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INTRODUCTION

1, the Chairman of the Public Accounts Committec as authorised
by the Committee, do present on their behalf this Hundred and Forty-
Second Report on Paragraph 3.16 of the Report of the Comptroller
and Auditor General of India for the year 1980-81, Union Govern-
ment (Civil), Revenue Receipts, Volume I, Indirect Taxes relating to
Receipts of Union Territory of Delhi—Sales Tax—Falsificaiion of
documents by a dealer.

2. The Report of the Comptroller and Auditor General of India
for the year 1980-81, Union Government (Civil), Revenue Receipts,
Volume I, Indirect Taxes was laid on the Table of the House on
31 March, 1982. The Committee examined the audlt paragraph on the
subject at their sitting held on 16 December, 1982 (FN). The Com-
mittee considered and finalised the Report at their sitting held on
& April, 1983. Minutes of these sittings of the Committee form Part IT+
of the Report.

3. In this Report, the Committee while dealing with a case of
evasion of Sales tax by a dealer in Delhi, by falsification of his ac-
counts have highlighted several areas of inadequacies in the working
of the Sales Tax Department of Delhi administration. This case
supports the strong feeling among the public that unscrupulous traders
in collusion with dishonest officers of the Sales Tax Department
are depriving the public exchequer of heavy amounts of revenue by
adopting all sorts of fraudulant prectices. The Committee have, there-
fore,. recommended that the Ministry of Home Affairs should imme-
diately look into the working of the Sales Tax Department of Delhi
Administration including its Internal Audit Cell keeping in view the
points raised by the Committee, identify the shortcomings and take
effective measures to tmprove its functioning. ‘

4. The Committee have further recommended that the Delhi Sales
Tax Act should be amended in such a way that all cases of assessments
beyond 2 particular monetary limit should either be assessed by on
officer not below the rank of Assistant Sales Tax Commissioner or
assessments made by the Sales Tax Officer should invariably be check-
ed by a senior officer.

5. The Committee have also recommended that a provision should
be incorporated in the Delhi Sales Tax Act prescribing a minimum
penalty against dealers committing irregularities in order to check

Nt printed.  Onc cyclostrled cony 1aid on the Table of the House and five copie
placed in Parliamant Librry,
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vi)

misuse of the discretionary powers by the assessing officers as the
present Law lays down the permissible maximum penalty only.

6. For reference facility and convenience, the observations and
recommendations of the Committee have been printed in thick type in
the body of the Report and have also been reproduced in a consoli-
dated form as Appendix to the Report.

7. The Committee place on record their appreciation of the assis-
tance rendered to them in the matter by the Office of the Comptroller
and Auditor General of India.

8. The Committee would also like to ecxpress their thanks to the
Officers of the Ministry of Home Affairs, Delhi Administration and
Ministry of Law for the cooperation extended by them in givine infor-
matien to the Committee.

SATISH AGARWAL

Chairman

Public Accounts Committee.
NEw DELH],
11 April, 1983.

21 Chaitra, 1905 (S).




REPORT
FALSIFICATION OF DOCUMENTS BY A DEALER
Audit Paragraph |

The Bengal Finance (Sales Tax) Act, 1941 as applicable to Delhi
upto 20 October 1975 and the Delhi Sales Act, 1975 together with
the Rules made under both the Acts, stipulate that sales of goods
madc by a registered dealer to another registered dealer are to be
allowed as a deduction from the turnover of selling dealer on his
furnishing along with his return, a complete list of such sales duly
supported by a declaration obtained from the purchasing dealer. If the
Commissioner or any person appointed under the Act, in the course of
any proceedings under the Sales Tax Act, is satisfied that a dealer has
concealed the particulars of his sales or has furnished inaccurate parti-
culars of his sales, he may direct that the dealer should pay by way

of penalty, a sum not exceeding two and half times the amount of
tax. which would have been avoided. '

1.2 In the course of audit (November 1980) of the records of
Ward II it was noticed that in the assessment for 1975-76, a dealer
had been allowed deduction from turn-over to the 2xtent of Rs. 32.38

lakhs on account of sales made to registered dealers, claimed by him
by,

(i) interpolating figures, thereby, increasing the amount of
bills entered in the ‘list of sales;

(i) altering the amount of bills in the prescribed declarations
received from the purchasing dealers; and

(iit) .inflating the totals in the list of sales and also while carry-
ing over totals from one page to another.

1.3 On this being pointed out in audit (November 1980), the
department admitted the irregularities on the part of the dealer, revis-
cd (January 1981) the assessment order and created an additional
demand of Rs. 2,26,730 on the evaded turnover of Rs. 32.38 lakhs.
Of this, Rs. one lakh have since been recovered (June 1981). Particu-
lars of recovery of the balance amount are awaited (September 1981)."

1.4 Against the minimum penalty of Rs. 5,66,825 leviable on
account of the falsification of records in respect of the year 1975-76,
a penalty of Rs. 20,000 only was imposed (July 1981).
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. 1.5 A further test check (June 1981) revealed that in the assess-
ments for the subsequent years 1976-77 and 1977-78 also, the dealer
had indulged in the same typé of malpractices. He had _been allowed
deductions from turnover to the extent of Rs. 13.82 lakhs and Rs. 6.29
lakhs on account of sales made to registered dealers, inflated in this

manner.

1.6 On this being pointed out (June 1981) in audit, the depart-
ment revised (June 1981) -the assessment, orders and created addi-
. tional demands of Rs. 1,07,195 and Rs. 48,709 in respcct of the

years 1976-77 and 1977-78. The amounts have since been recovered

(July 1981).

1.7 The assessments of the dealer for 1973-74 and 1974-75 could
not be checked in audit due to non-production of records.

1.8 Although the dealer himself had admitted the malpracticc and
had paid the additional tax as due in respect of the years 1976-77 and
1977-78, no action was taken (July 1981) to levy penalty which
worked out to Rs. 2.67,987 and Rs. 1,21.772 respectively.

1.9 The matter was reported to the department and to the Minis-
try of Home Affairs (August 1981); their reply is awaited (December

1981).

[Paragraph 3.16 of the Report of the Comptroller und Auditor
General of India for the year 1980-81, Union Govt.
(Civil) Revenue Receipts Volume-I Indirect Taxes].

Sales 1o Registered Dealers—Provisions in the Law

1.10 Section 5(2) (a) (it) of the Bengal Finance (Salcs Tax)
Act, 1941 read with Rule 26 of the Delhi Sales Tax Rules, 1951 as
applied to the Union Territory of Delhi upto 20 October, 1975 stipu-
lated deduction from a dealer’s turnover, the sale of good, made to
registered dealers provided he furnishes alongwith his return a complete
list of such sales and produces on demand the prescribed declarations
from the purchasing dealer, together with copies of the relevant cash
memos or bills according as the sales are cash sales or sales on credit.

in support of such sales.

i.11 Section 4(2) (a) (v) of the Delhi Sales Tax Act, 1975
read with Rule 7 of the Delhi Sales Tax Rules, 1975 enforced from
21 October, 1975 also provide for similar deduction from the turnover
of the dealer if the dealer products copies of relevant cash memos ctc.
and a decleration in form STI duly filled and signed by the purchasing

dealer. '
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Penalty for conceglment of facts

1.12 Under Section 56 (1) of the Delhi Sales Tax Act, 1975 if
the Commissioner or any person appointed under sub-section (2) of
Section 9 to assist him, in the course of any proceedings under the
Act, is satisfied that a dealer has concealed the particulars of his sales
or has furnished inaccurate particulars of his sales, he may, after
giving the dealer a reasonable opportunity of being heard, direct that
the dealer shall pay, by way of penalty, in addition to the amount of
Tax payable, a sum not exceeding two and a half times the amount
of tax which would thereby have been avoided. ‘

Evasion of Tax

I.13 In the paragraph under examination, Audit have brought
out the casc of a dealer in Ward 11 of the Sales Tax Department of
Delhi (Mis. A. Duggal & Co., Katra Baryan. Delhi 6. engaged in the
resale of glass sheets, safety glass, plywood etc.) who evaded sales
tax in his sales tax assessments for the years 1975-76, 1976-77 and
1977-78 Ly ftalsifying the documents. The details of evaded turn over
and tax during the respective years are as follows .—

Year Evaded  Sales Tax
turn-over evaded
Rs. lakhs Rs. lakhs

1975-76 . . . . . . . . . . . 32.38°  2,26,730

1976-77 . . . . . . . . : . . 13.82  1,07,195
1977-78 . . . . . . . . : . . 6.29 48,709

1.14 The irregularity in the assessment for 1975-76 was pointed
out by Audit in November, 1980. According to the Audit paragraph,
similar types of malpractices being indulged in by the szme dealer
during the subsequent years 1976-77 and 1977-78 were also detected
again by the Audit in June, 1981. In this regard, the Ministry of Home
Affairs have stated :—

“The modus-operandi adopted by the dealer in falsifying his
" accounts for the assessment years 1975-76, 1976-77 and
1977-78 were interpolation of figures thereby increasing
the amounts of bills entered in the list of sales to regis-
tered dealers, altering the amount of bills in the prescrib-
ed dcclarations received from the purchasing registered
dealers and inflating the totals in the list of sales and also
while carrying over total from one page to another. This

has been discovered in respect of 1975-76 to 1977-78.
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1.15 Committee desired to know the provision in the rules, codes
and manuals for checking other connected records of a dealer when
a fraud comes to notice. The Ministry of Home Affairs in their note
stated as under :—

“As per the provisions of the Delhi Sales Tax Act, the assess-
ments can be re-assessed by Sales Tax Officer or suo-moto
revised by the Assistant Commissioner on having the
knowledge that a frand has been committed by the
dealer.”

