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Chapter 1 

An Analysis of the Mandate 

 
1.1 The Third Punjab Finance Commission for Panchayats and 

Municipalities was constituted under the Punjab Finance Commissions 

for Panchayats and Municipalities Act 1994 vide Punjab Government 

notification No.12/147-DFREI-FD-2004/1259 dated 17 September 2004 

(Annex I). The constitution of state finance commissions is mandated by 

article 243-I of the Constitution of India.  

 

1.2  Its terms of reference require the Commission to make 

recommendations on the following matters: 

A. IN THE CASE OF ‘PANCHAYATS’ AS TO: 

a) The principles, which shall govern – 

i) The distribution between the State and the Panchayats 

of the net proceeds of the taxes, duties, tolls and fees 

leviable by the State which may be divided between 

them and the allocation between the Panchayats at all 

levels of their respective shares of such proceeds; 

ii) The determination of the taxes, duties, tolls and fees 

which may be assigned to, or appropriated by the 

Panchayats; and  

iii) The grants-in-aid to the Panchayats from the 

Consolidated Fund of the State. 

b) The measures needed to improve the financial position of the 

Panchayats. 



 2

c) The levy of appropriate user charges for civic services to 

strengthen the resource position of Panchayats and to make 

them ultimately self-reliant.  

d) Measures to reduce unproductive revenue expenditure and 

steps to improve the quality of administration and technical 

support for efficient and effective use of capital resources; 

and  

e) Any other matter referred to the Finance Commission by the 

Governor in the interest of sound finances of the Panchayats.  

 

B. IN RESPECT OF ‘MUNICIPALITIES’ AS TO - 

 a) The principles, which shall 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 this part and the 

allocation between the Municipalities at all levels of 

their respective shares of such proceeds; 

ii) The determination of the taxes, duties, tolls and fees 

which may be assigned to, or appropriated by the 

Municipalities; and  

iii) The grants-in-aid to the Municipalities from the 

Consolidated Fund of the State; and  

b) The measures needed to improve the financial position of the 

Municipalities; 

c) The levy of appropriate user charges for civic services to 

strengthen the resource position of Municipalities and to make 

them ultimately self-reliant. 
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d) Measures to reduce unproductive revenue expenditure and 

steps to improve the quality of administration and technical 

support for efficient and effective use of capital resources; and  

e) Any other matter referred to the Finance Commission by the 

Governor in the interest of sound finances of the Municipalities.  

 

The extended term of the Third Punjab Finance Commission was up to 

31 December 2006. The Commission submitted an interim report for the 

financial year 2006-07. The key analyses and conclusions in the interim 

report stand integrated into this report. Most conclusions have been 

further refined and built upon. 

 

1.3 The Seventy-Third and Seventy-Fourth amendment acts of 1992, 

respectively added parts IX and IXA to the Constitution.  The former 

relates to the constitution, composition, elections, powers, authority and 

responsibilities of Panchayats, and the latter to Municipalities in a similar 

manner.  Both parts mandate the setting up of a State Finance 

Commission, every five years, by the Governor of each State, to 

recommend to the Governor the principles that should govern: 

a) The distribution between the State and the Panchayats, or the 

State and the Municipalities, of the net proceeds of the taxes, 

duties, tolls and fees levied by the State. 

b) The determination of taxes, duties, tolls and fees that may be 

assigned to or appropriated by the Panchayats and 

Municipalities.  

c) The grants-in-aid to Panchayats and Municipalities from the 

Consolidated Fund of the State. 
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d)  Any other matter referred to the Finance Commission by the 

Governor, in the interest of sound finances of Panchayats and 

Municipalities.  

 

1.4 The Governor of Punjab has asked the Third Punjab State Finance 

Commission (henceforth TPFC), to make recommendations about all of 

the above. In addition, TPFC has been asked to make recommendations 

for both Panchayats and Municipalities, regarding: 

a) The levy of appropriate user charges for civic services to 

strengthen the resource position of Panchayats and 

Municipalities to make them ultimately self-reliant. 

b) Measures to reduce unproductive revenue expenditure and 

steps to improve the quality of administration and technical 

support for efficient and effective use of capital resources.  

 

1.5 The Constitution defines the words, ‘Panchayats’ and 

‘Municipalities’ as follows: a Panchayat is an institution, by whatever 

name called, of self-government for the rural areas, constituted under 

article 243B of the Constitution.  Article 243B basically specifies that 

there shall be a Panchayat at the village, intermediate and district level 

in each state.  This translates into Panchayats at the village level, 

Panchayat Samities at the Block level and Zila Parishads at the district 

level.  

 

1.6 Similarly, the Constitution defines a Municipality as an institution 

of self Government constituted under article 243Q. This article specifies 

that every state will have a Nagar Panchayat for an area which is in 

transition between a rural area and an urban area; a Municipal Council 
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for a smaller urban area and a Municipal Corporation for a larger urban 

area. 

 

1.7 It is clear that the canvas of the TPFC is a wide one, 

encompassing the sharing of levies between the State Government and 

the Panchayati Raj Institutions (PRIs) and Urban Local Bodies (ULBs); 

requiring a look at what levies can be assigned to or appropriated by 
these institutions; grants to these institutions; addressing the issue of 

self-reliance or financial autonomy of these institutions, with particular 

reference to levy of user charges; the overall financial and technical 

effectiveness of these institutions.  Taken together, these amount to a 

comprehensive brief, requiring the TPFC to:  

inquire in depth into the financial position of local government 

institutions;  

evaluate their financial and technical capability to deliver on their 

assigned functions,  

assess whether their tax base is rational,  

conduct a sort of macro-level performance audit,   

suggest ways to bring about improvement in the working of local 

bodies, including ways to increase and more effectively utilize their 

resources, and  

indicate the measure of support to be extended to them by the 

State Government.    

 

1.8 The basic issue here is of empowerment, and the question to ask 

is whether our PRIs and ULBs are adequately empowered, legislatively, 

financially, administratively and technologically, to meet the aspirations 

of the people they represent.  Political empowerment is also a germane 

issue, but that may fall only tangentially within the purview of the TPFC. 
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1.9 As far as the legislative empowerment is concerned, in the case of 

Panchayats, article 243G of the Constitution specifies that the 

legislature of the State, may, by law, endow the Panchayats with such 

powers and authority as to enable them to function as effective 

institutions of self-government. The Constitution lays particular emphasis 

on the responsibility of the Panchayats in preparation of plans for 

economic development and social justice, and the implementation of 

schemes as may be entrusted to them in the service of these two 

objectives, including those mentioned in the eleventh schedule of the 

Constitution.  The twenty nine broad heads in the eleventh schedule 

have been incorporated and detailed in Chapter III of the Punjab 

Panchayati Raj Act of 1994.  While all the eleventh schedule entries 

have been more or less reflected in the Punjab law, the following 

subjects have been only partially mentioned: land improvement, 

implementation of land reforms, land consolidation and soil conservation; 

minor irrigation, water management and watershed development; health 

and sanitation, including hospitals, primary health centers and 

dispensaries.  

 

1.10 As far as the legislative empowerment of Municipalities is 

concerned, article 243Q of the Constitution specifies that the legislature 

of the State, may, by  law, endow Municipalities with the necessary 

powers and authority to enable them to function as effective institutions 

of self-government, particularly in preparation of plans for economic 

development and social justice, and the implementation of schemes as 

may be entrusted to them in the service of these two objectives, 

including those mentioned in the twelfth schedule of the Constitution.  All 

the heads mentioned in the twelfth schedule have been adopted by 
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Punjab vide a 1994 amendment of the Punjab Municipal Act, 1911. The 

Punjab Municipal Corporation Act, 1976 lists in detail the functions of a 

Municipal Corporation.  These functions have a greater focus on urban 

issues.  

 

1.11 The foregoing paragraphs define the parameters of the remit of the 

TPFC, and also touch upon the legislative measures taken by Punjab, 

within the ambit of the Constitution of India, to empower its local bodies.  

The further remit of the TPFC is to assess the extent to which these 

bodies are empowered financially, administratively, technically and, to an 

extent, politically, so as to be in a position to undertake schemes aimed 

at development and social justice, as also to improve the quality of life in 

the progressive state of Punjab. It is with this understanding of its 

mandate that the Commission has researched and put together this 

report. 

    -------------------------------- 
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Chapter 2 

Approach of the Commission 
 

2.1 From the TPFC’s mandate arise the objectives that have guided 

the Commission in its work. The provisions of the Constitution, reflected 

in Punjab’s laws, lay down the functions and responsibilities of local 

bodies. These responsibilities include providing civic services to promote 

public health, regulating habitation, business and trade, maintaining 

records and providing welfare services.  A look around Punjab shows 

that while local bodies are able to perform their regulatory functions, 

there is a lot of work still to be done to bring the existing public health 

facilities to an acceptable standard. The public health needs of citizens 

are possibly the most expensive to provide, as they include both the 

provision of capital-intensive infrastructure and its operation and 

maintenance. Provision of these services is costly in terms of expertise 

for planning, contracting and managing projects. It is also expensive in 

terms of skills for accounting and technical supervision. Such expertise 

and skills are not always available within the local bodies. Discharge of 

the other mandatory responsibilities of local bodies, for instance 

maintenance of records, requires on-going efficiency of the staff and 

appropriate systems, which should not be difficult to muster.   

 

2.2 The structure and collection modalities of taxes are such in Punjab, 

that the larger part of the collections goes to the state Government. 

Therefore taxes need to be shared among the state and local bodies to 

enable the latter to discharge their responsibilities. While we have looked 

at tax sharing issues, we have also gone beyond these to assess needs 

of local bodies to upgrade their public health infrastructure.     
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2.3 Given the current position of Punjab’s infrastructure and the 

imperatives of public health and a decent quality of life, the Commission 

feels that it is essential to take into account the cost of providing required 

infrastructure, in addition to the regular needs of ULBs and PRIs, while 

assessing the resource requirements of local bodies. Not only will such 

an exercise more accurately reflect the larger part of local bodies’ 

financial requirements, it will also reiterate the focus on providing an 

appropriate level of civic services and upgrading infrastructure towards 

that end. This focus is not new, and has been engaging the attention of 

both the Government of Punjab and local bodies. Indeed there is general 

consensus that there is need for major investments in infrastructure to 

meet the health needs of the people and achieve the standards of a 

state seeking investment.  

 

2.4 To work out how to provide the required infrastructure, the logical 

first step is to assess the costs of providing the necessary services 

within a specified period. The next is to take a close look at the state’s 

finances during this period. Out of the state’s finances, it is important to 

assess the quantum of funds that can be allocated for the purpose of 

providing civic services of a reasonable standard. After earmarking funds 

from the overall budget of the state, the next step is to use these 

earmarked funds to leverage required funds from the market and put into 

place plans and strategies to physically provide the needed 

infrastructure. In this entire exercise, it is essential to involve the local 

bodies as the primary stakeholders. The involvement has to be at the 

planning stage, at the funding stage, at the execution stage and finally at 

the operation and maintenance stage.  
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2.5 In line with the above thinking, we have followed this approach: we 

have worked out the costs of running local bodies at present levels of 

services, we have identified the basic services essential for civilized 

living as clean drinking water supply, sewerage, sewage treatment and 

disposal and storm water drainage (surface or underground). We have 

researched the cost of providing these services in Punjab over the next 

ten years or so, taking into account the existing level of services.  The 

cost of the required infrastructure has brought us to a justifiable figure of 

funds required for local bodies over the next few years. 

  

2.6 While following this approach, we have tried to ensure that funds 

are allocated in a way that they are not spread too thin to be of real use. 

If funds are limited, it is practical to prioritize or stagger expenditure. 

Funds for any project capable of being completed in the period of one 

financial year must be released in full in one go. Longer-term projects 

must have funds committed to them over all the years that it will take to 

complete them. The dangers inherent in spreading funds thin in an effort 

to cover all local bodies’ areas are both immediate and long term. 

Release of part funds for any project usually leads the local body 

concerned to either create part of the asset for which the funds are 

meant, or bank the funds until the remaining funds become available. 

Sometimes a local body may even use the funds for some other 

purpose. In either of these cases, the well- meant devolution has failed 

to create the needed asset. If part of the asset has been created, the 

chances are that the part asset will have suffered erosion by the time the 

remaining funds are mustered. There will definitely be a cost over-run by 

the time the project is fully funded. Over a period of time, a system that 

continually partially funds projects will lose credibility, and will engender 
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cynicism and lack of confidence. Such public perceptions can seriously 

derail the development effort in any state.  

      

2.8 To recapitulate, the approach of the Commission to assess the 

quantity of devolutions, is, as outlined above, focused on linking 

devolutions to demand, and is careful to sidestep the minefield of 

spreading funds too thin to be of use. The Commission stands 

committed to recommending unconditional devolutions to meet the 

operating costs gap of local bodies. The Commission is also committed 

to recommending devolutions to meet an infrastructure costs gap. The 

latter category of devolutions, however, have to be contingent upon the 

financial and reform-oriented commitments of each local body, to the 

relevant project.    The Commission is clear that a purely financial 

approach is not enough to enable the local bodies to meet the objectives 

of development and social justice. The local bodies also need greater 

empowerment and capacity enhancement. The next chapter contains a 

discussion on the qualitative needs of local bodies, and also touches 

upon some issues regarding taxation and user charges. 

 

-------------------------------- 
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Chapter 3 

Key Issues before the TPFC 
 

3.1 In the course of the Commission’s study of the subject of its 

mandate, certain issues have emerged as being critical to the 

discussion. These include questions as to why the local bodies are 

perpetually starved of resources, whether just making funds available 

will lead to better local governance, why there is so little answerability of 

local bodies to the citizens and why our extensive planning exercises are 

not culminating in improved civic services. The conceptual basis for 

setting up local bodies is clear enough: local bodies are institutions of 

local self Government. Local issues are best addressed by local 

solutions. Communities elect representatives so that local issues can be 

studied and handled in an orderly way by a dedicated group of people.  

The elected representatives form a local body, be it a Municipal 

Corporation, a Municipal council, a Zila Parishad, Panchayat Samiti or a 

Panchayat.  In each case, the people’s representatives are required to 

assess the civic needs of the community, raise resources, partly locally 

and partly from the overall purse of the State Government, and identify 

the appropriate manner of providing the civic services. The local bodies, 

running under the guidance of people’s representatives, are also 

required to provide services like registration of births and deaths, 

approval of building plans etc. at affordable costs, in terms of both time 

and money.  The conceptual clarity behind setting up local bodies has, 

over time, become overlaid with local petty political considerations, 

sometimes forcing, and sometimes inviting, decisions regarding local 

matters being made at the state headquarters. This has led to 

undermining of the authority and power of the local bodies. 
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Consequently, citizens have lowered their expectations from their local 

bodies, thus removing the discipline of answerability, which could have 

ensured better performance from local bodies. It is against this 

background that some key questions need to be addressed. Following is 

a brief discussion on these issues as relevant to the state of Punjab.    

 

3.2 The First and Second State Finance Commissions have also made 

similar observations.  

 
Development and Civic Services 

3.3 Every Government has a moral responsibility to provide a healthy 

environment and the best quality of life that the state can afford, to its 

citizens. While this is the sine qua non of good governance, good 

public health also means higher industrial productivity. With appropriate 

infrastructure to support better primary health, fewer person-days are 

lost to medical treatment and recuperation. There are also consequent 

savings on the costs incurred by the state government on health care.  

At this point of time, Punjab is keenly interested in supplementing its own 

capital with investments from outside Punjab. Considering that foreign 

direct investment follows good infrastructure, there are compelling 

reasons, apart from those of good public health, for the state to focus on 

providing quality services within the state. As Punjab competes for 

investment with other states, and indeed with other investment 

destinations outside India, it cannot afford to ignore the need for sound 

infrastructure.  

 

3.4 Investing in infrastructure is also one of the tested ways to 

increase economic activity. More economic activity equals a higher state 
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gross domestic product, greater livelihood promotion and more money to 

invest back into the state economy. From the perspectives of 

development and public health, it is essential to invest both money and 

expertise into infrastructure. In fact it may be considered shortsighted to 

permit only trickles of funds into this area of activity. For successful and 

efficient management of infrastructure, local communities must be 

involved at the time of planning, oversight of construction, maintenance 

and decisions on user charge rates. The communities must also be 

actively involved in the recovery of user charges, creating cash flows for 

efficient operation and maintenance of services.  

 
Resources of local bodies 

3.5  In Punjab, the authority structure of tax imposition and collection 

is such that local bodies are very dependent on the state and district 

administration for funds. Local bodies cannot afford to build capital-

intensive civic infrastructure. Not only are the costs prohibitive for local 

bodies except perhaps Corporations, the technical and project finance 

expertise required for execution of large infrastructure projects go 

beyond the capacity of most local bodies. It is expensive to maintain the 

required financial and technical expertise on a permanent basis within 

the local bodies, and also fairly expensive to outsource it. Even when 

such services are outsourced, effective supervision expertise is 

frequently not available in most local bodies. It is a fact that many local 

bodies carry heavy debt burdens on account of loans raised to build 

infrastructure, even though the State Government repaid the outstanding 

amounts last in 2005-06. Payment of these amounts came from the 

funds earmarked for devolution on the local bodies, and probably 

created an unforeseen hiatus in the cash flows for other activities. The 
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present structure of taxation powers underlines the need for foolproof 

institutional mechanisms to ensure that financial needs of local bodies 

are accurately estimated and responsibly met. The state Government of 

Kerala has legislated to ensure that 33% of the state’s budget goes to 

local bodies. This not only ensures that local bodies are in a more 

certain position to plan their expenditure and development activities, but 

also obviates the wastage of expensive administrative time to assess 

local needs each year. 

 

3.6 We have sadly noted, though, that even when local bodies can 

apply taxes and user charges, there is little or no initiative in this 

direction. Indeed section 90 of the Punjab Municipal Corporation Act, 

1976, makes it legally mandatory upon the Municipal Corporations to 

levy taxes on six different items, including lands, buildings and octroi. In 

a largely well to do state like Punjab, there is an enviable capacity to pay 

taxes. Even so, we found few items of taxation, large-scale exemptions 

from taxation and a fairly pervasive unwillingness to pay taxes. Part of 

the reason behind this lies in a tradition of expecting that the ‘sarkar’ will 

pay for all services. The other part definitely emanates from the soft 

approach to revenue raising and a tendency to provide public services 

without ensuring their sustainability through appropriate user charges. 

Partly as a result of this, there has developed, over the years, a lack of 

confidence in the local bodies’ ability to provide adequate civic services, 

and a perception that local bodies inefficiently utilize collected taxes or 

user charges. This has many implications, the foremost being that 

citizens’ perceptions of themselves as stakeholders in the development 

of their own localities, is severely compromised. Since adequate funds 

are not available for the upkeep and repair of civic services, these are 

frequently in a poor state. There is little or no income from user charges, 
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the assets created from loans do not generate any earnings that could 

help to service the loans.  In addition, establishment costs associated 

with building infrastructure have frequently been very high.  All this adds 

up to a situation where availability of funds from the state Government’s 

coffers is uncertain and the local initiative for development activities and 

maintenance of infrastructure is little. Local leadership has, in many 

cases, failed to unite over issues relevant to the local area’s civic needs, 

exacerbating the problem.     

 

3.7 Until 1 September 2006, before Government of Punjab abolished 

it, Octroi used to account for approximately 70% of the income of ULBs.  

