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ABSTRACT

Every RULSG Occasional Paper is subjected to an external

refereeing process before being published.

A reliable and time series financial reporting is an essential prerequisite for accountability, fiscal

management, research, proper monitoring,  public scrutiny and policy formulation. In India budget

documents at the Union and state levels supply regular and consistent fiscal data flow that has stood the

test of times. The purpose of this paper is to empirically verify the cross–section data of budget,

revised budget and accounts of local government budget on the basis of illustrative case studies of

selected urban and rural local governments in Kerala.  The study shows that the budgeting and accounting

system in Kerala is in deep disarray and calls for remedial action. Some suggestions for improving the

situation are also given.

Keywords:  Fiscal data, budget, financial reporting, double entry system, Annual financial statements,

Accountability.



 “Well! I’ve often seen a cat without a grin,’ thought Alice

 ‘but a grin without a cat! It’s the most curious thing i ever saw in my life!”

- Lewis Carroll, Alice in Wonderland

Introduction

The 73rd/74th Constitutional Amendments (CAs) gave constitutional status to local governments1

(LGs) which were once  part of the rural  or urban development departments. They provide for

quinquennial elections, uniform institutional  architecture and regular flow of funds.  Within the

parameters set by the CAs, the states have been given adequate flexibility to build and promote local

governments as a viable component in delivering local development and social justice in the Indian

federal polity. While the fiscal federalism literature of the West treats citizens as customers or consumers,

the CAs envisage citizens as political  entities engaged in the transformation of their area and consider

LGs as autonomous institutions responsible,  responsive and accountable to the people.

The CAs mandate the LGs(as per 243G, 243W and 243ZD read along with schedules XI and

XII)  to plan and implement schemes and policies for ‘economic  development and social justice’

besides preparing  a draft development plan for each district.  Kerala is one state that took the CAs

seriously and comprehensively amended the Kerala Panchayat Act, 1994 and Kerala Municipal Act

1994 to devolve funds, functions and functionaries  in order to create ‘institutions of self-government’

on   the basis of the recommendations of an expert committee popularly called Sen Committee (1996-

98). The state legislature also amended all the important related legislations (36 in all) to empower and

enable  the LGs to act on their own. To be sure, CAs  along with the  significant reforms taken by

Kerala could be considered as important steps towards ushering in a strong local democracy.

1 I have used the term Local Government (LG) in preference to local self-government (LSG) used in the Kerala
Panchayat Act and Kerala Municipality Act as well as in official correspondence for a variety of reasons.  For one, LG
or LSG refer to panchayats and municipalities.  My definition of democratic decentralisation as the empowerment of
the people through empowerment of LGs assumes relevance here.[see Oommen (2004) in Geeta Sethi (ed.)]. They
derive their constitutional status from Part IX and Part XIA of the constitution. Two, the use of the term self-
government for one tier of government  smacks of the days of freedom struggle although the emphasis in the letter
and spirit of Part IX and Part IXA is autonomous governance. Panchayats and municipalities are no longer part of any
department but are governments on their own.   So I think LG is a better expression than LSG. Needless to say, it is
not an issue of semantics, but one’s preference in usage based  on better reasoning. At any rate the Government of
Kerala has accepted the reports of the Committee for the Evaluation of Decentralised Planning and Development
(2009), the Fourth SFC Report (2011), the Fifth  SFC Report (2015) and the like which have used local government
instead of local self-government.
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Needless to say, the CAs at best  provide only  necessary conditions, several sufficient conditions

are also  required to see local governance at work on a stable and sound footing. An important pre-

requisite for any government to function efficiently and transparently is to have a regular financial

reporting system. Without this you cannot have an integrated public finance consisting of Union,

States and local governments2. Financial reporting is the process of producing reliable and consistent

fiscal data and statements that disclose an organization’s financial status to the concerned stakeholders

which for local governments consist of elected representatives, administration, civil servants, and the

wider local community. No meaningful decision-making or inference can be made by it by the gram

sabha/ward sabha, the local government, policy-makers, researchers or by any entity without a credible

financial data system. This study proceeds on the hypothesis that the budgets of LGs in Kerala do not

provide a consistent and reliable fiscal data  and  fails to be part of  a reliable and regular financial

reporting system3. A well-orchestrated, rule-based and fully comparable budget system remains a

distant goal. In Kerala the Panchayat Raj Institutions (PRIs) consist of 941 Gram Panchayats, 152

Block Panchayats and 14 District Panchayats and the urban local governments (ULGs) comprise 87

municipalities and 6 corporations function independently, subject to guidelines  and regulatory control

by the Local Self-Government Department.   For efficient stewardship and good use of public money,

proper accounting and regular financial reporting is a sine-qua-non. This study is important  for it can

initiate debates that can streamline the budget-making process and contribute to the theory, practice

and policies relevant to local budget and budget-making. This is an unexplored area.

