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Introduction

The urban population of India has increased in recent years at rapid rates.  In 1961 about 79 million persons lived in urban areas of the country; by 1991, their number had increased to over 217 million, registering an increase of over 250 per cent in the last three decades.  Almost all population projections indicate that India will enter the 21st century with an urban population of about 300 million, which will further increase to over 400 million in the year 2011 and 553 million in the year 2021.

Table 1.1

Trends of Urbanisation in India, 1951-2021

	Census Year
	Total population (in million)
	Urban Population (million)
	Percentage of Urban Population to total population
	Decadal Urban Growth Rate (%)
	Annual Compound Growth Rate

	
	
	
	
	
	Total
	Urban

	1951
	361.08
	62.44
	17.29
	-
	-
	-

	1961
	439.23
	78.93
	17.97
	26.41
	1.98
	2.37

	1971
	548.15
	109.11
	19.91
	38.24
	2.24
	3.29

	1981
	683.32
	159.46
	23.34
	46.15
	2.23
	3.87

	1991
	846.30
	217.61
	25.71
	36.47
	2.16
	3.16

	2001*
	1048.15
	296.97
	28.33
	36.47
	2.16
	3.16

	2011*
	1298.15
	405.26
	31.22
	36.47
	2.16
	3.16

	2021*
	1607.77
	553.04
	34.40
	36.47
	2.16
	3.16


*
Projected figures.

Source: 
NIUA Urban Statistics – Handbook 2000, National Institute of Urban Affairs, New Delhi, January 2000.

Studies conducted by the National Institute of Urban Affairs (NIUA) suggested that most urban areas in the country have witnesses in recent years a deterioration in the standard and quality of public life.  In almost every urban centre irrespective of size or class, the availability of basic services declined, and considerable populations in these settlements have no access to many of the services and amenities.  In 1995 for which, countrywide data are available, approximately 15 percent of India’s total urban population had no access to safe drinking water and approximately 50 percent had no access to basic sanitation (NIUA 2000).  The position with respect to the collection and disposal of garbage – one of those services that has high negative externalities, is worse; apart from the low population coverage by garbage collection services, on an average, 30 – 40 percent of garbage is left on the city streets uncollected.  The uncollected and indisposed waste can result in various kinds of diseases and present serious health risks in the urban settlements.

Present thrust on economic reforms in the country has wider implications for urban management and financing.  The pace of urbanisation and urban growth is expected to be much more rapid and has wide ranging implications for augmentation of services and urban infrastructure.  As the new investments in the form of trade and industrial activities are generally set up either in the urban centres or on the urban fringe, it will put direct demand for urban infrastructure and services as support systems for economic activities.  The process, thus, has wider implications for augmentation of urban infrastructure and services.

The municipal bodies (urban local bodies) which are statutorily responsible for the provision and maintenance of basic infrastructure and services in cities and towns are experiencing tremendous fiscal stress even to operate and maintain the existing services at satisfactory levels, let alone augment them.   While their responsibility to meet the growing demand to maintain existing services at satisfactory level  is increasing rapidly, there is no commensurate increase in their revenue base, which has in fact been depleting constantly. Faced with such a situation the urban local bodies are becoming increasingly dependent on higher levels of government for their operation and maintenance requirements. What is worse, many urban local bodies have accumulated huge debts and are facing serious problems in even servicing their debt. This has serious repercussions on the availability and quality of urban basic services  in urban areas of the country. 

According to Planning Commission estimates, the share of municipal expenditure in the total public sector expenditure declined from nearly 8 per cent in 1960-61 to 4.5 per cent in 1977-78 and was estimated to be roughly 3 per cent in 1986-87 and 2 per cent in 1991-92 (PC 1983, NIUA 1989, NIPFP 1995).  A study conducted by the National Institute of Public Finance & Policy revealed that the finances of municipal bodies are in a mess; a majority of them are not able to raise adequate resources from their own sources to meet increasing expenditure on services.  As indicated in Table 1.2, municipal bodies raised approximately only Rs.3900 crores from their own sources during the year 1991-92, which constitutes a mere 4.7 per cent of revenue raised by the central government and 8 per cent raised by state governments.  This amount is estimated to be only 0.6 per cent of the country’s GDP (Gross Domestic Products at factor cost).  In per capita terms, own sources of municipal bodies work out to be nearly Rs.205 as against Rs.987 for the centre and Rs.574 for the states.  Although urban centres contribute nearly 60 per cent of the country’s GDP, it is evident that the municipal bodies have not benefited from the economic activities that take place within their own jurisdictions, and thus remain peripheral to the Indian Economy (NIPFP 1995).

Table 1.2

 Revenues of the Centre, States and Municipalities, 1991-92

	Unit
	Revenues (Rs. crores)
	Per capita (Rs.)

	Centre
	83,320
	987

	States
	48,660
	574

	Municipalities
	3,900
	205


Source:
Finances of State Governments, RBI Bulletin, February 1994, as quoted in  NIPFP (1995).

Municipal bodies of the country are facing a peculiar situation where the demand for services has been rising due to urbanization and urban growth, but on the supply side, the local resource base has been constantly declining.  In effective local governance, inefficient management practices, poor planning process, lack of periodical revision of municipal tax rates/user charges, poor information system and record management are some of the basic weaknesses in the present municipal administration system.  Many municipalities in India, particularly those belong to small and medium size cities are poorly staffed, that the staff responsibilities are unclear and often fragmented, and that their capabilities and motivation to deal with the increasing complex urban needs are extremely low.  The result is that the resources at their command which are scare to begin with, are not put to efficient use and are, in a sense wasted. 

As per the conservative estimates, the municipal bodies of India would require an additional investment in basic infrastructure and services of about Rs. 74 thousand crores if the deficiencies in the existing level of services are to be eliminated and all sections of urban population are to be provided with an access to a modicum of basic urban services by 2020.  In addition, approximately Rs. 18 thousand crores annually would be needed to operate and maintain these services at the barest minimum levels.  At the present rate of municipal taxation, user charges and efficiency, it is expected that roughly two-third of the total operation and maintenance  (O&M) requirements will be generated by the municipalities themselves, levying a recurrent gap of nearly Rs. 5 crores per annum (Mathur, 1999a).

Thus the financial requirements for bridging the existing gaps and meeting the increasing demand for basic services are quite large.  But there is hardly any awareness and sensitivity towards the financial dimensions involved in providing and managing even the minimum basic level of services.  The net result is deprivation of substantial proportion of urban population from core urban services such as water supply, sanitation, primary health, street lighting, primary education, etc.  This has led to marked deterioration in the standard and quality of life of urban residents.

A number of committees and commissions have tried to look at what ails the finances of municipalities and how their finance can be put on a sound footing.  The Constitution (74th) Amendment Act of 1992 (CAA) is the culmination of a prolonged debate in post independent India for devising a democratic and empowered system of municipal government in the  country.  It makes a significant beginning of reforms to constitutional recognition to municipal governments.  The Act has introduced some fundamental changes in the system of local governance.  First, it provided for the regular and fair conduct of elections to municipalities by statutorily constituted State Election Commission.  Second, a framework is provided for the assignment of appropriate civic functions to urban local bodies through the Twelfth schedule of the Constitution.  Besides the traditional core functions, municipalities are expected now to play a crucial role in preparation and implementation of local development plans and social justice programmes.  Third, the states are required to constitute Finance Commission, once in every five years, to recommend their Legislatures, measures to improve the financial health of municipal bodies.   Fourth, it provided for constitution of ward committees in municipalities with a population of three lakhs or above (with the scope for such committees in smaller cities also), in order to ensure peoples’ participation in civic affairs at the grassroots level.  Lastly, it required states to constitute Metropolitan Planning Committees (MPC) and District Planning Committees (DPC), for the preparation and consolidation of development plans.

This paper deals with the status of Municipal Finances and Municipal Services in India.  Whereas the first section of the paper describes the structure, composition, functions and finances of Urban Local Bodies (ULBs), in the second section, an attempt has been made to examine the status of core municipal services.  The third section deals with the financial needs for upgrading core infrastructure and services in India.   Key issues in the municipal finance, as also the reforms and innovations in the urban management are discussed in the concluding part of this paper.

Section I

Status of Urban Local Bodies (ULBs)

Structure

Municipal governments in India have been in existence for many years.  
The first municipal corporation was created by a Royal Charter in Madras in 1688.  In the present form and structure, the municipal bodies owe their existence to what is known as the Lord Ripon’s Resolution adopted on May 18, 1882.

Table 1.3

Urban Local Bodies in India, 1991*
	State/UTs
	Muni-cipal Corpor-ation
	Muni-cipal Council
	Municipal Committee/ City Committee
	Muni-cipal Board
	Munic-ipality
	Town Committee/ Township/ Town Area Committee
	Town/Nagar Panch-ayat
	Notified Area Committee
	Total

	Andhra Pradesh
	3
	-
	-
	-
	109
	-
	141
	2
	255

	Assam
	1
	-
	-
	24
	-
	49
	-
	-
	74

	Bihar
	6
	-
	-
	-
	70
	-
	-
	92
	168

	Goa
	-
	13
	-
	-
	-
	-
	-
	-
	13

	Gujarat
	6
	-
	-
	-
	62
	-
	100
	10
	178

	Haryana
	-
	-
	81
	-
	-
	-
	-
	-
	81

	Himachal Pradesh
	1
	-
	19
	-
	-
	-
	-
	30
	50

	Karnataka
	6
	-
	20
	-
	-
	136
	-
	14
	176

	Kerala
	3
	-
	-
	-
	61
	2
	-
	-
	66

	Madhya Pradesh
	-
	-
	17
	-
	357
	-
	-
	7
	381

	Maharashtra
	11
	-
	-
	-
	227
	-
	-
	-
	238

	Orissa
	-
	-
	-
	-
	30
	-
	-
	72
	102

	Punjab
	3
	-
	95
	-
	-
	-
	-
	11
	109

	Rajasthan
	-
	19
	-
	-
	168
	-
	-
	5
	192

	Tamil Nadu
	3
	-
	-
	-
	98
	8
	212
	-
	321

	Uttar Pradesh
	8
	-
	-
	228
	-
	418
	-
	33
	687

	West Bengal
	3
	-
	-
	-
	95
	-
	-
	10
	108


	Delhi
	1
	-
	1
	-
	-
	-
	-
	-
	2

	Andaman & Nicobar Island
	-
	-
	-
	1
	-
	-
	-
	-
	1

	Chandigarh
	-
	-
	-
	-
	-
	-
	-
	1
	1

	Pondicherry
	-
	-
	-
	-
	4
	-
	-
	-
	4

	Manipur
	-
	-
	-
	-
	7
	-
	-
	21
	28

	Meghalaya
	-
	-
	-
	-
	1
	-
	-
	-
	1

	Sikkim
	-
	-
	-
	-
	-
	7
	-
	-
	7

	Tripura
	-
	-
	-
	-
	1
	-
	-
	11
	12

	Total
	55
	32
	233
	253
	1290
	620
	453
	319
	3255


· Excluding Cantonment Boards (57) under the Ministry of Defence, Established by a separate Act of Parliament.

Source:
NIUA, Strategy for Capacity Building of Urban Government Institution in India, National Institute of Urban Affairs, New Delhi, Research Study Series No.62,  1998.

According to Census of India, 1991, there are 3255 ULBs in the country
; classified into four major categories of municipal corporations, municipalities (municipal council, municipal board, municipal committee), town area committee and notified area committees (Table 1.3).  The municipal corporations and municipalities are fully representative bodies,  while the notified area committees and town area committees are  either fully or partially nominated bodies.  As per the Constitution (74th) Amendment Act of 1992  (CAA), the latter two categories of towns are to be designated as municipalities or Nagar Panchayats with elected bodies.  Until the amendments in state municipal legislations, which were mostly made in 1994, municipal authorities were organized on the basis of the `ultra virus’ principle and the state governments were free to extend or control the functional sphere through executive decisions without an amendment to the legislative provisions. The Article 243 Q of the CAA requires that municipal areas shall be declared having regard to the population of the area, the density of population therein, the revenue generated for local administration, the percentage of employment in non-agricultural activities, the economic importance or such other factors as may be specified by the state government by public notification for this purpose.  This Article further provides that there shall be – (i) a Nagar Panchayat for transitional areas i.e. an area in transition from rural to urban, (ii) a Municipal Council for a smaller Urban area and (iii) a Municipal Corporation for a larger urban area (Mathur 1999b).

Most states have amended their municipal laws in conformity with the CAA.  However, variations are found in the definition of small and large urban areas, as well as in transitional areas.  States like Tamil Nadu has used the income criteria, some using only population, and others using additional criteria such as density and percentage of non-agricultural employment.  The amended Municipal Act of Andhra Pradesh provide for all three types of municipal bodies, viz; Nagar Panchayats; Municipalities and Municipal Corporations.  In addition to population criteria, the Andhra Act also follows density of population, percentage of employment in non-agricultural activities, revenue of local body and economic importance of a city or town for constituting different types of urban local governments.  The Andhra Act has further stated that all the district headquarters should be classified as not lower than first grade municipalities while the Nagar Panchayats should be treated as equivalent to third grade municipalities irrespective of their annual income or such other indicators.  It may be mentioned that earlier classification of municipalities in Andhra was largely based upon the income criteria and is still being continued in the state.  The amended State Municipal law also provides for a Township Committee for specific industrial areas.

Amended Municipal laws of Maharashtra have provided classification of Municipalities, both on the basis of population as well as percentage of employment in non-agricultural activities.  According to the Act, Municipal Corporation are to be constituted in the larger urban area, only if it has a population of not less than 3 lakh.  In case of Municipal Council, a minimum of 25,000 population and 35 per cent employment in non-agricultural activities is necessary.  For Nagar Panchayats, the Maharashtra Act No. XLI of 1994 has provided that no area shall be specified as a `transitional area’ unless it has a population of not less than 10,000 and not more than 25,000, and such area is not more than 25 kilometers away from the territorial limits of any Municipal Corporation or an `A’ class Municipal council and the percentage of employment in non-agricultural activities in such area is not less than 25 percent.  Besides above types of urban local governments, the Maharashtra Act also contains provisions for empowering the State Government to notify an industrial area, developed by the Maharashtra Industrial Development Corporation  or the area of a Cooperative, Industrial Estate as an `Industrial Township’ (Mathur 1999b).

 Among all urban local governments, municipal corporations are distinguished as they are enjoying a greater degree of fiscal autonomy and functions.  Although the specific fiscal and functional powers vary across the states, these local governments have larger populations, a more diversified economic base, and deal with the state governments directly.  On the other hand, municipalities have less autonomy, smaller jurisdictions and have to deal with the state governments through the Directorate of Municipalities or through the collector of a district.  These local bodies are subject to detailed supervisory control and guidance by the state governments.

Functional Domain of ULBs

The municipal bodies are vested with a long list of functions delegated to them by the state governments under the municipal legislation.  These functions broadly relate to public health, welfare, regulatory functions, public safety, public works, and development activities.  Public health includes water supply, sewerage and sanitation, eradication of communicable diseases etc.; welfare includes public facilities such as education, recreation, etc.; regulatory functions related to prescribing and enforcing building bye-laws, encroachments on public land, registration of births and deaths, etc.; public safety includes fire protection, street lighting, etc.; public works measures such as construction and maintenance of inner city roads, etc; and development functions related to town planning and development of commercial markets.  In addition to the legally assigned functions, the sectoral departments of the  state government often assign unilaterally, and on an agency basis, various functions such as family planning, nutrition and slum improvement, disease and epidemic control, etc.

The Twelfth Schedule of Constitution (Article 243 w) provides an illustrative list of eighteen functions, that may be entrusted to the municipalities.  Besides the traditional core functions of municipalities, it also includes development functions like planning for economic development and social justice, urban poverty alleviation programmes and promotion of cultural, educational and aesthetic aspects.  However, conformity legislation enacted by the state governments indicate wide variations in this regard.  Whereas Bihar, Gujarat, Himachal Pradesh, Haryana, Manipur, Punjab and Rajasthan have included all the functions as enlisted in the Twelfth Schedule in their amended state municipal laws, Andhra Pradesh has not made any changes in the existing list of municipal functions.  Karnataka, Kerala, Madhya Pradesh, Maharashtra, Orissa, Tamil Nadu, Uttar Pradesh and West Bengal states have amended their municipal laws and added some of the additional functions in the list of municipal functions as suggested in the twelfth schedule.  There is a lot of difference in the assignment of obligatory and discretionary functions to the municipal bodies among the states.  Whereas functions like planning for the social and economic development, urban forestry and protection of the environment and promotion of ecological aspects are obligatory functions for the municipalities of Maharashtra, in Karnataka these are discretionary functions (Appendix 1 a & b).

As per the amended municipal acts, municipal governments are required to provide a range of services listed in the Twelfth Schedule of the Constitution.  A few states have taken initiatives to selectively include a few additional functions in addition to conventional functions of urban local governments.  However, none of the state governments have given serious attention to the requisite change in the institutional arrangements for urban infrastructure and the role of municipal governments vis-à-vis those of the parastatal agencies.  Municipal governments in many states are assisted by parastatal agencies, operating either at the state level or at the city level to carry out various functions including water supply and sanitation (sewerage/drainage).