It would be fair to say that ULBs ran primarily on octroi collections. We 

studied the systems of recompense to ULBs in states where octroi 

stands abolished. Two points have become clear.  First, even though 

State Governments promise compensatory grants, or an increased 

share of State taxes in lieu of octroi, and have the intention of making 

good the deficit, the money rarely reaches the local bodies, or rarely 

reaches in full. There are just too many calls on the State Government’s 

purse, and more immediate needs tend to take precedence, even though 

the non-immediate needs are critically important. In addition, local 

bodies lose expensive administrative time and energy in following the 

fund release cases with the state headquarters. Second, the farther the 

source of resources moves away from a local body, the more uncertain 

is the planning exercise within that body. Even conceptually, local self 

Government should not have to depend excessively on the state 

headquarters for funds. The valid criticism that assessment of octroi is 

rife with corruption-spawned errors, and its collection inefficient and 

expensive, are matters that can, and should, be addressed through 

administrative reform. 
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3.8 The Government of Punjab has managed to circumvent some of 

these pitfalls, by creating a Punjab Municipal Fund, into which 10% of 

the receipts from the Value Added Tax will flow directly. At this time, this 

percentage is expected to translate into Rs.550 Crore annually, and 

hopefully, will increase in future. Should there be a shortfall in these 

receipts, the Government has decided to make up the deficit to ensure 

that at least Rs. 550 Crore reaches the ULBs annually. The 

apportionment of this amount among ULBs will be based on the 

proportionate earnings from octroi of the ULBs during the year 2005-06.

   

3.9 The main problem in the foregoing plan is that it erroneously 

assumes that the different ULB areas would continue to grow at an 

identical rate. It also decreases significantly, the total amounts available 

with the State Government for devolution to local bodies.   

 

3.10 In most part of the developed world, the largest source of income 

for urban local bodies is property tax.  In India too, the civic 

administrations of large metropolitan towns run primarily from resources 

received on account of tax on property.  The concept behind this tax is 

that the local body provides infrastructure for use by property owners 

and duly recovers the cost of maintaining the infrastructure from them.  

Property is also a good indicator of the ability to pay tax. The advantage 

of this tax, when it is properly computed, is that each property owner 

pays a small and affordable amount, which is used to maintain common 

services like sewerage, street lighting etc., which make each property 

more usable and valuable.  
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3.11 In Punjab, we have a situation where private property owners 

enjoy large-scale exemptions. Most exemptions have been given to 

categories of property owners, for instance, owners of half kanal house 

and self-occupied houses. This has led to property tax becoming an 

insignificant source of income for local bodies.  It is possibly as a 

consequence of this that the local bodies do not see it as their bounden 

responsibility to provide civic services that are essential in the civilized 

world to keep neighborhoods free of disease, darkness and refuse.  

 

3.12 It is strongly felt that property owners must pay a reasonable and 

affordable tax on their properties every year.  The tax can be paid half 

yearly to avoid hardship. The tax should also be paid based on a 

formula, which takes into account the quality of civic services in a 

particular locality, the use to which the property is being put, and similar 

easily established criteria, with possible reductions for aged pensioners 

and indigent widows. In Delhi and Bangalore, the unit area method 

approach is working well. Wholesale exemption from property tax in 

cases of self-occupied property etc. is not warranted, as it leads to a 

situation where the citizens do not feel empowered to demand better 

services, and the local body is starved of resources to provide civic 

services. It has been estimated by Punjab’s Department of Local 

Government that an amount of Rs.450 Crore can become available 

annually to ULBs from a judicious application of the unit area based 

approach to property tax. 

 

3.13 There is a cost attached to all services and local bodies cannot be 

run as charitable institutions. In any community there are some services 

that are used only by certain categories of people or are used very 

differentially i.e. greatly by some people and very little by others.  It is, 
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therefore, important to levy user charges at affordable levels.  

Application of user charges also ensures that limited resources are not 

wasted as is the case when services are provided free of any charge to 

users. In such cases the community pays as a whole, by increased 

medical costs and person-days lost due to ill health. 

 

3.14 In many parts of the world, as also in some parts of India, 

profession tax is levied on persons earning above a certain level.  

There is a limit of Rs.2500/- per annum on this tax, as fixed by the 

Constitution of India. Punjab being a State where earnings are high and 

the quality of life superior, it makes eminent sense to levy profession tax 

in urban areas to ensure that the civic amenities in Punjab also develop 

apace with the economic development of the State. To be genuinely 

useful in augmenting local finances, this tax should be levied and 

collected by the Department of Excise and Taxation, thereby ensuring 

efficiency and economy in collection, given directly to local bodies, and 

used to meet local needs. 

 

Capacity building 

3.15 Most discussions on the empowerment of local bodies dwell upon 

the need to devolve the three ‘f”s: funds, functions and functionaries. To 

these, a fourth ‘f’ is sometimes added: freedom. In other words, there is 

universal acceptance that along with the financial wherewithal to serve 

the needs of the citizens they represent, local bodies must also have 

trained manpower and the necessary legal mandate. The ‘freedom’ 

clearly arises from the perceived need for greater autonomy. 
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3.16 The objectives of local self-government are to provide civic 

amenities of reasonable standard (as well as local services like 

registration of births and deaths, processing of property tax etc.) There is 

a need to provide these amenities in an efficient and cost-effective 

manner. Therefore, it would be of limited benefit if we recommended 

only the financial strengthening of local bodies.  It is equally imperative 

to ensure that the local bodies have the capacity to utilize and invest 

their financial resources appropriately into the amenities required by 

citizens, as also the will and the accountability to provide needed 

services.  Capacity building in Punjab, in line with the impressions 

formed by the Commission during its tours within Punjab and outside, 

should focus on creating sound financial management expertise, 

technical know-how, a commitment to excellence, efficient planning and 

prioritizing skills and other competencies relevant to the objectives of 

efficient operation and maintenance of infrastructure, quick and 

corruption free delivery of services and management of a blue balance 

sheet.  

 

3.17 To meet these needs, it is necessary to hold frequent training 

programs with all local body employees being trained in appropriate 

attitudes and skills. People’s representatives performing public service in 

local bodies also need specially tailored courses to acquaint them with 

the legal mandate of local bodies, the powers of the full house and 

committees, skills for reading budgets where required, and a modicum of 

technical and financial management know-how. It is also important to 

facilitate free and open two-way communication between all levels of 

local bodies, district administration and the State Government. 

  



 21

3.18 There is a training institute for PRIs in Nabha. Another is coming 

up in Mohali. These provide the infrastructure for training persons 

connected with PRIs. With the assistance of Government of India, the 

Chandigarh based Centre for Research in Rural Development and the 

National Institute of Rural Development, Department of Rural 

Development can put together training programs to train PRI staff in the 

rudiments of financial management, technical skills for supervision of 

projects and also provide attitude training. People’s representatives 

serving on PRIs must be trained in the law relating to their work. They 

must understand Government procedures and have an exposure to 

initiatives being taken in other parts of the country and the world. The 

ANS State Institute of Rural Development in Mysore has done some 

very good work in creating a platform where PRIs can talk to each other, 

and to officials of the government. The outreach program of this institute 

serves as a model to be followed.  

 

3.19 Similar training for ULBs is available in many institutes all over the 

country, to which ULB staff and people’s representatives must be 

seconded for training. The Punjab State Institute for Public 

Administration in Chandigarh can also run some effective training 

programs. The World Bank Institute has, in partnership with the 

Administrative Staff College of India (Hyderabad), a certification 

programme in City Management. The programme works at providing 

trainees, ‘cross-cutting knowledge and expertise in change 

management, municipal finance, service delivery, urban governance, 

public health, urban water, sanitation reform and solid waste 

management’ (The World Bank in India, November 2006). There is an 

effort to replicate this programme in other parts of India, and Punjab 

must take advantage of the experience already gained in other parts of 
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the country, to design both certification courses for new entrants to 

municipal bureaucracy and refresher courses for existing managers.  

  

Empowerment of citizens 

3.20 The Commission is convinced that part of the reason that local 

bodies do not deliver arises from the failure of citizens to demand better 

services.  Citizens, in their turn, do not demand their due because they 

do not know the procedures and cannot easily assess whether they have 

been shortchanged for reasons that could have been better handled by 

their local bodies. In some cases, of course, citizens have plain lost hope 

of having their grievances redressed. In other cases, since many citizens 

do not pay taxes or user charges, they do not feel that they have a say in 

the running of their local bodies and so fail to provide a critically 

important element in the system of local governance, i.e. answerability of 

their elected representatives and public servants.  

 

3.21 The Commission is convinced that Punjab needs a public 

awareness raising campaign to re-educate citizens about their 

responsibilities and rights. It would be a good idea to open public 

debates on these issues in the media, with eminent persons expressing 

their opinions. With the enactment of the Right to Information Act, it is 

now possible to advise citizens of the procedure to access the 

information they need to work with their local bodies.  

 

Accuracy and reliability of data 

3.22 It has taken a lot of time to gather data required for the work of the 

Commission. While they were extremely helpful, the Departments of the 

Government of Punjab were hamstrung in providing the necessary data 
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because these had to be collected from all over the State.  It is this 

Commission’s firm belief, which it shares with the previous Finance 

Commission and the Twelfth Central Finance Commission, that 

collection and compilation of data is an ongoing responsibility of the 

Government.  Without valid data, it is neither possible to plan effectively 

nor to prioritize expenditure. Prioritizing expenditure is a sine qua non of 

any deficit budget. Punjab cannot hope to systematically move ahead on 

its development path without a good database. This issue is discussed in 

greater detail in the next chapter. 

 

     -------------------------------- 
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Chapter 4 
 

Institutional Framework – Some Concerns 
 

4.1 Article 243(I) of the Constitution of India mandates the setting up of 

a State Finance Commission every five years.  Clearly, the intention is to 

converge the State Government’s attention on changing realities and the 

evolving needs of local governance structures.  Each Commission 

enjoys the luxury of a single-minded focus on its subject.  This luxury is 

not available to line departments, which have to perform a large variety 

of functions and work under conditions where the immediate can some 

times overwhelm the important. The recommendations of the 

Commission are distilled from the line departments’ experiences and 

concerns. In Punjab, the fact that Secretaries of the Departments of 

Local Government and of Panchayats are ex-officio members of the 

Commission imbues the Commission’s recommendations with a built-in 

reality check. The recommendations of the State Finance Commissions, 

therefore, represent a collective understanding of the optimal ways of 

promoting people’s participation in their own governance.  

 

 4.2 Given the above, it would be wasteful if the results of this exercise 

were not effectively utilized.  Worse than wasteful, it would be 

tantamount to losing the opportunity of making Punjab a more 

progressive state by discouraging public initiative. What do we mean 

when we say that the results of the Commissions’ work should be 

effectively utilized? We mean that the recommendations should be 

accepted in full, and then implemented. The recommendations can be 

examined to work out the best manner of implementation, with some 

changes made to make the implementation more practical. It has been 
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frankly disheartening to see the Action Taken Reports (ATRs) on the 

recommendations of the previous two Commissions, which have been 

filled with platitudes and half-promises. In time, the ATRs have just 

ceased to matter, and the expensive person-days and effort put in by the 

Commissions lost to the Government. 

 

4.3 This Commission is convinced that the reasons for ineffective 

utilization of the previous Commissions’ deliberations lie partly in the 

serious financial difficulties faced by Punjab in the past, and in the lack 

of a dedicated institutional mechanism to see the recommendations 

through. Punjab’s acute financial difficulties are hopefully now entirely 

past. The need for a committed set-up remains. This Commission, in 

agreement with the previous State Finance Commission, feels the need 

for a permanent mechanism to follow up the recommendations of the 

Commission with a view to ensuring their implementation. This 

Commission proposes that a small but permanent office may be set up 

within the Finance Department to provide continuity between one 

Commission and the next. A sufficiently senior officer should head this 

office, albeit part-time. During the five years between the setting up of 

two Commissions, this office should ensure that the recommendations of 

the Commission continue to engage the attention of the decision makers 

concerned until the recommendations have been carried to a logical 

conclusion. This office must also undertake the following tasks:  

  

Collection and supervision of data- collection    

4.4 The Finance Commissions office (FCO) should primarily be 

engaged in processing the data collected by the Economic and 

Statistical Organization (please see paragraphs 9.3 and 9.4 for more 
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details), on behalf of the Department of Rural Development and 

Panchayats, and the Department of Local Government. Our experience 

with collection of data has been expensive in terms of time and money. 

Data formats had to be designed (the Second Commission’s work in this 

regard was very helpful), sent out to local bodies and chased for timely 

replies. When the data came, they were difficult to reconcile with existing 

data and data from other sources. It took considerable effort and 

ingenuity to merge the data and have an acceptable data- base to work 

with. Echoing our Interim Report, and the recommendations of the 

Second Finance Commission, we reiterate the urgent need for a 

comprehensive and authoritative database in Punjab. The responsibility 

of policymaking cannot be adequately discharged without solid data 

behind it.  We recommend that there should be dedicated cells within the 

Department of Local Government and the Department of Rural 

Development and Panchayats.  These cells should be populated by staff 

from ESO, and assist in collecting and maintaining data, which must 

cover the actual expenditure and resources of each local body, both 

rural and urban.  Information regarding Panchayats should include inputs 

on the area of shamlat land available, the use to which it is being put and 

the income arising out of it, how the income is being used, the 

Panchayat’s debt position and its prioritized requirements.  Similar 

information should be available, mutatis mutandis, about all local bodies. 

All these data, efficiently updated and intelligently categorized, should be 

available to policy makers, citizens and successive Finance 

Commissions. 
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Infrastructure and Support 

4.5   When it commenced its work, the Commission existed only on 

paper. Decisions regarding the location of its office and support 

arrangements were yet to be taken.  Even after taking these decisions, 

it took considerable time to organize the necessary wherewithal of 

supporting staff and other basic office needs. Valuable time and energy 

were lost in these tasks, as the Commission did not have any staff to 

depend on for these tasks. A dedicated office in the Finance 

Department  on the lines suggested in paragraph 4.3 above, could set 

up the Commission’s office, organize the seating arrangements and 

help to get staff relieved from other government departments. In doing 

so, it would ensure that the Commission could hit the ground running 

and engage in its tasks with minimum delay.  

 

Custody of record 

4.6 Each Commission brings a unique combination of expertise and 

experience to bear on its work. Access to the previous Commissions’ 

thinking can greatly help each new Commission to start its work. At the 

time of commencing its work, the Commission was interested in seeing 

the methods employed by the previous Commissions, and the 

challenges faced by them. Except for the reports of these 

Commissions, the record of their working was not available. By the 

time the record was eventually tracked down, the present Commission 

had already re-invented the wheel, and spent expensive time and 

energy doing it.  If the record had been readily available, more time 

could have been spent right away on the cerebral part of the 

Commission’s work. Therefore, it is recommended that the FCO should 
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maintain each Commission’s files at least until the next Commission 

has had a chance of looking at it. 

  

Continuity and follow up 

4.7 While access to previous Commissions’ recommendations is 

comparatively easy, it is not always possible to understand why certain 

recommendations were not acted upon. A dedicated FCO could guide 

each Commission about the reasons behind the non-implementation of 

some recommendations. This would bring about continuity in the 

thinking on democratic decentralization in Punjab, with each 

Commission contributing to a growing body of considered thought on 

the matter.    

 

    -------------------------------- 
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Chapter 5 
 

An Assessment of Punjab’s Financial Position 
 

 
Introduction 
  
5.1 After several years of fiscal imbalances, high deficits and high 

indebtedness, Government of Punjab has managed to arrest the 

worsening trend in its finances in recent times (after 2001-02). Table 

5.1 in the Statistics section shows the fiscal trends in Punjab from 

2000-01 to 04-05. The revenue deficits show a drop in absolute terms 

from Rs.3781 crore in 2001-02 to Rs.3391 crore in 2004-05. Similarly, 

the fiscal and primary deficits have dropped from Rs.4959 crore and 

Rs.1781 crore respectively to Rs.4115 crore and Rs.133 crore over the 

same period.* As fiscal deficits persist and are significant, debt 

financing of the same continues to raise the burden of accumulated 

indebtedness to unprecedented levels. The strain on the state finances 

has not cut deeper but is yet to ease; it would take a number of years 

of more prudent handling and favorable exogenous conditions for the 

rising trend in the indebtedness of the State to reverse. However, if the 

government can improve the impact of the state interventions in the 

economy and show a sustained positive effect on the growth of the 

gross state domestic product (GSDP) of Punjab, the debt will become 

more sustainable over the medium to long run.  

 

5.2 It is heartening to note that the macroeconomic trends in the 

state also show some improvements in recent years. The latest 

Economic Survey shows that while the growth in the secondary and 

                                                 
* All the budgetary figures reported here are based on duly audited accounts of the Government of Punjab, 
reported in the Finance Accounts of the state published by the Comptroller and Auditor General of India. 
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tertiary sectors has jumped since 2002-03, the negative growth of the 

primary sector in 2002-03 dampened the overall growth that year; the 

next two years, however, show substantial improvement in the real 

annual growth of GSDP, 6.29 and 5.39 per cent in 2003-04 and 2004-

05. In comparison, the average real annual growth during the Ninth 

Five Year Plan period was less than 4 per cent. The national economy 

is actually growing faster, and possibly the growth in the national 

economy is providing the impetus in the growth of the state economy 

as well. The growth in per capita income has also accelerated as a 

result, the level rising from Rs.15308 in 2001-02 to Rs.16756 in 2004-

05 at 1993-94 prices, a rise of almost 10 per cent. But the indifferent 

performance of the Punjab economy for several years on end has 

already cost it its pre-eminence among the larger states of India in 

terms of per capita income and it ranked second in 2003-04 among 

such states, with Maharashtra ahead of it. In what follows, we take a 

closer look at the budgetary trends for a few past years and then look 

ahead, mainly with a view to assess the degree of available flexibility to 

accommodate the recommended transfers to the local bodies. 

 

Overview of Punjab State Finances 
 
5.3 Table 5.2 gives some of the key budgetary aggregates as a ratio 

of the GSDP of the state.  Fiscal deficit in 2004-05 was at the level of 

4.66 per cent, with revenue deficit accounting for 3.84 per cent. 

Primary deficit was small at 0.15 per cent. These three figures may be 

compared with the recent highs of 6.99 per cent, 5.33 per cent and 

2.51 per cent in 2001-02. It may be recalled that the fiscal correction 

path now embedded in the Punjab Fiscal Responsibility and Budget 

Management (FRBM) Act, 2003 requires revenue deficit to be nil (or a 
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surplus) and fiscal deficit to be at a maximum of 3 per cent by 2008-09, 

as per the eligibility condition stipulated by the Twelfth Finance 

Commission (TFC) for debt rescheduling. The prospect does not look 

as daunting as it did two years ago, but it does require persistent fiscal 

effort.  

 

5.4 It is worthwhile to look at the manner in which the recent 

improvement in the fiscal situation has come about. A look at Table 5.2 

reveals that between 2001-02 and 2004-05, revenue receipts 

increased by 3.04 percentage points, while revenue expenditures 

increased by 1.55 percentage points only. This allowed a 

straightforward reduction in revenue deficit (and ceteris paribus, in 

fiscal deficit) of 1.49 percentage points. But the fiscal deficit shrank by 

a larger 2.33 percentage points. This is accounted for by a reduction of 

0.53 percentage points in capital outlay and the rest by a reduction in 

net loans advanced.  

 

5.5 Within revenue receipts, three of the components show an 

increase while the fourth (grants from the central government) shows a 

decline. In tax revenues, the increase is primarily attributable to sales 

tax (VAT) and stamp duty. Non-tax revenues also exhibit a substantial 

increase. The excellent outturn of central taxes, possibly fed by the 

growth of the national economy, contributed to an increase in the share 

of central taxes too. However, the central grants as a ratio of the GSDP 

in fact fell a little between the two years. 

 

5.6 The deceleration in the growth of revenue expenditures has 

come about mostly through a sharp drop in plan revenue expenditures 

and, of immediate concern to us,  a similar sharp drop in compensation 
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and assignments to local bodies (from 0.23 per cent to 0.08 per cent). 

The reduction in capital outlay is mostly in the economic services, i.e. 

physical infrastructure like irrigation, power, and roads and bridges. 

