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INTRODUCTION 

I, the Chairman of the Public Accounts Committee. having been 
authorised by the Committee, do present on their behalf this Hundred 
and Fortv Seventh b p o r t  of the Public Accounts Committee on 
Action T ~ k e n  by Government on the recommendations cmtained in 
116th Report (Fifth Lok Sabha) on the Report of the Controller and 
Auditor General of India for the year 1971-72, Unisn Chvernment 
{Civil), Revenue Receipts. Vol. 11, Indirect Taxes, rclatinq to Sales 
Tax Rcrcipt!: of Union Territory of Delhi. 

2 On the 31st May, 1974 an 'Actwn Taken Sub-Cs~rmrttee' v m  
;rpptlinted to scrutinise the replies recelved from Covernmeot in pur- 
,!lance cf thc recommendatrons made by the Comrnlttee in their ear- 
lier Reports. The Sub-Cornrn~ttcc. was const~tuted w t ' l  the fcllcwing 
iI~~~nbers:-- 

Shri H M. Patel-Convener. 

:! Shr i  Sasankasckhar Sanyal 
3. Shri Jagannathrao J o t h  
4.  S h n  S. C. &sra 
5. Shri V. B. Raju 
R. S h r i  Mohamnml Usman Arif 
7 .  Shri P Antony Reddl 
3. Shri Nararn Chand Parashar 
9. Shri T. N. Singh 

3. The Action Taken Sub-Committm of the Public Accounts Com- 
mittee (197475) mnsider'd and adopted this Report at their sitting 
held m !Oth April, 181s. The report was finally acioptvd by the Pub- 
lic Accounts Committee on 2\st April. 1975. 



5. The t'nmmittee place on record their appreciation of the assist- 
ance rendercd to them in this matter by the ComptnJcr and Auditor 
General of India. 

JYOTIRMOY BOSU, 
C h a i m n ,  

Public Accounts Committee. 



CHAPTER f 

REPORT 
This Iieport of the Committee deals with the action taken by Gov- 

ernment on the remmendat ions  contained in their 116th Report 
(Fifth Ink Sam) on the &port of the Comptroller and Auditor 
General of India for the year 19'71-72--Union Government (Civil)-- 
Revenue Receipts-Vol. I-Indirect Taxes-Sales Tau Receipts of 
Union Terribry of Delhi, which was presented to the House on the 
15th April, 1974. Action Taken Notes have been received in respect 
of all 26 recommendations contained in the Report. 

1.2. The Action taken Notes on the recomrnendations/chservations 
wntained in the Report have been categorised under the following 
heads:- 

I. Recomanendations/observations that have been accepted by 
Government: 

S. Nos: 1. 5, 6. 8, 9, 10, 11. 13, 17. 18. and 21 and 25. 

11. Recommendation;/observations which the Committee do not 
desire to pursue in view of the replies of Government: 

S. NOS: 14, 16, 19, 23, 24 and 26. 

Ill. Recommendations/observations replies to which have not 
been accepted by the Committee and which require reitera- 
tion: 

S. Nos: 4. 7 and 12. 

1V. Recommendations~bservations in respect of which *v@n- 
ment have furnished in te lm replies: 

S. Nos: 2, 3, 15. 20 and 22 

1.4. The Oommittee will now deal with the action taken on some 
of the rmmmendatfons/obe~attom 



Fraud in Forging Sales-tax Registnetion Certijicates-Patag~uphs 
1.7 to 1.8C0l. (SI. NO. 2--4) 

1.5. In paragraph 1.8 of the Report, the Committee had made the 
following observations relating to transactions of sales declared to 
have been made to local dealers: 

"Although the Ministq have stated that the q11e:ticn of lack 
of supervision in the Department does not ariw in this case. 
the Committee would like to know whether thc fraud was 
detected soon after it was committed. If not. what was the 
time gap and the reason therefor. The Committee desire 
that there should be a proper verification qf the transac- 
tions of sales declared to have been made to lccal register- 
ed dealers and that the Internal Audit Cell should be par- 
ticularly vigilant In this respect." 

1.6. Tn their reply dated thc 19th October. 1974, thr Ministry of 
Home Affair5 have stated: 

"As stated in reply to para 1.7 (mentioned earlier\ police inves- 
tigation is still in progress, therefore, it is nct possible to 
indicate at this stage as to the precise time gap between 
the commission of the offence and its detection except that 
the matter was reported to the police soon after inforrnn- 
tion about these activities was recei\?ed by the Department. 

Rclevant record pertaining to alleged fraud committed by cer- 
tain unscrupulous persons is a t  present with the Police. As 
such, i t  has not been possible to undtMakc n pope r  veri- 
fication of the transactions of sales declared to have been 
made to local registered dealers." 

1.7. The Committee arc astonished to find that no specific action 
has been initiated on the broader question of proper verificution of 
the transactions of Sales declared to have been mads to Iocul register- 
ed k k r s  .ad the suggwtion to make the ln- 4udit Cell parti- 
cularly vigilant in this respect. The Camittee  &prmatc this failure 
and would like to know when it is proposed to take artion along the 
lines suggested. 

1.8. Commenting further upon this caw, the Commtttee. in para- 
grahp 1.8(a), had observed as follows: 

"Amrding to Delhi Adrmruatratlon's statement some persons 
fraudulently got printed forged regl>tratioo certificates on 
the basis of whlch they were issuing dtzc1aratitm.i and mak- 
ing tax free purchases. The registration certlflcales has 
to be issued in a statutory form S.T.III/IV :vhich has to 
bear the signatures of the Assessing Authority (and also 



premmably the seal). Evidently, in this csse the certi- 
ficates which were got fraudulently printed, were also 
bearing foreged signatures/seals. Further, the certificate 
is required to be prominent'ly displayed a t  the  place of 
business [(Rule (2) 1. It, therefore, seems that either the 
dealers were not operating from a fixed place of business 
or were giving falsc addresses, or that there nwcr was any 
inspection/checking of their premises by the Departmental 
officers. The Committee would like to know whether any 
inspection was made. and if so, how the f w t  of the certi- 
ficate being forged escaped notice." 

1.9. In their reply dated the 19th October. 1974, the Ministry of 
l!ome Affairs have state: 

"The business prcmiscs of the dealers registered with the De- 
partment under the Central Acts, are per~odicall:; inspect- 
ed by the staff of the Sales Tax Department. Inspeciion/ 
checking of the premises of the dealers who are otherwise 
liable for registration under the Sales Tau 1-aw is also 
undertaken which inter-alia results in the institution of 
proceedings under section 11 (2)  of the Lncal Act. 

Such inspections undertaken in the normal course o:' surveys 
are unlikely to bring to light cases of conspirzcj. and for- 
gery of documents such as registrabon certificz~ei. Ycr 
the detection of such cases, crucial inforn~ativn or clue is 
inevitably needed." 

1.lU. The Committee consider that the Sales Tax Departnlent must 
accept repot~sibilit~ for evolving suitable safeguards -inst evasion. 
For this purpose the procedures should be suitably modified immedi- 
ately under advice to the Committee so as to plug loopholes which 
have rwealed themselves in practice and not merely rely on outside 
information 4 clues to detect such cases. This must also br. reported 
tu the House within 3 months from date. 

Underiover-assessment of revenue-Paragraph 2.10 (S1. No. 7) 

1.11. Dealing with the under-assessments and over assessments of 
sales tau revenue detected during test check by Audit, the Commit- 
tee had ma& the following observations, in paragraph 2.1C: 



"A test check of assessments made by Audit during 1971-72 re- 
vealed under-assessment of revenue to the extent of Rs. 
2.35 lakhs in 395 cases and over-assessment of Rs. 19,423 in 
48 cases. This shows an increase over the  ori it ion report- 
ed in the two previous years. The Committee require that 
steps should be taken to ensure that mistakes of the kind 
reported by Audit do not recur. Further, the Audit objec- 
tions should be settled promptly and a suitable time-limit 
must be fixed for the purpose." 

1.12. In their reply dated the 19th October, 1974, the Ministry of 
Home Affairs have stated: 

"Instructions have been issued to the Assessing Authorities to 
guard against under assessment as well as over assess- 
ments and a h  to scrutinise the declaratioq fornls more 
carefully in future. They have also been advised to fur- 
nish replies to the Audit and Inspection Repnrts promptly 
and without any avoidable loss of time." 

1.13. The Committee find that their recommendation for prescrih- 
ing a time limit for the settlement of Audit objections has not been 
acted upon. The Committee deprecate this failure and insist that a 
definite time limit should be fixed, in consultation with Audit, under 
advice to the Committee. 

