two claims) stated (August 2021) that the Taxpayers already paid / adjusted the demand.
However, payment / adjustment details were not furnished to Audit. Replies furnished

I3DC(ST) / AC(ST) - Narayanaguda-MJ Market, Basheerbagh Nampally, Hyderguda-Ashoknagar, Basheerbagh-1,
Abids, Marredpally, Begumpet, M.G.Road-S.D.Road, Ramgopalpet-Ranigunj, Bowenpally-I, Bowenpally-II,
Charminar STU-II, Lad Bazaar, Mehdipatnam-I, Malakpet-I, Malakpet-I1I, Mehdipatnam-II, Madhapur — IV,
Fathenagar, Ferozguda, Balanagar, Hyderabad Rural-STU-1I, IDA Gandhinagar, Jeedimetla-I, Jeedimetla-II,
Hydernagar-11, Hydernagar-1, Madhapur-1, Jubilee Hills-II, Sanathnagar, Jubilee Hills-I, Khairatabad-Somajiguda,
Punjagutta, Vengalraonagar-STU-I, Punjagutta, Rajendranagar-I, Rajendranagar-1I, Keesara-I, Malkajgiri-II,
Vanasthalipuram-II, Nacharam-I, Nacharam-II, Saroornagar-I, Saroornagar-1I, Malkajgiri-I, Malkajgiri-III,
Vanasthalipuram-I, Keesara-II, Secunderabad-STU-II, Gandhinagar, Mahankali Street- RP Road, Musheerabad,
Tarnaka-I, Tarnaka-II, Vidyanagar, Sangareddy-II, Sangareddy-I, Sangareddy STU, Nizamabad, Medak, Warangal
Urban-I, Warangal Urban-II and Warangal Urban-III.

17DC(ST) / AC(ST) - Narayanaguda-MJ Market, Basheerbagh - Nampally, Hyderguda-Ashoknagar, Basheerbagh-1,
Abids, M.G.Road-S.D.Road, Ramgopalpet-Ranigunj, Bowenpally-I, Bowenpally-II, Malakpet-I, Malakpet-II,
Hyderabad Rural-STU-II, IDA Gandhinagar, Jeedimetla-I, Jeedimetla-1I, Jubilee Hills-1I, Sanathnagar, Jubilee Hills-
I, Khairatabad-Somajiguda, Punjagutta, Punjagutta-STU I, Rajendranagar-I, Rajendranagar-II, Keesara-I, Nacharam-
I, Nacharam-II, Saroornagar-I, Malkajgiri-I, Vanasthalipuram-I, Secunderabad STU-II, Musheerabad, Tarnaka-II,
Vidyanagar, Sangareddy-I, Medak, Warangal Urban-I, Warangal Urban-II and Warangal Urban-III.

175ACs(ST) - Madhapur-1, IDA Gandhinagar, Sangareddy-II and Keesara-I.

176ACs(ST) - Marredpally, Hydernagar-I1, Malkajgiri-II and Malkajgiri-1II.

177DC (ST) / AC(ST) - Bowenpally-II, Charminar STU-II, Lad Bazaar, Madhapur — IV, Fathenagar, Balanagar,
Hydernagar-II, Hydernagar-I, Vengalraonagar, Malkajgiri-II, Saroornagar-1I, Gandhinagar, Mahankali Street- RP
Road, Musheerabad, Tarnaka-I, Tarnaka-II and Sangareddy-I.

178 ACs(ST) - Mehdipatnam-II and Ferozguda.

179ACs(ST) - Balanagar and Begumpet.
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(September 2021) by two Tax Authorities'®® (in two claims) were not specific to the Audit
observations. AC (ST), Vengalrao Nagar (in five claims) replied (July 2021) that the
amount of Transitional claim was already blocked / recovered. Audit scrutiny, however,
revealed that only partial amounts were recovered and also, the recoveries were not
relevant to the amount objected to. In respect of one claim, AC (ST), Vengalrao Nagar
replied (July 2021) that the Taxpayer did not file all CST forms due to COVID pandemic.
Reply is not acceptable as there were no specific relaxations by Government on account of
Covid situation. Two Tax Authorities'®! (in four claims) replied (July-August 2021) that
appeals / petitions were pending with Additional Commissioner / National Company Law
Tribunal. Two Tax Authorities!®? (in two claims) replied (August 2021) that whereabouts
of the Taxpayers were not known.

Commissioner of Commercial Taxes replied (April 2022) that the proper officers were
instructed to take necessary action and submit report.

Recommendation:

Given the fact that CST assessment orders were finalized, action should be initiated to
review the claims of transitional credits with respect to the outcome of CST orders, and
notices should be issued to the Taxpayers on excess credit claims, if any.

(C)  Transitional credit claimed without filing legacy returns

As per Section 140 (1) of Act, transition of credit from the legacy returns shall be allowed
only when the taxpayer had filed all relevant returns under the existing law for the period
of six months immediately preceding the appointed day.

Section 20 of TSVAT Act read with Rule 23(1) of TSVAT Rules specified that every
VAT dealer should file a return in form VAT 200 every month. Rule 20 (7) of TSVAT
Rules 2005, further stipulates that every Taxpayer making taxable and exempted sales by
using common inputs should furnish an additional return in Form VAT 200 A for each
tax period for adjustment of input tax credit and also make an adjustment for a period of
12 months ending March every year by filing a return in Form VAT 200B. Further, every
CST dealer should file CST return every month as per the Section 9(2) of CST Act read
with Rule 23(1) of TSVAT Rules.

Audit observed in 20 claims out of the 1,068 claims relating to 12 STUs / Circles'®? that
the Taxpayers claimed Transitional Credit without filing mandatory CST / VAT 200A /
200B returns for the period of six months immediately preceding the appointed day,
although the Taxpayers had CST sales or taxable and exempt sales using common
inputs, contrary to the Provisions of the TGST Act. Total transitional credit claimed in
those cases aggregated to 36.39 crore.

19DC(ST) - Sangareddy-STU and AC(ST) — Mehdipatnam.

18IACs(ST) - Vanasthalipuram-II and Mahankali Street- RP Road.

182ACs(ST) - Vanasthalipuram-IT and Keesara-II.

183ACs(ST)- Hyderguda-Ashoknagar, Basheerbagh-Nampally, Basheerbagh-I, Abids, Jeedimetla-II, Jeedimetla-I,
Madhapur-III, Fathenagar, IDA Gandhinagar, Madhapur-I, Sangareddy-I and Sangareddy-II.
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One illustration is given below:

As per VAT Assessment Order of a Taxpayer, there were exempt sales. However, Form
200A for the months from January 2017 to June 2017, and Form 200B were not filed with
Tran 1 by the taxpayer in contravention of the provisions of GST Act. Tax Authority
confirmed (July 2021) the fact of not filing the return.

On this being pointed out (June-September 2021), two Tax Authorities'®* (in two
claims) replied (June-August 2021) that the matter would be examined and detailed
reply furnished. In one case, AC (ST)-Madhapur-III stated (August 2021) that notice
would be issued to the Taxpayer for recovery of the transitional credit. In another case,
AC (ST), Madhapur-I circle replied (July 2021) that notice would be issued to the
Taxpayer and action would be taken on receipt of reply. In one claim, AC (ST), IDA
Gandhinagar replied (August 2021) that on verification of office records, VAT 200A
was not found. In respect of the remaining 15 claims, seven Tax Authorities!®
confirmed (July-September 2021) the fact of non-filing of mandatory return by the
Taxpayers.

Commissioner of Commercial Taxes replied (April 2022) that the proper officers were
instructed to take necessary action and submit report.

(D) Non-detection of excess claim of Transitional Credit in subsequent VAT
Assessments

Section 140(1) of Act allows a Taxpayer to take credit of the amount of Value Added
Tax (VAT) and Entry Tax carried forward in the return relating to the period ending
with the day immediately preceding the appointed day.

If amount claimed'® towards Transitional Credit is found to be more than the net VAT
credit available to end of June 2017 as assessed during the VAT Audit conducted
subsequent to filing TRAN 1 return, amount of transitional credit claimed in excess of
such VAT credit has to be specifically mentioned in the VAT assessment order and
steps need to be taken to recover such excess claimed transitional credit as arrears of tax
under GST Act in terms of Section 142 (7) (a) of the Act.

Audit scrutiny of VAT Assessments conducted subsequent to filing of TRAN-1 returns
in respect of 48 claims worth ¥33.06 crore relating to 35 STUs / Circles'®” revealed that
the Tax Authorities did not mention the amount claimed towards transitional credit in
the VAT assessments though it was more than the VAT credit assessed. Amounts
claimed more than the VAT credits aggregated to ¥8.73 crore which needs to be
recovered as arrears of tax as per the above provisions.

18#ACs(ST) — Abids and Fathenagar.

ISACs(ST) - Hyderguda-Ashoknagar, Basheerbagh-Nampally, Basheerbagh-I, Jeedimetla-1I, Jeedimetla-I,
Sangareddy-I and Sangareddy-II.

1%6Based on return relating to the period ending with the day immediately preceding the appointed day.

7DC(ST) / AC(ST) - Basheerbagh - Nampally, Narayanaguda-MJ Market, Gowliguda-Osmangunj, Basheerbagh-I,
Hyderguda-Ashoknagar, Begumpet-STU I, M.G.Road-S.D.Road, Ramgopalpet-Ranigunj, Malakpet-I1I, Madhapur-
III, Madhapur - IV, Madhapur-II, Fathenagar, Ferozguda, IDA Gandhinagar, Jeedimetla-I, Jeedimetla-II,
Hydernagar-II, Hydernagar-III, Jubilee Hills-II, Jubilee Hills-I, Khairatabad-Somajiguda, Punjagutta, Punjagutta-
STU I, Malkajgiri-II, Rajendranagar-I, Rajendranagar-II, Vanasthalipuram-I, Saroornagar-II, Nacharam-II, General
Bazar — Market Street —Hissamgunj, Musheerabad, Tarnaka-I, Sangareddy-I and Medak.
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One illustration is given below:

As per VAT Assessment Orders finalized by the Tax Authorities of a taxpayer for the
years 2016-17 and 2017-18, there was nil balance in the ITC Credit ledger. However, a
claim of X2.02 crore towards TC was made in TRAN 1 by the taxpayer. Tax Authority
replied (July 2021) that the matter would be examined and detailed reply furnished in
due course.

On this being pointed out (June-September 2021), 24 Tax Authorities (in 32 claims)
replied (June-September 2021) that the matter would be examined, and reply furnished
to Audit (22 Tax Authorities)!®® / notice issued to the Taxpayers (two Tax
Authorities)'®. Two Tax Authorities!*’(in three claims) replied (June-August 2021) that
notices would be issued to the Taxpayers and action taken intimated to Audit. AC (ST),
Malkajgiri-II (in one claim) replied (August 2021) that notice had been issued to the
Taxpayer and collection details would be furnished to Audit. Seven Tax Authorities'®’!
(in eight claims) replied (June-September 2021) that action would be taken to collect
the excess claim. AC (ST), General Bazar — Market Street —Hissamgunj (in one claim)
replied (July 2021) that the Taxpayer claimed transitional credit considering the 28
NCCF'? also. Reply is not acceptable as 28 NCCF had to be adjusted before March
2016 or to claim refund under VAT Audit as per the instructions issued by the
Commissioner of Commercial Taxes!”>. AC (ST), Narayanaguda-MJ Market (in one
claim) replied (July 2021) that the Taxpayer was allotted to Central jurisdiction. Reply
is not acceptable since the verification of transitional credits can only be done by the tax
authority which had legal jurisdiction under the erstwhile law as per Para 12 of the
departmental guidance note issued by CBIC. In another one claim, AC(ST),
Narayanaguda-MJ Market, stated (July 2021) that the Taxpayer already paid ¥15.52
lakh out of the excess claim of ¥17.93 lakh. However, documents evidencing the
payment were not furnished to Audit. AC (ST), Hyderguda-Ashoknagar (in one claim)
replied (August 2021) that the Transitional Credit was allowed after verification. Reply
is not acceptable since the Taxpayer had no VAT credit as per the VAT effectual

order!®*,

Commissioner of Commercial Taxes replied (April 2022) that the proper officers were
instructed to take necessary action and submit report.

(E)  Excess transitional credit claimed on revised VAT returns

Section 142(8) (b) of the Act specified that where any return, furnished under the
existing law, is revised after the appointed day but within the time limit specified for
such revision under the existing law and if, pursuant to such revision, any amount is

188DC(ST) / AC(ST) - Basheerbagh - Nampally, Gowliguda-Osmangunj, Basheerbagh-I, Begumpet-STU I, M.G. Road-
S.D. Road, Malakpet-1I, Fathenagar, Ferozguda, IDA Gandhinagar, Jeedimetla-II, Hydernagar-III, Jubilee Hills-II,
Jubilee Hills-I, Khairatabad-Somajiguda, Punjagutta, Punjagutta- STU I, Rajendranagar-I, Rajendranagar-II,
Vanasthalipuram-I, Nacharam-II, Medak and Narayanaguda M.J. Market.

189ACs(ST) - Jeedimetla-I and Saroornagar-11.

199ACs(ST) - Madhapur-1V and Tarnaka-I.

YIACs(ST) - Ramgopalpet-Ranigunj, Madhapur III, Madhapur -1, Ferozguda, Hydernagar-II, Musheerabad and
Sangareddy-I.

192Net Credit Carried Forwarded under VAT before bifurcation of the State.

193Vide CCT Ref.No. A (1)/11/2014 dated 2 June 2015.

194ssued vide Order No. 1533, dated 20 January 2021.
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found to be refundable or input tax credit is found to be admissible to any taxable
person, the same shall be refunded to him in cash under the existing law.

Audit observed in nine claims relating to eight Circles'®® that Taxpayers claimed excess
Transitional Credits considering the additional credit available as per revised VAT
returns filed after the appointed day, instead of claiming on the basis of original VAT
returns. Violation of provisions ibid resulted in excess GST claim aggregating to
%1.33 crore, which should have been processed under the existing law (not GST).

One illustration is given below:

As per original VAT return, the Input Tax Credit to end of June 2017 was I80.47 lakh,
which was later revised to ¥93.38 lakh by the Taxpayer. However, the taxpayer claimed
TC for the revised amount instead of the amount filed in original return. Tax Authority
replied (July 2021) that the matter would be examined and notice would be issued and
action taken intimated to Audit.

On this being pointed out (June-September 2021), four Tax Authorities!'*® (in four
claims) replied (July-September) that the matter would be examined and reply would be
furnished to Audit. AC (ST), Agapura (in one claim) replied (July 2021) that notice
would be issued to the Taxpayer and action taken intimated to Audit. Two Tax
Authorities'®” (in two claims) replied (June-September 2021) that notices would be
issued to the Taxpayers for collection of the excess claims. AC (ST), Jeedimetla-II (in
one claim) replied (July 2021) that the taxpayer filed revised return due to mistake in
original return. Reply is awaited from AC (ST), Hyderguda-Ashoknagar in respect of
one claim.

Commissioner of Commercial Taxes replied (April 2022) that the proper officers were
instructed to take necessary action and submit report.

(F) Claim of Transitional credit without filing valid return

As per Section 140(1) of the Act, transition of credit from the legacy returns shall be
allowed only when the taxpayer had filed all relevant returns under the existing law for
the period of six months immediately preceding the appointed day. Section 9(2) of CST
Act read with Rules 23(1) and 23(6) of APVAT Rules, 2005 stipulates that the original /
revised CST return should be filed within a period of six months from the end of the
relevant month.

Audit observed in one claim'® involving ¥14.44 lakh, pertaining to Hyderguda-
Ashoknagar circle that the Taxpayer filed CST returns for the months of January 2017
to March 2017 after the expiry of due date for filing!®®. As the Taxpayer did not submit
the CST returns for the said months (which were covered in six months immediately
preceding the appointed day) within the respective due dates, allowing the transitional
credit is incorrect.

19SACs(ST) - Agapura, Hyderguda-Ashoknagar, Gowliguda-Osmangunj, Jeedimetla-II, Khairatabad-Somajiguda,
Nacharam-II, Tarnaka-1 and Sangareddy-I.

ACs(ST) - Agapura, Gowliguda-Osmangunj, Khairatabad-Somajiguda and Nacharam-II.

197ACs(ST) — Tarnaka-I & Sangareddy-I.

