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PREFACE

This is the report of the Fourth State Finance Commission of Haryana. The report is
a result of a systematic and diligent effort in understanding the concepts and the spirit
behind the 73 and 74" Constitutional Amendments, the prevailing ground situation, and
translation of these into the body of findings and recommendations. The report seeks to
embody and actualize the aspirations in the said constitutional provisions and the
legislations that are the framework of the Panchayati Raj Institutions (PRIs) and Urban
Local Bodies (ULBs). Behind this document is an untold story of constant and untiring
efforts to collect and sift through a large volume of data laden documents, reports,
strengthened by views and opinions of various stake holders.
2. We must acknowledge the work done by the previous State Finance Commissions
and this Commission would not hesitate to acknowledge the inspiration we have derived
from the earlier reports which have also been of help in building the body of opinion before
attempting the report. While we have attempted to build upon and indeed improve the
content and design, it must be borne in mind that every report builds on another in the
gradual construction of an edifice that ensures a sound and vibrant body politic.
3. Since the first report of the State Finance Commission, the levels of awareness
both within and outside government have been increasing to some extent facilitating the
appreciation of the role of the State Finance Commission. This has been of help in
obtaining information required for such a seminal work. However, as will be seen in
various parts of the report, this awareness is still in parts and levels low. What was
surprising was that even higher levels of bureaucracy in some departments were wanting
in awareness and appreciation of the role and purpose of such a Commission. We
attribute this to be an impediment in the eventual devolution of real powers to local bodies.
4. The Haryana State Finance Commission has, in the light of its constitutional
mandate and given terms of reference, attempted to faithfully reflect the spirit of the
constitutional provisions and fulfill its role in the empowerment of these local body
institutions. The Commission has been fully seized of the various strengths and
weaknesses of these institutions and our recommendations duly incorporate the same
with a view for long term strengthening of social and economic structures.
5. This report, therefore, gives emphasis to steps to reinforce structures and enable

local bodies not only to fulfill their obligations but also ensure future growth.



6. In its recommendations, the Commission has kept in view the financial position of
the State, the capacity of the rural and urban bodies to use the funds based on
delegations currently available to these institutions and likely to be made in the period to
be covered in the report. These recommendations will cover the period upto the year
2015-16 and thereafter till the report of the next Finance Commission comes into
operation.

7. The design of our report differs slightly from the template design recommended by
the CFC but does not lack in content and coverage. In our report we have covered all
TOR items listed for the Commission. The report is, thus, structured in 15 chapters with
annexures. Chapter 1 is introductory, referring to the constitution of the Commission, its
TOR, design of the report and methodology adopted. Chapter 2 highlights the approach
and issues of the Commission, difficulties faced and suggestions. Chapters 3 and 4 cover
analysis and review of status of implementation of recommendations of previous CFCs
and SFCs. Chapter 5 explains the physical features of the State, its economic scenario
and plan strategy. Chapter 6 explains the position of state finances and its fiscal scenario.
Chapter 7 refers to the development profile of PRIs and ULBs and functional
decentralisation. Chapter 8 relates to norms and standards of public health services like,
water supply, sewerage and storm water drainage etc. Chapter 9 deals with assessment
of financial position of the PRIs and ULBs. Chapter 10 includes principles for financial
devolution and shares of PRIs and ULBs and assignment of taxes and duties to local
bodies. Chapter 11 deals with grants in aid to the local bodies. Chapter 12 embodies
taxation powers of PRIs and ULBs and measures needed for internal resource generation
by local bodies and suggestions. Chapter 13 explains the status of accounting and
auditing of local bodies and training. In Chapter 14, we have discussed various issues and
practices like empowerment of citizens, community participation, creation of database,
privatisation of municipal services, public private partnership, taxation of central and state
government properties, policy on municipalisation and recording of best practices etc.
Chapter 15 contains summary of our conclusions and recommendations. Various

annexures showing relevant and important information and data have also been added.

8. The full report of the Commission has been put in Haryana Finance Department
website: www.finhry.gov.in



http://www.finhry.gov.in/
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CHAPTER -1
CONSTITUTION OF STATE FINANCE COMMISSION

1.1 The 73" and 74™ Constitutional Amendments Acts (CAAs) brought in
the year 1992 have been reckoned as historic landmarks in the evolution of
democratic decentralisation and development of Panchayati Raj Institutions &
urban local bodies in the country. These amendments were considered
necessary to make the rural and urban local bodies more viable units of local
governance so that these bodies could take on the responsibility of effectively
performing the functions assigned for them in Schedules 11 and 12 of the

Constitution.

1.2 Thus, in conformity with these CAAs, Haryana Government enacted
() The Haryana Panchayati Raj Act, 1994, (i) The Haryana Municipal
(Amendment) Act, 1994, (iii) The Haryana Municipal Corporation Act, 1994. The
state government also framed the Haryana Finance Commission Rules, 1994.
Among other things, these CAAs provide for the constitution of a State Finance
Commission within one year of the constitutional amendment and thereafter at
the expiry of every fifth year to review the financial position of the Panchayats
and Municipalities. Accordingly, in exercise of the powers conferred by Article
243-1 of the Constitution of India and Section 213 of the Haryana Panchayati
Raj Act, 1994, the Haryana Finance Commission Rules providing for the
constitution of the State Finance Commission and regulating the qualification
and appointment of its Chairman and other Members, were notified by the State
Government on 5" May, 1994.

1.3 In pursuance of the provisions of Articles 243-1 and 243-Y of the
Constitution of India and Section 213 of the Haryana Panchayati Raj Act 1994
(Act 11 of 1994) and Rule 3 of the Haryana Finance Commission Rules, 1994,
the Governor of Haryana constituted the 4" State Finance Commission
Haryana under the Chairmanship of Sh. L.S.M. Salins, IAS (Retd.) vide
notification no. 18/1/2010-POL (2P), dated 16" April, 2010. This was with the
stipulation that other Members including Member Secretary would be appointed
later on. Five Members, namely, Sh. B.B. Pandit, 1A & AS (Retd.),



Sh. Brahampal Rana, Sh. Subhash Sudha, Sh. Shiv Lal Katyal and Dr. Ram
Bhagat Langayan, IAS (Retd.) were appointed on part time basis vide
notification no. 18/1/2010-2 POL, dated 3™ April, 2013 with the stipulation that
Dr. Ram Bhagat Langayan will also look after the work of Member Secretary.
Prof. Khazan Singh Sangwan (Retd.) was appointed as Member vide
notification no. 18/1/2010-2 POL, dated 28" June, 2013 in place of Sh. B.B.
Pandit who did not join the Commission. Copies of notifications are at
Annexures 1.1, 1.2, 1.3 and 1.4.

1.4 Sh. L.S.M Salins, IAS (Retd) joined the Commission as Chairman on
19.04.2010 and functioned as such on whole time basis till continuation of the
Commission. Sh. Rajeev Ranjan, IAS, and Sh. Nitin Kumar Yadav, IAS
assumed additional charge as Member Secretary of the Commission from time
to time as per government orders. The post of Member Secretary remained
vacant from 20.07.2012 to 24.01.2013. Dr. Ram Bhagat Langayan, IAS (Retd.)
assumed charge as Member Secretary of the Commission on 10.04.2013 on
part-time basis. Sh. Subhash Sudha joined as Member on 16.04.2013. Sh. Shiv
Lal Katyal and Sh. Brahampal Rana joined as Members on 18.04.2013. Prof.
Khajan Singh Sangwan (Retd.) joined as Member on 15.07.2013. Hence, the
composition of 4™ SFC is as under:-

o Sh. L.S.M. Salins, IAS (Retd.) Chairman

. Sh. Subhash Sudha Member

. Sh. Shiv Lal Katyal Member

. Sh. Brahampal Rana Member

o Prof. Khazan Singh Sangwan (Retd.) Member

o Dr. Ram Bhagat Langayan, IAS (Retd.) Member Secretary

Terms of Reference (TOR)
1.5 The Commission is mandated to make recommendations on
following matters, as per its TOR mentioned in para 3 of the notification dated
16™ April, 2010:-

(a) the principles which should govern —

(i) the distribution between the State and Zila Parishads, Panchayat
Samitis and Gram Panchayats, of the net proceeds of the taxes,
duties, tolls and fees leviable by the State which may be divided



between them under Part IX of the Constitution of India and the
allocation between the Zila Parishads, Panchayat Samitis and Gram
Panchayats at all levels of their respective shares of such proceeds;

(i) the determination of the taxes, duties, tolls and fees which may be
assigned to, or appropriated by, the Gram Panchayats, Panchayat
Samitis and Zila Parishads;

(i) the Grants-in-aid to the Zila Parishads, Panchayat Samitis and Gram
Panchayats from the Consolidated Fund of the State;

(b) the measures needed to improve the financial position of the Gram
Panchayats, Panchayat Samitis and Zila Parishads;

(c) the principles which should govern-

i) the distribution between the State and the Municipalities of the net
proceeds of the taxes, duties, tolls, and fees leviable by the State,
which may be divided between them under Part IX A of the
Constitution of India and the allocation between the Municipalities at
all levels of their respective shares of such proceeds;

(i) the determination of the taxes, duties, tolls and fees which may be
assigned to, or appropriated by the Municipalities;

(iif) the Grants—in-aid to the Municipalities from the Consolidated Fund of
the State;

(d) the measures needed to improve the financial position of the
Municipalities;

(e) In making its recommendations, the Commission shall have regard,
among other considerations, to:-

(i) the objective of balancing the receipts and expenditure of the State
and for generating surplus for capital investment;

(i) the resources of the State Government and demands thereon
particularly in respect of expenditure on civil administration,
maintenance and upkeep of capital assets, maintenance expenditure
on Plan schemes and other committed expenditure or liabilities of the
State ; and

(i) the requirements of the Panchayati Raj Institutions and the
Municipalities, their potential for raising resources and for reducing
expenditure.

Tenure of the Commission
1.6 As per para 2 of state government notification dated 16" April, 2010,

the Commission was required to submit its report by 31%' March, 2011. But due



to several procedural & practical problems and other compelling reasons, the
Commission could not become fully functional till August, 2011. A considerable
time was lost in getting office accommodation, setting up the office of the
Commission, sanctioning and recruitment of the staff and arranging supporting
facilities. Inadequate budgetary allocations also caused a lot of delays in
purchase of office equipments like computers, furniture and other supporting
logistics. In the absence of a permanent Finance Commission Cell in the State
Finance Department and non-availability of the records of previous State
Finance Commissions, this Commission had to start from scratch and
considerable time was spent on re-designing of information formats,
guestionnaires etc in order to get primary and secondary data from all the
concerned departments. Thus, keeping all the bottlenecks and challenges in
view, the tenure of the Commission was extended by the state government
initially upto 31% March, 2012 and then up to 31 March, 2013 further upto 31
March, 2014 and lastly upto 30™ June, 2014. Copies of notifications are at
Annexures 1.5, 1.6, 1.7 and 1.8.

Reference period of the Commission

1.7 The Commission noticed that the period to be covered by its report
had not been mentioned in the notification dated 16.04.2010 while constituting
the Commission. Since the Commission has to make recommendations on
financial devolution to local bodies for a specific period of five years, it became
necessary for the Commission to decide at its own level the time period to be

covered by its recommendations.

1.8 It was observed that the constitutional provisions require the state
government to constitute a State Finance Commission after every five years
which is a clear indication of the fact that the report of the SFC should cover a
period of five years. It was further noticed that the 2" SFC covered a five year
period i.e. 2001 — 02 to 2005 — 06 and the 3™ SFC also covered a five year
period 2006 — 07 to 2010 - 11. Thus, in view of the constitutional

provisions, the Commission has decided that its report would cover a



period of five years from 2011 — 12 to 2015 — 16, commencing from 1%
April, 2011.

Suggestions

1.9 The Commission had gone through the state government
notifications constituting the 1%, 2" and 3" SFCs and found that the TOR of
these SFCs also suffered from the same lacunae of not mentioning the
reference period to be covered by them. Thus, with a view to bringing clarity in
the TOR of the subsequent SFCs, this Commission is constrained to advise the
state government to make a specific mention in the TOR of a five year period to
be covered by the report of the SFC.

1.10 As a normal practice, SFC should be constituted at least two to three
years before the commencement of the period to be covered by its report. But
we have noted that the 2" and 3™ SFCs of Haryana were not constituted on
time and consequently these Commissions submitted their reports at delayed
stages when two to three years of the period to be covered by their reports had
already expired or gone by. As reported by the State Finance Department, the
recommendations of 2% SFC, as accepted for the concluding year 2005 — 06,
were extended for the years 2006 — 07, 2007 — 08 and 2008 — 09, the reference
period of the 3 SFC. Likewise, the recommendations of the 3“ SFC, as
accepted for the concluding year 2010 — 11, have been extended for the years
2011 — 12 and 2012 — 13, the period to be covered by the 4" SFC.

1.11 Keeping in view the scenario of delayed constitution of 2™ and 3™
SFCs and late submission of reports, these Commissions had recommended
that in case, for any reasons, the recommendations of the next SFC could not
become available by the end of their concluding years, the recommendations
made by them for the concluding year may be extended and made applicable till
such time period the recommendations of the next SFC are available.

1.12 We observe that this Commission (4" in series) has also faced a
similar situation of delayed constitution and three years i.e. 2011 — 12,
2012 — 13 and 2013 - 14 of its report have lapsed by the time its final report
would be available. We further apprehend that the next SFC (fifth in series) may



also face a similar situation of delayed constitution and thereby late submission
of its report. In this scenario, we find merit in the suggestions of 2" and 3™
SFCs made for extension of their recommendations till such time period the
recommendations of the next SFC are available. Thus, like 2" and 3" SFCs,
this Commission also recommends that in case recommendations of next
SFC (fifth in series) are not made available upto the concluding year
2015 — 16 of this Commission, the recommendations being made by this
Commission for the year 2015 — 16 may continue to be applicable till such
time the recommendations of the next SFC are available and implemented.

Synchronisation in the period of Central Finance Commission
and State Finance Commission

1.13 Subsequent to the 73® and 74™ CAAs, Central Finance
Commissions are mandated to recommend grants to the States for
supplementing resources of the rural and urban local bodies in the State on the
basis of recommendations of the Finance Commission of the State. More
often, this process gets disturbed and complicated due to diversity in the
periods of the CFC and the SFC and non-availability of report of SFC on time to
the CFC. The 11", 12" and 13™ CFCs have strongly advocated for the need to
synchronize the periodicity of the CFC and the SFC so that the approach of the
CFC for recommending grants for local bodies is guided by the approach and
devolution criteria adopted by the SFC.

1.14 The onus lies on state governments which constitute the SFC. We
realize that in a large quasi federal structure the task of synchronising the
periodicity of CFC and SFC reports is easier said than done. This becomes
even more difficult when different State Commissions take different time frames
to produce their reports. In our case itself we have observed in earlier
paragraphs the important constraints that occurred in the preparation of the
report. We have no hesitation endorsing the view that SFCs are to be
constituted a couple of years prior to the constitution of CFC so that ample time
is available to produce reports that are meaningful and which can be harnessed
by the CFC.



1.15 This Commission has noted that there is a one year gap in the

reference periods of CFCs and SFCs of Haryana, as under:-

Central Finance Commission. (CFC) | State Finance Commission (SFC)
Name of CFC | Reference Period Name of SFC Reference Period
10™ CFC 1995 - 2000 1% SFC 1997 - 2001
11" CFC 2000 - 2005 2" SFC 2001 - 2006
12" CFC 2005 - 2010 3" SFC 2006 - 2011
13™ CFC 2010 - 2015 4™ SFC 2011 - 2016
14" CFC 2015 - 2020 5" SFC 2016 - 2021
(proposed)

The 14™ CFC stands constituted on 02.01.2013 with a reference period of five
years i.e. 2015 — 16 to 2019 — 20. It is required to submit its report by
31.10.2014 so that its recommendations could be implemented w.e.f. 1% April,
2015. The report of 4" SFC of Haryana would cover a period of five years i.e.
2011 — 12 to 2015 - 16. Thus, there is a wide gap in the periodicity of these
Commissions. Though the report of 4" SFC would be available to the 14" CFC
before the latter submits its report by 31.10.2014, but their reference periods
would altogether be entirely different. Synchronization in the periods of CFC
and SFC could be possible only by making some adjustments in the timings of
constitution of next SFCs and in their reference periods also. Through this
measure, the recommendations of the 11", 12" & 13" CFCs to synchronize the
periods of both the Commissions would also be implemented. It is, thus,
required that future SFCs need to be set up in such a manner that they
could be in a position to make available their reports to the CFC at the

time of latter’s constitution.

1.16 It has been noted that the report of 13" CFC covers a five year
period from 2010 — 11 to 2014 — 15, whereas the reference period of the 4"
SFC is 2011 — 12 to 2015 — 16. Hence, periods of these Commissions do not
coincide. In view of this diversity in periods, we observe that the
recommendations of 4™ SFC on implementation of awards of 13" CFC
relating to rural and urban local bodies would be applicable only for four




years from 2011 — 12 to 2014 — 15 as the year 2015 — 16 would be covered
by the 14™ CFC.

Interim Report

1.17 The State Finance Commission is a constitutional body. It has to
accomplish its constitutional assignment in a time bound manner. But the major
constraint confronting the Commission has been non-availability of information
and exhaustive data on the status of finances of local bodies as well those of
civic services being provided by these bodies. Besides this, due to non-
availability of relevant records of previous SFCs, this Commission had to spend

a lot of time on re-designing of information formats and questionnaires etc.

1.18 As per Haryana Finance Commission Rules, 1994, the State Finance
Commission shall consist of a Chairman and Members. The state government
vide notification dated 16™ April, 2010 appointed only the Chairman with the
proviso that other Members including the Member Secretary would be
appointed later on. The state government appointed the Members at a very
belated stage on 3" April, 2013 and 28" June, 2013. The Commission would
like to re-iterate that constitution of the full Commission is mandatory as
per the constitutional provisions.

1.19 All these developments, taken together, adversely affected the
working of the Commission. Moreover, the decision making process of the
Commission was occasionally hampered due to the absence of Members. More
importantly, the report of the Commission without all the Members is not treated
as valid.

1.20 The Commission received a comprehensive memorandum from the
Department of Urban Local Bodies in August, 2012 demanding additional funds
of Rs. 4,904.50 crore for up-gradation of various services and implementing
various schemes of urban local bodies. Since Members had not been appointed
by the state government, the Commission was of the opinion that a final
decision on allocation of funds to PRIs and ULBs should be taken by the full

Commission in its final report.
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1.21 As reported by the State Finance Department, the recommendations
of 3" SFC, as accepted for its concluding year 2010 — 11, have been extended
for implementation during 2011 — 12 and 2012 — 13 and, as a result, Rs. 355.75
crore and Rs. 408.25 crore have been released to the PRIs and ULBs during
these years, as under:-

Funds transferred to Local Bodies  (Rs. in crore)

Local Bodies 2011-12 2012 - 13
PRIs 231.24 265.36
ULBs 124.51 142.89
Total 355.75 408.25
1.22 The Commission deemed it necessary to submit an Interim Report

covering a period of three years 2011 — 12, 2012 — 13 and 2013 — 14 as soon
as all members were appointed to the Commission so that sufficient funds could
be made available to PRIs and ULBs during 2013 — 14 to enable them to
continue their on-going activities without financial hardships. The Interim Report
would also meet the requirements of constitutional provisions and enabling acts
of the local bodies as there would not be any gap years in implementation of

recommendations of the SFC.

1.23 This Interim Report was submitted on 26™ April, 2013. Some very brief
highlights of the Interim Report are mentioned below. While recommending global
sharing mechanism for financial devolution, the Commission treated the state’s net
Own Tax Revenue (SOTR) as the divisible pool. The Commission fixed the share
of local bodies, both PRIs and ULBs, at 2.5 percent of the divisible pool. The
respective shares of PRIs and ULBs were fixed in the ratio of 65:35 in conformity
with the rural-urban population ratio as per 2011 census. On this basis, the shares

of PRIs and ULBs were worked out, as under:-



Financial Devolution to Local Bodies

(Rs. in crore)

Particulars 2011-12| 2012-13| 2013-14
Divisible Pool (SOTR) 20,595.15 | 23,395.82 | 27,213.08
(Net of 2% collection charges)
Share of Local Bodies (2.5%) 514.88 584.90 680.32
Share of PRIs (65%) 334.67 380.18 442.21
Share of ULBs (35%) 180.21 204.72 238.11

1.24 The financial devolution recommended in the Interim Report upto the

year 2013-14 was purely adhoc and was to form part of the funds already
provided to local bodies during 2011 — 12 and 2012 — 13 and are also

adjustable against the total devolution made in this final report for these years.

1.25 The Commission considered the additional demands of funds of local
bodies received through their respective memoranda and observed that a major
part of their demands related to their various Plan Schemes being implemented
through budgetary allocations for development of infrastructure. Some schemes
related to the maintenance of basic public services for which no relevant
justifications were provided. We feel that the financial devolution recommended
in this final report seems to be sufficient to meet the expenditure needs of local
bodies on establishment and operation & maintenance of public services and as
such no special dispensation has been recommended for PRIs and ULBs on

the basis of demands received through their respective memoranda.
Design of the Final Report

1.26 The 12" and 13™ CFCs expressed serious concerns over the
constitution of SFCs, their composition, quality of reports, methodology adopted
and their credibility. These Commissions observed that the quality of SFC
reports continue to be patchy. Further, the recommendations of SFCs do not
follow a uniform pattern, thus, detracting from their usability. Often the reports
are analytically weak. The SFCs themselves are not staffed with adequate and

knowledgeable professionals. There are issues like inadequate data and norms
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for service delivery. Moreover, their recommendations are usually ignored. In
view of the above position, this Commission observes that SFCs need to
be suitably strengthened for enhancing their credibility and acceptability
and their works/reports streamlined in many ways including some

standardisation in their methods and approaches.

1.27 While taking cognizance of this issue, the 13™ CFC constituted a task
force to prepare a template for SFC reports. The template prepared by the task
force was discussed in a conference on empowering PRIs on 22" and 23"
December, 2008 conducted by the Institute of Rural Management and finalised
on the basis of the inputs received. The 13" CFC has recommended that SFCs
should consider this for adoption. The template is placed at Annexure 1.9.

1.28 The 13" CFC also endorsed a model template for adoption by SFCs
designed on the lines of MOPR guidelines for estimating revenues and
expenditures of local bodies with a view to introduce an element of symmetry
across the SFCs in components of revenues and expenditures of local bodies.
This model template is placed at Annexure 1.10.

1.29 These templates for SFCs reports and local body finances were also
discussed in the National Workshop on Panchayat Finances and SFCs related
issues organised by MOPR/GOI on 27.06.2011 in Vigyan Bhawan, Delhi. The
general consensus arrived at was in favour of adoption of these templates by
the SFCs as these would help in improving quality of SFCs reports and better
analysis of finances of the local bodies.

1.30 The template designed for SFCs reports contains 13 chapters.
Contents of each chapter have also been specified and enumerated. These
cover vast areas/issues which would help in assessing needs as well as
preparing SFCs reports more systematically and uniformly. Like-wise, the model
template seems to be comprehensive for assessing financial position of
Panchayats and Municipalities entailing all aspects of receipts and
expenditures. It would work as a step forward for producing good quality data
on local bodies on uniform pattern across the SFCs. We are, therefore,

11



generally in favour of adopting this template subject to some

modifications suiting our requirements.

1.31 We have carefully looked into the design of the report of 3 SFC of
Haryana and noted the contents of each chapter. 3 SFC report contains 14
chapters as against 13 in the template and covered most of the areas/issues

mentioned in the template.

1.32 Model template on financial position of local bodies has been
designed to have a uniform pattern of assessment of LBs resources across the
SFCs and also to build a strong data base on LBs finances for use by CFCs
and other stakeholders. We were not aware of this model template when we
started our work. However, the information formats designed by the
Commission for seeking information on finances and services of local bodies,
both PRIs and ULBs, are comprehensive covering all aspects of incomes and
expenditures of all tiers of PRIs and ULBs and more or less conform to the

requirements laid down in the model template.

1.33 We are aware of the fact that these templates are just suggestive
and indicative and, as such, not binding on SFCs. However, since these
templates help in upholding the status and dignity of SFCs, quality of their
reports and building of quality data base on finances and services of local
bodies, we have, in principle, decided to adopt these in our report but subject to

our requirements.

1.34 While analysing the template for our report, we realised that some of
the chapters have become un-wieldy. We have had to, therefore, trim these so
as to prevent them from becoming un-wieldy and un-compatible, carving out
important segments and developing them into independent chapters. For
example, maintenance of accounts of PRIs and ULBs and their audit, which is
part of Chapter V of the template, has been taken out and put in as an
independent chapter due to added attention given to it. The template does not
include review of status of implementation of recommendations of CFCs. Since
review of CFCs recommendations is very important for SFCs, we have done it

in an independent chapter. Water supply, sewerage and storm water drainage
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are the basic functions of the local bodies, but presently these are being
performed by the Public Health Engineering Department. As such, we have
dealt with these functions in a separate chapter. On this basis, our report
contains 15 chapters as against 13 chapters in the template.

Methodology
(a) Key Activities

1.35 The Commission has to work out its procedures for working and
decide upon its approach and methodology in view of the issues and tasks
enshrined in its TOR. The Commission held its first meeting on 30.06.2010 after
the Chairman and the Member Secretary had assumed charge. None of the
four Members had been appointed by then. Apart from adopting the rules of
procedure, the tasks assigned to the Commission through its TOR were
identified and reviewed. It was, however, observed that extensive data on the
finances and the services of local bodies and the other issues related to the
TOR of the Commission would be required. During the course of subsequent
meetings the visions, expectations, initiatives and overall direction of Sh. L.S.M.
Salins, Chairman of the Commission, were laid down to be incorporated in the
report. The Commission held several meetings to formulate approach, strategy,
review the progress of data collection and give final shape to its report. These
meetings do not include meetings held with the state government departments,
elected representatives and others at the headquarters and during field visits.
The details of the meetings are given in Annexure 1.11.

1.36 At the outset, Chairman of the Commission addressed a demi-official
letter on 30.05.2011 detailing the basic objectives of the Commission, issues in
its TOR, nature of information/data to be required, its time schedule etc, to all
the stakeholders i.e. all the Administrative Secretaries, Heads of Departments,
Managing Directors of Boards and Corporations, Divisional Commissioners,
Deputy Commissioners, Universities, research institutions, local bodies etc.
Vide this letter, he appealed to them for extending full co-operation and help to

the Commission in discharging its constitutional mandate. This communication
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also served as a general notice to the public and all the other stakeholders

about the constitution of the Commission.

1.37 The Commission designed a comprehensive questionnaire covering
all aspects of the TOR of the Commission and the basic issues before the
Commission and circulated it on 26.09.2011 to all the MPs of Lok Sabha and
Rajya Sabha from Haryana, all State Ministers and MLAs, opposition leaders,
Chairpersons and members of all tiers of PRIs and ULBs, Administrative
Secretaries, HODs, Chairpersons/MDs of Boards and Corporations, Divisional
Commissioners, DCs, Universities, Government Colleges, Districts Bar
Associations, NGOs, reputed research institutions dealing with rural and urban
development, experts, intellectuals and eminent persons from various fields of
public life and other stakeholders for eliciting their considered views and
suggestions on the issues before the Commission. This questionnaire received
all round recognition and appreciation for its comprehensiveness being rated as
one of the best. The Commission received a large number of responses with
quality inputs which helped the Commission in formulating its views and
finalisation of its report.

1.38 The Commission prepared comprehensive formats for soliciting
information/ data on various aspects of local finances i.e. income and
expenditure of all tiers of PRIs and ULBs for a ten year period, actuals from
2006 — 07 to 2010 — 11 and projections from 2011 — 12 to 2015 — 16. These
also included information on levels of civic services, physical assets,
outstanding liabilities, budgetary support, staff strength and wage bills etc.
These proformae are, by and large, on the pattern of model template
recommended by the 13" CFC and on the lines of guidelines of MOPR/GOI.
These were sent to all tiers of PRIs and ULBs through the Director General of
Panchayat Department and Urban Local Bodies Department. Assistance of
DCs, DDPOs and BDPOs was also taken. The Departments of Panchayats and
Urban Local Bodies were asked to ensure that the requisite information,
complete in all respects, is made available to the Commission within the
stipulated time schedule strictly as per Commission’s formats. Research wing of
the Commission made all out efforts to expedite the process of preparation of
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the information by way of issuing of reminders, telephonic conversations,
personal visits to the directorates and field offices in the districts and holding
meetings with the departmental officers. As a result, the response from the
urban local bodies has been a little bit encouraging. A number of urban local
bodies supplied the requisite information to their directorate with copies to the
Commission, which was compiled and consolidated at directorate level and sent
to the Commission. Though the information was incomplete but was made
usable after scruitiny. However, the Commission faced difficulties in respect of
PRIs being large in number. Though the response was gratifying but the quality
of information varied which was made usable by the Commission through cross
checking. This has helped the Commission in analysing the financial position of
local bodies and making suitable recommendations for strengthening their

financial base.

1.39 Information on structural, functional and financial status of local
bodies, their development profiles, funds requirements, follow up action on
recommendations of previous CFCs and SFCs, status of accounts and audit of
local bodies, capacity building, strengthening of municipal administration and
allied matters, was sought from the Director Generals of Panchayats and Urban
Local Bodies Departments. The information received helped the Commission in

arriving at suitable conclusions.

1.40 The Commission required detailed information on the basis and rates
of taxes, duties, tolls and fees etc. levied and appropriated by the state
government. This information was sought from 14 revenue earning
departments. The information received was analysed and used for making
assessment of the state’s financial position as well as to determine the position
of state levies for their assignment to or appropriation by the PRIs and ULBs, as

required under TOR of the Commission.

1.41 In order to analyse the economic scenario of the State and its plan
strategy and sectoral plan allocations, requisite details were asked from the
Department of Economic and Statistical Analysis. Like-wise, in order to study

the fiscal position of the state government, resource availability with the state
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government and the fiscal reforms being undertaken, all the relevant information
was sought from the Finance Department. The information so received helped
the Commission in various ways and particularly to determine the divisible pool
for sharing with the local bodies.

1.42 Information was also sought on status of water supply, sewerage,
sanitation, solid waste management, storm water drainage and other public
services, environmental improvement and pollution control, institutional credit
etc. from all the concerned departments. The information so received helped

the Commission in arriving at suitable conclusions on related issues.

1.43 On the pattern of the Central Finance Commission, this Commission
also asked the Departments of Panchayats and Urban Local Bodies to submit
comprehensive memoranda containing all the details of up-gradation of
essential services, additional financial requirements thereon, their considered
views on TOR of the Commission including sharing pattern of state revenues,
criteria of CFCs for allocating grants for local bodies of the States etc. The
inputs so received helped the Commission to make appropriate

recommendations for empowering of local bodies.
(b) Consultations

1.44 The Commission also decided to have wide ranging discussions and
interactions with experts, resource persons, eminent public men, officials of the
state government and the local bodies, representatives of PRIs and ULBs,
Chairpersons or Member Secretaries of previous SFCs in order to have a better
understanding of the local finances, functioning of local bodies and other local

issues.

1.45 The Chairman held discussions with Sh. A.N. Mathur, IAS (Retd.) Ex-
Chief Secretary and Chairman of 3" SFC and Sh. M.G. Madhwan, IAS (Retd.)
Member Secretary of 1% SFC Haryana, representatives of Finance
Commissions of other States, prominent persons in the spheres of financial
relations, rural and urban development etc. These interactions helped the
Commission to be familiar with the working of local bodies, approaches of other

SFCs, policy initiatives at the central level and latest trends in fiscal relations.
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1.46 With a view to have authentic feedback on structural, financial and
functional status of rural and urban local bodies, the Commission had various
rounds of discussions with the Administrative Secretaries and HODs of the
Departments of Panchayats, Rural Development and Urban Local Bodies.
Meetings were also held with Administrative Secretaries or HODs of various
other departments like Public Health, Excise and Taxation, Finance, Planning,
Transport, Revenue, Food & Supplies, Industries & Mining, Forests, Power,
Town and Country Planning, Environment, Institutional Finance & Credit Control
etc. These meetings helped the Commission by providing valuable materials on

related issues. The details of these meetings may be seen in Annexure 1.11.

1.47 Accounting and Auditing are important areas in which local bodies
need to develop their capacities. With a view to have updated knowledge in
these spheres, the Commission made specific references to the Director Local
Fund Audit of the State and the Principal Accountant General (Audit and
Entitlements) and exchanged views with them. These interactions proved useful
for the Commission in knowing on-going reform, efforts towards adoption of
accrual based accounting system and getting valuable suggestions for

improving standards of accounting and auditing of local bodies.

1.48 With the objective of enhancing its own understanding of local
government finances and functioning of local bodies, this Commission
organised a number of meetings with representatives of these bodies at
divisional and district levels. In these meetings, elected representatives of all
tiers of PRIs and ULBs, functionaries of the local bodies, officers of the
Panchayats and Urban Local Bodies Departments from headquarters and
districts levels participated. On these occasions, site visits were also organised.
Such meetings and visits were very helpful to the Commission in getting
first-hand knowledge of the ground level working of rural and urban local bodies
as well as familiarization with the problems being faced by these bodies. The

Commission received very valuable suggestions in all these meetings.

1.49 The Commission also had the benefit of receiving views on various

issues relating to its TOR from a large number of eminent personalities from
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various walks of life who came to meet the Chairman, Member Secretary and
other Members of the Commission.

1.50 The Commission visited States of Himachal Pradesh, Karnataka and
Gujarat to know the working and status of their local bodies as also the
approach and methodology adopted by their SFCs. Meetings were held with
senior officers of the Departments of Panchayats, Urban Local Bodies and
Finance. Interactions were also held with Chairpersons and Members of their
State Finance Commissions. Visits were undertaken to Municipal Corporations
of Bengaluru, Mysore, Ahmadabad and Surat and meetings were held at these
places with the respective Municipal Commissioners/Mayors and other elected
representatives of urban local bodies. Meetings were also held with
Chairpersons of Zila Parishads and a few elected members of PRIs. The
Commission also visited a number of nearby places to know the working of
Gram Panchayats and Municipal Committees in these States. Consultations
were also held with the Directors and other officers of their Institutes of Rural
Development on their monitoring systems, capacity building and training efforts.
The Commission also had the occasion to have a long interaction with the
Minister of Panchayati Raj of Gujarat Government on status of PRIs and their
empowerment. These visits and discussions were important for the
Commission’s work and enhanced its awareness about the problems of local

bodies there.

1.51 The Commission also attended a National Workshop on Panchayat
Finances on 27.06.2011 organised by MOPR/GOI in Vigyan Bhawan, New
Delhi which was attended by Chairpersons of various SFCs and officers of
Panchayats Departments of all the States. All issues relating to empowering
PRIs and improving working of SFCs were discussed threadbare in this
workshop. Deliberations in this workshop were relevant for improving quality of
reports.

1.52 At the instance of the Commission, HIPA administration constituted a
working group under the Chairmanship of Dr. P.K. Mahapatra, IAS, Director
General HIPA with Dr. Manveen Kaur, Sh. A.K. Gulati, and Sh. M.M. Alam,
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Assistant Professors from HIPA as the Members for making suggestions on
improving the status and working of urban local bodies. On a similar pattern,
HIRD Nilokheri constituted a working group under the Chairmanship of Dr.
Surat Singh, Director with Dr. Prit Pal Singh and Smt. Vimlesh Rathore as the
Members for making suggestions on empowerment of PRIs. These groups
made valuable suggestions which have been incorporated in Commission’s
report at appropriate places.

1.53 The Commission organised State level seminars on empowerment of
PRIs and ULBs in collaboration with HIRD Nilokheri and HIPA Gurgaon with a
view to understand the working of local bodies as well as the problems being
faced by the elected representatives of these bodies. Seminar on PRIs was
held on 22.03.2012 in HIRD Nilokheri and that on ULBs on 07.06.2012 in HIPA
Gurgaon. In these seminars, a select group of elected representatives of all
tiers of PRIs and ULBs, functionaries of these bodies and officers of
Departments of Panchayats and Urban Local Bodies participated. Experts and
resource persons from universities and research institutions were also invited.
Prominent experts who addressed these seminars included Prof. Mukesh
Mathur, NIUA Delhi, Dr. V.N. Alok, IIPA Delhi, Sh. Kuldeep Wabhi, IAS, Member
Secretary Delhi State Finance Commission, Sh. Gautam Sen, Advisor Finance,
Govt. of Nagaland, Dr. Manveen Kaur, Trg. Faculty Coordinator HIPA, Dr. Surat
Singh, Director HIRD Nilokheri, Dr. N.K. Bishnoi, Prof GJU Hisar. The exchange
of views in these seminars gave valuable feedback to better understand the
local issues and finances and provided significant inputs to the Commission’s

work.

1.54 The Commission organised two interactive sessions with experts and
resource persons from reputed national level research institutes. First session
was held in Haryana Bhawan Delhi on 24.07.2013 in which Dr. Tapas Sen,
Prof. NIPFP, New Delhi, Dr. K.K. Pandey Prof. IIPA, New Delhi and Dr.
Sandeep Thakur, Associate Prof. NIUA, New Delhi made their power point
presentations. Second session was held in Yojana Bhawan, Panchkula on
15.08.2013 in which Dr. S.S. Gill, Director General CRRID Chanidgarh, Dr.
Kulwant Singh, Assistant Prof. CRRID Chandigarh and Sh. Gian Singh Kamboj,
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Consultant 4™ State Finance Commission Haryana, presented their papers on
relevant issues. These interactive sessions have been of immense help to the
Commission in knowing the latest trends in financial relations and fiscal
transfers to the lower level governments.

1.55 The reports of earlier SFCs and CFCs provided extremely useful
inputs to Commission’s work. The Commission also consulted extensively
reports of CFCs, other SFCs, State Administrative Reforms Commission,
relevant World Bank reports etc. The Commission also used data from state
budget documents, State Statistical Abstract, State Economic Survey, plan
documents, accounts related documents, Annual Administrative Reports of
various departments. The enabling Acts of PRIs and ULBs were also kept in
view for the purpose.

1.56 Officers of the Research Wing of the Commission were sent to
important national and state level research institutions and think tanks dealing
with financial relations, rural and urban development, capacity building and
training such as NIRD Hyderabad, NIUA Delhi, HIPA Gurgaon, IIPA Delhi,
NIPFP Delhi, HIRD Nilokheri, CRRID Chandigarh. Information relevant to the
tasks before the Commission were obtained from some of the documents
produced by these institutions. The Commission received useful inputs from
these institutions in regard to latest trends in local finances, rural & urban
development and empowerment of local bodies.

1.57 The Commission assigned a study on analytical assessment of state
finances to Dr. N.K. Bishnoi, Professor, GJU Hissar. The report deals with an in
depth assessment of state resources for the award period of this Commission,
trends in Haryana’'s economy and state finances, fiscal correction measures
and suggestions for additional resource generation by the state government.

Relevant suggestions made have been included in the report.

1.58 The Commission also made extensive use of materials available on
the world wide web for obtaining latest material on various issues which are of

relevance to it.
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CHAPTER -2
APPROACH AND ISSUES

Role of Finance Commission

2.1 The 73rd and 74" Constitutional Amendments Acts, 1992 (CCAs)
made it mandatory for the States to enact new legislations for local self
governance by the rural and urban local bodies. These new legislations are
intended to devolve power, functions, responsibilities and finances to the local
bodies with the objective of enabling them to function as effective and
autonomous institutions of local governance. Consequent to these CAAs,
Articles 243 | and 243 Y of the Constitution require every State to constitute a

State Finance Commission after expiration of every fifth year.

2.2 Thus, the overall task of the State Finance Commission (SFC) is
to discharge the mandate laid down in Articles 243 | and 243 Y of the
Constitution, consistent with the principles of federal finance, taking into
account the current and likely future macro economic and fiscal
scenarios, so as to secure fiscal stability and adequate resource
availability for the States and the local bodies.

2.3 State government notification dated 16™ April, 2010, constituting the
Commission, specifies its TOR. These TOR set before the 4" State Finance
Commission four different types of tasks. The first core task of the Commission
is to determine the principles for distribution of the net proceeds of the taxes,
duties, tolls and fees leviable by the State between the state government and
the local bodies, both rural and urban, and further their inter se allocation
among all tiers of PRIs and ULBs. Second, the SFC has also to determine the
taxes, duties, tolls and fees which may be assigned to or appropriated by the
PRIs and the ULBs. Third, the SFC is also required to recommend grants-in-
aids for all tiers of PRIs and ULBs from the Consolidated Fund of the State.
Fourth, the Commission has to suggest measures needed to improve the
financial position of the PRIs and ULBs.

21



2.4 Every SFC, as required by its TOR, has to keep certain specific
matters in view while undertaking its core tasks. Thus, the 4" SFC has to take
account of:-
i) the objective of balancing the receipts and expenditures of the State
and for generating surplus for capital investment;

i) the resources of the state government and demands thereon
particularly in respect of expenditure on civil administration,
maintenance and upkeep of capital assets, maintenance expenditure
on plan schemes and other committed expenditure or liabilities of the
State,

iii) the requirements of the Panchayati Raj Institutions and the
Municipalities, their potential for raising resources and for reducing
their expenditure.

2.5 It is a well recognised fact that the current system of allocation of
financial powers and responsibilities between the State and the local bodies
leads to an inherent fiscal imbalance and makes the local bodies heavily
dependent on state budgetary support. It is also well recognised that most local
bodies especially PRIs do not have adequate resources or lack the motivation
to raise the required funds to meet their expenditures. As a result, the local
bodies do not perform their duties of providing civic services to the minimum
desirable levels to their citizens. With the advent of 73 and 74"
constitutional amendments, the Finance Commission has been reckoned
as the sole arbiter ensuring a just and equitable distribution of state
revenues between the State and the local bodies. The State Finance
Commission has also been conceived as an instrument for devolving the
necessary funds from the state level to the local bodies so as to place

them on a sound financial footing.

2.6 The basic objective of the CAAs is overall empowerment of local
bodies so as to make them self reliant, vibrant, effective and professionally
efficient instruments of self government. This makes the task of the Finance
Commission quite complex and intricate as the fund requirements of local
bodies to meet their functional responsibilities are far beyond the reach of their
budgetary and other resources. Thus, in this changed scenario, the State

Finance Commission is called upon to make a realistic assessment of the
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resources of the local bodies and also to suggest a stable, predictable
and dependable resource transfer package from the State to the local
bodies with differentials in fiscal capacities and needs. Besides, the
Finance Commission has also to ensure that the resources transferred to
local bodies through the aegis of Finance Commission and their own
revenue generation efforts are put to optimum use and judiciously utilised

on providing better quality of public services to their citizens.
Approach of the Commission

2.7 The Finance Commission is required, by its TOR, to keep specific
policy considerations in mind while deciding the rules of procedure for its
working and also the contours of its approach in view of the issues before it.

2.8 The issues that we have to consider, therefore, directly emanate from
the TOR of this Commission. In this Chapter we will outline the broad
considerations that impact the Commission’s approach to its core and policy
task. We also discuss the main issues, our proposed approach and problems
faced.

2.9 The overall approach of the Commission is to foster inclusive growth
promoting fiscal federalism. This is the vision underlying the Commission’s
recommendations on inter-governmental fiscal arrangements and on the
roadmap for fiscal adjustment. This vision has to be given effect to within the

overall structure of inter-governmental fiscal arrangements.

2.10 Inclusive growth is the cornerstone of the State’s development
strategy. Haryana’'s economic growth has, indeed, been creditable. However,
such growth must make a demonstrable difference to the lives of the poorest
and most vulnerable sections of society. Haryana has the potential and the
means to secure such a future for its citizens. The stress laid on inclusive
growth in the Eleventh Plan has meant that such growth has been accompanied
by a concerted effort to invest in the efficient and increasing delivery of public
services. But to achieve this potential, it is necessary that resources be
mobilised and deployed in such a manner that spur high rates of growth visible
in the state economy. There has to be also improvement and increase in
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logistics, infrastructure and efficient administration in order to optimise gains
from fiscal devolution. Growth with equity has been a cornerstone of the state
fiscal policy. We agree and endorse it. However, there has to be emphasis on
empowerment of local institutions to promote equity. This aspect is the recurrent
theme underlying various chapters.

2.11 Fiscal consolidation promotes growth. By fiscal consolidation we do
not mean a reduction in the role of the State. Rather the state government will
continue to mobilise and deploy a significant proportion of resources to promote
public welfare and embark upon measures to improve the quality and
effectiveness of the process of public expenditure and resource mobilisation.
We are of the view that these are feasible pathways for fiscal consolidation with
high growth. In the present context, this also means providing the fiscal space
to promote both public and private investment so as to secure the highest
possible sustainable, green and inclusive rate of growth for the state economy.
This prompts the Finance Commission to propose ways to incentivise such
consolidation within the mandate and instruments at its disposal. We have been
particularly mindful of this challenge in our recommendations with respect to
future fiscal roadmap for the state government as well as the local bodies. We
have also kept in view these contours of state’s economy and its fiscal strategy

while projecting resource availability with the State and the local bodies.

2.12 The work of the Finance Commission has become multi-dimensional
in nature. Finance Commissions in the country have had to face three important
challenges. First, there has historically been a high degree of vertical fiscal and
functional imbalance between the State and the local bodies. Second, there is
spatial inequality in the fiscal capacity and fiscal needs of different local bodies
due to various reasons. Third, it is a fact that recent decentralisation has
considerably enhanced the fiscal obligations of the third tier of government, but
not the devolution of matching human and financial resources to discharge
these obligations. These dimensions attracted our pointed attention which we
have tried to properly address to in our report.
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2.13 Added to this are the new domestic challenges that have emerged.
The imperatives of urbanisation, industrialisation, empowerment of PRIs and
ULBs and improved information systems have collectively increased the
expectation and demand for public and merit goods. In meeting this demand,
the challenge of sustainable development has to be kept firmly in mind so that
present generations do not diminish the lives and capabilities of future
generations. In making its award, the Finance Commission has to be mindful of
the short and long term implications that these challenges pose for public
finances and the need to foster the appropriate fiscal incentives to address

these challenges.

2.14 The 73 and 74™ constitutional amendments gave new dimensions
and institutional strength to the rural and urban local bodies, vis-a-vis,
democratic decentralisation in the country. These amendments provide for
devolution of specific powers, authority and funds to these bodies to strengthen
their financial and functional status so that these bodies could generate
resources at their own level to meet their expanding needs. Further, the new
11" and 12" Schedules, listing out 29 functions for PRIs and 18 functions for
ULBs, have further enlarged the operational scope of the local bodies. These
CAAs also envisage devolving to these bodies functions relating to preparation
of plans for economic development and social justice as well as for
implementation of various development schemes. The Commission has noted
that despite after two decades of initiatives through constitutional efforts for
enhancing the role of local bodies, the progress made by the state government
towards functional transfer to these bodies through the process of activity
mapping or otherwise does not seem to be tangible. Most of the basic functions,
primarily meant for local bodies, are still being performed by line departments of
the state government. Many local bodies also seem content in allowing
departmental handling of responsibilities that ought to be theirs. These aspects
need to be properly addressed. The Commission feels that it is now high time to
reflect on the experiences gained and redesign strategies to achieve the
constitutional mandate of empowering the local bodies, particularly PRIs. At the
same time, the Commission also recognises that delegation of functions
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to local bodies is a gradual and time consuming process which requires
adequate strengthening and motivation of local bodies, administratively,
technically, logistically and financially so as to enable them to take on the
transferred responsibilities. The Commission has taken due note of the
existing functional status of local bodies in the State and made suitable
recommendations with the proviso that subsequent functional transfers to
the local bodies should invariably be accompanied by proportional

transfer of funds and functionaries.

2.15 Financial devolution is another key element of empowerment of local
bodies through the process of democratic decentralisation. Subsequent to 73™
and 74™ CAAs, conformity legislations have been enacted by almost all States
including Haryana. The Commission has noted that the enabling legislations
endow sufficient taxation powers to local bodies, but these do not seem to have
been adequately administered due to political, administrative and economic
reasons. Neither are the local bodies willing to exercise their given taxation
powers for obvious reasons. It has also been given to understand that the
taxation powers of local bodies have, to a great extent, been limited by the state
government, directly or indirectly. On the other hand, the local bodies are
reported to have in the past been pre-empted, slowly and gradually, of their
major sources of revenue, by way of abolition, exemptions and concessions,
without putting in place any viable and effective alternate compensatory
measure to recoup the revenue losses so suffered. This tendency led to
undermining of their authority and autonomy and developed in them overtime a
highly dependency syndrome on government budgetary support and other
external assistance, which cannot be continued as such for long. There is,
thus, an imperative need for the local bodies to raise adequate internal
resources through more imaginative and effective tax administration,
widening the tax net by tax mapping, enhancing collection efficiency,
updating tax rates and service charges, better utilisation of common
property resources and adoption of austerity and economy measures. The
Commission has, in order to put local bodies finances on sound footing,

made several suggestions in its report.
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2.16 The expenditure needs on maintenance and upkeep of existing
assets of local bodies and operation and maintenance costs of public services
being provided by these bodies have increased manifold over the years without
matching resources. Salaries and wages eat away a big chunk of their
resources leaving very little for maintenance of assets and services. The
position of municipalities has become all the more precarious due to population
influx putting extra strain on their existing infrastructure. On the resources side,
rates of service charges have remained unrevised since long telling adversely
upon the level and quality of public services. Central government has called
upon the states to recover 100% cost of operation and maintenance of civic
services through service charges, particularly pertaining to water supply,
sewerage and storm water drainage. The 12" CFC had also recommended
recovery of at least 50% of the O & M cost by way of water charges and other
service charges. This Commission has observed in a later chapter that O & M
cost of basic services, particularly the water supply and sewerage, being
recovered in the State, ranges from 20 to 25 percent which, besides implying a
high element of cross subsidisation in providing public services also inform the
inability of authorities to recover dues or unwillingness of beneficiaries to pay.
The Commission has analysed this situation and come to the conclusion that it
may not be possible to recover full operational costs within the reference period
of this Commission. Thus, the Commission’s broad approach is to progressively
reduce the element of subsidy in a phased manner over the years. It would
serve dual purposes of making users pay the cost of services being provided to
them as well as safeguarding the interests of weaker sections of society by
enabling targeting of benefits. Besides, the Commission has also suggested
some measures for reduction in the cost of services and improving efficiency of
expenditure incurred by local bodies through privatisation, public-private
partnership, use of information technology and other measures.

2.17 The Commission is broadly required to follow a normative approach
in making assessment of the availability of financial resources with the PRIs and
ULBs as well as their expenditure needs for the provision of core civic services

for the reference period of this Commission i.e. from 2011 — 12 to 2015 — 16.
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This exercise is to be undertaken to workout normative gaps in resources of
local bodies taking into account the likely additional expenditure on providing
minimum desirable level of public services as also the additional resource
mobilisation through own efforts based on capacity and potential. But for want
of adequate and reliable data on the finances and the services of local bodies,
time and resource constraints, the exercise of normative assessment of
finances of local bodies and their fiscal needs could not be feasible.
Alternatively, the Commission assessed the resources availability with local
bodies and their financial needs following traditional approach based on past
trends and future prospects. This has helped the Commission in identifying the
resource gaps of PRIs and ULBs for the period 2011 — 12 to 2015 — 16. We
have attempted to bridge the traditional gaps so worked out partly through the
resource devolution criteria of the Commission and partly through
recommending own revenue generation efforts of local bodies and fund flows

from external sources.

2.18 Generally, allocation of functions and responsibilities between the
state government and the local bodies should be made on the principles of
subsidiarity i.e. in such a manner that these are entrusted to the lowest level
where these can be efficiently performed. This ensures accountability, local
participation and prioritisation of expenditure according to local needs. Like-
wise, taxation powers need to be determined on the basis of the level at which
these can be efficiently levied and collected. The experience all over Haryana
has been that local authorities are more reluctant to levy taxes or to collect them
and this tendency limits the extent to which taxation powers and functional
responsibilities can be transferred to the local bodies. Consequently, their own
resources fall short of their expenditure needs for adequately discharging the
functions entrusted to them. This inadequacy of resources would largely be
manifested in inability or low level of their services. The Commission tried to
determine their expenditure needs on the basis of the funds required for
satisfactory operation and maintenance of the existing civic services and those

required for raising the level and coverage of these services to the levels which
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they should strive to reach by the end of 2015 — 16, the period to be covered by

this Commission.

2.19 While working out the quantum of resource devolution to the local
bodies, the Commission, as per its TOR, has also assessed the resource
availability with the state government for its reference period 2011 — 12 to
2015 — 16. While doing so, the Commission has gone into the economic
situation of the State and the status of government finances and the
commitments thereon like impact of pay revision, committed liability of Eleventh
Five Year Plan schemes, maintenance of capital assets, expenditure on civil
administration and other committed and contingent liabilities. It helped the
Commission in taking a realistic view of the magnitude and design of the
devolution package from the state resources to the local bodies.

2.20 The Commission has observed that the pace of empowerment of
local bodies, as envisaged in the CAAs, has not been satisfactory. The changes
brought into local governance so far are not compatible with the expectations
and aspirations of the constitutional amendments. These require total
revamping of the governance with the three tier set up and a clear-cut
demarcation of functions and responsibilities for different tiers of government. It
is also equally imperative to intimately involve the local bodies in planning,
execution, administration and general governance at the ground level. These
institutions should be more and more self reliant, innovative and professionally
trained and they should also be fully aware of their role, rights and obligations.
They also need more professional help within and from without. They must
strive hard to meet all their needs through their own efforts and spend their
resources prudently and optimally. This Commission strongly feels that there
has to be a firm belief and conviction in decentralised governance. In addition,
there also has to be a drastic shift in the attitude of all the stake-holders, the
central government, state government, the local bodies and especially the
bureaucracy and the people so that the constitutional amendments could be
properly operationalised for all round empowerment of local bodies. The
mindset of employees at the local bodies level and those at state headquarters

needs an overhaul to employ strategies consonant with the spirit of the CAAs.
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2.21 The existing system of allocation of financial powers and
responsibilities between the states and the local bodies has an inherent
tendency of creating vertical and horizontal fiscal imbalances. Vertical
imbalances arise from assignment of more resources to the states and larger
constitutional responsibilities envisaged for local bodies. Horizontal imbalances
arise from differential fiscal capacities and needs among local bodies as well as
cost disabilities. Fiscal transfers in terms of tax devolution and grants-in-aid
have a tendency of correcting these imbalances. Thus, the Commission, while
taking cognizance of the most vulnerable considerations like needs, fiscal
efficiency and cost disabilities, has designed such a scheme of fiscal transfers
as to serve the objectives of equity, efficiency and social justice and which is
also characterized by predictability, stability and transparency.

2.22 The Finance Commission has to devise the principles for vertical
division of total fiscal transfers from the state government to the local bodies,
both PRIs and ULBs. This implies that the Commission has to determine the
design and magnitude of the divisible pool, its constituents and the criteria for its
distribution. This may be in terms of revenue sharing and grants-in-aid. The
Commission took stock of the current status of practices and procedures being
followed by the SFCs of other States as also the previous SFCs of Haryana.
Like the 3" SFC, this Commission also treated net own tax revenue of the State
as the sole component of the divisible pool as every citizen of the State has a
stake in state taxes.

2.23 The Commission has to determine the share of local bodies in the
divisible pool. There are two alternatives of revenue sharing i.e. specific tax
sharing and global sharing. Under global sharing, all state taxes are pooled
together and a fixed percentage thereof becomes the share of local bodies.
Global sharing system has distinct advantages in being transparent, objective,
certain and predictable. Which is why it is being followed by the CFCs and
majority of SFCs. Hence, like the 3 SFC, this Commission also decided to
choose the global sharing mechanism for determining share of local bodies in
the divisible pool, by virtue of which buoyancies of state taxes are shared by the
local bodies. Since the divisible pool is predictable, local bodies are enabled to
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plan their priorities in advance. In addition, the Commission has also to
determine the relative shares of PRIs and ULBs in the total local bodies share in
the divisible pool. In the global sharing mechanism, the shares of PRIs and
ULBs have been determined primarily on the basis of their population ratios in
the total population of the State as per 2011 census. However, more weightage
has been given to the Urban Local Bodies in financial devolution under step-2
applicable for the year 2015 — 16 as these bodies have to bear additional
expenditure due to population shift to urban areas and industrialisation.

2.24 After having determined the relative shares of PRIs and ULBs in the
divisible pool, the next step for the Commission is to suggest criteria for
horizontal division of the shares of PRIs and ULBs district-wise and then among
each tier of PRIs and ULBs. The 1% and 2™ SFCs of Haryana, by and large,
adopted population as the only criterion for district-wise distribution of PRIs and
ULBs shares and further among each tier of PRIs and ULBs. The 3" SFC made
a departure from earlier Commissions’ approach as the criterion of population,
though being natural and objective, did not amply address regional socio-
economic disparities, fiscal efficiencies and incentives and disincentives in
resource generation efforts. As such, the 3 SFC adopted a composite index
consisting of factors like population, area and other indicators of socio-
economic backwardness like SC population, BPL population and literacy gap.
This Commission attempted to compute a suitable composite index of
backwardness and deprivation, but could not succeed due to lack of reliable
data. Thus, like the 3" SFC, this Commission also computed a composite index
consisting of factors like population, area and other acceptable socio-economic
indicators of backwardness and deprivation like literacy gap, Antodaya Anna
Yojana (AAY) population and gender ratio and assigned certain weightages to
each factor. The Commission selected such variables which are simple,
measurable and easily understandable for which reliable data is available. Like
3" SFC, for inter se distribution of PRIs and ULBs shares among each tier of
PRIs and ULBs at all levels within the district, the Commission has taken

population and area as the parameters with certain weightages.
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2.25 As per its TOR, the Commission has also to identify state taxes and
duties which can be transferred to or appropriated by the local bodies. After
going through the basic structure of state taxes it was observed that the three
most elastic and buoyant taxes i.e. State Excise Duties, Stamp Duty and Value
Added Tax (VAT) are already being shared with the local bodies. It was further
observed that the existing structure of local bodies is not capable to handle the
operation of new assignable taxes. Hence, the Commission did not make any

recommendation in this regard.

2.26 The Commission has not recommended any kind of general purpose
grants to local bodies from the Consolidated Fund of the State in view of larger
dispensations being recommended by CFCs for local bodies of the states for
supplementing their resources. Moreover, the global sharing criteria of tax
devolution supplemented by state plan/non plan grants is also intended to
provide sufficient funds to local bodies to meet their financial needs. The
Commission is also of the view that the role of grants should remain confined
only to cater to the specific problems and needs of the local bodies. As such,
the Commission has recommended some specific purpose grants for local
bodies for maintenance of road and solid waste management, fire infrastructure,
capacity building, maintenance of accounts and audit, creation of research cells
etc.

