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Foreword

The National Institute of Public Finance and Policy is
an autonomous non-profit organisation whose major functions are to
carry out research, undertake consultancy work and impart training

in public economics.

The study on ~Finances and Management Capabilities of
Urban Local Bodies in India” was entrusted to the Institute by
the Planning Comnmission. The main aim of the study has been to
analyse the major sources of tax and non-tax revenues of urban
local bodies in India and suggest measures for reform to improve
the finances of local bodies. An attempt has also been made to
analyse issues relating to cost recovery mechanism in municipal
services. Inter alia, the study highlights the management
capabilities of urban local bodies in terms of their financial

resources and administrative procedures.

The study is largely based on the data collected from 16
municipal corporations/municipalities, classified into three
categories according to population size. It is hoped that the
findings of the study will help to focus attention on the problem
of urban local bodies, and explore ways in which they can be

tackled.

The study was conducted by Devendra B. Gupta in
collaboration with Shyam Nath and Brijesh C. Purohit.

The Institute is grateful to the Planning Commission for

sponsoring the study.

The Governing Body of the Institute 1s not responsible
for the views expressed in this report; that responsibility
belongs primarily to the authors.

A. Bagchi
Director
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I. INTRODUCTION AND FRAMEW(RK OF THE STUDY

1. Genesis 6f the Study

india is experiencing rapid urbanisation, and this is
likely to be further accelerated in the years to come. If the
present trend in the growth of urban population continues, we
expect by the close of the 20th Century, about one third of
India”s population to be living in areas classified as urban. In
this context, it is 1m§ortant that we plan for providing at least
basic civic services, which even today are far below the minimum
levels in most towns. This dismal situation in regard to civic
services is largely due to the adverse financial position of most
urban local bodies. This is further aggravated by undue growth in
public expenditure due to rising costs and increased demand for
civic services without corresponding increases in municipal
revenues. This has in many cases resulted in increasing dependence
‘of local bodies on subventions from respective State govermments

even for maintaining existing level of services.

As is well known, property tax, which constitutes a
major source of revenue of most urban local bodies, has not
per formed well. Amongst several reasons advanced for this poor
performance, mention is often made of the existing rent control
laws. However, there is Increasing realisation that considerable
scope exists for improving the capabilities of urban local bodies
for financial management. In this context, it is suggested that
even large urban local bodies do not keep their accounts properly
causing severe handicap in assessing properly their financial

position. Moreover, information system so essential for fiscal



enforcenent and financial planning is rather weak in most urban
local bodies. Besides, assessing departments usually lack trained

personnel and other related infrastructure.
2. Terms of Reference

To study some of the questions raised above, the
Planning Commission commissioned two studies - one to the National
Institute of Public Finance and Policy covering the local taxation
part, and the other to the Indian Institute of Public Administra-
tion relating to financial administration. The NIPFP component of

the study is concerned with the following aspects:

i. Composition, structure and growth of tax and
non-tax revenues of selected local bodies.

ii. scope of rationalisation of existing local taxes
such as property tax, octroi, scavenging tax, fire
tax, etc., as well as administration of local
taxes resulting in higher yield from the existing
measures. :

iii. The existing system of rates and fees charged for
providing various facilities by the local bodies
and the scope for rationalisation including
imposition of the differential fees to meet part
of the operating expenses.

3. Selection of Sample

To carry out the study, a sample of following 16 urban
local bodies were selected, seven “A” Class type with a population
of over 100,000, six "B” Class with population between 50,000 and
100,000, and three “C”-Class with population of upto 50,000.



It is seen that as many as 13 States are represented in
the sample. Another salient feature of the sample cities/towns is
their high population growth rates (last columns of the table). A
serious lacunae, however, 1is the absence of a hill town in the
study. Indeed attempts were made to study Aizwal (Mizoram) and
Gangtok (Sikkim), but they were abandoned as it was discovered
that in these towns no municipal bodies functioned. Further, 1in
view of the fact that a number of large metropolitan cities have
already been studied extensively, it was felt that no useful
purpose would be served to include them in the preseant study.
Apart from addition of Ranchi, this sample frame is common with
the LIPA component of the study.

The study is essentially based on the data collected
from 16 sample municipalities through a persomnally canvassed
quest ionnaire. The analysis has been further supplemented by
personal dialogues with various functionaries of the sample urban
local bodies as well as officials concerned with local self

government in some of the State capitals of sample municipalities.
4. Chapter Scheme

The chapter scheme of the report is as follows. Chapter
two Is concerned with the analysis of trends in revenues and
expenditures of urban local bodies in the sample. Chapter three
discusses administrative organisation and rate structure of two
major local taxes, namely, property tax and octroi. Tax reform
issues constitute chapter four. Cost recovery aspects of
municipal services with particular reference to water supply have
been examined in chapter five. The final chapter presents

conclusions and recommendations.



Selected Towns and Cities with
Population-Size and Growth—Rate

Groups/Towns State Mun. Corpn. (MC) Population Annual Compound
and Cities Municipality (M) 1981 (000) Growth:1971-81
(%)
Group A
1. Aurangabad Maharashtra (MC) 316 9.
2. Bhopal Madhya Pradesh (MC) 672 7.
3. Guwahatti Assam (MC) 550 40.
4. Kharagpur West Bengal M) 153 14.
5. Pimpri-Chinchwad Maharashtra (MC) 221 16.
6. Surat Gujarat (MC) 776 6.
7. Ranchi Bihar (MC) 487 17.
Group B
1. Jharsuguda Orissa (M) 55 12.1
2. Nalgonda Andhra Pradesh M) 63 8.9
3. Pali Rajasthan (M) 91 8.2
4. Rae Bareli Uttar Pradesh (M) 90 13.3
5. Saharsa Bihar (M) 57 14.7
6. Sirsa Haryana (M) 89 8.2
Group C
1. Bheemunipatanam Andhra Pradesh M) 35 14. 4
2. Mapusa Goa (M) 26 30.0
3. Punalur Kerala (M) 43 20.0



II. TRENDS IN MUNICIPAL FINANCES

l. Introduction

This chapter discusses the pattern of municipal finances
in India. An overview of the financial condition of local bodies

is presented here with the help of municipal budget analysis.

In order to provide basic urban services, the local
bodies derive their financial resources from the following

sources.

. Tax revenues
. Non-tax revenues
. Shared taxes

. Grant-in-aid from State government

The availability of finances from each of these sources

(both aggregate and per capita) has a great significance in

\determining the financial strength and management capabilities of
a local government. In the following sections, this subject is

discussed in detail.

2. Major Trends in Local Finances (From 1960-61 -~ 1980-81)
(Based on NIUA Data)

The four major features of Indian local finances during

1960-61 to 1980-81 can be stated as:



(1)

(11)

(ii1)

Growing dependence of local bodies on grants-in-aid
from State governments. The share of graants-in-aid
in the total ordinary revenues of the local bodies
has increased from 15 per cent to 25 per cent (See
Table 2.1).

The share of tax revenues in the total municipal
revenues has gone up fromw 61 per cent to 65 per
cent, and that of non-tax revenues has fallea from
24 per cent to 10 per cent (See Table 2.2).

Among all the municipal taxes, property tax and
octroi are the two most important taxes. Except a
few States, the share of property tax in the total
tax revenues exceeded 50 per cent (See Table 2.3).
The share of octroi (in octroil States) was more
than 60 per cent of the total tax revenues ia the
following six States (See Table 2.4):

- Gujarat
- Haryana
- Himachal Pradesh
- Jammu & Kashmir
- Punjab

- Rajasthan

The share of octrol was less than 30 per cent in

(iv)

- Madhya Pradesh
= Delhi
- Goa

- Pondicherry

The low per capita expenditure (an average of less
than Rs 100 per annum) of the local bodies has
generally resulted in the low level of municipal
services, leaving the few exceptions of Gujarat,
Maharashtra and Delhi (See Table 2.5). Per capita



availability of basic municipal services was found
to be higher in the octroi States when compared to
the non-octroi States (See Table 2.6).

3. Pattern of Municipal Finances (1980-1988): NIPFP Sample Survey

From 1981 to 1984 and 1984 to 1987, it is observed from
the NIPFP sample that the per capita total revenues of Class A
municipalities were higher than either those of Class B or Class C
municipalities. However, C-Class municipalities on the average

indicated higher per capita revenues than B-Class municipalities.

It is interesting to note that, despite low per capita
urban income of Class C municipalities 1in comparison to Class B
municipalities (Table 2.7), the per capita revenues of Class C
municipalities have been higher. The reasons for this could be:
low rate of urbanisation together with out-migration to larger
towns/cities. For example, out of the three C-Class sample
municipalities, two, namely, Mapusa and Bheemunipatnam had the
lowest population growth rates amongst all the sample local bodies
during 1971-1981 (Table 2.7).

Revenue and Expenditure Composition

a. Composition of revenues. The tax revenues dominate in

the total ordinary income of Class A and Class B municipalities.
During 1984-1987, the share of tax revenues in total ordinary
income was 67.4 per cent for Class A, 46.4 per cent for Class B
and a low of 21.3 per cent in Class C municipalities. Further,
the share of tax revenues in total ordinary incomes has indicated
a rising trend during 1981-1984 and 1984-1987, except in C-Class
municipalities where this has fallenv (See Table 2.8).



The proportion of grants-in-aid for A and B Class
nunicipalities has declined during 1984-1987; in the case of Class
A municipalities, it has fallen to 11.14 per cent from 16.78 per
cent, and in the case of Class B municipalities, it has fallen to
22.62 per cent from 27.5 per cent. This is in contrast to Class C
munfcipalities where the share of grants-in-aid in the total
revenues has risen to 45 per cent. These facts clearly
demonstrate greater dependence of smaller local bodies on
grants-in-aid. In other words, both A and B Class municipalities
have been able to reduce their dependence on grants-in-aid.
Further with the growth of local revenues, the relative share of
income from shared taxes has fallen. This is reflected in all the
three categories of local bodies (A, B and C). The declining
percentage of shared taxes in the aggregate revenues is reported

in Table 2.8.

After 1980 1local bodies have put greater efforts to
augment revenues from the non-tax revenue sources with the result
that the proportion of non-tax revenues has increased in the total
municipal revenues of Class A and B municipalities (from 6.1 per
cent to 7.8 per cent in A Class and 21.6 per cent to 23.8 per cent
in B Class). However, Class C municipalities are an exception;
their non-tax revenues have in fact shown a slight decline from

29.87 per cent to 28.72 per cent (See Table 2.8).

There are certain exceptions to the results drawn with
the help of municipal class averages. For example in Bhopal which
is a Class A municipal body, own-tax revenues amounted to only 25
per cent of the aggregate revenues. Grants—-in-aid to Bhopal
Municipal Corporation from the State government formed as much as

71 per cent of the total ordinary revenues. A possible reason for



such high proportion of grants—in-aid in the total revenues in
Bhopal and some other local bodies may be due to the accounting
practice of merging shared taxes and grants-in-aid into one
accounting head. It is also interesting to note that some small
municipalities follow accounting practices which do not
distinguish between tax and non-tax revenues. This is the case
with Mapusa, a Class C municipality, where non-tax revenues
comprised as high as 45 per cent of the total ordinary revenues

during 1984-1987.

In octroi States, octroi is a major source of tax
revenue. During 1984-19871, a higher and growing dependence on
octrol has been witnessed 1in both Class A and Class B

municipalities of octroi States (See Table 2.9).

Octroli has grown at a high rate in most of A and B group
of municipalities. The reasons for such high rates of growth of

octroi are:

(1) Change in the base of octroi levy from specific to
ad-valorem

(ii) Rapid urbanisation resulting in the high growth of
trading activities

During 1984-1987, the octroi formed 65 per cent of the
total tax revenues and 54 per cent of the total ordinary income of
Class A municipalities and 80 per cent of the total tax revenues
and 42 per cent of the total ordinary income of Class B
municipalities. So far as Class C sample municipalities are

concerned, they all belong to non-octroi States.



The property tax is the second most important source of
revenue of local bodies in octroi States. In Class C saample
municipalities where the octroi is not levied, the property tax
formed 74 per cent of the total tax revenue and 15 per cent of the

total ordinary revenues during 1984-1987 (See Table 2.9).

Absence of octroi in some municipalities has also caused
increased augmentation of tax revenues other than property tax. As
a result, the share of miscellaneous taxes (i.e., taxes other than
octroi and property tax) in the total tax revenues has been
comparatively high. In Class C local bodies, for example, where
octroi is not levied, the-mi;cellaneous taxes formed 26 per cent
of the total tax revenues and 5.32 per cent of the total
revenues. In Class A and Class B local bodies where octroi is
levied, the miscellaneous taxes constituted 20 per cent of the
total tax revenues and 16.7 per cent of the total revenues for
Class A municipalities. In the case of Class B municipalities,
the miscellaneous taxes formed 8 per cent of the total tax
revenues and 4.17 per cent of the total ordinary income during
1984-1987.

It will be evident from Chapter 3, that State control of
municipal taxation has severe constrained growth of municipal
revenues particularly that of the property tax. Apart from fixing
minimum and maximum rates under the statute, some municipal
legislations prescribe procedures for abolition or alterat%on of a
tax. The main intention behind these measures is to deter
municipal governments from reducing tax rates/abolishing a tax
altogether so as to tilt interjurisdictional rate differentials in

their favour. However, over time, it has developed into a

10



practice that whenever any changes in the rates or fees or taxes
are required they have to satisfy the condition of prior approval

from the State government.

b. Composition of Expenditure. The highest percentage of

expenditure is incurred on the miscellaneous head of expenditure
by majority of the sample municipalities, particularly Class A aad
B municipalities (See Table 2.10). The reasons for the

"miscellaneous” being the major expenditure head are:

() There are non-uniform accounting practices which
influence the amount of expenditure shown under
this head. Many local bodies do not make a

distinction between revenue and capital heads of
accounts, as a result some capital account heads
get mixed up with the ordinary revenue account
heads. This inseparability between the revenue and
capital accounts causes 1Iinflated size of
miscellaneous expenditures.

(i1) A major component of miscellaneous expenditures is
refunds in respect of several accounting heads
which include: (a) rebates on octroi or property
tax, (b) house connection charges, (c¢) election
deposits/earnest money, (d) provident fund etc.

(111) A good number of sub-heads such as maiantenance
expenditure on various services including - water
supply, water tanks, repair of wells and repair of
vehicles, expeanditure on functions like town
planning, relief works and integrated development
programmes and the suspense amount are classified
as miscellaneous, resulting 1in a relatively
proainent position of miscellaneous expenditures.

After miscellaneous, the second highest per capita

expenditure is incurred on ~public health and sanitation”.

11



During 1984-1987, Class C municipalities incurred 34 per
cent of their total ordinary expenditure on public health followed
by Class A wmunicipalities (22.55 per cent) and Class B
municipalities (15.05 per cent). Local bodies get grants-in-aid
for public health from their respective State governments on per
capita basis. Thus growth in population has generally resulted in

higher amounts spent on this head.

Class C municipalities are found to be incurring higher
per capita expenditures on education and health. One of the
possible reasons for higher municipal involvement 1in these
services may be an absence of ﬁrivate alternatives and other State

sponsored schemes in these municipalities.
Growth of Major Revenue Categories and Expenditure Heads

Per capita revenues of Class A municipalities had the
highest compound annual growth rate of 10.37 per cent, and the
lowest, 4 28 per cent for Class C municipalities over the period
of 7 years from 1980 to 1987 (See TaSle 2.11). By comparing the
growth rates of aggregate revenues and expenditures, it is
observed that the aggregate expenditure has grown faster than the

aggregate revenues (See Tables 2.1l and 2.12).

There are certain municipalities which are facing

negative growth rate in revenues. These sample municipalities are:
Class A - Rae Bareli

Class B - Nalgonda

Class C - Punalur

12



Rae Bareli and Nalgonda have witnessed declining growth
rates in non-tax revenues and grants-in-aid and Punalur in

property tax and ~“other taxes”.

Growth of non-tax revenues has been highest and that of
tax revenues has been lowest in the case of Class C
municipalities. The cause of this phenomenon seems to be the lack

of adequate tax effort and skilled staff in these municipalities.

In Class A municipalities, the revenues from octroi have
grown at a rate of 13.49 per ceat annually. In Class B
municipalities, the collection from octroi and property tax have
not been satisfactory, reportedly due to problems connected with
corruption and other leakages. The collection from miscellaneous
taxes has consequently been high which grew at a rate of 12.49 per

cent per annum.

Class C municipalities are putting in greater efforts to
augment revenues from property tax source since octroi is not

levied in these sample aunicipalities.

The changing needs of the urban population are reflected
in the rapid growth of expenditure, particularly in Class A
municipal bodies. Local bodies in Class A include:

. industrial towns and cities
. large trading and service centres
. tourist centres and State capitals

13



Bhopal, Pimpri-Chinchwad, Surat and Aurangabad are some
of the Class A cities with the above characteristics. In such
places, the size of the floating or immigrant population 1is
increasing. This puts a heavy pressure on the existing
infrastructure and demand for services. In fact, a strong general
administrative machinery with expertise in urban management 1is
needed for the management of A Class cities. The growth rate of
expenditure on general administration and safety and convenience
is the highest for Class A local bodies. Not only that the rate
of growth of expenditure on public health and sanitation is 19.57

per cent per annum in Class A local bodies, but the highest amount

is also spent under this head.’

Local bodies get grants-in-aid from the State

govermments to finance expenditures on the following heads.

. Public health
. Education

. Public works

In Class B municipal bodies, expenditures on education,
public works and miscellaneous have grown relatively faster than

in Class A and Class C municipalities.
In Class C municipalities, the expenditure on general

administration is on the higher side. However, tax collection {is

poor in these municipalities (See Tables 2.9 and 2.10).

14



4. Significance of Inter—Class Variations

The discussion of composition and growth of various
revenue categories and expenditure heads in A, B and C-Class
municipal bodies portrays considerable inter-class variationms.
These differences can be ascribed to group differences among the
sample localities or they may simply be due to sampling
fluctuations. Further, within a class, differences among
localities could be attributed either to locality specific factors

or to time trend.

In order to test wﬁether the differences in the pattern
of finances across different groups and within each group of
sample local bodies are statistically significant, an analysis of
variance has been attempted. Both revenue and expenditure sides
have been analysed by concentrating on their aggregates and major
items of each side. In doing so, while "between group” variances
have been tested by means of a one way ANOVA, the isolation of
“within group” variations in terms of locality specific influence
and time influence has been done using the two-way ANOVA
technique. The results of these exercises are set out in Tables

2.13, 2.14 and 2.15).

Most F ratios computed 1in one-way ANOVA are
statistically significant on the revenue side (including per
capita aggregate revenue and major revenue categories, namely, tax
revenue, non-tax revenue, grants, shared tax and other major taxes
such as octroi, property tax and miscellaneous taxes). This
suggests that group differences among A, B and C Classes of saample
local bodies as indicated in the earlier sections are also

statistically significant.

15



A two-way ANOVA shows that in the case of Class A
bodies, the role of municipality specific factors, namely,
socio-economic characteristics and influence of time, have been
statistically significant in explaining "within group” variations
relating to some of the major revenue items already mentioned
above. This conclusion holds true for Class B local bodies in

respect of per capita aggregate revenue and octroi.

However for Class A bodies, 1locality factor 1is
statistically significant for only three items, namely, per capita
revenue, grants and miscellaneous taxes. For Class B bodies, this
result is applicable to two revenue items, viz., property tax and

non—-tax revenues.

Unlike A and B Class local bodies, neither locality
specific factors nor time influence seem to be statistically
significant for C—Class local bodies in explaining "within group”
variations for most of the revenue items. However, both locality
specific and time factors are important in the case of non-tax

revenues.

Considering the expenditure side, we note that one way
ANOVA depicts "between group” variations as statistically
significant for all the heads, except the aggregate expenditure.
Also in conformity with the results of two way ANOVA pertaining to
revenue side, generally the influence of locality specific factors
is statistically well marked for all the major expenditure heads
in Class A local bodies. Further, in A Class local bodies, a
simultaneous influence of time factor is observed in two

expenditure heads. namely, public health and public education.

16



The case of Class B local bodies indicates a different
set of results pertaining to expenditure side. Only for three
heads, namely, general administration, public health and
miscellaneous expenditures, the municipality specific influence is
statistically significant. Out of these, for the last head,
namely, miscellaneous expenditure, the simultaneous influence of

time is also observed in explaining "within group” variations.

The results of a two way ANOVA pertaining to revenue
side of Class . C local bodies confirm only one of the two
influences, namely, municipality specific influence and time
influence only for a few expenditure heads in explaining "within
group” variations. Forl instance, for public health and
miscellaneous expenditure, the locality specific influence 1is
dominant, whereas for public education, time is the only
statistically significant factor. The simultaneous influence of
both local and time factors is indicated for public works in

explaining "within group” variations.

Thus the limited ANOVA undertaken in the preceding
paragraphs confirms validity of some of the conclusions drawn on
the basis of group averages. Thus inter-class variations in level
and composition of revenues and expenditures seem to be

significant.
5. Impact of Inflation on Level of Local Budgetary Activities

From the description of growth rates in the preceding
sections, it seems that there has been a considerable growth in
the level of local budgetary activities. However, a consideration
of these growth rates in real terms would indicate that a large

part of this growth has been the result of inflationary pressures.

17



In some of the sample local bodies such as Bhopal, Pimpri-
Chinchwad (A Class), Kharagpur and Sirsa (B Clasé), the growth of
their total revenues in real terms has been negative (Table 2.16).
While in five of the sample bodies, namely, Guwahati, Ranchi,
Surat, Jharsuguda and Bheemunipatnam, the growth rate in real
terms has been positive, a comparison of real growth rate with
nominal growth rate would indicate that the former constituted in
the range of 25 to 42 per cent of the latter. The corresponding
figure for Aurangabad and Saharsa is 60 per cent. This general
feature of declining growth rates of municipal revenues in real
terms would get reflected in the purchasing power of the local
bodies which in turn would adversely influence the real aggregate

expenditures of concerned local bodies.

A brief glance at the growth rates of nominal and real
aggregate local expeanditures reveals the adverse impact of
inflation. For instance, in line with their aggregate revenues,
the per capita aggregate expenditures in Bhopal Pimpri-Chinchwad
(both A Class localities) -and Kharagpur (B Class locality) have
witnessed negative growth rates (Table 2.17). Similarly, there
are local bodies like Saharsa (Class B) and Punalur (Class C) in
which, the growth rates of aggregate municipal expenditures in
real terms are found to be negative. However, some of the saample
local bodlies, namely, Guwahati, Surat, Jharsuguda and
Bheemunipatnam have experienced positive growth rates, which,
however, have constituted 15 to 33 per ceat of the annual

expenditure growth in nominal terms.

It is apparent from the analysis of real growth rates
that inflation has exerted adverse influence on the overall
finances of all the sample municipalities. A major consequence of

all this has been the lowering of real per capita availability of

18



municipal revenues and expenditures accompanied by a declining
quality of local services. The impact of inflation, however, is
not uniform over all the classes of local bodies; indeed the
incidence of inflation is found to be highest in C-Class
municipalities which are also characterised by smaller size of

aggregate budgets.
6. Tax Effort Analysis

An analysis of the inter-class pattern of revenues and
expenditures demonstrates that the revenue performance of A Class
local bodies is better than those of B and C Class municipalities.
However it is an established fact that expenditure needs of all
local bodies have remained largely unmet, despite the flow of
grants from the State governmments. It is contended that local
revenue mobilisation policies lack political will and management
capability. It may be instructive, therefore, to empirically
examine as to what extent do the local bodies exploit their tax
potential. This exercise would also bring out whether constraints
on local revenue mobilisation efforts vary from one class of
locality to another. In this section, a tax effort analysis is
undertaken with the help of available information pertaining to

the sample local bodies.

Tax effort of any governmental unit represents its
willingness to tax the people. Actually the tax ratio, defined as
the relationship between actual amount of tax collection and some
measure of taxable capacity (commonly income) is the starting
point towards any measurement of tax effort. Following the
regression approach, a regression is performed on tax ratio using

tax capacity factors as explanatory variables. The difference
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between the actual tax ratio and the one estimated on the basis of
this regression is taken as an unexplained variance representing

tax effort.

In our specification, tax revenue to city domestic
product has been used as the dependent variable. Among the
capacity factors, we have included per capita urban income, per
caplta property tax and urban density as explanatory variables.
Both linear and log-linear functional forms have been estimated.
Generally, log-~linear specifiéations have performed better.
However, in some cases, on the basis of statistical criteria,
linear specification is preferred. The results are presented in
Tables 2.18A, 2.18B and 2.18C). Tax effort indices, obtained as a
ratio of actual to potential tax are presented in Table 2.18C. A
value of index greater than unity would indicate higher than the
average performance of the local bodies considered here.
Similarly, a value of index less than unity would suggest less
than the average performance. It should be borne In mind that
indices obtaining a value greater than unity do not indicate more

thad full exploitation of the tax potential.

It is apparent from the results that the tax effort
indices indicate poor exploitation of the tax potential in A Class
and C Class localities. In Class A municipalities, the tax effort
indices assumed values greater than one in only one out of 4
years. In C Class local bodies, the same is true for two years.
These results thus suggest that our sample localities belonging to
A and C categories could improve their financial performance only
to some extent by utilising the untapped tax potential. The
situation could have been improved, for instance, through better
tax administration and adoption of various measures aimed at

improving tax compliance.

