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INTRODUCTION 

I, the Chairman of the Public Accounts Committee as authorised 
by the Committee, do present on their: behalf this Hundred and Forty~ 
Second Report on Paragraph 9.16 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-Falsification of 
documents by a dealer. · 

2. The Report of. the Comptroller and Auditor General of India 
for the year 19H0-81, 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 audtt paragraph on the 
subject at their sitting held on 16 December~ 1982 (FN). The Com-
mittee considered and finalised the Report at their sitting h~ld on 
~ April, 1983. Minutes of these sittings of the Committee form Part IF 
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 l}jghlighted several areas of inadequacies in the working 
of the Sales Tax Department of Delhi administration. This case 
sppports the strong feeling among the- public that unscrupulous traders 
in collusion with dishonest officers of the Sales Tax Department 
are depriving the public exchequer af heavy amounts of revenue by 
adopting all sorts of fraudulant prt'Ctices. 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 improve 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 
hcyond 't particular monetary limit should either be assessed by ::n 
officer not below the rank of Assistant Sales Tax Commissioner or 
assessments made hv the Sales Tax Officer should invariably be check-
ed by a senior officer. 

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

-· 
•N )t orin ted. One cyclost•·kd con"' laid on the Table of the Hou<>e and fh•e C;:\J'ie 

placed in P:-.rliam~"'t Lihr ·rv. 
(v) 



(vi) 

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

'• . 
6; For reference facility and convenience, the observations and 

recoD1lllendations of the Committee have been printed in thick type in 
the body of the Report and have also been reproduc~d in a consoli· 
dated form as Appendix· to the Report. · 

7. The C.ommittee. 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 express 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-
matian to the Committee. 

NEW DELm, 
11 April, 1983. 

' 

21 Chaitra, 1905 (S). 

SATJSH AGARWAL 
Chairman 

Public Accounts Committ~. 



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 
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 retJirn, 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 
c(mcealed the particulars of his sales or has furnished inaccurate parti-
culars of hls sales, he may direct that the dealer should pay by way 
of penalty, a sum not exceeding two and half times the :tmount of 
tax. which would have been avoided. · 

1.2 In the course of audit (November 1980) of the records of 
\Vard II it was noticed that in the assessment for 1975-76, a dealer 
had been allowed deduction from tum-over to the ~xtcnt 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 sa]e~~ 

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

(iii) . inflating the totals in the list of sales and also while carry-
ing over t<1tals. 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-
t!d (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 vear 1 C)7 5-76 .• 
a penalty of Rs. 20,000 only wa8 imposed (July 1981). · 
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_ 1. 5 A further test check ( J.une 1981) revealed that in the assess-
ments for the subsequent years 1976-77 and 1977-78 ,also, the dealer 
had indulged in the same type of mafpractices. He had -been allowed 
deductions from turnover to the extent of Rs. 13.82 lakhs and Rs. 6.29 
lakhs on account of sales matle 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 respect of the 
years 1976-77 and 1977-78. The amounts have since been recovered 
(July 19 81 ) . 

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 malpractice and 
had paid the additional tax as due in respect of the years 1976-77 and 
1977-78, no action wa~ taken (July 1981) to levy penalty which 
worked out to Rs. 2.67,9~;7 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 (l>ecember 
1981'. 

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

Sale.\ to Registered Dealers-Provisions in the Law 

1.1 0 Section 5 ( 2) t a) ( ii) of the Bengal Finance (Sal~~ Tax ) 
Act, 1941 read with Rule 26 of the Delhi Sales Tax Rules, 1951 a~ 
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 ca..,h 
memos or bills according as the sales are cash sales or sales on credit 
in support of such sales. 

1.11 Section 4{2) (a) (v) of the Delhi Sales Tax Act, 1975 
read with Rule 7 of the Delhi Sales Tax Rules. 197 5 enforced fTom 
21 October, 197 5 also provide for similar deduction from the turnover 
of the dealer if the dealer productli copies of relevant cash memos etc. 
and a dcclr.Tation in form STI duly filJed and signed by the purchasing 
dealer. 
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Penalty for conceg,lment 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 additi<Yn 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. 

~vasion of Tax 

1.13 In the paragraph under examination, Audit- have brought 
out the case of a dealer in Ward 11 of the Sales Tax Department of 
Delhi (1\ljs. 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 by falsifying the documents. The details of evad~d tum over 
and tax during the respective years are as follows 

Year 

1975-76 

1976-17 . 

1977-78 . 

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

--- ·----··-----· -- ---~--------
32.38 2,26,730 
13.82 J ,07,195 
6.29 43,709 

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 sc.me 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 declarations received from the purchasing registered 
dealers and inflating the totals in the list of sales and aJso 
while carrying over total from ane 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 fraud has been committed by the 
dealer." 

1.16 Asked why and how the department had failed in the present 
case in taking action suo motu to examine whether similar offences 
had occurred iu 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 J 976-77, 
1977-78 were furnished to Audit immediately. In the in-
tervening period from January 1981 to March 1981, the 
Ward Officer wa~ 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-RO, 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 197 4-7 5, there was no system of filing C1f ST -1 
from prior to 21M10-75. The original documents conta-
ining the declarations used to be returned to the dealers 
during those years. i.e. 1973-74. 1974-75. S.ince the period 
of preservation of documents is cmly 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, ~ny proceedings for re-opening of the case by 
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suo mota revision for 1973-74 and 1974-75 were consi-
aerea 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-J 
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 offiler who made the 
assessment has been called for and after 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 th~ officer, the 
Home Secret~ry 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. \Ve wilJ see this is a more 
serious way as to haw 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." 

I .20 Asked whether the assessing officer for all the three years 
was the same perso~ the Chief Secretary, Delhi Administration sta-
ted:--

"Yes. The 1975-76 assessmeilt was made in 1979. The 
1977-78 c.:ssessment 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 

J .21 The Committee wanted to know the role of the supervisory 
otncers in the scrutiny of assessments and other documents. The Chief 
Secretary. Delhi Administration stated before the Cdrnmitt~e :-

". . . . So much would depend on the quality of supervision 
and inspection that is exercised so that such cases do not 
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recur. Supervision takes place th'rough 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 
suoh 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 sh0uld have 
been." 

1.23 In reply tv a question whether the Assistant Com11ti"~ioncr 
could give directions to the assessing officer apart from t: \Crcising 
supervision in administn.tive matters. 

The Commissioner of Sales Tax, Delhi replied :-
•• ...... I would say that under the law he cannot direct ~tn 

assessing authority to do anything because that ,:;, iH im-
mediately 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 dire~t the: Sales 
tax Officer to do a particular thing .... ". 

1.24 On being asked whether a provision could not be lltadl~ in 
the Delhi Sales Tax Law whereby in cases where the turnover exceeds 
a certain limit, prior approval of the Assistant Commissioner or the 
next higher authority should be taken by the Sales Tax Oflicer ( :ma-
logous to the corresponding provisions in the Income Ta" AcfL tlw 
witness stated :-

·• .... I think this is a very good practice, that is being follow-
ed in income-tax. . . . . . In the sales tax during the laq 
'thirty years of its existence in Delhi, there ha~ h~~n r.o 
such practice. 