Provision of water supply and sewerage in several states has either been taken over by the state governments or transferred to parastatal agencies.  It is also a shared responsibility in many states.  For example in Tamil Nadu, Madhya Pradesh and Gujarat, capital works related to water supply and sewerage are being carried out by the state level Public Health Engineering Department or Water Supply and Sewerage Boards, while liability for repayment of loans and maintenance are left with the municipalities.  Besides these state level agencies, City Improvement Trusts and Urban Development Authorities, like Delhi Development Authority (DDA), have been set up in a number of cities.  These agencies usually undertake land acquisition and development works, and take up remunerative projects such as markets and commercial complexes, etc.  The Municipal bodies in most cases have been left only with the functions of garbage collection/disposal, street lighting, maintenance of inner city roads, registration of births and deaths, etc.  This diverse nature of municipal functions was promoted by organizational incapability of the municipalities to cope with the rising demand of services and poor capacity of these urban authorities to mobilize financial resources in order to provide satisfactory level of services to their citizens.  

In terms of the theory of fiscal federalism, functions whose benefits largely confine to municipal jurisdictions and which are subject to heterogeneous preferences are suitable for the Municipalities.  These may be termed the “essentially municipal” functions.  Services with large spillover effects, distributional and stabilization attributes and services providing uniform benefits need to be entrusted to the higher levels of government.  Similarly, functions that involve substantial economics of scale or are of national interest may not be assigned to small local bodies.  For valid reasons, certain functions of higher authorities are appropriate for entrustment to the Municipalities – as if under principal-agent contracts.  These may be called “agency” functions that need to be financed by intergovernmental revenues.  Thus instead of continuing the traditional distinction between obligatory and `discretionary’ functions the municipal responsibilities may be grouped into `essential municipal’ `joint or shared’ and `agency’ functions.  The assignment of functions to municipal corporations, municipalities and Nagar Panchayats as suggested in Mohanty (1995) is given in Table 1.4.

Table 1.4

Suggested Assignment of Functions

	Essentially Municipal Functions
	Municipal Corporation
	Municipal Council
	Nagar Panchayat

	Urban planning including town planning

(subject to broad `outline’ or `structural’ plan prepared by the District and Metropolitan Planning Committee/State Government)
	Yes
	Yes
	Yes

	Regulation of land-use and construction of buildings

(subject to broad `outline” or structural’ plan prepared by the District and Metropolitan Planning Committees/State Government)
	Yes
	Yes
	Yes

	Planning for economic and social development

(Preparation and implementation of socio-economic development plan)
	Yes
	Yes
	Yes

	Roads and bridges
	Yes
	Yes
	Yes

	Water supply domestic, Industrial and commercial purposes
	Yes
	Yes
	Yes

	Public health, sanitation, conservancy and solid waste management
	Yes
	Yes
	Yes

	Fire services
	Yes
	Yes
	No

	Urban forestry
	Yes
	Yes
	Yes

	Preventive Health Care
	Yes
	Yes
	Yes

	Provision of urban amenities and facilities such as parks, gardens, playgrounds
	Yes
	Yes
	Yes

	Burials and burial grounds, cremations, cremation ghats/grounds and electric crematoria
	Yes
	Yes
	Yes

	Cattle pounds, prevention of cruelty to animals
	Yes
	Yes
	Yes

	Vital statistics including registration of births and deaths
	Yes
	Yes
	Yes

	Street lighting
	Yes
	Yes
	Yes

	Parking lots, bus stops and public conveniences
	Yes
	Yes
	Yes

	Regulation of slaughter houses and tanneries
	Yes
	Yes
	Yes

	Slum improvement and up gradation
	Yes
	Yes
	Yes

	Agency Functions

	Protection of the environment and promotion of ecological aspects
	Yes
	Yes
	Yes

	Safeguarding the interests of weaker sections of society, including the handicapped and the mentally retarded 
	Yes
	Yes
	Yes

	Urban poverty alleviation
	Yes
	Yes
	Yes

	Promotion of cultural, education and aesthetic aspects
	Yes
	Yes
	Yes

	Primary Education
	Yes
	Yes
	No

	Primary Health Care
	Yes
	Yes
	No


Source:
Mohanty (1995), Reforming Municipal Finances : Some suggestions in the Context of India’s Decentralization Initiative, Urban India, A Journal of National Institute of Urban Affairs, New Delhi, Vol.XV (No.1), January-June, 1995.

Functional domain of municipalities have direct impact on the volume and structure of municipal finance.  The matching of municipal responsibilities with finances should be based on the broad principles of assignment of revenues – taxes, user charges, shared revenues, grants-in-aid, borrowing, etc.  Norms and standards should be taken into consideration while deciding the financial structure of urban local governments.  

Fiscal Domain of ULBs

The fiscal domain of municipal governments in India consists of large array of tax and non-tax sources of revenue.  They also receive funds from the State Government in the form of grants-in-aid as also share in taxes collected by the State Government.  The various sources of tax, non-tax and transfer revenue are given in Table 1.5.

Table  1.5

Major Sources of Income for Municipal Bodies in India
	Sources
	
Major Components

	Internal/own Sources
Tax Revenue

Non-Tax Revenue


	Property taxes; tax on vehicles, animals, trade and callings and professions; theater tax/show tax; tax on advertisements, boats, etc.

Rents from municipal assets; income from municipal undertakings; user charges; fee and fines; income from municipal investments; etc.

	External Sources
Grants- in-aid

Shared Taxes


	General purpose; specific purpose; grants in lieu of taxes

Entertainment tax; motor vehicle tax; land revenue; stamp duties; profession tax; etc.


There is a little variation among the states in the matter of taxation powers authorized to the ULBs (Appendix II).  However, a significant variation exist across states in their application.  Taxes on the entry of goods (octroi) which are among the most-buoyant and elastic of the local taxes, are currently levied only in six states, namely Gujarat, Haryana, Maharashtra, Manipur, Orissa and Punjab.  The inclusion or exclusion of this tax has an overwhelming large impact on the revenue base of  municipalities
.  Many municipalities in Rajasthan do not levy property taxes.  The Punjab government has recently abolished the levy of property taxes on properties for domestic use.  Similarly, there are inter-state differences in respect of taxes on entertainment and tax on professions, trades, callings, and employment.  The differences in the tax jurisdiction, the degree of control exercised by the State Government in terms of the fixation of tax base, rates, exemptions etc. has a direct impact on the finances of municipalities.

The revenue income of ULBs is presented in Table 1.6.  It shows that `own sources’ of municipal income  which consists tax and non-tax revenue form an important part of the total revenue receipts of municipal bodies.  This is particularly so in the octroi levying states such as Gujarat (87.5%), Haryana (80.5%), Maharashtra (95.4%), Punjab (89%) and Manipur (98.3%).

From the view point of financial autonomy, it is desirable that own sources should be the major sources of  revenue for ULBs and dependency on higher levels of governments may be as low as possible. One danger of liberal provisions of grants-in-aid is that the efforts of municipal bodies to mobilize their own resources get slackened.  Many of the State Finance Commissions recommended for performance based grants-in-aid system to ULBs.  Uttar Pradesh State Finance Commission, for instance, has suggested that the ULBs should fulfill their responsibilities cast on them, by improving their own resources.  They have recommended that whereas 7 per cent of the net proceeds of the State taxes may be passed on to the ULBs during 1996-97, from 1997-98 onwards, when the devolution amount grows with growth is state revenues, initially only 90 per 

Table 1.6

Source of Municipal Revenues, 1997-98
	States
	Total Revenue

(Rs. Crores)
	Own sources (%)
	Transfers (External Sources) (%)

	
	
	Tax
	Non-tax
	Both
	Shared Taxes
	Grants
	Others
	All

	Andhra Pradesh
	13800.1
	36.37
	14.80
	51.17
	33.56
	13.03
	2.25
	48.84

	Assam
	4721.4
	23.24
	35.84
	59.08
	-
	23.37
	17.55
	40.92

	Bihar
	10313.3
	36.86
	15.91
	52.77
	2.99
	40.31
	3.93
	47.23

	Gujarat
	10921.0
	79.74
	7.71
	87.45
	0.18
	11.10
	1.27
	12.55

	Haryana
	5716.8
	42.80
	37.71
	80.51
	13.44
	3.95
	2.09
	19.48

	Karnataka
	11417.3
	18.12
	25.06
	43.18
	5.67
	43.62
	7.53
	56.82

	Kerala
	7629.6
	44.69
	25.63
	70.32
	20.65
	4.74
	4.29
	29.68

	Madhya Pradesh
	11472.8
	22.61
	24.73
	47.34
	11.88
	39.90
	0.88
	52.66

	Maharashtra
	21721.1
	65.44
	29.96
	95.40
	0.53
	3.84
	0.23
	4.60

	Orissa
	5046.7
	46.92
	20.20
	67.12
	0.93
	28.59
	3.36
	32.88

	Punjab
	7074.2
	69.60
	19.42
	89.02
	6.14
	3.81
	1.03
	10.98

	Rajasthan
	8713.8
	62.90
	26.90
	89.80
	0.17
	9.30
	0.74
	10.21

	Tamil Nadu
	13418.4
	21.21
	23.13
	44.34
	21.93
	29.49
	4.24
	55.66

	Uttar Pradesh
	17478.1
	13.50
	5.95
	19.44
	0.36
	79.14
	1.06
	80.56

	West Bengal
	9764.41
	36.51
	22.82
	59.33
	5.05
	30.53
	5.10
	40.68

	Himachal Pradesh
	2117.6
	15.27
	10.59
	25.86
	-
	72.04
	2.09
	74.13

	Manipur
	906.9
	90.42
	7.87
	98.29
	0.20
	0.15
	1.35
	1.70

	Meghalaya
	947.5
	37.66
	8.62
	46.27
	-
	40.09
	13.63
	53.72

	Tripura
	1130.3
	27.31
	15.61
	42.92
	-
	33.74
	23.34
	57.08

	All
	163413.49
	56.40
	26.38
	82.78
	4.05
	11.99
	1.19
	17.23


Source:
NIPFP (2000).

cent of  their share may be passed on to ULBs and the remaining 10 per cent given to them at the end of each year on the basis of performance indicators as given below.

a. Each local body levies and collects all taxes and non-tax items which are of obligatory nature.

b. Recovery of their tax and non-tax revenues as percentage of the current demand is at least of the order of 70 per cent in 1997-98 to be stepped up by 5 per cent each year so that it reaches the level of 85 per cent in the year 2000-2001.

The Himachal Pradesh State Finance Commission has recommended that in case local government do not collect the statutory levies, the  resource transfers from the state to the local body concerned should not be released.  Compliance to collect taxes at the local level will only qualify transfers from the consolidated fund of the state.  The  Punjab State Finance Commission has suggested an incentive grant to the municipalities for improving their own resources.  The recommendations of various State Finance Commissions on fiscal devolution in the form of  municipal own sources of revenues, shared taxes and grants-in-aids are given in Appendix III to VI.

Composition of Own Revenues:

Own sources consist of tax sources and non-tax sources.  Data presented in Table 1.7 indicate that in a majority of states, the share of tax revenues is higher compared to share of non-tax revenues.  It varies from nearly 99 per cent in Manipur (Octroi State) to a little over 39 per cent in Assam (non-octroi state).

Among the various taxes, property tax is the most common and stable source of income for  majority of  municipalities in the country.  Table 1.7 provides data on the tax structure of municipalities in India.  As the current data on composition of municipal taxes is not available, the most recent data on the subject have been used for analysis purpose.

Table 1.7

Composition of Municipal Taxes, 1992-93

	States
	Tax revenues (Rs. Crore)
	% share to tax revenue

	
	
	Prop-erty tax
	Adver-tisement tax
	Tax on vehicle boats and animals
	Betterment levies
	Profession tax
	Trade and callings
	Enter-tainment tax
	Octroi
	Show tax
	Others

	Andhra Pradesh
	81.13
	88.51
	1.05
	0.54
	6.82
	-
	-
	-
	-
	-
	3.08

	Assam
	2.67
	63.54
	0.23
	2.14
	6.00
	8.21
	8.18
	0.04
	-
	-
	11.63

	Kerala
	42.90
	53.01
	0.66
	-
	Neg.
	6.47
	0.30
	39.12
	-
	0.17
	0.25

	West Bengal
	12.82
	94.10
	0.13
	0.80
	2.00
	-
	-
	-
	-
	-
	2.98

	Gujarat
	428.09
	24.84
	-
	0.32
	-
	-
	-
	0.10
	74.05
	-
	0.69

	Maharashtra
	982.87
	21.59
	0.01
	0.33
	0.97
	Neg.
	0.01
	0.07
	76.01
	-
	0.30

	Punjab
	105.63
	12.06
	0.38
	0.05
	0.38
	-
	0.02
	0.29
	86.06
	-
	0.75


Source : NIUA (1997a); Financing Urban Infrastructure in India.

Though Property Tax (PT) is the most important tax source of revenue particularly for the municipal bodies of non-octroi states, its yield in terms of per capita value is not very significant.  This tax is not considered to be a buoyant source of revenue for the municipalities.  In Kerala state for which data on property taxes is available for the last three years i.e. 1991-92 to 1993-94, show that the average per capita receipts on constant prices from PT has declined from Rs. 28.33 in 1991-92 to Rs.26.37 in 1993-94 (Mathur 1999b).  In the Municipal corporation of Greater Mumbai despite a phenomenal increase in property prices, the income from the property tax has been virtually stagnant in real terms during the period from 1980-81 to 1990-91.  The annual rateable value (ARV) per property in this city was only Rs. 8644 in 1990-91 and it increased by  merely 2 per cent per year during 1980-81 and 1990-91;   whereas property prices in Mumbai reported to be increased by more than 20 per cent during the corresponding years.  In real terms, over the period of 1990-91 to 1997-98, yield from property taxes has shown an increase of nearly 6 per cent annually, which bears no relation to the massive increase that has taken place in the property values (NIPFP 2000).  Studies show that on an average, only 30-40 per cent of the potential tax is realized, and taxes on property continued to be plagued by problems of narrow base, persistent under valuation, high rates, poor collection efficiency and limits imposed on rents of properties under the rent control acts.  

Property tax is levied on the basis of rateable value (RV) of the property.  RV is usually defined as the rental value which the property would fetch if it were to be rented out.  In practice, however, the RV is estimated not through market mechanism but through administrative procedures.  Further, large variations are found in the rates of  PT not only across states but within states.  In ranges from 15 per cent of ARV in Lucknow to as high as 160 per cent of ARV in Greater Mumbai.  It is observed that in many instances these rates have to be deliberately kept high to maintain the revenue stream from the tax as the taxable base has not been increasing.

Property tax reforms have been a matter of debate in the country for a very long time.  However, there are differences of opinion among the tax experts regarding the approach to be adopted for the reforms.  One school of thoughts has suggested an area-based tax assessment whereby rental values are standardized per unit area of properties for a given zone, use, type of binding, age, etc.  Another school has suggested reforms in the rent control acts, followed by rationalization of ARV (Annual Rateable Value) assessment procedures.  Both schools generally agreed that the ARV assessment should be delinked from `standard rent’ concepts of rent control acts.  In the past, most discussion of PT reforms has concentrated on assessment procedures.  But later it is realized that improvement in tax administration in terms of identification of properties, assessment and record management is also necessary.

In recent years, some cities/states, like Patna Municipal Corporation of Bihar State, Andhra Pradesh, Ahmedabad, Tamil Nadu, etc., have introduced improvements both in property tax assessment as well as in its administration.  These innovations have helped to increase revenues from property tax considerably.  State Finance Commissions have suggested reforms in the existing property tax assessment and valuation systems.   For example, State Finance Commissions of Uttar Pradesh, Kerala, Punjab and Tamil Nadu have suggested that ARV of a property may be determined by a  simple area based method, keeping in view location of the property; use of the property; type of construction and such other indicators.  These Commissions have also suggested for tough compliance of re-assessment cycle besides other administrative and legal reforms.  It is noteworthy that in Kerala the periodicity of re-assessment has been reduced from the five years to four years by State Finance Commission.

It is important that the Ministry of Urban Development, Government of India has recently issued guidelines to reform property tax.  It suggests to (i) substitute the existing ARV system of PT by a mix of capital value (CV) and Area Detail System of PT by decomposing it into land tax and building tax; and (ii) introduce the concept of user charges for directly chargeable services such as water supply and to relate the cost recovery for other services through a building tax on the basis of area details of buildings.  Other suggestions of the guidelines relate to the modality for relating building tax to cost of services, determination of tax liability, tax exemptions, PT record management, assessment cycle of PT, system of appeals, etc.  The building tax is proposed to be levied by adopting an area based PT system like the Patna and Andhra Pradesh model.  Whereas the Andhra Pradesh  model uses the values obtained through sample survey of prevailing market rents for different categories of properties in terms of location, quality of construction, land use, age and physical area; the Patna model uses values arrived sue motto.  The guidelines hence suggested a mixed of these two models.

The proposed reforms in property tax will not only improve the yield from this important source of revenue for the municipal bodies, but may also reduce the taxation disputes due to simplicity of the suggested procedures and method of assessment.

Fiscal Transfers:

Fiscal transfers comprising shared taxes and grants-in-aid have a special role in the finances of municipalities.  The fiscal transfers are based upon the assumption that the existing resources available with the municipal governments are not sufficient to generate the revenues they need.  Thus the fiscal transfers from state to local governments are  necessary to correct the functional and fiscal  mis-match.   However, well set-policies on tax sharing and grants-in-aid are absent.  Typically, these are either ad hoc or specific.

