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Preface
Consequent to the Federal Financial
Integration in 1950, the office of the
Comptroller of princely state of Mysore was
abolished. Since the Comptroller and
Auditor General was responsible for audit
of the accounts of the State Government
under the Constitution of India, the officers
and staff were bifurcated and allocated to
the office of the Accountant General, Mysore
and the newly created Office of the
Examiner, Local Fund Audit, who was
made responsible for audit of Local Bodies
in the State as per Government order No:
FL (B) 6175-90 LFA 92-51-6 dated: 08-031952. Subsequently, a decision was taken
to place the accounts staff working in
various Departments of Government under
a single agency in the State, resulting in the
re-designation of the Examiner, Local Fund
Audit as Controller, State Accounts
Department in the year 1952.
The name of the Department was
changed to “KARNATAKA STATE AUDIT
& ACCOUNTS DEPARTMENT” vide G.O.
No. FD/224/SAD/2012 dated 2.3.2015 &
Controller, State Accounts Department was
re-designated as “Director (Audit),
KARNATAKA
STATE
AUDIT
&
ACCOUNTS DEPARTMENT” vide GO No.
FD/331/SAD/2014 dated 18.5.2015.
The responsibility for the audit of the
accounts of the local bodies viz. Municipal
Councils and Municipal Corporations,
Gram Panchayats and other institutions in
the State i.e., Universities, Command Area
Development
Authorities,
Urban
Development Authorities and Muzrai
Funds, etc., vests with the Director (Audit),
Karnataka State Audit & Accounts
Department.

Audit is not merely a routine checking
of transactions against preset criteria. For
audit to be effective and to provide the
required assurance, it must follow
nationally and internationally recognized
standards. The understanding of the
underlying theoretical concepts has an
important bearing on the quality of audit.
A set of instructions is required for
guidance to the officers and staff who
perform the duty of conducting audit of the
institutions on behalf of the Director
(Audit), Karnataka State Audit & Accounts
Department. The audit by State Audit and
Accounts Department has so far been
guided by the Mysore Local Fund Audit
Manual, 1967, the University Audit
Manual, 1984 and instructions issued from
time to time.
For any manual to be continuously
relevant, it needs constant updation.
Therefore, it is felt necessary to issue revised
instructions in view of the amendments to
relevant Acts and Rules, etc. There have
been major changes in the system of
accounting of many of the entities that are
audited by the State Audit and Accounts
Department. The Urban Local Bodies, Gram
Panchayats and the Universities have
switched over to computerised double entry
accrual based accounting system. Further,
the expectation that the State Audit and
Accounts Department would play a more
significant role in providing sound Public
Financial Management system has
necessitated a thorough revision of the
Audit Manual by updating the existing
manuals with latest knowledge and
practices.
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Government of Karnataka (Finance
Department) through the World Bank
assisted IDF project took up the task of
preparing an Audit manual for Karnataka
State Audit and Accounts Department. As
part of the project, a draft Audit manual
was prepared by engaging the services of
Sri. Srinivas Kumar, IA&AS, Principal
Accountant General (Retd.) as Consultant.
The draft audit manual was reviewed by a
team constituted for the purpose. The
Controller, SAD at that time, Sri RS Phonde
submitted the reviewed audit manual to the
Government on 30/11/2014.
This report was further referred to the
Additional Secretary (Fiscal Reforms), FD,
GoK where many changes were
incorporated to the draft manual after
several rounds of discussions with the
KSA&AD officers. The audit manual has
been approved by the Additional Chief
Secretary, Finance Department, GoK, vide
file No. FD 96 PMU 2013. The department
now believes that the updated guidelines
have been brought out successfully in the
form of the Revised Audit Manual.
This manual devotes a significant
portion to explain the principles and audit
concepts in Part 1 while providing detailed
guidance for actual audit practice in Part 2.
Part 3 is devoted to detailed checklists which
have been divided into the generic and
Institution specific checklists for
convenience. Through this manual, the
auditors would be able to quote relevant
provisions of the Acts, Rules, Codes,
Regulations and Government Orders while
drafting the Audit Reports. It is hoped that
this Audit manual would improve the
quality of audit carried out by the auditors
of the State Audit and Accounts
Department.
I would like to express my sincere thanks
to Sri Srinivas Kumar, IA&AS, Principal
Accountant
General
(Retd.),
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Sri. R.S.Phonde, Controller (Retd.), SAD,
Sri. B.V.Srikanth, Principal Director (Retd.),
KSA&AD, Sri.M.Mahadevaswamy, Retd.
Addl.
Controller,
SAD,
Smt.Vasanthakumari.M.N, Retd. Addl.
Director, KSA&AD, Smt. Prachi Pandey,
Addl. Secretary (Fiscal Reforms), FD, GoK,
Sri.Mallikarjunaiah, Senior Audit Officer
(Retd),
Sri
Shivarudrappa,N.B,
Addl.
Director,
KSA&AD,
Smt. Siddarajamma.B.S, Addl. Director,
KSA&AD, Smt. M.V.Vijayalakshmi, Joint
Controller, Dr.Sunitha M, Senior Deputy
Director, Smt.Archana B.Kamalanabhan,
Senior
Deputy
Director,
Smt. Shobha.T.R, Senior Deputy Director,
Smt.Zohra Jabeen, Senior Deputy Director,
Sri. B.S.Murali, Audit Officer, Sri. Kodi
Mallesh, Audit Officer, Smt.B.S.Suma,
Accounts Assistant, Sri.Gangadhar and
Smt.
Latha,
Stenographers,
Ku.Nagarathna.P and Ku.Gouthami,
Data Entry Operators for their dedicated
service and support in the preparation of
this manual.

Date: 23 August, 2016.

(Syed Abdulla Razvi)
Principal Director,
KSA&AD, Bangalore.
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Chapter - I
Introduction
1.

This manual is intended to assist the
staff and officers of Karnataka State
Audit & Accounts Department in
conducting audit of various entities
which come under purview of their
audit responsibility as provided in
statutes and government’s executive
orders. The manual seeks to
consolidate current best practices in
public auditing based on auditing
standards1 prescribed by the CAG of
India and INTOSAI (International
Organization of Supreme Audit
Institutions). It also updates the
existing manuals such as the Mysore
Local Fund Audit Manual (1967) and
the University Audit Manual (1984).
Instructions and suggestions in
earlier manuals be referred to the
extent they are not inconsistent with
or do not contradict with those
contained in this updated manual.

2. The instructions in this manual
supplement those contained in
different
departmental
and
organizational manuals as also the
relevant State Acts, Rules and Orders
issued by the Government for their
effective functioning.
3.

The directions provided in this
manual are by no means exhaustive,
nor is it the intention that they should
be taken as limiting the scope of audit
rigidly to the lines indicated therein.

It is of considerable importance that
the audit checks prescribed should
be observed in spirit and not merely
in the letter.

4.

For conducting audit in an effective
and efficient manner, the auditor
should know the underlying audit
concepts such as internal control,
risk assessment, materiality, etc.
Further, all auditors must follow
standardized audit practices in
order to ensure consistency in
quality of audit. Accordingly, this
manual provides brief description
of audit concepts the standard
audit practice and institution-wise
checklists in Part I, II & III
respectively.

General Principles of Audit
5.

Audit as described in paragraph 7 of
‘An introduction to Indian
Government Accounts and Audit’ is
an instrument of financial control. It
must ensure that the accounts
maintained truly represent facts; that
the rules and orders framed by
competent authority in regard to
financial matters have been obeyed;
and that expenditure has been
incurred with due regularity and
propriety. It must bring to notice of
competent authority, irregularity or
impropriety in connection therewith.
For this purpose, audit should be

1Auditing Standards relate to different aspects of audit ranging from auditor’s independence and
competence to appropriateness of audit evidence and the manner in which the audit findings are reported.
1
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conducted
by
an
agency
independent of the authority charged
with the duty of carrying on the
business and of maintaining the
accounts of the transactions.
6.

7.

2

The auditor has an inherent right of
independent criticism and his
primary function is to verify
accuracy and completeness of
accounts to ensure that all revenues
and receipts due under the
respective Acts, Rules and Byelaws
made thereunder are properly
demanded and realized; that all
revenues and receipts so collected
are brought to accounts under the
proper heads of accounts; that all
disbursements and expenditure are
properly authorized, vouched, and
correctly classified; and that the final
accounts represent a complete and
true statement of the financial
transactions they purport to exhibit.
Both the statutory and non-statutory
(excepting those of private
institutions) audits are conducted on
behalf of Government. It will not be
beyond the scope of audit to see
whether the financial rules and
orders passed by government satisfy
the financial laws and provisions and
are otherwise free from audit
objections. It is the responsibility of
audit that any deviations from the
same are brought to the notice of
government. It is one of the important
duties of audit to see that the rules
and orders framed by Government
are properly observed and that,
where financial rules are framed by
the respective institutions or their
subordinate authorities, they satisfy
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the requirements of law and are
otherwise in order and are properly
applied.
8.

It is not the function of audit to
prescribe what such orders shall be
or to interfere with their
administrative application. The
auditor must recognize the clear
distinction between auditorial and
administrative functions. Criticisms
offered by the Audit Department
must, therefore, be limited to
financial criticisms based on the
actual accounts. Such orders/
decisions, which do not result in
expenditure from public funds/
funds of auditee organizations or
receipts to the auditee institutions
may not be subject to audit analysis/
comments.

9.

The executive authorities and not the
Audit Department are responsible
for finding moneys for the
administration and for enforcing
economy in expenditure. It is,
therefore, not for audit to suggest
new sources of taxation. It is,
however, the duty of audit to offer
its comments on the financial
position of the local body and bring
to notice any waste in administration
and expenditure. Generally, a local
body mindful of the interests of the
tax-payers will welcome suggestions
to promote economy based on
information forthcoming from the
accounts. But such suggestions
should be made carefully.

10. In the course of scrutiny of accounts
and transactions, audit is entitled to
make such queries and observations
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and to call for such vouchers,
statements, returns and explanations
in relation to them as may be
necessary. All queries and
observations shall be couched in
language which is courteous and
impersonal.
11. In auditing accounts of local bodies,
audit should not make independent
enquiries from private individuals
or members of the general public.
Audit should confine itself to calling
upon the executive to furnish any
necessary information and in cases of
difficulty, it should confer with the
executive as to the best means of
obtaining the evidence which it
requires.
Information/details
available in price index published by
Reserve Bank of India/ Economic
Advisor, Ministry of Commerce for
various materials and Labour
Bureau for labour rate, rate contract
published by Director General of
Supplies and Disposals, Government
of India or State Government, annual
reports, survey reports, evaluation
reports of concerned departments of
state government, public institutes/
autonomous bodies of state
Government and court orders on
scope of any law relating to recovery
of revenues/penalties and fines may
also be referred to arrive at
meaningful conclusion.
12. If the necessary documents for the
proper conduct of audit are not
produced; or if the person
accountable for or having the custody
or control of any such document
refuses to appear in person before
the government auditor despite of

written requisition; or if the person
having appeared refuses to make and
sign a declaration with respect to
such document or to answer any
question or prepare and submit any
statement; and, as a result, the
progress of audit is retarded, the
matter may be reported to the next
immediate controlling authority for
a decision and to call off the audit.

Auditing Standards
13. Guidelines with regard to conduct of
audit have been issued by various
authorities. These guidelines are
generally known as Auditing
Standards. They provide guidance to
the auditor and help him determine
the nature and extent of audit steps
and procedures that should be
applied to fulfill the audit objective.
They are also good criteria to
evaluate the quality of audit. The fact
that an audit has been conducted in
accordance with certain standards
gives reasonable assurance to people
making use of the financial
statements and audit reports.
14. Some of the authorities that have
issued audit standards are
Comptroller and Auditor General of
India
(CAG),
International
Organization of Supreme Audit
Institutions (International Standards
of Supreme Audit Institutions) and
Institute of Chartered Accountants of
India (ICAI).

Audit Mandate
15. The Karnataka State Audit and
Accounts department conducts audit
of the various auditee institutions as
per the mandate given below:
3
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Sl. No. Name of the Auditee
Institution
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Audit Mandate

1

Municipal Corporations

Section 150 of the Karnataka Municipal
Corporations Act, 1976

2

City Municipalities

Section 290 of the Karnataka
Municipalities Act 1964

3

Town Municipalities

Section 290 of the Karnataka
Municipalities Act 1964

4

Gram Panchayat

Section 246(1) of the Karnataka Gram
Panchayat Act 1993

5

Hindu Religious Institutions
and Charitable Endowments

Section 37(2) of the Karnataka Hindu
Institutions and Charitable Endowments
Act 1997

6

Public Libraries

Section 22(1) of the Karnataka Public
Libraries Act, 1965

7

Command Area
Development Authorities

Section 24(2) of the Karnataka Command
Areas Development Act, 1980

8

Universities

a. Section 47(3) of
Karnataka Universities Act 2000
b. Section 26 of Visveswaraya
Technological University Act 1994
c. Section 43(2) of Rajiv Gandhi University
of Health Sciences Act 1994
d. Section 27(1) of Karnataka State Open
Universities Act 1992
e. Section 56(2) of Karnataka State Law
University Act 2009
f. Section 57(2) of Karnataka Samskrutha
Vishwavidyala Act 2009
g. Section 49(3) of Karnataka Rajya
Dr. Gangu Bai Hangal Sangeetha Mattu
Pradarshaka Kalegala Vishwavidyala
Act
2009
h. Section 46(3) of Karnataka Janapada
University Act 2011
i. Other specific Government orders

4

Audit Manual

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

Chapter - II
Audit Concepts
Internal Control Framework
16. It is important for an auditor to
understand what internal controls are
and their significance for an entity’s
effective and efficient functioning
because the major objective of audit
is to check compliance with the
internal controls. All the rules in the
Treasury Code, the Financial Code
and the Budget Manual and other
rules and procedures prescribed by
the respective institutions are
essentially internal controls to ensure
integrity of an entity’s transactions.
17. Internal Control is an integral process
that is operated by an entity’s
management and personnel and is
designed to address risks and to
provide reasonable assurance that in
pursuit of entity’s mission, the
following general objectives are
achieved:
■

■

■

■

Executing orderly, ethical,
economical efficient and effective
operations;
Fulfilling
accountability
obligations;
Complying with applicable laws
and regulations;
Safeguarding resources against
loss, misuse and damage

18. Committee
of
Sponsoring
Organizations
(COSO)
has
developed an internal control
framework that has come to be

accepted as the standard all over the
world. The key concepts of COSO
framework include:
■

Internal controls are an on-going
process, a means to an end, and
not an end in themselves;

■

Internal controls are affected by
people at all levels of an
organization and not just policies
and their documentation; and

■

Internal Controls will never
eliminate risks but can provide a
reasonable assurance that controls
are in place to mitigate risks.

19. Internal control is not a single
measure but a series of prescriptions
of dos and don’ts that touch every
activity of the organization. In that
sense, it is an integral part of the
organization. Also, internal control is
not something which is separate from
the people who operate them. It is
part of the roles and responsibilities
of the persons working in the entity.
As all entities exist for a purpose, the
basic objective of internal control is
to ensure that the entity achieves its
mission; in other words, it aims to
minimize the risks that the entity may
not be able to achieve its mission.
Any system of internal control can
provide only reasonable assurance
as it would be not be economical to
provide an absolute assurance. This
recognizes the fact that there are costs
5
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associated with any internal control
and such costs should not exceed
benefit derived from it. Moreover,
excessive controls may result in
employees circumventing them and,
they could also result in delays and
inefficiencies in operations.
20. Apart from ensuring ethical, efficient,
economical and effective operations,
one of the main objectives of internal
control in public sector is to
safeguard resources which are
acquired with public money.
Organizations in the government
sector are vulnerable in this respect
because cash basis of accounting
(which is predominant mode of
accounting in government) does not
provide sufficient assurance related
to acquisition, use and disposal of
assets. With the extensive use of
Information Technology (IT) in many
government entities, internal controls
related to IT have also assumed great
deal of importance. Auditors should
pay particular attention to internal
controls in IT systems, particularly
where they deal with payroll
(HRMS), e-payments, etc. as any
error would have far reaching
implications.
21. It must be recognized that any
system of internal control is limited
by the following factors:
■

6

Human factor: Internal control is
susceptible to flaws in design,
poor
judgment,
wrong
i n t e r p r e t a t i o n s ,
misunderstanding, carelessness
and abuse or override as all these
involve human involvement.
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■

Resource constraints: As already
mentioned, internal control
implies costs and resources and
this could be one other limiting
factor. Particularly in smaller
organizations very elaborate or
sophisticated internal control may
not be possible. In such cases, the
management should consider
whether the lack of one type of
control could be compensated by
another less expensive control.

■

Organizational changes and
management attitude also have a
very significant bearing on
internal control. Ultimately, it is
the management’s (the head of
office and his team) attitude that
determines how seriously the
internal controls are taken by the
staff. If they see that the
management is relaxed or it does
not itself follow many of the
precepts, they would have little
motivation to observe the internal
controls. It is, therefore, very
important that the top managers
always set an example in this
regard.

22. Internal control system consists of
five interrelated and equally
important components:
■
■
■
■
■

Control environment,
Risk assessment,
Control activities,
Information and communication,
Monitoring.

23. The Control environment sets the
tone of an organization, influencing
the control consciousness of its staff.
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It is the foundation for all other
components of internal control,
providing discipline and structure.
This is, as already pointed out,
determined by the management.

is not acceptable as the whole idea
of MGNREGS is to provide
livelihood to poor.
●

24. Risk assessment is the process of
identifying and analyzing relevant
risks to the achievement of entity’s
objectives and determining the
appropriate response. Elements of
risk assessment are:
●

Risk identification: The entity
must identify risks that any of its
stated objectives would not be
achieved. For example, there is a
risk that payment of wages to
NREGA labourer is not made at all
or not made in time; or, a receipt
(a user charge or tax) is not
accounted by the cashier.

●

Risk evaluation: Risk evaluation
involves assessing the significance
of the risk (in terms of its gravity)
and the possibility of the risk
actually materializing. This
requires the organization to
categorize risks as high, medium
or low based on some judgment.
The idea is for the organization to
address the high category risks. In
the above example, significance
and possibility of risk i.e. non
payment / short payment /
delayed payment of wages would
be considered very high.

●

Risk assessment: Risk assessment
requires the entity to understand
how much risk it is able to take.
This is important because any risk
mitigation comes at a cost. In the
above case, non mitigation of risk

Developing a response: After
having identified the risks,
evaluated and assessed them, the
entity must develop a response to
mitigate (reduce / eliminate) the
risk. Appropriate response could
involve
transfer,
tolerate,
terminate or treat the risk.
Obtaining insurance is an example
of transferring the risk. Sometimes,
it may be better to live with a risk
that is too expensive to treat.
Where the risk is too big, it might
be better to terminate the activity
altogether. This option may not
always exist in government sector
as there are obligations to society
that have to be met irrespective of
risks. Lastly, which is in most cases,
the entity would like to treat the
risk by adopting suitable control
activities. In the above illustration,
one of the ways in which the risk
is sought to be mitigated is to
directly transfer the wages to
labourer’s bank account.

25. Control activities are the policies and
procedures established to address
risks and to achieve the entity’s
objectives. There are two types of
controls.
■

Prevent Control: This type of
internal control would prevent a
risk from occurring. An example
of this would be barring the
physical access to cash chest or the
place from where cashier operates.

7
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■

Detect Control: Detect controls are
measures that would point to
misdeeds through reconciliation /
review. Any kind of reconciliation
(bank reconciliation), post audit,
etc. would fall under this category
as they help detect if something
had gone wrong.

To be effective control activities must
be:
■
■
■
■
■

Appropriate
Function consistently
Cost effective
Comprehensive
Directly relate to control objectives

Some examples of control activities
are:
Authorizations and approvals:
Authorization is the principal means
of ensuring that only valid
transactions and events are initiated
as intended by the management.
Authorization procedures must be
well documented and clearly
communicated to managers and
employees. These should include
specific conditions and terms under
which authorizations are to be made.
Segregation of duties: To reduce the
risk of error, waste, or wrongful acts
and the risk of not detecting them, no
single individual or team should
control all key stages of transaction
or event. Therefore, duties and
responsibilities should be so
assigned to a number of individuals
that there are enough checks and
balances. Not with standing
separation of duties, collusion can
8
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still take place, which can reduce or
destroy the effectiveness of this
internal control. A common place
example of this internal control is the
segregation of duties of cashier and
accountant; and that of stores clerk
who accounts for receipts and issues
and the store keeper who physically
handles receipts and issues. A small
organization may have too few
employees to implement this
control. In such cases, the
management should be aware of the
risks and compensate them in some
other manner e.g. enhanced
supervision, rotation of employees,
and so on.
Control over access to resources and
records: Restricting access to
resources to authorized individuals
reduces the risk of loss or misuse of
resources. All assets must be
protected against loss and misuse by
implementing this control. Cheque
books and receipt books are required
to be securely kept under lock and
key. Facilities such as a photocopier,
telephone, internet, vehicle, etc. also
require protection against improper
use.
Verifications: Transactions or events
(receipt of goods supplied or cash
balance at the end of day) are verified
to ensure correctness and validity.
Personal records / service books are
periodically verified to ensure their
correctness.
Reconciliations: This is one of the
most commonly used and effective
detect control measure in any
organization. For eg. Reconciliation
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of one set of records with another (the
DDO’s accounts with the Treasury,
own cash book with bank statement).
Reviews and post audit play an
important role in ensuring that
activities have taken place in
accordance with the intents and
objectives of management. A review
of financial statements can reveal if
there have been any discrepancies
pointing to wrongdoing. A
procurement process can be post
audited to make sure that it complies
with all the regulations.
Supervision:
Supervision
(assigning, reviewing, approving
and guiding, training) is an
important and high level internal
control. This is something that is done
at different levels of management
periodically.

Audit Assertions
28. In a financial audit, the auditor is
required to express an opinion on the
financial statements. The opinion
expressed should give a picture of
whether the accounts fairly represent
the actual transactions during the
period. Audit assertions are nothing
but general audit objectives which
are designed to ensure that the
auditor obtains adequate evidence to
support the opinion required to be
expressed on an account. There are
six general audit objectives as
detailed below:

26. Information and Communication
are essential to realizing all internal
control objectives. ‘Management’s
ability to make appropriate
decisions is affected by (appropriate,
timely, current, accurate and
accessible) information’. Effective
communication should flow down,
across and up the organization,
through all components and the
entire structure.
27. Monitoring of Internal control
system should be done to assess the
quality of the system’s performance
over
time.
Monitoring
is
accomplished through routine
activities, separate evaluations or a
combination of both.

9
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Audit Assertions

Description of the Audit Assertion

Completeness

All transactions and events, and assets and liabilities that
should have been recorded have been recorded and in
the correct accounting period. All disclosures that should
have been included in the financial statements have been
included. This assertion directly tests for potential
understatement of figures in accounts. For example, it is
expected that all assets that have been purchased during
the year are included in the fixed assets account.

Existence and
Occurrence

Assets and liabilities that exist, and transactions and
events that have been recorded or disclosed have occurred,
pertain to the entity and are recorded in the correct
accounting period. For example, purchase of equipment
by the office must be evidenced by payment actually
having taken place during the accounting period and the
receipt of the equipment indicated by means of an entry
in asset register and / or by physical verification.

Accuracy

Amounts and other data relating to transactions and
events have been recorded appropriately and in the
proper accounts. For example, if there is a difference in
the amount of expenditure as recorded in the books and
as per the underlying documents like vouchers, bills,
invoices etc. the ‘accuracy’ objective is not fulfilled.

Valuation

‘Valuation’ means that the recorded transactions have been
correctly valued, properly calculated, or measured in
accordance with established accounting policies, on an
acceptable and consistent basis.

Ownership

The liabilities are the obligations of the entity and the entity
holds or controls the rights to the assets.

Presentation and
Disclosure

Financial information and disclosures are appropriately
presented and described, clearly expressed, disclosed
fairly and at appropriate amounts.

10
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Audit Evidence
29. Audit Evidence means information
gathered by auditor in course of
audit to form credible audit
conclusions. The importance of audit
evidence cannot be overemphasized
as it determines the credibility not
only of audit observations but also
of the audit organization itself.
30. Evidence collection process involves
identification of appropriate
evidence, its collection and crosschecking or validation and
documentation. In case of allegation
of professional negligence, evidence
gathered by the auditor offers
protection. Hence, audit evidence is
an important part of auditor’s
working papers.
31. Evidence in relation to accounts
essentially relates to assertions about
existence/occurrence, completeness,
validity and accuracy of recorded
value of transactions. In case of
purchase of an asset e.g. an air
conditioner for the office, the audit
would gather evidence relating to its
actual delivery in the office
(occurrence/ existence), sanction for
its purchase (validity), payment
(correctness of amount and
classification) and so on. In relation
to internal controls, evidence refers
to substance that supports effective
operation of controls. Evidence may
be obtained from any of the
following:
a.
b.

Source documents (vouchers /
files);
Accounting records (books of
accounts);

c.

d.

e.

f.

g.

Re-computation of calculation
made by the entity (say pay or
pension arrears).
Joint
Inspection
by
Supervisory/Executive Officers
of auditee unit/ any designated
third party, of stores, assets,
worksites and premises of
beneficiaries of various
schemes/programmes.
Resolutions passed by elected
body like Zilla Panchayat/
Urban Local bodies/Gram
panchayats
/
Urban
development Authorities.
Proceedings of Review meetings
of implementation of schemes /
progress.
Evaluation reports.

32. It is expected that the auditor obtains
competent, relevant and reasonable
evidence to support his judgment
and conclusions regarding the
organization, programme, activity or
function under audit.
33. Evidence collected should be
sufficient
and
appropriate.
Sufficiency refers to quantity of
assurance and appropriateness refers
to quality (relevance and reliability)
of assurance. Sufficiency and
appropriateness are inter-related.
Evidence obtained should be both
sufficient and appropriate. It is not
enough if only one is collected as it
will not compensate the other e.g.
existence of inventory and its
valuation. Evidence is considered
sufficient if the same results are
obtained even when an independent
party re-performs the tests. If
11
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sufficient evidence could not be
obtained, it should be disclosed in
audit report.
34. Evidence collected should be so
objective that any knowledgeable
person should reach same conclusion
on reviewing the evidence gathered.
In case auditor fails to obtain
required evidence for reporting, he
should perform additional tests for
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establishing the facts. Auditor should
consider most cost-effective means of
obtaining evidence, but difficulty in
obtaining evidence or cost cannot be
reasons for omitting necessary
processes. Auditors should consider
source and nature of information
obtained to evaluate its reliability. If
not reliable, the auditor must conduct
further verification requirements.

Principles of Audit Evidence
Relevance

Evidence must be relevant to its related audit conclusion.
Otherwise it is not persuasive regardless of any other
consideration. E.g. While conducting audit of Social Welfare
department, poor results obtained by a boarder of the hostel
cannot be claimed as evidence for weakness in administrative
controls. Similarly, non-availability of staff cannot be claimed
as evidence for poor control on assets.

Objectivity

Objective evidence is usually more persuasive than subjective
evidence. Objective evidence is achieved when two or more
auditors, working independently, are very likely to arrive at
the same result.

Documentation

Documentary evidence typically is more persuasive than
undocumented evidence.E.g. Hearsay evidence that one of the
employee misuses office telephone for his personal use is less
persuasive than detailed analysis of the phone bill.

External

External evidence is considered more persuasive than internal
evidence.E.g. Statement of account from bank is considered
more persuasive evidence for bank balance than balance shown
in bank book by the organization.Sales invoice received from
the supplier is more persuasive evidence compared to internal
advice prepared while making payment to the supplier.

Sample size:

Larger samples are generally more persuasive than smaller
samples.

Sampling method

Statistical samples are usually more persuasive than nonstatistical samples. Statistically random samples help avoid
sampling bias because they are based on laws of probability.

12
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Statistical samples allow auditors to quantify their level of
confidence in sample results.
Corroboration

Corroborated evidence is usually more persuasive than
uncorroborated evidence. Corroborated evidence is the same
or similar evidence acquired from two or more independent
sources. Eg. In a scheme where medicines are distributed
through Non Government Organisation (NGOs) reconciliation
of records maintained (copy of the consignment advice, entries
in stock register, copy of the courier invoice) with confirmation
received from NGO would be more persuasive.

Timeliness

Timely evidence is typically more persuasive than evidence
proceeded after a delay.E.g. Auditor’s observation of virus in
computer systems can be a good evidence (of weakness of
controls in safeguarding data), if reported soon. It may be
useless if reported after time lag. Note: For this reason, audit
loses importance if they are taken up after considerable time
lag. Follow-up and corrective action is part of audit scope in
such assignments.

Authoritativeness

Authoritative evidence is more persuasive than nonauthoritative evidence. E.g. Confirmation on the letter head of
the entity is more persuasive than acknowledgement from the
courier company that the consignment has been delivered.

Directness

Direct evidence is usually more persuasive than indirect
evidence. E.g. A direct count of inventory by auditor is more
persuasive than someone else’s counted figure. Also, an original
document is more persuasive than its copy.

Adequacy of
controls

Evidence from a well controlled and reliable system usually
is more persuasive than evidence from a poorly controlled or
questionable system.E.g. Airlines ticket with boarding pass is
more reliable evidence than a bill from local airlines booking
agency.

13
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35. Evidence collected during the
process of audit should be carefully
documented. Audit supervisor
should review the working papers to
ensure that it is reliable on all counts
and supports the audit conclusions.
Relation between management
assertions, audit objective and audit
evidence
36. By placing controls, management
asserts that possibility of material
loss or misstatement is reduced.
Control objective, therefore, refers to
the objective with which control is
placed by the management. Control
objective is to negate the possibility
of risk or material misstatement.
Audit objective is to validate
management’s
assertions
independently
and
identify
weaknesses. To support audit
opinion, auditor collects evidence.
To illustrate, if employing security
personnel is a control, corresponding
management assertion is that no unauthorized person is allowed in and
assets are safeguarded. Auditor
performs certain procedures to check
if this control (i.e., security) is
functioning as intended by the
management (i.e., no un-authorized
person is permitted in). Similarly,
bank reconciliation is a control
through which management asserts
completeness and authenticity of
dealings with the bank. Auditor
would check this control by
inspecting reconciliation statements.
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He would obtain statement of
account from bank as evidence to
support effectiveness of this control.

Materiality and levels of assurance
37. Materiality is an audit concept which
recognizes that some matters (or
group of matters) are more important
as compared to others and thus the
auditor should focus his attention on
the material matters rather than the
entire information.
38. A matter may be material depending
on the value it represents. For
example, while auditing a irrigation
project worth several hundred crore
rupees, work done by a small subcontractor worth a couple of lakh
rupees may not be material, but
while auditing a primary health care
centre an expenditure of Rs.50,000 on
civil repairs may be material.
Materiality depends on the size and
nature of the department activities.
Materiality is subject matter of
professional judgment of the auditor
and provides quantitative threshold
or cut-off.
39. Materiality may also be determined
based on qualitative parameters like
nature of the item or the context in
which the information is used. For
example, while auditing payments,
auditor would not apply materiality
to TDS obligations of the department
under Income Tax Act.
The following are the different kinds
of materiality;
(a) Planning Materiality: Planning
materiality is used in audit planning

14
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when the auditor makes an initial
judgment about materiality levels to
determine areas which are material
and hence should be part of the audit
coverage at the minimum. Planning
materiality may differ from the
materiality levels used in evaluating
the audit findings because there
might be change in circumstances
and additional information about the
auditee that has been obtained
during the audit. Planning
materiality is primarily concerned
with materiality by value. Several
levels of materiality may be defined
for each of the financial statements.
For example, for the income
statement, materiality could be
related to income from operations or
net income over expenditure. For the
balance sheet, materiality could be
based on total assets, current assets,
working capital etc.

(b) Reporting Materiality: This applies
at the end of the audit when all errors
are evaluated and viewed in relation
to their known effects on the financial
statements. At this stage, the auditor
has to consider the audit findings by
value, by nature and by context, and
errors or omissions may be
considered material which otherwise
by value would not. It is common for
audit to report more serious audit
objections to higher levels of
government / legislature and
discuss and settle the less serious
ones with the auditee locally.

15
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Chapter - III
Types of Audit
40. While the primary objective of audit
is to give an assurance with respect
to compliance with internal controls,
the focus could vary depending
upon the scope and context of audit.
In most cases, audit of financial
statements in the context of
government entities would also
imply checking the propriety of
underlying transactions. An audit of
accounts that are completely
automated would require applying
different procedures which test the
controls built into the information
system. On the other hand, an
auditor might be required to assess
the performance of a government
programme or a scheme with
reference to its objectives. Generally,
the audit mandate provides
guidance on the type of audit
expected to be conducted.
a)

Receipt Audit

41. It is primarily the responsibility of
the department authorities to see that
all items of revenue and other dues,
which have to be brought to account
are correctly and promptly assessed,
realized and credited to the local
body. Under the various Acts relating
to local bodies, the Director (Audit),
Karnataka State Audit & Accounts
Department has been entrusted with
the audit of accounts of both receipts
and expenditure. As such, it is also
one of the important functions of the
Audit Department to see that all
16

sums due to the local body have been
realised and properly accounted for.
It should also be seen that the initial
accounts of demand have been
properly prepared, that the demand
arrived in the case of taxes and fees
is generally correct, and that
adequate steps have been taken to
enforce recovery. Any investigation
by audit in this regard must be
conducted so as to not interfere with
the executive responsibility.
In conducting the audit of receipts,
audit should ascertain that adequate
regulations and procedures have
been framed to secure an effective
check on the assessment and
collection of revenue and to see, by
an adequate detailed check, that
such regulations and procedures are
being observed and that demand,
collection and balance statements are
regularly prepared and agreed with
the subsidiary registers of demand
and collection and that balances are
regularly reviewed or checked in the
manner specified by the statutory
rules, Government orders or
regulations, if any. In the audit of
receipts, ordinarily the general is
more important than the particular.
It would be necessary to ascertain
what checks are prescribed against
the commission of irregularities at
the various stages of collection and
accounting and to suggest any
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appropriate improvement in the
procedure. The audit of receipts
should be regulated mainly with
reference to the statutory provisions
of financial rules or orders which
may be applicable to the particular
receipts involved. If the check reveals
any defect in such rules or orders, the
advisability of amendment should
be brought to notice.
It is, however, rarely if ever the duty
of audit to question an authoritative
interpretation of such rules or orders
and in no case may audit review a
judicial decision or a decision given
by an administrative authority in a
quasi-judicial capacity. This
instruction does not, however, debar
an auditor from bringing to notice
any conclusion deducible from the
examination of the results of a
number of such decisions. Where
any financial rule or order applicable
to the case has prescribed the scale
or periodicity of recoveries, it will be
the duty of audit to see as far as
possible, that there is no deviation
without proper authority from such
scale or periodicity. Ordinarily, audit
will see that no amounts due to local
bodies are left outstanding in their
books without sufficient reason.
Audit will continue carefully to
review such outstandings and
suggest to departmental authorities
any feasible means for their recovery.
Whenever any dues appear to be
irrecoverable, orders for their writeoff should be sought. But, unless
permitted by any rule or order of a
competent authority, no sums may
be credited to a local body by debit

to a suspense head; credit must
follow and not precede actual
realization.
A claim or demand may be either:
i. a specific demand fixed or
fluctuating; (all taxes of this
nature) or
ii. a demand which arises in
consequence of some out-going
of property, or cash, advance or
service, in which case, it is a quid
pro quo.
Of the latter nature are the demands
set by the sale or lease of land,
property, etc., by cash advances and
services such as transport. The check
that can be exercised in audit against
item (ii) will depend upon the nature
of the demand and the exact
circumstances in which it is made.
The demand should, in all cases, be
entered in a demand register or
miscellaneous sales register or
miscellaneous receipts register or
register of advances or some other
suitable register prescribed for the
purpose in the rules or regulations.
Levy, collection and accounting of
receipts/revenues should receive
special attention of audit and
checked very effectively as these
types of transactions are easily prone
to risk of fraud and/or
misappropriation in local bodies. A
special zeal should therefore be
shown in investigating into repeated
frauds. The system of revenue
collection should be closely
scrutinized to see whether the fraud
17
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a. That the funds have been
expended only on the purposes
authorized by the Acts or Rules;

or defalcation was rendered possible
by any defect in the rules or whether
it was due to neglect of rules or the
want of supervision on the part of
any person responsible for the
administration of the fund. It is the
duty of audit, therefore, at such
investigations to suggest safeguards
that are likely to prevent the
recurrence of such frauds or
defalcations.
Objections for want of receipt
books in support of having collected
taxes and other amounts and of
payee’s receipts in support of
disbursements made are serious
ones, because such cases on
investigation may, at times, disclose
frauds or defalcations. Objections of
this nature, therefore, deserve
immediate
attention
and
investigation. The Audit Officer/
Accounts Superintendent or Auditor
should, therefore, prepare a report in
the form of a paragraph for the audit
report for approval of the Audit
authority and communicate it to the
executive authority of the auditee
institution for immediate action. The
paragraph containing the defect
should be suitably modified with
reference to the reply of the executive
authority and included in the audit
report.
b) Expenditure Audit
42. The primary objectives for the audit
of expenditure in the audit
institutions are subject to the
following essential audit checks:
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b. That the moneys made available
for the expenditure have been
provided for in the manner
specified in the Acts or Rules;
c.

That the funds earmarked for
specific purposes have been
utilized for such purposes alone;
and

d. That the sanction, either special or
general of the authority competent
to sanction the expenditure, has
been obtained.
Note: - It is an implied condition that
the expenditure should be i n c u r r e d
from the funds of local
bodies with
due regard to the broad and general
principles of financial propriety. Any case
involving a breach of these principles and
thus resulting in improper expenditure
or waste of public money should be
treated by audit in the same manner as
cases of irregular or unauthorized
expenditure are treated.
Conditions (a), (b), (c) and (d)
mentioned in the previous paragraph are
mainly governed by the Acts of the
Legislature or rules, or regulations issued
by authorities empowered in this behalf.
Auditors must, therefore, familiarize
themselves with the relevant sections of
the Acts and the schedules thereto and
the Manuals.
c)

Audit against Regularity

43. Audit against regularity consists in
verifying that the expenditure
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conforms to the relevant provisions
of the Act or rules made thereunder
and is also in accordance with the
financial rules, regulations and
orders issued by a competent
authority either in pursuance of any
provisions of the Act or in virtue of
powers formally delegated to it by a
higher authority. The rules,
regulations and orders under which
audit is conducted mainly fall under
the following categories: a. Rules and orders regulating the
powers to incur and sanction
expenditure from the revenues of
the local bodies;

44. The work of audit in relation to
regularity of expenditure is of a
quasi-judicial character. It involves
the interpretation of statute, rules and
orders with reference to the case law
of previous decisions and
precedents. Interpretation by Audit
should be based on the plain
meaning of the section, rule or order,
except when this is inconsistent with
another section, rules, or order; in
such a case, the inconsistency should
be referred to the competent
authority for resolution or removal.

b. Rules and orders dealing with the
mode of presentation of claims
against the entity, withdrawing
moneys from the accounts of the
entity, and in general the financial
rules prescribing the detailed
procedure to be followed by
officers and servants in dealing
with the transactions of the entity;
and
c. Rules and orders regulating the
conditions of service and pay of
the servants of the entity. In
addition to carrying out the audit
according to the prescribed
process, the auditor should see
that the accounts rules or other
rules or laws prescribed and
promulgated by Government are
observed in letter and spirit and
he should further bring to notice
any practice which seems to him
to be objectionable even though it
may not be in contravention of any
rule.
19
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45. Provision of funds is required to be
watched at two different stages. The
first is the provision of funds for the
entity for all items of expenditure as
a whole for a year and the second is
the actual release of funds to be
expended on any particular item that
calls for payment. The first stage is
the sanction of the budget and the
second is the sanction to expenditure.
A grant or appropriation is intended
to cover all the charges, including the
liabilities of past years to be paid
during a financial year or to be
adjusted in the accounts of that year.
It is operative until the close of that
year. Any unspent balance lapses
and is not available for utilization in
the following year. Audit against
budget provision is simple. It is
enough to see that a properly
prepared budget has been
sanctioned by the competent
authority and that provision is
available in the particular budget
head which is to receive the charge
when the expenditure is incurred.
The audit has to satisfy itself that the
expenditure which is being audited
falls within the ambit of an allotment
or appropriation duly sanctioned
and that it is within amount of that
allotment
or
appropriation.
Expenditure in excess of the amount
of an allotment or appropriation as
well as expenditure not falling within
the scope or intention of any
allotment or appropriation as
entered in the sanctioned budget
unless
regularized
by
a
supplementary budget or reappropriation statement should be
treated as unauthorized expenditure.
20
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46. Audit against sanctions to
expenditure is conducted in two
stages. It has to see that the
expenditure is covered by a sanction
whether special or general and that
the sanction is accorded by an
authority competent to do so by
virtue of the powers vested in it by
the appropriate legislation or rules
thereunder.
The
authorities
competent to sanction expenditure
out of funds of local bodies are
mentioned to such bodies and it is
the primary duty of audit to see that
every item of expenditure is covered
by the sanction of the proper
authority. The determination of the
proper authority will depend upon
whether (a) the sanctioning authority
possesses full powers in respect of
expenditure under audit and (b)
whether the sanctioning powers are
subject to any limitations. In respect
of expenditure sanctioned by
authorities having full powers of
sanction it is enough to confine audit
merely to consideration of propriety.
But in respect of others, the effect of
condition and restrictions should be
clearly grasped and audit should
challenge every item if higher
sanction is necessary. This is a field
where controlling authorities
depend upon audit to control the
financial operations of the entities. It
is here that audit can perform useful
function as an instrument of financial
control. In judging which items
require sanction, difficult cases often
arise when the spending authorities
spilt up schemes to avoid higher
sanction. Audit is often called upon
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to decide what constitutes a single
scheme, especially in the case of
expenditure on works.
47. The general instructions set out in the
preceding paragraphs can be
expressed in a more detailed form as
follows: The objects of audit of expenditure
are to ensure that: a. There is provision of funds for the
expenditure duly authorized by a
competent authority;
b. The expenditure is in accordance
with a sanction properly accorded
and is incurred by an officer
competent to incur it;
c. The claims are made in accordance
with rules and in proper form;
d. All prescribed preliminaries to
expenditure such as proper
estimate prepared and approved
by competent authority for works
expenditure, etc; are observed;
e. The rules regulating the method
of payment have been duly
observed by the disbursing officer;
f. Expenditure sanctioned for a
limited period is not admitted in
audit beyond that period without
further sanction;
g. Payment has, in fact, been made
to the proper person and that it has
been acknowledged and recorded
so that a second claim against the
local body on the same account is
impossible;

h. The charge is correctly classified
and a charge is debitable to the
personal account of a contractor,
employee or other individual or
is recoverable from him under any
rule or order, it is recorded as
such in a prescribed account;
i. The rates paid for work done or
supplies made are in accordance
with any scale or schedule
prescribed by competent
authority; and
j. The payments have been correctly
brought to account in the original
account.
48. Recurring charges which are payable
on the fulfilment of certain
conditions or till the occurrence of a
certain event should be admitted in
audit on receipt of a certificate from
the drawing officer to the effect that
the necessary conditions have been
duly fulfilled or the event has not yet
occurred as the case may be.
d) Audit against Propriety
49. Audit, to ensure the four objectives
indicated in Paragraph 43 above,
carries out what may be called the
formal examination of sanction and
rules regulating such expenditure. It
is an essential function of audit to
bring to light not only cases of clear
irregularity but also every matter
which in its judgment appears to
involve improper expenditure or
waste of public money or stores,
even though the accounts themselves
may be in order and no obvious
irregularity has occurred. It is thus
21
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not sufficient to see that sundry rules
or orders competent authority have
been observed. It is of equal
importance to see that the broad
principles of orthodox finance are
borne in mind not only by disbursing
officers but also by sanctioning
authorities.
The general principles which have
long been recognized as standards of
financial propriety are laid down below:a. The expenditure should not be
prima facie more than the occasion
demands. Every public officer is
expected to exercise the same
vigilance in respect of expenditure
incurred from public moneys as a
person of ordinary prudence
would exercise in respect of
expenditure of his own money.
b. No authority should exercise its
powers
of
sanctioning
expenditure to pass an order
which will be directly or indirectly
to its own advantage.
c. Public moneys should not be
utilized for the benefit of a
particular person or section of the
community unless: v A claim for the amount
could be enforced in a court of
law; or
v The expenditure is in
pursuance of a recognized
policy or custom of the
Government.
d. The amount of allowances such as
travelling allowances, granted to
meet expenditure of a particular
22
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type, should be so regulated that
the allowances are not on the
whole sources of profit to the
recipients.
Note: The proper discharge of duties
by an Audit Officer in this field is a very
delicate matter and requires much
discretion and tact. A challenge against
expenditure should not be expressed or
based on ‘canons of financial propriety,’
but as transgressing a universally
accepted standard of official conduct or
financial administration.
50. The audit of rates paid for work
done/ supplies made should receive
special attention. But objections can
be raised only on grounds of
financial propriety. It demands the
exercise of great intelligence and
care. Individual abnormalities in
rates, should of course, be watched,
by comparative examination,
through the vouchers and accounts
received for audit, with the rates paid
by various agencies.
51. The audit may indicate cases in
which the rates are abnormal, and
further enquiry may be desirable in
such cases. The instructions relating
to detailed audit of vouchers in
support of payments are contained
in the succeeding chapters of the
manual.

e) Financial Audit
52. Financial Audit is the attestation of
financial statements of entities,
involving
examination
and
evaluation of financial records and
expression of opinions on financial
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statements. The objective of financial
audit is primarily to express an audit
opinion on a set of financial
statements. It includes:
a. Audit of financial systems and
transactions including an
evaluation of compliance with
applicable
statutes
and
regulations which affect the
accuracy and completeness of
accounting records;
b. Audit of internal control and
evaluation of adequacy of internal
audit functions that assist in
safeguarding assets and resources
and assure the accuracy and
completeness of accounting
records;
c. Ensuring that financial information
is presented in accordance with
the applicable accounting
standards including specific
requirements of financial
disclosure; and
d. Ensuring that the entity has
complied with laws and
regulations applicable to it.

f) Performance audit
53. Efficiency-cum-Performance Audit
(ECPA) or Value for Money (VFM)
audit is a comprehensive review of
the projects, programmes, schemes,
organisations, etc. in terms of their
goals and objectives aimed at
ascertaining the extent to which the
expected results have been achieved
from the use of available resources
of money, men and materials. It is a
technique of audit adopted to assess

and evaluate the economy, efficiency
and effectiveness of development
schemes, projects or organisations
and hence this branch of audit is also
known as Economy, Efficiency and
Effectiveness Audit or the Three Es
Audit. Economy relates to incurring
expenditure which is keeping with
the requirement, while efficiency
means that the output is
commensurate with the input. For
any expenditure to be considered
effective, it should have resulted in
achievement of the intended
objective.
54. Performance audits
whether the entity has

consider

a. followed sound procurement
practices;
b. acquired the appropriate type,
quality, and amount of resources
at an appropriate cost;
c. properly
protected
maintained resources;

and

d. avoided duplication of effort by
employees and work that serves
little or no purpose;
e. avoided idleness and overstaffing;
f. adopted efficient operating
procedures;
g. adopted adequate management
control system for measuring,
reporting, and monitoring a
programme’s economy and
efficiency.
55. Normally detailed guidelines are
prepared
for
conducting
23

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

performance audits based on desk
review of related documents. To
illustrate, if performance review of
working of a government scheme
such as Rural Employment
Guarantee scheme is to be conducted
the auditors would first study the
Mahatma Gandhi National Rural
Employment Guarantee (MGNREG)
Act, the state government scheme
guidelines, the organizational
arrangements, the processes, etc. in
detail. They would then prepare a list
of instances whose existence /
achievement would be examined in
audit by gathering supporting
information or evidence. In the above
illustration, one of the instances
could be to gather evidence to
support compliance with the
stipulation that the use of material /
equipment was restricted to 30
percent of value of the work.

g) Systems Audit
56. A system is an orderly arrangement
of separate but interdependent and
interacting activities and related
procedures which implements and
facilitates the performance of the
functions of an organisation. The
concept of Systems Audit is that if an
in-depth analysis of the mechanics of
a system reveals that it is designed
with appropriate controls, checks
and balances to safeguard against
errors, frauds, etc., audit can
reasonably assume, without the
necessity of undertaking a detailed
examination of the individual events
or transactions, that the results
produced by the system would be
fairly accurate. Evaluation of the
24
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efficiency and effectiveness of any
system will, however, require
sample testing of its actual working.
Systems Audit therefore, also serves
as an effective aid to management.
Information Systems Audit is a good
example of a systems audit, which is
described separately below.

Manpower Audit
57. During systems audit the
examination of organization should
extend to examining whether proper
distribution and clear demarcation
of functional responsibilities exist
among the personnel working in the
entity and whether its staffing pattern
conforms to the norms and standards
prescribed for the purpose and has
the competent authority’s approval.
During this review, it may also be
necessary to examine how far the
norms adopted for assessing
manpower requirements are realistic
and how far the available manpower
is utilized efficiently and effectively
without any overlap of duties and
responsibilities.

Information Systems Audit
58. The biggest challenge for auditors is
the extensive application of
information technology in offices that
come under their audit purview.
Many
of
the
government
departments have computerized
their operations in a manner that the
records do not exist in the hard copy
form. Also the trail (sequence) of
operations through a paper record is
often lost in automated system,
particularly where work flow is
automated. Auditors face this
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challenge to varying degrees
depending upon the extent of
computerization in the departments
they audit.
59. Information Systems Audit is the
process of collection and evaluation
of evidence to determine whether a
computer system has been designed
to maintain data integrity, safeguard
assets, allow the effective realization
of organizational goals, and ensure
efficient utilisation of resources. Data
integrity relates to the accuracy and
completeness of information as well
as to its validity in accordance with
the norms. An effective information
system leads the organisation to
achieve its objectives and an efficient
information system uses minimum
resources for this purpose. While
evaluating the effectiveness of any
system, the auditor must be aware of
the characteristics of the users of the
information system and the decisionmaking environment in the auditee
organisation.

h) Forensic Audit
60. The objective of forensic audit is to
find out if a fraud has taken place,
the auditor should examine the
records in totality and also take
evidence from witnesses, if
permitted by the audit mandate. The
outcome of fraud audit will involve
v Proving the loss,
v Proving the responsibility for
the loss,
v Proving the method and
motive for the loss,

v Identifying the beneficiaries
from the loss.
There should be sufficient audit
evidence to prove each of the
parameters above. The evidence
gathered must stand the scrutiny of
law to prove criminal intent.

Fraud and Audit
61. The term ‘fraud’ refers to an
intentional act by one or more
individuals, employees or third
parties, involving the use of
deception to obtain an unjust or
illegal
advantage.
The
distinguishing factor between fraud
and error is whether the underlying
action is intentional or unintentional.
Detection of fraud especially when
it has occurred by manipulation of
accounts and/or tampering of
vouchers is one of the primary duties
of Audit. In post audit, before the
audit is taken up, it may come to the
knowledge of audit that financial
irregularities leading to fraud have
taken place in a particular institution.
Sometimes even the transaction
where fraud has occurred is known
well in advance. In such cases, the
audit work is much simplified. But
quite a few cases of fraud, especially
of a non-recurring nature and also
some recurring cases where they
have been committed cleverly, pose
a problem to audit. But a well
organised and systematic audit of
accounts, with an eye on the spots
where there are chances for fraud will
enable audit to pick up such cases
without much difficulty. Traditional
techniques like wrong carry forward
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of balances in Cash Book and
Manipulation of connected records
or alteration of words and figures in
vouchers are too common place a
modus operandi to miss the
attention of an average auditor. But
the real test of audit lies in detecting
clever and sophisticated methods.
This can be done only by application
of mind to the various scopes
afforded in each type of transaction
and by an insight into the way in
which such scopes could be utilised
by an unscrupulous person. There
could be no specific guideline to
detect ingenuous fraud where the
transactions are numerous and
varied. A sharp intellect and precise
application will however help in
detecting most such cases.

Reporting of Financial Fraud
62. While identifying fraud risks, it is
important to remember that the
following conditions are generally
present when fraud exists.
Misstatements
arising
from
fraudulent financial reporting are
intentional misstatements including
omissions of amounts or disclosures
in financial statements designed to
deceive financial statement users.
Fraudulent financial reporting often
involves override of controls by
management that otherwise may
appear to be operating effectively.
For example, fraud can be committed
by management which may override
controls using such techniques as
recording fictitious journal entries,
particularly close to the end of an
accounting period to manipulate
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operating results or achieve other
objectives.
63. Misstatements
arising
from
misappropriation
of
assets
(sometimes referred to as theft or
defalcation) involve the theft of an
entity’s assets that would result in a
material misstatement in the financial
statements. Misappropriation of
assets can be accomplished in a
variety of ways, including
embezzling receipts, stealing assets,
causing an entity to pay for goods or
services that have not been received,
using an entity’s assets for personal
use, etc.
Some common types of fraud are
pilfering, inflated travel claims,
double payments, falsification of
journal vouchers, payroll fraud with
ghost workers, treatment of revenue
expenditure as capital expenditure
to avoid overspend under revenue
budgets, etc.

Management’s responsibilities in
relation to fraud
64. The primary responsibility for the
prevention and detection of fraud
rests with those in charge of
governance and management. It is
important that management places
strong emphasis on fraud prevention
(which may reduce opportunities for
fraud to take place) and fraud
deterrence (which could persuade
individuals not to commit fraud
because of the likelihood of detection
and punishment).

Auditor’s responsibilities in
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relation to fraud
65. Due to the characteristics of fraud, the
auditor’s attitude of professional
scepticism is particularly important
when considering the risk of material
misstatement due to fraud.
Professional scepticism is an attitude
that includes a questioning mind and
a critical assessment of audit
evidence. Auditor’s role in detecting
fraud extends to
v Follow up on adverse
indicators
v Check of the control
documents
v Careful examinations unusual
transactions
v Analytical review of
transactions through sources
v Check on effectiveness of
internal audit/controls
v Reconciliation of balances
v An effective review of
procurements and its utility

67. Fraud risk factors are events or
conditions that indicate an incentive
or pressure to commit fraud or
provide an opportunity to commit
fraud. They may suggest an
increased risk of fraud, which may
come to auditor’s attention while
obtaining an understanding of the
entity and its environment. For
example, inadequate control over
maintenance of registers like cash
book, vouchers, absence of practice
of bank reconciliations, nonsegregation of duties and such
control measures codified in
government financial rules or
treasury code.
The auditor should make enquiries
with management, internal audit and
others within the auditee institution
as appropriate, to determine whether
they have knowledge of any actual,
suspected or alleged fraud affecting
the auditee. If there are confirmations
that fraud has been perpetrated, then
the auditor should amend his audit
procedures accordingly

66. Due to the characteristics of fraud and
in particular to the different ways in
which it may be concealed, instances
of fraud may be identified by the
auditor at any time during audit and
while performing audit procedures
that may not be specifically intended
to detect fraud. Therefore, the
auditor has to remain alert and
maintain an attitude of professional
scepticism throughout the audit.

Identifying fraud risk factors
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Chapter -IV
Risk based auditing and
use of statistical sampling
Risk based audit
68. A hundred percent audit check is not
only highly expensive but also
unwarranted as the objective of audit
(which is assurance about operation
of internal controls and effective
compliance with laws, rules, etc.)
could be well achieved by a test
check. The question is - what is the
criterion used for selecting the areas
of audit and transactions. One
important criterion in prioritizing the
audit focus is based on risk. Risk is
nothing but the exposure to the
chance of failure or loss. It is related
to the probability that an event or
action will occur which would
adversely affect the entity. In
analyzing risks, following questions
should be asked:
v What can go wrong?
v What is the probability of it going

wrong?
v What are the consequences?

69. It is thus important to identify and
analyze the risks associated with the
audited entity. The risk of
misstatement or error is not
uniformly distributed across all areas
or transactions. In other words, some
areas or transactions tend to be more
prone to errors or misstatements. To
illustrate, when there is a pressure to
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incur expenditure (say due to threat
of lapse of funds), there is a tendency
to bend the rules to withdraw money
as an advance and deposit in a bank
account. Establishment expenditure
has lower risk compared to
expenditure on procurement.
Therefore, one way of selecting areas
and transactions would be based on
auditors’ assessment of risk of
deviation from the norms. Areas
where there is discretion exercised by
the department should be considered
riskier than where the rules are clear
and permit no deviation. Although
higher value transactions are not
necessarily riskier, being fewer it
would be wiser to check as many of
them as possible.
70. It is likely that in some audit entities
the controls are generally weak
posing a risk. Poor control
environment poses a high risk of
error and misstatement in accounts.
Past audit reports would provide a
good guide to control environment
of an entity. Auditors should
invariably consult the past audit
reports and other material in the
planning phase (dealt with in more
detail later) to determine the state of
controls.
71. After identification of the risk factors
that operate in the entity/
programme, it is important to assess
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their materiality judged on the
intensity of risks and their possible
impact. Assessing the intensity can
be done on a scale consisting of high,
medium and low risks. The effect of
these risks on performance also
needs to be assessed. The existence,
intensity and impact of the risks
would need to be considered in
tandem while prioritizing audit
focus.

Compliance and substantive testing
72. The auditors should initially check
the controls by conducting
compliance testing, that is, testing to
assess compliance with the internal
controls. To illustrate, it is expected
that the cash book is closed at the end
of every working day and signed off
by the supervisor. The auditor
would first check whether there is
compliance with this control
measure. If it is seen that the control
measure is operating without fail in
practice, the auditor would stop
further examination. However, if it is
seen that compliance with this
control measure is poor, say only 40
percent, then the internal auditor
would have to do a substantive test
of the cash book transactions to
ensure that non-compliance with the
control has not resulted in any
untoward incident.

Use of statistical sampling in audit
73. Since it is not possible to verify all
the transactions, events, records, etc.,
the auditor uses risk to narrow down
to areas or groups of transactions for
audit. The use of judgment up to this

point is acceptable. Beyond this,
when selecting the actual transactions
for audit, it would require the
auditors to use sampling technique
to draw a sample so that the audit
conclusions would apply to the
entire population.
74. Sampling is the process of selecting
a subset of the population of the
items to draw inferences that
represent the entire population.
‘Audit sampling’ means the
application of audit procedures to
less than 100 percent of the items
within an account balance or class of
transactions to enable the auditor to
obtain and evaluate audit evidence
about some characteristic of the items
selected in order to form or assist in
forming a conclusion concerning the
population.
[Auditing
and
Assurance Standard 15 on Audit
Sampling issued by Institute of
Chartered Accountants of India]
75. Selection of a sample is influenced
by the size of the population,
objectives, complexity, type of
activity, transaction frequency and
level of comfort of expected from the
test.
Some of the methods of selecting
samples have been described below:

Judgmental or non-statistical
sampling
76. Judgmental sampling is the process
where the auditor uses subjective
selection of the items based on
judgment rather than a scientific
methodology. In this case, auditor
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relies on his experience to choose the
items for auditing. Though
judgmental sampling is a widely
accepted method of sample selection,
evidence gathered through this
technique is considered less reliable.
Selection of month of March for audit
of payments is based on the
judgment that more irregularities are
likely to take place due to rush of
expenditure at the last minute. The
major disadvantage with judgment
sampling is that the auditors cannot
extrapolate the test results
statistically to the entire population.
However, judgmental sampling is
popular as auditor’s judgment
supported by extensive knowledge
of the auditee and its functions offer
simplicity in drawing conclusions.

Statistical Sampling
77. Statistical sampling is a scientific
selection of items that ensures that all
items of the population have an equal
chance of being selected. Although,
statistical sampling reduces the overreliance of the auditors’ professional
judgment, it allows the concentration
of the same on certain key areas of
audit. The advantages of statistical
sampling are as below:
v Scientific approach and

application of the statistical
principles make the sample
results objective and defensible;
v Constancy and consistency of

results is maintained since all
individual, independent auditors
use similar method of evidence
collection. Hence, even though the
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inferences differ the variation of
inferences is within permissible
limits;
v The method allows a tolerable

limit of exception and an estimate
of error that allows the validation
of the results of the test; and
v Major advantage of statistical

sampling is that the results can
safely be extrapolated to the
whole population, using the
normal distribution curve and
levels of confidence. This allows
the auditor to pre-determine the
risk parameters.

Statistical Sampling Techniques
78. Random sampling: The random
sampling technique can be termed as
the easiest method of sampling that
involves choosing of items from a
given population at random. All the
items in the population are
numbered and in case of availability
of the data in digital form, sampling
or audit software such ACL or IDEA
can be used to select the items
randomly. In cases of manual
selection, some amount of judgment
of the auditor in choosing the sample
randomly is applied.
Illustration:
If
expenditure
(payments) is being audited and all
vouchers
are
serially
/
chronologically listed, auditor may
select a random sample through a
random number generator.
79. Stratified sampling: The population
is divided into homogeneous,
mutually exclusive groups and
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independent samples are drawn
from each group. This is an efficient
strategy of sampling that ensures
equal representation of different
items in different strata with
adequate sample size of sub-groups
in the population. Stratified
sampling is more useful in cases of
large population where unbiased
random sampling would not be
possible.
Illustration: While conducting the
audit of procurement contracts, the
contracts can be stratified according
to their values or volume of contract
and samples can be chosen from
these independent, homogeneous
groups.
80. Systematic sampling: Also known as
interval sampling, systematic
sampling identifies the gap between
the items to be chosen. As in random
sampling, all the items in the
population are numbered; the total
population size is divided by the
desired sample size to get the gap
size. Items with equal interval of the
derived gap size are selected for
testing.
81. Monetary Unit Sampling: Monetary
Unit Sampling (MUS), as its name
implies, is a statistical sampling
method in which a high value
transaction is more likely to appear
in the sample than one of lower
value. It is a particular case of the
statistical technique where the
probability of selecting a transaction
as a sample is higher if the
transaction value is high.

Sample Size
82. Determination of the sample size and
selection of the sampling technique
are two important issues during
statistical sampling. Sample size is
important in sampling. The sample
size is influenced by various factors
including the purpose of the study,
population size and allowable
sampling error, the level of precision,
level of confidence and the degree of
variability in attributes (distribution
of attributes or characteristics of the
population) being measured. For
example, greater the heterogeneity of
the population, larger should be the
sample size, to allow the inclusion
of the differences of attributes and
attain greater level of precision.
Sample size is determined using the
following techniques:
a) Using a sample size of a similar
study: Working papers of the
audit conducted earlier on the
entity can be used to determine
the sample size of the present
audit in mandate.
b) Using formulae to calculate the
sample size: Certain formulae
derived from the probability
theories and distribution theories
can be utilized to determine the
sample size.
c) Using software: Using software
like IDEA, SPSS, and other
business intelligence tools too,
sample size can be determined.
83. Specific sampling techniques are
chosen on the basis of the type of
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sampling (attribute or variable) and
the sample selection method
(random, stratified, and systematic).
84. Attribute sampling: This is an audit
technique used to select items from
a population for audit testing
purposes based on selecting all those
items that have certain attributes or
characteristics. This type of sampling
will help the auditor evaluate
internal controls over a large number
of
similarly
characterized
transactions. It is more objective in
nature and the item can be chosen
depending upon the compliance
(yes) or non-compliance (no) of the
transactions with policy and
procedures and set standards.
For example, a transaction can be
chosen when it complies with the
parameters set – does the student
using the social welfare scholarship
form has the bank account number
field filled: Yes or No. This allows
the auditor to evaluate the existing
control mechanism and examine the
extent of it.
85. Variable Sampling: This is a
technique used to estimate the total
value of the population based on the
sample total and is used to project
quantitative characteristic. For
example, review of the account
balances, testing detailed items that
support the account total. It is used
in the substantive testing that details
the adequacy, completeness and
existence of those activities during
audit period.
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For example, in the Social Welfare
Department, the number of students
receiving scholarships during a
given year as against the Estimates
is sampled using the variable
sampling method.
86. Audit under this Chapter could be
taken up on the directions from the
Head of the Department. (Specific
instructions regarding taking
sampling audit to be obtained by the
Head of the Department)
If audit needs to be conducted based
on different method of sampling,
specific instructions should be
obtained from Head of the Office.
Audit office may send a proposal to
the Head of the department for
necessary approval.
Notwithstanding
various
instructions/suggestions in Chapter
4 and 5 regarding risk based audit,
use of different sampling methods of
audit, sample size, extent of audit
test, etc., auditors of KSA&AD may
still continue with the procedure of
conducting detailed audit of auditee
units under its purview which has
been in vogue since inception.
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Chapter - V
Audit Procedures
87. The audit team should perform tests
to confirm that the controls have been
operating
effectively
and
consistently throughout the period
under audit. This will help the
auditor to decide extent of reliance
that can be placed on the controls.
Based on the effectiveness of the
controls, the auditor must decide the
extent of audit tests and procedures
to be performed. If the audit tests
confirm that controls are effective,
the audit team can perform a
minimum level of substantive
testing. If the audit tests confirm that
Inspection of
Records or
Documents

controls are ineffective or partially
effective, the audit team should not
place reliance on them and the audit
plan should be revised accordingly.
If a particular control is effective for
only part of the period under review,
then the auditor should ensure more
samples are selected from the period
when the control was not effective.
88. The methods commonly employed
by audit to confirm whether the
controls have operated effectively
and consistently are detailed in the
table below:

Inspection consists of examining records or documents, whether
internal or external, in paper form, electronic form, or other
media.

Physical
Inspection of tangible assets consists of physical examination of
verification
the assets. Inspection of tangible assets may provide reliable
of tangible assets audit evidence with respect to their existence, but does not
assure about the entity’s rights and obligations or the valuation
of the assets.
Observation

Observation consists of looking at a process or procedure being
performed by others. Examples include observation of the
counting of inventories by the entity’s personnel and observation
of the performance of control activities.

Inquiry

Inquiry consists of seeking information, both financial and nonfinancial, from knowledgeable persons in the entity or outside
the entity.

External
Confirmation

External confirmation, which is a specific type of inquiry, is the
process of obtaining a representation of information of an
existing condition directly from a third party such as the
confirmation of bank balance as at the end of financial year from
the bank.
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Recalculation

Recalculation consists of checking the mathematical accuracy of
documents or records.

Re-performance

Re-performance is our independent execution of procedures or
controls that were originally performed as part of the entity’s
internal control.

Analytical
procedures

Analytical procedures consist of evaluations of financial
information made by a study of reasonable relationships among
both financial and non-financial data.

Scanning of
the data

Scanning is the use of professional judgment to review
accounting data to identify significant or unusual items and then
to test those items. This includes the identification of anomalous
individual items within account balances or other data through
the reading or analysis of entries in transaction listings, subsidiary
ledgers, general ledger control accounts, adjusting entries,
suspense accounts, reconciliations, and other detailed reports.

Flow Charting

Flow charting will help the auditor to check and identify any
discrepancy in the internal controls.

89. Controls testing described under
Paragraph 87 above deals with
testing of controls designed in the
system, whereas substantive testing
deals with testing of transactions in
the process. Substantive testing
follows control evaluation where the
auditor would have evaluated the
impact of controls on the planned
audit approach and confirmed
whether he should be adopting
controls or a substantive testing
approach for each audit objective.
Substantive testing consists of
substantive analytical procedures
and test of details which has been
discussed below:

changes in account balances etc.
which are performed to determine
plausible relationship between two
sets of data (financial or non-financial
data) and judge the reasonableness.
However, it is important to note that
analytical procedures can establish
only reasonableness and cannot be
evidence by themselves for
misstatement or error. Hence they are
generally used in planning and
review stages. Some of the
commonly used analytical review
procedures are discussed below:

Comparisons involving a single or
multiple components

Analytical Procedures

91. Single component comparison
involves:

90. Analytical procedures are tests like
trend analysis, ratio analysis, and

a.
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Comparing the component’s current
value with its value in previous
years. Example: pay bill in the
current year is compared with that of
the previous year to determine the
reasons for any change in the
amount.

92. Multiple component comparison
involves analyzing the relationship
between two or more components.
For example, the auditor can check
the reasonableness of the rate of
interest paid by the auditee by
computing the average rate of
interest (interest paid divided by total
amount of loan outstanding) and
comparing the same to rates
prevailing in the market for similar
loans. In case the rate of interest is
abnormally high, the auditor should
consider flagging this area for
detailed checking. Another example
will be comparison of budget figures
of other comparable auditee
institution like budget numbers of
similar
City
Municipal
Corporations.
93. Transaction Analysis - This involves
the identification of anomalous items
within an account balance. The
approach would be to scan or
analyze individual entries in a
particular ledger account so as to
locate
unusual
entries
or
abnormalities. For example,
potential duplicate entries passed in
the account, entries not pertaining to
the account, entries with abnormal
amounts passed in the account, etc.
94. Predictive Analysis - This involves
the creation of an expectation using

not just financial data but also
operating or external data,
independent of the accounting
system. The key word is
‘independent’. Predictive testing can
be used only where sufficient
information, independent of the
accounting system is available. For
example, based on the number of
buildings owned by the auditee
institutions and the rent prescribed
as per relevant circular, the
predictive rent receivable from
buildings can be determined.
95. Business Analysis - This is a high
(macro) level analysis of financial
statements involving critical ratios
related to liquidity, financial
stability, debt, etc. It is a useful
technique for identification of risk
areas during planning and audit
completion stages and also for a
better understanding of the entity
and its operations. However, it
provides no audit assurance and is
not used in the execution stage. For
example, liquidity ratio, which is
current assets divided by current
liabilities, will provide a measure on
whether the company has adequate
liquid assets to pay off its short term
debts. Similarly, debt ratio/
leveraging ratio (total liabilities/
total assets) is a measure of
organization’s ability to repay its
long term loans. Another example is
Debt Service Coverage Ratio, which
is Annual Operating Surplus before
Interest and Depreciation divided by
Principal and Interest. The purpose
is to measure the organization’s
ability to repay its debts including
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interest. The higher the ratio, the
better it is for the organization.

System Based Approach
96. The approach whereby the auditor
relies upon the entity’s system of
internal control in arriving at an
opinion is known as the System
Based Approach (SBA). Government
Departments will normally establish
systems of control designed to
assure:
v Accuracy and completeness of
financial statements
v Legality and regularity of
underlying transactions and
v Economy, efficiency and
effectiveness of operations.
97. Generally speaking, if the auditor is
satisfied about the adequacy of the
above controls, substantive checking
of financial statements or
transactions can be reduced
accordingly. For example, control to
ensure that bank reconciliation has
been performed correctly is review
of the reconciliation performed by
the superior officer. The auditor can
place reliance on the correctness of
the reconciliation by testing a sample
of the reconciliation performed
including evidence of review
performed by the superior officer. If
the auditor is satisfied that the control
is functioning as designed, then he
can reduce the amount of testing to
be performed in that area, else he has
to incorporate additional tests in
order to evaluate the impact of
control failure.
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Direct Substantive Testing
98. When the audit objectives can be
achieved without relying on the
Internal Control Systems in place in
the auditee, and thus without
undertaking tests of control, it is
known as the Direct Substantive
Testing approach (DST). Direct
substantive tests are those tests of
transactions and balances which seek
to provide evidence as to the
completeness, accuracy and validity
of information.
99. Test of detail consists of either testing
an entire population or specific
item(s) or substantive samples.
Entire population may be tested
when the population has a small
number of items or the auditor can
test the entire population through the
use of CAATs (Computer Assisted
Audit Techniques). Specific items
may be selected for testing based on
specific characteristics.
100. Audit team may rarely obtain
competent, relevant and reasonable
evidence in respect of each audit
objective through tests of control and
substantive procedures alone and
may have to use a combination of
both. Hence the audit team members
should, based on the audit objective
and evidence available, decide on the
method of substantive testing to be
used for obtaining reasonable
evidence.
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Computer Assisted Audit
Techniques
101. Computer
Assisted
Audit
Techniques (CAAT) is applications
of auditing procedures using
computer technology as an audit
tool. It may involve use of either
basic office productivity software
like spreadsheets or advanced
software packages involving
statistical analysis and business
intelligence tools. CAAT may be
used to read, display, sample,
perform calculations and extract data
from client’s data files. Some
examples of such computer
applications are IDEA, MS-Access,
etc.
102. CAAT may be package programmes
which are generalized computer
programmes designed to perform
pre-defined activities or they may be
purpose-written programmes that
are designed to meet specific
requirements. These programmes
may be either developed by the
auditor or the entity being audited
or an outside programmer hired by
the auditor. In some cases, the
auditor may use an entity’s existing
programmes in their original or
modified state because it may be
more efficient than developing
independent programmes.

Using the work of external parties
103. This section will provide guidance
in respect of relying on the work of
external parties, other auditor and
specialists for the purpose of
expressing an opinion. For example,
the external auditor may decide to

carry out limited testing or reperformance testing of a specific area
based on his assessment of Internal
Audit. Similarly, while relying on the
work on a specialist, it would be
necessary for the external auditor to
assess the professional competence
of the external party.
Synergy with internal auditors
104. Internal audit is an independent
appraisal or monitoring activity set
up by the management of an auditee
entity to review and evaluate
accounting and internal control
systems. As such, it can be
considered to be part of an
organization’s overall internal
control system. The function may be
provided in-house by staff in full
time employment or by a third party
(For example an audit firm).
105. It is the responsibility of auditee
management to establish appropriate
internal audit arrangements within
each entity. Even if audit does not
plan to use the work of internal audit,
it is important to note that it is an
aspect of the auditee entity’s internal
control systems. Hence, audit should
carry out a general assessment of the
effectiveness of the internal audit
function. Such assessments should
take account of the size and
complexity of the auditee entities
and the desirability of a strong
internal audit function.
106. In the planning phase of audit, the
auditor should ensure that the
activities of the entity’s internal audit
function are considered and a
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sufficient understanding obtained to
inform the development of an
effective audit approach. The
Auditor should aim to obtain a
sufficient understanding of the role
and scope of internal audit to aid the
assessment
of
the
control
environment and to enable an initial
assessment of whether it may be
possible to use any internal audit
work. If, as a result of consideration
of the role and scope of internal
audit, the Auditor decides that it may
be possible and desirable to rely on
certain internal audit work, an
assessment of the internal audit
function should be carried out.
107. Internal audit may provide audit
evidence on:
a. the overall financial control
environment;
b. the operation of the systems of
internal control, including those
established to ensure regularity
and
propriety
and
the
achievement of departmental
objectives;
c. Specific account balances, where
these have been subject to
investigation or other internal
audit work.
108. While making an assessment of
internal audit function, some of the
points to be seen are:
a. the status of the internal audit
function:
v Is there a clear written mandate?
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v Does it report to senior
management i.e. Chief Executive
Officer / the governing board or
equivalent level of management
/ audit committee?
v Is management required to
respond/act
on
its
recommendations? What is the
actual response?
v Is it empowered to carry out a
full range of assignments, or are
there significant restrictions on
the scope of its work?
b. The resources available to the
internal audit function – reviewed
and documented?
109. It is common practice to use a
questionnaire, while making an
assessment of the internal audit
function. Even where the internal
audit function is assessed to be
sufficiently independent and
provided with adequate resources in
quantity and quality, it is still
necessary to evaluate such work to
reach a conclusion on its adequacy.
This evaluation should include
consideration of:
a. The proficiency of the staff who
have carried out the work and of
their supervisors/managers;
b. The level of internal audit
management review of the work
carried out;
c. The sufficiency of the evidence to
support the conclusions reached.
Depending on the results of the
procedures, the Auditor may
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decide that the audit team should
carry out some limited testing or
re-performance of the internal
auditors’ work.

Using the work of other specialists
110. A specialist is some person or firm
possessing a professional skill,
knowledge or experience in a
particular field other than audit or
accountancy. When using the work
of a specialist, it is necessary to
assess their objectivity and
professional competence and obtain
sufficient and appropriate evidence
that their work is adequate for audit
purposes.

113. The other factors to be considered by
the audit team include:
a. the accuracy and appropriateness
of the underlying source data
used;
b. the assumptions and methods
used, and the consistency of their
application;
c. the results of the specialist’s work
in the light of overall knowledge
of the business and operations of
the auditee entity; and
d.Whether the specialist’s findings
are properly reflected in the
financial statements.

111. It is essential that the audit team
should be satisfied as to the
professional
standing
and
independence of the specialist and to
ascertain whether they possess the
skills and competence required. This
requires consideration of the
specialist’s:
a. professional certification or
licensing by an appropriate,
established professional entity;
b. experience and reputation; and
c. lack of conflict of interest.
112. The audit team should also ensure
that the scope of the specialist’s work
is sufficient to meet the relevant audit
objectives. If the specialist has been
engaged by the entity, the audit team
should review the relevant terms of
reference. If the auditor is engaging
the specialist, he should ensure that
clear written instructions of audit
requirements are provided.
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PART – 2
AUDIT PRACTICE
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Chapter - VI
Audit Procedures
114. A single plan that incorporates
regularity audit, financial attest
audit, etc., should be prepared with
a detailed plan for the current year.
The audit planning is an annual
exercise with planning done for the
current year based on priorities
determined and availability of
resources.

Annual Audit Planning
115. The objective of annual audit
planning is to prepare a plan of
action to perform audit of all the
auditee institutions based on the
requirements of the mandate. Once
the list of auditable entities is
finalized, the list should be linked to
number resources needed to perform
the audit. This will assist in matching
the resources to meet the planned
audits.
116. While planning, it should be
considered that financial attest audit
will be carried out every year as per
the requirements of the statute under
which the audit is conducted and
other audits may be decided by the
Director (Audit)/Additional Director
of Regional office for area/
institutions to be covered and
frequency of coverage. Such
coverage may be decided based on
aspects like risk analysis, materiality
of the potential risk, public/ political
focus etc. While preparing the annual
plan, relevant inputs from other

sources like reports of Legislative
Committees, Enquiry Commissions,
Study Reports, Plan/Budget
Documents, newspaper and journal
clippings etc. must also be
considered.
117. Audit planning should recognize the
necessity of professional/ technical
assistance in complex areas of audit.
Therefore, provision must also be
made in the plan for procurement of
services of outside experts in the
relevant fields, wherever necessary.
A well-developed audit plan helps
in achieving required coverage in
terms of institutions to be covered
while also allowing adequate time
for each audit institution.
118. Instructions should be circulated by
the Head office (approved by the
Director (Audit)) by first week of
January asking the Local Audit Circle
(LAC), and Regional Offices to
provide an annual plan for audits to
be conducted in ensuing year. The
annual plan shall consist of the below
mentioned details:
a. Audits in arrears (year wise) along
with reasons
b. Institutions to be audited
(including those in arrears)
c. Various levels of resources
required for each institution and
man-days at each resource level
along with detailed workings of
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the man-days showing the
estimate of effort required at each
level of resource and each activity
involved in audit. This should also
include the parameters and
assumptions that have been made
while making the estimate
d. Monthly calendar of audits to be
performed
e. Name of reviewing authority
119. The annual audit plan should be
submitted to the Director (Audit)/
Additional Director of Regional
office by first week of March. All
annual plans will be consolidated
and be reviewed by the Director
(Audit), who may consider
rationalization of audit resources
across various LACs and resident
offices. In case of shortage of audit
resources, the audits which are
mandatory/ statutory to be carried
out in compliance with the
provisions of the applicable statutes/
regulations should receive priority
over other non-mandatory audits.

Manpower allocation/ Man-Days
120. Following factors may be
considered while determining the
team composition and number of
man-days.
a. The audit team should consist of
members who have suitable
experience of auditing the
institutions. Any new member in
the team should be regularly
guided and monitored by the
experienced staff to ensure quality
and timeliness in audit.
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b. The volume and value of
transactions should be considered
to ensure that the team has enough
staff with suitable experience to
conduct the audit in the planned
period. This requires that the
volume and value of transactions
should be known before hand,
preferably at the time of preparing
the Annual Plan itself.
c. The complexity of the operations
of the auditee entity should also
be considered to ensure allocation
of suitable and adequate staff. For
example, while the total size of
transactions at a Gram Panchayat,
may be lesser as compared to a
Corporation, audit of Gram
Panchayat can be still be
considered as important because
of the total number of Gram
Panchayats which collectively
contribute to a large value of
public expenditure and also on
account of various schemes being
implemented through these Gram
Panchayats requiring a periodic
check that the scheme guidelines
are adhered to.
Man days for the audit of
institutions are based on the
transactions of the auditee
institutions and also on the man
days utilized in the previous audit
year. In general, the man days
normally provided as per the
Order No. Ra Le Pa / ULBs (3)
dated 27-01-2015 are as follows:
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Sl.No. Institutions

No. of Man days

1

Mahanagara Palike *

As decided by the Joint Director,
LAC, in consultation with the
Regional Office

2

City Municipal Council

150 to 200

3

Town Municipal Council

40 to 50

4

Town Panchayat

25 to 40

5

Gram Panchayat

Maximum 6

6

University

As decided by the Additional
Director, Regional Office

7

Command Area
Development Authority

25 to 70

8

Urban development
Authorities/ Planning
Authority

20

9

Hindu Religious Institutions
and Charitable Endowments

10

10

Public Library Authority

5

* Bruhath Bengaluru Mahanagara Palike has got exclusive Chief Auditor appointed by
Government (Section 150 of KMC Act, 1976).
As per Order No. CSA/1/IDF/2012/2013-14/116 dated 04-04-2016, Auditing
Authority, Review and Finalisation of Audit Report Authority are as follows subject to
overall monitoring by Director of Audit and Additional Director of concerned Regional
Office.

