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D% AU TWELETI BINANGE COMMISSION'S. RECOMMENDATIONS OF LOCAL
(R BODY GRANTS AND [INIER-STATE RIGIRIBUTION
A (] . H
¥ el The Twelfih Finunce Commission (TFC) was required o make recommendations
on the measures needed (o Augment the Consolidaied Funds of the States (o supplement
the resources of the Panchayats nnd Municipalities on the basis of (he recommendutions
ol the State Finunce Commissions (SPCs). TFC has given recommendations on this term
ol relurence, which have been aecepted by the Unjon Government. % N
|.2 The Twelllh Finance Commission (TFC) has recommended grants amounting (o
R$.25,000 croreg payable during the period 2005-10 (Rs. 20,000 crores for Panchayas
and Rs. 5,000 erores for Municipalitios) to Siates for Rural and Urbun Local Bodies, ‘The
ter-State alloention recommended by TEC for Rural Local Bodies i.e. Panchayil Ryj
Lstitutions (PRI) and for Urban Local Bodiey (ULBs), given gt Tuble 8.1 of the Repont
ol the TIC ure reproduced at Annex-. The inter-se ﬂlio‘catim}' amongst States is based
on fuctors and weigh(s assigned by the TFC as under: ¢
Criterion | Weight (per cent)
i) Population ' 40
ii) Geographicyl areq ! 10
1) Distee from highest per capita fneonye 20
iv) Index of deprivation 10
vy Revienue el ‘ 2()
ol which () wilh respect o own revenue of stales 7 10
(b) with respecet 10 GSDLP i 10
|
L3 The allocatjon amongst variods' Municipalities and P'z'n}chnyz_ui Raj Institutions
and ulso autonomous councils in excluded arens would be made ?y the States.

|



o 200 TEC felt that grants lor P

redh e P
w2000 OBIECTIVES OF THE LOCAL BODY GRANTS SCHEME

e the service delivery by

the Panchayals in respect

encournged to take over wateywg :
}* and maintain them with the help of these grants,

22 TFC has stressed (he importynee of public private patinership to enhance service i

delivery ol salid WaSIC. management services i the urban areag. TFC has urged that /
Stutes may require municipalities of towns of aver 100,000 Population as per 2001
census (o prepare comprehensive scheme including composting and waste to energy
Prosrimmes (o be underiuken in the privale sectop o appropriate funding ‘from (he
By recommended by (he TEC, I'1*C hus Suggested earmarking of at least 50%, of
grants tor this purpose. ' § S

i
2.3 TPC has further folt it to be Imperative (hat high priotity need (o be assigned to
creation of database and muintenance ol aceounts at the grass root levels,

3.0 RECOMMINIIA' 1ONS QU THE 1're

3.1 The summary of (he fecommendations of the TFC js reproduced below: |

i) The best proctices Jisied in para 8.19 of (ho report (lincluded in paca 4 of these
guidelines) may be considered fop adoption by Sates to hﬂprbv&ﬁﬁsm&s

of the panchayats, ™™ T o T i '

yais,

i) The STates should avoid deluys in (he constilytion of (he 8FCs, their
constitution In phoses, frequent reconstitution, sybmission of reports und
A tabling of' the A'TR in the legislature. It is desivablel (hat SFCs are constituted
ab leust Iwo  years before the_requiged dulo |of sy.QgLiqgjgg;__O_I; their
recommendations, and (he deadline shouly be surdes(dod as’fo aliow (he siuic

1}
goverimen( af Iﬁiﬂﬁ&ﬂm’ﬁl@&w he ATR, preferably along
with the budgpet for (he cnsuing financial year. i e T

- i) Ilic SI¢ reports should: be readily avalluble ko the  Central Fipance
Commission, when the Jatier is constiluled so that ain assessment of (he stale's
heed could be made by (le Central Finance. Commission on (he basis of
uniform principles, ‘Ihis roquires that these repoits sliould not be too dated. As
the periodicity of constitution of the Central Pinance Commission s
predictuble, the States shoul time the constitution ofltheiy SFCs suitably,

iv)  SFCs must be conslituled with people of eminence and competence with
qualification and experience in the relevant [ields,

) The convention established at the national level of accepling the principal
recommendations of the Finance Commission withouyt modification should be
followed at the State level i, respect of SI'C reports, :

vi) The SIFCs must clearly Ideutity the issues which require aetion on the part ol
the eentral government (o avgment the eonsolidated fund ol the State and list

