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Preface

This Report contains the results of audit of Urban Local
Bodies viz. Municipal Corporations, Municipalities and
Notified Area Councils of the State. Audit has been
conducted under Section 20(1) of the CAG’s DPC Act, 1971
and the report is submitted to Government of Odisha under

Technical Guidance and Support arrangement.

The Report covering the period 2012-14, starts with an
introductory Chapter I outlining an overview of Urban Local
Bodies. Chapter II of the Report covers findings emerging
from compliance audit conducted in 17 Urban Local Bodies

while Chapter 111 indicates the response to audit.

The cases mentioned in this Report were among those which
came to notice in the course of test audit of accounts of ULBs
relating to the years 2012-14, as well as, those which came to
notice of audit in earlier years but could not be dealt with 1n
previous reports. Matters relating to the period subsequent to
2012-14 were also included wherever found necessary.




Overview

This Annual Technical Inspection Report of the Accountant General (General
and Social Sector Audit), Odisha on the audit of Urban Local Bodies (ULBs)
throws light on the organisational set up, finances, accounting and audit
arrangements of the ULBs and deficiencies noticed in these areas. It includes

findings arising out of comphance audit. Some of the significant observations
arc given below.

Sigijiﬁgant observations of Compliance audit

In 12 test checked ULBs an amount of T 2.39 crore was outstanding against

373 persons including employees (retired, transferred and Nominal Muster

Roll), associated persons like advocates, contractors and Ex-Corporators.
(Paragraph 2.1.5.1)

In 14 test checked ULBs, scrutiny revealed that against total receipt of
2 660.59 crore during the period 2010-13, UCs for T 288.01 (44 per cent)
crore were not submitted.

(Paragraph 2.1.5.2)
In five ULBs, there was loss of interest of T 65.28 lakh (calculated @ four per
cent per annum) due to deposit of grants/ funds in Current A/Cs.

(Paragraph 2.1.5.3)

Due to improper financial management by five ULBs, undischarged liability
towards energy charges of ¥ 7.66 crorc was created putting extra financial
burden on ULBs.

(Paragraph 2.1.7.1)

In 60 wards, due to over projection vl onie eneration and lapses 1n
supervision of weighing exercise, B\ weess expenditure of
215 1% crore towards transportation o' wolid waste

caph 2.2.3.2)

Cuttack Municipal Corporation (CMC ) 2 167
due 10 its obligations in the defective agr

Jrore

292
Since execution of the work was doubtful 10 ion and

payment was not made as per the agreement, < rore for
mechanical sweeping was not justified.

9.3)
BMC's judicious oenter 0 contract v W cltare
Organsation  tor o ¢ garbage at higher oo o0 o exeess

expenditure of T 1 50

(Paragraph 2.2.11)
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¢ municipal engineers in 13 ULBs, penalty of 3 20
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ction of red extending undue benefit to the contractor, - "¢

Due to ind od /recove

{mpos
was not imp® (Paragraph 23 5 )
Jar purchase of electrical materials valued ¥ 97.28 lakh Without Pproy)
Irregular

t.
of Governmen! (Paragraph 3, “2p
ty suffered a loss of ¥ 1.64 lakh due to injudicious decision of

icipalif
Joda Municip? item wise rate contract.

cept
the EO to accep! (Paragraph 2.43.5)
» X State exchequer g
dditional burden of ¥ 10.05 crore on ite exchequer due
Pller; i‘:a:c::i:itim of land and subsequent cost escalation in implementing
ela’

heme in CMC.
[HSDP Sche! (Paragraph 2.5.8)

In five ULBs, ¥ 68.49 crore was lying idle due to lack of proper planning in

i tation of the IHSDP scheme.
e (Paragraph 2.5.10.1)

BMC and CMC submitted Utilisation Certificate for ¥ 16.21 crore without
ilization of IHSDP scheme fund.
one (Paragraph 2.5.10.5)

i i f
Non-revision of annual value of holding tax in CMC led to annual loss o

revenue of T 1.93 crore. (Paragraph 2.6 40

: f holding
Due to incorrect assessment of plinth area in CMC, there was loss 0

tax of ¥ 17.58 lakh to annual value.