The role of transfers in the finance of municipalities is given Table 1.6.  It shows that the aggregate, transfers constitute about 17 per cent of the total municipal revenue receipts.  This proportion, however, is very high in the case of  Andhra Pradesh (48%), Assam (40%), Bihar (47%), Himachal Pradesh (74%), Meghalaya (54%), Tripura (57%), Madhya Pradesh (52%), Tamil Nadu (56%),  and Uttar Pradesh (80%).  High shares of transfers are a significant feature of particularly the no-octroi states.  The role of transfers in municipalities that have access to octroi is far less important.  Transfers through sharing of state level taxes such as entertainment tax, motor vehicle tax, stamp duties, professional tax, entry tax, etc. account for only 4 per cent of total municipal revenue receipts.  Whereas transfers due to grants-in-aid shared about 12 per cent of total municipal receipts.  Significantly, the mode of sharing taxes differ widely across states.  In some states, entertainment taxes are allocated on the basis of actual receipts, while in others it is shared on the basis of population.  Other taxes are not shared in any rational manner between cities in the same state.

Finance Commissions of many states recommended a new system of the tax sharing between the state and local bodies, based upon the vertical sharing in which state level taxes, levies, etc. will be pooled together and a proportion thereof devolved to the local bodies of the state.  In this system, adhocism will be minimized and local bodies would be able to know in the beginning of each fiscal year of their share in the net proceeds of state taxes; and they can plan their spending accordingly.  This will also make them realize that what they will have to be met out by their own sources of revenues by using various tools of resource mobilization and generation.  In the proposed system, local bodies will also be benefited by the buoyancy of state taxes.  State taxes grow as per the growth in the state economy, and the benefits of economic growth in the state will automatically be transferred to the local bodies. 

Municipal Expenditure

Municipal governments in India are vested with a range of functions through the state legislature and other administrative orders.  They are however, constrained in discharging their obligatory functions due to a limited resource base.  The low per capita receipts of municipal governments do not enable them to meet the minimum standards of services.  On the whole, the status of municipal finance in India suggests that the present revenues are insufficient to meet the growing expenditure needs of urban areas.  Improved financial management is required to increase efficiency in revenue collection and expenditure control.  The present level of municipal expenditure  are far below the norms suggested by the Zakaria Committee in way back 1963.  According to NIPFP study (2000), of the 249 sample municipalities, only 10 municipalities met the expenditure norms established by the Zakaria Committee.  For the municipal governments to reach these recommended expenditure norms, their revenue receipts will have to increase significantly.  

Municipal governments are legally required to have a balanced budget. The municipal expenditures are thus conditioned by the level of resources available.  In the states where the municipal receipts are very low, the municipal expenditures are also low.  These low expenditures have a crucial impact on the quality and nature of services provided by the municipality.  Often, the repairs and maintenance of services is poor and the expenditure on capital works is postponed.

Municipal expenditure could be categorized into three main components: Wages & Salaries; Operations and Maintenance; and Interest on Payments.  Wages and Salaries constitute nearly 60 per cent of the total municipal expenditure, followed by operation and maintenance (20%) and Interest on payments (7.17%).  Table 1.8 presents the picture.

Table 1.8

Composition of Revenue Expenditure, 1997-98

	States
	% to Total Revenue Expenditure

	
	Wages and salaries
	Operation and Maintenance
	Interest and debt
	Others

	Andhra Pradesh
	49.21
	49.60
	0.24
	0.95

	Assam
	42.43
	54.14
	1.90
	1.53

	Bihar
	77.21
	21.13
	1.03
	0.63

	Gujarat
	53.20
	30.02
	6.30
	10.48

	Haryana
	48.76
	44.49
	0.00
	6.75

	Karnataka
	20.93
	78.11
	0.48
	0.48

	Kerala
	55.04
	34.57
	5.19
	5.20

	Madhya Pradesh
	51.01
	37.67
	0.61
	10.71

	Maharashtra
	61.50
	13.29
	9.89
	15.31

	Orissa
	38.30
	21.61
	0.00
	40.09

	Punjab
	52.46
	28.68
	4.27
	14.59

	Rajasthan
	-
	-
	-
	-

	Tamil Nadu
	49.13
	47.49
	2.53
	0.86

	Uttar Pradesh
	69.18
	29.62
	0.00
	1.20

	West Bengal
	71.09
	18.52
	1.01
	9.38

	Himachal Pradesh
	46.98
	52.32
	0.00
	0.71

	Manipur
	70.69
	8.73
	0.00
	20.58

	Meghalaya
	52.28
	30.37
	0.00
	17.35

	Tripura
	56.64
	1.15
	2.26
	39.95

	Total
	60.32
	20.00
	7.17
	12.51


Source: NIPFP (2000).

The expenditure on operations and maintenance of municipal services accounts for only one fifth of the total expenditure.  The level of spending on O & M of  core services is important for maintaining a minimum standard of services in the urban settlements.  Recent data on expenditure on core services viz; water supply, sewerage and drainage, conservancy & sanitation, municipal roads, street lighting is presented in the table 1.9.

Table 1.9

Per Capita Revenue Expenditure on Core Services, 1997-98

(In Rs.)

	States
	Water Supply
	Sewerage & Drainage
	Conservancy & Sanitation
	Municipal Roads
	Street Lighting
	All Functions

	Andhra Pradesh
	50.52
	55.12
	63.37
	102.53
	13.19
	313.38

	Assam
	2.98
	7.46
	12.60
	24.17
	2.49
	81.77

	Bihar
	4.32
	40.45
	39.85
	2.93
	1.29
	104.29

	Gujarat
	60.40
	44.28
	119.37
	52.23
	29.76
	438.21

	Haryana
	191.84
	89.99
	108.56
	57.77
	30.74
	598.22

	Karnataka
	62.56
	42.91
	74.19
	46.46
	25.92
	321.05

	Kerala
	2.84
	8.98
	66.14
	46.49
	8.37
	228.38

	Madhya Pradesh
	79.44
	31.92
	37.10
	27.19
	13.16
	322.74

	Maharashtra
	230.00
	155.58
	195.87
	117.35
	43.08
	1750.50

	Orissa
	9.66
	42.58
	67.91
	16.29
	13.08
	248.29

	Punjab
	95.38
	109.70
	118.44
	48.67
	23.35
	542.81

	Rajasthan
	-
	165.07
	-
	12.28
	5.40
	497.24

	Tamil Nadu
	45.92
	13.39
	111.86
	56.13
	23.25
	331.46

	Uttar Pradesh
	16.48
	5.41
	112.10
	34.64
	9.52
	223.23

	West Bengal
	60.01
	41.58
	119.48
	63.71
	13.72
	522.83

	Himachal Pradesh
	89.57
	36.67
	251.76
	304.90
	15.62
	1112.85

	Manipur
	0.03
	-
	27.05
	16.38
	-
	101.42

	Meghalaya
	46.57
	16.66
	55.98
	47.32
	23.03
	272.10

	Tripura
	0.01
	-
	-
	2.13
	4.99
	255.90

	Total
	125.77
	93.21
	123.36
	70.19
	23.28
	747.02


Source: NIPFP (2000).

On an average, municipalities are spending Rs. 747 per capita  annually on various municipal activities and functions.  The breakup of expenditure  on different core services and activities is given below:

	Services
	Per Capita Expenditure (Rs.)
	% to total
	Rank

	Water Supply
	125.77
	16.83
	1

	Sewerage & Drainage
	93.21
	12.47
	3

	Conservancy & Sanitation
	123.36
	16.51
	2

	Municipal Road
	70.19
	9.39
	4

	Street Lighting
	23.28
	3.11
	5

	Other Activities
	311.21
	41.66
	-

	Total
	747.02
	100.00
	-


Of the total expenditure, municipalities spent more than 58 per cent on core municipal services.  Whereas water supply occupies Ist rank in terms of per capita expenditure on services, street lighting ranks last in order.  It is important that not all the municipalities provide these services.  The municipalities in Uttar Pradesh, Karnataka, Kerala and Rajasthan, for example, are not responsible for provision of water supply and sewerage in their areas of operation.

Trends in Municipal Finance

The revenue structure of municipalities presented in Table 1.10 show that the relative share of own sources of revenue to transfers has declined.  The share of tax income to total income although has declined substantially between 1974-75 and 1979-80 fiscal years, in the following years it has gone up from 15.39 per cent in 1979-80 to more than 48 per cent in 1997-98.  The share of non-tax revenues however, declining over the years as it has gone down from nearly 22 per cent in 1979-80 to 17 per cent in 1997-98.

Table 1.10

Trends in Revenue Structure of Municipalities in India

	Year
	Total Receipts (Rs. Crore)
	% Distribution

	
	
	Tax
	Non-tax
	Transfers

	1974-75
	311.44
	63.19
	15.27
	8.00

	1979-80
	835.85
	15.39
	21.52
	22.16

	1990-91
	3930.75
	49.21
	20.55
	30.40

	1996-97
	10325.25
	49.40
	16.91
	33.69

	1997-98
	12178.79
	48.37
	17.46
	34.17


Source: NIUA (1997a) and CFC (2000).

As the traditional known sources of local revenue are becoming increasingly exhaustive and do not seem to be adequate to yield sufficient revenue, the non-tax sources like remunerative and commercial projects are promising areas for revenue generation.  Finance Commission of many states have suggested that municipal authorities should utilize their properties for commercial purpose in a big way.  Keeping in view the increasing demand of  commercial space in urban areas particularly large urban centers, it would be advisable for the municipal governments to develop schemes like parking space, office blocks, shopping complexes, hotels, etc. for giving them to parties on lease.  Shopping complexes and office complexes can also be given on rent to various departments and individual.  Apart from the monthly rent recoverable from these properties, the advances received from the prospective occupiers of such properties would also generate a revolving fund for the local bodies.  Delhi has already generated substantial revenue on this account.  The other non-tax sources from where substantial income could be generated are user charges.

Studies show that cost recovery in some of the basic services like water supply is extremely low.  On an average, local governments cover only 20-30 per cent of the total expenditure that incurred on the operation and maintenance of water supply.  Therefore, rationalisation of user charges for services is expected to mobilize substantial revenues for financing urban infrastructure and services.  The Finance Commission of many states have recommended for effective pricing of municipal services.  Kerala Finance Commission has suggested that with a view to balance revenue and expenditure of urban local bodies, the cost of public utility services should be recovered by charging appropriate fees from the user of services.  Punjab has suggested that domain of user charges be extended to water supply sewerage, parking and solid waste management.  Tamil Nadu has suggested that charges for water supply may be increased by more than 200 per cent than the existing rates, with a view to have a full cost recovery.

Table 1.11

Trends in Municipal Finances in Selected States

(In Rs.)

	States
	Per Capita Revenue from Own Source
	Per Capita Total Revenue Expenditure

	
	1974-75
	1979-80
	1992-93
	1997-98
	1974-75
	1979-80
	1992-93
	1997-98

	Gujarat
	67.70
	98.00
	486.25
	618.66
	85.90
	119.40
	501.56
	438.21

	Maharashtra
	103.40
	149.00
	775.80
	1829.00
	107.20
	131.40
	877.20
	1750.50

	Punjab
	41.90
	78.00
	275.66
	444.23
	40.50
	55.20
	298.20
	542.81

	Andhra Pradesh
	37.30
	38.00
	89.55
	210.03
	28.30
	53.90
	163.26
	318.38

	Assam
	13.70
	11.00
	43.75
	47.13
	18.50
	20.00
	59.57
	81.77

	Kerala
	28.30
	46.00
	146.62
	193.70
	22.30
	37.00
	190.95
	228.38

	West Bengal
	33.40
	28.00
	44.74
	337.23
	41.00
	54.60
	121.88
	522.83


Source: NIUA (1989) and NIPFP (2000).

Table 1.12

Trends in Municipal Finances in Selected States at Constant Prices*

(In Rs.)

	States
	Per Capita Revenue from Own Sources
	Per Capita Total Revenue Expenditure

	
	1974-75
	1979-80
	1992-93
	1997-98
	1974-75
	1979-80
	1992-93
	1997-98

	Gujarat
	402.85
	477.12
	726.97
	618.66
	511.15
	581.31
	749.86
	438.21

	Maharashtra
	615.28
	725.42
	1159.86
	1829.00
	637.90
	639.73
	1311.46
	1750.50

	Punjab
	249.33
	379.75
	412.13
	444.23
	241.00
	268.75
	445.82
	542.81

	Andhra Pradesh
	221.95
	185.01
	133.88
	210.03
	168.40
	262.42
	244.08
	318.38

	Assam
	81.52
	53.55
	65.41
	47.13
	110.08
	97.37
	89.06
	81.77

	Kerala
	168.40
	223.96
	219.20
	193.70
	132.70
	180.14
	285.48
	228.38

	West Bengal
	198.75
	136.32
	66.89
	337.23
	243.97
	265.83
	182.22
	522.83


* 1997-98 base year.

Source: NIUA (1989) and NIPFP (2000).

Table 1.11 provides information on the selected states for which time series data in available on the finances of municipalities.  It shows that both revenue income and expenditure of municipalities has risen rapidly over the years.  A sharp increase in income from own sources is noticed in octroi states of Gujarat, Maharashtra and Punjab where more than 80 per cent of municipal expenditure is met by the own sources of revenue.

It is of interest that in 1997-98, municipalities of Gujarat and Maharashtra states have not only met the expenditure from their own sources but are also able to generate some surpluses.  In  remaining states, a substantial proportion – above 60 per cent of revenue expenditure is being financed by the municipalities using their own sources of revenue.  The picture  that emerged is however,  far  away  from  the  ground  level  realities  of the 

Table 1.13

Accumulated Financial Liabilities of Municipal Bodies in the Selected States 

(including Pending payments and non-remitted amount under Provident Fund, etc.)

	State
	Nature of liability
	Reference period
	Amount (lakh Rs.)
	Financial Liability as percentage to current revenue (1993-94)

	
	
	
	
	Income
	Expenditures

	
	
	
	
	Own Sources
	Total Receipts (including state transfers)
	

	Tamil Nadu
	a. Repayment of loans and ways & Means Advances
	As on 31, March 1994
	34747.00
	108.42
	71.19
	85.36

	
	b. PF not remitted including Vth pay commission arrears to be credited in PF A/c
	“
	2493.70
	7.78
	5.11
	6.13

	
	Total
	“
	37240.7
	116.2
	76.3
	91.49

	Kerala
	Repayment of loans
	As on 31, March 1994
	1007.00
	13.23
	10.59
	13.97

	U.P.
	a. Re-payment of loans
	As on 31, March 1994
	12836.55
	2.19
	1.06
	0.97

	
	b. Dues pending for payment
	“
	15681.78
	2.68
	1.29
	1.18

	
	c. PF Gratuity and Pension
	“
	5620.37
	0.96
	0.46
	0.42

	
	d. Arrears of Salaries
	“
	1962.84
	0.34
	0.16
	0.15

	
	Total
	“
	36101.54
	6.17
	2.98
	2.72

	Rajasthan
	PF and pension
	As on 31, March 1994
	2736.44
	12.85
	11.34
	14.91


Source: Mathur (1999b).

Municipal institutions.  The ULBs, in a majority of cases, have devolved a system for financing their regular activities by diverting employees provident fund/pension fund and also by holding payment of contractors, debt servicing, etc.  Further under state municipal acts, municipalities are barred from preparing and presenting ‘deficit budgets’.  For example section 286(3) d of the Karnataka Municipalities Act, 1964, states that the municipal council shall “allow for a balance at the end of the said year of not less than such sums as may be required to meet the establishment charges for a period of three months (NIUA 1987).  Thus the higher revenue incomes of the municipalities than their expenditures in a year appears to be illusory as (i) it is maintained to satisfy the statutory provisions, and (ii) by stopping the payments and transfers on account of provident fund, pension fund, debt servicing, etc.

Section II

Status of Core Municipal Services:

Water Supply, Sanitation and Solid Waste Disposal
Urban centre in India present a grim picture with regard to availability of basic services (Table 2.1).  At the aggregate level although nearly 84 percent of the urban population is reported to have access to Safe drinking water supply, there are severe deficiencies with regard to quantity of water available to urban residents.  Nearly 50 percent of the urban population is covered with sanitation services, but only 28 percent of the urban households are connected to the public sewerage system.  Though nearly 300 urban centres have a sewerage system, only 70 of these have sewage treatment facilities.  Only 40-60 percent of the garbage is being collected by municipal authorities in urban areas of India.  There is, thus, a major deficiency in the provision of urban infrastructure and services, despite major efforts in the past.  The status of key urban services i.e. water supply, sanitation, and solid waste disposal has been described in detail is the subsequent paragraphs.


Table 2.1


Key Indicators for Selected Urban Services
	Service/Indicator
	Data Relate to (year)
	Level/Status 

	Water Supply

	Percentage of population covered with Safe Drinking Water supply1
	1995
	84

	Per capita per day supply (litres)2
	1989
	142

	Sanitation

	No. of Urban Centres have sewerage system3
	1991
	300 (70 with sewage treatment facilities)

	Percentage of population covered with sanitation facilities1
	1995
	50

	Percentage of households connected to public sewerage system3
	1991
	28

	Percentage of garbage collected daily3
	1991
	40-60

	Roads

	Kilometers of urban roads per 100,000 of urban population3
	1991
	83

	Municipal Roads Density (kms/per sq.km municipal area)2
	1989
	6.11

	Public Safety

	No. of lamp posts (street lights) per km. of municipal roads length2
	1989
	155


NA
:
Not Available

Source:

1)
NIUA(2000) : Urban Statistics - Handbook 2000, National Institute of Urban Affairs, New Delhi

2)
NIUA(1989) : Upgrading Municipal Services - Norms and Financial Implications, National Institute of Urban Affairs, New Delhi, Vol. I & II.