_sanitation Panchayats need 1o be 1;
Assels createdmasr The Swajaldharg P[Ogrmnmc :



vii)

viii)

|
I

xi)

’ 1 kil

[ = xiv)

AV)

Xvi)

[

[

them out in a sepurate chupter for the epnsideration of the Central Finance
Conlsslon, : R

The suggestions made by SICs regarding raising the ceiling on professiongl
lux is endorsed for action by Central Government,

IUis desirable that the BICs follow (he procedyre .adoplod by (he Ceniral
Finance Commission for transler of resources (rom the Cenure to the Stales In
respeet of resources transfers from State Goverhments (o local bodles; The
SFC reports should contain ai-estimation and arialysls of the finances qf the
State government as well as the local bodies at the pre and post (ransfer slages
along  with g qQuantifieation of (he revenues that could be genepated
additionally by the Jocal bodies by adopling the mensures recommended
tlwreiu?. The gaps (hat may still remain wouyld then constitute the basis for the
measures 1o be recommended by the Central F inance Commission.

While estimating the resources ol the loeal baodies, the 8FCs should lollow a
narmntive npproach in the assessent of revenues and expenditure rather than
nade forecusts bused on histovienl trendy,

A_permanent SIC cel] miy be created in (he (Tnance depuriinent ol Sue
Bovernments as 1he collGelion and collution of"data_would need (o be done

——

constantly and duata would need (o be mude availublg (o the SIFC as and when
—— = T o _-_-"_""""-—-,.,
iLis constituted.

A sum of Rs, 20,000 crore for (he Panchayats and Rs, 5000 crore for' the
Municipalities may be provided ag grants-in-aid o augment the consolicated
fund of the States for (he period 2005-10 (o be distributed with inter-se shares

and sanitation and ulilize the grants lor repuirs / rejuvenation ag ule
costs, 'l should, hGwever, recover at least 50 percent ol The rceurrlngj
CORTE T e IO 6T User chinrpes. : PR 1

the granTSaToched Tor Punchayats, priority should be giyen (o expenditure
on the O&M casts of waler supply and sanitation, ‘I'Fia will fagilitate
Panchayatg o take over the sehenies and operate them, : '
Al least 50 per cent of the grants-in-aid provid 0 each gmte dor the Lll'tiffl]
local bodies should be earmarked [or (he scheme of soild npgement
trough public-private partnership, The Munlelpalities shoyld concentrale on !
co 'fEEﬂWEQHITWHFEﬁ' ortation of solid waste. The cost of these |
aclivities whether carried out in liouse or oyt sourced could be met from lhcf’
grants. : : , ‘
Maost States do not have credible information on the ﬂnnnlccs ol their local
bodics, Local bodies would continue (o need funding support for building data
base and maintenance of accounts, States may nssess the rezfulrement of each
local body in this regard and earmark funds accordingly| aut of the (ofal -
allocation recommended by us. ' ! I
Separate grants-in-nid for the normal and (he excluded areas are 1101 proposed,
ILis for the State coneerned fo distribule (he grants recomme?dc{t tor the State

among the local bodjes including those iy the excluded areasiin a laiv and jyst
manner, ‘

bt

as indieated in tuble 8,1 of the teport, (Annex ~I)
The PRIs should be encournged'to thke over the assels relating tonmer supplz 3
e



.U BLEST PRACTICES FOR AUGMENTING 'T'1E RIE L TEHE

xvii) - No conditionality over aiid gbove these recommended by us need be imposed
by the Central Government for releasing the grants-in-aid,

| L]

N TPC has recommended best pructices for nugmenting the resources ol the PRIs

based on 4 study conducted by the TIFC and have commended them for adoption by the

States, The best practices are reproduced below:

n |
Viimpeons: e B

: | f g
i) § Levyoflcertain major tuxes and exploitation of npn-lax revenue squrees be
e obligntory [of the Panchayats, T'he inlnimu‘m rates [or all sugh levies
l>9 fTxed by the stute puvernment; '
|

i) A minimum revenue colleetjon rom the I’un'chny'_nt luxes be insisted;
ii) l'nccntivc granis | reluted to revenue colloul!oin beyond a prescribed
— minimum be Introduced by the State governmenty
. iv) User churges be muade abligutory levies:
V) All common propertly resources vested in the vi:l-ngc Panchayats may be

'/ sharing/revenue nssignment be mude stalutory In ninlure; |

identified, listed and made productive of revenue;

vi) Valuation of taxuble landy and buildings should bg done by a separate cell

in the Panchayatl Ruj Depariment of the State Qgvernmept and nat lell to
the punchayats; - ' | |

