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1. Executive Summary

1. Introduction

Name of the Municipality Nagar Nigam Motihari (East Champaran).
Period covered under current audit 01.04.2020 to 31.03.2021

Name of the Chairman of the ULB for Smt. Anju Devi, from 09.06.2017 to
the period under Audit till date

Name of Executive Officer for Executive Officer

the period under Audit Mr. Sunil Kumar

2. Results andFindings

Strength observed | > General Cash Book & Subsidiary Cash Book has been
‘during the audit written. :

o e » Staff Co-operation during the Audit period was very good.

> All municipal transactions shall be identified with funds
in accordance with rule 5, and separate accounting
records have been maintained for each fund.

» Office infrastructure is sufficient for operation.

nent of outstandmg liabilities for expense in BMAR
: aining by the municipality.

a j':__:_;_l on deducmon and depemt




| materiality. The summary
should be as brief as
possible and draw on the
observations under the

Para on
Consequence/Effect/
impact of each Audit

observation. It should
also include a summation
of outstanding statutory
and internal audit

observations.

for delayed deposit of taxes.

» Taxes and other revenue collections from internal sources
are not deposited in bank on same day.

» Assessment of Property Tax, Rent and other resources
has not been conducting on regular intervals.

3. Opinion

Overall opinion of the
Audit team about the
functioning of the
Municipality

The functioning of the Municipality is very weak due to
following reasons:

» Most of the prescribed Books of accounts are not
maintained

> Internal Control w.r.t. collection of taxes, monitoring of

grant, monitoring of advances, monitoring of schemes etc.
is very poor.

> Collection from own sources is very poor.

» Grant received for various purposes are not utilized on
timely basis.

> ’I.hg:e are serious lapses in deduction and deposit of
statutory dues such as TDS, GST, Royalty, Labour cess




4. Audit Recommendations

The recommendations | We recommend the followings: |

of Audit team on the |

observed weakness » Books of Accounts need to be maintained on double entr\‘ |
accounting system.

» All the prescribed books of accounts and Registers should |
be prepared on real time basis.

|

|

]

» Cashier Cash Book should be written on daily basis. I
» Collection by tax collector should be deposited on daily
basis.

> Assessment of property should be conducted on regular
intervals.

» Grant Register should be prepared.

> All the statutory dues should be deposited on timely basis
and returns prescribed under the statute should also be
deposited on timely basis Collection from own sources
should be improved.

» Demand Collection Register of all the wards should be
prepared.

. » Demand Collection Register of Tower Tax, Shop Rent
s should be prepared.

» Property tax register should be prepared as per new
assessment.

» Collection from own sources should be improved.

{it re; has h@m discussed with us; we will try our best
rregularities pomtedautm&:eaudltmport
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Scope of Audit:

To improve and strengthen the financial Management at ULB, it has been

decided, inter alias, to initiate Internal Audit of all significant financial

transaction on an on- going basis.

Scope of Audit has been defined in Terms of Reference (TOR) of Internal Audit,

Which include the following transaction:

L

Internal Audit should undertake risk-based review and evaluation of the
internal control as discussed in Bihar Internal Control Manual. Internal
Audit should devote particular attention to any aspects of the internal
control environment affected by significant changes to the ULB’s risk

environment.

Internal Auditor should see the compliance of Bihar Municipal Act and
specifically Chapter IX to XV and related rules and regulations as well as
related directives by UD&HD. In its report there must be a separate
section for non-compliance of rules/directives of UD&HD, GOB:;

Report on compliance of Bihar Municipal Accounting Manual, Bihar
Municipal Accounts Rules, 2014 and Bihar Municipal Budget Manual
with special attention to following Rules of BMAR

e Rule 22: All moneys to be brought to account

* Rule: 27: Collections to be deposited into Bank on the same day
* Rule 69: Grant Related Compliance

e Rule 120-121: Monthly Receipt & Payment Account and Trial
Balance

e Rule 130 Audxt to be completed & reported within 6months




Vi.. Report in a separate chapter on implementation of SAS of Property Tax in
the ULB; internal auditor should witness some assessment procedures to
check any in-consistencies in assessment. At least 20 high value
properties in the city /town (irrespective of the fact that SAS is received
or not)] must be surveyed and checked in each quarter and reported
variations, if any, in PTRs and Actual as per internal audits;

vil. Vouch on zll payments above Rs. 10,000 and report on adequacy and
appropriateness of its documentation, approvals, compliance of

procedures etc.

