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PREFACE

This Report for the year ended March 2022 is prepared for submission to the
Governor of Kerala under Article 151(2) of the Constitution of India.

The Report contains significant results of the audit of the Panchayat Raj
Institutions and Urban Local Bodies in the State including the departments
concerned.

The issues noticed in the course of audit for the period 2021-22 as well as those
issues which came to notice in earlier years but could not be dealt within the
previous Reports are also included, wherever necessary.

The audit was conducted in conformity with the Auditing Standards issued by
the Comptroller and Auditor General of India.
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OVERVIEW

This report comprises five chapters of which Chapter | and Il contain an
overview of organisation, devolution, accountability, finances and financial
reporting issues of Local Self-Government Institutions (LSGIs) and comments
arising from supplementary audit under the scheme for providing Technical
Guidance and Supervision by the Comptroller and Auditor General of India.
Chapter 111, IV and V contains one performance audit, one subject-specific
compliance audit and six compliance audit paragraphs. Copies of draft
performance and compliance audits and other compliance audit paragraphs were
forwarded to the Government and replies, wherever received, are duly
incorporated in this report.

Accountability framework, finances and financial reporting issues of

LSGls

The amount spent on productive sector ranged from 9.55 per cent to 12.12 per
cent during 2017-18 to 2021-22, indicating that the LSGIs assigned low priority
to productive sector. Out of %3,443.60 crore available for implementation of
Centrally Sponsored Schemes, substantial portion of the funds amounting to
%1,424.66 crore (41.37 per cent) was lying unspent with State Level Nodal
Agency/Poverty Alleviation Units, thereby defeating the purpose for which the
funds were earmarked and released by Government of India/Government of
Kerala. Out of ¥3,023.90 crore released towards Central Finance Commission
grant during 2021-22, ¥1,678.43 crore (55.51 per cent) remained unutilised.
(Chapters I and I1)

Performance Audit on Assessment, levy, collection and accounting of

property tax in Urban Local Bodies

Sections 230 to 233 of the Kerala Municipality Act, 1994 empowered the Urban
Local Bodies (ULBs) to levy property tax on all buildings, including the land
appurtenant thereto, situated within the jurisdictional area of Corporations and
Municipalities. Property tax is a major source of revenue of the Corporations
and Municipalities in the State and constitutes about 48.28 per cent of their own
revenue. In test-checked ULBS, the share of property tax in own revenue ranged
from 23.32 per cent to 69.18 per cent from 2017-18 to 2021-22. A Performance
Audit on the assessment, levy, collection and accounting of Property tax in
ULBs revealed shortcomings in assessment, levy, collection and accounting of
property tax.

The Municipal Act/Rules did not have clear provisions mandating regular
enumeration of properties, resulting in the ULBs not possessing a list of entire
buildings that could be assessed to property tax. Undue delay in completing
digitisation of the database denied the ULBs of opportunity to reap full benefits
of technological advancements. Serviced apartments were treated as residential
buildings, resulting in short collection of tax. Property tax was not being
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collected from Self-financing colleges. Similarly, many GOI/BSNL buildings
were not being assessed to service charge/property tax by several ULBs.
Though ULBs were eligible to collect service cess since they were providing
services, certain ULBs did not avail of this option to increase their revenue.
Substantial amount of tax remained uncollected in the test checked ULBs. On
an average only 43 per cent and 69 per cent of property tax demanded was
collected by Municipal Corporations and Municipalities respectively. Audit
noticed failure/delay on the part of GoK and ULBs in timely revision and
adoption of rates of property tax. Inadequacy of input control in sanchaya
software resulted in short demand of property tax by ULBs. There was failure
on the part of ULBs in detecting unassessed and unauthorised constructions.
(Chapter 111)

Subject-Specific Compliance Audit

Audit identified a compliance issue based on risk factors and topical importance
for conduct of regularity audit in addition to conduct of regular propriety audit.
Significant deficiencies noticed during audit are detailed below:

Implementation of Deen Dayal Upadhyaya Grameen Kaushalya Yojana

The Ministry of Rural Development (MoRD) of Government of India (Gol)
introduced (September 2014) a youth employment scheme, Deen Dayal
Upadhyaya Grameen Kaushalya Yojana (DDU-GKY) with an aim to impart
skills to rural youth aged 15 to 35 from poor families and provide them with
jobs earning regular monthly wages. Government of India provides 60 per cent
of the project cost and the remaining 40 per cent is borne by the State
Government. Kudumbashree implemented DDU-GKY in September 2014.
During 2014-2022, Kudumbashree trained and placed 61,459 and 35,741
candidates respectively.

On checking the records related to placement and other aspects, audit found that
32 per cent of the placement claimed by Kudumbashree was false and
fabricated. Audit could not draw any assurance regarding the satisfactory
achievement of training and placement, as multiple suspected frauds were
observed in the course of audit. The Project Implementing Agencies (PIAS)
manipulated the weakness in the system, resulting in extension of undue
financial benefits to private players.

Various instances of fraud like forged bank statements, round tripping of
money, presenting own staff as trainee candidates, etc. revealed ineffectiveness
of internal controls in Kudumbashree. The PIAs involved in fraudulent practices
were found to be awarded projects worth 328.23 crore.

Audit noticed awarding of projects worth 23.99 crore to ineligible PIAs and
sanctioning of projects worth 312.26 crore in excess of eligibility, resulting in
undue pecuniary benefits to PIAs.

(Chapter 1V)
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Other Compliance Audit Paragraphs

Audit of financial transactions subjected to test check in various LSGIs revealed
instances of misappropriation/fraud, unfruitful expenditure, non/short
realisation and other irregularities as mentioned below:

Misappropriation/fraud

Lack of exercise of due care in ascertaining the genuineness of beneficiaries and
in overseeing the mode of implementation of a loan-linked project by
Thiruvananthapuram Municipal Corporation resulted in misappropriation of
%5.79 crore through release of subsidy amount to persons who had not availed

any loans.
(Paragraph 5.1)

Unfruitful expenditure

Defective planning and lack of feasibility study by District Panchayat,
Kasaragod and the Project Officer, District Khadi and Village Industries Office,
rendered expenditure of ¥44.01 lakh incurred on the purchase of 45 new looms
for installation in Khadi weaving centres in the district infructuous.

(Paragraph 5.2)

Non/short realisation

Failure in adopting maximum permissible Floor Area Ratio of the most
restrictive occupancy while calculating permit fee of a multiple occupancy
building led to short realisation of 39.57 lakh by Thrissur Municipal

Corporation.
(Paragraph 5.3)

Regularity issues

Non-compliance to eligibility conditions stipulated in Guidelines for release of
Technology Fund by Kudumbashree Mission resulted in selection of ineligible
micro enterprises to whom Technology Fund amounting to X1.07 crore was
released. Failure in adhering to prescribed financial limit for sanctioning of
projects by the District Mission Coordinators in Malappuram and
Thiruvananthapuram resulted in ineligible release of X11.50 lakh to three Self

Help Groups.
(Paragraph 5.4)

Irregular inclusion of components in the unit price of RO water purifiers
purchased by a micro enterprise unit of Kudumbashree resulted in loss of
%41.85 lakh from the own funds of Thiruvananthapuram Corporation. Further,
idling/non-installation of water purifiers supplied to schools led to unfruitful
expenditure of ¥4.28 lakh in 14 test-checked schools.

(Paragraph 5.5)

The Executive Director, Kudumbashree released 395 lakh to Marari Marketing
Limited from Xone crore of Corporate Social Responsibility (CSR) Fund
received from Kerala State Financial Enterprises, which was utilised for
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purchase of raw materials, as against 10 lakh permissible as per
Kudumbashree’s proposal for CSR fund. Further, an interest free loan of 340
lakh released subsequently by Kudumbashree, to help the company overcome
its adverse financial situation remains to be repaid.