19M/s. Moswap Electronics Private Limited - GSTN: 36 AAICM9378G1ZW - TIN: 36104033572.

199 A fter completion of six months of relevant Tax periods.

196
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On this being brought (August 2021) to notice, the Tax Authority replied (August 2021)
that the returns under existing law were confined to VAT return only. Reply of the
Circle is not acceptable since the existing law includes CST Act also.

Commissioner of Commercial Taxes replied (April 2022) that the proper officers were
instructed to take necessary action and submit report.

2.16.6.5 Credit on duty paid stock-without invoices

As per sub- Section (3) of Section 140 of the Act, a taxpayer is allowed to avail input tax
credit in respect of inputs held in stock and inputs contained in semi-finished or finished
goods held in stock on the appointed day in respect of which he is not in possession of
any document evidencing payment of value added tax / entry tax. Further, as per sub-
Rules (1), (2) and 4(b) of Rule 117 of TGST Rules, 2017, such credit may be claimed by
filing TRAN 2 return, in addition to TRAN 1 return.

Audit observed in two claims given below that the Taxpayers claimed Transitional Credit
involving an aggregate amount of ¥34.16 lakh directly through TRAN 2 return without
declaring it in TRAN 1 return, contrary to the above Rules, which is considered as
incorrect.

Table 2.9: Transitional claims without declaring TRAN 1

1 Abids Basheeerbagh - Drive India Enterprise 36AABCDS5823E1ZY 23,59,236
Nampally Solutions Limited
2 Nizamabad Nizamabad Bajaj Agencies 36ABHPB6789P1ZV 10,56,953

On this being pointed out (July-September 2021), AC (ST), Basheerbagh-Nampally
replied (July 2021) that matter would be examined and notice would be issued calling for
TRAN-2 details. In respect of another claim, AC (ST), Nizamabad stated (September
2021) that issue would be examined and communicated to Central Authorities since the
taxpayer was allotted to Central Jurisdiction. Reply is not acceptable as the verification of
transitional credits should only be done by the tax authority which had legal jurisdiction
under the erstwhile law as per Para 12 of the departmental guidance note issued by CBIC.

Commissioner of Commercial Taxes replied (April 2022) that the proper officers were
instructed to take necessary action and submit report.

2.16.7 Conclusion

Audit of Transitional Credits (1,139 claims) revealed that the State Government had not
evolved a robust mechanism to verify the claims on risk basis, as evident from the fact
that nearly 43 per cent of sample claims of 5 (c) category were not verified by the
Department. The claims verified by the Department also suffered from deficiencies
regarding non-compliance of the provisions of the GST Act / Rules resulting in excess /
incorrect claims of ¥30.19 crore in 169 cases. As regards the claims not verified by the
Department, excess / incorrect credits aggregated to 325.61 crore in 155 cases.
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2.16.8 Recommendations

» Considering the possible deviations and high risks involved in ITC claims and also
the lapse of prescribed time limit of six years for VAT Audit, Department should
evolve a robust mechanism for verification of TC claims of high values on a risk
prioritised basis.

» Given the fact that CST assessment orders were finalized, action should be
initiated to review the claims of transitional credits with respect to the outcome of
CST orders, and notices should be issued to the Taxpayers on excess credit claims,
if any.

» Looking into the size of sample cases (1,139) test checked and number of
excess/incorrect claims noticed (324), Department may rigorously examine similar
cases not covered in the audit sample and take corrective action within a
timeframe. A database of such cases may also be maintained to monitor / rectify
the same.
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3.1 Tax Administration

The Registration and Stamps Department is Figure-3.1: Organogram
primarily entrusted with registration of documents

and is responsible for determining and collecting

stamp duty and registration fees on registration of l Principal Secretary }
various documents / instruments by the general

public.  The  Department also  enforces I Commissioner & Inspector ‘
administration of the Indian Stamp (IS) Act, 1899 General [RegiS;:ration&StampS]
apd the Reglstratlon Act, 1908, as: amended from Additional Inspector General
time to time and rules framed therein. (Registration & Stamps)

|
The Commissioner and Inspector General I Joint Inspector General ‘
(CIGRS), Registration and Stamps exercises (Registration & Stamps)

|

overall superintendence of all the registration
offices in the State. He is assisted by the region-
wise Deputy Inspector Generals. The District
Registrar (DR) is in-charge of the district and
supervises the work of Sub-Registrars (SR) in the

district concerned. The important functionaries of [ Sub Registrar ‘
the Department are depicted in the organogram

alongside.

[ Deputy Inspector General ‘
|

[ District Registrar ‘
|

3.2 Trend of receipts

Actual receipts from Stamp Duty (SD) and Registration Fees (RF) during the years
2016-17 to 2020-21 along with the total tax receipts during the same period is exhibited
in the following table.

Table 3.1: Receipts from Stamp Duty and Registration Fees
(R in crore)

Percentage of
actual receipts vis-

Variation Total Tax
Budget Actual Percentage :
Year . . Excess (+) / o receipts of
Estimates Receipts of variation

a-vis total tax

Shortfall (-) the State .
receipts
2016-17 4,292.00 3,821.66 (-)470.34 10.96 48,407.73 7.89
2017-18 3,000.00 4,202.46 (+)1,202.46 40.08 56,519.82 7.44
2018-19 4,700.00 5,344.04 (+)644.04 13.70 64,674.07 8.26
2019-20 6,146.00 6,671.05 (+)525.05 8.54 67,597.49 9.87
2020-21 10,000.00 5,243.28 (-)4,756.72 47.57 66,650.37 7.87

Source: Finance Accounts
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As seen from the above, while the total tax receipts of the State have increased by
37.69 per cent during the last five years, Stamp Duty and Registration Fees has increased
by almost the same percentage by 37.20 per cent.

3.3 Impact of Audit

During the last five years, Audit had pointed out misclassification of documents,
undervaluation, short levy of stamp duty and registration fee etc., with revenue
implication of ¥269.90 crore in 2,161 cases. Of these, the Department / Government had
accepted audit observations in 214 cases involving X1.22 crore and had recovered 0.65
crore in 162 cases. The details are shown in the following table:

Table 3.2: Impact of Audit of Stamp Duty and Registration Fees

(X in crore)

Cases Amount Cases Amount Cases Amount

2016-17 104 359 42.06 63 0.41 49 0.19
2017-18 122 504 50.97 53 0.52 15 0.17
2018-19 91 464 46.73 42 0.16 42 0.16
2019-20 94 584 95.72 30 0.07 30 0.07
2020-21 35 250 34.42 26 0.06 26 0.06

Total 446 2,161 269.90 214 1.22 162 0.65

3.4 Working of Internal Audit wing

Internal Audit provides a reasonable assurance of proper enforcement of laws, rules and
departmental instructions and this is a vital component of the internal control framework.
There is a separate Internal Audit wing in the Department. The team headed by District
Registrar (DR) / (Market Value and Audit) and Sub Registrar (SR) / (Market Value and
Audit) conducts audit of the offices of Sub Registrar as per audit programs drawn up
every month. The Deputy Inspector General (DIG) concerned supervises the progress of
audit. Audit reports are reviewed by the DIG and DR zone-wise / sub-zone wise.

Department had not furnished the details of Internal Audits conducted during the years
2019-20 and 2020-21 despite requests made at Government / Commissioner level
(December 2020 and July 2021).

3.5 Audit Methodology and Results of Audit

Registration is being carried out through a computerised system called ‘Computer Aided
Administration of Registration Department (CARD)’ in client server Architecture.

All the documents registered by SRs are scanned and uploaded to centralized server
chronologically and all the scanned image files of the documents are stored in central
server. As per Audit’s request to enable audit teams to download these documents for
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exercising prescribed checks, the Commissioner and Inspector General (Registration &
Stamps) facilitated audit users with access to image files of the documents.

Audit of Stamp Duty & Registration Fee receipts was conducted through a test check of
relevant records and transactional data in 109 out of 158 offices (68.99 per cent) in the
State during 2019-21 to gain assurance that the stamp duty and registration fees are
levied, collected and accounted for in accordance with the relevant Acts, Codes and
Manuals and the interests of the Government are safeguarded. These 109 offices were
selected based on quantum of revenue collected. Instances of non-levy or short levy of
duties / fees efc., in 834 cases involving an amount of 130.14 crore were noticed as
detailed in the following Table.

Table-3.3: Categories of Audit observations on Stamp Duty & Registration Fees receipts

(R in crore)

1 Short levy / Non-levy of Duties 584 100.66
2 Undervaluation of properties 62 6.93
3 Misclassification of Documents 57 14.31
4 Non-Registration of Compulsorily Registerable Documents 109 7.97
5 Incorrect exemption of Stamp Duty 7 0.07
6 Loss of Revenue 14 0.19
7 Other Irregularities 1 0.01

Total 834 130.14

During the years 2019-21, the Department accepted under-assessments and other
deficiencies in 60 cases amounting to X 16.72 lakh pertaining to previous years and
realised this amount during the year.

Audit observations are classified under seven broad categories (Table 3.3) and intimated
to respective Head of Department / auditee organisation for taking remedial action. There
may be similar irregularities, errors / omissions in other units under the department but not
covered in the test audit. Department may, therefore, examine all the units to ensure that
the taxes are levied as per provisions of the Act and Rules.

Significant cases of non-compliance with the provisions of the Acts / Rules by the
Registering Authorities (RA) in the cases brought out in the following paragraphs
including Detailed Compliance Audit Paragraph on ‘Functioning of Registration and
Stamps Department’ resulted in short realisation of Stamp Duty and Registration Fee of
%13.95 crore.
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3.6 Compliance Audit on ‘Functioning of Registration and
Stamps Department’

3.6.1 Introduction

The Department of Registration and Stamps of the Telangana State is responsible for (i)
Registration of various categories of documents relating to immovable properties and
agreements involving financial transactions (ii) Registration of Marriages, Chits, Firms
and Societies, etc., (iii)) Collection of Duties and Fees (Stamp Duty, Transfer Duty,
Registration fees, etc.) and (iv) Sale of Non-Judicial Stamp Papers, Special Adhesive
Stamps, etc. It functions under the overall administrative control of Revenue Department
headed by Special Chief Secretary (Revenue and Registration & Stamps) at Government
level. The Commissioner and Inspector General of Registration and Stamps is the head of
the Department and is assisted by Additional Inspector General and Joint Inspectors
General at Head office level and Deputy Inspectors General, 12 District Registrars and
129 Sub Registrars at field level.

The functions of the Department are mainly regulated under Indian Stamp (IS) Act, 1899
and Indian Registration (IR) Act, 1908.

3.6.2 Functional set-up

The functions of the Department are carried out through two Systems viz., Computer-
aided Administration of Registration Department (CARD) and e-Stamps.

CARD, which deals with the registration process of immovable properties became
operational in March 2002 and was upgraded in 2013 into Centralized Architecture called
CARD Centralized Architecture (CCA). CCA captures registration details from input
forms (manual) or through web enabled facility of Public Data Entry and
acknowledgement is generated in the system. Valuation of properties and duties payable
are automated through the system depending upon the nature of documents. The system
assigns specific document number to the registered document on completion of the
prescribed checks' by the registering authorities and the document is scanned and
uploaded to the Central Server.

e-Stamps, introduced in May 2016, is a computerized system for collection and
remittance of duties and fees (Stamp Duty, Transfer Duty, Registration fees, etc.) through
e-challans, duly integrating the core banking system of State Bank of India and the
existing CCA. National Informatics Centre (NIC) has developed both the systems and
maintains them. The workflow of the registration process through integration of CCA and
e-Stamps is given below.

! The Registering Officer would enquire as to whether such document was executed by the person by whom it purports
to have been executed; satisfy himself as to the identity of the persons appearing before him and alleging that they have
executed the document.
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) CCA Process B’ c-StampsProcess |

Presentation of Document Generate e-Stamp Challan (Dept.
(Input Form / Public Data Entry - online) Website)

Preliminary Scrutiny of Sub-Registrar & ‘
Acknowledgement

Select payment mode

Cash Receipt (Defacing of e-Challan) ‘ 3
- ‘ Online / Payment in Bank

Check slip generation / collection of
deficient payments

Capturing ot photos and thumb ‘
imprqssions

Aadhar and e-KYC verification ‘

Reverse Endorsement printing ‘

Enquiry of Sub-Registrar ‘

Scanning & Uploading of Document ‘

Return of Document ‘

3.6.3 Audit Objectives

A Compliance Audit of “Functioning of Registration and Stamps Department” in
Telangana State was conducted to assess:

o Extent of achievement of the objectives and efficiencies due to digitising the
operations by setting up two systems i.e., CCA and e-Stamps;

e  Whether provisions of relevant Acts, Rules, Government Orders and departmental
instructions were enforced / complied with by the Registering Authorities (RAs) and
the duties and fees were correctly assessed, levied and collected through CCA and
e-Stamps.

3.6.4 Audit Criteria

Audit Criteria were drawn from the following sources:

1. The Indian Stamp Act, 1899 and Rules framed thereunder;
. The Indian Registration Act, 1908 and Rules framed thereunder;
. Transfer of Properties Act, 1882;

2
3
4. Telangana Apartments (Promotion of Construction and Ownership) Act, 1987;
5. Indian Partnership Act, 1932;

6

. Government Orders and Amendment Orders issued from time to time; and
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7. Circular instructions issued by the Commissioner and Inspector General (Registration
& Stamps).

3.6.5 Audit Scope and Methodology

Audit of Functioning of Registration and Stamps Department was conducted between
July 2021 and October 2021 with the help of Computer Assisted Audit Techniques
(CAATSs). We analysed the data pertaining to CCA and e-Stamps furnished by the Office
of Commissioner and Inspector General (CIG), for the years from 2016-17 to 2019-20
during the period January - April 2021 using Interactive Data Extraction and Analysis
(IDEA). Preliminary observations from data analysis were categorised based on
Procedural lapses, System deficiencies and Money Value observations and summarised
office-wise?. These observations were further examined in detail in 25,472 documents?
extracted as sample from 35% (25 per cent) Registrar offices’.

An Entry conference was held with the Head of the Department on 26 July 2021 to
apprise the Department of the audit objectives, methodology and criteria. Audit findings
were discussed with the Department in the exit conference held on 15 March 2022 and
replies of the Department have been incorporated in the report.

Audit Findings
3.6.6 Project Implementation
3.6.6.1 Non-availability of relevant documentation

For seamless implementation of an Information Technology (IT) system, System / User
Requirement Specification (SRS), System Design Document (SDD), Service-Level
Agreement (SLA), Change Management, etc., are prerequisite documents.

We however, observed that the Department had neither formulated SRS and SDD nor
entered into SLA with the software developer for implementation of CCA and e-Stamps.
In the absence of structured approach and documentation, the Department could neither
directly monitor the development and implementation of the system nor ensure that all the
functions performed manually by the Department were incorporated in the computerized
system and that required changes were effected timely and effectively (as discussed in the
succeeding paragraphs).

The Department was largely dependent on National Informatics Centre (NIC) and other
service providers for implementation and monitoring of CCA and development of new
Modules. In addition, services were also taken from other private firms® towards

?Based on specific weights assigned to each category.

310 per cent of the total cases under each deviation or 25 cases whichever is higher.

“DRs Adilabad, Hyderabad South, Karimnagar, Khammam, Mahbubnagar, Ranga Reddy, Sangareddy and Warangal,
SRs Azampura, Doodhbowli, Gadwal, Golconda, Huzurnagar, Jadcherla, Kamareddy, Kapra, Karimnagar Rural,
Keesara, Kothagudem, Kukatpally, Kusumanchi, LB Nagar, Maheshwaram, Narsapur, Nirmal, Parkal, Peddapalli,
Sadasivapet, Shamshabad, Shankarpally, Siddipet, Warangal Fort, Yadagirigutta, Yellareddy and Yellandu.

SFrom a total of 141 Registrar offices in the State.

®Wissen Infotech Private Limited (for supply of hardware, installation, commissioning, maintenance and operations of
CCA), SIFY Technologies Limited (for facility management services relating to server administration and
management, database backup etc.,), M/s Bodhtree Consulting Limited (for provision of technical resources and
support of Tableau Software) and M/s Netxcell Limited (for call center facility).
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management of CCA. During 2016-17 to 2020-21, the Department incurred ¥50.22 crore
on implementation and management of CCA and e-Stamps.

