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| Preface IR

. This report has been prepared for submission to the’ Government of Gujarat in
o accordance with the ferms and conditions of the Technical Guldance and Superv1510n (TGS)
over the maintenance of accounts and audit of Panchayatl Raj Institutions (PRIs) and Urban §
~ Local Bodies (ULBs) by the Comptroller & Auditor General (C&AG) of India. This is the
- Second Report prepared on the perfonnance ‘of Panchayati Raj Instltutlons and Ulban Local

’ Bodles in Gujarat. -

2. ‘Based on the . recommendation of the Eleventh" Finance Commission

_reconmnendatlons the Government of Gujarat entrusted the Audit of PRIs to the C & AG of
India under Section 20 (1) of the C&AG’s (DPC) Act, 1971 for providing techmcal gmdance
and supervmon to the Dlrector of " Audit (Local Fund). Gujalat _

3. The Report consists of two- Parts Pan A contams observatlons on Panchayatn Raj
: Instltutlons and Part B contams observatlons on Ulban Local Bodles :

4, The ﬁndmgs detalled m thls Report are among those whlch came to notice during the
course of test audit of accounts during the year 2006- 07 and i 1ssues contlnued beyond 2006 07 -

are also mcluded wheriever ‘necessary.
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CHAPTER-I
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Panchayati Raj Institutions (PRIs) came into.existence in Gujarat from Aprll 1963 under the

Gujarat Panchayat Act 1961. This was amended
of the 73" . Constitutional Amendment Act, 19

in Apnl 1993.to mconporate the provxsnons
92 The Act envisages: decentralization of

‘powers to three tier Rural Self, Governing Bodies,, viz., Village Panchayats (\_"/P),v']l‘:zfx_luka
Panchayats (TP) and District Panchayats (DP). As per 2001 census, population of Gujarat is
5.07 Crore of which 3.17 Crore (62.64 per cent) resides in rural area. The last electlon of

'Dlstnct Panchayats and Taluka Panchayats was h
election of some of the Village Panchayats was he

eld in the month of October 2005. The last
1d in the month of April 2008.

There are 25 DPs, 224 TPs and 13,788 VPs in the State An or ganogram reﬂectmg the
7 orgamzatlonal set up of PRIs is glven below — '

A.t the State

Level

Rural Development Department ]

L Secretary, Panchayat Rural Housmg and

- Development Commissioner

At the District Level

Elected body headed by President and

D}istt'ict Development Officer -

assisted by Statutory Committees

- District Level Ofﬁcer ot‘ all departments (functional - -

controi wnth Head of Department of concemed

: Distriet _P.'anchayat Accounts Officer

.At' theTa‘iuka:Level B

Elected body headed by the President and.
assnsted by the Statutory Commlttees o

. Executive Ofﬁeer -
(Taluka Development Ot‘ﬁcen')




- At the Village Level

_ Elected body headed by Sarpanch o Executive Talati cum Mantri

' The Gujarat Panchayat Act, 1961 as amended in 1993 entrusted the PRIs with the tollowmgl_-; o
powers and functions (i) to prepare development plan/ Annual action plan (ii).to implement
schemes for economic development and social justice as may be drawn up by or entrusted
upon it (in pursuance of 11th Schedule of the Constitution), (iii) to manage and mairtain an_y
work. of - public - utility, and (iv) to collect revenue for utilization of such fund for

' Developmental Work. As per Section. 180(2) of the Act, the State Government may ‘entrust to
.a District Panchayat 29 functlons as mentloned n the 11" Schedule of the Constltutlon Out
of these, 14 functions' are fully devolved 5 funct1ons are partlally devolved and 10
qunctlons are yet to be devolved ' a : e

" The receipt of ]PRIs from all sources durmg the last three years endmg 7006 07 is given
~ below:- o A )

pees in Crore)

State Government Grant - 1 2978.20- -+ 330638 .- | 3564.88.
Govt. of IndiaGrant - | 47136 47277 | 74010
Own Revenue | 10862 |- 8223 | - 18211
Loans and advances =~ 3543 o 47.02 59.91

EFC/TFC Grant 113.50

Source: Annual accounts of District Panchayats.

"(i) Agriculture, including agricultural extension (ii) Minor irrigation; (jii) Animal Husbandry; (iv) Rural
housing; (v) Drinking water-water distribution; (vi) Roads, culverts, bridges, ferries, waterways; (vii) Fuel
- (Energy) and fodder; (viii) Minor forest projects; (ix) Poverty alleviation programmes; (x) Fair and markets; (xi)
- Health and sanitation, including PHCs dispensaries; (xii) Family Welfare; (xiii) Women and Child
: Deve]opment (xiv) Welfare of Weaker Sections in particular of the SC and ST.

(1) Primary and Secondary Education-Primary; (ii) Adult and non-formal education; (iii) Cultl.ual activities;

- "(iv) Social Welfare, including welfare of handlcapped and menta]ly retarded ) Mamtenancc of commumty
assets. .

(1) Land improvement, lmplementatxon of Land Rcforms, (i) Flshenes, (111) Soc1a1 Forestry ‘and Farm

" Forestry; (iv) Small scale mdustry, (v) Khadi, village and cottage industries; (vi) Rural electrification including v

distribution of electricity ; (vii) Non- conventional source of energy, (vm) T echmcal tralnmg and vocatxonal
educanon,(lx)leranes, () Public distribution system



The sectoral allocation of receipts and expenditure incuirred there against is given below.