(Paragraph 5.6)




CHAPTER |

ORGANISATION, DEVOLUTION AND
ACCOUNTABILITY FRAMEWORK OF
LOCAL SELF-GOVERNMENT
INSTITUTIONS






CHAPTER |
ORGANISATION, DEVOLUTION AND

ACCOUNTABILITY FRAMEWORK OF LOCAL SELF-

GOVERNMENT INSTITUTIONS

1.1 Introduction

The Seventy-third and Seventy-fourth amendments of the Constitution of India
gave constitutional status to Local Self-Government Institutions (LSGIs) and
established a system of uniform structure, regular elections and flow of funds.
Consequent to these amendments, the State Legislature passed the Kerala
Panchayat Raj Act, 1994 (KPR Act) and the Kerala Municipality Act, 1994
(KM Act) to enable LSGIs to work as third tier of the Government. The
Government also amended other related laws to empower LSGIs. As a follow-
up, the Government entrusted LSGIs with such powers, functions and
responsibilities as to enable them to function as institutions of self-government.
In order to fulfill the mandate bestowed on them under the Constitution and
various laws, LSGlIs are required to prepare plans and implement schemes for
economic development and social justice, including those listed in the Eleventh
and Twelfth Schedules of the Constitution.

1.2 Authority for Audit

The authority for audit by the Comptroller and Auditor General of India
(C&AQG) is derived from Articles 149 and 151 of the Constitution of India and
the Comptroller and Auditor General’s (Duties, Powers and Conditions of
Service) Act, 1971 (C&AG’s (DPC) Act). The principles and methodologies of
various types of audit are prescribed in the Auditing Standards and the
Regulations on Audit and Accounts, issued by the C&AG.

1.2.1 Status of transfer of functions and functionaries

As per the provisions of KPR Act and KM Act, it shall be the duty of LSGIs to
take care of the requirements of the areas of their jurisdiction in respect of the
matters enumerated in the respective Schedules of the Acts, and LSGIs shall
have the exclusive power to administer the matters enumerated in the Schedules
and to prepare and implement schemes relating thereto for economic
development and social justice.

The Acts envisaged transfer of functions of various departments of the
Government to LSGIs, together with the staff to carry out the functions
transferred. The transfer of functions to different tiers of LSGIs was to be done
in such a way that none of the functions transferred to a particular tier overlap
with that of the other.

The Eleventh Schedule of the Constitution contains 29 functions
(Appendix 1.1) pertaining to the Panchayat Raj Institutions (PRIs). As
mandated by KPR Act, the Government transferred (September 1995) 26 of
these functions to PRIs. The functions relating to minor forest produce,
distribution of electricity and implementation of land reforms were yet to be
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transferred to PRIs. Likewise, the Twelfth Schedule of the Constitution includes
18 functions (Appendix 1.2) pertaining to Urban Local Bodies (ULBS).
Government stated (February 2023) that all functions except regulation of land
use and construction of buildings, water supply for domestic, industrial and
commercial purposes, fire services and urban forestry, protection of the
environment and promotion of ecological aspects have been transferred to
ULBs. However, many of the schemes relating to the transferred functions, to
be executed by LSGlIs, were also seen implemented in a parallel manner by the
departments concerned.

Besides the transferred subjects and activities, LSGIs also undertake agency
functions on behalf of both Central and State Governments to implement
developmental programmes.

As part of administrative or functional decentralisation, Government transferred
public service delivery institutions such as schools, dispensaries, public health
centres, hospitals, anganwadis, district farms, veterinary institutions, etc. to
LSGIs. All poverty alleviation programmes and welfare pension schemes are
also implemented through LSGls.

For efficient discharge of transferred functions, the LSGlIs require qualified and
trained personnel. Against the required number of personnel to be deployed in
1,302 posts, Government of Kerala (GoK) created (February 2013) 990 posts in
Grama Panchayats by keeping these posts in departments as supernumerary. Of
the remaining 312 posts only 234 personnel were deployed (October 2022).
Social Justice, Scheduled Caste Development and Scheduled Tribes
Development departments have not deployed! any personnel to LSGIs (October
2022). Audit noticed that against the additional posts allotted by GoK in July
2000, there was a shortage of 56 personnel in Block Panchayats, 40 in
Municipalities, 15 in District Panchayats and 10 personnel in Corporations.

1.3 Profile of LSGIs

As of December 2021, there were 1,200 LSGIs in the State. The details of their
wards/divisions and population are presented in Table 1.1.

Table 1.1: Comparative position of LSGIs

per o Average populatio pe

T -
ald C 0

District Panchayats (DPs) 14 331 1903357

Block Panchayats (BPs) 152 2080 175309

Grama Panchayats (GPs) 941 15962 26674

Municipal Corporations 6 414 491240

Municipalities 87 3113 51664
ota 0[0 [0]0

* Population figures- Census 2011
Source: Thaddesakam 2022 published by Local Self Government Department

1 The number of personnel to be deployed: Social Justice-26, Scheduled Caste
Development-18 and Scheduled Tribes Development-6
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1.4 Organisational set up

Local Self-Government Institutions constituted in rural and urban areas are
referred to as Panchayat Raj Institutions (PRIs) and Urban Local Bodies (ULBS)
respectively. In the three-tier? Panchayat Raj system in the State, each tier
functions independently of the other. While the Constitution and the Acts confer
autonomy and independent status to the LSGIs within the functional domain,
the Local Self Government Department (LSGD) of Government is empowered
to issue general guidelines to LSGIs in accordance with the National and State
policies.

The President/Chairperson/Mayor is the Chief Executive Head of Grama
Panchayat/Municipality/Corporation respectively. Each LSGI has a Secretary
who is the Chief Executive Officer. The members of each tier of PRIs elect the
President, Vice-President and Chairpersons of the Standing Committees.
Similarly, Councillors of the Municipality/Municipal Corporation elect the
Chairperson/Mayor, Vice-Chairperson/Deputy Mayor and Chairpersons of the
Standing Committees.

Government in October 2022 integrated five services under LSGD viz.,
Panchayat, Rural Development, Urban Affairs, Town and Country Planning
Department and Local Self Government Engineering wing and Municipal
Common Service and formed LSGD Common Service with Principal Director
(LSGD) as its head. The Commissionerate of Rural Development, Directorate
of Panchayats and Directorate of Urban Affairs were merged and formed two
wings viz., Directorate of LSGD (Rural) and Directorate of LSGD (Urban). The
LSGD Engineering Wing was renamed as Local Infrastructure Development
and Engineering Wing and the Town and Country Planning Wing as LSGD
Planning Wing.

1.4.1  Standing Committees

Standing Committees® (SCs) analyse issues and proposals before they are
considered for decision by the Panchayat Committees/Municipal Councils.
There are four SCs for each Grama Panchayat and Block Panchayat, five for
each District Panchayat, six for each Municipality and eight for each
Corporation. The SCs have the power to make resolutions in respect of their
subjects. Every resolution passed by the SCs needs to be placed in the next
meeting of the Panchayat Committee/Municipal Council of the LSGIs. The
Committee/Council can modify resolutions, if considered necessary.

1.4.2  Steering Committee

Steering Committee coordinates and monitors the working of SCs. The Steering
Committee consists of the President/Chairperson, Vice-President/Deputy
Chairperson of the LSGIs concerned and Chairpersons of the SCs.

2 Grama Panchayat, Block Panchayat and District Panchayat.
3 Standing committee consists of members elected by the elected members of the LSGls from

among themselves.
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1.4.3  Plan formulation process by LSGIs

Consequent on 73 and 74" amendments to the Constitution and enactment of
KPR and KM Acts in 1994, LSGIs have assumed an important role in the
formulation and implementation of developmental programmes at the
grassroots level which involve active participation of all sections of people in
the form of Grama/Ward Sabhas, Working Groups (WGs) and Development
Seminars for the overall development of LSGIs. Every year LSGIs have to
prepare a development plan for the succeeding year, adhering to the guidelines
issued by the Government, and submit the plan to the District Planning
Committee (DPC) for approval. In the decentralised planning set-up, WGs,
Ward Sabhas/Ward Committees, SCs, DPCs and Implementing Officers are the
institutions/groups involved in the plan formulation process and its
implementation.

1.5 Vigilance Mechanism

15.1 Ombudsman for LSGls

As envisaged in Section 271G of KPR Act, 1994, Government set up an
Ombudsman for LSGIs in the State in the year 2001. The Ombudsman is a high
powered quasi-judicial authority which can conduct investigation and inquiries
in respect of charges of any action involving corruption, maladministration or
irregularities in discharge of administrative function by LSGIs, officials and
elected representatives of the LSGIs. Ombudsman could even register cases suo
moto, if instances of the above kind are noticed. During the period 2021-22, out
of 2,730 cases (including 1,996 old cases), 733 cases were disposed off by
Ombudsman.