2.27 The Commission is required to suggest measures for supplementing
resources of the state government as well as the local bodies through various
means including levy of user charges and adoption of measures to promote
efficiency. There is also a need for economic pricing and closer targeting of
various social and economic services provided by the State and the local
bodies.

2.28 With additional funds becoming available to local bodies through their
own efforts for resource mobilisation, transfers from the state government and
other sources, it is necessary to ensure that funds are spent properly and
efficiently. For this purpose, certain recommendations have been made for
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improving the systems of governance, including accounting, auditing and for

greater transparency in their functioning.

2.29 However, the Commission’s overall intention has been to suggest an
effective and transparent scheme of revenue sharing with adequate scope for
incentives and disincentives based on performances of local bodies in achieving
national and state objectives. For this purpose, the Commission has devised an
incentive mechanism to reward the efforts of performing local bodies in
important economic and social indicators.

2.30 We have closely studied the observations and recommendations of
the 13" Central Finance Commission concerning local bodies contained in
Chapter 10 of its report. These touch upon and contain most useful material
regarding several issues which are of relevance to our task. Accordingly, we
have kept these in view while attending to our constitutional mandate.

2.31 The approach and methodology outlined above is, by and large, the
outcome of the TOR, constitutional mandate, views and suggestions of all the
stake-holders, aspirations of the citizens and particularly the wisdom of the
Commission. We have tried our best to lay down a well conceived criteria for
vertical and horizontal distribution of state resources to the lower level
government. We are convinced that the revenue sharing criteria designed by us
is consistent with the fiscal capacity and commitments of the state government

and the expanding fiscal needs of the local bodies.
Difficulties

2.32 The 4™ SFC was constituted vide government notification dated 16"
April, 2010, but could not start functioning effectively till August, 2011 due to
procedural and practical problems and other compelling reasons. The
Commission was constituted in piece-meal and the Member Secretary, with
additional charge, continued to be shifted frequently. All the remaining Members
were appointed at a very belated stage on 3" April, 2013 on part-time basis.
Initially there was no technical staff available to the Chairman to fall back upon.

It caused a serious setback to Commission’s work.
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2.33 The scope of enquiry of the State Finance Commission is
complicated, comprehensive and much more wider compared to the Central
Finance Commission which only deals with the sharing of national revenues
with the States. Whereas the SFC, in addition to sharing of State revenues with
the local bodies, has also to suggest measures to improve the financial position
of the rural and urban local bodies, keeping in view their potential for raising
resources and for reducing expenditure. Besides, the most typical task of the
SFC is to create a proper nexus between two conflicting situations of resource
constraint with the state government and expanding financial needs of the local

bodies.

2.34 The nature and magnitude of Commission’s work require it to be
manned with technically qualified and research oriented staff. We are
constrained to point out that the posts sanctioned by the state government were
quite contrary to that proposed by the Commission. The Commission had also
to struggle hard to arrange staff from various sources i.e. state government
departments and the market through out-sourcing. It took considerable time to
complete the process and select suitable persons for the job and the
Commission had to fall back on the services of retired personnel for the basic
tasks.

2.35 The Commission had also to face difficulties in getting office
accommodation, setting up the office of the Commission and arranging
supporting facilities. Inordinate delays occurred in the purchase of office
equipments like computers including other electronic gadgets, furniture and
other supporting logistics due to inadequate budgetary allocations. The basic
and paramount requirements of the Commission for enhancing its efficiency

were not duly appreciated by the lower levels of state bureaucracy.

2.36 The Commission required extensive data and information on
finances, services, structural composition and other important aspects of local
bodies and also on other issues referred to in its TOR for which comprehensive
formats and questionnaires had to be designed. Since the records of previous

SFCs were not made available, a lot of valuable time of the Commission was
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taken to re-design the necessary formats and questionnaires in order to get
primary and secondary data from all the concerned quarters. If the record had
been readily available, more time could have been spent on the cerebral part of

the Commission’s work.

2.37 The Commission has observed that there is no central agency at the
state level to collect, compile, process and analyse the statistical data from
where it could be made available to the next Commission and the other stake-
holders for use. The Commission, thus, had to face serious problems in getting
dependable and authentic data on local finances, civic services and other
aspects from the departments of Panchayats and Urban Local Bodies and other
related departments. Research wing of the Commission made all out efforts to
expedite the process of preparation and collection of data by issuing of
reminders, telephonic conversations, personal visits and holding of meetings
with the departmental officers. Despite all these efforts, the flow of information
had not been encouraging, particularly, in respect of PRIs. The quality of the
data/information received varied across the local bodies which had to be made
usable after cross-checking and reconciling with data from other sources. The
responsibility of policy making cannot be adequately discharged without solid
data base. The Commission is of the view that collection and compilation of
data on local bodies is the ongoing responsibility of the state government. This
Commission has made specific references to remedy this state of affairs.

2.38 The 11", 12" and 13™ CFCs have laid stress on creation of strong
data base on finances and services of local bodies accessible on electronic
media and also earmarked certain funds for this purpose. The previous SFCs of
Haryana had also made similar recommendations for strengthening of data
base. But not much headway seemed to have been made in this regard. This is

another area of serious concern to the Commission.

2.39 With a view to soliciting suggestions on the TOR and related issues,
the Commission circulated a comprehensive questionnaire to all stake-holders.
It is disheartening to note that the Commission did not receive any supportive

response from Ministers, MPs, MLAs, and elected representatives of PRIs and
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ULBs and also from government functionaries. This is a matter of serious

concern attracting pointed attention of the Commission.
Suggestions

2.40 The 3™ SFC of Haryana had made various suggestions in regard to
creation of data base and other allied issues. This Commission had gone
through these recommendations and found merit in them and as such
commends the same for implementation, which are repeated as under:-

e The State Finance Commission should be constituted on time and in
one-go with a full time Member Secretary and its composition should
not be disturbed till submission of report. This may help the
Commission in timely submission of its report.

e The Commission strongly feels the necessity of a permanent central
agency in the State Finance Department or the Planning Department,
fully equipped with qualified and technical manpower to work as
repository of data on local bodies and also to review and monitor the
progress of implementation of recommendations of SFCs and CFCs.

e In order to overcome the problem of statistical data on PRIs and ULBSs,
there is an urgent need of creation of statistical cells each in the
departments of Panchayats and Urban Local Bodies, fully equipped
with trained and dedicated manpower and modern electronic devices.

e The state government, through its agencies like HIPA and HIRD,
should arrange such programmes as to create awareness among
public representatives and government functionaries towards 73" and
74™ constitutional legislations and the statutory institutions like the
Finance Commission and the local bodies.

2.41 Though the Commission has dealt with these issues elsewhere at
appropriate places in its report, yet a brief mention has been made here also.
We are of the firm belief that with the creation of a central agency in Finance or
Planning Department and statistical cells in Panchayats and Urban Local
Bodies Departments, the successive SFCs would not face data problems and
their work would get greatly facilitated as properly processed data would be
available to them on time at the time of their constitution. A permanent
secretariat for SFC is an integral part of the recommendations on the subject.
This would also be a worthwhile investment. These suggestions are of a basic
nature, effective and beneficial to the State in the long run.
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CHAPTER -3

STATUS OF IMPLEMENTATION OF RECOMMENDATIONS OF
CENTRAL FINANCE COMMISSIONS (CFCs)

Historical Background

3.1 In a federation, there tends to be a constitutional imbalance in the
allocation of financial resources and responsibilities between the Centre and the
States. The Centre is beset with more elastic and buoyant sources of revenues,
whereas the States have been assigned a variety of expanding functions. It is,
thus, inevitable to transfer substantial resources from the Centre to the States
and further allocation of the resources so transferred among the States with
wide differentials in fiscal capability and needs. In this scenario, the Constitution
of India, in Part XlI provides for certain types of financial relations between the
Centre and the States. Article 280 (1) of the Constitution enjoins on the
President to constitute a Finance Commission at the expiration of every fifth
year to recommend distribution of national revenues between the Centre and

the States on the one hand and further among the States on the other.

3.2 Although principles of centre state fiscal relations and their delivery
mechanisms were in place since adoption of the Constitution, but till the setting
up of the Tenth Finance Commission, no separate provisions existed for
financial transfers to local bodies. Examination of finances of local bodies was
not covered in the TOR of the 10" CFC. Introduction of the 73 and 74"
Constitutional Amendments played a crucial role in the evolution and
development of local bodies as the third level of governance. Insertion of new
sub-clauses (bb) and (c) in clause (3) of Article 280 of the Constitution,
subsequent to 73™ and 74™ CAAs 1992, requires the Central Finance
Commission to suggest the measures needed to augment the Consolidated
Fund of a State to supplement the resources of the rural and urban local bodes
in the State on the basis of the recommendations made by the Finance
Commission of the State. This amendment in Article 280 of the Constitution
significantly improved the status and authority of local bodies and also widened
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the scope of the CFC as now it is called upon to look into the finances of local

bodies and to recommend grants for rural and urban local bodies.

I. Tenth Finance Commission (1995 - 2000)
Tenth CFC and the States

3.3 The Tenth Finance Commission, set up in June 1992, under the
Chairmanship of Sh. K.C. Pant, was called upon, for the first time, to assess the
finances of the Centre and the States on normative basis taking into account
the tax potential and minimum desirable levels of public services. The objective
was to bring a proper nexus in the capacity of the Centre and needs of the
States. In making its recommendations, the Commission was to have regard,
among other considerations, to not only balancing the receipts and
expenditures on revenue account of the Centre and States but also generating
surpluses for capital investment and reducing fiscal deficits. As such, its
approach was guided by the paramount need to restore fiscal equilibrium in the

economy.

3.4 Sharing of central taxes with the States has a long history. Two most
important shareable central taxes had been Income Tax and Union Excise
Duties. In case of Income Tax, the share of States varied from 55% to 77.5%
from the First to the Tenth Finance Commissions and in case of Union Excise
Duties it varied from 40% to 47.5%. An important development that took place
was the enactment of the Constitution (Eightieth Amendment) Act, 2000 which
provides for sharing the net proceeds of all central taxes and duties with the
States.

3.5 The 10" CFC suggested share of States in Income Tax at 77.5% and
in Union Excise Duties at 47.5%. Its other recommendations related to revenue
deficit grants, up-gradation grants, calamity relief and distinctly, for the first time,
grants for local bodies. At the same time, the 10" CFC also suggested an
innovative alternative scheme for tax devolution whereby the share of States in
aggregate central taxes was pegged at 29% through a constitutional

amendment.
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3.6 The 10" CFC recommended total transfers of Rs. 2,26,643.30 crore
for all the States covering the period 1995 — 2000, including tax devolution at
Rs. 2,06,343.00 crore and grants at Rs. 20,300.30 crore. The share of Haryana
was Rs. 2,793.11 crore constituting 1.232% of the total devolution. It included
Rs. 2,554.96 crore as tax devolution (1.238%) and Rs. 238.15 crore as grants
(1.173%). Haryana was not given any share in revenue deficit and up-gradation
grants. The position is shown in Table 3.1.

Table 3.1: Tenth CFC transfers to States (1995 - 2000) and Haryana share

Particulars Total transfers (Rs. in crore)
All States Haryana
Tax Devolution 2,06,343.00 2,554.96
(1.238%)
Grants-in-aid 20,300.30 238.15
(1.173%)
. Deficit Grants 7,582.68 -
. Up-gradation Grants 1,362.50 -
. Special Problems 1,246.00 40.00
) Local Body Grants 5,380.93 99.22
(1.844%)
Total Devolution 2,26,643.30 2,793.11
(1.232%)
Source: - Report of 10" CFC
Tenth CFC (1995 - 2000) and Local Bodies
3.7 As stated above, examination of finances of local bodies was not

covered in the TOR upto the 10" CFC. Though the TOR of 10" CFC did not
cover 73 and 74™ constitutional amendments, yet keeping in view the spirit of
these amendments and likely changes in the status of local bodies, it
recommended adhoc grants of Rs. 5,380.93 crore for rural and urban local
bodies of the States for the period 1995 — 2000, consisting of Rs. 4,380.93
crore for PRIs and Rs. 1,000.00 crore for ULBs. It worked out to 1.38 percent of
the divisible pool as estimated by the 10™ CFC. Grants for PRIs were assessed
at the rate of Rs. 100/- per capita (1971 census) and inter-se distribution was to
be made on the basis of population ratios of the States. Provisions for ULB
grants was made on adhoc basis to be distributed among the States on the

basis of their inter-state ratio of urban slum populations. As per the guidelines of
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MOF/GOI, these grants were to be utilised on capital works and not on salaries
and wages.

3.8 The share of Haryana in total LBGs recommended by the 10" CFC
was Rs. 99.22 crore of which Rs 82.64 crore was for PRIs and Rs. 16.58 crore
for ULBs. It constituted 1.844% of the total LBGs for the States. Entire grant of
Rs. 82.64 crore recommended for PRIs was received from the MOF/GOI and
was transferred to the PRIs and distributed among PRIs as per the laid down
criteria. However, in case of ULBs, against the allocation of Rs. 16.58 crore,
grant of Rs. 12.44 crore was received and transferred to ULBs. The balance
grant of Rs. 4.14 crore was not received from GOI as elections of ULBs were
not held in time. The position is given in Table 3.2.

Table 3.2: Status of 10" CFC grants for Local Bodies (Rs. in crore)

Year Allocation by 10™ | Received from GOI | Released to LBs
CFC

PRIs ULBs PRIs ULBs PRIs ULBs
1996-97 20.66 4.15 20.66 4.15 10.33 4.15
1997-98 20.66 4.15 20.66 4.15 15.49 1.04
1998-99 20.66 4.14 20.66 4.14 - 7.25
1999-2000 20.66 4.14 20.66 - 56.82 -
Total 82.64 16.58 82.64 12.44 82.64 12.44

Source:- State Finance Department
Note:- (i) The 10" CFC did not recommend any grant for the vyear
1995 - 96 for any State.
(i) The grants of Rs. 4.14 crore for ULBs for the year 1999 - 2000 could not be
released by GOI as elections of ULBs were not held on time.

II. Eleventh Finance Commission (2000 — 05)
EFC Devolution and the States

3.9 The Eleventh Finance Commission (EFC) was constituted by the
GOl on 3™ July, 1998 under the Chairmanship of Prof. A.M. Khusro. The TOR
of EFC covered, inter-alia, sharing of central taxes with the States, grants-in-aid
to the States, local bodies grants and suggesting measures needed to augment
resources of the States and the local bodies. The Commission was required to
have regard to various considerations like normative assessment of finances of

the Centre and the States and their committed liabilities including maintenance
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of capital assets, up-gradation of standards of services etc. The EFC was also
required to design a scheme for restructuring of finances of both the Centre and
the States so as to restore fiscal balances.

3.10 The EFC fixed share of States in central taxes at 29.5%. Indicative
ceiling was fixed at 37.5% on all total transfers from the Centre to the States.
While designing the scheme of fiscal transfers, the approach of EFC was
guided by the objectives of correcting horizontal fiscal imbalances by equalising
revenue capacities of the States so that they can provide basic public services
at minimum acceptable levels. Hence, in its tax sharing mechanism, the EFC
adopted various parameters and accorded certain weights, such as Population
15%, Area 7.5%, Income Criteria (distance method) 62.5%, Tax Effort 7.5% and
Fiscal Discipline 7.5%.

3.11 The total devolution recommended by the EFC for the States was
Rs. 4,34,905.40 crore for the period 2000 — 2005 including tax devolution at Rs.
3,76,318.01 crore and grants at Rs. 58,587.39 crore including deficit grant of
35,359.07 crore, up-gradation and special grants of Rs. 4,972.63 crore, calamity
relief of Rs. 8,255.69 crore and LBGs of Rs. 10,000 crore.

3.12 Share of Haryana in total EFC transfers was Rs. 4,205.77 crore for
2000-05 including Rs.3,552.44 crore as tax devolution and Rs. 653.33 crore as
grants. It constituted 0.967% of the total transfers. Haryana, being assessed as
a revenue surplus State, did not get any share in deficit grants of Rs. 35,359.07
crore. The summary position of EFC devolution is given in Table 3.3.

Table 3.3: EFC Devolution and Haryana Share

Particulars Total Devolution 2000-05 (Rs in crore)
All States Haryana

Tax Devolution 3,76,318.01 3,552.44 (0.944%)
Grant-in-aid 58,587.39 653.33 (1.115%)
oDeficit grants 35,359.07 -
eUp-gradation & Special Grants 4,972.63 132.65 (2.668%)
eCalamity Relief 8,255.69 336.95 (2.081%)
elLocal Bodies 10,000.00 183.73 (1.837%)
Total Devolution 4,34,905.40 4,205.77 (0.967%)

Source: -Report of 11" CFC
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3.13

States under which each State was required to draw up its State Specific

The MOF/GOI formulated a scheme of Fiscal Reforms Facility for the

Medium Term Fiscal Reforms Programme (MTFRP). The fiscal milestones fixed
for each State were to be achieved by the year 2004 — 05. An Incentive Fund
was set up to be drawn upon by the States in proportion to their fiscal
performance. The GOH was released an incentive grant of Rs. 55.17 crore out
of its share of Rs. 98.02 crore as it succeeded in achieving the fiscal targets

within the time frame.
EFC and Local Bodies Grants (2000 — 05)

3.14
augment the Consolidated Fund of the States for supplementing resources of

The TOR of EFC required it to recommend measures needed to

the Panchayats and Municipalities on the basis of the recommendations of the
SFCs. Where SFCs reports were not available, EFC could make its own

assessment about the manner and the extent of augmentation.

3.15
urban local bodies of the States for the period 2000 - 05, including Rs. 8,000

The EFC recommended grants of Rs. 10,000 crore for rural and

crore for PRIs and Rs. 2000 crore for ULBs. This aggregate grant of Rs. 10,000
crore constituted 0.78% of the shareable pool as estimated by the EFC.

3.16
Rs. 147.09 crore for PRIs and Rs. 36.64 crore for ULBs. Table 3.4 depicts the

picture:-

Share of Haryana State in total LBGs was Rs. 183.73 crore including

Table 3.4: Position of LBGs as recommended by EFC for Haryana (Rs. in lakh)

Year Allocation by EFC Released by GOI Amount released to
LBs
PRIs ULBs PRIs ULBs PRIs ULBs
2000 - 01 2,941.75 732.80 1,470.88 366.40 735.44 366.40
2001 - 02 2,941.75 732.80 4,412.63 1,029.20 2,941.75 1,099.20
2002 - 03 2,941.75 732.80 2,941.75 732.80 3,677.19 732.80
2003 - 04 2,941.75 732.80 2,941.75 732.80 4,412.62 732.80
2004 - 05 2,941.75 732.80 2,941.75 732.80 2,941.75 732.80
Total 14,708.75 3,664.00 14,708.75 3,664.00 14,708.75 3,664.00

Source:- State Finance Department

Note:

LBGs of Rs. 14,708.75 lakh for PRIs and of Rs. 3,664.00 lakh for ULBs allocated
for 2000 - 05 were fully received from GOI and transferred to the LBs.
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3.17 EFC listed out core civic services like, primary education, health,
drinking water, street lighting and sanitation etc for utilisation of LBGs. These
funds were otherwise untied with the proviso that they should not be used for

payment of salaries and wages.

3.18 Specific state-wise amounts were earmarked for maintenance of
accounts (Rs. 98.60 crore) and creation of data base of LBs (Rs. 200 crore).
These amounts were first charge on the LBGs. Out of these, share of Haryana
was Rs. 734.71 lakh, which included Rs. 491.95 lakh for creation of data base
and Rs. 242.76 lakh for maintenance of accounts of PRIs. These amounts were

received from GOI and transferred to the concerned quarters.

3.19 The EFC also suggested a number of measures for augmenting
internal resources of local bodies which included levy of land taxes,
surcharges/cess on state taxes, levy of profession tax etc. Suggestions were
also made for local resource mobilisation including reform of property tax,
substitution of octroi by tax and fixation of user charges in such a way as to

cover full operation and maintenance cost.

3.20 EFC inducted some variables in the distribution criteria of LBGs with
certain weightages like, Population 40%, Geographical Area 10%, Index of
Decentralisation 20%, Income Criteria (distance method) 20% and Revenue
Efforts 10%.

lll. Twelfth Finance Commission (2005 - 10)
TFC and the States

3.21 The Twelfth Finance Commission (TFC) was constituted by the
central government on 1% November, 2002 under the Chairmanship of Dr. C.
Rangarajan on similar TOR. Besides, it was asked to suggest restructuring of
public finances for restoring budgetary balance, achieving macro-economic
stability and debt reduction alongwith equitable growth.

3.22 TFC attempted to suggest a scheme of resource transfers that could
achieve equity and efficiency culminating in predictable and stable fiscal
transfers. TFC believed that in the scheme of transfers, tax devolution plays a

dual role of correcting vertical as well as horizontal fiscal imbalances, whereas,
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grants-in-aid tend to achieving a degree of equalization. Thus, TFC was guided

by three main considerations, viz. needs, cost disabilities and fiscal efficiency.

3.23
Indicative ceiling of total transfers from the Centre to the States was pegged at
38%.

TFC fixed share of States in divisible pool of central taxes at 30.5%.

3.24
variable parameters and accorded appropriate weights to each as, Population
25%, Area 10%, Income Criteria (distance method) 50%, Tax Effort 7.5% and
Fiscal Discipline 7.5%.

TFC, thus, inducted into the revenue sharing mechanism important

3.25
States worked to Rs. 7,55,751.62 crore covering the period 2005 — 10 including,
tax devolution at Rs. 6,13,112.02 crore and grants at Rs. 1,42,639.60 crore

Based on above criteria, total transfers recommended by TFC for the

consisting of deficit grant of Rs. 56,855.87 crore, up-gradation and special
grants of Rs. 44,783.73 crore, calamity relief of Rs. 16,000 crore and local
bodies grants of Rs. 25,000 crore.

3.26
Rs. 8,042.44 crore constituting 1.064% of the total transfers. It included tax
devolution at Rs. 6,596.46 crore (1.075%) and grants at Rs. 1,445.98 crore
(1.014%). Haryana was not given any share in deficit grants, being considered

Share of Haryana in total transfers for the period 2005 - 10 was

as a revenue surplus state. Total picture of TFC devolution has been given in
Table 3.5.

Table 3.5: TFC Devolution and Haryana Share (2005 - 10)

Particulars Total Transfers 2005 -10 (Rs. In crore)
Total All States Haryana Share
Tax Devolution 6,13,112.02 6,596.46 (1.075%)
Grants-in-aid 1,42,639.60 1,445.98 (1.014%)
e Deficit Grants 56,855.87 -
e Up-gradation and Special Grants 44,783.73 451.52 (1.008%)
e Calamity Relief 16,000.00 515.46 (3.222%)
e Local Bodies 25,000.00 479.00 (1.916%)
Total Transfers 7,55,751.62 8,042.44 (1.064%)

Source: -Report of 12" CFC
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3.27 While reviewing the Fiscal Reforms Facility of 11" CFC, TFC found
that in some states, the scheme could not succeed much in restoring the fiscal
balances upto the stipulated time frame. Therefore, as a measure of fiscal
stability, TFC advised the states to enact Fiscal Responsibility legislations
specifying annual fiscal milestones to be achieved in a phased manner. In
compliance thereof, GOH enacted “Haryana Fiscal Responsibility and Budget
Management (FRBM) Act, 2005 which stipulated that (i) Revenue Deficit to be
reduced to zero by 2008 — 09, (ii) Fiscal Deficit to be brought down to 3% of
GSDP by 2009, (iii) Debt Liability to be contained to 28% of GSDP by 2010.

3.28 While going through the financial management of Haryana, TFC
observed that GOH had fully complied with fiscal reforms facility of 11" CFC
and FRBM of 12" CFC by timely achieving the annual fiscal targets set for the
State.

TFC and Local Bodies Grants (2005 - 10)

3.29 The TOR of TFC had a single reference of recommending measures
needed to augment the Consolidated Fund of a State to supplement the
resources of the Panchayats and Municipalites on the basis of
recommendations made by the State Finance Commission of a State. TFC
noted that both the data furnished by the States and the SFC reports did not
provide a sound basis for estimation of required augmentation of the
Consolidated Funds of the States. It, therefore, recommended grants for local
bodies on an adhoc basis.

3.30 TFC recommended aggregate grants of Rs. 25,000 crore for a five
year period 2005 — 10 for local bodies of all the states consisting of Rs. 20,000
crore for PRIs and Rs. 5000 crore for ULBs. It represented 1.24 percent of the
divisible pool as estimated by the TFC. The distribution of Local Body Grants
between Panchayats and Municipalities was made in 80:20 ratio, not strictly
based on rural-urban population ratio, being 73:27 as per 2001 census. This
substantial increase in LBGs from Rs. 10,000 crore of EFC to Rs. 25,000 crore
of TFC provided impetus to the process of decentralisation besides improving

the standards of civic services.
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3.31 Haryana’s share in total LBGs was Rs. 479 crore forming 1.916% of
the total LBGs of Rs. 25,000 crore. The PRIs share of Rs. 388 crore worked to
1.940% and ULBs share of Rs. 91 crore worked to 1.820%. The latest position
is depicted in Table 3.6. It shows that the total LBGs of Rs. 479 crore allocated
for the period 2005 -10 were received from the MOF/GOI and passed on to the
PRIs and ULBs accordingly.

Table 3.6: Position of LBGs for Haryana 2005 - 10 (Rs. in crore)

Particulars 2005-06 2006-07 | 2007-08 | 2008-09 | 2009-10 Total
A-Allocations by 95.80 95.80 95.80 95.80 95.80 | 479.00
TFC

PRIs 77.60 77.60 77.60 77.60 77.60 | 388.00
ULBs 18.20 18.20 18.20 18.20 18.20 91.00
B-Grants recd. 95.80 95.80 95.80 86.70 104.90 | 479.00
from GOI

PRIs 77.60 77.60 77.60 77.60 77.60 | 388.00
ULBs 18.20 18.20 18.20 ***9.10 27.30 91.00
C-Grants Passed 95.80 95.80 95.80 86.70 104.90 | 479.00
on to LBs

PRIs 77.60 77.60 77.60 77.60 77.60 | 388.00
LBs 18.20 18.20 18.20 9.10 27.30 91.00

Source: - State Finance Department

Note: - 2" instalment of Rs. 9.10 crore for ULBs for the year 2008-09 was received in
2009 -10 due to Model Code of Conduct for elections.

3.32

Population 40%, Geographical Area 10%, Income Criteria (distance method)

TFC allocated LBGs to States on the basis of certain parameters viz.

20%, Index of Deprivation 10% and Revenue Effort 20% (with respect to own
revenue 10% and with respect to GSDP 10%).

3.33

conditions stipulated by EFC as these handicapped the channelization of LBGs.

The TFC did not impose additional conditions over and above the

TFC recommended that the grants for PRIs be utlised to improve service
delivery in respect of water supply and sanitation schemes with the proviso to
recover at least 50% of the recurring cost on O & M in terms of user charges. In
case of ULBs, it was stipulated that at least 50% of the grants provided to each
State, should be earmarked for solid waste management through public private
partnership.
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3.34 TFC did not earmark any grant for creation of database and
maintenance of accounts and audit, but suggested that high priority be given to
creation of data base and maintenance of accounts through the use of modern
technology and management systems.

3.35 TFC also suggested wide ranging resource raising measures for
PRIs like, making levying of taxes/fees and user charges obligatory, proper
identification and utilisation of Common Property Resources, making revenue

transfers to PRIs statutory in nature etc.

IV. 13™ Central Finance Commission (2010 - 15)
13"™ CFC and the States

3.36 The 13" Central Finance Commission (CFC) was constituted by the
President on 13" November, 2007 under the Chairmanship of Dr. Vijay L.
Kelkar to make recommendations for the period 2010 — 15. As usual, 13" CFC
was also required to suggest a scheme of sharing of national revenues with the
States, grants-in-aid to the States and measures needed for supplementing the
resources of the local bodies. The Commission was also to review the financial
position of the Centre and the States keeping in view the operation of State’s
debt consolidation and relief facility 2005 — 10 of the 12" CFC and suggest
measures for maintaining a stable and sustainable fiscal environment consistent

with equitable growth.

3.37 The Commission, inter-alia, was to have regard to the resources of
the central government and the demands thereon, the objective of balancing
revenue accounts for generating surplus for capital investment, taxation efforts
to improve tax-GDP ratio, proper upkeep of capital assets, ensuring commercial
viability of capital investment, the impact of the proposed Goods and Services
Tax (GST), the need to improve the quality of public expenditure etc. As an
additional TOR, the Commission was also required to review the roadmap for
fiscal adjustment and suggest measures so as to sustain the gains of fiscal

consolidation.

3.38 The overall approach of the Commission has been to foster inclusive

and green growth promoting fiscal consolidation. Fiscal consolidation promotes
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growth as it tends to improve quality and effectiveness of the public expenditure
and resource mobilisation. However, the tax devolution scheme of 13" CFC
was guided by the objective of neutralising the vertical and horizontal fiscal
imbalances. Four sets of considerations i.e. fiscal need, fiscal capacity, cost
disabilities and fiscal efficiency, were given major thrust in tax sharing scheme.

3.39 The 13" CFC recommended share of States in central taxes at
32.0% every year for its award period 2010 — 15. The indicative ceiling on
overall transfers to the States has been set at 39.5% of the gross revenue
receipts of the Centre.

3.40 The 13" CFC recommended total transfers of Rs. 17,06,676 crore to
the States for the five year period 2010 — 15, including tax devolution at
Rs. 14,48,095 crore and grants at Rs. 2,58,581 crore. Grant component
comprises of deficit grant Rs. 51,800 crore, performance incentive grant Rs
1,500 crore, local bodies grant Rs. 87,519 crore, calamity relief Rs. 26,373
crore, elementary education Rs. 24,068 crore, outcome improving related Rs.
9,446 crore, environment related grant Rs. 10,000 crore, roads and bridges Rs.
19,930 crore, special problems/state specific need grant Rs. 27,945 crore.

3.41 Certain variable parameters inducted into the distribution criteria for
tax devolution and the weights assigned to each indicator are:- Population
(1971 Census) 25%, Area 10.0%, Fiscal Capacity Distance 47.5% and Fiscal
Discipline 17.5%.

3.42 On this basis, share of Haryana in the total transfers for the five year
period 2010 — 15 worked to Rs. 19,470.30 crore constituting 1.140% of the total
transfers. It includes Rs. 15,199.50 crore as tax devolution (1.048%) and grants
at Rs. 4,270.80 crore (1.651%). Grant component includes local bodies
Rs. 1,521.30 crore (1.738%), calamity relief Rs. 824.40 crore, elementary
education Rs. 229 crore, outcome improving related Rs. 208.30 crore,
environment related Rs. 220.80 crore, roads and bridges Rs. 267 crore and
special problems or state specific need Rs. 1,000 crore. Haryana has not been
allocated any share in deficit grant of Rs. 51,800 crore and performance

incentive grant of Rs. 1,500 crore. The entire position is given in Table 3.7.
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Table 3.7: 13" CFC Total Transfers (2010 -15) and Haryana Share

Particulars

Total Transfers 2010 -15
(Rs. in crore)

Total All States

Haryana State

A-Tax Devolution 14,48,095.00 15,199.50

(1.048%)
B-Grants-in-aid 2,58,581.00 4,270.80

(1.651%)
(i) Deficit Grant 51,800.00 -
(i) Performance Incentives 1,500.00 -
(iif) Local Bodies 87,519.00 1,521.30
(iv) Elementary Education 24,068.00 229.00
(v) Relief Grant 26,373.00 824.40
(vi) Improving Outcomes 9,446.00 208.30
e Justice Delivery 5,000.00 124.20
¢ Incentive for UIDs 2,989.00 32.10
e Statistical Systems 616.00 21.00
e District Innovation Fund 616.00 21.00
o Employees and/ pension data base 225.00 10.00
(vii)Environment Related Grant 10,000.00 220.80
e Forests 5,000.00 8.80
e Water Sector Management 5,000.00 212.00
(vii)Roads and Bridges 19,930.00 267.00
(ix) Special Problems/ State Specific 27,945.00 1000.00

Needs

Total Devolution (A+B) 17,06,676.00 19,470.30

(1.140%)

Source:-Report of 13" CFC
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3.43 Break-up of special problem grants or state specific needs grant of

Rs. 1,000 crore for Haryana is as in Table 3.8.

Table 3.8: Details of Special Problem Grants for Haryana

Sr. | Particulars Amount (Rs. in crore)

No.

(i) | Mewat Water Region 300.00
e Drinking water supply 100.00
e Industrial Trg. Institutes 100.00
e Health Infrastructure 100.00

(i) | Police Training 100.00

(i) | Shivalik and Southern of the State 300.00
including setting of RO Plant

(iv) | Fire Services 100.00

(v) | Health Infrastructure 200.00
Total 1,000.00

Source: -Report of 13" CFC

3.44 The 13" CFC has recommended fiscal consolidation through the
elimination of revenue deficit as the long-term target for both the Centre and
States. It suggested that States should modify and reform their Medium Term
Fiscal Plan and Fiscal Responsibility and Management legislation to achieve
the fiscal targets so re-fixed. As per the guidelines of MOF/GOI, the GOH has
amended its FRBM Act, 2005. Now the GOH has to attain zero revenue deficit
target from 2011 — 12 and maintain the same till 2014 — 15, fiscal deficit to be
brought down to 3% of GSDP from 2011 — 12 and maintain the same till
2014 - 15. The total debt liability to be retained at 22.4% of GSDP in 2010 — 11,
at 22.6% in 2011 — 12, 22.7% in 2012 — 13, 22.8% in 2013 — 14 and 22.9% in
2014 — 15.

13" Central Finance Commission and Local Bodies Grants

3.45 As per its TOR, the 13" CFC is required to make recommendations
on “the measures needed to augment the Consolidated Fund of a state to
supplement the resources of the Panchayats and Municipalities in the State on
the basis of recommendations made by the Finance Commission of the State”
(TOR of 13" CFC).
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3.46 The 13" CFC recognised the need to bolster the finances of local
bodies through a buoyant and predictable source of revenue and also to make
them more accountable in the discharge of their functions. The Commission
favoured promoting decentralisation through larger devolution to local bodies as
it would encourage state governments to accelerate their decentralisation

efforts.

3.47 Thus, keeping in view its mandate and the constitutional design of
supplementing resources of local bodies, the 13" CFC, for the first time,
recommended share of local bodies, both rural and urban, at an average 2.28%
of the relevant divisible pool. This was done to enable the local bodies to share
the buoyancy of central taxes.

3.48 Based on this criteria, the 13" CFC recommended grants of Rs.
87,519 crore to all the States covering the period 2010 — 15 for supplementing
resources of PRIs and ULBs, forming, at an average, 2.28 % of the total
divisible pool. These include Rs. 56,335 crore as General Basic Grant, Rs.
29,826 crore as General Performance Grant and Rs. 1,357 crore as Special
Area Grant.

3.49 The general basic grant is equal to 1.50% of the previous year
divisible pool and all States have access to this grant. The general performance
grant, effective from 2011 — 12, is 0.50% for 2011 — 12 and 1% thereafter. Only
those States meeting the stipulations have access to the performance grant.
Some portion of the basic grant has been carved out as Special Area Grant
exclusively allocated for special areas on the basis of population ratios. An
amount of Rs. 20/- per capita per year has been allocated as “special area
basic grant” accessible by all States. A special area performance grant of Rs.
10/- per capita for 2011 — 12 and Rs. 20/- per capita for subsequent years has

been allocated for those States meeting the stipulations.

3.50 The General Basic Grant and the General Performance Grant of Rs.
86,161 crore has been segmented into PRIs and ULBs on the basis of their
population ratios as per 2001 census, with 73.18% as PRIs share and 26.82%
as ULBs share. On this basis, PRIs share works at Rs. 63,053 crore and ULBs
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share at Rs. 23,108 crore. However, the special area grant of Rs. 1,357 crore

has been allocated without any distinction between rural and urban.

3.51 The distribution criteria adopted by the 13™ CFC for determining the
share of States in general basic grant and general performance grant for local
bodies is given in Table 3.9.

Table 3.9: 13" CFC Distribution criteria for local bodies grants 2010 - 15

Parameters Weight (%)
PRIs ULBs

o Population (1971 census) 50 50
o Area 10 10
o Income Criteria (Distance Method) 10 20
o Index of Devolution 15 15
o SC/ST Population ratio 10 -
o Utilisation Index (LBGS) 5 5
Total 100 100

Source:- Report of 13" CFC

3.52 Based on above criteria, the state-wise composite percentage shares
of PRIs and ULBs in total LBGs have been worked out by the 13" CFC. In case
of Haryana, the composite percentage share of PRIs is 1.26 and of ULBs 0.50.
The composite percentage share of both PRIs and ULBs is at 1.77. The State
wise position has been depicted in Table 3.10.
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Table 3.10: State-wise composite Percentage Share

State PRI (%) PRI ULB (%) ULB State Share
(Composite (Composite | (Composite

Percentage) Percentage) | Percentage)

Andhra Pradesh 8.29 6.07 8.30 2.23 8.29
Arunachal Pradesh 0.43 0.32 0.14 0.04 0.35
Assam 2.50 1.83 1.10 0.29 2.13
Bihar 7.86 5.75 3.15 0.84 6.59
Chhattisgarh 2.65 1.94 1.81 0.48 242
Goa 0.14 0.10 0.35 0.10 0.20
Gujarat 3.70 2.71 5.63 1.51 4.22
Haryana 1.72 1.26 1.88 0.50 1.77
Himachal Pradesh 0.88 0.65 0.36 0.10 0.74
Jammu & Kashmir 1.46 1.07 0.88 0.24 1.30
Jharkhand 241 1.76 1.84 0.49 2.25
Karnataka 7.14 5.23 8.62 2.31 7.54
Kerala 3.09 2.26 3.14 0.84 3.11
Madhya Pradesh 6.52 4.77 6.47 1.73 6.51
Maharashtra 8.72 6.38 13.75 3.69 10.07
Manipur 0.35 0.25 0.35 0.09 0.35
Meghalaya 0.50 0.36 0.35 0.09 0.46
Mizoram 0.32 0.23 0.41 0.11 0.34
Nagaland 0.48 0.35 0.33 0.09 0.44
Orissa 4.11 3.01 2.15 0.58 3.58
Punjab 1.78 1.31 2.72 0.73 2.04
Rajasthan 6.25 4.57 5.17 1.39 5.96
Sikkim 0.29 0.21 0.01 0.00 0.22
Tamil Nadu 4.89 3.58 10.26 2.75 6.33
Tripura 0.47 0.34 0.24 0.06 0.41
Uttar Pradesh 15.52 11.36 12.78 3.43 14.79
Uttrakhand 0.94 0.69 0.82 0.22 0.91
West Bengal 6.57 4.81 6.99 1.87 6.68
Total 100.00 73.18 100.00 26.82 100.00

Source:- 13" CFC Report
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3.53

Accordingly, Haryana'’s share in total LBGs of Rs. 87,519 crore works

to Rs. 1,521.30 crore (1.738%)), for five year period 2010 -15 as shown in Table

3.11.
Table 3.11: Haryana Share in 13" CFC total LBGs 2010-15 (Rs in crore)
Particulars Total LBGs Haryana Share Total
(All States) | 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2010-15
2010-15
(i) General 56,335.00 141.60 164.30 192.00 227.50 269.30 994.70
Basic
Grants
(a) PRIs 101.17 117.38 137.17 162.54 192.40 710.66
(b) ULBs 40.43 46.92 54.83 64.96 76.90 284.04
(if) General 29,826.00 - 56.20 131.70 155.40 183.30 526.60
Performance
Grants
(a) PRIs - 40.15 94.09 111.02 130.96 376.22
(b) ULBs - 16.05 37.61 44.38 52.34 150.38
(iii)Special 1,357.30 - - - - - -
Area Grant
(iv)Grand Total | 87,518.30 141.60 220.50 323.70 382.90 452.60 | 1521.30
(i+ii+iii) (1.50%) | (2.00%) | (2.50%) | (2.50%) | (2.50%) | (2.28%)
(a) PRIs 101.17 157.53 231.26 273.56 323.36 | 1086.88
(b) ULBs 40.43 62.97 92.44 109.34 129.24 434.42
Source:-  Report of 13" CFC

Note: - Figures in brackets indicate percentages to the total divisible pool as worked out by 13"

CFC.
3.54 The latest status of releases of Haryana share of LBGs is given in
Table 3.12.
Table 3.12: Position of Haryana LBGs for 2010 - 15 (Rs. in crore)
Year As allocated by 13™ Received from Passed on to LBs
CFC MOF/GOI
PRIs ULBs PRIs ULBs PRIs ULBs
2010-11 101.17 40.43 101.16 40.52 101.16 40.52
2011-12 157.53 62.97 185.60 54.39 185.60 54.39
2012-13 231.26 92.44 242.77 91.58 242.77 91.58
2013-14 273.56 109.34
2014-15 323.36 129.24
G-Total 1,086.88 434.42

Source: - State Finance Department

3.55

13" CFC has suggested incentive frame works for the States for

drawal of their shares in LBGs. States are eligible to draw their shares of
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general basic grant in two instalments, by 1% July and 1° January of each year,
subject to submission of utilisation certificate for the previous instalment. No
other documentation would be required.

Broad Guidelines

3.56 However, States would need to meet the following conditions to draw

their share in general performance grants:-

0] Submission of a supplementary to budget documents for PRIs and ULBs
separately furnishing requisite details. (ii) The C & AG must be given TG & S
over the audit of all the local bodies and his Annual Technical Inspection Report
as well as Annual Report of Director Local Fund Audit must be placed before
the State Legislature. (iii) Appointment of an independent local body
Ombudsman to look into complaints of corruption and mal-administration. (iv)
Putting in place a system of electronic transfers of LBGs to the accounts of local
bodies within five days of the receipt from the MOF/GOI. (v) Prescribing
qualifications of Members of SFCs through proper legislation. (vi) All local
bodies should levy property tax. (vii) Constitution of a state level Property Tax
Board to suggest transparent procedure for assessment of property tax. (viii)
Putting in place standards for delivery of essential services, particularly in
respect of water supply, sewerage, storm water drainage and solid waste
management. (ix) All Municipal Corporations must put in place a fire hazard

response and mitigation plan for their respective jurisdictions.

3.57 In view of substantial increase in the volume of transfers to local
bodies it was recommended that all States strengthen their local fund audit
departments through both capacity building as well as augmentation of

personnel.

3.58 The 13" CFC treated LBGs as untied to expenditure conditions. The
reason being that the local bodies are called upon to meet the challenges of
environmental degradation, population pressure, exhaustion of resources and
revenue constraints. It has also been recommended that a portion of the local
bodies grants be earmarked by States for re-vamping their fire services.
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3.59 13" CFC made various suggestions for internal resource mobilisation
by local bodies through own efforts, such as, full exploitation of their taxation
powers provided in the acts, levy of property tax and profession tax and full
exploitation of potential, recovery of maintenance cost for services like water
supply, sewerage and solid waste management through appropriate user
charges etc.

3.60 All government properties of both Centre as well as States should be
subject to levy of user charges through suitable legislations. Necessary
executive instructions should be issued that all the departments should pay
appropriate service charges to the local bodies.

3.61 The Commission has also recommended that the state government
should share a portion of their income from royalties with the local bodies on the
basis of origin.

Conclusions and Recommendations

3.62 Tax devolution constitutes the major plank of total transfers made by
the Central Finance Commission. In case of 13" CFC, tax devolution is 85%
whereas grant component is 15%. This is in conformity with the demand of the
States that the bulk of CFC transfers should be by way of tax devolution and
role of grants-in-aid should only be supplementary.

3.63 Every CFC tended to induct factors like index of backwardness,
relative poverty and low per capita income into the criteria of tax sharing. Similar
criteria was followed by the CFC for allocating grants-in-aid among the States.
The same considerations are given weightage to by the Planning Commission
for allocation of block central assistance to the States. Similar yardsticks are
adopted by various central agencies for other discretionary transfers also. Thus,
all the criteria being applied for central transfers tend to favour the so-called
backward States and discourage the efforts of fiscal efficiency and prudence put
in by well managed States. As a result, the share of better performing States
like Haryana in central transfers has been declining gradually. Share of
Haryana State in total central devolution has reduced to 1.14% in 13" CFC
devolution from 1.19% in 4™ CFC devolution. Haryana share in central taxes

is much less compared to its population ratio of 2.05% and area ratio of 1.35%.
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In central transfers, relative shares of major States have increased over the
CFCs. This is due to re-adjustment of weightage to factors of area, population,
income etc. We, therefore, suggest that the state government may look into
the mechanism of central transfers and may take up the matter with 14"
Central Finance Commission for redressal. The shares of major States in total

transfers of earlier CFCs is given in Table 3.13.

Table 3.13: State-wise share in total transfers by CFCs

o)
Stat%urce"_l%?%lzaép&m&“ g" 1§Qaresl(1/?“) 12" 13"
CFC | CFC CFC CFC | CFC SFC
Haryana 5.09 1.19 1.11| 1.232 | 0.967 1.06 1.14
(Jt. Pb.)
Andhra 4.16 8.05 7.34 7.98 7.13 6.66 6.69
Pradesh
Bihar 11.78 6.91| 10.70 | 10.88 | 13.04 | 13.14 10.13
Karnataka 1.42 7.48 4.38 4.64 4.53 4.16 4.36
MP 5.84 5.60 7.50 7.10 8.05 8.55 6.83
Rajasthan 5.35 4.52 4.25 5.03 5.42 5.17 5.72
U.P. 16.30 | 1296 | 1547 | 15.95| 18.05| 19.27 18.29
Punjab 5.09 2.22 1.64 1.58 1.25 1.70 1.50
(Jt. Pb.)
3.64 Successive Central Finance Commissions adopted a revenue gap

filling approach calculated either on normative basis or on trend basis while
allocating deficit grants to States. Revenue deficit grants are recommended by
the CFCs only to those States which are assessed by them as revenue deficit
States. As a result, States assessed to be revenue surplus by CFCs are
deprived of deficit grants. Haryana continues to be assessed as revenue
surplus on non-plan revenue account by all the successive CFCs and hence
remained deprived of its shares in deficit grants. The position may be seen in
Table 3.14.

Table 3.14: Position of Deficit Grants to States (Rs. in crore)

Name of CFCs Total Deficit Grants for States Haryana
10™ CFC (1995 - 2000) 7,582.68 -
11™ CFC (2000 - 2005) 35,359.07 -
12™ CFC (2005 - 2010) 56,855.87 -
13™ CFC (2010 - 2015) 51,800.00 -
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3.65 This Commission, while taking a serious note of this situation,
attempted to carry out variance analysis of the forecast estimates of Haryana
finances made by the State Finance Department as well as the CFCs and
compared the results with the actual position depicted in the finance accounts
for the relevant years. The variance analysis indicates that the financial
forecasts made by the CFCs on normative basis were too far from the forecast
estimates made by the state government as well as the actuals shown in the
accounts for the corresponding periods. However, forecast estimates made by
the State were based, more or less, on realistic assumptions and, thereby, more
closer to the actuals for the corresponding periods. Right from the 7" CFC to
the 13" CFC, Haryana continued to be assessed as revenue surplus state
depriving it of deficit grant. Nevertheless, this Commission agrees that
normative approach has distinct advantages as the revenues are assessed on
the basis of fiscal capacities and potentials and expenditures are assessed on
the basis of needs consistent with minimum acceptable levels of services and
relevant cost norms and not driven by the historical trends. That is why
successive CFCs have been adopting normative approach for assessing
financial position of the States. But a distorting feature has been that the
normative approach has neither been conceptualised nor adopted by States for
assessing their financial position. Since normative approach tends to promote
equity, efficiency, economy and better tax efforts besides ensuring minimum desirable
level of public services, the State should attempt to adopt normative approach while
forecasting its financial position. In addition, efforts should also be made to adhere to

the assumptions of normative approach while implementing fiscal policies. The

position of variance analysis is shown in Table 3.15.
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Table 3.15: Variance Analysis of Non-Plan Revenue Surplus/Deficit of Haryana
(Rs. in crore)

Total Total Non- | Non-Plan Revenue
Revenue Plan Surplus (+)/
Receipts Revenue Deficit (-)
Exp.
0 1 2 3
a. Seventh Finance Commission (1979-84)
State Forecast 1,648.49 1,419.98 +228.51
Commission’s Estimates 1,364.41 999.35 + 370.06
Actuals 2,141.21 1,891.61 + 249.60
b. Eighth Finance Commission (1984-89)
State Forecast 3,297.95 3,249.05 + 48.45
Commission’s Estimates 3,716.20 2,750.25 + 965.95
Actuals 4,434.79 4,260.76 + 174.03
c. Ninth Finance Commission (1990-95)
State Forecast No assessment made by the
State

Commission’s Estimates 6,883.04 5,509.04 +1,374.00
Actuals 13,668.11 14,073.98 (-) 405.87
d. Tenth Finance Commission (1995-2000)
State Forecast 15,099.02 21,377.55 (-) 6,278.49
Commission’s Estimates 15,287.45 11,821.27 + 3,466.18
Actuals 22,553.63 29,674.72 (-) 4,321.09
e. Eleventh Finance Commission (2000-05)
State Forecast 40,789.99 50,882.05 (-) 10,093.06
Commission’s Estimates 39,950.32 28,851.24 +11,099.08
Actuals 43,824.00 40,888.79 +2,935.21
f. Twelfth Finance Commission (2005-10)
State Forecast (Pre-Devo) 53,547.41 62,176.33 (-) 8,628.92
Commission’s Estimates 72,809.43 | 47,429.58 25,379.85
Actuals 91,527.44 74,556.71 16,970.73
g. Thirteenth Finance Commission 2010-15
State Forecast (Pre-Devo) 1,36,291.33 | 1,55,278.56 - 18,987.23
State Forecast (Post-Devo) 1,64,233.33 | 1,55,278.56 8,954.77
Commission’s estimates (Pre-Devo) 1,94,016.33 19,564.35 - 94,451.98
Commission’s estimates (Post-Devo) 2,13,486.63 99,564.35 -1,13,922.28

Source: Reports of various Finance Commissions.
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3.66 The quantum of aggregate grants for local bodies for all the States
recorded substantial increase from Rs. 5,380.92 crore of 10" CFC to Rs.
10,000 crore of 11™ CFC, to Rs. 25,000 crore of 12" CFC and to Rs. 87,519
crore of 13™ CFC. But, as a proportion to the total divisible pool, LBGs recorded
a fluctuating trend. As per 10" CFC, the aggregate local body grant constituted
1.38% of the total divisible pool. It declined to 0.78% in 11™ CFC and further
rose to 1.24% in 12" CFC. However, as per 13" CFC award, the local bodies
grant, as proportion to total divisible pool, increased on an average to 2.28%.
The 13™ CFC envisioned larger requirement of funds by local bodies due to
substantial decentralisation of funds and functions to local bodies, faster
urbanisation and industrialisation that would take place during its report period
2010 — 15. We too are also conscious of the expanding fiscal needs and
static fiscal capacities of local bodies. We, therefore, observe that in the
changed scenario, the quantum of LBGs for the States should be
increased substantially from the existing level of 2.28% of the total
divisible pool, so that the local bodies could be enabled to deliver

minimum desirable levels of public services.

3.67 The share of Haryana in 13" CFC total LBGs, both rural and urban,
works to 1.738%. Haryana share has been fluctuating from 1.844% in 10" CFC
to 1.837% in 11" CFC to 1.916% in 12" CFC and then to 1.738% in 13" CFC.
This variation in relative share is attributable to alteration in the weights allotted
to certain parameters and induction of new parameters. Six major States of
Uttar Pradesh, Andhra Pradesh, Karnataka, Madhya Pradesh, West Bengal and
Bihar corner about 50 percent share in total LBGs, whereas the remaining 22
States are left with the other 50 percent share. We recognise the rationale
and objective of the approach and criteria of the 13" CFC applied for
distribution of LBGs among the States which is based on principles of
equalisation, justice and efficiency. Though basic considerations like
fiscal needs, fiscal capacity, cost disabilities etc. need to be kept in view
for interse allocation of LBGs among States, better performing States like
Haryana should be suitably and properly rewarded for their prudent
efforts by way of incentives and other measures. There is, thus, a need to
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be as liberal in approach for achievers as towards those needing

equalisation in view of several decades of preferential treatment.

3.68 The 13" CFC retained population and area as criteria with weights of
50% and 10% as these are natural and objective indicators of the actual
financial and physical needs of the local bodies. 13" CFC valued population as
the best indicator of local bodies needs and as such weightage to the factor of
population has been increased to 50% as against 40% by the 11" CFC and the
12"™ CFC. This is a welcome step. Income distance (per capita) method with
10% weight in case of Panchayats and 20% in case of ULBs works inversely
i.e. higher the per-capita income, lower the share and vice-versa. As per the
income distance method, Panchayats in Haryana scored 1.12 compared to
Uttar Pradesh 21.02, Bihar 13.94, West Bengal 7.26, Maharashtra 7.06,
Madhya Pradesh 5.76. In case of Municipalities, Haryana score is 1.34
compared to UP 16.25, Maharashtra 13.02, Tamil Nadu 11.25, West Bengal
8.37. Haryana’s lower score in income distance criteria is at low ebb as it ranks
very high in per capita income. SC/ST proportion in population criteria has been
adopted, as a proxy for deprivation, with 10% weightage only for Panchayats.
Score of Panchayats in Haryana under this criteria has been 1.53 compared to
UP 14.73, West Bengal 9.37, MP 8.75, Bihar 6.15, AP 7.08. This is objective
criteria based on relative shares in SC/ST population. 13" CFC used index of
utilisation of CFC local body grants as criteria with 5% weightage as a measure
of signal to States for timely releases to the local bodies. The score of Haryana
Panchayats and Municipalities under this criteria has been at the top i.e. 4.49
and 4.68 respectively. It indicates that LBGs recommended by all previous
CFCs have been drawn down in full from MOF/GOI and released on time to
PRIs and ULBs and utilised for the intended purposes as per the requisite
guidelines. Index of devolution with 15% weightage adopted by 13" CFC refers
to the transfer of funds to local bodies from state’s own resources as per the
accounts figures booked under all concerned non-plan heads. The score of
Haryana Panchayats and Municipalities under this criteria is far below at 0.57
compared to Andhra Pradesh 14.64, Karnataka 20.93, Maharashtral6.26 and
UP 14.03. The main reason for lowest scale under devolution index may be
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booking of CFCs and SFCs grants and other general and compensatory grants
for local bodies under relevant plan heads and also non-release of grants to
local bodies till finalisation of CFC report. We have noted that GOH has
transferred bulk of grants to local bodies on plan account which has not been
taken into account by the 13" CFC. We feel that this criterion of 13" CFC
needs to be reviewed. The 13" CFC could have avoided making
distinctions between plan and non plan for the purpose of fund transfers
to local bodies. At the same time we also advise the state government to
carefully go through the recommendations of CFC and the guidelines of
MOF/GOI and implement the same in letter and spirit particularly in regard
to budgetary mechanism of releases of grants and utilisation thereof.

3.69 It is worth mentioning that 11™ CFC had used Index of
Decentralisation as one of the criteria with 20% weightage. It referred to
assignment of more functions and powers to local bodies through legislation.
The score of Haryana PRIs and ULBs under this criteria had been as low as
1.760 and 2.189. The 12" CFC used Index of Deprivation as a factor with 20%
weightage which took into account intra-state disparities in public service of
drinking water supply, sanitation, provisions for latrines and drainage. PRIs and
ULBs in Haryana scored 1.415 and 1.442 against more than 8 in many other
States. The 12" CFC also used Revenue Efforts as criterion with 20%
weightage. The score of Haryana PRIs and ULBs in revenue efforts had been
low at 2.978 and 2.012 as against more than 10 in many States. This analysis
indicates that performance of Haryana PRIs and ULBs in revenue efforts,
functional and financial decentralisation and provisions for drinking water
and sanitation etc. has not been upto the mark. These are the areas of
concern to which the state government must pay due attention for
bringing the required improvements, otherwise the state government
would continue to suffer in allocation of LBGs. We further advise the state
government to also implement non finance recommendations of the CFC
and ensure judicious and optimum use of fund transfers to the local

bodies.
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3.70 As regards utilisation of LBGs, the 10" CFC stipulated that no portion
of LBGs be spent on salaries and wages. 11" CFC listed some core services,
like primary education, health, drinking water, street lighting and sanitation for
operations and maintenance. The 12" CFC recommended that grant for PRIs
be utilised to improve service delivery in respect of water supply and sanitation.
It stipulated that at least 50% of the grant for ULBs be earmarked for solid
waste management through public private partnership. The 13" CFC treated
LBGs as untied to expenditure conditions. However, it stipulated that a portion
of the grants for ULBs be earmarked for revamping of fire services. We noticed
that the LBGs recommended by previous CFCs were fully drawn by
Haryana Govt which were transferred to local bodies and utilised for
intended purposes. We further expect that the untied grants
recommended by 13" CFC for local bodies should be utilised for
improving service delivery mechanisms in respect of basic civic services
being provided by the PRIs and ULBSs.

3.71 The 13™ CFC has recommended that local body grants would be
released by MOF/GOI in two tranches, in July and January every fiscal year.
Release of any instalment would be subject to a utilisation certificate for the
previous instalment drawn in the formats designed by the MOF/GOI. Further,
funds are to be transferred to the PRIs and ULBs within stipulated period of five
days from the receipt from the MOF/GOI where banking facilities are available
and within 10 days where banking facilities are inaccessible. Any delay would
cause payment of interest on bank rate. 13" CFC has also laid down various
conditionalities for the States to be eligible to draw drown their respective
shares in LBGs (specified in para 3.56 of this Chapter). Certification of
compliance of conditionalities by the State government would be sufficient. No
additional documentations would be required. These issues were discussed by
the Commission with the Departments of Finance, Panchayats and Urban Local
Bodies. Finance Department has reported that necessary steps have been
taken to adhere to the time schedule for release of grants to local bodies as
recommended by 13™ CFC and instructions issued to the Departments of
Panchayats and Urban Local Bodies to strictly comply with the
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recommendations of 13" CFC and follow the guidelines of the MOF/GOI in
these regards. Both the Departments have reported that LBGs are being
transferred on time as per the schedule to the accounts of each unit of PRIs and
ULBs electronically. It has been further reported that the Departments of
Panchayats and Urban Local Bodies are regularly furnishing utilisation
certificates in the prescribed formats to the Finance Department which are
being submitted to the MOF/GOI on time accompanied by all the requisite
certifications. Consequently, State share in LBGs allocated for the years
2010 — 11, 2011 — 12 and 2012 — 13 has been fully drawn from the MOF/GOlI,
released to the PRIs and ULBs as per their respective shares during the given
time frame and utilised for improving the service delivery levels of public

services.