20



In contrast to A and C Class municipalities, the B Class
local bodies seemed to have fared better in exploiting their tax

potential.
7. Conclusion

The results indicate that local revenue efforts are
constrained by lack of willingness to tap the local tax potential.
Important factors appear to be the domain of administrativé
constraints and fear of public resentment. Problems relating to
tax administration are well known and deserve adequate attention.
The relevant 1issues which hdve direct bearing on local revenue
performance pertain to tax base determination, rate structure and
machinery to implement the tax statutes and collect taxes which

constitute the subject matter of the next chapter.

21



TABLE 2.1

Percentage Composition of Revenue Sources

(As Percentage to Total Reveanue)

Year Municipal Own-Sources Other Sources
Tax Non-tax Total Grants Total

1960-61 60. 90 23.90 84. 80 15. 20 100. 00
1976-77 58. 43 19.19 77.62 22.38 "100. 00
1979-80 65. 00 10. 00 75.00 25.00 100. 00

T~ — - ————— = - Y ‘= = — T —— - ———————— =

Sources: For 1960-61 Zakaria Committee
Report.

For 1976-77 Finance Commission
Report, 1978.

For 1979-80 NIUA Study, 1983.
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TABIE 22

Municipal Tax and NoorTax Revemue

(Rs 1n lakh)

States Ovm-Tax Revenue Owr-Non-Tax Reveme % of NR in OR

1976-77 1979-890 1976-77 1979-90 1976-77 1979-80
Andhra Pradesh 1465 2686. R2 2109 464. 34 144.% 17.28
Assam 212 133.00 315 43.39 148 58 32.47
Bihar 523 364.02 7 75.07 1.35 20. 62
Gujarat 3507 6025. 23 1130 574.72 32.22 9. 54
Haryana 909 871.42 243 166. 13 2673 19.12
Himachal Pradesh 135 168 39. 40 26.43 29.62 15.70
Jammy & Kashmir 243 179. 46 11 29.18 4.2 16. 26
Karnatala 2033 1372.71 1164 451. 43 57.25 32.87
Kerala 653 1226. 49 252 2%. 98 3860 24.00
Madhya Pradesh 2087 925. 9% 622 370.12 29. 80 39.97
Maharaghtra 12497 22585. 99 7111 1647. 14 56. 0 7.30
Manipur 28 a2 7 0.48 25.00 228 57
Meghalaya 18 18 28 1 1.79 5. 55 9.7
Nagaland 3 - - - - -
Orissa 366 314.00 237 89. 06 0. 53 28.36
Pmjab 1140 1377.71 107 123. 63 9.38 897
Ra jasthan 1550 1992. 29 682 31B. 38 44.00 160. 31
Sikkim 1 - 1 - - -
Tamil Nadu NA 4062. 33 N.A 928 39 N.A 22.84
Uttar Pradesh 2877 3467. 41 1441 648 19 50.08 1869
West Bengal 2048 2528 01 461 6l7.21 22..51 24. 41
Goa - 47.17 - 3567 - 7897
Tripura 13 - - - - -
TOTAL 32278 50354. 60 15%1 9781. 63 49.39 19.43

Sources: (a) 1976-77 Finance Comnission Report,

1978

(b) 197980 NILJA Studies.
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TABLE 2.3

Property Tax Revenue

(Rs in 000)
States PT Revenue Z in Tax Z in Total
Ordinary
(1979-80) Revenue Inc ome

Andhra Pradesh 76,062 28.31 14.21
Assam 6,452 38. 28 16.68
Bihar 12,546 34.46 17.12
Gujarat 1 47509 29.49 18. 47
Haryana 12,909 14. 81 11.76
Himachal Pradesh 1,876 11. 14 8. 66
Jammu & Kashmir 0 - -
Karnataka 66 781 48. 65 16.47
Kerala 48,757 39.81 27.82
Madhya Pradesh 21,051 22.73 5. 82
Maharashtra 4,25,881 18.85 14.22
Meghalaya 493 26.97 19.95
Orissa 3,884 11.39 5.33
Punjab 17,630 13.18 11.76
Rajasthan 7,969 4.00 3.28
Tamil Nadu 1,17,418 28.90 16.99
Uttar Pradesh 55,182 15.91 10. 32
West Bengal 1,77,528 70. 22 28.08
Goa 2,377 50.38 17.77
Delhi 2,07,253 39.00 23.07
Pondicherry 525 52.00 45.38
All-India)

Average ) 14,10,087 25.00 13.90

Source : Derived from NIUA
Data, 1983.’
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Municipal Octroi Locome

TABLE 2.4

(Rs in lakh)

Gujrat

Haryana
Himachal Pradesh
Jammu & Kashmir
Karnataka
Madhya Pradesh
Maharashtra
Orissa

Punjab
Rajasthan
Uttar Pradesh
Delhi

Goa

Pondicherry

401. 90
(66.7)
604. 20
(69.3)
108. 50
(64.4)
172.00
(95.9)

198. 24
(21.4)
10839. 40
(48.0)
174. 45
(51.2)
953. 40
(71.3)
1797.60
(90.4)
1996. 60
(57.6)
1461.70
(27.4)
9. 50
(20.1)
2.70
(26.8)

Note: Figures in Brackets
Indicate Percentage

to Tax Income.
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TABIE 2.5

Per Capita Municipal Expenditure (1979-80)

(In rupees)
States Anini- Public Public Lighting Water and Educa- Recrea- Miscel- Total
stration Health Works Drainage tion - tion laneous

Ardhra Pradesh 6.6 12.8 13.1 24 7.2 84 Q.5 3.0 54.0
Assam 4.4 4.5 3.0 1.8 2.9 0.1 Q0 3.2 19.9
Bihar 28 6.2 2.2 Q.7 27 0.0 o1 1.9 16.6
Qujarat 18.5 23.6 82 4.4 128 19.4 1.3 31.2 119.4
Haryana 13.7 16.8 53 3.7 120 0.2 Q.3 9.7 617
Himachal Pradesh 24.1 29.1 120 4.5 181 Q5 0.7 5.0 %.0
Jammu & Kastmir 81 1.9 23.9 L2 Q4 0.0 00 00 45.5
Karnataka 3.2 31 L8 1.0 1.8 0.1 03 23.3 34.6
Kerala 7.5 9.0 6.7 3.7 26 Q3 0.1 7.0 36.9
Madhya Pradesh 8.5 10.6 9.0 2.0 7.6 1.3 0.4 4.6 44.0
Maharashtra 1.8 304 25.3 7.2 26.2 9.9 21 185 13L4
Meghalaya 0.3 34 Q5 1.0 161 00 Q0 1.4 16.7
Orissa 7.1 9.1 85 3.0 3.8 63 Q3 15.8 53.9
Rmjab 13.8 14.0 86 4.1 81 03 Q4 6.0 55.3
Rajasthan 9.2 13.7 3.0 22 Q8 02 04 L4 30.9
Sikkim 20.3 129 43.4 00 29.1 0.0 a7 0.0 106. 4
Tamil Nadu 58 12.2 6.7 3.2 4.1 7.9 0.9 8.6 49.4
Uttar Pradesh 5.8 16.0 7.4 21 50 0.8 0.3 4.3 41.7
West Bergal 4.5 7.6 7.5 1.6 16.5 35 0.2 13.1 54.5
Delhi 5.8 86 151 36.4 3.8 33.6 2.8 53.7 159.8
" Goa 1L6 7.5 7.8 3.6 a7 o1l 02 9.9 4L 4
Pordicherry 151 Q0 11.9 4.0 1.0 00 0.0 3.1 35.1
All-India 14.3 13.3 10.0 9.3 7.8 6.5 4.9 0.8 66. 8

Source: NIUA Studies.
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TSLE 2.6

Rater Supply Drainage load Realth Institutions Sducation Facilities
State. e leagth (Per 10,000 Persons)
Per Percen- Under Open (KBS Por s e eiiieie e
Capita tage of ground draisage 10,000 fo. of No. of Yo. of Nuaber of Bduca- Total Nusber of Rusber of Teachers
(Ltrs) supply to drais- (sq. kas persoas) Insti- Doc- Beds tiosal lostitutes Students {Per 1000 Students)
denand age (sq.  per tutions tors (Per 10,000 Persons) (Per School)
kas per 1,000 .
1,000 persons}  seesssessecceecsncenoo soeeccsssecccnceicaes smsesososseesoooecocsos
persons) i 1l H1 1 It 111 I i 1l
Octroi States
Gujarat M) 59 0.08 0.16 0.1 1.5 2.4 15.0 0.2 0.0 0.0 363 585 184 i 28 2
Naryame 4 i ¢ 0.20 0.8 1.4 1.0 19.0 0.0 0.0 0.9 409 143 545 1 25 39
Jaasa & Lashair 107 11 v.id 810 8.1 8.0 0.0 0.0 0.0 0.0 0.0 0 0 0 0 0 0
Raharashtra n 59 0.08 0.2% 0.5 1.1 1.2 4.0 1.1 0.2 0.0 Mo 580 i1 U pH 58
Orissa 1] 3! 0.2 (R} 1) 8.2 0.4 1.1 0.1 6.0 0.0 m 261 mn U4 bM] (3]
Poajad 66 5 0.18 0.2% 0.7 AN 40 [ W% 1.9 1.3 0.3 251 523 388 ] 3 6
Najasthan 5 n 004 0.38 [ B 0.8 2.1 2.0 0.3 0.2 0.0 168 14 1 4 4 H
Sttar Pradesh n 56 0.16 0.17 0.9 2.6 0 6.0 1.4 0.1 0.2 286 631 LN 29 Y {1
Nest Bengal 58 {1 0.04 0.30 0.6 i L N 5l LN 1.1 11 1.4 LN ) [ I T N L) il
Delbi {01) 205 i 0.0 0.00 2.3 0.4 1.3 2.0 0.0 0.0 0.0 103 b3 0 4 316 b
Joa-Octroi States .
Andhra Pradesh 107 16 0.06 0.22 0.8 0.1 2.8 1.8 1.6 0.6 0.2 28 622 662 26 29 1
Assan 21 16 0.13 0.2 0.5 1.0 2.9 11.0 0 1.4 0.5 LH] 390 870 [N [}
Bibar 36 26 0.06 0.18 0.5 0.1 0.3 3.8 0.3 0.2 0.0 107 0.2 1831 238 2 3
Lerala ] 61 1.04 0.3 1.2 2.1 5.0 4.0 1.3 1.1 6.3 541 8 489 15 K i
Nagalasd Ml KA. LI} 1.4 1.1 L N} 11 1.1 NA 1.5 LR hi LI 5.4 14 LN N4
Sikkia - - - 0.20 0.4 0.0 0.0 0.0 0.3 0.0 0.0 250 0 0 30 0 [}
Tanil Hade 106 1" 016 0.23 0.7 1.4 31 1.1 1.2 0.9 0.3 [11] 800 mn M [} 80
Tripura - - : - - 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00
Nasipur 12 10 0.3 0.5 2.1 8.0 3.0 6.5 6.8 1.2 13 35 1% 50 W0 83
Reghalays 60 3 0.09 0.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 6.0 0.0 0.0 0.0
Intry Tar States
Larsataky 50 {0 0.08 0.2) 0.9 1.3 2.0 12.0 1.1 1.2 0.2 116 268 305 M 33 38
Nadbya Pradesh 86 69 8.21 0.22 [ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 [ [}
Rotes: 1 represeats primary schools. Source: National Imstitute of Orbam Affairs (1983), 4 Study of the Fisance
11 represents secondary schools. ¥esources of Drban Loca) Bodies of India and the Level of Services
11 represents other educatiosal iastitutions. Provided, Part 11, New Deldi.
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TABLE 2.7

fverages over the period Grosth rate Rank according to growth rate
ocalities/years - - - - classes ithin class
Localities/ 1988-81 1984-85 1986-87 1971-81 A11 ¢l ¥ithin cl
CLASS- "1’
furangahad 211149 357615 406226 0.0658024 ! {
§4007.31) {5702.00) {6504.00)
Bhopal 655653 818331 915238 0.05716616 11 5
) £2167.24) 83490.55) ;4148.00)
Gueahati 150844 163821 110122 0.020846712 i6 !
o }4385.48) {6336.72) 86941.00)
Pinpri-Chinchwad 212189 313106 380344 0.102153435 2 1
_ glﬂﬂ?.ll) 55702.00) 36504.00)
Rae Bareli 6615 121152 143284 0.081511387 { 2
. 42895.72) {4684.69) 85622.00)
Ranchi 176538 618092 103831 0.067182485 B 3
£3069.63) 4763.06) {5780.00)
Surat 7(%}3; ) S(Sgg% ) 1o(ggzg 0) 0.04937166 13 b
Average V1 (3428.73)  (5116.63)  (6021.1429) 0.0637
CLASS-°B°
arsuguda .
Jh d 53066 12981 85598 0.082948105 5 2
53081.68) t4058.35) 84655.00)
fharagpur 147135 182500 203252 0.0553211 12 6
83295.65) ;4791.87) &5480.00)
Ralgonda 0828 18392 8393 0.06547162 8 3
) 82625.69) §4170.48) 54948.00)
Pali 3215 113812 128606 0.06272704 8 i
g2357.52) ‘3131.51) &4421.00)
. Saharsa 441 97129 5611 0.095081787 3 1
é3069.63) i4163.06) 55710.00)
Sirsa (2§gg o) l(g%g% ) l(g?%g o) 0.061996459 10 )
hverage 1 (3120.01)  (4711.68) (5518.84) 0.070%
aRogP-"C”
Bheesunipatnan 34022 40181 43684 0.042538918 It 2
2625.69) 54110.48) 84948.00)
Faposa s (e Dgeeny el ; :
Pupalur %%g%s 1) %g?g? ) é%ggg 0) 0.122415985 01 i
Average V1 (2524.21)  (3926.17)  (4573.54) 0.0638

Rote: Figures in the parestheses demote per capita urbam imcome
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Mosicipality/Corporatioa Per capita average Per capita avenfe Per capita average Per capita average Per capita average
tar revease for sos-tax revease lor Lhare ;n state grasts for total revesve for
es for

1901-84  1084-87  1881-84 1084-81  (10D1-84  1984-0T 14M1-84  1084-07 13134 1964-67

CLiSS-'1°
farisqibad i dh d : S
Bhopal 1" 1# - - ] [1] 89 [ }]
oo : B TR 1
Simlat! noh b ) g mo»ow
Pinpri-Chischead gﬁ) L%g) (! ) {% ) (:%g) (:%g) ? ) ‘}, 823 16
Lie Rareli %33) b ] - gﬁ) (h) "o
Laschi® ®  ah i# (! ) ah & an " oo
Sarat i" s.l ; 2 - - ) [} us %2
m W ® ® : Do an
Groap sterage in U2 11 b ] b1 ] 4 41 9
. (63.21) (61.49) (6.97) (7.88) {13.4)) (13.84) (16.79) {11.14)
cuss ¥
Tarssarda T : T oo
fhrigrer I R i N
hlgad i oy o b i & N m
bl 3 %2‘, do o : . , oo
Saharsa (é) R IR T I oh , v
Sirsa I i1 K R $ 5 ( 1) 1
R (Rt IO L) G @
Group average 2 b ] 11 b} S 6 1" 18
(41.17)  (46.42) (21.%6) (23.88) (9.08) (1.14) (27 S4) (22.62)
cRotr- ¢’
Theesaipataze ay  dh hooh ah Hoor o
bbb & b od oo
Rapasa 16 Hl S8 68 - - i 7] 124 182
(12) (14) un (48) - - 1)) (42)
Srosg average 1 H b3 2 6 ) ] 2
26.02) (G20 @GN @81 0w G gl (i

Jotes: -z denotes aoa-wvailability of dats.
Flgures in the parestheses are percestages to per capita average revease for each L3 separately (ros-sise).
s - Daachi ligures are as supplied by the Corporation aad appear to de rather low. Powever 1a the absesce of u
other mge. se have u: ofed t{e omcln dats. Iom::ems is aalikely to distort the relative rasking o
Class i bodies vis-a-tis o (lasses.
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________________________________________________________________________________________________________________________ {Bupees)
$ualclpality/Corporation  Average per capita 1 as 3 2as3 Sverage per capita 5 u I fast Average per capita 9 as ¥ asX lv rage per capit
Property tax for of om  of om octrof of oma  of om other urest fzr of om of oxa t ':.!2..5 ' y

------------------ tax tax N ttiietacibadii T ) | ta el | | tax
1991-94  1984-91 reveaae  reveaae 1001-84  1984-97  revenue revense 1991-94  1984-87  revease reveaae 1981-94  1994-01

CLASS-°A’
barasgabad ) [ 1) 121 13 m
{22) (19 1] ] (42) (46) " (1] (2) 2) 3 ]
Shopal 1 2 ] 4 A4 15 L (1)
(1)) ‘ 8) " 15 (%) (6) 21 2% 5 18 (1) ) S
Cenahatl ] 2 - - 3 2% 36
{3 (M) 1% 68 ay  4s) 4] ]
Pispri-Chlachead i 3 465 566 1 623 16
8 6) ] 1 (1% (12) L] ] ‘ ) i ) 1 2
lae Bareli i 2 26 ¥ 298 )
) 3 3 ] (5) (8) {] ] (8) (1) 1) 1 508¢ "y
faach! a6 oy " 1 ) ah g8 e 0 1 2
B - . . ¢
Sarat i 3 120 234 n " 218 362
{22} {11) 2 1] (5%) (63) 1) (8.96) 1 §.86
Croup average of Class-8 k] 4 13 18) 1] (1]
. (11.78)  (12.26) 15.35 14.81  (41:85)  (83.15) 62.3) 64.98 (171.14) (16.11) 22.33 28.28
CLASS-'3
Narsegeda 2% 3 K] .88
: ‘ ) (4) 1 $ (53) (64) 1} L 14 (0.20) (0.80) 0.32 0.12 " 56
aragper | R
(36) (14) 1 2 (22) () n 1 } (1) [] [} [} %
Boleods iy ) ) 0 ) - ’ ) n an » 51 1 1
Pali )| 12 - -
(2) {2) [} ] (69) (4%) 1] 8 '
Saharsa N7 - - A1 3
(#) ‘ ) (1] " () (1) 5.1 1) 136 18
Slesa 1 : 0 26
(1) {18) ] 1 (49) {39 61 (1] (12) - (19) 15 15 6 20
Croap average Class-§ 1 S i) b 2.6 N
. (13.12) (5.99) 18.11 11,5 (56.86) (41.67) 15.83 88,46 (5.28) (4.17) 6.85 8.04 5 10
CLASS-C
Bhecavaipataaa 12 12 - { 1
’ ah ) 1 ] a)  ud n % ) 82
Bapusa 1 11 - 10 ]
() (12.5) 11 80 {16) (12) [}} {2 6 61
Poaalur 13 13 - - 1 1
(12) (12.5) L] 1] (8.01) (8.66) 6 S 124 152
Group average Class-C 13 1 - - - ] 4
(16.08)  (14.89) .23 n1 (6.48) (5.32) .8 6.0 n "

3), {al), data avalladle ooly lor lm 2
? . bl . lh Aot avaiiable for 1884-8%
l data aot available for 1881-82
¢ on 1 em 1 f'“ available for 1992-93, 1983-84
d) oaly graats f me arailable for 1084-43
$  Other tazes laclude alaor tazes as tree cess, fare tar, baskers’ taz,
anlnal asd vebicle taz, etc.
Figures §a pareatheses are percentage to per capita average revemse.
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TaBLE 218

(Rs per capita)

Busicipality/ rerage per capita Average per capita mn’g per capita
Corporatios eaeral adsiais- expesditure os expenditare on safety
ratios reresge persosal dealth for  and cosvemience
collectis for -~
1981-64 198481 1981-84  1984-87 198184 1984-87
(1) {8) (B1} () 1)
CLISS- 4
torasgihd o b ah
O S R TR
Gonabati 23 3] il I 1
(15) (1) (g N (2} {2)
Piseri-hinchea I W@ &
Lae Barell ] H 1 [ §
(3) (1) (1.8) (1) (6) {8}
Baachi - - - -
Sarat ]| 2 1 { ] 1
(14) (12) (8 (&) 3) (2.9)
Groap average 18 b % 6.6 15
(18.80)  (14.52) (23.84) (22.5%) (9.93}  (10.18)
CLiSS-')’
Ihersugeds ! 1 { ] ]
(15 (19) ;8) {1} (1 {14)
Qaracs @ @ @ b : :
ilends b hoo ay b
L S S T
fahars 0 ) Wb TR
Sirsa ii ; U 2 1 1
(23) (13) ah @2y (18) (6)
Group aversge 1 1 1567 W ] 10.9
(10.66)  (1.5)) {22.34) (15.9%) (3.14) {1129
stofr-'¢’
Sheesuniratzan 10 16 - - 16 1
(39) (23) - - (24) 2y
Faualar (Zg) (22) (22) g) (lg) (13)
Yapusa 3} 10 {2 LG ] 11
{mn 2n (30 (38 (6) {8
Sroup average U 18 2% 29.3 § 1
(26) t21) 2 (461 (9.68)  (11.56)



TABLE 2.10 (Contd.)

(Rupees)
Maelcipality/ Averaie per capita Averase per capita lveraie per capita Bverage per capita
expenditure oa exgea 1ture oa expenditure on total revense
education for public sorks for other iteas for expeaditare for

1981-04 1384-07 1981-84  1984-37  1981-84 1984-87 1981-84  1984-81
) () L) (h) (n (B)

[ 4
CLASS-"4’
furaagadbad 15 22 L 11 35 121 m 264
(13) (8) {4) {4) (38) (46)
Bhopal - - .16 0.82 48 63 103 128
- - xa.u) ga.sa) (40 (83)
Guuahati :gg) m (2:’ (13) (‘ﬁ) (:l’:) 198 215
Piapri-Chinchead {ég) ég) m) §) g) 1%) 211 188
lae Bareli 9.43 - is' ss 31 53 6 N
;l.") - (38) (51) {41) {36)
Surat 1 4 ]| 29 19 11 216 208
(1) (16) (11) (16) (3N (40)
Group average 32 28 11 22.5 1 61 151 6.6
(21.19) (12.11) {11.26) (18.89) (23.18) (28.9)
CLASS-'B°
Jharsuguda 3 ] 3 9 ] 1 18 5
(6) {11) {19) (16) (17 {18)
Idarsgour - - 1 12 48 97 8
- - {11) {18) {44) (68)
falgonda - - - - 43 3 1] )
- - - - {38) }58)
rall am dm @ e
Sabarsa - - 3 0.2 14 11 2) 2
- - (1)) }1) {(61) {11
Sirsa .M 8.38 1 g l; 54 18 1]
(8.48) (8.31) (168) (%) (17) (44)
Group average 1 2 ) ] 32 1.8 61.14 90.80
(1.52) (2.19) (1.61) (8.68) (48.13)  (58.38)
GRO4P-"C°
Bheenunipatnan 12 18 - - .Y .27 68 1
{13 (26) - (0.58) (8.11)
Pusalar (:ili (3'§§) (13) (13) (gitl (giu b) 3
Bapusa 2 2 53 5] | 1 139 146
(1) {1 (38) (23) (3) (3)
Group average ) 1 28 14 2 ) 19 85
(5.38) (8) (36) (22) (2.18)  (3.9)

Totes: Figures ia ﬁe parestheses deaote perceatage to total revease expeaditure.
t Data for Daschi was not provided.
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Runicipal bodies/ Per capita Per capita  Per capita  Per capita Per capita Per capita  Per capita Per capita

iteas gom y  octrol others tax share 11 aon-tax grasts toral
} revease State tages revesse revenue

CLASS-"d
Aarangabad 25.9% n.y 11.57 nan - uQ 18.18 26.9%
mx Oi) (5.47) (5.56) 3.9 (5.02) - (6.96) {1.98) (3.81)
ul' L N Y %1} . W i dih
(O R £ T A

‘uxn C‘uclu& i1 £.631 hirs BT 1.8 5 Za% Ha N

(4.43) (§.84) (3.19) (1.9%) (.1 (5.18) 52.6)) (8.41)
2e lm i .2% .19 2.53 .Zz - -0.96 -20.81 -3
1988-87) ] z ) 3 2) ‘l.zl) i .a8) - (i g:) (-é.l%) (i g )
ik ST (O (| N () Coodnth & @