The assessing authorities have been passing the assessment 
orders; whatever may be the limit, they do not have to suh-
mit to the next higher authority for any prior approval. 
They can pass assessment orders on their own. Sales t:rx ~'' 
well as the other subordinate staff do not come int1) the 
picture unless the internal audit or the statuh)rv ~·udit. 
that is the revenue audit, points out certain mist:.t\ .. cs. nr 
those are brought to the notice of the next hi~her autho-
rity. Then only the next higher auth0rity tnkc' ~c~ inn 



7 

under the law for a suo motu revision of the assessment 
orders to rectify the mistakes or to incrcc..se 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 ~rder which is 4 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 \Vhen asked if there was no mechanism in the Sales Tax to 
detect cases of mistakes, fraud. etc, the Sales Tax Commissioner stated: 

''\Vc 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 assessmt!nt p::ss_ed by these 
170 assessing authority .... There is no other mecha-
nism." 

1.26 The Committee wanted to know whether the Deoartmcnt 
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 197S-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 pursu~d." 

1.27 In othet 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 hy the 
, as5essing authority in the V&E Branch on I0-12-82'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 l~'te filing of returns 
for llnd and Illrd qrts. (The delay involved was 2 days 
arid one day respectively). The addl. demand has been 
created on account of non-production of ST-1 forms and 
C forms etc. The additional demands have already been 
paid by the dealer. Proceedings for assessment of tht! dealer 
for subsequent years are in progress." 



8 

1.28 On. being asked whether the dealer had provided the required 
documents, the Ministry of Home Affairs in their note stated:-

1975-76 

1976-77 

1977-78 

"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 eat lier during the prcvimis years was 
detected by the Assessing Authority in the V &E Branch 
for 1978-79. F.I.R. 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 C1f the ward has levied interest on the 
tax amounts evaded by the dealer as follows:-

Rs. 7.3,407 i-
Rs. 93,176/-

Rs. 33,607 '-

Out of this, the dealet has already paid Rs. 20,0001-. 
Also the \Yard 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 en 15-1-1983. Proceedings '-Te under progress.'' 

Imposition of Penalty 

1.29 It has been pointed out by the Audit that in th~ case under 
examination against the pem1issible penalty of Rs. · _c:;,6tiR25 leviable 
against the dealer in terms of Section 56( 1) oT Delhi Sales Tax Act 
on account of the Jalsification of records in respect of the year 1975-76, 
c.: penalty of Rc;. 20,000 ~nly was imposed. The Conunitt~L: desired to 
know the reasons for not levying the prescribed maximu1n penalty 
against the dealer. The Ministry of Home Affairs in their note stated 
as under:-

'"Sales Tax L'-.w does not prescribe any niinimum penalty against 
erring dealers. However, the maximum penalty that cG.n 
be imposed on such a dealer is 2t 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 evidence the Chief Secretarv. Delhi Administration 
.stated:-

" ..... The h.w as it stands today only provides for the maximum 
penalty fot the appellate authority which makes a finding 



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 oeen imposed, 
becomes extremely difficult. Penalties have to be imposed 
keeping in view the nature of the offenc~, the delays, the 
nature of the assessment made and the type of assessment 
made, etc. etc. In this particular case, there is no doubt 
about it. The penalty imposed was very insufficient." 

l .3 L The ~.itness further stated :-
·• .. ~!tttether the law also should have minimum penalties--to 

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

' 1.32 \Vhen 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 ·-

"1 am not aware of the laws. We will examine- this. We will 
make a recommendation, it necessary." 

1.33 In 2 note furnished subsequently, the Ministry of Home Affairs 
stated:-

''This is vet to be considered. This will need amendment of the 
Delhi Sales Tax Act. The relevant provisions af Sales Tax 
Lmvs of other States are being studied." 

1.~4 On the question of imposition of penalties in the case under 
l!Xamination, the Ministry of Home Affairs have in a further note stated 
as follows :-

"In respect of the years 1976-77 Uld 1977-7~ penalties of 
Rs. 25,000 and Rs. 19,000 respectively were imposed by 
the Sale~ Tax Ofticer. 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 Wken into account the gravity of 
the offence. has revised these penalties vide his orders dated 
10-12-1982 as follows:-

1976-77 . 
1977-78 ·. 

. Rs. 
. Rs. 

:!,65,000/-
1,20,000/-

The Assistant Comm~ssioner also revised the penalty fvr 1975-76 from 
Rs. 20,0001- to Rs. 3,35,0001-. 
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Thus the total amount of penalties imposed has been revised from 
Rs. 64,000l- to Rs. 7 ,~0,0001- for the three years. 

However, the dealer has approached the Delhi High Court in a 
writ petition agai.J)5t 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.~5 The Committee enquired whether falsification of documents by 

the deal~r RJl?.Ounted to violation of any law. In reply, the Ministry of 
Home Affairs have stated that this amounted to ~ criJII.ilil offence under 
the Indian Panel Code and also an offence under ~es Tax Law. 
Enquired what action was taken against the dealer on the ffJsification 
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 e'.·jdence, the Committee pointed out that the audit 
observt.:tions 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 dcpo-;ed : 

"There wac;; 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 Ltunchell. Under the 
-law there is the provision that once pem:Ity is imposed, 
prosecution will not be launched." 

Our immediate concern was to see that the tax t1voided 
~hould be recovered. The penalty has to be imposed. Money 
~hould be recovered from the dealer. Explanation was called 
for from the officials": ... Records were to be obtained . 

. The records were with the Appel1ate Officer because of 
revision; and these were obt'-ined. We admit that Internal 
Audit and Vigilance also nee_ds to be str~ngthencd. 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 representative . of the 
Ministry of L~w, 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 q,ot for an 
offence under the Indian Penal Code." 

1.39 The Committee drew attention to par'-! 3.09 of Audit Report 
1979-80-lndirect Taxes-Receipts of Union Territory of Dejhi--Sales 
Tax relating to '~xcmption from tax on the basis of in admissible certifi-
cates, wherein. it was inter alia state :-

"'On this being ,poiqted out in audit (November 1978);itthe 
dcpartmen t lodged a report against the de<~ler with the 
Police under Sections 463 c..nd 465 of lhe Indiap Penal 
Code and Section 195 of the Criminal Procedure Code as 
also for any other offences found to have been committed 
by him, which might be observed during i:w.::stigations. In 
so far as- offences under the Delhi Sales Tax Act are con-
eel ned. a composition fee of Rs. 40,000 wus levied against 
the 1 dealer which has since been real1sed (November 
1979).'' 

1 .40 On being asked how the Dep::rtmcnt was n;.1'N taking the plea 
of double .icop2.rdy in view of the legal position clarifl-=~d by the: Ministry 
of Lm\· and also of the action alrcadv taken bv the Department as w~8 
reported in an earlier Audit para (qtiotcd abo~·~). the C"onm1issioner of 
Sales T;..:x, D.:lhi ~tated :-

··Acl~.;~d!y we c:x.amincu this asp~ct and we ~ir\ali:· c~une to the 
cnn,:lusion that for~ery can be t;.:ken a-; oflcric~ t:nder the 
Indian Penal Cnde ami. th·::-rdt,re. we a:.:: \'. ithin our power 
to lnd!!c a case. Thi~ matter came to :n\· notice on 30th 
June l9h2 .... .I tnok o·,.cr in l\'1arch 1 ()~~:! :.nd I lr.unched 
the F.l.R. v.-ithin 24 hours. that is on 1 s~ July. 1982. ,. 

1.41 A~ked why it was not brought to the notice of his predeccs.I\Of, 
the witness stated :--

"(~ ,,.a.., brought to the notkc of my predece'>S(.1f ir: September. 
I r)g J. But after th~!t there was S(1!11e del:..:y." 

1.42 \Vhcn ~tsked whv it was not brou~ht to his notic -~ in December, 
19XO itst..•lf and who \Vas -responsible for tl;is. the Chicr· Secretary. Delhi 
Adn1inistration stated :-

"This should h~n-e been looked into when there \\'aS some 
delay ..... we will see to it that this kind of thing does not 
n::.ppen again ... 