1.16 Asked why and how the department had failed in the present
case in taking action swo motu to examine whether similar offences
had occurred in the subsequent years also, the Ministry of Home
Affairs in their note stated as follows :—

“On receipt of the first information regarding mistake in the
assessment order for 1975-76 in November, 1980, the
. reassessment proceedings against the dealer were initiated
and finalised in January, 1981. The inspection for the
subsequent years, i.e., 1976-77 and 1977-78 were, how-
ever, started by Audit on 1st of April, 1981 and in com-
»pliance thereof the files of the dealer for the years 1976-77,
1977-78 were furnished to Audit immediately. In the in-
tervening period from January 1981 to March 1981, the
Ward Officer was engaged with assessment of time-barr-
ing cases.”

1.17 The Committee wanted to know the reasons why in regard
to the same dealer, the Department did not detect the further records
falsified by the dealer by investigation into the returns. In reply, the
Ministry of Home Affairs have stated in a note :—

“The further records of the dealer for the assessment years
1978-79, 1979-80, 1980-81 and 1981-82 have been en-
trusted to the Vigilance and Enforcement Branch of the
Sales Tax Deptt. for investigation and assessments.

As regards investigations into the returns of the assessments
prior to 1974-75, there was no system of filing of ST-1
from prior to 21-10-75. The original documents conta-
ining the declarations used to be returned to the dealers
during those years, i.e. 1973-74, 1974-75. Since the period
of preservation of documents is only five years under rule
55 of the Delhi Sales Tax Rules, the dealer would not
be required to have them in their possession now. Hence,
there was no likelihood of his producing the record now.
Therefore, eny proceedings for re-opening of the case by
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suo moto revision for 1973-74 and 1974-75 were consi-
dered not likely to lead to any positive results.”

1.18 The Committee wanted to know if the Sales Tax Law pro-
vides for penalty against officers who colluded with the dealers in
deprising the public exchequer of revenues. In reply, the Chief Secre-
tary, Delhi Administration deposed before the Committee as follows :

“As far as the responsibility of any officials at any level work-
ing in collusion with dealers in depriving the administra-
tion of any revenue is concerned, the Conduct Rules are
quite clear. The officer has to be departmentally proceed
ed against and has to be punished. In this particular case
also, the explanation of the Sales tax ofticer who made the
assessment has been called for and afier considering it,
this will have to be given to Vigilance and the severest
penalty that is arrived at by the inquiring officer would
be given.”

1.19 Offering his views on the responsibility of the officer, the
Home Secretary added :— -

“There has been repeated and continued kind of lapse what

' we find today, without going into the case, is the laxity
on his part. Therefore, action must be taken so that it
would provide a lesson to others. We will see this is a more
serious way as to how and why this kind of things has
happened and the action, as may be called for at this
stage, be taken against the officer concerned.”

1.20 Asked whether the assessing officer for all the three years
was the same person, the Chief Secretary, Delhi Administration sta-
ted:— -

“Yes. The 1975-76 assessment was made in 1979. The
1977-78 essessment was made in 1980 and the following
year's assessment was made in 1980-81. These assess-
ments relate to a period of three years during which time
this ward had the same sales-tax officer. He has now
changed and another officer is looking into the cases of

this party.”

Role of Supervisory officers

1.21 The Committee wanted to know the role of the superviso_ry
officers in the scrutiny of assessments and other documents. The Chief
Secretary, Delhi Administration stated before the Committee :—

“ ... So much would depend on the quality of supcrvision
and inspection that is exercised so that such cases do not
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recur. Supervision takes place through two channels.
First, there is the internal audit cell. There is also the
enforcement and the vigilance branch. It is the respon-
sibility of the.enforcement and vigilance branch to make
periodical and regular surveys and see if there are any
such cases of interpolation, forgery, etc......... .

1.22 When asked why this interpolation was not detected by the
Internal audit wing, the witness replied :

“They had not been able to do. "We agree that the supervision

has not been as affective and as adequate as it should have
been.”

1.23 In reply to a question whether the Assistant Comiuissioner
could give directions to the assessing officer apart from cxercising
supervision in administrative matters.

The Commissioner of Sales Tax, Delhi replied :—

46

o . e

...I would say that under the law he cannot direct an
assessing authority to do anything because that wiil im-
medlately be challenged in the higher court. It is only in
an administrative work that the supervisor comes in. Here
it is a judicial work. There is no subordinate in the sense
that the Assistant Commissioner cannot direét the Sales
tax Officer to do a particular thing....”

1.24 On being asked whether a provision could not be madc in
the Delhi Sales Tax Law whereby in cases where the turnover cxceeds
a certain limit, prior approval of the Assistant Commissioncr or the

next higher

authority should be taken by the Sales Tax Officer (una-

logous to the corresponding provisions in the Income Tax Act}. the
witness stated :—

The

..I think this is a very good practice, that is being follow-

ed in income-tax...... In the sales tax during the lavt
thirty years of its existence in Delhi, there has been no
such practice.

assessing authorities have been passing the ussessment
orders ; whatever may be the limit, they do not have to sub-
mit to the next higher authority for any prior approval.
They can pass assessment orders on their own. Suics tax us
well as the other subordinate staff do not comc into the
picture unless the internal audit or the statutory cudit.
that is the revenue audit, points out certain mistakes, or
those are brought to the notice of the next higher autho-
rity. Then only the next higher authority takes action
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under the law for a suo motu revision of the assessment
orders to rectify the mistakes or to increese the tax or
what it is. It has to be done by a quasi-judicial authority.
It is for him to do something, the next higher authority
passes his own order. The order which is passed by the
superior is a separate order. It is also a quasi-judicial
order. This is again subject to the appeal in the Tribunal
or in the High Court.”

1.25 When asked if there was no mechanism in the Sales Tax to
detect cases of mistakes, fraud. etc, the Sales Tax Commissioner stated:

“We have internal audit cell working in the department for
the last ten years. But unfortunately, we have two offi-
cers in the cell to scrutinise the assessment pessed by these
170 assessing authority. ...There is no other mecha-
nism.”

1.26 The Committee wanted to know whether the Department
had since investigated all the records of the dealer. The Ministry of
Home Affairs have in a note stated as under:—

“The records for the assessment years 1978-79 and onwards
have been transferred from the Ward Officer to the Offi-
cer of the Vigilance and Enforcement Branch to ensure
proper and thorough investigation. The Officer concern-
ed has issued notices to the dealer. The dealer has not so
far produced the books of accounts, ST-1 forms and list
of sales for scrutiny. Matter is being pursuzd.”

1.27 In other written reply furnished to the Committee, the
Ministry of Home Affairs stated that the file of the dealer was received
in the Vigilance and Enforcement Branch on 27 August, 1981. Fur-
ther asked what action was taken by the Vigilance and Enforcement
Branch, the Ministry of Home Affairs stated :—

“Assessment of the year 1878-79 has been completed by the
assessing authority in the V&E Branch on 10-12-82'and an
addl. demand of Rs. 37942 under the Delhi Sales Tax
Act and Rs. 20670 under Central Sales Tax Act was
created. Penalty of Rs. 200 each under the Local and
Central Acts was also imposed for lete filing of returns
for IInd and IIIrd qrts. (The delay involved was 2 days
and one day respectively). The addl. demand has been
created on account of non-production of ST-I forms and
C forms etc. The additional demands have already been
paid by the dealer. Proceedings for assessment of the dealer
for subsequent years are in progress.”
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1.28 On being asked whether the dealer had provided the required
documents, the Ministry of Home Affairs in their note stated:—

“The dealer produced Cash Book, ledger, Sales and Purchase
vouchers and statutory . declarations in form ST-I and C
forms during the course of hearing. No inter-polation of
the nature detected eailier during the previcus years was
detected by the Assessing Authority in the V&E Branch
for 1978-79. F.LLR. was also lodged against the dealer
by the Enforcement Branch on 1-7-82.

Besides, on the advice of the Assessing Authority in V&E
Branch the STO of the ward has levied interest on the
tax amounts evaded by the dealer as follows:—

197576 . . .. Rs. 73,407/-
1976-77 . . . .. Rs. 93,176.-
197778 . . ..., Rs. 33,607 -

Out of this, the dealet has already paid Rs. 20,000|-.

Also the Ward STO has cancelled the Local R.C. of the dealer
on 15-1-1983. Action to cancel Central R.C. has also
been taken. Notice to this effect has been issued to the
dealer cn 15-1-1983. Proceedings are under progress.™

Imposition of Penalty

1.29 It has been pointed out by the Audit that in the case under
examination against the permissible penalty of Rs.” 5,06.825 leviable
against the dealer in terms of Section 56(1) of Dezihi Sales Tax Act
on account of the {alsification of records in respect of the year 1975-76,
@ penalty of Rs. 20,000 enly was imposed. The Committee desired to
know the reasons for not levying the prescribed maximum penalty
against the dealer. The Ministry of Home Affairs in their note stated
as under :(—

“Sales Tax Low does not prescribe any minimum penalty against
erring dealers. However, the maximum penalty that czn
be imposed on such a dealer is 24 times the amount of tax
provided under Section 56 of the Delhi Sales Tax [Act,
1975. However, the maximum penalty is not necessarily
imposed.”