1.0. A Brief Historical Backdrop

This section traces out briefly the local governance system and finance before the two CAs and

the pattern of financial accounting system that has evolved since then to serve as a backdrop to the

discussions that follow.  Before the two CAs, Kerala’s local bodies were governed by the Kerala

Panchayat Act, 1960 and the Kerala Municipalities Act, 1960 and the Kerala Municipal Corporation

Act 1961.  These Acts for the first time systematically unified the laws existing in Malabar and the

Travancore-Cochin state and sought to enlarge the functional domain and resource base of the panchayats

and the municipalities.  Although I do  not propose to trace the legislative efforts, moves and

countermoves that happened following the abortive Kerala Panchayat Bill, 1958 and the District

Council Bill, 1959 (introduced on the recommendations of the first Administrative Reforms Committee

presided over by EMS Namboodiripad), it is instructive to outline the salience of the local governance

regime in Kerala  at the eve of the CAs.

2 For the first time in the history of  Economic Surveys (first survey was in 1960 and that was tabled  by Jawaharlal
Nehru in Parliament), this year survey  visualizes  an integrated approach to federal public finance [see Government
of India (2018) Chapter 4].

3 For an attempt at producing reliable data on panchayats in Kerala, one may refer to Oommen et al (2017).
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First, Kerala except for a very brief period of District Council in the early 1990s, had only a

Gram (Village) Panchayat system. The several Bills introduced by the various governments since the

first Kerala Ministry (1957-59) recommended only a two-tier panchayat system besides the municipalities.

Second, the village panchayats had a fairly good revenue base. It had powers to levy property tax,

profession tax, entertainment tax, show tax etc. Third, expenditures were confined largely to traditional

civic functions. Fourth, statutorily every panchayat was required to formulate annual budget of receipts

and expenditure and had to maintain a five percent budgetary balance. This continues even today.

Fifth, Kerala has had a tradition of raising own revenue and had generally raised large amounts by

comparison with other states. As far back as 1960-61 the average own revenue of Kerala gram Panchayats

was the highest among the Indian States with Rs.10902 per panchayat as against an all-India average

of Rs.1798. [See GOI (1964): 55]. Own tax revenue as a percentage of total receipts was 33 per cent

in 1990-91 and 38 per cent in 1991-92 and including non-tax revenue, and assigned revenue, own

revenue was over two thirds of the total income of gram panchayats (See Kerala SFC Report 1996:

Table 4.2). This shows the high fiscal base and data availability  of Kerala which is in sharp contrast

to what is obtained in the rest of the country.

Anyone who  carefully reads through the recommendations of the last four union finance

commissions (UFC) will be struck by the efforts made to empower the third tier especially in building

a fiscal data base in the country and improving the accounts, auditing and accountability mechanisms

in the states. However, looking back we find that the progress achieved has been halting, piecemeal

and incomplete. Kerala is no exception.

The UFC XI said as far back as 2000:

“In many states, the formats and procedures for maintenance of accounts by these bodies prescribed

decades ago, are continued without making any  improvements to take into account the manifold

increase in their powers, resources and responsibilities …. with the passage of time, the flow of

funds to the panchayats and municipalities will increase considerably. Therefore there is a need

to evolve a system of maintenance of accounts by the local bodies that could be adopted by all

the states”[Government of India (2000):77].

Following the recommendations of the UFC-XI the Comptroller and Auditor General (CAG)

has initiated reforms to evolve standardised budget and accounting practices in India. The National

Municipal Accounts manual prepared by the Ministry of Urban Development in 2004 and the PRIASoft

published much  later in 2011 are the outcome of these initiatives that  sought to capture the financial

information of LGs. The UFC XIII introduced incentive-based approach through their performance

grants conditionalities. UFC XIV also pursued a similar approach. The data the UFCs collected from

the states were not useable. The situation by 2015 is summed by UFC-XIV.
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“In overview, a common issue that emerges from SFC reports is the need to have reliable data

on the finances of local bodies in order to enable all stakeholders to make informed decisions.

For this, the compilation of accounts and their audit assumes importance”[Government of India

(2015):109].

Given this grim situation this study assumes importance.  Though Kerala has made progress in

her own way, tremendous work remains to be achieved.

The accounting rules of Kerala for local bodies were  based on cash-based single entry system.

They were based on the 1960  panchayats and municipalities Acts already mentioned. Under this

regime  budget making was a routine affair with no consequence and was not an integral part of

finance management. That the receipts of local governments (LGs) in 1993-1994 which was Rs.237

crore forming  about 0.9% of the GSDP, rose to Rs.14925 crore in 2015-164 or 2.61% of GSDP

around 63 times increase signals a sea change in state  public finance and policy. A fiscal management

system based on simple account books such as cash book, receipts register and payments register was

far too inadequate for the proper and efficient functioning of the new generation LGs. The devolution

of functions, funds and functionaries, along with the decision to devolve 35-40% of the state plan

outlay to LGs in 1996,  the introduction of Appendix IV to the state budget from 1997-98 onwards to

ensure annual legislative sanction to the transfers to LGs and so on necessitated reforms in accounting

and accountability standards and arrangements.