3.72 As regards compliance of other eligibility conditionalities, the
Commission has been informed that all possible steps have been taken to put in
place the stipulated requisitions. A supplementary to budget documents for local
bodies is submitted to the state legislature from the year 2010 — 11 furnishing
requisite details. The C & AG has been entrusted the TG & S over audit of the
local bodies w.e.f 06.06.2012. A Lokayukta has since been appointed in the
State who also hears complaints of malpractices against elected
representatives and functionaries of local bodies. The Commission has been
informed that Ombudsmen have been appointed at district levels under
MGNREGS as per one of the stipulations under the scheme. Grants are being
transferred to PRIs and ULBs electronically within the stipulated time period of
five days from the receipt from the MOF/GOI. As required under Article 243 |
and section 213 of PRIs Act 1994, the GOH through proper legislation (vide
notification dated 05.05.1994) has prescribed proper qualifications for the
Chairperson and Member of the SFC. GOH has empowered all local bodies to
levy Property Tax or House Tax and procedures for assessment have also been
prescribed. A Property Tax Board has been constituted in the State vide
notification No. 1/6/2011-RI, dated 07.09.2012 to assist municipal bodies to put
in place an independent and transparent procedure for assessing Property Tax.
Water Supply, Sewerage and Storm Water Drainage are being handled by the

64



State Public Health Engineering Department which has been instructed to fix
standards of delivery of these services. Instructions have also been issued to all
Municipal Corporations vide notification dated 27.02.2013 to put in place a fire
hazard response and mitigation plan. It indicates that all the conditionalities
stipulated by 13™ CFC for being eligible for LBGs stand complied with.

3.73 This Commission re-iterates the recommendations of the 13"
CFC in regard to channelization of LBGs from the Centre to the State and
further transfers to PRIs and ULBs, submission of utilisation certificates
and eligibility conditions and commends the same for implementation.
However, Departments of Finance, Panchayats and Urban Local Bodies
should ensure online transfers of LBGs within the stipulated period of five
days from the receipt from MOF/GOI with provisions for penal interest on
per day basis in case of delay. Further, the Departments of Panchayats
and Urban Local Bodies should seek utilisation certificates from the PRIs
and ULBs in the prescribed formats and furnish the same to the State
Finance Department for onward submission to the MOF/GOI with all the
requisite certifications. Though the eligibility conditions have been
complied with, we observe that the GOH should ensure that these should
continue to be complied with till the award period of 13" CFC.

3.74 Creation of data base and maintenance of accounts of local bodies
have been areas of concern for the CFCs and SFCs. 11" CFC had earmarked
certain amounts for creation of data base and maintenance of accounts of local
bodies. 12" CFC accorded high priority to creation of data base and
maintenance of accounts through the use of modern technology and
management systems. Though 12" CFC did not earmark specific funds for this
purpose, it suggested that States assess the requirements of local bodies on
this account and earmark funds out of their share in LBGs. 13" CFC also
reiterated similar observations on this issue. Similar recommendations were
made by the 2" and 3" SFCs of the State. As a result of our discussions with
the Departments of Panchayats and Urban Local Bodies, we have noticed that

no serious efforts seem to have been made by these departments for creation
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of data base and maintenance of accounts either at local body level as well as

directorate level.

3.75 We regret to note that two recommendations made by a number of
SFCs and CFCs as enumerated above have failed to move the state
government into realizing the gravity and seriousness which compelled the
Commissions to make the suggestions. A modern data base that is periodically
updated is a sine qua non for any modern organization. It is a must for these
two departments which are dealing with large sums of money and large number
of development works spread over the State. Similarly, maintenance of
accounts in a modern format at several levels from the directorate downwards
upto the local bodies level has been felt necessary in order to ensure quality of
accounts base and transparency. It appears that no serious efforts have been
made either due to lack of trained staff or facilities for capacity building. This is
a matter of serious concern which should form a major agenda of the
state government. We are in agreement with the observations of 3" SFC
that these are essential areas in which local bodies need to develop their
capacities. We, accordingly, commend for implementation the
suggestions of the 12" CFC and also of the 3¢ SFC for earmarking
specific funds out of LBGs for creation of an elaborate cell exclusively for
maintaining of data base and a cell to supervise the systematic
implementation of a modern system of account keeping in local bodies.

3.76 As per recommendation of 11" CFC, the TG & S of maintenance of
accounts and audit of local bodies was to be entrusted to the C & AG. The 12"
CFC had observed that five major States including Haryana had not
implemented this. As such the 12" CFC emphasized the need to implement this
recommendation of 11" CFC. 13" CFC had observed that only 18 states
including Haryana have entrusted audit of all tiers of PRIs and ULBs to the
Technical Guidance and Supervision (TG & S) to the C & AG. 13" CFC further
observed that still majority of local bodies are not maintaining upto date and
audited accounts. Further, the Annual Technical Inspections Report of the C &

AG as well as the Annual Report of the Director of Local Fund Audit should be

66



placed before the State legislature. We have separately discussed this issue in

length in Chapter 13 of our report.

3.77 A number of far reaching recommendations have been made by
previous CFCs for generation of internal resources of local bodies. 10" CFC did
not make specific recommendations on this issue. 11" CFC recommended
some measures to augment resources of Panchayats and Municipalities like
imposition of taxes on land/ farm income, surcharges/cesses on state taxes,
levy of profession tax, improving tax collection efficiency, assignment of a
suitable tax with buoyant revenues in lieu of octroi, levy of user charges and
their periodic revisions. 12" CFC suggested various measures of
supplementing resources of local bodies like, enhancing taxing powers,
identification of common property resources vested in Panchayats, levy of user
charges, etc. 13" CFC has, while re-emphasizing the resource raising
measures of 12" CFC, recommended sharing of royalties on origin basis, levy
of other user charges with proper legislation, taxing government properties, levy
of profession pax etc. In addition, the previous SFCs also, while endorsing
resource raising measures of CFCs, recommended other areas for mopping up
resources by the local bodies. As per our discussions with the concerned
departments, effective steps are yet to be taken in this regard. However, some
initiatives were taken for reforms in some local taxes and rates. It has been
reported that a surcharge at the rate of 5% has been levied on VAT i.e. on tax
payable by the dealer, w.e.f 02.04.2010, the proceeds of which are assigned to
the PRIs and ULBs. Property tax was streamlined and linked to capital cost.
Rates of property tax were revised and procedures rationalised. Property Tax
was abolished w.e.f 01.04.2008 without putting in place any viable
compensatory source of revenue to the local bodies. 3 SFC had also
expressed serious concern over this type of treatment impinging on revenue
base of the local bodies and observed that depriving of local bodies of their
major sources of revenues would be a step retrogatory to tax efforts and fiscal
management of local bodies leading to substantial reduction in share of local
bodies grants recommended by the subsequent CFC. The state government
has subsequently re-imposed property tax. We would like the state government
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to resolve all the modalities of implementation in a time bound manner to enable
urban local bodies to collect property tax. The local bodies have to be
encouraged to be as financially autonomous as possible.

3.78 The TOR of 13™ CFC required it to recommend grants for local
bodies on the basis of the recommendations made by the Finance Commission
of a State. As such, 13" CFC grants for local bodies are to be distributed
among each unit of PRIs and ULBs as per the criteria suggested by this
Commission. Panchayat Department has reported that 13" CFC grants for PRIs
are released to the GPs, PSs, and ZPs in the ratio of 75:15:10. Grants for ULBs
are distributed among municipal bodies as per the criteria decided by the Local
Bodies Department. 3 SFC had observed that GPs have direct responsibility
for maintaining the civic services in rural areas. PSs and ZPs have either no
role to play or have just supervisory role to play. On this basis, 3 SFC
recommended that the entire grant for PRIs should be released only to the GPs
and distributed among GPs on the basis of the criteria suggested by the SFC
for interse distribution of tax devolution. We do not support this contention of 3"
SFC that PSs and ZPs have no role to play in providing civic services. PSs and
ZPs are also constitutional bodies like GPs and they have been assigned
important functions of economic planning and social justice and as such these
bodies have legitimate rights in the allocation of CFC and SFC grants for PRISs.
We, therefore, recommend that CFC and SFC grants for PRIs should be
released to all tiers of PRIs i.e. GPs, PSs, and ZPs in the ratio of 75:15:10, and
distributed among them on the basis of the criteria suggested by this
Commission for interse distribution of tax devolution. Grants for ULBs should
also be distributed among municipal bodies on the basis of the criteria
suggested by this Commission for tax sharing.

3.79 The 13™ CFC has observed that under the 10" CFC award, 33.54%
of PRIs grants and 16.61% ULBs grants were not drawn. From 11" CFC award
17.48% PRIs grants and 12.40% ULBs grants were not drawn. Under 12" CFC
award 7.42% PRIs grants and 10.57% ULBs grants remained undrawn. It
shows that amount not drawn remained significant. Such situation was not

found desirable. It is creditable to note that performance of Haryana State in this
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regard remained upto the mark. Cent per cent allocations made by all these

CFCs for Haryana LBGs were fully drawn.

3.80 We have noted that the reference periods of 13" CFC and 4™ SFC
do not coincide. The period of 13" CFC is 2010 — 11 to 2014 — 15 and that of
the 4™ SFC 2011 — 12 to 2015 — 16. On this basis, the year 2010 — 11, the first
year of 13" CFC was the concluding year of the 3@ SFC and the year 2015 - 16
which is the concluding year of 4" SFC would fall under the domain of TOR of
14™ CFC. Due to this non-synchrocity in the reference periods, we
recommend that our award on implementation of recommendations of 13"
CFC in regard to local bodies would be applicable only for four years from
2011 — 12 to 2014 — 15 and the recommendation for the year 2015 — 16
would be covered by the TOR of the 14" CFC and similarly
recommendations for grants for local bodies of the States would be made
by the 14™ CFC for the year 2015 — 16.
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CHAPTER -4

STATUS OF IMPLEMENTATION OF RECOMMENDATIONS OF
STATE FINANCE COMMISSIONS (SFCs)

4.1 Consequent to 73 and 74" Constitutional Amendments Acts 1992,
Articles 243 | and 243 Y, envisage constitution of a State Finance Commission
at the expiration of every fifth year to review the financial position of the PRIs
and ULBs. Section 213 of the Haryana Panchayati Raj Act 1994 and Rule 3 of
the Haryana Finance Commission Rules, 1994 are the related sections
requiring constitution of State Finance Commission (SFC) in accordance with
the constitutional provisions. These enactments have other important provisions
also, as:-
e The Legislature of a State may, by law, provide for the composition of the
Commission, the qualifications which shall be requisite for appointment
as Members thereof and the manner in which they shall be selected.

e The Commission shall determine their procedure and shall have such
powers in the performance of their functions as the Legislature of the
State may, by law, confer on them.

e The Governor shall cause every recommendation made by the
Commission together with an explanatory memorandum as to the action

taken thereon to be laid before the Legislature of the State.

4.2 SFCs have to play a vital role in the scheme of fiscal decentralisation
while arbitrating on the claims to resources by local bodies and the state
governments for ensuring greater stability and credibility to the transfer
mechanism. Local bodies, both rural and urban, are now reckoned as important
units of local governance. Under the new fiscal arrangement, substantial
transfer of resources from the State to the local bodies with wide differentials in
fiscal capacities and needs constitutes the main task of the SFC. Thus, the
Finance Commission works as the sole arbiter ensuring a just and equitable
distribution of state revenues between the State and the local bodies and

among the local bodies.
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Terms of Reference (TOR) of SFCs

4.3 Though the TOR of the SFC have been elaborated in Chapter 1 of
this report, yet we deem it proper to make a brief mention here also. The SFC is
mandated to determine the principles governing the distribution of net proceeds
of state taxes, duties, tolls and fees between the State and the local bodies,
both rural and urban, among all tiers of local bodies; determination of taxes and
duties to be assigned to or appropriated by these bodies; recommend principles
governing grants-in-aid to them; and also to recommend measures needed to
strengthen their financial base. In making its recommendations, the SFC is to
have regard to the resources of the state government and the demands thereon
i.e. expenditure on civil administration, maintenance of capital assets and other
committed liabilities of the State and the requirements of the local bodies, their
potential for raising resources and reducing expenditures. There has been no
change in the TOR of the subsequent SFCs of Haryana.

Constitution of SFCs

4.4 The first State Finance Commission of Haryana was constituted on
31.05.1994 under the chairmanship of Dr. Kamla Verma covering the four year
period 1997 — 2001 commencing from 1° April, 1997. It submitted its report in
March 1997 taking a period of about three years. The report of the Commission
together with the explanatory memorandum on the Action Taken Report (ATR)
was placed before the state legislature on first September, 2000, after three and
half years of submission of report.

4.5 The 2" SFC of Haryana was constituted on 6" September, 2000
under the Chairmanship of Sh. Suraj Bhan Kajal, covering the period of five
years from 2001 — 2006. The report was submitted on 30" September, 2004,
taking a time of more than four years. The Action Taken Report (ATR) was
placed before the state legislature initially on 13" December, 2005, then on 16"
September, 2006 and lastly on 6™ March, 2007, after 15 months of submission

of its report and that too in piece-meal.

4.6 The 3™ SFC was constituted under the chairmanship of Sh. A.N.
Mathur, IAS (Retd.) in four stages on 22™ December, 2005, 16" January, 2006,
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4™ December 2006 and 28" May 2007. Its reference period was five years from
2006 — 07 to 2010 — 11. It submitted its final report on 31%' December, 2008
taking a period of a little more than three years. The ATR was placed before the
state legislature on 1% September, 2010 after about one year and nine months
of submission of its final report.

4.7 Now the 4™ SFC has been constituted under the chairmanship of Sh.
L.S.M. Salins, IAS (Retd.) on 16™ April, 2010 with a reference period of five
years from 2011 — 12 to 2015 — 16. The other Members including the Member
Secretary were appointed on 3 April, 2013, after about three years. Interim
Report was submitted on 26.04.2013. It submitted its final report to the state
government in June, 2014 taking a time of more than four years.

Financial Devolution Revenue Sharing Mechanism

4.8 There are three approaches commonly used by SFCs for sharing of
state revenues with local bodies i.e. determination of a fixed amount in
monetary terms; sharing of specific taxes and duties; and global sharing of state
revenues i.e. fixation of some percentage in state revenues to be the share of
local bodies. The current trend among CFCs and most of the SFCs is the option

of global sharing as this mechanism has certain distinct advantages.

4.9 The 1% SFC and 2™ SFC of Haryana adopted the approach of
specific tax sharing and fixed some percentages as share of PRIs and ULBs in
individual tax and non tax sources. The position has been elaborated in Tables
4.1 and 4.2:-
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Table 4.1: Revenue Sharing Mechanism of 1% SFC (1997- 2001)

Panchayati Raj Institutions (PRISs)

Urban Local Bodies (ULBs)

Particulars Share of PRIs | Status Particulars Share of ULBs | Status
A- Tax Sharing A- Tax Sharing
¢ Royalty on Minor 20% Not Accepted | e Vehicle Tax 20% Accepted
Minerals
e Conversion 10% -do- e Entertainment 50% 25%
Charges (CLU) Duty
e Stamp Duty 7.5% 3.0% e Show Tax 100% Accepted
o Cattle Fair 100% to PSs Accepted o Tax on | Increase  from | Accepted
Electricity one paisa to 5
paisa per unit
«HRDF Fee increase | Accepted to | e Royalty on 20% Not Accepted
from 1% to 2% | be used as | Minerals
before
B. Grant-in-aid B. Grant-in-aid
¢ Maintenance Rs.10 lakh per | Accepted e Gen. Grants for | e Rs. 50/- per | « Not
Grant block Not MCs capita Accepted
Implemented | ¢« Gen. Grants for | ¢ Rs. 50/- per | e Not
MC Faridabad capita Accepted
e Repair Grant One time grant | Not e Loan Waiver Rs. 35.16 Accepted
of Rs. 25 lakh | Accepted crore
for ZPs and PSs
buildings
e Specific Purpose | Various slabs Accepted e Strengthening  of | Rs. 0.18 crore | Not
Grant Not LB Directorate Accepted
Implemented
e Development Rs. 50 Not
Grant per capita Accepted
e Incentive Grant | Cash Awards Accepted
Not
Implemented

Source: -

2" SFC Report
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Table 4.2: Revenue sharing Mechanism of 2" SFC (2001 - 2006)

Panchayati Raj Institutions (PRIS) Urban Local Bodies (ULBs)
Particulars | Share of PRIs | Status Particulars | Share of ULBs | Status
Tax Sharing Tax Sharing

¢ Royalty on | 20% of net | Accepted ¢ Vehicle Tax 20% Accepted
Minor receipts partially partially
Minerals
e Stamp Duty 3% Not Accepted | e Entertainment 50% -do-
Duty
e Conversion 10% to GPs | Not Accepted | ¢ Royalty on Minor | 20% -do-
Charges Minerals
(CLU)
¢ Cattle Fairs 100% to PSs | Accepted o Tax on | 5 paisa per | Accepted
Electricity unit
o LADT 65% Accepted e LADT 35% Accepted
Grants-in-aid Grants-in-aid
e Maintenance | Rs.10 lakh | Accepted e Dev. Grants Rs. 50 Accepted
Grant per Block per capita partially
per annum
e Repair Grant | Rs. 25 lakh | Not Accepted | ¢ Loan Waiver Rs. 5.92 crore | Not
one time Accepted
e Development | Rs. 50 Accepted
Grant per capita partially
per annum
¢ Incentive Cash Awards | Not Accepted
Grant
Source: - 3" SFC Report
4.10 However, the 3 SFC did not support the source specific revenue

sharing mechanism of the 1% SFC and the 2" SFC on the understanding that
this approach prevented the LBs from taking benefits of the buoyancies of the
major state taxes. As such, the 3 SFC made a significant departure from the
earlier specific tax sharing system and adopted global sharing mechanism
under which all state taxes are pooled together and a certain proportion thereof

becomes the share of local bodies.

411 As per the 3" SFC, own tax revenue of the State, net of collection
charges and other divisible taxes, constituted the divisible pool. The share of
local bodies, both PRIs and ULBs, was fixed at 4% of the net divisible pool (net
own tax revenue). The local body share of 4% in divisible pool was further

divided between PRIs and ULBs in 65:35 ratio.

4.12 On the basis of above criteria of revenue sharing, the total financial

devolution recommended by the 1% SFC for PRIs and ULBs for the four year
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period 1997 — 2001 worked to Rs. 869.31 crore, consisting of Rs. 567.48 crore
for PRIs and Rs. 301.83 for ULBs. As against this, a total financial devolution of
Rs. 99.49 crore including Rs. 34.13 crore for PRIs and Rs. 65.36 crore for ULBs
was accepted by the state government of which total funds of Rs. 66.36 crore
(7.63%) were transferred to the local bodies, including Rs. one crore to PRIs
and Rs. 65.36 crore to ULBs. As the state government took three and half years
to place the ATR before the state legislature, no funds could be transferred
during first three years of 1% SFC report and as such it was only in the year
2000 — 01 that funds of Rs.66.36 crore could be transferred to the local bodies.
The position is depicted in Table 4.3.

Table 4.3: Summary of Devolution of 1* SFC to PRIs & ULBs (1997 - 2001) (Rs. in crore)

Components As per Recommendations | Devolution as
Recommendation of 1 | as accepted by the | implemented by state
SFC state govt. govt.
2000 -01 1997-2001 2000-01 2000-01

i) Tax Sharing 81.09 290.80 42.62 31.02

PRIs 41.25 144.00 12.60 1.00

ULBs 39.84 146.80 30.02 30.02

ii)Grants-in-aid 128.95 525.17 21.53 -

PRIs 103.34 423.48 21.53 -

ULBs 25.61 101.69 - -

iii)Others 53.34 53.34 35.34 35.34

Loan waiver for 53.16 53.16 35.16 35.16

ULBs

Local Govt. Deptt. 0.18 0.18 0.18 0.18

Total Devolution to 263.38 869.31 99.49 66.36

PRIs & ULBs (7.63%)

(i+ii+iii) * Shows %age of funds
devolved to total
devolution recommended
by Ist SFC.

PRIs 144.59 567.48 34.13 1.00

ULBs 118.79 301.65 65.18 65.18

Local Govt. Deptt. - 0.18 0.18 0.18

Source:- State Finance Deptt.

4.13 The 2" SFC, as per its source specific scheme, recommended a

total financial devolution of Rs.1,117.51 crore covering the period of five years
2001 - 06, consisting of Rs. 696.22 crore for PRIs and Rs. 421.29 crore for
ULBs. It included a devolution of Rs. 231.05 crore for the year 2005-06
comprising of Rs. 124.68 crore as tax devolution which constituted about 3% of
the net own tax revenue of the State. Against the total devolution of Rs.
1,117.51 crore, only funds worth Rs. 100 crore (8.95%) were actually
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transferred to the local bodies i.e. PRIs (Rs 50 crore) and ULBs (Rs. 50 crore).
The 2™ SFC took about four years to submit its report and the state government
further took more than one year on ATR. First four years of its report had
already gone and as such its recommendations for the year 2005 - 06 could be
implemented and those too only partially. The over-all position has been shown

in Table 4.4.
Table 4.4: Status of Financial Devolution of 2" SFC to local bodies (2001-06) (Rs. in crore)

Components As recommended by 2" | As accepted | As Implemented by
SFC by state govt. | state govt.
2001-06 2005-06 2005-06 2005-06
i)Tax Devolution 520.83 124.68 46.00 46.00
PRIs 223.35 53.31 15.00 15.00
ULBs 297.48 71.37 31.00 31.00
ii) Grants-in-aid 590.76 106.37 54.00 54.00
PRIs 472.87 85.12 35.00 35.00
ULBs 117.89 21.25 19.00 19.00
iii) Other Measures 5.92 - - -
PRIs - - - -
ULBs 5.92 - - -
iv) Total Devolutions 1117.51 231.05 100.00 100.00
(8.95%)
* Shows % age of
funds devolved to
total devolution
recommended by
2" SFC.
PRIs 696.22 138.43 50.00 50.00
ULBs 421.29 92.62 50.00 50.00
Source: - State Finance Department
4.14 The 3" SFC, as per its global sharing mechanism, recommended

share of local bodies at 4% of the net own tax revenue of the State. On this
basis, the total financial devolution to local bodies worked to Rs. 2,540.44 crore
for five year period 2006 — 07 to 2010 — 11, including Rs. 1,651.27 crore for
PRIs (65%) and Rs. 889.17 crore for ULBs (35%). The state government,
through its ATR, accepted the share of local bodies in the net own tax revenue
at 2% in 2006 — 07, 2007 — 08, 2010 — 11 and at 3% in 2008 — 09 and
2009 - 10. On this basis, against the total devolution of Rs. 2,540.44 crore,
funds worth Rs. 1,304.60 crore (51.35%) were transferred to local bodies during
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2006 — 07 to 2010 — 11, including Rs. 847.99 crore to PRIs and Rs. 456.61

crore to ULBs. The position has been shown in Table 4.5.

Table 4.5: Tax Devolution to Local Bodies as per 3 SFC (2006-11) (Rs. in crore)

Particulars 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11 | Total 2006-11
As Recommended | 371.20 | 440.00 | 502.00 | 573.00 | 654.25 | 2540.44

by SFC (4%) @4% |@4% |@4% |@4% | @ 4%

PRIs (65%) 241.28 | 286.00 | 326.30 |372.45 | 42525 | 1651.27
ULBs (35%) 129.92 | 154.00 |175.70 | 200.55 | 229.00 889.17

As Implemented | 185.60 201.40 302.60 330.13 284.87 1304.60

by GOH @ 2% @ 2% @ 3% @ 3% @ 2% (51.35%)

* Shows %age
of funds
devolved to
total
devolution
recommended
by 3" SFC.
PRIs 120.64 130.91 196.69 214.58 185.17 847.99

ULBs 64.96 70.49 105.91 115.55 99.70 456.61

Source: - State Finance Department

Distribution criteria and approach of SFCs

4.15 While recommending revenue sharing mechanism, the basic
objective of all the previous SFCs was to suggest a scheme of fiscal transfers
which could serve the purpose both of equity and efficiency and result in
predictable and stable transfers. However, the principle of equalisation had also
been the guiding factor for fiscal transfers. While suggesting certain devolution
both by way of sharing of taxes and grants-in-aid, the SFCs attempted to
ensure that local bodies have access to elastic sources of revenue. The 1% and
2" SFCs in their scheme of source-wise sharing of state revenues,
recommended that district-wise distribution of local bodies share be made on
the basis of decentralised planning formula which takes into account population,
area and other factors related to backwardness. PRIs share was to be
distributed among GPs, PSs and ZPs in the ratio of 75:15:10 within the districts,
and interse distribution among GPs and PSs was made on population ratios.
ULBs share was to be distributed among MCs on the basis of population, area
and other appropriate factors.
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4.16

The 3™ SFC had a little bit different outlook in recommending district-

wise shares of PRIs and ULBs in total financial devolution. It attempted to

compute district-wise composite indices of deprivation and backwardness which

could reflect rural-urban development gaps so as to ensure fair distribution of

LBs shares at district level, but could not succeed due to lack of requisite data.

Alternatively, the 3% SFC adopted a composite index comprising variables like

population, area, BPL population and literacy gap, as suitable criteria and

allotted certain weights as below:-

4.17

COMPOSITE INDEX

Parameters Weightage (%)
Population (Rural/Urban) 40.0
Area (Rural/Urban) 25.0
BPL Population (Rural/Urban) 25.0
Literacy Gap (Rural/Urban) 10.0
Total 100.0

On the basis of the above parameters and weights allotted to each of

these, the 3" SFC computed district-wise composite indices of PRIs and ULBs

for allocation of their respective shares, as given in Table 4.6.

Table 4.6: District-wise Composite Indices of PRIs and ULBs (3" SFC)

Sr. No. District Composite S.No | District Composite

Indices Indices

PRIs ULBs PRIs ULBs
1. Ambala 4.300 |5.304 11. Faridabad 4516 | 17.072
2. Panchkula 1.704 | 2.968 12. Gurgaon 3.121 | 5.616
3. Y. Nagar 4.425 | 6.016 13. Rewari 3.897 | 2.374
4. Kurukshetra 4.227 | 3.559 14. Mahendergarh 4521 | 1.931
5. Kaithal 5.407 | 4.563 15. Bhiwani 8.511 | 5.088
6. Karnal 6.015 | 5.677 16. Jind 6.564 | 3.495
7. Panipat 3.547 |5.718 17. Hisar 7.840 | 6.590
8. Sonipat 5.783 | 5.225 18 Fatehabad 5.160 | 2.691
9. Rohtak 3.609 | 5.367 19. Sirsa 6.637 | 5.877
10. Jhajjar 4.111 | 3.248 20. Mewat 6.104 | 1.620
Source: - 3" SFC Report
4.18 The 3" SFC further suggested that PRIs share be allocated between

GPs, PSs and ZPs in the ratio of 75:15:10. Interse share of GPs and PSs within




the districts were allocated on the basis of ratios of population and area with

80% weight to population and 20% weight to area.

4.19 All the previous SFCs of Haryana considered the issue of
assignment of some state levies to the local bodies but did not make any
recommendation in this regard as these bodies were not making desired
recoveries from their existing sources nor they were utilising fully their enabling
taxation powers. Besides, these bodies do not have necessary expertise and
capability to take on the responsibility of newly assigned levies.

4.20 The 1% SFC and 2™ SFC, in their schemes of resource transfers,
recommended certain development grants, special grants, maintenance grants
for local bodies for improving the level of public services. The 3 SFC had a
different view point and observed that the role of grants should be confined to
meeting only the specific needs of local bodies. It, therefore, did not recommend

any grants for meeting the salaries and other unpaid liabilities of local bodies.

4.21 However, the 3" SFC earmarked Rs. 45 crore for various purposes,
like capacity building Rs. 12.00 crore, creation of data base and maintenance of
accounts Rs. 10.00 crore, strengthening of Engineering Wings of Panchayat
and Urban Local Bodies Departments Rs. 8.00 crore, upgradation of fire
services Rs. 5.00 crore and meeting pension liabilities of employees of urban
local bodies Rs. 10.00 crore. This recommendation of 3 SFC has not been

accepted.
Measures for Additional Resource Mobilisation

4.22 The 1% SFC made elaborate suggestions for internal resource
generation by local bodies. In compliance thereof, the state government
imposed some new levies like, fire tax, driving license tax, profession tax and
vehicle registration tax w.e.f 16.05.2000. House Tax was delinked from rental
value and linked to annual capital value w.e.f 13.12.2001. Rates of house tax
(property tax) were also revised to 2.5% of capital value on residential buildings
and 5% on other buildings. Tax on consumption of electricity was increased
from one paisa to five paisa per unit. But the levy of profession tax was rolled
back in February, 2004.
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4.23 The 2" SFC suggested a series of measures for internal resource
augmentation by local bodies, strengthening of data base and maintenance of
accounts, capacity building, privatisation of services, taxation of government
properties, proper use of common property resources, constitution and
composition of SFCs etc. The state government did not accept these
recommendations. Instead of augmenting the resource base of local bodies by
way of levy of new taxes, updating rates of existing levies and effecting
recoveries of user chargers, the state government abolished house tax from
01.04.2008 on residential properties pre-empting local bodies of a major source

of revenue.

4.24 Based on the recommendations of a study group of experts, the 3™
SFC, suggested effective measures for strengthening the resource base of
PRIs and ULBs and other issues related to empowerment of local bodies. It
further recommended re-levy of house tax, imposition of profession tax and
better management of common property resources. It also stressed for levy of
fees like valorisation fees, impact fees, betterment fees etc. The state
government considered these issues but did not implement them. However,
house tax was re-levied w.e.f. 21.06.2012 with renewed design yielding tangible
recoveries.

Functional Decentralisation

4.25 Functional devolution is a key element of empowerment of local
bodies. All the previous SFCs considered this issue but could not make required
recommendations as functional transfer is a gradual process to be carried out in
a phased manner keeping in view the administrative, structural and technical
capacities of the local bodies, particularly the PRIs. Urban local bodies are
doing their usual duties. It is the PRIs which need empowerment through

democratic decentralisation.

4.26 Though a good beginning has been made by the state government in
the direction of democratic decentralisation, the pace of progress is very slow.
The state government delegated certain functions of supervisory and monitoring
nature of 16 departments to the PRIs on 23.05.1995. Thereafter, in 2001,
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certain functions and responsibilities were transferred to the PRIs alongwith
control over functionaries. As per the MOU signed with MOPR/GOI on
22.08.2005, all the department were directed to prepare activity mapping charts
of their departments. In compliance, 10 major departments prepared activity
mapping with transfer of functions, funds and functionaries which was circulated
on 17.02.2006. As recommended by the 3™ SFC, state government has
constituted a committee under the chairmanship of the Chief Secretary to
review and monitor the progress regarding transfer of functions to PRIs and
ULBs vide Notification N0.4/7/2008-1V-ERAMU/FD, dated 22" April,2010. This
committee is also to take policy decisions on all the issues related to the Central
as well as the State Finance Commissions and timely implementation of their

recommendations.

4.27 As suggested by the 2" SFC, its recommendations on fiscal
transfers, as accepted for the year 2005 — 06, were extended for the years
2006 — 07, 2007 — 08 and 2008 — 09. Like wise, as recommended by the 3™
SFC, its recommendations on financial devolution, as accepted for the year
2010 — 11, have been extended for the years 2011 — 12 and 2012 — 13.
Consequently, the estimated financial devolution to local bodies, both PRIs and
ULBSs, on account of extension of recommendations of 3" SFC, as accepted by
the state government, has been indicated by the Finance Department at
Rs. 355.75 crore for 2011 — 12 and Rs. 408.25 crore for 2012 — 13. The break-
up has been given in Table 4.7.

Table 4.7: Estimated Financial Devolution to Local Bodies (Rs. in crore)

Local Bodies

2011 - 12 (Ests.)

2012 - 13 (Ests.)

PRIs 231.24 265.36
ULBs 124.51 142.89
Total 355.75 408.25

Observations of CFCs on functioning and composition of SFCs

4.28 The 11" CFC was the first Commission to have expressed its serious

concern over the poor state of functioning of the SFCs and the low quality of
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their reports. It suggested that state governments take steps to enhance the

credibility of SFCs and status of their reports.

4.29 The 12" CFC made elaborate recommendations regarding
constitution and composition of SFCs and acceptability of their
recommendations. The 12" CFC observed that delays in the constitution of
SFCs, their constitution in phases, frequent reconstitution, qualifications of
persons chosen, delayed submission of reports and delayed tabling of ATRs in
the state legislatures defeated the very purpose of this institution. The 12" CFC
made following suggestions in this regard:-

e States should follow the central legislation and rules prescribing
qualifications for chairpersons and members and frame similar rules.

e Members should be experts drawn from specific disciplines as,
Economics, Public Finance, Public Administrations and Law. At least one
member with specialisation in the matters related to PRIs and another
well versed in municipal affairs be appointed.

e Chairperson and all Members including Member Secretary should be full
time.

e States should avoid delays in the constitution of SFCs, their constitution
in phases, frequent reconstitution, tabling of reports (ATRs). SFCs
should be constituted at least two years before submission of their
reports. ATRs be placed before state legislatures within six months after
receiving reports.

e SFCs reports should be readily available to the next CFC on time. As the
periodicity of CFC is predictable, the States should time the constitution
of their SFCs.

e The national convention of accepting the principal recommendations of
the CFC without modifications should be followed at the state level in
respect of SFCs reports.

e The SFCs should follow a normative approach while assessing the
financial position of the local bodies rather than making forecasts on
historical trends. Normative assessment would help upholding status,
guality and acceptability of SFC report.
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4.30 The MOPR/GOI also expressed growing concern about the
functioning and reports of SFCs and observed that SFCs reports are analytically
weak; SFCs are not staffed with knowledgeable professionals; data at their
disposal is inadequate and sub-standard; and their recommendations are often
ignored. As such, the 12" CFC made many significant recommendations in this
regard. Accordingly, MOPR/GOI formulated some suitable guidelines covering
all aspects of the SFCs for ensuring a minimum benchmark, which also facilitate
the CFC in giving its award more scientifically. These guidelines were circulated
to all the States vide letter No. 38012/3/TFC/2008, dated 27" April, 2009.

431 The 13™ CFC also considered major issues relating to the functioning
of SFCs, their synchrocity with CFCs, quality of SFCs reports and their timely

implementation and observed as under: -

e States should ensure that SFCs are appointed on time. The SFC period
be synchronised with CFC period and ATRs be placed in state
legislatures in a timely manner.

e States should ensure timely constitution of their SFCs and their reports
be available to CFC well in time.

e The 13" CFC found SFCs reports patchy and not following uniform
pattern. It designed a template for SFCs reports and recommended that
SFCs consider this for adoption.

e State government should ensure that recommendations of SFCs are
implemented without delay and that ATRs are placed promptly before
their legislatures.

4.32 The 3 SFC of Haryana, in its report, had also touched upon all
aspects of status of SFCs and their reports and expressed concern over the
casual and Ilukewarm treatment given to the SFCs. It valued the
recommendations of 12" CFC in regard to SFCs as well founded and timely
and as such commended the 12" CFC recommendations for implementation in

their right spirit and perspectives.
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Conclusions and Suggestions

4.33 On scrutiny, we found that all the previous SFCs of Haryana suffered
in their functioning due to reasons beyond their control. The 1% SFC was
constituted on 31% May, 1994 and submitted its report on 31% March, 1997,
after about three years. ATR was placed on 1% September, 2000 after more
than three years. The 2™ SFC, constituted on 6" September, 2000, submitted
its report on 30" September, 2004, after more the four years. ATR was placed
on 13" December, 2005 taking a time of more than one year. The 3 SFC was
constituted on 22.12.2005 and submitted its report on 31.12.2008, after about
three years. The ATR was placed before the legislature on 1% September, 2010
after about two years. We also noticed that the accepted recommendations of
the 1% and 2" SFCs made for their respective concluding years, were also not
fully implemented. We further noticed that main recommendations of previous
SFCs including financial devolutions were not accepted and also those that
were accepted were only partially implemented and no reasons were assigned
for non-acceptance of SFCs recommendations. The Members of previous SFCs

were not drawn from specified disciplines.

4.34 Now this is the 4™ SFC constituted on 16.04.2010. It should have
been constituted two and half years earlier. Chairman was appointed on
16.04.2010. The other Members including the Member Secretary were
appointed on 3 April, 2013, after about three years of constitution of the

Commission.

4.35 We find that States have not yet appreciated the importance of this
constitutional institution in terms of its potential to carry the process of
democratic decentralisation further and evolve competencies at the cutting edge
level by strengthening the Panchayats and Municipalities. SFCs across the
States are constrained by conceptual and functional inadequacies. SFCs are
perceived more as a constitutional formality than as an effective institution of
restructuring state local financial relations with a view to augmenting financial
power of local bodies. Such conceptual limitation leads to an acute functional
inadequacy where States in general have been showing lackadaisical approach
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towards constitution and composition of SFCs, creation of updated database
and implementing recommendations of SFCs. Due regard is not paid to the
recommendations of SFCs. The national convention of accepting the principal
recommendations of CFC without modification is not being followed by the
States. Even the accepted recommendations are not fully implemented. This
defeats the very purpose of constituting the SFCs and also undermines the
status and authority of SFC and also adversely affects the functioning and the
quality of SFC report.

4.36 In fact the SFC recommendations play an important role in the
award of the CFC. As such the situation needs a sea change. The States
have the basic responsibility toward enhancing the credibility and
acceptability of the reports of SFCs. The SFCs, therefore, need to be
strengthened and their works/reports streamlined in many ways including

some standardisation in their methods and approaches.

4.37 We observe that SFC is a statutory body and its recommendations
are based on technical analysis of finances of local bodies and the state
government As such, its recommendations should be honoured, accepted and
implemented so that no violations of constitutional provisions and the existing
enabling acts of the local bodies take place as has been done in regard to the
previous SFCs.

4.38 We have come to the conclusion that the recommendations of
the 12™ CFC, the guidelines of MOPR/GOI and the template designed by
the 13" CFC on functioning and status of reports of SFCs are sufficient to
enhance the credibility of SFCs and their reports. We, therefore, endorse
these recommendations for implementation by the state government. We
also endorse the observations of the 3@ SFC made in this regard for

implementation.

4.39 We summarise our recommendations in regard to SFCs, as
under:-

e Full Commission should be constituted in one go and its
composition should not be disturbed till completion of its task as
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frequent changes in its composition adversely affect the continuity
of its thought and approach.

e The Chairperson and all the Members, including the Member
Secretary should be appointed on full time basis so as to pay
adequate attention to the issues of information collection and
analysis, office management and related activities.

e A person having experience in public affairs may be appointed as
Chairman, whereas Members should be drawn from the specified
fields of Economics, Public Administration, Public Finance, Law
and Accounts. At least one Member each with specialisation and
experience in panchayats and municipal affairs should be
appointed in SFC. As such, the SFC must be constituted with
persons of eminence and competence. Their qualifications, salary
and allowances etc. should be prescribed on the pattern of
Act/Rules for the CFC.

e The SFCs should be equipped with sufficient trained staff including
those conversant with finance, accounts, policies, schemes and
programmes of the government and related matters.

e The ATR on the recommendations of the SFC should be placed in
the state legislature within six months of the submission of report.
It should be followed with an annual statement on the devolutions
made to the local bodies and the implementation of other
recommendations though an appendix to the budget documents.

4.40 We also suggest that keeping in view the circumstances in the
4™ SFC by way of its piece-meal constitution, the state government should
constitute the next SFC, fifth in series, immediately after submission of
report by the 4™ SFC. This step would help the next SFC in utilising the
existing infrastructure and literature available with the 4™ SFC and further

enabling the 5™ SFC in timely submission of its report.

441 The MOPR/GOI and the template designed with its collaboration has
suggested that the tenure or term of the SFC should be 18 months. We have
some reservation about this contention. This may be valid in case of CFC as
there is a permanent Finance Commission Division (FCD) in the MOF/GOI
which prepares all the feedback material on continuous basis for use by the
next CFC and also provides the requisite logistical support on the basis of which
the next CFC gets on the job right from its constitution. The SFCs have to
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struggle hard for their existence and it takes more than a year before it
becomes functional. We have seen that in the given scenario all the earlier
SFCs of Haryana faced the similar problems and took more than three years in
submitting their reports. Similar is the situation with SFCs of many other states.
We are, therefore, of the opinion that the tenure of the SFC should at least

be of three years.

4.42 We have examined the resource availability with the state
government for our award period and found that the GOH had fully achieved the
fiscal milestones fixed in its Fiscal Responsibility and Budget Management
(FRBM) Act 2005. The 13™ CFC has advised the States to redesign and reform
their fiscal responsibility legislations and to achieve the fiscal targets so re-fixed
by the fiscal 2014 — 15. These fiscal parameters have already been achieved by
the GOH despite meeting additional financial implications of the Sixth Pay
commission, committed liability of Eleventh Plan schemes and other contingent
liabilities. We further hope that the state finances would be able to meet the
entire liability of financial devolution being suggested for local bodies in this
report without jeopardising the position of fiscal parameters. This financial
devolution is of moderate size meeting the basic minimum requirements of local
bodies. We are, therefore, hopeful that the GOH would fully implement all
the major recommendations of this Commission, particularly on financial
devolution without any modifications and would comply with the central
tradition of implementing all the major recommendations of the CFC.

4.43 The 3" State Finance Commission had recommended constitution of
a High Powered Committee under the chairmanship of Chief Secretary
comprising of Administrative Secretaries of various departments involved in
PRIs and ULBs to monitor the implementation of recommendations of the
SFCs. We find that this has not yielded desired results, perhaps due to pre-
occupations of the Chief Secretary, the concerned Secretaries of Finance,
Planning, Panchayati Raj and Urban Local Government etc. with their already
hectic work schedules. Rather, we find more merit in the practice and
innovation adopted by the Government of Karnataka whereby a
Monitoring Group under the aegis of the outgoing State Finance
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Commission has been constituted. Such an external High Powered
Monitoring Group endowed with authority has been actively involved in
liaisoning with the heads of government departments and the political
heads to ensure that all recommendations of the SFC are considered
during the given time period, accepted and fully implemented.
Accordingly, this Commission endorses this practice established in
Karnataka and recommends constitution of an external Monitoring Group
to monitor the implementation of the recommendations of various State

Finance Commissions and Central Finance Commissions.
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CHAPTER -5
DEVELOPMENT PROFILE OF HARYANA
Physical Features

5.1 Haryana is a landlocked State in northern India surrounded by Uttar
Pradesh on the east, Punjab on the west, Himachal Pradesh on the north and
Delhi, Rajasthan on the south west. The State, carved out of erstwhile Punjab
in 1966, comprises for the most part an alluvial plain forming part of the
Yamuna River Basin. This river straddles the eastern side of the State. The
foothills of the Shivalik mountains forms its north by north-eastern promontory.
The Aravalli Range is along the southern and south-western part of the State.
The State with its riverine tracts and well integrated irrigation system is known
for its rich and varied agricultural production forming one of the granaries of the
nation.

Geographical Features

5.2  Comprising an area of 44, 212, sq.km. which is only 1.3% of the total
geographical area of the country, Haryana that had a net GSDP of Rs.540
crore in 1967 has now (2013) a GSDP of Rs.3,08,943/- crore (current prices)
indicating remarkable growth. The State has not only been one of the leading
contributors to food security through the success of the Green Revolution but
has also been remarkably successful in what are known as White & Blue
Revolutions.

Demographic Profile

5.3 At the time of its formation in 1966, Haryana’s population was 75.90 lakh.
As per the published results of the 2011 census, the population is presently
253.51 lakh which is 2.09 % of the nation’s population. It is pertinent to note
that with 1.3 % of the total area and 2.09 % of the total population of the
country, the contribution of Haryana to the national growth is remarkable in
many more ways than is normally acknowledged. For example, the State is not
only famous for agriculture, animal husbandry, milk products and pisciculture
with among the highest vyields, its people demonstrated resilience and
hardworking capabilities in developing even desert tracts into cultivable land.
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The people have contributed to the armed forces and para-military
organisations in large numbers comprising a significant percentage of these
forces.

5.4  The current trend of demography is towards urbanization. 165.09 lakh
persons i.e. 65.12% of the state population now lives in rural areas, while
88.42 lakh i.e. 34.88% of the population lives in urban areas. This trend
towards urbanization is increasing. Density of population is 573 persons per
sg.km. The gender breakup comprises 134.95 lakh males and 118.57 lakh
females. In percentage terms, these are 53.23% and 46.77% respectively. The
box below gives a comparison of population, urban and rural percentages

compared to the national figures.

HARYANA INDIA
Population Total 2,53,51,462 | 12,105,69,573
Rural 1,65,09,359 8,334,63,448
% age to Total 65.12 68.85
Urban 88,42,103 3,771,06,125
% age to Total 34.88 31.15
Male 1,34,94,734 6,231,21,843
% age to Total 53.23 51.47
Female 1,18,56,728 5,874,47,730
% age to Total 46.77 48.53
Sex Ratio (Females per | Total 879 943
thousand Males) Rural 882 949
Urban 873 932
Density of Population 573 382
(persons per sq. km.)

Administrative features with focus on urban and rural
administration

5.5 Haryana is divided into 4 divisions, 21 districts, 57 sub-divisions, besides
tehsils and sub tehsils. For development purposes, the State now comprises of
124 development blocks covering 6,841 villages within the said districts. These
villages are governed by 6,083 Gram Panchayats, 124 Panchayat Samitis and
21 Zila Parishads. The Zila Parishad and Blocks Samiti jurisdictions are
coterminous with the districts and blocks respectively. Urban areas are
administered through 78 municipal bodies comprising of 9 Corporations, 14
Municipal Councils, and 55 Municipal Committees. The population is
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represented in a 90 member single camera house of representatives (Vidhan
Sabha).

Inter - district disparities

5.6 In Haryana, there is a are wide range of intra-state regional disparities or
inter-district imbalances as reflected in economic & social indicators as well as
in the sectors of agriculture, industries, education, health, water supply,
sanitation and social services. Table 5.1 makes the position clear as far as a
few indicators are concerned. Bhiwani is the biggest district having 10.81% of
the total area and Faridabad the smallest with 1.68% of the area of the State.
On the other hand, on population basis, Faridabad is the largest district with
7.10% of the total population and Panchkula the smallest with 2.20% of the total

population of the States.

Table 5.1: Inter District Disparities (%)

District Population | Area Literacy | Density of Pop. Per
sqg. km
Ambala 4.45 3.56 | 81.75 717
Bhiwani 6.45 1081 | 75.21 342
Faridabad 7.14 168 | 81.70 2442
Fatehabad 3.72 5.74 | 67.92 371
Gurgaon 5.97 284 | 84.70 1204
Hisar 6.88 9.01| 72.89 438
Jhajjar 3.78 4.15| 80.65 523
Jind 5.26 6.11 | 71.44 494
Kaithal 4.24 5.24 | 69.15 464
Karnal 5.94 570 | 74.73 597
Kurukshetra 3.81 346 | 76.31 630
Mahendragarh 3.64 430 | 77.72 486
Mewat 4.30 3.39| 54.08 723
Palwal 411 3.09| 69.32 767
Panchkula 2.21 2.03| 81.88 625
Panipat 4.75 287 | 7594 951
Rewari 3.55 3.61| 80.99 565
Rohtak 4.19 3.95| 80.22 608
Sirsa 5.11 9.67 | 68.82 303
Sonepat 5.72 480 | 79.12 697
Yamuna Nagar 4.79 4.00 77.99 683
Haryana State - - 75.55 573
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5.7  The decadal growth rate of the population of Haryana between 1991 and
2001 census was 28.43 per cent which has shown a declining trend at 19.90%
during the decade 2001 — 2011. This growth rate of population continues to be
high for the State. However, this higher growth rate can be attributed to some
extent to substantial migration as well. Similarly, density of population has shot
up to 573 per sqg. km. in 2011 census from 478 per sq. km. in 2001. Again the
NCR factor has affected the substantial increase in density of population.
Faridabad is the most densely populated district in the State having
2,442 persons per sg. km. and Gurgaon with 1,204 persons per sg. km. has the
second highest position.

5.8 Another major indicator of intra regional disparities is that of urban
population. As per 2011 census, urban population has gone upto 34.88% of the
total population. In Faridabad district, 79.51 percent of the population lives in
urban areas, followed by Gurgaon (68.82 percent), Panipat (46.05 percent) and
Ambala (44.38 percent). On the other hand, Mewat district (11.39%),
Mahendragarh (14.41%) followed by Fatehabad (19.06%) and Bhiwani
(19.66 %) have the lowest urban populations. The inter district disparities based

on decadal difference have been displayed in Table 5.2.

92



Table 5.2: Inter District Disparities

Percentage Sex- Ratio .

(Number of Population

Population 2011 decadal Females density per

growth rate of
Sr. o population per 1000 sg. km.
No. State/District Males)

Persons Males Females 1%911' 2221' 2001 | 2011 | 2001 | 2011

1 2 3 4 5 6 7 8 9 10 | 11
HARYANA 2,53,51,462 | 1,34,94,734 | 1,18,56,728 | 28.43 | 19.90 | 861 | 879 | 478 | 573

1 | AMBALA 11,28,350 | 5,93,703 | 529,647 | 25.78 | 11.23 | 868 | 885 | 644 | 717
> | BHIWANI 16,34,445 | 8,66,672 | 7,67,773 | 22.49 | 14.70 | 879 | 886 | 298 | 342
3 | FARIDABAD 18,09,733 | 9,66,110 | 8,43,623 | 58.88 | 32.54 | 826 | 873 | 1,744 | 2,442
4 | FATEHABAD 9,42,011 | 4,95360 | 4,46,651 | 24.76 | 16.85 | 884 | 902 | 318 | 371
5 | GURGAON 15,14,432 | 816,690 | 697,742 | 4415|7314 | 850 | 854 | 717 | 1,204
6 | HISAR 17,43931 | 931,562 | 812,369 | 3711|1345| 851 | 872| 386| 438
7 | JHAJIAR 9,58,405 | 514,667 | 443,738 | 2306 | 890| 847 | 862| 480 | 523
8 | JIND 13,34,152 | 7,13,006 | 6,21,146 | 2136 | 12.13| 852 | 871| 440 | 494
9 | KAITHAL 10,74,304 | 5,71,003 | 503,301 | 27 02|1355| 853 | 881 | 408 | 464
10 | KARNAL 1505324 | 797,712 | 7,07.612 | 2306 | 18.14 | 865| 887 | 506 | 597
11 | KURUKSHETRA 9,64,655 | 510976 | 453,679 | 3332| 16.86| 866 | 888 | 540 | 630
12 | MAHENDRAGARH | 922,088 | 4,86,665 | 4,35423 | 1916|1348 | 918 | 895| 428 | 486
13 | MEWAT 10,89,263 | 571,162 | 518,101 | 4567|3865 | 899 | 907 | 526 | 723
14 | PALWAL 10,42,708 | 554497 | 488211 | 3421|2576 | 862 | 880 | 606 | 767
15 | PANCHKULA 561,293 | 299679 | 261614 |5091|19.83| 823 | 873| 522| 625
16 | PANIPAT 12,05,437 | 646,857 | 558,580 | 3358|2460 | 829 | 864 | 763 | 951
17 | REWARI 9,00,332 | 4,74,335 | 425997 | 7534 17.64| 899 | 898 | 480 | 565
18 | ROHTAK 10,61,204 | 568479 | 492,725 | 2100| 12.88| 847 | 867 | 539 | 608
19 | SIRSA 12,95189 | 6,82,582 | 6,12,607 | 2359|1599 | 882 | 897 | 261 | 303
20 | SONIPAT 14,50,001 | 781,299 | 6,68,702 | 2539| 13.35| 839 | 856| 603 | 683
21 | YAMUNANAGAR 12,14,205 | 646,718 | 567,487 | 2919|1657 | 862 | 877 | 589 | 687

*For calculation of sex ratio total of males and others as males used
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State Economy

5.8 The state economy grew at an average annual growth rate of 8.8% from
2004 — 05 to 2012 — 13 while the Indian economy grew at around 8.4% in the
same period. Over the past four decades, the state economy has experienced a
significant structural transformation. The relative contribution of various sectors,
i.e. agriculture & allied (primary sector), industries (secondary sector)) and
services (tertiary sector) have changed significantly. The relative share of
agriculture & allied sector has drastically decreased from 60.7% in 1969-70 to
16.3% in 2011 — 12. Similarly, the contribution of industries and service sectors
in GSDP have increased from 17.6% to 28.9% and from 21.7% to 54.8%
respectively in the same period. The graph below shows the relative
contribution of various sectors in GSDP at three different points of time
(1969 — 70, 2002 — 03 and 2011 — 12).

5.10 The structural position of GSDP, annual growth rates of GSDP and

growth trends have been shown in Table 5.3 and graphs.

Changing Composition of GSDP in Percentage Terms

70

60.7

H Primary Sector

m Secondary Sector

= Tertiary Sector

1969-70 2002-03 2011-12
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Table 5.3: Annual Growth Rate of Gross State Domestic Product (GSDP) In
Haryana as Compared with all India at Current and Constant (2004 - 05) Prices

Year HARYANA ALL INDIA
GSDP % Growth over GSDP % Growth over
(Rs. in crore) previous year (Rs. in crore) previous year
At At At At At Current At At At
Current Constant | Current | Constant prices Constant | Current | Constant
prices (2004-05) | prices | (2004-05) (2004-05) prices | (2004-05)
Prices Prices Prices Prices
200405 | 95 795| 95795 20,71,464 | 29,71,464
200506 | 4 0g,885 | 1,04,608 | 13.66 9.20 | 33,90,503 | 32,53,073 | 14.10| 9.48
2006-07
1,28,732 | 1,16,344 | 18.23 11.22 | 39,563,276 | 35,64,364 | 16.60 9.57
200708 | 1 51 506 | 1,26,171 | 17.76 8.45 | 45,82,086 | 38,96,636 | 15.91| 9.32
2008-09 | 1 85 502 | 1,36,478 | 20.40 8.17 | 53,03,567 | 41,58,676 | 15.75| 6.72
2009-10
2,223,600 | 1,52,474 | 22.51 11.72 | 61,08,903 | 45,16,071 | 15.18 8.59
2010-11
2,65,034 | 1,65,960 | 18.53 8.84 | 72,66,967 | 49,37,006 | 18.96 9.32
2011-12
3,07,606 | 1,79,097 | 16.06 7.92 | 83,53,495| 52,43,582 | 14.95 6.21
2012-13
3,563,440 1,91,821 | 14.90 7.10 | 94,61,979 | 55,03,476 | 13.27 4.96
2013-14 | 4 11,429 | 2,06,638 | 16.41 7.72
20 = 7,75 V\W-
2 45 1 m/\/ Mii/
g po
E 10 = ‘.-
E 9-2. o - | 8-84 - L =

2004-05 2005-06 20086-07 2007-08 2008-09 2009-10 2010-11  2011-12  2012-13 2013-14

YEARS

— L
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5.11 The GSDP of the State at constant (2004 — 05) prices grew from
Rs. 1,79,097 crore in 2011 — 12 to Rs. 1,91,821 crore in 2012 — 13, thus
recording a growth of 7.10% as against 4.96% in national GDP. Similarly, at
current prices, the GSDP of Haryana in 2011 — 12 was Rs. 3,07,606 crore
which shot up to Rs. 3,53,440 crore in 2012 — 13, recording a growth of 14.90%
over the previous year. During the same period, the growth of national GDP
was 13.27% which is again lower than the state’s GSDP growth rate. The
position has been shown in Table 5.3.

5.12 The structural composition of the state economy indicates that the
primary sector still continues to be the dominant sector despite the fact that its
contribution to GSDP has declined from 26.3% in 2002 — 03 to 16.3% in
2011 — 12. The contribution of secondary and tertiary sectors has remained
more or less static during the years 2002 — 03 to 2011 — 12. The tertiary sector
is continuously growing since 1969 — 70. Its share was 21.7% in 1969 — 70 then
increased to 44.9% in 2002 — 03 and it has increased to 54.8% in 2011 — 12.

5.13 Per capita income is another important indicator to assess economic
growth as well as the living standards of the people. During the year 1966 — 67,
the per capita income of Haryana (at current prices) was only Rs. 608. Since
then, the per capita income has increased manifold. The comparative position

per capita income has been depicted in the Table 5.4.

5.14 The per capita income of the State at constant (2004 — 05) prices was
Rs. 66,410/- during 2012 — 13 as against Rs. 62,927 during 2011 — 12, thus,
indicating an increase of 5.53 percent during 2012 — 13. Similarly at current
prices, the State per capita income was Rs. 1, 23,554 in 2012 - 13 as
compared to Rs. 1, 09,064 during 2011 — 12 showing an increase of 13.29
percent during 2012 — 13. It is pertinent to mention here that the per capita
income of the State has always remained much higher than All India level in the
recent past. The per capita income of India in 2012 — 13 was Rs. 39,143 and
Rs. 68,747 at constant (2004 — 05) and current prices respectively. During the
same period PCI of Haryana was Rs. 66,410 and Rs. 1,23,554 at constant
(2004 — 05) and current prices respectively.
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Table- 5.4: Comparative Statement of per Capita Income of Haryana with all India

Year HARYANA ALL INDIA
Per Capita Income % Growth over Per Capita Income % Growth over
(Rs.) previous year (Rs.) previous year
At At At At At At At At
Current Constant | Current | Constant | Current | Constant | Current | Constant
prices (2004-05) prices | (2004-05) | prices | (2004-05) | prices | (2004-05)
Prices Prices Prices Prices
2004-05 37,972 37,972 24,143 24,143
2005-06 42,309 40,627 | 11.42 6.99 | 27,131 26,015 | 12.38 1.75
2006-07 49,261 44,423 | 16.43 9.34 | 31,206 28,067 | 15.02 7.89
2007-08 56,917 47,046 | 15.54 5.90|35,825| 30,332 | 14.80 8.07
2008-09 67,405 49,780 | 18.43 5.81| 40,775 31,754 | 13.82 4.69
2009-10 82,037 55,044 | 21.71 10.57 | 46,249 33,901 | 13.42 6.76
2010-11 95,135 59,140 | 15.97 7.44 | 54,151 36,342 | 17.09 7.20
2011-12 | 1,09,064 62,927 | 14.64 6.40 | 61,564 38,037 | 13.69 4.66
2012-13 | 1,23,554 66,410 | 13.29 5.53 | 68,747 39,143 | 11.67 291
2013-14 | 1,41,540 70,464 | 14.56 6.10

Source: Economic & Statistical Organisation, Haryana
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Plan Investment Strategy

5.15 A major contributory factor for reforming the State economy has been the

large scale investments made during various five year plans with special

emphasis on infrastructural development. The plan investment has substantially
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increased from Rs. 225.00 crore in Fourth Plan (1969 — 74) to Rs. 90,000 crore
in the Twelfth Plan (2012 — 17).The approved outlay for Eleventh Plan
(2007 — 12) was Rs. 35,000 crore. The outlay of 12" Plan (2012 — 2017) shows
a growth of 157% over the previous five year plan outlay. The details of outlays
under five year plans have been given in Table 5.5

Table- 5.5: Investment under Five Year Plans

Plan Period Plan Investment Growth rate (%)
(Rs. in crores)

Fourth Plan (1969-74) 225.00 -

Fifth Plan (1974-79) 601.35 167%
Sixth Plan (1980-85) 1800.00 200%
Seventh Plan (1985-90) 2900.00 61%
Eighth Plan (1992-97) 5700.00 97%
Ninth Plan (1997-2002) 11600.00 104%
Tenth Plan(2002-07) 12000.00 4%
Eleventh Plan (2007-12) 35000.00 192%
Twelfth Plan (2012-17) 90000.00 157%

(Approved outlay)

5.16 As mentioned above, the State Plan outlay for 12" Five Year Plan
2012 — 17 is Rs. 90,000 crore. This outlay excludes an amount of Rs. 73,570
crore for State Public Enterprises (PSEs) and Rs. 13,190 crore for Local Bodies
(LBs) to be met out from their own resources. The Net State Plan Outlay is
157% higher than the outlay of 11™ Five Year Plan. The highest priority still
continued to be accorded to the social services sector with proposed outlay of
Rs. 49,474.30 crore constituting 54.97% of the total proposed outlay of 12" Five
Year Plan. The second highest priority has been given to the
development/improvement of infrastructure of irrigation, power, roads & road
transport by earmarking an outlay of Rs. 24,962 crore which is 27.74% of the
total proposed outlay during the 12" Five Year Plan.