3) NIUA(1997a) : Financing Urban Infrastructure in India, National Institute of Urban Affairs, New Delhi.

Water Supply

In spite of the significance of water as an essential good for the survival of humankind, the overall situation of water supply specially in urban areas continue to be unsatisfactory.  In the beginning of 1980 decade only approximately 67 per cent of the total urban areas of the country could claim to have organised water supply systems.  The Seventh Plan document (1985-90) has mentioned that as on March 1981, almost 23 per cent of the total urban population had no access to protected water, posing serious health problems for the country masses.

Although a national policy to provide a protected water to their citizens was initiated in the First Five Year Plan itself, a real emphasis to urban water supply was laid down in the beginning of Sixth Five Year Plan (1980-85) which coincided with the declaration of the International Drinking Water Decade Programme, (1981-90) under the National Master Plan of India.

The State Municipal Acts made it very clear that potable water supply is one of the prime obligatory functions of the local bodies in India.  In order to enable the municipal bodies to fulfill their obligatory functions, they are vested with specific powers and responsibilities.  For instance, the Gujarat Municipalities Act, 1963 lays down that 

"It shall be the duty of every municipality to make reasonable and adequate provisions for ...... obtaining a supply or an additional supply of water, proper and sufficient for preventing danger to the health of the inhabitants from the insufficiency or unwholesomeness of the existing supply"

Almost similar provisions were made in other municipal Acts also.

Water supply standards has been designed by various agencies after making an assessment of the requirements of water for different purposes and checking up the physical and financial feasibility of attaining these requirements.  As the basic principle, cities of smaller sizes (as per population) do not need the same level of service that a bigger urban centre will need.  For example in major urban centres, use of water for industries, public uses and so on are more as compared to the requirements of small city.  It is observed that in a small town, some of the non-essential uses could be satisfied from non-protected sources (wells, ponds etc.) say, for washing of clothes and utensils, which in a big city have to be met only from piped water sources.  However, water standards will vary from one neighbourhood to another, according to functional, climatic and other characteristics, including habits of the people.

Minimum standards have been set by the Central Public Health and Environmental Engineering Organisation (CPHEEO) Govt. of India at 125 to 200 litres per capita per day for cities with the population of 50,000 and above.  The Zakaria Committee has however, suggested that a per capita supply of 157.5 to 270.0 litres per day per head would be an ideal goal for cities with population of 100,000 and above.

The National Master Plan of India has suggested water standard of 70 to 250 litres per capita per day (LPCD) with an average supply of 140 LPCD irrespective of the population size of the town.  The Master Plan has also recommended on an average, coverage of 90 per cent of the urban population by protected water supply (Mathur 1999c).

A set of indicators have been used to determine the efficiency and effectiveness of municipal bodies in delivery of water supply to their citizens.  These are : Water utilisation factor, population coverage, per capita water supply and per capita spending on the water distribution operations.

Water Utilisation Factor

The water utilisation of installed capacity of water sources - surfaced or underground, is one of the most striking features of the water management in urban areas.  According to the latest data available,  against the average designed capacity of 34.3 mlpd.* , the availability of water for distribution to the consumers is only to the extent of roughly 83 per cent.  It is important that under utilisation cases are significantly low in those states which have surface water sources.  The states in which the situation is particularly grave are Gujarat, Manipur, Tamil Nadu and Uttar Pradesh.  Non-availability of stand by pump sets and inadequate maintenance of the system are the prime factors for low utilisation of raw water sources in most cases (NIUA 1989).

Population coverage

Population coverage by piped water supply is the most important indicator to examine the levels of water supply.  The basic objective of the local government should be in this respect-better population coverage with good quality of water, even on the cost of less per capita water supply.  According to the Census of India, 1991 on an average more than 81 per cent of population is being served by safe drinking water supply systems in urban areas of the country.  It is noteworthy that almost half of the states have lesser population coverage by this life saving service than that of the all India average of 81.4 per cent.  These are Andhra Pradesh, Assam, Bihar, Goa, Kerala, Madhya Pradesh, Meghalaya, Nagaland, Orissa, Tamil Nadu and Tripura (Table 2.2).

Table 2.2

Levels of Water Supply and Sanitation in Urban India

	State
	Population1 served by safe drinking water supply
	Per capita2 Supply (litres per capita/day)
	% Population2 coverage by sewerage

	Andhra Pradesh
	73.8
	134
	11

	Assam
	64.1
	30
	16

	Bihar
	73.4
	61
	23

	Gujarat
	87.2
	133
	38

	Goa
	61.7
	NA
	13

	Haryana
	93.2
	123
	28

	Himachal Pradesh
	91.9
	144
	14

	Jammu & Kashmir
	NA
	33
	8

	Karnataka
	81.4
	108
	38

	Kerala
	38.6
	106
	28

	Madhya Pradesh
	79.5
	185
	8

	Maharashtra
	90.5
	175
	40

	Meghalaya
	75.4
	57
	NA

	Nagaland
	45.5
	NA
	NA

	Orissa
	62.8
	239
	10

	Punjab
	94.2
	170
	49

	Rajasthan
	86.5
	108
	10

	Tamilnadu
	74.2
	94
	48

	Tripura
	71.1
	251
	13

	Uttar Pradesh
	85.8
	192
	14

	West Bengal
	86.2
	106
	20

	Urban India 
	81.4
	142
	28


NA
:
Not Available

Source:     1. Census of India, 1991, Series I, Paper 2 of 1993 (Housing and Amenities).

2. NIUA(1989) : Upgrading Municipal Services - Norms and Financial Implications, Vol.I&II.

On the other hand, in few states namely Haryana, Himachal Pradesh, Maharashtra and Punjab, the population coverage by safe water supply is not only more than that of the national average level but also satisfy the standards prescribed by the National Master Plan for this purpose - 90 per cent population coverage by piped water supply in urban areas.  According to the study conducted by the NIUA in 1989, on an average more than one-fifth of the reported cities population have no access to a protected water supply system.  Further, more than 20 per cent of the responding urban centres have less than 60 per cent of the population served by piped water supply.  As against this, more than 45 per cent of urban centres provide municipal water supply to more than 80 per cent of their population (Table 2.3).  

Table 2.3

Distribution of Urban Centres According to Population Served

with Piped Water Supply and Size Class of Cities

	Population served (% to total)
	Size Class (Population Range'000)

	
	100-200
	200-300
	300-400
	400-500
	500-600
	600-700
	700+
	All
	%age

	<20
	3
	0
	0
	0
	0
	0
	0
	3
	2.3

	20-40
	7
	1
	0
	0
	0
	0
	0
	8
	6.1

	40-60
	8
	8
	1
	1
	3
	1
	0
	16
	12.1

	60-80
	27
	6
	4
	2
	3
	1
	0
	43
	32.6

	80+
	41
	9
	6
	2
	2
	1
	1
	62
	46.9

	All
	86
	19
	11
	5
	7
	3
	1
	132
	100.0


Source
:NIUA (1989).

The notion that the water supply is more adequate in the larger cities is not supported by the data.  Data given in Table 2.4 reveals that the average per capita availability of water to the citizens of metro cities is about 214 litres per capita per day.  In many of the cities, per capita levels are substantially below the average level.  These are Hyderabad, Vishakhapatnam, Ahmedabad, Surat, Bangalore, Nagpur, Ludhiana, Jaipur, Coimbatore, Lucknow, Kanpur, being the lowest in Madras and Madurai.


Table 2.4


Water Supply in Metro Cities
	Metro Cities
	Per Capita Water Supply (LPCD)
	Percentage of population covered by municipal water supply

	Hyderabad
	127
	90

	Visakhapatnam
	113
	100

	Patna
	297
	100

	Delhi 
	341
	91

	Ahmedabad
	182
	100

	Surat
	178
	66

	Vadodara
	233
	75

	Bangalore
	137
	90

	Kochi
	231
	70

	Bhopal
	234
	95

	Indore 
	208
	80

	Bombay
	272
	92

	Nagpur
	158
	100

	Pune
	241
	100

	Ludhiana
	175
	65

	Jaipur
	195
	95

	Coimbatore
	104
	88

	Madras
	81
	90

	Madurai
	74
	86

	Kanpur
	200
	80

	Lucknow 
	252
	98

	Varanasi
	215
	100

	Calcutta
	200
	90

	Total
	214
	90


Source
:
NIUA (1997a).

One striking fact that is evident from the more recent survey conducted by the NIPFP (2000) that in sizeable a number of urban centres, the availability of water is even less than 100 litres per capita per day, as only 21.7 per cent of the sample municipalities have reported to supplying over 100 litres of water per capita/day.  Approximately 28 percent of the municipalities provided less than 50 litres per capita/day which is less than half of the norms recommended by the Zakaria Committee for towns of less than 20,000 persons (Table 2.5).  Even these estimates are overstated on account of inclusion therein of water lost in transmission and distribution.


Table 2.5


Distribution of Urban Centres by per capita

Water Supply Levels, 1997-98

	Water Levels (LPCD)
	No. of Urban Centres
	% to total

	No information
	59
	23.7

	0-25
	24
	9.6

	25-50
	47
	18.8

	50-75
	36
	14.5

	75-100
	29
	11.7

	100 & above
	54
	21.7

	TOTAL
	249
	100.0


Source
:NIPFP (2000).

Spending Levels

It is usually argued that municipal bodies, primary agency for water delivery system in urban areas are facing severe financial crisis in managing water supply systems in their areas of operation.  Therefore, it is necessary to examine the financial performance of municipal bodies on the service concerned.  According to NIUA municipal expenditure survey in 1986-87, water supply ranks 3rd in the municipal spending outlay.  In terms of per capita spending however, the position is critically bad and more than 70 per cent of sampled municipal bodies are spending even less than Rs.20 per capita per annum on operation and maintenance of water supply systems (Table 2.6).  These levels are reasonably low than that of the Zakaria Committee expenditure norms updated at 1986-87 prices (Rs.61.30 per capita per annum).


Table 2.6

Distribution of Urban Centres by per capita

Expenditure Levels

	Per Capita (Rs.)   
	No. of Urban Centres
	% to total

	Less than 20
	99
	71.73

	20-40
	28
	20.98

	40-50
	3
	2.17

	50 & above
	8
	5.79

	ALL
	138
	100.0


Source
: NIUA (1989).

Using a number of indicators to determine the deprivation levels, this paper has concluded that the municipal bodies fall into four categories :

I.
Municipal bodies which are characterised by both low levels of water supply and low population (or areas) coverage;

II.
Municipal bodies which have average-to-high levels of water supply but which are characterised by unequal distribution of services;

III.
Municipal bodies which have low levels of water supply but where the coverage of population (or area) is high; and

IV. Municipal bodies which are characterised by both average-to-high levels of water supply and high population (or areas) coverage.

The list of municipal bodies varies for each of the categories.  For each category, the line of action also vary.  The first category, for instance, would call for, on the one hand, expansion in the supply of water to more population and, on the other hand, quantitative improvement in the level of supply, while the second  category of municipal bodies will need strategies to correct the unequal distribution of water supply through appropriate fiscal and institutional arrangements including privatisation of water distribution system.

Sanitation

A few years back cholera-gastro entities epidemic in which hundreds of people dies  in Delhi and other areas of the country is one of the most tragic results of unhealthy environmental conditions in our cities and towns.  The prevailing conditions are indicative of gross neglect of sanitation services by the municipal authorities, not just in the last few years but over the decades.

Unlike water supply, specific standards for sewerage and solid waste disposal have not been spelt out in physical plans.  Many cities do not have a sewerage system, even where they exist, their capacities are not adequate to cope with requirements.  The adequacy of sewerage system depends on the water consumed for industry, domestic and other purposes.  According to Zakaria Committee Report (1963), 90 percent of industrial water consumed and 80 percent of per capita supply in residential areas is reckoned as sewage flow.

In terms of population coverage the National Master Plan entitled "International Drinking Water Supply and Sanitation Decade : 1985-90", has recommended almost 100 percent population coverage with proper sewerage and sewage treatment facilities in Class I urban centres of the country.

According to the mid-term review of water supply and sanitation decade programme 1981-90, at All India Level, the proportionate share of population served with urban sanitation services (sewerage/drainage) in urban areas is about 28 percent.  Besides Punjab and Tamil Nadu, only in the States of Gujarat, Karnataka, Maharashtra, and Sikkim the sanitation coverage is above the All India average.   A large number of states including some of the developed ones have only partial coverage by sewerage services in some of the urban regions (Table 2.1).

An analysis of household amenities by nature of sanitation facility has recently been analysed in the NIUA study (1997a).  The data is presented in the Table 2.7.

Table 2.7

Percentage of Urban Households Classified by

Nature of Sanitation Facility, 1988-89

	Nature of Sanitation Facility
	Percentage Households (to total)

	Flush System
	26.95

	Septic Tank
	25.87

	Service Latrine
	11.74

	Others
	 4.21

	No toilet facility
	31.06


Source
: NIUA (1997a).

Practically, adequate sewerage and drainage network is basic need to monitor environmental hygiene of any neighbourhood.  A partial or complete absence of any organised sewage disposal function in major urban centres has aggravated the sanitary situation.

Solid Waste Disposal:

The municipal bodies in India are entrusted under law with the obligatory function of conservancy or public cleaning and scavenging work.  The Gujarat Municipalities Act, 1963 for instance, lays down that it shall be the duty of every municipality to make reasonable and adequate provision for "cleaning public streets, places and sewerage, and all spaces not being private property, which are open to the enjoyment of the public".  These provisions do not at all mean that other agencies have no role in the collection and disposal of wastes.  In several places, the public sector undertakings and large industrial houses make their own arrangements for waste collection and disposal, and in some cases, undertake some kind of primary treatment.

Solid wastes in general, consists of dry refuse such as ashes, dust, food wastes, packaging in the form of paper, metals, plastics or glass, kitchen wastes, discarded clothing and furnishings, garden wastes, and so on.  In advanced countries, solid wastes may also contain heavy articles like unused cars, televisions, refrigerators, VCR,VCD,Music Systems, etc.  It is a critical service on account of a high organic content in waste and the tropical climate of the country, the uncollected and indisposed waste can result in various kind of diseases, and present serious health risks.   Therefore, its frequent collection and disposal is absolutely essential in Indian cities and towns.

Compared to other countries, the solid waste generation in India's urban area is not large in quantitative terms.  Studies show that it varies between a low of 294 grams to a high of 484 grams per capita per day, the variation being explained by variety  of reasons including the size of cities, their functions, household income and the level of economic development.  In most cases however, waste collection is not being done adequately, and on an average roughly 40-60 percent of total waste generated remains uncollected which is one of the biggest sources of environmental degradation in the human settlements.  It contributes to the population of entire environment - air, water and soil.  A recent Statistics as reported in the NIUA study (1997a) for the selected metro cities of India indicate a poor state of affairs in terms of collection efficiency of garbage.  Table 2.8 provides details on it.

Table 2.8

Solid Waste Collection and Generation in the

Selected Metro Centres of India

	Metro Cities
	Solid Waste Per Day (tonnes)
	Collection efficiency(%)

	
	Generation
	Collection
	

	Delhi
	3880
	2420
	62.37

	Calcutta
	3500
	3150
	90.00

	Bombay
	5800
	5000
	86.20

	Bangalore
	2130
	1800
	84.50

	Madras
	2675
	2140
	80.00

	Lucknow
	1500
	1000
	66.66

	Patna
	1000
	300
	30.00

	Ahmedabad
	1500
	1200
	80.00

	Surat
	1250
	1000
	80.00


Source
: NIUA (1997a).

In most cities, solid waste is collected from bins and transported to dump sites at the periphery of the city.  The indiscriminate dumping of waste in the nearest available low lying area often causes damage to the soil.  Very few cities practice scientific methods of sanitary landfill or convert the waste into  compost or energy.  This is largely due to the fact that solid waste is not separated prior to collection.  The physical characteristics of solid wastes collected by municipalities is not readily suitable to be recycled into compost or energy.

The major problems of municipal solid waste relates to the mixing up of hospital and toxic industrial waste with other  wastes.  Although, major hospitals by law are required to incinerate their wastes, they often dispose their waste in municipal bins.  The industries are also required to dispose off their toxic waste through prescribed procedures, but they often do not practice them.  These wastes create a serious health hazard in urban areas.  However, after the plague outbreak in Surat in 1994, there has been a greater concern at the national level regarding the status of urban solid waste in the country.

Cost Recovery of Urban Services:

In the recent years, there has been a major paradigm shift in thinking about provision of urban  services, such as water supply, sewerage, solid waste disposal, road maintenance, street lighting, etc.   It is no longer considered that these services have to be provided by the local authority as free public goods or as obligatory services offered in return of general taxes levied by the municipal  governments.  Increasingly, these services are being viewed as commodities which are to be provided on commercially viable basis, that is as goods for which a service charge or user fee has to be paid, at times in addition to the general taxes paid by urban inhabitants.  The service charge or user fee is in the long-run expected to be adequate to meet the entire cost of supplying these services, that is both capital cost and operation and maintenance cost (Tee, 1995).