Unauthorised inter-State purchases-Parag~crph 2.31 ( S .  N o .  12) 

1.14. In paragraph 2.31, the Committee had made the following 
observations to bring to light unauthorised inter-state purchases: 

"There sholud be an effective system of exchange of informa- 
tion with other States so that unauthorised inter-state pur- 
cases made by the dealers registered in Delhi may come to 
notice promptly ." 

1.15. In their note dated the 19th Dcbhcr, 1974, the hlinistry of 
Hrme Affairs have s l t e d :  

"Instructions were issued in May, 1972 advising the Assessing 
Authorities that it was necessary in the interest of Reve- 
nue U, seek confirmation from their counter-pprts In othcr 
states regarding genuineness of transaction5 In respect of 
which assessees of Delhi furnished brm 'C' Lo them at the 
time of assessment. Instructions were &so issued regard- 
ing disposal of incoming enquiries from othcr states. 
Among the items proposed in the joint meeting of fout 



Regional Councils for Sales Tax held in Delhi in January, 
1974 was one having a direct bearing on this issue and was 
proposed by Kerala. They had suggested t h ~ t  each state 
should consider the creation of an inter-state jnvestigation 
cell attached to the Sales Tax Department under the charge 
of an Assistant Commissioner. Madhya Prade:h had also 
suggested that directions be issued f * x  speedy furnishing of 
information relating to crosi-verification of transactions. 

Presently. the Sales Tax Department in Delhi is not equipped 
to undertake cross verification of transactions particularly 
in view of bhe fact that the ~ h m e  of work involved in 
implementing this recommendation of the Committee 
would indeed be huge. Even if test-checks were to be 
carried out, it is felt that having regard to the voluminous 
nature of work, it would require deployment nf szbstantial 
manpower. The present staff strength of Snles Tax De- 
partment in Delhi is not such as to be able to undertake 
this additional work. 

Creation of an inter-state investigat~on cell in the Sales Tax 
Department of all the states needs concurrence of all the 
States and also additional staff. This is a matter where 
action could be taken more effectively if concerted action 
is taken by all states to exchange information regarding 
inter-state movement of goods." 

1.10. The Committee feel that it would be in   he interest of reve- 
nue to establish an effective system of exchange of infonuation bet- 
ween the States. The Committee desire that the feasibility of estab- 
lishing n suitable machinery for the purpose should be examined CX- 

P ~ d i t h ~ 4 1 Y  by the Finance Ministry in consultation with the State 
Govtrnments, under advice to the Committee. 

Misclassification of electric nterters-PClragraphs 2.49-2.50 
(S. Nos. 14 and 15) 

1.17. Dealing with an instance of misclassification of electric 
meters by an executive order resulbng in loss of sales tax revenue, 
the Committee had made the following observations, in paragraphs 
2.49 and 2.30: 

"Electrical goods other than Electrical Plant, equipment and 
their accessories required for generatio, transmission and 
Istribution" (Entry 18 of the First Schedule) were charge- 
able to sales tax @9 per cent w.e.f. 1st Sptcnlber, 1966. 
Goods covered by the latter limb of the entry cofltinue to 
be taxable a t  the general rate of 5 per cent. The Depart- 



ment by an executive order dated the 14th December, 1966 
circulated a list of items which were considered to be the 
electrical plant, equipment and accessories including ser- 
vice meters required for generation, transrniqsi~n and dis- 
tribution. The list included "electric motors" used for con- 
verting elecbric energy into mechanical forre were liable 
to tax @9 per cent and the incorrect levv of tax a t  the 
general rate of 5 per cent in the case of one dealer alone 
resulted in under-assessment of Rs. 13,116 Ernm 1st Sep- 
tember, 1966 to 31st March. 1968. Although the matter was 
brought to the notice of the Commissioner of Sale.; Tax in 
July. 1971 and the Department was asked to work out the 
total loss suffered from September 1966 ,onwards, no such 

" assessment has been made. This needs to bci explained 
properly. It was only on 24th September. 1973. thc opinion 
of the Ministry of Law was obtained which upheld the 
view of Audit. The Minist? of Law h a w  further pointed 

. o u t  that items included in  the list circulated by the Depart- 
ment, such- as transformers, wires and cables, fuse wires, 
tuses and fuse units are all accessories which are usable 
not only in electrical plant b ~ t  also for dom~st ic  purposes 
and that the rate of taxation should be detcrn:ind ui:h 
reference to the purpose for and place the accessc*ries list- 
ed b ~ l  the Department art. being used. Thus it is clear that 
the assessments made with reference tn the wixutivc order 
are not entirely co\.ered bS: the law as it stsnds today- 
This srious imp!ication of the opinion given by the Minis- 
try of Law does not appear to have bc-n  considered imme- 
aiately by the Department for issue of necesssry clariffca- 
tjons to the asse5sing officers. The Commit!cc deprecate 
the delay first in obtaining the legal opinion and later in 
acting on it. A review of the past assesments is imme- 

diately called for the consider the possibilities of rectifying 
under-assessments and reawering the durn The aclim 
proposed to be taken in this regard may be rc.;:c>rted tu the 
Committee. 

The Commttee understand that an amendment to the rdo= 
vant entry of the first Schedule to remove the ambiguity 
is under consideration. The Committee understand that 
a concessional rate was prescribed for the goods required 
for the purposes of generating, transmitting and distribut- 
ing electricity so that electricity might be available to con- 
sumer at  cheaper rates. The Committee need hardly point 
out that the rate of taxation on various items should be 
appropriately determined with reference to the purpose 



for which they are sold. The manner in which the Gov- 
ernment propose to amend the entry consistent with the 
object undelying i t  may, therefore, be reported to the 
Committee a t  the earliest." 

1.18. In their reply dated the 19th October, 1974, the Ministry of 
Home AfIairs have stated: 

"The opinion of the Ministry of Law in the matter is that the 
rate of tax leviable on the sales of electric goods shall 
have to be decided in the light of the purpose for which 
and the place where the goods are used. The opinion may 
be technically correct but there are practical difficulties 
in taking action in the light of this opinion. If the goods 
sold are such as are capable of being used both in an elec- 
trical plant, as well as elsewhere it is not possible for 
which the purchaser is buying the goods. Neither the 
selling dealers nor the Assessing Authorities have anv 
machinery to ascertain the prpose in question. I t  is not 
practicable to ascertain the loss suffered from September, 
1966 onwards for the reason that the items which are cov- 
ered by entry 18 of the Frst Schedule and termed as elec- 
trical gnods cover ;I wide range of items and attract diffe- 
rent rates of taxes depending on their end use. If the 
opinion of Ministn of I,a\v. to the effect that the rate of 
tax leviable on the sale of electric.nl goods should be deter- 
mined with reference to  the purpose of and place where 
accessories listed by the Department are being used were 
to be made the bais. it will necessitate detailed scrutiny 
of the sales conducted b?. each dealer dealing in electrical 
goods relating to the period from 1st September, 1966 on- 
wuds. Further having regard to the fact that the dealers 
are not required to keep a record of the purpose for which 
a particular item is to be put to use by the purchaser, it is 
apprehended that anv attempt to undertake review of the . past assesments and consequent scrutiny of record is bound 
to result in infructuous labour. 

I t  may also be added that the opinion of the Ministry of Law 
does not settle the issue conclusively. Such issues attain 
finality onls through the process of judicial adjudication. 
The matter regnrding amendment of entrv No. 18 of the 
First Schedule to the Bengal Finance (Sales Tax) Act, 
1941 as in force in the Union T e r r i t o r ~  of Delhi is under 
consideration of the Government." 



1.19. The proposed amendment of the relevant entry of the firdt 
schedule to the Bengal Finance (Seles Tax) Act llL41 as in force in 
the Union Tbritory of Delhi is essential for the proper imploanen- 
tation of the provisions of the Act and steps should therefore be 
taken atonce to see that the Act is amended accordingly without 
delay. 

Penal interest for belated payment of tax-Paragraph 4 . 1 2 1  
(St. No. 22) 

120. Dealing with the problem of belated payment of sales tax 
by the dealers, the ~ommi&e had observed in paragraph 4.12: 

"The Committee regret that the dealers at present no incentive 
at all to pay hp the demands in time in as much as there 
is no provisions for levying penal in:erest for belated 
payment. It seems strange that this lacuna in the Act has 
not been remedied so far. Perhaps the Government will 
explain why this has not been done. As there is provision 
in this regard in the Income-tax Act as also in the Sales 
Taxes Acts of some States, the Committee recommend that 
the Bengal Finance Sales Tax Act, 1941 as extended to the 
Union Territory of Delh~ should be suitably amended 
without delay." 

