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PREFACE

This Report for the year ended March 2014 has been prepared for submission to
the Governor of Kerala under Article 151 of the Constitution of India for laying

before the Kerala Legislature.

The Report contains significant results of the performance audit and compliance
audit of Local Self-Governmeni Institutions, viz., District Panchayats, Block

Panchayats, Grama Panchayats, Municipal Corporations and Municipalities.

The instances mentioned in this Report are those which came to notice in the
course of test audit for the period 2013-14 as well as those which came to notice in
earlier years, but could not be reported in the previous Audit Reports; instances
relating to the period subsequent to 2013-14 have also been included, wherever

necessary.

The audit has been conducted in conformity with the Auditing Standards issued by

the Comptroller and Auditor General of India.
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OVERVIEW

This Report comprises of four chapters of which Chapters I and II contain an
overview of structure, accountability, finances and financial reporting issues
of Local Self-Government Institutions (LSGIs) and comments arising from
supplementary audit under the scheme of providing Technical Guidance and
Supervision (TGS) arrangement by the Comptroller and Auditor General of
India. Chapters III and IV contain four performance/compliance audits and six
transaction audit paragraphs. Copies of draft performance and compliance
audits and transaction audit paragraphs were forwarded to the Government and
replies wherever received have been duly incorporated.

Accountability framework, finances and financial reporting issues of

LSGIs

During the five year period 2009-14, the increase in total receipts of the LSGIs
was 109 per cent. Of the total receipts during the five year period the
percentage share of State, Central and Own revenue was 63, 22 and 13
respectively. The amount spent for Productive sector accounted for only 7.54
per cent of the total Development Expenditure during 2013-14 and 11.32 per
cent during the last five years 2009-10 to 2013-14, indicating that the LSGIs
had given low priority to Productive Sector like Agriculture, Animal
Husbandry, Fishing, Industries, etc. Audit examination of the plan formulation
process and implementation during 2012-13 and 2013-14 in Kollam
Corporation and Paravur Municipality revealed shortcomings in the
constitution of Ward Committees, their functioning and implementation of
projects. With reference to the cost of projects formulated, the percentage
utilisation of funds in the LSGIs was only 57.01. There were shortcomings in
the preparation of budget, submission in the Monthly Progress Reports and
Preparation of Monthly Accounts.

(Chapters I & I1)

Receipts of Local Self-Government Institutions

The State Government and Central Government provide substantial financial
assistance to the LSGIs for taking up the various activities in their
jurisdictional areas. The Kerala Municipality Act, 1994 and the Kerala
Panchayat Raj Act, 1994 empower the LSGIs to levy and collect local taxes
like Property tax, Profession tax, Entertainment tax, Advertisement tax, etc.
and fees like licence fee on business establishments and permit fee on
construction of buildings from individuals and institutions located within their
jurisdictional area.

As of March 2014, ¥25.38 crore was pending collection towards tax revenue
in the test-checked LSGIs. Property tax collection efficiency of LSGIs test-
checked was not encouraging. The LSGIs did not have an appropriate system
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to identify and list all buildings liable for Property tax assessment. There was
delay in revision of Property tax assessment. Though the new system of
assessment based on plinth area was made applicable to existing assessees
from 2013 onwards, the assessment was pending in all the LSGIs test-
checked, resulting in short levy of Property tax of ¥8.54 crore. The LSGIs
were not maintaining complete details in respect of unauthorized
constructions. Out of 1622 unauthorized constructions recorded by four
LSGls, complete details were available only in respect of 66 cases, for which
Property tax leviable was Itwo crore. Though full Property tax was to be
realised from BSNL buildings, the same was not realised by nine LSGIs
resulting in short levy of Property tax of I81.32 lakh. Lack of comprehensive
database relating to Profession tax has affected tax collection to a great extent.
Various categories of assesees, including professionals and traders, had
escaped assessment resulting in leakage of revenue of ¥98.45 lakh. Failure of
Athirappally GP to assess Entertainment tax under Category B of
Entertainment tax slab resulted in short levy of Entertainment tax of ¥32.90
lakh. Due to relaxing the terms of contract in favour of the contractor without
any genuine reason, Thrissur Corporation suffered a revenue loss of I50.09
lakh.

(Paragraph 3.1)

Implementation of Urban Infrastructure Development Scheme for Small

and Medium Towns

Government of India launched Urban Infrastructure Development Scheme for
Small and Medium Towns as a sub component of Jawaharlal Nehru National
Urban Renewal Mission to improve infrastructural facilities in towns. Though
SLSC prioritised six categories of projects for implementation in the State,
implementation was confined to only two categories of projects defeating the
main objective of integrated development of towns. Even after nine years of
initiation of the projects and after the expiry of the scheme in 2014, only two
projects were completed out of 25 projects undertaken. Delay in completion
was mainly due to delay in issuing Administrative Sanction by the
Government which has led to delay in implementation and cost escalation. The
water treatment plant for Alappuzha Water Supply Scheme was idling for
more than three years due to delay in completion of other related components,
and distribution of unsafe drinking water was continuing. In Changanacherry
Municipality, due to non-clearance of site, a solid waste treatment plant could
not be established even after incurring an amount of I51.06 lakh. Slow
progress in implementation resulted in loss of central assistance of T6.31 crore
in four test-checked Municipalities.

(Paragraph 4.1)

Implementation of Basic Services to the Urban Poor

Though Basic Services to the Urban Poor aimed at the integrated development
of slums by providing improved housing, basic services and social services to
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Overview

the slum population, the implementation of the scheme was mostly confined to
giving assistance for construction of houses at locations other than slums. The
progress made in the construction of flats for the slum dwellers was not
encouraging as achievement was only one per cent in Kochi and 39 per cent in
Thiruvananthapuram. Most of the infrastructure facilities included in the

Detailed Project Reports were also not attended. As the needs and aspirations

of urban poor communities were not considered, many of the projects included
in the DPRs remained unimplemented. There were lapses in the selection of
beneficiaries and disbursement of assistance. There existed no system in the
Corporations/State Level Nodal Agency to ensure that the projects were
implemented within the stipulated time. 1782 beneficiaries who received
assistance for construction of houses during January 2008 to February 2014
had not completed the construction even as of October 2014. Advances
amounting to ¥16.03 lakh paid during September 2008 to May 2014 were
remaining unadjusted till date, against accredited agencies. These advances
related to works which were either stopped or abandoned.

(Paragraph 4.2)

Land Management by Panchayat Raj Institutions

Efficient land management is a vital part of a Panchayat to assure that the land
in possession is put to optimum utilisation. The Panchayat Raj Institutions
(PRIs) did not have any comprehensive database relating to the lands under
their control. The Asset Registers maintained were not exhaustive and were
deficient in many aspects. The PRIs did not possess the Title Deeds of all
lands acquired by them. None of the test-checked PRIs had a Land Use Plan
so as to utilise their land commensurate with the immediate and long term
requirements, resulting in non-utilisation of land acquired for specific
purposes. Failure of Panangad and Mulanthuruthy Grama Panchayats to
mobilize the required resources for the projects resulted in the entire land
remaining idle. Periodical verification of land was not being done to ensure
that the land was maintained properly and free from encroachments.
(Paragraph 4.3)

Other Compliance Audit Observations

Audit of financial transactions subjected to test check in various LSGls
revealed instances of idle investment, loss of revenue, unfruitful expenditure,
non-compliance with rules and provisions and other irregularities as
mentioned below:

Failure of the Deputy Director (Finance) and Project Director of Kerala
Sustainable Urban Development Project in exercising proper internal checks
led to the misappropriation of ¥1.10 lakh.

