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This Epitome presents, at a glance, the
contents of the Report of the Comptroller
and Auditor General of India for the year
ended March 2017 on Revenue Sector of the
Government of Karnataka (Report No. 7 of
the year 2017).

This Report contains major audit findings in
respect of departments under Revenue
Sector of the Government of Karnataka.

This Epitorne contains only the summarised
version of important issues included in the
Report. While it has been our endeavour to
keep the contents of this document as close
as possible to the original Report, the
original Report ought to be referred to for
facts and figures.

The complete Report is available at
WWW.cag.qgov.in or www.agkar.cag.govin. A
CD containing the complete Report in
English and Kannada is provided with the
Epitome.

b

(Bijit Kumar Mukherjee)
Accountant General
(Economic and Revenue Sector Audit)

Karnataka



Total revenue receipts of the Government of Karnataka for
the year 2016-17 increased by 12 per cent over the
previous year 2015-16 and amounted to ¥1,33,213.79
crore. Out of this, the revenue raised directly by the State
Government through tax and non-tax revenue
(X 88,750.66 crore) remained at 67 per cent of the of the
total receipts. The balance 33 per cent (¥44,463.13 crore)
of the receipts came from the Government of India.

\/2%' (Paragraph 1.1)

2016-17

Bl Receipts from GOI

Bl State tax & non tax




U 2 AUDIT SCOPE

Out of the 1,218 auditable units under the Departments of
Commercial Taxes, State Excise, Motor Vehicles, Stamps
and Registration Fee, Mines and Geology, Land Revenue
and Electricity Tax, 377 units were audited during the year
2016-17, which was 31 per cent of the total auditable

H units. The audit revealed under-assessments,
non-levy/short-levy of taxes, loss of revenue, failure to
raise demands and other irregularities aggregating
%440.95 crore in the cases pointed out through 1,245
paragraphs. The Departments concerned accepted
under-assessment and other deficiencies of ¥ 72.11 crore
featuring in 264 paragraphs. The Departments collected
¥ 20.50 crore pointed out in 423 paragraphs at the
instance of audit.

(Paragraph 1.8)

This Report contains 14 paragraphs during the year, including one
Performance Audit and one Thematic Audit involving financial effect of

¥ 3711.58 crore.
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U 3 PERFORMANCE AUDIT

“Regulation and Control over Manufacture, Possession,
Transportation, Distribution and Sale of Alcoholic
Products in the State of Karnataka”

Audit Scope

The Performance Audit covered the period from April
2012 to March 2017. The records maintained in the Excise
Commissioner's Office, one third of the Deputy
Commissioners of Excise (DCOE) Offices in nine Districts
and one third of the secondary distilleries were test-
checked. Information from all the Primary Distilleries and
databases of Karnataka State Beverages Corporation
Limited (KSBCL) and Marketing Communication and
Advertising Limited (MCAL) were obtained and analysed.

Audit analysis of output was based solely on conversion
of molasses to Rectifled Spirit as this is the process
established by majority of the distilleries in Karnataka.

(Paragraph 3.4.4)




Major Audit Findings

Delay in revision of norms for production of rectified
spirit resulted in loss of revenue

E/@

The Government constituted a Technical Committee in

December 2005 for revision of norms for yield of rectified

spirit in distilleries. The Committee submitted its report in

October 2007. The Government did not accept the

recommendations. Instead, the Government constituted a

H.ﬁ ?E second Committee in April 2011. This Committee

L submitted its recommendations in November 2014, with

diluted production norms compared to the earlier

recommendations. The Government implemented the

second Committee’s recommendations during October

2015. An analysis of the yield in 12 distilleries for the

period from April 2012 to September 2015 pointed

towards minimum loss of ¥ 64.84 crore of revenue to the
Government due to delay in revision of norms.

(Paragraph 3.4.8)

Deficiencies in fixing norms left significant margin to the
distilleries

Re

Total Reducible Sugar (TRS) is the crucial factor in the
molasses which gets converted into rectifled spirit on

) fermentation. Norms prescribed (October 2015) did not

E/ consider the quantity of TRS as the deciding factor and
hence production norms fixed for Grade | molasses
(which contains more than 50 per cent TRS) was lower
than production norms fixed for Grade Ill molasses (which
contains less than 45 per cent TRS).