5.17 The sectoral plan allocation from Ninth FYP onwards have been

given in Table 5.6.
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Table — 5.6: Sectoral Plan Allocation Rs. in lakh
SECTORS NINTH PLAN TENTH PLAN | ELEVENTH PLAN | TWELFTH PLAN
1997-02 % Share 2002-07 % Share 2007-12 % Share 2012-17 %

(Actual) in the (Actual) inthe | (Approved) in the (App) Share

plan plan plan in the

plan
Agr. & Allied Activities 47,620 5.96 59,330 | 4.57 1,63,882 4.68| 5,88,000 | 6.53
Rural Development 29,111 3.65 60,790 4.68 12,6,842 3.62 | 6,22,300 6.91
Special Area Programme 6,559 0.82 10,616 | 0.82 12,740 0.36 20,200 | 0.22
Irrigation & Flood Control | 1,59,196 | 19.93 | 1,63,448 | 1259 | 4,16,500| 11.90| 7,70,000| 8.56
Energy 1,54,798 | 19.38 | 2,00,146 | 15.42 4,71,346 13.47 | 7,40,200 8.22
Industries & Minerals 44,901 5.62 65,300 | 5.03 38,952 111 64,700 | 0.72
Transport 58,125 7.28 | 1,45632| 11.22| 4,33535| 12.39| 9,86,000 | 10.96
Sci. & Tech., Environment 762 | 0.010 1,696 | 0.13 1,988 0.06 12,000 | 0.13
General Eco. Services 1,689 0.21 4350 0.34 9,034 0.26 20,000 | 0.22
Decentralised Planning 4,850 0.61 8,243 | 0.64| 1,29,293 3.69| 1,55,500| 1.73
Social Services 2,81,447 | 35.24 56,1304 | 43.24 | 16,69,744 47.71 | 49,47,430 | 54.97
General Services 9,554 1.20 17,109 1.32 26,144 0.75 73,670 | 0.82
GRAND TOTAL 7,98,612 100 | 12,97,964 100 | 35,00,000 100 | 90,00,000 100

SECTORAL PLAN ALLOCATION

Seneral Services
T3BT0
(0.82%)

Decentralised FPlg
155500
(1.73%)

W Energy

m Agiculture & Allied Activities m Rural Development
M Irrigation & Flood Control
= Transport

Speacial Area
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5.18

The plan perfomance under annual plans from 2007 — 08 onwards

has been shown in Table 5.7.

Table —5.7: Annual Plan 2007-08 to 2013-2014 (Rs. in crore)

Annual Plan | Approved Outlay Revised Outlay Expenditure
2007-08 5,300 5,500 5,751.18
2008-09 6,650 7,130 7,108.28
2009-10 10,000 10,400 9,624.44
2010-11 11,100 11,100 9,574.67
2011-12 13,200 13,400 11,102.64
2012-13 14,500 14,424.17 12,520.87
2013-14 18,000*

* Proposed Outlay

Note : All the above figures exclude outlays of PSUs and Local Bodies
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5.19 Haryana has been able to achieve remarkable milestones in
various sectors of the economy. In the realm of agriculture itself while total
production has been growing, improved practices and introduction of new
varieties has brought about greater yields and corresponding remuneration for
the farmers.

5.20 The forward looking policy with regard to land acquisition has
ensured the interests of the agriculture land holding community. Milestones
have been achieved in the field of infrastructure with several power projects
being implemented, or, as in the case of Haryana’s first nuclear plant, in the
process of being set up. The industrial policy of 2005 as implemented has
continued to be attractive to industrialists. However, downturn in the global
economy has impacted the steady growth of industrialization. Nevertheless the
State continued to be industrial hub due to its excellent infrastructure,
satisfactory labour relations and improved power. This part of the national
capital region witnessed impressive investment in housing infrastructure.
Efforts have been made, as will be seen in the following chapters, to improve
delivery of services to all sections of the population. Constitutional
amendments pertaining to devolution of power and functions to Local Bodies
through State and Central Finance Commissions have played an important role
in filling the gaps in delivery of services.
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CHAPTER -6
FINANCIAL POSITION OF THE STATE GOVERNMENT

1. Background

6.1 As per its TOR, the Finance Commission, in making its
recommendations on financial devolution to local bodies, shall have regard,
among other considerations, to (i) the objective of balancing the receipts and
expenditures of the State and for generating surplus for capital investment and
(ii) the resources of the state government and the demands thereon particularly
in respect of expenditure on civil administration, maintenance and upkeep of
capital assets, maintenance expenditure on plan schemes and other committed
expenditure or liabilities of the State. But at the same time, the TOR of the
Commission also requires it to have regard to the financial needs of the PRIs
and ULBs, their potential for raising resources and for reducing expenditure. It,
thus, implies that resource availability with the state government and needs of
the local bodies would be the guiding factors for the Commission in designing
its revenue sharing scheme. As such, the Commission would need to strike a
proper balance between two sets of situations, i.e. resource constraints with the
state government and the expanding financial needs of the local bodies. Thus,
this situation warrants the Commission to undertake a pragmatic view of state

fiscal scenario.

6.2 Local bodies play a key role in the development process. A committed
financial approach is, therefore, necessary to enable the local bodies to meet
the objectives of development and social justice. Thus, assignment of adequate
revenue resources to local bodies is extremely important which can be ensured
through the process of democratic decentralisation of financial powers.
Achieving this, however, requires a firm commitment to fiscal discipline and
prudent arrangement of state finances. It, thus, becomes the foremost
endeavour of the Finance Commission to make an analytical study of state
finances so as to pursue right kind of fiscal policies in consonance with the

fiscal roadmaps suggested by the Central Finance Commissions.
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6.3 Accordingly, in view of the above, this Commission has attempted to
analyse the financial situation of the state government for the period 2006 — 07
to 2010 — 11 and to make an assessment of the receipts and expenditures of
the state government on revenue account for its reference period 2011 — 12 to
2015 - 16. However, while doing so, the Commission took cognizance largely of
the budget documents, state plan documents, reports of CFCs and SFCs,
reports of RBI on state finances, publications of the Planning Commission,
State Economic Survey, reports of C & AG and other related documents. The
information and data supplied by the State Finance Department to the
Commission and the resources documents submitted by the state government
to the 12" and 13™ CFCs and resources forecast submitted to the Planning
Commission for 12" Five Year Plan, were also used by the Commission for the
intended purpose. Besides this, the Commission also relied upon the fiscal
reform measures propounded by the CFCs, like, Medium Term Fiscal Reforms
Facility (MTFRF) of the 11" CFC, Fiscal Responsibility and Budget
Management (FRBM) Act 2005 of the 12" CFC, modified fiscal roadmap
suggested by the 13" CFC and other debt relief measures and incentive

schemes of these Commissions.

6.4 The Commission sponsored a study on analytical assessment of state
finances on normative basis for its reference period 2011 — 12 to 2015 — 16 to
Dr. N.K. Bishnoi, Prof. GJU, Hisar. These findings on state finances have also

been of immense help to the Commission.
2. General Fiscal Scenario

6.5 The Commission has noted that Haryana has been a pioneering State in
carrying out sectoral reforms. The State, since its reception in 1966, has made
phenomenal progress in transformation of its economy, particularly on
economic, financial, infrastructural and social fronts. The average annual
economic growth rate of Haryana has been quite impressive at 6.4 percent
during the period from 1966 - 67 to 2004 — 05. During last seven years
(2005 — 06 to 2011 — 12), the state economy entered a higher growth trajectory
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and grew at an average annual growth rate of 9.4 percent, higher than the

growth rate of Indian economy at 8.4 percent.

6.6  The overall view of state finances is that the financial management of the
State continues to be reckoned as among the best in the country. The broad
trends in state finances do not indicate any persistent fiscal imbalances or major
problem of sustainability. Haryana remained a revenue surplus state upto
1987 — 88. It was in the year 1988 — 89 that the revenue deficit appeared for the
first time. Some disturbing trends crept into state finances during nineties which
adversely affected the financial position of the State. Certain policy decisions of
the central government and expenditure commitments at the state level
adversely impacted upon the state finances causing short and long term
disruptions in major fiscal indicators. These included liability of Fifth Pay
Commission on central pattern, introduction of prohibition, economic recession,
decline in central devolution, higher maintenance and operational expenditure
due to inflation and other unforeseen contingencies. Consequently,
expenditures on salaries, pensions, interest payments increased manifold,
whereas there had been severe decline in revenue receipts. As a result, the
revenue expenditure increased disproportionately and outpaced the growth in
revenue receipts. The fiscal situation of the State remained under stress since
nineties and continued to incur revenue deficits till the fiscal 2004 - 05. These
adverse trends in state finances led to siphoning of capital funds i.e. borrowings
to meet revenue or consumption expenditure. As a result, the debt liability vis-a-
vis, interest liability increased sharply. Due to this fiscal stress, the development
process in the State got impacted to a large extent.

6.7 Consequently, the state government resorted to several effective
corrective measures to restore fiscal balances by virtue of which state revenue
account turned into surplus and, thereby, the State remained revenue surplus
from 2005 — 06 to 2007 — 08. But due to slow down in state economy and Sixth
Pay Commission liability the State again incurred revenue deficits from
2008 — 09 to 2011 — 12. Over the last 25 years (1988 — 89 onwards) Haryana

has confronted revenue deficit for 21 times and it could have revenue surplus
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only four times in 1993 — 94, 2005 — 06, 2006 — 07 and 2007 — 08. The position
has been explained in Table 6.1.

Table 6.1 : Status of deficit Indicators (Rs. in crore)

Year Revenue Deficit Fiscal Deficit Primary Deficit
1986-87 (-) 162.81 171.01 38.39
1987-88 (-) 16.36 217.04 66.93
1988-89 1.85 289.10 128.54
1993-94 (-) 80.45 479.87 58.17
1994-95 390.83 534.55 47.61
1995-96 346.83 685.96 130.23
1998-99 1540.20 2,240.44 1,243.45
1999-2000 1,185.29 2,132.20 775.09
2003-04 273.71 2,933.10 820.45
2004-05 258.04 (-) 1,205.92 (-) 1,028.58
2005-06 (1) 1,213.42 285.86 (1) 1,814.17
2006-07 (-) 1,590.28 (-) 1,178.70 () 3,443.76
2007-08 () 2,223.87 1,263.85 (-) 1,081.92
2008-09 2,082.42 6,557.80 4,218.89
2009-10 4,264.72 10,090.66 7,354.13
2010-11 2,746.51 7,258.43 3,939.87
2011-12 1,457.30 7,153.35 3,152.54

Source: - State budget documents

3. Position of Revenue Account

6.8 Revenue account is the most important segment of state finances. It
embodies total revenue receipts comprising share in central taxes, own tax
revenue, own non-tax revenue and grants-in-aid. Revenue expenditure
comprises of development and non-development expenditure on operation and
maintenance of plan and non-plan schemes. Surplus on revenue account is
indicative of sound fiscal management and is the first source of funding capital
expenditure. The position on revenue account of the State has been depicted in
Tables 6.2 to 6.5.
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Table 6.2 : Position on Revenue Account 2006-07 to 2011-12 (Rs. in crore)

Items 2006-07 2007-08 2008-09 2009-10 | 2010-11 2011-12
I. Total Revenue 17,952.43 19,750.54 | 18,452.31 | 20,992.66 | 25,563.68 | 30,557.59
Receipts
(at+b+c+d)
(a) Share of Central 1,295.75 1,634.42 1,724.62 1,774.37 2,301.75 2,681.55
Taxes
(b) State own Tax 10,927.68 11,617.76 11,655.28 | 13,219.60 | 16,790.37 | 20,399.46
Revenue
Sales Tax/VAT 6,853.24 7,720.98 8,154.73 9,032.37 | 11,082.01 | 13,383.69
State Excise Duties 1,217.10 1,378.81 1,418.53 2,059.02 2,365.81 2,831.89
Stamps and 1,764.98 1,763.28 1,326.39 1,293.57 2,319.28 2,793.00
Registration
Vehicle Tax 223.66 233.79 239.30 277.07 457.36 740.15
PGT/LADT 738.41 379.39 370.29 391.45 387.14 429.32
Electricity Duty 98.28 107.45 106.31 119.58 130.27 166.43
Others 32.01 34.06 39.73 46.54 48.50 54.98
(c) Own Non-Tax 4,590.76 5,097.08 3,228.45 2,741.40 3,420.94 4,721.65
Revenue,
of which
Interest 654.25 763.25 784.55 677.49 691.81 866.60
Receipts/Dividends
Urban Development 974.54 1039.35
Transport (Bus Fare) 571.18 622.56 645.04 699.57 761.73 852.96
Mines & Minerals 136.83 215.74 195.97 247.49 82.59 75.53
(d) Grants-in-aid 1,138.27 1,401.48 1,833.96 3,257.29 3,050.62 2,754.93
Non-Plan 129.37 251.68 523.37 1617.33 1765.98 1246.51
State Plan 630.29 639.00 731.32 920.37 749.74 674.54
CSs 378.25 510.80 579.27 719.59 534.90 833.88
Il. Total Revenue Exp. 18,974.47 21,238.54 25,368.71 | 31,305.55 | 28,310.19 | 32,014.89
Non-Plan 13,999.05 14,626.38 | 17,440.50 | 20,771.73 | 22,058.68 | 24,222.91
Plan 4,975.42 6,612.16 7,928.21 | 10,533.82 6,251.51 7,791.98
(a) Of which Committed 7,357.78 8,076.78 10,202.62 | 13,368.17 | 15,935.93 | 16,802.86
Exp. (i to iii)
i) Salaries 3,919.39 4,433.50 6,249.54 8,241.27 9,523.10 9,597.89
i) Pensions 1,173.33 1,297.51 1,614.17 2,390.37 3,094.27 3,204.16
iii) Interest Payments 2,265.06 2,345.77 2,338.91 2,736.53 3,318.56 4,000.81
(b) Grants to Local 538.22 933.60 1,257.22 814.42 1,699.53
Bodies
Ill. Revenue Deficit (I-11) | (-)1,590.28 | (-) 2,223.87 2,082.42 4,264.72 2,746.51 1,457.30
IV. State Plan Size (Exp.) 4,232.64 5,751.18 7,108.28 9,624.44 9,574.67 | 11,102.64

Source: Budget Documents
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Table 6.3 : Total Revenue Receipts as percentage of GSDP

Classification 2005-06 | 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
Own Tax Revenue 9.02 8.64 7.59 7.32 6.11 6.34 6.63
(OTR)
Own Non-Tax 2.26 3.57 3.36 1.77 1.23 1.29 1.54
Revenue (ONTR)
Share in Central 1.10 1.01 1.08 0.95 0.80 0.29 0.87
Taxes (SCT)
Grants-in-aid (GIA) 1.02 0.88 0.92 1.00 1.47 1.15 0.90
Total Revenue 12.72 13.95 13.02 10.11 9.45 9.65 9.93
Receipts (TRR)
Source: Budget Documents
Table 6.4 Haryana: Tax Buoyancy of Haryana State
Taxes 2000-01 / | 2000-01 /| 2005-06 /
2011-12 | 2006-07 2011-12

Land Revenue -0.47 -0.92 -0.57

Stamps and Registration fees 1.02 1.75 -0.35

Sales Tax/VAT 1.01 1.24 0.66

State Excise 0.53 0.51 0.59

Taxes on Vehicles 0.92 1.09 0.76

Taxes on Goods and Passengers - 0.56 0.86 -2.12

Taxes and Duties on Electricity 3.24 5.31 0.49

Other Taxes and Duties -1.37 -0.86 -1.72

OTR 0.85 1.58 0.40

Source: RBI State Finances
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Table 6.5 : Revenue Receipts (Major States) as percent of GSDP

Own Tax Revenue Own Non-Tax Revenue

States 2009-10 | 2010-11 | 2011-12 | 2009-10 | 2010-11 | 2011-12

Andhra Pradesh 7.17 8.05 8.35 1.59 1.89 1.82
Bihar 4.56 4.86 4.80 0.94 0.58 1.14
Chhatisgarh 7.17 7.09 7.25 3.06 3.40 3.18
Goa 5.96 6.07 5.71 5.86 5.73 5.08
Gujarat 6.25 6.76 NA 1.27 1.00 NA
Haryana 6.11 6.34 6.63 1.23 1.43 1.39
Jharkhand 5.77 5.60 6.57 3.12 2.93 2.70
Karnataka 8.86 9.39 9.41 0.96 0.87 0.79
Kerala 7.59 7.91 8.15 0.80 0.81 0.77
Madhya Pradesh 7.61 7.84 NA 2.81 2.31 NA
Maharashtra 6.56 7.14 NA 0.93 0.87 NA
Odisha 5.48 5.44 5.44 1.96 1.70 1.68
Punjab 5.01 7.59 7.87 2.82 2.87 1.21
Rajasthan 6.23 6.00 NA 1.73 1.79 NA
Tamil Nadu 7.72 8.98 9.42 1.06 0.86 0.79
Uttar Pradesh 8.85 6.84 7.44 3.55 2.31 1.79
West Bengal 4.17 4.49 5.04 0.60 0.61 0.58

Source:- RBI State Finances

6.9 The conclusions drawn from the position on revenue account of the

State, as depicted in above tables, are as under:-

e Total Revenue Receipts (TRR) have increased to Rs. 30,557.59 crore in
2011 - 12 from Rs. 17,952.43 crore in 2006 — 07, showing an aggregate
increase of 70.21 percent while the total revenue expenditure has gone
up to Rs. 32,014.89 crore in 2011 — 12 from Rs. 18,974.47 crore in
2006 — 07, recording an overall increase of 68.73 percent. This shows a
healthy trend as the revenue receipts have grown higher by 1.48 percent
over the revenue expenditure (Table 6.2).

e During the period from 2006 — 07 to 2011 — 12, revenue receipts grew at
a little higher average annual growth rate of 14.04 percent as against a
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growth of 13.75 percent in revenue expenditure during the same period
(Table 6.2).

Another notable feature is that the central devolution (share in central
taxes + central grants) recorded a marked increase of 123.75 percent
during

2006 — 12 as against a growth of 61.88 percent in own revenue receipts
(OTR+ONTR) of the State during this period. The total central devolution
witnessed almost double average annual growth rate of 24.67 percent
during this period as against an average growth of 12.38 percent in own
revenue receipts during the same period (Table 6.2).

Expenditure on salaries and pensions went up to Rs. 12,802.05 crore in
2011 — 12 from Rs. 5,092.72 crore in 2006 — 07, recording an overall
growth of 151.38 percent, reflecting average annual growth rate at 30.28
percent (Table 6.2).

Thus, the revenue account recorded a marked deterioration resulting in a
revenue deficit of Rs. 1,457.30 crore in 2011 — 12 from a surplus of
Rs. 1,590.28 crore in 2006 — 07 (Table 6.2).

There had been a relatively significant fall in TRR between 2006 — 07
and 2011 — 12. The TRR which was around 14 percent of GSDP in
2006 — 07 shrunk to 13 percent in 2007 — 08. This ratio continued to
decline to 9.65 percent in 2010 — 11 and further to 9.93 percent in
2011 - 12 (Table 6.3).

The fall in state’s own revenue receipts (OTR+ONTR) becomes even
more inexplicable in the light that economic activities in this period
(2006 — 2011) continues to flourish at its trend rate. GSDP grew at about
18 percent in 2006 — 07 and 2007 — 08 and it further grew at 20.04, 22.5
and 18.5 percent in 2008 — 09, 2009 — 10 and 2010 — 11 respectively. As
against this own revenue receipts grew at an average annual growth rate
of 12.38 percent during this period (Table 6.2).

The tax buoyancies in Haryana have been above one thereby implying
that taxes grew faster than the GSDP but from 2005 — 06 to 2011 — 12
the dip in growth in almost all taxes is quite visible. The buoyancy of OTR
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4.

during 2000 — 01to 2006 — 07 is 1.58 but it came down sharply to 0.4
only during the period 2005 — 06 to 2011 — 12. More importantly there is
no individual tax that could attain the buoyancy value of one or above in
this period (Table 6.4).

The 13" CFC has categorized Haryana among the better performing
states in mobilisation of tax revenue from own sources. The Planning
Commission has also rated Haryana as the topmost State in revenue
mobilisation during the 11" Five Year Plan (2007 — 12). As per the report
of Working Group of the Planning Commission, Government of India,
2012 on state finances, Haryana State mopped up Rs. 64,123 crore
during 11™ Plan which was 192.1% of the targeted amount of Rs. 33,374
crore. The rating of other general category states in resources realisation
has been at Punjab 87.5%, Andhra Pradesh 87.8%, Maharashtra 92.3%,
Gujarat 95.6%, Madhya Pradesh 95.8%, Rajasthan 105.8%, Karnataka
107.2% and Odhisa 122.9%.

Haryana has been placed at 13™ position in the country in 2009 — 10 in
regard to OTR efforts. Its position has improved to 11" and 9™ in 2010 —
11 and 2011 — 12 respectively. This signals that things were abnormal
and bouncing back to normal with time. Similarly, the ONTR rank of
Haryana improved from 11™ position in 2009 — 10 to 7" in 2011 — 12
(Table 6.5).

Position of key fiscal Indicators

6.10 The position of key fiscal indicators has been given in Table 6.6, as

under:-
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Table 6.6:- Position of key fiscal indictors

Fiscal Indicators 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12

1 Total Revenue 13,853.31 17,952.43 19,750.54 | 18,452.31 20,992.66 | 25,563.68 | 30,557.59
Receipts (TRR) (Rs.
in crore)

(i) Revenue Deficit (RD) (-) 1,213.42 (-)1,590.28 | (-) 2,223.87 | 2,082.42 4,264.72 | 2,746.51 | 1,457.30
(Rs. in crore)

- RD as ratio to GSDP () 112 () 1.23 (-) 1.47 1.14 1.92 1.04 0.47
%

(ii)(R?D as ratio to TRR +8.76 + 8.86 +11.26 11.28 20.32 10.74 4.77
(%)

(2) Gross Fiscal Deficit 285.86 (-) 1178.70 1,263.85 | 6,557.80 10,090.66 | 7,258.43 | 7,153.35
(GFD) (Rs. in crore)

- GFD as ratio to GSDP 0.3 (-) 0.9 0.8 3.6 4.5 2.75 2.33
%

3. Consolidated Debt 31,895.00 32,588.00 31,348.00 | 36,392.00 43,7 66.00 | 50,970.00 | 50,688.34
Liability (Rs. in crore)

- Debt as ratio to GSDP 29.29 25.31 20.68 19.94 19.71 19.29 16.48
%

De(bt)as ratio to TRR 230.23 181.52 158.72 197.22 200.48 199.38 165.88

4. Salary and Pensions 4,728.00 5,092.00 5,731.00 7,864.00 10,631.00 | 12,617.37 | 12,805.02
(Rs. in crore)

- As ratio to TRR (%) 34.13 28.37 29.01 42.62 50.64 49.36 41.89

5. Interest Payments (Rs. 2,100.00 2,265.00 2,346.00 | 2,339.00 2,737.00 | 3,318.56 | 4,000.81
in crore)

- As ratio to TRR (%) 15.16 12.62 11.88 12.68 13.04 12.98 13.09

6. Tax/GSDP ratio (%) 9.02 8.64 7.59 7.32 6.11 6.34 6.63

7. Ratio of tax collection 1.25 1.22 1.25 1.63 1.75 1.48 1.19
charges (%)

Source:- Budget at a glance

6.11 The Revenue Deficit (RD) is the most critical indicator of the fiscal health
of the State as it reflects the excess of revenue expenditure over the revenue
receipts and the surplus on revenue account indicates soundness of fiscal
management. Fiscal Deficit (FD) measures the excess of total expenditure over
current receipts of the government. In a crude sense fiscal deficit determines
the increase in government liability due to budgetary operations in a period.
Another important indicator, namely, the Primary Deficit (PD) captures the net
impact of fiscal operations on the future indebtedness of the State. It is simply
the difference between FD and interest payment. The rationale of the concept is
that the interest payment is the outcome of accumulated past liability. If there is
surplus in PD the public liability shall decline and vice versa.

6.12 The salient features of key fiscal indicators, as analysed by the

Commission, are as under:-
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State remained revenue surplus during 2005 — 06, 2006 — 07 and
2007 — 08 which constituted 8.76%, 8.86% and 11.26% of the TRR
respectively during these years. Thereafter, Haryana confronted revenue
deficits from 2008 — 09 onwards which declined from 20.32 percent of
TRR in 2009 — 10 to 10.74% in 2010 — 11 and 4.77% in 2011 — 12
showing substantial improvement.

In terms of percentage to GSDP, revenue surplus which was 1.47% in
2007 — 08 turned into revenue deficit at 1.14%of GSDP in 2008 — 09 and
increased slightly to 1.92% in 2009 — 10 and then reduced to 1.04% in
2010 — 11 an further declined to 0.47% in 2011 — 12. This is a sign of
improvement.

Fiscal Deficit, as percentage to GSDP, rose to 3.6% in 2008 — 09 and
further to 4.5% in 2009 — 10 from 0.3% in 2005 — 06 due to Sixth Pay
Commission liability but declined to 2.75% in 2010 — 11 and further to
2.33% in 2011 — 12, showing a little improvement.

Ratio of salary expenditure including pensions to revenue receipts (TRR)
has sharply increased to 42.62% in 2008 — 09 and further rose to 50.64%
in 2009 — 10 from 28.37% in 2006 — 07 due to pay revision liability. But it
started declining to 49.36% in 2010 — 11 and further to 41.89% in
2011 -12.

Interest payment liability, as ratio to TRR, which was 15.16% in 2005 —
06 started declining and remained in the vicinity of 12 to 13 percent from
2006 — 07 to 2011 — 12 which is well within the manageable limit.

Though the consolidated debt liability of the State recorded a growth of
about 59% i.e. from Rs. 31,895.00 crore in 2005 — 06 to Rs. 50,688.34
crore in 2011 — 12 but as a proportion to TRR it declined from 230.23%
in 2005 — 06 to 165.88% in 2011 — 12.

The consolidated debt as a ratio to GSDP has been substantially
reduced from 29.29% in 2005 — 06 to 16.48% in 2011 — 12 which is well
within the permissible limit.
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e The Tax-GSDP ratio witnessed a drastic downfall

from 9.02%

in

2005 — 06 to 6.63% in 2011 — 12. This is a matter of serious concern as

state OTR could not consolidate the gains of economic expansion.

e The state annual plan expenditure recorded a marked growth of
270.47 % from Rs. 2,997 crore in 2005 — 06 to Rs. 11,103 crore in
2011 — 12. On an average, the plan performance of the State in the past

remained in the vicinity of 90%. During 2006 — 07, plan performance
touched a new height at 110.08%.

6.13 Comparative position of key fiscal indicators of Haryana with other States

is given in Table 6.7.

Table 6.7 : Comparative Position of fiscal and social indicators 2010 — 11

State RD/ GFD/ PD/ Debt/ Co/ Dev./ | SSE/TE
GSDP | GSDP | GSDP | GSDP GSDP | GSDP

Non-Spl. Category 0.1 25 0.6 27.5 2.2 10.5 -
1. Andhra Pradesh -04 2.0 0.4 23.7 1.9 11.2 38.9
2. Bihar -3.0 1.9 -0.2 29.8 4.3 154 38.2
3. Chattisgarh -2.9 -0.3 -14 14.5 25 14.3 50.2
4. Goa -2.0 1.7 -0.3 294 3.8 13.9 33.5
5. Gujarat 1.0 2.9 1.1 27.9 1.9 9.3 39.9
6. Haryana 1.0 2.7 1.5 17.5 1.5 8.8 39.6
7. Jharkhand 0.1 4.4 24 255 3.9 16.1 46.4
8. Karnataka -1.1 2.8 1.3 24.5 3.5 13.6 39.9
9. Kerala 1.3 2.8 0.7 30.3 1.2 7.4 334
10. Madhya Pradesh -2.5 1.9 0.1 27.8 3.2 14.6 39.0
11. Maharashtra 0.1 1.8 0.3 21.6 1.7 8.0 41.4
12. Odhisa -2.0 0.3 -1.2 241 2.2 12.0 42.3
13. Punjab 2.4 3.2 0.7 33.2 1.1 7.1 225
14. Rajasthan -0.3 1.3 -1.0 30.7 1.6 10.3 42.4
15. Tamil Nadu 0.5 3.2 1.7 221 24 10.6 40.2
16. Uttar Pradesh -0.6 3.0 0.5 40.9 3.5 13.2 37.7
17. West Bengal 3.6 4.1 1.2 40.7 0.5 8.0 41.9
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Il. Spl. Category 2.3 2.9 0.1 38.6 53] 20.1 -
18. Arunachal -0.2 -0.1 -0.5 42.6 20.2 49.3 28.1
Pradesh
19. Assam -0.1 1.9 0.1 254 1.9 11.6 39.5
20. Himachal 1.0 34 -0.2 18.3 3.3 18.1 37.3
Pradesh
21. J&K -0.9 4.3 0.2 58.7 111 29.9 29.1
22. Manipur -14.1 5.9 21 64.7 20.01 41.4 31.6
23. Meghalaya -1.8 2.4 0.6 30.8 4.1 231 36.7
24. Mizoram 0.4 10.6 6.5 77.0 10.2 47.2 38.6
25. Nagaland -7.3 2.8 -0.7 53.0 10.1 29.3 28.3
26. Sikkim -2.5 5.6 2.3 434 8.0 30.4 30.9
27. Tripura -4.7 1.4 -1.1 35.0 6.1 18.9 38.4
28. Uttrakhand 0.0 2.4 0.5 28.1 24 11.7 42.5
All States -0.0 21 0.5 23.8 2.0 9.4 39.0

Source: - RBI State Finances 2012-13

RD:- Revenue Deficit, GFD:- Gross Fiscal Deficit, CO:- Capital Outlay, SSE:- Social
Sector Expenditure, TE:- Total Expenditure, GSDP:- Gross State Domestic Product.

5.

6.14

Initiatives for fiscal and structural reforms

In recognition of the need for fiscal restructuring, the state government

embarked upon a host of fiscal restructuring and consolidation measures

consisting of revenue augmentation, expenditure compression and debt

containment. It has undertaken the following major reform measures:-

Organisational structure and staffing pattern of government departments
and organisations have been reviewed and rationalised. Surplus staff
has been redeployed for efficient use of their services.

Economy measures have been enforced and various steps taken to
contain growth in non-productive expenditure. All the schemes, plan and
non-plan, have been reviewed for redundancy, closer or merger.

With a view to mop up resources, measures for simplification of rules and
procedures have been adopted for better compliance of state taxes.
Uniform tax rates have been adopted and sale tax based incentives

phased out to achieve harmonization of taxes. Other measures like
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optimum recovery from existing sources, toning up of tax administration
etc. have also been taken up.

Haryana is the first State in the country to have adopted the VAT system
of taxation w.e.f. 15' April, 2003. It has paid rich dividends in terms of
substantially higher collections.

Stamp duty rates have been reduced from 15% to 7% in urban areas and
from 12% to 5% in rural areas for public convenience and better
recoveries. District Evaluation Committees have been set up to
determine reserve cost of properties for registration purposes.

Other measures like review of user charges in economic, social and
other services, review of explicit and implicit subsidies and grants-in-aid
were taken up for better targeting and phasing out.

The state government has also initiated sectoral and institutional reforms
for revamping strategic sectors like, power, irrigation, roads, water
supply, education, health etc.

Complete transparency has been introduced in budgetary process and
fiscal operations. The recommendations of the Committee on Disclosure
Norms in state budgets have been implemented. Major economic and
fiscal indicators have been displayed in the document “Budget at a
Glance”.

An innovative education policy has been launched focusing on re-
orientation of the education system. It would also help encouraging
private investment and self-financing in higher education.

A new industrial policy has been formulated to facilitate investment in
infrastructure sectors so as to attract foreign and private investment. This
policy would help generate employment opportunities in the private
sector besides encouraging self-employment opportunities.

The State has also adopted a new information technology (IT) policy
which would be educative as well as cost effective. Besides, an
Information Commission has also been set up for bringing transparency

in administration and other state operations.
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e The innovative Excise Policy launched since 2006 — 07 has worked
successfully yielding rich dividends and is reviewed from time to time to
achieve twin objectives of preventing dominance of liquor mafia or social
degeneration on the one hand and securing optimum revenue for the
government on the other.

e The state government has constituted a Resource Mobilisation
Committee under the chairmanship of the Chief Minister to suggest ways
and means for augmenting state resources and plugging leakages. The
actions taken on the measures suggested are reviewed by the
Committee from time to time.

e The state government has introduced the new Contributory Pension
Scheme w.e.f. 01.01.2006 and all employees recruited thereafter are
covered under this scheme. This measure would reduce pension liability

in future.

6.15 The Commission has been informed that the state government has
prepared a Special Economic Stimulus Package Fund for infrastructure
development on fast track basis in the fields of health, education, water supply
and sanitation, housing, government buildings, irrigation etc. Steps have also
been taken to accelerate the work on major infrastructure projects and
implementation of development schemes. As per the modalities for execution of
projects under Economic Stimulus Package to meet the challenge of economic
recession, a budget provision of Rs. 428 crore was made in 2011 — 12 and of
Rs. 420 crore in 2012 — 13.

6.16 The Commission has noted that the state government has also taken
several steps to contain its debt stock and debt serving charges. It has
implemented debt swap schemes and other debt relief schemes enunciated by
the central government and the Central Finance Commissions. These
measures intend to reduce interest payment liability of the State. Besides, the
state government has also constituted “Consolidated Sinking Fund” and
“Guarantee Redemption Fund” to meet payment obligations of state debt as
well as guarantees. This has led to containment of debt stock and reduction of
interest cost. A guarantee fee @ 2% has also been imposed.
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6.17 The Commission has noted that the state government formulated its
“Medium Term Fiscal Reforms Policy” in 2004 — 05 in accordance with the
recommendations of Eleventh Central Finance Commission and the guidelines
of the MOF/GOI with a view to achieving the fiscal milestones fixed for the
State. As per the recommendations of the Twelfth Central Finance Commission,
the state government has also enacted “Haryana Fiscal Responsibility and
Budget Management (FRBM) Act, 2005, envisaging elimination of revenue
deficit by 2008 — 09, containing fiscal deficit to 3% of GSDP, targeting debt
liability to 28% of GSDP and reducing interest payment liability to 15% of the
total revenue receipts. As required under FRBM Act, 2005, GOH is bringing out
additional budget document “Statements of Fiscal Policy and Disclosures. Like-
wise, another budget document “Budgetary Transfers to Local Bodies” is also
brought out as required by the 12" CFC.

6.18 This Commission has further noted that the state government has also
resorted to various other measures of fiscal consolidation consisting of revenue
augmentation, expenditure compression and debt containment. These
measures, in essence, envisage a target based framework to ensure that
government finances are managed with a view to achieving equitable long-term
macroeconomic stability with attainment of medium term growth targets of the
state’s economy. All these measures, taken together, have virtually led to
significant fiscal corrections and are expected to further improve the financial
position of the State. Consequently, the key fiscal indicators remained within the
limits envisaged in state’s FRMB Act, 2005. However, revenue deficit could not
be brought to zero level by 2008 — 09 due to Sixth Pay Commission liability.

6.19 The Commission has also considered the revised roadmap for fiscal
consolidation suggested for the states by the 13™ Central Finance Commission.
This revised roadmap requires the state government to attain zero revenue
deficit target from 2011 — 12 and maintain the same till 2014 — 15, reducing
fiscal deficit to 3% of GSDP from 2010 - 11 and maintaining the same till
2014 — 15 and containing outstanding debt liability as percentage of GSDP to
22.4% in 2010 — 11, 22.6% in 2011 — 12, 22.7% in 2012 — 13, 22.8% in
2013 - 14 and 22.9% in 2014 — 15. The Commission has also noted that in view
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of the revised fiscal roadmap, the state government has further amended its
existing FRBM Act, 2005. It has been further observed that the fiscal targets,
envisaged in the revised fiscal roadmap, have almost been achieved by the
state government. However, the revised target under FRBM for attaining
revenue deficit to zero level could not be achieved due to impact of pay/pension
revision and slow down in the economy in the past years. As for future
prospects, zero level revenue deficit is expected to be achieved by the state
government by the year 2014 — 15. However, the other fiscal milestones fixed in
the revised fiscal roadmap in regard to revenue deficit, fiscal deficit, debt liability
and interest payment have already been achieved and as such are within

manageable limits.
6. Results of study on Economic Analysis of State Finances

6.20 The Commission sponsored a study on economic analysis and normative
assessment of state finances to Prof. Narender Kumar Bishnoi, Chairman,
Economics and Business and Analytics Haryana School of Business and Head,
Business Development Group, Guru Jambheshwar University of Science and
Technology, Hisar. The summary of findings and recommendations of the study

are given below.
Findings

6.21 The main findings of the study report are as under:-

e Haryana being amongst the highest per capita income states in the
country ranks fourth in per capita income after Chandigarh, Goa and
Delhi.

e The achievements of the State in terms of human welfare related
indicators are not satisfactory being ranked at 17" place in terms of HDI
2008.

e Regional disparities in Haryana are rising rapidly. Per Capita Income of
Gurgaon in 2008 — 09 was Rs. 3,35,000 as against Rs. 38,700 in
Mahendergarh.
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The GSDP increased almost by 20% from the year 2008 — 09 onwards
whereas increase in revenue receipts had been modest at 13.8% in
2009 — 10 over the already low base in 2008 — 09.

The total wage bill went up from 3.8% of GSDP in 2007 — 08 to 4.8%
after Sixth Pay Commission liability but the total revenue expenditure
remained almost unchanged in terms of GSDP meaning, thereby, that
mainly the non-wage expenditure was restricted. The capital expenditure
also came down to around 1.5% of GSDP since 2008 — 09 onwards from
around 3% of GSDP.

As a result, the fiscal deficit soared to 4.5% of GSDP in 2009 — 10.

The public debt peaked at 26% of GSDP in 2003 — 04. Presently public
debt is below 18% of GSDP. State guarantees were above 14% of
GSDP in 2000 — 01 but since then there has been a downward march
and at present these are almost negligible.

Interest payment liability came down from 2% of GSDP in 2005 — 06 to
1.3% in 2008 — 09. It is still below 1.5% of GSDP.

The TRR which was 14% of GSDP in 2006 — 07 constantly came down
to 13% in 2007 — 08, to 10% in 2008 — 09 and further to 9.3% in
2010 —11.

Central transfers (SCT+GIA) improved from 2.12% of GSDP in 2005 — 06
to 2.44% in 2012 — 13.

The capital outlay has been less than 3% of GSDP from 2005 - 06 to
2011 - 12. In fact, over the last two years it has gone below 2% of
GSDP, perhaps due to control over burgeoning revenue and fiscal
deficits.

Position of the State in terms of OTR/GSDP ratio is not comfortable. This
ratio in states like Karnataka, Andhra Pradesh, Kerala and Tamil Nadu is
above 8% whereas Haryana is among the worse performing states with
OTR/GSDP ratio at about 6.5%.

In general, states spend 30 to 45 percent of their total expenditure on
social sector. Haryana ranks in between with around 40%.
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The committed expenditure (interest payment, administrative services
and pension payments) of the States constitutes between 20 to 40% of
the revenue expenditure. Haryana has done certainly better containing
this ratio below 30%.

Given the GSDP growth rate at 16.7% and keeping the fiscal deficit at
3% of GSDP per annum, the debt/GSDP ratio would stabilize at 20.96%
by the year 2050 — 51 while the interest burden shall remain around
1.6% of GSDP and 12% and 15% of total expenditure.

If the GOH could have maintained its fiscal deficit at 3% of GSDP, it
could increase its capital expenditure by Rs. 666.04 crore in 2010 — 11,
Rs. 1,598.08 crore in 2011 — 12 and Rs. 3,488.96 crore in 2012 — 13
according to the analyst. In this way the GOH missed an opportunity to
mobilize an additional amount of Rs. 5,753.08 crore over the last three
years.

The importance of this amount can be visualized by the lost opportunity
of GOH to set up 19 additional medical colleges one each in all the

districts where at present no medical college is available.

Assumptions for growth rates

6.22

The study report assumed different yardsticks for projecting revenues

and expenditures of the State for the award period of this Commission i.e. upto
2015 - 16, as under:-

The benchmarks for estimation in the study report have been taken from
the Haryana FRBM Act, 2005 in which GOH has undertaken to maintain
fiscal deficit at 3% of GSDP and maximum debt/GSDP ratio at 26%.

The GSDP growth has been projected at 16.7% per annum.

Revenue expenditure, except interest payment, has been projected as
per average trend rate from 1993 — 94 to 2011 — 12. For interest
payment, fiscal deficit is assumed to be maintained at 3% of GSDP and
average cost of interest at 10%.

OTR/GSDP ratio assumed by 13" CFC for Haryana is 8.6%, whereas in

the study report this ratio has been taken at 8.1%.
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Regarding estimation of ONTR, profits and dividends have been
projected to grow at 5% per annum. Interest receipts have been
projected at GSDP growth rate to maintain interest receipt/GSDP ratio.
For central grants, GIA/GSDP ratio has been maintained.

For all other variables in revenue receipts, trend growth rates from
1993 — 94 to 2011 — 12 have been adopted.

Capital expenditure has been estimated presuming capital receipts

accruing in response to fiscal deficit at 3% of GSDP.

Recommendations

6.23 The Study report contains following recommendations:-

The fiscal position encourages GOH to run fiscal deficit at 3 percent of its
GSDP so that it could get more resources to be used for various priority
activities.

The OTR and ONTR need to be improved substantially. The government
should set up two independent Commissions of experts to suggest
measures to augment the tax revenue and non tax revenue of the State.
The functioning of the state PSUs is far from satisfactory. The
government is duty bound to take steps to improve the functioning and
performance of the PSUs. If some of the PSUs cannot be made viable
they can be privatized or wound up as the case may be.

The GOH should establish a dedicated fund on the pattern of sinking
fund that shall take care of the periodic hike in the wage bill. A
predetermined fraction of the wage bill shall be transferred to this fund in
such a manner that new pay Commission award including the arrears
can be met out of this fund in future.

The GOH needs to prepare a strategic action plan to address the issue
of regional disparities. Ironically, despite Haryana doing exceedingly well
in industry and service sectors the image of the State remains mired as a
regressive society. Therefore, it is suggested that massive development
of infrastructure including multilane good quality highways for improving
the connectivity of the interior parts of the State with Delhi, Chandigarh
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7.

and Jaipur, development of aerotropolis in the less developed areas
(airport connectivity based metropolis housing globally linked knowledge
sector) shall go a long way in overcoming the image deficiency and
attracting new investment in the less developed regions of the State.

The GOH would do well to improve higher education more proactively. In
fact, the requirement is to develop internationally competitive institutions
of higher education. The locations of these institutions should be in the
socially regressive districts rather than in already developed ones.
Rationale behind this suggestion is that the research evidences prove
that presence of intellectuals and creative persons give a big boost to the
modernization of society and economy. Therefore, such institutions shall
help shift of population from low productivity agriculture sector to high
productivity industry and services. As a side effect, the desperation in the
vast section of population for being left out of the market economy shall
also be addressed in an indirect manner.

GOH should shed its conservative approach of fiscal management and
capital expenditure on education, medical care infrastructure
development needs to be enhanced on a massive scale to upgrade the
facilities to internationally competitive level for the State as a whole.

Observations of the Commission

6.24 The Commission has carefully gone through the economic situation and

fiscal scenario of the State including the fiscal correction measures embarked

upon by the state government. Besides, the findings of the study report and the

suggestions made therein have been reckoned as timely and should be kept in

view by the state government while reframing its future fiscal roadmap in

consonance with its FRBM Act and fiscal milestones fixed by the Central

Finance Commission.

6.25

In view of the above, following observations are also made to keep state

finances on right fiscal path:-

e As observed by the 13" CFC, it is important for the state government to

improve its OTR/GSDP ratio to 8.6% from 2013 — 14 onwards from
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8.

6.25

existing level of 6 to 6.5%. Tax growth needs to be made compatible with
GSDP trend rate or slightly higher than the GSDP growth rate.

Tax revenue constitutes a major portion of TRR and, as such, tax
potential needs to be fully exploited through comprehensive tax reforms
aiming at widening the tax base, rationalising tax structures,
enhancement of enforcement capabilities, developing better
management information systems through use of IT, withdrawal of tax
based exemptions/ concessions, toning of tax administration etc.
Effective steps should be taken to increase growth in own non-tax
revenue by improving cost recoveries in public services through
appropriate revision of user charges in the sectors of irrigation, drinking
water, sewerage, medical/technical/higher education, health services
from time to time. Bus fares and electricity tariffs should also be updated
from time to time to meet impact of increase in input costs. LBs need to
be given autonomy in fixing fees and user charges.

Explicit and implicit subsidies, grants-in-aid, incentives and subventions
need to be better targeted for intended purposes/beneficiaries and
further phased out to eliminate their continuance in perpetuity.

These is a need for restructuring expenditure policy. The focus should be
on adequate funding of infrastructure sectors including irrigation, power
and public works. Similarly, the outlay for social sector including health,
education, housing, water supply and sewerage etc. should be
substantially enhanced to improve social indicators.

Revenue expenditure, particularly the non-plan, needs to be kept at a
bare minimum by way of privatisation or outsourcing of some services,
encouraging contractual appointments, redeployment of works charged
staff and by adopting all possible austerity measures, especially in

runaway fuel consumption by adoption of innovative measures etc.
Estimation of Financial Resources of the State

As per its TOR, the SFC has to keep in view the financial position of the

State, particularly on revenue account, for determining the quantum of financial
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devolution to the local bodies. Therefore, the Commission is required to assess

the resources availability with the state government for its reference period from

2011 - 12 to 2015 — 16. The resources availability, as assessed by the

Commission in consultation with the state finance department, has been
indicated in Table 6.8.

Table 6.8 : Forecast of Financial Resources

(Rs. in crore)

Particulars Base Year | 2011-12 2012-13 2013-14 2014-15 2015-16
2010-11 Actual RE BE Ests. Ests.
Actual
A State Revenue
Account
1.Central Taxes 2,301.75 | 2,681.55| 3,170.29 | 3,483.90 4,180.68 5,016.82
2. Own Tax Revenue 16,790.37 | 20,399.46 | 24,289.81 | 28,784.34 | 33,457.65 38,912.97
(ato Q)
(a)Sales Tax (VAT) 11,082.01 | 13,383.69 | 16,450.00 | 19,288.61 | 22,760.56 26,857.46
(b)Excise Duties 2,365.81 | 2,831.89 | 3,000.00 | 4,000.00 4,480.00 5,017.60
(c)Goods & 387.14 429.32 470.00 520.00 572.00 629.20
Passenger Tax
(d)Stamps and Reg. 2,319.28 | 2,793.00 | 3,350.00 | 3,850.00 4,427.50 5,091.62
(e)Vehicle Tax 457.36 740.15 770.00 850.00 918.00 991.44
(f) Electricity Duty 130.27 166.43 183.00 201.40 221.54 243.70
(g)Others 48.50 54.98 66.81 74.33 78.05 81.95
3.0wn Non-Tax 3,420.94 | 4,721.65| 4,868.35| 5,162.48 5,559.47 5,990.64
Revenue (ato g)
(a)Interest 691.81 866.60 | 1,025.15| 1,097.85 1,152.74 1,210.38
Receipts
(b)Transport 761.73 852.96 | 1,010.00 | 1,315.00 1,446.50 1,591.15
(c)Irrigation 202.39 583.28 194.68 213.81 230.91 250.00
(d)Urban 97454 | 1,039.35| 1,150.00 | 1,200.00 1,320.00 1,452.00
Development
(e)Mines & 82.59 75.53 75.00 150.00 162.00 175.00
Geology
(f) Water Supply 40.03 42.96 42.00 4411 48.52 53.37
and Sewerage
(g)Others 667.85 | 1,260.97 | 1,371.52 | 1,141.71 1,198.80 1,258.74
4.Central Grants 3,050.62 | 2,754.93 | 5,495.62 | 6,349.61 6,984.58 7,683.01
(atoc)
(a)Non-Plan 1,765.98 | 1,246.51 | 2,323.78 | 2,737.98 3,011.78 3,312.95
(b)Plan 749.74 674.54 | 1,523.66 | 1,600.63 1,760.70 1,936.76
(c)Css 534.90 833.88 | 1,648.18 | 2,011.00 2,212.10 2,433.30
5.Total Revenue 25,563.68 | 30,557.59 | 37,824.07 | 43,780.33 | 50,182.38 57,603.44
Receipts (1+2+3+4)
B- Capital Account 241.05 303.36 456.64 317.29 348.39 380.58
(6+7)
6.Recovery of Loans 233.05 294,12 444.46 304.82 335.30 366.83

and Advances
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7.0ther Capital 8.00 9.24 12.18 12.47 13.09 13.75
Receipts
8.Total Revenue 28,310.19 | 32,014.89 | 40,987.45 | 46,223.56 | 51,046.94 56,423.13
Exp.
(i to ix) of which
N.P 22,058.68 | 24,222.91 | 29,810.62 | 32,419.81 | 35,804.32 39,364.76
Plan 6,251.51 | 7,791.98 | 11,176.83 | 13,803.75 | 15,242.62 17,058.37
(i) Salary 9,523.10 | 9,597.89 | 11,131.64 | 12,792.44 | 14,583.38 16,625.06
(if) Pensions 3,094.27 | 3,204.16 | 3,500.00 | 3,820.00 4,431.20 5,140.20
(iii) Interest 3,318.56 | 4,000.81 | 5,112.45| 6,301.65 6,931.82 7,625.00
Payment
(v) Maintenance of 889.91 | 1,640.17 | 1,466.61 | 1,566.90 1,754.93 1,965.52
Capital Assets
(vi) Social Security 1,441.35 | 1,468.59 | 1,579.04 | 1,649.50 1,781.46 1,923.98
Pension
(vii) Subsidies (RE) 2,939.84 | 3,576.58 | 5,129.13 | 4,260.25 4,601.07 4,969.16
(viii) Grants to Local 710.02 928.38 | 2,057.75| 2,195.89 2,371.56 2,561.29
Bodies
(ix) Others 6,393.14 | 7,598.31 | 11,010.83 | 13,636.93 | 14,591.52 15,612.92
9.Capital Exp. (i to ii) 4,752.97 | 5,999.41 | 5,425.84 | 6,850.03 7,877.53 9,059.16
(i) Capital Outlay 4,031.10 | 5,372.34 | 4,677.62 | 5,766.49 6,631.46 7,626.18
(if) Disbursement of 721.87 627.07 748.22 | 1,083.54 1,246.07 1,432.98
Loans & Advances
10.Revenue Deficit 2,746.51 | 1,457.30 | 3,163.38 | 2,443.23 864.56 | (-) 1,480.31
(8-5)
As %age to GSDP 1.04 0.47 0.90 0.59 0.18 (-) 0.26
11.Fiscal Deficit (8+9 7,258.43 | 7,153.35| 8,132.58 | 8,975.97 8,380.61 7,084.52
—5t07)
As %age to GSDP 2.74 2.33 2.30 2.18 1.74 1.25
12.GSDP 2,65,034 | 3,07,606 | 3,53,440 | 4,11,429 4,81,372 5,68,019
(QE) (AE) (PE) (Ests.) (Ests.)
13. Tax/GSDP Ratio 6.34 6.63 6.87 7.00 6.95 6.85

(%)

Source: - State Budget Documents. (Budget at a glance)

* Note:- GSDP Growth Rate:- 2011-12= 16%, 2012-13 = 15%, 2013-14 = 16.5%

2014-15 = 17.0%, 2015-16 = 18.0%

6.26 The financial resources as depicted in Table 6.8 upto the year 2013 — 14

are based on the budget documents for 2013 — 14. Resources availability for

the years 2014 — 15 and 2015 — 16 has only been assessed which is, more or

less, based upon the guidelines of the Planning Commission for 12" Five Year

Plan. While projecting resources availability upto the year 2015 — 16, the fiscal

targets envisaged in the revised fiscal roadmap suggested by the 13" Central

Finance Commission, have also been kept in view. However, some adjustments

have been made where deemed necessary. The Commission has found these

estimates more reliable as these have been formulated keeping in view past

trends, current developments and future potentials. Prior to undertaking this
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exercise, the Commission also over-viewed the resources estimates submitted
by the state government to the 13" CFC and also the normative assessment of
state resources made at its own level by the 13™ CFC, but these estimates were
not found suitable for this exercise and as such not acceptable to the

Commission.

6.27 Amongst the various issues that were deliberated upon, it was desired
that the methodology and assumptions underlying the estimates of state
resources for various items need to be finalised. Accordingly, the Commission
decided on adopting the following methodology and assumptions for estimation

of state resources for its award period i.e. upto the financial year 2015 — 16:-
General Assumptions

e Estimates of revenue receipts have been made at prevailing rates of
taxes/tariffs/cesses i.e. at 2012 — 13 level. No revision on this front has
been assumed for the forecast period.

e All estimates of receipts and expenditures have been made at current
level of prices i.e. at the prices of the corresponding years.

e Cost escalation or inflation rate has been assumed moderate at 5% per
annum wherever is applicable.

e Certain exceptions have been made to those items which are neutral to
inflation like debt servicing charges etc.

e In fact, for estimation of financial resources for its award period 2011-12
to 2015 -16, the Commission should have taken financial year 2010 —-11
as the base year. This could not be done as actual figures of receipts
and expenditures for the year 2011 — 12, revised estimates for 2012 — 13
and budget estimates for 2013 — 14, have been made available. As such
budget estimates for the year 2013 — 14 have been taken as the basis for
projecting resources estimates for the years 2014 — 15 and 2015 - 16.
However, these budget estimates have been updated in view of latest
trends observed upto September, 2013 and further non-recurring items

of receipts and expenditures have been excluded from future projections.
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For projecting GSDP estimates, the Planning Commission assumed
growth rate at 17.51% for Haryana 12" FYP (2012 — 17), where as the
13"™ CFC and Prof. N.K. Bishnoi suggested trend growth rate of GSDP at
16.7% upto the years 2014 — 15 and 2015 — 16. State government
projected GSDP at 16.5% for the year 2014 — 15. It is pertinent to
mention here that the Commission needed only nominal GSDP and not
the constant GSDP for its intended purposes. It is also worthwhile to
record here that nominal GSDP of the State has been growing above
19% during previous years. Keeping all these aspects in view, the
Commission decided to go midway and as such adopted GSDP growth
rate of 17% in 2014 — 15 and 18% in 2015 -16.

Projection of Receipts

Share of central taxes has been projected to grow at 20% per annum
which is in line with the stipulation of the Planning Commission for 12"
FYP, but a little higher than 18% suggested by the working group of the
Planning Commission.

State’s Own Tax Revenue (OTR) has been projected at 16.5% per
annum as against 14% suggested by the state government and 23.5%
adopted in the study report on state finances. The 13" CFC and the
Planning Commission have projected OTR on average tax buoyancy
worked out by them. The 13" CFC assumed tax/GSDP ratio at 8.6% and
the working Group of the Planning Commission at 6.7%, whereas Prof.
N.K. Bishnoi assumed this ratio at 8.6%.

However, different growth rates have been adopted for different taxes as,
VAT 18%, Excise Duties 12%, Stamps and Registration 15% and other
taxes 10%.

A growth rate of 11% has been adopted by the Commission for Own
Non-Tax Revenue (ONTR) as against 6.5% suggested by the state
government and 10% suggested by the Working Group of the Planning

Commission and 12% suggested by the Planning Commission.
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Other items of ONTR have been projected at 10% and 8% on trend
basis.

Central grants have been projected at 10% per annum as suggested by
the 13" CFC and the Planning Commission.

A trend growth rate of 10% has been applied to project capital receipts.

Projection of expenditure

6.28

Revenue expenditure observes an average trend growth rate of 11% as
against 14.5% adopted in the study report.

Expenditure on salaries, pensions and interest payments has been
projected at growth rates of 14%, 16% and 10% respectively in
conformity with the guidelines of the Planning Commission for 12" FYP.
Expenditure on maintenance of capital assets is projected to grow at
12% in view of price escalation.

Social security pensions, subsidies and grants-in-aid have been
projected at 8% per annum.

Other non-plan expenditure is assumed to grow at 7% per annum.

A growth rate of 15% has been applied on capital expenditure just to

increase outlays on social services.

The salient features of state finances as assessed on the basis of the

above assumptions are as under:-

The total revenue receipts have been estimated to increase to Rs.
57,603.44 crore in 2015 — 16 from Rs. 25,563.68 crore in 2010 — 11,
recording an overall growth of 125% with compounded annual growth
rate of 15%.

The revenue expenditure records an average annual growth rate of 11%
to Rs. 56,423.13 crore in 2015 — 16 from Rs. 28,310.19 crore in
2010 — 11. However, during this period revenue expenditure records an
overall growth of 99%.

The projected scenario of state finances shows signs of improvement as
growth of revenue receipts (125%) outpaces the growth in revenue
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expenditure (99%). In other words, average annual growth rate of 15% in
revenue receipts is higher over growth of 11% in revenue expenditure.

e Consequently, revenue account of the State shows substantial
improvement as revenue deficit of Rs. 2,746.51 crore in 2010 — 11 is
expected to turn into a revenue surplus of Rs. 1,480.31 crore in
2015 - 16.

e The revenue deficit as percentage to GSDP which was 1.04 percent in
2010 — 11 is estimated to deplete gradually upto 0.18% in 2014 — 15 and
ultimately, it is likely to turn into a surplus of 0.26 percent of GSDP in
2015 - 16.

e Similarly, the fiscal deficit is likely to reduce to 1.25% of GSDP in
2015 - 16 from 2.74% in 2010 — 11.

e Own Tax Revenue (OTR), which is an important segment of TRR, is
likely to improve slightly to 6.85% of GSDP in 2015 — 16 from 6.34% in
2010 — 11. OTR/GSDP ratio needs to be improved to 8.6% as stipulated
by the 13™ CFC. However, efforts have been made to relate OTR growth
rate (16.5%) to GSDP growth rate.