Rs. in Crore)

| General . -'98.78 47. 29 : 71.43 62.59 ~191.82 , 112.Q7 .

| Services - . : e o]

I Social 2295.28 - 2239.59 | 2802.86 | 2608.02 | 3043 26 '2606.63
Services R . : o : -
Economic | 1277.62 1197.22 - | 111821 _ 82422 l451 77 B »1027..12" .
Services * ) : ) L s ' .
Loans =~ 3543 35.65 46.24 40.21 I 35.05

- It would be observed trom the table above that the percentage of utilization of fund on Socral
: Servrces was showmg decllmng trend for the three years under revrew

-_-_Drrector of Local-:l'*‘und Audrt'(DLFA) is’ :the prrmary audrtor for the PRls Detalls of

a 'completlon of audrt of PRIs by the DLFA trll 31st March 2008 are glven below:

2003-0;4' _All Districts’ All Talukas All Villages

2004-05 | 20 Districts of 25 | = 211 'l‘alukas _A_ll Villages
e Drstncts _
2005-06 - © 60 Talukas 2005 -08 under progress

VAs per schedule B to the Government of Gujarat Panchayat and Urban Housrng
Development Department Resolutton No. JPM/1089/4653/CHH/1 dated 13.11.1981; an

: internal audit system is in existence. This system has to ensuré and. strengthen ﬁnanmal
_control of the functionaries, departments, TPs and VPs as per Gujarat Panchayat Accountmg

“and Budget Rules 1973 and order issued from time to. trme ' R o

Eleventh Frnance Comrmssron (EF C) recommended that the Comptroller & Audrtor General- _

. of Indha (CAG) shall exercrse control and supervrsron over the maintenance of the accounts
and audlt of the PRIS ' ‘

- All P’Rls in the State attract audlt under sectlon 14(1) of CAG’s (DPC) Act l971 State
’Government also entrusted (May. 2005) the technrcal gurdance and supervision (’l‘GS) over
' thc audht of PRls to the CAG under Section 20(1) of the CAG’s (DPC) Act l971 '



Receipts & Payments accounts of VPs, TPs and all DPs are consolidated by Development
Commissioner, Government of Gujarat. The formats for Database on finance of PRIs as
prescribed by the C&AG had been accepted by the Government in September 2004 and
August 2007. However, these have not been operationalised so far (March 2008).

During 2004-05, Rs.139.23 crore on the recommendations of the EFC and during the period
2005-07, Rs. 372.40 crore on the recommendation of Twelfth Finance Commission (TFC)
were released to the State Government by Government of India. There was no delay in
releasing grant from State Government to DPs. No Grant has been released to the PRIs on the
recommendation of State Finance Commission.

As on 31 March 2008, there were 1419758 numbers of paragraphs in the Inspection Reports
issued by DLFA as detailed below:-

District Panchayats 36873
Taluka Panchayats 114724
1268161

o

§

U

<

Aggressive pursuance of DLFA is required for proper compliance of audit observations by
PRIs for settlement of these old outstanding paras.

As on 30th November 2008, 5383 number of paras of the Inspection Reports issued by
AG (Civil Audit) up to the year 2006-07 were still outstanding for want of reply from the
Auditee units.

With a view to ensure effective planning in coordination with the planning of the State, the
State Government constituted (1979) District Planning Boards(DPB) for each districts headed
by Minister in charge of the concerned District. The DPB have further constituted Taluka
Planning Committees for comprehensive development and making basic amenities available
to every village. The Taluka Planning Committees prepare proposals for the works to be
taken up under their respective talukas keeping in view the requirements of the Talukas and
send them to the DPB for sanction. The works are sanctioned by the DPB and allocated to the
PRIs for implementation.



-~ As per Para 163(1) of the Gu_]arat Panchayat Act 1993, Panchayats shall prepare annually the |

. budget on or before the 15th February of current year. The budgets so prepared and as

- approved by the General Body of the Pa_nchayats are sent to the Development Commissioner,
‘Government of Gujarat for approval.. R S L ’
_Further, in terms of Rule 161(d) of Gujarat Taluka and District Panchayat_ _Financial, N
~ Accounts and Budget Rules, 1963 and Para 126 of Gujarat Budget Manual Volur’“r"ie-}][,_ the

budget should be prepared in realistic manner. Budget should be prepared without over/under

estimation of receipts or expenditure. . ' j '

However, while cornp’aring the ,actu'als with the bu_dget estimates of five PRIs it was noticed

that budget estimates_'for the year 2005-06 have not-been prepared with due care as the

variations ranving from 9 percent to 81 percent were noticed as detailed in Appendﬁx=ﬂ

. In D1str1ct Panchayat Anand, it was noticed that the revrsed budgeted receipt was raised to ._
Rs. 215.50. crore from the ongmal budgeted receipt of Rs 185.40 crore’ whr]e the aetual'
receipt was only Rs. 54 60 crore : -

- On bemg pomted out, the PRIs rephed (April 2007) that the budgets were prepared on the -

basis of proposals made by- different ofﬁc1a1 of the District Panchayat/Taluka ]Panchayat '

- . Hence, there may be deviations in actuals as compared to-budget estrmates It was also stated .
: that suggestron of audrt in t'hxs regard is noted for future comphance '

' The State Government has not devolved all the functions envisaged in the 11th Schedule of

the Constitution. Though the formats for database on the finances of PRIs prescribed by CAG

have been adopted by the State Government, the same is yet to be rmpﬂemented Pendency of

- audit by DLFA and arrears in settlement of outstanding Inspection Report paragraphs of

- DLFA and AG (Civil Audit) indicates weak internal control system in PRIs. The budgetary
‘procedure was defective as- evident from the vanatlons noticed by audlt between budget
_estimates and actuals ' -

- The followmg measures are recommended for ensunng better accountabrhty system in PRIs

Q} All. ﬁmctlons envrsaged in the ]l‘h Schedule may be devolved to the PR}IS ‘Wltb .
transfer of adequate funds and Jﬁmctlonarxes =

[0} ‘Databa‘se on ﬁnances of PRIs may be mamtalned'ih the formats .prescribed by' CAG.
O Outstandmg Inspectron Report paragraphs may be settled by effectrve cornplrance
® Budgets may be prepared realrstlcally






CHAPTER-II

FINANCIAL MANAGEMENT






Delay in release of TFC grant of Rs 886 14 lakh to three tiers of PRIs hy the
Sabarkantha Dlstrnct Panchayat resulted in undue retention of grant - :

As per Para No. 17 of the ‘term and condltlon laid down by the State Govemment (.lanuary
2006) for release and utilization of TFC grants, the grants released: by the State Government
o - -the - District Panchayats. should - be _credited to the ‘accounts of the Taluka -
Panchayats/Vlllage Panchayats within 15 days from the date of 1ece1pt of funds from the
i’State Government, faxhng which it would attract mterest at RBI rate. : :

