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Summary of recommendations

Over 400 million citizens live in India’s cities. The population in cities is estimated to
grow to over 800 million by 2050. Over 70% of India’s GDP and new jobs are
expected to come from cities, by 20302. Cities therefore will be crucial from three
inter-dependent perspectives — 1) quality-of-life, 2) as economic engines and 3) quality
of democracy. Delivering on these counts depends to a large extent on how financially
sustainable and accountable Urban Local Bodies (ULBs) will be.

In this summary section, we begin by highlighting recommendations arising out of
investigative chapters that follow an order mimicking a roadmap to financial
sustainability and accountability for ULBs, which includes four aspects — 1) fiscal
decentralisation, 2) revenue optimisation, 3) fiscal responsibility and budget
management and finally, 4) institutional capacities. This is followed by our
recommendations on allocations and transfers to ULBs.

A - Fiscal Decentralisation

State governments need to devolve more own revenue streams to ULBs and give
them greater powers over such revenue streams. State Finance Commissions need
to be overhauled into credible institutions, state governments need to be held
accountable for timely consideration and response to action taken reports.

A.1l - Recommendations on devolution of revenue powers which should be a
function of functional decentralisation

We recommend that the Ministry of Housing and Urban Affairs, Government of India
commission an eminent institute to undertake an effort to draw up a standard empirical
framework or a financial model that state governments and ULBs of different sizes and
types can use

1. to estimate expenditure obligations for various functions listed under schedule
XII to the constitution, vis-a-vis underlying key drivers such as population, area
in sg. km, projected population, existing service levels, target service levels, per
unit capital and operations and maintenance cost etc.

2. to estimate revenue potential of major revenue streams that could potentially
be devolved or assigned to ULBs, and estimate the extent of devolution that
could meet expenditure obligations estimated in 1 above, depending on the
extent of functional devolution in respective states and ULBs

In addition, the study may also consider the underlying expenditure obligations on
ULBs of particular revenue streams (e.g. stamp duties and registration charges, motor

1 World Urbanisation Prospects 2018, United Nations
2 India’s Urban Awakening: Building Inclusive Cities, Sustaining Economic Growth, McKinsey Global
Institute, 2010



https://population.un.org/wup/Download/
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vehicle registration charges, profession tax) and recommend appropriate formulae for
ascertain percentage share that could be considered for assignment to ULBs. This
would serve as objective research for states to evaluate and advance fiscal
decentralisation of specific revenue streams recommended by the Fourteenth Finance
Commission.

Further, the same study could also evaluate the extent of revenue foregone in respect
of fees and user charges and evolve a mechanism to continuously compute and report
the same, and factor performance on the same while determining untied grants.

A.2 - Recommendations on predictability of grants and assigned revenues

Central and state finance commission grants being made available to ULBs need to
form part of medium term fiscal plans. Actual disbursements against awards should
be tracked and reported. There is also a need for state governments to gradually
increase grants through the State Finance Commission and reduce discretionary and
tied grants, so as to facilitate proper fiscal planning at ULBs.

Based on the empirical framework or financial model referred to earlier, and finance
commission awards, the Ministry of Housing and Urban Affairs, Government of India
in collaboration with state governments, should arrive at a state-wise steady state mix
of own revenues and grants (incl assigned revenues) for ULBs in respective states,
every five years, and track performance against the same.

A.3 - Recommendations on enabling municipal borrowings and budget setting

A Comprehensive Debt Limitation Policy or equivalent provision on municipal
borrowings needs to be introduced in all municipal acts, to open up ULBs to municipal
borrowings within a framework of fiscal prudence. ULBs need to be given full powers
over budget-setting, eliminating the need for state government approvals.

States through urban infrastructure development finance corporations or equivalent
special purpose vehicles should provide the specialised capacity building support and
hand-holding that is required for ULBs to engage with capital markets.

A.4 - Recommendations on ownership and control over land and property

A systematic, comprehensive effort needs to be undertaken to give greater powers
over land and property to ULBs, through appropriate amendments to state municipal
acts.
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B - Revenue Optimisation

ULBs need to optimise own revenue streams devolved to them by reviewing and
reforming valuation and assessment, billing, collection and reporting stages of the
lifecycle. Particular attention needs to be paid to completeness of assessment and
billing and maximising collection efficiency. Specific recommendations for revenue
optimisation are as below.

B.1 - Recommendations on optimising property tax revenues

Enumeration

Provision for periodic enumeration should be a part of state municipal acts. While
municipal corporations may be in a position to implement their own GIS systems,
states need to provide for a state-wide GIS facility for municipalities to access, through
a specialised entity like the urban infrastructure development finance corporation or
equivalent. Central government should consider a review of GIS implementations
completed so far and publish a compendium with costs and benefits. The central
government could also consider laying out broad guidelines or options for GIS
implementation by states. Database integration across government databases such
as power supply, gas agencies etc. should be considered to enable smooth updation
of property records on an ongoing basis.

Valuation and assessment

UAV and self-assessment methodology should be progressively made mandatory
across states and ULBs. A property tax board should be constituted in all states to
provide independent advice and recommendations to ULBs on enumeration, valuation
and assessment. Exemptions from property tax should be rationalised and always
accompanied by details of underlying rationale and revenue foregone. The property
tax register of the ULB should be published online with details of property, area,
property type, guidance value, property tax amount, payment details, pending dues
etc. with due safeguards built-in for privacy.

Billing and collection

ULBs should adopt end-to-end integrated information systems for property tax which
provides for regular billing and reminders, online payments, digital records, integration
with GIS system and property tax register, and facilitate monthly/quarterly property tax
MIS. Penal provisions for delayed payments, and publication of defaulters’ list should
also be introduced and strengthened.

Normative standards should be drawn up for staffing of the revenue department, and
an evaluation of cost benefits of outsourcing billing and collections should be carried
out. The experience of Ranchi and other ULBs in Jharkhand may be instructive.
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B.2 - Recommendations on optimising other main revenue streams (such as
rental income, development fee and other fees and user charges)

ULBs should be encouraged to get their annual accounts audited so as to ensure
systematic maintenance of fixed asset registers. MoHUA should draw up a model RFP
for use by states and ULBs to empanel chartered/registered valuers or real estate
consulting firms to undertake a review of their lease documents, and estimate the
market value of their properties and provide recommendations on optimising return on
assets from land and property.

In the case of all fees and user charges, there is a need to adopt functional costing
whereby the cost of service delivery is compared to corresponding fees and user
charges and the revenue gap ascertained and published. State municipal acts, rules
or accounting manuals need to be duly amended to facilitate such a disclosure.

MoHUA should undertake a landscape study of all revenue streams other than
property tax to provide knowledge support (in the form of implementation guidance) to
states and ULBs on optimising the same in a systematic manner.

C — Fiscal Responsibility & Budget Management (FRBM)

There is a need for a FRBM framework for ULBs that focuses on realistic budget
estimates, timely, credible and standardised audited annual accounts, uniform
accounting standards and prudent financial accounting principles, medium-term fiscal
plans, performance reporting and citizen participation in budgeting and financial
management.

Provisions in respect of budgeting in municipal acts and rules need to be overhauled,
preferably through amendments to municipal acts and underlying budgeting rules in
turn based on a focussed fiscal responsibility and budget management framework for
cities (including ULBs and other agencies providing city services). Such a framework
should inter alia provide for/ensure the following:

1. Checks on budget variance, to ensure realistic budgets are drawn up by ULBs
and variances are explained in detail along with next year’s budget

2. Standardised budgets that are comparable and provide information on both
operational and function cost-types, including geographic allocations within the
ULB (at a zone or division or ward level) to the best extent possible

3. Outcome budgets that indicate outputs and outcome corresponding to
expenditure outlays

4. Systematic citizen participation in budgeting accompanied public disclosure of
actionable financial and operational information

5. Medium-term fiscal plans with annual explanatory statements alongside annual
budgets for variances from medium-term fiscal plans

The Karnataka Local Fund Authorities Fiscal Responsibility Act 2002 presents a model
that is worth emulating across states. The Karnataka Municipal Accounting and
Budgeting Rules 2006 too incorporates several of the above recommendations.
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D — Transparency, Accountability and Citizen Participation

ULBs should practise radical transparency with respect to their finances and
operations, following provisions of the public disclosure law and section 4 of the RTI
Act in letter and spirit. State and Central governments should put in place systems
and processes to collect and report timely and credible financial and operational
information on ULBs in a comparative format.Provisions in respect of transparency
and accountability in municipal acts and rules need to be overhauled, preferably
through amendments to municipal acts. These should inter alia provide for/ensure the
following:

1. Formalise a systematic citizen participation in budgeting accompanied public
disclosure of actionable financial and operational information

2. Reimagine their online presence to encourage active citizenship. They may
create portals similar to Swachh Manch to encourage volunteering and
feedback among citizens

3. Strengthen the Service Level Benchmark framework by formalising citizen
charters that state service levels, turnaround time and grievance redressal
procedures

4. Enact a law similar to centre’s NDSAP

5. Mandate Risk-based internal audit function reporting directly to the elected

council

Ensure audited annual accounts that are credible, timely and standardised

Mandatory implementation of accounting standards for local bodies issued by

the Institute of Chartered Accountants of India

~N o

At the state and central levels, to facilitate a consolidated view of finances of ULBS,
we recommend the adoption of XBRL. MCA21 of the Ministry of Corporate Affairs,
regulatory reporting by banks to the Reserve Bank of India, filing of Income tax returns
etc. all adopt XBRL methodology and standards.

E - Institutional Capacities

State governments need to build capacities of ULBs in two particular areas. First, they
need to estimate and then provide access to adequate number of skilled staff in
revenue and accounts departments. Second, integrated information systems that
handle end-to-end transaction processing and reporting need to be implemented.

1. Cadre and recruitment rules of ULBs need to be comprehensively updated,
particularly in respect of revenue and finance functions. Normative standards
need to be established for each role in revenue and finance functions. Skills
and competencies need to be defined in contemporary terms. Performance
measures need to be laid down. Workforce requirements in ULBs need to be
reviewed at periodic intervals based on the growth of the city and the ULB
through a medium term workforce plan.
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. Ministry of Housing and Urban Affairs, Government of India should draw up
certification-based skilling programs for revenue and finance staff, which are
available online. State governments should mandate completion of different
levels of these programs for different levels of staff.

. Municipal Services should be identified as a sector under the Skills Mission, so
a dedicated sector skill council can be created and jobs in revenue and finance
departments given a thrust.

. We also strongly recommend that the Ministry of Housing and Urban Affairs,
Government of India undertake a serious evaluation of Municipal Outsourcing
or Municipal Shared Service Centres which can surmount the challenge of
staffing in ULBs, and also deliver significant benefits in terms of lower costs and
better services.

