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ACCOUNTABILITY FRAMEWORK
AND FINANCIAL REPORTING IN
PANCHAYAT RAJINSTITUTIONS

The receipts of Zilla Panchayats (ZPs) and Taluk
Panchayats (TPs) increased by 13 per cent and the
expenditure relating to State Grants and assigned revenue
increased by 15 per cent during 2016-17 as compared to
2014-15.

There was short receipt of Fourteenth Finance
Commission (FFC) grants by ¥23.10 crore as duly elected
bodies existed only in 5932 Gram Panchayats (GPs) out
of existing 6,022 GPs.

Thirteenth Finance Commission (TFC) grants of ¥13.92
crore, which included an interest of ¥7.66 crore and FFC
grants of ¥55.84 lakh were not released to GPs but were
invested by the State Government in sweep-in deposit
accounts.

The Inspector General of Registration and Commissioner
of Stamps had not transferred the required additional
stamp duty for the year 2016-17 to TPs (October 2017).

The State Government appointed (March 2014) different
Government Officers as Ombudsmen for different tiers of
Panchayat Raj Institutions (PRIs) and specified that the
Ombudsmen would report to Government. This was
against the spirit of the TFC which recommended
appointment of an independent authority for investigating
complaints of corruption and maladministration.
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There was a delay in submission of annual accounts for
the year 2016-17 by ZPs (5 to 86 days) and TPs (5to 110
days) to the Accountant General. As of March 2017, 1,735
(46 per cent) Inspection Reports (IRs) containing 4,149
paragraphs (25 per cent) were pending for more than 10
years, indicating inadequate action on the part of Chief
Executive Officers (CEOs).




COMPLIANCE AUDIT - PRIs

2.1 Inadmissible payment of special allowance

3,287 Drawing and Disbursing Officers in 30 districts had
paid (August 2008 to September 2017) special allowance
to 7,244 teachers/lecturers appointed after 1st August
2008 in contravention of the Government's instructions,
resulting in inadmissible payment of ¥8.33 crore.

The State Government accepted the audit observation
and stated (9 November 2017) that the Commissioner,
Department of Public Instruction had instructed (4
November 2017) all Deputy Directors of Public Instruction
to recover the amount from primary and secondary
school teachers concerned. The details regarding action
initiated to recover the amount from pre-university college
lecturers and status of recovery from primary and
secondary school teachers were awaited.
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2.2 Unfruitful expenditure on construction of
Block Education Officer's office building at
Tumakuru

Insufficient and staggered release of funds by the
Government resulted in non-completion of the Block
Education Officer's office building at Tumakuru despite
lapse of eight years and unfruitful expenditure of ¥ 50 lakh.

The State Government accepted the audit observation
and stated (November 2017) that the stretched release of
funds over a period of six years led to cost escalation and
non-completion of the work. It further stated that the
estimate of ¥57 lakh was not approved as the funds
earmarked for a particular work could not be revised and
earnest efforts would be made to resolve this issue.




2.3 Unproductive investment on a water supply
scheme

A water supply scheme to Nagaral and five other villages
in  Mudhol taluk, Bagalkot district, remained
non-functional due to sub-standard execution and
inordinate delays in taking up remedial measures. This
resulted in unproductive investment of ¥9.70 crore,
besides depriving the targeted population of safe drinking
water supply even after 10 years of sanction of the
scheme.

The State Government accepted the audit observation
and stated (October 2017) that the contractor’s progress
was slow and his response to division's notices was poor.
It further stated that after obtaining the suggestions from
experts and approval of balance works, the extra cost
would be calculated and recovered from the contractor.
However, no action was initiated against the officials who
had failed to ensure due diligence in execution of this
work. The possibility of further cost and time overrun
could not be ruled out.




2.4  Unfruitful expenditure on a multi village water
supply scheme

The selection of a source that was not reliable and
appropriate for a water supply scheme to Metagudda and
seven other villages in Mudhol Taluk, Bagalkot district
resulted in non-commissioning of the scheme for more
than six years thereby rendering the expenditure of ¥3.98
crore unfruitful.

The State Government accepted the audit observation
and stated (October 2017) that action would be taken to
execute the work immediately on receipt of the approval
and funds for balance works. No accountability, however,
was fixed against the officials who were responsible for
taking up the work  without  ascertaining
reliable/appropriate source of water.

2.5 Non-utilisation of funds for construction of
pre-matric boys’ hostel building for Scheduled Tribe
students

Zilla  Panchayat, Chitradurga failed to ensure the
availability of land before releasing ¥30 lakh to Nirmithi
Kendra, Chitradurga, for the construction of pre-matric
boys’ hostel building for Scheduled Tribe students. This
contravened the codal provisions and resulted in funds
remaining unutilised for more than seven years.