6.29 Table 6.8 reveals that the total revenue receipts of Rs. 57,603.44 crore
would be available to the state government during the year 2015 — 16,
consisting of central taxes at Rs. 5,016.82 crore (8.7%), Own Tax Revenue at
Rs. 38,912.97 crore (67.6%), Own Non-Tax Revenue at Rs. 5,990.64 crore
(10.4%) and Grants-in-aid at Rs. 7,683.01 crore (13.3%). Total Revenue
Expenditure has been estimated at Rs. 56,423.13 crore for 2015 - 16 including
Non-Plan Expenditure at Rs. 39,364.76 crore (70%) and Plan Expenditure at
Rs. 17,058.37 crore (30%). Consequently, the Revenue Account of the State for
the year 2015 — 16 shows substantial improvement with revenue surplus at
Rs. 1,480.31 crore which constitutes 0.26 percent of the GSDP.

6.30 While forecasting balances on revenue account of the State upto the
year 2015 — 16, the Commission has closely examined the committed liabilities
of the State including expenditure on salaries & wages, pensions, interest
payments, maintenance of capital assets and other pressing demands.
Focussed plan strategy of the State in its 12™ Five Year Plan for building of
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socio- economic infrastructure has also been kept in view. The Commission is
hopeful that the resources of the state government would be sufficient to take
on the liability of financial devolution suggested in this report without distorting
the trends of key fiscal indicators. With these expectations, the Commission is
of the firm view that the state government would be accepting and implementing
the recommendations of this Commission in letter and spirit, which are just and
modest.

9. Other issues impacting on state finances
6.31 As per the template suggested by the 13" CFC for the design of reports

of SFCs, the SFC is also required to analyse the situation of such other issues
impacting on state finances, as implications of recommendations of previous
SFCs, funds directly transferred to the implementing agencies by the GOI
outside the state budgets, impact of state guarantees and direct absorption of
liabilities of local bodies. The latest status is given in following paras.

Financial implications of recommendations of previous State
Finance Commissions (SFCs)

6.32 The overall status of the recommendations of earlier SFCs along with
financial implications has been explained in detail in Chapter 4 of this report.
However, the summary position has been given in Table 6.9.

Table 6.9 : Financial implications of recommendations of previous State Finance

Commissions (SFCs) (Rs. in crore)
Particulars PRIs ULBs Total
I. First SFC (1997-2001)
As Recommended 567.48 301.83 869.31
As Implemented 1.00 65.36 66.36
(7.63%)
Il. Second SFC (2001-06)
As Recommended 696.22 421.29 1,117.51
As Implemented 50.00 50.00 100.00
(8.95%)
lll. Third SFC ( 2006-11)
As Recommended 1,651.27 889.17 2,540.44
As Implemented 847.99 456.61 1,304.60
(51.35%)

Source: - State Finance Department

6.33 Table 6.9 reveals that the state government did not pay due attention to

the recommendations of earlier SFCs. The 1% SFC recommended financial
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devolution of Rs. 869.31 crore for local bodies covering the period 1997 — 2001
against which funds of Rs. 66.36 crore only were transferred, which constituted
7.63 percent of the total devolution. Likewise, funds worth Rs. 100 crore were
transferred to local bodies against total devolution of Rs. 1,117.51 crore
recommended by the 2" SFC for the period 2001 — 06, which constituted
8.95% of the total devolution. However, in case of 3 SFC, the total transfers of
Rs. 1,304.60 crore formed 51.35 percent of the total devolution of
Rs. 2,540.44 crore recommended for local bodies for the period
2006 — 11.

6.34 Besides financial devolution, the 3™ SFC also recommended special
dispensation of Rs. 45 crore for various purposes, like capacity building. Rs. 12
crore, creation of data base and maintenance of accounts. Rs. 10 crore,
strengthening of engineering wings of Panchayats and Urban Local Bodies
Departments Rs. 8.00 crore, upgradation of fire services. Rs. 5.00 crore and
meeting pension liabilities of urban local bodies Rs. 10.00 crore. This
recommendation of 3 SFC was not accepted by the state government.

6.35 The 3™ SFC further recommended creation of an Incentive Fund to
reward the efforts of performing local bodies doing relatively better in fiscal
management, internal resources generation, better management of common
property resources, implementation of national and state level programmes and
other core areas like enrolment at primary level, small family norms,
environmental improvement, sanitation, conservation of water and energy
resources, awareness about community mobilisation, protection of women
foeticide and other emerging areas. The corpus of the Fund was fixed at the
amount equal to 10 percent of the annual devolution recommended by the
Commission for local bodies. The entitlement of each unit of local bodies was
related to the relative performance in the identified economic and social
indicators. This recommendation of the Commission was also not accepted by
the state government.
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6.36 As regards measures for internal resource generation by the local bodies
suggested by previous SFCs, the state government had not implemented these
also.

6.37 Thus, the survival of local bodies is largely dependent upon
budgetary support from the state government. Any scheme of devolution
of resources from State level to these institutions would have to be very
limited due to budgetary constraints. Thus, there is a need for greater

efforts to be put in by local bodies for internal resource generation.

Funds transferred by the Government of India to state
implementing agencies outside the state budget

6.38 GOl has been transferring a sizeable quantum of funds directly to state
implementing agencies for the implementation of various schemes/programmes
in the social and economic sectors. As these funds are not routed through the
state budget/state treasury system, the annual accounts do not capture the flow
of these funds and, to that extent, the state’s receipts and expenditures as well
as other fiscal variables/parameters derived from them are underestimated. To
present a holistic picture on the availability of aggregate resources, funds
directly transferred to state implementing agencies during 2009 — 10 and
2010 — 11 are presented in Table 6.10.
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Table 6.10 : Funds transferred directly to state implementing agencies by

the GOI
(Rs.in crore)
Sr. | Programme/Scheme Central Share
No. 2009-10 |2010-11
1 Member of Parliament Local Area 9.39 23.09
Development Scheme (MPLADS)
2 National Rural Employment 117.89 141.12
Guarantee Scheme
3 Indira Awas Yojana 52.26 59.75
4 Swaranjayanti Gram Swarozgar 24.71 28.04
Yojana
5 Desert Development Programme 27.22 22.51
6 Integrated Wasteland Development 3.84 3.06
Programme
7 District Rural Development Agency 11.45 18.31
(Administration)
8 Backward Region Grant Fund 30.23 26.75
9 Sarva Shiksha Abhiyan 273.07 419.52
10 National Programme for education of 2.45 1.72
girls at elementary level
11 Kasturba Gandhi Bal Vidhalaya 0.47 0.85
12 National Rural Health Mission 174.45 250.19
13 | National Horticulture Mission 56.00 51.50
14 | Micro-Irrigation Scheme 212 0
15 | Pradhan Mantri Gram Sarak Yojana 283.72 157.75
16 | National Food Security Mission 28.65 0
17 | Scheme for Central share support to 7.38 0
State extension programme for
extension reforms
18 | Mid day meal 0 103.96
Total 1,105.30 | 1,308.84

Source:- State Finance Accounts 2010-11
6.39 Table 6.10 shows that GOI directly transferred funds worth Rs. 1308.84
crore to the state implementing agencies (central share) during 2010 — 11 which
was 18 percent higher over Rs. 1,105.30 crore transferred during 2009 — 10.
State implementing agencies included organisations/institutions including non-
governmental organisations which are authorised by the state government to
receive funds from the Government of India for implementing specific

programmes in the State.
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6.40 As these funds are not routed through the state government accounts,
the direct transfer of funds from GOI to the state implementing agencies runs
the risk of oversight of maintenance of accounts and utilisation of funds by
these agencies. In the absence of uniform accounting practices followed by all
these agencies, proper documentation was not in place and timely reporting
about the status of expenditure by these implementing agencies was not being
done. The expenditure in the finance accounts was understated to that extent.

6.41 A big chunk of funds is transferred to rural and urban areas each year
through various central schemes for creation of community assets as well as for
strengthening of economic and social infrastructure. These resources should
also be kept in view by the SFCs while recommending financial devolution for
local bodies.

State Guarantees to Public Sector Undertakings and Local
Bodies

6.42 State guarantees are provided to State Public Sector Undertaking
(PSUs) i.e. Statutory Corporations, Govt. Companies, Cooperative
Banks/Societies, Municipal bodies and Panchayati Raj Institutions to enable
them to procure loan assistance from financial institutions for financing
infrastructural projects. In addition to the budgetary support through loans,
subsidies and equity, the state government also facilitates the financing of state
PSUs and other institutions by way of issuing guarantees and letters of comfort.
Guarantees constitute contingent liabilities on the State’s Consolidated Fund in
case of defaults by the borrowing entities. Thus, in the event of invocation of
guarantees or defaults by the borrowing agencies to honour guarantees, the
State is required to meet their debt related liabilities.

6.43 The position of state guarantees has been consolidated in Table 6.11. It
indicates that the total state guarantees outstanding as on 31.03.2009 were at
Rs. 4,575 crore, consisting of Rs. 4,563 crore for PSUs and Rs. 12 crore for
Municipal Corporations. These constituted 2.51 percent of the GSDP. During
the subsequent years i.e. 2009 — 10 and 2010 — 11, the level of outstanding
guarantees slightly declined, meaning thereby, that the borrowing institutions
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continued to liquidate or pay back their liabilities of guarantees as per their

respective maturity profiles.

Table 6.11: Statement of outstanding state government guarantees

Rs. in crore)

Category Outstandin | Outstandin | Outstandin | Outstandin Guarantee fee received
gason gason gason gason
31.03.09 31.03.10 31.03.11 31.03.12
2009- 2010- 2011-
10 11 12
A. Statutory Corps/ 4,563 4,565 4,528 5,602 20.97 0.55 53
Govt. Companies/
Coop. Banks
/Societies
B. Municipalities 12 0.09
/Corps.
C. Panchayati Raj
Institutions
Total (A+B+C) 4,575 4,565 4,528 5,602 21.06 0.55 53
Guarantees as ratio 251 2.04 1.71 1.82
to GSDP (%)

Source: - Finance Accounts 2010-11 and RBI-State Finances

6.44 It has been noted that the bulk of outstanding guarantees pertains to
PSUs. The Municipal Corporations used to procure institutional finance against
state guarantees in the past. Now this practice is reported to have been
dispensed with and, as a result, the total state guarantees of Rs. 12 crore
outstanding on 31.03.2009 stands discharged and, as on 31.03.2011,there are
no guarantees outstanding against Municipal Corporations. The Municipal
Committees and Councils did not avail the facility of state guarantees for
obtaining loan assistance from financial institutions. As regards PRIs, these
bodies do not undertake to finance major infrastructural projects and hence

these are not utilising institutional finance nor obtaining state guarantees.

6.45 The 12" CFC had noted that the magnitude of outstanding guarantees of
state governments increased from Rs. 1,540.8 billion as on 31.03.2009 to Rs.
1,838.1 billion as on 31.03.2010 which constituted 2.8 percent of GDP. With a
view to contain the fiscal risks associated with guarantees, 12" CFC
recommended that all States should impose a limit or ceiling on their contingent
liabilittes through their FRBM Acts and that States set up Guarantee
Redemption Fund (GRF).
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6.46

The issue of state guarantees was taken up with the Finance

Department. It was revealed that certain measures have been taken to contain

the fiscal risk of invocation of guarantees, as under:-

There had not been any occasion or instance in the past where
guarantees have been invoked and in default thereof, the state
government had to discharge the guarantees related liability.

The state government constituted a “Guarantee Redemption Fund
(GRF)"during 2003 - 04 to meet the contingent liabilities of guarantees.
The balance in GRF was Rs. 69.87 crore as on 31.03.2012 and Rs.
75.24 crore as on 31.03.2013. As there had not been any instance of
invocation of guarantees, the entire amount stood invested.

The state government has imposed a guarantee fee or commission at
the rate of 2 percent of the maturity amount which is paid by the
borrowing agency to state account at the time of withdrawal of loan
amount. The guarantee fee received during 2009 - 10 was Rs. 21.06
crore, during 2010 — 11, Rs. 0.55 crore and during 2011 — 12, Rs. 5.37
crore.

The state government has also constituted a “Consolidated Sinking Fund
(CSF)” during 2003 - 04 and authorised the RBI to maintain the CSF that
provides a cushion for amortisation of repayment liability of market
borrowings. The balance in CSF which was Rs. 523.85 crore as on
31.03.2011 increased to Rs. 714.97.85 crore as on 31.03.2012 and
further rose to Rs. 925.81 crore as on 31.03.2013.

As reported by the RBI, 25 States including Haryana have put in place
ceilings (statutory or administrative) on the guarantees (outstanding or
incremental) laying down limits within which the government may stand
guarantee on the security of the Consolidated Fund of the State. The
Haryana State Finance Department has also laid down certain guidelines
regulating the operation of guarantees, which are being strictly followed.
It has been reported that the procedure for extending guarantees is being
gradually modified to the extent that the borrowing agencies as well as

financial institutions are constantly persuaded to seek or sanction loans
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against hypothecation of the assets/stocks/inventories rather than

against state guarantees.

6.47 After taking stock of current scenario of state guarantees, the
Commission observes that the measures taken by the state government for
regulation of state guarantees seem to be in order and sufficient. The
Commission further observes that the future incidence of state guarantees is
not likely to have adverse impact on finances of local bodies as well as on state
finances. As such, the Commission has come to the conclusion that no relief or
dispensation is required to be provided or recommended for local bodies on this
account.

Direct absorption of liabilities of local bodies by the State

6.48 The template suggested by the 13" CFC has also desired the SFCs to
study and review the position regarding direct absorption by the state
government of the liabilities of the local bodies on account of salaries, pensions,
debt servicing, repayment of loans, provident funds etc. The matter was taken
up with the Departments of Panchayati Raj and Urban Local Bodies. The
Commission has been informed that there is no cadre staff at PRIs
establishments. Funds are, therefore, needed by the PRIs only for operation
and maintenance of their local level obligatory and general functions/services
and other development activities which are funded partly from their own
resources and partly from funds flowing to them from other sources. Further, it
has also been noticed that PRIs do not utilise institutional finance as these
bodies do not undertake major infrastructural projects. In view of the above, it is
concluded that the state government does not directly finance any such pending
liabilities of the PRIs.

6.49 In terms of Haryana Municipal Services Rules, 1982, there is a vast
cadre of different posts borne on municipal establishments. The municipal
cadres consist of administrative, technical, non-technical, clerical, supervisory
posts etc. The total expenditure on establishment constitutes between 65 to
70% of the total expenditure. Besides, a contributory pension scheme has also

been introduced covering all municipal employees and, as a result, 50%
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municipal share has also to be paid by the concerned municipal committee
besides other retiral benefits. The municipal corporations and other well
performing councils also procure institutional loans against state guarantees or
hypothecation of stocks resulting in substantial debt related liabilities. The entire
expenditure on salaries, pensions, loan repayment, debt servicing charges,
operation and maintenance of municipal services and other developmental
activities are discharged by the concerned municipality through their own
resources and other untied transfers from various sources. Such liabilities of
urban local bodies are, thus, not the direct responsibility of the state

government.

6.50 The Commission was informed that pending or overdue liabilities of local
bodies on these accounts used to be directly funded in the past by the state
government through additional budgetary support on case to case basis. This
was not a usual means of financing specific expenditure needs of local bodies.
The Commission has been further informed that after enactment of conformity
legislations subsequent to 73 and 74™ CAAs, no particular incidence of
financing outstanding liabilities of local bodies has come to the notice of the

state government.

6.51 The Commission has also tried to analyse various budget documents,
particularly expenditure heads 3604, 2215 and 2217 through which budgetary
support is channelized to the PRIs and ULBs on regular basis for various
purposes. The position of budgetary support to local bodies has been indicated

in Table 6.12, as under:-
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Table 6.12 : Budgetary Support to Local Bodies (Rs. In crore)

Particulars 2010-11 2011-12 2012-13 2013-14
Actuals Actuals BE BE
A- Panchayati Raj Institutions (PRIs)
(a) Compensations and Assignments (i to iii) 6.30 0.42 0.42 0.42
i) 3604 - in lieu of Land Holding Tax 0.20 0.20 0.20 0.20
if) 3604 - in lieu of Income loss from ferries 0.43 0.22 0.22 0.22
iii) 2515 - in lieu of abolition of House Tax 5.67 - - -
(b) Sharein State Taxes/Duties (i+ii) 99.34 169.44 216.21 234.43
i) 3604- Share in State Excise 37.34 48.04 80.53 78.40
if) 2515- Share in Surcharge on VAT 62.00 121.40 135.68 156.03
(c) Finance Commission Devolution (i+ii) 236.43 394.53 497.62 586.95
i) Central Finance Commission Devolution 101.17 157.53 231.26 273.56
if) 2515 - State Finance Commission Devolution 135.26 237.00 266.36 313.39
(d) 2515- Other Transfers (i+ii) 88.38 2.55 4.25 10.24
i) 2515 - Matching Grant-Govt. Share 8.38 2.55 4.25 10.24
if) 2515 - Spl. Dev. Works in Rural Areas 80.00 - - -
Total-A- Panchayati Raj Institutions (PRIS) 430.44 566.94 718.50 832.04
B- Urban Local Bodies (ULBS)
(a) Compensation and Assignments (i) 0.12 0.12 0.12 0.12
i) 3604 - in lieu of abolition of Profession Tax 0.12 0.12 0.12 0.12
(b) Share in State Taxes and Duties (i+ii+iii+iv) 294.80 591.04 1,154.60 1,291.11
i) 3604 - Share in State Excise 43.15 40.65 143.90 100.00
ii) 3604 - Share in LADT - - - -
iii) 2217 - Commission (2%) on Stamp Duty 3.65 - 468.00 567.00
iv) 2217 - Share in Surcharge on VAT 248.00 550.39 542.70 624.11
(c) Finance Commission Devolution (i+ii) 80.12 190.72 239.60 278.09
i) 2217- Central Finance Commission 40.43 62.97 92.45 109.34
if) 2217- State Finance Commission 39.69 127.75 147.15 168.75
(d) Other Transfers (i+ii+iii+iv) 113.14 154.80 690.68 666.76
i) 2217 - Spl. Dev. works in Municipal Areas 37.30 127.36 356.38 409.84
if) 2217- Dev. of satellite and counter magnet towns - 1.70 85.00 90.00
iii) 2217- Grants to HUDA for NCR satellite around 75.35 25.74 236.80 154.42
Delhi
iv) 2217- Strengthening of Fire Services (Sharing 0.49 - 12.50 12.50
Basis)
Total B- Urban Local Bodies (ULBS) 488.18 936.68 2,085.00 2,236.08
C- G. Total (A+B) PRIs +ULBs 918.62 | 1,503.62 2,803.50 3,068.12

Source:- State Budget Documents

139




6.52 Table 6.12 indicates that budgetary support to PRIs and ULBs has
substantially increased to Rs. 1,503.62 crore in 2011 — 12 from Rs. 918.62
crore in 2010 — 11. It is likely to go to Rs. 2,803.50 crore in 2012 — 13 and
further to Rs. 3,068.12 crore in 2013 — 14. It would also be seen that funds are
transferred to local bodies through various sources under multifarious schemes.
There is no indication that budgetary allocations have been made to meet
specific outstanding liabilities of local bodies.

6.53 The Commission has noted that own tax and non-tax sources of local
bodies are inadequate to meet their own expenditure requirements particularly
on account of salaries, pensions, proper operation and maintenance of basic
services being provided by these bodies. But sufficient untied funds are
transferred to local bodies to meet their consumption needs through various
channels such as, devolutions of CFC and SFC, shares in state excise
duties/surcharge on VAT/stamp duty, compensatory grants etc. which are
utilized by these bodies as per their priorities. However, the Commission
observes that funds flow to local bodies through existing channels is sufficient to
meet all their financial needs and they do not have to depend on additional

budgetary support on these accounts.

6.54 The 2" and 3" SFCs of Haryana had confronted some specific problems
of urban local bodies and accordingly recommended some relief measures to
clear their outstanding liabilities on salaries, pensions and debt repayments.
This Commission had also asked the Departments of Panchayati Raj and Urban
Local Bodies to indicate financial implications of outstanding liabilities of local
bodies. The requirements indicated by the Urban Local Bodies Department
seemed to be purely infrastructural and plan related, hence, not requiring
specific relief package from the Commission.
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CHAPTER -7

DEVELOPMENT PROFILE OF LOCAL BODIES AND
FUNCTIONAL DECENTRALISATION

1. Development Profile of Local Bodies

A. Profile of Panchayati Raj Institutions in Haryana

7.1 As per 2011 census, the total population of Haryana is 253.51 lakh of
which rural population is 165.09 lakh constituting 65.12% of the total population.
Bhiwani district has the largest rural population forming 7.95% of the total rural
population and Panchkula district is the smallest with only 1.50% of the total
rural population. For administrative purposes, the entire State has been divided
into 4 divisions overseeing functioning of 21 districts.

7.2 There is a three tier system of Panchayati Raj Institutions (PRIS) in
the State comprising of Gram Panchayat (GP) at the village level, Panchayat
Samiti (PS) at the block level and Zila Parishad (ZP) at the district level. There
are 6,841 villages, 6,083 Gram Panchayats, 124 Panchayat Samitis and 21 Zila
Parishads in the State. There are 515 GPs having 2 villages and 172 GPs
having more than 2 villages under them. There are 59 single villages having two
GPs and 10 single villages having more than 2 GPs. It is further observed that
Yamuna Nagar is the largest district having 636 villages and 441 gram
panchayats whereas Rohtak is the smallest district with 143 villages and 141
GPs. The average population per village works to 2,413 persons. The
distribution of Gram Panchayats, villages and rural population district-wise is set
outin Table 7.1.
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Table 7.1: District wise details of GPs, Villages and Population

S. Name of No. of No. of % to Total rural % age to Male Female
No District GPs Villages total Population rural
as per number population
2011 of
census | Villages

1 | Ambala 405 470 6.87 6,27,576 3.80 3,51,703 | 2,95,873
2 | Panchkula 121 219 3.20 2,48,063 1.50 1,33,153 | 1,14,910
3 | Yamuna 441 636 9.30 7,41,376 4.49 3,93,957 | 3,47,419

Nagar
4 | Kurukshetra 382 415 6.06 6,85,430 4.15 3,61,020 | 3,24,410
5 | Kaithal 270 269 3.93 8,38,293 5.08 4,45,931 | 3,92,362
6 | Karnal 372 434 6.34 10,50,514 6.36 5,567,110 | 4,83,404
7 | Panipat 167 186 2.72 6,50,352 3.94 3,49,642 | 3,00,710
8 | Sonipat 323 332 4.85 9,96,637 6.04 5,38,750 | 4,57,887
9 | Rohtak 141 143 2.09 6,15,040 3.73 3,32,034 | 2,83,006
10 | Jhajjar 249 260 3.00 7,15,066 4.33 3,84,219 | 3,30,847
11 | Faridabad 111 149 2.17 3,70,878 2.25 1,98,103 | 1,72,775
12 | Gurgaon 210 242 3.53 4,72,179 2.86 2,51,462 | 2,20,717
13 | Mewat 308 439 6.41 9,65,157 5.85 5,06,086 | 4,59,071
14 | Palwal 239 280 4.09 8,06,164 4.88 4,28,907 | 3,77,257
15 | Rewari 351 403 5.89 6,66,902 4.04 3,49,710 | 3,17,192
16 | Mahendragarh 344 370 5.40 7,89,233 4.78 4,16,358 | 3,72,875
17 | Bhiwani 461 444 6.49 13,13,123 7.95 6,96,212 | 6,16,911
18 | Jind 300 306 4.47 10,28,569 6.23 5,50,519 | 4,78,050
19 | Hisar 309 269 3.93 11,90,443 7.21 6,34,139 | 5,56,304
20 | Fatehabad 245 245 3.58 7,62,423 4.62 4,00,814 | 3,61,609
21 | Sirsa 334 330 4.82 9,75,941 5.91 514,177 | 4,61,764

Total 6,083 6,841 1,65,09,359 | 100.00 87,74,006 | 77,35,353

Source:- Panchayat Department

Structural Arrangements prior to 73" Constitutional Amendment

7.3 It would be useful to have an idea about the status of PRIs before the
promulgation of Haryana PRIs Act, 1994. The Gram Panchayat Act was passed for
the first time in 1952 by the erstwhile State of Punjab and Panchayats have been
functioning at village level since then under the provisions of this Act. The other
two tiers viz. Panchayat Samitis and Zila Parishads were formed under the
Panchayat Samiti and Zila Parishad Act, 1961 and this structure continued to
function till 1973 when, on the recommendations of an adhoc committee, Zila
Parishads were abolished in Haryana. Elections to the Pachayat Samitis were not
held regularly and continued to be frequently postponed. The institution of Gram

Panchayat, however, continued to have elections despite frequent delays.

7.4 Procedurally, Zila Parishads stood abolished and the Panchayat

samitis were not effective and fully operational. The Panchayat Samitis consisted
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of 16 members elected by Panches and Sarpanches of Gram Panchayats in the
Block, 2 members representing cooperative societies, 1 member representing the
market committees in the Block. There existed a provision for 6 co-opted members
in addition to MLAs who were “Associate” members without any voting rights. The
Sub-Divisional Magistrate and the Block Development officers were also co-opted
as ex-officio members. The Gram Panchayat at village level consisted of 4 to 10
member Panches and the Sarpanch was elected from amongst the members.
Reservation for Women and Scheduled Castes was provided for. The PRIs which
came into existence in the early sixties went through a period of stagnation during
1965 — 85. In Haryana the importance of these institutions continued to rapidly
decline. The role of Panchayat Samitis was largely confined to channelizing some
grants and giving some technical support in the field. While the structure of Gram
Panchayats was more or less intact, the resources at their disposal were quite

meagre.

7.5 Due to inherent weaknesses in the PRIs, the trend towards
centralisation of powers and functions at state level led to growth of departmental
hierarchies particularly in fields like education, health and public health which in
earlier times fell in the domain of the local bodies. Primary and middle schools,
which fell in the domain of Local District Board prior to 1957, were provincialised
and, hence, the entire burden of expanding education facilities at their levels was
taken over by the state government. Similar is the position in respect of health
infrastructure net work which is manned and funded by the state government. In
respect of water supply the entire programme of providing water facilities not only
in rural areas but even in municipal areas barring Faridabad Municipal Corporation,

has been taken over by the Public Health Engineering Department (PHED).

Structural Arrangements of PRIs after 73" Constitutional
Amendment

7.6 The 73 Constitutional Amendment Act, 1992 infused vitality and
strength to the PRIs. It mandated a three tier system at the village level, block level
and district level. Reservation for Scheduled Castes, Scheduled Tribes and women
have been ensured in every panchayat in proportion to their population. At least
one third of the total seats are required to be reserved for women, including those
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seats reserved for Scheduled Castes and women. Seats on a similar basis have
also been reserved in respect of posts of Chairpersons at each of these levels.

7.7 Constitutional amendments embody two other major provisions, one
relating to elections and other relating to constitution of Finance Commissions. As
regards the provision for elections, it has been provided that the new PRIs must be
constituted at all these levels before the expiry of a period of 6 months from the
date of its dissolution, if and when it occurs. The other provision provides for the
constitution of Finance Commissions in States within one vyear of the
commencement of the 73" constitutional amendment and, thereafter, at the
expiration of every fifth year. These two provisions are the milestones of the new
and revitalised Panchayati Raj System.

7.8 As a sequel to the 73 constitutional amendment, the Haryana
government enacted the Haryana Panchayati Raj Act, 1994. This provides for a
three tier system. As a result, the Zila Parishads were constituted after more than
two decades. Members of the Zila Parishad are now elected directly under the new
Act. It further provides for the co-option of Chairman of all PSs within the district as
ex-officio members and Members of Parliament and Members of Legislative
Assembly whose constituencies lie within the district are associated as ex-officio
members. These now have a right to vote in meetings except in the case of
election of the President and Vice President. Likewise, members of the Panchayat
Samitis are to be elected directly from territorial constituencies within the
Panchayat Samiti areas. One member of Panchayat Samitis is elected per
population of 4,000 and the number of elected members vary between 10 and 30.
MLAs whose constituencies fall wholly or partly in the PS area, and all the
sarpanches of the GPs, are co-opted as members. In the case of GPs, the
Sarpanch is directly elected by village voters by secret ballot and six to twenty
Panches are elected from wards in a panchayat area. The Chairman and the Vice-
Chairman in the Zila Parishad and Panchayat Samitis are to be elected indirectly
by and from amongst its elected members.

7.9 A special feature of the new enactment is the reservation for women
and Scheduled Castes, not only in respect of election of Panches and members of
PSs and ZP, but also with regard to election of Sarpanches and Chairpersons of
PSs and ZPs. It may be stated that four historic elections to the PRIs were held in
Haryana in December 1994, March 2000, April 2005 and June 2010 under the
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supervision and control of the State Election Commission. More than 50% of the
elected Sarpanches and Chairpersons at the ZP and PS level belonged to the
reserved categories. The position on general elections held in June, 2010 has
been depicted in Table 7.2.

Table 7.2: Composition of PRIs (2010)

Sr. Office Total Elected General Scheduled Caste | Backwar
No. No. of | Members d Class
Seats
Men Women Men Women

1. Sarpanches of 6,083 6,083 3,264 1,587 797 435 -
Gram
Panchayats

2. Members of 58,857 58,857 | 24,889 15,342 6,349 6,424 5,853
Gram
Panchayats

3. Charipersons 119 119 45 51 10 10 3
of Panchayat
Samitis

4, Members of 2,772 2,772 1,341 715 356 241 119
Panchayat
samitis

5. Presidents of 21 21 10 7 1 3 -
Zila Parishads

6. Members of 374 374 172 99 19 33 21
Zila Parishads
Total 68,226 68,226 | 29,721 17,801 7,532 7,146 5,996

Source: - Panchayat Department

B. Profile of Urban Local Government in Haryana

7.10

Urban Local Bodies are important institutions of self governance

providing municipal services and civic amenities in urban areas. Presently, there
are 78 Urban Local Bodies in Haryana consisting of 9 municipal corporations, 14

municipal councils and 55 municipal committees.

7.11 Haryana has made rapid strides towards urbanisation since 1966. The
decadal growth rate of the urban population in Haryana is higher than that of the

rural population. The urban population increased from 61,15,304 in 2001 to
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88,42,103 in 2011, registering an absolute increase of 27,26,799 persons. In this
way, the share of urban population has increased from 29.00% in 2001 to 34.88%
in 2011. Decadal growth of 9.85% has been recorded in rural areas and 44.60% in

urban areas.

7.12 Nearly one half of the State falls in the National Capital Region (NCR)
around Delhi and this area is experiencing a high rate of urbanisation. 13 districts
of Haryana fall in the NCR. Out of the total population of 2,53,51,462, population of
NCR area is 1,35,88,337. Rapid urbanisation necessarily implies that Urban Local
Bodies have to provide additional civic amenities and services.

7.13 In the last 50 years (1961 — 2011) during which total population grew
more than three times, the urban population has grown about seven times. The
urban population recorded a marked decadal growth of 50.84% during the period
1991 — 2001 as against the overall growth of only 28.43%. Urban population ratio
increased from 29.00% in 2001 to 34.88% in 2011. This steep increase pointedly
underscores the need for systematic planning for proper urban growth. Table 7.3
depicts the position.

Table 7.3: Status of urban population

Census No. of Growth of urban population
Year cities/
towns
Total population | Urban Percentage of urban
(in lakh) population population to total
(In lakh) population
1901 54 46.23 5.74 12.42
1911 36 41.75 4.50 10.78
1921 39 42.56 4.81 11.30
1931 41 45.60 5.65 12.39
1941 45 52.73 7.06 13.39
1951 62 56.74 9.69 17.08
1961 61 75.91 13.08 17.23
1971 65 100.36 17.73 17.67
1981 81 129.22 28.27 21.88
1991 94 164.63 40.54 24.62
2001 106 210.83 61.15 29.00
2011 154 253.51 88.42 34.88

146



7.14 The position regarding the number of towns, the decennial population

growth and scenario of urban population is given in Table 7.4.

Table 7.4: Decennial growth of urban population (1951-2011)

Year No. Of Towns | Total Decennial Urban Decennial
Population | Growth Population | Growth (%)
(in lakh) 10%) (in lakh)
1951 62 56.74 - 9.69 34.98
1961 61 75.91 33.79 13.08 34.98
1971 65 100.36 32.21 17.73 35.55
1981 81 129.22 28.76 28.27 59.45
1991 94 164.63 27.40 40.54 43.40
2001 106 211.44 28.43 61.15 50.84
2011 154 253.51 19.90 88.42 44.60

7.15 The district-wise share of rural and urban population as per census of 2001

and 2011, in percentage terms, has been shown in Table 7.5.

Table 7.5: District-wise share of rural and urban population (%)

State /Districts Population Share of Population Share of total
total Population (2001) | Population (2011)

State Rural Urban Rural Urban

Haryana 71.08 28.92 65.12 34.88
S. No. | Districts
1. Panchkula 55.51 44.49 45.13 54.87
2. Ambala 64.98 35.02 55.62 44.38
3. Yamuna Nagar 62.27 37.73 61.06 38.94
4. Kurukshetra 73.89 26.11 71.07 28.93
5. Kaithal 80.61 19.39 78.03 21.97
6. Karnal 73.85 26.15 69.73 30.27
7. Panipat 59.47 40.53 54.03 45.97
8. Sonipat 74.85 25.15 69.48 30.52
9. Jind 79.70 20.30 77.18 22.82
10. Fatehabad 82.64 17.36 80.96 19.04
11. Sirsa 73.72 26.28 75.25 24.75
12. Hisar 74.10 25.90 68.27 31.73
13. Bhiwani 81.03 18.97 80.20 19.80
14. Rohtak 64.94 35.06 57.98 42.02
15. Jhajjar 77.83 22.17 74.61 25.39
16. Mahendergarh 86.51 13.49 85.57 14.43
17. Rewari 82.21 17.79 74.18 25.82
18. Gurgaon 64.42 35.58 31.18 68.82
19. Mewat 92.49 7.51 88.62 11.38
20. Faridabad 22.20 77.80 20.56 79.44
21. Palwal 80.82 19.18 77.35 22.65
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Evolution of local government

7.16 The first municipal committee was established in Gohana in Haryana
in 1883. The beginning of local self government during British rule can be traced to
the institution of municipal committees which were constituted to carry out local
improvements under the supervision of the Divisional Commissioners. It was in
1882 that municipal committees were enlarged and powers were given at district
headquarters. The 1884 Act made provision for people’s representation in the
municipal committees and the number of non-official and elected members were
also increased. The Punjab Municipal Act of 1911 was further amended in 1929,
envisaging the extension of the elected representatives. The Punjab government
passed the East Punjab Local Authorities (Restriction of Functions) Act, 1947
which empowered the state government to assume functions of local authority if it
was not capable of discharging the functions assigned to it.

7.17 The Haryana Municipal Act, 1973 was enacted in 1973 to regulate
the functioning of Urban Local Bodies in Haryana. Besides, a large number of rules
and byelaws were framed on various subjects like municipal accounts, delimitation
of wards, management of municipal properties and construction of buildings to
facilitate the working of municipal committees. Earlier the municipal bodies were
categorised as A, B, C type of municipalities. As per present classification, the
municipalities are in three classes. Municipal Committee for urban population not
exceeding 50,000; Municipal Council for population exceeding 50,000, but not
exceeding 5,00,000; and Municipal Corporation with population exceeding
5,00,000. The factors taken into account for determination of municipal area are
population of the area, density of population therein, revenue generation for local
administration, percentage of employment in non-agriculture activities, economic
importance, or such other factors as the State may deem fit.

Administrative Structure of ULBs

7.18 The functioning of municipal councils and committees is regulated
under the Haryana Municipal (Amendment) Act, 1993 and municipal corporations
by a separate Haryana Municipal Corporation Act, 1994. These Acts empower the
state government to assume functions of a local authority if it was not capable of
discharging the functions duly assigned to it.
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7.19 Under the Haryana Municipal Act, 1994, a large number of powers
are still vested in the government. To quote a few, the authority for the constitution
of the committee, deciding its jurisdiction, nomination of councillors, removal of
President/Members, constitution of municipal services etc, vest in the state
government.

7.20 Section 38 of the said Act empowers the government to constitute
municipal services including those of Administrators/Chairmen, E.Os, M.Es, T.Ps
and Secretaries at state level and one or more other municipal services at district
level in connection with the affairs of the municipalities, recruitment to which may
be made by either state government or the Director Local Bodies or the Deputy
Commissioners as provided in the rules.

7.21 In terms of Haryana Municipal Services (Integration, Recruitment and
Conditions of Services) Rules, 1982, the following categories of posts fall under the

state level municipal services:-

Name of Service Appointing Authority

Administrators

State Government

Executive Officers -do-
Secretaries -do-
Municipal Engineers -do-
Asstt. Town Planners -do-

Junior Engineers Director Local Bodies

Superintendents -do-
Accountants -do-
Chief Sanitary Inspectors -do-
Fire Station Officers -do-
7.22 Besides, there are about 18 categories of Haryana municipal district

level services. Broadly, these categories include staff like Technical Inspectors,
Non Technical Inspectors, Draftsmen, Head Clerks/ Assistants, Stenographers,
Drivers, Clerks, Supervisors, Peons, Mates/Malis, Sanitary Inspectors, Station Fire
Officers, Chief Foremen, Drivers, Firemen and other Class IV employees and
Sweepers. Traditionally, the staff in municipality is grouped on functional basis with

the numerical strength depending on work load.
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7.23 Main functions of the municipalities are tax collection, fee collection,
fire management, engineering, development works, sanitation, rent collection,
management of municipal properties, arrangements for street lightning, gardening

and general supervisory roles concerning administration and accounts.
2. Functional Decentralisation to Local Bodies

7.24 Functional devolution to local bodies is instrumental for their
empowerment through the process of democratic decentralization. Thus, it is
necessary to empower them through transfer of local level functions. The functional
domain of local bodies has considerably expanded with the inclusion of 11" and
12" Schedules in the Constitution. Now the State Legislature has been empowered
to transfer functions and responsibilities listed in newly created 11" and 12"
Schedules to the rural and urban local bodies. The 11" Schedule lists 29 functions
for PRIs and 12" Schedule lists 18 functions for ULBs. The Commission observed
that the state government has taken a number of steps for empowering local

bodies both, PRIs and ULBs, through the process of democratic decentralisation.

A. Functional Transfers to PRIs

7.25 The scope of functions to be devolved on the PRIs under the new set
up is indeed very wide. The Eleventh Schedule lists 29 items which fall under the
purview of the Panchayati Raj Institutions. The Haryana Panchayati Raj Act, 1994
broadly enumerates these items and Section 21 of the Act specifically provides for
sub items under each of these broad heads which have been made the
responsibility of the Gram Panchayats. A perusal of this list would indicate that
apart from regulatory, maintenance and general civic functions, the panchayats are
required to undertake developmental and promotional functions in the spheres of
agriculture, animal husbandry, rural and cottage industry, education, health and
social & cultural upliftment of their areas. The 29 functions enlisted in the Eleventh
Schedule are as follows :

1. Agriculture, including agriculture extension.

Land improvement, implementation of land reforms, land consolidation
and soil conservation.

3. Minor irrigation, water management and watershed development.
4. Animal husbandry, dairying and poultry.
5. Fisheries.
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14.
15.
16.
17.
18.
19.
20.
21.
22.
23.

24.
25.
26.

27.

28.
29.

7.26

Social forestry and farm forestry.

Minor forest produce.

Small scale industries, including food processing industries.
Khadi, village and cottage industries.

Rural housing.

Drinking water.

Fuel and fodder.

Roads, culverts, bridges, ferries, waterways and other means of
communication.

Rural electrification, including distribution of electricity.
Non-conventional energy sources.

Poverty alleviation programme.

Education, including primary and secondary schools.
Technical training and vocational education.

Adult and non-formal education.

Libraries.

Cultural activities.

Markets and fairs.

Health and sanitation, including hospitals, primary health centres and
dispensaries.

Family welfare.
Women and child development.

Social welfare, including welfare of the handicapped and mentally
retarded.

Welfare of the weaker sections, and in particular, of the Scheduled
Castes and the Scheduled Tribes.

Public distribution system.
Maintenance of community assets.”

Likewise, a similar list has been provided under Section 75 of the

Haryana Panchayati Raj Act 1994 under each of these broad heads, which further

contains provisions for the preparation and consolidation of annual plans and

performance of such other functions by Panchayat Samiti, as may be entrusted to

it by the Government or the Zila Parishad. The Zila Parishad has been largely

given supervisory and co-ordinational role and Section 137(l) of the Act provides

that the Zila Parishad shall advise, supervise and co-ordinate the functioning of the

Panchayat Samitis in the district.
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Delegation of Functions & Duties to PRIs

7.27 A mechanism was provided through a Haryana Government
notification no. DPN-PA-95/23517-726, dated 23.05.95 to delegate certain duties
and functions of supervisory and monitoring nature to the three levels of PRIs with
regard to 16 important departments, namely, Development and Panchayats, Food
and Supplies, Welfare of SC/BC, Water Supply and Sanitation, Forests, Women
and Child Development, Agriculture, Animal Husbandry, Power, Social Defence
and Security, Horticulture, Ayurveda, Health, Education, Irrigation and Rural
Development. Further, recognising the role of PRIs in planning and implementation
of rural development schemes, certain functions and responsibilities in respect of
12 departments were transferred in 2001 to PRIs alongwith control over
functionaries also. Further, to strengthen the process of decentralization, activity
mapping of various departments was prepared and circulated on 17.0.2.2006
under which, funds, functions and functionaries were to be devolved to the PRIs. It
has been reported that a number of activities of 10 departments, namely, Food and
Supplies, Social Justice and Empowerment, Women and Child Development,
Public Health, Animal Husbandry, Health, Irrigation, Forests, Agriculture and
Education, have been transferred to the PRIs alongwith funds and functionaries.
Under this activity mapping matrix dated 17.02.2006, concerned departments have
been advised to create a Panchayat window in the budget of the department.
Pursuant to activity mapping, five departments namely, Food and Supplies, Social
Justice and Empowerment, Women and Child Development, Public Health and

Animal Husbandry have issued instructions to implement the decisions.

7.28 In compliance, thereof, Food and Supplies Department constituted
block and district levels Vigilance Committees to ensure fair distribution of PDS
items. The Chairman of the Panchayat Samiti has been designated as Chairperson
of the block level committee. Under Social Justice and Empowerment Department,
pensions to senior citizens, widows, handicapped, destitutes etc. are distributed
through gram panchayats. Animal Husbandry Department has constituted a
committee for recording procurement of milk and members of PRIs have been
incorporated in the committee. A village level committee has been constituted by
the Women and Child Development Department with a lady sarpanch or lady
panch to ensure greater participation of PRIs in service delivery. Public Health
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Engineering Department has transferred collection of water charges to gram
panchayats. In addition to it, PHED has also transferred single village six tube
wells based schemes to the PRIs along with funds for operation and maintenance.
Till date 2,764 tube-wells located in 1,506 habitations have been handed over to
gram panchayats. Further, the state government has also constituted a high
powered committee under the chairmanship of Chief Secretary to review the

progress under activity mapping of departmental functions.

7.29 With a view to empower PRIs, the state government has recently

introduced new initiatives, as under:-

» In order to have effective participation of PRIs in the development process,
the Haryana Panchayati Raj Finance, Budget and Accounts Rules, 1996
were amended from time to time and latest on 26.04.2012 whereby financial
powers of Panchayati Raj Institutions for execution of development works
have been increased as per details given below:-

= Gram Panchayat From Rs. 3.00 lakh to Rs. 5 lakh for each work
= Panchayat Samiti From Rs. 5 lakh to Rs. 10 lakh for each work
= Zila Parishad From Rs. 10 lakh to Rs. 15 lakh for each work

» Gram Panchayats have been empowered to appoint safai karmis for
cleanliness in the villages and for the said purpose 10,296 safai karmis have
been appointed all over the State.

» Most of the Centrally Sponsored Schemes such as, Sampoorna Gramin
Yojana, Indira Awas Yojana, Drinking Water and Rural Sanitation, National
Rural Employment Guarantee Scheme and other national level schemes
catering to rural areas are being implemented through active participation of
the PRIs.

» A new scheme of developing Model Villages was launched to provide city
like amenities in select villages and the GPs have been given the duty of
providing basic services and their maintenance through funds flowing from
the state government. The civic amenities to be provided in Model Villages
comprise of pavement of streets, drainage for disposal of waste water,
pipelines for supply of drinking water including lateral connections for
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household, street lights, construction of retaining walls and other facilities.
So far 98 villages have been identified for developing as Model Villages.

On the pattern of Haryana Urban Development Authority, a Haryana Rural
Development Authority (HRDA) has been set up to meet housing,
environmental and other civic infrastructural needs of the rural areas. The
objective is to provide urban-like facilities, preventing migration to cities,
utilizing youth energies to creative activities with public participation and
involvement of PRIs. The basic objective is to promote regulated and
planned growth in villages and their peripheries.

State Government has decided to allot residential plots of 100 yards to the
SC and BPL families in the villages. Basic infrastructure facilities such as
internal roads/streets, drinking water pipelines, drainage facilities, power
supply, community building sites will be provided in these colonies. In the
first phase, 3,75,753 families have been allotted plots in 4,900 villages

where shamlat land was available.

In order to facilitate proper participation of PRIs in the development
process, state government, in a major policy decision during 2006 — 07,
allowed honoraria to the elected representatives of PRIs, the latest rates of
which are as under:-

e Sarpanches and Panches have been sanctioned honoraria @

Rs.2,000/- and Rs. 600/- p.m. respectively.

e Honorarium for Chairperson of Panchayat Samiti is Rs. 6000/-
p.m.; Vice Chairperson and Member of the Panchayat Samitis
have been allowed honoraria @ Rs.2,500/- p.m. and Rs. 1,250/-
p.m respectively.

e Honoraria in respect of Presidents and Vice-Presidents of
Zila Parishads have been fixed at Rs. 7,500/- and Rs. 6,000/- p.m.
respectively. The Members of the Zila Parishads have been
allowed an honorarium @ Rs. 2,500/-p.m.
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7.30 Apart from the above, the following new decisions/ steps are being

taken up by the government for empowerment of PRIs:-

» The President, Zila Parishad would now henceforth be the Chairman of
DRDA and Deputy Commissioner the Executive Chairman. ACRs of
Block Development and Panchayat officers are now initiated by the
chairpersons of block samitis.

» All funds/ grants-in-aid under all the schemes are transferred directly to
GPs through on line mode.

» Administrative approval for all the works (except HRDF) is given by GPs
without any capping.

» The GP or PS or ZP, as the case may be, shall be competent to accord
administrative approval of works from their respective funds, without any
capping. For works estimated upto Rs. 10 lakh, the GP will have the
discretion to either execute the works itself (directly or through a local
contractor) or entrust the work to the PR Engineering Wing; and for
works estimated beyond Rs. 10 lakh, the GP shall get the work executed
through the Panchayati Raj Engineering Wing, which may get the work
executed either departmentally or through a contractual agency. The ZP
shall excute the works itself or get it done through a contractor or entrust
the works to the Panchayati Raj Engineering Wing upto an estimated
cost of Rs. 15.00 lakh. The work beyond these limits shall be got
excecuted through the engineering Wing.

» Members of Zila Parishads and Panchayat Samitis shall have the power
to inspect the development works in their respective wards.

» To further boost the resources of panchayats, the state government has
formulated a scheme whereby the gram panchayats would facilitate the
recovery of power bills in the panchayats and also get regularized illegal
kundi connections in the villages. In lieu of this, the GPs would be
incentivized to the extent of 20% of the enhanced power bill recovery
and Rs. 200/- per new regular connection.

» In view of the limited resources of income and poor financial position of
Panchayat Samitis and the Zila Parishads, it has been decided that a
grant to the tune of Rs. 50.00 lakh every year would be given to each PS
and Rs. 10.00 lakh per year to each member of ZP from the District Plan
Funds.

B. Functional Devolution to Urban Local Bodies

7.31 In conformity with the 74™ Constitutional Amendment, the state

government has enacted the Haryana Municipal (Amendment) Act, 1994, which
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provides for specific areas of responsibility of the municipalities and their power to

raise revenues, through obligatory as well as discretionary taxation measures.

Provision has also been made for transfer of 18 functions as mentioned in the 12"

Schedule of the Constitution. These local bodies are required to discharge the

following functions, as provided in Section 66A of the Haryana Municipal Act,

1973:-

a)

b)

Xi)
Xii)
Xiii)
Xiv)
XV)
XVi)
Xvii)
Xviii)

7.32

The preparation of plans for economic development and social
justice.

The performance of functions and implementation of schemes in
respect of the following matters, namely:

urban planning including town planning;

regulation of land use and construction of buildings;

planning for economic and social development;

roads and bridges;

water supply for domestic, industrial and commercial purposes;
public health sanitation, conservancy and solid waste management;
fire services;

urban forestry, protection of the environment and promotion of
ecological aspects;

safeguarding the interests of weaker sections of society including the
handicapped and mentally retarded;

slum improvement and up-gradation;
urban poverty alleviation;

provision of urban amenities and facilities such as parks, gardens,
playgrounds;

promotion of cultural education and aesthetic aspects;

burial grounds, cremations, cremation grounds and electric
crematoriums;

cattle ponds, prevention of cruelty to animals;
vital statistics including registration of births and deaths ;

public amenities including street lighting, parking lots, bus stops and
public conveniences;

regulation of slaughter houses and tanneries.

State government has over-riding powers to take over any of the

functions relating to maintenance or construction of water works, sewerage works

or roads for a period not exceeding ten years, in case the government is satisfied

that the committee has neglected to perform its duties. Under such powers,
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provided under Section 67 of the Haryana Municipal Act, 1973, the maintenance
and provision of water supply and sewerage was taken over by the state
government from the ULBs w.e.f. 01.04.1993 and handed over to the Public Health
Engineering Department except in the case of Faridabad Municipal Corporation.
The functioning of the Municipal Councils and Committees is regulated under the
Haryana Municipal Act, 1973, whereas the Municipal Corporations are being

governed by a separate Haryana Municipal Corporation Act, 1994.

7.33 The Commission has been informed that out of the aforesaid 18
functions, 12 functions have already been transferred to the ULBs. The remaining
6 functions have not yet been transferred. However, the ULBs are being involved in
implementation of these functions. As such the municipalities are not presently

performing the following functions:-

) Preparation of plans for economic development and social justice;
i) Urban planning including town planning;

i) Urban forestry, protection of environment and ecology;

iv) Water supply for domestic, industrial and commercial purposes;

V) Safeguarding the interests of weaker sections of society, including
the handicapped and mentally retarded.
vi) Promotion of cultural, educational and aesthetic aspects.

Observations and Suggestions

7.34 The Commission observes that though a good beginning has been
made by the state government in the direction of democratic decentralisation
through devolution of functions to the local bodies, but the pace of progress has
been very slow. The Commission further feels that the delegation orders remained
on paper only due to lack of political will, apathy of bureaucracy, incapacity of
elected representatives of local bodies, absence of cooperation among different
tiers of local bodies and lack of healthy interface between elected representatives
and functionaries. Perusal of delegation orders further reveals that these
delegations do not go far enough and have not succeeded in making much dent
toward functional decentralisation. What, in fact is needed is the firm conviction
and belief in decentralized governance. Many more responsibilities need to be
assigned to local bodies for making them true units of local governance. Thus, the

Commission suggests that all those schemes falling within easy
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implementation capacity of the PRIs should be wholly transferred to them.
Further, a much more comprehensive exercise needs to be carried out to
identify and transfer all those schemes of local relevance to the PRIs along
with funds and functionaries which are presently being implemented by the
line departments.

7.35 Though the state government has constituted a high level committee
under the chairmanship of the Chief Secretary to monitor the implementation of
activity mapping matrix and to review the progress, yet the impact is not
encouraging. Meetings of the committee are rarely held. The Commission has
been informed that the first meeting of the committee was held in 2008 and the
second meeting in 2010. It has been further reported that no meeting of the
committee could be held after 2010. The Commission views this situation very
seriously. The Commission suggests that the committee should hold its
meetings frequently at least once in six months and the decisions taken
should be strictly implemented in a time bound manner. As a follow up, each
department covered under the activity mapping should issue relevant
instructions and guidelines to the subordinate offices indicating the
schemes/funds allocated to the PRIs and the role assigned to them so that
the departmental officers and elected representatives of local bodies could

clearly understand their precise role in the new set up.
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CHAPTER 8

NORMS AND STANDARDS OF PUBLIC HEALTH SERVICES-
WATER SUPPLY, SEWERAGE AND STORM WATER DRAINAGE

8.1 This Chapter sets out to examine the norms and standards of water
supply, sewerage & other municipal (public health engineering related) services
and the growing expenditure on the same in order to throw light on the scope and
burden of services on the State which will have to be borne by LBs in course of
time. The United Nations General Assembly Resolution (2010) recognized the right
to safe and clean drinking-water as a “human right that is essential for the full
enjoyment of life”. The Human Rights Council Resolution (2010) recognized that
the right to water and sanitation is derived from the right to an adequate standard
of living which is contained in several international treaties with references to the
WHO Guidelines for Drinking-Water Quality. This Commission observes that
addition of Schedules 11 and 12 subsequent to 73® and 74" CAAs has
substantially enhanced the functional responsibilities of local bodies. Besides,
greater emphasis being laid on urbanisation and industrialisation is also causing
heavy strain on urban infrastructural services. Due to financial constraints, the
municipal bodies have not been able to maintain a satisfactory level of
infrastructure development and civic services. They have been depending on state
budgetary support even for meeting the operational and maintenance costs of their

essential services.

8.2 Water supply, sewerage and storm water drainage are the core
functions of urban local bodies. As these functions were not being discharged
satisfactorily by the municipal bodies due to their poor financial position, lack of
technical expertise and weak institutional capacity, state government took over
these functions w.e.f. 1993 for operation, maintenance and augmentation besides
infrastructure creation. Municipal bodies are now concerned only with local
sanitation and disposal of solid waste and garbage. However, in rural areas public
services are skeletal and the function of water supply is being transferred to PRIs

in a phased manner.
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8.3 Since the core functions of water supply, sewerage and storm water
drainage are carried out by the Public Health Engineering Department (PHED), the
Commission sought basic information relating to these functions from the PHED for
assessing financial requirements for their proper operation and maintenance. It has
been reported that the PHED has drawn out a composite plan with a design period
of 30 years, upto the year 2033, by examining the actual financial requirements of
each of the municipal towns. The observations of the Commission regarding these
functions are, thus, based on the data furnished by the PHED. However, for other
basic public services, assessment of financial requirements has been made in

another chapter.
Water Supply

8.4 Water is such a precious commodity that sustains life. The critical
importance of assured potable water supply is gauged from the fact that both urban
and rural populations are steadily growing while, on the other hand, groundwater is
depleting and canal supplies are limited. Whereas basic demand is growing,
lifestyle changes are also sending expectations soaring. Rural consumers are
expecting standards of services in terms of quantity, time and quality what urban
consumers have been enjoying since long. In fact, consumers of both areas are

clamouring for more supply putting strains on both supplies & infrastructure.

8.5 Haryana has always lacked adequate water resources equitably spread
across the breadth of the State. The main source: River Yamuna flows at the
eastern end of the State nourishing that belt. The western & southern parts, though
having seasonal rivers & streams, were basically arid and desert like with deep
ground water sources, much of it brackish or non-potable. An enormous
investment was required to quench the thirst of more than two thirds of Haryana.
The State embarked upon a very ambitious plan of action to build a canal system
to promote agriculture and provide safe drinking water. The network is augmented
by a large number of deep bore-wells. Now all the villages/outlying habitations are
covered with supply of piped potable water.

8.6 There are, therefore, two types of drinking water supply schemes which
are being executed in rural and urban areas. In areas where ground water is
sweet, tube-well based schemes are executed and water pumped into the

distribution system after proper chlorination. In areas where ground water is saline,
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canal based schemes are implemented. In Haryana only piped water supply
schemes are being executed.

Status of Water Supply in rural areas

8.7 At the time of formation of Haryana in 1966, drinking water facilities
existed in only 170 villages covering a population of 2.20 lakh persons. These
were schemes supplying water @ 20 liters per capita per day (Ipcd). After the
formation of Haryana, great emphasis was laid on providing water supply in all the
villages and initially the standard norm was kept @ 40 Ipcd. However, a survey in
1992 revealed around 3,623 villages as deficient where water supply fell below the
approved norm of 40 Ipcd. These were given special attention and the quantum of
water supply restored to 40 Ipcd by 1999. In a survey of December 2004, 1,971
villages were identified as deficient villages where water supply was less than 40
Ipcd. Out of these, water supply in 1,844 villages was improved by 31.03.2011,
leaving a balance of 127 deficient villages. During the financial year 2011 — 12,
PHED augmented water supply facility in 943 habitations.

8.8 Various state and central schemes are being implemented in rural
areas for augmenting water supply. National Accelerated Rural Water Supply
Programme was introduced in 1977 — 78 to supplement the state government
efforts by augmenting drinking water supply allowance to a level of 55 Ipcd. Under
the National Drinking Water & Sanitation decade (1981 — 91), all the 6,759 villages
were provided with at least one safe source of drinking water by 31% March 1992.
The Desert Development Programme (DDP) introduced in 1989 meant for the arid
belt of Hisar, Bhiwani, Sirsa, Fatehabad, Rohtak, Jhajjar, Mahendergarh and
Rewari districts is helping to supply drinking water upto a level of 70 Ipcd including
30 Ipcd for the cattle population.

8.9 Since 2000 — 2001, PHED launched a NABARD sponsored programme
for augmentation of drinking water supply adopting a norm of 70 Ipcd for non
desert districts. NCR Planning Board (NCRPB) loan was sought in November,
2004 for augmentation of water supply facilities in the villages falling under the
National Capital Region and a norm of 70 Ipcd was followed for such schemes.
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8.10 The present status of water supply in villages is given in Table 8.1.
Table 8.1: Status of Water Supply in villages

Water Supply Status (in Ipcd) No. of Villages
Less than 40 Ipcd 127
41 to 54 lpcd 2,052
55 to 69 Ipcd 1,820
70 Ipcd and above 2,805
Total number of Villages 6,804
8.11 Following norms and standards have been adopted for drinking water

supply in rural areas:-

Non Desert Areas 40/55 Ipcd
Desert districts of Hisar, Sirsa, Bhiwani, 70 Ipcd
Fatehabad, Rewari, Mahendragarh, Rohtak

and Jhajjar

As per the estimates given by the PHED, a sum of Rs. 435 crore would be
required for upgrading all the habitations in non desert areas to a level of 55 Ipcd
upto 2015 — 16. Like-wise, an amount of Rs. 570 crore would be required for

raising water supply status of villages falling in DDP area upto 2015 — 16.