Growp average of Class’i' 11.15 13.88 16.48 13 1.3% 11.48 1.50 14.37
CLASS-'}

d. 16.4) .0 - 13.26 - .M 8.42 11.12
pm'f' y (2.31) 160 - (3.83) - (-0.28) {1.81) {4.11)
harag 4.8 §.00 - . - 0.9 - 92
1m 7) (-§.683) 2. - .1 - (8.21) - 4.39)

l .61 - 11.4 . 16.24 -4.44 -11.58 -1
1982-81) (6.3%) - (2.95) (1.42) (0.12) (-0.3)) (-9.48)  (-8.48)
“ 8.12 12.4 - . - 5.0 14.85 .9
1930-88) (8.49) (6.34) - ; .58) - 4.82) gl.ll) s A1)
barsy - - 2.1 . - - 9.41 8
fa Wy -85 SRy 1 TR TR b o

md -#1) (285 (-89 (1.83) (3.14) (-2.45) (189 (3.28) -

Groap average of Class'3” §.41 818 12.49 8.45 -$.42 .41 19.18 10.4

CLiSS-"C*

Bheenunipataan 0.35 - 248 .1 - 27.88 10.40 9.50
nu-ng (0.1%) - (-6.11) ‘0.2;) {4.28) (2.12) {3.21
analer -4.95 - -21.92 -11.9 - 5.46 6.31 -5.88
1988- l'l) (-9.23) - (-2.59) (-2.69) - (2.9 (0.43)  (-0.90)

g 18.03 - 4.9 16.98 1.2% 8.2 LR}

(1380-88) (4.18) - (1.48) (4.24) (3.29) (2.22) (11.8Y)

Group average of Class’C’ 5.01 - -1.18 -0.07 14.19 10.99 .28

Bote: Pigures in the parentheses deaote "t’ ratios.
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Susiclipal bodies/ Per ca'iu Per capita  Per capita  Per capita Per capita Per capita  Per capita Per capita

itess gesers shile safety education pabllc alscella-  ordimary  reve
ades. asd  heal and sords aeous expesdi-  expesdl-
reyesee convenjence tare tare
coliection

cuss-4’
i T T | TR 2
ho 1 -1.33 51215 -2 - - K1) H ‘ Zg;'
&l 3-46) (-8.68) is.m -3 - - 5 8 i 3 ‘ g 1]
ﬁim ¢ %) (1”’) 1 §§, "’{3) (HR, { “) ( {3) { 5)
(T TR S O
Li mh Ag - n - 15110 -5.41 o Y]
1914-81) l 63 - i ) - (3:39)  (-6.66) [ S (-08h
rat B 12.1 ¥ 103 i I o 138
(1988-8¢8) €1 @ {0 9.4 (tan (138 #58  (®m
Group average of Class-4 13.01 1.9 12.482 (K] 16.32 15.11 1A 18.52
cuss-'s’
au‘u da 16.4 6.4 1.4 .4 nw Ry 15.6 wn
1984-4) (2.6 (-1} (2:56) (. {m (2 TR ¥ )]
e i i ) : : a3 dw @
L“u 1 K1) 5 Xil .16 18 s Nl i N
p 2-81) 5 g 3'"’ ;m; - -6 - 1.m §.m
Hh-i i T : : A Uh
§mm 56 5 1] - - - i) ‘Jt Zl‘
1988-41) (1:83) (238 - . - g Bl 1 ‘18) ’ §))
irsa N1 -1.88 1.81 2.8 31.76 4 1 Nl
(1998-31) (1.8 (-84 (110 (.18 (3oam o Qa 88 (53
Groap average Class-9 §.15 1.9 11.59 nn 16.3) 6N 0 13
LSSt
Sheepanipatsas 0.y - 6.5 .9 4.9 .4 1.4
IS *un - (4.3) 1a.m - (-0.96) 5 S (28
M) R U & Y 1 R & T S Tt 1)
i dh oAb dB Gl b o
roup average Class-C 'q.l)r (R} i8] 6.5 28 1N i 2

Tote : [Pigares ls the pareatbeses desote 't' ratios.
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TABE 213

One Way ANWA for Between the Municipalit ies Type

Revenue Side Experditure Side
Item F-Values Item F-Valwes
(O.F) (.F.)
PC Property Tax 18 548 PC General Administration 14. 875
(2.24) ard Revenue Collection (223)
PC (ctroi 20. 1% PC Public Health 10. 397
(223) (223)
PC Misc. Tax 28 V5 PC Safety and Corwenience 3735
(2.24) (223)
PC Total Tax Revenue 21. 650 PC Eduwcation 1L 419
(224) (223)
PC NonrTax Revenue 32. 607 PC Rublic Works 7.326
(224) (223)
PC Shared Taxes 11. 571 PC Misc. Experditure 3.678
(2 24) (223)
PC Grants 8.420 PC Revenue Experditure 0.613
(224) (223)
BC Total Revenue 9.360
2. 24)

Notes : DF
P.C

Degrees of Freedam
Per Capita

35



TAHE 2 14

F Ratios for Two May ANDVA

Class A Class B Cass C
Item Between the Within the  Beteen the Within the  Between the Within the
localities localfty localities locality lecalities  locality
over time wer tine aver tine
DF. DF DF DF DF DF.
(1) Per caplta property 26. 28 A6 3. 68 2.05 0.64 242
tax 6,5) (5,6) 6,5) £5,6) 6,2) 2,6)
(41)  Per capita octroi 151. 54 9.44 6l. 46 3.6l NG NC
(6,4) (%,6) 6,4) (4,6) (Norractrod States)
(111) Per capita other taxes 101. 24 1.& NC NC Q.67 2.76
6,5) (5,6) 6,2) (2.6)
(iv)  Per capita total tax 131.73 13.60 Q.36 0.28 0.46 222
reveme (6,5) 6,5) 6,5) (5,6) 6,2) 2,6)
(v) Per capita shared taxes 3266 600 1.6 211 N.A NA
(6,1) (1,6) 6,2) 2,6)
(vi) Per capita nomtax 30.4 260 17.40 2.3 .00 L%
revenue (6,6) (6,6) 6,4) (4,6) (6,2) 2,6)
(vil) Per capita grants 495 0. 60 L& 230 2.9 260
(6,6) (6,6) 6,5) (5,6) 6,2) 2,6)
(viii) Per capita total reveme 6. 40 Q.40 6.05 1.26 216 1.00
(6,6} (6,6) 6,3 5,6 6,2) 2,6)

Note:Figures in the brackets indicate the degrees of freedam.

36



TABE 215

F Ratios of Two Way ANWA

Class A Class B CQass C

Item Between Within the  Between Within the Between Within the

lacal local body local local body  local local body

badies over time bodies over time bod fes over tice

DF. DF DF DF DF. PY S
(1)  Per capita general 1.33 378 - 9,48 0. 67 2.44 27
admninfstration and (5,6) 6,5) 6,5) " (5,6) (5,2) 2,6)
revenue callection
(11)  Per capita expendituwe on 38 2% 260 3.9 all 123 551
pubtlic health ard medical (6,5) (5,6) 6,5) (5,6) 6,1) (1,6)
(1i{) Per capita expendituwre on 12.30 1.12 Q75 L51 L8 2.37
safety and covenierce (6,5) (5,6) (6,3) @3,6) 6,2) 2,6)
(iv)  Per capita experditure on 3.6l 1.8 1.2 5. 28 n 636
edweation (6,3) (3,6) (6,1) (1,6) 6,1) (1,6)
[

(v) Per capita expenditwe on 2%.8 L3 1.3 3.25 6. 57 6. 2
publ ic works 6,5) (5,6) (6,3) (3,6) 6,1) (1,6)
(vi) Per capita expeditwre on 28 X 42 12.40 43 11.48 3.06
mi scellaneous (6,5) 5,6) (6,4) (4,6) 6,2) @2,6)
(vii) Per capita expenditure on 252 Q& 11.33 2.07 iS 13 2.%
aggregate revenue (6,5) (5,6) 5,5) (5,6) %6,2) 2,6)

Note:Figures in the brackets indicate the degrees of freedan.
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TABLE 2.16

Compound Growth Rate of Municipal Income

(1980-86)
Nominal Real (2/1)X100
(1) (2) (3)
AUR 28.979 RAUR 18. 453 63. 66
BHOP 2.4547 RBHOP -5.5326 N. C.
GUwWw 13. 753 RGUW 4. 1984 30.54
PIMCH 8.0089 RPIMCH -1. 2034 N. C.
- RAEB -3. 2824 RRAEB -10. 415 N. C.
RAN 18.107 RRAN 6.7578 37.33
SUR 16. 804 RSUR 6. 9829 41.55
JHAR 13.837 RJHAR 4.235 30.56
KGP 2.0803 RKGP -5.3793 N. C.
NAL -0.75714 RNAL -8.2323 N. C.
PALI 17. 388 RPALI 8. 7062 50. 09
SAH 43,355 RSAH 29.579 68.22
SIRS 6. 2435 RSIRS -1.3726 N. C.
BHEEM 11. 831 RBHEEM 2. 9926 25.27
PUNE -8.1926 RPUNE -16.085 N. C.

Notes: 1. AUR = AURANGABAD, BHOP = BHOPAL, QUW = GUWAHATI
PIMCH = PIMPRI-CHINCHWAD, RAEB = RAE BARELI

RAN = RANCHI, SUR = SURAT, JHAR = JHARSUGUDA

KGP = KHARAGPUR, NAL = NALGONDA, PALI = PALI

SAH = SAHARSA, SIRS = SIRSA AND BHE:M = BHEEMUNIPATNAM
2. N.C. = Not computed because of negative nominal

or real growth rates.
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TABIE 2.17

Compound Growth Rate of Per Capita Revenue Expenditure

(1980-86)

Noninal Real (2/1)X100
(1) (2) (3)
AUR 24. 667 RAUR 14. 492 58.73
BHOP 5.8553 RBHOP -2.6286 N. C
GUW 14.173 RGUW 4.5826 32.32
PIMCH 5.5398 RPIMCH -3.462 N. C.
RAEB -0. 46579 RRAEB -7.4174 N. C.
SUR 13.026 ESUR 2.7909 21.41
JHAR 14. 95 © RJHAR 4.9556 33.18
KGP 3.9775 RKGP -3. 6207 N. C.
NAL 16.73 RNAL 7.9378 47.46
PALI 18.291 RPALI 9.5426 52.27
SAH -3.0595 RSAH -12.375 N. C.
SIRS 15.073 RSIRS 6. 8243 45.26
BHEEM 10. 437 RBHEEM 1. 5874 15.23
PUNE 7. 4431 RPUNE -1.7937 N. C

Notes: 1. AUR = AURANGABAD, BHOP = BHOPAL, GUW = GUWAHATI
PIMCH = PIMPRI-CHINCHWAD, RAEB = RAE BARELI

RAN = RANCHI, SUR = SURAT, JHAR = JHARSUGUDA
KGP = KHARAGPUR, NAL = NALGONDA, PALI = PALI
SAH = SAHARSA, SIRS = SIRSA AND BHEEM = BHEEMUNIPATNAM

2. N.C. = Not computed because of negative nominal
or real growth rates.
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TiNE 2.108

Locality Coastant  Per capite  Per capits  Orbas Y §? ! L] o
urban incose property tas deasity

cLAss- 1

Surangabad il.g;n (?. 3% - ~1m.}m 00050 0.0 1.5 .13 3

Shopal iiigg% . - 1: - n ”m 1 enn 1.m 2.55 4

Sovadat! h ml ; . !gl - n‘gi;m 87125 000 R] R 4

Pispri-Chinchead ( I;;x‘ il Idg: - nlgig}” £ 01688 051 1.8 {

Ree harell ‘ 0 ‘ N . ?1 - «ivit " 1500 un 1.8 18 5

Raschl ‘ Zgﬂ ‘ 1’3‘ - sﬂiﬁu 0510 ) 1.8 1

Sanat - Zu‘ -2.88 - u“ll 0012 e nm 2.5 {
{(-3:310) (305 - {3.600)

cuss-'y

Marssgeda ( mr h ggg - 128/ .;”) R TA N 1.06 1.1 S

Taragner - Imlz - isﬁ - R (X1 R 6. .1 5
6848 (-3 4 - p.m)

falgoada ‘ “;4 ( “4 - -4 l.gg" NI R TR ¥ 7| 1.0 3

Ml ( mi ( I;;‘ - - ?c) R R 1.1 .1 §

Sakarsa - ﬁd -0 - 51&1 () 10570 0.0425 K]} 1.4 2
(-1. ll {-2.381 - ;.153

Sirsa 12 5.4 - 2 X T K TH 51.51 2.012 §
(3.214)  (-1.008 - {6.689)

crour-'t }

feesnaipatsn ; ;g:l s ml . m}. - L L 0.4 21 1

Peanlar ( m] ‘ ;gg - 19332 ) LS 0.2 1.0 1.021 §

Rapesa - im} 46141 - N 0.8047  0.540) 1.0 2.4 3
(-6.511)  (-0.360) - (.19

Bote: Pigures in the pareatheses denote 't ratios.
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TiK: 2.1

Tas Bevesne

Locality

Constaat

k:gil:rnrbal k:;i!:rllhll t:ian

n

CLiss-'4°
Aaraagabad
Bhopal

Sanahati
Piopri-Chinchnad
Bae Barelf
Raachi

Sarat

CLiss-'y
arsageda
Iharagper
Nalgoada
hll
Sabarsa
Sirsa
Shour-"¢°

Bheessaipataan

Panaler
Tapesa

facone property tax dessity
-2.585 1008 3268
4.8 (1039 { .m%
1188 1.811 i
{(-5.214 (114} {1,386
-1, 5441.9
{- !?l - i.m)
-0.29 - 25,6
{-1.384 - (1.313
- .42; 031 N}
(4.4 {1.719) (4.343)
.1
Al A A
-Hn* |Im] cizng
{-6.203) (8.32) (5.380)
-8.6021 - 2 1
{-5.524) - (120
-1.4831 4895 2848
(-1!.124) (u.nz» (1.8

Bote: DPigures ia pareatheses deaote 't° ratlos.

L]

8.8460
$.9902
8,908

09524

m

8.918)

5.8
0.0030
8.9622

02434
$.9543
L

4.6

(1]
W
16.31

1634

1.7
LU

1.0
1.8
11

A1
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TABIE 2.18C

Tax E ffort Indices for Selected Sample Local Bodies

1980 1982 1984 1986
Aurangabad - - - -
Bhopal 1. 008 0. 994 1. 008 0.999
Guwahati 0. 986 1. 019 1. 007 0. 965
Pimpri-Chinchwad
Rae Bareli 0. 966 0.908 0.73 1.218
Ranchi 1. 109 0.692 1. 56 -
Surat 0. 992 1.026 0.95 1. 006
Jharsuguda - - - -
Kharagpur - - - -
Nalgonda - 1.066 0.877 1.072
Pali 1. 004 1. 000 1. 003 0.997
Saharsa 1.007 0.995 1.01 1. 004
Sirsa
Bheemumipatnam 1.018 1.088 1.02 0.933
Punalur : - - - -
Mapusa 0.759 1.013 0. 995 -

Source: Estimated
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Chart II.3

Real & Nominal
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Chart II.16
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Nominal Revenue and Revenue Expenditure

Chart II1.20
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IIT. TAX ADMINISTRATION IN URBAN LOCAL BODIES

1. Introduction

The role of an efficient local tax administration is
quite crucial in reflecting upon the management capabilities of
local bodies. There are, for instance, at least two possible ways
to discern such influence of tax administration on local
government management capabilities: a) a satisfactory tax
administration may help in exploiting own resources of local
bodies to an extent permitted by their potential which may
minimise their unnecessary financial dependence on the State
govermments and b) a better financial Status followed by improved
performance of local resources which would have significant
bearing on the maintenance of reasonable standard of local
services. Nevertheless, as noted in the earlier chapter, generally
in "A” and C” Classes of the sample localities, the actual
exploitation of these resources has fallen short of average
per formance. Bearing in mind this fact of low potential
utilisation as well as keeping in view the above mentioned
significance of an efficient tax administration, it would be quite

instructive for policy purposes to study this aspect in detail.

A general idea about the structure of tax organisation
in our sample localities is considered to be important for three
reasons: 1) to know precisely how the tax system works, {i) what
are the strong or weak points of the system that could be held
responsible for an efficient or deficient tax administration and
1ii{) what are the possible avenues for reform of tax

administration.
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Qur discussion on tax organisation is, however, confined
to two major local taxes, namely, property tax and octroi, because
of their substantial significance in the revenue budgets of almost
all of our sample localities. Further as a number of minor taxes,
including fire tax, sanitation tax, scavenging tax, sewerage tax,
and water tax, happen to be based on ratable value of property and
hence have a common tax machinery (as that of property tax), a
separate discussion on tax organisation with respect to these

taxes is not thought to be necessary.

This chapter discusses the main components of tax
administration with reference to our sample municipalities. In
. the following sections, property tax and octroi are discussed with
respect to the following aspects: organisational structure and
staff strength, determination of tax base and valuation procedures

of rate structure and collection and arrears.
2. Property tax

a. Organisational Structure and Staffing Strength. The

common organisational framework of property tax could be
schematised as a five fold functional hierarchy which include
authorities at the levels of: 1) assessment (or valuation) 2)
validation 3) appeal for valuation 4) amendment and 5) appeal
against revision (Chart III.1l). The locality specific variations,
in the respective State Acts pertaining to municipalities or
municipal corporations, and applicable to our sample localities as
well are quite considerable. In most of the States, to which our
sample localities belong, the involvement of elected representa-
tlves 1s noticeable at one or more stages of property tax
administration. For instance, iIn the States of Haryana, Uttar

Pradesh, West Bengal, Assam and Rajasthan, the municipal acts
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assign the role of elected representatives either directly (i.e.
by council) or indirectly (i.e., appointment of authority by the
council) at the level of property valuation (Tables 3.1 and 3. 1A).
A similar kind of involvement at the stage of validation process
is observed in the sample States of Assam, Haryana, Gujarat, West
Bengal, Uttar Pradesh, Madhya Pradesh, Bihar and Rajasthan (Table
3.2). Except Bihar, the role of elected council is also evident
in the task of amendment of valuation (Tables 3.3, 3.3A and 3.3B).
In fact, there are only three of our sample States, namely, Andhra
Pradesh, Orissa and Kerala, where the municipal acts do not
prescribe any iavolvement of elected body in the property tax
administration. Nevertheless the main point, that needs to be
stressed, is that the property tax is uniquely distinguished from
the other local taxes with respect to its administrative
organisation which marks a fusion of elected body and appointed

personnel at its various stages.

Given the organisational structure of tax administra-
tion, the staff strength of the tax department has a crucial role
to ensure its smooth functioning. For this purpose, detailed
information with respect to sanctioned as well as actual staff in
the particular department could have been extremely useful.
However in the absence of this information, one may take total
staff strength as a proxy for the availability of staff in the tax
departments. The plausibility of such an assumption arises from
the fact that in most of the local bodies, provisions and
practices of Interdepartmental transfers within the local body’s

organisation exist.

The information on sanctioned and in position staff in
the sample localities is presented in Table 3.4. In at least four

local bodies, namely, Guwahat!l and Surat (both A Class) and
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Kharagpur and Sirsa (Both B Class), there was a shoertfall eof
actual staff with reference to the sanctioned capacity. At the
same time, however, three sample local bodies have staff strength
in excess of the sanctioned. These include two A Class localtities,

nanely, Rae Bareli, and Ranchi, and a B Class locality, Pali.

This phenomenon can be attributed to the ad hocism in
recruitments as except in a few places, there is no égency for
overseeing the municipal staff recruitment at either the local or
at the State level (Table 3.4). Further the tendency towards ad
hoc recruitment gets accentuated by the presence of a nominated
body in a number of local bodies in place of an elected body
primarily because of postponement of elections of local bodies for
unduly longer durations. This was the case, for instance, in Uttar
Pradesh, where till recently, for almost 17 years elections for
urban and rural local bodies were not held. Like-wise at Pali, in
Rajasthan these elections took place after a lapse of 13 years in
1987. Similarly in Assam, too, these elections have not been held
since 1970-71 (Table 3.4A). In this context, it is also pertinent
to nofe that in some of our sample local bodies, like Rae Bareli,
the overstaffing on account of ad hoc appointments for the purpose
of tax collection machinery has been caused due to tremendous
difficulties in getting sanction for rvecruitment of additional

permanent staff.

Another indication of staff strength as an indicator of
administrative efficiency can be analysed from the amount of work
load each staff has to bear. From the available information
pertaining to our sample and some other localities as well, f{t
can be noticed that the work load like in terms of properties
assessed per officer varies from one locality to another (Table

3.5). 1In many sample localities i{ncluding Surat, Pali and Sirsa
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work load 1is much higher than those in metropolises like Bombay
and Calcutta. However, there are sample local bodies like Bhopal,
which are on the other extreme in comparison to aforesaid
metropolises. Possibly the adverse impact of such a relatively
high work load is reflected in a very low percentage of collection
in relation to demand raised for property taxes. The collection
in our sample localities for instance, varies from 16 per cent in

Jnarsuguda to 55 per cent in Bhopal (Table 3.8).

b. Determination of Tax Base and Valuation Procedures.

Given the organisational framework of tax administration, there
are certain features common to all the sample localities and most
of the local bodies that could be cited with respect to valuation
procedures involved in the determination of tax base. Considering,
for instance, the case of property tax, one could make some
general observations. In most of the local bodies annual letting
value of the property is considered as the base on which the
property tax is levied. The term annual letting value (or rental
value) 1in fact, implies the gross annual rent at which the
property nght at the time of assessment be reasonably expected to

let from year to year.

In order to assess the reasonable letting value or the
tax base, properties are classified into the following categories
(a) rented properties (b) owner occupied properties (c) Central
Govermment properties (d) State government properties and (e)
properties belonging to charitable, educational and religious
institutions. 1In most of the States, property tax Acts exempt the
last two categories of properties for tax purposes. In some
States, however, like Gujarat and Maharashtra, compensation is

paid in lieu of property tax loss caused on account of exemption
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of State government owned buildings so far as Central Government
buildings are concerned they are assessed only for the payment of

service charges.

The major distinction for the purpose of property tax
assessment rests in the form of rented and owner-occupied
properties. Generally the actual rent is considered to represent
annual letting value for the rented properties. If the information
on the actual rent paid is found to be unreliable, a comparison
with similar properties is made to determine the value of
reasonable rent. In the case of owner occupied buildings, the
letting value is determined by using capital value method. The
cost of construction of building at the time of construction or
assessment and the market value of land is taken as the capital
value of the land and building. A certain percentage (ranging
between 6 to 10 per cent) of this capital value considered as the
gross annual rental forms the basis of assessment of property tax.
Depending upon the availability of information pertaining to
actual rentals or otherwise, a similar combination of these
methods is used to determine annual letting value for the public

buildings including hospitals, schools, libraries, colleges, etc.

There are two ways in which the State government Acts
directly or indirectly influence the property tax base. The most
common involvement of the State Government Act in property
valuation is through the Rent Control Act (RCA) which is in
operation in almost all States. The assessment of premises falling
under this Act is made on the basis of the criteria laid down by
the rent control authority in the individual State. The basic
criteria, namely, gross rental value method or capital value
method remain also under the RCA. But the general emphasis on a

reasonable or fair reat under this Act has usually been a
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depressing factor in the determination of property tax base not
only with respect to properties governed by this Act alone but
also with respect to other properties (See Bombay Rent Act, Nath,
1984). The existence of RCA also contributes to disparities in
the assessed value of rent controlled as apposed to non-rent

controlled properties.

Another way in which State Govermment s influence creeps
into the assessment procedure takes the form of appointment of a
central valuation authority. In the case of West Bepgal, for
instance, 1in the absence of appropriate assessment staff at the
local bodies (except for the municipal corporations of Calcutta
and Howrah), the State government has created an independent
authority known as Central Valuation Board (CVB) which is having
its own staff to undertake assessment of properties in each of the
local bodies. Similar practice exists in Assam also. In many other
States, State govermment deputes their officers in the municipal

offices to undertake the work of assessment.

c. Rate Structure. Rate structure of taxes in the

municipal bodies is guided by the respective State Acts.
Generally, a range or interval is specified by these Acts which
sets the upper and lower limits to taxation of a particular type.
The significance of rate structure of major local taxes hardly
needs any mention. As widely accepted, a reasonable rate structure
could go a long way in raising adequate financial resources
through greater compliance and: collection. In the case of our
sample localities there are two points of additional interest.
First, the rates differ across size or groups. Secondly, in case
of property tax, another dimension would be to observe whether the
rate 1is on the higher side in non-octroi localities compared to

octrol levying local bodies.
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It is evident that State control of municipal taxation
has severely constrained growth of municipal revenues particularly
that of the property tax. Apart from fixing minimum and maximum
rates under the statute, some municipal legislations prescribe
procedures for abolition or alteration of a tax. The main
intention behind these measures is to deter municipal govermments
from reducing tax rates/abolishing a tax altogether so as to tilt
inter-jurisdictional rate differentials in their favour. However,
over time, a convention has been evolved according to which if any
changes in the rates or fees or taxes are required, they have to

have the prior approval of the respective State govermments.

The rate structure of property taxes pertaining to our
sample localities is presented in Table 3.6. As would be observed,
all the local bodies do not levy all taxes which generally fall
under the major head of property taxes. It would be meaningful
thus to compare our sample local bodies either in terms of rates
relating to general property tax or with respect to consolidated
property tax rates. In the case of former (i.e., general tax),
the available information reveals three types of rate structure.
Progressive rate structure is common among some of the A and B
Ciass of localities. Prevalence of such progressive rates could,
in fact, be observed in Bhopal, Raebareli and Surat (among A Class
localities) as well as in Kharagpur and Pali (both B Class
localities). In these localities, slabs of annual rental value
and thus the rates of general tax vary across the classes as well

as within the same class.