1.30 During cvidence the Chief Secretary, Delhi Administration
stated :—

“ The lew as it stands today only provides for the maximum
penalty for the appellate authority which makes a finding
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about the nature and level of the penalty to be imposed.
This is a quasi-judicial work under the law. Now for the
audit, for the enforcement and the Vigilance and for the
internal audit or for that matter, any audit to
explain why a certain level of penalty has been imposed,
becomes extremely difficult. Penalties have to be imposed
Keeping in view the nature of the offencs, the delays, the
naturc of the assessment made and the tyoe of assessment
made, etc. etc. In this particular case, there is no doubt
about it. The penalty imposed was very insufficient.”

1.31 The wimesc further stated :—

the best of my knowledge such taxation laws do not have
provisions for minimum penalty.”
/

1.32 When the Committee drew attention to the provisions of the

Sales Tax Laws of the adjacent states viz. U.P., Haryana and Punjab
- which provide for imposition of minimum penalties for evasion of tax,
the witness stated -—

“] am not aware of the laws. We will examine* this. We will
make a recommendation, it necessary.”

1.33 In = note furnished subsequently, the Ministry of Home Affairs
stated :—

“This is yet to be considered. This will need amendment of the
Delhi Sales Tax Act. The relevant provisions of Sales Tax
I.aws of other States are being studied.”

1.34 On the question of imposition of penalties in the case under
cxamination, the Ministry of Home Aﬁalrs have in a farther note stated
as follows :—

“In respect of the years 1976-77 @nd 1977-78 penalties of
Rs. 25,000 and Rs. 19,000 respectively were imposed by
the Sales Tax Officer, Ward No. 11 in July, 1981. These
amounts have been paid by the dealer. However, the Assis-
tant Commissioner who is the next higher authority, on
finding that these penalties were not adequate and that the
Sales Tax Officer had not teken into account the gravity of
the ofience, has revised these penalties vide his orders dated
10-12-1982 as follows :—

1976-77 . . . . : . X ) . . Rs. 2,65,000;-
1977-78 . ) . . . . . . . . . Rs. 1,20,000, -

The Assistant Commissioner also rev1sed the penalty for 1975 76 from
Rs. 20,000/- to Rs. 3,35,000]-.
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Thus the total amount of penalties imposed has been revised from
Rs. 64,000}- to Rs. 7,20,000|- for the three years.

However, the dealer has approached the Delhi High Court in a
writ petition against the suo motu revision proceedings and
the High Court has stayed further proceedings in the matter.
The case is now fixed for hearing on 1-3-1983.”

Delay in launching criminal proceedings

1.35 The Commiittee enquired whether falsification of documents by
the dealer amounted to violation of any law. In reply, the Ministry of
Home Affairs have stated that this amounted to & cri offence under
the Indian Panel Code and also an offence under es Tax Law.
Enquired what action was taken against the dealer on the fadsification
coming to notice, the Ministry of Home Affairs stated :—

“In respect of the information for the year 1975-76, 1976-77
and 1977-78, the dealer was reassessed. Also FIR has been
lodged on 1-7-1982 with the police for criminal prosecution
of the dealer.”

1.36 During cvidence, the Committee pointed out that the audit
observztions in the case were brought to the notice of the Department
in November, 1980 and June. 1981 respectively, while the FIR was
filed with the Delhi Police on 1 July, 1982, only. Explaining the reasons
for delays, the Chief Secretary, Delhi Administration deposed :

“There was a doubt whether in a case of this kind prosecution
was to be launched or not. Penalty was imposed; there was
this doubt whether prosecution can be launched. Under the
Jaw there is the provision that once penclty is imposed,
prosecution will not be launched.”

Our immediate concern was to see that the tax wvoided
should te recovered. The penalty has te be imposed. Money
should be recovered from the dealer. Explanation was called
for from the officials” .. .Records were to be obtained.

_The records were with the Appellate Officer because of
revision; and these were obtained. We admit that Internal
Audit and Vigilance also needs to be strengthened. I don’t
have any brief for any delay.”

1.37 The Commissioner of Sales Tax, Delhi deposed :

“Under Section 50 of the Delhi Sales Tax Act. 1975, no prose-
cution for an offence under this Act shall be instituted in
respect of the same facts on which a penalty has been
imposed.”
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.

1.38 The Committee enquired from the represcntative of the
Ministry of Lew, Justice and Company Affairs to clarify whether there
would be any violation of the principle of double jeopardy as contended
by the Delhi Administration in the present case. The witness stated : —

“The provision contained in the second proviso (of the Delhi
Sales Tax Act) would apply only to prosecution for an
offence’ under the Delhi Sales Tax Act and not for an
offence under the Indian Penal Code.”

1.39 The Committee drew attention to parz 3.09 of Audit Report
1979-80—Indirect Taxes—Receipts of Union Territory of Deihi—Sales

Tax relating to exemption from tax on the basis of in admissible certifi-
cates, wherein it was inter alia state :—

“On this being pointed out in audit (Noveinber 1978),.the
department lodged a report against the dealer with the
Police under Sections 463 and 465 of tne Indiapn Penal
Code and Section 195 of the Crimina! Procedure Code as
also for any other offences found to have been committed
by him, which might be observed during investigations, In
so far as offences undcr the Delhi Sales Tax Act are con-
ceined. a composition fee of Rs. 40,000 was levied against

the 1 dealer which has since been realised (November
]979)”

1.40 On being asked how the Department was now taking the plea
of double jeupardy in view of the legal position clarified by the Ministry
of Law and also of the action alxcady taken by the Depurtment as was

reported in an earlicr Audit para (quoted above), the Commissioner of
Sales Tux, Delhi stated :—

“Actueily we examined this aspect and we finaliy caume to the
conclusion that forgery can be taken as offerice under the
Indian Penal Code and. therefore, we are within our power
to lodec a case. This matter came to mv notice on 30th
June 1982 ... .. I took over in March 1¢92 (nd I launched
the F.ILR. within 24 hours, that is on !st July, 1982."

1.41 Acked why it was not brought to the notice of his predecessor,
the witness stated :—-

“It was brought to the notice of my predecessor in September.

1081. But after that there was some delay.” .

1.42 When asked why it was not brought to his motice in Dzcember,

1980 itself and who was responsible for this, the Chier Secretary, Delhi
Administration stated :—

“This should have been looked into when there was some

delay ... .. we will see to it that this kind of thing does not
noppen again.”
518S/83—2
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1.43 Stating the present position of the case, the Home Secretary
deposed :

l would like to mention that penalty under Secuon 56 of the

Delhi Sales Tax Act has been imposed so far as the dealer
is concerned and also an F.L.R. has been lodged against
this particular party. Unfortunztely, I may also give you
the information that the party has obtained a stay from the
High Court. But, after discussion with the officers when this
case came to my notice, 1 have asked them to take it up with
the High Court so that this case is expedited and we do net
forget ‘this particuler case which has a \wjt,-mngmg effect
only because of lapse of time and non- attcntlon by the
Government.”

1.44 The Home Secretary further stated :

“About the point that the quantum of penalty is less and it could

have been more particularly in such bad cases, that is
there ... .. As T said. it is symptomatic of ¢ particular kind
of attitute taken by the Department. So far as we are con-
cernad, in our own small way, we shail trv to plug the
loopholes and see that the Sales-tax Du,mrtment functions
in a betier way.”

1.45 In a further nate on the subjéct the Ministry of Homz Affairs
hove stated :

“The dealer in his writ petition has prayed the Delhi High Court

that the Delhi Administration and the appropriate Deptt.
be d's{“““d not to prosecute the petitiorer tor alleged
cifences and the action in lodging the FIR by guash ed or
uspon(‘m’ be dircctrd to \uthdmw the FIR. The Dep't.
had Lled reply to the writ petition. The case subs uently
came up for hoaring on 25-1-1983 when the Court fixe K|
up the writ petition on 1-3-1983 and md red that in the
meantime the nolice o collect the relovont evidoice,

Dy. Commissioner of Police Crime Railway Deihi hos
been requested to cxpedite the collection of evidence 1s now
permitted by the Court.

. The case will be further pursued i the Court.”

Role of Vigilance and Enforcement Branch

1.46 The Committee wanted to know the status, powers and use

fulness of the Vicilance and Enforcement Branch of the Sales Tax



13

Departmcnt of the Delhi Admmlstratnon. The Mmlstry of Home Affairs
in their note stated as under .(—

“Constitution :

The Vigilance and Enforcement Branch has at present the
fo]lowmg strength :

1. Asstt. Commissioner : One

2. Sales Tax Officer : Four

3. Asstt. Sales Tax Officer : Seven

4. Salcs Tax Inspectors : Twenty three
Status

The Commissioner is empowered to delegate some of his
powers to his subordinate oflicers under Section 10 of the -
Delhi Sales Tax Act, 1975. The Commissioner has accor-
dingly delegated his powers of inspection under Section 41 -
of Delhi Sales Tax Act, 1975, to all the officers posted in
the Viecilance and Enforcement Branch. Fowers of search
«nd scizers have however, been delegated only to Sales Tax
Uflicer. Besides, inspection and investigation, Vigilance and
Eniorcement Branch also makes assessment of the cases
detected by this Branch.