15.2 Tribunal for LSGIs

As envisaged in Section 271S of KPR Act, 1994 and Section 509 of KM Act,
1994, a judicial tribunal for LSGIs was set up in the State in February 2004,
consisting of one Judicial Officer in the rank of a District Judge. The duty of the
Tribunal is to consider and settle appeals and revisions by the citizens against
decisions of LSGIs taken in exercise of their functions like assessment, demand
and collection of taxes or fees or cess, issue of licences, grant of permits, etc.

During 2015 to 2022, 3,246 cases (appeal, revision and reference) were filed
before the Tribunal, out of which 2,573 cases were pending for disposal. Of the
pending cases, 2,352 cases (March 2022) were related to the years 2015 to 2021.
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CHAPTER Il
FINANCES AND FINANCIAL REPORTING ISSUES OF

LOCAL SELF-GOVERNMENT INSTITUTIONS

2.1.1 Funds flow to LSGIs

The resources of LSGIs consist of own revenue such as tax and non-tax revenue,
funds devolved by State Government, Government of India (Gol) grants, and
loans from financial institutions. During 2021-22, out of the total funds
available with LSGIs, State grants constituted 57 per cent, Gol grants
constituted 35 per cent and own funds including loans constituted eight per cent.

Financial Profile of LSGIs

2.1.1.1 Resources: Trends and Composition
The composition of resources of LSGIs for the period 2017-18 to 2021-22 is

given in Table 2.1.

Table 2.1: Time series data on resources of LSGIs

Zin crore
Resources | 2017-18 | 2018-19 | 2019-20 | 2020-21 | 2021-22

Own Revenue:
(i) Tax Revenue 1356.47| 1382.87| 1228.81| 1239.02| 1246.39
(ii) Non —Tax revenue 300.44| 288.90| 275.22| 342.62 357.08
Total Own Revenue
State Fund:
(i) Traditional Functions 1364.67| 2674.67| 1635.69| 1721.78| 1959.53
(if) Maintenance Fund (Road
Assets and Non-Road Assets) 2265.33| 2347.07| 2746.49| 2943.83| 3290.05
(iii) Expansion and Development | 4870.18| 5324.01| 5168.85| 5466.24| 5038.34
(iv) Funds for State Sponsored
Schemes and State share of 6227.55| 4059.26| 1657.49| 2575.93| 1397.05
Centrally Sponsored Schemes
Total State Fund 14727.73| 14405.01| 11208.52| 12707.78| 11684.97
Gol grants:
(i) Centrally Sponsored Schemes 2632.10| 3612.01| 4005.88| 4678.55| 4174.02
(ii) Development and expansion | 1793.92| 1739.56| 2040.51| 3549.79| 3023.90
Total Gol grant 4426.02 5351.57 6046.39 8228.34 7197.92
Receipts from loans and other
sources: 24.78| 1623.14| 1045.54| 403.80 168.42
Loans

Total Receipts
(Source: Information Kerala Mission (Details of Own Revenue), State Finance Commission
Cell, Commissionerate of Rural Development, Kerala Urban and Rural Development Finance
Corporation (KURDFC), Kerala State Poverty Eradication Mission (Kudumbashree))

| 20835.44| 23051.49| 19804.48| 22921.56|

20654.78

During 2021-22, of the total receipts, the percentage share of State,

Central, Own revenue and loans and receipts from other sources was
56.57 per cent, 34.85 per cent, 7.76 per cent and 0.82 per cent

respectively.

2017-18 to 34.85 per cent in 2021-22.

The share of Gol grant to total receipts increased from 21.24 per cent in
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e The share of State grants to total receipts ranged from 55.44 per cent to
70.69 per cent during 2017-18 to 2021-22.

2.1.1.2 Transfer of funds from Government to LSGIs

(i) The State Government provides three types of funds to LSGIs from the
Consolidated Fund viz., grants, funds for State Sponsored Schemes and State
share of Centrally Sponsored Schemes (CSSs). Appendix IV to the Detailed
Budget Estimates of the Government gives the LSGI-wise allocation of funds.
The Heads of Account in the Detailed Budget Estimates for drawal of funds
from the Consolidated Fund, along with the releases made during 2021-22, are
given in Table 2.2.

Table 2.2: Categories of funds and their allotment to LSGls

Major Hea_d of Account Amqunt allotted Allotment
Category from_ v_vhlc_h Budget during 2021-22 mechanism
Provision is allotted % in crore)
3604 - Compensation and All the grants are
Assignments to Local 8267.42 drawn directly
1 |Grants* Bodies and Panchayat Raj from Consolidated
Institutions fund based on
3054 - Roads and Bridges 2020.50 allotment.
Total 10287.92
State Routed through
2 |Sponsored |12 Major Heads 791.88° State Level Nodal
Schemes Agencies®/
State share _ Commissionerate
3 of CSSs 3 Major Heads’ 605.17 of Rural
Development

Grand total 11684.97

(Source: Government Orders, Voucher Level Computerisation figures, details furnished by
State Mission Management Unit (SMMU) AMRUT, Kudumbashree, Commissionerate of Rural
Development)

The total fund allotted by the State Government for 2021-22 was 311,684.97
crore as against X12,707.78 crore allotted during 2020-21, a decrease of 8.05
per cent. The allotment of funds towards State Sponsored Schemes and State
share of CSSs for 2020-21 were %1,518.27 crore and 1,057.66 crore
respectively. Audit noticed a decrease of 47.84 per cent in allotment of funds
towards State Sponsored Schemes and a decrease of 42.78 per cent in allotment
of State share of CSSs. Government did not offer any reasons for the decline in
allotment of funds.

(i1) Table 2.3 gives the details of funds allotted by the State Government under
various categories® during 2021-22.

General Purpose Fund, Maintenance Fund (Non-Road), Development Fund.

Net Budget figure

Kudumbashree and AMRUT.

Urban Development, Special Programmes for Rural Development, other Rural Development
programmes

8 Excluding funds for State Sponsored Schemes and State share of Centrally Sponsored

Schemes

~N o g
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Table 2.3: Funds allotted by State Government under different categories during 2021-22

(¥ in crore)

—_ Developme alntenance enera i
a0 a Purpose a
Corporations 613.15 260.40 169.98 1043.53
Municipalities 523.88 373.17 243.90 1140.95
District Panchayats (DPs) 657.80 681.96 60.23 1400.00
Block Panchayats (BPS) 650.44 135.40 85.67 871.51
Grama Panchayats (GPs) 2593.06 1839.12 1399.75 5831.93
Total 5038.33 3290.05 1959.53 10287.92

(Source: Details furnished by State Finance Commission Cell)

Audit observed the following deficiencies in the allotment and utilisation of
Government funds:

Delayed allotment of funds

The sanction for allotment of funds for a financial year would be issued by
the State Finance Commission (SFC) cell in three instalments on or before
25 of March, July and November every year and the LSGIs can utilise the
funds with effect from the first working day of the next month. The funds
not drawn upto 31 March of a financial year will lapse automatically. Audit
observed that there was delay upto 67 and 93 days in the allotment of
Development funds and Maintenance funds respectively during 2021-22.
Delayed release of funds reduces the time available to LSGlIs for utilising
these funds. Out of the total allotment of I8,328.38 crore towards
Development and Maintenance funds, %1,556.12 crore (18.68 per cent)
lapsed at the end of the financial year.

Non-authorisation of unspent balance

As per the revised guidelines (March 2015), for drawal of funds by LSGIs
from the Consolidated Fund, the allotted fund not drawn by 31 March of a
particular year, shall be provided through additional authorisation/
Supplementary Demands for Grants along with the second allotment in July
of the subsequent year, based on the consolidated figures furnished by the
Director of Treasuries. Audit observed that total unspent balance in the
Development Fund, Maintenance Fund and Fifteenth Central Finance
Commission (CFC) Grant for the period 2020-21 was %2,993.41 crore as on
31 March 2021. Out of this, an amount of X1,396.45 crore (46.65 per cent)
only was re-authorised by Government as of March 2022. Only 41.41 per
cent of the Development Fund and 47.88 per cent of the CFC Grant was re-
authorised during 2021-22. Government response to the above aspects is
awaited (December 2023).