1.21. In their reply dated-the 19th October, 1974, the Ministry of 
Home Affairs have stated: 

"The proposed amendment of the Act is under conaideration." 

1.22. The Committee note that their suggestion for m ~ d h  the 
Sales Tax Act to provide for penal i n t . t  for bds6sd p . v t  of 
tax is under consideration. The Committee bmt t h t  tb A- 
tion will be completed expeditiously, so that tax tar daa d d  pro- 
mptly and when delay occurs it carries with it a pedb.  



CHAPTER I1 

RECOMMENDATIONSIOBSERVATIONS THAT HAVE BEEN 
ACCEPTED BY GOVERNMENT 

Recommendation 

The Committee find that the Budget Estimates of Sales Tax 
Receipts are being framed only on the basis of actual trend of collec- 
tions during the first six months of the previous year. No forecast 
of Collections out of arrears and current demand is made separately. 
While the actual collections during the previous year could be a fac- 
tor i t  cannot be the sole basis for framing the estimates for the next 
year. The Committee had already drawn attention to the lack of 
machinery to forecast business trends and to assess in advance the 
likely impact of taxation proposals so as  to prepare the estimates on 
scientific basis. They hope that this lacuna will be removed soon. 

[Sr. No. 1-Para 1.6 of Appendix V to 116th Report-5th b k  Sabha]. 

Action talren 

A Research and Statistical Cell has since been set up. Three 
Statistical Assistants were appointed on stipendiary bas s  w.e.f. 
8-10-73, 15-1 1-73 and 7-12-73 respectively, under the 'Half-a-million 
Jobs Programme'. Jt 1s proposed to expand the Cell to have four 
Statistical Assistants and four Computers, for which enhanced out- 
lay is expected to be made available. To begin with, the Cell was 
deployed on the task of collection compilat~on and analysis of data 
relating to sales tax operations as part of the thorough going study 
of  the Sales Tax Administration in Delhi, undertaken through a 
Study Team of Admin~st ra t~ve  Staff College of India. The Cell has 
now been made primar~ly responsible for carrying out studies, in- 
cluding field investigations with the object of forecasting business 
trends so as to assess the likely impact of taxation proposals, spe- 
cially from the point of view of the preparation of budget estimates 
of sales tax receipts. It shall also carry out studies aimed a t  plug- 
ging the sources of evasions of sales tax and enhancing sales tax 
revenues. The collection, compilation and analysis of statistics re- 
latlng to sales tax operations will alm be the responsibility of this 
Cell. The Cell haa been placed under the Administrative charge of 
the Assistant Director (Administrative Reforms) and shall function 



under the technical guidance and supervision of the Director of 
Bureau of Economics and statistics, Delhi Administration, Delhi. 

[Ministry of Home Affairs 0. M. No. U. 15030/2/74Ac. 11, 
dated 28th February, 19751. 

This case discloses a lacuna in the procedure. The Committee 
learn that in Punjab the certificate to be issued by a purchasing 
dealer is statutorily prescribed (Punjab form S. T. XXII) in Rule 
26(i). Under Rule 26(2) at registered dealer has to apply for these 
forms stating clearly his reasonable demand for a period of not 
more than six months disclosing the stock in details of declaration 
forms in hand etc. Thus, unless the declaration form itself is also 
fraudulently printed, there can be no misuse tor a prolonged period. 
Some selling dealer to whom the purchasing dealer gives the fraudu- 
lent declaration form may become suspicious, and the fraud will be 
exposed. In Delhi. however, there is no such safe-guard. Although the 
Act lays down that the form should be obtainable from the prescri- 
bed authority, no authority has so far been prescribed. Under Rule 26 
onlv the lauguage of the certificate is prescribed, and the purchas- 
ing dealer just gives a declaration in  this form on any piece of 
paper. It 15 understood that generally the declaration is obtained 
by the selling dealer on the back of the cash memo. With this 
system there was more necessity for cross-verification of a selling 
dealer's claims of deductions with the purchasing dealer's returns. 
This is, however, not being attempted in Delhi with the result that 
such bogus declarations cannot ordinarily be detected unless there 
is a complaint from a third party. The Committee desire that the 
procedural lacuna should be remedied forthwith. 

[Sr. No. 5-Para 1.8(b) of Appendix V to 116th Report 
5th Lok Sabha]. 

Action Take11 

The position regarding the certificate to be issued by a purchasing 
dealer on statutorily prescribed form and printing thereof has been 
ascertained from the Excise and Taxation Commissioner, Punjab. 
He has informed us that the declaration form ST XXII is being got 
printed by the dealers themselves for their use. I t  would thus 
appear that the dealers in the Punjab are not obtaining these forms 
from the prescribed authority and that the existing practice in 
Punjab is substantially the same as in Delhi. 



The question of printing and supply of these forms by the De- 
partment is under consideration. 

[Ministry of Home m i r s  0 .  M. No. U. 15030/2/74-Ac. 11, 
dated 28th February, 19751. 

Recommendation 

The Committee regret to learn that the Sales Tax Department 
went  without a regular Commissioner during the period 29-12-72 to 
20-8-73 which is indeed long. The reason adduced for this situation 
is not at  all convincing to the Committee. An officer holding the 
additional charge of an important post could not unreasonably plead 
that he did not have the time necessary to do justice to the res- 
ponsibilities attached to it. In efficient functioning became un- 
avoidable and excusable. In view of the need to improve the func- 
tioning of the Department as stressed in this report as well as in 
the 74th Report, the Committee expect that it should be headed by 
competent men with reasonable tenure and ad hoc arrangements of 
the kind made last year should not be resorted to. 

[Sr. No. &Para i .9 of Appendix V to 116th R e p o r t  
5th Lok Sabha]. 

Action Taken 

The post of Commissioner of Sales Tax, which carries a special 
pay of Rs. 3001- per month was held by,,,$ Senior I.A.S. Officer. On 
transfer of Shri A. J. Kundan, I.A.S. formally holding the post of 
Commissioner of Sales Tax on 29-12-72, the Finance Secretary, Shri 
P. P. Chauhan, I.A.S. took over the additional charge of the post of 
'Commissioner Sales Tax from the same date i . e .  29-12-72. This 
arrangement had to be made due to shortage of Senior I.A.S. Officer 
as an I.A.S. Officer of the relevant seniority for the said post was 
not available with the Administration. 

On the reposting of Shri Virendra Prakash, I.A.S. from the 
Municipal Corporation of Delhi, he was appointed as Commissioner, 
Sales Tax w.e.f. 20-8-73 (A.N.). However, the observations of the 
Committee have been noted. 

[Ministry of Home AfTairs 0 .  M. No. U. 15030/2/74Ac. II, 
dated 28th February, 19751. 

Recommendation 

The Committee note that a system of Internal Audit has been 
introduced in the Department. They, however, And that the Inter- 
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nal Audit Cell could scrutinise only 27,095 assessment orders during 
1971-72 as against the total completed assessment of 66,438. The 
coverage is thus quite low. The selection of cases and the nature 
of checks exercised by the Internal Audit require careful exarnina- 
tion in consultation with the statutory Audit so as to make the  
system really effective. 

f6r. No. &Para 2.11 of Appendix V to 116th Report- 
5th Lok Sabhal  

Action Taken 

Recommendations of the Committee have been noted. As de- 
sired by the Committee. the AGCR have been approached to advise 
regarding the manner in which the selection of cases should be 
made and the nature of checks to be applied so as to make i t  func- 
tion more effectively. Reply from the A.G.C.R. is awaited. 

[hlinisti-y of Home Affairs 0. M. No. U. 15030i2/74-Ac. 11, 
dated 28th February, 19751. 

The fraud so successfully prepared by the dealer which re- 
mained undetected for such a fong t!me causes deep distress to the 
Committee. The manner in which the case was handled by the 
Department from the verv beginning leaves much to be desired for 
the following reasons:- 

( i )  The dealer obtained registranan certificate in December, 
1967, by filing false affidavits and evidences regarding the 
business and o;~;:~:3hi;,  of the proper:y. I t  is surprising 
that the enquiries stated to have been made before regis- 
tration, as required under R7de 5 01 the Delhi Sales Tax 
Rules, 1951, did not bring to light the falsehood. 