"_Scrutmy of -the records of the grants dtstnbuted undel ‘the: lecommendatnons of TFC:in
‘Sabarkantha DP revealed that there were: delays ranging from 3 to 151 days in- onward -
transfer of grants of ‘Rs. 886.14 lakh to- the Bank Accounts of Taluka. Panchayats/V 1llage '

’ ';-Panchayats as’ brought -out .in;the Appeudlx—ﬂ Interest at RBI rate on: delayed transfer of

- grants works: out toRs. 7.10 lakh

. The.Accounts Offic icer, DP Sabarkantha rephed (July ”007) that the gr ant xecelved mnJ anuary
- 2006 amounting to Rs. 2.20 crore could not be credited to bank accounts of Gram Panchayat
" within stipulated time due to non—ﬁnallzatlon of allocation to Village Panchayats and. also

non. avallabthty of Bank account details of thlage Panchayat ' ;

Excess expendlture of Rs. 9.59 crore over allotted fund wrthout obtammg prior
appmval from competent authonty e

As provided under Government Resolutton (April 1993) excess expendlture over allotted .

funds is not permitted. In case, excess expenditure is 1nev1table prior approval of the
competent authouty should be: obtamed before i mcurrmg such expenditure. In the absence of -

N : ».'-"'_fobtamtng prtor approval the excess expendlture 1s debntable to. Own Fund of Panchayat

During the test check of records for the ﬁnanclal year 2004 05 1t was notlced that Godhara" .

"~ DP &.16 TPs4 incurred excess expenditure. amountmg to-Rs.9: 59 crore over and above the_

allotted fund without- obtatnmg prior: approval from the competent authortty as detailed’in-

' Appendlx-lﬂ ‘The expenditure incurred had been debited to Govemment s Major Heads by -
drawing the funds from the PLA accounts common for all purposes. _Excess expenditure. over
allotted funds out of Government funds requires regularization by the Government.

Karjan, Kheralu Satlasna Padra, Hal\ ad, Sayala, Chuda, Hansot, KapadwanJ,Thasara Chotaudepur, Mandal
Borsad Tarapur, Vadali and Tala_]a
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Non disbursement of scholarship of Rs. 41.46 lakh and Rs. 74.37 lakh in Amreli and
Bhavnagar DPs respectively deprived the benefits to the students.

With a view to encourage students of Scheduled Caste / Scheduled Tribes, the State
Government released grants under various scholarship schemes. As per instructions of the
State Government, amount of scholarship was to be disbursed within two weeks of receipt of
grants by the concerned District Officer. The district level authorities have to see that no
eligible student of Scheduled castes / Scheduled Tribes is left without scholarship.

It was observed that during the year 2004-05, an amount of Rs.41.46 lakh pertaining to
scholarship was lying unpaid with Amreli District Panchayat (Social Welfare branch). It was
further noticed that out of total unpaid amount of Rs.41.46 lakh, Rs.38.36 lakh pertained to
the year prior to 2001-02. This has defeated the social objective of financial assistance and
deprived the intended benefit to the students.

Similarly, it was observed that scholarship amounting to Rs.74.37 lakh pertaining to welfare
of SC schemes (plan and non plan) was lying unpaid with Bhavnagar District Panchayat. Out
of Rs.74.37 lakh, an amount of Rs.55.06 lakh was pertaining to the period prior to April
2001. Due to non disbursement of scholarships, eligible students were deprived of financial
benefits intended by the State Government.

The Social welfare Officer, Amreli and Bhavnagar DP replied (November 2006) that because
of incomplete details in the applications, scholarships could not be disbursed. It was further
replied that the funds were also received in excess of requirement from the Government.
However the details of amount demanded and received were not furnished in support of the
arguments. The reply was also not acceptable as the applications received could have been
examined in time and got rectified. The excess funds could have been surrendered in time
instead of keeping the amount idle for a considerable period.

Four District Panchayats failed to encourage villages panchayats to avail the benefit of
District Development Fund resulting in the objective of the creation of the fund not
being fulfilled.

As per Article 223 of Panchayat Act, 1993, every District Panchayat has to maintain a
District Development Fund. The Village Panchayat shall contribute to this fund, every year, a
sum equal to the amount, calculated at the rate specified in sub Rule (2) of its income realized
during the preceding year from all sources including the income in the nature of grant
received from the State Government. The objective behind creation of this fund was to
provide loans to needy Village Panchayats under the District for the purpose of matters
mentioned in sub rule (1) to the Act relating to assigned functions of the Village Panchayats
and also for financing the Housing scheme for landless lobourers. It was noticed in audit that
no loan was disbursed by 4 District Panchayats test checked to any Village Panchayat. Any
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“concrete actron ‘taken was also not tal\en to encourage Vlllage Panchayats to avail the: beneﬁt
of tlns fund. In four Dnstncts Panchayats an amount of Rs. 11,17 crore remained unutllrzed m
the Dlstrlct Development mnd ason 31 March 2008 as detalled below - '

{Rs fim crore})

‘Porbandar o . -
.Bhavnagar =~ . - L 072
- Amreli 4

.lunagadh o

) l Thus the objectrve of creation ot the fund by the Government was not rulﬁlled

"Further, as provided under the Article 223 of Panchayat ‘Act, the Dlstrrct Panchayat was
1equ1red to maintain detailed accounts for each Village Panchayat and .at the end of-every
financial year, interest has to be credited to the accounts of the Village Pﬁanchayats. ‘The

~ District. Panchayats were also tequired to issue statement of accounts at the end of the

financial year. It was noticed that neither deta1led account were maintained nor- any interest
credited to accounts of Vlllage Panchayat and the statement of accounts ‘were also not.
: prepared ' '

Due to nen reconcrhatlou of balanees hetween Cash Book and Bank, an. amount of Rs
| 18.15 Iakh remained unreconcrled :

As per Rule 171 and 183 of Gujarat Taluka/l)rstnct lPanchayat lF'mancral and Budget Rules o

_the balances of Cash Book must be reconcﬂed with the balances of Banks Passbook at the
end of each month and difference, 1f any, should be sultably explarned through tootnotes in.
the Accounts. o : -

' '.Scrutlny of the records of Taluka Panchayat Vx_;apur Dlstrrct Mehsana revealed that there

‘was.a difference. of. Rs.18.15 lakh between Cash Book and bank Passbook as of September, .