Department informed (March 2022) during Exit conference that all the developments
made to the project after 2012 would be documented again.

Recommendation:

Government may consider formulating and documenting a well-defined comprehensive
IT plan.

3.6.7 Inadequacies in the Database
3.6.7.1 Gaps in Villages codes and Market Value Data

Rule 7 of Telangana Revision of Market Value Guidelines Rules, 1998 prescribes
Registers (in forms) for arriving at Market value for urban and rural properties. In respect
of urban properties, Form I’ and Form II® are prepared, while Form III” and Form IV!? are
prepared for rural properties and updated in the database. As per Circular'! instructions
of C&IG, when the market value rate for a survey number is not found in Form-1V, the
land rate of Form-III of the revenue village and habitation as per classification had to be
adopted. Hence, the names of Village, Mandal and SRO are vital fields in CCA database
while allotting codes to them. Data captured in all the Forms of Market value is required
to be correct and adequate to levy duties correctly.

a. Analysis of Village Master Data revealed that 14 village names were captured twice
with different Village Codes, including two villages of two test-checked Registrar
Offices'?. Six villages had duplicate names (spelt differently) with different codes
assigned to it. Higher market value rates assigned in Form-IV register for survey
numbers of agricultural lands of a village were not the same as those assigned to the
duplicate village. Accordingly, 22 documents were undervalued (335.57 lakh) due to
selection of duplicate villages at the time of data entry without higher market value
rates.

Department replied (March 2022) that they would examine the reasons for such
discrepancy and take necessary action if any loss of revenue was noticed.

b. Market values of rural properties with various classifications (details viz. wet / dry
land efc.,) available in Form III were not incorporated in Form IV in 17,686 cases in
sampled offices. Similarly, survey numbers and classification available in Form IV
were not incorporated in Form III in 46,094 cases and land (843 acres) abutting to
National Highway (NH) / State Highway (SH) was wrongly classified as dry
agriculture land in case of 778 sale deed documents. Accordingly, final chargeable

"Prescribes rates as per habitation and classification (residential and commercial) of property.

8Prescribes rates as per door numbers along with habitation and classification of the properties.

“Prescribes rates as per the habitation and classification (dry land, wet land, agricultural lands fit for house sites, land
abutting to National Highway, State Highway etc.) of land.

19Prescribes market value rates as per survey numbers associated with classification of land.

"1 CIG Circular Memo No. MV 1/8483/2013-2 dated 10 October 2013.

2In SR Narsapur ‘Chinnagottimukula Village —1742031° and ‘Chinnagottimukkala Village — 1742015; In SR

Kamareddy ‘Thimmakkapalle (1834006)’ and ‘Thimmakkapalle (1834019)’.
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value of the properties amounting to I49.13 crore was incorrectly computed in CCA
as per Check slips'® generated in 356 cases.

On a detailed scrutiny of 125 documents of sale deeds with agriculture land abutting
to NH / SH in seven'® test checked units, we noticed that there was short levy of
duties and fees of ¥27.33 lakh in 43 sale deeds.

Department replied (March 2022) that field offices would be asked to verify loss of
revenue due to wrong adoption of locality name or due to discrepancy in Form-III
and Form-IV values with respect to the documents pointed out in Audit.

c. Analysis of boundary details data with respect to the registered documents of all unit
offices revealed that urban land abutting to NH / SH in the boundaries was classified
as ‘residential property’ instead of ‘commercial properties'® resulting in
undervaluation of final chargeable value of ¥1,811.05 crore as per CCA market value
data in 101 cases.

d. Analysis of market value data in CCA showed zero values (68 Cases in Form I, 136
cases in Form II, 621 cases in Form III and 293 cases in Form IV) whereas the market
value rates as per Form I, II III and IV fixed by Market Value Committee were not
Zero.

Department stated (March 2022) during Exit conference that Form-III and Form-IV were
not relevant since each and every survey number is assigned with a money value in
Dharani'®. However, as the cases pointed out by Audit include details pertaining to Form-
I and Form-II, the same would be re-examined.

3.6.7.2 Gaps in Prohibited Properties Data

Prohibited Properties notified under Section 22A of the Registration Act 1908 are not to
be sold without de-notifying them on receipt of ‘No Objection Certificate’ from the
Revenue / Court authorities. As per Departmental instructions'’, Deputy Inspectors
General are responsible to reconcile the entries of prohibited list (Electronic and Manual)
of properties every quarter (January, March, June and September) with the SROs
concerned and report the status to CIG in January and June every year. As of March 2020,
%12.90 lakh properties were listed as prohibited in CCA.

Analysis / scrutiny of data relating to prohibited properties revealed the following:

3Check Slip is a computer-generated document containing the details of the executants, claimants, nature of the
document, description of property together with its boundaries, final taxable value of the property and duties payable.
1“DRs Adilabad, Mahbubnagar and Sangareddy; SRs Gadwal, Kukatpally, Nirmal and Warangal Fort.
15As per circular instructions (C&IG Circular Memo No. MV 1/8483/2013-2 dated 10 October 2013) one of the critical
parameters that would impact the Market Value was selection of classification of property as ‘residential or
commercial’. Circular Instructions (C&IG Memo. No. MV1/3079/04 dated 7 March 2004) were given to apply higher
value to properties on either side of roads.
1®Dharani is a digital platform created for the purpose of registration and effecting changes in record of rights of
agricultural lands under the Telangana Rights in Land and Pattadar Passbooks Act, 2020, which came into force from
29 October 2020.
17 CIG Circular Memo No. G1/19131/05 dated 14 September 2007.
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a. Complete details of door number, Survey / Sub survey / part number, extent, etc., of
prohibited properties were not captured!'®. Provision for capturing boundaries of the
prohibited properties or boundaries of the part of the prohibited property and
possession details were not available in CCA. Further, 598 (0.05 per cenf) out of
11.69 lakh agricultural prohibited properties were assigned with zero survey number.
Lack of such vital information poses problems in deciding the authenticity of the
property or part of property to be registered.

Department replied (March 2022) that they were the user department and the
information about prohibited properties were not provided by other Departments such
as Revenue, Endowment, Wakf ezc., as per prescribed format. Reply is not acceptable,
as the prohibited list provided by Revenue Department contained description of

boundaries of properties, which could not be captured, due to lack of provision in
CCA.

b. CCA accepts parts of prohibited properties for registration even though full survey
number was shown as prohibited as per the list of prohibited properties, which poses
the risk of prohibited properties being registered.

Recommendation:

Government may consider making provision in the CCA system for capturing accurate
and complete data by enforcing input controls and validation checks to minimise
manual interventions.

3.6.8 Non-mapping!? of Business Rules
3.6.8.1 Change in status of Gram Panchayat to Municipality

As per the proceedings®® of C&IG, properties falling under Municipalities, Corporations,
Nagar Panchayats, Major Gram Panchayats and Minor Gram Panchayats have different
structural rates. As per Government Order’! (August 2018) various Gram Panchayats
were merged to form new Municipalities with effect from 1 August 2018.

We noticed that change in status of Gram Panchayat to Municipality was not mapped in
CCA, as observed from the data pertaining to registered sale deeds having structural value
rates (for the period August 2018 to March 2020) in the villages falling under newly
formed municipalities of 64 registrar offices. As a result, Check Slips were generated
with undervaluation of ¥51.77 crore in 1,323 cases.

Department replied (March 2022) that the field offices would be asked to collect the
deficits if any due to non-mapping of the villages to municipality / corporation as on the
date of registration.

8Survey numbers were not captured in 598 rural properties and 42,149 urban properties. Door numbers and plot
numbers were not captured in 465 out of 42,149 urban properties. Extent was not captured in 4,52,815 rural
properties and 84,650 urban properties.

YMapping of business rules means provisions of the applicable Act, Rules made thereunder, and instructions issued by
the Government from time to time are incorporated into the IT system.

WC&IG proceeding No. MV6/12658/2012 dated 2 February 2013.

21G.0.Rt. No. 627 dated 1 August 2018 of Municipal Administration and Urban Development (MA.1) Department.
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3.6.8.2 Incorrect adoption of structure rates

As per the Departmental proceedings®? (February 2013), construction rates of structures
and buildings were revised and higher rates were applicable to the constructions in the
villages falling under the jurisdiction of Hyderabad Metropolitan Development Authority
(HMDA).

Data Analysis of registered sale deeds for the period 2016-20 revealed that there was
undervaluation in the chargeable value worth 2120.90 crore in 669 check slips due to
non-adoption of higher structure rates.

Short levy of duties and fees amounting to ¥6.66 lakh was noticed in 32 out of 81 sale
deeds examined in detail in five?? test-checked units.

Department replied (March 2022) that all villages were correctly mapped and
computation was done by the system from 22 July 2021. However, field offices would be
asked to check deficit in the cases pointed out in Audit.

3.6.8.3 Incorrect valuation of Apartments / Buildings

As per Departmental Circular?* (February 2014) ‘Composite Value’ was to be applied
only for the schedule of properties which are acknowledged as Apartment. In case of an
unfinished Apartment or land, valuation is based on old system of adopting the total value
of the structure rate and land cost which is calculated separately.

Data analysis of the structure and schedule details of the registered documents revealed
that the structure rates were adopted in 1,233 cases instead of composite rates of sale
deeds in respect of finished Apartments, resulting in undervaluation in chargeable value
0fX83.91 crore. Short levy of duties and fees of 35.04 lakh was noticed in 24 out of 120
sale deeds of nine® test-checked units.

Department replied (March 2022) that NIC was asked to find out any technical issues in
picking up the composite rates fixed for any locality. If there was any technical issue in
CCA in capturing the locality and proper value, the same would be addressed. Field
offices were asked to submit report on the cases pointed out in Audit.

3.6.8.4  Lack of provisions for delayed registration of documents

As per Section 23 of the Registration Act, 1908, no document other than a “Will” shall be
accepted for registration unless presented for that purpose to the Proper Officer within
four months from the date of its execution. Further, Section 34 read with Rule 38 of
Registration Rules prescribes a fine for delay in presentation or appearance. Audit
observed the following:

a) Data Analysis revealed delay in registration beyond the permissible period of four
months in 5,265 cases with consideration value of 3706.07 crore. Of this, 1,304
cases of %164.23 crore were registered beyond 240 days, without assigning

22CIG proceeding No. MV6/12658/2012 dated 2 February 2013.

2DRs Hyderabad South and Sangareddy, SRs L B Nagar, Narsapur and Shankarpally.

24CIGs Circular Memo No.MV1/8483/2013 dated 6 February 2014.

2DRs Karimnagar, Khammam, Hyderabad South, Rangareddy, Warangal and SRs Huzurnagar, Kapra, L B Nagar and
Warangal Fort.
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justification. However, there was no provision in CCA to identify such delays and
compute fines leviable on the delayed presentation automatically. The fine leviable
on such delays worked out to ¥2.46 crore. Non-levy of fine amounted to 25.54 lakh
in 161 out of 675 documents scrutinised in 28%° test-checked units. In 22 cases,
though the delay was more than 240 days, the documents were registered.
Department accepted (March 2022) the facts and stated that necessary changes were
being made in CCA for stopping the transaction unless condonation orders were
received for the delay and payment of proper fine as per law were available.

b) Data Analysis further revealed that the date of purchase of stamp paper was after the
date of execution of the documents in 13,077 cases worth %1,652.79 crore of
consideration value, while in 850 cases valuing 3140.93 crore, date of purchase of
Stamp paper was after the presentation of documents in violation of Rule 26 (h) of
Registration Rules. Regarding 722 cases checked in 31?7 test-checked units, date of
purchase of stamp paper was after the date of execution of the documents in 68 cases
with consideration value of 211.28 crore and in three cases of 34.39 lakh, date of
purchase of Stamp paper was after the presentation of the documents. It was further
noticed that 15 documents were not executed on stamp papers. Even then, stamp
paper purchase date was entered in CCA data.

Department accepted (March 2022) the facts and assured compliance in CCA.

Recommendation:

Government may consider ensuring a systematic and documented methodology for
mapping of business rules in accordance with the provisions of Acts / Rules.

3.6.9 Continuity of Manual system
3.6.9.1 Non-adoption of earlier higher value of the same property

Departmental proceedings® issued in August 1990 stipulate that in case, higher value is
adopted for a particular property in an earlier transaction, the same value would be
applicable for the purpose of chargeability of duty for any future transaction relating to
that particular property.

Data analysis of documents consisting of land without structures registered during the
period 2016-17 to 2019-20 revealed that CCA accepted the consideration value as
declared in the documents in 7,279 cases, which was less than the value adopted in the
earlier transaction of the properties and resulted in undervaluation of final chargeable/
taxable value of ¥703.55 crore. Due to lack of automation by mapping the business rules
with the system, manual register is used for the purpose. Short levy of duties and fees of

2DRs Adilabad, Hyderabad South, Khammam, Mahbubnagar, Ranga Reddy, Sangareddy and Warangal; SRs
Azampura, Doodhbowli, Golconda, Jadcherla, Kamareddy, Karimnagar Rural, Kothagudem, Kukatpally, Kusumanchi,
LB Nagar, Maheshwaram, Narsapur, Parkal, Peddapalli, Sadasivapet, Shamshabad, Shankarpally, Siddipet, Warangal
Fort, Yadagirigutta and Yellareddy.

YDRs Adilabad, Karimnagar, Khammam, Mahbubnagar, Ranga Reddy and Sangareddy and SRs Azampura,
Doodhbowli, Gadwal, Golconda, Huzurnagar, Jadcherla, Kamareddy, Kapra, Karimnagar Rural, Keesara, Kukatpally,
Kusumanchi, LB Nagar, Maheshwaram, Narsapur, Nirmal, Parkal, Peddapalli, Sadasivapet, Shankarpally, Siddipet,
Warangal Fort, Yadagirigutta, Yellareddy and Yellandu.

BC&IG’s Proceedings No. Lr. No. MV 1/20363-A/90 dated 10 August 1990.
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¥75.28 lakh was noticed in 230 out of 845 copies of sale deeds examined in detail in 33%
test-checked units.

Department replied (March 2022) that the field offices were asked to check each and
every case.

3.6.9.2  Non-mapping of provisions under Section 47-A of Indian Stamp Act
in CCA

Section 47-A of the IS Act provides that registering officer may refer any instrument to
higher authorities for determination of true market value of the property. We noticed that
CCA did not have any module / provision to watch the cases referred under Section
47-A%. As per the information provided by Department, 318 cases referred under 47-A to
C&IG for disposal of cases were kept pending; and 76 cases (April 2006 to March 2020)
of District Registrar, Rangareddy to C&IG remained non-traceable as of November 2021.

We further noticed that 188 cases were referred by registering authorities to higher
authorities with a delay ranging from eight to 858 days against the prescribed time limit
of seven days as per Departmental instructions®'. Final orders were passed in 122 cases
with delay ranging from 46 days to 1,519 days as against 45 days prescribed to determine
the Market Value. An amount of %1.02 crore was pending collection from the parties of
the cases referred under 47-A for the period from 2016-17 to 2019-20.

Department replied (March 2022) that Section 47-A was being amended and as per
amendment, there would not be any scope for reference for determination of Market
Value by the Collector. Department, however, did not offer any specific reply to the cases
pointed out by Audit.

3.6.9.3  Manual intervention in the process of registration

Department is still resorting to manual intervention in the process of registration of
Development Agreement cum General Power of Attorney (DGPA), Development or
Construction Agreement, Lease Deeds, License Deeds, Re-conveyance Deeds, Partition
Deeds, Assignment Deeds etc. Further, License Deed is not even included in the
transactions list even though such deeds are registered.

As per CCA data, the above deeds accounted for six per cent (3,28,042 out of 54,05,903)
of total documents registered during the years 2016-17 to 2019-20.

a. Duties on DGPA deeds are levied on cost of land or cost of construction, whichever is
higher. In the check slip, the land cost is calculated and shown in the field ‘Land Cost’
and the cost of construction in ‘Structure Cost’ field. The system is not auto capturing
higher of land cost or the structure cost. We noticed that land cost calculated by the
system was again manually corrected by putting negative figures in ‘Other Property’
field (so that system picks cost of construction for levy of duties since it is higher).