The Brunch operates on the basis of compiaints received
trond the public or through informers and also undertakes

trade surveys from time to time. In order to cncourage in-
1ormen reward rules have been framed which enviscee
grant of rewards to informers who give information about
evasion of sales tax.

Powers

Thre officers of the Vigilance and Enforcement Branch have
been empowered as per Section 41 of the Dothi Sales Tax
Act. 1975, to enter and search premises <eize books of
accounts end seal and premises etc.

Usefulness' Achievements

The isranch has played an important role in detecting the
cases of evasion of sales tax and other irrcguiarities, A



chart showing the work ‘done by the Vigilance and Enforce-
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ment Branch during the last 5 years is given below :

No. of ca-

Addl. de- No. of prd-

No. of Cases of Cases whe-

Year checking unregis- re docu- ses assessed” mand crea- secution
surveys - tered dea-  ments were ted launched
conducted  lers detec-  seized/sur- ’

ted. rendered , (Rs. in lacks)

1978-79 2340 61 151 958 83.47 12

1979-80 2870 57 156 1200 124.85 07

1980-81 1685 08 240 1693 197.07 05

1981-82 2841 092 346 1340 227.17 06

1982-83 2086 87 253 696 34.26* 16

(Upto -

December

1982) *cases likely to yield substantial revenuce are

likely to be finalised during the quarter
ending March, 1982,

Performance of Internal Audit Cell

1.47 In a note furnished to the Committee on the set up of the
Internal Audit Cell of the Sales Tax Department of Delhi Administra-
tion, the Ministrv of Home Affairs stated :—

“The Internal Audit Cell was sct up in the Sales Tax Depart-

ment during the year 1967 with & view to check assess-
ment orders and to discover discrepencics irrcgularities
comimnitted in the assessment orders and registration cases
passed in the wards by different assessing authorities from
time to time. Discrepancies irregularities detected during
the course of scrutiny by the Internal Audit Cell” are
communicated to the Ward Oflicers to take remedial
measures to rectify;remove such discrepancies well in time.
Initizlly the Internal Audit Cell used to receive only copies
of orders passed in different wards and the scrutiny was
limited to the arithmetical calculations only. However,
now detailed scrutiny in some cases is also done.

Due to shortige of staff the Internal Audit Cell has
been able to undertake scrutiny of only a limited number
of cases. The working of this Cell was discussed with the
ofiicers of the Revenue Audit Department in the meeting
held in September, 1975 and it was felt that in order to

‘ensure scrutiny of requisite number of cases by this Cell

there should at least be 5 Internal Audit parties—each
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consisting of 1 A.S.T.O., 2 Inspectors and 1 U.D.C. How-
ever, only two audit pames were sanctioned for the
Intern.] Audit Cell. With the limited staff available with
the department it has, therefore, been possxble only to
undertake limited scrutmy of a very Jimited numbcr of
cases.”

1.48 Enquired how many assessments relating to Ward 11 were
completed and how many were scrutinised by Internal Audit Cell for
the years 1975-76, 1976-77 and 1977-78 the Ministry of Home Affairs
have furnished the following data and stated :

No. of cssessments made

Ycar

Local

Ccrm'al Total
1975 76 1174 1132 2306
1976-77 1048 1022 2070
1977 78 1023 1010 2033

No assessments o{ Ward 11 were scrutlmsed by the Intemal Audit
Cell in respect of these years.”

1.49 In reply to a further question, the Ministry of Home Affairs
have given the following data showing the performance of the Internal
Audit Cell of the Sales Tax Department of the Delhi Administration
since 1972-73 :

No. of cases as-

No. of cases  Percetnage No. of cases Amount of
Year sessed scrutinised in which dis- additional tax
' crepancies/ir- involved
regularities  (Rs. in lacs)
detected
1972-73 60324 11245 18.06 — Record not
available
1973-74 51858 02213 04.3 -— —do—
1974-75 56685 00297 00.52 —_ ~do—
1975-76 60421 Nil Nit —_ —do— )
1976-77 69795 25063 35.90 — —do—
1977-78 74131 03934 05.4 584 4.86
1978-79 76563 034138 04.46 186 1.25
1979-80 93416 00743 0.8 261 7.84
1980-81 103126 01314 01.49 221 2.81
105300 02652 ’ 175 2.91

1981-82

02.5
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1.50 In reply to a question why the Internal Audit Cell could not
detect the preseat case which was subsequently done by Revenue Audit,
the Chief Secretary, Delhi Administration stated in evidence :

“Internal audit has to be strengthened. We admit, it is our
responsibility. We have tp take steps to ensure that thxs
kind of a thing does not happen ‘again.”

1.51 In a further note furnished to the Comnmittee, the Ministry
of Home Affairs have stated :

“The question of strengthening the Internal Audit Cell has
been re-examined and besed on the rzcommendations of
the Administrative Reforms Department, a proposal has
been sent by the Delhi Administration to Government of
India for sanction of the following staff for the Internal

Audit Cell :—-
1.  Accounts Officer . . . . . . . . . . 1
2. Asstt.Sales Tax Officers . . . . . . . .o 7
3. Sub-Auditors/Auditors . . . . . . . . . 24
4. LDGCs . . . . . . . . . . . . 8

1.51 The Committee enquired if some more cases of forgery had
come to the notice of the Sales Tax Department. The Sales Tax
Commissioner deposed :

“Our SIB have detected 9 cses. In all these cases, we have
lodged F.1.R.”

1.53 When asked to furnish details of these cases. the Ministry of
Home Affairs have stated in a note :—

“The details of the 9 cases referred to above are given in the
Statement I* enclosed. Against 64 dealers criminal cases
are pending in various courts. Details wre given in State-
ment II*. In 38 cases FIRs have been lodged with the
Police and investigation is pending. Thz details of these
cases arc in Statement 1II*. Police Department have been
requested to expedite investigation in these cases.’

1.54 Asked whether disciplintry action taken had been taken
against the ofhcers concerned in these cases, the Ministry stated :—

“Out of nine cases in statement I, in two cases the interpolation|
irrcgularities were noticed by the assessing authorities
themselves. In respect of the remaining cases, the Addl.
(‘ommmsxoner Sales Tax h“s bcen asked to lonk inte each

‘No‘ Pnntcd
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case and report if there is any evidence of collassion or
negligence on the part of assessing authoritics. On receipt
of his report, further action will be taken. A total of 17
cases relate to obstruction in the discharze of oflicial duties,
non production of books etc. Three cases pertain to un-
authorised collection of sales tex F.I.Rs have already
been lodged in these cases. In cases the explanation of the
assessing duthorities has been called. In once case the
concerned officer was warned.”

‘Audit of accounts by Chartered Accountants

1.55 The Committee desired to know whether in the present case
the accounts of the dealer were audited by a Chartered Accountant.
The Ministry of Home Affairs have stated :

*The dealer is not a Private Limited Co. or a Limited Co. It
is a paortnership concern. It is not incumbent on partner-

ship concerns to get their <ccounts audited by Chartered
Accountants.”

1.56 Asked about the policy of the Department in regard to
getting accounts of dealers certified by Chartered Ac.countzmts with
reference to the provisions in the law, the Ministry of Home Aﬁalrs
have stated : —

“There are no legal provisions under the Delhi Sales Tax Act
or under the Central Sales Tex Act to obtain the report
of Chartered Accountant prior to assessments.”

Administration and Rationalisation of Sales Tax in Delhi

1.57 The f{oillowing Table indicates the figures of Sd!ec. Tax
collected in Delhi during the last 10 years :—

Tax Cnllcctcd (Rs. in crores)

Ye:'nr Local ( entm! Total
1972-73 . ... 23.87 1040 34.27
1973-74 . . ... 26.51 13.29 39.80
197475 . . ... 3.7 1871 52.47
197576 . .o .. 45.03 26.97 73.00
197677 . . . ... 53.87 33.88 87.75
1977-78 . . . ... 58.71 36.71 95.42
1978-79 . . . ... 62.70 43.78  106.48
1979.80 . . . . ... 72.45 5273 125.18
1980-81 . . . ... 92.38 62.62  155.00

1981-82 . . ) . . . ) . . 117.82 73.08 - 190.90
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1.58 The Committee desired to know whether the casc in question
was not symptomatic of the malaise in the Sales Tax Department and
whether the Delhi Administration/Ministry of Home Affairs deemed
it necessary to streamline its functioning so a3 to plug the loopholes of
cortuption’ and save the people from unnecessary harissment. The
Home Secretary deposed :—

“The main thrust of your observations with regard to the policy
and strategy that we would like to adopt. 1 would like to
mention that we went into the question— the oflicers of
the Sales Tax (Department) as well as the Sules Tax Com-
missionel, the Finance Secretary, the Chier Secretary and
my colleagues in the Ministry itself. According to the
cases that have come to our notice so far, we discussed
what are the broad areas and the specific arcas where
there are complaints and whether the cases have revealed
or indicated the laxify and if so how that cun be plugged.
We will go into this in the tax administration in the
organisational and adMinistrative part of it and also to see
if there is any lacuna so far as the legal provisions are
concerned or the rules are concerned.