(Paragraph 4.4)
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Non-execution of agreement setting forth obligations for the operation of the
Apparel Park by consortium of women garment making societies, women
entrepreneurs and textile units with Manjeri Municipality, resulted in idling of
buildings, machinery and equipment costing 37.21 lakh.

(Paragraph 4.5)

Failure of Anchal Block Panchayat to include the surplus quantity of earth, its
cost and method of disposal as part of the estimate, resulted in loss of revenue
0f%21.22 lakh.

(Paragraph 4.6)

Failure of Manjeri Municipality in timely completion of the civil works and in
addressing the issues relating to the functioning of the waste dumping yard led
to inordinate delay in completion of the project for installation of an
incinerator, thereby rendering an expenditure of ¥30.28 lakh unfruitful.
(Paragraph 4.7)

A drinking water supply project taken up by Ernakulam District Panchayat in
February 2009 has not been commissioned due to defects in the formulation of
the project.

(Paragraph 4.8)

Inadequate monitoring of the installation of a biogas plant by Suchitwa
Mission as well as Krishnapuram Grama Panchayat led to defective
construction of the plant and consequent closure of a slaughter house, in
addition to idle investment of ¥16.63 lakh.

(Paragraph 4.9)
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Organisation, Devolution and
Accountability Framework of
Local Self-Government Institutions







The Seventy-third and Seventy-fourth amendments of the Constitution of India
giving constitutional status to Local Self-Government Institutions (LSGls),
established a system of uniform structure, regular elections and flow of funds.
Consequent to these amendments, the State Legislature passed the Kerala
Panchayat Raj Act, 1994 (KPR Act) and the Kerala Municipality Act, 1994 (KM
Act) to enable LSGIs to work as third tier of the Government. The Government
also identified and amended other related laws to empower LSGlIs. As a follow-up,
the Government entrusted LSGIs with such powers, functions and responsibilities
so0 as to enable them to function as Institutions of Local Self-Government. In order
to fulfill the mandate bestowed on them under the Constitution and the laws,
LSGls are required to prepare plans and implement schemes for economic
development and social justice, including those included in the Eleventh and
Twelfth Schedules of the Constitution.

1.1.1 Status of transfer of functions and functionaries

Under KPR Act and KM Act, it shall be the duty of LSGIs to meet the
requirements of the area of their jurisdiction in respect of the matters enumerated
in the respective Schedules of the Acts, and LSGIs shall have the exclusive power
to administer the matters enumerated in Schedules and to prepare and implement
schemes relating thereto for economic development and social justice.

The Acts envisaged transfer of functions of various Departments of the
Government to LSGIs together with the staff to carry out the functions transferred.
The transfer of functions to different tiers of LSGIs was to be done in such a way
that none of the functions transferred to a particular tier overlapped with that of the
other.

The Eleventh Schedule of the Constitution contains 29 functions pertaining to the
Panchayat Raj Institutions (PRIs). As mandated by KPR Act, the Government had
transferred (September 1995) 26 of these functions to PRIs. The functions relating
to minor forest produce, distribution of electricity and implementation of land
reforms are yet to be transferred to PRIs as the Government had not taken any
decision in this regard. Likewise, the Twelfth Schedule of the Constitution contains
18 functions pertaining to Urban Local Bodies (ULBs). The Government has
transferred 17 functions mandated under KM Act to ULBs and the function
relating to fire service was yet to be transferred. In addition to the functions
mandated under the Constitution and the State Local Bodies Acts, LSGIs also
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undertake agency functions to implement development programmes like World
Bank aided projects, Asian Development Bank aided projects, etc., on behalf of
both Central and State Governments.

As part of administrative or functional decentralisation, Government have
transferred public service delivery institutions such as schools, dispensaries,
public health centres, hospitals, anganwadis, district farms, veterinary institutions
etc., to the LSGIs. All poverty alleviation programmes and welfare pension
schemes are implemented through local bodies.

For efficient discharge of functions, the LSGls require availability of qualified and
trained personnel. Against the required number of 1302 posts to be deployed, only
500 posts were deployed (February 2015) indicating lack of efforts on the part of
the Government to fill vacant posts.

As on 31 March 2014, there were 1209 LSGIs in the State. The details of their
area, population, etc., are presented in Table 1.1.

Table 1.1: Comparative position of LSGIs

District Panchayats (DPs) 14 332 2651.70 1903357
Block Panchayats (BPs) 152 2095 244.24 175309
Grama Panchayats (GPs) 978 16680 37.16 26674
Municipal Corporations 5 359 95.60 491240
Municipalities 60 2216 23.65 51664

Source: Panchavat Guide-2015 published by Local Self-Government Department
*Population figures- Census 2011

LSGIs constituted in rural and urban areas are referred to as PRIs and ULBs
respectively. In the three-tier Panchayat Raj system in the State, each tier functions
independently of the other. While the Constitution and the Acts confer autonomy
and independent status to the LSGIs within the functional domain, the Government
in Local Self-Government Department (LSGD) is empowered to issue general
guidelines to LSGIs in accordance with the National and State policies.

The President/Chairperson/Mayor is the Chief Executive Head of LSGls. Each
LSGI has a Secretary who is the Chief Executive Officer. The members of each
tier of PRIs elect the President, Vice-President and Chairpersons of the Standing
Committees. Similarly, Councillors of the Municipality/Municipal Corporation
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elect the Chairperson/Mayor, Vice- Chairperson/Deputy Mayor and Chairpersons
of the Standing Committees.

1.3.1 Standing Committees

Standing Committees (SC) analyse issues and proposals before they are considered
by the Panchayat Committees/Councils. There are four SCs for each GP and BP,
five for each DP, six for each Municipality and eight for each Corporation. The
SCs have the power to make resolutions in respect of their subjects. Every
resolution passed by the SCs needs to be placed in the next meeting of the
Panchayat Committee/Municipal Council of the LSGIs. The Committee/Council
can modify resolutions, if considered necessary.

1.3.2 Steering Committee

Steering Committee coordinates and monitors the working of SCs. The Steering
Committee consists of the President/Chairperson, Vice President/Deputy
Chairperson of the LSGIs concerned and Chairpersons of the SCs.

14 Plan formulation process by LSGIs

Consequent on 73" and 74" amendments to the Constitution and enactment of

KPR and KM Acts in 1994, LSGIs have assumed an important role in the
formulation and implementation of developmental programmes at the grassroots
level which involve active participation of all sections of people in the form of
Grama/Ward Sabha, Working Groups (WGs) constituted under SCs and
Development Seminars for the formulation and implementation of programmes for
the overall development of the LSGls.

