PROVISIONAL INTERNAL AUDIT REPORT OF MUNICIPAL CORPORATION JALANDHAR FOR FY 16-17
ENDING ON 31.03.2017

A. Documents provided

We have been provided unaudited compile balance sheet, income and expenditure account with
other schedules for observations on double entry system and financial statements. We have
been explained that the cash book, ledger and other subsidiary books will be handed over within
a short time to give a detailed review and we have been required, specifically, to give provisional
observation report on financial statement. To comply with this requirement, we are annexing
herewith a provisional report as under:

1. FINANCIAL STATEMENTS AND BACKGROUND

1.1 Municipal Corporation prepares itf$ account on Manual basis which are further based on single
entry accounting system. This is an integrated system that comprises General cash book, Classified,
Establishment Check register, Demand collection registers, Contractor ledgers etc.

1.2 Now Municipal Corporation has started to convert its single-entry system to double entry system
using computerized environment and TALLY 9 ERP Software. We have been furnished unaudited
compiled Financial statements for the FY 2016-17, comprising of Balance Sheet as at 31.03.2017,
Income & Expenditure Account for the year ending 31.03.2017, compiled by Accounts Staff of MC.
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1.3 It has been explained that pre-audit system operates-whereby all the payments, receipts,
sanctioning power, disbursement power are pre-audited through the process of verification in all
respects and double entry has been converted on basis of pre-audited payments, and we have
nlaced our complete reliance on pre-audit system of Punjab government.

2. SCOPE AND OBJECTIVES

2.1 Scope of our Audit assignment as internal auditor is to evaluate the double entry accounting
systemn with a view to delivering reasonable assurance to the Authority over the adequacy of this
system. Further to review the nature of income and expenses that they are properly accounted for.
To find out discrepancies so that Double entry accounting System can be properly implemented and
not for ensuring the confirmation of financial results and balances, only provisional report subject to
final detailed report.

Audit Observations

1 i_ Financial Audit Observation The financial statements should incnrp-::-ratet

| statements previous year figures to depict comparative

. SR [ e | analysis. _ _ |

1A | Municipal Fund Audit Observation Refiects the opening balance of capital Fund of |
the corporation,

1B | Deficit in Financial | Audit Observation | The subjected financial statements display the
| Statements ; deficit of 235.483.754.87." The detailed |
| comparative analysis has to be programmed for
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| Loans & Grants

Secured Loans

Other Labilities
Deposits Received

Audit Observation

Audit Observation

Audit Observation

detection of reasons for such huge loss.

Various Grants are received from state and
central govt. for creation of infrastructure and
for revenue expenditure. This has been shown
under the head of ‘Loans & Grants”-whereby no
description such as the institution granting grant
and purpose of grant, is depicted-whether any
sum reflects grant or loan also not ascertainable.
Total amount has been taken to income in
Income & Expenditure account as Revenue
Grant. If grant is not fully utilized- effects be
made clear-otherwise, the same requires to be
shown as grant-pending utilization in Balance
Sheet. Further, for debit and credit entries in this
account-respective  evidence  still  awaited.
Further, If grant is nature of loan-the same
should be specified. It has been also explained
that for some specific grant, specific books have
been maintained. It has not been incorporated
in these financial statements. In our opinion, the
financial data for other grant should also be
incorporated.

As per Balance sheet- HUDCO Loan s
outstanding at 321175338.25 confirmation from
these institutions required, and the perusal of
account reveals that no interest has been |
provided, whereas- as explained, loan of HUDCO
is interest bearing, - and also effects should be
made clear for the term and conditions in the
schedule & confirmation from lending institution
be obtained.

Earnest Money- Amount outstanding in this
account represent the amount received from |
various contractors and creditors as earnest |
money deposits which were received before
allocation of contracts and this amount is |
refundable after the completion of allocated
works and if work is not allocated to any
contractor then it is refunded after application
for refund made by the contractor and creditors.
Contractor Securities- It is found that securities
received are refunded to contractors after a due
time from satisfactory completion of work.
Securities are deducted at a Rate of 10% from
the amount of bill. Schedule-or sub ledger be |
kept/annexed person wise, In absence of
control ledger-exact statement of liabilities |

| cannot be drawn, to strengthen internal control, |
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i Other Liabilities

' Prowvisions

Audit Observation

' Suggested
Improvements

. Audit Observation

Audit Observation

annexed with annual accounts.

