| PREFACE |

This Report has been prepared for submission to the Government of Orissa in accordance
with the terms and conditions of the Technical Guidance and Supervision (TGS) over the
maintenance of accounts and audit of Panchayati Raj Institutions (PRIs) by the Comptroller
& Auditor General (C&AGQG) of India.

Based on the recommendations of the Eleventh Finance Commission, the State Government
entrusted 20 percent of Gram Panchayats (September 2003) and Panchayat Samitis (May
2004) for audit to the C&AG of India under section 20(1) of the C&AG’s (DPC) Act 1971.
The State Government also entrusted the C & AG the technical Guidance and Supervision of
the audit conducted by the Examiner, Local Fund Audit (LFA).

This Report is based on the audit of Gram Panchayats (GPs) conducted under Section 20(1)
and Panchayat Samitis (PSs) & Zilla Parishads (ZPs) under Section 14 of the C&AG’s (DPC)
Act 1971.

This is the second Report of the office of the Senior Deputy Accountant General, Local
Bodies Audit and Accounts under the administrative control of the Principal Accountant
General (Civil Audit), Orissa, Bhubaneswar which started functioning from October 2006.

This Report contains three chapters. Chapter I contain an overview of the PRIs in Orissa and
comments on accounts. Chapter II deals with the observations on transactions noticed in
audit of PRIs. Chapter III deals with the performance audit on devolution of funds, functions
and functionaries.

The cases mentioned in the Report are those, which came to notice during the course of audit
of accounts conducted during the year 2007-08 in respect of transactions pertaining to
2006-07.



| OVERVIEW |

This report includes three chapters. Chapter I deals with an overview of the
Panchayati Raj Department containing the organizational set-up, accounting and auditing
arrangements of PRIs and audit coverage including seven paragraphs on the comments on
accounts. Chapter II comprises 21 paragraphs containing the audit findings on the financial
transactions of the PRIs. Chapter Il deals with the Devolution of funds, functions and
functionaries to the PRIs including conclusions and recommendations. A summary of audit

findings is given as under: -

Statutory audit of PRIs by the DLFA is not being done regularly and effectively. No separate
committee of legislation has been constituted to examine audit reports of Local Bodies.
(Paragraph 1.7)

Inadmissible expenditure of Rs.5.65 crore under TFC grants towards construction of CC
roads
(Paragraph 1.11.1)

Irregular utilisaion of TFC grants of Rs.3.98 crore for payment of remuneration to the
computer programmers and RWSS staff.
(Paragraph 1.11.2)
An amount of Rs.292.25 crore constituting 47.15 per cent of the total funds available with
PRIs remain unutilized (Rs.292.25 crore).
(Paragraph 1.13.1)
Non-reconciliation of cash book and Bank balances and deficiencies in maintenance of cash

book in PRIs. (Paragraph 1.13.2 & 1.13.6)
Non-preparation of Budget Estimates, Annual Accounts and Database on finances in

prescribed formats. (Paragraph 1.13.7)

Scheme funds of Rs.4.19 crore were diverted for other purposes. (Paragraph 2.3)
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Misappropriation of Rs.1,35,548/- by the staff of the PRIs
(Paragraph 2.4)

Misappropriation of stock valued at Rs.60.09 lakh in PSs
(Paragraph 2.5)

Misappropriation of food grains costing Rs.23.07 lakh in PRIs
(Paragraph 2.6)

Undue benefit to the VLLs Rs.1.80 crore due to excess issue of food grains leading to
misutilisation.
(Paragraph 2.8)

Non-payment/Excess payment of royalty to Government.
(Paragraph 2.11 & 2.12)

Wasteful expenditure of Rs.22.81 lakh on construction of bridge due to scarcity of funds.
(Paragraph 2.13)
Excess expenditure on material component of Rs.1.09 crore resulted in depriving the

beneficiaries of wages under NREGS
(Paragraph 2.15)

Works involving Rs.13.54 crore remained incomplete for more than five years leading to
unfruitful expenditure.
(Paragraph 2.16)
Shopping units constructed with an expenditure of Rs 4.55 crore are lying vacant.
(Paragraph 2.17)

Irregular utilization of Rs.47.39 lakh for transportation charges of food grains.

(Paragraph 2.18)

Non-utilisation of food grains worth Rs.1.17 crore resulting deteriation in quality and loss
(Paragraph 2.20)
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Only 21 out of 29 subjects listed in eleventh schedule were transferred to PRIs.
(Paragraph 3.5.2)

Non-Merger of DRDA with Zilla Parishad.
(Paragraph 3.5.2)

Assets not transferred to GPs
(Paragraph 3.5.4)
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AN OVERVIEW OF THE PANCHAYATI RAJ INSTITUTIONS

1.1 Introduction

The Panchayati Raj Institutions in the State of Orissa are regulated by the Gram
Panchayat Act, (1964), Panchayat Samiti Act, (1959) and the Zilla Parishad Act, (1991).
Consequent upon enactment of 73 constitutional Amendment Act, 1992 suitable
amendments to the above Acts were made incorporating provisions for decentralization of
powers for strengthening the three tiers of local bodies at the District, Block and Village
levels. At present, 30 Zilla Parishads (ZPs), 314 Panchayat Samitis (PSs) and 6234 Gram
Panchayats (GPs) are functioning in Orissa. The last election to the PRIs was held in
February 2007.

The Eleventh Finance Commission (EFC) recommended that the C&AG should be
entrusted with the responsibility of exercising control and supervision over the proper
maintenance of accounts and audit of all the three-tiers of PRIs. Accordingly, the State
Government has entrusted responsibility for providing Technical Guidance and Supervision
(TGS) to the C & AG and also entrusted audit of 20 per cent of GPs (September 2003) and
PSs (May 2004) to the C & AG of India under section 20(1) of the DPC Act. Presently audit
of all PSs and ZPs is being conducted under section 14 of the CAG’s (DPC) Act.

1.2 Organizational Set up

The Panchayati Raj Istitutions (PRIs) function under the administrative control of the
Panchayati Raj (PR) Department headed by the Commissioner-Cum- Secretary and assisted
by the Director (PR) and the Director (Special Projects) at the State level.



The organizational set-up of the PRIs is as follows: -

COMMISSIONER CUM SECRETARY TO

GOVERNMENT,

PANCHAYATI RAJ DEPARTMENT

DIRECTOR, PANCHAYATI RAJ

DIRECTOR, SPECIAL PROJECTS

EXECUTIVE BLOCK DEVELOPMENT EXECUTIVE OFFICER,
OFFICER, OFFICER, GRAM PANCHAYAT
ZILLA PARISHAD PANCHAYAT SAMITI
The Elected Body set-up of the PRIs is as follows: -
ZILLA PARISHAD PANCHAYAT SAMITI GRAM PANCHAYAT
A 4 A 4
PRESIDENT CHAIRMAN SARPANCH
A 4 A 4
ZP MEMBERS PS MEMBERS WARD MEMBERS

The State has 30 districts and each district has a Zilla Parishad. The ZP is controlled
by an elected body headed by a President, who is elected from among the elected
representatives of the ZP. The Collector is designated as the Chief Executive Officer (CEO).
Under the CEO, one Executive Officer (EO) discharges day-to-day administrative functions

of the ZP.




The PS functioning at the Block level is controlled by an elected body headed by a
Chairman duly elected from among elected representatives of the Block and the Block
Development Officer (BDO) is the executive head.

At the GP level, the elected members headed by a Sarpanch constituted the GP. The
State Government by legislation has declared the Village Level Worker (VLW) as the
Executive Officer entrusted with general superintendence and overall control of the GP who

discharges his duties under the supervision of the District Panchayat Officer (DPO).