5 LSS/83-2 
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1.43 Stating the present position of the case, the Home Secretary 
deposed: 

'"1 would like to mention that penalty under Section 56 of the 
Delhi Sales Tax Act has been imposed so far as the dealer 
is concerned and also an F.I.R. has been lodged against 
this particular party. Unfortun~tely, I may also give you 
the information thaf the party has obtained a st<.ly from the 
High Court. But, after discussion with the officers when this 
case came to my notice, I have asked them to take it up with 
the High Court so that this case is expedited and we do not 
forget this p~rticuh::r case which has a wide·rangin~ effect 
only because of lapse of time and non-attention by the 
Government." · · 

1.44 The Home Secretary further stated : 

"About the point that the quantum of penalty i~ less o.md it could 
h~vc been more particularly in such batl cases, that is 
there ..... As I said. it is symptomatic 0f L particlllar kind 
of attitute taken by the Department. So Ll r :1'; we are con-
cern~d, in our own small way, we shall try to plug the 
loopholes and see that the Sales-tax De~1~Jrtmt'nt functions 
in a better \vay." 

' 1.45 In a further nqte on the subject the Ministr·; of Hom~ Affair~ 
h~'Ve stated : 

"The clc~tlcr in his writ peti~ion h:.~.s prayed th·: Delhi High Court 
that the Ddhi Administration and the JpproprL1tc DepH. 
be dirccled not to prn.:;::cutc ihe petitlni::·r br alleged 
c1fenc:.:c and the.~ ~Ktion in lodging th.: FI~ b~; qu~~<..hed 1:r 

tcspo'1dcnt he dircct,'d to \J..'ithdraw th•~ l IR. Tht: Dep~t. 
ha<.l ~led reply to the \\Tit p,~tition. The c1sc sub-._·,;uenl :y 
came up for h.~:;ring nn ~5-1·19X3 wh.:-n the Court_ fix::.J 
up the writ petition on 1-~-19R3 and onJ.::rcd t.h~t1 111 t1:c 
me~mtimc the policr ;n::\· coll·::'ct the rel::-y:1nt C\·;cJ·.:.;:cc. 

D\. (\)mm:s~'oncr 1 d. Police Crime Raihv.ty Dt:lhi h:1s 
been r.eqt~c<.tcd to ::xpeditc the r.;~)IL::ction d t\ iJcncc• .:s ntYN 

permitted hy tl1c Court. 

- The ;,:~~se \vill be furiher rurSU(!d in illc ( ()t, ('' .• 

Role of Vigilance and Enforcement Branch 

1.4G The Committee wanted to know the status, powers ;:nd m:c 
fuln;;:ss of the Vi~ilance and Enforcement Branch nf dk· Sales Tax 



Department of the .D.elhi Administration. The Ministry of Home Affairs 
in their note su:ted_ as under :- _ 

l. 

2. 

3. 

4. 

"Constitution : 

The Vigilance and Enforcement Branch has at present the 
fo11owing strength : -

Asstt. Commissioner :One 

Sales Tax Officer : Four 

Asstt. Sales Tax Officer : Seven 

Sales Tax Inspectors : Twenty three 

Status 

The Commis~ioner is empowered to delegate some of his 
powers to his subordinate ofiicers under Section 10 of the 
Delhi Sales Tax Act, 1975. The Commissioner h::ts accor-
dingly d.-legated his powers of inspection under Section 41 
of Delhi Sales Tax Act, 1975, to all the otncers posted in 
the Vigibnce and Enforcement Branch. Powers of search 
~:nd sci/cr.;, have ho,:vcver, been delegated only to Sales Tax 
Oilicer. HesiJes, inspection and investigation, Vigilance and 
Enforcement Branch also makes asses5ment 0f the cases 
detected by this Br~nch. 

The Bntr.ch operates on the ba~is of cornpiaint" received 
hon1 the public or through informers ~nd also undertakes 
tr:~de ~.vrvcys from time to time. In ord~r to cncour::tge in-
formers re\"vard rules have been frar11cd \vhich cnvis:·:ge 
!!rant of rewards to informers who oi,·c inforrnation abol.tt 
cv~t."io:1 of s<:~1es tax. ,~ 

Powers 

Tj're olliccrs of the Vigilance and Enforcement n ranch h~1ve 
hccn empowered as per Section 4 I of the D:!h; Sales Tax 
Act. 1975, to enter and search premise.~ ":l'ilc books of 
accounts r...nd seal and premises etc. 

Usefulness;Achievenunts 

The br:mch has play~d an important role in dc.k..:ting the 
ca~es vf evasion of salt~s tax and other irn:guiariti.:s. A 



Year 

1:4 

chart showing the work 'done by the VigHance and Enforce. 
ment Branch during the last 5 years is given below : 

----- --- ~~- -·· ··----
No. of Cases of Cases whe- No. of ca- Add I. de- No. of pro-
checking unregis- re docu- ses assessed mand crea- secution 
surveys tered d'ea- ments were ted launched 
oonducted lers detec- · seized/sur-

ted. rendered (Rs. in lacks) 
---,--------------·-;::::-- --- --------·-- ----~· ~-· . 

1978-79 2340 61 
1979-80 2870 57 

1980-81 1685 08 

1981-82 2841 09.2 

1982-83 2086 87 
(Up to 

151 
156 
240 

346 
253 

958 
1.:!00 

1693 
1340 

696 

83.47 

124.85 
197.07 

227. J 7 

34.26"' 

12 

07 

05 

06 
16 

December 
1982) *.:ases lii.e') to yidd subst~ntial revenue are 

likely to b.: fin<1lised during the quarter 
ending March. 19~2. · 

PerjormaiJce of Internal Audit Cell 

1.4 7 In a note furnished to the Committee on th~ .s~~ up vf the 
Internal Audit Cell of the Sales Tax Department of Delhi Administra-
tion, the Ministry of Home Affairs stated :-

"The Internal Audit Cell was set up in the Sales Tax Dcp3rt-
ment during the year 1967 with (.' view to check assess-
ment orders and to discover discrept!ncics irregularities 
committed in the ass;;s~ment orders and rcgistrat 1011 cas;:s 
passed in the wards by different assessing <lUthorities from 
time to time. Discrepancies irregularities detected during 
the course of scrutiny by the Internal Audit Cell" arc 
<.:ommunicated to the Ward Oflicers to take remedial 
measures to rectifyiremove such discrepanc.:i.~s well in time. 
Initir:lly the Internal Audit Cell used to receiv,~ cmly lOpies 
of order!:. passed in different 'Nards and the scrutiny was 
limited to the arithmetical calculations onJ.y. However. 
no•v detailed scrutiny in some cases is nlso done. 

Due to short~-ge of staff the Internal Audit Cell has 
been able to undertake scrutiny of only a limited number 
of cases. The \a.:orking of this Cell was disclissed 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 cas;:s by this Cell 
there ~hould at least be 5 Internal Audit parties--each 
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consisting__ of ! A.S.T.O.t. 2 Inspectors and 1 U.D.C. How-
ever, only two .audit parties were sanctioned for the 
Intem~l Auait Cell. With the limited staff available with 
the department it bas, therefore, been possible only to 
undertake limited scrutiny of a very limited number of 
cases." 

1.48 Enquired how many assessments relating to Ward 11 wer~ 
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 foJlowin~ data and stated : 

Year 

1975-76. 