-2007. The TP did not carry out reconcrhatxon and the dlfference was camedl forward in the -
books of account since 2000. ' '

Further, in violation of estabhshed procedure the Taluka Panchayat Vijapur opened a. current
‘account with Mehsana District Co-operatrve Bank without any valid authorrty, mstead of -
keepmg funds with the Treasury. . ' '

On this being pointed out, Taluka Development Ofﬁcer, Vrjapur replted (November 2008) '
that reconcrhatron would be done and mtxmated to audit. . ' '

12
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CHAPTER-III

TRANSACTION AUDIT






Inacnon of the Vl!lage Panchayats to recover arrears of various taxes resulted in huge '
outstandmg arrears of tax revenue, ~

As per Rule No-215 (1) of Gujarat Panchayat Act, 1993 any tax or' fees due should-be
" recovered on due date. A demand notice should be issued to the tax payer and concrete action
, shall be taken to 1ecover the tax due mcludmg sale of movable propelty in case of defaulter.

Durmg the- test check of ]3 VPs, it was notlced that as of 31 March 2007 an amount of S

Rs. 44.78 lakh on account of Water Tax, House Tax and Light Tax was outstandmg against -
_the total dues of Rs.78.70 lakh as detailed in Appendxx—W The recovery works out to only

45 per cent of the total dues. Expedmous action may. be initiated to recover the outstanding -~

taxes. .

Trregular extension of tlme for completum of work by the Bandhkam Sammes @t' three

"Dlstrnct Panchayats resulted in undue benefits to- the contractors in the furm of | .

non/short levy of llquldated damages

“As prov1ded in para 7.2 of Government of Indla s guidelines for Pradhan Mantri Gram Sadak L

“Yojana(PMGSY), the road works must be completed within a period of nine months- and in - |
- exceptional cases up to twelve months from the month of approval. Clause 2(i) and (iii) of the
terms and conditions of the contract prov1de that llquldated damages @ 0.1% of the contract

~value (max1mum 10% of the estimated value) is recoverable from.the contractor, if ]he fanls to

complete the work" within the’ stipulated period. Further, as per Government mstructlons',
(October 2005), Bandhkam SamitiesS of the District Panchayats are not the competent""'
authorities to extend the date of completion of works under the scheme. It was. however

observed in the followmg cases that the' Bandhkam Samities have irregularly extended: the i

date of complenon resulting in undue financial benefits to the contractors.
' (A)‘ Dlstrlct Panchayat Godhra.

. .The work of construction of rural road (package 17-14) was. awalded n Septcmber 2004 at ‘
' tendered cost of Rs.296.66 lakh to M/S Rao Construction Pvt.Ltd. The.work was to be.
completed by June 2005. However, the work was actually completed in June 2006 after delay :
~ of one year. The Bandhkam Samm of the District Panchayat- granted extensmn of time hmnt
up to 30 Junc 2006 due to land acquisition problem and monsoon. Though the recoveries on
- .account of liquidated damages at the rate of 10 per cent of the estimated cost work out to

-8 ACommittec‘s‘ constituted under District Pauchayat‘ for monitoring construction works ijthc district panchayt,
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Rs.29, 69 lakh, the Executlve Englneen DP Godhara had recovered on]y Rs 14 47 lakh from .
the contractor. : - .

The Executive Engineer while acceptmg the ‘Audit. observatlon stated (Apnl 2007) that

balance’ amount of “liquidated damages would be recovered from the contractor Futthel o

progress is awatted (.Uanuary 2009)
(B)

'Audtt scrutiny of work files mentioned below revealed that the” contractor fanled to complete - -

.the works in time for whlch liquidated damages amountmg to Rs. 65.37 lakh were requued to-
- be charged Detalls of works, estunated cost, delays etc. are gwen below:-

}Dnstrﬂet Panehayat ]Dahdd and Anand

- (Rs. in takh;)

Dahod | GJ/07/02 | 14150 |31.12.2001 | 30:06.2002 | 15.05.2004 | 684 | 1415 |
ez ] 17.01.2002 16.07.2002-| 25.07.2004 | 744 13.95
G704 | 1 17.01.2002 | 16.07.:2002°| 15.05.2004 | 669° 9.61

Anand | GI/03/01 | - |27.02.2004 | 26.08.2004 | 4.01.2005 '| 130 12.91

[ ayosioz | 27.02.2004 | 26.08.2004 | 15.01.2005 | 142 14.75

Thus it could be-seen from the above tab]e that in respect of 5 Works executed in2 dtstnct
Panchayats, there were delays rangmg from 130 to 744 days '

On being pomted out the Executlve Engmeer rephed (]Febmary 2007) that since the time
limits have been extended by the ]Bandhkam/Executt\,e Samiti of the district Panchayat '
liquidated damages can not be charged. The reasons for the extensions were shown as non-
avan]labthty of labourers scarmty of water non clearance of land and communal riots.

The District Panchayats, Godhara, Kheda and Anand did not maintain loan accounts in
respect of loans disbursed to beneficiaries for construction of houses. The recovery of
loan was also ndt effective resu}ltmg im an amount of Rs 12.83 crore pending recovery.

In order to provrde financial assistance to the a]llottees of resrdentlal plots for construction of-
houses, Government of Gujarat guaranteed HUDCO Toan to. Dlstrlct Panchayats v1de order'
No. CMS/ 1076/644’?/] 11 dated 25 August 1976. As per gutdehnes, the loan was repayable in
installment within’ maximum pertod of 10 years reckoned from the date of payment the-first
installment. Interest was Jpayab]le at the rate of 7.5 percent and 2. 5 percent penal interest was
to be recovered in case of any default by beneﬁmarles in 1epaymg loans. Gujarat Landless

14




Labourers and Halpati Housing Board (GLLHB) have been made as nodal agency to oversee

the loan disbursement and repayment.

As per Government of Gujarat Panchayat and Rural Housing Department’s resolution dated
28.12.1988 read with GLLHB’s letter No. 339/07 dated 21.06.2007, the District
Development Officer (DDO) has been personally made responsible for recovery of

outstanding loans under this scheme.