In another system of rates being followed in many sample
localities including Guwahati (A Class locality), Nalgonda (B

Class locality) and Bheemunipatnam (C Class locality), a
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distinction is made between residential and commercial properties
with the rates being higher for the latter category. But this
system does not prescribe any kind of graduation or progression in

rates.

A wore simplified rate structure takes the form of a
consolidated general tax for all types of properties. Examples of
this system include Aurangabad, FPimpri-Chinchwad, Ranchi (all A
Class local bodies), Jharsuguda, Saharsa, Sirsa (all B Class local
bodies) and Punalur (C Class local body). Consolidated rates of
general tax commonly appear to be higher in A Class localities
when compared to other classes. Even the comparison of

consol idated property tax rates indicate an identical situation.

A distinction in terms of regrouping by octroi and
non-octroi categories, however, does not bring out any clear cut
differences in consolidated property tax rates. In wmany octroi
localities, for instance, rates are quite high. On the other hand,
in non-octroi localities where one would expect higher rates of
property tax there are quite a few sample units like Guwahati,
Saharsa, and Punalur which have consolidated property tax rates
(or the marginal rate on the highest slab of ARV) lower than the

rates prevailing in octroi levying local bodies (Table 3.7).

d. Tax Collections and Arrears. GEfficiency of any tax

administration gets reflected in smooth collections, relatively
less number of disputes, low arrears, speedy disposal of appeals
and pending cases. These, among others, are closely linked to
organisational structure, valuation procedures, rate structure,
appellate procedures and measures or deterrents against non-
compliance. In this section, we attempt to recapitulate some of

the observations made in the earlier sections along with the
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information obtained on the basis of our discussions with- the
officials of sample localities to establish the causal links
between administrative efficieancy and other various factors as

outlined above.

As presented in Table 3.8, it is apparent that arrears
as a percentage of demand has been quite high in all the sample
localities. Tnls is true for all taxes taken together as well as
individual major tax like property tax and group of taxes other
than property tax. However, since property tax constitutes the
bulk of total tax revenues, the possible reasons for such high
arrears could be traced by focussing on the views of the property
tax administration itself. The other major tax namely octroi,
wherever leviable, does not have the problem of arrears owing to

its basis of levy system.

Discussions with the local officials in this regard have
brought out several points worth noting. It is the general opinion
that the existing assessment system of properties based on rental
value has certain shortcomings. This method, in certain cases, in
fact, instead of being scientific is more of a subjective nature.
Especially, wherever rental value is imputed on the basis of
historical costs, the assessment of new properties is definitely
on a higher side on account of inflated land values and costs of
construction. Due to this 1in-built bias against the new
properties, the property tax demand raised on such assessment
values generally lead to disagreement and litigation from the tax
payers. Consequently, number of pending court cases and arrears
continue to rise with the 1increasing number of new properties
coming up In a municipal jurisdiction. Further, the procedural
formalities of the case settlement also delays the payment of

dues. Even after the settlement sometimes dues are phased out in
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easy instalments for recoveries resulting into a prolonged
continuance of dues as arrears. The psychological influence of
this kind of assessment procedure is also reflected in a generally
held notion by tax payers of relatively large sums that if the
property tax case is taken to the Appellate Authority, some relief
of tax liability would be generally possible on one pretext or

another.

Besides the inappropriate assessment procedure, the
arrears have also tended to grow because of laxity on the part of
tix collector or lack of staff strength of tax collectors. In the
case of one sample locality, namely, Sirsa, it could be observed
that recovery of outstanding tax demand is entrusted to recovery
staff of land revenue department of the Haryana State Government.
The latter 1is already loaded with their departmental recovery
operations and thus are hardly able to attend to the local body’s
work satisfactorily. At times, political environment caused on
the eve of elections for the Lok Sabha or assembly or council adds

up to such laxity.

Even the statutory provisions relating to periodic
revision of assessment of properties have been kept pending on
account of political resentment. This has been the case in at
least some of the sample local bodies such as Aurangabad, Bhopal,
Ranchi, Jharsuguda, Pali and Saharsa (Table 3.9). In fact the
revisions took place as far back as in 1960-61 and 1970-71
respectively in Ranchi and Saharsa. The upshot of the pending
revisions of assessment of properties is sometimes reflected in
property tax rates. Finding revisions to be difficult, some local

bodies have del iberately adhered to frequent revision in rates.
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This kind of rate escalation in place of revision of property
assessments s detrimental to tax payers” psyche and adds up to

resentment, litigation and arrears.

Notwithstanding the delayed collections on account of
litigations, the cases of non-compliance prevalent amongst many
local bodies are no less distressing as they represent in efféct
an absence or ineffectiveness of deterrent provisions. In some
sample local bodies for instance, Raebareli and Sirsa, there 1is no
penal provision against non-compliance. The existing deterrents in
other municipalities include measures like interest payments on
dues, water disconnection, issue of warrants and take over of
property. In Surat Municipal Corporation, for instance, there is a
provision of penal interest rate at the rate of 15 per ceat per
annum as a deterrent measure against non-compliance. However,
public resistance against this measure has rendered it
ineffective. A similar penalty provision in Pali Municipal Council
has remained ineffective. The result is that the policy in such
cases has been to provide some rebate to the defaulters on arrear
payments. Interestingly, another indigemous administrative
strategy being pursued by some of the sample local bodies in this
regard consists of an out-of-court settlement procedure. A similar
procedure involving, however, a judge of High Court or Session
Court, called as Lok Adalat, is being followed in Surat Municipal

Corporation.

Some of the other measures like issue of warrants or
attachment of property. though seem to be promising, however, have
failed to produce desirable results for reasons similar to noted
above. Many local bodies in our sample have also attempted
publicity measures to enhance civic awareness towards local tax

payments. The amounts of expenditure on such publicity works have
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ranged between Rs. 1000 per annum in some of the sample localities
like Saharsa to Rs one lakh per annum in a large municipal
corporation like Surat (Table 3.10). Generally, the
administrators of the local bodies resorting to the publicity
measure seem to view this as a successful step in avoiding

non-compliance.
3. GOctroi

a. Coverage and Collection Machinery. In the case of

octroi, the basis of levy is either gross value or weight or
number of goods that enter into a local jurisdiction for sale,
consumption or use. In most of our sample localities, generally
an admixture of these bases is used. Interestingly, because of
historical reasons in some sample localities, for instance, Pali,
we find that items like electronic goods, for which a value basis
may be more suitable for local revenue purposes, the existing

system instead has a basis such as weight.

The tax is collected at the checkposts located at the
borders of a locality. Assessment of the tax is done on the basis
of documents being carried along with the vehicles. A notable
feature of the assessment mechani a is that it basically rests on
trust and involvas no checking of amounts at a later stage. Due
to checkpost based collection, there is, however, no problem of

tax arrears.

Given a fairly wide coverage of octroi, almost all goods
that enter into a local area attract the tax. However, the
respective Municipal Acts in various States which govern the
octroi levy have stated its coverage either by specifying the

goods that fall under the octroi Act or list out the commodities
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that are exempt from this levy. 1In most of the States,
nevertheless the latter method of defining the coverage i.e.,

listing the exempted commodities is being followed.

Unlike property tax, administrative organisation of
octroi is less complicated and does not bring in ahy involvenment
of elected body at any stage (Chart III.2). Generally speaking a
common organisational framework of octroi administration has a
functional hierarchy at three places which include border
checkpost , internal checkpost and head office. The border
checkpost 1s headed by a personnel of the rank of a deputy
superintendent and the working staff consisting of an ianspector, a
clerk and a few other core staff. The internal checkpost primarily
meant for disputed cases 1is supervised by an assistant
superintendent who 1is supported by clerks and other core staff.
Both the internal and border checkposts are administratively
controlled by a head office which come under the supervision of a

superintendent.

b. Variants of Octrol. There are two main variants of

octroi which differ with respect to their assessment procedures.
They are terminal tax and entry tax. The latter tax has also
developed differently in different States which have adopted it im
lieu of the octroi. None of our sample localities, however,
happens to levy terminal tax. At present, the same is being levied
only in some of the Union Territories, namely, Delhi, Pondicherry
and Andaman & Nicobar Islands. The two States which have so far
adopted entry tax include Madhya Pradesh and Karnataka. The
entry tax is a State govermment levy being collected by the State

and devolved among the local bodies.
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The taxable purchase value in the hands of importers
constitutes the base of eatry tax. This is arrived at by adding
to the actual purchase price, excise duty/or additional excise
duty, cost of transportation, packing, forwarding and handling
charges, commission, insurance and the like. fThus the estimated
market value becomes the tax base. However, for goods that have
been acquired but not purchased, before deciding upon the actual
tax liability, deductions are made for the value of goods
purchased or received from outside the local area but subsequently
sent outside the local area (but not by sale), provided these
goods are transported out of the State within six months from the

date of entry of goods.

The entry tax is payable only by the first dealer liable
to pay sales tax who effects the entry of any goods into a local
area. No entry tax is payable if the entry of any goods into a
local area is effected by a dealer not liable to pay sales tax or
any other person. All sales tax dealers whose turnover exceeds
some stipulated limits as importers, manufacturers and other
categories of dealers are covered under the Entry Tax Acts. The
system of penalty, appeal, refund etc., of this tax resembles the
sales tax procedures, and the State sales tax department is the

administering agency.

C. Rate Structure. In case of octroi/terminal tax, the

basis of levy is either gross value or weight or number of goods
that enter into a local jurisdiction. As a result, both specific
as well as ad valorem rates are prevalent. Historically, in most
of the local bodies octroi rates have been specific (i.e., rate
per unit of goods) or weight specific. However, growing financial
requirements have led to gradual adoption of ad valorem rates in

which value of goods forms the basis. At present, in most of the
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lical bodies a combination of specific and ad _valorem rates can
be observed. The relative domination of each of these rates
varies from one locality to another. There are, however, few
exceptions where, for instance in Bombay, all the rates are ad
valorem. A wide variation in rates of octrol is a feature
noticeable across the States, and across municipalities as well as

corporations within a State.

The rate structure of the major octroi variant, namely,
entry tax also differs across the two entry tax States. In Madhya
Pradesh, the entry tax, which varies from 0.5 to 7.75 per cent, is
collected only at the first entry. Unlike Madhya Pradesh, the
entry tax being multi-point in nature has been fixed at 2 per cent

in Karnataka.
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TABLE 3.1

Preparation of Valuation/Assesswent List

1. Council*is entrusted Haryana, and Uttar Pradesh
with the task

2. Assessors appointed by the West Bengal, Assam and Rajasthan
council
3. Assessor/valuation officers Orissa** and Andhra Pradesh
appointed by the State
Govermments
%k
4. Executive officer Bihar, Madhya Pradesh, Gujarat,

Maharashtra, Punjab and Kerala

Notes: * The term council is used in some Source: Respective
States while in other States it Municipal Acts.
may be called Municipal Board or
Committee, or Commissioners at a
meeting.

* % In Orissa till the valuation officer
is appointed, the task is assigned to
the executive officer.

Xk Munic ipal executive officer is known as

Commissioner in Tamil Nadu, Kerala, Rajasthan,

as Secretary in Andhra Pradesh and Himachal

Pradesh, as Chief Officer in Maharashtra

and Gujarat, Chief Municipal Officer in

Madhya Pradesh.
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TABLE 3. 1A

Municipal Acts Governing

Sl. No. Municipal Act Local Body
1. Andhra Pradesh Municipalities Act, 1965 Bheemunipatnam & Nalgonda
2. Bihar and Orissa Municipélities Act, 1922 Saharsa
3. Haryana Municipalities Act, 1973 Sirsa
4. Kerala Municipalities Act, 1960 Punalur
5. Rajasthan Municipalities Act, 1959 Pali
6. Orissa Municipal Act, 1950 Jharsuguda
7. Bengal Municipal Act 1932 Kharagpur
8. Guwahati Municipality Corporation Guwahati
Act, 1969
9. Madhya Pradesh Municipal Corporation Bhopal
Act, 1969
10. Bombay Provincial Municipal Corporation Aurangabad, Pimpri-
Act, 1949 Chinchwad and Surat
11. Uttar Pradesh Nagar Mahapalika Adhiniyam Rae Bareli

Source: Respective Municipal Acts.
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Validation Process

TABIE 3.2

of Valuation/Assessment

1. Public Notice to be Given by:

a.

b.

Municipal council
Chairman of the council

Executive officer

Valuation officer/
assessor

2. Objections to be made to:

a.

b.

Municipal council

Executive committee of
the council

Cirairman of the council
Executive officer

Valuation officer/
assessor

Objections to be heard by:

a.

Municipal council
(generally delegated)

Special committee

Valuation officer/
assessor

Executive officer

Revising authority

Assam and Haryana

West Bengal
Bihar Madhya Pradesh, Maharashtra,
Gujarat, Xerala and Uttar Pradesh

Andhra Pradesh, Rajasthan and Or.ssa

Assam and Haryana

Gujarat

West Bengal

Bihar Madhya Pradesh, Maharashtra,
Kerala, Orissa and Uttar Pradesh

Andhra Pradesh and Rajasthan

Assam . daryana, Uttar Pradesh, Madihya
Pradesh and Rajasthan

Bihar, West Bengal and Gujarat

Andhra Pradesh, Maharashtra and Orissa
and Kerala

Tamil Nadu and Kerala

Karnataka
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TAEE 3.3

Appeal Against Revising Authority

Revising auwthority Appellate authority States
Quncil or its - Asszm, Bihar and West Bengal
camittee whose
decision is final
uncil or its a. District Magistrate/ Haryana, Uttar Pradesh and
camittee or Ollector/Deputy Rajasthan
special camittee Comnissioner

b. Civil Judge Madhya Pradesh

c. Judicial Magistrate Maharashtra and Gujarat
Executive officer Ouncil/special officer Kerala '

appointed by State
goverment for this
purpose

Valwation officer a. fppellate Commissioner Mdhra Pradesh
(appointed by the State
goverment) in consul-
tation with haiman
of the Council

b. District Magistrate Orissa

Source: Respective Municipal Acts.
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TABIE 3.3A

Grant of Remissions

Athority assigned

States

1. uncil (may delegate aiso)

2. Execut ive comittee of
the council

3. Execut ive officer

Harvana, Rajasthan, Madhya Pradesh, West
Bergal and Maharashtra

Gu jarat

Uttar Pradesh Bihar Andhra Pradesh, and
Kerala

Source: Respective Municipal Acts.

TABE 3.38

Authority to Amend the Assessaent List

Atbhority vests in

States

1. Municipal camncil

2, Special camittee or the
executive camittee of
the camcil

3. Execut lve officer

Haryana, Uttar Pradesh, Rajasthan, West
Bergal amd Assam

Qu jarat

Bihar, QOrissa, Andhra Pradesh, Kerala and
Maharashtra

83

Source: Re:pective Municipal Acts.



TABLE 3.4

Statfing Pattern and their Cost in Selected lrban Local 5Sadies i Irnita

Total Wages

Stait Strength Nueter of Empisiees tncluding MC
i Re,)
In Recruitaent Systes of Super- Non- Xon- 1988
Class/Local Bodv Sancticned Postition  through  deputation  visory  Supervisory Technicali  Technical fatal
Class &
1 Aurangabad - - - - - - - - - -
2 Bhopal 1358 N.A, PSC Yes - - - - - -
3 Guwahati 1109 922 |, MSSC Yes - - 3 17 48 -
4 Prapri-Chinchwad L) 2987 - - - - - - - -
S Rae Bareli 267 339 1 No 12 57 . 81 L1]3 1066 -
6 Ranchi 1201 1243 - - - - -~ - - - -
7 Surat 10379 8107 55C,KC/0C No 428 9951 2381 7998 10379 -
class 8
2 Jharsuquta - 11 PSg Yes 13 15 ‘ 169 - -
¥ Kharagpur 315 [TT 1 3 %o i 45 4 49 49 -
10 Nalgonda - - - - - - - - - -
11 Pali 51 751 PSC,EB Yes 12 132 407 - 75188 1325500888
12 Saharsa 81 87 o L] - - - - - 41000
13 Sirsa sl 50 SSe Yes - - - - - -
(For CEQ and MC}
Class C
14 Bheeaunipatnan 95 93 NSSC %o 17 86 - - 3 -
15 Rapusa - - - - - - - - - -
16 Punalur %2 2 PSC Mo - - [ - - -

Source: Respective Municipal Gffices.

A55C Runicipal Service Selection Ccearssion

o Direct Recruitaent

EXP €1 Applicatioas are Called Through
Eaplovaent Exchange

i Gpen Coapetition Through Advertiseaent
?5¢ Public Service Coaatssion

SSC Staff Selection Comaittee

< Khadi Cosmttee

(1} €Elected Board

556 Service Sefection Board

] Only in Property Tax Departaent
" G¢ dhich 364 Sweepers

[11] Relate to Year 1989-90
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TABLE T,

mn

Corcuration tiunber of Number ot Mumtér of  Fropertiec rrocoerties
Froperties DFfic2rs Stafd per per Staff

Officer L for
{for “ssrs3Iment)

Ascessment s

Sample:

1 Bhopals TIOQ00 16 17S 1378 s
2 Fimpri-Chinchwad N.A. 1 Zoi - -
T JharsuqQuda - ~ T- - - -
4 Surat 74554 4 179 9Is4l 2272
5 Pali 13814 = 1 A605 2783
S 3irsa 163500 1 b 15500 TI00
Qthers:
1 Delhi SGO000 a7 793 . 10478 &I0
2 Ahmedabad% 6835655 &9 N.A, 10533 -
3 Khandwak gl72 8 49 1009 1465
4 Calcutta 132000 43 725 3070 137
S5 Bombay 214000 75 1749 285= 123
Note: & Figure=s Relate to Sanctioned Sources: 1. For Calcutta and Bocmbav,
Strength. Sharma M.P. “Coilaction of

Property Tates : A Case Studv
of Delhi" Nagarlok xWI. 2.

45-60.
2. Far Jdthers, na Cespzctive
Municipal Caorporaticns



TABLE 3.6

Property Tax f3tes in Selected Urban Local Bodies in [ndia

Local Body Basis of  Rate of General Tax/Slab  Fire Tax  Mater Tax  Scavanging  Lighting  Conservancy Tree Cess Latrine Resarks Total Rate

Levy fax Tax fax faz 0
Class &
I Aurangabad Actual 7} 0.75 31 iNo 3 - 0.51 - 2.2
ARV Connection)t
2 Bhopal Annual  0-1800 N
Value  1805-5000 [ .
$001-12000 8.331 n W N Rs. 10 Rs. 10 [ Rate 1n Stad
12001 -18000 101 Per Building *is. 30
18001-24000 151 -
240001 -Above 200 - _
3 Guwabati - Cossercial 151 Nater Pipe 101 1] - Service 3.5 in Case of 17.51 to 28.51
- Residential §01 No Pipe 7.51 . Factories Sanitary 2.51
4 Pinpri-Chinchuad ARV m 0.5 2.5 - The Drainage Tax Varies 851
S Ras Bareli ARV 0-1000 101 St 101 - Fros 8 to 101 201 to 51
1001-Above - .
& Raachi - N.A. §2.51 f Hydrants St - Nithout Teaporary Connec~
<300 Yards-12.51 - tion the Water Tax 1s only
2300 Yards-7.51 - 7.5 on 27.5 to 32.51
7 Surat 0-300 NO
301-5000 (¥4 N N N [ KL 81 N L8 Conservancy Tax Hin,Rs 2 on
5001-7500 151 Non-Residential ﬁldgs:lhere
4501-10000 201 - 1-20 Workers 81
21-50 Morkers - 12t
§1 or Hore Workeers 181
Class 8
B Jharsuguda ARV (House Tax} S N AL Nater N 2.5t N (8 2.51 without Septic 101
Chacges Tank

751 Rebate on
Septic fank

9 Kharagpur ARV 0-100 nl .
101-200 101
201-500 181 w3 per Siab
501-2000 251 10T to 4t
2001-10000 301
10005 -25000 35t 5te 331
25000 and Above 401
10 Nalgonda ARV 251 Residential
331 Cosmercial Consolidated
11 Pali ARV & CC $00-1200 6.91 KL -
1200~ 6,51
For Pusp ¢ than
Ks | Lakh
12 Saharsa CC/ARY 91 Mithout Septic L NL NL Nost 51 {1 ARV NL Kost 51 Health and tducation Cess 1<,
Fank Wost 2.5 Wost 2,51 4 501 of iguse Ta: [N
13 Sirsa ARY 12.51 - - - - - - - - £2.5%
Class C
{4 Bheesunipatnaa ARV 24.961 Residential Consolidated 24,91
32,2 Coasercial 5.1
15 Rapusa -
16 Punalyr ARV n - 2 hid 2 - - - - - L
Notes: Nater Tax is Levied on Properties Mithout Mater Connections Source: FKespective Municipal Offices.

Otheruise Nater Rate Mostly Using Flat Kate Systea 15 Charged.



TARLE D00

Consoilidaned FProperty Tax

-v

(Macvwygn PMlarginal

(Far Cent)

idlctroi States

Suirangabard
Fimpri-Chinchwad
Rae Bareli
Jharsuguda

Faii

Surat

Naon—-0Octroil States

Bhopal
Guwahati
Fanchi

Eharagour
Nalgonda
Saharsa
Bhzemunipatnam
Fure Lare

Y S

]
@

-~ e
»‘é) .«

~e e
et A

20.75
10,00
07 .30

.
SO,

20,00
10.15
27 .50

I2.00
-




=

1 PBhagalk .
{1783-99 =4

Z  SRaharsa -
C1728-29)
3 Surat 1679

(1787-893,

4 Rail Barela 21.78
(1788-3%)

S Jharsuguda 2.84
(1533-34)

&6 Bheemunipatnam .43
(1788-39)

7 Punalur 18.46
{(1987-3%)

Tl F DLl

(RS S O]

[ BETR TS SRR AR AR A

Jicd e tren
Tota e -
L4 - ~
2949 373 IS0

VI8

(16,

(Z4.

Aard
S5

95)

Q%)

01

tiotes: 4 - Iedformation Relatica to 15 aunt

X - Faigures 1n the parentheses in b

Jenote cotiection

e

Current

t

o

as oercentage

af IS woras,

Fu

ar total



ToRLE 7.3

TE Lo 0 « st LD Fropertras o tee Taeiectead Lhrban Tamit s 5

Revision Fending

Statatary B R R U5 U5 Mot Jue

3120

173100

cal PFodies Frosi1s:ion Tes N Feal

L Aurangzoad 4 fears Ta2T 1°81-82 {9a3-5¢
J Bhopalt S tears Yex 1734-35 1557 -5
T Guwahat: S Years - - . -

4 Fimpri-Chinchuzed 4 r2ars N = 1337-%4
S Fae dar=ii S Years Mo - 1991

s Ranchi 5 fears ez 1950-51 {FI0--T
7 Surat 4 Years [31a) 17287-£8 1951-22
Ciass B

8 Jharsuguda S Years fes 1534 1789

? tharagpur S Years No - -
190 Nalqgonda S Years - - -
11 FPali 3 Years Yes 1984 1987

12 Saharsa S Years ‘Yes 1970-71 1990-31
13 Sirsa S Years No 1382 1983-57
Class C

14 Bheemunipatnam S Years - ~ -
15 Mapusa - - -

16 Funaiur S Years - 1987 ~-%3 1392

Caeciord held)
Mata: 8 Froperty Tanw Till 1976 was Scurces zpactive Mosioizal

A1th the State Bovernmant., fioes,



TRELE 3,19

Aav Excenoiture Incurred
on Pubiicity Mork for
Collection of Dues

Penalties and Other Deterrent Measures niupted

far Nen-Coaplisnce

Whether thece
Vejsures Myce
teen fdeguatels the Peasons

1sed

14 not Uses
dhat are

Class/locai Rodies tesiNo  [f Yes Azpracisate Has 1t been
Asseat in s Thousands teesiictal
i M 3

Class A

I dyrasgatad - - -
¢ Bhapal n : -
3 Guwahaty fes 122018 PN, Yes
§ Fispri-Chinchead - - -
S Pae Bareln fes 3 Yes
5 Ranchi fes - fes
7 Surat Yes ivd PLA, Yes
Class 8

& Jharsuquda fes {5 P.A, Yes
9 Kharagpur No - -
10 Naigonda - -
it Paly Tes 1.5 P8, fes
2 3ahsrza fes N} tes
13 Sirza I s Fom, fes
lass

o4 shesrintaatnae - - -
15 Mapuis - - -
1y Fubalur fes H g

Attachaent of Progerties Penalty
soto 151 of Tar Asount

{3sue of Warrants, Take Over of Froperty

N3 Provision of [nterest and Dues

No Provision for Fenalty & Other Deterents

Only Self-Motivation

Notice, Warrant, Public Auction, [ndividual

nuction iBY Interest

fes, Attachaent of Progerties etc. no Penst
interest by M, Council but Court Collects 4121
fraa Defaulters which 1s Non-Transferable

Penalty as Per Act

Teaand Notice, Attachsent of Property

fes scae Srovisioas fike Attachesnt g¢
No Feraitv oniv Rebate of il

Far 13 Zaes Feraitted

Fragerty

fes

1o

Politicai

Interic ente

Notes: F.i, -
1 =

Reprosiaate sercentige of s:zessitros

3 total collection costs rncurred on
Jubiizites



TABLE 3,10 (Centd.t

Does the Existing Leqal Frase have Enough
Teeth to lapiesent Better Coapliance

YesiNo I no What are the
Qbstacles

Class A
1 Aurangabad

2 Bhopal
T Suvahati

4 Piepri-Chinchuad
3 Rae Bareli

5 Ranchr
7 Surat

Class §
§ Jharsuguda

9 Kharagpur
10 Nalgonda
11 fali

12 Saharsa
13 Sirsa

Class €

14 Bheesunipatnas
15 Napusa

16 Punalur

No, because of Pplitical Interterence

Yes. -

Yes Legal Provisions and Lack of Staéf
Yos There is no Legal Frasework

Yes Legal Frasework is Enough

Percentage of Anv Qther
Cases Relating “eaark
to Non-
Coepliance
3 [)
- 1) 2 to 3 thousand Cases of Progertv Taxes
Where Attachaent of Properties was done
- 2) Over 2 Crores involved i1n PT Litigatiocas
(12 -
Low 1) An Asount of Rs 7 Lath Involved
in Court Cases of PT
2) No lapact of Rent Control
because of Rate Fixing
A fen -
™
2000 or More
Cases
A1

Source: Respective Municipai Offices.