1976-77 

1977-78 

No. of c..ssessments made 

Local 

t 174 

1048 

1023 

Central Total 
-----·· ---- ··--·------------· 

1132 

1022 

1010 

2306 
2070 
2033 

.. ----·-···· ·-------------·--
No assessments. of Ward 11 · were scrutinised by the Internal Audit 

Cell in respect of these years." 

1.49 In repJy 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 : 
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1.50 In reply to a question why the Internal Audit Cell could not 
detect the present case which was subsequently done by Revenue Audit, 
the Chief Secretary, Delhi Administrc .. tion stated in. evidence : 

·'Internal audit has to be strengthened. We admit, it is our 
respons_ibility. We have tp take steps to ensure that this 
kind of a thing does not happen ·a gam." • 

1.51 In a further note furnished to the Committee, the ~finistry 
of Home Affairs have stated : 

J. 
2. 
3. 
4. 

"The question of strengthening the Internal Audit Cell ha~ 
been re-examined and b~ed on the recommendations of 
the Administrative Reforms Department, a proposal has 
been sent by the Delhi Administraticm to Government of 
India for sanction of the fqllowi~ staff for the Internal 
Audit Cell :-· 

Accounts Officer J 
Asstt. Sales Tax Officers 7 
Sub· Auditors/ Auditors 24 
L.D.Cs 8 

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

"Our SIB have detected 9 c'-.oses. In all these casl!s, we have 
lodged F.J.R." 

1.53 \Vhen 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 arlo! c:tven in the 
Statement I* enclosed. Against 64 dealer~ criminal cases 
are pending in various courts. Details <.:re given in State-
ment u•. In 38 cases FIRs have been lodged with the 
Police and investigation is pending. Th:! detail;, of these 
cases arc in Statement III*. Police Department have been 
requested ~o expedite investigation in the-.e cases.,. 

1.54 Asked whether discip1im:ry action taken had been taken 
against the ofhcer~ concerned in these ca~es. the Ministry stated :-

"Out of nine cases in statement I. in two cases the intr-rpolatinnl 
irregularities were noticed by the as~cs!iing authorities 
themsefves. In respect of the remaining cases. the Adell. 
Commissioner, Sales Tax h::.s been asked to tonk intf~ eac.·h 

•No: Printed. 
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case and teport if there is any evidence of collussion or 
negligence on the part of assessing authorities. On receipt 
of his report, further action will be taken. A total of 17 
cases relate to obstruction in the discharge of otlicial duties, 
non production of books etc. Three cases pertain to un-
authorised collection of sales ta F.I.Rs have already 
been lodged in these cases. In cases. the expla-nation of the 
assessing authorities has been called. In once case the_ 
concerned oflicer 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 I\.tinistry of Home Affairs have stated : 

'The dealer is not a Private Limited Co. or a Limited Co. It 
i'i a pnrtnership concern. It is not incumbent on partner-
ship c,mc~rns to get their i:..'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.:coontant~ with 
refe.rem:c to the provisions in the law. the Ministry of Home Affairs 
have stated:-

"There nr~ no legal provisions under the Delhi Sales Tax Act 
or under the L'entral Sales Tc:x Act to obtain th..! report 

:- of Chartered Accountant prior to assessments." 

Administration and Rationalisation of Sales Ta...: in Delhi 
1.57 The follmving Table indicates the figures of Sales Tax 

collected in Delhi during the last 10 years:-
Ta\ CPllcctl.!d (Rs. in crores) 

----- --·· --
Year Local Central TNal . 
1972-7~ ~~.87 10.40 34.27 
1973-74 26.51 t:l. ~<} 39.80 
1974-75 33.76 18.71 5~.47 

1975-76 40 o:; 26.97 73.00 
1976-77 53.81 33.88 87.75 
1977-78 58.71 36.71 95.42 
1978-71) 62.70 43.78 106.48 
1979-80 7:.45 5~.73 125.18 
1980-S I 9!.38 62.62 155.00 
19M t-82 117. fl2 Tl.OS 190.90 .. 



1.58 The Committee desired to know whether the case in question 
was not symptomatic of the malaise in the Sales Tax Department and 
whether the Delhi AdministrationjMinistry of Home Affairs deemed 
it necessary to streamline its functioning so as to plug the loopholes of 
corruption' and save the people from unnecessary han:ssment. The 
Home Secretary deposed :-

"The mtin thrust of your observations with regard to the policy 
and strategy that we would like to adopt. I would like to 
mention that we went into the question-- the ofiiccrs of 
the Sales Tax (Department) as well as the Si.·lcs Tax Com-
missionet, the Finance Secretary, the Chi~f St;cretary and 
my colleagues in the Ministry itself. Accordin~ to the 
cases that have come to our notice so far, we dis~ussed 
what are the broad areas. and the specific areas whM"e 
there are complaints and whether the cases' have revealed 
or indicated the laxity and if so how that c~n be plugged. 
\Ve will go into this in the tax administration in the 
organisational and adlninistrative part of it and a1so 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 u1, some supervi~ory 
machinerv and that is of two kinds. One is internal audit and 
the othe~ is Enforcement and Vigilance branch. 'vhere 
one A~~ist~nt Commissioner in· the administration goes 
around. How is he functioning, what is the kind l1f super-
vision he is able to make' and what kind of check that is 
tleing done--we will go into all these things. \Ve do believe 
that unless the supervi!K>ry machinery is strengthened pro-
bably it may be difficult and Lt may not always he rossible 
for u•; 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 w~.:s held at New Delhi, it 
was recommended that the Law Commission should study 
and formulate a model Sales Tax Law takinQ 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 mc.,ment. engaged in 
makin_g 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 
workin~ of the department and what kind of supervision 
is bein~ exercised today and how th~1 can be strengthened 
and reinforced. 
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I de conce4e that the above measure is. not just possible 
not only as the Secretary to the Ministry but also even as 
a citi1..en. This is a b~ 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 tt> you.; still it is extremely important on our part 
that this may be a ·tip of the iceberg OJ' at least something 
which .must give us f.! caution. A_!tother 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 panicular 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 bro&d~ 
frame work of the administration and the organjsational 
reinforcement and strengthening of the machinery. 

Briefly in one· sentence, I might like to a<.;~ure you and 
the hon. Members of the Committee that we do want to 
strengthen the supervisory machinery as well as the field 
level m~.:chinery in the Sales Tax Department.~' ·~ 

1.59 The witness further added :-
" ... .l do appreciate that the totality of the administration has 

to be galvanised .... We propose to di~cuss tht: question 
of organisational structure, the supervisory organisation 
and the rationalisation of the working of the Department. 
As I said at the ouH.et, the Chief Secretary, mysdf and 
other ~enior colleagues were quite unhappv about the way 
this cr.se had developed and it came to til:! netic:: of the 
Audit and. despite the Audit having brought it to their 
notice, there are explanations to be gi\'en 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-
cer'hed. in our own small way, we shc.'ll try to plug the 
loopholes and see that the Sales-tax Depa!;tment functions 
in a hetter way." 

1.60 The Committee enquired whether there were certain items in 
1he Sales tax net in Delhi which yielded a revenue of les~ than R~. 5 
Jakhs. The Chief Secretary, Delhi Administration 1tat~d : 

'"There could be." 
1.61 Asked whether the Department had given '-ny thought to the 

question of rationalising the system so as to be able tu concentrate on 
bigger cases, the witness stated .: 

"This is a very valid point. But. as you are a\\'are. th.wates tax 
in Delhi should not be looked at always in isollfion. We 
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have to consid~r also what is happening .in th~ neighbouring. 
States. The Planning Commission ~d the Northern Zonal 
Council the Regio~al Council for Sales tax also, goes into 
these things. We have to act in step with other States. So, 
it may happen sometimes th~t a certain commodity or an 
article which fetches a very nominal revenue or a very small 
amount of revenue is important fr~m1 some 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 ~nd not a manufacturing centre,. and hence the 
problems were different in character than elsewhere. Th~ witness stated : 

•• ..... This is one of the terms of reference of th~ study which 
has been referred to the National ln~titut~ of Public 
rinance. It was about four or five months ago. By the end 
of the financial year, by March, 1983. w~ hope to receive 
an interim report." 