 

5.7 This brief decomposition highlights both positive and negative 

features of the fiscal adjustment process. Adjustment through 

increased revenue mobilization is certainly a positive feature; the 

decline in central grants are generally outside the control of the state. 

However, receipts in any given year under one element of the grants, 

those on central plan schemes and centrally sponsored schemes, 

partly depends on action on the part of the state. These relate to 

submission of utilization certificates of previously received grants and 

provision of matching amounts (in matching grant schemes, e.g. Sarva 

Shiksha Abhiyan). Reducing unproductive expenditure is a valid fiscal 

reform measure; but it is doubtful that the sharp reduction in plan 

expenditure can conform to such a description. And the reduction in 

compensation and assignments to local bodies is simply a way of 

shifting a part of the adjustment burden to the lower tier of government. 

This is particularly worrisome in a period of greater decentralization 

everywhere, given that Punjab has not, even earlier, had a highly 

decentralized system.  

 

5.8 Received wisdom relates capital expenditure to future growth of 

the economy; thus reduction in capital expenditure would normally be 

expected to have a negative impact on growth. But this general 

proposition needs to be amended somewhat in view of recent 

developments. The link between public capital expenditure and growth 

is usually based on the assumption that such capital expenditure 

results in capital formation – human or physical. In either case, the 
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larger capital stock yields greater return not only on itself, but also 

through ‘crowding in’ private investments. If it is possible to activate this 

mechanism without actually increasing public capital expenditure, then 

a drop in the level of public capital expenditure need not necessarily be 

bad. And this is precisely what policies promoting private investments 

and private-public partnerships (PPP) in the area of infrastructure seek 

to achieve. If such policy initiatives are successful, the decline in capital 

expenditure may not have a negative effect on growth. Also, the effect 

on growth would depend on the type of capital expenditures that were 

cut. Unproductive capital expenditures are not rare; continued infusion 

of capital into virtually non-functioning, loss-making public enterprises 

is commonly observed, for example. If the axe falls on such 

unproductive capital expenditures, there should be no adverse impact 

on the state economy.  

 
Revenue Receipts 
 
5.9 Revenue receipts in Punjab, as in most other states of India, are 

dominated by tax revenues. Punjab’s own tax revenue as a percentage 

of GSDP (above 7.75 in the last three years) compares favorably with 

the all-state average of a little more than 6 per cent. More than half of 

the tax revenues are raised through sales tax, which has now been 

changed to VAT. The year 2005-06 was the first year of this reform, 

and its positive revenue effect was not evident because of the large 

amount of set-offs that were claimed on existing stocks (which is usual 

in the first year). Revenue collections in 2006-07 should provide a more 

reliable basis to form expectations regarding revenue from VAT in 

future years. It is relevant to note here that a decision has been taken 

to abolish octroi (levied by the municipal bodies in the state) from 

September 2006. The state government is agreeable to compensate 
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for the loss of revenue from octroi with about 10% of the revenue from 

VAT. Stamp duties show noticeable growth in the recent years despite 

some possible administrative reforms not being undertaken (full 

computerization and central valuation), probably on the strength of 

burgeoning real estate prices. However, motor vehicle taxes and state 

excise show negative buoyancy in recent years; these need a close 

look by the state Government to ascertain the causes.  

 

5.10  Non-tax revenues exhibit some growth in recent years (after 

2001-02). These include interest and dividend receipts, sales receipts 

of various departments, royalties, user charges and other 

miscellaneous receipts like fees and fines. Of these, of particular 

importance are the user charges which typically get frozen for long 

periods, resulting in increasing implicit subsidies in the provision of 

public services. Some measures have been taken with respect to water 

charges, power tariff, road tolls, fees for technical education and a cess 

on petrol. However, there remains scope for further rationalization of 

user charges. Similarly, reforms in public enterprises through 

disinvestment/restructuring should ultimately result in higher rate of 

return on public investments. 

 
Expenditure 
 
5.11 On the expenditure side, we note that until recently (2001-02), 

the committed expenditures were higher than the revenue receipts in 

Punjab, implying severely hamstrung developmental efforts of the 

government, with little financial room. Of these committed 

expenditures, wages and salaries, and interest payments are 
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particularly large. A report by the World Bank† examined the issues 

with respect to wages and salaries in detail and clearly showed that 

Punjab not only had a relatively larger number of employees in the 

public sector per citizen compared to several other states but also had 

a rather top-heavy bureaucracy, both of which bloated the wage bill of 

the government. It also detailed the attempts at reduction in the 

number of government employees through a policy of attrition, but also 

noted that the policy was not applied very strictly as in some other 

states. A new Pay Commission has been announced, the impact of 

which will be known only after it announces its award; but it is possible 

that any effort to contain the wage bill may suffer a setback.  

 

5.12 Interest payments are primarily a function of the level of 

indebtedness and the interest rate applicable. Market interest rates 

have dropped considerably compared to the ‘nineties; this should have 

helped contain interest payments of the state. Further, first the debt 

swap scheme of the Government of India and then the rescheduling 

and partial write-off of debt owed to the central government by the 

Twelfth Finance Commission has also helped. The debt swap scheme 

alone is estimated to have saved interest outgo to the tune of Rs.339 

crore per annum from 2002-03 to 2004-05 (Budget Speech of the 

Finance Minister of Punjab, 2006-07 budget). With all this, the interest 

payments have been inexorably rising (from Rs.3178 crore in 2001-02 

to Rs.3981 crore in 2004-05). 

Indebtedness 
 
5.13 The indebtedness of the Government of Punjab is the highest 

among the high and middle income larger states of India. Excluding 

                                                 
† Resuming Punjab’s Prosperity: The Opportunities and Challenges Ahead (2004), The World Bank: New 
Delhi.  
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small states, only the states of Bihar, Orissa, Rajasthan and Uttar 

Pradesh have higher ratios of total outstanding liability to GSDP (figure 

5.1 and table 5.3). In per capita terms, the outstanding public debt of 

Punjab would be the highest among the larger states in India. What is 

more, it has risen substantially as compared to end-March 1999, 

reaching the highest level of 58 per cent in 2004. Since then the ratio 

has fallen a little, largely because of the higher growth in the 

denominator. In absolute terms, it is still increasing. Clearly, such a 

situation not only takes away a substantial part of the available 

resources, but also necessitates a policy of minimizing expenditures to 

conserve resources for repayment of debt. When expenditures are 

sought to be minimized, the axe usually falls on non-contractual 

expenditures, i.e., developmental expenditures and transfers.  

Figure 5.1 
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Projection of Broad Aggregates 

5.14 As per the forecast of the revenue account provided by the 

government, the state is expected to convert its revenue deficit into a 

surplus in the year 2008-09, as per the requirement of the Twelfth 
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Finance Commission. The broad contour of the revenue balance is 

reproduced in table 5C below.      

Table 5.4 
Projected Revenue Account of Punjab Government 

                           (Rs. crore) 
Item 2006-07 

(BE) 
2007-08 2008-09 2009-10 2010-11 

Revenue 
Receipts 

20040.13 21967.77 24271.66 26134.97 27986.70 

Revenue 
Expenditure 

21722.30 22897.86 24209.98 25601.27 27273.14 

Revenue 
Deficit(-)/ 
Surplus(+) 

(-) 1682.17 (-) 930.11 (+) 61.68 (+) 533.70 (+) 713.56 

Source: Finance Department, Government of Punjab. 
 
 

5.15 These projections are based on more detailed projections of tax 

revenues, non-tax revenues, central grants and various items of 

revenue expenditure. The assumptions regarding the growth of various 

items are not uniform and are fairly reasonable, particularly in the 

context of continued growth of the Indian and the Punjab economy. For 

example, sales tax (VAT) receipts are expected to grow at 20% per 

annum, while state excise duty is expected to grow at only 5 per cent 

per annum. These projections do not include possible transfers to 

municipal bodies on account of compensation for octroi abolition, nor 

do they build in any additional expenditure on account of the expected 

pay revision. While the former may justifiably be considered a subject 

matter for the present report, we may take the position that for the 

purpose of this report, any likely additional expenditure as a result of 

the pay revision should be met by similarly additional resource 

mobilization by the government, and the prospect of a higher wage bill 

in the context of a strong need for wage bill contraction should not 

affect the resource transfer to local bodies. In sum, then, this 
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Commission is in a comparatively happy position of recommending 

transfers during a period when fiscal constraints are not as severe as in 

the case of the previous Commissions. However, the need to bring 

down the state indebtedness to a lower level through positive net 

repayments should also be kept in mind.  

--------------------------------
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Chapter 6 
 

An Assessment of Local Body Finances 
 
 

6.1 We have examined the finances of the local bodies, fiscal powers 

and the performance of the municipalities over the past five years, i.e. 

2002-06, and made an analysis of the main components of their 

income and expenditure, their growth pattern and the imbalances 

between revenue and expenditure. In our analysis of the finances of 

the local bodies, we have focused special attention on the following:        

i) Adequacy of the fiscal powers of the local bodies from the 

point of enabling them to meet their expenditure responsibilities in the 

wake of the mandate of 73rd and 74th Constitutional amendments;  

ii)  A review of the revenue effort of the local bodies in 

achieving fiscal sufficiency through own efforts and the steps taken for 

own resource augmentation; 

iii)  Extent of dependence on state subventions, the adequacy 

and efficacy of state devolutions in meeting the resource gap between 

own resources and expenditure responsibilities.  

iv)  Adequacy of expenditure on core public services and their 

maintenance at a desirable level. 

 

6.2 The overall review has enabled us to pinpoint the inadequacies in 

the fiscal domain of the local bodies and the various constraints, which 

prevent a realization of the potential of even the existing powers by the 

local bodies. We have noted shortfalls in the local bodies’ own effort 

and their reluctance to make use of even the available revenue tools to 

achieve self-sufficiency.  Simultaneously we see that despite the 

previous State Finance Commissions’ recommendations, a stable and 
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efficient mechanism for adequate and predictable devolution of funds 

on local bodies is not in place.  Without such a mechanism, the local 

bodies in their present state of insufficiency cannot discharge their role 

as autonomous institutions of grass root democracy.   

                      

Financial Resources and Expenditure of Municipalities  
 
6.3 The finances of municipalities come from a mix of internal and 

external resources. The internal resources comprise revenues from 

taxes that the municipalities are statutorily allowed to levy, non-tax 

revenues from various fees, fines, levies, borrowings and state 

devolutions by way of share of taxes, grants in aid for implementation 

of centrally sponsored schemes and grants in pursuance of the 

recommendations of the Central and State Finance Commissions 

(figure 6.1). 

Figure 6.1 

 Average Percentage Share of main Components in 
Total Revenue of Urban Local Bodies -2001-06

61.24
20.96

17.80

Tax Revenue

Non-Tax Revenue
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Taxation powers of municipalities 

6.4 Municipalities enjoy taxation powers as delegated to them by the 

state Government, through appropriate municipal legislation, from the 
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list of state taxes as given in the Seventh Schedule of the Constitution. 

The powers delegated are subject to such conditions and limitations as 

the state government may impose. Thus the state government may 

allow or disallow the imposition of a tax, order the abolition of an 

existing tax, fix the rates of taxes and also grant exemption to specified 

sections or class of persons from the payment of a tax being charged 

by a municipality from them. Octroi, which until recently had been the 

mainstay of municipal finances, now stands abolished. Large-scale 

exemptions from the payment of house tax granted by the state 

government continue to deplete the income of the municipalities. 

 

6.5 The taxation powers of the different classes of municipalities are: 

i) Section 90 of The Punjab Municipal Corporation Act 1976 lists 

the following taxes that a municipal corporation is required to levy; 

a. Taxes on lands and buildings, 

b. Octroi 

c. Tax on animals and vehicles, 

d. Tax on advertisements other than the advertisements                     

published in newspapers, 

e. Tax for the sanction of building plans, 

f. A development tax on the increase in the value of 

urban lands on the execution of development or 

improvement works. 

Subject to the prior approval of the state government, a municipal 

corporation may also impose a tax on professions, trades and callings 

or any other tax that the State legislature has the power to impose. The 

state government has also the powers to direct a municipal corporation 

to impose any of the above taxes if these are not already imposed, as 

also specify the rates at which these are to be levied.  



 42

ii) The taxation powers of municipalities other than municipal 

corporations, are governed by The Punjab Municipal Act 1911. Under 

section 61 of this Act, municipalities may impose the following taxes: 

  a)  Tax on lands and buildings; 

b)  Tax on trades, professions and callings,  

c)  Tax on vehicles (other than motor vehicles) and  

animals, 

d)  Tax on menial domestic servants, 

e)  Scavenging tax, 

f)  Tax on building plans. 

 As in the case of municipal corporations, the taxation powers of the 

other municipalities are also subject to the same state controls such as 

the power to allow or disallow the levy of a tax, fixation of rates of taxes 

and grant of exemptions etc.   

 
Taxes actually being levied by municipalities  

6.6 Despite an apparently long list of taxation tools available to the 

municipalities, they are not utilizing all the taxes that they can levy by 

statute. Municipal corporations, which are required under law to levy 

certain taxes, are not even levying all of these obligatory taxes. In fact, 

the effective range of tax compliance by the municipalities from the 

point of view of productivity is very narrow. Octroi and property tax, out 

of the total gamut of available taxes, have been the main contributors 

to the municipalities’ tax income. Traditionally octroi alone, until now, 

has been the backbone of municipal finance, providing 60 to 65% of 

the ‘own resources’ of all classes of municipalities. Property tax, at its 

present rate and coverage, is a distant second major source of 

municipal revenue. The other taxes being levied are:  
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   i)  Advertisement tax;  

   ii) Entertainment tax 

  iii)  Tax on vehicles and animals, 

 

6.7 Tax on building plans is being charged as a fee rather than as tax. 

Similarly though some of the municipal corporations have shown some 

income from Development Tax, a tax with a high potential, it is 

apparently being levied as a charge rather than a tax as per the 

provisions of sections 128 and 129 of The Punjab Municipal 

Corporation Act 1976. As later analysis will indicate, the role of the 

taxes other than octroi and property tax is minimal. 

 

6.8 There has been little perceptible change in the fiscal powers 

actually exercised by the municipalities even fourteen years after the 

passing of the 74th constitutional amendment, which sought to vest 

them with a wider functional domain as per the twelfth schedule of the 

Constitution and to equip them with sufficient financial resources in 

proportion to their enhanced responsibilities. The state Government 

has enacted amendments to bring the existing legislation into 

conformity with the constitutional provisions, and two state finance 

commissions have focused closely on measures to strengthen the role 

of the municipalities in the existing democratic set up. The regime of 

state controls, however, retains powers to levy or abolish any tax, fix 

rates of taxes and levies and grant exemptions. This, accompanied 

with the uncertainty of state devolutions, ensures that the finances of 

the municipalities are still far from achieving the requisite stability and 

self-sufficiency of robust self-governance institutions. 
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Main components of Municipal revenue 

6.9 Table 6.1‡ gives in detail the receipts of the urban local bodies from 

all sources; tax, non-tax as well state devolutions during the period of 

five years 2001-02 to 2005-06. Receipts from taxes, mainly octroi and 

property tax and other taxes during this period ranged from 47.22 to 

70.43% of the total resources of the municipalities, and on an average 

about 75% of their own resources.  Octroi and property tax, with a 

share of about 60% and 10% respectively, constituted the main 

components of own resources of the municipalities. 

 

6.10 Non-tax receipts averaged about 17% of the total resources and 

21% of own resources of the municipalities. Receipts from water supply 

and sewerage charges constituted almost 50% of the total non-tax 

income. Together, the tax and non-tax receipts constituted on average 

85% of the total municipal revenues during the first four years of this 

period. This share declined to 70% during 2005-06 on account of an 

unusually heavy devolution from the state Government, as share of 

excise money due to the municipalities, which had apparently been 

withheld during the previous years. 

 

6.11 Share of auction money and excise duty levied in lieu of octroi, 

constituted a low percentage of the municipal receipts ranging from 

1.7% in 2004-05 to 6.78% in 2002-03 except in 2005-06 when on 

account of a backlog clearing devolution, the share of this component 

rose to a freakish 19.75% of the total municipal revenues. These 

transfers have been unpredictable and erratic. From 2001-02 to 2004-

05, the total amount transferred to urban local bodies was a mere 

                                                 
‡ Please see Statistics section. 
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Rs.131.92 crore as against Rs.260.72 crore which had accrued to them 

(table 6.21). We are given to understand that the balance of the 

outstanding transfer amounting to Rs.265 crore, made in 2005-06, was 

more under the compulsion of a judicial verdict rather than as a matter 

of a usually followed policy. 

 

6.12 State devolutions comprising share of taxes in compliance with 

the recommendations of the State Finance Commission, grants in 

pursuance of the recommendations of the Central Finance 

Commissions, grants for implementation of centrally sponsored 

schemes and plan/non-plan grants constituted on average about 10% 

of the total resources of the urban local bodies. The overall pattern of 

municipal finance structure indicates a need for the municipalities to 

depend on their own resources. Transfers and devolutions from the 

state come in irregular flows, which deprives them of predictability.   

 

 

Broad analysis of municipal resources  

6.13 Table 6.1 details the receipts from own resources of the 

municipalities from 2001-02 to 2005-06. We see that the own 

resources of the municipalities grew from Rs. 610.58 crore in 2001-02 

to Rs.944.93 crore in 2005-06, achieving an average annual growth 

rate of 7%. The per capita income during this period grew from 

Rs.738.98 in 2001-02 to Rs.1001.19 in 2005-06 (table 6.11). However 

if the receipts from sale of assets, classified as capital receipts, are 

excluded, the annual average growth rate would come to 5.62% (table 

6.7).  Consequently the per capita revenue would be Rs.707.48 in 

2001-02 and Rs. 898.02 in 2005-06. The tax revenues have shown an 
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average annual growth rate of 4.30% over this period. Though taxes 

other than the two major taxes i.e. octroi and property tax, have shown 

a very high annual average growth rate (60.2%), their role in the total 

tax revenue is still minimal (less than 2% of the total tax revenue). 

Even octroi and property tax, which have been the mainstay of 

municipal finances until now (the picture having changed with the 

abolition of octroi with effect from September 2006), have not shown 

the desired buoyancy during the last five years. Indeed octroi has 

shown an average annual growth rate of less than 4%.  

Figure 6.2 

Average Percentage share of Property Tax,Octroi, Other taxes in Total Tax 
Revenue - 2001-06
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6.14 Table 6.8 shows that property tax, a tax with a high potential for 

buoyancy, too has not shown the desired results. With an annual 

average yield of about 10% of own resources of the municipalities for 

the period under review, this tax gets municipalities far less revenues 

that its potential. Instead of showing a healthy buoyancy, the 

percentage share of this tax in the municipalities’ own revenues has 

declined from 10.78 % in 2001-02 to 8.56% in 2005-06. It is obvious 

that the process of reforming the assessment, administration and 

collection of the tax needs much more attention. The first and the 

second State Finance Commissions had both recommended wide 
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ranging reforms for restructuring the assessment and administration of 

property tax, which, inter alia, included: 

 Delinking the assessment of property tax from the rental 

value of the property; 

 Adoption of the area linked method of assessment based 

on various factors such as the location, the construction 

and the use to which a property was being put, 

 Bringing vacant lands within the ambit of the tax, 

 Minimizing exemptions, 

 An institutional mechanism for dealing with disputes relating 

to assessment and related matters, 

We earnestly reiterate these recommendations, and ask the state 

Government to urgently bring about amendments in the Punjab 

Municipal Corporation Act, 1976, with particular reference to section 93 

and the Punjab Municipal Act, 1911, with reference to section 61. We 

also suggest that the state Government facilitate and support reforms 

to enable the local bodies to improve their collection performance vis-à-

vis assessed taxes, which is poor at only 77%.  