(ii) Although the Department initiated assessment proceed- 
ings on receipt of unsigntri 'Nil' returns upto June, 1968, 
and the dealer was not a~ni lab le  for serving the notice, 
which has to be pasted on the business premises on 30th 
August, 1968, surpr~sing no enquiry of any kind whatso- 
ever was made immediately thereafter. 

(iii) The Department remained content with issuing as many 
as 19 cell notices between 3rd December, 1688, and 21st 
April, 1970, without any response. I t  was only a year 
after the Audit took up the matter that an  on-the-spot 



enquiry was made on 28th August, 1971, which revealed 
that the premises declared by the dealer were never in 
his possession. 

(iv) The registration certificate was cancelled only with effect 
from 28th Feruary, 1972, and ex-parte assessments for 
the years 1967-68 to 1971-72, were made raising demands 
aggregating Rs. 1.51 lakhs which could not be recovered. 

(v) Until Audit pointed out in September, 1970, that the dealer 
had been making unauthorised purchases at  concessional 
rates from outside Delhi. the Department was not aware 
of it. 

(vi) The dealer had obtained 25 'C' forms but his application 
i t  stated to be not available on the file of the Department. 
It is not clear how the forms were issued to him. 

(vii) No disciplinary action whatsoever has so far been taken 
against the officials for the deficiencies in the conduct of 
initial enquiries rind the Committee have been merely 
informed that necessary proceedings halve been initiated. 
There should be a thorough investigation of the  irregu- 
larities. lapses and delays with a view to taking strin- 
gent disciplinary action against the erring officials and 
initiating remedial measures to ob17iatc remedial measure 
to oltviatt. recurrence. In  doinq so it should be carefully 
examined ~vhether  any officials were in collusion xvitb 
the dealer in carrying on his nafarious activities as prima 
facie there appears to be some evidence to suspect i t .  The 
Committee would like to be kept informed about it. 

[Sr . Nos. 9 and 1%-Paras 2.28-2.29 of Appendix V to 116th Report- 
5th Lok Sabha]. 

Action Taken 

Preliminary enqdries  were made and as a result thereof 
Sarvashri H. N. Tning, S d e s  Tas  Officer. L N. Mathur, Sales Tax 
Inspector, M. C. Bhargava. Head Clerk, were placed under sus- 
Pension w.e.f. & I s 7 3  pending further enquiries in the matter Shri 
H N. Taing, Sales Tax Ofirer has since died. Disciplinary pro- 
cccd~ngs have been initiated against the Sales Tax Inspector on 
whose enquiry report the registration certificate was issued to the 
dealer and the Head Clerk, who issued blank 'C' forms to the 
dealer. Both of these officials who have been charge-sheeted and 
transferred from the Sales Tax Department. 



An Enquiry Officer has since been appointed to enquire into the 
charges against these officials in accordance with the provisions con- 
tained in C.C.S. (Classification, Control and Appeal) Rules. The 
report of the Enquiry Officer is awaited. Further action will be 
taken on receipt of the Enquiry Report. 

All the Sales Tax Officers and Sales Tax Inspectors have also 
been advised to remain vigilant against such unscrupulous dealers. 

[Ministry of Home Affairs 0. M. No. U. 15030/2/74-Ac. 11, 
dated 28th February, 19751. 

Recommendation 

The case should be handed over to the police forthwith for trac- 
ing the dealer and launching prosecution for the criminal and 
offences committed by him. 

[Sr. No. 11-Para No. 2.30 of Appendix V to 116th Report 
of P.A.C.-5th Lok Sabha]. 

Action Taken 

F.I.R. has since been lodged with the Police. 

[Ministry of Home Affairs 0. M. No. U. 15030/2/74-Ac. 11, 
dated 28th February, 19751. 

Recommendation 

In order to detect bogus registered dealers, shop to shop survey 
should be conducted from time to time in an effective and imagi- 
native manner with reference to the list of registered dealers avail- 
able with the Department. The Committee trust that necessary 
instructions in this cegard will be issued to the ward officers im- 
mediate1 y. 

[Sr. No. 13--Para No. 2.32 of Appendix V to 116th Report- 
5th Lok Sabha]. 

Action Taken 

Please see reply to para 5.8 (Sr. No. 23 in Chapter 111). 

[Ministry of Home Affairs 0. M. No. U. 15030/2/74-Ac. 11, 
dated 28th February, 19751, 



Recommendation 

Under the scheme of the local sales-tax Act tax is attracted a t  
the last point of sale either to the consumer or to unregistered 
dealer, however, Section 5(A) of the Act inserted w.e.f. 1st October, 
1959 empowers the Chief Commissioner (now Lt. Governor) to 
shift the taxable point by issuing notification. The Chief Com- 
missioner of Delhi by notification issued in December, 1960, made 
the sale of "Vegctable Ghee" liable to tax a t  the first point of sale 
by or importer or by a manufacturer in the Union Territory of 
Delhi. However, by an executive order issued by the Commissioner 
of Sales Tax on 21st December, 1960, the registered manufacturers 
such as halwais and restaurant owners were allowed to make tax- 
free purchases of "vegetable ghee". In support ofethis concession 
extended to them, the Department have pointed out that denial of 
i t  would in a way amount to levy of tax twice to the extent their 
purchases of vegetable ghee as also their sales of the end product 
would both be subjected to tax. The Committee are doubtful about 
the legality of this executive order. Although the Ministrv have 
stated that the validity or otherwise of the distinction which was 
made between ghee sellers and manufacturers has not been the 
subject-matter of any judicial pronouncement and has not been 
assailed in any legal proceedings, the Committee suggest that the 
question should be referred immediately to the hlinistry of law so 
that the matter may be put on a sound legal basis. 

[Sr. No. 17-Para No. 3.20 of Appenndix V to 116th Report- 
5th Lok Sabha]. 

Action Taken 

The matter regarding scope of section 5-A of the Act has been 
referred to the hlinistry of Law. Their opinion is awaited. 

[Ministry of Home Affairs 0. M. No. U. 15030/2/74Ac. 11, 
dated 28th February. 19753. 

Recommendation 

In pursuance of the notification issued in December, 1960, the 
Department deleted the item "vegetable ghee" from the registra- 
tion certiecates of the registered dealers who were purchasing 
vegetable ghee free of tax for the purpose of resale. The Committee 
find that the Law Ministry have, however, opined that so long as 
the present law stands the item cannot be deleted from the regis- 
tration certificate because deletion of itern is a penalty. The Com- 
mittee repet that although Section 5A was inserted in the Act 



w.e.f. 1st October, 1959, and several notifications under the section 
have been issued during the period 1-1-1961 to 1-7-1965, this lacuna 
in the Act was not noticed. The Government ought to have 
proposed an amendment at the earliest opportunity through Finance 
Bill to the Section relating to the determination of the turn-over of 
the registered dealers so as not to allow them to purchase goods 
taxable at the time of the first sale free of tax. The Committee 
note that the Delhi Sales Tax Bill introduced in Lok Sabha on 9th 
April, 1973. provides for this. 

[Sr. No. 18-Para No. 3.21 of Appendix V to 116th Report- 
5th Lok Sabha]. 

0 Action Taken 

The Committee have observed that the Government of India 
ought to have proposed an amendment at the earliest opportunity 
through the Finance Bill to the section relating to the determination 
of the turnover of a registered dealer so as not to allow them to 
purchase goods taxable at the time of the first sale free of tax. 

The existing Act was not amended as an Act to replace the 
existing Act was during all these years on the a n ~ l l .  The Delhi 
Sales Tax Bill was introduced in the Lok Sabha on 9-4-1973. I t  has 
since been referred to a select committee of the Lok Sabha. As the 
Bill may take some time to be passed into an Act, the proposal for 
the amendment of :he existing Act is under consideration. 

[Ministry of Home Aflairs 0. M. No. U. 15030/2/74-Ac. 11, 
dated 28th February, 19753. 

Recommendations 

Having regard to the ago. quantum and nature of the arrears 
the Department should consider obtaining suitable security depo- 
sits from the dealer concerned, as a condition for the continuation 
of their registration. In this connection, the Committee recall that 
the Department was not even in possession of information regard- 
ing the security obtained under section 8A of the Act. The Com- 
mittee are, however, assured that the information is now forth- 
coming. On the basis of this information i t  should be examined 
how for the Department is able to safeguard the interest of the 
revenue by invoking the relevant provldon of the Act. Such an 
examination is necessary to deal strictly with the cases of fresh 
registrations in future. 