1.63 In a note subsequently furnished to the Co_mmith.'c the 
Ministry of Home Affairs have stated : 

"Consequent upon the decision t~·ken by the .;onfcn.~ric~ of Chief 
~linisters. the rvtinistry of Law had requt:'~ted the Law 
Commission t0 prepare a model Sales Tax Law for uni-
form adoption by all the States. If ~u-:h a model law is 
enacted. it will provide rationalisation 'sin1pliticati'-m in a· 
un!torm manner throughout the <.:ountry. 

A!so, the Delhi Administn:tion has asked the N~tior.at 
Institute of Public Finance to undertake .:1 Studv of S~dc•.; 
Tax Department of Delhi Administration. The t~rms· of 
reft»rence of the said study arc as folJow\ :-

1. To examine and make recommendation~ r.:garding 1 he 
structure af Sales Tax in Delhi, with pa_rtic:ular rcferenc:= 
to t}le distribution of items between first point and l~:st 
Pl'int levy of tax and the considcra:ions which ~hould 
goveFO the selection of item~ for levy Jt the tirst point. 

2. To examine and ma"ke recommendations regarding the 
factors which should be taken into account in deter-
m!ning the rate structure of sales tax i'1 Delhi. 

3. To make recommendations re~!arding the implementation 
Df sales tax Jaw with particular reference to assessment~ 
and the introduction of a viahl:: sy.:.tem of summary .. 
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assessment as envisaged in section 23(1) of the Delhi 
Sales Tax Act. 

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

5. To examine the structure of trade in Delhi and to under-
take commodity flow surveys in regard to a few selected 
commodities. 

6. To make rc~.:ommendations regarding enforcement Branch 
of the Sales Tax Department, ils desirable strength, 
methods and prncedures of operaticn and optimum 
selection of enforcement activities. · 

7. To make recommendation.., regarding the ~ystem of 
collecting and of compiling statistical data with parti-
cular reference to the co1lection of 1.:ommodity wise and 
other information of use in the formu1ation of policy 
and to the devising of methods of asse.;;sing the perform-
ance of the Sales Tax Department in different areas. 

8. Ta make recommendations on any other matter which in -
view of the institute may hav;! a significant bearing on 
the effective administration of Sales Tax in Delhi . . 

Any further need for rationalisation of ~irnplification of law 
will be reflected in tpc study by th~ Committct!. 

Further, the most important innovation beiqg adoped by the 
S~!e~ Tax Department. is the introdu·..:iion of ~omputerisa­
tion in Sales Tax. Administration, especially to check dealer 
to-dealer transactions. A few date rntn· machines h~ve 
already been purcha~cd. Necessary staff i..; being recruited. 
It is hoped that the wotk may be started during the year 
19R3-84. Once a fulfledged com!Juterisation scheme is 
enforced malpractice will be eliminated to a great e"<tent." 

1.64 During evidence. the Committee drew attention of the re.p-
rcsentative of the Ministry of Home Affairs to certain suggestions made 
by the Delhi Administration over the years regarding administrationf 
cont;nuance of sales tax in Delhi and desired to know the action taken 
thereon. The Home Secretary stated : 

"I would certainJv like tn mention that I will look into all 
these cases and we will ca11 a meeting of the senior officers 
of the Delhi Administration to famfliari;;~ myself with all 
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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 fvfetropolitan 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 Government. 

This Hou8C further resolves that the Central Governu1ent be 
moved to make allocation to the Union Territory of 
Delhi commensurate with it.~ present coJJection and the 
increased collection which it \\Otlld have~Jllade in future 
and the Sales Tax not been abolished jn order to safe-
guard Delhi's interest. 

Subsequentl)l, the Resolution was also placed before the Exe-
cutive Council for their consideration and the Council 
directed that since a decision on this matter 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 ad'ditional Excise Duty doe~ not result 
in any loss of revenue of the Administration and that the 
Union Territory of Delhi continues to get !ncreased 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 ptuposed to be 
pursued with them. · It was further informed that a 
measure like this can be introduced on a1J lndia ba~is 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 chainnanship of Shri 
Kamlapati Tripathi, M.P., to consider 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 Accordmg to the Bengal Finance (Sales Tax) Act_, 1941 as 
apJ>Iicable to Delhi upto 20 October, 1975, the Delhi Sales Tax J~ct, 
1975 which came into force from 21 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 llS a deduction from the 
turnover of selling dealer on his furnishing along with his re~urn, a 
complete list of such sales duly supported by a declaration obtained 
from the Jllll'chasing dealer. However, if the Commissioner or any 
person appointed under the Act, is satisfied that a dca1er has conceal-
ed the particulars of the sales or bas fumisheJ inaccurate particulars of 
his ~ale~. he may direct that the dealer should pay by way of penalty, 
a sum not exc~eding two and half ~imcs the amount of tax, wh!eh 
would have been avoided. 

1.67 A dealer in \Vard 11 (M.s. A. Duggal & Co.) was allowed 
dcJuc!ions from turnover to the extent of Rs. 32.38 lakbs oa account 
of sales made to registered dealers in the assessment made by the 
Salt'S Tax Department for the ye.ar 1975-76. Similar deductions to 
the tone of Rs. 13.82 lakhs and Rs. 6.29 lakhs were allmved for 'he 
~·car~ 1976-77 and 1977-78 respecthe!y. During the course of 
licrntin~· of the assessments by Audit it was found that the dealer ·had 
claimed the deductions by resorting to falsifka:ion of the documents. 
The modus e·peramH adop~ed by the dealer was in.>~r;wlation of the 
figmcs, thereby increasing the ammints of biHs entered in the list of 
salrs, altcr:n~ the amount of bills in the prescrfbctl declarations receiYed 
from the purchasing dealers and inflating the totals in the list of sales 
and also while carrying over totals from one page to another. 

"' 
1.68 The irrc~ularitics in the assessment £or 1975-76 were ~lointed 

out hl Audit in Nol·cmber, 1980. While admitting the audit objection. 
the Department raised an additional demand of Rs. 2.27 lakhs on 
the (·\':Jded turnover of R~. 32.38 lakhs ami also imposed a penalt)' of 
Rs. 20,000. . As per the pro,~isions of the Delhi Sales Act, the assess-
mente.; can be revised by Sales Tax Officer or by the Assistant Com· 
missioner suo motu on coming to know that a fraud bas been commit-
ted by the dealer. Though the Department had ~tfllt)le powers to 
reopen the assessment it took QO action to check the returns of the dealer 
for the subsequent years until Audit again pointed out in Jtme 1981 
that tl;w dealer had indulged in similar malluactices in respect of the 
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assessments for 1976-77 and 1977-78 as well. Thereaft~r, the 
Dcparlment raised additional demands of Rs. 1. 07 lakh and Rs. 0.49 
lakh on the evaded turnovers of Rs. 13.82 lakhs and Rs. 6.29 lakhs 
and a}so imposed penalties of Rs. 25,000 and Rs. 19,000 in respect 
of the years 1976-77 and 1977-78. ~ -. • 