. We also urge the Ministry to make available standardised software for revenue
and finance functions for use by ULBs who have been unable to utilise the
same. It should also lay down standards for such software. State governments
should facilitate fast-track adoption of the software by its ULBs.
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Chapter 1 — Landscape of India’s
Cities
Cities are crucial to India’s socio-economic future

Over 400 million citizens live in India’s cities. The population in cities is estimated to
grow to over 800 million by 20503. Over 70% of India’'s GDP and new jobs are
expected to come from cities, by 2030%. Cities therefore will be crucial from three
inter-dependent perspectives

1. Quality of Life: citizens in cities need access to basic infrastructure and services
like water, housing, power, safety, sanitation, clean air and transport.

2. Economic: cities are fast-growing economies. They attract capital and talent,
deploy the capital productively, create aspirational jobs and drive high economic
growth. Cities therefore should create an enabling environment for productive
economic activity.

3. Democratic: over 50% of India’s citizens will live in cities by 2050°, so the quality
of democracy in cities, including trust between citizens and governments and
nature and extent of citizen participation, will determine the quality of India’s
democracy itself.

India’s cities come in-many sizes, and with many names

There are statutory towns and census towns

There are 4,041 statutory towns and 3,892 census towns in India as per census 2011.
Statutory towns are governed as urban local bodies or as cities. Census towns are
designated as such by the census but governed as village panchayats. Statutory
towns are generally designated as municipal corporations, municipal councils or town
panchayats depending on their population, with few settlements belonging to other
categories such as Industrial Notified Area, Notified Area Committees and
Cantonment Boards.

Table 1: Statutory towns and census towns

Particulars Governed as Number Pop_ullat|on Population %
(million)

Statutory towns (orCLIJt{B) 4,041 323 86%

Census towns ;/;'r']acazég:) 3,892 54 14%

Total Urban 7,933 377 100%

% of total population 31%

3 World Urbanisation Prospects 2018, United Nations

4 India’s Urban Awakening: Building Inclusive Cities, Sustaining Economic Growth, McKinsey Global
Institute, 2010

5 World Urbanisation Prospects 2018, United Nations
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Source: Computed based on data as per Census 2011

Each state government defines their statutory towns differently, census town
criteria are as per Census of India

Different state governments use different criteria to determine whether a settlement is
a statutory town or a village, and if a statutory town, whether it is a municipal
corporation, municipal council, or nagar panchayat.

1. Area

Population size

Population density

Occupation

Revenue

Economic importance

Pace of urbanisation

8. Demand for progressive services

No ok whN

These factors are used in six different ways by states, making each state’s definition
unique. Further states even have different qualifying thresholds even where one or
more factors from the above are common.

The Census of India classifies those villages as census towns which satisfy the
following three conditions
1. A minimum population of 5,000
2. At least 75 per cent of the male main working population engaged in non-
agricultural pursuits; and
3. A density of population of at least 400 persons per sq. km.®

Statutory towns vary vastly in population, with a “large head” and “long tail”
Statutory towns themselves vary vastly in population. Of the 4,041 statutory towns,
3,565 (88%), with an average population of less than 30,000, have a population less
than 100,000 each. Along with census towns, they constitute over 40% of the urban
population’, making them a “long tail” of urban India i.e. small settlements.

Table 2: Categories and population of statutory towns

Particulars No. Popu_lation % of urk_)an Average
(millions) population population
Municipal Corporations 147 160 43% 10,90,713
Municipalities
Population > 100,000 328 59 16% 1,80,335
Population <=100,000 3,507 101 27% 28,878
Sub total 3,835 160 43% 41,832
Cantonment Boards 59 2 1% 35,226
Census towns 3,892 54 14% 13,943
Total 7,933 377 100%

6 Census of India, 2011
7 Computed based on data as per Census 2011

10


http://censusindia.gov.in/2011-prov-results/paper2/data_files/India2/1.%20Data%20Highlight.pdf
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Source: Computed based on data as per Census 2011

Of the approximately 60% constituted by cities with population greater than 100,000,
the municipal corporations (determined so by state governments based on differing
definitions) taken together constitute over 40% of the urban population as per census
2011. Municipalities (again, determined so by state governments based on differing
definitions) with population greater than 100,000 constitute only 16% of the total
populationé.

The absence of a metropolitan governance paradigm is a stand-out
characteristic of governance of India’s cities

Unlike most countries, India does not have a metropolitan governance paradigm for
its large cities. Article 243P of the Constitution (Seventy Fourth) Amendment Act
defines a Metropolitan Area as an area having a population of ten lakhs or more,
comprised in one or more districts and consisting of two or more Municipalities or
Panchayats or other contiguous areas. Article 243ZE requires every metropolitan area
to have a metropolitan planning committee (MPC) to draft a development plan.
However only a handful of cities in India have designed metropolitan areas and
constituted an MPC, and in most cases the MPC is defunct.

Census of India reckons Urban Agglomerations (UA) as a continuous urban spread
constituting a statutory town and its adjoining outgrowths (OGs), or two or more
physically contiguous towns together with or without outgrowths of such towns. A UA
must consist of at least a statutory town and its total population (i.e. all the constituents
put together) should not be less than 20,000 as per the 2001 Census®.

Out of the total urban population of 377 million as per census 2011, 61% (230 million)
live in 474 UAs*? that include ULBs, census towns and outgrowths. However, UA finds
no place in the urban governance paradigm in India and is only part of the census
vocabulary. UAs could well be the demographic basis of metropolitan governance in
India.

Table 3: Urban Agglomeration- The Mumbai Example

City ULB type Population Population %
Greater Mumbai Corporation 1,24,42,373 68%
Mira-Bhayandar Corporation 8,09,378 4%
Thane Corporation 18,41,488 10%
Navi-Mumbai Corporation 11,20,547 6%
Kalyan-Dombivli Corporation 12,47,327 7%
Ulhasnagar Corporation 506,098 3%
Ambarnath Council 253,475 1%
Badlapur Council 1,74,226 1%
Total 1,83,94,912 100%

Source: Computed based on data as per Census 2011

8 Computed based on data as per Census 2011

9 Census of India, 2011

10 Computed based on data as per Census 2011

11
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The absence of a metropolitan paradigm has resulted in not just fragmented
governance and service delivery resulting in lack of accountability, but also inability of
our cities to realize agglomeration economies. 215t century challenges of economic
growth and job creation, climate change and environmental sustainability and
equitable access to opportunities and services have direct dependence on cities, in
terms of both problems and solutions. A metropolitan governance paradigm, including
economically, is quintessential in 215t century India.

12
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Chapter 2 — The state of municipal
finance in India

Urban Local Bodies are institutions of local self-government, yet

remain financially weak
The following high-level trends and ratios gleaned from available financial information
on ULBs indicate that they continue to remain weak institutions.

Total Own Revenues of ULBs in India to India GDP

Aggregate revenues of all ULBs in India put together are estimated (based on the
available limited information) at less than INR 150,000 Crores!! (including the
Municipal Corporation of Greater Mumbai, which by itself accounts for nearly 20% of
total). This amounts to less than 1 % of GDP compared to greater than 6% in Brazil
and South Africa'?. Consequently, both revenue-wise and expenditure-wise, ULBs
are quite insignificant as institutions of local self-government.

Percentage of Own Revenues to Total Revenues

For the 13 states analysed as part of the 2017-18 data shared by states in response
to the 15" FC questionnaire, own revenues contribute 49 % of total revenues, with the
remaining predominantly comprising grants and assigned revenues. ULBs in India
are highly dependent on state and central government grants and schemes and
missions for their financial sustenance.

Growth in Own Revenues

Based on data available for seven states (Maharashtra, Karnataka, Gujarat, West
Bengal, Punjab, Chattisgarh and Uttarakhand) for the period 2014-15 to 2017-18, the
compounded annual growth rate (CAGR) in own revenues was only 2.7%. While
Maharashtra, Karnataka, West Bengal and Punjab recorded less than 10% CAGR,
Gujarat, Chattisgarh and Uttarakhand recorded CAGR in the range of 19%-28%.
However this growth has not been uniform or consistent across years.

Collection efficiencies

Collection efficiency of property tax, the single largest source of revenues for ULBS,
ranged from 32% to 72% for the five states for which data was available from CAG
audit reports, for the period 2011-12 to 2015-16. While in Karnataka, Madhya Pradesh
and West Bengal, the collection efficiency was in the range of 65-70%, in Himachal
Pradesh collection was 52% in 2013-14, the only year for which data was available,
and 32% in Jharkhand for the period 2011-12 to 2015-16.

11 Financially Empowering Municipalities: Way Forward, Ms. Sunita Sanghi, Ms. Jaya Priyadarshini, Ms.
Manshi Singh
12 Municipal Finance in India — An Assessment, Reserve Bank of India

13
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Staffing

As per the latest Annual Survey of India’s City-Systems (ASICS) 2017 report, an
annual ranking of cities on governance parameters, the average staff vacancy in major
ULBs was in the range of 18-60% (Ahmedabad, Bhubaneswar, Guwahati, Hyderabad,
Jaipur and Mumbai), compared to sanctioned staff strength. Johannesburg in South
Africa has approximately 3,000 staff per 100,000 citizens for a city of a million citizens,
whereas Mumbai, with a population of over 12 million citizens, has 938 staff per
100,000 citizens. Bengaluru and Hyderabad had in the range of 300-500 staff per
100,000 citizens. Based on data collected through Right To Information applications,
vacancy in the revenue departments of Bhubaneswar, Chennai, Guwahati and Pune
were 18%, 11%, 44% and 52% respectively (including contractual staff and staff on
deputation from state governments), compared to sanctioned staff strength. In the
accounts and finance department, the situation was similar.

Accounting and Audit

As per CAG audit reports, for 2,779 ULBs across thirteen states (including large states
such as Uttar Pradesh, Bihar, Andhra Pradesh, Telangana, Maharashtra, Karnataka
and Tamil Nadu), approximately 4,400 audits were pending in respect of their annual
accounts, for years ranging from 2008-09 to 2015-16.

There is a yawning gap in financial information on the state of

finances of ULBs

Successive Finance Commissions have cited and emphasised the lack of credible
financial information with respect to ULBs. The Thirteenth and Fourteenth Finance
Commissions, through performance grant conditions, pushed the envelope on
improved accounting, auditing and financial reporting in ULBSs, yet the state of financial
reporting still requires significant improvement. The lack of comprehensive financial
information on ULBs- at the ULB, state and central levels- is proving to be a major
impediment in policy making and performance management.

There are three broad types of information that is required, which presently is largely
unavailable in a timely, credible, standardised manner.

Economic:

Cities are very important units of the economy. Therefore information on employment
and jobs, migration, investments, GDP of cities, and their underlying key drivers such
as number of business establishments, trade licenses etc. need to be collected and
reported systematically.

Financial:

Budgets, audited annual accounts, performance MIS, internal audit reports and
medium term fiscal plans of ULBs and other city agencies need to be available on both
stand-alone basis as also consolidated at a city level. Particularly, data on land and
property of ULBs and city agencies is critical. These need to be available on a timely,

14
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credible and standardised manner to facilitate comparative analysis and to inform
policy and decision making at the ULB, state and central levels.