CHART IIIL.1

Organisational Framework of Property Tax Assessment

I l
[ I
R —— -mme-
[ Appellate
I
I |
I I
Anending authority === Hearing authority
I
I
_____________ >..-...._-_____..
I |
I I
Finally Approved -—<-- Appellate against
Assessment issuing authority
Note: * Internal or External Source: Respective
(i.e.. Court of Law). Municipal Offices.
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CHART III.2

Organisational Structure of Tax Machinery for Octroi

- ————— - - — - ————

- — - - ———

- — — . —— —— - — - — — — — -

Internal checkpost
( for disputed cases)

- ———————— - - -

Asstt. Supdt.
I
I
Clerks e —— I

Inspectors Clerks
Peons/Guard
I I
| I
Disputed cases Cleared cases

- - — - — - —— - - -

Source: Respective Municipal Offices.
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CHART III.3

Property Tax Administration: Surat Municipal Council

Collection Assessment Appeals
I I I
Direct Tax Conmissioner Comunissioner
Superintendent (1) I :
I !
Deputy Accountant (2) Deputy Commissioner Appellate Officer (6)
| (Special) I
! I |
Section Officer Assessment Officer (1) Surveyor (12)
(250+1S0 Prosecution) | I
I | |
First Grade Clerk Asst.Assessment Officer (2) Clerk (4)
(4; one is supervisor) I
| I I
Second Grade Clerk Supervisor (1) Peon (12)
(12; 9 are Head |
Inspectors) I
I I
Third Grade Clerk Surveyor (55)
(121; 100 are ward |
Inspectors) I
I I
Watchman (1) Head Book Clerk (60)
I (or clerks)
I I
Peon (23) Peons (60)
Note:* All the staff mentioned under Source: Respective
“Appeals” is also included under Municipal
the "Assessment” head. Offices.

Figures in the parentheses denote
number of employees in the respective
categories.
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CHART IIL.4

Property Tax Administration : Sirsa Municipal Council

Collection Assessment Appeals
I | I
I I !
Collectors Tax Superintendent (1) Elected Body
and I |
Clerks (4) | |
Bill Distributors (2) Finance Sub-
I Committee
I |
Peons Deputy Commi-

ssioner (Or
External Court)
I
|

+ Commissioner
and
Secretary to
Local Government

(at Chandigarh)

Source: Respective Municipal Offices.
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CHART IIIL.5

Property Tax Administration : Pali Municipal Council

Collection Assessment Appeals
| | |
l | I
Revenue Officer (1) Assessor (2) Elected In case
! (Trained Board of No
Revenue Inspector (2) at Jaipur or Board

| for 6 months) Revising |

UDC Committee Collector
| (Members (Pall)
LDC of Board |
| are Revenue
Peons Adminis- Board of
trators) State Govt

(at Ajmer)

Source: Respective Municipal Offices.
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IV. APPROACH TO LOCAL TAX REFRM

1. Basic Issues

Urban local bodies perform a wide range of functions
to improve the quality of urban life. These functions generally
comprise basic health and education, water supply and sewerage,
sanitation, street lighting, fire protection, public markets and
sometimes public transport. They also share some of the
responsibilities with the State govermments like land development
for business and residences, capital works in respect of water
supply and sewage disposal and fire protection. The concentration
of population, business and industry and government establishments
in and around urban centers has increased the demand for these
services. The nature of demand for these services however,
differs from one class of service user to another. Residents of a
locality put direct demand on these services. Business and
industry, besides creating direct demand also add indirectly to
municipal responsibilities. That is, they impose demand on local
authority services as not only part of production process (for
example, refuse collection fire, water and sewerage links, roads)
but also on account of the non-residents they bring into the
locality as workers and customers who may also additionally
require local services such as public transport, parks, libraries,

and health care.

While discharging these responsibilities, local
governments are faced with certain constraiats, particularly
those relating to their budgets and management capabilities. The

budget constraint comprises tax and non-tax revenues. user charges
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and State grants. The management capabilities consist of
administrative machinery and its strength, problems of tax
implementation and recovery of taxes and charges. The maintenance
and expansion of various local services would greatly depend on
the level of local budget which, in turn, would depend on the
per formance of the major components of budget constraint, namely,
taxes and user charges and grants-in-aid. It is conjectured that
external funds such as grants contribute to uncertainty in local
fiscal decision making, thereby adversely affecting the level of
local services. In other words, local govermments” own resources
possess greater predictability and therefore are likely to raise
the 1level of local service output more for given sums. This,
however, does not mean that grants always exert adverse impact on
the expansion of local services. In fact, grants add to local
resources and a rational grants policy, by enhancing the
predictability of grant sums, may indeed contribute to higher

service levels.

Two points need consideration here. First, 1if the
elements of budget constraints are taken as instruments of cost
recovery, both taxes and grants are equally important. Grants are
supposed to represent the local share in State revenues which
legitimately belong to the lzcal authorities for providing
services to both residents and non-residents. They are, however,
constitutionally competent to levy taxes only on residents. The
non-residents, however, fall outside the wnunicipal tax
jurisdictions and therefore no tax can be charged from them
directly. Given the level of grants, local taxes fees and charges

taken together should meet the balance of the local revenue

requirements necessary to maintain and expand the local authority
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services for resident and non-resident population, industry and
business. Secondly, identification of dlfferent categories of

service consumers is crucial.

Consumers of urban public services, as already
indicated, can be classified into resident population, non-
resident population, business and industry, and government
establishments. Different consumer categories require separate
treatment as the nature of their demand for various services may
be different. What is essential is that the mechanism for tax and
charges would have to be appropriately devised in consonance with
their demand response to local services. Local authorities cannot,
however, recover taxes and charges from the visiting noun-
residents. This suggests the need to lay the responsibility on
industry business and government establishments to contribute at
least a swall amount on behalf of these visiting non-residents. If
one assumes that intergovermmental fiscal transfers in the form of
taxes and grants are to take care of such local revenue
requirements only partly, additional local taxation on business
and industry would assume special significance in an attempt to

maintain a requisite flow of resources to local bodies.
2. Major Revenue Categories

Local revenue assignments render property tax aand
octroi (where it is levied) as the two most important revenue
sources. Property tax is a tax on a property located in the
municipal jurisdiction. It is assessed on the basis of valuation
of a property. This tax is important for at least three reasons.
First . it has been the mainstay of urban local finances. Secondly,
benefits due to the existence and operation of local bodies get

reflected in the value of properties located in the municipal
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jurisdictions, and thirdly, most of the civic services are
property based. Therefore, economic reasoning and administrative
expediency would suggest that a large part of the local revenue

need should be met from this tax.

Octroi 1is another important tax which falls on local
business. Not all lccal bodies, however, are allowed to levy
octroi. It is a tax on entry of goods into an urban local area for
consumption, use or sale. The rationale underlying this tax is to
collect a portion of the return on lécal business conducted by an
outside trader. According to an NIUA study (1987), octroi
constituted about 35.6 per cent of aggregate local tax revenue in
1983-84 when compared to property tax which constituted only 28.2
per ceat (Table 4.1). Another important feature of local tax
structure is that, except in one million pius cities, octroi has
dominated the revenue scene. Octroi, however, did not exist at all
in quite a few States, for instance, Tamil Nadu, Kerala, Bihar;
Assam, and Andhra Pradesh (excepted Telegana region). It was
abolished in Madhya Pradesh and Karnataka. There is a considerable
pressure from the Central govermment and the traders for the
abolition of this tax in other States. While U.P. has recently
abolished octroi, there is a move in Maharashtra, Gujarat and
Rajasthan for its abolition. Despite these attempts, octroi has
been treated as an indispeasable levy by those urban local bodies

which have not been able to identify a better alternative.

Apart from general property tax and such business
taxes as octroi, there are certain other taxes which are directly
connected with services. These are taxes on conservancy and
drainage, sanitation and scavenging, street lighting, water and
fire protection. An educational or health cess would also fall in

this category. As these services are generally in the nature of
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merit goods, charges take the form of a tax. In fact, except water
supply, it may not be possible to identify specific consuners.
Even in the case of water supply, supplies through public
standposts are supposed to cater to the needs of citizens of a
locality in general. Thus except for water supply, a case can be
made to adopt a general service tax. This tax can be visualised
either as a complement to general property tax or as an
independent charge based on some measure of benefit. As regards
the charges for fire protection services, these are undertaken in
a locality by the State govermment under the Central-State fire

control policy.
3. Need for Reform

The next important issue concerns the capability of
property tax and octroi in tapping all the relevant categories of
gservice consumers within the municipal jurisdiction. We also
examine as to whether the municipal services have responded
adequately to the local needs Property tax can tap resident
population, business and industry as well as non-residents
provided business and Industry are taken to represent potential
gainers from the visiting population. Octroi, on the other hand,
is an important, though primitive, tax handle to tap a portion of
local business proceeds which is dependent on out-of-locality
supplies. Despite the fact that these taxes are capable to tap all
categories of consumers of local authority services, their revenue
performance has however not kept pace with the fast growing demand
for municipal services. A recent study by NIUA has clearly
demonstrated that growth of municipal revenues has fallen short of
desirable expenditures resulting in considerable resource gaps in

most States (Table 4. 2).
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Further, there is a widespread notion that business
and industry have not contributed their legitimate share to local
taxes. Inadequate taxation of business and industry by local
authorities has no economic rationale. It wmay be argued here that
there is a strong case for non-local taxation of business and
industry because their taxation entails repercussions which
transcend municipal jurisdictions. Lot of strength for this line
of reasoning can be obtained from the recent move in Great Britain
to transfer the power of taxing business and industry from
municipalities to the Central govermment with an arrangement to
pass on a part of the total revenue collected to the former in
proportion of their adult population. This arrangement, however,
is likely to jeopardise local fiscal fabric by increasing local
govermment dependence on the Central govermment. In the interest
of local fiscal autonomy, therefore, it may be considered
desirable to have some form of local business taxes which may

constitute the local tax system itself.

In the light of the preceding discussion, the crux of
the issue 1is to devise ways and means to raise additional
resources at the local level so as to reduce the extent of gap
between ordinary revenues and desirable expenditures. The
objective of the next few sections is to formulate basic issues
and suggest possible lines of reform with a view to expand the
municipal revenue base. It is proposed to take up for discussion

property tax and octroi in this chapter.
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4. Property Tax Reform

Property tax may be taken to consist of general
property tax and service charges. The former is like a local tax
on property income whereas the latter can be used to recover the
costs of services for which direct consumption tags are not
available. In this section, reforms issues relating to general

property tax are discussed.

_For a given tax rate and administrative efficiency,
property tax yield will depend on the growth of administratively
assessed ratable values. However, sluggish growth and disparities
have characterised property tax base administration. The major
factors responsible for sluggish growth of ratable values and

assessments are the following:

i) Actual rent figures are distorted and even these
are frozen in the absence of periodic revaluation
of properties.

ii) There seems to be leniency in assessment of non-
residential properties and discretionary assess-
ments due to availability of more than one
assessment method, viz., rental method and actual
cost and building method.

ifi) Legal obstacles seem to be formidable. Rent control
laws are detrimental to the growth of rateable
values. Further, delay in disposal of pending
assessments and appeal cases within the department
and in the courts of law have obstructed the growth
of tax base.

iv) The formula used to calculate rent in the case of
owner occupied properties is a source of stagnant
assessment values. Since the historical cost is
taken into account and a stipulated rate of return
is applied to it, assessed values get frozen.
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v) The base adopted as well as administrative
practices are found to be defective. These differ
from one State to another. Tax rates also vary
across the States, and amongst different localities
within the same State. There are certain localities
where rates are high. This induces evasion and
inhibits investment in housing development and
renewal, resulting in lower potential tax base.

vi) Tax treatment of government properties and
properties belonging to non-profit institutions
including educational institutions is arbitrary and
not based on sound theoretical basis. This has the
consequence of a lower tax base.

vii) No clear cut conceptual distinction is made between
the general property tax and service taxes. The
latter are generally linked to ratable value which
are not revised periodically. Consequently
adversely affecting the growth in service taxes
which too use ratable value as an index of service
use.

The major objectives of property tax reform can now be

stated as under:

1) assessed rateable value should keep pace with
market trends in land prices, cost of construction
and rents.

i1) horizontal equity among the rate payers should be
ensured.

iii) service charges should be charged on scientific
basis.

iv) rates should be moderate.

a. Revitalisation of Tax Base. It 1s contended that

capital value method of assessments can impart elasticity in the

assessed values of properties more than the annual value method
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because market trends are reflected more In sales price of
properties than in their rental values. Market trends are not
adequately reflected in current rental value mainly because of the
contractual nature of rent. Rent s fixed for a period of time
and is also administered through rent control. Collusion between
tenants and landlords along with the system of lump sum payments
(pagree or salami as it is often called) may render actual rent
receipts an {nappropriate document as a proof of market valuation

of properties.

These limitations of contractual rent do not however
prove that capital value method is a superior device as would be
clear from the following discussion. In the absence of a
developed real estate market, it is extremely difficult to obtain
reliable information on sales prices of transacted properties and
what are available with the Registration Office are usually
underreported property values to save on taxes on property
transactions. Secondly, if capital value is fixed by using land
and building method, lack of information and distorted figures on
land values and cost of construction may not always allow true
market trends to be properly reflected. Thirdly, rent controls,
by prescribing lower rate of return on capital and without any
provision for its periodic revision, may constrain the growth of
assessed values. Lastly, similar structures coming up at different
points of time would be valued differently, following the land and
building method. This is because land price and cost of
construction differentials would grow over time as between old and
newly constructed properties. Even if it is assumed that the
extent of underreporting is common to both the methods, similar
structures constructed at differeant points of time when thrown
into the rental market to earn rents may not differ significantly

in their annual rentals. This would show that capital value
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method may be more deficient than the annual rental value method
in producing similar assessments for similar properties [(for

detailed discussion see NIPFP (1981 and 1984)].

The remuedy may thus lay in modifying the current rental
value method itself. A modified form of rental method as against
the capital value method should be preferred because the
administration has since long been affiliated with this method and
accumulated as a bye-product of administration of property tax
based on rent a lot of rental information in the official files.
Thus standardisation of assessments based on rental information
coupled with an escalation clause to link it with inflation may

constitute a reform package to deliver better results.

(1) Integration of municipal legislation with rent

control laws. Thus the reform measures relating to determination

of reasonable rental value can now be grouped under two broad
categories: measures to mitigate legal constraints and steps to
improve assessment procedures and practices. Keeping in view the
problems of property valuation vis-a-vis the rent control laws,
rents for property tax purposes can be generated in one of the

following ways:

i) by defining rents purely in terms of the provisiouns
of municipal legislation, and

ii) by defining standard rents strictly in accordance

with the provisions of rent control laws.

As long as rent control provisions exist adoption of
the first method would continue to be problematic. There is thus

a need to integrate two legislations. Rent control, being a State

107



legislation and covering various other aspects of tenant “and
landlord relationship, is supposed to be a more comprehensive
document than the municipal legislation. It may therefore be
preferable to allow fixation of rent according to the provisions
of the rent control léws, with the necessary proviso that
municipal assessments should be guided by the rent control
provisions. Even if it is difficult to modify the rent control

laws, these should forw tne basis of rental value determination.

(i1) Standardisation proposals. Now that standard rents

are taken as property tax base, there is a need to control ad hoc
assessments by different municipal bodies in a state. One of the
solutions much talked about in the literature is standardisation
of property tax base. Standardisation proposals have taken three
different forms: (For details See NIPFP 1981, 189-245).

a. Area based standardisation: RG (1979) and
Ramakrishna (1980) have suggested to move away
from rental value and relate property tax to
plinth area. 1In addition, surcharges or
“extras® may be added according to location,
type of construction, nature of use and age of
building. Sach of these would be divided 1into
a few categories and a tax value would be
attached to each category.

b. Standardisation of property value: Rental
value per unit of area may be fixed. This
would involve setting up of a State Level
Valuation Board which would not only undertake
a systematic valuation of properties in all
the municipal areas of a State but would also
develop norms for valuation in the process.

c. Per head fixed tax amounts: British poll tax
under which property tax 1is fixed per adult
population; 1local 1inhabitant tax in Japanese
municipalities which fix per capita rate
depending on population size of municipali-

108



ties; and Development levy (poll tax) charges
in Dare-e-Salaam as a fixed sum rising with
income grades (For details under (iii) see
Paddison, 1988 (pp. 190-204). This is very
much like the Indian profession tax which is
levied in some of the States either at the
local level or at the State level.

The third approach does not offer a system in which tax
liability Is in any way related to the use of property. Thus for
property-related standardisation exercise, one would consider one
of the first two alternatives. It should be recognised, however,
that if area-based norms are helpful in achieving the objective of
fairness in taxation, it is preferable to do so in terms of rental
value per unit of area rather than tax payable per unit of area.
Because in the latter method, the determination of basic rates
itself would be arbitrary as it would not be related to any
ability to pay parameter. In this background, standardisation of
property values should constitute the basic strategy.

(111) Periodic revaluation of properties. The next

requirement of property tax reform is to iatroduce an escalation
clause so that elasticity can be imparted 1in the property tax
base. Keeping in view the fact that property valuation may be a
stupendous task even if it is done at an interval K standardised
rates per unit of area may be put to an inflation irdexation.
These may be revised upwards by half or one-third of the
percentage point increase in the consumer price index number

(CPIN) every five years.

b. Creation of State Level Valuation Boards. In order to

implement the provisions of reat control legislations and
standardisation wmeasures, there 1is clearly a need to

systematically develop rental data and norms for valuation of
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buildings. This necessitates the setting up a valuation agency
which would be entrusted with the task of collecting data on
rents, land values and <cost of construction on a regular basis
and processing them in order to develop standardized rents, land
values and construction costs, per unit of covered area for
different types of properties. The proposed valuation agenc&
would be statutory with the authority to call for return from each
property owner, through the municipal bodies, containing full
details regarding the holdings. It wmay also be empowered to visit
the premises, with the help of municipal bodies, to collect
necessary data in cases of non-compliance and where data seems to

be wrongly reported.

In order to make the most effective use of information
available with different agencies, the proposed board should be
required to have close links with the building departments of the
local bodies, valuation cell of the income tax department and the
concerned local development authority. Since valuation of
property is required to be made for other purposes also such as
levy of wealth tax estate duty and stamp duty such coordination
is not only essential but would also be very useful however
necessitate amending the Central laws relating to Income tax and

wealth tax to facilitate this coordination.

Once the standardized value of rents, land values and
construction costs are developed by the proposed valuation agencv,
this information should be published. It should be emphasised

here that while developing the data on rents, land values arnd

construction costs, the valuation agency would bhave to follow
strictly the provisions of rent legislations. It should be nade
obligatory on the part of the rent controller also to use this

data while fixing the standard rent. As regards actual assessment
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of properties, however, [t should be undertaken by the municipal
personnel only. But in view of our earlier observation that the
asgessing personnel are inadequately trained, we suggest that a
suitable programme of training in matters of valuation of
proper;les and administration of the tax be drawn up for such

personnel.

c. Proper Policy on Leniency and Exemptions

(1) Assessment of vacant land. Lenient treatment to

vacant land in assessment has caused erosion in property tax base.
Taxation of vacant land calls for reform on two counts: (1) proper
valuation of land at current market prices and (ii) selection of
reasonable rate of returns.With the creation of State level
valuation agency, hopefully it would be possible to determine the
land values more accurately. Selection of reasonable rate of
return should be guided by returm on alternative Investments such
as fixed deposits, units, debentures of reputed private limited
companies, etc. Adoption of a comparable rate of return, however,
should take place after a reasonable period of time, say after 5
years, from the date of purchase of land to allow construction on
it during that period. One may consider a rate of 5 per cent
during first five years. After five years, however, a higher
rate, say 15 per cent, may be adopted in order to encourage more
efficient land use and also discourage speculation in land. If
such a wmeasure encourages building activity on vacant land, it

would increase the base of the property tax automatically.

(11) Exemptions. Almost all local bodies prescribe an
exemption limit. These exemptions make inroads into standardised
valuation of properties and inhibit the growth of rateable value.

In the absence of information on valuation-wise classification of
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properties, it is extremely difficult to estimate the loss -of
rateable value on account of blanket exemption. The dational
Commission on Urbanisation (NCU, 1988), however, estimated this to
be anything between 25 and 33 per cent of the properties located
in a city. Similarly, squatter colonies also fall outside the
purview of the tax because of the low rateable value. Besides,
local bodies are reluctant to tax a settlement whose legality they
do not recognize. Further, all govermnment buildings and proper-
ties are exempt from property tax. The extent of loss of property
tax revenue on this account could indeed be sizeable in capital
cities where government buildings constitute a sizeable proportion
of the total building stock. For instance in Bhopal city nearly
25 per cent of the buildings belong to the State government.
Similarly, properties belonging to religious, charitable and
educational institutions are also exempt from property tax. Thus,
to quote the NCU, not more than one-third of the properties in a

city are subjected to property tax in the process.

Thus exclusion of various kinds of properties adversely
affect the aggregate rateable values. Also rent control, absence
of perilodic reassessment of properties and lenient treatment
accorded to self occupied properties have significantly
contributed to the loss of municipal revenues. Tamil Nadu, for
instance prohibited revaluation of properties by executive order
for over 15 years. The impact of rent control is felt
considerably in big cities where proportion of tenant population
is not only high but also grows over time. NCU in its interim
report had estimaéed that, if reat control laws were suitably
modified, Bombay Municipal Corporation would get an additional
amount of Rs SO crore from property tax alone and the Ahmedabad
Municipal Corporation would double its property tax receipts.

Like-wise, Calcutta Corporation could double its tax base by
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relaxing rent controls (Nath, 1984). The adverse impact of self
occupancy relief >n property tax revenues may be greater in
smaller local bodies which probably have higher proportion of

owner occupants.

When the base of the property tax is revitalised on the
pattern suggested above, its responsiveness to market trends is
likely to increase. Further, with the increase in prices, the
tax base would automatically expand. dAs a result, the tax burden
on each class of property owners would rise. It would happen
particularly in respect of those properties whose owners have not
thrown open their structures for earning rents or profits in the
market. Thus there may be a case for granting relief to such
taxpayers, namely, owner occupants of residential properties.
Similarly, “circuit breakers” can be designed taxpayers in the low
income groups, pensioners, widows and retired persons who live in
their own houses. Relief may be given in the form of rebate on
rateable value, say, to the extent of 25 to 30 per cent, so that
changes in the rate structure do not disturb the exteat of
relative relief provided. Exemption of charitable, educational and
religious properties should be discontinued once their involvement
in income earning activities is established. Finally, exemptions
should be given only on the administrative grounds and not under

any extraneous consideration.

Exemption of government properties from a general
property tax seems to be justified, as their taxation would amount
to simple inter-account transfers between governments. However,
collection of general property taxes from govermnment properties
can be advocated on the following grounds: (i) this would decrease
local govermment”s dependence on State government grants; (ii)

this would reduce the degree of uncertainty in local govermment
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expenditure decisions emanating from sporadic nature of granEs;
(ii1) users of Central and State government services should pay
for the use of municipal facilities. It may not, however, be
advisable to fix rates for government properties which are
applicable to private properties. A consolidated service charge
thus should include besides service charges, an element of general

property tax.

d. ~Measures to Improve Tax Administration

(1) Filing of property return. Under the proposed

system, data on rents, land values and cost of construction per
unit of covered area for different localities are expected to be
developed by the proposed State Level Central Valuation Board. The
assessment department would be entrusted with the task of
obtaining detailed information about covered area, number of
floors, aature of occupancy, use, age of the building etc. To
begin with, information on these items may be collected through a
system of property returns field every year by property owners to
the assessment department on the pattern of income tax returns. It
should be made statutory for every property owner to file the
return on his own with a copy of it to the State Level Valuation

Board.

The entries 1in the property return may require
verification before Fhe actual work of assessment begins.
Verification of the details given in the property return can be
done by sample checks. A sample of say 5 per cent of the total
properties may be taken up for thorough scrutiny every year. If
sample checks reveal that the rate-payers are generally engaged in
distorting facts, more rigorous checks can be carried out under

the supervision of senior assessment officers. Once the tiask of
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development of rental data is entrusted to the State Level
Valuation Board, the assessment staff would probably have more
time and resources to verify effectively the information furnished

by the taxpayers.