(Paragrﬂp" 2649
Lack of response to Audit - byt
issu
As many as 3132 paragraphs relating to 211 Inspe: 0 Re'.’m:“ljs Accountsh
Senior Deputy Accountant General (Local Bod Audlt d Notified A :.
Odisha to different Municipal Corporations, Muni< .~ ili€s ;’(;1 5) for wan
Councils by 31 January 2015 remained unsettled - JarY

compliances from the respective local bodies.

(Parag"'l’" '”:

s 0
. aragrP
No compliance was furnished by the Department y of the P

seven ATIRs issued for th s 2005-12 as of Jai 2015. 3
€ years as (Parag m’l,

L T ORAPTER] i
[ Anoverview of the Accounts and Finances of Urban Local Bodies
The Seventy-fourth Amend to the Constitution of India dated all State

Governments to operationalise Urban Local Bodies (ULBs), as units of self-
government. The Orissa Municipal Act, 1950 was amended (2007) for this
purpose and the Orissa Municipal Corporation Act was enacted (2003) to ensure
devolution of powers and responsibilities to ULBs, in relation to the subjects
listed in the Twelfth Schedule of the Constitution.

(1.2 Profile of Audited Entities

As per Census of 2011, the population of Odisha was 419.47 lakh, of which
69.96 lakh (16.68 per cent) reside in urban areas of the State. The decadal growth
of urban population in the State during 2001-11 was 14 per cent. To provide
better amenities to citizens residing in the cities of the State and to make the
cities/towns beautiful, clean, living worthy and developed, 110 ULBs were set up
in the State under three categories ie. 3 Municipal Corporations, 47
Municipalities and 60 Notified Area Councils (NACs) as of March 2014. Each
ULB is divided into a number of wards, each represented by a Ward Councillor.
While a Municipal Commissioner is the executive head of Municipal
Corporation, an Executive Officer functions as the executive head of a
Municipality or NAC. At the State level, the Housing & Urban Development
(H&UD) Department coordinates the functioning of all ULBs. The
Municipalities and NACs are functioning under the provisions of the Orissa
Municipal Act, 1950, while Municipal Corporations are functioning under the
Orissa Municipal Corporation Act, 2003. The organisational hierarchy of the
ULBs is indicated below.

Commussioner-Cum-Secretary to i
Government of Odisha, Housing & Urban »
Development Department

Municipal Financial Adviser- cum-
ration Special Secretary

Executive Officer of Executive Officer of Notified
Municipahty (47) Area Council (60)



‘_ p—

‘4 UL J ™
oction Reportl
pical ISP .

re of the elected
C!

podies of the ULBs is as under:-

e /

Municip alitieg
Notified Area Coun i) (NA¢

TV 's)
ijj
| e T —

Deputy |
Chairpersey "..c_:.a__s

The stru

qunidpal Corporations
.;:. i

e

Chairperson

| peputy . Corporators

nayol Mavol

is headed by a Mayor and each ZEHEE:Q\ NAC

ion
I Q“M.MEMM elected amongst the Corporators/ Councillorg of the

Each Municip

airperson

Ch
by a e ULBS.

_.m%no:.<
Audit Arrangements

. the Thirteenth Finance Commission, the g,

On the nnnoaaoﬂmmnmﬂ_vnmmmoﬂ 1) the Comptroller and Auditor General of EM__“
Qoéa.an.a entrus of all the Urban Local Bodies ACE.wE of the State under
(CAG) with audit CAG’s (Duties, Powers and Conditions of Service) Act,
20(1) of the also requested to provide Technical Guidance ang

Section 20 as
1971. Besides, EN_H M\WMBE Audit Agency viz., Local Fund Audit (LFA) for audit
Support (TGS) t0 ent notified (July 2011) the parameters of the TGs

s. The Governm
MMHMMWP in the Official Gazette.
LFA, under the Finance Department, is the msgﬁ
dit of ULBs and certifies their monocs.a under Section
| Act, 1950 and provisions of Odisha Local Fund
ct Audit Officers (LFA), Audit
tal number of ULBs planned for
A during the years 2012-13 and