X. Report on Procurement made including through E-Tendering and E-
Auction indicating exceptions , if any and whether a register is kept for
all Procurements with value above Rs.15,000/-

X. Auditor should report on presence or absence of a system of issuance of

UC for the different schemes for any utilisation made during the

reporting period; Where there is no system for issuance of U/Cs, the

b Internal Audit report shall prepare Utilisation Certificate for various
: schemes/grants as per the guidelines of such scheme available on the
UD & HD website If no system for UCs in the ULB Internal Auditor has to

prepare UCs for the reporting period for which audit has been conducted.

or to ensure all the payment related to contracted works,
s, advances refund of all kind of work related deposits, all

pality Act 2007, Municipal Accounts
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xvi. Auditor will report on the fixed deposit and other funds should be in
nationalized banks/Approved financial institutions and should earn
maximum interest at their gestation period.

xvii. Internal Auditor will report on that all the expenditure i.e. Construction
work, Material Procurement, Electric Bill, Telephone Bill, Diesel, Petrol,
Greece, Vehicle Bill, House Rent etc. are as per the terms and condition

of the contracts.

xvill.Internal Auditor will report on, whether all the security deposit and
earnest money deposited in tender/agreement process have been
deposited in the bank immediately. Similarly refunds of these security

deposit and earnest money deposit have been made on time.

xix. Internal Auditor will identify major areas of ULBs own revenue loss and

auditor will access the loss and Prepare a statement of loss.

XX. Auditor will report on all kind of tax deductions i.e. Commercial tax,
Income tax, provident fund etc. should be deducted from the payments
as applicable, deposited properly and also should be properly recorded in
appropriate ledgers.

XXI. Internal Auditor will ensure that all the C&AG audit & Internal audit
paras has been compiled by the ULBs, if not complied the Internal
Auditor shall help the ULBs staffs to prepare the compliance




2. AuditeeProfile
1. Introduction

The Internal audit of Nagar Nigam, Motihari (East Champaran) covering period
from 1st April, 2020 to 31st March, 2021 was conducted by our audit team under
guidance of CA.Khueram Javed, Partner, M/s G.K. Sureka & Co., (Chartered
Accountants).

i. Mr. Avinash Kumar

ii. Mr. Anil Kumar Jha

2. Administration

ke | The present body of the ULB has taken charge on 2°¢ July 2020. The
incumbency in the key administrative and executive position was as under:

_ i.  Chairman : Smt. Anju Devi, from 09.06.2017 to till date,

B, ii. Executive officer : Mr. Sunil Kumar, from 02.07.2020 to till date.
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Status of implementation of Double Entry Accounting System:
Comment on Fixed Assets Register, Opening Balance Sheet and Tally License
and Installation in ULB Computer, Annual Financial Statement (AFS) and

entry status and interval of accounting entry passed in tally etc.

As suggested by the C&AG, the Ministry of Finance, Government of India has
introduced a “National Municipal Accounts Manual” for adoption of accrual
system of accounting of ULBs. Based on NMAM, Bihar Municipal Accounts
Manual (BMAM) has been got prepared by the Government of Bihar and has
been enforced from April 1, 2007. Generally, ULB following cash-based
accounting system which is only detail of total collection and expenses as per
provision of BMR 2007, the double entry system should be employed to all ULB.