Creditors- WE could not observe-any liability
outstanding towards creditors — suppliers of
materials. As Explained to us Bills/Vouchers
which are presented for payment, are accounted
for as per entries posted in cash book. It is not
expedient that there shall not be any liability
due towards creditors of the supplies made or
bills presented. Unrecorded such liabilities
defeat the mercantile concept.

Creditors should be recorded on the basis of

at the close of year, party wise statement be |
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expenditure i.e. when the amount is due or the |

bill is presented for the payment whichever is
earlier, Expenditure should be recorded on that

| date.

head reflects the amount which is payable to
employees as salary and Deductions for the
month of march to be paid in April. No provision
seen for future liability against Leave
encashment/Gratuity/pension & other
retirement benefits payable to employees. As
explained the same shall be accounted for on
cash basis. System be adopted to account for on
accrual basis. Staff payables in respect of TA &
other at the close of year not seen in closing
accounts.

Payable —No pavyable

Government Dues

| observed in the financial statements in respect
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of VAT, TDS- Labor cess, service tax etc.
As per
made for the expenditure which are incurred in
the current Financial Year but are payable in the
following financial years.

Payables of the following nature are provided
for-

(i) Electricity Expenses

(ii) Telephone Expenses
In absence of balance confirmation wherever

required, the entries recorded in the books are |

being relied.

accounting standards-Provisions are |

| Employees Liabilities — Major proportion of this |

No entries for other payables seen, such as |
- contingent liabilities on account of court cases
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'\ Fixed Assels

1: Audit Observation

Fixed assets are recorded in the books as per the
on |

Contractors 1.e.
being

payments made to the

expenditure basis despite on

| commissioning or Installation of that asset.

Type of Road constructed was not clearly
evident from the records presented before us so

- that classification of roads was not possible.
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{ Type of development expenses-round about |

developments —where installed- also were not |

ascertainable from records.

Depreciation on Fixed Assets is provided on
Straight Line method basis and life of asset
provided by the office, which are as follows-

Mame of Fixed Asset Life Rate of Depreciation
1. Roads 5 18%
2. Centre Verges 30 1.8%
Devp
3. DBrains 15 6%
4. Buildings 40 2.25%
5. Const of 30 2.25%
Public Toilets
6. Const of Fly- 30 1.8%
Qver
7. Plant & 15 6%
Machinery
8. Const of Parks &
Green Blets 10 3.6%
9. Vehicles 15 6%
10. Const of Shelter
House 5 2.25%
11, Development
Expenses 5 3%
12. Office
Equipment 15 9%
| 13. Furniture &
Fixtures 15 3.60%
14. Bridges & 1.8%
Culverts
15. Computers 6%
| 16. Footpath 6%
Development
| 17. lron Benches 6%
Marks
18. Lakes & Ponds 3%

Development
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q. | Stock-in-hand

1.

- — e

Sundry Debtors

11. | Work-in-progress

12. | Loans, Advances
| and deposits

: s Incomes

' Audit Observation

i Suggested
- Improvements

Audit Observation

- Audit Observation

- Audit Observation

| Audit Observation

- Audit Observation

wise cash in han-d statement with confirmation
be always kept at close of each month. In
absence of confirmation- cash balance remains
unconfirmed.

Bank reconciliation be done immediately. If

there is back log, even then current vyear |

reconciliation should have been made.
Adjustments lfor Stock-in-Hand are not made in
the books of accounts as no information was
provided for the stock of following, which
defeats the mercantile concept-

(i) Street Light Material

(it} Medicines

(iii) Sanitation Material

(iv) Other stores & Spares
Includes the amount outstanding as receivable
from public as their dues for — House tax & rent
of Tehbazari.
Provisions Should be made for the amount
which are receivable but are bad or doubtful in

nature. Details be annexed for reconciliation &
confirmation.

Details has still to be calculated for epening and
closing work in progress.

Proper adjustments should be made for opening
and closing work in progress.

To employees —

We have not observed any advance & loans, |

outstanding as on close of year.

Incomes are recorded through G-8 in cash book.

Incomes are categorized differently as per the |

nature of income, M_c:tst of the incomes arej
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