Scrutiny of records for the year 2005-06 revealed that the recovery of loan was not effective.
An amount of Rs. 12.83 crore was pending recovery from the beneficiaries as detailed below:

(Rs. in Lakh)

Godhara 145.74 18.76 - -- 164.50
Kheda 168.34 - - 463.76 632.10
453.68 15.30 16.93 - 485.91

The DDO did not maintained the detailed loan accounts for loan disbursed under the scheme.
It was also noticed that an amount of Rs. 3.35 lakh recovered prior to June 2000 was not
credited to Government Account and was lying with the DDO. Since loanee wise detailed
accounts were not maintained, outstanding loan against cach loanee was not available. Non-
maintenance of detailed loan accounts and non-recovery of loan installments were fraught
with the risk of financial frauds.
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PART-B

URBAN LOCAL BODIES






CHAPTER-IV

FINANCES AND ACCOUNTS OF URBAN LOCAL BODIES






Article 243 (W) of the Constitution of India. env1sages that the State Government may, by
‘law, endow the municipalities with such powers and authority as may be necessary to enable
them to function as institutions of self Government and such law may contain provisions for
"devolution of powers and respon51b1]ht1es upon rnun1c1pa11t1es ' '

: _' After the 74th Constntutlon Amendment, the Urban Local BOdlCS (ULBs) werc made full -
‘ ﬂedged and vibrant institutions. of Local. Self Government by vesting them with clearly
‘defined functions and responsibilities. Accordingly, the State Government reorganized (1993) "
_these institutions " into " three tier system of Urban Local Bodies namely Mumclpal
C:)rporatnons Nagarpalikas and Notlﬁed Areas. '

At present, there are seven Mumclpal Corpor: atlons 159 Nagarpahkas and ”3 Nonﬁes Areas.
The Nagarpalikas are classified into four categories on the basis of population as ascertained
in the preceding census: Each Nagarpalika is divided into a number of wards, which is
determined by the State Government having regard to population, geographical condition and
economic conmderaﬂon of the above. Elected members/councilors represent each ward. The -
' Nagarpalikas were constituted under the provisions of Gujarat Municipalities Act, 1964,
while the Municipal Corporations were constxtuted under the Bombay Provincial Municipal
~Corporations Act, 1949.

This Act has a.provision for audit of accounts of the Municipal Corporation by. Chief auditor
appointed for the purpose. The Examiner, Local Fund Audit does not have Jurnsdmuon over
- the audit of Municipal Corporatlons

_ The Population of Gujarat is 5.07 crore (2001 census) of whlch 1 90 crore (37 36 per cent) -
res1des in urban area The last Elcctlons were held in Febmary 2008. '

The Nagarpahka/Mummpal Corporation is body corporate having a Board of Counc1]lors All '
the ULBs consist of elected members (councnlors) from each ward.

The Pre51dent/Mayor, elected by~the majority of the Board.of Councildfs, is the executive
head of the ULB. The executive powers . of ULBs are exercised by the council. The
President/Mayor enjoys powers as is delegated by the Board Various commlttees are formed
to assist the Nagarpahka/Mumcnpal Corporatxons '
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The Chicf Executive Officer/Executive Officer appointed by the State Government is a whole
time Principal,‘ExeCutive Officer of the 'Nagarpalika/ Corporation. for adrﬁinist’r'éttive; control '
‘of the ULB. Other officers ‘are also appointed to discharge- specific function. Functions of
- CEO/EO include general supervision. control over the officials of the ULBs; organize board
meetings, and get the budget estimate prepared monitoring ‘and 1mplementatton of schemes
mcludmg actmg as the Drawmg and Disbursing Officer of the ULB.

The followmg organogram deplcts the structure of ULBs in the State of Gujatat =

Admnmstratuvc -

- Principal Secxetary Urban Housmg & Urban Dev elopment

Municipal Corporation - N o Nagarpalikas
Chief Executive Officer | R " Executive Officer -
T , e : I
L Chief Engineer Revenue Officer | (- Health Officer " Municipal | ~ Tax .‘Health
- : : - o . Engineer | .| Officer Officer
, Jr. Engineer . R e : ‘
' Elected Bodies
Municipal Corporation. R Nagat‘palikg'
Mayor = | " 0 pregident

Various Committees

** Various Committees

To function- as an mstltutlon of self- Govemment and to ‘carry out the respons1b1ht1es
confcrred upon them the ULBs cxer01se their powcrs and ﬁ.mctlons in accordancc with
- provisions of Sectlon 87 of : he Gujarat Mumctpahtles Act 1963 '

' Sectmn 87 of the Gujarat’ Mumclpahtles Act, 1963 p10v1des for vatious functtons to be

exercxsed in the sphere of Public Works6 Educat10n7 "Public ][-Iealth & Samtatton8 o
Development9 Town Planmngl 0 and Admmtstratlonl l

SN ammg streets and number of preuuses glvmg 1mmcd1ate rehef in the event of natuml ca]amxtnes
’ Estabhshmg & monitoring primary school ' . “
chulattng and abatting offensive or dangerous trades or practlce, securmg and removmg dangerous buxldmgs
_ or places and reclaiming unhealthy localities, obtaining a supply or and additional supply of wate, pr oper and

sufficient for preventing danger to:the health of inhabitants from the insufficiency or unwholesomeness of the

existing supply, when such supply or additional supply can be obtained at-a reasonable’cost, Public vaccination, :
- - watering public streets and places, cleamng public streets, mtroducmg and malntammg the’ system ot water
- closet, depositing night soil and rubbish, providing special medical aid accommodation. for the’sick in the time

of dangerous disease, establlslnng & maintaining public hospitals, dlspensanes and family planmng centres and
providing pubhq mcdlcat relief. g .
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o * Source: Municipal Finance Board/Director of Municipalities.

To- perform the above ﬂidfidns ULBs raises funds from- taxes, grants received from -
Central/State, EFC/TFC. grants and loans from financial ‘institutions. The receipts and sector '
wise cxpendlturc mcurrcd during the last three yeal cndmg March 2007 is glven be]ow '

A Recelpts

Rs. in Crore

1. | State Government grant - . 560.61 | - 457.29 636.17

2. | Government of India Grant 3649 . -4331 7727
"3 |OwnRevenue = ' 12151 ] 12243 | 132.69
"~ 4. |Loans - I T 018 - 040 0

5 | EFC grant, TFC Grant 13602 82.80 '

"B Expenditure

"1 | General 12683 | 19849 139.16 | 297.73 | 151.98 314.20 |.

sector .