(iii) The funds released to LSGlIs for implementation of annual plans along with
the State Plan outlay for the period 2017-18 to 2021-22 are given in Table 2.4.
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Table 2.4: State Plan outlay vis-a-vis Development Fund® of LSGIs
(¥ in crore)

Percentage of Develop
a Pla e op G =
do 0 State Pla
O o eleased to
O a
2017-18 26500.00 4653.02 17.56
2018-19 29150.00 5311.00 18.22
2019-20 30610.00 5164.63 16.87
2020-21 27610.00 4668.99 16.91
2021-22 27610.00 4826.00 17.48

Ota 41430.00 40 04

(Source: Budget documents and Government Orders)

Development Fund devolved to LSGIs constituted 17.48 per cent of the State
Plan outlay for the year 2021-22. Audit observed that the Sixth State Finance
Commission had recommended for allocation of 26 per cent of the State Plan
Outlay towards Development Fund during 2021-22. Though GoK included CFC
Grant also in the Development Fund to achieve the prescribed percentage, the
total allocation including CFC grant was 24.60 per cent only. Government
replied (April 2023) that the shortage in allocation was due to short release of
CFC grant by Gol. The reply is not acceptable, as Government could have
increased the share of Development Fund to achieve the prescribed percentage,
thereby contributing enhanced share of funds towards activities of development
and expansion in LSGls.

2.1.1.3 Receipts from Gol

The category-wise release of funds by Gol during 2020-21 and 2021-22 are
given in Table 2.5.
Table 2.5: Category-wise release of Gol fund
(T in crore)

Category | 2020-21 | 2021-22
Fifteenth Finance Commission grant 3549.79 3023.90%°
Centrally Sponsored Schemes 4678.55 4174.02
| Total | 822834 | 7197.92
(Source: Government Orders, Voucher Level Computerisation figures, details furnished by
AMRUT, Kudumbashree, Commissionerate of Rural Development)

2

Audit observed a decrease of %1,030.42 crore in release of funds in 2021-22
under the above categories, when compared to 2020-21. In addition to ¥4,174.02
crore released in 2021-22, Gol had released 2103.64 crore towards Centrally
Sponsored Schemes viz., Smart City and Swachh Bharat Mission (Urban).
However, GoK did not release this amount during 2021-22. Audit noticed a
delay of 100 to 144 days in releasing the amount to State Level Nodal Agencies,
for which reasons were not furnished.

Gol grant for implementation of Centrally Sponsored Schemes

During 2021-22, Gol provided grants amounting to 34,174.02 crore to LSGIs
for implementation of 11 Centrally Sponsored Schemes (CSSs). The grants
were provided to LSGIs through State Budget, except in the case of wages to
workers in Mahatma Gandhi National Rural Employment Guarantee Scheme.

® Excluding CFC Grant
10 Basic Grant — ¥822.77 crore, Tied Grant — 21,774.00 crore, Health Sector Grant — ¥427.13

crore
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The details of Gol grants transferred to LSGIs for implementation of CSSs
during 2021-22 are given in Table 2.6.

Table 2.6: Release of Gol Grant for Centrally Sponsored Schemes
during 2021-22

Authority/Agency

through which the Details of Scheme (?ir:i;]::e)
Grant was released
Atal Mission for Rejuvenation and Urban Transformation 205.89
(AMRUT) :
L | S Rashtriya Gram Swaraj Abhiyan (RGSA) 12.00
Swachh Bharath Mission (Gramin) 1.70
Start-up Village Entrepreneurship Programme (SVEP) 8.24
Phase V '
Directly to State Level | Deendayal Antyodaya Yojana-National Rural Livelihoods 92.62
2. |Nodal Agencies Mission '
(Kudumbashree) Deendayal Antyodaya Yojana-National Urban Livelihoods 29.45
Mission '
Pradhan Mantri Awas Yojana-Urban (PMAY-U) 222.13
Directly to Poverty Pradhan Mantri Krishi Sinchai Yojana (PMKSY) 5.46
3 Alleviation Unit National Rurban Mission(NRuM) 0.35
" | (Commissionerate of | Administrative cost for District Rural Development
Rural Development) | Agencies 381
By online transfer to
the Joint Bank
Account of District Mahatma Gandhi National Rural Employment Guarantee 3592.37
4. | Programme Scheme (MGNREGS)
Coordinator and Joint
Programme
Coordinator
Total 4174.02

(Source: Details furnished by Kudumbashree, Commissionerate of Rural Development,
Suchitwa Mission, Directorate of Panchayats, Directorate of Urban Affairs)

In addition to the Gol grants of ¥4,174.02 crore, the State Government provided
%605.17 crore as its share, for implementation of CSSs. Thus, the total fund
received for implementation of CSSs during 2021-22 was %4,779.19 crore as
against %5,736.21 crore during 2020-21.

2.1.1.4 Own funds of LSGls

Own funds consist of tax!! and non-tax'? revenue collected by LSGIs as per
provisions in Kerala Panchayat Raj Act, 1994 (KPR Act)/Kerala Municipality
Act, 1994 (KM Act) and allied Acts. This category also includes income derived
from assets of LSGIs, beneficiary contributions, earnest money deposits,
retention money, etc. As per the details furnished by Information Kerala
Mission (IKM), Own revenue of 1,200 LSGIs for 2021-22 amounted to
%1,603.47 crore (tax revenue - X1,246.39 crore and non-tax revenue - 3357.08
crore), as against X1,581.64 crore in 2020-21.

11 Property tax, Profession tax, Entertainment tax, Advertisement tax, etc.

2 Licence fee, Registration fee, etc.




Audit Report (LSGIs) Kerala for the year ended March 2022

2.1.1.5 Loans availed by LSGIs

As per provisions of Kerala Local Authorities Loans Act, 1963, LSGIs raise
loans from State Government, KURDFC!3, Co-operative Banks, HUDCO,
etc. Table 2.7 gives the details of loans availed by LSGIs during 2021-22.

Table 2.7: Loans availed by LSGIs during 2021-22
(¥ in crore)

0 e or 10a oan avalled ad g 20 oaf 0 ang : 450
State Government Nil 225.51
KURDFC 168.42 2675.36
Kerala Bank Nil 68.78
HUDCO Nil 12.43
Co-operative Societies Nil 63.62
ota 68.4 04 0

(Source: Details furnished by KURDFC, Kerala Bank, HUDCO, Registrar of Co-operative Societies)

Of the 3,045.70 crore loan outstanding, 32,604.33 crore pertains to loan
availed by local bodies for funding LIFE Mission projects.

2.1.1.6 Application of Resources: Trends and Composition

In terms of activities, total expenditure constitutes expenditure on Productive
Sector, Infrastructure Sector, Service Sector and other expenditure®. As per the
details obtained from IKM, the total development expenditure incurred by
LSGls during 2021-22 amounted to ¥10,108.05 crore.

Table 2.8 shows the composition of application of resources of LSGIs from all
sources of funds on these components for the period from 2017-18 to 2021-22.

Table 2.8: Application of resources
(< in crore)

0 0 3 018-19 019-20 020 0 ota
Productive Sector 955.98 1029.78 714.55 1324.08 1105.58 5129.97
Infrastructure Sector 3096.48 3141.18 2018.61 4485.14 2769.45 | 15510.86
Service Sector 3837.01 5843.66 4749.73 5940.84 6233.02 | 26604.26

otal Develop
889.4 0014.6 482.89 0.06 0108.0 47245.09

(Source: Details furnished by IKM)

e During 2021-22, of the total development expenditure of ¥10,108.05 crore
from all sources of fund, percentage of expenditure on productive sector,
infrastructure sector and service sector was 10.94 per cent, 27.40 per cent,
61.66 per cent respectively.

e The amount spent on productive sector ranged from 9.55 per cent to 12.12
per cent during 2017-18 to 2021-22, indicating that the LSGIs assigned low
priority to productive sectors like Agriculture, Animal Husbandry,
Fisheries, Industries, etc.

Government response to the above is awaited (December 2023).

13 Kerala Urban and Rural Development Finance Corporation Limited

Housing and Urban Development Corporation Limited.