1.3 Sources of Funds

The main source of revenue/income for PRIs in the State are funds devolved by
Government of India (GOI) under the various centrally sponsored scheme (CSS), Grants
received from State Government besides grants recommended by Eleventh Finance
Commission (EFC) & Twelfth Finance Commission (TFC) for specific purposes. Based on
the recommendations of State Finance Commission (SFC) the State Government released
grants for various purposes. In addition PRIs are also mobilizing resources from own sources
such as taxes, rents, licence fees etc. The receipt and expenditure position of the PRIs for the

last three years is as follows: -

(Rupees in crore)

GRANTS RECEIPTS
2004-05 2005-06 2006-07
Central grants 696.06 1051.69 1120.50
State grants 179.20 189.28 309.32
TFC Grants - - 345.76 (including receipt
in 2005-06)
Own revenue - - -
Loans - - -
Others - - -
TOTAL 875.26 1240.97 1775.58
EXPENDITURE
802.04 1296.04 1541.42 (including the
expenditure made during
2005-06 on TFC grants)
BALANCE 73.22 (-) 55.07 234.16




The percentage of Central share to total receipt of the PRIs was 78.54, 84.74 and
63.10 for the years 2004-05, 2005-06 and 2006-07 respectively. As per the information
furnished by the State Government none of the GPs collected tax or non-tax revenue despite
enabling provisions in the GP Act. As far as PS and ZPs are concerned taxation powers are
not conformed on them by the respective legislations. As such PTIs at all levels are

completely dependent on Central and State assistance for their requirements of functions.

1.4 Flow of Funds

The Central Finance Commission Grants are being released to the PRIs by the State
Government on receipt of the same from GOI and based on utilisation. Funds earmarked for
various centrally sponsored programmes viz, SGRY, SGSY, IAY etc are released to the PRIs
through the DRDAs based on approved action plans. Apart from direct release of funds to
PRIs for utilization, various Government Departments (line departments) also execute certain
schemes/programmes after approval of the PRIs concerned in respect of functions transferred

to PRIs under devolution of powers.

1.5 Functioning of PRIs

The PRIs execute various functions entrusted to them through seven Standing
Committees, constituted for the proposes viz,
e Planning, Finance, Anti- poverty Programme and Co-ordination,
e Agriculture, Animal Husbandry, Soil Conservation, Horticulture, etc.
o  Works, Irrigation, Electricity, Water Supply, etc.
e Health, Social Welfare, etc.
e Public Distribution System, Welfare of the Weaker Section, etc.
e Handicrafts, Cottage Industry, Khadi and Village Industries, etc.
e Education, Sports and Culture.

The overall monitoring and review of the programmes are conducted at the state level
by the State Level Vigilance & Monitoring Committee (SLVMC) and at the district level by
the District Monitoring and Vigilance Committees (DMVC). The SLVMC is constituted
under the chairmanship of the Hon’ble Minister, Rural Development with three Co-Chairman

and twenty nine members as detailed in (Appendix-I). In case of DMVC the District



Collector is the Chairman, with one or two Assistant Engineers, one or two Junior Engineers
from Public works or Rural Development Department, Superintendent of District Local fund
Audit Offices and one Officer in charge of public grievances nominated by the collector as

the members.

1.6 Accounts

The annual accounts of PRIs have to be prepared in the prescribed forms. The
Executive Officer is responsible for maintenance of various books of accounts and annual
financial statements in ZPs, and the Block Development Officer (BDO) in PS prepare and
maintains the accounts with the assistance of Accountants. In case of GPs, the Executive

officer/Secretary maintains the accounts.

1.7 Audit

The Examiner Local Fund Audit (ELFA) is the statutory Auditor of PRIs in the State.
The ELFA conducts audit of PSs and GPs through District Audit Officers, Audit
Superintendents and Auditors. The ELFA has not taken up audit of the accounts of ZPs since
inception though it was entrusted to the LFA vide Orissa Zilla Parishad (Amendment) Act
2000. The audit of PSs and GPs was being carried out regularly by ELFA. The audit of 2698
GPs and 16 PSs accounts by the ELFA was pending as on 31.03.2007.

The C & AG conducted audit of ZPs and PSs under section 14 of the CAG’s DPC
Act. Audit of 20 per cent of GPs and PS is also entrusted to the C & AG of India under
section 20 (1) of the C&AG’s (DPC) Act, 1971. Apart from that, C & A G has to provide
TGS to Government in maintenance of accounts and conduct of audit. After the completion
of audit of PRIs under section 14/20(1) of the DPC Act, an Annual Technical Inspection
Report (ATIR) was issued to the Government for the year 2005-06. Though EFC
recommended for the creation of a separate committee of legislation to examine the audit

report of Local Bodies, the same has not been constituted so far.



1.8 Audit Coverage

The audit of PRIs is being conducted as per an approved audit plan. Accordingly
audit of 30 ZPs, 314 PSs and 1256 GPs was planned for the year 2006-07 and the audit of the
accounts of 29 ZPs, 265 PSs and 1056 GPs pertaining to the year 2006-07 was conducted
during 2007-08.

1.9 Internal Audit

There is no system of internal audit in PRIs. However a vague internal audit wing is
functioning under the Panchayati Raj Department for audit of the PRIs. But the Internal
Audit could not cover the audit of the PRIs due to shortage of staff. However, Audit is
conducted on special occasions on requisition made by the PRIs only or when ever

circumstances warrant.

1.10 Pendency of Audit objections of C & A G.

As regards the pendency of Audit objections raised by the C & A G of India in
respect of PRIs total no of 10055 paras reported through 1184 Inspection Reports pertaining
to the period from 1990-91 to 2005-07 were issued by Senior Deputy Accountant General
LBA & A Orissa which are pending for settlement as of March 2007. In respect of GPs 1488
IRs were issued containing 17427 paras pertaining to the years 2005-06 & 2006-07.

| 1.11Comments on release and utilization of TFC grants |

The details of year wise receipt, release and utilization of Twelfth Finance
Commission grants is indicated in the following table: -

(Rupees in Crore)

Year Receipt from Release by State Amount utilized Balance
GOI Government
2005-06 160.60 160.60 146.11 14.49
2006-07 160.60 160.60 144.75 15.85
Total 321.20 321.20 290.86 30.34




On a detailed audit of utilization of TFC grants, the following observations are made:

1.11.1 Inadmissible expenditure of Rs.5.65 crore under TFC grants

As per para 3.1 (Xii) of TFC guidelines, the PRIs should be encouraged to take over
the assets relating to water supply and sanitation and utilize the grants for their
repair/rejuvenation and also to meet the O & M cost of water supply.

Accordingly, an amount of Rs.288.16 crore was sanctioned by the Government to the
ZPs for the years 2005-07 with the directions to transfer the grants to the G Ps for O & M
costs of water supply and sanitation only.

Test check of records of 171 GPs revealed that out of Rs.11.82 crore released to them,
Rs.5.65 crore was utilized for construction of Cement Concrete (CC) roads in violation of the
Government sanction orders. Thus utilization of TFC grants for construction of CC roads was
done in clear violation of TFC guidelines.

On this being pointed out in audit the GPs replied that as per the approval of action
plan by the ZPs, the works were executed. The replies were not justifiable since the works

executed were not as per provisions contained in TFC guidelines.