The accounting reform initiatives taken up by the Comptroller and Auditor General (CAG)

following the recommendations of the Eleventh Finance Commission (UFCXI) was  a much-needed

and certainly  timely reform for Kerala. It is important to note that following that, CAG made some

reforms and the government initiated certain measures. Except making a seven fold classification of

receipts and detailing the manner of fund allocations (see GO (p) No.177/2006 Fin dated April 12,

2006) there was not much progress in regard to accounting and budgetary reforms. To quote Government

of Kerala (2006),

“Government have not framed so far the Rules and Manuals for Budget and Accounts of the

PRIs. Consequently, the Kerala Panchayat (Budget) Rules, 1963 and the Kerala Panchayat

(Accounts) Rules, 1965, which are at variance with the new formats, continue to be in force”[p..4].

As already mentioned the UFC-XI required the CAG to introduce reforms to facilitate a

comparable, computerised accounting and audit system. The CAG prescribed the accrual-based double

entry system of accounting for municipalities. It was introduced  first only in selected municipalities

in Kerala.  The Ministry of Panchayati Raj (MoPR) prescribed the PRIAsoft accounting which combines

double entry and cash-based system for panchayats. Most states follow this.

4 This is based on Government of Kerala (2016).
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The double entry accrual based system was introduced in selected municipalities in Kerala using

a software and handholding by M/s. A Ferguson Co in 2007-08 based on an ADB grant support. After

the support to the company was withdrawn, the Information Kerala Mission (IKM) stepped in to carry

forward the reform process.  The Mission designed and implemented what has come to be called

Saankhya application of accrual-based double entry system of accounting. From 2011-12 onwards it

was introduced in all panchayats, municipalities and corporations. We are in the sixth year of the new

regime of accounting.  The moot question is whether the new accounting system and budget practices

have succeeded in delivering a sound financial reporting system based on a viable budget system.

2.0. Role of Local Budget

In public finance, budget represents the estimates of receipts and expenditure and   is a financial

plan of governance and development. It forms the basis of  financial reporting. Although the term

budget as such does not appear in the Indian Constitution, the Central Government (as per Article 112)

and the State governments (as per Article 202) are mandated to prepare and submit before parliament

and state legislatures an annual financial statement containing estimated receipts and expenditures.

(The budget thus becomes a constitutional mandate binding on the central and state governments).

Besides setting limits, a budget is the system of expenditure control, resource management and accounting

in which all the operations are forecasted and planned in advance to the extent possible and the actual

results compared with them. It is the best way to exercise control, find deviations and slippages and

facilitate effective utilization of resources, besides revising plans and programmes. It is also  a standard

practice to present the coming year budget, revised budget of the current year and the actual  account

of the previous year as part of the Annual Budget document. The fiscal data are   expected to be

presented to all stake holders which include the general public. The conformity legislations following

the CAs generally mandate the Panchayati Raj Institutions (PRIs) and Municipalities/ Corporations in

every state including Kerala to prepare a budget (the term is explicitly used)  and get it approved

before 31st March of every fiscal year.  While this exercise is dutifully done not much happens in

practice, beyond this.  However, in Kerala it is important to note that all the 1200 Local Governments

(LGs) have switched over (certainly statutorily) to an accrual-based double entry system of accounting

from 1st April, 2011 onwards along with the introduction of a computerized accounting system.  The

questions this study seek to address :  Are the LG budgets in Kerala credible and reliable operational

financial statements on the basis of which financial decisions and actions are done in each local

government?  Can they be relied upon for monitoring, planning, research  or briefly put  as a credible

source of financial reporting?

The general accounting practice and fiscal accounting arrangements currently followed in Kerala’s

local governments consist of (a) preparation of a Budget and (b) Preparation of an Annual Financial

Statement (AFS). It is not clear why the two practices are religiously followed as parallel streams.

The actuals in a budget must be based on the AFS. The actuals in central and state government budgets

reflect the real numbers as reported by the CAG. The budget therefore cannot be a stand-alone document.
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2.1.   Preparation of Budget by the LGs

The Budget is a statutory document for the LG as it is for the union and States. There are

provisions in the Kerala Municipality Act 1994 and the Kerala Panchayat Raj Act 1994 on the preparation

of Budget. As per section 286 of the Kerala Municipality Act, the Standing Committee for finance shall

prepare a budget estimate of the receipts and expenditure of the Municipality for the next financial year.

