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SESSION 1

SESSION TITLE:

7 INTRODUCTION TO CERTIFICA TION
AUDIT;

T ACCOUNTING CONCEPTS

AND

1T ACCRUAL BASED

ACCOUNTING SYSTEM
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SESSION TITLE: Introduction to Certification Audit; Accounting

Conceptsand Accrual Based Accounting System

Session Guide

| NSTRUCTORG6S GUI DE

Reference

Particig
Response

SESSION OVERVIEW

Welcome participants to the session and remit
them that their active participation is critical for t
success of each session.

Tell them thatthis session is an introductory sess
where Certification Audit; Accounting Concepts an
Accrual Basd Accounting Systemin respect of
ULBs will be discussed briefly.

Lecture

BASIC CONCEPT

Introduce participants to the Accounting Concept
Entity Concept, Money Measurement Concept, (
Concept, Accrual ConceptCagtal and Revenus
Expenditure Concept, Income and Expendit
Concept, Accounting Principles, Principle of
Materiality, Principle of Consistency, Accrual
Double EntrySystem of Accounting,

Introduce participants to the Benefits of Accrug
System of Accouting, difference between Sing
Entry Cash Basis and Double Entry Accrual Basi
Accounting, basic rules of Accounting.

Introduce participants to the Accounting Principle
of Accrual BasdAccounting System.

1 Lecture

1 SESSION 1
PowerPoint
Presentation

APPLICATION

Distribute Exercisei Sessiorl among participants;
Issue instruction for time allowed writing answe
with individually effort;

Discussthe answers after expiry of allowed time.
Distribute Participant

1 Exercisei
Sessiorl

SUMMARISE

Summarise the session with the memtof topics
discussed durinthe session.
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SESSION TITLE

Title: Certification Audit T an introduction; Accounting Concepts and Principle;
Introduction to Accrual Based Accounting System

LEARNING OBJECTIVE:
At theend of the session the participants will be able to:

Understand the meaning of Accountingori€epts andPrinciples and basic rules of
Accounting
Understand the meanirag well asdenefits of Accrual BaskAccounting System
SESSION OVERVIEW

The AccountingConcepts and Accountingrinciples have been developed over the
years from experience, reason, usage and necessity and are generally accepted for accounting
of transactions and preparation of Financial Statements. These concepBriraiples
govern the way transactions are accounted. This session introducgsattieipantsto the
meaning of Certification Audit Accounting Concepts anrinciples and explains its
significance in the context of Accrual Based Accounting System. The basic rules of Accrual
Based Accounting are also discussed in this session.
CERTIFICATION AUDIT

Certification Audit refers to an indepen
some assertions made by the audited entity (here Municipality). The opinion given by the
Auditor coud be on the financial statements prepared by the entity or part of a financial
statement like certifying certain expenditure figure alone. In the present context,
6Certification Audité means an Auditords op
Sheets, Income and Expenditukecountetc.

During the course of certification audit of financgthtements, the Auditor would
check whethethe statements present a trared fair view é the financial position of the
auditee entity on the Balance Sheeedagsults of its working during the period ending with
Balance Sheet date and also ensure that requirements as stated or loatbnal laws,
legislative requirements etc. have been followed while preparing and presenting the financial
statements. This implies that the auditors should be well conversant with the accounting
procedures involved in preparation of financial statem@&dsin this training we will discuss
the present accounting system followed by the municipalities of West Bengal, aegounti

principles, understanding Balanceeghand adit of financial statements
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BACKGROUND

The Eleventh Finance Commission (EFC) had expressed concern over the
maintenanc®f accounts of local bodies and their audit. The Commission recommended that
in view o an unstisfactory system of accounts and audit with accounting formats not
reflecting thechanging realities and the lack of trained staff, the system of accounting and
auditing needednprovement under the close supervision of the CAG. This was coedider
necessary in view of the faeaching Constitutional amendntethat empowered local
governments both administratively and fiscally requiring the questicacaduntability of

these institutions tbe addressed on priority.

Based on the EFC recommendasoand afte issue of Ministry of Finance,
Guidelines on utilization of EFC grants of 2001, CAG was entrusted with Technical
Guidance& Supervision/Support (TGS) over the maintenance of accounts of local bodies and
their audi, including providing technidaguidance to the Director of Local Fund Audit
(DLFA) in a majority of the States wher@3rd and 74th amendments are applicable.
However, the primary Audit of PRIs and ULBs are conducted by the Comptroller & Auditor
General of India in states of West Behdgihar and Jharkhand.

States which have entrusted Audit/Technical Guidance and Support to C&AG:

Sl. No. | Name of state Sl. No. | Name of state | SI. No. | Name of state
1 Andhra Pradesh 9 Maharashtra 17 West Bengal
2 Assam 10 Manipur 18 Guijarat

3 Bihar 11 Orissa 19 Goa

4 Himachal Pradesh | 12 Rajasthan*

5 Jharkhand 13 Sikkim

6. Karnataka# 14 Tripura

7 Kerala 15 Uttar Pradesh

8 Madhya Pradesh | 16 Uttaranchal

*Rajasthan Act provides for test chefkPRI by AG.
#In Karnataka thel®and2«tiers of PRIs are entrusted for audit to CAG 1¢§3)of DPC Act

States whichhave partially entrusted Audit/ Technical guidance and Support taC&AG :

SI.NO | Name of the States
1 Chhattisgarh

2 Haryana

3 Tamil Nadu

States which have not entrusteé Audit/ technical guidance and Support to C&AG:

SI No. | Name of the States
1 Arunachal Pradesh
2 Punjab

* 73qand 74" Amendments are not applicable in J&K, Meghalaya, Nagakahtizoram
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The parameters of TGS to the DLFA include assistance by CA&lapting the
auditing standards, audit planning, impexvaudit methodologies and professional training;
besidessupplementing the audit done by the Local Fund Audit Department to ensure proper
certification of accounts and, thereby enhance its qualityfulit the TGS mandate, the
CAG has prescribed accounts and budget forfmat$RIs, accrual accounting system for
ULBs, auditing standards, guidelines for certification audit, a list of codes for programmes,

functions and activities to facilitate classétion ofaccounts.

While providing Technical Guidance and Support to the DLFA, CAG's angd#cted
to reflect qualitatively higher concerns for cost, efficiency and performance in redpbet
schemes that the Panchayats manage, in contrast to th&'Dtdncerns, whiclyenerally
legalistic and focus more on observance of financial rules or governmens @4G's audit,
besides touching on these issues by way of a supplementary check ofrkhef idd_FA,
would essentially focus on performance issttEsyvever, taking cognisanad thelarge scale
devolution of finances and functions to institutions of local self governaitteut an
adequate institutional mechanism and the concomitant risks flowing there ffoi@,0asdit
has also retained audit checkecessary to focus on the more traditional audit concerns
relating to fraud and corruption. Subversion of internal controls in the local bodies leading
fraud, corruption, misappropriation and mismanagement of funds has been repoe@ i €
audit. Stregthening internal controls aimed at institutionalising financial manegerand
accounting best practices and systems as also capadding within these institutions has

been recommended.

C A G Gausdit pravides the necessary audit assurance on the atieguof public
funds, absence of fraud, as also efficiency in usage of funds and fulfillment of the larger
objectives ofdecentrakation. The system of TGS strengthens the quality of accounts of local
bodiesbesides improving the credibilitpf the accouts and audit of local bodies, leading
ultimately to greater accountability of these institutions. The training programmes and
supervision byCAG as part of TGS help in capacity building and improving the expertise of
the Examinetocal Fund Audit.

A TaskForce wasconstitutedn February, 200by Comptroller and Auditor General
of India (CAG) to recommend budget and accounting formats for Urban Local Bodies
(ULBs) in India as per 14 Finance Commission recommendatidine CAG Task Force

i ssued an OARcecpoount iong and Bu drepertt wasFsobmitedtins  f
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December, 2002)The Task Force report covered Budget and Accounting Formats and
Significant Accounting Principles, Cost of important utilities and services and MIS reports.
Government of idia accepted the Task Force Report and forwarded the same to the State
Governments for implementation in April 200Bhe CAG of India with USAID- FIRE (D)
support, prepared a model National Accounting Mamtrath has beeprovided to the state
governmets by Mnistry of Urban DevelopmenBased on thisyarious states along with
Government of West Bengal Vedeveloped state municipal accounting manual according to
their specific requirements.

Based on the National Accounting Manual prepared by the C&#HGIndia,
Government of West Bengal has introduced Accrual BaseduntingSystem in all ULBs
in the State. Prior to this, the ULBs were following single eotsh basis accounting. The
cash basis of accounting records transactions only on receipt ymerndaof castduring a
particular period.The cash basis method thus focuses exclusively of the most liquid and
tangible asset, namely cadthe cash basis method fails the matching principle i.e. expenses
must be recorded in the same period as the reviehedped to earn. The cash basis method
also allows the entities to shiéixperses from one period téhe next by delaying the
payments. The system neither explamvhatthe outcomes of receipt and payment weoe
indicates any receivables accrued apayables incurred out of the operation during the
periodwhen such income and expenses accrue to ULBs. As a result, an analysis of the true
and fir view of the activities ofite ULBsis not possible.
ACCOUNTING CONCEPTS

Accounting Concepts are the necegsassumptions, conditions or postulates upon
which the accounting is based. They are developed to facilitate communication of accounting
and financialinformation to all the readers of the Financial Statements, so that all readers
interpret the statemenits the same meaning and context.

Accounting Concepts are as follows:

a. Entity Concept

b. Dual Aspect or Accounting Equivalence Concept
c. Going Concern Concept

d. Money Measurement Concept

e. Cost Concept

f. Accounting Period Concept

g. Accrual Concept

h. Periodic Matching of Cost and Revenue Concept
i. Capital andRevenueExpenditureConcept.

j. Income and Expenditure Concept.
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ENTITY CONCEPT

For accounting purposes, an Aorganisatio
AownermMsada akr h ois areeptshelps inTkéeping private affairs of the owners and
stakeholders separatetom the business affairs. For example, a ULB is a separate,
independent and autonomous entity andg®verned byseparate legislation and the
regulations formed by it. Thearious stakeholders of the ULBjcluding citizens, State
Government, environmentalists, etc., do not own the ULIs, a separatBalance Sheet
and Income & Expenditure Statement is prepared in respect of the operations of the ULB.
This concept is apjable to all forms of organisations
DUAL ASPECT OR ACCOUNTING EQUIVALENCE CO NCEPT

This concept follows from the Entity Concept. All entities own certain assets. Such
assets are acquired through contributions of those who have provided the funds for the
purpose. Funds are made available either thra@ogitributions of ownerthe surpluses of the
entity or loans or payables. In a sense, such providers of funds are claimants to the assets. At
any point in time, the assets will be equal to the claims. Sheelaims on the assets could
be those of fAoutsiderso (i.e. liabilities) o
accounting equation:

Assets = Own Funds + Liabilities

GOING CONCERN CONCEPT

This concept assumes that a business eniltycontinue to operate indefinitely and
that it will not be liquidated in the immediate future. Indefinite future means that the business
enterprise will not bevound up within the foreseeable future and therefore would be able to
meet its contractual digations and use its resources according to the plans and
predetermined goals.

MONEY MEASUREMENT CO NCEPT

Accounting is only concerned with those transactions which can be measured in terms
of money.Hence transactions that cannot be expressed in termerady are not recorded in
the books of accountReceipt of income, payment of expenses, purchase and sale of assets,
etc., are monetary transactions theg recorded in the books of accounts. For example, the
event of a machinery breakdown is not recdrds it does not have a monetary value.
However, the expenditure incurred for the repair of the machinany be measured in

monetary value and hence is recorded.
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COST CONCEPT

A business transaction is recorded in terms of the amount actually passirghttiveu
transaction. , i.e., at its cost and this cost is the basis for all subsequent accounting for the
asset. The costoncept does not mean that the asset will always be shown at cost. This
basically signifies that each tintiee financial statements apeeparedihe fixed assets need
not be revised and recorded at its realisableeptacement or market value. The assets
recorded at cost at the time of purchase may systematicakylbeed through depreciation.
ACCOUNTING PERIOD CO NCEPT

An accounting priod is the interval of time at the end of which the financial
statements arprepared to ascertain the financial performance of the organisation. Although
t he figoi rconceptstressesitha continuing nature of the entity, it is necessary for an
organisation (e.g. ULB) taeview how it is performing. The preparation of financial
statements at periodic intervals helps in takiimgely corrective action and developing
appropriate strategies. The accounting period is norroaiigidered to be of twelvaonths.
ACCRUAL SAND DEFERRALS CONCEPT

Under the cash system of accounting, the revenues and expenses are recorded only if
they areactually received or paid in cash, irrespective of the accounting period to which they
belong. But undethe accrual concépoccurrence of claims and obligations in respect of
incomes or expenditures, assetdliabilities based on happening of any event, passage of
time, rendering of services, fulfillment (partialy fully) of contracts, diminution in values,
etc., are rearded even though actual receipts or payments of money may not have taken
place. In respect of an accounting period, the outstanding expenses and the prepaid expenses
and similarly the income receivable and the income received in advance are shownlgeparate

in the books of accounts under the accrual method.

For example; the ULB did not receive the water charges for water supplied to
customer during the year. It must be recorded as income in the income and expenditure
statement and accounts receivablehia balance sheet. Similarly, say, salaries earned by
employee have not been paid. It must be recorded with the amount to be paid, as salaries

expenses in the income and expenditure statement and salaries payable to balance sheet.

Deferrals means somethirnis already been entered in the accounting records, but
the amount needs to be divided up between two or more accounting periods. Deferrals or

deferraltype adjusting entries can pertain to both expenses and revenues
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Deferral of Expenses:Say, one companmay have paid on March 1 the entire bill
for the insurance coverage for the-smonth period of March 1 through August 31. However,
as of March 31 only one month of the insurance is used up. Hence the cost of the remaining
five months is deferred to tHelance sheet account Prepaid Insurance until it is moved to
Insurance Expense during the months of March through August. If the company prepares
monthly financial statements, a defertgbe adjusting entry may be needed each month in
order to move onsixth of the sixmonth cost from the asset account Prepaid Insurance to the

income statement account Insurance Expense.

Deferral of Revenues:Deferrals also involve revenues. For example if a company
receives Rs.6000 on March 1 in exchange for providing atmho service from March 1
through August 31, the accountant sholdiéfer” Rs.5000 of the amount to a liability
accountUnearned Revenuesind allow Rs.1000 to be recorded as March service revenues.
The Rs.5000 in dédUnear ned /Ael theouh August when it | be
will be moved with a deferrdalype adjusting entry from Unearned RevenuesSéwvice
Revenuesat a rate of Rs.1000 per month.

PERIODIC MATCHING OF COST AND REVENUE CONCEPT

To ascertain the surplus or deficit made by the edtityng an accounting period, it is
necessary that the costs incurred are matched with the revenue earned by the entity during
that accounting period. The matching concept is a corollary drawn from the accrual concept.
To ascertain the correct surplus ogfidit, it is necessary to make adjustments for all
outstanding expenses, prepaid expenses, income receivable and income received in advance
to correctly depict and match the income and expenditure relating to that accounting period.

CAPITAL AND REVENUE EXPENDITURE CONCEPT
The accountaunder theaccrualsystemarepreparedoy dividing the expenditures intcapital

or revenueexpenditure A capital expenditures an amount spent to acquire or improve a
long-term asset such as equipment or buildings. Ustla#ycost is recorded in an account
classified as Property, Plant and Equipment. The cost (except for the cost of land) will then

be charged to depreciation expense over the useful life of the asset.

A revenue expenditurss an amount that is expensed immagelyd thereby being
matched with revenues of the current accounting period. Routine repairs are revenue
expenditures because they are charged directly to an account such as Repairs and
Maintenance Expense. Even significant repairs that do not extenidetloé the asset or do

not improve the asset (the repairs merely return the asset back to its previous condition) are
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revenue expenditured. is the operational expenditure of a going concern which results in
profit or surplus of income.
INCOME AND EXPEND ITURE CONCEPT

This concept is quite different from receipts and payments of cash. Income connotes
receipts and / or receivabl€®r certain in a manngmwith elementof regularity and / or by
virtue of legal / constitutional / contractual status of thiyearising out of its activities in a
given period and the expenditure connotes expenses and charges (caskcashhdor
continuing the activities in the same period including the payables incurred and all possible
charges for diminution anticipateddt or as per rule / policy regarding the value of working
fixed assets, receivables (doubtful, erosion in investment, exchange fluctuation etc.), stores
(always valued at cost or marked price whichever is less) and unusable / impaired assets.
ACCOUNTING PRINCIPLE

Accounting Principles are the customs or traditions guiding the preparation of
accounts. They are adopted to make financial statements clear and meaningful. The
AccountingPrinciples are as follows:

a. Principleof Disclosure;
b. Principleof Materiality;
c. Principleof Consistency; and

PRINCIPLE OF DISCLOSURE

The term Adisclosured implies that there
which is of material interest to owners, creditors, lenders, investors, citizen and other
stakeholdersThe accounts and the financial statements of an entity should disclose full and
fair information to the beneficiaries in order to enable them to form a correct opinion on the
performance of such entity, which in turn would allow them to take correcsidesi For
example, the Accounting Principles that have been followed for preparation of the Financial
Statements should be disclosed along with the Financial Statements for proper understanding

and interpretation of the same.

PRINCIPLE OF MATERIALITY

An item should be regarded as material, if there is a sufficient reason to believe that
knowledgeof it would influence the decision of informed creditors, lenders, investors, citizen
and otherstakeholders. The accounts and the financial statements showd importance
to all materialinformation so that true and fair view of the state of affairs of the entity is
given to its beneficiarieddence, keeping therinciple of materiality in view, unimportant

items are not disclosed separately aré merged wh other items. For example, the
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expenditure incurred on repairs and maintenance adri@in asset of the ULB, which are
small, may not be disclosed separately in respect of each such small item but may be grouped

together and shown as a single item qfenditure.

PRINCIPLE OF CONSISTENCY

The Principle of consistency facilitates comparison of financial performance of an
entity from one accounting period to another. This means that the accounting principles
followed by an entity should be consistently agglby it over the years. For example, an
ULB should not change its method of depreciation every year, i.e., from Straight Line
Method to Written Down Value Method or visersa. Similarly, the method adopted for
valuation of stocks, viz., First IrFirst Qut (FIFO) or Weighted Average should be
consistently followed. In case a change is made, it should be disclosed.
DOUBLE ENTRY SYSTEM OF ACCOUNTING

In the Double Entry systenof accountingeach and every transaction involves two
heads of accounts. All theeads of accounts are categorisedder thregroups i.e.

1) RealAccounti the accounts relating to the property of the entity are called real
accounts. The reaccount may be suflivided as, (a)fangiblereal accounts: these are the
accounts of the propges which can be touched and seeg.land, building, planfurniture
vehicles etc. (b) Intangible real accounts: the accounts of the properties which can not be
touched or seen but can be used as eghtgoodwill, patent, copyright et@While recoding

receiving (increase) is debited and giving away (decrease) is credited.

2) Personalccounti the accounts of the persons with whom various transactions are
entered into are known as personal accounts. The personal accoduttharelassifial as,
(a) Natural Personal Accounts: the accountpastons made of flesh and bone are called as
natur al pergAbbsshekdsnaccount , Latads accol
the receiver is debited and giver is credit@al) Artificial PersonalAccount: the persons are
not made of flesh and bones but treated as persons in the eye of law. They can sue and be
sued for their omissions and commissiengcompanies, banks, cooperative societies, trusts
etc. (c) Representative Personal Account: tbeoants prepared to represent natural or
artificial persons are called representative personal accounts. These are prepared for the
convenience of recording of transactions. One particular account may represent hundreds or
thousands of persons e.g. argpense outstanding, expenses prepaid, income accrued etc.
Salary due account will represent the salary amount still payable to the staff members.
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3) NominalAccount- the accounts oéxpenss, losses, incomes or gains are known
as nominal accounts e.g. teatcount, loss by theft account, interest received account, profit

on sale of machinery accouhtere pense and chargasedebited and receiptrecredited.

Accounting heads falling under 1&2 above form part of Balance Sheet. The

accounting heads fatlg under 3 above form part of Income & Expenditure Statement.

Double entry system is extended to include accrual accounting in which transactions
that involve accrued (not actually received) income and / or obligation payable (not actually
paid), arealsoaccounted for. Engrof such transactiais possibleonly in theDouble entry

system of accounting. Under the system following three principal reports are generated:

Statement Purpose

Receipts & Expenditur( It is in the nature of anmli Cash Bank Boo
PaymentStatement showing majoraccounts badwise cash receipt an
expenditurgpayment

Income & Expenditurg Account for revenueeceipts and expenses to
Statement or Profit & Loss| determine the performance of the entity atehe of
Statement a period.

Balance Sheet It is the list ofsources an@pplications of funds i.e.
list of Liabilities andReserves & Surplus and list o
Assets and Revenue Losses. It hadpassess the
financial strength of the entity.