45

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

Audit Manual

Sl.No. Type of Institution

Audit Authority

Review
Authority/Finalisation
of Audit Reports

1

Mahanagara Palike

Joint Director of
concerned Local
Audit Circle

Additional Director of
concerned Regional
Office

2

City Municipal
Council

Joint Director /Senior
Deputy Director of
Local Audit Circle

Joint Director /Senior
Deputy Director
of Local Audit Circle

3

Town Municipal
Council

Joint Director /Senior
Deputy Director of
Local Audit Circle

Joint Director /Senior
Deputy Director
of Local Audit Circle

4

Town Panchayat

Joint Director /Senior
Deputy Director of
Local Audit Circle

Joint Director /Senior
Deputy Director
of Local Audit Circle

5

Gram Panchayat

Joint Director /Senior
Deputy Director of
Local Audit Circle

Joint Director /Senior
Deputy Director
of Local Audit Circle

6

Universities and
CADAs

Additional Director,
Regional Office

Additional Director,
Regional Office

7

HRI & CE,Muzrai
and Miscellaneous

Joint Director /Senior
Deputy Director of
Local Audit Circle

Joint Director /Senior
Deputy Director
of Local Audit Circle

8

Urban Development
Authority

Joint Director /Senior
Deputy Director of
Local Audit Circle

Joint Director /Senior
Deputy Director
of Local Audit Circle

9

Public library
Authority

Joint Director /Senior
Deputy Director of
Local Audit Circle

Joint Director /Senior
Deputy Director
of Local Audit Circle

46

Audit Manual

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

Staffing Pattern:
The staffing pattern of each Regional Office and Local Audit Circle is as indicated
below:

A. Regional Office
Additional Director

1 No.

Senior Deputy Director

1 No.

Audit Officer

8 to 11 Nos.

Accounts Superintendents

8 to 10 Nos.

Accounts Assistant

15 to 22 Nos.

Stenographer

2 Nos.

Typist/Data Entry Operator

4 Nos.

Jr. Accounts Assistants

2 to 3 Nos.

B. Local Audit Circle
Joint Director/Senior Deputy Director

1 Nos.

Audit Officer

3 to 4 Nos.

Accounts Superintedents

1 Nos.

Accounts Assistants

8 to 12 Nos.

Stenographer

1 Nos.

Typist/Data Entry Operator

1 Nos.

Jr. Accounts Assistants

2 Nos.

The duties and responsibilities of the staff are issued vide orders from time to time.
The Audit team for major institutions will comprise of an Audit Officer, 3 or 4 Auditors
depending on the volume of transaction of Auditee Institutions

Monitoring of compliance to the
Annual Plan
121. Based on the monthly calendar of
audits included in the annual plan,
a detailed monthly plan will be
prepared by the respective teams

(LACs, and Regional offices) and sent
to Additional Director of Regional
office/ Director (Audit) for review.
The monthly plan in addition to
having the details of the annual plan
will also specify the below
mentioned
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a. Status of audits that are due and
against which number of audits
completed, audits in progress
with reasons for delay and audits
not commenced with reasons.
b. The planned audit dates (start and
end) and actual audit dates (start
and end) with remarks column for
detailing the reasons for
differences.
c. Man-days planned and actual
Man-days with detailed reasoning
for delay or efficiency achieved in
audits.
d. The monthly calendar may also
include any of those audits
postponed from the previous
periods where the auditee has
agreed to commence in the current
period.
122. Monthly audit status must be sent by
the respective Regional offices/
LAC’s to the Director (Audit)/
Additional Director of Regional
offices for review by end of first week
of the subsequent month. Based on
the status report, the Director (Audit)
will communicate his instructions
regarding further actions to be taken
by the respective LACs/Regional
offices.
Entity level planning and audit
planning memorandum
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attention to important areas of audit.
It also helps the auditor to organize
and manage the audit engagement so
that it is performed in an effective
and efficient manner. It facilitates
direction and supervision of the team
members and review of their work.
In case of Director (Audit), Karnataka
State Audit & Accounts Department
carries out a concurrent post audit. 2
124. Planning of the individual audits is
the most critical process for securing
a high standard of audit. Sufficient
time should be provided for
collection of data and preparation of
detailed guidelines for the audits of
the selected subjects. Entity level
planning should be done by the audit
team lead, which should be
approved by the respective Head of
LAC’s or Regional Offices. The
planning process would involve the
following steps:
a. Creation of Permanent Audit File
(PAF)
b. Understanding the auditee
institution
c. Perform preliminary analytical
procedures
d. Determining materiality
e. Risk Assessment
f. Designing the audit plan

123. Entity level planning helps the
auditor to devote appropriate
2

. Section 36 of the Mysore University Act, 1956 provides for the conduct of a detailed concurrent audit of
the accounts of the University (including those of the Institutions managed by it) by Government or by
such other agency as may be determined by the Syndicate with the approval of Government. The University
Syndicate at the meeting held on-9 10 the April 1957 resolved that Government be requested to make
arrangements for the conduct of detailed concurrent post audit of the accounts of the University under
section 36 of the Mysore University Act 1956 through the Principal Director, Karnataka State Audit &
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Accounts Department, Bangalore. On a reference made by the Principal Director, Karnataka State Audit &
Accounts Department, Bangalore in his letter no.112/Aud/Csa, dated 31st May 1957, Government in
their order No. ED 15 UNI 57, dated 12th September 1957 approved the proposal of the University that the
Principal Director, Karnataka State Audit & Accounts Department, Bangalore, may arrange for the
concurrent post audit of the accounts of the University. The concurrent post audit of the accounts of the
University is being conducted by the staff of the Karnataka State Audit & Accounts Department.

Creation of Permanent Audit File
(PAF)
125. A prior understanding of the entity
is a very important part of entity
level audit planning. A thorough
understanding of the auditee entity’s
operations helps in designing an
efficient and effective audit approach
so that audit resources are focused
on the areas of greater risk and audit
methods which meet audit objectives
at minimum costs are adopted in
obtaining competent, relevant and
reasonable evidence to support the
audit judgment and conclusions.
Permanent Audit File is an excellent
way of building this knowledge base
about individual audited entities.
Therefore, it is recommended that a
formal data base (or a paper file)
should be created for each audited
entity covering the following: the
type of activities of the entity; the
details of any new activities
undertaken in the recent years; the
legal / regulatory environment in
which the entity functions; the past
audit reports; the accounting
standards, if any, applicable for the
entity; any circulars / orders /
guidelines issued by the government
(administrative department); copies
of returns / Management
Information System reports
submitted by the organization to
higher authorities; minutes of
meetings; newspaper articles, if any,

on the working of the entity, etc. The
data base should also contain the
budget, financial statements,
outstanding audit observations, etc.
The audit team should study and
take note from the permanent audit
file before taking up the audit
engagement of the concerned
entities. The suggested format for
permanent audit files is given in
Annexure 2 in Format 1.
126. The data should be maintained in a
systematic manner and regularly
updated which can be easily
retrieved as and when they are
required. The data should be kept in
electronic format, if possible, to
facilitate easy retrieval. These files
will serve as ready reference material
for preparation of entity-wise audit
guidelines/ plan.
127. At the planning stage, the auditor
may perform some preliminary
analytical procedures to identify
routine and non-routine transactions,
significant and non-significant audit
areas and confirm / improve on
understanding
of
business.
Analytical procedures may assist in
identifying specific risk factors at the
entity level. Generally, at the
planning stage, the analytical
procedures likely to be used consist
of simple comparisons and ratio
calculations - for example,
comparing information for the latest
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period or budget with previous year
accounts and budget. There may also
be scope to consider non-financial
data and its relationship with figures
in the financial statements.
Unexpected variations should be
investigated and evaluated in the
light of other information identified
during preliminary planning.
128. The audit team lead should prepare
the audit plan and the audit
programme. The audit plan should
contain areas which will be covered
as part of the audit and audit
programme will detail out the audit
steps to be executed for each area as
per the audit plan.
129. All the parameters involved in
auditing (understanding the audit
entity, risk assessment, materiality)
should be documented for future
reference. The entity level audit plan
is based on the evidence available
and assumptions made at a particular
point in time. As such, it is only valid
for as long as those assumptions hold
and should not be followed blindly,
if circumstances change. The audit
team should be alert throughout the
fieldwork to any matters, which may
come to attention either as a result of
audit procedures or from other
sources which may necessitate a
revision in the planning assumptions
and audit procedures.

Audit programmes
130. For each and every area identified for
audit, it is necessary to specify in
detail the manner in which the audit
will be carried out. An audit
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programme would contain the
objective of audit for that area, the
audit procedure to be followed, the
source for audit and description of
what constitutes error.
131. An audit programme of entity may
be a standardized/ generic
programme with some items which
are specifically applicable to a
specific entity. In other words, the
audit programme of an entity may
contain both standardized and
tailored programmes.
Standardized audit programmes This is a pre-prepared listing of tests
which may be used in any audit. This will
ensure that a consistent approach is
followed for all audits and reduces the
risks that procedures are omitted. A
sample of Standardized audit
programme is given in Format 2 in
Annexure 2. Also in this context, it may
be mentioned that standard checklists for
audit of different items and for different
types of organization have been provided
in Part III of this manual.
Tailored audit programmes - Some
audit programmes need to be tailored to
the specific circumstances of an
engagement in order to ensure that the
audit procedures to be followed match
the actual system of the auditee. A sample
of the tailored audit programme is given
in Format 3 in Annexure 2.
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Chapter - VII
Audit Execution
Commencement of audit
132. Communication with the auditee
institutions – The communication to
the auditee institutions should take
place simultaneously along with the
preparation of the audit programme
to ensure that there is no delay in
commencement
of
audit.
Communication should be sent to
head of the auditee institutions well
in advance of the commencement of
audit and to agree on a working
arrangement for conduct of audit.
The communication should include
the following points
a. Date of commencement of audit
and duration of audit
b. Details of members of the audit
team
c. Initial Data Requirements
consisting of the information that
has to be provided to the auditor
on commencement of audit
d. List of basic records to be made
available to audit team on
commencement
e. Request for entry conference with
the chief and key members of the
auditee institution
f. Request for adequate internal
arrangements
within
the
institution for ensuring availability
of all records for audit, furnishing
replies to preliminary memos of

audit in time, arrangement for
discussion of reports / audit
objections
g. Even when the finalization of
accounts is in arrears for a
particular year, it should be
advised that records should be
made available for audit of
transactions.
The format of the intimation for the
audit commencement has been
provided in Format 4 in Annexure 2.
133. Communication with the auditee
entity is a continuous process and the
audit team will be required to be in
communication with the auditee
institution at different levels
throughout the audit process. Good
communication with the auditee
institution at the planning stage of
any audit is very vital.
134. The audit team should discuss with
the auditee institution and agree on
the administrative arrangements like
appointment of a coordinator for
liaising with the auditee and the
auditor, system access to the
auditors, working space, etc. which
are needed for the smooth running
of the audit.

Entry Conference
135. A request for entry conference should
be made at the time of intimating the
commencement of audit so that the
head of the entity provides time for
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it on the very first day of audit
engagement. At the entry conference,
the Audit Officer (Team Lead)
should explain the audit plan
including the audit objectives and
time frame to the management. A
request for initial data requirement
may also be communicated. The
audit team should discuss any
significant changes impacting the
audit plan/ programme, based on
which the audit plan/ programme
should be changed. Minutes of the
entry conference must be prepared
and documented by the Audit
Officer (Team Leader).

Audit Process
136. Detailed lists of checks to be carried
out in respect of different receipt and
expenditure items of various types
of entities are provided in Part 3 of
this Manual. Once the documents/
information are received, the audit
team should perform testing as per
the audit programme and the
checklists. The enquiries seeking
further records/ information and
preliminary audit observations
should be issued through Half
Margin Memos where the queries
will be recorded on the left side of
the memo and the management will
reply to the same with details/
information on the right side of the
memo. The format of the Half Margin
Memo has been provided in Format
5 in Annexure 2. The Half Margin
Memo has to be in duplicate and the
audit team should obtain the
acknowledgement
from
the
concerned authority for receipt of the
Half Margin Memo.
52

Audit Manual

Audit Working Papers
137. Working papers are the documents
either created by the auditor or
gathered by him during the course
of audit. Their preparation and
maintenance is one of the key
processes of audit. It provides
evidence on how the processes of
audit have been carried out. Auditor
should document all important
matters that provide evidence that
audit has been carried out in
accordance with the generally
accepted auditing standards.
Working papers are also a good
source for evaluation of auditor’s
work by the supervisor and for peer
review.
138. It is advisable to standardize audit
working papers wherever possible.
Correspondence with auditee,
records of entry and exit conferences,
questionnaires, checklists, etc. are a
few that can be standardized. Well
designed working papers facilitates
auditor to delegate work and review
whether the work is performed in
accordance with the plan or not. It
also provides a means to achieve
efficiency, consistency and quality of
audit. However, standardization of
working papers in all audit areas is
not possible as the audit procedures
keep varying depending on size and
complexity of audit.
139. Auditors should create yearly audit
files that contain documents relating
to that particular audit. Such a file
would consist the following:
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a. Minutes of meetings such as
entry / exit conferences and other
meetings;
b. Audit plan and programme;
c. Status of the follow-up of earlier
observations;
d. Audit assertions identified and
nature of tests planned for each
such assertion;
e. Data collected from the
department,
procedures
performed and results achieved;
f. Reviews of the work done by
assistants;
g. Communication
with
management and other external
entities during the course of
audit;
h. Audit finding and conclusions
reached.
140. Yearly audit files should be
maintained in ring folders with
separator sheets that would set apart
audit plan, sampling plan (if any),
each audit area (establishment,
contingent charges, procurement,
etc.), the audit observations, replies
from auditee, audit findings and
finally the audit report. The audit
paragraphs should be cross
referenced to audit observations
(memos issued to auditee), and the
audit evidence. The suggested
format for current audit files is given
in Format 6 in Annexure 2.
141. Electronic Documentation – The
efficiency and productivity of the

audit process can be enhanced by
using electronic documentation
software. Use of such software
reduces the time spent during
various audit processes by the
auditor, allows simultaneous access
to audit files from different locations,
provides adequate security through
automatic
encryption
and
compression of all audit data and
such other benefits.

Raising of preliminary audit
objections
142. Financial Attest audit is only giving
an opinion about the Financial
Statements whereas, in case of
regularity/compliance audit the
objective is to report on whether
transactions conform to the relevant
provisions of the Constitution and of
the Laws and Rules made thereunder
and is also in accordance with the
financial rules, regulations and
orders issued by a competent
authority.
143. It is an essential and an inherent
function of Audit to bring to light not
only cases of clear irregularity but
also every matter in which in its
judgment appears to involve
improper expenditure or waste of
public money or stores even though
the accounts themselves may be in
order and no obvious irregularity
has occurred. Such audit, often called
‘Propriety Audit’ extends beyond
the formality of the expenditure to its
wisdom, faithfulness and economy.
144. In order to make a collective
presentation
to
controlling
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authorities of the results of audit and
the progress of clearance of audit
objections, it becomes necessary to
express the objections in money
values. Great care should be taken in
arriving at the amount to be placed
under objection. The nature of
objections should be recorded in
sufficient detail, the reasons for
enforcing recovery should be
indicated in the objection, the rule
or order violated should specified,
and the person responsible for loss
or illegal payment should be
mentioned in the objection. In the
case of objections or observations
regarding the defective maintenance
of accounts, incorrect use of forms,
suggestions of improving the state of
finance or accounts, etc., no amount
need be placed under objection.
145. Auditors should omit both from the
audit reports and objection
statements, all individual items
where the sum involved is less than
fifty paise. Where there are many
petty items of a similar nature and
the total involved is more than ten
rupees, they can be grouped
together in the objection statement,
and one remark made against the lot.
When individual items are omitted
from the objection statement under
this Rule, the auditor should make
an interrogation mark with pencil on
the voucher or the particular item, in
order that the officer in charge may
see, when inspecting, that the
auditors have noticed the
discrepancy.
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146. Objections should be self-contained
as far as possible. All the materials
necessary to pursue the objection to
the point of surcharge without
further correspondence should be
available in the audit report itself, or
in the audit reports and the objection
statement put together.
147. Preliminary audit objections are
queries raised by the auditor during
the course of audit requiring the
management to provide its formal
response in order to enable the
auditor to decide whether or not to
pursue the objection further. If the
explanation / information furnished
by the management adequately
addresses the issues raised in the
query, auditor may decide to drop
it. However, if the explanation /
information is inadequate, auditor
may choose to pursue it further by
including it in the final report. It
should be understood that only such
replies as will enable an objection
being finally withdrawn can be
accepted. Replies such as ‘Noted’
‘Will be done’, etc., and partial
answers to objections are of no value
and cannot, therefore, be accepted.
148. While the auditor should focus his
attention in areas where he suspects
substantial irregularities, the auditor
should not ignore small value or less
important items if their cumulative
effect could be material. The final
decision as to whether an objection
should be pursued or not ultimately
rests with the audit team leader. The
auditor should consider the below
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mentioned points in relation to audit
objections:
a. Before formally communicating
the audit objections to the auditee,
the auditor should provide
adequate opportunity to the
management to present the facts
and to rebut the audit objection.
Exit conference provides an
opportunity to once again discuss
the major audit points with the
management.
b. The auditor must communicate
all audit objections in a clear,
courteous and impersonal
manner.
c. The objections should be based
on undisputed facts. The
objections should be based on
workings / data that has been
validated to the extent possible
based on the views / clarifications
provided by the management of
the auditee institution.
d. Any statement of criticism of
irregularity in the audit report
should be accurate, fair,
moderately
worded
and
dispassionate. If a charge cannot
be substantiated, there should not
be any hint of it.
149. The value of audit depends largely
on the intelligence and thoroughness
with which the work is done.
Sometimes a procedural irregularity,
some irregular payment, or some
slight discrepancy may be noticed in
the course of audit. The usual
tendency is to embody this in a
formal objection statement, which is

replied in the usual course. If the
requirements of the Audit
Department are complied with in the
particular case in question, the matter
ends there. But that is where it should
not end. Small cases like these, if
taken up may lead to the detection
of serious irregularities or a defect of
system liable to lead to fraud and
their value as such should be borne
in mind.
150. The Auditor should look at
everything in a fresh and original
way and when he realizes that he has
touched on a matter which may
require investigation, he should go
into it, and must take nothing for
granted. It is not, however, the
function of an auditor, except under
special orders, to undertake such
duties as conducting enquiries into
allegations of an administrative
nature, taking down statements of
witnesses, the examination of the
books of trader and the taking or
checking of stock. If there are
suspicious circumstances in the
accounts, the auditor should report
the fact to the officer in charge. It is
not the business of an auditor to
undertake an enquiry, but that of the
administrator or manager of the fund
to which the accounts relate.
151. In conducting audit, the auditors
while yielding in nothing that they
consider to be their duty, must be
careful to avoid friction with the
official with whom they come into
contact. If they avoid frivolous
objections and convince the
administrative authorities, by the
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manner in which they go about their
duty, that they are there, not to
complicate the procedure but to
simplify it, not to criticize but to
assist, they will meet with little
difficulty in proceeding with their
work.
152. The Auditor shall issue the objection
statements over his dated signature
day by day as the audit proceeds. The
audit objections should be written
out in duplicate and the first sheet
given to the local authority after
obtaining their acknowledgement on
the copy.
153. Every query or observation made by
audit should be promptly taken into
consideration by authority to whom
it may be addressed and returned
with the necessary documents and/
or explanations to the auditor
concerned within such period as may
be prescribed by the statute. For
example,
The
Karnataka
Municipalities Act, 1964 specifies
that the auditor in any requisition or
invitation may fix a reasonable
period, not being less than 3 days for
responding.
154. The auditors should see that action
has been taken by the auditee
concerned to answer all the points
raised in the inspection notes issued.
If action has not been taken to answer
all the points raised, the fact may be
recorded in the audit report,
furnishing details.

Supervision and Review
155. Supervision is essential to ensure the
fulfilment of audit objectives and the
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maintenance of the quality of the
audit work. Proper supervision and
control is therefore necessary in all
cases, regardless of the competence
of individual auditors. The work of
the audit staff at each level and audit
phase should be properly
supervised during the audit, and
documented work should be
reviewed by a senior member of the
audit staff.
156. Audit supervision involves ensuring
that:
a. The members of the audit team
have a clear and consistent
understanding of the audit plan.
b. The audit is carried out in
accordance with the auditing
standards and practices.
c. The audit plan and action steps
specified in that plan are followed
unless a variation is authorized.
d. Working papers contain evidence
adequately supporting all
conclusions, recommendations
and opinions.
e. The auditor achieves the stated
audit objectives; and
f. The audit report includes the
audit
conclusions,
recommendations and opinions,
as appropriate.
157. While both supervision and review
functions aim to ensure that audit is
conducted effectively and efficiently,
supervision is concerned with dayto-day control to ensure that the audit
proceeds satisfactorily and that any
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problems are immediately attended
to, while review takes place either in
stages during the progress of work
and after its completion.
158. While day-to-day supervision
should be exercised by the team
leader (normally the Audit Officer in
charge), Joint Director/Senior
Deputy Director of LAC or
Additional Director, Regional Office
must supervise the planning phase
of individual audits and final review
of audit reports on completion of
audits. In case of prolonged audits,
a midterm review may be carried out.
159. All audit work should be reviewed
by Audit Officer/senior team
member of the audit staff before
finalizing the audit report. Review
brings more than one level of
experience and judgment to the audit
task and should ensure that:
a. All evaluations and conclusions
are sufficiently supported by
competent,
relevant
and
reasonable audit evidence, as it
becomes the foundation for the
final audit opinion or report.
b. All errors, deficiencies and
unusual matters have been
properly identified, documented
and either satisfactorily resolved
or brought to the attention of a
senior officer(s); and
c. Changes and improvements
necessary to the conduct of future
audits are identified, recorded
and taken into account in later

audit plans and in
development activities.

staff

Audit conclusion and audit
reporting
160. In the completion phase of audit, the
audit team should perform an
overall review of the financial
statements. The review must
consider whether:
a. The financial stat`conclusion as to
whether the financial statements
as a whole are consistent with
audit team’s knowledge of the
auditee’s business (i.e., activities
and operations);
b. Whether the presentation adopted
in the financial statements may
have been unduly influenced by
the management’s desire to
present matters in a favorable or
unfavorable light;
c. The potential impact on the
financial statements of the
aggregate
of
uncorrected
misstatements identified during
the course of the audit and the
preceding period’s audit, if any;
and
d. Whether the financial status of the
auditee is sound (adequate
liquidity
is
maintained,
borrowings are within limits, etc).
161. Audit considerations while carrying
out the analytical review at the
completion phase are:
a. Whether the financial statements
adequately reflect the information
and explanations previously
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obtained and conclusions
previously reached during the
course of audit;
b. Whether the review reveals any
new factors which may affect the
presentation of or disclosures in
the financial statements;
c. Whether
comparing
the
information in the financial
statements with other relevant
data produces results which assist
in arriving at overall conclusion as
to whether the financial
statements as a whole are
consistent with audit team’s
knowledge of the auditee’s
business (i.e., activities and
operations);
d. Whether the presentation adopted
in the financial statements may
have been unduly influenced by
the management’s desire to
present matters in a favorable or
unfavorable light;
e. The potential impact on the
financial statements of the
aggregate
of
uncorrected
misstatements identified during
the course of the audit and the
preceding period’s audit, if any;
and
Whether the financial status of the
auditee is sound (adequate
liquidity
is
maintained,
borrowings are within limits, etc).
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Exit Conference
162.The audit team must conduct an exit
meeting with the auditee consisting
of chief of the organization and other
stakeholders. All audit objections/
observations
should
be
communicated to the auditee
representative for internal circulation
in advance prior to the exit meeting.
The exit meeting provides an
opportunity to both the sides to put
forth their view points and conclude
on the objections/ observations. The
minutes of the exit meeting should
be documented and circulated to the
auditee institution.
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Chapter - VIII

Audit Reports
Format and Content of Audit Report
163. Auditors should be careful not to
embody any objection in their audit
reports without giving the
management full opportunity for
explanation. All objections, which
can be settled once the rules are
complied with, should be so settled
during the audit. Every effort should
be made to leave as few objections
as possible, to be dealt with, after the
conclusion of the audit.
164. For audit to be effective, it depends
on its right and duty to report results
to the proper authority, so that
appropriate action may be taken to
rectify the irregularity and
impropriety, where possible, or to
prevent a recurrence of it. This
authority may be a departmental
authority or local body, or
Government.
165. It is in the treatment of results of
audit that the auditorial function
demands the highest qualities of
understanding, balanced judgment
and sense of proportion, and it is to
enable him to deal with results
adequately that the auditor has been
accorded a high degree of
independence and prestige. An
auditor must develop an instinct for
assessing the importance of an
individual irregularity.

166. The Auditor must keep before him
his primary functions of securing the
substantial correctness of accounts
and the regularity and propriety of
individual financial transactions.
Therefore, when the detailed audit of
accounts and transactions has been
completed and all infractions of rules
and orders noticed, he must decide
whether to demand regularization or
correction in an individual case, or
whether to be satisfied with
prevention of the error or irregularity
for the future. In particular, it should
be remembered that, while financial
rules and orders must be observed,
mere rigid and literal enforcement of
such rules and orders may
degenerate into wholly unintelligent
audit.
167. Audit report is a formal opinion or
disclaimer statement expressed by
the auditor. This is prepared as a
result of the evaluation of defined
areas performed on the auditee
institution. It is intended for the user
to take informed decisions based on
the results of audit. The format and
content for the audit reports may be
prescribed by the applicable statutes,
in which case the auditor has to
prepare his report in the prescribed
format incorporating the specified
content.
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Audit Reports - Financial Audit
168. Usually the audit reports for
financial statements are in the form
of certificates with an appended
report containing audit observations.
The prescribed statement may be
included in the appended report.
The auditor, however, can annex, in
appropriate cases, a detailed report
wherever he feels it is necessary.
169. Below are some general principles
pertaining to the format and content
of the audit report.
a. Title – The opinion or audit report
provided by an auditor should
have a suitable title or heading.
b. Signature and Date – The report
should be properly signed and
dated. The date informs the reader
about the time taken for
completion of audit and the events
after the period of the financial
statements which may have been
considered in the report.
c. Objective and Scope – The report
should provide details of the
scope and objectives of audit in
order to enable the reader to
determine the boundaries within
which the audit has been
performed.
d. Completeness
–
Opinion
expressed by the auditor should
be part of and included in the
audit report and cannot be a
separate document from the
audited financial statements.
However, there might be some
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information (confidential or
sensitive) which cannot be freely
disclosed. These kinds of
information if not disclosed may
impact the completeness of the
audit report. In such cases, the
auditor may consider including
the confidential or sensitive
information in a separate,
unpublished report.
e. Addressee - The audit report
should identify the people or
group of people to whom it is
addressed,
as
per
the
requirements of the audit
engagement and local regulations
or practice.
f. Other matter – The audit report
should contain apart from the
matter mentioned above, other
details like auditee entity, period
of coverage by financial
statements, relevant legislation/
basis under which the audit has
been conducted, audit standards
which have been followed in
conducting
the
audit,
responsibilities
of
the
management and the auditor etc.

Audit opinion
170. Audit opinion is a certificate or
statement given by an auditor,
expressing whether or not, the
financial statements for a particular
period audited by him, present an
accurate picture of the financial status
of the audited entity for that period.
171. A final opinion on the state of
accounts
and
financial
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administration should be furnished
in the following form: ‘The financial administration and the
condition of accounts as disclosed by
audit may be considered to be
satisfactory/fairly satisfactory/not
satisfactory’
172. Notwithstanding the wording of
opinion given in the above
paragraph, it must be borne in mind
that an opinion in other forms may
be required. The language used in
the audit opinion depends on the
basis of accounting employed. The
circumstances in which different
language/ words are used are
provided below: a. The words ‘Properly Presents’ is
used when the financial statements
have been prepared on a cash
basis. This form of words used is
relatively precise, reflecting the
very low level of judgment
required in preparing financial
statements on a cash basis.
b. The words ‘Presents Fairly’ is
used when the financial statements
have been prepared on a partial
accrual basis and are not intended
to give a true and fair view. This
form of words reflects the fact that
though some element of judgment
has been used in preparing the
financial statements, the audit
opinion is distinct from the one on
accounts which give a true and fair
view.
c. The words ‘True and Fair View’
is used when the financial

statements have been prepared on
a full accrual basis and intended
to give a true and fair view. Such
financial
statements
will
substantially comply with the
commercial
accounting
requirements and with applicable
accounting standards.

Different types of opinions
173. Unqualified opinion – In case of
financial attest audit, an unqualified
opinion is provided when the
financial statements give a true and
fair view and have been prepared in
accordance with relevant accounting
requirements.
174. In forming an unqualified opinion
the auditor should be satisfied that:
a. The financial statements have been
prepared in accordance with the
relevant legislation, regulations
and applicable standards.
b. There is adequate disclosure of all
information relevant to a proper
understanding of the financial
statements.
c. Appropriate accounting policies
have been consistently applied in
the preparation of financial
statements.
d. The financial statements are free
from material irregularity and
therefore, the transactions
recorded in them conform to the
authority which governs them.
If the auditor has any reservations
on any of the above matters, then

61

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

an unqualified opinion should
not be provided.
175. Qualified Opinion – A qualified
opinion is provided where the
auditor is not able to satisfy himself
that the financial statements are free
from material misstatement whether
caused by fraud, error or other
irregularities.
176. The auditor may qualify his opinion
if he is uncertain as to whether a
material error exists or not in the
financial statements or the audit
disagrees with the manner in which
something has been dealt with in the
financial statements. Uncertainty
may arise either because the auditor
is not able to obtain all the
information / explanation for
completing the audit, absence of
proper accounting records or such
other reasons. Disagreement may
arise in situations where the auditee
institution may present figures in the
financial statement which are not in
accordance with the applicable
accounting rules or not based on
appropriate accounting policies or
principles or where the auditor
disagrees with facts or amounts in the
financial statements and such other
reasons.
177. The Auditor may provide the
qualified opinions mentioned below:
a. ‘Subject to’ opinion – This is
provided when the auditor is
uncertain as to whether a material
error exists or not in the financial
statements. However, although
the error is material it is not
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fundamental (a matter is
considered as fundamental, where
in the opinion of the auditor a
person reading the financial
statements would be totally
misled as a result of the error).
b. ‘Except for’ opinion – Where the
auditor is in disagreement with
the financial statements; however,
if the disagreement is material but
not fundamental in relation to the
financial statement, then the
auditor will provide an ‘Except
for’ opinion.
c. Disclaimer of opinion – Where the
auditor is uncertain as to whether
a material error exists or not and
the error has a fundamental impact
on the financial statements then
the auditor should give a
disclaimer of an opinion.
d. Adverse opinion – Where the
auditor is in disagreement with
the financial statements, and the
disagreement is fundamental in
relation to the financial statement,
then the auditor will provide an
adverse opinion.
178. Before the auditor issues a qualified
opinion or a disclaimer of opinion,
discussions should be conducted
with the management of the auditee
entity where the auditor will provide
details as to the circumstances giving
rise to the qualification. The auditee
management should be given the
opportunity to make corrections to
the financial statements or provide
further information in support of
them.
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179. Whenever the auditor expresses a
qualified opinion, he should clearly
spell out the reasons for expressing
such opinion and wherever possible
should quantify the effects on the
financial statements.
Format of an Audit Opinion is
provided in Format 7 in Annexure 2.
Examples of Qualified Opinion,
Unqualified Opinion and Disclaimer
Opinion are provided in Format 8 in
Annexure 2.
180. The Financial Attest audit report will
comment only on the financial
statement of the year in question and
will be a Separate Audit Report
(SAR) as part of the Main Audit
Report. Format of the SAR is given
in Annexure 3.
181. The audit report should be clearly
dated and personally signed by the
auditor or such other person as per
the requirements of the statute. In
case of financial statement audit, the
auditor should not sign the audit
report/certificate unless the financial
statements and other financial
information contained in the report
have been approved by the Chief
Accounts Officer or equivalent
authority.

Management Letters
182. The outcome of financial audit is not
only to express an opinion on the
financial statements of the auditee
organization, but also to add value
in improving the financial
management and controls. The
recommendations to the auditee

towards improvement in their
financial management and controls
would be auditor’s value addition in
the overall financial management. On
the conclusion of financial (attest)
audit of an entity for a year, KSA&AD
may issue a Management Letter to
the top management of the entity to
include the audit findings other than
those which have been considered
material enough to be taken to the
Audit Certificate. The management
letter may also include quality of
initial and subsidiary books of
accounts, audit trail, security control
of computerized accounting data etc.

Audit Reports - Propriety and
Regularity
183. Attention of the Auditors is invited
to Rules 21 to 26 of the Mysore
Municipalities (Powers and duties of
Auditors) Rules, 1965 which contain
instructions relating to drafting of
audit reports on the accounts of
Municipal Councils. The same rules
may be followed mutatis mutandis
in the case of other institutions also.
As stated therein, the audit report
shall be in two parts, namely: Part I – Previous Audit
Part II – Current Audit.
Part I of the audit report shall contain
a brief summary of the audit objections
which still require action for clearance.
Part II of the audit report shall
contain remarks relating to the current
audit under following three sections in
respect of Grama Panchayats, Urban
Local Bodies & other institutions.
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a. Section A - Major irregularities
that merit reporting to higher
authorities / Legislature.

on the normal income and normal
expenditure for the year of audit and
of the two preceding years.

b. Section B - Irregularities which,
though not major, are required to
be brought to the notice of higher
authorities and followed up by
the KSA&AD and instances of
recoveries to be effected or
regularized.

186. While furnishing figures under
normal receipts and normal
expenditure, debt head transactions
(i.e., loans deposits, advances,
grants, royalty, Health Cess,
Education, Cess, etc.,) and
extraordinary receipts such as
income
from
investments,
realizations, on account of sale of
sites, etc., should be excluded under
receipts and similar items of
payments under expenditure.

c. Section C - Minor irregularities or
procedural irregularities in
respect of which the head of the
office has held out assurances
about following correct procedure
in future. Format of the Propriety
and Regularity Audit report is
given in Annexure-4.
In respect of Universities, the format
in which the Audit Report is to be
drafted is specified in Annexure-5.
184. Part I should contain a brief reference
to the important paragraphs of the
previous audit reports, year-wise,
which remain unanswered or remain
pending for want of final replies. In
the end, an abstract of the amounts
held under objection and proposed
for recovery in respect of each year
may be put up, so as to give an idea
of the cumulative balance of the
pending objections and amounts
pending recovery.
185. The first paragraph in Part II of the
audit report should begin with a
general financial review of the entity
concerned for the period covered in
audit. The review of the financial
position should include comments
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187. The balances under assets and
liabilities should be critically
reviewed and commented upon. The
review, for instance, in the case of
advances should contain typical
cases of old advances not recovered
or got adjusted and in the case of
deposits, the defects in the
maintenance of the deposit register,
the non-lapsing of time-barred
deposits, etc., should be pointed out.
188. The result of verification of each of
the debt head balances with the
detailed accounts maintained in a
subsidiary register should be briefly
mentioned next in as many subparagraphs as necessary, with
suitable comments as to the
deviation from rules observed in the
course of verification, such as delay
in
effecting
recoveries
or
adjustments, omissions to note the
transactions in the subsidiary
register concerned, etc.
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189. The system of budgeting should be
examined and suitable comments
made regarding variations between
the actual and the budget estimates
both under receipts and payments.
Cases in which expenditure was
incurred in excess of or in the absence
of budget provision without
obtaining the necessary reappropriation of funds sanctioned by
competent authority should be
noticed in audit, and the amounts
involved held under objection.
Similarly, shortfalls in the realization
of revenue should be commented
upon.
190. After completing the paragraphs
relating to revenue as detailed above,
the irregularities observed under
each kind of expenditure such as
establishment charges, travelling
allowance, contingencies, public
works, etc., should be recorded in the
order in which they occur in the
budget. The purpose of arranging
the items of Revenue and
Expenditure one below the other as
suggested above is to see that all the
irregularities relating to one
particular kind of Revenue or
Expenditure is brought in one place
to render them more impressive and
not scattered in the Audit Report.
191. One paragraph should review
whether the entity concerned has
paid, as required under the rules, the
various contributions due to
Government such as pension
contributions and amounts due for
supplies made and service rendered
by various departments of

government, and should detail the
amounts, if any, that are still due to
government on various accounts.
Whether the entity concerned has
taken adequate action to recover the
contributions due to it either from
Government or other local bodies,
should also be mentioned here.
192. A paragraph relating to the
irregularities noticed in the accounts
of grants, including diversion of
grants may be included in the audit
report. A statement showing the
opening balance of grants, grants
received
during
the
year,
expenditure incurred during the
year and balances of grants
remaining unutilized at the end of
the year should be attached to the
audit report. Similar comments on
loans shall also be included in the
audit report.
193. Irregularities which do not fall either
under Receipts or Expenditure, such
as delay in the submission of
monthly accounts, the condition of
maintenance of various books and
registers, etc., should be dealt with
in the concluding portion of the
Audit Report. Auditors must not
embody any criticism in their reports,
until they have considered as fully
as possible, the views, and
arguments of the officer in charge of
the fund. When, after careful
consideration of these views, the
Auditors still adhere to their views,
it should be stated in the audit report
for the information of the officer. The
auditors should see that action has
been taken by the local authority
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concerned to answer all the points
raised in the inspection notes issued
by the Local Audit Circle/Regional
Office. If action has not been taken to
answer all the points raised, the fact
may be recorded in the audit report,
furnishing details.
194. The following points should be
specially looked into: a. Losses: Losses may be due to
omission in assessment, nonrecovery of an item of revenue
within the time prescribed for
recovery by a civil suit, selection
of contractor whose rates were not
the lowest and other similar
causes.
b. Illegal action: Payments made
without obtaining requisite
sanction and expenditure incurred
for purposes not authorized by
the Act are a few examples of
illegal payments or payments
contrary to law.
c. Violation of financial rules or
orders: Non-investment of funds,
expenditure in excess of
allotments and diversion of
earmarked funds, are examples of
violation of financial rules or
orders. All improprieties may be
mentioned.
d. Disregard of interests of local
bodies.
195. The following are irregularities
found in main account: a. Delay in the preparation of
accounts and unpreparedness for
audit;
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b. Errors in accounts;
c. Violation of accounting rules
d. Errors in procedure; and
e. Non-maintenance of registers
196. The most common types of
irregularities or illegal payments,
waste or misappropriation of funds
of a local body which may be
recommended for surcharge are the
following: a. Irregular
employment
of
establishment without competent
sanction or continuing it beyond
the period of sanction in cases
where the competent authority
refuses to regularize it;
b. Expenditure unsupported by
vouchers or bills;
c. Over-payments in work bills or
other bills which could not be
recovered from the parties
receiving payment;
d. Unjustifiable write-off of revenue
or other dues which are either
recoverable
or
become
irrecoverable due to negligence or
misconduct.
e. Short or non-recovery of revenue
(which subsequently becomes
irrecoverable) due to negligence or
misconduct;
f. Misapplication of funds on objects
not provided for in the Acts or
contrary to law or in a wasteful
manner;
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g. Other loss due to negligence and
misconduct; and

obtained as to how they should be
dealt with.

h. Amounts received, but not
brought to account.

198. Care should be taken to see that all
facts and figures appearing in the
objection are correct, and the reasons,
if any, for disallowing a particular
item of expenditure as contrary to
law, and for charging any person
with deficiency or loss, are clearly
stated. It is also necessary that in all
cases of financial irregularities
noticed in audit, the actual amounts
involved should be determined and
mentioned in the audit report.

197. When erroneous payments have been
admitted in audit for a considerable
time, owing either to a wrong
interpretation of financial rules or
due to oversight, the following
course should be observed: a.

b.

When a wrong interpretation of a
financial rule has been followed, the
new interpretation should, in absence
of special instructions to the contrary,
take effect from the date of issue, by
competent authority, of the orders
stating the correct interpretation; and
When erroneous payments have been
left unchallenged through oversight,
a re-audit of bills which have been
paid more than one year ago, should
be undertaken only with the orders
of Government.

Note: - Government may, however, order
a re-audit of accounts of a Local Body
for purposes of investigation in cases
of fraud but charges that might be
discovered to have been erroneously
admitted in audit for long time
should not be summarily disallowed
or recommended for being
surcharged by the auditors on the
ground that they are inadmissible.
Objections, if any overlooked in
closed audit, discovered in the
course of subsequent audit should be
brought to the notice of the Director
(Audit), Karnataka State Audit &
Accounts Department and his orders

199. Defalcations detected by the
executive authorities and adequately
dealt with by them need not be
detailed in the audit report, but only
a brief abstract of the number,
amount and nature of the
defalcations may be given.
Comments should be made, if the
embezzlements disclosed negligence
on the part of the staff in not
observing the rules. If a defalcation
was rendered possible by and defect
in rule or procedure, a suitable
paragraph may be included in report.
Defalcations noticed in audit should
be fully stated in the audit report.
200. It is not possible to issue instructions
as to how to produce a good audit
report. These rules contain only a
few of the most important points
which may help the Local Auditors
to produce a good audit report. It
should deal with all important
points, but should not be unduly
long. The merit of an audit report
consists in its brevity and clearness.
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201. Audit reports should be drafted with
the utmost care. They should be as
brief as possible, consistent with
lucidity and should not be in loose
or ambiguous language. It is not
sufficient, merely to quote the rule
or order violated. The effect of the
violations on the financial interests
of the local body should, as far as
possible, be explained, so as to be
intelligible to an outsider. Only
important irregularities should go
into the report and the rest should be
included, in the objection statement.
Objections should be self-contained
as far as possible.
Where
irregularities of the same nature are
noticed in several transactions, the
narration of the irregularity of each
transaction need not be given in the
audit report proper, but the items
may be listed in a statement and
appended to the audit report giving
reference to the statement in the audit
report. If clear cases of losses or
illegal payments, etc., are noticed in
the course of audit, a letter may be
addressed to the concerned
authorities recommending surcharge
proceedings and issued along with
the audit report.
202. Trivial and purely technical
irregularities and omissions, as far as
possible, should be rectified locally
during the time of audit and need not
be mentioned in the audit reports or
objection statements. However,
where it is not possible to get replies
to the objection statements
containing irregularities of a minor
nature, the fact may be briefly
mentioned in the audit report and
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the return of the objection statement
with replies may be watched. Where
the provisions of the Act or rules are
infringed, the fact should be briefly
stated. Where details are considered
necessary in any account or register
and no rule in support of such
requirement can be quoted, necessity
for the details may be briefly
explained. Where an objection is
taken, the mode of removing the
objection should also be stated, e.g.,
it will not do to ask, how an
expenditure unsupported by
competent sanction was incurred,
but such sanction should be required
to be obtained.
203. After drafting the audit report in
accordance with the instructions
given above, the Auditor should
submit the draft audit report to the
LAC office/Regional office for being
reviewed and issued to the
administrator of the fund over the
signature of the officer authorized to
do so. The authorized audit
authority should take up the local
review of the audit report whenever
necessary before the Auditors leave
camp. Before submitting the report,
a facing sheet to the audit report
should be put up showing the
amounts held under objection and
proposed for recovery giving
reference to the paragraph numbers
of the audit reports.
204. A copy of the audit report duly
signed by the concerned officer
should be forwarded to the
appropriate
authorities
as
contemplated in the Acts or Rules.
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Submission of audit reports
205. The auditor must maintain the
confidentiality of all communication
with the auditee institution including
the audit report. The auditor should
not reveal the contents of any
communication to a third party
without the client’s permission,
subject to the provisions of any law
in force (like the Right to Information
Act). Auditor shall send the audit
report to the auditee along with a
covering letter addressing the Head
of the department / institution. The
details to be mentioned in the
covering letter are
a. Details of the auditee institution
and the year of audit report
b. Cumulative
Objections

amounts

of

d. Time limit for the reply to the
objections and action to be taken.
The format of Audit Covering letter
is given in Format 9 in Annexure 2.
206. The respective acts governing the
auditee institutions may provide the
manner in which the audit reports are
to be submitted. For example, the
Karnataka Panchayat Raj Act, 1993
provides that ‘the auditor shall,
within one month after the
completion of audit, forward a copy
of the audit report to the GramPanchayat and to the Executive
Officer’. The auditor has to ensure
compliance to such requirements
while submitting the audit reports.
207. References to relevant sections
pertaining to the submission of audit
report have been provided below:

c. Total amounts for recovery
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Sl. No Statutes governing institutions
audited by KSA&AD

Time limit for submission of
report

1

The Karnataka Panchayat Raj
Act, 1993

Within one month after the
completion of audit.

2

The Karnataka Municipal
Corporations Act, 1976

Within a period of 3 months
from the end of the financial
year or within such other period

as notified by Government.
3

The Karnataka Municipalities
Act, 1964

Within 3 months after the
completion of audit.

4

The Karnataka Urban
Development Authorities
Act, 1987

Not defined in the statute. Refer
note below

5

The Karnataka Command
Areas Development Act, 1980

Not defined in the statute. Refer
note below

6

University, (Respective
University Act)

Not defined in the statute. Refer
note below

7

The Hindu Religious Institutions
and Charitable Endowments
Act, 1997

Not defined in the statute. Refer
note below

Note: Where time limits are not defined by the statutes, auditor should issue the
audit report within a month of the completion of the ground work audit.

Consolidated Annual Audit Report.
a.

b.
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Consolidated Annual Audit Report
on Grama Panchayats: - As per
Section 246 (12) of the Karnataka
Panchayat Raj Act 1993, which came
into force as per Government
notification dated:16-07-2011, the
Consolidated Annual Audit report is
required to be submitted to the
Government for being placed before
the State Legislature.
Consolidated Annual Audit Report
on Urban Local Bodies: - As per
Section 295(6) of the Karnataka

Municipalities Act 1964, and as per
Section 150 (2-B) of Karnataka
Municipal Corporations Act 1976,
which came into force from 14-032012, the Consolidated Annual Audit
report is required to be submitted to
Government for being placed before
the State Legislature.

The Audit Reports of the Grama
Panchayats and the Urban Local
Bodies should be so drafted that the
major findings could be taken to the
Consolidated Annual Audit Report.
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Follow up of audit report

competent authority might come in
the way of recovery of the objected
amounts.

208. Auditor has to comply with the
follow up of audit report with respect
to the objections raised. The statutes
of the auditee institutions prescribe
the time period for compliance
requirement.
Compliance
requirement for each of the auditee
institution are discussed in the
individual checklists. In the absence
of provisions of Audit report followup/ compliance in the respective
Acts, the hand book on “Speedy
Settlement of audit observations,
inspection reports, speedy disposal
of audit paragraphs and timely
action on matters pertaining to the
Public Accounts Committee, The
Committee on Public Undertakings
2001” may be referred to wherein it
is stated that “ the audit
observations/ notes received from
the auditor normally needs to be
replied to within a fortnight from the
date of the receipt of the report and
in no case it should exceed three
months.”

210. A register should be maintained in
each Audit Office in which all the
points included in the special letter
for taking surcharge proceedings
should be noted and their disposal
should be carefully watched. This
register should be reviewed by the
concerned officer periodically at least
once a month. Regular reminders
should be sent to the concerned
Officers in the matter. Disposals
reported by the competent authority
should be noted in the register
against the cases concerned. The
cases recommended for surcharge
and the result of action taken by the
competent authority should be
included
in
the
annual
administration report of the
Karnataka State Audit & Accounts
Department for the information of
Government. A register of surcharge
cases should also be maintained in
the audit section of the Head Office.

Levy of Surcharges

Powers to drop / forego recoveries

209. If action has not been taken to recover
the losses or make good the illegal
payments pointed out in the audit
reports, action has to be taken to
recommend charge or surcharge
proceedings according to the
relevant provision of the Act or
Rules. This item of work should
receive the personal attention of the
Audit Officer. Prompt action should
be taken in such cases as delay in
reporting such cases to the Divisional
Commissioner or any other

211. The Director (Audit), Karnataka State
Audit & Accounts Department may,
in order to avoid unnecessary
expenditure of time and labour on
cases of an unimportant nature, may
forego recovery of irregular
expenditure not exceeding Rs.500 in
any individual case. The Senior
Deputy Director may exercise the
same powers up to a limit of Rs. 250
and a Deputy Director may exercise
the same powers up to a limit of Rs.
125. If the irregularity is such that it
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is likely to recur, the officer
responsible should be informed that
it is objectionable even if no recovery
is made.
212. Some items are placed under
objection not because the whole or
any portion of the expenditure is
unjustifiable in itself but because it
is not exactly covered by a rule or the
authority, or full proof such as subvouchers for incurred expenditure,
has not been produced. In such
cases, the Director (Audit), may
forego recovery up to a limit of Rs.
500 in each case. The Senior Deputy
Director may forego up to a limit of
Rs. 250 in each case and a Deputy
Director may forego recovery up to
Rs. 125 in each case, if the following
conditions are fulfilled: a. The expenditure must not be of a
recurring nature.
b. Where the objection is based on
insufficiency of sanction, the
Director (Audit), Senior Deputy
Director or Deputy Director, as the
case may be, must be satisfied
that the authority empowered to
sanction the expenditure would
accord sanction if requested to do
so.
c. Where the objection is based on
insufficiency of proof of payment,
the Director (Audit), Senior
Deputy Director, as the case may
be, must be satisfied that undue
trouble would be caused by the
insistence on submission of full
proof and must see no reason to
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doubt that the charge has actually
been paid.
213. The Director (Audit) may forego
amounts of expenditure objected to
for recovery which have, for any
reason, became irrecoverable, up to
a limit of Rs. 500 in each case, subject
to the following conditions: a. These powers are not to be
exercised in respect of items, the
check or audit of which does not
devolve on the Karnataka State
Audit & Accounts Department
such as items in bills, which the
Department receives and forwards
to another office for audit, or in
respect
of
any
amount
outstanding under a debt or
deposit head.
b. These powers are not to be
exercised in respect of objections
against excesses over technical
estimates of works.
214. The Senior Deputy Director and
Deputy Director may forego paras
up to the limit of Rs. 250 in each case,
and a Deputy Director may write off
amounts up to Rs. 125 subject to the
conditions prescribed in clause (a) &
(b) above.
215. The Director (Audit), Karnataka
State Audit & Accounts Department
may forego recovery of personal
claims which are placed under
objection more than a year after the
disbursement of the amounts up to
a limit of Rs.500 in each case, if he is
satisfied that the amount was drawn
by the employee concerned under a
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reasonable belief that he was entitled
to it. Subject to the same condition,
the Senior Deputy Director, may
forego recovery of such amounts up
to Rs. 250 in each case.
216. All cases of which recoveries are
foregone in accordance with the
powers delegated above should be
recorded in a register.
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ANNEXURE - 1

Audit offices and coverage
The audit functions are performed through geographically distributed Local Audit
Circles (LACs) and Regional offices. Below is the list of various auditee institutions
audited by KSA&AD
Sl. No. Type of Institution

No of Institutions
in Karnataka

Audited by

1

Gram Panchayats

5628

Local Audit Circles

2

City Municipal Councils

44

Local Audit Circles

3

Town Municipal
Councils
Town Panchayats

168

Local Audit Circles

4

Municipal Corporations

8

Local Audit Circles

5

Universities

24

Regional offices

6

Urban Development
Authorities

51

Local Audit Circles

7

Muzrai Institutions

202

Local Audit Circles

8

Hindu Charitable
Institutions

4

Local Audit Circles/
Head Office

9

Command Area
Development Authorities

6

Regional Offices

10

Other Institutions

502

Local Audit Circles

Total

74

Local Audit Circles

6637
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ANNEXURE - 2

Format - 1
Audited Entity____________________
Period of Audit___________________
Type of File: Permanent File

Section # Section Description

Suggested Contents

A

Audit Mandate

Relevant Acts, notices, circulars etc
providing the mandate for conducting audit

B

Organizational structure

Organization chart, list of key
management personnel etc

C

Accounting Details

Description of accounting systems,
accounting rules, reference to accounting
manuals, list of books and records
maintained, chart of accounts etc

D

History and Background

Background information about the a uditee
institution like documents obtained
while getting the understanding of the
entity, vision and mission, history
and registered address, etc.,

E

Relevant Regulations

Laws & regulations providing a legal
framework central to the auditee’s ability
to conduct its business.

F

Audit Reports and
Financial Statements

Previous years Financial statements,
Internal audit, documents pertaining to
internal control environment and other
audit reports etc.,

G

Other Records

Any other documents pertaining to the
auditee institution like latest budget and
Annual Accounts to be updated every year.
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Format - 2
STANDARDIZED AUDIT PROGRAMME
Name of the Entity:
Financial Year:
Persons handling the audit:

1) Verification of Bank Balances
Checklists
Whether the bank balances as per the ledgers reconcile with the balances in the
bank statements.
Does the Bank reconciliations of the previous year match?
Are there cases of cheques issued by the entity but not presented for payment?
Are there cases of cheques deposited for collection by the entity but not credited in
the bank account, have been duly debited/credited in the subsequent period?
Are there items in the reconciliation statements which are outstanding for an
unduly long period?
Do the items on reconciliation require an adjustment/write off?
Are there any inoperative accounts and have remained stagnant, but transactions
have taken place only during the end?
Have the suitable disclosures made in the financial statements?
In respect of fixed deposits or any other type of deposits with banks, do the
receipts/ certificates reconcile?
Conclusions
Observations by the audit assistants:
Queries resolved/concluded by Audit Officers:
Finalized by (Name of the person):
Signed on (Date):
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Format - 3
CUSTOMISED AUDIT PROGRAMME

Name of the Entity: XXXXXX University
Financial Year:
Persons handling the audit:

1) Verification of Sale of Farm Produce and Seeds
Checklists

Yes/No

Whether the sale of Farm produce/seeds is done in the best interests
of the university?
Whether the farm produce/ seeds are sold at competitive prices?
Whether the sale proceeds have been remitted to the university funds?
Whether the stock registers are updated with all the details of Inwards
and outwards of stock material and approved by an appropriate authority?
Whether the weight of the outward stock matches with the total weight of
the farm produce sold?

Conclusions
Observations by the audit assistants:
Queries resolved/concluded by Audit Officers:
Finalized by (Name of the person):
Signed on (Date):
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ANNEXURE - 2

Format - 4
Format of Audit Intimation for commencement of audit

From:
Date:
To:
Subject: Commencement of Audit of __________________ (Auditee Institution) for
the year______ (Financial Year of Audit)
We would like to inform you that we would commence the audit of __________
(auditee institution) for the year________. The audit shall commence from_________
(date of commencement) and will be held till _________ (date of Completion). The
audit would be led by the _____________ (Team head) of _______office (LAC/RO
location). The audit members would consist of _______, ______ &________ (Name
of the audit team members)
We would request the management to keep ready all the documents listed in the
annexure by____ (time and date).
Also, the management is requested to provide all the data/clarifications furnishing
replies to preliminary memos of audit in time, arrangement for discussion of reports
/ audit objections that are raised by the concerned auditors.
Kindly acknowledge the receipt of this audit intimation letter.

Yours Faithfully
(Name and Designation)
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Format - 5
Half Margin Memo/ Audit Inquiry Memo

Karnataka State Audit & Accounts Department

Entity: ___________

Date: _______________

Place: ___________

No.______

Query/audit observation

Reply/response

Addressed to: ________________________
(kind attention): _____________________
1. Records/Information/clarification sought:
_____________________________________
_____________________________________
_____________________________________
2. Analysis & Observation________________
_____________________________________
_____________________________________
_____________________________________
Signature and Designation:<signature and
designation of audit officer>

Signature and Designation:<signature and
designation of the responding authority>
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ANNEXURE - 2

Format - 6
Audit Entity____________________
Period of Audit___________________
Type of File : Current File

Section# Section Description

Suggested Contents

A

Audit Plan

Audit planning memorandum and other
related documents like basis of arriving at
materiality, risk assessment performed, audit
approach, details of analytical procedures
performed, final approval of the audit plan etc

B

Audit Programme

a. Audit programme approved by the relevant
authority with trails of changes made along
with appropriate justification for the changesb.
Details of audit steps planned, executed,
evidence collected in support of the audit
steps, conclusion of the audit steps and
remarks, if any. The evidence should be cross
referenced to the relevant section/ subsection
where the documents have been filedc.
Names of the audit personnel conducting audit
and dates when the audits are planned

C

Communication
Documents and
Minutes of meetings

a. Communication with the auditee institution,
for example communication for initiation of audit.
b. Communication with others like Internal Auditors,
experts etc.
c. Other formal communications made with the
auditee institution during the course of audit
d. Minutes of the entry, exit conferences and other
meetings held with the auditee institution during the
course of audit.

D

Field Work
Documentation

All files/ documents collected for conduct of audit
with cross reference to the audit programme
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E

Observation/
Objection listing

Preliminary observation / objection listing along
with responses and supporting documents provided
by the auditee

F

Reports and
Audited Financial
Statements

Draft and final audit reports with evidence of
review/ approval along with the responses from the
auditee and audited financial statements cross
referenced to relevant schedules. The audit report
should be cross referenced to the field work
documentation section

G

Others

Any other relevant documents
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ANNEXURE - 2

Format - 7
Auditor’s Opinion
<Name of the auditee institution>
<Audit Period>
<Designation of the head of office>
XXXXXXXXXXXXXX.
We have audited the accompanying financial statements of XXXXXXXXX which
comprise the Balance Sheet as at March 31, ____, and the related Income and Expenditure
Account for the year then ended, and a summary of significant accounting policies and
other explanatory information.
Management is responsible for the preparation of these financial statements that
give a true and fair view of the financial position, financial performance and cash flows
of the Entity. This responsibility includes the design, implementation and maintenance
of internal control relevant to the preparation and presentation of the financial
statements that give a true and fair view and are free from material misstatement,
whether due to fraud or error.
Our responsibility is to express an opinion on these financial statements based on
our audit. We conducted our audit in accordance with the statutory provisions/
procedures as applicable to the Auditee Institution. These require that we comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit includes examining, on a test-basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by the management, as well
as evaluating the overall financial statement presentation. We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
In our opinion and to the best of our information and according to the explanations
given to us, the financial statements give the information required by the Act in the
manner so required and give a <true and fair view> in conformity with the accounting
principles generally accepted in India:
a. in the case of the Balance Sheet, of the state of affairs of the entity as at March 31, __
b. in the case of the Income and Expenditure Account, of the surplus/ deficit for the
year ended on that date
Place:.........................
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ANNEXURE - 2

Format - 8
i) Extract of the Paragraph on Unqualified Opinion
“In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of XXXXXXXXX as of March 31, _______, and the
results of its operations and its cash flows for the year then ended in conformity with
generally accepted accounting principles.”
ii) Extract of the Paragraph on Qualified Opinion- For Scope Limitation
Explanatory paragraph
“We were unable to obtain the supporting information of the Entity’s investment in a
Deposits stated at —————at date———— which is included in the Balance Sheet
for the year then ended as described in note x to the financial statements; nor were we
able to satisfy ourselves as to the carrying value of the investment in the deposits.”
Opinion paragraph
“In our opinion, except for the effects of such adjustments, if any, as might have been
determined to be necessary had we been able to examine evidence regarding the
investment in deposits……….”
iii) Extract of the Paragraph on Disclaimer Opinion
Explanatory paragraph
“We were not provided the documents for the updated Fixed Asset Register for the
____(year) ending March 31 and we were unable to satisfy ourselves regarding the
value of Fixed Asset quantities by means of other auditing procedures.”
Opinion paragraph
“Since the company did not provide for the Fixed Asset Register and we were unable
to apply other auditing procedures to satisfy ourselves as to Fixed Assets values and
numbers, the scope of our work was not sufficient to enable us to express, and we do
not express, an opinion on these financial statements.”
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ANNEXURE - 2

Format - 9
Format of covering letter enclosing audit report
From:
Date:
To:
Subject: Submission of the Audit report of _________________ (Auditee Institution) for the
year______ (Financial Year of Audit)
The audit of _____ (auditee institution) for the year_____ is completed and the audit report is
annexed to this letter.
The Audit report contains audit objections of Rs.__________, and recoveries to be made for
Rs _________.
Management has to provide the responses for the objections within ______days as per section
____ of the _____Act.

Yours Sincerely
(Signature)

(Name and Designation)
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ANNEXURE - 3

Format of “Separate Audit Report” (SAR)
<Name of the auditee institution>
<Audit Period>
Section A – Audit Report issue letter from the designated authority to the Chief
Executive of the auditee institution
Section B – Index with relevant section and page numbers
Section C - Introduction
This may include the following reference to the Act, Rules, notifications, etc. under
which the entity was set up, main objectives of the entity, rules under which the entity
is functioning, relevant section under which audit is conducted, grants / loans received
during the year.
Section D – Comments on Accounts
1. Balance Sheet
1.1 Liabilities - Misstatements, omissions and other deficiencies in accounting
various liabilities – i.e. Corpus Fund, grants received, borrowings, current
liabilities and provisions may be commented in short sub-paras.
1.2 Assets - Misstatements, omissions and other deficiencies in accounting
various asset accounts – i.e. fixed assets, cash and bank accounts, other
current assets, loans and advances, investments etc. may be commented in
short sub-paras.
2. Income & Expenditure Account
2.1 Expenditure – Errors, omissions and other deficiencies noticed in accounting
various heads under expenditure like purchases, trading expenses, salaries
and wages, finance charges etc. may be commented in short sub-paras.
2.2 Income - Misstatements, omissions and deficiencies noticed in accounting
various revenue heads - i.e. sales, income from services rendered, other
income, interest earned, etc. may be commented in short sub-paras.
2.3 Excess of Income/Expenditure over expenditure/income - Specific
comments on overstatement / understatement of the above item may be
included.
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3. Receipt and Payment Account
3.1 Receipts - Errors, omissions and other deficiencies in accounting receipts may
be commented against specific heads.
3.2 Payments - Errors, omissions in various payment accounts may be c ommented.
Errors and omissions and other deficiencies in opening and closing balances
of cash and bank accounts may also be commented.
Section E – General
4.

All comments of general nature may be included in this paragraph. Brief
comments about deficiencies noticed in adoption of accounting principles and
policies, matters in notes to accounts, non-disclosure / inadequate disclosure
of significant matters concerning accounts etc. may be included in this para.

Section F – Effect of Audit Comments on Accounts
5.

The net impact of the comments given in preceding paras is that the assets as
on…………. were understated/overstated by Rs. ….lakh, the liabilities
understated/ over stated by Rs. ….lakh, and the Excess of Income over
Expenditure/Expenditure over Income for the year was understated/overstated
by Rs…………lakh.

Section G – Lack of Response
6. If reply to draft SAR is not received within the stipulated period, the matter
may be included in the Para.

Place:
Dated:
Name and Designation of the Authority
signing the report
Notes:
Comments to be included should be concise and brief with a clear statement about
impact of each comment on the accounts as a result of deficient procedure / wrong
accounting practice followed. Comments should be pointed and indicate the resultant
understatement/ overstatement of head concerned and the impact on income /
expenditure, excess of Income over expenditure /excess of Expenditure over Income
and on assets / liabilities.
It should be ensured that comments included in SARs are linkable with the respective
account heads shown in the annual accounts/schedules. Comments framed should be
specific and impact of comments on the accounts should be clearly indicated.
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ANNEXURE - 4

Format of Regularity/Compliance Audit Report
<Name of the auditee institution>
<Audit Period>
Introduction
F Audit Report issue letter from the designated authority to the Chief Executive
of the auditee institution.
F Index with relevant section and page numbers.
F General Comments - This section may include the following reference to the
Act, Rules, notification etc. under which the entity was set up, main objectives
of the entity, rules under which the entity is functioning, relevant section under
which audit is conducted, significant grants / loans received during the year.
Part I –Previous Audit observations and Comments
This section shall contain a brief summary of the audit objections which still require
action for clearance. Results of discussion with respect to previous audit
observations both in terms of settlement on action being taken; and dropping of
the objections owing to clarifications given and accepted by audit may be mentioned.
A brief reference must be made to the important paragraphs of the previous audit
reports, year-wise, which remain unanswered or remain pending for want of final
replies. In the end, an abstract of the amounts held under objection and proposed
for recovery, in respect of each year, may be put up so as to give an idea of the
cumulative balance of the pending objections and amounts pending recovery.
Further revised assurances regarding pending audit observations may be reiterated.
Part II – Current Audit - Significant Observations and Comments
Part II of the audit report should begin with a general financial review of the entity
concerned for the period covered in audit. The review of the financial position
should include comments on the normal income and normal expenditure for the
year of audit and of the two preceding years. While keeping in mind the various
aspects of working of the entity and expenditure categories which are required to
be reviewed and commented upon, they may be organized broadly under the
following three sections.
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Section A -

Major irregularities that merit reporting to higher authorities / legislature.

Section B -

Irregularities which, though not major, are required to be brought to the
notice of higher authorities and followed up by the KSA&AD and
instances of recoveries to be effected or regularized.

Section C -

Minor irregularities or procedural irregularities in respect of which the
head of the office has held out assurances about following correct
procedure in future.
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ANNEXURE - 5

Format of University Audit Report
Sl. Heading
No.

Instructions

1.

Authority for issuing the Report.

This para should be on the following
lines: “This report is being issued under
sub-Section (3) of Section 42 of the
Karnataka State Universities Act, 2001.”

2.

Provisions with reference to
which Audit has been
conducted.

This para should be as follows:”In
compiling this report the provisions of
the Act, Statutes, Ordinances and Rules
specified below have been kept in view:
Act:………………............................
Sections”…………...........................
Statutes:……………………………..
Ordinances:………………………….
Rules:……………………………….
With regard to matters not covered by
the provisions of the Act, Statutes,
Ordinances and Rules, it has been
assumed that the Principles u n d e r
lying the rules in the KarnatakaFinancial
code, the Manual of Contingent
Expenditure, etc., are applicable to the
transactions of the University.”

3.

Action to be taken.

This para should be as follows: “Action
may be taken on this Report in terms of
Section 47 of the Act.”

4.

Names of Officers of the University

This para should be as follows: “The
names of the various Officers of the
University who held office during the
period under Report are noted below:
………………………………………

5.

Brief summary of the accounting
method.

As the accounting method differs from
University to University, it is necessary
to incorporate for the information of
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those who are dealing with the Audit
Report, a summary of the procedure
followed in the University for the
accounting of Receipts as well as
Expenditure.
6.

Receipt of Cash Accounts and
other Accounts Returns in the
Audit Office.

Comments have to be offered on the
punctuality of submission of Cash
Accounts and other Accounts returns to
the Audit Office. A statement may be
appended to give an idea of delay (if
any.)

7.

Disposal of Audit Notes.

This para should be as follows:
“During the year
Audit Notes on
the accounts of ‘various Institutions
within the jurisdiction of the University
were issued vide Statement No
As may be seen from column .................
of that Statement, no compliance report
was received from Institutions before
‘This report incorporates all the
important irregularities which were
brought out in the Institution-wise
Audit Notes. It also covers certain
irregularities which were disposed off,
but which are considered important
enough from the point of view of audit
to be brought to the notice of the
Senate/Syndicate/Board of Members/
Governing Council or any apex
governing body as per the Act.”

8.

Disposal of Annual Audit Reports

The action taken on the previous
Annual Audit Reports should be
commented upon in detail. A statement
may be attached indicating the year, the
number of objections outstanding and
the amounts involved. An observation
may be made referring to the previous
reports for the details of outstanding
objections.
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9.

The Budget Estimates.

This para should deal with the Budget
of the University as passed by the
Senate/Syndicate/BoM/GC or any
apex governing body as per the Act. A
Statement should be attached, citing a
reference to this paragraph, indicating
the Budget Estimates and the actual
expenditure incurred under several
Heads. Comments should be offered
about the accuracy of forecasting the
estimates of Receipts and Expenditure.
Comments should also be offered
about adherence to the time schedule
under the Act and the relevant Statutes
by the various Bodies connected with
the preparation and the passing of the
Budget Estimates.

10.

Receipts

——

11.

University Fund.

It should be seen whether (i) all
amounts which are required by SubSection (I) of Section 41 of the Act to
become part of the University Fund
have actually been credited to that
Fund or whether any amount has been
kept separately and (ii) the University
has kept the fund in a single Scheduled
Bank as required by Sub-Section (2) of
that Section. Comments may also be
offered with regard to the manner in
which the fund was operated upon
during the year under report.

12.

Control of expenditure.

Comments should be offered about the
method of financial control followed by
the University, such as whether
Monthly Expenditure Statements are
being obtained from Heads of various
Departments /Institutions/ PG
Centres, whether the rate of
expenditure is being watched against
the allotments given and whether any
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system has been devised to check the
figures of expenditure as reported by
the subordinate authorities with the
Statements pertaining to Bank
Accounts.Comments may be offered
about the extent to which the Officers
the University have observed the
prescribed procedure. If no clear-cut
procedure has been laid down so far,
then suitable suggestions should be
made in this regard. If the officers have
failed to observe the procedure, the
effects of their failure should be
brought out.
13.

Cases of Misappropriation,

Comments should be offered about
cases of misappropriations,
embezzlements and fraud in some
detail. Amongst other things, the
comment should indicate whether the
misappropriation, embezzlement or
fraud was due to any lacuna in any
Statutes, Ordinances or Rules or
whether it was due to the negligence of
one or more officers of the university. If
possible, the names of the persons who,
from the audit point of view, are
responsible for misappropriation,
embezzlement or fraud should also be
noted along with the amount involved.

14.

Infructuous/Extravagant
Expenditure.

Comments should be offered in respect
of cases of infructuous and extravagant
expenditure. For example, the ratio
between the staff charges and the
number of students in the University
proper may be compared with the ratio
in the various Post- Graduate Centres
to work out the teaching cost per
student in order to ensure that there is
no appreciable difference between the
two. Such a comparison can be made
faculty-wise.
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15.

Diversion of Funds

—-

16.

Block Grant

Amongst other things, comments
should be offered in cases where
expenditure on a scheme for which a
grant has been given by University
Grants Commission or any other body
is partly met from the Block Grant.

17.

U.G.C Grants.

A Statement should be attached in the
following forms:——————————
————————————————-Sl.
Particulars of
Amounts
PurposeNo the Grant. ———————
—————————————————
——-Comments should then be offered
with regard to the utilization of various
grants There should be a separate para
with regard to each grant.

18.

Grants by other authorities.

——

19.

Grants by State Government.

Comments may be offered in this para
regarding the utilization of
Development grant given by the State
Government.

20.

Pay and Allowances of Officers
and Teaching Staff:
20.1 Payments made in respect
ofirregularly created posts

Statements may be attached where
the number of cases to be commented
upon is large.

20.2 Payments made in respect of
posts continued without proper
sanction.
20.3 Over-Payment made on account
of erroneous fixation of pay
20.4 Over-payments as a result of
unauthorized higher starting pay.
20.5 Over-payments as a result of
unauthorized sanction of
advance increment.
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20.6 Other irregular payment.
21

Pay and Allowances of NonTeaching Staff:
21.1 Payments made in respect
of irregularly created posts.
21.2 Payments made in respect of
posts continued without proper
sanction.
21.3 Over payments made on
account of erroneous
fixation of pay.

Statements may be attached where
the number of cases to be
commented upon is large.

21.4 Over payments as a result of
unauthorized higher starting pay.
21.5 Over payments as a result of
unauthorized sanction of
advance increment.
21.6 Other irregular payments.
22

Travelling Allowance:
22.1 Journeys performed in higher
classes or by routes other than
shortest ones.
22.2 Journeys performed in higher
classes or by routes other than
shortest ones.
22.3 Payment of excessive advances
for performance of journeys.
22.4 Failure to recover T.A. advance
within prescribed time.
22.5 Double drawal of T.A.
22.6 Other irregularities.

23
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Contingent Expenditure:
23.1 Purchases made without
proper authorization
23.2 Purchases made in excess of powers
23.3 Purchases made without calling
for Tenders/ Quotations
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23.4 Purchases made in excess
of prescribed scale
23.5 Other irregularities
24.

Payment of remuneration to
examiners

25.

Works Expenditure

26.

Stock Accounts

27.

University Press

28

Advances for purchase of
Vehicles
28.1 Advances for purchase of
Motor Cars
28.2 Advances for purchase of Motor
Cycles and Scooters
28.3 Advances for purchase
of Bicycles

29.

Advances for Construction/
Purchase houses

30.

Other Advances

31.

Grants in aid

32.

Endowments for Scholarships
and Prizes

33.

Provident Fund

34.

Pensionary Benefit Schemes

35.

Sale of Books
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AUDIT CHECKLISTS
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Audit Checklist

1. Generic Checklists
The audit steps to be conducted
during audit have been detailed in this
part of the manual. The checklists have
been segregated into Checklist for
Regularity/Compliance Audit and
Checklist for Financial Attest Audit.
Further tests for areas like payroll,
procurement,
etc.
have
been
consolidated at one place under the
header ‘Audit checks for common heads
of expenditure’ or the generic checklists.
Checks that are specific or unique to
auditee entities have been mentioned
under the relevant auditee entity. Further,
out of all the institutions being audited
by KSA&AD, checklists have been
provided for key categories of
institutions. The checks mentioned for
each expenditure category can be used
while conducting audits of any
institutions not specifically mentioned in
this manual. Similarly checks relevant to
revenue may also be adopted and used
for institutions not specifically mentioned
in this manual.

1.1 Establishment Expenditure
During the audit of Pay bills, the
following need to be checked:
1. Whether there is sanction by a
competent authority for all the
posts as per Scale register and
Government servant actually
discharged duties of the post
against which salary is drawn.
2. Whether the pay and allowances
claimed is in accordance with the
98

pay and allowances authorized
(For this purpose, audit has to
check the pay-slips issued and
ascertain
that
allowances
authorized are in accordance with
the existing rules/ orders
applicable from time to time and
whether rate at which pay drawn
in the salary bill agrees with entry
in the service register for the
corresponding period)
3. In case of the first appointment,
verify:
a.

Whether there is a sanctioned
post

b.

Whether the appointment has
been made by the competent
authority and is in accordance
with relevant rules

c.

Whether medical certificates
have been duly furnished on
the first appointment.

4. Whether there is sanction of
competent authority for newly
created/upgraded posts during
the year.
5. Whether the persons in the
respective posts possess the
qualifications prescribed for the
posts held by them.
6. Whether Scale register is
maintained with reference to
number of sanctioned posts
supported by sanction orders and
actual number working.
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7. Whether leave is sanctioned by the
competent authority and leave
granted is in accordance with rules
in force and leave account register
and entries in the service books are
correctly maintained.

commuted leave / Half Pay leave/
leave not due, verify whether
a. There is leave title

8. Whether allowances are drawn in
accordance with orders of
Government, whether HRA was
drawn for leave exceeding 120
days, which is not admissible (Rule
171 of KCSRs).

c. All the other conditions
governing the sanction of
encashment of leave are
fulfilled.

9. In case of increments, verify
a. Whether the amounts claimed
are according to rules and have
actually accrued.
b. Whether the due date of the
increment and pay after the
annual increment is correctly
indicated in register and
service books. (refer to the rule
55 to 57 of KCSRs)
c. whether the date of increment
was postponed by periods not
qualifying for increment
services such as extraordinary
leave taken otherwise than on
medical grounds, period of
suspension unless otherwise
ordered vide rule 53 note 4
(ii)(b)-55 of KCSRs.
d. Whether Pay fixed on
promotion to higher grades
was correct as per the relevant
rules (Rule 41 to 49 of KCSRs)
10. In the case of claims relating to
surrender
of
leave
for
encashment/
sanction
of

b. More than one claim has not
been preferred within a
calendar year

d. Leave sanctioning authority
has ensured before sanction of
leave not due, that official
would return to duty and earn
half pay leave equivalent to
leave not due, granted vide
rule 114 (b) of KCSRs.
e. A Government servant who
has been granted commuted
leave, resigns from service or
has been permitted to retire
voluntarily without returning
to duty, the sanctioned
commuted
leave
was
converted into half pay leave
and difference in leave salary
recovered as per rule 114 (5) of
KCSRs.
f. A Government servant who
has been granted leave not
due, fails to return to duty, due
to resignation or voluntary
retirement etc., the Leave not
due sanctioned was cancelled
and leave salary recovered.
11. That in the case of terminal
encashment of leave
a. There is a leave title
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b. Sanction has been accorded by
the competent authority

v) Fixed travelling allowances
were not drawn during leave.

c. The claim preferred is in
accordance with the rulesd.

12. Sanction for payment of time
barred arrear claim has been
obtained.

d. Leave salary on terminal leave
does not include HRA, Fixed
travel
allowance,
City
Compensatory Allowance
(Rule 118 (a) (3) of KCSR).
11 A. For other kinds of leave, verify
the following: i)

Extraordinary leave was
granted to permanent and
Quasi Permanent employees
only, for period not exceeding
3 months without medical
certificate and 6 months with
medical certificates and no
leave salary was paid (Rule
117 & 118 (5) of KCSRs).

ii) Maternity leave was not
granted to female government
servant having two or more
living children.
iii) Maternity leave granted in
other cases did not exceed 180
days and leave salary was
equal to pay drawn before such
leave (Rule 135 (1) of KCSRs)
iv) Child care leave was granted
to benign woman government
employee to look after such
special children with autism,
blindness, mental illness,
cerebral
palsy,
mental
retardation and multiple
disabilities for period of 730
days in entire service not
exceeding 3 times in a year
and not less than 15 days on an
occasion.
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13. The advances taken by the
employees have been duly
deducted from the salary either on
a monthly
basis
or any agreed
cal
Sampling
Techni
manner.
14. The statutory deductions like
Income tax, Profession Tax,
Pension Contribution, etc., have
been deducted from the pay of the
employees and the dues have
been remitted to the respective
funds in a timely manner.
15. The Group Insurance Scheme and
GPF subscriptions from the
eligible employees have been
recovered and the amount credited
to concerned Government account
by prescribed due date.
16. The net pay to the employees each
month is made in the form of credit
to the Bank Accounts or in the form
of cash payment. If the payment is
made in the form of cash, verify
whether the cash so drawn is
recorded in the Register of Cash
Drawn and Disbursed and paid to
the employees through this
register.
17. The amounts drawn have been
duly disbursed to proper persons
and
that
payees’
acknowledgements have been
obtained wherever necessary.

Audit Manual

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

18. The entries relating to particulars
of Basic Pay, increments, etc.
drawn are recorded in the Service
Register of the employee.

allowance are not drawn during
joining time (Rule 88 (e) of
KCSRs).

19. Check on a sample basis through
a review of previous month’s pay
bills with current month’s pay
bills for completeness. Also check
the supplemental bills (bills for
arrears) in a similar way to check
if the double claims are avoided.

24. Joining time was not availed by a
Govt. Servant who was deputed
for training by competent
authority, within the state or
outside the state in India as time
spent on joining is treated as part
of training period (Rule 76(8) of
KCSRs).

20. Pay, leave salary, allowances and
pension of a deceased employee
are drawn only up to and
inclusive of the date of death.

25. Amounts advised for recovery/
adjustment in the Last Pay
Certificate are effected by
concerned drawing officer.

a) Annual verification of services
has been conducted in respect of
each member of the staff with
reference to pay bills and
acquittances and a certificate to
that effect recorded in the service
register at the end of the year.
b) Details of events like
suspension, revoking of the same,
other disciplinary proceedings,
transfers/postings as and when
they occur, are recorded in the
service register, to verify
continuity of service.

26. In respect of deputed officers’
pension and leave salary,
contributions have been paid as
per rules and in accordance with
the terms and conditions of
deputation.