Vi) Powers (o levy g tax/surchurge/eess on agrleuliyral heldings should be
glven to the intermedinle or distriet Punchayats; ' Bl

' i ]
wiii)  Revenue transfers from (e States to Panchayats|in the form of revenue

\

) s . | : o ;
ix) State Governments should desist from unilaterally taking deeisions in
reguard to revenues whose proceeds are (o be trans(erved either in full or in
part 1o the panchayuts;

x) The quantum of revenue (that g Panchayat can reas nably expect under the

(

revenue sharing mechanism should be prediclable;

xi) State Government should adhere to its commitment in regayd to the grants-
in-ni:l;“uILgnli'cd grants o the panchayals should be mude statutory in

nature; s, o

.-"'7‘ -\r\.- i



xi) ¢

- d_be conslituted for a lifespan of 18 months a d & time limit of
six_months be reseribed Tor a State u.ovﬂmﬂiﬂnu-ﬂ.-ﬂct..mlm’c
recommendaljons; T S e
i aladipidd ; ,
Xiii)  The maintenance < of accounts “by the Panchayats be standurdized;
] Panchayat department officinls should not be made statutory auditors of
the village Panchayats: (he accounts of the intermediate and digtrict

Panchayals be subjected 1o fiudit by Cbmp!roller‘and=Auditor Gmrleruf
(C&AQ): y ' ' : .

Xiv) A perlopmance audit gysiem be adopted,

30 MONITO RING AGENCIES

L]

5. Every Swto shall cuus{'ilulc_u Ligh Leyel Commiuee (l_'ll.,C.',! 18}
*_‘-""—-——-——-q

: ensure propeyr
ut_i‘{ isution of Loeal Bodies Grants,

"

52 This HLC shall be headed by the Chier Secrelary to the State Government i

will Include Finance Secretary and Secretaries of (he concernec’ Departinents as
members, . ; '

8. Approval of (he Projects at the beginning of every .ycur 19 be undertaken i
: - each seelor, Quantify the tarpets, both in physical and ﬂnmrclal terms and lay
down a time-table fop achievement of specific milestones;

b. Monitoring both physical g linancial targets and ensu-riuﬁ adherence (o (he
specific conditionalifjes in respeet of euch grant, wherever g plicable;

53  HLC shall be responsible for the following: E f
T T ——— | i

. ]

«54  HLC shall méet at least once in every quarter o review the utilisation of grants
~and to issue directions for mid-course correction, jf consjdered ll-scessal'y. Minutey

of HLC meetings shall be provided (o (he Department of Expend| ture (Finance | °

Commission Division), Ministey  of Finance, Governmefit of India for
information, &

yerament of Indig,
ce, Depactment of

S
TR A Central Reyjew Commilltee will be constituted in the Go
headed by Secrelary (o Government of India, Ministry of Finan
Expenditure (o review the releases ang ulilisution of g

representatives from (e Ministry of Panchay i Raj, Ministry of Urba Development and

Poverty Alleviation, Ministry of Home AlTairs and Ministry of Finande ( Department of
Expenditure). The Commilttee shall mee at least once n g year, 7

5.6 Given the mucl, higher quantum of grants and larger nui
bodics, a separate Commiltec for Panchayati Raj Institutions (PRIs) wi
monitor the mode of 1elense of local body grants (o Panchayats as
suidelines (rom P 6.4 1o parn 7, The Commitlee

"uzcr of rural local
I be constituted 1o
mentioned in the
will be chaire by Scerelary (o

- 5]




g

Government of India, Ministey of Punchayail Raj with the Joint Sceretary (Stale

(Panchayati Raj) as Member Seeretary. ‘I'he Commitiee: ghall meql pt least onco in @
quarter, This Commities shall bring out the points for Intorvention by Government of
Indin in Ministies ol Panchayatl Raj and Rinance lo ensurg, smeoth and unintetrupted
Now ol unds to PRIs, » e i e R
L d . bl i ;

: s o ppbpdeallieal S B

6.0 MODE OF RELEASE OF LOCAL BODY GRANTS TO STATES,:

6.1  Locul bodies grants will be feleased In two equal Instalments in July tﬁi&']ﬂnunr
cvery year, States have to mandatorily transfer the grants released Dy the: entre to the

PRIs and ULBs willin 15 days of the svmo being credited {0 ha S "”7-""'“_;‘.::;", 150,

Punchuyuts s delined In TREToRRMution ean exlst only when hox ure constiitted’qs per