#  The second thing is we have set up some supervisory
machinery and that is of two kinds. One is internal audit and
the other is Enforcement and Vigilance branch., where
one Assistant Commissioner in the administration goes
around. How is he functioning, what is the kind of super-
vision he is able to make and what kind of check that is
being done—we will go into all these things. We do believe
that unless the supervisory machinery is strengthenad pro-
bably it may be difficult and it may not always be possible
for us to check more such bad cases, the position will not
improve. :

Another thing I would like to mention is in the Chief
Ministers’ Conference which wos held at New Delhi, it
was recommended that the Law Commission should study
and formulate a model Sales Tax Law taking into account
the experience, particularly of big cities like Delhi. That
also takes the overall implications of this particular matter
and the Law Commission is at the mioment. engaged in
making a study. But that is & bit long-term measure. But
from the administrative angle, we are just going into the
organisational as well as the administrative aspects of the
working of the department and what kind of supervision
is being exercised today and how that can be strengthened
and reinforced.



19

I dc concede that the above measure is.not just possible
not only as the Secretary to the Ministry but also even as
a citizen. This is a bed case and though I have been
assured by the Delhi Administration that there are not
very many cases like this, which assurance I would like to
convey to you; still it is extremely important on our part
that this may be a tip of the iceberg or at least something
which must give us & caution. Another thing, I might
menion is Dr. Chelliah who is head of the National Insti-
tute of Public Finance—of course, now he has moved to
another organisation in the Government--has been
entrusted with this particular task to make suggestions not
only from the view point of how the Sales tax revenue get
optimised but also from the- point of view of the brozd-
frame work of the administration and the organisational
reinforcement and strengthening of the machinery.

Briefly in one sentence, I might like to assure you and
the hon. Members of the Committee that we do want to
strengthen the supervisory machinery as well as the field
level michinery in the Sales Tax Department.” *

1.59 The witness further added :(—

.. .1 do appreciate that the totality of the administration has
to be galvanised . ...We propose to discuss the question
of organisational qtructure the supervisory organisation
and the rationalisation of the working of thc Department.
As T said at the outcet, the Chief Secrctary, mysclf and
other senior colleagues were quite unhappy about the way
this cuse had developed and 1t came to thz notice of the
Audit and, despite the Audit having brought it to their
notice, there are explanations to be given “about certain
things, here and there it is symptomatic of a particular kind
of attitude taken by the Department. So far as we are-con-
cerhed, in our own small way, we shull try to plug the
loopholes and see that the Sales-tax Depagtment functions
in a better way.”

1.60 The Committee enquired whether there were certain items in
the Sales tax net in Delhi which yielded a revenue of less than Re 5
lakhs. The Chief Secretary, Delhi Administration gtatzd :

“There could be.”

1.61 Asked whether the Department had given w«ny thought to the
question of ratmnahsmg the system so as to be able to concentrate on
bigger cases, the witness stated :

“This is a very valid point. But, as you are aware, tMales tax
in Delhi should not be looked at always in isdWRion. We
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have to consider also what is happening in the neighbouring
States. The Planning Commission and the Northern Zonal
Council the Regional Council for Sales tax also, goes into
these things. We have to act in step with other States. So,
it may happen sometimes that a certain cominodity or an
article which fetches a very nominal revenue or a very small
amount of revenue is important from somc other point of
view of the neighbouring States. Therefore, we do not want
to take any action independently or in isolation which is
likely to affect the other States.”

1.62 The Committee pointed out that Delhi was more or less a
distributing centre znd not a manufacturing centre,. and hence the
problems were different in character than elsewhere. The witness stated :

. This is one of the terms of reference of the study which
has been referred to the National Institute of Public
Finance. It was about four or five months ago. By the end
of the financial year, by March, 1983, we hope to receive
an interim report.”

1.63 In a note subsequently furnished to the Committee the
Ministry of Home Affairs have stated :

“Consequent upon the decision taken by the conference of Chicf
Ministers, the Ministry of Law had requested the Law
Commission te prepare a model Sales Tax Law for uni-
form adoption by all the States. If such & model law is
enacted, it will provide rationalisation simplification in a
unitorm manner throughout the country.

Also, the Delhi Administration has asked the National
Institute of Public Finance to undertaks 4 Studv of Sales
Tax Department of Delhi Administration. The terms of
reference of the said study are as follows :(—

1. To examine and make recommendations regarding the
structure of Sales Tax in Delhi, with particular reference
to the distribution of items between first point and list
puint levy of tax and the considerations which should
govermn the selection of items for levy ot the first point.

2. To examine and make recommendations regarding the
factors which should be taken into account in deter-
m:ning the rate structure of sales tax in Delhi.

3. To make recommendations recarding the implementation
of sales tax law with particular reference to assessments
and the introduction of a viable system of summary

>
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assessment as envisaged in section 23(1) of the Delhi
Sales Tax Act.

. To make recommendations regarding yardsticks for
staffing the Department taking into account reasonable
cost of collection and desirable norms of work of
assessing and other authorities including internal audit,
recovery and other authorities. |

. To examine the structure of trade in Delhi and to under-

take commodity flow surveys in regard to a few selected
commodities.

. To make recommendations regarding enforcement Branch

of the Sales Tax Department, its desitable strength,
methods and procedures of operaticn and  optimum
selection of enforcement activities. -

. To make recommendations regarding the system of
collecting and of compiling statistical data with parti-
cular reference to the collection of commodity wise and
other information of use in the formulation of policy
and to the devising of methods of assessing the perform-
ance of the Sales Tax Departmeni in different areas.

. To make recommendations on any other matter which ia
view of the institute may havs a significant bearing on
the effective administration of Sales Tax in Delhi.

Any further need for rationalisation of sumplification of law

will be reflected in the study by the Committee.

Further, the most important innovation being adoped by the

Sates Tax Department.is the introduciton of computerisa-
tion in Sales Tax Administration, especially to check dealer
to-dealer transactions. A few date entrv machines have
already been purchused. Necessary staff is being recruited.
It is hoped that the wotk may be started during the year
1983-84. Once a fulfledged comouterisation scheme is
enforced malpractice will be eliminated to a great extent.™

1.64 During evidence. the Committee drew attention of the rep-
resentative of the Ministry of Home Affairs to certain suggestions made
by thc Delhi Administration over the ycars regarding administration{
continuance of sales tax in Delhi and desired to know the action taken

The Home Secretary stated

“I would certainly like to mention that T will look into all

these cases and we will call a meeting of the senior officers
of the Delhi Administration to familiarisc myself with all



22

these suggestions. I think, I will do it within a period of
next three months.”

1.65 In a further note on the subject, the Ministry of Home Affairs
have stated :— - :

“The Metropolitan Council, Delhi, in its sitting held on 28th
December, 1977, passed the following Resolution :—

This house resolves that the Sales Tax being levied at present
in the Union Territory of Delhi under, the Local and
Central Sales Tax Laws be abolished. In its place
alternatiye avenues including an appropriate additional
excise duty, be explored by the Central Gevernment.

This House further resolves that the Central Government be
moved to make allocation to the Union Territory of
Delhi commensurate with its present collection and the
increased collection which it would haveunade in future
and the Sales Tax not been abolished in order to safe-

guard Delhi’s interest.

Subsequently, the Resolution was also placed before the Exe-
cutive Council for their consideration and the Council
directed that since a decision on this matier can be taken
on All India basis only and not in isolation, a copy of
the Resolution be sent to the Government of India, for
consideration and they may be requested that in taking
a decision in the matter, it may be ensured that the aboli-
tion of sales tax and its replacement by an appropriate
alternative including additional Excise Duty does not result
in any loss of revenue of the Administration and that the
Union Territory of Delhi continues to get increased allo-
cation corresponding to its increased developmental acti-
vities. Accordingly, a copy of the said Resolution along-
with the above views of the Executive Council were next
to the Government of India.

Government of India informed Delhi Administration during
April, 1978 that the Sales Tax is a state subject of taxation
under the Constitution and the question of replacement of
Sales tax by additional excise duty was discussed with the
Chief Ministers of States and the matter is proposed to be
pursued with them. It was further informed that a
measure like this can be introduced on ail India basis and

_it would not be desirable or even practicable to replace
sales tax by excise duty in the Union Territory of Delhi
alone ; such a course would certainly lead to economic and
other administrative complications of a serious nature.
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It may be pointed out that the Government of India has set up
a Committee on Sales Tax under the chairmanship of Shri
Kamlapati Tripathi, M.P., to consides the question of rep-
lacement of excise duties on five commodities—(1) Cement
(2) Petroleum products (3) Paper & Paper Board (4) Drugs
and medicines (5) Vanaspati. The decision of the Gov-
ernment of India in the matter is still awaited.”

1.66 According {o the Bengal Finance (Sales Tax) Act, 1941 as,
applicable to Delhi upto 20 October, 1975, the Delhi Sales Tax Act,
1975 which came into force from 21 Octobv 1975 and the Rules
made under the Acts, sale of goods made by a registered dealer to
another registered dealer are {o be allowed as a deduction from the
turnover of selling dealer on his furnishing along with his reiurn, a
complete list of such sales duly supported by a declaration obtained
from the purchasing dealer. However, if the Commissioner or any
person appointed under the Act, is satisfied that a dealer has conceal-
ed the particulars of the sales or has furnished inaccurate particulars of
his sales, he may direct that the dealer shecuid pay by way of penalty,
a suim not excceding two and half ‘imes the amount of tax, which
would have been avoided.