[Sr. No. 21-Para 4-11 of Appendix V to 110th R e p o r t  
5th frok Sabhal, 



Action taken 

Suitable instructions have been issued to all the assessing autho- 
rities to invoke the provisions of obtaining securities from the 
dealers who are in arrears of payments of tax dues, having regard to 
~e age, quantum and nature of arrears, with a view to safeguard- 
ing the interest of revenue. 

The Assessing Authorities have also been directed to review thti 
cases of msjor defaulting dealers and take appropriate action in the 
light of the existing legal provisions. The recommendations of the  
Committee regarding provision for levying annual interest for be- 
lated payment has been noted. 

[Ministry of Home Affairs O.M. No. U. 15030/2/74-Ac. 11, 
dated 28th February. 16753. 

Recommendation 

The Committee note that the Department has been able to bring 
out  the information regarding the number of cases of seizure of books 
in which turnover was found to have been concealed or tax evaded 
as also the total amount of tax evaded. which was not forthcoming 
so far. It  is seen. that out of 171 cases finalised dunzg the year 

1971-72 in 101 cases concealment of turnover amounting to Rs. 1.13 
crures was found and the tax c,vaded was to the extent of Rs. 10.70 
lakhs. This proves the efficacy of searches and seizures. Ho-ivever, 
i t  is disappointing that the number of cases in which l>ooks were 
seized had come down from 276 in 1969-70 to 148 in 1971-72. 

The Committee have reasons to believe that evasion of Sales Tax 
JS practised widely inasmuch as the growth in the sales-tax revenue 
has not been proportionate to the increase in the business activity in 
Uclhi and the steep rise in prices in recent years. They would ac- 

cordingly stress that the powprs of searches and seizures should be 
effectively used to cases of evasion. The Department should gear up 
their machinery in this regard 

[S. No. 2 S P a r a  No. 6.10 of Appendx V to 116th Report- 
Mfth Lok Sabha]. 

Action taken 

The recommendations of the Committee that the po\X7ers of 
*searches and seizures' should be used more effectively to unearth 



cases of evasion and that the Department should gear up its machin- 
ery in this regard have been noted for action. 

The Department fully shares the concern expressed by the Com- 
mittee about the incidence of tax evasion, believed to be practised 
by unscrupulous elements of the trading community. The Special 
Investigation Branch of the Department on receipt of information, 
organises and carries out raids from time to time. It  is, however, 
conceded that the existing staff strength of the Special Investigation 
Branch comprising of one S.T.O. three A.S.T.Os., and eight Inspectors 
is not adequate to combat effectively the problems of trx evasion 
with the desired speed. All the same enhanced efTort .; a,-.% being made 
to invoke these powers in as many cases as feasible. 

[Ministry of Home Affairs O.M. No. U. 15031)/2/74-Ac. 11, 
dated 28th February. 19751- 



CHAPTER 111 

RECOMMENDATIONS/OBSERVATIONS WHICH TEE COMMIT- 
TEE NOT DESIRE TO PURSUE IN VIEW OF THE GOVERN- 

MENT'S REPLY 

Recommendation 
Eiectrical goods other than Electrical plant, equipment and their 

accessories required for generation, transmission and distribution 
(Entry I8 of the First Schedule) were chargeable to sales tax @ 9 
per cent w.e.f. 1st September. 1966. Goods covered b,r the latter limb 
of the entry continued to be taxable at the general rats of 5 per cent. 
The Department by  an executive order dated the 14th December, 1966, 
circulated a list of items which were cnnsidered to be the electrical 
pian., ecjuipment and accesr;ories includjng service motors 1,equired 
for generation, transmission and distribution. The list inc13ded 
"electric motors". According to audit, "Electric-motors' used for 
ccnverting ekctric energy into mecha~ical  force wrrc liable to tax 

@ 9 pcr cent and incorrect lc ly of tax at the general rate of 5 per 
cent in the case of one dea:er alone resulted in under-assessment of 
Rs. 13,116 from 1st September. 1966 to 31st March, 1968. Although 
tht. matter was brought to the notice of the Commissioner of Sales 
Tax in July. 1971. and the Departmmt was asked to work out the 
to:nI Ims suffered from September, 1966 onwards, no s~ich nssecstnent 
has been made. This needs to be explained properly. I t  v:as only on 
24th September, 1973. the opinion of the Ministry of Law was obtain- 
ed u.h!nh upheld the view of Audit. The Ministry of L c r  have fur- 
'.her !),.linted out that items included in the list circulated b s  the De- 
p-~r!mc.ilt. such as transformers. wires and cables, f l~ s r  wires. fuses 
arz~i ILFC units are all accessories which are usable not on!?- in elec- 
tricsl plant but also for domestic purposeund that the ra!e oi taxa- 
tion should be determined with reference to the purpose for and place 
the accessories listed by the Department are beinq used. Thus i t  is 
clear that the assessments made with reference to the exec~!tivc order 
are  not entirely covered by the law as it stands today. This serious 
imp!icatir>n of the opinion given by the Ministry of Law d w s  not a g  
peer to have been considered immediately by the Department for 
issue of necesmry clarifications to the assessing officers. The Commit- 
tee deprecate the delay first in obtaining the legal opinion and later 
in on it. A -view of the past assessments is immediately d l -  
ed for  to  condder the possibilities of rectifying under-as==ments and 
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recovering the dues. The action proposed to be taken in this regard 
may be reported to the Committee. 

[Sr. No. 14--Para 2.49 of Appendix V to 116th Report- 
Fifth Lok Sabha]. 

Action taken 

The opinion of the Ministry of Law in the matter is that the rate 
of tax leviable on the sales of electric goods shall have to  be decided 
xn the light of the purpose for which and the place where the goods 
are used. The opinion may be technically correct but there are prac- 
tical difficulties in taking action in the light of this nplnion. If the 
goads sold are such as are capable of being used both in ?n electrical 
plant, as well as elsewhere it is not possible for the selling dealer to 
know the purpose for which the purchaser is buying the goods. Nei- 
ther the selling dealers nur the Assessing Authorities have any machl- 
nery to ascertain the purpose in question. 

It is not practicable to ascertain the loss suffered from September, 
1965 onwards for the reason that the items which sre covered by 
entry 18 of the First Schedule and termed as electrical goods cover a 
wide range of items and attract different rates of taxes depending on 
their end use If the opinion of Ministry of Law. to the effect that 
the rate of tax leviable on the sale of electrical goods should be deter- 
mined with reference to the purpose of and place where acceswrles 
listed by the Department are being used were to be made the basis. 
i t  will necessitate detailed scrutiny of the sales conducted by each 
dcaler dealing in electrical goods re!ating to the period from 1st Sep- 
 ember, 1966 onwards. Further having regard to that fact that the 
deaiers are not required to keep a record of the purpose for which 
a particular item is to be put to use by the purchaser, i t  is apprehend- 
ed that any attempt to undertake review of the past assessnients and 
consequent scrutiny of record is bound to result in infructuous labour. 
I t  may also be added that the opinion of the Ministry of Law does not 
settle the issue conclusively. Such issues attain finality only through 
the -process of judicial adjudication. 

The matter regarding amendment of entry No. 18 of the First Sche- 
dule to the Bengal Finance (Sales Tax) Act 1941, as in force in the 

Union Territory of Delhi is under consideration of the Government. 

[Ministry of Home Affairs O.M. No. U. 15030/2/74-Ac. 11, 
dated 28th February, 19751. 



"Under the Sales Tax Act as operative in Delhi, the tax burden 
varies according to the classification of goods. 

1. Goods listed in the First Schedule are taxed at  the rate of 10 
per cent. 

2. Goods listed in the Third Schedule are taxed a t  2 per cent 
:(These are also known as declared goods). 

3. Goods listed in Second Schedule are exempt. 

4. All other goods are taxed at 5 per cent. As the burden is ulti- 
mately passed on to the consumer, it is in public interest to ensure 
that the consumer is not charged by the dealer more than what is 
xtual lv due from him. This is all the more important irl view of the 
fact that though under the Act, dealer should not make any collec- 
tion except in accordance with the law (Section 10A), it has been 

judicially held that if excess collections is made by the dealer the 
State has no right on it. The Committee, therefore, feel that in order 
to prevent exploitation of consumer by unscrupulous tradcrs the com- 
modities which are exempted from tax and those whicb attract con- 
cessional rate of tax than the general rate. should be well published 
'ny periodical insertions every three months in prominent newspapers 
in English and ~ t h e r  languages. Further. it should be made obliga- 
tory for every dealer to display prominently in his business premises 
the information in this regard duIy authenticated by the Dc7artment. 
The Department should also bring out suitable Pamphlets as fre- 
quently as necessary to explain the position to the consumers and 
they should be freely available to the public." 