Further, the Director,
Auditor, who conducts auy
113 of the Orissa Municipa and
Audit (OLFA) Act, 1948 through Distri

Superintendents and Local Fund >=.&8~m. To
audit and actually audited by the Director, LF
2013-14 is indicated in the table below.

it and actually
Table 1.1: Statement showing the number of ULBs planned for audit an

audited by the Director, LFA

Total number of Total number of ULBs Short
ULBSs planned for audited fall
-_n%u_n _ 97 6 Shortage of man %s”_i?
~ | Shortage of st
103 55 48 | aural calamity and Bandh
in Westem Odisha

(Source: Information as furnished by Director of Local Fund A%

Chapter I An overview of Finances and Accounts of Urban Local Bodies

S

[1.4  Powers and Responsibilities

a

The Twelfth Schedule (Article 243 W) of the Constitution of India envisages 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. It listed 18 functions to be devolved upon the ULBs by the
State Government. The State Government claimed to have already devolved 17

roads and
bridges was not yet devolved. It was, however, noticed that out of these 17
functions, seven functions' were not yet devolved as they continued to be

out of 18 functions as of March 2014 and the remaining one i.c.

discharged by various line departments of the State Government.

* 15  Sources of Funds

For execution of various developmental works, the ULBs mainly receive funds
from the State Government towards compensation and assignment revenue and
grants from the Government of India (Gol) and State Government. Besides, as
per the provisions of the Orissa Municipal Act, 1950, all collections such as tax
on holdings, trades, rent on shops and buildings and other fees and charges etc.,
constitute the revenue receipts of the ULBs. The allocation of funds to the ULBs

for the years 2011-12 to 2013-14 is indicated in the table below:

Table 1.2 Receipt and utilisation of funds by ULBs of the State
(Tin crore)
ULBs Comp ion and Assi; Plan Non-plan
2011-12 2012-13 2013-14 2011-12 2012-13 2013-14 2011-12 2012-13 2013-14
| mc 136.04 147.62 22952 13675 [ 14535 21424 | 299 34.47 50.89
Municipality 158.65 169.99 23957 529 [ 4169 21867 4677 55.15 71.69
NAC 95.50 101.54 13311 [ 2633 140 46 7041 2524 30.17 49.48

(Source: Information furnished by H& UD Department.)

_L.a Maintenance of Accounts

]

In Municipal Corporations, the Chief Finance Officers/Finance Officers and in
case of Municipalitics and NACs, the Executive Officers are responsible for
maintenance of accounts and preparation of Annual Accounts of the respective

ULBs.

Adoption of modern accrual based, double entry system of accounting was
mandatory for ULB level reform set by the Gol. The State Government decided
tSeptember 2007) to introduce double entry system of accrual based accounting

"Hs across the State. While, the Bhubaneswar Municipal Corporation
d adopt the accrual system of accounting only in February 2011, the
7 of accounting was still followed in the remaining 102 ULBs of the

March 2013 without switching over to the prescribed system.
it Government has engaged (June 2013) Chartered Accountant

tne town planning, Regulation of land use and construction of buildings,
industrial and commercial purposes, Fire services, Urban torestry,
' and promotion of ecological aspects, Safeguarding the interests of

efuding handicapped and mentally retarded

~
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Chapter 11 Compliance Audit
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Th:s Chapter contains the important findings emerging from transactions on
functioming of 17 test checked Urban Local Bodies (ULBs) of the State. Audit
was conducted on Financial Management, Solid Waste Management, Contract
Management and Procurement Management in 14 ULB's of the State. Audit
on Collection of Holding Tax in Cuttack Municipal Corporation and

Implementation of Integrated Housing and Slum Development Programme
was conducted in five ULB%s,