1.11.2 Non-creation of Database for maintenance of accounts & irregular utilization of TFC grants

Ministry of Finance vide Para 2.2 of the guidelines stipulated that Director Local
Fund Audit or authority prescribed for conducting audit of Local bodies shall be responsible
for the task of creation of database to be collected and compiled in format prescribed by C &
A G of India. C & A G circulated data base formats (August 2005) which were forwarded to
State Government in September 2006. Since then nothing was heard from State Government
about acceptance of these or otherwise, and the status of implementation.
The State Government received Rs.29.35 crore being the total amount due to 6234
GPs and released the entire amount to the ZP, Khurda for onward distraction to GPS for the
said purpose (March 2006) with the instructions that the funds shall be kept in PL Account of
Project Director, DRDA and shall not be utilized until detailed directions from Government
were issued. However, Rs.32.00 lakh was sanctioned from the PL Accounts towards
remuneration of Computer Programmers only in two occasions. Thereafter no direction was
issued by the Government for creation of database, for maintenance of accounts and the

balance amount of Rs.29.03 crore was still lying in the PL Accounts of PD, DRDA, Khurda.



Further Government of Orissa has sanctioned Rs.3.86 crore out of TFC grants meant
for improvement in the service delivery by the Panchayats in respect of water supply and
sanitation purpose of payment of remuneration of the Computer Programmers (Rs.5000/- per

month) working in 30 DRDAs and 314 Blocks for the period from April 2005 to March 2007.

It was further seen in five test checked PSs (Appendix-II) that Rs.11.83 lakh was
utilized towards payment of salaries of the Rural Water Supply and Sanitation (RWSS) staff
during 2006-07 out of TFC grants in violation of TFC guidelines.

The remuneration of the programmers and the salaries of RWSS staff were to be met
by the Government from its own funds, instead, it was paid out of TFC grants resulting in
irregular utilization of the grants.

On this being pointed out in audit the PRIs stated that as per sanction of Government
the payments were made. The replies were not justifiable since the funds were meant for

water supply, sanitation and creation of database and not for payment of salary to the staff.

1.12 District Planning Committees

The State Government enacted Orissa District Planning Committee (DPC) Act, 1998
for setting up of District Planning Committees to consolidate the plans submitted by the PRIs
and Urban Local Bodies (ULBs) and prepare integrated draft development plan for the
district as a whole. The Committee was also assigned the powers to review the
implementation of the developmental programmes by the Local Bodies (LBs). FElected
members of PRIs and ULBs in the district were to fill up 80 per cent members of the
committee and the rest 20 per cent members were to be nominated by the Government. The
EFC devolved the LBs with powers for preparation of plans for economic development and
social justice and implementations of need based developmental schemes for enabling them
to function as institutions of self-government. The Draft District Development Plan was
required to be forwarded by the Chair Person of the DPCs to State Government for approval.
Despite the formation of the DPCs since 2001-02, they were not yet made functional due to
absence of technical support teams and secretariat support staff for monitoring and
implementation of plans even after a decade of enactment of the Act. However, Government
(Planning and Coordination department) stated (May 2008) that 23 technical support

institutions (TSI) were selected and assigned to different districts for preparation of district



plans for the year 2008-09 as per the directives of the Planning Commission. The TSIs were
to report as per directions of Planning and Co-ordination Department and district plan 2008-
09 was to be placed before DPCs by August 2008.

Test check of units by audit revealed that LBs formulated action plans for some
individual schemes as a stand-alone process without having any linkage to the holistic
development of the area. It lacked objectivity and vision for empowerment of Local bodies
as envisaged in the Constitutional Amendment Act. Information on consolidated LB wise
details of resource availability including activity wise planning of own funds, Grant In Aid,
special grants, GOI and State plan funds and position of assets and liabilities were not

available either in LBs concerned or centrally at district /State level.
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ON
ACCOUNTS



1.13 COMMENTS

ON ACCOUNTS

1.13.1 Non-utilization of Funds.

Test check of closing balances lying in the accounts of 344 PRIs for the year ended 31

March 2007 revealed that substantial amounts received for implementation of different

schemes were not utilized within the period specified as detailed under: -

(Rs in crore)

Name of the PRIs No of Opening Receipt Total Expenditure Balance
PRIs balance
Zilla Parishad 009 012.34 028.44 040.78 034.40 006.38
Panchayat Samiti 085 227.19 304.92 532.11 262.45 269.66
Gram Panchayat 250 014.99 031.92 046.91 030.70 016.21
Total 344 254.52 365.28 619.80 327.55 292.25

The un-utilized amount of Rs.292.25 crore constituted 47.15 per cent of the total
funds available with the PRIs for the year 2006-07. Details of irregularities noticed in test
audit of expenditure are given in paras below. Poor utilization of funds indicated lack of
appropriate planning and delays in execution of schemes/programmes through regular

monitoring and evaluation.

1.13.2 Non-reconciliation of cash balances

Funds received in respect of CSS were kept in nationalised Bank accounts by PSs. In
order to ensure accuracy of the accounts, reconciliation of balances between the cash book
and bank pass book should have to be made regularly.

During the audit of PSs, audit noticed that in 13 PSs, difference of Rs.9.39 crore
(Appendix-III) between Cash Books and Bank pass books balances remained unreconciled
as of 31 March 2007. In the absence of reconciliation of cash balances, authenticity of

accounts of these local bodies could not be vouch safed.

1.13.3 Non production of vouchers —Rs.1.72 crore

During test check of records in one ZP, 12 PSs and 17 GPs the vouchers in support of
the expenditure of Rs.1.72 crore (Appendix-1V) could not be shown to audit for check.
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In the absence of the supporting vouchers the genuineness of the expenditure could not be
vouchsafe.

On this being pointed out the casual reply “that the same will be shown to next audit”
was given by the PRIs. But the replies were not acceptable since without supporting

vouchers the authenticity of expenditure was not ensured.

1.13.4 Non preparation of Budget Estimates

As per Rule 98(1) of the Gram Panchayats Act, Rule 24(1) of the Panchayat Samiti
Act and Rule 12(1) of the Zilla Parishad Act the GP, PS and ZP respectively shall in each
year prepare and place before the Grama Sabha, Panchayat Samiti and Parishad for its
consideration a budget estimate showing the probable receipts and expenditures for the
following year and submit the budget to the respective elected body for its approval.

Test check of 40 PRIs (04 ZPs, 20 PSs and 16 GPs) revealed that none of the PRIs has
prepared the budget estimates. The State Government is releasing grants-in-aid o PRIs
simply based on Annual Action plan submitted by the PRIs and not based on the Budget
Estimates and the expenditures of the PRIs are not subjected to any budget control.

In absence of the Budget Estimates the probable receipts and expenditures for the

following year could not be known to the PRIs.

1.13.5 Non-preparation of Annual Accounts

As per Rule 159 of the Gram Panchayat Act, Rule 30 of Orissa Panchayat Saminti Act
and Rule 16 of the Zilla Parishad Act, the Annual Accounts of the GP, PS and ZP
respectively shall be maintained and published in the prescribed manner indicating the total
receipts and payments during the year under different head with opening and closing
balances.

Scrutiny of records of three ZPs, 19 PSs and 21 GPs revealed that the Annual
Accounts showing the total receipts and payments were not prepared by any of the units.
Due to non-maintenance of accounts, the actual position of income and expenditure could not

be verified and financial control is completely missing in PRIs.
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1.13.6 Deficiencies in the maintenance of Cash Books

Audit of cash books of PRIs revealed that maintenance of cash book suffered from the
following serious limitations: -

» Physical verification of cash was not conducted.

» Heavy cash balances in excess of the prescribed limits and not required for immediate
purposes were kept in hand.