Sector

13 | Social 49858 | 23057 280.64 |  539.07| 377.07| 353.66
Sector : 1. :

Loans

The expenditure on Social Services Sector although mer eased by 133 pel'cent in 2005-06 as
compared to 2004-05, the same was reduced by 35 percent in 2006-07 as compared to
preceeding years. Reasons for the reductlon were not furnished.

? Constructing, altering and maintaining public stfcoté soxidble acc'ommodatlon for chl'véa; cows andbdffzilvos '
printing such annual report of the municipal administration, paying the salary and contmgent expenditureon
account of such police or guards as may be  required by the mumcxpallty and lmprovmg agnculture by suitable- :
majors. '
1% Devising town planmng w:thm the lumts of borough accordmg to.the law. relatmg to town plannmu o
' Lighting public.stréets, places and buildings, extinguishing fires and protectinig lives and property when ﬂres_ -

occur. Removing obstruction and projections in pubhc places erectmg substantlal boundary malks and
registering blrths marriages and deaths, - 2 -

18.

2 | Economic .| 229.22|  285.86| 286.03 - 402.03 | 35848 |  501.74



Eleventh Finance Cornmission (EFC)'recornrnended that the Comptroller & Auditor General
. of India (C&AG) shall exercise control and supervision over the: mamtenance ot accounts and
audit of the ULBs. :

- The annual accounts of the ULBs were being prepared on ‘receipts and payments’ basis
- without exhibiting the position of assets and liabilities. Further the Accrual Based Accounting

System as suggested by CAG has been accepted and operationalised with parallel runnmg of
- cash based system on trral basis in selected ULBs

The formats for Database on finances of ULBs as prescribed by the C&AG have been
accepted by the Government (September 2004 & August 2007); however these are yet tobe
' operatronahsed (March 2008). . :

DLFA is the primary Auditor of the Nagarpalika whereas in case of Municipal Corporations,
~ this work has been assigned to the Chief Auditor of the respective Municipal Corporation
- Details of completion of audit of Nagarpahka by the DLFA tlll 31st March 2008 are given

below:

- 2003-04 : . 159 ‘ 142
2004-05 - 159 . 141
2005-06 - 159 ’ _ - 26

* There are 139417 numbers of paras of Inspection Report as-issued from time to tinre by
DLFA outstandmg as on 30 June 2008. This needs the aggresswe pursuance to get the proper
comphance for closrng outstandmg paras '

The State Govemment constituted Dnstnct Planning Board (DPB) (1979) for each District
headed by Minister in charge of the concerned district. The Government nominates the
member from the presrdents of the Nagarpalikas of the State. The N.Ps send proposals of the

work to be taken up in their respective areas to'the DPB for approval. The DPB approves the
works and allocate to the NP for executron/umplementatlon

Accounts for the period 2003-06 of 20 NPs were; planned and audlted durrng 2007- 08
Results of audrt are’ grven in the succeeding’ chapters
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* The State Government has not devolved all the Afunctions enlisted in the 12th Schedule of the

Constitution to the ULBs. Though the formats for database on the finances of ULBs

' presoribed by. CAG have been adopted by the State Government, the same is yet to be

operationalised.. Pendency -of : audit by DLFA and arrears in settlement -of -outstanding

_ -_v’Inspection Report paragraphs of DLFA and AG (ClVlll Aud1t) 1ndlcates Weak 1ntemal control
. system in ULBs. »

The following measures are‘-'recohnnended for ensuing better accountability system in ULBs.

@ All functions enlisted in the 12™ Schedule - may be devolved to the UlLBs Wlth' '
adequate funds and ﬁmctionanes : : '

@ Database on finances of ULBs may be mamtamed in the formats. prrescrlbe by CAG.

D - Outstandmg Inspectlon Reporc paragraphs may be settled by effective comphance. -

20



.\/v‘. -l




CHAPTER-V

FINANCIAL MANAGEMENT
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In Amreli Nagar Palika, the estimates of receipt and expenditure included in the Budget
were not realistically prepared. Non-enhancement of water charges resulted in
expenditure on water supply schemes far exceeding the user charges collected every
year. Ineffective collection of taxes resulted in huge arrears of tax revenue.

As per Section 76 of Gujarat Municipal Act, 1963 read with Article 24 to 27 of Bombay
Municipal Account Code, Nagar Palikas are required to prepare the budget estimates for the
income and expenditure for the ensuing year and lay before the general meeting of the Nagar
Palika which shall be held between the 10 January and 15 March as may be fixed in this
behalf by the rules of the Nagar Palika. The ways and means of advances will also be decided
by the Nagar Palika and no sum shall be expended by or on behalf of the Nagar Palika unless
such sum is included in the budget estimates. These budgetary control systems were provided
to have a better financial control. If these procedures are not properly followed, there are
chances of mismanagement of funds and failure in achievement of targeted goals.

Scrutiny of accounts of Amreli Nagar Palika for the period 2003-04 to 2005-06 revealed
that:

(i) The estimates of receipt and expenditure included in the Budget were not realistic
and highly inflated as during these years the actual receipt ranged from 41.55 to
55.56 per cent whereas the expenditure ranged from 38.32 to 54.20 per cent of the
budget estimates. Details were as under:

Rs. in crore

2003-04 13.79 5.73 41.55 13.78 5.28 38.32
2004-05 15.19 8.44 55.56 15.18 6.25 41.17
2005-06 18.23 7.78 42.68 18.23 9.88 54.20

(ii) As envisaged in State Government Resolution No. P & RD/MSW/1026-4587/F
dated 23 October 1966, water supply scheme should be run on ‘No Profit & No
Loss’ basis. This was again reiterated by the State Government in January 2003.
However, it was observed that the expenditure on water supply scheme far
exceeded the user charges collected every year. There is a need for enhancement
of water charges and expedite the collection of arrears of water charges as detailed

below:



2003-04 13921, 42.10° 2.89
2004-05 34.91 85.62 _50.71
zoo.5=06‘ o '36'.6'0 6731 3071

(111) As per sectlon 133 (1) of the GuJarat Mumclpahtles Act 1963 Nagar Pahka :
_ should recover taxes from public for the basic amenities prov1ded If the amount 1s' '
ot ‘paid, the same was. to bé recovered through Revenue Officers by sale of
movable property or attachment and sale of immovable property Howeve1 itwas
observed that the recovery of water tax, property tax and drainage tax was.very
" low and an amount of Rs. 2.65 crore was outstanding’ as on. 31 March 2006.
Details of outstandm Jid taxes pending recovery were as under » ’

House tax 1155.16 128.83 28399 | - 9827 185.72
| Water tax 105.70 3.65 | 10935 | 29,45 79.90

Gutter . 0.05 - 028 | 033 0.13 0.20°

collectlont X ’ ’ v ‘ ’

" On this. bemg pomted out, the Chref Off icer assured (M[ay 2007) that cost cutting measures
* would be taken and' expendlture would be controlled and necessary steps. would al so be taken
to augment the source of i income. oo '

Non-enhancement of water charges by ﬁve Nagarpalikas’ ‘resulted in expendnture on
water supply schemes t‘ar exceedmg the user charges collected.

Scrutiny of record of five Naoarpahkas tevealed that the dlrectlves of the State Government

to make the water distribution system self reliant was not followed as these Nagarpahkas ‘
continue to incurloss on the water supply scheme. The expend1ture on mamtenance of water
supply works was much more than the water charges collected from the beneﬁc:anes durmg_

2005-06. The detatls were as under:
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incurred an excess expenditure of Rs. 2.79 crore on water supply scheme during the year
2005-06.
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1 Chandkheda 17.86 91.40 73.54
2 Dahegam 17.00 48.93 31.93
3 Petlad 72.06 112.36 40.30
4 Kalol 36.00 120.00 84.00
5
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CHAPTER-VI

TRANSACTION AUDIT
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Patan N agar Pahka failed to credit the Education Cess collected upto March 2003 to the
Srate Government account resultmg im arrears of Rs.l 65 crore s&nﬂ to be crednted to

| State Govemment accounts.

, .detalled under

.Under Section 12 of GUJarat Educatlon Cess Act — 1962 educatlon cess was levned and

collected by Municipal Corporanon, Nagar Palika as the case may be. Nagar Palika was

- reécovering the taxes on behalf of the Government and was looking after the responsibility of L

primary education. From the year 1992-93, Govemment fixed a ratio for grants to. ULBs for
maintenance of schools according to the percentage of educatlon cess deposnted to

~ Government Account by the ULBs § o .
It was observed that up to the- year ended 31 March 2003 the educatlon cess collected by- _

Patan, Nagar Palika was credited to its.own fund. However, dunmg the subsequent years, the .
Patan’ Nagar Palika transferred- the amount m excess of the collectuon to Governmcnt as

 (Rs. in iakh)

- | Upt031-63-2003
1 200304 "

| 2004-05

2005-06 - _

2006-07

As .on 31 March 2007 amount of Rs 165 crore was stlll to be credlted to State.'
Goverrnnent o ' .

The Chief Officer, Nagar ]Pahka, Patan stated (May 2007) that due to ﬁnancnal constramts'
faced by the Nagar Palika, the education cess collected has been unhzed for the day to day’

- expendhlture of the Nagar Palika.’ However nt was assured that the remannng amount would'
“be credlted to Stafre Government in due course S I
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Failure of the Patan N agar}pallka to pay the ellectrnenty brlls wathm due dates resulted in
| avoidable payment of delayed payment. eharges : S

Government of. GuJarat Urban Development and- Urban Housing Department vide circular
. No-GEB / '112003/M- 24/R dated 16 August 2003 ‘instructed all Naga1 Palikas that they
should pay thelr electrlcrty bills regularly and for this- purpose the Nagar Pallkas were
* authorized to mcrease property tax, “water charges and other taxes ’l[‘he lDlrector of

Mumcrpahtres vide circular dated 27 luly 2003 also. lssued the mstructrons to all N agar Pallka'

for payment of electrlc1ty brlls regularly

It was observed that Patan Nagar Palika falled to pay electrrcnty bllls pertamrng to 18 bore
wells and pumpmg stations on time and an amount of Rs. 32.46 crore was payable to Uttar
'Gujarat Vl_] Company lLtd as on 31 March 2008 whlch included delayed payment charges of
Rs.20.48 lakh for the year from 2004-05 to 2007-08.

: ]Further it was noticed that though the Nagar Palrka had an average cash balance of Rs 335

crore. durmg the last three years endlng 31 March 2007 it did not pay the amount in.time.
. This resulted in- levy of delayed payment charges. of le 20.48 lalch for these years.. It was

also observed that Nagar. Pahka had not taken any 1mt1at1ve to 1ncrease the rates/charges of -
~ property tax, water charges and other taxes and make the payment of electrrcrty ‘bills in trme i

" This led to accumulatron of arrears of Rs 32.64 crore whlch could have been avoided.

Amreh Nagar Palika incurred unauthorized expendnture ol‘ Rs.1.40 crore dnrmg 2003-

04.to 2005- @6 on engagement of dally wages staﬁ' in excess of permrssnhle [fmit.