8.12 However, as a matter of policy, no drainage facilities are being provided

by the PHED in rural areas.
Efforts to improve water supply situation in rural areas

8.13 Haryana was one of the early states which decided to go in for piped
supply of potable water to every village. Government of Haryana has embarked
upon a number of schemes to strengthen the water supply status in rural areas,

some of which are as follows:

Transfer of Village Tube-well Water Schemes to PRIs

Under this scheme, operation and maintenance of upto 6 tube-wells per single
village has been handed over to Gram Panchayats. The energy charges are paid
by the PHED. In addition, monthly charges are also paid to Gram Panchayats for
operation and maintenance of schemes in order to encourage the Panchayats for
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taking over more schemes. Monthly charges effective from 2012 — 13, are given in
Table 8.2: -
Table 8.2: Monthly charges paid to Gram Panchayat w.e.f. 2012 — 13

Sr. Type of Schemes Monthly charges
NoO. w.e.f. 2012-13
(In Rs.)

1. Single Village One Tube-well Scheme 11,000/-

2. Single Village Two Tube-wells Schemes 15,000/-

3. Single Village Three Tube-wells Schemes 20,000/-

4. Single Village Four Tube-wells Schemes 24,000/-

5. Single Village Five Tube-wells Schemes 29,000/-

6. Single Village Six Tube-wells Schemes 33,000/-

Till date 2,764 tube-wells located in 1,506 habitations have been handed over to
Gram Panchayats.

Haryana State Rural Water Policy 2012 (HSRWP - 2012) for
metered water supply

Currently the rate fixed by the government for un-metered water supply in rural
areas is Rs 20/- per tap. The state government has formulated a scheme under
this policy for conservation of water and prevention of wastage and reduction in
non-revenue water in rural areas. This has provision of converting unmetered
water connections into metered water connections. Water will be charged on the
basis of volumetric consumption. Beneficiaries are expected to install meters at
their own cost. 50% of rural households have been targeted to be provided
metered water supply @ 70 Ipcd in DDP and 55 Ipcd in non DDP areas by the end
of 12" Five Year Plan i.e. upto 31-03-2017. There is a provision of providing
incentives to Panchayats, who are able to cover 75% of the village households
with metered water connection. Implementation of this policy has already started
from 7™ June 2012.

Setting up of Village Water & Sanitation Committees:

As per revised guidelines of Government of India, Village Water and Sanitation
Committees have been notified on 08.05.2012 in all the districts of Haryana.
These Committees have been entrusted with the task of encouraging the public to

take water connections in rural areas. The revenue collected through water
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charges would be given to the Panchayats for maintenance and development of

works.
Water and Sanitation Support Organisation

An organisation called “Water & Sanitation Support Organisation” has been setup
to provide capacity building. Emphasis has been laid on building community
participation and handing over the management of water supply system including
water quality testing to Panchayats. Further, a special Water Conservation Award
has been instituted under which cash prizes are given to the Gram Panchayats as

an incentive.
Water Supply in Urban Areas

8.14 Only 37 towns had partial access to piped potable water supply at the
time of formation of Haryana State. The state government has followed an
effective policy as part of its social development goals to extend drinking water
supply infrastructure across all cities besides increasing the quantum of supply. At
present, all the 79 notified towns in Haryana are fully or partially covered with
piped potable water supply. The norms being followed for water supply in urban
areas is 135 Ipcd + 15% losses. Out of these 79 towns, water supply services in
77 towns are being maintained by the PHED. Water supply schemes in Panchkula
are maintained by HUDA and in Faridabad and Gurgaon by their respective
Municipal Corporations. The seven new Municipal Corporations, constituted on
17.03.2010, have not yet taken up the charge of water supply, sewerage and
storm water drainage due to shortage of technical staff and funds. The status of
water supply in the towns is given in Table 8.3.
Table 8.3: Water Supply Status

Water Supply Status (in Ipcd ranges) No. of towns
More than 135 Ipcd 31
110 to less than 135 Ipcd 25

70 to less than 110 Ipcd 23

50 to less than 70 Ipcd

Below 50 Ipcd

Total number of towns 79
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Sewerage Facilities in Haryana

8.15 Sewerage facilities in rural areas of Haryana are almost nil. This task is
challenging in rural areas due to various constraints. There is, thus, an imperative

need for greater focus on this aspect.

8.16 At the time of formation of Haryana, partial sewerage facilities existed in
16 towns only. At present, out of 79 notified towns, sewerage services in 76 towns
are being maintained by the PHED. Sewerage schemes in Panchkula are being
maintained by HUDA and in Faridabad and Gurgaon towns by their respective
Municipal Corporations although several HUDA sectors are getting facilities by
HUDA STPs. The other seven newly constituted Municipal Corporations have not
yet taken up sewerage schemes in their areas. The existing facilities are being
covered by HUDA or PHED. There is an ever increasing demand for improving
sewerage facilities in existing towns and also for extending these facilities to the

towns bereft of these facilities.

8.17 As reported by the PHED, 28 sewerage treatment plants (STPs) have
been set up in 23 towns that are far below the actual requirements. Even in these
towns, only 50% of the area has been covered by sewerage facilities. The
Commission observes, that more sewerage treatment plants are required to
be installed in the remaining areas in a phased manner. During the 12" Five
Year Plan, a sum of Rs. 1,283.75 crore has been earmarked for improvement of

sewerage facilities in the towns.

8.18 The present status of sewerage facilities in urban areas is given in
Table 8.4.
Table 8.4: Status of Sewerage Facilities
Area covered with sewerage facilities (%) | No. of Towns
Less than 50% 53
Above 50% 26
Total number of towns 79

The norm presently being followed for establishing sewerage systems and storm
water drainage is based on 80% of water supply norms.
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Storm Water Drainage

8.19

cities/towns being without these facilities. Only certain parts of planned sectors
have been provided with storm water drainage. It is estimated that only 10% of

Storm Water Drainage facilities are fewer in Haryana with most

some towns have been covered with storm water drainage facilities.

8.20

The status of water supply, sewerage and storm water drainage

services in urban areas is given in Table 8.5.

Table 8.5: Level of services in urban areas

Services As on As on
31.03.2006 31.03.2011
A. %age of population covered by
water supply
(a) Municipal water supply 81% 87%
(b) Private hand pumps, wells etc. - -
B. Designed capacity of municipal 658 MLD 833 MLD
or urban water supply system
(a) Actual water supply 562 MLD 710 MLD
(b) Per capita water supply 104 Ipcd 118 Ipcd
C. Percentage of population 52% 60%
covered by sewerage system
D. Percentage area covered by 16% 22%

surface and storm  water
drainage

. MLD = million litre per day
LPCD = Litre per capita per day

Water Supply and Sewerage Charges

8.21

status of prevailing rates of water supply and sewerage charges effective from

The services of water supply and sewerage are highly subsidized. The

09.03.2011 are as follows:-
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Monthly charges
Rural Areas Rs.20/- per tap

Urban Areas
Water and Sewer Connection Fee
a) Water Connection Fee

i) Domestic Rs. 1,000/-

i) Commercial/Institutional Rs. 1,000/-

iii) Industrial Rs. 2,000/-

b) Sewerage Connection Fee

i) Domestic i) Rs. 500/-

i) Commercial/Institutional i) Already included in the water

connection fee at a(ii)

iii) Industrial iii) Already included in the water
connection fee at a(iii)

Water Charges

Domestic Rs. 1.00 per kilo litre
Industrial/Commercial/Institutional Rs. 4.00 per kilo litre
Un-metered supply

Domestic Rs. 48.00 per month

Sewerage Connection

Waste Water Disposal Charges
Domestic 25% of water charges
Industrial/Commercial/Institutional 25% of water charges
Commercial/Industrial/Institutional sewer connections of
waste water shall be charged @ Rs. 2.50 per kilo litre of
waste water generated by use of water from their own
source (the waste water discharged in sewerage
system shall be taken @ 70% of the total water
consumed by the consumer from their own sources).

The above rates have been made applicable w.e.f. 09.03.2011. Before this, the
rates were revised in 2006.
Capital Investment for creation of infrastructure

8.22 As already seen from the above, ever since the inception of Haryana,
substantial infrastructure has been created in rural and urban areas for providing
water supply, sewerage systems, storm water drainage as well as for sewerage

treatment plants. The total cost of infrastructure created upto 31.03.2012 is as

under:-
Components Cumulative capital investment
as on 31.03.2012
(Rs.in crore)

Rural Water Supply 3,603.44

Urban Water Supply 1,528.04

Sewerage and Sanitation 1,159.59

Special Component for 350.00
Scheduled Castes

Total 6,641.07
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Economic Stimulus Package

8.23 Under Economic Stimulus Package, work for 100% coverage of water
supply and sewerage in 14 towns of Haryana namely, Ambala city, Assandh,
Bhiwani, Charkhi Dadri, Ellenabad, Fatehabad, Hansi, Kaithal, Kalayat,
Mahendergarh, Narnaul, Sirsa, Tohana and Uchana have been taken up during
the year 2010 costing Rs. 1,085.20 crore. An expenditure of Rs. 616.27 crore has
been incurred upto 31.03.2012 and this project is likely to be completed in 2013 —
14. Further, 7 more projects have been approved by NCRPB for water supply
schemes in Panipat, Nuh, Samalkha, Pataudi and for sewerage schemes in
Punhana, Nuh and Hathin which would be completed by 31.03.2015.

8.24 The position of staff strength and establishment expenditure has been
given in Table 8.6.
Table 8.6: Staff strength and establishment cost

Year Total staff strength | Establishment cost
(nos.) (Rs.in crore)
2006-07 21,666 195.65
2007-08 21,635 214.46
2008-09 21,623 293.72
2009-10 16,840 367.42
2010-11 17,975 425.26
8.25 The position in regard to income (water and sewerage charges) and

expenditure (O & M) during 2006 — 07 to 2011 — 12, as supplied by PHED, is given
in Table 8.7.
Table 8.7: Income and Expenditure (Rs. in crore)

A. Income 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12

Rural Water Supply 4.02 2.40 1.92 1.90 2.74 3.02
Urban Water Supply 19.44 20.94 19.14 19.62 21.96 24.15
Sewerage 1.96 1.50 1.68 1.62 1.67 1.84
Fees & Fines 1.62 1.58 3.12 1.44 1.33 1.50
Others 7.58 11.24 5.44 4.66 12.68 12.45
Total — A —Income 34.62 37.66 31.30 29.24 40.38 42.96
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B. Expenditure

Establishment 195.65 214.46 | 293.72 | 367.42 425.26 489.05

Operation and 196.01 293.78 | 381.53 | 381.09 438.52 434.03
Maintenance (O
&M)

e Rural w/s and 116.83 161.69 | 169.13 | 207.46 279.64 291.40
Sewerage

e Urban w/s and 64.08 97.67 | 113.75| 122.29 148.07 131.71
Sewerage

e Other - Suspense 15.10 34.42 98.65 51.34 10.81 10.92

Total-B— Expenditure 391.66 508.24 | 675.25| 748.51 863.78 923.08

Revenue Gap (A-B) 357.04 470.58 | 643.95| 719.27 823.40 880.12

8.26

The position in regard to arrears outstanding as on 31.03.2011 on

account of water and sewer charges has been given in Table 8.8.

Table 8.8: Arrears outstanding as on 31.03.2011 (Rs. in crore)

Particulars Arrears as on | Demand Amount Arrears

31.03.2006 during 2006-07 | realised outstanding as
to 2010-11 on 31.03.2011

Water Charges 7.15 129.36 101.09 35.42

Sewer Charges 0.38 17.46 8.42 9.42

Storm Water - - - -

Charges

Total Arrears 7.53 146.82 109.51 44.84

8.27

The position in respect of recovery of Operation and Maintenance

(O & M) cost of urban water supply and sewerage is given in Table 8.9.

Table 8.9: Recovery rate of Operation and Maintenance (O & M) cost of
Urban Water Supply and Sewerage

(Rs.in crore)

Particulars

2006-07

2007-08

2008-09

2009-10

2010-11

2011-12

Income from urban
w/s and sewerage
charges

21.40

2244

20.82

21.24

23.63

25.99

Operation and
Maintenance (O &
M) Expenditure

64.08

97.67

113.75

122.29

148.07

131.71

Income as
percentage of O & M
Expenditure

33.40

22.98

18.30

17.36

15.96

19.73

Note:- -

Income and O & M cost include only from urban w/s and sewerage.

- Income from rural w/s is just marginal and O & M cost is much higher.
- Recovery of O & M cost from urban w/s and sewerage on average is about 20%.
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8.28 The position in regard to projections of income and expenditure from
2011 — 12 to 2015 — 16 has been given in Table 8.10.

Table 8.10: Projections of Income and Expenditure from 2011-12 to 2015-16
(Rs.in crore)

Sr. No. | Items 2011-12 2012-13 2013-14 2014-15 2015-16
(Actual) (RE) (Ests.) (Ests.) (Ests.)

A. Income
Rural water 3.02 3.32 3.65 4.02
supply
Urban  water 24.15 26.57 29.23 32.15 35.36
supply
Sewerage 1.84 2.02 2.22 2.44
Others 13.95 10.09 9.01 7.71
Total A. 42.96 42.00 44.11 46.32 48.63
Income

B. Expenditure
Establishment 489.05 514.57 566.03 622.63 684.89
Maintenance 434.03 607.10 664.40 730.84 803.60
Rural water 291.40 405.25 442.50 486.75 535.42
supply
Urban  water 131.71 198.45 217.50 239.25 263.18
supply
Others 10.92 3.40 4.40 4.84
Total B. 923.08 1,121.67 1,230.43 1,353.47 1,488.49
Expenditure
Gap (A—B) (-) 880.12 | (-) 1,079.67 | (-) 1,186.32 | (-) 1,307.15| (-) 1,439.86

Norms of service levels and maintenance of services

8.29 For working out financial requirements for providing core civic services
and their proper maintenance, certain physical norms have to be adopted. The
Zakaria Committee, which was the first committee to go into this issue, submitted
its recommendations as far back as in 1963 laying down physical norms for water
supply and sewerage. For water supply, it suggested a provision of 72 Ipcd + 15%
losses for C class towns, 110 Ipcd+15% losses for B class and 135 Ipcd+15%
losses for A class towns/cities. This committee also suggested norms based on
capital cost for operation and maintenance expenditure on water supply and
sewerage which, of course, are subject to wide variations depending upon location
and other factors. However, the norms and standards presently being followed by
the PHED for providing water supply and sewerage services in rural and urban

areas are as under:-
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Rural Areas

Water Supply
o Non desert areas = 40/55 Ipcd
o Desert districts/areas = 70 Ipcd

Urban Areas

. Water Supply
o Sewerage & Storm
Water Drainage

135 Ipcd + 15% losses
80% of Water Supply Norms

8.30 The maintenance norm followed by the central government and CFCs
in terms of capital cost is 5% of capital cost in plain areas, 7.5% in hilly areas and
8.5% to 9% in desert areas. The weightage average being adopted is 6.25% of the
capital cost.

Observations and Recommendations

8.31 The Commission observes that a gigantic infrastructure has been
created by the state government in the sectors of water supply, sewerage and
storm water drainage in rural and urban areas at a huge economic cost of
Rs. 6,641.07 crore as on 31.03.2012. These durable capital assets need to be
properly maintained so that these could be optimally utilised and could deliver
satisfactory levels of public services. It is, therefore, imperative that adequate
funds be provided for proper upkeep and maintenance of capital assets created in
the field of water supply, sewerage and storm water drainage. The financial
requirements for operation and maintenance of the capital assets created at a cost
of Rs.6,641.07 crore works at Rs. 415.06 crore for the year 2011 — 12 following a
norm of 6.25% of the capital cost. The Commission has further noted that the
expenditure incurred on O & M of water supply and sewerage services during
2010 — 11 has been reported at Rs. 434.03 crore against the normative
requirement of Rs. 415.06. But the O & M expenditure of Rs. 434.03 crore incurred
by the PHED includes expenditure of 315.51 crore on energy charges alone
constituting 73% of the total O & M expenditure. On this basis funds being made
available for maintenance of these services are quite inadequate. This situation
needs special attention. Since these services are presently being handled by
PHED, sufficient funds should be made available for O & M in state budget
and pro-rata adjustment should be made for energy charges while making

budgetary provisions for O & M expenditure.
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8.32 The central government and Central Finance Commissions have paid
special attention to water supply, sewerage and sanitation, particularly in rural
areas. The 12" Central Finance Commission observed that the PRIs should take
over the assets relating to water supply and sanitation. It further recommended
that at least 50% of the O & M cost of water supply and sewerage should be
recovered in the form of user charges. However, as per the central government
policy, full O & M cost of water supply and sewerage should be recovered from the
consumers in the form of user charges. This Commission has observed that in
Haryana O & M cost of water supply and sewerage in rural and urban areas is
being recovered to the extent of 8% to 10% only. In rural areas, O & M cost is
much higher and water charges being recovered are negligible. However, in urban
areas the recovery of O & M cost of water supply and sewerage is about 20% or
even less than that. This situation should attract the pointed attention of the state
government. This Commission, therefore, suggests that concerted efforts
need to be put in to recover the O & M cost of water supply and sewerage at
least to the extent of 50% as suggested by the 12" Central Finance
Commission. The element of subsidization should be eliminated in a phased
way to achieve the recovery level upto 100% as per the policy guidelines of

the central government.

8.33 The Commission has noted that there exists a huge gap between the
operation and maintenance costs and the revenues collected from consumers in
the form of user charges. The user charges are fixed by the state government
keeping in view the paying capacity of the consumers as well as the political
scenario. However, we feel the state government has grossly underestimated the
paying capacity of rural consumers and in the process sent a wrong signal to them
resulting in encouraging wastage of a precious commodity. If costs are recovered
citizens will learn the value of the facility and conserve water. As such the user
charges have become unviable and need to be updated for inflationary rise in
input costs. It has been reported that the user charges fixed by the PHED in 2006
have been revised latest in 2011, after five years. The Commission feels that the
yawning gap between user charges and O & M cost needs to be eliminated by all
means by way of revenue realisation and expenditure compression. This
Commission, therefore, suggests that user charges for water supply and
sewerage should continue to be revised periodically and updated at least 5
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to 10% each year in tune with cost escalation so as to ensure that full cost of
O & M could be recovered by way of user charges. Besides, effective steps
should also be taken to compress operation and maintenance costs by
using automation of equipments, plugging of water wastage and
pilferage/leakages, providing meter connections, privatisation and
outsourcing of water supply and sewerage services so as to achieve dual
objectives of cost reduction and quality improvement. PRIs should also be

incentivized to promote conservation of water.

8.34 The Commission, after due consideration, has decided to update user
charges, as given in Table 8.11.
Table 8.11: User charges as proposed

RURAL: Monthly charges as per Metered Supply + Registration charges @ Rs
100/- per tap

URBAN

WATER AND SEWER CONNECTION FEE

a) Water Connection Fee

1.Domestic Rs. 2,500/-
2.Commercial/lnstitutional Rs. 25,000/-
3.Industrial Rs. 25,000/-
b) Sewerage Connection Fee

) Domestic i) Rs. 2500/-
i) Commercial/Institutional i) Rs 10,000/-
iii) Industrial iii) Rs 10, 000/-

WATER CHARGES

Metered Supply

Domestic Rs.5.00 per kilo litre
Industrial/Commercial/Institutional Rs. 10.00 per kilo litre
Un-metered supply

Domestic Rs. 60.00 per month

Sewerage Connection

Waste Water Disposal Charges

Domestic 25% of water charges

Industrial/Commercial/Institutional 25% of water charges

Commercial/Industrial/Institutional sewer connections of
waste water shall be charged @ Rs. 5.00 per kilolitre of
waste water generated by use of water from their own
source (the waste water discharged in sewerage system
shall be taken @ 70% of the total water consumed by the
consumer from their own sources).
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8.35 The Commission, vide its questionnaire, sought views of all stake
holders and the PHED on recovery of some portion of capital cost of water supply
and sewerage projects from the consumers. On the basis of the inputs received,
the Commission concluded that since these projects are highly capital
intensive, it may not be desirable to recover any portion of the capital cost
from the beneficiaries. The Commission further observes that the entire cost
on building and upgradation of infrastructure should be borne by the state

government.

8.36 The Commission also sought views of the PHED and the elected
representatives of local bodies on transfer of functions of water supply, sewerage
and storm water drainage to the local bodies, both PRIs and ULBs. It was reported
that the function of operation and maintenance of water supply and sewerage only
should be transferred to the local bodies along with funds and functionaries, but
the new capital works should continue to be carried out by the PHED as local
bodies lack in expertise and resources. The Commission is aware of the objectives
of the constitutional amendments empowering the local bodies by way of
functional decentralisation. But at the same time it has also to ensure that the
quality and level of public services should not deteriorate in the process. After due
deliberations the Commission has concluded that the functions of water
supply and sewerage should continue to be carried out by the PHED in
those local bodies that have not as yet developed the capacity or resources
to take over these responsibilities. A case to case review should be carried
out by the PHED in conjunction with the district authorities and the elected
representatives of the local bodies in a systematic and time bound manner
as there would be many local bodies with proactive public representation.

8.37 Another suggestion that this Commission would like to make - that has
been alluded to in other relevant chapters is the need to take cogent steps to
improve sustainability of the environment by installation of local sewage treatment
plants where large composite treatment plants are not feasible. In select locations
in both urban and rural areas, local stand alone STPs should be installed that
would improve the local environment. Such plants are now technologically feasible
and available. These would ensure that high cost solutions are avoided where low
cost solutions are feasible. Moreover, till high capacity plants become feasible and
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installed, which may take years, such low cost solutions for local sewage
treatment would ensure pollution control. Many GPs and municipal bodies would
be able to generate sufficient funds to partially meet the ensuing costs. This is a
felt necessity as many villages have serious problems of flowing waste water and
faecal disposal in open drains that need to be collected and treated in local units.
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CHAPTER -9
FINANCIAL POSITION OF LOCAL BODIES - PRIs & ULBs

9.1 The objective of 73™ and 74™ CAAs was to make the local bodies, both
the PRIs and ULBs, effective institutions of self government. For achieving this
objective, availability of adequate financial resources is absolutely necessary. In
this chapter the Commission has attempted to analyse the state of finances of the
PRIs and ULBs and to make an assessment of their incomes and expenditures for
its reference period i.e. upto the year 2015 — 16. This exercise is essential for the
Commission in order to determine the quantum of financial devolution to be

suggested for the local bodies in terms of tax sharing and grants-in-aid.

9.2 Assessing the finances of local bodies is indeed a challenging task
because of their being large in number with poor data base and diverse nature of
their expenditure needs and fiscal capacities. However, efforts have been made to
know the extent to which the local bodies, both PRIs and ULBs, have to generate
their own revenues to meet their current expenditure responsibilities and also the

degree of their dependence on external resources.

9.3 In the process, the Commission had requested the Departments of
Panchayati Raj and Urban Local Bodies as well as all the district authorities to
provide information and data on all aspects of incomes and expenditures of all tiers
of PRIs and ULBs as per the prescribed formats and questionnaires in order to
make realistic assessment of their expenditure needs for the reference period of
this Commission. But it is painful to point out that despite all possible efforts made
by the secretariat of the Commission, no reliable and authentic information on
finances of local bodies could be received. However, the information culled out by
the Commission from budget documents and other sources has been used for the

requisite exercise.
A. Financial Position of Panchayati Raj Institutions (PRISs)

9.4 The main sources of income of gram panchayats broadly include tax
revenue, non-tax revenue, grants-in-aid and other external assistance. House tax
(also popularly called ‘chulhah tax’) is the only source of own tax revenue whereas
the non-tax revenue comes from lease/auction of panchayat lands and other

176



common property resources (CPRs) like trees, ponds, woodlands, rivers,
pathways, grazing lands, minerals etc. Besides, income from shared taxes, various
types of compensatory, conditional, un-conditional and matching grants are given
to the PRIs for community development. Looking at the present picture, a big
chunk of funds comes to the PRIs from district plans, Haryana Rural Development
Fund (HRDF), poverty alleviation programmes and special programmes. The

position has been depicted in the following paras.
(@) Own Sources of Gram Panchayats

9.5 The position in regard to income from own sources of gram panchayats

is given in Table 9.1.

Table 9.1: Income from Own Sources of Panchayats (Rs. in crore)

Year Tax Non-Tax Revenue Grand Total
Revenue (2+5)
House Tax Panchayat Other Total Non-
Land (Lease | Common Tax Revenue
Money) Property (3+4)
Resources
(CPRs)

1 2 3 4 5 6
2006-07 7.45 86.91 35.80 122.71 130.16
2007-08 6.60 158.68 36.00 194.68 201.28
2008-09 - 181.41 36.70 218.11 218.11
2009-10 - 160.95 38.25 199.20 199.20
2010-11 - 168.16 40.00 208.16 208.16
2011-12 6.01 204.40 43.50 247.90 253.91

Note:- House Tax was abolished w.e.f. 01.11.2007 and re-imposed w.e.f. 24.02.2011

9.6 Among various enabling provisions contained in PRIs Act, 1994, gram
panchayats are presently levying house tax only at the rate of Rs. 10/-, 20/- and
30/- per household. Though the annual demand from house tax is reported to be
about Rs. 15.00 crore, the recovery is minimal, even less than 50%, and that too is
often tagged to preparation of ration cards, issuance of caste and domicile
certificates, distribution of essential commodities etc. The state government
abolished house tax on 01.11.2007 and re-introduced it on 24.02.2011. As such
there had not been any recovery from house tax during 2008 — 09, 2009 — 10 and
2010 — 11. Recovery during 2011 — 12 has been reported at Rs. 6.01 crore.
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9.7 The major source of non-tax revenue of gram panchayats is lease
money from shamlat (panchayat) land which constituted 82 percent of the total tax
and non-tax revenue during 2011 — 12. Income from lease money differs from
district to district depending upon the extent of shamlat land, level of encroachment
and various other factors such as availability of irrigation facilities and soil fertility.
The other common property resources in the villages contribute about 18 percent
to the total income of gram panchayats. During 2011 — 12 income from CPRs has
been reported at Rs. 43.50 crore.

(b) Income from Shared Taxes

9.8 The PRIs also get some specific shares in some of the state taxes which
are shared with the local bodies as per the provisions contained in their respective
acts or rules. These shared taxes are excise revenue from sale of liquor and
surcharge on VAT and formerly Local Area Development Tax (LADT). The share of
PRIs in these taxes cannot be termed as tax revenue of PRIs since these are the
state taxes shared with PRIs as a compensatory measure. The net proceeds from
LADT were being shared between PRIs and ULBs in 50:50 ratio. Since operation
of LADT has been struck down by the High Court w.e.f. 2008, PRIs did not get any
share from this source from 2008 — 09 onwards. The state government levied a
surcharge on VAT w.e.f. 02.04.2010 at the rate of 5% in lieu of abolition of house
tax on residential properties. The entire surcharge amount is shared between PRIs
and ULBs in 20:80 ratio effective from the year 2010 — 11. Excise revenue is
shared with PRIs on the basis of sale of liquor in panchayat areas. The share of
PRIs in these shared taxes has been given in Table 9.2.

Table 9.2: Share of PRIs in Shared Taxes (Rs. In crore)

Year Local Area | Excise Surcharge on | Grand Total
Dev. Tax | Revenue VAT
(LADT)
2006-07 129.64 6.57 - 136.21
2007-08 157.27 8.00 - 165.27
2008-09 - 24.02 - 24.02
2009-10 - 38.55 - 38.55
2010-11 - 37.34 62.00 99.34
2011-12 - 48.04 121.40 169.44
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(c) Grants/Subsidies to PRIs

9.9

classified into three groups; (i) compensatory grants due to abolition of certain

PRIs are provided various types of grants and subsidies which can be

levies or taxes; (ii) conditional or tied grants which are scheme specific or provided

to achieve certain objectives; (iii) un-conditional grants for community
development. The main components of grants to PRIs are CFC grants, SFC
grants, schematic grants from the Centre and the State and other grants through
miscellaneous schemes like sanitation, ferry ghat, cattle fairs, revenue earning etc.
Compensatory grants have remained almost static despite multiple growth in state
revenues. Subsidies and matching grants are also provided to PRIs under various
schemes, like construction of SC/BC chaupals and other public utility buildings.
The position of grants including matching grants and subsidies, both Plan and Non-

Plan, has been given in Table 9.3.

Table 9.3: Position of Grants and Subsidies (Rs. In crore)

Year CFC SFC Other Subsidies/Matching | Total Grants
Grants | Grants | Grants | Grants and Subsidies
2006-07 77.60 | 120.64 84.70 7.94 290.88
2007-08 77.60 | 130.91| 127.04 8.96 344.51
2008-09 77.60 | 196.69| 160.49 15.00 449.78
2009-10 77.60 | 21458 | 252.95 9.61 554.74
2010-11| 101.17| 185.17 86.29 11.92 384.55
2011-12 | 157.53| 237.00 0.42 2.55 397.50
2012-13 | 231.26| 266.36 0.42 4.25 502.29

(d) Haryana Rural Development Fund (HRDF) and District Plan
Funds

9.10
district administration with the participation of local representatives. Funds released

The development works to be financed from HRDF are identified by the

under HRDF are utlised for the development of roads, establishment of
dispensaries, making arrangements for water supply, provision for sanitation and

other public facilities for the welfare of village communities.

9.11 Substantial funds are also made available to the district authorities

under decentralised planning/district plan funds for financing schemes of local
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importance such as pavement of streets, construction of dispensaries, panchayat
ghars, community centres, drinking water, digging of ponds, repair of wells and
street lights etc. The position in regard to flow of funds from these sources has
been depicted in Table 9.4.

Table 9.4: Flow of Funds under HRDF and District Plan Fund (Rs. in crore)

Year HRDF | Decentralised Planning or Total
District Plan Fund
2006-07 | 201.85 20.00 221.85
2007-08 | 165.49 35.00 200.49
2008-09 | 270.13 100.62 370.75
2009-10 | 440.85 275.07 715.92
2010-11 277.62 152.13 429.75
2011-12 | 305.38 232.13 537.51
2012-13 | 335.92 294.41 630.33
(e) Haryana Rural Development Authority (HRDA)
9.12 Haryana Rural Development Authority (HRDA) has been established

w.e.f. 29.10.2007 with the objective to promote regulated and planned growth in
and around villages and also to provide urban like facilities in rural areas on the
pattern of HUDA for urban areas. HRDA plays an important role in providing basic
infrastructural facilities under Mahatma Gandhi Gramin Basti Yojana. HRDA
provides funds to each district according to requirements. An amount of Rs. 210.20
crore has been provided to the corpus of HRDA by the state government during the
period 2007 — 08 to 2011 — 12 out of which an amount of Rs. 121.11 crore was
allocated to the districts under Mahatma Gandhi Gramin Basti Yojana, as shown in
Table 9.5.

Table 9.5: Flow of Funds under HRDA (Rs.in crore)
Years Accrual to corpus of HRDA | Amount Released
2007-08 25.10 -

2008-09 25.10 10.00

2009-10 69.66 79.17

2010-11 28.94 24.94

2011-12 61.40 7.00

Total 210.20 121.11
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(f) Poverty Alleviation Programmes
9.13

Rural Development Department through District Rural Development Agencies. The

Special beneficiary oriented schemes are being implemented by the

largest sources providing funds for rural development comprised of centrally
sponsored schemes like Desert Development Programme (DDP), Swaranjayanti
Gram Swarozgar Yojana (SGSY), Integrated Watershed Development Project
(IWDP) Mahatma Gandhi
(MGNREGS),
Development Scheme (MPLADS),
Rashtriya San Vikas Yojana (RSVY) now Backward Region Grant Fund (BRGF)

and various components of Jawahar Gram Samridhi Yojana (JGSY). Each of these

National Rural Employment Guarantee Scheme

Indira Awas Yojana (IAY), Member Parliament Local Area

Employment Assurance Scheme (EAS),

schemes operates under a number of set guidelines. Funds allocated under these
schemes are not transferred to the PRIs. However, involvement of PRIs is ensured

in implementation of these schemes.
Overall Position of Funds Availability to PRIs

9.14

above is indicated in Table 9.6.

The position of funds availability to the PRIs from all sources referred to

Table 9.6: Flow of Funds to PRIs from Various Sources (Rs. in crore)

Programmes 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
Own Sources 130.16 | 201.28| 218.11| 199.20| 208.16| 253.91
(Tax and non-tax)

Shared Taxes 136.21 | 165.27 24.02 38.55 99.34 | 169.44
Grants & Subsidies 200.88 | 344.51| 449.78| 554.74| 384.55| 397.50
HRDF & District 221.85| 200.49| 370.75| 715.92| 429.75| 537.51
Plan Funds

HRDA - 25.10 25.10 69.66 28.94 61.40
Grand Total 779.10 | 936.65 | 1,087.76 | 1,578.07 | 1,150.74 | 1,419.76

9.15 The above table would reveal that availability of funds to PRIs from

various sources vary from year to year particularly under grants & subsidies and
HRDF & district plan funds. Allocation of funds from these sources is, more or less,
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subjective due to pulls and pressures. Large variations are also witnessed in share
of PRIs in shared taxes, particularly from 2008 — 09 due to abolition of LADT and
House Tax.

Assessment of Own Revenues of PRIs upto 2015-16

9.16 As per the guidelines of the CFCs, this Commission is required to
project resources availability for the PRIs from own sources on normative basis for
its reference period i.e. from 2011 — 12 to 2015 — 16. But due to non-availability of
basic data on fiscal capacity and resource potential of PRIs, the Commission could
project resource availability for PRIs only on trend basis taking, however, into
account the past trends, current developments and future prospects. The position
of own revenue of PRIs, as assessed by the Commission from 2011 — 12 to

2015 — 16, has been depicted in Table 9.7.

Table 9.7: Projection of Own Revenue of PRIs (Rs. in crore)

Sources 2010-11 | 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16
Actual Actual Ests. Ests. Ests. Ests.
(a)Own Sources 208.16 | 253.91 286.58 | 312.43 | 340.78 371.83
e House Tax - 6.01 9.96 10.45 10.98 11.53
e Panchayat Land 168.16 | 204.40 | 230.94 | 254.03 | 279.45 307.40
(Lease Money)
e Other Common 40.00 43.50 45.68 47.95 50.35 52.90
Property
Resources (CPRs)
(b) Shared Taxes 99.34 169.44 | 217.21 234.43 | 269.60 310.03
e Excise Revenue 37.34 48.04 80.53 78.40 90.16 103.68
e Surcharge on VAT 62.00 121.40 136.68 156.03 179.44 206.35
G. Total (ath) 307.50 | 423.35 | 503.79 546.86 | 610.38 681.86

9.17

House Tax has been re-levied w.e.f. 24.02.2011. As such recovery

during 2011 — 12 has been nominal. Full recovery from house tax started from the
year 2012 — 13, which has been projected at the rate of 5% for future years. Lease
money from panchayat land and other CPRs have been projected to grow at 10%
and 5% each year respectively. Share of PRIs in shared taxes has been estimated

in tune with the growth trends assumed in excise revenue and proceeds from VAT.
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Expenditure Requirements of PRIs and Revenue Gap

9.18 The main items of expenditure for PRIs are establishment i.e. salaries &
wages and operation & maintenance of civic services like pavement of streets,
construction of culverts and panchayat ghars, street lights, sanitation, drainage,
village ponds and management of other common property resources. Other areas
of operation of PRIs include functions which fall under their domain by way of

devolution.

9.19 As a matter of fact, the Commission is required to assess expenditure
requirements of PRIs and to work out their revenue gaps on normative basis so as
to determine the size of financial devolution for them. As already stated, neither the
Department of Panchayati Raj nor any district level administration could supply any
information on expenditure requirements of PRIs. In this situation it has not been

possible for the Commission to do the needful.

9.20 Moreover, the Commission notes that there exists a skeletal cadre of
staff under PRIs control and most of the other functionaries are working either on
deputation or transfer basis from government departments drawing their salaries
from their respective parent departments. As reported by the Panchayati Raj
Department, the total staff at GPs strength is 17,313 as on 31.03.2012 (10,296
sweepers and 7,017 chowkidars). Besides, 295 personnel of various categories
exist on ZPs strength. The annual liability on account of salaries and wages has
been estimated at Rs. 92.00 crore. The Commission has further noted that apart
from the regulatory and general functions, none of the other demarcated functions
assignable to PRIs have been transferred to them. The Commission is also
cognizant of the doctrine of functional decentralisation that is based on transfer of 3

Fs i.e. functions, functionaries and funds.

9.21 The Commission has observed that the state government has taken a
series of measures to strengthen rural infrastructure, improve delivery of services
and widen the access to housing, particularly for the poor and disadvantaged. Still,
the Commission is aware that the level of basic services including environmental
upkeep in villages needs substantial improvement. The Commission is also aware
that sufficient untied funds are flowing to the PRIs which can be judiciously utilised
by the PRIs keeping in view their priorities. The Commission has kept all these

aspects in view while recommending financial devolution for them including the
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need to generate additional resources through their own efforts for meeting their
constitutional obligations.

B. Financial Position of Urban Local Bodies

9.22

constitutional, statutory and obligatory functions. The municipal acts also envisage

The urban local bodies have now been entrusted with various
enough resource raising powers to the municipal bodies by levying taxes, tolls,
fees, cesses etc. In its efforts to understand in depth the problems of municipal
finances, the Commission has carried out a study of all aspects of municipal
finances including internal and external sources of income and expenditure pattern
for the period from 2006 — 07 to 2010 — 11 and estimation of their income and
expenditure requirements for its reference period from 2011 — 12 to 2015 — 16.
While doing so, the Commission has kept in view that neither all the ULBs are
endowed with similar sources of income nor with similar expenditure liabilities.
Depending upon locational and other factors, revenue potential or fiscal capacity
and expenditure needs differ from one class of ULBs to another and even from one
ULB to another.

9.23

and non-tax revenues, shared taxes, grants from the Centre and the State,

Urban local bodies mainly derive their income from own sources of tax

contributions and loans from the state government and other financial institutions.
The summary position of municipal revenues for the period 2006 — 07 to 2011 — 12
is given in Table 9.8.

Table 9.8: Summary Position of Revenue Receipts of Municipalities (Rs. in crore)

Source 2006-07 | 2007-08 2008-09 2009-10 | 2010-11 | 2011-12

(a) Shared 137.84 166.27 9.90 10.90 291.15 591.04

Taxes (29.65%) | (31.83%) (1.53%) (1.39%) | (23.33%) | (28.69%)

(b) Own 196.43 215.33 453.78 577.82 703.38 | 1,123.09

Revenues (42.26%) | (41.22%) | (70.34%) | (73.55%) | (56.36%) | (54.53%)

e Tax Revenue 99.39 131.55 350.18 272.34 469.16 713.51

e Non-Tax 97.04 83.78 103.60 305.48 234.22 409.58
Revenue

(c) Grants-in-aid 130.58 140.83 181.46 196.83 253.39 345.64

(28.09%) | (26.95%) | (28.13%) | (25.06%) | (20.31%) | (16.78%)

(d) Grand Total 464.85 522.43 645.14 785.55 | 1,247.92 | 2,059.77
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9.24 The total revenue receipts of the ULBs have increased more than four
times to Rs. 2,059.77 crore in 2011 — 12 from Rs. 464.85 crore in 2006 — 07. The
sectoral analysis of revenue receipts does not indicate particular growth trends due
to abolition and imposition of some levies from time to time and discretionary
transfers to local bodies. As a result, shares of different sectors witnessed large
variations from year to year. The above table further reveals that contribution of
shared taxes to the total income of municipalities remained in the vicinity of 29 to
31 percent and that of grants-in-aid to about 25 to 28 percent, while the

contribution of own tax revenue remained at about 50 percent.

Tax Revenue of ULBs

9.25 The position of tax revenue of ULBs has been displayed in Table 9.9.
Table 9.9: Position of Own Tax Revenue and Shared Taxes of Municipal Bodies
Rs. in crore
Source 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
(&) Own Tax Revenue 99.39 131.55 350.18 272.34 469.16 713.52
e House Tax 42.56 43.43 33.98 23.95 66.00 117.32
o Motor Tax 5.53 5.55 6.10 5.10 7.78 23.03
o Fire Tax 3.62 3.99 3.10 3.29 4.71 17.68
¢ Driving Licence Tax 1.53 1.35 1.82 2.33 5.38 5.37
e Entertainment Tax 0.15 0.05 0.08 0.06 0.06 0.07
o Addl. Stamp Duty 37.72 69.35 297.91 228.64 364.85 533.30
o Electricity Tax 8.28 7.83 7.19 8.97 20.38 16.75
(b) Shared Taxes 137.84 166.27 9.90 10.90 291.15 591.04
o LADT 129.64 157.27 - - - -
e Excise Revenue 8.20 9.00 9.90 10.90 43.15 40.65
e Surcharge on VAT - - - - 248.00 550.39
(cz Tot:)al Tax Revenue 237.23 297.82 360.08 283.24 760.31 | 1,304.56
at

9.26 Tax revenue comprises of house tax, motor tax, fire tax, driving licence
tax, stamp duty and electricity tax. House tax was the main source contributing
about 43% with recovery at 42.56 crore in 2006 — 07. Recovery from house tax
reduced substantially due to its abolition on residential buildings w.e.f. 01.04.2008.
It showed improvement in 2011 — 12 due to its re-imposition w.e.f. 21.06.2012 with
enhanced rates, accounting for 16.44% of the total own tax revenue with a
recovery at Rs. 117.32 crore in 2011 — 12. Fire tax was levied in 2001 — 02 at the
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http:2,059.77

rate of 1% of house tax. Fire tax has become a good source of income as now it is
levied at 10% of the house tax. It is further informed that share of municipal bodies
in stamp duty being levied at 2% has increased substantially from Rs. 37.72 crore
in 2006 — 07 to Rs. 533.30 crore in 2011 — 12. Similarly, recovery from electricity
tax has almost doubled to Rs. 16.75 crore in 2011 — 12 from Rs. 8.28 crore in
2006 — 07. Additional stamp duty and electricity tax have been included in the
category of own tax revenue as these taxes have been levied as per provisions

contained in municipal acts.

9.27
VAT have been put in the category of shared taxes. LADT levied in the year 2000

Local Area Development Tax (LADT), excise revenue and surcharge on

has been withdrawn in 2008 due to court decision. Surcharge on VAT has been
levied w.e.f. 02.04.2001 at the rate of 5% and the surcharge amount is shared
between ULBs and PRIs in 80:20 ratio. Excise revenue is shared with ULBs and
PRIs on the basis of sale of liquor in their jurisdictions.

Non-Tax Revenue of ULBs

9.28 Position of non-tax revenue of municipalities has been shown in Table 9.10.
Table 9.10: Position of Non-Tax Revenue of Municipalities (Rs. in crore)
Source 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
Development 38.21 30.87 32.15 53.39 25.58 69.18
charges
Teh Bazari 2.88 2.91 3.00 6.29 43.33 64.24
Licence Fees 1.13 1.09 1.46 2.84 11.42 14.14
Fees and Fines 2.09 1.57 2.14 2.72 3.58 8.01
Rent 17.86 15.30 21.76 21.21 25.70 39.17
Interest Receipts 3.04 6.56 7.23 10.15 20.18 47.82
Misc. (sale of 31.83 25.48 35.86 | 208.88| 104.43 167.02
assets etc.)
Total: Non-Tax 97.04 83.78 | 103.60| 305.48| 234.22 409.58
Revenue
9.29 The basic elements of non-tax revenue of municipal bodies are

development charges, teh bazari, licence fees, interest receipts, rent, sale of
assets etc. From the above table it is observed that non-tax revenue showed no
regular trend and remained, more or less, static upto the year 2008 — 09.

Substantial improvement is witnessed during 2009 — 10 to 2011 — 12. Development
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charges follow a regular trend with substantial improvement during 2011 — 12.
Like-wise, rent and interest receipts also witnessed improvement from 2010 — 11
onwards. Income from sale of assets follows no regular trend and, thus, this source

is fluctuating.

Grants-in-aid to ULBs

9.30 The position of grants-in-aid to municipal bodies is given in Table 9.11.
Table 9.11: Position of Grants-in-aid to Municipal Bodies (Rs. in crore)
Source 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
CFC (12" & 13™) 18.20 18.20 18.20 18.20 40.43 62.97
SFC (3 64.96 7049 | 105.91| 11555 99.70 127.75
Others: Plan and 47.42 52.14 57.35 63.08 | 113.26 154.92
Non-Plan
T%tal: Grants-in- 130.58 | 140.83 | 181.46| 196.83| 253.39 345.64
ai

9.31

from Central and State Finance Commissions and other tied and untied grants

The main sources of grants-in-aid to municipal bodies are devolution

from central and state governments. Grants from Finance Commissions are

formula based and follow a regular pattern. Other grants are scheme specific.

Flow of Funds to Municipal Bodies through Centrally Sponsored
Schemes

9.32

which have been launched for urban development. Municipal bodies are getting

There are various centrally sponsored and central sector schemes

substantial funds through these schemes which include:- Jawahar Lal Nehru
National Urban Renewal Mission (JNNURM), Urban Infrastructure Development
Scheme for Small and Medium Towns (UIDSSMT), Integrated Housing and Slum
Development Programme (HSDP), Integrated Low Cost Sanitation (ILCS), Rajiv
Gandhi Awas Yojana (RAY), Rajiv Gandhi Shahri Bhagidari Yojana (RGSBY),
Urban Solid Waste Management (USWM), Rajiv Gandhi Development Mission
(RGDM), Development of Satellite and Counter Magnet Towns (DSCMT) etc.
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Projection of Municipal Revenues for the Period 2011 — 12 to 2015 - 16

9.33

The Commission has to make projection of revenue receipts of the

municipal bodies for its reference period 2011 — 12 to 2015 — 16. The revenue

projections made by the Commission have been shown in Table 9.12.

Table 9.12: Projections of Municipal Revenues (2011-12 to 2015-16)

(Rs. in crore)

Projections
Source i%%galli 201112 | 201213 | 2013-14 | 201415 | 201516
Actuals Ests. Ests. Ests. Ests.

Total Revenue 1,247.92 | 2,059.77 | 2,170.88 | 2,409.81 | 2,709.91 | 3,039.97
Receipts (A+B+C)

A. Tax Revenue (a+b) 760.31 | 1,304.55 | 1,350.55| 1,504.29 | 1,716.74 | 1,959.98
(@) Shared Taxes 291.15 591.04 686.60 724.11 832.73 957.40
e Excise Revenue 43.15 40.65 143.90 100.00 115.00 132.00
e Surcharge on VAT 248.00 550.39 542.70 624.11 717.73 825.40
(b) Own Tax Revenue 469.16 713.51 663.95 780.18 884.01 | 1,002.58
e House Tax 66.00 117.31 129.04 141.95 156.14 171.75
e Fire Tax 4.71 17.68 19.45 21.39 23.53 25.88
e Vehicle Licence Tax 5.38 5.37 5.64 5.92 6.22 6.53
e Addl. Stamp Duty 364.85 533.30 468.00 567.00 652.00 750.00
e Electricity Tax 20.38 16.75 17.58 18.47 19.40 20.36
e Motor Tax 7.78 23.03 24.18 25.39 26.66 28.00
e Entertainment Tax 0.06 0.07 0.06 0.06 0.06 0.06
B. Non-Tax Revenue 234.22 409.58 410.33 439.98 472.11 506.83
e Development 25.58 69.18 72.64 76.27 80.08 84.08

Charges

e The-Bazari 43.33 64.24 67.45 70.80 74.35 78.08
e Licence Fees 11.42 14.14 14.84 15.58 16.37 17.18
e Fees & Fines 3.58 8.01 8.40 8.80 9.25 9.70
e Rent 25.70 39.17 41.13 43.18 45.34 47.61
e Interest Receipts 20.18 47.82 22.15 23.25 24.42 25.64
e Misc-Sale of Assets 104.43 167.02 183.72 202.10 222.30 244.54
C. (eBtfénts-in-aid 253.39 345.64 410.00 465.54 521.06 573.16
e CFCs 40.43 62.97 92.44 109.34 129.24 142.16
e SFCs 99.70 127.75 147.15 168.75 185.62 204.18
e Others 113.26 154.92 170.41 187.45 206.20 226.82
9.34 As a matter of fact, for making projections of municipal revenues for its

reference period 2011 — 12 to 2015 — 16, the Commission should have adopted
2010 — 11 as the base year. But since actuals for the year 2011 — 12 and budget
estimates for the year 2012 — 13 were available, the projections have been made
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for the years 2013 — 14, 2014 — 15 and 2015 — 16, taking 2012 — 13 as the base
year. Projections have been made on existing rates of taxes and fees and current
level of prices. Inflation rate has been assumed at 5% per annum. Growth of
shared taxes i.e. excise revenue and surcharge on VAT, has been assumed at
15% per annum and grants-in-aid at 10% per annum as per the guidelines of the
Planning Commission. However, different yardsticks have been adopted for
individual taxes. Non-tax revenue has been assumed to grow normally at 5% to 7%
per annum, depending on the nature of non-tax sources. However, past trends,
current developments and future potentials have, by and large, been taken into
account while making revenue projections. On this basis, the revenue receipts of

ULBs have been projected to grow at 12% per annum in normal cases.

9.35 It is worthwhile to mention that financial devolution of 13" CFC for ULBs
has been taken as per the existing allocations made year-wise upto the year
2014 - 15 and a step up of 10% has been given for the year 2015 — 16 as this year
would be covered by the 14™ CFC. As regards SFC grants for ULBs, 10% step up
each year has been given on the financial devolution recommended by the 3" SFC

for its concluding year 2010 — 11.
Expenditure of Urban Local Bodies

9.36
the Urban Local Bodies Department and gathered from other sources/documents,
for the period from 2006 — 07 to 2011 — 12, has been depicted in Table 9.13.

The summary position of municipal revenue expenditure, as supplied by

Table 9.13: Expenditure of Urban Local Bodies (2006-07 to 2011-12) (Rs. in crore)

Head 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12
Salary & Wages 101.30 90.81 118.59 165.71 172.78 221.47
Retiral Benefits and 14.28 11.82 12.03 12,51 14.63 15.50
Pension Share
Developmental 75.44 83.93 101.33 226.76 143.77 243.68
Operation & 126.59 134.80 161.96 186.25 214.20 246.32
Maintenance
Others 32.44 34.24 42.26 75.90 59.16 89.25
Grand Total 350.05 355.60 436.17 667.13 604.54 816.22
9.37 The above table reveals that expenditure on establishment i.e. salaries

& wages and pensionary benefits, as a ratio to total expenditure, has reduced to
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29.% in 2011 — 12 from 33% in 2006 — 07, whereas in absolute terms, expenditure
on establishment has increased substantially to Rs. 236.97 crore in 2011 — 12 from
Rs. 115.58 crore in crore in 2006 — 07. As verified from the department, there is no
pending liability on account of salaries and pensions. Development expenditure, on
the other hand, has gone up to 29.85% in 2011 — 12 as a proportion to total
expenditure from 21.55% in 2006 — 07. In absolute terms development expenditure
has increased to Rs. 243.68 crore in 2011 — 12 from Rs. 75.44 crore in 2006 — 07.
The above table further reveals that operation and maintenance expenditure, as a
ratio to total expenditure, has reduced to 30.18% in 2011 — 12 from 36.16% in
2006 — 07, whereas in physical terms, O & M expenditure has substantially
increased to Rs. 246.32 crore in 2011 — 12 from Rs. 126.59 crore in 2006 — 07.

Assessment of Municipal Expenditure from 2011 — 12 to 2015 - 16

9.38

municipal expenditure for its reference period i.e. from 2011 — 12 to 2015 — 16. But

The Commission is required to make normative assessment of
due to non-availability of norms being applied for providing civic services and for
their operation and maintenance from the Urban Local Bodies Department, the
Commission had to project expenditure requirements of municipalities at its own
level on

trend basis by adopting traditional approach. The expenditure

requirements, so worked out, have been given in Table 9.14.

Table 9.14: Expenditure Requirements of ULBs for the period 2011 — 12 to 2015 - 16
(Rs. in crore)

Components Base Projections for the period

Year

2010-11 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16
Salary & Wages 172.78 221.47 254,70 | 292.70 | 336.83| 387.16
Pension Liability 14.63 15.50 17.85 20.50 23.57 27.10
Developmental 143.77 243.68 | 29242 | 350.90| 421.08| 505.30
Operation and 214.20 246.32 29558 | 354.70 | 425.64| 510.75
Maintenance of w/s
& sewerage, roads,
sanitation, street
lights, fire services
and other CPRs
Others 59.16 89.25 98.18 | 108.00 118.80 | 130.68
Grants-in-aid 253.39 345.64 | 410.00| 465.54| 521.06| 573.16
Grand Total 857.93 1,161.86 | 1,368.73 | 1,592.34 | 1,846.98 | 2,134.15
9.39 The above table would reveal that expenditure on salaries & wages and

pensionary benefits has been projected to grow at 15% each year upto 2015 — 16
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to take care of incremental growth in price index & staff strength and normal
growth. A growth rate of 20% per annum has been applied on developmental
works and operation & maintenance of public services, community assets and
other common property resources to ensure their proper upkeep and maintenance
so that the existing civic infrastructure could provide improved level of services. A
growth rate of 10% per annum has been applied on other misc. expenditure.
Expenditure from grants-in-aid has been related to the receipts as no separate

account is maintained in this regard.

9.40 The Commission has observed that civic infrastructure in municipal
areas needs substantial improvement to enable it to deliver desirable level of
services. There are wide development gaps across municipalities which are
required to be bridged in a planned way. It has been reported that the Department
of Urban Local Bodies has prepared City Development Plans covering all municipal
bodies in the State in order to identity the infrastructural service gaps between the
existing and desired levels in the sectors of roads, drainage, water supply,
sewerage etc. and to provide additional funds for providing minimum acceptable
levels of public services. Besides, the other requirements for solid waste
management, slum development, storm water drainage etc. have also been
worked out in the city development plans which are proposed to be met by state

allocations under various state and centrally sponsored scheme.

941 As stated earlier, the Commission is required to assess additional
financial needs of ULBs on account of upgradation of service levels to the
minimum desirable levels. As the Department of Urban Local Bodies has not
supplied information on norms for providing civic services and for their proper
operaton and maintenance, the Commission could not do the needful. However, in
lieu thereof, the Commission has attempted to provide sufficient cushion by way of
projecting O & M requirements for its award period on higher scales.

Over-all Position of Finances of Local Bodies

9.42 In the first part of this chapter, the Commission made attempts to
estimate the financial requirements of all tiers of PRIs for its reference period.
Since, no reliable and usable information could be received on expenditure
patterns of PRIs, expenditure requirements could not be assessed. However, an
attempt has been made to project receipts and expenditures of ULBs on the basis
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of some assumptions. The position of finances of ULBs has been given in Table

9.15.
Table 9.15: Overall Position of Finances of ULBs (Rs. in crore)

ltems 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16
Total Revenue Income from all | 2,059.77 | 2,170.88 | 2,409.81 | 2,709.91 | 3,039.97
sources
Total Revenue Expenditure 1,161.86 | 1,368.73 | 1,592.34 | 1,846.98 | 2,134.34
Surplus (+) +897.91 | +802.15| +817.47 | +862.93 | +905.63
Deficit (-)
9.43 The overall financial position of ULBs reveals a unique feature of having

substantial surpluses on their revenue account during each year of Commission’s
award period. These surpluses are mainly attributable to sharp increase in their
share from additional stamp duty being collected at the rate of 2%. Earlier share of
ULBs used to be paid at the collection points and as such, it is apprehended that
proper accounts were not being maintained in this regard. Now the figures of ULBs
share in additional stamp duty, carried from state budget, are extremely higher.
This issue needs to be gone into carefully by the Urban Local Bodies Department.
The second reason for higher income is share of ULBs at 80% in surcharge on
VAT being levied at the rate of 5% from the year 2010 — 11 onwards with income of
Rs. 550.39 crore in 2011 — 12 rising to Rs. 825.40 crore in the year 2015 — 16. The
third reason is recovery from sale of assets i.e. land and buildings. The
Commission, therefore, expects that these surpluses would be utilised partly on
upgrading the level of public services in the form of their proper upkeep and
maintenance and partly on creating additional infrastructural facilities during the

Commission’s award period.
Finances of Municipal Corporation Faridabad (MCF)

9.44

Faridabad, Gurgaon, Panchkula, Ambala, Karnal, Yamunanagar, Panipat, Rohtak

Presently, there are 9 municipal corporations in the State, namely,

and Hisar. The Commission has attempted to review the financial position of
municipal corporations i.e. income and expenditure for the period from 2006 — 07
to 2010 — 11. The Commission noted that the sources of revenues and expenditure

heads of municipal corporations are almost similar to those of municipal
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committees and councils. The Commission had asked all the municipal

corporations to supply information about their sources of incomes and
expenditures as per the prescribed formats. It has been reported that Municipal
Corporations of Faridabad, Gurgaon and Panchkula are functioning properly. The
other six newly created corporations have yet to start functioning. Information on
income and expenditure of these newly created corporations are included in the
income and expenditure of committees and councils. Only Municipal Corporation
Faridabad could supply some information which needed further clarifications.
However, the summary position of finances of MCF has been given in Table 9.16

(a) and (b).