1.69 The facts stated above. clearly illustrate the deplorable state 
of affuirs in the working of the ·Sales Tax Departnu~nt of llelhi Ad.W-
nistration. It is really surprising that although the malpractice in-
dulged in. by the dealer viz. interpordtions of figui"cs, alteration in thf! 
amo.unt of bills, inflating the totals of the sales and also inHating the 
totals of sales while carrying over from one page to another ;wt•re such 
tb~t the same could eas~ly be detected, yet the assessing officer failed 
to do so. These came to light only ·when Audit scrutinised the relc-
,,.ant records. What is still more serious i" that the trader continued 
10 imhdgt? in these malpractices for several years withoi1t being detectm 
t'd. l;-1 om these facts, the Committee cannllt hut reach the conclusion 
that ihese malpractices could not ha1"e hcen possible without fl1c 
£oilusion of the concerned officers of the Sales Tax Department. · The 
(·=ommittec consider that this case suppors the slrong fel'ling among 
ihc public that unscrupulous traders in collu~ion with dishonc"t officers 
of the Sales Tax Dcparhncnt arc (lcpriYing the publk cxchNtucr of heavy 
mnmmt~ of revenue by adopting aU sorts of frm.alulcn~. pradin-s. The 
Home Secretary was indeed candid enough to admit _in evidence that 
thb ·wac, a ·•·bad ease"' and hma)' he a tip of ~hf! k•:her~:·. Be was al'io 
forthrir,hi in admitting .:~~lt .. th4.' totaWy ot tlu..· administm~ion has to 
be ~~tlvanis·A." Th~ Commi:jet• would Hu.·refore Hkc g~'\'t•rmtu•nt to 
Cn!Jn;rl.' into all •.bp>::cts of this case and a\\ar<!.E ~tern and CX(.'mptary 
p!rnishml'nt to the (.'Oflcemcd nflicer(s) so tha~ Vw same ma.v serve a'i a 
IP•.t;on. ~c others_ 

1. 70 The Committee arc surpris(•d to learn that a ... :::o.rdi~l~~ ~o the 
"'xiqiug prol-·isinth of tlu: D~!hj SaL~> 'l\1x L:~·.; ~. the S:.lL:~.; T:P~ OUir,-r 
i..; the audwr.ity (or as\cs~mnd nf a rctum int·~1 :.u.-;iy~ ~:f i:•·~ ~tnilW~!t 
im (lh'Nl m1d the on~y ;~gnt<.·y to ch.,·~·k 'h :· as~:..:', ~:.d. nt m o~~ O'.."p<irl· 
m~·nt ;.., iis Internal Aad[t \YinJ!;. Bm·~ ::\-cr. h~:,:·.:u:....: ~;.I i.r..u~!id~·nt 

ff I I ~ I" '"t.. . . " . . i ' . . . I . Si.g . th~. ntcma i't.~!! at ,,·mg- ,.., ;t~ .. ::il. a l'rljlF·e:l m<.;f;l;~::r~~n. ~· J"i no 
Mnpr!:o.t. that such suious mb,Jat<i.eS ,,~ .mt mlfi!'~:.•rh.••j all 'lH:'ie ~~.,·~us. This 
nH:;u·b that even in the case nf :!~l a.•• ~·· smt•nt hn nl i ict.~' n.·•n:lwc :mmunt· 
ing h> Jakhs of ru~•.~es. if the Sale·~ Tax OH',cl~r eWEr h~· mistaki! or 
dtlibcn1tl'ly in connivmu·e with the trader, m~~kt~s a patently wrong 
assc~smcnt, there is no satisfadory mcdmnhm £o l·:vd~ tlu• .... Jm~. This 
i~ to ~ay the .lea~t .a scandalous state of cffol"ts. Th~~ Comn1hir•.~ ft:d 
that the Sales Tax Ad should be amended in such a w:!y that all l"!lses of 
as~c'isment's bcvond a particular monetary limit should ciHter the as.,ess~d 
bv an f.>fiiccr n~t below the rani\. of Assistant Sales Tax Commi~siom~r or 
assc'"sments made by tbc Sa}cs Tax Officer ~bouJd im,ariabJy be checked 
b~' a senior officer. 
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1. 71 The Committee find that under ~e present provisio~s of the 
Uelhi Sal'es Tax Act, dealers committing irregularities are liable to be 
kvied by way of penalty a sum not exceeding 2·! times the amount of 
tax tnoided. However, in the present cas.e, the department levied 
pcuatties ·of Rs. 20,000, Rs. 25,000 and R~. 19,000 mfly for the years 
1975 .. 76, 1976-77 and 1977-78 against the respecth·e tax liabilitie~ of 
Rs. 2.37 la~s. Rs. 1.07 lakhs,_ and Rs. 0 .. 48 lakhs ignoring the fact 
th:tt the party indulged in malpractices ~mounting to frau<;~ and that 
it wa~ a fit case for launching prosecution. Th~ f-c~ct that the depart-
·ment imposed a meagre penalty of Rs. 64,000 onl}' aJ!aiw.t the maxi-
mum leviable penalty of Rs. 9.82 lakhs on the ev~uled fax of Rs. 3.93 · 
l:1kbs for all the 3 years only reinforces the Committce·s apprchen~tion 
of t:olinsion on ibe part ·of departmental oftidals with the pm·ty. The 
'(~hief S(•cretary, I>elhi Administration was cmulid enough to admit in 
f:'~'itl{'ncc that the penahy imposed ia this case was very ~nsufficient. 

' 
1. 72 I...ater, in a note furnished after evidence, the Ministrv of Home 

Afbirs have s1atcd that the As-.i~tant Commi~sim~~r revised the penalty 
- 1o R-.. 3.35 lakhs for the vt•ar 1975-76, Rs. 2.c,5 lakhs for 1976M 77 

ami R.;. 1.20 l'akh for 1977:78. on finding Hmt these penaUies. w~re not 
mle<Jua!e anti that the Sales Tax Offic~r had not tak•m into account the 
;.:rarilv nf ihe o?.'cm.·-e. Thus, the tn~al penaHy nf Rs. 6..1.000 initially 
imposed has now been revised to Rs. 7.20 lakhs. Oh,·ioa~ly this 
re,·ision has IH.'l~n dfeded as a result of the Co:mniae1·\ decision 
1o lake mJ the ~1ara for examination. The Commi:t•·~ nrc cun~traincd - ' -

1~~ oft~.;~n te fhat this is ~:ym;)tomatk of the manner in whieh the pm.v'!r 
1o k-.·\· nnm.hy b heing exercised b~· the S:c.les Tax authorit( 1.~s at various 
k~·d ..... 

1 ."iJ In ~~~is con1t>xt, ;l:;c Comm!Hee amk tlnl ;w• "'''HJ~· th£ Sales 
Tax Llw in Uelhi i:ines I·.f:1 s!ipulate k~V)' o~ minimum ?H'"J:IIlv. The 
(:nmmi;i.re fait to tmdcrsl'~m .. J vdP "'llt'h a m·f'Y~sion h!:h :"o1. bet•;1 iuclud-
t•d in !h:t: Delhi Sal~~; Tax ;\.ct. 'tvhr.'n ~Hrh a nrol·h!na ex1~t~ in the Saies 
T~~x A.ds uf <.:ev1!ral other nl'ightHmr: :~~~ '3:atf_s. Th~ Cor;HPHtce r~cmn· 
mc·raJ !hat a pro•dsion should be i•u·c~qlo.;··:•f'J in t~~c Hdhi Sal::~ Tax 
Act ~m:~~crihin~~ a· minimum pt•nalty ia odt•t t4l dwd' misu;,;c of the 
dhcrctionary JWwers· by the asst>ssing offic(_'rs. 