22. In cases of transfers, joining time
availed and salary admissible
were according to relevant rules/
orders (Refer to rule 76 to 87 of
KCSRs). In case of mutual
transfers/transfers on request, no
joining time is availed of as per
Rule 76 (3) of KCSRs.
23. Conveyance allowance, project
allowances permanent travelling

27. The claims in respect of
temporary posts have not been
preferred beyond the specified
period of sanction and such
claims are covered by further
sanction for continued drawal of
salary etc.
28. Subsistence allowance paid
during the first 6 months of
suspension did not exceed leave
salary admissible for half pay
leave and thereafter decreased or
increased up to a maximum of
50% of subsistence allowance
allowed for the first 6 months, if
suspension was prolonged for
reasons attributable to suspended
employee or disciplinary
authority respectively (Rules 97
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(a) & 98 of KCSRs). Cases of
prolonged periods of suspension
may
be
examined
and
commented.

1.2 Travelling allowance, Leave
Travel Concession, etc.
The checks to be performed during the
audit of travelling allowances bills are as
follows:
1. The journey was actually
performed and Government
servant had not signed attendance
or other record for period for which
TA was claimed except outstation
office and claims are supported by
attendance certificate in cases of
journey performed for attending
official meetings and courts etc.,
2. The purpose of the journey is
noted.
3. The journey was necessary and
authorized by general or special
orders.
4. The journey was performed as
expeditiously as possible;
5. No bill has been submitted for it
before the travel was performed.
6. The amount drawn is correct with
reference to rates and general
conditions.
7. The bills have been countersigned
by the competent authority.
8. Necessary certificates prescribed
have been recorded on the body of
the bill.
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9. Advances drawn have been duly
adjusted.
10. The claims preferred have been
reflected in the cash book.
11. Attendance certificates are
attached to the bills wherever
necessary.
12.Proportionate
conveyance
allowance has been deducted for
the days on which the claimant has
made use of vehicle, where he is
in receipt of conveyance
allowance.
13. Acknowledgement of stamped
acquittances, as the case may be,
has been obtained in proof of
payment.
14. The claims have been preferred
within the prescribed time limit.
Time limit for preferring claims is
one year, counted from the date
succeeding the date of completion
of Journey to the date of
presentation of claims. This time
limit applies For Transfer
Travelling Allowances, Home
Travel and Leave Travel
Concessions. In this regard,
Articles 18 to 22 of KFC may be
referred. In the case of Tour, where
advance was drawn, the same has
to be adjusted by the end of month
succeeding the month in which
journey was performed. Cases
where T.A advance was drawn
and adjustment bill thereof is not
presented within one year from the
date of Travelling allowance
becoming due, Tour /Transfer T.A
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claims stand forfeited and advance
may be recovered from pay or
other dues.
15. The claims relating to HTC have
been claimed in relation to home
town as recorded in the service
register and more than one claim
has not been preferred in a block
period of two years.
16. Claims relating to LTC/HTC/
Transfer T.A have been confined
to only those members of the
family who are actually entitled
for the same.

been made monthly to the
designated trustee banks.
3.

If any new employee has joined,
check if that person has obtained
registration for the New Pension
Scheme before the deductions is
made from his salary.

4.

The following records are to be
verified for the verification of
pension records
a. Pension Contribution file
b. Trustee Bank Records

5.

17. Travelling allowance in respect of
transfers from one station to
another station is admissible in
case of transfers ordered in Public
interest only. It may be ensured
in audit that in cases of transfers
on request or mutual transfers, no
travelling allowance is allowed,
vide rule 532 (I) of KCS Rs.

Check if the accounts are
submitted as per the provisions
of Karnataka Treasury Code and
any other government orders
issued from time to time.
Check if the Drawing and
Disbursing officers (DDOs) have
completed
the
necessary
registrations for the pension
contributions

1.3 Pension Contribution

1.3(A) Rent

In respect of permanent employees of
ULB excluding BBMP, NPS has been
extended from 1.4.2006 vide G.O. No.
NaAEEi 69 BMS 2011, dated 10-10-2011
and the following may be verified in
audit:

While conducting the audit of the
rental expenditure, the following aspects
need to be verified:

1.

2.

Check if the monthly contribution
is a percentage of Basic and
Dearness Allowance (DA) and
also check if the same amount is
contributed
from
the
government/ULBs
Check if the total amounts of
deduction and the contribution
from the auditee institution has

a.

If the rent fixed is commensurate
with the size and location of the
property and sanctioned by
competent authority.

b.

Whether Tax Deducted at Source
(TDS) as per Section 194I of the
Income Tax Act has been
deducted for rent accruals
exceeding the prescribed
statutory limits before the final
payout.
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c.

d.

e.

f.

If the PAN of the lessor is
missing, verify whether TDS has
been deducted u/s 206AA of the
Income Tax act at a higher TDS
rate.
If the owner of the rental property
is a non-resident, whether
provisions of Section 195 of the
Income Tax Act 1961, have been
adhered to.
If there is a separate rental
agreement entered into for the
rent of furniture and fixtures or
whether it is included in the
rentals fixed.
In case there has been a default in
rental payouts, review the rental
agreement for the conditions for
default. Check if there are any
penalties payable by the lessee.

g.

In case the rental expenditure
accrued is greater than the
budgeted expenditure, obtain
reasons for such excess
expenditure.

h.

Demand Cum Balance (DCB) of
Rent Register should be verified
with respect to Cash Book and
Bank Statement.

1.3 (B) Medical Reimbursement
Bills
The following should be verified:
a. Medical reimbursement is
allowed for treatment taken in
recognized hospitals only. Where
treatment is not taken from
Government hospital, necessary
permission of competent authority
is obtained. In case, treatment was
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taken in emergent cases from
private hospitals reimbursement
was as per rules/instructions
b. Medical reimbursement bills
conform to Karnataka Government
Servants (Medical Attendance
Rules) 1965 or rules prescribed in
the auditee entity.
c. The charges of only admissible
medicines/tests are reimbursed to
the
claimant
and
no
reimbursement has been made on
inadmissible items.
d. The cash memos of medicines/
tests and essentiality certificate are
verified/countersigned by the
medical officer.
e. The medical bills in case of inpatients are countersigned by the
Medical Superintendent.
f. Medical reimbursements are
allowed to either husband or wife.
In case both spouses are
employed,
then
requisite
certificate to this effect has been
obtained from the DDO of
respective organization where
other spouse is serving.
g. Medical reimbursement check
register has been maintained.
h. Medical bills are signed by DDO
and countersigned by the
controlling officer of the claimant.
i.

The claim has been preferred
within the time limit and in the
case of delay, due condonation
has been obtained from the
competent authority.
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1.3(C) Contingent Expenditure/
Periodical Charges

h. the expenditure is a proper charge
on the funds.

The term contingent expenditure
means and includes all incidental and
other expenses which are incurred for the
management of an office. For managing
the office, an officer is allowed to draw
money from the funds within the amount
of allotment placed at his disposal.

i. the expenditure has received such
sanction as is necessary.

The institutions incur expenditure
towards periodical recurring charges like
rent, water charges, electricity charges,
etc.

l. there is no breach of any canons of
financial propriety.

It should be seen that,
a. a separate register on the lines of
establishment audit register is
maintained
b. the bill is in the proper form and
the classification is correctly
recorded thereon.
c. the payments are entered in the
relevant months with voucher and
date to watch regular payment and
avoid double payment
d. the expenditure under these items
are entered in the contingent
register to watch against budget
provision
e. the requisite sub-vouchers are
enclosed to the bills and that such
vouchers have been duly stamped
and cancelled.
f. any certificate required under the
rules has been furnished.
g. the payments are made on proper
demand and proper receipts are
obtained in support of payments,
which are produced and verified
in the audit

j. the expenditure has been incurred
by the officer competent to incur
it.
k. the rates are prima facie not
extravagant.

m. penalties, if any, paid towards
reconnection charges for delay in
payment of electricity charges are
avoidable expenditure and loss to
the institution and that such
payments are pointed out in the
audit report.
n. expenditure on contingency
conformed to provisions of KFC &
MCE and other relevant rules of
respective auditee institution.

1.3 (D) Stationery Articles
In case of audit of stationery articles,
verify whether
a. The requirement for the year has
been worked out at the beginning
of the year.
b. The purchases are made by calling
tenders, the tender procedure has
been followed, comparative
statement is prepared and one of
the tenders approved by the
institution and agreement entered
into with such vendor.
c. The supplies received have been
entered in the Register of
stationery articles with date of
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supply, bill No & date and
voucher number, date and
utilization particulars entered with
details of date of issue, the
employee to whom issued, the
quantity issued and signature of
the recipient.
d. The annual verification of stock is
done by the competent authority
and stock balance certified by him.

1.3 (E) Postage Stamps
In case of audit of postage stamps,
verify whether: a. A stamp account in the prescribed
form has been maintained
correctly.
b. The balance of the stamps on hand
has been counted on any day
during the course of the audit and
recorded in the stamp account
book.
c. The balance on the stamp on hand
and the balance in the stamp
account is recorded in the audit
report.
d . All the payments made for the
stamp accounts are entered in the
General Cash Book.
e. The issues of stamps for postage
are
fully
supported
by
corresponding entries in the
dispatch register.
f. The balance is struck in the register
at the end of every month and
verified by the Executive Authority
or the person authorized and the
balance certified.
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1.3(F) Office Maintenance Expenses
It should be seen:
a. That where the purchases of the
material under each item are of
large quantity, separate stock
registers have been maintained for
each item.
b. That the supplies received are
entered in the concerned stock
registers with details of date of
receipt, Bill no & date, quantity
received, Voucher No. & date and
utilization particulars like date of
issue, quantity issued, purpose, to
whom issued with signature of the
recipient etc..
c. That the stocks are periodically
verified to ensure that there are no
shortages in the stocks.
d. That annual verification of the
stock is done by the concerned
officer and the balance of stock is
certified by him.

1.3 (G) Advertisement Expenses
The points of audit are:
a. It should be seen that for the
tenders called with regard to
purchase of stores, works, leases
and auctions, notices are published
n Newspapers.
b. Rates paid for advertisements
conformed to that approved by
Auditee institutions. In absence of
the same, rates as fixed by Director,
Department of Publicity and
Information Department was
followed.

1.3(H) Repairs and Maintenance
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The following audit checks need to be
performed with respect to verification of
repairs and maintenance expenditure:
a. Obtain plans and schedules for
maintenance programmes to meet
the needs of routine service calls,
preventive
maintenance,
emergency calls
b. Evaluate plans and schedules to
determine reasonableness and
compliance
c. Verify procedure for controlling
equipment, tools, spare parts, and
other supplies. Perform tests
where appropriate.
d. Verify whether individual’s
responsibilities are assigned for
every area of repairs and
maintenance
e. Review that tools and equipment
are in proper working condition
(no frayed cords, damaged shields
etc.)
f. Verify the Department’s records of
regular preventive maintenance
and repairs
g. Verify whether staff available for
repairs and maintenance is
technically qualified
h. Verify the selection process of
outside vendor (if required) used
for repairs and maintenance.
i. Verify approval and authenticity
of payments made to outside
vendors
j. Identify delays in actual and
planned maintenance activities
k. Obtain reasons for deviations and
report it as an observation

1.3 (I) Professional Fees,
Consultancy Fees, Legal Fees, etc.
In case of the audit of professional
fees, consultancy fees, etc., the following
points need to be verified:
i) Whether Professional Fees have
been accrued in accordance with
the contract.
ii) If the professional fees exceed the
statutory limits for deduction of
TDS u/s 194J of the Income tax act
and TDS at the prescribed rates has
been deducted and remitted before
the final payout.
iii) If the PAN number of the payee is
missing, verify whether TDS has
been deducted u/s 206AA of the
Income tax act at a higher TDS rate.
iv) If the Professional Fees are
rendered by a non-resident, check
if the provisions of Sec 195 have
been adhered to.
v) If professional fee is incurred with
respect to the purchase of an asset,
whether such professional fee has
been capitalized to its respective
asset cost.
vi) In case there has been any breach
in the terms of contract, check if
there is any liability arising on the
auditee as per the terms of
contract. If there is a liability check
if a provision/contingent liability
has been provided for/disclosed
in the books.
vii)In case of payment of legal
charges, check if a track is available
on the number of cases pending, if
the payments are in accordance
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with the number of days of
appearance in the court and other
charges relating to consultancy,
filing of petition etc. are charged
as per the applicable rates.

1.4 Procurement of goods and
services
Karnataka Transparency in Public
Procurement of goods and services Act
1999/Rules 2000 (KTPP Act/Rules)
prescribe detailed procedure/process for
procurement of goods and services by
procurement entities with effect from 0410-2000. Subsequently, notifications
amending certain sections of the KTPP
Act/Rules, circulars, and Govt orders
furnishing clarifications have been
issued. Standard Tender Documents have
also been prescribed for all contracts vide
Govt. order No. FD 09 PCL 2004 (1), dated
06-08-2005, FD 06 PCL 2006, dated 21-032007 and FD 04 PCL 2008, dated 4-10-2008.
These Standard Tender Documents
prescribe comprehensive conditions of
contract. The Act/rules, notifications,
circulars, Government orders have been
hosted on website of Finance Department
(FD). Auditor may refer to these orders
as and when required. KTPP Act/Rules
are not applicable in so far they are
inconsistent with the procedure specified
for projects funded by International
Agencies or covered by international
agreement (Section 3 of KTPP Act).
Instructions on maintenance of the stock
account, works contracts, inspections,
payments etc., have been laid down in
specific Departmental Manuals and
Financial Code. Effective Internal controls
and audit of procurement and contract is
necessary to ensure that the rules and
regulations provide reasonable security
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against malpractices, any loss or wastage
of public money.
In some cases, procurement of goods
and services are exempted from
application of KTPP Act/Rules vide
Section 4 (ibid). Amendments made to
this section through notification No.
Samvyashree 33 shasana 2001, dated 0609-2001 and clarifications issued in No.
PWD 33/FC-111/2001, dated 21-03-2001
and PWD/513/FC-111/2001, Dt.
29.10.2001 may also be referred.
Exemptions are subject to fulfillment of
certain conditions and monetary limits.
In this regard, orders issued by the
Government from time to time may be
referred.
In cases of exemptions from the
application of KTPP Act/Rules,
procurement entities have to comply with
rules, regulations, codal provisions,
procedures and circulars/orders which
were
followed
prior
to
the
commencement of KTPP Act/rules
(Notification No.PWD/513/FC-III/2001
dated-29/10/2001.)
Auditors may verify whether
conditions and monetary limits
prescribed were fulfilled in all cases of
exemptions and deviations if any may be
analyzed and suitably commented.
Auditors may also verify whether
values of estimates of works and
purchase orders were split with the
intention of getting exemption from
application of KTPP Act/Rules and
comment. e.g.:i) Splitting road work of reasonably
short length into more than one
contract.
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ii) Separation of civil work from
supply of equipment for the same
work / non-inclusion of one or
more items of work in Tender
Documents, from those in
approved estimates.

i) Preliminary stage

iii)Issue of purchase orders for the
same material frequently limiting
value of each order to Rs. 1 lakh.

vi) Audit of work bills

ii) Tendering stage
iii) Evaluation stage
iv) Agreement
v) Work execution

1.4.1(A) Preliminary Stage:

Goods and services which are
available from single source or particular
supplier or contractor has exclusive rights
in respect of goods and services or
construction work and no reasonable
alternatives or substitute exists are also
exempted from KTTP Act/ Rules {Section
4(b)}.

Preliminary stage consists of survey,
ensuring preparation of land/site,
preparation of annual programme of
works, annual forecast of requirement of
stores, provision for funds, planning for
expenditure and preparation of
estimates.Audit check in this regard are
as follows:

In this regard, Auditor may verify and
ensure that a committee consisting of
three members, one technical
representative of procuring entity and
another technical representative from
Government organization dealing with
similar procurement and third member
from reputed academic or research
institute or non-commercial organization
having expertise in such line, examine
and declare that such goods and services
are available from single source only.

1. Annual programme/Action Plan
of works to be executed was
prepared and approved by
competent authority.

1.4.1 General Activity:
The following check lists have been
prepared for verifying effectiveness of the
internal controls in the process of
procurement in Auditee Institutions.
Internal control checks have to be in place
at all stages of procurement. The audit
checks help to review the existing control
points and sets tone for improvisation.
The entire questionnaire has been divided
into following sections:

2. Adequate funds were provided for
each item of work.
3. The annual requirement of stores
was assessed correctly before
commencement of procurement.

1.4.1 (B) Planning for Expenditure:
Audit Steps
a. Except in the case of a pressing
emergency, no sum shall be
expended unless such sum is
included in the budget estimates.
Check whether the action plan or
the programme of works includes
works only to the extent provided
in the budget estimates.
b. As per the best practices, the
Programme of Works (PoW) has to
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be prepared based on the need in
different zones/wards and
approved by the department.
Check whether lump sum
provisions are made in the action
plan without indication of specific
works.
c. Check whether there is an
abnormal difference between the
POW and the actual works
executed.

1.4.1 (C) Preparation of Estimates
Detailed procedure/instructions for
preparation of estimates are provided in
Para 90 to 92, Para 101, 103 and 104, and
Para 123-130 of KPWD code (2014
edition). After detailed survey,
investigations, inspection of site/field
etc, estimates are prepared on the basis
of Schedule of rates. Estimates are
accompanied by report which furnish
details of survey investigation and
necessity for the work for which estimate
is prepared. The detailed estimate
supported by complete details such as
schedule of all items, quantities, rate,
cost, drawings, specifications, rate
analysis, measurement details needs to
be prepared for each work and technical
sanction of competent authority should
be obtained. Technical sanction ensures
that the proposal is structurally sound
and estimate is an economical one.
Check the following
a. The divisions have prepared the
preliminary report and rough
estimate before getting the
administrative approval as per
codal provisions (Paragraph 115
KPWD Code)
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b. As per paragraph 122 of KPWD
Code, it is mandatory that all
estimates contain a report
indicating the justification for the
particular work and every work is
justified before it is sent for
administrative and technical
approval.
c. As per the best practices, it is
mandatory that the estimates,
especially the estimates relating to
the road works, contain the details
such as place of work, name of the
street or number. Check the
estimates as to the place and cross
roads where the work is proposed
to be laid.
d. For every estimate, the necessary
drawings/designs along with
location map were enclosed before
it is sent for approval.
e. As per Para 192(b) of KPWD Code
no work should be split in such a
way that it comes within the
powers of sanction of the authority
sanctioning it or to avoid eprocurement. Check whether the
Tender Inviting Authority split
several works in such a way it
comes within the powers of
sanction of the Tender Inviting
Authority. According to Para 175
of KPWD code (2014 edition)
splitting up of work should be
resorted only in exceptional cases
in the interest of speedy
implementation of works or when
the nature of work is such that if
tendered, it would be difficult for
single agency to execute all items,
subject to approval of competent
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authority. In case of splitting of
work, check whether sufficient
justification was brought on record
and approval of competent
authority obtained and other
conditions fulfilled as mentioned
in Para 175 of KPWD code (2014
edition). Even if a case of splitting
is covered by sanction of
competent authority, justification/
reasons for such action may be
analyzed and comments, if any,
offered. The practice of splitting
the contract (particularly goods
contract) among all or some
tenderers by offering price of
lowest tenderer and dividing
quantity undermine the rationale
of competitive bidding and is
against KTPP Act/Rules. The
contract should be awarded to
lowest bidder found responsive.
(Para 181of KPWD Code)
f. No work is entrusted to any
contractor without preparation of
estimates.

1.4.2 Tendering and Evaluation
As per Section 5 of Karnataka
Transparency in Public Procurement Act
1999, all procurements have to be done
through tendering process.
Tender documents comprising notice
inviting tender, standard tender form
with conditions, schedule of quantities,
set of drawings, specification of the work
etc. should be prepared and approved by
the competent authority.

Following issues may be verified in
audit: a. As per KPWD provisions (Para 104
and 105), no tender should be
called before obtaining the
administrative and technical
sanction. Further, technical
sanction should not be given
before administrative sanction.
Check that no tenders are called for
before obtaining sanction.
b. Notice inviting Tender (NIT) is
invariably issued in respect of
works for which tenders are to be
called for. The salient feature such
as name of the work, amount put
to tender, period of completion,
time and date of receipt and
opening of tenders and other
relevant conditions should be
included in the NIT. Check if
Tender inviting/ accepting
authorities are competent to invite
or accept tenders. Verify whether:
I)

Tender notice was invariably
published in national and local
dailies with large circulation in
order to generate wide
publicity
for
better
competition and to avoid cartel
formation and favoritism to
select firms.

II) NIT was published in Indian
Trade
Journal
for
procurements whose value
exceeds Rupees 10 crore.
III) NIT was also published in
State Tender Bulletin if (1)
value of procurement exceeds
Rupees 1 crore (2) if Tender
Inviting Authority is Secretary
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to
Government,
Chief
Executive Officer of Public
Sector
Undertaking,
University, Statutory Boards,
Apex Co-Operative Institution
formed by the Government.
(Refer to Para 173(1) of KPWD
code and rules 4 to 10 of KTPP
Rules 2000.)
c. E- procurement system was
adopted for all works costing
Rupees 50 lakhs and above (GO
No. DPAR 26 EGV 2003 (Part I)
dated:19.03.2008 and Para 205 of
KPWD code.
d. The tenders were issued only to
those contractors who satisfied the
eligibility criteria for issue of
tenders as inserted in the Press
notice.
e. The
postponements
were
published in the newspapers.
f. As per KPWD code provisions, the
tenders were to be called for, after
technical, administrative and
estimate approvals so that Bill of
quantities are issued to the
contractors who quote their rates
and submit the tenders by due
date. Check the bids as to whether
the estimates are ready before
closing of tenders.
g. Tenders were received in sealed
covers within the due date. (Refer
to Para 170 of KPWD Code)
h. Tenders received have been
entered in the Tender Register.
i. Signatures of the contractors or
their representatives have been
obtained on the tender register for
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having witnessed the opening of
the tender.
j. Officer opening the tender has
signed and noted the number of
corrections in the tender.
k. Comparative statement has been
drawn and whether the rates
mentioned in this statement is as
per the tenders received (The
auditor should check the
arithmetical accuracy of the
statements)
l. Statement was attested by the
Officer opening the tender.
m. Opening of tenders has to be done
as per schedule indicated in the
NIT document and if there is
change it has to be commented.
(I) Tenders were opened in the
presence of tenderers/authorized
agency of tenderers and signatures
of the tenderers present should be
obtained in the records.(II) A note
on the number of tenders
received/counted is recorded(III)
All corrections in estimate/bill of
quantities are attested(IV)
Opening of tenders are invariably
dated and initialed.(V) The name
of tenderer and quoted price
should be read.(VI) Minutes of the
tender opening must be recorded
and sent to tenderers or their
representative.
Refer Para 173
(2), 173 (3) and 173 (4) and Rule 18
and 19 of KTPP rules 2000
n. Sale register of tender forms are
maintained and produced to audit
for verification and to ensure the
collection and remittance of tender
fees.
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o. The tender opening registers which
are meant for acknowledgement of
tenders, the rates quoted by
individual tenders, EMD amount
and its date, eligibility of contractor
etc. are maintained.
p. As per the circular No. PWD 1359
SO/FC 2001(P-2) dated 03/12/
2002, whenever there are less than
3 tenders participating in response
to a tender, such cases are to be
considered as tenders lacking
competition and the works are to
be re-tendered. Check if the
circular instructions are followed
in all such cases.
q. Negotiations solely for purpose of
obtaining lower prices would be
appropriate only in exceptional
circumstances such as lack of
competition i.e., receipt of less than
three bids/single bid. In such
circumstances, if the lowest tender
is found to be substantially above
updated estimated cost, first
choice is rejection of all tenders
and re-inviting of tenders.Please
refer Para 3.2 of Govt. Order No.
1359 SO/FC 2801 (P.2), dated 0312-2002 to determine where
Tender is substantially above
updated estimated cost (10% or
5% depending on contract value
and other conditions).In such cases
where tendered amount is not
substantially above updated
estimated cost (as per Para 3.2 of
G.O. No. PWD 1359 SO/FC 2001
(P-2), dated 03-12-2002) Tender
Accepting Authority may accept
lowest tender.
In other cases
where tendered amount is

substantially above updated
estimated cost, Tender scrutiny
committee/Evaluation officer may
choose to reject all tenders and reinvite fresh tenders.[Please refer to
circular No. PWD 1359 SO/FC
2001 (P-2), dated 25-10-2002 and
Govt. Order PWD 1359 SO/FC
2001 (P-2), dated 03-12-2002]. It
may be checked whether estimate
was updated (i.e.revised /recast)
before determining whether
Tender was substantially high.
r. Contractors have the qualifications
necessary for participation in the
tender as prescribed in tender
documents.
s. Check that all the major items in
the estimates are tendered and
included in the Schedule B of the
tender. Reasons for non inclusion
of any of the items of estimates
may be ascertained and comment
on merit of the reasons. Check if
tenders are invited for such items
later and resulted in extra
expenditure comment on the
same.
t. Check whether for each work, only
qualified contractors of specified
category are given the tender forms
and participate in the tenders.
Similarly, the contractors should
have sufficient experience in
carrying out similar kind of works.
u. In regard to invitation for bids/
notice inviting tenders, provision
of rule 4 to 10 of KTPP rules and
clarifications furnished in circular
No. PWD 1359 SO/FC-III 2001 (P2), dated 03-12-2002 in respect of
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estimates of value of less than
Rs.50 lakh may be referred. Para
155 of KPWD code regarding prequalification and two cover system
may also be referred. As mentioned
therein, works or supplies of value
of less than Rs. 50 lakhs for which
neither pre-qualification nor two
cover system are being adopted,
contract awards are determined on
the basis of registration
only.Regarding two cover system,
provisions of rule 28A of KTPP
rules inserted through amendment
notification No. PWD 33 FC-3/
2003, dated 05-03-2003 and circular
No. PWD 1359 SO/FC-2001 (IP-2),
dated 30-06-2003 may be
referred.Auditors while reviewing
bids may refer to relevant
provisions of KTPP Rules (Rule 28
(2)/ 28 A) and clarifications issued
thereto. Auditor may also refer to
Para 167, Para 168 & 169 of KPWD
code (2014 edition) regarding use
of standard documents for
procurement of goods and
equipment.Verify if bids are as
prescribed in Standard Tender
Documents (KW-1 estimate cost
up to Rs. 20 lakh, KW-2 estimate
cost of Rs. 20 lakhs and below Rs.
50 lakhs provide for single cover
while K3 & KW4 for estimate of Rs.
50 lakhs and above, provide for
two cover tender systems).Where
two cover tender system was
adopted, verify that while opening
tenders, second covers containing
price quotations are kept in a large
cover securely sealed in presence
of tenderer or their representatives
and signatures obtained on such
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large cover.Verify whether time
gap between opening of First cover
and large cover was within a
period of 45 days or 60 days with
the approval of Secretary to
Government of concerned
department or Managing Director
of concerned corporation and if
large cover was not opened within
60 days, tenders were re-invited.
(Circular No.PWD 1359 SOFC-2001
(P-2) dtd.30-6-2003).
v. Auditor may refer to rule 17 of
KTPP Rules and Para 176 of
KPWD code (2014 edition) clause
12/KW-1, clause 12/KW-2, clause
12/KW-3 and clause 16/KW-4
(Standard Tender Documents). As
provided therein, a minimum
period 30 days and 60 days for
submission of tenders up to Rs. 2
crores and in excess of 2 crores
respectively, are allowed.Any
reduction in stipulated period for
submission of tenders has to be
specifically authorized by an
authority superior to Tender
Inviting Authority.
No
modifications to tender are
admissible after expiry of
stipulated period.The stipulated
period of 30/60 days is allowed
between the date of publication of
notice inviting tenders/invitation
for bids in the relevant bulletin, and
the last date for submission of
tenders. Auditor may verify
whether period allowed for
submission of tenders conformed
to KTPP Rules and standard
Tender Documents, deviation, if
any, was authorized by competent
authority. Even in cases of
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authorizing deviation in the
stipulated period by competent
authority, justification/reasons for
such deviations may be critically
examined and comments, if any,
made.
w. Check the Proforma of the
application and verify the bidder’s
information as prescribed for the
pre-qualification. Pre-qualification
of bidder is adopted for contracts
of value of Rs. 10 crore above.
Please refer to G.O. No. FD 9 PCL
2004 (1), dated 06-08-2005 and KW5 and KW-6 (Standard Tender
documents)
Some of the key information fields
are
▲ Description of the bidder
▲

Description of the track record

▲

Financial record and position
of the group

▲

Description of the management
of the bidder

▲

Any contingent liabilities

▲

Any litigations involving the
bidder

▲

Approach and design of
completion of the contract

▲

Quality management system
of the vendor

x. Whether sufficient time been given
to the bidder to submit the form
depending upon the value and
nature of the work/stores
y. Whether the e-procurement details
have been explained to the
tenderer

To audit evaluation of tender, the
following may be verified:
a. The lowest tender was accepted.
Refer to clarification in Circular
No. PWD 1359 SOFC-2001 (P-2)
dtd.25-10-2002 in this regard.
b. In case of works, if the work was
given to one contractor or more
than one contractor.
c. Tenders were evaluated and
contract awarded in accordance
with criteria stipulated in tender
documents and within tender
validity/extended validity period
as prescribed in rule 21 to 23 of
KTPP rules 2000.
d. Validity of tenders is not less than
a minimum period of 90 days and
tenders whose validity period was
less than 90 days were refused as
non responsive. Validity period of
tenders may be extended on
request by Employer as provided
in rule 22 of KTPP rules 2000 and
clause 8/KW1, clause 8/KW2,
clause 8/KW3, clause 12/KW4.
e. The auditor may also check if :
i. Tenders were re-invited if
they were not evaluated
within the tender validity
period.
ii. In cases of failure to complete
evaluation of tenders and
award of contract within
validity period of tenders,
check whether adequate
justifications/ reasons were on
record.
iii. retendered rates were higher
than those quoted earlier in
115

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

case of re-invitation of tenders
due to failure to open large
covers
(second
cover
containing price quotations in
case of two cover tender
system) within the 60 days of
opening of first cover/ or
complete evaluation within
validity period, extra cost due
to failure to evaluate tenders
within validity period may be
quantified and commented.
f. As prescribed in clause 2.2 of
standard Tender Documents
(KW1, KW2, KW3, KW4, and
KW5) tenders from joint ventures
are not acceptable, check for
compliance with this condition.
Joint ventures are considered in
case of contracts of more than Rs.
10 crores (KW6)
g.

Security Deposit/Performance
Security and Earnest Money
Deposits: The successful tenderer has to pay
in cash/banker’s cheque/
Demand Draft/small saving
certificate as security deposit at
5%of contract price plus
additional security (performance
guarantee) depending on quoted
rates and quantity of work for
unbalanced tenders within 20
days of receipt of letter of
acceptance. Rule 12(3) of KTPP

Estimated cost of work
a) upto Rs.20 Lakhs
b) Rs.20 lakhs and above, up to Rs.1 crore
c) Rs.1 crore and above up to Rs.10 crores
d) Rs.10 crore and above
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rules, Para 199,190 and 201 of
KPWD code (2014 addition)
clause 25/KW1, clause 24/KW2,
clause 25/KW3 & KW4 of
Standard Tender Documents and
Government order no. FD 4 PCL
2008, Dated:-14.10.2008 may be
referred. Failure to pay security
deposit plus additional security
within specified period of 20
days, constitutes sufficient
ground for cancellation of award
and forfeiture of EMD. Auditors
may verify compliance with
above rules/conditions and
comment on deviation if any.
h. Earnest Money Deposit (EMD)
means the amount required to be
deposited by the tenderer along
with the tender, indicating his
willingness to execute the work.
As per KPWD Code, no tender for
the execution of work of any
description should be received
unless accompanied by EMD to the
extent which has been notified as
necessary by the Tender Inviting
Authority and also as provided in
Rule 12 of KTPP rules and
Government Order No. FD 4 PCL
2008, dated 14-10-2008 and clause
9/KW1, KW2, KW3 and clause
13/KW4 (Standard Tender
Documents). Earnest Money
Deposits payable by tenderers are
as follows:
As a Percentage of Estimated cost
2.5%
2% subject to minimum of Rs. 50,000
1.5%subject to minimum of Rs. 2 lakhs
1% subject to minimum of Rs.15 lakhs
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Please also refer Para 174 of KPWD
code, check that EMD has validity period
of 45 days beyond the validity of tender,
otherwise tenders must be rejected as
non responsive. Check that:▲ The EMD is credited to the bank
account in all the cases.
▲

Single DD is not given for several
works together as it defeats the
system of tendering.

▲

the EMD register is maintained
properly

▲

The EMD is remitted immediately
and there is no delay.

▲

The EMD amounts have been
collected from the persons bidding
for the contract only in cash or DD
and not by cheque.

▲

All the EMDs collected and
retained are with respect to the
successful bidders and any
amount of EMDs with respect to
the unsuccessful bidders must
have been refunded.

EMD is forfeited in the following cases
i.

Tenderer withdrawing the
tender after tender opening
during tender validity period.

ii. Tenderer not accepting
correction of the tender price
pursuant to clause 19 of KW1,
KW2, Clause 27/KW3, clause
31/KW4 (correction of errors/
defects)
iii. If, within the specified time
limit (within 20 days of receipt
of letter of acceptance),
successful tenderer fails

a) To sign agreement
b) To furnish required security
deposit
(Clause 23/KW1, clause 21/KW2,
clause 24/KW3, clause 28 /KW4).
Auditors may review register of
tenders, comparative statement, minutes
of pre-bid meetings to identify cases of
forfeiture of EMD.
EMD is refundable within 30 days of
the end of tender validity period which
is 90 days, to unsuccessful tenderers.
EMD of successful tenderer is refundable
after signing of agreement and furnishing
the required performance security. EMD
refunded otherwise may be verified and
commented.
i. Verify that bank guarantees
National Savings Certificate(NSC)s
or any other approved securities
in respect of the deposits pledged
in favour of the Commissioner or
Chief Officer and unclaimed/
lapsed deposits have been
credited as revenue after due
diligence.
j. The provisions are followed as per
Article 355(7) of Karnataka
Financial Code 1958 regarding
acceptance of Bank guarantees (BG)
as one of the valid securities from
contractors towards performance
of contracts.
k. Payment of contractor’s bills is
made
considering
the
chronological
priority
in
completion of works.
l. Bank guarantee was obtained as
prescribed in Para 200 KPWD code
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(2014 edition) for mobilization
advance payable at 5% of contract
value.

sign agreement within the
specified period, verify if EMD is
forfeited.

m.The moneys received towards
security deposit / additional
performance security is to be
repaid on completion of defect
liability period and on a request
made by the contractor. No amount
can be drawn from this account for
purposes other than for repayment
of deposit. Check that no amount
is drawn for other than repayment
of deposits.

b. Quantity of work executed is in
excess of that provided in BOQ/
schedule B of agreement, and
payment for quantity of an item of
work executed in excess of those
provided in the bill of quantities/
schedule B of agreement was in
accordance with the rate
permissible as per contract
agreement.Rule 12 (5) of KTPP
rules 2000 permit variations in
quantities of work. Refer to Para
184/222 of KPWD code (2014
edition).Quantities in excess of
25% of tendered quantity (quantity
as per BOQ plus 25% thereon) of
an item of work as given in the
BOQ/schedule B of agreement
has to be paid at rate derived/
entered or from the schedule of
rates (applicable for the area of the
work and current at the time of
award of work plus or minus
overall percentage of original
tendered rates i.e. CSR plus /
minus Tender premium /
discount. Extra item/additional
item/substituted or altered item
of work, may be paid at rates
derived from the BOQ/ or
schedule of rates applicable to the
area of work and current at the
time of award of work plus or
minus overall tender percentage of
the original tendered rates. If the
rate cannot be derived, contractor
may be asked to furnish quotation.
If the contractor’s quotation is
found to be unreasonable,

n. All records relating to collection
and remittance of sale proceeds of
tender forms are maintained.
o. General receipts for the cash
receipts are issued and accounted
as per the article 4 and 6 of
Karnataka Financial Code, which
state that all moneys received
should be paid in full without
undue delay in any case within two
days, into Government treasury/
bank account, to be credited to the
appropriate account and the officer
receiving money on behalf of
Auditee Institution/ government
must give the payer a receipt.

1.4.3 Agreements
It should be verified that: a. Written agreements were entered
with successful contractors within
20 days of receipt of letter of
acceptance vide clause 23/KW1
and KW2, clause 24/KW3, clause
28/KW4. Also refer to Para 177,
180 and 181 of KPWD code (2014
edition). If the contractor failed to
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variation can be made for that.
Auditor may refer to clause 30/
KW1, clause 31/KW2, clause 31/
KW3, clause 35/KW4 regarding
payments for variations. Auditor
may check whether rate at which
extra/ additional/ substituted
items were paid are in accordance
with the procedures.
It may be
verified whether payments for
excess quantities, extra items of
works were sanctioned by
competent authority. Compare
items and quantities as provided
in bill of quantities/ schedule B of
the contract/agreement with
actual quantities as recorded in
vouchers and measurement books
and identify variations. Auditor
may analyse circumstances/
reasons for execution, of quantities
in excess of that provided in the
bill of quantities/schedule B of
agreement, Auditor may verify
whether they were attributable to
inadequate/improper survey,
underestimation of quantities, etc.
In such cases, extra expenditure
due to payment for such excess
quantities and extra items at the
rates higher than original tendered
rate may be quantified and
commented.
c.

The agreement obtained was as
prescribed (KW1 to KW4)
depending on value of contract.

d.

Conditions of tender notification
and conditions put forth by the
Contractor in Part II of the tender
were incorporated in the
agreement.

e.

Details relating to issue of
materials with rates, agreed rates
and details in respect of tools,
plant and machinery to be let out
on hire, were appended to the
agreement.

f.

The agreement has been executed
on stamp paper of requisite value
and (Rupees 100 mentioned in
Para 180 (7) of KPWD code) the
agreement and the schedules
were duly signed by the
Contractor and accepted by the
Officer duly authorized in this
behalf.

g.

Any addition and alteration or
introduction of a new clause in
the agreement was specifically
approved by the competent
authority.

h.

The rates mentioned in the
agreement conformed to the
tender rates. Price adjustment
clause was included in the
agreement where value of
contract is Rupees 50 lakhs or
more and period of completion is
12 months or more and star item
rates ( steel, cement, bitumen)
only for contracts with period of
more than six months and upto 12
months. ( GO No. FD03PCL2008
dtd.21-11-2008). This implies that
contracts of less than Rs.50 lakhs
price adjustment is not
admissible.

i.

The agreement does not contain
any clause which is prima-facie
ambiguous, impracticable, loss
oriented or legally infirm.
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j.

k.

l.

There was provision for
liquidated damages in case of
avoidable delay in execution of
works by the contractor resulting
in cost escalation and/or reorder.
The royalty schedule was
appended to the agreement. If not
current royalty rate to be applied.
Check if the clauses of taxation
and penalty for default were
included in the agreement and
such clauses were complied, in
case of any defaults.

m. All schedules and proceedings of
pre-bid meetings formed integral
part of the agreement.

1.4.4 Execution of Works
Execution of works by the engineers
is of paramount importance in converting
the efforts of supreme decision making
body to creating infrastructure at the
minimum cost and deriving maximum
returns. It should be ensured that works
are executed as per the estimates
approved and proper records are kept to
ascertain the efficiency and effectiveness
and implementation. Unless the efforts
are put in the right direction, no
infrastructure can be created to the
satisfaction of citizens.
It should be seen in Audit that: a. The works are strictly executed in
places indicated in the approved
estimates as the estimates give an
impetus
for
providing
infrastructure.
Check
the
measurement books to ensure
that works were executed only in
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places where it is proposed in the
estimates.
b. Works have been executed as per
the approved estimates. Verify if
any deviations were also
approved from the competent
authority justifying such changes.
c. No work has commenced before
the finalization of tenders and
issue of work orders. Check
whether the works have been
taken up before the NIT/work
order.
d. The work was executed as per the
guidelines and the programme.
e. Only one estimate was prepared
for one work and. several
estimates with similar scope of
work and the place of work are not
prepared for the same work.
f. The work was executed by the
person who has qualified after
tendering /approval and who has
been issued the work order for
entrustment of work and the
execution of work was not done
by a contractor other than the
person entrusted with execution.
g. The components included in the
estimates have relevance to the
name of the work.
h. The work orders for the
commencement of the works have
been issued after an agreement is
entered into by the contractor with
the competent authority. Verify
the date of stamp papers as to
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whether this was done before the
issue of work orders.
i. The photographs are available for
all the works before the
commencement, during execution
and after completion.
j. The works which are entrusted to
the contractor are completed
within the prescribed time. If not,
check if the payments are made
after the deduction of penalty as
per the tender conditions.
k. The royalty charges, wherever
applicable, are recovered at the
prescribed rates.
l. There is no entrustment of work
directly without calling for
tenders.
m.All works are inspected by a third
party before payment is made to
the contractors and the
expenditure on this account is
charged to the cost of works.
Verify if Third Party Inspection
(TPI) reports are obtained which
are mandatory as per G. O (FD 55
PRO.CELL
2004,
dated
17.02.2005).
n. Compensation paid to contractor
is in accordance with conditions of
contract/Standard
Tender
Documents. Clause 34/clause 23/
KW1, clause 34/KW2, clause 34/
KW3 and clause 38/KW4, contain
details of events/circumstances
for payments of compensation to
contractors.

These include the delay in
i)

giving access to site/
possession of the site (refer to
Para 196 (1) of KPWD code)

ii) f i n a l i z i n g / a p p r o v i n g
designs/drawing/
specifications,
iii) issue of completion certificate
by employer.
Auditor may analyze in detail,
reasons/justification for such delays and
comment on lapses/avoidable delays
and avoidable payments in respect of
these events.
The contractor is not eligible for any
compensation to the extent employer’s
interest was adversely affected.

1.4.5: Audit of Work Bills
In the audit of work bills (Running
Account Bills) the following are the items
for verification in audit.
a. The work bill is in the standard
form as prescribed.
b. The work bill contains reference to
work order and the agreement.
c. The dates of measurement and
check-measurement as reflected in
the bill tally with the entries in the
Measurement Book.
Regarding maintenance of
measurement books (initial and
check measurement of works)
instructions/guidelines provided
in Para 209 and 210 of KPWA
code, 300 and 301 of KPWD code
(earlier editions) Appendix VII of
KPWD code vol. II may be
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referred. Para 109 to 113 of KPWD
code (2014 edition) and Govt.
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Order No. FD 56 Pro. Cell 2004,
dated 18-01-2005 may also be
referred.

As provided therein, extent of check measurement, are as follows:
Officer’s
designation

Cost of work

Extent of check
measurement

Reference to
Rule

AEE/sub-divisional
officer

All works
costing more
than rupees
12,000/-

100%

Para 110/6) (a) & (b)
of KPWD code
(2014 Edition)

EE/Divisional
office

Works costing
up to Rs. 25 lakh

10%

110 (9) of KPWD
code

EE/Divisional
office

Works costing
Rs. 25 lakh and
above

25%

Para 110 (9) of
KPWD (2014
Edition)

As mentioned in GO. No. FD 56
Pro. Cell, dated 18-01-2005 current
provisions of KPW ‘A’ code and ‘D’
code for taking measurements
continues to be applicable for all
works contract of value of Rs. 25
lakhs and less.

e) The collection, issue and balances
of road metals have been
reflected in the Measurement
Book duly furnishing the cross
references to the paid vouchers.

In respect of all works contract of
more than Rs. 25 lakhs, contractor
is responsible for submitting bills
with hard copy of detailed
measurement of works using
electronic spread sheet and
diskette, C.D. ROM, etc. These
have to be verified by AE who is
responsible for their correctness.

g) Issue rates for materials
supplied departmentally have
been correctly worked out and
recorded.

d) The quantities mentioned in the
bill in respect of various items of
work agree with the quantities
mentioned in the Measurement
Book.
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f) The rates claimed tally with the
rates specified in agreement.

h) If there is departmental issue of
materials the cost recovered from
the Contractor is as per
agreement.
i)

Voids and shrinkages have been
correctly worked out and
deducted while arriving at final
measurements.
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j) Released materials have been duly
accounted for and disposed off
under competent sanction.
k) Recoveries towards royalty,
income tax, security deposits, etc.,
have been correctly worked out
and whether such amounts have
been remitted to the proper heads.
As provided in Standard Tender
Documents (clause 35 /KW1,
clause 36/ KW2, clause 36 /KW3
and clause 40/KW4) rates quoted
by contractor shall be deemed to
be inclusive of sales tax and other
taxes payable by the contractor.
Audit may verify whether such
taxes included in the tendered
rates are recovered at source and
remitted to Government. Please
refer Para 182 (3) of KPWD code.
l) Recoveries towards secured
advance/mobilization advance
have been correctly made.
m) In respect of secured advances,
whether it is secured against bank
guarantee.
n) Cumulative quantities and value
of works are indicated in any
running account bill and value of
works recorded in previous bill
was deducted for payment of
current running account bill.
o) The following additional checks
will have to be exercised in respect
of final bills:
i)

Whether the released balance
rates have been correctly
worked out

ii) Whether steel and cement
calculation sheet have been
enclosed to the final bill and
if there is any excess
consumption, cost at twice the
issue rate has been recovered
from the contractor
iii) Whether the contractor has
given his acceptance for full
and final settlement of the
claim.
iv) Whether the Officer-in-charge
has furnished a certificate in
the final bill to that effect
v)

Whether the work has been
completed satisfactorily as
per specification, design and
agreement.

vi) That there are no dues
outstanding against the
contractor.
vii) That Contractor has made
his own arrangements for
supply of water and
electricity. However, when the
department/ organization for
which
works
were
implemented, furnish bills for
providing such facilities, the
same may be recovered from
contractor’s bill and remitted
to concerned organization.
Please refer to Para 182 (4) of
KPWD code)
p) Liquidated damages as prescribed
were recovered for delays in
completion of work (referred to
clause 36 / KW1 to KW3 and
clause 41/ KW4.
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1.4.6 Audit of procurements of
Goods / Equipment and Stores
Accounts
The points for verification are that:
a. Purchases are covered by sanction
accorded by competent authority.

and certificate recorded on the
supply bill.
i. The following were observed with
respect to storage facilities:
i)

b. There is budget provision.
c. Purchases are made as per the
provisions of KTPP Act/ Rules
2000 unless exempted under
Section 4 (b).
d. Purchases are made on the basis
of the lowest quotations and
contract was not split among all or
some tenderers by offering the
price
of
lowest
tender.
Clarification/ guidelines issued
regarding rejection or acceptance
of lowest quotation in circular
number PWD1359 SO/FC 2001
(P2) Dated: 25.10.2002 and
03.12.2002 were complied with.e.
Cost of transportation of goods
and equipment was borne by
supplier and agreement provided
for the same.
f. The rates paid agree with those
shown in the contract or agreement
made for the supply and payments
are made on the basis of proper
vouchers.
g. Inspection on quality and quantity
are conducted and certificate
recorded on the bill before
payment.
h. The articles supplied are properly
accounted for in the stock register
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A particular official was not
entrusted with custody of
stores for long time.

ii) Physical verification is
conducted regularly every
year by authorities other than
who is in charge of stores.
iii) Results of verification are
reported and effective action
is taken on such reports.
iv) Effective
precautionary
measures are made to prevent
misuse of stores.
v)

Adequate storage facilities are
available.

vi) Stores rendered obsolete/
unserviceable are identified
and action taken for disposal
with proper sanction.
vii) Adequate security deposit has
been obtained from such
person in charge of stores.
j. Purchase orders have not been
split up so as to avoid the necessity
of obtaining the sanction of higher
authority
k. No prima-facie loss is attributable
to acceptance of any defective or
inferior supplies which have been
certified to be satisfactory in
quality
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l. No purchase has been made when
there is sufficient balance in stock
and to avoid lapse of budget
provision. It must be verified that
purchases were made on the basis
of indents received from user
agencies without resulting in
unnecessary accumulation of stock
and requirement of goods were
forecast properly.
m. Proper acknowledgement is
obtained for all moneys paid to the
suppliers.
n. In the case of purchase of
equipments involving payments
in foreign currency, the foreign
exchange rate has been correctly
worked out.
o. The benefit available during the
guarantee period has been duly
availed. The purchase contract
includes specific conditions for
warranty / annual maintenance.
p. The discount available for prompt
payment, if any, has been duly
availed
q. Expensive machinery and
equipments purchased have been
insured
r. List of blacklisted suppliers is
maintained
and
updated
whenever there is regular default
or supply of sub-standard
products or services.
s. Advances paid, if any, were
admissible as per relevant rules/
agreement and it was secured by
bank guarantee etc
t. Agreement
provided
for
installation / commissioning of

machineries /equipment at the
cost of supplier and levy of
penalties for delayed supply and
non fulfillment of other conditions.
Advances were adjusted before
final bill payment.
u. Price adjustment clause was not
included in goods and equipments
tender documents except for
electrical cables transformers
generators and motors vide
Government order No. FD 59
PRO.CELL 2004 Date: 26.11.2004.
v. Claims for carriage are duly
supported by proper receipts and
necessary documents.
w. Bills for the payments of contracts
must be presented with copies of
contract and certificate signed by
competent authority to the effect
that claim is correct.
x. The purchasing officer should sign
in all copies of acceptance of
tenders and supply orders etc..,
including
all
attachments
containing the details of rates /
prices and other important
conditions.
y. When a contract is completed the
following points may be verified:
I. The quality of the goods
conforms to the specification
mentioned in supply order/
schedule ‘B’ of the tender.
II. In cases of goods needing
laboratory testing, sample
testing is carried out.
III. The sales tax and other taxes
claimed in the supply bill are
verified with reference to
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conditions in supply order and
tender document.
z. For purchase of medicines by
auditee institutions the audit may
verify the following:
I.

The medicines are procured at
contracted rate.

II. The rate at which medicines
were purchased should be
compared with those in rate
contract
schedule
of
Department of Health &
Family Welfare/Medical
Education/rate
contract
finalized by Employees State
Insurance Corporation for their
hospitals and variations, if any,
may be analyzed and
commented.
III. Contracts should include
special conditions according to
which supplier has to
withdraw unused medicines
three months before its expiry
date and replace them by new
supplies.
IV. Cases of failure to return and
obtain replacement of such
drugs may be analyzed and
commented.
1.4.7 Finance and Accounts
General: Works expenditure is
checked with reference to the estimates
and contract agreements in order to
ensure that the charges have been
incurred only in pursuance of the objects
intended in the estimates. The
administrative, accounting and technical
authorities are responsible for checking
the expenditure on each sub-head with
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the estimated quantity or work to be
done, the sanctioned rate and the total
sanctioned cost and to avoid all
deviations from the sanctioned estimate.
The following source documents and
issues may be verified in the audit.

Source documents
▲

Monthly accounts including
schedules and schedule dockets.

▲

Cash book (main and subsidiary)

▲

Vouchers.

▲

Cash and stock accounts.

▲

Sanctions.

▲

Estimates of works.

▲

Tender Documents.

▲

Works Register.

▲

Contractor’s ledger

▲

Measurement books

▲

Register of Deposits

▲

Inspection report and notes of
higher authorities

▲

Register of Tenders, contract
agreements

▲

Third Party inspection report

▲

Any other relevant records
maintained

The following may be seen by audit:
a. Check that there is no excess
expenditure over the budget
provisions. The source of funds,
utilization of fund, reasons for nonutilization or excess expenditure
may be analyzed to bring the
inconsistencies.
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b. Check whether works budgeting
has been done realistically taking
into account the available
revenues and is approved by the
competent authority. Check the
importance given for the budget
formulation and also if cumulative
expenditure on works in progress
and completed was recorded
correctly in the annual accounts
and initial registers or ledgers.
c. Check the abnormal increase in
pending bills. If this is increasing
progressively, check the reasons as
to whether works more than
budgeted are included in the
programme of works/ action plan
or if works were taken up by the
executive for which funds were not
available. The source from which
it is proposed to be paid may also
be analyzed.
d. Expenditure was classified and
debited correctly to concerned
head of account/accounts code
and simultaneously posted in the
Register of works or other relevant
records. Recoveries made from
work bills should be accounted
under relevant receipt heads.
e. Sufficient funds were allotted for
works in progress continued from
previous years.

2. Regularity/Compliance Audit
Checks for Specific Institutions
A. Checklist for audit of Urban Local
Bodies (ULBs)
A.1 Introduction
A municipality has been defined as a
“distinct legal and administrative entity
with a well-defined geographical or
territorial boundary and created for the
purpose of providing for the general
welfare of its constituents”. The word
municipality comes from the Latin word
“municipium” meaning “free city.”
The concept of local self governance,
which includes municipal governance,
stems from the theory of democratic
decentralization of power to the people
at the grassroots level. Political
decentralization aims to give citizens or
their elected representatives more power
in
public
decision-making.
Administrative decentralization seeks to
assign responsibilities for public services
among different levels of government.
Fiscal decentralization involves
resourcing of sub-national governments
and their autonomy to make spending
decisions and this involves the
mobilization of local own revenue,
intergovernmental transfers and debt
management, as well as overall fiscal
rules. In the opinion of international
bodies involved in development of local
self governance in developing countries,
local governance indicators may inform
local policy and strengthen local
accountability. Local governance
assessment also may be useful at the state
level in order to enhance decentralization
policies, strengthen capacities and
compare trends across cities or districts.
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Considering the special characteristics
of municipal governance and distinctive
features of the municipalities in terms of
mandate and delivery systems, it was
considered important to frame a separate
audit checklist to inform the audit system
of municipalities to act as a component
of local governance assessment for
fulfillment of citizen’s charter.

A.2 Background and Evolution of
Urban Local Bodies in Karnataka
The history of urban local selfgoverning bodies (commonly called
Municipalities) in Karnataka State dates
back to more than a century. These local
bodies are again classified into various
categories like Corporations, City or
Town Municipalities and Town
Panchayats depending upon the
population. The Municipal bodies are
now governed by the provisions
contained in Karnataka Municipalities
Act, 1964 (for City Municipalities, Town
Municipalities and Town Panchayats)
and Karnataka Municipal Corporation
Act,
1976
(for
Corporations).
Municipalities have been constituted
with the objective of discharging certain
obligatory functions.
The Government of Karnataka has
reconstituted the municipalities
according to the 74th Constitutional
Amendment Act. The towns have now
been classified based on the population
and other criteria as Town Panchayat
(Population 10,000-20,000), Town
Municipal Councils (Population 20,00050,000) City Municipal Councils
(Population 50,000-3,00,000) and City
Corporations (Population 3.0 lakhs and
above).
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In order to discharge the above
responsibilities, Municipalities have
been vested with the powers to levy
certain taxes and fees. Also, the State
Government transfers a portion of its
general revenues to the urban local
bodies.
The main sources of income of the
municipalities are
i) Taxes on building and lands;
ii) Taxes on advertisement
iii) User charge for water supply;
iv) Licence fee for regulating the
building construction activities
v) Market fees
vi) Trade licence fees.
The municipalities can also raise loans
from Central and State Governments and
Financial Institutions to meet
expenditure under capital heads of
accounts.
Government through Directorate of
Municipal Administration supervises the
functioning of the municipalities.
Government directly supervises the
functioning of the Corporations. The
Directorate has the responsibility to
supervise the function of the
municipalities, work out suitable human
resource policies, exercise disciplinary
control over the staff of municipalities,
monitor the tax collection of ULBs, lay
down policies for transparency in
expenditures, hear appeals against the
decisions of municipalities, release the
Government transfers to the ULBs, as well
as implement schemes like SJSRY (for
urban poverty alleviation), IDSMT,
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Nirmala Nagar, etc. The Directorate
collects statistics from ULBs and helps in
the preparation of municipal statistics.
The
Directorate
also
inspects
municipalities, interacts with both elected
representatives and the employees to find
out both genuine and specific problems
of urban administration and urban
municipal services and work out
solutions for those problems.

A.3 Audit Mandate for Urban Local
Bodies
According to Section 150 of the
Karnataka Municipal Corporations Act,
1976, the accounts of all receipts and
expenditure of a corporation shall be
audited by a Chief Auditor appointed by
the government who in turn is subject to
the supervision and control of the
Director (Audit) of the Karnataka State
Audit & Accounts.
The accounts of the municipalities in
each district are audited annually for each
completed financial year as required
under Section 290 of the Karnataka
Municipalities Act 1964. As per Section
293, the auditor appointed shall prepare
a report on the accounts audited and
examined and shall send such report to
the Municipal Council concerned, to the
Commissioner and to the Director
(Audit), Karnataka State Audit &
Accounts Department.
i) Submission of Audit Report
According to Rule 12 of Part II of
Schedule IX of the Karnataka Municipal
Corporations Act, 1976, the auditor
should submit the audit report within a
period of 3 months from the end of the
financial year or within such other period
as notified by Government.

According to Section 293 of the
Karnataka Municipalities Act, 1964,
auditor shall prepare a report on the
accounts audited and examined and shall
send such report to the municipal council
concerned within three months.
ii) Audit Report Follow-up /
Compliance
According to Rule 13(2) of Part II of
Schedule IX of the Karnataka Municipal
Corporations Act, 1976, the Corporation
shall submit its remarks on the audit
report, if any, to Government through the
Director (Audit), Karnataka State Audit
& Accounts Department within six
months after the receipt of the report by
the corporation.
According to Section 295(1) of the
Karnataka Municipalities Act, 1964,
within three months of the receipt of the
report, send to the Director (Audit),
Karnataka State Audit & Accounts
Department, intimation of his having
remedied the defects or irregularities, if
any, pointed out in the report, or shall,
within the said period, supply the
Director (Audit), Karnataka State Audit
& Accounts Department, any further
explanation in regard to such defects or
irregularities as the municipal council
may wish to give.
iii) Provisions of surcharge and charge
Section 464 of the Karnataka
Municipal Corporations Act, 1976 and
Section 298 of the Karnataka
Municipalities Act, 1964 state the
provisions of Charge and Surcharge. As
per this section, every sum certified by
the auditor to be due from any person
shall be paid by that person within the
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stipulated time and such amount shall be
paid to the treasury or bank in which the
funds of the corporation/CMC/TMC is
lodged subject to procedure prescribed
in this regard.
iv) Annual reports and audit
requirements
As per chapter 21 of Karnataka
Municipalities Accounting and Budget
and Rules 2006, the Annual Statements
shall comprise statements mentioned
below. Audit has to verify annual
accounts maintained in the prescribed
forms.
i) Receipts and Payments Account for
the year (KMF NO 74)
ii) Balance Sheet as on 31st March of
the year (KMF NO 77)
iii) Income & Expenditure Account for
the year (KMF NO 78)
iv) Significant accounting policies
followed in presentation of the
financial statements
v) Notes to Accounts which shall
disclose Contingent Liabilities,
and such other information as may
be useful in understanding the
financial statements clearly.
v) Method of accounting prescribed
The accounting method is prescribed
for all the Urban Local Bodies of
Karnataka in Karnataka Municipal
Budgeting and Accounting Rules, 2006.
The method of accounting prescribed in
these rules is in line with the National
Municipal
Accounting
Manual
prescribed by C & AG. As per rule 19(1)
of Karnataka Municipal Accounting and
Budget Rules 2006, all items of revenue
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which fulfil the following criteria shall be
taken as income on accrual basis:
i) The income is earned or the right
to receive it is established;
ii) The amount due is determined
or determinable; and
iii) No significant uncertainty
exists about its realization.
Incomes which do not fulfil the criteria
of accrual shall be accounted as and when
they are actually collected or received by
the Municipality.
As per the Rule 36 of Karnataka
Municipal Budgeting and Accounting
Rules 2006, for all items of expenditure,
the accrual has to be done on the following
basis.
i) Every claim against the municipal
fund, shall after examination with
reference to work order or supply
order or indent shall be accepted,
if it is in order and accrued
through a journal voucher.
ii) In respect of bills pertaining to
establishment expenses and
procurement of goods and or
services, in the latter cases
supported by work order or
supply order, the accrual shall be
done on the event of approval of
the bill.
iii) Other revenue expenditures may
be accounted on payment and the
out-standings accrued at the end
of every half year.
Audit checks for items of revenue,
expenditure, assets and liabilities have
been identified and segregated between
those required to be performed for
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financial attest audit and those required
to be performed for transactions audit.
Certain audit checks for financial
attest audit are common for all items of
revenue/expenditure. These have been
separately provided at one place under
revenue/ expenditure without being
repeated under each item.
In addition, under each item of
revenue, expenditure, assets and
liabilities, applicable regulations, and
registers/documents required to be
maintained have also been mentioned.
vi) Fund Accounting
The different types of funds
maintained in the ULBs are
▲ Water supply and Sewerage fund
▲ Enterprise Fund
▲ General Fund
Transactions pertaining to water
supply and sewerage shall be accounted
under Water Supply & Sewerage Fund.
Transactions relating to commercial type
activities, and activities carried out with
the objective of earning profits, or at least
recovering costs, shall be accounted in the
Enterprise Fund. However, if the revenue
from such commercial type activities is
not significant (less than 10%) as
compared to the total revenue of the ULB
from all sources, they shall be accounted
under the General Fund. All other
transactions, including property tax
related transactions shall be accounted
under the General Fund.
vii) Allocation of expenditure:
Expenditure that can be directly
related to a particular Fund shall be
accounted under that Fund. Common

operations and maintenance expenses
relating to more than one fund shall be
allocated and accounted under the
respective Funds on an equitable basis.
All other expenditure that cannot be
directly related to any particular Fund
shall be accounted under the General
Fund.
viii) Audit using e-Gov Computer
Application
As per the Government order no. 149
GEL 2013, Bangalore, dated: - 29.04.2013
all the Urban Local Bodies in Karnataka
have to make a compulsory transition
from manual accounts to computerized
accounting in “e-Gov” with effect from
1st April 2013. e-Gov is a computerized
software application used for the
preparation of accounts in the systems.
In case of BBMP, accounts are to be
prepared in the special application called
“Fund Based Accounting System (FBAS)”
specially designed for BBMP accounts.
Since the accounts are prepared in the
above
mentioned
Computer
applications, it would be convenient for
the auditor to perform his audit
procedures with the help of these
accounting applications. It would help
the auditor to do away with checking the
manual records.
Key steps involved in the audit
conducted
through
accounting
applications are as follows:
a. The auditor should obtain the
access
of
the
computer
applications
from
the
management and understand the
structure of the application.
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b. Auditor should identify the fields
in the accounting application
which would help him view the
reports with the help of the IT
operator/ Accounts personnel.
c. The auditor should extract the
copies of Detailed Trial Balance,
Balance Sheet and Income &
Expenditure account for their
reference.
d. The ledgers of each accounting
head in the Trial Balance can be
verified in the system itself rather
than referring the manual entries
or taking the prints.
e. In case the auditor has to verify any
specific entries relating to any
transaction, he can view the same
in the application directly and
verify with the supporting
narration.
f. Auditor can take the prints of the
ledgers or Journal entries only if
there is an observation or
clarification. This also forms part
of the evidence collection for the
relevant observation.
g. Auditor has to check various kinds
of reports that are generated in the
application that helps in
performing audit procedures. E.g.:
report of the property tax
collection, Bank reconciliation
statement etc.
h. All the checklists mentioned in this
manual are to be performed with
the help of the computer
applications.
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ix) Report Format
For the purpose of preparing an audit
report for an Urban Local Body, apart
from the format mentioned in Paragraph
183 of Part II, the auditor has to provide
an opinion on the following points as per
Section 294 of the Karnataka
Municipalities Act 1964.
i) every payment which appears to
him to be contrary to law;
ii) the amount of any deficiency or
loss which appears to have been
caused by the gross negligence or
misconduct of any person;
iii) the amount of any sum received
which ought to have been but is not
brought into account by any
person, and
iv) Any material impropriety or
irregularity which he may observe
in the accounts other than those
mentioned in clauses (a), (b) and
(c).

A.4.1 Audit checklist for Budget
Section 166 to 170 of K.M. Corporation
Act, 1976 and Section 286 to 291 of K.M.
Act 1964 and Rules 131 to 135 of
Karnataka Municipal Budgeting and
Accounting Rules, 2006 may be referred.
Check that:a. Budget for each year is approved
by the Municipal Council
i) Detailed estimate of Income
and Expenditure was prepared
by 15th January each year for the
ensuing year and submitted to
the Standing Committee on
Budget. Budget copies have to
be sent to State Government/
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DMA/Deputy Commissioner
as case may be. Reasons for
delay if any may be
ascertained / analyzed and
commented.
ii) Estimation of Income and
Expenditure was scrutinized
by the Standing Committee for
Taxation and Finance in case of
BBMP
and
Standing
Committee for Taxation,
Finance and Appeal in other
corporations
and
then
presented the same to
corporation for final approval
at least three weeks before
beginning of the year to which
it relates.
iii) Criteria/basis for estimation
of income and expenditure
were realistic. Compare the
income actually generated at
the end of financial period
with approved estimate and
check whether there was huge
variation. If so, ascertain/
analyze reasons for the same
and comment suitably.
iv) Funds of Corporation/
Municipal Council are utilized
for purposes/services which
are under the purview of such
bodies. In this regard, refer to
sections 87 to 91 of Karnataka
Municipalities Act 1964 and
section 58 and 59 of Municipal
Corporation Act 1976.
v) The estimate of receipts is
exhaustive and cautious, and
due provision has been made
for all obligatory charge.

b. provision has been made for
discharge of all liabilities in respect
of Loans contracted by the Council
and for all other commitments,
c. the budget grants fixed by
Government are not reappropriated by the Council
without approval of Government,
d. The Council has not authorized
any item of expenditure not
included in the budget or in excess
of budget allotment.d.
e. Supplemental budget prepared by
the corporations did not include
any item which was disallowed by
government while sanctioning
main budget. Auditors may
compare estimates of receipts and
expenditure as shown in the
budget approved by government
and those in supplemental budget.
f.

Where an additional allotment
under any head of account is
subsequently found necessary,
such additional allotment is made
by re-appropriation from other
heads, subject to conditions and
limitations prescribed therein.f.

g. Revised Budgets by municipal
council have not reduced
provisions for certain items
mentioned in section 287 (3)(b)
and(c) of KMA (installments of
principal
and
interest,
contributions towards water
supply
etc,
payable
to
government) without approval
from government.
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A.4.2 Audit checks on various
Accounting Registers, General Ledgers
and Financial statements.
Detailed provisions/regulations/
procedures for accounting of various
financial transactions and maintenance of
registers/ledgers are prescribed in
Karnataka Municipal Budgeting and
Accounting Rules 2006 and Karnataka
Municipal Accounting Manual. Auditors
have to study these regulations/
procedures before checking of
accounts.Audit checks on accounting
financial transactions and maintenance of
registers/ledgers
and
financial
statements include inter alia the
following:
A. Receipts
Verify whether,
a. For every item of receiving money
in cash/cheques/demand drafts
towards tax, fees, fine, rent, deposit
and other dues etc., proper receipt
in printed and prescribed form
(KMF 14/Rule 23) was issued by
the person authorized to collect
moneys.
b. Receipts of cheques and demand
drafts were entered in a register
maintained in form KMF15 (Rule
24 (2) and all cheques cleared on
presentation were brought to
account.
c. Suitable action was taken on
cheques dishonored. Lapses/
omissions were identified and
mentioned in the report.
d. Details of moneys deposited
directly to bank accounts by any
person as reported in daily bank
scroll and original challan are
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identical with copy of the challan
and other papers furnished by the
payer (Rule 27) and register as
prescribed in KMF 16 was
maintained for this purpose.
e. Amounts collected by the bill
collectors and others in the office
were recorded in the register
maintained in the Form No. KMF
17 (CHITTA) besides issue of
receipts and such amounts were
taken to cash book and remitted to
treasury / bank account.
Commissioner/ Chief Officer must
verify this register at least once in
a week and certificate recorded
(Rule 28).
f. In the event of loss of original
receipt (KMF 14) issued to any
person, no duplicate copy of such
receipts was issued and only a
certificate recording amount, date,
reasons for the receipt, head of
account/ account code was issued.
g. All receipts/collections of moneys
daily, were recorded in a Register
of daily collections (ROZ KIRDI)
maintained in form No. KMF 4
(Rule 13) and summary of daily
collections was prepared in the
prescribed format i.e., KMF 18 or
KMF 19 or KMF 20 recording head
of account/account code wise
details (Rule 29). Check if
Commissioner/Chief Officer has
verified these documents at least
once in a month and attested
entries. Auditor may compare
entries in ROZ KIRDI/ summary
of daily collections with register of
CHITTA/bank scrolls/challans/
sent from banks (KMF 16) and
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office copies of the receipts
(KMF14) and ensure its accuracy.

cheque number and recoveries if
any.

h. Receipts of moneys and
remittances to treasury or bank
were accounted in the cash book.
Amount shown as remitted should
be verified with the pass books or
treasury schedule and comment on
discrepancies if any.

e. All paid vouchers are correctly
posted into respective registers/
general ledger indicating head of
account code, daily and monthly
totals. Compare details of passed
bills/vouchers as entered in KMF
21, 22 &23 with the entries in
general ledgers / registers and
ensure there were no omission. A
register of classified receipts and
disbursement for each month must
be maintained in KMF 6 & KMF 7
respectively (Rule 15(2)) and
entries in these registers should
agree with daily summary
collections/payments.

i.

Demand collection balance
registers for taxes, fines, fees,
deposits and rent were
maintained in form KMF 24, KMF
25, KMF 26, KMF 26A, KMF 27
(Rule 53). Collections as posted in
these DCB registers have to be
verified with daily collections/
summary of daily collections.

B. Payments

C. Financial Statements.

Verify that:

Check the following in Audit:

a. Every payment is supported by
valid voucher in prescribed form
and acknowledgement of payee.

a. Monthly Receipts and Payment
Account (R & P) was prepared
before 20th of succeeding month.

b. All payments except those below
Rs.500 are made through account
payee cheques (Rule 39, 44 and 77
of KM BAR 2006)

b. Closing balance as shown in R&P
account of the previous month
matched with opening balance of
immediate next month.

c. Receipts of claims / bills are
entered in prescribed registers i.e..,
KMF 21, KMF 22, & KMF 23 in
receiving branch recording pass
order and accounts branch
respectively and details as entered
in these registers must match with
those in bills (Rule 37).

c. Closing balance of current month
agreed with cash balance as
recorded in cash book and bank
pass book or treasury schedule for
the same month.

d. Vouchers contain full particulars
of claims head of account /
account code, amount paid,

d. Receipt and payment entries as
reflected in R & P account agreed
with those in respective registers/
general ledgers under each head
of account/account code for that
month.
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e. Entries in monthly consolidated
DCB prepared in form 76 agreed
with total balance of each
individual DCB (KMF 24, KMF 25,
KMF 26, and KMF 26A).
f. Annual income and expenditure
account (I & E) was prepared in
Form No. KMF 78 and entries
regarding receipt and payments
posted correctly from individual
register /ledgers.
g. Receipts and disbursements that
pertain to the accounting period
only were posted in this account (I
& E).
h. Balance sheet prepared was in
prescribed format KMF 77 (Rule
125).
i. Outstanding amount under each
head of account/ account code
agreed with respective ledgers/
DCB/ schedule of assets.
Outstanding dues such as arrears
of rent, lease amount or taxes,
advances and recoveries may be
analyzed year wise and comment
on the same.
j. Investment as reflected in the
balance sheet need to be verified
with instruments such as fixed
deposit receipts and total of such
receipts agreed with that shown in
balance sheet. Outstanding
liabilities particularly deposits
may be analyzed yearwise.
Identify such deposits which had
remained unclaimed for three
years and comment on failure of
the authorities to lapse them if any,
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and credit them to the concerned
head of account (rule 117 /
KMF69).
k. Outstanding loans reflected in
balance sheet agreed with the
books of lending agencies and loan
ledgers of auditee. Analyse the
reasons for not discharging such
liabilities with in prescribed due
date and comment on avoidable
payment of penal interest /
penalties for delay in repayments.

A.5 Audit checklist for Revenue
Items
Major items of revenue have been
mentioned below along with audit
checks specific to each such item.
The following areas need to be given
special attention by the auditor as these
are considered to be areas of high
potential risk. Attention and Vigilance is
required for the audit in the following
areas mentioned below:
▲

Property Tax Collection

▲

Advertisement Taxes

▲

Stamp Duty Collection

▲

Water Supply and Sewerage
Connections

▲

Monthly water supply charges

▲

Public Works.

▲

Utilization of Grants

▲

Audit of Procurement & Stores

▲

OFC charges
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A.5.1 Property Taxes


 



As

per Section 103(b)(i) of the Municipal Corporation Act, 1
976 and
Section 94(b)(i) of Karnataka Municipalities Act 1964, a ULB, shall, at rates not
exceeding those specified in the Act, levy a tax on buildings or vacant land or
both situated within the city which is referred to as property tax.
Section 108 and 108A of the Act provides for the minimum and maximum
within which the corporation may fix the rate through a resolution as mentioned
in Section 106 of the Karnataka Municipal Corporation Act, 1976.
Registers/Documents
i) Demand collection and balance register cum Form III register (KMF no 24)
and Statement of demand and adjustments (KMF No 27)
ii) Summary Statement of Demand Raised or Income Accrued’ (KMF No 13)
iii) Summary Statement of Changes in Demand or Adjustments’(KMF No 13A)
I. Check whether survey, inspections,
measurement was conducted to identify
buildings or vacant land or both and
register of properties/assessment of
property tax register maintained/
updated periodically and database of
taxable properties has been created for
each ward in Form II of schedule I. Refer
to sections 112B, 112D of K.M.
Corporation Act as amended from time
to time (amended on 12/11/2001, 2/3/
2002, notification No. UDD 188 MUN
2001, dated 2/3/2002), Rule 11/schedule
III of KMC Act) and Section 106 and 107A
of Karnataka Municipalities Act, 1964.
Please refer to Section 106 of KMC Act
1976 and Section 97 of Municipalities Act
1964 and check whether a notice/
resolution of corporation/ municipality

indicating details of classes of persons
and properties which are liable to tax and
amount /rates at which tax leviable was
published in local newspapers.
In the absence of reliable data/
register of properties ascertain how
corporation/municipal council ensured
that all taxable properties were brought
within tax net. Inadequacy/deficiencies
in this regard, if any, may be analysed
and suitably commented, quantifying if
possible non recovery of property tax and
number of properties, ward wise/zone
wise.
Section 94, 98, 99 and 101 to 105 of
Karnataka Municipalities Act 1964
contains detailed provisions for
assessment of property tax.
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Section 103 (b), sections 108 to 109A
and sub sections thereunder and
schedule III of KMC Act 1976 as amended
from time to time (Notification No. UDD
89 AHD 2000 (Pt-1), dated 12-11-2001,
Amendment Act of August 2003,
Notification No. UDD 188 MUN 2001,
dated 02-03-2002) deals with the
procedure/process for determination
property tax on building or vacant land
or both. These sections define various
factors connected with property tax,
(property tax as a percentage of taxable
capital value, taxable annual value or
annual rateable value, unit area value,
estimated market value guidelines etc).
Taxable capital value of vacant land
or building is determined with regard to
estimated market value guidelines
notified under section 45 (B) of Stamp Act
prevailing before last date of filing the
return under Rule 4(5) of schedule III of
KMC Act 1976.
Taxable annual value of a building or
vacant land or both is calculated by
multiplying corresponding unit area
value with total area of a building, vacant
land or both for ten months. Unit area
value means an average rate of expected
return from the property per square foot
per month determined on the basis of
average market rate, through mass
appraisal method, real market
information or combination of both
(Section 108A as amended by
Amendment Act of 2009).
II. Check whether fixation of taxable
capital value, taxable annual value and
assessment of property tax were correct
and in accordance with these factors/
provisions.
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In respect of BBMP where scheme of
self assessment of property tax has been
introduced through resolution No. 194/
99-2000, dated 13-03-2000, vide
amendment in Notification No. UDD 220
MUN 2006 (P), dated 18-11-2008 and UDD
162 MUN 2009, dated 17-06-2009, UDD
162 MUN 2009, dated 25-06-2009, audit
of property tax has to be conducted
having regard to rules/conditions
stipulated in the resolution and
notifications.
In other Municipal Corporations/
Municipal areas where scheme of self
assessment of property tax has been
introduced through resolutions of
respective corporations/Municipal
Councils/Government Orders, audit of
assessment of property tax has to be
conducted having regard to rules/
conditions prescribed therein. Besides
compliance with other provisions of
KMC Act/KMA Act (Section 112A of
KMC Act 1976) may also be verified.
III. Further, the audit may check the
following:a. Demand Collection and Balance
register for the property tax is
maintained in form KMF No 24, in
which the department shall note
for each property
b. The arrears of property tax due
c. The current demandd.
Collection during the year
e. Any adjustment due to the change
in the demand
f. The properties are classified as
Residential, non-residential and
others.
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g. Random Scrutiny
According to BBMP Property
Taxation Rules (Rule 12 therein) as
amended in notification No. UDD
162 MUN 2009, dated 25-06-2009,
random scrutiny of property tax
returns not exceeding 10 percent of
returns filed in each zone, has to
be conducted. The audit should
confirm that:·
▲ Random scrutiny of property tax
return conducted was up to
prescribed percentage.
▲ Random scrutiny included
returns of all categories of
properties.
▲ Adequate preference was given
to domestic, commercial,
industrial
categories
of
properties and properties with
higher tax incidence.
In other Municipal Corporations
and Municipal Councils also,
similar checks may be exercised.
h. The DCB register has been
updated based on compulsory
assessments in the below
mentioned situations:
1.For those properties which are
registered with the ULB, but the
self assessment return has not
been filed
2.For those properties which are
registered with the ULB, but self
assessment return filed is
incorrect or property tax has not
been paid
IV. Check in respect of such cases,
where owner/occupier of a building/
vacant land/both fails to submit returns,

or return filed is incomplete/incorrect
and fails to pay advance tax, survey,
inspection, local enquiry was conducted
and property tax due, assessed and
penalty as provided in section 112A of
KMC Act 1976 and Section 103 (3) and 103
(4) KM Act 1964 was levied.
V. As provided in Section 112A (as
amended in 8/2003) of KMC Act 1976 and
Section 103 of KM Act, 1964, penalty at 2
percent per month of the amount of
property tax assessed and due, in case of
failure to submit returns and pay
property tax is leviable. Rs. 100 in case of
failure to submit return after payment of
property tax, is leviable.
VI. Check also whether total number
of properties liable for property tax, as
registered in Assessment of property tax
register/property register, were more
than number of returns filed for any year.
If so, verify action taken by Assessing
Officers to assess the property tax from
such owners/occupiers who failed to
submit return and pay tax. Deficiency, if
any, may be suitably commented.
a) Assessment has been completed
within one year from the date of
submission of the return and a
copy of the order is sent to the
assessees.
b) The enhanced property tax (rate)
needs to be applied as per the
requirements of Section 102-A of
the Karnataka Municipalities Act,
1964
c) the closing balance of previous
year in the DCB is accurately
brought forward to the current
year as opening balance
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d) The amount of tax receivable from
the assessees is correctly updated
in the DCB register as Property Tax
amount and Cess Amount at the
specified rates.
e) The correctness about assessment
of property tax under Self
Assessment Scheme (SAS).
f) On a sample basis compare the
date of payment and submission
of return in the DCB register to
verify:
i) If the payment of property tax
or filing of return is not within
90 days, check whether a
penalty as prescribed in
Section 105(1) of Karnataka
Municipalities Act, 1964 has
been included in the DCB
register and demand to this
effect has been sent to the
assessees.
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ii) If the payment of property tax
and filing of return is done
within one month of the date
of commencement of the
financial year, then check
whether rebate as prescribed
in the relevant act has been
included in the DCB register
and notification to this effect
has been sent to the assessees.
iii) The arithmetical accuracy of
the rebates granted to the
assessee and also check if the
property tax is levied on the
annual value of the land and
buildings.
iv) The ‘Cess Payable Account’ to
ensure that remittances to
respective authorities have
been made on time.