» A consolidated Cash Book showing the overall receipt and disbursement of cash of
each PS is not maintained despite operation of more than one cash book.

» Monthly analysis of closing cash balances was not made.

» Expenditures was booked under items of works for which no provision existed.

» Interest earned in the Bank Pass Book was not regularly accounted in the Cash Book.

1.13.7 Non maintenance of accounts

With a view to adopt uniform procedure for maintenance of accounts of PRIs, the
Government issued instructions (April 2004) to maintain accounts in the formats prescribed
by the C&AG of India in respect of Panchayat Samitis, such as Annual receipt and payments
accounts, Capital expenditure accounts, Statement of receivable and payables, Register for
monthly receipts and payments, Monthly reconciliation statement, Accounts of movable and
immovable property, Stock accounts, etc, but none of the PSs are preparing the annual
accounts in the new formats. Though the matter has been brought out by Inspection Reports
of PRIs, no action has been taken by the Government till date to compile the accounts in the
revised formats. As far as ZPs and GPs are concerned the new form of accounts prescribed
by C & AG has not been accepted by Government for adoption. They are not preparing their
annuals accounts even in the old forms prescribed in the Act and Rules.

In addition to the above, the C & AG also prescribed formats for creation of Database
on Finances of PRIs as recommendation of EFC/TFC. The simplified version of the formats
was adapted in the Panchayat Samitis and Zilla Parishads and not adapted in Gram

Panchayats.
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CHAPTER-II

2. RESULTS OF AUDIT

2.1 Idling of funds — Rs 82.03 Lakh

The funds earmarked for Centrally Sponsored Schemes by GOI viz, IAY, SGRY,
SGSY, JGSY etc and the State matching share where ever applicable allotted by the State
Government were received at the first instance by the PD, DRDA/ZPs and these funds were
allotted to the PRIs of each district based on the norms fixed in the respective guidelines for
various developmental projects.

Besides, the State Government also released funds to the ZPs for various State
sponsored schemes like Rural Connectivity Programme (RCP), Rural Housing Scheme
(RHS), Krushaka Kalyan Karyakram (KKK) and Centrally sponsored schemes like Jawahar
Gramin Swarojgar Yojana (JGSY), Million Well Scheme (MWS) etc through annual budget
provisions. Finance Commission grants were also received by PRIs through the State
Government. Generally entire funds allotted have to be utilized in the same financial year
for the purposes envisaged.

Test check of five ZPs revealed that a total amount of Rs.82.03 lakh (Appendix-V)
received for further disbursement to the Executing Agencies (PSs & GPs) for its utilisation
under different schemes like RCP, TFC, PRI TRAINING, RHS, KKK, MWS, BIOGAS etc.
remained undisbursed to the concerned agencies though many of these schemes were
discontinued/closed. It was also ascertained in audit that non-release of funds by ZPs during
the period of operation defeated the very purpose of the project denying the benefits to the
beneficiaries. As the schemes were closed/defunct, the amounts lying with the ZPs were to
be either refunded to the Government or should have been utilized for the other projects after
approval from government. But no attempt was made for utilization of these funds resulting
in idling of funds.

On this being pointed out in audit, no specific replies were furnished by the ZPs.
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2.2 Advances lying unadjusted- Rs 35.57 crore.

As per Rule 41 of Panchayat Samiti Accounting Procedure Rules, 2002 advances
made to the individuals/contractors/suppliers for various purposes should be regularly and
promptly adjusted. Apart from that Panchayati Raj Department, Government of Orissa
instructed (December 2002) all the BDOs to adjust the outstanding advances within one
month or otherwise treat the same as temporary misappropriation of fund warranting
initiation of disciplinary proceedings/criminal proceeding in appropriate cases. On test
check of records of 56 PSs it was noticed that, advances to the tune of Rs.35.57 crore
sanctioned as advances to various agencies remained unadjusted (Appendix-VI).

In certain cases advances remained outstanding for the periods ranging from twenty
eight to forty four years. However no effort was made to conduct age wise and party wise
analysis of advances for its early adjustment. As some advances are pending for a long time
the possibility of recovery is remote and may lead ultimately to loss of Local Bodies
concerned.

On this being pointed out the PSs stated (April 2007 - January 2008) that advances
would be adjusted at the earliest. But the replies are not justifiable since the PSs have not

taken any efforts for the settlement of advances till date.

2.3 Diversion of funds- Rs 4.19 crore

Both GOI and the State Government guidelines invariably stipulate that funds
released for a particular scheme shall not be diverted for any other purpose.

In contravention of the above stipulations, Rs 4.19 crore of scheme funds have been
diverted during 2004-07 in 20 PS and 13 GPs (Appendix-VII) for expenditure on other
schemes due to non release of funds in time by the State Government for implementation of
developmental schemes.

On this being pointed out no specific replies were furnished by the PRIs.
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2.4 Misappropriation of Rs.1,35,548/-

Audit noticed following cases of misappropriation in 4 PRIs: -

(1) In Reamal Panchayat Samiti (Deogarh District) it was seen that an amount of
Rs.10,000/- withdrawn from Union Bank of India, Reamal Branch by self cheque (July 2006)
by the BDO was not accounted for in the cash book till the date of audit (November 2007).
No specific explanation was offered by the BDO.

(2) In Bargarh PS (Bargargh district) an amount of Rs.19748/- received towards the
costs of cement and House License Fees during 2004-05 by the Cashier was neither
accounted for in the Cash Book nor deposited into Bank account despite issue of Money
Receipts (MR).

(3) In Champeipal GP (Jajpur district) Rs.64000/- drawn from saving bank account in
May 2006 (Rs.30,000/-), June 2006 (Rs.29,000/-) and September 2006 (Rs.5,000/-) by the
Secretary of the GP were not accounted for in the Cash Book. No satisfactory explanation
was given to audit for its utilization.

(4) In Korkunda PS (Malkangiri District) amount of Rs.41800/- was misappropriated

as per the following details: -

Saving Bank Cheque Amount as Amount Amount Amount
Account No No/Date per Accounted for actually Misappropri
counterfoils | in the cash book | drawn from ated
of cheque bank
5281 1651771/ Rs.2300/- Rs.2300/- Rs.42300/- Rs.40000/-
Utkal Gramya | 27.09.06
Bank, Korkunda
-do- 1551766/ Rs.10524/- Rs.10524/- Rs.12324/- Rs.1800/-
27.09.06
Total | Rs.41800/-

On this being pointed out the PRIs replied (04/2007, 05/2007, 11/2007 & 02/2008)

that action would be taken to investigate the cases under intimation to audit.
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2.5 Misappropriation of stock - Rs.60.09 lakh

Scrutiny of records of Tiring PS (Mayurbhanj District) revealed that stock materials
worth Rs.7.69 lakh (Appendix-VIII) was not handed over by Ex-Senior Clerk to the Samiti
inspite of several orders issued by the Block. On physical verification of materials
(September 2004) by the Block Development Officer, it was found that there were no
materials available in the godowns which indicated that the stock materials were
misappropriated.

Disciplinary proceedings were initiated (November 2005) against Ex-Senior Clerk.
Inquiry Officer has completed his inquiry and suggested to recover the cost of materials from
the Ex-Senior clerk. But no action has so far been taken (July 2007) to realise the amount.

In another similar case in Madanpur Rampur PS audit noticed that 5759 cum of
moorums was collected for use in six road projects during 2004-07 under National Food for
Work Programme (NFFWP) and National Rural Employment Guarantee Scheme (NREGS).
Out of this only 1501 cum of moorums was utilized in three projects (Appendix-IX) leaving
4258 cum as unutilised.