(Paragraph 3.4.9.1)




Further, norms prescribed by the Department did not
factor in technological advancements and efficiencies
designed for the fermentation plants. Consequently, the
targets of production fixed were much lower than the
actual potential of the distilleries. This in turn provided
enough “margin” to the distillers to work to their advantage
to make additional yield of rectified spirit. Audit analysis
revealed a “margin” between 2.19 crore and 4.23 crore
bulk litres of rectified spirit. The tax revenue impact on the
potable alcohol, if made out of this extra rectified spirit,
would have ranged between ¥ 633.32 crore and
% 1,222.62 crore.

(Paragraph 3.4.9.2)

As per Rules, a distillery shall be under the direct
supervision of the Distillery Officer (DO). The DO
supervises the compliance to all the provisions of the
Karnataka Excise Act and Rules. The DOs are responsible
for the control over the purchase of molasses or any other
raw materials, evaluating the potential of the molasses
through chemical analysis, monitoring the production
achieved by the distilleries and movement of spirits
through issue of permits. Audit analysis of the adequacy
of controls revealed lapses in respect of purchase and
chemical analysis of molasses and storage of spirits as
pointed out alongside:



R

Three distilleries in the State did not account for 19,555
Metric Tonnes (MTs) of molasses purchased by them
between May 2012 and April 2014. Minimum revenue
impact of such non-accounting was X 124.97 crore,

Shortfall in chemical analysis of samples of molasses was
as high as 96.72 per cent to 99.33 per cent. This prevented
the Department from identifying the actual potential of the
molasses and estimating real output of spirit produced.
Though Audit could establish the chances of existence of
heavy TRS molasses in the industry, the fact remained
un-noticed by the Department due to heavy deficiency in
the chemical analysis of the molasses; and

Four distilleries had claimed more storage loss than the
prescribed one per cent for the period from April 2012 to
March 2077. The excess claim worked out to 1,119.241
MTs on which penalty of ¥ 7.60 crore was not levied.

(Paragraph 3.4.10)
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Deficiencies in controls devised over the sale of potable
liquor

After the manufacturing process, the potable liquor
produced are bottled or packed and channelised through
Karnataka State Beverages Corporation Limited (KSBCL).
Another important control mechanism is affixing of
Excise Adhesive Labels (EALs) at the stage of
bottling/packing of potable liquor. The EALs are
embedded with several security features and are issued
through a Government notified agency, namely Marketing
Communication and Advertising Limited (MCAL), a
Government of Karnataka Undertaking. Audit, on analysis
of these controls, noticed the following deficiencies:

Database of MCAL relating to EALS was not interlinked with
the database of KSBCL. Due to this, KSBCL could not
identify spurious labels which were not issued by MCAL,
which resulted in release of liqguor from KSBCL with
unauthorised labels;



 ® Audit found errors in the database maintained by MCAL
regarding the issue of EALS. Hence, there was a question
mark on their absolute reliability;

® Though EALs had unique serial numbers and were to be
embedded with holograms, Audit noticed issuing of
different EALs with same serial numbers and in some other
cases, EALs without holograms. This pointed to the lack of
quality assurance in the production of EALS;

® Further, database of KSBCL did not feature the tracing of
liguor to the last point retailer, which hampered the
Departments efforts in identifying unauthorised liguor with
the retailers.

X
p

(Paragraph 3.4.11)
Substantial rise in offence cases

Violations of licence conditions and the sale of potable
% liguor by non-licensees were substantial and the

% enforcement action of the Department did not seem

effective enough to control such illegal activities.

(Paragraph 3.4.12)




/ RECOMMENDATIONS MADE BY AUDIT

Recommendation 1: The Government may consider
revising the norms after taking into consideration:

(i)  Rectified spirit output per kilogram of Total
@ Reducible Sugar; and

(ii)  The designed efficiencies of the fermentation and
distillation plants in the distilleries.

Recommendation 2: The Government may direct KSBCL
and MCAL to:

| E (i) Interlink KSBCL database with MCAL database;

(ii)  Validate EAL particulars entered online by
distilleries in their database on real time basis, so
that inconsistencies noticed become inputs for
the enforcement authorities of the Excise

Department;

AN (iii)  Compile EAL-wise information of supply to

ﬁ'_. retailers to track supply of liquor till the last point
of sale; and

(iv)  Improve the quality control checks to eliminate
issue of defective labels at MCAL.




