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CHAPTER - |
INTRODUCTION

Two diverse trends were discernible the world over in the 1990’s, globalization of the economies
and localization of authority. The traditional approach of public finance economists to decentralization
known as fiscal federalism, calls for a sub-national-Government structure with several tiers with each
. r delivering those services that provide benefits to those residing in the jurisdiction. Experience shows
tt at this approach, while useful, has some limitations and that Government should carefully develop
the regulatory framework that allows for the sharing of the responsibilities. Local Bodies usually
administer services that are location specific.

2. The structure of sub-national-authority in each democracy is of interest to our country as India is
e largest democracy in the world. The USA and most countries in Western Europe have three tiers.

or instance, the USA has Federal Government, 50 States, 39000 counties and Municipalities and 44,000
special purpose local authorities. Details are available in the Annexure (1.1). The question of, which tier
of Government controls, which resources, is perhaps the thorniest issue of decentralization. First,
cub- national- authorities need resource commensurate with their responsibilities.

Second, sub-national authorities need to operate under firm budget constraints so that they do
not spend or borrow excessively in the hope of bail out.
4 In India, the local bodies did not have Constitutional status till 1992. Their powers were derived
out of the laws enacted by the State Governments. The importance of conferring Constitutional status for
.1e third tier of the Government had been debated right from independence but no headway was made
till 1988.The 73" & 74" Constitutional Amendment Acts 1992 mark a watershed in the history of local
body administration in the country.

Prior to the enactment of the 73" & 74" Constitutional Amendments, the Local Bodies in the
State of Tamil Nadu were largely governed by the provisions of District Municipalities Act, 1920, Madras
Panchayats Act, 1958, and Madras District Local Boards Act 1920 as amended in 1950. While the Urban
Local Bodies administered by the District Municipalities Act 1920 had by and large attained the goal of
local self-government, in the case of the Panchayats the Madras Village Panchayats Act (X of 1950) and
the Madras District Boards Act (XIV of 1920) as amended in 1950 had clothed these Panchayats with
adequate powers and they were truly local self-government, as contemplated in Article 40 of the Indian
Constitution. The Madras Panchayats Act 1958 reformulated the Panchayat Raj Institutions  set up with
two-tiers replacing the district boards by advisory District Development Councils.

By the end of 1970's, most of the Local Bodies in various parts of the country were superseded
due to one reason or other and the vibrant traditions of village republics were quietly allowed to fall in
disuse and even in Tamil Nadu, after a very long time, elections to Local Bodies were held in 1986, after
a gap of nearly sixteen years and again when the next elections were due in 1991, they were not
conducted.

While all over the world the tendency was towards decentralization, in India alone, in practice fill
1992, it was found that re-centralization was going on. Realizing that the country of continental
dimensions such as India cannot be managed from New Delhi and various State capitals, the
Government of India brought the Constitutional Amendment in the year 1991, which could not obtain the
approval of the Parliament but ultimately buckled under pressure and eventually enacted 737 & 74"
Constitutional Amendment Acts in 1992 containing provisions which are diluted versions of what were
originally contemplated in 1988 and 1991.
4. Thus, in this scenario, the Government of Tamil Nadu consequent to the enactment of 73" & 74"
Constitutional Amendment Acts, enacted the Tamil Nadu Panchayats Act 1994 and also made
amendments to the District Municipalities Act 1920 and also in the Municipal Corporations Acts. It
conducted the first election to the Local Bodies as per the 73" & 74" Amendments in October 1996.
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Constitution Of Second State Finance Commission:

5. The institution of State Finance Commission was alien to our country. The Australian
Commonwealth Government created commonwealth grants commission in 1933 to make
recommendations to provide grants to the poorer states of the Australian federation to bring up certain
essential public services to the level of those obtained in the richest state of New South Wales. This
Commission was subsequently reclassified in 1973 as the Australian grants Commission. The framers of
the Indian Constitution adopted the Australian model after obtaining a report from the study-team. The
team recommended the creation of a Finance Commission in the Constitution. Accordingly the Indian
Constitution conceived the Central Finance Commission, under Article 280 to make recommendations on
the devolution of financial resources from the Central Government to the State Governments.

6. Article 243 () and 243 (Yz of the Constitution of India which have been the
off-shoots of Constitution 73" and 74" Amendment Acts heralded a new era in the history of the Local
Bodies by providing for the constitution of a State Finance Commission in all the States within one year
from the commencement of the Constitution (73™ Amendment) Act 1992 initially and thereafter at the
expiry of every fifth year. The First State Finance Commission was constituted in April 1994 with
Member Secretary. It was later enlarged in September 1994 as per the provisions of Tamil Nadu
Panchayats Act 1994. It gave its report to the Governor in November 1996 covering the period April 1997
to March 2002.

7. As perthe provisions laid down inthe Constitution of India and also in the concomitant
Tamil Nadu Panchayats Act, 1994 and various Urban Acts, the Second State Finance Commission was
constituted with the Finance Department Notification No.11 (1)/Finance/112 (a)/99 dated 1.12.99
published at page 1 of part 2 section 1 of the Tamil Nadu Government Gazette Extraordinary dated
1.12.99. It has been notified that the Commission shall make its report available by 31 October 2001 for
the five-year period commencing from 1% April 2002.

The composition of the commission has been ordered to be as indicated below. (vide Annexure 1.2).

i.  Thiru. Sukavaneshvar, |.A.S., - Chairman

ii. Thiru. Ma. Vea. Narayanaswamy, - Non-Official Member

ii. Thiru. K. Ganesan, I.A.S., - Ex-officio Member

iv. Thiru. K. Shanmugam, I.A.S., - Ex-officio Member

v. Thiru. B. Anand, |.A.S., - Member Secretary
8. The Terms of Reference for the Second State Finance Commission were issued in G.O.M.S.
No.103 / Finance (Resources) Department dated 3.3.2000. (Vide Annexure 1.3)
9. The Terms of Reference of First State Finance Commission were largely on the basis of the

provisions contained under Article 243 (I) & 243 (Y) of the Constitution and as per Section 198 of Tamil
Nadu Panchayats Act 1994 and relevant provisions in Urban Acts. But the Terms of Reference issued to
Second State Finance Commission contain additional themes:- it has been requested to make detailed
analysis of repayment of loans extended by Government from time to time to the Local Bodies. It has
also been asked to suggest measures and changes needed in the system of payment of pension,
assessing the accountability of the Local Bodies in utilizing the resources raised or received from the
State and Central Governments and other agencies. Besides the Second State Finance Commission
shall take into account the likely transfer of devolution from Eleventh Finance Commission award and to
study their adequacy. Further there is a residuary clause in the Terms of Reference , which suggests that
the Commission can make suitable recommendations regarding any other issues having a bearing on
Terms of Reference. )
10. The Commission started its work as soon as Terms of Reference were notified. The methodology
and approach are discussed in the next chapter.
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CHAPTER I
METHODOLOGY AND APPROACH

Procedure for State Finance Commission: -

Under Article 243 | (3) of the Constitution of India, the State Finance Commission is competent to
determine its procedure. In the light of the above provision, the State Finance Commission has evolved
suitable procedures for: - .

a. The Commission’s functioning.

b. The Commission’s Secretariat.

The details of the working procedure as adopted by the Commission are in the Annexure (I-1).

2. Based on the procedure evolved, the Second Sta‘e Finance Commission has elicited information
for compilation of data for the report. Major source of eliciting information was through questionnaires
carefully designed for all those connected with Local Bodies.

3. Questionnaires to Mayors, Chairmen & Presidents of Local Bodies: -

Unlike the situation in 1995-96, when the First State Finance Commission prepared and
presented its report, during our tenure the elected representatives have been in office in all Local Bodies.
In this scenario, the Commission considered it a prime task to have the views of elected representatives.
Accordingly, separate Questionnaires were prepared and sent to all Mayors of Municipal Corporations,
Chairmen of Municipalities, Town Panchayats, District Panchayats and Panchayat Unions besides Village
Panchayats Presidents.

Response from the elected representatives was overwhelming. In fact more than 60% have
positively responded to the various issues directly arising out of the 73" & 74" Constitutional Amendment
Acts. Some major issues have been adequately dealt with by representatives from the people’s angle.

4. Questionnaires to Local Bodies: -

The Local Bodies both rural and urban were requested to furnish primary data through the
questionnaires separately designed for each type of local body.
The questionnaires sent to Local Bodies were: -

1. . Panchayat Unions : 385
2. District Panchayats : 28
3. Town Panchayats : 611
4. Municipalities ) 102
5. Municipal Corporations : 6

The questionnaires consisted of distinct sections , namely, general information, staff position,
income and expenditure, service levels, debt and non-debt liability and felt needs. Before obtaining the
data extensive training classes were conducted by the officials of the Commission at various district head
quarters. The data for Urban Local Bodies have been obtained both in manuscript and through computer
floppies. The computer floppies were designed in such a way that the language (MS-Excel) was
user-friendly in generating various analysis. In respect of Rural Local Bodies the data have been
obtained only in manuscript form considering the difficulty of the Rural Local Bodies in furnishing
computerized information.

The data obtained from Rural Local Bodies were fed into the computer by obtaining the services
of Government Data Centre, Chennai. It may be seen as Presidents of Village Panchayats are executive
functionaries, one set of questionnaires was issued to them. For all other Local Bodies, two
questionnaires were issued viz., one for the elected representatives and the other for the executives.

5. Questionnaires to other Stakeholders: -

Besides issuing questionnaires to the Local Bodies and their representatives, information and
views have been elicited from other stakeholders of Local Bodies. In all 45 different types of
questionnaires were issued for the above category. Of them, majority have sent their replies.



6.

The list of stakeholders may be seen in the annexure(ll-2).
Interaction with elected representatives: -
As already stated the Commission has attached utmost importance to the views of elected

representatives by consulting them at every stage. In the first stage, even for designing questionnaires,
the Commission interacted with the following: -

7.

1.

2.

Chairmen of Municipal bodies viz., Alandur, Pallavaram, Tambaram, Avadi, Ambattur &
Tiruvottriyur.

Chairmen of Town Panchayats viz., Porur, Valasaravakkam, Maduravoyal, Maraimalai Nagar &
Mamallapuram.

Elected representatives of Rural Local Bodies namely, Kuthambakkam, Mudichur, Villivaram
Village Panchayats and Chairmen of Kattankulathur Panchayat Union and District Panchayat,
Kanyakumari.

Interaction with Officials: -
Interaction was organized with the following officers, based on their replies furnished to our

questionnaires.

NGO RWDN =~

8.

Chairman, Tamil Nadu Electricity Board, Chennai 2.

Commissioner of Chennai Corporation, Chennai 3.

Commissioner of Agricultural Marketing, Chennai 5.

Commissioner of Municipal Administration, Chennai 5.

Commissioner of Town & Country Planning, Chennai 2.

Director of Evaluation and Applied Research, Chennai-108.

Director of Local Fund Audit, Chennai 108.

Director of Rural Development Department, Chennai 15.

Director of Town Panchayats, Chennai 108.

Director, Geology & Mining, Guindy, Chennai 32.

Inspector General of Registration, Santhome High Road, Chennai 28.
Managing Director & CEO, Tamil Nadu Urban Infrastructure Financial Services Ltd., Chennai.
Managing Director, Chennai Metropolitan Water Supply & Sewerage Board, Chennai.
Managing Director, Tamil Nadu Slum Clearance Board, Chennai 5.
Managing Director, Tamil Nadu Water Supply & Drainage Board, Chennai 5.
Member Secretary, Chennai Metropolitan Development Authority, Chennai 8.
Principal Accountant General, Chennai.

Secretary to Government, Finance Department, Chennai 9.

Secretary, Education Department, Chennai 9.

Secretary, MA & WS Department, Chennai 9.

Secretary, Rural Development Department, Chennai 9.

Field visits: -

The State Finance Commission undertook tours to various Districts to hold discussions with

elected representatives, Collectors, and district officials. Madurai visit covered districts of Madurai,
Ramnad, Sivagangai, Theni and Dindugul on 17" & 18" August 2000. Coimbatore visit covered
Coimbatore and Erode districts on 29" & 30" August 2000. Trichy visit covered Trichy, Pudukkottai,
Karur and Perambalur districts on 12" & 13" September 2000. (Special Officer for Ariyalur district also

attended).

Salem visit covered Salem and Namakkal districts on 28" & 29" September 2000.

Kanchipuram visit covered Kanchipuram, Thiruvallur, Vellore and Thiruvannamalai districts on 4" October

2000.
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During the visit to Districts, the elected representatives pleaded for more devolution of powers
and resources, in the wake of people’s expectations. The major refrain was devolution of 29% of state's
resources to the Local Bodies just as the Centre transfers 29% of its revenue to the States. The
participation of Madurai Mayor and Salem Mayor brought to focus the issues, which need to be attended
to in the respective Corporations. Similarly the lack of linkages in and between Panchayat Raj Institutions
was highlighted by elected representatives of Rural Local Bodies. In addition, Non-Governmental-
Organizations and experts also shared their perceptions with the Commission during the visits.

9. Visits to other States:

Member Secretary, of the Commission visited Hyderabad in January 2000 and interacted with
the Director, State Finance Commission Cell, National Institute of Rural Development Director, Thiru.
Sivasubramanian on issues relating to Rural Local Bodies. This was followed by a visit to Delhi in
February 2000 to meet the following officials.

i.  Thiru.J.C.Jetli,l.A.S., (Retd.), Member, XI Central Finance Commission .
i.  Thiru.T.N.Srivastava, |.A.S., Member Secretary of Eleventh Finance Commission.
ii. ~ Thiru.Sudhir Krishna, 1.A.S. Joint Secretary of Eleventh Finance Commission.
iv.  Prof. M.A. Oomen, Institute of Social Sciences,
v.  Prof. O.P. Mathur of National Institute of Public Finance and Policy.
vi.  Director and other officials of National Institute of Urban Affairs.

He went to Thiruvananthapuram along with Commissioner of Rural Development and Director of
Evaluation and Applied Research in December-2000, to study Kerala's experience in devolution related
issues.

Visit to Mumbai and Ahmedabar! by Urban Review Committee: -

The Urban Review Commitiee. vide Para 15 below visited Mumbai and Ahmedabad to study the
functioniniy of Municipai Corporations and other Urban Local Bodies in the two States and also to record
its fINaINgs in the report

Visit to Dangalore

he Executive Advisor of the Commission, Dr. T. Nagasundaram, and Deputy Commissioner,
Chennai Corporation, Dr. P. Senthilkumar, |.A.S., went to Bangalore in October 2000 to study the
Property Tax - Self-Assessment Scheme, Solid Waste Management and also to study the relationship
between Bangalore Development Authority and Bangalore Municipai Corporation.

Visit to Hyderabad: -

The Deputy Secretary, Second State Finance Commission, Thiru. B. Thyagarajan, went to
Hyderabad to participate in the national seminar on Rural Local Bodies sponsored by National Institute of
Rural Development in October 2000.

Visit of Maharashtra State Finance Commission to Tamil Nadu:-

A team consisting of Chairman and Member Secretary of Maharashtra Finance Commission
visited Chennai and other places in April 2000. They held detailed discussions with our Commission.

10. Brainstorming sessions:

Brainstorming sessions were held in March 2000 in two spells on the issues, which the
Commission has set forth to cover. The following officials took part in the meeting.



1. Thiru. Rameshram Mishra |LA.S., Former Member Secretary, First State Finance
Commission.

Thiru. L. Krishnan |.A.S., Special Secretary to Government, Finance Department.

Thiru. K. V. Palanidurai, Full time Member, State Planning Commission.

Dr. Tmt. Shanthi, Professor, IFMR.

Dr. Thiru. Hanumantha Rao, Electricity Regulatory Authority.

Thiru. J.V. Chandrasekaran, [.LA.S., (Retd.) and former Joint Secretary, MA & WS
Department.

Thiru. K. Shanmugam, 1.A.S., Director of Rural Development.

Thiru. K. Ganesan, I.A.S., Commissioner of Municipal Administration.

Thiru. D. Chandrasekaran, |.A.S., Director of Town Panchayats.

Dr. P. Senthil Kumar, I.A.S., Deputy Commissioner, Chennai Corporation.

Dr. Shanmugam, Professor, Madras School of Economics.
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The views expressed by them on various issues were duly taken note of in preparing
questionnaires and in formulating issues and options.

11. Holding of State Level Seminars: -

Town Panchayats: -

A seminar for Town Panchayats was conducted in May 2000 in which Director of Town
Panchayats, senior officials, the Assistant Directors of Town Panchayats, Assistant Executive Engineers,
and Executive Officers of select Town Panchayats participated. The participants were divided into six
working groups to deliberate on major issues on Town Panchayats. The details of working groups and
group leaders are available in the Annexure(ll-3). The views, which emerged during the seminar, have
been made use of in the Commission’s report.

Seminar on Corporations and Municipalities: -

The Municipal Seminar was conducted in June 2000 in which five working groups were formed to
analyze issues of Municipalities and Municipal Corporations. This forum included both elected
representatives and concerned officials. The details of working groups and group leaders are available in
the Annexure(ll-4).

Seminar on Panchayat Raj Institutions: -

The Panchayat Raj Institutions Seminar was held in August 2000 in which four working groups
were formed. This included both elected representatives and concerned officials. The details are
available in the Annexure(ll-5).

Regional Seminar of experts from the Southern States: - '

Southern regional seminar was jointly sponsored by Madras Institute of Development Studies and
Second State Finance Commission on 22.09.2000 & 23.09.2000. Academicians and representatives
from the four States presented their papers on the devolution of funds and functions to the Local Bodies
in their respective states. Besides, a paper on impact of Eleventh Central Finance Commission’s report
was presented by Prof.M.A.Oomen.

Also, two working groups, one for Rural Local Bodies and another for Urban Local Bodies were
formed to discuss major issues of Local Bodies. In the working groups elected representatives were also
included to air their views on the functioning of Local Bodies in Tamil Nadu. The details of the seminar
are made available in the Annexure(ll-6).

12. Appointment of Task Force Committee for Urban Local Bodies:

The task force committee for Urban Local Bodies was constituted by Second State Finance
Commission and the job was entrusted to Tamil Nadu Urban Infrastructure Financial Services Ltd in April
2C00. The agency was gives sUitable Terms of Referénce, based on which it was requested to prepare
its report. The details of the Terms of Reference are available in the Annexure(ll-7). The Tamil Nadu
Urban Infrastructure Financial and Services Ltd. has conducted field study in 50 Town Panchayats, 10
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Municipalities and all Municipal Corporations. Data validation was done by the Commission. It has also
obtained some data needed for generating its report on core civic services and debt burden. The Task
force committee interacted with the Commission and also with the officials of the Commission Secretariat
at various stages. The report was presented before the Commission in December 2000.

13. Appointment of Task Force Committee for Rural Local Bodies: -

This task force committee was also constituted in April 2000. This job was entrusted to Director of
Evaluation and Applied Research for preparing report on Panchayat Raj Institutions based on massive
survey of 1000 Village Panchayats and 50 Panchayat Unions. The Terms of Reference given to Director
of Evaluation and Applied Research are available in the Annexure(ll-8). The Director of Evaluation and
Applied Research formed several teams of officials to visit Panchayat Raj Institutions all over the State,
collected data for generating report on Rural Local Bodies. The task force personnel took part in the
training classes conducted by officials of the Commission. It has also interacted with Commission at
various stages on several issues before finalising the report. The report was presented before the
Commission by Director of Evaluation and Applied Research in October 2000.

14. Appointment of Pension Sub-Committee: -

The pension sub-committee was constituted by the Commission in May 2000 to look into the
entire gamut of issues relating to pension payment by Local Bodies with reference to Para 8 of the Terms
of Reference issued to the Commission. The Committee co-opted Additional Director from
Commissionerate of Municipal Administration, Additional Directors from the offices of the Director of Rural
Development, Director of Town Panchayats and Deputy Commissioner from Chennai Corporation. The
Committee gathered primary data from all Local Bodies and entrusted the analysis work to Director of
Evaluation and Applied Research. The report was presented before the Commission in January 2001.
The Terms of Reference issued to the Committee are available in the annexure(l1-9).

15. Urban Review Committee:-

The Urban Review Committee was constituted by Second State Finance Commission in July
2000 to study in depth various issues, as follow up of the Municipal Seminar. The details of Terms of
Reference are available in the Annexure(ll-10). The committee also interacted with the Commission on
various issues. The final report was presented before the Commission in January 2001.

16. Panchayat Raj Institutions Review Committee: -

Panchayat Raj Institutions Review Committee was constituted in  August 2000 to look into the
aspects, which needed to be studied in depth as a sequel to state level seminar for Rural Local Bodies.
The details of Terms of Reference and other issues highlighted are made available in the
Annexure (1I-11).

In addition to Kerala visit mentioned in Para 9 above, the committee had interaction with various
field level staff in the state. It had also interacted with the Commission. The final report was presented
before the Commission in January 2001.

17. Rainwater Harvesting Committee: -

Tamil Nadu is not well endowed with water. It was, therefore, decided to set up a Rainwater
Harvesting Committee to study the availability of rainwater harvesting potential and its use. The
Committee was constituted in April 2000. The salient features of Terms of Reference issued are
available in the Annexure II-12. The Committee studied the water-harvesting devices used by TWAD in
Namakkal and Dindugul Districts. The water experts, Thiru.K.R.Gopinath, and Thiru.Felix Ryan have also
provided information on the use of technology in other countries. The final report of the committee was
presented before the Commission in October 2000.

18. Committees to study the needs of Training and Infrastructure in Tamil Nadu Institute of
Urban Studies, Coimbatore and Panchayat Raj Institutions Training Institutes.

A Committee was constituted in October 2000 to look into the training needs and infrastructure
for the Institute of Urban Studies, Coimbatore, based on the request by the Secretary to the Government,
Finance Department. The issues, Terms of Reference and recommendations are made available in the

{
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Annexure(ll-13). The Committee undertook visit to Coimbatore for studying the needs of Tamil Nadu
Institute of Urban Studies, Coimbatore. It also took into account the training imparted by TNUDP-II .The
final report of the Committee was presented before the Commission in January 2001.

A committee was constituted in January 2001 to examine the scope for upgradation of the
quality of training to the elected representatives of local bodies, officers and staff of Panchayat Raj
Institutions. The issues and Terms of Reference are made available the Annexure (Il - 13a). It took into
account the training imparted at SIRD Maraimalai Nagar and five Regional Training Centers and setting
up additional Rural Extension Training Centers. The final report of the committee was presented before
the Commission in February 2001.

19. Studies on Grama Sabha: -

The 73™ Constitutional Amendment Act has provided for constitution of Grama Sabha under
Article 243(A). The Grama Sabha is the forum envisaged for participatory mechanism in Panchayat Raj.
In order to study the functioning, the Commission has requested, in July 2000, Gandhi Gram Rural
Institute to conduct in-depth study of Grama-Sabhas in six districts. Simultaneously, the Director of
Evaluation and Applied Research was requested to conduct study on the functioning of Grama Sabha in
23 districts. The details are brought out in the chapter on residuary terms of reference.

20. Website: -

The Government by GO M.S. No. 300 (MIE) dated 3.11.97 have outlined the information
technology policy of Government of, Tamil Nadu. In keeping with the Information technology policy,
Government organizations have set up websites designed for their respective clients. Compared to
public finances of the Centre and the States, local body finances are less widely known and debated.

In this Information Age, many interested persons and organizations may not be able to form their
views uniess information about State Finance Commission, Terms of Reference and the related materials
are made available through the electronic device by way of Website. Based on the approach of other
Government organizations, the Commission launched the Website in September 2000 for obtaining
views from the experts and the public on the various issues concerning Local Bodies. The address of the
Website is www.tnsfc.tn.nic.in. The Tamil version of the Website was also launched in December
2000.

On both occasions advertisement was released through newspapers, including leading Tamil
daily. The Website contains a home page with the following subsections.
i) Constitution of First State Finance Commission, its Terms of Reference, its

recommendations, Action Taken Report (ATR) of Government.

ii) Flow of funds to Local Bodies by way of devolution drawn, assigned revenue and the
capital grants for the period from 1997-98 to 2000-2001.

iii) Constitution of Second State Finance Commission, Terms of Reference, and
Questionnaires issued to various stakeholders.

iv) Excerpts from Tenth Central Finance Commission Report

V) Eleventh Central Finance Commission Report on Local Bodies (Chapter VIII) and also
the connected Annexures and Appendices.

Ason 31.03.2001, 1090 persons have viewed the website.

21. Commission sittings: -

The Second State Finance Commission met frequently to monitor the progress of work and to
chalk out the future course of action keeping in mind the onerous task entrusted to it under the
Constitution. The Commission had fourteen sittings as indicated below for the above purpose.




First sitting 10.01.2000
Second sitting 10.03.2000
Third sitting 24.04.2000
Fourth sitting 13.06.2000
Fifth sitting 03.08.2000
Sixth sitting 20.09.2000
Seventh sitting 31.10.2000
Eighth sitting 11.12.2000
Ninth sitting 08.01.2001
Tenth sitting 31.01.2001
Eleventh sitting 22.02.2001
Twelfth sitting 16.03.2001
Thirteenth sitting 12.04.2001
Fourteenth sitting 17.04.2001

22. Approach of the Commission: -

As a result of widest possible consultations indicated in this chapter, Second State Finance
Commission has developed and maintained equidistant stance vis-a-vis Government and Local Bodies;
similar approach as between Local Bodies and line agencies; and has accorded due and equal
importance to rural and urban bodies.

Our Commission has had the benefit of comparative picture of Local Bodies and their finances for
all States emerging out of Eleventh Central Finance Commission’s analysis and studies by various All
India Institutions.

Of the three tiers of the Government, in India, the local bodies, which have a goal of attaining
local self-government by virtue of being the closest to the people, are duty bound to provide various civic
amenities to the populace living therein. The three components of meaningful decentralization are;
Functions, Funds and Functionaries in that order. Therefore functions precede finance. Presently, the
affairs of both the Local Bodies and the State Government are inextricably intertwined and their
respective roles are not clearly defined. In other words, at present, the functions of the local bodies and
the State Government are concurrent in nature and this results in a situation where the public are not in a
position to clearly demand services from a particular level of Government and whenever they approach
the local body, which is closest to them, the concerned local body pleads paucity of funds as a reason for
its inability to satisfy the citizens’ requirements.

Accordingly, when the next batch of elected representatives take position later in 2001, role clarity
has to emerge with well-defined functions to be performed by the local bodies. These well-defined
functions may be, to start with, the basic civic amenities, which every citizen of India is clamouring for and
the absence of which, despite spending several crores of rupees since independence, leads sometimes
to a feeling of neglect among the masses. '

Having clearly delineated their functions, the next step is to provide adequate finances to the local
bodies to provide these services in a reasonably satisfactory manner. As mentioned earlier, over a period
of time, the local bodies have come to excessively depend on the State Government for discharging their
functions in a satisfactory manner. This dependency syndrome needs to be gradually and steadily
replaced by a self-reliance index and the local bodies will have to be helped to stand on their own legs.
Perhaps during the award period of the Second State Finance Commission, this self-reliance index, will
have to be gradually stepped up by 5 to 10%. To achieve this target, the State needs to give total
freedom to the local bodies to tap their resource potential to the maximum extent possible by laying down
clear-cut guidance wherever possible without however interfering.
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While enabling the Local Bodies to raise their resources and after building in suitable weightage
for own resources of Local Bodies, the State needs to duly devolve funds to see that Local Bodies
providef civic amenities satisfactorily to a growing population. In as much as these are core or obligatory
services, State needs to look upon devolution to Local Bodies as first charge to the same extent as
salaries and pensions to Government servants are.

Meaningful decentralization cannot be completed with just functions and finances as the third
element of decentralization, i.e. functionaries need also to be eventually placed at the disposal of the local
bodies for a harmonious development of the country as a whole. Although it would be very desirable to
place all these functionaries who are concerned with the basic functions, which have been enumerated
- above, as it is a very sensitive subject and cannot be defined, the State Finance Commission has
consciously decided to proceed cautiously on the subject. The details of the approach of the State
Finance Commission with reference to these functionaries will be enumerated in the respective chapters
where the State Finance Commission has given a set of alternatives and the Government may select
whichever is the best in its judgement.

Further, Second State Finance Commission is specifically charged with a responsibility of
identifying the financial viability of Local Bodies and to suggest reclassification on the basis of the terms
of reference. The Commission has sought to address this delicate issue.

Structural reforms, initiated in 1991, had their focus at Central Government. In the later half of
1990s the reforms have shifted action to the States. The States include Local Bodies. Hence the
Commission has sought to identify reforms package as relevant to Local Bodies.

“ guer Gaig FigreEhn Camaturd gmukg muTs
Cam_men smerComis @ ojeufl”
(©meT:118)
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CHAPTER Il
STATUS OF IMPLEMENTATION OF FIRST STATE FINANCE COMMISSION’S
RECOMMENDATIONS

The First State Finance Commission had made 413 recommendations under different headings
namely taxation, civic services, organisation, and devolution of funds. Tables showing the status of
implementation of First State Finance Commission’s recommendations are given below.

Table | shows the breakup with respect to the recommendations.

TABLE 1  Overall status of implementation of the first state finance
commission’s recommendations

g § 3
& g 2 3
] ° o c -
S g 8 3 " E a 2o
z a 5 @ S 8 g
@ <) - E Q Q ] [ -5
L E o -] [N E 8 [
o < < [ o <
g 2 o o
1. Taxation and other 195 93 97 2 3 -
related issues
2 Civic services 132 - - 26 106
» 3 Organisations 14 - - 9 5
4. Functions 1 - - - 1
) 5. Devolution of 1 - - - - 1
4 functions
6. Staffing Pattern 5 - - : - - 5
s Human Resources 1 - - - - 11
development
8. Community 6 - - - 6 -
participation
9. Adequacy of 8 - - - 8 -
powers
10. | Control system 7 - - - 7 -
11. | Mechanism for 4 - - - 4 -
performance
12. | Database 6 - - - 6 -
13. | Devolution of 22 22 - - - -
funds
. 14. | Capital fund - 1 . - o 1 * i - -
Total 413 115 98 2] - 69 129
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Out of 413 recommendations, 49 are common for both rural and urban local bodies. These 49 1
recommendations have been shown separately under both rural and urban sectors thus taking the
number of gross recommendations to 462.

TABLE 2  The status position of first state finance commission recommendations for PRIS /

ULBS
c - c
T - T o 0
o 2 2 |32 42| 5% 5% | 3
z o Q a [T (=] o 20 T £ -
= o 0 €6 | Z0 T EE 2
7 = 0 QE O Ba | s a8
< 2 < o Jj
1. | Taxation and other 93 - 97 3 2 195
related issues
2. | Civic services Urban - 106 - - - 106
Rural - - - 26 - 26
3. | Organisations Urban - 5 - - - 5
Rural 1 - - 8 - 9
4. | Functions Urban - 1 - - - 1
Rural 1 - - - - 1
5. | Devolution of Urban - 1 - - - 1
Functions Rural 1 - - - - 1
6. | Staffing Pattern Urban - 5 - - - 5
Rural - 2 1 - 5
7. | Human Resources  Urban - 11 - - - 11 4
development Rural - 9 - 2 - 11
8. | Community Urban - 6 - - - 6
participation Rural - - - 6 - 6 »
9. | Adequacy of Urban - 8 - - - 8
powers Rural 5 - - 3 - 8
10. | Control system Urban - 7 - - - 7
Rural 1 - - 6 - [4
11. | Mechanism for Urban - 4 - - - 4
Performance Rural 2 - - 2 - 4
12. | Database Urban - 6 - - - 6
Rural 4 - - 2 - 6
13. | Devolution of funds  Urban - - - - - -
Rural 22 - - - - 22
14. | Capital fund Urban | - - - - - -
Rural - - 1 - - 1
Total 132 169 100 59 2 462
2. Urban Local Bodies:
The recommendations of the First State Finance Commission have been mostly given effect to 23

one way or the other. The Government in MA & WS Department have categorised the recommendations

in the feollowing manner: - j
1 Recommendations accepted.
2. Recommendations accepted in principle only.
3. Recommendations not accepted.
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The Government in MA & WS Department, in July 2000, have given an outline regarding the
status of implementation of the First State Finance Commission’s recommendations. The
recommendations accepted in principle by Government have been incorporated in the act / rules enacted
in 1998 or by way of clarifications to the effect that the Local Bodies should approach the capital market
for borrowing so as to meet the civic norms set by the First State Finance Commission. Horizontal
distribution of devolution among the Corporations, Municipalities and Town Panchayats has been
revised by the Government with effect from 2000-01.

3. . Panchayat Raj Institutions:

In the case of Panchayat Raj Institutions, the implementation mainly centered around devolution
and its related packages. On civic services, the Government have fixed the norms only for water supply.
In respect of other civic services, no specific orders have been passed either retaining the norms
recommended by First State Finance Commission or modifying them. In respect of other subjects such
as functions, organisation, staffing pattern, human resources development and control system, no specific
orders have been issued as yet.

4. Modifications:
In some of the recommendations the Government have made some modlﬂcatlons which the First
State Finance Commission had not suggested.
They are: -
(a) Abolition of house tax matching grant in the Tamil Nadu Panchayat Act 1984.
(b) Abolition of LCS matching grant in the Tamil Nadu Panchayat Act 1994.
(c) Adoption of population as the only criterion for inter-se distribution instead of the population along
with service indicators and per capita income.

The Government in its Action taken report placed before the legislature in Aprll 1997 had
accepted the recommendation for direct remittance to the Village Panchayats account of the local body
share on minerals and also share from black granite but subsequently Government in Rural Development
Department of the Secretariat have rejected this recommendation.

- Devolution package:

One of the basic concepts put forth by First State Finance Commission is global sharing. In fact,
it is considered to be a progressive step by expert bodies. The concept of global sharing from Central
revenues to States has been given effect only recently based on consultations after the Tenth Central
Finance Commission had mooted it. It is indeed gratifying that when the concept of global sharing was in
the process of take-off -at the Central level, Government of Tamil Nadu positively responded to the
concept of global sharing with the lLocal Bodies. This has led to a steady increase in the fund flow to
Local Bodies.

The following statements amply prove this point.
TABLE 3 Devolution of funds prior to devolution by first state finance commission (1996- 97)

Grants ] Assigned Revenue J Total
(RupeesiinCrores)
Rural 10587 6699 | 172.86
1 Urban 17951 23588 | 415.39
; Total 28538 30287 | 588.25

**-This does not include commitment of Government on Local Bodies pension, which was about Rs.60 Crores ffor that year.

Statement showing devolution of funds under pool A (Assi

Revenue) and pool B (Global Sharing)

Year Pool A PoolB Total
{Rupees iin Crores)
1997-98 285.10 61256 907.66
1998-99 364.91 792.94 115785
1999-2000 (Actuals) 391.96 805.19 1197.15
2000-01 (Budget Estimate) 298.09 1036.41 “1334.50
** - This includes commitment of Government on Local Bodies pension.
(Source: State Budget Documents)
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The global sharing in addition to assigned revenue is another noteworthy feature.. The
comparison between fund flow in 1996-97 and in the post-devolution period needs to be quantified with
reference to various transfers outside devolution. This is discussed in subsequent chapter.

Even though the First State Finance Commission has recommended for the increase in
devolution percentage at 1% every year from 8% to 12% for the years 1997-98 to 2001-02 respectively,
the Government have frozen the percentage at 8% for all the five years owing to resource crunch.

6. Equalization fund: ,

This fund was intended by the First State Finance Commission to make good the imbalance and
inadequacy, if any, to Panchayat Raj Institutions / Urban Local Bodies consequent on the adoption of
inter-se distribution criteria. But this has been modified by the Government to help select local-bodies on
discretionary basis sometimes for creation of capital infrastructure. No norms have been evolved either
by Rural Development Department or MA & WS Department of the Government, regarding this fund.

y Incentive Fund:
This fund created out of the devolution package has motivated the Local Bodies to achieve
maximum collection.

8. Unaccepted Recommendations:
Some of the major recommendations, which have not been accepted by Government, are: -

a. Calculation of LC and LCS based on average land revenue.
b. Compensation for Local Bodies towards LC / LCS during the period of waiver / remission of land

revenue.
c. House -Tax: Moving over to plinth-area based tax.
d. Water Tax.