But on joint physical verification of work sites by the Audit along with Assistant
Engineer, Junior Engineers of the PS and Secretaries of the concerned Gram Panchayats
(January 2008) it was revealed that no moorum were left at the work sites as unutilized
quantity. Thus, the moorum valued at Rs.5.65 lakh was misappropriated from the site, for
which responsibility is yet to be fixed (March 2008).

Further, it was seen in four PSs that 2833.70 quintals of rice issued under SGRY was
accounted for in the stock register as against the actual receipt of 8514.27 quintals which
resulted in short accountal of 5680.57 quintals of rice. Similarly in five PSs 17927.00 quintals
of cement was taken in to account against 22037.50 quintals actually received which led to
short accountal of 4110.50 quintals of cement by the Samities during 2002-07 (Appendix-X).
This resulted in suspected misappropriation of rice and cement valuing Rs.46.75 lakh
(Rs.33.21 lakh — Rice and Rs.13.54 lakh — cement).

On this being pointed out the PRIs replied that action would be taken to verify the

cases.
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2.6 Misappropriation of food grains worth Rs.23.07 lakh

During the audit of the following PSs, audit has conducted joint physical verification
of stock of food grains received for SGRY and NFFWP with PS/GP officials and noticed that
1662.60 quintals of rice costing Rs.20.92 lakh (20.87 qtls @ Rs.1130/- and 1641.73 qtls @

Rs.1260/- per quintal) was not available in the GP/PS godowns and the same has been

misappropriated as detailed below: -

(In Quintals)

S1 Name of the PS | Name of the GP | Scheme Year Balance as Actual Quantity
No. per stock | Physical | Misappropri
balance ated

1 Madan Rampur | PS Godown SGRY | 2005-06 0133.21 095.00 0038.21
Nunpur NFFWP | 2005-06 0070.53 - 0070.53
Madanpur NFFWP | 2005-06 0029.51 - 0029.51
Alatara NFFWP | 2005-06 0176.22 - 0176.22
Bamak NFFWP | 2005-06 0040.00 - 0040.00
Gochhadengan NFFWP | 2005-06 0222.40 - 0222.40
Mudding NFFWP | 2005-06 0090.20 - 0090.20
Urladani NFFWP | 2005-06 0180.00 - 0180.00
2 | Sukinda Duburi SGRY | 2005-06 0749.10 137.91 0611.19
3 | Kabisuryanagar | PS Godown SGRY | 2005-06 0195.00 039.00 0156.00
4 | Kuarmunda PS Godown SGRY | 2003-04 0025.87 005.00 0020.87
5 | Patnagarh Jogimunda SGRY | 2005-06 0101.15 090.68 0010.47
6 | Hatadihi Akarua SGRY | 2005-06 0164.90 147.90 0017.00
Total | 2178.09 515.49 1662.60

From the above table it is evident that 1662.60 quintals of food grains (SGRY-853.74
quintals and NFFWP-808.86 quintals) valuing Rs.20.92 lakh was misappropriated by the

PRIs.

On this being pointed out the PRIs failed to furnish any specific replies. However it

was stated that action would be taken to investigate the cases under intimation to audit.

Further it was seen in Bhawanipatna PS that 451 quintals of rice was shown issued to

different works under SGRY/NFFWP schemes during 2005-06 as against the actual issue of

17




280 quintals as per the works case records which resulted in misappropriation of 171 quintals
of rice (SGRY 105 quintals & NFFWP 66 quintals) valuing Rs.2.15 lakh @ FCI issue price
by the PS. The PS authority also agreed to recover the cost of rice from the responsible

persons.

2.7 Excess payment of Rs. 31,320/-

During the course of audit of the following GPs, it is noticed that, excess payments

were made towards honorarium, sitting allowances and salary as detailed below: -

(In Rupees)
SLNo | Name of the To whom Nature of Period Amount due Amount Date of | Excess
PRI paid payment paid payment Paid
1 Tandiki GP Secretary Salary 06/2005 8800/- 6600/- 09/2005
to (2200/-PM) 8800/- 01/2006 6600/-
09/2005
2 Champeipal | Sarpanch Honorarium 02/2004 6900/- 4500/- 06/2005
GP to (300/- PM) 3300/- 08/2005 4500/-
12/2005 3600/- 05/2006
3 -do- Naib -do- 07/2003 6900/- 6900/- 06/2005
Sarpanch to (300/- PM) 1800/- 08/2005 5400/-
05/2005 3600/- 05/2006
4 -do- Ward Sitting 09/2004 4920/- 4920/- 08/2005
Members Allowance to 4920/- 07/2006 4920/-
06/2005
5 Andali GP Ex-Executive | Subsistence 04/2003 52800/- 52800/- 04/2007
Officer allowance to (1100/-PM) 9900/- 05/2004 9900/-
03/2007
Total | 31,320/-

On this being pointed out the PRIs replied (04/2007 , 07/2007 & 11/2007) that action

would be taken to investigate the cases.

2.8 Undue benefit to the VLLs - Rs. 1.80 crore

The primary objective of SGRY and NFFWP schemes is to provide additional wage

employment in all rural areas so that food security and improvement in nutritional levels
could be ensured. The guidelines envisage distribution of food grains should be made to the
workers most preferably at worksite and effective safeguards shall be ensured to avoid

leakages of food grains.
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Scrutiny of records of 16 PSs and five GPs revealed that as against the actual
utilization/requirement of 13,379.20 quintals of food grains, 42,020.16 quintals was issued
(Appendix-XI) to the Village Level Leaders (VLLs)/persons executing the works for
distribution of the same in the works under SGRY (36,924.18 quintals) and NFFWP
(5,095.98 quintals). The excess issue of 28,640.96 quintals of food grains to the VLLs,
enabled them to sell the rice at higher price in the open market to meet the cost of materials
like cement, steel, metal, sand etc. which led to misutilisation of food grains as the schemes
prohibited utilization of food grains on non-wage purposes. Though the cost of the food
grains at subsidized rate was recovered from the VLLs, the differential cost between the FCI
rate and subsidized rate amounting to Rs.1,79,71.253/- was not recovered from them which
resulted in giving undue benefit to that extent to the VLLs/persons executing the works.

On this being pointed out in audit the PRIs stated that the excess rice was issued to
meet the cost of materials. The reply was not justifiable since the food grain was meant for

the rural poor and not to meet the cost of materials.

2.9 Mis-utilisation of Scheme funds — Rs 34.86 lakh

As per the guidelines, in respect of central schemes like SGRY, IAY and NREGS the
funds allotted under the schemes shall be utilized for works like soil conservation, minor
irrigation, rejuvenation of drinking water sources, construction of rural link roads and
creation of durable socio- economic assets such as schools, dispensaries, community centres,
Panchayat Ghars and development of hats etc. The interest accrued on deposits of scheme
funds shall be treated as additional resources and be utilized as per guidelines. The cost of
Empty Gunny Bags (EGB) should be utilized towards transportation and handling charges of
food grains.

In case of six PSs, the scheme funds including interest and EGB cost under Indira
Awaas Yojana (IAY), SGRY and NREGS for Rs 34.86 lakh (Appendix-XII) was diverted
for construction of the office building, cremation ground, prayer halls, rest shed meant for
temple, repairing of office & staff quarters, purchase of furniture and other contingent
expenditure in violation of the scheme guidelines.