The LSGls are to prepare every year a development plan for the succeeding year
following the guidelines issued by the Government and submit to the District
Planning Committee (DPC) before the date prescribed. The DPC scrutinizes and
approves the plan prepared by the LSGls.

In the decentralized planning set-up, WGs, Ward Sabhas/Ward Committees, SCs,
DPCs, Implementing Officers are the institutions/Groups involved in the plan
formulation process and implementation.

Audit examination of the plan formulation process and implementation during
2012-13 and 2013-14 by Kollam Municipal Corporation and Paravur Municipality
revealed the following:

1.4.1 Functioning of Working Groups

Working Groups are the most important constituents of the decentralized planning
and they have a creative role in the formulation of development plans of LSGIs.
The WGs consisting of officials, elected members, experts and activists in
specified development sectors are to be constituted by LSGIs every year. The vice-
chairperson should be an expert in the concerned sector.
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Audit scrutiny revealed that though the LSGIs had constituted the required number
of WGs, none of the WGs in Kollam Corporation had an expert in the concerned
sector as vice-chairperson. Except the implementing officer, none of the members
were professionals in the field.

Though the WGs were required to function as monitoring committee during the
implementation of the projects, there was no evidence to show that the WGs had
monitored the implementation of the projects in both Kollam Corporation and
Paravur Municipality. The WGs met only once in a year at the time of plan
formulation.

1.4.2 Ward Committees/Ward Sabhas

Ward Sabhas, in the case of Municipalities where population is less than one lakh,
and Ward Committees, where population exceeds one lakh, play an important role
in the planning process. They decide the priorities in planning and select
beneficiaries for the beneficiary oriented scheme. Ward Committees should
comprise of at least 55 to 60 members from residents associations, neighbourhood
groups, political parties, heads of educational institutions, professionals and
commercial establishments, so as to broadly represent all categories of people in
the ward. For Ward Committees, one-fifth of total members and for Ward Sabhas
one tenth of total number of voters in the ward is the quorum prescribed for their
meetings.

Audit noticed that out of 55 wards in Kollam Corporation, only 25 wards have
constituted Ward Committees with members from various groups. The members in
Ward Committees ranged between 28 and 50 only. Though the Corporation stated
that the Ward Committees were functioning in the remaining 30 wards, Audit
noticed that the committees were not constituted as stipulated in KM Act. There
was no indication in the records that the members of the Ward Committee were
from the Residents associations, neighbourhood groups, political parties,
professionals, etc., as required in the KM Act.

In Paravur Municipality, ten Ward Sabha meetings in four wards were conducted
without prescribed quorums, thus violating prescribed norms.

1.4.3 Prioritisation

The Plan formulation guidelines issued by the Government stipulate preparation of
a Development Vision Document depicting the developing requirements of the
area to facilitate advance planning. The guidelines further stipulated that every
LSGI shall prepare a five year plan document comprising a shelf of projects. Audit
noticed that though the two test-checked ULBs prepared development documents
for the period 2012-17, plan documents containing shelf of projects were not
prepared. Due to non-preparation of shelf of projects, various projects formulated
in annual plan may not reflect felt needs at grassroots level visualized in
Development Vision Document.
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As per the above guidelines, LSGIs were required to designate a Plan Co-ordinator
to help them in co-ordinating the planning activities, preparation of documents,
timely completion of the planning process, etc. Audit noticed that the two ULBs
test-checked had not appointed Plan Co-ordinators as stipulated in the guidelines.
ULBs did not offer any specific reasons for not appointing Plan Co-ordinators.
However, they replied that Plan Co-ordinators will be appointed in future.

1.4.4 Implementation of projects
1.4.4.1 Implementation of projects under Productive Sector

The LSGIs were required to formulate projects under three sectors viz., Productive
sector, Service sector and Infrastructure sector. Audit noticed that implementation
of the projects formulated under productive sector was not encouraging as 75 per
cent and 40 per cent of the projects formulated under Productive sector during
2012-13 in Kollam Corporation and Paravur Municipality respectively were not
implemented. Further, Audit noticed that expenditure on projects under Productive
sector was very low. It constituted less than five per cent of total development
expenditure in the two ULBs test-checked.

The delay in finalisation of beneficiary lists by the ULBs was the main reason
attributed to the poor implementation of projects under Productive sector. The
beneficiary lists were prepared by the Ward Sabhas/Ward Committees in meetings
held at the fag end of the financial year and then approved by council. Since the
final beneficiary lists were delayed, the Implementing Officers were provided with
lesser time for implementation of the projects.

1.4.4.2 Implementation of Women component plan

Under women component plan, ten per cent of development fund was to be
provided for enhancing employment and income, housing for families headed by
women, construction of toilets for girls in schools and for women in public places,
ete.

Though Kollam Corporation earmarked 27 per cent of the Development Fund for
implementation of 11 projects for women during 2012-13, only two projects were
implemented, spending 0.37 per cent of Development Fund.

The ULB stated that the remaining projects were not implemented during 2012-13
as there was delay in finalization of beneficiary list.

In Paravur municipality, out of 13 per cent of development fund allotted for seven
projects, only seven per cent of development fund was spent. Delay in finalization
of beneficiary list was the main reason for non/partial implementation of projects.

1.4.4.3 Implementation of projects for Scheduled Castes

There was slackness in the implementation of projects for Scheduled Castes. Out
of 170 projects formulated by Kollam Corporation during 2012-13 and 2013-14 for
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the welfare of Scheduled Castes, only 103 projects were implemented spending 30
per cent of total outlay.

In Paravur Municipality, out of 62 projects formulated, 50 projects only were
implemented spending 60 per cent of the total outlay.

Lack of beneficiaries and delay in finalisation of beneficiary list were the reasons
stated for non/partial implementation of projects for providing houses, drinking
water, toilets, etc. In respect of other components in renovation of Scheduled Caste
colonies, the reasons attributed for poor implementation of projects were shortage
of contractors, litigation on land, delayed plan formulation, etc.

1.4.4.4 Projects for palliative care

It was a mandatory requirement for the LSGIs to provide five per cent of the
Development fund for palliative care including projects for children, differently
abled and senior citizens. Though the projects for palliative care were to be taken
up from 2009-10 onwards, Kollam Corporation had not allocated any amount
during 2012-13 for the purpose and amount allocated in 2013-14 was not spent.

For the implementation of palliative care projects, a survey was to be conducted to
ascertain the requirements of bedridden or chronically ill patients and list of such
patients was to be prepared for effective home care. Appointment of nurses for this
purpose on honorarium basis was also envisaged. In Kollam Corporation, only one
nurse was appointed in 2014-15 and survey for preparation of list was not

completed till January 2015.
1.5.1 Ombudsman for LSGIs

As envisaged in KPR Act and KM Act, Government set up an Ombudsman for
LSGls in the State in the year 2000. The Ombudsman is a high powered quasi-
judicial body which can conduct investigation and enquiries in respect of charges
on any action involving corruption, maladministration or irregularities in discharge
of administrative functions by LSGls, officials and elected representatives of the
LSGls. Ombudsman can even register cases suo motu if instances of the above
kind come to his notice. During the period 2013-14, out of 3555 cases (including
1413 old cases), 2221 cases (62 per cent) were disposed of by the Ombudsman.