The idea of commercialisation of urban services is becoming increasingly acceptable to planners and administrators in most developing countries.  Commercialisation implies rate of return on investments that is commensurate with market rate of return.  This calls for cost optimisation, rational pricing and efficient cost recovery.  Cost recovery is the crux of commercialisation of urban services and it is essential for : (i) recovery of costs incurred by the agencies concerned with provision of these services, (ii) demand management and conservation of resources by making consumers more cautious, (iii) generating revenues for extending the services to meet the existing unmet demand as well as the increasing demand, and (iv) to ensure access to all user groups, particularly those who may have remained unserved if the supply was limited (HUDCO, 1995).  Recommendations of India Infrastructure Report  (IIR) on Commercialisation of Projects is important in this regard (Box 1).


BOX 1

	
COMMERCILISATION OF PROJECTS : KEY RECOMMENDATIONS OF IIR

	· For meaningful commercialisation of infrastructure projects, the government must ensure that project risks are clearly demarcated and allocated to difficult stake holders.

· This is crucial since appropriate risk allocation is a key problem in commercialisation of infrastructure projects as opposed to when infrastructure is provided by the public sector, and all the risks are internalised within the government, and hence the issue of risk allocation does not arise.

· The government, the Report has said, must also set up a transparent regulatory framework so that build-own-operate type projects are easier to negotiate and implement.

· The government should take significant equity positions in the projects to crowd-in-commercial equity and debt, and once the project becomes viable, divest and reinvest in new projects in the nature of a venture capitalist.

· Government guarantees for infrastructure projects involves risks, which are often unexpectedly high for both the government and the private investor.  The government faces the risk of unforeseen liabilities that may occur when the guarantee is called for and when it may possibly lack the budgetary resources to honour the commitment.  As a result the private investor also finds such guarantees less than credible, especially at lower levels of the government. The  Expert Group has recommended that governments at both the centre and state levels set up contingent valuation funds (CVF) for providing additional back-up to any infrastructure project guarantees that are given. 




Source: Urban Finance (1998).

Urban local bodies in India are mandated to have a balanced budget.  This implies that they are required to ensure full cost recovery of all the services provided by them.  However, in practice, most local bodies fail to recover even the O&M costs.   The following Table indicates that except for Vishakhapatnam, other three cities namely Bangalore, Aurangabad and Mangalore are unable to recover the O&M costs in water supply and sanitation services.  In fact in some cases, the cost recovery forms only a small fraction of the total O&M expenditure on the service (Table 2.9).


Table 2.9

Revenue Receipts/Expenditure on 
Water Supply and

Sanitation in the selected cities, 1993-94


(In Rs.)

	Service
	Bangalore
	Vishakha patnam
	Aurangabad
	Mangalore

	Water Supply

	RE/1000 litres
	3.84
	1.05
	1.32
	1.24

	RR/1000 litres
	3.50
	2.85
	0.74
	0.68

	Surplus/Deficit
	-0.34
	1.80
	-0.58
	-0.56

	Sewerage

	RE/100 litres
	0.87
	0.68
	0.28
	0.49

	RR/100 litres
	0.20
	1.45
	0.05
	-

	Surplus/Deficit
	-0.67
	0.77
	-0.23
	-0.49

	Solid Waste

	RE/Tonne
	0.34
	0.36
	0.38
	0.11

	RR/Tonne
	0.09
	0.03
	0.06
	0.06

	Surplus/Deficit
	-0.25
	-0.33
	-0.32
	-0.05


RR - Revenue Receipts 
RE -  Revenue Expenditure

Source
: NIUA (1997a).

The water tariffs in most cities are much lower than the cost of providing water.  Some of the institutions such as Bangalore Water Supply and Sewerage Board (BWSSB) has taken initiative to revised the water rates so as to recover the cost of water supply at no loss no profit basis.  The Board increased water rates by 20 percent almost every year since 1991 to recover the escalating cost of procuring and supplying water.  The service agencies which have taken loan from the financial institutions like HUDCO have also revised their water rates in order to meet the increasing costs on the service (Mehta, 1993).  Vishakhapatnam, Chennai, Tirrupur, Alandur, Pune are some of the examples of municipalities which either have revised their water tariffs or are is in process of doing so.  The national conference on water management, organised by Confederation of Indian Industry (CII) made a call for raising water charges to meet operation and maintenance expenditure.  All  the projects commissioned under the FIRE programme has a clear cut condition for commercialisation of urban infrastructure projects (Urban Finance, 1999).  However, many of the municipalities have not been able to revise the water rates as there was considerable local opposition to do so.  Thus the incidence of rationalising the water tariffs are few, and the service is still highly subsidized.

It is noteworthy that after the economic reform process, a new system of financing urban infrastructure has become an imperative task which has to be based on accessing the debt market by devising debt instruments.  However, debt market based financing will require to build commercially viable projects which should recover the full cost including the servicing of debt by devising debt instruments.  Commercialisation of urban infrastructure and services will therefore, be a compelling factor for full cost recovery.  The key components of capital cost recovery and O&M cost recovery are presented in Table 2.10.


Table 2.10


Components of Cost Recovery in Selected Services
	Service
	O & M Instruments
	Capital Instruments

	Water Supply
	- Water Tax

- Water Benefit Tax

- User Charges

- Meter Rent/Repairs

- Disconnection/Reconnection charges
	- Tap Connection Fee

- Connection Charges/

  Deposits

- Road Cutting Charges

- Meter Rent/Cost

- Regularisation Fee

  for Unauthorised

  Connections

- Capital Contribution

  from other Agencies

	Sewerage
	- Drainage/Sewer Tax

- Sewerage/Drainage 

  Cess on Water

- Latrine Tax

- Septic Tank Cleaning

  Charges

- Sanitary Inspection

  Fee
	- Drainage Cess on New

  Buildings

- Connection Charge -

  One Time

- Road Cutting Charges

- Capital Cont. From

  Other Agencies

	Solid Waste
	- Sanitation/Conser-

  vancy Cess or Tax

- Refuse/Debris 

  Removal Charges

- Hospital Waste

  Cleaning Charges
	  None



BOX 2
	
ISSUES WITH COMMERCIALISATION OF


URBAN INFRASTRUCTURE & SERVICES

	· Can user charges be levied on all services ?

· Is full  cost  recovery  possible  through  user charges alone ?

· Does commercialisation  means  doing  away  with equity aspects ?

· What kind of pricing best suited for reflecting the real cost of the service ?

· Will commercialisation lead to indiscriminate use of natural resources ?


The First Finance Commission of many states have recommended for proper pricing of municipal services.  Kerala Finance Commission has suggested that with a view to balance revenue and expenditure of urban local bodies, the cost of public utility services should be recovered by charging appropriate fees from the user of services.  Punjab has suggested that domain of user charges be extended to water supply, sewerage, parking and solid waste management.  Tamil Nadu has suggested that charges for water supply  may be increased by more than 200 per cent than the existing rates, with a view to have a full cost recovery.

The key components of Tariff Structure, major drawbacks in the existing tariff structure and suggestions for improvements in it are presented in Box 3.


BOX 3
	
PRICING OF SERVICES 


KEY COMPONENTS OF TARIFF STRUCTURE : WATER SUPPLY

	O & M Costs:
Salaries and wages, electricity expenses, repairs, chemicals and other material purchases, Rents, Fuel, etc.

Capital Costs:
Debt service charges, depreciation, royalty paid to the state for raw water drawls.

Major Drawbacks in the Existing

Tariff Structure System :

· Partial Recovery of Capital cost

· Tariff determined as per existing practices are largely aimed at recovering the historical costs rather meeting the long-term incremental costs and increased investment needs of an expanding system.

· Tariff structure not strictly followed due to political interference.

· Missing attention on the affordability and willingness to pay.

· Not linked with the quality of service.

· Minimum life line rates not defined.

Suggestions:

· Delinked the service charges from the property tax net.

· Two part tariff structure for water-one for access and another for use or consumption.

· Initially Tariff Structure should be based upon the average incremental costs and willingness to pay of different user groups.  Allow for the lower charges to ensure life line rates.  Metering in water supply system and cross subsidy mechanism should be introduced.

· Survey of water demand, supply, quality and willingness to pay at regular intervals.

· Tariff Indexing keeping in view the rising cost of the service provision.

· Improved efficiency in delivery of service including in billing, collection, etc.


Section III

Financial Requirements for Core Urban Infrastructure and Services

Accurate estimates of financial resource requirements for urban infrastructure are difficult to arrive at. The costs of desired service levels are dependent on a number of factors including as the technology used, topography and geology of the urban area, past investments in a particular service, the size of population, economic profile of the urban area and the geographical area to be covered. Despite these difficulties, various efforts have been made in India to evolve norms and standards of urban infrastructure and services and compute average per capita costs (NIUA 1995).  The recommended minimum physical norms for infrastructure services are given in the Table 3.1 (see Mathur 1999c for details).

Table 3.1

Physical Standard  of Services for Human Settlements

	Service
	Sector
	Minimum levels of services required to be obtained
	Remarks

	
	
	Population/Area target
	Service level target
	

	I. Water Supply
	Urban
	· 100% population to be covered
	· Piped water supply with sewerage: 150* lpcd

· Piped water supply without sewerage: 70* lpcd

· 40 lpcd with spot sources/ standposts

· (*  Including wastage of water – roughly 20%)
	· Public stand posts in the low income settlements

· One source for 20 families within a walking distance of 100 metres.

	
	Rural
	· 100% population to be covered including ‘No Source’ hard core problem villages in some states
	· 40 lpcd of safe drinking water

· Additional 30 lpcd in drought prone areas for cattle needs.
	· One hand pump/ spot source fo 250 persons within a walking distance of 1.6 km. Or elevation difference of 100 mt. In hilly areas, to be relaxed as per field conditions applicable to arid, semi-arid and hilly areas

	II. Sanitation/ Sewerage
	Urban
	· 100% city area to be covered by sewerage system with treatment facilities in large urban centers

· Low cost sanitation methods for other urban areas.
	· Large city: Full coverage by sewerage with treatment.

· Medium town: Public sewers with partial  coverage by septic tanks.

· Small town: Low cost sanitation methods.
	· In low income areas of large cities, community latrines may be provided

	
	Rural
	· All household to be provided access to safe sanitation.

· Elimination of manual scavenging by using low cost sanitary methods
	· Low cost sanitary methods of disposal:- Sanitary latrines of different models may be used such as round concrete plate with lining (single pit), square brick/concrete plate with/without lining (single pit with provision of double pit). Etc.
	

	III. Solid waste collection and disposal
	Urban
	· All the solid waste generated should be collected and disposed.
	· 100% collection of generated waste, with its proper disposal.

· Hazardous wastes such as hospital wastes must be incinerated in all cases.  Whereas mechanized composting and incineration is recommended for large urban centers, sanitary land fill method of disposal may be used in small and medium towns.
	Keeping in view the refuse generation level and its composition, each local body should determine the requirements of collection bins/ collection centers, kind of transport vehicle to be used , staff deployment for various activities, type of treatment to be given to the collected wastes, etc.

	
	Rural
	· All the solid waste generated should be collected and disposed.
	· Composting or bio-gas generation from organic waste
	

	IV. Primary Education
	Urban & Rural Both
	· Fulfillment of national goal of universalisation of elementary education for children upto 14 years of age.
	· Provision of primary school in all areas of the country as per the following guidelines:

· At least three reasonably large all weather rooms with teaching material

· At least one teacher per class room/section

· One primary school for every 3000-4000 population, Area: 3 arcres; seats/school: 300-400
	In order to improve enrolments at the upper primary stage specially for girls, the walking distance of school should normally be 2 kms In case of primary schools, this standard is 1 km.

	V. Primary health care
	Urban & Rural Both
	· Fulfillment of national goal of health for all by 2000AD.
	· One PHC for 20,000 – 30,000 population.

· One-sub center for 3000-5000 population.

· One community health center for one lakh population.
	Primary health care has been accepted as the main instrument for achieving the goal of ‘Health for All’.


Source: NIUA (1995), Working Group report on Norms and Expenditure for Infrastructure, prepared for the Fourth National Seminar of State Finance Commissions, New Delhi, November, 1995.

For computing the financial needs of urban infrastructure, the physical norms have to be converted into financial norms.  Whereas Zakaria Committee on Augmentation of Financial Resources of urban local bodies had attempted to evolve per capita investment norms for various urban services in early sixties; The Task Force on Housing and Urban Development, Planning Commission worked out these norms in 1983.

The ORG has also suggested investment norms for urban infrastructure but they have covered only two services viz; water supply and sewerage for this purpose.  These are presented in Table 3.2.  Norms have been updated to the year 1998-99, using the All India Consumer Price Index for non-manual Urban Employees as an inflator.

Table 3.2

Suggested Financial Norms for Provision of

Core Civic Services at 1998-99 Prices

(Rs./capita)
	Core Services
	   Planning Commission
	Zakaria    

Committee

(Wt.Avg.)
	ORG

	
	Low 
	High
	
	Low
	High

	Water Supply
	980.00 
	1470.00 
	706.69 
	645.46
	1698.00

	
	
	
	
	
	

	Sewerage
	980.00 
	1102.50 
	961.26 
	649.67
	1299.34

	
	
	
	
	
	

	Solid Waste Disposal
	122.50 
	196.00 
	n.a.
	n.a.
	n.a.

	
	
	
	
	
	

	Storm Water Drains
	367.50 
	490.00 
	483.72 
	n.a.
	n.a.

	
	
	
	
	
	

	Roads
	980.00 
	1470.00 
	828.02 
	n.a.
	n.a.

	
	
	
	
	
	

	Street Lighting
	294.00 
	294.00 
	410.66 
	N.a.
	n.a.

	
	
	
	
	
	

	All services
	3724.00 
	5022.50 
	3390.36 
	
	


n.a.   
Comparative norms (per capita) are not available/not provided.

Note:  
Only ORG and Planning Commission have suggested two levels of norms – one at low level and another at high level of service standards.

Source: 
i.  Operations Research Group (ORG), Delivery and Financing of Urban Services, 1989

ii. Zakaria Committee, Augmentation of Financial Resources of Urban Local Bodies, Report of Committee of Ministers, Constituted by the Central Council of Local Self Government, 1963 (weightage averages worked out as per class wise norms).

            iii.  Planning Commission; Task Force on Housing and Urban Development, - Financing Urban Development, 1983.

Table 3.3 gives the estimated additional investment needs for provision of core services in the urban areas of the country for the years 2000 to 2020.  The range of required investments by 2005 workes out to be approximately Rs. 55 thousand cores to 74 thousand crores.  State wise details of additional investment need for selected core services, from 2000-2005 are given in Appendix VII.

Table 3.3

Estimated Additional Investment Needs for Provision of Core Urban Services

As per Planning Commission Norms and Standards, at 1998-99 prices

	Year
	2000
	2005
	2010
	2015
	2020

	Projected Population
	286,147,402 
	334,732,915 
	391,567,855 
	458,052,907 
	535,826,583 

	Services
	Low
	High
	Low
	High
	Low
	High
	Low
	High
	Low
	High

	
	
	
	
	
	
	
	
	
	
	

	Water Supply
	9606 
	14409 
	14368 
	21551 
	19937 
	29906 
	26453 
	39680 
	34075 
	51112 

	Sewerage
	9606 
	10807 
	14368 
	16164 
	19937 
	22430 
	26453 
	29760 
	34075 
	38334 

	Solid Waste Disposal
	1201 
	1921 
	1796 
	2874 
	2492 
	3987 
	3307 
	5291 
	4259 
	6815 

	Storm Water Drains
	3602 
	4803 
	5388 
	7184 
	7477 
	9969 
	9920 
	13227 
	12778 
	17037 

	Roads
	9606 
	14409 
	14368 
	21551 
	19937 
	29906 
	26453 
	39680 
	34075 
	51112 

	Street Lighting
	2882 
	2882 
	4310 
	4310 
	5981 
	5981 
	7936 
	7936 
	10222 
	10222 

	All services
	36504 
	49232 
	54597 
	73634 
	75762 
	102180 
	100521 
	135572 
	129484 
	174634 


Method to Compute the Requirement:

Requirement 2020 = (norm x (pop2020 - pop1998) + ((pop1998*.30)*norm))/10000000

Where: 
Population 98=
268,748,694 
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The Indian Infrastructure Report (Rakesh Mohan Committee) estimated a fresh the funds required to augment the core services of Water Supply, sanitation and roads to clear the backlog provision, new Investments and operation and maintenance of the services provided.  The committee had estimated that a total of Rs. 42 thousand crores to 44 thousand crores for the period 1996-2001 are needed for augmentation of  these services.  This includes backlog provisions as also the new investment needed for the purpose.  The investment requirements for different services are given in Table 3.4. 

Table 3.4

Investment Requirements for Urban Infrastructure as per 

Rakesh Mohan Committee

Rs. In Crore

	Service
	Backlog upto 1995
	Additional Investment Needs
	O & M Needs
	Total

	
	
	1996-97
	2001-06
	
	1996-2001
	2001-2006

	Water Supply
	69.67
	8.61
	7.74
	-
	-
	-

	Sanitation
	52.86
	8.61
	7.74
	-
	-
	-

	Roads
	10.85
	8.61
	7.74
	-
	-
	-

	Total
	133.38
	25.84
	23.21
	48.96
	-
	28.30

	Average Per annum
	13.34
	5.17
	4.64
	9.79
	-
	27.73


Source:  The India Infrastructure Report (1996): Policy Imperatives for Growth and Welfare, Expert Group on the Commercialisation of Infrastructure Projects (Rakesh Mohan Committee) vol 3, sectoral Reports.