2.1 Financial Management in Urban Local Bodies
2.1.1 Introduction

As per recommendation of 13" Finance Commission, Urban Local Bodies
(ULB) need to be adequately empowered, both functionally and financially, to
enable them to fulfill their role as local self-government as envisaged in the
74" Amendment of the Constitution of India. The Third State Finance
Commuission reiterated (January 2010) devolution of funds to local bodies to
enable them to implement the tasks assigned to the ULBs. Accordingly, Orissa
Municipal (Accounts) Rules, 2012 based on Orissa Municipal Accounts
Manual and Orissa Municipal Rules, 1953 (to the extent relevant) are
prescribed to ensure smooth financial management by ULBs. Orissa Municipal
Act, 1950 was amended in 2007 and Orissa Municipal Corporation Act was
enacted in 2003 in order to strengthen financial condition of ULBs.

Audit on Financial Management in 14 selected ULBs out of 103 in the State
for the period 2010-13 was conducted during July to September 2014. Audit
findings are discussed in the succeeding paragraphs.

2.1.2 Fund Flow Arrangement

The ULBs receive funds mainly from State Consolidated Fund as per State
Finance Commission recommendations, Central Government State
Government for execution of Centrally Sponsored Schemes/State Sponsored
Schemes, grants-in-aid as per Finance Commission recommendations and
State Government, loans raised and grants and assistance received from other
institutions. All sums received by or on behalf of the ULBs are credited to the
Municipal Fund of the respective ULB to be paid into a Government Treasury

or any Bank.

Audit found that the test checked ULBs had not maintained their accounts
correctly as a result of which the opening balance of receipts for the year 2010-

Fhubancswar Municipal Corporaton(BMC), Cuttack Municipal Comlioq(CMC), Joda
municipahty, Khordha municipality, Puri municipality, Rourkela municipality, Sambalpur
municipality, Subamapur municipality, Ganjam Notified area Council (NAC), Jaleswar
NAC, Koraput municipality, Rambha NAC, Rairangpur NAC and Sunabeda NAC. .

" Berhampur Municipal Corporation (BAMC), BMC, CMC, Jharsuguda municipality and
Keonjhargarh municipality
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2.1.3 Budgetary ¢ Orissa Municipal (OM) Act and Section 137 of Origg
As per Section 104t'?)n (OMC) Act, the Chairperson of the ULB is requireq ,
ratl

. i bable receipts
Municipal Corpo B complete accounts of its pro pts ang
present befogr ':l‘]ee g,howins financial year together with the actual of the
expenditure

Jeast two months before the closure .of the financial year so thy
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2.1.3.1 Delay in preparation and approval of budget

As per Orissa Mun ipal Corporati 3 and Orissa Municipal
issa Muni Corporation (OMC) Act, 2003 and O \

1S)M Rls.ll 1190513al the budget estimates  of Corporanon and|

( ) €S, ) 5

1 February of the year respectively immediately
ot l?efotr; lﬁfar:lc?;}l, ;::lr for whi:;yit is prepared. The budget after being
preceine the Council is to be submitted to the Government tjor approval. As
passgii:sya Meunicipal Act, unless a provision has been made in that beha!f
ﬁ municipal budget as approved by the State Qovemmentl, n;) t;xﬁ;?,?cm
shall be incurred by the municipality without prior approval of the }
Municipal Administration.

Audit found that 13 test checked ULBs (except BMC) prepared llheu’ b';3
with a delay ranging from three to 128 days. Further, th.ere was de Ie‘l]y :s t
days at government level in approving the budget for nine ULBs. 2 (;10}?3')
12 ULBS, 25 out of 36 budget proposals were not approved during i
the Government and the concened ULBs had also not followe(iﬂ ugn'
approval. Out of 25 budget proposals not approved, budget proposals ol‘f r
three years ie. 2010-11 to 2012-13 were not approved in respect o

ULBS’. As a result, the expenditure made by these five ULBS P
unauthorised. The reason is delay in approval of Budgets. The details 9ven ;
n preparation, approval and non-approval of the budget are .812 :
Appendix-2.1.1. The ULBs made expenditure of T 440.78 crore during

e i
13 without approved budget, year-wise break «n of which is given
following table,