These are dealt with in the respective chapters. Besides, around 20 recommendations, which
suggested individual tax sharing, became redundant because of the acceptance of the concept of global
sharing. The Action Taken Report placed in the legislature is kept as Annexure (I11-1)

9. Utilisation of State Finance Commission Devolution:

The State Finance Commission recommended specifically that the devolution is meant to cover
maintenance of the assets at the time of the award as also the assets to be created during the award
period and the salary and wages of the Local Bodies. This has been visualized with a view to maintain
the assets created and also to avoid delay in payment of salary to the employees of Local Bodies. But in
practice, the Government have set apart a sizeable sum for works with the view to improve basic
amenities both in rural and urban areas. Further, the Government have deducted at source the debt
repayment payable by local bodies to other institutions / agencies. On the other hand, the
recommendation relating to remittance of provident fund dues (contribution) to the respective accounts
has not been implemented. Moreover the entire devolution money has been credited to the general fund
account of the concerned Local Bodies. While specific orders have been issued for the maintenance of
separate cashbook for the utilisation of devolution fund in the Urban Local Bodies, no specific order in
respect of Panchayat Raj Institutions has been issued. Experience shows that there is need for the
separate account to monitor the utilisation of the said devolution at frequent intervals.

Even though devolution was primarily intended to take care of the salary and O&M expenses,
the formula adopted was based largely on population. The change in the approach has been highlighted
during interaction with officers and also in State level seminars.

A review of the utilisation of SFC devolution reveals that the state devolution has been by and
large utilised for salary and O & M.
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10. In its Terms of Reference, the First State Finance Commission was not specifically required to
recommend reorganisation or restructuring of Local Bodies. However, for ensuring better fiscal
management, economy and efficiency, the First Commission formed a separate task force for suggesting
various measures to be taken ‘for restructuring the Local Bodies and to organise staff. The
recommendations made for restructuring the Local Bodies on the urban side for creation and upgradation
have been accepted and incorporated in the new Urban Local Bodies Act, 1998, with modifications on the

J norms of population and income. However, in the case of Panchayats, Government did not pass any
orders on the First State Finance Commission’s recommendations. In a parallel exercise the
Government have rejected in May 2000, the modified recommendation of the Director of Rural
Development for restructuring Village Panchayats with the population of more than 2000. The First
Commission also suggested reorganisation of Panchayat Unions for more accessibility and better
administration by the district officials, by redefining their jurisdictions and with population between 60,000
to 75,000. No order seems.to have been issued in this regard.

1. Conclusion:

The quantum of devolution furnished in the statements in para 5 above indicates increase in
transfer of funds to Local Bodies consequent on the recommendations of the First State Finance
Commission. The global-sharing of tax revenue enables aggregate buoyancy of the State economy to be
shared with Local Bodies, which leads to substantial step-up annually in flow of funds from Government
to Local Bodies.

“DHUSESTH QUL RUEH SHmellmers

. Srmemn Y isEn  sully”
(©meir482)
4
N
..
15

85-13 (R)}—3



CHAPTER - IV
RESOURCE BASE OF LOCAL BODIES

Introduction

Para 5(iii) of Terms of Reference envisages that we shall have regard to revenue resources of the
local bodies in the award period on the basis of level of taxation reached in 1999-2000 and the potential
for increase in revenue. Likewise, para 2 (a) (i) of Terms of Reference requires our Finance
Commission to make recommendations as to the principles, which should govern the determination of
taxes, duties, tolls, and fees, which may be assigned and appropriated by the local bodies. While
studying the basic issues, this Commission came to the conclusion that the resource base of local bodies
is not elastic, as revision of property tax, house tax and profession tax is done once in five years. Non-tax
items are not significant. The annual buoyancy in income has to come from increase in property stock,
which is dependent on market conditions. In addition to the base being small, it has all along been
subjected to ceiling and other Government controls with the result that the local bodies are unable to
bear the annual increase in expenditure without matching income. In fact, the Eleventh Central Finance
Commission has recommended that the local bodies should be allowed to tap their resources without any
interference from State Governments. At the same time this Commission feels that whenever local
bodies are recalcitrant and deliberately fail to undertake these statutory functions and raise resources,
then the Government should intervene. Likewise, where the local bodies are most unlikely to raise
resources for various reasons, Government need to play pro-active role, issue guidelines, fix minimum
rates and ensure that the local bodies do not shy away. The above approach has been adopted in
analyzing the resource base of local bodies with recommendations to strengthen the same.

TAX INCOME
2. Property tax

24. The first State Finance Commission had made 31 recommendations on property tax reforms.
Treating them as one package, the Government have broadly accepted the recommendations with minor
modifications in the light of the Supreme Court judgement on the property tax case relating to Patna
Municipal Corporation. The newly enacted Tamil Nadu Urban Local Bodies Act, 1998 and the rules
framed there under (now kept in abeyance) provide for levying property tax on the basis of zonal rates
and carpet area. The property tax now levied has components like water supply, drainage and education.
When the Tamil Nadu Urban Local Bodies Act is put into operation, during the next revision, the Urban
Local Bodies will be in a position to levy separate tax for water supply, sewerage and education. The
present property tax is a general purpose tax.

2.2. Even though the revision effected from October 1998 did try to rationalize the levy of property
tax in respect of new assessments, old assessments could not be brought on par as the levy envisaged
resulted in manifold increase. Based on representations, the Government in order to contain the rise to
reasonable limits, prescribed ceilings on the existing assessees as detailed below:

Table IV-1
a. Owner occupied buildings 25%
b. Rentals 50%
c. Commercial properties 100%
d. Industrial properties 150%
2.3 The elected representatives who interacted with Second State Finance Commission mentioned

about anomalies due to the wide gap between old assessments and new assessments. Similar concern
was also voiced by various NGOs and experts. Besides, the exemptions given to all educational
institutions and central government properties have also been resented by the elected representatives.
While the new act envisages levy of service charge not exceeding 75% of the property tax, this has not
been given effect to owing to the suspension of the Act.
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2.4.Property Stock pattern

The following table indicates that commercial and industrial properties constituting roughly 15% of

the total properties yield approximately 41% of the income under property tax. They require close
attention all through.

Table IV-2.
SI.No. | Type of property Corporations Municipalities Town panchayats
No. Yield in lakhs No. Yield in lakhs No. Yield in lakhs
1. Residential 929317 11801.21 1234700 7490 2073511 2683
2 Commercial 127844 7902.56 219301 4456 264684 1417
3 Industrial 13736 462.74 38035 2497 455130 1013
4. Others 17099 1298.18 14925 872 78103 228
5. Exempted 7199 - 31537 - 10024 -
TOTAL 1095187 21464.69 1538498 15315 2881452 5341
2.5. The realization of revenue from property tax for the last five years is given below in respect of all

Urban Local Bodies.

Table IV-3. Revenue Receipts from Own Sources — Taxes Town Panchayats

Revenue Receipts Item 199596 | 1996/97 | 1997/98 [ 1998/99 [  1999/00 2000/01
Actuals Budget
Receipts in Rs. Lakhs
Property Tax | 189865 | 1807.83 | 1897.25 | 1724.94 | 534060 |  5580.22
Sectoral Contribution in Total Revenue Income - in percentage
Property Tax | 17.25 | 1438 | 7.70 | 6.59 | 17.95 | 12.77
Growth Trend - In Percentage
1996/97 1997/98 1998/99 1999/00 Average
over over over over
1995/96 1996/97 1997/98 1998/99
Property Tax -4.78 4.95 -9.08 209.61 50.17

Source: Analysis of primary data from all 611 Town Panchayats

Table IV-4. Revenue Receipts from Own Sources — Taxes Municipalities

Revenue Receipts Item 1995/96 | 1996/97 | 1997/98 | 1998/99 [  1999/00 2000/01
Actuals Budget
Receipts in Rs. Lakhs
Property Tax [ 7751.87 | 7930.02 | 8153.04 | 7001.73 | 1531465 | 15423.94
Sectoral Contribution in Total Revenue Income - in percentage
Property Tax | 35.95 | 3046 | 2281 | 18.82 | 34.17 | 28.44
Growth Trend - In Percentage
1996/97 1997/98 1998/99 1999/00 Average
over over over over
1995/96 1996/97 1997/98 1998/99
Property Tax 2.30 2.81 -14.12 118.73 2743

Source: Analysis of primary data from all 102 Municipalities

Table IV-5. Revenue Receipts from Own Sources — Taxes
Municipal Corporations

Revenue Receipts Item 199596 |  1996/97 |  1997/98 |  1998/99 |  1999/00 2000/01
Actuals Budget
Receipts in Rs. Lakhs
Property Tax [ 10914.82 | 11747.17 | 15440.59 | 17257.74 | 21464.69 | 25723.49
Sectoral Contribution in Total Revenue Income - in percentage
Property Tax | 317 | 303 - 310 | 294 | 318 | 308
Growth Trend - In Percentage
1996/97 1997/98 1998/99 1999/00 Average
over over over over
1995/96 1996/97 1997/98 1998/99
Property Tax 76 314 11.8 24.4 18.8

Source: Analysis of primary data from all 6 Municipal Corporations
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The percentage increase in property tax due to revision is as indicated below:
Corporations : 25%
Municipalities o 37%
Town Panchayats : 87%

It is seen that the increase in property tax owing to revision on 1.10.1998 in Town Panchayats is
higher because they moved over from House Tax to Property tax. Vital statistics pertaining to property
tax in respect of Corporations, Municipalities and Town Panchayats are furnished in the annexure (IV-1-
(a), (b) & (c).

2.6. There cannot be any second opinion about the need to bridge the gap between the old
assessments and the new assessments. If the Act provisions are implemented without any ceilings as in
para 2.2 above, all of them would be brought to same level of taxation. But there could be public outcry.
In order to effect moderation and at the same time to enforce uniformity and equity, increase of property
tax in respect of old assessments to the level of new assessments can be attempted gradually spread
over next two general revisions. But in respect of commercial and industrial assessees, the levy on par
with new assessees needs to be brought about during the next revision.

2.7 A closer look at the periodicity of revision seems called for. The First SFC had recommended
triennial revision but the Government decided on quinquennial revision and have incorporated this in the
ULB Act. In response to our questionnaires to various functionaries and in personal interaction by the
Commission with them, no doubt varying views were expressed by them. One perception was that the
ULBs should have inde atipa,{’%annual or biennial increase. Public will not feel the pinch if small
increase in property tax iS’done on such annual or biennial basis. On the other hand if the property tax is
done once in five years, public are likely to raise hue and cry. Just as expenditure is going up in ULBs
due to inflation, half-yearly D.A. increases for the employees etc., revenue also needs to be increased
frequently in small dog€. Keeping this logic in the backdrop as also the number of properties involved in
residential and other categories, the Commission feels that the property tax needs to be revised as
detailed below.

Residential properties - Once in five years
Non-Residential properties - Once in two years.
28! It is reliably learnt that there are large number of properties, which are escaping assessment.

The list of assessment needs to be updated annually after thorough physical verification, by reconciling
the details of new completed buildings as ascertained from Town Planning Section ifi each local body.
Moreover, the building license is given for three years. Hence there is need to reduce the license period.
With the advent of computers, it is possible to enter the data relating to building licenses online so that
assessment of property tax is done at the expiry of the license period. Also the electoral rolls used for
local body election may be an index for verification of the tax assessees.

2.8.1. ltis significant that the First Karnataka State Finance Commission in its report estimated that as
many as 35% of the properties in Bangalore have been omitted from the levy property tax. We tried our
best to assess the exact percentage of properties in Chennai city, which may have escaped levy of
property tax. First we did an exercise comparing properties with electoral rolls, ration cards, census
house - holds, water tax assessments etc. The Chennai Corporation also in one study gave the number
of property tax assessee as 4.5 lakhs but in TUIFSL report, it was 4.2 lakhs at one stage. Despite our
best efforts, we have not been able to reconcile the figures and reasonably conclude that all properties
would have been taxed. We feel that a detailed tax mapping needs to be undertaken by an outside
consultant on which a specific recommendation is given in para 2.12.

2.9. About 10% of the total assessees in Town Panchayats pay Rs.10/- or less as property tax. There

is therefore every need to fix a minimum amount keeping in mind the inflation and the cost involved in the
collection.
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2.10. Urban Review Committee appointed by the Commission visited Mumbai and Ahmedabad and
reported about various features of property tax in those cities and in the States of Maharashtra and
Guijarat in general. The Commission also studied the system prevailing in Bangalore by deputing a team
of officers from the Commission and Chennai Corporation.

2.11. Critique : As Property tax is the most important source of revenue for Urban Local Bodies, a
critique on the same based on detailed study is kept as annexure —IV-1(d) to this chapter.

2.12. Education Tax: As per Article 243W(b), the State may confer powers on Urban Local Bodies,
including those in relation to the subjects mentioned in XII Schedule of the Constitution. The Tamil Nadu
Urban Local Bodies Act, 1998 provides for levy of education tax(Section 91) not exceeding 5% of the
property tax to take care of the maintenance needs of schools. This levy may continue till the
maintenance of school buildings is taken over by the Government.

2.13. As the Tamil Nadu Urban Local Bodies Act and Rules there under have been carefully drafted,
implementation thereof would take care of most of the measures needed to raise resources. With this in
background, our Commission recommends the following package:-

a) Levy of property tax may be done as enshrined in the Tamil Nadu Urban Local Bodies Act,
1998 during the next revision. If for any reason, the act provisions could not be given
effect to prior to the revision, the provisions dealing with property tax as contemplated in
the Tamil Nadu Urban Local Bodies Act, 1998 may be incorporated in the Act in force at
that time. The property tax as contemplated in the Act shall be general-purpose tax. A
minimum property tax of Rs.25/- per half year shall be levied in Town Panchayats
wherever it is less than this amount.

b) The periodicity of revision will be quinquennial in respect of residential properties and in

respect of non-residential properties it will be once in two years. This may be effected in
October 2003 after suitably amending the existing Act. The list of assessees should be
updated annually by regular inspections. All Urban Local Bodies should ensure that all
properties eligible for the levy of property tax are assessed properly without any omission
by ensuring co-ordination between Town Planning and Revenue wings of the respective
local bodies.
Further, the Commission recommends that in Chennai city, a detailed tax mapping
exercise can be given to a reputed consultancy firm which can give upto date data-base
incorporating all the properties (commercial, industrial and residential etc.) in six months
and this can be updated once in five years, just prior to the property tax revision. On the
basis of experience of the same, it may be extended to all other Municipal Corporations
and selectively for major Municipalities.

c) Levy of water tax shall be done by all Urban Local Bodies and sewerage and education tax
shall be levied by the Urban Local Bodies where sewerage projects / educational
institutions are in operation. The rates shall be as suggested in the Tamil Nadu Urban
Local Bodies Act. :

d) All assessees shall be brought under database and an assessee card as suggested in
Form 12 in Tamil Nadu Urban Local Bodies Rules, 2000 containing the tax and non-tax
dues may be issued. Computers have been provided in all Corporations and several
municipalities. These Urban Local Bodies should computerize the entire tax
administration, so that online updating of property tax can be monitored in the most
efficient manner as is being done in banks and railways.

e) Self Declaration Scheme is to be introduced in all Urban Local Bodies to make the tax
administration simple, transparent and assessee friendly. The property tax needs to be
restructured based on zonal rates applicable to residential buildings and non-residential
buildings separately.
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f)

9)

h)

)

k)

m)

For the above purpose, a property tax Guideline Committee may be immediately
constituted for each Urban Local Body consisting of the executive authority of the Urban
Local Body concerned, Municipal engineer and Town Planning Officer. In the case of
Town Panchayats the Guideline Committee will consist of Executive officer of Town
Panchayat, Municipal Engineer and Town Planning Officer from the nearest Municipality.

The Property Tax Guideline Committee will carefully classify zones in each Urban Local
Bodies taking into consideration areas adjacent to the following categories of roads. To
illustrate, Chennai Corporation will take into consideration, the following categories of
roads.

i) National Highways / State Highways
i) Bus Route Roads

iii) Arterial Roads

iv) Medium width Roads

V) Small Roads

vii) Lanes and

viii)  Slums

For Municipalities and Town Panchayats, the present criteria may continue. The Guideline
Committee will adopt a combined index based on both general price inflation and the real
estate value for the purpose of fixing rates of lands and buildings. The Property Tax is to
be assessed on the plinth area basis only, as this is easy to verify and measure. The
Guideline Committee will adopt the criteria like the location, type of construction, built up
area of property and age of building in fixing the zone rates. Owner occupations may be
given 30% relief.

For Chennai Corporation, the Self declaration returns filed under the self declaration
scheme should be disposed of within a period of 9 months from the date of notification on
revision as per the time table shown in the Annexure IV-2-a. The assesses who have not
opted for submitting the returns under self-declaration scheme will have to be dealt with
by the regular revenue wing within one year. (Annexure IV-2-b)

These time limits need to be adhered to, so that based on property taxes finally decided,
Metro water.could fix water-tax. Such synchronization needs to be ensured.

For other Urban Local Bodies, it should be possible to go through the process within six
months.

Levy of fine at 2% per month on the value of tax amount for non-filing of returns and false
returns.

In the next phase, basic rate may be linked with budget needs after two years in respect of
non-residential properties and proportionate increase effected. This may be given effect to
from October 2003.

To bridge the gap between the pre-1998 assessees and post-1998 assessees, in the
payment of property tax, the following approach is recommended. Commercial and
industrial assessments belonging to pre-1998 period may be brought on par during next
revision with effect from 01.10.2003. In the case of residential properties, this may be
effected in two phases viz. during the general revisions in 2003 and 2008.

Levy of service charges for exempted properties including Educational institutions shall

be undertaken from 1.4.2002 at the rates fixed by the tariff Guideline Committee and
completed before 30.9.2002.
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o) At present no legal measures can be taken, if the property tax claim is more than six years
old. The property tax is the first charge on property. Both are statutory provisions. In
view of the later provision, there should be no time limit to initiate legal proceedings for

recovery of tax except the provisions under Limitation Act viz., 12 years. An amendment
may be effected.

p) Other measures in the critique on property tax administration also need to be
implemented. (Annexure IV -1(d)

3.House tax
3.1. House tax is considered to be a major revenue yielding own source of income to Village
Panchayats.
Table - IV-6 House Tax Income
0,
Yadrs Income %lothe Per Panchayat forGtI::;:ar Per
(Rs.in Lakhs) | OwnTax Own Total (Rs.) Capita
Income Income
1995-96 1105.58 43% 9.00 7.70 8761 43 3.40
1996-97 1578.63 46% 11.70 8.01 12510 43 4.85
1997-98 1954.49 43% 8.20 4.00 15488 23 6.01
1998-99 2491.45 45% 7.60 4.00 19744 27 7.60
1999-2000 2866.22 45% 7.40 4.40 22714 15 8.80

Above table indicates the tax yield, per capita, and overall growth over the years.

Section 120 of Tamil Nadu Panchayats Act, 1958 empowered the village Panchayats to levy
house tax on capital value, annual vaiue or plinth area basis or one or more of the above methods.
Section 172 of the Tamil Nadu Panchayats Act, 1994 empowers the panchayats to levy house tax on
plinth area basis with maximum and minimum rates or basis on which such tax was levied before
commencement of the Act but without provision for one or more methods in the same area. Most of the
panchayats earlier adopted capital value basis and contiriue the same basis till now, subject to ceiling
on increase prescribed by Government.

First State Finance Commission recommended adoption of annual rental value related to plinth
area instead of direct plinth area tax basis to enable the general revision of rental value without revising
the rate of taxation. Government have not passed orders on the above recommendation.

Even when provision was available for general revision by executives in the previous Act,
general revision was banned during the absence of elected panchayats for more than a decade.

3.2.1. The field survey conducted in Village Panchayats discloses that out of 1000 Panchayats, only
59% of the Panchayats had opted for upward revision of the House Tax as under: -

Table-IV-7 Position regarding general revision in sample Panchayats

Increase by % No . of viliage
panchayats
10 303
25 143
50 104
100 43
Total 593

Source: -DEAR
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Itis also observed that generally minimum House Tax is levied at Rs.3/- for huts, at Rs.20/- for
tiled roof house and Rs.50/- for RCC House and surprisingly there are also cases where tax of Re.1/- is
still levied.

If general revision is resorted in all Panchayats there is scope for substantial growth of income.
If the basis is switched over to plinth area, further growth can be expected besides ensuring
transparency. However, unless the ceiling of increase fixed by Government is removed, the Panchayats
will be limiting the increase to 100%. Since the existing tax is found as low as Re.1/- any increase may
not be meaningful. Therefore there is need for fixing minimum rates, as discussed in a subsequent para.
3.2.2. An illustration would highlight the anomalous situation in house tax levied in a Village
Panchayat, compared to neighbouring Town Panchayat and municipality. In a case study made by the
Department of Evaluation and Applied Research (DEAR) house tax rates in Nolambur Village Panchayat
of Villivakkam Block have been compared with the adjacent Madhuravoyal Town Panchayat and

Ambattur Municipality. Following table indicates the wide variations.

Table IV-8 Differential House Tax Rates

House Tax Demand per 100 sq. ft.
SI. i Nolambur Village Panchayat Maduravoyal Ambattur
No. M of NG ; i Town Panch);yat Municipality
(B - Zone)
(Rs.) (Rs.) (Rs.)

1. Thatched House 11.00 (Irrespective of area) 37.50 100.00

2 Tiled House 5.50 56.25 150.00

3 Terraced House 44.00 75.00 200.00

the:
1. Town Panchayat classified as A, B & C Zones (A - 1.00/B - 0.75/C - 0.50 per sq.ft.)
2. Municipality classified as A, B & C zone (A - 2.50, B - 2.00/C/ 1,50 per sq. ft)
3. Village Panchayat is not classified as Zones.

The State Finance Commission believes that such vast variations need not exist between
house tax rates of Village Panchayat and the property tax rates of neighbouring Town Panchayat. In fact
there has been mushroom growth of new colonies in most of the village panchayats in the metro belt
area and also in the areas adjoining corporations and cities in the State. Most of these villages in view of
their locational advantage could mobilise larger resources as these villages are well connected by public
transport and are within short reach of the main towns and resources so mobilised can be duly ploughed
back for providing basic amenities as these villages are likely to face continuous demographic pressure
in the years to come. As a thumb rule, in such villages adjoining urban belt, at the floor level, house
tax rates need to be 50 percent of property tax rates of neighbouring urban local bodies.

3.3. Types of houses are given below.
Table: IV-9 No. of Assesses in different types of houses —
Village Panchayats as per Data analysis

No. in lakhs
; Huts
RCC / Madras Tiled - Group House Total
Small Big

Residential 16.90 28.65 18.24 11.02 6.21 81.02
| Commercial 0.84 0.84 0.44 0.24 - 2.36
| Total 17.74 29.49 18.68 11.26 6.21 83.38

| Percentage fo total 212 35.36 22.40 13.50 7.44

Source: GDC

itis also observed that J.V.V.T / IAY group houses and houses in Samathuvapuram have not
been subjected to taxation in many Panchayats.

3.4. The plinth area rental value will be more appropriate basis for house tax in Village Panchayats
around urban areas, vide para 3.2.2 above and classified plinth area tax will be the better basis for interior
Village Panchayats. To enable this, the Act should have option for the different types of levy as in the
Act of 1958.
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3.5. The self-financing educational institutions running on commercial basis are found not subjected
to levy of house tax under the garb of exemption. Rule 15 of the rules relating to levy of house tax
indicates that only educational institutions , which are not run on commercial basis alone, are exempted
from House Tax. '

3.6. Period for General Revision:

According to Sub Rule (2) of Rule 14 relating to levy of house Tax, the general revision shall be
taken up once in five years. Views have been expressed before our Commission that the revision of tax
could be undertaken every year or at least once in three years. Revision of Tax cannot be done every
year for want of required machinery in Village Panchayats. If a four year period is adopted as in the case
of property tax discussed in the earlier section, the Panchayats may have to revise only once during their
term and there may not be resistance from elected representatives or from public.

The present rules permit postponement of general revision, or stay of the proceeding for a
period of one or more half years at a time not exceeding, in any case, four half years viz. two years. This
is detrimental to tax raising efforts and amounts to interference on local bodies function. Such provision
is not available on urban side and hence needs to be deleted.

3.7 Issues relating to collection
Table — IV-10 Collection of House Tax
In Percentage

For all Panchayats
95-96 75
96-97 73
97-98 65
98-99 69
99-2000 71

Source: Primary data.

The collection of taxes in Panchayats is being done only by Panchayat Assistants and ‘Makkal
Nala Paniyalargal’, in rare cases, are assisting Panchayat Assistants in collection.

There has been some increase in collection of house tax due to incentive grant made available to
Panchayats . However there is scope for considerable improvement.

The collection performance could be improved by revising the formula of incentive grant by
providing higher weightage for higher performance combined with weightage for increase in rate of levy /
general revision which is discussed under “Incentive grant under State Finance Commission devolution”.
It was posed whether collection work could be entrusted to private agencies. It is felt that such a method
might not be workable in Village Panchayats. The existing system, with improved method of incentive
and better supervision could improve collection.

3.8. Based on the above analysis, the State Finance Commission recommends the following:
1. House Tax Levy should be either on plinth area basis or plinth area related rental value.
In the next revision, switching over to the plinth area method under the present Act may
be effected through suitable amendment to the Act.
2. Plinth area rate as prescribed in Schedule-l under Section 172(i) of Tamil Nadu Panchayats

Act, 1994 may be adopted along with minimum flat rate of tax for those dwelling in less
than 9.29 sq.m. (100 sq. ft) as below.
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Table IV-11.

1.Huts/Thatched house Homesteads Rs.10/- for every 9.29 sq.m. and less
2. Houses constructed under various Rs.15/- for every 9.29 sq.m.
Government schemes

3. Tiled houses Rs.20/- for every 9.29 sq.m.

4. RCC Terrace Rs.100/- for every 9.29 sq.m.

3. Educational institutions should be brought under tax net by way of service charges as in
Tamil Nadu Urban Local Bodies Act 1998. Hence the Government may be addressed to
amend Rule 15 in Tamil Nadu Panchayat Act 1994 for deleting the words ‘On commercial
basis’ and in their place substituting service charges.

4. The rule enabling for postponement of general revision may be deleted especially when
the Government expects the Local Bodies to exploit and mobilise local resources to
maximum extent.

N R - - 2 nf s oo

6. a.  General revision of house tax may be effected once in five years in respect
of residential properties and once in two years in respect of non-residential
properties fixed subject to minimum flat rate indicated in
Recommendation No. 2 and the ceiling on the net increase of tax during
general revision or for revision of tax rates now prescribed may be
dispensed with.

b. In villages adjoining urban belt, at the floor level, house tax rates (on
properties other than huts) need to be 50% of property tax rates of
adjoining urban local body.

6. The following methods for accelerating the collection performance may also be adopted.

a. Collection performance could be increased by linking the incentive to Village
Panchayats with special reference to general revision / rate revision.

b. Sanction of incentive to Panchayat Assistants who are engaged in collection
may be accorded in villages where tax revision is effected as above, e.g., 3%

subject to a ceiling of Rs.12.000 P.A. of collection of house tax when collection
exceeds 90%. This will be in addition to their salary.

3.9. Levy Of Development Cess by Panchayat Unions : Panchayat Union Councils are laying
new link roads up to the level of BT standard through various centrally and state sponsored programs
especially under P.M.G.S.Y Scheme. At present, out of the total length of 29570 kms Panchayat Union
roads, B.T. Roads comprise 13265 kms. The remaining roads will also have to be upgraded over a period
of time as black topped roads. Most of the Panchayat Unions are experiencing financial crunch for
taking up maintenance of roads as a result, B.T. Roads are re-laid as capital works due to non-
maintenance. The only own source of income for Panchayat Unions, is Local Cess Surcharge, which
depends upon the collection of land revenue. This income is hardly sufficient for meeting salary of
Panchayat Union staff. Both LCS Matching grant @ Rs. 50 Crores and Local Roads grant @ Rs. 20
Crores released till 1996-97 to Panchayat Unions for taking up maintenance work have been dispensed
with.

Further, Panchayat Unions have to maintain school buildings, Anganwadi Centers, P.D.S.
Buildings and other infrastructure created through various source of funds. The only source of State
Finance Commission devolution funds could not_ cater the demand of maintenance work. The Panchayat
Union Councils have no option except to augment their own sources even for taking up maintenance
works. They need to levy some kind of “Development cess” since Panchayat Union Councils are
incurring expenditure more than one crore of rupee under Developmental scheme for creation of
durable assets . If this Development cess is levied at minimum rate of Rs.5/- for house tax assessment
on residential purpose and at Rs.10/- for commercial purpose as minimum, it would yield annual income
of Rs.9.00 cores.
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State Finance Commission therefore recommends that Panchayat Union Councils may be
authorized to levy “Development cess” at the rate of Rs.5/- per annum for residential properties
as minimum and Rs 10/- per annum as minimum for commercial properties. This will be
collected by Village Panchayats and passed on to Panchayat Unions.

4. Profession tax

41. The levy of profession tax has had a chequered history in post-independent India. Levy of this
tax is provided under Article 276 of the Constitution read with Schedule VII, vide S.No.60 in the State list.
However, its collection and administration were done by the local bodies, on the basis of the powers
vested with the local bodies through state legislation. The collection machinery was not equipped to
handle the task with the result that the revenue derived from this tax was meagre and paltry. The
Presidential ordinance for recovering the tax at source and the reforms initiated in 1976 were put in cold
storage until 1988 when Government of India amended Article 276 merely to revise the ceiling for levy.
This enabled the State Government to revise and streamline the collection of the above tax. In Tamil
Nadu, a State Act on Professions Trade, Calling and Employment was enacted in 1992.

42 Prior to April 1992, profession tax was based on the provisions available in the respective
legislation governing the corporations or other local bodies. The maximum and minimum rates leviable
based on the income of the individuals / establishments were indicated in the Act itself. Since profession
tax was levied mainly on the basis of income of the persons, tax in respect of self-employed professionals
like doctors, lawyers, engineers and others could not be correctly assessed.

4.3. The 1992 Act prescribed rates for salaried personnel, trade, professionals and other sections
based on the different criteria to mop up revenue and there was sizeable income. In order to devolve
more powers to local bodies, the first State Finance Commission had recommended that the power to
levy, revise and administer the profession tax be vested with the concerned local body. In addition, there
were representations from traders also on various aspects. Accordingly, the Government of Tamil Nadu
cancelled the 1992 State Act and in its place, suitable provisions empowering the local bodies to
administer the tax have been incorporated in the Tamil Nadu Urban Local Bodies Act, 1998 and in Tamil
Nadu Panchayats Act, 1994. Under the amended provisions, the tax has been reduced and the
maximum amount has been brought down from Rs.900/- to Rs.600/- and in respect of trades from
Rs.720/- to Rs.600/-. In other words, the maximum amount payable has been brought down to Rs.600/-.
4.4, Despite bringing down the rates, the compliance from trading community was poor. This was
partly due to the absence of penal provision against willful defaulters. The amended provisions empower
local bodies to collect taxes based on average half yearly income for all including traders, business and
industrial establishments. The following are the slabs prescribed:

Table IV-12
S.NO. Average Half-yearly Income Tax (Rs.)
1 Upto Rs.21,000 Nil
2. Rs.21,001 to Rs.30,000 60
3. Rs.30,001 to Rs.40,000 150
4, Rs.40,001 to Rs.60,000 300
5, Rs.60,001 to Rs.75,000 450
6. Rs.75,001 and above 600
45. While the responsibility for levying and collecting the tax in respect of salaried class lies with the

pay disbursing officer, in respect of traders and other business / industrial establishments, the
responsibility lies with them by way of filing returns. There is no specific clause empowering distraint
proceedings.

Comparative position of the number of assessees, during 1993-94 and during 1999-2000, is
given below.

Table IV-13
Local Bodies 1993-94 (Nos.) 1999-2000 (Nos.)
Municipal Corporations 562770 160207
Municipalities 420000 257703
Town Panchayats 465000 411938
Village Panchayats NA 2272774
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During district visits of the Commission, it was revealed that there is slump in number of

assessees owing to non-filing of returns by business community and self-employed professionals.
The demand collection and balance for the years, 1998-99 and 1999-2000 are furnished below.

TABLE 1V-14
(Rupees in Crores)
1998-99 1999-2000
Demand Collection Balance Demand Collection Balance
Chennai Corporation 22.97 21.05 1.92 23.05 20.74 2.31
Other Corporations 12.40 7.21 S 13.38 10.00 3.38
Municipalities 16.24 12.93 3.31 15.28 12.89 2.39
Town Panchayats 10.99 9.32 1.67 10.55 10.17 0.38
Village Panchayats - 22.95 - - 2547 -

The above details show that there is poor compliance from trading community and professionals
in filing self-assessment return. Admittedly, if the rates and enforcement had been as before the
buoyancy in revenue would be much higher.

46. In the above context, the practices of the neighbouring States in the levy and collection of
Profession tax have been studied. In Andhra Pradesh the State Government has been collecting the tax
and apportioning a major share to local bodies as assigned revenue. In Karnataka too, the State
administered Act works well and there is a sizeable collection from trading community. The rates of levy
are also high in Karnataka, on companies and individuals (vide Annexure V-3)

47. Chennai Municipal Corporation Act, 1919, empowered the Municipal Corporation to levy company
tax. Citing this, First State Finance Commission had recommended that the levy may be extended to
other Municipal Corporations. This has been rejected by the Government and the power to levy company
tax by Chennai Corporation has been done away with. Added to this, the power to tax the companies
under the Profession Tax Act has also been brought down. Taking the above two aspects together, there
is need to enhance the level of tax for companies / industries. At the same time, powers devolved to the
local bodies to collect Profession Tax may have to be retained. But the collection machinery needs to be
strengthened by involving suitable State Government Department, such as Commercial Taxes
Department. We are given to understand that with liberalization in sales tax regime (with self-assessment
system for traders upto Rs.1 crore), the department could identify staff for redeployment. The periodicity
appears to be a long one. Hence it may be a triennial one. In fact, the Eleventh Finance Commission
has found the States wanting in improving the tax base of the local bodies. It has also observed that the
ceiling that was fixed in 1988 needs to be suitably enhanced. Hence, the State needs to enable the local
bodies to realize the potential from the existing ceiling.

4.8. In the light of the above analysis, the State Finance Commission makes the following
recommendations: -

a. The local bodies may continue to exercise the powers of levy. It may also continue to
collect the tax from the salaried class

b. The levy based on income as provided in the relevant acts may continue to be
operative upto 31.3.2002. The new rates are given below. Subsequently, triennial
revision may be effected. The income slabs of the salaried class for levy and the rate
of tax for the period from April 2002 be revised as noted below.

Table IV-15
SI. No. Average Half-yearly Income Half-yearly Tax
| (Rs.)
1 Upto Rs.25,000 Nil
2. Rs.25,001 to 35,000 100
3: Rs.35,001 to 45,000 200
4. Rs.45,001 to 60,000 400
5 Rs.60,001 to 75,000 600
6. Rs.75,001 to 1,00,000 750
7. Rs.1,00,001 and above 900
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c. From April 2005 the rates may be revised as under.

Table IV-16

SI. No. Average Half-yearly Income Half'{%iﬂ)y L
i Upto Rs.30,000 Nil

2. Rs.30,001 to 50,000 250

3. Rs.50,001 to 75,000 600

4. Rs.75,001 to 1,00,000 900

5. Rs.1,00,001 to 1,50,000 1000

6. Rs.1,50,001 and above 1250

d. In respect of Industries registered under Industrial Relations Act and Companies
registered under Companies Act, 1956 the maximum amount of Rs.2500/- p.a. may be
levied from April 2002 itself. But the individual employees working in that
establishment shall be covered under the income brackets as aforesaid.

e. In respect of traders, the collection may be entrusted to the Commercial Taxes
department, which will assess and intimate the derived income to the respective local
body for levy of Profession Tax, by using the surplus staff with them. A nominal
service charge not exceeding 5% of the tax demand reported by them may be
deducted and the balance 95% remitted to local bodies by Commercial Taxes
Department every quarter. A committee may be constituted with Principal
Commissioner and Commissioner of Commercial Taxes, Commissioner of Municipal
Administration, Director of Rural Development and Director of Town panchayats to
review the above process once in six months.

f. In respect of self-employed professionals, the income cannot be assessed. In order to
bring them under Profession Tax net, the Karnataka pattern of service and experience
based system may be introduced, vide para 4.6 above read with annexure IV-3. This
may be done by a suitable committee to be constituted by the Government and its
report may be obtained within three months, so as to enforce the new rates from

1.4.2002.
5. Advertisement tax
5.1. The first State Finance Commission recommended for streamlining the levy relating to

advertisement tax. It had also suggested levying this tax in all local bodies, which was till then limited to
Chennai and other Municipal Corporations. Based on the recommendation of the first Finance
Commission the Government have incorporated a proviso for collecting advertisement tax in the existing
Municipal Act as well as in The Tamil Nadu Urban Local Bodies Act, 1998, and in Tamil Nadu
Panchayats Act, 1994.