Besides above, the Ninth Plant Document, has also estimated the funds required for urban water supply and sanitation.  They had estimated Rs. 50,000 crores from 1997- 2002 for augmentation of these two services in the urban areas of the country.

Financial Flow for Capital Investments:

There are three major sources of funding for Urban Infrastructure and services in India.  These are : (i) plan funds of central and state governments (ii) institutional finance, and (iii) grants and loans from multinational and bilateral agencies such as World Bank, ADB, DFID, USAID, etc.  The details of finance from all these sources is given in Table 3.5.

Table 3.5

Sources of Finance for Urban Infrastructure in India

	Source
	Amount Per Annum

	
	Rs. in crore
	% to total

	Plan allocation

	Central Plan
	73
	3.80

	State Plan
	1497
	77.97

	Institutional Sources

	HUDCO & Others
	250
	13.02

	Bilateral/External and Multinational Agencies
	100
	5.20

	Total
	1920
	100.00


Source: NIUA (2000).

The allocation of funds from plan sources is a major source for financing urban infrastructure, followed by institutional finance and multinational/bilateral donor agencies.  Of the total average annual flow of Rs. 1920 crores, more than 80 percent is due to budgetary allocation of the state and central governments.  The share of domestic institutional landing is about 13 percent, whereas external funding accounts for only 5.2 percent of the total annual flow of resources.  Thus annual flow of funds is far short of the required investment of approx Rs.8426 crores per year in core urban infrastructure sector.  The municipalities and urban infrastructure agencies do not have the fiscal capability to bridge the existing resource gap in urban infrastructure and services.

Considering the lack of availability for adequate institutional finance for urban infrastructure  and services, State Finance Commission of many states have suggested for creation of Urban Development Financial Institutions at the state level on the pattern of Tamil Nadu and Kerala.  Madhya Pradesh Finance Commission recommended that State government should establish Urban Development Finance Corporation with a minimum authorized share capital of Rs. 250 crores for providing financial assistance for capital investment in projects of urban local bodies of the State.  They recommended a sum of Rs. 61.74 crores to be received from the Government of India as per the recommendations of the Tenth Central Finance Commission should be contributed towards the authorized share capital of the proposed corporation.

O & M Needs

In addition to the investment gap, there is also likely to be a gap in meeting the operation and maintenance (O & M) needs of the municipalities to maintain the services at the barest minimum level.  The norms for O & M of  services as suggested by Zakaria Committee have been used in this regard.  These are given in Table 3.6.

Table 3.6

Suggested Financial Norms for Operations and Maintenance (O & M) of

Services as per Zakaria Committee at 1960-61 (Current) and

1998-99 (adjusted) Prices

(Rs./capita/annum)

	Services
	Metro cities*
	Class I
	Class II
	Class III
	Class IV and others
	Wt.Average at 1998-99 prices

	
	60-61
	98-99
	60-61
	98-99
	60-61
	98-99
	60-61
	98-99
	60-61
	98-99
	

	Water
	10.50
	189.95
	9.80
	177.28
	8.64
	156.30
	7.50
	135.68
	7.42
	134.23
	

	Sewerage
	12.05
	217.98
	10.80
	195.37
	9.30
	168.24
	8.70
	157.38
	8.20
	148.34
	

	SWD
	
	
	
	  
	
	
	
	
	
	
	

	Roads
	2.35
	42.51
	1.80
	32.56
	1.35
	24.42
	1.20
	21.71
	1.10
	19.90
	

	St.Light
	2.93
	53.00
	2.50
	45.23
	2.30
	41.61
	2.15
	38.89
	2.00
	36.18
	

	
	
	
	
	
	
	
	
	
	
	
	

	All
	27.83
	503.44
	24.90
	450.44
	21.59
	390.56
	19.55
	353.66
	18.72
	338.64
	

	**Wt. Average
	
	
	
	
	
	
	
	
	
	
	436.45


*
Worked out on the basis of average of AA and A class cities.

**
By using projected population of 2000 as a base












Remark:  Zakaria Committee worked out O & M norms on the basis of cost estimates of 1956-57.  However, the consumer price index numbers for 1956-57 are not readily available to adjust these norms as per the behavior in the prices.  Therefore we used 1960-61 as a base year O & M cost estimates which have been updated to the 1998-99 prices.  This seems to be more appropriate as the committee had collected the corresponding income and expenditure data of the municipalities for the year 1960-61.


It is estimated that municipal bodies of India will require an amount of approximately Rs. 18 thousand crores annually in order to be able to operate and maintain the core services at the levels proposed by the Zakaria Committee (Table3.7).

Table 37

Estimated Annual Financial Needs for

Operation and Maintenance of Municipal Services, at 1998-99 prices

	Components
	Amount (Rs. In crore)
	Per Capita *

	Requirements 
	17645
	596.11

	Internal Resource Generation
	12215
	412.66

	Estimated gap for O & M 
	5430
	183.44

	Estimated gap as a percentage of requirements
	-
	30.77


*
Worked out on the basis of projected urban population in 2001.

Source:
Mathur (1999a)

At the present rate of municipal taxation, user charges and efficiency, it is expected that nearly two-third of the actual operation and maintenance requirements will be generated by the municipalities themselves, leaving a recurrent gap of nearly Rs. 5 thousand crores per annum for the country as a whole.  The estimated resource generation, operation and maintenance needs and resource gaps, in different states from 2000 to 2020 are presented in Appendix VIII.
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The following method has been used for computing the resource gap at various state levels by using  norms and standards:

RGr = (Pr x N) – PIr

Where:

RGr  is the revenue or resource gap in the reference year at 1998-99 prices;

Pr  is the projected population of the reference year;

N is the suggested O & M expenditure norm, adjusted at 1998-99 prices; and

PIr is  the projected resource generation (own sources) in the reference year at 1998-99 prices.        

State-wise comparisons of the estimated resource generation as a percentage of operation and maintenance expenditure needs has been used as an indicator to assess the level of the resource gap. It shows that the resource gap is the highest in Tripura, followed by Bihar, Meghalaya, Madhya Pradesh, Tamil Nadu, West Bengal, Uttar Pradesh, Andhra Pradesh, Kerala, etc. In the states of Rajasthan, Punjab, Haryana, Gujarat, Orissa, Maharashtra etc. the resource gap is not much as compared to the average for Urban India of 30.27 per cent. The municipal bodies of these states would be able to generate more than 70 per cent of their estimated operation and maintenance requirements from their own sources at the levels of taxation, user charges and efficiency as recorded by  NIUA in its study conducted for the Ninth Finance Commission (1989). It is of interest to note that in a majority of octroi states, the level of the resource gap is low as compared to the non-octroi states of Bihar, Madhya Pradesh, etc.

Chart II will present the stages involved in computation of financial needs for upgrading of urban infrastructure and services both for provision as well as for operations and maintenance of services.

Chart II

Estimation of Financial Needs for Upgrading Urban Services



Section IV

Municipal Reforms and Its

Impact on Finances of ULBs
Over the years, the financial health of municipal bodies in the Country has deteriorated considerably. On the one hand, urbanisation, urban growth and new dimensions of macro-economic management emanating from the New Economic Policy require the municipal Governments to provide much needed urban infrastructure support for higher productivity and enhancing the quality of life; the local resource base on the other, has been declining.  Whereas the cities becoming richer and richer because of strengthening and growth in urban economic base, the municipal governments are becoming poorer and poorer.

They were weakened considerable due to withdrawal of traditional legitimate local functions and a mismatch between the sources of revenue and even the residual local functions.  Abolition of octroi, loss of elasticity and buoyancy of property taxes, poor cost recovery and defective system of pricing of services as also the no-so-effective administration of taxes put a further dent on the already sick municipal institutions.  It was also experienced that at any point of time, large number of urban local bodies were superseded for a period exceeding a decade or so.  These units failed to function as vibrant segments of local self-government.  The weakening of municipalities in terms of functions, finance and institutional capabilities, thus has had its own toll on the level and quality of even the most basic urban services and quality of urban life.

Even though local government and finance are constitutionally the domain of the state governments, the latter, over the years, became indifferent to the ways and means of empowerment of urban local government.  The inter-governmental financial relations were characterised  by dualism. Whereas the centre-state financial relations are not specified in the Constitution of India itself, it is reviewed and updated every five years by Constitution of Central Finance Commission by the President of India.  The financial relations between the state and local authorities, however, are adhoc, un-specified and uncertain.  The result was that one comes across a wide variation in the taxation powers and functions devolved to the local bodies across states.  Further, state transfers in the form of grants in aid and shared taxes vary from one state to another state and even from one municipality to another within a state.  The system of fiscal devolution was extremely chaotic.  Considering this, in the late sixties, the Rural-Urban Relationship Committee had suggested to rationalise the system of transfers by taking in to account the financial requirements of the local authorities for discharging of their obligatory functions as also implementations of various planning and development schemes and relating it to their prospective revenues.  The grants were suggested to be given only to meet the deficit after making certain taxes divisible between the state and local bodies.  With this end in view it had suggested the setting up of State Finance Commission by the State Governments.  The passage of the Constitution (74th) Amendment Act, 1992 markes the new era in the state-local fiscal relations.   

A.
The Constitution (74th) Amendment Act, 1992

The Constitution (74th) Amendment Act (CAA), 1992 which came into force on 1st June 1993, marks the beginning of a historical reform in Urban India to decentralize power.  The Act provides a Constitutional form to the structure and mandate of Urban local governments to enable them to function as an effective democratic institution of local self-government.  The act provides for promoting proximately between the people and local governments and has thus became an integrated part of India's urban scene.

This Act introduces some fundamental changes in the system of municipal governance.  First, it mandates that a local government, if dissolved by the State Government, must be reconstituted within six months from the date of its dissolution.  Second, assignment of appropriate functions to urban local governments through the Twelfth Schedule of the Constitution.  Third, constitution of Finance Commission by every State, once in every five years to review the financial health of the municipalities in the state and make recommendations with regard to:

1. The principles which should govern:

a. The distribution between the State and the Municipalities of the net proceeds of the taxes, duties, tolls and fees livable by the State, which may be divided between them and the allocation between the Municipalities at all levels of their respective shares of such proceeds;

b. The determination of taxes, duties, tolls and fees which may be assigned to, or appropriated by the Municipalities; and

c. The grants-in-aid to the Municipalities from the Consolidated Fund of the state.

2. The measures need to improve the financial position of the municipalities; and

3. Any other matter referred to the Finance Commission by the Governor in the interest of sound finance of the municipalities.

The wide-ranging task entrusted to the State Finance Commission as incorporated in Article 243Y and the addition of Article 243 (Twelfth Schedule) to the Constitution is a landmark development which opens up new opportunity to review and streamline the existing State-municipal relations.  The new relationship would have to correct the disparities that exist in the area of municipal finances and provide sufficient elbow room for the municipalities to function as autonomous institutions of local government.

The other salient featured the Act are :

· Constitution of ward committees in municipalities with a population of three lakhs or above (with the scope for such committees in smaller cities also), in order to ensure peoples' participation in civic affairs at the grassroots level; and 

· Setting up of Metropolitan Planning Committees (MPC) and District Planning Committees (DPC), by the states for the preparation and consolidation of development plans.

It is noteworthy that Articles 280 of the Constitution of India also stands amended by the 74th Amendment Act.  A new clause has been inserted in this Article making it mandatory for the Central Finance Commission to suggest measures needed to augment the consolidated fund of the state to supplement resources of the Urban Local Bodies in the state on the basis of recommendations made by the State Finance Commission. 

All the states of Indian Union have amended their Municipal legislations to confer to the provisions of the Constitution Act.  First round of Municipal elections have been held in most states, and over 60 thousand elected representatives including women and scheduled castes/scheduled tribes, have come into the urban political system in India and are responsible for taking decisions and giving voice to needs of the urban community with a view to ensuring that these be met.

Most of the First State Finance Commissions (SFCs)were constituted during 1993-96, and they submitted their reports to their state governments.  These Finance Commissions had a challenging and tough task in discharging their duties efficiently.  As it was the first time that the state governments have undertaken such an exercise, the state authorities dealing with the municipal administration and urban development did not have enough information and insights into the finances of the local bodies to firm up their recommendations on various issues leading to financial crisis at the local level.  The key recommendations of Finance Commission of various states have been summarized and presented in the Appendix Tables III to VI. These are grouped into four major categories.  These are:

1. Recommendations of State Finance Commissions (SFCs) on augmentation of Municipal Own Resources. (Appendix  III ).

2. Recommendations of SFCs on Tax sharing mechanism between the states and the urban local bodies (Appendix IV).

3. Recommendations of SFCs on Fiscal devolution from the states to ULBs in the form of grants-in-aid (Appendix V).

4. Other Recommendations of SFCs to strengthening the ULBs (Appendix VI).

A majority of First State Finance Commission have submitted their reports during 1995-1998 period.   With a view to review the actions taken by various state governments on the recommendations of their First Finance Commissions, NIUA had tried to call the information from the state authorities concerned. The information in this respect however, has been received only from four states namely West Bengal, Tamil Nadu, Kerala and Tripura.  The `Action Taken Reports' of these states provide merely the acceptance of the state governments of the recommendations.  Tripura for instance, has mentioned in its Action Taken Report that the ULBs have been empowered to levy taxes, duties and tolls but it does not specify those.  The Govt. of West Bengal accepted most of the recommendations of the SFC on strengthening Finances of ULBs in the state.  In case of devolutions however, the Govt. of West Bengal has accepted these recommendations subject to certain conditions. 
For example, it has not accepted the recommendation of SFC on disbursing the surcharge on sales tax separately to the municipalities.  Similarly, it is examining the devolution of the entertainment tax to the local bodies.  Regarding sharing of 16 per cent of the net proceeds of all taxes, the provisions for the state plan sector and district plan sector has to be considered.

An analysis of the recommendations of the First State Finance Commissions show that there is a wide variation between the recommendations of the SFCs of different states on various issues concerning to devolution of functional and financial powers to ULBs.  While some SFCs have made clear recommendations about the devolution, others have been quite vague in this regard.  The major shortcomings in the recommendations of SFCs are as follows:

· The term-period of the Eleventh Central Finance Commission (CFC) in most cases did not coincide with the tenure of the First State Finance Commissions.  As a consequence the recommendations of the CFC and the SFCs were not for the similar period leading to problem in allocation of the grants.

· While making the recommendations for the devolution of funds from the state government, to the local bodies, most SFCs did not consider the functional domain of the ULBs and hence the devolutions recommended to the local bodies, may not be related to the actual needs of ULBs.

· The grants, to be provided to the ULBs out of the state government funds, recommended by the SFCs were determined arbitrarily in most cases. It cases was not estimated scientifically.

· The grants recommended were mostly made in absolute terms with respect to certain services and not considered as percentage of any particular revenue source of the state government.  In such a situation these amounts may remain fixed over the years.
· The gap between income and expenditure as determined by the SFCs to decide about the devolution of funds did not take into account the overwhelming liabilities of the ULBs.
To sump, the report of First State Finance Commissions are silent on several issues concerning to sound financial management of urban local bodies.  The recommendations made have rarely been justified with a detailed analysis of the situation and the sharing formula has not been worked out in many cases for devolution of funds from state to ULBs.  Similarly, in many cases, the measures suggested for improving the financial health of the ULBs have been of a very general nature, like the recommendation that property tax assessment should be simplified or made more transparent and scientific.  The main objective of the SFCs should be therefore, to ensure a predictable, practical, comprehensive and unambiguous system of devolution of funds from the state government to the local bodies.  There focus should be to achieve the objective of `self-reliance’ at the local level by addressing issues concerning to sound financial health of urban local bodies in the state.

Although Constitution Amendment Act provides full autonomy to the ULBs, the state level functionaries are hesitant to handling over the financial and functional powers to these local governments.  CAA also silent on the issues concerning to financial devolution to ULBs in match with functional devolution as provided in the Twelfth Schedule.  Had the Act given direct financial powers to municipalities in commensurate with functions to be assigned to them, that would have provided real autonomy at the local level, and made the civic bodies more responsible and accountable to citizen’s need.  


Thus the concept of self-reliance and autonomy at the local level, cannot be simply achieved by Constitutional Amendment alone.  Several other operative, administrative, legal and institutional measures are required to be undertaken to fulfill the rising expectations of the urban folks.  It is significant that no meaningful match between the resources and responsibilities can be effected without first delegating specific functions and adequate powers to the ULBs by the states.  Ways and means have, therefore, to be devised to assign new sources of revenue to them.  In doing so, it has to be kept in mind that the taxes to be devolved should be related to the economic base of urban settlements so that the local own sources of revenues could be made buoyant and elastic.

B. Privatization of Municipal Services: 

The investment requirements in urban infrastructure and services are lumpy and the financial and managerial capacity of municipal governments in this regard is limited.  Their resources are declining and they are ill-equipped to meet the future challenges.  The democratic decentralization of urban local governments through the 74th Constitution Amendment has also broadened the range of functions and responsibilities of these urban bodies, which require additional funds and staff. But Considering the fact that local governments at present are unable to perform even their existing duties and functions satisfactorily, the addition of new tasks will only place an extra burden on them.  Using the private sector is one of the options available to the local bodies in this context.  Use of public-private partnerships to finance and manage urban services will enable the local governments to re-deploy their staff to perform the additional duties that are expected to be devolved to them under the Twelfth Schedule of the Constitution.  Such arrangements in provision of basic urban services will not only facilitate the inflow of private finance for projects requiring huge capital investments, but also bring in competition between the service providers in order to improve the efficiency, accessibility and quality of services delivered. 