In Muribahal PS, the interest money of Rs 07.27 lakh earned during 2006-07 under

IAY scheme was diverted for construction of the of PS office building in violation of IAY
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guidelines. Had this amount been utilized in construction of IAY houses, at least 29 poor
beneficiaries could have availed the benefit of obtaining a dwelling unit each.

On being pointed out the PSs replied (01/2008) that as per the approval of action plan
by the Panchayat Samiti and ZPs, the works were executed. The replies were not acceptable

since these works were not admissible as per guidelines.

2.10 Non-utilisation of interest — Rs. 1.59 crore

The interest accrued on deposits of scheme funds shall be treated as additional
resources under the scheme and be utilized as per guidelines.

Test check of 15 PS (Appendix-XIII) revealed that interest of Rs.1.59 crore earned
during the period from 1998-99 to 2006-07 under various schemes was kept unutilized for
more than nine years. This shows that the implementing agencies are not keen in utilizing
available resources for developmental purposes. No effort has been taken for utilization of
the same till date.

On this being pointed out in audit the PSs replied that action would be taken to utilize

the interest money on approval of action plan by the Samitis and ZPs.

2.11 Non-remittance of royalty-Rs 1.29 crore

As per Government (Orissa Minor Mineral Concession) Rules, royalty shall be
collected from each works bill of the executing agencies for procurement and use of metals,
Moorums, Sand, stones etc and the same shall be remitted to Government account forthwith.

Test check of records revealed that in 19 PSs and 44 GPs (Appendix-XIV), the
royalty of Rs.128.52 lakh though realized from the works bills during 2004-07 was not
remitted to Government account in violation of the rules.

On being pointed out the PRIs failed to furnish any specific reply.
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2.12 Excess remittance of royalty-Rs.17.67 lakh

In the PSs of Thakurmunda, Bahalda and Rairangpur, audit noticed that amounts of
Rs.11.20 lakh, Rs.3.56 lakh and Rs.2.91 lakh respectively have been paid as royalty to the
State Government in excess of the amount realized from the work bills of the executing

agencies as per the following details: -

(Rupees in lakh)

S1 No. | Name of the PRIs | Scheme Period Amount Amount Excess
received remitted remitted
PANCHAYAT SAMITI

1 Thakurmunda NFFWP 2005-07 03.98 15.18 11.20

2 Bahalda - 2004-07 07.94 11.50 03.56

3 Rairangpur NFFWP 2005-07 06.89 09.80 02.91
Total 18.81 36.48 17.67

On being pointed out the PRIs have failed to furnish any specific reply.

2.13 Waste full expenditure of Rs.22.81 lakh on construction of bridge.

In order to provide all weather connectivity, the P.D, DRDA, Rayagada has placed a
sum of Rs.22.81 lakh with the Block Development Officer, Chandrapur for construction of a
bridge over the river Bandhri Nallah near Chandrapur out of Member of Parliament Local
Area Development (MPLAD) Funds. The work was executed departmentally by the Samiti
with the available technical assistance during 1999-00 and completed in January 2002.

In the mean while, the wing walls of the bridge was collapsed in 2002 flood and
washed away by river and the bridge is standing at the middle of the nallah and it was in no
way useful to the public. The bridge collapsed within a period of eight months from its
completion due to absence of survey and the construction was completed in absence of
technical assistance required for such a high level bridge. For restoration of the bridge an
estimate amounting to Rs.10.00 lakh was prepared and submitted (December 2006) to the
DRDA for placement of funds. The DRDA, Rayagada placed Rs.5.00 lakh (January 2007)

out of Biju KBK fund. The river also changed its course of flow of water near the bridge
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under construction during high flood (August 2007) for which the Samiti intimated to the
DRDA for additional requirement of about Rs.40 lakh for completion of the bridge. As per
the direction of the Collector, Rayagada, the Samiti refunded Rs.5.00 lakh (December 2007)
to the DRDA due to insufficient funds for completion of the bridge.

On this being pointed out the samiti stated (October 2008) that a high level bridge is
going to be constructed out of NABARD assistance to the tune of three crore at the upstream
of river near this bridge. As such the entire expenditure of Rs.22.81 lakh towards
construction of bridge without proper survey and lack of high technical assistance became

waste full under MPLAD scheme.

2.14 Infructuous expenditure on construction of CIP- Rs 6.74 lakh

As per NFFWP guidelines, the works relating to water conservation, drought
proofing and land development etc. could be taken up to provide additional resources over
and above the resources available under SGRY for the developmental of backward districts
for generation of wage employment and creation of community assets.

Record of Rasgovindpur PS revealed that one Community Irrigation Project (CIP)
was constructed to conserve water resources during 2004-05 with an expenditure of Rs. 6.74
lakh under NFFWP scheme to provide irrigation facilities to the beneficiaries. Though the
civil constructions were completed, the Screw gear shutter for head regulator was not
installed in the CIP for which the water could not be conserved for irrigation purposes.

Due to non-installation of Screw gear shutter, the water could not be conserved in the
CIP and thereby the assets created could not be utilized by the beneficiaries resulting in idle
expenditure of Rs. 6.74 lakh.

On this being pointed out in audit the samiti agreed to install the Screw gear shutter

early.

2.15 Excess Expenditure on material components under NREGS-Rs.1.09 crore.

As per Para 5.4 of the NREGS the ratio of wage cost to material costs should not be
less than the minimum norm of 60:40.
Test check of eight PSs and five GPs revealed that in violation of the above norms

excess expenditure to the tune of Rs.1.09 crore was incurred on material component on 140
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projects under NREGS during 2006-07 beyond the admissible expenditure of Rs.1.37 crore
(Appendix-XV).

On this being pointed out in audit the PRIs replied that as per the action plan of GPs
& PSs approved by the ZPs, the works were executed. The reply was not tenable since the
PRIs should ensure the norms of material cost in the works executed so that the wage benefits

out of this scheme could be secured.

2.16 Un-fruitful Expenditure on incomplete works- Rs 13.54 crore

As per the guidelines applicable to centrally sponsored schemes, no works should be
taken up which could not be completed in one year or at the most within two financial years.
Test check of records revealed that out of the works undertaken during 1994-2006 under
different schemes in 35 PS and seven GPs, 6410 works (Appendix-XVI) involving
expenditure of Rs.13.54 crore remained incomplete for more than three to 13 years. As the
works remained incomplete for years together due to lack of monitoring and supervision the
beneficiaries were deprived of the desired benefits from the projects. Hence the entire
expenditure of Rs.13.54 crore became unfruitful expenditure.

No specific replies were furnished to audit in this regard.

2.17 Idle Expenditure on Shopping Units- Rs 4.55 crore

As per the instructions of Panchayati Raj Department, Government of Orissa (April
2005), no shopping units constructed under SGRY scheme should remain vacant without
being handed over to the targeted beneficiaries.

The records of 28 P.S revealed that 1165 shopping units constructed during 2003-07
(Appendix-XVII) with the expenditure of Rs.4.55 crore out of the SGRY funds were not
allotted to the beneficiaries resulting in idle expenditure of Rs.4.55 crore. The shopping units
were not allotted to the beneficiaries as beneficiaries were not identified for distribution of
the shopping units. Further, there was no demand of these units in rural areas. The units
were constructed by the PSs without conducting proper survey for ascertaining the feasibility
of the market complexes in those areas as per Government instructions.

On this being pointed out in audit the PRIs agreed to hand over the shopping units

Very soon.

23



2.18 Irregular expenditure on transportation charges- Rs 47.39 lakh

As per SGRY/NFFWP guidelines, the transportation charges of food grains were to
be borne by the State Government from their own resources and the cash component of the
scheme was not to be used for transportation.