. Hoardings:

Hoarding as explained under Section 131 of Tamil Nadu Urban Local Bodies Act 1998, (now kept
in abeyance) and Rules 135 to 138 cover the erection of hoardings in Municipal land, Government land or
in road margin. The fees for such erection will be separate and that the publicity it gains by way of
hoarding will attract advertisement tax as contemplated under Section 92 of the above Act. The fees for
hoardings and advertisement tax for the publicity have not been fully tapped as ascertained from the
Tamil Nadu Private site Hoardings Owners Association, who have claimed that the resource potential
from this source in Chennai alone is roughly Rs.30 crores.

Recently the Madras High court has upheld the two State legislation relating to hoardings (i) To
regulate and grant licences to advertisement hoardings (ii) Giving powers to the authority concerned to
take steps to remove unauthorized hoardings that were visible to traffic.

The Commission is informed that subsequently the Supreme Court (April 2001) has modified the
ruling of High Court order to the effect that the power to remove the existing hoardings needs to be
exercised only if the hoarding concerned is hazardous and is a disturbance to safe traffic movement. It
has therefore directed the persons desirous of obtaining a hoarding licence under the Act be given 30
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days time to make the applications along with the prescribed fee. Itis hoped that the Urban Local Bodies
will endeavour to keep the cities clean and simultaneously maximize revenue from the hoardings.

5.2. The Government have already fixed the minimum and maximum tax payable in Schedule | of the
Tamil Nadu Urban Local Bodies Rules, 2000 (which is available in annexure V-4). Similarly, for
Village Panchayats, the rates have been fixed and notified in the rules, vide GO.Ms.No.218 RD
Department dated 14.10.1999. Even though all advertisements other than public buildings are covered in
the Act/rules, yet the realization in terms of revenue is poor. During interaction the issue was raised by
this Commission with Corporation Commissioners and Municipal Chairpersons. They admitted that many
assessees have not been brought to tax net and promised that they would enforce it vigorously in future.
Based on the experience gained so far, Second State Finance Commission makes the following
recommendations.

i, The rates fixed by the Government may be adopted and the revision may be done
once in three years.

ii. It may be ensured that all assessees under trade license are covered in the
advertisement tax. It may be ensured that all business establishments / trade and
industry assessees covered under Profession Tax are brought under
advertisement tax.

iii. Collection of advertisement tax may be done along with property tax / profession
tax / trade license fee so that no one escapes from the net.

iv. The Urban Local Bodies shall levy a fee on hoardings on Municipal / Government
land subject to the satisfaction of other conditions by invoking Section 131 of
Tamil Nadu Urban Local Bodies Act, 1998 (now kept in abeyance) besides the
advertisement tax as contemplated under Section 92.

6. Other taxes
6.1. Vehicle Tax and other taxes:

The first State Finance Commission had recommended levying of tax on vehicles, which did not
come under the purview of Motor Vehicles Act, such as mopeds, tractors etc. But the Government did
not accept the suggestion. Moreover, the combined Tamil Nadu Urban Local Bodies Act does not
envisage for levying tax on vehicles. Hence the Second State Finance Commission does not recommend
for levying the tax, in view of possible poor income from this source. Similarly, the tax on timber and tax
on company have not been recommended as the Government have rejected similar recommendations
made by First State Finance Commission. However, tax on Companies has been built into Profession
tax, vide paras 4.7 and 4.8. above.

62 Vacant Land Tax:

The recommendation of first State Finance Commission has been accepted and incorporated
under Section 85 in the Tamil Nadu Urban Local Bodies Act, 1998. The rates have been suggested
under Rule 114 of Tamil Nadu Urban Local Bodies Rules, 2000. The Second State Finance Commission
suggests that the above provisions may be strictly enforced and the income from this source may be fully
tapped.

6.3. Pilgrim Tax:
6.4. €.3.1. The first State Finance Commission has recommended for levy of this tax on:-
a. Places of Holiday resort.
b. Temple / Tourist towns. .
c. Towns known for archeoclogical / historical interests.
The Government have rejected the suggestion. However, it has been incorporated vide
Sectior: 111 of Tamil Nadu Urban Local Bodies Act, for levy of toll fee on every motor vehicle entering the
Local Body.
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6.3.2. In practice, no levy is made for state-owned buses. Since the Act specifies that every Motor
Vehicle entering the local body should pay the toll, it includes state-owned buses also. The definition of
motor vehicles has also been given in the Act as contemplated under Section 2 of the Motor Vehicles Act
1988. As such all motor vehicles may be taxed. Other details are narrated in the section on non-tax
receipts of Local Bodies. A similar provision may also be made in Tamil Nadu Panchayats Act or the
rules framed there under.

6.4. Motor Vehicles Tax:

6.4.1 The first State Finance Commission had recommended for sharing with the local bodies, 40% of
motor vehicles tax, in view of the extensive use of local bodies’ roads by all motor vehicles in case global
sharing was not accepted. The Government have not accepted this recommendation in view of the
global sharing of taxes. But in the state level seminars conducted by our Commission, a view was
expressed by both officials and non-officials that adequate share from motor vehicles tax may be set
apart to make good the damage caused to the roads by the vehicles. In fact, creation of “Pool C" for a
separate sharing has been specifically suggested. As a matter of fact under Section 17 of the Tamil
Nadu Motor Vehicles Taxation Act 1974, the utilization of the proceeds of the tax has been proposed,
after deducting the following:-

(i) the amount credited to the Tamil Nadu Rural Road Development fund under Sub-section (1) of
Section 10.
(ii) the expenses of collecting the tax under this Act and,
(iii) the costs incurred by the Government in exercising their administration functions in regard to the
control of motor vehicles in this State.

The balance shall be apportioned between the Government and local authorities and such
apportionment shall be in accordance with such rules as may be made in this behalf.

The above provisions fully justify inclusion of motor vehicles tax as assigned revenue. But the
past experience in the adjustment of the existing assigned revenue items makes one wonder whether it
will really serve the purpose, vide paras 8.7, 10, 11 and 13 below. Hence, Second State Finance
Commission suggests that there is no need for separate apportionment and it may as well be included in
the gross tax revenue of the State, to be shared with local bodies on global sharing pattern.

6.4.2. However as per the Motor Vehicle Act provisions, (Sub Section 1 of section 10) not exceeding
10% of the Motor Vehicle Tax collection shall be credited to Tamil Nadu Rural Road Development Fund.
But the figures made available to us for the past 10 years indicate that the entitled amount has not been
credited to the fund nor spent duly on rural roads vide Annexure IV-4(a). Hence the Second State
Finance Commission recommends the amount entitled for apportionment and the actual amount
adjusted may be reconciled and the dues atleast for the period 1997-2002 may be adjusted in the
financial years 2002-2003 and 2003-2004 and used for road development schemes in rural areas.

6.5. Tax on Cable T.V.

Till 1999-2000, tax on Cable T.V. has been collected as part of Entertainment Tax under Tamil
Nadu Entertainment Tax Act, 1939. The First State Finance Commission had recommended for
apportioning the entire amount after deducting the collection charges. However, the Government in
September 2000 have entrusted the functions of collecting the tax to the Local Bodies under
Entertainment Tax Act. As this is a recent development, the collection is expected to pick up momentum
soon, notwithstanding the limited stay given by High Court for Nagapattinam district. The potential under
this head is good as Rs.10,000/- per cable T.V. operator as security deposit is expected to be collected.
Besides, annual tract rent has also been ordered to be collected on the following rates.

Table IV-17
Chennai Corporation - | Rs.9,400/- p.a.for 1km.length
Other Municipal Corporations - | Rs.6,300/- p.a. for 1km. length
Municipalities/Town Panchayats / Village Panchayats - | Rs.5,500/-p.a. for 1km. length

The Second State Finance Commission agrees with the above approach and recommends
revision of rates once in three years.
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7. Other Taxes:

7.1. Other taxes recommended for individual sharing by First State Finance Commission have been
covered under global sharing of total tax revenues of the State, as stated by the Government in the Action
taken report.

7:2. The Corporation council of Chennai passed a set of resolutions and sent a memorandum to this
Commission requesting us to recommend introduction of octroi. There was also a suggestion to levy
entry tax on vehicles carrying commercial goods into the city. We do not recommend both these taxes as
many States where octroi was prevalent earlier have abolished it as octroi is considered obnoxious in the
present era of economic reforms.

8. Non-tax income of PRIs.
8.1. The following table gives overview of the non-tax revenue of the Panchayat Raj Institutions.
Table IV-18 NON TAX REVENUE OF PRIs
o Pan’:;:e\; - Per Village Per Capita Per Capita
YEAR Union Panchayet Panchayat Union Village Panchayats
Rs. In Crores Rs. In Lakhs Rs. Rs. Rs.
1995-96 64.17 16.67 12.56 9,953/ 19.73 3.87
1996-97 79.23 20.58 14.79 11,720/ 24.36 4.55
1997-98 51.63 13.41 2533 20,073/ 15.88 7.79
1998-99 133.29 34.62 32.35 25,794/- 40.99 10.00
1999-00 55.40 14.39 38.95 30.366/- 17.04 11.97
Table IV-19 Non-Tax Revenue Receipt — Village Panchayat
Year Lz::nge Pi::ta C‘:l?:;;s Fisheries Fi?:.::y Non?ttat‘::tem Total Average PanZ:\rayat
Fees Trees | Water Tax
Rupees in Lakhs Rupees
1995-96 166.12 89.06 203.75 52.77 64.71 249.56 825.97 137.66 6545.45
1996-97 172.06]  155.59 219.62 50.71 54.24 146.09 798.31 133.05 6326.25
1997-98 147.04]  187.56) 341.61 103.83 215.74 262.34 1258.12 209.69 9970.05
1998-99 210.88|  224.07 478.80 178.10 160.61 481.57 1734.03 289.01 13741.42
1999-00 241.77| 28043 773.70 125.81 136.91 466.44 2025.06 337.51 16047.71

8.2.1. Itis seenthat D& O trade license fees, building license fees are included in the non-tax base of
Panchayat Unions since they were being collected by Panchayat Unions earlier. As per the latest
position they need to be collected by Village Panchayats directly. Non-Tax items in Panchayat Unions
will therefore be confined to rent on buildings, market and shandies belonging to Panchayat Unions and
any other remunerative schemes implemented by them. Thus the scope for Non Tax items in Panchayat
Unions will be considerably low. There is scope for increase of income for Village Panchayats when the
above itams of income are separated from Panchayat Unions and collected by Panchayats themselves.
The details regarding individual items are discussed below.

8.22. ltis seen from Table - IV 18 that there is a spurt in growth of non-tax income during  1998-99.
As stated in para 8.2 above this includes items of income, which are legitimately due to Village
Panchayats but held back by Panchayat Unions. From the year 1999-2000 onwards, the collections
are being rmade by Village Panchayat's Accounts. Now social forestry and other items are directly
credited to Village Panchayats. Taking into consideration the above facts, the projection for the period
2002-2007 under Non-tax item has been made in the Chapter “Devolution Mechanism” based on actual
income, which the Panchayat Unions are legitimately entitled to.
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8.3. D&OLicense fees

The license fees were so for levied and collected and passed to Village Panchayats by the
respective Panchayat Union.

The Government have amended the Section 159 (2) of the Tamil Nadu Panchayat Act 1994
suitably to enable the Village Panchayat themselves to levy and collect D&O License fees. However, this
has not been implemented in several districts and Panchayat Unions continue to collect the D&O license
fee at the old rate. The rates under D&O license fee have been fixed long back and have not been
revised. The First State Finance Commission had recommended the revised rates for adoption. The
Second State Finance Commission reiterates that the Village Panchayats should be empowered
to adopt the revised rates and collect the fees after due notification issued through the Collector
of each district.

8.4. 2C Patta trees

The avenue trees are leased to Panchayats on payment of lease amount to be fixed by
Government in Highways Department . The usufructs of avenue trees will be availed of by Panchayats
by auctioning them. This Commission makes the following recommendations:-

1) Wind fallen trees should be auctioned by a committee consisting of representatives of
Panchayat, Panchayat Union Commissioner and Revenue official concerned. The auction
should be decided by the Committee to ensure better price.

2) The auction amount may be remitted to the Panchayat Union Council Treasury for credit to
the Village Panchayat funds.

3) In case of dead trees, the Panchayats should be given powers to report the fact and
initiate action to remove them from the roads and sell them, ensuring quick disposal of
the trees and realization of better revenues.

8.5.  Water charges / Water Tax

At present, there is no provision for collecting water tax. Village Panchayats are levying only
water charges. Whenever house service connections are given, a sum of Rs.1000 is collected as
deposit and Rs.30/- per month collected as water consumption charges. Although Government have
empowered the Village Panchayat Presidents to give house service connections, it has been noticed that
more and more public taps are still being provided and the provision of house service connection
enabling collecting water charges have not been availed of. There is general consensus for levy of
water charges and service tax in the seminars conducted by our Commission. The levy of service tax
had been suggested by the Damodaran Committee also in 1990. The Director of Rural Development
has also suggested that in addition to water charges, as in urban local bodies, water tax may also be
fixed as a component of house tax at 10% of the house tax. Second State Finance Commission
recommends that surcharge of 10% of house tax may be fixed as water tax. This may be done in
villages, to start with, where there is more or less assured supply of water all through the year.
Further, there is urgent need to enforce discipline in the matter of illegal connections.

8.6. Fisheries

8.6.1. The Village Panchayats lease the ponds and the Panchayat Union lease Panchayat Union tanks
in the Panchayat area for fishing rights. Formerly the fishermen co-operative societies were having
monopoly on this, butin view of their failure to pay the local bodies properly, the Government permitted
the panchayats to grant lease to any person. Now, the cooperative societies have only the option to
participate in the auction along with others. It has been observed that in most cases, the local people
themselves connive and depress the auction value and after taking the bid, they sublease the right for
higher amounts and utilize the difference in bid amount for public causes of the locality such as temple
festivals etc. Counseling the elders of the village may be tried to reduce the impact of the above practice.
8.6.2. ltis also learnt that the lessees release the water from PWD tanks in order to derive maximum
exploitation. This will lead to depletion of ground water level. Committee consisting of President of
Panchayat, Revenue Inspector, and Inspector of Fisheries Department may be constituted for
conduct of lease. It has further been suggested that fishery rental in respect of M.l. Tanks of
Panchayat Union may be shared on 50:50 basis between Panchayat Unions and Panchayats. The
proceeds of fisheries in PWD Tanks should also be shared between or among all Panchayats
covered in the tank area. Second State Finance Commission recommends the above package.
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8.7 Social Forestry

8.7.1. The income under this head is shared between Village Panchayats_and Forest Department in the
ratio of 60:40 respectively, after deducting expenses incurred for payment of salaries to gardeners,
workers, watchmen, etc. working in the plantations. Inordinate delay has been notified in disbursing the
share of the Village Panchayats. For instance, the share of the Village Panchayats for the years 1993-94
to 1994-95 worked out as Rs.8.75 crores has been settled only in the year 2000. The share of the Village
Panchayats from this income for subsequent years from 1995-96 is yet to be settled. This is indeed
inordinate and unconscionable delay. As the auction of proceeds under Social Forestry is done by Forest
Department without any role / representation assigned to Village Panchayats, the latter feel that the
auction amount could have been more, if they had been involved. The Village Panchayats have also
pleaded for an increase in their share from this revenue.

8.7.2. Taking the above factors into consideration, SFC recommends;
i) A Committee may be formed including Village Panchayat President and Forest
department officials for conducting auction periodically, and fixing upset price.
i) The share of the Village Panchayat and Forest department may be fixed in the ratio
of 70:30 after deducting actual working expenses.
iii) The Village Panchayat share may be directly credited to their account after the
conduct of auction to avoid delay.
iv) The above system, as also timely adjustment may be monitored annually by a
Committee consisting of Secretary to Government, Environment and Forest
Department, Principal Chief Conservator of Forests and Director of Rural
Development.
9. Non-tax income of ULBs
9.1. Water Charges:
9.1.1. Chennai Metropolitan Water Supply & Sewerage Board has been performing the functions of
water supply and sewerage. This Board collects water and sewerage tax and water charges and
shoulders the responsibility of providing civic amenities viz. water supply and sewerage in Chennai
Corporation area. While 80% of the house service connections are un-metered, the remaining 20%
represent metered connections. While water charges are said to cover sewerage maintenance also, yet in
many areas water supply is erratic, even in normal years. This is dealt with in the relevant chapter. The
revenue income derived and the revenue expenditure incurred are available in annexure. However, as
per the figures made available, CMWSSB is yet to collect an arrear amount of nearly Rs.154 crores from
the consumers. This may be collected at the earliest. As far as levying of water tax / sewerage tax, it is
said to be of the order of 7% of ARV (or 23% of property tax). As per the new Tamil Nadu Urban Local
Bodies Act, the local authority can levy upto 35%. This may be made use of as and when the Board is
able to provide assured water supply, in a normal year, to all its consumers, including those at the tail end
areas.

9.1.2. In respect of other Urban Local Bodies , water supply is one of the core civic services, the water
account as indicated below reveals that water charges have not been properly levied.
Table IV-20 Town Panchayats

Revenue Receipts Item 1995196 |  1996/97 |  1997/98 | 1998/99 |  1999/00 2000/01
Actuals Budget

Receipts in Rs. Lakhs
Water Charges 766.44 800.02 943.17 1100.20 1538.20 1939.82
Others Income 157.20 170.29 180.36 157.57 176.63 22317
Total Income 923.64 970.31 1123.53 1257.78 1714.83 2163.00
Expenditure in Rs. Lakhs
Establishment 419.36 474.92 565.89 707.39 787.00 891.59
Power Charges 500.17 561.89 764.31 864.87 948.73 1071.02
Tamil Nadu Water Supply & Drainage 114.10 216.54 346.66 736.66 879.93 994.10
Board payments
Others 802.45 948.86 1260.51 1451.06 1674.51 1890.67
Total Expendifure 1836.08 2202.21 2937.36 3759.99 4290.17 4846.38
Status - Surplus/Deficit -912.44 -1231.90 -1813.83 -2502.21 -2575.34 -2683.38
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Table IV-21 Municipalities

Revenue Receipts Item 1995/96 |  1996/97 |  1997/98 [ 1998/99 [  1999/00 2000/01
Actuals Budget

Receipts in Rs. Lakhs
Water Charges 1540.97 1591.32 1672.75 1720.34 2663.63 2716.02
Others Income 285.24 295.84 398.35 518.69 546.70 557.45
Total Income 1826.21 1887.16 2071.10 2239.03 3210.33 327347
Expenditure in Rs. Lakhs
Establishment 854.70 994.77 1203.11 1466.89 1638.61 1916.20
Power Charges 802.45 1177.64 1279.62 1274.95 1529.50 1675.11
TWAD Board payments 40.16 74.52 235.58 204.06 202.01 221.24
Others 1050.36 1176.43 1003.00 1471.67 1959.10 2145.60
Total Expenditure 2747.66 3423.37 3721.30 4417.57 5329.21 5958.15
Status - Surplus/Deficit -921.46 -1536.21 -1650.20 -2178.54 -2118.88 2684.6

Table IV-22 Municipal Corporations

Revenue Receipts Item 199596 |  1996/97 |  1997/98 | 1998/99 |  1999/00 2000/01
’ Actuals Budget

Receipts in Rs. Lakhs
Water Charges 985.22 1023.40 1225.57 1263.45 1668.19 2467.12
Others Income 322.39 289.55 291.11 392.81 849.85 2651.50
Total Income 1307.61 1312.95 1516.68 1656.26 2518.04 5118.62
Expenditure in Rs. Lakhs
Establishment 413.18 480.56 487.94 627.27 720.05 858.80
Power Charges 391.19 411.60 667.52 255.79 345.25 425.30
TWAD Board payments 0.00 18.96 43.90 144.34 110.00 110.00
Others 146.91 225.87 1066.06 880.05 1892.96 3063.15
Total Expenditure 951.28 1136.99 | 2265.42 1907.45 3068.26 4457.25
Status - Surplus/Deficit 356.33 175.96 -748.74 -251.19 -550.22 661.37

The deficit takes away much of the tax revenue for maintenance purpose. Unless breakeven is

achieved in tapping the revenue from water supply, it will continue to eat away the major chunk of the
revenue. It is therefore necessary to work out the maintenance cost of water supply including overheads
and the income derived now. The difference in income to expenditure has to be made good by way of
increase in user charges. The Tamil Nadu Urban Local Bodies Act a;Ld the rules framed there under

prescribe revision once in three years; hence this should be made use o

9.2.

a.

Aguly revis . the water charges.
Measures recommended to augment the resource-base of Local Bodies:

The Town and Country Planning Act, 1971 provides for collection of development charges for
development of land and building. The Chennai Metropolitan Development Authority and other
Local Planning Authorities are collecting development charges, OSR etc., for granting planning
permission for construction activities. These charges are intended for local development.
However, the revenue shared by CMDA with the Local Bodies from this source is negligible. In a
case study made by our Commission, Town Panchayats, which had contributed by way as OSR
had got back only negligible, as can be seen from the details available in the annexure (IV-5). As
against a total amount of Rs. 313.28 lakhs collected by CMDA, the concerned Town Panchayats
have received by way of CMDA grant Rs.35.02 lakhs only. This is also the case with
development charges. Hence the Second State Finance Commission recommends that the
developmental charges and OSR collected within the local area be transferred to the
Local Bodies concerned at 75% of the total collection.

The development control rule provides for collection of improvement charges from builders of
multi-storied building (more than 4 floors and 15.5 mts height). If an enabling provision is made
in the Town And Country Planning Act 1971 for levy and collection of infrastructure improvement
charges by the Local Bodies while granting the planning permission, sustainable additional
revenue will be realized by the Local Bodies.

The functionaries during interaction have mentioned that.the FSI was fixed upto 2 on the
condition that higher FSI would bring in higher developmental chz: Jes. However within CMDA
area, the FSI has been fixed at 1.5. Butin non-CMDA area it is 2 and more. Hence it has been
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suggested that within CMDA area, viz. central business district for high-rise buildings FSI may
be enhanced to 2 to 2.5 so as to fetch higher revenue.

c. In this connection, experts are of the opinion that there is need to decongest the already
congested Metropolitan area. One way of reducing congestion is to spread the network of basic
amenities to suburban areas and to additionally tax the multistoried apartments. Even though
many yardsticks have been suggested for levying the tax, the SSFC considers and
recommends that in respect of 1 + plus 3 (ground floor + 3 floors and above) buildings
used for residential purposes a congestion tax at the rate of 10% of property tax may be
levied. In respect of 1 + plus 2 (ground + 2 floors and above) constructions used for
commercial / industrial purposes, a congestion tax at the rate of 20% of property tax may
be levied to augment the income of Urban Local Bodies to attend to the growing civic
needs. This congestion tax may be levied and collected, -to start with, in Chennai
Corporation area by the Corporation. Wherever buildings are subjected to service charges
the congestion levy to the extent of 10% may be imposed for buildings with 1+3 (ground
+ 3 floors) and above.

d. The National Institute of Rural Development, Hyderabad after a study of several States has
identified several sources of revenue for PRIs, which are found in the Annexure V-6 and
suggested for tapping the resources. Even though it may not be possible to tap the tax potential
immediately, an effort needs to be made to gradually tap the revenue potential.

e. Bus stand fees:
UndermeMotorvehidematimm!es1989,merateofbusstandfeesisﬁxeddependingonme
class of bus stand viz. AB,C.& D. Ihetahswereﬁxedmdermend&shlhemwasas

follows:
Class A Rs.4/- per day
Class B Rs3/- *
Class € Rs2/- *
Class D Rs.1.50
Subsequently Government raised the rates as noted below:
Class A Rs.7.50/- per day
Class B Rs6/- “
Class C Rs4/-
Class D Rs.2.50 “

Aggrieved by this, some vehicle operators have filed writ in Madras High court and obtain the’
stay. Meanwhile the Government have cancelled the order. It is a known fact that cost of maintenance
has gone up during the last 12 years where revision was effected. It is understood that the revision is
under the consideration of the Government. The Second State Finance Commission feels that local
bodies as owners of the property should have the powers for revision of rates. Hence the Secand State
Finance Commission recommends that Urban Local Bodies / Panchayat Raj Institutions may be
given the powers to revise the Bus stand fees once in 3 years. Expeditious steps may be taken to
get the court stay vacated and effect the revision by April 2002. Necessary changes may be
effected under Motor Vehicle Rules 1989. While effecting the increase the rates below are
recommended as the minimum pending issue of amendment to the relevant Act.

Class A Rs.15/- per day
Class B Rs.12/- *
Class C Rs.8/-

Class D Rs.5 *“

Further separate rates will be nbtified for Koyambedu.
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9.3. Sale Of Unused Land

Manual scavenging has been abolished in the Local Bodies and in fact it is an offence now. The
Municipal sanitary workers are not sent for cleaning dry latrines in households and a massive
programme has been taken up with assistance from HUDCO for conversion of dry-latrines into flush-out
latrines. In old towns public scavenging lanes were provided behind the households. Since these lanes
are not used, they are slowly being encroached by house owners or misused by dumping waste materials
and garbage, posing danger and health hazard and chocking the drains. Majority of the Municipalities
consider that these lanes are no longer useful for Municipal purpose. At the same time, the land value in
such main town area is substantial.

Wherever the land covered by these scavenging lanes is not required for any future public
purpose like underground sewerage, storm water drains, etc., it seems better to sell these lanes now.

The Second State Finance Commission recommends that the above mentioned lanes
which are not required for public purposes may be sold to the willing owners at market rate in one
lump-sum.

9.4. Library Cess

Spreading literacy and providing access to books through public libraries, which was originally the
function of local bodies have been completely taken over as Government function as early as in 1982,
even though formal amendment has been effected to statu\e only in February 2001. It was previously a
component of property tax levied at the rate of 3.93% of property tax. After 1998, a separate levy at 10%
of Property tax is collected as library cess and it is no longer a component of property tax. However the
entire money collected by local bodies is passed as to library department. With an elaborate oultfit for
library administration, it would be appropriate if this is taken over by Library department. Till this is
effected, similar to the collection charges retained by Government for collecting entertainment tax, and
surcharge on stamp duty, the local bodies may also be permitted to retain a percentage as collection
charges for collecting library cess for which the local bodies spend substantial time to collect and account
for the revenue. The Second State Finance Commission recommends that 10% of such collected
amount under library cess may be retained by local bodies as collection charges.

95. Construction Workers Welfare Fund _

Constructions Workers Welfare Fund @ 0.3% is collected from the amount spent by local bodies
for executing capital works and the value of individual building licenses issued by local bodies. It is learnt
that roughly Rs.3 crores per annum is passed on to Tamil Nadu Corporation for Construction Workers
Relief Fund by urban local bodies. SFC recommends that 10% from out of the amount due to this
fund may be retained by local bodies as collection charges.

9.6.1. Lease Revenue

Municipal shops and stalls were leased out regularly. Because of some problems in early 1980's,
amendments to rules were issued in 1985. Due to litigations, the Supreme Court quashed the
amendments in 1991, directing that the lessees should not be dispossessed as long as they pay the
lease amount fixed by the Municipal Councils, which should not be more than 15% per block of three
years over and above the previous period. This had caused stagnation in revenue. Now High Court of
Chennai has interpreted the order to the effect that the local bodies are free to auction their properties. In
the Tamil Nadu Urban Local Bodies Act, 1998, provision has been made for auctioning municipal shops
and stalls once in three years. This may be enforced strictly to stop the confusion in leasing out
municipal properties. In line with IMFL auction, advance collection of one-year lease amount may
be prescribed and renewal for each of the next two years may be subject to payment of one-year
lease amount in advance on each occasion.
Agricultural Markets:

9.6.2. The Government have launched nearly 100 Uzhavar Sandhais by taking over the Municipal lands
to accomplish the goal of bringing quality vegetables at affordable prices to consumers without the
intervention of middlemen, so that both farmers and consumers benefit. The scheme is indeed laudable.
However, it is understood that the Government have not paid any lease for the land taken over or full land
cost while taking possession of the same. In fact, only in Tindivanam, a paltry sum of lease was
sanctioned. A field study reveals that many urban local bodies are paying the principal and interest for the
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loans taken by them for improving their sandhais. One such instance is Tharapadaveedu Town
Panchayat in Vellore district. It has lost an annual lease of nearly Rs.1.79 lakhs per annum. Besides it is
yet to repay a total of Rs.16 lakhs to DTCP for the principal and interest on the Integrated Urban
Development Programme loan availed by it. Hence, the SFC recommends that wherever the
Municipal land is taken over / acquired for launching uzhavar sandhais, the lease amount now
fixed by Revenue Department in respect of Government lands by following well-laid down
procedures as in vogue may be fixed in respect of lands of local bodies and paid by the market
committees or Agricultural Marketing Department.

9.6.3. Madhya Pradesh First State Finance Commission had suggested that the Madhya Pradesh
Government should try to generate resources of the order of Rs.50/- to Rs.60/- crores through agricultural
marketing Board/Marketing committees by enacting suitable Acts and framing rules there under by which
a certain percentage of such revenue would accrue to the local bodies to enable them to perform their
essential basic functions.

In Tamil Nadu too there is need to collect service charges for the markets operated by the
Agricultural Marketing Committees. The functionaries who interacted with the Commission have claimed
that they are not availing any civic services. But the fact remains that the roads, water supply, light and
garbage clearance are attended by the respective local body outside the Marketing Committee premises.
In fact, the First State Finance Commission had recommended that 50% collection by the Marketing
Committees be transferred to the concerned local bodies. Considering all these, we recommend that
service charges as contemplated under Section 88 of Tamil Nadu Urban Local Bodies Act 1998
may be levied against Agricultural Marketing Committees for the civic services rendered by the
local bodies. If need be, the Agricultural Marketing Committees’ Act may be amended suitably.

9.6.4. Unused Shopping Complex Constructed by TAHDCO

This Commission has learnt that in several places in the State shopping complexes constructed
by TAHDCO on local bodies lands are lying unused. Such non-utilisation for various reasons is not
proper. Hence the Second State Finance Commission suggest that properties constructed by any
Government Department / Agency particularly on local bodies lands remaining idle may be
handed over to the local bodies for proper utilisation.

9.7. Unapproved Lay Outs:
9.7.1. In order to tackle various problems arising out of unapproved layouts in urban areas, the
Government have stipulated that prior approval from local body should be obtained before any land is
registered. It is in fact an amendment to Sec. 22A of Registration Act and notification issued thereon.
This was also later upheld by the Madras High Court. SFC reiterates this Government order and
recommends its strict implementation.

Government have recently outlined a package for regularizing such plots in unapproved layouts.
This may be implemented to fetch due revenue to the local bodies concerned.

9.7.2. In certain areas like Valasaravakkam the Housing Board has notified almost the entire area
under acquisition scheme way back in 1971. Meanwhile many owners sold their plots and the buyers
have constructed houses. As the acquisition notification has not been cancelled, the Town Panchayat is
levying tax on super structure only. The building license in many cases has not been issued resulting in
revenue loss to local bodies.

9.7.3. Hence the Second State Finance Commission recommends that wherever Housing Board
acquisition notification (e.g., Valasaravakkam), has been issued but the scheme has not been
taken up, after five years, such notifications may be cancelled so that the local bodies may be able
to levy property tax in full measure and also levy building license fees, penalty etc.

9.8. In major Municipalities and Corporations, credit cards may be accepted for payment of tax
and non-tax dues.
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ASSIGNED REVENUE

10. This includes the class of taxes and levies traditionally collected by the Government and assigned
to the local bodies. The Commission considers the assigned revenue as part of resource base of the local
bodies and feels that the base needs to be kept in tact.

Entertainment Tax:

10.1. Based on the recommendation of the First State Finance Commission, the Government have
issued orders for transfer of 90% tax proceeds to Local Bodies, as indicated in the action taken report to
the Legislative Assembly in April 1997. But during interaction with officials it was revealed that the
transfer of 90% of the tax proceeds is not effected as per the Government order but restricted to 65% or
in certain cases no adjustment is made by citing the non-amendment of Financial Code rules.

Table IV-23 Entertainment Tax — Assi?ned by Government of Tamil Nadu

Receipts 1995/96 |  1996/97 1997/98 | 1998/99 | 1999/00 2000/01
Actuals Budget
Rs. in Lakhs
Town Panchayats 763.56 767.13 741.96 1163.86 915.12 1005.48
Municipalities 2782.08 3280.55 3068.88 4487.12 3931.87 4506.30
Municipal Corporations 3255.89 3199.08 3758.76 4047.92 4660.00 5230.00
Village Panchayats 501.65 524.04 396.86 71017 834.08 593.76
Panchayat Unions 269.12 249.22 176.10 239.94 197.78 -
Total Income 7572.30 8020.02 8142.56 | 10649.01 10538.85 11335.54
Sectoral Contribution in Total Revenue Account - in percentage
1995/96 1996/97 1997/98 1998/99 1999/00 Average
Town Panchayats 6.94 6.10 3.01 445 3.08 ~ AN
Municipalities 12.90 12.60 8.59 12.06 8.77 10.98
Municipal Corporations 9.5 8.2 76 6.6 6.9 7.7
Village Panchayats 7.87 8.29 717 8.25 9.51 8.33
Panchayat Unions 1.56 1.22 0.84 0.75 0.80 -
GROWTH TREND - IN PERCENTAGE
1996/97 1997/98 1998/99 1999/00 Average
over over over over
1995/96 1996/97 1997/98 1998/99
Town Panchayats 047 -3.28 56.86 -21.37 8.17
Municipaliies 17.92 -6.45 46.21 -12.37 11.33
Municipal Corporations -1.7 17.50 7.70 15.10 9.60
Village Panchayats 4.86 -24.56 78.94 17.44 66.26
Panchayat Unions -23.81 -67.70 130.13 -28.45 -50.37

10.2. When the issue was brought to the notice of Principal Commissioner and Commissioner of
Commercial Taxes, he stated that the assignment of Taxes collected under the compounding system is
on the basis of old rates prescribed in Tamil Nadu Financial Code. He has also observed that there is no
provision in Tamil Nadu Entertainment Tax Act, 1939 to assign the net proceeds of tax collected under
the compounding system and he has suggested suitable amendment of the Financial Code.

10.3. The Commission feels that non-amendment of the code cannot at all be a reason for withholding
legitimate revenue to Local Bodies since the Government have issued orders for transfer of 90% of the
Entertainment Tax revenue to Local Bodies.

10.4. Hence the Second State Finance Commission recommends that the statutory transfer of
revenue from Entertainment Tax as already ordered by Government may be implemented without
any further delay. Regarding PRIs, the existing formula may be continued. In order to ensure
these, a half-yearly review meeting may be arranged by Principal Commissioner and
Commissioner of Commercial Taxes with Commissioner of Municipal Administration, Director of
Rural Development and Director of Town Panchayats to review the revenue transfer relating to
Entertainment Tax, once in the month of May - June every year and the second time by November-
December.
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10.5. Adjustment Of Entertainment Tax To Local Bodies: This Commission has analysed the
collection and adjustment figures of Entertainment Tax compared with the figures made available from
the Finance department and found that the situation calls for very meticulous and monthly reconciliation
of figures both at the District level with the Treasury concerned and at the State level with the
Accountant -General, vide varying figures tabulated in Annexure - IV-9. The study also reveals that there
are delays in adjustment and mismatch between the amounts due to local bodies and actual adjustments.
This Commission feels that the sharing of Entertainment Tax collection with the local bodies at the
prescribed ratio is the legitimate right of the local bodies and there should not be any delay in adjusting
the amount to them. The only spillover can be relating to the last quarter of every year to the first quarter
of the next financial year. But even so, the figures arrived at cannot be erratic. Hence, this Commission
recommends that the adjustment of Entertainment Tax collections to the local bodies should be
completed before the end of the respective year itself and unadjusted amount, if any, for the period from
1997-98 to 2001-02, i.e., as on 31.3.2002, should be adjusted in the first quarter of the financial year
2002-03.

11 Surcharge On Stamp Duty:

11.1.  The rate of Surcharge to be collected on the duty imposed under the Indian Stamp Act, 1899 on
Transfer of Property under Sub-Section (1) of Section 94 of Tamil Nadu Urban Local Bodies Act, 1998
and Section 123 of the rules framed there under shall be 5%. The surcharge amounts devolved to the
Local Bodies are given below.