U 4 THEMATIC AUDIT

“Deduction of royalty on minor minerals by works
executing departments/agencies”

Introduction

The Government of Karnataka executes various works
and projects through different Departments/Agencies like
Public Works Department, Nirmiti Kendras, Bruhath
Bengaluru Mahanagara Palike, Bengaluru Development
Authority, Zilla Panchayaths, Bengaluru Metro Rail
Corporation Limited, etc., collectively known as the Works
Executing Departments/Agencies (WEDA). The WEDAs in
turn assign the works to various contractors who use
minor minerals, such as sand, size stones’, jellyz, murrams,
etc. for such works. Royalty applicable on such minor
minerals is to be collected by the WEDAs, if it is not paid
earlier.

' Size Stone - Building stone with bigger
dimension.

2 Jelly - Crushed Stone.

8 Murram - A form of laterite (clay
material) used for road surfaces.




Audit Scope

The Thematic Audit covered a period of five years from
2012-13 to 2016-17. Out of the 31 Offices of the Deputy
Directors/Senior Geologists, 10 District Offices were test-
checked in Audit. Information regarding payments by
WEDASs under the jurisdiction of each selected Office was
collected and a few of such WEDAs were visited to check
the correctness of deductions of royalty made by them
from the bills of the contractors.

(Paragraph 5.4.1)
Major Audit Findings

As per extant Rules, any mineral must be transported only
after payment of royalty and obtaining Mineral Despatch
Permits from the Department of Mines and Geology
(DMG).

However, only 21 to 26 per cent of the quantity of minor
minerals was directly assessed for royalty payment by
DMG. Rest of the quantity of minor minerals (74 to 79 per
cent) was transported without Mineral Despatch Permits
and royalty in turn was levied by the WEDAs but without
ascertaining the source of quarrying.

This indicated a high likelihood of illegal quarrying in the
State, which needs to be investigated by DMG.

(Paragraph 5.4.2)
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Non-deduction of royalty by WEDAs

Out of 10 Districts test-checked, Nirmithi Kendras of
seven Districts and M/s. Karnataka Rural Infrastructure
Development Limited (KRIDL) in all the ten Districts were
not deducting royalty. Four out of seven Nirmithi Kendras
and six out of ten Offices of KRIDL were not maintaining
any account of minor minerals utilised in the works
executed by them.

Total non-levy of royalty under Nirmithi Kendras and
KRIDL along with seven other defaulting WEDAs worked
out to X 3.66 crore.

(Paragraph 5.4.3.1)

Non-deduction of royalty on captive consumption of
minor minerals

As per the Circular instructions issued (February 2015) by
DMG based on the judgement of Hon'ble Supreme Court
of India, royalty is payable on the minor minerals available
on the work site/obtained from the site and captively
utilised by the contractors in the works executed.

Audit analysis in this respect revealed that:

19 WEDAs in 10 Districts were not deducting royalty on the
minor minerals obtained at the work site and utilised in the
works  (captive  consumption), which  resulted in
non-deduction of royalty amounting to ¥ 39.56 crore, and

Nine WEDAs in seven Districts had extracted 40.06 lakh cum
of murram during the course of execution of works.
Usage/removal of the murram extracted attracted a
potential royalty of ¥ 12.02 crore. However, usage reports
were not available with the WEDAS or DMG.

(Paragraph 5.4.3.2)




Short-deduction of royalty by WEDAs

As per the Notification of the Commerce and Industries
Department, the royalty rates for minor minerals were
revised with effect from 5 March 2014. However, 12
WEDAs in seven Districts had collected royalty at
pre-revised rates from the bills of the contractors in
respect of various works executed for the period
2014-2017. This resulted in short-levy of royalty of ¥ 2.38
crore.

(Paragraph 5.4.4)

Failure to identify sources of minor minerals and
transportation without permits

As per the Circular issued during March 2013, the DMG
had instructed all WEDAs to collect penalty at five times of
royalty from the bills of the contractors, if permits for
transportation issued by DMG were not furnished.

The DMG, however, failed to impose the condition of
collection of penalty through WEDASs for transportation of
minor minerals without the required Mineral Despatch
Permits(MDPs).  This encouraged unrestricted
transportation of minor minerals without MDPs. Sources
of minor minerals consumed at WEDAs were also not
identified and hence, the possibilities of illegal quarrying
could not be wished away.

(Paragraph 5.4.6)



U 5 OTHER MAJOR OBSERVATIONS

Taxes/VAT on sales, trade, etc.