Figure 6.3 

 Share of Property Tax and  Other taxes,Octroi in Total Tax Revenue from 2001-02 
to 2005-06
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6.15 The initiatives of the state towards undertaking the much-needed 

measures to restructure property tax have not quite come to grips with 

the crux of the issue: a municipality needs finances to provide services, 

and property tax is most readily relatable to the services provided by a 

municipality. It is also one of the easier taxes to recover. 

Rationalization of the property tax regime, including adoption of the unit 

area method of assessment, needs urgent attention.  The regime of 

exemptions needs to be in a shrinking rather than an expanding mode.  

Recovery of taxes 

6.16 Tables 6.12 and 6.14 show that recovery efficiency of taxes 

needs improvement.  Against a target of cent per cent recovery of 

arrears the recovery efficiency of taxes in respect of the demand and 

arrears created during the last five years was 81%. The recovery does 

not appear to have kept pace with the demand as tax arrears 

amounting to Rs. 143.04 crore in 2001-02, mounted to Rs.156.22 crore 

in 2005-06. The recovery efficiency in respect of property tax has been 

even less at 77% and the arrears of this tax increased from Rs.82.03 

crore in 2001-02 to Rs.100.89 crore in  2005-06. 

 

Non-taxes and User Charges 

6.17 Non-tax resources constitute 22.64 % (table 6.4) of the total own 

resources of municipalities. Income from water and sewerage charges 

accounts for over 50% of the total non-tax resources excluding capital 

receipts. Altogether, the yield from non-tax resources has shown a 

healthy annual average growth rate of 10.87% as receipts under this 

head increased from Rs.131.58 crore in 2001-02 to Rs.213.94 crore in 

2005-06. Income from water supply and sewerage charges increased 

from Rs.60.04 crore in 2001-02 to Rs.100.77 crore in 2005-06. 
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Figure 6.4 

Per Capita revenue of Urban Local Bodies from tax and Non-Tax 
sources for the  year 2001-02 and 2005-06
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6.18 Income from non-tax sources comes from fees, fines, user 

charges for specific services rendered and other levies made in the 

performance of the statutory and supervisory duties of the 

municipalities. The critical point for examination while assessing the 

performance of the municipalities is whether the recoveries by way of 

user charges match the costs incurred on the performance of the 

services for which the charges are recovered. Though there are no 

authoritative data available on the cost incurred on the provision of 

most services, in general it is an admitted observation that the receipts 

from non-tax levies fall far short of the cost incurred on the functions for 

which they are levied.  Such data are available, however, in respect of 

water supply and sewerage charges, which constitute the main 

component of the non-tax resources of the municipalities. Table 6.19 

shows that the cost incurred on operation and maintenance far 

outstrips the recoveries from the water supply and sewerage charges. 

Against the total cost of Rs.886.16 crore incurred on operation and 
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maintenance of water supply and sewerage from 2001-02 to 2005-06, 

the total recovery was only Rs.379.98 crore, which is  less than 43% of 

the total cost on these services (table 6.19). The arrears in respect of 

the recovery from these charges increased from Rs.92.58 crore in 

2001-02 to Rs.177.08 crore in 2005-06 (table 6.13). Even if the arrears 

of Rs.85 crore left unrecovered out of the demand for this period are 

deemed recovered the total recovery by way of user charges on these 

services makes up only 52% of the cost of operation and maintenance. 

Our sense is that this is a story that involves both incorrect setting of 

rates and inefficiencies in providing the services themselves, as 

reflected in higher costs. The recent exemption granted by the 

government from payment of water and sewerage charges to all 

households on plot area of 125 yards or less will further drastically 

reduce the recoveries from this head. 

 

6.19 While working out the capital and revenue requirements of the 

urban local bodies for the period between 2001-02 and 2005-06, the 

Second State Finance Commission had taken into account the 

projections in the growth of own income of urban local bodies based on 

historical trends, and additional resource mobilization effort through 

proposed reforms in property tax, privatization of services, a more 

comprehensive regime of user charges, adoption of improved fiscal 

management practices etc. Table 6.22 indicates that during the period 

of five years under review, against projected receipts of Rs.538.01 

crore from taxes other than octroi, the actual receipts came to only 

Rs.431.84 crore. It may be mentioned that since octroi stood abolished 

at the time the projections were made, the apparent buoyancy in tax 

income indicated in this table has largely been due to the reimposition 

of octroi in May 2001. The receipts from water supply and sewer 
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charges, the main component of non-tax resources too did not meet 

the estimated projections. Thus against the total projected own 

resources of Rs.1735.30 crore from all tax and non-tax sources (except 

octroi),  the actual receipts were Rs.1420.69 crore, indicating a shortfall 

of about 19%. The revenue effort of the municipalities has definitely not 

measured up to the expected level.        

 
State grants and devolutions 
 
6.20 Table 6.10A gives a break up of the grants received by the 

municipalities from the central government and the state government 

under various plan and non-plan schemes for the execution of specific 

urban development projects including water supply and sewerage 

schemes. The actual releases, it would be seen, from both the 

Government of India and the state government are marked by shortages 

against the allocations made. Against the allocation of Rs. 454.09 crore 

from the Government of India, the actual release during this period was 

only Rs 99.96 crore while the release from the state government during 

the same period was only Rs.129.39 crore against an allocation of Rs. 

463.90 crore. The Second State Finance Commission had 

recommended a package of financial devolutions, which included 4% 

share of the state taxes and grants besides other recommendations to 

strengthen the finances of the urban local bodies. Though the financial 

recommendations of the Second State Finance Commission had been 

accepted by the state government, there was a large gap in the actual 

as against recommended devolutions to the local bodies.  The total 

transfer as share of taxes to the urban local bodies during the last five 

years was only Rs.95.37 crore, as against the recommended and 

agreed devolution of Rs.412.92 crore (table 6.21). There has been a 

similar shortfall of Rs.21.34 crore in the release of grants in pursuance 
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of the recommendations of the Eleventh and Twelfth Central Finance 

Commissions during the period of five years under review (table 6.21). 

Figure 6.5 

Allocated and released Grants to ULBs from 2001-02 to 
2005-06 
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Expenditure 
 
6.21  We analyzed available data on the expenditure of the 

municipalities to identify its main components and their growth pattern. 

We also focused on areas of imbalance in municipal spending and 

adequacy of the expenditure made on core municipal services. On 

account of the uncertainty of state devolutions to the urban local bodies, 

they are accustomed to balancing their expenditure with revenues from 

their own resources, reducing their dependence on the state to a 

minimum, at least to the extent of meeting their non-discretionary 

liabilities. Maintaining a balanced budget being a departmental 

requirement, the municipalities are compelled to balance their 

expenditure against their income. The statements on income and 

expenditure indicate that these are evenly balanced with even marginal 
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surpluses in some cases. The situation, however, is far from indicative of 

financial affluence of the municipalities; it merely shows that very limited 

resources have been allocated for services and development.  

 

Broad analysis of municipal expenditure 

6.22  Table 6.17 shows that the total expenditure of the municipalities 

increased from Rs.701.96 crore in 2001-02 to Rs. 972.63 crore in 

2005-06, an increase of 38.56%. Looking at annual growth in 

expenditure, it may be seen that the expenditure during the first two 

years showed a negative growth while it showed the maximum growth 

of 23.98% over the previous year in 2005-06. The sudden spurt in 

expenditure in 2005-06 can be explained only by more liberal releases 

of previously held up devolutions from the state, in particular the share 

of excise duty and auction money against which an amount of Rs.265 

crore was released in one year to the municipalities. 

 

6.23 About 80% to about 82% of the municipalities’ resources 

continued to be spent on provision of services, followed by expenditure 

on the cost of collection of taxes and dues (between 6.63% to 7.38%), 

general administration (about 5.50 %to 6.50 %), and debt servicing 

(2% to 5%) of the total expenditure (table 6.18). 
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Figure 6.6 

Percentage Share of Expenditure on General Administration and 
Provision of Services for the years 2001-02 to 2005-06
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Provision of services 

6.24  Expenditure on provision of services includes expenditure on core 

municipal services such as water supply and sewerage, sanitation, 

roads and bridges, street lighting, fire services and such other services 

as are being provided by the municipalities. The municipalities do not 

appear to maintain dependable data indicating disaggregated details of 

capital and revenue expenditure on each service. However, it can easily 

be seen that the urban local bodies are barely able to meet their 

revenue liabilities and can have little to invest in improving or creating 

infrastructure. The main reason is the mounting cost of establishment 

and expenditure on operation and maintenance coupled with poor 

recoveries from user charges. On an average, establishment and 

maintenance costs account for about 80% of the expenditure on water 

supply and sewerage, over 90% on sanitation, about 50% on roads and 

bridges, more than 80% on street lighting, almost cent per cent on fire 
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services. Recoveries by way of user charges from water supply and 

sewerage do not meet even half the cost incurred on these services and 

exemptions given to a large number of households are bound to erode 

the financial base of the municipalities, suppressing their capacity to 

extend the coverage of their services. 

Figure 6.7 

Expenditure on provision of Services for the years 2001-02 to 
2005-06
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Cost of establishment 

6.25 The total cost of establishment increased from Rs.328.40 crore in 

2001-02 to Rs. 441.91 crore in 2005-06, an increase of about 30% in 

five years. As percentage of total own revenue, the cost of 

establishment which was 53.78% in 2001-02 has come down to 46.77%, 

which is a good indication and hopefully a continuing trend.  As share of 

total expenditure, the cost has stayed stationery at about 46%. The cost 

has stayed well above the maximum limit recommended and fixed at 

35% of the own revenues of a municipality (table 6.20). 
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Summing up- an overview of municipal finances 

6.26   i) The major strength of municipal finances lies in the 

municipalities’ continued reliance on their own resources, which 

constitute, on an average, over 80% of their total resources. While 

working out the dependence of the municipalities on own resources, we 

have excluded the share of auction money and excise duty from the own 

resources of the municipalities. The devolution to municipalities under 

this head is in fact in lieu of octroi on liquor, which may be deemed to be 

the own resource of the municipalities. Including this devolution would 

raise municipalities’ own resources to over 90% of their total revenues. 

ii) At the same time, the municipalities have failed to achieve the 

requisite buoyancy in their resources through adoption of improved 

fiscal management practices, reforms in property tax and tax 

administration, comprehensive application of user charges to recover 

cost of services etc. As such, municipalities are barely able to meet 

their revenue requirement and are unable to finance even their smaller 

capital expenditure needs from their own resources.  

iii) State constraints on rates of fees and taxes and large scale 

grant of exemptions from payment of property tax and water charges 

are curbing the buoyancy of municipal resources and eroding their self-

sufficiency. 

 iv) State devolutions and transfers are irregular and 

unpredictable, and as such cannot be built into a well-planned stream 

of expenditure. 
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Financial Resources and Expenditure of Panchayati Raj 
Institutions 
 
Data for review of finances 

6.27  Recognizing that the data needed for our work were not available 

in any aggregated way, we carried out an analysis of the finances of the 

three tiers of Panchayati Raj Institutions from a sample. We obtained 

data from all the Zila Parishads in the state, from 40 Panchayat Samitis 

out of 141 (sample of 56%), and from 230 Gram Panchayats out of 

12443 (sample of 2%). The sampling in respect of Panchayat Samitis 

was based on their geographical location, covering all the regions in the 

state. Gram Panchayats were selected on the basis of four criteria: 

population in the gram sabha area, income of the Gram Panchayat, its 

geographic location and distance from a significant road. For each of 

these criteria, we selected panchayats with the highest and lowest 

scores. We authenticated these data as we were not confident regarding 

reliability, and there was no uniformity in the maintenance of data. This 

involved repeated checks and cross checks including lengthy 

interactions with the officials of the concerned local bodies. In a large 

number of cases, significant items of receipts and expenditure were 

misclassified, wrongly posted or altogether missing, and required much 

time and labor to put the various entries in their right places. These 

rationalized data were blown up to form the projections for the entire 

state. 

 

Structure of the finances of the Panchayati Raj  Institutions  

6.28 The sources of finance of the various levels of Panchayati Raj 

Institutions i.e. Zila Parishads, Panchayat Samitis and Gram Panchayats 

are not of a uniform composition. This is because of variations in the 
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taxation and other powers of raising resources vested in the different 

classes of the rural local bodies under The Punjab Panchayati Raj Act 

1994, which governs the finances and functioning of the Panchayati Raj 

Institutions. The taxation powers of the Panchayat Samitis and Zila 

Parishads are virtually non-existent considering the conditions under 

which they can be exercised. As such, while there is a mix of some tax 

income in the own revenues of the Gram Panchayats, there is no such 

content in the revenues of the Zila Parishads and Panchayat Samitis. 

The bulk of own revenues of all classes of Panchayati Raj Institutions 

come from management of the lands and properties in their ownership 

and a few odd fees and levies, the nature of which is not entirely clear. 

There is heavy dependence on state subventions, which come in the 

form of share of taxes and grants as per the recommendations of the 

state and central finance commissions, share of excise dues, grants in 

lieu of liquor tax, grants in lieu of profession tax, MPLAD funds and funds 

for the implementation of centrally sponsored schemes. In our data, the 

receipts from state transfers are often shown as part of own resources 

by all classes of the Panchayati Raj Institutions, indicating a lack of 

clarity in the manner of transfer and distribution of the various state 

grants and transfers to the different levels of the Panchayati Raj 

Institutions and consequent confusion in the utilization of earmarked 

funds. 

Taxation powers and utilization of tax receipts by PRIs 

Gram Panchayats 

6.29 While the amendments introduced in the municipal legislation 

subsequent to the 74th constitutional amendment were by and large in 

the nature of conformity legislation, the Punjab Panchayati Raj Act 1994 

was conceived and enacted subsequent to the enactment of the 73rd 
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constitutional amendment. One would have expected that the new 

legislation would be a progressive step towards fulfilling the 

constitutional mandate of ushering in Panchayati Raj by empowering the 

Panchayati Raj Institutions and equipping them with adequate financial 

powers so that they might take over and effectively discharge their 

enhanced functional responsibilities as indicated in the Eleventh 

schedule of the constitution. However, the presence of state controls on 

various powers of the Panchayati Raj Institutions given in the legislation 

has effectively frustrated the objective of decentralization and 

empowerment of the Panchayati Raj Institutions. Taxation powers given 

under this Act to various levels of Panchayati Raj Institutions illustrate 

this point. 

 

6.30 Under Section 88 of The Punjab Panchayati Raj Act 1994, the 

Gram Panchayats are required to levy the following taxes, subject to 

any rules and orders made by the state government: 

a) Tax on lands and buildings ; 

b) Tax on trades and professions ; 

c) Additional stamp duty on payment for admission to a place         

of   entertainment. 

Though the taxes mentioned are apparently obligatory for the Gram 

Panchayats to levy, the actual compliance with this provision of the 

Punjab Panchayati Raj Act 1994 is confined to only the levy of house tax 

by the Gram Panchayats, which is levied at such a low rate that the yield 

from this source is negligible. It probably costs the Panchayat more to 

collect the tax. Further, no rules or orders appear to have been framed as 

per the provisions of Section 188, to ensure compliance with the set of 

obligatory taxes by the Gram Panchayats. 
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6.31 The provision of law mentioned above also empowers the Gram 

Panchayats to levy various fees and rates, which include: 

a) Fees on registration of vehicles 

b) Fee for providing sanitary arrangements at fairs and places 

of  worship etc 

c) Water rate 

d) Lighting rate and  

e) A conservancy rate. 

Data received from the sampled Gram Panchayats however indicates 

that no Gram Panchayat had made any systematic use of the non-tax 

resource tools available to them under the law. As such, apart from the 

low yield from house tax, the main source of non tax income of the Gram 

Panchayats continues to be the lease money from Panchayat lands, and 

miscellaneous other irregular sources shown as income from hadda rori, 

fish ponds, sale of trees, donations and voluntary contributions etc. 

indicating thereby that the Gram Panchayats have made either no use, 

or only inadequate use, of the sources of revenue available to them.  

 

Figure 6.8 

Percentage share of main component in Total revenue of 
Gram Panchayat - 2001-06
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 61

Figure 6.9 

 House tax, Income from panchayat land, Lease money of Panchayat building 
and Other taxes of Gram Panchayat from 2001-02 to 2005-06
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Panchayat Samitis   

6.32 The powers of levying taxes, fees and cesses vested in the 

Panchayat Samitis under the Punjab Panchayati Raj Act 1994 are even 

more restricted by various state controls than those vested in the Gram 

Panchayats.  Section 149 of the Act is apparently intended to vest the 

Panchayat Samitis with vast powers of levying a host of taxes, fees and 

tolls, which include the following:  

a) Tolls on persons and vehicles on toll bars on roads other   

than   kucha roads; 

b) Tolls on ferries; 

c) Fees and rates on; 

 Registration of vehicles, 

  For providing sanitary arrangement at paces of 

worship and   fairs, 

 License fee for a market,  

 License fees,  

 Water rate, 

 Lighting rate etc. 
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The exercise of these powers by the Panchayat Samitis, however, is 

subject to the general direction and control of the state government and 

can be done only with the previous sanction of the Zila Parishad. The 

procedure for the levy of the taxes and fees by the Panchayat Samitis as 

laid down in Section 150 of the Act is so lengthy and tortuous that no 

Panchayat Samiti appears to have attempted to go through the lengthy 

procedure and utilize the provisions of the said law. As such the 

Panchayat Samitis are not levying any tax/non tax as per the provisions 

of The Punjab Panchayati Raj Act 1994 and are relying mainly on rent 

and sale of property, lease money of lands and other odd items 

indicated in the data as fees, taxes, local rate etc. including a specified 

share of the lease money obtained from the Gram Panchayats for the 

payment of salaries of employees. 

 
Zila Parishads 

6.33  Under the Punjab Panchayati Raj Act 1994, Zila Parishads have 

virtually no powers of taxation whatsoever. Under Section 189, the 

state government may allow a Zila Parishad to levy a tax, duty, fee or 

toll if a recommendation to that effect is made by a state finance 

commission set up under Article 243 I of the constitution. A state 

finance commission is to recommend the principles that should govern 

the determination of taxes, and duties, which can be assigned to 

Panchayats (a term that includes all classes of Panchayati Raj 

Institutions).  It seems rather incongruous that the state government 

should await the recommendations of a state finance commission, and 

only then allow Zila Parishads to levy a tax or duty. For want of any 

specific recommendations from any of the state finance commissions 

set up so far, Zila Parishads have not been vested with any taxation 
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powers. The sources of their income are therefore also confined to 

income from properties, transfers from the state and odd fees and 

fines. 

 

6.34 Summing up, the revenue resources of the three levels of 

Panchayati Raj Institutions consist of the following components: 

Gram Panchayats     
Income from house tax, 

Income from Panchayat lands and properties 

State grants, share of taxes as recommended by the 2nd State 

Finance Commission  

Incentive grants 

Grants as recommended by Central Finance Commission grants 

for execution of centrally sponsored schemes, 

MPLAD funds/untied funds 

Panchayat Samities 
Income from Properties. 

Transfers in lieu of tax on country liquor. 

Grants in lieu of profession tax. 

Tolls and fees etc. 

Transfers from the State Government as share of taxes. 

Zila Parishads 
 Income from properties. 

 Transfers from the State Government as share of taxes; 

 Fees and fines. 

The revenue performance of different classes of Panchayati Raj 

Institutions during the last five years i.e. 2001-02 to 2005-06, indicating 
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their efforts toward raising and augmenting their resources and the 

management of their expenditure are discussed in the ensuing 

paragraphs. 

