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1. INTRODUCTION

1'1 The internar audit assignment was conducted in accordance with the
approved internal audit plan, covering the Double entry accounting syste.m.

1'2 This report records the resurts of our internar audit findings ano
recommendations rooking at possibre ways in which the contrors and operations
could be improved to overcome identified weaknesses in contror and increase the
adequacy, efficiency and effectiveness of contrors based on the risk identified.

1.3 The matters raised in this report are only those, which have come ro our
attention arising from our audit that we berieve they need to be brought to your
attention. rt is not a comprehensive record of at the matters arising and in
particurar we cannot be herd responsibre for reporting arr risks and ail internal
control weaknesses.

1'4 The maintenance of effective contror measures stirr remains the respohsibirity
of management and not that of Internal Audit.

1'5 sample testing was conducted.for thefinanciar year 2oi-4-Ls.

1'6 Acknowledgement is given to the staff concerned for their herp and assistance
during the course of the audit.

2'LMunicipal councir prepares its accounts on Manuar basis which are further
based on singre entry accounting system. This is an integrated system that
comprises Generar cash book, crassified, Estabrishment check register, Demano
collection registers, Contractor ledgers etc.

2'2 Now Municipar councir has started to convert its singre-entry system to doubre
enrry system using computerized environment and TALL' gERp software.
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3. SCOPE AND OBJECTTVES

3'1 scope of our Audit assignment is to evaluate the double entry accounting
system.

3.2 The objective of the audit is to evaruate the system with a view to derivering
reasonable assurance to the Authority over the adequacy of this System. Further
to revlew the nature of income and expenses that they are properry accounted
for. To find out discrepancies so that Doubre enrry accounting system can oe
properly implemented.

4. Management Responsibil

4.1 ForCompleteness and accu racy
disclosure of all material and relevant

of the underlying data and complete
information of the accou nts.

4'2 For Maintaining adequate accounting and other records and Internal controls
and selecting and applying appropriate accounting policies.

4.3 Establishing contrors to safeguards the assets ofthe entity and preventing ano
detecting frauds or other irregularities.

4.4 Establishing contrors for ensuring that the activities of the entity are carried
out in accordance with the appricabre raws and regurations and preventing ano
detecting any non-compliance.

4.5 Risks are identified, appropriate risk responses serected, communicated, and
ma n ase0



our Audit observations on different heads of Barance sneet are as foilow: -

5.1 Opening Balance

' opening balances for the Financiar year 20L4-1,s are provided by the
-Municipal Authorities. which are not authenticated by the authorities. on
the Assessment of the given account barances we observed that Various
account balances are unrealistic and unreliabre which further does not
provide true and fair view of the financial statements. so to present true
and fair view necessary adjustment entries are passed for the foilowine
account ba la nces:-

) Bank account barances as on 1.4.2014 for municipar fund accounts ano
gra nt accou nts.

) Loans and advances to employees.
) Amount of arrears receivable from public.
) Balances of Fixed assets.

) Balances of Various Grants received from centrar or state governments.

5.2 G ra nts and Contributions

e Various grants are received during the year which are accounted for as per
the nature of grant. Any expenditure of capitar nature from grant fund is
transferred to capital contribution account and expenditure of revenue
nature is transferred to Revenue grants account under Income ano
Expenditure.

' Grant registers are not maintained with respect to grants received so that
to ensure allgrants received are accounted for in the books of accounts.
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5.3 Capital contribution

r The amount which is received as grants and further spent on creating Fixed
assets are transferred to this account so that the barance of grants can oe
reduced.

e Recommendation- The amount in this account is getting accumurateo year
over year so it shourd be reduced by the amount of depreciation which is' provided on fixed assets created by using grant funds.