Table IV-24 Surcharge on Stamp Duty:
Receipts 1995/96 |  1996/97 ? 1997/98 1998/99 | 1999/00 2000/01
Actuals Budget
Rs. in Lakhs
Town Panchayats 3421.23 3547.39 4090.12 4231.63 4406.65 4841.73
Municipalities 2604.10 2937.72 353147 3504.99 3767.82 4318.30
Municipal Corporations 6959.19 6529.07 6618.64 6553.09 8015.00 8385.00
Village Panchayats 4885.40 4979.24 3922.93 6048.22 6667.06 28.28
Total Income 17869.92 17993.42 18163.16 20337.93 22856.53 17573.31
Sectoral Contribution in Total Revenue Account - in percentage
1995/96 1996/97 1997/98 1998/99 1999/00 Average
Town Panchayats 31.08 28.22 16.61 16.17 14.81 21.38
Municipalities 12.08 11.28 9.88 942 8.41 10.21
Municipal Corporations 20.20 16.80 13.30 10.60 11.90 14.60
Village Panchayats 47.84 44.37 31.06 35.69 35.11 -
GROWTH TREND - IN PERCENTAGE
1996/97 1997/98 1998/99 1999/00 Average
over over over over
1995/96 1996/97 1997/98 1998/99
Town Panchayats 3.69 15.30 346 4.14 6.65
Municipalities 12.80 20.23 -0.75 7.50 9.94
Municipal Corporations -6.20 1.40 -1.00 22.30 4.10
Village Panchayats 1.92 -21.22 54.17 3.61 28.28

The First State Finance Commission among other things had recommended that the dues to
Local Bodies towards surcharge on stamp duty should be adjusted by the District Registrar himself
instead of routing it through District Collector. Even though it is a good suggestion, it could not be
impiemented as the dues to Panchayats are apportioned on the basis of land revenue demand. But in
the case of Urban Local Bodies the dues shall go to the respective Urban Local Bodies. Hence it is
suggested that the dues to Urban Local Bodies may be straightaway adjusted to concerned Urban Local
Bodies without routing it through the District Collector.

11.2.  Under the indian Stamp Act, 1889, stamp duty is charged on 65 instruments out of which the
surcharge not exceeding 5% is levied only on 5 instruments (even though two more items were included,
it could not be given effect owing to the suspension of the operation of the Urban Local Bodies Act 1998).

There are roughly 16 instruments relating to property alone on which surcharge is not at present
ievied. It appears from the act provision that there is also no prohibition on levying surcharge on other
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instruments. However, as a first step the Second State Finance Commission recommends that the
surcharge on stamp duty be levied on the 11 items relating to property at the same rate with effect
from April 2002. (vide Annexure 1V-7)

11.3.  Another area where ambiguity still prevails is in the collection charge for the surcharge collected;
while it is 10% for Urban Local Bodies, it is said to be 3% for other areas. But in the Tamil Nadu Urban
Local Bodies Act 1998 the collection charge has been restricted to 5% for Urban Local Bodies. But this
has not been given effect to by citing the suspension of the act. The Second State Finance Commission
feels that 5% is quite sufficient as there is no separate collection machinery or process involved, as stamp
duty and surcharge are collected at one point.

11.4. Section 124 of the Tamil Nadu Panchayats Act 1958, contemplated the Surcharge on duty on
transfer of property For distribution of amount to Panchayats, Sub Section (a) of Section 124 of the Act
contemplated that the amounts collected in Village Panchayats in development Block as surcharge on
the duty on transfer of property shall be pooled every year for the entire Block and distributed among
Village Panchayats in Block in proportion to the Land Revenue.

11.4.1. Section 175 of the revised Tamil Nadu Panchayats Act 1994 the Act contains the same
provision without any modification. The surcharge is collected by Registration department and the
amounts due to local bodies are indicated to Collector of the district who distributes the share due to
various local bodies.

11.4.2. The Second State Finance Commission considered this issue in the present context of increase
in real estate activities in villages and the extensive computerization being attempted in the Registration
department. There was claim for change in method of distribution to ensure the amount collected in
Panchayats close to cities and urban towns is made available as in the case of urban local bodies since
such Panchayats do not have sizable Land Revenue and are adversely affected even though higher
collections are made within their areas. Land revenue has no relevance to real estate activity.

11.5.1. Hence the Second State Finance Commission recommends that the existing system of
pooling may be allowed to continue but distribution formula may be modified in respect of
Panchayats by according 50% weightage to population and 50% weightage to collection.

11.5.2. The collection charges for the surcharge collected may be restricted to 5% for Urban Local
Bodies and 3% for Panchayats.

11.6. As in Mumbai, a ready reckoner on stamp duty / surcharge and market value of lands may be
brought out as part of transparency in administration. This may be updated at frequent intervals and
made available to public at nominal cost.

1140 Moreover the reconciliation of revenue realized has not been done though 1.G. Registration
promised in Commission’s interaction with him in August 2000 to complete this by December 2000 and
report to the Commission. There has been variation between the adjusted amount and the actual figures
(as reflected in Accountant General’s books). The growth in income under stamp duty and growth in
income under surcharge on stamp duty assigned to local bodies vary widely as shown in the table below.

Table IV-25
Particulars 1995-96 [ 1996-97 [ 1997-98 [ 1998-99 [ 1999-00
(Rupees in lakhs)

Receipts of Government of Tamil Nadu under 61301 59060 63155 67252 81758
Stamps & Registration
Growth rate % (-) 4 7 6 22
Surcharge on Stamp duty assigned to LBs 21118 21367 22366 25114 27077
Growth rate % 1 5 12 8
11.8. This is single largest source of assigned revenue for the local bodies. The Commission strongly

feels that the local bodies should get their legitimate dues and on time.
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11.9. The Second State Finance Commission recommends that the transfer of revenue to Urban
Local Bodies arising out of surcharge on stamp duty may be done by the concerned District
Registrar himself at the Treasury as deduct entry by way of adjustment bill. In respect of
Panchayat Raj Institutions the adjustment shall be done as per the revised formula indicated in
para 11.5.1 above.

11.10. There must be proper reconciliation of the receipt at District / Head of Department level. To
ensure timely remittance of the legitimate dues to tocal bodies, the Second State Finance Commission
recommends that, a monitoring committee consisting of Inspector General of Registration,
Commissioner of Municipal Administration, Director of Town Panchayats and Director of Rural
Development may be formed and it should review the revenue transfer and reconciliation once in
six months.

11.11. We are also aware that there are wide variations between the Department figures, Adjusted
figures and Accountant General figures. This could be readily inferred from Table 25 above. Even
though solutions have been suggested for prompt reconciliation and adjustment for the period covered in
the First State Finance Commission award the situation has not improved in the fast four or five years.
Hence this Commission recommends that the dues to be adjusted to the local bodies under
surcharge on stamp duty for the period ending March 2002 shall be arrived at by the committee
referred to above. Efforts should be taken to adjust the dues before the end of the financial year
2002-03.

12. Mines And Minerals:

In certain areas, the dues from mines and minerals have not been adjusted. For instance, in
Tiruneermalai Town Panchayat, the dues are pending even though no court stay is in operation. In this
connection it may be mentioned that the Director of Geology and Mining has communicated to the
Commission that practically all dues except those covered by court stay have been adjusted. The
promptness with which Director of Geology & Mining has acted deserves commendation. The Second
State Finance Commission recommends that the remaining dues may be cleared by issuing
suitable guidelines. It also recommends that the G.0.Ms.No.5 Industries Dept. dated 3.1.1998 may
be implemented after getting the stay vacated by Madras High Court.

The Commission recommends that revenue from the granite be shared with Panchayat Raj
Institutions as under:

i) Village Panchayat concerned - 25%

ii) Panchayat Union concerned - 25%

iii) Incentive fund of Panchayat Raj Institutions - 50%
13. Local Cess And Local Cess Surcharge

13.1. Local Cess

Under Section 167(i)a of the Tamil Nadu Panchayats Act 1994, State Government is
empowered to levy Re.1/- as Local Cess on every rupee of Land Revenue. This local cess so collected is
credited directly into the Village Panchayat fund concerned, vide an amendment to Tamil Nadu
Panchayats Act 1994, as per recommendation of First SFC. However, our Commission learnt that the
Local Cess adjustments are still done to Panchayat Unions instead of directly crediting to the Village
Panchayats concerned. Following is the realization from Local Cess over the years.

Table IV-26 Local Cess — Receipts

YEAR Amount Per Panchayat
(in lakhs) (in rupees)
1995-96 205.28 1627.00
1996-97 213.00 1688.00
1997-98 136.94 1085.00
1998-99 280.67 2224.00
1999-2000 252.33 1997.00
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13.2. Local Cess Surcharge

13.2.1. Under 168 of Tamil Nadu Panchayats Act 1994, and based on the Panchayat Union’s resolution,
Local Cess Surcharge is levied on a scale ranging from Rs.5/- at the minimum to Rs.10/- at the maximum
on every Re.1/- collected as land revenue. In practice all the Panchayat Unions are levying only the
minimum Rs.5/- as LCS. This is based on Government order. Thus for the total land revenue demand of
about Rs.5.50 crores for the whole State, the total LCS demand will be about Rs.25 crores. Following is
the realization from LCS over the years.

Table 1V-27
YEAR INCOME PER PANCHAYAT UNION | PER CAPITA
Rs. in crores Rs. in lakhs Rs.
1995-96 26.19 6.80 8.06
(29.14) (7.57) (8.96)
1996-97 24.26 6.30 7.46
(20.29) (5.27) (6.24)
1997-98 7.35 1.91 2.26
(24.77) (6.43) (7.62)
1998-99 14.20 3.69 4.37
(6.30) (1.64) (1.94)
1999-2000 15.17 4.93 4.67
(21.74) . (5.65) (6.69)

13.2.2. For the year 1997-98, the Local Cess Surcharge collection was at the lowest i.e. Rs.7.35 crores.
This is because the State Government announced remission of Land revenue, in a year the rainfall was
above average and the agricultural production was good. It is no doubt the prerogative of the Government
to decide on Land Revenue remission. But to avoid revenue loss to the Panchayat Unions, and in view of
weak revenue base of Panchayat Unions as explained earlier, the SFC recommends that whenever land
revenue is remitted by State Government, the Panchayat Unions may be fully compensated for the loss of
LC/LCS.

13.2.3. The basic land revenue for the State was reckoned by Damodaran Committee to be Rs.5.50
crores. This is an aggregate based upon the demands in all the revenue villages. With Revenue
Settlement and Resettlement having been abolished long ago (1937) as policy and with land revenue
having been fixed in ex-zamin and other tracts long back (1950’s and 1960’s), land revenue is a fixed
figure, except for small penalties and the like. SFC recommends that the demand of land revenue may be
rounded off for each village to the nearest hundred rupee and Local Cess/Local Cess Surcharge based
thereon can be taken as basic LC/LCS for the period from 1.4.2002 onwards. Further increase of LC/LCS
can be done by the method without reference to land revenue and thereby the local body could predict
the revenue from LC/LCS. In the case of Local Cess/Local Cess Surcharge, based on collection upto
February of each year 50% may be adjusted before March and the balance in the month of May every
year. LC/LCS being based on land revenue are collected along with land revenue by VAO. In order to
improve the collection of L.C/L.C.S., our Finance Commission recommends that 2.5% of the
collected LC/LCS may be given as incentive to VAOs and another 2.5% may be retained as
collection charges by Government and the remaining 95%‘3y be passed on to concerned local
bodies.

13.2.4. According to well laid down procedure, the Collector has to sanction every month the LC & LCS
to Panchayats and Panchayat Union Councils. Government while reiterating the procedure had issued
orders in G.O.Ms.834 RD&LA dated 7-6-82 regarding the adjustment of LC & LCS based on land
revenue demand stating that Tahsildars should send the details of consolidated. demand of LR, LC &
LCS and pooled collection amount under LR as a whole before 15" October every year after completion
of Jamabanthi. After July 1992, based on revised rates of Local Cess & Local Cess Surcharge, for the
combined levy of Re.1/- as Land revenue , Re.1/- as LC and Rs.5/- as LCS totaling to Rs.7/- the pooled
collection will have to be proportionately accounted for under each head. In other words, out of total
collection, the amount due to Village Panchayat and Panchayat Unions ill be one-seventh and five-
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seventh respectively of pooled collection. However, the following table No.IV-28 illustrate that the above
well laid down procedure has just not been implemented.

Table IV -28
1995-96 | 1996-97 l 1997-98 J 1998-99 1999-2000
Rs. in crores
Basic LR 6.70 4.21 593 4.89 6.35
Local Cess 2.05 213 137 2.81 2.52
Local Cess Surcharge 26.19 24.26 7.35 14.20 15.19
Total 34.94 30.66 14.65 21.90 24.06

Had the above well laid down instructions of Government been duly implemented the total of
Rs.24.06 crores for 1999-2000 would have been apportioned as under.

For 1999-2000 (Rs. in crores)

LR 343
LC 343
L.CS. 17.20
Total 24.06

This clearly indicates that LC and LCS are not at all being adjusted properly and it is not a

question of delayed adjustment only, but also the legitimate dues of Panchayats and Panchayat Unions
are not given.

The SFC recommends that LC & LCS to the Panchayats and Panchayat Unions dues
during the period from 1997-98 to 2001-02 should be reworked on the basis of the G.O. issued in
1982 and adjusted positively within two year period of 2002-03 and 2003-04.

During the district sittings, the Commission noticed that several Collectors were not monitoring
the adjustment of LC/LCS and were not aware of the amounts and the years upto which adjustment had
been effected. This situation needs to be remedied.

Second State Finance Commission recommends that adjustment of Local Cess Surcharge
and Local Cess needs to be monitored both at district level and State level. At the district level,

each Collector shall review this along with this Personal Assistant (General) or the Additional -

Personal Assistant concerned on the revenue side and Assistant Director (Panchayats) on the
development side. At the State level, the Principal Commissioner and Commissioner of Revenue
Administration, Director of Rural Development and a Collector may meet once a year and monitor
the process for the State as a whole.

13.2.5. It is learnt that the Government is planning to entrust the maintenance of field irrigation channels
to Water Users Association. Hitherto the channels are maintained by the PWD officials. In order tc ensure
that this channels are desilted and properly maintained, Government are examining delinking water rates
from basic land revenue and later enhance water rates to cover atleast O&M cost of maintaining these
channels. With this objective, the Government have recently passed the Farmers Irrigation Management
Council Act 2000 now waiting the asgent of President of India™While the objective of the Government to
maintain the irrigation channels is laudable, it cannot be at the cost of the local bodies. At the same time,
any increase in water rates would correspondingly increase the land revenue and the LC/LCS base
thereon, it may invite protest from the farmers. Keeping in mind the totality of situation as also the fact
that the last revision of LC/LCS was made in 1992 and the need to maintain the channels, the SFC
recommends; Since water rates and other user charges are likely to be modified and increased
periodically due to market reforms, the land revenue base on which LC&LCS levied is also likely to
increase over the years. Hence, delinking water rates from land revenue and then allowing the Panchayat
Unions to increase levy of LCS from Rs.5/- is not going to help them as any such increase will be on a
shrunken base. Hence, SFC recommends that water rates need not be delinked from land revenue;
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instead the Panchayat Unions may increase levy of LCS from Rs.5/ - to Rs.7/- and LC from Re.1/-
to Rs.2/- on the rounded land revenue. A half of this incremental revenue may be given to the
Panchayats and Panchayat Unions as Assigned tax revenue and the remaining 50% may be given
to Water Users Association, as Panchayat/Panchayat Union contribution by the Government
directly. If the Panchayat Union contribution is insufficient for maintaining the channels, the
remaining amount may be raised and contributed by Water Users Association along with
Government contribution as in Namakku Naame Thittam. In any case, the resource base of the
local bodies should not be eroded.

14. Growths And Projection Of Tax And Non-Tax Base:

The growth of tax and non-tax base for the award period of Second State Finance Commission
i.e., 2002-07 is projected. (vide annexure IV-8 a to 8 d). The projection is based on the assumption of
the current taxes with the expected buoyancy.

15. Conclusion

15.1. In order to motivate the Local Bodies to raise resources and to wean them away from
dependency syndrome, Second State Finance Commission feels that during its award period the own
income of local bodies as share of total income needs to be closely monitored and consciously increased.
This is to be posed as building up self-reliance as a philosophy.

Table IV-29
Self-reliance index at present Self-reliance index for the middle of
SI.No. Type of local body the award period
Average Average
1. Municipal Corporations 54.7% 65%
2. Municipalities 52.57% 60%
3. Town Panchayats 39.86% 45%
4. Village Panchayats 21% 25%

15.2. Hence, the Second State Finance Commission recommends that auring the award period of
Second State Finance Commission, i.e. 2002-2007,

i the own income of Municipal Corporations shall be in the range of 65 to 70%.
ii. the own income of Municipalities shall be in the range of 55 to 60%

iii. own income of Town Panchayats shall be about 45%.

iv. and in respect of Village Panchayats the own income shall be about 25%.

15.3. To achieve this, both Government and Local Bodies have to work together, as explained in this
chapter.

“sumfl GumS S aeTILBSS 2 Hmeme
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CHAPTER -V
ASSESSMENT OF CIVIC NEEDS & FINANCES

Introduction

Para 5(ii).of our Terms of Reference expect us to study “the requirements of the Local Bodies for
meeting revenue expenditure including maintenance of capital assets, keeping in view the need for
generating surplus for capital investment”. In contrast, the Terms of Reference of the First State Finance
Commission had required that Commission to study “the maintenance and upkeep of the capital assets
owned by, or entrusted to, Panchayats / Urban Local Bodies”. Thus while First State Finance Commission
concerned itself only with O&M requirements of Local Bodies, this Commission is not only concerned with
O&M but also the need for generating surplus for investment in capital assets. Hence this Commission
needs to take into account capital needs of local bodies.

1.2. As a nation, we do not have an inspiring track record in devoting due attention for O&M. This is
because of the dichotomy between plan and non-plan classification through our Five Year Plans. The
emphasis on increase in plan size year after year at the expense of the non-plan side has resulted in
neglect of maintenance. As a refreshing policy departure, the ECFC gave importance to O&M by
earmarking the grants for Local Bodies for O&M.

2. Local Bodies are expected to provide certain basic civic amenities to the people. In this chapter,
we are not going into dialectics about the functions of the Local Bodies. For the present we are restricting
our study to the civic functions traditionally being performed by the Local Bodies. The general perception
of the people is that the level and quality of civic services provided by Local Bodies is neither adequate
nor satisfactory. One of the major reasons for this perception is ostensibly the paucity of resources,
although the fact remains that Local Bodies, with any available resources, can improve the efficiency of
resources deployed by better management and administrative culture. Previous studies regarding the
level of services required and norms therefore have been enumerated in detail in the report of the First
State Finance Commission and therefore we are not going into those details. First State Finance
Commission had also recommended norms for various core civic services. Subject to availability of
resources, Government in Municipal Administration & Water Supply Department have also passed orders
thereon.

3. The following table will clearly indicate that as compared to pre-devolution era, in the post
devolution period there has been accelerated creation of capital assets.
TABLE-1.

(Rs. in crores)

Local Body Pre-devolution Post - devolution

1995-96 1996-97 1997-98 1998-99 1999-2000
Town Panchayats 4243 59.12 118.40 191.39 209.22
Municipalities 37.16 48.48 87.79 117.38 147.84
Municipal Corporations 127.73 130.42 194.40 248.18 276.64
Village Panchayats 27.14 2211 61.72 94.53 117.28
Panchayat Unions 27.68 31.63 63.91 36.45 64.41

As mentioned earlier in para 1, as the XI CFC has earmarked its grants for the local bodies for
the maintenance of assets, this will result in a small surplus from out of the devolution of SSFC, which can
be legitimately used for investment in capital assets. However, the first charge on SSFC devolution is
towards salary and O&M of concerned local bodies; after fulfilling such obligation we suggest that
Corperations and Municipalities can set apart upto 10% of the devolution for building capital assets. We
also suggest in the case of Town Panchayats they can use upto 15% of the devolution for building capital

_ assets and in the case of PRIs it could be upto 20% of the devolution for building capital assets.
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4, Itis granted that in a resource starved country with increasingly high expectations from the public,
it may not be possible to fulfill all their expectations during the award period of this Commission. However,
if the available limited funds are judiciously invested to fulfill the felt needs of the people after preparing
participatory budgets with full transparency, ensuring distributive equity, the feel good factor of the people
will be ensured. The above philosophy of the Commission is captured in the following schematic
presentation.

4.1. Civic needs & finances
New Investment

QUANTITATIVE
ASPECT
Upgradation of Present assets/services
/ Distributive equity in investment & upgradation
QUALITATIVE P Repair, operation, relaying, maintenance,
DIMENSION replacement, etc.

Daily monitoring of existing level of services
& fullest utilization of manpower, vehicles,
assets, etc.

The ensuing paragraphs in the chapter revolve around our philosophy crisply captured in the
above schematic presentation.

PANCHAYAT RAJ INSTITUTIONS
Capital needs — PRIs

5. A general analysis of revenue receipts and expenditure of village Panchayats indicate that they
have diverted 15 to 20% of revenue receipts during post devolution period for capital works.
TABLE -2

Sector wise Capital expenditure - Village Panchayats
(Rs. in crores)

Sl. Capital expenditure item 1995-96 1996-97 1997-98 1998-99 1999-2000
No.
1 Roads and Bridges 7.68 3.96 17.79 29.03 38.16
2 Streets 3.26 2.28 6.54 843 ©10.04
3 Buildings 1.50 2.07 440 7.62 10.36
4 Others 5.78 482 7.36 944 | . 13.39
5 Street lights 2.06 1.97 3.99 7.59 10.31
6 Water supply 4.50 4.38 15.52 23.94 25.98
7 Public Health 237 2.63 6.12 847 9.05
Total 21.15 22.11 61.72 94.52 117.29
TABLE -3

Sector wise Capital expenditure - Panchayat Union
(Rs. in crores)

Sl.

No. Capital expenditure item 1995-96 1996-97 1997-98 1998-99 1999-2000
1 Buildings 643 6.61 5.38 791 12.75
2 Roads 6.31 6.32 36.84 8.77 21.23
3 Others 14.94 18.70 21.69 19.69 30.43

Total 27.68 31.63 63.91 36.05 64.41

5.1. A similar analysis of revenue receipts and expenditure of Panchayat Unions indicates that they
have spent mainly on salary and have not met maintenance needs as per norms. Overall analysis
confirms that there has been surplus on revenue funds and diversion to capital ranging from 11 to 17%
of revenue receipts. Capital needs have been mainly met from development grants, from the Centre and
the State.
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5.2. Allocation of Rs. 77.65 crores for maintenance needs exclusively by the Eleventh Central
Finance Commission (excluding the allocation for accounts maintenance and data base ) will  help
the Panchayat Raj Institutions considerably.

5.3. Based on normative approach, investment of Rs.1958.52 crores for capital works in PRIs have
been proposed as below for the period 2002-2007.
TABLE -4
Capital needs for PRIs during the award period
(Rs. in crores)

Capital | t i
Name ::, Service | Capital investment apital Investment Phasing for a year @20% per year Total
of PRI -Tier Sector needs 2002-03 | 2003-04 2004-05 2005-06 2006-07 Investment
Village Panchayats | 1 Road Upgradation 188.46 207.31 228.04 250.84 27593 1150.58
2 Lights Upgradation / 15.85 17.43 19.18 21.10 23.20 96.76
additional .lights
3 | Water Supply 100.00 100.00 100.00 100.00 100.00 500.00
Total 1-3 ' 304.31 324.74 347.22 371.94 399.13 1747.34
Panchayat Unions | 1 Road Upgradation 34.59 38.05 41.85 46.04 50.65 21118
Total for 338.90 362.79 389.07 417.98 449.78 1958.52
PRIs

5.4. The estimated capital needs for PRIs have been confined to the following service sectors only as
detailed in the above Table.

1)  Water supply

2) Roads in Village Panchayats and Panchayat Unions

3) Lighting in Village Panchayats
The capital investment is analysed sector wise in Annexure-V-I (a).

Choice of Works

6.1. ~ The Constitution specifies that the prime responsibility of the Panchayats is the Planning and
implementation of Programmes relating to economic and social Development of India. At present, number
of works nearly Rs. 1.00 crore in each Panchayat Union are being executed under various State and
Central Schemes and while selecting the work, the choice of works is done without ascertaining the felt
needs since they are conceived by executing agencies. There is also need to ensure equity and
distributive justice in choice and fund allocation.

6.2. Though both the State and the Centre invest huge outlay for providing the basic amenities, the
following issues are not examined by executing agencies.
1. Prioritization among various types of works.
Location of work in the light of competing claims among various habitations in same area.
Periodicity of inspection.
Time frame for completion of works.
Correct allocation of funds
Integration of scheme without any overlapping.
Documentation of work.
Inter-departmental co-ordination where different agencies are involved.

PNOORLON

6.3. The executing agencies (viz.) either BDO or PO, DRDA as the case may be, have to examine
the ahove aspects while allocating the funds for different types of works under different programmes. At
present, it is reliably learnt that funds are allocated without prioritizing. Even the Panchayats as
executing agencies have failed to take note of felt needs and works are executed in a discretionary

manner.
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6.4. The Directorate of Evaluation and Applied Researfzh, while evaluating EAS Programme

implemented in this State has brought out certain features.

1. Employment intensity per work was lower due to preponderance of small works:like construction
of kitchen shed for noon meal centres, P.D. outlets etc., with a view to avoidance of seeking
approval from higher authorities.

Prioritization of work was totally neglected (viz.,).desilting of water sources under this scheme.

Works were mostly executed by outside agencies.

No sanctity was attached to annual action planiand it does not indicate priority of work nor the

cost of estimate of work.

5. Though guidelines issued under EAS were issued permitting the implementing Agencies to utilize
a person from among beneficiaries group leader/facilitator/animator in maintenance of records,
tr = was not adhered to.

6. The local bodies had not prepared an inventory of assets which should be insisted upon about
unique numbering system for various types of assets with details on location, cost, year of
completion since E.F.C. focuses on maintenance of assets.

il Sl A

1.4. This Commission recommends that Director of Rural Development should ensure that
the aspects and safeguards mentioned in paras .1 and £3 above should be followed while
executing any work under any scheme. This Commission suggests that all the works before
being taken up under any Programme should be placed in the grama sabha meeting with all
details. Where the works are urgently to be executed, in such exceptional cases, the list may be
placed in the next ensuing grama sabha without fail.

s In respect of water supply, for choice of habitation, type of work etc. Second State
Finance Commission recommends that a Committee may be constituted at District level
constituting of Collector as Chairman, S.E(TWAD) Member Convenor and A.D(Pt.) as member.
The above Committee will suggest and monitor the works including location etc. and TWAD will
act as executing agency only.

O & M Analysis
8. Following tables would indicate better attention to assets and their maintenance in the post-
devolution period viz. 1997-98 onwards.
TABLE NO :5
Operation and Maintenance Table - Village Panchayats
(Rs. in crores)

Sl.No. Expenditure item 1995-96 1996-97 1997-98 1998-99 1999-2000 2000-01 (Projected)
1 General Administration 16.83 18.88 40.88 60.59 66.97 73.67
2. Road 10.93 6.24 24.33 37.46 48.18 53.00
3 Health 237 263 6.12 8.47 9.05 9.96
4 Street lights 23.22 27.73 3.7 56.51 69.16 76.08
5 Water Supply 28.74 27.06 52.52 77.18 88.21 97.03
6 Others(Misc.) 13.61 1243 30.12 27.47 36.20 39.82
Total 95.70 94.97 185.68 267.68 317.77 349.56
TABLE NO -6

Operation and Maintenance Table - Panchayat Union
(Rs. in crores)

SI.No. Expenditure item 1995-96 1996-97 1997-98 1998-99 1999-2000 2000-01 (Projected)
1 General Administration 57.53 68.21 132.85 108.06 100.71 110.78
Z Road 10.71 10.03 11.13 13.89 18.35 20.19
3 Building 0.79 0.85 1.60 5.23 6.32 6.95
4 M.I. Tanks 0.60 0.77 0.94 1.13 1.63 1.79
5 Dispensaries 0.29 0.35 0.30 1.34 1.10 1.21
6 Health 17.43 17.90 17.79 21.62 22.67 24.94
7 Others 21.91 26.42 24.95 20.81 28.62 31.48

Total 109.26 124.53 189.56 172.08 179.40 197.34
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8.1. Salary and O&M have been geperally met from the revenue receipts during pre-devolution
period i.e., up to 1996-97 though there were individual Panchayats and Panchayat Unions , which were
not even able to disburse salary or pay current consumption charges. However, since 1997-98, the
expenditure.on " O&M and salary has increased to 83% of revenue receipts in the post- State Finance
Commission period. Though there is no neglect on the maintenance of any core service, expenditure
towards maintenance on street lighting-and water supply is far in excess of norms prescribed. This is
confirmed on verification in select districts like Tiruvallur. Maintenance of roads has been neglected in
Panchayat Unions as most of the expenditure is towards payment of salary to gang coolies and road

Inspectors. This:situation needs to be remedied.

8.2. Based on norms, the O&M needs for the award period under each sector are furnished in the
tables below: -
Table No.7.
Village Panchayats -Operation & Maintenance Needs
(Rs. in crores)
‘Head 2002-03 2003-04 2004-05 2005-06 2006-07
General Admn. (Staff -allowances & 89.14 98.05 107.86 118.65 130.52
contingencies)
Roads & Streets 111.67 122.84 135.12 148.63 163.50
Sanitation &Public Health 12.05 13.25. 14.58 16.03 17.64
Street lights :including EC 156.61 172.27 189.50 208.45 229.29
Water Supply inclusive of CCC 67.74 74.51 81.96 90.16 99.17
Others 43.80 48.18 53.00 58.20 64.13
TOTAL 481.01 529.10 582.02 640.12 704.25
Roads, lighting and water supply provision as per norms prescribed
Table No:8. Panchayat Unions - Operation Maintenance Needs
(Rupees in Crores)
Head 2002-03 2003-04 2004-05 2005-06 2006-07
General Admn. and Management 121.86 134.04 147.45 162.19 178.41
(Vehicles)
Roads 51.04 56.14 61.76 67.93 74.72
Buildings 9.25 10.17 11.19 12.31 13.54
Others 38.09 41.90 46.09 50.70 55.77
Total 220.24 242.25 266.49 293.13 322.44
Table No:9. District Panchayats - Growth in Expenditure -
(O & M) - Office Maintenance
Rs. in Crores
Head 2002-03 2003-04 | 2004-05 2005-06 2006-07
General Administration 4.64 5.10 ! 5.61 6.17 6.79

The above is no doubt upper limit fixed based on past performance. However, there is scope for
reduction in expenditure by close vigil and monitoring and fixing responsibilities on the executive
authorities of Panchayat Raj Institutions. If such an approach is adopted the expenditure that is likely to
be incurred will be as per the figures shown in the Annexure- V-1 (b).

8.3. Rural Development Department has already prescribed ceiling of 20% expenditure on sanitary
staff in Village Panchayats; State Finance Commissiun has indicated ceiling on maintenance cost on
streetlights and water supply under “Better fiscal management”. So also State Finance Commission has
suggested rationalizing staff strength in Panchayat Unions with reference to population as 1.0 per
thousand.

8.4. The O&M cost norms for core civic services are given in the annexure-VI-l. If the details
available in the annexure are any indication, the pattern of spending reveals that the norms are flouted,
as quite evident in the purchase of water supply spares, street lights materials etc.
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8.5. The need of the hour is to implement: cost effective measures to render qualitatively better
service at a lesser cost. This can be:achieved by reviewing the expenditure .in the-first two quarters.
Hence, we recommend that If the Village: Panchayats / Panchayat Unions do>not observe the
norms and spend well above the limit, the third‘and fourth quarter release-may be reduced to the
extent to which they spent in excess in the:first:two quarters. This will have determent effect on
Village Panchayats, which indulge: in-a spending: spree.

AGENCY FUNCTIONS

9. There are other items of work for which projected requirements may. be found. in Table No.10
below, entrusted to the Panchayat:Unions omagency basis by State Government. These functions are
not considered as core functions-of the Local Bodies: Being agency functions; Panchayat Unions have
to be given adequate grants outside: the devalution: to attend to these functions: The. present level of
grants-is grossly inadequate and they have to be stepped up. at least to 50% of the:present:day cost. For
instance, there are 23,761 M.l. Tanks each with less than 100 acres ayacut totaling 3,28,076 hectares
maintained by Panchayat Union by adopting;a:five-year cycle system. Panchayat:Unions are maintaining
this as agency function even though they do not derive any income. The phasing of O&M is indicated
based on paltry Rs.1/- crore grants:released during) 1999-2000 at flat rate basis. The distinction between
major tanks maintained by PWD and minortanks maintained by Panchayat‘Union.are artificial and does
not serve any purpose.

Table:No:10. (Rupees in Crares),
Head 2002-03 2003-04 2004-05 2005-06 2006-07
M. 4.00 4.00 4.00 4.00 4.00
Dispensaries 1.46 1.61 107 1.95 2.14
Health 30.17 33.19 36.51 40.16 44.18
Total 35.63 38.80 42.28 46.11 50.32

10.1. Hence, this Commission recommends that when the major tanks are going to be handed
over to Water Users Association as contemplated in the Tamil Nadu Farmers Management of
Irrigation system Act 2001, M.l. Tanks can also be handed over to Water Users Association and
till such time grants to cover not less than 50% of the expenditure may be given outside the
devolution.

10.2.  Similarly this Commission recommends that Government takeover the rural dispensaries
and ayahs working in maternity centres, as Government had already taken over Public Health
functions in 1982 itself and pending such take over sanction grants for maintenance of these
functions to cover 50% of the expenditure including maintenance of those buildings may be
sanctioned outside the devolution. )

11.1. There is wide variation of estimate based on actual expenditure in 1999-2000 and cost need as
per norms. To ensure better fiscal management and prevent chances of misuse, and the spending
conforms to normative level, the spending behaviour of each Village Panchayat should be watched in
the first two quarters. The Village Panchayats, which have incurred expenditure within the limits and at
the same time provided better service without complaints may be given the devolution due for the third
and fourth quarters for O&M. Those who fail to fall in line without adequate reasons may be disciplined.
The Director of Local Fund Audit also during his audit will look into adequacy of O&M expenditure and
ensure that there is no excessive expenditure for O&M.

11.2. However the norms need not be considered as a carte blanche (blank cheque) for spending.
Each council may take the norms as envisaged as the upper limit and prune down the expenditure
judiciously based on resources available.
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11.3. Itis considered necessary to issue guidelines for O & M for which a committee consisting of i)
Commissioner of Rural Development, ii) SE in the office.of CRD iii) Chairman of a PUC and President
of Village-Panchayat nominated by Commissioner of Rural Development may be formed. The O & M
cost norms adopted by State Finance Commission can be the starting point for fixing norms by the
Committee. Based on field realities, resources, constraints etc. the above Committee can suggest O & M
norms for each basic service rendered by PRIs. The norms so suggested by the Committee will be
initially valid for two years i.e. 2002-03 and 2003-04. For subsequent years, the norms can be updated
by the above Committee. The guidelines of this Committee will be the basis for PRIs to fix its O & M
budget, based on the factors specific to it. However cash rich Village Panchayats who may be deriving
higher income from mines and minerals etc can have higher norms. The ADs (Panchayats) who are
responsible for approving the Budget estimates before presenting them to the council shall take into
account the conditions of the assets and the need for providing operation and maintenance expenses. In
respect of new assets, the need for O & M if any, may be pegged at the minimum level.

12.1. Hence Second State Finance Commission recommends that a guideline committee for O &
M consisting of the following members may be formed to fix the norms for various core sectors
to monitor the expenditure and budget framing within the scarce available resources and at the
same time ensuring justice for each sector and to avoid pampering one sector at the expense of
the-others.

1) Commissioner of Rural Development

2) SE of the office of Director of Rural Development

3) One selected Chairman of Panchayat Union Council
4) One selected President of Village Panchayat

12.2. This Commission recommends that a monitoring mechanism at the district level headed
by Collector as Chairman and Project Officer, DRDA and Assistant Director of Panchayats as
members may be evolved to look into the level of investments and the O&M needed for rendering
qualitative service / delivery of services.

