CHAPTER-3

PROFILE OF URBAN LOCAL BODIES

3.1 Background

The 74™ Constitution Amendment Act paved the way for decentralisation of power
and transfer of 18 functions listed in the Twelfth Schedule of the Constitution along
with funds and functionaries to the Urban Local Bodies (ULBSs). In Himachal Pradesh
although 17 functions stand transferred (August 1994) to ULBs (except fire services);
however, the corresponding funds and functionaries were yet to be transferred to the
ULBs. The Government of Himachal Pradesh enacted the Himachal Pradesh
Municipal Corporation Act, 1994 and the Himachal Pradesh Municipal Act, 1994 for
transferring powers and responsibilities to ULBs.

3.2 Audit mandate

In Himachal Pradesh, primary audit of ULBs is being conducted by the Director,
Local Audit Department. The State Government entrusted (March 2011) audit of
ULBs to CAG with the responsibility of providing Technical Guidance and Support
(TGS) under Section 20(1) of the CAG’s DPC Act, 1971. The results of audit are
included in Chapter-4.

3.3 Organisational structure of Urban Local Bodies
There are two Municipal Corporations, 30 Municipal Councils (MCs) and 22 Nagar
Panchayats (NPs) in the State.

The overall control of the ULBs rests with the Additional Chief Secretary (Department
of Urban Development) to the Government of Himachal Pradesh through Director,
Urban Development. The organisational set-up is as under:-
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3.3.1  Standing committees

Various standing committees involved in financial matters and implementation of
schemes are detailed in Table-8.

Table-8: Roles and responsibilities of the Standing Committees

Name of the | Standing committee headed Roles and responsibilities of the standing
standing by committee
committee
General Performs functions relating to
Standing establishment matters, communications, buildings,
Committee urban housing and provision of relief against

Mayor in Municipal

. . . natural calamities, water supply and all residuar
Corporation and President in PPy y

matters.

Municipal Council/ Nagar

Finance, Audit Performs functions relating to the finances of
Panchayat

and Planning municipality, framing of budget, scrutinising
Committee prospects of increase of revenue and examination
of receipts and expenditure statements.

Social Justice Deputy Mayor in Municipal | Performs functions relating to promotion of

Committee Corporation and President in | education and economic, social, cultural and other
Municipal Council/ Nagar interests of SC, ST, other backward classes,
Panchayat women and other weaker sections of the society.

3.3.2 Institutional arrangements for implementation of the schemes

In the Directorate of Urban Development, one Project Officer and two Statistical
Assistants have been posted in the project section to oversee implementation of
various schemes by the ULBs. Against 3,557 sanctioned posts, 678 posts (19 per cent)
were lying vacant in various categories in the ULBs and 191 employees were in excess
in three ULBs®,

3.4 Financial profile
3.4.1. Fund flow to ULBs

For execution of various development works, ULBs receive funds mainly from GOI
and the State Government in the form of grants. GOI grants include grants assigned
under the recommendations of the Central Finance Commission (CFC) and grants for
implementation of various schemes. The State Government grants are received
through devolution of net proceeds of the total tax revenue on the recommendations of
the State Finance Commission (SFC) and grants for implementation of State
sponsored schemes. Besides, revenue is also mobilised by the ULBs in the form of
taxes, rent, fees, etc. The funds allotted to the ULBs through various sources are kept
in banks.

While Central and State grants are utilised by the ULBs for execution of Central and
State sponsored schemes as per guidelines issued by Gol and the State Government,
the own receipts of ULBs are utilised for administrative expenses and execution of
schemes/ works

& Municipal Corporation, Shimla: 181, NP Chowari: Three and NP Joginder Nagar: Seven.
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formulated by the ULBs. The fund flow arrangements in flagship schemes are given in
Table-9.

Table-9: Fund flow arrangements in major centrally sponsored flagship schemes

Sl. Scheme Fund flow Arrangements
No.

1. Jawaharlal Nehru National The sharing of funds is in the ratio of 90:10 between Centre
Urban Renewal Mission and State Government.

(JNNURM)

2. Urban Infrastructure Grant-in-Aid is to be shared by Central and State
Development Scheme for Government in the ratio of 80:10 and balance 10 per cent to
Small and Medium Towns be arranged by the ULBs from their own resources.
(UIDSSMT)

3. Atal Mission for Rejuvenation | Funding pattern of the schemes in Himachal Pradesh is in
and Urban Transformation the ratio of 90:10 between Centre and State Government.
(AMRUT)

4. Rajiv Awas Yojana (RAY) Himachal Pradesh being a Special Category State, the

funding is to be shared in the ratio of 80:10:10 by GOI,
State Government and the beneficiaries for the Housing
component and GOI, State Government and ULBs for the
Infrastructure component.

3.4.2 Resources: Trends and Composition
The resources of ULBs for the period from 2011-12 to 2015-16 are detailed in

Table-10.
Table-10: Time series data on resources of ULBs
R incrore)

2011-12 2012-13 2013-14 | 2014-15 | 2015-16
Own Revenue 58.78 44.23 50.10 119.38 | 153.14
CFC transfers (Finance Commission 24.30 30.97 46.88 22.52 24.55
devolutions) including Central
sponsored schemes (CSS)
SFC transfers (State Finance 51.88 57.07 68.08 72.40 85.51
Commission devolutions)
GOl grants for CSS 25.83 3.90 149.16 91.64 159.62
State Government grants for State 109.90 78.01 8.84 34.55 67.15
schemes
Total 270.69 214.18 323.06 340.49 489.97
3.4.3  Application of Resources: Trends and Composition

The application of resources of ULBs for the period from 2011-12 to 2015-16 is

detailed in Table-11.