Table .9.16 (a):-  Financial Position of Municipal Corporation Faridabad

(MCF) for 2006-07 to 2010-11 (Rs.in crore)

ltems 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11

A. Total Revenue Receipts 169.69 | 232.06 | 281.25| 267.53| 276.46
Shared Taxes 49.92 4058 | 41.32 57.97 48.92
Own Tax Revenue 39.08| 4557 | 4224| 5036| 5529
Own Non-Tax Revenue 69.89 | 9463 | 11891 | 57.63| 64.29
Grants-in-aid 1080\ 5108| 7878| 101.57| 107.96

B. Eglﬂ anj‘?;’uergue 163.95 | 216.93| 298.73| 302.76 | 309.53
Establishment 5133 | 53.59| 6234| 86.55| 102.57
O & M Exp. on civic services 90.31 | 108.80 | 138.20| 7472 | 139.43
Assigned Schemes 18.09| 50.75| 92.88| 133.08| 59.83
Misc. — others 4.22 3.79 5.31 8.41 7.70
Zgighonrl A ;f)‘ Revenue |  ,574| +1513| -1748| -3523| -33.07
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Table 9.16 (b) : Summary of Financial Projections of MCF from 2011-12 to 2015-16

Rs. in crore)

ltems Base Projections

Year

2010-11 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16
A. Total Revenue 276.46 307.64 | 342.49| 38291 | 428.22| 479.01
Receipts
Shared Taxes 48.92 56.25 64.70 74.40 85.56 98.39
Own Tax Revenue 55.29 61.92 69.36 77.68 87.00 97.44
Own Non-Tax 64.29 70.72 77.80 87.13 97.59 109.30
Revenue
Grants-in-aid 107.96 118.75 130.63 | 143.70 158.07 173.88
B. Total Revenue 309.53 345.37 385.57 | 430.62 | 490.48| 548.18
Expenditure
Establishment 102.57 117.95 135.65 | 155.98 179.38 | 206.28
O & M Exp. on civic 139.43 153.37 168.71 185.58 | 213.42 | 234.75
services
Assigned Schemes 59.83 65.81 72.40 79.63 87.59 96.35
Misc.- others 7.70 8.24 8.81 9.43 10.09 10.80
Position on - 33.07 (-)37.73| -43.08| -47.71| -62.26| -69.17
Revenue Account
(A-B)

9.45

The analysis of finances of ULBs reveals that municipalities and

councils are better placed than the MCF in regard to resource mobilisation as
revenue account of MCF has shown persistent deficits each year from 2008 — 09 to
2011 — 12. Similar position of revenue deficits is likely to prevail during future years
upto 2015 — 16. This position calls for strenuous efforts for resource generation
and expenditure compression through own efforts. Financial position of MCF has
further aggravated due to handling of function of water supply and sewerage which
is becoming extremely expensive due to huge demand, higher operation and
maintenance costs and subsidised recovery of charges being about 20% of the

supply cost.

9.46

investment for building and strengthening urban infrastructure due to mounting

The Commission has also observed that MCF requires much larger

problems of slums and drinking water. But at the same time MCF has still greater
scope for garnering additional resources because of much higher industrial growth
and fiscal potential. The Commission, therefore, observes that MCF should make

attemps to exploit fully its available resource potential to optimum level.
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Observations and Recommendations

9.47 The Commission is fully convinced that own tax and non-tax revenues of
local bodies, both PRIs and ULBs, are insufficient to meet their financial obligations
to the satisfaction of their citizens. Ultimately these bodies would have to go in for
higher level of resource generation through their own efforts. With this in view, the
Commission has recommended constitution of an Incentive Fund at the district
level each for PRIs and ULBs to reward the better performing local bodies in their
resource raising efforts. The Commission has also attempted to recommend a
balancing package of financial devolution for PRIs and ULBs besides tangible
resource raising measures needed to improve their financial position. The
Commission further expects substantial subventions for local bodies of the State
from the 14™ CFC.
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CHAPTER - 10

PRINCIPLES OF FINANCIAL DEVOLUTION AND SHARE OF
LOCAL BODIES

1. General Observations

10.1 As per its TOR, the Commission is mandated to make recommendations
as to the sharing of state revenues with the Panchayati Raj Institutions and the
Municipal Bodies, determination of the taxes and duties to be assigned to these
bodies and also to suggest measures needed to improve the structural, functional
and financial status of Panchayats and Municipalities. However, while doing so, the
Commission shall have regard, among other considerations, to the resources of
the state government and the demands thereon particularly in respect of
expenditure on civil administration, maintenance of capital assets, operational
expenditure on plan schemes and other committed liabilities of the State. Besides,
the Commission is also required to keep in view the requirements of Panchayati
Raj Institutions (PRIs) and the Urban Local Bodies (ULBs), their potential for
raising resources and for reducing expenditure. It, thus, implies that resource
availability with the state government and needs of the local bodies are the guiding

factors for the Commission in designing its scheme of revenue sharing.

10.2 In any federation, the need for fiscal transfer arises because of a
mismatch between expenditure and revenue assignments between different levels
of the government. In Indian federation also vertical fiscal imbalances have
persisted due to the fact that revenue powers assigned to the central government
are more elastic and buoyant in nature as compared to the state’s resources,
whereas the functions assigned to the States are much larger. A similar vertical
imbalance between expenditure and tax assignments with respect to States and
Local Bodies exists. Tax and non-tax powers assigned to the local bodies have a
narrow base and low revenue potential and are less elastic and buoyant as
compared to revenue resources of the state government. The local bodies are,
thus, not in a position to discharge the functions assigned to them with their own
revenues. These are faced with chronic fiscal gaps of varying magnitudes.
Inclusion of 11 and 12 Schedules in the Constitution, subsequent to 73" and 74™
amendments, has further compounded the problem of fiscal gaps and mismatches.
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10.3 The 73 and 74" constitutional amendments gave new dimensions and
institutional strength to the rural and urban local bodies vis-a-vis democratic
decentralisation in the country. These amendments provide for devolution of
specific powers, authority, and funds to these bodies to strengthen their financial
status so that these bodies could generate resources at their own level to meet
their expanding needs. But this has not happened to the necessary extent as major
recommendations of previous Commissions have not been fully accepted by the
state government. Thus, assignment of adequate revenue sources to these bodies

is extremely important.

104 This Commission has noted that the local bodies do not enjoy a sound
financial position. The enabling legislations endow sufficient taxation powers to
local bodies, but these have not been adequately administered due to several
reasons. This tendency has led to undermining of the authority and power of the
local bodies and developed in them over time a highly dependent approach on
government budgetary support. Thus, substantial transfer of resources from the
State to the local bodies and their allocation among the local bodies with wide
differentials in fiscal capacities and needs constitutes an important task of the

Commission.

10.5 The 12" and 13™ CFCs have suggested that the SFCs should adopt
normative approach while assessing revenues and expenditures of local bodies.
Consequently, the SFC is required to compute fiscal gaps of the local bodies, both
PRIs and ULBs, on normative basis taking into account the likely additional
expenditure on providing minimum desirable level of public services as also the
additional resource mobilisation through own efforts based on capacity and
potential. The normative fiscal gaps, so worked out, are to be bridged partly

through financial devolution and partly from their own revenue generation efforts.

10.6 This Commission has noted that the successive CFCs have been
computing revenue gaps of the States for determining the volume of fiscal transfers
for the States either on traditional basis or on normative basis. Under traditional
approach, which is based on past trends, very little efforts are made to identity the
real causes of revenue gaps or deficits, whether these arise due to lower tax efforts
or laxity in tax administration or due to extravagance in expenditure or unduly

ambitious spending programmes or due to lack of natural resources or due to
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sheer poverty and costliness of inevitable functions. This traditional or historical
approach tends to reward the impecunious policies of the so called poor or
backward states and to discount the efforts of better performing states. This
Commission believes that the normative approach definitely has an edge over the
traditional approach as under normative approach revenues are assessed on the
basis of fiscal capacities and potentials and expenditures are assessed on the
basis of needs consistent with minimum acceptable level of services and the

relevant cost norms and not driven by the past trends.

10.7 This Commission has further noted that the States have neither
conceptualised nor adopted the concept of normative approach while assessing
their finances as the financial results of the normative approach are far from the
realties and do not coincide with the financial accounts of the States. The variance
analysis carried out by this Commission of the projections of Haryana finances by
the successive CFCs clearly amplifies that the normative projections made by the
CFCs had put Haryana in the category of revenue surplus states where as the
accounts rendered by the Accountant General showed revenue deficits for the
corresponding periods. It deprived Haryana State from the deficit grants
recommended by the successive CFCs as it was assessed as a revenue surplus
state.

10.8 But the major problem before the Commission is non-availability of
information and data on the status of finances of the local bodies and the civic
services being provided by these bodies. The Commission, in its anxiety for
computing normative fiscal gaps of local bodies, designed the requisite information
formats on the basis of the template suggested by the 13" Central Finance
Commission and asked the Departments of Panchayati Raj and Urban Local
Bodies to furnish the required information covering all aspects in a time bound
manner. However, with all the best efforts put in by the Commission through all
possible means, the Commission could get some partial and incomplete
information on municipal finances and services which, in its present form, was
neither dependable nor usable. The Urban Local Bodies Department was asked to
reconcile the same as per the guidelines given by the Commission which has not
been done so far. Despite various meetings, the Panchayati Raj Department could

only furnish some information on finances and services of PRIs till writing of this
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report. Due to these constraints, the Commission could not be able to work out the
fiscal gaps of the local bodies on normative basis. However, the Commission could
work out revenue gaps of local bodies only on trend basis on which quantum of
financial devolution could be based. Hence, in the given scenario, the financial
devolution suggested in this report is based on value judgement of the

Commission.
2. Criteria of financial devolution

10.9 The perspective of design of fiscal transfers has, by and large, been
determined by the 73" and 74" constitutional amendments which aim at making
local bodies instruments of effective self governance capable of undertaking
programmes of social and economic development. The Commission’s approach is,
thus, based on the understanding that, over time, more and more functions,
functionaries and funds would be transferred to local bodies consistent with their

capacity building.

10.10 The Commission is of the opinion that the bulk of fiscal transfers to the
local bodies should be through tax sharing and the role of grants-in-aid be
supplementary. It would help both the rich and poor local bodies. Higher devolution
through tax sharing would enable local bodies to meet their financial needs without
grants-in-aid. This system would encourage economy in expenditure and efficiency
in tax collection besides higher tax efforts. Grants-in-aid are determined by the
Finance Commission once in five years and as such they remain static. As a result,
the local bodies do not get compensated for higher fiscal gaps or deficits that may
subsequently arise due to price escalation or other factors. As against this, higher
tax devolution imparts a measure of flexibility in the finances of local bodies as
buoyancies in state taxes would automatically be shared with the local bodies

through tax sharing.

10.11 Majority of analysts agree that a good fiscal transfer system should
serve the objectives of equity and efficiency and should be characterised by
predictability and stability. Since the local bodies differ in composition, size,
location and fiscal capacities, the real concern and long-term perspective of the
SFC should be to ensure vertical and horizontal fiscal equalisation between
panchayats and municipalities on the one hand and within the panchayat tiers and
municipal classes on the other. The concept of equalisation in fiscal transfers helps
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promoting equity and efficiency besides neutralising deficiency in fiscal capacity. It
also enables local bodies to provide a minimum acceptable level of public services.
Thus, this Commission proposes to evolve a sharing mechanism so that a
fine blend of equity and efficiency objectives can be achieved in fiscal
transfers. Only this kind of devolution mechanism we opine can promote
autonomy. Besides this, a system of rewards and punishments or incentives
and disincentives has also to be developed and the SFC has to initiate and
evolve this mechanism. We have been mindful of all these considerations
while finalising our scheme of revenue sharing and determining the

magnitude of fiscal transfers to local bodies.

10.12 Two approaches have commonly been used for sharing of revenues
with the lower level governments. One is that of sharing of revenues in specific
taxes. The other is that of what has come to be known as global sharing, which
means a specific share of local bodies in the total divisible pool instead of shares in
specific taxes. The Central Finance Commissions have now moved from specific
tax sharing between the Centre and States to a system of global sharing in the net
tax proceeds of the central government. Majority of SFCs have also adopted the
principle of global sharing of the divisible pool of state revenues with the local
bodies.

10.13 The system of global sharing has distinct advantages. It permits the
States to levy tax on more buoyant and elastic tax sources and guarantees a
regular and predictable flow of revenues to local bodies without affecting their
autonomy to use devolved funds. Under global sharing, local bodies automatically
share the buoyancy in state’s tax revenues. This system also has the advantages
of transparency, objectivity, predictability and regularity. It is also helpful in annual
budgetary exercises both at the State and local body levels. While the state
government can plan its expenditure commitments on account of devolution to
local bodies on a firmer basis, local bodies would also be able to plan their budgets
according to the expected flow of funds with a considerable degree of certainty and
predictability. That is why experts have also advocated global sharing mechanism.

10.14 The 1% and 2™ SFC of Haryana adopted specific tax sharing mechanism
in their scheme of revenue sharing. However, the 3" SFC discarded the criteria of
earlier SFCs on the grounds of its being arbitrary, not based on proper rationale
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and having an inbuilt tendency of generating a sense of financial irregularities
among local bodies. Thus, the 3" SFC, while making a significant departure from
the earlier systems of sharing of specific taxes, had recommended/adopted global

sharing of state revenues.

10.15 This Commission, in its Interim Report, has also adopted global sharing
mechanism in its scheme of revenue sharing on the pattern suggested by the 3™
SFC. Hence, this Commission is in agreement with the approach and line of
reasoning adopted by it in its Interim Report and, as such, has again decided
to adopt the global sharing technique in vertical sharing of state revenues in
which all state taxes are to be pooled and a proportion thereof would be the

share of local bodies.
3. Composition of divisible pool

10.16 While recommending revenue sharing criteria, the Commission is,
interalia, required to determine the constituents of the divisible pool. The divisible
pool, as per TOR of the Commission, comprises of the proceeds of taxes, duties,
tolls and fees leviable by the State. The total revenue receipts of the State
comprises of four parts i.e. share of central taxes, own tax revenue, own non-tax
revenue and grants-in-aid. The Commission has found wide variations across
States in defining components of the divisible pool. A few SFCs treated total
revenue receipts as the divisible pool. Some SFCs used only own revenue receipts
i.e. tax and non-tax revenue, as the divisible pool. However, majority of SFCs have
treated own tax revenue as the sole component of the divisible pool. 3 SFC of
Haryana gave due thought to this aspect and decided own tax revenue to be the
main component of divisible pool of state revenues to be shared with the local
bodies on the grounds that the citizens of the State have a logical stake over tax

sources.

10.17 This Commission rated the reasoning of the 3 SFC as valid and
justifiable. It further observed that since CFC reserves certain portion of divisible
pool of central taxes as specific grants for the local bodies, share of the State in
central taxes should not be made shareable with the local bodies. As regards
grants-in-aid received from the central government, bulk of these is scheme
specific and, as such, should not form part of the divisible pool. The non-tax
revenue of the State is termed as recovery of the cost of the goods and services
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being rendered by various state government departments and as such should also
remain outside the divisible pool. This Commission, therefore, observes that it
is the own tax revenue of the State only which should be taken as the
acceptable component of the divisible pool in the scheme of revenue
sharing.

13™ Finance Commission grants for local bodies

10.18 The 13" Finance Commission recommended grants of Rs. 1,521.30
crore for Haryana’'s local bodies covering the period 2010 — 15, which constitute
1.738% of the total local body grants of Rs. 87,519 crore. Out of the total LBGs of
Rs. 1,521.30 crore, PRIs account for Rs. 1,086.89 crore (71.44%) and ULBs Rs.
434.41 crore (28.56%). The annual break-up of Haryana LBGs is in
Table 10.1.

Table 10.1 : Haryana Share in 13" CFC Local Body Grants (2010 - 15)

Particulars

2010-11 | 2011-12 |2012-13 | 2013-14 |2014-15 | Total
2010-15
PRIs 101.17 157.53 231.26 273.56 323.36 | 1,086.89
ULBs 40.43 62.97 92.44 109.34 129.24 434.41
Total 141.60 220.50 323.70 382.90 452.60 | 1,521.30

Source:- Report of 13" CFC

10.19 After going through the components of 13" CFC grants for local bodies
and their sharing pattern, this Commission observes that these grants have to be
passed on to the local bodies during the years 2011 — 12, 2012 — 13, 2013 - 14
and 2014 — 15 which are covered under this Commission’s report and utilised
strictly as per the guidelines of the MOF/GOI and the conditionalties imposed by
the 13" CFC. It is further observed that 13" CFC grants should not form part
of the divisible pool. However, these grants would be over and above the
financial devolution being recommended by this Commission and other budgetary

support to the local bodies.

10.20 This Commission has observed that some States levy
surcharges/cesses to raise resources. Various successive CFCs have suggested
that the surcharges and cesses should not be levied by the States except to meet
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emergent requirements and that too only for limited periods. This Commission
observes that this source should not be resorted to as a normal revenue
raising measure to fill up budgetary gaps or to compensate the lower level
governments for their revenue losses due to abolition or withdrawal of
certain levies or concessions and exemptions. However, in case it becomes
necessary to levy some surcharge/cess to meet specific purposes, the

proceeds of such surcharge/cess should not from part of the divisible pool.

10.21
some state taxes like State Excise Duties, Stamps Duty, Value Added Tax (VAT)

It has been brought to the notice of the Commission that the proceeds of

etc. are already being shared with local bodies in accordance with the provisions
existing in their respective tax laws. In view of this, it is important for the
Commission to study the structure and sharing pattern of such shared taxes so as
to have a clear picture of the taxes forming part of the divisible pool.

State Excise Duties

10.22
Institutions and Municipal Bodies. As per State Excise Policy for 2013 — 14, the

The proceeds of state excise duties are shared with the Panchayati Raj

existing share of local bodies is Rs. 5/- per bottle of C.L. of 750 ml, Rs. 7/- per
bottle of IMFS of 750 ml. or equivalent and Rs. 3/- per bottle of beer of 650 ml.
capacity or equivalent. The share of local bodies i.e. PRIs and ULBs, depends on
the sale of liquor in their respective jurisdictions. This is subject to the condition
that the local bodies would not impose any tax/levy or octroi on C.L. and IMFL
within their jurisdiction. This transfer is treated as compensatory in nature and
payment to PRIs and ULBs is made from the concerned expenditure head “3604”
of the state budget. The ratio for sharing the said proceeds between GPs: PSs:
ZPs is 70: 20: 10. The share of local bodies is shown in Table 10.2.

Table 10.2: Sharing of Excise Revenue (Rs. in crore)

Years | 2010-11 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16
Actuals Actuals | RE BE Ests. Ests.
PRIs 37.34 48.04 80.53 78.40 90.16 103.68
ULBs 43.15 40.65 143.90 100.00 115.00 132.00
Total 80.49 88.69 224.43 178.40 205.16 235.68

* CL = Country Liquor
* IMES = Indian Made Foreign Siprit
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Stamp Duty

10.23

imposed on transfer of immovable properties in rural and urban areas. The stamp

Stamp duty is an important and elastic source of state revenue and is

duty rate effective from 01.03.2004 was 6%. The state government reduced stamp
duty rate to 5% w.e.f. 04.06.2008 by amending the Indian Stamp Act, 1899.
Municipalities and Panchayats are empowered to levy an additional duty in the
form of surcharge ranging from 1% to 3% on transfer of properties in their
jurisdiction. Municipal bodies are levying additional stamp duty at the rate of 2% on
sale deeds in their jurisdiction but the Panchayats are not presently levying any
such duty. Thus, stamp duty rates effective from 04.06.2008 are 5% in rural areas
and 7% in urban areas. Earlier, the share of municipalities used to be paid to them
at the registration point and it did not form part of the state budget. But the
payment system has now been modified w.e.f. 01.04.2012 by way of which the
share of municipalities forms part of the state budget and payment is made from
the concerned budget head “2217”. The share of Municipalities has been shown in
Table 10.3.

Table 10.3 : Share of Municipalities in Stamp Duty (Rs. in crore)

Years |2010-11 | 2011-12 | 2012-13 | 2013-14 2014-15 | 2015-16
Actuals | Actuals | RE BE Ests. Ests.
ULBs 3.65 3.80 | 468.00 567.00 652.00 750.00
PRIs - - - - - -
Total 3.65 3.80 | 468.00 567.00 652.00 750.00

Surcharge on VAT

10.24
w.e.f. 01.04.2003 by enacting the HVAT Act, 2003. VAT, like sales tax, is an
indirect tax. It has the additional merit of being non-cascading and transparent.

Haryana switched over to Value Added Tax (VAT) system of taxation

VAT is a buoyant and major source constituting about 65% of the total own tax
revenue. An additional tax in the nature of surcharge at the rate of 5%, to be paid
by the dealer, was levied w.e.f. 02.04.2010 by amending HVAT Act. The amount of
surcharge forms part of the Consolidated Fund of the State and shared between

ULBs and PRIs in the ratio of 80:20. Share of PRIs is paid from expenditure head
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“2515” and share of municipal bodies is paid from expenditure head “2217” of the
state budget.

10.25

(LADT) w.e.f. 05.05.2000 as a measure compensatory to urban local bodies in lieu

Prior to that, the state government levied Local Area Development Tax

of abolition of octroi from 01.11.1999. The entire net proceeds from LADT were
being divided between PRIs and ULBs in the ratio of 50:50. During 2007 — 08, net
proceeds of Rs. 314.54 crore were transferred to the PRIs and ULBs. Now the
LADT stands repealed w.e.f. 14.03.2008 by the Hon’ble High Court considering
this levy as non-compensatory in nature and also as restriction on free flow of trade
and commerce. Thereafter, the state government introduced another act the
“Haryana Tax on Entry of Goods into Local Area Act, 2008” which also met the
same fate and was declared as unconstitutional and void on Ist October, 2008 by
the High Couirt.

10.26

levied at the rate of 5% w.e.f. 02.04.2010 and made sharable with the local bodies

Now an additional tax in the nature of surcharge on VAT has been

just to compensate the local bodies for the losses on account of withdrawal of
LADT and abolition of House (Property) Tax. The position of sharing of surcharge
amount is shown in Table 10.4.

Table 10.4 : Share of Local Bodies in Surcharge on VAT (Rs. in crore)

Years 2010-11 | 2011-12 | 2012-13 | 2013-14 2014-15 | 2015-16
Actuals | Actuals | RE BE Ests. Ests.
PRIs 62.00 121.40 135.68 156.03 179.44 206.35
ULBs 248.00 550.39 542.70 624.11 717.73 825.40
Total 310.00 671.79 678.38 780.14 897.17 1031.75
10.27 Now it is quite obvious that three main state taxes i.e. VAT, Excise Duty

and Stamp Duty stand shared with the local bodies in accordance with their
respective Acts/Rules. The 1% and 2™ SFCs did not make any specific
recommendations about their sharing with local bodies. However, 3 SFC took
cognizance of the sharing mechanism of such shared taxes and observed that in
case their sharing is brought under the purview of the SFC, it may deem to be
contrary to the existing provisions and this step may require suitable amendments
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in their respective Acts or Rules. 3" SFC further observed that in case these taxes
are allowed to be shared with the local bodies as before, the proceeds of these
shared taxes should be excluded from the divisible pool. After due deliberations,
the 3" SFC concluded that such shared taxes should not form part of the divisible
pool of state own taxes and their sharing with the local bodies should be continued
as before.

10.28 This issue has been considered by this Commission in depth. It has
been observed that the centre-state fiscal relations and its delivery mechanisms
were in existence since adoption of the Constitution and, at the national level, the
Central Finance Commission is the sole statutory authority to recommend sharing
of central taxes with the States. Consequent to 73 and 74" constitutional
amendments, the State Finance Commission has been conceived as the sole
arbiter to recommend sharing of state revenues with the local bodies. But the
developments taking place in sharing state revenues with the local bodies have
indicated that the institution of Finance Commission has not been recognised by
state government officials in its right perspective. Sharing of proceeds of State
Excise Duties and Stamp Duty has been decided by the state government at its
own level without referring the matter to the State Finance Commission. The
situation got further aggravated when the state government decided at its own level
to share the surcharge on VAT with the local bodies w.e.f. 02.04.2010 when the
constitution of the 4" SFC was in pipeline and was ultimately constituted on
16.04.2010. This Commission has viewed this step as a serious lapse on the part
of the state government and a big jolt to the authority and status of a constitutional

body like the Finance Commission.

10.29 This Commission has had to grapple with this piquant situation. The
proceeds from all the three state taxes i.e. VAT, State Excise Duties and Stamp
Duty, estimated at Rs. 22,800 crore in 2012 — 13, constitute 94 percent of total own
tax revenue of Rs. 24,290 crore. Like-wise, the tax proceeds of Rs. 27,139 crore
estimated from these taxes during 2013 — 14 constitute 94 percent of the estimated
own tax revenue of Rs. 28,784 crore. This situation clearly amplifies that in case
own tax revenue is taken as the sole constituent of the divisible pool, 94 percent of
the divisible pool stood already shared with the local bodies. What would remain at
the disposal of the Finance Commission for sharing is just a marginal 6 percent of
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the divisible pool i.e. Rs. 1,428 crore in 2012 — 13, Rs. 1,692 crore in 2013 — 14,
Rs. 1,967 crore in 2014 — 15 and Rs. 2,288 crore in 2015 - 16.

10.30
has decided to treat the Own Tax Revenue (OTR) only, including all the taxes

However, taking a holistic view of the situation, this Commission

already being shared, as the acceptable component of the divisible pool in
its scheme of revenue sharing as the citizens of the State, being ultimate
beneficiaries, have logical claim over tax sources of the State. However,
following the pattern adopted by the Central Finance Commission and
various SFCs, the state own tax revenue constituting the divisible pool
should be discounted for tax collection charges and other incidental charges

at the rate of two percent each year.

10.31

period covered in this report, is shown in Table 10.5.

On this basis, the divisible pool, worked out by the Commission for the

Table 10. 5: Magnitude of divisible pool (Rs. in crore)
Particulars 2011-12 | 2012 -13 | 2013-14 | 2014 -15 | 2015-16
Actuals RE BE Ests. Ests.
Own Tax Revenue 20,399.46 | 24,289.81 | 28,784.34 | 33,457.65 | 38,912.97
B. Deduct-Collection 407.98 485.80 575.69 669.15 778.26
and other incidental
charges
(at the rate of 2%)
C. Total Divisible Pool | 19,991.48 | 23,804.01 | 28,208.65 | 32,788.50 | 38,134.71
(Net OTR)

4. Share of local bodies in the divisible pool

10.32

Commission has also to determine the share of local bodies in the divisible pool

After having decided the composition of the divisible pool, the Finance

and the relative share of PRIs and ULBs. But before undertaking this exercise, the
Commission has to take a firm decision on non-SFC individual sharing of State
Excise Duties, surcharge on VAT and Stamp Duty being done by the state
government at its own level without having referred the matter to the SFC.

10.33

committed to accomplish the same in a most acceptable manner in the overall

This Commission is aware of its constitutional mandate and is fully

public interest. The intention of the Commission is not to put the state government

into an embarrassing position at this stage by making such recommendations in
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regard to sharing of state revenues with local bodies as require amendments in
state laws or rules. But at the same time this Commission further observes that
there should not be duplication or overlapping in regard to sharing of state taxes.
Global sharing includes all state taxes in the divisible pool and this leaves no scope
for sharing of individual taxes as is being presently done in respect of State Excise
Duties, Stamp Duty and surcharge on VAT.

10.34 We, therefore, further, sincerely advise the state government to
avoid taking such unilateral decisions, particularly in regard to the sharing of
state revenues with the local bodies, which squarely fall in the domain of the
State Finance Commission. However, in case it becomes necessary to share
the proceeds of existing state levies or new levies with the local bodies to
meet their emergent needs, such issues should be brought to the knowledge
of the State Finance Commission and mentioned specifically in its Terms of
Reference for making appropriate recommendations.

10.35 In view of such a critical situation, it becomes a little difficult for the
Commission to fix share of local bodies in the divisible pool under global sharing
approach particularly in a situation where 94 percent of state own tax revenue
already stands shared with local bodies. The Commission also recognizes the fact
that bringing all state taxes under the ambit of SFC for sharing with local bodies
would require amendments in state tax laws or rules, as the case may be.
Discontinuation of individual non-SFC sharing of state taxes through required
amendments in tax laws or rules is bound to take considerable time ranging from
six months to one year as various procedural and operational formalities would
have to be observed for shifting to the new system of revenue sharing under global
sharing.

10.36 After due consideration, the Commission has decided to recommend

two alternative Steps of revenue sharing with local bodies, as under:-

Step — 1:- Under Step — 1, share of local bodies, both PRIs and ULBs, would be
fixed in certain percentage of divisible pool by way of global sharing approach and
non-SFC sharing of State Excise Duties, Stamp Duty and surcharge on VAT would
continue as before. Step — 1 would remain in operation for first four years of

Commission’s award i.e. from 2011 — 12 to 2014 — 15.
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Step — 2:- Under Step — 2, the share of local bodies, both PRIs and ULBs, in the
divisible pool would be determined under global sharing approach at a certain
percentage of the divisible pool. Under Step — 2, the non SFC sharing of State
Excise Duties, Stamp Duty and surcharge on VAT would be discontinued. This
step would be applicable for the year 2015 — 16 only, the concluding year of the
award period of this Commission.

10.37 In view of the position explained above, this Commission has attempted
to bring all state taxes under its domain for sharing with local bodies and to
discontinue the existing non-SFC individual sharing of State Excise Duties, Stamp
Duty and surcharge on VAT. Under this global sharing technique, the whole
system of financial devolution would undergo some alternations i.e. composition of
divisible pool, share of local bodies in the divisible pool and also inter se shares of
PRIs and ULBs. However, while shifting to the amended global sharing criteria of
revenue sharing, care would need to be taken to ensure that local bodies, both
PRIs and ULBs, are not put to any losses. In other words, these bodies should
continue getting financial devolution under Step — 2, (without non-SFC sharing)
equal to what these bodies could have got in the existing system (with non-SFC
sharing). Step — 2 has been suggested only for the financial year 2015 — 16
because Action Taken Report (ATR) by the state government on SFC
recommendations and the proposed amendments in existing acts or rules of the
already shared taxes, would take substantial time after submition of report by this

Commission.
5. Step — 1: Share of local bodies (for 2011 — 12 to 2014 — 15)

10.38 The Commission has noted that the share of local bodies recommended
by various SFCs shows large variations from as low as 2% in Sikkim (3™ SFC),
2.75% in Himachal (3" SFC), 3.5% in Rajasthan (3" SFC) and Kerala (4™ SFC),
4.0% in Punjab (4™ SFC), 5.0% in MP (3" SFC), 6.00% in U.P. (3" SFC), 7.5% in
Bihar (4™ SFC) and WB (3™ SFC), 10.0% in Uttaranchal (2" SFC) and Assam (3"
SFC), 10.39% in A.P. (2" SFC), 15.0% in Orissa (3" SFC), 40.0% in Maharashtra
(2"! SFC) and Karnataka (2" SFC). This variation reflects the financial situations
prevailing in different states and variations in the extent of decentralisation of
powers of local bodies besides funds flow to local bodies from other sources.
These shares of local bodies, though not comparable as the components of the
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divisible pool being at variance across SFCs., these, however, do help in making
decisions on fixing shares of local bodies in the divisible pool.

10.39 This Commission has noted that the 1% and 2" SFCs of Haryana
adopted source specific scheme of revenue sharing with the local bodies.
However, the financial devolution of Rs. 210.04 crore recommended by the 1% SFC
for its concluding year 2000 — 01 constituted about 3% of the own tax revenue of
the State. Like-wise, financial devolution of Rs. 231.05 crore recommended by 2™
SFC for its concluding year 2005 — 06 also formed about 3% of own tax revenue of
the State. The 3" SFC, in its interim and final reports, while adopting the global
approach of revenue sharing, recommended share of local bodies, both PRIs and
ULBs, at 4% of net own tax revenue of the State for its reference period
2006 — 07 to 2010 — 11. This enhanced share of local bodies at 4% was
recommended by the 3" SFC keeping in view the expanding functional domain of
local bodies, withholding operation of Local Area Development Tax, abolition of
House (Property) Tax and price escalation.

10.40 This Commission is faced with a piquant situation as surcharge at the
rate of 5% on VAT levied by the state government w.e.f. 02.04.2010 has been
made shareable with the local bodies in its entirety. This is a substantial amount
going to ULBs and PRIs in the ratio of 80:20. This source alone constitutes about
2.70 percent of the divisible pool i.e. net own tax revenue. This measure is said to
have been tapped by the state government to compensate the local bodies for
losses due to abolition of House Tax on residential properties, the total proceeds
from which were Rs. 85.92 crores during 2007 — 08 i.e. Rs. 8.50 crore from rural
areas and Rs. 77.42 crore from urban areas. In view of this, the amount of
surcharge going to local bodies is much higher, particularly in the situation when
House Tax has been re-levied w.e.f. 21.06.2012.

10.41 Like-wise, proceeds of State Excise Duties and Stamp Duty are already
shared with local bodies. Thus, such non-SFC devolution to local bodies is
estimated at Rs. 764.28 crore in 2011 - 12, Rs. 1,370.81 crore in
2012 — 13, Rs. 1,525.54 crore in 2013 — 14, Rs. 1,754.33 crore in 2014 — 15 and
Rs. 2,017.43 crore in 2015 — 16 which works to about 5.5% of the net own tax
revenue of the State as compared to 1.77% of net own tax revenue worked
out by the 3™ SFC for its reference period 2006 - 07 to 2010 — 11. This
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Commission has further noted that the total SFC and non-SFC devolution made by
the 3" SFC for its reference period 2006 - 07 to 2010 — 11 amounted to Rs.
3,809.20 crore which constituted 5.31% of the net own tax revenue of the State.
The position has been explained in Table 10.6.

Table 10.6: Total SFC and non-SFC Financial Devolution to Local Bodies by 3 SFC
(Rs. in crore)

Components 2006-07 [ 2007-08 [ 2008-09 [ 2009-10 [2010-11 [ Total
2006-11

* Net Own Tax Revenue (net| |4 791 og | 12 431,64 | 14,115.14 | 16,136.75 | 18,229.30 | 71,703.91

of 1.25% collection charges) as

assessed by 3® SFC (Inclusive

of shared taxes)

ii) Estimated share of LBs in

state own taxes

e Taxes already shared (State | 275.29 331.54 218.70 220.58 222.65 1,268.76

Excise and LADT) (2.55%) | (2.67%) (1.55%) (1.37%) | (1.22%) | (1.77%)

« Devolution by 3 SFC at 4% | 371.20 440.00 502.00 573.00 654.24 2,540.44
(Inclusive of shared (3.44%) | (3.54%) | (3.57%) | (3.55%) | (3.59%) | (3.54%)

Total share of LBs in 646.49 771.54 720.70 793.58 876.89 3,809.20

net State Own Tax (6.00%) | 6.21%) (5.11%) (4.92%) | (4.81%) | (5.31%)

Revenue as assessed by 3

SFC

10.42 During their meetings with this Commission, the elected representatives

of PRIs & ULBs and officers of the Departments of Panchayati Raj and Urban
Local Bodies strongly advocated for substantial enhancement in the share of local
The
enhancement in the aggregate devolution (SFC and non-SFC) beyond 5.31% of

bodies. intention of the Commission is also to provide substantial
the 3 SFC. Thus, taking into account the current scenario of tax sharing,
funds flowing to the local bodies from the state budget and other sources,
status of functional decentralisation, fiscal capacities of local bodies and the
resources availability with the state government, this Commission has come
to the conclusion that the share of local bodies, both PRIs and ULBs, should
be at 2.5 percent of the divisible pool i.e. the net own tax revenue. On this

basis, the share of local bodies has been shown in Tables 10.7 and 10.8.
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Table 10.7: Share of local bodies (at 2.5% of divisible pool) (Rs. in crore)

Particulars

2011-12

2012-13

2013-14

2014-15

2015-16

Total 2011-12
to 2015-16

Divisible pool

19,991.48

23,804.01

28,208.65

32,788.50

38,134.71

1,42,924.35

(Net Own Tax
Revenue)

Global Share
of Local
Bodies

(at 2.5% of
divisible pool)

499.79

595.10

705.22

819.64

953.37

3,573.12

Table 10.8: Total SFC and non-SFC devolution to local bodies by 4™ SFC 2011-12 to 2015-16)

(Rs. in crore)

Components

2011-12

2012-13

2013-14

2014-15

2015-16

Total
2011-16

e Own Tax Revenue
(net of collection
charges @ 2%2 as
assessed by 4"
SFC (Net Divisible
Pool)

19,991.48

23,804.01

28,208.65

32,788.50

38,134.71

1,42,924.35

ii) Estimated share
of LBs in State
Net OTR

e Non SFC share in
state taxes already
shared (VAT,
Excise Duties and
Stamp Duty)

e SFC share of LBs
@ 25% of the
divisible pool (net
OTR)

764.28
(3.83%)

499.79

1,370.81
(5.76%)

595.10

1,525.54
(5.41%)

705.22

1,754.33
(5.35%)

819.64

2,017.43
(5.30%)

953.37

7,432.39
(5.20%)

3,573.12

Total Devolution
(non-SFC + SFC)

1,264.07
(6.32%)

1,965.91
(8.23%)

2,230.76
(7.91%)

2,573.97
(7.85%)

2,970.80
(7.79%)

11,005.51
(7.70%)

10.43

The salient features of the comparative analysis of the financial

devolution of the 3" SFC covering the period 2006 — 07 to 2010 — 11 and that of
the 4™ SFC covering the period 2011 — 12 to 2015 — 16 given in Tables 10.6 and

10.8, are as under:-

o On the face of it, the share of local bodies at 2.5% recommended by this

Commission would seem to be relatively lower than that of 4% by the 3" SFC.

. The total devolution of Rs. 3,573.12 crore made by the 4™ SFC at the rate of
2.5% of the divisible pool for the period 2011 — 12 to 2015 — 16, works to 40.65%
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higher over the total devolution of Rs. 2,540.44 crore of the 3 SFC made at the
rate of 4% of the divisible pool for the period 2006 — 07 to 2010 — 11.

J The total SFC + non SFC devolution of the 4" SFC at Rs. 11,005.51 crore
for the five year period 2011 — 12 to 2015 — 16 works to 188.92% higher over the
total SFC and non-SFC devolution of Rs. 3,809.20 crore of the 3 SFC for the five
year period 2006 — 07 to 2010 — 11.

. While viewing from another angle, the total SFC + non SFC devolution of
Rs. 11,005.51 crore of the 4™ SFC constitutes 7.70% of the net own tax revenue of
the State compared to a devolution of Rs.3,809.20 crore of the 3" SFC which
constituted 5.31% of the net own tax revenue of the State i.e. higher by 2.39%.

10.44 It is further explained that the share of local bodies at 2.5 percent of
the divisible pool made by this SFC is in addition to their share in State Excise
Duties, Stamp Duty, surcharge on VAT, CFC grants and other state and central
transfers to these bodies. This Commission feels that the total SFC and non-SFC
devolution depicted in Table 10.8 would be sufficient to meet the financial
requirements of the PRIs and ULBs in providing minimum desirable level of public
services. This Commission further hopes that the devolution recommended in this
report would be well within the reach of state finances. This devolution would also
form the basis for determining the size of local bodies grants for Haryana by the
14" Central Finance Commission.

Distribution of Local Bodies Share between PRIs and ULBs

10.45 After having decided upon the composition of divisible pool and share of
local bodies in the divisible pool, the next issue is to determine the relative shares
of PRIs and ULBs in the local bodies share. Large variations have been noticed
across SFCs in shares of PRIs and ULBs such as, Punjab (3 SFC) 67:33,
Rajasthan (4™ SFC) 75.70:24.30, Tamil Nadu (2" SFC) 58:42, UP (3" SFC) 40:60,
Andhra Pradesh (2" SFC) 65:35, Uttranchal (2" SFC) 60:40, Assam/Goa (1°
SFC) 75:25 and Orissa/Karnataka (2" SFC) 80:20.

10.46 The 11™ CFC assigned more weightage to PRIs by splitting local body
grants between PRIs and ULBs in the ratio of 80:20 on the reasoning that the
ULBs had a greater access to tax and non-tax resources of their own and,
therefore, it is the PRIs which require substantial support. The 12" CFC also
favoured the PRIs by allocating local body grants to PRIs and ULBs in the ratio of
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80:20 as against rural-urban population ratio of 73:27 as per 2001 census, on the
plea that lower share to ULBs would encourage them to augment their own
resources depending upon their capacity and needs. However, the 13" CFC
adopted a balanced approach and, with a view to providing a uniform per capita
entitlement to the rural and urban sectors, strictly adhered to national rural-urban
population ratio of 73:27 as per 2001 census for segmenting General Basic and

General Performance grants among PRIs and ULBs.

10.47 The 1% and 2" SFCs of Haryana adopted source specific criteria of
sharing state revenues with the local bodies and, as such, they did not apply rural-
urban population ratio for fixing respective shares of PRIs and ULBs in local body
share. The 3" SFC of Haryana, however, noted a marked decadal growth of 50.83
percent in urban population as per 2001 census as against the overall growth of
28.43 percent and, further, that the urban population constituted 28.92 percent of
the total population. Consequently the 3" SFC recommended shares of PRIs and
ULBs in 65:35 ratio as against the rural-urban population ratio of 71:29. The
enhanced share of ULBs was intended to cater to the needs of mounting

population pressure on urban infrastructure.

10.48 This Commission is aware of the emerging scenario of major
transformation in the state’s economy due to large scale investments made for
infrastructural development. Rapid industrialisation and urbanisation has a visible
impact on demographic structure in the State since last two decades.
Consequently, the urban population witnessed a marked decadal growth of 44.25
percent as per 2011 census as against the overall growth of 19.90 percent and the
proportion of urban population further rose to 34.79 percent in 2011 from 28.92
percent in 2001. This necessitated proper up-gradation of urban infrastructure to
enable it to cater to the needs of mounting population pressure. But even a cursory
look at the overall funds allocations for infrastructure development shows that a big
chunk of budgetary and other resources is earmarked for creation of urban
infrastructure. Further, the ULBs also corner a major share at 80 percent in
surcharge on VAT as against urban population ratio at 34.79 percent. This is a very
substantial amount being put at ULBs disposal or invested in ULB. This
Commission feels that it is the rural infrastructure which also needs to be properly
developed wherein adequate urban-like facilities could be provided for the rural
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population. This measure would also help checking migration of population to the
cities. This Commission is also aware that the state government is making
concerted efforts for creation of rural infrastructure but still it may take a long time
to deliver much needed urban-like facilities.

10.49 The approach of the Commission is based on the principles of
equity, efficiency, justice and promotion of inclusive growth. Like the 13™
CFC, this Commission is also of the opinion that every citizen of the State
should have equal opportunities in availing the basic public services
irrespective of the sector he or she lives in. Thus, by adopting a balancing
approach, this Commission has come to the conclusion that the share of
local bodies in global sharing technique should be apportioned between
PRIs and ULBs exactly in accordance with the rural-urban population ratio of
65:35 as per 2011 census i.e. share of PRIs at 65 percent and of ULBs at 35
percent. On this basis, the shares of PRIs and ULBSs, in financial terms, have
been shown in Table 10.9.
Table 10.9 : Share of PRIs and ULBs (Rs. in crore)

Particulars 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16 | Total
2011-16

Total Share of LBs | 499.79 595.10 705.22 819.64 953.37 | 3,573.12

(at the rate of 2.5%)

Share of PRIs (65%) | 324.86 386.82 458.39 532.76 619.69 | 2,322.52

Share of ULBs 35%) | 174.93 208.28 246.83 286.88 333.68 | 1,250.60

District-wise distribution of shares of PRIs and ULBs

10.50 The shares of PRIs and ULBs in the total share of local bodies have
been determined primarily on the basis of their population ratios as per 2011
census. Now the Commission has also to evolve a criteria for district level
distribution of shares of PRIs and ULBs and then among each tier of PRIs and
ULBs.

10.51 This Commission is conscious of the need to ensure a certain degree of
predictability in the devolution criteria, both in terms of general acceptability as well
in the need to nurture incentives. Since the local bodies differ in composition, size,
location and fiscal capacities, the distribution criteria of the Commission should
properly address the issues like socio-economic backwardness, fiscal capacities
and financial needs of the local bodies.
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10.52 There is a plethora of socio-economic indictors which are inducted into
the distribution criteria by the CFCs and SFCs. But this Commission proposes to
adopt such variables which are simple, measurable, easily understandable and
which, in real terms, reflect the physical and financial needs of the local bodies and
for which reliable data is available at district levels. We also hope to draw attention
to the parameters of social deprivation so that efforts are made towards their

redressal.

10.53 The functionaries and elected representatives of local bodies, faculty
members of research institutes and experts from universities, who met the
Commission, suggested that population, area, literacy gap, index of backwardness,
revenue efforts etc. be considered as criteria, though their perceptions on the
weights to be assigned to each parameter varied largely. The 12" and 13" CFCs
computed composite indices consisting of population, area, per capita income,
index of deprivation and backwardness, tax effort and SC/ST population and
assigned suitable weights to each factor. The 1% and 2" SFCs of Haryana adopted
a decentralised planning formula based on a composite index of backwardness for
distribution of funds. The 3 SFC of Haryana, in its interim report, followed
decentralised planning formula, as amended in 2007 — 08, comprising of factors
and weights such as population 40%, SC population 25%, number of
villages/towns 25% and literacy gap 10%. However, in its final report, the 3" SFC,
made some modification in the selection of indicators and computed a composite
index comprising parameters and weights, such as population 40%, area 25%,
BPL population 25% and literacy gap 10%. This criteria was also, more or less,
based on the decentralised planning formula of 2007 - 08. Now with the
constitution of District Development and Monitoring Committees w.e.f. 11.11.2012,
district plan funds worth Rs. 294.41 crore budgeted for the year 2012 — 13 have

been allocated to the districts purely on the basis of population ratios.

10.54 This Commission, in its Interim Report, adopted parameters and weights
as, population (2011 census) 40%, area 25%, literacy gap 15%, Antodya Anna
Yojana (AAY) population 10% and gender ratio 10%, for distribution of local body

share at district level.

10.55 This Commission observes that the criterion of population and

geographical area being neutral, objective and transparent meet general
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acceptance and are good indicators of the fiscal needs of the local bodies.
Population factor needs to be given relatively higher weightage as expenditure
requirement for growth and development are directly correlated with the size of
population. The area index addresses the cost disadvantages to the local bodies
for provision of basic services. Hence, a moderate weightage needs to be assigned
to this indicator for maintaining equitable distribution. Consequently, this
Commission has decided to retain the population and area as parameters
with 40% weight to population and 25% to area. But this Commission further
observes that these indicators alone do not properly address the important issues
like the socio-economic disparities, fiscal performance of local bodies and the

incentive mechanism for internal resource generation.

10.56 This Commission was inclined to compute a comprehensive index of
backwardness or deprivation as a criteria for devolution using relevant parameters,
but despite best efforts the requisite data did not appear credible and usable.
However, the Commission has observed that illiteracy or literacy gap and medical
facilities gap are also indicators of social backwardness as well as indicative of
fiscal needs as these indicators have great bearing on human resource
development index. We have, accordingly chosen literacy gap as the most suitable
parameter for this purpose. Thus, the areas having more number of illiterates
should be supported for their social advancement. We have accordingly adopted
literacy gap as criteria for financial devolution with 15% weight.

10.57 The factors of Antodya Anna Yojana (AAY) population, BPL population
and SC/ST population are also important indicators of socio-economic
backwardness and low fiscal capacity. AAY population consists of poorest of the
poor. The State has around 11,90,542 AAY persons of which 9,77,381 (80%)
reside in rural areas and 2,13,161 (18%) in urban areas. Hence these require
special attention. As such AAY population has been adopted as one indicator

for financial devolution with 10% weight.

10.58 The Commission also proposes to induct a parameter of incentive
mechanism into the distribution criteria to reward the better performing local bodies
at district level. Gender composition of population again is a key indicator to
monitor the social fabric of society. Haryana State has charted an increase in the
overall sex ratio from 861 in 2001 to 877 in 2011, where a positive change in sex

217



ratio is observed especially in the urban areas as compared to its rural
counterparts. Declining Child Sex Ratio, assuming alarming proportions, has now
become a matter of serious concern to policy makers. Prevention of female
foeticide should now become among the main agendas of the State. We have,
accordingly, adopted Gender Ratio with 10% weight as one parameter in the
distribution criteria as a measure of incentive for better performing local

bodies.

10.59 Hence, due to lack of a comprehensive index of backwardness and
deprivation, this Commission has decided that a composite index with
parameters like population, area, literacy gap, AAY population and gender
ratio can be viewed as an acceptable criteria of distribution of PRIs and ULBs
shares at the district levels. These criteria are expected to address the
financial needs, fiscal capacity and development gaps of the local bodies.
Hence, this Commission recommends the following criteria for district-wise
distribution of local bodies shares into PRIs and ULBs:-

Criteria of Financial Devolution

Parameters Weight (%)
Population (Rural/Urban) 40.0
Area (Rural/Urban) 25.0
Literacy Gap (Rural/Urban) 15.0
Antodya Anna Yojana (AAY) Population 10.0
Gender / Sex Ratio 10.0
Total 100.0

10.60 The district-wise indices of shares of PRIs and ULBs have been given at
Annexures 10.1 and 10.2. The composite indices of PRIs and ULBs and district-

wise allocations are given in Table 10.10.
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Table 10.10: District-Wise Distribution of Share of PRIs and ULBs

PRIs ULBs
Sr. L Composite Year-Wise Allocation Composite Year-Wise Allocation
No. District Index (Rs. in Crore) Index (Rs. in Crore)
2011- 2012- 2013- 2014- 2015-
12 13 14 15 16 2011-12 | 2012-13 | 2013-14 | 2014-15 | 2015-16
1 2 3 4 5 6 7 8 9 10 11 12 13 14
1 Ambala 3.765 12.232 14.565 17.260 20.060 23.333 5.148 9.005 10.722 12.707 14.769 17.178
2 Panchkula 1.855 6.027 7.177 8.504 9.884 11.497 3.397 5.942 7.075 8.384 9.745 11.335
3 Yamunanagar 4.268 13.864 16.509 19.563 22.737 26.447 5.646 9.877 11.760 13.936 16.197 18.840
4 Kurukshetra 4,148 13.476 16.046 19.015 22.100 25.706 3.718 6.504 7.745 9.178 10.667 12.407
5 Kaithal 5.415 17.591 20.946 24.821 28.848 33.555 4,287 7.500 8.930 10.583 12.300 14.307
6 Karnal 5.852 19.011 22.637 26.825 31.177 36.264 5.224 9.138 10.880 12.894 14.986 17.431
7 Panipat 3.589 11.660 13.884 16.453 19.123 22.243 5.950 10.409 12.394 14.687 17.071 19.855
8 Sonipat 5.321 17.286 20.583 24.392 28.349 32.975 5.158 9.023 10.744 12.732 14.798 17.212
9 Rohtak 3.578 11.623 13.840 16.401 19.061 22.172 4,717 8.251 9.824 11.642 13.531 15.738
10 | Jhajjar 3.998 12.987 15.464 18.325 21.298 24.774 3.067 5.366 6.389 7.571 8.800 10.235
11 | Faridabad 2.167 7.039 8.382 9.933 11.544 13.428 10.739 18.786 22.367 26.507 30.808 35.834
12 | Gurgaon 2.870 9.323 11.101 13.155 15.290 17.785 9.427 16.490 19.634 23.268 27.044 31.455
13 | Rewari 3.991 12.964 15.437 18.293 21.260 24.730 2.868 5.017 5.974 7.080 8.228 9.571
14 | Mahendergarh 4.734 15.378 18.311 21.699 25.220 29.335 2.172 3.800 4.524 5.362 6.231 7.248
15 | Bhiwani 8.185 26.591 31.662 37.521 43.608 50.724 4.461 7.804 9.291 11.011 12.798 14.885
16 | Jind 6.443 20.931 24.923 29.534 34.326 39.927 3.554 6.218 7.403 8.773 10.197 11.860
17 | Hisar 7.435 24.154 28.761 34.083 39.612 46.076 6.236 10.909 12.989 15.393 17.891 20.810
18 | Fatehabad 5.060 16.439 19.575 23.197 26.960 31.359 2.776 4.856 5.782 6.852 7.964 9.263
19 | Sirsa 7.279 23.648 28.158 33.368 38.782 45,109 5.263 9.207 10.962 12.991 15.099 17.562
20 | Mewat 5.668 18.413 21.925 25.981 30.196 35.123 2.345 4,103 4.885 5.789 6.729 7.826
21 | Palwal 4.379 14.224 16.937 20.071 23.327 27.133 3.844 6.724 8.006 9.488 11.028 12.827
TOTAL 100 | 324.86 | 386.82 | 458.39 | 532.76 | 619.69 100 | 174.93 | 208.28 | 246.83 | 286.88 | 333.68
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Distribution of PRIs share among GPs, PSs and ZPs

10.61 This Commission has noted that the functional domains of all the three
tiers of PRIs i.e. GPs, PSs and ZPs, are not independent of each other. Rather the
PSs and ZPs are super-imposing bodies exercising control over GPs. Whatever
maintenance or development works are carried out by the PRIs in rural areas, they
fall in the functional domain of any of the GPs. Therefore, GPs, have larger claims
on PRIs share compared to the PSs and ZPs. Relying on this perception, all three
previous SFCs of Haryana distributed PRIs share among GPs : PSs : ZPs in the
ratio of 75:15:10. The previous SFCs, in their sharing mechanism, gave due shares
to the PSs and ZPs also recognising their respective roles towards infrastructure
development. The representatives of all the three tiers of PRIs staked their higher
claims in PRIs share during their meetings with the Commission.

10.62 While considering this issue, the Commission noted that as per the
“Revised District Plan Scheme” applicable from the financial year 2012 — 13, apart
from funds earmarked under Scheduled Caste Special Plan (SCSP) component,
the remaining allocations would be made to each Zila Parishad for rural areas on
the basis of Rs. 10 lakh per Zila Parishad Member and at the rate of Rs. 50 lakh for
each Panchayat Samiti. It is hoped that this system will continue in the coming
years also. This Commission is, therefore, of the opinion that these exclusive
shares of PSs and ZPs in district plan funds would be sufficient to meet their
demands for higher shares in Commission’s devolution. Thus, while
agreeing to the reasoning of the 2" and 3" SFCs, this Commission has
decided that the PRIs share at the district levels should continue to be
allocated among GPs : PSs : ZPs in the ratio of 75:15:10 respectively and
hence, no change is proposed in the sharing criteria of the 3 SFC.

10.63 Like the 3" SFC, this Commission further suggests that the shares
of GPs and PSs within the districts, should be allocated on the basis of the
ratios of population and area as per 2011 census with 80% weight to
population and 20% weight to area. The calculations pertaining to the relative
shares of GPs, PSs and ZPs in the ratio of 75:15:10 and their inter-se shares
should be made by the concerned department of the state government and
transfers be made to the PRIs accordingly.
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Share of Municipal Committees/Councils/Corporations in ULBs
share

10.64 The Commission has noted that in urban areas, municipal bodies
consist of municipal committees, municipal councils and municipal corporations.
Their functional and financial domains are independent of each other and these are
not super-imposing bodies. The 1% and 2" SFCs had used population as the only
basis for allocating the inter se shares of municipal bodies within the district. But
the 3 SFC made some departure from the criteria of previous SFCs and
suggested that the inter se shares of municipal bodies at the district level should be
calculated on the basis of the ratios of population and area as per 2001 census
with 80 percent weight to population and 20 percent weight to area. This
Commission is in agreement with the criteria of calculating inter se shares of
ULBs suggested by the 3™ SFC and commends the same for implementation.
In other words, the respective shares of urban local bodies within the district
should be calculated by the concerned department of the state government
on the basis of population ratio (2011 census) with 80 percent weight and
area ratio with 20 percent weight and the inter se shares so worked out be
assigned to concerned ULB accordingly.

Overall magnitude of financial devolution as per Step — 1

10.65 On the basis of the approach and criteria adopted by this Commission,
the total financial devolution (SFC + non SFC + 13" CFC) suggested for the local
bodies, both PRIs and ULBs, for five year period 2011 — 12 to 2015 — 16, has
been depicted in Tables 10.11 (A & B).
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Table 10.11 : A : Total Devolution for Local Bodies (Rs. in crore)

Component 2011-12 | 2012-13 | 2013-14 | 2014-15 |2015-16 | Total 2011 -16
1. Global 499.79 | 59510 | 705.22| 819.64| 953.37 3,573.12
Sharing (SFC
devolution @
2.5%)
2. non-SFC 764.28 | 1,370.81 | 1,525.54 | 1,754.33 | 2,017.43 7,432.39
Devolution (3.83%) | (5.76%) | (5.41%) | (5.35%) | (5.30%) (5.20%)
e Surcharge on 671.79| 678.38| 780.14| 897.17 | 1031.75 4,059.23
VAT
e State Excise 88.69 | 224.43| 178.40| 205.16| 235.68 932.36
Duties
e Stamp Duty 3.80| 468.00| 567.00| 652.00| 750.00 2,440.80
3. Total 1,264.07 | 1,965.91 | 2,230.76 | 2,573.97 | 2,970.80 11,005.51
Devolution (1+2) 0 0 0 o o
(SFC + non- (6.32%) | (8.23%) | (7.91%) | (7.85%) | (7.79%) (7.70%)
SFC)
4. CFC Grants 220.50 | 323.70 | 382.90 | 452.60 - 1,379.70
5. G. Total (3+4) | 1,484.57 | 2,289.61 | 2,613.66 | 3,026.57 | 2,970.80 12,385.21
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Table 10.11: B: Share of PRIs and ULBs (Rs. in crore)

Components
PRIs ULBs
2011-12 2012-13 | 2013-14 | 2014-15 | 2015-16 Total 2011-12 | 2012-13 2013-14 2014-15 2015-16 | Total

2015-16 2015-16
1.Global 324.86 386.82 458.39 532.76 619.69 2,322.52 174.93 208.28 246.83 286.88 333.68 1,250.60
Sharing (4™
SFC)
2.Non-SFC 169.44 216.21 234.43 269.60 310.03 1,199.71 594.84 | 1,154.60 | 1,291.11 1,484.73 | 1,707.40 6,232.68
devolution
e Surcharge 121.40 135.68 156.03 179.44 206.35 798.90 550.39 542.70 624.11 717.73 825.40 3,260.33
on VAT
e State 48.04 80.53 78.40 90.16 103.68 400.81 40.65 143.90 100.00 115.00 132.00 531.55
Excise Duties
e Stamp - - - - - - 3.80 468.00 567.00 652.00 750.00 2,440.80
Duty
3.Total 494.30 603.03 692.82 802.36 929.72 3,522.23 769.77 | 1,362.88 | 1,537.94 1,771.61 | 2,041.08 7,483.28
Devolution
(1+2)
4.CFC 157.53 231.26 273.56 323.36 - 985.71 62.97 92.44 109.34 129.24 - 393.99
Grants
5.G. Total 651.83 834.29 966.38 | 1,125.72 929.72 4,507.94 832.74 | 1,455.32 | 1,647.28 1,900.85 | 2,041.08 7,877.27
(3+4)
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6. Step— 2: Share of Local Bodies (for 2015-16 only)

10.66 This Commission has already observed that non-SFC sharing of State
Excise Duties, surcharge on VAT and Stamp Duty has become a case of
duplication and overlapping as these taxes are shared individually by the state
government at its own level as well as under global sharing also by the SFC. Since
at the state level, SFC has been instituted as a constitutional body to recommend
sharing of state revenues with the local bodies, sharing of state taxes with the local
bodies should be brought under the domain of SFC and covered under global
sharing approach. This Commission further observes that as the divisible pool
consists of all state taxes and their sharing with local bodies is done on global
sharing basis, there is no justification for continuing with non-SFC individual
sharing of these taxes. The Commission, while taking cognizance of its
constitutional mandate, should make attempts to bring all state taxes under its
ambit for sharing with local bodies and to discontinue the existing non-SFC
individual sharing of State Excise duties, surcharge on VAT and Stamp Duty.
However, while doing so, the Commission would need to review the structural
composition of shared taxes, their sharing pattern and enabling provisions in the
respective acts or rules so that appropriate amendments could be recommended
for discontinuation of non-SFC sharing of state taxes.