Performance:

Service Level Benchmarks (SLBs) for four services (water supply, sewerage and
sanitation, solid waste management and storm water drains) as per guidelines issued
by the Ministry of Housing and Urban Affairs, which are essentially a combination of
supply-side (functional performance) and demand-side (citizen outcome) indicators,
were rightly emphasised by the Thirteenth and Fourteenth Finance Commissions. In
addition, there is a need for SLBs for other services and functions. Further, we also
there is also a need for radical transparency in tenders and contracts including geo
location at a street level and information through each stage of the lifecycle of each
contract, and other public disclosure required by the Public Disclosure Law, a
mandatory reform under the erstwhile Jawaharlal Nehru National Urban Renewal
Mission (JNNURM).

Successive Finance Commissions have had little impact on the
State of Municipal Finances

Recognising the poor state of ULB finances, the Eleventh Finance Commission was
the first to set aside funds for ULBs and the subsequent Finance Commissions
followed suit. The Finance Commission reports also included recommendations for
ULBs to improve financial transparency and revenue augmentation. However, since
the release of the funds set aside was not liked to fulfilment of any of abovementioned
recommendations, the recommendations went unnoticed.

To address this, the Thirteenth Finance Commission introduced performance linked
grants, where nine conditions were laid out for ULBs (and States) to meet in order to
tap into 10% of the grant amount set aside for ULBs. The conditions included the
following :

0] Supplement to the budget documents to be prepared by the state
government. The states should implement an accounting framework
consistent with the accounting format and codification pattern suggested in
the National Municipal Accounting Manual in all urban local bodies

(i) The state government must put in place an audit system CAG must be given
TG&S over the audit of all local bodies

(i)  The state government must put in place a system of local body ombudsmen.
If the class of functionaries fall under the jurisdiction of the Lok Ayukta,
ombudsmen is optional

(iv)  The state government must put in place a system to electronically transfer
local body grants within 5 days of their receipt. On lack of infrastructure,
transfer within 10 days

(V) The state government to prescribe qualifications of persons eligible for
appointment to the SFC

(vi)  All local bodies to be enabled to levy property tax

(vii)  The state government must create a State level property tax board

15
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(viii) The state government must put in place standards for delivery of all
essential services. (Water supply, sewerage, storm water drainage, and
solid waste management)

(ix)  Municipal corporations with more than 1 million population (2001) to create
fire hazard response and mitigation plan

These conditions were met with limited results as most of the conditions were to
be met by state governments and there was very little incentive for the state
governments to fulfil these conditions for ULBs to be able to tap into the Finance
Commission Grants.

The Fourteenth Finance Commission attempted to simplify this and introduced only
three conditions to be met by ULBs to tap into 20% of the Finance Commission grants.
This included :

(1) ULBs to publish audited annual accounts relating to a year not earlier than two
years preceding the year in which the claim for performance grants is made

(i) ULBSs to show an increase in own revenues over the preceding year

(i)  ULBs to publish service level benchmarks relating to basic urban services each
year for the period of the award

The apparent lack of clarity regarding what needs to be published as annual accounts
resulted in availability of incomplete and poor financial information. The published
Service Level Benchmarks too were observed to be inaccurate.

Why are cities in India financially weak: A root-cause analysis

Financial sustainability and financial accountability are the two pillars of municipal
finance. ULBs needs to raise adequate funds to invest in infrastructure and services
that can provide basic quality of life to every citizen as per pre-defined and pre-agreed
benchmarks, and the ULB needs to apply its funds optimally to meet citizen outcomes.

Challenges to financial sustainability of ULBs

ULBs do not estimate their medium-term and long-term financing requirements

ULBs are not required to estimate and do not estimate their long-term capital
requirements based on the current infrastructure and service delivery gap and future
projections. Therefore at any given point in time, there is no estimate available of the
amount of financing required by ULBs. The annual budgets of ULBs are prepared
without reference to a medium-term fiscal plan.

ULBs have access to limited own revenue streams, and exercise limited powers over
them

ULBs do not have access to buoyant revenue streams. In addition, valuation and
assessment or underlying methodology for levy of revenue streams is not appropriate
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to context e.g. guidance values hugely divergent from market values, exemptions not
supported by sound rationale etc. Completeness of billing and poor collection
efficiencies further accentuate weak revenue potential of ULBs.

Grants from state and central governments too do not make up for own revenue
shortfall and are unpredictable in quantum and timing

The sufficiency, predictability and timely receipt of central and state government grants
is also an important challenge faced by ULBs. There are several delays in constitution
of State Finance Commissions, delays in submission of their reports, and Action Taken
Reports not being placed before the state assembly or few recommendations being
accepted.

ULBs are not able to leverage municipal borrowings

The weak financial position of ULBs and lack of sufficient independence and
predictability of revenues puts them at a disadvantage when it comes to leveraging
municipal borrowings (comprising the whole gamut of instruments such as term loans,
Public Private Partnerships, Municipal Bonds and Pooled Finance, and finance
leases). In several states ULBs require prior state government approval before
availing municipal borrowings. ULBs need to achieve higher standards of financial
reporting and public disclosure to instil confidence among potential investors or
lenders, and recruit high quality talent required to structure projects and transactions.

Challenges to financial accountability of ULBs

ULBs have weak budgeting process, no medium term fiscal plans

ULBs have significantly weaker budgeting process compared to state and central
governments. There is significant variance between budgets and actuals rendering
budget documents less credible (with 14 out of 23 cities covered under ASICS showing
greater than 30% variance, going up to 76% in one case) , and budgets themselves
are not derived from medium or long-term fiscal plans. Further, budgets across states
are incomparable in the absence of a national standard, most often only provide
operational cost lines (e.g. salary, rent) and not functional cost lines (solid waste
management, roads), and are too high-level and complex to facilitate public
participation in them.

Accounting in ULBs remains cash-focussed, audit of annual accounts not firmly
embedded

For the past twenty years, through several policy measures, there has been an effort
to introduce double entry accrual based accounting in ULBs. However, ULBs continue
to largely follow cash-based accounting, and most ULBs that follow accrual-based
accounting, follow both systems, with cash-based accounting used for day to day
management, reporting and decision-making. The ultimate proof of accrual-based
accounting are annual accounts audited by independent auditors. The performance
grant condition under Fourteenth Finance Commission requiring audited annual
accounts has made an unprecedented push towards audited accounts in ULBs. Yet,
their accuracy and completeness remain a matter of concern. The absence of
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certification-based skilling of accounting staff has resulted in accrual based accounting
and audited annual accounts remaining processes managed by consultants and
contractors and not internalised by ULBs.

There is no credible performance management process in ULBs

ULBs are not required by municipal acts to put in place any performance management
process or publish performance MIS reports at pre-defined intervals, which covers
both financial and operational performance. Few states have implemented state-wide
information systems for ULBs with performance MIS features.

There is low level of transparency in finances and operations of ULBs, and no scope
for citizen participation

The degree of transparency in finances and operations of ULBs was generally found
to be low across ULB, state and central levels. Essentially, not only is synthesised
information at a ULB level not published systematically, but summarised information
on ULB finances and operations is not available at the state and central levels too.
There is also no scope for citizen participation in budgeting and financial management
of ULBs, though all ULB expenditure directly benefit their citizens (unlike state and
central government budgets).

Roadmap to financial sustainability and financial accountability
of ULBs in India

The roadmap to financial sustainability and financial accountability of ULBs in India
has the following tracks.

Fiscal decentralisation

State governments need to devolve more own revenue streams to ULBs and give
them greater powers over such revenue streams. State Finance Commissions need
to be overhauled into credible institutions, state governments need to be held
accountable for timely consideration and response to action taken reports.

Revenue Optimisation

ULBs need to optimise own revenue streams devolved to them by reviewing and
reforming valuation and assessment, billing, collection and reporting stages of the
lifecycle. Particular attention needs to be paid to completeness of assessment and
billing and maximising collection efficiency.

Fiscal Responsibility and Budget Management (FRBM)

There is a need for a FRBM framework for ULBs that focuses on realistic budget
estimates, timely, credible and standardised audited annual accounts, uniform
accounting standards and prudent financial accounting principles, medium-term fiscal
plans, performance reporting and citizen participation in budgeting and financial
management.

ULBs should practise radical transparency with respect to their finances and
operations, following provisions of the public disclosure law and section 4 of the RTI
Act in letter and spirit. State and Central governments should put in place systems
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and processes to collect and report timely and credible financial and operational
information on ULBs in a comparative format.

Institutional Capacities

State governments need to build capacities of ULBs in two particular areas. First, they
need to estimate and then provide access to adequate number of skilled staff in
revenue and accounts departments. Second, integrated information systems that
handle end-to-end transaction processing and reporting need to be implemented.
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Chapter 3- Fiscal Decentralisation

Fiscal decentralisation remains a nascent reform agenda

Fiscal decentralisation is a crucial enabler of better municipal performance, service
delivery and accountability. However it remains a nascent, incomplete and dormant
reform agenda across states in India. There are specific aspects of fiscal
decentralisation that require attention.

What revenue powers to devolve and how much, to begin with, should be a
function of extent of functional decentralisation
States show differing patterns of functional decentralisation to their ULBSs.

Table 1: Devolution of functions by states to ULBs

Number of functions devolved out of 18
State functions listed in twelfth schedule to
constitution
Maharashtra 14
Guijarat 10
Karnataka 10
Telangana 10
West Bengal 10
Andhra Pradesh 10
Madhya Pradesh 9
Odisha 9
Chhattisgarh 9
Kerala 9
Tamil Nadu 8
Punjab 8
Jharkhand 8
Assam 8
Uttarakhand 7
Uttar Pradesh 7
Rajasthan 7
Bihar 6

Source: ASICS 2017 (based on devolution to municipal corporations)

While one could argue that the desired end state is for ULBs to be financially
independent given their status as institutions of local self-government, global
experience in decentralisation indicates there is no one right way. Countries such as
Brazil which have provided greater powers to city governments constitutionally, have
chosen to assign percentage of federally levied revenues rather than devolve those
revenue streams to ULBs. Even as the agenda of functional decentralisation
progresses, there is a need to achieve a steady state in fiscal decentralisation, after
arriving at certain robust underlying principles.
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Table 2: Revenue streams devolved by states to ULBs (incl % share assigned

Particulars TS BH CH| G |HR | JH | KA | KL |MP |MH | OD | RJ | TN | WB
Property tax Yes | Yes | Yes | Yes | Yes | Yes |Yes | Yes | Yes| Yes | Yes | Yes | Yes | Yes
Duty on transfer of Yes | Yes |Yes| No | Yes | Yes |Yes | Yes | Yes | Yes | No | Yes | Yes | Yes
property

Tax on vacant land No No No | No | No | Yes | No | No | No | No | No | No | No | No
Additional Surcharge on No | Yes | No | No | No | Yes | Yes |Yes | No | No | Yes| No | No | No
transfer of property

Electricity Cess No | Yes | No | No | Yes |Yes| No | No | No | No | Yes| No | No | No
Water tax No | Yes [ Yes| No | No | Yes |Yes | No | Yes| No | Yes | No | No | Yes
Fire tax No | Yes [ Yes| No | No | Yes| No | No | Yes| No | Yes | Yes | No
Drainage tax No Yes | No | No | No | No | No | Yes| No | No | No | No | Yes
Professional tax No | Yes |Yes | No [ Yes | Yes| No | Yes|Yes| No | No | Yes | Yes | Yes
Toll on roads, bridges,

ferries, navigable | No | Yes | Yes| No | No | Yes | No | No | Yes| No | Yes | Yes | No | No
channels, heavy trucks

Tax on vehicles Yes | No No [ Yes | Yes| No | No | Yes | No | Yes | No | Yes | No | Yes
Development charge No | Yes | Yes | No | Yes | Yes | No Yes | Yes | Yes | Yes | No | Yes
Sanitary cess No No |Yes| No | No | No | No | No | Yes| No | No | No | No | Yes
Tax on deficit in parking

spaces in any non-| No | Yes No | No | No | Yes| No | No | No | No | Yes | Yes | No | No

residential building

Source: Municipal Corporation Acts

Two key trends stand out from the data on devolution of different revenue streams by
states. First, that property tax and share of duty on transfer of property are the only
significant revenue streams that are consistent across states. Second, that less
urbanised states such as Bihar, Chattisgarh, Jharkhand, Madhya Pradesh, Odisha
and Rajasthan appear to be devolving more number of revenue streams compared to
other states. In respect of property tax, the degree of devolution in terms of powers
varies across states, with most states retaining for themselves powers over guidance
values. In respect of stamp duties and registration charges (duty on transfer of
property), what is devolved generally is a percentage share.