A.5.2 Service Charges in lieu of Property Taxes


  



/ƚŝƐƚŚĞĂŵŽƵŶƚĐŽůůĞĐƚĞĚ  ĂƐĂƐĞƌǀŝĐĞĐŚĂƌŐĞŝŶůŝĞƵŽĨƉƌŽƉĞƌƚǇƚĂǆŝŶƌĞƐƉĞĐƚŽĨƉƌŽƉĞƌƚŝĞƐ
ďĞůŽŶŐŝŶŐƚŽƚŚĞĐĞŶƚƌĂůŐŽǀĞƌŶŵĞŶƚ͕ƐƚĂƚĞŐŽǀĞƌŶŵĞŶƚĂŶĚŽƚŚĞƌƉƌŽƉĞƌƚŝĞƐĞǆĞŵƉƚĨƌŽŵ
ƉƌŽƉĞƌƚǇƚĂǆƵͬƐϵϰ;ϭͿŽĨƚŚĞ<ĂƌŶĂƚĂŬĂDƵŶŝĐŝƉĂůŝƚŝĞƐĐƚϭϵϲϰ ͘ ^ĞĐƚŝŽŶϭϭϬ;ϮͿ<DĐƚϭϵϳϲ
ĂŶĚ^ĞĐƚŝŽŶϵϰ;ϮͿ ŽĨ<Dϭϵϲϰ ƉƌŽǀŝĚĞƐĨŽƌƚŚĞh>ƚŽĐŽůůĞĐƚ ƐĞƌǀŝĐĞĐŚĂƌŐĞ ĨŽƌƉƌŽǀŝĚŝŶŐĐŝǀŝĐ
ĂŵĞŶŝƚŝĞƐƚŽƚŚĞĞǆĞŵƉƚ ĞĚŽƌŐĂŶŝǌĂƚŝŽŶƐĂƚƚŚĞƉƌĞƐĐƌŝďĞĚƌĂƚĞƐ͘ 

 Ȁ 



i) Miscellaneous Demand collection and balance register (KMF No 26)
ii) Summary of the demand register (KMF No 13)
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During audit, verify that:i) The rate of the service charges as
prescribed in relevant notifications
is applied and the demand for the
same amount is raised.
ii) It is levied only on the properties
for which the Property taxes are
exempt and Remission on account
of demolition or destruction of
buildings
iii) For Remission on account of
demolition or destruction of
buildings, it may be ascertained
that
a. The building has been
completely demolished or
destroyed as per the notice of
Demolition.
b. No remission is granted in
respect
of
buildings
demolished or removed
otherwise than by order of the
municipal council till the
persons primarily liable for the
payment of the tax shall have
given notice thereof in writing
to the Municipal Council
c. When notice is given the grant
of remission by the Municipal
Council from the date of the
notice shall be obligatory or
discretionary accordingly as it
falls under Section 323 of the
Karnataka Municipalities Act
1974.

e. Refunds made have been
noted in the demand register
against the item concerned.
f.

Any periodical inspection/
enquiries prescribed and
conducted
to
ensure
fulfillment of conditions for
obtaining exemptions.

iv) Service charges are recovered as
prescribed in Rule 7A/schedule III
to KMC Act 1976 i.e. at 25% of
property tax payable if properties
had not been exempted/Rule 10 of
BBMP Taxation Rules 2009.
v) The properties exempted from
property tax (Section 110 of KMC
Act 1976 and Section 94 (1) (A) of
KM Act 1964) includes inter alia
(a) places of worship for public
either actually used or used for no
other purpose, (b) choultries for
occupation of which no rent
charged, and where rent charged
and used for philanthropic
purpose and (c) places used for
charitable purposes or sheltering,
destitute animals, orphans and
deaf/dumb
hospitals,
dispensaries maintained by
railways. Auditor may ascertain
whether any rent is recovered from
persons using these places, which
disqualifies them for exemption.

d. The necessary entries have
been made in the register of
changes in demand or
adjustments (KMF No 27).
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A.5.3 Advertisement Tax




/ƚŝƐĂƚĂǆůĞǀŝĞĚƵŶĚĞƌ^ĞĐƚŝŽŶϵϰ;ϭͿ;ďͿ;ǆŝŝŝͿŽĨƚŚĞ<ĂƌŶĂƚĂŬĂDƵŶŝĐŝƉĂůŝƚŝĞƐĐƚ ͕ϭϵϲϰĂŶĚƌƵůĞ
ϳϬŽĨƚŚĞ<ĂƌŶĂƚĂŬĂDƵŶŝĐŝƉĂůŝƚŝĞƐdĂǆĂƚŝŽŶƌƵůĞƐ͕ĨŽƌĞƌĞĐƚŝŽŶ͕ĞǆŚŝďŝƚŝŽŶŽƌĚŝƐƉůĂ ǇŽĨĂŶǇ
ĂĚǀĞƌƚŝƐĞŵĞŶƚŝŶƚŚĞDƵŶŝĐŝƉĂůƌĞĂ͘ 
^ĐŚĞĚƵůĞs///ŽĨ^ĞĐƚŝŽŶϭϬϯŽĨƚŚĞ<ĂƌŶĂƚĂŬĂDƵŶŝĐŝƉĂůŽƌƉŽƌĂƚŝŽŶƐĐƚ͕ϭϵϳϲ ĂŶĚƐĐŚĞĚƵůĞs//
;^ĞĐƚŝŽŶϵϰŽĨ<DĐƚϭϵϲϰͿ ŵĞŶƚŝŽŶƐƚŚĞƌĂƚĞŽĨƚĂǆŽŶĂĚǀĞƌƚŝƐĞŵĞŶƚ Ɛ͘
^ĞĐƚŝŽŶϭϯϰŽĨƚŚĞ<ĂƌŶĂƚĂŬĂDƵŶŝĐŝƉĂů ŽƌƉŽƌĂƚŝŽŶƐĐƚ͕ϭϵϳϲŵĞŶƚŝŽŶƐƚŚĞĐĂƐĞƐƵŶĚĞƌǁŚŝĐŚ
ƚŚĞĂĚǀĞƌƚŝƐĞŵĞŶƚƚĂǆĞƐĂƌĞŶŽƚůĞǀŝĞĚ͘ 

 Ȁ 
i)
ii)



Miscellaneous Demand collection and balance register (KMF No 26)
Summary of the demand register (KMF No 13)

Following are the points to be
considered while auditing collection and
levy of Advertisement Tax:
a. The taxes on advertisement are
collected on such items and rates
specified in schedule VIII of
Section 103 of the Municipal
Corporations Act, 1976 and respect
of TMC/CMC/TP as determined
in the byelaw of municipal
councils.
b. All the exemptions granted were
in accordance with Section 134 of
KMC Act/ KMA.
c. The concerned officer has taken
steps to recover the advertisement
taxes not exceeding one year
(section 139 of KMC Act 1976.)
d. Penalty at the rates prescribed in
the bye-laws is recovered in cases
where the provisions of the byelaws have been contravened by
advertisers.
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e. While reviewing registers/files
relating to advertisement tax,
advertisements, after expiry of one
year from the date of payment of
advertisement tax, continued to
exist without further renewal/
payment of tax, and penalties
levied for violations of provisions.
f. System of periodical inspection of
premises used for advertisements
is prescribed and conducted. If not,
comment on lack of system to
ensure
compliance
with
provisions of Act/byelaws and
ineffective
monitoring
in
regulating advertisements.
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A.5.3 (a) Stamp duty surcharge collected by state government


 
 





ƐƉĞƌ^ĞĐƚŝŽŶϭϬϯ;ďͿ;ǀŝŝͿŽĨƚŚĞ<ĂƌŶĂƚĂŬĂDƵŶŝĐŝƉĂůŽƌƉŽƌĂƚŝŽŶĐƚ͕ϭϵϳϲ͕
 ĂŶĚ^ĞĐƚŝŽŶ
ϵϰ;ďͿ;ǆŝŝͿŽĨƚŚĞ<ĂƌŶĂƚĂŬĂDƵŶŝĐŝƉĂůŝƚŝĞƐĐƚϭϵϲϰƐŚĂůů ͕ĂƚƌĂƚĞƐŶŽƚĞǆĐĞĞĚŝŶŐƚŚŽƐĞƐƉĞĐŝĨŝĞĚŝŶ
ƚŚĞĐƚ ͕ůĞǀǇĂĚƵƚǇŽŶ  ƚƌĂŶƐĨĞƌƐŽĨ ŝŵŵŽǀĞĂďůĞ ƉƌŽƉĞƌƚǇŝŶƚŚĞƐŚ ĂƉĞŽĨĂŶĂĚĚŝƚŝŽŶĂůƐƚĂŵƉ
ĚƵƚǇ͘


^ĞĐƚŝŽŶϭϰϬŽĨƚŚĞDƵŶŝĐŝƉĂůŽƌƉŽƌĂƚŝŽŶĐƚ͕ϭϵϳϲƉƌĞƐĐƌŝďĞƐƚŚĞĚƵƚǇŽŶƚƌĂŶƐĨĞƌŽĨ
ŝŵŵŽǀĂďůĞƉƌŽƉĞƌƚǇ͘ 


 Ȁ   
i)

Daily collection register (KMF No -20)

ii)

Miscellaneous Demand collection and balance register (KMF No 26)

Following are the checks to be adopted
in the audit of Stamp Duty Surcharge:
a. The stamp duty/surcharge advice
has been received from the District
Registrar’s (DR) office at the end
of the year.
b. Verify whether additional stamp
duty /surcharge transferred to an
urban local body (Corporation/
CMC/TMC/TP) was not less than
2 % of stamp duty collected on
transfer of immovable properties
within the limits of urban area
(section 140 of KMC Act 1976/
section 99 of KMA 1964). For this
purpose, stamp duty realized due
to transfer of immovable
properties within the urban area
may be ascertained from Subregistrar of concerned jurisdiction
and compare the amount
transferred at the end of the year.
Check the details furnished every
month by District Registrar

regarding collection of stamp duty
and surcharge payable to urban
local bodies (Rule 4 of Municipal
Corporation Rules).

A.5.4(1) Acquisition of properties
Refer to section 175 & 176 of KMC Act
1976 and section 72 of KMA 1964
a. Verify
whether
standing
committee
has
approved
acquisition of any moveable and
immovable properties fixing the
rates/ prices and followed the
prescribed procedure of inviting
tenders as per the provisions of
KTPP Act.
b. Verify whether the Sanction from
Government was obtained for
taking properties on lease basis for
periods exceeding 3 years.
c. Verify that properties acquired
were consistent with purposes/
provisions of the acts and rules.
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A.5.4 (2) Revenue from Rent/Lease Income


 Ȁ 



i)

Special DCB Register (KMF No 25)

ii)

Miscellaneous demand register (KMF No 26)

iii)

Summary of daily cash collections (KMF No 18)

iv)

Changes in demand or adjustments of advances (KMF No 27)

v)

Summary of demand raised (KMF No 13)

vi)

Summary of changes in demand raised (KMF No 13A)

ǀŝŝͿ

Register of Buildings (OBS 2) 

The following points should be
considered in verifying the authenticity
of the lease agreements entered into:
a. Ascertain total number properties
(buildings such as shops, office
complex, market places etc.,)
available as per Schedule of
properties/ Register of Immovable
Properties. Identify such buildings
not leased/rented and not put to
use and ascertain the reasons for
the same and comment suitably.
b. Compare the total number of
properties leased/rented and
income realized during previous
year with that of the current year
and analyze the reasons for
shortfall, if any.
c. Verify that wide publicity was
given to notice inviting bids for
lease/rent and adequate time was
allowed to respond.
d. Adequate earnest money deposit
was prescribed and applications
without payment of the same were
not considered.
144

e. Lease was confirmed in favour of
the highest bidder and expenditure
on registration of lease deed was
borne by such bidder after
payment of full lease amount in
case of lumpsum lease.
f. Earnest money deposit was
forfeited if highest bidder failed to
execute agreement within the
period mentioned in notice
inviting tender.
g. An agreement has been entered
into by the competent authority
and that necessary lease deed,
setting forth the conditions subject
to which the lease is granted, is
executed.
h. Sanction of government was
obtained for leasing any property
for periods exceeding 5 years.,
i. The lease deed has specified,
i) Duration of lease,
ii) purpose for which leased
property may be used
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iii)Periodical revision rent/ lease
amount
iv) Amount of each installment of
the rent
v) The compensation or penal
interest payable in the case of
delay in the payment of any
instalment
vi) The liability of the lessee to
make good any loss caused to
the leased property of
municipality/ corporation.
vii)Adequate amount of security
deposit was obtained to guard
against any loss of rent due to
default in payments of
instalment
j. The lease deed is duly stamped
according to the Indian Stamp Act
and signed by the Commissioner
or relevant authority and lessee in
the presence of witnesses and
registered in cases where the
period of lease exceeds one year.
(Section 17 of Registration Act).
k. Every lease deed contains an
express condition that the lessee
shall use the property for the
purpose for which it was leased.
l. That no person is allowed to enjoy
the lease until he has executed the
lease deed.
m. If any installment and penalty due
under the lease is not paid within
agreed time, the executive
authority has forthwith reported
the matter to the municipal council
which should terminate the lease
and order reauction or resale of
property.

n. Penal interest is calculated and
recovered or written off with the
sanction of the competent
authority.
o. Verify that when a resale is
conducted or terminated on
account of the default of the lessee,
necessary legal steps are taken for
the recovery of the loss from the
original lessee.
p. Verify if lessee vacated property
after expiry of lease period, unless
lease period is extended /
renewed. Ascertain criteria/basis
adopted for fixing lease value/rent
of the property leased and
compare the same with market rate
existing in the area. The market
rent may be ascertained from
revenue authorities.
q. The lease amount or rents
recovered were credited to
corporation or municipal fund
within the prescribed period and
delays, if any, may be commented.
All demand and collections were
posted in the DCB register. Any
rent/lease amount outstanding at
the end of the financial year was
correctly accounted in the balance
sheet.
r. If the authority fails to include
essential conditions in lease deed,
suitable comments may be offered.
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A.5.5 Ground Rent on
Advertisements
The following points should be
considered during audit of ground rent
collections on advertisements:
a. Verify if rental income is earned on
all the advertisement boards
registered with the municipality.
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b. In case of any amounts not received, check for any remissions,
agreements and waivers granted.
c. Verify if the amount for ground
rent on advertisements are accrued based on the demand or as
per the agreed contracts.

A.5.6 Water Supply Charges


 
Ɛ ƉĞƌ ^ĞĐƚŝŽŶ ϭϵϭ ŽĨ ƚŚĞ <ĂƌŶĂƚĂŬĂ DƵŶŝĐŝƉĂů ŽƌƉŽƌĂƚŝŽŶ Đƚ ϭϵϳϲ Ͳ EŽƚǁŝƚŚƐƚĂŶĚŝŶŐ
ĂŶǇƚŚŝŶŐ ĐŽŶƚĂŝŶĞĚ ŝŶ ĂŶǇ ůĂǁ͕ ĐŽŶƚƌĂĐƚ Žƌ ŝŶƐƚƌƵŵĞŶƚ͕ ĨŽƌ Ăůů ǁĂƚĞƌ ƐƵƉƉůŝĞĚ ƵŶĚĞƌ ƚŚŝƐ Đƚ
ƉĂǇŵĞŶƚƐŚĂůůďĞŵĂĚĞĂƚƐƵĐŚƌĂƚĞƐ͕ĂƚƐƵĐŚƚŝŵĞƐĂŶĚƵŶĚĞƌƐƵĐŚĐŽŶĚŝƚŝŽŶƐĂƐŵĂǇďĞƐƉĞĐŝĨŝĞĚ
ďǇďǇĞͲůĂǁƐĂŶĚĚŝĨĨĞƌĞŶƚƌĂƚĞƐŵĂǇďĞƉƌĞƐĐƌŝďĞĚĨŽƌƐƵƉƉůǇŽĨǁĂƚĞƌĨŽƌĚŝĨĨĞƌĞŶƚƉƵƌƉŽƐĞƐ͘
Ɛ ƉĞƌ ^ĞĐƚŝŽŶ ϭϯϵ ŽĨ ƚŚĞ <ĂƌŶĂƚĂŬĂ DƵŶŝĐŝƉĂůŝƚŝĞƐ Đƚ ϭϵϲϰ͕ Ă ŵƵŶŝĐŝƉĂů ĐŽƵŶĐŝů ŵĂǇ
ŝŵƉŽƐĞĚŝĨĨĞƌĞŶƚƌĂƚĞƐĨŽƌǁĂƚĞƌƐƵƉƉůŝĞĚĨŽƌǀĂƌŝŽƵƐƉƵƌƉŽƐĞƐƐƵĐŚĂƐĚŽŵĞƐƚŝĐ͕ĐŽŵŵĞƌĐŝĂůĂŶĚ
ŝŶĚƵƐƚƌŝĂů͘
ƐƉĞƌƚŚĞ<ĂƌŶĂƚĂŬĂDƵŶŝĐŝƉĂůĐĐŽƵŶƚŝŶŐŵĂŶƵĂůƚŚĞĨŽůůŽǁŝŶŐĂƌĞƚŚĞƌĞǀĞŶƵĞƐŽƵƌĐĞƐŝŶ
ƌĞůĂƚŝŽŶƚŽƚŚĞǁĂƚĞƌƐƵƉƉůǇĂŶĚƐĞǁĞƌĂŐĞĐŚĂƌŐĞƐ͘
a) Monthly water supply charges
b) Connection charges for water supply for new connections
c) Water tanker charges for supply of water at fixed rate per tanker
d) Road cutting and restoration charges (to be accounted under general fund)
e) Connection charges for new sewerage connections
f) Monthly sewerage maintenance charges, if the council decides to charge the users in future



 Ȁ 



i)

Meter readings entry register

ii)

Meter card

iii)

Demand register for water charges (KMF No 25)

iv)

Register of changes in DCB (KMF No 27)

v)

Summary statement of demand raised (KMF No 13)

vi)

Summary statement of changes in demand and adjustments (KMF No 13A)

vii) Register of House - Service Connections of water supply/Water works distribution
(Form OBS -6)
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Audit should examine whether the
following points are covered with respect
to water charges:
a. The charges for water consumption
or for the number of taps have
been correctly calculated in accordance with the conditions and rates
fixed in the bye-laws.
b. The meters have been read at approximately one month’s interval
and entries made in the water
meter cards
c. The amount of water charges collected is higher of the actual consumption or minimum water
charges.
d. There has been no delay in transmitting to the municipal office in
convenient batches, the meter readings for entry in the meter ledger.
e. There has been no undue delay in
the issue of miscellaneous bills for
the number of taps (if the tap rate
system is in force) or meter rents
and meter maintenance charges for
excess water charges.
f. Prompt steps have been taken to
collect the dues.
g. In case the bye-laws have prescribed a special fee for water supplied for building construction and
other special purposes, verify if
such fee is correctly calculated and
collected.
h. The house service connections register, meter register, meter reading
card and the meter ledgers have
been kept up to date with reference

to payment and adjustment vouchers for opening new connections,
reconnections or additional taps
and for closing or cutting of supply and that they have been preserved for the period prescribed.
i. the demands for excess water
charges, meter rents and meter
maintenance charges as the case
may be, for all the house service
connections without exception are
found in the meter ledger and demand register
j. Charges on account of excess water-supply and the bills are issued
every month and that the arrears
outstanding at the end of the year
have been brought forward to an
arrear demand register.
k. An overall verification has been
done to ascertain that the water
bill has been raised for the total
number of the connections registered. If the same has not been
raised, check whether steps have
been taken for raising the demand
and recovery is appropriately initiated.
l. On a sample basis, the arithmetical accuracy of the water bills need
to be checked for the amount
charged with reference to the unit
rates notified under the act/circular.

A.5.7 Registers/ Recovery of water
charges
(i) Register of House - Service
Connections of water supply/Water
works distribution
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It should be seen that –
a. Connections given are entered as
per the list of connections
forwarded by the Municipal
Engineer
b. The
information
whether
connection is given on tap rate
basis or meter basis is entered
c. The connection is given on meter
basis; the serial number in the
Meter Register is entered in the
relevant column.
d. The hire charges or maintenance
charges and consumption charges
are collected by issue of
miscellaneous bills and the
transaction recorded in the
Miscellaneous Bills Register.
e. The Register is maintained as
permanent record.
(ii) Water charges demand register for tap
rates
The purpose of this Register is to
provide for the record of demand,
collection and balance of water charges
in respect of taps sanctioned on tap rate
basis. It should be seen that: –
a. Particulars are entered in this
Register based on the entries in
the House Service Connection
Register.
b. The demand is worked out on the
basis of the charges fixed by the
Municipal council.
c. Collections are posted month wise
on the basis of the entries in the
Challan Register.
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d. Annual abstract of demand,
collection and balance is
prepared at the end of the year.
(iii) Meter Register
It should be seen:
a. That the connections issued on
meter basis are entered as per list
forwarded by the Municipal
Engineer.
b. That the date of application for
meter, date of providing meter and
diameter of the meter are entered
in the register.
c. That the Register is maintained as
permanent record.
State Government has revised water
charges for water supplied by
corporations and municipalities
excluding BBMP. Charges for
underground drainages and one-time
connection charges for water and UGD
have also been revised.
Auditors may refer to Govt. Order No.
£À C E 07 AiÀ Ä ÄqÀ § Äè ö åJ¸ï 2011, dated
20-07-2011 and check whether recoveries
for water supplied, underground
drainages and connection for both
metered and unmetered connections
recovered are in accordance with the rates
approved in the said Government Order
from time to time.
Details of rates as provided in the said
Government Order are as follows:
iv) Check whether total number of
metered
and
unmetered
connections from which water,
UGD charges are recovered match
by and large, with the total number
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(i) For metered connections - water rates per month
Extent of water
consumption in
Kilo litres

Domestic(Rs.)
/ kilo litre

Non domestic
(Rs.)/ kilo litre

Commercial/
industrial (Rs.)/
kilo litre

0-8

7

14

28

8-15

9

18

36

15-25

11

22

44

Above 25

13

26

52

Subject to
minimum of

Rs.56/per
month

112/ per
month

224/ per
month

(ii) For unmetered connection-water rates per month
Type of consumer

Corporation(Rs.)

City municipal
council (Rs.)

Town municipal
council/town
Panchayats
(Rs.)

Domestic

175

120

80

Non Domestic

350

240

160

Commercial/
industrial

700

480

320

Non Domestic

Commercial/
industrial

(iii) one-time connection charges
Domestic

Water (Rs.) UGD Water (Rs.) UGD

Water (Rs.)

UGD

Corporation
(excluding
BBMP)

2500

15

5000

30

10000

60

City Municipal
Council

2000

15

4000

30

8000

60

Town Municipal
Council/Town
Panchayats

1000

15

3000

30

6000

60
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of properties registered as per
register of properties/assessment
of properties tax register. If there
is difference between these two,
analyze the reason for the same
and non recovery of water/UGD
charges may be observed and
commented suitably.
v) Also check whether rates for
supply of water are revised and
effected once in three years as
provided in Govt. Order No. £ÀCE
07
AiÀÄÄqÀ§ÄèöåJ¸ï
2011,
dated:20-07-2011. If not, comment
on this lapse and also compare
expenditure on maintenance of
water supply and UGD with
water/UGD charges recovered
and highlight the deficiencies of
system and need on revision of
rates from time to time.
vi) Check that DCB register in
prescribed form (KMF 25) was
maintained and demand collection
balance details were shown
against each connections and the
total also indicated.

A.5.8. Hire Charges for Equipment
The following points should be
considered in the audit of equipment hire
charges:
a. Check if particular equipment is
authorized to be given for hire to
public and a valid lease agreement
has been entered into with the lessee.
b. Check the transactions with reference to terms of agreements regarding
150
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▲

Lease deposit

▲

Rental amounts to be charged

▲

Penalty in case of default

▲

Penalty for damages

A.5.9 Rents from Community Halls,
Guesthouses, Auditoriums, etc.
In case of rental collections, it should
be seen that,
a. a separate register is maintained
for all the rooms in the Community
halls, Guesthouses etc. for which
rents are charged from the
occupants.
b. the register contains full
particulars regarding the name and
address of the occupants, the exact
time and date of occupation and
vacation by the parties.
c. the rent due has been collected
correctly with reference to the rates
fixed and the period of occupation.
d. receipts in the prescribed form are
issued for all the amounts
collected.
e. the party’s signature has been
obtained on the reverse of the
counterfoil of the receipts.
f. the number and date of the
miscellaneous receipt on which the
rent was collected have been noted
against the concerned item in the
register.
g. the amounts collected have been
correctly credited to municipal
funds.
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h. there are no unusual delays in the
remittance of collections to
municipal funds
A.5.10Regularization Charges
Following checks are to be conducted
in the audit of regularization charges:
a. It should be checked whether all
the receipts are acknowledged and
whether a separate demand register is maintained in the KMF No
25 for the items of the register.
b. Verify if the municipalities levy the
regularization charges for supply
of water for drinking and other
purposes.
c. It should be seen whether the water connections are given and fees
for the supply of water recovered
in accordance with the provisions

of the bye laws of the Municipality.
A.5.11 Road Cutting and Restoration
Charges
Following checks are to be conducted
in the audit of Road cutting and
restoration charges:
a. Verify if the Road cutting and restoration charges are levied in case
of all the new water and UGD connections and also for any work
done for the repairs in existing
water and UGD connections
b. Check if the amounts levied are as
per the rates decided in the council meeting.

A.5.12 Fees for Temporary Projections and Erections


   
dŚĞŽŵŵŝƐƐŝŽŶĞƌŵĂǇŐƌĂŶƚ͕ƵŶĚĞƌ^ĞĐƚŝŽŶϮϬϴŽĨƚŚĞ<ĂƌŶĂƚĂŬĂDƵŶŝĐŝƉĂůŝƚŝ
ĞƐĐƚ
ϭϵϲϰ͕ĂůůŽǁŝŶŐƚŚĞŽĐĐƵƉĂƚŝŽŶŽĨ͕ŽƌƚĞŵƉŽƌĂƌǇĞƌĞĐƚŝŽŶŽĨƐƚƌƵĐƚƵƌĞŽŶ͕ĂŶǇƐƵĐŚƐƚƌĞĞƚƐŽƌ
ƐƉĂĐĞƐĨŽƌĂŶǇŽƚŚĞƌƉƵƌƉŽƐĞƐŝŶĂĐĐŽƌĚĂŶĐĞǁŝƚŚďǇĞ
ͲůĂǁƐŵĂĚĞƵŶĚĞƌƚŚŝƐĐƚ͘,ĞŵĂǇĂůƐŽ
ůĞĂƐĞƌŽĂĚƐŝĚĞƐĂŶĚƐƚƌĞĞƚŵĂƌŐŝŶƐĨŽƌĂƚĞŵƉŽƌĂƌǇƉƵƌƉŽƐĞĨŽƌĂ
ƉĞƌŝŽĚŶŽƚĞǆĐĞĞĚŝŶŐĨŽƵƌ
ĚĂǇƐŽŶƉĂǇŵĞŶƚŽĨƌĞŶƚŝŶĂĚǀĂŶĐĞ͘ 

a. Verify if all the encroachments
noticed and reported are entered
in the Register of Encroachments.
b. Verify that the licences granted are
entered in the Register of

Encroachments against the relevant
items.
c. Verify if the fees levied are as per
the council resolution rates.

151

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

Audit Manual

A.5.13 Building Permission Fees


   
 ǀĞƌǇƉĞƌƐŽŶǁŚŽĐŽŶƐƚƌƵĐƚƐŽƌƌĞĐŽŶƐƚƌƵĐƚƐŽƌĂůƚĞƌƐŽƌĂĚĚƐƚŽĂďƵŝůĚŝŶŐƐŚŽƵůĚƐƵďŵŝƚ
ĂƉƉůŝĐĂƚŝŽŶƚŽƚŚĞŽŵŵŝƐƐŝŽŶĞƌ ͬŚŝĞĨKĨĨŝĐĞƌ  ĨŽƌĂƉƉƌŽǀĂůŽĨƚŚ ĞƐŝƚĞĂŶĚĨŽƌƉĞƌŵŝƐƐŝŽŶƚŽ
ĞǆĞĐƵƚĞƚŚĞǁŽƌŬŽŶƉĂǇŵĞŶƚŽĨĨĞĞƐĨŽƌƉĞƌŵŝƐƐŝŽŶĂŶĚďĞƚƚĞƌŵĞŶƚĐŚĂƌŐĞƐƵŶĚĞƌ^ĞĐƚŝŽŶϭϴϳ
ŽĨƚŚĞ<ĂƌŶĂƚĂŬĂDƵŶŝĐŝƉĂůŝƚŝĞƐĐƚϭϵϲϰ͘ 

Audit should:
a. Verify if such permissions are
noted in a separate register.
b. Verify if the amounts collected for
such permissions are reconciled
with the registers.
A.5.13 ( A) Regulations of Buildings:Constructions of buildings of various
types and purposes are regulated under
Sections 295 to 320 (Chapter 5 of KMC Act
1976), Section 187 of KMA 1964 and
byelaws framed by the respective urban
local bodies. Auditor needs to study
these provisions and ensure compliance
with the same. The issues suggested for
examination by audit include inter alia
the following.
i. Fees as prescribed under relevant
byelaws/rules were recovered and
credited to the funds of Urban
Local Body for grant of
permission/licence
for
construction/re-construction/
alterations of any building.
ii. In case of building which are to be
used for cinematograph exhibition,
building plan/ specification were
in accordance with Karnataka
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Cinemas Regulation Act (Section
304 of KMC Act)
iii. Construction/reconstruction/
alteration commenced within 2
years / 6 months of grant of
permission/ fresh permission
obtained thereafter for building or
hut respectively (Section 306 & 318
of KMC Act) and in case of
municipal areas permission /
licence granted for construction/
reconstruction/alteration
commenced within 1 year from the
date of such permission (Section
187 (6) of KMA 1964.
iv.Proper records/registers/files
were maintained in respect of
licences/permissions granted.
Auditors may review such records
for 2 or 3 years preceding the
period of audit and identify the
cases where works were not
commenced within the prescribed
period and licences not renewed
and comment suitably.
v. Completed buildings were added
to the Register of Assessment of
Property Tax and tax recovered.
vi.Periodical survey/inspection was
conducted to ensure compliance
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with conditions and rules of
permission for construction of
buildings.
vii. If Byelaws have provided for
recovery of expenses incurred by
the corporation or municipal
council for removal of any work,
alteration or demolition of any
building /portion of the building
built in violation of condition of
permission or provision of Act &
rules (Section 308 & 321 of KMC
Act/section 187 (9) (e) of KMA
1964). It must be verified whether
Penalties as provided in Section
436 of KMC Act were levied.

A.5.13 (B) Regularisation of certain
unlawful buildings
Section 321A of KMC Act / Section 187 A
of KMA 1964 read with Section 76 FF of
KTCP Act 1961 provided for
regularisation of certain unlawful
constructions subject to payment of fees
as prescribed in respect of buildings
constructed prior to 3rd December 2009 in
corporation areas and after 2004 when
Section 76 FF of KTCP Act became
effective in municipal areas.
The applications for regularisation of
violations as mentioned in these
provisions have to be submitted within
4 months of the amendment (i.e.., 2004)

Details of the fees payable and extent of the violation permissible are as follows:
Nature of
building

Residential

Extent of setback
/Floor area violation
permissible,
not exceeding

Fees payable as a percentage
of the value of portion
of building built in violation of
rules.
CorporationaArea

Municipal Area

25 % of norms

6

10

50% of norms

8

25

Non - Residential 12 and ½ % of the norms 20
25 % of norms

35

25
40

Auditors may verify whether survey was conducted to identify such buildings and
violations. If no such data is available, comment on the lapse. Number of cases
regularized during the period covered by audit may also be verified.
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A.5.14 Revenue from Market Fees and Fees from Slaughter Houses


 Ȁ  
i)

Miscellaneous DCB Register (KMF No 26)

ii) Summary of Demand register (KMF No 13)
iii) Collection register
In cases where the collection of any
revenue, such as market fees, cart-stand
fees, etc., is managed by ULBs, the
following checks should be exercised.
a. Verify that the receipts having a
fixed value printed on them have
been issued for collections.
b. Check the total number of different
kinds of receipt issued and the
amount realized arrived at by
multiplying the number of receipts
by the rate thereof.
c. The counterfoils of the receipts
issued should be examined in
detail for sample number of
months and ascertain whether
there are any short credits or
delays in credit, etc.
d. If, in the course of the test audit,
any serious irregularities are
noticed, further detailed check
should be exercised as the auditor
may consider necessary.
The auditor should also see –
a. Whether the proper accounts as
prescribed, is kept for the receipts,
issues and balances of the printed
receipt books.
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b. Whether the books have been
machine numbered and stamped
with the council’s common seal and
the total number of pages each
book contains is certified by the
Commissioner or any other
responsible officer.
c. Whether proper collection
registers are maintained by the
officers entrusted with the
collections.
d. Whether the remittance shown as
made by them have all been
brought to account in the
municipal office.
e. Whether the municipal office
exercises proper check over the
realizations.
f. Whether the balance of books in
the office have been verified by any
responsible officer.
g. Those with the collecting officers
as well as the accounts books with
them have been likewise verified
at irregular intervals.
h. Whether adequate security has
been taken from the persons
entrusted with the collection work.
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i. In case the Market fees are not
collected directly, verify if the same
is leased out to other individuals
and only the lump-sum lease
amount is collected.
j. Regarding Public markets, please
refer to section 368 and 369 of KMC
Act 1976/Section 243 and 324 of
KM Act 1964 and Rule 64 to 71
(Chapter 12) of Municipal
Accounting and Budget Rules
2006.
i)

Ascertain total number of
Public markets (i.e. markets
acquired,
constructed/
maintained
out
of
corporation/ municipality
funds are deemed to be public
markets) under the control of
corporation/municipalities
total area/places available in
each public market for being
let out.

ii) Check whether entire area
available for being used as

markets, has been actually
used, if not, the extent to which
they remained vacant, period
for which remained vacant and
reasons for the same may be
verified. Consequences of
keeping any such places/area
vacant which could have been
used in any public market may
be analyzed and commented,
and loss of rent, if any
commented..
iii) Check whether fees/ rates
determined by the concerned
standing committee has been
recovered and accounted
correctly.
iv) Check whether Municipal
Council maintained register of
properties yielding revenues.
Check that rent in respect of all
such buildings are recovered
and accounted. Check whether
Municipal Commissioner has
verified entries in the register
and certified them as correct.

A.5.15 Fees from Jatra, Urus,etc.


    
^ĞĐƚŝŽŶϭϯϳŽĨƚŚĞ<ĂƌŶĂƚĂŬĂDƵŶŝĐŝƉĂůĐƚ͕ϭϵϲϰĞŶĂďůĞƐƚŚĞDƵŶŝĐŝƉĂůŝƚǇƚŽůĞǀǇĨĞĞƐĨŽƌ
ĐŽŶĚƵĐƚŝŶŐĂŶǇ:ĂƚƌĂŽƌhƌƵƐ͕ďǇƉĂƐƐŝŶŐĂƌĞƐŽůƵƚŝŽŶĂŶĚǁŝƚŚƚŚĞƉƌĞǀŝŽƵƐƐĂŶĐƚŝŽŶŽĨƚŚĞ
ŐŽǀĞƌŶŵĞŶƚ͘ 

 Ȁ  
i)

Collection register
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The audit should:
a. Check whether the fees are
collected at the sanctioned rate
b. Check whether penalty for any
breach of the rules for collection of
the fees is recovered at the rate
prescribed in the Act.
c. Check whether a separate head has
been credited with the fees
collected from the Jatras under
Section 137 of the Karnataka
Municipalities Act, 1964
d. Check if the sums collected as fees
for Jatras, Urs have been
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exclusively used for the purposes
specified in the Act.
e. Collect details of occasions/events
of conducting Jatras/public
functions etc., for which
permissions are granted. Check
whether fees as prescribed by
Municipal Corporation/councils
are recovered in all such occasions.
For this purpose, details of events/
functions occurred over last 2 or 3
years may be analyzed. Resolution
registers / files according
permission to such events may also
be verified to cross check that
prescribed fees are recovered in all
cases.

A.5.16 Development and Betterment Charges


 Ȁ  
i)

Collection register

a. Check if application scrutiny fees
and other charges levied by the
Executive Authority and other
charges viz, development charges
and betterment charges for grant of
permission
for
layouts,
construction and reconstruction of
buildings, in accordance with the
norms laid down therein on
payment of the fees are charged as
prescribed.
b. Verify if the complete record of all
the permissions issued for
construction of buildings are as
per the Building rules.
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c. Verify that fee for scrutiny of
applications, development charges
and betterment charges have been
collected as prescribed in the
rules/by-laws in each case and
accounted for.
d. Review if the dates of completion
or occupation are noted against
each case,
e. Review whether the register has
been verified by the authorized
personnel.
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A.5.17 Fees for Issue of Certificates
The following are the different kinds
of fees collected for issuing various
certificates
●

khata extract and khata transfer

●

Birth and Death certificates.

The Municipality may collect fees for
issue of the above said certificates at the
prescribed rates. The audit checks are:
a. Verify if the fees collected for issuing the certificates are at the rates
prescribed in the schedule notified.
b. A valid certificate is issued in the
prescribed format and a receipt is
given for the receipt of money.
A.5.18 Entry and Parking Fees
Following are the audit checks in case
of entry and parking fees:
a. Whether parking places are maintained by the Municipal authorities and parking fees are collected
and accounted properlyb. Check
the number of pre-printed receipts
issued to the authority concerned
for the entry and parking fees.

c. Verify if the tickets issued are serially numbered and check the
number of tickets issued in each of
the ticket booklets issued.
d. Check the arithmetical accuracy of
the amounts collected by multiplying the number of tickets issued
with the price of the tickets.e.
Total amount of parking fees collected/accounted over a period of
time say last one or two years may
analyzed and comment on trends
of receipts.f. If the tickets are not
issued, verify the parking spaces
are leased to different individuals
and the lease amounts are collected
from them for an agreed period.
Any control registers are maintained
g. If the parking places are auctioned,
the procedure adopted may be examined, whether it was auctioned
by giving publicity for the same.
h. Minimum bid amount has been revised from time to time in case of
public auction of facilities of parking places.
i. Bid was confirmed in favour of
highest bidder. If parking place is
leased, the audit check suggested
for leasing of property are applied
here also.

A.5.19 Sales Proceeds of Solid Waste, Debris and Silt


 Ȁ  
i)
ii)

KMF No 26- Miscellaneous DCB Register
Collection register
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Points to be considered in relation to
sales proceeds of waste, debris and silt
are:

c. Check if the receipts of the sales are
shown in the register KMF No-26Miscellaneous DCB Register.

a. Verify that the orders of the
municipality are obtained for
disposal/ of the solid waste,
debris and silt.

d. Verify if the amount of sale
proceeds are accounted on the
receipt basis.

b. Verify whether they are sold in
public auction if ordered by the
municipality.

e. Check if all the revenue on sale
proceeds under this head is
accounted under Water supply
and sewerage fund.

A.5.20 Sales proceeds from Tender Forms and Publications.


 Ȁ  
i)

KMF No 26- Miscellaneous DCB Register

ii)

Collection register

iii)

Tender files

iv)

Contract agreement

Following are the audit checks in case
of receipts from sale of tender forms and
applications:
a. Verify if all the sale proceeds of the
tender forms have been accounted
on the receipt basis.

b. Check if the amounts collected
have been recorded in the register
KMF No 26 Miscellaneous DCB
register.
c. Verify if the amounts collected are
as per the rates prescribed.

A.5.21 Lapsed Deposits and Forfeited Deposits
Statute Reference
Rule 117 of Karnataka Municipal Accounting Rules, 2006 prescribes that deposits
remaining unpaid for three years will be lapsed and credited to the revenue head of
account. The Security Deposits, EMD paid by the contractors or suppliers are forfeited
for breach of the conditions of contract and credited to revenue head of account.
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The audit should:
a. Verify if a voucher is passed for
crediting the lapsed deposits to
revenue head of account.
b. Verify that a separate register
called Register of Lapsed Deposits
is maintained.
c. Verify that the refund of deposits
made from the Register of Lapsed
Deposits, if any, is made with the
sanction of the council.
d. Verify that the fact of refunds of
lapsed deposit is noted against the
relevant entry.
A.5.22 Infrastructure and Solid Waste
Management Cess
a. Verify if the Infrastructure cess has
been levied on all the motor

vehicles within the city at the rates
prescribed in the Act.
b. Verify if the Solid Waste
Management Cess has been levied
on the owner/ occupier of the
buildings or lands or both in the
city at the rates specified in the Act.
A.5.23 Sales Proceeds from Disposal of
Fixed Assets and Investments
In case of Disposal of Fixed Assets, it
should be seen:
a. That the orders of competent
authority to enter into contracts has
been taken for the disposal of old
and unserviceable tools, plants
stores and materials and old assets
by sale or by public auction
b. That the receipts from all such
sales are shown in the Register of
miscellaneous sales.

A.5.24 Grants


   
 As per Section 102 K of the Karnataka Municipal C

orporations Act 1976, State

determine.
a) Specific Grants
As per the rule 2 (19) of KMABR, 2006, any grant received for a specific
purpose, or use in a particular m anner or proportion as per the terms and
conditions of the grant are called specific grants. The Municipal Councils
receive grants from State Government, Central Government and other agencies
under schemes and for providing public amenities for specific purposes.
Some of the examples under the specific grants are as follows.
•

Swarna Jayanthi Shahari Rojgar Yojana

•

Infrastructure Development Scheme for Small and Medium
Towns (Component of JNNURM)

•

Urban Infrastructure Development Scheme for Small and
Medium Towns (Component of JNNURM)
b) General Grants
As per the rule 2(20) of KMABR, 2006, any grant received which does not
have any condition attached to its usage and can be used for other purposes
is called general grants.
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The following are the audit
checkpoints to be observed at the time of
auditing the grants.
The audit should:
a. Verify if the grants are utilized for
the purposes for which they are
released.
b. Verify if the amounts are spent as
per the guidelines issued in the
order wherein the grant is released
c. Check if the amounts are spent
within the time stipulated by
Government.
d. Seek explanations for amount not
utilized for the specified purpose
and consider their treatment to be
undertaken as per the stipulated
rules.
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received and the purposes are mentioned
below
1) SFC Salary grants- Grants received
to meet the salary expenses of the
ULB staff.
2) SFC Electricity grants- Grants
received to meet the electricity
charges.
3) SFC Untied grants- Grants received
for development purposes.
The following aspects with regard to
the SFC grants need to be verified.
a. Whether the amount of grants
received have been spent on the
specified purposes for which it has
been sanctioned.

e. Check if the unspent amount has
been refunded to the grant
releasing authority

b. Whether the grant has been
recognized as an income at the
time of the receipt and it is
accounted under the General
Fund.

f. That the grant releasing has been
addressed for reimbursement of
the excess expenditure, if any.

A.5.26 Audit Checks for the Register of
Grants

Note: The auditor should make a note
of the reasons for
●

not utilizing the grant in full

●

not refunding the unspent grant

●

Excess expenditure under the grant
not getting reimbursed.

It should be seen:
a. That a grant register in KMF No 35
shall be maintained by the
accounts department to record
details of
▲ each

specific grant received

▲ unutilized

A.5.25 Audit Checks for State Finance
Commission (SFC) - Grants

▲ refund

These are grants received by the ULB
from the government for the specified
purposes. Some of the SFC grants

▲a
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▲ dates

grant amount

of unutilized grant

of receipt of the Grants

separate page should be
opened for each account
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b. That all the Grants to be received
from Central Government, State
Government, State Finance
Commission are entered in the
register account-wise,
c. That the particulars of Grants
received during a period of three
years are written account-wise in
the same register to watch the
receipt of Grants as to the
quantum to be received and
approximate time of receipt,
d. That the action is taken by the
Municipal council, if a particular
grant receivable during previous
year is not received in the current
year and if there is considerable
shortfall in the quantum received
in the case of any Grant.
A.5.26 (A) Grant of Licence/permission
to use places for certain purposes
a) Check whether corporation/
municipality has prescribed byelaws/resolution for levy and
collection of fees for grant of
licence/permission to use places
within city or 5 kilometers of city
limits for purposes mentioned in
schedule X/Section 353. KMC Act
1976. Section 354 and section 362
of KM Act 1976 may also be
referred.
b) Check whether such licence fees
mentioned above are recovered
and accounted properly.
c) Check whether any control
registers/systems exist to ensure
that, without permission, no
person/agency can use any place

for purposes mentioned in
Schedule X/ Section 354/Section
362 and provision of Section 443 of
the KMC Act 1976. Also refer to
Section 256 and Section 149 and
Part I or Part II of schedule XIII of
KM Act 1964 regarding grant of
licence/ permission and payment
of fees.
d) Check Register of Licences issued
and ensure all cases were entered
therein and fees recovered.
e) Check whether any periodical
inspections of such places referred
above, are conducted to ensure
compliance with conditions of
licence/ permission. If no
periodical inspection of such
places is prescribed /conducted,
comment
on
inadequate
monitoring on use of places for
these specified purposes.
A.5.27 Penalties
For levy of penalties, refer to Section
431 to 442 of KMC Act 1976/Section 263
of KM Act 1964.
Check whether penalties are levied for
infringement of provisions of KMC Act
1976/KMC Rules or any directions/
orders issued thereunder, and specified
in schedule XI and XII. Check whether
any system is in place to detect violations
of provisions of Act/Rules/orders such
as periodical inspections, survey, etc. If
no such procedure is followed, comment
on lack of proper control systems.
A.6 Audit checklist for Expenditure
Items
Audit checks for some of expenditure
which are available in all types of auditee
161

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

institutions can be referred to in the
previous Section related to generic
checklists. Audit checks specifically
applicable to Urban Local Bodies are
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mentioned in the section below with
appropriate reference to the Common
Audit Checks of Expenditure.

A.6.1 Establishment bills
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i)

Proposition Statement for Revision of Establishment (KMF No. 48)

ii)

Scale Register (KMF No.49)

iii) Pay Bill cum Acquittance Roll - (KMF No. 50)
iv)

Abstract of Pay Bill cum Acquittance Roll (KMF No. 50A)

v)

Periodical Increment Certificate (KMF No. 51)

vi)

Annual Return of Establishment (KMF No. 52)

vii) Register of Advances (KMF No. 61)
viii) Register of Interest on Loans & Advances (KMF No. 62)
In the audit of establishment expenses
of Urban Local Bodies, in addition to the
general checks prescribed in Paragraph
1.1 above, the auditors should verify
whether there is sanction by a competent
authority for all the posts as per the KMF
No 49 – Scale register and also check
whether the pay scales and pay drawn
are as per the above register.
A.6.2 Audit of Registers relating to
Establishment Bills
The following are the list of registers
that need to be maintained in relation to
employee related transactions. The
following checks need to be made at the
time of verification of these registers.
1) Proposition Statement for Revision of
Establishment (KMF No. 48)
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a) Verify whether any addition/
modification of existing
sanctioned establishment is
entered in KMF 48 giving full
explanation for the grounds of
the proposed change.
2) Scale Register (KMF No.49)
a) Verify if the appointments are
entered into the scale register
under the initials of Municipal
Commissioner or Chief Officer
or the Officer authorized by
him.
b) Verify if the revised number of
posts and scale of pay and
allowances are noted in the
specific columns.
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c) Verify if the detailed components
of pay (including revisions made
thereon) are entered in the Pay
register.
3) Pay Bill cum Acquittance Roll (KMF No. 50)
a) Verify if the Pay bill cum
acquittance roll matches with the
employee muster roll, service
books, etc.
b) Verify if the components of salary
with computation of net pay, gross
pay and details of deductions are
entered into this register and check
the arithmetical accuracy of the
different deductions.
4) Abstract of Pay Bill cum Acquittance
Roll (KMF No. 50A)
a) Verify if a separate account wise
and code wise summaries of the
Pay Bill of KMF No 50 are entered
in the extract.
b) Check if monthly approvals of the
Commissioner/Chief Officer or the
authorized officer are obtained.
5) Periodical Increment Certificate
(KMF No. 51)
a) Check if all the periodical
increment certificates are prepared
for municipal employees in this
prescribed form.

6) Annual Return of Establishment
(KMF No. 52)
a) Verify whether a detailed
statement
of
pensionable
establishments as on 1st March is
prepared in the register
b) Such a return is prepared for
temporary and permanent
employees in respect of both
pensionable and non-pensionable
employees.
c) Whether such statements are being
sent to the Pension Sanctioning
Authority not later than 15th May
every year.
7) Register of Advances (KMF No. 61)
This contains details of advances
made to each employee. It must be seen
whether a separate register is maintained
for each type of advance.
8) Register of Interest on Loans &
Advances (KMF No. 62)
a) Whether details of interest on
loans granted to employees is
entered in this register.
b) Check whether the details of
interest accrued and recovered is
entered.

b) In respect of periodical increment
certificates for drawing officers
(non-gazetted), whether the same
is passed by the next higher
authority.
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A.6.3 Honorarium to the Members of the Committees


   
 ƐƉĞƌ^ĞĐƚŝŽŶϭϳŽĨƚŚĞ<ĂƌŶĂƚĂŬĂDƵŶŝĐŝƉĂůŽƌƉŽƌĂƚŝŽŶĐƚ͕ϭϵϳϲ͕ĨƌŽŵŽƵƚŽĨƚŚĞ
ĐŽƌƉŽƌĂ ƚŝŽŶĨƵŶĚƐ ͕ƐƵĐŚŚŽŶŽƌĂƌŝĂ͕ĨĞĞƐŽƌĂůůŽǁĂŶĐĞƐĂƐŵĂǇďĞĚĞƚĞƌŵŝŶĞĚďǇƚŚĞ
'ŽǀĞƌŶŵĞŶƚŵĂǇďĞƉĂŝĚƚŽDĂǇŽƌ͕ƚŚĞĞƉƵƚǇDĂǇŽƌĂŶĚƚŚĞĐŽƵŶĐŝů ůŽƌƐ͘

a. Check if the honorarium paid to the
councillors is paid as per the
prescribed government orders.
b. Check if a separate register is
maintained for the payment of
Honorarium and signatures to be
verified for the receipt.
c. Section 17 of K.M. Corporation Act
may be referred. Check whether
Honararia fees and allowances
paid to Mayor, Deputy Mayor and
councillors were in accordance
with rates approved by the
Government.
In case of
Municipalities, refer to Section 18A
of KM Act 1964, with respect to
fees/allowances payable for
attending meetings of various
committees of municipal council.
Check the period for payment of
fees/allowances with attendance
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maintained/meeting proceedings,
etc.,
A.6.4 Public works expenditure
Execution of works /tendering/contracts by corporations and municipalities
are regulated by the provisions of KTPP
Act and Rules. Audit checks suggested
in para 1.4 to 1.4.6 (procurement of goods
and services) apply mutatis mutandis.
Check whether administrative approval of estimates and contracts made
by different authorities, of corporations
are within financial powers delegated to
them.
Refer to section 181 and 182 of KMC
Act 1976 and Rule 6 and 6A as amended
from time to time and also rule 7 of KMC
rules 1977.
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Details of delegation of financial powers as provided in these rules (including
amendments up to 4/2011) are as follows:
Financial powers to accord administrative approval for estimates (Rule 6 of KMC
Rules)
Commissioner

Standing

Corporation

DMA

Govt.

committee

Not exceeding

Exceeding

But dose

Exceeding

not exceed

BBMP

Other

Rs. 50 Lakhs

Rs. 30Lakhs

than

But dose

exceeding

Exceeding

not exceed

But dose

Exceeding

not exceed

Rs. 50

Rs. 200

Rs. 200

Rs. 500

-

-

Rs. 500

Lakhs

Lakhs

Lakhs

Lakhs

Rs. 30

Rs. 50

Rs. 50

Rs. 100

Rs. 100

Rs. 200

Rs. 200

Lakhs

Lakhs

Lakhs

Lakhs

Lakhs

Lakhs

Lakhs

Lakhs

BBMP

Financial powers to make contracts for procurement of services, goods, execution
of works (Rule 6A of KMC Rules)
Govt.

DMA

Corporation

Standing
Committee

Commissioner

Exceeding

Not
exceeding

Not
exceeding

Not
exceeding

Not
exceeding

BBMP/with
tender premium
not more than

Rs. 500 lakhs

-

Rs. 500 lakhs
15% of CSR

Rs. 250 lakhs Rs. 60 lakhs
12% of CSR
8% of CSR

Other
30 lakhs
tender premium
not more than

Rs. 200 lakhs

Rs. 200 lakhs Rs. 100 lakhs
15% of CSR
12% of CSR

Rs. 50 lakhs
8% of CSR

Rs. corporations
8% of CSR
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Check also that the estimates are not
split into smaller values/more than one
contract made for different component of
the same work (civil work, supply
equipments) to avoid sanction of higher
authorities.
Check whether in respect of estimates
exceeding Rs. 20 lakhs the e- tendering
method was adopted in BBMP and check
for compliance with KTPP Act 1999/Rule
2000 vide rules 7 of KMC Rules 1977 (as
amended in 1/2011, Notification UDD 59)
May 2009 (Pt-2), dated 17-01-2011.
For audit checks of Public Works
expenditure, please refer Paragraph 1.4.
Verification of the registers relating to
public works
1. KMF No 38- Contractor’s bill
a. Verify the fact that for every bill it
is stated whether it is a running bill
or a final bill.
b. Check if the details of the work
done, work order reference, gross
value of work, deductions from the
bill and the net amount are
recorded in this register.
c. Verify if all the entries are
authorized by the signatures of the
relevant personnel.
d. Verify that recoveries towards
sales tax, royalty, Income Tax are
made in the bills and are remitted
to Government without delay.
e. Quantity of works as entered in the
bill agreed with corresponding
entries in the measurement books
and works were check measured
166
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as prescribed (Refer to rule 76,80
& 81 of KMABR 2006)
2. KMF No 39- Nominal muster roll
a. Verify if details of all the labourers
on daily wages engaging in the works
contract is captured in this register with
all the relevant details required as per the
Rule 78 of KMABR, 2006.Check part II of
Nominal Muster Roll (MaR 53) (KMABR
2006) for quantity of work executed by
daily labourers. Work done has to be
measured and entered in part II of NMR.
Check whether work executed was
commensurate with the amount shown as
spent thereon as per schedule of rates. If
the amount shown as spent in NMR for a
particular work is higher than the
expenditure that would have been
incurred at schedule of rates, analyse
excess expenditure and comment. Refer
to rule 78(4) of Karnataka Municipal
Accounting and Budget rules 2006.
3. KMF No 40- Daily labour report
a. Verify if all the details of
subordinate in charge of work,
details of labour employed are
recorded every evening.
b. Verify if the details of KMF No 39
are fed into the details of this
register and reconciliation is
performed.
4.KMF No 41- Register of Public works
a. Verify if the details of all the public
works have been recorded in this
register along with details of
various bills raised under the work
order,
deposits
received,
refunded, etc.
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5. KMF No 42- Summary statement of
status of Capital work-in- progress
a. Verify if the amount of capital work
in progress has been prepared on
a quarterly basis.
b. Also check if the details of work
orders remaining unexecuted are
also recorded.
c. In case of Deposit works, verify if
the amount paid to Public Works
Department (PWD) of the State
Government are treated as
advance and the expenditure
incurred by PWD are adjusted
against the advances paid and
transferred to Capital Work in
progress.
d. In case of delegated loan works,
verify if the amount of loan is
treated as advance to the agency,
and also the loan from the
government or as public issue of
securities.
e. In the above case, check if the
amount of expenditure incurred by
the agency is adjusted against the
advances to the agency and is
transferred to capital Work in
progress. Verify if the payments/
adjustments made towards
repayment of loan is reduced from
the loan liability.
A.6.4(i) Execution of public works by
Municipal councils
Refer to Rule 73 to 85 (Chapter 14) of
Karnataka Municipal Budgeting
Accounting rules 2006 and Sections 345
and 346 of Karnataka Municipalities Act
1964 regarding powers to make contracts.

Please refer to Karnataka Municipalities
(Preparation of Plans and Estimates and
Execution of Municipal works) Rules
1966 (Notification No.: UDD TMS 2002,
Dated: 28.12.2002
1) In all cases where work was
executed through public work
divisions as deposit contribution
works, check the actual
expenditure incurred on each work
as against advance deposited with
the division and verify whether
unspent amount was refunded to
ULBs.
2) In respect of works executed by
Municipal Council directly, check
that rates paid are in accordance
with schedule of rates of Public
Works Department and the works
are approved by Municipal
Council.
3) Register of Public Works - Refer to
Rule 79 of Karnataka Budgeting
and Municipal Accounting Rules
2006 regarding maintenance of
Register of works. Check whether
all works under taken by
Municipal Council are entered in
this register while conducting a
review of work register, identify
works that have remained
incomplete and analyze reasons
for the same. Comment on works
that remained incomplete for over
2 to 3 years.
4) Verify that mobilization advance
to contractors are made against
security/bank guarantee. Check
whether secured advance was
recovered in Running Account
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2006) with complete details such
as place, measurement, period of
work, expenditure, reference to
measurement books, vouchers and
contract. The register may be
reviewed for two or three years to
identify whether works were
carried at the same place
repeatedly/frequently and in such
cases analyze reasons and
comment suitably.

Bills of the Contractor KMABR
2006 (rule 76).
5) Check that payment to contractors
are made only through cheques.
6) In respect of purchase of Electrical
Items check that rates paid are in
accordance with Schedule of Rates
of respective Electrical Division of
KPWD.
7) Verify whether Register of
estimates is maintained as
prescribed in rule 5 of the
Karnataka
Municipalities
(Preparation of Plans and
Estimates, and Execution of
Municipal Works) Rules 1966 and
sanction accorded for all estimates
are entered in the Register.
8) Execution of construction/repairs
/maintenance of works of roads,
drains and culverts etc, were
entered in the register maintained
in KMF 44A (Rule 87 of KMABR
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9) Verify whether Technical and
administrative approval accorded
by different authorities, were
within the powers delegated to
such authorities (refer to Rule 8 and
9 of rules (K.M. (Preparation of
Plans, Estimates and Execution of
Municipal Works) Rules). Check
for estimates were not split into
smaller values to avoid sanction/
scrutiny from higher authorities.
Details of delegation of powers as
provided in these rules are as
follows:

(I) Technical Sanction of estimates for Municipal Engineer of the rank

Executive Engineer

AssistantExecutive
Engineer

Assistant Engineer

Not exceeding
Rs. 20 lakh in each case Rs. 5 lakhs in each case
In case of an estimate of value of Rs. 20
lakhs and above verify whether technical
sanction obtained from competent
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Rs. 2 lakh in each case

authority other than Municipal Engineer
such as public works department at
appropriate level.

Audit Manual

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

A.6.4 (ii) Administrative approval of plans and estimates
Town Panchayat (T.P.)

-

Not exceeding Rs. 2 lakhs in each case.

Town Municipal Council (TMC)

-

Not exceeding Rs. 5 lakhs in each case.

City Municipal Council (CMC)

-

Not exceeding Rs. 10 lakh in each case.

Deputy Commissioner (TMC)

-

exceeding Rs. 2 lakhs (T.P.), Rs. 5 lakhs
and Rs. 10 lakhs (CMC) but does not
exceed Rs.20 lakhs, in each case.

Director of Municipal Administration -

exceeding Rs. 20 lakhs but does not exceed
Rs. 25 lakhs in each case.

State Government

Exceeding Rs. 25 lakhs in each case.

-

10)Verify whether security deposit
was recovered as prescribed in rule
21 ibid (i.e. at 7 ½ percent of total
estimated cost, 2 ½ % as EMD at
time of Tender and 5% to be
recovered at time of payment of
bills).

A.7 Audit checklist for Assets/properties
Major items of assets have been
mentioned below along with audit
checks specific to each such item.

A.7.1 Movable and immovable properties


 Ȁ  
ƐƉĞƌZƵůĞϴϳŽĨ<D ZϮϬϬϲ͕ƚŚĞĨŽůůŽǁŝŶŐƌĞŐŝƐƚĞƌƐĂƌĞƚŽďĞŵĂŝŶƚĂŝŶĞĚĨƵŶĚ ͲǁŝƐĞ

i) Register of Land - KMF NO 44
ii) Register of Land under Roads- KMF NO 44A
iii) Register of Immovable Properties (other than Land)- KMF NO 45
iv) Register of Movable Properties- KMF NO 46
The following are some of the points
that should be kept in view and
examined in the audit of Fixed Assets

a Fixed Asset enters the bill of the
supplier in the Register of bills
received (KMF No. 21).

A.7.1 (a) Verification of Purchase
Procedure of Fixed Assets:

b. The concerned department verified
it with the procurement order,
budget availability etc.Fixed
Assets purchased conformed to
specifications/descriptions/ other

Verify that:
a. The authority which has purchased
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physical parameters and rates as
detailed in the procurement order
and relevant provisions were
complied with.
Authority
receiving the assets certified that
it was received in proper condition
(eg. In the case building, all fitting/
furnitures, in the case of land, there
were no temporary structures or
illegal constructions).
c. Approval of competent authority
is obtained for the sale/purchase
of the fixed assets.
d. Detailed Bill of Order Expenditure
(KMF No. 59) along with the file
containing the relevant documents
such as the Supplier’s bill,
procurement order, note sheet
containing details of the bill etc, is
sent to the authority responsible
for maintaining the relevant ‘Fixed
Assets Register’. Verify if the
receiving authority has made the
necessary entries in the Register
and the detailed bill then sent to
the Accounts Department for
verification.
e. The Accounts Department made an
entry in the “Register for bills
received by Accounts Department
(KMF No. 23), verified all the
documents and then passed the
entries in the relevant Fixed Assets
Register.
f. The bill was filed with the
Commissioner for approval.
g. The assets are insured adequately
covering the value of the assets and
the renewal is done on timely in170
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tervals.
A.7.1 (b) Revaluation of Assets
a. Verify if the revaluation of Fixed
Assets has been done only under
the following circumstances as
stated under Rule 90(1) of KMABR
2006.
b. Check if the Commercial
development of the fixed assets is
taken up after the land use and
architectural control have been
approved by the competent
authority.
·

At the time of lease, or

·

At the time of issue of
municipal bonds

c. Check if the revaluation of fixed assets has been done for individual
assets, entire assets or for a class
of assets. It is to be noted that revaluation cannot be done on individual assets as per Rule 90 of
KMABR 2006.
A.7.1 (c) Disposal/Sale of Movable and
Immovable properties
(Refer to section 176 of KMC Act 1976/
section 72 of the KMA 1974)
Movable and Immovable properties
are disposed of either by sale or through
auction, check whether the stated
procedure as under has been followed –
a. The ULB will normally collect
EMD from the bidders, and after
the auction is over, the EMD will
be refunded to the unsuccessful
bidders. The EMD of the successful
bidder will be adjusted towards
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the sale value of the asset and the
balance amount will be collected
from him. The accounting of
collection of EMD and sale value
of the asset shall be done in the
same way.
b. Verify if the details of bids
received, EMDs collected,
outcome of the bid, refund of
EMDs etc. are recorded in Register
of Miscellaneous Sales/Auction
(KMF no. 34).
c. Upon floating the tender for the
disposal of assets, check whether
the fixed assets disposed are
transferred to “Fixed Assets under
Disposal Account (Account Code
4181) and all subsequent
transactions pertaining to the sale/
disposal of the asset is routed
through this account.

d. Check whether the details of the
disposal of the asset is noted in the
relevant Fixed Asset Register,
under attestation by the
Commissioner/Chief Officer.
e. Verify that sale of any Movable or
Immovable
property
was
sanctioned by the Standing
Committee and the sale was
effected through public auction.
f. Sale of any immovable properties
was sanctioned by Government.
g. Properties whether Movable or
Immovable was not transferred
free of cost or for upset price
without sanction of government.
h. Notice inviting offers contain
essential clauses like EMD to be
paid, period for filling bids etc.

A.7.2 Vehicles
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i)

Log books in the prescribed form.

ii)

A record of re pairs and replacements indicating the cost and the
dates on which they have been carried

iii)

A register showing cost of petrol, diesel, oil, etc., consumed and all
incidental expenditure.

iv)

An inventory of accessories, tools, spares parts etc.
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The following points should be seen in
audit: a. The entries in the log book and
other records are made in ink and
there is no tampering of the entries.
b. The kilometer readings at the start
and at the completion of each
journey are noted by the officers
using the vehicles in their own
handwriting or by other
subordinate
officers
duly
authorized to authenticate the
entries.
c. The purpose of the journey is noted
clearly to indicate that journeys are
official and also marked as
‘Official’ and signed by the officer
using the car, van or jeep.
d. The log book is scrutinized by a
senior officer once a month to
ensure that there is no misuse of
the staff car and that officers who
used the staff car have made the
necessary entries in the log book.
A certificate to this effect is
recorded in the log book by the
officer authorized to scrutinize it
every month.
e. The log book is closed at the end
of each month and a summary
showing details of duty and nonduty journeys performed during
the month is prepared in the
prescribed proforma.
f. The staff car is used for bonafide
official duties.
g. All private journeys where
allowed are charged at the rate
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fixed for the purpose and the
charges at these rates are
recovered correctly and promptly
from the concerned persons for
the entire distance travelled.
h. Proper control is exercised over
consumption of petrol, diesel, etc.
The average K.M. run per litre of
fuel is worked out every month
and it compares favorably with
the
optimum
average
consumption prescribed. In case
consumption is more than the
average, reasons for the same are
investigated and suitable
remedial measures are taken.
i. The cost of repairs and
replacements are not on the high
side. The replacement of same
part/parts is/are not repeated in
quick succession
j. Reasons for frequent repairs/
break down of vehicles/staff car
are not such as to indicate
negligence on the part of the
drivers or laxity of control.
k. All bills paid towards the cost of
Petrol oil and Lubricants (POL)
are entered in the Register of
Petrol, Oil and Lubricants.
l. The entries made in the Register
of POL agree with those made in
the POL Account maintained in
the log books.
m. The accessories, tools and space
parts are kept on record
immediately on their purchase
and the entries are verifiable from
the relevant vouchers.
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n. The stocks of accessories, spare
parts, etc., are physically verified
once a year by a responsible
officer with reference to the
inventory and a certificate of
verification recorded. Any
shortage coming to notice is
promptly enquired into and is got
replaced or its value recovered
from the person responsible for
the shortage. The Stock verifier
should also verify whether the
accessories, spare parts, etc., are
in good and usable condition.
A.7.3 Investments
A.7.3 (a) Investments made from
Earmarked (Sinking) Funds:
It should be seen whether the funds
available in Sinking funds for loan
repayment (or redemption of bonds) or
asset replacement will be required by the
ULB till the due date for loan repayment
(or redemption of bonds), or till it is time
to replace the asset, or instead of keeping
the funds idle, ULB has invested the
funds in revenue-yielding investments.
a. Verify whether income earned on
investments made out of
earmarked funds are deposited in
the designated bank account of the
Earmarked Fund.
b. Verify if such income amounts to
accretion to the Earmarked Fund
or Grant and such income is not
utilized for any purpose other than
for which the Earmarked Fund has
been created.

no.66) as well as the Earmarked
Funds Register (KMF No. 73)
A.7.3 (b) Registers to be verified
(i) KMF No 66 -Register of investments
This register would have been
checked already in connection with the
audit of transactions relating to
investments. It should be seen –
a. that the registers show all
investments belonging to the
Municipality with details of dates
of maturity interest due etc.,
b. that the interest due has been
realized on the due dates and that
the investments matured have been
realized or reinvested under
proper authority,
c. that the total amount of the
investments has to be verified
annually by the Executive
Authority and a certificate of
verification has been appended in
the register,
d.That the totals of investments made
as shown in the register agree with
the figures in the posting register
and the annual account.
Note: - All the investments have to be
verified by the auditor at the time of audit.
(ii) General Checks
a. Verify if the Fixed Deposits are
classified under Bank Accounts in
the Chart of Accounts, and not
construed as “Investments”.

c. Whether interest earned on
Investments
made
from
Earmarked funds is updated in the
Register of Investments (KMF
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b. Whether Investments are classified
in the Chart of Accounts as
follows:

calculated correctly and is
recorded as income or expense of
the ULB, whereas, in case of an
‘earmarked fund investment’ or
‘grant investment’, the profit
realized or loss incurred shall be
credited or debited, as the case
may be, to the Earmarked Fund or
Grant.

N Investments
in
Central
Government Securities
N Investments
in
Government Securities

State

N Investments in Debentures and
Bonds

c. Check if the profit or loss arising
on disposal of Earmarked Funds’
Investments
and
Grant
Investments is updated in the
Earmarked Funds Register and
Grants Register.

N Investments in Equity Shares
N Other Investments
(iii) Maturity/Disposal of Investments –
a. Whether Investments are held till
their maturity or may be
prematurely withdrawn later
satisfying the terms and conditions
of the Investment.
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A.7.3 (c) Investments made from Sinking
Fund
a. Verify if income from Investments
is credited to the account of the
Earmarked Fund/Grant itself,
instead of treating it as income.

b. Check if the profit or loss incurred
on the disposal of investment is
A.7.4 Stores


 Ȁ   
i)

Register of Stores (KMF No 53)

ii) Departmental Register of Bills received (KMF 21)
iii) Material Receipt note (KMF No 54)
iv) Detail bill of other expenditure (KMF No 59)
v)

Register of Miscellaneous Sales (KMF No 34)

i) Conservancy related stores
ii) Water related stores
iii) Medical supply stores
iv) Lighting related stores
v) Food grains stores
vi) Stores- Others
vii) Public works related stores
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The following aspects should be
examined in the audit relating to the
stores
a. The material supplied is as per the
procurement orders and the
agreements.
b. For the sample selected, verify if
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the bills are entered in KMF No 21
and the Material receipt note is
prepared by the Store Keeper after
the verification of the quality,
quantity and rate in KMF No 54.
c. The material receipt has been
noted in KMF No 53
d. There is a proper utilization of the
stores.
e. In case of disposal of material
verify if it is as per the policy
framed by the ULB and such sales
are entered in KMF No 34.
f. The normal loss due to spoilage,
damage, evaporation or any
other reason in the stores of the
ULB has been treated as per the
prescribed procedure.
g. In case the material disposed has
been done by the way of an
auction, verify if the EMDs
collected have been refunded to
the unsuccessful bidders.
h. In case of medical stores/
perishable goods, check if the
material movement is done on
First-in- First out basis and check
if no medicines are issued after
expiry date.
i. Audit checks as mentioned in para
1.4.6 may be adopted (audit of
procurement of goods/equipment
stores).
A.7.5 Loans & Advances
The following aspects relating to
Loans and advances should be examined
in audit:

a. Loans to others are entered in the
‘Loans to Others Register’ in Form
LA –1 and on a monthly basis; the
amounts as per the register are
reconciled with the amounts as per
the Ledger Accounts.
b. The interest accrued at the period
end is entered in the registers
referred above and the interest on
loans as per the registers is
reconciled with the amount as per
interest ledger.
c. At the end of the year, an abstract
of ‘Loans to others’ is made
showing the loans outstanding at
the beginning of the year, loans lent
during the year, total interests
accrued during the year and total
amount
of
recoveries/
adjustments during the year.
d. Register of Loans contains record
of all loans borrowed and
confirmation statement as per
prescribed format is sent to the
lender every year.
A.7.6 Cash and Bank Balances
The following aspects of internal
control relating cash and bank balances
should be reviewed:
a. Segregation of duties relating to
authorization of transactions,
handling of cash/ issuance of
cheques and writing of books of
account, and rotation of the duties
periodically;
b. proper authorization of cash and
banking transactions;
c. daily
recording
transactions;

of

cash
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d. safeguards such as restrictive
crossing of cheques, use of preprinted, pre-numbered forms;
e. periodic reconciliation of bank
balances;
f. reconciliation of cash-on-hand
with book balance on a daily basis
or at other appropriate intervals,
including surprise checks by
higher authorities;
g. Safe custody of cash, cheque
books, receipt books.etc.
h. Cash /fidelity insurance
Verification of Cash Balances, etc
a. As per Rule 13 of the Karnataka
Municipalities (Powers and Duties
of Auditors) Rules, 1965, the cash
balances, Securities held by the
Municipal Council or its officers
and servants should be verified
and also the postage stamps and
the stock of printed forms kept for
issue of receipts for payments
received.

176

Audit Manual

d. Where postdated cheques are on
hand on the balance sheet date, the
auditor should verify that they
have not been accounted for as
collections during the period
under audit.
Verification of Bank/Treasury Balances
a. Verify if the bank/treasury
balances as per the ledgers
reconcile with the balances in the
bank/treasury statements.
b. Examine the bank/treasury
reconciliation statement prepared
and reviewed as on the last day of
the financial year. Also examine the
reconciliation statements as on
other dates during the year.
c. It should be examined whether the
following have been duly
debited/credited
in
the
subsequent period:
i)

Cheques issued by the entity
but not presented for payment,
and

b. Physical verification may be
carried out, on a surprise basis, at
any time during audit.

ii) Cheques deposited for
collection by the entity but not
credited in the bank account.

c. If IOUs ('I owe you') or other
similar documents are found
during physical verification, the
auditor
should
obtain
explanations from a senior official
of the entity as to the reasons for
such IOUs/ other similar
documents remaining pending. It
should also be ensured that such
IOUs/other similar documents are
not shown as cash-on-hand and
settled on a timely basis.

d. Special emphasis on those items in
the reconciliation statements which
are outstanding for an unduly long
period. Ascertain the reasons for
such outstanding items. Also
examine whether any such items
require an adjustment/write off.
e. Verify if there are any inoperative
accounts and have remained
stagnant, but transactions may
have taken place in that account
during the year.
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f. In relation to balances/deposits
with specific charge on them, or
those held under the requirements
of any law, verify that suitable disclosures are made in the financial
statements.
g. In respect of fixed deposits or any
other type of deposits with banks,
the relevant receipts/ certificates,
duly supported by bank advices,
should be examined.
A.8.1


h. The auditor should examine that
suitable adjustments are made in
respect of cheques which have become stale as at the close of the
year.
A.8. Audit Checklist for Liabilities
Major items of liabilities have been
mentioned below along with audit
checks specific to each such item.

Earmarked Fund

 Ȁ 



i)

Earmarked Funds Register (KMF No 73)

ii)

Register of Sinking fund for asset replacement (KMF No 47)

Types of earmarked funds
a) SC/ST Development
b) Sinking Funds
c) Revolving fund, created under
certain schemes
d) Any other ear-marked fund which
the council may decide to create
The following aspects need to be
considered for the audit of
earmarked funds:
i)

Transfers to Earmarked Fund
shall be made at intervals and
of such amounts as per the
terms for creation of the
Earmarked Fund.

ii) In case of the funds lying idle,
verify if the amounts in
Earmarked funds are invested
and if so, timely follow up for
the maturity or reinvestment
decisions are taken.

iii) Verify that the amount of the
Earmarked Fund is not utilized
for the purpose other than for
which the fund was created.
Verification of Forms and Registers
Earmarked Funds Register (KMF No 73)
i) Check if a separate folio is
maintained for each Earmarked
Fund.
ii) Verify if all transfers to Earmarked
Funds, details of utilization etc., is
recorded in the register, with
voucher references.
iii) Check if the balance in the fund as
shown in the register, and as per
Books of account is reconciled by
the end of the month.
Register of Sinking fund for asset
replacement (KMF No 47)
a. Verify if all the details are
maintained to record the money set
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aside, sinking fund investments
made, interest earned utilization of
funds available for replacement of
asset etc.
b. Verify if all the details of the
sinking fund investments is also
recorded in the Register of
investments (KMF No 66)
maintained separately.
A.8.2 Borrowings
Important points to be looked into in
the course of audit:
a. Ensure that the borrowings are
regulated as to not to exceed the
limits, if any, fixed from time to
time and the conditions laid down
in this regard are duly observed.
In respect of borrowings pertaining
to corporations and Municipal
Councils, refer to Section 154 to 163
of KMC Act 1976 and Section86 of
KMA 1964, Rule 120 of Karnataka
Municipal Budgeting Accounting
Rules 2006, respectively
The audit must check and ensure
that:
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G

Outstanding loan at the end of
any given period did not
exceed ten percent of annual
rateable value/capital value
of buildings and lands owned
by corporation. Refer to
section 156 of KMC Act 1976.

G

That loan is raised by
corporations/municipalities
for purposes mentioned in
Section 154 of KMC Act/
section 86 of KMA 1864, with
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previous permission from
Government.
b. In the case of loans raised, ensure
compliance with the conditions
imposed (if any) by the competent
authority while giving consent to
their raising the loans or
guaranteeing their repayment, or
while granting a loan to them.
c. The proceeds from borrowings
have been properly brought to
account and have been expended
only on the objectives for which
the loans were raised or to which
borrowed moneys may properly
be applied in accordance with the
sound principles of public finance.
d. Adequate arrangements have been
made for amortization of the debt
and bring to light instances in
which this requirement has been
ignored or the arrangements made
appear prima facie to be
inadequate.
e. The conditions governing the
Borrowings are scrupulously
observed. It should be seen, in
particular, that the annual debits
against revenue under the specific
borrowings are calculated strictly
in accordance with the approved
programmes,
that
the
appropriations for reduction or
avoidance of debt are applied to
the objects for which the money has
been set aside, and that the
liquidation of debt proceeds at the
rate and on the lines prescribed.
f. Borrowings were made against
hypothecating any tangible assets
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conditions may be reviewed and
comment if any conditions are
detrimental to interest of auditee.
Compare amount of borrowings

and market value of asset pledged
and comment if there is huge
variation between both these
values.

A.8.3 Sinking Funds (Section 161 & 162 of KMC Act 1976/Rule 89 of KMBAR 2006)
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i)



Register of Loans (KMF No 71)

ii) Register of Sinking Funds for Repayment of Loans (KMF No 72)

Relevant provisions of Act and Rules
for the redemption of loans raised, within
the periods prescribed, the following
points should be verified: -

Government, and that investments
are made in joint names of the
Commissioner and Secretary, FD
(section 160 (2) of KM Act 1976).

a. A separate account is maintained.

Check whether annual statements
were submitted by the trustee
referred in section 162 of KMC Act
to the corporation at the end of
each year and review and comment
on the Statements.

b. The Fund is sufficient to repay the
principal and interest by the
prescribed due date/dates.
Check whether amounts paid into
sinking fund quarterly has
enabled repayment of instalment
of loan and interest, within the
prescribed period (section 160 of
KMC Act 1976).
Check whether
any penal interest was paid due to
delay in repayment of instalment
of loan and delay attributable to
administrative procedure and
comment.
c. Credits to the Fund are made in
installments regularly from the
ULB funds debiting Revenue in
accordance with the prescribed
procedures.
Check whether available balance in
sinking fund has been invested in
securities of State Government or
securities
guaranteed
by

d. Payments from the Fund are made
only for the purpose for which it is
created.
e. Accumulations in the Fund are
invested in such securities as may
be
prescribed
and
such
investments are sound.
f. A Register for Sinking Fund is
maintained, posted up to date and
the balances as per the Register
agree with account balances.
g. Verify if a separate bank account
is present for all the loans granted
for specific purpose as per Rule
120 of KMABR, 2006, and check if
the amounts utilized are for the
purpose defined.
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Sinking Fund for Repayment of Loan/
Bonds

interest due and paid, etc., are
noted in the register.

a. Check if the terms and conditions
of the loan provide for
establishment of a sinking fund for
redemption of the loan and hence
the ULB has created a “sinking
fund for loan repayment”.

c. In cases where the loan amount is
received in installments, verify if
each installment is recorded as and
when it is taken.

b. Verify if transfer of funds is done
periodically to it from the
Municipal Fund.
c. Verify if a separate bank account
is maintained for such a fund, and
equivalent amount is transferred
from the main bank account of the
ULB, to this account.
d. On the due date for redemption of
the loan, verify if the payment is
made from the sinking fund bank
account. Balance, if any, in the
sinking fund bank account, is
transferred to the Municipal Fund
and its main bank account
respectively, which will have the
effect of closing the sinking fund.
e. Verify if the terms and conditions
of the loan taken, requires the
maintenance of escrow account
and check if the stipulated
percentage of revenue earned from
the asset created is transferred to
the Escrow account.
Verification of Forms and Registers
(i) Register of Loans (KMF No 71)
a. Check whether a separate page is
maintained for each loan.
b. Verify if full particulars of the loan
received, repayment of loan,
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(ii) Register of Sinking Funds for
Repayment of Loans (KMF No 72)
a. If the terms and conditions of the
loan require maintenance of a
sinking fund for repayment of the
loan, a register shall be maintained
in KMF No 72.
b. Check if this register gives the
details of:
v Amounts transferred to the
sinking fund from time to time,
v Investment of the amount in the
sinking fund,
v Interest earned on such an
investment,
v Utilization of the amount for
repayment of loan.
A.9. Audit Report
The Audit report should comply with
the following requirements mentioned in
the relevant statutes
a. As per Section 294 of Karnataka
Municipalities Act 1964, the
Auditor shall include in his report
a statement of:
v every payment which appears
to him to be contrary to law;
v the amount of any deficiency
or loss which appears to have
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been caused by the gross
negligence or misconduct of
any person;
v the amount of any sum
received which ought to have
been but is not brought into
account by any person and
v Any material impropriety or
irregularity which he may
observe in the accounts other
than those mentioned in
clauses (a), (b) and (c).
b. Rule 24 of the Mysore
Municipalities (Powers and duties
of Auditors) Rules, 1965 prescribes
certain set of points that an auditor
should cover in his report. The
main points which an auditor has
to cover in his report are
v Whether grants or borrowings
are utilized for the purpose of
the schemes/ projects for
which they were received /
obtained.
v List of loans availed and
whether necessary provisions
have been made for repayment
of principal and payment of
interest
v Whether all the advances and
investments are fully secured
v Result of the verification of the
stock, and whether any losses
have occurred, and whether the
system of stores accounts
required to be improved etc.
c. Rule 130(4) of the Karnataka
Municipal Accounting and Budget

Rules, 2006 requires the Financial
Statement auditor to report on
additional matters listed in
Schedule IX. Some of the key areas
on which the opinion has to be
given are
v Utilization of Grants and
Earmarked Funds
v Deviation of contracts without
an appropriate sanction
v Completeness of the Fixed
Asset register and physical
verification
v Regularity in collection of
Leasehold rentals
v Critical points on acquisition
and maintenance of stores
v Proper maintenance of Loans
and Advances accounts
v Timely deduction of statutory
dues and remittance of
contributions
v Periodical reconciliations
B.Audit checklist
Universities

for

audit

of

B.1 Introduction
A University is an institution of higher
education and research which grants
academic degrees in a variety of subjects
and provides both undergraduate
education and postgraduate education.
The word "university" is derived from the
Latin phrase “universities magistrorum
et scholarium” which roughly means
"community of teachers and scholars”.
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The universities enjoy a degree of
autonomy because of the status provided
and the activities performed by them.
However, they are accountable and this
accountability is exercised through audit
which is conducted by KSA&AD.
B.2 Statutory framework of Universities
in Karnataka
State Universities are constituted
under the Seventh schedule, Part III
(Concurrent list) and entry no. 25 of the
Constitution of India, which includes
education, including technical education
and universities.