Including interest

Salaries and honorarium, contingency expenditure, other administrative expenditure,

terminal benefits, etc.

e e
o o &
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2.1.1.7 Public investment through major Centrally Sponsored Schemes

Public investment through major CSSs are made to LSGIs through State Level
Nodal Agencies (SLNAS) viz., Kudumbashree, Atal Mission for Rejuvenation
and Urban Transformation (AMRUT), Suchitwa Mission, Smart City,
Commissionerate of Rural Development (CRD), etc. The grants for CSSs enjoin
upon sanctioning authorities the responsibility to ensure proper utilisation of
grant money.

Out of %3,443.60 crore!’ available for implementation of CSSs, substantial
portion of the funds amounting to 1,424.66 crore (41.37 per cent) was lying
unspent with agencies viz., Smart City (R474.82 crore), Kudumbashree (3410.74
crore), AMRUT (2294.40 crore), CRD (X177.82 crore), Suchitwa Mission
(X60.09 crore), etc., thereby defeating the purpose for which the funds were
earmarked and released.

Government response to the above is awaited (December 2023).

2.1.2  Implementation of projects by LSGIs

Under decentralised planning, LSGIs in the State formulated 1,88,011 projects
with a total outlay of %15,327.49 crore during 2021-22. Of these, the LSGIs had
taken up 1,40,020 projects (74.47 per cent) for implementation and spent
%8,040.92 crore on the projects. Of the projects taken up for implementation,
only 1,05,026 projects (75.01 per cent) were completed during 2021-22 at a cost
of %¥5,542.97 crore. The details are given in Table 2.9.

Table 2.9: Details of projects taken up and expenditure incurred during 2021-22

Number of j Amount R in crore

Percentage of

expenditure

Expenditure | on projects

on completed | taken up to
projects | total outlay of

projects
formulated

Expen-
diture on
d projects
taken up

Outlay of
projects
formulate

Grama Panchayat 144715| 110352 83449 9874.68| 5048.72 3370.24 51.13
Block Panchayat 13715| 11142 7914 1361.28 788.32 549.64 57.91
District Panchayat 6940 3714 2566 1505.44 836.19 597.25 55.54
Municipality 18335| 12270 9144 1479.83 840.00 607.12 56.76
Corporation 4306 2542 1953 1106.26 527.69 418.72 47.70

| 188011| 140020| 105026| 15327.49| 8040.92| 5542.97 |
(Source: Details furnished by IKM)

e Ofthe 1,88,011 projects formulated, only 1,05,026 projects (55.86 per cent)
could be completed during the year indicating that local bodies formulated
projects much higher in number than their administrative capacity.

e Out 0f%7,050.46 crore allocated, only X5,542.97 crore (78.62 per cent) was
expended towards completed projects indicating that estimates of projects
were prepared allocating amounts much higher than actual requirement.

17 Does not include Central share of MGNREGS released directly to beneficiaries towards

unskilled wages
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e With reference to the outlay of projects formulated, the percentage of
utilisation of fund was only 52.46 per cent. The shortfall in implementation

of projects was noticed mainly in Corporations.

Out of 3,023.90 crore released towards CFC grant during 2021-22,
%1,678.43 crore (55.51 per cent) remained unutilised.

Out of %3,290.05 crore released towards Maintenance grant during 2021-22,
%1,043.93 crore (31.73 per cent) remained unutilised.

Government response to the paragraph is awaited (December 2023).

2.1.3

The Kerala Financial Code stipulates that each Drawing and Disbursing Officer
should report all cases of loss, theft or fraud to the Principal Accountant General
and the Government. The Government is required to recover the loss, fix
responsibility and resolve systemic deficiency, if any. A consolidated statement
of the details of misappropriations, loss, theft and fraud was not available with
the Government.

Misappropriation, loss, defalcation, etc.

Table 2.10 shows the details of misappropriation/defalcation reported to the
Director of Urban Affairs, Commissioner of Rural Development, Director of
Panchayats, Executive Director of Kudumbashree and LSGD.

Table 2.10: Misappropriation, loss, defalcation

2017- 18 2018-19 2019 20 2020-21 2021-22

Age ota

Corporations 8.40 (3)| 12.59 (6) | 26.64 (4)| 3.70 (3) 51.33 (16)
Municipalities 2.23 (1) 1.51(1)| 2.16 (3) 0] 276(2 8.66 (7)
District Panchayats 3464.36 (5)| 7112.04 (7)| 75.58 (4) 0 Ava";:?; 10651.98 (16)
Block Panchayats 0 4.42 (3) 0 0| 6.84(1) 11.26 (4)
Grama Panchayats 5.90 (2) 0 0| 15.16 (2) 0 21.06 (4)
Kudumbashree

Community 28.24 (4) 299 (2)| 3.33(3)| 9.22(7)| 70.37(5)| 114.15(21)
Development Societies

(Source: Details furnished by Directorate of Urban Affairs, Commissionerate of Rural
Development, Kudumbashree, Directorate of Panchayats and LSGD)

2.1.4  Surcharge and Charge imposed by the Kerala State Audit

Department

Section 16(1) of Kerala Local Fund Audit Act, 1994 empowers the Kerala State
Audit Department (KSAD) to disallow any illegal payment and surcharge the
person making or authorising such illegal payment. The KSAD can also charge
any person responsible for the loss or deficiency of any sum which ought to
have been recovered.

From 2019-20 to 2021-22 KSAD issued 10 Charge Certificates for 3.26 lakh
and 83 Surcharge Certificates for 394.52 lakh. Against the total charge/
surcharge amount of ¥97.78 lakh, only 26.41 lakh was realised (6.56 per cent),
leaving ¥91.37 lakh unrealised.
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2.2 Results of Supplementary Audit

As per Rule 62(5) of the Kerala Panchayat Raj (Accounts) Rules, 2011 and as
per Rule 58(5) of Kerala Municipality (Accounts) Rules, 2007, the PRIS/ULBs
shall prepare Annual Financial Statements (AFS) containing Receipt and
Payment Statement, Balance Sheet and Income and Expenditure Statement and
forward them to the Director, KSAD after approval by the Panchayat
Committee/ Municipal Council not later than 15 May and 31 May respectively
of the succeeding year.

According to Kerala Local Fund Audit Act, 1994, LSGIs should present their
accounts to KSAD by 31 July of the succeeding year. KSAD should complete
audit of the accounts within six months of receipt of the accounts and issue
Audit Report within three months of the date of completion of audit. KSAD
received accounts pertaining to the year 2021-22 from all the LSGIs by 31 July
2022. Of the 1,200 accounts received, Audit Reports were issued in respect of
1,112 accounts (April 2023).

Supplementary audit under Section 20(1) of the Comptroller and Auditor
General of India’s (Duties, Powers and Conditions of Service) Act, 1971, in
respect of the audited accounts of 65 LSGIs was conducted during 2021-22.
Audit noticed the following deficiencies:

(1) As per Rule 62(3) of the Kerala Panchayat Raj (Accounts) Rules, 2011 and
Rule 58(3) of the Kerala Municipality (Accounts) Rules, 2007, comparative
amounts for the preceding year shall be entered in the Financial Statements.
The AFS of one Municipality, three BPs and 42 GPs did not contain the
comparative amounts (Appendix 2.1).

(ii) As per Rule 62(2) of the Kerala Panchayat Raj (Accounts) Rules, 2011 and
Rule 58(2) of the Kerala Municipality (Accounts) Rules, 2007, AFS shall
consist of Balance Sheet, Income and Expenditure Statement, Statement of
Cash Flow, Receipt and Payment Statements, Notes to Accounts, Key
Ratios or Financial Performance Indicators. Appending statements to
accounts were not found in one Municipality, three BPs and 38 GPs

(Appendix 2.1).

(iii)As per Rules 28, 58(4) of the Kerala Panchayat Raj (Accounts) Rules, 2011
and Rules 27, 54(5) of the Kerala Municipality (Accounts) Rules, 2007, at
the end of the year, the Secretary may carry out procedures for creation of
provision for expenditure already incurred but not paid and amounts
receivable. Provision for expenditure already incurred but not paid or
provision for amounts receivable were not created in the AFS of one BP and

20 GPs (Appendix 2.1).

(iv)There were misclassifications of revenue and capital expenditure, advances
and capital work-in-progress, incorporation of incorrect cash/bank/ treasury
balances in Balance Sheets, non-transfer of utilised revenue grant to capital
contribution, under valuation/non-accounting of fixed assets and providing
less, more or nil depreciation to assets. This resulted in not exhibiting a true
and fair view of the state of affairs of one Municipality, one BP and 23 GPs
(Appendix 2.1).