Therefore, a useful starting point for the fiscal decentralisation reform agenda could
be to answer the question, how much money is required to meet functional obligations
of a ULB, and therefore what revenue powers need to be devolved. This is important
as several recommendations made by the Fourteenth Finance Commission on
devolution of revenue streams to ULBs have not seen the light of day and therefore
there is a need to bolster the argument for fiscal decentralisation more empirically.

The Report on Indian Urban Infrastructure and Services of the High Powered Expert
Committee chaired by Dr Isher Ahluwalia, estimated the per capita investment cost by
sector for eight sectors (water supply, sewerage, solid waste management, urban
roads, storm water drains, urban transport, traffic support infrastructure and street
lighting) and arrived at an aggregate of Rs 43,386. Similarly, it estimated per capita
annual operations and maintenance cost by sector for the same sectors and arrived
at an aggregate of Rs 1,806'3.

13 Report _on Indian Urban Infrastructure and Services, The High-Powered Expert Committee for
Estimating the Investment Requirements for Urban Infrastructure Services, March 2011
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Currently however, there is no empirical basis for estimation of expenditure required
to meet pre-defined service levels for different functions discharged by the ULB, which
is actively used by states and ULBs. Further, the potential of different revenue streams
need to be estimated and compared with the expenditure obligations in order to
determine what revenue streams and how much of each revenue stream would need
to be devolved to enable the ULB to discharge its obligations effectively.

Recommendation

We recommend that the Ministry of Housing and Urban Affairs, Government of India
commission an eminent institute to undertake an effort to draw up a standard empirical
framework or a financial model that state governments and ULBs of different sizes and
types can use

3. to estimate expenditure obligations for various functions listed under schedule
XII to the constitution, vis-a-vis underlying key drivers such as population, area
in sq km, projected population, existing service levels, target service levels, per
unit capital and operations and maintenance cost etc.

4. to estimate revenue potential of major revenue streams that could potentially
be devolved or assigned to ULBs, and estimate the extent of devolution that
could meet expenditure obligations estimated in 1 above, depending on the
extent of functional devolution in respective states and ULBs

In addition, the study may also consider the underlying expenditure obligations on
ULBs of particular revenue streams (e.g. stamp duties and registration charges, motor
vehicle registration charges, profession tax) and recommend appropriate formulae for
ascertain percentage share that could be considered for assignment to ULBs. This
would serve as objective research for states to evaluate and advance fiscal
decentralisation of specific revenue streams recommended by the Fourteenth Finance
Commission.

Further, the same study could also evaluate the extent of revenue foregone in respect
of fees and user charges and evolve a mechanism to continuously compute and report
the same, and factor performance on the same while determining untied grants.

Parties responsible: The Ministry of Housing and Urban Affairs to commission the
study to be undertaken by an eminent institute with expertise in public finance
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Grants and assigned revenues from the central and state Governments need
to be predictable in guantum and timing

Not all expenditure obligations of ULBs need to necessarily be financed by own
revenue streams. Grants and assigned revenues, as long as they are predictable in
guantum and timing and derived from clearly laid down institutional processes like
State Finance Commissions, can serve ULBs equally well.

Table 3: Contribution of sources of funds for ULBs for the year 2017-18

Grants and
State Own revenue Assigned Others Borrowings Total
revenues

Karnataka 27% 71% - 2% 100%
Chhattisgarh 53% 29% - 18% 100%
Gujarat 47% 43% - 10% 100%
Jammu and 9% 85% 6% . 100%
Kashmir

Meghalaya 73% 27% - - 100%
Maharashtra 62% 22% 15% 1% 100%
Manipur 4% 94% 1% - 100%
Nagaland 92% 8% - - 100%
Punjab 83% 15% 1% 1% 100%
Sikkim 42% 58% - - 100%
Tripura 6% 54% - 40% 100%
Uttarakhand 11% 89% - - 100%
West Bengal 20% 76% 3% 1% 100%
Total 49% 41% 7% 3% 100%

Source: Data provided by states

However, as one can observe there is wide divergence between states in the extent
to which ULBs rely on grants and assigned revenues. Read along with the general
ineffectiveness of State Finance Commissions, this points to the need for greater
attention to make grants and assigned revenues mode predictable in quantum and
timing, so better budget management is enabled. This does not refer to any scheme
or mission grants that are subject to conditions precedent or reform conditions, which
by their nature would not be predictable as they are not untied in nature.

Recommendation

Central and state finance commission grants being made available to ULBs need to
form part of medium term fiscal plans. Actual disbursements against awards should
be tracked and reported. There is also a need for state governments to gradually
increase grants through the State Finance Commission and reduce discretionary and
tied grants, so as to facilitate proper fiscal planning at ULBs.

Parties responsible: State governments to mandate and assist the drafting of MFTP
by ULBs. A permanent SFC cell to track disbursements

Based on the empirical framework or financial model referred to earlier, and finance
commission awards, the Ministry of Housing and Urban Affairs, Government of India
in collaboration with state governments, should arrive at a state-wise steady state mix
of own revenues and grants (incl assigned revenues) for ULBs in respective states,
every five years, and track performance against the same.
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ULBs need powers over municipal borrowings, budget-setting and support from
states to access municipal borrowings

Other than own revenues and grants, ULBs could also leverage municipal borrowings
particularly to finance capital investments. Municipal borrowings could take the form
of term loans, municipal bonds or pooled finance, PPPs or finance leases. Currently,
any form of borrowing generally requires state government approval. Few states have
put in place a comprehensive debt limitation policy within which ULBs are permitted to
borrow.

Table 4 - Borrowing powers by ULB

Is the ULB authorised to raise borrowings
uLB without State Government/Central
Government approval?
Ahmedabad No
Bengaluru No
Bhopal No
Bhubaneswar Yes
Chandigarh No
Chennai No
Dehradun No
Delhi No
Guwabhati No
Hyderabad No
Jaipur Yes
Kanpur No
Kolkata No
Lucknow No
Ludhiana No
Mumbai No
Patna Yes
Pune No
Raipur No
Ranchi Yes
Surat No
Thiruvananthapuram No
Visakhapatnam No

Source: ASICS, 2017

As illustrated in the Roadmap for Municipal Bond Markets in India, most ULBs
demonstrate strong preference for term loans. Few ULBs have accessed municipal
bonds (aggregate issuances less than Rs 3,500 crores with another Rs 3,000 crores
in the pipeline) or pooled finance or finance leases. PPPs too remain largely
underinvested relative to their potential.
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At a larger level, ULBs presently do not even have full powers over budget-setting.

Table 5: Powers over budget-setting

Should the budget be Does the state government
State presented to the state have the powers to modify
government? the budget?

Andhra Pradesh Yes Yes
Bihar Yes Yes
Chandigarh Yes Yes
Chhattisgarh Yes Yes
Goa Yes* Yes*
Guijarat No No
Haryana Yes Yes
Himachal Pradesh Yes Yes
Jharkhand Yes* Yes*
Karnataka Yes Yes
Kerala No No
Madhya Pradesh Yes No
Maharashtra No No
Delhi No No
Odisha Yes Yes
Rajasthan Yes Yes
Tamil Nadu Yes* Yes*
Telangana Yes Yes
Uttar Pradesh Yes* Yes*
Uttarakhand Yes* Yes*
West Bengal Yes No

Source: Respective Acts
* The state governments can make amendments in case ULBs are indebted to them

Recommendation

The Comprehensive Debt Limitation Policy or equivalent provisions on municipal
borrowings need to be introduced in all municipal acts, to open up ULBs to municipal
borrowings within a framework of fiscal prudence. ULBs need to be given full powers
over budget-setting, eliminating the need for state government approvals.

Parties responsible: State governments to amend Municipal acts accordingly

ULBs require support from states for strengthening their capacities to engage
with the market

Only a handful of large ULBs in India are capable of independently accessing
municipal borrowings across the spectrum of opportunities. Most ULBs in India in their
current level of capacities require hand-holding in engaging with market players to
access municipal borrowings. This hand-holding ranges from identifying projects,
evaluating cost-benefits of various funding options, drawing up project financials,
preparing annual accounts, getting them audited by a credible, independent Chartered
Accountant, identifying a credible credit rating agency and undergoing a credit rating
process, engaging with merchant bankers/arrangers and then finally with potential
investors and stock exchanges.
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Recommendation

States through urban infrastructure development finance corporations or equivalent
special purpose vehicles should provide the specialised capacity building support and
hand-holding that is required for ULBs to engage with capital markets.

Parties responsible: State urban infrastructure development finance corporations

ULBs need to be given greater degrees of ownership and control over their land
and property, and capacity building support to leverage them

ULBs today barely exercise meaningful control over land and property in their
jurisdiction. In the long-term, ownership or control over land and building would be
critical for ULBs to raise revenues for infrastructure projects.

Recommendation

A systematic, comprehensive effort needs to be undertaken to give greater powers
over land and property to ULBs, through appropriate amendments to state municipal
acts.

ULBs today barely exercise meaningful control over land and property in their
jurisdiction. In the long-term, ownership or control over land and building would be
critical for ULBs to raise revenues for infrastructure projects. For instance, there are
restrictions on the value of immovable assets that may be acquired by a Corporation
without the sanction of the state government and, in a lot of cases, these values are
abysmally low. Local bodies also don't have the authority to acquire properties on
leases of a longer-term. The disposal of properties is also riddled with the need for
state government approval. one such case being the inability of local bodies to dispose
of immovable property by sale or other transfer without the prior sanction of the
government.