In Karnataka, there are totally 12
University Acts and a total of 24
universities under the jurisdiction of the
Acts are being audited by Karnataka State
Audit & Accounts Department.
Universities are classified as general
universities and special universities. All
the general universities are under the
Karnataka State Universities Act, 2000 and
all the other remaining Acts and the
corresponding universities may be
termed as special universities. The list of
all general universities and special
universities along with the Acts are
mentioned in the table below.

List of General Universities under Karnataka State University Act, 2000
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Sl No

University

1

Bangalore University

2

University of Mysore

3

Karnataka University, Dharwad

4

Kuvempu University, Shankara ghatta

5

Mangalore University

6

Karnataka State Women’s University, Bijapur

7

Tumkur University

8

Gulbarga University

9

Davanagere University

10

Rani Chenamma University, Belgaum

11

Vijayanagar Sri Krishnadevaraya University, Bellary
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List of Special Universities under the respective statutes

Sl. No
1

Act
The Universities of
Agricultural Sciences Act,
2009

Name of the University
University of Agricultural
Sciences, Bangalore
University of Agricultural
Sciences, Dharwad
University of Agricultural
Sciences, Raichur

2

The Karnataka Rajya Dr.
Gangubai Hangal Sangeetha
mattu Pradarshaka Kalegala
Vishwavidyalaya Act, 2009
Kannada University Act, 1991
Karnataka Veterinary, Animal
and Fisheries Sciences
University Act, 2004

Karnataka State Dr. Gangubai
Hanagal Music & Performing Arts
University, Mysore

5

Karnataka Janapada
Vishwavidyalaya Act, 2011

Karnataka Janapada
Vishwavidyalaya

6

The Karnataka Samskrita
Vishwavidyalaya Act, 2009

Karnataka Samskrit University

7

The Karnataka State Open
University Act, 1992

Karnataka State Open University

8

The University of
Horticultural Sciences Act,
2009

University of Horticultural
Sciences, Bagalkot

9

The Visvesvaraya
Technological University Act,
1994
The Karnataka State Law
University Act, 2009
The Rajiv Gandhi University
of Health Sciences Act, 1994

Visvesvaraya Technological
University, Belgaum

3
4

10
11

Kannada University, Hampi
Karnataka Veterinary, Animal
and Fisheries Sciences University

Karnataka State Law University
Rajiv Gandhi University of Health
Sciences, Bangalore
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B.3 Audit Mandate for Universities under the Statutes
Sl No Governing Act

Audit mandate as per statute

Order appointing Director
(Audit), Karnataka State
Audit & Accounts Department

1

Karnataka Universities

Section 47(3)-The accounts of the

Not Applicable

University shall be audited by the
Director (Audit), Karnataka State Audit
& Accounts once in a year, in the
month of April.
2

The Visvesvaraya

Section 26- The State Government

G.O. ED 08UTV 2009 dt.12-

Technological

shall have power at any time to order

02-2009

University Act, 1994

an audit of the account of the University
by such auditors as it may direct.

3

Rajiv Gandhi University

Section 43(2) - The accounts of the

of Health Sciences

University shall, once at least in a

Act of 1994.

Not Applicable

year at intervals of not more than
fifteen months be audited by the
Director (Audit) of Karnataka State
Audit & Accounts.

4

Karnataka State Open

Section 27(1)- The annual accounts

Universities Act, 1992

and the balance sheets of the University

Not Applicable

shall be prepared under the directions
of the Board of Management and shall
once at least every, and at intervals of
not more than, fifteen months be audited
by the Director (Audit), Karnataka State
Audit & Accounts or such person as may
be authorized in this behalf.
5

Karnataka State Law

Section 56(2) - The accounts of the

University Act 2009

University shall, once at least in a year at

Not Applicable

intervals of not more than fifteen months
be audited by the Director (Audit),
Karnataka State Audit & Accounts.
6

University of

Section 40(2) - The annual accounts

Horticultural

and the balance sheet shall be submitted

507 ThoEeVi/2011 dated 09-11-

Sciences Act, 2009

by the Vice-Chancellor to the

2011 (Government Order yet to

Government,which shall cause an audit

be issued)

to be carried out by such persons as
it may appoint in this behalf.
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Sl No Governing Act
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Audit mandate as per statute

Order appointing Director
(Audit), Karnataka State
Audit & Accounts
Department

7

The Karnataka Rajya

Section 49(3) - The accounts of the

Dr. Gangubai Hangal

University shall be audited by the

Sangeetha mattu

Director (Audit), Karnataka State

Pradarshaka Kalegala

Audit & Accounts once in a year,

Not Applicable

Vishwavidyalaya Act, 2009 in the month of April.
8

Kannada University
Act, 1991

Section 26- The annual accounts of the

G.O.No.ED/35/ KVV/ 99/

University shall be submitted to such

Bengaluru dated 17-07-1999

examination and audit as the
Government may direct.
9

Agriculture University
Act 2009

Section 40(2) - The annual accounts

G.O. AI 507 AIU 2011,

and the balance sheet shall be submitted

dtd 9-11-2011

by the Vice-Chancellor to the Government,
which shall cause an audit to be carried
out by such persons as it may appoint
in this behalf.
10

Karnataka Veterinary,

Section 43(2) - The annual accounts and

G.O. No. AaEe/392/ RaLePa

Animal and Fisheries

the balance sheet shall be submitted by

2005 Bengaluru

Sciences Act 2004

the Vice-Chancellor to the State

Dated 05-06-2006

Government, which shall cause an audit
to be carried out by such persons as
it mayappoint in this behalf.
11

Karnataka Samskrita

Section 57(3) - The accounts of the

Vishwavidyalaya Act,

University shall be audited by the

2009

Director (Audit), Karnataka State

Not Applicable

Audit & Accounts once in a year,
in the month of April.
12

Karnataka Janapada

Section 46(3) - The accounts of the

University Act 2011

University shall be audited by the

Not Applicable

Director (Audit), Karnataka State Audit
& Accounts once in a year, in the
month of April.
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B.4 KSAAD’s audit arrangements
Sl No Universities

Audited by

1

Bangalore University

Regional office, Bangalore

2

University of Mysore

Regional office, Mysore

3

Karnataka University, Dharwad

Regional office, Belgaum

4

Kuvempu University

Regional office, Bangalore

5

Mangalore University

Regional office, Mysore

6

Karnataka State Women's University, Bijapur

Regional office, Gulbarga

7

Tumkur University

Regional office, Bangalore

8

Gulbarga University

Regional office, Gulbarga

9

Davanagere University

Regional office, Bangalore

10

Rani Chennamma University, Belgaum

Regional office, Belgaum

11

Vijayanagar Sri Krishnadevaraya Uni.,

Bellary Regional office, Gul

12

University of Agricultural Sciences, B’lore

Regional office, Bangalore

13

University of Agricultural Sciences, Dharwad

Regional office, Belgaum

14

University of Agricultural Sciences, Raichur

Regional office, Gulbarga

15

Karnataka State Dr. Gangubai Hanagal Music
& Performing Arts University, Mysore

Regional office, Mysore

16

Kannada University, Hampi

Regional office, Gulbarga

17

Karnataka Veterinary, Animal and Fisheries
Sciences University, Bidar

Regional office, Gulbarga

18

Karnataka Janapada Vishwavidyalaya

Regional office, Belgaum

19

Karnataka Samskrit University

Regional office, Bangalore

20

Karnataka State Open University

Regional office, Mysore

21

University of Horticultural Sciences, Bagalkot

Regional office, Belgaum

22

Visvesvaraya Technological Uni., Belgaum

Regional office, Belgaum

23

Karnataka State Law University

Regional office, Belgaum

24

R G Uni. of Health Sciences, Karnataka

Regional office, Bangalore
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B.5 Method of accounting and Financial Statements of Universities
There is no common accounting rule prescribed for universities in Karnataka. The
governing statutes in the case of some of the universities as mentioned in the table
below stipulate the method of accounting to be followed.
Sl No Governing Act

Mandate for the method of accounting

1

Karnataka Universities Act, 2000

Section 47(1) – The annual accounts of the Univer
sity shall be prepared under the direction of the
Syndicate. Circular No. ED 367 UBB 2005 prescribes
the method of accounting, the books to be main
tained etc.

2

The Visvesvaraya Technological
University Act, 1994

Section 28 –The annual accounts and the balance
sheet of the University shall be prepared under the
direction of the Vice-Chancellor and all money
accruing to or received by the University from
whatever source and all amounts disbursed or paid
by the University shall be entered in the accounts.

3

Rajiv Gandhi University of Health
Sciences Act of 1994.

Section 43(1) – The annual accounts of the Univer
sity shall be prepared under the direction of the
Vice- Chancellor and a copy shall be sent to the
Government.

4

Karnataka State Open
Universities Act, 1992

Section 27(1) - The annual accounts and the balance
sheet of the University shall be prepared under the
directions of the Board of Management and
shall once at least every, and at intervals of not
more than, fifteen months be audited by the Director
(Audit), Karnataka State Audit & Accounts or such
person as may be authorized in this behalf.

5

Karnataka State Law
University Act 2009

Section 56 -The annual accounts of the University
shall be prepared by the Finance Officer under the
direction of the Vice Chancellor and a copy shall be
sent to the Government.

6

University of Horticultural
Sciences Act, 2009

Section 40(1) – The annual statement of accounts of
the University based on double entry system of
accounting

7

The Karnataka Rajya Dr. Gangubai
Hangal Sangeetha mattu
Pradarshaka Kalegala Vishwavidyalaya
Act, 2009

Section 49(1) – The annual accounts of the Univer
sityshall be prepared under the direction of the
Academic Council.
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8

Kannada University Act, 1991

Section 26(1) – The annual accounts of the Univer
sity shall be submitted to such examination and
audit as the Government may direct.

9

The Universities of Agricultural
Sciences Act, 2009

Section 40(1) –The annual statement of accounts of
the University based on double entry system of
accounting

10

Karnataka Veterinary, Animal
and Fisheries Sciences Act 2004

Section 43(1) – The annual accounts and the
balance sheet of the University shall be prepared
under the direction of the Vice-Chancellor and all
moneys accruing to, or received by, the University,
from whatever source and all amounts disbursed or
paid by the University shall be entered in the
accounts.

11

Karnataka Samskrita Vishwavidyalaya
Act, 2009

Section 57(1) – The annual accounts of the Univer
sity shall be prepared under the direction of the
Academic Council.

12

Karnataka Janapada University
Act 2011

Section 46(1) – The annual accounts of the Univer
sity shall be prepared under the direction of the
Syndicate.

In cases where the method of
accounting is not defined in the
governing statutes, the accounts are
maintained as per the guidelines or
internal statutes issued by the Syndicate.
In case of double entry system of book
keeping, the following financial
statements are prepared as a part of
Annual accounts.
a. Receipts and Payments Account
for the year
b. Balance Sheet as on 31st March of
the year
c. Income & Expenditure Account for
the year
In addition, the financial statements
may also have disclosures about
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significant accounting policies followed
in presentation of the financial statements
and notes to Accounts which disclose
such information as may be useful in
understanding the financial statements
clearly.
In case universities follow Fund
based accounting system (FBAS), then the
accounting system is classified into
different type of funds and each account
head is classified under one of these
funds. FBAS is objective oriented
accounting system where different fund
types are created and every account is
classified under one of the fund types.
The fund names under each fund type
have been decided based on the
objectives and policies of the University.
The fund names under each fund type are
decided based on the objectives and
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policies of the University. Following are
the statements maintained under Fund
based accounting
a. Balance sheet (The Balance Sheet
consists of as many columns as
the number of “funds” created.)
b. Revenue and Expenditure
statement (this statement
accounts transactions belonging
to various funds under the
respective funds for which
individual
columns
are
provided.)
In case of single entry system of book
keeping, receipts and payments accounts
are prepared as a part of financial
statements.
Note: Fund Based Accounting manual
has been prepared in lines of Common
Financial Accounting Rules for Bangalore
University. However, a manual is
prepared considering the existing
accounting system in the Universities
and also based on Common Finance and
Accounts Rules.
B.6 Audit Checklist for Budget
Budget is the basic internal control
mechanism of any institute for sound and
prudent financial management. Checking
of the budget and its implementation is
a primary duty of any auditor. The
following aspects need to be verified in
respect of budget:
a. The budget was approved by the
syndicate/ council of the
respective university before the
beginning of the year.
b. In case the expenditure exceeded

the budget provision, reappropriation of grant or
additional grants were sanctioned
by the competent authority.
c. There was no diversion of funds
from plan to non-plan schemes.
d. Appendix-B of the Budget was
prepared on the basis of sanctioned
strength (Teaching & Nonteaching).
e. Necessary provisions were made
for
temporary/contract
appointments.
f. The entitlements of Pay Scales were
as per UGC /AICTE guidelines
and Govt. orders and Statutes.
g. Separate scheme-wise accounts
were maintained in respect of
sponsored schemes.
h. All the fund heads as per the
budgets were maintained in the
accounts and the budget estimates
could be compared with the
relevant heads of accounts to the
detailed head of account/budget
codes.
i. Any expenditure on a new head of
account which was not provided
for in the budget estimates was
incurred with the sanction of the
authority competent to sanction
the same and Budget allocations.
j. Separate
accounts
were
maintained in respect of fund
accounts like CPF, GPF, Pension,
Group Insurance, etc and they
conformed to the statutes framed
in this behalf, if any.
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k. The different grants received/
anticipated were correctly
exhibited.
l.

There was a system of
projecting fund flow/ cash flow on
a monthly/ quarterly basis to the
finance committee.

m.There is any system of release of
funds to the departments by way
of a percentage allocation
monthly/quarterly.
n. There were no other deviations
from budgetary provisions or
procedures.
o. Earmarked funds were not
diverted to other purposes or
revision of pay scales or any
scheme involving matching grants
from State Government or
recurring liability on State
Government after assistance ceases
from sponsoring agencies without
approval of Government. Refer to
Section 48 (4) of Karnataka
University Act 2000.
p. Sufficient Budgetary allocations
were made for incomplete works,
compare allocation with proposals
sent from the agency (AEE/EE)
executing works.
B.7University Funds
The amounts received from any of the
following sources shall form part of the
University Fund:
1. Any contribution or grant made by
the University Grants Commission
or the Central Government.
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2. Any contribution or grant made by
the State Government.
3. Any
bequests,
donations,
endowments or other grants made
by private individuals or
institutions.
4. The income received by the
university from fees and charges.
5. Any contributions or bequests
from the industries, traders or
entrepreneurs.
6. Any contributions or endowments
from foreign governments or any
foreign institutions or companies
subject to any law for the time
being inforce.
7. The amounts received from any
other source.
B.8 Revenue
Major items of revenue are
Examination fees, affiliation fees,
admission fees, tuition fees, fees for issue
of various certificates, etc.
Some key risks involved in accounting
of revenue are as follows
v Fees not collected for all cases
where applicable (Examination
fee, registration fees etc.)
v Fees being collected at rates
different from the approved rates
v Delay in accounting or accounting
under improper heads.
v Delay in deposits or collection
v Amounts not collected from the
government/ other authorities
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due under various schemes where
concessions have been granted to
the students.
v Amount not received from the
Government/Amounts which are
due
v Receipts of the Universities
including adjustment amounts of
scholarship received from the
Govt. are not accounted.
Major items of revenue have been
mentioned below along with audit
checks specific to each such item.
B.8.1Examination Fee
Examination fees are collected from
the students as a fee for conducting the
examinations. The points for verifying the
examination fees are as follows:
a. The rates of examination fees
collected are as approved by the
Syndicate of the university and
where applicable, late fees have
been collected from students in
case of delays in payment of
examination fees.
b. The fee has been collected from all
students admitted for the various
examinations conducted by the
University within its constituent
colleges and as well as through the
affiliated colleges.
Ascertain total number of admission
tickets issued from the registers/
records/computer generated
statements maintained for this
purpose
and
calculate
examination fees payable,

adopting rates of fees as applicable
in each case. Compare amount so
arrived with the examination fees
accounted in the annual accounts
(Receipt and Payment account/
Income and Expenditure account)
and Bank accounts, if separate Bank
accounts are maintained. If there is
any variation, the same may be
analyzed further.
c. The examination fees collected by
colleges were remitted on time to
the universities along with the
relevant/ required details.
d. Any concession was granted to
student and the amount is
recoverable from government/
other authorities, the same has
been recovered on time.
B.8.2 Prospectus/ Application Fees
Prospectus/ Application fee is
collected while supplying forms for the
admission of students to various courses,
application sent to colleges for affiliation
and issuing applications for any other
purpose. The points for verification are:
a. An approval has been obtained
from the syndicate for printing the
required number of applications/
prospectus for sale and the rates
for the sale of prospectus have
been fixed.
b. Proper stock account has been
maintained for prospectus printed
and sold;
c. The amounts collected on the sale
of prospectus are as per the
approved rates mentioned on the
prospectus and have been
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accounted under the appropriate
heads.
d. The amount (application fees)
collected agrees with the amount
arrived by multiplying the
number of issued applications
with the rate fixed for the
application. If any applications
were issued at discounted rates,
verify if the same has been
approved by the syndicate.
e. The book balance of prospectus
and the physical balance match.
f. Quantity of applications/
prospectus forms printed as
recorded in the invoices of printing
press were taken correctly to stock
register. Besides quantity and
value, accounts of various types of
forms may be confirmed from
printing press.
g. Rules/procedure as prescribed in
KTPP Act /Rules were followed
if the printing of forms has been
entrusted to private press.
h. Total amount realized by sale of
forms/ applications/ prospectus
as reported in annual accounts was
correct and agreed with initial
ledgers and expenditure incurred
on printing of forms matched the
amount realized by sale of such
forms. If not, verify the source from
which deficit were borne.
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a. Verify whether a separate DCB
register is maintained for the
purpose of assessing the demand,
collection and balance.
b. Verify if tuition fees have been
collected from all the students
admitted for the various courses
and at the rates prescribed by the
University and verify if fines have
been collected in case of late
payments.
c. In case any student has opted to
pay the amounts in installments,
check if the demand and
collections are done at predefined
intervals.
d. Check the arithmetical accuracy of
the tuition fees collected with the
total number of admissions that
has happened during the year
subject to any exemptions
provided to students as per the
applicable schemes.
e. Verify where any concession is
granted to any student and the
amount is recoverable from
government/ other authorities, the
same has been recovered on time.
f. Total amount of tution fee
recovered as per DCB register and
that accounted in annual accounts
were correct and outstanding
balance, if any, was reflected in the
balance sheet.

B.8.3Tuition fees

B.8.4Convocation Fees

Tuition fees are collected along with
admission fees in one lump or
installments. The points for verification
in audit are

This fee is collected in connection with
conferring degrees. The amounts are also
collected for conferring degrees in-
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absentia. The points for verification in
audit are:

intake of additional students or as
a part of renewal.

a. Check whether the amounts
collected for issuing convocation
certificate are as per the rates fixed
by the Syndicate.

b. The fee paid is as prescribed by the
Syndicate of the university and an
amount collected is as per the type
of the affiliation fee.

b. Verify the correctness of the Stock
register of Convocation certificates
containing the printed details and
issue of certificates.

c. Temporary
affiliation
of
institutions were renewed
periodically as and when due and
prescribed fees was recovered
correctly.

c. Check the arithmetical accuracy of
the convocation fees collected with
the total number of certificates
issued during the year.
d. Verify if a receipt is given for the
issue of convocation certificates for
the students collecting convocation
certificates directly from the
university.
e. Verify if the physical stock of
certificates match with the stock as
per the register
f. Also verify the cases where the
convocation fees are received from
the colleges directly, but the
certificates are either given to
colleges or sent to the students by
post. Check if all such cases are
effected in the stock register.
B.8.5 Fee for Affiliation
Affiliation fees are collected by the
universities from the colleges for
affiliation with the university curriculum.
The points of verification of audit are as
follows
a. The affiliation fee collected is for
the first time affiliation of a new
course/ college, for the purpose of

d. Check whether a penalty is
collected in case of delay in
colleges paying the affiliation fee.
e. A separate DCB is maintained for
the purpose of collection of
affiliation fees. A statement
showing the demand, collection of
affiliation fees and any balance
remaining to be collected should
be maintained.
f. In case of any new affiliations,
check on a sample basis, any
course of a college, whether the
fees are collected for the actual
number of students in a particular
course. This is to verify if there is
no loss of revenue.
g. In case of pending receivables,
check if universities are following
up for the collection and in case it
is not recoverable, the affiliation of
colleges has to be removed.
h. Verify total amount of affiliation
fees as accounted in the ReceiptPayment account/Income and
Expenditure account, with that
recoverable from all affiliated
colleges/courses/ enhancement
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of intake of students/at prescribed
rates. If the affiliation fee
recoverable is higher, identify
college from whom it is due and
amount due, verify amount due is
shown in the DCB/Balance sheet
and comment on non recovery, if
any.
i. Auditors may ascertain total
number of colleges with permanent
and temporary affiliation, period
by which renewal of such
affiliations become due, changes
in intake capacity of students and
courses. Non availability of such
data, lapse/deficiency if any,
regarding recovery of affiliation
fees as against recoverable amount
may be commented.
j. Total amount and number of
colleges from whom affiliation fees
were recovered during the current
year and previous year may be
verified. Decrease of affiliation
fees, if any, may be analyzed and
commented.
B.8.6Registration Fees/ Admission Fees
Registration fees/ admission fees are
collected at the time of admission of a
student and generally collected before
the start of the curriculum. The audit
should:
a. Verify if the amounts collected as
registration/ admission fees are as
per the rates prescribed by the
Syndicate.
b. Verify if the amounts collected are
updated in the DCB register
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c. In cases of concession for recovery
of
tuition,
admissions,
examination, sports and others
given to students belonging to SC,
ST, Backward classes, other
minorities etc. check that entire
amount
concession
was
reimbursed by the respective
departments.
d. Verify the arithmetical accuracy of
the collections with the number of
students enrolled and the rates
applicable, subject to any
discounts given to students under
different schemes.
e. In case of registration fees/
admission fees collected from
colleges, verify whether the
admission section collects all the
details of students such as name,
address, previous educational
progress, and details of the courses
opted and such other details as
may be necessary.
f. Whether the Registration fee is
recovered as per the statutes of the
Universities and is remitted on
time to the Universities with the
statement of fee collection
indicating the name of students
and course.
B.8.7Revaluation Fees
Revaluation fees are collected from
students for the re-verification of the
answer booklets.
a. Verify if the amounts collected as
revaluation fees are as per the rates
prescribed by the Syndicate.

Audit Manual

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

b. Verify if the amounts collected are
updated in the DCB register
c. Check if the funds are diverted to
the examination and valuation
section.
d. In case the universities follow
refund of revaluation fees in case
of change in the marks awarded,
check if the same has been
refunded to the student correctly.
e. Ascertain total number of
applications received (forwarded
from different colleges) as entered
in relevant register/computer
generated statement, seeking revaluation.

B.8.9 Other Fees
The following is the illustrative list of
the other kinds of fees collected by
universities and this would vary
according to the specifics of the kind of
universities.
a. Sports fee
b. Library/Reading room fee
c. Union fee
d. Fee for duplicate certificates
e. Fee for duplicate membership card
f. Fee for duplicate scholarship card.
g. Fee for supplying copies of
extracts from applications for
University Examinations

Verify whether all such applications
were accompanied by demand drafts/
cheques/proof of payment made online
as may be prescribed and remitted to
concern Bank Accounts.

h. Fee for furnishing marks sheet

B.8.8 Eligibility Fees

l. Penal fee for late application for
Examination

Eligibility fees are collected from
students in case of any transfer of any
students from one university to another.
a. Verify if the amounts collected as
eligibility fees are as per the rates
prescribed by the syndicate.
b. Verify if the amounts collected are
updated in the DCB register
c. Check if the eligibility certificates
are issued after placing the
students' file in the council. The
certificate must be issued only
after a decision has been taken in
the council.

i. Fee for re-totaling marks
j. Fee for permission to change name
k. Fee for Registration of Graduates

m.Fee
for
applications
for
condonation of shortage of
attendance
All such fees depend upon the nature
of the university but the basic audit
checks remain the same across all the
categories of fees collected. The points for
verification in audit are:
a. Whether the fees collected are as
prescribed by the University; and
b. Whether the amounts collected
have been remitted to the
University Funds.
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B.8.10 Rent of Quarters and Other
Buildings Verify that:a. All the quarters have been rented
out. If any of the quarter had
remained vacant reasons for the
same may be ascertained and
suitable comments made.
b. Whether penal charges have been
recovered in respect of overstay.
c. Rent has been realised at the
prescribed rates from the date of
occupation.
d. DCB resister has been properly
maintained and
e. A stock account has been
maintained in respect of furniture,
fittings, etc. of the furnished
quarters.
B.8.11 Lease Rent of Property (section 29
(b & e) of Karnataka University Act 2000.
It may be ascertained whether
university has framed any statutes
regulating sale/lease of properties. If not,
it may be seen that in case of lease or rent
of properties, agreement in respect of
leased or rented properties include all
essential terms and conditions.
Wherever university property has
been leased out to other agencies, the
following points inter alia need
verification in audit.
i. Lease deed has been drawn up as
required under law and expenses
of registration of lease deed was
borne by highest bidder if the
period of lease exceeds 12 months
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(Section 17 of the Registration Act).
ii. There are no such clauses in the
lease deed which are detrimental
to the interest of the University.
iii. Due dates were prescribed for
recovery of rent and lease deed
provided for increase of lease
amount/ rent periodically as
agreed between lessee and lessor.
iv.DCB register has been maintained.
v. Lease value/rent fixed is not less
than the market rent prevailing in
the locality at the time of executing
the lease deed. Market rent may be
ascertained from Revenue
Department/Public
Works
Department.
vi.Lease deed contained clauses for
levy of penalty for delayed
payments and for damages
caused, if any, to the leased/
rented property
vii. Period of lease is specified and
lessee vacated premises as soon as
expiry of lease period unless
extended/renewed.
viii.Adequate security deposit is
obtained depending on value of
monthly rent payable, to guard
against loss of revenue due to
nonpayment of lease rent.
ix. Wide publicity was given in
leading newspapers inviting bids
for lease or rent.
x. Notice inviting bids specified
earnest money deposit to be paid
along with application, time
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allowed for filing bids was
adequate and for execution of
agreements.
xi. Applicants who failed to pay
earnest money deposit were not
allowed to participate in the
tender process.
xii. Lease was confirmed in favour of
highest bidder and in case of
highest bidder failing to execute
agreement within the specified
period earnest money deposit was
forfeited and clause to this effect
was included in the notice. In case
of lumpsum lease amount, the
same was paid by lessee before
execution of lease deed.
xiii. Leasing and renting of any
property was approved by
Syndicate.
xiv. All properties available for being
leased or rented were actually
leased / rented. Any such building
not put to use may be ascertained/
indentified from the Register of
immovable properties and
commented suitably.
xv. Lease deed specifies purpose for
which property may be used.
B.8.12 Overdue Charges of Library
Books (Fines)
The points for verification of overdue
charges of Library books (fines)
a. Verify if a register is maintained
to track the delay in returning the
books.
b. Whether the days of delay are
authenticated.

c. Whether the fines collected is in
accordance with the rates
prescribed in the University and
whether it corresponds with the
days of delay
d. Whether the system analysis
shows any scope of leakage of the
fines collected.
B.8.13 Charges for Copying, Xeroxing,
etc.
The points for verification are:
a. Whether a register indicating the
number of copies supplied
together with the charges levied
and collected have been
maintained.
b. Whether all the entries in the
register have been attested by the
Head of the Office.
B.8.14 Fees for Issue of certificates
The following is the illustrative list of
the fees collected by universities for the
issue of certificates
a) Degree Certificates
b) Rank Certificates
c) Migration certificate
d) Eligibility certificate
e) Provisional certificate in respect of
degree examination before the
degree is taken
f) Duplicate certificate or Diploma
g) Fee for Registration of Graduates
h) Penal fee for late application for
Examination
197

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

i) Fee
for
applications
for
condonation of shortage of
attendance
The points for verification in audit are:
i. Whether the fees collected are as
prescribed by the syndicate of the
university.
ii. Whether the amounts collected
have been remitted to the
University Funds.
iii. Whether a separate register is
maintained for each kind of fees
collected or if the same is
accounted in separate accounts.
iv.In case the certificates are printed
in serial numbers check the issue
registers and reconcile the same
with the physical certificates.
B.8.15 Sale of Books and Publications in
Prasaranga
Prasaranga is a section in the
university which is involved in the
publication of the university books which
is either the university syllabus or from
other authors. These books are sold to the
students of the university
The points for verification are:
a. Verify if a register is maintained
for the total number of books
published or printed under the
supervision of a store supervisor.
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shown as issues in the stock
register.
d. Verify if the sale proceeds have
been remitted to the University
Fund.
e. Whether the discount allowed if
any is based on the university
order.
f. Whether the closing balance tallies
with the physical balance as
revealed by the stock verification
report.
B.8.16Hostel Maintenance
Check for Records/Registers
prescribed/maintained - availability of
accommodation, Admission Register,
Receipts books, Fee Prescribed, sharing
pattern. Stock Registers, Caution Money
Deposit Register etc.
Auditor may ascertain whether
university has framed statutes for
admission of students to hostels and
maintenance of hostels and ensure
compliance with same, if such statutes
had not been framed comment on the
lapse.
Audit should verify inter alia the
following:
a. Fees from all Boarders has been
duly collected on the due dates at
the prescribed rates approved by
the University

b. Check whether all the new prints
and issues of books are entered into
such stock register on a timely
basis.

b. Caution money is collected from
all the inmates and deposited in
the Bank Account

c. Verify if the sale proceeds are

c. Fees collected in cash / D.Ds. have
been remitted.
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d. For purchase of provisions,
furniture, fittings, Beds, Bed sheets
etc. the tendering procedure has
been followed as per KTPP Act/
Rules and the bids are knocked
down in favour of the lowest
bidder, agreements taken and
supplies monitored. Check that
tender documents for supply of
goods did not include price
fluctuation clause, refer to G.O. No.
FD 59 PRO Cell, dated 26-11-2004.
e. If there are more than one hostel,
verify whether single tender was
called for all hostels, If separate
tenders were called for each hostel,
verify the reasons for the same and
if accepted rate for each identical
item of supplies or services were
same. If there are variations in rates
for identical items, the same may
be analysed and commented.
f. Verify whether university has
prescribed any norms for
employing
Hostel
Staff
proportionate to strength of
Boarders (Hostel Inmates) and staff
employed were according to
norms. In the absence of such
norms compare the ratio between
hostel staffs and inmates for 2 or 3
years. If there is huge variation,
analyse and comment.
g. Verify whether total expenditure
on maintenance of hostel was
higher than fees collected from
inmates, and source from which
such excess expenditure was met
and approved by the syndicate.
Examine rationale for fixing
charges or fees recoverable from

inmates and it included norms for
maintance for hostels on no profit
no loss basis. If there are no proper
norms or system comment on such
lapse.
h. Stock entries have been maintained
properly for all items and the stock
balances checked periodically by
the warden and certificate
recorded.
i. The Hostel Bills of S.C. / S.T. /B.C.
students are properly recovered
from the scholarships payable to
them
j. Caution deposit money is
refunded to students only when
there are no dues from them.
k. Total amount of collections and
refunds of caution money deposit
in a year as recorded in initial
record (Register of caution money
deposit) should be verified with
Receipt and Payment account of
hostels. Cumulative amount of
caution money deposit retained at
the end of the year should be
verified with reference to such
records. Yearwise analysis of
caution money deposit held may
be conducted and comment on
non refund of caution money
deposits unclaimed for long
period.
B.8.17 Receipts from Sale of Farm
Produce and Seeds
The farm produces and seeds grown
in the fields belonging to the universities
are sold to outsiders. Audit should:
a. Verify if the sale of Farm produce/
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seeds are done in the best interests
of the university.
b. Check whether the farm produce/
seeds are sold at competitive
prices.
c. Verify if the sale proceeds have
been remitted to the university
funds.
d. Verify if stock registers are
updated with all the details of
Inward and outward of stock
material and approved by an
appropriate authority
e. Verify if the weight of the outward
stock matches with the total weight
of the farm produce sold.
B.8.18 Sale Proceeds of Garden/
Horticulture department
The points of verification are as follows
a. The sale of Garden/ Horticultural
products including wood has been
carried out in the best interest of
the university.
b. The wood sold is at a competitive
price.
c. The sale proceeds have been
remitted to the university fund.
B.8.19 Bus Fare and Hire Charges of
Vehicles
The points for verification are:
a. The bus fare has been deducted
from the salaries of the University
Employees using transport facility
at the rates prescribed by the
University
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b. The Certificates have been
recorded in pay bills in respect of
those who do not avail the
transport facility; and
c. In case of hiring of University
vehicles to other persons, if
charges at prescribed rates have
been recovered with reference to
the mileages covered as per the log
book.
B.8.20 Sale Proceeds of Unserviceable
Articles
The points for verification are:
a. Whether the unserviceable articles
have been disposed off on the basis
of orders of the competent
authority.
b. Whether such items have been
reduced from the stock account.
c. If the articles have been sold in
public auction, whether all the
required formalities have been
observed.
d. Whether the sales proceeds have
been treated as miscellaneous
receipts of the University.
B.8.21 Sale Proceeds of Tender Forms
The points for verification are:
a. Stock accounts of the tender forms
have been maintained.
b. The forms are sold at the prescribed
rates.
c. Book balance tallies with the
physical balance as revealed in the
stock verification certificate
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B.8.22 Share of Consultancy Fees
In some of the schemes from external
funding agencies there is provision for
consultancy fee charged, which is shared
between the scientist and the university.
This is typically found in the agricultural
universities. The following checks needs
to be made with respect to such
consultancy fees.
a. The amounts allocated to the
universities are as per the orders/
permissions issued by the external
funding agencies.
b. The amounts are allocated to the
university funds as per orders.
c. The amounts are appropriately
credited to the university funds.
d.The order issued by the external
funding agency prescribes the
manner in which the share of
consultancy fund is to be used.
Check if such funds have been
applied as per the orders issued.
B.8.23 Government Grants
Grants are received mainly from the
following sources:
1) State Governments
2) UGC and the Central Government
3) Others
1. State Government –
The following are the types of grants
received from the State Government:

a. The grant received from
Government has been properly
accounted for by the University.
b. The admissibility of block
maintenance grants to the
Universities is on the basis of the
guidelines issued by Government
of Karnataka.
c. The compliance with conditions, if
any, stipulated in release orders of
such grants may be verified.
d. In case a statute requires, check
whether the utilization certificate
of the grant has been attested by
the statutory auditor.
Auditor may collect details of grants
drawn from State Government, from
treasuries (list of payments of concerned
Heads of Account) and verify its
accounting/ utilisation, concerned
Registers, Cash Book, register of Grants,
vouchers may be reviewed.
b. Development grants & Special
Development Grants
The points for audit of development
grants and special development grants
are:
a. Whether the grant has been
utilized for the purpose for which
it has been sanctioned; and
conditions stipulated in the release
order is complied with
b. Whether the unspent balance, if
any, has been distinctly carried
forward to the next year’s account.

a. Block Maintenance grants
The audit checks to be performed are
as follows:
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2. Grants from University Grants
Commission and Central GovernmentThe Central Government may also
make grants to the University for any
purpose as the Government may deem
fit and also matching grants in respect of
various Development Schemes, finances
by the University Grants Commission.
The University Grants Commission
(UGC) pays grants for various
development schemes undertaken by the
University. The conditions governing the
grants are contained in the individual
orders of the University Grants
Commission.
The points for audit of grants from
University Grants Commission are:
a. The grants released have been
utilized for the purpose for which
they have been sanctioned and
conditions in the release orders are
complied with.

and that accounted in receipt and
payment account agreed. If there
are variations it may be analyzed
and commented.
3. Grants from Other Sources- AICTE,
ICAR, ICMR, Department of BioTechnology, Department of Science &
Technology, CSIR, etc
AICTE, ICAR, ICMR and other
agencies pay grants for various other
development schemes. Even these grants
prescribe conditions for the sanctioning
of the grants. The audit checks for such
other sources of grants will be similar to
the checks prescribed in the previous
section for the grants from Central
Government and UGC.
Utilization Certificate/compliance
with conditions of grants:

d. Utilization Certificates have been
issued.

Universities receive grants from the
various sources mentioned above.
Utilization certificates will have to be
issued by the University Authorities in
respect of each such grant received from
time to time. The terms and conditions
of the grant, in most of the cases, provide
that the Utilization Certificates issued
should be certified by the authority
auditing the accounts of the University.
The points for verification in this behalf
are as follows:

e. The unspent balance has been
refunded to the source. If not, it
should be shown in the balance
sheet.

a. The grants have been utilized
within the period stipulated or
such period as extended by
competent authority.

f. Total amount of grants as recorded
in the Register of Grants/ schemes
etc. and amount for which
utilization certificates furnished

b. Conditions
regarding
the
contribution of the Universities/
State Government’s Share of
Expenditure (matching grant) if

b. The UGC grant guidelines have
been followed
c. All the details have been entered
appropriately in the Scheme
Register.
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any, specified in the orders
sanctioning the grants have been
fulfilled.
For Projects requiring matching
grant from State Government or
State Government to share
expenditure, in addition to grants
provided by sponsoring agencies,
verify that prior approval of State
Government was obtained. Refer
to section 48 (4) of Karnataka
Universities Act 2000.
c. The expenditure from the grants
sanctioned for specific purposes
was incurred only on the objects
specified in the orders sanctioning
the grants.
d. Sanction of UGC has been obtained
for the grant of benefits like
advance increments etc. to the staff
whose pay and allowances has
been
received
from
the
Commission.
e. The unutilized portion of the
grants has been credited back to
the sources.
f. In respect of grants provided for
works expenditure, and purchase
of equipments, the rules regarding
the works expenditure and
purchase rules have been strictly
followed.
g. In respect of appointments, the
prescribed rules followed by the
University have been adopted.
h. Irregular payments or excess
payments would have to be
proposed for recovery while

certifying the statement of
accounts.
i. Scheme-wise ledger accounts have
been maintained.
j. The equipments purchased out of
the grants and also the models and
objects designed and produced, if
any, have been properly accounted
for as the property of the
University wherever there are
conditions to that effect.
Sanction of grants provided for
inspection of equipments by grant
sanctioning authority and review
such inspection notes.
k. Machineries and equipments
purchased and have been kept idle
for long period of time must be
verified. In cases of machineries/
equipment remaining idle, analyze
reasons for it.
Verify impact of equipment
remaining idle i.e., whether
officers/students working on the
particular project, were deprived
of knowledge/experience which
they would have got otherwise.
Whether completion of project was
delayed, resulting in extra
expenditure etc.
l. Installation report of equipment
installed by the firm engineer is
issued and certified by the
concerned project investigator/
coordinator/Head
of
Department/ Principal.
m.Sanction of the sponsoring
authority has been obtained for
incurring expenditure.
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n.

In the certificate furnished by
Audit, the following points
should be covered:
v The actual expenditure
incurred from the grants
received during the period for
which utilization certificate has
been issued by the University
authorities.
v Whether this amount has been
utilized for the purpose for
which it was granted.

m.

Observations on irregular and
inadmissible
items
of
expenditure
including
recoveries, if any, should be
listed-out, mentioning that the
certificate is issued subject to
such observations.

B.8.24 Receipt from Bequest, Donation,
Endowment
The points for verification in audit are
that:
a. A separate account for each
donation/ endowment is opened
and all the receipts and
expenditure are accounted under
the same head.
b. In the case of endowment, whether
the corpus has been invested as per
the wishes of the donor/as decided
by the University.
c. The appropriation of the
endowment amount has been
made for other purposes of the
University.
d. The interest accrued has been
utilized for the purpose for which
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it was intended to by the donor.
e. The unspent balance of interest, if
any has been added to the corpus.
f.

In the case of donations, whether
the amounts donated have been
utilized for the purpose for which
it was donated.

B.9. Expenditure
Expenditure involves submission of
a claim, disbursement of the money
claimed and incorporation of the
transactions in the accounts. The
disbursing officer who is primarily
responsible to admit a claim, to make
disbursement and to keep accounts of the
transactions should be fully aware of the
conditions regulating the various types
of expenditure. The auditor who audits
the accounts relating to such expenditure,
on the other hand, should ensure interalia that the following requirements have
been fulfilled:
a. That there is a provision of funds
in the form of a budget for the
expenditure, duly authorized by
competent authority.
b. That the expenditure is in
accordance with a sanction
properly accorded and is incurred
by an officer competent to incur it.
c. That payment has been made to
the proper person and that it has
been acknowledged and recorded
in such a way that a second claim
cannot be preferred.
d. That the charge is correctly
classified and recorded in
accounts.
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e. That the expenditure conforms to
the general principles which have
for long been recognized as
standards of financial propriety.

or appropriations. Audit should however
verify whether such control has been
exercised and that expenditure conforms
to appropriations made by the Syndicate.

f. That the expenditure is not primafacie more than the occasion
demands and that every employee
of the university exercises the
same vigilance in respect of
expenditure as a person of
ordinary prudence would exercise
in respect of expenditure of his
own money.

The work of audit in relation to
regularity is of a quasi-judicial character.
It involves interpretation of the act,
statutes, ordinances, regulations, rules
and orders. Such interpretation should be
based on the plain meaning of the
provision of the act, statutes etc., and
wherever inconsistencies are observed it
is the duty of audit to bring them to the
notice of the university for such corrective
action as deemed fit. It may be borne in
mind that the final powers of
interpretation do not however rest with
audit. Audit should ensure that rules and
regulations are observed not merely in
the letter but also in the spirit. For
example, orders granting concessions to
an employee or group of employees like
special pay, remuneration or other
allowance should be questioned in audit
if they conflict with the broad spirit or
main principles of service rules made or
adopted by the university.

g. That the university fund is not
utilized for the benefit of a
particular person of the
community, unless:v A claim for the amount could be
enforced in a court of law or
v The expenditure is in pursuance
of a recognized policy or custom;
and
h. That the amount of allowances like
travelling allowance granted to
meet expenditure of a particular
type is so regulated that the
allowances are not on the whole a
source of profit to the recipients.
Implicit in the general principles of
financial propriety mentioned above is
the reciprocal duty of audit to verify every
financial transaction of the university with
reference to provision of funds,
regularity, sanction, propriety etc. The
responsibility of watching the
expenditure against the budget grant
devolves on the university authorities
who are ultimately responsible for
keeping the expenditure within the grant

In relation to audit of expenditure
against regularity, is the duty of audit to
examine all financial rules and order
affecting expenditure to see that they are
intra-vires. Audit should ensure that
these rules are not inconsistent with any
provision of the act or statutes and that
the authorities issuing such rules and
orders possess necessary rule-making
power. Delegation of financial powers
should be scrutinized carefully whenever
they are made and only after their
acceptance in total should form a
guideline for audit.
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Another important function of audit
in relation to the audit of expenditure is
to see that each item of expenditure is
covered by sanction of the authority
competent to sanction it. Here audit has
not only to see that the expenditure is
covered by a sanction, either general or
special, but also it has to satisfy itself that:

Following are some of the points to
be considered at the time of audit of
Sanctions:

v The authority sanctioning it is
competent to do so by virtue of the
powers vested in it under the Act
or the statutes and

b. In case an officer is not authorized
for a certain type of expenditure,
check whether approval from the
syndicate is obtained prior to
incurring the same.

v That the sanction is definite and
needs no further reference either to
the sanctioning authority or to any
higher authority.
If the sanctioning authority is vested
with full powers in respect of a certain
class of expenditure, a sanction accorded
under those powers can be challenged by
audit only on the grounds of propriety.
It is imperative that utmost
importance and attention should be
devoted to the work connected with the
audit of sanction to expenditure since
once sanction is accepted in audit,
expenditure may have to be passed
against it for a length of time.
B.9.1Sanctions
Sanctions refer to the powers
delegated by the Syndicate in
consultation with the Finance Committee
to various levels of officers of the
University to accord Sanction for
incurring expenditure in connection with
its affairs. The powers not delegated to a
subordinate authority or officer shall vest
with the Syndicate.
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a. Sanction to a particular
expenditure has been granted by
an officer authorized by the
Syndicate.

c. Any power delegated to a
particular officer has not been
transferred to another officer
without the prior sanction of the
Syndicate.
d.In case of recurring expenditure
covering a specified term, ensure
that the sanction for the same is
operative for each year subject to
the appropriation of funds in each
year.
e. When any authority accords
sanction for expenditure, the
amount shall always be expressed
in words and figures.
f. Expenditure has not been incurred
prior to date of sanction order
which is considered as the date of
effect of sanction unless sanction
order is effective from retrospective
date.
g. All sanctions in existence for more
than 12 months from the date of
sanction order have been
specifically renewed prior to
incurring expenditure in relation
to the same. If statute or byelaw
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framed b due provision has been
made for all obligatory charge. y
the Syndicate prescribe any such
limit and in its absence, provision
of KFC may be referred. A sanction
for any fresh charge shall lapse, if
no payment, in whole or in part has
been made during a period of
twelve months from the date of
sanction, unless it is specifically
renewed. The period of twelve
months may be varied in context
by the Syndicate. Exceptions to this
case are when tenders are accepted
or indents are placed within one
year in case of sanction for
purchase of goods regardless of
date of settlement of claims.
h. A copy of every order sanctioning
expenditure
shall
be
communicated to the Finance
Officer and the Audit Office by the
authority which accords sanction.
i. All issues referred to the concerned
Sanctioning Authority and also the
Finance Officer by the audit has
been resolved by providing
suitable explanations through the
Finance officer and there is no open
issue pending resolution.
Audit checks for some of expenditure
which are available in all types of auditee
institutions can be referred to in the
previous Section which contains generic
checklist. Audit checks specifically
applicable to Universities are mentioned
in the section below with appropriate
reference to the Common Audit Checks
of Expenditure.

B.9.2Examination Remuneration Bills
Examination remuneration is paid for
setting question papers, printing of
question papers, proof reading, scrutiny
and valuation of answer scripts,
tabulation and supervision. The main
points for scrutiny in audit are that:
a. The remuneration is paid in
accordance with the rates
prescribed by the university.
b. Full particulars such as number of
question papers set, number of
papers valued, number of
candidates attended etc., are
furnished in the bill.
c. The appointments of Chief
Superintendent, Deputy Chief
Superintendent, clerical staff etc.,
are in accordance with the scales
approved by the university.
d. The bills are countersigned by the
Controller of examinations.
e. Due acknowledgement of payees
are obtained on the bills as per the
rules.
f. Necessary
certificates
as
prescribed are furnished in the bill
and
g. The claims are arithmetically
correct.
h. Advances related to meeting
examination expenses arranged by
Finance officer is recorded in
Register
of
remuneration
advances.
i. Total expenditure on conduct of
examinations as accounted in the
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accounts
(Receipt-Payment
Account
or
Income
and
Expenditure Account) agreed with
the General Ledger/computer
generated statements and other
initial records and entries therein
were supported by vouchers/
payees’ acknowledgements.
j. For valuation of answer scripts, the
remuneration was not paid to the
evaluators who are drawing salary
in UGC scales. However TA/DA
are admissible (GO no. ED90UNE
2002 dated 27.01.2003)
k. Compare total expenditure on
conduct of examination and total
fees collected. If expenditure
exceeds the fees, verify the source
from which excess expenditure
was borne. Examine criteria for
fixing examination fees whether it
is
intended
compensate
expenditure on conduct of
examinations.
B.9.3 Establishment bills
Registers/ Documents
i) Audit Register.
ii) Scale Register
iii)History of Services
iv) Leave Account.
The general audit checks for the
establishment expenses are as discussed
in Paragraph 1.1. Additionally, the
auditor has to check if
a. Universities have complied with
the requirements of the Internal
Statutes applicable to the
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Universities. Internal statutes are
the bye laws framed within the
universities. These byelaws are
provisions framed and approved
by the University Council and it
operates within the framework of
the Acts. An auditor before the
start of the audit, has to be well
versed with the Internal Statutes of
that University and check if they
have complied with the same.
b. Service Registers of teaching staff
may be verified as follows:
i) Service registers of teaching staff
as per UGC guidelines, Statutes
and KCSRs.
ii) pay scales/ allowances /
emoluments of employees of
university were not modified by
Syndicate. (section 29 (3) of
Karnataka University Act 2000)
c. Check service registers of nonteaching staff as per Statutes and
KCSRs.
d. Compare expenditures on salaries
of both teaching and non teaching
staff with students’ strength
separately and determine the ratio
between the same for 2 to 3 years.
If there is huge variation in this
ratio analyze the reasons for the
same. Verify whether this was
attributable to sharp increase of
staff or decrease of students’
strength. The analysis may be
conducted faculty wise or
department wise. Refer to Sl. XIV
(Annexure V/ Chapter 8)
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B.9.4Travelling allowance, leave travel
concession
The audit checks for Travelling
allowance and Leave travel concession
are listed out in Paragraph 1.2
Additional checks to be performed for
a university are
a. Check whether travel allowance
claims of members of university
authorities and employees were
prepared and countersigned by a
competent authority.

B.9.6Contingent Expenditure
The audit checks for contingent
expenses are listed out in Paragraph 1.7.
Additional checks for the audit of
Contingent Expenditure in case of a
university are listed below.
a. That the expenditure incurred has
been duly taken to the contingent
register maintained and office cash
book.
b. Check whether all claims towards
payments for supplies and
services are preferred in Detailed
Contingent Bill and where details
of claim is subject to submissions
later, claims are drawn on an
Abstract Contingent Bill.

b. Check whether countersigning
authority maintain a register of
travelling
allowance
bills
countersigned and all the bills
counter signed by him were
entered therein.

B.9.7 Audit of Sports Accounts

c. Rates of TA/DA paid were
according to the relevant orders.

The following are the points to be
observed in audit

B.9.5 Medical Reimbursement Bills
The audit checks for medical
reimbursement expenses are listed out in
Paragraph 1.6. Additional checks to be
performed for a university are
a. That the bill has been
countersigned by the authorized
medical attendant and the same is
recorded in the medical
reimbursement bills countersigned
register.
b. Expenditure
on
medical
reimbursement are regulated
according to statutes of the
university
or
Karnataka
Government Servants Medical
attendance rules 1965.

a. Whether the various receipts in
connection with the sports
activities have been collected as
approved by the Syndicate
b. Whether such receipts have been
duly accounted for
c. Whether there is approval of the
competent
authority
for
conducting various sports
d. Whether
the
number
of
participants are as approved by the
competent authority
e. Whether the remuneration paid to
the participants is in accordance
with the rates prescribed in this
behalf
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f. Whether the sports materials
purchased have been taken to stock
and issues therefrom are duly
acknowledged by the concerned
g. Whether there is survey,
segregation and disposal of
unserviceable and obsolete items
B.9.8 Scholarships
The following are the different kinds
of scholarships awarded to the students.
1. Government of India scholarships
like merit scholarship, defence
scholarship, loan scholarship, Post
matric scholarship, etc.
2. State government scholarships like
SC/ST Scholarship, Backward
Class scholarship, scholarship to
physically handicapped and
3. Scholarship from private sources.
All these scholarships are on certain
terms and conditions specified in that
behalf. The points for audit to see while
auditing the accounts of scholarships are
as follows:
a. Ascertain details of scholarships
sanctioned/released from various
sources (Department of Collegiate
Education, Social Welfare,
Backward classes and Minorities
etc.,) and verify that they are duly
accounted for
b. Whether the disbursements of
scholarship have been made as per
the scheme of sanctioning
scholarships
c. Whether the awardees have
executed agreements wherever
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prescribed
d. Whether separate ledgers are
maintained for each type of
scholarship received
e. Whether the amount of scholarship
received has been credited in the
ledger in favour of the awardees
f. Whether any awardee is in receipt
of more than one scholarship
except where it is provided
otherwise
g. Whether there is necessary option
obtained from the awardees for
acceptance of a particular type of
scholarships.
h. Whether scholarship bill preferred
is properly filled up and the
scholarship amount claimed
agrees with the amount
sanctioned.
i. Whether the dues, if any,
outstanding against the awardees
are furnished in the bill and that
such amount has been recovered
from the scholarship amount.
j. Whether the payment has been
against a credit entry in the ledger
and whether reference to payment
is recorded against the name of the
awardees in the ledger.
k. Whether the unpaid amount of
scholarship has been returned to
the source within a reasonable time
or within the time prescribed.
l. Whether the opening and closing
balances of receipts and payments
have been correctly exhibited in
the ledger.
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m.Whether the scholarship amount
has been diverted for any purpose
other than for which it is intended.
B.9.9Works Account/Contracts
For audit checks of Public Works
expenditure, please refer Paragraph 1.4.
All the checks and registers specific to
Universities are given below.
Audit of Registers relating to Works
Account
In addition, the scrutiny of the
following registers is involved in the
audit or works account:
1)Register of sanction to estimate:
The point of verification is whether the
sum total of detailed estimate
corresponds to the lump-sum provision
in the original estimate duly approved.
2) Register of sale of tender forms:
The points for verification are a. Whether the forms have been
issued beyond the cut-date;
b. Whether the sale proceeds have
been duly accounted for; and
c. Whether the unsold forms have
been duly returned to the section
from which they have been
received.
3) Register of tenders received:
The points for verification is whether
the following particulars have been
correctly noteda. Date and time of receipt of each
tender; and

b. Closing time and date of each
tender
4) Register of Agreement:
a. To verify whether the details
furnished conforms to the
agreement details.
5) Deposit Register:
The points for verification are:
a. Whether the EMD, FSD etc.
recovered from the contractor have
been reflected in this Register; and
b. In cases of closed accounts,
whether the balance due to the
contractor has been reflected in this
register after the closure of the
works account.
c. Whether the watch Register is
maintained for security deposit
furnished by the successful bidder
in respect of new tender (form
KW1, KW2, KW3 and KW4) in the
form of Fixed Deposit receipt/
pledged NSCs/ Bank guarantee,
since all these instrument are to be
released after completion of
maintenance period.
6) Contractors’ Ledger:
The points for verification are:
a. Whether all the payments due to
the contractor for works and all the
recoveries made from him have
been exhibited; and
b. Whether the work wise analysis in
respect of the same contractor as
reflected in the Contractor’s ledger
tallies with the entries in the work
register.
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7) Register of Material at Site Account:
The points for verification are a. Whether actual consumption is
against total departmental issues
are correctly reflected; and
b. When unused materials are
returned to stores after the
completion of the work, whether a
minus entry has to be passed.
8) Works Register:
The points for verification are:
a. Whether the expenditure reflected
in the monthly accounts in respect
of a particular work conforms to
the entries in the work register;
b. Whether the recoveries made from
the contractors have been shown as
adjusted;
c. Whether the entries have been
closed every month and suspense
balance has been cleared;
d. Whether the expenditure is within
the estimated amount sanctioned;
e. When unused materials are
returned after completion of work,
whether the value has been
credited; and
f. Whether the works account has
been closed soon after the
completion of the work
9) Nominal Muster Roll:
Where work has been executed
departmentally, the following points will
have to be verified:
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1) Ascertain the source from which
nominal muster rolls were
obtained by branches which used
them (works branches, gardening
etc). Verify whether nominal
muster rolls were printed in
university printing press/private
press.
2) Verify whether muster rolls are
machine numbered.
3) Verify that nominal muster rolls as
and when supplied to user
branches were taken to stock
register of muster rolls indicating
machine number of each muster
rolls as recorded in the printing
invoice.
4) Verify whether machine number of
nominal muster rolls on which
wages were shown as disbursed,
with those entered in the stock
register/printing invoices are
matching.
5) Verify that there were no erasings
and over writings.
6) Engineer/officer in charge of
disbursement has recorded
certificate of disbursement. In case
of works involving materials,
verify the date of issue of material
is not later than last working day
as recorded in the Muster Roll.
7) Whether separate muster roll for
each work which has been
separately estimated for, has been
maintained;
8) Whether attendance of laborers has
been indicated as provided for in
the PWD Code;
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9) Whether muster rolls are checked
with
daily
reports
and
Measurement-Books;
10)Whether certificate stating that the
laborers mentioned in the muster
roll were actually employed on the
work has been recorded;
11)Whether the muster roll indicates
the name of the work to which it is
chargeable;

B.9.10 Audit of Contracts
The responsibility for ensuring the
fulfillment of contractual obligations by
contractors and suppliers rests solely
with the University authorities; it does
not preclude Audit from scrutinizing the
transactions vis-à-vis the contract or
agreement to see whether any loss or
waste of money has occurred or whether
the terms of agreement lend itself, primafacie, to malpractice.

12)Whether the wages paid are in
accordance with the Schedule of
Rates;

Verification of the following points
constitutes the audit of contracts:

13)Whether all payments are made
on the original muster roll, without
keeping a duplicate thereof;

a. The terms of contract must be
precise and definite and there
must be no room for ambiguity or
misconstruction.

14)Whether the materials used by the
labour are entered on the muster
roll and the issues are shown in the
respective Stock Books;
15)Whether the amount due to
labourers are properly calculated
and disbursed under the certificate
of the disbursing officer and under
acknowledgements
of
the
labourers and unpaid balances, if
any refunded.
16)Whether the value of work turned
out compares favourably with the
cost of labour employed
17)In addition, audit will have to
verify whether numerical accounts
have been maintained in respect of
tools and plants. It is also to be seen
whether the contractor has
returned the empty bags,
containers, drums etc., as provided
for in the agreement

b. Standard forms of contract should
be adopted wherever possible.
c. The terms of contract once entered
into should not be materially
varied. In cases of material
variation, it should be approved by
an authority not inferior to that
which approved the original
contract.
d. No contract involving an uncertain
or indefinite liability or any
condition of an unusual character
should be entered into without
prior consent of the competent
financial authority.
e. Even in cases where a formal
written contract is not made, no
order for supplies etc., should be
placed without a written
agreement as to price.
f.

There should be provision in the
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contract
for
safeguarding
University property entrusted to a
contractor.
g. Where, on review of standing
contract Audit has reason to believe
that the rates accepted in those
contracts are considerably higher
than the rates prevailing at the time
of review, such variations should
be brought to the notice of the
University Authorities. Refer to
para 1.4.3 also.
B.9.11Audit Checklist for Funds
The following are the different fund
accounts operated in the University:
i)

Provident Fund Account

ii) Pension Fund Account
iii) Endowment and Donation Fund
Account
iv) Reserve Fund Account
v) Group Insurance Fund Account
vi) New Pension Scheme Account
vii) Any other fund created from time
to time under proper sanction of
the University.
The funds which do not originate from
or form part of the University funds like
the Hostel Fund, Sports fund, Reading
Room fund, Association Fund etc. do not
come within the purview of audit by the
Karnataka State Audit & Accounts
Department except where such audit is
specifically entrusted by the competent
authority.
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i.Provident Fund (PF) Account
The following are the points to be seen
while auditing the PF Account:
a. That the subscriptions and
University contributions are on the
basis of the rates prescribed.
b. That the ledger account has been
maintained in respect of each
subscriber.
c. That there is a separate Cash Book
in respect of such recovery and
contribution.
d. That such subscription and
contribution have been invested
from time to time as prescribed in
the rules.
e. That the accrual of interest on
investments is being duly
watched.
f. That nominations are obtained
from the subscribers and filed.
g. Those subscribers have been
furnished with statements of
balances periodically and their
acceptance obtained.
h. That loans have been given as per
the rules of eligibility and that they
have been properly recovered.
i. That the subscription or the
contribution has not been diverted
for any other purpose.
j. That reconciliation between Cash
book and bank account has been
done every month.
k. That in the case of death of an
employee in harness required
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formalities have been observed
while making payments to the
legal heirs.
ii. Pension Fund
The following are the checks to be
exercised in the audit of pension fund
account:
a. pension fund has been established
and contribution to it is being
made promptly and regularly at
the rates prescribed by the
University.
b. in respect of a person who was a
subscriber to the contributory PF
prior to his option for pension
rules, the University has stopped
contributing its share of PF from
the date from which option takes
effect.
c. the accumulated PF amount
contributed by the University
including the interest accrued
thereon till the date of option
taking effect has been credited to
the Pension Fund.
d. in the case of deputation of
employees from the service of the
University, Pension and Leave
Salary Contribution have been got
reimbursed from the foreign
employer at the rates prescribed
for the full period of deputation.
e. the anticipatory pension and
gratuity granted are as per scales
duly prescribed and that they are
adjusted when the final payment
of pension and gratuity are
sanctioned and paid.

f. the PPO is authorized and issued
by the appropriate authority and
that the amount of pension fixed
is correct.
g. the amount of pension drawn is not
in excess of the amount sanctioned.
h. the rate of DA allowed is in
accordance with the rules
prevailing from time to time.
i. the claim is duly supported by a
life certificate of a pensioner once
in a year.
j. the prescribed certificates
regarding non-employment,
marriage or remarriage are
furnished in evidence of the title
to pension wherever they are
necessary.
k. in the case of demise of a
pensioner, the payment is stopped
from the date following the date of
death and that the PPO has got
surrendered and cancelled.
l. the claims to arrears of pension are
supported by the sanction of
competent authority.
m.the balance of gratuity is released
only after no-due certificate is
issued.
n. in the case of payment to the legal
heirs in the event of the death of
the employee, requisite formalities
have been observed before
payment is made to the legal heir.
o. all other conditions relating to
payments of pension, gratuity,
commutation etc. are duly
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fulfilled.
p. the cash book relating to pension
fund has been reconciled with the
bank account.
q. disbursement from pension fund
are made to discharge pension
liability. Only cases of utilizing
pension fund for other payments,
if any, may be commented in the
report.
iii.Endowment and Donation Fund
account
This fund consists of donations from
members of the public invested in the
banks or in Government Securities as
decided by the Syndicate, the interest
accrued being used for the purpose of
giving gold medals and cash prizes to
eligible students as per the wishes of the
donors.
The following are the points to be seen
in audit
a. That record of history of each
endowment is maintained.
b. That the revenues due in respect
of each endowment are properly
watched and promptly released.
c. That income and expenditure in
respect of each endowment are
noted in the endowment register.
d. That the surplus balances of
endowments are promptly
invested in Fixed Deposits or
Government securities as decided
by the Syndicate.
e. That in the event of medals or
prizes not being awarded in any
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particular year, the interest
accrued has been added to the
corpus.
f.

That the wishes of the donors have
been fulfilled as per agreement.

g. That the transactions are reflected
in a separate cash book.
iv. Reserve Fund Account
Reserve fund is created in the
Universities for specific and well defined
purposes and contains contributions or
grants from the University fund or from
the State Government or from other
agencies. The auditor is required to see:
a. That the transactions are classified
and accounted for according to
prescribed principles.
b. That the transactions conform to
the rules and orders governing the
administration of each fund
instituted by the competent
authority.
c. That the balance at the close of the
year standing in the account is
correct.
v. Depreciation Fund Account
The fund is created to provide a cover
of depreciation for buildings, machinery,
equipments etc., according to the
percentage prescribed for each. The
points for verification are:
a. That the transfer of moneys to the
fund is as decided by the
Syndicate.
b. That the amounts have been
invested as determined by the
Syndicate.
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c. That accrual of interest has been
properly watched.
d. That the fund has been utilized for
the purpose for which it has been
created.
e. That ledger account has been
maintained in respect of each fund
vi. Group Insurance Fund Account
The points for verification in audit are
a. Whether the employee has filed
his nomination as prescribed.
b. Whether
the
employee’s
contribution as per the scales
prescribed has been credited to the
fund.
c. Whether the transactions are
routed through the cash book.
d. In case of demise of the employee,
whether the dues including
insurance portion has been paid as
per the rules.
e. In the event of the death of the
employee, whether the payment
has been made to the legal heir after
establishing legal heirship as
provided for under the rules.
f. In the case of retirement whether
the payment made conforms to
rules.
g. Total contribution recovered as per
salary bills was credited to the
fund account. Amount shown in
the balance sheet against this fund
agreed with initial ledger/ Bank
account, if funds are kept in
separate bank accounts. The

correctness of balance for the
current year may also be verified
by adding total receipts and
deducting disbursement under
this fund during the year as
accounted in income and
expenditure account of current
year, to the balance shown in the
balance sheet for previous year
B.9.12 Library Accounts
The verification involved in the audit
of Library accounts are two-fold, namely
the correctness of the accounting of the
books purchased and the due accounting
of fines levied and collected from
defaulters. The points for verification in
connection with the purchase of books are
as follows.
a. The tenders have been called for
in cases of purchases from all nongovernmental publications in
accordance with KTPP Act. Also
ascertain whether University has
framed any byelaws/procedure/
constituted committee for selection
and purchase of books.
b. The description of the books
received conforms to those
indented for and placed with the
firms.
c. The prices paid correspond to the
prices quoted.
d. Whenever discounts are available,
they have been availed.
e. If payments are based on
conversion rates, the conversion
ratio fixed by the offices
Committee from time to time has
been adopted.
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f. The books purchased find a place
in the Accession Register and each
book is assigned Accession
number.
g. In case of supply of periodicals
and journals, the cost of journals
not received has been deducted
from
subsequent
advance
payments.
h. Proper register has been
maintained to watch the receipt of
periodicals and journals.
i. The disposable items have been
surveyed, segregated and
disposed of to the best advantage
of the University.
j. The physical balance on the basis
of the stock-take corresponds to
the book balance as per the
Accession Register.
k. In respect of missing books, the
cost has been recovered from the
concerned person.
l. In case of write off of the cost of
missing books if any approval of
the competent authority has been
obtained.
m.The Library equipments such as
furniture, racks, almirahs etc., have
been purchased (out of grants
given by the UGC for this purpose)
after observing due formalities like
calling for quotations, acceptance
of lowest rates etc., and that such
articles have been duly accounted
for in the stock registers.
n. Annual Verification of Stock has
been conducted under due
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certification.
o. Verify that Library Books were
issued only to students,members
and Staff of the University.
p. Verify the books issued are
entered in the issue register after
verification of identity.
With regard to the accounts related to
the collection of fines from defaulters, the
points for verification are whether:
a. The number of days of delay has
been correctly worked out.
b. The fine levied is as per the rates
fixed by the University.
c. A receipt has been issued for the
amount collected.
d. The amount collected is reflected
in the fine register and the cash
book.
e. The amount has been remitted to
the University funds promptly.
f. The collections and remittances
have been counter-checked by any
responsible officer.
g. The system is such as to give room
for any leakage of the amounts
collected. If so, necessary changes
in the system should be suggested
by audit.
B.10Audit checklist for Assets
a. Asset Register
University may acquire, hold and
control both movable and immovable
properties (Section 29(e) Karnataka
University Act 2000)
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Auditor may ascertain details of
properties acquired/sold during the
period covered by audit. For this
purpose, auditor should
a. Review schedule of assets and
balance sheet for two or three years
preceding year of audit and
identify additions/deletions of
properties.
b. Ascertain whether university has
framed
any
statutes
for
acquisition/ disposal by way of
sale, lease etc. In the absence of any
byelaw/statutes, verify whether
acquisition of property by way of
purchase /construction were
according to provision of KTPP
Act/Rules.
c. Identify from schedule of assets
(land and building) total number
of building utilized and those not
used. In respect of such buildings
not used, comment on it,
quantifying number of buildings
and expenditure incurred on
construction or purchase, and loss
of revenue in case of commercial
buildings if any.
d. Check whether all the lands,
buildings are entered in the
register as prescribed in KPWD
code.
e. Verify whether details of new
constructions are entered in the
register immediately after handing
over of the building to the
university.
f. Check whether any land or
buildings are given to any other

institutions without prior
permission from the Government.
g. Ascertain total extent of land that
belongs to university from the title
records
(Khatha,
original
Allotment letter or award of land,
etc) as entered in the Register of
Immovable Property. Verify total
extent of land occupied by all types
of buildings, roads, agriculture/
horticulture/forest, vacant land,
land leased etc match with the total
land belonging to university. Any
variation may be analyzed with
diligence.
B.10.1Procurement of Stores and Stock
Account
Audit checks mentioned in para 1.4.6
are applicable mutatis and mutandis
B.10.2Deposits
a. As regards deposits, it should be
seen that no item is credited as a
deposit in the accounts of the
University which could be
credited as a revenue receipt.
b. The receipt should be traced from
the cash book to the ledger.
c. All deductions made from
vouchers on account of deposits as
well as all items of receipts
credited in the accounts as
deposits should be brought on the
ledger and all deposits refunded
or adjusted should be debited.
d. The deposits refunded should be
traced from the vouchers to the
ledger against the original entry
ensuring in particular that refund
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does not exceed the amount
received originally and no
amounts are debited to final head
of account and kept in deposits
with a view to avoiding lapse of
budget provision and claiming
reimbursement from Government.
e. It should be seen that correct
balances are carried over. The
balances in the ledger should be
proved after agreeing the total
credits and debits shown in the
classified registers, adding the
receipts to the opening balance and
deducting the repayments from the
total.
f. It should be seen in particular that
there is no undue delay in
adjustment of deposits. A list of
outstanding deposits should be
prepared annually.
g. It should also be seen that the
deposits remaining unclaimed for
such period as may have been
prescribed in the rules are duly
credited to the University Fund.
B.10.3 Investments
It should be seen in audit that
investments of surplus balances, fund
amounts, endowments etc. conform to the
provisions of the Act and that proper
accounts of such investments are
maintained. In checking the Investments
Register, it should be seen:
a. That the register is maintained
properly and is kept up-to-date.
b. It is reviewed periodically as
required by rules and a certificate
of verification is recorded thereon.
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c. The interest due on investments is
regularly realized and credit to the
proper accounts.
d. The securities are in custody of a
responsible officer.
e. That the investments are made in
authorized securities only and
with the sanction of the competent
authority.
All the securities in hand should be
checked physically during audit. Cases
of irregular investments should be
brought to the notice of the University
authorities.
B.10.4 Loans & Advances
The points for verification are
a. Whether the advances paid are
admissible under the rules and if
so, whether the prescribed
procedures have been followed in
granting them.
b. Whether they have been
sanctioned by the competent
authority.
c. Whether steps have been taken to
safeguard the interest of the
University in respect of certain
advances like House Building
Advance, Motor Car Advance etc.
It should further be seen that:
a. Correct balances are brought
forward from the previous years,
giving full details of date, voucher
number, purpose of advance and
name of the person to whom it was
granted.
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b. The advances paid during the year
are entered in the ledger and that
no advances are kept out of
account. All the advances paid,
recoveries and adjustments made
as appearing in the cash book and
adjustment register should be
traced to the ledger.
c. There is no undue delay in the
adjustment and adjustments are
not rushed in the month of March
although accounts have been
submitted earlier.
d. The ledger is balanced annually
and initialed by a responsible
officer.
e. No
advance
is
drawn
unnecessarily and refunded in
cash and that no new advance is
drawn for the purpose of repaying
one which is outstanding.

B.10.5Revolving Funds
Check whether
a. The revolving funds are given as
per the circular/ office order.
b. Receipt and payment statement
showing the status of the
Revolving Fund has been issued
to the drawing officer in
prescribed intervals as per the
guidelines issued.
c. A separate bank account has been
opened for the concerned
revolving fund, and all the receipts
and payments concerning this
account has to be transacted only
through this account.
d. The amount given in the form of
Revolving fund are shown as
Loans and Advances in the books
of accounts.

f. No amounts are debited to final
head of account with a view to
avoiding lapse of budget
provision and claiming grants
from Governments.

e. The amounts granted are utilized
only for the expenditure
mentioned in the order and any
deviations in the expenditure
needs to be reported.

g. The total of credits and debits are
arrived at and the closing balances
are correct.

f. The Principal amounts have been
returned at the end of the agreed
period. If it has not been paid,
check whether permission has been
sought for the extension for
repayment and the satisfactory
reasons have been provided.

h. Ensure that advances shown as
outstanding in the balance sheet
was correct and agreed with initial
record. Analyze advances
outstanding year wise and
comment on such advances not
adjusted/recovered
after
prescribed period.

g. In case the funds are advanced to
profit oriented projects, check if
any amounts of profits are shared
with the universities.
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B.10.6Suspense Account
Under the suspense head are recorded
all the transactions that are ultimately
removed either by payment or recovery
in cash or by book adjustment. Audit of
transactions under suspense heads
consists not only in applying the ordinary
procedure of audit of expenditure and
receipts but also in seeing:
v That the adjusted balances under
these heads continue to represent
bonafide assets or liabilities,
capable of being realized or
settled, as the case may be.
v That satisfactory action towards
such realizations or settlement is
being taken by the officers
responsible thereof
All balances under suspense heads
have to be reviewed at short intervals
with a view to ensuring that no item
remains longer than is reasonably
necessary to bring about its clearance in
the ordinary course with due regards to
the rules applicable to each case.
B.11Audit checklist for verification of
Common Registers
Audit involves verification of the
following common registers in various
offices:
i. Cash Books
While examining the cash book, it
should be seen that: -a. All sums for which receipts have
been granted according to the
counterfoil book and DDs/
Cheques received in all
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Departments have been promptly
taken to the Day book and the Total
of the day book is entered in the
cash book correctly. Amounts
drawn on self cheques are also
taken to cash book.
b. The sums have not been received
without the grants of receipt.
c. There has been no avoidable delay
in the remittance to the bank.
d.The receipts are remitted into the
bank and that no portion thereof
has been utilized directly for
expenditure.
e. The payments appearing in the
cash book are supported by proper
vouchers.
f. The details work up to the total
and the closing balance is correctly
arrived at.
g. Wherever there are daily
transactions, it is closed daily
h. The cash book is closed at the end
of each month and balance
certified.
i. All amounts shown as remitted
into Bank are supported by valid
challan and receipt is verified in
Bank pass book/sheet.
j. All corrections are attested by the
competent authority.
ii. Day Book of Collections and
Expenditure
a) It has to be seen that that all sums
for which receipts have been
granted according to the
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counterfoil receipts have been
promptly and correctly taken to the
day book of receipts.
b) That all items of expenditure
including adjustments supported
by vouchers are reflected in the
day book of expenditure and that
daily total has been correctly
arrived at.
iii.Stock Account of Receipt Books
The points for verification are:
a. Whether the opening balance,
receipts, issues and closing balance
of receipts are properly and
correctly exhibited.
b. Total quantity of receipts books
printed as recorded in printing
invoice was taken to stock register.
c. Whether issues are duly
acknowledged by the cashier
d. Whether page-count certificate has
been recorded on every receipt
book and whether more than one
book is issued at a time; and
e. Whether receipts are issued under
the signature of the Head of the
Office except where it is specially
provided otherwise.
iv.Remittance Register/Remittance
Challans
The points for verification are:
a. Whether the cash totals of the Day
Book correspond to the entries in
the remittance register; and
b. Whether the remittances have been
duly acknowledged by the banks

v. Register of Contingent Charges
In addition to the Audit check list
mentioned in para 1.3.C, the auditor
should see:
a. That the allotments have been
correctly noted;
b. That voucher-wise expenditure
has been correctly exhibited;
c. That expenditure incurred is
within the allotment; and
d. That wherever there is any excess
expenditure, proper sanction is
obtained
e. In the case of imprest account it
will have to be verified whether it
has been recouped from time to
time.
vi. Log Book of Vehicles
The following points have to be seen
regarding maintenance of vehicles :
a. History sheet of vehicle has been
maintained.
b. The vehicle has been insured
comprehensively and in particular
against riot.
c. The driver of the vehicle is in
possession of a driving license
renewed up-to-date.
d.If there are frequent major repairs
and replacements, whether the
bonafides are apparent from
records;
e. Tyres and tubes replaced are in
accordance with the rules in force;
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f. Reimbursement at prescribed rates
have been enforced in case of use
of vehicles by private persons
from University officers/staff for
private use.
g. The released parts have been
accounted for, utilized or disposed
of to the best advantage of the
University
h. The Kilometers are totalled up
correctly;
i. The purpose of journey is clearly
mentioned and the entries are
attested by the officer performing
the journey;
j. There is no unusual variation in
the distances mentioned between
two same places; and
k. The entries regarding repairs and
replacements are correctly
recorded.
A random check of mileages given by
each vehicle per litre of fuel and
wherever they are found to be short of
the general limit, such cases should be
brought to the notice of the University
authorities.
Where vehicles are hired by the
Universities for a considerable length of
time, audit will have to verify whether it
is economical and in the best interest of
the University.
vii. Register of Laboratory Equipments
The points for verification are:
a. The equipment has been taken to
stock, duly furnishing the details
such as specification, cost, invoice
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number and date of purchase etc.
b. The equipment has been insured
wherever the cost involved.
c. There is annual stock-take and
recoupment of cost of losses and
damages.
d. There are frequent major repairs
and if so, the reasons furnished are
bonafide as apparent from records.
e. There were proposals/indents for
purchase of equipments from
concerned departments.
f. Verify whether laboratory
equipment/machineries
purchased were relevant to the
courses offered in the colleges
maintained by university.
g. Verify
that
wherever
commissioning/installation of any
equipment is involved, the same
is done without delay, and
supplier has demonstrated the
working of the equipment.
h. Sufficient warranty was provided
and any replacements/repairs
required was carried out by the
supplier during the warranty
period.
i. Review resolutions of Syndicate/
Academic Council approving
purchases of assets.
j. Procedure/provisions of KTPP
Act/Rules and Government orders
were followed for purchase of
equipment.
k. Equipment were kept idle and
analyse reasons and period for

Audit Manual

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

which it remained idle and
comments on its impact.
viii.Register of Consumables
In the verification of Register of
consumable items used in chemistry and
other laboratories, the points for
verification are
a. Whether the receipts are duly
accounted for.
b. Whether issues are supported by
acknowledgements.
c. Whether the balance arrived at
after taking into account the
opening balance, if any,
corresponds to the actual physical
balance as certified by the officer
concerned.
d. Verify whether there were indents
from
user
departments/
laboratories for supply of various
chemicals/consumables, and
quantity purchased was according
to such indents.
e. Verify with reference to purchase
invoices
the
period
of
preservations if any and date of
manufacturing are also entered in
the stock register besides quantity.
f. Verify whether there was
accumulation of huge stock
balance of any consumables/
chemicals
due
to
slow
consumption
or
frequent
purchases and identify such items
losing their potentiality due to
retention in stock and comment on
wasteful expenditure.

g. If date of manufacturing/period of
preservation is not recorded in
stock register the lapse may be
mentioned in the audit report. If
these details are not available in
stock register, period during
which chemicals/consumables are
to be utilized/lose their
potentiality may be ascertained
through Controller of Drugs/
Health and Family Welfare
Department.
ix. Register of Advances Drawn on A.C.
Bills
It should be seen:
a. Whether all AC Bills are reflected
in accounting records.
b. Whether amounts have been
drawn on matured claims and
whether they have been paid soon
after drawal;
c. Whether accounts have been
rendered soon after the transactions
are over; and NDC bills are
submitted within the stipulated
period in which amount is drawn
on A.C. Bills.
d. Whether the unspent balances
have been refunded to the
University; and
e. Whether the amount has been
spent for the purpose for which it
was drawn.
x.Stock and Issue Register of Stationery
Articles
The points for verification are:
a. Whether the receipts are duly
accounted for;
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b. Whether issues are supported by
acknowledgement;
c. Whether the balance arrived at
after taking into account the
opening balance, if any,
corresponds to the actual physical
balance.
xi.Dead Stock Register
It should be seen that:
a. All the dead stock articles received
from time to time are duly
accounted for with description
b. They have been physically verified
at the end of each financial year and
certified to that effect;
c. Losses, if any, have been reported
to the competent authority and the
cost thereof has either been
recovered or got written off as per
rules; and
d.Unserviceable and obsolete items
have been disposed off after
following
the
prescribed
procedure.
xii. Scale Register
a. It has to be seen that a scale register
has been maintained furnishing
details of the various sanctioned
posts, the working strength under
each category of post and
vacancies, if any, to be filled up.
b. It is also for verification whether in
the event of increase or reduction
of the sanctioned or working
strength, necessary entries are
recorded.
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c. The working strength may
specifically be verified to see that
it does not exceed the sanctioned
strength at any time.
xiii.Classified Abstract Register (CAR)
The various classifications in the
Annual Accounts are based on the entries
made in the CAR on the basis of the daily
transactions.
a. The entries in the CAR should not
only agree with the daily
transactions but also should be so
posted as to evolve correct
classification under each head.
b. The point for verification in the
CAR is to ensure that all
transactions are classified correctly
under attestation of Finance
Officer.
xiv.Workshop Accounts
The auditor should see that:
a. All the job orders are entered in the
Job Order Register and a job card
is prepared and entered in a Job
Sheet Register.
b. A separate page is allotted to each
job in the Job Sheet Register
c. At the close of the year, unfinished
jobs are carried over to the new
year’s Job Sheet Register.
d. Wages of labour for the work done
as per daily work register and job
cards are correctly carried over to
the Job sheet register against the
job concerned.
e. The materials issued from the Stock
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Ledger is correctly carried over to
the job card and Job Sheet Register
of the particular Job.
f. Material is issued from the Stock
Ledger against job indents and that
the job indent number is duly
recorded against the issue
concerned
g. Surplus material is returned to
stores by means of return slips and
is accounted for in the stock ledger
h. On completion of the job, the value
worked out as per the job card and
Job sheet register is carried over to
the register of credit sales made in
the job delivery register.
i. Amounts due from various
departments of the University as
per register are duly adjusted.
j. A profit and loss account is
prepared at the end of the financial
year.
xv.Printing Press
The audit of press accounts involves
the following items of work
1. Verification of the system of cost
accounting
2. Verification of attendance and the
correctness of overtime allowance
paid.
3. Price audit and
4. Audit of proforma accounts

In addition, audit has to see that:
a. The use of stationery articles
including paper is in accordance
with the actual requirements and
is not excessive.
b. The requirements for each job as
regards paper etc are properly
assessed.
c. Issues are based on indents by the
proper authority
d. Proper accounts are maintained in
respect of each kind of book
printed
e. The price fixed covers the cost of
material, labour, overhead
charges, depreciation etc.
f. Unused papers etc, are returned to
stores and accounted for
g. Wastage of material does not
exceed the scale fixed by the
university and not in case in excess
of the scale prescribed by the
Government if any.
h. Waste paper is disposed of under
due orders of the competent
authority
i. The overtime allowance paid is in
accordance with the rates
prescribed by the university and
not in any case in excess of the rates
prescribed
under
factory
legislation
j. An inventory and history sheets of
all the machineries have been
properly maintained
k. The differences between book
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balance and stock if any, found on
actual count have been properly
explained and adjusted and
competent sanction is obtained for
the write-off, if any.
xvi.Prasaranga
a. The issues are correctly entered
with reference to the invoices of
sales.
b. The sums realized by sales are
brought on to the cash book
c. The concessional and free supplies
of publications, if any, are covered
by proper sanction;
d. The annual verification has been
conducted, result certified and
further action, if any, has been
taken.
e. The payment of royalty to the
authors for publication and
reprinting are covered by proper
sanction.

xvii.SC/ST Amelioration Committee/
Cell Account
The points for verification are whether:
a. The purchase rules have been
observed in the purchase of books,
dead stock.etc.
b. Certificates have been obtained
and filed from the various
Colleges/ Departments regarding
the correctness of the balances of
books and furniture as verified in
the actual count at the end of each
financial year
c. In the case of loss of books or
furniture, the cost has been got
reimbursed.
d. The remunerations paid to the
teachers conducting classes are in
accordance with the rates
prescribed by the university.
e. The amount earmarked for this
purpose has been utilized directly
or indirectly for any other
purpose.

f. The rates allowed to private
printers, if any, are according to
specification of work and based on
the rates duly approved by the
competent authority.

xviii. Directorate of Correspondence/
External Sources

g. No book has been reprinted when
there was sufficient stock in hand.

a. The lessons prepared are
accounted for in the register of
manuscript lessons

h. The sale proceeds of the books sent
to different centers for exhibition
cum sale, if any, have been duly
accounted for
i. In the case of credit sales, proper
security deposits have been
obtained.