5.4 Secured Loa ns

. It is Clear from the recoros

nas not taken any type

Financial institutions.

presented before us that the Municipal Council
of loan from Government or from anv other

5.5 Deposits received

i. Earnest Money- As per the opening barances provided, barance of earnest
money shows a debit barance which represenrs amount receivabre, which is
unrealistic.

c Recommendation- Amount in this account shourd be written off as per the
Registers maintained for earnest money received from various contractors
and suppliers.

ii. contractor securities- rt is found that securities received are refunded to
contractors after a fixed time from satisfactory compretion of worx.
securities are deducted at a Rate of r0o/o from the amount of bir.

iii. water & sewerage security- rt refrects the amount which is receiveo as
security for providing water & sewerage connections. This amount is to be
adjusted or refunded at the time of disconnection of water & sewerag"
connections and on receipt of final pavment.



5.6 other Liabilities

i' creditors- provisions are not made for the bits which are reieived but not' paid' As Exprained to us Bits/Vouchers which are presented for payment,
are accounted for on Cash basis.
Recommendation- creditors shourd be recorded on the basis ofexpenditure i'e' when the amount is due or the bit is presented tor the' payment whichever is earrier, Expenditure shourd be recorded on that date.

ii' Emproyees Liabirities- Major proportion of this head refrects the amount
which is payabre to emproyees as sarary for the month of march to be paid
in Aprir and retirement benefits payabre to emproyees. Further it shows the
balance payable to employees for purchases made by them for running dayto day administration.

A Debit balance of Rs. 3,4g,709/_ and 2,13,369/_ is remaining outstanding
towards sunita w/o Raju And Tarsem Lar, which does not exist as per the
records' so it is recommended to write off these barances after proper
confirmation with the concerned department.

iii' Recoveries payabre-Various Deductions are made from the sararies of
emproyees as per the prevairing Laws and statues. Further tnese
deductions are deposited to the respective account of Government or
emproyees as per the provisions of Law. Like TDS is deducted as per the"lncome tax act j.96L,, and deposited with the Government.iv. Other Liabilities-

r Total Amount of Rs.29,g2,447/_ is pending as on 31.3.2015 on
account ofTDS, VAI LABOUR CESS and EpF.

. Above amount is deducted from the payment of contractors but
these are not timery deposited by the Municipar councir which will
further attracts interest and penalty provisions as per the respective
Laws. Further Returns to be filled with various oepartment are not
timely filled which again attracts penalty.



5.7 Provisions

Provisions are made for the expenditure which are incurred in the current
FinancialYear But are Payable in Following years.

Payables of the following nature are provided for-
i. Fuel Charges

ii. ElectricityExpenses

iii. TelephoneExpenses

iu, Double Entry Charges

V. Water cess

vi. Sewe rage ma inte n a nce

vii. Sa nitation maintenance

viii. Street light maintena nce

ix. Tube well & disposal maintenance

5.8 Fixed Assets

construction or commissioning date of the assets which are standing as on
01,-04-2014 is not ascertainable.

To provide Depreciation on sLM basis on opening balance of assets, year

20L4is taken as base year.

Fixed assets are recorded in the books as per the payments made to the
contractors but not on the basis of commissioning or Installation of that

No Fixed asset register is maintained by the Municipal council.

Depieciation on Fixed assets is provided on straight Line method basis and
life of asset provided by the office, which are as follows-

Name of Fixed Asset Life Rate of Depreciation
1. Premix Roads 3 30%
2.PC Roads 5 t8%
3.CC Flooring 5 1_B%

a

o



I 4.DB pavins
E;--.--=-5.Hoad and Gullv;=-.-------' 

-

b. u ra tns

=^_--.--/.uoundrV Wall;-:-;---6.bu otnqs
;-;-----_-

15

5

15

25

50

15

15

5U

30

&
18%

&
3.%
1.P%

tr_
e_L
3%

:. r upewe lvlachinerv
ru. vvaler Supolv Machino..,

30

15

40
15

15

5

5

15

3%

6%

2.25%
6%

6%

1.8%

1.8%

6%

3.6%

rv..>anrtatron tquipment

+Ys!=lssE!e$_
zr. t-u rn itu re & Fixtures 25

Fixed Asset registers should be
accou nted in the books.