Privatization has emerged as a major policy issue in recent years reflecting a world-wide interest in reducing the role of public sector, while enhancing the scope of private sector.  In the macro economic policy perspective, the most significant public policy issue during the eighties has been the increasing trend towards privatization.  Programs of privatization of municipal services are under way in many frontline nations of the world such as Canada, USA, U.K. France and Italy.  Municipal services such as garbage collection and disposal, public transportation, waste water and sewerage treatment, fire protection etc. have been contracted out by many states and local governments in these countries.

Advantages of Privatization :

Privatization has many advantages.  Some of them are : 

· Cost Reduction - Use of private contractors for municipal services result in cost reductions of 15 to 50 per cent;

· Increased Coverage - Private sector is able to service much larger population than the public service due to its flexible work schedule.  It is also known to extend services beyond municipal limits;
· Increased Revenue - Cost recoveries of municipal governments are extremely low.  When private parties are induced to provide services, the cost recoveries are very high;

· Capital Infusion - The private sector, with a greater access to the capital and financial market is likely to infuse, the much needed capital investments for urban services;
· User Response - Most users of municipal service are dissatisfied with the present level of service and the `un-caring' attitude of municipal officials.  Private sector responds to consumer complaints and grievances in a more responsive manner; and 

· Increased Efficiency - With cost reductions and increased revenues, there is a greater efficiency in use of capital funds.  The operation and maintenance of services also improve with private participation;
Potential Municipal Services for Privatisation

Municipal services are wide ranging in character and the potential for involvement of the private sector varies across the services and indifferent stages within a particular service.  The services that are amendable to user charges have a high potential for provision by the private sector, like street lights are unlikely to attract private sector.

Potential for privatisation also varies with the local context.  For example, in case of water supply, the nature of water source can influence the possibility of private participation considerably.  In case of a city with a good underground water potential and high water table, it would be possible to decentralize extractions, treatment and distribution.  On the other hand, if water is available only from a surface source at long distance, it would necessarily require a centralized system with huge capital investment and the need for a public agency to dominate would be great.  The best option is that of partnerships of the municipal bodies with private firms or community.  This arrangement would not only cut down the municipal expenditures on operation and maintenance of services but also increase the efficiency and accessibility of the urban services.  In the partnership arrangements, the urban local bodies assumes the role of facilitator.  Private sector is expected to bring in its capital and managerial strengths and ensure efficiency, while the urban government is expected to ensure equity and welfare of the people.

Privatisation Options :

Private sector participation in the provision of municipal services is being used in a variety of ways.  Each of the options has certain merits and needs to be adopted in certain specific context.

(
Contracting Out

It is the most common means of involving the private sector in the provision of urban services.  It is flexible in that it is possible to contract out either relatively minor items of work such as maintaining small parks or large scale activities such as solid waste management or operating a sewerage treatment plant.  The terms of the contract determine the level of involvement of the private partner.  The smaller and simpler the contract the easier it is to monitor performance.  Contracting out permits the involvement of small local contractors which also benefits the local urban economy.

(
Built-Operate-Transfer (BOT)

In this arrangement the private company does not finance the initial investment but is under contract to construct and operate the system for given time period.  When the contract expires the system and investments are transferred back to urban government

(
Build, Own, Operate, Transfer (BOOT)


This involves the private company providing finance for construction, owning, operating and maintaining the facility for a specified period and then transferring ownership to urban government.  This option is attractive to the local governments as the private sector finances the facility which is subsequently transferred to government ownership.  However, the urban government must specify the condition of the asset on transfer.

(
Franchise

Under franchise agreements the private company is responsible for raising finance for investments as well as running the service.  Since such an arrangement would be for large scale services and would often involve long contract periods, it would require complex and meticulous development of specifications.

(
Concession

This arrangement requires the private company to finance the facilities, collect tariffs/revenues and at the end of the concession period (typically 25 to 30 years) hand over the facilities in good working order to the urban government.

(
Leasing

When a contract or is not in a position to borrow money for capital investment and the urban government possesses the equipment, the contractor can lease the equipment rather the purchase them.  Alternatively, the urban government may also wish to discontinue operation of an enterprise and lease out its assets to the private sector on the basis of competitive bidding for a specified period of time.

(
Cooperatives

This could be formed by a voluntary organisation, community organisations or common interest groups which takeover the responsibility for a service in a given area.  In this arrangement the surpluses from the contract is shared by the members of the cooperative in proportion to the shares they own.

(
Vouchers

This is a system, commonly found in the USA, whereby vouchers are provided to certain groups (for example; elderly residents) which enables them to buy a service from a private supplier.  This is a form of subsidy for those who may find private supply beyond their reach.

BOX  1

	PRIVATE 
WHY PRIVATE CONTRACT SERVICE DELIVERYtc  \l 1 "Why Private Contract Service delivery"
PRIVATE 
MAY BE LESS EXPENSIVEtc  \l 1 "May be Less Expensive"
PRIVATE 
THAN LOCAL GOVERNMENTAL PROVISIONtc  \l 1 "Than Local Governmental Provision"

	· Private firms:

· Employ only persons needed and pay market rate wages

· Employ part-time and temporary workers to cover peak periods

· Reward employees based on performance

· Hire for skills as needed

· May have better management information

· Are willing to take risks

· Trade off the use of labour versus equipment

· Retain only equipment that is used

· Spread equipment costs over many jobs

· Rent specialised pieces of equipment as needed

· Trade off purchase and lease equipment 


 Source: Mathur (1995).

Privatization in India 
A series of public-private partnerships (PPP) in provision of municipal services have emerged in different cities and towns.  A few examples of such activities are given in the following paragraphs:

(
Rajkot

Rajkot Municipal Corporation (RMC) has contracted out maintenance of street lights, solid waste removal and transportation, cleaning of public toilets, maintenance of gardens, a forestation etc.  RMC has also undertaken various entertainment projects with the help of private entrepreneurs.  By using the services of the private sector, RMC has been able to save a significant amount of money and has been able to close the gap between demand and supply by improving service provision.  Huge investments that are needed for acquiring capital equipments such as tractors, trollies, etc. have now been given over to private contractors.  However, RMC has not retrenched any of its staff but has stopped new recruitment.  RMC continues to use its present manpower as well as equipment in certain areas in the city.  This also serves as contingency plan in case of service disruption due to problems with the private contractors.

(
Pali

In Pali (Rajasthan), the municipal body has given the maintenance of street light to the private sector.  In doing so it has been able to maintain the streetlights at one-fifth the cost it would have incurred had it maintained the service itself.

(
CIDCO
The City and Industrial Development Corporation (CIDCO), a public sector institution at New Mumbai has had a very successful experience with privatisation efforts.  The privatisation experience includes maintenance of sewerage pumps and water pumps, meter reading and billing, maintenance of parks and gardens, collection of CIDCO's service charges and so on.  CIDCO has given the collection of its service charges to the Senior Citizens Club (as association of retired persons) whom it pays one per cent as commission.  If CIDCO was to collect the charges on its own it would cost it three times more (Box 2).

BOX 2

	ACTIVITIES
	BRIEF RESPONSIBILITIES OF PRIVATE FIRM
	ADVANTAGE

	Road sweeping garbage collection, disposal, maintenance of drains, spraying of insecticides etc.


	The work is allotted to different contractors for a group of sectors on yearly basis.  The work done by the contractor is supervised by the Sanitary Inspectors of CIDCO. There are 15 contracts in all the 7 town-ships. This system has been functioning for over 8 years. 
	· The streets are well maintained.

· It is economical.

· The total cost of all contracts in 7 town-ships is Rs. 58.0 lacs ($ 194 thousands) Per year.  If this work is done by CIDCO depart-mentally, there would be at least 400-500 sweepers + 20 trucks. The all inclusive maintenance cost including salary etc. would be around Rs. 100.0 lacks.  As against this, the work is done quite satisfactorily through private contracts at half the cost and with no performance liability of maintenance department


Source : Mathur, (1995).

(
EXNORA

Exnora is an NGO in Chennai, started by NRIs to improve civic amenities in Chennai.  The NGO helps in garbage removal not only in well off localities but also in slums.  The households pay a nominal charge of Rs.10 to Rs.20 per month for the service.  In the slums, the households pay less but provide labour instead.  Exmore has directly employed rage pickers for garbage removal.  Exmore has been successful in its attempt to help keep the city clean and has extended its services to many localities in the city.

(
SRISHTI
Shrishti is a Delhi based NGO involved in using participation of Residents Association to     implement community level municipal solid waste disposal system.  They are working in various Delhi colonies with the involvement of about 900 to 1000 households.  Garbage which is handled by them, reduces the burden of the Municipal Corporation of Delhi (MCD) on collection front.  Srishti's aim is to assist local residents to interact with the MCD and take on a much greater responsibility for their garbage.

(
ALANDUR

Sewerage Project is proposed to be implemented in Alandur (Tamil Nadu), on the basis of public-private partnership.   There will be a construction contract for the sewage collection system: whereas, the treatment plants will be on a BOT Basis.  In addition, there will be an O&M contract for the collection system as well as for the treatment plant.  The operator is expected to make capital investment for the treatment plant and to recover it over a period of 15 to 20 years.  The local body through a combination of sewerage tax, sewerage charge, connection charge, general revenues and state government support will recover the costs.

(
SURAT

Surat suffered from an outbreak of plague in 1994.  Causing major financial losses from the outbreak of the plague, the Surat Municipal Corporation introduced several innovative measures for improving urban management through public-private partnerships in delivery of water and sanitation services.  The private sector has been involved in solid waste collection and transportation, maintenance of street lighting, construction of a roads, tree planting and operation of water treatment plants.  As a result of collection of and transportation of garbage, the collection efficiency increased from 30 percent in 1995 to above 90 percent now.  Another example, by contracting out the street lights maintenance to private company, the level of service has improved and about 95 percent of street lights are now in working conditions.

BOX 3

	GUJARAT INITIATIVES FOR PSP

	The Gujarat Infrastructure Development Board (GIDB) is the nodal agency of the Government of Gujarat for promotion of infrastructure in the state.  The board has recently formulated a comprehensive strategy – Gujarat Infrastructure Agenda – Vision 2010 for faster development of infrastructure.  The agenda covers many sectors including power, ports, industrial parks, roads, airports, urban infrastructure and gas grid.

Development of urban infrastructure is an area of special interest for the Agenda-Vision.  In 1991, Gujarat was the second most urbanised state in the country with 34.5% urban population as compared to the national average of 25.7%.  More than 50% of Gujarat’s urban population is concentrated in six large cities, which are spread across the state.  A total number of 49 urban water supply and sanitation projects are envisaged with estimated total cost of Rs.25.02 billion. The estimated figures are as follows:

Types of Projects                                                                        Investment

                                                                                                    (Rs. in billion)

Water Supply and Distribution                                                     08.61                                                                              

Sewage collection                                                                         12.73

Sewage treatment                                                                          03.68  

Total                                                                                              25.02

GIDB is of the view that the state government and the urban local bodies do not have sufficient resources to meet the projected investment requirements.  Therefore, private sector participation (PSP) in urban infrastructure by way of construction, financing, maintenance and operation is welcomed.  Proposals include formation of special purpose vehicles (SPVs) for implementing new projects.  BOT based structures for developing local supply schemes, corporation of water distribution entities and increased commercialisation of bulk water supply.

The Gujarat Govt. has setup a Project Development Fund and is considering setting up an equity fund for PSP in the in the infrastructure projects.

State BOT Law

In order to put in place a policy framework is unambiguous terms, the state government has issued Gujarat Infrastructure Development Ordinance, which is similar to the BOT law in Philippines.  It provides a framework for private sector participation in financing, construction, maintenance and operation of infrastructure projects in the state.  It is based upon clear-cut enunciation of the project cycle required for effective and timely completion of infrastructure projects.  It provides fair, transparent and competitive mechanism for selection of private developers.  It also clearly delineates the type and extent of support which will be available from the state government to developers.  This law is the first of its kind in the country.  It is expected that the Gujarat Infrastructure Vision 2010 and the BOT law will give a boast to PSP in infrastructure in the state.


Source:
Urban Finance, 1999.







BOX – 4

	PRIVATE SECTOR PARTICIPATION IN WATER SUPPLY AND SANITATION PROJECTS

	City
	Services
	Management Option
	Capital Finance Arranged By
	Time (years)
	Project Cost (Rs in crores)

	Chennai
	O&M WS&S (pumping stations & tube wells)
	Service contracts
	Public agency
	1-5
	NA

	Ahmedabad
	Augmentation of Water supply & Sewerage
	Private project consultant
	Public agency   
	NA
	490

	Tiruppur
	Bulk WS and new sewerage
	Joint sector company/ Bot
	Joint sector company/ Bot
	30
	900

	Pune
	Augmentation of WS&S
	Construction contract Management Contract for O&M of new facilities & part billing & collection
	Public agency
	5 for O&M
	715

	Bangalore
	Bulk WS
	BOT
	Private
	25-30 Agency
	800

	Alandur
	(a)Sewage Collection 

(b) Treatment plant
	(a) Construction contract  

(b) BOT
	(a) Public agency            (b) Private   
	(a) NA     

(b) 15-20

agency
	(a) 40

(b)  8

	Four Karnataka Towns
	WS&S O&M, bill collection and augmentation
	Management
	Private agency
	5-7
	Not Known


Source:  Urban Finance (1999).

Cost Savings from Use of Public-Private Partnership Arrangements

The use of public – private partnerships has resulted in cost savings for most public agencies, which have used such arrangements.  The extent of savings achieved varies by cities as it depends upon the ability of the public agency to accurately calculate the cost of provision of any given service as wall as its ability to invite a sufficient number of private operators for providing the service.  Cost savings from the provision of water supply and sanitation in the selected cities through the private sector are given below:

BOX 5

	City
	Service
	Activity
	Cost (In Rs.)

	
	
	
	Public Agency


	Private Agency
	Net Savings

	New Mumbai

(1992-93)


	Water Supply

Solid Waste Management


	Maintenance of water distribution system.

Road Sweeping, Removal of debris, garbage Collection, disposal, etc.
	CIDCO : Rs 600/ day

CIDCO : Rs 99 laks/ Year
	Rs 175/ day

Rs 42.6 lakhs/Year 


	Rs 425/ day

Rs 56.4 lakhs/Year

	Rajkot 

(1991-92)
	Primary Solid Waste Removal 
	Solid Waste Collection   
	RMC Cost: Rs 16.95 lakhs/Year
	Rs 14.36 lakhs/Year   
	Rs 261 lakhs/Year




Sources : NIUA (1997 b).

Role and Responsibilities of Local Bodies in PPP :
It is suggested that the Local bodies should primarily concentrate on essential urban services such as water supply, sewerage, drainage and solid waste disposal and so on.  They should not involve themselves in provision of merit goods such as education, medical care etc.  These services should be provided by State Government with effective participation of private sector.  The cost of providing these services is substantial which could be utilised for development and betterment of core civic services.

Within the list of core municipal functions, collection, transportation and recycling of solid waste, maintenance of water supply lines, maintenance of parks and street light, etc. could be contracted out to private sector or community based organisations.  While contracting, local government may choose not to contract an entire service, but only a part.  This procedure maintains competition both between municipal and private providers, and among the private providers themselves.  In this system, municipal government pays a private sector organisation to perform the service, based upon a bilateral contract, which specifies in detail the work to be performed, contract period, area of function, etc.  Various options for contracting are as follows :

· Contract with a single or multi profit firms

· Contract with non-profit or neighborhood or voluntary organizations

· Retain responsibility for performing a portion of the service and contract the remainder

· Ask for both government agency and private bids

· Contract capital programmes

· Contract management

· Contract maintenance

Before taking a decision on one option or another, however, the service delivery agency should look into the legal aspects, cost of services in different options, technology to be used, past experience of the private agency in the delivery of concerned service/services and feasibility in different options.

In most countries, it is found that private involvement in delivery of services make a service more efficient and economical as compared to public sector performance.  But private sector operates on the basis of `value for money', it is quite likely that the equity aspects may be neglected.  It is here the role of the municipal government is crucial in ensuring that the poor are priced out of the services market.

Specific Provisions for Involving the Private Sector

It is observed that the most ULBs have not seriously thought on private sector participation in the provision of urban services as there is no "enabling" legal provisions that facilitate the use of non-government sector.  While the Municipal Acts do not use precisely the world "private sector", a serious reading of the legal provisions suggest that the Acts do permit the use of any person for delivering specific services.  Hyderabad Municipal Corporation Act, 1955 (No.11 of 1956), for example, clearly states that 

"the Commissioner when authorized by the Corporation can enter into an arrangements with any person for supply of water" (Section 342)

This could include construction and maintenance of water works, purchasing or taking on lease any water works, storing and conveyance of water etc.  More or less similar clauses are found in the other Municipal Acts.