[Sr. No. 16-Para 2.50(a) of Appendix V to 116th Report - 
Fifth Lok Sabha]. 

Action taken 

The implementation of the recommendations of the Committee 
that the commodities which are exempt from taxation and those 
which atrtract mcessional rate of tax lower than the general rate of 
tax should be published by periodical insertions in prominent news- 
papers in English and other languages, every three months is not 
favoured for the following reasons:- 

(a) Hardly any cases have come to the notice of the depart- 
ment where gwds  which are indsputably exempt from 
tax or which are taxable at r a t e  lower than 5 per cent 



may have been treated by selling dealers as taxable or in 
the latter case, taxable at  the general rate of 5 per cent. 
The controversy invariably revolves around scope of speci- 
fic entries in the Schedules appended to the Acb which is a 
matter of interpretation to be settled in statutory proceed- 
ings. 

(b) Even otherwise, it is believed that there may not be many 
such cases b sause  deliberately wrong charging of rate is 
not reported to be a prevalent mode of cheating the con- 
sumer. This is, so, presumably due to the reason that the 
dealer has to run his business in competition with others 
engaged in the similar trade in any particular market and 
has, therefore, necessarily to sell his goods at competitive 
rates. The dealers are generally inclined to pass on the 
benefit of tax evasion to the cusbomrs by wav of unvouch- 
ed sales, which remain unrecorded transactians. It is per- 
haps simple and less risky to charge a higher price from 
the consumer, if the dealer thinks that he can get away 
with cheating the customers than b comrilit the offence of 
charging a deliberately wrong amount of sales tax. 

(c) Likewise. the implementation of the suggestion mad< by 
the Committee that it should made o b l i g a t q  for cL7erv 
dealer to display prominently in the bmsiness premises 
information a b u t  the exemptions and conwssicna! rate of 
tax. duly authenticated by the depar tme~t  i s  also not prac- 
ticable as the number of items dealt with by many dealers 
is quite large and the small single handed dealer is likely 
to find such provision too cumbersome. Secondly, the 
scheme of the Act is that tphe liability to pay tax is that of 
the dealers and not of the ultimate consumers to whom 
the incidence of taxation is in fact passed on. Thirdly. to 
secure complience of such a provision would be adminis- 
tratively not feasible and is not likely to yield any results. 

It mag further be pointed out that a p x p s a l  that if any escess 
amount is charged by a dealer by way of tax i~nde r  the mistaken 
notion of law, the same shall be deposited by him wibh the stale, is 
already under consideration of the Government. If this proposal is 
accepted and the law is enacted, the apprehensions of exploitation, 
of innocent consumer as expressed in this para would very largely be 
laid a t  rest. 

The recommendations of the Committee that the department 
should also bring out suitable pamphlets as frequently a s  necessary 



t o  explain the position to the consumers and that they should be free- 
ly available to the public has been considered. 

[Ministry of Home Affairs O.M. No. U. 15030/2/74-Ac. 11, 
dated 28th February, 19751. 

Recommendation 

The Committee do not regard it proper to give the executive such 
powers that it can in effect after the very scheme of this Act. Ac- 
oording to them i t  should be the prorogative of the Parliament to 
select the goods which should be subject to tax st different point of 
sale. 

[Sr. No. 1 S P a r a  3.22 of Appendix V of 116th Report- 
Fifth Lok Sabha]. 

Action taken 

The power to shift the stage of taxation does n x  effect the legis- 
lativt, policy and does not impinge upon the power of the legislature. 
i t  i s  rssentiallv an act, involving exercise of Administrative power 
and has, therefore, been delegated to the Executive Authority. The 
tra+ channels are not  always well defined and the pattern of trad- 
ing as also the consumers' tastes keep no chaging from time to time. 
The stage of taxation is generally shifted in case of goods where there 
are fewer dealers. In doing so, the work relating tc collection of tax 
becomes easier. By vesting the powers to shift the stage of taxation 
In the  executive there is distinct advantage of flexibility in the mat- 
tcr of implementation since on the back of experience gained of the 
pattern of trading as also other fluctuations in the business trends, 
the task of identifying the commodity becomes easier and thus the 
decision can be implemented with minimum loss of time. 

If the executive is not vested with the power to shift the stage 
of  taxation, the alternative made available is through legislative ac- 
tion. It  is also to be mentioned that these powers have been dele- 
gated tn the State Governments in other States enactments as well. 
In the circumstances it is considered proper and advisable that the 
power to shift the stage of taxation should continue to vest in the 
executive as is the position under section 5(A) of the Bengal Finance 
(Sales Tax) Act, 1941 as extended to the Union Territory of Delhi. 

[Ministry of Home Affairs O.M. No. U. 15030/2/74-Ac. 11, 
dated 28th February, 19753. 



The number of cases of unregistered dealers detected during 
1971-72 was 1730 which came down to 764 during the year 1972-73 
despite instructions issued to the Ward Officers for a thorough survey 
cf their arrears. The Committee have, however, been informed that 
in pursuance of the recommendations contained in paragraph 1.14 lof 
their 74th Report, steps have been taken to streamline the survey pro- 
gramme in such a way that the entire area is exhaustively combed 
once a year so as to ensure that no unregistered dealer, who is other- 
wise liable for registration, escapes notice. The Committee suggest 
that surprise checks should also be conducted frequently. 

[Sr. No. 23-Para No. 5.8 of Appendix V to 116th Report- 
Fifth Lok Sabha]. 

Action taken 

The desired by the Committee all the ward officers were asked to 
draw up comprehensive survey programmes 93 a. to ensure the area 
falling under the jurisdiction of each ward is combed oncc in a >car  

so that no-unregistered dealers who were liable for registratlnn 
escape notice. 

!t 1:: however. stated that the Sales Tax Department with its 
euistlng field staff is not adequately equipped to efiec:ively under- 
take localitywise surveys so as to comb the entire area once in a 
year. It has, therefore. been decided to deploy the esisting field 
staff in such a manner as to cover all the dealers u.1.10 were registcr- 
ed during the year 1972-73 and 1973-74 during ths current pear. The 
need for additional field staff has also been underlined by the expert 
Studv Team of the .Administrative Staf? College of India and it  is 
hoped that with the avai!abilitv of the additional staff, i t  would k 
pssible to implement the suggestion of the Committee with the de- 
sired effectiveness. 

[Ministry of Home Affairs O.M. No. U. 15030/2/74-Ac. 11, 
dated 28th F e h r ~ a r y ,  19751. 

Recommendation 

The turnover assessed in 1342 cases under Section 11 (2) and 4 
cases under section 11A of the Act during the year 1971-72 amounted 
to Rs. 3.25 crores with a tax effect of Rs. 6.30 lakhs. Although maxi- 
mum penalty leviable was actually levied on only 444 cases amount- 
ing to a total of Rs. 34,313 and no prosecution was launched for non- 
registration. The Committee have elsewhere in this Report stressed 



the need for sbricter enforcement of the penalty provision; of the Act. 
The Committee cannot too strongly urge that the Department should 
act in a manner that will make tax evasion not on1.v unrewarding 
but attract prosecution proceedings in glaring cases. 

[Sr. No, 24--Para No. 5.9 of Appendix V to 116th Report-- 
Fifth Lok Sahha]. 

Action taken 

4s stated in reply to para 1.31 of the 100th Report of P.A.C. pro- 
secution has since been launched in one glaring case which 
came to the notice of the Department in Octoher. 1973. Also. as al- 
ready stated in reply to the said para. the cases reiating to fixation 
of liability under sections l l (2)  of the Act (which deal:; with assess- 
ment of dealers who being liable to pay tax under the Act In respect 
of any period, fail to get themselves regidered). 2re hqtly contested 
one? as dealers generally do not maintain any accoun!s and i t  is dim- 
cult for the Assessing Authority to fix their t~1rnc.v~;- and  to shov: 
that the same exceeded the taxable quantum thereby x.aking the 
dealer registerable or to show that the dealers turnover escaped as- 
sessment was under assessed. In most cases it is difficult to establish 
that  the dealer 'either acted deliberately in defiance of law or was 
guiltv of conduct contumacious or dishonest or acter, in  conscious 
disregard of i t s  obligations'. 

However, one case where concealment can be sholc-n to I n t  delibe- 
rate has been ordered to be processed for prosecution. 

[Ministry- of Home M a i r s  0. M. No. U. 15030/2/74-Ac. 11, 
dated 28th February. 19751. 