228

Audit Manual

The points for verification are whether

b. The printed lessons have been
taken to stock
c. The lessons have been sent to only
registered students
d. The lessons printed is far in excess
of the number of registered
students.
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e. The balance in the stock account
represents the total number of
lessons printed as reduced by the
number dispatched
f. The quantity of paper supplied to
private printers is based on a
reasonable
assessment
of
requirement and excess supply, if
any, has been duly returned.
xix.University Health Centres
The points for verification are that:
a. Medicines are purchased locally,
observing due purchase rules,
only when they are not available
in the stores of the University.
b. The receipts are accounted for in
the stock register, medicine-wise.
c. Issues shown in the stock account
correspond to the totals of the
daily issue register, medicine wise.
d. The description and the quantity
of medicines issued to each
patient are distinctly mentioned in
the issue register under attestation
of the Medical Officer.
e. Medicine wise weekly/ monthly
abstract in the issue register
correspond to the entries of issues
in the stock account.
f. Yearly stock-take has been
conducted and the book balance
tallies with the physical balance
g. The book balance in respect of
medical instruments, equipments,
linen, etc, tally with the physical
balances and certified to that effect.

h. Rates at which medicine were
purchased, were not higher than
those fixed in the rate contract of
Health and Family Welfare
department
and
purchase
procedure was followed.
xx.Compliance Register
It is to be checked if all the audit
compliances are monitored regularly.
B.12 Audit Report
Soon after completion of the audit of
accounts of a department or office an
Audit Note containing the result of such
audit should be prepared in four sets.
The first copy should be sent to the
Registrar with a covering letter to obtain
replies from the concerned department
or office and to furnish the same to audit
within a period of two months from the
date of receipt of the Audit Notes. The
replies received to the Audit Notes either
directly from the department or office or
through the Registrar or Finance Officer,
either with or without their remarks,
should be reviewed expeditiously and
further remarks intimated directly to the
head of the concerned department or
office, mentioning Para numbers of the
replies accepted and settled in audit.
A copy of the Audit Notes should also
be sent to the head of the concerned
department/office and also to the
Finance Officer while sending the main
copy to the Registrar. A separate note
showing paragraphs which are
considered fit for inclusion in the Annual
Audit Report will have to be prepared
simultaneously and enclosed to the office
copy of the Audit Notes. Paras for which
satisfactory replies are received and
229

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

accepted will however be reduced from
the list while compiling Annual Audit
Report. The details of the Audit Notes
issued from time to time should find a
place in the Check Register of Audit
Notes.
After issue of the Audit Notes in
respect of all the offices/departments of
the University, the Annual Report
contemplated in the Karnataka State
Universities Act, 2000 will have to be
complied. While writing the Annual
Audit Report, the following points are to
be borne in mind:
i) A certificate will have to be
recorded at the appropriate place
mentioning that the Annual
Accounts of the University are
generally correct. This will, of
course, be subject to the various
observations made in the audit
Report.
ii) Irrespective of the fact whether
irregularities have been noticed in
one office/ departments, each type
of irregularity has to be brought
under a different heading. If in any
University, there are transactions
of a particular type which are not
covered by any of the headings of
the Annexure, they should be
brought under a separate
appropriate heading in the proper
place.
iii)Objections which have been
settled on the spot should be
included in the Audit Report if
they are of a serious nature or
involving any defects in procedure
or errors in principle. Wherever
infringements of rules are
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observed it is advisable to quote
relevant rules or orders. After
compilation of the Draft Annual
Audit Report it should be
discussed with the Director
(Audit), Karnataka State Audit &
Accounts Department before
approval.
Thereafter, the final Audit Report
should be prepared in 5 copies for being
sent to the following authorities:
a. The Vice Chancellor / Registrar
(The main copy should be sent
with a covering letter requesting to
furnish replies to all the paras
within two months from the date
of receipt of the report);
b. The Finance Officer;
c. The Director (Audit), Karnataka
State Audit & Accounts
Department (two copies should be
sent to the Director (Audit),
Karnataka State Audit & Accounts
Department one copy for being
forwarded to Government in the
Education Department).
On receipt of replies to the various
observations made in Annual Audit
Report, the procedure mentioned in
respect of Audit Notes of Institutions
shall be observed.
Draft report of central and unit audit:
- The Regional office shall as soon as the
audit of the accounts of the University is
completed and not later than 15th of July
each year send a report on the results of
audit of the grants sanctioned by the State
Government to the Director (Audit),
KSA&AD.
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Annual local audit programme of
University Institutions: - On or before the
30th April of each year the Regional office
shall send a programme of local audit in
such form as may be prescribed by the
Director (Audit), KSA&AD from time to
time on the accounts of the Universities
for approval.
B.13 Audit charges:
The entire charges on account of the
audit of establishment will have to be
initially met from the Government fund
subject to reimbursement from
University fund by way of audit charges.
The audit charges comprise of the
following items:
1. Gross actual cost of the service;
2. Leave salary contribution based on
gross actual cost of service;
3. Pension contribution based on
actual cost;
4. Actual expenditure on T.A.
medical reimbursement, and office
contingencies.
Note: Wherever there are dues of
Audit Charges, it may be brought to the
notice of Government while certifying
extra cost for recovery while releasing
grants.
C.Audit Checklist for Audit of Gram
Panchayats
C.1. Introduction
The Constitution (Seventy third
Amendment) Act 1992 which came into
force with effect from 24 April, 1993 was
enacted by Parliament with a view mainly
to strengthen and revitalize the

Panchayat Raj Bodies. It envisaged
certain broad guidelines in regard to the
constitution; composition, powers and
functions of a three tier Panchayat Raj
Institution (PRI) i.e. Gram Panchayats
(GP) at village level, Taluka Panchayat/
Panchayat Samithi at Block Level and
Zilla Parishads at district levels and also
specifying the 29 functions to be carried
out by the PRIs, as provided in the
Eleventh Schedule of the Constitution.
The state governments were also
expected to frame suitable laws in respect
of maintenance of accounts and audit of
PRIs. The main objective of the
amendment act was to ensure democratic
decentralization of powers and functions,
accountability and transparency in all the
activities of the PRIs.
The Government of Karnataka
enacted ‘The Karnataka Panchayat Raj
(KPR) Act, 1993’ to implement the
directions given in the 73rd Amendment
Act, 1992 of Constitution of India,
establishing Zilla Panchayats (ZPs) at
District Level, Taluk Panchayat (TPs) at
Taluk level and Gram Panchayats (GPs)
at grass root level. The functions of these
PRIs are enumerated in Annexure 1 to 3
of the Act. Besides, various Rules
pertaining to ZPs, TPs, and GPs have
been framed by the State Government
under relevant provisions of the Act.
Karnataka Gram Panchayats are
established under Section 3 of the
Karnataka Panchayat Raj Act 1993. A
Panchayat constituting a village or a
group of villages is called a Village
Panchayat and a Panchayat declared to
be a Panchayat town is called a Town
Panchayat.
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C.2 Audit Mandate for Gram
Panchayat
According to Section 246(1) of the
Karnataka Gram Panchayat Act 1993, the
accounts of every Gram Panchayat shall
be audited each year by such officer as
may be authorized by the Director (Audit)
of Karnataka State Audit & Accounts.
Submission of Report- According to
Section 246(5) of the Karnataka Gram
Panchayat Act 1993, the auditor shall,
within one month after the completion of
audit, forward a copy of the audit report
to the Gram Panchayat and to the
Executive Officer.
Audit
Report
Follow-up
Compliance- According to Section 246(6)
of the Karnataka Gram Panchayat Act
1993, on receipt of the audit report, the
Gram Panchayat shall either remedy any
defect or irregularity which has been
pointed out in the report and send to the
Executive Officer within three months an
intimation of its having done so, or shall
within the same period furnish to the
Executive Officer any further explanation
in regard to such defects or irregularities
Charge and Surcharge: As per Section
246(8) of the Karnataka Panchayat Raj Act
1993, the Executive Officer may, after
making such enquiry as he may consider
necessary, disallow any item of
expenditure which appears to him to be
contrary to law and surcharge the amount
thereof on the person making or
authorizing the illegal payment and after
taking the explanation of the person
concerned, the Executive Officer may
direct by an order in writing that such
person shall pay to the Gram Panchayat
the amount surcharged along with

interest at fifteen percent per annum on
the amount due, from the date from which
it became due and if the amount is not
paid within two months from the date of
such order, the Executive Officer shall
take steps to recover it as an arrears of
land revenue and credit it to the Gram
Panchayat Fund.
C.3Method of Accounting Prescribed
The Government of Karnataka
decided to introduce an “accrual basis,
double entry accounting system” in GPs,
and replaced the Karnataka Panchayat
Raj (Gram Panchayats Accounts and
Budget) Rules, 1995 with a new set of
accounting and budgeting rules, namely,
Karnataka Panchayat Raj (Gram
Panchayats Budgeting and Accounting)
Rules, 2006. These rules, which came into
effect from 1-4-2007 prescribe
maintenance of double entry, accrual
basis accounting, and also prescribe the
accounting procedures to be followed,
books of accounts and forms to be
maintained and formats of financial
statement and budgets. The new rules
2006 mentioned above will be applicable
to all GPs in the State.
C.4Financial Reporting
The financial statements are prepared
annually. There are three main financial
statements namely:
a. Balance Sheet (Form 56 - Rule
109(4))
b. Income
and
Expenditure
Statement (Form 55 - Rule 109(3))
c. Receipts and Payments Account
(Form 53 - Rule 108)
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C.4.1Computerization of Accounts

C.5.Audit Checklist for Budget

National Informatics Centre (NIC) has
a pivotal role in the Information and
Communication Technology initiatives of
RDPR department. Based on the Double
entry system and Panchayat Raj
(Budgeting and Accounting) Rules, 2006
an accounting system called Panchatantra
has been developed by the National
Informatics Centre (NIC) in consultation
with the RDPR department. Panchatantra
is a web based software and hosted
centrally from the NIC State Data Centre
at Bangalore. The software can be
accessed using various communication
technologies.

It should be seen that

Following are the salient outputs of
Panchatantra
a. Database of Properties
b. Grants Received, Released
c. Expenditure under schemes, local
expenses
d. DCB (Property Tax, Water rates,
Cess, and other taxes and revenues
etc.)
e. Statutory MIS Reports
f. Ledger, Cash book, Trial balance,
Balance sheet, etc.
Since the accounts are prepared in the
Panchatantra, it would be convenient for
the auditor to perform his audit
procedures with the help of these
accounting applications. It would help
the auditor to do away with checking the
manual records. The key aspects
involved in the audit done through the
help of computer applications are given
in Paragraph A.3.(viii)
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a. the budget is prepared by the
Secretary of Gram Panchayat as
per Section 241 of the Karnataka
Gram Panchayat Act, 1993 and
Rule 11 of Karnataka Panchayat
Raj (Gram Panchayat Budgeting &
Accounting) Rules 2006 and
placed in the meeting of the Gram
Panchayat elected body.
b. the expenditure made in excess of
the limits specified in the budgets
is checked. If such expenditure is
not covered by re-appropriation
sanctioned, the amount may be
held as an objection in the audit
report.
c. the changes made in the sanction
of grants are as per Section 242 of
the Karnataka Gram Panchayat Act
1993.
d. The manner of preparation and
formats of budget estimates are
done as per the Rules 11 & 12 of
the Karnataka Panchayat Raj (Gram
Panchayat
Budgeting
and
Accounting), Rules 2006.
e. provision has been made for the
discharge of liabilities in respect of
loans taken by Gram Panchayats
and all other commitments,
f. all variations between the figures
of Budget year and those of the
previous year have been
adequately explained,
g. all the items of expenditure are
included in the Budget and that
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any amount of expenditure made
without Budget allotment shall be
treated as expenditure contrary to
Law.
h. sanction of Government or any
other authority required under the
rules for incurring expenditure,
though the provision is made for
such expenditure in the budget,
has been obtained.
i. no part of allotment remaining
unexpended at the end of the year
shall be reserved or appropriated
by transfer to deposits or any other
head of department in advance in
order to avoid lapse of funds and
disbursement after the end of the
year,

previous years and allocation of
funds were made for works
approved by Gram Panchayat. The
auditor must collect details of
works remaining incomplete for
over two to three years from the
register of works and analyze
reasons for the same. Check
whether sufficient funds were
allocated to such works while
approving budget.
C.6Audit checklist for Revenue Items
The following areas need to be given
special attention by the auditor as these
are considered to be areas of high
potential risk. Attention and Vigilance is
required for the audit for the following
areas mentioned below:

j. Other rules/instructions issued on
budgeting are followed wherever
required.

V Collection of Tax on building

k. GP fund was utilized for purposes
specified in Section 58 and 59 and
Schedule I of KPR Act. Also refer
to Section 213 of KPR Act and
verify whether funds earmarked
for welfare activities not less than
25 percent thereof, pertained to
welfare of scheduled caste/
scheduled tribe.

V Utilization of Centrally Sponsored
Schemes/Grants

l. GP Fund was deposited in a
schedule Bank and that Bank
account is jointly operated by the
officer/authority, authorized by
Government. Refer Rule 10 of GP
Budgeting and Accounting rules
2006.
m.Sufficient budget allocations were
made for incomplete works of

V Cess Collection
V Public Works

V Audit of Procurement & Stores
C.6.1General Checks for all Categories
of Revenue
The Auditor should ensure that the
checks mentioned below have been
followed by the G.P scrupulously and
any deviation should be brought to the
notice of the competent authority and
made a note in the Audit report. The
following are the general checks that
need to be adopted for the audit of
revenue items.
a. All moneys received should be
paid in to the Gram Panchayat
Office daily.
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b. The moneys received should be
first brought into account and
remitted into Gram Panchayat
Fund and utilized for its
expenditure.

f. Receipts in the prescribed form
signed by the executive authority
should be given for all the moneys
received from the public in the GP
Office.

c. The capital receipts, such as sale
proceeds of land, buildings or
machinery should not be applied
to ordinary expenditure without
the previous sanction of the
competent authority.

g. Refer to Rule 21 and 22 of GP BAR
2006 regarding use of receipt
books. The auditor should:

d. Every servant of GP or the
Executive Officer entrusted with
the collection of GP revenues on
bills previously issued in the GP
Office should be supplied with a
collection book.
e. Collection of taxes and revenues
made by bill collectors or other
outdoor subordinates or village
headman should be remitted into
GP Office through a collection
register maintained in the GP
Office.

1) Collect details of receipt books
(book number, date of issue,
number of books etc) issued to
Gram Panchayat either from Zilla
Panchayat or Government press.
Compare book number with those
actually used by Gram Panchayat.
2) Verify that only printed receipt
books obtained from Zilla
Panchayat or Government printing
press are used.
3) Check that receipt books printed
in private press are not used.
Check that receipt books are issued
in serial order and only one book
is in use at a time.

C.6.2 Tax on Buildings and Lands


   



ƐƉĞƌ^ĞĐ ŽŶϭϵ ϵ;ϭͿŽĨƚŚĞ<ĂƌŶĂƚĂŬĂWĂŶĐŚĂǇĂƚZĂũĐƚ͕ϭϵϵϯ͕Ă'ƌĂŵWĂŶĐŚĂǇĂƚƐŚĂůůŝŶ
ƐƵĐŚŵĂŶŶĞƌĂŶĚƐƵďũĞĐƚƚŽƐƵĐŚĞǆĞŵƉ ŽŶƐĂƐŵĂǇďĞƉƌĞƐĐƌŝďĞĚĂŶĚŶŽƚĞǆĐĞĞĚŝŶŐƚŚĞ
ŵĂǆŝŵƵŵƌĂƚĞƐƉĞĐŝ͍ĞĚŝŶ^ĐŚĞĚƵůĞ/s ͕ůĞǀǇƚĂǆƵƉŽŶďƵŝůĚŝŶŐƐĂŶĚůĂŶĚƐǁŚŝĐŚĂƌĞŶŽƚƐƵďũĞĐƚ
ƚŽĂŐƌŝĐƵůƚƵƌĂůĂƐƐĞƐƐŵĞŶƚ͕ǁŝƚŚŝŶƚŚĞůŝŵŝƚƐŽĨƚŚĞƉĂŶĐŚĂǇĂƚĂƌĞĂ͘


Ȁ 
ŝͿ

ZĞŐŝƐƚĞƌŽĨĚĞŵĂŶĚĐŽůůĞĐƚŝŽŶĂŶĚďĂůĂŶĐĞŽĨůĂŶĚĂŶĚďƵŝůĚŝŶŐƐ;&ŽƌŵϭϭͲZƵůĞϯϬͿ

ŝŝͿ ƐƐĞƐƐŵĞŶƚůŝƐƚŽĨďƵŝůĚŝŶŐƐĂŶĚůĂŶĚƐůŝĂďůĞƚŽƚĂǆĂƚŝŽŶ;&ŽƌŵϵͲZƵůĞϮϴͿ
ŝŝŝͿ DƵƚĂƚŝŽŶZĞŐŝƐƚĞƌ;&ŽƌŵϭϬͲZƵůĞϮϵͿ
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Check Whether:
a. Any survey has been conducted to
identify the total number of taxable
buildings and lands within limits
of Gram Panchayat. Compare the
number of buildings or lands from
which tax was assessed/recovered
as against total number of taxable
buildings/lands. Any variation
between the two may be analysed
and suitably commented.If there is
no data of taxable buildings/
lands,
comment
on
non
maintenance of such vital data.
Refer to rule 28 (2) of GP BAR 2006.
b. A demand register in Form No 11A
has been maintained in accordance
with the instructions contained in
Rule 30.
c. The demand posted from the
assessment list, collections posted
from the day book and the
balances are recorded correctly.
d. The rate of taxes levied is as per
the schedule of rates fixed and
notified. Auditor has to verify if the
demand corresponds to the type of
land and building the assesee
holds.

g. Bills for payment of tax on land
and buildings have been issued in
Form No 7A.
h. The amounts have been
acknowledged by the issue of
receipts in Form No 3 and taken
into account in the day book in
Form No 7.
i. Every person making payment of
a tax has been given a receipt
thereof containing the following
details signed person duly
authorized in that behalf
V The date of payment of Tax,
V The name of the person by
whom the tax is paid,
V The tax in respect of which
property the payment has been
made,
V The period for which payment
has been made,
V The amount paid.

e. An annual abstract is recorded in
the demand register and the
amount of total demand in the
assessment list agrees with the
total demand in the demand
register after making allowance for
special revisions of assessment.
f. The total amounts of collections in
the Demand Register in Form 9
agrees with the total amount of
collections in the Day book in
Form 7 of Rule 24.
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C.6.3 Assessment and Collection of
Taxes

prescribed manner has been
served to the person.

a. It should be seen whether the GP
Authority has levied all the taxes
ordered to be levied under this
Act.

e. In case there is a dispute in the tax
settlements, check if any steps have
been taken to recover or settle the
collections due.

b. The Executive Authority has
determined the Tax to which each
person or property is liable.

f. Verify the age-wise analysis of the
amount of taxes due

c. In the case of taxes payable by
executive
authority,
the
assessment is made by the Gram
Panchayat.
d. After the tax payable by a person
is determined for the first time
under this Act, a notice in the

g. In case of inadequate assessment,
or omission from the assessment
book relating to any tax or in case
of clerical or arithmetical error in
the books, the said books are
amended by the executive
authority on the directions of the
Gram Panchayat, after giving a
special notice to person where it
involves an increase in the
assessment.

C.6.4 Advertisement Tax


 



ƐƉĞƌ^ĞĐ ŽŶϭϵϵ;ϯͿ;ĐͿŽĨƚŚĞ<ĂƌŶĂƚĂŬĂWĂŶĐŚĂǇĂƚZĂũĐƚ͕ϭϵϵϯ͕ 'ƌĂŵWĂŶĐŚĂǇĂƚŵĂǇĂůƐŽ
ůĞǀǇdĂǆŽŶĂĚǀĞƌ ƐĞŵĞŶƚĂŶĚŚŽĂƌĚŝŶŐƐĂƚƐƵĐŚƌĂƚĞƐĂƐƚŚĞ'ƌĂŵWĂŶĐŚĂǇĂƚŵĂǇďǇďǇĞ ͲůĂǁƐ
ĚĞƚĞƌŵŝŶĞďƵƚ ŶŽƚĞǆĐĞĞĚŝŶŐƚŚĞŵĂǆŝŵƵŵƐƉĞĐŝ͍ĞĚŝŶ^ĐŚĞĚƵůĞ/sĂŶĚŝŶƐƵĐŚŵĂŶŶĞƌĂŶĚ
ƐƵďũĞĐƚƚŽƐƵĐŚĞǆĞŵƉ ŽŶƐĂƐŵĂǇďĞƉƌĞƐĐƌŝďĞĚ͘ 

This tax is collected from the person
on every Advertisement, which is within
the limits of the local authority.

b. Verify if the rates are in accordance
with those specified in schedule IV
of the KPR Act 1993.

The following points should be
verified:

c. Verify if any exemptions provided
permission have been obtained
from the relevant authority.

a. Verify if it has been resolved in the
Gram Panchayat to levy the tax
and the rate at which it has been
levied and has been approved by
Gram Sabha.
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C.6.5 Entertainment Tax


  



ƐƉĞƌ^ĞĐ ŽŶϭϵϵ;ϯͿ;ĂͿŽĨƚŚĞ<ĂƌŶĂƚĂŬĂWĂŶĐŚĂǇĂƚZĂũĐƚ͕ϭϵϵϯ͕ 'ƌĂŵWĂŶĐŚĂǇĂƚƐŚĂůůůĞǀǇƚĂǆ
ŽŶĞŶƚĞƌƚĂ ŝŶŵĞŶƚ͕ŽƚŚĞƌƚŚĂŶĐŝŶĞŵĂƚŽŐƌĂƉŚƐŚŽǁƐ͕ ĂƚƐƵĐŚƌĂƚĞƐĂƐƚŚĞ'ƌĂŵWĂŶĐŚĂǇĂƚŵĂǇ
ďǇďǇĞ ͲůĂǁƐĚĞƚĞƌŵŝŶĞďƵƚŶŽƚĞǆĐĞĞĚŝŶŐƚŚĞŵĂǆŝŵƵŵƐƉĞĐŝ͍ĞĚŝŶ^ĐŚĞĚƵůĞ/sĂŶĚŝŶƐƵĐŚ
ŵĂŶŶĞƌĂŶĚƐƵďũĞĐƚƚŽƐƵĐŚĞǆĞŵƉ ŽŶƐĂƐŵĂǇďĞƉƌĞƐĐƌŝďĞĚ͘ 


 Ȁ 



ZĞŐŝƐƚĞƌĨŽƌĐŽůůĞĐ ŽŶŽĨŶƚĞƌƚĂŝŶŵĞŶƚdĂǆ;&Žƌŵϭϳ ͲZƵůĞϯϲͿ

The Entertainment Tax is collected in
respect of entertainments held within the
limits of any local authority. With respect
to the collection of entertainment tax the
following points should be verified:
a. Verify if the necessary approvals
have been taken by the person
conducting the entertainment show
b. Ensure that the tax has been
collected
in
advance,
if
entertainment is for a limited
period, and there should be no
scope of any arrears of
Entertainment Tax.
If the
entertainment show is on
permanent basis, tax is to be
collected in advance at the
beginning of the month (Rule 36
GPBAR 2006)



 Ȁ 
a.
b.
c.
d.
e.

c. Verify the period for which the
permission has been sought for
conducting the entertainment.
d. Verify that the collection of
entertainment tax was accurate by
multiplying the number of shows
per day at the actual rate
prescribed.
e. Verify
that
recovery
of
entertainment tax is watched
through the register and got
credited to the funds of GP.
C.6.6Rent from Buildings & Lease of
Land
C.6.6a.Acquisition, disposal of Movable/
Immovable properties by sale/lease
etc., (Rules 69 & 110 of GPBAR 2006
and Section 209 and 210 of KPR Act
1993.



Stock Register of Movable Properties (Form 29 –Rule 69)
Register of Movable Properties (Form 29 A)
Register of Land (Form 30 –Rule 69)
Register of Immovable Properties (other than land) (Form 31- Rule 69)
Schedule of Assets & Liabilities (Form 57- Rule 110)
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The following points should be
considered in verifying the authenticity
of the lease/sale agreements entered
into:
a. Provision of Section 209 and 210 of
KPR Act and GP (acquisition and
transfer of movable and
immovable) Properties Rules 1996
were complied with while
acquiring, selling and lease of such
properties
b. Sanction of the competent
authority was obtained as
prescribed in Section 210 of KPR
Act 1993 and GP (Acquisition and
Transfer of Movable and
Immovable Properties) Rules 1996
for acquisition and disposal by sale
or lease etc.,
c. Wide publicity was given
regarding sale/lease of any
property specifying period
allowed for filing bids
d. Application without payment of
Earnest Money Deposit (EMD)
was rejected.
e. Sale/lease was confirmed in
favour of highest bidder and that
highest value was not less than
market value of the property and
expenses of registration of sale/
lease deed was borne by the
purchaser/ lessee.
f. In the case of sale/lease, if the
highest bidder fails to execute
sale/lease deed within the period
specified in the notice inviting
bids, EMD was forfeited and
condition to this effect was
included in the notice.
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g. An agreement has been entered
into by the competent authority
and that a necessary lease deed,
setting forth the conditions subject
to which the lease is granted, is
executed, in format as prescribed
in GP (Acquisition and Transfer of
Movable
and
Immovable
Properties) Rules 1996.
h. the deed specifies –
v duration of the lease
v the amount of each instalment
of the rent
v The compensation or penal
interest payable in the case of
delay in the payment of any
instalment
v the liability of the lessee to
make good any loss caused to
the leased property of Gram
Panchayat
v the amount of initial deposit/
adequate
security
was
obtained to guard against loss
of lease rent
v purpose for which leased
property may be used
i. The lease deed is duly stamped
according to the Indian Stamp Act
and signed by the Competent
authority and lessee in the
presence of witnesses and
registered in cases where the
period of lease exceeds one year
(Section 17 of Registration Act)
j. Every lease deed contains an
express condition that the lessee
shall be liable to pay such ground
rent as the competent authority
may fix from to time.

Audit Manual
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k. that no person is allowed to enjoy
the lease until he has executed the
lease deed;
l. Any installment due under the
lease is not paid within agreed
time on which it becomes payable.
If so, verify whether the executive
authority has forthwith reported
the matter to the Gram Panchayat
which should terminate the lease
and managed by itself at the risk
of the lessee till it is resold, if a
resale is ordered.
m.Penal interest is calculated and
recovered or written off with the
sanction of the competent
authority;
n. When a resale is conducted or
when a lease is terminated on
account of the default of the lessee,
necessary legal steps are taken for
the recovery of the loss from the
original lessee;
o. All the arrears of rent have been
tracked and the reasons for the
non-collection
have
been
addressed.
p. No member or employee of GP
with duty to perform in connection
with sale of movable or immovable
property has participated in the
auction sale (Section 285 of KPR
Act)

Verification of Purchase Procedure of
Fixed Assets:
a. Verify if GP which purchases a
Fixed Asset enters the purchase in
the register of Fixed assets.
b. Check for the procurement order,
budget availability etc.
c. Verify all the documents and if
entries are made in the relevant
Fixed Assets Register.
d. Check if the assets are physically
verified periodically.
e. Check if the assets have been
adequately insured covering the
value of the asset and timely
renewals are made at regular
intervals.
C.6.7Income from markets, slaughterhouses, etc.
Check:
1. Revenue yielding properties and
realization (refer to Rule 34 of
GPBAR 2006)
2. Total number of revenue yielding
properties as entered in the register
(Form No 15)

C.6.6 b Land and Fixed Assets

3. Procedure for giving wide
publicity was followed in respect
of revenue yielding assets like
market yards, garden lands or any
vacant lands, for any revenue
collection

The following are some of the points
that should be kept in view and
examined in the audit of Fixed Assets.

4. Whether auction was confirmed in
favour of highest bidder and
security deposit of 3 months
revenue was obtained.
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Market fees/ Fee for Slaughter Houses


  



As per the following sections
of the Karnataka Panchayat Raj Act, 1993, Gram
Panchayat shall levy tax or fees at such rates as the Gram P
anchayat may by bye
determine but not exceeding the maximum speci? ed in Schedule IV and in such manner
and subject to such exemptions as may be prescribed
Ǥ

-laws



199(3) (e) - Market fees
199(3) (f) – Registration fee for sale of cattle
199(3) (g) – Fees on buses, taxies and auto and stands
199(3) (f) – Fees on Grazing cattle in the grazing lands 


a. that the owners/occupiers of
private market have been issued
tickets for collection made daily
for use of such market and receipts
for collection made periodically,
b. that the rates to be charged have
been displayed boldly at
conspicuous place of the market

For Licence fee for private bus/cart
stands

c. that the ticket books are printed
separately for each rate of fees
charged

a. Verify if all the new bus/private
cart stands have obtained the
licence from Gram Panchayat

d. that a register of collections is
maintained in Form - 7 given in the
Appendix to the Rules,

b. Check whether they have renewed
the licence every year.

e. that the registers, tickets and
receipt books are checked by the
Executive Authority once in every
month and the Executive Authority
has recorded his remarks therein
about the correctness of the
accounts maintained,
f. That a statement of the receipts and
charges relating to the markets for
the previous year has been
furnished with the application for
renewal of licence to keep open the
market.
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g. That every Gram Panchayat may
provide places for use as public
slaughter houses and charge rents
and fees at such rates as may be
fixed by the Gram Panchayat.

Cattles Fees/ Fees from Grazing land
a. It should be verified that in case of
community cattle sheds provided
by Gram Panchayat, the fees are
collected from the owners of the
Cattle subject to the rates
prescribed by Gram Panchayat.
b. Verify if the prescribed fees are
collected in case the cattle have
been allowed for grazing in
gomala lands.
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c. Whether fines and feeding charges
at the rates prescribed in the bye
laws have been recovered.

Cattle pounds
The audit should check:
a. Whether the cattle pound is
managed in accordance with bye
laws framed.
b. Whether impound receipts in
Gram Panchayat Form No 19 of
Rule 37 are issued to persons
impounding cattle and release
passes are issued to persons
releasing the cattle.

d. The daily totals in the palm register
should be checked and traced into
the remittance register and general
cash book.
e. It should be seen whether the
amounts realized by the sale of
stray cattle are credited to the
deposit account and adjusted to
the miscellaneous revenue
account.

C.6.8 Water Charges/Water Connection charges


  



ƐƉĞƌ^ĞĐ ŽŶϭϵϵ;ϮͿŽĨƚŚĞ<ĂƌŶĂƚĂŬĂWĂŶĐŚĂǇĂƚZĂũĐƚ͕ϭϵϵϯ͕'ƌĂŵWĂŶĐŚĂǇĂƚŵĂǇůĞǀǇ
ǁĂƚĞƌƌĂƚĞĨŽƌƐƵƉƉůǇŽĨǁĂƚĞƌĨŽƌĚƌŝŶŬŝŶŐĂŶĚ ŽƚŚĞƌƉƵƌƉŽƐĞƐ͘

Ȁ 



ĞŵĂŶĚĂŶĚŽůůĞĐ ŽŶƌĞŐŝƐƚĞƌŽĨǁĂƚĞƌƌĂƚĞƐ;&Žƌŵϭϰ ͲZƵůĞϯϯͿ

a. The Gram Panchayat collects fees
every month for water connection
secured by the house owners
under the protected water
supply scheme.
b. Verify if the water rates are
collected as per the rates
prescribed by the Gram
Panchayat.
c. In case the amounts are collected
as per the fixed tap rates, verify
if the amounts are collected as per
the tap rates prescribed.

C.6.9 Fees for Issue of Certificates
The inhabitants of Gram Panchayats
are provided with many services and
they are charged fees for the issue of
a. Certificates of value of property
b. Birth and Death certificates.
The audit should verify :
1. if the fees collected are as per the
rates prescribed
2. if the certificates issued are
maintained in a separate register
along with the relevant details of
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the persons to whom the
certificate is mentioned.
3. if the certificates issued are
serially numbered and with the
help of such serial numbers, verify
if the number of certificates issued
correspond with the amounts
collected.
C.6.10 Jatra Fees
The audit should verify the following:
a. If in respect of any fair or festival,
tax or toll is levied, it should be
seen in audit that the proceeds of
tax or toll are spent in the manner
indicated.
b. Verify
whether
adequate
sanitation facilities are provided
for in such fairs from the funds
collected and promoting the
comforts and convenience of the
persons resorting to the fair or
festival.

Audit should verify whether
a. The penalty of 10% is collected in
case of tax, rate and fees not paid
within 30 days from the date of the
issue of notice. Also check if the
notices are issued and the
recovery made for the same has
been checked and entered in the
relevant registers.
b. The value of damage to the
Panchayat properties has been
recovered from the persons liable
in accordance with the provisions
of Section 288 of Karnataka
Panchayat Raj Act 1993.
c. The fees paid for the following
items by the Gram Panchayat
have been recovered
v Distraint sale
v Issue of the notice of demand
v Cost of maintaining any
livestock seized.

c. Verify if there is balance in the
advance/fees collected, if any,
after providing for the purpose
mentioned
above,
on
improvements to and repairs of
the roads leading to the fair or
festival Centre.

d. All the fines imposed by the
magistrate under the Act or the
rules and bye-laws made under
the Act have been credited to the
Panchayat fund in accordance
with the Section 287 of the Act.

d. The residue if any for the benefit
of the local area in such manner
as may be determined by the local
authority.

e. If any member of the Panchayat
has incurred penalties under
Sections 27 & 28, 31B, 39 and 278
of the Act, the fact may be
recorded in the Audit report.

C.6.11 Fines, Penalties and Recoveries
Section 200 of KPR Act 1993, provides
for levy of penalty for delayed payments
of taxes fees, fines etc.,
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If the Gram Panchayat is prevented
from exercising its powers and functions,
it is empowered under the relevant rules
to impose fines and penalties as per the
relevant sections of the Act. It shall be
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seen in audit that the fines and penalties
imposed are collected and credited to the
funds of the Gram Panchayat.
C.6.12 Warrant/Distraint Fees (Section
199(4), 265 & 266 of KPR Act 1993)
If the amount of any tax demanded is
not paid within prescribed time from the
date from which it becomes due, the
executive authority shall recover by
distraint under his warrant and sale of the
movable property of the defaulter, the
amount due on account of such tax
together with the warrant fee and the
distraint fee and with such further sum
as will satisfy the probable charges that
will be incurred in connection with the
detention and sale of the property so
distrained.
Register /Documents
i) Register of warrants.
ii) Register of distrained property.

e. That warrant numbers are noted
against the corresponding
assessment numbers in the
demand register.
f. That the blank forms of warrants
are not signed by the executive
authority and left with the bill
collector to be filled up and
executed on his own initiative.
g. That fee on warrants once issued
have been collected or written off
with the sanction of the Gram
Panchayat.
Note: It is permissible to write off
the warrant fee when tax for which
the warrant was issued has been
collected.
h. That the postings of collection of
warrant fees in the current and
Arrear Demand Register are made
as in the case of Property Tax.

iii) Warrants.

C.6.13 Inventory and Register of
Distrained Property

iv) Inventory of distrained properties.

Audit should verify

v) Sale list of distrained properties
Warrants:
Audit should verify:
a. That warrants are consecutively
numbered and issued to parties.
b. That the warrant fee has been
collected for each warrant issued.
c. That there is no undue delay in the
execution of warrants.
d. That the collection of warrant fees
is duly brought to account.

a. That in every case of distraint for
non-payment of tax, a warrant has
been issued.
b. That the several columns in the
register of distrained property are
properly filled up.
c. That a list of property distrained
is made out in each case and the
foil of inventory furnished to the
party.
d. That the distraint fees, etc., due are
collected in accordance with the
rules fixed by the Gram Panchayat.
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Note: The warrant fee should include
the amount of tax for the purpose of
calculating the distraint fees.

i. That there are no undue delays in
the disposal of distrained
property;

e. That the signature of the party is
taken in the register when the
property is returned to the owner.

j. That there is evidence of
examination of the distrained
property by the executive
authority from time to time.

f. That the surplus sale proceeds
have either been refunded to the
party or credited to deposits and
that in the former case the refund
has been duly acknowledged by
the party;
g. That the amounts credited to
deposits are adjusted to Gram
Panchayat funds as lapsed when
no claim is made within the
prescribed period.
h. That sale lists are forthcoming in
all cases of sales;

k. That the demand, collection and
balance struck in the warrant and
distraint Registers agrees with the
corresponding figures in the
Demand Collection balance
statement furnished with the
Annual Account.
l. That the total collections of the
warrant and distraint fees as per
the Registers agrees with the
corresponding figures in the
General Ledger and Trial Balance.

C.6.14Cess Collections
i. Land Cess


  



ƐƉĞƌ^ĞĐ ŽŶϮϬϰŽĨƚŚĞ<ĂƌŶĂƚĂŬĂWĂŶĐŚĂǇĂƚZĂũĐƚ͕ϭϵϵϯ͕'ƌĂŵWĂŶĐŚĂǇĂƚŵĂǇůĞǀǇ>ĂŶĚ
ĞƐƐĂƚƚŚĞƌĂƚĞĞƋƵĂůƚŽƚŚĞůĂŶĚƌĞǀĞŶƵĞŽŶĂůůŝƚĞŵƐŽĨƚŚĞůĂŶĚƌĞǀĞŶƵĞ͘ 

The Audit should check the following:
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a.

Verify if the land cesses have
been collected as per Section 204
of the Gram Panchayat Act.

b.

Such cesses collected are in
addition to the land revenue
payable in respect of the land
concerned

c.

Verify if the entire amount
collected in the form of cesses has
been collected and passed in to
the Gram Panchayat of that area.

Audit Manual
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ii. Library Cess


  



Under Section -30 of the Karnataka Public Libraries Act 1965, levy of library cess by
Gram Panchayat is obligatory and the Library cess has to be collected as a surcharge at the rate of
six paise for every rupee on the
a. tax on land and buildings
b. tax on entry of goods into the local area for consumption, use or sale
c. tax on vehicles
d. tax on professions, trades, calling and employments. G.O.ED.124.LIB 93.dtd.26-3-1994
It should be collected with the house tax and remitted into the treasury to the credit of the
Local Library Authority at the end of every month.

iii. Other cess

The auditor should:
a. Verify if library cesses have been
collected as per Section 30 of the
Karnataka Public Libraries Act,
1965.
b. Verify if the entire amount
collected in the form of cesses has
been passed on to the local
Library Authority of that area.
c. Verify if the amount of cesses
payable to the district libraries are
after deducting 10% as the cess
collection charges.


 Ȁ 

Verify whether Beggary Cess, Health
Cess have been collected as per
G.Os/rules and credited to
respective Heads of Accounts of the
concerned departments.
C.6.15. Trade Licence Fees (Rule 35 of
GPBAR 2006/Section 66 to 70 of KPR Act
1993)
Trade licence fee is levied by the
Gram Panchayat for issue of licence for
using any place for carrying on any one
or more trades specified, within the
Gram Panchayat limits.



i) Noti?cation of the Gram Panchayat ? xing the rates of fees for the various trades.
ii) Register of Miscellaneous licences.
iii) DCB Registers.
iv) Register of Establishments.
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The following checks need to be
performed in case of audit of trade
licence fees:
a.

b.

In case a licence applied for by a
person or its renewal is refused,
verify if the fee paid by him
along with his application is
refunded.

c.

The miscellaneous licence book
issued for stock have been
accounted for by way of used or
unused books

d.

That the balances outstanding in
the annual lists are transferred to
the arrear demand register and
that a demand collection and
balance statement is worked out;

e.

The collections in the yearly list
have been totaled and tallied
with General ledger.

f.

g.

h.
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The Licence fees are collected
before a licence is granted or
renewed.

The total collections as shown in
the abstract should be tallied
with the gross collections as per
Chitta after allowing for advance
collections of subsequent year,
arrear collections.
The total balance in the current
Demand list and the Arrear
Demand Register is traced in the
Arrear Demand Register of the
next year.
The brought forward items are
totaled and the figure agrees
with the total balance of arrears
as per Demand, Collection and

Audit Manual

Balance (arrear and current)
i.

Proportionate fees are recovered;
there is provision for the same in
the notification.

j.

The period is specifically
mentioned in the application for
licences.

k.

Check that licences are not issued
for any period beyond the end of
the year.

l.

A permission of the GP is
obtained for constructing or
establishing any factory,
workshop or work place in which
it is proposed to employ steam
power, water power or other
mechanical power or electrical
power or to install in any
premises any machinery or
manufacturing plant driven by
steam, water or other power

m. The fees fixed by the GP for the
purpose are collected.
n.

The monthly reports of persons
who have not taken out the
requisite licences are regularly
received

o.

The applications for licences are
duly affixed with the court fee
stamps to the required value and
are filed in consecutive order.

p.

The rate at which fees are
collected is in accordance with
the rate in the notification
published by Gram Panchayat
and the description of the trade
or industry corresponds with the
notified classification.

Audit Manual

q.

r.
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The fee collected on each licence
has been recorded in register of
miscellaneous licences in
chronological order.
The number of the licence is
noted in the annual list and the
licence is issued in all cases.
Separate registers (in form No.76)
are maintained for each kind of
licence issued and renewal
watched through the register.

C.6.16. Building Licence Fees (Section 64
of the KPR Act 1993/ Panchayat Raj (GP
taxes/fees) Rules 2013.
Every person who constructs,
reconstructs or alters or adds to a
building other than hut shall submit an
application to the Gram Panchayat for the
approval of the site and for permission
to execute a construction. Application
should be accompanied by site and
building plan. The Gram Panchayat will
issue building licence as per the rules and
regulations and recover the prescribed
fees.
It should be seen in audit that
a.

b.

c.
d.

The conditions prescribed in the
rules have been satisfied by the
Executive authority.
The applications received from
the parties have been entered in
the register of application in
chronological order.
The licence fee fixed by the GP
has been levied.
Fresh plans have been received
in cases of deviations from the
original approved plan.

e.

The plan has been prepared by
approved licence holder.

f.

The licence has been issued at the
first instance for the period of
three
years
and
then
subsequently renewed properly.

g.

The approved buildings have
been brought to Property Tax
assessment immediately on
completion of the building.

h.

The fees due to be received
through Demand Drafts have
been remitted to the concerned
authorities without any delay.

Note – The check Register should be
scrutinized by the Executive Authority
once in a month and report of
unauthorized construction should be
sent to the revenue section and the
reports recorded in a special register
maintained in the revenue section and
scrutinized by Executive Authority. The
observance of the above instructions
should be seen and lapses commented
upon. Specific mention should be made
in the Audit Report, wherever the
assessment particulars are not entered in
the check register.
i.

Extracts from the register are
furnished to the outdoor officers
for reporting the date of
completion or occupation;

j.

The extracts bear evidence of
periodical inspection of the
buildings;

k.

The dates of completion or
occupation are noted in them and
that they are reported to the
Gram Panchayat office in the
monthly list for necessary action.
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l.

There is evidence of the register
having been checked by the
Executive Authority.

m. If the buildings have not been
constructed or reconstructed
within the time fixed in the
licences, then verify if those
licences have been renewed.
C.6.17. Licence Fees for Use of Places for
Specified Purposes (Section 67 and 70 of
KPR Act 1993)

Lease of buildings and lands
belonging to Gram Panchayat should be
effected by public auction.
It should be seen
a.

That the public auction is
conducted by the executive
authority or by a person duly
authorized by him.

b.

That full publicity is given about
the proposed auction.

c.

That the bids are placed by the
executive authority before Gram
Panchayat.

d.

That the G.P. has accepted the
highest bid and where the bid
accepted is not highest, the
reasons for rejecting a bid or bids
higher than the one accepted are
recorded in writing.

It should be seen that –
a.

b.

When the Gram Panchayat
notifies for the first time that the
places within the limits of the
village should not be used for
certain specified purposes
without a licence issued by the
Executive Authority, due
publicity is given to it by
displaying it in the Notice Board
of the Gram Panchayat and also
in three important places in the
village and the notification is
given effect only after expiry of
sixty days from the date of
notification,

Gram Panchayat may with the
previous sanction, dispense with
public auction in the case of lease
of lands and buildings when it is
advantageous to renew the lease
in favour of the person to whom
it was originally granted.
e.

That adequate security has been
taken, which should not be
repaid unless and until the lessee
has satisfactorily complied with
the terms of lease, but the amount
may be adjusted towards the last
installment due under the lease.

f.

The articles sold are not allowed
to be taken possession of by the
successful bidder until he has
paid the full amount payable by
him.

That the fee is charged and
collected for prescribed period in
advance.

C.6.18 Sales by Auction
All sales of the following must be
effected by public auction
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v

The produce of usufruct trees

v

Wind fallen and withered trees

v

Sweepings

v

Tools and plants

v

Old Stores and materials

Audit Manual
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That all sales are shown in the
register of miscellaneous sales
and that all realizations of
amounts are entered therein.

g.

It should be seen whether all
items of miscellaneous demand
are entered in the register and
adequate action taken to recover
the amounts within the
prescribed period.

h.

The annual abstract figures of
demand, collection and balance
in the register should be verified
in audit.

C.6.19 Revenue Leased Out
a.

b.

It should be seen whether a
preliminary notice setting forth
the conditions of the lease has
been published and whether the
lessee has given adequate
security for the fulfillment of the
conditions of the lease.
It should be checked whether the
lease deed is duly stamped and
whether it contains details of
conditions and duration of the
lease, the amount of each
installment to be paid and the
rate of penal interest to be paid
in case of default.

c.

The files relating to auctions
should be examined and the
receipts traced to the day book
for the entire period.

d.

It should be seen whether
amounts received on the account
of revenue leased out are
acknowledged by the issue of
receipts

e.

The amounts of demand,
collection and balance are
entered in miscellaneous
demand register.

f.

The checks exercised in the case
of receipts and the demand
register of tax on land and
buildings may be applied in the
case of this revenue also.

C.6.20 Income from Endowments and
Trusts
All properties, endowments and
funds belonging to the institutions shall
be held by the Gram Panchayat in trust
for the purpose for which such property,
endowments and funds were lawfully
applicable at the time of such transfer.
It should be seen
a.

That the Gram Panchayat has
maintained separate set of
income and expenditure account
in respect of such institutions or
execution or maintenance of any
work for a period of two years
and the accounts shall be placed
in every meeting of the Gram
Panchayat,

b.

That up to date record of every
endowment or trust managed by
the GP is maintained,

c.

That a register of endowments
and trusts is maintained showing
in separate pages the yearly
transactions relating to each such
endowment or trust.
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C.6.21CentrallySponsored schemes/ Grants


 



Karnataka Panchayat Raj Act, 1993 deals with two types of grants, namely
(a) Maintenance grants by the state government for meeting electricity charges, maintenance of water
supply schemes, sanitation and other welfare activities (Section 206)
(b) Discretionary grant received from the State Government for speci? c purposes and for speci? ed
terms and conditions (Section 208)
In addition, GPs may also receive grants from Central Govern ment, and grants under various schemes
of Central and State Government. A few prevailing schemes are:
 Sampoorna Grameena Rozgar Yojana (SGRY)
 NREGS
 Swacchatha Abhiyan
 Mini- Water supply scheme
 Kugrama – Suvarna Gram Yojana
 Indira Awas Yojana
 Swarna Jayanti Grama Swarozgar Yojana

Registers/ Documents
i)Form of Utilization Certificate (Form 46- Rule 99)

It should be seen in audit that:a.
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these funds are utilized as per
the guidelines thereof

h.

Audit observations of AG/CA
are attended.

i.

b.

Separate account has been
opened in case of grants received
under schemes.

c.

the funds are utilized for the
purpose for which they are
sanctioned

The Central Finance Commission
constituted
by
Central
Government allocates funds
every year on the basis of
population of Gram Panchayat.
It should be seen in audit that
these funds are utilized as per
the guidelines thereof.

d.

the amounts are spent within the
time limits

C.6.22. Lapsed Deposits and Other
Forfeiture (Rule 100 of GPBAR 2006)

e.

Unspent balances, if any, are
refunded

f.

Utilization Certificate in Form 46
is furnished to the Grant
sanctioning Authorities.

g.

If any deductions have been
made for any dues by GP to the
government.

The deposits, which are not claimed
for more than three years lapse to the
General Funds with the approval of Gram
Panchayat. Such amounts have to be
transferred from Deposit Account to
General Fund Account by passing a
Transfer Entry Voucher. The audit should
verify that no item of receipt/revenue
was accounted as deposits.
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payment, by treating them as
liabilities.

C.7 Audit Checklist for Expenditure
Items
Audit checks for some of expenditure
which are available in all types of auditee
institutions can be referred to in the
previous Section which contains generic
check list. General Audit checks for
expenditure specifically applicable to
Gram Panchayat are mentioned in the
section below with appropriate reference
to the Common Audit Checks of
Expenditure.
a.

b.

c.

d.

e.

f.

g.

The payments to the bill are
made in accordance with Rule 49
of GPBA Rules 2006 and all such
payments are made only
through cheques

h.

The cheques are signed by the
Secretary and President and
made through account payee
cheques.

i.

An acknowledgement has
been taken for the Payment
Voucher

j.

The mode of payment “paid
by cheque” or “paid by
adjustment” has been noted on
the voucher.

k.

The bill has full particulars such
as nature of claim, amount,
period to which the claim relates,
etc.

There are no erasures and that
any alterations in the total are
attested by the officer concerned
as many times as they are made.

l.

In case of purchase of supplies/
materials, check if a certificate is
given that the material is received
in good condition (Quality
Certificate)

Check of monthly accounts and
other initial records (Refer to
Rule 19 – 25, Rule 43 – 54, Rule
62 – 68, Rule 85, Rule 104 – 110
of GPBAR 2006)

2.

All receipts issued in proof of
receiving of money may be
traced to day book of collections
and cash book

3.

All remittances shown as
remitted into bank or treasury
may be checked in cash book/
remittance register and trace
receipt entry in Bank pass book/
personal deposit schedule/pass
book of Treasury.

The payments made by the GP
are supported by a bill or a
voucher as per the requirement
of Rule 43 of (GPBA) Rules 2006.
The items of expenditure are
covered by the Budget provision
or by re-appropriation from
another head as the case may be,
and a certificate to that effect is
furnished on the voucher.

The bills are prepared in the
prescribed manner and verified
and passed by the Secretary, and
sent to President for the approval
before making the payment.
The accrual entry has been
passed on the admittance for
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4.

All payments are routed through
cash books are supported by
valid
voucher/proof
of
disbursements

5.

Check whether at the end of each
day, cash book was closed and
closing balance certified by the
Panchayat
Development
Officer/Secretary of Gram
Panchayat

6.

Check whether the closing
balance at the end of each month
was reconciled with bank pass
book/treasury schedule

7.

Whether General ledger has
been maintained in Form 52 and
only printed books are used.
Check whether separate folios/
pages are allotted to account for
every receipt and payment.
Check entries in General ledger
with cash book/and other
accounts records.

8.

9.

Verify whether General ledger is
closed every month and total of
receipts (credits) and payments
(debits) are correct.
Verify if monthly total of receipts
and payments as posted against
relevant items/head of accounts
in the monthly accounts are
correct, compare the postings in
monthly accounts with General
ledger and other accounting
records and verify for correctness
of data.

10. Check if monthly accounts were
approved by Gram Panchayath
and furnished to Chief Accounts
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Officer, ZP and Sr. Deputy
Director/Joint Director, LAC.
Verify if any remarks were
communicated from the Chief
Accounts Officer, ZP on such
accounts. Posting were made
cumulatively every month and
trace entries to annual accounts.
11. Non production of vouchers:
In cases where vouchers/proof
of disbursement are not
produced as required, action
may be initiated under Section
246 (4) of KPR Act 1993 read with
circular No GraPa /29/LePa/
2006 dated 18/4/2007. Besides
mentioning the fact of non
production of vouchers, the
following verifications may be
done:
(a) Identify the work/programme/
scheme to which it (vouchers not
produced to audit) pertained and
whether such works were
included in the list of approved
works.
(b) Verify whether there are any
entries/record of the transaction
pertaining to vouchers not
produced, in any of the
accounting records/registers like
Register of works, Register of
Contingent charges, Stock
Registers, Cash Book, General
ledger, etc.,
(c) Check whether such amount
(pertaining to vouchers not
produced) was drawn on self
cheque or cheque drawn in
favour of contractor/supplier as
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may be available in Bank pass
book/treasury/Personal
Deposit Schedule
(d) If there are no entries at all or
records of transactions pertaining
to vouchers not produced to
audit, the fact may be reported
to higher authorities besides
mentioning it in the audit report.
Major items of expenditure have been
mentioned below along with audit


Ȁ 
i)
ii)
iii)
iv)
v)
vi)

C.7.1Establishment Expenses
Salary consists of the following:
i)

Basic Pay

ii) Dearness Allowance
iii) House Rental Allowance
iv) Leave Encashment Allowance
v)

Other allowances and benefits



Detailed statement of Permanent/ Temporary Establishment (Form 22 - Rule 57)
Scale Register (Form 23- Rule 58)
Pay bill of Establishment (Form 24- Rule 59)
Periodical Incremental Certi? cate (Form 25- Rule 39)
Last Pay Certi?cate (Form 26- Rule 59)
TA Claim (Form 27 - Rule 61)

Apart from the audit checks
prescribed in Paragraph 1.1, the following
additional checks applicable specifically
to Gram Panchayat need to be performed
by the auditor.
a.

The pay bills are prepared in
Gram Panchayat Form No 24 in
accordance with instructions
contained in Rules and
disbursements of pay made

b.

Proper acknowledgements are
obtained in the acquittance rolls
for all payments, affixing receipt
stamps

c.

checks specific to each such item.

The thumb impressions are
obtained on the acquittance rolls
in acknowledgement of amounts

paid to illiterate employees and
the thumb impressions attested
by the disbursing officer.
d.

Pensionary and leave salary
contributions are paid on
account of Government servants
deputed to the Panchayat and
other employees who may be
entitled to pension benefits.

C.7.2Travelling Expenses to President,
V-P and Members of GP
The President, Vice-President and
Members of Gram Panchayat are eligible
for TA and DA. The general checks for
the audit of travelling allowance are listed
in Paragraph 1.2. Other checks for
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Travelling Expenses specific to Gram
Panchayat are listed below.

v

Prior approval of Director (PR)
was obtained for journeys
outside the State.

f.

The claim was preferred within
twelve months from the last date
of the journey, regarding time
limit for preferring TA claims
refer to audit check in generic
checks (Para 1.2)

g.

The TA Bills were admitted for
payment only after they were
scrutinized and countersigned
by EO (Taluk Panchayats).

It should be seen that:
a.

If the tours undertaken are
within the Gram Panchayats, no
TA and DA are allowed,

b.

The President has drawn sitting
fees for attending Gram
Panchayat meetings at the rates
admissible under the relevant
rules from Gram Panchayat
Funds only,

c.

d.

The places are connected by
train, the journey was performed
by train and where the President,
Vice-President or Member
performs journey by motor cycle
or car between such places
meeting the propulsion charges
for himself, the claim is limited
to the train fare entitled or the
propulsion charges whichever is
less,

e.

The following permissions are
obtained:

v

Prior permission of competent
authority was obtained for
journeys
outside
Gram
Panchayat jurisdiction but within
District,

v
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The President does not utilize the
Government vehicle for journeys
outside Gram Panchayat
jurisdiction.

Prior approval of competent
authority was obtained for
journeys outside the District,
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C.7.3Travelling and Conveyance for
Panchayat employees
Verify whether
a.

The travelling allowances are
drawn for the Panchayat
employees at the rates
prescribed and in accordance
with the Provisions of Gram
Panchayat Rules.

b.

The travelling allowances drawn
by the Chairman and members of
the Panchayat are appropriate as
per the rules.

c.

The travelling allowances have
been claimed on bills in Gram
Panchayat Form No 27 of Rule 61
and whether the distances noted
and the fares claimed are correct.

d.

Proper acknowledgements have
been obtained for the amounts
paid. The amounts may be traced
to the general cash book.
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C.7.5 Audit of works expenditure:

C.7.4Programme Expenses
It should be seen in audit –

Check that

a.

that proper vouchers are
obtained for the amounts spent,

b.

that the items purchased are
entered in a separate register to
be maintained for the Scheme,

c.

that proper receipts are obtained
from the participants in the
programmes to whom payments
were made,

d.

That the details of programmes
conducted are produced for
audit and expenditure incurred
conformed to norms/guide lines
of programme/scheme besides
statutory provisions.

(a) All developmental works
executed out of GP Fund were
within functional jurisdiction of
GP and works executed were
within scope of Section 58 of KPR
Act/Rule 71 of GP BA Rules
2006. Expenditure on works not
within scope of these provisions
may be suitably commented.
(b) All works were technically and
administratively sanctioned by
competent authorities. Refer to
rule 77 and 80 GP BAR 2006.

Financial power to approve estimates are as follows (Rule 77 and 80 of GPBAR)
Designation

Financial
Limit

Assistance
Executive
Superintending
G.P. Engineer Executive Engineer
Engineer
Engineer
of ZP sub division
Up to Rs.
Exceeding Rs.
Rs. 10 lakhs and
Exceeding
25000
25000 but below Rs. Rs.4 Lakh but above
4 lakhs
below Rs. 10

lakh
Financial Power to accord administrative approval
Designation

Financial
Limit

Adhyaksha of
G.P.
Not
Exceeding
Rs. 5000

Grama Panchayat

C.E.O. of ZP

Government

Exceeding Rs. 5000
but does not exceed
Rs. 10 lakh

Exceeding Rs.
10 lakhs but
does not exceed
Rs. 30 lakh

Rs. 30 lakhs
and above



257

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

royalty, Sales Tax, Income Tax
were made and remitted to
concerned authorities.

(c) Estimate was not split into smaller
values to avoid sanction and
scrutiny from higher authorities.
(d) Estimates were prepared in
accordance with the procedure of
Public Works Department by
adopting schedule of rates and
detailed report was enclosed to
the
estimate,
containing
justification for the work. Refer
to rule 74 of GPBAR 2006
(e) Gram Panchayat has complied
with rules/regulations of
Government and KTPP Act
1999/ Rules 2000, were
complied with in tendered works
unless exempted. Refer to para
1.4 and 1.4.10 of this manual.
Refer to Rule 84 of GPBAR 2006.
Auditors may also verify whether
(f) Payment for tendered works are
made at accepted rate and in
respect of departmental works at
Scheduled rates. Refer to rule 88
of GPBAR 2006.
(g) Statutory

deductions

like

Adhyaksha and Engineer of Gram
Panchayat
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h)

EMD was obtained with Tender
documents. Also Security
Deposit at 7 ½ % of estimated
cost is recoverable, 2 ½ % at the
time of receiving tender and
balance 5% from running account
bills (rule 89 of GP BAR 2006).

(i) Final Bill was passed for
payment after furnishing
completion report by Gram
Panchayat/Engineer. EMD and
security deposit are refundable
after three months of furnishing
completion report (Rule 92 of GP
BAR 2006).
(j)

Check measurement of work Compare the quantity of work as
entered in the measurement
book with the work bill and rates,
with contract agreements. Verify
if works were check measured to
the extent prescribed in rule 86
of GP BAR 2006 as detailed
below:

Works below Rs. 25,000

costing
more than
Adhyaksha of Gram Panchayat and Works
Rs. 25000 but below Rs. 4 lakhs
AEE of PRED Sub division
costing
more than
Adhyaksha of GP and Executive Works
Rs. 4 lakhs
Engineer of PRED Division
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(k) As substantial funds are
disbursed through nominal
muster rolls due to execution of
works departmentally and
labour oriented schemes/
programmes, Auditor may verify
these payments in greater detail
as given below: (Refer to rule 87
of GP BAR 2006) MGNREG Act
and
Rules/MGNREGS
–
Karnataka (Notification No: RDP
41 NRE 06, Dated:28-03-2007,
RDP 98 EG 2008, Dated:16-012013)
1.

Check whether only printed
muster rolls are used as use of
white paper with columns drawn
manually are prohibited. Verify
that NMRs were machine
numbered and such numbers are
entered in Stock Register.

2.

Entries are made legibly and no
overwriting/ erasures are made.

3.

Acknowledgment of labourers
are obtained in proof of
disbursement.

4.

Rate of wages are admissible
according to orders issued from
time to time check total amount
of wages in respect each labourer
and total amount of NMR is
correctly worked out and
compare it with amount drawn
on cheque for each NMR (Section
6 of MGNREG Act)

5.

That wages were disbursed
directly to the concerned persons
in the presence of independent
person of the community on pre

announced dates (Section 23(4) of
MGNREG Act).
6.

Engineer in charge of the work
has certified the fact of
disbursement in the muster roll.

7.

If payment of wages has been
linked with completion of work
and engineer in charge of the
work has furnished completion
report (para 18 of NREGS
Karnataka and Rule 92 of GPBAR
2006)

8.

That works on which labourers
were engaged were approved by
Gram
Panchayat/other
competent authority.

9.

That works were inspected as per
prescribed
pattern,
any
deficiency in inspection may be
highlighted.

10. Wages are disbursed normally
once in a week, while attendance
of labourer is taken daily.
Compare daily attendance report
with muster roll and verify that
number of days for which wages
were shown as disbursed agree
with attendance report. Check the
actual date of disbursement of
wages and last date of engaging
labourer as recorded in
attendance report/NMR and
date of issue of material (Section
3 of MGNREG Act)
11. Check that total wages paid was
commensurate with quantity of
work. Work executed has to be
measured and entered in part II
of muster roll. Auditor may work
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out total cost of the work as per
scheduled rate of PWD and
compare it with total wages paid
and cost of material used. Huge
variation may be indicative of
engaging either excessive
labourers
or
suspicious
disbursement of wages. Such
cases may be analysed in detail
and recommended for suitable
enquiry/investigation (Para 16
and 17 of Schedule 1 of MGNREG
Act 2005)
12. Check that only such muster roll
forms as supplied by the
programme officer (Panchayat
Development Officer/Executive
Officer) are used for payment of
wages under the programme.
13. Check whether each such muster
roll form supplied by the
programme officer, has a unique
identity number and signed by
the programme officer and each
work has unique identity
number. Any other muster roll
formats not supplied and not
signed by programme officer, not
having unique identity number
must be treated as unauthorized
(Para 15a of schedule 1of
MGNREG Act 2005)
14. Check that labourers engaged
have job card. Compare details
in job card with details available
in muster roll (age of labourer,
name, address etc.) (para 10 of
NREGS Karnataka and schedule
2 of MGNREG Act)
15. Besides providing employment,
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durable assets are also to be
created. Check whether any
durable asset was in fact created.
Check whether labour material
component was in the ratio of 60
and 40 respectively at Gram
Panchayat Level (para 2(2) and
13(3) of NREGS Karnataka and
para 20 of schedule 1 of
MGNREG Act)
16. Check whether inspections of
works were conducted according
to prescribed scale as in para 22
of NREGS (Karnataka). Details of
inspection to be conducted are as
follows:
Taluk Level Officers

- 100%

District Level Officers - 10%
State Level Officers

- 2%

17. Check that wages were
disbursed through individual or
joint savings account opened in
either post office or bank unless
so exempted (Para 30 of
Schedule II of MGNREG Act
2005).
18. Check that money spent on road
works does not exceed 10% of
total value of all works and a
minimum of 20% of total
expenditure pertained to
plantation programme (para 12
of NREGS Karnataka)
19. Ascertain total length of roads
within the jurisdiction of the
Gram Panchayat. Verify, total
length of roads on which
maintenance/repair works were
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shown as executed, over a period
of two or three years and
compare it with total length of
roads. Analyse reasons/
justification for effecting such
works repeatedly on the same
stretch/chainages and comment
on quality of work. Check

whether such works in particular
were inspected.
C.8 Audit checklist for Assets
Major items of assets have been
mentioned below along with audit
checks specific to each such item.

C.8.1 Land and Fixed Assets


 Ȁ 
a.
b.
c.
d.
e.



Stock Register of Movable Properties (Form 29 –Rule 69)
Register of Movable Properties (Form 29 A)
Register of Land (Form 30 –Rule 69)
Register of Immovable Properties (other than land) (Form 31- Rule 69)
Schedule of Assets & Liabilities (Form 57- Rule 110)

The following are some of the points
that should be kept in view and
examined in the audit of fixed assets.
(i) Verification of Purchase Procedure of
Fixed Assets:
a.

Verify if GP which purchases a
Fixed Asset enters the purchase
in the register of Fixed assets.

b.

Check for the procurement order,
budget availability etc.

c.

Verify all the documents and if
entries are made in the relevant
Fixed Assets Register.

d.

Check if the assets are physically
verified periodically.

e.

Check if the assets have been
adequately insured covering the
value of the asset and timely
renewals are made at regular
intervals.

(ii) Disposal/Sale of Fixed Assets
Where fixed assets are disposed off by
sale either through auction or otherwise,
check whether the stated procedure as
under has been followed a.

The GP will normally collect
EMD from the bidders, and after
the auction is over, the EMD will
be refunded to the unsuccessful
bidders. The EMD of the
successful bidder will be
adjusted towards the sale value
of the asset and the balance
amount will be collected from
him. The accounting of collection
of EMD and sale value of the
asset shall be done in the same
way.

b.

Verify if the details of bids
received, EMDs collected,
outcome of the bid, refund of
EMDs etc. are recorded in
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been received or not at the end
of the year.

Register of Miscellaneous Sales/
Auction.
c.

Check whether the details of the
disposal of the asset shall be
noted in the relevant Fixed Asset
Register, under attestation by the
concerned officer.

d.

Check if the appropriate
authority has granted permission
for disposal of Fixed Assets.

f.

Income on investments made
from Special Fund and Grants
under Specific Scheme are
recognized and credited to
Special Fund and Grants under
Specific Scheme respectively,
whenever accrued.

g.

The amount of investment as
reported in accounts agreed with
actual documents such as fixed
deposit receipts share certificates
etc. These documents should be
verified physically.

h.

That only surplus cash is
invested in a bank to which
Government Treasury Business
entrusted including a scheduled
bank or co-operative bank (Rule
10 of GPBAR 2006)

C.8.2 Investments
Register of Investments (Form 41- Rule
95) Verify that
a.

The registers show all
investments belonging to the GP
with details of dates of maturity,
interest due, etc.

b.

The interest due has been
realized on the due dates and that
the investments matured have
been realized or reinvested
under proper authority,

c.

d.

e.
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The total amount of the
investments has been verified
annually by the Executive
Authority and a certificate of
verification appended in the
register,
The totals of investments made
as shown in the register agree
with the figures in the posting
register and the annual account.
The interest on investments is
recognized as and when due. At
period-ends, the interest has
been accrued proportionately
irrespective of whether it has
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C.8.3Loans & Advances
The following aspects relating to
Loans and advances should be examined
in the audit (Rule 98 of GPBAR 2006)
a.

Loans to others are entered in the
‘Loans to Others Register’ and on
a monthly basis; the amounts as
per the register are reconciled
with the amounts as per the
Ledger Accounts.

b.

The interest accrued at the period
ends is entered in the registers
referred above and the interest on
loans as per the registers is
reconciled with the amount as
per interest ledger.

c.

At the end of the year, an abstract
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of ‘Loans to others’ is made
showing the loans outstanding at
the beginning of the year, loans
lent during the year, total
interests accrued during the year
and total amount of recoveries/
adjustments during the year.
d.

Register of Loans contains record
of all loans borrowed and
confirmation statement as per
prescribed format is sent to the
lender every year.

e.

Check if the loans and advances
granted are made by the
appropriate authority.

f.

Check if any sinking fund is
created for the repayment of
loans and advances.

g.

Check that all advances
disbursed by GP to others were
recovered/ adjusted within 3
months. Such advances not
recovered/adjusted within the
stipulated
period,
Chief
Accounts Officer of concerned ZP
should address the concerned
bank not to honour cheques
presented by such GP. Auditor
may review disbursement and
recovery of advances.

C.8.4Cash and Bank Balances
Review of the following aspects of
internal control relating cash and bank
balances must be done by audit.
a.

Segregation of duties relating to
authorization of transactions,
handling of cash/ issuance of
cheques and writing of books of

account, and rotation of the
duties periodically;
b.

proper authorization of cash and
banking transactions;

c.

daily recording
transactions;

d.

safeguards such as restrictive
crossing of cheques, use of preprinted, pre-numbered forms;

e.

periodic reconciliation of bank
balances;

f.

reconciliation of cash-on-hand
with book balance on a daily
basis or at other appropriate
intervals, including surprise
checks by higher authorities;

g.

Safe custody of cash, cheque
books, receipt books, etc.

h.

Cash /fidelity insurance.

of

cash

(i) Verification of Cash Balances
a.

Physical verification may be
carried out, on a surprise basis,
at any time during audit.

b.

If IOUs ('I owe you') or other
similar documents are found
during physical verification, the
auditor
should
obtain
explanations from a senior
official of the entity as to the
reasons for such IOUs/ other
similar documents remaining
pending. It should also be
ensured that such IOUs/other
similar documents are not
shown as cash-on-hand and
settled on a timely basis.
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c.

Where postdated cheques are on
hand on the balance sheet date,
the auditor should verify that
they have not been accounted for
as collections during the period
under audit.

(ii) Verification of Bank Balances
a.

Verify if the bank balances as per
the ledgers reconcile with the
balances in the bank statements.

b.

Examine the bank reconciliation
statement
prepared
and
reviewed as on the last day of the
year. Also examine the
reconciliation statements as at
other dates during the year.

Further, it should be examined whether
a.

cheques issued by the entity but
not presented for payment have
been noted

b.

Cheques deposited for collection
by the entity but not credited in
the bank account, have been duly
debited/credited
in
the
subsequent period.

c.

d.

264

Special emphasis on those items
in the reconciliation statements
which are outstanding for an
unduly long period. Ascertain
the reasons for such outstanding
items. Also examine whether any
such
items
require
an
adjustment/write off.
There are any inoperative
accounts and have remained
stagnant, but transactions may
have taken place in that account
during the year.
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e.

In relation to balances/deposits
with specific charge on them, or
those
held
under
the
requirements of any law, verify
that suitable disclosures are
made in the financial statements.

f.

In respect of fixed deposits or any
other type of deposits with
banks, the relevant receipts/
certificates, duly supported by
bank advices, should be
examined.

g.

The auditor should examine that
suitable adjustments are made in
respect of cheques which have
become stale as at the close of the
year.

C.9. Audit checklist for Liabilities
Major items of liabilities have been
mentioned below along with audit
checks specific to each such item.
C.9.1Borrowings
Important points to be looked into in
the course of audit:
a.

Whether GP has obtained prior
approval of Government under
Section 214 of KPR Act

b.

Ensure that the borrowings are
regulated as to not to exceed the
limits, if any, fixed from time to
time and the conditions laid
down in this regard are duly
observed.

c.

In the case of loans raised, ensure
compliance with the conditions
imposed (if any) by the
competent authority while
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giving consent to their raising the
loans or guaranteeing their
repayment, or while granting a
loan to them.
d.

Ensure that the proceeds from
borrowings have been properly
brought to account and have
been expended only on the
objectives for which the loans
were raised or to which
borrowed moneys may properly
be applied in accordance with the
sound principles of public
finance.

e.

Examine whether adequate
arrangements have been made
for amortization of the debt and
bring to light instances in which
this requirement has been
ignored or the arrangements
made appear prima facie to be
inadequate.

f.

Verify that the conditions
governing the Borrowings are
scrupulously observed.
It
should be seen, in particular, that
the annual debits against
revenue under the specific
borrowings are calculated strictly
in accordance with the approved
programmes,
that
the
appropriations for reduction or
avoidance of debt are applied to
the objects for which the money
has been set aside, and that the
liquidation of debt proceeds at
the rate and on the lines
prescribed.

g.

Outstanding loan at the end of
financial year as reported in
accounts (Balance sheet)
reconciled/agreed with records
of lending agencies/loan ledger
of GP.

C.9.2 Sinking Funds


Ȁ 
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In auditing accounts of Sinking Fund
created by a GP under the relevant
provisions of Act and Rules for the
redemption of loans raised, within the
periods prescribed,

c.

Credits to the Fund are made in
installments regularly from the
GP funds debiting Revenue in
accordance with the prescribed
procedures.

The following points should be
verified:-

d.

Payments from the Fund are
made only for the purpose for
which it is created.

e.

Accumulations in the Fund are
invested in such securities as
may be prescribed and such
investments are sound.

a.

A separate account is maintained.

b.

The Fund is sufficient to repay
the principal and interest by the
prescribed due date/dates.
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f.

A Register for Sinking Fund is
maintained, posted up to date
and the balances as per the
Register agree with account
balances

C.9.3 Write off of Irrecoverable amount
(refer to Section 245 of KPR Act 1993.
Auditor may verify whether
exhaustive/comprehensive efforts were
made by GP before writing off any tax,
fees, rates and other sum due to it before
treating such amount as irrecoverable and
written off. Amounts written off by GP
did not exceed Rs. 1000/-. Whenever
amounts written off exceed Rs. 1000/-,
audit should verify whether approval
from TP was obtained.
D.Audit Checklist for Hindu Religious
Institutions, and Charitable
Endowments
D.1Introduction
Karnataka Hindu Institutions and
Charitable Endowment Act, 1997 has
been introduced in order to bring about
a uniform law to provide for the
regulation of all Charitable Endowments
and Hindu Religious institutions in
Karnataka state. Such an Act was
introduced to create a common pool fund
out of the surplus funds of the Notified
Religious Institutions, donations, etc. for
the maintenance and improvement of
needy institutions, managed by the
independent committee.

is five lakh rupees or more, it shall get
the accounts audited by the Director
(Audit), Karnataka State Audit &
Accounts Department.
D.3Audit Report Follow-up/
Compliance
In the absence of provisions of Audit
report follow-up compliance in
Karnataka Hindu Religious Institutions
and Charitable Endowment Act, 1997, the
hand book on “Speedy Settlement of
audit observations, inspection reports,
speedy disposal of audit paragraphs and
timely action on matters pertaining to the
Public Accounts Committee, Committee
on Public Undertakings” states that “the
audit observations/ notes received from
the auditor normally needs to be replied
to within a fortnight from the date of the
receipt of the report and in no case, it
should exceed three months.”
D.4General Instructions for Audit
Auditors should acquaint themselves
with the relevant Sections of the
Karnataka Hindu Religious Institutions
and Charitable Endowments Act 1997 and
rules framed thereunder. A copy of the
scheme, if any, settled for the
administration of the institutions either
by a court or by Endowments
Department should also be called for.
It should be seen in audit –
a.

That every item of income of an
institution is collected regularly
on due date.

b.

Trustee or the Executive Officer,
as the case may be, is responsible
for making all collections of
income, whether in cash or kind.

D.2 Mandate
Audit by KSA&AD - As per Section
37(2) of the Karnataka Hindu Institutions
and Charitable Endowments Act 1997, if
the gross annual income of the institution
266
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That receipt is granted by the
executive authority for all items
of income and for all offerings
and gifts received by him in cash
or kind for the institution.