Government remarks have not been received (December 2023).
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2.3

Conclusion

The amount spent on productive sector ranged from 9.55 per cent to
12.12 per cent during 2017-18 to 2021-22, indicating that the LSGIs
assigned low priority to productive sectors like Agriculture, Animal
Husbandry, Fisheries, Industries, etc. The Government may analyse the
reasons for low expenditure to enable the LSGIs to utilise the funds
productively. The Government may also consider fixing a target for
expenditure in the productive sector.

Out of %3,443.60 crore available for implementation of CSSs, substantial
portion of the funds amounting to 31,424.66 crore (41.37 per cent) was lying
unspent with SLNASs thereby defeating the purpose for which the funds were
earmarked and released by Gol/GoK.

Out of %3,023.90 crore released as CFC grant during 2021-22, %1,678.43
crore (55.51 per cent) remained unutilised.
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CHAPTER IlI
PERFORMANCE AUDIT ON ASSESSMENT, LEVY,
COLLECTION AND ACCOUNTING OF PROPERTY TAX

IN URBAN LOCAL BODIES

3.1 Introduction

Sections 230 to 233 of the Kerala Municipality Act, 1994 (KM Act) empowered
the Urban Local Bodies (ULBSs) to levy property tax on all buildings, including
the land appurtenant thereto, situated within the jurisdictional area of the
Corporations and Municipalities. Property tax comprises of a tax for general
purposes and a service tax which may comprise of water tax, drainage tax,
lighting tax and sanitary tax. Accordingly, Government of Kerala (GoK) has
issued Kerala Municipality (Property Tax, Service Cess and Surcharge) Rules
on 14 January 2011 on the basis of powers vested under Sections 230 to 233
read with Section 565 of KM Act, which empowers the State Government to
issue directions to ULBs.

Property tax is a major source of revenue of the Corporations and Municipalities
in the State and constitutes about 48.28 per cent of their own revenue. In test-
checked ULBs, the share of property tax in own revenue ranged from 23.32 per
cent to 69.18 per cent from 2017-18 to 2021-22. The assessment of property tax
on the basis of plinth area instead of annual rental value of properties was made
applicable for new buildings from 01 April 2013 and for existing buildings from
01 April 2016 onwards. The minimum and maximum limits of rates of basic
property tax applicable to various categories of buildings are fixed by
Government. Subject to the limits fixed by Government, the rate at which basic
property tax to be levied are determined by the respective Municipal Councils.
The limits/rates once fixed were to be in force for five years and thereafter rates
were to be revised by making an enhancement at the rate of 25 per cent on the
existing limits, so as to be in force for the next five years. The application
software suite ‘Sanchaya’ was developed by Information Kerala Mission (IKM)
for computerisation of revenue system in Local Self-Government Institutions.
Sanchaya consists of two modules, one which captures the details of tax
payee/institution, demand and collection, etc. and the other, an e-payment
module. A Performance Audit (PA) on the assessment, levy, collection and
accounting of Property tax in ULBs was undertaken by Audit which revealed
shortcomings in assessment, levy, collection and accounting of property tax.

3.1.1 Organisational setup

The Director of Urban Affairs (DUA) under the Local Self Government
Department (LSGD) is the overall controlling authority of 93 ULBs® in the
State. Under the DUA, there is a Joint Director (Administration) and three
Regional Joint Directors (for southern, central and northern regions) entrusted

1887 Municipalities and six Municipal Corporations
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with the duties relating to realisation of property tax. The Joint Directors
concerned oversee tax collection in the Corporations and Municipalities within
their jurisdiction. The Secretary of the Municipality/Corporation, assisted by the
Revenue Officer, is in charge of assessment, levy and collection of property tax
in the ULB. A diagrammatic representation of the organisational hierarchy of
authorities involved in the different stages of realisation of property tax is
presented below:

Figure 3.1: Organisational setup*®

E
—

-

1% Municipal/Corporation Council is the legislative body of Municipality/Corporation. Its
responsibility includes formulation of budget, decision on taxes and fees, implementation of
policies/programmes, etc.

Steering Committee coordinates and monitors the functions of all the Standing Committees
and has the powers as delegated by the Council.

Standing Committees are permanent committees in ULBs, each committee dealing with
separate functions, Health, Finance, Works, Welfare, etc.
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3.2 Audit objectives

The PA was conducted to evaluate:

e whether the procedures followed by Urban Local Bodies in assessment,
levy, collection and accounting of property tax were robust and efficient

e whether there has been timely revision of property tax contributing to
enhancement of own revenue of Urban Local Bodies and

e whether a suitable monitoring mechanism was in place to ensure that no
building/property assessable to tax escaped assessment.

3.3 Audit criteria

Audit observations were benchmarked against the criteria derived from:

e Kerala Municipality Act, 1994
o Kerala Municipality Building Rules, 1999 and amendments

o Kerala Municipality (Property Tax, Service Cess and Surcharge) Rules,
2011

e Kerala Municipality Building (Regularisation of Unauthorised
Construction) Rules, 2018

e Supreme Court and High Court judgments, Central/State Finance
Commission Reports and various Government orders

34 Scope and methodology of audit

A Performance Audit on ‘Assessment and collection of property tax in Kochi
Municipal Corporation” was included in the Audit Report for the year ended
March 2005. The PA was discussed? by the Local Fund Accounts Committee
(LFAC) (2010-11) in May 2010. The current PA was conducted covering the
period from 2017-18 to 2021-22. Based on appropriate sampling method, a
sample of four (29 per cent) districts out of the total 14 districts was chosen for
detailed scrutiny. Audit methodology included scrutiny of records and registers,
issue of audit enquiries, joint physical verifications, measuring of plinth area of
buildings, collecting photographic evidence, etc. The Entry Conference of the
PA was conducted with the Additional Chief Secretary, Local Self Government
Department (LSGD) on 12 May 2022, wherein the audit objectives, criteria,
scope, selected institutions, etc., were discussed and the views of Government
sought. Exit conference was conducted with the Principal Secretary, LSGD on
27 March 2023 to discuss the audit findings. The remarks offered by
Government with respect to the audit findings have been considered in the
finalisation of this Report.

20 Recommendations of the Committee were included in 37" report of LFAC(2010-11) and
further recommendations in 46" report of LFAC(2014-16)
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341  Sampling

The 14 districts in the State were divided into two categories, based on the
geographical regions of north and south and two districts each were selected
from these regions, using SRSWOR?' method with IDEA software.
Thiruvananthapuram and Ernakulam districts were selected from southern
region and Kozhikode and Malappuram from northern region. Of the six
Municipal Corporations in the state, three Corporations (50 per cent) falling in
the selected districts viz., Thiruvananthapuram, Kochi and Kozhikode were
selected. There are 87 Municipalities in the State of which 36 Municipalities are
in the selected districts. Twenty five per cent of these 36 Municipalities were
selected subject to minimum of two from each selected district (11
Municipalities), by applying SRSWOR method using IDEA. The details of units
selected are shown in Appendix 3.1.

3.4.2 Sources of income of ULBs

Consequent upon the enactment of 74" Constitution Amendment Act which
facilitated devolution of functions to ULBs, it was imperative that own
resources of the ULBs were to be augmented for effective implementation of
devolved functions. Even though the quantum of funds available to Local Self-
Government Institutions (LSGIs) in Kerala has increased over a period of time,
their dependence on grants from Central and State Governments remains
significant. The extent of contribution of various taxes to the own revenue of
ULBs in the State during the audit period of five years from 2017-18 to 2021-
22 are shown in Figure 3.2.