' . 

i. "'4 Tilt' CommUec not~, zhal. tiH' r~dsifk'c,!im: of donm.lt:nt" com-
mittc{i hy the dl('alt.~r also~ amounted TO 3 ('rim;11~1! orf(•m·,~ mdcr the 
Indian Penal Code. Tht'Y arc nnhappy to :Hl'1t: ina! althou~h t~a' :mdit 
obje-ctions were raised as far h:.u:k as Non'mht~i·. IS'SO and.Jmtc I 981 
rcspecthely, f'IR was lod~cd with !he Delhi PoHc;.• as late a..-; nn I Jl!ly. 
1982. This again shows that the belated adbn •.las taln'n hv the 
Delhi • .\dministration onlv after Audit Rcnorr came un ht.•for:.- the 
emmnittcc. Tlw- Committee cannot but dt~pn't·atc the l'n.;;ual m;mn~r 
in which such serious cases invoh·in~ grave otL·nces arc dealt with h,v 
1bc Ddhi Administr~tHon. 
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1.75 The Chief Secretary, Delhi Administration admitted in evi--
dea~ &hat tbere had been delay in initiating the criminal proceedings. 
It was cooteoded that there was an initial doubt whether prosecution 
1.11& be launched under Section 50 of the Delhi Sales Tax Act, 1975 
which prol'ides that "no prosecution for an offence shall be instituted 
ill respect of the same facts for which a penalty bas been imposed." 
The representative of the Ministry of Law however, deposed before 
tb\! Committee that the provision of Section SO of the Delhi Sales 
Tax Act, 1975 would apply only to prosecution for an ofience tmder the 
Delhi Sales Tax Act and not for an offence un~~r the Indian 
Penal Code. It is also pe~ent in this connection to re..:Rll 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 Penal Code as o.ll"\O under the Delhi Sales 
Tax Act, 1975. Theref(jre, the argument adl·anced b~' the dcpart-
ntent for the delay in initiating criminal proceedings is not at all 
~"Ustainable. The Com1nittee r;ecommeml that suitable instructions 
should be issued to of!kers in the Sales Tax Dcpartm.ent to take timely 
action in such cases as so to act as a deterrent to un'icrupuJous dealers. 

1.76 The Committee were informed that the de.1ler in th\! caliie 
under examination has filed a \Yrit petition in the Delhi Hi~h Court 
agabist tbe suo motu re,·ision as also against the crimrnal proceedings 
and that the High Court has sta~·ed further ptoct•edir.gs. The 
H8me Secretary• assur~d the Committee in e,·idcnt·c that he had 
dirccfuJ the Delhi Administration to take suitable action to ~et the 
calie expedited in the High ('nurt. The Committee would like to 
be informed of the pro~res~ of the case as al"a of thl..' final outcome. 

1. 7i The Committcf' were informed tlmt ilH· Deonr!nu.·nt had ~incc 
detectc.I 9 more ca..;;es l!l\'Oh ing fo .. gery a•1d th:1t criminal C!L~t.·s were 
pending a~ains! 64 dealers in various cour~s. The~· were al~o informed 
tb:.tt in 38 case~; Fms had hetn lodged wi!h ~ht l'olkt.' and iJ<vestigntionli1 
""'ere Iit-ndr.g. Hon'eH~r. from a pcn!\:-;.1 of H~t·o,;e ca"ics. the Committee 
are smpris(d to find that out of the 9 case:.; in,·ohing forgcQ·. onl~· in 
once c:Jse a penal~- of Rs. 100 - "as impo~c~' and in other cases only 
the h~x was rea~sessed In· the Sakr; Tax Dt~~>artm£'nf. The Committee 
cannot but reach the CODChL~ion that there. is total &tb•;; .·n<:~ of seriOUS• 
nt-ss, if not acth·e coHusion on the nart of the Sale;.; T~!x Dcpnrtment 
in curbing the growing malnractices like forgery ;n furni-;hing sales tax 
returns. No wonder the Department is com.-idt.•rerl by the t·~mmon 
man ~~s a hot bed of corruption. The Committee desire that all such 
case~ r.t malpractices should be dealt with eXJ)ccJitionsly and firmly by 
the Department a.nd maximum penalty pem1iUcd by law imposed so a~ 
to corh ~uch malpractices. The r~n"ibility of the concern.-d officers 
in tht! Sales Tax Department should also be determinctl to 'find out if 
there wa~ an~' conusion on their part. The Committee would like to be 
infonned within six months of the progre~s made in ull these cases. 
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1.78 .The· CoDUDittee a.t. tbat preseody supervision· ana· watrol 
are· exercised over t1ae Sales T~. Department of Delhi Administration 
dlrough two eh•naels viz. 1he Internal audit cell and the Vigllaaee aad 
Enforcement Braadl. The Committee view with concern that neitber 
of the&e two departmental organs was able to detect the irregularities 
iQdulged in by the dealer iD tbe case under egmlaation. What is ·all 
the more intrJguiog is that in Ward 11 where the present case was 
detected, . no assessments were sc:natioised by tile Internal ·AUdit Cell 
at all in anf of the years 1975·76, 1976-77 and 1977-78. This is 
clearly indicative of the fact that the presmt crlkria of selection of 
\ntrds for scrutiny of assessments by the lnteraal Audt Cell are totaDy 
lnadtquate and defective. 

1. i9 From the statktkal data showing the perforruaace of lateraa) 
Audit Cell furnished by the Miaistry of Home Affairs at the ·instaoc:t. 
c( the Committee, it Js 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 1980.8~ was 
5.4 per cent, 4.46 per cent, 0.8 per cent and 1.49 per cent in the res-
pectil'C years. These figures amply illustrate the dismal perfonnance 
of the Internal Audit CeB over the years. The Ministry of Home 
Affairs bave not been able to give any plau§ible explanation for this 
excepting the plea ef inadequate staffing. The ComJUiUee regret that 
tbe ianportanee of Internal audit in a department dealin~ witb revenue 
amounting to about Rs. 190 crores every year has. not been realbed. 
The Committee need hardly emphasise the impcrdtive need for streog-
tbcning and galvanismg the system of internal audit so as to make it 
an elective control through which the Depannent can not only keep 
proper watch over the standa~ 9f pedormance of its officers but abo 
bring about substantial ~mprovement in th~ Sales Tax administratioa in 
Delhi. The Committee strongly recommend that the Ministry of 
Home A tfairs should take immediate measure~ to strengthen the Jn. 
t~rnal Audit Cell of the Sales Tax Department of Delhi Adntinistration 
both in qualitative and quantitative tenus. 

1.80 The Committee fiad that no steps have .so far been taken for 
simpUfication and rationalisation of Sales Tax iD Dellti. The Committtee 
were surjtrised to learn lbaf there are_ certain items on wbicb only aomi. 
nal revenue e.g. less than Rs. 5 lakh i~ being realked. The Committee 
feel that there is an urgeat need for simplification and ratioaalisation 
of sales tax structure in Delhi so that the Deptt. may pay more attention 
to large as.~s/ mmmodldes fetc:hina large amount of revenue and 
the small traders may be spared from tlllDeC~ry harassment. ,. 

1.81 In this coaaedioa, the Committee note that tile Delhi Ad-
nilalstradon has asked the Nadoul Institute of Public F1naace to 
S LSS/83-3 . .. . _ _ _ ... . . _ .. . . _ . 
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·INldertake a study of dae Sales Tu: Departmeiat for ratioaaUsation of 
as structure and 8M to make suggestioas on the framework of dle 
8Chnipna,ation, orgaaisational reinforeement illld stren&theniDJI of the 
departmental machinery. The Committee would like to be iafonued of 
tile recommenda&i~DS .made by the llwtitute and lbe action taken tbere-
oa. 