Scrutiny of records of 16 PSs and 14 GPs (Appendix-XVIII) revealed that amount of
Rs 47.39 lakh was diverted irregularly from the scheme funds during 2003-07 towards
transportation charges of food grain under these schemes. Due to such diversion of scheme
funds, the creation of socio economic assets in the rural areas hampered to that extent.

On this being pointed out, the concerned PSs agreed to recoup the cost of
transportation of rice on receipt of funds from the DRDAs. The replies were not justifiable
since the schemes were already merged with NREGS and the chances of recoupment were

remote.

2.19 Creation of non-durable assets-Rs.35.97 lakh.

As per SGRY and NFFWP guidelines read with the provisions of Rural Road Manual,
the construction of rural road should be above minimum standard of Grade-I metalling, so
that the road would be all weather and a durable asset.

Check of records of five PSs and 18 GPs (Appendix-XIX) revealed that Rs 35.97
lakh was utilized during 2003-07 for the construction of earth and moorum roads, which were
not above the minimum standard of Grade-I metalling as per the scheme guidelines, resulting
in creation of non-durable assets at an expenditure of Rs.35.97 lakh.

On this being pointed out in audit the PRIs replied that as per the approved action plan
of GPs & PSs the works were executed. The replies were not tenable since the works

executed were not as per standard prescribed in the guidelines.
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2.20 Non utilization of food grains worth Rs. 1.17 crore

The primary objective of SGRY and NFFWP schemes is to provide additional wage
employment in all rural areas and thereby provide food security and improve nutritional
levels.

During test check of records, it was seen that in 14 PSs food grains of 11,821.10
quintals (SGRY) and 7761.51 quintals (NFFWP) which were procured during March 2005 to
May 2005 remained un-utilized as of March 2007 for more than 2 to 3 years from the date of
receipt (Appendix-XX). Due to storage in the godown for a long time the food grains would
not be fit for human consumption. Further non-utilization of the food grains in the works
defeated the very purpose of the schemes and the beneficiaries were deprived of the desired
benefits of the schemes.

On this being pointed out in audit the PSs agreed to utilize food grains very soon but
the replies were not acceptable since the schemes were merged with NREGS which does not
provide for issue of rice at subsidized rate(s) and being old stock, the rice would not be fit for

human consumption.

2.21 Idle stock of materials-Rs.26.71 lakh

Test check of records of eight PSs (Appendix-XXI) revealed that stock materials like
cement, bitumen, pump sets and other building materials worth Rs.26.71 lakh purchased
during the period 1999-2006 by the Samitis remained unutilized as of March 2007. It was
evident that the materials were procured without assessing the requirement and thereby
keeping the same idle for years together.

On this being pointed out the PSs replied that action would be taken to utilize the

materials early.
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CHAPTER-III

DEVOLUTION OF FUNDS, FUNCTIONS, FUNCTIONARIES TO THE PRIs

3.1 Introduction

73 constitutional amendment provided for formal process of decentralized

governance by empowerment of the Panchayat Raj Institutions (PRIs). Article 243 of the

constitution envisaged transfer of powers, resources and responsibilities and enjoined upon

the State legislatures to enact laws/amend existing laws on 29 functions assigned to PRIs as

may be necessary to enable them to function as institutions of self government, make

provisions for devolution of powers and responsibilities with respect to :

>
>

Preparation of plans for economic development and social justice;

Performance of functions and implementation of schemes as may be entrusted to them
including those in relation to matters listed in the eleventh schedule of the
Constitution;

Authorizing and assigning to PRIs to levy, collect and appropriate taxes, duties and
fees in accordance with the procedure;

Provision of grant-in-aid out of consolidated fund of the State;

Constitution of State Finance Commission (SFC) for distribution of taxes, duties, toll
and fees leviable by State between PRIs and State Government and setting up a
permanent SFC cell in Finance Department to determine taxes, duties, tolls and fees
to be assigned to/appropriated by the PRIs and measures required for improvement of
financial position of PRIs.

Setting up of District Planning Committee (DPC) to consolidate plans prepared by
LBs and to prepare a draft development plan for District as a whole having regard to
matters of common interest, spatial planning, sharing of physical and natural

resources, integrated infrastructure and environmental conservation.

The FEleventh Finance Commission (EFC) (2000-05) and Twelfth Finance Commission

(TFC) (2005-10) suggested certain measures to augment State funds to supplement resources

of the LBs, based on which Government of India (GOI) circulated guidelines together with

Local Bodies grants scheme which among others provided for:
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e Conducting of elections timely in all tiers of LBs as per the mandate of the
Constitution.

e Amendment of laws for Schedule V areas.

e Accounts to be maintained in standardized formats.

e Performance Audit system was to be adopted.

e Best practices for augmenting resources of PRIs.

3.2 Audit coverage

The review covering a period of five years 2003-08 was conducted during March -
September 2008 with reference to records of selected 172 units: - Gram Pabchayats (GP):
128, Panchayat Samities (PS); 32, and Zilla Parishads (ZP) ; 12 (Appendix-XXII).
Evidences were gathered through questionnaires and study of files.

The audit findings in respect of PRIs are discussed in the succeeding paragraphs.

3.3 State Finance Commission

Article 243 1 of the Constitution had made it mandatory for the State Government to
constitute a State Finance Commission (SFC) within one year from the commencement of the
Constitutional Amendment Act and there after on expiry of every 5 years to review the
financial condition of the PRIs and to make recommendations to the Governor for devolution
of funds. GOI guidelines (June 2005) stipulated that State Government was to act within six
months of SFC’s recommendations.

The State Government constituted two Finance Commissions but the prescribed

periodicity and action taken on reports of the Finance Commission were not maintained by

the State.
State Date of constitution Date of Date on which
Finance submission of placed in the State
Commission reports by the FC Legislative
Assembly
First SFC 21 September 1996 | 30 December 1998 9 July 1999
Reconstituted on
24 August 1998
Second SFC 5 June 2003 29 September 2004 11 August 2006
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Transfer of funds proposed by First SFC to the PRIs out of the assigned revenues and
actual release of funds made by the State during the implementation period of First SFC
(1998-2005) was as below:

(Rupees in lakh)

Name of the Particulars of Amount Amount Shortfall in
Department grant recommended released release
for devolvement
PR.Department | Kendu  Leaf 160.37 128.06 32.31
grant
Minor Forest 014.00 002.00 12.00
Produce
Sairat Sources 007.00 005.00 02.00
Entertainment 000.98 - 00.98
Tax
Land cess 063.98 052.44 11.54
Total 246.33 187.50 58.83

Apart from shortfall of Rs 58.83 lakh in release of funds to the PRIs by the State
Government towards their share of taxes out of State revenues against the SFC’s
recommendation, transfer of funds during the period was too meagre varying between 0.53

and two per cent of the gross revenue of the State during 1998-2005.