10.67 The position, presently obtaining in regulation of State Excise Duties,
surcharge on VAT and Stamp Duty, is explained as under:-

State Excise Duties:- Sharing of proceeds of State Excise Duties with the PRIs
and ULBs was introduced during nineties with the stipulation that local bodies
would not impose any tax or octroi or levy on sale of liquor. The share of PRIs and
ULBs depends on the sale of liquor in their respective jurisdiction and forms part of
the state budget. Payment to PRIs and ULBs is made through expenditure head
“3604". Share of local bodies in excise revenue is estimated at Rs. 235.68 crore
during 2015 — 16, consisting of Rs. 103.68 crore for PRIs and Rs. 132.00 crore for
ULBs. In fact, sharing of state excise revenue is compensatory in nature which was
introduced before 73" and 74™ CAAs when there was no provision for SFC. Since
the institution of SFC has come into existence, the non-SFC sharing of excise
revenue should be done away with as this source would be a component of the
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divisible pool under global sharing. This Commission, therefore, recommends

that non-SFC sharing of excise revenue may be discontinued and further that
since sharing of excise revenue is governed under the enabling provision in
the State Excise Policy being framed on year to year basis, necessary
amendments may be made only in excise policy of the State by issuing

executive orders.

Surcharge on VAT:- The state government, vide notification No. Leg.3/2010,
dated 2™ April 2010, amended HVAT Act, 2003 and inserted Section 7-A after
Section 7 and imposed an additional tax, in the nature of surcharge, at the rate of
5% to be paid by the dealer. The amount of surcharge forms part of state budget
and shared between PRIs and ULBs in the ratio of 20:80. Share of PRIs is paid
from expenditure head “2515” and that of municipal bodies from head “2217”. The
share of local bodies has been estimated at Rs. 1,031.75 crore during 2015 — 16,
comprising of Rs. 206.35 crore for PRIs and Rs. 825.40 crore for ULBs. The HVAT
(amended) Act, 2010 does not provide for sharing of surcharge amount with the
local bodies. In fact, this measure is reported to have been adopted in lieu of
abolition of House (Property) Tax. The Commission observes that since levy of
House/Property Tax has been restored and that too with a bigger magnitude, there
appears to be no justification of continuation of sharing of surcharge amount with
local bodies and particularly in a situation where its sharing would be covered
under global sharing. This Commission, therefore, recommends that sharing
of surcharge amount may be discontinued by issuing executive orders as its

sharing has not been provided in the amended HVAT Act, 2010.

Stamp Duty:- Stamp Duty is governed by Indian Stamp Act, 1899 and is imposed
on transfer of immovable property in rural and urban areas. Vide Section 41 (b) of
PRIs Act, 1994, a Gram Panchayat is empowered to impose an additional duty not
exceeding 2% in the form of a surcharge on transfer of property in its jurisdiction.
Like-wise, a municipal committee, vide Section 69 (c) of Haryana Municipal Act,
1973 and a Municipal Corporation under Section 87 (c) of Municipal Corporation
Act, 1994 is authorised to levy a duty ranging from 1% to 3% on transfer of
immovable property within municipal area in addition to the duty imposed under
Indian Stamp Act, 1899. Municipal bodies are presently levying additional Stamp
Duty @ 2% in municipal areas whereas Gram Panchayats are not levying any such
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duty. The share of municipal bodies is estimated at Rs. 750 crore in 2015 — 16.
Earlier the share of municipalities used to be paid to them at registration point and
as such it did not form part of state budget. But the payment system has been
modified w.e.f. 01.04.2012 and share of ULBs now forms part of state budget and
paid to them through budget head “2217”. This Commission has observed that
since this is a municipal levy being imposed as per provisions in municipal acts,
being collected by the state government and further appropriated by the municipal
bodies, the share of municipalities should not form part of the state budget. It does
not require any amendments in municipal acts. This Commission, therefore,
recommends that the share of municipalities should be paid either through
showing deduct entry under concerned receipt head “0030” and not through
expenditure head “2217”or by reverting back to the earlier system i.e. by
making payment at the collection/registration point. This should be done
through issuing executive orders. However, the share of municipalities in

Stamp Duty would form part of own tax revenue of municipalities.
Composition of Divisible Pool

10.68 Under Step — 2, State Own Tax Revenue (OTR), net of collection and
other incidental charges at the rate of 2% would comprise the divisible pool and the
individual sharing of State Excise Duties, surcharge on VAT and Stamp Duty would
be discontinued.

Share of Local Bodies, both PRIs and ULBs

10.69 While recommending Step — 2, the Commission has tried to ensure that
the local bodies, both PRIs and ULBs, should not be put to losses. After due
deliberation, the Commission has decided to fix share of local bodies at 7% of the
divisible pool (net of MCs share of Rs. 750 crore in Stamp Duty). On this basis, the
share of local bodies has been shown as per Table 10.12.

Table 10.12: Share of Local Bodies in the Divisible Pool (Rs. in crore)

Particulars F.Y. 2015 - 16
A. Own Tax Revenue 38,912.97
B. Deduct-Stamp Duty Share (-) 750.00
C. Own Tax Revenue 38,162.97

(Net of stamp duty share)

D. Deduct collection charges (at 2%) (-) 763.26
E. Divisible Pool 37,399.71
F. Share of Local Bodies (at 7%) 2,617.98
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Share of PRIs and ULBs in Local Body Share

10.70 The Commission observes that under Step — 1, the share of PRIs and
ULBs in the non-SFC devolution from State Excise Duties, surcharge on VAT and
Stamp Duty works in the ratio of 16:84 i.e. PRIs 16% and ULBs 84%. But in total
SFC + non-SFC devolution, share of PRIs and ULBs works in 31:69 ratio i.e. 31%
for PRIs and 69% for ULBs. It has been further noticed that the balance in non-
SFC sharing of surcharge on VAT tilted in favour of ULBs with 80% share as
against PRIs with 20% share. Like-wise, Stamp Duty share is being given to ULBs
only and the PRIs are being deprived of it. Further, sharing of excise revenue also
favours ULBs due to higher sale of liquor from urban areas. It shows that the whole
system of non-SFC sharing tilted against PRIs. The Commission further noticed
that under Step-1, the shares of PRIs and ULBs in global sharing of the divisible
pool have been recommended in 65:35 ratio, strictly in accordance with rural —
urban population ratio as per 2011 census. Now, the Commission has to strike a
proper balance in these conflicting situations by ensuring that both levels of local
bodies i.e. PRIs and ULBs, are not put to financial hardship in financial devolution
under Step — 2. Keeping the whole scenario in view the Commission has
decided that the share of local bodies in the financial devolution for
2015 - 16 should be divided between PRIs and ULBs in the ratio of 50:50 i.e.
50% for PRIs and 50% for ULBs as against rural / urban population ratio of
65:35 as per 2011 census. Under this sharing system, weightage has been given
to ULBs due to mounting strain on urban infrastructure on account of population
shift and higher emphasis being laid on urbanisation and industrialisation. The
Commission is hopeful that this mechanism of financial devolution, based on
principle of global sharing at 7% of net OTR with share of PRIs and ULBs in 50:50
ratio, would be justified, fair and acceptable to all stake holders. It is beneficial for
both, PRIs and ULBSs, as they get comparatively higher devolution. On this basis,
shares of PRIs & ULBs in total share of LBs for the year 2015 — 16 have been
worked out in Table 10.13.
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Table 10.13: Shares of PRIs and ULBs in total share of LBs for 2015 - 16

Rs. in crore
Particulars Year 2015 - 16
Divisible Pool (Net OTR) 37,399.71
Share of LBs (at 7%) 2,617.98
Share of PRIs (50%) 1,309.99
Share of ULBs (50%) 1,308.99

Criteria of district level distribution of share of PRIs and ULBs

10.71 The Commission recommends the same criteria for district level
distribution of PRIs and ULBs share as recommended under Step — 1, as under:-
Criteria of Financial Devolution

Parameters Weight (%)
Population (Rural/Urban) 40.00
Area (Rural/Urban) 25.00
Literacy Gap (Rural/Urban) 15.00
Antodya Anna Yojana (AAY) Population 10.00
Gender/Sex Ratio 10.00
Total 100.00

Distribution of inter se share of PRIs and ULBs

10.72 The Commission recommends that the shares of GPs and PSs within
the district should be allocated on the basis of population and area ratios as per
2011 census with 80% weight to population and 20% weight to area. The relative
shares of GPs, PSs and ZPs would be in the ratio of 75:15:10. The respective
shares of ULBs within the district would be on the basis of population with 80%

weight and area with 20% weight.
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Composite Indices of PRIs and ULBs and district-wise allocations

10.73 The composite indices of PRIs and ULBs and district-wise allocations
are given in Table 10.14.
Table 10.14: District-wise distribution of share of PRIs and ULBs

PRIs ULBs
No.| Dt | composite | AL | composite | AlSeRton o
(Rs. in Crore) (Rs. in Crore)

1 2 3 8 9 14
1 | Ambala 3.765 49.287 5.148 67.386
2 | Panchkula 1.855 24.285 3.397 44.464
3 | Yamunanagar 4.268 55.865 5.646 73.907
4 | Kurukshetra 4.148 54.299 3.718 48.673
5 | Kaithal 5.415 70.879 4.287 56.123
6 | Karnal 5.852 76.602 5.224 68.379
7 | Panipat 3.589 46.984 5.950 77.890
8 | Sonipat 5.321 69.654 5.158 67.521
9 | Rohtak 3.578 46.834 4.717 61.740
10 | Jhajjar 3.998 52.330 3.067 40.152
11 | Faridabad 2.167 28.364 10.739 140.574
12 | Gurgaon 2.870 37.567 9.427 123.396
13 | Rewari 3.991 52.237 2.868 37.544
14 | Mahendergarh 4.734 61.965 2.172 28.433
15 | Bhiwani 8.185 107.145 4.461 58.394
16 | Jind 6.443 84.338 3.554 46.527
17 | Hisar 7.435 97.327 6.236 81.634
18 | Fatehabad 5.060 66.241 2.776 36.338
19 | Sirsa 7.279 95.286 5.263 68.893
20 | Mewat 5.668 74.192 2.345 30.702
21 | Palwal 4.379 57.314 3.844 50.317
TOTAL 100 1308.99 100 1308.99

10.74 As stated earlier, financial devolution under Step — 2, is recommended
for the financial year 2015 — 16 only as various procedural and operational
formalities would have to be observed for shifting to the new system of revenue

sharing under global mechanism.
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7. Release of back log

10.75 The reference period of 4" SFC is five years i.e. from 2011 — 12 to
2015 — 16. The State Finance Department has reported that as report of 4™ SFC
was not available by end 2012 — 13, the recommendations of the 3 SFC on
financial devolution, as accepted for its concluding year 2010 — 11, have been
extended for implementation during 2011 — 12 and 2012 — 13. Consequently, funds
worth Rs. 764.00 crore i.e. Rs. 355.75 crore in 2011 — 12 and Rs. 408.25 crore in
2012 — 13, have been passed on to the PRIs and ULBs by the state government.
The amount of Rs. 764.00 crore consists of Rs. 496.60 for PRIs and Rs. 267.40
crore for ULBs. This Commission, as per its revenue sharing scheme, has
recommended a devolution of Rs. 1,094.89 crore to the local bodies during two
years 2011 — 12 and 2012 — 13, i.e. Rs. 711.68 crore for PRIs and Rs. 383.21
crore for ULBs. On this basis, additional funds of Rs. 330.89 crore i.e. Rs. 215.08
crore to PRIs and Rs. 115.81 crore to ULBs, are required to be released to them to

clear the back-log.

10.76 In its Interim Report, the Commission had recommended that amount of
the back log be transferred to the PRIs and ULBs during 2013 — 14 over and above
their respective shares in financial devolution recommended for 2013 — 14. We
have been given to understand that this back-log has not been cleared by the state
government till the writing of this report. It is also informed that the amount of back
log indicated in para 10.75 is at a little variance of the amount of back log

mentioned in our interim report due to a slight change in the divisible pool.

10.77 This Commission reconsidered the issue of distribution of back-
log and came to the conclusion that these funds amounting to Rs. 215.08
crore and Rs. 115.81 crore should be transferred to the PRIs and ULBs
respectively in a phased manner during 2014 — 15 and 2015 — 16 over and
above their respective shares in financial devolution recommended by this
Commission for PRIs and ULBs for these years. Further that these funds
should be distributed among all tiers of PRIs and ULBs within the district as
per the criteria laid down by this Commission for global sharing of state own

tax revenue.
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8. Assignment of Taxes and Duties to Local Bodies

10.78 As per its TOR, the Commission has also to indentify such state taxes,
duties and tolls which can be transferred to or appropriated by the local bodies. We
are of the opinion that before making any recommendations on this issue, the
Commission would need to examine the prevailing status on structural compaosition
of state and local taxes, their fiscal capacities, collection efficiencies, administrative
structure of local bodies, functional decentralisation to local bodies and distribution

pattern of state resources.

10.79 The Commission has noted that position on above parameters varies
from state to state. The SFCs of Madhya Pradesh and Uttar Pradesh did not favour
assignment of any taxes, duties, tolls and fees to local bodies as structural
composition of local bodies was not capable of handling this operation. However,
several SFCs like Maharashtra, West Bengal, Tamil Nadu, Kerala and Karnataka
have recommended assignment of certain state levies to the local bodies to
strengthen their finances as local bodies in these states were well structured and

the level of functional decentralisation was comparatively higher.

10.80 After going through the basis and structures of state taxes, the
Commission has observed that the three most elastic and buoyant taxes i.e. State
Excise Duties, Stamp Duty and Value Added Tax (VAT) are already being shared
with the local bodies as per their respective Acts or Rules. The volume of transfers
from these three shared taxes/duties to local bodies is much bigger in size. As
observed by this Commission earlier the total non-SFC transfers going to local
bodies from these taxes constitute about 5.5% of the net own tax revenue of the
State. Further, assigning any additional taxes and duties to local bodies will result
in reduction in own tax revenue receipts of the State and ultimately to that extent
the divisible pool would also get reduced correspondingly. Besides, this measure

would also require additional expenditure on strengthening of collection machinery.

10.81 The 1% and 2™ SFCs of Haryana adopted individual tax sharing criteria
and as such these Commissions did not consider this issue. However, the 3" SFC
followed global sharing mechanism under which local bodies share the buoyancies
of all state levies. The 3" SFC also did not favour assignment of any more state
taxes/duties to local bodies as funds flow through global sharing mechanism and
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other sources was considered very substantial to meet the financial needs of local
bodies.

10.82 This Commission also obtained views and suggestions on this issue
from the public representatives and functionaries of local bodies as well as the
departments of Panchayati Raj, Urban Local Bodies and the Finance and Planning
through questionnaire and district level meetings. Views of major revenue earning

departments were also obtained. The response received was not positive.

10.83 The Commission has further observed that the existing structure of local
bodies in the State is not strong enough to handle properly the operation of newly
assigned taxes/duties. Functional decentralisation and collection efficiency are at
low levels. Many local bodies are not able to collect even half of their own revenue
demand. They are not levying and collecting even those taxes and duties which
they are empowered to levy as per their respective acts or rules. In this situation,
there seems to be no justification for assigning any more state levies to the local
bodies.

10.84 This Commission, while taking cognizance of the whole situation, further
observes that the fiscal needs of local bodies on operation and maintenance of
public services are expected to be entirely met by way of financial devolution on
global sharing basis and partly by way of internal resource generation measures
suggested by this Commission. Therefore, in the given scenario, we do not
propose or recommend assignment of any state taxes, duties, tolls and fees
to the local bodies during our award period. However, the devolution of
functions, if any, decided to be made by the state government to the local
bodies during subsequent years should be accompanied by matching funds
and functionaries.

9. Other observations and recommendations

10.85 We have looked at the whole gamut of the resources of the local bodies.
Our approach has been largely guided by the consideration that “own fiscal
domain” of local bodies should be expanded and their resources be supplemented
through external transfers to the extent necessary. It is hoped that while
considering the recommendations of this Commission, the state government will
take a holistic view of these and that decisions on specific recommendations about

tax and non tax resources, tax sharing and other devolutions will not be taken in a
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truncated or isolated manner. This Commission further expects the state
government to ensure that appropriate decisions on SFC recommendations
are taken in a time bound manner and to place the ATR before the state
legislature within the stipulated time period.

10.86 The recommendations on improving the financial base of local bodies
made in this report are of moderate size which, according to our expectations, are
sufficient to meet the requirements of these bodies for establishment, proper
maintenance of basic civic services, upgradation of civic infrastructure and
fulfilment of other fundamental duties. It is, thus, hoped that all the major
recommendations on financial devolutions made in this report would be
accepted by the state government without modifications following the
tradition at the central level.

10.87 We have given comprehensive recommendations for reforming tax and
non-tax regimes of PRIs and ULBs, some of which require changes in the relevant
laws and rules. Suggestions for improvement in fiscal management as well as
organisational streamlining consistent with economy in expenditure and efficiency
in administration have been given. These measures are expected to help in
improving the financial health of local bodies. It is hoped that follow up action on
these recommendations would be taken up expeditiously.

10.88 We are aware that the present fiscal scenario at the central and state
government levels is marked by high and persistent ratios of revenue and fiscal
deficits and an over-all environment of financial crunch. Thus, improvements in
financial position of local bodies and larger transfers to them are linked with
improvements in the financial position of the state government. We have attempted
to outline the main components of a strategy for fiscal reforms that the state
government needs to adopt. The state government is also itself committed to a
reforms package to improve its finances. What is needed are firm, target oriented

and time bound actions to meet these commitments.

10.89 The SFC is faced with piquant situations. It has to strike a balance
between two conflicting situations i.e. resource crunch at State level and expanding
fiscal needs of local bodies. The SFC has to take into account not only the needs
of the local bodies but also the capacity and commitments of the state government.
We have, thus, tried to strike a proper balance between fiscal capacity of the state
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government and the expenditure needs of the local bodies and to evolve such a
package of fiscal transfers which is acceptable to both the stake-holders i.e. the

local bodies as well as the state government.

10.90 This Commission observes that the entire tax devolution recommended
in this report for local bodies for the years 2011 — 12 to 2015 — 16 is in the nature
of entittements for panchayats and municipalities as envisaged in the constitution
and, as such, should be transferred as untied funds to the local bodies and should
be utilised by the PRIs and ULBs as per their priorities. However, the state
government may issue certain directives for utilisation of devolved funds and keep
a watch through effective monitoring. A tendency generally observed is that the
state government often earmarks funds for specific purposes or even deducts
certain amounts at source for specific purposes. This tendency needs to be held in
check as it conflicts with the principles of the fiscal autonomy of local bodies.

10.91 The recommendations of this Commission are meant to take effect from
the financial year 2011 — 12 and will remain valid upto the year 2015 — 16 as per
the decision taken. This report should, therefore, be viewed in continuity of the

interim report of this Commission.

10.92 In normal circumstances, SFCs should take at least two years to finalise
recommendations and submit their reports. The state government would also
require time to consider the report of SFC. It would, therefore, be appropriate that
the next SFC is appointed at least two years before the concluding year of the
extant SFC period. It is, therefore, required that the next SFC be constituted just
after this Commission submits its report. It is also necessary that the full
Commission is appointed in one go and necessary infrastructure put in place at the
earliest so that its working is not adversely affected. The creation of the SFC cell
on the lines recommended by us would be of great help in this regard and also a

cost and time saving measure in the long run.
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CHAPTER - 11

PRINCIPLES GOVERNING GRANTS-IN-AID TO LOCAL BODIES

Purpose and nature of grants-in-aid

11.1 Our Terms of Reference (TOR) require us to make recommendations
as to the principles which should govern the grants-in-aid to the rural and urban
local bodies from the consolidated fund of the State. In the realm of financial
endowments, grants-in-aid occupy an important place. These also form an
important component of Finance Commission transfers. The primary aim of grants-
in-aid to local bodies is to meet expenditure requirements of their certain obligatory
and basic functions. These are largely revenue gap filling mechanisms rather than
umbrella allocations for a set of specific responsibilities devolved upon local
bodies.

11.2 In the public policy space, several kinds of grants exist. Grants may
be sanctioned under special statutes or these may be built into administrative
measures as part of instruments of public policy. These can be classified into
general purpose grants based on some formula or criteria and specific purpose
grants tied to some designated schemes or projects. These can also be conditional
grants, further classified into matching and non-matching grants. Grants can be
either statutory or non-statutory. Statutory grants are compulsory transfers. These
may be of the nature of compensations in lieu of abolition or withdrawal of certain
taxes and duties and also called per capita grants. Non-statutory grants are based
on specific needs of local bodies. Grants also include up-gradation grants meant
for up-gradation of levels of public services Special grants are given to meet
expenditure on specific, exceptional and special problems faced by the local
bodies. There may also be deficit grants to meet non-plan gaps in the finances of
local bodies and also the incentive grants to reward the better performing local
bodies in revenue collection, delivery of services and other economic and social

objectives.
Observations of SFCs

11.3 This Commission has observed that the pattern and objectives of
grants-in-aid suggested by SFCs differ across States. Some SFCs stipulated that

grants-in-aid distribution policy should satisfy the principles of equalisation of
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allocations i.e. transfers should be made in such a way as to reduce imbalances
and equalise the financial status and service levels of local bodies. Grants-in-aid
also help making corrections for cost disabilities faced by local bodies. Some SFCs
opined that the grants-in-aid should be related to fiscal capacity and performance
of local bodies in collection of their tax and non-tax revenues. Others were of the
opinion that removal of regional imbalances, financial requirements and paying
capacity should be the basis for providing grants-in-aid. Beside this, basic public
services transferred to local bodies should also form a guiding factor in allocation
of grants. A few SFCs observed that the system of grants-in-aid, being
discretionary, should be done away with as this system is arbitrary and not based
on proper rationale and it also tended to generate a sense of financial
irresponsibility on the part of local bodies. However, some SFCs recommended
specific purpose grants and incentive grants for local bodies.

11.4 This Commission has noted that 1% and 2™ SFCs of Haryana, while
adopting specific tax sharing mechanism for making financial devolution, also
recommended grants for local bodies, like maintenance grants, repair grants,
development grants, Incentive grants, specific purpose grants and relief grants etc.
These grants amounted to Rs. 504.10 crore of the 1% SFC and Rs. 449.71 crore of
the 2™ SFC.

115 The 3 SFC also examined this issue but did not recommend any
kind of general purpose grants-in-aid for local bodies on various grounds. Firstly,
local bodies were already getting larger grants from various sources including CFC
and SFC. Secondly, fiscal transfer to local bodies on global sharing basis through
tax devolution would better serve their growing responsibilities on O & M of core
services and their other sundry financial needs rather than through grants-in-aid.
Thirdly, such a system of fiscal transfers not only ensures higher devolution but
would also enable the local bodies to meet their needs without grants-in-aid.
However, the 3" SFC recommended capacity building and up-gradation grants of
Rs. 45.00 crore for various state owned institutions.

Observations of 4" SFC

11.6 This Commission, in its Interim Report, did not recommend any
grants for local bodies from the Consolidated Fund of the State. In our final report,
we gave due thought to the issue of grants-in-aid to the local bodies. We found
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merit in the reasoning of the 3" SFC. We further observe that the bulk of resource
transfers to local bodies should be done through tax sharing and the role of grants-
in-aid should be supplementary. This system tends to encourage economy in
expenditure and efficiency in tax efforts. We are also of the considered view that
the instrument of grants-in-aid should not be used as a general means of transfers
to local bodies, except in a very special and exceptional circumstances. Grants

should rather be a selective tool to achieve certain perceived goals.

11.7 The main observation of this Commission in regard to special,
specific and exceptional grants is that such grants should be a one time
arrangement only and not a general or a usual means of resource transfer to local
bodies. Such grants should be based on certain objective and transparent
considerations and should take into account the fiscal needs and capacities of local
bodies.

11.8 Another specific purpose grant may be capital grants needed for
meeting expenditure on infrastructure projects which require huge investment,
beyond the capacity of local bodies to mobilise. It has been reported that Haryana
Urban Development Infrastructure Development Board (HUIDB) has been
constituted and declared as a nodal agency for tapping institutional finance by local
bodies for undertaking capital intensive projects. We, therefore, observe that the

needs of local bodies for capital funds would be well served by this mechanism.

11.9 We have, thus, not recommended any kind of general purpose grants
to local bodies from the Consolidated Fund of the State particularly in view of larger
dispensations being recommended by CFCs for local bodies of the States for
supplementing their resources. Further, the global sharing criteria of tax devolution
is intended to provide sufficient funds to local bodies to meet their fiscal needs.
This Commission further observes that the role of grants-in-aid should remain
confined only to cater to the specific and exceptional problems and needs of the

local bodies.
Special and specific purpose grants

11.10 This Commission further feels that in some special and exceptional
circumstances need for specific purpose grants may arise. These may be in the
form of deficit grants, up-gradation grants, incentive grants and subventions for
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meeting the outstanding liabilities including debt liabilities of the local bodies. We
feel that such grants may go a long way to redress the problem of service gaps

and rectify the fiscal imbalances among the local bodies.
Deficit grants

11.11 Deficit grants are directed to meet the non-plan revenue gaps or
deficits of local bodies. The Finance Commission has to work out the pre-
devolution non-plan revenue deficits of local bodies assessed on normative basis
for its award period. Based on the analogy of 13" CFC, this Commission is also
required to assess post-devolution normative non-plan revenue deficits of local
bodies after taking into account their respective shares in state taxes in order to
determine the quantum of deficit grant. The normatively assessed post-devolution
non-plan revenue deficit for the local bodies also signifies the existence of a
vertical imbalance still required to be corrected and met by the SFC.

11.12 This is a highly technical exercise requiring expertise and accurate
data on all aspects of finances of local bodies. Despite all possible efforts, the
Commission could not get reliable and authenticated information on receipts and
expenditures of local bodies from the concerned departments, in the absence of
which it became difficult for the Commission to work out the revenue gaps of the
local bodies. Assessment of normative revenue deficits of local bodies by the
Commission at its own level based on certain assumptions may not have served
the intended purpose. In this situation, the Commission decided not to recommend
deficit grants for local bodies for its award period. The Commission, however,
observed that the revenue or fiscal gaps of local bodies would be met partly
through CFCs/SFCs fiscal transfers and partly through additional resource

generation efforts of local bodies.
Requirements for up-gradation of standards of public services

11.13 Our TOR do not make a specific mention of financial requirements of
local bodies for up-gradation of standards of civic services and special problems
being faced by these bodies. We realised that up-gradation grants are important for
local bodies to narrow down the inter district regional disparities in the level of
services, which cannot be up-graded to the desired levels by the local bodies from

their own resources.
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11.14 This Commission, on the pattern of Central Finance Commission,
asked the Departments of Panchayati Raj and Urban Local Bodies to submit their
respective memorandums containing details of up-gradation of essential services
and additional financial requirements thereon relating to the award period of this
Commission. The requisite information has not been received from the Panchayat
Department till writing of this report. However, the Urban Local Bodies Department,
vide its memorandum dated 21.08.2012, demanded additional funds of Rs.
4,571.50 crores for up-gradation of various services and implementing various
schemes of urban local bodies, as storm water drainage Rs. 1,536.12 crore, solid
waste management Rs. 394.45 crore, municipal roads Rs. 2,495.95 crore and
street lights Rs. 144.98 crore. The Department of Urban Local Bodies has further
informed that it has prepared City Development Plans for 74 towns of Haryana in
order to work out infrastructure gaps in these services. For implementation of these
schemes, total fund requirement has been assessed at Rs. 4,571.50 crore, which
is proposed to be funded partly from central schemes and partly from state

transfers.

11.15 While considering this demand, the Commission has observed that a
big part of this demand relates to development of urban infrastructure, which
basically forms part of capital plan expenditure to be met from the state budget.
Further, the Commission has been informed that the state government has decided
to launch a state-wide urban infrastructure development programme namely Rajiv
Gandhi Urban Development Mission Haryana (RGUDMH) on mission mode
approach in all the urban local bodies with the objective to strive for integrated
development of the city/town in a holistic manner within a time frame of five years
from 2010 — 11 to 2015 — 16, with focus on efficiency in urban infrastructure,
service delivery mechanism, community participation and accountability of urban
local bodies. The basic components of this project are urban sanitation,
cleanliness, solid waste management, water supply/sewerage/storm water and
other civic infrastructure including drains, roads, street lights, community
centres/toilets, parks etc. The Commission has been further informed that as per
the guidelines of the state government, the share of ULBs in surcharge on VAT is
also being utilised for funding the projects under RGUDMH. The Commission,
therefore, feels that the share of ULBs in surcharge on VAT is substantial to
supplement efforts towards funding projects under RGUDMH including storm
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water, solid waste management, municipal roads and street lights. Therefore, there
appears to be no justification for recommending any grant to local bodies for this
purpose. Hence, no dispensation has been recommended for urban local bodies

on this account.
Grants for meeting pending liabilities of municipalities

11.16 During our visits to the districts, representatives and functionaries of
some municipal bodies had highlighted the need for grants to meet their pending
liabilities. The Department of Urban Local Bodies, through its memorandum dated
21.08.2012, informed that some ULBs are moving in a vicious circle of
accumulated liabilities of Rs. 173.24 crore as on 31.03.2012 pending with some
municipal bodies comprising of Rs. 13.93 crore on account of salary, pensions,
gratuity and provident fund, Rs. 135.36 crore as loan liability and Rs. 23.75 crore
as unspecified. The Department has urged the Commission to recommend suitable

dispensations for liquidation of these pending liabilities.

11.17 The Commission noted that 1% and 2™ SFCs of Haryana had
recommended loan waivers of Rs. 32.50 crore and Rs. 5.92 crore respectively for
some municipal bodies as a one time measure. 3% SFC also recommended a
special grant of Rs. 10.00 crore for meeting pension liability of municipal
employees pending with municipal bodies.

11.18 On examination, the Commission found that some municipalities
could not meet their committed liabilities on salaries, pensions, gratuity and
provident fund from their own tax and non-tax revenues. Non-payment of salaries
and other dues has a crippling effect on the performance of employees which, in
turn, adversely affects the efficiency of local bodies. These pending payments
need to be properly verified and cleared on priority.

11.19 At the same time, the Commission also noted large funds being
devolved to the urban local bodies from various sources. The guidelines issued by
the state government for utilisation of share of ULBs in surcharge on VAT also
empower the ULBs to meet expenditure on salary, retiral and pensionary benefits
from the amount of surcharge on VAT. The Commission is, therefore, of the
opinion that in such a situation any relief package to meet pending liabilities of
urban local bodies may lead to slackness in their efforts for resource generation
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and expenditure compression. This measure may also tend to increase their
dependence on state budgetary support. This Commission further suggests that
these pending liabilities should be liquidated by the concerned local bodies from
the untied funds being received from other sources. As such the Commission did

not find any justification to recommend any dispensation for this purpose.

11.20 The Commission further noted that out of the total loan liability of Rs.
135.56 crore outstanding as on 31.03.2012, municipal corporations account for Rs.
132.38 crore and councils/committees Rs. 3.18 crore. In corporations, Faridabad
Municipal Corporation has a bulk loan liability of Rs. 129.40 crore. The
Commission considered this outstanding loan liability of local bodies for
recommending some suitable debt relief package in terms of grants or re-
scheduling or swapping these loans by low cost loans etc. But for want of requisite
details from Urban Local Bodies Department regarding terms and conditions of
lending, repayment schedule, name of financial institutions, purpose of loaning,
reasons of pendency etc., the Commission could not arrive at certain conclusions.
The Commission understands that these loans have not been obtained from
financial institutions against state government guarantees as there are no state
guarantees outstanding as on 31.03.2012 against municipal bodies. The
Commission, therefore, suggests that the entire loan liability be liquidated from the
common pool of resources of the concerned local bodies. If need be, the
concerned local bodies could take recourse to the Haryana Urban Infrastructure
Development Board for tapping institutional funds to discharge the pending loan
liability.

Grants for maintenance of municipal roads and Solid Waste
Manangment

11.21 A proper road infrastructure is vital, not only for economic

development, but also for better delivery of services. We hope that enhanced

provision for maintenance of roads will help in sustaining road connectivity.

11.22 This Commission has noted that 11" and 12" CFCs also recognised
the importance of proper maintenance of roads and recommended specific grants
for this purpose. The 13™ CFC has also recommended a grant of Rs. 267.00 crore

to Haryana for proper maintenance of state roads.
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11.23 The Department of Urban Local Bodies, in its memorandum
submitted to the Commission, has also requested for substantial grants-in-aid for
proper maintenance and upkeep of municipal roads. This Commission has also
noted the increased expenditure undertaken by the ULBs for maintenance of roads
and recognises the fact that a vital infrastructure such as roads should not suffer

due to poor maintenance.

11.24 This Commission has, therefore, decided to recommend grants for
maintenance of municipal roads in addition to the normal maintenance expenditure
being incurred by the ULBs. Accordingly, we obtained data on municipal road
length from the Urban Local Bodies Department. The total municipal road length as
on 31.03.2011 has been reported at 8,818 km, comprising of 5,521 km with
municipal corporations and 3,306 km with municipal councils and committees. The
Commission observed that municipal corporations have enough and easy access
to revenue sources and as such they are in a position to provide for proper
maintenance of their roads. It is the municipal councils and committees which need
to be supported for this purpose. There are, thus, 3,306 km of municipal roads
(councils/committees) for which maintenance grant has been recommended. The
Commission has proceeded on the assumption that roads newly built thereafter

would not require even normal maintenance or repair during our award period.

11.25 The Commission obtained norms for maintenance of roads adopted
by the Public Works Department from the ULBs Department. The prevailing norm
has been reported to be between Rs. 1.50 lakh to Rs. 2.00 lakh per km for ordinary
repair depending upon the location and terrain etc. We have, thus, taken a median
value i.e. Rs. 1.75 lakh per km of road length as the norm for ordinary repair.
Accordingly, this Commission recommends a grant of Rs. 57.85 crore for proper
maintenance and upkeep of municipal roads. This is in addition to the normal
expenditure being incurred on municipal roads by the urban local bodies. The
repairs should conform to standards and survive for the period of 5 years. Work
audit should invariably be conducted.

11.26 Solid Waste Management is an essential and obligatory function of
municipal bodies. The Commission has observed that inadequate attention
towards this function has resulted in problems of health, sanitation and
environmental degradation. With rapid pace of urbanisation, the situation is

242



becoming more and more critical with passage of time. Existing imfrastrucure is not
in a position to keep pace with population growth. Lack of financial resources,
institutional weakness, improper choice of technology and public apathy towards
solid waste management has made this service far from satisfactory. The
Commission has been informed that the Department of Urban Local Bodies has
prepared service level benchmarking for 68 municipalities which have not been
covered either under centrally sponsored schemes or JNNURM and UIDSSMT.
The Commission is, thus, of the opinion that the problem of solid waste
management is more important than maintenance of roads which needs immediate
attention. Hence, the Commission suggests that the municipalities may utilise the
specific grant of Rs. 57.78 crore for the development of solid waste management in

their respective areas rather than on maintenance of municipal roads.
Upgradation of fire services

11.27 Rapid industrialisation and urbanisation in the State has put
tremendous strain and pressure on urban infrastructure. This has increased fire
hazards also. It is, thus, important to strengthen and upgrade the existing fire
safety services in terms of manpower, fire fighting equipments, public awareness

programmes, vehicles etc.

11.28 The Department of Urban Local Bodies has submitted a proposal at a
cost of Rs. 333.02 crore for up-gradation of municipal fire services like, fire units,
fire station buildings, other fire fighting apparatus/tools/appliances and setting of
independent directorate of fire services. The Department of Urban Local Bodies
has reported that only 53 municipalities in the State have 59 fire stations. Presently
there are 81 water tenders, 11 foam tenders, 27 small water tenders, 10 rescue
tenders, 10 water browsers and 2 hydraulic platforms in these fire stations. As per
norms of M/o Home Affairs, GOI, there should be a fire station for every 10 sq km
in urban areas and 50 sq km in rural areas and one fire unit per population of
50,000. On this basis, there should be 507 fire units as against existing 180 fire
units. The total financial requirement has been assessed on the basis of GOI

norms.

11.29 This Commission has noted that the 13™ CFC has recommended Rs. 100
crore as grant for Haryana ULBs for up-gradation of fire services. In addition, the
13™ CFC has also recommended that a portion of LBGs be earmarked by the
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States for re-vamping of fire services. The Commission considers this as
substantial support to the ULBs for up-gradation of fire safety measures. The 3
SFC had also recommended a grant of Rs. 5.00 crore for up-gradation of fire
service in the State. We regret to observe that this recommendation of 3 SFC is
reported not to have been accepted.

11.30 It has been reported that the state government has decided to set up
a separate Directorate of Haryana Fire Services, but it has not yet started working
due to non-sanction of posts. An amount of Rs. 60.00 crore has been demanded
on this account. The Commission is informed that this entire demand would be met
from the state budget after an independent fire directorate starts working.

11.31 The State is undergoing a rapid pace of urbanization. Being one of
the most developed states of the country, industrial and commercial investments
are also of a high order. Risk of fire hazards and man-made disasters are thus
high. In case of any untoward event the role of fire services becomes critical. The
current skeletally manned fire services are perceptibly inadequate in all areas of
the challenge. This Commission felt that the state government has inordinately
neglected this critical service in its overall urban development thrust. Not only has
the setting up of a directorate and recruitment of a dedicated corps of personnel
not been accomplished but it appears no sincere efforts have been made for
intensive training of existing man-power, creation of adequate citizens awareness
or training of citizen volunteers from among various government departments and
members of the public. We urge the state government to consider the matter with
the seriousness it deserves. This Commission recommends a special and one time

grant of Rs. 10 crore for the following purposes:-

a) Training and capacity building of fire service personnel.

b) Building up a strong training infrastructure within the State for capacity
building and training of civil volunteers and fit government employees from other
departments.

C) Building a comprehensive public awareness initiative on a sustainable basis
to educate both industry and citizens of the need for prevention and regarding
handling of emergencies.
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We realize this amount is to draw attention of all concerned to this imperative need
and ensure that these activities are built into future budgets of the fledging

directorate.
Grants for capacity building

11.32 The Commission, during its touring at district level, felt there was
acute deficiency of role awareness, skill up-gradation and systematic training of the
elected representatives and functionaries of local bodies as well as government
functionaries. The Commission further noted that capacity building, training and
skill up-gradation are essential areas of empowerment of local bodies where
capacities need to be developed with focussed attention on conflict resolution and
management. Presently there are three premier institutions in the State, viz. HIRD
Nilokheri, SCDTC Nilokheri and HIPA Gurgaon which are primarily responsible for
imparting training to the functionaries and elected representatives of local bodies
as well as government employees. These institutions should design suitable
training programmes for creation and up-gradation of the right type of skills with the
help of renowned institutes and NGOs within India and abroad. The training
modules could consist of identification of target groups, assessment of their
training needs, selection of course contents, training materials and teaching aids
etc. These institutes can also be asked to undertake research work on municipal
administration including PRIs besides research in quality of citizen services
provided. With a view to strengthening the capacities of these institutions towards
these ends, this Commission recommends a grant of Rs. 15.00 crore i.e. Rs. 6.00
crore for HIRD Nilokheri, Rs. 3.00 crore for SCDTC Nilokheri and Rs. 6.00 crore for
HIPA Gurgaon. These grants should be released to the related institutions by the
Finance Department through their respective administrative departments.

Grants for strengthening of data base

11.33 During interactions with representatives of local bodies, the
Commission felt an urgent need for creation and strengthening of reliable data
bases with local bodies at all levels. At present, there is no dependable mechanism
for maintenance and collection of data at any level. The data base should be
designed with sufficient scope for subsequent extension fully equipped with trained
and dedicated manpower and duly linked with electronic devices. The Commission

recommends a grant of Rs. 10.00 crore for creation and strengthening of data
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bases at all levels of local bodies i.e. Rs. 5.00 crore for PRIs and Rs. 5.00 crore for
ULBs. The Commission further suggests that the Departments of Panchayati Raj
and Urban Local Bodies should assess requirements of each of the local bodies for
computerisation and other related ingredients and earmark sufficient additional
funds, if need be, from their shares in tax devolution and the funds so earmarked
should be treated as first charge on SFC’s tax devolution recommended on global

sharing basis.
Grants for maintenance of accounts and audit

11.34 This Commission has in another chapter also highlighted the need for
better management of local bodies through improvement of accounting practices
and audit. In the area of accounting, we have felt it necessary to have trained
persons in the fields of accounts and financial management. These are two
separate though inter-related areas affecting governance, efficiency and
responsibility to the government as well as citizens. We certainly feel that
empowerment of local bodies through funds, functions and functionaries (3Fs) are
effectively possible by restructuring certain areas of Municipal and Panchayati Raj
financial administration. There is a need for creating appropriate cadres and hiring
qualified MBAs and CAs to improve the efficiency of services and administrative
qguotient in these local bodies. Many important urban local bodies in India have
hired suitable MBAs and CAs. Our visits to municipal corporations in Gujarat and
Karnataka reveal that investment in such highly qualified personnel yield both
immediate and long term positive results. This has been true for PRIs in Karnataka
also.

11.35 We have also made detailed recommendations on audit related
matters elsewhere in this report. We would only state here in brief that effective
audit, whether of accounts, social or works (technical audit) are sine qua non for
current and future levels of devolution of funds and administrative powers. The
Commission, therefore, recommends a token grant of Rs. 20.00 crore comprising
Rs. 10.00 crore each for PRIs and ULBs for setting up of a cadre of qualified
personnel equipped with modern tools of management and information technology
to ensure revamping of the management of accounts and improving of audit
standards. We know that the local bodies have been empowered to hire such

gualified persons from the open market to ensure maintenance of accounts on the
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accrual basis of accounting. However, this facility has not been tapped from the
local market for reasons best known to the local bodies. We trust this amount
would incentivize local bodies to take advantage of this facility and encourage the
state government to meanwhile incorporate suitable budgetary provisions along
with creation of special cadres.

Grants for setting up of cells for research and analysis of public
finance and policy

11.36 The Commission has observed that universities in the State have
generally been engrossed in routine academic theory with little attention to applied
aspects of government economic policies and implications or impact studies at the
field level. It is felt that these institutions need to play some role in analysis of fiscal

matters and evaluation of governance at all levels.

11.37 We do not sense any urgency or perceived need by bureaucratic
levels in government for independent objective socio economic analysis and
impact analysis of government policies or even the need for external inputs and
think tanks to enable decision makers to assess various options of policy. Even
various ministries in Government of India have access to such facilities. We hear
that the State is likely to set up a state of the art Institute of Fiscal Policy (IFP) with
advanced centre on planning and evaluation. This is a welcome move. However,
due to increasing level of decentralization, along with regular setting up of Finance
Commissions to augment decentralization and resource mobilization in favour of
local bodies, independent analytical assignments to universities would be a helpful
facility to both local bodies and Finance Commissions. It is only by constant
independent monitoring and supervision of implementation of various schemes,
projects, activities of local bodies that devolved funds can be usefully spent and
policies fine tuned.

11.38 The Commission, therefore, felt that institutionalized structures are
required within the concerned departments of universities for regular analysis of
impact of programme design and implementation with their ramifications at district
and grassroot levels. Such research cells would be of invaluable help to all stake
holders especially local bodies including Finance Commissions in offering studies,
recommendations and critiques. This Commission strongly recommends that as in

developed countries, universities start setting up formal structures for
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institutionalizing research into public finance policy of the State and impact of
programmes. To kick start this effort, a sum of Rs. 75.00 lakh is recommended i.e.
Rs. 25 lakh for each of the three universities in the State i.e. KUK, MDU Rohtak
and GJU, Hisar. We are certain the long term benefits to local bodies and
government departments would be invaluable by the setting up of such cells. Such
initiatives, we feel, would be invaluable to policy makers in government to improve
governance. With more decentralisation becoming a reality with each passing year,
the entire gamut of governance is likely to withess a sea change over the coming

decades.

Total volume of grants- in-aid to local bodies

11.39 The total quantum of grants-in-aid as recommended by this

Commission for its award period 2011 - 2016, is indicated in Table 11.1.

Table 11.1: Grants-in-aid to local bodies (Rs. in crore)

Particulars Amount
e Maintenance of municipal roads and Solid Waste 57.85
Management
e  Up-gradation of fire infrastructure 10.00
e Capacity building 15.00
e Strengthening of data base 10.00
e Maintenance of accounts and audit of local 20.00
bodies
e Creation of cells for research and analysis of 0.75
public finance and policy in universities
Total 113.60

Incentive Mechanism (Grants)

11.40 As stated earlier, the Commission’s overall intention has been to
suggest an effective and transparent scheme of revenue sharing with adequate
scope for incentives and disincentives based on performances of local bodies in
achieving national and state objectives. For this purpose, the Commission has
designed an incentive mechanism to reward the efforts of performing local bodies
in important economic, fiscal and social indicators. Incentive grants encourage
local bodies to initiate effective fiscal correction measures and to deliver quality

public services.

11.41 Studies of local finances reveal that larger fiscal transfers in terms of

grants-in-aid have an inherent tendency of generating adverse fiscal implications
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as efforts of local bodies towards raising more of their own revenues get distorted.
The Commission would, therefore, have to be more vigilant so as to guard local
finances from having been impacted by adverse effects of the design of fiscal
transfers to the local bodies.

11.42 This Commission has noted that 1% and 2"* SFCs of Haryana, in
their schemes of revenue sharing, recommended incentive grants in terms of cash
awards for better performing PRIs amounting to Rs. 6.68 crore and Rs. 17.89 crore
respectively, which were not accepted by the state government. Though the 3™
SFC discarded the system of incentive grants followed by the earlier SFCs, but
specifically recommended incentive funds at district level separately for PRIs and
ULBs. Broad contours of these funds were required to be laid down by the state
government after identification of emerging areas and norms/targets to be
achieved each year besides working out detailed guidelines and performance
criteria to reward better performing local bodies.

11.43 The subject of incentive grants has been of considerable interest to
this Commission. We feel that an important role has to be played by this line of
endowment. Enabling local bodies achieve important fiscal and social objectives by
not only approximating important milestones but also surpassing them can be
effectively done through infusion of incentive grants. The recommendation of 3™
SFC for incentive funds at district level each for PRIs and ULBs underscores our
line of thought. It is our resolve to help the State tackle various challenging social
issues by giving emphasis to such efforts. Local bodies vary in size, fiscal
capacities and cost disabilities to discharge their responsibilities. An incentive fund
to benefit the performing local bodies will encourage laggards to achieve or even

cross milestones laid down for social development.

11.44 Thus, keeping in view the above line of thoughts, this Commission
has built into its revenue sharing criteria two sets of incentive mechanisms for
rewarding performing local bodies at the district level. Firstly, the Commission has
adopted Gender Ratio with 10% weightage as one parameter among the criteria
for tax devolution as a incentive measure for better performing local bodies.
Gender composition of population is a key indicator to monitor the social fabric of
society. Secondly, on the analogy and pattern of the 3" SFC, this Commission
recommends creation of Incentive Fund at the district level each for PRIs and
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ULBs as a mechanism to encourage them to adopt vigorous efforts for revenue
raising and improve basic social indicators. Details of this incentive mechanism are

spelt out in the following paragraphs.

11.45 The annual corpus of the Incentive Fund each for PRIs and ULBs
would be a specified amount equal to 10 percent of their annual entitlements in tax
devolution which would be retained in the Incentive Fund and released only to
those local bodies which perform better than the suggested norm during the
preceding year. Fifty percent of the annual accruals in the Incentive Fund may be
earmarked for those local bodies which are able to increase their own tax and non-
tax revenues by more than 10 percent over the preceding year. Calculation of own
tax and non-tax revenue should not include income raised through sale of assets,
fiscal transfers from the central and state governments, loans raised and other
non-recurring items of receipts. The other eligibility criteria under this incentive
mechanism is a minimum recovery of 60 percent of the total annual demand
against own tax and non-tax revenues beginning with the financial year 2011-12.
The minimum recovery percentage would have to be raised by 5 percentage points
each year upto 80 percent in the year 2015-16, the concluding year of the award
period of this Commission so as to be eligible to draw down the Incentive Fund.
However, the amount of arrears of tax and non-tax revenue pending in courts due

to litigation should be excluded from the annual demand.

11.46 The other 50 percent part of the annual corpus of the Incentive Fund
should be earmarked and released to those local bodies, at all levels, which keep
up to or exceed the standard norms to be fixed by the state government in respect
of emerging core areas. This Commission has identified several socio-economic
indicators in this regard that need to be kept in mind while assessing performance
under targeted milestones. These include: fiscal management, implementation of
national and state programmes and other core areas as enrolment at primary level,
dropout levels among girls, small family norms, Infant Mortality Rate, sanitation,
conservation of water and energy resources, prevention of foeticide and infanticide

among other emerging areas to be identified by the state government.

11.47 However, the state government should finalize the socio-economic
indicators or parameters to be included in the incentive mechanism and determine

norms or targets to be achieved each year and also to work out guidelines and

250



performance criteria to reward the performing local bodies. The fund would be non-
lapsable and the amounts remaining undistributed at the end of the year due to
below normal performance of local bodies, should be brought forward and added to
the total divisible corpus of the succeeding year.

11.48 The position of annual corpus of the Incentive Fund each for PRIs
and ULBs at the rate of 10 percent of total annual shares of these bodies in tax

devolution has been depicted in Table 11.2.

Table 11.2 : Annual corpus of Incentive Fund (Rs.in crore)
(10% of tax devolution)

Year PRIs ULBs Total
2011-12 33.47 18.02 51.49
2012-13 38.02 20.47 58.49
2013-14 44.22 23.81 68.03
Sub-Total 115.71 62.30 178.01
2014-15 51.47 27.71 79.18
2015-16 59.94 32.27 92.21
Total 227.12 122.28 349.40

11.49 This Commission further observes that the first three years i.e.

2011 - 12, 2012 — 13 and 2013 — 14 of its award period would have gone by the
time report is proposed to be submitted to the state government. As such the
amount of Rs. 178.01 crore accruing to the fund during these years would not be
disbursed to the performing local bodies. As the incentive fund is non-lapsable, the
opening balance in the fund at the beginning of the year 2014 - 15 would be Rs.
178.01 crore for both PRIs and ULBs. This amount including the accretions during
the subsequent years should be released to the performing local bodies as per the
criteria laid down by the state government. The undisbursed amount in the fund as
on 31.03.2016 would be treated as lapsed.

Channelization, utilisation and monitoring of Finance Commission
devolutions to the local bodies

11.50 Grants-in-aid referred to in above paras have been recommended for
achieving specific objectives. Hence, all the concerned institutions and agencies,
for whom grants have been recommended, are required to design their action
plans within the indicated ceilings and to submit their proposals to their respective
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administrative departments for approval. The Finance Department would release
the requisite funds to the concerned implementing agencies on quarterly basis as
per the phasing to be indicated by the implementing agencies. The second and
subsequent instalments would be released after obtaining utilisation certificates to
be submitted by the implementing agencies in the formats prescribed by the
Finance Department. This is to ensure that the SFC funds are released timely and
properly and efficiently utilised for the intended purposes.

11.51 The Commission is not mandated to recommend measures for
utilisation of funds devolved to the local bodies. But since a big chunk of budgetary
funds is transferred to local bodies through various channels including Finance
Commissions, it becomes necessary to ensure that the requisite funds are
transferred to these bodies timely besides the funds so transferred are properly
utilised and effectively monitored.

11.52 This Commission has observed that devolution of funds to local
bodies is often irregular and dilatory. In some cases funds are released at the fag
end of the financial year. This affects proper budgeting and timely utilisation of
transferred funds. The system of release of funds to local bodies, therefore, needs
to be streamlined and the requisite funds should be transferred to these bodies in a
time bound manner.

11.53 The 3™ SFC had recommended constitution of a High Powered
Committee under the Chairmanship of Chief Secretary comprising with Finance
Secretary and Planning Secretary as the Members and the Director of Economic
and Statistical Analysis Department as the convenor to take policy decisions on all
issues related to the Finance Commission, timely implementation of their
recommendations, review and monitoring of financial devolutions to the local
bodies. In our view this committee has not served the intended purposes having
met only once. We have already suggested in para 4.43 of Chapter 4 of this report
constitution of an external Monitoring Group on Karnataka pattern. Such an
external High Powered Monitoring Group endowed with authority would better
ensure proper utilisation and effective monitoring of SFC devolutions and other
recommendations. Accordingly, we re-iterate constitution of an external Monitoring

Group on Karnataka pattern for the said purpose.
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CHAPTER - 12

TAXATION POWERS OF LOCAL BODIES AND MEASURES OF
ADDITIONAL RESOURCE MOBILSATION

12.1 As per its terms of reference, the Commission is required, among
other things, to recommend measures which are needed to improve the financial
position of the local bodies, both the PRIs and ULBs, to enable them to function as
effective instruments of self governance. During discussions at various levels, the
Commission deliberated upon threadbare all aspects of finances of local bodies
including sharing of state resources with the local bodies, assignment of some
state levies to these bodies, budgetary support and other grants-in-aid flowing to
these bodies as also internal resource generation by these bodies at the local
level. The consensus arrived at has been in favour of improving the resources of
these bodies at the local level by own efforts in such a way that they do not have to
depend too much on state budgetary support and are able to raise resources to the
extent possible by their own efforts. The working groups constituted by the
Commission to suggest measures of resource augmentation have also strongly
advocated for such a policy of raising resources at the local level to ensure
financial autonomy of local bodies and reduce their dependence on government
grants. Based on the discussions and suggestions which emerged during these
deliberations with the elected representatives, the Commission has decided to
recommend certain measures in this regard. However, while making
recommendations on internal resource mobilisation by the local bodies, care has
been taken to ensure that they serve as elastic sources of revenue and generate
sizable resources to the local bodies without creating any hardship to the poorer
sections of society.

12.2 The Commission, as per its mandate, shall also have regard, among
other considerations, to the financial requirements of the Panchayats and the
Municipalities, their fiscal capacities and potential for raising resources. Thus, the
Commission has considered it necessary to look into the tax structure and taxation
powers of these bodies as enshrined in their respective enabling legislations as
well as the taxable capacities so that suitable recommendations could be made for
improving the financial resources of these bodies.
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1. Taxation Powers of Local Bodies
A. Taxation Powers of Panchayati Raj Institutions

12.3 The functioning of all the three tiers of PRIs in the State i.e. ZPs, PSs and
GPs is governed by the Haryana Panchayati Raj Act, 1994, which was enacted after the
73" Constitutional Amendment. This Act envisages wide powers for the PRIs to levy taxes
and fees, as the state legislature has powers to impose. Section 41 of the 1994 Act makes
it obligatory for GPs to impose a house tax within their jurisdiction and also empowers
them to levy fee on tehbazari from the shopkeepers in fairs other than cattle fairs, service
fee including fee on cleaning of streets and lighting of streets and sanitation, fee for
registration of animals sold in the sabha area and water rates where it is supplied by the
gram panchayat. The gram panchayats are also empowered to levy duty on transfer of
property in the form of surcharge on the stamp duty, not exceeding two per centum, if so
authorized by the state government. Section 45 of the Act also empowers the GPs to
impose a special tax for construction of any public work of general utility. Section 88 of
Panchayati Raj Act, 1994 empowers the Panchayat Samitis to impose any tax which the
legislature of the State has power to impose under the Constitution, of course, subject to
general direction and control of the state government. Section 91 of the Act provides for
levy of fees by the Panchayat Samitis on similar lines. Sections 147 and 149 give similar

powers to the Zila Parishads for the imposition of taxes and fees respectively.

B. Taxation Powers of Urban Local Bodies

12.4 The Haryana Municipal Act, 1973 empowers the ULBs (councils and
committees) to broadly impose two categories of taxes, namely, obligatory taxes
and discretionary taxes. Sections 69 and 70 of the said Act detail various such
taxes. Section 69 classifies all those obligatory taxes which the ULBs shall impose
and it is obligatory for ULBs to impose these taxes. Section 70 classifies all those
discretionary taxation measures which are recommendary in nature and ULBs may
impose these taxes as circumstances so permit. However, Section 71 of this Act
gives over-riding powers over Sections 69 and 70 and it authorizes a ULB to levy
any tax, toll or fee which the state legislature can impose. As far as municipal
corporations are concerned, their taxation powers have been defined under
Section 87 of the Haryana Municipal Corporation Act, 1994. All the taxes enlisted
in the said statutes are subject to the sanction of the state government.

12.5 Obligatory / Compulsory taxes include property or house tax, fire tax

and a duty on the transfer of immovable properties within municipal limits. A
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perusal of the discretionary taxes levied by ULBs informs that taxes can be levied
on professions, trades, vehicles, animals, electricity, fire services, sanitation,
driving licence and development related works among other things. These taxes
are to be levied only with the previous sanction of the state government. These

powers are common to all three levels of municipal bodies.

12.6 A brief description of obligatory and discretionary taxes is given
below.
(a) Obligatory Taxes

(@) A tax payable by the owner of buildings and lands which shall not be
less than two and a half per centum and more than fifteen per centum
as the State Government may, by notification, direct, of the annual
value of such buildings and lands;

(b) such other tax, at such rates as the state government may, by notification,
in each case, direct;

(©) a duty on the transfer of immovable properties situated within the
limits of the municipality, in addition to the duty imposed under the
Indian Stamp Act, 1899, as in force for the time being in the State of
Haryana, on every instrument of the description specified below and
at such rate, as the state government may, by notification, direct,
which shall not be less than one per centum and more than three per

centum on the amount specified below against instruments:

() Sale of immoveable property:- The amount or value of the
consideration for the sale as set forth in the instrument.
(i) Exchange of immoveable property:- The value of the property or

the greater value as set forth in these instruments.

(iii) Gift of immoveable property:- The property as set forth in the
instrument.

(iv) Mortgage with possession of immoveable property:- The
amount secured by the mortgage as set forth in the instrument.

(V) Lease in perpetuity of immoveable property:- The amount equal
to one-sixth of the whole amount or value of the rent which would be
paid or delivered in respect of the first fifty years of the lease.

The said duty shall be collected by the Registrar or Sub-Registrar in the shape of
non-judicial stamp papers at the time of registration of the document and intimation
thereof shall be sent to the committee immediately. The amount of the duty so

collected shall be paid to the committee concerned.
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B. Discretionary Taxes
The ULBs may impose in whole or in any part of the municipalities
any of the following taxes, tolls and fees, namely;

() A tax on professions, trades, callings, and employments;

(i) a tax on vehicles, other than motor vehicles, plying for hire or kept within the
municipality;

(iir) a tax on animals used for riding, draught or burden, kept for use within the
municipality, whether they are actually kept within or outside the
municipality;

(iv) a tax on dogs kept within the municipality;
(v) a show tax;

(vi) a toll on vehicles entering the municipality, (Vide Haryana Ac