The State Government (Rural Development and
Panchayat Raj Department) stated (October 2017) that
action would be taken to either refund 30 lakh along with
interest to the Director of Tribal Welfare Department or
remit it to the receipt head concerned. The State
Government (Department of Social Welfare) stated
(October 2017) that CEO, ZP Chitradurga had been
instructed (October 2017) to remit ¥34.22 lakh along with
interest thereon to Deputy Commissioner, Chitradurga for
utilising the amount towards the on-going work at
Holalkere Town. The status of remittance was awaited
(November 2017).

2.6 Non-utilisation of funds for construction of
anganwadi centres

Zilla Panchayat, Chitradurga violated the codal provisions
of ensuring availability of land before entrusting the
construction of five anganwadi centres. This resulted in
non-utilisation of ¥20 lakh for more than five years
besides depriving the anganwadi children of intended
benefits.

The State Government accepted the audit observation
and stated (October 2017) that GPs would be instructed
to release their contribution and action would be taken to
complete the works through Nirmithi Kendra, Chitradurga.
The reply did not address the audit observation regarding
entrustment of work without ensuring availability of
requisite land.



ACCOUNTABILITY FRAMEWORK AND
FINANCIAL REPORTING IN URBAN
LOCAL BODIES (ULBs)

Out of 18 functions, the function of Fire Services had not
been devolved to ULBs.

As of March 2017, 132 IRs containing 1,911 paragraphs
were pending for more than three years, indicating
inadequate action on the part of ULBs.

The State Government did not have an Internal Audit Wing
j] to oversee the functions of ULBs.

Karnataka State Audit and Accounts Department has not
audited the accounts of Bruhat Bengaluru Mahanagara
Palike (BBMP) for the years 2014-15to 2016-17.

BBMP had not remitted the entire health cess of ¥857.73
crore collected to the State Government and the balance
of library cess (X183.35 crore) and beggary cess (X109.86
crore) were also not remitted to the departments
concerned.

The State Government released only ¥5,685.58 crore
= (6.47 per cent) of Non-Loan Net Own Revenue Receipts
5 (NLNORR) as against the stipulated ¥8,875.07 crore (10
per cent) during 2016-17.

The State Government did not release interest amounting
Q to X1.70 crore to ULBs for delayed transfer of FFC grants.
=

BBMP, though ineligible, received I81.77 crore as
performance grants during 2016-17.




CHAPTER

THEMATIC AUDIT

4.1 Collection and Remittance of cesses in Urban
Local Bodies

Cess is an additional tax levied by the Government to raise
funds for a specific purpose. The State Government
enacted various Cess Acts mandating the levy of cess,
elaborating on the rates of cess to be levied and the
method of levy. The cesses under consideration in this
report are to be collected by the ULBs and remitted to the
respective heads of account/institutions.

The thematic audit was conducted through test check of
records in 32 ULBs, covering the period from 2012-13 to
2016-17, with the objective of ascertaining the
compliance with provisions of the different cess acts and
rules and other instructions issued by the State
Government.




The findings noticed during audit in the test-checked
ULBs are as follows:

Status of cess collection and remittance

The status of collection and remittance of various cesses
leviable on property tax, in the State as a whole, for the
period 2012-13 to 2016-17, is depicted in Chart below.
Out of 270 ULBs (excluding BBMP and four Notified Area
Committees), Director of Municipal Administration (DMA)
furnished the information of health and beggary cess for
225 ULBs and library cess and Urban Transport Cess
(UTC) for 250 ULBs.

Chart: Collection and remittance of cesses levied on
property tax by ULBs during the period 2012-13 to
2016-17
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H Collection 185.31 105.17 38.00 17.84
Amount to be remitted 166.78 94.65 34.20 17.84
¥ Actual remittance 34,71 92.76 27.31 7.21
H Non-remittance 132.07 1.89 6.89 10.63

Source: Information furnished (August 2017) by DMA
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We could not correlate the collection of the cesses
depicted above with the collection of property tax as DMA
furnished the data on property tax for 217 ULBs for the
period 2012-13 to 2015-16 and for 254 ULBs for the year
2016-17.

Further, the data was also inconsistent as the figures of
property tax included cess component in respect of a few
ULBs and excluded the cess component in a few ULBs.

We also observed that the growth rate of remittance of the
above cesses did not correspond with growth rate of
collection during the period 2012-13 to 2016-17.

Non/short levy of cess

17 out of 32 test-checked ULBs had failed to levy and
collect ¥53.85 lakh as health cess on ¥3.59 crore
collected as advertisement tax for the period 2012-13 to
2016-17.

27 out of 32 ULBs had not levied UTC of ¥69.28 lakh on
property tax of ¥34.64 crore collected for the year
2013-14.

Urban Development Department had not prescribed any
modalities for levy and collection of the infrastructure
cess despite the Government having issued the
notification in February 2004. Consequently, two
test-checked City Corporations, Ballari and Belagavi failed
to collect the infrastructure cess of ¥2.66 crore.
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Remittance of cess

There were instances of non-remittance (X31.85 crore)
and short remittance (X21.75 crore) of various cesses
(Health, Library, Beggary, UTC and Labour cess) levied and
collected by the test-checked ULBs.