Figure 6.9 

 Different components of revenue of Zila Parishads from
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Revenue performance of PRIs   

6.35 Table 6A.1 details the different components that constitute the 

resources of the Gram Panchayats, from both internal and external 

sources, with table 6A.2 indicating their percentage share. The per 

capita income from own resources and total resources is given in table 

6A.3.  Own revenues of the Gram Panchayats from all sources 

increased from Rs.117.11 crore in 2001-02 to Rs.190.30 crore in 2005-

06. Of these the tax revenue constituted, on an average, less than 

0.30% of the total revenues annually earned by the Gram Panchayats 

during the entire period. Though the income from taxes increased from 

Rs. 0.65 crore to Rs. 2.79 crore during the period from 2001-02 to 2005-

06, even then, in 2005-06, when the income from taxes showed the 

maximum yield, it did not make up for more than 1.47% of the own 

resources and 0.64% of total revenues of the Gram Panchayats from all 

sources. Obviously, no serious efforts have been made to maximize the 

yield from sources of tax revenue wielded by the Gram Panchayats. The 

low yield can be ascribed to a low incidence of taxation and low 
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coverage of taxable properties that could be brought within the ambit of 

the tax. Though the actual yield from house tax has shown an over four 

fold increase during 2005-06, the general trend of growth of the yield 

from house tax clearly shows that more focused efforts are needed to 

make it a really productive source of income for the Gram Panchayats.  

 

6.36 Other measures suggested  by the Second State Finance 

Commission for augmentation of own resources by the Gram 

Panchayats such as levy of land holding tax, lighting tax and measures 

for improving recovery do not appear to have been adequately 

examined.  

 

6.37 The total own resources of Gram Panchayats showed an average 

annual growth rate of 13.17% during this period. The share of own 

resources in the total resources also increased from 33. 69% in 2001-02 

to 43.48% in 2005-06 indicating a measure of growth in own resources 

of the Gram Panchayats during this period. The major source of own 

revenue of the Gram Panchayats continues to be income from 

Panchayat lands and buildings which constituted 78.96% of the own 

resources and 31.36% of the total resources of the Gram Panchayats 

during the year 2005-06. The other major sources of non-tax income are 

a mix of miscellaneous charges and fees comprising income from hadda 

rori, fish ponds, sale of trees, voluntary donations etc. amounting to 

about 19.57% of the own income and 8.51% of the total revenues of 

Gram Panchayats during 2005-06. 

 

6.38 The dependence of the Gram Panchayats on external sources of 

income, however remains heavy: 66.58% in 2001-02, 45.75% in 2002-

03, 55.96% in2003-04, 43.93% in 2004-05 and 54.06% in 2005-06. 
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Devolutions in consequence of the second State Finance Commission’s 

accepted recommendations, and the actual transfers, though, show a 

painful contrast (table 6A.21). The total transfers made to the Gram 

Panchayats during the entire period were Rs.140.34 crore as against 

their due share of taxes, which amounted to Rs.804.39 crore, indicating 

a whopping shortage of Rs.664.05 crore that should have been 

transferred to Panchayati Raj Institutions during this period.  

  

6.39 The Eleventh Central Finance Commission had recommended 

grants for Gram Panchayats for maintenance of civic amenities and 

specific grants for creating a database on Panchayats. The second 

State Finance Commission had also given guidelines for the utilization of 

Central Finance Commission grants. No grants were released to Gram 

Panchayats during 2001-02 and 2003-04. Moreover there was a shortfall 

of Rs.33.92 crore (table 6A.21) in the total amounts released to the 

Gram Panchayats as against the amount due as per the 

recommendations of the Eleventh Central Finance Commission. 

Whether or not the utilization of these funds is being ensured as per the 

guidelines of the Eleventh Central Finance Commission and the State 

Finance Commission is not clear. One of the most sinful neglects 

pertains to setting up of databases. We know, to our cost, as also to the 

state Government’s, that the funds earmarked for setting up a database 

have not been utilized for that purpose. 

 

6.40 Substantial funds are shown to have been released to Gram 

Panchayats for the implementation of centrally sponsored schemes such 

as SGSY, SGRY, IAY, PMGY, IWDP, and NREGA. The role of the 

Gram Panchayats in the implementation of these schemes is marginal 
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and as such it cannot be taken as if these funds are being utilized as 

own funds by the Gram Panchayats.                                 

 

6.41 The own income of the Gram Panchayats constitutes a low 

percentage of their total expenditure: 33.42% in 2001-02, 54.25% in 02-

03, 44.04% in 03-04, and 45.94% in 05-06 (table 6A.5). The panchayats 

were, during the period under review, not vested with the responsibility 

of providing and maintaining core infrastructure such as water supply, 

sewerage, street lighting, roads, solid waste management etc.  As such, 
the expenditure of the Panchayats relates to a set of traditional 
functions, which they have been performing so far such as 
pavement of streets, construction of drains, maintenance school 
buildings, dharmshalas etc. Though a number of other miscellaneous 

items relating to water supply, health, agriculture, family planning etc 

have also been indicated in the detail of expenditure, it is understood 

that the expenditure shown is only on residual functions, which the Gram 

Panchayats are performing in respect to the activities of the departments 

to which these items relate.  

 

6.42  Table 6A.4 gives details of expenditure of Gram Panchayats on 

various items while table 6A.6 indicates the percentage share of 

expenditure on different items. The expenditure on items listed as 

infrastructure constitutes about 73% of the total expenditure on average 

of the last five years. The other major item of expenditure listed under 

miscellaneous expenditure includes expenditure on maintenance of 

village assets such as hadda rori, dharamshalas, shamshan ghats, and 

other sundry assets of public utility. Repayment of loans accounts for a 

marginal share of expenditure of the gram panchayat. 
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Figure 6.10 
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Figure 6.11 
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Decentralization process 

6.43 The state government has initiated an exciting process of 

decentralization, transferring much wider functions relating to various 

government departments such as rural water supply, health, education, 

uplift of the poor, welfare of women and children etcetera to the 

Panchayati Raj Institutions, an initiative that will have far reaching 

implications. The state government has (vide notification dated 3rd 

March, 2006, partially amended subsequently) transferred the 

management of 3949 government primary schools to the Department of 

Rural  Development and Panchayats for the running and management 



 69

of schools by the Panchayati Raj Institutions. The services of the 

contractual teachers working in 1862 primary schools have also been 

simultaneously transferred. The health department (vide a notification 

dated 8th Dec,2005) has transferred the running of 1310 subsidiary 

health centres to Zila Parishads, and the doctors in charge of  these 

centres are henceforth to be appointed on contract by Zila Parishads. 

The management and running of 582 civil veterinary hospitals has also 

been transferred to the Panchayati Raj Institutions through Zila 

Parishads vide a notification dated 14thAugust, 2006. A decision has 

been taken to transfer the operation and maintenance of all single 

village water supply schemes to the gram panchayats. As of now, 774 

such schemes have been transferred.  It does appear that the process 

of decentralization is getting into a robust stride. Over time, we can 

expect the income and expenditure pattern of the gram panchayats to 

undergo radical changes, and come into greater harmony with the 

mandate of the 73rd constitutional amendment.                                                         

    --------------------------------- 
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Chapter 7 
 

Estimation of Local Body Expenditure on Required 
Services 

 
 

7.1 Before making recommendations as to the amounts that should 

devolve on local bodies, the Commission was interested in finding out, 

reasonably accurately, the requirements of local bodies. In the absence 

of up-to-date data, this was no easy task. The Commission began by 

identifying the main areas of a local body’s expenditure as also its 

primary responsibilities. In doing this, the Commission came down to 

basics, identifying these responsibilities as essential for a local body to 

fulfill in this day and age: to provide within its area clean drinking water, 

effective sewerage, cost-effective sewage treatment and its safe 

disposal, efficient rainwater drainage (either surface or underground) 

and paved roads. There are other very important responsibilities like 

providing street lighting, maintaining parks and areas for community use 

for various purposes, registering births and deaths, approving building 

plans and so on. The Commission has not focused closely on these 

latter responsibilities because these services are comparatively less 

expensive to provide, and are usually within a local body’s means. The 

work force for these services is already within the local body, with 

expenditure already committed towards salaries.  The costs associated 

with providing all these services, the O&M costs associated with the 

existing infrastructure and the administrative costs of running both urban 

and rural local bodies are given in tables 7A and 7B. 
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Table 7A 
Average operating cost of Urban local Bodies (ULBs)  

Rs in Crore 

 

Source: From Urban Local Bodies 
Anticipated O&M costs assessed by PSCST, averaged over a period of five 
years. 

 
 
 
 

Table 7B 

Average operating cost of Panchayati Raj Institutions (PRIs) 
 Rs in Crore 

 

Item 2001-02 2002-03 2003-04 2004-05 2005-06 Average 
 

General 
administration 

51.33 51.90 55.26 67.16 67.29 58.59 

Cost of 
providing 
services 

360.04 241.49 393.28 315.28 419.04 345.82 

O&M cost of 
existing 
infrastructure 

128.80 128.80 128.80 128.80 128.80 128.80 

Total 540.17 422.19 577.34 511.24 615.13 533.21 
 
Source: From sample survey of Panchayati Raj Institutions  

Anticipated O&M costs estimated by PSCST, averaged over a period of five    
years. 

 

 

7.2 It is the local body responsibilities of water supply, sewerage, 

sewage treatment and disposal, storm-water drainage and roads that 

need large capital outlays and continuous expenditure on operation 

Item 2001-02 2002-03 2003-04 2004-05 2005-06 Average 

 
General 
administration 

41.50 40.63 42.30 50.68 53.08 45.64 

Cost of 
providing 
services 

317.37 273.93 302.72 330.60 460.80 337.08 

O&M cost of 
existing 
infrastructure 

404.66 404.66 404.66 404.66 404.66 404.66 

Total 763.53 719.22 749.68 785.94 918.54 787.38 
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and maintenance. These services account for the large part of a local 

body’s expenditure. If reasonably good estimates can be formed 

regarding the cost of providing and maintaining these services, there 

can be a good basis for deciding the quantum of needed devolutions. 

This understanding led the Commission to request a study by the 

Punjab State Council for Science and Technology (henceforth PSCST) 

to identify the infrastructure gaps for these services, and put a cost on 

providing them in a realistic period. 

 

7.3 PSCST began its work by identifying, in consultation with the 

Commission, benchmarks for the required infrastructure. In this 

benchmarking exercise, benchmarks were established mindful of the 

fact that we were looking at infrastructure that was likely to become 

available ten years from now, when standards of acceptability would 

have risen, given the growth rate of the economy and the rising 

aspirations of citizens. Another criterion in deciding benchmarks was 

that of public health: clean surroundings mean healthy citizens, clean 

drinking water means less disease, good roads mean lower frustration 

levels. Yet another criterion was the lower overall cost of providing 

these services through a local body: for instance, running hundreds of 

water pumping motors is much more expensive that having a 

community run water supply system. However, if the local body’s 

service is inadequate, people will try to supplement it. Eventually it is 

much less expensive to provide a better service.  

7.4 On the basis of the agreed benchmarks, PSCST worked out the 

physical gaps in infrastructure. Then, applying the costing appropriate 

for providing each identified item of infrastructure up to the level of the 

agreed benchmark, PSCST worked out the cost of providing that 

service. PSCST took into account the fact that the infrastructure would 
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be provided over a period of ten years, and built in adequate cost 

escalations. Knowing that lack of adequate resources for operation and 

maintenance can erode the efficiency and value of infrastructure over 

time, PSCST has added the cost of O&M for ten years to its 

calculations. An executive summary of PSCST’s report is attached as 

annex 2.  

 

7.5 PSCST has worked on the basis of benchmarks for services are in 

conformity with good standards of public health. These are listed in the 

report prepared by PSCST. The costs of providing infrastructure, taking 

into account the existing infrastructure, over the next ten years or so, for 

both urban and rural areas, are given in tables 7E and 7F in the statistics 

section at the end of this report. For the purpose of our 

recommendations which are applicable to the period culminating in 

2010-11, tables 7C and 7D below, give the relevant figures. 

Table   7C 
Cost of providing identified civic infrastructure and its O&M in  

Urban areas- 2006-2011 
Rs in Crore 

Description 2006-07 2007-08 2008-09 2009-10 2010-11 Sub-
Total 

Water supply 250 117    367 
Sewerage System 130 130 130 130 130 650 
S T P   100 100 100 100 400 
Storm Water Drainage  70 70 70 70 280 
Solid Waste  100 100 70 70 340 

Price Escalation @ 5% pa  26 41 58 80 205 
Total 380 543 441 428 450 2242 

O&M of proposed 
infrastructure including 
Price Escalation @ 7.5% 
per 

0 54 92 117 145 408 

G T 380 597 533 545 595 2650 
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Table   7D 
Cost of providing identified civic infrastructure and its O&M in  

Panchayati Raj Institutions-2006-2011 
Rs in Crore 

Description 2006-07 2007-08 2008-09 2009-10 2010-11 Sub-
Total 

Water supply 192* 265 189 154 171 971 
Sewerage System and 
STP 

225** 405 405 405 405 1845 

Storm Water Drainage  17 17 17 17 68 

Solid Waste Disposal  25 25 25 25 100 
Price Escalation @ 5% per 
annum 

 36 65 95 133 329 

Total 417 748 701 696 751 3313 
O&M of proposed 
infrastructure including 
Price Escalation @ 7.5% 
pa 

0 29 72 124 190 415 

Total 417 777 773 820 941 3728 

      

    ------------------------------- 
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Chapter 8 

Assessment of Revenue Requirements and 
Recommendations for Devolutions 

 
8.1 We had in our minds several factors while arriving at the 

recommendations for devolutions. These are recorded in various 

places in this report. We list the salient points below to provide a 

context for our statistical analysis and financial recommendations. 

 

8.2 We have worked backwards from the estimated expenditure of 
local bodies while making an assessment of the resources they require. 

To this end, we discussed the existing and expected expenditure of 

Punjab’s local bodies in chapter 7. We have looked at the expenditure in 

two parts: one relating to the operating costs of local bodies, and the 

second relating to the cost of providing needed public health 

infrastructure along with its operation and maintenance. In estimating 

this expenditure, we have given particular attention to providing for O&M 

costs of the existing infrastructure, as it is our understanding that local 

bodies are not doing enough to ensure maintenance of service linked 

infrastructure. Such lack of attention can increase capital costs in the 

future, by shortening the life of infrastructure. It will also definitely reduce 

the quality of services being provided to citizens. 

 

8.3 As far as the operating costs of local bodies are concerned, we 

have assessed these costs by adding together: the general 

establishment costs of running the local bodies and the cost of providing 

civic services including the O&M cost associated with the infrastructure 

supporting these services. We have not been able to rid ourselves of the 
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concern that the cost of providing services at the current level is 

unnaturally subdued, since the current level of services being provided 

is unacceptably low. Therefore, we have pegged our assessment of the 

financial requirements for running local bodies at: 

 The present general establishment costs, plus  

 The present cost of establishment associated with 

providing  services, plus  

 The cost of optimum operation and appropriate 

maintenance of existing infrastructure.  

This last costing, for O&M, is based on the estimates provided by the 

Punjab State Council for Science and Technology, and not on the 

figures of actual costs provided by local bodies. We strongly feel that the 

figures provided by the local bodies indicate what they can at present 

afford to spend on O&M (which, regrettably, is not always priority 

expenditure), and not what is actually needed.  

 

8.4 Devolutions to meet the operating costs of local bodies have been 

worked out on the basis of their requirements, as assessed following the 

formula mentioned in paragraph 8.3 above, minus the own resources of 

local bodies. We have also taken into account the devolutions coming to 

local bodies from the Central Finance Commission’s recommendations, 

as these are fairly certain transfers. More specific recommendations 

about this category of devolutions is discussed ahead in paragraphs 

8.14 and 8.15.  

 

8.5 The second category of devolutions are based on an assessment 

of the financial resources required to upgrade local body services 

related to public health. Essentially then, we are dealing with two 

categories of financial devolutions, one based on the cost of running the 
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local bodies at present levels of providing services, and the other based 

on improved services funded by the local bodies and the state 

Government together. The sources of funds and the recommended 

mode of providing funds vary for both categories.  

 

8.6 The second category of devolutions arise from our concern about 

the level of public health services available to the citizens of Punjab. 

These, as our tours within Punjab show, are inadequate against 

objective standards of public health. Local body focus, allocation of 

resources and commitment to providing these services, is low. Since the 

people of Punjab are enterprising and their disposable incomes are 

reasonably high, a significant percentage of people have made their own 

arrangements for clean drinking water, electricity and other services. 

Unquestionably, the cost of individuals providing services to themselves 

is much higher than a local body’s costs in collectively doing so for the 

whole community. Community level provision of services usually also 

permits better arrangements for pollution control. Keeping this point in 

view, as also other points mentioned in Chapter 2, we have tried to 

estimate the cost of providing and maintaining identified basic 

infrastructure and services over a reasonable time period.  Based on our 

understanding that the local community must take the initiative in 

improving its civic services, we have recommended that this second 

category of devolutions must go where the local body has demonstrated 

its commitment by contributing the seed money and resolving to levy 

user charges. 

 

8.7 From an assessment of the capacity of the local bodies, it is clear 

that they are not going to be in a position to themselves execute the 

infrastructure projects that they badly require. This general statement is 



 78

less true of Municipal Corporations, which may have the necessary 

financial and technical capacities.  Panchayats of very small villages 

may also be able to build their own infrastructure, relying on less 

sophisticated technologies and community labour. For all other local 

bodies, it is important to ensure that provision of funds for necessary 

new infrastructure is accompanied by arrangements for execution of 

infrastructure projects. It is in view of this that we are recommending 

devolution of funds for new infrastructure, including its O&M, through the 

Municipal Development Fund and the Village Development Fund. Funds 

for all other purposes must devolve more directly on the local bodies. 

 

8.8 Even when the funds required for infrastructure come through 

these two funds, the State’s capacity to execute these projects will have 

to be augmented by involving the private sector. In fact, raising of funds 

to provide, operate and maintain infrastructure will also need the 

involvement of the private sector.  Here we are thinking in terms of 

municipal bonds, public-private partnerships, loans from financial 

institutions, coverage of more projects under Government of India 

schemes like Jawaharlal Nehru National Urban Renewal Mission, and 

out-sourcing of work related to execution of projects and the subsequent 

O&M.  

 

8.9 As far as the funds required for running local bodies, particularly 

the PRIs, are concerned, we are clear that adequate funds to cover the 

provision of existing services, running of existing establishment and the 

projected costs of O&M of existing infrastructure must be provided to the 

local bodies in the most direct way possible.  We have pointed out 

elsewhere that the structure of taxation in Punjab is such that the local 

bodies, particularly the smaller municipalities and panchayats, have 
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limited resources to fall back upon.  It is because of this that the 

Government of Punjab must increase the local bodies’ share from state 

taxes to provide for their very real needs.  We are clear that this imposes 

a matching responsibility on the local bodies (a) to broaden and deepen 

their own revenue base, and (b) to spend the funds received from the 

State Government in an efficient and disciplined manner. Towards both 

these ends, the State Government has to apply conditions to the release 

of funds. 

 

8.10 We have not taken into account the projected increase in own 

sources of urban local bodies, which may happen if and when: 

a) Taxes are levied to off-set the effect of abolition of octroi,   

b) Property tax exemptions are lifted by the state Government,  

c) Large scale exemptions from payment of water supply and 

sewerage charges are withdrawn by the state Government, 

d) More responsible and participative user charges regimes are 

adopted by local bodies. 

There are two reasons for not taking these into account: first, we are 

unable to crystal gaze authoritatively enough to predict when, and if, 

these highly desirable changes will come about. Second, as and when 

all these do happen, the resultant increase in revenues will be much 

needed by the local bodies to address many of the other areas of their 

activities, mentioned in the eleventh and twelfth schedules of the 

Constitution.   