Issues Relating to Human Resources:

13. Government has been systematically increasing the allocation for Rural Development every year
and the budget allocation, which was Rs.418.35 crores in 1995-96, has increased to Rs.1225.73 crores
in 1999-2000. Recognizing the importance of technical supervision, Government have rightly set up a
separate Rural Engineering wing and issued separate adhoc rules in the year 2000. In order to
strengthen both administrative and technical supervision this Commission recommends the following.

i) The Rural Engineering Wing set up in 1996 and headed by SE at the State level (similar to the
ones in the Commissionerate of Municipal Administration and at Directorate of Town Panchayats )
EE at district level and AE at Block level, is considered sufficient at these levels. However at the
field level there are only two Road Inspectors on an average per Panchayat Union/. Hence we
perceive that at the field level there is need to strengthen technical staff. This Commission
recommends that the nomenclature of the post of Road Inspector may be changed as
“Work Inspector” so that the personnel can be deployed for supervision of building and
other types of works apart from road works. Further this Commission recommends that
one Work Inspector for a group of 5 Village Panchayats may be created, and their salary
may be met from Panchayat Union General fund as the devolution of funds to Panchayat
Union is quite adequate to absorb this. It is reliably learnt that there are several technical
assistants on daily wage basis for petty supervisions in the Panchayat Union similar to other
engineering departments. Therefore, there should not be any fresh recruitment and
preference may be given to the existing Technical Assistants at Panchayat Unions who are
otherwise qualified and may be regularized and posted as Work Inspectors. Further, to the
extent possible Technical Assistants working in Highways Department, Tamil Nadu Water
Supply & Drainage Board, etc. may be given an opportunity for getting absorbed
themselves as Work Inspectors.
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i) Consequent to the abolition of local roads grant, the gang coolies in Panchayat Unions have no
work and they are treated as vanishing category. We recommend that they be redeployed
effectively to maintain the existing Panchayat Union roads, including unclassified roads,
which are now treated as Village Panchayats roads/ Panchayat Union roads referred to in
para 45.2. Their salary will continue to be paid by Panchayat Unions.

iii) The Commission learnt that Government have recently brought out a “Technical Hand Book
2001” containing the details about various types of works and depicting the type design of
buildings. This Commission opines that this volume will be a useful tool in the hands of all
officials including non-technical persons and elected representatives and suggests that this book
may be reprinted once in two years and widely distributed to all concerned.

TOWN PANCHAYATS

14.1. The sector wise investment in capital works and the sector wise O & M spent during the last five
years are given below.

Table-11.
Sector wise Capital Expenditure (IN LAKHS
Capital Expenditure ltem 1995/96 | 1996/97 | 1997/98 1998/99 | 1999/00 2000/01
Actuals Budget

Expenditure in Rs. Lakhs
Water Supply 600.34 134156 2185.41 2235.45 1850.32 2137.54
Roads and Buildings 2592.25 2934.34 | 6929.24 13482.60 1422195 13791.20
Public Health & Sanitation 229.19 26535 545,66 663.41 1366.13 1580.62
Conservancy 84.86 46.70 131.04 141.02 147.58 169.47
Street Lighting 231.52 548.39 647.77 555.70 728.29 262163
Others 506.48 776.40 1401.76 2060.93 2608.02 841.01
Total Capital Expenditure 4244 63 5012.74 11840.87 19139.17 20922.28 21103.00

Source: Analysis Primary of data from all 611 Town Panchayats

14.2. The average growth in capital investment is of the order of 67%. More significant, there is
quantum jump since 1997-98 showing that a part of devolution has gone towards capital investment.

Table-12
Operation and Maintenance
; (In Lakhs)
Sl. Particulars 1995-96 | 1996-97 | 1997-98 1998-99 1999-00 2000-01 2001-02
No. Projected
1. | General Admn. & 649.81 | 1048.69 | 1490.93 1959.11 2307.53 2596.10 2855.71
Taxes
2. | Public Works and 445.85 450.63 821.79 1391.87 1297.28 1543.61 1697.97
Roads
3. | Public Health & 683.55 798.30 | 1069.37 1345.52 1483.34 1675.27 1842.80
Conservancy
4. | Street Lighting 980.45 | 1141.93 | 1737.78 1881.51 2347.90 2646.37 2911.01
5. | Water supply 1836.08 | 2202.21 | 2937.36 3759.99 4290.17 3510.72 3861.79
6 | Miscellaneous items 604.67 628.75 | 1175.28 1275.71 1724.34 1950.16 2145.17
7. | Additional O&M for 0.00 0.00 0.00 0.00 0.00 73.43 73.43
new investment
Total 5200.41 | 627051 | 9232.51 | 11613.71 | 13450.56 | 13995.66 | 15387.88
15. The operation and maintenance expenditure of the sectors excluding water supply account

accounts for over 39 per cent of total expenditure incurred by all Town Panchayats. The expenditure on
these sectors has registered an average annual increase of about 29 per cent from Rs. 34 crores in 1995-
96 to Rs.92 crores in the year 1999-2000. General administration, public health and street lighting
departments have been the major cost centres with regards to O&M expenditure.
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16. Capital Needs: -

16.1.  Aninvestment of about Rs.2970 crores is required to achieve the set norms (vide Annexure V-2)
in the period 2002-07, but the performance of the Town Panchayats in the last five years and
sustainability indicate a level of Rs.803 crores as optimum. The sector wise allocation suggested for the
proposed investment is given below.

Table-13
RECOMMENDED
- : Investments
Sl.No. Civic Services Components (Rs. in Crores)
| Water Supply Augmentation
Distribution
Storage “
Treatment
Il Sewerage and Sanitation uGD 8
Public convenience
Il Roads Upgradation and new formation 80
[\ SWD New open drains and upgradation of Kutcha drains 160
\ Street Lights Installation 16
Vi SWM Purchase of Vehicles and Dustbins 16
ViI Others Bus stand Office buildings 120
Commercial complexes
Kalyana Mandapam
Others
Grand Total 803

16.2  While the responsibility for filling in the gap in services lies individually with the concerned Town
Panchayats, more attention needs to be given to water supply. In water supply only 130 Town
Panchayats have crossed the norm of 70 Ipcd while the majority viz., 481 are yet to attain the norms.
Even if reduced norm of 55 LPCD set for Village Panchayats is reckoned, as many as 424 Town
Panchayats fall short of such a norm. This Commission learns that residents in places like ‘Uthangarai’
in Dharmapuri District and Sayalkudi in Ramanathapuram District receive Water Supply once in a week or
in certain cases once in a fortnight. This needs to be improved. The task force which did a field survey of
50 Town Panchayats spread throughout the State has reported that 50% of the Town Panchayats have
poor water supply position and in the perception of functionaries, water is their first priority for service
level improvement. Based on the above factors, we have suggested Rs.403 crores, i.e. nearly 50% of
investment for this sector. We are also conscious of the fact that not all Town Panchayats will uniformly
have the same degree of water shortage i.e. some Town Panchayats will be located closer to the source
of water supply. Again within Town Panchayats, areas located closer to head works will enjoy more
quantity of water and the tail end areas invariably suffer. So in order to ensure distributive justice, we
recommend that Rs.403 crores may be apportioned as:

Augmentation - Rs. 68.55 crores
Distribution - Rs. 314.54 crores
Storage - Rs. 4.03 crores
Treatment - Rs. 16.12 crores

16.3. In respect of sewerage and sanitation, individual Town Panchayats may take up projects with
public and private participation as like Valasaravakkam, Tiruchendur and Rameshwaram. As for as
public conveniences are concerned, all dry -type latrines have been converted in to water borne flush
latrines. Wherever public latrines are required, the cost may be met from the own funds/ allotted funds.

16.4. On streetlights and solid waste management, there is scope for privatization as dealt with in the

chapter on Better Fiscal Management. As regards roads, the upgradation and new formations may be
taken up subject to availability of resources or borrowing, if found sustainable.
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17. Investments: (Quantitative)

17.1. The level of investment suggested above in para 2 takes into account the quantitative aspect
only. At the same time, it is necessary to apportion to various sectors to upgrade the level of services
and delivery. While nearly 50% of the total investments go to water supply, the rest of the core services
like storm water drains and roads take 35%. The balance 15% wmees:could go to optional and
remunerative enterprises. As already mentioned, cost recovery has become a necessity and any
investment in core civic services may have to yield a return which may atleast be breakeven in respect of
core civic services. The deposit, which is collected for water service connection, needs to be deposited in
a separate account in the form of F.D. and that the interest proceeds may be utilized for O & M and other
needs.

17.2.  Since the thrust is mainly on water supply, the return is expected to be around 5%. In respect of
other remunerative enterprises the return may be envisaged at 12%, to ensure that the pay back period is
10 years or less. This may yield another 5% income, which may go to term deposit. Based on the above
assumptions, phasing of investments has been worked out so as to yield a return as aforesaid. The
phasing of investment for different sectors for the award period of Second State Finance Commission is
available in the annexure V-3. The over all assumption on the return on investment is made in such a way
that there needs to be a sizeable yield from such scheme so as to have the minimum reserve at the close
of each financial year. This together with cash reserve to be set apart while framing the budget should
enable Town Panchayats to build up reserves and deposits cumulatively year by year.

18. O & M in the award period:

18.1. Based on the sustainable investment of Rs.803 crores for capital works, we are projecting
in the following table tentative O&M for the period 2002-2007. The O&M is admittedly subject to the level
of investment as unfolding every year and other factors.

0O&M Table -14 (Rs. in lakhs)
2002-03 2003-04 2004-05 2005-06 2006-07 Total
General Administration taxes 3256.55 3647.33 4085.01 4575.21 5124.24 20688.34
Public Works & Roads 1936.30 2168.66 2428.90 2720.37 3046.81 12301.04
Public Health & Conservancy 2101.46 2353.64 2636.07 2952.40 3306.69 13350.26
Street Lighting 3319.61 3717.96 4164.12 4663.81 5223.47 21088.97
Water 3408.56 4031.63 4723.53 5491.06 6341.61 23996.39
Miscellaneous items 2446.28 2739.84 3068.62 3436.85 3849.27 15540.86
Addl. O&M for new Investment 937.25 181243 2788.31 3873.80 5079.18 14490.97
Total | 17406.01 | 20471.49 | 23894.56 27713.5 31971.27 121456.83

The above is no doubt upper limit fixed based on past performance. However there is scope
for reduction in expenditure by segregating the new and old assets and fixing responsibilities on the
Engineering Wing. If such an approach is adopted, the expenditure could be as per the figures
available in the Annexure - V-4 (a).

18.2. The Tenth Central Finance Commission grants were given for capital works. As a policy
departure, the Eleventh Central Finance Commission grants are entirely earmarked for maintenance. For
Town Panchayats this grant will be Rs.12.20 crores per annum during the period from 2002-2005.

18.3. We are conscious of the fact that whatever amount we are recommending as devolution in the
Chapter “Devolution mechanism” may not be sufficient to cover the entre O & M needs of Town
Panchayats. At the same time we do not want to dilute the weight of our recommendations by merely
suggesting the above outlay for O & M. Hence we recommend that the intersectoral outlay for O & M as
above may be strictly monitored and implemented so that there is no tendency to book excessive
expenditure on one sector at the expense of others, for example excessive expenditure on street lighting
or public health at the cost of other sectors.

18.4. The overall O & M as projected above for the award period of Second State Finance
Commission takes into account the existing assets and the new assets to be created. It is based on
certain assumptions. But this need not be considered as a carte blanche for spending. Each council
may take the norms as envisaged as the upper limit and to prune down judiciously the expenditure to
the resources in sight.
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18.5. ltis considered necessary to issue guidelines for O & M for which a committee consisting of i)
Director of Town Panchayats, ii) SE in the office of Director of Town Panchayats (to be newly created)
iii) Chairman of a Town Panchayat may be formed. The O&M cost norms adopted by the Task Force
and given in the Annexure-V-4 can be the starting point for fixing norms by the Committee. Based on
field realities, resources constraints etc. the above Committee can suggest O & M norms for each basic
service rendered by Town Panchayats. The norms so suggested by the Committee will be initially valid
for two years i.e. 2002-03 and 2003-04. For subsequent years the norms can be updated by the above
Committee. The guidelines of this Committee will be the basis for each Town Panchayat to suitably fix its
O & M budget, based on the assets and factors specific to it. The Assistant Directors of Town
Panchayats who are responsible for approving the Budget estimates before presenting them to the
council shall take into account the conditions of old assets and the need for providing operation and
maintenance expenses. Priority will obviously be given to assets, which are 5 years old and older than
that. In respect of new assets, the need for O & M if any, may be pegged at the minimum level. The
spending behaviour of each Town Panchayatg§ should be watched in the first two quarters. The Town
Panchayats, which have incurred expenditure within the limits and at the same time provided better
service without complaints may be given the entire devolution due for the third and fourth quarters for
O&M. Those who fail to fall in line without adequate reasons may be disciplined. The Director of Local
Fund Audit also during his audit will look into adequacy of O&M expenditure and ensure that there is no
excessive expenditure on O&M.

18.6. Analysis reveals that there are about 82 Town Panchayats, which are not able to meet their
revenue expenditure and cannot provide satisfactory services to the public. Of them, 40 are in Grade-ll|
and Grade-l and the rest in Selection Grade / Special Grades. The operating ratio of the above mentioned
Town Panchayats is more than 1, i.e. revenue receipts vs. revenue expenditure. The following sample
would prove this point.

Table-15 (Rs. in lakhs)
Name of the Zone Name of the Town Year Total Revenue Income Total Revenue expenditure
Panchayats

Dharmapuri Nagojanahall 1998-1999 17.30 18.94 |
1999-2000 18.80 18.98

Cuddalore Srimushnam 1998-1999 20.65 31.79
1999-2000 21.84 29.98

Kanyakumari Puthalam 1998-1999 18.05 21.54
1999-2000 20.72 2287

Salem Pattanam 1998-1999 14.70 23.13
1999-2000 16.22 19.43

18.7. The above rural - oriented Town Panchayats numbering 40 may not be able to meet any service
gaps from out of the resource. Hence they have been suggested for reclassification in the connected
chapter.

19. Hence Second State Finance Commission recommends that a guideline committee for O
& M consisting of the following members may be formed to fix the norms for various core sectors
for the years 2002-04 to monitor the expenditure and budget framing within the scarce available
resources and at the same time for ensuring due provision for each sector and to avoid
pampering any one sector at the expense of the others.

i) Director of Town Panchayats
ii) SE of the office of Director of Town Panchayats (Vide para 21.5 below)
iii)One elected Chairman of a Town Panchayat

The norms may be updated once in two years. Further, the Commission recommends
that a monitoring mechanism at the level of Assistant Directors of Town Panchayats may be
evolved to look into the level of investments and the O&M needed for rendering qualitative service
| delivery of services.
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20. It also recommends that the observance of O&M cost norms in the first two quarters may
be watched and it may be linked to the release of third and fourth quarters. In other words, the
Town Panchayats, which conform to the norms may be given the devolution entitled to third and
fourth quarter. Where the Town Panchayats incur expenditure far in excess of norms may be dealt
with suitably; devolution in the last two quarters need to be reduced to the same extent they
exceed the norms. Likewise where there is undue shortfall in O & M expenditure, devolution need
to be cut to the extent of under spending.

21. Issues Relating to Human Resources

21.1.  Next we discuss Human Resource Management in Town Panchayats, which have to shoulder
increased responsibility after their elevation as Urban Local Bodies in 1994. This has awakened the
people to seek better service levels on par with other Urban Local Bodies. Consequent to the enhanced
status of Town Panchayats, the Government have issued orders fixing the norms for creation of posts
and absorption of NMRs in the regular vacancies. The organization pattern of Town Panchayats as on
31.03.2000 is as below.

Table-16
Staffing Pattern in Town Panchayats - Function wise

Grade Sanctioned Permanent | Consolidated NMRs Total in
Pay (1) Pay position
(2) (3) (4) (5)=2+3+4

Provincialised 3164 3014 16 51 3081
Non-Provincialised 11010 7811 2975 330 11116
Water supply 1182 662 538 550 1750
Sanitation 20 7 38 11 56
Street lighting 108 60 17 65 142
Parks 46 39 3 8 50
115 98 2 56 156
Other Staff 67 58 14 23 95
Total 15712 11749 3603 1094 16446

21.2. Those who are on consolidated pay and NMRs will move over to regular scale of pay during the
award period of our Commission. This element has been taken into account while projecting the future
salary requirements. But there is need for strengthening the engineering wing in Town Panchayats. After
the Town Panchayats have been accorded urban status, a separate engineering wing has been
constituted with one post of J.E. for seven Town Panchayats, one post of AEE for each region has been
created as an adhoc measure. This worked out to 90 J.E.s and 16 AEE as on 1.4.1998. Now with the
flow of funds to Town Panchayats from various sources, works amounting to about Rs.200 crores per
annum are being taken up for the past three years. Field level discussions reveal that one J.E. cannot
attend to more than four Town Panchayats and that AEE cannot check-measure more than 25 Town
Panchayats.

21.3. Further during the award period of this Commission, the annual capital investment is estimated at
Rs.150 crores and more every year. This along with proper monitoring of O&M justifies creation of the
post of SE in DTP’s Office.

21.4. Another anomaly is that there is no field level technical scrutiny at the time of work by someone
like Work Inspector or Technical Assistant. The technical NMRs are practically work-charged employees
paid from the contract amount. This does not augur well for quality in execution of works. They should
be technically and administratively controlled by the J.E. / AEE. It is therefore, necessary to have at least
one Technical Assistant / W.I. at each Town Panchayats. The above increase may be accommodated
within the staff norms set for Town Panchayats.
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21.5. Inrespect of other categories of staff, no further increase is needed in view of the computerization
of accounts and information. But there needs to be a separate accounts clerk for proper accounting. For
this function also, new hands need not be inducted. Redeployment needs to be attempted first, vide
para 5.5 below. Only in exceptional cases, where redeployment is not possible, additional personnel
need to be recruited. Keeping in mind the increased availability of resources for Town Panchayats,
and the need to improve the quality of services to public by having adequate staff, State Finance
Commission makes the following recommendations.

i.  One Technical Assistant or Work Assistant for each Town Panchayat
ii.  One AE for Four Town Panchayats each
iii. One AEE for Twenty Five Town Panchayats each
iv.  One SE in the office of the Director of Town Panchayats

22. Provincialised and Non-Provincialised categories

Provincialised personnel are those who are recruited by Government through TNPSC and
continue to be governed by Government rules and regulations. Since 1988, RC and below categories are
non-provincialised categories. In fact when this issue came up for discussion in the Town Panchayats
seminar, the concerned working group recommended de-provincializing the category of Bill Collector to
enable the council to have control over the tax-collection. Declaring Bill Collectors alone as non-
provincialised will lead to a feeling of discrimination. Assistants / Junior Assistants although recruited by
TNPSC may be classified as Non-Provincialised and placed at the disposal of the concerned Town
Panchayats. Before doing this the implications need be taken into account, and the powers vested
under section 65 & 87 of Tamil Nadu Urban Local Bodies Rules 2000 may be invoked to transfer
the non provincialised employees from one Town Panchayat to another for administrative
reasons whenever situation warrants. Subject to the above proviso, our State Finance
Commission recommends that all posts other than Executive officers may be declared as non-
provincialised.

23. Redeployment of Staff:

This Commission has recommended reclassification of Town Panchayats based on certain
criteria. If the package is accepted and implemented, many EOs in Grade | and Grade Il Town
Panchayats and the staff component in Town Panchayats have to be redeployed. Such of those who are
rendered surplus may be absorbed in retirement / promotion vacancies. The rest of the EQOs / Assistants /
J.A.s / Bill Collectors may be initially deployed with Town Panchayats in which they are merged. In
respect of those who could not be accommodated, they may be accommodated in the nearby Selection
Grade / Special Grade Town Panchayats as additional staff to look into the computer operations,
settlement of audit objections and collection of tax and non-tax arrears. Hence the Commission
recommends that in the event of the reclassification being accepted in to or substantially, the staff
rendered surplus may be redeployed in retirement / promotion vacancies. Those who could not
be accommodated anywhere may be posted in Selection Grade / Special Grade Town Panchayats
as additional staff to look after computer operations, settlement of audit objections and collection
of arrears of taxes and non-taxes.

24, The over all staff strength in Town Panchayats may be fixed at 1.75 to 1.90 per thousand
population. However, there appears to be some excess staff in selection grade Town Panchayats, which
is due to fresh appointment following the norms for staff prescribed by Government in the years 1996
to 1998. This excess staff may be gradually brought down by stopping fresh recruitments on retirements,
by re deploying in needy and eligible Town Panchayats and by other measures. In fact, the relatively
better financial position in Town Panchayats is mainly due to their compact staff component and this
advantage should not be lost by any further recruitment.
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MUNICIPALITIES

25. The sector-wise capital investment in Municipalities from 1995-96 is furnished in the table
below:

Table-17 Sector-wise Capital Expenditure:

Capital Expenditure item 1995-96 | 1996-97 [ 1997-98 | 1998-99 | 1999-2000 2000-01
Actual Budget
Expenditure (Rs. in lakhs)
Water Supply 649.26 534.77 912.73 1019.55 1742.95 1852.40
Roads and Buildings 1278.31 1687.62 3164.53 5422 .65 7477.46 8919.15
Storm Water Drains 434.85 476.33 1109.86 1476.46 1343.80 1602.89
Street Lighting 171.83 379.09 641.61 471.34 901.62 1075.46
Solid Waste Management 200.66 295.57 481.46 377.53 555.03 662.05
Education 81.69 184.97 101.96 255.40 331.03 394.85
General 529.65 747.79 1169.17 899.47 335.69 400.41
Others 369.52 542.16 1197.34 1815.82 2096.48 2500.69
TOTAL CAPITAL 3715.77 4848.30 8778.65 11738.21 14784.07 17407.90
EXPENDITURE
CAPITAL ACCOUNT -2363.50 -2159.70 -4242.90 -6468.90 -7725.70 -7787.40
STATUS
GROWTH IN CAPITAL 30.50 81.10 33.70 25.90 42.80
EXPENDITURE
REVENUE SURPLUS / 1800.80 3343.20 8521.10 2966.30 3283.50 (-211.10
DEFICIT

25.1. The overall status in the capital account shows a net deficit implying that the revenue surpluses
have been utilized for capital works. The capital account position is poor even after taking into account
the revenue surplus for 1998-99 and 1999-2000. This has been taken into account in assessing the
capital investments required. The quantum jump in capital outlay in and from 1997-98 shows that
devolution has spurred it.

26. Capital Needs:

An investment of about Rs.2679 crores is required to achieve the set norms vide annexure-V-5 in
the period 2002-07. However, the performance of Municipalities, the capital expenditure position and
sustainability of Municipalities indicate a level of Rs.650 crores as the optimum:-

Table:18
Sector ( Rs. in Crores)
Water Supply 210.00
Sanitation 56.00
Roads 150.00
Storm Water Drains 72.00
Street Lighting 39.00
Solid Waste Management 26.00
Remunerative Enterprises upto 32.30
Optional & Discretionary services upto 32.30
Investments in fixed deposits 32.40
Total 650.00

The rationale for the above investment pattern is explained in V-5(a). The Commission suggests that
the yield from remunerative and other enterprises should not only take care of debt servicing but yield
something more revenue for possible depositing in a separate account to ensure and build up minimum
cash reserve year by year. The investment pattern suggested may be kept as model and suitable
Government orders issued for adoption by Municipalities.
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27. MEASURES NEEDED TO IMPROVE THE SERVICES:
27.1. Water Supply:

Among the core civic services, more attention needs to be given to water supply. In this sector,
24 Municipalities have alone crossed the norm of 90 Ipcd while the other Municipalities are yet to achieve
the norm. It is sad that 48 Municipalities have not even reached 55 Ipcd, a norm set for Village
Panchayats.

The most preferred mode of water supply is through house service connections but due to low
levels of supply and poor network coverage, water supply through house service connection is limited to
an extent of 37% only. In fact, people in tail end areas are not getting adequate and timely supply of
water. It is absolutely necessary that water supply is evenly distributed to all areas with sufficient
pressure. It is therefore recommended that Municipalities have to reserve 25% of their water supply
expenditure towards O&M, to ensure uniform and regular water supply to all areas, including new
colonies in the outskirts. The recommended investment of Rs.210 crores for water supply may therefore
be apportioned as follows:

Rs.in crores
Augmentation 57.75
Distribution 135.03
Storage 3.15
Treatment 14.07

27.2. Sewerage and Sanitation:

In respect of sewerage and sanitation, currently, 12 Municipalities only have centralized UGD
facilities, covering 27% of the property assessments and UGD network covering 26% of the roads. The
households not connected with UGD or other sanitation facilities and the floating population depends on
public convenience, of which 30% is pay and use category. Hence, individual Municipalities may take up
under ground drainage projects with public and private participation as in the case of Alandur.

27.3. Solid Waste Management:

Solid Waste Management activities are governed by the principles of maximum social advantage.
Itis a core civic service rendered by Urban Local Bodies to create living environment. Efficiency of street
cleaning depends on housing density and the road length to be cleaned by a worker and the number of
conservancy staff deployed. It is observed that on an average 1321 meters of road length needs to be
cleaned by one conservancy worker. Collection performance depends on the availability of vehicles and
the number of trips made per day. The number of trips performed by municipal vehicles is in the range
of 2 to 3 per vehicle per day and the average collection performance is about 75%. Under solid waste
management there is scope for privatization. Hence, the Commission recommends that Special
Grade and Selection Grade Municipalities may go in for privatization of identified segments of
solid waste management so that conservancy staff would be reduced to the barest minimum.
The privatization should lead to lower cost and better service. The surplus staff should be
redeployed wherever needed.

28. Operation and Maintenance

28.1. The Department-wise O&M expenditure (excluding water supply) from 1995-96 is as shown in the
table below: )
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Table-19

Rs. in Lakhs)
Revenue Expenditure item 1995-96 | 1996-97 | 1997-98 | 1998-99 | 1999-2000 2000-01
Actuals Budgi
General Admn. and Taxes 1450.68 | 2526.31 2548.33 | 3729.39 3650.02 4031.32
Public Works and Roads 1564.36 | 1568.09 2288.11 | 2914.18 3211.52 3547.02
Sanitation & Drainage 229.91 232.61 364.70 453.45 465.25 513.85
Street lighting 907.15 | 1333.18 1598.25 | 1638.42 2162.06 2387.92
Public Health & Conservancy | 1355.94 | 1333.44 1486.86 | 1613.35 1977.61 2184.21
Town Planning 17.77 29.67 60.11 31.81 52.15 57.59
Education . 150.67 69.19 114.29 159.76 223.88 247.27
Water Supply 1892.16 | 2428.60 2518.19 | 2950.68 3690.60 4041.95
Miscellaneous items 832.44 681.87 10.32.48 702.88 800.76 884.42
Total O&M 8401.88 | 10202.96 | 12011.32 | 14193.92 16233.85 17895.55
Growth Rate 21.44 17.72 18.17 14.37 10.24

More than 35% of the total revenue expenditure constitutes O&M. The total O&M expenditure for
the past years shows an average annual growth rate of 16%. General administration, public works and
roads, street lighting and public health constitute major items of expenditure.

O&M in the Award Period:

28.2. The phasing of normative and additional O&M for the sustainable investments for the period
2002-07 would be as follows:

Table - 20

O&M (Rs. in lakhs)

Sector 2002-03 2003-04 2004-05 2005-06 2006-07 Total
General 5551.23 6383.91 7341.50 8442.72 §709.13 37428.49
Administration &

Taxes

Public works and 4890.66 5624.25 6467.89 7438.08 8553.79 32974.67
Roads

Sanitation and 768.46 883.72 1016.28 1168.72 1344.03 5181.21
Drainage

Street lighting 3288.22 3781.46 4348.67 5000.97 5751.12 22170.44
Public Health and 3007.87 3459.05 3977.90 4574.59 5260.78 20280.19
Conservancy

Town Planning 66.13 69.44 72.91 76.55 80.38 365.41
Education 264.96 278.21 292.12 306.72 322.06 1464.07
Water supply 4817.05 5253.34 5734.87 6266.76 6854.65 28926.67
Miscellaneous 1221.28 1404.47 1615.14 1857.41 2136.03 8234.33
Additional O&M 687.00 1414.00 2097.00 2857.00 3700.00 10755.00
Total 24562.86 28551.85 32964.28 37989.52 43711.97 167780.48

The above projection is no doubt upper limit fixed based on past performance. Hence there is scope for
reduction in expenditure by segregating the new and old assets and fixing responsibilities on the
Engineering Wing. If such an approach is adopted, the expenditure could be contained as per the
figures available in the Annexure V -6(a).

28.3. The Tenth Central Finance Commission grants were given for capital works. As a policy
departure, the Eleventh Central Finance Commission grants are entirely earmarked for maintenance.

28.4. The O&M as projected above for the award period of Second State Finance Commission takes
into account the existing assets and the new assets to be created. It is based on various assumptions.
But this need not be considered as a provision for spending. Each Council shall adopt the estimates as
envisaged as the upper limit and to prune down the expenditure. The norms fixed by the Task Force
Committee for O&M are given in the Annexure V-6. This can be the starting point for evolving norms
once in 2 years for which a guideline committee may be constituted. The guideline committee may
consist of Commissioner of Municipal Administration / Superintending Engineer and a Chairman of a
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Municipality. The first fixation may be done in 2002 and thereafter reviewed every two years. This
committee should also take into account that sectoral allocations are not exceeded and to ensure that
no sector is pampered at the expense of the others.

29. Hence the Commission recommends that a Guideline Committee for O&M consisting of
the following members may be formed to fix the norms for various core sectors based on the field
realities, resource constraints etc., and to monitor the O&M expenditure and budget framing
within the scarce resources available and at the same time ensuring justice for each sector and to
avoid pampering of one sector at the expense of others.

1. Commissioner of Municipal Administration.

2. Superintending Engineer in the Office of the Commissioner of Municipal
Administration.

3. One elected Chairman of a Municipality.

30. This Commission also recommends that a monitoring mechanism at the level of Regional
Director of Municipal Administration may be evolved to look into the level of investments and the
O&M needed for rendering qualitative service / delivery of service.

31. It recommends that every year the observance of O&M cost norms in the first two
quarters may be watched and it may be linked to the release of third and fourth quarters. In other
words, the Municipalities, which conform to the norms, may be given the devolution entitled to
third and fourth quarter. Where the Municipalities incur expenditure far in excess of norms may
be dealt with suitably; devolution in the last two quarters need to be reduced to the same extent
they exceed the norms. Likewise where there is undue shortfall in O & M expenditure, devolution
need to be cut to the extent of under spending.

32. ISSUES RELATING TO HUMAN RESOURCES:
32.1. Staff Position and Salary Expenditure:

The staff position and salary expenditure need to be contained to ensure adequate capital outlay,
due O&M provisions and consequently better civic services. The staff position and salary expenditure are
reviewed as under.

32.2. Staff Position:
The manpower in municipalities is deployed in over 20 departments. The staff position in
municipalities is furnished in the table below:

Table -21 Staffing Pattern in Municipalities — Department-wise
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(1) (2) (3) (4) (5)=2+3+4
(Staff in numbers)

General Admn 1248 1091 38 26 1155
Accounts 628 596 14 1 611
Revenue Section 1601 1552 33 71 1656
Engineering 809 682 32 424 1138
Street Lighting 610 522 60 102 684
Water Supply 1817 1362 121 986 2469
Public Health 21914 18551 2439 151 21141
Town Planning 510 466 18 6 490
Parks & Gardens 238 180 12 10 202
Other Staff 1751 1452 116 54 1622
Total 31126 26454 2883 1831 31168
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32.3. The present staff/1000 population ratio is on an average 3.87 with individual ratios going upto
6.85. Without controlling the staff strength, improvement in financial position is not possible. .

33. The Commission recommends that in respect of the municipalities wherein surplus staff
have been identified, with reference to staff / 1000 population ratio, those municipalities have to
decisively reduce the strength on the following lines:

#) The surplus staff identified may be redeployed to other municipalities where they are
required actually.

i) The retirement vacancies may be surrendered till a stage to reach the staff
norm recommended by the Commission.

34.1. A sample study of certain Municipalities wherein more than two factors like heavy establishment
expenditure, debt, poor taxation, operating ratio etc. leave them in a weaker financial position is made by
the Commission and a statement prepared in this regard is placed as Annexure V-7. For example,
Srivilliputhur Municipality is having the following adverse factors:

(i) Establishment expenditure at 92% of total income
(ii) Staff / 1000 population ratio — more than 2.5

(iii) Per capita income lesser than the average for that particular grade.

(iv) Lesser Property taxation percentage etc.

34.2. Likewise 26 Municipalities are having operating ratio of more than 1 vide Annexure V-8. The
Municipalities listed in the annexure are having a percentage of establishment expenditure at 70 and
above 70 in total income. If those and other Municipalities strictly adhere to the various norms prescribed
by the Commission in this Chapter and other chapters, the financial position of the Municipalities would
improve to a better position in a phased manner within the award period of Second State Finance
Commission.

34.3  The Predicament of Municipalities is in sharp contract to Municipal Corporations where property
stock base is high and in Town Panchayats though Property Stock is modest, the overhead expenses is
low. But in Municipality, the level of income from property stock is low while simultaneously the overhead
expenditure is high. This is their own making and not imposed on them by any outside forces. This has
been brought out in Debt Management and other Chapters.

35. Making Cities Livable

35.1. World Bank Report 2000 explains how an appropriate blend of policies and institutions can
improve urban living conditions at various levels of economic development which include reducing
poverty and inequity, creating a healthy urban environment, minimizing crime and violence, establishing a
civil protection system and making services more accessible. It devotes a chapter on making cities
livable. Problems of inadequate infrastructure have economic as well as human cost. It is reported that
in Jakarta (Indonesia) a poor urban resident pays 10 times more than a rich resident does for a litre of
clean water and suffers 2 to 4 times more from water-borne diseases. In providing essential services to
the public, private partnership is now making significant come back in industrial countries. Such public
and private sector partnership in providing services needs to address citizen's right, security,
participation, transparency and accountability. Fully utilizing the private sector may require redesigning
national Constitution, as was done in Brazil and South Africa. Smaller cities may find it useful to
decentralize provision of water by offering competitive system to private firms. In Paraguay, the water
market was opened to private entrepreneurs allowing them to legally drill wells and lay pipes in public
streets. This system is successful in low-income areas with heterogeneous demand pattern.

35.2. Regarding sewerage, it is reported that full cost recovery particularly from user fees remains
virtually impossible with sewerage services. Under the ‘polluter pays’ principle, all households should
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contribute to the cost of collection and treatment but in practice it is difficult to collect such fees. If high
fees are imposed, people seek informal solutions and cheap and improper method of disposal. Brazilian
cities have used shallow small bore sewer schemes in which sewers run through all the households in a
block and waste water is discharged from a single point into the main trunk line, an effective alternative to
connecting each household to the trunk. This design has lowered costs to the affordable levels.

35.3. ltis reported that the major problems of urban transportation relate to traffic congestion, pollution
from emission and the limited mobility of the poor. In some cities like Surabaya, space for walking and
cycling with alternative plantings and pedestrian zones etc, have revamped the transportation system.

35.4. Social protection is taken as one of the responsibilites of NGOs and community based
organizations in Bolivia, Chile and Senegal. These organizations create “micro credit programmes”
involving NGOs, local government and the poor women would be able to generate their own income
through self-employment.

35.5. The improvement in essential urban services in various third world countries as cited by the
World Bank in its report show how remarkable achievements are made with the integrated effort of private
sector, community based organizations and NGOs in major cities making those cities livable. The
findings and suggestions of World Bank are equally applicable to corporations and municipalities in Tamil
Nadu.

MUNICIPAL CORPORATIONS
36.1. The sector-wise investment in capital works during the last five years is  given below:-

Table :22 Sector-wise Capital Expenditure
(Rs. in Lakhs)

Capital Expenditure item 1995-96 | 1996-97 | 1997-98 | 1998-99 [ 1999-2000 2000-01
Actuals Budget
Expenditure (Rs. in lakhs)
Water Supply 679.28 685.74 894.01 1461.54 1176.33 2033.30
Roads and Buildings 7125.55 5831.68 8669.19 11033.60 16781.98 18266.00
Storm Water Drains 1074.55 1201.26 2193.24 3238.91 2341.69 3018.50
Street Lighting 1798.28 1192.16 1534.63 1342.96 1330.00 1020.00
Solid Waste Management 702.11 568.99 698.95 508.77 1781.42 2924.00
Education 166.12 136.73 148.44 167.59 298.40 705.50
General 616.82 3037.12 4645.40 5022.66 1107.00 963.24
Others 611.00 389.03 656.25 2042.64 2847.76 4684.34
TOTAL CAPITAL 12773.71 13042.71 19440.11 24818.67 27664.58 33614.88
EXPENDITURE

36.2. The average growth in capital investment is of the order of 22.6%. Step up in capital expenditure
since 1997-98 shows that a part of devolution has been spent towards capital investment.