Parties responsible: State governments to ament Municipal acts accordingly
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Chapter 4 — Revenue optimisation

Even as efforts are made to advance the cause of fiscal
decentralisation, there is an urgent need for states and ULBs to
ensure own revenues that are largely within the control of ULBs

are fully optimised

Today there is no credible data that is available on the extent of revenue efficiency in
ULBs. This is primarily due to the absence of accrual-based accounting. In the
absence of accrual-based accounting and corresponding financial reporting, one is not
able to compare what was due and what was collected, for property tax and also other
revenue streams. Secondly, even where the data is available, a serious evaluation of
each stage of the lifecycle of each revenue stream, and thereafter measures to gain
assurance on revenue efficiency, have not been systematically undertaken in states
and ULBs.

The stages of lifecycle of property tax are enumeration, assessment, valuation, billing,
collection and reporting. Property tax offers the best test case for an evaluation of
current practices and challenges in each stage of the lifecycle, being by far the largest
source of own revenues for ULBs across states.

Understanding the current practices and issues and challenges in each stage
of the property tax lifecycle is critical to arrive at actionable next steps

Enumeration

Enumeration refers to the process of having a count of properties in the ULB. As is
seen from the below table, twelve state municipal acts do not have clear provisions for
regular enumeration of properties. In several other cases, enumeration can be
undertaken at the discretion of states or ULBs.

Several states and cities are in various stages of implementing GIS-based solutions
for enumeration of properties. However, two principal gaps remain. First, there is no
provision for regular updation either by mandatory linkage to building plan sanction
systems or otherwise. Second, there is no institutional mechanism to ensure
continuity beyond a one-time exercise, including knowledge transfer and creation of
capabilities within the ULB or state intermediaries. Itis also not clear if there is a need
for a certain degree of standardisation in GIS-based solutions. Possibly, at least
documentation of the interventions undertaken in states and cities so far, and their
relative benefits and costs would benefit larger scale adoption of appropriate solutions
by other states and cities.
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Table 1: Provisions in municipal acts on enumeration of properties

States Type What is the provision for enumeration?
Andhra Pradesh All Not mentioned
Bihar All Not mentioned
- . Conduct an assessment at least once in five
Municipal Corporations
. years.
Chhattisgarh -
L The Council shall arrange for a survey at
Municipalities .
least once in four years
Delhi Municipal Corporation Not mentioned
- . Conduct an Assessment at least once in
Municipal Corporations fi
ive years.
Goa -
. Conduct an Assessment at least once in
Municipalities
four years
Municipal Corporations Not mentioned
Guijarat C Assessment list shall be completely revised
Municipalities
every 4 years.
Municipal Corporations Corporation's discretion
Haryana Corporation's discretion - with a limit of 10

Municipalities

years

Municipal Corporations

Corporation's discretion - with a limit of 5

. years
Himachal Pradesh Lo . Corporation's discretion - with a limit of 5
Municipalities

years

Jammu & Kashmir All Corporation's discretion - with a limit of 5
years

Jharkhand Municipalities Not mentioned

Karnataka All Not mentioned

Kerala All Not mentioned

Madhya Pradesh

Municipal Corporations

Conduct an Assessment at least once in
five years

Municipalities

Conduct an Assessment at least once in
four years

Municipal Corporations

Not mentioned

Maharashtra o Assessment not required - to only update
MR Palities with alterations year on year.

Odisha All Assessment once every 5 years

Punjab All Commissioner's discretion

Rajasthan All Not mentioned

Tamil Nadu All Not mentioned

Telangana All Not mentioned

Uttar Municipalities Assessment once every 5 years

Pradesh/Uttarakhand Municipal Corporations Assessment once every 2 years

West Bengal All Assessment once every 5 years

Source: State Municipalities Acts
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Valuation and Assessment
There are several important aspects that merit attention at the valuation and
assessment stage of the lifecycle, also the most complex stage of the lifecycle.
Answers to the following questions will aid an informed evaluation of valuation and

assessment.
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I. Is the valuation methodology and process transparent, providing for
a. Unit Area Value method?
b. self-assessment? and
c. updation of guidance values at regular intervals ?

il. Are exemptions to property tax determined based on underlying data

including

revenue foregone,

appropriate rationale?
iii. Are property tax rates revised at regular intervals through a clear and
transparent process?

number

and nature of beneficiaries,

Based on reasonable data collection efforts, we found it hard to obtain copies of
property tax rules. The municipal acts generally contain only high-level provisions on
property tax; eight out of 21 states we assessed do not have clear provisions in their
state municipal acts on property tax assessment. Therefore much more can be done
to ensure valuation and assessment methodology and processes are more
transparent. Few states have not yet moved to a self-assessment scheme.

Table 2: Provisions in municipal acts on method of assessment of properties

What’s the method of

State Type assessment of properties as per
State Act?
Assessment by
Andhra Pradesh Al Municipality/Municipal Corporation
. Assessment by
Bihar Al Municipality/Municipal Corporation
Chhattisgarh All Self — Assessment
Delhi Municipal Corporation Self — Assessment
Goa Municipal Corporations Self — Assessment
Municipalities Assessment by Municipality
Guijarat All Self — Assessment
Haryana Municipal Corporations Self — Assessment
Municipalities Assessment by Municipality
. Assessment by
Himachal Pradesh Al Municipality/Municipal Corporation
. Assessment by
Jammu & Kashmir Al Municipality/Municipal Corporation
Assessment by
Jharkhand Al Municipality/Municipal Corporation
Karnataka All Self — Assessment
Assessment by
Kerala Al Municipality/Municipal Corporation
Municipal Corporations Assessm_ent by Municipal
Madhya Pradesh Corporation

Municipalities

Self — Assessment

Maharashtra

Municipal Corporations

Self — Assessment
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What’s the method of

State Type assessment of properties as per
State Act?
Municipalities Assessment by Municipality
Odisha All Self — Assessment
Punjab Al 'I?/Iilsneizisprgl?g/;Municipal Corporatiolily
Rajasthan All Self — Assessment
Tamil Nadu All Self — Assessment
Telangana All Self — Assessment
Uttar Pradesh/Uttarakhand | All Self — Assessment
West Bengal All Self — Assessment

Source: State Municipalities Acts

We also found a lack of coherent approach towards updation of guidance values (by
whatever name called). There is also no integration between the databases of the
stamp duties and registration department and the revenue department of ULBs. The
Thirteenth Finance Commission had recommended the creation of a property tax
board at the state level for supporting ULBs in enumeration, valuation and assessment
and exemptions, besides being an independent, credible institution that is able to lend

transparency to property tax administration.

established a property tax board.

Table 3 - Does the Act mandate creation of a property tax board?

However several states have not

Does the Act mandate creation

State Type of a property tax board?
Andhra Pradesh Municipalities Yes
Bihar All Yes
Chhattisgarh All No
Delhi Municipal Corporation No
Goa All No
Gujarat All No
Haryana All No
Himachal Pradesh All No
Jammu & Kashmir Municipalities Yes
Jharkhand All Yes
Karnataka Municipalities No
Karnataka Municipal Corporations Yes
Kerala Municipality No
Madhya Pradesh All No
Maharashtra Municipal Corporation Yes
Odisha Municipal Corporation Yes
Odisha Municipalities No
Punjab All Yes
Rajasthan Municipalities No
Tamil Nadu All Yes
Telangana Hyderabad No
Telangana Municipalities Yes
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Does the Act mandate creation

State Type of a property tax board?
Uttar Pradesh/Uttarakhand | All Yes
West Bengal All Yes

Source: State Municipal Acts

While through the JnNURM and Thirteenth Finance Commission, there was a
concerted effort to move towards UAV method of valuation and assessment, of the 21
states we evaluated, only five had transitioned to UAV method and the rest were
following ARV method. The ARV method leaves room for discretion in estimating

rental value.

Table 4: Provisions in municipal acts on method of valuation

What’s the method of valuation

State Type of properties as per State Act?
Andhra Pradesh All ARV
Bihar All ARV
Chhattisgarh All ARV
Delhi Municipal Corporation UAV
Goa All ARV
Unclear; rate per sq meter of carpet
area is determined by the Municipal
Gujarat Municipal Corporations Corporation but the act does not
specify the criteria for arriving at the
unit rate
ARV or the Capital Value or a
Municipalities percentage of Capital Value of the
buildings or lands or both
Unclear; the act mentions annual
Haryana All value but the not the criteria for
calculation of the same
Himachal Pradesh All UAV
Jammu & Kashmir All UAV
Jharkhand All ARV
Karnataka All Capital Value (UAV in BBMP)
Kerala All ARV
Madhya Pradesh All ARV
Maharashtra All Capital Value or UAV
Odisha All UAV
Punjab All ARV
Unclear; the act mentions
Rajasthan All assessment by unit area base
method or by any other method
Tamil Nadu All ARV
Telangana All ARV
Unclear; The Municipal
Commissioner shall once in every
Uttar Pradesh/Uttarakhand | All two years fix the minimum monthly

rate of rent per unit area (square
foot) of the carpet area for every
group of building within a ward or
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State

Type

area for such building or land

West Bengal

All

ARV

Source: State Municipal Acts

Exemptions too differed widely state-wide, and were not supported by data on revenue

foregone, and underlying rationale.

There were also no coherent provisions in municipal acts on revision of property tax
rates, with a dozen or so state municipal acts remaining silent on property tax rate

revision.

Table 5: Frequency of revision of tax rates

State Type How frequently is the tax rate changed?
. The rate of tax on Annual Rental Value to be revised in 5
Jharkhand Municipalities . .
years or earlier with approval of State govt.
The property tax not to be assessed each year but shall
Karnataka Municipalities | stand enhanced by 15% once in every 3 years starting
2005-2006, with enhancement upto 30% once in 3 years
- The property tax not to be assessed each year but shall
Municipal ; ;
Karnataka Corporations stand enhanced by 15% once in every 3 years starting
P 2005-2006, with enhancement upto 30% once in 3 years
On completion of every 5 years, the Government and the
Kerala Municioalit Council, respectively, shall, revise the rates of basic tax
paiity by making an enhancement at the rate of 5% on the
existing limits and rates in each year.
The base unit area value of vacant land and the base unit
. Municipal area value of covered space of building in respect of a
Delhi . o . LS
Corporation specified group in a ward shall remain in force for a
period of 3 years.
The revision of the rateable values of all properties in the
Municipal municipal area shall, as far as possible, be done once in
Maharashtra ; 0 .
Councils four years, and once done shall remain in force until they
are revised.
Maharashtra Municipal Not mentioned

Corporation
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State Type How frequently is the tax rate changed?
Andhra Pradesh All
Bihar All
Punjab All
Chhattisgarh All
Goa All
Guijarat All
Haryana All
Himachal Pradesh All
Jammu & Kashmir All
Madhya Pradesh All
Odisha All
Punjab All
Rajasthan All
Tamil Nadu All
Telangana All
Uttar All
Pradesh/Uttarakhand

West Bengal All

Source: State Municipal Acts

Billing and collection

Among the stages of the property tax lifecycle, collections has received most attention
from both policy makers and administrators. However progress in reforming collection
efficiencies has been slow.