DRs Adilabad, Hyderabad South, Karimnagar, Khammam, Mahbubnagar, Ranga Reddy, Sangareddy and Warangal,
SRs Azampura, Doodhbowli, Gadwal, Golconda, Huzurnagar, Jadcherla, Kamareddy, Kapra, Karimnagar Rural,
Keesara, Kothagudem, Kukatpally, Kusumanchi, LB Nagar, Maheshwaram, Narsapur, Nirmal, Peddapalli,
Sadasivapet, Shamshabad, Shankarpally, Siddipet, Warangal Fort, Yadagirigutta and Yellareddy.

3Instruments referred to the Commissioner for determination of Market Value.

31C&IG, R&S Circular Memo No. G1/576/2013 dated 10 April 2013.
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Thus, the ‘Other Property’ field can be manipulated in any manner to arrive at
chargeable value.

We noticed short levy of duties and fees of X12.48 lakh due to incorrect adoption of
chargeable value in seven out of 97 DGPA deeds in four*? test-checked units.

Department during exit conference stated that the cases pointed out in Audit would be
re-checked.

b. In respect of Lease Deed, the crucial field relating to calculation of Average Annual
Rent (AAR) was not automated. The AAR has to be manually calculated and entered
into system to compute the duties leviable. Short levy of duties and fees of X2.19 lakh
was noticed in two>* out of 28 Lease Deeds examined in SR, Warangal Fort.

Thus, CCA is not completely automated in assessment of duties in the above types of
document classifications, paving the way for manual intervention that gives discretion to
Registering Authorities.

Department accepted the observation and stated (October 2021) that they were in the
process of developing fool proof modules through NIC for DGPA, Lease, Licence,
Re-conveyance Deeds, Partition Deeds and all other documents which are now registered
under post manual method.

3.6.9.4  Incorrect generation of Check Slips and manual intervention in arriving
at the Chargeable Value

As per Rule 227 of Registration Rules, details of complete registration, generation of
Check Slip** and the receipt of payment shall be verified by the Registering Officer with
reference to the original document to satisfy himself as to the compliance with the
provisions of the Act, Rules and the Standing Orders and the adequacy of the Stamp Duty
paid.

Data analysis of registered documents revealed the following:

a. Check Slip valuation was prepared manually to arrive at the final chargeable value in
7,91,976 cases (15 per cent) out of 54,05,903 cases in all the Registering offices of the
State. A table showing inconsistent input data in the check slips due to lack of
validation controls which necessitated manual intervention is given below:

Table 3.4: Inconsistent input data

Type of inconsistent input data No. of errors noticed in all No. of errors noticed in
errors ROs sampled ROs
Land rates shown as 0 2,02,099 73,191
Land extent shown as 0 23,807 13,146
Consideration value is 0 2,53,176 97,449
Market value is 0 75,064 31,120

32SRs Huzurnagar, Kapra, Siddipet and Yadagirigutta.

33262 and 214 0f 2019 (period was incorrectly taken).

34Check Slip is a computer-generated document containing the details of the executants, claimants, nature of the
document, description of property together with its boundaries, final taxable value of the property and duties payable.
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b. Check slips in respect of exemption cases on certain class of documents such as
‘Mortgage in favour of public institutions’, ‘Gift settlement in favour of Local Bodies’
and ‘Conveyance Deed’ executed by the Government were not correctly generated
showing the correct Stamp Duty payable.

Lack of validation controls necessitated manual intervention, which ultimately resulted in
mismatch between Check slips and e-Stamps® data (payments), leading to non-
compliance with the Registration Rules.

Department replied (March 2022) that many documents which were earlier in post
manual option were brought to the CCA in June 2020. All other documents like DGPA,
lease, license, reconveyance would be brought under CCA.

3.6.10 Incomplete transactional data capture

We analysed the data of 54,05,903 registered documents and observed that the
Registering Officers did not ensure capturing of required mandatory data / documents as
discussed in succeeding paragraphs.

3.6.10.1 Incomplete description of Property

Data Analysis of schedule of properties of registered documents pertaining to all unit
offices revealed that main survey numbers of agricultural properties were not captured in
1,484 cases (consideration value of ¥41.15 crore). Further, in 11,73,268 cases of
consideration valuing I42,733.57 crore, survey numbers of the neighbour’s property were
not captured. Further, the boundary descriptions contain terms like ‘Neighbour’s house’ /
‘Neighbour’s property’ etc., in 38,851 cases involving consideration value of ¥10,460.16
crore.

Detailed scrutiny of 1,671 documents of the above discrepancies in 34 test-checked
units, confirmed the fact of non-capturing of survey numbers in 21 documents. In 917 out
of 943 cases, survey numbers of the neighbour’s property were not mentioned in the
documents. Boundary descriptions contained terms like ‘Neighbour’s house’ /
‘Neighbour’s property’ etc., in 733 documents. These errors indicate that these documents
would not have been correctly assessed to duty.

During exit conference, department assured that the details provided by audit would be
verified.

3.6.10.2 Lack of identification details

CCA is facilitated to capture the details of PAN Card, Aadhar, Form 60, Photo Taken
etc., of the parties involved during the registration of documents.

Data Analysis revealed that the details of PAN and Form 60 in 24.13 lakh cases and
photographs of the parties in 1.46 lakh cases were not captured (kept blank or indicated

35A new system for collection of Duties through e-Challans generated from the web application e-Stamp Module of the
Department introduced with effect from 11 April 2016.
3DRs Adilabad, Hyderabad South, Karimnagar, Khammam, Mahbubnagar, Ranga Reddy, Sangareddy and Warangal;
SRs Azampura, Gadwal, Golconda, Huzurnagar, Jadcherla, Kamareddy, Kapra, Karimnagar Rural, Keesara,
Kothagudem, Kukatpally, Kusumanchi, LB Nagar, Maheshwaram, Narsapur, Nirmal, Parkal, Peddapalli, Sadasivapet,
Shamshabad, Shankarpally, Siddipet, Warangal Fort, Yadagirigutta, Yellareddy and Yellandu.
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‘N’). Further, Aadhaar authentication was not done with UIDAI portal in 86.78 lakh
cases.

On detailed scrutiny (between July and October 2021) of 3,070 documents of the above
observations in 34%7 test-checked units, we confirmed that PAN and Form 60 were not
captured in 68 out of 73 cases, Photographs were not captured in 109 out of 1,013 cases
and UIDALI verification was not done in 706 out of 990 cases.

Though the department stated that the photographs were captured and stored separately,
we could not verify the same in the database. It was further stated that the Department
was contemplating to introduce Radio buttons to capture PAN and Form 60 details
electronically.

3.6.10.3 Requirement of quoting PAN under Income Tax Rules not fulfilled

Data Analysis revealed that PAN was not quoted in 32,135 deeds out of 6,13,292 sale
deeds of immovable properties worth X10 lakh and above registered during April 2016 to
March 2020 in contravention to Rule 114B of Income Tax Rules. Out of above, 6,813
properties were of value ¥30 lakh and above and required to be forwarded to IT
Department for scrutiny. Non-indication of PAN had, thus defeated the very purpose of
scrutiny.

Department replied (March 2022) that instructions regarding obtaining PAN would be
reiterated for effective implementation.

3.6.10.4 Non-submission of enclosures to the documents

As per the instructions of C&IG*¥(2012), enclosures such as Approved Plan by local
bodies / authorities are required to be furnished along with various types of documents.
Further, as per circular memos of C&IG*® (October 2007 and February 2014), it was
made compulsory to submit photograph of property for verifying the stage of construction
and site by the executants.

Data Analysis revealed that enclosure details were not captured in 19,56,199 out of
84,13,447 cases during 2016-20. Also, the Approved Plan in 0.70 lakh documents,
Identity proof in 3,005 cases and Building / property photo in 6,692 documents were
shown as not attached in CCA.

On detailed scrutiny (between July 2021 and October 2021) of 1,025 documents in 29
test-checked units, we observed that approved plan was not available in 431 out of 467
documents, Identity Proof was not attached in two out of 225 documents and Building /
property photo was not enclosed in 300 out of 333 documents. This indicated that CCA

3'DRs Adilabad, Hyderabad South, Karimnagar, Khammam, Mahbubnagar, Ranga Reddy, Sangareddy and Warangal;
SRs Azampura, Doodhbowli, Gadwal, Golconda, Huzurnagar, Jadcherla, Kamareddy, Kapra, Keesara, Kothagudem,
Kukatpally, Kusumanchi, LB Nagar, Maheshwaram, Narsapur, Nirmal, Parkal, Peddapalli, Sadasivapet, Shamshabad,
Shankarpally, Siddipet, Warangal Fort, Yadagirigutta, Yellareddy, Yellandu.

3C&IG Memo No. LAR-1/10094/2012 dated 25 October 2012.

PC&IG Memo No. MV6/11338/2007 dated 15 October 2007 and C&IGs Circular Memo No.MV1/8483/2013
dated 6 February 2014.

“DRs Adilabad, Hyderabad South, Khammam, Mahbubnagar, Ranga Reddy, Sangareddy and Warangal; SRs
Doodhbowli, Gadwal, Golconda, Huzurnagar, Jadcherla, Kamareddy, Kapra, Keesara, Kothagudem, Kukatpally, LB
Nagar, Maheshwaram, Narsapur, Nirmal, Parkal, Peddapalli, Sadasivapet, Shamshabad, Shankarpally, Warangal Fort,
Yadagirigutta and Yellareddy.
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was not populated with the correct and required data which was available in the physical
form in the units.

We noticed short levy of duties of 32.12 crore in nine out of 186 DGPAs in five*! test-
checked units due to suppression of proposed built up area of the proposed construction,
despite specific clarification that the registering officers shall invariably obtain copy of
sanctioned plan or proposed plan of the building from the parties.

Department replied (March 2022) that list of enclosures in the CCA is to enable the DEO
/ SR to check whether any required document was furnished during registration. It was
further stated that feedback would be obtained from the field and a Standard Operating
Procedure would be prescribed to cover all aspects of registration.

3.6.10.5 Online submission of applications and documents through Public Data
Entry (PDE)

C&IG vide Circular No.CARD/1/240/2107 dated 20 July 2017 decided that it shall be
mandatory for the parties to file applications online in respect of all types of documents
for registration through Public Data Entry and CCA has been modified to that extent.

Analysis of CCA data of registered documents revealed that Sale, Gift, Mortgage and
Lease (along with all sub applications of them) documents which were mandatorily*?
required to be submitted through online (PDE), were accepted manually, in respect of
19,59,086 (54 per cent) cases out of 36,42,768 cases during the period July 2017 to
March 2020.

Department replied (March 2022) that PDE was never made mandatory. However,
department’s endeavor was to encourage PDE route so that data entry would be more
accurate and time spend by the parties in the office was substantially reduced. Reply is
not acceptable as it contravenes the Circular Instructions of the C&IG regarding
mandatory submission of applications through online.

3.6.11  Internal controls
3.6.11.1 Lack of post facto inspection details in CCA

We noticed that there was no separate module in CCA to enter and watch the cases of
post-facto inspections stipulated under Telangana Stamp (Inspection of Properties) Rules,
1998. During 2016-17 to 2019-20, objections amounting X10.73 crore were raised on
post-facto inspections under the jurisdiction of six Deputy Inspectors General (DIGs),
which was yet to be collected from parties concerned. Further scrutiny of records at
C&IG and 35 test-checked offices revealed that document wise and the SR office wise
post-facto inspections conducted during the period 2016-17 to 2019-20 were not
available.

Department accepted (March 2022) the audit suggestion to develop a module for post
facto inspection.

“'DR Rangareddy and SRs Azampura, Shankarpally, Shamshabad and Siddipet.
42Vide C&IG Circular dated 20 July 2017.
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3.6.12 e-Stamps Module

As per Government Orders®® (January 2016), Registration and Stamps Department
introduced e-Stamps module with effect from 11 April 2016 for online collection of
Duties through e-Challans. e-Challan is generated as an acknowledgement in case of
online payments and gives payment advice after making payment. As per Department
Users’ Guidance Manual on e-Stamps, the usage of e-Challans is mandatory for making
payments above 1,000 for registration of documents by the citizens.

3.6.12.1 Gaps in collection and utilisation
A. Excess collection of Registration Fees and Transfer Duty

As per Government Orders** (August 2013) the rate of Registration Fees (RF) was
revised and fixed with a ceiling in case of instruments of Gift, Agreement of Sale-cum-
General Power of Attorney (AGPA), Development Agreement-cum-General Power of
Attorney (DGPA) etc. Further, Transfer Duty (TD) was not leviable in respect of
instruments of Settlement, DGPA etc.

Data Analysis of e-Stamps Data of all the sampled offices revealed that in 13,762 cases,
RF collected was more than the ceiling fixed on documents of Gift, AGPA, DGPA efc.,
registered during 2016-17 to 2019-20. Similarly, TD was collected on instruments of
settlement, DGPA efc., registered during 2016-17 to 2019-20 in 3,966 cases although the
same was not leviable. In all these cases payments were made through e-Stamps resulting in
excess collection of RF and TD, which worked out to ¥12.81 crore in 17,218 documents.

Detailed scrutiny (between July and October 2021) of 2,500 documents of Gift, AGPA,
DGPA etc., in 34% test-checked units revealed excess collection of ¥1.36 crore towards
RF and TD in 1,521 documents. This indicated absence of validation controls in e-Stamps
module.

Department replied (March 2022) that when parties use PDE module, the duty and fee are
automatically calculated in the e-Stamps module. However, when parties were not using
PDE, they used to enter duty and fee voluntarily more than what is required statutorily, in
e-Stamps module. Reply is not acceptable as required validations were not incorporated
in e-Stamps module, to avoid excess payments.

B. Collection of Transfer Duty without provisions in Act

The Telangana Panchayat Raj Act, 2018, which came into force in April 2018 did not
contain any provision for collection of duty on transfer of immovable properties falling
under the areas of Panchayats, as against a provision to levy duty that existed in the
earlier Act*.

Data analysis revealed that transfer duty was being collected on the registered documents
involving transfer of properties in the areas falling under the Telangana Panchayat Raj
Act. As of March 2020, ¥80.91 crore was collected towards transfer duty, in spite of there

4G.0. Rt.No. 18 dated 8 January 2016 of Revenue (Registration) Department.

#G.0.Ms. No 463 Revenue (Regn-I) Department dated 17 August 2013.

“DRs Adilabad, Hyderabad South, Karimnagar, Khammam, Mahbubnagar, Ranga Reddy, Sangareddy and Warangal
and SRs Azampura, Doodhbowli, Gadwal, Golconda, Huzurnagar, Jadcherla, Kamareddy, Kapra, Karimnagar Rural,
Keesara, Kothagudem, Kukatpally, Kusumanchi, LB Nagar, Maheshwaram, Narsapur, Nirmal, Parkal, Peddapalli,
Sadasivapet, Shamshabad, Shankarpally, Siddipet, Warangal Fort, Yadagirigutta and Yellareddy.

46Section 69(b)(i) of The Telangana Panchayat Raj Act, 1994,
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not being any provision in the Act.

Department replied (March 2022) that TD had been subsumed in the Registration Fee and
Table of Fee has been amended in respect of documents which fall under Gram

Panchayats. Reply is not acceptable, as the revision of rates came into effect only from
September 2021.

C. Use of e-Challan in document registration

The e-Challan used for document registration should be defaced*’electronically by SR
after rendering service to prevent it from being misused. Further, the e-Challans not
utilised for more than six months* are to be automatically defaced by the system (CCA).
Reports on the utilised e-Challans against a document are generated by the system (CCA).
The receipt of payments through various sources such as e-Stamps Challan, cash, demand
drafts and treasury challans are generated in CCA.

Data relating to registration of documents (where duties payable were more than 350,000)
was cross checked with e-Stamp data for the period 2016-2020. Our analysis revealed the
following:

a. In 11,538 registered documents, payments were not made through e-Stamps
challans. Out of these,18 documents did not contain CCA generated receipts. In
the remaining documents, the duties and fees payable as per CCA (Check slip)
varied with the duties and fees paid as per receipts generated in 6,967cases.

b. In 69,467 registered documents, duties and fees payable as per CCA (check slip)
were more than the duties and fees paid as per receipts generated with difference
of I804.31 crore.

On scrutiny (between July and October 2021) of 1,673 documents of test check cases, the
following discrepancies were noticed:

» Cash above 1,000 was accepted in 1,144 documents (36.84 crore) towards
payments of duties and fees.