37. Capital Needs:

37.1. The quantum of gaps in services for each category is presented in Annexure - V-9. An
investment of about Rs.2255 crores (excluding Rs.219.62 crores by CMWSSB) is required to achieve the
set norms in the period 2002-07 (vide Annexure-V-10  But, the performance of the Corporations in the
last five years and sustainability indicate a level of Rs.975 crores as optimum. The sector-wise
allocation suggested for the proposed investment is given below:
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CORPORATIONS

Table No.23 Suggested Investment

(Rs. in Crores)

Sector Chennai | Coimbatore | Madurai Salem | Tiruchi- Tirunelveli | Total %
rappalli

Water Supply 0.00 12.80 16.00 24.91 37.77 17.29 108.77 11.16
Sewerage 46.69 28.06 13.56 10.06 6.86 2.53 107.76 11.05
Roads 220.64 30.63 20.33 9.33 6.59 8.73 | 296.25 30.38
Storm Water Drains 98.00 44 .21 4.10 11.97 9.57 9.38 177.23 18.18
Street Lighting 9.34 5.98 1.16 2.06 1.11 1.23 20.88 2.14
Solid Waste Management 45.33 14.32 485 | 167 2.10 0.84 69.11 7.09
Sub Total 420.00 136.00 60.00 60.00 64.00 40.00 780.00 80.00
Remunerative Enterprises
(maximum) 52.50 17.00 7.50 7.50 8.00 5.00 97.50 10.00
Optional and
Discretionary Services 26.25 8.50 3.75 3.75 4.00 2.50 48.75 5.00
(Maximum)
Investments in fixed
deposits 26.25 8.50 3.75 3.75 4.00 2.50 48.75 5.00
Total 525.00 170.00 75.00 75.00 80.00 50.00 | 975.00 100.00

37.2.  The financial position of Madurai Corporation is so unenviable that no investment can be taken
up: however such a Corporation cannot be omitted while reckoning capital needs. In order to take up
and sustain the recommended investment of Rs.75 crores for Madurai Corporation, the Madurai
Corporation and GoTN will need to undertake the actions listed in Annexure -V-11 and to promote
growth of property stock as envisaged in para 37.3 below

37.3.  Madurai is popularly known as temple city. The Heritage Act stipulates restrictions on the height
of building around Arul Migu Meenakshi Sundareswarar temple (G.0.Ms.No.22, Municipal Administration
and Water Supply Dept, dated 30.1.1997) This imposes a curb on the growth of property stock
particularly commercial properties, which are found near the temple. This Commission recommends
that Government may form a committee consisting of Commissioner of Municipal Administration,
Collector, Director of Town and Country Planning, Commissioner, Madurai Corporation and
HR&CE Commissioner. A representative of INTACH could be standing invitee. The Committee
may take into account Madras High Court judgement on Tiruvannamalai and adapt it to Madurai
situation, balancing the Heritage Act and the need for property growth. Based on the Committee’s
report, Government may issue guidelines for the development of properties to augment property
tax income of the city.

37.4. The allocations are made based on the felt needs by giving priority to roads which would include
flyovers, subways, culverts, bridges, pavements to maintain free flow of vehicular traffic and pedestrian
movements in all the corporations.

37.5. The average per capita water supply (2000 population basis) indicates that the per capita supply
levels range from 150 Ipcd in Coimbatore to 71 Ipcd in Tirunelveli and the average of all Corporations
works out to 106 Ipcd . Only Coimbatore, Salem and Tiruchirappalli Corporations meet the first State
Finance Commission norm of 110 Ipcd whereas Chennai, Madurai and Tirunelveli have only 99,90 and 71
Ipcd in that order. So we recommend Rs.108.77 crores for this sector for the five Corporations.

37.6. The average road length covered with drains in Corporations is only 39%. Of this 69% are pucca
drains. Inindividual Corporations, coverage varies from 118 per cent in Coimbatore to as low as 28 per
cent in Madurai. As the existing level of services is poor except in case of Coimbatore Corporation the
investment required in this sector is huge. About 5564 kms (new pucca drains 2632 kms + new closed
drains 2932 kms) and about 271 kms of existing kutcha drain needs to be upgraded at a total cost of
Rs.747 crores. Based on the above factors, we have recommended Rs.177.23 crores for this sector i.e.,
nearly 18.18% of total recommended investment. A sum of Rs.195.00 crores is now allocated for the
category of “others”.
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38. Investments (Quantitative)

38.1. The level of investment recommended above takes into account the quantitative aspect only. At
the same time, it is necessary to apportion to various sectors to upgrade the level of services and
delivery. While nearly 48.56% of the total investments go to roads and storm water drains, the rest of the
core services like water supply, sewerage, street lighting, solid waste management take about 31.44%.
The balance 20% could go to Remunerative Enterprises (10%) optional and discretionary services (5%)
and investments in fixed deposits (5%).

38.2 The thrust is mainly on roads. Chennai Municipal Corporation has made a plea to take over
Anna Salai (Mount Road) and EVR Salai (Poonamallee High Road) connecting with NH Road at Guindy
and Arumbakkam respectively from State Highways Department with adequate Government grants for
maintenance. The Commission is of the view that the State highways Department may continue to
maintain these two major roads in the city, as it possesses required infrastructure and expertise to
maintain them at specified standards. In respect of other remunerative enterprises only those with 11%
to 12% return should be taken up. The investment option on remunerative enterprises like auditorium,
community halls etc., may be given the last priority in view of poor utility value, low utilization and low
returns. The phasing of investment for different sectors for the award period of Second State Finance
Commission is available in the Annexure -V-12.

38.3 Councillor / Mayor Fund W

The Commission has been informed that a discretionary fund has been ordered to be created at the
disposal of Mayor/Municipal Chairman at 5% of the total receipts of the last audited accounts or Rs.50
lakhs which ever is less for taking up works of their choice. Besides, in Chennai Councillor fund has
also been created and in the current year each Councillor has been given Rs.5/- lakhs each for
undertaking works of his choice. Even though on the face of it, it may appear to be good, yet it goes
against the collective decision making powers of the Municipal Councils. Moreover, during seminars and
other forums elected Chairpersons and Councillors of Municipalities/Town Panchayats have pleaded for
such a fund for them also. Hence the Commission feels that this can be taken to and merged with the
development budget to ensure that the provision is utilized for improving the civic services, as
mentioned in para 4 of this chapter.

Table 24: Operation & Maintenance Expenditure:

O&M Expenditure item 199596 | 1996-97 | 1997-98 | 1998-99 |  1999-2000 [ 2000-01
Expenditure (Rs. in Lakhs)
General  Administration and 1262.74 2019.98 2224.15 3217.99 3571.90 | 3447.28
Taxes

Public works and Roads 3383.50 3316.19 5661.30 7296.68 7425.82 | 7653.43
Sanitation and Drainage 753.66 684.55 1584.58 1320.89 1754.98 1467.33
Street Lighting 1415.50 1820.36 1909.23 2583.32 2651.53 | 2672.68
Public Health and 1513.17 1524.99 1870.21 2377.60 257472 | 2763.93
Conservancy

Town Planning 11.11 9.30 15.23 19.96 45.25 62.60
Education 356.27 436.84 485.04 667.33 967.83 | 1104.22
Miscellaneous items 527.16 598.27 616.60 496.85 949 .44 973.39
Total O&M 9223.11 | 1041048 | 14366.34 17980.62 19941.47 | 20144.86

39.1. The Operation and Maintenance expenditure of all sectors (excluding water supply account)
accounts for over 42.5 percent of total expenditure incurred by all Corporations. The total expenditure on
O&M has registered an average annual increase of about 22 percent from Rs.92 crores in 1995-96 to
Rs.199 Crores in 1999-2000. Public works and roads, general administration, public health and
conservancy and street lighting departments have been the major cost centres with regard to O&M
expenditure. .
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O&M in the award period:
Based on the recommended investment of Rs.975 crores for capital works, we are suggesting
the following phasing of O&M for the period 2002-07 including water supply account:-

Table : 25 (Rs. in lakhs)

2002-03 2003-04 2004-2005 2005-06 2006-07 Total
General Administration 5432.41 6247.28 7184.37 8262.02 9501.33 36627.41
and Taxes
Public Works and 11293.74 12987.81 14935.98 17176.37 19752.83 76146.73
Roads
Sanitation & Drainage 2669.11 3069.47 3529.89 4059.38 4668.28 17996.13
Street Lighting 4032.65 4637.54 5333.17 6133.15 7053.12 27189.63
Public Health and 3915.83 4503.20 5178.68 5955.48 6848.81 26402.00
Conservancy
Town Planning 68.82 79.14 91.01 104.67 120.37 464.01
Education 1120.38 1176.40 1235.22 1296.98 1361.83 6190.81
Water 3526.01 3901.70 4320.08 4786.19 5305.62 21839.60
Miscellaneous Item 1443.98 1660.58 1909.66 2196.11 2525.53 9735.86
Addl. O&M for new 946.11 1618.64 2369.35 3205.20 4133.68 12272.98
investment
Total 34449.04 39881.76 46087.41 53175.55 61271.40 234865.16

39.3. The O&M is admittedly subject to the level and pattern of investment as contemplated every year

in table- 4 of this chapter. Further, the annual budgets of the Corporations should accommodate the
recommended level of O&M for each Corporation. While preparing the budget, the Commissioners of
Corporations should see whether the O&M provided for core civic sectors is at the optimum level to meet
the demands of existing and new assets. Therefore, a monitoring mechanism needs to be evolved
administratively to look in to the O&M provision and the actual spending for each major component. This
is dealt with below:

39.4. Further, the above O&M forecast is no doubt upper limit fixed based on past performance.
However, there is considerable scope for reduction in expenditure by segregating the new and old assets
by privatization, and fixing responsibilities on the Engineering Wing. If such an approach is adopted, the
expenditure could be contained as per the figures available in the Annexure -V-13.

395, We also recommend that the intersectoral outlay of O&M as above may be strictly
monitored and implemented so that there is no tendency for undue diversion of outlay among the
core civic sectors.

39.6. The Eleventh Central Finance Commission grants are entirely earmarked for maintenance. For
Municipal Corporations, this grant will be Rs.9.17 Crores per annum during the period 2002-05.

39.7. The Commission suggests preparation of guidelines for O&M for which’a Committee consisting
of i) CMA ii) SE in the O/o CMA and iii) Mayor of a Corporation may be formed. The O & M cost norms
adopted by the Task Force can be the starting point for fixing norms by the above Committee. Based on
field realities, resources, constraints etc. the above Committee can suggest O&M norms for each basic
service rendered by Corporations. The norms so suggested by the Committee will be initially valid for two
years i.e. 2002-03 and 2003-04. For subsequent years the norms can be updated by the above
Committee. The guidelines of this Committee will be the basis for each Corporation to fix its O & M
budget, based on the factors specific to it. The Commissioners of Corporations who prepare the Budget
estimates before presenting them to the council shall take into account the conditions of old assets and
the need for providing operation and maintenance expenses. Assets, which are five years old, and more
need to get first priority. In respect of new assets, the need for O & M if any, may be pegged at the
minimum level. The Commission also recommends that each council may take the norms envisaged
above as the upper limit and to prune down the expenditure well within their resources. The spending
behaviour of each Corporation should be watched in the first two quarters. The Corporations, which have
incurred expenditure within the limits and at the same time provided better service without complaints
may be given the devolution due for the third and fourth quarters for O&M. Those who fail to fall in line
without adequate reasons may be disciplined. The Director of Local Fund Audit also during his audit will
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look into adequacy of O&M expenditure and ensure that there is no excessive expenditure for O & M. In
respect of Chennai Corporation a similar committee consisting of (a) Corporation Commissioner (b)
Superintending Engineer/City Engineer and (c) a member from standing finance committee may be
formed. The other factors mentioned in para 4.4. may hold good and that close monitoring may be done
as aforesaid.

40. Hence this Commission recommends that a guideline committee for O&M consisting of
the following members may be formed to fix the norms for various core sectors to monitor the
expenditure and budget framing within the available resources and at the same time ensuring
justice for each sector and to avoid excessive spending in one sector at the expense of the
others.

i) Commissioner of Municipal Administration.
i) SE of the office of Commissioner of Municipal Administration
iii) One elected Mayor of a Corporation.
41. This Commission recommends that a monitoring mechanism at the level of Joint Director

of Municipal Administration may be evolved to look into the level of investments and the O&M
needed for rendering qualitative service / delivery of services. In respect of Chennai Corporation
the Commission recommends that a guideline committee for O&M consisting of the following
members may be formed to fix the norms for various core sectors to monitor the expenditure and
budget framing within the available resources.

i)  Commissioner of Chennai Corporation
ii) Chief Engineer.
iii) One elected representative from the standing finance Committee.
42. It also recommends that the observance of O&M cost norms in the first two quarters may

be watched and it may be linked to the release of third and fourth quarters. In other words, the
ULBs, which conform to the norms may be given the devolution entitled to third and fourth
quarter. Where the Corporations incur expenditure far in excess of norms may be dealt with
suitably; devolution in the last two quarters need to be reduced to the same extent they exceed
the norms. Likewise where there is undue shortfall in O &M expenditure, devolution need to be cut
to the extent of under spending.

43. Issues related to Human Resources:

The manpower in Municipal Corporations is categorized into 22 departments. The salaries for the
employees of education department among these departments are however, made by the State
Government. The organization pattern of Corporations as on 31.3.2000 is as indicated below:-

Table 26  Staffing pattern in Corporations

Department Sanctianed | Permenent | Consolidated | NMRs Total jn | Vacant Vacant
Pay position w.r.t. Col. | w.r.t.Col.
(5=2+3+4) | (2) &(3) (5)

(1) (2) (3) 4) (5) (6) (7)
General 920 1015 - - 1015 -95 -95
Administration
Storm  Water & 101 61 - - 61 40 40
Drainage
Water Supply 1700 1505 280 - 1785 -85 -85
Roads 3233 2777 93 284 3154 363 79
Street Lights 1173 992 80 42 1114 101 59
Solid Waste 21618 20103 1929 1278 23310 -414 -1692
Conservancy
Sewerage and 4427 3895 142 12 4049 390 378
Sanitation
Public_Health 3537 2851 - - 2851 686 686
Town Planning 44 44 - - 44 0 -
Others 13153 11492 1 21 11514 1660 1639
Total 49906 44735 2525 1637 48897 2646 1009
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43.2. To ensure that residents and tax-payers get atleast 51% share in revenue expenditure, it is
necessary to contain cost on salary and pension. The desired norm for Corporation staff per 1000
population is about 3.5 for Chennai Corporation and 3 for other five Corporations. As per these norms,
the required total number of staff for all Corporations works out to 28535. However, the number of staff
now in position is 48897, which works out to 5.11 per 1000 population. This is about 71% more than the
required staff strength as per norms. Of the excess staff, Chennai, Madurai, Salem and Tiruchirappalli
Corporations contribute most The establishment expenditure works out 56.1% of total income of Madurai
Corporation during 1999-2000, which is over and above the desired norm of 45% of the total income.
The surplus or redundant staff position may be controlled by abolishing the posts on retirement of the
existing staff or by transferring some of the working staff to suitable posts in other departments as and
when vacancies arise. The ban on filling up of posts is needed in those departments where
computerization and / or privatization are feasible. Work load and sanctioned posts for various
departments needs to be continuously reviewed to achieve right sizing the staff strength.

44, General issues in civic administration

In the following paragraphs under this head we propose to dwell upon some general issues
common to all local bodies, which need to be addressed immediately to improve the quality of life of the
people.

45. Roads:

45.1.  About 50% of the expenditure in rural works relates to roads. There is a widespread feeling that
National Highways and State Highways roads are laid to superior specifications and are of a high quality,
whereas roads laid by PRIs are of a poor quality. Some of the reasons for this dichotomy are as follows:-

i) Unit cost for State Highways roads is more than the unit cost for Panchayat Union roads.

ii)Superior technology in the form of pavers and hot mix plants are used in State Highways roads,
whereas only road rollers are used in Panchayat roads.

iif) Proper gradient and camber are not provided in roads of PRIs.

45.2. This Commission learns that there are 12,145 Kms of unclassified roads throughout the State.
These roads will have to be classified properly, entrusted to appropriate authority and those belonging to
local bodies must be categorized accordingly and maintained. Recently the CRD has informed the
Commission that about 10000 kms of unclassified roads have been entrusted to Panchayat Raj
Institutions for proper up-keep. The remaining 2000 and odd kms may be identified and entrusted to
respective local bodies.

45.3. There are pre-qualifications bids in National Highways and State Highways roads, whereas in
respect of Panchayat roads no such pre-qualifications bidg exist. There seems to be no technical
qualification prescribed in ULBs/PRIs for registering a person as a contractor. Now that there are many
Engineering colleges in the State, this Commission strongly suggests that in future, the registered
contractor will have to employ a B. E./DCE qualified person for executing the work taken by him/her. This
will be included in the Tender schedule. In order to improve the quality of roads in Panchayats, various
measures are suggested which may be found in the Annexure- V-14

45.4. The Commission is also informed that the Forest Department is not helpful while seeking the
roads under their control by local bodies by linking the area intersected by Forest as revealed by the
elected representatives in Pannaipuram and Gudalur Town Panchayats. The Chief Conservator Forest,
when confronted on this issue informgd that necessary assistance was provided. However, the
Commission suggests that there should“proper coordinating mechanism at Government level to sort out
the issues. In fact the Secretary to Government, Environment and Forest Department and HODs may
meet once in six months to sort out the issues.
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46. Issues in road cutting

Road cutting after road laying happens with regular monotony like the arrival of seasons in the
Indian landscape for several years now. It is most distressing to note that a newly laid road is almost
immediately dug open by one agency or other for laying water pipelines, sewage pipelines, telephone
cables, electric cables and now Internet cables. The already narrow roads due to encroachments and
parking of the vehicles on the sides is further narrowed due to indiscriminate road cutting and traveling on
these narrow lanes becomes a challenging task for road-users. This sort of inconvenience for the public
can be reduced if not eliminated if only there is a coordinated approach on the part of various service
providers in digging up roads. Even though the local body levies road-cutting charges against the agency
concerned, it is seldom paid. In order to overcome the problem of indiscriminate road cutting, agencies
like Government / quasi-Government / private parties should have a comprehensive plan. These
comprehensive road cutting plans will have to be got approved by the District level Co-ordination
Committee headed by District Collector and consisting of Municipal Commissioner, DE (Highways), DE
(TNEB), DE (Telephones), and EE (TWAD). The Urban Local Bodies should initiate talks for road digging
before every re-laying so that haphazard digging will be avoided. In Chennai city this co-ordination
committee can be headed by Chief Secretary and other members can be Commissioner, Chennai
Corporation, CE(Highways), Chairman(TNEB), CGM(Telephones), Managing Director(TWAD) and
Managing Director(CMWSSB).

47. Traffic

Although traffic is not technically one of the subjects to be performed by the Local Bodies in as
much as overall quality of life in urban cities particularly Corporations depends upon free flow of traffic we
make the following observations.

A short article on driving through Indian roads kept in the annexure gives a realistic picture of the
chaotic almost nightmarish traffic conditions on Indian roads (Annexure V-15.) To remedy the situation,
we recommend that all the Municipal Corporations in the first instance may set up traffic signals in
important road junctions. Particularly in Chennai city automatic computerized traffic signals as in Mumbai
and Delhi may be set up without further loss of time. Road widths have to be maintained by Urban Local
Bodies by keeping roads and pavements free from encroachments.

48. Water supply

48.1. At present water has been practically treated as State subject while this needs to be a concurrent
subject of both the State and local bodies. Local bodies, in spite of their limited knowledge of geology or
geo-physical techniques, need to be consulted about the possibility of tapping local body sources to the
extent possible. In other words involvement of the local bodies could to a considerable extent help in
identifying local sources and thereby reduce the need for combined and long distance schemes, involving
heavy investments. Where of course local sources are totally inadequate, combined schemes may have
to be implemented.

48.2. We also make the following suggestions to ensure improvement in the delivery of service in water
supply.

i) Maintenance, particularly preventive maintenance, needs to be accorded higher priority
than hitherto. Leakage and wastage need to be brought down from the present level of
40% to the level within 10%.

ii) There is need to impart training to local body in proper maintenance, possibility of
privatizing, maintenance needs to be explored.

iiil) Meters should be installed at various points so that leakage and wastage can be detected
and controlled.

iv) Local bodies need to have the options to choose executing agencies based upon the cost

and experience. Some 20 or 30 years ago it is true that TWAD alone had expertise in the
matter. But today bigger contractors because of the sheer experience gained from TWAD
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projects can themselves be executing agencies. But this needs proper short listing based
upon the track record and technical manpower they have. In any case, the Alandur
sewerage project provides a good model wherein the Municipality has been given the
option to choose the executing agency. The same can be extended to water supply
schemes also with TWAD as one of the bidders. Other things being equal TWAD will
certainly get preference, as it is a Government agency.

More details about the scope for improving water supply are kept in the Annexure V-16.

48.3. The abiding interest of this Commission in drinking water supply may be seen from: O & M
provisions and capital outlay for water supply in earlier sections in this chapter; para on rainwater
harvesting; paras on Metro water in this chapter and also in the chapter on Issues Germane to Terms of
Reference; costing and pricing of water supply in the Chapter on Better Fiscal Management; equation
between local bodies and Tamil Nadu Water Supply & Drainage Board in the chapter on Issues germane
to Terms of Reference; critique on water supply annexed to this chapter; and debt relief for the water
supply loans taken in the past and in future interest subsidy for water supply loans in the chapter on Debt
Management. It is our hope that due implementation of the entire package of recommendations and
measures would considerably help sustained water supply at minimum cost to the public.

49, Chennai Metropolitan Water Supply & Sewerage Board

49.1. In order to provide water supply to the growing population of Chennai city, it was felt desirable to
create a separate Board and accordingly CMWSSB was formed in the year 1978. However, the
expectations have not been fulfilled and even in normal years, a permanent solution for the drinking
water problem of the city has not been found by CMWSSB. As against 950 mld of water supply per day,
which is the requirement for the city, CMWSSB is currently supplying only 250 mid per day. An attempt to
bring the Cauvery water to Chennai city through the Veeranam project was shelved and currently Krishna
water is being supplied to the city from Kandaleru reservoir. Some crores have been spent for
strengthening the distribution system within the city by CMWSSB. The following table illustrates the water
supply given to the residents of Chennai as compared to residents of other cities.

Table-27.
Water supplied(LPCD) in Metropolitan Cities
METROPOLITAN CITY QUANTITY SUPPLIED(LPCD)
Bangalaore ; 100
Vishakapatnam 95
Kolkata 202
Mumbai 178
Delhi 209
Chennai 100

Source: Second Water Utilities Data Book, AD, 1997 and Financing Urban Infrastructure in India,
National Institute of Urban Affairs, 1997

In addition the following table gives the water supplied in a normal monsoon year(1998) as
compared to a drought year(2000).

(in MLD)
MONTH 1998 1999 2000
March 394.19 444.00 213.71
April 363.93 449.83 201.78
May 345.12 454 .21 207.28
June 335.13 457.68 202.07
July 340.20 400.47 192.53
August 345.55 451.95 193.19

49.2. How the available quantity is distributed is as important as how much is distributed. For instance,
it is noticed that residents living near various head works are getting copious water supply, whereas
residents in tail end areas are not getting water supply due to low pressure in the pipes or are not getting
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anything at all. When Government are envisaging piped water supply in villages, maldistribution in the
Metro area does not redound well to a 23-year old organization, which must have ensured some kind of
distributive justice, so that whatever be the available quantity, it is equally apportioned among all the
residents in the city. In such a context, the first priority of Metro water should be extending water supply
and ensuring the same to tail end areas which are served by Metro water. Instead the CMWSSB is
extending its network to newly acquired areas like Ekkattuthangal in the suburbs at the expense of others
within the Corporation limits. One would have expected Metro water to duly ensure distributive justice as
after all under the Krishna water project, it claims to have spent a sizeable sum for strengthening the
distribution mains and installing additional pumping stations in the city. If CMWSSB has to acquire
legitimacy and moral authority for collecting water charges as questioned by consumers, it must ensure
that, after distribution to weaker sections like slums, whatever water is available is supplied to public
through pipelines and lorries in the ratio of 95:5. That is, what is available is to be equitably distributed
through pipelines with uniform pressure all over the city making water available for equal duration to all
those with pipe connections. Even by Metro water's own admission, 35% of the city population do not
receive the piped supply. As per the official records 21 lakhs persons out of the total population of 60
lakhs are supplied 32 million litres of water supply through tanker lorries. This works out to a meager 15
litres per capita per day.

49.3. The hapless Chennaiite has been forced to spend huge amount, time and energ. on drinking
water: he incurs capital cost in constructing sumps, in sinking and deepening wells and bore wells: he
incurs running cost in buying water from tankers and mineral water suppliers. Today water is a roaring
business in Chennai with so many dabbling in the arena. Metro water gives macro-position by reeling out
investment figures. That is basically input oriented approach. What is important is output : proof of
pudding is in eating. Public satisfaction is of utmost importance. Hence from consumer point of view, a
detailed study needs to be made immediately. The Commission therefore recommends a study by
qualified consultant based on consumer survey and take decisive measures in the next one year.
This survey should also determine what is the market share of private water suppliers vis-a-vis,
CMWSSB and outline the steps to be taken by CMWSSB to keep its market share in tact without
further erosion.

49.4. Itis also understood that the organization is beset with overstaffing problems and they can
comfortably manage with about 3,000 employees. In order to have co-ordination between CMWSSB and
Chennai Corporation, there is already a Joint Co-ordination Committee headed by the Mayor at
headquarters, whereas at the field level some more co-ordination is called for. For this, our SFC suggests
that a ward co-ordination committee may be formed, consisting of AE of Chennai Corporation, AE of
CMWSSB and the concerned Ward Councilor of the Corporation. We are happy to learn that CMWSSB
has bagged the prestigious National River Conservation Project and is going to shortly desilt all the major
waterways running through the city at a cost of Rs.577 crores. It is also heartening to note that CMWSSB
has privatized the sewage pumping stations in few places and privatization in the organization is about
20% of volume and 30% of value of cost. The thrust given for rain water harvesting by CMWSSB by
having a separate cell for Rain Water Harvesting, for training the masons in RWH, and insisting of RWH
mechanism to be installed in buildings before water supply can be given is also a good measure. If after
providing assured water supply, water tax and water charges can be augmented during the next revision
and staff can be reduced to a level of about 3,000 and with the thrust on privatization and improvement of
distribution system to ensure distributive equity we are sure CMWSSB will emerge as a strong
organization in the years to come.
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50. Rainwater harvesting

“CARE FOR GROUND WATER BEFORE IT BECOMES RARE”

50.1. In order to reduce the current consumption charges of PRIs, this Commission explored other
alternatives such as solar operated pump sets for water supply and rainwater harvesting. From the year
1971-1999, the total investment in water supply made by TWAD Board towards capital and O&M put
together comes to Rs.4515.03 crores. In the coming years, this investment is 10% only to increase as
Government’s objective is to provide piped water supply to rural areas and this massive investment is
unsustainable. The SFC opines that Rain Water Harvesting can definitely reduce the financial burden of
the local bodies and improve quality of water supply in rural areas. Water is one of the most important
needs for sustenance of life in the earth. Depletion of ground water level and deterioration of ground
water quality are the major problems in implementing water supply schemes. Pollution and over-
exploitation have shrunk the availability of clean and potable water to a trickle. Urbanization has resulted
in over exploitation of ground water, reduction in open soil surface and water infiltration rate and a
resultant deterioration in water quality.

50.2. More than 95% of the surface water and 60% of the ground water have been put into use. But
the demand for water is continuously on the rise with the growth of population, industry and agriculture.
As the available source of usable water is less as compared to the demand, there is urgent need for
conserving and utilizing water, particularly in Tamil Nadu, which is located in a rain shadow area.

50.3. In Tamil Nadu, rainfall is confined to northeast monsoon season and is unevenly distributed both
in space and time even during this monsoon season. Unlike the Southwest monsoon, which is more
regular, northeast monsoon is erratic and associated with cyclones. Only 5 to 10% of the rainfall reaches
the ground water table due to natural recharge. The meager annual replenishment alone may not be able
to meet the demand of drinking water supply as well as other sectors. Therefore, enhancement of
recharge through artificial recharge measures is necessary to reduce the gap between demand and

supply.

50.4. Conscious recharging to augment ground water resources has become a necessity and we
should therefore develop and popularize some of the cost effective rainwater harvesting methods in urban
and rural areas. The main advantages of rainwater harvesting are;

i) Surface run off during monsoons can be conserved

i) Aquifers can be recharged and availability of ground water can be increased

i) Quality of ground water can be improved

iv) Problem of flooding and stagnation of water during the monsoon season can be
overcome

V) Salt-water intrusion can be arrested

50.5. Various methods are available to recharge the water table by increasing the rate of infiltration.
The artificial recharge can be achieved by obstructing the flow of water, by storing the water, by
spreading the water or by injection through well and bore wells. Convinced about the long-term benefits of
rainwater harvesting, our forefathers had erected a chain of tanks one feeding the other before the
surplus drains into sea.

50.6. Rainwater harvesting which was considered old fashioned in the modern age of piped water
supply seems to be again picking up momentum and the Government departments, NGOs and private
institutions are showing keen interest in constructing rainwater-harvesting structures by various methods.

50.7. Nearer home, Corporation officials in Chennai and Municipal officials in Alandur and RWH centre
of the CMWSSB have made provision of rainwater harvesting measures as a precondition for issuing
planning permission, clearance and giving water connection. The CMWSSB has published a brochure
suggesting various rainwater harvesting methods, which are cost effective. Chennai Corporation and
TWAD Board have attempted rainwater harvesting in their own school and office buildings and flyovers.
As of now, it is observed that ground water levels show appreciable improvement in the areas where
rainwater-harvesting structures are commissioned, i.e. an increase of 1.0 to 1.5 metres has been
observed.
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50.8. The three types of Rainwater harvesting methods are;

Individual houses roof water harvesting.
Zoning selected area roof water harvesting.
Open area rainwater harvesting. y

‘Individual house roof water harvesting’ is applicable for individual houses. The zoning method
could be employed in heavily built urban areas having no open spaces except roads and streets. The
open area rainwater harvesting could be adopted to all open areas especially in rural areas and urban
outskirts where the general terrain and drainage pattern is intercepted for storing rainwater runoff and
thereby recharging underground.

50.9. To go into various aspects of Rain Water Harvesting, the State Finance Commission constituted
a Committee on Rain Water Harvesting, which has submitted its recommendations, kept in the
appendix -8. Based on the report of the RWH committee, State Finance Commission recommends

that;

i)

iv)

v)

vi)

vi)

Government may set apart Re.1 crore as incentive fund for being distributed to
the local bodies who have provided R.W.H. structure in 90% of lands/buildings
owned by these local bodies, as per modalities to be worked out by
Government.

The Chennai Metropolitan Water Supply & Sewerage Board has made the R.W.H.
structures mandatory for all the buildings (irrespective of size and area) when
approaching Chennai Metropolitan Water Supply & Sewerage Board for new
water and sewer connections. This may be emulated by other Urban Local
Bodies.

Tax incentives should be made available to the public for having constructed the
R.W.H. structure in their houses (rebate on the first and second half yearly
assessment).

Public Works Department, Tamil Nadu Housing Board, Tamil Nadu Slum
Clearance Board and Tamil Nadu Co-op. Housing Federation should ensure the
provision of R.W.H. structures in the projects executed by them.

The technical universities like Tamil Nadu Anna University, TNAU, IIT, etc.
should be funded by Government and separate department should be created
for these universities for doing research in RWH. The technical Universities
must incorporate RWH as part of the syllabus for civil engineers, hydrological
engineers, diploma holders(civil) etc. A separate training cell should be created
in these research institutes and universities, who can in turn give training to
masons and help the trained masons to put up more number of' RWH
structures.

Wherever lakes, Ponds and Ooranies which are under the control of Public
Works Department and revenue department and PRIs and where the interests
of ayacutdors are not affected, such lakes, ponds and Ooranies may be
handed over to CMWSSB in the case of Chennai Metro and to TWAD in the
case of other areas for utilizing such Lakes, ponds and Ooranies for harvesting
rain water. Just as PWD is responsible for filling up rainwater for irrigation
purposes, TWAD must be made responsible for filling up rainwater for drinking
water purposes in Ooranies, Kanmais, etc.

[ Solid Waste Management

The Supreme court of India after going through the report of the Committee constituted for
reforming the solid waste management has observed that over 10% of the non-biodegradable waste
produced is either re-usable or re-cyclable. While a part of this waste is collected by rag pickers yet a
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sizeable portion goes to landfill. In a poor country like India, such a huge quantity of recyclable material
should not be allowed to go waste. Collection of recyclable waste needs to be encouraged. Besides
encouraging rag pickers to collect such waste from door to door, steps may be taken for promoting the
recycling industry through several incentives such as allotment of land, power and water, on priority, tax
holiday for a few years, preferential purchase of recycled products by government and semi-government
bodies etc. This will promote the recycling industry, provide employment opportunities in the informal and
formal sectors, and help in the utilization of waste and simultaneously save the cost of collection,
transportation and disposal of such waste.

At the same time, reasonable return to the Local bodies, which collect and deliver garbage at the
doorstep of such recycling industry should also be ensured. The Commission recommends that the
impact of modernization of Solid Waste Management in Chennai Municipal Corporation to achieve
improvement in management systems, increased efficiency, enhanced level of services of
collection, removal and disposal of waste at minimum unit cost per ton of waste may be analysed
by making a study by a qualified Consultant. Various crucial aspects of solid waste management and
the need to study the same may be seen in annexure VI-17. They could serve as terms of reference to
the consultant. Subject to the findings and recommendations of the above study, financial support to
Urban Local Bodies for solid waste management is dealt with in para 52 below.

52. Financial support of Government of India and State Governments to the Urban Local Bodies:

52.1. The level of solid waste management service in the urban areas is rather low. The investments
that have been made so far are in the areas of procurement of some vehicles and equipment for
collection, storage and transportation of waste. Hardly any attention has been given to the treatment and
disposal of waste, which is very vital and threatens the health and environment of the cities. Large
investments will be required in the initial three years to upgrade the system and to set up the treatment,
processing and disposal facilities which local bodies may not be able to afford from their limited resources
even after improving their finances to some extent on the lines indicated in various chapters. It is,
therefore, strongly recommended that in the first three years all Class | cities for the modernization of their
solid waste management systems be attempted by setting up treatment, processing and disposal facilities
as under:

52.2. A - Support to Cities under 5 Lakhs population:

(1) Setting up of compost plants and/or other treatment facilities
(2) Upgrading existing sites and preparing sanitary landfill sites for disposal of waste.
(3) Procuring vehicles and equipment needed to improve their solid waste management practices.

The estimated cost of the above three items may be shared equally by the Government of India, the
concerned State Governments and the local bodies (33% each). Estimated cost per one lakh population
can be taken as under:

1.Vehicles and equipment Rs.60 Lakhs

2.Setting-up of compost plants Rs.60 Lakhs

3.Preparation of disposal site Rs.30 Lakhs
Total Rs.150 Lakhs
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Financial Support at the rate of Rs.50 Lakhs per one lakh population may be given by the Central
Government as well as by the State Government to the urban local bodies under 5 lakhs population over
a period of 3 years in three annual installments of Rs.10 Lakhs, Rs.20 Lakhs and Rs.20 Lakhs.