1.67 A dealer in Ward 11 (Ms. A. Dugsal & Co.) was allowed
deductions from turnover to the extent of Rs. 32.38 lakhs on account
of cales made to registered dealers in the assessmeat made by the
Sales Tax Department for the year 1975-76. Simiiar deductions to
the tune of Rs. 13.82 lakhs and Rs. 6.29 lakhs were allowed for ihe
vears 1676-77 and 1977-78 respectively. Duving the course of
scrufinv of the assessments by Audit it was found that the dealer had
claimed the deductions by resorting to falsification of the documents.
The modus cperandi adopted by the dealer was inierpolation of the
fignies, thereby increasing the amounts of bills en ntered in the list of
sades, dltering the amount of bills in the prescribed declarations received
from the purchasing dealers and inflating the fotals in the list of sales
and also while carrying over totals from one page teo another.

i.G8 The irrcgularities in the assessment for 1975-76 were pointed
out by Audit in November, 1980. While adniitting the audlt obgecnon
the Department raised an additional demand of Rs. 2.27 lakhs on
the cvaded turnover of Rs. 32.38 lakhs and also Jmposed a penalty of
Rs. 20,000.  As per the provisions of the Delhi Sales Act, the assess-
ments can be revised by Sales Tax Officer or by the Assistant Com-
missioner suo motu on coming to know that a fraud has been commit-
ted by the dealer. Though the Department had uample powers to
reopen the assessment it took go action to check the returns of the dealer
for the subsequent years until Audit again pointed out in June 1981
that the dealer had indulged in similar malpractices in respect of the
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assessinents for 1976-77 and 1977-78 as well.  Thereafter, the
Dcpariment raised additional demands of Rs. 1.07 lakh and Rs. 0.49
iakh on the evaded turnovers of Rs. 13.82 lakhs and Rs. 6.29 lakis
and aiso imposed penalties of Rs. 25,000 and Rs. 19,900 in respect
of the years 1976-77 and 1977-78. - .

1.69 The facts stated above clearly illustrate the deplorable state
of affairs in the working of the Sales Tax Department of Delhi Admi-
mistration. It is really surprising that although the malpractice in-
dulged in by the dealer viz. interporations of h;,m'cs. alteration in the
amoent of bills, inflating the totals of the sales and also inflating the
totals of sales while carrying over from one page 1o another were such
that the same could easily be detected, yet the assessing officer failed
to do so. These came to light only when Audit scrutinised the rele-
vant records. What is still more serious is that the trader continued
to indulge in these malpractices for several years without being detect-
ed. From these facts, the Committee cannot but reach the conclusion
that ihese malpractices could not have been possible without the
coilusion of the concerned officers of the Sales Tax Departinent. = The
Committee consider that this case suppors the sirong fecling among
the public that unscrupulous traders in collusion with dishoncst olﬁccrs
of the Sales Tax Departinent are depriving the public exchequer of heavy
amouits of revenue by adopting ail sorts of fravduvlent practices. The
Home Sccretary was mdeed candid enough to admit in evidence that
this was a “bad case™ and “may be a tip of the icebers.”. ke was also
forthrighi in adumtm;_, that “the totality of the administration has  to
be ﬂ:hams«d The Commiitee would therefore ke gevernuent to
engaire inte all gspoets of this case and award stern and exewplary
punishment {0 the concerned officer(s) so that e same may serve as a
rcson.te others.

1.70 The Committee are surprised to learn that actording ‘o the
existing provisions of the 2¢!hi Saiy Tax Luvss, the Sales Tax Oflicer
is the amibority for assessment of a return hivespioive of iv aniopnt
involved and the only agency to choek e ;:ss;:»m...::é i iie Depuri-
piont - s lmcnml Aundit Wing lowever, buriuse ol wsutticient
siaff, tho Internal Aedit Wing is iisoli a crippled vnkhfu:rm. It is no
surprise that such serious mistakes wont undeiocied all these years, This
means that even in the case of un ascesment involt G revense amsyng-
ing fo lakhs of rupces, if the Sales Fax Oilicer cithir by mistake or
deiiberately in conmivance with the (rader, mikes a patently wrong
assessment, there is no satisfaciory mechanisin (o chieck the same. This
is 1o say thL least a scandalous state of cfforts. The Comumiciee feel
that the Sales Tax Act should be amended in such a way that all cases of
assessment’s bevond a particular monetary limit should cither the assessed
by ar cfficer not helow the rank of Assistant Sales Tax Commissioner or
assessments made by the Sales Tax Officer should invariably be checked
by a senior officer.
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1.73 The Committee find that under the present provisions of the
Delhi Sales Tax Act, dealers committing irregularities are liable to be
- levied by way of penalty a sum not exceeding 24 times the amount of
tax avoided. However, in the present case, the department levied
penatties of Rs. 20,000, Rs. 25,000 and Rs. 19,000 oiily for the years
1975.76, 1976-77 and 1977-78 against the respetme tax liabilities of
Rs. 2.37 lakhs. Rs. 1.07 lakhs, and Rs. 0.48 lakhs ignoring the fact
that ihe party indulged in malpractlces amounting to fraud and that
it wax a fit casé for launching prosecution. The fact that the depart-
ment imposed a meagre penalty of Rs. 64,000 only against the maxi-
mum leviable penalty of Rs. 9.82 lakhs on the evaded tax of Rs. 3.93
lakhbs for all the 3 years only reinforces the Committee’s apprehension
of colinsion on ihe part ‘of departmental officials with the party. The
Chief Secretary, Delhi Admlmstra(lon was caadid enough to admit in
cvidence that the penalty impesed in this case was very insufficient.

1.72 Later, in a note furnished after evidence, the Ministry of Home
Aflairs have stated that the As<istant Commissioncr revised the peaalty
fo Rs. 3.35 lakhs for the year 1975-76, Rs. 2.63 lakhs for 1976-77
and Rs. 1.20 lakh for 1977-78. on Emdmo that these penalties were not
sdequate and that the Sales Tax Officer had not taken into account the
vraviiv of the ¢ffence. Thus, the tssal penalty of Rs. 64,600 initially
imposed has now been revised to Rs. 7.20 lakhs.  Obvioasly this
revision has been  effected as a result  of the Commirt2e’s  decision
1o take o the para for examinationn. The Commiites are consirained
to obserse that this is svinptomatic of the manner in which the power

fo Ievy penaliy is being exercised by the Sales Tax autheritics at various
feeels,

T1.72 In this context, (ke Commiftee wote thal nresenddy the Sales
Tax Law in Delhi does rot ¢tipulate levy of minvnurr neunzliv. The
Commiiice fail to umltrshm ! win sich a wrevision has mot been includ-
cd in the Delhi Sales Tax Act, when such a srovisioa exdste in the Saies
Tax Acis of sev vml ‘other neishbour o “iates, The Coiapitice recom-
mend that a provision should be iacorestied in the Delhi Sales Tax
Act ureseribing a minimmm nenally in orier to check misuse of the
dis‘cre!i(mary powers by the assessing officers.

1.74 The Commitee note hat the falsification of Jocumests com-
mitied b) ‘the dealer also. amounted 1o a criminal offencs under the
Indian Penal Code. They are nmhappy (o nofc rhai abbhongh the audit
nbjections were raised as far back as Novembor, 1980 and_ Juoe 1981
respectively, FIR was lodged with the Delhi Polic» as late as on 1 July,
1982.  This again shows that the belated action was taken by the
Deihi Administration only after Audit Repori came up befors the
Committce. The- Committee caunot but deprecate the casual manner
in which such serious cases involving grave offences are dealt with by
the Deshi Administration.
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1.75 The Chief Secretary, Delhi Administration admitted in evi-
dence that there had been delay in initiating the criminal proceedings.
It was contended that there was an initial doubt whether prosecution -
can be launched under Section 50 of the Delhi Sales Tax Act, 1975
which provides that “no prosecution for an offence shall be instituted
in respect of the same facts for which a penalty has been imposed.”
The representative of the Ministry of Law however, deposed before
the Committee that the provision of Section 50 of the Delhi Sales
Tax Act, 1975 would apply only to prosecution for an offence under the'
Delhi Sales Tax Act and not for an offence uinder the Indian
Penal Code. It is also pertinent in this conneclion to recall the
departmental reaction to an earlier audit objection contained in para
3.09 of C&AG's Report for the year 1979-80 wherein pcnal action was
taken both under the Indian Penal Code as also under the Delhi Sales
Tax Act, 1975. Therefore, the argument advanced by the depart-
ment for the delay in initiating criminal proceedings is not at all
sustainable. The Committee recommend that suitable instructions
should be issued to officers in the Sales Tax Department to take timely
action in such cases as so to act as a deterrent to unscrupulcus deaiers.

- 1.76¢ The Committee were informed that the dealer in the case
under examination has filed a writ pctition in the Delhi High Court
against the suo motu revision as also against the crimnal procecdings

"and that the High Court has stayed further proceedings. The
Heme Secretary assured the Cominittee in evidence that  he had
directcd the Delhi Administration to take suitable action to get the
case cxpedited in the High Court. The Commitfce would like to
be informed of the progress of the case as also of the final cutcome.