BENEFITS OF ACCRUAL SYSTEM OF ACCOUNTING

The accrual basis of accounting helps in determination of correct income and
expenditure of the municipal bodies. The main benefits of accrual based accounting system
are enumerated below:

U Revenue 1is recognised as it ibsth revanuen e d ar
received and receivable. The accrual basis not only records the actual income but also
highlights the level and efficacy of revenue collection, thereby assisting decision makers in
taking financial decisions.

U Expenditure is recognised as awtien the liability for payment arises and thus it
constitutes both amount paid and payable. In accrual basis of accounting, expenditure
incurred on repairs and maintenance shall be recognised as expense of the period in which
they are incurred and, if npiaid for during the year, shall be treated as a liability (payable)

and be disclosed as such in the Balance Sheet.
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U Expenses are matched with the income earned in that year. Thus, it provides a very
effective basis to understand the true performance dbripnisation for the operations that
is conducted in that year.

U A distinct difference is maintained between items of revenue nature and capital
nature. This helps in correct presentation of financial statements, viz., the Income and
Expenditure Statemeand the Balance Sheet.

U Costs which are not charged to Income & Expenditure Account are carried forward
and kept under continuous review. Any cost that appears to have lost its utility or its power to
generate future revenue is writteff.

U The surplus ordeficit as shown at the yeand represents the correct financial
position of the organisation arising out of the various transactions during that year.

U It facilitates proper financial analysis and reporting.

a 1t captures dAful | 0 sdnoidentfyingffinargial rvigbility ofn g a n «
rendering services.

U It helps in providing timely, right quality and nature of information for planning,
decisionmaking and control at each level of management.

U It assists in effective follovwap of receivables by & municipal body and proper
ascertainment of payables by the municipal body.

U One of the distinct advantages of adopting accrual accounting system is ease in
financial appraisals by the financial institutions. It also facilitates credit rating through
appoved Credit Rating Agencies, which is a -peguisite for mobilising funds in the
financial markets through debt instruments.

U It presents a true picture of the financial position of an organisation and helps in better
financial management.

Thus, accrual s of accounting results in recording of transactions and events on
the basis of their substance, rather than merely when cash is received or disbursed, and thus,
enhances their relevance, neutrality, timeliness, completeness and comparability.

DIFFERENCE BETWEEN SINGLE ENTRY CASH BASIS AND DOUBLE ENTRY
ACCRUAL BASIS OF ACCOUNTING

The major difference between single entry cash basis of accounting and double entry

Accrualbasis of accounting is summaatkin the following table:

Basis of . . . Double entry Accrual basis of
S Singleentry cash basis of accounting :
Distinction accounting
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All receipts and all payments in cal All income and expenses relatil
during a particular Accounting Periq only to a particular Accountin|
are recorded irrespective of the f§ Period are recorded, whether th¢
whether the transactions actua have been actually received or paig
belong to thaperiod or not. cash or no.

Nature of
transaction

Only personal accounts and Cas Personal, Real and Nominaiaunts

Accounts | gook are opened are opened

Since all transactions have a dou
effect and are on double entry basis
trial bdance can be prepared to che
the arithmetical accuracy of tH
transactions.

Accuracy of transactions cannot
Accuracy | verified since all entries are on sing
of results | entry basis and also no trial balar
can be prepared.

Financial performance of an enti
Financial cannot be ascertained, as no Incg
Performanc¢ and Expediture Statementcan be
prepared.

Financial performance of an enti
can beascertained by preparing tl
Income and Expenditure Statement

A Balance Sheet cannot be prepar The correct financial position adn
Financial | only a Statement of Affairs can I entity can be ascertained by prepar|
position prepared which does not give the tf a Balance Sheet which gives a ti
and fair view of the entity. and fair view of the entity.

Authenticity

Through this Accrual Based System the following reports are generated:

1 Trial Balance

1 Income and Expenditure Statement
1 Balance Sheet

1 Receipt and Payments Accounts and
1 Cash Flow Statement.

RULES OF ACCOUNTING
The basic rules of accounting flow from the accounting equation:
Assets = Own Funds + Liabilities
An increase in the asset, e.g., Vehicle can be brought about by:

a.Decrease in ather asset, e.g., Bank Account, or
b. Increase in liability, e.g., Loans or Payables.
An decrease in the asset, e.g., Cash may result in:
c. Increase in another asset, e.g., Medical Equipment
d. Decrease in liability, e.g., Payment of Loans or paymesugbliers
outstanding
e.Decrease in own funds through expenditure.
It is customary to use the term fiDebito and

Therules of debits and credits are as follows:

Type of Account Debit Signifies Credit Signifies
Asset Accounts Increases Decreases
Liability Accounts Decreases Increases
Own Funds Decreases Increases
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An Accounting Entry would be a combination of a single debit and a single credit or a set of debits
and a set of credits, as may be appropriatdownig the accounting equation of Assets = Claims, the

debits will always equal credits.

If we were to expand on the above, the following will be the rules applicable to incomes,

expenditures, grants, etc.

Type of Account Debit Signifies Credit Signifies
Income (which will increase Own Funds) Decreases Increases
Expenditure (which will decrease Own Funds) Increases Decreases
Grants Received Decreases Increases

Following is the representative sample of transactions explaining the above rules antiragcou

entry.
Transactions Account head Type of Account Increase Debit/Credit
involved Decrease

Property tax bills Receivables | Asset Account Income | Increase | Debit Asset
raised Property tax | Account Increase | Credit Income
Purchase of suppli¢ Stod in hand | Asset Account Increase | Debit Asset
by stores Creditors Liability Account Increase | Credit Liability
Payment for Expense Expenditure Account Increase | Debit expense
expenses CashBank Asset Account Decrease | Credit Asset
Repayment of Borrowings | Liability Account Decrease | Debit liability
borrowings Bank Asset Account Decrease | Credit Asset
Realisation of Bank\ Cash | Asset Account Increase | Debit Asset
debtors Receivables | Asset Account Decrease | Credit Asset
Contribution to Pension fun@/c | Liability Account Increase | Credit Liability
Pension fund

1 Itis a payment and not expense. Therefore it does not pass through I&E a/c

ACCOUNTING PRINCIPLES AS PER ACCOUNTING MANUAL FOR URBAN

LOCAL BODIES OF WEST BENGAL
The Financial Statements of the Urban Local Body shatitain a Statement of

Significant Accounting Principles as Notes to accounts in respect of important Accounting
Principles adopted in preparing and presenting such informdtranfollowing Accounting
Principles shall govern the recording, accounting tiedtment of transactions relating to
various activities as given below:
INCOME
PROPERTY AND OTHER TAXES

a. Revenue in respect of Property and Other Tarehiding surchargeshall be
recognised in the period in which they become due and demands are @akeriai case of

Property Tax, accounting entries on a quarterly basis shall be recorded in the books of
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accounting either on an entry in the Assessment Registarsorgr of the bill, whichever is
earlier.In case of new or changes in assessmergpitld be accrued in the month which

the demand is servethterest element and Penalties, if any, in demand shall be reckoned
only on receipt.

b. Revenue in respect of Property Transfer Chargdsitation shall be recognised
on actual receipt.

c. Revenue inespect of Advertisement tax shall be accrued either based on Demand
or based on the contract. The premium amount or the lump sum amount received shall be
recognized over the period of agreement.

WATER SUPPLY

a. Revenue in respect of Water Charge, Water Su@bigrges, Water Meter Rent,
Sewerage charge, Disposal charges shall be recognised in the period in which they become
due, i.e., when the bills are raised.

b. Revenue in respect of Connection Charges for Water Supply shall be reccgnised
on actual receipt.

c. Revewe in respect of Water Tanker Charges and Road Damage Recovery
Charges, Penalties shall be recognised on actual receipt.

RENTALS, FEES AND OTHER SOURCES OF INCOME

a. Revenue in respect of Trade License Fees shall be recognized on cash basis.

b. Revenues in resgt of rents from properties shall be accrued based on terms of
agreement.

c. Other income, in respect of which demand is ascertainable and can be raised in
regular course of operations of the ULB, shall be recognised in the period in which they
become due,e., when the bills are raised.

d. The Other Incomes, which are of an uncertain nature or for which the amount is
not ascertainable or where demand is not raised in regular course of operations of the ULB,
shall be recognised on actual receipt e.qg. toll.

e. Interest on investment, loan and interest bearing advances is recognised on due
basis.

f. Revenues from fines are recognised on cash basis, except where a Court imposes a
fine and thgerson against whom the érhas been imposed, has the right to contest bafore
due date. In such case, fine will be recognised after expiry of the due date.

g. In case of Public Private Partnership where the ULB along with a pdeatsern

enters into an agreement of operation or business, revenudashiatognised on due basis.

STM on Certification Audit of ULBs Regional Training Institute, Kolkata 16



Sessiorl

In case of revenues generated froommercial ventures undertaken by the ULB without any
private partnership, it shall also be accounted for on due basis.

h. Salami received against property shall be accounted for on receipt basis and
transferred to Municipal énd.
COMMON ACCOUNTIN G PRINCIPLES OF PROPERTY AND OTHER TAXES,
WATER SUPPLY AND RENTALS, FEES AND OTHER SOURCES OFINCOME

a. Interest element and Penalties, if any, in demand shall be reckoned only on
receipt.

b. Revenue in respect of Notice Fee, Warrant FeeGther Fees charged shall be
recognised when the bills for the same are raised.

c. Revenue in respect of rent of equipment provided to the contradexniscted
from their bills, shall be recognised as and when the deduetiensade.

d. Provision on arrears aicome shall be made by the ULBs as follows:

Sick/Closed Industries100% of the due

The agewise analysis of Receivables of Property Tax shall be madgudar exercise and
shown in Notes to Accounts. The agese analysidor receivables of arrear tashall show
separately past years' taxuagler:

For the last three year] During 3-5 years | During5-10 years| During 10-15 years| During 15 years
(C)) (b) (©) (d) (e)

e. In case collection of any income is under litigation, wherever applicable, no
accrual ermy will be passed and a disclosure of it will be made in the Notes to Accounts.

f. Refunds, remissions of incomes for the current year shall be adpgtetst the
income and if pertaining to previous years then it shaltrbated as prior period item,
wherever applicable (except where theome is recognized on cash basis).

g. Write-offs of incomes shall be adjusted against the provisions madéoahdt
extent recoverable gets reduced, subject to approval &dtriernment.

h. Any subsequent collection or re@y of 'Receivables for Property &ther
Taxes", "Receivables of Water Supply Income" or "ReceivabldReotal, Fees and Other
Incomes" which were already written off shalldeeognised as a 'Prior Period Income'.

i. Demands raised with retrospective effedl be treated as prior periadcome to
the extent it pertains to earlier years, wherever applicgbleept where the income is

recognized on cash basis).
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ASSIGNED REVENUES
Assigned revenues pasisen by the Central/Stat@overnment Agencies to the

ULB like Entertainment Tax, Duty / Surcharge on transfer of Immovable properties, shall be
accounted during the year only upon actual collection.

HEALTH AND SANITATIO N
Revenue in respect die following shall be recognised on actual receipt.

i) Hospital fees, matenity homes' fees, diagnostic centre fees and dispensaries fees

il) Hospital training fees

iii) Rent and/or hire charges in respect of ambulance, hearse, suction unit, meat van and
road roller

iv) Sale of fertilisers and waste, sale of animals said of scrap.
EXPENDITURE
EMPLOYEE RELATED TRA NSACTIONS

a. Expenses on Salaries and other allowances shall be recognised as and when they
are due for payment (i.e. at the month end).

b. Statutory deductions from salaries including those for income tax, pmfess,
provident fund contribution, etc., shall be recognisetiahdity in the same period in which
the corresponding salaryriscognised as expense.

c. Gratuity shall be calculated upon retirement of the employee and wilidéen.

d. Leave encashmentill be recognised on actual payment basis.

e. Pension is recognised on actual payment basis.

f. Interest receivable on loans given to employees shall be recognisextase at
the end of the period in which these have accrued.

g. Inrespect of loans to employegenal interest leviable on defaultrepayment of
principal or payment towards interest shall be recogroseatccrual basis.

h. Bonus, exgratia, overtime allowance, other allowances @mhbursements to the
employees shall be recognised as an experaedashen they are due for payment.

i. Employer's contribution to Contributory Provident Fund is recognmediue
basis.

HEALTH AND SANITATIO N

a) All revenue expenditures incurred shall be recognised on admissioa loils for
payment by the ULB.

b) Provision &all be made at the yeard for all bills received upto 31May of next

financial year or till finalisation of accounts, whichever is earlier.
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OTHER REVENUE EXPENDITURES

a) Other Revenue Expenditures shall be treated as expenditures in the period in
which they are incurred.

b) Provisions shall be made at the yead for all bills received upto SIMay of
next financial year or till finalisation of accounts, whichever is earlier.

c) Any expenditure for which the payment has been made in the current period but
thebenefit and/or service is likely to arise in a future period shall be treated as an expenditure
for the period in which its benefit arises and/or services are received.

d) The expenditure for the current period shall include the proportionate value of the
benefits and/or services arising in the current period even if the payment tedrafobeen
made in the previous period.

ASSETS
PUBLIC WORKS

a) The cost of fixed assets shall include cost incurred/money spent in acquiring or
installing or constructig fixed asset, interest on bowings attributable to acquisition or
construction of qualifying fixed assets upthe date of commissioning of the assets and other
incidental expenseaacurred up to that date.

b) Any addition to or improvement to the fixed asset ttesults inincreasing the
utility or capacity or useful life of the asset shall dapitalised and included in the cost of
asset. Expenditure in the naturer@bairs and maintenance incurred to maintain the asset and
sustain itsfunctioning or the beng&fof which is for less than a year, shall be chargids
Revenue Expenditure. However if the demarcation is diffisettveen Capital and Revenue
Expenditure, one time expenses whistteeds 10% of the cost of specific fixed asset, subject
to a minimumof Rs. 5000/ will be treated as Capital Expenditure and thus capitalised.

c) Assets under erection/installation on existing projects and cagjp@nditures on
new projects (including advances for capital works prgject stores) shall be shown as
"Capitd Work-in-Progress".

d) CWIP shall be transferred to the respective asset head once the adse¢rhas
fully constructed or the asset is ready for its intended use.

e) Security deposit or retention money is considered as revenue at thevliene
intimation is mae by the Engineering Department, with thegpproval of the
Mayor/Chairperson about the unsuccessful performahtiee work and as per the contract,

the money is forfeited and when the right for claiming refund of deposit has also expired.
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f) Deposit receivedinder Deposit works shall be treated as a liability till such time
the projects for which money is received is completed. Upon completion of the projects, the
cost incurred against it shall be reduced from the liability.

STORES
a) Expenditure in respect ofaterial, equipment, etc., procured shall be recognised

on accrual basis, i.e., on admission of bill by the ULB in relation to materials, equipment,
etc., delivered. The cost of inventories shall include the purchase price including the
expenditure incurretb bring the inventories to its present location and condition i.e. freight
inward, duties and taxes, etc.

b) Accounting of 'goods received & accepted but no bills received' as at the cut off
date shall be accounted based on purchase orders. Fhff dateshall be 31 May of the
next financial year or till finalisation of accounts, whichever is earlier.

c) The stock lying at the perieehd shall be valued at cost in accordance with the
First in First out (FIFO) Method.

d) Agricultural products are valued on thasis of Net Realisable Value.

e) Inventories of consumable supplies such as stationery, fuel shall be charged to
revenue at the time of purchase.

f) Revenue in respect of disposal of material shall be recognised on actual receipt.
INVESTMENTS

a) Investments shalbe recognised at cost. The cost shall include other incidental
expenses incurred for its acquisition e.g. brokerage.

b) All long-term investments shall be carried / stated in the books of accounts at their
cost.

c) Interest on investments shall be recognisedras when due. At period ends,
interest shall be accrued proportionately.

d) Dividend on investments shall be recognised on actual receipt.

e) Profit/loss, if any, arising on disposal of investment (net of selling expense such as
commission, brokerage, etc) fratme Municipal Fund shall be recognised in the year when
such disposal takes place.

f) Income on investments made from Special Fund and Grants under specific
Scheme shall be recognised and credited to Special Fun@rants under Specific Scheme
respectively whenever accrued. Profit/loss, if any, arising on disposal of investments (net of

selling expense such as commission, brokerage, etc) made from the Special Fund and Grants
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under specific Scheme shall be recognised and credited/debited to Special Foualt Aocl
Grant under specific scheme Account respectively.

FIXED ASSETS
a) All Fixed Assets shall be carried at cost less accumulated depreciation. The cost of

fixed assets shall include cost incurred/money spent in acquiring or installing or constructing
the fixed asset, interest on borrowings directly attributable to acquisition or construction of
qualifying fixed assets up to the date of commissioning of the assets and other incidental and
indirect expenses incurred up to that month.

b) Any addition to or imppvement to the fixed asset that results in increasing the utility
or useful life of the asset shall be capitalised and included in the cost of the fixed asset.
Expenditure in the nature of repairs and maintenance incurred to maintain the asset and
sustainits functioning or the benefit of which is for less than a year, shall be charged off as
Revenue Expenditure. However if the demarcation is difficult between Capital and Revenue
Expenditure, one time expenses which exceeds 10% of the cost of specifaskbeedsubject
to a minimum of Rs. 5000Will be treated as Capital Expenditure and thus capitalised.

c) Any Fixed Asset, which has been acquired free of cost or in respect of which no
payment has been made, shall be recorded at nominal value of Re.1/

d) Land acquired through purchase is recorded on the basis of aggregate of purchase
price paid/ payable and other costs incidental to acquisition.

e) Leasehold lands acquired by the ULB are taken as a part of the municipal asset at a
total value payable as leaseaofjes over the entire lease period and amortised equally over
the lease period.

f)  Lands that are acquired free of cost from the government or providediligduals
or institutions under endowment for specific purposes paieed at Re. 1/ Where the
owneship of the lands has not bewgansferred in favour of the ULB, but the land is in the
permissivepossession of the ULB, such lands should be included in the Regidtanadf
with Re 1/- as its value. However their should be a clear mentigheérRegistethat in case
the Govt. takes back the land at any pointirag in future, reversal of entry shall be made in
the Register of Lands. Cost déveloping such vested lands, if any, should be booked under
the subheadand'.

g) Cost of land improvements sucls &veling, filling or any other developmental
activity is capitalised as a part of the cost of land.

h) Statues and Heritage AssetStatues and valuable works of art will be valued at the

original cost and no depreciation shall be charged thereon. Inhcagever, the original cost
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is not available or the items have been gitiedhe ULB by some other persaathorities,
the value should be taken at Rle. Heritage buildings declared through Gazette Notification
should be booked under this head and khbe valued at book value/cost of the material
date. No depreciation should be charged on such buildings. However, in case of capital
improvements after the building has been so notified, depreciation at the normal rate of
buildings shall be charged. Image, however the book value /cost of the matdast is not
available or the items have been gifted to the ULB by sother personAuthorities, the
value should be taken at Re-.1Material date in this case would be the date of Gazette
Notification.
i) Parks and Playgrounds should be capitalized under two categories, viz,
i.  Land pertaining to Parks and Playgrounds including the codéwdlopment
of land that should be booked under ‘Land'.
ii.  Other amenities to Parks and Playgrounds that should be capitatidedthe
subhead 'Parks and Playgrounds' under the Hefidstructure assets'.
However, any building /structures/ plant and machinerycetastructed installed
in the Parks and Playgrounds and usedofber purposes should not be booked
under thesub-head 'Parks andlaygrounds'. The same should be booked under the
appropriateneads/ suheads of assets.

J) All lands that are under encroachment and belonging to the ULB/herk it is not
possible to have the land evacuated; the Boa@oaincillors would decide about the % of
provision to be made on the cast land. If the encroachment is for more than 2 years,
provision equal tminety percent (90%) of the carrying amount should be made.

k) Method adopted for depreciation of assets is strdigatmehod of depreciation,
except for leasehold lands, which is amortised ovete#sed life. Depreciation method
adopted is same for assets acquirefirance lease.

I)  Useful life concept has to be applied on arriving at the ratéepfeciation. Useful
life has to be determined either for individual assmtdor a class of assets and rate of
depreciation thus arrived.

m) All assets which have fully depreciated shall carry a book value of aReadt

n) All individual assets, whose cost is below Rs. 5,00R0pees FivelThousand Only)
shall be depreciated at 100% rate.