It is presented by the Deputy Mayor. The budget estimates shall provide for the payment of all installments

of principal and interest for which the Municipality may be liable on account of loans. As per Section

293 of the Kerala Municipality Act, the Budget shall be prepared in the prescribed form and manner, and

must be  approved with modifications as it deems fit. The working balances shown in the budget shall

not be less than 5% of the current year’s estimated receipts excluding the receipts from endowments,

government grants, contributions and debt heads.  In particular it is specified that the estimated receipts

should be detailed and real and apparent differences, if any, from the actual receipts of the last year

should be accompanied by detailed notes and explanations. While incurring expenditure, no amount

other than those included in the current budget estimates shall be expended except under unavoidable

emergent circumstances. No expenditure, out of the amount granted by the Government for the

implementation of any scheme, project or plan entrusted and delegated to the Municipality under this

Act shall be incurred for any other purpose including the implementation of any other scheme, project or

plan.  Section 214 of the Panchayat Raj Act provides for almost similar procedures for the preparation

and sanction of Budget of a Panchayat.  Invariably, the preparation and presentation of the budget is the

responsibility of the Vice President who is the Chairperson, of the finance standing committee.

There is a document titled Kerala Municipal Budget Manual which contains the procedures to be

followed while preparing a budget by the Municipalities/ Corporations. The Municipalities/ Corporations

prepare the Budget following the guidelines of this document.

As per GO (Rt) No 3291/2016/ LSGD dated 02.12.2016, Government have issued orders

approving a document titled “Manual on Finance Management: Budget for Gram Panchayats in Kerala”

prepared by Kerala Institute of Local Administration (KILA). All Gram Panchayats, Block Panchayats

and District Panchayats  are expected to  prepare their Budgets for 2017-18 onwards as per this

document. Reviewing the  document  one can say that there many things to be  desired and improvement

are needed.  As the AFS, the Saankya software, the Sulekha software for plans, etc., stand as independent

documents an integrated budgetary system remains a distant goal.

2.2.    Preparation of Annual Financial Statement (AFS) by the LGs:

There are well-defined rules and procedures for the preparation of AFS by a LG. As already

mentioned in Section 1.0, from 2007 onwards the urban  governments and from 2011 fiscal onwards

the rural local governments have been following the accrual-based double entry system of accounting.

This supplants the old cash-based single entry system.
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2.2.1.   Kerala Municipality (Accounts) Rules, 2007: As per GO (P) No.100/07/LSGD dated

30th March 2007, Government of Kerala had issued Kerala Municipality (Accounts) Rules, 2007,

which was made applicable to all municipalities in Kerala with effect from 1st April 2007. As per

clause 3 the municipalities will have to maintain their books of account on ‘Accrual’ basis under the

double entry system of book-keeping. Accordingly, the municipalities have adopted the Accrual

Accounting System, whereby all the financial transactions are expected to be recorded based on accruals,

i.e., on occurrence of claims and obligations in respect of incomes or expenditures, assets or liabilities.

2.2.2.  Kerala Panchayat Raj (Accounts) Rules, 2011: As per GO (Ms) No.83/11/LSGD dated

28th March 2011, Government of Kerala had issued Kerala Panchayat Raj (Accounts) Rules, 2011,

which was made applicable to all Panchayat Raj Institutions in Kerala with effect from 1st April 2011.

As per clause 3 of the Accounts Rules, the Panchayats shall maintain their books of account on accrual

basis under the double entry system of book-keeping. As  noted in the previous section  GO (Rt) No

3291/2016/ LSGD dated 02.12.2016, Government have issued orders approving the document titled

“Manual on Finance Management: Budget for Gram Panchayats in Kerala” prepared by KILA.

Kerala Panchayat Raj (Accounts) Manual: Even though Clause 3 (2) of the Kerala Panchayat

Raj (Accounts) Rules 2011 stipulates that the Panchayats shall follow the Accounting Policies prescribed

in the Kerala Panchayat Raj Accounts Manual, the Government have not so far prescribed separate

Accounts Manual for the Panchayats. Actually the Panchayats follow the procedures given in Kerala

Municipal Accounts Manual for preparing their accounts.

 To complete the story a word about the coding structure is also  in order. Coding has to be fool-

proof to ensure correct and consistent accounting.   The ‘coding structure’ stipulated in Chapter 4 of

the Kerala Municipal Accounts Manual applies uniformly to all the municipalities of Kerala. The

coding structure contains the following main groups, viz. (1) Fund (2) Function (3) Functionary (4)

Field and (5) Account Head. In addition, there is a secondary account code for each Account head, and

a municipality code for each municipality. Changes to the codes can be made only as per the Guidelines/

Rules prescribed in this regard.