1.77 The Committer were informed that the Denariment had since
detected 9 mere cases "nohmg forgery a:d that criminal cases were
pendmﬂ agains: 64 dealers in various cour!s. They were alvo mformed
that in 38 cases FIRs had heen lodged with ihe Police and investigations
were pendng.  However. from a perusal of these cases. the Committee
are cuxpnsu} to find that out of the 9 cases involvi ing forgery, only in
once case a penalty of Rs. 100 - was imposcd and in othcr cases nnly
the tax was reassessed Ly the Sales Tax Denuriment.  The Conunittee
cannot but reach the conclusion that there is total abs nee of serious-
ness, if not active co'lusion on the nart of the Salcs Tax Department
in curbing the growing malnractices like forgery in furnishing saies tax
returns.  No wonder the Depar!mem is concidered by the common
man as a hot bed of corruption. The Committee desire that all such
cases ¢! malpractices should be dealt with expeditiously and firmly by
the Department and maximum penalty permitted by law imposed so as
to curb such malpractices. The responsibility of the concerned officers
in the Sales Tax Department should also be determined to ‘find out if
there was any collusion on their part. The Committee would like to be
informed within six months of the progress made in all these cases.
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1.78 The Commifttee find that presently supervision and control
are cxercised over the Sales Tax Department of Delhi Administration
through two chanmels viz. the internal audit cell and the Vigilance and
Enforcement Branch. The Committee view with concern that neither
of these two departmental organs was able (o detect the irregularities
indulged in by the dealer in the case under examination. What is all

- the more intriguing is that in Ward 11 where the present case was
dctected, no assessments were scrutinised by the Internal Audit Cell
at all in any of the years 1975.76, 1976-77 and 1977-78. This is
clearly indicative of the fact that the present criteria of selection of
wards for scrutiny of assessments by the Internal Audt Cell are totally
fnadequate and defective,

1.79 From the statistical data showing the performance of Interna)
Audit Cell furnished by the Ministry of Home Affairs at the instance
of the Committee, it is seen that the Cell has been able to scrutinise
only 2.5 per cent of the total number of sales tax assessments completed
during the year 1981-82. The percentage of assessments scrutinised -
by the Cell during the earlier years from 1977-78 to 1980-81 was
5.4 per cent, 4.46 per cent, 0.8 per cent and 1.49 per ceat in the res-
pective years. These figures amply illustrate the dismal performance
of the Internal Audit Cell over the years. The Ministry of Home
Affairs bave not been able to give any plausible explanation for this
. excepting the plea of inadequate staffing. The Commmitiee regret that

the importance of Internal audit in a department dealing with revenue
amounting to about Rs. 190 crores every year has not been realised.
The Committee need hardly emphasise the imperative need for streng-
thening and galvanising the system of internal audit so as to make it
an effective control through which the Deparment can not only keep
proper watch over the standard of performance of its officers but also
bring about substantial improvement in the Sales Tax administration in
Dethi. The Committee strongly recommend that the Ministry of
Home Affairs should take immediate measures to strengthen the In-
ternal Audit Cell of the Sales Tax Department of Delhi Administration
both in qualitative and quantitative terms.

1.80 The Committee find that no steps have so far been taken for
simplification and rationalisation of Sales Tax in Delhi. The Committtee
were surprised to learn that there are certain items on which only womi.
nal revenue c.g. less than Rs. 5 lakh is being realised. The Committee
feel that there is an urgeat need for simpliﬁcation and rationalisation
of sales tax structure in Delhi so that the Deptt. may pay more attention
to large assessees/commodities fetching large amount of revenuc and
the small traders may be spared from unnecessary harassment.

1.81 In this connection, the Committee note that the Delthi Ad-
- ministration has asked the National Institute of Public Finance to
5 LSS/83—3
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-undertake a study of the Sales Tax Departmeat for rationalisation of
tax structure and also to make suggestions on the framework of the
administration, organisational reinforcement and strengthening of the
departmental machinery. The Committee would like to be informed of
the recommendations made by the Institute and the action taken there-
o‘. )

1.82 The cxamination of the present Audit Paragarph has brought
to light several areas of inadequacies in the working of the Sales Tax
Department of Delhi Administration. The Committee recommend ‘that
the Ministry of Home Afiairs should immediately look into the work-
ing of the Sales Tax Department of Delhi Administration including its
Internal Audit Cell keeping in view the points raised by the Com-
.mittee in the foregoing paragraphs, identify the shortcomings and take
efiective measures to. improve its functioning. They would urge that
the question of streamlining the sales tax administration in Delhi should
receive top most priority so as to provide the necessary lead to other
States/Unioun Territories.

SATISH AGARWAL
Chairman

Public Accounts Committee.
NEw DELHI,

April 11, 1983.
Chaitra 21, 1905(S)




APPENDIX

STATEMENT OF CONCLUSIONS AND RECOMMENDATIONS

e e

Recommendations and Conclusions

Sl.  Para Ministry

No. No. concerned

1 2 3 4 B

1. 1.66 Ministry of According to the Bengal Finance (Sales Tax)

N

Home Affairs Act,1941 as applicable to Delhi upto 20th October

1.67

-do-

1975, the Delhi Sales Tax Act, 1975 which came
into force from 21st October, 1975 and the
Rules made under the Acts, sale of goods made
by a registered dealer to another registered
dealer are to be allowed as a deduction from the
turnover of selling dealer on his furnishing
along with his return, a complete list of such
sales duly supported by a declaration obtained
from the purchasing dealer. However, if the
Commissioner or any person appointed under the
Act, is satisfied that a dealer has concerned
the particulars of the sales or has furnished
inaccurate particulars of his sales, he may direct
that the dealer should pay by way of penalty,
a sum not exceeding two and half times the
amount of tax, which would have been avoided.

A dealer in (Ward 11 M/s. A. Duggal & Co.)
was allowed deductions from turnover to the
extent of Rs. 32.38 lakhs on account of sales
made to registered dealers in the assessment
made by the Sales Tax Department from the year
1975-76. Similar deductions to the tune of
Rs. 13.82 lakhs and Rs. 6.29 lakhs were allowed
for the years 1976-77 and 1977-78 respectively.
During the course of scrutiny of the assessments
by Audit it was found that the dealer had
claimed the deductions by resorting to falsifica-
tion of the documents. The modus operandi

29
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168

- 1.69

Ministry of -

Hom: Affairs

addpted by the dealer was interpolation of the
figures, thereby increasing the amounts of bills

entered in the list of sales, altering the amount
of bills in the prescribed declatations received
from the purchasing dealers and inflating the
totals in the list of sales and also while carrying

-over totals from one page to another.

The irregularities in the assessment for
1975-76 were pointed out by Audit in November,
1980. While admitting the audit objection,
the Department raised an additional demand

- of Rs. 2.27 lakhs on the evaded turnover of Rs.

32.38 lakhs and also imposed a penalty of
Rs. 20,000. As per the provisions of the Delhi
Sales Tax Act, the assessments can be revised
by Sale Tax Officer or by the Assistant Commis-
sioner suo motu on coming .to know that a
fraud has been committed by the dealer. Though
the Department had ample Powers to reopen
the assessment it took no action to check the
returns of the dealer for the subsequent

years until Audit again pointed out in June

. 1981 that the dedler had indulged in similar

malpractices in respect of the assessments for
1976-77 and 1977-78 as well. Thereafter, the
Department raised additional demands of Rs.
1.07 lakh and Rs. 0.49 lakh on the evaded turn-
overs of Rs. 13.82 lakhs and Rs. 6.29 lakhs and
also imposed penalties of Rs. 25,000 and Rs.
19,000 in respect of the years 1976-77 and 1977-

18.

-do-

The facts stated above clearly illustrate the
deplorable state of affdirs in the working of
the Sales Tax Department of Delhi Adminis-
tration. It is really surprising that although
the malpractice indulged in by the dealer viz.,
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5. 170

Ministry of
Home Affairs

interporations of figures, alteration in the
amount of bills, inflating the totals of the
sales and also inflating the totals of sales while
carrying over from one page to another were
such that the same could easily be detected,
yet the assessing officer failed to do so. These
came to light only when Audit scrutinised the
relevant records. What is still more serious
is that the trader continued to indulge in
these malpractices for several years without
being detected. From these facts, the Com-
mittee cannot but reach the conclusion that
these malpractices could not have been possible
without the collusion of the concerned officers
of the Sales Tax Department. The Committee
consider that this case supports the.strong
feeling among the public that unscrupulous
traders in collusion with dishonest officers of
the Sales Tax Decpartment are depriving the
public exchequer of heavy amounts of revenue
by adopting all sorts of fraudulent practices.
The Home Secrctary was indeed candid enough
to admit in evidence that this was a “bad
case’” and “may be a tip of the iceberg.” He
was also forthright in admitting that “‘the
totality of the administration has to be
galvanised.”” The Committee would therefore
like government to enquire into all aspects
of this case and award stern and exemplary
punishment to the concerned oflicer(s) so

that the same may serve as a lesson to others.

The Committee are surprised to learn
that according to the existing provisions of
the Delhi Sales Tax Laws, the Sales Tax Officer
is the authority for assessment of a return
irrespective of the amount involved and the
only agency to check the assessment in the
Department is its Internal Audit Wing. How-
ever, because of insufficient staff, the Internal-
Audit Wing is itself a crippled institution.

S LSS/83-4
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6.

1.71 Ministry of
Hom:= Affairs

It is no surprise that such serious mistakes
went undetected all these years. This means
that even in the case of an assessment involving
revenue amounting to lakhs of rupees, if the
Sales Tax Officer either by mistake or deli-
berately in connivance with the trader, makes
a patently wrong assessment, there is no satis-
factory mechanism to check the same. This
is, to say the least, a scandalous state of affairs.
The Committee feel that the Sales Tax Act
should be amended in such a way that all
cases of assessment beyond a particular mone-
tary limit should: either be assessed by an
officer not below the rank of Assistant Sales
Tax Commissioner or usscssments made by
the Sales Tax Ofhcer should invariably be
checked by a senior officer.