0) Assets identified and evaluated technically as obsolete and heldposal are to be

stated at their net book value or estimated@aizablevalue, whichever is lower.
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p) Intangible assetsf the ULB include computer software, which shall\mdued at
cost plus cost of staff time and consultants costs incurradhglementing the software, if
any. It shall be capitalized, only when tilangible asset is developed, and which can be
used by ULB' over gperiod of time to derive economic benefits from it. In case it is not so,
the entire amount will be charged to revenue, in the year in which imasrred. The
intangible assets acquired shall be depreciated oymariad of five years or useflife,
whichever is earlier.

gq) If the ULB has taken a loan, or other borrowings for the constructian akset or a
group of assets, then the interest would be capitalised tpdhi#tular asset or the group of
assets. If a particular loan cannotitlertified for a specific asset, then capitalisation would
be made atveighted average rate. The weighted average rate will be applicabléakitey
into consideation the period of completiohuilding of assets anthe amount invested in
relation thereto.

r)  Borrowing cost includes

i. Interest and commitment charges on the bank borrowings andsbiberterm
and long term borrowings,
ii.  Amortisation of discounts or premiums related toliberowings.
s) Capitalisation will take place when all the following condii@resatisfied.
i.  Expenditure for the construction or acquisition of the asset hasrieered.
ii.  Borrowing costs are being incurred during construction.
iii.  The activities that are necessary to prepare the asset for its inteseled sale
are in progress.

t) Capitalisation of the borrowing cost shall cease when substantialtiieathctivities
that is necessary to prepare the asset for its intended wssdeois complete. An asset is
normally ready for its intended use or salken its physical construction @roduction is
complete even though tmeutine administrative work might still continue.

u) Depreciation on assets on which government grant has been receivaldulated
on the gross value of fixed asset i.e. without deductinggthet amount from assetslue.
The grant so received is charged to the income and expenditure statement in the same
proportion as the depreciation charged on such assets.

v) Depreciation shall be provided at full rates for assets, which are purchased /
constructed dere October 1pf an Accounting Year. Depreciation shall be provided at half
the rates for assets, which are purchased/ constructed on or after Octuflser Accounting
Year.
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w) Depreciation shall be provided at full rates for assets, which are disposed on or after
Octaber 1, of an Accounting Year. Depreciation shall be provided at half the rates for assets,

which are disposed before October 1 of an Accounting Year.

GRANTS, BORROWINGS AND SPECIAL FUNDS

GRANTS

a) General Grants, which are of a revenue nature, shall dogmised as incomes on
actual receipt.

b) Grants towards revenue expenditure, received prior to the incurrendbeof
expenditure, shall be treated as a liability till such time tha¢xpenditure is incurred.

c) Grants received or receivable in respect ofcgerevenue expenditurghall be
recognised -as income in the accounting period in which citreesponding revenue
expenditure is charged to the Income &xgenditure Account.

d) Grants received towards capital expenditure shall be treated as a lidbdiigh time
that the fixed asset is constructed or acquiredc@struction! acquisition of a fixed asset
out of the grants so received, teent ofliability corresponding to the value of the asset so
constructedacquired shall stand reduced and éineount shall be treated as a capitaeipt
and shall be transferred from the respective Specific Gkanbunt to the Grant Against
Asset Account. Amount proportionate depreciation othe asset shall be credited to the
Income and Expenditurgccount &ery year. Grants received for ndepreciable assets shall
becredited to Capital Reserve.

e) Capital Grants received as a nodal agency or as implementing ageacyifitended
purpose i.e. Deposit Works, which doest result increation of assets with owrship rights
for the ULB shall be treated asliability till such time it is used for the intended purpose.
Upon utilization for the intended purpose, the extent of liability shall stand reducediveth
value of such utilisation and no further treatmesta capital receighall be required.

f) Grants in the form of nemonetary assets (such as fixed assets given at a
concessional rate) shall be accounted for on the basis of the acquisition cost. In case a non
monetary asset is received free of costhdlisbe recorded at a nominal value (e.g. Rupee
One). Where the assets are compulsorily acquired foqpagment of taxes or duties, the
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unpaid amount as appearing in the books constitutes the consideration for the acquisition and
the asset acquired showdcordingly be recorded at such amount.

g) In the case of building/ constructing of an asset by an external Govt. controlled
agency out of Govt. grants with the grendition that the asset thus blatinstructed would
be immediately handed over to the ULtBe whole of the capital cost of the asset as well as
the grant should be shown in the books of accounts of the said ULB on transfer of the asset.
BORROWINGS OR LOANS RECEIVED

a) Interest expenditure on loan shall be recognised on accrual basis.

b) Interest on brrowings directly attributable to acquisition or constructbqualifying
fixed assets up to the date of commissioning of the asiselisbe capitalised.

c) A provision shall be made for the interest accrued between the dastmdyment of
interest ad the date of financial statements and shallcbarged to the current period's
Income and Expenditure Statementingerest accrued but not due.

BORROWINGS AND LOANS AKEN BY UL BS
On sanction by the State Government, the ULB may borrow Funds, eithesuyg

debentures, or other wise, for the purposes specified in the approval. These borrowings are
generally secured by movable and immovable properties vested in the ULB. Unless
specifically approved by the State Government, the loans cannot be uset fourpose

other than that specified in the approval.

Where the terms of sanction provide for the establishment of a Sinking Fund for the
repayment of loan, the ULB shall establish it and credit to it, funds from the Municipal Fund.
Similarly, if the termsprovide for a creation of an Escrow Account for repayment of loans,
the ULB shall create it and credit to it, the income earmarked for this. The purpose of
establishment of a Sinking Fund or an Escrow Account is to accumulate money, including

interest, adquate to repay the loan as per the repayment schedule.

When Loans are received / Debentures / Bonds are raised, the accounting entries

should be as follow:

Debit / Credit Code Details
Debit 450-21-01 Bank A/c Loan
Credit 330-20-01 To Secured loanStae Government
Credit 331-20-01 To Unsecured loarState Government

Explanation: When loans are received by Municipality e.g. from State Government, others, the above
passed. Details of loans such as rate of interest, tenure, repayment schadudst ipayment date etc. ne
to be maintained | a Loan Register. On receipt of loans in the form of debentures or bonds, the re
Account will be debited. When the loans are beinpaig, a reverse entry shall be passed.
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When Interesbn Loan becomes due, the accounting entries should be as follows:

Debit / Credit Code Details
Debit 240-20-01 Interest and Finance ChargBtate Government
Credit 350-12-02 To Interest accrued and due
Credit 360-20-01 To Provision for interest

Explanation: Above entry is passed to account for interest Expenses as and when they fall due, ag
loan agreement e.g. with State Government. The amount due is recognised and transferred to th
payable Account. Amount for Interest accrued and na shall be credited to a Provision for Interg
Account

When Interest is paid the accounting entries should be as follows:

Debit / Credit Code Details
Debit 350-12-02 Interest accrued and due
Credit 450021-01 To Bank Account

Explanation: This entrywill be passed at time of actual payment of the interest to the lender. Any ir
amount, which has accrued but has not been paid to the lender, will appear as part of interest payab
year end.

SPECIAL FUNDS

a) Special Funds shall be treated dsility on their creation.

b) Income on investments made from Special Fund shall be recognisexleaiitéd to
SpecialFund, whenever accrued. Prdéss, if any, arising odisposal of investments made
from the Special Fund shall be recognised crediéd/debited to Special Fund Account.

c) Any expenditure of a revenue nature, which is incurred specificallgobeme/
project, for which a Special Fund has been created, shatlhbeged to that Special Fund.
Any special fund utilised for the purpogar which it was created should be transferred to
special fundgUtilised) Account.

d) On completion of the construction of a fixed asset and/or on acquisitianfixed
asset out of a Special Fund, the amount equivalent to the cestloffixed asset shall be
transferred from the respective Special Fundh® Grant Against Asset Account. Amount
proportionate to depreciatioof the asset shall be credited to the Income and Expenditure

Accountevery year.
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PUBLIC PRIVATE ERTNE RSHIPM (PPP)
Since PPP means creation infrastructure and services without government or public

sector entities having to increase the borrowings or raise taxation, this type of governance
reforms also entails dilution of traditional legislative financial control on taxation and
borrowing. PIP is quasifiscal activity that is typically not fully captured in the budget
documents presented to legislature. Hence an important issue arising out of PPP is that of
fiscal transparency.The disclosure of contractual and quesntractual liabilities/
commitments assumed by the ULB under PPP should be estimated by the ULB in financial
terms. There is no comprehensive fiscal accounting and reporting standard for PPPs at
present. However, existing standards cover a number of PPP operations that should be
di sclosed in a straightforward manner . 0
OTHERS

LEASE AND HIRE PURCH ASE
a) Finance lease in the books of lessee

I. At the commencement of the lease term, finance leases shall be recorded as an asset
and a liability. Such recognition shall be at an amount equéakt cost.

ii. Finance lease payments shall be apportioned between the finance charge and the
reduction of the outstanding liability. The finance charge shall be allocated as to produce
a constant periodic rate of interest on the remaining balance of tigylitdy each of
the period.

iii. Depreciation on such assets shall be provided at the same rates as in case of owned
assets.

b) Operating lease in the books of Lessor

I. Assets given under operating lease shall be accounted as own assets in the same
manner similato any other fixed assets owned and used by the ULB.

ii. Lease income from operating leases shall be recognised as income on alsteaight
basis over the lease term. Lease income shall be accrued on the respective due dates.

iii.  Any amount incurred that results improvement or increase of tliseful life of the
assets under operating lease shall be capitaliskkkaany other asset used the ULB
for its own operations.

iv. Depreciation on such assets shall be provided at the same ratesaas of owned
asses.

v. The contract for parking fees, market space for stalls, pondsthedassets given on

lease shall be accounted for on the baslsageagreement.
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c) Hire purchase in the books of buyer

i. The purchase price shall be capitalised as the cdisieof assets

ii. Hire Purchase (HApstallmentsshall be apportioned between ftirgance charge and
the reduction of the principal outstanding. Timance charge shall be allocated so as to
produce a constant periodate of interest on the remaining balance of thbility.

iii. The total amount of interest pooin out of the 'HP Payable' shall becounted by
debiting to a control account under current assets. dimsunt will be adjusted on
accounting ofinance charges.

iv) The depreciation principle for assets pur@thsnder HP should be consistent with that
for owned assets.

d) Hire purchase in the books of seller

I. The sale price (including the interest portion) shall be accounted as receivable from
HP agreement;

ii. HP installments shall be apportioned between the interestine and the reduction of
the principal amount receivable (the finance income to be allocated so as to produce a
constant periodic rate of interest on the remaining balance of the receivable);

iii. The total amount of interest portion out of the '"HP Reced/abiall be accounted by
crediting to a control account under current assets. This amount will be adjusted while
accounting for finance charges.

LOANS
a) Interest/penal interest on loans shall be recognised as and when due. Aepdspd
interest shall beazrued up to the date of the peredd.
b) Interest / penal interest earned on loans given out of specific fund/grant shall be
directly credited to the specific fund / grant account.
MUNICIPAL SCHOOL BOA RD
a) Fees and fines received from primary schools sleatebognised on actual receipt.
i.  Contribution receivable from other local bodies/ municipalities shall be

recognised on actual receipt basis.
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Exercise
1. Sate whether the following statemersar e 6 Trued or OFal sed.

Cash basis considers the revenue asexhlwhen the bill is raised for demand.

b. The losses from the sale of capital assets need not be deducted from revenue to
ascertain the net income.

c. According to money measurement concept, only transactions that can be expressed
in money are recorded in aamts.

d. The business entity concept considers the business and the proprietor as separate
from each other.

e. Going concern concept requires that assets should always be valued and recorded at
market value.

f. According to consistency concept, the results ofawunting period of a business
cannot be compared with that in the past.

g. Conservatism concept requires that all probable incomes must be considered while
all prospective losses must be ignored in computation of income.

2. Indicate the correct alternative ineach of the following cases:

a. The system of recording transactions based on dual aspect concept is called:
i. Double entry system
ii. Double account system
iii. Single entry system.

b. Cost concept requires the recording of the following in the books of account:
i. Skills ard knowledge acquired by business manager.
ii. An asset at its cost.
iii. Free training provided

c. Market value of investments is shown as a footnote according to:
i. Consistency concept
ii. Disclosure concept
iii. Conservatism concept

d. Provision for bad and doubtful debts is ¢eghin anticipation of actual bad debts on
the basi®of :
i. Conservatism concept
il. Going concern concept
iii. Disclosure concept

e. Income is measured and financial position is assessed on the basis of:
i. Matching concept
il. Consistency concept
iii. Money measurement concept
iv. Time period concept.

f. A fact or happening which cannot be expressed in terms of money is not recorded in
accounting according to:
i. Cost concept
ii. Money measurement concept
iii. Materiality concept
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iv. Consistency concept.

g The policy of danti oirpat ¢
i. Conservatism concept
ii. Consistency concept.
lii. Materiality concept
iv. Disclosure concept

h. Dual aspect concept results in the accounting equation
i. Capital + Liabilities = Assets
ii. Capital = Assets
iii. Revenue = Expenses
iv. (iv) Capital+ Profit = Assets + Expenses.

i. Purchase of Government securities for cash would:
i. Reduce assets,
il. Increase assets, or
lii. Keep assets unchanged.

j.  Purchase of equipment for cash:
I. Increases total assets,
ii. Keeps total assets unchanged, or
iii. Decreases total assets.

mospi dof et

| a3 6 e

3. Explan with accounting entries as to how the following transactions would be accounted

undercash based accountirapdaccrual based accounting system

a. Property tax demand for the first half year of 2@&7amounts to Rs.4,50,000.

b. Opening Balance of Propertst receivable amounts to Rs 50,000; Demand rdised
Rs.2,00,000; Collections made during the yedRs 20,000 (arrears), Rs 1,30,000

(current year demand).

c. Expenditure relating to insurance premium on machinery amounting to Rs 1,00,000
for the period Janug 20072008 was paid in the month of December 2006.

d. Salary Payable for the month of September 2007 amounting to Rs.10,0p&80AN

October 2007
e. A sum of Rs 10, 00, 000 i s

payable to
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SESSION TITLE: Preparation of Opening Balance

Sheet

Session Guide

| NSTRUCTORG6S GUI DE

Reference

Partici
Response

SESSION OVERVIEW

Welcomeparticipants to the session and remind the
that their active articipation is critical for the succe
of each session.

Remind them that in the®1Session participants we
introduced toAccounting Concept, basjarinciplesof
Accounting andthe Double Entry Accrual Bas
Accounting System

Tell them that in this sesion preparation of Openin
Balance Sheet of tHdLBs will be discussed.

Lecture

BASIC CONCEPT

Introduce participants to the Guidelines for
preparation of Opening Balance Sheet atiscuss
three steps to Balance Shed¢he guidelines for|
preparation bthe Assets and Liabilities, Immovab
and Movable Assets, determining the Value of Cur
Assets, determining the Value of Loans / Borrowi
and Accounting Entry for incorporation of balanceg
the Opening Balance Sheetdetail.

Show them and Discus the Format for Openin
Balance Sheet.

1 Lecture

1 SESSION 2
PowerPoint
Presentation

APPLICATION

Distribute Exercisei Sessior2 among participants;
Issue instruction for time allowed writing answe
with individually effort;

Discussthe answers after exp of allowed time.
Distribute Participants

1 Exercisei Sessior?

SUMMARISE

Summarise the session with the mention of topics
discussed during the session.
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SESSION TITLE
Preparation of Opening Balance Sheet
LEAR NING OBJECTIVE
At the end ofltis Session, the participants will
1 Understand the general guideline for preparation of Opening Balance Sheet
1 Be familiar with the items of Assets and Liabilities that are required by the ULB to
prepare it.
1 Understand the method of identification of iteofifAssets and Liabilities.
SESSION OVERVIEW
Preparation of Opening Balance Sheet is one of the steps in conversion of the
accounting system from Cash Based to Accrual BaseduntingSystem. A Balance Sheet
is a statement of the financial position ofldB as at a given date, which exhibits its assets,
liabilities, capital, reserve and other account balances at their respective book values. This
session covers the guidance that are recommended to follow for identifying, valuing and
collating the items ofAssets and Liabilities based on which the opening balance sheet shall
be prepared by ULBs.
GUIDELINES FOR PREPARATION OF OPENING BA LANCE SHEET
On the basis of National Municipal Accounting Manu@opvt. of West Bengal

introducedAccountingSystem in all Wban Local Bodies.

Following are few key terms in respect of Balance Sheet:

a. Fixed Assets comprise assets, which are meant for use by the ULB over an extended
period of time. It includes Immovable Property such as Land, Buildings, Bridges etc. and
Movable Roperty such as Vehicles, Plant and Machinery, Furniture & Fixture etc.

b. Immovable Properties consist of properties, which cannot be relocated.

c. Movable Properties consist of properties, which can be relocated.

d. Current Assets are comprised of items of a tstesm nature (normally less than one
year). Such items are usually used up in less than one year or converted into cash (or its
equivalent) within a year. For instance, Property Tax Receivables, Water Charges
Receivables, Inventory of medicines, consureslgtc.

e. Investments comprise of financial assets resulting from investments of cash surpluses.

f. Current Liabilities comprise of the claims of external parties on ULB on account of any
dues or other payables.
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g. Reserve Fund in the ULB represents amounts sde amnd earmarked for meeting
specific obligations and commitments. For instance, Pension Fund represents the amount set
aside for meeting future pension liability.

In the first instance it has been decided by the Government of West Bengal thgstirisof
accountingwould be introduced in the 40 ULBs of Kolkata Metropolitan Area (except
Kolkata Municipal Corporation), with support from the DFID assisted Kolkata Urban
Services for the Poor programme. Gradually the accrual based accounting system shall be
introduced in all ULBs of West Bengal.

First step for switching over to the DoubletBnSystem of Accounting is to prepare Opening
Balance Sheet as on 1st April, 2004

THREE STEPS TO BALANCE SHEET

Updating Verification Compilation
1 Updating of records 1 Physical verification 1 Filling in the formats
and registers 1 Crosschecking 1 Compilation of
1 Preparation of 1 Checking with figures from various
records and registers originals records and registers
f Complete list of 1 Valuation/costing 1 Certificate
assets and liabilities 1 Approval by Board
of councilors

ACCEPTANCE OF BALANC E SHEET
1 Preparabn of openimg balance sheet is to monitored by the authority as may be
decided by the government. The balance sheet will be first approved by the authority and
any comments adnysuch authority are suitably incorporated.
1 The approved balance sheet is placed beafweBoard of Councillors of the ULB for
their approval.
1 It will also be submitted to the Accountant General/Local Bodies Audit/West Bengal.

GENERAL GUIDELINES F OR PREPARATION OF THE ASSETS AND
LIABILITIES

1 All assets which are under the ownership and psive possession of the ULB will be
accounted for. Similarly all liabilities to be paid will also be brought in the books. In case of
Hospitals and schools, if the asset is under a separate legal entity, then it would not form a
part of the ULB's balancsheet.

1 The separate legal entity includes hospitals, dispensaries, schools, maternity centres,
nursing home formed as a society, trustoperative society, or a company formed under
section 25 of the Companies Act, 1956.
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1 The mere maintenance of a regitbould not be taken as sufficient for the purpose of
arriving at the balance. The Executing agency will have to check the authenticity of all the
entries. All entries shall be cresbecked with source documents before its compilation in
the balance shee

1 Assets constructed/purchased by some other agency/ Government and handed over to
the ULB shall be accounted for on the basis of the ownership of the asset. If the ownership
remains with the other agency, then it will not be recognised as an assebaokiseof the
ULB. If there has been a transfer of ownership without any consideration, then the asset
shall be valued at Re.-1and recognised in the opening balance sheet. The balance sheet
shall contain disclosure in the form of Notes with respeatltoving:-

0 Assets, which are in ULB's possession and derive economic benefits, but the
ownership of which does not vest in it e.g. market constructed by Urban
Development Department and handed over to the ULB with a right to collect rent,
title deed not bieg executed.

0 The assets which are handed over to the ULB, but the title deed has not been handed
over e.g. assets purchased/constructed by KMDA and handed over to the ULB for
use and maintenance.

0 Receivables from taxes, etc. not collected due to litigatio

o In case Demand and Collection Register is not updated or prepared, the ULB will
have to prepare it and assess the amount of arrears.

1 Revenue shall be recognised only when it is measurable and there is reasonable
certainty of collection. If the levy ofry income or user charge is in dispute and any legal
case is pending against it, it shall not be taken as the income of the ULBs.

1 The details of such Court cases and the amount if measurable shall be disclosed in the
Notes to Accounts.

1 Revaluation of assefs not intended in this exercise. The Executing agency shall not go
in for a revaluation mode and valuation shall be done on the basis of actual price paid/
payable.