With the passing of the Constitution (74th) Amendment Act, all the states are expected to make amendments to their respective municipal acts, incorporating the necessary changes.  This has already been done in a majority of States.  Amended Municipal legislations in Maharashtra contains a provision to the effect that where any duty has been imposed or any function has been assigned to a municipality by law, the municipality may either discharge such duty or perform by any agency.  Thus inserting specific clause enabling the involvement of the private sector will go a long way in improving the quality of services in the urban areas of the Country.  Reports of First Finance Commission of some of the States such as Kerala, Madhya Pradesh, Punjab and Tamil Nadu have suggested for contracting out of certain municipal services to the private agencies.  Tamil Nadu State Finance Commission, for example, has suggested for contracting out of garbage, maintenance of commercial assets, etc. to private agency in order to reduce the financial burden on municipal bodies on the one hand and improve the delivery of the services on the other.  In Punjab, ULBs have been given full powers to get the civic amenities done through the private agencies.  Similarly, Madhya Pradesh Finance Commission suggested that the collection and disposal of garbage should be given to private agencies.

Conclusion


In the face of mounting fiscal pressures on the local bodies and the rapid demand for Urban Services, the present institutional arrangements for provision of urban services is unlikely to be sustain.  The new economic policies, oriented towards market based economy-led growth objectives, would also entail significant contribution of the urban sector and efforts would be needed to reduce infrastructure bottlenecks and increase urban productivity and employment.  Privatization of municipal services is clearly an option to improve service levels in urban areas and attract private capital and management skills in provision and maintenance of urban services.  While privatization of municipal services would ease the resource burden of the urban local governments, there will need to be an explicit concern for the equity aspect of privatization.  A public agency/local government may start with a sense of management contract and progressively introduce the lease, BOT, BOOT, etc. that transfer more responsibilities to the private sector.  The local government staff will need to be trained properly with a view to draft a proper contract agreement, working out cost of service provision in different options, monitoring, evaluation, etc. for ensuring quality services to the urban residents.

In contracting, which in one of the most commonly used partnership arrangement in the urban services sector, requires that the contract specifications be very clear with respect of all relevant clause on performance and default.  The contract document must contain all the terms and conditions of work and payment and must clearly define the sanctions to be imposed for non-performance.  The length of the contract be clear and should be such that it enables the private contractor to operate with a reasonable profit.  Any ambiguity in the contract specifications may lead to poor delivery of the service.  A good contract, indicating measurable outputs, also enables the private sector to perform better.  Contract monitoring is important and the ULBs should ensure that contract specifications are enforced.

C.
Innovations in Municipal Accounting Systems

The existing accounting system in a large number of local bodies is based on simple single cash accounting which does not throw any light on the financial status of municipal bodies.  It is neither conducive to credit rating nor-accessing the capital market.  It does not reveal even the expenditure liabilities postponed due to compelling fiscal reasons which is generally a rampant practice and which camouflages the financial status of municipalities.  Suitable changes in the accounting system has been an important issue in municipal financial management for many years.  The Chennai Municipal Corporation was the first municipal authority in the country to have switched over to double entry accounting system under the aegis of a World Bank funding of urban development in the late eighties.

In Gujarat, many cities are in the process of implementing the new accounting systems.  Ahmedabad Municipal Corporation replaced the manual cash based system to double entry accrual based computerized system.  The Surat Municipal Corporation has as well adopted computerized double entry accounting system.  In other states such as Karnataka and Tamil Nadu, attempts have been made in recent years to introduce a new system of accounting and financial reporting system.  However, these innovations are on a limited scale.  

Considering the need for such an accounting system for efficient functioning of urban local governments in the country, the Institute of Chartered Accountants of India is developing a technical guide for municipal accounting based on double entry accrual system.  This guide is expected to provide financial reporting formats based on generally accepted accounting principles and instructions for preparation of financial statements.

Conclusion

In the recent years, a series of reforms and innovations are visible in different areas of municipal management and financing of urban infrastructure and services.  Whether it is public-private partnerships or reforms in the accounting systems or Municipal Bond or local fiscal tools.  These innovations have not emerged out of enabling formal systems especially created for good governance of the cities for effective, efficient and responsive urban management.  But these are highly of individualistic in nature and quite a few on the out come of the motivation and efforts of the municipal functionaries.  Moreover, many of the reforms and innovations are not backed by legal system, hence may not be sustained for a long time.

Thus, the innovative practices, which should be sustained over a period of time, need to be supported by creating a formal system at the state level, backed by a law.  Such a system of governance and urban management would need to provide for political executive in local governance and specify local functional domain as specified in the Twelfth Schedule of the constitution.   Though the Constitutional Amendment Act initiated the democratic process at the local level, financial and political powers are yet to be decentralized.  Hence, in order to achieve the objectives of CAA, new life needs to be put in to the system.  The legal and institutional framework in the country needs to be changed appropriately.  Initiatives have in this regard recently been taken by the states of Punjab and Tamil Nadu.  Punjab has recently drafted a new municipal law for the urban local bodies of the state.  Similarly, the Tamil Nadu government has introduced a unified law for all the urban local bodies of the state irrespective of their status and grade.

Chennai Municipal Corporation Act, drafted in 1920, does not permit the Corporation to go for public-private partnership, the local government has to perform its functions on its own.  Hence, the government of Tamil Nadu looked at the various municipal laws which in the states are many as each Municipal Corporation has a separate law, and drafted a unified law for the all the urban local bodies of the state.  Several back-up legal provisions have been put into this unified law including public-private partnerships. 

BOX  6

CITIZENS CHARTER FOR MUNICIPAL SERVICES


Yet another area of reform in municipal management is the Model Citizen’s Charter for municipal services.  Guidelines to structure Citizen’s Charter by every municipality of the country have been formulated by the Union Ministry of Urban Development and issued to all the State Governments for its implementation to improve the quality of life of urban residents.  The concept of Citizen’s Charter which has gained considerable acceptance in many developed countries, including U.K. and USA in gradually getting momentum in India as well.

D
Fire Project

The FIRE (D) project, Indo-USAID programme on Financial Institution Reform and Expansion; envisaged to develop a viable urban infrastructure finance system which could support development of debt market in India by using the Housing Guarantee (HG) funds for contemplating the issuing of debt instruments to finance urban infrastructure projects.  For this the USAID provided the HG funds for contemplating the issuing of debt instruments to finance urban infrastructure projects.  The USAID provided the HG funds of US$ 125 million for a period of 30 years to develop projects for urban environmental infrastructure.  HUDCO and IL&FS acted as the financial intermediaries to channel the funds along with a matching amount of locally raised funds to municipalities or private sector entities to finance selected commercially viable urban infrastructure projects relating to water supply, Sewerage, Solid Waste Management and area development.  This project has initiated novel ways of financing urban infrastructure in India.  Projects in many cities including in Tiruppur (Tamil Nadu), Ahmedabad, Pune, etc.  provided catalytic in developing new financing techniques which differ from each other and hence serve as alternative models in urban infrastructure financing.

One of the options is to finance urban infrastructure by accessing the capital market through debt instruments like municipal board. Ahmedabad Municipal Corporation issued a first historical Municipal Bond in Asia to raise Rs.100 crores from the capital market for part of financing a water supply project.  The Municipal Corporation of Bangalore issued bond and raised Rs.125 crores to finance construction of roads and street lighting.  Pune Municipal Corporation is to issue Municipal Bond to raise Rs.200 crores to finance traffic transportation and water supply projects.  The Municipal Corporation of Vijayawada has plan to float Rs.25 crore Municipal Bond to finance water supply and sewerage Projects.

It is important that for accessing the capital market, municipalities are required to develop their credit worthiness by way of devolution of additional taxes, increasing use of user charges and fiscal autonomy to set their own rates.  Though there is an increasing trend on the part of municipal bodies to go for credit rating, the encouraging developments in this regard are confined to only a few of the hundreds of cities that too in the more prosperous and progressive parts of the country.

Significantly, the central budget estimate for the fiscal year 2000-2001 recognises the need  for large amount of funds to finance urban infrastructure projects.  Clause 15 of Section 10 the Income Tax Act provides for exemption of interest.  In order to enable the local governments to have access to funds for financing urban infrastructure projects, the Finance Bill proposes to accord a tax-free status to the interest on bonds issued by them in each year.  These bonds are proposed to be specified by the Central Government through notification in the official Gazette (Urban Finance, 2000).

E. Grants to States for Financing Local Bodies – CFC Recommendations

As stated earlier, the Article 280 of the Constitution of India stands amended by the Constitution (74th) Amendment Act of 1992, and a new clause has been inserted in it making mandatory for the Central Finance Commission to suggest measures needed to augment the consolidated fund of the state to supplement resources of the local bodies in the states on the basis of recommendations made by the State Finance Commission.

Keeping in view the above, the Eleventh Central Central Finance Commission (CFC) has not only considered the recommendations of First Finance Commission of the States, but also looked into the following aspects of urban local bodies in order to recommend grants to states for financing local governments.

a) Existing powers of the municipalities to raise financial resources including those by way of raising additional taxes by municipalities; and

b) The powers, authority and responsibility to municipalities under Article 243 W of the Constitution read with Schedule Twelfth.

The Commission (CFC) has recommended grants amounting to Rs. 10,000 crores for local bodies of the country during 2000-2005.  Of this, Rs.1600 crores for the panchayats and Rs.400 crores for the municipalities for each of the five years, starting from the financial year 2000-01.  In per capita terms, the amount recommended for the Panchayati Raj Institutions (PRIs) are higher than those for the Urban Local Bodies (ULBs).  This amount will be over and above the normal flow of funds to the local bodies from the states and the amount that would flow from the implementation of SFC recommendations (CFC 2000).

These grants should be utilized exclusively for maintenance of civic services in the rural and urban areas and will be distributed among the local bodies of the state on the basis of principles recommended by the Finance Commission of the State.  The grants would be untied except that they should not be used for payment of salaries and wages.  In order to improve the financial health of the local bodies, the CFC has suggested reforms in local taxes and rates including property tax and user charges.  They also emphasized a need for improvements in budgetary and accounting systems beside capacity building of local governments in various fields of municipal administration and management.

The Commission has recommended a special grant of Rs.200 crores for development of data base on the finances of the PRI and ULBs and Rs.98.61 crores for maintenance of accounts.  The Commission has recommended the following criteria for distribution of grants to the PRIs and ULBs:


Indicator





Weightage (%)

a)
Population






40

b)
Index of decentralization




20

c)
Distance from higher per capita income


20

d)
Revenue effort






10

e)
Geographical area





10

Share of states in allocation for municipalities as per the above criteria is given in Appendix IX.  The Government of India has accepted the recommendations of the Eleventh Central Finance Commission subject to following conditions (CFC 2000).

a)
The local bodies should be required to raise suitable matching resources;

b)
In case where elected local bodies are not in place, the Central Government shall hold the share of such bodies in trust on a non-lapsable basis during 2000-2005.  Central Government may also similarly hold back a part of the recommended share in case of such bodies to whom functions and responsibilities have not been devolved;

c)
Earmarking of funds for maintenance of accounts, within the overall recommended level of grants, may be increased to the extent necessary consultation with the C&AG; and 

d)
Measures to strengthen accounts and audit of local bodies have been accepted in principle.  Details will be worked out in consultation with the C&AG.

Though the recommended grants to states by the Eleventh CFC for financing local bodies are ten times more than the Tenth Finance Commission recommended amount of Rs.1000 crores, these are not yet adequate to operate and maintain the basic services in the urban areas of the country at the barest minimum level.  From the analysis of the finances of municipalities and status of core municipal services, it is clear that serious problems confront-by most of the municipalities in managing their functions and duties efficiently.  They are facing a severe fiscal stress due to host of administrative, legal and behavioral reasons.

It will require serious efforts at various levels including the level of municipal governments, state governments and central government.  The basic thrust in this regard will have to be in the following areas:

· The spirit of the 74th Constitutional Amendment was to empower ULBs in such a way that they functions smoothly, efficiently and effectively as autonomous, self-sustained city governments.  To achieve this, there is a need to have uniformity in state legislations with respect to tenure and powers of Mayors/Chair persons.  They should have powers of administration, supervision and control over all the employees of municipalities.

· Functions of urban local bodies should be specified clearly.  All the subjects mentioned in the Twelfth Schedule be transferred to urban local bodies along with transfer of funds and functionaries.

· Efficient Administration of Municipal Taxes:  Property tax is one of the main sources of income for the municipalities.  This should be simplified and rationalized.  Exemptions from Property tax should be minimized and central government properties should also pay service charges in lieu of property tax.

In recent years, some of the cities and states, such as Patna   Municipal Corporation of Bihar State, Andhra Pradesh, Ahmedabad, Tamil Nadu, etc., have introduced improvements both in property tax assessment as well as in its administration.  These innovations have helped to increase revenues from PT considerably.  In Hyderabad, for example, PT collection during the last three years has doubled as a result of improvement in PT administration system.  Keeping in view the huge investment needs in urban infrastructure for improving the quality of life of urban masses, innovations in PT could help municipal governments to access the capital markets by improving recovery through their own resources and credit worthiness.

· Taxes which are local in nature such as entertainment tax, motor vehicle tax, stamp duty, etc. should either be transferred to local bodies or a reasonable share of it be given to the local bodies.

· ULBs should be given autonomy to fix tax rates and user charges.

· ULBs should privatized municipal services wherever it brings efficiency.  The state governments should prepare necessary guidelines and legislation in this regard.

· The major problem among the ULBs, as pointed-out by many studies and committees, is the lack of expertise.  Thus there is a need of capacity building and training of municipal officials, particularly in reference to take up the challenge offered by he new functions assigned to them under the twelfth schedule.  The District and Metro Planning Committees would need to be constituted as per the provisions of CAA.  Those committees will have to ensure formulation of realistic and effective urban development planning system incorporating resource mobilisation plan, institutional mechanism for implementation, etc. for which municipal institutions have no expertise.  Therefore, there is a need to modify the existing recruitment rules of the ULBs to enable them function as a vibrant and efficient unit of planning at the local level.  Technical support groups should also be constituted in every municipality to supervise the works at the local level.

· The Municipal Acts of each state differ widely; thereby it is not in consonance with the true spirit of the Constitution Amendment.  Thus, there is a need to replace the existing State Municipal Acts with the Model Municipal Act which should be applicable to all the local bodies of the country uniformly.

· A National Urban Development Fund could be established to extend loans and financial aid to the ULBs for infrastructure development.

· Active cooperation of the citizens should be elicited in municipal services such as water supply, sanitation, education, health, etc.  Further, there should be code of ethics for officials and non-officials of ULBs.

As the traditional system of funding based on plan and budgetary allocations have to be minimized under the new policy regime and even withdrawn gradually, soft options for financing urban infrastructure and services available in the past will have to give way to new fiscal instruments which envisage reduction in subsidies, plan reduction in allocation and improved pricing and cost recovery mechanism.  

Innovative strategies are thus required to be developed by the ULBs to finance urban infrastructure and services.  The existing funds available from plan allocation could be supplemented by accessing the capital market.  Already the cities of Ahmedabad, Bangalore have accessed the capital market to mobilize funds for urban infrastructure financing.  This in turn will call to improve the record management and accounting systems beside good governances and urban management system.


The Constitution Amendment Act has already provided for strengthening of urban governance and management.  This need to be made operational by ensuring devolution of functions as per the Twelfth Schedule and devolution of adequate financial resources to keep the cities running.
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Stage III - Financial Requirement Analysis
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Stage II - Deficiency Analysis as per Norms & Standards 
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Core Services


Water Supply


Sewerage


Drainage


Garbage Collection/Disposal


Street Lighting
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Stage I- Analysis of Existing Situation





Estimates of Urban Infrastructure Investment Requirements





Agency�
Services covered�
Period of Recommendation�
Resource Requirements (Rs. In crore)�
�
NIUA (Planning Commission Norms updated to 1998-99 prices)�
Water Supply, Sewerage,  Solid Waste Disposal, Storm Water Drains, Roads, Street Lights�
2000-2020�
129484-174634�
�
Zakaria Committee Norms (updated to 1998-99 prices)�
Water Supply, Sewerage, Drainage, Roads and Street Lights�
2000-2020�
113754�
�
India Infrastructure Report (Rakesh Mohan Committee)�
Water Supply, Sanitation and Roads�
1996-2001�
41636-43573�
�
Ninth Plan Document�
Water Supply and Sanitation�
1997-2002�
50000�
�















*  Professor and Coordinator Indo-USAID FIRE(D) Project, National Institute of Urban Affairs (NIUA), New Delhi, India.


� According to Eleventh Finance Commission Report (2000), the number of Urban Local Bodies in India are reported to be 3682.  Their numbers might have increased due to re-classification of ULBs in the Constitution Amendment Act of 1992.


� Notwithstanding the importance of octroi for municipal finance, a large number of committees and commissions have recommended its abolition.  Committees setup by the Government of Maharashtra (1987) and Rajasthan (1992) strongly recommended the abolition of octroi.  In their opinion, it is a obnoxious, vexatious and wasteful tax and needs to be replaced with a suitable alternative.  In 1993, the All India Motor Transport Congress (AIMTC), had gone on country wide strike against imposition of octroi and submitted a memorandum to the Government of India for its abolition in the states where  it was levied.  As a follow up action, the Govt. of India had constituted a committee of Chief Ministers under the Chairmanship of Shri Jyoti Basu, Chief Minister of West Bengal, to examine the issues related to octroi.  The committee had submitted its report in 1994, and suggested various measures to streamline the system of levy, assessment and collection of octroi.  The committee, however, did not favoured for abolition of octroi in the states where it was levied (NIUA, 1999a).


* million litres per day
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