Note: Temporary receipts are granted
by the officer of the institution who
makes collections and such collections
are not utilized directly by such person
but they should be brought to account
immediately.
d.

Those collections should be
handed over to the executive
authority immediately and in
any case within the time limits
prescribed by KFC in case an
employee is entrusted with
collection outside the village
where the institution is situated.

e.

Permanent receipts should be
granted by the Trustee or
executive
authority
acknowledging receipt for the
collection made by the employee
interested with collection work
as soon as he received collections
entrusted.

f.

Those temporary or permanent
receipt books with receipts in
duplicate bearing printed
machine
numbers
are
maintained.

g.

That the signature of the person
to whom a receipt is issued is
taken with date on the reverse of
the duplicate carbon copy of the
receipt in token of having
obtained the receipt and that the
signature of the person not

capable of signing, his attested
thumb impressions shall be
taken with date on reverse of the
duplicate or carbon copy.
h.

That all collections are brought
to account by the executive
authority without delay.

Note: No person other than the trustee
or executive authority is competent to
give a valid discharge of any claim of the
institution.
i.

That Budget expenditure which
is not sanctioned in the budget
is incurred only with the
previous sanction of the
Assistant
Commissioner/
Deputy Commissioner or the
Commissioner as the case may
be. The auditor should:
v

Verify that Budget provision
towards salaries of temple
staff (Archakas, temple
servants) does not exceed
35% of gross income and
salary of Executive Officer
deputed
from
State
Government is not included
in this limit. Gross income
does not include donations
made as contribution to the
capital and amounts realised
by sale of immovable or
movable assets.

v

Verify whether budget of
institution was approved by
Assistant Commissioner
(upto annual income of Rs. 5
lakhs),
Deputy
Commissioner
(annual
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income exceeding Rs.5 lakhs
but below Rs. 25 lakhs) and
Commissioner
(annual
income exceeding Rs. 25
lakhs).
v

v
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Verify whether 5 percent or
10 percent of net income in
respect of institutions whose
gross annual income exceeds
Rs. 5 lakhs but does not
exceed Rs. 10 lakhs and
exceeding Rs. 10 lakhs
respectively, and unutilized
portion of Government grant
for repairs/renovations and
grants
received
from
Government are transferred
to common pool fund
(Section 17 and 18 of the Act)
by such institutions.
Verify that expenditure on
terminal benefits of staff of
the institution (Archakas/
temple servants) are debited
to common pool fund to the
extent of deficiency of funds
in account of Institution
(Section 19 of the Act).

j.

That expenditure is incurred only
with the written orders of the
trustee or executive authority.

k.

That the expenditure has been
incurred by the trustee or the
executive authority according to
budget on satisfying himself of
its necessity and that the
expenditure relates to Pooja and
festivals in the case of religious
institutions and to feeding and
other objects in the case of
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charitable
institution
or
endowment and the sanction
provided in the budget in other
matters.
l.

Those disbursements in cash or
kind or by means of cheques are
not kept out of the accounts even
for a day beyond the date of
disbursement.

m. That a duly signed bill containing
the details of the claim and the
date on which the claim fell due
is presented by a person having
a claim against the institution.
Note: The correctness of the claim has
to be verified by the trustee or the
executive authority before payment.
n.

If any disbursement is made by
a person other than the trustee or
the executive authority, such
person is personally responsible
for such disbursement, in case the
sanction of the executive
authority is not obtained for the
same.

o.

That receipts for all payments
made on behalf of the institution
have been obtained and that
stamped acknowledgements are
obtained.

p.

That all purchases of articles are
supported by dealer’s bills duly
receipted.

D.5 Receipts
The main source of revenue of the
religious institutions is collections in
temples, mutts or specific endowments
and lands. Income is also derived for
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services rendered to the public, which
vary in some cases from temple to temple.

e.

All cases of sales/auction lease
are held in the premises of the
institution in the presence of
members of the committee in
case of the auction lease/
Tahsildar in case of the sales.

f.

Expenses of registration of sale/
lease deed were borne by the
purchaser/lessee in whose
favour, sales or lease was
confirmed and confirmation was
in favour of highest bidder. Such
highest bid was not less than
market value of the property.
The lease deed was registered if
period of the lease exceeded 12
months (Section 17 of the
Registration Act).

g.

The duration of the lease was
specified in the lease deed and
the same did not exceed 30 years
in the case of vacant land and 5
years for buildings.

h.

In case of rental agreements, rent
fixed was not less than prevailing
market rent in the locality and
provided for increase of 10 %
every year. Correctness of rent
fixed may be verified by
ascertaining details from urban
local bodies and revenue
authorities.

i.

Monthly rent was paid by 5th of
every succeeding month and
interest was levied at 18% for
delayed payments.

j.

Advance equal to 6 months rent
was recovered from lessee which
was adjustable against rent for
last 6 months of the lease period

The following are the various sources
of receipts:
D.5.1 Income from Sale, exchange,
gift, mortgage and lease of immovable
properties other than agricultural land
(Refer to section 62 of HRICE Act 1997
and Rule 25 and 28 to 31 of HRICE Rules
2002)
Following issues need to be verified
in audit
a.

Proper record/Register of all
Immovable properties are
maintained as prescribed in form
I (Rule 25).

b.

Sanction of State Government
was obtained before effecting
sale, mortgage, gift and lease of
any immovable properties.

c.

All sales, leases of immovable
properties were made through
public auction/tenders after
giving wide publicity, specifying
date, time, place and earnest
money deposit (EMD) No person
who failed to pay EMD was
allowed to participate in auction
sale/tender proceedings.

d.

Notice giving publicity for sale/
auction lease was published in
notice board of the institution,
Gram Panchayat, taluk office,
office
of
the
Assistant
Commissioner,
Deputy
Commissioner, Town / City
municipal council / corporation
of concerned jurisdiction.
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and also non refundable
goodwill as determined by state
Government at the time entering
into agreement,
k.

In the case of lumpsum lease
amount the same was recovered
before execution of agreement.

l.

In the event of lessee failing to
restore lease hold property after
expiry of lease period, damages
at twice the rate of monthly rent
for first 3 months and thereafter,
twice the value of damages was
recovered.

m. The shops and buildings under
the purview of the institution
shall not be leased to clubs for
playing cards and other allied
games, bar-shops, mutton shops
and other entertainments.
n.

o.
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The purpose for which the shop
or building is taken for lease
shall be mentioned clearly in the
lease deed.
The rules, and regulations
generally observed by the local
bodies like Corporations,
Municipalities, Panchayats etc.,
for leasing out their shops and
buildings shall also be
considered and followed by the
Executive Authorities while
leasing out the buildings
belonging to the institution in so
far as they are not inconsistent
with the provisions of HRICE Act
and Rules.
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D.5.2 Rents from Choultries,
Guesthouses, Travelling BungalowRent Register etc.
It should be seen thata.

A separate register is maintained
for all the rooms in the choultries,
Guest houses etc., for the
occupations of which rents are
charged.

b.

Register contains full particulars
regarding the name and address
of the occupants, the exact time
and date of occupation and
vacation by the parties.

c.

Rent due has been collected
correctly with reference to the
rates fixed and the period of
occupation.

d.

Receipt in the prescribed form is
issued for all the amounts
collected.

e.

The party’s signature has been
obtained on the reverse of the
counterfoil of the receipts.

f.

Number and date of the
miscellaneous receipt on which
the rent was collected have been
noted against the concerned item
in the register.

g.

The amounts collected have been
correctly credited to temple
funds.

h.

The amounts paid are correct
with reference to the duration of
halts and the fees fixed.

i.

The amounts have been remitted
to temple funds by the watcher,
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if any, without any undue delay.

b.

Certificate as provided under
Rule 35(1)(g)/ Form X (i.e.
certified that seal of the hundials
were verified before opening and
found to be intact and they were
opened in our presence and
contents as recorded above) is
furnished in the said register and
signed by the persons who
conducted verification of
Hundial and executive officer.

c.

Cash as certified in Form 11 (Rule
35 (1)(h)), was taken to cash
book/day book of collections
and remitted to Bank account.
Verify the entry in Bank pass
book.

d.

The entries in this register noted
as contents have not been erased
or altered without the attestation
of the persons in whose presence
they were opened.

e.

The cash obtained in Hundi is
credited to the cash book after
obtaining a miscellaneous
receipt thereof.

f.

The receipts in the shape of
valuables are taken to stock in the
register of kanukas under the
respective heads noting the
source on receipt in the register
as ‘Hundials’.

g.

In respect of uncurrent coins, the
nature and the weight of these
coins as recorded in this register
is transferred to the register of
uncurrent coins.

h.

Documents like prize bonds,
investment bonds as recorded in

D.5.3 Hundi Collections
The Hundi should be opened in the
manner prescribed in the scheme, if any,
or as per the directions of the Assistant
Commissioner/Deputy Commissioner/
Commissioner or in the presence of
respectable persons, who are not
connected with the administration of the
institution, as the case may be.
Kanukas in the Hundi are generally
received in the shape of –
a.

Cash (Current Coins and notes)

b.

Uncurrent Coins

c.

Valuables like gold, Silver,
precious stones etc.

d.

Articles like wrist watches,
fountain pens etc.

e.

Documents like prize Bonds,
investment Bonds etc.

f.

Miscellaneous items like grains
etc.

All the items received in Hundi
should be sorted and recorded in the
Hundial Assortment Register.
It should be seen in audit that
a.

Collections of various items in
Hundi are assorted, counted and
correctly entered in this register
with the cash and other items
separately duly indicating full
particulars of cash collections
and full description and weight,
wherever necessary, of gold,
silver, jewels, brass or copper
ware etc., and of other articles.
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this register are transferred to the
concerned register.
i.

f.

Separate sets of pages have been
allotted for each category to
Kanukas such as gold, silver,
cloths, vessels etc., with a clear
index of the contents at the
beginning of the register.

g.

The kanukas received are
disposed of by sale under
sanction of Administrative
authorities or transferred to the
Register of jewels and valuables,
stock register of permanent
articles other than jewels and
valuables, stock register of
provisions etc. as the case may be
and the page number, item
number in the stock book are
invariably given.

h.

The register is verified by the
Executive authority at least every
half year and at the end of each
year and also at the time of
handing over to a successor and
the result recorded.

Miscellaneous items like grains
etc., as recorded in this register
are transferred to the respective
stock registers.

D.5.4 Kanukas and Ubhayams/Register
of Kanukas
Kanukas are generally received in
cash, valuables such as gold, silver,
precious stones, vessels, utensils and
other articles of metals, grains, livestock
etc. (Rule 35(1)(J)/ Form No. XIII
It should be seen that –
a.

b.

The particulars regarding the
nature of the article tendered as
kanukas, the number, the
quantity
or
weight
or
measurements have been
recorded on the back of the
counterfoil receipt and duly
attested by the party.

c.

The cash receipts towards
kanukas have been accounted
for in the same way as other
receipts in cash are treated.

d.

A reference to the page number
and item number of the stock
book is given at the back of the
counterfoil receipt.

e.
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Printed counterfoil receipts have
been issued to the parties for all
kanukas received, and entered in
the register of Kanukas

The register has been verified
periodically by the Executive
authority under his signature
against each category.
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Note: It should be seen that the
signature or thumb impression of the
tenderer of Kanukas is invariably
obtained on the miscellaneous receipt
issued for the purpose and detailed
particulars of the Kanukas such as its
measurement, weight, quantity etc., have
been noted in the miscellaneous receipt.
Ubhayams are of two kinds:
a.

Ubhayams received without any
consideration, and

b.

Ubhayams received for the
performance of special Pooja
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The following checks should be
applied in respect of receipts under
Ubhayam:
a.

That paper receipts have been
issued to the parties.

b.

That particulars regarding
quantity, amount, purpose, etc.
have been clearly indicated in
the reverse of the counterfoil
receipt and got attested by the
party,

c.

That Ubhayams received in kind
have been taken to the respective
stock registers,

d.

That a reference to the page
number etc., is given at the back
of the counterfoil receipt,

e.

That the cash receipts towards
ubhayams have been accounted
for as in the same way as other
receipt in cash.

f.

That the expenditure incurred for
the performance of special Pooja
has not exceeded the amounts
received from the parties towards
Ubhayams falling under the
second category.

particulars of weight of hair
collected each day separately.
b.

The human hair collected has
been disposed off in public
auction
periodically
in
accordance with the rules
prescribed for auctions of
miscellaneous sales.

c.

The sales proceeds have been
correctly brought to account
without delay.

d.

The value of quantities of hair
shown as driage has been written
off.

D.5.6 Sale of Darsanam, Arathi, Archana
and Other Services
In case where the collection of any
revenue such as sale of Archana, Arathi
and other tickets for similar services at
fixed rates is managed departmentally,
the following checks should be exercised:
a.

Receipts having a fixed value
printed on them have been
issued for collection. The total
number of each kind of receipts
issued should be ascertained and
the amount realized arrived at by
multiplying the number of
receipts by the rate thereof. An
abstract should be made of the
several totals and agreed with the
amount shown in the ledger or
posting register.

b.

The counterfoils of the receipts
issued should be examined in
detail with a view to ascertain
whether there are any short
credits or delays in credit etc.

D.5.5 Sale of Human Hair Collections
If the right of disposal of human hair
collections is leased out, checks
prescribed for the lease of revenue
should be applied to this kind of lease
also. If the sale is conducted by the
institution, it should be seen thata.

A separate stock account for the
human hair collected is
maintained
showing
the
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c.

A proper record in form No. XVII
as prescribed in rule 35(1)(VI) is
maintained to account for special
Archanas/ Sevas provided to
pilgrims and prescribed fees was
recovered on each such occasion.

h.

Whether the balances of books in
the office have been verified with
reference to the account at
regular intervals by the
Executive authority or by any
other officer authorized by him
and the fact of such verification
recorded by the verifying officer
in that account.

i.

Whether adequate security has
been taken from the persons
entrusted with collection work.

The balance number of books
both in hand and in use should
be verified.
If any of them are not
forthcoming, the matter should
be brought to the notice of the
Executive
authority
immediately.

Note:
v

The original receipts granted to
the parties for the performance of
the services indicated therein
should be collected and defaced
by the subordinate performing
the service immediately on
receipt and returned to the office.

v

The correctness of the number of
tickets so returned should be
verified on receipt by the
subordinate in charge of the stock
book with reference to the
number of tickets sold and then
the relevant entries in stock book
posted.

v

In case any shortage is noticed in
the receipt of the used tickets, the
reasons for the loss together with
a certificate to the effect that the
“used tickets not produced have
not been misused” should be
recorded under the signature of
the Executive authority in the
remarks column after satisfying
himself about the loss being
bonafide.

In the absence of satisfactory
explanation, the matter should be
brought into the audit report.
d.

e.
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Whether the books have been
machine-numbered and stamped
with the common seal of the
institution in the presence of the
Executive authority and the total
number of pages that each book
contains, is certified by the
Executive authority or any other
responsible officer.
Whether proper collection
registers are maintained by the
officers entrusted with the
collections.

f.

Whether the remittances shown
as made by them have all been
brought to account in the office
and miscellaneous receipts
granted to them.

g.

Whether the office has exercised
proper
check
over
the
realizations.
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The used tickets should then be
filed in the order of date of sale
separately for production to
audit.

If prasadam is purchased from
outside sources, verify that tender
procedure for procurement was followed.
b.

That the prasadam is sold to
pilgrims at the rates prescribed
by the competent authority.

c.

That the sales have been recorded
in a separate register maintained
for the purpose.

d.

That the sale proceeds have been
correctly brought to account
without delay.

e.

That the balance of stock in hand,
if any, is periodically verified by
the executive authority and a
certificate to that effect is
recorded under his signature.

D.5.7Sale of Prasadams/ Registers of
Prasadams (Form No. XXII/Rule 35(1)(x)
If the right of sale of Prasadams is
leased out, the checks prescribed for the
lease of revenue should be applied to this
kind of lease also.
If the sale is conducted by the
institution, the following checks need to
be exercised:
a.

From stock register, collect
details of quantity (by net
weight) of various raw materials
(inputs) used for production of
prasadams. Compare total
quantity (weight) of all types of
raw material used with quantity
of prasadam produced as
recorded in the Stock Register of
Prasadam. Weight of (quantity)
of prasadam would be more or
at least equal to total quantity
(net weight) of all types of raw
materials used. This would be
indicative of fair assessment of
quantity of prasadam produced.
If huge variation is noticed
between computed quantity and
actual quantity as recorded in the
stock register, the same may be
analyzed
further
and
commented. Similar check may
also be conducted for value
accounts of raw material
(expenditure on raw material)
used, prasadam produced
(income generated by its sale).

Note: If there is any undisposed stock
of prasadam not realizable at the end of
the day, the fact should be recorded
under the signature of the executive
authority with a note as to how it was
disposed off.
D.5.8 Sale of Pictures and Publications
It should be seen whether:a.

A correct stock account is
maintained for the publications,
pictures, etc.

b.

The publications, pictures, etc.,
are sold to the public at the rates
fixed.

c.

The amounts realized are correct
with reference to the sales as
recorded in the stock register.

d.

The sales proceeds are promptly
remitted to the funds of the
temple without delay.
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e.

The balances of stock in hand
have been physically verified by
the executive authority and a
certificate to that effect recorded
in the stock register.

b.

That the sale of any immovable
property by public auction/
tender-cum-publication
is
conducted by the Executive
officer of the institution.

f.

The institution printed pictures/
books and published them and
procedure as prescribed in KTPP
Act/ Rules was complied with
for entrusting printing work to
private agency.

c.

g.

Revenue realised by sale of
pictures or publications at least
compensated
expenditure
incurred on printing of pictures/
books and huge accumulation of
pictures/books
remaining
unsold for long time may be
commented quantifying the
expenditure incurred on such
unsold books.

In the absence of the Executive
officer, sale is to be conducted by
Chairman of the Board of
Trustees in the presence of the
Assistant Commissioner in
whose jurisdiction the property
is situated.

d.

That the sale of immovable
property situated outside the
State is conducted in the presence
of such officer, authorized by the
Commissioner,

e.

That the conditions of sale have
been
approved
by
the
Commissioner.

f.

That the expenses for registration
of sale are borne entirely by the
person or persons in whose
favour the sale exchange or
mortgage is effected.

g.

That immediately after the sale
is effected, the EO or the
Chairman of the Trust Board has
invested the amount covered by
the sale proceeds in the interest
yielding deposits in such firms
or bank or Treasury keeping in
view the provisions of IncomeTax Act and as per the rules in
force.

h.

That the said investments are sent
to the authorities for safe custody
as specified in the bye laws/
rules/orders after making

D.5.9Sale of Immovable Property
In respect of sale, exchange or
mortgage of the immovable property
belonging to or given or endowed for the
purpose of any charitable or religious
institution or endowment, the following
points should be verified:
a.

The sale of immovable property
is sanctioned by Government.
Refer to Section 62 of the Act and
rule 28 and 29 of HRI&CE Rules
2002. According to Section 62 of
HRI and CE Act, sanction from
State Government is necessary
for sale, exchange, mortgage,
lease or gift of immovable
properties
and
the
Commissioner can effect the
transaction.
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necessary entries in the Register
of Investments.
D.5.10 Other Miscellaneous Receipts
It should be seen that–
a.

Sales of old and unserviceable
articles and stores are conducted
by the Executive authority with
the sanction of the competent
authority;

b.

The sales are conducted in public
auction;

c.

The bids accepted are the highest,
if not the reasons are forthcoming
for acceptance of bids other than
the highest;

d.

Earnest money deposit is taken,
and

e.

Sale proceeds have been realized
without delay and generally
before the successful bidders are
allowed to take possession of
articles sold.

D.6.Expenditure
Audit checks for some of expenditure
which are available in all types of auditee
institutions can be referred to in the
previous Section which contains generic
check list. Audit checks specifically
applicable to Hindu Charitable and
Religious Institutions and Endowments
are mentioned in the section below with
appropriate reference to the Common
Audit Checks of Expenditure.

Charitable Endowments Rules 2002
means schedule of articles or scale of
expenditure and other requirements for
performing daily or on special
occasions/poojas, customs, rituals in
temples. Expenditures have to be entered
in Register of Dittum maintained in Form
XVI, with all details.
Auditors may verify whether
approval has been obtained on every
occasions and actual expenditure is
within approved estimate, proper stock
account of materials purchased/used is
maintained, expenditure is supported by
valid vouchers.
It should be seen that–
a.

The Trustee of a religious
institution or endowment has
submitted proposals to the
Commissioner,
Deputy
Commissioner or Assistant
Commissioner as the case may be
for fixing the dittum in the
institution and the amounts to be
spent thereon.

b.

Provision has been made with
due regard to the established
usage if any, the performance of
the ceremonies and services and
the observance of festivals,
worship
and
the
like,
appropriate to the institution.

c.

A copy of the order passed on the
proposals, is communicated to
the trustee by the Commissioner,
Deputy Commissioner or
Assistant Commissioner, as the
case may be.

d.

The dittum has been scrutinized

D.6.1Dittam
Dittam as defined in rule 2 (b) of
Hindu Religious Institutions and
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budget/Register of Dittum and
actual number of occasions/
expenditure, the same may be
analysed and commented.
Auditor may review the Register
of Dittum approved budget,
meeting proceedings, Register of
Contingent charges/vouchers to
identify such occasions approved
and actually performed.

periodically and submitted to
the Commissioner, Deputy
Commissioner or Assistant
Commissioner as the case may be
with proposals for altering the
dittum, together with the reasons
thereof.
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e.

The dittum, for the time being in
force, has not been altered by the
trustee.

f.

Provision and other materials
etc., required for various poojas
and festivals are purchased in
accordance with the provision in
the sanctioned dittum.

g.

The various items of purchases
have been utilized for the
purpose for which they were
purchased and a certificate to the
effect furnished in the concerned
bills by the executive authority.

h.

The various items purchased
have been accounted in the
relevant stock register and a
certificate to that effect furnished
in the bills by the executive
authority.

i.

Stamped acknowledgement,
where necessary has been
obtained from the payees.

j.

Total number of special
occasions/poojas/customs etc.,
actually
performed
and
expenditure thereon do not
exceed allocations in the
approved budget. If there are
huge variations between number
of special occasions and funds
provided as per approved

Audit Manual

k.

Management
of
notified
institutions have to submit
proposal from time to time for
fixing standard rates of
expenditure for Dittum and
sanction obtained. Refer to 69C
of the Act. Proposal for such
sanction has to be sent to the
prescribed authority, within 6
months of commencement of the
Act.

l.

If no proposal has been sent/
sanctions obtained, comment on
the lapse. Compare the
expenditure on Dittum incurred
by one temple with another
temple of the same category
regarding number of special
occasions of similar nature and
scale of expenditure etc., within
the same taluk or district, if there
are huge variations comment
suitably linking with failure to
prescribe standard rates of
expenditure.

D.6.2Pay of Establishment
Apart from the audit checks
prescribed in Paragraph 1.1, the below
mentioned checks applicable to Hindu
Charitable Institutions and Endowments
(Muzrais) should be performed by the
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auditors.
a.

The pay and allowances of
employees are in accordance
with
the
schedule
of
establishment approved by the
Asst. Commissioner, Deputy
Commissioner, Commissioner,
as the case may be.

b.

The allowances drawn from time
to time are in accordance with the
rates sanctioned by the Asst.
Commissioner,
Deputy
Commissioner,
and
Commissioner, as the case may
be.

c.

The bills are prepared in the
prescribed form.

d.

The pass order is recorded on
every bill.

e.

The increment certificates duly
sanctioned by the Pay drawn
Officer are enclosed to the bills
for the incremental pay drawn.

f.

In the absence of specific
provision in HRICE Rules 2002
regarding delay in preferring
claims and its condonation,
ensure
compliance
with
provisions as prescribed in KFC.

g.

A certificate of disbursement of
all the payments is recorded by
the executive authority in the
acquittance register.

h.

Maximum credit of earned leave
of temple staff (Archakas, temple
servants) does not exceed limit
prescribed in rule 15 HRI and CE
rules which at present is 60 days.

i.

Total expenditure on salary of
staff of the institution is within
limits prescribed in rule 8 (2)
HRICE Rules / Section 36 (2) of
the Act which is 35 percent of
Gross total income. At present,
gross total income does not
include donations to the capital
and amounts realized by sale of
jewels, movable and immovable
properties.

j.

Payment of terminal benefits to
staff who retire after minimum
service of 10 years is within
limits prescribed in rule 16 ibid
i.e., Fifteen days salary for every
completed year of service subject
to maximum of Rs. 50,000,
without benefits of Provident
Fund and insurance fund or Rs.
30,000 with the benefits of
Provident Fund and Insurance
Fund. For this purpose, salary
means only pay.

k.

In cases of death of an employee
of temple after completion of 3
years but before 10 years,
terminal benefit of Rs. 30,000/- or
amount calculated at rate of 15
days’ salary for every completed
year of service, whichever is
more, was paid.

l.

The number of temple staff
(Archakas, temple servants) for
whom salary was drawn, were
same as in the Register of Temple
Servants (Rule 6 & 9 /Section 13
of Act), and all appointments
were
approved
by
Commissioner.
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twenty-four hours of halt at
the place where the meeting
is held or the work is
performed.

m. Ascertain total Temple staff for
whom
salary
drawn/
expenditure thereon for two
consecutive years. Compare it
(Number of Staff/Total Salary)
with
Income
realized/
expenditure incurred. If there is
huge variation between these
two, analyse and comment.

v

In the case of a charitable or
Religious Institution or
Endowment with more than
one trustee, TA and daily
allowances are admissible to
only one of the trustees who
undertakes the journeys in
connection
with
the
inspection of properties of the
institution or attending courts
on behalf of the institution as
decided
by
the
Commissioner, the Regional
Joint Commissioner, the
Deputy Commissioner or the
Assistant Commissioner as
the case may be.

v

If an Executive officer of a
Charitable or Religious
Institution or Endowment is
appointed as a trustee or a fit
person of some other
institution, such trustee or fit
person is entitled to draw
travelling allowance from out
of the funds of such
institution, in accordance
with the prescribed rules.

D.6.3 Travelling Allowance bills
Travelling allowances are admissible
to non official members of Rajya
Dharmika Parishat and Zilla Dharmika
Parishat at rates mentioned in rule 21 and
21A of Hindu Religious Institutions and
Charitable Endowments rules and
persons appearing in inquiry as
provided in rule 38 ibid.
All the general checks applicable for
the audit of travelling allowance bills are
listed in Paragraph 1.2. The Audit checks
specific to Muzrais are listed below.
D.6.4. TA & DA of Trustees
It should be seen that –
a.

The travelling and other
allowances are allowed to
trustees at rates as per prescribed
rules for journeys made by him
in connection with the business
of the institution or endowment.

Note:
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v

Mileage is admissible as per
prescribed rules where there
is no public conveyance.

v

Not more than one Daily
Allowance should be drawn
in respect of each period of
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b.

The countersignature of the
authorities is obtained for the TA
bills of the trustees, as may be
provided in the byelaws/
circulars.

c.

No claim for travelling allowance
is preferred after the period
specified as per KFC (Art. 18 to
22).
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D.6.5 TA bills of paid officers and
servants of the institution:

d.

Stock accounts (form No. XXII or
XXIII as the case maybe) are
maintained in respect of
purchases made.

e.

The scale of purchases is in
accordance with the provision in
the dittam approved if any, in
this regard.

f.

Pass order has been recorded by
the Executive authority.

g.

The valuables of gold, silver and
silk purchased are entered in the
inventory register.

h.

The articles of a permanent
nature other than valuables and
jewellery purchased are entered
in the stock register of articles of
permanent nature other than
jewels.

i.

The payments to Vakils are
supported by proper accounts
obtained in this behalf from them
and are posted in the suits
register.

j.

Higher sanction, if any, needed
under the rules has been
obtained in respect of any suit or
legal proceedings.

k.

The sanction of Assistant
Commissioner/Deputy
Commissioner/ Government, as
the case may be, has been
obtained for payment of fees to
pleaders or for incurring
expenditure in connection with
legal proceedings.

l.

The receipt of provisions etc.,
supplied to Archakas towards

It should be seen a.

That the TA, DA and mileage etc.
are allowed in accordance with
the provisions of the prescribed
rules

b.

That the TA claims are preferred
within the time limit prescribed
by KFC.

D.6.6 Transfer TA to officers and
Servants Attached to the Institutions:
It should be seen –
a.

b.

That the officers and servants
attached to institutions are
allowed joining time and
Transfer TA as admissible to
Government servants of the
corresponding cadre under the
prescribed rules.
That the pay for the period of
transit and TTA is paid from the
funds of the institution from
which the individual has been
transferred.

D.6.7 Contingent Bills
It should be seen that–
a.

Bills are prepared in the
prescribed forms and register of
contingent charges is maintained
in form no.XXI.

b.

The suppliers’ bills duly
receipted are forthcoming
wherever necessary.

c.

Quotations or tenders have been
invited and the lowest accepted.
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paditharam is acknowledged by
them.
m. In the case of advance payments,
necessary agreements have been
obtained from the payees to
indemnity against any possible
loss to the institution.
n.

In the case of money value forms,
entries of receipts of such forms
are made in the register of money
value forms.

o.

The expenditure has not
exceeded the budget allotment.

p.

The sub-vouchers have been
duly cancelled so as to prevent
their fraudulent use again.

q.

All payments exceeding Rs.1000
are made through cheques (Rule
35(3)).

D.6.8 Bills relating to Maintenance of
Cars and Vans

the mileage at the start and at the
completion of their trips after
verifying milometer.
c.

Sufficient details are recorded
regarding movements and
purpose to indicate that the
journeys are on official business.

d.

The Log Book in respect of each
vehicle is closed at the end of the
month and a summary prepared
in the Log Book showing details
of duty and non-duty journey
performed during the month in
the prescribed proforma.

e.

The quantity of petrol, diesel oil
purchased and expenditure has
been entered in the Log Book of
the respective Vehicle and
certificate recorded on the
voucher regarding accounting of
petrol/diesel in the log book.

f.

The hire charges collected as per
hire charges payment register
have been entered in the
concerned Log Book.

g.

The Log Book is scrutinized
personally by the Executive
Officer once in a month and his
signature appended therein and
abstract indicating number of
kilometers run and kilometers
per liter is recorded.

h.

Details of repairs, replacements
of spare parts and expenditure
are recorded in part III of the log
book.

i.

Necessary recoveries were made
from the parties concerned who
used vehicles for non duty

The checks for this expenditure are
done using following registers
In the absence of specific provision in
HRICE Rules 2002 verify whether any
byelaws were framed by the committee
for maintenance of vehicles. If not, ensure
compliance with provision of KFC/MCE.
Log Book
It should be seen in audit that
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a.

All the entries in the relevant
columns in the Log Books are
made.

b.

The entries in the Log Books are
noted by the Officers using the
vehicle in their own handwriting
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journeys and the amounts
credited to the institution.
j.

Whenever vehicles were
provided to private persons, hire
charges at prescribed rates are
recovered and credited to temple
funds.

D.6.9 Register
Equipment

of

Inventory

of

D.7 Advances/Register of Advances
In the absence of specific provision in
HRICE Rules 2002, verify whether any
byelaws were framed by the committee
regarding advances. If not, ensure
compliance with provision of KFC.
Bills relating to Payment of advances
are generally of two kinds.
1) Permanent advance; and

It should be seen that –

2) Other advances.

a.

It should be verified in audit that –

b.

c.

The nature of equipment
purchased has been entered in
this register together with the
date of purchase and price etc.,
as per voucher.
The inventory of equipment has
been checked by the Executive
Officer personally every month
and a certificate to that effect has
been recorded therein.
The loss if any, arising out of
negligence or fault of any person
has been recovered and credited
to the funds.

D.6.10 Receipt Book
It should be seen that–
a.

Receipts are issued for the
amounts of hire charges collected
from the persons who used the
vehicles for non-duty purposes.

b.

All the amounts collected
through these receipts are
entered in the hire charges
payment register.

a.

The payment of advances has
been sanctioned by the
competent authority and the
sanction of advance is otherwise
in order.

b.

No fresh advance is sanctioned
when an advance of a similar
nature drawn previously is
pending adjustment.

c.

Proper acknowledgements,
stamped where necessary, are
obtained from the payees.

d.

While checking the bills relating
to
permanent
advance
sanctioned to subordinate
Officers, it should be seen in
audit that the permanent
advance has been sanctioned by
the Board of Trustees and the
necessary entries have been
made in the Register of
Permanent Advance.
During the course of audit of the
bills relating to advances, the
auditor should also examine
that:
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e.

f.

g.

h.

i.
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Advances for purchase of any
commodity or supply of any
goods are not given unless the
transaction is approved by the
competent authority as per the
rules prescribed.
No second advance towards TA
has been given to an employee
unless the first advance is fully
adjusted.
No advance to the contractors is
paid for execution of any work
unless the work is not technically
sanctioned, agreement is
executed, and the stages of
execution are not measured and
recorded in Measurement Book.
An advance given to an
employee or drawn on self by the
Executive Officer or Trustee for
making any purchases is
adjusted within such period as
prescribed under byelaws of the
institution or provisions of KFC.
All the advances made with
reference to the paid vouchers
have been entered in this register
with full particulars. In order to
ensure that all cases of
disbursement of advances are
entered in this register, drawal of
moneys through cheques from
bank or cash may be reviewed
and
payment
advances
identified.

j.

All adjustments or recoveries of
advances have been correctly
posted in this register.

k.

The

monthly

totals

of
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disbursement and recoveries
agree with the corresponding
figures shown in the posting
register.
l.

An abstract of opening balance,
receipts, payments and closing
balance is worked out in the
register at the end of the year.

m. The balances are carried forward
to the next year (these items
should be initialed by the
auditor).
n.

That no amount is allowed to
become time-barred for recovery.

Note: If any advance has not been so
classified by the Executive authority, the
auditor should himself transfer such
items and effect necessary entries in this
register. A suitable paragraph should be
incorporated in the draft audit report
giving particulars of outstanding
advances.
D.8. Investments/ Register of
Investments (Refer to Section 61 of
HRI&CE Act 1997)
Investments should be audited to see
that –
a.

The amounts not required for
immediate expenditure/surplus
funds only were invested in
accordance with the provisions of
the Act. Funds were invested in
any nationalized banks or with
sanction of government in any
Scheduled bank or banking
institution.

b.

The document i.e. bonds,
certificates promissory notes,
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F.D. receipts etc, are obtained and
entered in the respective register
of investments giving full
descriptive particulars of the
documents and checked by the
Officers.
c.

d.

Documents in support of
investments are available and
verified and amounts invested
are reflected in the annual
accounts. Investment documents
(Fixed Deposit receipts etc.,) are
physically verified.
Interests due have been realized
on the due date and credited to
the funds of institution (Rule 40A) or endowments. If any, loss
is caused due to delay in
remittance of interest, it has to be
recovered from Chairman/
Manager and officers who are
responsible for remittance.

e.

Investments made out of
earmarked funds i.e., specific
endowment funds, etc, have been
reinvested, if the amount is not
required for expenditure.

f.

In the case of investments written
off by sale or otherwise, the
amounts of sale proceeds have
been duly credited in the
accounts or if the sale was by
transfer of investments, it is
supported by proper vouchers.
Investments are not encashed
prematurely except when funds
are required but not available
and with sanction from budget
sanctioning authority (Rule 40 (2)
of HRICE Rules 2002)

g.

Particulars of investments made
have been noted in a register of
investments and the realization
of interest watched.

h.

Interest due from investments of
specific endowments has been
realized on the due dates and
credited to the respective
endowment account;

i.

Timely action has been taken to
realize the matured investment
and to reinvest the moneys
without loss of interest.

j.

All investments made as seen
from the paid vouchers are
correctly entered in this register
with full particulars.

k.

The investments are not in
personal name of the Executive
authority but in the name of the
institution.

l.

Investments made out of
earmarked funds viz. specific
endowments fund, loan fund,
sale proceeds of the capital
assets, security deposits of
subordinates,
contractors
deposits and P.F. balances etc.
have been reinvested, if the
amount is not required for
expenditure.

m. Interest due but not realized at
the end of the year has been
brought forward to the next year.
n.

No investments have been
pledged, encashed or withdrawn
without the specific permission
of the competent authority.
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o.

properties as mentioned in the
published list are accounted in
separate Register prescribed in
Form I (Immovable properties)
and Form II (Movable properties)
and certified by Chairman/
Executive Officer and inspected
by Deputy Commissioner/
Assistant Commissioner.

An abstract showing the names
of the securities held, the amount
invested during the year, the
amount realized and the balance
of investments on hand at the
end of the year is prepared and
got attested by the Executive
authority.

D.9.Lending and Borrowing of Moneys
Section 57 of HRI & CE Act prohibits
borrowing and lending by the institution.
Any decision/action on borrowings or
lendings may be analysed and
commented.
D.10 Registers

f)

Statement
of
properties
indicating additions or deletions
or alteration (Rule 25 (3)) sent to
the Assistant Commissioner at
the end of each financial year.

g)

Assistant Commissioner has
checked correctness of the
Statements with reference to
Register (Form I & II) by physical
verification of all properties and
certificate recorded to that effect
in these registers.

h)

In respect of deletion of any
property due to sale / exchange
/ mortgage, gift, the procedure
prescribed in Section 62 of the Act
and Rule 30 and 31 are followed.
If there are deletions due to other
reasons, the same may be
analysed. In case of additions
due to purchase/donation etc,
verify if the procedure for
procurement was followed.

i)

In respect of land, verify if land
occupied by all types of
buildings (temples, choultries,
guest houses, lodges, offices
quarters, store houses, shops etc)
roads and vacant land including
agricultural land agree with total
area of land as entered in

(i) Immovable and Movable properties
of Institution/ Register of Properties
Refer to Section 31 of the Act and
Rule 25 of HRI & CE Rules:
Verify whether:a)

All Immovable and Movable
properties of notified institutions
have been surveyed by
Endowment survey officer and
report sent to State Government.

b)

On the basis of such report,
Government has published list of
all Immovable and Movable
properties in the Official Gazette
as on the date of commencement
of the Karnataka Hindu
Religious Institutions and
Charitable Endowment Act
(Amendment Act) of 2011 or on
subsequent dates to which such
report relates.

e)
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All Immovable and Movable
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Register
of
Immovable
Properties and statement sent to
Assistant Commissioner.
j)

In respect of agricultural land,
ascertain
whether
any
agricultural
operation/
cultivation
of
crops
is
undertaken.

Verify actual yield obtained as entered
in stock register (maintained in Form 15,
Rule 35 (d)) with expected yield (details
of expected yield may be obtained from
package of agricultural practices of
University of Agricultural Sciences or
from Assistant Director of Agriculture).
Huge variations between the two may be
analyzed.

Note: This should be verified with
reference to the properties noted in the
Register of revenue yielding properties,
or the Register of properties.
b.

The lease amount, amount of
security taken, the date of the
agreement, the amount of
installment of kist due, the due
date of payment and the rate of
penal interest leviable are noted
in this register with reference to
the auction lists, lease deeds, rent
deeds, etc.

c.

The collections are posted from
the miscellaneous receipts
register,
counterfoils
of
miscellaneous receipts and
challans and recoveries from
bills, if any, payable by the
lessee.

(ii) Demand Collection and Balance
Register
The demand, collection and balance
of all items of revenue like income from
lands, buildings, sites, other movable and
immovable properties, contributions and
decretal amounts, both under arrear and
current should be watched by means of
Demand Collection Balance Register.
Each lease should be entered in Separate
portions of a page or pages should be set
apart for each of the above kinds of
revenue. Each lease should be shown
separately in this register. DCB register
is maintained in Form no.7 (Rule 35 (d),
While checking this register, it should be
seen thata.

All items of revenue farmed out,
leased, given on rent etc. and
payable in fixed installments are
recorded therein.

Note: Separate totals should be made
for all items coming under the same head
of receipt and the same should be agreed
with the corresponding total figures in the
ledger or posting register.
d.

The amount of security deposit
noted in the Miscellaneous
Demand Register agrees with
that shown in the deposit register
against the lessee concerned.

e.

The security deposit has been
adjusted towards the last three
installments of kist or towards
any installment of the lease
amount overdue from the lessee
and towards loss if sustained by
the resale or managed by
institution.
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f.

When a resale is conducted or
when a lease is terminated on
account of the default of the
lessee, necessary legal steps are
taken for the recovery of the loss
from the original lessee.

g.

The balances outstanding at the
end of the year are correctly
worked out and noted in the
appropriate column of the
register and brought forward as
opening balance for next year.

h.

The penal interest due and
realized and the balance
outstanding at the end of every
year are correctly worked out and
recorded in the columns
provided thereof.
Adequate action has been taken
to realize the outstanding
revenue due within the period
prescribed.

i.
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A Demand Collection and
Balance statement in respect of
each kind of revenue has been
worked out and certified by the
executive authority.

j.

The balances at the end of the
year are correctly transferred to
the Miscellaneous Demand
Register for the next year.

k.

The amounts decreed towards
kists, costs etc. are noted in this
register and their recovery
watched.
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(iii) Register of Properties
It should be seen that a.

All the movable properties
belonging to the institution like
all jewels, permanent articles like
tools and plant etc. have been
entered in this register as
verified from other subsidiary
registers like Inventory of Jewels,
Register of permanent articles
other than jewels and valuables,
register of immovable properties
etc. and particulars of
Endowments etc.

b.

Annual statement of additions,
omissions and alterations have
been prepared, got approved by
the Assistant Commissioner and
appended to this register.

Note: The correctness of this statement
should be verified during the audit with
reference to the transactions audited and
any discrepancies in it should be pointed
out in the audit report.
(iv) Register of Miscellaneous Sales
It should be seen thata.

All miscellaneous sales such as
old
stores
materials,
unserviceable vessels, gold and
other valuables and other articles
of Kanukas etc. other than cases
in which contract agreements are
taken, find a place in this register.

b.

Particular of sale, the proceeds of
which are realized in one
installment are entered under
signature of the highest bidder in
whose favour the sale is knocked
down.
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c.

Separate pages have been set
apart for each class of revenue
and that necessary entries have
been made as soon as orders are
issued for sale.

d.

Each item of sale is supported by
sale lists which are signed by the
officer conducting the sales.

e.

Sales have generally been
conducted by public auction.

f.

Prepayment has been generally
insisted upon in all cases and that
articles sold have not been
removed before payment.

g.

Receipts have been granted for all
sale proceeds.

h.

The total collection on account of
each class of revenue agrees with
that noted in the register of
miscellaneous receipts.

i.

The items of sales pending and
the sale proceeds not collected
within the close of the year have
been transferred to the register of
the next year.

c.

(vi) Auction Register
It should be seen that a.

All sales, leases etc., conducted
in public auction are entered in
this register instead of on loose
sheets of papers.

b.

The auction is held at the proper
place referred to in rules
prescribed

c.

Only those who have paid the
earnest money deposit are
allowed to bid at the auction.

d.

The name of the bidder and the
amount for which the bid is
knocked down has been entered
at the end of the auction.

e.

The signature of the highest
bidder and one of the trustees
present or the Officer of the
Endowment Department, if any,
deputed to attend the auction is
also obtained in the register.

f.

Acknowledgements have been
obtained from the other bidders
to whom earnest money deposits
have been refunded.

g.

The earnest money deposit of the
successful bidder has been
credited to deposits.

h.

The amounts for which the bids
are knocked down have been

(v) Register of Uncurrent Coins
It should be seen a.

b.

That the uncurrent coins with the
nature and the weight of these
coins as recorded in the Hundial
Assortment
Register
is
transferred and counted for in
this register.
That the disposal of these coins
is watched from the entry in this
register.

That the orders of the Assistant
Commissioner/Deputy
Commissioner as the case may be
are obtained for the disposal of
uncurrent coins if found
unrealizable.
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correctly
noted
in
the
miscellaneous demand register
or the miscellaneous sales
register as the case may be.

v

Each part of the register is
opened with the details of
the
previous
year’s
outstanding balances as
shown in the previous year’s
register.

v

Deposits received during the
year are entered in this
register whenever each
transaction occurs.

v

All advances collections of
lease amounts for the
subsequent years are shown
in this register and
subsequently
adjusted
during the year to which the
amounts relate.

v

No deposit is kept out of
account. In order to ensure
that all receipts and refunds
of deposit are posted in this
register, the auditor should
review register of auctions,
lease/rental agreements
cash book receipt books/
day books of collection and
statement of annual accounts
and identify the cases of
deposits. He should also
verify if the total receipts of
deposits and refunds as
recorded in annual accounts
agrees with register of
deposits. No item of
revenue
should
be
accounted as deposit.

v

Day-to-day posting under
receipts are made from the
entries in the Miscellaneous
Receipt Register.

(vii) Register of Deposits
In the absence of specific provision in
HRICE Rules 2002, verify whether
byelaws were framed by the committee
regarding deposits. If not, ensure
compliance with provision of KFC.
Deposits of religious institutions will
be of the following kinds viz.
a.

Deposits by renters i.e. those who
form out the revenues of the
religious institutions i.e., lessees.

b.

Deposits by contractors i.e. who
undertake to execute work or
supply materials.

c.

Earnest money deposits and
security deposit of tenderers or
bidders, security deposit from
temple staff.

d.

Unclaimed contractors’ dues.

e.

Other miscellaneous items such
as the proportionate share of
amount due on the realization of
receipts under ‘archanas’, fees
levied for tendering the Kanukas
in the temples and the like and
payable to the different service
holders in accordance with the
custom in vogue.

f.

While checking the register it
should be seen that v
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Separate sets of pages are set
aside for each of the above
classes of deposits.
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Proportionate share of
amount due on the
realization of receipts in
which the staff such as
archaka, sevadarakas, etc.,
have a share, are correctly
entered in this register in the
first
instance
and
subsequently
adjusted
when payment is made.

v

The total of the deposits
received during the year is
agreed
with
the
corresponding figures in the
posting register.

v

The repayment of deposits
through cheques or by
transfer is noted against
original credit in the column
for the month in which the
refund is made.

v

v

v

The several Pass Books and
promissory notes etc., have
been duly endorsed to, and
pledged in favour of the
institution.
The return of the pass books
and other documents are
duly acknowledged by the
parties to whom they are
said to have been made
over.
Earnest money deposit/
security deposits were
refunded when they became
due for refund. Cases of
premature refund may be
identified and commented.

(viii) Security Register of Subordinates
In the absence of specific provision in
HRICE Rules 2002, verify whether
byelaws were framed by the committee
regarding Security deposits from
Subordinates. If not, ensure compliance
with provision of KFC.
It should be seen thata.

Security has been furnished by
all the subordinates who are
entrusted, whether permanently
or temporarily, with the custody
of cash or stores or valuables
belonging to the institution or
entrusted with the collection of
revenue.

b.

The amount and nature of
security has been fixed by the
appointing authority and
approved by the Assistant
Commissioner/Deputy
Commissioner/Commissioner
as the case may be.

c.

The amount of security fixed in
each case is noted in the register
with the number and date of the
orders of the authority fixing it.

d.

The security furnished is in one
of the following forms:
1. Cash or Promissory notes of
the State Government or any
other State Government or Union
Government or municipal
debentures or port Trust bonds,
or
2. Stock certificates of State
Government or any other State,
Government or the Union
Government or
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3. Post Office Savings Bank
Deposits, or
4. Post Office Cash Certificates
and
National
Savings
Certificates or
e.

f.

g.

Security bonds have been taken
and the security bond is executed
in name of the institution.
The security fixed for the post is
furnished within 15 days of the
receipt of the order of
appointment.
Where security is furnished in
the form of cash, it has been
invested as prescribed in rule.

h.

The interest derived from such
investment is paid to the persons
concerned byelaws provided for
the same.

i.

The Savings Bank Pass books
are forthcoming in all cases where
Savings bank deposits have been
furnished as security.

j.

The Pass Books and promissory
notes etc., have been duly
endorsed to, and pledged in
favour of the institution.

k.

The return of the pass books and
other documents is duly
acknowledged by the parties to
whom they are said to have been
made over.

correctly entered in this register
with full particulars.
b.

That the investments entered in
this register is not written off
unless it has been disposed off
absolutely by sale or otherwise.

c.

That the investments are not in
personal name of the Executive
authority but in the name of the
institution.

d.

That the interests due have been
realized on the due dates and are
credited to the accounts and
correctly posted in this register.

e.

That investments made out of
earmarked funds viz. specific
endowments fund, loan fund,
sale proceeds of the capital
assets, security deposits of
subordinates,
contractors
deposits and P.F. balances etc.
have been reinvested, if the
amount is not required for
expenditure.

f.

That interest due but not realized
at the end of the year has been
brought forward to the next year.

g.

That the investments and
promissory notes for loans paid
are forthcoming for verification
in audit.

h.

That no investments have been
pledged, encashed or withdrawn
without the specific permission
of the competent authority.

i.

That all the investments which
matured have been promptly
encashed and reinvested.

(ix) Register of Investments
It should be seen –
a.
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That all investments made as
seen from the paid vouchers are
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j.

k.

l.
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That amounts paid by the
institution to the Electricity
Department towards security
deposit for service connections
are also entered in this register.
That an abstract showing the
names of the securities held, the
amount invested during the
year, the amount realized and the
balance of investments on hand
at the end of the year is prepared
and got attested by the Executive
authority.
That a Demand Collection
Balance statement for the interest
is prepared and got attested by
the Executive authority.

verification at the hands of the
executive authority.
Note: The auditor should see that all
omissions or inaccuracies noticed by him
in the registers are rectified, if possible
before the completion of the audit.
d.

Note: Whenever an employee’s
leave salary comes up for audit,
the leave account should be
referred to and the eligibility for
leave verified.
e.

(x) Service Register (Form no. XIX (B))
In the absence of specific provision in
HRICE Rules 2002, verify whether
byelaws were framed by the committee
for maintenance of service registers. If not,
ensure compliance with provisions of
KCSRs.

Whether leave accounts have
been maintained for each Officer.

The auditor should check the
leave account to see that the
entries of leave, earned leave
taken and the balance at credit are
correct.

(xi) Register of Suits/Litigations (form
no.20)/realisation of decretal amounts
and legal expenses (Refer to Rule 70 to
74 of HRIC Rules 2002)

It should be seen

It should be seen that –

a.

Whether a separate Service
Register has been maintained for
every employee borne on the
establishment of the institution.

a.

All the suits to which the
institution is a party are entered
in the register to watch
realisation of decretal amounts.

b.

Whether the record of service of
each Officer is complete.

b.

Separate pages are allotted for
each suit and that appeals are
entered separately giving a cross
reference to the original suit.

c.

The expenditure incurred on a
suit is entered with full details in
the appropriate columns of the
register.

Note: When examining establishment
bills, it should be seen that all leave,
increments etc., have been recorded in the
service register.
c.

Whether it bears evidence of
having undergone annual
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d.

e.

Advances made to vakils and
their adjustments on receipt of
detailed bills are noted in it
against the suit concerned.
Particulars regarding the results
of the suits, the sum decreed
towards suit, costs etc., are noted
in the appropriate columns of the
register against each suit.

f.

Recoveries made are also noted
in it.

g.

Decrees are not allowed to
become time-barred and that
execution petitions have been
taken in time.

h.

The progress of suits, execution
of decrees and recoveries of
amounts decreed are watched
through this register.

i.

Amounts decreed have been
noted in the demand collection
balance register with a view to
watch their recovery.

j.

The register has been reviewed
by the Executive authority
periodically and a certificate to
the effect recorded by the
Executive authority.

k.

No court fee was paid in respect
of any suit, petition or
application filed under this Act
by Assistant Commissioner or
Deputy Commissioner in official
capacity.

(xii) Acquittance Register (Form no. VIII)
In the absence of specific provision in
HRICE Rules 2002, verify whether
byelaws were framed by the committee
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regarding maintenance of Acquittance
Register. If not, ensure compliance with
provisions of KFC.
This register would have been
checked while auditing the pay bills, TA
bills etc. of the establishment. It should
be seen that –
a.

The names of the employees are
entered in the acquittance
register in the same order as
shown in the concerned bills.

b.

The acknowledgements have
been obtained in the case of all
amounts disbursed.

c.

The undisbursed amounts, if
any, have been remitted back to
the funds of the temples.

d.

There has been no delay in
disbursements.

e.

The Executive authority has
recorded a certificate of
disbursement with dated
signature at the end of each day
after disbursements.

f.

When amounts are disbursed to
any person other than the original
payee, it should be seen that the
authorization is in proper form
and
that
stamped
acknowledgement has been
furnished by the original payee.

(xiii) Postage Stamp Account
It should be seen –
a.

That the stamps purchased have
been entered in the stamp
account.
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b.

That the balances are correctly
struck (the balance of stamps
should be verified by the auditor
during audit.)

endowments has been utilized
only for the purpose for which it
is intended and is not diverted
for other expenditure.

c.

That the stock is verified
periodically by the executive
authority.

Note: In order to watch that specific
endowment funds are appropriated only
for the purposes for which the
endowments were created, a separate
register showing in separate pages, the
yearly transactions of each endowment
should be maintained.

(xiv) Register of Specific Endowments
and Kattadies and Ledger of
Transactions Relating to Specific
Endowments and Kattadies (Refer to
form no.12)

g.

Surplus balances not required for
expenditure in the near future
have been invested in approved
interest-fetching securities.

h.

An abstract showing the total
receipts and charges is prepared
for all the endowments at the end
of the year.

i.

The closing balance arrived at the
end of the year is carried over as
opening balance of the respective
endowment accounts for the next
year.

j.

The total collection as shown in
the abstract is agreed with the
figures noted under collections
in the Demand Collection
Balance statements and in the
register of investments.

k.

The total of receipts and
expenditure is agreed with the
figures in the posting register
such as day book of collections/
register of contingent charges.

It should be seen that –
a.

b.

c.

d.

e.

The particulars of each
endowment have been correctly
noted with reference to entries in
the register, Endowment deeds
etc.
The history and conditions of
each
endowment
with
particulars of its sources of
income and its assets and the
nature of expenditure usually
incurred from it, together with
the sanctioned dittum for the
expenditure, are recorded in the
register.
All income due from each
endowment as recorded in the
register is vouched through the
Demand collection balance
Register and registers of
investments and prompt action
taken for their early realization.
All such income is earmarked for
the purpose for which the
endowment was created.

(xv) Stock Account of Tickets
It should be seen that –

The income from the specific
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a.

b.

That the total value of tickets sold
has been correctly worked out.

c.

That the total collections made
have been remitted promptly
into the temple office.

d.

That the total value of the tickets
entrusted at a time to a
subordinate is within the security
furnished by him.

e.

f.
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That all the ticket books issued
to the subordinates as seen from
the issues in the register of
money value forms are entered
in this register.

That the balance of tickets with
the subordinates has been
periodically checked by the
Executive authority.
Ascertain whether ticket books
are printed in a private press. If
so, verify whether tender
procedure for entrusting the
printing work was complied.
Verify payments made to
printers.
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number persons of temple staff
who were issued with tickets
books.
i.

Officials who have been issued
ticket books have handed over
cash realised from sale of tickets
and that it agrees with number of
tickets sold. Also verify if person
receiving cash issued proper
receipt and remittance was made
to the Bank account of the
institution within the stipulated
time.

(xvi)Inventory Register of Jewels and
Other Valuables
It should be seen that–
a.

The pages are numbered and the
number of pages in the register
has been certified to.

b.

The correct description, weight
and estimated value of all jewels,
Gold vessels, Silver vessels and
other valuables and full
particulars of gems, if any, have
been entered.

g.

All ticket books ordered for
printing are taken into stock
register, denomination wise.
Compare receipt entries in the
stock register with invoices
furnished by the printer. Verify
whether entries were attested by
Manager/Executive Officer.

c.

The
sanction
of
the
Commissioner,
Deputy
Commissioner or Assistant
Commissioner, as the case may
be, has been obtained for altering
repairing, replacing, selling of
jewels etc., as required under the
prescribed rules.

h.

Issue of ticket books as entered
in issue register, and issue of
ticket books are acknowledged
by the officials to whom it is
shown as issued. Ascertain total

d.

A jewel or vahanam has been
made only with the prior sanction
of the Commissioner, Deputy
Commissioner or Assistant
Commissioner, as the case may
be.
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Note: The entries in this register
would have been checked while checking
the register of Kanukas and vouchers on
which, payments have been made for
purchase of jewels and other valuables.
e.

The entries in this register agree
with the entries in the register
maintained under Section-35
form XXIV of the Act and the
annual statements sent under the
prescribed rules.

f.

Periodical verification has been
made and a certificate to that
effect has been recorded by the
Executive authority with his
dated signature.

g.

An abstract showing the value of
articles as at the commencement
of the year, those purchased or
disposed off during the year and
those on hand at the close of the
year, is prepared over the
signature of the Executive
authority
and
statement
including such details are sent to
the Assistant Commissioner
which are verified by the latter
and certificate recorded.

(xvii)Stock Register
Stationery, etc.

of

Fodder,

In the absence of specific provision in
HRICE Rules 2002 verify whether
byelaws were framed by the committee,
for maintenance of Stock Register of
Fodder, Stationery, etc. If not, ensure
compliance with provisions of KFC/
MCE.
It should be seen that –
a.

The register contains a complete

record of all articles under the
heading of the register;
b.

All the articles purchased during
the year according to payment
vouchers, have been shown in the
register;

c.

The issues are in accordance with
the scale, if any prescribed;

d.

Articles are not stocked largely
in excess of requirements;

e.

The stock of paper and other
stationery articles has been
verified and certified in the
register periodically by the
Executive authority.

(xviii)Stock Register of Tools and Plant
In the absence of specific provision in
HRICE Rules 2002, verify whether
byelaws were framed by the committee,
for maintenance of stock register of tools
and plants, etc. If not, ensure compliance
with provisions of KFC/MCE.
It should be seen that –
a.

The register contains a complete
record of all tools, furniture,
vahanams, metal vessels etc.;

b.

All tools and plants etc.,
purchased during the year
according to payment vouchers,
have been shown in this register
and purchase rules/procedure
were followed.

c.

Tools and plant and sales which
are declared as unserviceable are
done with competent sanction;

d.

Issues are noted only in case of
sales and losses;
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e.

No entry is made for issue of
articles for use;

f.

Credits are traceable in the
accounts for all sales proceeds of
unserviceable tools etc.;

g.

The certificate has been furnished
by the Executive authority as to
the actual verification of the
balance on hand;

h.

Separate registers or separate sets
of pages in a register are set apart
for recording tools and plant in
various subordinate institutions;

i.

The value of tools and plant
found short at the time of
verification is recovered from the
person responsible or is written
off with the sanction of the
competent authority;

j.

Articles of tools and plant found
in excess at the time of
verification are brought to
account;

k.

The balance of stock at the end
of the year has been entered in a
fresh register.

under the concerned heads of
services.
c.

d.

That the stock register has been
verified periodically and a
certificate to that effect has been
recorded under each article
under the dated signature of the
Executive authority.

e.

That byelaws or norms were
prescribed to determine quantity
of food grains required daily for
providing free meals to the
pilgrims. If not, audit may
determine average quantity of
food grains required for each day
on the basis of quantity issued
during the previous year.
Compare the daily issues with
reference to such average. If there
is large variation between such
average and daily issues, the
same may be analysed / reasons
ascertained and suitable
comments, if any, included in the
report.

It should be seen –

b.
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That with reference to the paid
vouchers and miscellaneous
receipts, all the provisions
purchased and received from
donors have been entered and
separate pages are allotted for
each kind of stores.
That issues made for various
services are entered correctly

That totals are struck at the end
of every month and the total
issues under each service are
commuted into money value.

Note: In respect of stores received in
kind, the market rate should be adopted.

(xix) Stock Register of Provisions (Form
no.22/ Rule 35 (3) of HRICE Rules)

a.
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(xx) Choultry and Travellers’ Bungalow
Rent Register
It should be seen that –
a.

The rates have been fixed and got
approved by the Assistant
Commissioner,
Deputy
Commissioner or Commissioner,
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as the case may be.
b.

The amounts paid are correct
with reference to the duration of
halts and the fees fixed.

c.

That the amounts have been
remitted to temple funds by the
watcher, if any, without any
undue delay.

d.

A notice, embodying the rules
and regulations governing the
choultry and the rest house and
the scale fixed by the competent
authority for the occupation of
the rooms, is exhibited in a
conspicuous place in the
choultry for the information of
the travelers.

Note: This should be checked with
reference to the entries of remittances
noted in this book and the credits
appearing in the miscellaneous receipt
Register.
(xxi) Register of Works

d.

Excess over estimates or
allotments, either under subheads or in the total expenditure
on the works are covered by
sanctions obtained on the
deviation
statement
or
completion reports or otherwise.

e.

In the case of incomplete works,
the necessary entries have been
brought forward from year to
year until the works are either
finally completed or abandoned.

f.

The
register
has
been
periodically examined and
initialed by the executive
authority.

(xxii) Register of Estimates and
Allotments
It should be seen that –
a.

That all estimates and allotments
have been entered in this
register.

b.

That when an estimate has been
revised, the value of the revised
estimate has been noted after
striking the original value neatly.

c.

That the total of the year’s
expenditure has been recorded
with reference to the entries in
the register of works.

It should be seen that –
a.

b.

c.

It shows the amount provided in
the estimate and the actual
expenditure by sub-heads.
The several money columns have
been totaled at the end of the year
or on completion of the work so
as to enable a comparison
between the total expenditure
and the amount of estimate or
contract being made.
The total of the year’s
expenditure on each work has
been recorded in the register of
estimates and allotments.

(xxiii) Contractor’s Ledger
It should be seen that –
a.

A separate folio is opened for
each contractor in the personal
ledger.

b.

The entries are made in the folio
in the personal ledger of each
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c.

d.

e.

contractor against the value of
work done.

c.

Corrections, if any, are attested
by the Officer concerned.

The account embraces all
transactions to which the
contractor is a party, whether
relating to one or several works
or to materials purchased from
him.

d.

There are no undue delays in
measurement
and
check
measurement of work done.

e.

All entries which have been
transcribed into the bills have
been neatly crossed out in ink.

f.

There are no erasures or
unattested alterations.

g.

Pencil entries have not been
inked over except in the contents
column, which should invariably
be in ink,

h.

Reference is given in all cases to
the vouchers on which payments
were made,

i.

The book has evidences about
check at the hands of the check
measuring officer.

j.

The used up books have been
returned to the institution and
that they are carefully filed.

k.

The measuring officer has
authenticated each set of
measurements by his signature
or initials.

The account shows the number
and amount of each passed bill
and certificate with a brief entry
of the name of work, the number
and amount of each bill or
certificate and the balance due to
it from the contractor on account
of each work not settled in full.
The contractor has signed the
account at convenient intervals in
token of the acknowledgement of
the correctness of his account.

(xxiv) Measurement Book
In the absence of specific provision in
HRICE Rules 2002, verify whether
byelaws were framed by the Committee,
for measurement/check measurements
of works. If not, ensure compliance with
provisions of
KPWD code/KTPP
Acts / Rules
It should be seen that –
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a.

All measurements of work done,
whether by means of daily
labourer, by contract and of
materials received or issued,
have been recorded in the
measurement book.

b.

The arithmetical calculation and
totals in the measurement books
are correct.

l. The rules issued by
Government
regarding
measurement
and
check
measurements of works of
religious institutions have been
observed.
D - 11 Execution of Developmental
Works of Notified /declared institutions:
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Rule 40 (A) of Hindu Religious
Institutions and Charitable Endowment
Rules 2002 prescribes the procedure for
execution of any development work
(construction, repairs, renovations,
reconstruction,
conservation
of
buildings).

e)

The following checks may be
conducted
a)

b)

c)

Verify whether previous sanction
of the State Government was
obtained before execution of any
development work of notified/
declared Institutions.
Verify whether estimates were
scrutinized by Public Works
Department in accordance with
the provisions of KPWD Code.
Verify whether adequate
justification was furnished for
the proposed works in the
accompanying report.
As stipulated in rule 40 (A)(4),
Government has to notify
through notification, different
authorities for approving
estimates. Ascertain details of
such authorities and verify
whether
authority
who
approved the estimates was
notified by Government.

d) Verify whether works were
executed through Public Works
Department/Government
Agency/expert committee.
Verify if executing agencies
complied with the provisions
KTPP Act 1999/Rules 2000,
while executing works.

Verify whether third party
inspection was conducted and
review such reports. If any
deficiencies/sub
standard
quality of work is reported,
verify whether adequate action as
prescribed in rule 40 (A)(7) of HRI
and CE Rules 2002 was taken by
the Commissioner and loss, if
any, caused to the institution was
recovered from the executing
agency.

D -12 - Check of Accounts
Rule 35 of Hindu Religious
Institutions and Charitable Endowments
Rules prescribes various registers to
account for all transactions of receipt and
expenditure. These registers may be
checked to ensure correctness of annual
accounts.
The following checks may be
conducted:
a)

Verify that all receipts issued in
proof of receiving moneys
(including moneys received
through sale of tickets) are
accounted in cash book correctly
(date of issue of receipt, amount
as entered in receipt and day
book).

b)

Verify amounts shown as
remitted in cash, with remittance
register/challans and trace the
receipt in the Bank pass book and
ensure correctness of amounts as
entered in receipt book, cash
book, Bank pass book and day
book of collections.

c)

Verify that for every payment
shown as paid in cash book and
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respect of receipts also by
verification of posting of figures
of receipt in the day book of
collection.

register of contingent charges,
there exists valid voucher.
d) Cash book is closed regularly
every day and cash balance
certified by Manager/Executive
Officer and closing cash balance
at the end of each month is
reconciled in the Bank records.
e)

f)

Verify the correctness of postings
of receipt in the day book of
collection.
Verify correctness of posting of
receipts and expenditure. Ensure
expenditure amount as entered
in individual vouchers and
Registers
of
contingent
expenditure are same. Similarly
checks may be conducted in
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g)

Verify
that
figures
of
expenditure and receipt are
totalled correctly for each day/
month as prescribed, and totals
for the year is correctly arrived.

h)

Check Annual account prepared
in Form 33. Verify that total of
expenditure and receipt as
recorded and posted correctly
under various items/head of
account in the annual account.

D.13. Write off of irrecoverable dues, loss of stores/properties (Refer to Rule 37/form
XXIX of HRICE Rules)
a. Verify that value of dues, loss of stores and properties written off, were within
the limits prescribed in Rule 37 which are as follows

Amount up to which write-off is permissible

Authority

Upto Rs.10,000 in respect of ‘C’ category institutions
Exceeding Rs10,000 but not Rs.25,000 in respect of
‘C’ category and upto Rs.25,000 in respect of ‘B’
category institutions
Exceeding Rs.25,000 but not Rs.50,000 in respect of ‘B’ &
‘C’ institutions, not exceeding Rs.50,000 in respect of ‘A’
institutions
Exceeding Rs.50,000 in respect of all institutions

Assistant Commissioner
Deputy Commissioner
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Commissioner

State Government
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b. Verify whether there was adequate
justification and exhaustive efforts
were made to recover dues/loss
before sanction of write-off. In case
of loss of stores/properties, it may
be verified whether adequate
storage and security arrangements
were in place. Verify whether
complaint was lodged with police
and ‘B’ report was furnished before
sanction of write off.
c. In the case of dues, loss of revenue,
etc, verify whether, penal
measures were taken and
circumstances under which the loss
occurred were enquired into. Also
verify if security deposit amount
obtained was adequate and
responsibility on temple staff was
fixed.
D.14 Cases of Charge and Surcharge
(Refer to section 39 & 40 of HRICE Act)
Any authorities/staff of institutions is
found to be responsible for any loss or
misappropriation as reported in the audit
report or report of Deputy Commissioner
or Commissioner on his own assessment
may order recover of such loss or amount
misappropriated after following
prescribed procedure. Auditor may
review such files and comment on nonrecovery/delay in recovery of such
amounts.
E. Audit checklist for audit of Urban
Development Authorities
E.1 Introduction
With a view to speeding up planning
and development of land in urban areas
in the State, it was felt desirable to have

for each urban area a single agency for
performing functions both as a Planning
Authority and as Development Authority.
Hence a separate Act, The Karnataka
Urban Development Authorities Act,
1987 was passed. The main functions of
any Urban Development Authority
(UDA) would comprise activities like
A. Planning Functions
v

Preparation of development
plan

v

Preparation of schemes

v

Approval of development
plans for group housing and
layouts

v

Approval of building plans

v

Other statutory functions
under the KTCP Act.

B. Development Functions
v

Planning and implementation
of schemes for residential
sites, commercial sites,
industrial sites, civic amenity
sites, parks and play grounds

v

Construction of commercial
complexes

v

Development of major
infrastructure facilities

The Act becomes effective from such
date as may be notified by State
Government for each urban area. If for any
urban area, Urban Development
Authority is constituted under Section 3
of KUDA Act, planning authority for
such areas stand abolished and UDA
performed all functions of planning
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authority (Section 81D of KTCP Act 1961
and 80D of KUDA Act). Any area is
declared as planning area under section
2b of KTCP Act 1961 development of
such area would be regulated under the
provisions of KTCP Act 1961.
E.2 Mandate for Audit
As per Section 68(C) (2) of the
Karnataka Town and Country Planning
Act, 1961, the accounts of every Planning
Authority shall be subject to audit
annually by the Director (Audit) of
Karnataka State Audit & Accounts.
As per Section 68(C) (3) of the
Karnataka Town and Country Planning
Act, 1961, the accounts of every Planning
Authority as certified by the Director
(Audit) of Karnataka State Audit &
Accounts together with the audit report
thereon shall be forwarded annually to
the State Government and the concerned
Authority.
As per Rule 24 of Karnataka Planning
Authorities Rules, 1965 , the accounts of
the Planning Authorities shall from time
to time and at least once in every year be
audited by the Director (Audit) of
Karnataka State Audit & Accounts and
also by such other agency, if any, as may
be appointed by the Government.
The accounts of urban development
authority is subject to audit by an auditor
appointed by state government (Section
48 of KUDA Act).
In the absence of provisions of Audit
report follow-up/compliance in
Karnataka
Urban
Development
Authorities Act, 1987, the hand book on
“Speedy
Settlement
of
audit
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observations, inspection reports, speedy
disposal of audit paragraphs and timely
action on matters pertaining to the Public
Accounts Committee, Committee on
Public Undertakings” states that “the
audit observations/ paras received from
the auditor normally needs to be replied
to within a month from the date of the
receipt of the inspection report and in no
case it should exceed three months.”
(Paragraph 2.3 of handbook)
The following areas need to be given
special attention by the auditor as these
are core functions of planning/ urban
development Authority.
a)

Land
acquisition
development

and

b)

Allotment /Lease of Sites

c)

Grant of permission under
various provisions of the Acts

E.3 Receipts
a)

Sources and Application of
urban development funds/
Planning Authority funds (refer
section 43 of KUDA Act/Section
68A of KTCP Act 1961

(i) Verify whether borrowings by
UDA/ Planning Authority, funds
released by Government,
contributions from Local
authority, betterment tax
collected, proceeds of sale of
lands, sites, buildings and other
property, and all charges, fees
received for administration of
KTCP & KUDA Act were
credited to the fund called Urban
Development Fund/ Planning
Authority funds.

Audit Manual

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

(ii) Funds were utilized for the
purposes of the Act i.e., planning,
promoting
and
securing
development of urban area/
planning area. This includes
acquisition of land, formation of
layouts/sites,
and
implementation
of
town
planning / Development
Schemes, providing amenities,
construction of buildings,
salaries of staff of the authority.
Refer section 41 and 42 of KUDA
Act 1987/Section 68A of KTCP
Act 1961.
(iii) Verify that expenditure incurred
out of urban development fund/
Planning Authority fund for
various purposes assigned, was
confined to urban area/ Planning
area as defined under Section
2(S) of KUDA Act 1987/Section
4A of KTCP Act 1961

had
obtained
previous
approval of State Government
before borrowing funds.
(ii) Borrowings were guaranteed by
State Government and guarantee
fees due from time to time were
paid to Government by the
UDA/planning authority.
(iii) Verify whether borrowings were
made by hypothecation of any
assets of urban development or
planning authority. Review
conditions of hypothecation of
assets and comment, if any
conditions are detrimental to the
interest of the authority.
Compare the amount of
borrowing and the market value
of the asset hypothecated.
Comment if there is a huge
variation between the amount of
borrowing and value of assets.

(iv) Verify such other expenditure as
State Government may direct.

(iv) Borrowed funds were utilized for
the specific purpose for which it
was borrowed.

(v) Examine details of each item of
receipt and expenditure are as
provided in annual statement of
accounts. (Form no.1, Rule 21 of
Planning Authority Rules/
Section 43 of KUDA)

(v) Payment of installment of
principal and interest were
delayed resulting in penalties/
penal interest and analyze
reasons for delays.

(b) BorrowingBorrowings
Section 40 of KUDA Act 1987 and
Section 68 of KTCP Act 1961 enables the
urban Development Authority/ Planning
Authority to borrow funds required for
purposes of the Act.
Verify whether:
(i) Urban Development Authority

(vi) Loan records/ledgers are
maintained properly, indicating
details of loans, due date for the
re-payment
and
balance
outstanding at end of each year
and reconciled with lending
agency. There were any instances
of lending agencies invoking
guarantee clause for recovery of
loan and interest due to failure
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UDA/planning authority to
repay the same, reasons/
circumstances that led to this
situation may be analysed and
comment suitably.
(vii)Borrowings and its re-payment
were properly accounted in
statement of annual accounts and
the outstanding loan agreed with
the records of lending institution
and the initial records of the
authority.
E.4 Preparation of Budget and Annual
Statement of Accounts:
Refer to section 43 to 48 of KUDA Act
and Section 68 A to 68 C of KTCP Act
1961.
Verify whether,
i.

UDA/planning
authority
prepared an estimate of income
and expenditure by not later than
1st day of February each year and
obtained sanction of State
Government.

ii.

Expenditure was incurred
without provision in the budget,
except
for
unforeseen
circumstances not exceeding Rs.
10,000/- and Such cases were
included in supplementary
budget and approved by
Government (Section 4 of KUDA
Act)

iii. Commissioner,
Planning
Authority, prepared annual
statement of accounts in Form 1
and annual reports (Section 68 C
and 68 D of KTCP Act 61), and
UDA prepared annual statement
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of accounts.
iv. Receipts and expenditure as
shown in the annual statement in
respect of each item agrees with
various accounting records.
v.

Entries in cash book were
supported by valid challans
(receipts, vouchers) and monthly
reconciliations of cash balance
with Banks statements/pass
books were done. Check general
ledger, Register of Contingency
charges, Register of works etc.
Details of receipts and
expenditure as shown in the
ledger, etc, were correct and
posted properly in the annual
accounts.

vi. Statement of annual accounts
disclosed correctly expenditure
incurred on salary, contingencies,
vehicles, repayment of loan and
interest/penal interest, survey
stationery, printing of maps,
notification expenses, cost of
acquisition
of
land,
improvement
works/
development schemes, etc.
vii. There were large variations
between estimated receipts and
expenditure and actuals as
recorded in approved budget
and statement annual accounts
respectively. If so, comment
suitably.
viii. Expenditure was incurred on
any scheme / works outside the
limits of urban / planning area
if so comment suitably.
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E.5 Recovery of fees, expenses, fines and
payment of compensation etc., in
connection with grant of permissions
under various provisions of KTCP Act
1961/KUDA Act 1997.
a.

Every Planning Authority
prepare and publish master plan
for development of the planning
area under section 10 of KTCP
Act after survey and approval of
master plan by the State
Government (Section 9 & 13 ibid).
Once the final master plan is
published, Planning Authority
make and publish town planning
schemes for implementation of
proposals of master plan (Section
26 and also town planning
scheme published under section
14 of KTPC Act 1961.)

b. If change of land use needed
conversion of land from
agriculture to non agricultural
purpose,
verify
whether
permission was obtained by the
Authority under Land Revenue
Act, which requires payment of
conversion fees (Section 14 of
KTCP Act 1961).
c.

Verify whether permission was
granted to change use of land or
development (carrying out of a
building etc) from commercial or
industrial to residential or from
industrial to commercial, after
payment of prescribed fees
(Section 14 of KTCP Act).

d.

In cases where owner of any site
in the area surrenders land free
of cost to the authority and is
granted development rights in
the form of additional floor area,
verify such benefit did not
exceed 1½ times of the area
surrendered (Section 14 (B).

e.

In the event of contravention of
provisions of Section 14 of K TCP
Act (change in use of land or
building, development without
proper permission) if Authority
had to remove or pull down any
work to restore the land to
original position, verify whether
expenses incurred for such action
was recovered from such person
(section 15(4) (5) of KTPC Act
1961.

f.

Verify whether fees as prescribed
under rule 36 of Karnataka
Planning Authority rules 1965

Similarly, urban development
authorities also prepare and publish
schemes for development of urban area.
Once the final master plan/ town
planning schemes / development
schemes are published by relevant
authority, no change with regard to use
of land/site/building/development/
any work can be made without
permission from the Authority and
payment of fees prescribed under the
rules. Whenever such permissions are
granted and conditions of permission or
provision of the Acts contravened,
Authority should levy fees/ penalty/
fine/recover expenses incurred on
removal of work executed in violation of
rules / permissions.
Audit has to verify and ensure that
levy and recovery of fees expenses, fines
etc., conformed to relevant provisions.
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was recovered for grant of
permissions to sub divide a plot
or make layout or a private street
(Section 17 (b) of KTCP Act)
Despite refusing permission, if
any person does any work
(change in use of land) Authority
may remove such works and
restore the land to original
position, and recover expenses
incurred on removal of such
work from the concerned person
(Section 17).
g.

h.

i.
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If permission is granted for
change of land use or
development of land or building
under Section 14 A, Section 14 B
or Section 15 or Section 17 of
KTCP Act and such change is
capable of yielding better
income, check that Authority
recovers fees not exceeding one
third of estimated increase
(Section 18 (1)).
Ascertain whether authority
(UDA/erstwhile
planning
authority) has prescribed any
norms/guidelines for estimation
of income in respect of cases
referred in Section 18 (1) of KTCP
Act, 1961.
In the absence of such norms/
guidelines, ascertain whether
any other criteria was adopted for
estimation of income after and
before such permitted changes
and ensure that income was
estimated in fair and transparent
manner, whether facts like
location of land/building,
availability of civic amenities/
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infrastructure facilities, purpose
for which land and building used
i.e. residential/commercial/
industrial, investment, etc, on
effecting changes and various
other factors if any, were
considered for estimation of
Income.
j.

Verify whether the fees at the rate
of Rs.10,000 per acre was
recovered
for
granting
permission under Section 18(1) of
KTCP Act in respect of any
infrastructure projects notified
by the Government (Rule 38 of
Karnataka Planning Authority
Rules)

k.

In cases of permission for
division of plot or making a
layout or a private street under
Section 17 (1) of KTPC Act, verify
additional fee of Rs. one lakh per
acre was recovered for
rejuvenation of lakes and water
bodies [(Section 18 (1) (A)].

l.

Auditor may cross check total
amount of additional fees
collection under Section 18 (1) (A)
of KTCP Act with expenditure
for rejuvenation of lakes and
water bodies as reported in
annual statement of accounts or
general ledger/other relevant
records and identify diversion of
fees, if any. Works on
Development of lakes/water
bodies are executed by Lake
Development authorities also.

m. Auditor may verify whether any
expenditure by UDA / Planning
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Authority were shown as
incurred on the same lakes/
water bodies on which Lake
Development Authority had also
spent money. Auditor may
enquire whether UDA/ Planning
Authority verified this aspect and
obtained any confirmation from
Lake Development Authority in
this regard. If not, expenditure
on these works by UDA/
Planning Authority may be cross
checked with Lake Development
Authority. For this purpose
auditors may collect list of lake
and water bodies developed by
UDA/planning authority and
lake development authority
separately from each of these
agencies and cross check the
same for 2 to 3 years preceding
the period of audit. If there are
any cases of both agencies
incurring expenditure on the
same lake /water bodies during
the same or different periods it
may be analysed in detail and
comment.
n.

o.

Check that cess/surcharge was
recovered while granting
permission for development of
land or building, not exceeding
1/3 of market value of land or
building excluding boards/
bodies constituted by State
Government or Government of
India and infrastructure projects
approved by State or Central
Government (Section 18A of
KTCP Act)
Auditor may ascertain whether
any criteria was prescribed by

authority for fixing market value
of land and building and market
value assessed in fair and
transparent manner. Compare
market value fixed by the
authority with the market value
adopted for assessment of
property tax under section 45 of
Stamps Act.
p.