1 Principle of conservatism shall be followed while preparing the opening balance sheet.

1 All the figures shall be in Rupees Thousands with decimals upto two places.

1 In the case of building/construction of an asset by an external Govt. controlled agency
out of Govt. grants with the pi@ndition that the asset thus built/constructed would be
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immediately handed over todlJLB, the whole of the capitabst of the asset as well as the
grant should be shown in the books of accounts of the said ULB on transfer of the asset.
GENERAL GUID ELINES FOR FIXED ASSETS

Fixed assets in the case of ULBs caralltg be classified into the following categories:
Land and Buildings
A Land
A Buildings
Statues and heritage assets
A Statues and v
A Heritage Buil
Infrastructure assets

l uabl e works of ar t an
[

a
di ngs

A Roads and Pavements

A Bridges, flyoeetsl verts and

A  Subways and causeways

A Sewerage and Drainage

A waterways

A water supply and reservoirs

A Deep tube wells

A Parks and playgrounds

A Street light posts and Public Lighti
Equipments

A Pl ant and Machinery

A Vehicles

A Office and other equi pments

A Furniture and fixtures
Livestock
Intangibles

A Software |license fees

GENERAL GUIDELINES F OR IMMOVABLE ASSETS
The General Guidelines to be followed for Immovable Fixed Assets are as follows:

a. Conduct physical verification of the immovable assets.

b. The iformation collated during physical verification should be cross verified with the
existing records maintained for the said fixed assets, if any.

c. Only such assets, whose ownership vests with the ULB, shall be considered for
arriving at the list of assets tife ULB.

d. Details of the assets, whether freehold or leasehold should be specified separately for
each of the assets.

e. Cost of acquisition / construction:

1 The cost of acquisition / construction should also include, in addition to the cost

incurred in acquing / constructing the said asset, the cost incidental to the
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acquisition / construction such as registration charges, stamp duty, consultancy
charges (including legal charges) etc.

1 In case the cost of acquisition / construction is not ascertainabdstiarate of cost
that would have been incurred for the acquisition / construction should be provided.

1 For assets funded out of grants, the cost of acquisition of the assets would be net of
the grant proceeds utilised for the purchase of the.asset

1 In casean asset has been acquired / created free of cost, the asset should be recorded
at a nominal value.

f. Cost of improvement: Any cost incurred for improvement of assets, which results in
increasing the life or the utility of the asset, should be considerad amprovement cost.
Expenses of a normal and routine nature incurred for the repairs and maintenance of assets
should not be considered as an improvement cost.

g. Date of Acquisition: The date of acquisition is the date on which the property was
legally vesed with the ULB. In case of acquisition of fully constructed civil propdfig,
estimated datef the construction of the structuieto be specifiedThe date of acquisition of
the said structure by the ULB also to bespecifed.

h. Mode of Acquisition:whether the fixed assets have been purchased, constructed,
transferred or gifted to the ULB or has been attached under any thdbespecified.

i. From whom acquiredThe person / institution from whom the assets have been
acquireds to be specified

j. Reference of available title documents has to be ensured that all the relevant
documents like title deeds, contracts, invoices etc. are available with the ULB. A reference of
the same has to be provided in the formats provided. In case the originalesware not
available, a duplicate set should be made.

k. The following should be specified in the Remarks Column:

1 Source of finance for the acquisition / construction of the assets.
1 Any restriction/covenants on the transfer of assets.

1 Pending litigationsn respect of the fixed assets

1 Any unauthorised use or encroachment on the fixed assets

I.  The Accounts Department shall provide appropriate depreciation for assets held by the
ULB to arrive at the book values of the assets. Depreciation shall be provitied-atiels and
calculated up to the date of opening balance sheet from the date of acquisition / installation as

the case may be as per the principles laid down on Fixed assets.
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THE GENERAL GUIDELIN ESFOR MOVABLE ASSETS:

a. Conduct physical verification tfie movable assets. Allot an asset reference number to
all categories of plant and machinery, vehicle, furniture, fixture and equipment (including
office equipment).

b. The information collated during physical verification should be eresfied with the
existing records maintained for the said fixed assets, if any.

c. Cost of acquisition / construction is same as for immovable assets

d. Cost of improvemenfAny cost incurred for improvement of vehicles such as building
of body for buses, hearse vansjtalances, fire brigades, etc. should be considered as an
improvement cost.

e. Date of AcquisitionThe date of acquisition is the date on which the property was
legally acquisitioned.

f. Mode of Acquisition is same for immovable assets.

g. From whom acqued is same for immovable assets.

h. Reference of available title documents. It has to be ensured that all the relevant
documents like title deeds, contracts, invoices etc. are available with the ULB. A reference of
the same has to be provided as per tmnéats. In case the original documents are not
available, a duplicate set should be made.

i. The following should be specified in the Remarks Column:

1 Source of finance for the acquisition / construction of the assets.

1 Any restriction/covenants on the tréesof assets.

1 Pending litigations in respect of the fixed assets

1 Any unauthorised use of the fixed assets
GUIDELINE FOR DETERM INATION OF VALUE OF CURRENT ASSETS
a. In respect of Investments, Receivables, Other Current Assets, Loans and Advances,
BorrowinggLoans payable, Unutilised Grants, Reserve Funds and Current Liabilities, the
ULBs should compile the information required in the formats from the registers maintained
by them currently. As far as possible, all details should be collected depavtiserahd then
consolidated to give an overall position for the ULB.
b. Investments can be either short term or long term. Long term investments are the
investments which are held by the ULB for more than one year. For the purpose of
preparation of Opening Balanclet, the ULB shall have to do a 100% physical verification
of all the original certificates.
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c. Cost of investments shall include the cost of acquisition like brokerage, duties, etc.
Investment made out of grants received in advance, special funds andkedrimads shall
be specifically identified for each of the grant, special fund or earmarked fund and shall be
captured in separate sheets.
d. The ULB shall also provide for income receivable, expenses payataeprovisiongor
current assets, loans and ads@ as per the accounting principles prescribed in each of the
chapters described earlier. These provisions shall also appear in the opening balance sheet as
follows.

1 Allincome receivable shall be carried forward as current assets

1 All expenses payable sl be carried forward as current liabilities

1 Provisions for aged receivables shall be as per the accounting principles and the
respectiveassets shall be netted off for the same
GUIDELINES FOR DETER MINATION OF VALUE OF LOANS/BORROWINGS

1 The loans candeither short term or long term depending on the tenure of repayment.
Any loan that is repayable after one year is treated as a long term borrowing. As part of the
Opening Balance Sheet exercise, the Municipality shall have to verify all the originas pape
to determine the exact liability.

MUNICIPAL FUND
1 Once, the values of all the assets and liabilities are arrived, the ULB shall record the

net value or the balancing figure under the
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ACCOUNTING ENTRY FOR INCORPORATION OF BALANCE S IN THE
OPENING BALANCE SHEET

The entry to be passed for incorporating the opening balances is given below:
Debit Amount| Credit Amount

Code of Accounting Entr Dr./ (Rs.) (Rs.) Books to be
Account 9 y Cr. | llustrative Illustrative entered into
figures figures

Fixed Assets (Specify the
410-(b) name of the assets for e.g. | Dr. |500,000
Buildings)
412- (b) |Capital Work in progress Dr. 300,00(
420/ 42 |Investments (Specify the nar Dr. 100,00(

(b) of the relevant fund also)

460-40-(a) |[Advance to Suppliers Dr. 50,000
460-(b) Loans and advances Dr. 30,000
430-(b) Stock in hand Dr. 25,00
431- (b) [Sundry Debtors Dr. 100,00(
440- (b) |Prepaid expenses Dr. 10,00(¢
450-(b) Cash and Bank Accounts Dr. 60,000

To Municipal fund

310-10-(a) (General fund) Cr. 454,00(
311-(b) To Earmarked funds Cr. 80,00(¢Journal
312 (b) To Reserves Cr. 120,00(Book,

i Ledgers
550/331' To Loans payable Cr. 150,00( J
340(b) To Deposits (specify the Cr 25000

nature of deposits) ' '
To Accumulated
depreciatiori Fixed assets
41l (b) (Specify the name of the ass cr 300,000
for e.g. Buildings)
To Provision for Sundry 15,00¢
432 (b) Debtors Cr.
461- (b) To Provision for Loans & Cr. 2,000
advances
360-10-(a) To Provision for expense| Cr. 8,000
350-(b) To Other liabilities Cr. 21,00(

(a) Insert Detailed Head Codes of Account as applicable
(b) Insert Major and Detailed Head Codes of Account as applicable

Note: The individual accountwithin the major account heads listed above shall be debited/credited in above.
Journal voucher prepared for incorporation of account balances in the Opening balance sheet.
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FORMAT OF OPENING BALANCE SHEET
OPENING BALANCE SHEET OF THE MUNICIPALITYOF ééé éé AS ON 1ST APRIL 20

NAME OF THE ULB:
(Prepared by the CMU, KUSP, Govt. of West Bengal)

OPENING BALANCE SHEET AS ON 15T APRIL 2004
Description of items Schedule No.| Amount | Amount | Amount

SOURCES OF FUNDS
Reserves and Surpls
Municipal (General) Fund B-1 XXXX
Earmarked Fund B-2 XXXX
Reserves B-3 XXXX
Grants, Contributions for specific purposes B-4 XXXX
Loans
Secured loans B-5 XXX
Unsecured loans b-6 XXX XXXX
TOTAL XXXX
APPLICATION OF FUNDS
Fixed Assets including Status & Heritage B-11
Assets
Gross Block XX
Less: Accumulated Depreciation XX
Net Block XXX
Capital workin-progress XXX
Investments
InvestmeritGeneral Fund B-12 XXX
InvestmertOther Funds B-13 XXX
Working Capital
Current assets, loans & advances
Stock in hand (inventories) B-14 XXX
Sundry Debtors (Receivables) B-15

Gross amount outstanding XX

Less: Accumulated provision against b - XXX

and doubtful receivables
Prepaid expenses B-16 XXX
Cash and Bank Balances B-17 XXX
Loans, advances and deposits B-18 XX
Less:
Current Liabilities and Provisions

Deposit Received B-7 XXX

Deposit works B-8 XXX

Other Liabilities (Sundry Creditors) B-9 XXX

Provisions B-10 XXX XXXX
Other Assets B-19 XXXX
Miscellaneous Expenditure (to the extent not B-20

; - XXXX

written off)
Capital Deficit XXXX
TOTAL XXXX
Notes to the Balance Sheet
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The Opening Balance Sheet should be accompanied with the followinficataton the
letterhead of the Executing agency:

We have prepared / verified the Opening Balance Sheeta%AmpT i | éééé. . of éééééééé
the ULB) and examined all relevant documents, supporting and records. The balance sheet has been|prepared
based on accrual based accounting system. All items that could have been included have been included and it is

certified that no items have been left out in preparation of the opening balance sheet.
We have obtained all information and explanations, whizhthe best of our knowledge and belief were
necessary for the assignment. In cases where information was not available, a certificate from the Board of
Councillors has been obtained. These certificates are attached herewith. The Board of Councillofs have
approved and adopted the opening balance sheet |at
We have prepared / verified the opening balance sheet in accordance with Guidelines for preparation of
opening balance sheet and approved by the Government gif Bgagal. In cases where there were doupts,
explanations were taken from the competent authorities.

Date: natu&@nd Seal of the
Place: Executing agency
SUMMARY

1. Preparation of Opening Balance Sheet is one of the steps in conversion of the accounting

system fom Cash Based to Accrual Bas&ccountingSystem.
2. Steps to be followed to prepare an opening balance sheet are as follows:
a. Updating of the records/ creation of records for the purpose of compiling and
identifying the assets and liabilities of thebdn Local Bodies (ULBS)
b. Verification of the assets and liabilities, including physical verification.
c. Compilation of the information collected.
d. Preparation of opening balance sheet with the required disclosures.
3. The general guidelines to be tnlled while preparing the formats for the assets and
liabilities are provided elaborately in this chapter.
4. The list of forms/templates that shall be used for data collection are provided in this
chapter.
5. Specific guidelines for recording, valuing, aanting of immovable assets, current assets,
loans and borrowings etc are discussed in this chapter.
6. Accounting entry for incorporation of the balance in the opening balance sheet are

explained with illustration
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EXERCISE
Answer the following questiams:

1. What is the purpose of preparing an opening balance sheet?

2. What are the various steps involved in preparation of opening balance sheet?

3. What does AMunicipal Fundo signify in the
4. What is the significance of Bank Recdmtion Statement in the process of preparation of
opening balance sheet?

5. The balance sheet for the year 2006was prepared. Subsequently it was noticed that

building was understated to the extent of Rs 5, 00,000. How would you rectify this mistake?
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SESSION 3

SESSION TITLE:

CHART OF ACCOUNTS & FINANCIAL
STATEMENTS
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SESSION TITLE: Chart of Accounts & Financial Statements

Session Guide

~ Partici
| NSTRUCTORG6S GUI DE Reference Response
SESSION OVERVIEW
Welcome participants to the session aremind them tha|
their active participation is critical for the success of €
session.
Remind them that in the ¥ Session participants we
introduced to the Accrual Base Accounting System an Lecture
the 2nd sessioto the Opening Balanc&heet
Tell them hat in this session Codification Structure of U
Accounts and Financial Statements of ULBs will
discussed.
BASIC CONCEPT
Introduce participants to the Codification Structur
followed by the ULBs.
Discussthe Coding Logic and Procedure. @ovPrimary
Head Account Codes in detail. T Lecture
Explain the Coding Logic with illustration. SESSION 3
Introduce the participants to the Financial Statemeﬂ P Point
prepared by the ULBs. Power to;_n
Discuss in detail the Trial Balance Sheet, Income ¢ ' 'coenation
Expenditure Statement, Balance Sheet, siCaFlow
Statement and Receipts and Payments Account in (¢
with illustration cited in this module or of your own.
APPLICATION
Distribute Exercise 11 Session 3among participants;
Issue instruction for time allowed writing answer witl
individually effort; q Exercise T
Discussthe answers after expiry of allowed time. Session 3
Distribute Exercise 21 Session 3among participants; £ ise 2
Issue instruction for time allowed writing answer wit(! Sxer(_:lse3
individually effort; ession
Discussthe answers aftexxpiry of allowed time.
Distribute Participantséo
SUMMARISE
Summarise the session with the mention of topics discus
during the session.
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SESSION TITLE: Chart of Accounts & Financial Statements

LEARNING OBJECTIVE:
At the end of this Chapter, the participants will

1 Understand the meaning of Chart of Accounts followed in the ULBs

91 Be familiar with the coding logic and how to define a coding structure

1 Be familiar with the mandatory and optional grewmder coding structure

1 Be familiar with the structure of function code, account code and fund code

1 Be familiar with the statements that form part of annual financial statements.

1 Be familiar with the method of preparation of Trial Balance, Income & Bdipere
account, Balance Sheet, Cash flow and Receipts & Payments account.

SESSION OVERVIEW:
This session covers the Codification Structure and the Chart of Accounts (COA)

followed by the Municipalities. Chart of Accounts provides the structure for rexpedid
reporting financial transactions in a uniform manner by all the ULBs. This session focuses on

the codification structure thé followed by all ULBs and for accounting of transactions.

This session also covers the financial statements that indeatgate of affairs and
the performance of the ULB for a stated period usually a year. This session covers the
method of preparation of Trial Balance, Income & Expenditure, Balance sheet, Cash Flow
and Receipts & Payments account. All Statements araieegl with illustrations that have
been taken from the National Municipal Accounting Training Manual.
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INRODUCTION
CODIFICATION STRUCTU RE & CHART OF ACCOUN TS (COA)

COA defines the heads under which the income, expenditure, assets and liabilities of
locd bodies are classified and facilitates maintenance of accounts and preparation of financial
statements. A well designed COA shall not only fulfill accounting requirements but also the
Budgeting and MIS requirements and shall be flexible enough to comtsoéidd collapse to
facilitate generation of various information reports.

The COA is divided into the following Heads:

Function

Functionary (Responsibility centre / Department)
Field (Geographical centre)

Funds

Accounting code

= =4 -4 -8 A

The ULBs are not permitted hange the codes, except where permission has been
provided, and it is compulsory to follow the prescribed coding structure.
Objective of preparing a chart of accounts are:

1 To achieve uniformity in the operations of ULBs across West Bengal.
1 To facilitatethe entry of transactions in a computerised environment.
1 To act as a reference for the accounting transactions to be passed.
1 To generate various MIS reports.

STRUCTURE OF FUNCTION CODE
The function code of the ULBs shall have three levels withiRiist level under this

group represents various functions both obligatory and discretionary as per the concerned
Muni ci pal A ¢ tFunatiordGrduppa wrnSeao nda@ Level i n funct
the particular type of service under a function and kmowaFsnction Descriptiond a n d
third [ evel wildl repr esentCostCeptes,t i vehuil alr pcrocsu
the service. Each level has aligit code. The present function code has function group and
function description. The structuoé the function code can be explained with the help of the

following diagram:
| | | | | | | | |
U {1l 1l

FunctiorGroup Function Cost Centre

Any transaction for Income / Expenditure / Asset / Liability shall be first passed
through the function code, i.e. before entering the Accounting code. Exaaxpendture

on Repair and Maintenande Roads and Pavements shall be shown under Roads and
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Pavements Public works, which is one of the obligatory functions of the ULBs. The

accounting code for the function code will be entered as follows:

2.0 Public Works 2.1 Roads and Pavements 0 0 Notinuse
. 2 [ o | | 2 | 1 Lo [ o |
{1 11 0
| FunctionGroup | | Function | | CostCentre |

STRUCTURE OF THE FUNCTIONARY CODE

The functionary accounting code will be a faligit accounting code, with two levels
oftwodi git each. The first two digits would
two-digits shall represent the orgartisaal structure within the department known as
6Department al Descriptioné.

The structure of the functionary code can be explained with the help of the following

diagram:

U

| Department | | Departmental Descriptior]

The functionary codes for the departmental description are not be@tgat present and they
carry a zero code. For example, Expenditure on Repair and MaintehaBigdges and

r

€

FIl yovers shall be shown under the department

L 1 | 6 | o0 | o0 |
| Department | | Departmental Description|

STRUCTURE OF THE FIELD CODE
The field code will be a seven digit@unting code, with three levels. The First level

of two digits shall represent 060Boroughsao,
oWardsdé6 and the third | evel of -sluwareasd Thgi t s

structure of the fieldode can be explained with the help of the following diagram:

[ [ ] [ T T ] [ [ ]

|Slum/NonSlum

The digits from 0199 are used for different Boroughs and digits frorn @49 are used for
different wards within the same borough. The digits 10 shall be used folasha® and digit

20 dhall be used for neslum areas. The ULB allots the number of its boroughs and wards as
it is done under the law and maintains the same number. In case a ULB has no

boroughs/wards/slumsonslums, then the code 00 is used.
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STRUCTURE OF THE FUND CODE
The fund accounting code will be a foedigit Accounting code, with two levels of
two-digits each. The Major Fund would represent the broad categorisation of Funds and

Minor Fund within it represents a particular fund.

—— N
U U

Major Fund

Municipal Fund is used as MajFund with code 01. No Minor Fund is being used at present.
The accounting code from @ are used by ULBs for different funds being maintained by
ULBs, after approval from Department of Municipal Affairs, Government of West BengalL
STRUCTURE OF ACCOUNTING CODE

Primary Accounting Code

Each accounting code consists of seven digits. The Accounting code dépjotsHead
code, Minor head code and Detailed Head coddhough a Sub Head code between the

Minor Head and Detailed Head is prescrilbgdthe NMAM, it is not being used currently.

1L Il 4L

Major Head Code Minor Head Code Detailed Head Code

Major Head code
Major Head code will be three digit code the first digit in the major head code will be an

identification digit, (ID digit) whid shall indicate the nature of the transaction.

1 |If the first digit is "1", it would represent Revenue Income

1 If the flrst digit is "2", it would represent Revenue Expenditure

1 If the first digit is "3", it would represent Capital Receipts and Liabilities

1 If the first digit is "4", it would represent Capital Expenditure and Assets

The next two digits in the Major Head code would be the running serial number of the
respective major head code. For example if the first digit is 1 i.e. Revenue Income gthen th
next two digits would represent the different sources of Revenue Income i.e. Tax Revenue,

Non Tax Revenue, Assigned Revenues and Compensations, etc.
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Minor head Code
The minor head code is a two digit code, representing further details of the majaotdead

As an example, if the Revenue Receipt is a Property Tax income, it will be shown as follows:

1 Major Head (Identification ID digit) Revenue Income
10 Major Head Tax Revenue
01 Minor Head Property Tax

Detailed Head Code
The Detailed Head code gies details of the Minor Head code. The Detailddad code is a

two digits code starting from 0 1. As an example, if the Revenue Receipt is a Property Tax

income from Residential buildings, it will be shown as follows:

1 Major Head Revenue Income

10 Major Head Tax Revenue

01 Minor Head Property Tax

01 Detailed Head Residential Buildings

The following diagram illustrates operation of accounting codes for "Property tax on

residential buildings".

1+ /a2 o} [ o | 1 | [ o [ 1 |
Major Head Code Minor Head Code Detailed Head Code

Secondary Accounting Code
Secondary accounting code reflects the subsidiary ledgers and other analysis ledgers. This

enables the ULB$0 do party-wise accounting. For example, the Contractors and Suppliers
account is maintained caattor wise at this level. A three digit code is followed for the
subsidiary ledger of each control account. The use of secondary accounting code can be
explained with the following illustration.