1.5.2 Tribunal for LSGIs

As envisaged in Section 271 S of KPR Act and Section 509 of KM Act, a judicial
tribunal for LSGIs was set up in the State in February 2004, consisting of one
judicial officer having the rank of a District Judge. The duty of the Tribunal is to
consider and settle appeals and revisions by the citizens against decisions of LSGIs
taken in exercise of their functions like assessment, demand and collection of taxes
or fees or cess, issue of licences, grant of permits, etc. During 2009 to 2014, 6224
cases (appeal & revision) were filed before the Tribunal, out of which 1118 cases
were pending disposal. Of the pending cases, 1097 cases related to the years 2013
and 2014 (up to March 2014).
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CHAPTER 11
FINANCES AND FINANCIAL REPORTING ISSUES OF
LOCAL SELF-GOVERNMENT INSTITUTIONS

2.1 Financial Profile of LSGIs
2.1.1 Funds flow to LSGIs

The resources of LSGIs consist of funds devolved by State Government,
Government of India (GOI), Own revenues of LSGIs and loans from financial
institutions. During 2013-14, out of total funds devolved to LSGls, State grants
constituted 64 per cent, GOl grant 24 per cent and own funds including loans
constituted 12 per cent.

2.1.1.1 Resources: Trends and Composition

The composition of resources' of LSGIs for the period 2009-10 to 2013-14 is given
in Table 2.1.
Table 2.1: Time series data on resources of LSGIs

(Tin crore)
Resources 2009-10 2010-11 2011-12 2012-13 2013-14 Total

Own Revenue:

(i)Tax Revenue 450.76 , | 561.79 661.01 662.78
952.97°
(i1) Non -Tax revenue 377.43 376.69 599.60 640.43
Total Own Revenue 828.19 952.97 938.48 1260.61 | 1303.21 5283.46
State Fund:
(1) Traditional Functions 399.31 440.47 644.98 757.89 900.15 3142.80

(i) Maintenance Expenditure (Road

S
deogssbe und Non Bbaif Assis) 448.04 440.58 713.94 1039.45 1386.50 4028.51

(iii) Expansion and Development 1842.29 2277.72 2021.52 2062.61° | 2701.75 10905.89
(iv) Funds for State Sponsored Schemes &

State share of Centrally Sponsored 840.80 1358.24 | 1358.45 1865.73 | 2069.48 7492.70
Schemes

Total State Fund 3530.44 4517.01 | 4738.89 | 5725.68 | 7057.88 | 25569.90
GON pramts; ‘ 83249 | 1163.79 | 1280.72 | 160336 | 1607.00 | 6487.36
(i) Centrally Sponsored Schemes

(ii) Development and expansion - i 622.84 979.41 993.94 2596.19
Total GOI grant 832.49 1163.79 | 1903.56 | 2582.77 | 2600.94 9083.55
Receipts from loans & other sources: 7 35 81236 3916 10.27 17.52 951.66
Loans

Total Receipts 5263.47 7446.13 | 7620.09 | 9579.33 | 10979.55 | 40888.57

'Source: Details of Own Revenue furnished by LSGls, Finance Accounts of the
State for the respective years, information from Commissioner of Rural Development, Information
Kerala Mission (IKM), Kerala Urban and Rural Development Finance Corporation (KURDFC),
Kerala Sustainable Urban Development Project (KSUDP) and Kudumbashree

* Break up of Tax& Non-tax revenue not provided by the LSGls
'Includes special advance of ¥4.29 crore released to Wayanad DP which will be recovered in
2013-14 & 2014-15
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* During the five year period 2009-14, the increase in total receipts of the LSGIs
was 109 per cent. Of the total receipts during the five year period, the
percentage share of State, Central and Own revenue was 63, 22 and 13
respectively.

* The share of GOI grant to total receipts increased from 16 per cent in 2009-10
to 24 per cent in 2013-14.

* The share of State grant to the total receipts decreased from 67 per cent in
2009-10 to 64 per cent in 2013-14.

Surrender of funds for State Sponsored Schemes/Centrally Sponsored Schemes

Out 0f ¥2281.44 crore allotted by the State Government during 2013-14 under ten
heads®, Z387.67 crore was surrendered (Appendix I). The major surrender was
noticed under the major heads 2217- Urban Development (91.95 per cent), and
2230 — Labour and Employment (67.93 per cent). More than 50 per cent of the
allotment made under Urban Development was being surrendered continuously for
the last four years.

Audit further noticed that the entire funds allotted under Urban Development for
implementation of projects for solid waste management, sewerage, drinking water
supply were surrendered.

2.1.1.2 Transfer of funds from the Government and associated audit issues

(i) The State Government provides three types of funds to LSGIs from the
Consolidated Fund — grants, funds for State Sponsored Schemes and State share of
Centrally Sponsored Schemes (CSSs). Appendix IV to the Detailed Budget
Estimates of the Government gives the LSGI-wise allocation of funds. The Heads
of Account in the Detailed Budget Estimates for drawal of funds from the
Consolidated Fund, along with the releases made during 2013-14, are given in
Table 2.2.

Table 2.2: Categories of funds and their release to LSGIs

|

604nsatin 5054.04 uted

Grants, World Bank aided

Performance grant under and Assignments to through Public
KLGSDP’, KSUDP, ADB® | Local Bodies and Account
assistance, Thirteenth Panchayat Raj

Finance Commission award | Institutions

‘General Education, Medical and Public Health, Urban Development, Welfare of SC/ST, Labour
and Employment, Social Security and Welfare, Crop Husbandry, Soil and Water Conservation,
Special Programme for Rural Development, Village and Small Industries

* Kerala Local Government Service Delivery Project

® Asian Development Bank
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3054-Roads and 928.30
Bridges

Routed

2 | State Sponsored Schemes 10 Major Heads 1893.77 through State
Level Nodal
Agencies’/
Poverty
Alleviation
Units

3 | State share of CSSs 4 Major Heads 175.71

(i) The funds are credited to the Public Account by Finance Department in
monthly instalments to enable LSGIs to draw money from treasuries through
Controlling Officers.

(i11) Table 2.3 gives the details of funds released by the Government under various
categories during 2013-14.

Table 2.3: Release of fund by Government under different categories during 2013-14

(Tin crore)

Corporations 209.01 434.59
Municipalities 238.61 147.68 83.96 470.25
District Panchayats (DPs) 474.93 283.53 25.76 784.22
Block Panchayats (BPs) 478.92 48.94 36.48 564.34
Grama Panchayats (GPs) 1300.28 798.49 636.23 2735.00

Audit noticed the following points in the release of Government funds:

e Funds not credited to Public accounts: The Finance Department was
required to transfer funds from the Consolidated Fund to Public Account on the
first working day of the month. Audit noticed that ¥299.87 crore released in
August 2013 as fifth instalment of Development Expenditure Fund was not
credited in the Public Account.

Government stated that the amount was not credited due to oversight.