, . 
l.Sl The esamiaation of the present Audit Paragarph has brought 

to light several areas of baadequacles ia the working of the Sales Tax 
Departmeat of Delhi Administration. The Committee recommend ·that 
the MiDimy of Home Affairs should immediately look into the work· 
lag of the Sales Tax Deparbneat of Delhi Admiaisti:adon including its 
latenlal Audit Cell keeping in view the points raised by the Com-

.mittee Ia the foregoing paragraphs, identify the sbortcomin~ and take 
ellective nteaSIII'es to. improve its funedoning. They would urge that 
the questioa of streamlining the sales tax adroinlstratiofl in Delhi should 
receive top most priority so as to provide the necessary lead to other 
States/Uaioa Territories. 

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

SATISH AGAR\VAL 
Chairman 

P~tblic Accounts Committee. 
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APPENDIX 
STATEMENT OF CONCLUSIONS AND RECOMMENDATIONS 

Para Ministry 
No. concerned 

2 3 

1.66 Ministry of 
Home Affairs 

1.67 

Recommendations and Conclusions 

4 

According to the Bengal Finance (Sale:, Tax) 
Act,l941 as applicable to Delhi upto 20th October 
1915, the Delhi Sales Tax Act, 1915 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 appoin~ed under the 
Act, is satisfied that a dealer has concerned 
the particulars of the sales or bas 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 
1 975· 76. Similar deductions to the tune of 
Rs. 13.82 lakhs and Rs. 6.29 lalchs were allowed 
for the y~ars 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 modttS operandi 
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adopted 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 t~e prescribed declarations received 
from the purchasing dealers and inftating the 
totals in the list of sales and also while carrying 

,over totals from one page to another. 

3. 1.68 Ministry of · The irregularities in the assessment for 

4. 1.69 

Home Affairs 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 Jakhs on the evaded turnover of Rs. 
32.38 Jakhs 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 

-do· 

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 assessments for 
l9.76-77 and 1977-78 as well. Thereafter, the 
J?epartment raised additional demands of Rs. 
1.07 Jakh 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-
78. 

The facts stated above clearly illustrate the 
deplorable state of affairs jn the working of 
the SaJ~ Tax Department of Delhi Adminis-
tration. It is reaUy surprising that although 
the malpractice indulged in by the dealer viz., 

·~----··--·-·-·-·-·-·--~··------------·---·-··-·· -·-·---·~--··-·· 
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5. I. 70 

~ LSS/83--4 

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 publi(.; that unscrupulous 
traders in collusion with dishonest officers of 
the Sales Tax D.:partment are depriving the 
public exchequa of heavy amounts .of revenue 
by adopting all sorts of fraudulent practices. 
The Home Secretary 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 
gaJvanised." The Committee would therefor~! 

like government to enquire into all aspects 
of this case and award stern and exemplary 
punishment to the concerned oftlcer(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. 
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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 9r deJi-
bera~ly 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 Commissiont!r or assessments made by 
the Sales Tax Otliccr ~hould invariably be 
checked by a senior onicer. 

The Committl!c tlnd tilal under the present 
provisions of the Delhi Sales Tax Act, dealers 
committint,! irrcgularitie~ arc liable to be 
levied by way of penalty a sum· not exceeding 
.2-1/2 times the amount or tax avoided. How-
ever, in the present ca;;e. the department levied 
penalties of Rs. 20,000, Rs. 25,000 and Rs. 
i9,000 only for the years 1975-76, 1976-77 
and 1977-78 against tht.: respective tax liabilities 
of Rs. 2. 3 7 lakhs, Rs. J . 07 lakhs and Rs. 0. 48 
lakhs ignoring the fact that the parly indulged 
in malpractices amounting to fraud and that 
it was a fit case for launching prosecution. 
The fact that the department imposed a meagre 
penalty of Rs. 64,000 only against the maximum 
levio.blc p...:nalty of Rs. 9. 82 lakhs on the 
evaded tax of R~. 3. 93 lakhs for all the 3 years 
only reinforces the Committee,s apprehension 
of collusion on the part of departmental officials 
with the party. The Chief Secretary, Delhi 
A~ministration was candid ,enough to admit 
in evidence that the pemrity imposed in this 
case was very insufficient. 
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Later, in a note furnished after evidence, 
the Ministry of Home Affairs have stated 

that the Assistant Commissioner revised the 
penalty toRs. 3.35 lakhs for the year 1975-76, 
Rs; 2. 65 Jakhs for I 976-77 and Rs. l. 20 lakhs 
for 1977-78, on finding that these penalties 
were not adequate and that the Sates 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 penalty 
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 penalty. 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 m 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 I July, 1982. 
This again shows that the belated action was 

- -------~--
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takeR by the Delhi Administration only after 
Audit Report came up before 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. 

!0. 1. 75 Ministry of ·The Chief Secretary, Delhi Administration 

11. I. 7f 

Home Affairs 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 shalt 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 Pen~ Code. It is also 
ptrtinent in this connection 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 penal 
action was taken both under the Indian P~nal 
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. 

do The Committee were informed that the 
dealer in the case under examination has 
filed a writ petition in the Delhi High Court 

··- -··----·-·-··-----·~ .... ·----·--- ---~-------~-·········· ···~- ---
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against the :mo motu rev1ston as also against 
the criminal proceedings 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. 

12. I . 77 Ministry of The Committee were informed that the 
'Home Affairs 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. I 00/- was imposed and in 
other cases only the tax was reassessed by 
the Sales Tax Department. The Committee 
cannot but .reach tht: 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 he determined to find out 
if there was any collusion on their part. The 
Committee would like to be inform within 

·-------··----- --------·---· 
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stx 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 l'iz., 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 irrg~ularities 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 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 df the fact that the present criteria 
of selection of wards for scrutiny o~ asses-
sments by the Internal Audit Ce11 are totaJiy 
inadequate and defective. 

From the statistical data showing the 
performance of the Internal Audit CeJI 
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~~ 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 
I . 49 ~~ in the respective years. These figures 
amply illustrate the dismal rerformance of 
the Internal Audit Cell over the years. The 
Mini~try of Home Affairs have not been able 
to give any plausible explanation for this 
excepting tl}e plea of inadequate staffing. The 
Committee regret that the importance of · 
Internal audit in a department dealing with r~­
venue arnounting a to about Rs. 190 crores 
-· ------·~·--,M_, ____ ·-··-- --···--~--···· ___________ ,,. ___ . 
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every year has not been realised. The Committee 
need hardly emphasise the imperative need for 
strengthening and galvanising the system of 

.. interna1 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 reve!lue 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 assesseesJcommodities 
fetching large amount of revenue and the small 
traders may be spared from unne~essary haras~­
ment. 

In this conne~tion, the Committee note that 
the Delhi Administration has asked the National 
l11stitutc of Public Finanr;e to urtdertake a 
~tudy of the Sales Tax Department for rationali-
~ation oft~ 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. __ .. -~ ______ , __ ·----- ·- -·,---·~·------· -·--,..--··-· --·--- -------
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The examination of the present Audit Para-
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 Depart~ent of Delhi Administra-
tion including its Internal Audit Cell keeping in 
view the points raised by the Committee in the 
foregoing paragraphs, identify the shortco_ming" 
and take effective measures to improve its 
functioning. They would urge that the ques-
tio.l of streamlining the Sales Tax administra-
tion in Delhi should receive top most priority 
so a!'l to provide the necl!ssary lead to other 

· State~/Union Territories. 
------------- ---·-- -------- ··----------------
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