Bill received from Mr. X, a contractor and booked as liabilty under Contractor
Payable

3 Major Head Capital Receipts and Liabilities
50 Major Head Other Liabilities

10 Minor Head Creditors

02 Detailed Head | Contractors
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3 5 0 1 0 0 2
Major Head Minor Head Detailed Head

Secondary accounting cod

o [ o [ 1 |

The secondary accounting code 001 can be used for payable to a particular contractor, say
Mr.X

IDENTIFICATION CODE FOR ULB

The chart of Accounts is same for all ULB's across West Bengal. Thus, each ULB has a
unigue identification code for itdelwhich is in the following format.

' - r J+ - [ + [ | |

ay .y ays uge

State Code District Code Category Code

The state code will be same for all ULBs i.e. 19, State code for West Bengal. The district
code would denote the district in which the ULBs are localde category code would
denote whether it is a Municipal Corporation, Municipality or a Notified Area Authority. The
Code wold denote the code for each ULBhe category codes will be 10, 20 and 30
respectively for Municipal Corporation, Municipality@iotified Area Authority.

The use of the identification code (for example: in case of Bidhannagar Municipality) is

illustrated by the following illustration.

19 State Code West Bengal

11 District Code North 24 Parganas

20 Category Code Municipality

010 Code Bidhannagar Municipality
1 9 1 1 2 0 0 1 0
State Code District Code Category Code
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PROCEDURE FOR THE CHANGE IN THE CHART OF ACCOUNTS

Function Code
The function group codes can be changed / added only at the National levedgiivement

for an addition to Function Group head shall be requested by the States to the Ministry of
Urban Development. The committee set up by the Ministry in this regard can add new heads
under Function Group.

State government can add functional diggion code. All additions made shall be intimated

to the committee. The ULBs may send in their requests for additions in the Function code to
the concerned Municipal Affairs Department.

Functionary code

The Department codes prescribed in the chart aflads are mandatory for all ULBs. The
ULBs can use the codes for departmental description code, after approval from Municipal
Affairs Department. The Municipal Affairs Department or any other authority as may be
authorised by the Municipal Affairs Departnigshall prescribe the uniform codes for ULBS,
after taking into account request from ULBs.

Field Code

The ULBs shall prepare a coding structure for their Boroughs and Wards, based on the
current numbering pattern and intimate the same to the MunicifalADepartment or any

other authority as may be authorised by the Municipal Affairs Department.

Fund Code

The ULBs presently have a single Fund concept i.e. Municipal Fund. The accounting code
from 0299 are used by ULBs for different funds being maimgdi by ULBs , after approval

from Department of Municipal Affairs, Government of West Bengal. The Municipal Affairs
Department or any other authority as may be authorised by the Municipal Affairs
Department, prescribe the uniform codes for ULBs, aftentpknto account request from
ULBs.

Primary Accounting Code

The Major codes can be changed/ added only at the National Level. Any requirement for an
addition to Major Head shall be requested by the States to the Ministry of Urban
Development. The committeset up by the Ministry in this regard can add new heads under
Major Head Code. Any addition to the Minor heads can be done by the State government.
The State Government shall intimate all additions to the committee. If the ULBs want to

make any change imé¢ Minor Heads, they should request the same to the Municipal Affairs
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Department or any other authority as may be authorised by Municipal Affairs Department
and only with prior approval they can be changed. The detailed heads prescribed are
mandatory for bkULBs. The ULBs can add the new detailed heads (FrorA%lafter pre
approval of the Municipal Affairs Department. The Municipal Affairs Department or any
other authority as may be authorised by the Municipal Affairs Department, will review the
requestgrom various ULBs and if consider appropriate, may prescribe it uniformly across all
ULBs (Detailed codes 0%0).

Secondary Accounting Code

The ULBs develop their own secondary accounting codes and, use it forwpsety
accounting.

An illustration to und erstand Coding Logic:

Tuition Fee of Rs. 1,000tollected by the 'Primary school in an ULB where they maintain
separate Fund for Education. Information to be captured under all three levels of codification
structure is shown below.

Debit: Cash / Bank
Levd 1 Funds: Education Fund is a separate fund under the Municipal Fund Group. (Code

for Municipal Fund’ Education: 1603)

Level 2 Budgeting Centres: Not applicable for cash and bank Accounts

Level 3 Accounting subjects: Cash account under the Asset hehdand Bank Balances.
(Code for Cash and bank BalantegSash: 45010)

Credit: Income
Level 1 Funds: Education Fund is a separate fund under the Municipal Fund Group. (Code

for Municipal Fund’ Education: 1603)

Level 2 Budgeting Centres: This is an in@omder the Education function/ service collected

by the Primary schools department. (Code for Educati®nmary Schools: 82)

Level 3 Accounting subjects: Tuition Fee is a user Charge under the Income from Fees and
User Charges. (Code for Fees and UdmarGes Other Fees: 14@0)

Accounting Entry to be passed is shown below:

Budgeti Debit .
Fund ng Account Accounting Entry DI/Cr Amount(Rs) cli{[?gtlfa?\r;:eoﬁ nlz(rz?
Code Centre Code (Nustrative Heads) lllustrative 9
Code figures
10-03 | 08-82 ?:)0'10' Cash Account Dr 1,000
140-40- To Fees & User
10-03 (a) charges - Other Fees cr 1,000
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SUMMARY

1. Chart of Accounts (COA) defines the heads under which the income, expenditure, assets
and liabilities of local bodies are classified and feaiis maintenance of accounts and
preparation of financial statements.

2. The codification structure proposed facilitates capture of all type of financial information
within an ULB, which are essential in a governmentugetEach type of classification is
considered as a group.

3. The mandatory groups for all local bodies are

1 Functions
1 Account Heads
Optional Groups are

1 Functionary (Responsibility center/department)
1 Field (Geographical center)
1 Funds
4. Function represents the various functions or servarggd out by the local body.

5. Account heads represent the nature of the income or expenditure.

6. Functions are provided through various responsibility/cost centres called departments
(Functionary).

7. Funds: ULB set up various funds for meeting certdojectives. Income and expenditure

under these funds are to be identified and disclosed separately.

Coding Logic

8. Functions of the ULB can have three levels within it. First level represents various
functions both obligatory and discretionary. Secongeleepresents the particular type of
service under a function, known as #AFunctio
particular cost center, Known as ACost Centr
9. Accounting subjects can be divided into two IsvBrimary and Secondary.

10. Primary account represents the subject of Income and expenditure. This code shall have 7

digits and it is structured in to Major, Manor and Detailed Account code.
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FAMILIARISATION WITH FINANCIAL STATEMENT

The provisions andules of the Act governing the ULB stipulate for preparation of the
Annual Administration Report and a Statement of Accounts by the ULB. The report shall be
in prescribed form and shall contain such information as the concerned authority may from
time to tme direct. Preparation of Financial Statements comprising of various reports as
stated below are the responsibility of the Head of the Accounts Department.
The Annual Report of the ULB shall include the following:

a. Financial Statementsconsisting of:
i. Balance Sheet;

ii. Income and Expenditure Statement;

iii. Statement of Cash flows (a summar
given period of time);

iv. Receipts and Payments Account (detailed as per the account heads);

v. Notes to Accounts; and

vi. Financial Performance Indicators.
b. Report of the Municipal Chief Auditor ;

c.Municipal c o mmi srsthecAnreial BisanciR &Staternnents and the

gualifications and comments made in the Report of the Municipal Chief Auditor; and

d. Standing Committeed s Act i on ToatkeeqoalifiBaiomsoand comments
made in the Report of the Municipal Chief Auditor and the Report of the Municipal

commissioner.

1 The ULBs prepare the financial statements like the Balance Sheet, Income and
Expenditure Statement, &ément of Cash flows and Receipts and Payments Account, at the
prescribed intervals.

1 Balance Sheet discloses figures as on a date for the current year and the previous year.
Income and Expenditure Statement, Statement of Cash flows and the Receiptgnaeuitsa
Account disclose progressive ydardate totals and the figures of the previous year and the
movements in various accounts. In addition, the Income and Expenditure Statement also
disclose the annual budget figures.

1 In respect of the accounting yedine ULB shall prepare all the statements and reports

specified in this paragraph.
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TRIAL BALANCE
Trial Balance is a list of closing balances in all the accounts in the Ledger and the Cash

Books. The process of preparation of the Financial Statementxiesded by preparation of a
Trial Balance. The purpose of preparing a Trial Balance is to determine the equality of posted
debits and credits, and to generate a basic summary of accounts for facilitating preparation of
the Financial Statements liktncome and Expenditure Statemenf Balance Sheet
Statement of Cash flowsaandReceipts and Payments Account
While preparing the Trial Balance the following points are taken care of:
1 The income accounts shall generally have credit balances and the expensesaccount
shall generally have debit balances.
1 The asset accounts shall generally have debit balances and the liability accounts and
the reserve funds shall generally have credit balances.
The following are the steps involved in the preparation of a Trial Balance:
1 All the ledger accounts shall be closed at period end and the debit or credit balance
shall be calculated.
1 The debit balances shall be posted in the debit column of the Trial Balance and the
credit balances in the credit column of the Trial Balance.
1 The posting of Ledger Accounts in the Trial Balance shall be in the same order as
prescribed in the Chart of Accounts.
The Cash Books shall be closed and the balances shall be posted in the Trial Balance.
Both the Debit Column and the Credit Column of the TBi@lance shall be totalled.
Since every debit entry has a corresponding credit entry, thaaahof the debit
balances in various account heads shall be equal to théosalmof the credit balances
in the other account heads.
1 The balances of income @rexpenditure accounts of Trial Balance are posted to
Income and Expenditure Statement.
1 The balances of assets, liabilities and reserve accounts of Trial Balance are posted to
Balance Sheet.
1 No item in Trial Balance should be left out without being credagher to Income
and Expenditure Statement or Balance Sheet.

An illustrated sample of Trial Balance is given in the next page
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MODEL MUNICIPAL CORP ORATION (MMC)
Trial balance for the period from 01.04.06 to 31.03.07

Code No Particulars Debit(Rs) | Credit(Rs)
Fixed Assets
41010-(a) |Land 3,00,000
41020(a) Building 1,30,000
41030-(a) |[Roads & Bridges 65,000
41040-(a) |Plant & Machinery 45,000
41050-(a) |Vehicles 12,500
41030-(a) |Fixed assets foot bridge 25,500
Accumulated Depreciation
411-20-(a) |Accumulated depreciatianBuilding 31,500
411-30-(a) JAccumulated depreciationRoads & Bridges 19,875
411-40-(a) |Accumulated depreciationPlant & Machinery 12,000
411-50-(a) |Accumulated depreciatidnVehicles 5,000
Depreciation
272-20-(a) |Depreciatiori Building 6,500
272-30-(a) |Depreciation Roads & Bridges 4,875
272-40-(a) |Depreciation Plant & Machinery 5,000
272-50-(a) |Depreciatiori Vehicles 2,500
Capital work in progress
412-10-(a) |Capital work in progressSchool buildings 16,500
41210-(a) |Capital work in progressParks & Plays ground 25,000
Investments
42090-(a) [Municipal fund investmenttreasury bills 5,000
421-80-(a) |Investment other fundsIndian bank 5,000
421-10-(a) [Family welfae grant investmentcentral Government 6,000
securities
Loans to others
460-30-(a) |Loans to othersMTU1 6,000
460-30-(a) |Loans to others MSB 0
460-30-(a) |Loans to othersMTU2 8,350
460-10-(a) |Loan to employees 4,700
46020-(a) [Employeeprovident fund loan account 2,250
Stock in hand
43010-(a) |Stock in hand Water supply stores 5,000
43010-(a) |Stock in hand Electrical stores 10,000
43010-(a) |Stock in hand Engineering stores 1,000
43010-(a) |Stock in hand purchasef medical stores 14,800
Advances
46040-(a) |Advance to suppliers & contractdrsSchool building 4,000
46040-(a) |Advance to suppliers & contractordachinery stores 2,500
Prepaid expenses
44030-(a) |Prepaid expense otherdMC computers 1,800
Miscellaneous expenditure not written off
48010-(a) |Loan issue expensedeferred 2,400
Incomes
180-30-(a) |Profit on sale of assefPlant & Machinery 1,000
171-30-(a) |Interest on loan to othersViTU2 1,000
160-20-(a) |Re imbursementf Government grant 16,000
160-10-(a) Motor tax- Revenue Grant 12,000
120-10-(a) [Tax and duties collected by otherfSntertainment tax 75,000
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Code No Particulars Debit(Rs) | Credit(Rs)
120-10-(a) [Tax and duties collected by otherduty on Transfer of 75,000
Property
11051-(a) Octroi & toll i Octroi 18,000
11051-(a) |Octroi & toll - Account current importers 4,000
140-12-(a) [Fees for grant of permitTransit fees 2,000
140-10-(a) Empanelment registration charge€ess 10,000
11052-(a) |Cess- netincome 45,000
160-10-(a) |Grant income- revenue grant 17,500
14050-(a) |Parking feesfees & user charges 7,500
13090-(a) |[Rental income from municipal properties 3,000
140-11-(a) |Licensing fees shops & bazaars 4,000
140(b) |Fees & User chargedvedical fees 15,000
170-10-(a) [ncome from investmentnterest (treasury bills) 550
170-40-(a) |Profit on sale of investment 1,500
14050-(a) |User chargeswater supply 7,000
14050-(a) |User charges sewerage 4,000
14050-(a) |User chargesmeter charges 3,000
14050-(a) |User chargeswater tankers 15,000
140(b) |Fees & User chargesvater supply 5,500
11001-(a) [Property tax residential 3,00,000
11001-(a) |Property tax commercial 4,00,000
11002-(a) Water tax 3,50,000
11003-(a) |Sewerage tax 150,000
17010-(a) [nvestment incomeinterest from Municipal fund 138
investment
280-10-(a) |Prior period income property taxesidential 2005 2,000
280-10-(a) |Prior period income property taxcommerciat 2005 4,000
140-40-(a) |Other fees property trasfer charges 5,000
140-70-(a) |Service and administration charges 4,000
171-20-(a) |Interest on loans advanced to employees 135
Provision for receivable
270-10-(a) |Provision for doubtful receivable Ces2004 3,000
270-10-(a) |Provision for doutful receivablel Cess 2005 2,000
270-10-(a) [Provision for doubtful receivablésfees & user chargéds 4,000
2005
270-10-(a) [Provision for doubtful receivablésfees & user chargds 3,000
2004
270-10-(a) |Provision for doubtful receivablepropertytax - 2005 2,500
270-10-(a) |Provision for doubtful receivableproperty tax 2004 1,750
270-10-(a) |Provision for doubtful receivableproperty tax 2003 750
27020-(a) |Provision for other assetd oan to MTU1 6,000
Other liabilities
340-20-(a) |Deposit revenueisrent 1,000
350-10-(a) |Other liabilities- Sundry Creditor§ Suppliers 44,000
35020-(a) |Recoveries payable from TDS contractors 4,000
34010-(a) |Deposit received from contractors/suppliers security 1,500
deposit
350-20-(a) |Recoveries payable from contractor§DS 1,000
340-10-(a) |Contractors/suppliersSecurity deposit 5,000
350-20-(a) |Recoveries payableworks contract taX park 250
350-20-(a) |Recoveries payable from contractor§DS 1,250
340-10-(a) |Contractos/suppliers Security deposit School building 1,800
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Code No Particulars Debit(Rs) | Credit(Rs)
34010-(a) |Contractors/suppliersSecurity deposit Parks & Play 1,000
ground
34020-(a) |Deposit revenues water supply 3,000
34010-(a) |From contractors/suppliersecurity deposit stores 1,000
360-10-(a) |Provision for expenske Communication expenses 1,500
36020-(a) |Interest & Financial charges payable 2,500
34080-(a) |Other security deposiipening 17,200
35010-(a) |Other liabilities- Sundry Creditors Contractors 43,000
36010-(a) |Provision for other expenses 34,050
35011-(a) [Employees liabilities unpaid salaries 1,000
34080-(a) Rental deposit others 15,000
Special fund
311-10-(a) |Special funds Tree authority fund 625
320(b) (Grant for specific purposefamily welfare project 7,860
Receivables
431-20-(a) Receivable for Ces2006 4,500
431-20-(a) Receivable for Ces€005 4,000
431-20-(a) Receivable for Cesf004 6,000
431-20-(a) Receivable for Cesf003 0
431-30-(a) |Receivables for fee& user chargeswater supply 2006 14,000
431-30-(a) |Receivables for fees & user chargegater supply 2005 8,000
431-30-(a) |Receivables for fees & user chargegater supply 2004 6,000
431-10-(a) |Property tax receivable on residential buildin@905 12,000
431-10-(a) [Property tax receivable on commercial buildin@905 4,000
431-10-(a) |Property tax receivable on commercial buildin@904 7,000
431-10-(a) |Property tax receivable on residential buildin@903 3,000
431-10-(a) |Propety tax receivable on residential building2002 0
431-40-(a) |Receivable from other sourcemterest on Loan to MSE 0
431-40-(a) |Receivable from other sourcemterest accrued on Loa 0
MTU 2
431-50-(a) |Receivable from GovernmentEntertainment tax 25,000
431-19-(a) |Receivable for other taxe€©ctroi from Account current 3,000
holders
431-40-(a) |Receivable from other soure@nterest accrued and not 138
due-Municipal fund investment
431-40-(a) |Receivable from other sourenterest accrued and not 125
due-Special fund investment
431-40-(a) |Receivable from other soure@nterest accrued and not 120
duei Grant fund investment
431-40-(a) [Receivables from other soures$erest accrued and no 135
due on employee loans
Borrowings
331-50-(a) [Loans from bank and financial institution for art galler, 93,700
S bank
331-70-(a) [11% debentures 50,000
IAccumulated Provision on outstanding receivables
432-30-(a) [Provision for outstanding fees & user chargester 4,000
supgy 1 2005
432-30-(a) |Provision for outstanding fees & user chargester 6,000
supply’ 2004
43210-(a) [Provision for outstanding property tax2005 2,500
432-10-(a) [Provision for outstanding property t&2004 3,500
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Code No Particulars Debit(Rs) | Credit(Rs)
432-10-(a) [Provisionfor outstanding property tax2003 2,250
432-20-(a) |Provision for outstanding Ce$2004 6,000
432-20-(a) [Provision for outstanding Ces2005 2,000
461-10-(a) [Provision for outstanding loans to others(MTU1) 6,000

Expenditures

13090-(a) [Rert, refund and remission 2,500
280-60-(a) [Prior period expenses Refund of other revenues rent 500
24050-(a) [Interest & Financial charges (Loan) 10,000
24060-(a) |Interest & Financial charges (Debentures) 5,500
27050-(a) [Miscellaneous exp writteoff 600
23059-(a) [Repairs & Maintenance other&AMC computers 600
220-12-(a) |Communication expense 1,500
220-21-(a) [Printing & stationery expense 700
14090-(a) |Fees remission & refundwater supply 2,000
280-60-(a) |Prior period expenserefund of other revenuesvater 500

supply

11090-(a) [Tax remission & refund property tax 3,000
280-50-(a) |Prior period expensesefund of taxes property taxes 2,000
230-30-(a) |Consumption of medical stores 7,200
271-10-(a) |Loss on salefestores 2,000
23050-(a) |[Repairs & maintenance infrastructure assets 25,000
260-10-(a) |[Family welfare grant expenditure 17,500

Cash & Bank
45010-(a) |Cash in hand 1,000
45021-(a) Bank balance 13,99,100
450(b) |Designated loan bank acatu 1,50,000
45041-(a) |Provident fund bank account 50,050
45042-(a) |Pension fund bank account 38,000
45041-(a) Water supply bank account 14,000
45041-(a) Designated bank accountree Authority Fund 500
45041-(a) Designated bank accounEamily Welfare Grant 6,740
Earmarked fund
311-71-(a) |Provident Fund 52,300
311-70-(a) |Pension Fund 38,000
311-13-(a) |Water supply Fund 14,000
311(b) |Gratuity & Leave encashment Fund 20,000
31010-(a) Municipal Fund 1, 95,500
31250-(a) |Reserves 96,700
312-10-(a) |Capital contribution 2,00,000
Salary

210-20-(a) [Basic salary 4,500
21020-(a) |Dearness allowance 4,000
21020-(a) House rent allowance 2,000
21020-(a) |Conveyance allowance 1,500
210-20-(a) Medical allovance 1,000
21010-(a) [Establishment expenédonus 1,500
21010-(a) [Establishment expens@vertime allowance 1,000
210-30-(a) |Pension/family pension expense 3,000
21040-(a) |Other terminal expensedeave encashment 7,500
21040-(a) |Otherterminal expensesGratuity 12,500

Total 26,16,183 26,16,183
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INCOME AND EXPENDITU RE STATEMENT
The ULBs also prepare an Income and Expenditure Statement for every accounting period.

The Income and Expenditure Statement discloses the results ofotheng of the ULB

during the period covered by the statement. It shows incomes and expenditures of the ULB
for an accounting period and the excess of income over expenditure areweefor that
period.