" Kudumbashree, KSUDP, Suchitwa Mission
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Delayed release of funds: Monthly transfer credit of fund from Consolidated
Fund to Public Account was devised as a means to ensure availability of fund
for incurring expenditure by LSGls. There was delay ranging from ten to 41
days in transferring funds, in nine out of 32 transfer credits® made during 2013-
14. Delayed transfer of funds has the effect of rush of expenditure at the fag
end of the year/ non-utilisation of the entire fund during financial year itself.

Delay in issuing Letters of Authority: There were delays in issuing Letters of
Authority to LSGIs by the Controlling Officers. Delays ranging from ten to 56
days were noticed in 72 out of 128 instalments of LSGI funds released during
2013-14. The delay in issuing Letter of Authority has an adverse impact on the
implementation of projects formulated by LSGIs.

Deduction from allocation due to short utilisation: As per the Government
Order, LSGIs were to utilise at least 60 per cent of the allocation for 2011-12
under Development Expenditure Fund and Maintenance Expenditure Fund,
failing which the unspent amount would be deducted from the budget
allocation for 2013-14. Audit noticed that ¥37.82 crore was deducted
(Development Expenditure Fund: %10.24 crore; Maintenance Expenditure
Fund: %27.58 crore) from budget allocation for 2013-14, due to short utilisation
of fund during 2011-12.

Lapse of Performance Grant: Performance Grant is provided as untied fund
to GPs and Municipalitiecs as part of Kerala Local Government Service
Delivery Project (KLGSDP) to enhance their development spending in areas of
public services including maintenance of assets. The release of the grant
requires the LSGIs to follow certain fiduciary and procedural norms. From
2013-14 onwards, the LSGIs were expected to meet a set of Minimum
Mandatory Conditions (MMC) pertaining to planning, budgeting, accounting,
financial reporting and accountability etc., assessed annually through a set of
performance criteria. Audit noticed that 21 Municipalities and 80 GPs did not
satisfy MMC, resulting in lapse of Performance Grant amounting to I40.95
crore out 0f ¥310.96 crore allocated.

(iv) The funds released to LSGls for implementation of annual plans along with the

State Plan outlay for the period 2009-10 to 2013-14 are given in Table 2.4.

® Transfer of funds (Development Expenditure Fund in ten equal monthly instalments from May to
February, Maintenance Expenditure Fund in ten equal monthly instalments from April to January
and General Purpose Fund in twelve equal monthly instalments from April to March) from the
Consolidated Fund to Public Account
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Table 2.4: State Plan Outlay vis-a-vis Development Expenditure Fund of LSGIs

(Tin crore)

2009-10 8920.00 1842.29 20.65
2010-11 10025.00 2200 2 22572
2011-12 11030.00 2563.76 23.24
2012-13 14010.00 2942.02 21.00
2013-14 17000.00 3645.69 21.45

Development Fund devolved to LSGIs constituted 21.45 per cent of the State Plan
outlay for the year 2013-14 while it was 21 per cent during 2012-13.

2.1.1.3 Receipts from GOI
The category-wise release of fund by GOI during 2013-14 is given in Table 2.5.
Table 2.5: Category-wise release of GOI fund

Thirteenth Finance Commission grant 673.93
Additional Central Assistance for Externally Aided 270.01
projects for KLGSDP

ADB assisted KSUDP 50.00

Centrally Sponsored Schemes 1607.00

GOI grant for implementation of CSSs:

The GOI provided grants amounting to ¥1607 crore to LSGIs for implementation
of nine flagship CSSs. The grants were provided to LSGIs through State Budget/
State Level Nodal Agencies (SLNAs)/ Poverty Alleviation Units (PAUSs), etc. The
details of GOI grants transferred to LSGls for implementation of CSSs during
2013-14 are given in Table 2.6.

"Up to 2010-11, Grants to LSGIs by Central Finance Commission were subsumed in the
Development Funds devolved by the State Government. From 2011-12 onwards the Central
Finance Commission Grants are released in a separate stream viz., General Basic Grant, General
Performance Grant, General Performance Grant forfeited by non-performing States
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Table 2.6: Release of GOI grant for CSSs during 2013-14

1 State Budget Jawaharlal Nehru National Urban Renewal 00
Mission —Urban Infrastructure and
Governance (JNNURM)
Basic Services to the Urban Poor (BSUP) 00
2 Directly to State Level Integrated Housing and Slum Development 11.78
Nodal Agencies Programme (IHSDP)
National Rural Livelihood Mission (NRLM) 24.22
National Resource Organisation (NRO) 3.01
Swarna Jayanti Shahari Rozgar Yojana 30.46
(SJISRY)
3 Directly to Poverty Indira Awaas Yojana (IAY) 217.42
e Total Sanitation Campaign (TSC) 4301
4 By online transfer to the | Mahatma Gandhi National Rural DTN
Joint Bank Account of Employment Guarantee Scheme
District Programme Co- | (MGNREGS)
ordinator and Joint

Proiramme Co-ordinator

The State Government provided ¥175.71 crore as its share for implementation of
CSSs. Thus, the total fund for implementation of CSSs during 2013-14 was
%1782.71 crore.

2.1.1.4 Own funds of LSGIs

Own funds consist of tax'’ and non-tax revenue'' collected by LSGIs as per
provisions of Kerala Panchayat Raj Act, 1994 (KPR Act)/Kerala Municipality Act,
1994 (KM Act) and allied Acts. This category also includes income derived from
assets of LSGls, beneficiary contributions, Earnest Money Deposits, Retention
money, etc. The details of own funds are not compiled and consolidated by the
Government as envisaged in the Act. As per the details furnished by Information
Kerala Mission, own revenue of 1209 LSGIs amounted to ¥1303.21 crore. Various
shortcomings in assessment and collection have been included in paragraph 3.1 of
this report.

' Property tax, Profession tax, Entertainment tax, Advertisement tax, etc.
" Licence fee, Registration fee, etc.
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2.1.1.5 Loans availed by LSGIs

As per provisions of Kerala Local Authorities Loans Act, 1963, LSGIs raise loans
from KURDFC, Co-operative Banks, HUDCO'” etc. Table 2.7 gives the details of
loans availed by LSGls during 2013-14.

Table 2.7: Loans availed during 2013-14

2.44
15.08

State Government

KURDFC

2.1.1.6 Application of Resources: Trends and Composition

In terms of activities, total expenditure composed of expenditure on Productive
Sector'” , Infrastructure SectorM, Service Sector' and other expenditurelé. As per
the details obtained from the LSGIs and the Controlling Officers/IKM, the total
expenditure incurred by LSGIs during 2013-14 amounted to ¥8151.96 crore.

Table 2.8 below shows the composition of application of resources of LSGIs on
these components for the period from 2009-10 to 2013-14.