The coding structure for Panchayats slightly differs from that for municipalities. As per

Clause 14 of the Kerala Panchayat Raj (Accounts) Rules, the accounting entries shall be recorded

using a uniform codification structure consisting of (1) Fund (2) Function (3) Functionary and

(4) Account Head. There is no provision at present for capturing data at field (ie ward) level as

required for municipalities. Since the coding structure used in the budget (only some LGs use

them) and those in AFS are not strictly comparable and any attempt to draw inferences  based on

that can be misleading.
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It is important to underline the fact that as per GO (Ms) No 23/10/LSGD dated 4th February

2010, the Accounts of all municipalities in the State have been fully computerised from 1st April

2010, using “Saankhya”, which is a dedicated software application developed by Information Kerala

Mission (IKM) as we have noted in section 1.0. All accounting processes from the preparation of

vouchers to preparation of Annual Finance Statements are handled by “Saankhya”. In the same manner,

as per GO (Ms) No 128/2011/LSGD dated 6th July 2011, the Accounts of all Panchayats in the State

also have been fully computerised from 1st April 2011.

3.0.    Major Objectives of the Study

The major objectives of the study are:

(i) To empirically investigate whether the LG budget-making in Kerala is the outcome of a due

process of law and financial propriety;

(ii) To examine whether the budgets provide a set of consistent, comparable and credible fiscal

data that will help in efficient decision-making, monitoring and accountability.

(iii) To examine whether the budget and revised budget are duly integrated in the  Annual Financial

Statements submitted for audit purposes and placed  before the panchayat committee/municipal

committee.

(iv) To make some  suggestions however tentative they may be,  for evolving a systematic, reliable

and rational  financial reporting system for local governments in Kerala in the light of the

findings.

4.0.   Methodology

This study is largely based on a few case studies supplemented by consultations with experts and

focus group discussions with stakeholders.  For case studies the corporation of Thiruvananthapuram,

the Pallichal and Kalliyoor Gram Panchayats, the Nemom and Pothencode block panchayats and

Thiruvananthapuram district panchayat were chosen.   Evidently the Thiruvananthapuram Corporations

budget data are relatively better organised and are in print form and are taken for in-depth analysis.

We concentrate mostly on the latest budget year / years for which budget actuals are available from

the panchayat records. We thought that a large sample is perhaps not required for two reasons. One, as

the rules governing budget-making and accounting do not significantly differ from one LG to another,

one can come to reasonable inferences based on case studies. Two, this study is exploratory and is

meant to identify and raise issues rather than come up with firm inferences and recommendations.

This study focuses only on cross-section data.   Ideally, income as well as expenditure disaggregated

into major items for at least five years would have been ideal. But this is very difficult because the

quality of data and its consistency could not be assured.  For generating consistent fiscal data I have
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made an effort using AFS data to generate income and expenditure data for selected panchayats [for

details see Oommen etal (2017)]. Even here there were serious data gaps and obvious inaccuracies

which were over looked. It was  in this context that we tried  to confine to cross-section data.

5.0.   The   Findings of the Case Studies

5.1.   The Thiruvananthapuram Corporation

We start with the Thiruvananthapuram Corporation with a population of 7.45 lakhs transacting

a budget expenditure of over Rs.1000 crore per annum. The deputy mayor who is the Chairperson of

the Standing Committee on Finance presents the budget prepared by the Committee and gets it duly

passed before March 31st every year. The corporation has been following the accrual-based double

entry system of accounting during the last six years. Headed by a Secretary of the rank of an IAS

officer the Corporation has a good administrative support system. With no intention to make any

invidious comparison, I may say that the corporation displays considerable procedural propriety as

regards budget structure and budget making. This is the precise reason for the study of the corporation’s

budget for 2015-16 the latest year for  which all the data are available in some details. The actuals /

accounts are available from 2017-18 budget documents.

The standard practice in budget presentation viz., giving the budget estimates (BE) of income

and expenditure for the budget year (next financial year), estimates for the current year, revised

budget estimate (RE) for the current year and the actual for the previous year is followed by the

corporation.

Appendix  A Table 1 presents a comparison of the budget estimate, revised budget estimate and

actuals for the major items of income and expenditure with reference to 2015-16. We also show in

Table 1A, a comparison of budget actual with the AFS which logically should be the same.  It is

evident from the two Tables that the budgetary process and budget system of the corporation leave

many things to be desired.  Even a 10% slippage one way or the other may be considered on the high

side5.  On the revenue receipt side there is huge overestimates which ranges from over 31% in regard

to fees and user charges to 97.86% in regard to income from investments.  A near doubling be it above

or below is not a prudent or reasonable estimate by any reckoning. By and large there is an unusually

high margin of inflated figures in regard to receipts. The only item of receipts that agrees completely

with the actual and the revised estimate is the opening balance.  It is evident after looking into the

budgets of earlier years that the opening balance numbers in the previous revised budgets (RE) and

actuals match.  In all probability the RE figures are taken from the trial balance of the ledger used in

preparing the AFS. It seems the entries in several other items are adjusted to agree with this and this

exercise lands the budgetary process in unjustifiable inaccuracies.