52.3. B - Support to cities above 5 Lakhs population:

Cities above 5 lakhs population may be given financial assistance only for setting up the compost plant or
waste treatment/processing plant and for preparing the disposal site. These large local bodies should
find their own funds for the procurement of vehicles and equipments. The requirement of funds for the
treatment and disposal facility could be as under:-

1. For compost or treatment plants Rs.60 Lakhs per Lakh population
2. For land fill site development Rs.30 Lakhs per Lakh population
Total Rs.90 Lakhs

This amount may be contributed equally by the Central Government, State Government and
Local Bodies. Here the grant component may be Rs. 30 lakhs per one lakh population by the Central
Government and an equal amount by the State Government. This amount may be given in 3 instalments
of Rs.6 lakhs, Rs.12 lakhs and Rs.12 lakhs over a period of 3 years per one lakh population. The local
bodies may be given these grants subject to demonstrated improvement in Solid Waste Management
efficiency and fiscal prudence and on the condition that they would first put up their matching contribution
in creating new facilities and put their share as well as the grants of the Government of India and State
Governments in a dedicated account to be opened for this purpose. The grant could be used for the
procurement of land for compost plant or landfill site where the land is to be acquired from private parties
or has to be purchased through negotiated settlements.

52.4. This Commission understands that the Supreme Court has sent the report of the Committee
appointed by it, to the States for filing their affidavit. This is likely to take some time. Meanwhile, to set the
ball rolling, this Commission recommends that Chennai Corporation Metropolitan in character need
to take up immediately SWM as per Supreme Court judgement and we set apart Rs.50 lakhs per
annum to Chennai from Revenue / Incentive fund during our award period for Solid Waste
Management. The Commission recommends that funds from Eleventh Central Finance
Commission for Urban Local Bodies be earmarked to the extent envisaged by Supreme Court :
this will be deemed as Centre’s contribution. For the other Corporations above 5 lakhs
population, this Commission recommends Rs. 10 lakhs per annum, during our award period, from
the Incentive fund. For Corporations and Municipalities with populations exceeding one lakh, this
Commission recommends Rs. 5 lakhs each per annum. Funds from Eleventh Central Finance
Commission’s grants will be set apart for these Urban Local Bodies also.

52.5. As mentioned elsewhere in our report, both Urban Local Bodies and TNPCB must act as co-
partners in unison to combat the evils of pollution in all forms, particularly air pollution in major cities due
to the burgeoning vehicle pollution and noise pollution due to use of air horn in vehicles, cone loud
speaker and water pollution by untreated discharge of sewage by various commercial and industrial
establishments into water ways of the city should be attended actively by these two agencies and make
the citizen’s life little better. TNPCB can also share its expertise with ULBs to tackle the menace posed
by hospital waste, tanneries, abattoirs, and perishable organic wastage in market etc. by installing
incinerators etc.

53. Street lights

53.1. Tamil Nadu has witnessed a veritable light revolution during the last few years. In the name of
development, ordinary tungsten bulbs have been upgraded as tube lights and subsequently these tube
lights have been replaced with sodium vapour lamps. The decision for upgradation has been going on
with the help of funds from various schemes. In several street poles, both ordinary bulb and tube lights
are fitted; the need to avoid duplication has been mentioned elsewhere in our report. This duplication
needs to be avoided.
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53.2. Similarly in roads and roads where there are no habitations, tube lights may be replaced with
ordinary bulbs. By taking such steps, the current consumption charges of the Village Panchayats will be
considerably reduced, and the streetlights will be fitted only where they are required and O&M
expenditure thereon will also be reduced. This Commission examined the possibility of installing solar
powered streetlights to reduce current consumption charges and concluded that it is not viable, as it is
costlier than conventional light.

54. Introduction of Report Cards:

54.1. In simple terms, the report card is an assessment of public services from the perspective of
citizens or users of civic services. Users can provide useful feedback on the quality, efficiency and
adequacy of the services and the problems they face in their interactions with the service providers.
Though they may not be able to comment on the technical features and standards of the services or to
evaluate the overall performance of a provider, they are qualified to say whether the service meets their
needs and whether the agency is reliable or corrupt. When users rate an agency as different service
dimensions, it provides a basis for judging its performance as a service provider. Since citizens are
customers of several different services, it is possible to compare ratings of this kind of across services.
The feel good factor of the people is essential in evaluating the performance. A “report card” on the urban
public services is an innovative way to gather systematic feedback from citizens on the performance of a
city’s service providers. In 1993 in Bangalore, local civic groups used a report card on services to nudge
their monopolistic service providers into responding more effectively to their customers. A small group of
people concerned about deteriorating public services enlisted a market research agency to survey
citizens on the city’s services. The findings were used to create a report card that rated the performance
of all the major public agencies. The report card was sent to the heads of all agencies, and its findings
were widely disseminated through the media.

54.2. The various performance indicators for monitoring the performance of Urban Local Bodies, the
assignment of scores and weightages and based on the scores, the classification of Urban Local Bodies
into quadrants and the type of interventions required are explained in Annexure - V-18 (a) & 18 (b).

54.3. The Public Affairs Centre, Bangalore which came out with the first Citizens’ Report Card with
ranks assigned to public utility undertakings in Bangalore by the consumers has since prepared report
cards of services in six large cities in India, including Chennai and the inter-city comparison of these six
cities done by Public Affairs Centre, Bangalore, is kept in the Annexure - V-19. Itis expected that such
initiatives by consumer groups would enable monopolistic service providers to give better quality of
service to the people. Based on such rankings found in the report card, which needs to be designed for
each type of local bodies suitably, incentive funds may be given to the Local Bodies in the following
manner.
1) Municipal Corporations - Rs. 50 lakhs each
- Rs.10 lakhs each for 3 best Spl. Gr.Municipalities

2) Municipalities - Rs.5 lakhs each for 5 S.G. & Gr |. Municipalities
- Rs.2 lakhs each for 10 Gr.Il Municipalities
3) Town Panchayats - Rs. 30 lakhs
4) Panchayat Unions - Rs. 10 lakhs
5) Village Panchayats - Rs. 5lakhs
55. Housing Colonies promoted by Tamil Nadu Housing Board

55.1.. This Commission learnt that the schemes developed by Housing Board come under the
jurisdiction of all classes of local bodies. Infrastructure such as roads, drains, street lights, sewerage
systems, avenue trees, parks, etc., are provided for in the schemes and these systems are maintained
by Tamil Nadu Housing Board for about six months to one year after completion of the schemes. If the
concerned local bodies do not immediately take over the completed scheme from Tamil Nadu Housing
Board it would result in extra expenditure for Tamil Nadu Housing Board, without any returns. We learn
that the following Tamil Nadu Housing Board schemes have not been taken over by Local Bodies so far:
a) Velachery, b) Avadi, c) Perumalpattur, d) Ambattur, e) Kakkalur and f) Manali.
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55.2.  When this issue was taken up with Commissioner of Municipal Administration / Director of Town
Panchayats / Director of Rural Development, they have confirmed the delay in taking over the assets for
which both Tamil Nadu Housing Board and Local Bodies are perhaps responsible.  To remedy the
situation we suggest thata joint inspection of concerned Local Bodies with Tamil Nadu Housing Board
may be done before take over of completed schemes. When the facility requires upgradation, the Tamil
Nadu Housing Board may prepare estimates and spend the required sum and arrange for infrastructure
to the satisfaction of Local Body. We also suggest that all the lands set apart for public purpose in the
scheme may be handed over to the concerned Local Body instead of selectively handing over some
assets.

55.3. Hence this Commission recommends that:

a) a coordination committee may be constituted inducting both the Tamil Nadu Housing
Board officials and officials from Heads of Departments viz., Commissioner of Municipal
Administration / Director of Town Panchayats / Commissioner of Rural
Development/Commissioner, Chennai Corporation for reviewing the already completed
schemes and measures needed for time-bound takeover.

b) In respect of schemes in finishing stages, a joint strategy may be evolved for timely
takeover.

56. Public participation in civic affairs:

56.1. We have already indicated elsewhere in our report th#-crucial role-played by Gramasabha in
PRIs and the proposed Urbansabha in ULBs. We feel if these two Sabhas are rejuvenated and put to
effective use, there will be a feeling of participation in the affairs of the local bodies by the citizens. Today
it is not the question of paucity of funds, alone which leads to a feeling of alienation in the minds of the
citizens. But it is a feeling that only those with clout are heard and the average taxpayers are
marginalized. Most of the conditions, which is prevalent in the ULBs in India today, were prevalent in
western Europe in the 1850s.

56.2. However, in that period in western Europe, the rich and the influential who could not insulate
themselves from the malaise of urban life brought pressure on the ruling class to invest heavily and
upgrade living conditions. Unfortunately for the common man in this country today, thanks to the
technological progress, the rich and the influential can combat air pollution by air conditioners in vehicles
and residences, portable generator set to combat power cuts, buy mineral water, if public water supply
fails, or invest in cell phones, if the regular telephone lines are dead and have private security systems
and the like.

56.3. In the section on Metro water elsewhere in our report, we have given details as to how there is a
lack of distributive justice and quality in providing water supply. People living in elite neighbourhoods
seldom experience power cuts and get their roads laid frequently while roads in other areas are filled with
potholes. All the above factors leads to alienation and cynicism of the people, as in their eyes decision in
public systems are perceived to be taken on adhoc basis without any transparency with no distributive
justice and quality. The Indian psyche is basically feudalistic; hence conscious and concerted efforts are
needed to ensure equity. Most maladies can be reduced to some extent if citizens’ participation is
ensured as in Brazil, where 50 cities are having participatory budgeting systems.

57. Role of local bodies in Infrastructure and other Investments

Increasingly in recent times in Tamil Nadu, one of the pro-reforms States, huge investment has
been taking place by various industrial houses. This will not only provide employment opportunities to the
people but also improve the quality of life in the areas, where such industries are located and their
immediate environs. The Ford car factory in Maraimalainagar, Hyundai Car factory in Sriperumpudur,
Mitsubishi car factory in Thiruvallur and Nanguneri hi-tech industrial park are a few such instances, where
townships are coming up boosting the local economy. While some of the Local Bodies are eager to have
these investments in their areas, some other local bodies are not so co-operative. This commission learnt
that entrepreneurs who are planning to set up industries in the State have to obtain local body clearance,
which includes site approval, plan approval, etc. Based on the above, they need to get other clearance
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such as environment clearance, registration under factories act, Industrial Regulation Act, health, fire
service Act, etc. Although the local bodies are expected to accord local body clearance within 30 days
from the date of receipt of application, it is learnt that several local bodies raise objections at the fag end .
of the time limit and thereby the approval process gets delayed. Hence, the Commission recommends
that the Head of the Departments concerned must strictly enforce the 30 days period for giving
clearance, so as to push through the pace of development. In addition, a lot of public private
partnership in infrastructural development is likely to take place in the future in various places in Tamil
Nadu for all of which the co-operation of the local body chiefs is crucial. Hence, Second State Finance
Commission recommends that whenever an investment exceeds Rs.5 crores for Corporation,
Rs.1.00 crore for Municipalities and Rs.50 lakhs for Town Panchayats and Village Panchayats take
place such projects should be monitored personally by the District Collector, Commissioners of
the concerned Corporations, Commissioner of Municipal Administration, Director of Town
Panchayats and Commissioner of Rural Development to ensure that the local bodies do not act as
hindrance but actively co-operate in such projects.

58. State Finance Commission Devolution Utilization

The First State Finance Commission utilization for the period 1997-98 to 2000-01 is given in the
Annexure - V- 20 (a to d) in respect of Urban Local Bodies/Panchayat Raj Institutions. The issues arising
out of devolution has been discussed in the Chapter on Devolution Mechanism.

59. Conclusion

~ Even though the structural reforms initiated in the beginning of 1990s are yet to percolate to
VIIIages at least the Urban Local Bodies have to keep pace with the reforms especially relating to market
economy, development economy and welfare economy. The people have more stakes in local bodies as
the basic amenities are part of welfare economy touching the weaker sections in the society. At the same
time, the creation of infrastructure is development economy and the access to funding the projects is
based on market economy. While initiating measures to meet the services, care may be taken to see that
the backward pockets in each district get their due share as focused in the Justice Rathinavel Pandian
Committee Report, on Socio-Economic and Industrial Development of Southern Districts.

“Uismflullstremin Glasveud ellsmemafleoruid 6yLoLd
IyemflGsiry Bmilpmdley  sneubg)”
(©mer:738)
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CHAPTER VI
BETTER FISCAL MANAGEMENT

While making our recommendations, we have been asked by the Government vide our Terms of
Reference Para 5(ii) to have regard to “the requirement of the Local Bodies for meeting revenue
expenditure including maintenance of capital assets, keeping in view the need for generating surplus for
capital investment; and ToR Para 5 (v) expects us to study the “scope for better fiscal management
consistent with efficiency and economy in major components of recurring and non-recurring items of
expenditure”.

2. National economic reforms were initiated around June-July '91, due to the severe balance of
payments crisis in the year 1990-1991. The focus was largely on containing fiscal deficit and the overall
management of Central Government finances, including tax reforms. Privatisation, globalisation and
liberalization were chanted as infallible mantras in the early 1990’s. Similar reforms have been initiated in
regard to state budget and the state economy also. Here the focus was public sector reforms,
infrastructure development, facilitating investment and containing subsidies.

24 Similarly the areas of reforms relating to the Local Bodies, which have been briefly referred to in
Chapter Il, in our opinion could be: -
i. Reforms of all taxes (property tax etc.)
ii. Rationalization and levy of proper user charges in relation to costs.
iii. Control of deficit; suitable wage policy and pension policy to make the expenditure
management a sustainable preposition

iv. Implementing various cost effective measures like privatization, contracting out, leasing
out, hiring to the extent possible

V. Debt management and imposing statutory ceiling on debts.

Vi. Increasing the degree of self reliance by suitable measures like matching grants and
enabling Local Bodies to tap their full revenue potential; reducing their dependency
syndrome.

Vii. Administrative reforms - transparency, right to information and citizens’ charter.

viii. Speeding up clearances for investments by central, state and local Governments,
particularly infrastructure.

iX. Reducing the element of discretion in decision making at various levels and making the
process as much, structured and formula-based, as possible.

X. Accounting reforms (indicating accruals liabilities and bad debts)

Xi. Credit rating to be introduced and progressively expanded to all Local Bodies except

Village Panchayats.

2.2.  Accordingly, more important of the above are dealt with in this chapter while other issues are
covered in relevant chapters.

3. Augmenting income
3.1. Based on various studies conducted by the Commission, it has identified certain areas and has
tried to quantity possible increases. They are:

Property Tax hike: Oct. '98 revision yielded only 40-50% increase in

revenue. In the next revision Urban Local Bodies need to
aim at a minimum of 70-75% increase in revenue.
Underassessment and non-assessment cases shall be
: brought to the net.
House Tax: About 50% Village Panchayats have done revision
ranging upto 50%. The next revision shall aim at the
same percentage as suggested for property tax.

78



Profession Tax: October 1998 revision resulted in lesser revenue
increase than what had been expected.
The next revision shall aim at a minimum of 50-60%
increase in revenue.

Non-Tax Reforms : User charges should at the first instance be fixed to
meet the maintenance cost and thereafter cover the
balance cost.

4. Containing expenditure
41. Annual increase needs to be within 10% in respect of salary and pension.

4.2. Pay revision for local body employees, if any, to be attempted in the wake of Government
decision for its employees shall not exceed 35% increase. This is to be done by appointing a committee,
which will simultaneously study pay revisions and administrative reforms in local bodies. The idea is to
delink local body pay, DA and pension levels from those of State emoluments in view of differing resource
bases of the State and the local bodies. In a significant development, Maharashtra Government, for
instance, has delinked its D.A. system from the Central D.A. pattern. In other words, the Centre, the
States and the local bodies need not necessarily have same levels of salaries, etc. but each tier needs to
have separate levels and patterns based on respective paying capacities and sustainability.

O&M: Annual increase shall be about 10% or less for Urban Local Bodies. More important
elements of cost are dealt with in para 9 below.

5: Accounting reforms

5.1. With the advent of accrual accounting system in Municipalities and Municipal Corporations and
the extension to Town Panchayats, which has been dealt with elsewhere in our report, tax/non-tax
receipts should be accounted for, in the respective accounts, so as to prevent their diversion and misuse.
This assumes significance in the wake of poor compliance in debt servicing.

.2, In fact receipts from loan-based assets should be in a separate bank account to avoid diversions
to other areas. There is also a need to classify the salary component of consolidated pay personnel and
regular staff in conservancy operation in the respective account under salaries, so as to monitor in future,
whether the ceiling prescribed by the Act / or by G.O. is adhered to or not and also to bring the erring
Urban Local Bodies to see the reason.

6. Zero base budgeting

6.1. After Independence, India had chosen the path of economic development through Government
formulated Plans. In that scenario, the society came to look upon Government being the sole
employment provider. Although this worked till 1970’s, the inherent weakness in the approach began to
be felt in the 1980's. With the growth of banking sector and the market economy, employment
opportunities have also widened and diversified ; at the same time it was being increasingly realized that
there has to be paradigm shift from the Government being employment provider to Government as
employment-facilitator. To ensure sustainability of the Governmental system, with such adjuncts as local
bodies, policy shift is necessary. For this, Zero Base budgeting is indeed suitable option.

6.2.  Zero base budget compels the identification of well-entrenched, obsolete, wasteful and ineffective
expenditure and shifts resources to currently high priority areas. Resource effectiveness and productivity
are thus enhanced. This was experimented in a few State Government Departments (Agriculture,
Highways and Collegiate Education) in the early 1970's and again a renewed thrust was given in the late
1980’s with a new nomenclature - ZEBAG.
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In essence, Zero base budget consists of the following steps: -

! At present, an item entering a Government budget is as secure as an employee entering
Government service. At present, previous year's items are automatically carried forward
without an analysis of its current usefulness and then new items are included to the extent
possible.

ii. Under Zero Base Budget, however, no item has an automatic, assured place in the budget.
Every item has to be justified afresh even if it was included in last year's budget. Thatis to
say, we start from a “zero base” or clean slate of items to be included in the budget every
year.

iii. For every policy goal, several alternative strategies / programmes (“decision packages”)
are evolved and the best is chosen and included in the budget.

iv. Policy goals are prioritized and resources are moved from low to high priority areas
V. In order to gauge each department's internal priorities, every year each Department is
asked to give three budget proposals;

(@) One based on the same resource level as last year but with a different
internal redistribution if considered necessary.

(b) One based on the assumption that 10 percent more resources would be
available than last year.

(c) One based on the assumption that 10 percent less resources would be
available than last year.

Vi. Evaluation reports on currently funded items should accompany budget proposals.

6.3. Thus, by taking a fresh, open-minded hard look at the policies, programmes and the pattern of
internal allocation of each organization every year, Zero Base Budget seeks to align what is spent with
what is most desirable, and eliminate obsolescent, wasteful expenditure.

6.4. As far as Local Bodies are concerned, the rightsizing of the establishment needs immediate
attention in the context of growing salary burden and pension commitments as well as ensuring
reasonable levels for O & M expenditure for the assets created. In fact the fifth central pay commission
was of the view that there was urgent need to opt for Zero Base Budget in both central and state
Government and suggested reforms. The Pension committee appointed by Second State Finance
Commission, which went into the issue of pension burden has also identified that there is need for fixing
norms for staff vis-a-vis population for the Local Bodies so as to peg the growing salary and pension
burden. In the neighbouring states of Andhra Pradesh and Kerala the staff ratio is three per thousand
population, Maharashtra has in the range of 2.5 to 3 per thousand and Guijarat has 2 per thousand.

6.5. As far as Tamil Nadu is concerned, the ratio is more than 4 per thousand in Municipalities
and for Municipal Corporations. In order to reduce establishment costs, following norms are
recommended for the award period of Second State Finance Commission.

Chennai Corporation - 3.5 per thousand

Other Municipal Corporations - 3 per thousand
Municipalities - 2.5 to 3 per thousand
Town Panchayats -1.75 to 1.90 per thousand

6.6. To achieve this, replacement of personnel hereafter by way of filling up shall be restricted to 50%
of the retirement vacancies. After ensuring need - based replacement, the remaining posts shall be
surrendered. This needs to be annual exercise.
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6.7. Zero Base Budget provides the needed systematic tool to segregate prioritized and unsustainable
activities. In the above context, Zero Base Budget may serve as rational method of allocating our scarce
resources to prioritized areas. Over a period of time Zero Base Budget would improve the fiscal position.

6.8. Hence State Finance Commission makes the following recommendations in addition to
fixing staff ratios above:-

In the first instance Zero Base Budget may be introduced in all Municipal
Corporations and Special Grade Municipalities.

Zero Base Budget may also be introduced in line agencies directly and intimately
connected with Local Bodies viz. Tamil Nadu Water supply and Drainage Board,
Chennai Metropolitan Water Supply & Sewerage Board, Chennai Metropolitan
Development Authority, Tamil Nadu Slum Clearance Board, Directorate of Town &
Country Planning & Tamil Nadu Pollution Control Board.

1. Privatisation of core civic services:

7.1. Privatization is one of the policy packages of economic reforms initiated at the national level since
1991 along with globalization and liberalization. It has been the experience of all the people worldwide
that wherever there are monopolistic service providers, the quality of service is irregular and shoddy.
Privatisation has many advantages, some of which are:

a. Cost reduction - use of private contractors for Municipal services has resulted in cost reduction of
15 to 50 percent.

b. Increased coverage - private sector is able to service a much larger population than the public
sector due to its flexible work schedule. It is also possible to extend services beyond Municipal
limits.

c. Cost recoveries in local bodies are invariably low. When private parties are inducted to provide
service, the cost recoveries are much better.

d. Capital infusion - the private sector with greater access to the capital and financial markets is
likely to infuse the much-needed capital investments for urban services. This will also facilitate
induction of latest technology.

e. User Response - most users of Municipal services are dissatisfied with the present level of the
services and the ‘uncaring’ attitude of Municipal officials. Private sector is more responsive to
consumer complaints and grievances and increased efficiency - with cost reduction and
increased revenues, there is greater efficiency in the use of capital funds. The operation and
maintenance of services also improve with private participation.

1.2 Recognizing the obvious advantage of privatization in addition to incorporating this in Tamil Nadu
Urban Local Bodies Act, the Government of Tamil Nadu in a pioneering manner have introduced
privatization as a gradual process. Some of the successful examples of privatization are:-

i. Construction of the bridge over the Amaravathi River at Karur built by private sector, on a B.O.T
basis.

ii. Partial privatization of Solid Waste Management in Chennai Corporation.

iii. Bye pass Road project for Coimbatore city on BOT basis by L&T.

iv. Alandur underground sewerage project (under implementation).

v. Valasarawalkam Town Panchayat underground sewerage project. (expected to take off soon).

The project details of the last two schemes are given in the (Annexure VI-1(a) and 1 (b)).
7.3, The Government vide G.0.MS.No.69/Municipal Administration & Water Supply Department,
dated 4.4.98 (Annexure VI-2) formulated certain guidelines for the services rendered by the Local Bodies.

However, the State Finance Commission has identified a major factor, which has bearing on this: unless
the existing labour laws of the country are reviewed and suitably modified, privatization cannot take off in
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a great measure. The general perception is that labour laws are at present rigid and need to be made
flexible; a broader and liberal approach would generate employment and result in increased productivity.
In the case of Chennai Corporation, exemption from the proviso of Labour Act has been given in

G.0.Ms.No.99 Labour & Employment dated 8.7.99 as a special case and Solid Waste Management in .

selected zones in Chennai City has been privatized. Hence, instead of treating this as special case,
contract labour laws need to be suitably modified.

7.4. In the connection, the Union Finance Minister has, in his Budget speech for 2001-02, commented
upon the rigidities in the existing legislation regarding contract labour, which inhibit growth in employment
in many service activities. To overcome the difficulties and at the same time, to ensure the protection of
labour, he has stated, that it is proposed to bring an amendment to facilitate outsourcing of activities
without any restrictions as well as to offer contract appointments. It would not differentiate between core
and non-core activities and provide protection to labour engaged in outsourced activities in terms of their
health, safety, welfare and social security etc., Second State Finance Commission suggests that the
proposed amendment above may be used for extending privatization to various services in local bodies.

1.3 Similarly, the State Finance Commission noted that the Metrowater has privatized certain
sections of its sewerage operations and water supply. Further, the Commission learnt during its field visit
that streetlight maintenance for a few zones has been privatized in Coimbatore Municipal Corporation. In
certain Local Bodies such as Chennai, Coimbatore, Madurai etc., parks and playgrounds maintenance,
and provision of road medians have been handed over to the private sector for maintenance. The
Government have also incorporated provision for privatization in Tamil Nadu Urban Local Bodies Act,
1998 and Madras Municipal Corporation Act, 1919. The partial privatization of Solid Waste Management
in selected zones of Chennai Municipal Corporation entails an additional expenditure of about Rs.2
Crores per month, which is far above the average expenditure incurred in the remaining zones.

However, it is seen that privatization has not resulted in rationalization and reduction of staff and
the existing staff continue to be engaged, on the pretext that their services are needed elsewhere. This
obviously results in double cost for the taxpayers. It is paradoxical that the veterinary surgeons appointed
in cattle depots in Chennai Corporation are not deployed elsewhere even after the abolition of the
conservancy services by the bullock carts in 1997-98. Privatization should necessarily lead to greater
efficiency, lower cost, higher quality and better service. It is learnt that in some Urban Local Bodies, while
the existing fleet of mechanized vehicles purchased for conservancy operations are underutilized and
many are beyond repair and entail prohibitive maintenance cost, these Urban Local Bodies have hired
private vehicles for conservancy operations. This also amounts to double cost and avoidable waste.

7.6. Based on the experience gained so far in privatization the State Finance Commission
makes following recommendations: -

L. This Commission reiterates the provisions relating to privatization in Tamil
Nadu Urban Local Bodies Act/ Rules and also policy spelt out in the G.O. on
privatization of core civic services for ensuring cost reduction but avoiding
double cost for the taxpayers.

Il In the first phase, Solid Waste Management particularly transport of garbage
and segregation and recycling of wastes may be privatized in Municipal
Corporations / Municipalities and thereafter to bigger Town Panchayats. While
attempting this, the staff shall be redeployed so that the expenditure on the
operations is brought down.

1. The lessons of privatization of solid waste management may be studied and
thereafter it may be extended to maintenance of streetlights and water supply.
By 2005, about 35% to 40% of the civic services need to be privatized.

V. Government may make use of the proposed amendment to contract labour
laws by the Centre, to ensure that these facilitate privatization and do not
hinder the process.

V. In addition to the provisions of Tamil Nadu Urban Local Bodies Act on
privatization BoT Act of Gujarat may be adopted wherever feasible.

82




»

8. FISCAL RESPONSIBILITY

8.1. In the context of liberalized economic policy pursued from the year 1991, the need for enforcing
fiscal responsibility and budget management has become imperative. With the growing revenue / fiscal
deficit year by year, the enactment of necessary legislation for fiscal responsibility assumes greater
importance. In countries like USA and New Zealand, such efforts have been taken to pave the way for
surplus in their budgets overcoming the deficits observed for more than two decades.

8.2. In our country also, a draft Bill on Fiscal Responsibility and Budget Management has been
introduced in Parliament aiming at reduction of revenue / fiscal deficit of the Central Government in the
next five years. This involves enforcing discipline on borrowing and transparency in fiscal operations.
This is likely to be followed by the States in the next phase.

8.3. Commissioner of Municipal Administration, who visited Brazil, indicated that such Fiscal
Responsibility Act is available in respect of local bodies also in that country.

Applicability to local bodies:

8.4. The State Finance Commission recommends that the fiscal responsibility may be fixed on
the local bodies in the following areas and incorporated in Panchayats Act and Urban Local
Bodies Act by early 2003.

All local bodies shall wipe out revenue deficit by 2004.

Ensuring a 5% cash reserve in each year’s income.

Statutory ceiling on debt level.

Quarterly review of the budgetary allocation and spending.

Limiting the salary and pension commitment to 49% and deploy at least 51% for O& M
assets creation, debt servicing and investment.

Fixing responsibility for time and cost overruns on line agencies and government
departments.
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More details are made available in Annexure VI-3

9. Cost - effective measures and vigil over expenditure

9.1. We learnt that from year 1998-99 onwards centralized purchase of public health materials like
bleaching powder, phenol and other chemicals in respect of Urban Local Bodies has been attempted

resulting in economical expenditure. The O & M expenditure for the last three years is given below.

TABLE 1. O & M EXPENDITURE
(Rupees in crores)

1997-98 1998-99 1999-2000
Town Panchayats 92.32 116.14 134.51
Municipalities 120.11 141.94 162.32
Municipal Corporations 161.47 192.61 222.90
Panchayat Raj Institutions 201.58 271.16 329.51

9.2. The State Finance Commission recommends that a similar centralized purchase of public health
materials by Panchayat Raj Institutions may be organized at the district level, (say, Collector or Project
Officer, District Rural Development Agency) as in Urban Local Bodies.

9.3. In respect of streetlight, water supply matters, Government orders have been issued for purchase
of ISl and ISO 9001 marked products. Providing streetlights from out of grant for basic amenities for MP /
MLA LADP has become the order of the day without reckoning the running / recurring cost. In fact, the
maximum O & M is spent on streetlights and water supply.
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9.4. During the Commission’s interaction with Panchayat Presidents, they expressed concern about
growing expenditure on electricity in Village. It is analysed next. The table below gives expenditure on
maintenance other than current consumption charges.

TABLE 2
Year Expenditure
(Rs. in Lakhs)
1995-96 961.71
1996-97 1187.21
1997-98 2426.03
1998-99 3435.99
1999-2000 4309.84

Following table gives the break up of lights in the Village Panchayats:

TABLE 3
Type of Lights Nos.
Ordinary Lights 85934
Tube Lights 1002937
Mercury Lights 5945
Sodium Vapour Lights 69659
Total 11,64,475

9.5. The Director of Rural Development has fixed maintenance cost of Rs.250/- per light on an
average. This was fixed in 1997. As seen from the above table, the average maintenance cost based on
figures of 1999-2000 comes to Rs.370/- as against norm of Rs.250/-.

9.6. The field study also reveals that expenditure on maintenance of street lights are over and above
the norms already fixed. In several cases, the expenditure has gone up even five to ten times of
normative cost. Thus, it could be seen that cost fixed by Director of Rural Development does not reflect
the actual expenditure for purchase of street light materials. The high cost may also be due to profligacy.
It is seen from First State Finance Commission report that the then existing expenditure per light was then
arrived at Rs.304/- and it had recommended the maintenance cost of Rs.479/- on average per light. The
Task Force Committee appointed by this Commission has recommended that cost escalation of 18% of
average O&M expenditure norm as given in First State Finance' Commission may be applied. Thus,
according to Task Force Committee Recommendation the maintenance cost comes to Rs.565/-

9.7. It is learnt through interaction with officials of Electricity Board that the normal expenditure that
may have to be incurred for replacement of street light materials for tube light and sodium vapour light will
be roughly as follows:

TABLE 4
Tube Lights Rs. | Sodium vapour Rs.
Replacement of bulb 150 | Replacement of bulb 515
Choke for 2 times (Aluminium) 120 | Fixing Charges 20
Starter 10
Fixing charges 20
TOTAL 300 | TOTAL 535.00

9.8. Hence, State Finance Commission recommends the normative cost of Rs.30/- per light on
an average with purchase of aluminium choke only. Simultaneously, the State Finance
Commission recommends that a Committee may be formed consisting of Chief Engineer from
Tamil Nadu Electricity Board and Additional Director in the office of the Director of Rural
Development. This committee will meet before the year 2002-2003 and fix norms, which will be in
vogue for two years after which it will be revised every two years.

9.9. However, despite the purchase of such quality materials, the frequency of their
replacement is quite higher and this is attributed to the low voltage problem. The crux of the issue
is that is that three phase power supply has been stopped for rural transformers from evening
6.00 p.m. to 10.00 p.m. in the night and that two-phase supply is enforced. During this period the
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power supply in earth connection is high . Accordingly, it has been suggested that the central
cable needs to have earth connection in many places so as to reduce the low-voltage problem.

Water supply:

9.10. Government issued orders fixing ceiling amount on purchase of spare parts inclusive of labour
charge to hand pump and power pump as detailed below:

1. Hand pump Rs.300 / per annum
2. Power pump Rs.7000/- per annum

9.11. The Government order further added that when the expenditure exceeded the ceiling fixed, the
counter-signature of Assistant Engineer (PPM) and Assistant Executive Engineer has to be obtained.
The expenditure incurred for water supply maintenance over the years is furnished in the table-5.

TABLE 5 (Rupees in lakhs)
1995-96 1996-97 1997-98 1998-99 1999-00
Hand pump 301.56 226.50 892.59 1562.44 1618.46
Power Pump 1120.53 907.16 2050.55 3127.58 3742.37

9.12. First State Finance Commission did not suggest the cost per hand pump in its report. The Task
Force also followed the First State Finance Commission recommendation and has estimated the cost for
maintenance work to Rs.16.7 lakhs per MLD. If this is taken it comes to Re.0.60. per litre.

9.13. However, it is learnt through reliable sources that normal expenditure for maintenance of hand
pump would be as follows:

1.Spare parts ! Rs.300/-
2.Labour for lifting of HP ! Rs.200/-
3.Lumpsum : Rs.100/-

Rs.600/-

Hence, the maintenance cost per hand pump may be fixed at Rs.600/- p.ow.

Power Pump:

9.14.1. ltis learnt through reliable sources, the following would be the reasonable maintenance cost.

Submersible power pump : Rs.11,000/-
Jet Pump : Rs. 3,500/-
Average : Rs. 7,250/-

A rate of Rs.7500/- per annum would be reasonable.

9.14.2. The rates suggested in paras 9.13 and 9.14 are reasonable levels, which may be got
reconfirmed by the Government before April 2002 and formally fixed. Once reasonable rates are
fixed, they need to be enforced firmly.

9.15. Hence the Commission recommends for fixing the O & M cost for hand pumps and power
pumps as noted below:

a) Hand pump Rs.600/-
b) Power pump Rs.7500/-.
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9.16. After communicating unit costs to Village Panchayats, if the expenditure is in far excess
of the same, the executive of local body has to be penalized either by criminal proceedings or by
surcharge proceedings apart from removal from office. In the light of the above analysis, the
Second State Finance Commission recommends that norms for expenditure for core civic
services may be fixed / raised for Village Panchayats and that the erring executives have to be
penalized by criminal prosecution / surcharge proceedings.

Water supply cost and pricing

9.17. The present fixation of water rates by Tamil Nadu Water Supply & Drainage Board for the
combined water supply scheme is based on the source point, transmission and overheads. But after
studying varying rates and the need for cross-subsidy, uniform rate for urban at Rs.3.50 per thousand
litres, and rate of Rs.2.25 per thousand litres for rural areas have been introduced from April 1998. For
local body administered water supply scheme, there is no scientific way of evaluating the cost of water
vis-a-vis, its maintenance and distribution.

9.18. Even though in the present Tamil Nadu Water Supply & Drainage Board, the concerned Heads of
Departments have been inducted into the Board, the actual working is done by Tamil Nadu Water Supply
& Drainage Board officials to suit their interests and from the point of view of Tamil Nadu Water Supply &
Drainage Board. The Commission was also informed of the adhoc fixation of rate for Siruvani Water
Supply Scheme for Coimbatore. Such a fixation for each scheme or for each local body may not also be
practicable. Instead of the above mechanisms, a cost-cum-water rate committee may independently work
out the cost factor for every two years, so as to avoid recurring losses. The committee may seek the
views of elected representatives, and reputed Non-Governmental Organizations through newspapers and
internet to make the process more transparent. The major elements of cost need to be examined by the
Committee on Zero-base approach. Based on the findings, the committee
may suggest measures for revising the rates. Hence, the Second State Finance Commission
recommends that a cost-cum-water tariff fixation committee may be constituted with the following
members:-
i) Special Secretary, Finance,

ii) Commissioner of Municipal Administration,

iii) Director of Town Panchayats,

iv) Director of Rural Development,

v) Managing Director, Tamil Nadu Water Supply & Drainage Board.

The Committee may fix water charges to Urban Local Bodies adopting the following slabs.

Rs.0.50 per 1000 Its.
Rs.1.00 per 1000 Its.
Rs.1.50 per 1000 Its.

This may be done before April 2002 and reviewed once in two years by converting this into
a statutory body and incorporating this in Tamil Nadu Panchayat Act, and Urban Local Bodies
Act.

9.19. A similar approach is necessary in respect of water rates fixed by Metrowater. Following
committee may be formed for this purpose:-

i.  Special Secretary, Finance
ii. Commissioner of Municipal Administration
iii. ~Commissioner of Chennai Corporation
iv. Managing Director, Chennai Metro Water Supply & Drainage Board

The procedure outlined in para 9.18 will apply here also.
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Presently the Chennai Metropolitan Water Supply & Sewerage Board has appointed IDFC to
undertake the job of Tariff fixing water supply. While this exercise may be continued till March 2002, from
the award period of Tamil Nadu Second State Finance Commission, i.e. from 1.4.2002, the mechanism
suggested to para 9.18 may have to be put into operation as it is a device suggested for all Urban Local
Bodies.