Table 2.8: Application of resources
(Tin crore)

roductive Sector

P 511.49 447.69 S95. 77 355.82 459.24 2370.01

Infrastructure Sector

656.11

936.05

1343.41

1528.58

2684.02

7148.17

Service Sector

1842.91

2139.26

2306.59

2182.48

2945.85

11417.09

Other Expenditure 212596 | 1798.26 | 2618.88 | 2638.35 | 2062.85 11244.30

Source: Details furnished by IKM/LSGIs

Though there has been steady improvement in investments in infrastructure and
service sector (except for 2012-13) the amount spent on Productive sector was not

"2 Housing and Urban Development Corporation Limited

"% Agriculture, Animal husbandry. Diary Development, Fisheries, Minor Irrigation, etc

" Buildings, bridges. roads and other infrastructure

'S Water supply. education, health, energy, etc.

' Salaries and honorarium, contingency expenditure, other administrative expenditure, terminal benefits, etc.
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encouraging. The amount spent for Productive sector accounted for only 7.54 per
cent of the total Development Expenditure during 2013-14 and 11.32 per cent
during the last five years 2009-10 to 2013-14, indicating that the LSGIs had given
low priority to Productive sector like Agriculture, Animal Husbandry, Fishing,
Industries, etc.

2.1.1.7 Public investment in social sector and rural development through
major Centrally Sponsored Schemes

Public investment in social sector and rural development through major CSSs are
made to LSGIs through agencies such as PAUs and SLNAs (viz., Kudumbashree,
KSUDP, Suchitwa Mission, etc.). The grants for CSSs enjoin upon sanctioning
authorities in GOI the responsibility to ensure proper utilisation of grant money.
This is to be achieved through receipt of progress reports, utilisation certificates
and internal audit of scheme accounts in LSGIs.

Out of Z2281.32 crore'” available for implementation of CSSs, substantial portion
of the funds amounting to ¥352.33 crore was lying unspent with Kudumbashree
(X104.36 crore), PAU (%181.52 crore), and KSUDP (%66.45 crore), thereby
defeating the purpose for which the funds were earmarked and released by
GOI/State Government. Out of ¥1928.99 crore released, the expenditure incurred
by LSGIs was 1364.24 crore (70.72 per cent). The balance amount of ¥564.75
crore remained unutilised with LSGIs. Thus, out of the total amount of ¥2281.32
crore available for utilisation under CSSs, ¥917.08 crore was remaining unutilised
with various agencies. Unutilised fund mainly related to IAY (X349.04 crore),
JNNURM (R160.29 crore), SJISRY (%79.90 crore), UIDSSMT (R71.80 crore), TSC
(%63.49 crore), BSUP (%48.10 crore), IHSDP (%36.81 crore), and NRLM (28.32
crore).

2.1.2  Implementation of projects by LSGIs

Under decentralised planning, LSGIs in the State formulated 208558 projects with
a total outlay of ¥10681.25 crore during 2013-14. Of these, the LSGIs had taken
up 164662 projects (78.95 per cent) for implementation and had spent T6089.11
crore on the projects. Of the projects taken up for implementation, only 141737
projects (86.08 per cent) were completed during 2013-14 at a cost of ¥4981.61
crore. The details are given in Table 2.9.

"The fund retained by the Nodal agencies in 2012-13 was not furnished as the OB during the year
2013-14.

14



Chapter 1l — Finances and Financial Reporting Issues of LSGls

Table 2.9: Details of projects taken up and expenditure incurred

S‘ama 163526 131270 | 115274 | 5703.69 3644.64 3084.33 63.90
anchayat
E"’"k 12220] 10367 |  9041| 1634.22 701.20 616.28 4291
anchayat
E‘S‘“C‘ 10936| 6744 4544 | 1565.53 820.50 615.59 52.41
anchayat
Municipality 15883 12404 | 10151 1022.46 569.78 419.60 55.73
Corporation 5993| 3877 3997 | - 75535 352.99 24581 46.73

Source: Details furnished by IKM

With reference to the outlay of projects formulated, the percentage utilisation of
funds was only 57.01. The shortfall in implementation of projects was noticed in
BPs, followed by Corporations.

213 Misappropriation, loss, defalcation, etc.

The Kerala Financial Code stipulates that each Drawing and Disbursing Officer
should report all cases of loss, theft or fraud to the Principal Accountant General
and the Government. The Government is required to recover the loss, fix
responsibility and remove systemic deficiency, if any. A consolidated statement of
the details of misappropriations, losses, theft and fraud is not available with the
Government.

Table 2.10 shows the details of misappropriation/defalcation reported to the
Director of Urban Affairs, Commissioner of Rural Development, Project Director
of KSUDP and Director of Panchayats.

Table 2.10: Misappropriation, loss, defalcation

Corporations | 0.42(1) | 0.59(1) | 0.82(1) | 1.52(3) -] 335 (6)
Municipalities -- | 3.92(1) - -- 1.29(2) 521 (3)
Block 15.72(9) | 16.58(5) | 22.14(5) | 92.36(1) 0.32(2) | 147.12 (22)
Panchayats

g;f::}‘;yats 4.486) | 0.902) | 1.133)| 1.57(3) 18.33(8) | 26.41 (22)
KSUDP -1 13.78(2) -1 1378 (7
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Financial reporting in LSGIs is a key element to ensure accountability of
executives. The financial administration of LSGIs including budget preparation,

maintenance of accounts, monitoring of expenditure, etc., is governed by the
provisions of KPR Act, 1994, KM Act, 1994, Kerala Panchayats (Accounts) Rules,
1965, Kerala Municipal Accounts Manual, Kerala Financial Code, guidelines,
standing orders and instructions. Shortcomings in the financial administration of
LSGIs are mentioned below:

221 Budget

As per KPR Act and KM Act, the budget proposals containing detailed estimate of
income and expenditure were to be placed by the Standing Committee for Finance
before the LSGI not later than the first week of March.

Though the LSGls passed the budget before the beginning of the year, there was
delay in presentation of budget by 48 (35 GPs, seven BPs, four Municipalities, one
DP and one Corporation) out of 117 LSGIs test-checked. The budget proposals
were not discussed adequately and subjected to detailed deliberations, in the
respective Panchayats/Councils. The budgets were passed on the day of its
presentation. Further, the budget prepared by 45 LSGIs out of the 117 LSGIs test-
checked (36 GPs, four BPs, two DPs and three Municipalities) were unrealistic as
there were wide variations of estimated receipts and expenditure with the actuals.

2.2.2  Monthly Progress Reports

According to the guidelines issued (April 2006) by the Government for allocation
and drawal of funds, each LSGI shall prepare a Monthly Progress Report (MPR) of
Expenditure for obtaining funds for subsequent month. MPR is to indicate budget
provision, up-to-date allotment and expenditure and percentage of expenditure to
allotment. DPs and Corporations are required to forward their MPRs by the 10" of
the succeeding month to the Secretary to Government, LSGD and to Secretary,
Finance (Expenditure) Department. Funds for the subsequent months are not to be
allotted to those LSGIs which fail to forward the MPRs.

Out of 228 MPRs due from DPs and Corporations and 36 consolidated MPRs from
Director of Panchayats, DUA and CRD, LSGD received 63 MPRs/consolidated
MPRs and Finance Department received six consolidated MPRs during 2013-14.
Finance Department, however, continued to allot funds for the subsequent months
to DPs and Corporations which did not forward the MPRs, in contravention of its
own orders.