» Vinod Singhal & Co. (LLP) (Jaipur, Rajasthan) has started doing double
entry accounting system.

e Year wise Status of DEAS aras follows;

FY-2014-15: Completed
FY-2015-16: Completed
FY-2016-17: Completed
FY-2017-18: Completed

FY-2018-19: Completed
FY-2019-20: Completed
FY- 2020-21: Completed

Interval of accountmg entry passed in tally: Daily Basis
Preparation of Fixed Asset Register: In Process.
Opening Balance Sheet: Prepared.

mdlmwﬁomm ifmeetingisheld.
98 of Bﬁiar Mum_clpal Act, 2007, it is necessary for the
stitute a Municipal Accounts Committee at its first
f%mmmmwmmatany meetmg subsequent




3. Summary AuditObservations

Part — A (Monetary Implications) . .
All Audit objections/irregularities which has monetary implications, parucularly m
following arcas

a. Leakage of own source revenue (tax and non tax) either due to wrong
assessment or non-levy of property tax, mobile tower tax, rent on municipal
properties, advertisement tax, Trade License ,User Charges and fee etc.
Internal Auditor will identify major areas of ULBs own revenue loss and
auditor will access the loss and prepare a statement of loss.

Audit Objective:

Report and quantify all major own revenue losses and opportunities lost or missed
including in the area of Property Tax, Mobile Transmission Towers Tax, Rental of
Municipal properties, Advertisement Taxes/Fees, Sairat etc;

a) Property Tax and other revenue receipts are not d:-posited by tax
collectors to the cashier by 4:30 PM on the same Day.

Criteria:

Collections should be deposited in to bank on the same day. (Rule-27)

All moneys to be brought to account. (Rule 22)

Condition:

Revenue- collection process is not satisfactory; in case of property tax internal
control is not adequate. We have observed that Property Taxes collected by tax

S col_lector were not deposited on the same day or the day after tomorrow but it is
L being deposited after a week/month.

Holding Tax collected during the FY 2020-21 had not been deposited in full, we
found short deposit of Rs.1123,768.00/- against total collection of

Pl Rs.48,354,167.00/-
OUTSTANDING

01-04-2020 | COLLECTION Total DEPOSIT | OUTSTANDING

31-03-2021

-/ | 0.00 48,354,167.00 | 48,354,167.0 | 47,230,399.00 | 1,123,768.00

L L Total 0.00 | 48,354,167.00 | 48,354,167.00 | 47,230,399.00 | 1,123,768.00

ac

AR ﬁahouldbe depositec on daily haﬂsﬁﬂxermse a
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c) Non-Collection of Advertisement Tax:

Criteria:

Advertisement Taxes, in case auctioned to external agencies, shall be recognized
as per the terms of agreement. In all other cases, when permission for
advertisement is granted for the first time, the Advertisement Tax shall be
accrued at the point when tax is paid and permission is granted. After the first
year, Advertisement Tax shall be accrued when renewal is due.

Condition

Advertisement Tax Register not provided to us for verification.
Consequence/Effect/Impact:

N.A

Cause:
This is happens due to failure of designated staff and non-monitoring of
authorised officials on timely basis.

Corrective Action/ Recommendation:

There should be proper collection and monitoring mechanism for advertisement
tax.

d) Irregularities in Shop Rent Collection:

Criteria:
Revenues in respect of rents from properties shall be accrued based on terms of
agreement. All rent should be collected on due date otherwise it should be

) 9 collected with penalty and interest.

.y Condition:
5 Demand Register for shop rent has not being maintained by Nagar Nigam.
Further all the revenue collections are being deposited in bank account for the
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a. Auditor should Report in a separate chapter on implementation of Self-
Assessment System (SAS) of Property Tax in the ULB;

Audit Objective: To which Audit Engagement objective does this observation relate?

> Wherever seli-assessment of taxes is prevalent, income shall be accrued based on
records available with the Municipality when it becomes due as per the provisions
of the Act. Further, changes arising out of self-assessment will be treated as
‘Change in Demand’ and will be accounted accordingly.