9.20. Consultative Mechanism for Fixing Electricity Charges

The number of lights in rural areas has increased from Rs. 8.69 lakhs in 1995 to 11.6 lakhs
(Source - First State Finance Commission) in 2000. This light revolution is not without its impact on
panchayat finances. Maintenance cost has been dealt with in paras 9.4 to 9.8 above. Consumption
charges also need to be kept under vigil. Extension of further street lights needs to be a more guarded
and cautious affair hereafter to make the whole thing sustainable; wattage can be reduced on
replacements. If the low voltage problem maintained in para 9.9 above is tackled in all earnestness, the
need for having ‘dual lighting’ mechanism viz. both a tube light and a bulb at the same point can be
avoided.

Presently, the rates are:
Village Panchayats - Rs.1.60
Town panchayats - Rs.1.60
Corporations and Municipalities - Rs.1.75

Before the next revision is effected, a formal mechanism may be evolved whereby Secretary,
Rural Development and Secretary, Municipal Administration & Water Supply may indicate what they
consider as affordable levels : Tamil Nadu Electricity Board and Government may examine those duly
and then notify revised rates.

Schedule of Rates:

9.21. In respect of roads and buildings, presently the schedule of rates is fixed by Public Works
Department applicable to the State as a whole and does not take into account local conditions. To
remedy this, Second State Finance Commission recommends that schedule of rates may be fixed
districtwise annually by a committee of respective S.E.(PWD), S.E.(Highways) and S.E.(TWAD)
taking into account lead and availability of raw materials locally.

9.22. The State Finance Commission also recommends that Government Orders on specific norms for
O & M and districtwise schedule of rates may be monitored by the Offices of Regional Directors of
Municipal Administration, Assistant Directors of Town Panchayats and Assistant Directors of Rural
Development on a monthly basis by prescribing a periodical.

Vehicles:

9.23. There have been persistent complaints that certain Urban Local Bodies are resorting to hiring of
vehicles owing to the poor maintenance of their own vehicles. The Government have delegated the
powers to sanction purchase of vehicles to the respective HoDs. But there has been delay, which results
in wasteful expenditure. To cut the Gordian knot, the HoDs may fix the number of vehicles that can be
put into operation in Urban Local Bodies for core civic services, viz., water supply and sewerage. As far
as conservancy operations are concerned no new vehicles may be purchased as there is a likelihood of
the service being privatized. This has been dealt with in para 7.4 above.

The Government of Tamil Nadu in G.0.1131/ Home Department dated 13.7.89 have fixed ceiling
limits on the expenditure on repairs and replacements for all types of Government vehicles. The ceiling
limits need updating as on 01.04.2002 and subsequent updating once in three years.

The Government of Tamil Nadu in G.O.(D) No.569 Municipal Administration and Water Supply
Department dated 9.10.2000 have appointed a Committee to prescribe norms for maintenance, repairing
and condemnation of non-passenger vehicles belonging to Urban Local Bodies. This Committee may be
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headed by the Commissioner of Municipal Administration bringing the five Corporations also under its
ambit. A similar committee needs to be formed for Town Panchayats under the Chairmanship of Director
of Town Panchayats.

Hence the Second State Finance Commission recommends that HoDs may prescribe the
life of a vehicle / norms for condemnation, ceiling on maintenance / repair and purchase so as to
curb wasteful expenditure.

10. Maintenance of Assets:

10.1.  Thousands of assets are being created by the local bodies. There is need for proper and
periodical maintenance of all assets and possible re-doing of same works needs to be prevented.

In the chapter on Issue germane to Terms of Reference creation of Data Base has been
suggested. Under the Data Base all assets will have a number with capital cost for fixing O&M. In
respect of roads, periodicity of re-laying or re-structuring may be done based on the life-period suggested
in the manual and in chronological order.

10.2. Hence the Second State Finance Commission recommends that the unique system of
numbering of assets may be introduced and detailed assets register may be maintained in the
Panchayat Raj Institutions as in the case of Urban Local Bodies where it is included under Section
79 of Tamil Nadu Urban Local Bodies Act 1998 (now kept in abeyance).

11. Productivity norms

11.1.  In view of the computerization / privatization of local body functions, there is imperative need for
productivity norms. Even though the Government have fixed norms for conservancy operations by way of
kilometer length for conservancy staff, there are other sections, which need to be brought under
productivity concept. In fact, the norms for bill collectors are outdated. With the dispensing with the issue
of demand notice, and in its place issue of Pass Book, computerization and above all fixing responsibility
on the owner / occupier of the building, there is a case for increasing the norms. An analysis of Task
Force Committee report reveals that the assessments per collection staff are:

Town panchayats - 2262 / per staff
Municipalities 1830
Municipal Corporations - 2191 “*

11.2.  While the productivity norms are above 2000 per collection staff in Town Panchayats and
Municipal Corporations, it is below 2000 in Municipalities. Accordingly, the Second State Finance
Commission recommends that

i) productivity norms may be prescribed for all categories of staff to achieve rightsizing of
establishment keeping in view the overall staff norms as recommended in para 6.4 above and

i) as a first step, illustratively the assessments per collection staff may be prescribed at
2400.

12. Constitution of local body Tribunal _
12.1.  The following table reveals that much of the revenue rightfully due to the Local Bodies is locked
up due to litigation in various courts. ’

Table: 6 Property Tax - covered by Court Cases as on 31.3.2000

Number of cases Amount (Rupees in lakhs)
Town Panchayats 16638 446
Municipalities 11027 2209
Municipal Corporations 7709 1609
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12.2. The reading of Section 100 and 101 of the Tamil Nadu Urban Local Bodies Act 1998 reveals that
the persons who are aggrieved by the orders of the Taxation Appeals Committee and the Taxation
Appellate Tribunal will have to approach the Principal District Judge. This section also does not bar him
from approaching the higher judiciary if aggrieved by the orders of the Principal District Judge.

12.3. There is need to realize the arrears at the earliest. Keeping in view the urgency to collect arrears,
the State Finance Commission recommends the following:

A Taxation Appeal Tribunal may be constituted in each of the seven RDMA jurisdiction
besides a tribunal at Chennai for adjudicating the fiscal matters, which should be final and
binding. These eight tribunals will deal exclusively with local body property tax, and house tax
cases.

13. MEASURES TO COLLECT THE ARREARS OF TAXES AND NON-TAXES

13.1. As the local bodies are closest to the people there is a lack of will on their part to collect the tax
on time resulting in accumulation and arrears of taxes. Similarly under non-tax head, user
charges have not been collected regularly. Besides the rentals and lease amounts have not been
collected for years together. To remedy this situation, the State Finance Commission makes
the following recommendations.

i. Defaulters’ list may be published through mass media such as local newspapers,
cable T.V., cinema slide etc., highlighting the names of the biggest defaulters in
property tax, similar to the provision in the Income Tax Act, 1961 and Tamil Nadu
General Sales Tax Act, 1959

ii. Legal proceedings and criminal prosecution may be pursued to their logical
conclusion and revenue realized.

ii. a In case of collection of cycle stand fees they may be given to TEXCO to prevent
unscrupulous elements from fleecing the public and pocketing the difference.
iii. b In case of pay and use latrines reputed NGOs, Trusts like Sulabh International
may be granted the lease for similar reasons.
iv. The sealed tender - cum - auction method may be implemented for leasing out
properties of Local Bodies and advance rent can be collected before leasing out
the premises. (Pagadi System).

14. Retrieval of encroached lands and utilizing them for better use.
Poramboke lands within the Local Bodies apparently fall under three categories: -

1. Revenue vested Poramboke
2. Department vested Poramboke
3. Local body vested Poramboke

141. Land is inelastic resource and very precious in a State like Tamil Nadu with high population
density. Taking advantage of the lack of database on these three categories of Porambokes,
unscrupulous elements have encroached upon the Poramboke lands for their private gain. With the
advent of computers at Taluk Office, Panchayat Union Office, and Municipalities it would be possible to
maintain a database containing details of these Poramboke lands including Panchayat vested Poramboke
lands and periodically updating these. The Commission learnt that Dindugal Municipality with the help of
police and revenue officials has recently evicted a major encroachment from the middle of the town worth
several crores of rupees and is now setting up a commercial complex there. It is understood that in
Madurai Corporation also in recent months, eviction has been carried out and the city looks better. These
two could well be emulated by all local bodies. Lands belonging to local bodies need to be closely
guarded and put to best possible use, preventing the scope for encroachment.
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14.2.  In respect of levying tax on huts in Revenue vested Poramboke lands, as the Government have
recently liberalized the issue of “Pattas” if the encroachment is there for over ten years, the Local Bodies
need to levy property tax on those huts who have been granted “pattas”.

15. Remunerative enterprises

15.1. It is common knowledge that while approaching lending institutions for availing loans for
construction of shopping complex or bus stand improvement, the local bodies invariably present
a rosy picture of expected cash flows. But in reality, the situation is diametrically opposite. The
so-called remunerative enterprises are remunerative only for the individuals who take them on
lease and not for the local body. This has been prevailing in most of the local bodies.

For-instance, the market at Vellore Municipality (Kakithapattarai) was misused. It was
stated by the Municipal authorities that there was no bidder at all for market lease. However, it
was said that illegal commercial transactions were going on. When the Government took out the
land for “Uzhavar Sandhai”, there was good response. Had this been better used, the local body
would have earned a sizeable income.

15.2.  To remedy the above situation, the SFC recommends to adopt Sealed Tender-cum-Auction
process to squarely deal with nexus of vested interests and syndicate formation. The maximum quote in
sealed tender which will be opened in the presence of bidders will be the base price for the
auction.

15.3. Average Realization In New Projects

15.3.1. There is need to prescribe a ‘payback’ period for the remunerative enterprises. While
sanctioning / releasing / recommending the loan, the HOD shall insist on a certificate that the
project will have a payback period to be mentioned specifically which shall not exceed 10 years
as the loan repayment is generally scheduled for 15 years. Those who fail to accomplish may be
subjected to reduction in allotment of devolution/grants.

15.3.2. The Madras High Court order and the Government instructions on leasing may be scrupulously
followed. In the above context the Second State Finance Commission recommends that while the
leasing/Tender-cum-auction may be strictly followed by prescribing the ‘upset value’, new projects should
be subjected to fetch the minimum amount, which would ultimately, relieve the local body from burden
within the pay back period.

16. Timely Tender Disposal

In a several number of Municipalities, the disposal of tender is not prompt. Even under

special programmes, where large allocations have been made, the councils are yet to dispose of
tenders in several Municipalities. A general representation is that the power to dispose tenders be
taken away from the purview of the councils and entrusted to the executive. But, solution to this
lies in proper and strict implementation of Tamil Nadu transparency in Tender Act / Rules. The
Second State Finance Commission suggests that Government may take a serious view if there is
continued recalcitrance on the part of the local bodies in disposing a tender or income related
issue.
17. There are seven Committees mentioned in the Tamil Nadu Panchayat rules 1999 (vide G.O.
Ms. No. 168 RD Department dated 4.8.99) as notified on August 16" 1999. Hence we suggest that
proper monitoring be done as many of the collectors are not aware of the above, particularly the
appointments committee, as revealed during our district sittings.
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18. Maintenance of provident fund accounts

18.1. The First Second State Finance Commission has recommended that the Provident Fund
contribution recovered from employees but not credited to Provident Fund accounts should be
deducted from SFC devolution and credited to the respective accounts and the Government have
also accepted the recommendations. This has been dealt with in the Status Report on First SFC
recommendations. But in practice, even now the Provident Fund contributions are not credited to
the concerned account resulting in non-payment of dues to the retired employees. The
Pensioners Association pleaded that the Provident Fund maintenance system by local bodies
should be streamlined. In fact, they pleaded for centralized accounting as in vogue for State
Government employees at Accountant General’s office. Field reports also confirm the position.

18.2. In order to streamline the system the State Finance Commission recommends that the
depositing of the Provident Fund contribution to the respective account should be verified by the Financial
Adviser & Chief Accounts officer from the concerned Office of the Head of Department once in six
months, and disciplinary action may be initiated against the persons responsible for the lapse.

18.3. With the computerization of accounts, the State Finance Commission recommends that the
Provident Fund accounts can be updated by the month of April every year. The interest working by
Director of Local Fund Audit needs to be done by May — June of every year and the annual account slips
of local body employees of the previous financial year may be distributed in July — August of every year.

19. Wealth from waste

19.1.  For a long time, there has been an impression that garbage generated by the local bodies has no
economical value. However, in recent times, new techniques such as vermiculture by which compost and
fertilizers are manufactured are gaining ground. The concept of three “R”s (Re-use, Recycle, Resource)
can help in utilisation of waste and simultaneously save the cost of collection, transportation and disposal
of waste. In Chennai city, Exnora with the help of active residential associations has set up vermi-
composting yards.

19.2.  Alandur Municipality will soon implement a new scheme of “Solid Waste Processing & Disposal
Facility” through a private under BOT agreement. Under this scheme, the company will manufacture
organic manure in a land of 15 acres on lease for 15 years. The Municipality is expected get an income of
Rs.8.64 lakhs per annum. But the price needs to be revised once in five years to meet the cost escalation
and to encourage competitive bidding.

19.3. In addition to vermiculture, it is possible to produce electricity by converting garbage into pellets.
It is learnt that Chennai Metropolitan Development Authority is examining a proposal in collaboration with
private sector to use 100 MT of organic garbage collected at Koyambedu market to generate electricity.
Similarly, Chennai Corporation has also tied up with private sector to produce electricity from garbage.
The Commission learnt during its field visit that a similar possibility exists for Mettupalayam Municipality
and Ottanchatram Town Panchayat, where wealth can be generated from waste.

20. To sum up

By employing all these measures such as realizing revenue potential to a fuller extent, zero base
budgeting, privatization, avoiding wasteful expenditure, controlling all major elements of cost, generating
wealth from waste, etc., the local bodies can certainly generate surplus income and move towards greater
degree of self-reliance.
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CHAPTER - VII
DEBT MANAGEMENT
Introduction

Para 2(b) of the T.O.R. requires our Commission to recommend, “ the measures needed to improve
the financial position of the local bodies taking into account interalia, their level of debt and their ability to
service the debt”. Again vide para 4 of the T.O.R, our Commission, “in making its recommendations, shall
have regard, to the resources of the State Government, the demand thereon, in particular the expenditure
of the State on debt servicing including the debt servicing on behalf of the local bodies”. Accordingly,
even when the Commission commenced its work we realized from the interaction of Mayors and
Chairmen of Urban Local Bodies with us that debt was a major concern with the Urban Local Bodies.
Consequent to the Government's policy decision to deduct overdues of the local bodies from SFC
devolution, this matter is weighing down heavily on the minds of the Urban Local Bodies .

2. Debt Position Of Urban Local Bodies:

2.1 The following table gives an idea about the debt position of the Corporations:-
MUNICIPAL CORPORATIONS

Table:1 Agency wise Outstanding Loans as on 31.3.2000

Corporations GoTN | MUDF | TNUDF | LIC | Others | Total
(Rs. lakhs)

Chennai 10663 5282 828 0 9430 26203
Coimbatore 7252 939 245 0 21 8457
Madurai 1693 866 2798 268 8015 13640
Salem 2239 329 409 528 2108 5613
Tiruchirappalli 3500 160 269 0 0 3929
Tirunelveli 1847 62 0 0 0 1909
Total 27194 7638 4549 796 19574 59751
% Share in Total 45.51 12.78 7.61 1.34 32.76 100.00

2.2 Out of the total outstanding of Rs. 597.51 crores, the water supply loans (GoTN & LIC) account
for about 46%. The figures on outstanding debt reveal that on an average, each Corporation has about
Rs.100 crores as outstanding debt.

MUNICIPALITIES
2.3 The loans outstanding as on 31.3.2000 are as under:

Table-2: Agency wise Outstanding Loans as on 31.3.2000

GoTN LIC I MUDF l TNUDF I Others Total
(Rs. lakhs)
15980 9369 4980 2189 4113 36631
43.62% 25.58% 13.59% 5.98% 11.23% 100.00%

Out of the total loans at Rs.366 crores, it may be noted that water supply loans (GoTN and LIC) account
for about 69% of the total outstanding loans of the Municipalities. The annuity overdue in respect of all
municipalities as on 31.3.2000 amounts to Rs.57.93 crore on principal and Rs.71.42 crore on interest.
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TOWN PANCHAYATS

Table-3: Agency wise outstanding loans as on 31.3.2000.
GoTN LIC IUDF | IDSMT Others Total
(Rs. lakhs)
1498 3148 1075 1511 1801 9033
16% 35% 12% 17% 20% 100%

2.4The agency-wise outstanding debt for the four grades of Town Panchayats are presented in the
above table. It may be noted that here also water supply loans (GoTN & LIC) together account for 51%
of the total outstanding loans of the Town Panchayats.

3. DEBT CONSOLIDATION:

3.1 Vide G.0.Ms.N0.120, MA&WS, dt.10.21998, (Annexure-1) GoTN decided to reschedule the
outstanding loans as on 1.4.1998 drawn by various local bodies since 1945 at a uniform rate of interest
at 13.5% and repayable in 20 years in half yearly instalments in March and September every year, failing
which the due will be recovered from the SFC devolution in April and October, respectively. Due to this
decision, the debt servicing of and recovery from all the local bodies have gone up sharply from 1998-
99 as seen from the following table:-

Table: 4
Category of ULB 1995/96 1996/97 1997/98 1998/99 1999/00
Pre Consolidation Post Consolidation
(Rs. in Lakhs)

Chennai 276.6 266.80 424.20 732.60 564.30
Coimbatore 199.60 143.80 261.50 636.80 2198.50
Madurai 25.10 12.60 153.90 567.00 2525.00
Salem 2.1 1.7 198.1 246.30 407.60
Tiruchirappalli 32.7 165.3 181.60 136.90 825.00
Tirunelveli 47.7 79.7 394.80 389.10 421.50
Municipal Corporations 583.80 669.90 1614. 10 2708.70 6941.90
Municipalities 1081 1020 1850 2879 6357
Town Panchayats 248.37 206.03 535.40 654.05 820.23
Total of all ULBs 1913.17 1895.93 3999.50 6241.75 14119.13

As can be seen from the above table, the recovery of debt for Corporations, which was in the order of
about Rs.16 crores in 1997-98 has shot up to Rs.27 crores in 1998-99 and Rs.69 crores in 1999-2000.
Similarly in Municipalities, the recovery of debt has shot up from Rs.18 crores in 1997-98 to Rs.28 crores
in 1998-99 and to Rs.63 crores in 1999-2000. In case of Town Panchayats, the corresponding figures are
Rs.5 crores in 1997-98, Rs.6 crores in 1998-99 and Rs.8 crores in 1999-2000. The burden has thus fallen
on Corporations and Municipalities.

3.2. In the case of financially weaker Municipalities, in order to ensure that they take concerted
measures for increasing their own revenue, the Government have ordered the CMA to prepare a format
to monitor the earnest steps taken by these local bodies for augmenting their own revenue.

3.3The government have also advised the CMA to prepare a package of measures for augmenting their
own revenue and also reducing their expenditure by better fiscal management for those Municipalities
for which CMA recommends debt relief. Accordingly, the CMA is preparing a package of measures for
better fiscal management of those local bodies.

4. DEBT RELIEF GIVEN BY THE GOVERNMENT: ,

4.1. In continuation of debt consolidation, the Government constituted a committee consisting of
Secretary, MA&WS as Chairman and CMA and a representative from the Finance Department as
Members for recommending to the Government, write off of debts on an annual basis to weaker local
bodies. Based on the recommendations of the committee, the Government have given substantial debt
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relief measures vide G.0.Ms.No.87, dt.27.6.2000 (Annexure-2) to two Municipal Corporations and 40
Municipalities, which are as follows: -
a) No relief is suggested for the following Municipalities, which are to continue to repay the debt
along with 13.5% interest.
1) Ambur, 2) Hosur, 3) Mannarkudi, 4) Panruti, 5) Paramakudi, 6) Sattur,
7) Sirkali, 8) Thirumangalam, 9) Usilampatti, 10) Vaniyambadi, 11) Virudhunagar.
b) The following Municipalities have been given interest concession, whereby interest has been
reduced from 13.5% to 10.74% from 1.4.2000 onwards:-
1) Arakkonam, 2) Chidambaram, 3) Arcot, 4) Chinnamanur.

c) The following Corporations and Municipalities have been given principal Moratorium for 5
years from 1.4.2000 to 31.3.2004 and interest moratorium from  1.4.2000 to 31.3.2001.

Corporations:- Municipalities:-
1)Madurai and 1) Palani, 2) Aruppukottai, 3) Maduranthakam,
2) Salem 4) Ranipet, 5) Thiruppur, 6) Dindigul, 7) Edappadi,

8) Nagapattinam, 9) Tambaram, 10) Gudiyattam,

11) Thiruvottiyur, 12) Cumbum, 13) Mettur, 14) Rasipuram,
15) Wallajapet, 16) Thiruvannamalai,  17) Kumbakonam,
18) Pudukottai, 19) Thanjavur.

4.2. The CMA who had taken a detailed review of the financial position of 19 Municipalities and two
Corporations in the month of September 2000 has recommended for further extension of the moratorium
given to the 19 Municipalities and 2 Corporations from the payment of interest portion, which is expiring
on 1.4.2001 to be extended till 31.3.2004, as he expects that they will be in a position to augment their
own revenue due to property tax revision expected in 1.10.2003.After examining the same, Government
approved CMA’s proposal in G.0.Ms.No.50 Municipal Administration and Water Supply Dept, dated
9.3.2001 (Annexure -3).

5. RE-SCHEDULING DEBT

Although recommending debt relief package by our Commission has not been explicitly spelt out in TOR,
a careful reading of the paras of TOR mentioned at the beginning of this chapter along with paras 5 (ii)
and 5(v) of TOR would show that the Commission needs to propose a suitable relief package linked with
proper fiscal management of Urban Local Bodies. In their interaction with the SSFC, representatives of
Urban sector like CMA have pleaded that consolidating all the loans and interest as on 1.4.1998 and
levying 13.5% interest thereon is tantamount to levying interest on interest. They have requested that all
the earlier interest consolidated as on 1.4.1998 may be written off and that the Urban Local Bodies may
be permitted to repay the loan outstanding as on 1.4.1998 @ 13.5% interest. In the Municipal Seminar
held on 23.6.2000 a view emerged that certain weak Municipalities which are prohibited from borrowing
further because of their poor debt service performance are unable to improve their service in any sector
and that these municipalities have to be identified and a separate allocation from devolution in addition to
the equalization grant has to be given to them. Moreover, it was also recommended that a ceiling of 25%
may be fixed for deduction of outstanding loans from SSFC devolution

6. DEBT SERVICING OF STATE GOVERNMENT:

With due regard to Para 4 of our TOR, the Commission has tried to analyse debt servicing by the
state with particular reference to debt servicing on behalf of local bodies. Accordingly, the following table
indicates the increasing trend of debt servicing by the State Government.
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Table: 5 Statement showing Debt Servicing by the Govt. of Tamil Nadu
(Rs. in Crores)

1997-98 1998-99 1999-2000

Principal Interest Principal Interest Principal | Interest

Internal Debt of the State
Government. 33.60 401.67 76.65 473.10 66.41 563.64
Market Loans

Loans from other financial

insiiutions 27.36 47.86 32.89 74.83 65.36 132.59
Loans and Advances from

e Celitral Govsmenent. 346.82 1040.73 409.21 1189.21 471.11 | 1359.36
Total 407.78 1490.26 518.75 1737.14 602.88 | 2055.59

The interest burden for the overall outstanding loan is heavy showing an increasing trend of growth over
the years. Out of the repayment of Rs.65 crores to the financial institutions in 1999-2000, Rs.11.68
crores relate to LIC. The increasing debt servicing commitment on the part of the Government has been
taken note of in making recommendations on debt relief to local bodies as discussed in the following
paras.

s Debt Relief Package By SSFC:

Based on the current debt position of the ULBs outlined in the previous paragraphs, the SFC after
a detailed deliberations both internally and with various stakeholders has decided to segregate
water supply loan only from other loans and accord separate treatment for water supply and
drainage loans implemented by TWAD as on 31.3.2000. There will be no relief for loans taken for
remunerative enterprises. The rationale for this decision is that since most of the loans outstanding
were taken by the Urban Local Bodies for service projects especially water supply schemes at huge cost
and as financially weaker Municipalities were not able to pay the annuities due to various commitments, a
substantial relief is necessary. Almost all the schemes, executed by TWAD Board, which is a monopoly
agency, were not executed within the time schedule and estimated cost originally scheduled. The
efficiency in delivery of service was less than the desired or designed level. For all these, the local bodies
had to pay for. For instance, the loans advanced for Tirupathur municipality and Sengottai Municipality
for water supply project and for Salem Corporation for drainage project did not take off within the
prescribed period resulting in payment of interest for the loans advanced for the first five years and
thereafter principal by the local bodies for no fault of their own. This sort of delay on the part of line
agencies like TWAD had in the past added burden to Local Bodies. A brief analysis of the above projects
is given in  Annexure-4. Due to the recovery of SFC devolution for the non-payment of annuities, the
devolution package is not really helping the local bodies. In other words, Urban Local Bodies deserve
suitable relief for a predicament for which they were not responsible.

8. RELIEF ON PRINCIPAL:

What is seen as a departure from the existing policy, the government for the first time in the year
1999-2000 through a scheme christened “Golden Jubilee Water Supply Scheme” allotted Rs.82 crores
to Urban Local Bodies as capital grant for water supply in 1999-2000. Till then, capital grants for water
supply were restricted to PRIs only.

The following table indicates the total investment in water supply;

Table: 6 Golden Jubilee Water Supply Scheme (1999-2000)
(Rs. in Crores
Sl.No. Class of ULBs Total Investments Total Capital Grants
% Municipalities 101 45
(12in Nos)
2. Town Panchayats 88 37
(31 Nos)
Grant Total 189 82
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For 2000-2001, the allocation of capital grant is estimated at Rs.80 crore and the total cost at Rs.250
crore. In other words, Government have tacitly conceded the point that water supply schemes cannot
be entirely funded out of loans and that there is a case for subsidy or grant component. At the same
time, our Commission feels that the relief to the Urban Local Bodies needs to be related to the resource-
base of each class of Urban Local Bodies. The Town Panchayats are basically semi-urban in their
features. Obviously Corporations have a stronger base than Municipalities. A suitable index for
measuring the resource-potential of Urban Local Bodies is tax per property. Comparative analysis of this

index is as under:-
Tax per Property for the year 2000

(in Rupees.)
Corporations 1669
Municipalities 889
Town Panchayats 194

Given the inherent revenue potential as reflected above, a differential treatment seems justified.
Accordingly, the State Finance Commission recommends debt relief on principal outstanding as
on 31.3.2002 on water supply loans as under:

Corporations 0 20%

Municipalities . 25%

Town Panchayats: 30%

The reckoning period for the assessment of financial position of Urban Local Bodies as per TOR is
31.3.2000. Hence, the water supply and sewerage loans outstanding as on 31.3.2000 for the Urban
Local Bodies have been taken and tabulated in the beginning of the chapter. As mentioned in para-4
above, CMA and Government are continuously monitoring the debt situation and providing suitable relief.
Hence the position prevailing as on 31.3.2002 may be reckoned.

From 1.4.2002, the revised interest may be calculated for the principal as on 1.4.2002 after
deducting the amounts to be written off as recommended above.

9. Interest Relief:

In addition, as far as the interest burden is concerned, a weighted average interest for water supply
loans taken between 1945 and 1998 comes to 10.74% only and accordingly the SFC recommends
that the interest rate may be pruned down from 13.5% to 10.74% for the Urban Local Bodies
subject to the earnest efforts taken to increase their own revenue and to reduce their expenditure
by better fiscal management which is explained next.

10. Eligibility Criteria:

101 Government's tight financial position has been reflected in the table in para-6 above. Hence, the
above reliefs cannot be automatic give-away to all Urban Local Bodies. The reliefs on principal (para-8)
and interest (para-9) may be extended to the Urban Local Bodies which have demonstrated their resolve
to augment their income and to contain their expenditure on following basis based on data for the year
1999-2000 as in the tables furnished below:

¢ CORPORATIONS
Table-7Annual Per Capita Income and Expenditure

Corporation Per Capita Income [ Per Capita Expenditure
Rupees — Year 2000
Coimbatore 1358 1074
Madurai 694 844
Salem 551 378
Tiruchirapalli 768 730
Tirunelveli 544 518
Average 783 709
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MUNICIPALITIES
Table -8 Annual Per capita Income and Expenditure — 1999-2000

Category Per Capita Income [ Per Capita Expenditure
Rupees

Grade Il 388 393

Grade | 475 450

Selection Grade 601 580

Special Grade 760 654

Average 525 498

TOWN PANCHAYATS
Table -9 Annual Per capita Income and Expenditure — 1999-2000

Category Per Capita Income [ Per Capita Expenditure
Rupees
Grade Il 258 195
Grade | 279 208
Selection Grade 346 256
Special Grade 770 439
Average 329 239
a. In respect of Municipalities and Town Panchayats, only those Urban Local Bodies,

which have their own per capita income above the average for that grade within that class
of Urban Local Bodies, will be eligible for relief. For instance, if a Municipality is in grade |
: category, for comparison, the average per capital income for grade | needs to be taken.
b. The second criterion is that on expenditure front also, only those Municipalities
and Town Panchayats, which have their per capita expenditure below the average for that
grade within that class of Urban Local Bodies, will be eligible for relief.

C. For Municipal Corporations, (excluding Chennai)class average may be taken for
both the above criteria.
d. In other words both criteria need to be satisfied for giving relief to Urban Local

Bodies. Forthose Urban Local Bodies which satisfy any one criterion and not eligible for
debt relief, moratorium will be given upto 2003 to see if they improve their financial
position in the next revision of property tax and steady reduction of their expenditure by
then.

e. The Urban Local Bodies, which do not satisfy even one criterion, are not eligible
for moratorium also.

The relief as aforesaid is confined to loans taken for water supply and drainage projects only.
It will not include other projects taken up for remunerative enterprises. Since water supply and
sewerage functions of Chennai Corporation are entrusted to Chennai Metropolitan Water Supply
and Sewerage Board, Chennai Corporation is not entitled for debt relief.
10.2 The above package may not give relief to some of the highly indebted Urban Local Bodies.
Hence, the Commission recommends that a committee consisting of Commissioner of Municipal
Administration, Special/Additional Secretary, Finance Department, Special / Additional Secretary,
Municipal Administration & Water Supply Department as Members and Chief Executive Officer,
Tamil Nadu Urban Infrastructure Financial Services Ltd. as a special invitee may be constituted
by the Government to monitor the performance of municipalities covered under debt relief
package recommended by SSFC and for other high debt municipalities. The review by the
Committee may be in two ways as detailed below:-

i) For the Municipalities, which are eligible under the criteria(per capita
income/expenditure) the review will be half-yearly to see that they do not slip back
in financial parameters.

ii) The Commission recommends a level of Rs.750/- per capita debt for the second
class of Urban Local Bodies. For these high-debt Urban Local Bodies, first there
needs to be BIFR type of analysis by the above Committee,

a) to identify the causes of individual municipalities having fallen into high debt.
b) to segregate the water supply and remunerative loans and to process the case
only if the indebtedness is due to water supply loans.

97

85-13 (R)—13a



c) to segregate the reasons for poor financial position of these ULBs.
d) and steps to be taken by them for improving the same.

Detailed methodology may be seen in the Annexure — 5. A case study on one of the highly indebted
municipalities viz. Tiruppur municipality is placed in Annexure-6.

After reviewing this, based on the committee’s recommendations, Government can
enter into a MOU with those municipalities. On signing the MOUs by these municipalities (by
Chairman and Commissioner) the relief will be accorded. This will be monitored on quarterly basis
to see if these ULBs stick to the conditions stipulated in the MOU. If they do not, devolution will be
cut proportionately.

10.3  The above approach is in accordance with the recommendation of Eleventh Central Finance
Commission in its report based on their supplementary terms of reference in which the Central
Finance Commission recommended incentive for the performing states based on the
augmentation of resources by the states and expenditure control by them during the award
period of ELFC, as in the table below:

Table -10:Summary of the measures and their weights

Measures Weights
Revenue Receipts
1. Growth of tax revenue 30.00 }
2. Non-Tax revenue 20.00 50%
Revenue Expenditure (Non-Plan)
1. Salaries and Allowances 30.00
2. Interest 10.00 } 50%
3. Reduction of subsidies 10.00
Total 100.00

Similar approach has been suggested by our Commission to motivate the Urban Local Bodies towards
better fiscal management to ensure that their sustainable investment needs for providing improvement in
civic services are met. Based on study made by Task Force Committee, the commission feels that the
municipal finances can be improved by implementing the following measures.
(i) The collection performance of current demand of property tax needs to be improved from the
existing 75% to 90%. The arrear collection needs to be improved to atleast 75% in order to
sustain the investments.

(ii) The ARV Property assessments need to be revised by 70% to 75% when the next revision
is due.
(iii) Water Charges need to be revised by atleast 25% for every three years. -
(iv) Details of cost effective measures are elaborately given in the chapter on Better Fiscal
Management.
104 If there are any Municipalities which are in disadvantageous position due to inherent financial

weaknesses and cannot increase their own revenue, such Municipalities can be downgraded as Town
Panchayats and in any case, the prescription as outlined by the SSFC is applicable for each category of
local bodies and not for individual Town Panchayat / Municipality / Corporation. As the debt servicing
ratio has dramatically shot up after the policy decision of the Government to deduct from State
Finance Commission devolution, we also recommend a 25% ceiling on deduction from gross
State Finance Commission devolution towards repayment of Government loans.

10.5 The penal interest on water-supply loan outstanding as on 31.3. 2000 is around Rs.30
crores. Hence this Commission recommends waiver of penal interest from equalization fund
available to Urban Local Bodies to those who satisfy the eligibility criteria spelt out in para 10.1.
11. LOAN FROM OTHER FINANCIAL INSTITUTIONS:

11.1 Prior to the creation of TUIFSL, MUDF, HUDCO, TUFIDCO were lending to Urban Local Bodies
on various projects. After merging lending agencies like MUDF, TUIFSL was formed in Sept.1996. Itis
basically a lending institution to Urban Local Bodies by obtaining funds from World Bank and by
approaching the market. It is lending for core civic services and infrastructure development projects and
the rate of interest is 15 to 16.5%. In November 2000, Tamil Nadu Urban Infrastructure and Financial
Services Ltd. has successfully raised Rs.110 crores through private placement of five year non-
convertible, redeemable bonds carrying a coupon rate of 11.85%, payable semi-annually. This was at
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that time intended for funding projects worth Rs.230 crores in some 14 or 15 Municipalities.
Subsequently (April 2001), the Commission understands that this is untied loan, which will suitably help
fund urban infrastructure development projects. It is learnt that the projects of municipalities are normally
cleared after subjecting them to scrutiny and design before embarking upon on funding.

TUFIDCO is a Government owned undertaking responsible for centrally sponsored schemes like IDSMT
and Mega city and other UD Schemes. DTCP is also a lending institution for Urban Development
Projects. In fact, many Urban Local Bodies have availed the loans without taking into account the return
expected from such projects. This had been a thrust on them by giving a rosy picture while in reality it
was not so. This has led to a situation in which many Urban Local Bodies especially municipalities are
not able to repay their debts. In fact, the IUDP loans administered by DTCP carry 13.5% to 14% interest
for remunerative enterprises. But the return has not been ensured. This has also been discussed in
Better Fiscal Management Chapter.

11.2 In the above scenario, the Commission recommends that there may be one agency for
both State and Centrally Sponsored schemes for improving basic amenities viz. TUFIDCO and the
other for World Bank aided projects viz. TUIFSL and that the IUDP schemes handled by Director of
Town and Country Planning may be handed over to TUFIDCO. Thus, TUIFSL may continue to
be an agency in BOT and World Bank funded projects. To avoid overlapping of functions, lending
by TUFIDCO may be concentrated upon remunerative projects and Mega city programmes and
TUIFSL may take up the rest viz. water supply and infrastructure loans. It is also emphasized that all
loans should be routed through the HOD concerned and should not be passed on to TWAD directly
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