5 That the estimates of union and state government budgets are scrutinized by an estimate committee of Parliament/
Assembly is proof of the seriousness attached to making estimates of items of revenues and  expenditure.
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It is clear from Appendix A Table 1 that the expenditure items also shows high variability and

the amplitude certainly more sharper than in regard to receipts.  In three items viz., programme

expenses, loans, advances, deposits and investments we see gross under estimate. For example in

regard to loans, advances and deposits the actual is 3.72 times higher than the budget estimates.

Estimates are wild guesstimates.  When we go to disaggregated items there is sharp divergences which

do not display any pattern. There is not much amiss in concluding that the budget estimates and actual

diverge widely and show no rhyme or reason.

How do the actuals reported in the budget papers compare with the AFS data?  Table 1A

compares the budget actuals with the AFS actuals. Normally both should be the same. Although the

divergence has been narrowing over the years, the situation in 2015-16 continues to remain inexplicable

if not untenable. It is clear from Table 1A that the actuals of revenue receipts in the AFS which is

officially accepted for audit purposes is higher than the budget actual by over Rs.107 crore. This is

clearly unacceptable. That the slipshod manner of budget making can go to fictitious extreme is well

exemplified in the case of income from investments where the AFS actual diverges from the budget

actuals by 10338.83%. There  is no pattern on the expenditure side.  For example the actuals of

administrative and establishment expenses which are pretty well known diverge by big margins, the

establishment expenses by nearly 431% and administrative expenses by 35.23%. It is not clear why

establishment and administrative expenses which are fairly predictable diverge so widely.   The total

receipts margin diverge by a sum of Rs.74 crore or about 14% and total  expenditure by Rs. 14.5 crore

or around 4%. The illustrative table given under Appendix A Table 1B shows that there is no internal

consistency which is basic to all accounting.  Under no circumstance the  Budget Estimate and RBE

can be a deficit of the order of Rs. 369.7 crore and the actual and RBE a surplus of over Rs.240.3

crore. In brief there is no need to labour the point any further to infer that the budget-making follows

no systematic procedures leave alone any arithmetically consistent principles. The so-called Budget

Actual and AFS differ in crores and is certainly untenable by any reckoning.  Under such a regime

financial reporting using widely deviated budget-based numbers becomes a ridiculous project and

building fiscal data base an illusion.

5.2.    The Pallichal Gram Panchayats

Pallichal Gram Panchayat in the Nemom block of the Thiruvananthapuram district is a large

panchayat with nearly 54,000 population and has an expenditure of over Rs. 20 crore per annum.

Strange as it may appear, the budget for 2015-16 was not available in the usual format, although the

revised budget is prepared in the usual fashion. Soft copies were also not available. Many items shown

in the revised budget estimates are missing in  the Budget Estimate (BE) and many in BE do not

appear in the Revised Estimate. This shows the lack of seriousness in the preparation of the budget and

the reliability of the data, becomes clearly suspect.  This is somewhat surprising given the size and

tradition of the panchayat. Interestingly it  does not have a good office building or even good furniture.



13

Appendix B presents the  percentage change with reference to budget actual, from budget estimate and

revised budget estimate. Appendix  B1 shows the sharp difference between budget actual and AFS

actual on a few comparable items for which we could get data.

That the budget actual for 2015-16 and the budget estimate as well as the revised BE, diverge

hugely is evident from Appendix B.  The budget estimate of own fund, for which predictable estimates

are possible is Rs.3.13 crore, the revised estimate  is Rs.1.27 crore which is nearly 60%   lower and

when it comes to actual it is a little over Rs.1 crore or less than one third of the budget estimates.

Mookunnimala the big quarrying site is located in the panchayat and is a major potential source of

non-tax revenue. While the estimated non-tax revenue is Rs. 2.12 crore, the actual collection was only

Rs.31 lakhs or about 14.7% of the estimate. The real figure could not be culled out due to confusion

in the account head and codes. This could be a case of over-estimate or a grave instance of laxity in

revenue administration or brazen corruption or a combination of all these. The budgeted total income

for 2015-16  is Rs.49.79 crore as against a reported budget actual of Rs.22.36 crore which is only 45%

of the budgeted estimate. The budget estimates are unduly exaggerated and has no sense of proportion.

Interestingly the real number reported in the AFS is Rs.20.62 crore. Most budget estimates except

capital expenditure are overestimates. Actual capital expenditure for loan repayments for 2015-16 (as

reported in the 2017-18 budget)  is over four times larger than what was given in the Budget estimate.

This is the only item which reportedly shows an underestimate in the budget. The amplitude of

slippages violates all canons of prudence and accounting principles.