The Committee tind tnat under the present
provisions of the Delhi Sules Tax Act, dealers
committing irregularities arc liable to be
levied by way of penalty a sum not exceeding
2-1/2 times the amount of tax avoided. How-
ever, in the present case, the department levied
penalties of Rs. 20,000, Rs. 25,000 and Rs.
19,000 only for the years 1975-76, 1976-77
and 1977-78 against the respective tax liabilities
of Rs. 2.37 lakhs, Rs. 1.07 lakhs and Rs. 0.48
lakhs ignoring the fact that the party indulged
in malpracticcs amounting to fraud and that
it was a fit casec for launching prosecution.
The fact that the department imposed a meagre
penalty of Rs. 64,000 only against the maximum
leviable penalty of Rs. 9.82 lakhs on the
evaded tax of Rs. 3.93 lakhs for all the 3 years
only réinforces the Committee’s apprehension
of collusion on the part of departmental officials
with the party. The Chief Secretary, Delhi
Administration was candid ‘enough to admit
in evidence that the penalty imposed in this
case was very insufficient.

[S— e




33

2

3

4

1.

1.72

1.73

1.74

Ministry of
Home Affairs

-do-

-do-

Later, in a note furnished after evidence,
the Ministry of Home Affairs have stated
that the Assistant Commissioner revised the
penalty to Rs. 3.35 lakhs for the year 1975-76,
Rs, 2.65 lakhs for 1976-77 and Rs. 1.20 lakhs
for 1977-78, on finding that these penalties
were not adequate and that the Sales Tax
Officer had not taken into account the gravity
of the offence. Thus, the total penalty of
Rs. 64,000 initially imposed has now been
revised to Rs. 7.20 lakhs. Obviously this
revision has been effected as a result of the
Committee’s decision to take up the para for
examination. The Committee are constrained
to observe that this is symptomatic of the
manner in which the power to levy penaity
is being exercised by the Sales Tax authorities
at various levels.

In this context, the Committee note that
presently the Sales Tax Law in Delhi does not
stipulate levy of minimum penaity. The Com-
mittee fail to understand why such a provision
has not been included in the Delhi Sales Tax
Act when such a provision exists in the Sales
Tax Acts of several other neighbouring States.
The Committee recommend that a provision
should be incorporated in the Delhi Sales
Tax Act prescribing a minimum penalty in
order to check misuse of the discretionary
powers by the assessing officers.

The Committee note that the falsification
of documents committed by the dealer also
amounted to a criminal offence under the
Indian Penal Code. They are unhappy to
note that although the audit objections were
raised as far back as November, 1980 and
June, 1981 respectively, FIR was lodged with
the Delhi Police as late as on 1 July, 1982,
This again shows that the belated action was
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10.

N

4

1.75 Ministry of

1.7€

Home Affairs

do

taken by the Delhi Administration only after
Audit Report came up beforec the Committee.
The Committee cannot but deprecate the
casual manner in which such serious cases
involving grave offences are dealt with by

~ the Delhi Administration.

The Chief Secretary, Delhi Administration
admitted in evidence that there had been
delay in initiating the criminal proceedings.
It was contended that there was an initial
doubt whether prosecution can be launched
under Section 50 of the Delhi Sales Tax Act,

1975 which provides that “no prosecution for

an offence shall be instituted in respect of
the same facts for which a penalty has been
imposed.” The representative of the Ministry
of Law, however, deposed before the Com-
mittee that the provision of Section 50 of
the Delhi Sales Tax Act, 1975 would apply
only to prosecution for an offence under the
Delhi Sales Ta nd not for an offence
under' the Indian Pend]l Code. It is also
pertinent in this connection to rccall the
departmental reaction to an earlier audit
objection contained in para 3.09 of C&AG’s
Report for the year 1979-80 wherein penal
action was taken both under the Indian Pcnal
Code as also under the Delhi Sales Tax Act,
1975. Therefore, the argument advanced by
the department for the delay in initiating
criminal proceedings is not at all sustainable.
The Committee recommend that suitable ins-
tructions should be issued to officers in the
Sales Tax Department to take timely action
in such cases so as to act as a deterrent to
unscrupulous dealers.

The Committec were informed that the
dealer in the case under examination has
filed a writ petition in the Delhi High Court
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12.

1.77 Ministry of
Home Affairs

against the swo motu revision as also against
the criminal proccedings and that the High
Court has stayed further proceedings. The
Home Secretary assured the Committee in
evidence that he had directed the Delhi
Administration to take suitable action to
get the case expedited in the High Court.
The Committee would like to be informed
of the progress of the case as also of the
final outcome.

The Committee were informed that the
Department had since detected 9 more cases
involving forgery and that criminal cases
were pending against 64 dealers in various
courts. They were also informed that in
38 cases FIRs had been lodged with the
Police and investigations were pending. How-
ever, from a perusal of these cases, the Com-
mittee are surprised to find "that out of the
9 cases involving forgery, only in one case
a penalty of Rs. 100/- was imposed and in
other cases only the tax was reassessed by
the Sales Tax Department. The Committee
cannot but reach the conclusion that there
is total absence of seriousness if not active
collusion on the part of the Sales Tax Depart-
ment in curbing the growing malpractices
like forgery in furnishing sales tax returns.
No wonder the Department is considered by
the common man as a hotbed of corruption.
The Committee desire that all such cases of
malpractices should be dealt with expeditiously
and firmly by the Department and maximum
penalty permitted by law imposed so as to
curb such malpractices. The responsibility of
the concerned officers in the Sales Tax Depart-
ment should also be determined to find out
if therc was any collusion on their part. The
Committee would like to be inform within
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13.

14,

4

— ——

1.78

1.79

Ministry of
Home Affairs

-do-

six months of the progress made in all these
cases.

The Committee find that presently super-
vision and control are exercised over the
Sales Tax Department of Delhi Administration
through two channels viz., the Internal Audit
cell and the Vigilance and Enforcement Branch,
The Committee view with concern that neither
of these two departmental organs was, able
to detect the irrgcularities indulged in by
the dealer in the case under examination.
What is all the more intrigning is that in
Ward 11 where the present case was detected,
no assessments were scrutinised by the Internal
Audit Cell at all in any of the years 1975-76,
1976-77 and 1977-78. This is clearly indi-
cative of the fact that the present criteria
of selection of wards for scrutiny of asses-
sments by the Internal Audit Cell are totally
inadequate and defective.

From the statistical data showing the
performance of the Internal Audit Cell
furnished by the Ministry of Home Affairs
at the instance of the Committee, it is seen
that the Cell has been able to scrutinise only
2.59% of the total number of sales tax asses-
ments completed during the year 1981-82.
The percentage of assessments scrutinised by
the Cell during the earlier 'years from 1977-78
to 1980-81 was 5.4%, 4.46°, 0.8°, and
1.497] in the respective years. These figures
amply illustrate the dismal performance of
the Internal Audit Cell over the years. The
Ministry of Home Affairs have not been able
to give any plausible explanation for this
excepting the plea of inadequate staffing. The
Committee regret that the importance of
Internal audit in a department dealing with re-
venue amounting a to about Rs. 190 crores




37

—
N

4

15 1.80

16 1.8l

Ministry of
Home Affairs

-do-

every year has not been realised. The Committee
need hardly emphasise the imperative need for
strengthening and galvanising the system of

" internal audit so as to make it an effective

control through which the Department can not
only keep proper watch over the standard of
performance of its officers but also bring about
substantial improvement in the Sales Tax
administration in Delhi. The Committee
strongly recommend that the Ministry of Home
Affairs should take immediate measures to
strengthen the Internal Audit Cell of the Sales
Tax Department of Delhi Administration both
in qualitative and quantitative terms.

The Committee find that no steps have so
far been taken for simplification and rationali-
sation of Sales Tax in Delhi. The Committee
were surprised to learn that there are certain
items on which only nominal revenue e.g. less
than Rs. 5 lakhs is being realised. The Com-
mittee feel that there is an urgent need for
simplification and rationalisation of sales tax
structure in Delhi so that the Deptt. may pay
more attention to large assessees/commodities
fetching large amount of revenue and the small
traders may be spared from unnecessary harass-
ment.

In this conaection, the Committee note that
the Delhi Administration has asked the National
Institutc of Public Finance to undertake a
study of the Sales Tax Department for rationali-
sation of tax structure and also to make suggs-
tions on the framework of the administration,
organisational reinforcement and strengthening
of the departmental machinery. The Committee
would like to be informed of the recommenda-
tions made by the Institute and the action
taken thereon.

B i S,
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1 2 3

4

17 1.82 Ministry of

The examination of the present Audit Para-

Home Affairs graph has brought to light several areas of inade-

quacies in the working of the Sales Tax Depart-
ment of Delhi Administration. The Committee
recommend that the Ministry of Home Affairs
should immediately look into the working of
the Sales Tax Department of Delhi Administra-
tion including its Internal Audit Cell keeping in
view the points raised by the Committce in the
foregoing paragraphs, identify the shortcomings
and take effective measures to improve its
functioning. They would urge that the ques-
tioa of streamlining the Sales Tax administra-

‘tion in Delhi should receive top most priority

SO as to provide the necessary lead to other
States/Union Territories.

MGIPRRND—5 LSS/83—Scc. V Day—204-83—1,078.