Collection efficiency of property tax ranged from 32% to 72% for the five states for
which data was available from CAG audit reports, for the period 2011-12 to 2015-16.
While in Karnataka, Madhya Pradesh and West Bengal, the collection efficiency was
in the range of 65-70%, in Himachal Pradesh collection was 52% in 2013-14, the only
year for which data was available, and 32% in Jharkhand for the period 2011-12 to

2015-16.
Table 6: Property tax collection efficiency in ULBs across states
Tax Tax Collection
Demand (in collected Efficiency
State ULB Year lakhs) (in lakhs) %
Himachal Pradesh Al Munlqpal
Corporations 2013-14 848 444 52%
2011-12 1,488 615 41%
- 2012-13 1,983 471 24%
Iharkhand All Municipal .
Corporations 2013-14 2,098 644 31%
2014-15 1911 628 33%
2015-16 2,646 848 32%
Karnataka . 2011-12 35,628 28,872 81%
(inclusive of All Municipal 2012-13 40,976 29,530 72%
arrears) Corporations ’ ’ 0
2013-14 49,849 36,226 73%
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Tax Tax Collection
Demand (in collected Efficiency
State ULB Year lakhs) (in lakhs) %
2014-15 58,279 41,632 71%
2015-16 66,641 43,083 65%
2011-12 1,60,000 1,21,000 76%
2012-13 2,00,000 1,35,800 68%
BBMP 2013-14 2,50,000 1,32,318 53%
2014-15 2,90,000 1,81,013 62%
2015-16 2,90,000 1,96,019 68%
2011-12 4,966 2,988 60%
. 2012-13 5,114 2,989 58%
All Municipal 0
Corporations 2013-14 6,016 3,515 58%
Madhya 2014-15 6,366 3,732 59%
Pradesh(only 2015-16 7,019 4,743 68%
current year 2011-12 109 74 68%
demand)
. 2012-13 106 74 70%
All Municipal 0
Councils 2013-14 115 86 75%
2014-15 123 90 73%
2015-16 156 111 71%
. 2011-12 1,954 1,331 68%
West Bengal (only All Municipal .
current demand) Corporations 2012-13 1,995 1,360 68%
2013-14 2,298 1,508 66%

Source: CAG audit reports

Collection efficiency is directly dependent on completeness of billing and also
administrative efficiencies in the collection process. In many ULBs, there are no
processes in place to ensure completeness of billing, timely billing and issuance of
reminders for payment. Similarly, several ULBs continue to maintain manual records
making them vulnerable to leakages. Adoption of online payment of property tax has
been relatively slow. Property tax MIS reports and regular publication of the same
internally and externally was not a prevalent practice. We also found in certain cases
significant staff vacancies in revenue departments directly impacting collection
efficiencies.

From a policy standpoint, penal provisions too have been patchy, with 13 out of 21
states evaluated not making a reference to them. Even in the thirteen states, as seen
below, there are no provisions to enforce penalties.
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State

Type

Is there a penalty provision to
ensure enforcement?

Karnataka

Municipalities

Karnataka

Municipal Corporations

(a) a penalty at 2% per month of the
amount of property tax assessed
may be charged (b) not exceeding 2
times the amount of difference
between the tax assessed and the
tax paid along with his return in the
case of submitting knowingly an
incorrect or incomplete return; c)
Rs.100 in case of failure to submit
return after payment of property tax
in full

Delhi

Municipal Corporation

A sum not exceeding 20%, of the
amount of the tax as may be
determined by the Commissioner
may be recovered from the defaulter
by way of penalty, in addition to the
amount of the tax and the notice fee
for the demand notice issued.

Guijarat

Municipal Corporation

Levy of simple interest at the rate of
18% per annum on the amount of
property tax not paid

Haryana

Municipal Corporation

In case of non-payment of property
tax, the competent authority may
impose a penalty equal to the
amount of the tax assessed, subject
to minimum of Rs.100 and in case of
late payment, interest at the rate of
1.5% per month from the date of
default shall also be charged.

Municipalities

Not mentioned

Himachal Pradesh

Municipal Corporation

Defaulters shall be liable for penalty
of 5% of the tax due.

Odisha

All

If any owner of any land or building
or any other person liable to pay the
property tax fails to file a return
without sufficient cause or furnishes
information in the return which is
found to be incorrect, or it has been
detected that there has been wilful
suppression of information, the
commissioner may, after giving such
person a reasonable opportunity of
being heard, direct him to pay in
addition to the tax and interest, if
any, payable by him, a penalty of
30% of the amount of tax with
interest, if any, so payable.
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State

Type

Is there a penalty provision to
ensure enforcement?

Punjab

Municipal Corporations

Every owner the rateable value of
lands & buildings being Rs.30,000
shall furnish a return of the rateable
value of his lands and buildings, and
in case of failure to do so or false
information, shall be punishable with
fine which may extend to Rs.5,000 or
with imprisonment for a term which
may extend to 3 months or with both.

Uttar Pradesh/Uttarakhand

Municipal Corporation

Interest payable at rate of 12% per
annum, by owner or occupier in case
of non-payment of tax amount

West Bengal

Municipal Corporation

A defaulter is liable to pay a sum not
exceeding 25% of the amount of tax,
as may be determined by the
Corporation may be recovered from
him by way of penalty, in addition to
the amount of the tax or the
surcharge payable by him

West Bengal

Municipal

A defaulter is liable to pay a sum not
exceeding 15% of the amount of tax,
as may be determined by the Board
of Councillors may be recovered
from him by way of penalty, in
addition to the amount of the tax and
the fee payable for issuance of
notice

Source: State Municipal Acts

Recommendations
Enumeration

Provision for periodic enumeration should be a part of state municipal acts. While
municipal corporations may be in a position to implement their own GIS systems,
states need to provide for a state-wide GIS facility for municipalities to access, through
a specialised entity like the urban infrastructure development finance corporation or
equivalent. Central government should consider a review of GIS implementations
completed so far and publish a compendium with costs and benefits. The central
government could also consider laying out broad guidelines or options for GIS
implementation by states. Database integration across government databases such
as power supply, gas agencies etc. should be considered to enable smooth updation
of property records on an ongoing basis.

Parties responsible: The central and state governments

Valuation and assessment

UAV and self-assessment methodology should be progressively made mandatory
across states and ULBs. A property tax board should be constituted in all states to
provide independent advice and recommendations to ULBs on enumeration, valuation
and assessment. Exemptions from property tax should be rationalised and always
accompanied by details of underlying rationale and revenue foregone. The property
tax register of the ULB should be published online with details of property, area,
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property type, guidance value, property tax amount, payment details, pending dues
etc. with due safeguards built-in for privacy.

Parties responsible: State governments and Urban local bodies

Billing and collection

ULBs should adopt end-to-end integrated information systems for property tax which
provides for regular billing and reminders, online payments, digital records, integration
with GIS system and property tax register, and facilitate monthly/quarterly property tax
MIS. Penal provisions for delayed payments, and publication of defaulters’ list should
also be introduced and strengthened.

Normative standards should be drawn up for staffing of the revenue department, and
an evaluation of cost benefits of outsourcing billing and collections should be carried
out. The experience of Ranchi analysed in our study Impact of Use of Managed
Services in Tax Collection in Ranchi Municipal Corporation, and other ULBs in
Jharkhand may be instructive.

Parties responsible: Urban local bodies

Similar lifecycle approach needs to be followed for other main revenue streams
as well

In addition to property tax, a similar lifecycle approach needs to be adopted for other
major revenue streams such as

1. rental income from properties

plan sanction fees

development charges

share of stamp duties and registration charges
trade licence fees

profession tax

water charges and

8. other fees and user charges.

NookwnN

Land and property of ULBs is a heavily under-utilised asset and revenue stream. Most
ULBs do not have complete and accurate records of their land holdings. Further, they
do not have estimates of market value including market rental values.

Overall, there is a need for greater systematic understanding of revenue streams other
than property tax, to understand their potential, buoyancy, reasons for low realisation
etc. ULBs need to focus on growing their fee and user charge income in a systematic
manner.

Recommendations

ULBs should be encouraged to get their annual accounts audited so as to ensure
systematic maintenance of fixed asset registers. MoHUA should draw up a model
RFP for use by states and ULBs to empanel chartered/registered valuers or real estate
consulting firms to undertake a review of their lease documents, and estimate the
market value of their properties and provide recommendations on optimising return on
assets from land and property.
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Parties responsible: Ministry of Housing and Urban Affairs

In the case of all fees and user charges, there is a need to adopt functional costing
whereby the cost of service delivery is compared to corresponding fees and user
charges and the revenue gap ascertained and published. State municipal acts, rules
or accounting manuals need to be duly amended to facilitate such a disclosure.

Parties responsible: State governments

MoHUA should undertake a landscape study of all revenue streams other than
property tax to provide knowledge support (in the form of implementation guidance) to
states and ULBs on optimising the same in a systematic manner.

Parties responsible: Ministry of Housing and Urban Affairs
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Chapter 5 - Fiscal Responsibility and
Budget Management

ULBs need to urgently invest in better financial reporting
practices, underpinned by comprehensive fiscal responsibility

and budget management principles

There is a need for a policy innovation in fiscal responsibility and budget management
at the ULB level and city-level in order to embed a robust financial reporting framework
as the foundation for financial sustainability and financial accountability in ULBs.

Budgets of ULBs need to be realistic, comparable and provide more actionable
information

The budgetary discipline in ULBs is a far cry from state and central levels. There is
significant variance between budgets and actuals rendering budget documents less
credible (with 14 out of 23 cities covered under ASICS showing greater than 30%
variance, going upto 76% in one case).

Table 1: Budget variance

City Average budget variance
Ahmedabad 8.3%
Bengaluru 32.3%
Bhopal 56.4%
Bhubaneswar 47.1%
Chandigarh 39.5%
Chennai 15.5%
Dehradun 24.2%
Delhi 21.8%
Guwabhati 57.6%
Hyderabad 32.8%
Jaipur 38.3%
Kanpur 25.8%
Kolkata 16.7%
Lucknow 32.9%
Ludhiana 41.7%
Mumbai 8.6%
Patna 37.8%
Pune 19.4%
Raipur 75.3%
Ranchi 76.3%
Surat 5.4%
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City Average budget variance
Thiruvananthapuram 68.0%
Visakhapatnam 38.2%

Source: ASICS 2017; Average budget variance during 2013-14 to 2015-16

Further, budgets across states are incomparable in the absence of a national
standard, notwithstanding the requirement to follow the national municipal accounting
manual. Most often budget documents only provide operational cost lines (e.g. salary,
rent) and not functional/service delivery cost lines (solid waste management, roads,
streetlights etc.) thus impairing their utility. ULB budgets should provide both in order
to facilitate meaningful analysis, besides a geographic-cut to the best extent possible,
as the city is essentially a spatial unit.