Laxity in furnishing MPRs by the LSGIs points to the fact that the funds
sanctioning authority had not performed the responsibility entrusted to them.
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According to Kerala Local Fund Audit Act, 1994 (KLFA Act) it was mandatory
for LSGIs to submit their accounts to Director of Local Fund Audit (DLFA) for
audit by 31 July every year. Further, Rule 16 of KLFA Rules empowers DLFA to
carry out proceedings in a Court of Law against the Secretaries of LSGIs who
default in the submission of accounts. As on 31 July 2014, 81 accounts pertaining
to the period from 1997-98 to 2013-14 were in arrears. Of this, 49 accounts relate
to 2005-06 and earlier periods.

As per KLFA Act, DLFA is to complete the audit of accounts submitted by LSGls
within six months of receipt of accounts and issue Audit Report within three
months from the date of completion of audit.

DLFA received 20568 accounts including 1532 accounts which were received
before the deadline of 31 July 2014. Of these, Audit Reports were issued in respect
of 17945 accounts (October 2014). As at the end of March 2014, 1091 (5.73 per
cent) Audit Reports were not issued.

DLFA attributed the reasons for arrears to taking up special audit as directed by
Government.

The KLFA Rules stipulate that the DLFA shall, not later than 30" September every
year, send a consolidated report of the accounts audited by him to the Government
during the previous financial year containing such particulars which he intends to
bring to the notice of the Government. The Committee on Local Fund Accounts
deliberates on this report. DLFA’s office intimated that such reports had been
submitted to the Government up to the year 2013-14 and reports up to the year
2012-13 were presented to State Legislature.

24.1 Surcharge and Charge imposed by the DLFA

Section 16(1) of KLFA Act, 1994, empowers the DLFA to disallow any illegal
payment and surcharge the person making or authorizing such illegal payment.
DLFA can also charge any person responsible for the loss or deficiency of any sum
which ought to have been received.

During the period 2009-10 to 2013-14, DLFA had issued 83 charge certificates for
T44.13 lakh and 527 surcharge certificates for ¥1.91 crore. Against the total
charge/surcharge amount of 2.35 crore, only ¥13.29 lakh were realised (5.65 per
cent).

25 Results of Supplementary Audit

The Comptroller and Auditor General of India conducted supplementary audits
under Section 20(1) of the Comptroller and Auditor General of India’s (Duties,
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Powers and Conditions of Service) Act, 1971 in respect of the accounts of 81 GPs,
18 BPs, 13 Municipalities, two District Panchayats and three Corporations during
the year 2013-14. The findings of such audit are given in subsequent paragraphs.

251 Quality of Annual Financial Statements

The KPR Act, 1994 read with the Kerala Panchayat Raj (Manner of Inspection and
Audit System) Rules, 1997 and the KM Act, 1994 read with Kerala Municipality
(Manner of Inspection and Audit System) Rules, 1997 stipulate that the
PRIs/ULBs shall prepare Annual Financial Statements (AFS) and forward them to
DLFA after approval by the Panchayat/Municipal Council/Corporation Council not
later than 31 July/31 May/31 May respectively of the succeeding year. Audit
noticed that in one BP, one DP, four Municipalities and one Corporation, there was
delay ranging from one to 16 months in forwarding the AFS to DLFA
(Appendix II). Deficiencies noticed in the AFS submitted to DLFA are mentioned
below.

Demand Collection Balance statements of 15 GPs, one BP and one Municipality
were incorrect/incomplete.

The AFS of 32 GPs, seven BPs, one DP, three Municipalities and two
Corporations did not contain all transactions.

252 Preparation of Monthly Accounts

As per Government order about the maintenance of Panchayat/ULB accounts,
every Panchayat/ULB shall prepare monthly accounts for every month and place
the same before the Panchayat Committee/Council at its first meeting held after the
10" day of the succeeding month. Monthly Accounts were not prepared in 24 GPs,
five BPs, one DP and two Municipalities.

2.5.3 Stock verification

Physical verification of stock was not done by 16 GPs, two BPs, one Municipality
and one Corporation.

2.5.4  Maintenance of primary financial records
(a) Cash Book

Guidelines about maintenance of Panchayat accounts and Municipal Accounting
Manual issued by the Government stipulate that all moneys received and payments
made should be entered in the cash book and it should be closed every day.
Monthly closing of cash book with physical verification of cash and reconciliation
of cash book balance with bank pass book balance under proper authentication was
to be made. Supplementary audit revealed the following deficiencies in the
maintenance of cash book by the LSGIs listed in Appendix III.
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o Cash book is the primary accounting record and over-writing is not
permitted. Erasure and over-writing were noticed in cash books maintained
by 17 GPs, seven BPs, one DP and one Municipality. Erasure and
overwriting were not certified in one DP, five BPs, three Municipalities and
17 GPs.

. The daily closing of cash book was not certified in 19 GPs, three BPs, six
Municipalities and one Corporation.

. Monthly closing of cash book was not carried out by seven GPs, four BPs
and three Municipalities.

. 10 GPs, two BPs, one DP and four Municipalities did not certify the
monthly closing of the cash book.

. 13 GPs, three BPs, one DP, three Municipalities and one Corporation did
not reconcile the cash book balance with pass book balance.

° Physical verification of cash was not done in 24 GPs, six BPs, one DP, five
Municipalities and one Corporation.

. A monthly abstract was to be prepared on the last working day of the
month showing the details of closing balance of cash, treasury and bank
account during the month. Two BPs did not prepare such monthly abstract.

. In 17 GPs, four BPs, two Municipalities and one DP, the functional

classifications of receipt and expenditure were not recorded in the cash
book.

(b)  Register of Advances

Guidelines about maintenance of Panchayat accounts stipulate that all advances
paid are to be recorded in the Register of Advances. Five GPs, two BPs and one
DP did not maintain Register of Advances. In six GPs and one Municipality, the
advance register maintained was incomplete. Non-maintenance/improper
maintenance of Advance Register could lead to deficient monitoring and
adjustment of advances.

(c) Deposit Register

As per paragraph 3.37 of the Government order of June 2003 which prescribed the
Accounting Format of Panchayats, each institution has to maintain Deposit
Register to watch the receipts as well as adjustment of deposits. The procedures
prescribed for the maintenance of Advance Registers were to be followed in the
maintenance of Deposit Register. One GP, two BPs, two DPs and one Municipality
did not maintain Deposit Register. Maintenance of Deposit Register was
incomplete in seven GPs and one Municipality.
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(d) Asset Register

Kerala Panchayat (Accounts) Rules, 1965, Kerala Municipal Accounts Manuals
and Government Order (December 2005) stipulate that each LSGI should maintain
records of assets owned by it. Two GPs and one Municipality did not maintain
Asset Register. The Asset Register maintained by 16 GPs, four BPs and one
Municipality was incomplete. Non-maintenance/improper maintenance of Asset

Register would have adverse impact on physical verification and proper
inventorisation of the assets.