Criteria: What should exist? The rules/ regulations/ procedures/ expectations are

the basis against which Audit evidence is compared.

» As per Section-127 (3). Power to Levy Taxes.- The levy, assessment and collection
of taxes under this Act shall be in accordance with the provisions of this Act and
the Rules and the regulations made there under,

Provided that any person may make self-assessment and make payment of any
levy or tax under this Act and rules and regulations made there under; :

Provided further that if any discrepancy or under-assessment is found in such
self-assessment, such person shall be liable for payment of differential amount
and a fine of not less than fifty percent and upto100% of such differential amount.

Condition: What exists? The condition identifies the nature and extent of
r deviation from the criteria i.e. deviation from what should exist. This should be
:,._ . supported by factual evidence. A statement of condition would be formed on the
B basis of Auditor’s comparison of actual evidence against the appropriate criteria.

» Nagar Nigam is in practice to collect the tax revenue as per self-assessment
system of property tax (SAS). Further, to verify the accuracy of amount deposited
by tax depositors and to find the amount of deferential tax revenue there is no

Consequence/Effect/Impact: What effect did it have? The effect establishes the




Part-B (Non-Monetary Implication)

All Audit objections/ irregularities which has no monetary implication, but significant
violation of Act, Rules & directives of UD&HD.

Mention the reference to Act & Rules wherein remedial measure is required. In this part
auditor should report in respect of-

i. Non-maintenance of books of accounts, subsidiary registers

' S.No. Particulars T R R

I 1 Grant Register Not Maintained

2.  Payroll Register Not properly maintained

3. | Log Book Not Maintained |
4. Assessment Register Not Maintained

. 5. | Fixed Asset Register Not Maintained 2%

Recommendation:

We recommend to the Nagar Nigam to Prepare and update the required books
and registers.

ii. Irregularity in Procurement Process. Internal Audit or will report on each
Payment, that the Payment terms & Conditions of tenders and rate offers are

according to procurement law and Policies.
B » No major irregularity observed.
iili. Non-compliance of directives by UD&HD, GOB

» We observed several non-compliances of directives of UD & HD, GOB such as:

i. Non collection of various taxes required to be collected.

ii. Non maintenance of prescribed books of accounts

iii. Non submission of UC and other reports on timely basis etc.
We recommend to the Nagar Nigam to comply with all directives issued by
erned authorizes of UD & HD, GOB.




xi TolE -
2l on roads, bridges, ferries and navigable channel and
b} on heavy trucks which shall be heavy goods vehicles, and buses, which
shall be heavy passenger motor vehicles, within the meaning of the Motor
Vehicles Act. 1988, plying on a public street.

x= Tax on profession
We observed that only property tax has been collected during the year other taxes
have not been collected.

}thmmmmwmmmmam
collected at old rates.
w. Lack of internal control measures

1| There are lack of internal control w.r.t collection of taxes.

2 Tamfwbyta{:aﬂuxmarenotdeposﬁedondaﬂybasisweobsewed
Mnmbmgwmdg:ﬁﬁtmmalwbichisnotpmper.Asper
Mﬂdmudmldbedepasiwdmdaﬂybasisothmwiseapenaltyup
to Rs. 5000/- per day may be imposed for delayed deposit.