Figure 3.2: Extent of contribution of various taxes to the own revenue of ULBs in the
State during the audit period

Total Income - ULBs
(X14646.90 crore)
Revenue Grants Tax Revenue Non-tax Revenue
29788.55 crore 3532.62 crore 31325.73 crore
(66.83 per cent) (24.12 per cent) (9.05 per cent)
ST T Profession Tax Entertainment Advertisement
2234566 crore 21131.25 crore Jls ST
Z40.15 crore %15.56 crore

(66.40 per cent) (32.02 per cent) (1.14 per cent) (0.44 per cent)

(Source: Information furnished by Directorate of Urban Affairs)

2L Simple Random Sampling WithOut Replacement
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The fact that property tax with its share of 66.40 per cent, contributes the major
share of tax revenue, underscores the need to step up collection of the tax by
plugging loopholes at each level of its realisation.

The Demand, Collection and Balance (DCB) of property tax during the audit
period as per DCB statements furnished by test checked ULBs is presented in
Table 3.1:
Table 3.1: Details of Demand, Collection and Balance in test checked ULBs
Demand (Z in crore) Collection (Z in crore) Balance (Z in crore)

Percen-

Book tage of

Arrear | Current | Total [Arrear| Current | Adjust | Total | Arrear | Current | Total collgction
ments

2017-18 | 196.91 | 191.74 | 388.65 | 32.37 | 132.67 0.42 |165.46 | 164.54 | 58.65 | 223.19 | 42.57
2018-19 | 222.98 | 226.38 | 449.36 | 55.80 | 153.82 3.09 |212.71| 167.18 | 69.48 | 236.66 | 47.34

2019-20 | 269.63 | 281.47 |551.10 | 81.24 | 176.01 6.74 |263.99 | 188.40 | 98.72 | 287.12 | 47.90

2020-21 | 304.15 | 277.00 | 581.15| 79.33 166.76 5.08 | 251.17 | 224.82 | 105.17 | 329.99 43.22

2021-22 | 324.22 | 290.15 | 614.37 | 91.99 | 193.51 3.86 |289.36 | 232.23 | 92.78 | 325.01 | 47.10
(Source: DCB data furnished by Revenue wings of test checked ULBSs)

During the period from 2017-18 to 2021-22, the growth in collection of property
tax was uneven in test checked ULBs. The rate of collection increased during
2019-20 and 2021-22, whereas it was considerably reduced during 2020-21,
probably due to the impact of Covid-19 pandemic. The rate of collection of
property tax compared to the tax demanded each year was always below 50 per
cent. The closing balance of each year could not be reconciled with the opening
balance of next year, which pointed at the incorrectness of DCB data of ULBs.

Accepting the audit observation, Government replied (April 2023) that
discrepancies in DCB data were due to defective data entry, viz., non-posting of
collection of Government buildings, incorrect tax recorded for buildings, non-
deletion of demolished buildings from Sanchaya database, non-recording of
vacancy remission, exemption given to retired defence persons, etc. However,
no detailed review was conducted till date to decide upon the corrective steps to
be taken to address these issues.

Graphs showing total collection of property tax from Municipalities and
Corporations during 2017-2022, as per DCB data furnished by test checked 14
ULBs are given as Figure 3.3 and Figure 3.4:
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Figure 3.3: Total Collection for Municipalities during 2017-22
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Figure 3.4: Total Collection for Corporations during 2017-22
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It was observed that total tax collection in respect of Kalamassery Municipality
and Kochi Corporation during 2017-22 far exceeded that of the other
Municipalities and Corporations, at I52.15 crore and 33493.13 crore
respectively.

Audit Findings

35 Enumeration

The primary step towards effective assessment and levy of properties with
property tax is the creation of a comprehensive data base of taxable entities.
Enumeration or counting of properties, enables creation of a comprehensive
database of all properties which are to be levied and assessed to property tax in
the jurisdiction of the local body. All properties that are legally in the tax net
should be recorded in the property tax register and this register should be
regularly updated to capture any new property or changes to existing properties.
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As part of implementation of total e-governance in LSGD, Government
accorded sanction?? to create a revenue database through Sanchaya software so
as to digitise base data pertaining to property tax. Government also instructed
(February 2016) that IKM was to supervise GIS?® mapping in local bodies and
ensure that GIS mapping was integrated with the different software developed
and deployed by IKM.

However, Audit observed that digital database generated by test checked ULBs
was incomplete and not supported by door-to-door enumeration. It was further
observed that many test checked ULBs have not adopted measures to integrate
GIS mapped data with Sanchaya software and wherever such integration was
attempted, deficiencies were noticed.

The existing Municipal Act/Rules do not have clear provisions mandating
regular enumeration of properties. As per the system in practice, once a building
Is constructed and assessed, unless otherwise the owner himself reports on
subsequent alterations to the building to the ULB, such modifications continue
to escape assessment.

Various factors which hampered the effectiveness of timely and comprehensive
enumeration of properties and creation of digital property tax register in test
checked ULBs are listed in the following paragraphs.

3.5.1 Digitisation not supported by physical verification of existing
properties

With the advent of plinth area based assessment system (January 2011), the
ULBs were required to maintain property tax assessment register in Form 424,
consisting of details such as types of buildings, plinth area, age, width of road,
door numbers, etc. with respect to each building. The base data available with
the ULBs in respect of existing buildings was in line with the annual rental value
but devoid of details such as age of building, width of road access to the
building, zone categorisation, etc. The municipal officials therefore were
required to visit each property and collect all relevant data in Form 6 for proper
and accurate assessment.

Audit noticed that the ULBs deputed agencies to upload base data recorded in
existing registers. The data uploaded in Sanchaya was to be compared with the
data collected from the field and verified at multiple levels before being finally
approved by the Secretary of the ULB. While analysing details in Sanchaya,
Audit noticed instances wherein information available in Form 6 assessments
were similar to the data in old property tax registers of ULBs. Random
examination of data pertaining to 1,150 numbers of existing buildings by Audit
resulted in identification of 85 variations (7.39 per cent) with respect to
unassessed plinth area, unauthorised constructions, wrong classification of
buildings, etc. as compared to the data captured in Sanchaya. This indicates

22 Government Order No0.2380/2013/LSGD dated 25 September 2013
23 Geographic Information System
24 Rule 12 of Kerala Municipality (Property Tax, Service Cess and Surcharge) Rules, 2011
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absence of upgradation, purification, valuation or verification of uploaded data
with respect to digitisation of existing buildings. Creation of digital property
records by digitising existing property records without appropriately
incorporating adequately verified data emanating from field survey would
eventually lead to short demand and short realisation of property tax.

3.5.2  Undue delay in digitisation of property tax records

The Municipalities and Corporations commenced digitisation of property tax
assessment records from 2013. The digital database with respect to property tax
would essentially include plinth area of the building, name and address of the
assessees, building type, width of road access to the building, age, etc. As part
of digitisation, the ULBs entrusted entry of base data to different agencies. The
data thus entered had to be validated and authenticated by responsible officers.
Noticing delay of six years in digitisation of revenue database, Government, in
March 2019, directed the ULBs to complete enumeration of all buildings,
collection of all data in Form 6 and verification and approval of all buildings by
September 2019.

Audit noticed that the extent of digitisation of database ranged from 85 per cent
to 100 per cent in test checked Municipalities and from 25 per cent to 100 per
cent in Corporations. Excepting Varkala and Vadakara Municipalities and
Thiruvananthapuram Corporation, the entry of base data was yet to be
completed in remaining 11 test checked ULBs. Instances of entering data from
old property tax registers without ascertaining their updated status through field
visits were observed. In the light of shift in basis of assessment from annual
rental value (ARV) to plinth area, this exercise would be grossly inadequate, as
revealed from the instances of non/short assessment mentioned in paragraphs
3.6.1and 3.6.2 of this report. In Kozhikode and Kochi Corporations, 35,000 and
25,104 door numbers were missing respectively from Sanchaya data. This
pointed to the possibility of ULBs either not uploading entire data from old
property tax registers or not deleting the building numbers of demolished
buildings. Further, the entries in the database were not seen validated by
Revenue Inspector/Revenue Officer concerned, resulting in errors in data entry
going unnoticed. The ULBs did not conduct comprehensive enumeration prior
to digitisation, resulting in omissions in assessable units.

Regarding Kozhikode Corporation, Government replied (April 2023) that
immediate action would be undertaken for data collection and to complete
digitisation process. With respect to the data on 35,000 buildings mentioned as
missing, it was replied that this included demolished buildings also and that the
number of buildings not digitised would add up to 15,550.