Recommendations 

Under Section 22A of the Act, maximum penalty leviable for con- 
cealment is 14 times the amonut of tax sought t? be evaded. Thus 
in respect of 101 cases referred to in the foregoing paragraph on an 
average maximum penaltv leviable in a case works our to more than 
Rs. 16.000. The maximum penalty levied in a cingle case d u r ~ n g  the 
pear should have been much morc than this. However, the Ministry 
have intimated that the maximum penalty actuallv levied durinr: the 
year 1971-72 amounted to only Rs. 8.200. This show; that the Depart- 
ment have not been invoking the penalty provision; effectively. The 
leniency coupled with the fact that no prosecution has been launched 
convinces the Committee that the Department is not quite earnest 
in taking deterrent action against the tax evaders. The \vholc posi- 



tion, therefore, requires critical review so as to make the dealers rea- 
lise that evasion of tax would prove costly and attract severe and 
prompt action. 

[Sr. No. 26-Para No. 6.11 of Appendix 1' to 116th Report- 
Fifth Lok Sabha]. 

Action taken 

14 cases out of 101 cases which And reference in the Para relating 
t o  'Searches and Seizures' were test-checked with a view to ascertain- 

-ing whether the penalty levied was adequate or not. I t  was found 
that in 9 cases the penalty levied was adequate and in one case the 
assessment order was set aside in appeal. In the remaining four cases 
the penalty levied could be considered to be a low side and these cases 

.are proposed to be suo-moto revised by the Assistant Commissioners 
concerned. 

It  was observed that almost 90 per cent of the dealer5 whose cases 
were test-checked were either small tea shop holders or kiryana re- 
tailers. In most of such cases no deliberate attempt to evade sales 

'tax has come to notice and, therefore, presumably for this reason, 
heavy penalties were not imposed. The quantum of penalty in al- 
most all the cases comes to an average of 10 per cent or more of the 
tax assessed, and the same appears to have been considered reason- 
able as  these cases were mostly 13f marginal dealers in whose cases 
assessments were made under section l l (2)  of tbr local Act. 

I t  may be stated here that although provisions contained in section 
11(2) and 22 of the Beneal Finance Sales Tax Act, 1941. as in force in 
the  Union Tcrrjtory of Delhi authorise the assessing authority to levy 
penalty upto a maximum of 14 times the tax ass-.esed, yet the quan- 
tum of penalty- to be levied in a particular case rests entirely Upon 
the discretion of the assessing authority who must keep in view the 
facts and the circumstances in each case. An assessment order pass- 
ed under the Branch Bengal Finance Sales Tax Act, 1941. as in force 
in Delhi is a judicial order and to lay down any standard of minimum 
penalty that must be levied in each case would amount to interfer- 
ence with the discretion vested in the assessing authority under the 
said Act. In this context reference is also invited to a judgement of 
the Supreme Court in the case of Mfs. Hindustan Steel Ltd. Versus 

.the State of Orissa (STC) 25, 211 a t  page 214 Sec. (1970). 

As observed by the Supreme Court: 

"An order imposing penalty for failure to carry out statutory 
obligation is the result of a quasi-criminal proceedings, and 



penalty will not ordinarily be imposed unless the party 
obliged either acted deliberately in defiance of law or was 
guilty of conduct contumacious or dishonest or acted in 
conscious disregard its obligation. Penalty will not also 
be imposed merely because i t  is lawful to do so. Whether 
penalty should be imposed failure to perform a statu- 
tory obligation is a matter of discretion of the authority 
to be exercised judicially and on a consideration of all the 
relevant circumstances. Even if a minimum penalty is pre- 
scribed, the authority competent t~ impose the penalty 
will be justified in refusing to impose the penalty when 
there is a technical or venical breach of the provisions of 
the Act or where the breach flows from a bonafide belief 
that the offender is not liable to act in the manner prescrib- 
ed by the statute". 

fiowcver, as stated to para 6.9, F.I.R. has been lodged with the 
Police in one glaring case. All the Assessing cum-Notified Authori- 
ties have also been advised to select cases which are considered by 
to he suitable for launching prosecution instead of lewing penalties. 

[Ministry of Home Affairs O.M. NO. U. 150.W/2/74-Ac. 11, 
dated 28.2-753 



CHAPTER IV 

RECOMMENDATIONS/OBSERVATIONS =LIES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND 

WHICH REQUIRE REITE31ATION 

Acrording to Delhi Administration's statement some persons frau- 
dulently got printed forged registration certificates on the basis of 
which they were issuing declarations and making tax free purchases. 
The registration certificates has to be issued in a statutorp form S.T. 
III/lV which has to bear the signatures of the Assessing Authority 
(and also presumably the seal). Evidently, in this case the certi- 
ficates which were got fraudulcntlv printed. were also bearing forged 
signat~lres/seals. Further. the ccrtificates is rercuircd to be promi- 
nently displayed a t  the place of business Rule 8(2). It, therefore, 
seems that either the dealers were not opcrating from a fixed place 
of business or were qivinq false addresses, or that never was anv 
inspection/chccking of thcir premises by the Departmental officers. 
The Cnrnrnittee would like to  know whether any inspection was 
made, and if so, how the  fac! of the certificate belng forged escaped 
notice. 

[Sr. No. &Para KO. 1.8(a) of Appendix TT to 116th Report- 
Fifth Lok Sabha]. 

Action taken 

The business premises of the dealers registered with the Depart- 
m ~ n t  under the Central Acts, are peri~dicnllv inspected by the Staff 
of the Ssles Tax Department. lnspection/checking of the premises 
of the dealers who arc otherwise liable for registration under the 
Sales Tax Law is also undcrtaken which inter-alia results in the in- 
stitution of proceedings under section 11(2) of the Loca: Act. 

Such inspections undertaken in the normal Tours? of surveys are  
udikelp to bring to light cases of conspiracy adn forgery of docu- 
ments slwh as registration certificates. For the detection of such 
cases, cnicial information or clue is inevitably necded. 

Winistry of Home Affairs O.M. No. U. 15030/2/74-Ac. 11, 
dated 28th February, 1975), 



Reeo311l11endation 

A test check of assessments made by Audit during 1971-72 reveal- 
ed under-assessment of revenue to the extent of Rs. 2.35 lakhs in 395 
cases and over-assessment of Rs. 19,423 in 48 cases. This shows an 
increase over the position reported in the two previous years. The 
Committee require that steps should be taken lo ensure that mistakes 
of the kind reported by the Audit do not recur. Further. the Audit 
objections should be settled promptly and a suitable time limit 
should be fixed for the purpose. 

[Sr. No. 7-Para No. 2.10 of Appendix V of 116th Report- 
Fifth Lok Sabha]. 

Action taken 

Jnstructions have been issued tD the Assessing Authorities to guara 
against under assessments as well as over assessments and also to 
scrutinise the declaration forms more carefully in future. They have 
also been advised to furnish replies to the Audit and Inspection Re- 
ports promptly and without any avoidable loss of time. 

[Ministry of Home Affairs O.M. No. U. 15030/2/74-Ac. 11, 
dated 28th February, 19751. 

There should be an effective system of exchange of information 
with other States so that unauthorised inter-state purchases made by 
the dealers registered in Delhi may come to notice promptly. 

[Sr. No. 12--Para 2.31 of Appendix V to 116th Report- 
Fifth Lok Sabha]. 

Actian taken 

Instructions were issued in May, 1972 advising the Assessing 
Authorities that it was necessary in thc interest of Revenue to seek 
confirmation from their counter-pats are in other states regardmg 
genuineness of transactions in respect of which &<Lessees of Delhi 
furnished from 'C' to  them a t  the time o f  assessment. Instructions 
were also issued regarding disposal of incoming encluiries from other 
states. Among the items proposed in the joint meeting of four Re- 
gional Councils for Sales Tax held in Dclhi in Janilary, 1974, was one 
having a direct h a r i n g  on this issue and was proposed by Kerala. 
They had suggested that each Statc should consider the creation of 
an inter+tate investigation cell attached to the Sdcs  l'ax Department 
under the charge of an Assistant Commissioner. Madhya Pradesh 
had also suggested that directions to be issued for speedy furnishing 



of information relating to cross-verification of transactions. 
Presently, the Sales Tax Department in Delhi is not equipped Q 
undertake cross verification of transactions particularly in view of 
the fact that the volume of work involved in implementing this re- 
commendations of the Committee would indeed be huge. Even if 
test-checks were to be carried out, it is felt that having regard to 
the voluminous nature of work, i t  would require deployment of 
substantial manpower. The present staff strength of Sales Tax 
Department in DeJhi is not such as to able to undertake this addi- 
tional work. 