Since the Financial Statements are prepared waweuval basis, the Income and Expenditure
Statement shall include all the income earned during the year whether actually received or not
and all the expenditure incurred whether actually paid or not.

The Income and Expenditure Statement is drawn from tla Balance. The various heads

of incomes and expenditures are posted from the Trial Balance to the Income and
Expenditure Statement.

While preparing Income and Expenditure Statement, following should be kept in mind:

1 The balances in the income accounthjch generally have a credit balance
and are recorded on the credit side of the Trial Balance, shall be posted on the Income side of
the Income and Expenditure Statement;

1 The balances in the expense accounts, which generally have a debit balance
and are eécorded on the debit side of the Trial Balance, shall be posted on the Expenditure
side of the Income and Expenditure Statement;

1 The excess of income earned by the ULB over expenses incurred by the ULB
shall be transferred to and added to the MunicipaldFmnthe Balance Sheet. Likewise,
excess of expenses incurred over income earned shall be transferred to and reduced from the

Municipal Fund in the Balance Sheet.

Any income or expenditure under a particular individual head, which is more than 1% of the
total gross income of the ULB or Rs. 1,00,000 whichever is higher, are shown separately in
the Schedules annexed to the Income and Expenditure Statement.

An example of the Income & Expenditure Statement of the Model Municipal Corporation

prepared from the &il balance is cited in the next page:
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MODEL MUNICIPAL CORP ORATION (MMC)
Income & Expenditure Statement for the period 01.04.06 to 31.03.07

Code Schedule| Current Year | Previous Year
Item/ Head of Account
No. No Amount (Rs.) | Amount (Rs.)
1 2 3 4 5
INCOME
1-10 | Tax Revenue -1 12,64,000
1-20 Assigned Revenues & -2 1,50,000
Compensation
1-30 Rental I.ncome from Municipal -3 500
Properties
1-40 | Fees & User Charges -4 80,000
1-50 | Sale & Hire Charges I-5 0
1-60 Reve_nl_Je Grants, Contributis & -6 45.500
Subsidies
1-70 | Income from Investments [-7 2,188
1-71 | Interest Earned -8 1,135
1-80 | Other Income -9 1,000
A | Total T INCOME 15,44,323
EXPENDITURE
2-10 | Establishment Expenses [-10 | 38,500
2-20 | Administrative Expenses -11 | 2,200
2-30 | Operations & Maintenance -12 | 32,800
2-40 | Interest & Finance Expenses [-13 | 15,500
2-50 | Programme Expenses I-14
.60 Revgnye Grants, Contributions & 1115 | 17.500
subsidies
2-70 | Provisions & Write off -16 | 23,600
2-71 | Miscellan®us Expenses -17 | 2,000
2-72 | Depreciation 18,875
B Total T EXPENDITURE 1,50,975
Gross surplus/ (deficit) of income
A-B | over expenditure before Prior 13,93,348
Period Items
2-80 | Add: Prior period Items (Net) [-18 | 3,000
Gross surplus/ (defiti of income
over expenditure after Prior Perioc 13,96,348
Items
2-90 | Less:Transfer to Reserve Funds
Net _balance being s_u_rplus/ deficit 13.96,348
carried over to Municipal Fund
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SCHEDULES FORMING PART OF THE INCOME & E XPENDITURE ACCOUNT
SCHEDULE I-1: TAX REVENUE [CODE NO 110]

Minor Particulars Current year Previous year
Code No (Rs.) (Rs.)
1 2 3 4
11001 | Property tax 7,00,000
11002 | Water tax 22,000 3,50,000
11003 | Sewerage Tax 1,50,000
11051 | Octroi & Toll
11052 | Cess 45,0®
11080 | Other taxes 12,67,000
Sub-total
Less
Tax Remissions and Refund 3,000
11090 | 1schedule 1 1 (a)]
Subtotal
Total tax revenue 12,64,000
SCHEDULE I-1 (A): REMISSION AND REFUND OF TAXES
Code Particulars Current Year Previous Year
No. Amount (Rs.) Amount (Rs.)
1 2 3 4
Property taxes
11090 | Water tax 3,000
Advertisement tax
Others
Total refund and remission of tax revenues 3,000

SCHEDULE [-2 : ASSIGNED REVENUES & COMPENSATION [CO DE NO 120]

Code

Current Year

Previous Year

No. Particulars Amount (Rs.) Amount (Rs.)
1 2 3 4
12010 | Taxes and Duties collected by others
120-20 | compensation in lieu of Taxes / duties 1,50,000
12030 | compensations in lieu of Concessions
Total assigned revenues & compensation 1,50,000
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SCHEDULE [-3: RENTAL INCOME FRO M MUNICIPAL PROPERTI ES [CODE NO 130]

Code

Current Year

Previous Year

No. Particulars Amount (Rs.) Amount (Rs.)
1 2 3 4

13010 | Rent from Civic Amenities
13020 | Rent from Office Buildings 3,000
13080 | Other rents

Sub-Total 3,000
13090 | Less: Rent Remission and Refunds -$athl 2,500

Total Rental Income from Municipal

) 500
Properties
SCHEDULE I-4 : FEES & USER CHARGES [CODE NO 140]
Code Particulars Current Year Previous Year
No. Amount (Rs.) Amount (Rs.)
1 2 3 4

14010 | Empanelment & Registration Charges 10,000
14011 | Licensing Fees 4,000
14012 | Fees for Grant of Permit 2,000
14013 | Fees for Certificate or Extract
14040 | Other Fees 5,000
14050 | User Charges 42.000
14060 | Entry Fees
14070 | Service / Administrative Charges 4,000
14080 | Other Charges 15,000

SubTotal 82,000
14090 | Less:Rent Remission and Refunds 2,000

Subtotal 2,000

10.1 Total income from Fees & User Charge 80.000

Income heagdvise '

SCHEDULE I-5 : SALE & HIRE CHARGES [CO DE NO 150]

Detailed Particulars Current Year Previous Year
Head Code Amount (Rs.) Amount (Rs.)
1 2 3 4

15010 Sale of Products

15011 Sale of Forms & Publications

15012 Sale of stores & scrap

15030 Sale of Others

15040 Hire Charges for Vehicles

15041 Hire Charges for Equipment
10.2 Total Income from Sale & Hire
charged income headvise
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SCHEDULE I-6: REVENUE GRANTS, CONTRIBUTIONS & SUBSI DIES [CODE NO160]
Detailed Particulars Current Year Previous Year
Head Code Amount (Rs.) Amount (Rs.)
1 2 3 4

160-10 Revenue Grant 29,500

160-20 Re-imbursement of expenses 16,000

60-30 Contribution towards schemes

gﬁﬁslicR”i\S/enue Grants, Contributions & 45,500

SCHEDULE [-7: INCOME FROM INVES TMENTS i GENERAL FUND [CODE NO 170]

Detailed Head

Current Year

Previous Year

Code Particulars Amount (Rs.) Amount (Rs.)
1 2 3 4
170-10 Interest on Investments
170-20 Dividend
170-30 Income fr_om prc_)jects taken up on 688
commercial basis
170-40 Profit in Sale of Investments 1,500
170-80 Others
Total Income from Investments 2,188

SCHEDULE |-8: INTEREST EARNED [CODE NO 171

Detailed Head Particulars Current Year | Previous Year
Code Amount (Rs.) | Amount (Rs.)
1 2 3 4

171-10 Interest from Bank Accounts

171-20 Interest on Loans and advances to Employees 135

171-30 Interest on loans to others 1,000

171-80 Other Interest

Total.i Interest Earned 1,135

SCHEDULE 1-9: OTHER INCOME [COD E NO180]

Detailed Head Particulars Current Year Previous Year
Code Amount (Rs.) | Amount (Rs.)
1 2 3 4
180-11 Lapsed Deposits
180-30 Profit on Disposal of Fixed asses 1,000
180-40 Recovery from Employees

Total Other Income 1,000

SCHEDULE 1-10: ESTABLISHMENT EX PENSES [CODE NO 210]

Detailed Particulars Current Year | Previous Year
Head Code Amount (Rs.) | Amount (Rs.)
1 2 3 4
210-10 Salaries, Wages and Bonus 2,500
210-20 Benefits and Allowances 13,000
210-30 Pension 3,000
210-40 Other Terminal & Retirement Benefits 20,000
3.1 Total establishment expenses i expense 38,500
head wise
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SCHEDULE |-11: ADMINISTRATIVE E XPENSES [CODE NO 220

Detailed Particulars Current Year | Previous Year
Head Code Amount (Rs.) | Amount (Rs.)
1 2 3 4
220-10 Rent, Rates and Taxes
220-11 Office maintenance
220-12 Communication Expenses 1,500
220-20 Books & Periodicals
220-21 Printing and Stationery 700
220-30 Travelling & Conveyance
Total administrative expenses i expense 2,200
head wise

SCHEDULE 1-12: OPERATIONS AND MAINTENANCE [CODE NO 230]

Detailed Particulars Current Year Previous Year
Head Code Amount (Rs.) Amount (Rs.)
1 2 3 4

230-10 Power & Fuel

230-30 Consumption of Stores 7,200

230-40 Hire Charges

230-51 Repairs & maintenance 1 Infrastructure Assets 25,000

230-59 Repairs & maintenance i Others 600

230-80 Other operating & maintenance expenses

Eg;zl \(I)v?seéatlons & maintenance - expense 32.800

SCHEDULE 1-13: INTEREST & FINAN CE CHARGES [CODE NO 240]

Detailed Particulars Current Year | Previous Year
Head Code Amount (Rs.)| Amount (Rs.)
1 2 3 4

24050 Interest on Loans from Banks & Other Financi 10,000
Institutions
24060 Other Interest 5,500
24070 Bank Charges
24080 Other Finance Expenses
Total Interest & Finance Charges 15,500
SCHEDULE [-14: PROGRAMME EX PENSES [CODE NO 250]

Detailed Particulars Current Year | Previous Year
Head Code Amount (Rs.)| Amount (Rs.)
1 2 3 4

25010 Election Expenses
25020 Own Programmes
25030 Share in Programmes of others

Total Programme Expenses
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SCHEDULE 1-15: REVENUE GRANTS, CONTRIBUTIONS & SUBSIDIES [CODE NO 260]

Detailed Head Particulars Current Year | Previous Year
Code Amount (Rs.)| Amount (Rs.)
1 2 3 4

26010 Grants [give details] 17,500
26020 Contributions [give details]
Total Revenue Grants, Contuifions & 17,500
Subsidies
SCHEDULE I-16: PROVISIONS & WRI TE OFF [CODE NO 270]
Detailed Particulars Current Previous Year
Head Code Year Amount (Rs.)
Amount
(Rs.)
1 2 3 4
27010 Provisions for Doubtful receivables 17,000
27020 Provision for other Asets 6,000
27040 Assets written off
27050 Miscellaneous Expense written off 600
Total Provisions & Write off 23,600
SCHEDULE 1-17: MISCELLANEOUS EX PENSES [CODE NO 271]
Current
Detailed . Year Previous Year
Head Code Particulars Amount Amount (Rs.)
(Rs.)
1 2 3 4
271-10 Loss on disposal of Assets 2,000
271-20 Loss on disposal of Investments
Total Miscellaneous expenses 2,000

SCHEDULE [-18: PRIOR PERIOD ITEMS (NET) [CODE NO 280]

Detailed Particulars Current Year Previous Year
Head Code Amount (Rs.) Amount (Rs.)
1 2 3 4

Income
28010 Taxes 6.000

280-20 Otheri Revenues

28040 Other income

Sub’i Total Income (a) 6,000
Expenses
28050 Refund of Taxes 2,000
28060 Refund of Othef Revenues 1,000
28080 Other Expense
Subi Total Income (b) 3,000
Total Prior Period (Net) (a-b) 3,000
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BALANCE SHEET
The ULBs prepare a Balance Sheet at the end of each accounting period. The Balance Sheet

is a statement, which reflects the financial position of the ULB as aartecydar date. It
presents the assets, liabilities and reserves of the ULB as on a specified date.

The Balance Sheet is also drawn from the Trial Balance. Assets, liabilities and reserve heads
are posted from the Trial Balance to the Balance Sheet.

The déails of various Balance Sheet items are given in separate schedules attached to the
Balance Sheet.

While preparing the Balance Sheet, the following should be kept in mind:

a. The balances in the asset accounts, which generally have a debit balance and are
recorded on the debit side of the Trial Balance, shall be posted on the Asset side of the
Balance Sheet;

b. The balances in the liabilities accounts, which generally have a credit balance and
are recorded on the credit side of the Trial Balance, shalbfed on the Liability side of the
Balance Sheet;

The Model Balance Sheet of a Model Municipal Corporation prepared on the basis of

Trial balance (already cited previously) is given in the next page.
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MODEL MUNICIPAL CORP ORATION (MMC)
BALANCE SHEET OF MO DEL MUNICIPAL CORPOR ATION AS ON 31ST MARCH 2007

Current Year | Previous Year
Codde No Description of items Schedule No, Amount Amount
(Rs) (Rs.)
LIABILITIES
Reserve & Surplus

310 Municipal (General) Fund B-1 15,901,848 195,500

311 Earmarked Funds B-2 1,24.925 114,000

3.12 Resarves B-3 2.96,700 06,700
Total Reserves & Surplug 20,132,473 M, M)

a2 Grants, Coentributions for B4 7,860
specific pur poses
Loans

3-30 Sacured Loans B-5 0

331 Unsacurad Loans B 143,700 0
Total Loans 1,423,700 0
Current Liabilities and
Provisions

340 Deposits Recaived B-7 46,500 35,000

341 Deposit works B-& 0

3.50 Other Liabilities (Sundry B-9 1,04, 500 75,000
Creditors)

360 Provisions B-10 38,050 39,050
Total Current Liabilities and 189,050 144,050
Provisions
TOTAL LIABILITIES 23,54,083 550,250
ASSETS
Fixed Assets E-11

4-10 Gross Block 578,000 327,500

4-11 Less: Accumulated Depreciation 68,375 52,500
Met Block

412 Capital Work-in-Progress 41,500 24000
Total Fived Assets 551,125 24909, (e
Investments

4-20 Investment — General Fund E-12 5,000 0

421 Investments — Cther Funds B-13 11,000 0
Todal Investments 16, (W}

Current Assets, Loans and
Advances

4-30 Stock in Hand (Inventories) E-14 30,800 38,000
Sundry Debiors (Receivables)

4-31 Gross amount outstanding E-15 97,018 64, 500

Current Year | Previous Year
Code No Description of items Schedule No, Amount Amount
(Rs.) (Rs.)

4.32 Less: Accumulated provision (26,250) (13,2500
against bad and doubtful
Receivables
Net amount owtstanding T0,005 56,250

4-40 Prepaid Expenses B-16& 1,800 [i]

4-50 Cash and Bank Balances B-17 16,59,390 144,000

4.a0 Loans, advances and deposits B-18 7,800 18, 000

4-al Less: Accumulated provision {6, 000 (5,000
against Loans
Net Amount cutstanding 21,800 13,000
Total Crurrent Assels, Loans & 758,558 251,250
Advances

470 Other Assets E-19

4-80 Miscellaneous Expenditure (to BE-20 2400 i
the extent not written off)

TOTAL ASSETS 23,54,083 550,250
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The various schedules to the Balance Sheet have been provided below:

SCHEDULE B-1: MUNICIPAL (GENERA L) FUND [CODE NO 310
Opening balarce|  Additions Deductions Balance at the
Code . . . end of the
N Particulars as per the last | during the year |Total (Rs.)| during the
0. current year
account (Rs.) (Rs.) year (Rs.) (Rs)
1 2 3 4 5 6 7
31010 | Municipal Fund
1,95,500 13,96,348 | 15,91,848
31090 Excess of Incomg
& Experditure
Total Municipal
fund (310) 1,95,500 13,96,348 | 15,91,848 0 0

SCHEDULE B-2: EARMARKED FUNDS
SCHEDULE Bi 2: SPECIAL FUNDS/SINKING FUND/TRUST OR A GENCY FUND [CODE NO 311]

Particulars

Gratuity &
Leave
encashment

Tree

Authority

fund

Pension
fund

Provident
fund

Water

supply
fund

Code No.

(a) Opening Balance

Nil

Nil 45,000

55,000

14,000

(b) Additions to the Special Fund

20,000

14,000

(i) Transfer from Municipal Fund

3,000

300

(ii) Interest/Dividend earned on
Special Fund Investments

625

(i) Profit on disposal of Special
Fund Investments

(iv) Appreciation in Value of Special
Fund Investments

(v) Other addition (Specify nature)

Total (b)

625 3,000

300

Total (a+b)

20,000

625 48,000

55,300

14,000

(c) Paymentsout of funds

(i) Capital expenditure on

Fixed Assets*

Others

Subi total

(i) Revenue Expenditure on

Salary, Wages and allowances ¢

10,000

3,000

Rent

Other administrative charges

Subi total

0 10,000

3,000

(i) Other:

Loss on disposal of Special Func
Investment s

Diminution in Value of Special
Fund Investments

Transferred to Municipal Fund

Subi total

Total of (i+ii+iii) ()

10,000

3,000

Net balance at theyear endi
(atb)-(c)

20,000

625 38,000

52,300

Grant Total of Special Funds

20,000

625 38,000

52,300

14,000
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SCHEDULE B-3:

RESERVES [CODE NO312]

Opening | Additions Deductions Balance at
Code . : X the end of
Particulars balance during the Total (Rs.) during the
No. year (Rs.) year (Rs.) the current
' ' year (Rs.)
312-10 | Capital Contribution 200,000 200,000 200,000
31211 | Capital Reserve 0 0
Borrowing
31220 Redemption Reserve 0 0
Special Funds
31230 | (Jilised) 0 0
31240 | Statutory Reserve 0 0
312-50 | General Reserve 96,700 96,700 96,700
312-60 | Revaluation Reserve 0 0
Total Reserve funds | 96,700 200,000 296,700 0 296,700

SCHEDULE B-4: GRANTS & CONTRIBU TION FOR SPECIFIC PURPOSES[CODE NO 320]

Particulars

Grants from
Central
Government

Grants from
State
Government -
Family welfare
Grant

Grants from
Other
Government
Agencies

Grants from
Financial
Institutions

Others

Code No.

(a) Opening Balance

(b) Additions to the
Grants *

(i) Grant received
during the year

25,000

(i)
Interest/Dividend
earned on Gran
Investments

360

(iii) Profit
disposal of
Investments

on
Granf

(iv) Appreciation in
Value of Grant
Investments

(v) Other addition
(Specify nature)

Total (b)

25,360

Total (a+b)

25,360

(c) Payments out of
funds

(i) Capital
expenditure on

Fixed Assets*
Others

Subi total

Nil

(i) Revenue
Expenditure on

Salary, Wages and
allowances etc.
Rent

Other administrative
charges

17,500

Subi total

17,500

(iii) Other:
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Loss on disposal of
Grant Investments
Diminution in Value of
Grant Investments
Grants Refunded

Subi total Nil 0 0 0
Total (c) [i+ii+iii]

Net balance at the 7860

year endi (a+b)-(c)

Total Grants & 7,860 0 0 0

Contribution for
Specific Purposes

SCHEDULE B6& 5:SECURED LOANS (CODE NO. 330
Schedule B-5: Secured Loans [ Code Mo 330]

§ Current Year | Previous Year

Code No, Particulars Amount (Rs) | Amount {Rs.)
1 2 3 4

330-10 Loans from Cantral Government

330-20 Loans from State povernment

330-30 Loans from Govt, bodies & Associations

330-40 Loans from international agencies

330-50 Loans from banks & other financial institutions 0

330-a0 Other Term Loans

330-70 Eonds & debenturas

330-80 Other Loans

Total Secured Loans 0
SCHEDULE B-6; UNSECURED LOAN
Schedule B-6: Unsecured Loans [Code No 331
. Current Year Previous Year
Code No. Particulars Amount { Bs,) Amount (Rs.)
| 2 3 4
331-10 Loans from Central Government
331-20 Loans from State government
331-30 Loans from Govt bodizs & Associations
331-40 Loans from international agencies
331-50 Loans from banks & other financial institutions 03,700
331-60 Othar Term Loans
331-70 Bonds & dabenturas 50,000
331-80 Other Loans
Total Un-Secured Loans 143,700
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SCHEDULE B-7: DEPOSITED RECEIVED (CODE NO. 340)
Schedule B-7: Deposits Received [Code No 240]

Amourt in Rs.