The Karnataka Residential Educational Institutions
Society (KREIS) has been awarding works contract to
construct Schools/Colleges and made payments towards
works contracts worth ¥ 1,425.30 crore to various dealers
during the period from 2012-13 to 2015-16. Out of this,
works contract consideration of ¥ 201.27 crore received
by 54 dealers was not declared in their returns, which
resulted in non-levy of tax of ¥ 13.81 crore.

(Paragraph 2.4)

The Government vide Notification of 28 February 2014
introduced VAT at the rate of five and one half per cent on
sale of liquor by Bar and Restaurants situated in areas
coming under urban areas with effect from 1 March 2014.
However, short-levy of tax on sale of liguor amounting to
% 11.62 crore was noticed in respect of 96 Bars and
Restaurants situated in urban areas for the period from
March 2014 to March 2016.

(Paragraph 2.5)

Delay in payment of tax was noticed in respect of 274
dealers with the Commercial Taxes Department. However,
mandatory penalty under Section 72 (1) of the KVAT Act,
for delay in payment of tax, amounting to ¥ 6.871 crore was
not levied by the Commercial Taxes Department. Similarly,
non-levy/short-levy of interest under Section 36 (2) of the
KVAT Act, for delay in payment of tax by 81 dealers,
amounted to X 5.08 crore.

(Paragraphs 2.6 and 2.9)
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The audited accounts filed by 24 dealers in form VAT 240
revealed that the dealers had short-declared their liability
to tax. Additional tax of ¥ 3.67 crore, determined by the
Auditors was neither paid by these dealers nor the
authorities concerned took any action to demand the tax
due.

(Paragraph 2.7)

Tax of ¥ 3.55 crore was declared by 178 assessees in 399
returns filed under VAT. However, the tax declared was not
paid by the assessees nor was demanded by the
authorities concerned.

(Paragraph 2.8)
Stamp Duty and Registration Fee

Specific rates were not prescribed in the Central Valuation
Committee (CVC) guidelines for the Prestige Tech Park-ll|
(commercial blocks/apartments) and the market value
adopted was based on general rate fixed. In the absence
of specific rates, Sub-Registrar, Shivajinagara failed to
refer the case to CVC, as required under Special
Instruction of CVC guidelines, for drawing up a value
comparable to the rates of similar projects. 135 sale
deeds were registered in this project for the years 2014-15
and 2015-16 and the non-stipulation of specific rate
resulted in loss of Stamp Duty and Registration Fee
amounting toX 1/.25 crore.

(Paragraph 4.4)



In 24 instruments (21 sale deeds and three sale
agreements), facts such as actual consideration received,
existence of building, actual usage of property,
classification of the property as site and execution of
Power of Attorneys were suppressed at the time of
registration of these instruments. Due to suppression of
facts and figures in the instruments, there was short-levy
of Stamp Duty and Registration Fee amounting to ¥ 1.60
crore.

(Paragraph 4.5)

Under-valuation of properties in respect of 19 sale deeds
due to adoption of incorrect rates of market value
guidelines resulted in short-levy of Stamp Duty and
Registration Fee amounting to ¥ 1.57 crore.

(Paragraph 4.6)
Mineral Receipts

As per the conditions of the lease agreement, the lease
holder will be liable for penalty at five times of royalty for
transporting minor mineral without obtaining Mineral
Despatch Permits from the DMG. Transportation of
20,37,346 MTs of building stone, 25,300 MTs of murram
and 12,154 MTs of ordinary clay without obtaining Mineral
Despatch Permits during the years from 2012-13 to
2015-16 was noticed. Though royalty has been levied in all
these cases, penalty at five times of royalty amounting to
% 51.45 crore was not demanded from the quarry lease
holders.

(Paragraph 5.6)



Land Revenue

In 13 cases, agricultural lands were diverted for
non-agricultural purposes by constructing structures,
carrying on mining and other industrial activities, etc.
before obtaining permission of Deputy Commissioner
(DC) for diversion. Since these cases were diversion of
agricultural land for non-agricultural purposes without
permission of DC, compounding amount at prescribed
rates should have been levied in all these cases. However,
in six cases, compounding amount of ¥ 61.88 lakh was
not levied and in the remaining seven cases, it was levied
short by ¥ 48.81 lakh. The total non-levy/short-levy of
compounding amount worked out toX 1.11 crore.

(Paragraph 6.4)
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