Creation of an inter-state investigation cell in the Sales Tax De- 
partment of all the sattes needs concurrence of all the States and also 
additional staff. This is a matter where action could be taken more 
effectively if co~certed action is taken by all states to exchange in- 
formation regarding inter-state movement of goods. 



RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH 
GOVERNMENT HAVE FURNISHED INTERIM REPLIES 

The Committee are very much alarmed over the fraud committed 
by a member of unscrupulous persons in getting printed fbrged regis- 
tration certificates on the basis of which declaration were issued and 
tax-free purchases made. They would like to know the outcome of 
the p o k e  investigation. 

[Sr. No. >Para No. 1.7 of Appendix V to 116th Report- 
Fifth Lok Sabha]. 

Action taken 

According to information received from the Superintendent of 
Police (Crime and Railways) investigation is still in progress and 
it wili take some time more for the completion of Police Investiga- 
tion. 

Fliteen persons, who are believed to have been responsible for 
forging and circulating Sales Tax Registration certificate, had been 
arrested. The forged Registration Certificates and declaration forms 
alongwith specimen writings of the accused persons were sent to the 
Government ]Examiner of Questioned Documents Simla, for expert 
opinion which has since been received. 

The matter is being pursued with the Superintendent of Police 
(Crime and Railways) and the Committee would be informed of the 
outcome of the Police Investigation in due course. 

[Ministry of Home Affairs O.M. No. U. 15030/!2/74-Ac. II, 
dated 28th February, 19751. 

Although the Ministry have stated that the question of lack of 
supervision in the Department does not arise in this case, the Com- 
mittee would like to know whedher the fraud was detected soon after 
it was committed. If not, what was the time gap and the reason 



therefor. The Committee desire that there should be a pmper verl- 
fication of the transactions of sales declared to have been made to 
local registered dealers and that the Internal Audit Cell should be 
particularly vigilant in this respect. 

[Sr. No. %Para No. 1.8 of Appendix V to 116th R e p o r t  
Fifth Ink Sabha]. 

Action taken 

As stated in reply to para 1.7 Police investigation is still in 
progress, therefore, it is not possible to indicate at this stage as to 
the precise time gap between the commission of the offence and its 
detection except that the matter was reported to the police soon 
after information about these activities was received by the De- 
partment. 

Relevant record pertaining to alleged fraud committed by the cer- 
tain unscrupulous persons is at present with the Police. As such, it 
has not been possible to undertake a proper verikation of the tran- 
sactions of sales declared to have been made to local registered deal- 
ers. 

[Ministry of Home Affairs O.M. NO. U. 15030/2/74-Ac. 11, 
dated 28th February, 19751. 

Recommendation 

The Committee understand that an amendment to the relevant 
entry of the First Schedule to remove the ambiguity is under consi- 
deration. The Committee understand that a concessional rate was 
prescribed for the goods required f i r  the purposes of generating 
transmitting and distributing electricity so that electricity might be 
available to consumer at cheaper rates. The Committee need hardly 
point out that the rate of taxation on various items should be appro- 
priately determined with reference to the p u m s e  for which they are 
sold. The manner in which the Government propose to amend the 
entry consistent with the object underlying i t  may, therefore, be re- 
ported to the Committee at the earliest. 

[Sr. No. 15-Para No. 2.50 of Appendix V to 116th Report- 
Fifth b k  Sabha]. 

Action taken 

The matter regarding amendment of entry No. 18 of the First Sche- 
dule to the Bengal Finance Sales Tax Act, 1941 as in force in the 



Union Territory of Delhi is under consideration of the Government, 
as stated against Para No. 2.49. 

[Ministry of Home Affairs O.M. No. U. 15030/2/74-Ac.-IT, 
dated 28th February, 19751. 

The Committee have dealt with the problem of arrears of sales- 
tax demands i n  details in their 74th Report. They regret to note that 
the classification of arrears into effective and nor.-effective arrears as 
well as the determination of the amount likely to have to be written 
off have not been done with due care. A number of misclassifrcations 
are reported to have taken place. It needs hardly emphasis that in 
order to pursue the recoveries, the arrears under the various categor- 
ies should be correct,ly determined. The Committee suggested that 
the computation of arrears bv the assessing 3uthorities should be sub- 
jected to an independent check in future preferably by the Internal 
-4udit Cell. 

[Sr. No. 2 6 P a r a  4.10 of Appendix V to 116th Report- 
Fifth Imk Sabha']. 

Action taken 

Instructions have been issued to all the nssessiilg authorities to 
scrupulously avoid any errors in making the classificstions of arrears 
into effective and non-effective arrears (copy attached). Augmen- 
tation of the Internal Audit Cell to check this work as well as to con- 
duct.other checks is under consideration. 

wnistry of Home Affairs O.M. No. U. 15030/2/78Ac.-IT, 
dated 28th February, 19753. 

Recommendation 

The Committee regret that the dealers of present have no incen- 
tive a t  all to pay up the demands in time in as much as there is no 
provision for levying penal interest for belated payment. I t  seems 
strange that this lacuna in the Act has not bem remedied so far. Per- 
haps the Government will explain why this has not been done. As 
there is provision in this regard in the Income-Tax Act as also in the 
Sales Tax Acts of some States, the Committee recommend that tho 
Bengal finance Sales Tax Act, 1941, as extended to the Union Terri- 
t o g  of Delhi should be suitably amended without delay. 

[Sr. No. 2%-Para No. 4.12 of Appendix V to 116th Report- 
Fifth Lok Sabha]. 
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Action taken 

The proposed amendment of the Act is under consideration. 

NEW DELHI; 
21st Ap7i1, 1975. 
l,st Vaishakha, 1887 (S) .  

JYOTIRMOY BOSU, 
Chairman, 

Public Accounts Committee. 



APPENDIX 

Summary of main Conclusions :Recommendations 

-- -- - - -  - - -- 

SI. Para Ministry Department 
No. No. concerned Concl usionsl Recommendations 

I .  1.3 M o Home Affiairs 

2. I .7 -do - 

The Committee hope that final replies in regard to recomrnenda- 
tionsJobservations to which only interim rep!ies have so far been 
furnished will be submitted to them expeditiously after getting them % 
vetted by Audib. 

The Committee are astonished to find that no specific action has 
:wen initiated on the broader question of proper verification of the 
transactions of Sales declared to have been made to local registered 
dealers and the suggestion to make the Internal Audit Cell particu- 
larly vigilant in this respect. The Committee deprecate this failure 
and would like to know when it is proposed to take action along the 
lines suggested. 

'The Committee consider that the Sales Tax Department must ac- 
cept responsibility for evolving suitable safeguards against evasion. 
For this purpose the procedures should be suitably modified immedi- 
- - -- - - -. - - - - 



atcly under advice to thc  Committee so as to plug loopholes which 
have rwealed thcmselvc~.; in practice and not merely rely on outslde 
informatinn or clues to clctc~t such case... 'This must also be report- 
ed to the IIouse within 3 months from date. 

4. 1.13 M'o Home Affairs The Com~nlt t re  find t l ~ a t  their recommendation for prescribing a 
llrni' i lrnif  for the se t f l em~ni  or  Audit objections has not been acted 
I The Cornmi tter tir,p~ t3rLl tc t h ~ s  fml~rre and insist that a definite 
tlrnt. l ln i~t  shoulrl be fiuctl. i n  c.rjnqultntlnn w t h  Audit, under advice 
'c  !be Committee. 

-do- The Committee feel t h a t  it \ ~ o u l d  he in the interest of revenue to  
establ ich a n  cffectivc ;sfem of csehange  of i r , fn~n~a t ion  between the 
Sf nfrs.  Thp Commit f c ~  tlesirc that the feasibility of establishing a 
.cc~it:rnlr mnc>hinery for thr purpose should be examined expeditious- 
I ?  by t b e  Finnncc Ministry in mns~lltation with the State Govern 
:ncnts. under advice to the Committee. 

-do- ' ~ I P  nropnccd amendmr.nt of  the relevant entry of the first sche- 
tlillc to the  Renga! Finance (Sales Tax) Act 1911 as in force in the  
U ~ ~ i n n  Territory of D e l h ~  I <  essential for the proper implementation 
of the oral lqmns of the A(bt and steps shoulsl therefore be taken at- 
oncc 1 0  v e  tha t  t h e  Act is ,~moidr t l  accordingly without delay. 