Current Year Previous Year
Code Mo Particulars Amount (Ks,) Amount (Rs.)
1 2 3 4
A40-10 Frorn Contractors 10,200
340-20 From Ravenues 4,000
340-30 From staff

240-80 Frorn Others 32,200
Total deposits received 46,5040

SCHEDULE B-8: DEPOSIT WORKS (CODE NO. 341)
Schedule B-8: Deposits Works [Code No 341 ]
Opening Balance

t
Code balance asthe | hooio" | Utilisation/ | outstanding at the
Particulars beginning of e ) expenditure el of the current
Mk, ) current vear
the vear J\mﬂ“n'll Rs) Amount | Rs) year
A mount | Rs) Amount (Rs)
1 2 3 4 5 6

341-10 | Civil Works

341-200 | Electrical works
341-80 | Others

Total of deposit works

SCHEDULE B-9: OTHER LIABILITIES (SUNDRY CREDITORS) (CODE NO. 350)

Schedule B-% Oiher Liabilities (Sundry Creditors) [ Code Mo 350]
Armouny (n s

. Current Year Previous Year
Code No. Particulars Amount (Rs) Amount (Rs.)
| 2 3 4
A50-10 Creditors 07,000
A50-11 Emploves Liabilities 1,000
A50-12 Intarast Accrued and Due
A50-20 Recoveries Payabla 6,500
A50:30 Government Dues Pay able
A50-80 Othars
Total Other Habilities (Sundry 104,500
Creditors)

SCHEDULE B-10: PROVISIONS (CODE NO. 360)
Schedule B- 1k Provisions [Code No, 3640]

Code Mo, Particulars ;:::::':m :t]g;“]' 2:::::: :t;:]r
1 2 3
360-10 Pravision for Expansas 35,550
360-20 Provision for Intarest 2500
360-30 Provision for Other Assats ]
Total Provisions 3R 050
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SCHEDULE B-11: FIXED ASSETS (CODE NO. 410 & 411)

Schedule B-11: Fixed Assets [Code No. 410 & 411]

Amount in Rs.

Gross Block Accumulated Net Block
Depreciation
Code No Particulars Opent Additions | Deductions | Costat the | Additions | Attheend | Atthe end of
pening during the during the end of the pening during the | of current the previous
Balance N Balance
period $ period year period year year
1 2 3 4 5 6 7 8 11 12
410-10 Land 100, 000 200,000 300,000 300,000 100,000
410-20 Buildings 100, 000 30,000 130,000 25,000 6,500 98,500 75,000
Infrastructure Assets 0 0 0
410-30 Roads and Bridges 63,000 25,500 90,500 15,000 4,873 T0625 30,000
410-31 Sewerage and drainage i} 0 0
41032 Watar way s 1] ] 0
410-33 Public Lighting 0 0 0
{Xher assefs 1] 1] 0
410-40 Plants & Machinery 50,000 5000 45,000 10,000 2,000 33,000 40,000
410-50 | Vehicles 12,500 12,500 2,500 2,500 7,500 10,000
410-60 Offica & other 1} 0 0
aquipment
41070 | Furnitare, fixtures, i i 0
fittings and  electrical
appliances
41080 | Other fixed assis i i] i
Total 327,500 255,500 5000 578,000 52,500 15,875 509,625 275,000

- Addirions include ficed assers created owt of Earmarked Funds and Grand s trangferred to Urban Local Body's fived blodk as referred to in Schedule B-2 and B4

SCHEDULE B-12: INVESTMENTS i GENERAL FUND (CODE 420)
Schedule B-12: Investments — General Fund [Code 420]

Armcer RBs
With whom Face value | Cuorrent vear | Previous year
Code Mo, Particulars (Rs.) Carrving Cost | Carrving Cost
invested
(Rs.) (Rs)
1 2 3 4 5 [
420-10 Central Government Sacurities
420-20 State Government Securities
420-30 Debentures and Bonds
420-40 Preference Shares
420-50 Equity Shares
420-60 Units of Mutual Funds
420-80 Other Investmeants 5,000
Total of Investments General EELIL L] 1]
Fund

SCHEDULE B-13: INVESTMENTS i GENERAL FUND (CODE 421)
Schedule B-12: Investments - Other Funds [Code 421]

Amovirr Ks.
. With whom Face value Current year Previous vear
Code No, Particulars invested (Rs.) Carrying Cost | Carryving Cost
) (Rs.) (Rs)
1 2 3 4 5 i3
421-10 Cantral Government S2curities 6,000
421-20 State Government Sacurities
421-30 Debentures and Bonds
421-40 Prfernce Shiares
421-50 Equity Shares
421-60 Units of Mutual Funds
421-80 Other Investments 5,000
Total of Investments Other 11, (M)
Funds

Inzert the other Heads of Account and the comesponding Codes of Account for other imvestments made by the ULB
Frowide break-up of other inve stments as provided for General Fund Investments,
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SCHEDULE B-14: STOCK IN HAND (INVENTORIES) (C ODE 430)

Schedule B-14: Stock in Hand ( Inventories

Codle 430

Amoury in K.

. Current Year Previous Year
Code No, Particulars Amount (Rs.) Amount (Rs.)
1 2 3 4
430-10 Stoes 30,800
430-20 Loose Tools
430-30 Others
Total Stock in hand 0,804

SCHEDULE B-15: SUNDRY DEBTORS RECEIVABLES) (CODE N 0.431)

Schedule B-15: Sundry Debitors (Receiv ables) [Code No 431
Gross Provisien for et nf;::"s
Caode Na, Particulars Amount Cutstanding | A mount Net amount
(Rs.) revenues | Bs,) (Rs.) (Rs.)
1 2 3 4 5=3-4 ]
(Code No 432)
431-10 | Receivables for Property Taxes 26,000 8250 17,750
Less than 5 years *
More than 5 vears*
Sub — total
431-91 Less: Stak Government CessesLavias in
Taxes — Control Accounts
Net Receivables of Property Taxes 26, (MW} R 2150 17,750
431-19 Receivable of Other Taxes 3,000 3,000
Less than 3 vears*
Mo than 3 vears#
431-99 Sub- total
Less: Stake Government CessesLevies in
Taxes — Control Accounts
Net Receivahbles of Other Taxes 3,000
431-20 | Receivables of Cass Income
Less than 3 vears* 8,500
Mo than 3 vears# &, 000 8,000 6,500
Sub- total 14,500
431-30 Recaivables for Fess and Usar Charpes 28,000 10,000 18,000
Less than 3 years*
More than 3 vears*
Sub - total 42,500 18,0010 17,500
431-40 Receivables from Other Sources 518
Less than 3 years*
Mo than 3 vears#
Sub - total 518 518
431-50 Receivables from Govemment 25,000 25,000
Total of Sundry Debtors (Receivahbles) ¥7.018 26,250 70,768
Mote:

The provision made against accrual items would not attect the opening’ closing balance s of the Demand and Collection

SCHEDULE B-16: PREPAID EXPENSES(CODE NO.440)
Schedule B-16: Prepaid Expenses [Code Mo 440]

. Current year Previous year
Code N, Particulars Amonnt |VR5.] Amount |'Rs]
1 2 3
440-10 Establishmeant
440-20 Adminmstrative
440-30 Operations & Maint2nance 1,200
Total Prepaid expenses 1800
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SCHEDULE B-17: CASH AND BANK BALANCES (CODE NO.450)
Schedule B-17 :Cash and Bank Balances [Code No 450]

. Current year Previous year
Codde No. Particulars Amount |'Rs.] Amount |'Rs.]
1 2 3
450- 110 Cash 1, (W}
Balance with Bank — Municipal Funds
450-21 Mationalised Banks 13,99, 100
450.22 Other Scheduled Banks
450-23 Scheduled Co-operative Banks
450-24 Post Office
Sub-total 14, (W, 1K)
Balance with Bank — Special Funds
450-41 Mationalised Banks 104, 200
450-42 Other Schedulad Banks
450-43 Scheduled Co-operative Banks
450-44 Post Office
Sub-total
Balance with Bank — Grant Fumds 1540, (WM}
450-61 Mationalised Banks
450-62 Other Schedulad Banks
450-63 Scheduled Co-operative Banks
450-64 Post Office
Sub-total
Total Cash and Bank balances 1659, )

SCHEDULE B-18: LOANS ADVANCES AND DEPOSITS (CODE 4@®)
Schedule B-18: Loans advances and deposits [Code 4600

Opening Balance | Pald during Recovered Balance
Caode at the beginning the current during the outstanding at
Particulars the end of the
No, of the year year year 3
Rs.) (Rs.) (Rs.) year
{ (Rs.)
1 2 3 4 5 6

460-10 | Loans  and  advances to 4,700

employees
460-20 | Employes Provident Fund 2,250

Loans
460-30 | Loans to Others 14,350
460-40 | Advance o Suppliers  and 6500

Contractors
460-50 | Advance to Others
460-60 | Deposit with External Agencies
460-80 | Other Cumrent Assats

Sub -Total 27,804
461- Less: Accumulated Provisions 6,000

against Loans, Advances and

Deposits (Schedule B — 18 (a)]

Total Leans advances, and 21,804 0

deposits
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SCHEDULE B-18 (A): ACCUMULATED PROVISIONS AGAINST L OANS, ADVANCES AND
DEPOSITS (CODE NO.46.)

Schedule B-18 (a): Accumulated Provisions azainst Loans, Advances, and Deposits | Code No 461
Current Previous
e -
Codde No. Particulars A :_:;I:'m A:“':::'m
(Rs.) (Rs.)
1 2 3 4
4a1-10 Loans to Others &, 000
441-20 Advances
441-30 Deposits
Total Acenmulated Provision 0,0

Maote: The totals of this Schedule should equal to the amount as per the total in Schedule B- 18

SCHEDULE B-19: OTHER ASSETS (CCDE NO. 470)
Schedule B-19: Other Asseis [Code No 470

Current year Previous year

Code No Particulars

Amount (Rs.) Amount i Rs.)

| 2 3
470-10 Deposit Works
470-20 Other asset control accounts
Total Other Assets

SCHEDULE B-20: MISCELLANEOUS EX PENDITURE (to the extent not written gff CODE NO.480)
Schedule B-20: Miscellaneous Expenditure (to the extent not written off) [Code No 480]

Code No sarticulars Current year Previouws year
Amount (Rs,) Amount | Rs,)
1 F
480-10 Loan Issue Expenses Deferred 2,400
480-20 Discount on Issue of Loans
430-230 Deterred Revenue Expensas
450-90 Others
Total Miscellaneous expenditure 2 40Hy

CASH FLOW STATEMENT

Cash Fow statement is prepared in order to have information about the cash flows of an
enterprise. It is useful in providing users of financial statements with a basis to assess the
ability of the enterprise to generate cash and cash equivalents and thefribed=terprise

to utilise those cash flows.

A Cash Flow Statement, when used in conjunction with the other Financial Statements,
provides information that enables users to evaluate the changes in assets and liabilities of an
ULB, its financial status, ahthe actual performance in terms of cash inflows and outflows.

An example of the Cash flow of MMC is shown in the next page:
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Model Municipal Corporation (MMC)

Statement of Cash Flow for the vear ended 31st March. 2007

rarticulars

Current Year (Rs.)

Previous Year (Rs.)

a. Cash flows from operating activities

Amount (Rs)

Amount (Rs)

Amount(Rs)

Amount (Rs)

Gross surplus/ (deficit) over expenditure 13,96,348
Adjustments for

Add;

Depreciation 18,875
Interest & finance expenses 15,500
Provision for doubtful debts 23,000
Less:

Profit on disposal of assets {1,000
Interest income (1,822
Investment 1Income (1,5000
Adjusted income over expenditure before

effecting changes in current assets and

current liabilities and extra ordinary items. 14,49.401
Changes in current assets and current

liahilities

(Increase) / decrease in Sundry debtors (27,246
(Increase) / decrease in Stock in hand 7,200
(Increase) [ decrease in prepaid expenses (1,800
(Increase) / decrease in other current assets 850
(Decrease ) increase in Deposits received 11,500
(Decrease)/ increase in other current
liabilities 29,500
(Decrease )/ increase in provisions (5,000
Extra ordinary items (Specify)
Net cash generated from/ (used in) operating
activities (a) 14,64,405
b. Cash flows from investing activities
(Purchase) of fixed assets (55,5009
{Purchase) of CWIP (17.500)
(Increase) / Decrease in Special funds/grants
(Decrease) / Increase in Earmarked funds 18,785
(Purchase) of Investments (21,0009
Add:
Proceeds from disposal of assets 3,000
Proceeds from disposal of investments 6,500
Interest income received 1,550
Recovery of Loan 1,950
Loan advanced to employee (5,000
Loan advanced to MTUZ2 (10,0009
Net cash generated from/ (used in) investing
activities (b) (77,215)

¢. Cash flows Irom linancing activities
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Particulars
Add:
Loans from banks/others received
Less:
Loan repaid
Finance expenses

Current Year (Rs.)

150,000

(6,300
(15,500

Previous Year (Rs.)

Net cash generated from (used in) financing

activities (c) 128,200
Net increase/ (decrease) in cash and cash

equivalents (a + h + ¢ 15,15,390
Cash and cash equivalents at beginning of

period 144,000

Cash and cash equivalents at end of
period

16,539,390

the year comprises of the following
account balances at the end of the year:

Cash and Cash equivalents at the end of

i. Cash Balances

ii. Bank Balances

iii. Scheduled co-operative banks
iv. Balances with Post offices

v. Balances with other banks

1,000
16,558,390

Total

16,539,390

RECEIPTS AND PAYMENT S ACCOUNT
The Receipts and Payments Account shows the sources of funds and the appliddtiods

during the accounting reporting periods. The Receipts and Payments Account shall be
prepared from the Balance Sheet, Income and Expenditure Statement, Ledgers and Cash

Book.

The following shall be noted in relation to preparation of Receimtdaryments Account:

1 The receipts considered are on cash basis and does not take into account the receivables.

Similarly, the payments considered are on cash basis and does not take into account the

payables.

1 Noncash items like Depreciation, Miscellanedtipenditure w/off (written off), Profit

Loss on disposal of Fixed Assets, Prdfitoss on disposal of Investments will not be

considered while preparing this statement.

1 If any loan is obtained by the ULB in such a way that the disbursement of instalhi:ien
directly made to the appointed Contractor, then the loan, though not directly received in

cash by the ULB, should be shown as 'Receipts'. Similarly, corresponding payments made

to the Contractor, though not made in cash by the ULB, should be shdRayasents'.

An example of the Receipts and Payments account of MMC is shown in the next page:
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Receipt and Pavments accounts for the

Model Municipal Corporation ( MMC)

riod from 01.04.2006 to 31.03.07

Code (r’:'llllﬂl Corresponding Code (I'::'Il‘frzi Corresponding
No. Head of A cconnt Amount Previous Period No. Head of Account Amount Previous Period
(Rs.) Amount (Rs) iRs.) Amount (Rs,)
Opening Balances# (EENLLI]
Cash balinces including Imprast 1,000
Balances with Banks/Treasury 143,000
(including balances in designated
bank accounts)
Operating Receipis 15,34, 20 Ohprerating Payn enids B9.650
1-10 Tax Revenue 13,03, 000 2.10 Establishment Expenses 16,350
1-20 Assigned Ravenues & 125,000 2-20 Administrative Expenses 200
Compensations
1-30 Rental income from  Municipal 3,000 2.30 Operations and Maintenance 15,100
Properties
1-40 Fees & User Charges 55,500 2.40 Interest & Finance Charges 15,500
1-50 Sale & Hire Charges 2-50 Programme Expenses
1-60 Revenue Grants, Contributions & 45,500 2-60 Revemnne Grants, Contributions & 17,500
Subsidizs Subsidias
1-70 Income from Investments 1,290
1-71 Interest Earnad 1,000 4-30 Purchass of Stores 5,000
1-80 | Other Income Other Collections on behalf of 20,000
State and Central Government
Non-Operating Receipis 185,150 Non-Operating Paym ents 214,400
3-30¢31 | Loans Received 150,000 3-50 Other Payables 54,300
340 Deposits Received 43, 500 50 Refunds Payable 10,500
20 Grants and contribution for specific 25000 - Repavment of Loans 6,300
purposes
250 Sale proceeds from Assets 3,000 *E Refund of Deposits 20,000
4-20 | Realisation of  Investment - 6,500 4-10 | Acquisition / Purchase of Fixed 30,000
General Fund Assals
421 Realisation of Investment — Other 4-12 | Capital Work — in - Progress
Funds
3-41 D posit works 50,000 3-41 Deposit works 28000
Revenue Caollected in Advance 420 Investments — General Fund 10000
Loans & Advances o Employees 4-21 Investments — Other Funds 11000
(recovery
4.a0 Other  Loans &  Advances 2,150 4-a0 Loans & Advances to Emplovess S000
(recovery
Deposits with External Apencies 4-40 Prpaid Expznses 1500
(recovery )
Other Receipts 4.a0 Other Loans & Advances - 10000
MTU2
3-50 Unclaimed salaries 1,000 4-60 Deposits with External Agencies
3-50 Sale proceads of stores 2,000 4-60 Advance to contractors & others 13000
350 Recovery from Contractors 2,000 4-80 | Loan issue expense deferred 3000
4-a0 Emploves provident fund Loan 2500
Closing Balances # 16,59 3N
Cash balances including Imprest 1,000
Balances with  Banks/Treasury 16,58 390
(including balances in designated
bank accounts)
GRAND TOTAL 1963440 GRAND TOTAL 19, 63,440

FINANCIAL RATIO ANAL YSIS
A ratio is an arithmetical relationship between two figures. Ratios are indicators of
performance of the ULB/Department. Finandradtio Analysis is a study of ratios between

various items or groups of items in the Financial Statements of the ULB.

An example of the financial ratios of Model Municipal Corporation (MMC) computed from

the financials above is given in the next page:
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FINANCIAL RATIOS OF MODEL MUNICIPAL C ORPORATION

FOR THE PERIOD ENDED 31ST MARCH 2007

Sr. No. Particulars Current Year Previous Year

Income Ratios

1 Tax Revenue to Total Income Ratio... (%) 81.85

2 Property & Other Taxes to Total Income Ratio... 77.70
(%)
Octroi to Total Income Ratio... (%) 1.42

3 Cess to Total Income Ratio... (%) 291

4 Assigned Rewvenues & Compensations to Total 0.71
Income Ratio._. (%)

3 Rental Income from Municipal Properties to Total 0.03
Income Ratio... (%)

6 Fees & User Charges to Total Income Ratio... (%) 5.18

7 Revenue Grants, Contributions & Subsidies to Total NA
Income Ratio... (%)
Expense Ratios

8 Establishment Expenses to Total Income Ratio... 2.49
(%)

] Administrative Expenses to Total Income Ratio... 0.14
(%)

10 Operations & Maintenance to Total Income Ratio. .. 212
(%)

11 Interest Expense to Total Income Ratio... (%) 1.00
Net Income Ratios

12 Cash Surplus / Deficit to Total Income Ratio... (%) 1.03
Efficiency Ratios

13 Gross Property Tax Receivables Ratio... (No. of 482
Days)

14 Gross Cess Recelvables Ratio... (No. of Days) 103

15 Property Tax Receivable to Property Tax Income 46.15
Ratio... (%)

16 Cess Receivable to Cess Income Ratio... (%) 379

17 Operations & Maintenance to Gross Fixed Assets 5.67
Ratio... (%)

18 Interest Expense to Loans Ratio. .. (%) 10.79
Leverage Ratios

19 Loans to Reserves Ratio or Debt-Equity Ratio... 0.07
(times)

20 Interest Coverage Ratio... (times) 70.62

21 Debt Service Coverage Ratio. .. (times) 74.65
Investment Ratios

22 Earmarked Fund Investments to Earmarked Funds 8.81
Ratio... (%)

23 Interest on Investments Ratio... (%) 13.68
Liquidity Ratio

24 Current Assets to Current Liabilities Ratio... (times) 0.44
Asset Ratios

25 Fixed Assets to Total Assets Ratio._. (%) 23 4]
Performance Ratios

26 Income per Employee. .. (Rs.) 30886.46

27 Expenditure per Employee... (Rs.) 3019.50

23 Income per Citizen... (Rs.) NA

20 Expenditure per Citizen... (Rs.) NA

Note: It is assumed that the total staff strength is 50.
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SUMMARY

1. The financial statements indicate the state of affairs and the performance of the ULB for a
stated period usugla year.

2. Financial statement comprise of the following

a. Balance Sheet;

b. Income and Expenditure Statement;

c. Statement of Cash flows (a summary of ar
time);

d. Receipts and Payments Account (detailedex the account heads);

e. Notes to Accounts; and

f. Financial Performance Indicators.

3. The process of preparation of the Financial Statements shall be preceded by preparation of
a Trial Balance.

4. TheTrial Balance is a list of closing balances inl @he accounts in the Ledger and the
Cash Books. The purpose of preparing a Trial Balance is to determine the equality of posted
debits and credits, and to generate a basic summary of accounts for facilitating preparation of
the Financial Statements

5. TheULB shall also prepare dncome and Expenditure Statemenfor every accounting
period. The Income and Expenditure Statement discloses the results of the working of the
ULB during the period covered by the statement. It shows incomes and expenditimes of t
ULB for an accounting period and the excess of income over expenditure arevseefor

that period.

6. The ULB shall prepareBalance Sheett the end of each accounting period. The Balance
Sheet is a statement, which reflects the financial postiaghe ULB as on a particular date.
It presents the assets, liabilities and reserves of the ULB as on a specified date.