Outcome budgets are being introduced at the central and state-levels, there is
in fact greater relevance and need of outcome budgeting at the municipal level
Presently, ULB budgets are not linked to outputs and outcomes which they seek to
achieve. Particularly at the ULB level (as against state and central government levels),
it is easier and more relevant to track the direct benefit arising out of public
expenditure, in the form of physical infrastructure and services (outputs) and in terms
of quality of life of citizens (outcomes). Assurance on both effectiveness and efficiency
of public expenditure cannot be obtained in the absence of tracking corresponding
outputs and outcomes.

Budgets are annual projections, need to be anchored in medium-term fiscal
plans

Budget of ULBs are annual projections of cash flows, essentially, projected receipts
and projected payments. However, like in the case of central and state governments,
ULB’s too need medium-term fiscal plans from which annual budgets can be drawn
up, and variance against which is explained. This is important both for financial
planning (i.e. to raise adequate revenues to meet financing of infrastructure and
services) and to ensure financial sustainability (i.e. to ensure that financial position of
the ULB is sound). Presently, ULBs are not required to draw up and present medium-
term fiscal plans.

Recommendations

Provisions in respect of budgeting in municipal acts and rules need to be overhauled,
preferably through amendments to municipal acts and underlying budgeting rules in
turn based on a focussed fiscal responsibility and budget management framework for
cities (including ULBs and other agencies providing city services). Such a framework
should inter alia provide for/ensure the following:

I. Checks on budget variance, to ensure realistic budgets are drawn up by
ULBs and variances are explained in detail along with next year’s budget

il. Standardised budgets that are comparable and provide information on both
operational and function cost-types, including geographic allocations within
the ULB (at a zone or division or ward level) to the best extent possible

iii. Outcome budgets that indicate outputs and outcome corresponding to
expenditure outlays
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Iv. Systematic citizen participation in budgeting accompanied public disclosure
of actionable financial and operational information
V. Medium-term fiscal plans with annual explanatory statements alongside

annual budgets for variances from medium-term fiscal plans. Refer
Janaagraha’s Primer of Medium Term Fiscal Plan for Municipalities for a
detailed walk through on how to prepare an MTFP.

The Karnataka Local Fund Authorities Fiscal Responsibility Act 2002 presents a model
that is worth emulating across states. The Karnataka Municipal Accounting and
Budgeting Rules 2006 too incorporates several of the above recommendations.

Parties responsible: State governments
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Chapter 6 —  Transparency,
Accountability and Citizen
Participation

ULBs need to urgently invest in better financial reporting practices

Financial and performance reporting by ULBs is emerging as one of the major
impediments in improving their governance in general and financial management in
particular. This is impacting both financial sustainability, in terms of improving own
source revenues and optimising costs and also accessing market capital, and financial
accountability.

There is a need to make existing operational and financial data available to citizens,
create new types of hyperlocal data to facilitate meaningful citizen engagement, and
to provide structured platforms for citizen participation and engagement.

Citizen participation in ULB budgets is necessary to ensure effective and
efficient resource allocation between services and neighbourhoods

ULB budgets are presently insufficient to meet benchmark levels of infrastructure and
services in cities. Further there is significant spatial inequity within all our cities i.e.
some neighbourhoods have significantly better access to basic infrastructure and
services than others, and certain neighbourhoods do not have access to even basic
infrastructure and services. Presently, there is no provision in municipal acts and rules
that provide for feedback or inputs from citizens on ULB budgets, more specifically,
towards what services and in which locations ULB budgets when spent will result in
optimum citizen outcomes.

In order to ensure limited resources of the ULB are targeted effectively (i.e. towards
required needs, both service-wise, and location-wise) and efficiently (i.e. towards
optimum citizen outcomes), there is a need to facilitate citizen participation in ULB
budgets. However, such participation cannot just be in the form of open-ended public
consultations.

There are three ingredients required for systematic citizen participation in budgets,
namely, formal platforms for citizen participation like ward committees and area
sabhas, codified participatory processes for the functioning of ward committees and
area sabhas, and actionable data which can inform decision-making by ward
committees and area sabhas. Most states in India have only partially progressed on
the agenda of formal platforms of citizen participation, vide the Community
Participation Law, a mandatory reform under JnNURM.
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Has the State Government enacted the
City Community Participation Law (CPL) and have
Rules implementing the CPL been notified?
Ahmedabad Yes
Bengaluru Yes
Bhopal Yes
Bhubaneswar Yes - Law enacted, rules not notified
Chandigarh Yes - L_aw enacted along with rules only for Ward
Committee
Chennai Yes - rules for Area Sabhas not notified
Dehradun Yes - L_aw enacted along with rules only for Ward
Committee
. Yes - Law enacted along with rules only for Ward
Delhi .
Committee
Guwabhati Yes
Hyderabad Yes
Jaipur Yes - Law enacted, rules not notified
Kanour Yes - Law enacted along with rules only for Ward
P Committee
Kolkata Yes
Yes - Law enacted along with rules only for Ward
Lucknow )
Committee
Ludhiana Yes - Law enacted, rules not notified
. Yes - Law enacted along with rules only for Ward
Mumbai .
Committee
Patna Yes
Yes - Law enacted along with rules only for Ward
Pune -
Committee
. Yes - Law enacted, rules not notified for Area
Raipur
Sabhas
Ranchi Yes - Law enacted, rules not notified
Surat Yes
. Yes - Law enacted along with rules only for Ward
Thiruvananthapuram .
Committee
Visakhapatnam Yes

Source: ASICS 2017

Presently, there is no positive evidence to suggest that ward committees and area
sabhas are functional even in states where rules have been notified.

In respect of providing actionable data too, states have only made partial progress,
vide the Public Disclosure Law, a mandatory reform under the JnNURM. Making such
data available helps ULBs leverage and tap into the enormous potential of ICT in India.
A comprehensive open data policy would facilitate the process. However as per ASICS
2017, Hyderabad, Pune and Delhi are the only prominent ULBs in India that disclose
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some information in open data formats laid out in the National Data Sharing and
Accessibility Policy (NDSAP).

Further, data can be actionable only citizens can identify and engage with it. Therefore,
there is a need to collate and present new and relevant hyperlocal data which could
include information about street lights, footpaths, bus stops, water and electricity
connection coverage etc. There is also a need to present existing data such as the
budget, annual spends, status of civic works etc, which are now available at an
aggregate level, at a ward level.

Table 2: Status and extent of implementation of Public Disclosure Law in major cities

Is the State PDL compliant with the Model PDL with
Has the | Have rules resp.ect to: -
State implementi ﬁ#;ﬂ:\t&il y i Service | Particula E)]:etalls
ULB (City Name) | Gouvt. ng the PDL stateme financial level s of | plans
enacted | been statement . : ’
PDL? notified? nt i on annual bench major Income
quarterl basi marks works and
) asis
y basis budget
Guwahati Yes Yes Yes Yes Yes Yes Yes
Hyderabad Yes Yes Yes Yes Yes Yes Yes
Ludhiana Yes Yes Yes Yes Yes Yes Yes
Ranchi Yes Yes Yes Yes Yes Yes Yes
Visakhapatnam Yes Yes Yes Yes Yes Yes Yes
Kanpur Yes Yes Yes NO Yes Yes Yes
Lucknow Yes Yes Yes NO Yes Yes Yes
Bhopal Yes Yes NO Yes Yes Yes Yes
Chennai Yes Yes NO Yes Yes Yes Yes
Thiruvananthapur Yes Yes NO Yes Yes Yes Yes
am
Bangalore Yes Yes NO NO Yes NO NO
Kolkata Yes Yes NO NO NO NO NO
Mumbai Yes NO YES Yes Yes Yes Yes
Patna Yes NO YES Yes Yes Yes Yes
Pune Yes NO YES Yes Yes Yes Yes
Bhubaneswar Yes NO NO Yes NO Yes Yes
Jaipur Yes NO NO NO NO NO NO
Raipur Yes NO NO NO NO NO NO
Ahmedabad NO NO NO NO NO NO NO
Chandigarh NO NO NO NO NO NO NO
Dehradun NO NO NO NO NO NO NO
Delhi NO NO NO NO NO NO NO
Surat NO NO NO NO NO NO NO

Source: Janaagraha's Annual Survey of India’s City-Systems 2017

ULBs are over-audited, but not necessarily rightly audited; ULBs need to put in
place risk-based auditing of internal controls

ULBs are audited in different ways across different states. In certain ULBs, there are
in-house audit departments under a Chief Auditor. The Chief Auditor generally audits
cash-based accounting records, and undertakes an audit of individual transactions or
procedures. There may also be an audit by the Department of Local Fund Audit
(DLFA), which is part of the State Finance Department. The DLFA too generally
undertakes an audit of transactions, and is generally found to be at a lag. Both chief
auditor's and DLFA’s audit reports are not accessible easily in the public domain.
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In addition, pursuant to recommendation of the 13" Finance Commission, technical
guidance and supervision over the audit of ULBs was handed over by most (if not all)
states to the CAG of India. Consequently, the CAG too undertakes an annual
performance audit of ULBs, but on sample basis, covering certain ULBs and certain
areas of their operations. The CAG audit reports are accessible in the public domain,
on the CAG website. Further, ULBs also obtain fund utilisation certificates from third
party auditors as per requirements of central missions, schemes and grants.
Notwithstanding these audits, internal control environment of ULBs continue to remain
weak and vulnerable to frauds and losses.

The ULBs therefore need to put in place risk-based auditing of internal controls which
provide assurance to the elected council and citizens on the proper design and
operating effectiveness of internal controls in the ULB.

Audit of annual accounts is the sine qua non of sound financial management,
ULBs need to be mandated to publish their audited annual accounts in a
credible, timely and standardised manner

Annual accounts of incorporated entities comprise the following

- a balance sheet, which shows assets and liabilities of the entity as at financial
year-end, and through that the financial position of the entity

- an income and expenditure statements, which shows the income and
expenditure of the ULB during the financial year, and through that the financial
performance of the entity for that year

- acash flow statement or statement of receipts and payments, which shows the
cash receipts and cash payments of the entity during the financial year, towards
operations, investments and financing

- schedules to the balance sheet, income and expenditure and cash flow
statements, which provide further details

- significant accounting policies followed by the

- notes to accounts, with further disclosures on the operations of the entity

Most municipal acts and rules do not require ULBs to publish audited annual accounts
in a credible, timely and standardised manner.

Table 3: Audit of financial information

Are the annual Are the audited
accounts of the ULB annual financial
. mandated to be audited | statements/audited
Question
by an annual accounts of
independent/external | the ULB available in
agency? the public domain?
Ahmedabad No Yes
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Bengaluru No No
Bhopal No Yes
Bhubaneswar No Yes
Chandigarh No Yes
Chennai No No
Dehradun No Yes
Delhi No No
Guwabhati No No
Hyderabad No Yes
Jaipur No No
Kanpur No Yes
Kolkata No Yes
Lucknow No Yes
Ludhiana No No
Mumbai No No
Patna No No
Pune No Yes
Raipur No Yes
Ranchi No Yes
Surat No No
Thiruvananthapuram No No
Visakhapatnam No No

Source: ASICS 2017

While some of the above cities disclose their audited annual accounts, the quality of
those leave much to be desired. Further, CAG audit reports strongly indicate that
completion of audit of annual accounts is fare worse in a large majority of states and
cities than what the above table indicates for larger cities.