" Ganja ;
Janjam, Subarnapur, Jaleswar, Sambalpur and Rou

_— I

Chapter 11 Compliance Audit

Table 2.2 Details of unauthorized expenditure without Budget approval

(Tin crore)

[ Si.No. Name of the ULB 2010-11 2011-12 2012-13 Total
1 Cuttack Municipal Corporation | 0.09 0.00 107.89 107.89
2 JodaMunicipality | g0 0.00 1136 11.36
3| Khordha Municipality T e 0.00 8.5 13.17
4 Puri Municipalit [ 000 3386 42.93 76.79
5 Rourkela Municipality NPT 2324 45.48 101.10
6 pur M y w4 304 5.62 11.50
7 Ganjam NAC [ 149 209 151 5.09
8 Jaleswar NAC 230 | 377 4.66 1123
9 Koraput Municip - 000 | 0.00 13.09 13.09
10 Rambha NAC 190 | 000 2.00 390
11 Sunabeda NAC 000 | 000 | 11.93 11.93
12 Sambalpur Municipality 2225 22%5 | 28.63 7373
Total 1 68.28 | 3835 | 283.65 440.78

(Source: Budget of the respective ULBs and related  files)

Thus, non-approval, delay in preparation and approval of the budget and
incurring of expenditure without approval of Government resulted in violation
of the provisions of the Act by the test checked ULBs.

The Commissioners/Executive Officers (EOs) assured (July-September 2014)

to bring the case to the notice of the Council and move the Government for
timely approval of budget.

2.1.3.2 Excess expenditure beyond Government approval

As per OM Act, after approval of the budget by the Government, the
Municipal Council should not incur expenditure under any of the heads of the
budget in excess of the amount provided under that head. In case of any
variation/alteration, they should obtain approval of the State Government.

Audit observed that in 13 ULBs, expenditure of ¥ 49.68 crore was incurred

over and above the approved amount of ¥ 19733 crore under various heads
such as Energy charges, Repair and Maintenance, Conservancy and Public
Health etc. during 2010-

13 as detailed in Appendix 2.1.2 resulting in violation
of rules/ manuals and Government directions, thus failing to bring the revised
budget for approval.

The Commissioners/EQs stated (July-

September 2014) that post-facto
approval would be obtained to regularise

the excess expenditure.

2.1.3.3 Preparation of unrealistic budget

As per OMC ..Act 2003 and OM Act 1950, Budget is to be prepared based on
probaple receipts and expenditures for the following financial year and the
same is to be as practical and accurate as possible.

under receipts and 12 and 84 per cent (Sul
Subamapur and Sunabeda, though the
(& 1.30 lakh for 2010-1 1) and Public
respectively,

provision was made under Public Health
Convenience (X 106.87 lakh for 2011-13)

no expenditure was made leading to 100 per cent savings for
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4 Excess expenditure under General Office Establishmen;
1.3.4 Excess

2 ined i
. ructions of the Government contained in every budge

As per dr‘heel‘“;:l‘:;m on General Office Establishment is to be limj(;p g‘;iv:

order. ,,,eof-thf normal income of the ULB and should not exceed o normy

per el

conditions.

the expenditure on Ger_leral Office Establisl}mem in respect of
14 test checked ULBs exceeded tl.le limit of five per cent of income and during
2010-13, the total excess expenditure was 4 20?.81 crore. The excess
;mm % 9.17 lakh to ¥ 31.12 crore. Thus, due fo_ incurring of more expenditur
on office expenses, major amount ~c::f Municipal ﬂ1nd§ was diverted. Ope
instance was non-clearing of street light energy charges in five UI..Bs5 i

ed up with delayed payment surcharges every n}omh (discussed in
h 2.1.7.1). Details of excess expenditure are given in Appendix 2.14,

Audit found that

was pil
paragrap
The Commissioners/EOs assured (July-September 2014) to restrict Gen
Office Establishment to the prescribed limit.