In order to streamline the various aspects of property
tax administration, the importance of computerising data need not
be emphasised. 1In the proposed system, the rateable values would
be subject to revision by some fixed percentage of the price index
every 5 years. When the data is stored in the computer, not only
the work of assessment but also reassessment of properties can
possibly be done more efficiently both in terms of costs and time.
Improvement in the record keeping practices in the assessment

department can also be effected with computerisation.

It may be emphasised here that facts on which valuations
have to be based are covered area, use, age and locality, all of
which are amenable to physical verification. These steps would
reduce the element of subjectivity on the part of the assessment
officers and would at the same time reduce the extent of
disparities in assessment. Since under the proposed system
assessment of properties is based on norms supplied by the State
Level Valuation Board, the problem of underassessment of

properties is expected to be scaled down considerably.

(1i1) Reform of appellate procedures. Under the existing

arrangement, there are internal and external arrangements for
objections and appeals. Objections can be raised within the
municipal body against propoéed assessments, an exercise
undertaken annually. Such objections are generally heard by the
assessor or principal investigator who is one of the middle level

or senior level offfcer of the assessment department. Next level
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where objections can be heard is the Commissioner or a Committee
appointed by the State Govermment. The Committee consists of the
Commissioner, a State representative and a judicial representa-
tive. These objections take the form of appeals which get

formalised when objections are channeled to the court of law.

Since expeditious disposal of objections and appeals
would enhance revenue collections, it is necessary to minimise the
number of cases going to the courts. To achieve this objective,
internal appellate procedure needs to be streamlined. It may be
worthwhile to have a two-tier internal appellate procedure. At
the first stage, there should be a committee of appeals headed by
an assistant commissioner (appeals). Other members of the
committee could be experts in property valuation and 1legal
matters. In large cities, a chartered accountant may also be
associated. The second tier should comprise an appellate tribunal
headed by the commissioner along with all the members of the
committee of appeals and a State representative. State
representative may be drawn from the State Level Valuation Board

with expertise in valuation.

The decision of the appellate tribunal will be

final on points of facts. On points of law, however, order of

tribunal may be challenged in the District Court. It may be aade
explicit that no suits or writ petitions can be filed in the civil
courts. What is essential to note 1s that only high value
property owners have taken resort to filing civil suits or writ
petition. One of the probable reasons could be to forestall any
move of the assessment department to collect the tax, enabling the
owners to save the amount of interest on the tax demand. As in
the income tax, therefore, it may be necessary in the property tax

also to have a system of charging interest for the period starting
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from the original date of tax payment and when the final payment
is made. If, however, a part of the tax demand has been deposited
in accordance with the instructions of the court, interest would

be chargeable only on the balance.

(111) Strengthening collection machinery. Once the

assessment administration has been streamlined, the next important
step is to strengthen the collection machinery. Mounting arrears
constrain the growth of revenue collections. Thus if the sources
of generating tax demand and tax collection are streamlined,
followed by vigorous collection campaign, the growth of property
tax revenue would probably be much higher. A vigorous enforcement
campaign including the use of legal remedies may be the effective
means of obtaining buoyancy in the tax. In some of the
localities, the legal remedies to collect the tax may have no
meaning. Saharsa amunicipality in Bihar for instance, witnesses
large scale default In payment of taxes. In some other
municipalities even the State and Central Governments have joined

the private sector in causing tax arrears to pile.

Since strict enforcement i{s in all probability likely to
be resisted, it must be accompanied by a two-pronged informational
campaign. The first stage of the campaign should concentrate on
the elected and administrative officiéls who should be made to
appreciate as to the implications of lagging property tax
collections for the citf’s financial problems. The second stage
should take the campaign to the taxpayers with a view to
demonstrate to them the impact of coﬁtinued resistance to
compliance with the tax on civic services. Thus greater emphasis
should be accorded to improving taxpayers perception” as well as
to foster better understanding between the taxpayer and tax

administration (for a vivid treatment of this aspect of tax
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administration, see Owens, 1988). These measures would have the
effect of reducing the extent of popular resistance to the
implementation of 1legal remedies and would contribute
significantly to any programme aimed at enhancing compliance with

the property tax policies.

In the absence of requisite voluntary compliance, use of
penalty, attachment of rent and property should constitute the
extreme remedies. Regular publication of names of tax delinquents
in local newspapers may also help compliance. As a rule of the
thumb normal tax collection rate should not be less than 75-80 of

the total tax demand.

e. Rationalisation of Rate Structure. In practice,

property tax systems are characterised by different rate
schedules, namely, flat rates, progressive rates, both for general
property tax and service charges and a combination of both. There
are two vital issues which relate to the level of tax rate and the
choice between a flat rate or a progressive rate. In the proposed
system, it will be seen that the rent control provides a basis for
the municipal valuation and standardised rents would be indexed to
inflation to capture the market trends. Now when assessments are
done properly and revisions of assessments are also carried out
regularly, the rate of tax should be much lower to keep the
burdens within moderate limits. Further, as service charges are
proposed to be designed independently, a progressive rate may be
favoured on the assumption that higher the property value, higher

would be the income from property.

The rationale for a progressive rate schedule is based
on the ability of the landlord to pay the tax, although the entire

tax burden is not always borne By them (for a discussion of

118



theoretical and empirical issues on who bears property tax burden,
see NIPFP, 1981, NIPFP, 1984, Nath, 1987). While the incidence
may be borne by the landlords in the case of owner occupied
properties, in the case of rented properties and properties under
commercial use, there is however a strong possibility of shifting
of the tax to the tenants in the form of higher rents and to the
consumers of products of the firm using the taxed premises in the
latter case. It may be quite likely that a good part of this tax
is passed on to the tenants even if rent control exists (see Nath,

1984).

Progressive rents based on ability to pay principle can
be applied only to the category of owner occupants of residential
properties. In the case of rented residential properties, it may
not be possible to distribute the tax burden according to the
abilify to pay of the landlords. If the tenants of the
residential properties are not found to be richer than the
landlords, with possibility of tax shifting, progressive rates may
be 1inequitable. As regards incidence of property tax on

commercial properties it may be taken to be regressive.

The preceding discussion shows that except in the case
of owner occupied properties, it is not quite clear whether
application of progressive rates will promote equity. Even owner
occupants of residential properties cannot be subjected to
progressive rates because shelter is an essential need and its
ownership should be promoted. Thus a moderate rate is justified
on the grounds of both equity and efficiency. In other words,
moderate rates would be less inequitable and would exert less
dampening impact on housing investment. As a general rule, rates
should not be more than 15-20 per cent of the rateable value as

there are other taxes such as income tax, wealth tax, etc. which
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also fall on the same property, thereby adversely affecting the
rate of return on housing investment. Even a tax rate of 20 per
cent can be recommended only for big cities where appreciation of
real estate value is much higher. In general, rates can be
designed between 10 and 20 per cent of the ratable value. Since
it is contended that high value properties are relatively
undervalued, progressive rates can be justified to counter the

dampening impact of undervaluation on property tax yields.

5. Octroi : Constraints and Alternatives

Various committees and individual researchers have
repeatedly recommended abolition of octroi. The debate is
mainly seized of the issues of hindrance to free flow of trade,
rampant corruption at the checkposts, high costs of collection and
wastage Iin terms of time and fuel 1loss. Although there may be
scope for improvement of octroi so as to reduce evasion as well as
inconvenience to the taxpayers, it is almost universally
considered to be an wundesirable levy. Attempts to remove the
shortcomings of octroi and administration may be a futile exercise

as some of them are built in the system.

An analysis of resource allocation, equity and
adaninistrative aspects of octroil would bring out its basic
limitations. It distorts resource allocation and trade flows. It
is probably a regressive tax. Despite these shortcomings, this tax
has continued to be levied in nearly ten States. Reasons for
reluctance to remove it are obvious. Octrol provides ready source
of revenue to most municipalities in the absence of which they
would be hard put to meet their immediate and growing expenditure

needs.
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Thus any attempt to rationalise octroi would involve two
alternative exercises. In the first exercise, attempts may be
nmade to rationalise the assessment mechanism and rate structure of
octroi with a view to minimise its adverse effects on resource
allocation, equity and administration. In the other exercise, an
attempt can be made to replace this tax by another tax which will
yield an equal amount of revenue to the local bodies. These

alternatives are discussed here.

.a. Streamlining Aduinistration. Octroi, being a checkpost

based levy has built-in-device to create hindrance to free flow
of trade and commerce. In an atteapt to reduce the extent of
hindrance and associated corruption, administration at the
checkposts needs to be streamlined. Surprise checks by senior
officials may be used as an instrument to reduce the extent of
delay and corruption at the checkpost. A second measure which
pertains to improving assessment administration would be to devise
ways to introduce a system of post-collection checking of
accounts. This may require registration of dealers for the
purposes of octroi. Since octrol administration does not have
any administrative machinery beyond the checkposts, help of sales
tax department would be necessary. To have an integrated
approach, sales tax registration numbers can be used also as
octroi registration numbers. This measure would, however, cover
only bigger dealers. Movements of goods by non-registered dealers
and through other informal sources would have to be tackled by the

octroi administration at the checkpost itself.

In order to further improve the productivity of octroi,
it is desirable to convert specific duties into ad valorem levies.
The advantages of specific duty is its simplicity and dispensation
with the valuation of goods. Specific duty may still be retained
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for low value goods. However for high value goods such- as
electronic goods and watches, a switch over from specific to ad
valorem duty would raise additional resources by increasing
responsivehess of octroi to price inflation. The system of ad
valorem rates, besides adding to productivity of the tax, would
minimise the degree of discretionary assessments and associated
corruption. Thus, blanket switch over from specific to ad
valorem rates may not be advisable. In order to impart
elasticity an upward revision of specific rates linked with

inflation may be preferred to any blanket switchover.

b. Altermnatives. However, given the inevitable exit of

octroi, despite lingering protests, attempts should be made to
replace it by another tax which should satisfy the following

conditions:

1) the new levy should be account and return based.
ii) it should be revenue neutral.
iii) its regresivity should not be more than that of
octroi.
iv) it should ensure free flow of interjurisdictional

trade commerce.

v) it should be a local level levy.

In the tax literature, various alternatives have been
discussed (see TEC 1953-54, ITEC, 1978, Task Force 1983, Nath
1987, Nath and Sen 1989). Three taxes, namely, entry tax, business
property tax and surcharge/additional sales tax have attracted

most attention of the fiscal analysts. A brief account of these
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alternatives and their administrative and revenue implications
which would be instructive for policy purposes nas been attempted

here.

(1) Entry tax as a substitute. Entry tax is a tax on

entry of goods into a local area for consumption, use or sale.
Viewed thus, it is similar to octroi. However, entry tax 1is
different from octroi in the following respects. First, it is not
collected at the checkpost. It is payable by sales tax dealers by
furnishing returns as to how much of their purchases are from
outside the local area. Thus entry tax is less costly to
administer. Secondly, it has been conceived as an ad valorem tax
as against octroi which is a combination of specific and ad
valorem levies. Thirdly, entry tax is a State-level levy where as
octroi is a local levy. The entry tax revenue, however, 1is
~-reated as local revenue because it is passed on to local bodies
as a compensation for the loss of octroi revenue. Thus entry tax
is a revenue substitute of octroi only in the formm of a
compensatory grant. Finally, it is restrictive ian application as
only the selected commodities transacted by registered dealers
alone are subjected to entry tax. The commodities covered by
entry tax are generally those which either fall outside the sales
tax legislation namely, goods covered under additional excise
duties in lieu of sales tax, which are subject to tax rate
limitation under the category of declared goods. Despite recent
attempts to increase the number of goods taxable under entry tax
legislation, the commodity coverage continues to be restricted.
Besides fewer commodities taxable under entry tax, the exemption
limits for the registration of sales tax dealers also exclude a

portion of the transactions of even taxable goods.
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The above comparison between octroi{ and entry “tax
indicates that entry tax is a form of tax supplement to Sales tax
which falls only on imports into a locality. Entry tax has
replaced octroi in Madhya Pradesh and Karnataka. Task Force
(1983) and Kasbekar Committee (1987) recommended this tax as a
substitute for octroi. However, entry tax has {ts own
shortcomings. It is not only discriminatory between local and
non-local goods but also within the non-local goods between goods
of mass consumption and intermediate products on the one hand and
on the other all other goods. This renders entry tax more
distortionary in nature than the octroi. This discriminatory
treatment may thwart the goal of uniformity in taxation of mass
consumption goods and lenient treatment of intermediate products.
Further, levy of this tax may adversely affect the

interjurisdictional trade and commerce.

Entry tax is designed and administered at the State
level. However, the local bodies are compensated to the extent of
estimated loss of octroi revenue. Given the fact that there is a
tendency in taxes to stick where they are collected, any State
level tax cannot be a perfect revenue substitute even if it is
revenue neutral, as it adversely affects the liquidity position of
local bodies. Studies have shown that revenue neutrality of the
entry taxes in Madhya Pradesh and Karnataka is less than complete;
entry tax collections may not have constituted more tham 50 or 60
per cent of the octroi collectible in any case (See Nath and

Purohit, 1989, 56-79).

The reason for entry tax being not revenue neutral lies
in that State governments have constrained {ts coverage. Thus,
entry tax may become revenue neutral if its coverage 1s expanded.

One may argue here that why not use sales tax in the form of a
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surcharge or additional levy when entry is also a supplement to
sales tax. More appropriately, a municipal sales tax may be
piggy-backed on the State sales tax. Indeed on efficiency grounds,
a surcharge on sales tax would be better than an entry tax which
discriminates against non-local goods more particularly mass
consumption goods and intermediate products. One of the
advantages of municipal surcharge under the sales tax system may
be that it would not fall on goods subject to Trate limitationm,
namely, declared goods and additional excise duty items. Further,
unlike entry tax which falls mainly on these goods, municipal
surcharge on sales tax would not interfere with the objective of
uniformity of tax rates in respect of certain category of goods.
But like entry tax, sales tax too is a non-local levy and
therefore cannot be taken for granted as a revenue device capable
of alleviating the local fiscal distress in the absence of octroi.
HoweQer, with earmarking of this surcharge as a municipal revenue
source, and transferring local shares on a quarterly basis may

partially resolve the problem of day to day liquidity.

(11) Search for a local tax. In the light of the

limitations of the taxes likely to be employed as a substitute for
octroi, i.e., surcharge/additional sales tax and entry tax, the
significance of a local levy emerges very clearly. In an attempt
to identify local bases that can be tapped, it may be highly
instructive to discuss local taxes in selected foreign countries
that can in the absence of octroi constitute an alternative
package to strengthen the urban local finances. The important
ones are local sales tax, local business tax and business property
t ax. The local sales tax is a tax on sales in a local

jurisdiction. It is basically a local counterpart of State level
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sales tax. In the U.S., this tax is levied by many of the
municipalities, and in 1983 it constituted about 20 per cent of

the local government revenues (Hyman, 1987, 21).

The local business tax is a tax on the business turnover
in a local area. There are two important models of local business
tax - the West German model and the Philippine model. The West
German model is more varied and complex. It consists of the local
profits tax and the local capital tax. For the local profits tax,
assessment of taxable income is roughly identical to that for the
Federal corporation tax. The local profits tax is deductible from
the Federal corporation tax base. The local capital tax is based
on the same definition as the Federal wealth tax, including the
value of long-term debt but excluding taxable buildings. Hence,
the tax base is solely plant and machinery. This tax is also
deductible both from the local profits tax base and the Federal
corporation tax base. Both the components of the local business
tax in West Germany yield fairly large sums, contributing 12. 6 per
cent in 1984 (Bennett and Krebs, 1987, 28).

In the Philippine model, the local business licence tax
is an amalgam of three types of business tax or licence fee. The
major form of business tax iIs a gross receipts tax with the tax
rate varying according to the type of business and total sales.
The second form is an annual fixed amount levied without regard to
the volume of sales, resembling a licence fee paid for the
privilege of doing business in the local area. The third Is an
amusement tax imposed as a flat percentage rate on admissions to
the places of entertainment. The first component, that {s, gross

receipts tax, is the largest revenue raiser for the city and
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municipal governments. Taking the three components together, in -
many jurisdictions they have surpassed even the local property tax

(Bahl and Schroeder, 1983, 82-89).

The business property tax, the third important form of
local tax on business is of the British type in the form of rates
on non-domest ic property. It has two components: tax on land and
buildings and tax on plant and machinery fixed to the buildings,
deemed to be part of the structure. The tax base is the net
annual value in rental or lease income which a property can
command. Actual rent evidence is used for valuation of a large
proportion of the non-domestic sector. However, in the case of
hotels, restaurants, etc., net annual value is derived on a
“profit basis” and in the case of plant and machinery, town halls,
fire stations, and public institutions, railways and the like, net
annual value is calculated on a “contractor”s basis”. The
non-domestic rates contributed around 17 per cent to the UK local
authority finances in 1984-85 (Bennett and Krebs, 1987, 26).

With the introduction of poll tax in Great Britain this
year, local business poundage (local non-domestic rate) will be
replaced by a nationally uniform rate poundage called Uniform
Business Tax (UBT). Since a national system will not be possible
until a revaluation of all non-domestic properties has taken place
in England, Scotland and Wales, initially the rate poundage in
Scotland will be nationalised and indexed to the rate of inflation
(See Martlew and Bailey, 1986, 75-91, and Bennett, 1988, 150-171
for details). It is also proposed that the proceeds of the
non-domestic rates will be distributed between local authorities
according to their adult resident population. In additiom, local
authorities will be left with the discretion to levy an additional

local tax at 5 per cent of national UBT rate.
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The various forms of local business taxes which may
offer quite attractive alternatives to octrol thus are local sales
tax, local profits tax, local capital tax, business licence tax
and business property tax. Except the business property tax, all
the taxes discussed here are not plausible alternatives in the
Indian context for one simple reason that these entail overlapping
tax powers across the taxing jurisdictions. Adoption of other
taxes would amount to allowing more than one taxing authority to
tap the same tax base. The local profit tax would tax corporate
profits, taxable under the Central corporation income tax; the
local capital tax would tax wealth taxable under the Central
wealth tax and the local sales tax would tax sales turnover of
dealers taxable under the State sales tax. The business licence
fee 1is a combination of sales tax, profession tax, and
entertainment tax which are already a part of the fiscal armoury
of the State govermments. Besides the problem of tax overlapping
and resulting State-local tax competition, the municipal
administration may not be equipped with the requisite capability
to handle these tax bases independently. Eventually, a situatién
may arise when the local administration may have to depend on the
Central/State govermment administration to determine even the tax
base. These bottlenecks may leave business property tax as the
single tax 1item which can fulfill all the conditions postulated

above.

(111) Business property tax. Business property tax (BPT)

can be designed as an appendix to the general property tax. A
few of the property tax systems do provide for separate and higher
taxation of business properties. These take the form of either
higher tax rates or higher rentals for the business properties.

However, the existing treatment does not adequately tax the
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rapidly growing number and value of business properties and market
places. Available estimates for Delhi Municipal Corporation would
show that the rateable value of commercial properties constituted
not more than 20-25 per cent of the total rateable values during
1975-78 (See Nath and Schroeder, 1984, 33-44). Due to lack of
information on business properties for different towns and cities,
potential of BPT cannot be estimated. But estimates using data
for private markets in Calcutta have shown that with a very low
tax at the rate of Rs 1.25 per sq. ft., tax collections may exceed
Rs 1 crore annually for the Calcutta Corporation (NILPFP, 1981,
257-60). This result may hold for a bunch of well defined private
markets. The results of another sample survey covering both
residential and commercial properties in the New Delhi Municipal
Committee area indicated that tax base determination of
commercial properties was not significantly different from that of
residential properties, at least in half of the total number of
properties surveyed'(NIPFP, 1984, 86-89). With the help of
assessment ratio (assessed value divided by estimated marked
value), the same survey further substantiated this result for the
old Delhi Municipal Corporation area. The assessment ratios of
commercial properties with assessment value of Rs 1 lakh or more
hardly exceeded 30 per cent, whereas it ranged between 50 per cent

and 90 per cent for residential properties (NIPFP, 1984, 83-85).

Business property in an urban area for tax purposes may
be defined to include properties used for industry, trade and
commerce, entertainment and profession. Premises used for these
purposes may be classified into identifiable categories and BP[ be
fixed per square foot of the covered area under such premises or
as per cent of the taxable value of property. Differential taxes
per unit of area may be adopted for business properties located in

different parts of a municipal area in order to capture variations
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in the business potential To impart elasticity, business propérty
taxes per unit of area, moderately fixed initially, may be
positively linked to inflation. Tax per sq. ft. of area may be
revised upwards every 2/3 years by a fraction of the wholesale or
consumer price index number. Alternatively, taxable value of
properties can be standardised per unit of area and later linked

to inflation.

For the success of BPT, State rent control legislations,
which do not exempt business premises should exclude them while
prescribing rent regulation rules. The constraining impact of
rent laws however, may not be relevant if BPT 1is determined per
unit of area instead of rent. One of the great advantages of BPT
with different rates for business located in different parts of a
locality is that it can generate resource reallocation resulting
in rational use of urban land and built up space. The efficiency
of such a tax measure would be maximum in very large cities facing

acute land and built up space scarcity.

The final question is as to whether BPT would be able to
meet such a huge revenue demand if it replaces octroi, the most
buoyant and single largest revenue head. According to the
calculation made by Kasbekar Committee (1987) for the city of
Bombay, a rate of Rs 5 per square foot for industrial and
c ommerc ial properties would be able to wipe out the loss of octrol
worth Rs 230 crore. With more accurate data, rates can be
designed more precisely. If this can be true for Bombay where
loss of octroi revenue should be maximum for an urban area, BPT
may constitute such a revenue strategy for other municipal
jurisdictions as well. Further, a proper evaluation of BPT may
prove it to be superior to entry tax and other sales tax

supplements in terms of resource allocation and equity effects.
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Intervention of this tax over a large canvass of municipal
jurisdictions with minimum inter-jurisdictional rate

differentiation may make it less distortionary.

To sum up, there is no need to emphasise that
elimination of octroi is inevitable. This, however, necessitates
efforts to locate alternative tax packages. BPT which satisfies
the local levy requirement, emerges as a strong revenue
substitute. If, however, skeptism obstructs fiscal experimentation
and policy makers do not subscribe to the idea of exclusive
dependence on property related taxes, a diversified system of
taxes would have to be designed. In that event, a package
consisting of BPT and wmunicipal surcharge on sales tax may be
considered to meet the local revenue requirement in the absence of
octroi. Only a package consisting of BPT and eantry tax can be

considered as the best alternative.
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TABLE 4.1

Composition of Local Tax Revenue

Class State Property Tax Octroi Others

1979-80 1983-84 1979-80 1983-84 1979-80 1983-84

X share % share % share % share % share Z share
in total in total in total in total in total in total
income income income income income income
+ One Million 21.2 34.5 29.5 33.8 22.8 6.3
100,000 - 10 4 9.7 33.8 46.0 10. 6 14.4
One million
50 000 - 8.0 10.0 24. 4 26.6 22. 4 16.4
100,000
20 000 - 5.7 6.8 25.8 23. 4 18.7 19.5
50,000
- 20,000 4.9 55 11. 8 24.7 21.9 18.5
TOTAL 18. 4 28.2 30.0 35.6 20.5 8.6

Source: National Institute of Urban Affairs
(1987, 24).
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TABLE 4.2

Estimated Resource Gap at 1986-87 Prices Using
Zakaria Committee Norms )

- ————— " ———— —— —————— — — - - - ——————————— — ——— - ———— —— - - —_ -

State Amount Per Cent to
(Rs Lakh) Revenue Income
Gujarat 376 41.00
Haryana 973 77.33
Maharashtra 737 39.04
Orissa 608 57.79
Punjab 1135 78, 82
Rajasthan 3881 159.73
Uttar Pradesh 8442 158. 20
Andhra Pradesh 3518 70. 79
Assam 1068 1741. 81
Bihar 1172 946. 50
Kerala 2936 224.77
Tamil Nadu 3004 122. 12
Karnataka 3124 84.07
Madhya Pradesh 1345 99. 96

Source: NIUA (1989), X1 to X8.
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V. COST RECOVERY IN MUNICIPAL SERVICES

1. Introduction

In the preceding chapter, the discussion was focused on
the basic issues and the lines on which the 1local tax reforms can
be contemplated. The two major taxes, namely, general property
tax and octroi were discussed. These taxes are employed to raise
local revenues to finance local services for which identification
of direct beneficiaries is almost impossible. The services in
this category are general‘administration, public health and
sanitation, street lighting, road maintenance and public work.
However, there are certain urban public services for which it is
generally possible to identify direct or indirect beneficiaries.
The first category of such services includes certification of
building plans, registration of birth and deaths, issuing of
licenses to trade and industries, and regulation of markets and
slaughter houses. Some of the common charges for these municipal
services are registration fee, fair tax, animal tax, market tax,
toll tax, carriage tax, advertisement tax and pilgrims tax. In
this category one can also include commercial activities of urban
local bodies. For instance, some of the local govermments Invest
in the construction of commercial space and charge rent to recover
the costs from the vendors. All these charges and rents taken

together constitute non-tax revenues of the local bodies.