The non/short remittance of cesses collected by ULBs
resulted in irregular retention of the amounts collected
besides defeating the objective of levy of these cesses.

¥25.25 crore retained by six test-checked ULBs was
utilised towards payment of wages, administrative
expenses, payment of work bills for water supply works
and for miscellaneous works, resulting in diversion of
cess amount.

Five out of 13 CCs/CMCs test-checked, short remitted
Slum Development Cess of ¥11.12 lakh during the period
2012-13t0 2016-17.

Monitoring and utilisation of cess by the receiving
departments

The percentage of remittance to departments with a
monitoring mechanism (Department of Libraries and
Department of Social Welfare) was significantly higher
than those without a monitoring mechanism (Department
of Urban Land Transport and Department of Health and
Family Welfare).

Library cess, beggary cess, UTC and slum development
cess were largely utilised for the intended purposes. The
utilisation of labour cess was poor and needs
examination by the Government. There was no evidence
for utilisation of health cess by the department
concerned.




COMPLIANCE

AUDIT URBAN LOCAL BODIES

4.2 Avoidable payment of interest

Urban Development Department, Bruhat Bengaluru

—~ Mahanagara Palike and Special Land Acquisition Officer,

@ Bengaluru, failed to ensure timely settlement of land

N compensation to M/s SV Global Mills Limited, resulting in
avoidable payment of interest of ¥12.26 crore.

The State Government (UDD) stated (November 2017)
that delay on the part of BBMP was due to release of
j funds by UDD in two instalments. The reply does not
I address the audit observation regarding delay by UDD in
g releasing funds to BBMP and erroneous deduction of

income tax by BBMP  The reply from the Revenue
Department was awaited (November 2017).

4.3 Loss of revenue due to non-collection of urban
transport cess

BBMP failed to comply with the Government'’s instructions
and thus, lost revenue of Y9563 crore due to
non-collection of UTC during 2013-14 to 2016-17.

The State Government stated (November 2017) that
BBMP had not collected UTC in view of the Council's
— | resolution (May 2014). The reply is not justified as such a
- resolution was contrary to the provisions of KMC Act,
1976 and reasons for non-compliance with the
Government'’s instructions were not furnished.
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4.4 Short levy of ground rent

BBMP awarded the work of removing existing bus
shelters and development and maintenance of 288 new
kiosk type bus shelters and allowing commercial
advertisements for a period of five years to five agencies.
These agencies were liable to pay ground rent along with
service tax thereon. However, BBMP failed to adopt the
applicable rates of service tax resulting in short
levy/realisation of ground rent aggregating ¥57.58 lakh.

The State Government accepted the audit observation
and stated (November 2017) that service tax and penalty
would be recovered from the agencies and remitted to the
Service Tax Department.

4.5 Loss of revenue due to non-collection of
enrolment fee

Commissioner, BBMP failed to ensure enrolment of film
theatre owners as commercial advertisers and
consequently did not collect enrolment/renewal fee
resulting in loss of revenue of ¥29.89 lakh.

The State Government stated (November 2017) that
details of cinema theatres would be obtained from the
Commissioner, Entertainment Tax Department and action
would be taken to levy advertisement tax and penalty.
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4.6 Avoidable payment due to non-reduction of
contract demand and non-maintenance of power factor

City Corporation, Shivamogga, failed to initiate action to
get the contract demand reduced in accordance with
consumption and did not maintain power factor at the
prescribed level resulting in avoidable payment of ¥46.32
lakh during 2013-14 to 2016-17.

The State Government stated (October 2017) that there
was wrong fixation of contract demand due to lapses in
internal communication with MESCOM and that CC could
not identify it due to lack of technical capacity. It further
stated that consumption was expected to increase as
higher capacity pumps and motors were being installed.
It also stated that power capacitors had been installed in
all HT connections; however, the corrective steps for
maintaining them could not be taken due to shortage of
staff in electrical department of CC. The reply is not
admissible as the wrong fixation of contract demand was
identifiable from the electricity bills being received in CC.
The likely increase in future consumption does not justify
the excess payment already made to MESCOM as CC had
the option to get the contract demand reduced in
accordance with the consumption and get additional load
sanctioned, whenever required.
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4.7 Undue benefit to the contractor

Chief Officer, Town Panchayat, Turuvekere, released
(December 2010) mobilisation advance of ¥1.25 crore (46
per cent) against fake Bank Guarantees to the contractor.
This was in excess of the amount specified (5 per cent) in
the agreement.

The contractor abandoned the work (March 2014) and the
Deputy Commissioner, Tumakuru District terminated the
contract (November 2016) without penalty, risk and cost
to the contractor.

The above lapses resulted in undue benefit to the
contractor besides cost escalation of ¥43.13 lakh on the
balance work.

The State Government accepted the audit observation
and stated (October 2017) that action had been initiated
against the officials concerned and also to blacklist the
contractor. It further stated that the Council of Town
Panchayat, Turuvekere has passed a resolution in April
2017 to initiate suitable legal action against the contractor
for recovering all the losses/additional cost.
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