The Second SFC was of the view that the LBs were functioning as mere deliberative
bodies bereft of the powers and authority to function as institutions of self-government. To
make the devolution of powers and functions more meaningful, SFC recommended activity
mapping of 29 subjects of the Eleventh Schedule to be performed by different tiers of PRIs.
Some of the major recommendations made by the Second SFC were related to merger of
DRDA with ZP, resource mobilization of LBs, transfer of revenue earning sources to the LBs
and devolution of funds to the extent of 10 per cent of the average gross revenue of the State.
The second SFC made 41 recommendations of which 23 were accepted and the remaining 18
were either rejected or under consideration by State Government. But large number of
recommendations were still to be implemented. Assignment of entertainment tax, surcharage
on stamp duty, K L Grant, Land acquisition charges and fees collected from minor minerals
etc. were not made to PRIs due to non-amendment of the relevant act. There was no
centralized system of maintenance of a data base at the State level to monitor the actions
taken and track the actual transfer of funds made by the State Government against the SFC’s

recommendations. The audit query (June 2008) on the above issue remained uncomplied.
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3.4 Devolution of functions

3.4.1 Amendment of the Acts

Pursuant to the provisions of 73" Constitutional Amendment Act, 1992, the State
Government amended through legislation the laws relating to the PRIs which included the
Orissa Zilla Parishad Act, 1991 (OZPA), Orissa Panchayat Samiti Act, 1959, (OPSA) and
Orissa Gram Panchayat Act, 1964 (OGPA) entrusting duties and responsibilities with regard
to 21 out of 29 subjects listed in the eleventh schedule of the Constitution as given in the
(Appendix-XXIII). However, no legislation to amend laws on Land acquisition, Mining and
minor minerals, Social Forestry, Small Scale Industries and Khadi and Village Industries etc.
for empowering the PRIs of scheduled areas as suggested by the GOI under EFC
recommendations was enacted (June 2008). This had led to number of Government
Departments directly exercising the functions and control over GP resources without
involvement of GPs in the subjects that were required to be transferred to them. No
amendment was also made in codes, manuals and departmental instructions in respect of the

functions like minor irrigation, roads and buildings, public health, parks, gardens etc.

3.4.2 Transfer of Subjects listed in Eleventh Schedule

In order to avoid overlapping of functions and its balanced distribution amongst the
different levels of PRIs, an activity mapping concerning to 29 functions consisting of 83
activities listed in the eleventh schedule was evolved by the Second SFC along with the
mechanism for inter tier co-ordination. Against the above, Government devolved 21
functions to the PRIs out of which activity mapping for 18 functions consisting of 43
activities were done by the department for implementation. Test check of records of selected
PRIs revealed the actual implementation of the activities as per details in (Appendix-XXIV).

It was seen that a large number of activities remained either unimplemented or
partially implemented for which the activity mapping done by the Department was not
made fully operational by the PRIs and the administrative exercise done at the

Government level had no practical utility in the field.

29



3.5 Devolution of functionaries

3.5.1 Administrative structure

As recommended by the Second SFC, the State Government was to provide required
administrative structure and support to make the institutions and functionaries of the
devolved functions accountable to the PRIs. The Panchayat Raj Department's Notification (4
July 2003) stipulated:

(1) At district level, the Project Director (PD) of District Rural Development Agency
(DRDA) was designated as Secretary-cum-Executive Officer of the ZP with Collector as the
Chief Executive. The district level officers of the line departments were declared as
Additional Executive Officers under ZP.

(i)  The Block Development Officer (BDO) was designated as Executive Officer of the PS.
(iii) One post of Executive Officer at Gram Panchayat level was created and the existing
Village Agriculture Workers (VAW) / Village Level Workers (VLW) were posted as such in
that post.

(iv)  The district, block and village level officers of the 11 line departments were made
accountable to the ZPs, PSs, and GPs respectively for implementation of the functions and
schemes transferred to the PRIs and for obtaining sanction of casual leave from head of
respective PRI while continuing as employees of their respective departments. Besides, the
PRIs were vested with powers to supervise the work and functions of these Departmental
functionaries at their respective levels and for transmission of periodical progress reports on
financial and physical performance of the departmental functions to the respective higher
authorities.

Such an order of Government placing the officials associated with GPs and PS works
under direct control of officials accountable to ZPs indirectly restricted the autonomy of
PRIs. Resultantly, line departments of the State Government continued to formulate and
prepare GP plans separately for each department and obtain approval of GP in piece meal; as
such consolidated plan of GP was missing. The financial and administrative powers of GPs
were being exercised by State Government officials while Section 98 of OGPA provided for
approval of Budget together with regularization of excess /savings by way of supplementary

and revised budgets by the GPs.
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Section 93 of OGPA provided for constitution of Gram Fund and credit of all receipts
therein and joint withdrawal of funds there from by the GP authorities. However, scheme
funds received by the DRDA from State Government / GOI (other than schemes operated by
PR Department) were being credited to savings accounts in nominated banks as per
provisions of individual schemes and Bank Accounts were operated by State Government
officials.

Rule 249 of OGP Rules provided for formation of committees at GP level dealing
with social, economic and administrative sectors but these committees were not provided
with administrative powers except such powers delegated to it by the GP.

Rule 282 of OGPR provided for preparation of annual administrative report on
working of GPs to be forwarded to PS for consolidation. In the test checked GPs, no such
report was found prepared. As such, the formal action of devolution of activities did not have
any practical effect on the transfer the subjects or bring any structural change in the

functioning of the GPs.

3.5.2 Non-Merger of DRDA with Zilla Parishad

DRDAs created for implementation of Integrated Rural Development Programme
were registered bodies under Societies Registration Act 1960 being sponsored by the Central
Government. As per Section 3 (xiii) (a), (b) and (¢) of OZP Act 1991, preparation, execution
and supervision of the district plan, implementation of anti-poverty programmes with powers
of monitoring and supervision and discharge of responsibilities and functions as assigned to
DRDAs were transferred to the ZPs. In view of setting up of DPCs and the changed
provisions of the Act, DRDAs were to be either abolished or legitimately merged with the
respective ZPs to function as technical support agencies. Second SFC also recommended for
merger of DRDAs with ZPs. However, in none of the test checked ZPs, DRDAs were found
merged with ZPs. There was no full time Executive Officers in the ZPs and the PDs of
DRDAs were designated as the ex-officio Executive Officers of the ZP instead of being
designated as Secretary of Zilla Parishad as required under the Act. The President of ZP did

not exercise any executive and administrative powers over the activities of DRDAs.
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3.5.3 Non-involvement of PRIs in implementation of the CSP schemes

There were a number of centrally sponsored plan schemes implemented by different
line departments, the functions of which were within the ambit of the local bodies. However,
the devolvement of funds made by the State to the PRIs was largely restricted to schemes
implemented by the Union Ministries of Rural Development and Urban Development. There
were major schemes of other departments as per list enclosed (Appendix-XXYV), the funds of
which were not devolved to the local bodies although the related activities were assigned to
the PRIs. These schemes, in general had a tendency to prescribe programmatic committees at
the base levels, which were outside the command of the PRIs. These programmes had their
own perspective plans and annual action plans prepared by different committee at the grass
root level such as village health and sanitation committee under NRHM, watershed
committee under different watershed programmes without active involvement of the PRIs. As
each programme oriented plan was implemented as a stand-alone process by different
departments, the institutional mechanism of integrated planning through involvement of the

PRIs was missing.

3.5.4 Assets not transferred to GPs

GOI’s guidelines (June 2005) stipulated that that all common property resources
vested in GP were to be identified, listed and made revenue productive for augmenting
resources of the PRIs as recommended by the TFC. Such assets included assets created under
various States and Central Schemes ie. PMGSY, EAS, SGRY, RLEGS, watershed
development programmes, BKVY, RLTAP, BKBK, GGY etc. The Government have not
identified the various assets generated under these schemes and issued formal orders for

transfer of assets created to the GPs.

3.6 Devolution of funds

3.6.1 Non-provision of funds under Panchayat Sector

As agreed (October 2005) in the meeting between the Chief Minister and the Union

Minister for Panchayati Raj, ‘Panchayat Sector’ in the State budget was to be created from
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the year 2006-07 for effective performance of