7. Cash Flow statement is prepared in order to have information about the cash flows of an
enterprise. It is useful in providing userkfmancial statements with a basis to assess the
ability of the enterprise to generate cash and cash equivalents and the needs of the enterprise
to utilise those cash flows.

8. The Receipts and Payments Account shows the sources of funds and the @pplatati
funds during the accounting reporting periods.

9. Notes to Accounts shall comprise of Statement of Significant Accounting Principles,
Statement on Contingent Liabilities, Subsidy Report and Other Disclosures.

10. Ratios are indicators of performardehe ULB/Department. Financial Ratio Analysis is
a study of ratios between various items or groups of items in the Financial Statements of the
ULB.
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EXERCISE 17 SESSION 3

1. Indicate the correct alternative in each of the following cases:
a. The mandtory groups under coding structure for local bodies are
I. Account heads
ii. Field
iii. Fund
b. Functions are provided through various responsibility centres called
i. Function
ii. Field
iii. Functionary
c. Account heads is divided in to
i. Two levels
ii. Three levels
iii. Four levels
d. Primary account code is structured in to
i. Major Head code & Minor Head code
ii. Minor head code & Detailed Head code
iii. Major Head code, Minor Head code & Detailed Head code
2. Match the following

Account Code | Account Description
a. 171 20 Secured Loans
b. 271 30 Assigned revenues & compensation
C. 47 10 Vehicles
d. 371 30 Operations & Maintenance expense

3. Identify the relevant Account codes (Major Head Minor Head 1 Detailed Head) for
the following transactions

i. Property tax income on Residential buildings amounting to Rs 10,00,000
ii. Income from grant of transit permit amounting to Rs 1,50,000

iii. Payment of wages to temporary workers amounting to Rs 15,00,000

iv. Payment of electricity bill amounting to RS,000

v. Consumption of Machinery spares costing Rs 15,000

vi. Repairs of office equipment amounting to Rs 30,000

vii. Depreciation on office buildings amounting to Rs 20,00,000

viii. Refund of water charges pertaining to previous year amounting to,B81B5

ix. Amount collected as security deposit from contractor/Supplier amounting to Rs
2,00,000

X. Interest accrued and due on loans amounting to Rs 3,00,000
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EXERCISE 27 SESSION 3

Fill in the blanks
1. . is a Ist of closing balances in all the accounts in the ledger

and the cash book.

2. The Income and Expenditure Statement shows of the ULB

3. Any income or expenditure under a particular individual head, which is

or which ever is higher, shall be shown separately in the Schedules annexed

to the Income and Expenditure Statement.

4. Balance sheet reflects of the ULB.

5. A cash flow is classified in to , &
Activities.

Answer the following questions
1. What do financial statements comprise off?
2. What is the purpose of Cash flow statement?

3. State any five differences betweven ARecei
statement?

4 . In a Cash flow statement what does fiCash
5. What do negative balance in ACash fl ow fr

6. What do the following ratios signify and how it is computed?
a. Tax revenu# total income ratio
b. Gross property tax receivable ratio.
c. Operations and maintenance to gross fixed asset ratio.
d. Debt service coverage ratio
e. Current asset to current liabilities ratio.
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SESSION TITLE: Points to befollowed in Certification Aud

it

Session Guide

| NSTRUCTORG6S GUI DE

Reference

Partici
Response

SESSION OVERVIEW

Welcome participants to the session and remind them
their active participation isritical for the success of ea(
session.
Remind themthat in the last session Charts of Accounts w
discussed and participants were familiarized with Finar
Statements

Tell them thatin this sessiowvarious probable audit points f
Certification Audt will be discussed.

Lecture

BASIC CONCEPT

Explain the objective / purpose of Certification Auditudit
Materiality e.g. Assessing materiality, Relationship betw

Materiality and Sensitivity of account, Factors other t
value deciding materiali, Audit ProceduresSystem Base
Approach, Opening Balances and Comparatives, Evide
Reporting Types of opinions e.qualified Opinionsetc.

Tell them the duties of the Auditor, appointed by the St

Government, as laid down in the West Bengal Mipail Act.

1 Lecture

9 SESSION 4
PowerPoint
Presentation

SUMMARISE

Summarise the session with the mention of topics discuss
during the session.
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SESSION TITLE
Points to be followed in Certification Audit
LEARNING OBJECTIVE
At the end of this Sessiothe participants wil

1 understand th@rimary objective of financial audi©bjectives set by CAG of India,

Audit Materiality, Relationship between Materiality and Sensitivity of account,
1 be familiar with theAudit Procedures, Evidence, Reporting, Undiedi opinions,
Quialified Opinions

SESSION OVERVIEW
This session covegeneral audit objectives of financelidit; objectives set by CAG of India
and explain theAudit Materiality, Assessing materialityRelationship between Materiality
and Sensitivity oiccountetc. It will also covefactors other than value deciding materiality,
Materiality by nature, Materiality by context. This session also covers the Audit Procedure
which include Analytical Procedures, System Based Auwaditl Substantive Test of Rés
andlegal requirementof the Examiner of Local Accounts or Director of Local Fund.
OBJECTIVE OF FINANCI AL AUDIT OR CERTIFIC ATION AUDIT
The purpose of financial audit of Municipal entities include providing decision makers
(financial statement userg)ith the assurance as to whether the financial statements of the
entities are reliable (presented fairly in all material respects, r@aece with accounting
rules) and repordn non compliance with laws and regulations.
AUDIT OBJECTIVES
In relation o financial audit, it is necessary to clarify the following concepts:

1 Primary objective of financial audit;
1 Objectives which might be set by the CAG or the Statute;
1 The general audit objectives of any financial audit

PRIMARY OBJECTIVE OF FINANCIAL AUDIT

Financial audit may be defined as a process of attestation of financial accountability of
accountable entities involving examination and evaluation of financial records and expression

of opnion on financial statement®rimary objective of financial audits, therefore,
Aexpression of an opinionodo on financi al stat
OBJECTIVES SET BY CAG OR STATUTE

While the primary objective of the financial audit is to give an opinion on the financial
statements (accounts), the Cni@ auslitisocaried ous may

The objectives set by the CAG would reflect his audit mandate and policy. For instance,
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while carrying out the financial audit of Finance and Appropriation Accounts of a State
Government, verification of adequacy of internahtols in the systems followed in the
compilation of accounts leading to preparation of Finance and Appropriation Accounts in the
office of the Accountant General (A&E) may be specified as an objective. Sometimes the
Statute (the legislation governing thedit) may also lay down the audit objectives.

THE GENERAL AUDIT OB JECTIVES OF FINANCIA L AUDIT: ASSERTIONS IN
FINANCIAL STATEMENTS

To be relevant, the audit must relate to general objectives (also called assertions). Assertions

are positive statements@alut t he O0state of Dbeingo. For ex
receipts are accounted for, or that all the investments shown in the accounts were really
owned by the entity. These general audit objectives (assertions) are designed to ensure that
the auditor obtains evidence to support all aspects of the opinion required to be expressed on

an account.
GENERAL FINANCIAL AU DI' T OBJECTI| \ERRS | ONAS$ F ORANR PAYMENT

OR INCOME AND EXPEND ITURE ACCOUNT ITEMS
There are five general audit objecsvas indicated below:

1 Completeness
1 Occurrence
1 Measurement
9 Disclosure
1 Regularity
These audit objectives are explained below:

COMPLETENESS: 6 Compl et enessd® means that al |l trans
account have been recorded. This impliest tho transaction has been overlooked. This
assertion directly tests for potential understatement of figures in accounts. To take an
example, if the accounts are prepared for the financial yearRD0&n item of expenditure

which takes place during 2840 is not recorded in accounts of 2008, the completeness

objective is not fulfilled.

OCCURRENCE: 6 Occurrenced means that al/l recorded
to the year of account. For instance, if an item of receipt was bookedacndbents for the

financial year 20090 which actually related to financial year 201D, then it violates the
assertion of O6occurrenceo. To satisfy the 0
200910 (in above instance) and not to anyeotfinancial year.

MEASUREMENT: 6 Measur ement &6 means that the recorde

valued, properly calculated, or measured in accordance with established accounting policies,
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on an acceptable and consistent basis. This involves maodh than clerical accuracy as it

requires the auditor to check conformity with established accounting policies and standards
and the consistency in measurement.

DISCLOSURE: 6 Di scl osur ebd me ans an item 1s di scl
accordance Wi the recognised accounting policies and practices and relevant statutory
requirements, if any. This implies that the receipts and expenditure were booked to proper
heads of accounts and the disclosure in the notes and foot notes in the accounts are
appopriate and adequate.

REGULARITY: 6 Regul aritydé is unique requirement for
the expenditure and receipt is an important element to be considered. For example, a payment
may be correctly recorded and properly disclosedhin relevant year of the account at

correct value, but payment would be irregular if it did not accord with the requirement of the
governing legislation or regulations.

FOR BALANCE SHEET OR ITEMS OF ASSETS AND LIABILITIES

There are five general audit objes as indicated below:

1 Completeness
i Existence
9 Valuation
1 Ownership
9 Disclosure
These objectives are explained below:

COMPLETENESS: 6 Comp |l et eness 6 means that all assets
the accounts and nothing was omitted. In otlerds there are no unrecorded assets or
liabilities. This objective directly tests for potential understatement of assets and liabilities.

For example, if the accounts omit some investments or liabilities, the completeness objective

is not satisfied.

EXISTENCE: 0 EXxi st enced means that al |l recorded as
given date. This objective directly tests for potential overstatement of assets and liabilities.

For example, if the accounts show some amount as cash balance daséchot exist, the

0exi stenced objective is not satisfied.
VALUATION: 6 Val uati ond means that the values give
and have been arrived at in accordance with the establisbedunting consistent
application.

OWNERSHIP: 6 Owner shi pd6d means that the assets are
properly those of the entity and both arise solely from regular activities. The balance sheet
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presents an accumul ation of the @&@nbbebgdsi ol
requires that the assets and liabilities reported actually represent those rights and obligations
of the entity on the given date. For example, if an item is shown in the accounts as amount
receivable, the entity should have the legal riglsui® and collect the amount.
DISCLOSURE:0 Di scl osured means that the assets and
classified and described in accordance with applicable reporting framework and relevant
statutory requirements, if any. This implidgt the assets and liabilities were booked to
proper head of account and the disclosure in the notes and footnotes in the accounts are
appropriate and adequate. For instance, if obligations under the guarantees given by the
entity are not shownintheacaint s, t he requirement of o6di scl
AUDIT MATERIALITY
The concept of materiality underlines the whole process of financial audit. The users of
financial statements do not need absolute accuracy to make informed decisions. A matter is,
therefore considered material, if its omission or misstatement would reasonably influence the
decision of an intended user taken on the basis of financial information given in accounts
The concept of materiality is used both at planning stage of thg aben deciding what
and how much work (i.e. audit procedures) needs to be done, and in evaluating the results of
the audit. These are known as O6éplanning mat
Thus materiality should be considered by audien:

a) determining the nature, timing and extent of audit procedures; and

b) evaluating the effects of misstatements.
There is an inverse relationship between materiality and the degree of audit risk, that is,
higher the materiality level, the lower the audsk and vice versa. The auditor takes the
inverse relationship between the materiality and audit risk into account when determining the
nature and extent of audit procedure. As a matter of caution, the planning materiality should
be taken at lower fige than reporting materiality.

ASSESSING MATERIALIT Y
Materiality depends on the size and nature of the item judged in the particular circumstances

of its misstatement. In assessing materiality, the prime consideration is the total value of the
errors in he account. However, the value is not the sole consideration while determining

materiality. The concept of materiality recognises that some matters, either individually or

in aggregate, are relatively important for true and fair presentation of fiharforanation in

conformity with recognised accounting policies and practices. The nature of the error, or the
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context in which transaction occurs, are sometimes more important and Audit must always

consider these factors, as well as value, when decndiegher an error is material.

Thus materiality can be categorised into three types. These are explained in following

paragraphs:

1 Materiality by Value
1 Materiality by Nature
1 Materiality by Context

The point where the total value of errors in an accountrbesaunacceptable to Audit, so

that Audit would have to qualify the audit opinion, is called materiality level of that account.

Audit has to judge the materiality level of a particular account through the eyes of the

intended users of that account.

account.

The materiality thresholds depend on the nature of accounts and their sensitivity. Materiality

is a relative term and requires the exercise of professional judgement. Materiality should be

chosen to reflect the drivers behind the account, and could be expenditure, income, average
surplus or asset values etc. The level of materiality by value is set at the outset of the audit,
but only should be considered as a guide. It should not be coatidénard and fast figure.

A range of values can be considered for materiality and audit plan should contain a

justification of the choice.

Audit materiality should be based on its individual circumstances. When deciding on a figure

to be used as matelity the auditors should be guided by two questions:

fHow great i s

account results in less error being tolerated before the financial statements are felt to be no

the userso i
1 What are they most likely to be concerned about?
RELATIONSHIP BETWEEN MATERIALITY AND SENS ITIVITY OF ACCOUNT

The level of interest in the amgnt dictates sensitivity of the account, more interest in the

nt erest i n

longer giving true and fair view of the state of affairs of the entity.

The materiality level isisually set at a percentage of the materiality base depending upon the

In dpitmis, Audit will be judging the sensitivity of the

t

he

sensitivity of the accounThe example given in the following table illustrates different base

figures and materiality thresholds depending upon the sensitivity of the accounts:

Materiality thresholds based on sensitivity of Accou

Base kgure for Materiality Very Sensitive Sensitive Not Sensitive
Normal net surplus 5% 51 10% 10%

Gross income /expenditure| 0.5% 0.57T 2% 2%
Turnover (Sales) 0.5% 0.57 2% 2%

Total assets 0.5% 0.57 1% 1%

Net assets 1% 171 2% 2%
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Example
A public sector company is engaged mainly in trading activities. The income of the company
in a year is Rs. 500 crore. The accounts are not considered sensitive as there is no recent
interest expressed by thedislature and members of general public. There is no proposal for
di sinvest ment of governmentds share in the <c
governmentConsidering the accounts as neansitive, materiality threshold for sales was
fixedat 2% i.e. Rs. 10 crore was fixed for financial (attest) audit.
FACTORS OTHER THAN V ALUE DECIDING MATERI ALITY
While the use of percentage as numerical threshold such as one percent of expenditure may
provide the basis of preliminary assessment of méitgrid can not appropriately be used as
substitute for a full analysis of all relevant considerations. In other words materiality is also
affected by nature of error as well as context of error.
MATERIALITY BY NATUR E
The quest i onDoesshkerad affcearfigureiinsaccdunts which users expect to
be stated with high degree of accuracy or which is likely to be of great interest toothem?
This recognises that in any set of accounts some are more material than others. These will
include specificdisclosure requirements of the auditee entity and the matters which the
auditor knows the legislature would be interested in to the extent that a higher degree of
accuracy is required for those particular figures than the account as a whole.
MATERIALITY B Y CONTEXT
The qgquestion here being addressed is dls er
aspects of accounts?0 For exampl e, due to a
that a department has savings when it has in fact excesdediget, will become material.
AUDIT PROCEDURES
The following audit procedures are commonly used to obtain audit assurance and help in
forming opinion on the financial statements.

1 Analytical Procedures

1 System Based Audit

1 Direct Substantive Testing
ANALYT ICAL PROCEDURES
Analytical procedures consist of evaluation of financial information in audit, by studying the
plausible relationships among both financial and non financial data. It involves analysis of
significant ratios and trends that are inconsisteitih other relevant data or which deviate

from expectations. OExpectationso in this co
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figure in accounts being audited, should approximately be as worked out from other relevant
financial and non finanal information. It is based on assumption that there are relationships
between items in the accounts and this relationship may be expected to continue.
Example:
1 The reasonableness of figures of expenditure on salaries can be verified by
multiplying the imber employees in each grade with the average salary of the grade.
1 The reasonableness of the interest on General Provident Fund balance can be verified
by multiplying the average balance in the General Provident Fundveithréscribed
rate of interest.
Comparing the amounts with budgeted amounts as well comparing these with the figures of a
few previous years, identifying anomalous items within an account balance e.g. salaries
should not be drawn for more than 12 months in a year, are part of anaigtieal.
The analytical review procedure may be applied to the consolidated financial statements and
individual eements of financial statements.
The analytical review procedure helps us to find areas which should be examined in detall
during audit. Whenhe analytical review procedure identifies significant fluctuations or
relationships that are inconsistent with other relevant information or that deviate from
predicted amount, the auditor should investigate and obtain adequate explanations and
appropriateevidence. Mere existence of anomaly or amounts deviating from expectations is
not enough to draw conclusions. These should be substantiated later on by carrying out
detailed audit by obtaining evidence.

SYSTEM BASED APPROACH
The organisations establistysseems of control designed to assure the accuracy and

completeness of financial statements, the legality and regularity of underlying transactions
and economy, efficiency and effectiveness of operations. Generally speaking, if the auditor is
satisfied abouthe adequacy and effectiveness of these controls, the substantive checking of
financial statements, transactions can be reduced accordingly. The approach whereby the
audi tor checks the adequacy and effeistivene
known as the System Based Approach (SBA).
Various steps involved in SBA are as follows:

1 Identification and irdepth evaluation of relevant key controls, and assessment of

extent, if any, to which the auditor can rely on these controls provided théyuack

to be operating effectively.
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1 The testing of the operation of these controls to establish whether they have operated
effectively throughout the period under examination.
1 The evaluation of the results of the tests of control to establish whethezgtee df
reliance foreseen can be takeoni the examination of the controls.
Based on above examination, the auditor will arrive at a conclusion as to whether the controls
are existing, reliable and extent of their reliability. The auditor may alsoatedicopholes
in internal control system and suggest what additional controls could be used to remove such
loopholes.
Example:
In the Revenue Department of Kolkata Municipal Corporation, asgstem could be
06Assessment of Pr op ectivesyherdveonldhbe that the propesty taxtish e o
assessed as per rate prescribed under appropriate Act. The internal control to achieve this
objective could be that the staff engaged for assessment work should note down the
notification regarding propertiax rates once in a month (say o0 the month) from of
the Administration Wing which records all notifications/ circulars on various subject. The
auditor may find this control not effective and instead may recommend that whenever any
circular on rags of the tax is issued, the Head in charge of Revenue Department should get
these notifications acknowledged the day of receipt of the notification from all the staff
engaged with assessment.

DIRECT SUBSTANTIVE T ESTING
Direct Substantive tests are thosst$ of transactions and balances which seek to provide

evidence as against audit assertions like completeness, acalistgsure (classification)
etc. in the information contained in accounts or financial statements. The testing involves
examination ofsamples of transactions or account balances and is a form of inductive
reasoning where the reasonableness of aggregate results is inferred from the evidence of
reliability of the individual details that have been tested.
Example
If the auditor wants toets t whet her the O6lnvestmentsd sho
overstated, he will check the records relating to investments like ledger, instruments of all the
investments if possible, otherwise he can check this on sample basis.
Various steps invokd in performing direct substantive testing are as follows:

1. Determination of sample size and performance of test check as explained below.

2. ldentification of subsystems to be tested. For example, in Revenue Department of

KC one of the sulsystems couldbé Pr operty Taxad.
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3. ldentification of audit objectives to be tested for selectedsysbtem. For example,
the audit objective could be to check whi
accurately reflected in the accounts i.e. checking the asseftion@c o mp.l et enes s

4. ldentification of techniques of gathering evidence. In case of above cited example the
auditor would compute the amounts of individual transactions and reconcile the same
with the amount given in the ledger.

5. Formulation of conclusions ahefulfillment or other wise of audit objectives for the
selected sugystem.

OPENING BALANCES AND COMPARATIVES

Opening Balancesd6 are those account bal ance
They are based on the closing balances of the giregeeriod and therefore reflect the
transactions of preceding periods and accounting policies applied in those periods. The audit
team should obtain relevant, reasonable and competent audit evidence that amounts derived
from precedi ng staement are ieg fromi materialcmisatdtements (which
materially affect the current periodds fina
policies are constantly applied, or where changes have been, they are properly disclosed.

60 Comp ar ae thev @mse8pondinrg amounts and other related disclosures from the
preceding period which are part of current
period adjustment or change in accounting policy, the opening balances should be consistent
with  preceding perioddéds closing bal ances. Tt

1 The accounting policies used for comparatives are consistent with those of the current
period, or, where this is not the case, the appropriate adjustment and disclasure ha
been made.

1 The comparatives agree with the amounts and disclosures made in the preceding
period and are free form materi al mi sst a
financial statements.

1 Where the comparatives have been adjusted to take intoracobuwany relevant
legislation, accounting standards, rules and instructions, appropriate disclosures have
been made in the financial statements.

Normally in the majority of circumstances, the financial statements of the preceding periods
would have beenualited by Comptroller and Auditor General of India and there may not be
prior period adjustments. In such cases audit team must rely on the audit work in the

preceding period and restrict audit procedure to checking that account balances have been
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