» In 46 out of 529 test checked documents, challans amounting I54.46 lakh were not
defaced with the document but it was auto defaced or defaced with another check
slip or document / defaced with check slip of other office check slip.

» 105 registered documents contained multiple e-Challans valued I32.37 lakh.
However, the e-Challans were not relevant to the document, as they pertained to
different remitter, executant and claimant. This rendered these challans invalid to be
accepted.

» The same set of Aadhaar numbers or PAN numbers were captured against different
individual remitters which poses risk in identification of remitter and authentication
in case of refunds.

Department replied (March 2022) that cash, bank challans and treasury challans were
accepted in the initial days of e-Stamps i.e.,, 2016. They also accepted that in certain
cases, field staff mistakenly tagged different check slips for the e-Stamps resulting in

#’Defacing means utilising the e-Challan amounts by assigning the relevant e-Challan to specific document / specific
services.
4G.0.Ms.No178(5(vii)) Revenue (Registration I) Department dated 5 August 2017.
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defacing with wrong Check Slip number. However, they had made manual endorsement
properly. Reply is not acceptable as accepting cash above 1,000 after the year 2016, and
even auto-defaced challans tagging with different registered documents would give scope
for risk of misuse of e-Challans.

D. Franking Machine and Stamp Vendor Challans

Franking Machine (FM)* and Stamp Vendor (SV) challans, paid through online or
offline (bank branch) by the licencee, are to be produced to the concerned DR / SR for
loading of Franking Machine or issue of stamps. After loading, the DR / SR shall deface
the challan in the system by feeding the details of indent number and date of loading /
issue and make necessary entries in the relevant registers.

We observed that CCA had no provision for automatic updating of franking machine
accounts or Stamp Accounts against defacing of SV challans, as they were manually
entered / maintained. Analysis of FM challans revealed that in 15 cases the indent date
mentioned was after the defaced date of challans and therefore were not in chronological
order. A similar analysis of SV Challans revealed that in 116 cases the indent date was
mentioned after the defaced date of challans and therefore were not in chronological
order. 64 challans were not defaced / auto-defaced in the system.

Department replied (March 2022) that they would explore automation for loading of FMs.
Also, they would design a simple form for issue of stamps to Stamp Vendors so that the
information would be in the system.

3.6.12.2  Refunds in e-Stamps
A. Inconsistencies in Data and processing mechanism

As per Government Orders>’(August 2017), claims for refund of e-Challans / duties and
fees are to be submitted to the jurisdictional District Registrar. The time limit prescribed
for utilisation of payments made through e-Stamps by the same party is six months.
Claims of refunds for a period beyond six months shall be considered by the C&IG. As
per Government Order’! (May 2018), District Registrar should verify the details such as
name of remitter, his PAN /Aadhaar Card, mobile number, names of the executant
/claimants, nature of instruments, stamp duty, transfer duty, registration fees efc., and
satisfy that e-Stamps receipt is genuine and the amounts paid through this receipt are not
utilised in any manner.
Analysis of 12,362 cases of e-Challan Refund data for the period 2016-20 revealed the
following:
» Refund order date mentioned was prior to the date of refund request in 718 cases,
while no Refund order date details were captured in five cases and in two cases
incorrect dates>? were captured.

“Franking Machine is a machine used to stamp an official mark on a document to indicate that duties/fees has been
paid.

9G.0.Ms.No.178 Revenue (Registration I) Department dated 5 August 2017.

31G.0. Rt.No. 92 Revenue (Registration-I) Department dated 9 May 2018.

2Year captured as 2019.
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Department replied (March 2022) that they were due to clerical errors and there was
no loss of revenue. Reply is not acceptable as the system did not have proper
validation controls to check the clerical errors.

» In 2,863 cases there were delays in processing / sanction of refunds after refund
requests were received and the delay ranges from 61 to 1,230 days.

Department replied (March 2022) that delays were due to administrative issues like
holidays efc. Reply is not acceptable as such huge delays cannot be attributed to
holidays alone.

B. Non-deduction of Transfer Duty and Stamp Duty

As per refund policy, refund claims of duties are sanctioned by District Registrar (DR)
after deducting 10 per cent of stamp duty and transfer duty. Analysis of refund data
revealed that refund was sanctioned without deducting 10 per cent of stamp duty and
transfer duty in 80 out of 7,619 e-Stamps Challans. This resulted in excess refund of
%1.93 lakh.

3.6.13 Conclusion

CCA was rolled out in 2013 to ensure the effective replacement of the manual system of
calculation of duties, indexing, accounting, reporting, copying and filing of documents.
However, it lacked structural approach in conceptualisation as System Requirement
Specification and System Design Documents were not formulated. As a result, there were
shortcomings in mapping of certain business rules into the system which resulted in short
/ non-levy of duties, on account of undervaluation of properties. Absence of systematic
and documented change management mechanism resulted in short levy of duties and fees
disregarding Government instructions. Lack of validation controls were evident from
continuation of manual intervention in application of market value rates and computation
of duties, authentication of parties and documents supporting the registration. Detailed
scrutiny of 1,456 registered documents revealed underassessment valuing 33.44 crore in
347 documents due to incorrect mapping of data, lack of change management system and
clerical errors. As these are only illustrative, State Government may look into similar
cases for detection of possible underassessment.

The e-Stamps Module was developed with an objective of collecting the dues online.
However, this system also suffered from deficiencies resulting in excess collection of
duties, incorrect mapping of e-Challans to documents efc. Lack of validation controls in
identification of the remitters coupled with incorrect data rendered the process of Refund
claims unreliable.

3.6.14 Recommendations

» Government may consider formulating and documenting a well-defined
comprehensive IT plan.

» Government may consider making provision in the CCA system for capturing
accurate and complete data by enforcing input controls and validation checks to
minimise manual interventions.

» Government may consider ensuring a systematic and documented methodology
for mapping of business rules in accordance with the provisions of Acts / Rules.
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3.7 Short levy of Registration Fee on instruments creating
‘Paripassu’ charge

Paripassu is a latin phrase which means “equal footing”. Paripassu charge means that
when a borrower company goes into dissolution, the assets over which the charge has
been created will be distributed in proportion to the lenders’ respective holdings.
Paripassu Agreements come into existence when an industrial firm / company obtains
credit facilities from more than one financial institution by offering securities on
Paripassu basis in the form of ‘Simple Mortgage’, ‘Mortgage by Deposit of Title Deeds’
and ‘Hypothecation of Immovable Properties’.

Government®® had prescribed levy of Registration Fee (RF) at 0.5 per cent on the amount
of loans secured by instruments which create charge on Paripassu basis.

During the test check (between May 2018 and September 2020) of the registered
documents in the offices of District Registrar, Sangareddy and Sub Registrar Office,
Shankarpally, we noticed that in respect of three documents, the Registering Officer
collected Registration Fee of ¥ 10,000 each instead of charging the fee at 0.5 per cent on
the loan amount of ¥673.46 crore. This resulted in short levy of registration fee of
%3.36 crore.

District Registrar, Sangareddy replied that the document was only Memorandum of entry
related to recording of Deposit of Title Deeds. The reply is not acceptable as the recitals of
the document clearly mentioned that there was a charge involving paripassu.
Sub Registrar, Shankarpally accepted the audit observation in one case and in other case
assured detailed reply.

The matter was referred to the Government (July 2021 and October 2021). Reminders
were issued in January 2022 and April 2022; replies have not been received.

3.8 Short levy of duties due to non-compliance with
departmental instructions

As per Commissioner and Inspector General’s Circular™, if a certain (higher) value was
adopted in respect of a specific property in an earlier transaction, the same would be
adopted for the purpose of chargeability for any future transaction(s) relating to that

property.

During the test check of registered Sale Deeds (between March 2018 and December
2020) in the Offices of the three District Registrars®™ and eight Sub Registrars®® we
noticed that in respect of 28 documents, the Registering Authorities had not adopted
higher values adopted in previous transactions for the same properties while levying
duties. This resulted in short levy of duty and fees amounting to 31.46 crore as detailed in
Appendix-3.1.

33G.0. Ms. No.463 Revenue (Registration-I) Department, dated 17 August 2013.

3*Memo No. MV 1/20363-A/90 dated 10 August 1990.

SHyderabad (South) — Banjara Hills; Medchal-Malkajgiri and Rangareddy.

%Balanagar, Bibinagar, Gandipeta, Qutubullapur, Rajendranagar, Secunderabad, Shadnagar and Shankarpally.
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The matter was referred to the Government (July 2020 and October 2021). Reminders
were issued in January 2022 and April 2022; replies have not been received.

3.9 Short levy of duties and fee due to misclassification of
documents

Schedule I-A of Indian Stamp Act, 1899 provides rates of duties and fees to be adopted
based on classification of documents. Further, the Commissioner and Inspector General
of Registration and Stamps had issued instructions®’ that the Sub Registrar should
thoroughly scrutinise the recitals of the document presented for Registration to arrive at
the correct classification of the document for adoption of correct rates of duties and fees.

During the test-check (between October 2017 and December 2020) of the registered
documents in four District Registrar offices®® and 15 Sub Registrar offices®®, we noticed
that in respect of 37 documents, there was short levy of duties and fees due to
misclassification of transactions amounting to I1.36 crore as detailed in Appendix-3.2.

The matter was referred to the Government (July and November 2021). Reminders were
issued in January 2022 and April 2022; replies have not been received.

3.10 Short levy of duties due to non-inclusion of loan amount in
the sale consideration

As per explanation under Section 24 of Indian Stamp Act, 1899, in case of a sale of
property subject to Mortgage, any unpaid mortgage money or money charged together
with interest (if any) due on the same, shall be deemed to be part of the consideration for
the sale.

During the test-check (April 2019) of the registered documents in District Registrar
office, Hyderabad (South)- Banjarahills, we noticed that in respect of one sale deed, there
was short levy of Stamp duty of I77.17 lakh due to non-inclusion of the loan liability
amount paid by the vendee on behalf of vendor in the value of sale consideration while
computing the duties.

The matter was referred to the Government in July 2021. Reminders were issued in
January 2022 and April 2022; replies have not been received.

3.11 Short levy of duties and fee due to non-adoption of market
value rates in respect of rural properties
As per the instructions of Commissioner and Inspector General (C&IG) of Registration

and Stamps®®, when a Survey number for a particular rural property prescribing market
value rate for that property is not found in the schedule of the property, Form IV,

5"Memo No.FR1/1A/4946/96 dated 16 October 2000.

¥Hyderabad (Red Hills), Hyderabad South- Banjara Hills, Medchal-Malkajgiri and Rangareddy.

9 Abdullapurmet, Balanagar, Chevella, Gandipeta, Ghatkesar, Golconda, Peddaamberpeta, Peddapalli, Qutubullapur,
Rajendranagar, Ramannapeta, Sathupally, Secunderabad, Tandur and Toopran.

%Circular Memo No. MV 1/8483/2013-2 dated 10 October 2013.

1A register presenting values for rural properties as per survey numbers and classification of land of village for the
survey numbers mentioned in the boundaries.
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market value available for the survey numbers mentioned in the boundaries is to be
adopted.

During the test check (between February 2018 and December 2020) of the registered
documents in three District Registrar Offices®?, 27 Sub Registrar Offices®® we noticed
that in respect of 74 documents, the Registration Authorities, while levying duties, did not
adopt the (i) Form-IV rates for the survey numbers mentioned in the boundaries in cases
where the market value rate was not found for the survey numbers mentioned in the
schedule of property (ii) rate for main survey found in Form-IV in cases where no rate
was found for exact match with sub survey-number. This resulted in short levy of duties
and fee amounting to X 1.84 crore as detailed in the Appendix-3.3.

In reply to Audit, Sub Registrar, Ramannapeta stated that scheduled property survey
number was not figuring in Form-IV, hence, Form-III rate was applied and stated further
that adoption of market value basing on survey number shown in the boundaries is highly
irregular. Reply is not acceptable in view of the instructions of C&IG for adoption of
Form-IV rates for the survey numbers mentioned in boundaries, if the rate for the survey
number mentioned in schedule of property could not be found in Form-IV.

The matter was referred to the Government in July and December 2021. Reminders were
issued in January 2022 and April 2022; replies have not been received.

3.12 Short levy of duties in DGPAs due to incorrect adoption of
the proposed developed area

Article 6(B), Schedule I-A of Indian Stamp Act, 1899 provides rates for levying duties
and fees in respect of documents registered as Development Agreement cum General
Power of Attorney (DGPA). Accordingly, Stamp Duty is levied at one per cent on the
market value of the land or market value of proposed development area, whichever is
higher.

During the test-check (between March 2018 and January 2019) of registered documents
in the offices of Sub Registrar, Balanagar and District Registrar, Rangareddy, we noticed
that in respect of four documents related to DGPA / Supplementary deeds to DGPA, there
was short levy of stamp duty amounting to I42.38 lakh due to incorrect adoption of the
proposed developed area.

The matter was referred to the Government in July 2021. Reminders were issued in
January 2022 and April 2022; replies have not been received.

3.13 Short levy of duties and fee due to undervaluation of
properties in registered documents

As per Section 3 of Indian Stamp Act, 1899 instruments shall be chargeable with duty of
the amount indicated in Schedule - I. The chargeability set forth in the document shall be

2K arimnagar, Medchal-Malkajgiri and Nalgonda.

9 Abdullapurmet, Achampeta, Atmakur, Bibinagar, Bhuvanagiri, Champapet, Chandur, Chevella, Faroognagar,
Husnabad, Gandipeta, Gangadhara, Kalwakurthy, Khammam Rural, Keesara, Medak, Miryalaguda, Narsapur,
Peddapalli, Ramannapeta, Shankarpally, Shadnagar, Shamirpet, Toopran, Vemulawada, Wanaparthy and
Yadagirigutta.

Page 93



Audit Report on ‘Revenue Sector”’ for the year ended March 2021

duly derived from the values of the property based on the market value guidelines of the
property or the consideration amount mentioned in the document, whichever is higher.
The rates of duties for this purpose shall be adopted as per the provisions of Schedule A
of the Indian Stamp Act read with the relevant Government Orders issued from time to
time®*.

During test check (between May 2017 and December 2019) of registered documents in
the offices of four District Registrars®®and six Sub Registrars®®, we noticed that there was
undervaluation®’ of properties in 16 documents. This resulted in short levy of duties
amounting to I41.47 lakh as detailed in Appendix-3.4.

The matter was referred to the Government (July 2021). Reminders were issued in
January 2022 and April 2022; replies have not been received.

3.14 Non-levy of duties on documents involving distinct
matters

According to Indian Stamp Act 1899%, any instrument comprising or relating to several
distinct matters shall be chargeable with the aggregate amount of the duties with which
each separate instrument would be chargeable under the Act.

During the test-check (between March 2018 and November 2020) of the registered
documents in the offices of District Registrar, Rangareddy and 10 Sub-Registrar
Offices®®, we noticed that in respect of 18 registered documents, duties were not levied
on various distinct matters’’ involved in these documents which resulted in non-levy of
duties amounting to ¥32.20 lakh as given in the Appendix-3.5.

Sub Registrar, Shamirpet replied that the receipt of unequal shares by the vendors was a
family arrangement as they belonged to the same family and that the cash conveyance is
not to outsiders. The reply is not acceptable as amount was transferred to different
persons who did not have any share in the property.

The matter was referred to the Government in July and December 2021. Reminders were
issued in January 2022 and April 2022; replies have not been received.

%4(i)Stamp duty for sale deed is 4 per cent vide G. O. Ms.No. 162, Revenue (Registration-I) Department,
dated 30 March 2013 (ii) for AGPA is 5 per cent, DGPA is one per cent vide G. O. Ms.No. 581, Revenue
(Registration-I) Department, dated 30 November 2013 (iii) for Gift in favour of relatives is one per cent vide G. O.
Ms.No. 585, Revenue (Registration-I) Department, dated 30 November 2013 (iv) for lease deeds of lease period more
than 30 years is 3 per cent vide G. O. Ms. No. 588, Revenue (Registration-I) Department, dated 30 November 2013.

95 Adilabad, Karimnagar, Medak and Rangareddy.

Balanagar, Huzurnagar, L B Nagar, Maktal, Rajendranagar and S R Nagar.