During the five year period 2009-14, there was 109 per cent increase in total
receipts of the LSGIs. Of the total receipts during the five year period, the
percentage share of State, Central, Own revenue was 63, 22 and 13 respectively.
The amount spent on Productive sector accounted for only 7.54 per cent of the
total Development Expenditure during 2013-14 and 11.32 per cent during the last
five years 2009-10 to 2013-14, indicating that the LSGIs had given low priority to
Productive Sector like Agriculture, Animal Husbandry, Fishing, Industries etc.
With reference to the cost of projects formulated, the percentage utilisation of
funds in the LSGIs was only 57.01. There were shortcomings in the preparation of
budget, submission of the Monthly Progress Reports and Preparation of Monthly
Accounts.
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Failure of Athirappally GP to assess Entertainment tax under Category B of
Entertainment tax slab resulted in short levy of Entertainment tax of 32.90
lakh.

(Paragraph 3.1.10.1(i))

Action of Nedumbassery GP in revising the demand for compounding fee in
respect of the building constructed by the Cochin International Airport
Authority Limited based on Kerala Panchayat Raj Building Rules, 2011
instead of Kerala Municipality Rules resulted in short levy of ¥53.74 lakh.

(Paragraph 3.1.12.1(i))

Loss of revenue on account of non-realisation of rent in respect of 145 shop
rooms owned by seven LSGIs amounted to ¥1.29 crore.

(Paragraph 3.1.12.2(i))

Due to relaxation in the terms of contract in favour of the contractor without
any genuine reason, Thrissur Corporation suffered a revenue loss of ¥50.09
lakh.

(Paragraph 3.1.12.2(iv))
3.1.1  Introduction

The Local Self-Government Institutions (LSGIs) are entrusted with public
resources to deliver the programmes and services to the local people as per their
needs. The State Government and Central Government provide financial assistance
to the LSGIs for taking up various activities in their jurisdictional areas. As per
Section 230 of the Kerala Municipality (KM) Act, 1994 and Section 200 of Kerala
Panchayat Raj (KPR) Act, 1994, the LSGIs are empowered to levy and collect
local taxes like Property tax, Profession tax, Entertainment tax, Advertisement tax,
etc., and fees like licence fee on business establishments and permit fee on
construction of buildings from individuals and institutions located within their
jurisdictional area. The revenue receipts, which constitute a substantial portion of
its resources, are utilised for various developmental and maintenance activities.

3.1.2  Organisational set up

The Secretary is the administrative head of the LSGI. Levy and collection of tax
and other revenues is administered by the Secretary through the Revenue Officer
(in Corporation)/Revenue Superintendent (in Municipality)/Junior Superintendent
or Head Clerk (in Panchayat), who is assisted by Revenue Inspectors/Bill
Collectors and other administrative staff. The working of the Revenue Section is
supervised by the Deputy Secretary in Corporation.

The Local Self-Government Department (LSGD) exercises overall control of
LSGls through the Director of Panchayats, Commissioner of Rural Development
(CRD) and Director of Urban Affairs.

3.1.3  Audit objectives

The audit objectives were to assess whether:
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o the system existing in LSGIs was adequate to ensure that the entire revenue
realizable has been demanded, collected and accounted for properly; and

o the control mechanism was in place and necessary efforts were made to
minimize the risk of tax evasion and revenue leakage.

3.1.4  Audit criteria

The audit criteria were derived from the following sources:
e Kerala Panchayat Raj Act, 1994 and Rules made there under;
e Kerala Municipality Act, 1994 and Rules made there under;
e Kerala Financial Code, 1963;

e Budget Documents, State Finance Commission Reports, Government
Orders and Circulars.

3.1.5  Scope and methodology of audit

The performance audit covering the period 2009-10 to 2013-14 commenced with
an entry conference (I August 2014) and completed with an exit conference (25
March 2015) with the State Performance Audit Officer. Audit methodology
included scrutiny of basic records, registers and files maintained in the offices
selected, collecting information from LSGD, Directorate of Panchayats,
Directorate of Urban Affairs, issue of audit enquiries, obtaining replies, interaction
with officials, conducting site inspections, etc.

District Panchayats and Block Panchayats were excluded as they do not collect
taxes and their own revenue was negligible. Simple Random Sampling was used
for the selection of Grama Panchayats (GPs), Municipalities and Corporation.
Accordingly, five districts (out of 14), 40 GPs (from the selected districts), 20
Municipalities (out of 60) and one Municipal Corporation (out of five) were
selected vide Appendix IV.

Audit findings

The audit findings are organized into the following sections:

Tax Revenue Non-tax revenue
e Property Tax e Permit fee for building construction
e Profession Tax e Permit fee for laying cables
e Entertainment Tax e User fee realised in respect of facilities
e Advertisement Tax provided by local bodies

e Rental income from properties of LSGIs
e Fee for issuing licences
e Permit fee for removal of river sand
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3.1.6 Trend in revenue collection

Own revenue of the LSGIs constitute both tax and non-tax revenue. Details
regarding demand and collection of Own revenues by 61 selected LSGIs (out of

1043"), for the period 2009-10 to 2013- 14 were as follows:
Table 3.1: Own revenue of test-checked LSGIs

(Zin lakh)
;‘GPS‘ . . ’ o = ULBs - :

Yeur L. i m e =
- (Per - - fund (Per
Demand Collection Demand Collection cntl“;l'ellfed cent) Demand Collection | Demand ,‘Collgction collected | cent)

2009-10 | 1193.97 995.94 901.03 888.83 1884.77 - 5660.23 4573.73 3137.65 2870.45 7444.18 -3
2010-11 1413.89 1147.49 993.88 976.77 2124.26 12.71 6853.64 5097.21 4397.05 4075.84 9173.05 232
2011-12=-1593183 1389.26 1248.05 1226.10 261536 R 8177.34 6176.64 4493.02 3981.57 10158.21 10.74
2012-13 1787.04 1534.09 1275.28 1255.26 2789.35 6.65 8797.50 6761.29 5105.44 4357.04 11118.33 9.45
2013-14 | 2109.03 1767.34 OESEEL 896.51 2663.85 (-)4.50 | 9892.18 7695.69 5295.01 4412.40 12108.09 8.90

During the period 2009-10 to 2013-14, the growth in collection of Own revenue
was uneven both in the case of GPs and ULBs. In the case of GPs, the growth in
collection of Own revenue was highest during 2011-12 when it rose by 23.12 per
cent from the previous year’s collection, while during 2013-14, the growth was

negative. This was mainly due to low collection of Non-tax revenue such as user
fee, building permit fee, rent, etc., and decreased income from sale of sand. LSGIs

stated that the fall in collection was due to shortage of staff to demand the dues in

time and increase in the number of court cases. The reply was not tenable as it is

the duty of LSGIs to ensure collection of realizable revenue.

3.1.7 Taxrevenue

Tax revenue of LSGIs consists of Property tax, Profession tax, Entertainment tax
and Advertisement tax. Details of collection in respect of the above four taxes by

the LSGISs test-checked are shown in Table 3.2.
Table 3.2: Collection of taxes in test-checked LSGIs

(Tin lakh)

: Property tax Profession tax Entertainment tax | Advertisement tax Total tax revenue .
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