Cases where Authority removes
any work/repairs to building/
addition to the building made on
or after declaration of intention
to make a town planning scheme
/ issue of notification by State
Government under Section 31 of
KTCP Act to make a scheme,
without permission of the
Authority, verify that expenses
incurred on such action was
recovered from the person
concerned (Section 35 (1)).

No compensation was paid to any
person for any damages/loss/
injury resulting from action taken
under section 35(1) of KTCP Act
i.e, for removal of any works/
repairs to building or land
except such works which
commenced or contracted earlier
to declaration of intention to
make town planning scheme
(Section 35(2))
q.

Compensation for any property
or right of a person which was
injuriously affected by town
planning
scheme
was
determined on the basis of
market value prevailing on the
date of notification issued under
section 35(2) of KTCP Act. No
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such compensation was payable
if the same was admissible under
any other law applicable to the
area (Section 60 &61 of KTCP Act)

such works (Section 32 (5) of
KUDA).
v.

Audit may verify whether
authority ensured before
sanction of compensation under
section 35 (2) of KTCP Act that it
was not admissible under any
other law and certificate to that
effect or adequate evidence /
document was on record.
r.

s.

310

Expenses incurred for removal of
any work /building which was
such as to contravene final town
planning scheme was recovered
from the concerned person
(Section 47of KTCP Act).
Compensation was paid only to
the extent of such expenditure
incurred by any person for the
purpose of complying with final
town planning scheme which
was
varied/revoked
subsequently rendering such
expenditure abortive (Section 50
of KTCP Act).

t.

Cost of town planning scheme
included expenses on all related
components as stipulated in
section 55 to 58 of KTCP Act.

u.

Verify that UDA recovered
deposit amount from such
persons on whose behalf new
layout /formation of extension
works were executed. Audit may
ensure that such deposit
recovered was not less than
expenditure incurred by UDA on
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Verify that UDA levied and
collected fine up to Rs.10,000 as
prescribed in section 32(9) of
KUDA Act from such persons
who constructed a building/
layout/extension
not
in
conformity with provisions of
the acts/byelaws in cases where
sanction was deemed to have
been granted.(UDA failed to
communicate either the sanction
or refusal within 6 months of the
date of application by a person)

w. Verify that UDA recovered the
cost of formation of any layout /
extension from the person who
was granted permission under
Section 35 of KUDA Act but
failed execute works and in the
opinion of UDA it was necessary
to execute such works (Section 34
of UDA Act)
x.

Auditor may obtain list of files
relating to grant of permission to
change use of land, building
development, and recovery of
expenses for removal of works/
addition
under
various
provisions of the KTCP Act and
KUDA Act. With a view to
ensuring that all files are made
available for audit, crosscheck
the list of such files, with other
register wherein receipt of
applications seeking permission
are recorded. Review the meeting
proceedings of Authority
according
permissions
mentioned above and also
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annual administrative reports as
prepared under rule 29 of
Planning Authority rules/section
68 (d) of KTPC Act & section 49
of KUDA Act, which contains
details of various activities, and
gather information relevant to
audit. In regard to recovery of
expenses incurred by the
Authority for removal of works
executed by any person in
contravention of provision of the
Acts /permissions, it may be
verified that cost of labour,
supervision charges, hire charges
of equipment and cost of
materials, if any, were correctly
included in the amount of
expenses recovered.
y.

z.

Check if amounts collected are as
per the rates prescribed. The fee
collected has to correspond to the
type of activity intended to be
performed on the particular
land.

b.

Verify whether development
schemes were sanctioned by
State Government and any such
scheme has led to increase in
value of land. Any increase in
value of land was determined as
provided in section 20 (2) of the
KUDA 1987 i.e. amount by which
estimated value of land on
completion of development
scheme exceeds value of land
prior to execution of the said
scheme and that betterment tax
was calculated at one third of
such increase in value of land.

c.

In case the development schemes
have substantially advanced,
check whether the levy of
betterment taxes have been
determined and the authority has
passed a resolution to that effect.
(Refer Section 21 of the KUDA
Act)

d.

Verify if the collection of such
betterment fees has not exceeded
5 installments as per Section 22
of the Karnataka Urban
Development Authority Act,
1987.

e.

Verify if full amounts of
betterment taxes have been
collected along with interest in
case the land owner has defaulted
in payment of any two
consecutive installments or any
three installments for whole year.
(Section 23 of the Karnataka
Urban Development Authority
Act, 1987).

f.

In case of any default in the
payment of taxes, verify if the

Check if such funds are credited
to “Urban Development Fund/
planning authority funds" as the
case may be.

E.6 Betterment Taxes
If the Urban Development Authority
is of the opinion that as a result of any
introduction of a development scheme,
the value of the land has increased, it can
levy a betterment tax on the owner of the
land. (Refer to Section 17 to Section 26 of
KUDA Act 1987)
a.

Ascertain details of development
scheme proposed/ implemented
and in progress during the year.
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Commissioner has taken steps to
recover the amounts by way of
sale of land following the
procedure prescribed in Section
23 of KUDA Act.
g.
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approved layout plan/ Records of
development scheme etc., meeting
proceedings and annual administrative
reports and Registers of sites for each
layout.

Verify whether betterment tax
collected in respect of any
development scheme, on the
recommendations and out of the
funds provided by any local
authority, was credited to that
local authority. Details of
recommendation/funds
provided by local authority may
be ascertained from the local
authority and verify compliance
with Section 26 of KUDA Act
1987.

E.7. Income from Lease /Allotment of
sites
E.7.(1) Lease of civic amenity sites
Refer Section 39 of KUDA Act 1987 and
Rules 2 to 11 of KUDA (Allotment of civic
amenity sites) Rules 1991, regarding
leasing of civic amenity sites to any
institutions. Ascertain total number of
civic amenity sites available from

Verify whether
(a) Due Publicity was given in not
less than two daily news papers
in English and Kannada, giving
details of location, dimension of
the site and purpose and last date
for submission of application
and such other conditions as may
be
prescribed
by
the
Commissioner, for leasing of
such sites. Auditors may verify
whether newspapers in which
publicity was given were leading
dailies with large publication
from the Director of Publicity and
Information.
(b) Every
Institution
before
applying for civic amenity site
was registered in Form 1 with the
Urban Development Authority
on payment of registration fees
as prescribed which are as
follows:

Area of the
site in square
meters

1000 and
below

Above 1000
but below
2000

Above 2000
but
below
4000

4000 and above

Registration
fee in Rs.

1000

2000

5000

7000
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given only to Institutions
established for welfare of
physically
and
mentally
retarded,
educational
institutions running school in
Kannada medium and schools
established by Central/State
Government corporations/
Bodies
of
State/Central
Government.

(c) In case of allotment of CA sites,
registration fees was not
adjusted or refunded.
(d) After excluding such civic
amenity sites mentioned in
Section 39 of KUDA Act 1987
(sites reserved for parks, play
grounds, etc), 18 percent and 3
percent of balance sites reserved
to institutions established
exclusively to the benefits of
Scheduled Caste and Tribes
respectively. The remaining civic
amenity sites were leased to
institutions.
(e) Lease amount fixed by the Urban
Development Authority was not
less than the rate per square
meter as applicable to largest
residential site in the area.
Largest site available in the area
may be identified from the
approved layout plan/other
relevant records such as
allotment list of sites, Registers
of sites etc.
(f) Maximum period of lease was
not more than 30 years from the
date of registration of lease deed,
and
approval
of
State
Government was obtained for
renewal of lease for further
period of 30 years and lease
amount refixed as per rule 8(1)/
10(1). Lease rent fixed for
extended period was more by
50% of original lease amount.
(g) Concession of 50 percent of lease
amount fixed by Urban
Development Authority was

Auditor may verify the
documentary evidences like
registration certificates, annual
reports and financial statements
of the institutions, inspection
reports
by
concerned
administrative departments etc.,
to ensure their entitlement for
concession.
(h) Only Registered Institutions
submit applications in Form II
with initial deposit at 10 percent
of notified lease amount in form
of Demand Draft or in such form
as prescribed. Applications
received after prescribed last
date were rejected.
(i) Interest at 12% or 18% was
charged if lease amount is paid
in 5 annual installments or more
than 5 respectively.
(j)

Several conditions stipulated in
rule 10 (1) to 10 (14) of KUDA
(Allotment of Civic Amenity
Rules 1991) were complied with,
which
interalia
include
following:

v

Forfeiture of registration fee and
initial deposit and cancellation
of allotment in the event of
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allottee failing to pay lease
amount or first annual
installment of lease amount
within 90 days or extended
period 60 days (total 150 days).
v

v

Forfeiture of 12 ½ percent of lease
amount paid by the lessee,
revocation of the agreement and
eviction of the lessee, from site,
in event of lessee failing to
construct the building within a
maximum period of 10 years.
Site was utilized for purpose of
providing particular civic
amenity for which site was
leased.

v

Lessee did not get ownership
rights during the lease period.

v

Annual amount is paid as per
lease agreement and lease deed
was registered.

v

The possession of site was given
to the lessee within 90 days of
registration of lease agreement at
the cost of lessee.

E.7(2). Disposal of commercial and
corner sites by urban development
Authority (Refer UDA (Disposal of
Corner and Commercial sites) Rules
1991)
(i) Ascertain total number of
commercial and corner sites
available. Approved plans of all
layouts/extension
areas,
Records of development
schemes/meeting proceedings
may be reviewed and available
number of corner/commercial
sites obtained.
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(ii) Verify the number of such sites
disposed/retained. Reasons for
not disposing of such sites even
after completion of development
scheme/lapse of reasonable
period and comment on nonrealisation of revenues adopting
approved rate.
(iii) Regarding
disposal
of
commercial/corner
sites,
procedure as prescribed in rules
3 to 8 of KUDA (Disposal of
Commercial or Corner sites)
Rules 1991 was complied which
inter alia include the following:
(a) All commercial and corner sites
were disposed of by auction sale;
wide publicity was given at least
in two daily newspapers in the
concerned urban area, in English
and Kannada having large
circulation. Auditor may
ascertain
whether
daily
newspapers in which publicity
was given was indeed leading
dailies with large circulation,
from the Department of
Information and Publicity.
(b) All bidders had deposited
prescribed amount (not less than
Rs
5000/-)
before
commencement of auction.
(c) Auction sale was confirmed in
favour of highest bidder and the
highest bid was not less than
market value.
(d) Successful bidder offering
highest bid amount, paid 25% of
such amount immediately on
spot, failing which his amount
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from concerned Urban Local
Body
(CMC/
TMC/
Corporation) and action taken on
such cases.

deposited
before
commencement of bidding was
forfeited and site re-auctioned.
(e) Balance amount of bid was paid
within 45 days of receipt of
intimation in Form I, by
successful bidder.
(f) Interest at 18 or 21 percent was
levied if the Period for payment
of balance of bid amount was
extended by Commissioner, not
exceeding 60 days in the first
instance and a further period of
30 days, respectively.
(g) In the event of failure of auction
purchaser (highest bidder) to pay
balance amount before expiry of
extended period, amount already
paid by him is forfeited, and
expenses for conduct of fresh
auction sale is also recovered.
(h) In the event of allottee failing to
construct building on such site
within two years or such
extended period, allotment is
cancelled and site is resold, and
twenty five percent of money
already paid by allottee was
forfeited, besides recovery
expenses on conducting resale of
site.
Auditors have to ascertain
instances of failure of highest
bidder (auction purchaser) to
construct house within the
stipulated period from review of
auction files and other connected
records (meeting proceedings,
number of commercial/corner
sites as per approved maps) and

Ascertain whether UDA has put
in place a system to monitor
compliance
with
these
conditions such as periodical
survey/inspections, etc. If not,
comment on lack of system to
ensure
compliance
with
conditions of sale.
(i) The site was conveyed to auction
purchaser only after construction
of building and expenses of
registration was borne by
purchaser.
E.7(3). Karnataka Urban Development
Authority may allot sites in accordance
with KUDA (Allotment of sites) Rules
1991 formed in any layout/extension.
The following issues inter alia need to
be verified in audit, in this regard:
i.

Wide publicity was given in
English and Kannada dailies
(Rule 3 (2))

ii.

All applicants were registered
with UDA after payment of
prescribed Registration fees
which is non refundable/non
adjustable (Rupees 250 for 350
sq. meters and above, and Above
250 sq meters but below 350
sq.mtr,Rs.50 for economically
backward and SC, ST categoriesand less than 225 sq. mtrs (Rule
9).

iii. a) Deposit equal to 10% of value
of site was paid along with the
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application in the form of
demand draft or challan in proof
of deposit in authorized banks,
deposits was paid at 3% in case
of SC/ST, Ex-servicemen.(Rule
10)
b)
Allotment
committee
consisting of 5 members was
constituted and recommended
allotment of sites to the UDA.
Relevant records such as meeting
proceedings of the said
committee/Register of sites, etc.,
may be reviewed (Rule14)
iv. Concession of 50 percent of value
of site not exceeding 50 sq. mtrs
was given only to economically
backward classes. Documents in
proof of applicants belonging to
this category may be reviewed to
ensure entitlement for concession
(Rule 5) and total number of sites
for which concession allowed
was within 30% of sites available
in a layout.
v.

If allottee fails to pay balance
value of site after deducting
initial deposit within the
prescribed/extended period
(totally 180 days) from the date
of receipt of allotment letter,
subject to payment of interest at
18% for last 30 days) registration
fee was forfeited and allotment
cancelled.(Rule 10)
If the allottee belongs to SC/ST
or family of handicapped or
family of deceased defence
personnel and dimension of site
was 6x9/9x12/12x8 meters,
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amount was paid in 36
installments during the period of
three years.(Rule 19)
vi. On allottee failing to execute sale
deed after expiry of lease period
of 10 years, UDA itself executed
the same and cost thereof was
recovered.(Rule 7)
vii. On allottee failing to construct
building on the site allotted by
UDA within 5 years or such
extended period from the date of
executing agreement, allotment
was cancelled, lease determined,
agreement revoked, and also
lessee evicted and 12 ½ percent
of value of site paid was forfeited
(Rule 6).
viii. Auditor may ascertain whether
any system is in place or survey
conducted from time to time to
monitor compliance with these
conditions, requiring allottee to
construct building within the
prescribed period. If not,
comment on lapse of UDA on
monitoring compliance with
conditions.
Auditor may review allotment of
sites during the preceding 5
years, cross check Register of
allotment/files etc with Register
of building licences maintained
by Local Authority (CMC/TMC)
in respect of intermediary sites
and identify cases of not
constructing building within the
stipulated period, comment on
failure of the authority to forfeit
12% of site value from such
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allottees and cancellation of the
allotment if any.
ix. Permission was granted by the
UDA to an allottee, who has
constructed building on the site
allotted to him, to sell it for
reasons beyond his control after
payment of 12 percent of site
value per annum.(Rule 20)
x.

Penalty/fees at 50 percent or 25
percent of the registered value in
case of direct sale of site with or
without
building
before
completion of the lease period of
10 years or after expiry of lease
period without obtaining the sale
deed
respectively,
was
recovered from the purchaser of
such site and thereafter sale deed
issued to purchaser. Refer to
Rule 20 (3) (a) and (b) KUDA
(Allotment of Sites) Rules 1991.

Auditor may ascertain whether UDA
has made any arrangements such as
insisting of no objection certificate by Sub
Registrar of concerned jurisdiction and to
refer such cases to Urban Development
Authority, when such site purchasers
approached for registration. Auditor may
collect details of sale/purchase of sites
from the office of Sub-Registrar pertaining
to sites allotted by UDA and check levy
of penalty/fines stipulated under Rule
20 (3) (a) or (b). If not, comment on lack of
system to monitor compliance with these
conditions.
E.8. Expenditure
The predominant Expenditure in
Urban Development Authorities /

Planning Authority is:
1. Land Acquisition Payments.
1.

Preparation of master plan, town
planning scheme, development
schemes formation of layout/
allotment of sites.

2.

Electricity, water supply and
drainage works

3.

Lake Development Works.

4.

Salary and allowances and other
maintenance etc.

Audit checks for some of expenditure
which are available in all types of auditee
institutions can be referred to in the
previous Section which contains generic
check list. Audit checks specifically
applicable to Urban Development
Authority/Planning Authority are
mentioned in the below section with
appropriate reference to the Common
Audit Checks of Expenditure.
E.8.(1) Land Acquisition (Section 69 to
71 of KTCP Act/ Section 35,36 & 19(7) of
KUDA Act)
UDA /planning authority may
purchase/acquire land for the purpose
of KTCP Act/ UDA Act. In this regard
following issues needs verification by
audit:
a.

UDA/ planning authority
conducted any demand survey
for sites, before purchases/
acquisition of land.

b.

Land was purchased from any
owner entering into agreement
after obtaining sanction from
State government and land was
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interest on borrowings for the
period for which lands remained
unutilized.

within urban or planning area
and the sale was registered.
c.

d.

The acquisition of the land
otherwise than by agreement
within or without the urban
area/planning area is regulated
by the provisions of the Land
Acquisition Act, 1984.

e.

Authority has not de-notified /
re-conveyed any land without
the
approval
of
State
Government. Even if such denotifications were approved,
expenditure incurred, if any, on
such land until the stage of denotification results in wasteful
expenditure, comment suitably.

f.

g.
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Cost of the purchase of land was
in excess of market value /
guidance value as determined by
the revenue department if so
offer suitable comments.

Ascertain cases of purchase and
acquisition of land and
expenditure thereon for past
three or four years, from relevant
records (Register of Assets,
Receipt and Payment Account,
Schedule of Assets, etc) for
formation of new layouts.
Lands purchased/acquired in
the past have remained, without
any development work and
formation of layout resulting in
blocking up of capital funds/
unfruitful expenditure on
purchase/acquisition land.
Comment on such expenditure
including avoidable payment of
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E.9

Sanction and Execution of
Development Scheme: Urban
Development Authority/ Planning
Authority has to prepare detailed
development
schemes/town
planning schemes for development
of urban area/ planning area.
Development scheme comprises
acquisition of land, formations of
sites, roads and construction of
buildings, drainages, sanitary
arrangements, supply of water and
electricity etc necessary for
formation of layout. Refer Section
15, 16, 17, 18 and 19 and 27 KUDA
Act 1987 and Section 29 to 35 of
KTCP Act 1961.

Audit checks to be performed are as
follows:
i)

Previous sanction of State
Government was obtained for all
development schemes/town
planning schemes.

ii) Complete plans, estimates and
cost of the scheme were
prepared.
iii) Declaration as required under
Section 19 of KUDA Act/Section
29 of KTCP Act was published
giving full particulars of land
required.
iv) Entire land purchased / acquired
was utilized for formation of
layouts /sites formed was
according to relevant norms. Any
portion of the land not utilized
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respectively. Verify whether
tenders were split into smaller
values to avoid sanction and
scrutiny by higher authorities.

may be identified and comment
quantifying extent of such land
and cost.
v)

If Sanctioned development
scheme has lapsed due to failure
of UDA to implement it
substantially (section 27 of
KUDA Act) within a period of 5
years from the date of
publication of declaration
(regarding acquisition of land)
under Section 19 ibid, ascertain
details of schemes that lapsed.
Review register of sanction of
development scheme and
identify such scheme and analyse
reasons. Comment on wasteful
expenditure, if any, on account of
schemes getting lapsed.

vi) Provisions of KTPP Act 1999/
Rules 2000 and various
notifications/Government
orders issued in this regard were
complied with, while executing
developmental works, such as
formation of roads, electricity
and water supply works,
construction of buildings,
procurement of goods etc, as
UDAs/ planning authority are
covered within the procurement
entities as defined in said Act/
Rules. Audit checks contained in
Para 1.4 of this manual may be
applied.
vii) Sanction
accorded
by
Commissioner and UDA,
approval of tenders and contract
entered, were within value of Rs.
5 Lakhs and 25 lakhs only
(Section 10 of KUDA Act)

E.10 Lease, Sale, Transfer of properties
(Section 38 of KUDA Act)
UDA can effect lease, sale, and transfer
of movable and immovable properties.
Audit checks in this regard are as follows:
1.

It should be seen in audit that
agreement for sale or lease
should be entered including
comprehensive conditions.
However, no such conditions,
which may be detrimental to the
interest of lessor, was included.

a.

Sale/lease was conducted
through public auction after
giving wide publicity and
adequate time for bidders. Notice
inviting bids/tenders should
include conditions for payment
of earnest money deposit, place
of auction, date and other details.
Process of sale/lease was
conducted by the officers
authorized in this behalf.
Applications without payment of
EMD were rejected.

b.

Expenses of registration of sale/
lease deed were borne by highest
bidder in whose favour sale/
lease was confirmed and the
highest bid was not less than
market value of the property. In
case highest bidder failed to
execute deed within specified
period, EMD was forfeited.
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c.

d.

Adequate security deposit
should be obtained to guard
against loss/damage to the
property.

e.

Lessee vacated property after
expiry of lease period unless
extended.

2.

Recovery of rent were properly
accounted.

3.

In order to ensure that files/
records of sales /lease are made
available to audit, auditor may
obtain list of properties sold /
leased and verify the same with
reference to relevant records
(Register of properties, meeting
proceedings of the authority,
annual report and annual
accounts.)

4.
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In case of lease, verify that details
such as period of lease, due date
for payment of rent monthly /
annually, penalty for default in
payment of rent and purpose for
which leased property may be
used were specified. In the case
of lumpsum amount/annual
lease, the property was leased
after lease amount was paid
completely.
Lease
deed
contained clauses for revision of
rent periodically.

Ascertain total number of
properties available for being
leased/ rented by verification of
Register
of
immovable
properties/schedule
of
buildings etc and identify
buildings not put to use / not

Audit Manual

leased or rented. If there are such
cases, comment suitably
indicating number of buildings
and loss of rent etc.
5.

The agreement provided for
recovery of the cost of damages
caused to the property during the
period of lease.

E.11 Establishment Bills (Section 51 of
the KUDA Act/section 4 (c) of KTCP Act)
For the audit of Establishment
expenses of the Urban Development
Authority/Planning Authority, the
auditor has to perform the audit checks
prescribed in Paragraph 1.1. Additionally,
auditor also has to verify if Urban
Development Authority/Planning
Authority has complied with the internal
statutes/ byelaws applicable.
It may be verified in audit whether
UDA submitted to Government schedule
of officers and servants from time to time
and obtained sanction, and salary and
allowances paid were according to
sanctioned schedule and no modification
were made without approval of the
Government.
In the case planning authority, it may
be verified whether staffing pattern /
grades were according to the sanction
(Section 4 C of the KTCP Act 1961).
Compare the expenditure on total
staff and officers borne on the
establishment of UDA and Planning
Authority with volume of transactions /
activities (receipts from various sources,
expenditure on development works
number of layouts formed and sites
allotted etc for 2 to 3 years preceding the

Audit Manual

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

year of audit.) If there is huge variation
in the ratio between expenditure on
establishment
and
revenues/
development expenditure, comment
suitably.
E.12 Travelling Allowance, Leave Travel
Concession
For the audit of travelling expenses
and Leave travel concession of Urban
Development Authority, the auditor has
to perform the audit checks prescribed in
Paragraph 1.2. If any rules are applicable
for a particular UDA/Planning Authority,
auditor has to verify if such provisions
are also complied.
E.13 Charge and Surcharge of Illegal
Amounts (27 & 28 of Karnataka
Planning Authority Rules 1965)
Any item of expenditure which appear
to be contrary to law, loss and damages
caused due to negligence or misconduct
can be charged /surcharged on any
person responsible for the same by State
Government. It may be verified whether
amount held under objection /
expenditure not in conformity with Acts/
Rules as mentioned in the audit reports
was brought under the purview of the
provision. Auditor may review the
concerned files and comment on
abnormal delays if any, in deciding these
cases.
F.Checklist for Audit of Public Libraries
F.1.Introduction
To cultivate a taste for knowledge by
reading about the establishment of the
system of free education, public libraries
in the state under Karnataka Public

Libraries Act in 1965, was designed and
laid the foundation for the development
of a network of public libraries.
The libraries are operated at different
levels such as:
a.

Central Library at the state level
,

b.

District Central Library at the
District Level,

c.

City Central Library, Town
Library, Gram Panchayat Library
depending upon population.

Monitoring of their implementation
plans are done by the respective
authorities in their jurisdiction.
Audit Mandate:
As per Section 22(1) of the Karnataka
Public Libraries Act, 1965, the accounts
of the State Library Fund and the City and
District Library Funds shall be audited
by the auditors appointed by the Director
(Audit) of the Karnataka State Audit &
Accounts Department of the State
Government.
In the absence of provisions of Audit
report follow-up/compliance in
Karnataka Public Libraries Act in 1965,
the hand book on “Speedy Settlement of
audit observations, inspection reports,
speedy disposal of audit paragraphs and
timely action on matters pertaining to the
Public Accounts Committee, Committee
on Public Undertakings” states that “the
audit observations/ notes received from
the auditor normally needs to be replied
to within a fortnight from the date of the
receipt of the report and in no case it
should exceed three months.”
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F.2. Budget (Refer Rule 30 to 33
Karnataka Public Libraries of Accounts
Rules 1975)
It should be seen that –
a.

b.

c.

d.

e.

The Budget submitted by the
Library Authorities has been got
approved by the Director of
Public Libraries.
No part of any allotment/
remaining unspent at the end of
the year has been reserved or
appropriated by transfer to the
deposits or any other head in
order to avoid lapse of budget
and for disbursement during
next year.
All expenditure incurred during
the course of a year has been
regulated strictly in accordance
with the allotments made in the
budget for the year as approved
by the Director
In cases where an allotment
under any head of account is
subsequently found necessary, a
revised or supplementary
budget has been framed by reappropriation from other heads
and got approved by the
competent authorities.
Details of loans raised,
investments made by library
authority and contributions due
to it from state government are
enclosed to the budget.

It should be seen that the Library
Authorities/District Library Authorities
has not diverted, even temporarily, the
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following earmarked funds for purposes
other than those for which they are
collected or allotted, without the
previous sanction of the Director of Public
Libraries.
a.

Fund collected for
maintenance of libraries.

the

b.

Special grants sanctioned for
specific purposes.

c.

Receipts derived from the sale of
capital assets.

d.

Funds relating to institutions and
works transferred by the
Government;

e.

Donations and contributions
received from the Public in any
form for specific purpose; and

f.

Loan funds.

F.2.1 Library Authority Fund (Section 32
of the Act/Rule 47 of Accounts Rules)
Every city, district and state library
authority has to maintain a fund called
Library Authority Fund which may be
kept in treasury or bank. The following
points need to be verified:
1.

All moneys received such as cess
paid by local authority grants
from
State
Government,
contributions, gift, income from
endowment, lapsed deposits
and sales proceeds are credited
to this fund.

2.

All payments for purposes of the
Act are paid from the library
fund. This includes purchase of
books, periodicals, equipments
and salary to staff appointed by
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library authority for security and
gardening purposes etc. with
approval of Director of Public
Libraries.
3.

4.

5.

The audit should:
i) Ascertain source from which
receipt books are obtained.
Verify whether receipt books are
obtained from Government
printing press/through private
press/supplied centrally from
the Director, Department of
Public Libraries.

Auditors may review treasury
schedules/bank pass books/
challans in proof of deposit of
funds into the Library Authority
Fund and vouchers for
payments. Each item of money
shown as deposited into the fund
are supported by challans and
entries in the cash books/ Bank
pass books.

ii) Verify stock register of receipt
books by comparing quantity,
number of receipts, in each book
number of each receipt as
entered in the stock register, with
the supply invoice.

Each item of withdrawal of
money from the fund is
supported by proper voucher
and entries in the cash book and
expenditure supported by
proper sanction.
Expenditure from the city/
district/state library authority
fund on various items
conformed to Rule 47 of Public
Libraries Accounts Rules 1975.

iii) Verify whether number of
counter foil of receipt is traceable
among entries in the stock
register.
b.

Contributions, Gifts, and income
from Endowments made to
Library Authorities for the
benefit of Public Libraries.

c.

Special grants, which the
Government may make for any
specified purpose, connected
with the libraries and Special
Education.

d.

Funds and other amounts
collected by Library Authorities
under any Rule or bye-laws
made under the Act.

e.

Grants released by Government
from time to time.

f.

Amount realized by sale of old
articles, Books, Magazines,
Newspapers etc.

F.3 Receipts (Rule 7 & 8 of Library Rules)
The receipts of Library Authorities
comprise the following:
a.

Library cess levied under Section
30 (1) and its collection under sub
section (2) of section 30 of
Karnataka Public Libraries Act
1965. Library cess leviable on
various items as mentioned in
Section 30 (1) (a) and (b) of
Karnataka Public Libraries Act
1965 has been increased to 6 paise
for every rupee. Ref. G.O. No.
ED 124 LIB 93, dated 26-03-1994.
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g.
h.

Deposits including Membership
deposits and

the tax so levied.
b.

The cess has been collected
promptly by the local authorities
and has been remitted by the said
local authorities to the Treasury
Account of the Library
Authorities
concerned
immediately after the close of the
financial year

c.

Treasury challans in support of
the amounts remitted by local
authorities are forthcoming and
the amounts so remitted are
entered in the cash book and the
Treasury Pass Book.

d.

A miscellaneous demand
register showing the amounts of
cess due from the various local
authorities has been maintained,

e.

That the library cess Demand
Collection and the balance has
been prepared at the end of the
year with reference to the
particulars obtained from the
local authority, and from the
Treasury challans received in
support of the collections for
every year.

f.

That the failure of any local
authority in prompt remittance
of library cess collected, has been
reported to the Director of
Municipal Administration in the
case of Municipal Councils or
Municipal Corporation and to
the District Collector in the case
of Gram Panchayats.

g.

The total amount of library cess
collected, agrees with the

Interest on investments.

F.3.1 Library Cess (Section 30 of the Act)
Library cess in the form of a surcharge
shall be levied in the area within the
jurisdiction of every City Library
Authority under the relevant laws
relating to local authorities providing for
the levy of such taxes, at the rates
prescribed. It will be levied ona.

tax on lands and buildings;

b.

tax on entry of goods into the
local area for consumption, use
or sale therein;

c.

tax on vehicles;

d.

tax on professions, trades, calling
and employments;

Registers/ Documents
a.

Miscellaneous demand Register

b.

Annual account of Receipts and
expenditure

c.

Treasury pass book and Cash
book

It should be verified that:a.
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The library cess is levied by the
respective Gram Panchayat/
Municipalities/ Corporation
Authorities in its area in the form
of surcharge on the property tax
or house tax levied in such area
under the relevant laws
providing for the levy of such
property tax or house tax, at the
rate of 6 paise for every rupee of
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and expenditure are recorded
carrying forward the unspent
balances to the subsequent year;
and

amount noted in the Annual
account of Receipts and
expenditure.
F.3.2 Contributions, Gifts and Income
from Endowments

d.

Registers/ Documents
a.

Register of Contributions and
gifts

b.

Register of Endowment

It should be seen that a.

A Register of Contributions and
gifts has been maintained;

b.

The particulars showing the
names of the persons and the
amount of contribution or gifts
and its history are recorded
therein;

Note: No gift or endowment of an
immovable property should be accepted
by the Library Authorities without the
previous sanction of Government.
(Provision under Section- 26(2) of the
Karnataka Public Libraries Act, 1965.)
F.3.3 Special Government Grants
Registers/ Documents
a.

Miscellaneous Demand Register

It should be verified that –
a.

Prompt realization of the
amounts is watched; and

The grants sanctioned are entered
in the Miscellaneous Demand
Register and their realization and
adjustment to the credit of
Library Authorities fund /
District Library fund is watched.

b.

The amounts are spent only for
the purposes for which they have
been contributed or gifted.

The grants admitted to Library
Authorities/District Library
Fund are taken to cash book;

c.

The expenditure has been
incurred only for the purpose for
which the grant has been
specifically sanctioned;

d.

There is no delay in the
utilization of the grant and a
certificate of utilization furnished
to the appropriate authority; and

e.

The special grant sanctioned has
been credited to the funds of the

c.

Correctness of the amount of
contribution or gift has been
noted with reference to the
relevant papers and proper
receipts given to the parties:

d.
e.

That no portion is appropriated
even temporarily to any other
object.

In respect of Endowments, it should
also be seen:
a.

A Register of Endowment has
been maintained,

b.

That the history of endowment is
properly recorded therein,

c.

That the particulars of receipts
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Library Authorities/District
Library without delay.

Authorities has been obtained for
condemnation of the old and
unserviceable articles.

F.3.4 Other Miscellaneous Receipts
This includes Funds and other
Amounts collected by Library
Authorities/District Library Authorities
under any rules or bye-laws made under
the Act.
It should be verified that the
provisions in the Act and Rules and Byelaws are strictly followed and that the
amounts collected under miscellaneous
items are in accordance with the rates
approved therein.

b.

The old and unserviceable
articles and old newspapers
have been disposed off in public
auction after due notification and
the sale is knocked down in
favour of the highest bidder.

c.

The sale has been approved by
the Library Authorities/District
Library Authorities and the sale
proceeds credited to the Funds
of Library Authorities/District
Library Authorities without
delay.

d.

The sale amount has been
collected from the bidder and
remitted to Library Fund on the
same day or the next day in the
nearest Sub-Treasury.

e.

The Library Authorities/District
Library Authorities have
maintained a register in the
prescribed form to watch the
disposal of papers in time.

Care should also be taken to see:a.

that the Miscellaneous receipts
are granted for all the amounts
collected;

b.

that the amounts realized are
accounted for in the cash book
and remitted to Library Fund,
and

c.

that the fines, if any, on the
Library books returned by the
members after the due date of
their return, have been collected
at the prescribed rates and
brought to account.

Note: The Register of Books issued to
members should be cursorily verified for
this purpose.

F.3.6 Deposits
It should be seen that –
a.

The amounts collected towards
deposits have been collected at
the rates fixed from the readers
and noted in the Register of
deposits with particulars of
miscellaneous receipt and dates
in chronological order.

b.

Earnest Money Deposits
obtained in connection with
printing and purchase of

F.3.5 Sale of Old Articles, Books, news
Papers and Magazines
It should be seen that –
a.
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The approval of the Library
Authorities/District Library
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stationery have been refunded to
the unsuccessful tenderers
immediately,
c.

EMD of the successful tenderer
has been taken to the deposit
Register and refunded after due
fulfillment of the contract. The
other checks prescribed for the
audit of deposits in the
Municipalities shall be followed.

d.

Register of deposits
maintained in Form LA 28.

is

e.

Deposits
which
remain
unclaimed for more than three
full accounting years lapsed to
Library Authority Fund. If
claimed subsequently, the same
was refunded with the approval
of Authority and accounted as
miscellaneous expenditure.

check list. Audit checks specifically
applicable to Libraries are mentioned in
the section below with appropriate
reference to the Common Audit Checks
of Expenditure.
F.4.1 Establishment Bills
For the audit of Establishment
Expenses of the Libraries, the general
checks prescribed in Paragraph 1.1 need
to be performed by the auditor. Apart
from the general checks prescribed, the
following checks are applicable to the
establishment expenses and allowances
of staff appointed by city/district/state
library authority with approval of
director:
a.

In the case of an Officer or
servant lent by the Government
or transferred from any other
Library Authority, the first pay
after such loan or transfer is
drawn only after the receipt of the
last pay certificate in the proper
form granted by the Head of the
former Office;

It should be seen that the sums not
required for immediate use have been
invested in Government securities or
Banks with the sanction of the Director of
Public Libraries and interest thereon
realized at frequent intervals and got
adjusted to the credit of Library
Authorities/District Library Authorities
promptly.

b.

The pay and allowances in
respect of an employee
transferred from a Library
Authority are paid by the said
Library Authority to the date of
his relief and a last pay certificate
should be sent to the Library
Authority to which he is
transferred.

F.4 Expenditure

c.

Before joining, the new post has
been sanctioned by the
competent authority in the
Library Authority to which he is
transferred

f.

All items of receipt (cess, fines,
fees etc) are accounted as
deposits.

F.3.7 Interest on Investments

Audit checks for some of expenditure
which are available in all types of auditee
institutions can be referred to in the
previous Section which contains generic
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d.

His transit pay and transfer T.A.
are borne by the Library
Authorities/District Library
Authorities

e.

The leave applied for by an
employee other than a Secretary,
Grade-1 Librarian, after getting
relief from the former Library
Authorities/District Library
Authorities and that the leave
salary of such an employee is
borne by the former Library
Authorities/District Library
Authorities, provided there is
sufficient leave to his credit;

f.

g.
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In the case of the last payment of
an
employee,
pay
and
allowances and in case he is
finally quitting the service of the
Library Authorities/District
Library Authorities at the end of
any leave granted to him, the last
payment of his leave salary has
been made only on ascertaining
that there are no demands
outstanding against him and that
a certificate to the effect signed
by the Secretary is attached to the
bill in which such pay and
allowances are claimed.
Expenditure on salaries of staff
(Guards/Gardeners,
etc.)
employed by the Library
Authority for specified period,
with the approval of the Director,
contingencies, PF contribution
was within 25 percent and 45
percent respectively of library
cess and debited to Library
Authority Fund. It may be
checked and ensured that
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salaries of regular/permanent
officers/staff of the library,
drawn from Government
through treasury/HRMS were
not debited to Library Authority
Fund or there was no over
lapping (Refer rule 47 of
Karnataka Public Libraries
Accounts Rules 1975).
F.4.2 Contingent and Special Charges
Registers/ Documents
v

Register of Tools and Plant

v

Stock Register

In cases where a Library Authority has
incurred contingent charges like Rents
and Taxes, Postage, Stationery, Printing
and Binding, Telephone charges, Water
and Electricity charges, uniforms etc, it
should be seen that.
a.

Special and usual charges are
supported by competent
sanction,

b.

Budget allotment has not been
exceeded,

c.

Several sub-vouchers and
receipts are all forthcoming
whenever necessary,

d.

Sub-vouchers have been duly
cancelled so as to prevent their
fraudulent use again

The following special points also
should be noted in connection with the
charges falling under the several heads
mentioned below:
a.

Tools and Plant: The purchases
should be traced into the Register
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of Tools and Plant

F.4.3 Library Books

Supplies to branch libraries on
Account of furniture and Library
Books

Accession Register

It should be seen that–
a.

Charges have been drawn on
contingent bills supported by
supplier’s invoices and Payee’s
acknowledgements stamped
wherever necessary.

b.

Payments made have not
exceeded the contract rates, if
any.

c.

Articles purchased have been
entered in the Stock Register
concerned of the main office.

d.

Distribution of stocks made to
the branch libraries is noted in the
main Stock Register and
acknowledgements of the Branch
Librarians obtained and filed in
the Stock Register. The list of
articles distributed should be
prepared by the main office and
sent to the branch concerned.

e.

Expenditure on equipment and
rent, purchase of books,
periodicals were limited to
maximum of 15 percent and 45
percent of library cess
respectively (Rule 47 of
Karnataka Public Libraries
Accounts Rules)

It should be seen –
a.

That the books purchased have
been selected from the list of
books approved from time to
time by the Government.

b.

That the allocation of amounts for
purchase of books and
periodicals language-wise has
been made as prescribed by the
Director of Public Libraries.

c.

That the allocations of the
amounts language-wise and
subject-wise for purchase of
books, have been posted in a
separate register and the
progress of expenditure watched,
and deviations in allocations of
the amount have been made with
the approval of the Director of
Public Libraries.

d.

That quotations for purchase of
books have been invited from
reputed publishers and booksellers with regard to discount
and terms of supply and that the
discount rate has not been less
than that agreed to by the booktrader and communicated by the
Director of Public Libraries.

e.

That books purchased have been
duly entered in the stock register
known as Accession Register of
the
Central
Library
in
chronological order with the
details of the name of the book
and author of the book, cost of the
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book, voucher No. etc., and
supported by supplier’s invoice.
f.

g.

h.

i.

That in the Accession Register of
the Central Library, the details of
distribution of the number of
books to each of the Branch
libraries in the district are
recorded duly supported by
receipted acknowledgements of
the branch libraries.
That the books distributed to the
branch libraries have been
entered in their Accession
Registers as per the list of books
supplied to them by the
Secretary, Library Authority.
That the books lost or damaged
by the member have either been
replaced or the cost of the books
recovered.

j.

That a certificate of verification
of books at the end of the year has
been recorded.

k.

In cases of missing or lost library
books, verify that values, written
off were within limits prescribed
in rule 28 of KPL Rules.

l.
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That acknowledgement of the
payee stamped wherever
necessary is obtained and
enclosed to the contingent bill.

That the receipt of periodicals
and newspapers is watched
through a separate register
maintained and payment of
monthly, quarterly, half-yearly or
Annual subscriptions regulated
accordingly.

Audit Manual

m. That the old newspapers and
magazines are disposed off in
public auction and sales
proceeds credited to the funds of
the Library Authority.
n.

That in respect of binding of
books, quotations have been
called for and the work entrusted
to the person offering the lowest
quotation after obtaining the
sanction of the Library Authority.

F.4.4. Travelling Allowance Bills
For the audit of travelling expenses,
the auditor has to perform the audit
checks prescribed in Paragraph 1.1. Apart
from the above, some specific checks for
TA of libraries are listed here below.
It should be seen that –
a.

The allowances paid are
admissible against Library
Authorities funds under the
rules in force.

b.

The members working in the
public libraries maintained by
Library Authorities should be
granted T.A. admissible to
Government servants from time
to time.

c.

Director of Public Libraries has
exercised the powers conferred
on Government and heads of
Departments by the Karnataka
Travelling allowances Rules in
respect of the employees. The
T.A. and D.A. should be paid
from the library fund of the
Library Authority.
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v
binding and preservation
of reading and kindred
materials;

The distances for which mileage
is claimed are correct as far as
can be ascertained and that
Railway fare, etc., is properly
calculated.

e.

The bills have been duly
countersigned and are in order.

f.

Expenditure not exceeding 15 %
of State Library Authority Fund
on travelling allowance of
members of the library authority
was debited to the State Library
Authority Fund (Rule 47)

v

v
deputation allowance for
staff deputed for professional
training
at
institutions
approved by the Library
Authorities-District Library
Authorities for the purpose;
vother office expenses;
c.

that the grant-in-aid is sanctioned
to the aided libraries at the rates
prescribed by the Director of
Public Libraries and subject to
conditions laid down

d.

That the recurring and nonrecurring grants sanctioned are
with reference to the terms and
conditions laid down

e.

That the grants-in-aid is given to
those libraries that are declared
eligible by the Director.

F.4.5 Expenditure - Registers
Before the audit of the paid vouchers
is commenced, the following registers
and records should be obtained and kept
ready.
Contributions or Grants-in-Aid to the
aided libraries
It should be seen –
a.

b.

That if the aid given by the
Library Authorities-District
Library Authorities is nonrecurring, it has been granted
only to meet the capital
expenditure of buildings,
furniture and fittings.
That in the case of recurring aid,
it has been given to meet the
current expenditure on all or any
of the following items:
vpurchase of reading materials
and kindred materials relating
to other activities connected
with public library service
including social education;

payment to the staff;

Cash books, pass books and Cheque
books
It should be seen that –
i.

Office cash book, in form LA 8
and General cash book in Form
LA 9 are maintained (Rule 34 and
35
of
KPLAR/1975).
Transactions relating to amount
received through cheques but not
remitted on the same day to
treasury or bank are recorded on
receipt side of office cash book.
After remittance to Bank or
Treasury or disbursement, the
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same is shown on payment side.
ii.

Office cash book is closed daily
and cash balance as per Bank pass
book/Treasury verified and
certified. Balances in the cash
book are carried forward
correctly.

iii. Transactions with Bank/
Treasury are recorded in General
cash book (Form LA 9). All
receipts received through cash,
cheques money order and
payments relating to Library
Authority Fund are recorded in
this cash book (Form LA 9). The
General cash book is closed at
the end of every month and
closing balance reconciled with
Treasury / Bank and recorded
under the signature of the
Secretary, Library Authority.
iv. Confirmation was obtained from
the treasury in respect of
amounts
deposited
and
payments through treasury
relating to Library Authority
Fund (rule 25).
v.

Monthly and annual accounts
were prepared in Form LA 5 and
annual reports were prepared
and sent to Director (Refer rule
38 of Karnataka Public Libraries
Accounts Rule 1975).

vi. Vouchers have been recorded in
serial order for the entire year.
vii. Payments by cash and bank are
noted in the respective columns
under payments.
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viii. Amounts drawn on self-cheques
have been entered in the cash
column of the cash book on the
receipt side.
ix. Page totals have been taken to
the end of the month under
receipts charges and totals struck
for the month.
x.

The opening balance under cash
and bank at the commencement
of the year agrees with the
closing balance of the previous
year under the respective Heads.

xi. All payments through bank are
made by cheques and that
adjustments made are noted in
red ink.(Rule 19)
xii. Closing balance at the end of the
year has been carried over to the
next year correctly under cash
and bank columns.
xiii. Closing balance in the cash book
at the end of the year agrees with
the closing balance in the annual
account.
xiv. The receipts are written with
reference to the challan from the
treasury and correctness verified
with reference to the entries in
the pass book.
xv. Bank transactions under charges
are traced into the pass book
through cheques and their
correctness verified.
xvi. The cheques have been signed by
the Secretary and countersigned
by the Chairman or in his absence
by a member of the Library

Audit Manual

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

Authority authorized by the
Director of Public Libraries.
Note 1: All the counterfoils of cheques
for the period of audit should be traced
to the cash book.
Note 2: If a cheque includes the
amounts due for payment on more than
one voucher, the totals should be checked
to see that the amount drawn on a cheque
is correct.
xvii.All the cancelled cheques are
forthcoming.
Note 1: The cancelled cheques should
be destroyed in audit. It should be seen
whether a note has been recorded on the
counterfoil of the cheques under the
initials of the Drawing Officer.
Note 2: The cash balance on the date
of audit has been arrived at and verified
physically and certified to that effect in
the cash book under the initials of the
auditor.
F 4.6 Public Works
Provisions of Karnataka Public Works
Departmental code and Accounts codes
and KTPP Act 1999/Rules 2000, and
various notifications/Government
Orders issued in connection procurement
of goods and services have to be
followed by Library Authority. Specific
provisions regarding power to sanction
administrative approval are given in Rule
59 of Karnataka Public Library Accounts
Rules 1975. In this connection, the
following checks may be exercised.
i)

Check that sanctions accorded by
Librarian (Secretary, Library
Authority), Library Authority,

Director, were within Rs. 1000,
Above Rs. 1000 but below Rs.
10000, Above Rs. 10,000 but
below Rs. 50,000 respectively
ii) Estimate above Rs. 50,000/- were
sanctioned by State Government
G. Audit Checklist for Command Area
Development Authority
G.1 Introduction
The Command Area Development
Programme is an integrated area
development approach towards the
command areas of major and medium
irrigation projects in the country. The
programme is aimed at bridging the gap
between created irrigation potential and
its utilization in the command area.
The Programme involves execution of
on- farm development works like
construction of Field channels and Fields
drains, land levelling and shaping and
conjunctive use of surface and groundwater. Warabandi or the rotational system
of water distri¬bution is undertaken with
a view to ensuring equita¬ble and timely
supply of water to the farmers.
Adaptive trials, demonstrations and
training of farmers are encouraged to
disseminate technical know-how among
the farmers for establishing suitable
crop¬ping patterns and improved
farming practices and for maintaining
soil health. Preparation of plan of input
supply for credit, seeds, fertilizers,
pesticides etc.; up-dating of land records;
construction of roads; promoting
ancillary activities like marketing,
process¬ing facilities, animal husbandry,
farm forestry etc. are other features of
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holdings are divided.

command area development.
The approved activities of the
Command Area Development Authority
(CADA) for achieving optimum
utilization of irrigation potential are:a.

Construction/Lining of field
Channels

b.

Adaptive trials/Demonstration
Plots

c.

Training of Farmers

d.

Training of Technical Staff

e.

Participative
Management

f.

Evaluation Study

g.

Monitoring and evaluation

Irrigation

Some of the activities are explained
here below.
i)
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Construction/lining of field
channels
Command Area Development
Authority looks after ‘on farm
development’ for the selected
irrigation projects. While fixing
the alignment of lined
watercourses, the views and
comments of the irrigators are
accounted for. The schemes are
brought to the knowledge of the
farmers and these are finalized
after ascertaining their views. As
such, alignment of watercourses
is made on technically sound
basis with slight adjustments to
satisfy the farmers whose

ii) Laying of Demonstration Plots/
Adaptive Trials
The demonstration plots are laid
over the farmers’ fields to change
the cropping pattern as per type
of soil, climate and availability of
water in the Command areas. All
inputs are being provided by
CADA for such demonstration.
iii) Training Programme of Farmers
The farmers of the area are
trained regarding adoption of
modern techniques of farming,
water management practices and
other agronomical practices by
organizing farmers meeting/
camps conducting , study tours
of farmers to Agriculture
Universities of other states and
research institutions and holding
Seminars, etc.
iv) Training to technical staff
Training programmes are
conducted to train the personnel
engaged in CAD Programme to
refresh their knowledge and
expose them to latest technology
in order to improve their
efficiency in carrying out CAD
activities for providing necessary
on-farm infrastructure to the
farmers for optimal use of
irrigation water. These activities
have considerably increased the
utilization of existing irrigation
resources.
The major source of revenue for
a CADA is through grants.
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Through these grants alone they
carry on the activities mentioned
above. Since the majority of the
activities come under the ambit
of Public Works, and KPWD
being applicable, the audit
checks for the verification of
works are detailed here below.

form of grants.
G.3.1 Grants
The following are the audit
checkpoints to be observed at the time of
auditing the grants:
a.

The grants are utilized for the
purposes for which they are
released.

As per Section 24(2) of the Karnataka
Command Areas Development Act, 1980,
the accounts of the Authority shall be
subject to audit annually by the Director
(Audit), Karnataka State Audit &
Accounts Department and the accounts
as certified by the Director (Audit) of
Karnataka State Audit & Accounts
together with audit report thereof, shall
be forwarded annually to the State
Government.

b.

The amounts are spent as per the
guidelines issued in the order
wherein the grant is released

c.

The amounts are spent within the
time stipulated by Government.

d.

Seek explanations for amount not
utilized for the specified purpose
and consider their treatment to be
undertaken as per the stipulated
rules.

In the absence of provisions of Audit
report follow-up/compliance in
Karnataka
Command
Areas
Development Act, 1980, the handbook on
“Speedy
Settlement
of
audit
observations, inspection reports, speedy
disposal of audit paragraphs and timely
action on matters pertaining to the Public
Accounts Committee, Committee on
Public Undertakings” states that “the
inspections reports/paras received from
the auditor normally needs to be replied
to within a month from the date of the
receipt of the report and in no case it
should exceed three months.” (Para 2.3
of the handbook of the instructions)

e.

The unspent amount has been
refunded to the grant releasing
authority

f.

The grant releasing authority has
been
addressed
for
reimbursement of the excess
expenditure, if any.

g.

Grants registers have been
updated for the receipt and
utilization of grants.

G.2 Mandate for Audit

G.3 Receipts
The major receipts for the Command
Areas Development Authorities are in the

Note: The auditor should make a note
of the reasons for:
V

not utilizing the grant in full

V

not refunding the unspent grant

V

Excess expenditure under the

335

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

grant not getting reimbursed.
G.4.Expenditure
a.

Predominant Expenditure in
Command Area Development
Authorities is in the area of
Public Works. Since Karnataka
Public Works Accounts code is
followed for Public works
accounting, the checklists
mentioned below are applicable
for all the public works done in
the state following the KPWD/
KPWA Code.
Audit checks suggested under
generic
checklist
and
procurement of goods and
services /public works apply
mutatis and mutandis.

b. With regard to annual Budget/
accounts prepared by CADA, the
audit should:
I.

Verify that receipts of grants
/contribution/other funds
received
from
state
government and other
sources were accounted
correctly in the accounting
records/annual accounts.

II.

Verify that all payments
were supported by vouchers
and total expenditure on
various items as posted in
annual accounts agreed with
initial Registers /General
Ledgers.

III. Verify utilisation certificates
and the amount shown as
spent was supported by
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valid vouchers.
IV. Verify whether grants drawn
on payees’ receipts from
treasury was parked in bank
accounts for long time.
Comment on such cases, if
any.
V. Verify the interest earned
from such bank accounts
were accounted correctly in
the annual accounts. The
instruments of investments
such as fixed deposit
receipts may be verified
physically.
Note:- Grants from State Government
/ others are the main sources of funds for
meeting expenditure. It is therefore
important to verify and ensure that entire
grants released from Government are
accounted properly. For this purpose
auditors may ascertain heads of accounts
under which grants are released and
obtain the details of the grants actually
drawn from the treasury (list of payments
of concerned head of account) and trace
the same in various accounting records
and annual accounts and also verify its
utilisation.
H. Audit Checklist for Financial Attest
Audit
H.1 Audit checklist for Revenue Items
This section lists down the financial
audit checklists for all the common heads
of revenue items across all the auditee
institutions.
H.1.1 Revenue from Rent/Lease Income
Verify if:-
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a.

b.
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The natures of rental/ lease
revenues are susceptible to
either revenue or cash basis of
accounting.

c.

Dividend on investments shall be
recognized on actual receipt.

d.

Income on investments made
from Special Fund and Grants
under Specific Scheme shall be
recognized and credited to
Special Fund and Grants under
Specific Scheme respectively,
whenever accrued.

e.

Verify the amounts with the
Investment register and all the
documents relating to the
investment like certificates.

f.

Profit/loss, if any, arising on
disposal of investments (net of
selling expenses, such as
commission, brokerage, etc.)
made from the Special Fund and
Grants under Specific Scheme
shall be recognized and
credited/debited to Special
Fund Account and Grant under
Specific Scheme Account
respectively.

g.

However, interest or gains from
an investment made from grants
received as reimbursements,
shall be credited to the Grant
Account.

Verify if the other collections
such as the following are noted
in appropriate account heads
1. Amount of security taken
2. The amount of installment
due,
3. Date of payment and the rate
of penal interest leviable

c.

The amount of security deposit
in the respective register agrees
with that shown in the deposit
register against the lessee
concerned;

d.

All the changes in demand or
adjustments of advances to
accounts and the necessary
changes have been made in the
accounting entries.

e.

In case of any rent amounts not
recoverable, verify if the writeoffs are done based on valid
justifications and with the
necessary approvals by the
competent authority.

H.1.2 Interest/ Dividend Income
a.

b.

Interest on investments shall be
recognized as and when due. At
period-ends, interest shall be
accrued proportionately.
Verify the documents relating to
Board
Resolutions
and
Government Orders to verify the
actual approvals.

H.1.3 Grants
a.

Check if the grants are recognized
as income on actual receipt.

b.

Grants received for specific
purposes shall be treated as
liability till they are fully spent
for the purpose for which they
are sanctioned.

c.

After spending part or full
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amount of grant, the liability to
the extent of grant spent shall be
treated as an asset created and
the required Journal entries
checked.
d.

e.

f.

g.

h.
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If the grants are for maintenance
works, the liability shall be
reduced to the extent of
utilization of the amount and the
corresponding amount is shown
as income and such journal
entries need to be checked.
Grants in the form of nonmonetary assets shall be
accounted for on the basis of
acquisition cost. In case a nonmonetary asset is received free of
cost, it shall be recorded at a
nominal value. (Rs.1)
If the amount of grant is used for
capital expenditure, the amount
of grant shall be treated as
“Deferred Income” and shall be
allocated to income in
proportion to the depreciation
charged on the fixed assets
created out of the grant.
Verify the reconciliation done
between the General Ledger and
the grant register and check what
steps have been taken in case of
any discrepancies.
In case of specific grants check if
the reconciliations have been
made between the grant register
and the balances in the specific
bank accounts.
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H.2Expenditure items
This section lists down the financial
audit checklists for all the common heads
of expenditure items across all the
auditee institutions.
H.2.1 Public Works Expenditure
Verify if:a.

The public expenditure has been
has been categorized under the
following heads
V Capital Works
V Repair Works
V Deposit Works
V Delegated Loan works

b.

Expenditure on Capital work is
accounted as “Capital Work in
progress” and capitalized on
completion of the work.

c.

The cost of asset includes money
spent on acquiring or installing
or constructing fixed assets.

d.

Interest paid on borrowings
attributable to acquisition or
constructions of qualifying assets
are capitalized up to the date of
commissioning of the assets.

e.

Any additions or improvement to
the fixed assets that result in
increasing the utility or capacity
is capitalized and included in the
cost of the asset and all the
expenditure incurred to maintain
the asset is passed to revenue
expenditure.
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f.

The relevant depreciation on the
capitalized asset is charged from
the date of capitalization.

any, after completion of work is
reduced from consumption, and
taken back to stock.

g.

In case of Deposit works, verify
if the amount paid to Public
Works Department (PWD) of the
State Government is treated as
advance and the expenditure
incurred by PWD are adjusted
against the advances paid and
transferred to Capital Work in
progress.

H.2.3 Establishment Bills It should be
seen if
a.

The expenses on pay, wages and
allowances are accounted on
accrual basis at the end of every
month.

b.

The statutory deductions have
been recognized as a liability in
the same period in which the
corresponding liability/pay is
recognized as an expense.

c.

The terminal benefits payable by
the institution such as leave
encashment are accounted as and
when they are due for payment
to employees.

d.

adjustments made towards
repayment of loan is reduced
from the loan liability.

Interest accruing for the year on
loans or advances given to
employees, shall be recognized
as revenue at the beginning of
the year and entered in the
relevant register.

e.

H.2.2 Purchase, Issue and Consumption
of Material

The wages of temporary staff has
been accounted on accrual basis.

f.

Loans and advances granted to
employees, interest thereon
charged and calculated is in
accordance with the policies set
forth for the same. In case the
employee who receives any
loan/advance gets transferred to
another institution, whether the
transferee institution has settled
the loan/ advance of the
transferred employee to the
transferor institution.

h.

In case of delegated loan works,
verify if the amount of loan is
treated as advance to the agency,
and also the loan from the
government or as public issue of
securities.
In the above case check if the
amount of expenditure incurred
by the agency is adjusted against
the advances to the agency and
is transferred to capital Work in
progress. Verify if the payments/

a.

Check if the material purchased
in bulk for usage over a long
period, say, more than a year is
accounted as stock-in-hand.

b.

Check if issue of material for
consumption, the value of
material issued is charged to the
work for which it is issued.

c.

Check if any material at site, if
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commissioning of the assets and
other incidental and indirect
expenses incurred up to its
intended location and condition
for use.

H.2.4 Rent
a.

b.

In cases where a lump sum
security deposit is obtained in
lieu of periodic rental payouts,
whether the same is categorized
as deposits and no duplicate
rental payouts are charged to
Profit & Loss Account.
In case of any permanent
damage to the rental property,
check if there is any liability
arising to the lessor on account
of the same. If so, check if a
provision/contingent liability
(as applicable) has been made/
disclosed in the books.

c.

The
additions
to
or
improvements to fixed assets that
result in increasing the utility or
useful life of the asset is
capitalized and included in the
cost of fixed asset.

d.

Assets
under
erection/
installation on existing projects
and capital expenditures on new
projects (including advances for
capital works and project stores)
are first shown as "Capital Workin-Progress") and transferred to
Fixed Assets after completion
and commissioning.

e.

All costs incurred till the year end
in accordance with the cut-off
procedure for expenditure
(approved up to 30th April), is
included in the valuation of the
asset.

f.

In respect of first and final bill
received along with completion
certificate, verify if the total
amount has been directly
debited to the respective fixed
asset.

g.

The fixed assets, which have been
acquired free of cost or in respect
of which no payment has been
made, are recorded at nominal
value of Rupee One.

h.

An asset received at a
concessional rate is accounted at

H.3 Assets
This section lists down the financial
audit checklists for all the common heads
of asset items across all the auditee
institutions.
H.3.1 Fixed Assets
Verify if:
a.

b.
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Every purchase of fixed asset has
been accounted for and journal
entry is passed as per the invoice
and after approval.
Of the fixed assets are be carried
at
historical
cost
less
accumulated depreciation. The
cost of fixed assets shall include
cost incurred/money spent in
acquiring or installing or
constructing fixed asset, interest
on
borrowings
directly
attributable to acquisition or
construction of qualifying fixed
assets up to the month of
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b.

The depreciation has been
provided at the estimated useful
life and rates prescribed in
accordance with the policies
prescribed.

c.

The assets recorded in the
Register, but not physically
available is written-off after a
specified period as defined by
the State Government.

The depreciation on all fixed
assets (except Land) is provided
consistently on Straight Line
Method.

d.

The respective Acts or Rules also
define the authority levels for
authorizing the writes-off

Check if the depreciation so
calculated is checked by the
Accounts Superintendent/
Accountant before accounting.

e.

The Registers of Immovable/
movable properties is being
updated with the amounts of
depreciation, accumulated
depreciation, and written down
value as at the end of the year,
for each of the assets, by the
concerned Department.

f.

The entries for depreciation have
been checked by the Accounts
Superintendent before finalizing
accounts for the year.

g.

The depreciation is provided at
full rates for assets, which are
purchased / constructed before
October 1 of an Accounting Year
and half rates for those purchase/
constructed after October 1st of
an Accounting Year.

h.

Also check if the depreciation is
provided at full rates for assets,
which are disposed on or after
October 1 of an Accounting Year
and is provided at half the rates
for assets, which are disposed

the cost of the asset (concessional
cost).
i.

j.

k.

l.

All the assets costing less than
Rs.5000 (Rupees Five thousands)
are expensed / charged to
Income & Expenditure Account
in the year of purchase.

The entry for sale of assets is
made

m. Assets under dispute/litigation
- Whether the fixed assets
accounted in the books which are
under dispute or litigation is
disclosed in the financial
statements along with notes/
remarks that these are under
dispute and also the status of the
legal case as at the reporting date
of the financial statements.
H.3.2 Depreciation of Fixed Assets
Verify if:a.

The depreciation worksheets
prepared by the concerned
departments been verified and
depreciation been calculated for
all the assets recorded in
Registers of Immovable/
movable properties maintained
by them.
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before October
Accounting Year.

1

of

an

i.

In respect of fixed assets whose
estimated useful life is over, the
assets are carried at nominal
value of Rs. 1 and no further
depreciation is charged on them.

j.

Leasehold lands acquired are
taken as a part of assets at a total
value payable as lease charges
over the entire lease period and
amortized equally over the lease
period.

H.3.3 Revaluation of Fixed Assets
Check if:a.

b.

c.
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The revaluation of a class of
assets results in the net book
value of that class being greater
than the recoverable amount of
the assets of that class. If so, check
if such a revaluation has been
reversed.
The revaluation reserve has been
reduced by the transfer of
equivalent
amount
of
depreciation charged on the
revalued portion of the cost of the
fixed asset.
In case of any increase in net
book
value
arising
on
revaluation, verify if it is credited
to a reserve account under
'Revaluation Reserve Account'.
Check if any decrease in net book
value arising on revaluation of
fixed assets is charged to Income
and Expenditure account under
“Fixed Asset written off”
account.
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d.

Depreciation is calculated on
revalued assets on the value after
revaluation, at rates necessary to
charge off the asset over the
remaining useful life of the asset.
It is to be noted that the
estimated useful life of the fixed
asset remains unchanged on
revaluation.

e.

In case an asset that is revalued
is disposed off, check whether
the balance in the revaluation
reserve is transferred to “Asset
Disposal Account”.

H.3.4 Investments
It needs to be verified if the
investments of surplus funds by the
institutions are invested in any one of the
following categories.
a.

Securities of the Government of
India

b.

Securities of the Government of
Karnataka or any other State
Government

c.

Bonds or other securities for
money issued by or on behalf of
any local authority

d.

A security expressly authorized
by an order of the Government
in this behalf

e.

Verify if the investments are
classified based on the maturity
period.

H.3.5 Short Term Investments
a.

Verify if all the investments
which are intended to be held for
a period not more than 12
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months are classified as “short
term Investments”.
b.

Short term investments are
valued at cost including
acquisition charges such as fees,
brokerage, duties etc. or market
value (if quoted), whichever is
lower.

c.

Verify if the dividend on
investments and interest on short
term investments are recognized
on actual receipt.

d.

e.

H.3.7 Interest Accrual
a.

Verify if the interest on
investments is recognized as and
when due. At period-ends, verify
if the interest has been accrued
proportionately irrespective of
whether it has been received or
not at the end of the year.

b.

Whether income on investments
made from Special Fund and
Grants under Specific Scheme are
recognized and credited to
Special Fund and Grants under
Specific Scheme respectively,
whenever accrued.

Verify if the amount has to be
provided towards diminution or
decline in value of short terminvestments.

H.3.6 Long Term Investments
a.

All the investments that do not
fall under the category of short
term investments are classified as
long term investments.

b.

Verify if the long term
investments are recognized at
cost of investment. The cost of
investment shall include cost
incurred in acquiring the
investment such as brokerage,
duties etc.

c.

Check if all the cost of all longterm investments shall be carried
/ stated in the books of accounts
at their cost.

d.

In case of any permanent
diminution in their value as on
the date of Balance Sheet, verify
if these are reduced from the cost
of the Investments.

Verify if the diminution in value
is accounted as reduction in
value is accounted as charge
(expenses) to the Income and
Expenditure Account in the case
of General Fund Investment or
respective funds account as the
case may be.

H.3.8 Profit/Loss on Disposal of
Investments
a.

Verify if the Profit/loss, if any,
arising
on
disposal
of
investments (net of selling
expenses, such as commission,
brokerage, etc.) made from the
Special Fund and Grants under
Specific Scheme shall be
recognized and credited/
debited to Special Fund Account
and Grant under Specific Scheme
Account respectively.

b.

Whether, interest or gains from
an investment made from grants
received as reimbursements, is
credited to the Grant Account.
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is accounted as assets, and
reduced by payments received
or recovery made towards
repayment of such advances.

H.3.9 Stores
a.

b.

Verify if all the material
purchased are accounted on the
admission of the bill by the
institution and is treated as
“stock in hand” till it is issued.
Verify if the issue of the stores is
accounted on the basis of First in
First out method

c.

Check if the interest on loans and
advances is recognized on
accrual basis as and when it
becomes due.

d.

Verify if Interest on loans to
beneficiaries under a scheme, to
the extent to be remitted to the
funding agency, is treated as a
liability as and when collected.

e.

Check if provision against bad
and doubtful loans is made in
accordance with the provisioning
principle based on norms or
guidelines issued by the State
Government in this regard.

V If material is issued to
contractors as per agreement,
check if it is treated as
advance.
V If the material is issued for
Capital works, check if it is
accounted as “Capital work
in progress”.
V If the material is issued to
other departments, verify if it
is recognized as expense.
c.

Verify if the amount of stationery
purchased is treated as an
expense irrespective of the
amount of stationery procured.

d.

In case of disposal of stores,
verify if the revenue is accounted
on actual receipt.

H.3.10 Loans & Advances
a.

b.
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Check if the loans given to
beneficiaries under any scheme
is accounted as assets, and is
reduced by payments received
or recovery made towards
repayment of such loans.
Check if the advances given by
GP to its employees, contractors,
suppliers, or any other persons
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H.3.11 Cash and Bank Balances
Verify if the post-dated cheques are
issued and that any cheques pertaining
to the subsequent period have not been
accounted for as payments during the
period under audit.
H.4 Audit Checklist for Liabilities
This section lists down the financial
audit checklists for all the common heads
of liabilities across all the auditee
institutions.
H.4.1 Earmarked Fund
a.

Verify if an Earmarked Fund is
treated as a liability and a
separated fund has been created
in the books of accounts of the
fund to which it pertains.
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b.

c.

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

Verify if the income on
investments made from an
Earmarked fund, and profit/loss
on their realization is added to
the Earmarked fund.
Also check if any expenditure of
a revenue nature, which is
incurred specifically on the
scheme/project for which the
Earmarked fund has been
created, shall be charged to that
fund.

d.

Whenever
any
capital
expenditure is incurred out of an
Earmarked fund, verify if an
equivalent amount is transferred
from the Earmarked Fund
account to the Earmarked Fund
Utilized account.

e.

In case of any recoveries are
made in the contractors bills,
verify if such recovered amount
is transferred from the
Earmarked fund accounts to
General Fund.

H.4.2 Borrowings
Verify if:a.

A borrowing against the security
of tangible asset or assets is
considered as a secured loan, and
a borrowing without the security
of any tangible asset or assets is
considered as an unsecured loan.

b.

The expenses incurred on raising
loans are treated as “Deferred
Revenue Expenditure”.

c.

Such
deferred
revenue
expenditure is charged off as

expenses in equal installments
over the tenure of the loan.
d.

The interest on borrowings is
recognized on accrual basis, and
unpaid interest is treated as a
liability.

e.

All the interest up to the date of
commissioning of the asset is
capitalized with the value of the
asset.

H.4.3 Sinking Funds
a.

Entries for repayment of loan and
payment of interest from the
Escrow Account shall be the
same as explained earlier. The
only difference being that, the
payment will be out of the
Escrow Bank Account instead of
the Main Bank Account.

b.

Verify if the loan issue expenses
is
amortized
in
equal
installments over a period of
5years or the tenure of the loan,
whichever is lower.

H.5 Financial Audit Checks for Urban
Local Bodies
H.5.1 Revenue
Verify whether:a.

The accounting entry passed at
the beginning of the year with
reference to KMF No 13 received
from the concerned departments
to ascertain that the accrual entry
has been passed for all applicable
categories of revenue in the
correct period, for the correct
amount and under the correct
account codes.
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b.

register with the base documents
specifically applicable for those
categories of Income.

Totals as per KMF 13 match with
the totals as per:
V Demand and collection
register KMF No 24 (for
property and advertisement
tax)

h.

V KMF No 25 (Water charges
and rent)
V KMF No 26 (Other Incomes)
V KMF No 26A (Licence fees)
c.

The monthly accounting entries
for changes to the annual accrual
entry with KMF No 13A to
ascertain that the accrual entry
has been passed in the correct
period, for the correct amount
and under the correct account
codes.

d.

The totals as per KMF 13A match
with the totals as per the
Statement of demand and
adjustments in KMF No 27

e.

the entries for collection match
with the registers

Verify whether:a.

The taxes collected for the
previous year's which were not
assessed earlier have been
termed as prior period Income.

b.

In case the rebate is allowed for
the self-occupation, then check if
the net amount is accounted as
the property tax.

c.

In case the rebate is allowed for
the advance payment of taxes,
then it needs to be checked if the
gross amount is accounted as
property tax and the rebate
allowed is treated as expenses.

d.

The collection made is (while
accounting) segregated properly
between Property Tax Account
and ‘Cess Control Account’.

e.

90% of the Cess collected is
transferred from the ‘Cess
Control Account’ to respective
‘Cess Payable Account’.

f.

The balance 10% of the Cess
collected is treated as “Collection

V KMF No 20 (Summary of
daily register through bank/
treasury)
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f.

The entry for collection is set-off
against
the
respective
receivables account.

g.

For the sample selected, verify
the transactions in the Demand

All amounts such as taxes, fees,
charges, bills of contractors,
suppliers etc. shall be passed for
the nearest rupee. However,
amounts debited/ credited by
bank towards bank charges,
interest etc. shall be accounted
without rounding off the
amounts.

H.5.2 Property Taxes

V KMF No 18 (Summary of
daily cash collection)
V KMF No 19 (Summary of
daily cheque collection)

Audit Manual

Audit Manual

KARNATAKA STATE AUDIT & ACCOUNTS DEPARTMENT

lines as per the property taxes
and has been accounted under
the head ‘Service charge in lieu
of property tax’.

charges” for collecting the cess
amount and accounted as
revenue.
g.

h.

i.

j.

Excess collection (difference
between assessed amount and
collected amount) is treated as
refund payable and is transferred
to ‘Refund Payable Account’.
The refunds pertaining to the
previous years have been treated
as a prior period item.
There is Property taxes received
in the advance i.e. not pertaining
to the current year and verify
whether the same is accounted in
‘Advance Collection of Revenues
Account’.
Review Property tax Suspense
Account to validate whether
collection with insufficient
details only are appearing in the
account.

k.

The provision is created for
receivables as per rule 58 of
KMAB Rules 2006.

l.

Obtain details of write offs for the
current year and verify whether
the write offs are based on proper
justifications and approvals. Also
check whether any amounts have
been allowed to become barred
by limitation of time without any
action having been taken for their
realization in time.

b.

H.5.4 Stamp Duty Surcharge Collected
by State Government
a.

Verify if the total Stamp duty
surcharge amount has been
accounted in a separate account
“Stamp duty surcharge collected
by State Government”.

b.

Verify if the entries have been
passed on cash basis at the time
the amount gets credited to the
treasury account.

c.

In the year end, check if the
accrual entry has been passed
based on the advice received
from District Registrar (DR).

d.

Reconcile the total Stamp duty
surcharge collected in the KMF
No-20 with the advice received
from the DR’s office.

H.5.5 Revenue from Rent/Lease Income
a.

Additional to the checks
mentioned in Paragraph H.1,
perform the following checks for
the financial attest audit of lease
income of Urban Local Bodies.

b.

Verify if all the properties
mentioned in the OBS-2 are
considered for the accrual of
rental income.

c.

Verify that the lease amount

H.5.3 Service Charges in lieu of Property
Taxes
a.

Check if the service charge
collected is accounted in similar

Verify if the cesses have not been
added with the collection of the
service charges.
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collectible on a monthly basis is
recorded in KMF No 25
d.

maintained by the accounts
department and the entries
passed on accrual basis match
with the totals of KMF No 60
(Register of bills pending
approval).

Verify if the following collections
are noted in KMF 26
V amount of security taken
V the amount of installment due,

c.

For the sample selected for each
class, check the transaction type
and amount as per KMF No 23
and check if it matches with the
particulars mentioned in the
authorized pay order as per KMF
No 22.

d.

The total amounts in KMF No 23
(Register of Bills) maintained by
accounts department matches
with the total amounts in KMF
No 21 (Register of Bills)
maintained by the concerned
departments.

e.

On a sample basis, verify the
correctness of entries in KMF No
21 or the Pay order in KMF No
22 matches with the Base
document/ Invoices.

V date of payment and the rate
of penal interest leviable
e.

f.

Verify that the amount of
security deposit noted in the
KMF No 26 agrees with that
shown in the deposit register
against the lessee concerned;
Verify if all the changes in
demand or adjustments of
advances to accounts are done in
KMF No- 27 and the necessary
changes have been made in the
accounting entries.

H.5.6 Financial Attest Audit of
Expenditure Items
The following are the audit
checkpoints that need to be performed
for the audit of expenditure
Check whether:-
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a.

The accounting entry passed for
booking of expenditure based on
KMF No 23/60 either on cash or
accrual basis has been passed in
the correct period, for the correct
amount and under the correct
account codes

b.

The amounts for entries
accounted on cash basis match
with the totals as per KMF No 23
(Register of bills received)
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H.6 Financial Audit Checks for
Universities
H.6.1 Attest Audit of Revenue Items
Following are some of the points to
be kept in view /checks to be performed
in audit of accrual entries. These checks
are required to be applied along with
specific checks identified for each item of
revenue.
a.

The receipts are not appropriated
towards expenditure except in
cases where there is a specific
exemption from the Syndicate.
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b.

In respect of payments made at
the college counter, the amounts
are reflected in the day book of
collection and expenditure as
well as office cash book
maintained.

c.

If the amount is remitted to the
bank, verify whether it passes
through the Remittance Register
maintained. Also check whether
the cheques and DDs received
have been entered in the Register
of Instruments received.

d.

At the end of the month, check if
the office cash book is maintained
and entries are reconciled with
the bank scrolls.

e.

As regards the payments made
by students through banks,
verify whether the transaction is
accounted for in the day book of
collection and expenditure as
well as office cash book
maintained on the basis of the
challan counterfoils received.

f.

g.

Fees by students have been paid
through the following modes: (a)
Payment of fees through bank
drafts (b) Payment of fees
through authorized banks and
whether the bank drafts have
been drawn in favour of the
University.
An acknowledgement has been
issued to the students and the
affiliated colleges for receipt of
fees and whether the counterfoil
for the receipts issued matches
the total amount of fees collected.

h.

A Refund Voucher has been
prepared in case of refund to
students and affiliated colleges
and also whether such refund has
been accounted as “Deduct
refund of fees” under the
relevant receipt head pertaining
to the fees refunded.

i.

The Finance section prepares an
Instrument Remittance Statement
and remits the instruments to the
bank within the next working day
of the receipt of instruments from
other departments in a
remittance challan. Also, check
whether details of instruments
remitted to the bank have been
entered in General cash book
maintained.

j.

In case of payment of fees
through authorized banks, check
whether the fees as per
University copy of the receipt
matches the actual fees collected.
Also check whether banks submit
daily Collection statement
together with the supporting payin challans to the Finance Officer
and monthly statement of
receipts, transfers/withdrawals
and balance at the end of the
month.

k.

The reconciliation of the items is
done on the basis of the bank
scroll received at the end of the
month.

l.

A classified Abstract Register is
maintained wherein the amounts
realized each month is reflected
under the various major, minor
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sub heads provided for in the
budget estimates.
m. Also verify if the Annual
Accounts are compiled on the
basis of the entries in the
classified abstract register.
n.

o.

p.

q.

For items which have been left
uncollected and ascertain
reasons for the same. Also check
whether in case of amounts that
appear to be irrecoverable,
orders of the competent authority
has been obtained to waive the
same.
Consolidated
remittance
statements with challans are
received from the concerned
Bank.
Also to check whether these
consolidated
figures
are
accounted in the cash book.
In case the universities have
Internet/core banking facilities,
check if the remittances of fees
have been made appropriately.

cheques drawn. Separate
registers have to be maintained
for different bank accounts.
c.

The amount passed for payment
agrees with the amount
authorized in the cheque and
noted in the cheque issued
statement.

d.

The voucher bears cheque paid
seal duly attested by the
competent authority.

e.

The classification recorded on the
pay
order
is
correctly
incorporated in the cheque
issued statements.

f.

The total of each day under the
head
“Salary
and
Establishments” and “Other
heads” is correct.

g.

Whether necessary stock
certificates have been recorded
on the vouchers relating to
supply bills.

h.

Whether every drawing officer/
drawing and disbursing officer
shall maintain a bill register to
record therein the bills submitted
to Finance section for payment.

i.

Also verify if the Annual
Accounts are compiled on the
basis of the entries in the
classified abstract register.

H.6.2 Attest Audit of Expenditure Items
The audit should verify if:
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a.

The pay order recorded on the
voucher is signed by the
competent authority.

b.

Separate cheque books are used
for payments from various funds
operated by the university and
whether register of cheques
received from bank is maintained
to record the serial number of
cheques received and Register of
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land and buildings or any other
taxes or fees, payable to the
government has been recognized
as a liability.

H.7 Financial Audit Checks for Gram
Panchayats
H.7.1 Attest Audit of Revenue Items
Check if:a.

b.

c.

d.

e.

The incomes in respect of Gram
Panchayats for which the right to
receive arises in regular
periodicity, and for which the
DCB registers are maintained are
accounted on accrual basis.
The accrual entry is passed for all
accruable income in the
beginning of the year, is based on
Form-48 prepared by the
Secretary.
The revenue items like Tax on
Land and Buildings, rent from
shops, entertainment tax, vehicle
tax,
advertisement
from
hoardings etc. are accounted on
accrual basis.
The amount of interest on Short
term fixed deposits are
accounted on accrual basis on
respective due dates.
Any increase/decrease in
demands during the course of the
year on account of rent on new
buildings, a rented building
falling vacant, new water
connections etc. are being passed
at the end of the year.

f.

All the accruable income
received in advance shall be
treated as a liability.

g.

The Cess payable to the
government, the amount
collected along with the tax on

h.

Check if all the unrealizable
receivables in respect of any tax,
fees, rates or any accruable
income have been written-off.

i.

The incomes in respect of Gram
Panchayats for which the right to
receive is established only on the
actual receipt, has been
accounted on cash basis.

j.

The revenue items like Building
licence fees, Income from Cattle
pounds, jatra fees, grazing
charges, fines and penalties,
income from sale of fruits, grass
etc. are accounted on cash basis.

H.7.2 Attest Audit of Expenditure Items
a.

Check if all the expenditure is
accrued on their admittance to
pay them by treating them as
liabilities.

b.

In case of establishment bills,
check if the journal entries are
prepared as per the pay bill
prepared in Form 24.

c.

In case of accounting of
suppliers’ bills for consumables,
check if the items purchased is
accounted under categories like
street cleaning material, health
related items, street lighting
items, stationery etc.

d.

Check if all the relevant statutory
deductions are made before
making the payments.
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