¢’Undervaluation for various reasons like: Incorrect adoption of market value, built up area; non-adoption of previous
higher value; non-adoption of composite rate in respect of apartments; non-consideration of specific structure value of
the municipal area etc.

%8Section 5 of the Indian Stamp Act, 1899.

Bowenpally, Chandur, Charminar, Chikkadapally, Devarakonda, Khammam Rural, Qutubullapur, Secunderabad,
Shameerpt and Wanaparthy.

Conveyance of cash in sale deed (12 cases), Conveyance of cash in AGPA (three cases), Release in Partition deed
(three cases).
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3.15 Non or Short levy of duties in Gift deeds

As per Article 29 of Schedule I-A of Indian Stamp Act, 1899 read with Government
Order’!, Stamp Duty is to be levied at one per cent for Gift Deeds executed in favour of
relatives as defined under Section 56(2) of Income Tax (IT) Act, 1961 and four per cent
in respect of others. Further, the transfer duty on Gift deeds was reduced to 0.5 per cent
from the existing 1.5 per cent’*with effect from 30 July 2015. Registration Fee is leviable
at 0.5 per cent subject to a maximum of X10,000.

During the test check (between March 2018 and October 2019) of registered documents
in District Registrar, Rangareddy and Sub-Registrar, Secunderabad offices, we noticed
that in respect of 10 documents, there was non / short levy of Transfer Duty and in respect

of one document, there was a short levy of stamp duty and transfer duty totally amounting
to 323.56 lakh.

The matter was referred to the Government in July 2021. Reminders were issued in
January 2022 and April 2022; replies have not been received.

3.16 Incorrect exemption of Stamp Duty in respect of Deposit of
Title Deeds

According to the Indian Stamp Act, 189973, Stamp Duty (SD) is to be levied at
0.5 per cent of the amount of loan secured subject to a maximum of I50,000 on the
documents registered as “Deposit of Title Deeds (DOTDs)”. Stamp Duty of only X 1,000
is levied in respect of DOTDs executed by Small Scale Industries’* on production of valid
SSI/MSME” Certificates.

During the test-check (between October 2017 and July 2019) of registered documents in
two District Registrar Offices’%and four Sub-Registrar Offices’’ we noticed that in respect
of 18 documents, Stamp duty exemption was given despite non-production of valid SSI /
MSME Certificates. Incorrect exemption of SD resulted in short levy of duties of
%8.71 lakh.

The matter was referred to the Government in July 2021. Reminders were issued in
January 2022 and April 2022; replies have not been received.

71G.0. Ms. No. 585 Revenue (Registration-I) Department dated 30 November 2013.

2G.0.Ms.No0.95 Municipal Administration & Urban Development (A2) Department, dated 30 July 2015.
3Article 7(a) of Schedule I A to the Indian Stamp Act, 1899.

74G.0.Ms.No. 316 of Revenue (Registration-1) department dated 14 March 2006.

75SSI- Small Scale Industries - MSME- Micro, Small and Medium Enterprises.

76Adilabad and Hyderabad (South) — Banjara Hills.

""Bowenpally, Doodhbowli, Kapra and Khammam (Rural).
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4.1 Tax Administration

Figure-4.1:
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4.2 Trend of receipts

Actual receipts from Motor Vehicle Taxes during the years 2016-17 to 2020-21 along
with the total tax receipts is shown in the following table.

Table 4.1: Receipts from Motor Vehicle Taxes

(R in crore)

Percentage of

Variation Total Tax actual

Budget Actual Percentage of 5 5 L
Estimates Receipts Excess (+) / variation receipts of  receipts vis-a-

P Shortfall (-) the State vis total tax

receipts

2016-17 2,900.00 3,394.16 (+)494.16 17.04 48,407.73 7.01
2017-18 3,000.00 3,589.48 (+)589.48 19.65 56,519.82 6.35
2018-19 3,950.00 3,761.94 (-)188.06 4.76 64,674.07 5.82
2019-20 3,714.00 3,934.75 (+)220.75 5.94 67,597.49 5.82
2020-21 4,300.00 3,337.96 (-)962.04 22.37 66,650.37 5.01

Source: Finance Accounts

As seen above, while the total tax receipts of the State have increased by 37.69 per cent
during the last five years, Motor Vehicle Taxes has, however, recorded a decrease of
1.66 per cent. The contribution of the Motor Vehicle Taxes in the total tax receipts has
also decreased from 7.01 per cent to 5.01 per cent during this period.

The Transport Department of Government of Telangana is governed by The Central Motor Vehicles Act, 1988
(Central MV Act), The Central Motor Vehicles Rules, 1989 (Central MV Rules) along with The Telangana Motor
Vehicles Taxation Act, 1963 (State MV Taxation Act), The Telangana Motor Vehicles Taxation Rules, 1963 (State
MYV Taxation Rules) and The Telangana Motor Vehicles Rules, 1989 (State MV Rules) which have been adapted
(G.O.Ms. No. 2, Transport, Roads and Buildings (TR-I) Department dated 17 June 2014) by the State of Telangana.
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The monthly break up of revenue from motor vehicle taxes during the years 2019-20 and
2020-21 is given in Chart.

Chart 4.1: Motor vehicle Taxes Realised during 2019-20 and
2020-21 (Rupees in crore)
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4.3 Cost of collection

The figures of gross collection in respect of Motor Vehicle Taxes, expenditure incurred
on collection and the percentage of such expenditure to gross collection during the years
2016-17 to 2020-21 are mentioned below:

Table 4.2: Cost of collection of Motor Vehicle Taxes

(R in crore)

Expenditure on P:;Zzlsl:?)gfe
Head of Revenue Gross collection collection of .
collection to
Revenue .
gross collection
2016-17 3,394.16 74.04 2.18
Motor Vehick 2017-18 3,589.48 76.10 2.12
otor vehicle 2018-19 3,761.94 79.38 2.11
Taxes

2019-20 3,934.75 129.33 3.29
2020-21 3,337.96 86.44 2.59

Source: Finance Accounts

Although the cost of collection and gross collections of the Department have increased
during 2016-17 to 2019-20, there was marginal decrease in expenditure and gross
collections in 2020-21, resulting in slight decrease in cost of collection in percentage
terms.
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4.4 Impact of Audit

During the last five years, we had pointed out non / short levy of duties, non / short
realisation of dues, non / short levy of interest with total revenue implication of
%102.37 crore in 393 cases. Of this, the Department accepted observations valuing 32.02
crore in 2017-18. Thereafter there has been no communication from the department on
the issues raised in Audit Reports. Also, there was no communication about the
collections made of the amounts accepted by them.

4.5 Working of Internal Audit wing

Internal audit provides a reasonable assurance of proper enforcement of laws, rules and
departmental instructions and this is a vital component of the internal control framework.
We noticed that no system of internal audit had been introduced in the Department so far
to check the compliance with Rules / Government Orders by the Department.

4.6 Audit Methodology and Results of Audit

Transport Department of Telangana computerised its core functions like issue of driving
licences, registration of vehicles, collection of revenue, grant of permits, checks of motor
vehicles, etc., through a ‘Citizen Friendly Services in Transport Department (CFST)’
application.

The CFST data is in a central server located in the Transport Commissionerate. The
Regional Transport Authorities (RTAs) are connected to the Data Centre (Transport
Commissionerate) through Telangana State Wide Area Network (TSWAN). The service
access is also available at each Regional Transport Office.

Data in CFST relating to the 27 sampled units was downloaded by the Audit team and
analysed with the help of analytical tools like Interactive Data Extraction and Analysis
(IDEA) and Microsoft Excel.

Audit of Motor Vehicles Tax receipts was conducted through a test check of relevant
records and transaction data of 27 sampled units in the State during 2019-21 to gain
assurance that the fees are levied, collected and accounted for in accordance with the
relevant Acts, Codes and Manuals and the interests of the Government are safeguarded.
Audit brought out instances of deviations / non-compliance with the provisions of the
Acts and Rules in 157 cases involving an amount of X31.59 crore, as detailed in the
following Table.
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Table 4.3: Category of Audit observations on Revenue Receipts

(R in crore)

1 Non-levy of quarterly tax and penalty 24 9.80
2 Vehicles plying without valid fitness certificates 26 10.82
3 Non-collection of green tax 26 1.36
4 Noq-di§posal of Vehigle check reports and consequential non- 2 0.45
realisation of compounding fee

5 Vehicles plying without valid registration certificates 23 8.11
6 Others 36 1.05

Total 157 31.59

There are six broad categories of audit observations under Motor Vehicle Taxes. There
may be similar irregularities, errors / omissions not covered in the test audit. The
Department may, therefore, examine all the transactions to ensure that the taxes are levied
as per provisions of the Acts and Rules.

The Telangana Motor Vehicles Taxation Act, 1963, The Motor Vehicles Act, 1988 and rules
made there under and The Central Motor Vehicle Rules, 1989 respectively provide for:

i.  Levy and collection of Motor Vehicle tax / additional tax from the vehicle owner
at the prescribed rate in advance and within the grace period provided;

ii.  Levy and collection of fitness fee from the vehicle owners after completion of the
prescribed period; and

1. Levy and collection of green tax from the owners of vehicles after completion of
the prescribed age from the date of registration.

Significant cases of non-compliance with the provisions of the Acts / Rules in 118 cases
amounting to ¥30.22 crore are discussed in the succeeding paragraphs.

4.7 Non-realisation of Quarterly Tax and Non-levy of Penalty

Every owner of a transport vehicle is liable to pay tax at specified rates® within the
specified period. Belated payment of tax beyond two months from the beginning of a
quarter attracts penalty at the rate of 50 per cent of quarterly tax (QT) if the tax is paid
voluntarily; it is twice the rate of QT if the non-payment is detected in enforcement?.

We analysed (between January 2020 and February 2021) the data for the period
2015-16 to 2019-20 in the offices of Joint Transport Commissioner (JTC), Khairtabad,
Hyderabad, 17 District Transport Offices (DTOs)* and five Regional Transport Offices

2Section 3 of The Telangana Motor Vehicles Taxation Act, 1963 read with G.O.Ms. No. 68 Transport, Roads and
Buildings (TR-I) Department dated 13 April 2006.

3Sections 4 and 6 of The Telangana Motor Vehicles Taxation Act, 1963 read with
G.0.Ms.No.318, Transport, Roads and Buildings (TR-I) Department dated 3 November 2008.

“DTOs - Bhadradri Kothagudem, Jangaon, Jayashankar Bhupalapally, Jogulamba Gadwal, Kamareddy,
Komarambheem Asifabad, Medak, Medchal Malkajgiri, Nagarkurnool, Nalgonda, Nirmal, Rangareddy, Sangareddy,
Siddipet, Vikarabad, Warangal (Rural) and Yadadri Bhuvanagiri.
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(RTOs)’. In 5,121 instances, owners of transport vehicles did not pay QT. The
Department had not issued any demand notices to collect the dues. This resulted in non-
realisation of QT of %6.18 crore and non-levy of penalty of X3.09 crore respectively.

The matter was referred to the Government in November 2021. Reminders were issued in
January 2022 and April 2022; replies have not been received.

4.8 Non-renewal of Fitness Certificate

Section 56 of The Motor Vehicles Act, 1988 provides that Fitness Certificate (FC) in
respect of transport vehicles is to be renewed every year on payment of FC fee at the
prescribed rates® and after conduct of stipulated tests.

We analysed (between January 2020 and February 2021) the data for the period 2015-16
to 2019-20 relating to issue of FCs of the offices of Joint Transport Commissioner,
Khairtabad, Hyderabad, 19 DTOs’ and six RTOs®. It was observed that FCs for 1,33,871
transport vehicles were not renewed between 2015-16 and 2019-20 resulting in
non-realisation of FC fees amounting to X10.62 crore. Allowing vehicles without fitness
certificate to ply not only affects revenue, but also impacts road safety and environment
adversely.

The matter was referred to the Government in November 2021. Reminders were issued in
January 2022 and April 2022; replies have not been received.

4.9 Non-realisation of Registration Certificate Renewal Fee

According to the Central Motor Vehicles Rules, 1989° the Registration Certificate (RC)
of any motor vehicle (other than a transport vehicle) is to be renewed after expiry of its
validity period of 15 years'® on payment of renewal fee at the stipulated rates'’.

We analysed (between January 2020 and February 2021) the data for the period 2015-16
to 2019-20 relating to validity of RCs of the offices of JTC, Khairatabad, Hyderabad,
16 DTOs'? and six RTOs"?.

Our analysis revealed that RCs in respect of 88,271 vehicles were not renewed between
2015-16 and 2019-20 after expiry of validity period, which resulted in non-realisation of

SRTOs - Hyderabad North Zone (Tirumalgiri), Hyderabad South Zone (Bandlaguda), Hyderabad West Zone
(Tolichowki), Ibrahimpatnam and Uppal.
Rule 81 of The Central Motor Vehicles Rules, 1989 read with GSR 1183 (E) dated 29 December 2016 of Ministry of
Road Transport and Highways.
'DTOs - Bhadradri Kothagudem, Yadadri Bhuvanagiri, Jangaon, Jayashankar Bhupalapally, Jogulamba Gadwal,
Kamareddy, Komarambheem Asifabad, Mahabubabad, Medak, Medchal Malkajigiri, Nagarkurnool, Nalgonda,
Nirmal, Ranga Reddy, Sangareddy, Siddipet, Suryapet, Vikarabad and Warangal (Urban).
SRTOs —Hyderabad East Zone (Malakpet), Hyderabad North Zone (Tirumalgiri), Hyderabad South Zone (Bandlaguda),
Hyderabad West Zone (Tolichowki), Ibrahimpatnam and Uppal.
Rule 52(3) of The Central Motor Vehicles Rules, 1989.
19Section 41(7) of The Motor Vehicles Act, 1988.
HRule 81 of The Central Motor Vehicles Rules, 1989 amended vide GSR 1183 (E) dated 29 December 2016 of
Ministry of Road Transport and Highways.
12DTOs -Bhadradri Kothagudem, Janagaon, Jayashankar Bhupalpally, Jogulamba Gadwal, Kamareddy, Medak,
Medchal Malkajgiri, Nagarkurnool, Nalgonda, Nirmal, Rangareddy, Sangareddy, Siddipet, Vikarabad,Warangal
(Rural) and Yadadri Bhuvanagiri.
BRTOs - Hyderabad East Zone (Malakpet), Hyderabad North Zone (Tirumalgiri), Hyderabad South Zone
(Bandlaguda), Hyderabad West Zone (Tolichowki), Ibrahimpatnam and Uppal.
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renewal fee amounting to X7.62 crore . The department replied that action would be taken
to book the cases and collect the outstanding dues when the vehicle owners approach the
offices for any kind of transactions.

The matter was referred to the Government in November 2021. Reminders were issued in
January 2022 and April 2022; replies have not been received.

4.10 Non-realisation of Compounding Fee

As per Section 200 of The Motor Vehicles Act, 1988 read with Government Order!*,
offences'> under the Act are to be compounded by collecting fee at the rates specified by
the Government. In case offences are not compounded on the spot, the Vehicle Check
Reports (VCRs) are to be sent to the regional transport authorities concerned.

Our analysis (between January 2020 and February 2021) of the data for the period
2015-16 to 2019-20 relating to Vehicle Check Reports (VCRs) in the offices of six
DTOs'® and three RTOs!” revealed that in 332 cases the compounding fees of ¥37.53
lakh for the offences under transport laws was not collected. This resulted in non-
realisation of compounding fees of ¥37.53 lakh. The department replied that action
would be taken to dispose of the VCRs and collect the outstanding compounding fees.

The matter was referred to the Government in November 2021. Reminders were issued in
January 2022 and April 2022; replies have not been received.

4.11 Non-levy of Green Tax

Green Tax (GT) is to be levied'® at the stipulated rates on ‘transport and non-transport

vehicles’ completing seven years and 15 years of age respectively, from the date of their

registration'®,

We analysed (between April 2018 and February 2021) the data for the period 2015-16 to
2019-20 relating to GT in the offices of Joint Transport Commissioner, Khairtabad,
Hyderabad, 19 DTOs?® and six RTOs?!. It was observed that GT in respect of 79,730
transport vehicles and 9,495 non-transport vehicles amounting to X2 crore was not levied.

The matter was referred to the Government in November 2021. Reminders were issued in
January 2022 and April 2022; replies have not been received.