(he mandutory provisions of Articles 24313 and 243 C, Heneg, grants will not be provided
W o State ( whieh is covered under Part 1X ol the Constitytion) where elections lor
constituting these Panehuynts have'not been held for the perled e which there were no
wlected punchayats as per the provisions ol the Constitution. ' oo

6.2 ‘I'wo sels of detnils, one on allocation of lunds and ;u_wg_lh_’rau,wuﬂmm.g_l’_i'umlﬁ,
will by rmTﬂTﬁ'S’lm“Govm'nlﬁﬁlWIu the formul prescribed at Annex = 1) for the
murpose priorTo (e release ol heh Thslnlment by the Government of 1nala. Flowever, the
figst six monthly TnETilmEnt Tor2005-06 shall be releagec o a State'aflerrecolving only
wie_detuile (n the abave sald ferimal) of the allogation of these funds lo the PRIS and
UL B in thal State, All subsgquent indlalments shall be relgased altep receiving-hoth sets
_oldetails — the caitifieal€ ol The release ol Tunds 1o The PRIS and JLBs forihe previaus
Mmatalment und the intorimation aboul nilocation of Th of |

For the irst instalment lor 2005-06, information.. _
ngg_l,mwﬁ%tc.. For the subscquent relenses, the breakup of the allocation to
ench PRE and U W he three levels should be provided:, Tlig Stales nre‘pdvised (o
inform Clovernment of Indin nbout allocated sharg ol engh PRTand ULL al all levels

belore Tmeher 3T, 2005, "THG certieation and allocalion intcrmaijon (as per the formal )
iy PICHSE Be St (o e Mindstey of Finanee both In hard copy ng well ag on & magnglic

media (e, Noppy or CD), Sta» Tinunce Sceretary would be required to provide &

certilicate within 15 days of the . .se of euch instalment by Govprnment of Indig under
his signature umnwrmwm-ummmm-grmmwmd by the Stale from
the Governm T ol TaiTmd e dares und amounts of grants rejeased Lo the:RRIs und
ULBs, This certifieation and information will be in the above mentioned format, '

L

/6.3 State Finance Seerclary would algo be required Lo provide B certifigutetevery: year
_ ot~ aslemanpgement
and on schemes of walor supply and saniarion by e PRls. States }vyauld' alsa be required

of the percentage ol grants spent by the g on .

to pravide detailsTorTeeuriing O&M cost recoverable by the Fikls on scﬂ?eme_s of waler
supply. — Y ' [ AN Y,
!
i

g

Finanees) and Fingneinl Adviser ( Panchayati Raj ) g8, Member und JL, Secretary -

\¢_subgequentinstamoent.
upto district'level along




‘i<l The second istalment of local bodies grnts for the yeur 2005-06 shall be
leased upon receipt of the release certilicate for the previous instalment and allocation
idornation for the subsequent instulment referred to in para 6.2 . In case ol delayed
wunster to PRIs / ULDBs beyond the specified period of 15 days, the State Government
shiall transler to PRI/ ULB amount of interest ut the rate equal to the RBI Bank rale
alongwith such deloyed teansler of grants. l

6.5  Ihe second instalment from the yeur 2006-07 would be relensed on receipt of the
cerlilicate veferred (o in pura 6.3 in addition 1o the release certifieate and ullocatjon
information releered (o in pard 6.2, Govermment of Indin will withhold the wmount short
spent on (he sehiemes of solid waste management by the ULBs and on schemes ol waler
supply wnd sanitation by the PRIs. The withheld nmount will be subsequently reimbursed

upon confivmation that (he short spending has been compensated in the subsequent
period. " }

70 AUDIT DY THE COMPTROLLER AND AUDITOR GENERAL OF INDIA

7.0 Comptroller and Auwditor General of Indin would be éxpected 1o, audit the relense
and use of the local bodies grants within the time und for the purposes mentioned by the
TFC, reproduced above. Government of ludin may take appropriate decision uboul
withholding grants of a State il the Conpliolle and Auditor General of India reports thil
Ui State has either not transtecred the grimts o he lucal bodies or has allowed the grants
{0 be used for purposes other than for which these e being provided or that loeul bodics
huve not been uble to give priotity w spena on the O&M of water supply and sanitation
for the rural dreas and on sehemes ol solid wuste Hanagement in the urban arcas.

/E_&L"-ﬂ_
" yi5 (..ﬁ}m.’x"
( Annrapg Gael }

Additionnl Seeretary to Government of lndia
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