 

8.11 We have laid particular emphasis on providing for the O&M cost of 

existing infrastructure to local bodies, and provisioning for the O&M of 

proposed infrastructure. This emphasis comes from two concerns: first 

that when there is inadequate provision for O&M, funds-strapped local 
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bodies neglect infrastructure, creating a shortfall in civic services, and 

second, such neglect leads to greater maintenance and replacement 

costs in future. In the same spirit of practicality, we have built in cost 

escalations while assessing the cost of providing new infrastructure.  

 
8.12 In making the first category recommendations for financial 
devolutions, our concern has been to ensure that local bodies have 

adequate wherewithal to operate at present levels, with the chance to 

improve their services through better O&M. In this we have also 

considered the size of the state’s purse, and the calls made on it. 

Separately we are recommending steps to improve the functioning and 

resources of local bodies by bringing about greater efficiencies in their 

budgeting, administration and tax collection; prioritization in their 

expenditure; deepening, widening and more effective exploitation of their 

resources base. On the quantitative side, we are recommending that 

completely untied devolutions be made by the state Government to 

cover the cost of running the local bodies at present  levels, plus the 

cost of O&M of existing infrastructure, reduced by own resources of the 

local bodies. Tables 8A and 8B provide the data relied upon in this 

regard.  
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Table 8A 
Resource gap of Urban local Bodies  

          Rs in Crore 

Item 2001-02 2002-03 2003-04 2004-05 2005-06 Average
General 
administration 

41.50 40.63 42.30 50.68 53.08 45.64 

Cost of providing 
services 

317.37 273.93 302.72 330.60 460.80 337.08 

O&M cost of 
existing 
infrastructure 

404.66 404.66 404.66 404.66 404.66 404.66 

Total 
 

763.53 719.22 749.68 785.94 918.54 787.38 

Own resources 610.58 703.69 740.87 839.59 945.62 768.07 
Gap 152.95 15.53 8.81 +53.65 +27.08 19.31 
Source:- From Urban Local Bodies 
   O &M costs from PSCST 

Table 8B 
Resource gap of Panchayati Raj Institutions  

           Rs in Crore 

Item 2001-02 2002-03 2003-04 2004-05 2005-06 Average 
 

General 
administration 

51.33 51.90 55.26 67.16 67.29 58.59 

Cost of 
providing 
services 

360.04 241.49 393.28 315.28 419.04 345.82 

O&M cost of 
existing 
infrastructure 

128.80 128.80 128.80 128.80 128.80 128.80 

Total 540.17 422.19 577.34 511.24 615.13 533.21 
Own resources 136.18 166.78 185.95 298.99 243.83 206.35 
Gap 403.99 255.41 391.39 212.25 371.30 326.87 

 
Source:- From sample of Panchayati Raj Institutions  
   O &M costs from PSCST. 
 
8.13 Our second category recommendations for financial 
devolutions are based on the estimated cost of providing identified 

infrastructure all over Punjab, against specified benchmarks, over a 

period of ten years or so. This identified infrastructure consists of water 

supply, sewerage, sewage treatment and disposal, solid waste 

management and rainwater drainage. The Punjab State Council for 

Science and Technology, working on the basis of reasonable 
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benchmarks for the identified infrastructure, has assessed the 

infrastructure gaps in Punjab, worked out the cost of filling these gaps 

and the O&M costs associated with this infrastructure. The amounts 

involved are large, and can neither be contributed by the state 

Government, nor raised easily by local bodies working on their own. We 

feel, therefore, that these funds should be raised through various 

means, for instance: 

 The Punjab Infrastructure Development Board, and devolved on 

local bodies through the Municipal Development Fund and the 

Village Development Fund,  

 Municipal bonds, 

 Loans/assistance from financial institutions, bilateral bodies (like 

DFID) and multilateral bodies 

 Public private partnerships 

 From Government  of India under schemes like JNNURM and 

UIDSSMT  

The order of funds required to provide the identified infrastructure, and 

its O&M, over about ten years, are indicated in tables 7C and 7D.  

 
     8.14     In pursuance of the foregoing paragraphs, particularly 

paragraphs 8.12 and 8.13, we are making two categories of financial 
recommendations. For the first category, we have obtained from local 

bodies their operating costs in the years 2001-02 to 2005-06 and 

averaged them.  Punjab State Council for Science and Technology has 

worked out the O&M costs for existing infrastructure relating to water 

supply, sewerage, sewage treatment and disposal (including solid waste 

disposal) and storm water drainage. After adding these two figures 

together, we have subtracted the present own resources of local bodies. 

We have included the devolutions given by the Central Finance 
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Commission in the resources of local bodies, which come as grants on 

the revenue side. The resultant annual resource gap figure works out as 

follows: 

For ULBs   Rs. 20 crore  

For Panchayats                 Rs.280 crore} 

For Panchayat Samitis      Rs.37 crore} Rs.327 crore 

For Zila Parishads             Rs.10 crore} 

     Total                                                              Rs.347 crore 

This sum of Rs.347 crore represents 3.85% of the state Government’s 

net collection of taxes (for the year 2006-07, accounting for the octroi 

already collected) minus 10% of the VAT collections (approximately 

Rs.550 crore at present), which is to be credited to the Municipal Fund.  

Considering that all local bodies have many other functions that we have 

not fully taken into account, and considering that the above resource 

gaps represent depressed figures on account of the very low level of 

services provided, we propose to recommend that the state Government 

devolve 4% of its net tax collection (minus the contribution to the 

Municipal Fund devolution to local bodies) in the following manner. 

 

8.15 Our recommendation for meeting the operating costs of local 

bodies at a reasonable level is that 4% of Punjab’s net tax collection 

(minus compensation for abolished octroi) should be divided between 

ULBs and PRIs, to meet their operating expenses. This amount should 

be divided between urban and rural areas on the basis of population, 

which in Punjab is approximately 34%:66% respectively.  Keeping in 

mind the population distribution, the likely quantum of O&M expenditure 

for existing infrastructure in urban and rural areas, the devolution to 

meet the operating cost gap should be 2:3 between urban and rural 

areas. The devolution meant for PRIs would be used first to meet the 
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operating costs gap of Zila Parishads and Panchayat Samitis (assessed 

at approximately Rs.50 crore annually), and the remaining amount 

would be distributed among Panchayats on a per capita basis. Should 

any fresh functions be devolved on local bodies, particularly PRIs, 

appropriate funds should also be devolved. These funds should not be 

reckoned against our recommended devolutions to bridge the operating 

cost gap of local bodies.  

  

8.16 We intend to reiterate the recommendation of the Second Punjab 

Finance Commission, as accepted by the state Government, that 16% of 

the excise duty on IMFL and beer, and 10% of auction money from 

liquor vends continue to devolve on local bodies, as before, in the 

proportion of collections from local body areas.  

   

8.17 For our second category recommendations, we have relied upon 

the estimated cost of providing infrastructure, against objective public 

health benchmarks over a realistic period of ten years, as per tables 7C 

and 7D. This estimate has been worked out by the Punjab State Council 

for Science and Technology. Based on this assessment, IL&FS has 

worked out the requirement of funds for urban areas, as also the 

sources of funds. The relevant calculations are contained in table 6 in 

Annex 3 (Section II of this report, reproduced below).  
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Table 5 from Annex 3, Section II of this Report  
Projected Sources of Funds for Forecast CAPEX for Urban Areas 

Sources of Funds 
      Rs in Crore 

Source  2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 Total
Government of 
India Grant  
(JNNURM ) 

25  75 50 50 0 200 

Grant from 
Government of 
Punjab (JNNURM )

 40  40  0 80 

Government of 
India Grant    
(UIDSSMT) 

30 30 30 30 30 30 180 

Grant from 
Government of 
Punjab (UIDSSMT)

3 3 3 3 3 3 18 

Loan from 
Financial 
Institutions 

300 50 250 250 250 250 1350

Municipal Bonds  50 50 50 50 50 250 
ULB contribution 3 13 3 3 13 3 38 
Total 361 186 411 426 396 336 2116

 

IL&FS’s calculations show a dip in the funds available in the second year. 

This is based on the commonly observed cycle of fund requirements for 

infrastructure projects. Since we are already in the first year of the above 

projections, and with the current focus on upgrading Punjab’s 

infrastructure, that dip may not come at all or may come later in the five- 

year period of this Commission’s report. Therefore, and in furtherance of 

our commitment to bringing about predictability in fund flows, we have 

been more even in recommending grants. We have also kept in mind the 

fact that the capital expenditure resource gap has been worked out on the 

basis of specific identified services, and there are many other services 

that local bodies are required to provide, for which more funds are 

needed. Finally, the above table assumes that funds of about Rs.300 

crore will be forthcoming from loans from financial institutions and 

Municipal bonds. This may not happen, given the start up time required, 
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and the level of preparedness of Punjab’s urban local bodies. Therefore, 

and with due regard to Punjab’s resources, we make the following 

recommendations, based on our approach as indicated in paragraph 8.12 

above:  

i)   The estimated capital requirement for infrastructure in 

urban areas, reduced by Government of India and Government 

of Punjab contributions to JNNURM and UIDSSMT, as also by 

ULBs’ own contribution, is about Rs.400 crore every year up to 

2010-11. The Government of Punjab devolve this amount to the 

Municipal Development Fund (MDF), which is operated by 

PIDB.  PIDB should work at raising funds against this 

devolution. Any interest earned on the amounts devolving 

through MDF, be credited back into MDF. As and when 

municipal bonds are floated, or significant loans raised through 

financial institutions, this amount can be reduced.  We do hope 

that the Fourth Punjab Finance Commission will keep the 

capital expenditure requirements for the years beyond 2010-11, 

which have been worked out, in mind while recommending 

devolutions. 

ii) The state Government explore options for raising funds 

through Municipal bonds and other sources for the Municipal 

Corporations. Financial institutions be tapped as suggested in 

the report prepared by IL&FS. 

iii) The State Government raise funds to meet the infrastructure 

gap in rural areas through multi-lateral and bilateral agencies, 

as loans from the market are not likely to be forthcoming for 

rural infrastructure. 
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iv) PPP arrangements be resorted to where possible, 

particularly in the area of solid waste management, where such 

arrangements have been effective. 

v)  All controls over the property tax regime of municipal bodies 

be removed. At a conservative estimate, by switching to a unit 

area approach and after lifting all state Government granted 

exemptions, municipalities will be able to raise Rs.450 crore 

annually.   

vi) Recognizing the critical importance of focusing on operation 

and maintenance of infrastructure to provide proper public 

health services, we have paid particular attention to it.  From 

the purely economic point of view also, it is desirable to focus 

on making adequate provision for O&M so as to ensure a      

longer life for civic infrastructure and to protect the large capital 

investment already made into it. Accordingly, we recommend 

that     in respect of the new infrastructure: 

(i) For class III municipalities and nagar 

panchayats, 50% of the O&M costs should be met by 

the state Government through grants for a period of five 

years;  

(ii) For class II municipalities, 50% of the O&M costs 

should be met by the state Government through grants 

for a period of three years;  

The 50% contributions being made by the state Government  may be 

included while assessing the project cost.  

 

8.18 As far as the rural infrastructure gaps are concerned, the following 

two tables, prepared by IL&FS, indicate the sources of finance and the 

additional funding requirements. 
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Means of Finance for Rural infrastructure: 2006-07 To 2011-12 
Rs. lakh 

Sources 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 

PRI Investible 

Surplus 

10368 10668 11025 11447 11946 12533 

12th CFC* 6480 6480 6480 6480 6480 6480 

CSS & SS* 27249 27249 27249 27249 27249 27249 

MP Area 

Devt. Fund** 

1937 1937 1937 1937 1937 1937 

NABARD Loans  

/Bharat Nirman***

19200 18530 9890 0 0 0 

RDF* 10000 10000 10000 10000 10000 10000 

Punjab Nirman* 15000 0 0 0 0 0 

VDF* 0 18000 18000 18000 18000 18000 

World Bank*** 0 7987 8984 15397 17122 14698 

Total 90234 100851 93565 90510 92734 90897 

* Source: Draft Annual Plan 2006-07 and Interim Report, Third Finance Commission. 
** This is the average grant given during 2001-02 to 2005-06 under this head. 
*** Source: Punjab State Science & Technology Council Report, November 2006. 

 
 

Additional Funding Requirements: 2006-07 To 2011-12 
Rs. lakh 

Year 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 Total  

Outlay on 
Civic 
Services 

22875 90163 90346 95726 108540 117123 524773

Means of 
Financing 

90234 100851 93565 90510 92734 90897 558791

Financing 
Gap 

67359 10688 3219 -5216 -15806 -26226 34018
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Considering that the Government of Punjab has committed significant 

funds under the Punjab Nirman and Village Development Fund schemes, 

and has also negotiated assistance from the World Bank for a rural water 

supply and sanitation project, we are not recommending further 

devolutions for capital investment in rural infrastructure. We do suggest, 

however, that the surpluses indicated in the table above, be used against 

the anticipated deficits in later years. We are convinced that better 

management of resources can result in a much better quality of life in 

villages. Mindful of the need to safeguard the large investments in 

infrastructure, we recommend that for Gram Panchayats, 100% of the 

O&M costs should be met by the state Government through grants for the 

first three years of the life of a capital asset, and 50% of the O&M costs 

be met in the next five years.  

 

8.19 We summarize our financial recommendations, as contained in 

paragraphs 8.14 to 8.18 above:  

i) Four percent of Punjab’s net tax collection (minus 

compensation for abolished octroi) be divided between ULBs and 

PRIs, to meet their operating expenses. This amount be divided 

between urban and rural areas in the ratio of 2:3. The devolution 

meant for PRIs be used first to meet the operating costs gap of 

Zila Parishads and Panchayat Samitis, and the remaining amount 

be distributed among Panchayats on a per capita basis.  

ii)  16% of the excise duty on IMFL and beer, and 10% of auction 

money from liquor vends continue to devolve on local bodies, as 

before, in the proportion of collections from local body areas.  

iii)  Rs.400 crore be devolved on urban local bodies every year, 

through the Municipal Development Fund, to leverage finance, to 

improve public health and other services. This recommendation 
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is further refined by the sub-points recorded in paragraph 8.17 

above. 

iv)  Government of Punjab’s devolutions for rural infrastructure be 

used more efficiently, and support be provided for O&M 

expenditure. 

----------------------- 
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Chapter 9 

Other Recommendations 
 

9.1 In discharging the Commission’s mandate, we spent considerable 

time reading relevant material, which included the reports of the last few 

central finance commissions, the reports of the last two Punjab finance 

commissions and various reports of other state finance commissions. 

The Commission members also toured within and beyond Punjab, 

discussing issues with representatives of local bodies, officers of other 

state Governments and citizens served by local bodies. The following 

recommendations are the result of these efforts. The first and the 

second Punjab commissions have gone into considerable detail in 

recommending improvements in the working of local bodies. We do ask 

that the recommendations of these commissions be read again, with a 

view to implementing those that have not been rendered infructuous by 

events. Since these detailed recommendations already exist, this 

Commission has decided to list only the salient ones, which it feels 

strongly about. 

 

Need for accurate and reliable data 

9.2 It has taken a lot of time to gather the data required for the work of 

the Commission. It is this Commission’s firm belief, which it shares with 

the previous Finance Commission and with the Twelfth Central Finance 

Commission, that collection and compilation of data is an ongoing 

responsibility of the Government.  Without valid data, it is neither 

possible to plan effectively nor to prioritize expenditure. Prioritizing 

expenditure is a sine qua non of any deficit budget.  Punjab cannot hope 
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to systematically move ahead on its development path without a good 

database.  

 

9.3 As noted above in paragraph 4.4, there already exists an 

organization called the Economic and Statistical Organization (ESO) 

within the Government of Punjab, which works under Secretary 

Planning. This organization has field level functionaries down to the 

Block level, and collects various kinds of data, including data relating to 

public finances. It also conducts surveys for the National Sample Survey 

Organization of India. Since this organization exists, and has the 

requisite expertise and staff, it is desirable to use it optimally. In our 

interim report, we had suggested the setting up of dedicated cells within 

the Department of Local Government and the Department of Rural 

Development and Panchayats, to continuously gather, compile and 

validate data.  However, considering that it is much more cost effective 

to have a centralized body with appropriate field formations collecting all 

required data, rather than having various departments chasing data, the 

Commission is making a small departure from its earlier 

recommendation.     

 

9.4 After studying the strengths and weaknesses of the ESO, and the 

line departments in collecting and compiling data, we feel that this would 

be a good system:   

a) The departments of Local Government and Panchayati Raj 

should further refine their local finance data formats to ensure that these 

are simple to fill up. These formats should seek information that the local 

body normally maintains, for instance its income and expenditure.  The 

line departments should compile and maintain this information, and 

share it with the ESO. 
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b) The ESO should collect other information, for instance 

information relating to the state of service delivery, satisfaction levels of 

citizens, and information specifically required by any department. It 

should analyze the data to ensure that they match with the data 

collected by the line departments and are internally consistent. All the 

data should be placed on a website, and should be in the public domain.  

 

9.5 This system would ensure that Punjab Government uses its 

resources optimally, necessary data are available for planning purposes 

to all arms of the Government, any member of the public can study the 

data and point out inconsistencies and slowness in updating data is 

quickly noticed by users. Very importantly, such sharing of data will 

empower local communities, by enabling them to plan their projects 

better. This will also dramatically reduce the administrative time spent on 

responding to requests for data under the Right to Information Act.  

 
Augmentation of own resources of local bodies 

9.6 Until recently, octroi accounted for approximately 70% of the 

income of ULBs.  Indeed ULBs ran mainly on octroi collections. The 

Government of Punjab has abolished octroi as of September 2006, to 

reduce the delay and associated increased cost of bringing goods into 

municipal limits, on all items, except electricity, petrol and diesel. To 

offset the resultant loss of income of urban local bodies, the Government 

has set up a Municipal Fund to receive ten percent of the value added 

tax collection in any year. The minimum amount credited to this fund 

every year has to be Rs.550 crore. This amount is to be divided among 

ULBs to fully compensate them for the loss of octroi revenue, to the 

extent of their collections in the year 2005-06. Director, Local 
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Government is to administer this Fund, under the superintendence and 

control of the State Government. The manner in which taxes and funds 

are to be transferred is to be prescribed under rules yet to be 

formulated. 

 

9.7 There is common agreement that, conceptually speaking, there 

should be no barriers to free movement of goods all over the country.  

However, it is equally true that local bodies need resources to provide 

civic services, and have to provide a good market environment where 

trade may flourish. From the Commission’s visit to other parts of India 

and its readings and research, two points have become clear.  First, 

even though the State Governments promise compensatory grants, or 

an increased share of State taxes in lieu of octroi, and have the intention 

of making good the deficit, the money rarely reaches the local bodies, or 

rarely reaches in full. There are just too many calls on the State 

Government’s purse, and more immediate needs tend to take 

precedence, even though there are other critically important needs. In 

addition, local bodies lose expensive administrative time and energy in 

following the fund release cases with the state headquarters. Second, 

the farther the source of funds moves away from a local body, the more 

uncertain is the planning exercise within that body. Even conceptually, 

local self Government should not have to depend excessively on state 

headquarters for funds.  

 

9.8 In Punjab’s case, the Government has legislated a law to ensure 

that the resources reach the municipalities, so that it will be illegal not to 

release the compensation money. However, some loose ends are still 

cause for concern. Whereas earlier the octroi collections remained with 

the municipalities, now the compensation money will reach them through 
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two transactions: first when the money is transferred from the Excise 

and Taxation Department to the Director, Local Government, and again, 

when it is transferred from the latter to the municipalities.  If care is not 

taken, this can adversely impact the working of municipalities, first by 

affecting their cash flows, and second, by increasing the administrative 

time spent on getting the releases through.  The Commission therefore 

recommends that the rules being framed under the Municipal Fund Act 

of 2006 must ensure that the municipalities get the compensation 

amounts as untied funds, and get them on a regular basis through the 

year. 