2.1.4 Management of own source of revenue
ULBs also have its own source of fund under the provisions of the Act in f
and they undertake various developmental works as well as meet day to d
expenses out of it. All collections such as tax on holdings, water taX, la
tax, lighting ta, tax on drainage, rent from municipal shops and buildings
other fees and charges etc. constitute the main source of revenue.

2.1.4.1 Non-realisation of shop license fee

Serutiny f records revealed that shop rents amounting to ¥ 1-376 C(Pun'
not el ed since 1972-73 from the licensees of five ULB;O]J Ex
\h,:‘!.‘, 7 did not produce the related is) as of March to cc;llect
CMC. the LOs of other ULBs did not m .tainable efforts Jakh
4mearshop rents for which the arrear an missone, O
2010102 4519 lakh in 2013 in those fou Commissioner,
I {18
:rllbd.nld]\llr (2 25 lakh), Sunabeda (% 0.40 1. ingpur (¥ 3.08 Jakh), Purt &
5 lum, Sambalpur (3 16 lakh) and Rourkela (2

dleswar, Joda, Raran, > : “
S Cuttack. 3 o gpur, Sambalpur and Sul =

ek 2 89,01, Joda- ¥ 157 Jakch, Rourpe! R

Sunabeds. 7 | 7.83 lakh

\‘*,

Chapter II Compliance Audit

(Junle 2014) a seven days’ notice to the defaulters which was yet to yield any
result.

While other EOs assured (August & September 2014) to take suitable action to
recover the arrear rents, Commissioner, CMC stated (July 2014) that another
notice was being served through paper and appropriate action would be
taken against the defaulters for non-collection of arrear dues.

2.1.4.2 Non-allotment of pleted market complex resulting in loss of
revenue

As per OMC Act, the Corporation may either on its own or through public or
private sector agencies undertake construction of shopping centers, industrial
estates and tourist lodges with commercial lexes etc. on ¢ cial
basis. As a general prudence, the commercial compl after pletion are
to be let out as early as possible to augment the revenue of the ULBs. Audit
scrutiny revealed that ULBs sustained loss of revenue of ¥ 29.42 lakh due to
non-allotment of shops even after completion as discussed below.

» In CMC, 13 shops and 14 open pindis’ of different sizes were
constructed (August 2004) in Binod Bihari Market Complex (GF),
Balubazar. After completion of these works, the Commissioner did not
take any steps for allotment of shops as a result of which local vendors
unauthorisedly occupied these shops without paying any rent to CMC.
Thus, inaction by the Commissioners of CMC led to a loss of revenue
of ¥ 25.65 lakh® from September 2004 to March 2014 (115 months)
calculated on basis of the monthly rent for carpet area ranging between
T 400 and T 1300.

» Joda municipality constructed (May 2010) 1* floor market complex
with 14 shops rooms in Tarini Market at a cost of T 17.45 lakh but the
same was not let out till date of audit for which the ULB lost revenue
of ¥ 2.51 lakh as of March 2014 (calculated on the basis of monthly
rent of the ground floor shops ranging between ¥ 250X 1 and ¥ 400X 13
for 46 months).

> Similarly, Subamapur Municipality constructed (September 2012) a
market complex having 14 shops in Ghodaghatapada Chowk at a cost
0f 10.26 lakh but the same was not let out till date of audit for which
the ULB lost revenue of ¥ 1.26 lakh as of March 2014 (calculated on
the basis of monthly rent of ¥ 500 per shop for 18 months).

Commissioner, CMC stated (July 2014) that a team had been formed to collect

information from the shops/pindis and after obtaining detailed information, a

formal order of allotment would be given to the occupants retrospectively from

September 2004. The rent will also be chargeable from September 2004. EO,

Joda replied (August 2014) that the completed shops would be allotted soon to
avoid further loss of revenue while EO, Subamapur assured (August 2014) to
bring the matter to the notice of Council. However, the ULBs sustained loss of
revenue of T 29.42 lakh due to non-allotment of shops even after completion.

" Open shop with RCC top cover (no side walls)
¥ Monthly rent of 22,300 for 27 shops/Pindis X 115 months
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