The second category of services includes water supply,
garbage disposal, drainage and sewage disposal facilities. For
this category of services, although direct and indirect

beneficiaries can be identified, adequate charging may be
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constrained because of the lack of appropriate consumptioﬁ tags -
that may be used to allocate service costs to the users. Water tax
and water charges along with sewerage, drainage and scavenging
taxes are commonly employed taxes and charges for this category of

services.

Non-tax revenues normally do not constitute more than
5-10 per cent of the local governments” ordinary revenues.
Property tax, octroi (where it is levied) and grants constitute
most of the local revenues. Taxes on conservancy and drainage,
sanitation and scavenging, lighting, fire, water, etc., are either
amalgamated with general property tax (as in Calcutta in the form
of a consolidated rate) or are shown independently but are
collected along with general property tax on the basis of ratable
value of a property and hence collection from these taxes
constitute property tax revenue. Water charges, however, are
treated separately, depending on the system of water supply in a
particular locality and the structure of State-local relations in

development and maintenance of water supply systems.

The objective of this chapter is two fold. First it
provides a brief discussion of the additional scope for fees and
rents in municipal budgets. Then we take up the problems and
prospects of charging for water and water related services, such

as drainage and sewerage.

2. Fees and Rents

Fees are charged generally on a flat rate basis. They
lack responsiveness to the growth of local economy and increases
in municipal expenditures because of their fixed nature. For this

reason, fees cannot develop as an important source of local
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revenue. Nevertheless, some increases in the amounts charged as
fee are necessary because of inflation and consequent rises in
salaries of local administrative staff engaged in providing these

services.

Among the other non-tax revenue, rents from commercial
properties developed and maintained by the local governments may
constitute an important source. In most of the cases, rents have
not been revised upwards for a long time. It would be desirable
to develop rents on commercial properties as an important local
revenue source. In one of the sample municipalities, namely,
Punalur in Kerala, for instance, fees, fines and rents have
constituted more than the property tax revenues (Table 5.1). It is
worth mentioning here that the revenue from local government
enterprises has acquired a pivotal role in the municipal finances

of Philippines (See, Greytak and Diokno, 1983, 140-87).

Lessons can be drawn from such experiences in designing
policies towards 1local govermment commercial enterprises. The
success of this kind of means, however, would depend on the State
government support to the credit financing of remunerative
projects relating to development of market places within the,
municipal jurisdictions. State governments may consider the
possibility of earmarking a portion of the State government”s
capital funds for this purpose. Given the buoyant conditions in
the business sector, following rapid urbanisation and income
growth, such projects can earn sizeable amount of incomes, if

commercial spaces are auctioned and market rents charged for them.
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3. 'Financing of Water Supply and Sewerage Systeas

a. Water Supply and Sewage Disposal Systems. For the

provision of water supply, and sewage and solid waste disposal
services, developmental and maintenance responsibilities have been
separated and assigned to different agencies (Chart v.1). The
major part of local expenditures on these services is undertaken
by the State government departments of public health and
engineering (PHED), urban development and local self govermment.
It is done on behalf of the local bodies who are supposed to repay
the loan component of these projects to the State govermment. In
some of the States like Karnataka, Maharashtra, Kerala, Punjab and
Utter Pradesh, State level water supply and sewerage boards have
been set up and entrusted with the responsibilities of
developmental activities in respect of these services. Besides
governmental network, several public sector undertakings and large
private industries have their own water supply and sewerage
projects consisting of both developmental and maintenance
activities in their own townships. Examples of such townships are
Rourkela, Bhilai, Jamshedpur and Bokaro.

In some of the metropolitan cities such as Delhi, Bombay
and Ahmedabad, capital projects for water supply, drainage and
sewerage services are designed and implemented by the muanicipal
corporations. The cities of Bangalore, Madras and Hyderabad,
however, have their own metropolitan water and sewerage boards
both for development and maintenance functions. In West Bengal, an
entirely different system is in operation. In selected towns and
cities both local bodies and urban development authorities
coordinate their activities to provide these services. For
instance, within the Calcutta Metropolitan area, Calcutta

Metropolitan Development Authority (QMDA), Calcutta Metropolitan
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Water and Sanitation Authority and Calcutta Improvement Trhst
undertake capital projects besides the Corporation of Calcutta,
PWD, waterways department and some others. Most of the 1local
bodies are assisted by (MDA and other State government departments

in discharging these functions.

In some of the cities like Kanpur, Lucknow, Pune and
Nagpur, capital expenditures are undertaken by the State level
water Boards especially created for this purpose. PHED, however,
is responsible for capital works in some other cities like Jaipur

and Hyderabad (till the water and sewerage board come into being).

The responsibilities in respect of maintenance of
capital assets and provision of water supply and sewage disposal
facilities and cost recovery is generally with the local bodies.
In cases where local bodies are financially and organisationally
weak, the State governmments take up the maintenance and sometimes
distribution responsibilities either for a short or a long period.
During this period, the 1local bodies are supposed to collect
charges and remit them to the State government or State agency. In
many cases, such remittances are, however, not made. In the cities
of Bangalore and Madras however, metropolitan level boards do the

maintenance, supply the water and collect the charges.

b. Financing of Expenditures. The existing system of

financing capital expenditures for water supply and sewerage
facilities consists of surpluses from municipal current accounts,
grants and loans from the State governments and loans from the LIC
and HUDCO. The loans are generally taken in the name of
municipalities/corporations, but the entire amount is transferred
to the State PHED or the State level board which is responsible
for undeftaking capital projects on their behalf. The repayment
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of loans, however, is the responsibility of the local governn;ents.
it is a different matter that wunicipal governments have not as
yet developed a culture of loan repayment. Besides, the major
municipal corporations can also resort to market borrowings
subject to approvals of the State goverunment, Central government
and the RBI. Some of the major metropolitan governments also
receive funds from international agencies such as the World Bank
under the arrangement of externally aided projects. Local
governments get external component of the project cost in the
proportion of 70 per cent loan and 30 per cent grant. Further,
capital funds flow to the municipal bodies in the form of
centrally sponsored projects/schemes and also for the State
sponsored projects. The above description shows that the
responsibility of financing of municipal capital projects is with
the State govermments. Central govermment plays its role through
Centrally sponsored schemes/projects and by providing lump sum
transfers for urban infrastructural development in metropolitan

cities on a selective basis.

The financing of operational and maintenance
expenditures, however, generally remain within the domain of urban
local bodies along with the responsibility of charging for water
supply and drainage and sewerage facilities. There are some
one-time collections namely, connection fees and installation
charges for water supply. While a part of the general property
tax can also be taken to indirectly represent user charges for
these services, water and sewage taxes are used for direct
charging for these facilities. Sewerage tax, in the absence of
any consumption tag, like other taxes such as scavenging/

sanitation tax, conservancy tax and lighting tax, is charged on
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the basis of ratable value of a property (a practice for more
common) or where water is supplied through the meter it is

collected along with the water charges.

The charges for water consumption have either been based
on the ratable value of the property, or on approximate
consunption of water measured through the number of taps
(sometimes with ferrule size), or else on actual water counsumption
as recorded in the water meters. As regards water supply, water
charges are collected either at a flat rate or through progressive
rates. The number of slabs for progressive rates, however, vary
from one town to another. Finally, water and sewerage charges for
non-domestic consumers, whether dependent on ratable value or on
the quantum of water consumed (the latter is more common), are
much higher when compared to those applicable to domestic

consumers.

Thus the collection mechanism of these charges have

taken three principal forms:

(1) charges or taxes are collected and retained by the
municipal authority. This system is applicable in
those localities where both maintenance of capital
assets and distribution of water is with the local
bodies.

(ii) charges are collected by the local bodies but the
proceeds are transferred to the State level agency
which assumes of both maintenance and distribution
liabilities. In a few cases, however, transfer of
collected amount does not take place.

(iii) Charges are collected and retained by the State

level agency with the help of their town level
officers.
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The above documentation shows that the charging systems
for water supply and sewerage facilities vafy considerably from
one State to another, and sometimes even within a State.
Similarly, the system of cost recovery varies quite significantly
from one State to another. In almost all cases, the earnings from
water supply and sewerage operations form only a fraction of the
operation and maintenance expenses which in turn adversely affects
the maintenance and expansion of these facilities. These issues

are taken up for discussion in the following sections.
4. Cost Recovery

Policies relating to pricing and cost recovery of the
local services would depend on the quality and nature of services
being provided. Water supply and sewerage services are considered
to be so meritorious that :teir nrovision through the budgetary
process is considered necessary. These services confer collective
benefits on the community in the form of envirommental improvement
and sound public health which are in addition to direct benefits
to households and other categories ovf users, naunely, commercial
and industrial enterprises, charitable and educational
institutions and govermment establishments. Thus while designing
charging mechanism for these services, the bare necessity of these
services and the nature of different categories of consumers

should be taken into consideration.

Before discussing our approach to charging for these
services, it would be necessary to describe the computation of the
amount of recoverable costs and the existing methods eaployed by
State and local governments to recover these costs. Depending on
the availability of data, the analysis has been carried out

considering mainly the water supply. However, while designing a
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charging mechanism, the services considered are water supply,
sewerage and drainage, solid waste disposal, sanitation and

garbage disposal.

a. Recoverable Cost of Water Supply. Cost of water supply

can be visualised both as economic and financial costs. Economic
costs refer to the incremental costs to the community of
satisfying marginal demands (for conceptual issues in public
utility pricing, see McLure, 1977 and Saunders, et.al., 1977).
Computation of incremental costs would require knowledge of direct
and indirect costs. These would add to the cost which is
equivalent to the foregone social product which the withdrawn
resources from the system would have generated, also known as
opportunity cost of producing an additional unit of water.
Financial costs, on the other hand, 1is basically an accounting
term. It includes expenditures over execution of capital projects,
maintenance of capital assets and supply of water. In other words,
it includes all of their operating costs and costs of servicing
debt associated with their capital expenditures (historical
financial obligations). Recent developments in inflation
accounting have led to include curreant cost depreciation as well
as opportunity costs of public sector capital (" economic”

financial obligation).

Determination of economic cost of water supply
enterprises is a fairly complex task. It requires knowledge of
interrelationships between water sector and rest of the economy.
Cost determination based on economic considerations, however, are
more important when an attempt is made to allocate resources
between competing uses. While framing a charging mechanism,
besides allocative efficiency, other considerations such as equity

and financial adequacy in accounting sense become more relevant.
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Now in regard to the question of what costs should
constitute recoverable costs, the distinction between capital and
“operation and maintenance” expenditures is useful. It has been
noticed earlier that barring a few metropolitan cities, capital
expenditures on water and sewerage projects are undertaken by the
State govermment departments/agencies/boards. Consequently, the
municipal responsibility in respect of capital funds is restricted
to servicing of debt, particularly its interest component.
Further, it has been argued in the literature that capital
investment in infrastructure or assets do not have any opportunity
cost because once these are incurred they are ~sunk” costs. These
costs need not be recovered. It has also been argued that creation
of capital assets in any part of the economy is an addition to
national social capital and hence should be financed by non-local
funds. Even if capital expenditures are the financial
responsibility of State/Central governments, consumers of water
and sewerage services are supposed to pay for all the expenses
including capital expenses incurred on these services (for an
excellent treatment of infrastructural requireaments (capital
costs) for basic urban services, namely, water supply, sanitation,
drainage and the like, see Task Force, 1983, 18-52). Moreover,
capital cost recovery would have to be spread over the entire life
of the capital assets which, on reasonable assumption, 1is
generally 20 to 25 years. Two options are available. First,
repayment of principal and interest may be spread over 20 to 25
years and cost recovery is made to the extent of annual liability
arising out of the annual cost of servicing the debt, and
secondly, capital investment on water supply and sewerage projects
may be treated as a component of aggregate investment in the

economy which should be financed through general taxation and not

by user charges.
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These considerations apart, generally speaking, kosc
recovery in municipal services has been visualised with respect to
operation and maintenance expenditures (OME). This consists of
expenses on establishment, consumables mainly chemicals for
purification and energy for pumping water (Table 5.2). ME have
gone up due to general price inflation. However, not all ME is
recoverable. It was indicated at the outset that the nature of
services belng provided should guide the charging rule. Since the
benefits of these services transcends wmuanicipal jurisdictions, the
visiting population 1is also served. Further, the benefits also
spill over to other community services such as public health and
environmental protection. These considerations would show that
the entire ME cannot be recovered from the resident population of
a locality. A part of the OME should therefore be financed
through inter-govermment fiscal transfers, namely, grants and
share in the non-local taxes such as sales tax. A lesson which
one may draw from this discussion is that 1if service consumers
have already paid for these services in the form of some other
levies and 1if it is obligatory that a part of the (ME stands to
be financed through graants, any preoccupation with full cost
recovery, namely, reccuping the full (ME from the residential

population, is unwarranted.

It is, however, extremely difficult to determine
exclusive shares of direct user charges and intergovernmental
fiscal transfers in the municipal cost recovery systems. It would
be noticed that in most of the municipalities, cost recovery
ratios (revenue receipts from the services as a proportion of QME
on the services) have shown that recovery is not full (Table 5.3).
The difference between revenue receipts and (ME cannot, however,
be assigned to be filled by the intergovernmental transfers or

grants. In case of each service, grants can be postulated to have
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an optimal level. Difference between OME and optimal grants
becomes recoverable from the service consumers. In order to
ascertain the extent of grant, a normative estimate of subsidy
would have to be attempted. This is usually a difficult task.
Therefore, discussion on cost recovery has been undertaken

basically in terms of direct user charges.

b. Existing Charging Systems. There are three principal

bases on which cost recovery methods for water rely (i) ratable
value, (ii) number of taps (sometimes ferrule size also) and
metered consumption (See Chart V.2). Where there are no meters
(mostly in the case of domestic consumers), water tax is charged
as a fixed percentage of the ratable value. Generally higher
rates are prescribed for non-domestic (commercial and industrial)
users (for pollution abatement taxes from such users, an aspect
which is not of direct relevance to the present study, See Gupta,
et.al., 1989). Equally common is the flat rate system per tap
(sometimes backed by the aperture of the inflow or ferrule size).
In both the bases, user charges are either flat rate levies or

increasing block rates, rising with the quantity of consumption.

In principle, a flat rate system offends against
allocative efficiency, though less so if an extra water-using
appliances means an extra charge. Such systems, however, are
simple to administer, easily understood by consumers, provide sure
revenue for the utility and often require little maintenance.
Revenue is also collected at a low cost. The charging based on
property value has been defended on equity grounds as property
value is considered as a satisfactory proxy measure of ability to
pay. Evidence from a sample of 705 households, however, in the
U.K. have shown that only 17 per cent of the variations in water

consumption could be associated with variations in ratable value
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(Frankham and Webbs, 1977). A-two part flat rate system made up
of a standing charge and a ratable value element, could explain 31
per ceant of the variation in consumption by ratable value changes

(Jenking, 1973).

In the Indian context, wnile large scale disparities in
the assessed values due to legal hurdles such as rent control laws
and discretionary assessments exist, the charging based on
rateable value cannot be considered as equitable. It has been
shown earlier that new and old properties and reat controlled and
exempt properties have paid significantly different amounts of
water and sewerage charges for the same amount of services.
Further, ratable value-~linked charging base lacks elasticity due
to 1infrequent revaluations. OCharges based on metered supply of
water has been found to be the most appropriate. It has taken the
form of a fixed or a volumetric charge. In many municipal
undertakings, a two-part charge structure, where first part is a
meter rate and second is a single rate volumetric charge, is
employed. However, meter-based charging is expensive and is

amenable to tampering with consumption readings.

Besides these charges, there are connection fees,
security deposits, donations and installation charges (For

details, see Table 5.4).

c. Rationalisation of Charges. User charges have one

great advantage that these can be fixed with respect to
identifiable consumers on the basis of some consumption tags. For
given consumption tags, charges should be fixed keeping in view
efficiency, equity and administrative considerations. The service
for which user charges are considered most appropriate is water

supply. Since water is a scarce commodity and also a merit good,
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to achieve allocative efficiency goal, its quantity as well as
quality need to be controlled. Excess use of water and use of
contaminated water should be discouraged. To achieve the first
objective, progressive water rates may be considered desirable
with higher rates for non-domestic consumers. To control the use
of contaminated water which is likely to cause health hazard, it
is necessary to charge very low rate from poor people who cannot
arrange supply of potable water on their own. These measures

would also be justified on equity grounds.

Higher and progressive water charges for non-domestic
consumers, however, cannot be justified on equity grounds. In the
case of business and industry, these charges constitute their cost
of operation and in all likelihood these are shifted to consumers
of the products traded or produced by the business and industry.
On this premise, even a progressive user charge can be shown to be
regressive. On administrative grounds, however, progressive
charges for both domestic and non-domestic consumers can be
justified because it would be easier to collect the charges from
bigger consumers. The progressive water rates can be applied in
respect of all the three bases commonly employed for fixing rates,
namely, ratable value of a property, number of taps in a pfoperty

and measured consumption of water by household, business and

industry.

d. Suggested Water Rate Changes. Water rates vary:

drastically from one State to another and within a State from
locality to locality. One of the major determinants of water rate
is  per unit cost of manufacturing water. In some localities,
average charges for metered water supply are higher than the per
unit cost of production, while in others, it is lower (Table 5.5).

In the latter case, underpricing of water is quite evident and
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charges stand for an upward revision to improve the pace of cost
recovery. In the former case, overprincing of water from those who
are on the charging rolls is evident. Further 1in both
situations, some of the citizens may be exempted from paying any
charges not only on egalitarian considerations but also because
they cannot be charged in the absence of any identifiable
consumpt ion tags such as ratable value, water taps or metered
water consumption. Moreover, cost recovery ratios have been found
to vary between 10 per cent and 60 per cent which would justify an

upward revision of water rates (Table 5.6).

Rate revision proposals can be arbitrary as it is
extremely difficult to lay hands on optimal charges. However,
given the existing charges, optimal incremental charges can be
designed on the basis of justifiable level of deficit in water
service budgetsl. Results contained in Table 5.7 would show that
optimal incremental charges for Bhopal, Rae Bareli and Pali
respectively are Rs 0.13, 0.12 and 0.28 per one litre of water
supplied (for regression results see Table 5.8). These incremental
rates when superimposed on the existing water rates, would give
the required extent of wupward revision which is of the order of
25-30 per cent of the prevailing rates. These calculations are
based on metered water consumption. However, as a rule of thumb,
the estimated rate changes, i.e., 25 to 30 per cent can be applied

even to non-metered supply of water where ratable value or number

of taps are employed as consumption tags.
5. GChargiog for Other Services

a. Charging for Sewerage and Solid Waste Disposal. Water

consunmption tags may be used for these services also. Two options

are there: A sewerage surcharge on water rate or a surcharge on
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water charges/water tax bills can be tried. Where water
consumption tags are not available and where labour intensive
method of collection, removal and disposal of solid waste are
employed, per head or per household flat charges can be

instituted.

b. Charging for Sanitation and Garbage Disposal.

Scavenging charges can be based on ratable value of a property or

on per head of population.

6. Escalation Clause

Due to existence of legal hurdles such as rent control,
charges based on ratable value may lack periodic revaluation.
Similarly, flat rate per head levies may cause stagnation in the
collections of charges. To circumvent such a situation, amount of
charges determined once may be put to inflation indexation by a
fraction of the CPIN every 2/3 years. One may consider an
alternative mechanism for determining the standard rate for user
charges under which rates may be allowed to rise with the growth
of local govermment expenditure on these services. An escalation
clause based on local expenditure growth as compared to one based
on inflation factor would be inferior because it may result in
extravagance in local expenditure. Local government expenditure
inefficiency cannot be brought out clearly. Therefore, we consider
the escalation based on CPIN a better approach to impart
elasticity in the user charges. Further, coverage of rate payers
should be increased. Those, who cannot be covered through a

service consumption tag, should be asked to pay on per head basis.
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The discussion in the preceding sections has
concentrated basically on mobilisation of charges to raise the
cost recovery rate. One major hurdle in the revision of charges is
political interference. As in the case of property tax, it may be
necessary to arouse consciousness among the citizens”™ about the
significance of resources in maintaining and expanding the
municipal services. With the increasing interest of citizens in
the municipal finances, it may be possible to reduce the extent of

political interference.

7. Other Considerations

Cost recovery which essentially underlines the principle of
taxation according to benefits received provides a more promising
way of improving local finances than taxation at a higher level.
Local government imports are unlikely to meet much opposition if
the proceeds are earmarked for providing some specific services.
It is, therefore, necessary to explore all possible ways in which
the costs of public service can be allocated to beneficiaries and
charged for. Yet another alternative is to decentralise some of
the functions of the local bodies and entrust them to elected
representatives of smaller areas within a given municipality such
as the wards. The responsibilities for providing and paying for
services like (garbage collection, maintenance of street lights
and roads) can perhaps be decentralized in this way and handed
over to area or ward committees who in turn may appoint private
agents to perform the functions paid for by the residents of the
locality. Voluntary agencies may also be included to take the
initiative in providing some of the basic civic facilities by
pricing the services on a no-profit basis. The experience of
Sulabh Sauchalaya in Bihar and extension of sewerage in Orangi or

Karachi slums the potential of such initiation.
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NOTE

1. Optimal'incremental charge (;) is defined as

where OEM = Operational and maintenance expenditure, D =
justifiable deficit in service budget and TP = total production of
water. D is postulated to be a function of per unit cost of
production and per capita tax and non-tax revenues of
municipality. Optimal increment in user charges is estimated by
regression technique. It is postulated that with higher per unit
cost of production and lower per capita revenues, the justifiable
deficit would be higher. The regression results are presented in

Table 5.7.
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TABLE 5.1

Revenue Structure of Punalur Minicipality

Components 1987-88 % 1988-89 %

A Tax Revenue 732.88 24.72 1106.04 22.74
Profession Tax 83.70 2.82 161.71 3.32
Entertainment Tax 4391.67 16.59 752.63 15.47

B Non-Tux Revenue
Fees, Fines and Rents 1050.00 35.42 1581.17 32.51

C Duty on Transfer of Property 426.98 14.40 648 .66 13.34

D Grants 1566.22 5.27 311.79 6.41

E Others 22 .85 0.77 302.29 6.21
TOTAL 2964.29 100.00 4864.28 100.00

Source: Punalur Municipality
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TABLE 5.2

Operation and Maintainance Expenditure on Water Supply

Corporation/Municipality Establ- Chemicals Power Total Miscel-
ishment laneous
Aurangabad - ~ - 15173.00(1) -
Bhopal 4248 .24 756.48 3842.3 8847.02(1) -
Guwahati - - - 8700.00 -
Pimpri-Chinchwad - - - - -
Ranchi - - - - -
Rae Barelix 910.00 60.00 547.00 1517.00 -
Suratx¥ 21744 .00 422 .00 19589.00 41755.00 -
Jharsuguda¥ 567.00 100.00 741.00 2014.00 569.00
Kharagpur - - - - -
Nalgonda - - - - -
Pali 700.00 463 .00 1565.00 2728.00(2) -
Saharsa ~ - - - -
Sirsa - - - 1212.00(2) -
Bheemanipuatnam* 168.00 62.00 253.00 - -
Punalur¥* 150.00 300.00 225.00 775.00 100.00
Notes: * 1988-89 Source: Collected from
*¥ 1987-88 respective agencies.

(1) For the year 1986-87
(2) For the year 1988-89



TABLE 5.3

Locality/Year 1983-84 1984-85 1985-86
Palix 154 .37 142 .32 210.75
Bali 36.75 39.48 54 .49
Sadri 53.49 47 .55 58.30
Rani 3.74 58.72 60.98
Takhatgarh 68.38 26.41 65.06
Sumerpur 56.20 78.94 84.04
Note: * In Pali the cost recovery ratios Source: PHED, Pali

exceed 100 because of inclusion
of a part of amounts recovered
on the account of capital expenses.

Difference of Revenue Receipt and Operating Expenses

(Ras 1lakh)
Pali 9.08 8.98 28.06
Bali -2.77 -1.87 -2.43
Sadri -1.33 -1.93 -1.43
Rani -28.05 -1.18 -1.51
Takhatgarh -0.59 -3.12 -0.72
Sumerpur 1.94 -0.76 -0.75
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TABLE 5.4

Nater Rates

Bhopal (Class i)
(R fective from 1976
onwards)

Sarat (Class &)

Bs. 0.40
per "008
litres

Bs. 0.50 Rs. 0.50 Rs. 0.25
per ‘000 per 080 per "000
litres litres litres

(Ran Vater)

Fithia City Linits

§s. 0.50
per “000
litres

Bs. 2.00
per 000
litres

Outside City Lieits

Rs. 3.00
per 000
1itres

Rs. 1.00
per "000
litres

Tap 1/2 ° Rs. & per tap per nonth
Tap 01 ° Bs. 12.50 per tap per a0

By type of Bouse

Rconomical size Bs. §.00 per moat
L16 Flat Bs. 12.00 per moath

BIG Flat 8s. 16.00 per moath

H16 Blat Bs. 20.00 per month

By Berrule

Vitkin City Linits

Domestic

. 60.00 PEAOs
Tap 3/4 © 1Rs. 126.00 PEHOs
Tap 1 ® Bs. 324.00 PHBOS
Tap 3/2 ° Us. 648.00 PEHDs
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1BLY 5.4 {Contd.)