2| Demand collection Register has not been prepared hence it is not ibl
to
ascertain total arrear of taxes. e

4| Reassessment of holding tax has not been done since d
long holding
being collected at old rates. 5% Sx =

annmammommthemmmmﬁmtmmc ULB.




n@mpﬁmuofm,m,emmmmw

The municipality is regular in deposiing SIETUIOTY dors Incoding tax dedaced &
source, service tax, VAT/GST; works coniraci 1=x, oTss pevablc o the goverzmme
etc. We observed that all such taxes deducted during the perad of 01-04-2020 = 31-

03-2021 have been deposited in full 1o the conosmmed JeparTHEntS

Recommendation:

We recommend to the Nagar Nigam to comply with 21l statotory dedacnon soliacoan
and deposit to concerned government department

Deficiency in pay-roll system

The pay-roll system does not contain leave details of emmployes. FF conmibomon ans
pension fund contribution of employees are dedocted bot mumcopsal ConTEDETID IS
not being paid. PF account has not been opened with PF depammtmemt &l =
deductions of PF contribution and pension fund contributon &re bomg Gcposast I 2
separate account opened by the mumcipality.

Recommendation:

We recommend to the Nagar Nigam to comply with 21l provisson of pesToll Syse=m

Utilisation of Grant and report on missing Utiisation Certificates

mwmmmmhmmﬁmﬁﬁmhmmm
grant at any particular time.

Amount{lakh)

37/13.05.2020 37107 }

00
&80

46/22.05.202 120

49/26.05.2020 63235 !

111/17.08.2020 120 |




Recommendation:

We recommend to the Nagar Nigam, if there is need to help in preparation of
Utilization Certificate they have to take help from internal auditor.

Physical verification of inventory/stores

Store Register has not been prepared and physical verification of inventory/stores
has also not been done.

Advances, their adjustment & recovery

Advance Payment

Criteria:
The employees of the Municipality to whom official advances are provided for

incurring expenditure on behalf of the Municipality shall prepare a Payment Order
for the expenditure incurred as soon as the purpose for which the advance was

provided is accomplished.

Advances Details for the Financial Year 2020-21

S. No. Name of Employee Balance Amount
March 2021

1 Madan Ram 71,000
3 Praphul chand 7,000
B Nawal rai 5,000
5 Munna Ram 25,000
6 Ashutosh kumar sinha 15,500

Total:- 123,500

Condition:




We recommend to the Nagar Nigam to employ new staff due to scarcity in staff
strength specially in own source collection.

Part-C (Other)

a) Auditor should Report on adequacy and
appropriateness of the documentation,
approvals, compliance of procedures etc.
of all payments above Rs. 10,000 and

above.

» No irregularities observed on test check
basis.

D) Auditor should Report on Procurement
made including through E-Tendering and
E-Auction indicating exceptions , if any
and whether a register is kept for all
Procurements with value above Rs.
15,000/~

» No irregularities observed on test check
basis.

€) Auditor should report instances of losses,
failures

recommendations

or inefficiencies and

and/or

measures

Instances of losses, failures or
inefficiencies

» Tax demand register has not been
provided for verification in such a
situation we cannot ascertain the actual
tax demanded/dues which can be
recovered from a single tax payer. This
could be a huge loss to Nagar Nigam.

» Tower tax (Registration and Renewal
Fees) is not being collected on timely.

Recommendations and/or measures

which can be taken to avoid their
recurrence in future.

> Pmp{:r monitoring of all transactions
and implementation of Bihar Municipal
Accounting Manual by authorised
_personals are recommended. '

> AG Audit Compliance is not provided to




r improve internal control systems.

Bach Audit Observation under Part-A, B and C should be in brief (maximum
100 words) and supporting evidence or list or statement should be attached as

annexure with reference. In addition, observations should be structured as

described below.
Audit Objective: To which Audit Engagement objective does this observation relate?

Criteria: What should exist? The rules/ regulations/ procedures/ expectations are the
basis against which Audit evidence is compared.
Condition: What exists? The condition identifies the nature and extent of deviation

Jrom the criteria i.e. deviation from what should exist. This should be supported by
Jactual evidence. A statement of condition would be formed on the basis of Auditor’s

comparison of actual evidence against the appropriate criteria.
Consequence/Effect/Impact: What effect did it have? The effect establishes the
actual or potential impact of the condition and can be both quantitative and qualitative.
It is the likely effect/impact which would determine the significance of the condition.
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