14G.0.Ms.No. 108, Transport, Roads and Buildings (TR-I) Department, dated 18 August 2011.

3Offences like driving without - licence, registration certificate and fitness certificate; under-age driving, driving at
excessive speed, overloading etc.

1DTOs —Attapur, Jangaon, Jayashankar Bhupalapally, Mahabubabad, Suryapet and Warangal (Rural).

7RTOs —Hyderabad South Zone ( Bandlaguda), Ibrahimpatnam and Uppal.

13G.0.Ms. No. 238, Transport, Roads and Buildings (TR-1) Department, dated 23 November 2006.

9The rates of Green Tax are 3200 per annum for transport vehicles; ¥250 for motorcycles and I500 for other than
motorcycles (every five years).

2DTOs — Bhadradri Kothagudem, Jangaon, Jayashankar Bhupalapally, Jogulamba Gadwal, Kamareddy, Karimnagar,
Komarambheem Asifabad, Medak, Medchal Malkajgiri, Nagarkurnool, Nirmal, Nizamabad, Nalgonda, Rangareddy,
Sangareddy, Siddipet, Vikarabad, Warangal (Rural) and Yadadri Bhuvanagiri.

2IRTOs -Hyderabad East Zone (Malakpet), Hyderabad North Zone (Tirumalagiri), Hyderabad South Zone
(Bandlaguda), Hyderabad West Zone (Tolichowki), Ibrahimpatnam and Uppal.
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4.12 Short levy of Tax in respect of second and subsequent
personalised vehicles owned by individuals

As per The Telangana Motor Vehicles Taxation Act, 1963%%, every second and
subsequent personalised vehicle having a seating capacity of up to 10 in all, owned by an
individual, shall be taxed at the rate of 14 per cent of the cost of the vehicle with effect
from 2 February 20107,

Our analysis (between September 2020 and January 2021) of the data for the period 2016-
17 to 2019-20 in the offices of JTC, Khairtabad, Hyderabad, six DTOs?* and four RTOs?
revealed that taxes in respect of 416 second and subsequent personalised vehicles were
collected at lower rate of nine per cent (two wheeled motor vehicles) and of 12 per cent
(four wheeled motor vehicles) respectively instead of 14 per cent. This resulted in short
levy of tax amounting to ¥32.87 lakh.

The matter was referred to the Government in November 2021. Reminders were issued in
January 2022 and April 2022; replies have not been received.

22As per fifth proviso to Section 3(2) of The Telangana Motor Vehicles Taxation Act, 1963.

2 As per Act No.11 0f 2010 (31 July 2010).

2DTOs — Medchal Malkajgiri, Nalgonda, Rangareddy, Sangareddy, Vikarabad and Yadadri Bhuvanagiri.

25RTOs: Hyderabad South Zone (Bandlaguda), Hyderabad North Zone (Thirumalagiri), Ibrahimpatnam and Uppal.
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5.1 Tax Administration

Principal Secretary (Revenue) is in-charge of the administration of Revenue Department.
The Chief Commissioner of Land Administration (CCLA) is responsible for
administration of Revenue Board’s Standing Orders (BSO), The Telangana Water Tax
Act, 1988, The Telangana Irrigation, Utilisation and Command Area Development Act,
1984, The Telangana Agricultural Land (Conversion for Non-agricultural Purposes) Act,
2006 (NALA) and orders issued there under. At the district level, the Collectors of each
of the 33 districts of the State are responsible for administration of land revenue. The
organogram of the Department of land administration is given below.

Figure-5.1: Organogram

I Principal Secretary

Chief Commissioner of Land
Administration

l District Collector

|

' Revenue Divisional Officer ‘
|

Mandal Tahsildar

Village Revenue Officer

5.2 Trend of receipts

Actual receipts from Land Revenue during the years 2016-17 to 2020-21 along with the
Budget Estimates is given in the following Table.

Table 5.1 Receipts from Land Revenue

(R in crore)

Budset Variation
e Actual Receipts Excess (1) / Percentage of variation
Estimates
Shortfall (-)
2016-17 93.48 129.54 (+)36.06 38.56
2017-18 152.00 110.93 (-)41.07 27.02
2018-19 134.38 136.22 (+) 1.84 1.37
2019-20 141.19 201.16 (+) 59.97 42.47
2020-21 181.36 53.22 (-)128.14 70.66

Source: Finance Accounts
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As seen from the above, there were wide variations in the annual receipts of Land
Revenue and NALA during the period 2016-17 to 2020-21. A sharp decrease of 58.92
per cent has been recorded in the receipts from the year 2016-17 to 2020-21.

5.3 Impact of Audit

During the last five years, we had pointed out 336 cases of non / short levy and realisation
of fee, non / short levy of interest with total revenue implication of ¥140.49 crore in 335
unit offices through Inspection Reports. Of this, Department accepted observations valued
at X117.40 crore in 2017-18.

5.4 Results of Audit

Audit of land revenue receipts was conducted through a test check of relevant records in
54 Revenue Divisional Offices' (out of 68) and 47 Tahsildar offices® (out of 585) to gain
assurance that the fees are levied, collected and accounted for in accordance with the
relevant Acts, Codes and Manuals and that the interests of the Government are
safeguarded. Instances of deviations / non-compliance with the provisions of the Acts and
Rules in 141 cases involving an amount of X10.04 crore, due to various reasons were
noticed as detailed in Table 5.2.

Table 5.2: Category of Audit observations on Revenue Receipts
R in crore)

Category of Audit observations No. of Audit deviations

Short levy of conversion tax and non-levy

of penalty
2 Short collection of regularisation amount 21 8.57
3 Other Irregularities 7 0.03

Total 141 10.04

During the year 2019-21, the Department accepted under-assessments and other
deficiencies amounting to I8.66 lakh in seven cases (pertaining to previous years) and
realised the amount during the year.

There are three broad categories of audit observations as shown in Table 5.2, under Land
Revenue. Similar irregularities, errors / omissions may also exist in other units not
covered in the test audit. The Department may, therefore, examine all the units to ensure
that taxes are levied and collected as per provisions of the Acts and Rules.

Significant cases of non-compliance with the provisions of the Acts / Rules in 71 cases
amounting to 32.04 crore are detailed in the succeeding paragraphs.

147 during 2019-20 and seven during 2020-21.
2Seven during 2019-20 and 40 during 2020-21.
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5.5 Short levy of regularisation fee of Government land with
dwelling units

With an intent to alienate the unobjectionable Government lands / surplus lands (under
the Urban Land Ceiling Act) and provide dwelling units and permanent structures to the
occupants, the scheme of regularisation was introduced® on payment basis. The rates of
regularisation fee payable were based on the (i) nature of land and (ii) extent of land in
possession by the occupants®.

Further, possession of Government land as extension or appurtenant to a dwelling unit on
the land already owned or assigned is to be considered for regularisation on payment of
full basic value.

During the test check (between December 2020 and February 2021) of land revenue
records, we noticed in 32 cases’ pertaining to four Tahsildar offices® that regularisation
fee was short levied due to incorrect classification of land and incorrect adoption of
market value of the land. This resulted in short levy of regularisation fee amounting to
%99.88 lakh. Tahsildars assured detailed reply.

The matter was referred to the Government in September 2021. Reminders were issued in
January 2022 and April 2022; replies have not been received.

5.6 Short levy of Conversion Tax and non-levy of penalty

As per Section 3(1) and 4(1) of the Telangana Agricultural Land (Conversion for
Non-Agricultural Purposes) Act, 2006, Conversion Tax at the rate of three per cent’ of
market value of the land is to be levied if agricultural land is put to use for non-
agricultural purposes.

Further, Sections 6(1) and (2) provide that if agricultural land is utilised for non-
agricultural purposes without prior permission, it is deemed to have been converted and
attracts fine / penalty of 50 per cent over and above the Conversion Tax levied.

During the test check (between June 2019 and January 2021) of the land revenue records,
we noticed in 34 cases® pertaining to 12 Revenue Divisional Offices’ that Conversion Tax

3 G. O. Ms. No. 59 Revenue (Assignment-I) Department, dated 30 December 2014

4 Extent T Per Square Yard
Up to 250SqYds 25 per cent of the basic value as on 2 June 2014
Up to 500SqYds 50 per cent of the basic value as on 2 June 2014
Above 500 SqYds 75 per cent of the basic value as on 2 June 2014

Non-residential Possessions  Irrespective of extent, Basic Value as on 2 June 2014

3 Incorrect classification of land — 3 cases; incorrect adoption of market value — 29 cases.
¢ Abdullapurmet, Bandlaguda, Jinnaram and Saidabad.
7 As per G.0.Ms.No.4 Revenue (Land Matters) Department dated 5 January 2016, the existing rate of conversion tax
was reduced from 9 per cent to 3 per cent.
8 Short levy-24 cases, Penalty- six cases, both short levy and penalty- four cases.
® RDOs —Achampet, Adilabad, Bodhan, Devarakonda, Ibrahimpatnam, Kamareddy, Kandukur, Keesara, Medak,
Peddapally, Sangareddy and Warangal (Rural).
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was short levied due to adoption of incorrect market value of the land and penalty was not
levied on deemed conversion of land. This resulted in short levy of Conversion Tax and
non-levy of penalty amounting to X79.76 lakh.

Revenue Divisional Officer (RDO) Sangareddy replied (January 2020) that no
construction / development activities took place as on date of issue of conversion
proceedings and as such the question of penalty levy would not arise. Reply of the RDO
is not acceptable as the land was classified as plots as per Pahani'®, even before the date
of application submitted by the individual for conversion. Hence, the land was already
deemed to have been converted and penalty was leviable in this case.

Three RDOs!! replied (February 2020) that notices would be issued to the concerned for
payment of deficit Conversion Tax / Penalty. Remaining RDOs assured detailed reply.

The matter was referred to the Government (August, September 2021). Reminders were
issued in January 2022 and April 2022; replies have not been received.

5.7 Short collection of regularisation fee on regularisation of
ULC lands

Government introduced'?> a scheme to regularise excess lands which were vested with
Government!® under Urban Land Ceiling (ULC) Act to the occupants of such lands on
payment basis.

The allotment under this Scheme is confined to excess lands in the occupation of parties
where such occupation is evidenced by a registered document'* that is registered prior to
the date of this order. The rate of regularisation fee payable' is based on the extent of
land in possession by the occupants.

During the test check (between January and February 2021) of land revenue records, we
noticed in five cases relating to two Tahsildar offices'® that regularisation fee was short
levied due to incorrect adoption of market value and incorrect calculation of extent of the
land held by occupants. This resulted in short collection of regularisation fee amounting
to 324.07 lakh.

19Pghani is a land related legal document issued by the Tahsildar and it contains details of landowner name, extent of
land etc.

Ulbrahimpatnam, Keesara and Peddapalli.

12G.0.Ms.No.92 Revenue (ULC) department, dated 26 May 2016.

13Section 10(6) of The Urban Land (Ceiling and Regulation) Act, 1976.

14Para 10(c) of G.0.Ms.No.92 Revenue (ULC) department, dated 26 May 2016.

15Possession up to 250 sq. yds: 25 per cent of the Basic value of the land as on the date of this order.
Possession up to 500 sq. yds: 50 per cent of the Basic value of the land as on the date of this order.
Possession above 500 sq. yds: 75 per cent of the Basic value of the land as on the date of this order.
For notified slums up to 125 sq.yds: 10 per cent Basic value of the land.

16K ukatpally and Medipally.
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Tahsildar, Medipally replied (February 2021) that the matter would be brought to the
notice of the Revenue Divisional Officer. Tahsildar, Kukatpally assured (January 2021)
detailed reply.

The matter was referred to the Government in September 2021. Reminders were issued in
January 2022 and April 2022; replies have not been received.

\Q\d’z.a.ﬁa{an

Hederabad (SUDHA RAJAN)
yderaba Accountant General (Audit)
The 22 Aug 2022 Telangana
Countersigned
New Delhi (GIRISH CHANDRA MURMU)
The 26 Aug 2022 Comptroller and Auditor General of India
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Appendix-1.1
(Reference to paragraph 1.2, page 1)

Profile of Audited Entities

Name of the Nature of Objectives / Functions of the Departments
Department Receipts
Commercial The Department administers and collects revenue on goods
Taxes and services under The Telangana VAT Act, 2005, The CST

Act, 1956, The Telangana Entertainment Tax Act,1939, The
Telangana Tax on Professions, Trades, Callings and
Employments Act, 1987. After introduction of GST with
effect from 1 July 2017, the Department has been
administering and collecting revenue on goods and services
under The Telangana GST Act, 2017.

- Land The Department is responsible for administration of
Revenue Revenue Board’s Standing Orders (BSO), The Telangana
Water Tax Act,1988, The Telangana Irrigation, Utilisation
and Command Area Development Act, 1984, The
Telangana Agricultural Land (Conversion for Non-
agricultural Purposes) Act, 2006 (NALA) and orders issued
there under.

Stamp Duty The Department is responsible for determining and
and collecting stamp duty and registration fees. It also enforces
Registration Indian Stamp (IS) Act, 1899 and Registration Act, 1908 as

Fee amended from time to time.
2. Transport Motor The Department is primarily responsible for enforcement of
Vehicle provisions of various Motor Vehicles Acts and Rules that
Taxes include provisions for collection of taxes, fees, issue of

driving licenses, certificates of fitness to transport vehicles,
registration of motor vehicles and grant of regular and
temporary permits to vehicles.
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Appendix-1.2
(Reference to paragraph 1.5.1 page 5)
Response to previous Inspection Reports

(%in crore)

Number of Number of Mone
Name of the Nature of outstanding outstanding y
5 - 3 Value
Department Receipt Inspection Audit
q Involved
Reports Observations
Commercial 404 5,903 3,443.55
Taxes
State Excise 60 151 60.25
L. Revenue Land 94 139 728.41
Revenue
Stamps and 531 3,687 556.26
Registration
Fees
2. Transport Taxes on 81 448 101.14
Motor
Vehicles
Total 1,170 10,328 4,889.61

Source: Records of Office of the Accountant General (Audit), Telangana
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Appendix-3.1
(Reference to paragraph 3.8, page 91)

Short levy of duties due to non-compliance with departmental instructions

(X in lakh)
Market Va:;:e gl
Registering : value of . ert Short levy Remark
Authority the property of duties - -
roperty actually
p chargeable
1 DR, 9 2,446.43 4,985.27 73.66  Property was sold for higher rate in
Rangareddy the earlier document. The same rate
was not adopted in the present
documents.
2 DR, 2 2,475.91 2,937.52 27.70 -do-
Hyderabad
(South)
Banjara Hills
3 DR, 2 176.75 746.78 6.41 -do-
Medchal
Malkajgiri
4 SR, Bibinagar 2 143.24 566.71 5.78 il
5 SR, 3 477.50 1,982.15 15.42 il
Shankarpally
6 | SR, . 966.46  1,214.94 497 -do-
Gandipeta
[ 1 181.35 231.41 3.00 -do-
Qutubullapur
e 1 11.25 37.50 L2 -do-
Shadnagar
o SR ! 238.90 622.00 383 -do-
Balanagar
10 [5R, 1 86.88 101.58 D -do-
Rajendranagar
11 SR, 3 1,407.00 1,460.01 318 -do-
Secunderabad ’
Total 28 8,611.67 14,885.87 146.31

Page 113



Audit Report on ‘Revenue Sector”’ for the year ended March 2021

10

Appendix-3.2

(Reference to paragraph 3.9, page 92)

Short levy of duties and fee due to misclassification of documents

Registering

Authority

Rangareddy

DR,
Hyderabad
(Redhills)

DR,
Hyderabad
South,
Banjarahills

DR,

Medchal-
Malkajgiri

SR, Balanagar

SR, Gandipeta

SR, Chevella

SR,
Secunderabad

SR, Peddapalli

SR, Sathupally

Details of
Transactions

Gift given to (i)
cousin brother (ii)
sister’s  daughter
(iii) niece

Gift given to (i)
brother’s daughter-
in-law (i) cousin
brother (iii)
nephew

Gift given to (i)
father’s  brother’s
son  (ii)brother’s
sons (ii1)
daughter’s father-
in-law

Partition deed
among other than
family members
Gift given to
sister’s son

Gift given to
uncle’s son

Gift given to (i)

nephew (ii) niece

(i) Gift given to
brother’s son (ii)