Pali (Class B) Bs. 1.00 Bs. 2.00 1Rs. 4.00 Flat rate Rs. 15.40
{Rfective from per 000 per 000 per 000 per sonth per consection
Hay 1987) litres litres litres
{Bpto {Upto {Opto
15,000 15,000 15,000
litres)  litres)  1litres)
Bs. 1.20 Bs. 2.40 Bs. 4.B0
per 000 per 000 per 000
litres litres litres
{betzeeas (betaeen (betnees
15,000 to 15,000 to 15,000 to
50,000 50,000 50,000
litres)  litres) litres)
Bs. 1.60 Bs. 2.70 Bs. 5.40
per 000 per 000 per "000
litres litres litres
{betaees (Detmeea (betweea
56,000 & 56,000 & 50,000 &
upto and aupto amd upto and
above one above one above oae
lakh lakh lakh
litres)  litres)  litres)
Bs. 3.60 Bs. 7.20
per 000 per 000
titres litres
{above ope {above one
lakh lakh
litres)  litres)
Sirsa {Class B) Bs. 0.35 Rs. 0.60 Rs. 0.80 Flat rate Bs. 12.00
{Rffective from 1384) per 000 per 000 per 000 per aonth {only for
litres litres litres dosestic purposes)
Bae Bareli Bs. 1.00 Bs. 1.50 Bs. 1.50
per 000 per "000 per "000
litres Hitres litres

cospection charges Bs. 2.00/- ¢ 5 %
of the total estisated cost.



TABLE 5.4 (Contd.)

.....................................................................................

Donestic  Comsercial Industrial Others

Punalur Bs. 1.00 Rs. 2.00 1Rs. 2.00
Conmection charges + 10X of the
estinated cost.

Jharsoguda Bs. 3.20 Bs. 7.50 1Rs. 6.00
: per "000 per "008 per "000
galloa galloa gallon
Ist Tap Bs. 7.50
2ad Tap Bs. 1.50
sabsequeat Bs. 5.00
Bxtra charges between Bs. 1.00 and Bs. 5.00

Banchi Flat per tap
Sabarsa Flat per tap
Bheenunipataan Bs. 10.60 Bs. 15.00 Rs. 25.00

per sosth for 1,000 for 1,000

each tap galloa gallon

Secarity fs. 75.00 ¢ 8s. 10.08 application
fee ¢ 15 per cent of estimated cost.

Donation for Connection

.......................................................................................................................

Note: ¢ PHEG - Nousehold Guit Per Hoath. Source: Collected from respective

annfcipalities and
nater ageacies.
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TABLE 5.3

Per Onit Cost and Water Charges for Water Supply

Corporatioa/Bunicipality Per Oait Average Charges Per 000 litres (Ia Bs.)

‘ Cost (of -----emmmremmmmmm L
1,000 Dosestic Jon-domestic
litres)  <---ecseccmmieeiie el
in Bs. Binisga  Bazism Bisisua  Baxrism

Aerangabad - - - - -
Bhopal 8.343 0.40 - 0.50 -
Guwabati 8.45 - oo - -
Piapri-Chinchsad - - - - -
Raachl - - - - -
Rae Bareli ' 0.2 1.00 - 1.50 -
Sorat .63 .50 - 2.00 -
Jharsoguda - - - - -
Kharagpur - - - - -
Ralgoada - - - - -
Pali 0.261 | 1.6 2.00 (C)s 3.60 (C)
- 00 () 1.2(D)
Saharsa 1.00¢ - - - -
Sirsa .11 0.3% - - .60 (C)
.80 (C)
Bheeauaipatasa 2.044 - - -
Punalurs {.81 - -
Jotes: C - Commercial Soarce: Computed on the basis
[ = Industrial of infornation collected
¥ = [aclading Aaounts fron nunicipalities and
§ = "000 Galloa vater supplyiag agencies.
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TARLE 85

Percentage of Recovery in Nater Supply

Locality/Year 1979-80  1980-31  1981-82  1982-83  198)-84  1984-85  1985-86  1386-87 L4748 1388-39

urangabad - - [T}3] 51.7¢9 0.3 N N 50 69 - 66.16

Bhopal i0.82 29.15 k1301 ] 914 836 n.u U1 {035 - -

Pali {2) - - - 154 .37 142.32 0.7 - - 164.89

Bae Bareli - [{ R Y] 81.25 51.4% 82.10 1.78 54.32 2 9.8 -

Sarat 135.62 15.83 12.26 nwn "N ne - 30.98 10

Sira - - - - - - - 5820 (1)

Per Cent of Recovery Conservancy/Scavanging/Draisage

Burangadad - - 5.96 63.52 .8 IELR ) 63.91 53.22

{Draiaage) :

Bhopal .18 .0 26.35 6.8 8.51 1.9 513 1.42 - -

(Scataagiag)

Surat 3.8 nn nn .22 2N .4 - - -

(Conservaacy)

Rae Barell - 11.29 12.52 1H.n 1.3 1.18 - 1.2

(Coaservaacy)

Per Ceat Becovery ia Scavasging/Bire Service

lurangabad - - 5.96 §3.52 32.63 148,87 6.3 53.22

(Drainsge)

Bhopal 018 8.0 26.35 6.8 8.81 3.9 5.13 1.42 -

(Scavanging}

Bae Bareli - - - - - - - - 12 840t
18.92 15.6

Bbeeauaipataan . - - . - . - . LA 1.90s
3.0 5.38

Jotes: © fater tar ¢ water charges Soarce:  Tompated oa the basis of iaforma-

(1) figures relate to 1989-9¢ tion collected fron manicipalties
(2) figares for Pall exceed 108 becanse of taclasios of 2 part and mater capplying ageacies.

of amonats recoversd 2a the smouat of capital arpeacss
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TABLE 5.7

Optimnum Vs. Actual Subsidy and Suggested Rate Increases

(Rs "000)
Corporation/Manicipality Optimal Actunl Foaste:
subsidy Subsidy [ncrease
Bhopal (198L-8¢6) 6715.85 6513.00 0.131
Rai Bareli (1987-88) 663. 46 541.00 f.121
Pali (1986-89) 2318.00 2317.00 0.282
Source:  Computed using Lhe data collected

from varlous waler supply agencies.
(24

1610)



TABLE 5.8

Regression Results : Dependent Variable Per Unit Deficit/Surplus

Bunicipal Constant  Per Oait  Per cap-
Bodies Bverage ita Oen
Operat- Tax and
ing Cost Joa-tax P-Stat-
revepae 1 [ DF  jsties 1 |
Bhopal g.20% -1.21123 g.0005 0.923 0.8 i 23.% 2.16

(1.821)  (-5.91) (0.20)

Rae Bareli -0.067  -0.71H4 0.0003 0.671  0.533 3 .10 2.15
(-0.584)  (-2.69) (1.37)

Pali -0.605  -3.10% g.0160  0.93% 0.993 2 1643.08  2.18
(-30.115)  (-28.39) (36.46)

Bote: Figures iz pareatheses deaote "t ratios. Sogrce: Estisated.
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CHART 7.1

Naee of
Locality

Produced
by State/
Board and
Supplied
by Local
bathority

Prodoced Produced

and Sup-  and Sup- Charges

plied by plied by ----------ooceooen-
State Local Nater Other

A-CLASS

B-CLASS

C-CLASS

Aorangabad
Bbopal

Gauhati

Rae Bareli
Jaachi

Sarat
Pispri-Chiachwad

Jbarsoguda
Ralgoada
Pali
Saharsa
Sirsa
Tharagpur

Bheesunipatnan
Panaler

Yes
Tes
Yes
Yes

Yes
Yes
Tes
Tes
Tes
L]

Rathority Aathority Yarx Charges
| ] Tes (P} Tes Tes
] Yes (P}  TYes Tes
- Tes Yes -
L] ] Tes -
]} 1A Tes -
10 Yes Yes Tes
Tes ] ] 1]
L] ]} bo -
] L] o Jo
L[] ] To Yes
[]) ] To -
L] L] o o
Yes ] Tes ]
L] Tes o -
Tes ] Tes -

Notes: 1} - Bot Applicable

P : Partly

Source :  Computed on the basis of
interviess sith the susicipal
staff.
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CBART V.2

Resideatial Roa-Resideatial
Corporatioa/Buaicipality Basis of charge

Rateable Po. or Betered

Yaloe Size of  Covnection

Taps

1 2 3 142 213 143
Jurangabad J d J d d d
Bhopal 1 A A { A 1
Gumabati i - J - - A
Pispri-Chiachwad M - - - - -
Raachi d - - - - -
Rae Bareli J - J - - -
Sorat J _/ A J J i
Jharsagoda )| - - - - -
Kbaragpur d - - - - -
lalgoada )| - - - - -
Pali X J J 1 d 1
Saharsa 1 - - - _ _
Sirsa 1 A J - J -
Bbecavaipatnaa I - - - - -
Puaaler A - - - - -

.......................................................................................................

Source: Based oa the iaforsation
collected from respective
suaicipalities.
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VI. CONCLUSIONS AND REC(MMENDATIONS

1. Introductory Remarks

With rapid urbanisation, local bodies in urban areas
would be required to play gradually an increasing role in
providing public services. A few services such as local
administration, sanitation, garbage disposal and street lighting
are provided by the local bodies independently. However, some
others like water supply, drainage and sewerage, primary health
and education and road maintenance are provided mostly with the
financial assistance of State governments. This implies dependence
of local services for their finances on local government’s own
revenues and intergovernmental fiscal transfers. The significance
of intergovernmental flows to local bodies is further enhanced
because India’s federal set up confers on State governments the
powers to control local budgets, and some of the State taxes as
sales tax and motor vehicles tax have'been found to be superior

instruments of taxing local business and road use.

It is, however, unfortunate that there 1is no consistent
policy on flow of funds from State governments to local bodies to
finance these services. The results of the current study, which
is based on a sample of 16 municipal corporations/municipalities,
indicate that the contributions of the two instruments of
intergovernmental fiscal transfers, namely, grants-in-aid and
share in taxes have varied significantly across local government

budgets. The proportion of share in State taxes has declined in
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all the classes of sample localitlies. The same is true for
grants-in-aid except in “C° class municipalities which have

witnessed increasing dependence on grants.

In the absence of coordinated approach, most of the
finances for urban public services are expected to be generated in.
the local sector. However, property tax and octroi, the two
important own revenue sources, have severe limitations. The growth
of property tax has been constrained due to administrative
bottlenecks, political interference and legal hurdles. State
govermment control on property tax policies is significant. As
regards octroi, it is on its way out from the local fiscal scene
and so far a perfect revenue substitute at the local level has not
been discovered. At the same time, in a situation of uncertainty,
possible 1innovations in octrol management have not been

introduced.

These discussions indicate that wurban local financial
management is characterised by uncertainties in flow of funds
both from own revenue sources and intergovernmental transfers.
Further, inflationary conditions in the economy have restricted on
one hand the spending capacity of local bodies in terms of ameeting
service targets Iin physical terms, and on the other hand increased
taxpayers resistance to pay taxes. Thus, standard of civic
services judged by the level of per capita revenue expenditure
has been found to have deteriorated over time. It is also evident
that services which could be financed through user charges have
depended on the property tax for cost recovery. In other words,
urban local bodies do not seem to have attempted to put their cost

recovery mechanism on a scientific basis. Although inter- class
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variations in composition of local revenues and expenditures are
found to be significant, the general conclusions however remain

valid.

It is clear from our analysis that local revenue efforts
are constrained by lack of willingness to tap the potential.
Administrative and legal bottlenecks seem to be important factors
that go to explain to a large extent, the lack of willingness to
tax on the part of the urban local bodies. The bottlenecks that
constrain assessment and collection procedures, are identifiable
and deserve adequate attention of policy makers, economists aand

administrators.

The major objective of the present study can thus be

restated as follows:

(1) to analyse the administrative organisation and
structure of rates of major local taxes, namely,
property tax including service taxes and octroi.

(ii) to suggest measures to increase productivity of
these taxes by streamlining the adminstrative
organisation and rationalising the tax structure of
rates.

(iii) to examine ways and means to user charges so as to
recover at least a part of operational expenses.

We now take up some important findings of the study

along with their recommendations:
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2. General Property Tax

Property tax should be taken as ;onsisting of two
components: General property tax and service charges. The former
should be developed as a local tax on property income. The latter
should be used as an instrument of cost recovery for local

services which lack readymade consumption tags.

a. Revitalisation of Tax Base. Among the factors adversely

affecting the growth of property tax base, i.e., rateable values,
the major ones have been identified as (i) the constraining impact
of rent control legislations, (ii) imperfections in the real
estate and rental markets in the form of suppression of true
rents, receipt of salami, payment of advances, etc., (iii) the
lack of a clearly laid down assessment code or assessment norms
whicﬁ often leads to discretionary assessment and gives scope for
Qndue leniency, and (iv) the lack of implementation of provisions
relating to periodic reassessments. 0f these, at present, the
depressing effect of rent control laws, is probably the most
important. But it is not to be assumed that once rent control is
relaxed, rateable values would move closely with market trends.
The other factors mentioned above would then acquire greater
significance. Even as it is, it has been seen that disparities in
the assessment of similar properties have been found to exist not
only across localities but also within the same locality for which

rent control legislation cannot be held responsible.

(1) Integration of municipal legislations vith rent

control. Since the general property tax is being construed as a
local tax on property income, the remedy may lie in modifying the
current rental value method itself. Keeping in view the imbalance

between demand and supply of housing accommodation in urban areas,
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it may not be possible to ignore the rent legislation altogether.
It may, therefore, be preferable to allow fixation of rent
according to the provisions of the rent control laws with the
necessary proviso that municipal assessments should be guided by

the rent control provisions.

(ii) Standardisation of valuation. In order to control

desperate assessments, rateable values need to be standardised per
unit of covered area. There is a strong case for setting up a
State level valuation agency. The agency should be entrusted with
the task of collecting data through a property return on rents,
land values and cost of construction on a regular basis and
processing them in order to develop standardised rents, land
values and construction costs per unit of covered area for
different types of properties. This task could greatly be
simplified if it is made obligatory for the rate payers to file

property returns on the pattern of personal income tax.

While developing the data on rents, land value and
construction cost, the valuation agency would have to follow
strictly the provisions of the rent legislations. It should be
made obligatory on the part of the rent controller also to use

these data while fixing the standard rent.

As regards actual assessment of properties,'however, it
should be undertaken by the municipal personnel only. But in view
of our observation that the assessing personnel are inadequately
trained, we suggest that a suitable programme of training in
matters of valuation of properties and administration of the tax

be drawn up for such personnel.
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(i1i) Periodic revaluation of properties. Keeping in-

view the fact that property valuation may be difficult even when
it is carried out at an interval, standardised rates per unit of
area may be put to an inflation indexation. These may be revised
upwards by half or one-third of the percentage point increase in

the consumer price index number (OPIN) every five years.

b. Proper Policy on Leniency and Exemptions

(1) Assessment of vacant land. Taxation of vacant land

calls for reform on two fronts (1) proper valuation of land at
current market prices and (ii) selection of reasonable rates of
return. Adoption of a comparable rate of retura, however, should
take place after a reasonable period of time from the date of
purchase of land to allow construction on it during the period.
One may consider a rate of 5 per cent during the first five years.
After five years, however, a higher rate, say 15 per cent, may be
adopted in order to encourage more efficient land use and also to

discourage speculation in land.

(11) Exemptions. There may be a case for granting
relief to such taxpayers, namely, owner occupants of residential
properties. This would act as a “circuit breaker” for low income
taxpayers, pensioners, widows and retired persons, who live in
their own houses. Relief may be given in the form of rebate on
rateable value, say, to the extent of 25 to 30 per cent, so that
changes In the rate structure do not disturb the extent of
relative relief provided. Exemptions to charitable, educational
and religious institutions should be withdrawn if involvement in
any income earning activity is discovered. Exemptions should be
given only on the administrative grounds and not under any

political pressure as a vote catching device. As regards
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treatment of govermmental properties, both Central and State,
besides service charges, there is a case for a moderate general

property tax rate.

c. Appellgte-Procedure. It may be worthwhile to have a

two-tier internal appellate procedure, and appellate tribunal. The
decision of the appellate tribunal will be final on point of
facts. On points of law, however, the order of the tribunal may
be challenged in the District Court. It may be made explicit that

no suits or writ petitions can be filed in the civil courts.

d. Strengthening of Collection Machinery. A vigorous

enforcement campaign including the use of legal remedies may be an
effective means for obtaining buoyancy in the tax. As in income
tax, therefore, it may be necessary in the case of property tax
also to have a system of charging interest for the period starting
from the original date due for tax payment and when the final
payment is made when assessments are finalised after appeals. It
must be accompanied by a two-pronged informational campaign, one
covering the elected and administrative officials and the other to
educate the taxpayers as to how the civic services can be affected
by continued resistance to rate revisions and non-compliance with
the rax.

e. Rationalisation of Rate Structure. When assessments are

done properly and revisions of assessments are also carried out
regularly, the rate of tax should be much lower to keep the
burdens moderate. Further, as service charges are proposed to be
designed independently, a progressive rate may be favoured on the

assumption that the higher the property value, the higher would be
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the income from property. A progressive rate structure can be-
justified further if the extent of undervaluation of properties is

taken to increase with property value.

A moderate rate is justified on the grounds of both
equity and efficiency. In other words, moderate rates would be
less inequitable and would exert less dampening impact on housing
investment. As a general rule, rates should not be more than
15-20 per cent of the rateable value as there are other taxes such
as income tax, wealth tax, etc., which also fall on the same
property and thereby affect the rate of return on housing
investment. Even a tax rate of 20 per cent can be recommended
only for large cities where appreciation of real estate value is
generally high. 1In general, rates can be designed between 10 and

20 per cent of the ratable value.
3. Octroi

Any attempt to rationalise octroi may necessitate two
alternative exercises. In the first exercise, attempts méy be
made to rationalise the assessment mechanism and rate structure of
octroi with a view to minimise its adverse effects on resource
allocation, equity and administration. In the other exercise, an
attempt may be made to replace octroi by another tax which is able

to yield an equal amount of revenue to local bodies.

a. Stteallining Octroi Administration. In the first

approach, surprise checks by senior officials may be used as an
instrument to reduce the extent of delay and corruption at the
checkpost. A second measure, which pertains to improving
assessment administration, would be to devise ways to introduce a

system of post-collection checking of accounts. This may require
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registration of dealers for the purposes of octroi. Since octroi
administration does not have administrative machinery beyond the
checkpost, help of sales tax department would be necessary. To
have an integrated approach, sales tax registration numbers can be
used also as octroi registration numbers. This measure would,
however, cover only large dealers. Movements of goods by non-
registered dealers and through other informal sources would have

to be tackled by the octroi administration at the checkpost only.

In order to improve productivity of octroi, it may be
desirable to convert specific duties into ad valorem levies. The
advantages of specific duty is its simplicity and non-requirement
of valuation of goods. Specific duty may still be retained for
low value goods. However for high value goods such as electronic
goods and watches, a switchover from specific to ad valorem duty
would raise additional resources by increasing the responsiveness

of octroi to price inflation.

b. Alternatives. Given the inevitable exit of octroi

despite lingering protests, attempts should be made to replace it
by another tax. Three taxes, namely, entry tax, business property
tax and surcharge/additional sales tax have attracted the

attention of fiscal analysts.

The reason why entry tax is not revenue neutral lies in
that State governments have constrained its coverage. Thus, entry
tax may become revenue neutral if its coverage is expanded. One
may argue here that why not use sales tax in the form of a
surcharge or additional levy when entry is also a supplement to
sales tax. More appropriately, a municipal sales tax may be

piggy-backed on the sales tax. Earmarking of this surcharge as a
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municipal revenue source and transferring local shares on a
quarterly basis may partially resolve the problem of day to day

liquidity.

In order to impart certainty in local revenue, business
property tax, being a local levy, may assume greater significance.
This tax can be designed as an appendix to the general property
tax. Business property in an urban area for tax purposes may be
defined to include properties used for industry, trade and
commerce, entertaimnment and profession. Premises used for these
purposes may be classified into identifiable categories and BPT be
fixed per square feet of the covered area under such premises or
as per cent of the taxable value of property. Differential taxes
per unit of area may be adopted for business properties located in
different parts of a municipal area in order to capture variations

in business potential.

To impart elasticity, BPT per unit of area, moderately
fixed initially, may be positively linked to inflation. Tax per
sq. ft. of area may be revised upwards say every 2/3 years by a
fraction of the wholesale or consumer price index number.
Alternatively, taxable value of properties can be standardised per

unit of area and subsequently linked to inflation.

In case scepticism obstructs fiscal experimentation and
State local policy makers do not subscribe to the very idea of
exclusive dependence on property related taxes, a diversified
system of tax alternatives would have to be designed. In that
event, a package consisting of business property tax and municipal
surcharge on the State sales tax may be considered to meet the
local revenue requirement. A package consisting of BPT and entry

tax can be considered only as the next alternative.
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4. Fees and Charges

Some increases in the amount charged as fee are
necessary because of inflation and the rise ian salaries of local
administrative staff engaged in providing these services. Among
the other non-tax revenues, rents from commercial properties owned
by the local govermments may constitute an important source. The
success of the latter source of revenue would, however, depend on
the State government support to the credit financing of
remunerative projects relating to the development of market places
within the municipal jurisdictions. State govermments may cousider
the possibility of assigning a part of the State govermment's
capital funds for this purpose. Such projects can earn sizeable
amount of revenues when commercial spaces are auctioned and market

rents charged.
5. User Charges

The charging systems for water supply and sewerage
facility vary considerably from one State to another and sometimes
even within a State. Coumonly employed bases for water charges are
rateable value of a property inhabited by an user, metered water
consumption and the number of taps in that property. The exteat
of direct recovery varies quite significantly from one locality
to another and also for different services. In almost all cases,
the earnings from water supply, sewerage and sanitation are only a
fraction of the operation and maintenance expenses. Consequently

adversely affecting the expansion of these facilities.
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a. Recoverable Cost. On the grounds of simplicity, cost

recovery in municipal services have been visualised only with
respect to operation and maintenance expenditures (OEM). However,
not all OEM become recoverable. In fact, the nature of services
being provided should guide the charging rule. Since the benefits
of these services transcends municipal jurisdictions, the visiting
populations are also served. Further, the benefits of these
services also spill over to other community services such as
public health and envirommental protection. These considerations
would show that the entire OEM cannot be recovered from the
resident population of a locality. A part of the OEM should
therefore be financed through intergovermmental fiscal transfers,
namely, grants and share in the non-local taxes such as sales tax.
Any obsession with full cost recovery, i.e., recouping the full

(EM from the residential population is thus unwarranted.

b. Charges Structure for Water. Excess use of water and

use of contaminated water should be discouraged. To achieve the
first objective, progressive water rates may be considered
desirable with higher rates for non-domestic consumers. To control
the use of contaminated water, which is likely to cause health
hazard. it is necessary to charge very low rate from poor people
who cannot arrange supply to potable water on their own. These

weasures would also be justified on equity grounds.

Higher progressive water charges for non-domestic
consumers, however, carnot be justified on equity grounds. In the
case of business and industry, these charges constitute their cost
of operation and in all likelihood these are shifted to consumers
of the products traded or produced by the business and industry.

On administrative grounds, however, progressive charges for both
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domest ic and non-domestic payers can be justified because b{gger
the size of the consumer, easier it would be to coliect the
charges. The progressive water rates can be applied in respect of
all the three bases commonly employed for fixing rates, namely,
rateable value of a property, number of taps in a property and

measured consumption of water by household, business and industry.

c. Revigsing Charges. Rate revision proposals can be

arbitrary as it 1is extremely difficult to lay hands on optimal
charges. However, given the existing charges, optimal incremental
charges can be designed on the basis of justifiable level of
deficit in water service budgets. Corporations using metered water
consumption indicate the required extent of upward revision which
is of the order 25 to 30 per cent of the prevailing rates.

’

One of the greatest hurdles in revision of charges is
lack of public cooperation. As in the case of general property
tax, it may be necesary to arouse consciousness among the citizens
about the significance of user charges in maintaining and
expanding the urban public services. With the increasing interest
of citizens in municipal finances., it is quite possible to reduce

the extent of taxpayers” resistance.

d. Bages for User Charges. Water consumption tags, namely,

netered water consumption, number of taps and rateable value may
be used for other services also. Take the case of sewerage
services and solid waste disposal. A surcharge on water rate or a
surcharge on water charges/water tax bills can be tried. Where
water consumption tags are not available, for instance, where
labour intensive method of collection, removal and disposal of
solid waste are employed, per head or per household flat charges

can be collected. Scavenging charges can be based on rateable
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value of a property or fixed per head population. Those residents,
who cannot be covered by any service consumption tags, should be

asked to pay on per head basis.

When charges are based on rateable value, it may lack
periodic revaluations and existence of legal hurdles such as rent
control. Similarly use of any other tag, particularly per head
basis, may cause stagnation in the collections of charges. To
circumvent such a situation, amount of charges determined once may
be put to inflation indexation by a fraction of the CPIN every 2/3

years.
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