5.3.     The Kalliyoor Gram Panchayat 6

Kalliyoor GP is not far away from Pallichal and falls within the Nemom block. Compared with

Pallichal GP, it is slightly smaller in size with a population of over 40,000 but has a budgeted expenditure

of the order of Rs.19 crore. In regard to maintenance of records Kalliyoor  is certainly better than

Pallichal and could supply time series data. Appendix C, presents the BE, BE actual and AFS actuals

on selected items (difficult to present a regular set as we have done in Appendix A Table 1 and 1A for

want of information). Even on the basis of the few items it is evident that the budget data and AFS

actually vary very widely. Take the tax revenue estimate for 2015-16 (Appendix C) where the collection

has to be seen against the demand for revenue. As against an estimated tax revenue of Rs.92.87 lakh

the actual collection as per AFS data was only Rs.21.14 lakh which means an uncollected balance of

Rs.71.83 lakhs. This means that only 23% of demand is collected. The traditional DCB (Demand,

Collection and Balance) of a local body becomes a fiction. Collection efficiency defined as that

percentage of tax collection to tax demand [World Bank (2004)] has no significance under such a

regime.  Under the double entry system the uncollected balance must appear as receivables. This is

missing.  Apparently you make a mockery of budgeting? If you have a very weak tax administration,

6 We have chosen another neighborhood GP to see if the budget data set reveals the same pattern like the Pallichal GP
or not.



14

presumably you have to moderate your demand. In regard to administrative expenses the budget

actual and AFS report the same number (Rs.1209263), but establishment expenses show a huge difference

the AFS actual being only less than one third of budget actual (see item P) In short what sanctity can

anyone attach to a budget where the figures diverge six or seven times from the actual (see for e.g

other grants, total capital income and closing balance in Appendix C).

For Kalliyoor GP we have more refined accounts for 2016-17.  Appendix C1 gives comparative

details of income and expenditure, assets and liabilities as per Budget and as per AFS. This is done

using the coding structure followed.  We have added a remarks column to explain the difficulties and

lacuna, in the process of comparison. In some cases suggestions for improvements are also indicated.

Appendix C1 clearly shows that it is very difficult to compare budget numbers with AFS because the

heads of account are not always given under the same title. We have taken 26 items from Income and

Expenditure account and 16 items relating to Assets and liabilities to illustrate the difficulties in

comparing the budget and the relevant AFS accounting. Even where they are comparable the amplitude

of variation is very wide.  It is also possible to point out that the principles of accrual-based double

entry system of accounting are not  followed strictly even in the preparation of the AFS, not to speak

of budget-making.

5.4.      The Story of Block and District Panchayats

The panchayats at the intermediate level and at the  district  level with no taxing powers have

only a slender own source revenue  base which is confined largely to rental income and a few other

non-tax  revenue sources. Generally they are negligible. Even so, the budget system, and the rules

governing them are basically the same. In this section we document  only very general findings based

on the budget estimate and AFS of the Nemom block panchayat, the Pothencode block panchayat and

the Thiruvananthapuram district panchayat. Given our broad findings that these upper tier panchayats

do not consider budget as a serious tool of fiscal management and governance except as a necessary

statutory evil we treat them only very briefly.  This is also because  it is difficult to generate comparable

fiscal data.  The   standard practice of presenting the revised budget of the current year and the actual

of the previous year along with the budget estimate for the fiscal year is followed in its breach. The

Thiruvananthapuram District Panchayat is an exception.

The budget document of Nemom block which has an estimated expenditure of Rs. -54.8 crore

for 2015-16 has  a population of  over 264000. This block panchayat depends heavily on plan and

non-plan grants from state and central governments. The budget paper for 2015-16 shows only estimates.

We are told that revised budgets are prepared only for individual projects in December and are not

part of an integrated budgetary exercise. The actual expenditure forms part of the Annual financial

statement and does not appear in the Budget. In order to ascertain whether Nemom was an exception

or part of a general pattern we examined the budget documents of  Pothencode block Panchayat. In a

way it is better in that the Pothencode block  panchayat has been presenting a revised estimate of the
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current year along the with the BE for the coming fiscal year in all the years since 2015-16. But in

both cases the actual is missing and a meaningful comparison with AFS is rendered difficult. Without

actual number there can be no accountability. Further, even this has no real meaning as could  be seen

from the abstract for Pothencode given under  Appendix D. Most of the estimated budgets are expended

and there is zero balance.

In short, block panchayats are not following any guidelines and abandon all standard principles

of budget preparation and presentation. There is no actual in the budget which makes any worthwhile

comparison difficult. Estimates are done and presented for meeting statutory requirements.