Table-11: Application of resources sector-wise

R incrore)

2011-12 2012-13 2013-14 2014-15 2015-16
Expenditure from own revenue 59.14 31.04 19.35 NA NA
Expenditure from CFC 24.30 30.97 35.39 22.52 24.55
transfers (Central Finance
Commission devolutions)
Expenditure from SFC 51.88 57.07 68.08 72.40 85.51
transfers (State Finance
Commission devolutions)
Expenditure from grants from 110.45 78.01 169.49 126.19 226.77
State Government and Centre
Government.
Total 245.77 197.09 292.31 221.11 336.83

Source: Director, Urban Development; NA: Not available.
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Directorate of Urban Development had not maintained expenditure figures from own
revenue from the year 2014-15 onwards. The Joint Director of Urban Development
Department attributed (March 2017) non-maintenance of above figures to non-
submission of income and expenditure figures regularly by the ULBs. This indicates
failure of the Department to ensure submission of financial data by ULBs during the
above period.

3.5 Financial reporting and accounting framework of ULBs (Internal
Control System)

A sound internal control system significantly contributes to efficient and effective
governance. Compliance with financial rules, procedures and directives as well as the
timeliness and quality of reporting on the status of such compliance is one of the
attributes of good governance. The reports on compliance and controls, if effective and
operational, assist the ULBs and the State Government in meeting their basic
stewardship responsibilities including strategic planning, decision making and
accountability towards stakeholders. The weaknesses/ gaps noticed in the internal
control system are mentioned in Chapter-4.

3.6 Technical Guidance and Support

The audit of ULBs has been entrusted to the CAG under Section 20 (1) of the CAG's
(DPC) Act, 1971 with the responsibility of providing suitable Technical Guidance and
Support (TGS) to Primary Auditors as per sections 152-154 of Regulations on Audit
and Accounts, 2007 with regard to annual audit plans, audit methodology and
procedures, training and capacity building, reporting and submission of returns.

Audit Plan for the year 2015-16 was received from the Primary Auditor (Director,
Local Audit Department (LAD)) and noted for the process of audit planning in this
office.

The Primary Auditor (Director, LAD) adhered to the audit methodology and
procedures for audit as prescribed in Section 164 of the HPMC Act, 1994.

During the year 2015-16, six Inspection Reports from the audit of ULBs conducted by
the primary auditors were reviewed by the office of the Principal Accountant General
(Audit), Himachal Pradesh. Inspection Reports were evaluated and recommendations
were made for improvement and subsequent follow-up. The following
recommendations were made to the office of the Director, Local Audit Department.

0] Income and expenditure of last three years may be shown in tabular format.
(i) Reference to Rules may be given in the paras while raising objections in audit.

(i) Audit memos may be issued to the auditee unit and audit paras may incorporate
the reply of the Secretary/ Executive Officer of the ULBs concerned.

Every year, two days training is imparted to the audit staff of Local Audit Department
(LAD) as per their requirement/ topics suggested by them. During 2015-16, 18
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participants from LAD staff were imparted training on audit planning, selection of
audit topics, performance audit, documentation and reporting process.

3.7 Audit Coverage

During 2015-16, 19 ULB units were test-checked by the office of the Principal
Accountant General (Audit), Himachal Pradesh and reports issued to the respective
ULBs. Records of Municipal Corporation, Shimla, 11 Municipal Councils and four
Nagar Panchayats was scrutinised during 2015-16 (Appendix-1) and important audit
findings thereof have been incorporated in Chapter-4 of this report.

3.8 Audit observations pending compliance

The ULBs are required to rectify the defects/ omissions highlighted in the observations
contained in the Inspection Reports (IRs) issued by the Principal Accountant General
(Audit), Himachal Pradesh, and report their compliance to settle the observations. The
details of IRs and paragraphs issued, settled and outstanding as on 31 March 2016 are
given in Table-12.

Table-12: Position of pending IRs/ Paras

SI. | Year of IRs/ Paras Addition Total No. of IRs/ No. of IRs/Paras
No. |issue of Outstanding as | during paras settled | outstanding as on
Inspection | on 31 March |2015-16 during 2015-16 | 31 March 2016
Reports 2015
IRs Paras | IRs |Paras| IRs |Paras| IRs | Paras IRs Paras
1. |Upto 113 743 - - 113 | 743 1 18 112 725
2011-12
2. |2012-13 14 139 - - 14 | 139 - 35 14 104
3. |2013-14 17 218 - - 17 | 218 - 46 17 172
4. |2014-15 14 144 - - 14 | 144 - 5 14 139
5. |2015-16 - - 16 | 172 | 16 | 172 - - 16 172
Total 158 1,244 | 16 | 172 | 174 |1416| 1 104 173 1,312

Correspondence was also being done to settle IRs/ Paras but despite this the number of
unsettled paras has increased. The large number of pending inspection reports and
outstanding paras is a matter of concern.
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