 

9.9 There is another concern connected with this issue.  The amounts 

that will be provided to the municipalities in lieu of octroi represent a new 

charge on the finances of the state, necessarily reducing the funds 

available for expenditure on infrastructure. Considering that funds of a 

substantial order are required to meet the infrastructure upgrading 

needs in local body areas, it would be desirable to levy a consumption 

based tax or cess in municipal areas. This tax or cess should be 

credited directly into the account of the municipality concerned, whereby 

it will provide much needed liquidity to the local body, and increase its 

capacity to provide proper civic services. To this end, the Commission 

feels that a Turnover Tax could be levied in municipal areas. With the 

introduction of Value Added Tax, and consequent improved book-

keeping, traders can collect the turnover tax from consumers at the point 

of retail. Turnover Tax should be collected either by the local body or by 

the Excise and Taxation Department, and transferred directly to the local 

body, without routing it through the Consolidated Fund of the state. This 

tax will not create the delays associated with octroi. It will be easy to 

administer. It can be engineered to ensure that it does not raise the 
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prices of goods above the rates that existed before the abolition of 

octroi. Above all, it will provide municipalities with a regular flow of 

income that is badly required for their performance. 

   

9.10 In most part of the developed world, the largest source of income 

for urban local bodies is property tax. In India too, large metropolitan 

towns are serviced primarily from receipts from this tax.  The concept 

behind this tax is that the local body provides infrastructure for use by 

property owners and duly recovers the cost of maintaining the 

infrastructure from them.  The advantage of this tax, when it is properly 

computed, is that each property owner pays a small and affordable 

amount, which is used to maintain common services like sewerage, 

street lighting etc., which make the property more usable and valuable.  

 

9.11 In Punjab, the Commission has seen a situation where there are 

large-scale exemptions given to property owners. Most exemptions have 

been given to categories of property owners, for instance, owners of half 

kanal house and self-occupied houses. This has led to property tax 

becoming an insignificant source of income for local bodies.  It is 

possibly a consequence of this that the local bodies do not see it as their 

bounden responsibility to provide civic services that are essential in the 

civilized world to keep neighborhoods free of disease, darkness and filth.  

 

9.12 We strongly feel that property owners must pay a reasonable 

and affordable amount of tax on their properties every year.  The tax can 

be paid half yearly to avoid hardship.  The tax calculation should be 

based on a formula that takes into account the quality of civic services in 

a particular locality, the use to which the property is being put, and 
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similar easily established criteria, with possible reductions for aged 

pensioners and indigent widows. In Delhi and Bangalore, the unit area 

method approach is working well. General exemption from property tax 

in cases of self-occupied property etc. is not warranted, as it leads to a 

situation where the citizens do not feel justified in demanding better 

services, and the local body is starved of resources to provide civic 

services. The recommendation is that the Department of Local 

Government should study the unit area method of property tax, prepare 

a model system and recommend its use to municipalities. 

 

9.13   Property tax should be levied on non-domestic property also, with 

brick kilns, rice shellers, stone crushers, petrol pumps, stud farms, and 

small and large-scale industries being taxed in rural areas. All ULBs 

should start levying property tax on vacant land on which no building 

has been built but on which a building can be built or is in the process of 

being built.  

 

9.14  Computerization of information on property tax may be given 

priority, particularly in all Class-I Municipal Councils and Municipal 

Corporations. There should be a provision for linkage between the 

records of the buildings, water supply and house tax departments in the 

ULBs to ensure that all properties are covered by property tax. There 

should be a field survey of all areas to locate any properties that have 

not been covered by property tax. In case of Municipal Corporations and 

large Municipal Committees, GIS technology and remote sensing data 

can be used for locating un-assessed properties, as is being done in 

Bangalore. The responsibility for collection of house tax and other taxes 

levied by the Gram Panchayat may be fixed on Panchayat Secretaries, 

who could be paid 5% of collection as incentive subject to the condition 
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that a minimum of 50% of the tax due (current demand + arrears) are 

collected.  

 

9.15   There is a cost attached to all services and local bodies cannot 

be run as charitable institutions. In any community there are some 

services that are used only by certain categories of people or are used 

very differentially i.e. greatly by some people and very little by others.  It 

is, therefore, important to introduce user charges at affordable levels.  

Application of user charges also ensures that limited resources are not 

wasted as is the case when services are provided free of any charge to 

users. When services are provided without levying user charges, the 

community pays as a whole, by putting up with poor facilities, increased 

medical costs and man-days lost due to ill health. We recommend that: 

a. User charges be extended to water supply, sewerage, parking 

lots and solid waste management.  These charges should apply to 

services that are for the benefit of identifiable users.  

b. Municipalities should progressively recover the full operation & 

maintenance costs and billing & collection costs. 

c. Separate accounts for all services be maintained by taking all 

elements of cost into account.  

d. Incentives for enforcing user charges be given to 

Municipalities.  

e. Cost of management and disposal of bio-medical waste at 

places where these are required to be set up by ULBs may be met by 

levy of suitable fee on hospitals and nursing homes generating such 

waste. Alternatively, these may be set up on BOT or BOO basis so that 

no liability either for constructions or their O&M devolves on ULBs. 

f. All ULBs may be directed to ensure that meters are installed 
on all water connections. They may also be directed to install meters 
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at the bulk distribution points. Rates for unmetered water supply should 

be fixed at such a level as to encourage the consumers to go in for 

metered supply. 

g. The authority to fix rates for water supply and sewerage should 

vest in the ULBs by a suitable amendment in the Municipal law subject 

to the minimum rates to be notified by the State Government. They may 

be required to review these charges every year at the time of framing of 

their budget so that escalations in cost due to increase in rate of power 

supply, salaries etc. are taken care of.   

h. Rebate be given for payment of tax on or before the due date 

and levy of interest on delayed payment should be strictly enforced.  

Similar provisions may also be made in respect of water and sewerage 

charges. 

 

9.16  In many parts of the world, as also in some parts of India, 

profession tax is levied on persons earning above a certain level.  

There is a limit of Rs.2500/- per annum on this tax, as fixed by the 

Constitution of India. Punjab being a state where earnings are high and 

the quality of life superior, it makes eminent sense to levy profession tax 

in urban areas to ensure that the civic amenities in Punjab also develop 

apace with the economic development of the state. To be genuinely 

useful in augmenting local finances, this tax should be levied and 

collected by the Department of Excise and Taxation and given directly to 

the urban local bodies to be used for meeting local needs. 

 

9.17  Frequently, there is resistance to the levy of new taxes. It is our 

belief that transparently levying some non-tax fees can reduce this 

resistance, as can consistently applied penalties for non-payment of 
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taxes and fees. Some of the non-tax fees that lend themselves most 

readily to such transparency are: 

i) Valorization, which refers to situations where the local body has 

provided improved services and needs to recover these costs, either on 

a one-time basis or over a period of time.  In such cases, the local body 

can apportion the cost of providing improved services according to the 

extent of use by various properties to which the services have been 

provided.  

ii)   Impact fees are levied on those new constructions, which, 

albeit built with private funds, impose a cost on a local body.  For 

instance, a large commercial building may require a road adjacent to it 

to be broadened to accommodate the increased traffic.  In such a case, 

an impact fee could be charged to the commercial building either as a 

one-time fee or be spread over a period of time.  Valorization charges 

could be levied on the other properties in the vicinity, which benefit from 

widening of the road. In India, impact fees are already levied by the 

Hyderabad Municipal Corporation.  

iii)  Betterment levies are similar in concept to valorization 

charges but are usually levied to recover full costs, whereas valorization 

recovers partial costs.  Such fees have been levied by the Ludhiana 

Improvement Trust in the past.  

iv) Exactions are taken from developers in the form of land, to 

provide necessary public and community services. There are prescribed 

norms regarding exactions to guide local bodies.  
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Domain of Parastatals 

9.18  Parastatals should not acquire a status that over-shadows the 

functional domain and authority of local bodies. Municipalities should be 

free to negotiate contracts for water supply and other projects by giving 

equal opportunity to the Punjab Water Supply and Sewerage Board, 

other engineering departments and the private sector. With the Punjab 

Urban Planning and Development Authority, at the time of transfer of 

assets, no liabilities on account of staff should be transferred to 

municipalities by the Urban Planning and Development Authority. 

Infrastructure should be transferred immediately after it becomes 

operational.  

Devolution of Functions 

9.19 In the past few years, the Government of Punjab has transferred 

the following items of work, mostly with funds and functionaries, to PRIs: 

(i) Integrated Child Development Services 

(ii) Old Age Pension Schemes 

(iii) Financial Assistance to Widows and Destitute Women 

(iv) Financial Assistance to Dependent Children 

(v) Balika Samridhi Yojana 

(vi) Concessional Bus Travel for Senior Women 

(vii) Janshree Bima Yojana 

(viii) Kanya Jagriti Joti Schemes 

(ix) Home under JJ Act and VRCs 

(x) Primary Education of SC Girl students 

(xi) Pre-matric scholarship to children of those engaged in 

unclean  occupations 

(xii) Single Village Rural Water Supply Schemes (876 in 

number) 
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(xiii) Primary Health Care 

(xiv) Sampooran Gramin Rozgar Yojana 

(xv) PM’s Awas Yojana 

(xvi) Primary Education 

(xvii) Primary Veterinary Services 

 

Apart from the above, the activity mapping exercise conducted by 

Punjab, showing commitment to future devolution of functions, has been 

appreciated in Government of India. Punjab is clearly heading towards a 

more decentralized system of working as far as the PRIs are concerned. 

However, such devolution of powers and functions needs to be backed 

by strong and well-planned capacity building measures, to ensure that 

the local leadership is broad based, and people are well aware of the 

implications of the decisions to be taken at the local levels. 

 

9.20  The capacity of pachayats to take better decisions and deliver 

services can be enhanced by continual training of people’s 

representatives and upgrading the skills of public servants in 

panchayats. Indeed, the Panchayat Secretary, who is the main 

functionary in panchayats, needs to be well grounded in panchayat law, 

rudiments of technology used in village level water supply and sewage 

disposal schemes, book-keeping and accounting, administration of rural 

primary schools and dispensaries. Duties of Gram Sewaks may be 

suitably re-defined so as to utilize their services for the work being done 

by Panchayat Secretaries in respect of Gram Panchayats. This would 

legitimize a practice that has in any case evolved in response to an 

existing need. At present, we understand that of the 2319 approved 

posts of Panchayat Secretaries, only 1690 are filled up. In addition, 865 

Panchayat Secretaries are engaged on contract, undoubtedly out of 
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necessity. There are also 1209 posts of Gram Sewaks, of which 733 are 

filled up. Most Gram Sewaks are working as Panchayat Secretaries. We 

recommend that both cadres be merged.  Alternatively, the existing 

vacancies of Gram Sewaks’ posts not be filled and posts be created in 

the cadre of Panchayat Secretaries. Over a period of time, all 

panchayats be served by a cadre of well-trained Panchayat Secretaries.  

 

Audit of Accounts of Municipalities 

9.21  An accrual based double entry system of accounts may 

initially be adopted in Municipal Corporations and Class-I Municipal 

Councils.  The system as adopted in Tamil Nadu may be adopted with 

suitable modifications to suit the local conditions.  These local bodies 

may be authorized to engage the services of chartered accountants 

and other accounts personnel that may be required for switching over 

to the new system on contract basis. After gaining experience about 

the functioning of the system, the question of extending it to other 

ULBs may be considered.   

 

9.22  The system of cost audit of expenditure incurred on execution of 

capital works and operation and maintenance of civic services may be 

started in Municipal Corporations and Class I Municipal Councils. The 

services of suitable cost accountants may be engaged on contract basis 

to initiate the system and train the concerned staff. 

 

9.23  The state Government may examine the working of Examiner, 

Local Fund Accounts with a view to strengthening its functioning, and 

look for ways to ensure objective scrutiny of local body accounts. 
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9.24  The State Government should take steps to implement the 

recommendations of the 11th Finance Commission for improvement in 
the maintenance of accounts by Gram Panchayats.  
 

9.25  System of pre-audit be streamlined and applied on a selective 

basis.  

 
Economy in expenditure of ULBs, and measures for administrative and 
financial efficiency 
 

9.26  Expenditure on establishment should be kept within permissible 

limits. State Government should ensure that the cadre strength is not 

extended beyond the paying capacity of the local body concerned. 

 

9.27  For improving core services and reducing expenditure 

progressively, outsourcing be resorted to. No recruitment against any 

vacancy arising from retirement, resignation etc. or expansion of 

services may be made without first exploring the possibility of 

privatization of the service or entrusting it to a voluntary organization or 

community group, including that of another service from which the staff 

rendered surplus can be deployed against the vacancy. The services 

should be privatized through a process of transparent competitive 

bidding.  Terms of contract indicating the precise parameters of the 

services to be provided by the contractor, quality standards to be 

maintained, penalty for default and period of contract should be drawn 

up without any ambiguity.  There should also be adequate arrangement 

for supervision on quality of service.  

 

9.28  Maintenance of water supply, billing and collection of revenue be 

progressively privatized. Municipalities to improve water management 
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and billing system to recover full expenditure on provision and 

maintenance.  

 

9.29  Where the ULBs are asked to perform any Agency function on 

behalf of the State Government, full expenditure for the performance of 

these functions, including cost of establishment required for 

performance of these functions, should be reimbursed to them. 

 

9.30  Arrangements should be made for deposit of taxes, water and 
sewerage charges and licence fees in banks.  Post Offices may also 

be approached to undertake this work if they are prepared to do so.  In 

the Corporation towns and large Municipal Councils, the feasibility of 

making arrangements for payment on line through internet may also be 

explored. 

 

9.31  All posts in ULBs which are at present in provincialised cadres, 

except the posts of Commissioners in Municipal Corporations, 

Executive Officers in Municipal Councils and Nagar Panchayats 
and other Class-I posts, may be de-provincialised.  The power to 

sanction creation of new posts may, however, continue to vest in the 

State Government but no post should be created unless a reference has 

been received from the ULB concerned.  ULBs may be authorized to fix 

the scales of pay of these posts including posts, which are at present not 

provincialised subject to the condition that the same should not be 

higher than those for corresponding posts in the State Government.  

Employees who are already members of a provincialised municipal or 

corporation service, may continue to be governed by their existing 

conditions of service including pay scales and allowances but their cadre 

will become a dying cadre and eventually be replaced by cadres of 
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individual ULBs.  The administrative and disciplinary control over 

employees in the provincialised cadres of ULBs except the power of 

dismissal, removal or reduction in rank may be delegated to the ULBs in 

which they are employed.  This will, however, not apply to 

Commissioners in Municipal Corporations, Executive Officers in 

Municipal Councils & Nagar Panchayats and other Class-I officers in the 

provincialised cadres. 

 

9.32  A quasi-judicial authority on the pattern of Lokpal be constituted to 

look into complaints of corruption against Mayors of Corporations, 

Presidents of Municipal Councils, Sarpanches of Gram Panchayats and 

Chairmen of Panchayat Samitis and Zila Parishads. 

 
Procedure for consideration and implementation of Finance 
Commission reports 
 

9.33  Action Taken report placed before the Legislature should 

incorporate decisions on all recommendations of the Commission. 

Where it is considered desirable to place before the Legislature 

decisions on some of the key recommendations in the first place, a 

further Action Taken Report regarding decisions taken on the other 

recommendations may be placed before the Legislature within a 

reasonable period, say six months of the submission of the 

Commission’s report. 

 

9.34  An Implementation Committee comprising Secretaries of the 

concerned Departments may be constituted under the chairmanship of 

the Chief Secretary to ensure that decisions on all recommendations are 

taken within six months of the submission of the Commission’s report. 



 107

 

9.35    It may be provided in the Rules of Business or by suitable 

instructions that all recommendations relating to devolution of funds 
to PRIs and ULBs and all those recommendations which are not 

proposed to be accepted or are proposed to be accepted with 

substantial modifications, should be placed before the Cabinet for 
decision. 
 

9.36 The procedure for transferring of funds to the PRIs and ULBs 

as share in State taxes and duties on the recommendations of the 

Commission may be suitably modified. The share of ULBs and PRIs 

may be transferred by the Finance Department to the Department of 

Local Government and Department of Rural Development and 

Panchayats respectively as non-plan grants. These may thereafter be 

transferred by the Department of Local Government directly to the ULBs 

in accordance with the principle of sharing as accepted by the State 

Government on the recommendations of the Commission. The funds 

meant for PRIs may similarly be transferred by the Department of Rural 

Development and Panchayats directly to Zila Parishads and through 

them to Gram Panchayats in accordance with the principle of inter-se 

sharing accepted by the State Government.  

 

----------------------------- 
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Chapter 10 

Empowerment and Capacity Building- 
Making Systems Responsive to Public Needs 

 
10.1 Our extensive interaction with elected representatives of local 

bodies and the public underlines a difficult reality: our financial and 

administrative systems have, over the years, become less responsive to 

the public’s needs. Systems that were put in place to check and balance 

government functioning and to ensure that public finances were focused 

on the actual needs of the people, are now responsible for delays in 

devolution. Our systems have become wasteful of money and time, of 

both the public and the administration.  They sap the initiative of 

development-minded administrators and of the public.  The result is a 

serious dip in public enthusiasm for new plans of the Government, and 

an increase in cynicism. This leads to a lack of confidence in the system, 

which augurs ill for future initiatives. Even so, there are, within the 

government and the civil society, oases of dedication and focus, 

showing that a commitment to deliver exists despite a largely 

unresponsive system. The Commission is convinced that such 

commitment must be nurtured and fostered to push the development 

effort ahead. With the national and state level focus on infrastructure 

development, this is an appropriate time to start changing our systems, 

of responding fully to our own needs, and understanding the best 

practices from other parts of the country.  It is now time to bring about 

some fundamental changes in our systems of functioning to ensure that 

funds go where they are needed, the local communities take the best 

decisions for themselves and the State Government plays an 
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increasingly supportive and facilitative role rather than pursuing a top-

down approach to development.   

 

10.2 In this chapter, the discussion centers on a need to provide focus 

on strengthening the capacity of various stakeholders and empowering 

them to create and sustain systems that are more responsive to 

people’s needs.  

 

10.3 The Commission sees three major stakeholders in this effort.  The 

first is clearly the local bodies, the second stakeholder is the State 

Government and the third is the civil society represented either by 

concerned individuals or dedicated organizations.  Why does the 

Commission look at local bodies and the civil society separately when 

the former are theoretically representatives of the civil society?  For 

reasons to be explained later in this chapter, it makes sense to treat 

these categories of stakeholders separately.  

 

10.4 In the course of its tours within the State, the Commission has 

been stuck by the frequently expressed feelings of helplessness 

encountered in the local bodies. Even if we discount many of the 

impassioned pleas for more resources and anguish over inability to raise 

or access funds on their own as posturing aimed at attracting more 

funds, there is considerable evidence of disempowerment in the local 

bodies. Funds for badly needed infrastructure do not reach when 

required, or reach in part and contribute to cost and time over-runs.  

There is also a repeatedly perceived strong disinclination within the local 

bodies to levy user charges or raise local resources. Some of this comes 

from local leadership engaging in populism but the more worrisome part 

arises from a tradition of not paying or contributing for civic services.  
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There is a lack of understanding that Governments have no funds apart 

from those that come from the people and eventually it is the people 

who pay for civic services.  It is also the people who pay for the lack of 

civic services by poor health and lowered productivity.  Even in money 

terms, people pay much higher costs for creating individual or household 

sources of potable water, electricity etc.  

 

10.5 The Commission is convinced that there is a scope for greater 

strengthening of local bodies. We have taken note of the many 

laudable efforts of the State Government departments in this direction. 