Since creation of a comprehensive database was essential for micro level
planning and scaling up of tax revenue, incomplete database would result in
incorrect budgeting and inaccurate demand assessment. Further, a foolproof
digital database would facilitate online payment of taxes by citizens. The delay
in completion of digitisation denied the ULBs of opportunity to make full
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advantage of technological advancements as in Kochi Municipal Corporation
detailed below.

Improper implementation of property tax digitisation project in Kochi
Municipal Corporation

Kochi Municipal Corporation (KMC) decided (October 2008) to implement e-
governance with the objective of providing efficient services to the citizens
under INNURMZ?. The project envisaged digitisation of property tax registers
so as to enable online payment of property tax by citizens along with other
services in electronic mode. The total cost of the project was Z8.70 crore, of
which X5.57 crore was released to Tata Consultancy Services (34.99 crore) and
Wipro?® (0.58 crore). Despite spending ¥5.57 crore, the pro_]ect was
abandoned, primarily due to lack of \ A/l v , -
proactive intervention by KMC to tackle ‘/,
the impediments in various stages of
digitisation, which  would  have
facilitated smooth transition to e-
governance process.

The ineffective implementation of e-
governance project resulted in delay in
digitisation using Sanchaya software by
eight years. Audit noticed that the g - '

property tax records of buildings Flgure35 Torn and mutilated property tax
constructed . to 2013 till registers in Kochi Corporation. Photograph

: : PFIOF 0 - Were_ stl taken by Audit party on 22 August 2022

maintained in old physical registers

which were in torn and mutilated state.

Government did not offer any remarks on the delay in digitisation in KMC and
other test checked ULBs.

3.5.3  Failure in adopting GIS based mapping

Geographic Information System (GIS) and Remote Sensing are the tools to
identify the exact location of properties with relevant tax attributes. Each
property unit has both spatial and non-spatial data. The integration of both data
sets can improve the efficiency of property tax assessment procedures and
monitoring systems. The introduction of geospatial technologies to the existing
databases will not only simplify the assessment and management of property
tax, but also improve the collection efficiency. The tax assessment variables
such as zones, tax categories, road access to property, building types of
properties can be observed and updated with the help of GIS and remote sensing
techniques. This would make the property tax system more transparent, efficient
and updated.

% Jawaharlal Nehru National Urban Renewal Mission
% The Tata Consultancy Services was the system integrator for the implementation of
e-governance project and Wipro was the project management consultancy.




Audit Report (LSGIs) Kerala for the year ended March 2022

Based on the request of interested ULBs, M/s ULCC Ltd.?” was entrusted
(February 2016) to undertake the GIS related mapping for property tax
management in these ULBs. The implementation of GIS was to be supervised
by Information Kerala Mission (IKM). The IKM was to integrate GIS mapped
data with various application software developed for assessment, levy and
collection of property tax besides collection of sociological data. Audit noticed
that among the test checked ULBs, Nedumangad, Varkala and Vadakara
Municipalities undertook GIS mapping with an estimated cost of %21 lakh,
%33.82 lakh and 58.24 lakh respectively.

The mapping of Nedumangad Municipality undertaken by an agency
Karakulam Grameena Patana Kendram, was stated to have been completed by
October 2020. Though the agency handed over GIS mapped data to the ULB,
the data could not be integrated with various software developed by IKM.
Further, IKM did not also validate the GIS data mapping by combining it with
door-to-door survey to ascertain the plinth area and other details required for
property tax assessment.

The GIS mapping of Varkala Municipality was undertaken by M/s ULCC Ltd.
utilising 333 lakh. Though M/s ULCC Ltd. completed the exercise, the ULB
could not integrate GIS mapping with the software of IKM or carry out any
further additions or deletions to the data. The Municipality stated that though
IKM was to depute technically competent persons to supervise the mapping
task, this was not done. It was also stated that the field survey data as well as
the base map have not yet been handed over to the Municipality by M/s ULCC
Ltd.

In the case of VVadakara Municipality, the door-to-door survey of plinth area for
GIS mapping could not be completed in five of the 47 wards, due to public
protest. In the 42 wards where survey was completed, the plinth area details
collected by ULB varied significantly with the data uploaded in Sanchaya.

Thus, despite Government issuing orders enabling GIS mapping and
designating agencies to perform the task, the test checked ULBs failed in
performing GIS mapping of properties for better realisation of property tax.
Even in those ULBs where GIS mapping was launched, it failed to capture all
the required parameters and get them validated by ground level verification, and
integrate mapped data with other software under the supervision of IKM, which
would have facilitated realistic assessment and enhancement in collection of
property tax. Audit observed? that GIS based Municipal Tax and Fee Collection
System introduced in Raipur Municipal Corporation in 2018 supported with
door-to-door survey enhanced demand by 74 per cent from the demand for the
previous year.

Government assured in reply (April 2023) that Varkala and Nedumangad
Municipalities would initiate action to integrate GIS mapped data with various

27 Uralungal Labour Contract Co-operative Society Limited.
28 <A Toolkit for Property Tax Reforms Volume 1’ issued by Ministry of Housing and Urban

Affairs, Government of India
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IKM software. With regard to other ULBs it was stated that action would be
taken to initiate GIS mapping without delay. The Principal Secretary, LSGD
opined that existing GIS mapping is a one-time exercise and constant updating
of data is required for its fruitfulness, which is being addressed in the new
software proposed to be launched by Government.

Recommendations:

Government should consider incorporating suitable provisions relating to
periodic enumeration of properties in the Kerala Municipality (Property Tax,
Service Cess and Surcharge) Rules.

Digital enumeration should make full use of technologies including GIS
mapping along with door-to-door survey and unique identification numbers
to the buildings. Government may issue Standard Operating Procedure (SOP)
with detailed timelines for implementation and effective integration of GIS
mapping with Property Tax data.

3.6 Assessment

The LSGIs are empowered to assess every building with property tax, in the
manner and rates fixed as per Sections 230, 231, 232 and 233 of Kerala
Municipality Act, 1994 and Kerala Municipality (Property Tax, Service Cess
and Surcharge) Rules, 2011.

Assessment of properties refers to the exercise of assessing the tax of a
particular property within the parameters defined by State for the purpose of
taxation. The buildings are categorised according to usage into residential,
industrial, schools and hospitals, amusement parks, mobile telephone towers,
commercial, other purposes, etc. According to Kerala Municipality Building
Rules, 1999 (KMBR), any person who intends to develop any land or construct
any building should submit to the Secretary of the ULB an application for
permission, accompanied by plans and connected documents and necessary
application fee. The Secretary, after verifying the documents should
grant/refuse permission for execution of the work. On receipt of completion
report from the owner and after confirming that the construction has been
carried out in accordance with the approved plan, the Secretary issues the
Occupancy Certificate (OC) for the building and assesses property tax thereon.
The amount so assessed shall be the annual property tax of the building payable
in two half yearly instalments. Various stages in the assessment of properties
are explained with the help of the flowchart below:
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Figure 3.6: Various stages in assessment of properties

Rule 12(4) of Kerala Municipality (Property Tax, Service Cess and Surcharge)
Rules, 2011 stipulates that the official engaged by the Municipal Secretary shall
physically verify the details furnished by the owner of the building and assess
property tax within six months. As per Rule 12(7), the loss incurred to the
Municipality due to lapse in scrutiny of property tax return furnished by the
owner or laxity in physical verification shall be recovered from the official
concerned. Despite the above provisions mandating assessment of property tax
within prescribed time limits, Audit came across 10,285%° instances of short

2 Technopark-11 buildings, Kochi Metro -12, Thiruvananthapuram International Airport- one,
Hospitals - three, Budget Hyper Market- one, Serviced Apartments -15,0beron Mall-one,
Cochin Shipyard -14, Cochin Port Trust -1,260, Application of incorrect rate of property tax
-2,092, Erroneous application of zonal deduction -2,971, Incorrectly exempted units-3,904
as revealed in analysis of ULB records and Sanchaya data.
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assessment of property tax amounting to ¥38.27 crore. In test-checked ULBS,
442 instances of non-assessment of property tax amounting to 310.20 crore
(excluding penalty) were observed. The details of non/short assessment are
listed below.