As per GUJarat Government Panchayat llousmg and Urban lDevelopment G. R.No.-
'155/1178/3 827/Mlum dated 12 June 1978, Nagar l’alrkas are-not- authonzed to create any post
- without the prior approval of State Government However to meet the day to day exigencies,

~ the Nagar Palikas were permitted to engage daily wages staff ‘up fo 10 per.cent of their R
~ sanctioned strength. Section 260 of the Nagar Palika: Act, 1963 also prevents the Nagar

 Palikas in extravagance in employment of staff/personal

It was obse'rved that Amreh Nagar Palrka engaged and deployed darly wage employees n
excess of 10 per cent of the sanctloned strength and incurred unauthorized. expenditure of
Rs 139.81 lakh durmg 2003-04 to 2005 06. The Regronal Drrector Municipalities, Rajl-'ot had

instructed Amreli Nagar Pahka in November 2000 not to employ darly wagers in excess of
the permrssnlble llmlt : :
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e '\'Ahmedabad B
. »the ll"’ day of June 2009

'.g;"‘_"_k,populatlen and municlpal 11m1t 1t was necessary to efnploy dally wagers Reply is not'-ff-"“_"-"- :
~tenable as nelther steps ‘were. taken by the ‘Nagar Pahka to ‘increase the: sanctioned strength . * .
‘ ’,nor pnor approval of the Government was obtamed before employmg dally wage employees )

m excess of the perm1ss1b1e 11m1t

S (Lecal Bodies Audnt& Accounts)
A “’Gujarat’ Ahmedabad o

Accoumans Sepefal (le Audrt)

Rajkot

: ' _the 11 day of June 20&99 : Ll L ~»'-Gujarat‘c Rajkot
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APPENDIX-I

Statement showing the variation in Budget and actual for the year 2005-06.

(Reference Paragraph 1.10)

Receipt (Rs. in Lakhs)

G

1 Kheda District 3554 4840 1286 36
2 Anand 18540* 5460 13080 71
3 Dhanpur Taluka 1218 734 484 40
- Mahudha Taluka 931 1395 464 50
5 Mansa Taluka 1478 1043 435 29
6 Matar Taluka 1306 1596 290 22
7 Virpur Taluka 1512 1205 306 20
Expenditure (Rs. in Lakhs)

1 | Kheda District 3595 4008 413 11
2 | Anand District 18583* 3444 15138 81
3 | Dhanpur Taluka 1218 707 510 42
4 | Mahudha Taluka 983 1272 288 29
5 | Mansa Taluka 1478 1043 435 29
6 | Matar Taluka 1311 1437 124 09
7 | Virpur Taluka 1511 1174 336 22

*The budget estimate for receipt was revised to Rs. 21550 lakh and that of expenditure was
revised to Rs.21634 lakh.
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Smttemem sllmwmg deﬁay in trans}ferrmg mf grams under TWelfth Fmamce Commnssmn o

3
Taluka |
']Panchayat'

3.0L 2006

APPENDIX=HI

(Referemce Paragraph 2 13.)

18.01.2006 "

+15.02.2006 |

Vxllage

. Panchayat'

B 3.01‘i200’§.

18.01.2006

17.06.2006 | -

B 21950

Taluka
Panchayat

16.05.2006 |

1.06.2006

21.06.2006

0.25 -

Vlllage

.]Panchayat ‘

16.05.2006 |-

“1.06.2006 .

17.06.2006

76.00 -

0720.

Taluka.

.22.12.2006
, ]Panchayat -

16.01.2007 -

11.01.2007

- 147.88

012

'1/22:12:2006 -

;o

6.01:2007°

| 9.01.2007
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 APPENDIX-IIX

~ Statement shomng Major Head wise excess }expendimré over afﬁ‘ﬂotted';_mnds.

(Referencé Pamgn}aplj 2,2) -

. (Rs.inlakh)

29.

2020 0.36. -0.24 0.44
2029 L10 | - 094 13.48 -
- 2047 |- 0.00 012 094 -1.06
2053 590 | - 4004 - 18.26 -58.30
2059 | -65.85 | -91.50. 2565 8740 6175
2202 -13.49{ 1,061.93 1,048.44 1,152.11 -103.67
2205 1629 | 039 | - -15.90 039 £16.29
2210 | -24.09 | 209.97 18588, | 23400 48.12.
2211 | -8.84 7| 100.49 91.65 15269 |- -61.04
2215 | -28 | 0 289 000 -2.89
216 | 2147 | 7631 | 5484 100.37 -45.53
| 2235 259|031 | -128 281 -4.09
2236 | 846 | 14005°| = 14851 186.82 -38.31
2245 | -148.72 | 123.92 2480 - 5688 -81.68
2401 | 469 | 1518 £ 10.49 1851 802
2425 356 | 4.16 060 459 -3.99
© 2501 2841 | 453 ~.-23.88 10.81 -34.69
2515 |-29.60 | 619.74 | 590.14 770.94 -180.80
2553MP |l el e
Fund) | 627 | 3537 | 4l64 76227 | 3458
1thF.C. | -179 | 17029 | 16850 | -36.33
3054 | -603.83 | 1,218.71 61488




APPENDIX- IV

Statement showing outstanding taxes of Village Panchayats
(Reference Paragraph 3.1)

Asodar Anklav/Anand | 2006-07 0.68 217] 285 0.32 1.74 2.06 0.36 043 0.78 28
Munjkuva --do-- --do-- 0.37 0.23 0.60 0.07 0.13 0.20 0.30 0.10 0.40 67 |
Bhadran Borsad/Anand --do-- 6.09 10.72 | 16.81 3.04 894 | 11.98 3.05 1.78 4.84 29
Ambav Anklav/Anand --do-- 0.26 0.42 0.68 0.12 0.12 0.24 0.13 0.30 0.44 65
Nar Petlad/Anand --do-- 2.76 3.02 5.78 1.31 2.07| 3.38 1.46 0.95 241 42
Mabhelav --do-- --do-- 1.88 2.47 435 1.31 2,11 341 0.58 0.36 0.94 22
Sanosara Sihor/Bhavnagar --do-- 4.25 256 | 6381 0.97 .46 | - 2,12 3.29 1.40 4.69 68
Tana --do-- --do-- 2.60 3.31 592 0.89 2.05 2.94 1.} l'.26 2.97 50
Devgana --do-- --do-- 263 1.90 4.53 0.70 0.66 1.35 1.93 1.24 3.18 70
Aambla --do-- --do-- 5.03 2.27 7.30 0.23 0.14 | 037 4.80 2.13 6.93 95
Alang Talaja/Bhavnagar | --do-- 0.70 0.59 1.29 0.03 0.14 | 0.17 0.67 0.45 1.12 87
Trapaj --do-- --do-- 3.46 220| 5.66 0.61 0.41 1.02 2.86 1.78 4.64 82
Mandal Mandal/ --do-- 10.13 599 | 16.12 2.19 248 | 4.68 7.94 351 1144 71
Ahmedabad
=
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