maintained so that Assets can oe properly

5.9 Investments

c As per the

investment

information provided to
in Govt. securities, Ban k

us this office has not
FD or in any Financial

made any type

Instruments.
of

5.10 Stock in Hand

No information was provided for the stpck of_
i. Street Light Material
ii. Medicines

iii. Sa nitation Material
iv. Printing & Stationary
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5.7 Sundry Debtors

Includes the amount outsta nding

for-

i. House Tax

. ii. Water Bills

iii. Sewerage Bills

iv. Rent

v. Tehebzari

vi. Installment of ISLS

as receivable from public as their dues

' Opening and Closing Balances of the above accounts are not reconciled
with other ledgers.

c Provisions should be made for the amount which are receivable but are
bad or Doubtful in nature.

c Amount outstanding under the head Installment of lsLS could not be
verified.

5.8 Cash & Bank Balances

There is no balance of cash in hand as the amount collected is deposited
into the bank accounts on day to day basis, for bank holidays it is deposited
on following working day and ail the payments are routed through banking
channels.

Cash book is reconciled with the balance of Bank accounrs .

Proper adjustment entries are pasled for the difference in cash book
bala nces and bank balances.

Bank Balances as on 31-03-2015 could not be verified because bank
statements or balance confirmation certificate were not available with the
office.



' Necessary adjustment entries were passed to reconcire the barances as on
Ot-04-ZOt4 which were provided by the office.

5.9 Loans Advances and Deposits

1. To Employees-

' Loans are given to Emproyees on various instances as per their neeo.

_ 
Installments for the same are deducted from their salaries on time.. Balances are tallied with DCR maintained.

r Tempora ryAdvances are given to emproyees for purchases to be made by
them for running office administration. But the adjustment entries for the
same are not posted in cash book and adjustment vouchers were nor
available to confirm whether the advances are adjusted or not.c sorne advances are standing adjustable for more than 1 year and further
aovances are given to them without adjustment of the earrier advances.o we recommend to pass the necessary adjustment entries in cash boor so
that advances can be traced easiry and to adjust the ord standing advances
from their salaries or any other dues.

o Amount of Rs' 4,47,562/- and 6,13,954/- representing towards Ett teachers
and Emproyees GpF Loans respectivery are unrearistic so necessarv
adjustments should be passed to write off these balances.

' Amount of Rs. 36,600/- towards pF Emproyees is outstanding througnout
the year and which arsd courd not be verified at the end of year so
necessary adjustments should be passed to write off these balances.

5.10 Security Deposits

r No records were avairabre for deposits made with punjab state power
corporation rtd' as security paid to them for getting erectricity connections.



5.11 INCOME AND EXPENDITURE

o Incomes are recorded through G_g and cash book.

' Incomes are categorized differently as per tne nature of Income. Most of
the income are covered under these 4 heads_

i. Tax revenue- Amounts received for the Taxes levied bv the Municipal
council as per the MunicipalAct

ii. Assigned Revenue- Amounti that are directly
government or central government and these
into the bank accou nts

iii. Rental income- Amounts that are
of the Civic body

received from the let_out property

iv' Fees and user charges - Amounts that are received from the pubric
for providing any kind of service.

' Revenue Grants & contributions refrects the amount which are received as
grant and utilized for the purpose of revenue expenditure

r Expenditures are arso categorized differentry as per the nature of
Expenditure. Most of the Expenses are covered under these 3 heads_i. Esta blish ment Expenses

ii. AdministrativeExpenses

iii. Operation & Mainrenance

assigned by the state

are received d irectly



6. coNCLUStON

I

Date:

Place:Gobindgarh

Most of the accounting provisions are complied with as per given under
"National MunicipalAccounting Manual,, Issued by Govt of India.
More Internal Controls are required for payment to Contractors ano
Employees and others. Accounting for the same should be done on Accruar
basis but not on payment basis.

Provisions should be made for Bad and DoubtfulAmounts.
The probrems raised by this audit report are seen in a serious light and can
be attributed to a lack of sufficient control measures.
comments by management wourd be noted and the steps taken to rectify
deficiencies will be evaluated during the next audit or a follow-up audit.

For Municipal Council Malerkotla

Executive Officer
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