Auction of
maintain cattle
market

Gift given to trust

Gift given to
Father’s  brother
grand daughter

Gift given to
brother’s daughter

Documents
registered as

Settlement
deed

Gift deed

Gift
settlement
deed

Partition
deed

Gift deed

Gift
settlement
deed

Gift
settlement
deed / Gift
deed

(1) Gift deed
(i1) Lease
deed

Gift deed

Gift
settlement
deed

Gift
settlement
deed

® in lakh)

Documents
actual
classification

Gift deed in
favour of
others

Gift deed in

favour of
others
Gift deed in
favour of
others

Partition deed
among others

Gift deed in

favour of
others
Gift deed in
favour of
others
Gift deed in
favour of
others

(i) Gift deed in
favour of
others
(ii)Licence
deed

Gift deed in

favour of
others
Gift deed in
favour of
others
Gift deed in
favour of
others

1.04

16.08

2.94

5.35

12.86

3.0

2.08

0.56
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Registering

Authority

Details of
Transactions

Documents

Documents

registered as

actual
classification

12

13

14

15

16

17

18

19

SR, Tandur

SR, Abdullapur

SR, Ghatakesar

SR,
Ramannapeta

SR, Toopran

SR,
Rajendranagar

SR,
Qutubullapur

SR,

Golconda

SR,
Peddaamberpeta

1

1

37

Special power of
attorney given with
sale clause which
is equal to General
power of Attorney
Sale agreement
was entered and
physical possession
of the property was
also given

Gift given to niece

Gift given to
nephew

Gift given to
nephew

Gift given to
husband’s
brother’s sons

Property given for
development
agreement cum

General power of
Attorney registered
as  Development
agreement

Mother and sisters
relinquished their
share

Licence agreement
registered as lease
deed

Spec1a1 General power

power of of Attorney

Attorney

Agreement Agreement of

of sale sale with
possession

Gift deed Gift deed in
favour of
others

Gift deed Gift deed in
favour of
others

Gift deed Gift deed in
favour of
others

Gift deed Gift deed in
favour of
others

Development Development

Agreement Agreement
cum  General
Power of
Attorney

Irrecoverable Release deed

family

settlement

deed

Lease deed Licence deed

365

29.33

4.00

0.97

2.13

12.10

2.76

3.45

8.30

136.31

Page 115




Audit Report on ‘Revenue Sector”’ for the year ended March 2021

Appendix-3.3
(Reference to paragraph 3.11, page 93)

IShort levy of duties and fee due to non-adoption of market value rates
in respect of rural properties
(R in lakh)

Value of the Value of
property the Total Duties Short
charged in Property duties actually levy of Remarks
the actually leviable levied Duties
document | chargeable

85.25 171.50 10.29 The property north side
Kanmnagar boundary is surrounded
by land in Survey No.
691,715 holding a higher
value as per Form-IV.
Hence, higher value is to
be adopted for computing
chargeable value.

2 DR, Medchal- 10 437.33 918.44 31.36 16.30 15.06 The  properties are
Malkajgiri surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing

chargeable value.

3 DR, Nalgonda 4 155.06 298.92 17.36 7.75 9.61 The  properties  are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.

4 SR, 1 3.00 14.52 0.87 0.18 0.69 The property east
Miryalaguda boundary is surrounded
by land in Survey No.
755/3 holding a higher
value as per Form-IV.
Hence, higher value is to
be adopted for computing
chargeable value.

5 SR, Khammam 1 5.30 31.91 1.91 0.31 1.60 The property is in
(Rural) Sy.no.194/B2. Sy.No.194

has higher value. Hence

the same should be

applicable to sub survey

Registering
Authority

number
6 SR, 1 16.10 66.79 0.76 0.24 0.52 The property west side
Wanaparthy boundary is surrounded

by land in Survey No.
375 holding a higher
value as per Form-IV.
Hence, higher value is to
be adopted for computing
chargeable value.
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10

11

12

13

14

Registering

Authority

SR, Narsapur

SR, Gandipet

SR, Atmakur

SR, Medak

SR,
Abdullapur

SR, Chevella

SR, Achampet

SR,
Ramannapeta

Value of the
property
charged in
the
document

13.42

3,640.00

1.30

3.58

50.00

292.91

3.28

37.20

Value of
the
Property
actually
chargeable

111.87

4,625.00

22.65

47.19

62.50

447.75

26.68

111.60

Total
duties
leviable

6.71

277.50

1.35

2.83

3.75

8.04

1.60

1.77

Duties
actually
levied

0.80

222.00

0.07

0.21

3.00

5.64

0.20

0.74

Short
levy of
Duties

5.91

55.50

1.28

2.62

0.75

2.40

1.40

1.03

Remarks

The property west side
boundary is surrounded
by land in Survey No.
225 holding a higher
value as per Form-IV.
Hence, higher value is to
be adopted for computing
chargeable value.

The property South side
boundary is surrounded
by land in Survey No.
294 holding a higher
value as per Form-IV.
Hence, higher value is to
be adopted for computing
chargeable value.

The property is in
sy.no.299/A/1.
Sy.No.299 has higher
value. Hence the same
should be applicable to
sub survey number

The property South side
boundary is surrounded
by land in Survey No.
1325 holding a higher
value as per Form-IV.
Hence, higher value is to
be adopted for computing
chargeable value.

The  properties are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.

The  properties are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.

The  properties are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.

The property North side
boundary is surrounded
by land in Survey No.
120 holding a higher
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15

16

17

18

19

20

21

Registering

Authority

SR, Chandur

SR,
Bhuvanagiri

SR, Peddapalli

SR, Husnabad

SR,
Vemulawada

SR,
Champapet

SR,
Kalwakurthy

Value of the
property
charged in
the
document

3.00

165.06

274.81

2.25

5.95

217.50

56.90

Value of
the Total
Property duties
actually leviable
chargeable

Duties
actually
levied

58.08 3.48 0.18
915.93 26.35 7.60
475.16 10.03 3.39

21.78 1.10 0.13

14.82 0.88 0.35
262.55 13.63 11.20

84.75 4.47 2.98

Short
levy of
Duties

3.30

18.75

6.64

0.97

0.53

2.43

1.49

Remarks

value as per Form-IV.
Hence, higher value is to
be adopted for computing
chargeable value.

The property south side
boundary is surrounded
by land in Survey No.
120 holding a higher
value as per Form-IV.
Hence, higher value is to
be adopted for computing
chargeable value.

The  properties  are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.

The  properties  are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.

The property south side
boundary is surrounded
by land in Survey No.
1192 holding a higher
value as per Form-IV.
Hence, higher value is to
be adopted for computing
chargeable value.

The properties are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.

The  properties  are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.

The  properties  are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.
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22

23

24

25

26

27

28

29

Registering

Authority

SR, Keesara

SR,
Yadagirigutta

SR,
Gangadhara

SR, Bibinagar

SR,

Shankarpally

SR, Toopran

SR, Shadnagar

SR,
Shameerpet

Value of the
property
charged in
the
document

29.20

25.18

6.11

685.15

27.82

260.25

16.50

30.08

Value of
the
Property
actually
chargeable

43.14

50.36

22.62

1,050.96

49.68

580.25

60.00

147.53

Total
duties
leviable

2.59

3.02

1.35

53.55

2.98

8.70

3.60

8.85

Duties
actually
levied

1.75

1.51

0.36

36.80

1.67

3.90

0.99

1.80

Short
levy of
Duties

0.84

1.51

0.99

16.75

1.31

4.80

2.61

7.05

Remarks

The property North side
boundary is surrounded
by land in Survey No.
164 holding a higher
value as per Form-IV.
Hence, higher value is to
be adopted for computing
chargeable value.

The property North side
boundary is surrounded
by land in Survey No. 68
holding a higher value as
per Form-IV. Hence,
higher value is to be
adopted for computing
chargeable value.

The  properties are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.

The  properties are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.

The  properties are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.

The property East side
boundary is surrounded
by land in Survey No.34
holding a higher value as
per Form-IV. Hence,
higher value is to be
adopted for computing
chargeable value.

The property East side
boundary is surrounded
by land in Survey
No.1688 holding a higher
value as per Form-IV.
Hence, higher value is to
be adopted for computing
chargeable value.

The  properties are
surrounded by lands
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Registering

Authority

Value of the
property
charged in
the

Value of

the Total
Property duties
actually leviable

Duties
actually
levied

Short
levy of
Duties

Remarks

30 SR,
Farooqnagar

Total

74

document

36.04

6,589.53

chargeable

203.16 12.19

11,003.09 522.87

2.16

339.33

10.03

183.54

holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.

The  properties  are
surrounded by lands
holding a higher value as
per Form-IV. Hence,
these higher values are to
be adopted for computing
chargeable value.
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Appendix-3.4
(Reference to paragraph 3.13, page 94)

Short levy of duties and fee due to undervaluation of properties in registered documents

(X in lakh)

Registering b ::::ltlfzse Duties and Sol}ol;:li‘ia:sy
Authority fee levied

leviable and Fee

1 DR, Adilabad 1 Non-adoption of higher market value 9.15 3.66 5.49
as per Form II for arriving at the
chargeable value of the property sold.

2 DR, Karimnagar 1 Adoption of lesser consideration 3.99 1.50 2.49
value than that of previous transaction
for arriving at the chargeable value of
the property sold.

3 DR, Medak 1 Adoption of lesser market value as 14.54 4.26 10.28
per Form I while arriving at the
chargeable value of the properties
sold.

4 DR, Rangareddy 3 Adoption of lesser market value as 18.42 15.77 2.65
per Form I while arriving at the
chargeable value of the properties
sold.

5 SR, Balanagar 3 Adoption of lesser market value as 4.31 2.25 2.06
per Form I while arriving at the
chargeable value of the properties
sold.

6 SR, Huzurnagar 1 Non-inclusion of built up area and 3.82 2.99 0.83
adoption of lesser market value while
arriving at the chargeable value of the
properties sold.

7 SR, LB Nagar 3 Non-adoption of higher market value 11.06 8.09 2.97
as per Form II while arriving at the
chargeable value of the properties
sold.

8 SR, Makthal 1 Non-adoption of higher market value 3.60 1.92 1.68
as per Form II while arriving at the

chargeable value of the properties
sold.

9 SR, Rajendranagar 1 Adoption of lesser market value as 2.62 1.99 0.63
per Form I while arriving at the
chargeable value of the property
while executing a Development cum
General Power of Attorney.

10 SR, SR Nagar 1 Adoption of lesser consideration 25.42 13.03 12.39
value than that of previous transaction
for arriving at the chargeable value of
the property sold.

16 96.93 55.46 41.47
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Appendix-3.5

(Reference to paragraph 3.14, page 94).

Non-levy of duties on documents involving distinct matters

(X in lakh)

> |3l 4+ | s | 6 |

1

10

11

DR, Rangareddy

SR, Bowenpally

SR, Chandur

SR, Charminar

SR, Chikkadapally

SR, Devarkonda

SR, Khammam Rural

SR, Qutubullapur

SR, Secunderabad

SR, Shameerpt

SR, Wanaparthy

1

18

Cash
conveyance in
sale deed

Cash
conveyance in
sale deed

Cash
conveyance in
sale deed

Cash
conveyance in
sale deed

Cash
conveyance in
sale deed

(1) Release in
partition deed
(i1) Cash
conveyance in
AGPA

Cash
conveyance in
sale deed
Cash

conveyance in
AGPA

Release in
partition deed
Cash

conveyance in
AGPA

Release in
partition deed

10.00

2.55

5.01

1.06

1.91

1.54

0.53

3.44

1.98

3.17

1.01

32.20

Sale  proceeds given to
consenting party comes under
cash conveyance

Sale proceeds received in
excess than entitlement comes
under cash conveyance

Sale  proceeds given to
consenting party comes under
cash conveyance

Sale proceeds received in
excess than entitlement comes
under cash conveyance

Sale proceeds received in
excess than entitlement comes
under cash conveyance

(1) Out of five members, two
members received less share
than eligible share comes under
release under partition (ii) Sale
proceeds given to consenting
party comes under cash
conveyance

Sale proceeds received by non-
eligible members comes under
cash conveyance

Sale proceeds received by non-
eligible members comes under
cash conveyance

Out of eight members, two
members received excess share
than eligible share comes under
release under partition

Sale proceeds received by non-
eligible members comes under
cash conveyance

Father along with his son
relinquished their share in
ancestral property in favour of
his three daughters, which is a
distinct matter of Release in
Partition deed
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AAR
AC
AGPA
ARN
BRC
BSO
CAATsSs
CARD
CBIC
CCA
CCF
CCLA
Central MV Act
Central MV Rules
CF
CFST
CGST
CIG
CIGRS
COVID
CST
DCB
DGPA
DIG
DMU
DOTDs
DR
DTOs
ECL
EN
EOU
FC

Glossary

Assessing Authority
Average Annual Rent

Assistant Commissioner

Agreement of Sale cum General Power of Attorney

Application Reference Number
Bank Realisation Certificate
Revenue Board’s Standing Orders

Computer Assisted Audit Techniques

Computer aided Administration of Registration Department

Central Board of Indirect Taxes and Customs
CARD Centralized Architecture

Credit Carried Forward

Chief Commissioner of Land Administration
Central Motor Vehicles Act, 1988

Central Motor Vehicles Rules, 1989

Compounding Fee

Citizen Friendly Services in Transport Department

Central Goods and Services Tax

Commissioner and Inspector General

Commissioner and Inspector General of Registration and Stamps

Coronavirus Disease
Central Sales Tax

Demand, Collection and Balance

Development Agreement cum General Power of Attorney

Deputy Inspector General
Debt Management Unit
Deposit of Title Deeds
District Registrar

District Transport Offices
Electronic Credit Ledger
Explanatory Notes
Export Oriented Unit
Fitness Certificate
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FIRC
FM
GO
GST
GSTC
GSTIC
GSTIN
GSTR
GT
HMDA
IDEA
IGST
IR

IS Act
IT

IT Act
ITC
JC
JTC
MSME
NALA

NCCF
NCLT
NIC

P&L Account
PAC

PDE

QT

Ras

RC

RDOs

RF

RFD Form
RTAs

Foreign Inward Remittance Certificate

Franking Machine

Government Order

Goods and Services Tax

Goods and Services Tax Council

Goods and Services Tax Implementation Council
Goods and Services Tax Index Number

Goods and Services Tax Return

Green Tax

Hyderabad Metropolitan Development Authority
Interactive Data Extraction and Analysis
Integrated Goods and Services Tax

Inspection Report

Indian Stamp Act

Information Technology

Income Tax Act

Input Tax Credit

Joint Commissioner

Joint Transport Commissioner

Micro, Small and Medium Enterprises

The Telangana Agricultural Land (Conversion for
Agricultural purpose) Act, 2006

Net Credit Carried Forward
National Company Law Tribunal
National Informatics Centre
Profit and Loss Account
Public Accounts Committee
Public Data Entry

Quarterly Tax

Registering Authorities
Registration Certificate
Revenue Divisional Officers
Registration Fee

Refund Form

Regional Transport Authorities

Non-
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RTOs

SD

SDD

SDRF

SEZ

SGST

SLA

State MV Rules

State MV Taxation

Act

State MV Taxation

Rules
SR

SRS

SSI

ST

STP
STU

NAY

TC

TD
TRAN Form
TSGST
TS TRANSCO
TSTSL
TSVAT
TSWAN
UGST
ULC
VAT
VATIS
VCRs

Regional Transport Offices

Stamp Duty

System Design Document

Stamp Duty and Registration Fee

Special Economic Zone

State Goods and Services Tax

Service Level Agreement

Telangana Motor Vehicles Rules, 1989
Telangana Motor Vehicles Taxation Act, 1963

Telangana Motor Vehicles Taxation Rules, 1963

Sub Registrar

System Requirement Specifications

Small Scale Industries

State Tax

Software Technology Park
Strategic Tax Payer Unit

Stamp Vendor

Transport Commissioner

Transfer Duty

Transition Form

Telangana State Goods and Services Tax

Telangana State Transmission Company

Telangana State Technological Services Limited

Telangana State Value Added Tax
Telangana State Wide Area Network

Union Territory Goods and Services Tax

Urban Land Ceiling
Value Added Tax

Value Added Tax Information System

Vehicle Check Reports
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