Table 4. Pendency in Audit of Financial Statements

Pendency in Audit

Total no of

State ULBS* Year Pending ULBs
Andhra Pradesh 110 2015-16 96
Assam 94 2011-12 20
2012-13 32
2013-14 16
2014-15 27
2015-16 26
Bihar 141 2015-16 75
Chhattisgarh 169 2008-09 169
2009-10 169
2010-11 169
2011-12 169
2012-13 163
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Himachal Pradesh 52 2014-15 38
Karnataka 275 2014-15 105
2015-16 190
2010-11 384
2011-12 384
Maharashtra 385 2012-13 359
2013-14 367
2014-15 133
2015-16 379
Manipur 29 2012-13 18
Punjab 167 2014-15 106
Tamil Nadu 664 ' & 110
2015-16 643
Telangana 68 2014-15 53
Tripura 20 2012-13 8
Uttar Pradesh 636 2015-16 66

Source: CAG reports; *Total ULBs as per 2011 census

Pursuant to the recommendation of the 14th Finance Commission, the status of audit
of annual accounts has gradually improved. However, it appears that these audited
annual accounts are being completed only for the purpose of receiving performance
grants and not as a part of better financial management. Further, what constitutes
audited annual accounts for the purpose of 14" Finance Commission performance
grants has not been appropriately defined, and in many instances the audit reports
were heavily qualified (i.e. there were numerous audit qualifications).

The accounting function in ULBs is outdated in terms of accounting standards,
accounting manuals and standard operating procedures

While for the last two decades, concerted efforts have been made by both central and
state governments to transition ULBs from cash to accrual-based accounting, results
continue to be mixed. While most ULBs have claimed successful transition, they fail
the litmus test of publishing audited annual accounts based on contemporary
accounting standards and principles. In hindsight, the focus on just transition from
cash to accrual based accounting may have been counter-productive. What is needed
is comprehensive modernisation of accounting function, including most importantly,
implementation of accounting standards for local bodies issued by the Institute of
Chartered Accountants of India, updation of state municipal accounting manuals and
standard operating procedures being followed in the accounting function (many of
which continue to mirror cash-based accounting).

Recommendations

Provisions in respect of transparency and accountability in municipal acts and rules
need to be overhauled, preferably through amendments to municipal acts. These
should inter alia provide for/ensure the following:

47



Vi.
Vil.

FANAAERARR

JANAAGRAHA CENTRE FOR CITIZENSHIP & DEMOCRACY

Formalise a systematic citizen participation in budgeting accompanied
public disclosure of actionable financial and operational information

ULBs to reimagine their online presence to encourage active citizenship.
They may create portals similar to Swachh Manch to encourage
volunteering and feedback among citizens

The Service Level Benchmark framework be strengthened by formalising
citizen charters that state service levels, turnaround time and grievance
redressal procedures

State governments enact a law similar to centre’s NDSAP

Risk-based internal audit function reporting directly to the elected council
Audited annual accounts that are credible, timely and standardised
Mandatory implementation of accounting standards for local bodies issued
by the Institute of Chartered Accountants of India

At the state and central levels, to facilitate a consolidated view of finances of ULBs,
we recommend the adoption of XBRL. MCA21 of the Ministry of Corporate Affairs,
regulatory reporting by banks to the Reserve Bank of India, filing of Income tax returns
etc. all adopt XBRL methodology and standards. XBRL for Municipal Finance — An
Approach Note makes a strong case for its adoption.

Parties responsible: State governments
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Chapter 7 — Institutional Capacities

Availability of adequate number of skilled staff and modern
information systems are both major weak Ilinks in the

administration of ULBs

ULBs have weak institutional capacities, which hinders their financial sustainability and
their financial accountability. There are two components to this weakness. Firstly,
ULBs do not have adequate number of skilled people, particularly in this context, in
the finance and accounting and revenue functions. Secondly, while many ULBs use
some form of information system, they are most often stand-alone and not integrated
with workflows and processes. Between them, lack of adequate human resources
and information systems has debilitated financial management in ULBs.

There are four essential ingredients to human resource management in ULBs,
all of which are missing today

ULBs need to have normative standards for number of people they need in each
function commensurate with underlying key drivers such as population, road length,
tonnage of solid waste, number of properties/households, number of motor vehicles
etc and benchmark service levels they need to deliver. Secondly, (technical) skills
and (behavioural) competencies required in each role need to be updated to 21
century urban requirements. Thirdly, organisation design should be fit for purpose,
and aspects such as span of control need to be attended to. Lastly, performance
management policy at an organisational, departmental and individual level needs to
be defined with quantitative metrics.

Staff vacancies in ULBs are endemic
Staff vacancies in ULBs are pervasive.

Table 1: Municipal Staff vacancy

Total Total

. . % of

City sanctioned permanent vacanc
strength Staff y

Ahmedabad 21,375 11,199 48%
Bhubaneswar 1,439 1,088 24%
Guwahati 3,810 1,536 60%
Hyderabad 6,746 5,538 18%
Jaipur 9,745 6,161 37%
Mumbai 163,183 105,263 35%

Source: Annual Survey of India’s City-Systems (ASICS) 2017

While vacancies compared to sanctioned strength itself are significant, the sanctioned
strength itself is not based on normative standards, and not updated periodically based
on an enabling policy. When compared to the population they service and global
peers, Indian ULBs come across as very poorly staffed.
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Total Staff (including contract and

Population (in

Staff per lakh

City deputation) Lakhs) population
Bengaluru 26,800 84.4 317
Hyderabad 32,746 67.3 486
Mumbai 1,16,697 124.4 938
London 2,40,000 87.9 2,731
New York 4,65,000 85.4 5,446
Johannesburg 27,966 9.6 2,922

Source: ASICS 2017

While Bengaluru has close to 10 times the population of Johannesburg, it has fewer
staff. Even after accounting for like-to-like functions handled by respective

municipality, the gap in staffing remains stark.

Information on staffing- across the board- including cadre and recruitment rules and
staffing numbers is hard to find for ULBs. For few cities, we were able to source data

by grade for the revenue and finance departments.

We found significant staff

vacancies, particularly in Grades A and B, which are senior management positions.

Table 3: Grade wise vacancy in Department of Revenue

Cit Particular Grade | Grade | Grade | Grade % of
y A B C D Vacancy*
Total number of sanctioned post 4 0 74 17
Total number of permanent staff 0 0 64 13
Total number of contractual staff 0 0 3 0
Bhubaneswar Total number of staff in 18%
, 4 0 0 4
deputation
Grade-wise vacancy (Per. - 4 0 .10 a
San.)
Total number of sanctioned post 3 29 378 41
Total number of permanent staff 3 24 333 39
Total number of contractual staff 0 0 0 6
Chennai Total number of staff in 11%
. 0 1 8 3
deputation
Grade-wise vacancy (Per. - 0 5 45 2
San.)
Total number of sanctioned post 12 81 215 21
Total number of permanent staff 1 28 133 20
Total number of contractual staff 0 0 0 0
Guwahati Total number of staff in 44%
. 0 0 0
deputation
Grade-wise vacancy (Per. - 11 53 .82 1
San.)
Total number of sanctioned post 1 3 75 677
Total number of permanent staff 1 2 36 321
Total number of contractual staff 0 0 0 0
Pune Total number of staff in 52%
. 0 0 0 0
deputation
Grade-wise vacancy (Per. - 0 1 -39 -356
San.)

Source: RTI Applications (2017-18); *Sanctioned-Permanent staff %
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The position in finance departments appears to be a shade worse than in revenue
department. Number of sanctioned positions themselves in Grades A and B are too
few and within them vacancies are high.

Table 4: Grade wise vacancy in Department of Accounts / Finance

Cit Particular Grade | Grade | Grade | Grade % of
y A B C D Vacancy*
Total number of sanctioned post 2 0 4 0
Total number of permanent staff 0 0 0 0
Bhubaneswar Total number of contractual stqff 0 0 2 0 100%
Total number of staff in
, 0 0 2 0
deputation
Grade-wise vacancy (Per. - San.) -2 0 -4 0
Total number of sanctioned post 1 35 223 18
Total number of permanent staff 0 16 223 18
Chennai Total number of contractual stgff 0 0 0 0 7 204
Total number of staff in
. 1 19 0 0
deputation
Grade-wise vacancy (Per. - San.) -1 -19 0 0
Total number of sanctioned post 0 17 11 4
Total number of permanent staff 0 4 11 4
Guwahati Total number of contractual stqff 0 0 0 0 20.6%
Total number of staff in
. 0 0 0 0
deputation
Grade-wise vacancy (Per. - San.) 0 -13 0 0
Total number of sanctioned post 6 0 176 22
Total number of permanent staff 2 0 126 14
Pune Total number of contractual stgff 0 0 0 0 30.39%
Total number of staff in
, 1 0 1 0
deputation
Grade-wise vacancy (Per. - San.) -4 0 -50 -8

Source: RTI Applications (2017-18)

Use of information systems in ULBs continue to lag potential by a long distance,
can potentially be a game-changer

Information systems can drive better effectiveness, efficiencies and serve as a force
multiplier of innovation, by catalysing partnerships from business, academia and civil
society. However ULBs have not successfully leveraged even basic information
systems to their advantage. Manual processes are rampant, particularly in revenue
and finance functions. Information systems that exist are very often stand-alone and
not integrated, and only yield limited benefits. Revenue and finance functions in
particular have potential to benefit hugely from investments in information systems.
E-Governance schemes since JNNURM to now have not yet met their end objective.

Recommendations

Cadre and recruitment rules of ULBs need to be comprehensively updated, particularly
in respect of revenue and finance functions. Normative standards need to be
established for each role in revenue and finance functions. Skills and competencies
need to be defined in contemporary terms. Performance measures need to be laid
down. Workforce requirements in ULBs need to be reviewed at periodic intervals
based on the growth of the city and the ULB through a medium term workforce plan.
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Parties responsible: Urban local bodies

Ministry of Housing and Urban Affairs, Government of India should draw up
certification-based skilling programs for revenue and finance staff, which are available
online. State governments should mandate completion of different levels of these
programs for different levels of staff.

Parties responsible: Ministry of Housing and Urban Affairs

Municipal Services should be identified as a sector under the Skills Mission, so a
dedicated sector skill council can be created and jobs in revenue and finance
departments given a thrust.

Parties responsible: Ministry of Skill Development and Entrepreneurship

We also strongly recommend that the Ministry of Housing and Urban Affairs,
Government of India undertake a serious evaluation of Municipal Outsourcing or
Municipal Shared Service Centres which can surmount the challenge of staffing in
ULBs, and also deliver significant benefits in terms of lower costs and better services.

Parties responsible: Ministry of Housing and Urban Affairs

We also urge the Ministry to make available standardised software for revenue and
finance functions for use by ULBs who have been unable to utilise the same. It should
also lay down standards for such software. State governments should facilitate
fast-track adoption of the software by its ULBs.

Parties responsible: Ministry of Housing and Urban Affairs
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