The Thiruvananthapuram district panchayat with an expenditure of over Rs.100 crore per annum

has a fairly regular system of record keeping. Budgets are duly prepared and statutory formalities are

also followed. Even so, all the short comings of budget-making we have outlined holds true in this

case as well (See Appendix E). It is instructive  to note that for an estimated budget receipt of

Rs.152.54 crore, the reported actual is only Rs.70.2 crore, less than half, as against the AFS actual of

Rs.97.9 crore.  All our efforts to compare Budget estimates and AFS were unsuccessful.

6.0. Major Findings

It is useful at this state to sum-up the important findings.

6.1. The sanctity and significance attached to budget preparation, presentation and its use as a source

of financial reporting and as a tool of  monitoring, fiscal management, research analysis and

public scrutiny are notably absent when we come to local government budgeting in Kerala.

Budget is not a serious instrument at the local government level in sharp contrast to the union

and state levels.  At best, LG budgeting is an exercise in self-deception. Honesty demands that

we  abandon the exercise or reform it radically to  make it  operational and relevant. The most

natural and logical pattern is to have a budget pattern for the rural and urban local governments,

prepared and presented with the same importance as their state and union level counterparts.

This is important to have an integrated public finance in the Indian Federal polity.

6.2. The AFS and Budget stand poles apart. This must not happen. They are complementary and

never contradictory.

6.3. The budget is prepared manually whereas the AFS is system - generated.

6.4. It is not possible to compare receipts and expenditure of Budget inter-temporarily. The heads of

account of various items are not  uniform.  A uniform and standarised pattern binding on all

panchayats and all states has yet to become a reality in India.

6.5. In budgeting revenue/capital differentiation is very basic. There is no relationship between

budget and AFS in regard to capital receipts and capital expenditure and any comparison is

virtually impossible.
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6.6. Double entry system of accounting is a commercial accounting system. The Indian Railways is

in the process of implementing it. The experiment of this accounting, at the local level is not an

easy task and therefore considerable back-up training and staff support is required.

7.0.            Some Suggestions

We may offer some suggestions for improving the situation.

7.1. Now that the Budget and the AFS stand apart, in order to enable a meaningful comparison

between the Budget and the AFS, and facilitate rationale accounting, it is desirable to follow

the conditions given below:

a) Budget document should be prepared in the same format in which the AFS is prepared.

b) The coding structure used for AFS and that for Budget should be the same.

c) The classification of head of account should be same for the Budget and the AFS.

d) The principle of accrual accounting should be strictly followed in preparing the AFS.

e)      The Actuals given in the Budget and in  the AFS should be the same.

f) The original Budget figures and the Revised Budget figures must be integrated into the

AFS generated by the Software

7.2. Two reviews are immediately needed. One, review the “Kerala Municipal Budget Manual”

and  “Manual on Finance Management: Budget for Gram Panchayats in Kerala” and make

necessary modifications. This is immediately needed.

Second, review the AFS practice and coding structure to ascertain its adequacy to meet with all

the current requirements and suggest modifications in the software. This means instituting a

study on the capability of the Saankhya software and Sulekha software (confined to plan

monitoring) to meet with all the requirements and improvements needed. If any change in

coding structure is required to bring out any additional information or statement it should be

carried out. In short,  a requirement analysis must be made forthwith.

7.3. Budget is admittedly a very comprehensive document as well exemplified in the theory and

practice of Union and state budgets. Unless and until a budget goes into the details of

development, disaggregated into  projects, schemes and  reflect the priorities of the people and

make it an integral component of accountability mechanism, we consciously discredit an

institution that  has stood the test of time. Every transaction should be linked to the functionary,

function and the fund and should match with the AFS. If possible, a module similar to Saankhya

software but much more comprehensive may be developed to prepare the budget by the LGs.

7.4. The accounts staff in all the LGs should be given intensive training on the present Accounts

Manual. They should also be trained on the preparation of Budget when the Budget Manual is
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ready.  The President (Mayor), Vice President (Deputy Mayor) and members of the Finance

committee must  be given training in the essentials of budgeting and double entry system of

accounting.

To conclude, the budget-making by LGs is not strictly rule-based and does not seem to follow

standard practices.  That the actuals reported in budget and in the Annual Financial Statement (AFS)

diverge widely shows a malady which no serious government can afford to ignore.  To be sure,

budgets do not serve as  the basis of a reliable and consistent financial reporting system.  How can it be

used as a basis for research, analysis and policy, not to speak of theory, is a great question that needs

to be addressed seriously.   The moot question is: Can we allow an established fiscal tool like a budget

to decline through indifference and become a caricature of what it ought to be? This is something for

the policymakers and government to sit back, and reflect and  taken appropriate measures. Let me in

conclusion cite the words of Piketty  cited in a different situation but important in this context as well.

“Without real accounting and financial transparency and sharing of information, there can be no

economic democracy”[Piketty(2014):p.570].
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Appendix B1

Comparison of Selected Items of Budget Actual and AFS (Pallichal Gram Panchayat)
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