However, there remain areas of concern and we suggest the following 

areas of focus: 

 

A. Local bodies witness a periodic change of elected 

representatives.  Each time there is such a change, it is possible that 

there are some first-time elected representatives. It is therefore essential 

to provide the new members with some degree of role clarity. The 

Commission has interacted with many elected representatives who are 

unaware of their legal responsibilities and powers.  A number of them 

are innocent of any perspective on the developmental needs of the local 

community they serve, or have a vision of a better future in terms of civic 

services. There is also a frequently taken position of supplication to the 

State Government, in seeking funds, expertise and direction.  The 

Commission feels that the existing manuals for newly elected people’s 

representatives should be updated and made more focused on current 

realities.  These manuals should be easily readable, and provide a basic 

introduction to the provisions of the Constitution and the State laws 

relevant to the local bodies.  They should also contain inputs on the 

purposes and objectives of setting up and running a local body. 
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B. In addition to these manuals, it is essential to hold regular 

training programmes for both ULB and PRI elected representatives 

and staff.  There is a rural training institute in Nabha.  A more elaborate 

facility for training is being put up by the Department of Rural 

Development and Panchayats in Mohali.  The Commission strongly 

recommends that these facilities should be used to impart training, in a 

regular and well-organized manner, to all newly elected public 

representatives. A schedule of training should be decided every year, 

ensuring that there is coverage of all newly elected PRI representatives. 

Also needed are special refresher programmes for re-elected 

representatives. The Department of Panchayati Raj in Government of 

India and the National Institute for Rural Development in Hyderabad 

have prepared model training programmes covering the essentials that 

must be known to public representatives.  These modules can be 

adapted to Punjab’s needs and vigorously incorporated into training 

programmes to raise the level of expertise and awareness among the 

elected representatives.  There should also be training programmes for 

the staff of PRIs who provide continuity through successive elections. 

These programmes should cover basics of accounting, finance and 

project supervision expertise. They must also refresh themselves 

periodically by revisiting the basic principles of Panchayati Raj.  

 

C. Similar programmes need to be run for elected 

representatives and staff of ULBs. There are many institutes that are 

engaged in imparting relevant training but a regular programme of 

training should be run in the Punjab State Institute of Public 

Administration (PSIPA), which is located in Chandigarh.  The Punjab 

State Council for Science and Technology is in the same precincts and 
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should be able to prove a fair amount of training support to PSIPA in this 

regard. Guest faculty can be invited from other institutions in the country, 

and one that comes straightaway to mind is the Administrative Staff 

College of India in Hyderabad, which has launched a programme in City 

Management in partnership with the World Bank.  

 

D. The Commission has noted that a number of well-conceived 

development schemes of the Central and State Governments are 

inappropriately applied at the local level particularly in rural areas.  Local 

communities are frequently faced with the choice of accepting a benefit 

that they do not strongly need and of losing the money altogether.  In 

one case, a village was offered funds for a girls’ toilet attached to the 

local school. The local community had already built a girls’ toilet out of 

its own resources and desperately needed money for a library.  They 

were told that they could take the girls toilet or lose the funds altogether.  

They chose to build a second toilet - a clear case of well meant schemes 

becoming misdirected on account of the local community not being 

involved in the decision making process.  This, and a myriad other 

instances indicate the need for more local decision making powers.  
Twelve schemes of the Rural Development and Panchayats have 

already devolved on PRIs.  The devolution has to be more effective with 

funds and staff also being made available to PRIs. In a remarkable 

exercise, the State Government has completely delegated the powers to 

engage doctors and teachers for primary health, education and 

veterinary services to PRIs.  Provisions have been made in the budget 

and the management and oversight of these local level facilities is to be 

entirely with the PRIs.  There is now a need to take this approach further 

and facilitate greater flexibility of decision making at local levels. We feel 

that grants for smaller infrastructure improvements should be allocated 
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at the district level based on the analysis and recommendations of the 

District Planning Committees. The constitutional role of District Planning 

Committees is to collate development plans received from the grass 

roots level and to prioritize expenditure.  In the present dispensation, the 

District Planning Committees in Punjab are unlikely to fully discharge 

this role on account of inadequate powers having devolved on DPCs.  

The Commission is convinced both that the DPCs need to fulfill their 

constitutional role and that adequate untied grants must be made 

available at the district level for more focused development oriented 

planning.  

 

E. While increasing the decision-making powers of local bodies, 

it is critically important to improve their decision making capacity.  
Partly this will come from the training programmes suggested earlier.  

The other part will come from raising information levels.  As will be 

discussed subsequently in paragraphs 10.8 to 10.10, the State 

Government needs to create and disseminate knowledge resources 

about technological options, sources and prices of products used for 

providing civic services and in identifying suitable executing agencies.   

 

10.6 A number of Government systems have been devised to ensure 

objective assessment of the needs of local bodies, to provide the 

wherewithal to meet these needs and provide the direction to executing 

agencies. These systems have been amended from time to time to meet 

the changing needs of the State Government and local bodies.  The 

Commission feels that the time has now come to bring about more 

fundamental changes in the State Government’s systems and in the 

direction it gives to local bodies.  
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10.7 Two of the State Government’s recent initiatives indicate a 

commitment to bringing about these fundamental changes in order to 

better meet the needs of civic society.  The first initiative relates to the 

setting up of the District Planning Committees mentioned above, which, 

in principle, are a system where development planning is a bottom up 

exercise.  The second initiative relates to setting up of the Municipal 

Development Fund and the Village Development Fund to focus on filling 

the infrastructure gaps experienced by both ULBs and PRIs.  

 

10.8 The changes in system for meeting finance requirements are 

discussed elsewhere in this report.  There is a perception, based on 

fairly extensive interactions of the Commission with field level authorities 

and public representatives that the decision making capacity of the local 

bodies is severely compromised by lack of adequate information about 

the subjects on which they are to take decisions. Specifically, 

representatives and staff of the local bodies are not aware of the 

alternative and emerging technologies for providing sewerage, water 

supply and effective disposal of waste.  They are also not confidant of 

their extent of knowledge regarding the specifications of products to be 

used while providing civic facilities to themselves. As a consequence of 

this, they are very dependent upon State and parastatal agencies in 

meeting their requirements.  Many times, the civic facilities are over or 

under-engineered for the simple reason that the executing agency is at 

some conceptual distance from the using public.  In this time and day 

when there is a proliferation of private firms engaged in providing civic 

infrastructure, it should be quicker and cheaper for most local bodies 

needing comparatively smaller projects to deal with such firms.  

However, for effective supervision of such private firms, a local body 

needs to have better access to technological and technical expertise.  
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10.9 The Commission strongly feels that the Government should 

facilitate those local bodies that wish to execute civic projects 

themselves by listing the fair prices and sources of various engineering 

components and services. The Government should also develop a 

system of empanelling executing firms. A number of local bodies could 

then be placed in a position where they can find low-cost and 

appropriate solutions to their civic needs.  They would, of course, 

continue to have the option to approach any of the parastatal or 

departmental agencies.  

 

10.10   Apart from taking steps to make the bottom up approach a reality, 

Government systems need to change in the direction of greater 

transparency, so that the decisions regarding allocation of funds, 

selection of technologies etc. can be tracked at any time by local bodies 

and public-spirited members of the public. 

 

10.11  The third stakeholder in the exercise of providing civic and other 

services and maintaining them is the civil society or public.  The valid 

question arises if local bodies are elected bodies, are they not 

representatives of the general public? Why, then, should we identify civil 

society as a separate stakeholder? The answer is that in Punjab as also 

in other parts of India and the world, there is always a fear of an elite 

capture of local bodies by influential and vested interests. In addition, it 

can be no-one’s case that all of the capability in a local community is 

concentrated in the hands of the elected representatives of the local 

body at any given time.  It is for these reasons that the Commission is 

convinced that the State Government’s efforts at empowering local 
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bodies and improving Government systems can be made more effective 

by empowering the general public.  

 

10.12  The Right to Information Act has already created a salubrious 

atmosphere for the civil society to demand accountability and efficiency 

of a representative body. The Commission strongly feels that the 

Government’s initiative in providing funds for infrastructure and other 

services should be freely discussed in the media.  The NGO movement, 

which is deficient in Punjab, should be facilitated to increase public 

awareness about the rights and responsibilities of a civil society in an 

upwardly mobile democratic set up.  

 

------------------------------ 
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Chapter 11 

Summary and Conclusion 
 

Mandate of the Commission 

11.1 The terms of reference of the Third Punjab State Finance 

Commission require the Commission to make recommendations 

regarding sharing of taxes, duties, tolls and fees between the state and 

local bodies, the grants to be made to the latter, the levy of user 

charges by local bodies to strengthen their resource position and 

measures to reduce unproductive expenditure. The Commission is also 

required to suggest steps to improve the quality of local administration 

and the technical support needed by local bodies for more efficient and 

effective use of capital resources (Para 1.7). 

  

Empowerment of local bodies 

11.2 Constitutionally and through enacted state legislation, local bodies 

are empowered to exercise various powers and functions. In actual 

fact, they lack adequate finances, appropriate expertise and planning 

skills to effectively discharge their responsibilities. One of the most 

deleterious results of this situation lies in neglect of services that 

impinge on public health. Sound public health services need the 

support of capital intensive infrastructure, and related financial, 

technical, managerial and planning skills. We are of the considered 

view that state devolutions to local bodies should be linked not only to 

the normal establishment expenditure of the local bodies, but also to 

providing the required services at an optimum level (Para 1.10,1.11). 
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 Approach and methodology 

11.3 The Finance Commission has adopted approach of: 

i) Identifying the resource gap in the normal operating costs of 

local bodies with the objective of meeting it through devolutions from 

the state Government. 

ii)  Identifying the resource gap of local bodies for the purpose of 

providing citizens with good civic services within a time frame of ten 

years or so, and suggesting ways of finding funds for this purpose. The 

services identified are clean drinking water supply, sewerage, sewage 

treatment and disposal, storm water drainage and solid waste 

management. 

iii) Studying the financial position of the state Government to 

assess the extent   to which it can support the required expenditure. 

iv) Studying the systems for devolution of funds, provision of 

services, cash flows, user charges etc. with the objective of suggesting 

reforms (Para 2.4,2.5).  

 
Financial Strategy 

11.4 The financial strategy suggested by the Commission requires that 

devolutions from the state Government should be divided into two 

categories: the operating gap of local bodies be met fully, and the 

infrastructure gap be met through raising funds against basic 

devolutions. The funds earmarked for devolution from the state to local 

bodies for infrastructure augmentation be utilized to leverage, where 

possible, required funds from the public, financial institutions, 

multilateral agencies and the market. The funds, earmarked or 

leveraged, should not be spread too thin and partial funding of projects 

undertaken scrupulously avoided. The involvement of the local bodies 

which are critically important share holders in the entire process should 
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be fully ensured at all stages of planning, funding, execution and 

operation and maintenance. User charges should be levied to fund 

operation and maintenance (Para 2.5,2.6). 

 

Key Issues 

11.5     Based on our research and deliberations, we have identified 

some key issues: 

a)  A sound infrastructure for providing healthy environment and 

a good quality of life is a prime requirement of the state and is also vital 

to its economic development (Para 3.3,3.4). 

b) The involvement of the community is most essential in the 

process of planning, execution and maintenance of infrastructure. For 

efficient provision of civic services, financial involvement of the 

community should be ensured through levy of appropriate user charges 

(Para 3.4). 

c) Municipalities as well as Panchayati Raj Institutions lack 

resources to undertake capital intensive infrastructure projects. While 

making good this lack, it is important to increase their capacity for 

technical, financial management and planning (Para 3.5). 

d)  There is need for effective institutional mechanisms to ensure 

that the financial and other needs of the local bodies are accurately 

estimated and met  

e)  The deprivations in the resources of the local bodies emanate, 

inter alia, from their own reluctance to fully utilize their taxation powers, 

and to levy appropriate user charges to recover the cost of 

services(Para 3.6). 

f) Large scale exemptions from property tax and other local 

charges given by the state Government further aggravate the already 
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fragile financial structure of the local bodies besides generating an 

unhealthy tendency in the public to avoid paying for the services they 

receive (Paras 3.3 to 3.6,3.10 to 3.12). 

 

Principles for financial devolutions to the local bodies                  

11.6 While making recommendations for financial devolutions to the 

local bodies, we have taken into consideration the essential 

responsibilities, as identified, of the local bodies, the gaps in the 

infrastructure regarding these services and the costs involved in 

providing the requisite infrastructure including the cost of O&M over the 

projected period of ten years. While making our assessment, we have 

taken a prospective view of the increasing requirements as also the 

rising expectations of the people for qualitatively improved civic 

services in coming times(Para 7.2). 

11.7 In order to obtain scientific and realistic estimates of the costs  

of providing and running the infrastructure for identified services, the 

Punjab State Council of Science and Technology (PSCST) has worked 

out the gaps in the infrastructure and the realistic and economical costs 

of not only providing the infrastructure for each service up to the level 

of objective benchmarks but also the cost of operation and 

maintenance of that infrastructure for the next ten years. PSCST has 

also worked out the costs involved in the proper O&M of the existing 

infrastructure to ensure its optimum utilization and longevity (Para 7.2).  

 

Direct devolutions           

 11.8  Concerned over the sub-optimum O&M expenditure of local 

bodies on their existing infrastructure on account of financial 

constraints, with resultant inefficiencies and low levels of civic services, 
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we have focused on expenditure required by local bodies to run their 

existing infrastructure at acceptable levels. Accordingly we first 

recommend that direct devolutions be made by the state Government 

to cover the cost of running the local bodies at present levels, and to 

cover the cost of O&M of existing infrastructure, reduced by own 

resources of the local bodies (Para 8.3,8.4,8.9,8.12,8.14,8.15). Our 

assessment is that 4% of state’s net tax collections reduced by the 

statutory contribution to the Municipal Fund in lieu of octroi, and some 

proceeds from sale of liquor and vends, may be adequate for this 

purpose. This represents the first part of our financial 

recommendations.  

 

Devolutions for service linked infrastructure 

11.9 Improvement in services requires improvements in infrastructure. 

The costs associated with providing new infrastructure are enormously 

high. Neither the state government nor the local bodies are likely to be 

able to underwrite the entire cost of providing infrastructure within a 

reasonable time frame. Accordingly recourse may be had to alternative 

sources of raising funds such as municipal bonds, loans from financial 

institutions, assistance from Government of India schemes and  public 

private partnerships(Para 8.5to 8.8,8.13,8.17). 

 

11.10    In order to leverage the funds made available for improving 

services related infrastructure, we recommend that devolution of funds 

for new infrastructure, including its O&M, be made through the 

Municipal Development Fund (Para 8.13). The amount estimated as 

appropriate state Government contribution is Rs.400 crore every year 

for the period up to 2010-11. For rural infrastructure, it is more feasible 
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to find funds from the state’s own sources, as well as multilateral 

agencies like the World Bank.  

Other recommendations and observations 

11.11    In making recommendations on other issues, we have been 

guided by the reports of previous central and state finance 

commissions, field interactions with a large number of public 

representatives and elected members of local bodies as also 

consultations and deliberations with experts. These recommendations 

cover a variety of vexed issues such as the need for an accurate data 

system, augmentation of local resources through levy of additional 

taxes and user charges, reforms in tax administration, economy of 

expenditure, and reforms in auditing and maintenance of accounts. We 

are completely convinced of the need for capacity building and 

development of systems responsive to public needs. The 

recommendations are thus a mix of the tasks, duties and 

responsibilities that should be shared by the state government, local 

bodies, elected representatives, and the citizens who are all share 

holders in the common goal of providing the people of the state with a 

good quality of life. Recommendations on some of the more significant 

issues are summarized below: 

 

Need for accurate data 

11.12 Collection and compilation of data is an ongoing responsibility of 

the Government. At a small variance with its earlier recommendation in 

the interim report, the Commission has recommended that the 

Economic and Statistical Organization in the Department of Planning 

should be made the pivotal organization for collecting compiling and 

updating data as per the requirements of the various departments. The 
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data so compiled should be accessible to the public(Para 3.22,4.4,9.2 

to 9.4).   
Permanent Office in the Finance Department    

11.13 All the State Finance Commissions have had to face similar 

problems in the initial stages, in that a great deal of time and energy 

gets expended in becoming operational. In order to make the future 

commissions more effective and to provide continuity between one 

commission and the next, a permanent office should be set up in the 

Finance department. This office should monitor follow up action on the 

implementation of the commissions’ recommendations, provide 

supporting staff and office to the succeeding commission and keep in 

readiness all old records of previous commissions’ deliberations (Para 

4.3 to 4.7). 

  
Augmentation of own resources 

11.14  This is an area that evokes strong feelings: the local bodies are 

just not doing enough to raise resources locally, and the state 

Government is frequently a stumbling block in this area. No community 

can expect to enjoy reasonable standards of public health and tolerable 

civic services without paying for them through taxes and user charges. 

The following points are relevant:                         

 The decision of the state government to compensate the 

municipalities from the Punjab Municipal Fund for loss of 

income from Octroi by legislation deprives the state of taxes 

that could be used for improving municipal services. The 

apportionment plan also does not take into account the 

different rates of future growth of different municipalities. A 

consumption based tax should be levied in municipal areas, 
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which may be collected by the Excise and Taxation 

Department and transferred to the local body concerned 

(Para 3.8,3.9,9.6). 

 Property tax is a significant source of income for 

municipalities with vast potential for growth. To realize its full 

potential, the assessment of property tax should be 

rationalized by the adoption of unit area method of 

assessment as is being increasingly done by various 

municipalities to great advantage. Wholesale exemptions 

from this tax must also go as they deprive the municipalities 

of a valid source of income. Property tax should be levied on 

non domestic and commercial properties in rural areas by 

the Gram Panchayats and on vacant lands by municipalities. 

Computerization of property tax records, and use of GIS 

technology should be taken up to ensure that no property 

escapes the tax net. In rural areas the responsibility for 

recovery of house tax should be assigned to the Panchayat 

secretaries who may be given some incentive against a 

minimum achievement (Para 3.10-3.12,9.10 to 9.15) 

 User charges should be levied on a variety of services at 

affordable levels to increasingly recover the cost of 

operation, maintenance, billing and collection. Municipalities 

that levy such user charges be given incentives proportional 

to the results achieved. Municipalities should also explore 

other non tax sources through levy of additional fees and 

charges such as valorization charges, betterment fees and 

impact fees etc to buttress their resources(Para 3.13,9.15).  
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 All water connections should be metered. If this is not 

possible, higher rates be levied on unmetered connections 

(Para 9.15).  

 Municipalities should have the authority to fix 

water/sewerage rates subject to a minimum to be fixed by 

the government (Para 9.15).     

 Rebates be given to encourage timely or before-time 

payment of dues (Para 9.15). 

 Profession tax be levied and collected for the local bodies                   

by the Excise and Taxation Department (Para 3.14, 9.16).       

                                                              
Economy in expenditure 

11.15 Reducing the flab and slack in local body functioning can lead to 

significant increase in their resources. Measures suggested for 

economy in expenditure include reduction in expenditure on 

establishment through progressive outsourcing and privatization of 

services and improvement in billing and revenue recovery systems 

(Para 9.26, 9.27). 

 

Audit and accounts 
11.16  Measures for augmentation of resources and economy would 

yield desirable results only if the local bodies adopt professional systems 

of audit, accounting and costing. Introduction of accrual based double 

entry system of accounts as also a system of cost audit of expenditure 

incurred on execution of capital works (including operation and 

maintenance) should be useful for these purposes. The 

recommendations of the Eleventh Central Finance Commission for 

bringing about improvements in the accounts of the Gram Panchayats 
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need to be implemented. Selective introduction of pre audit be adopted 

and the state Government examine the working of Examiner of Local 

Fund Accounts, to ensure objective scrutiny of local body accounts (Para 

9.21 to 9.23).  

 

11.17   A quasi judicial authority on the pattern of Lokpal be set up to 

look into cases of corruption against Mayors, Sarpanches, Chairpersons 

of Panchayat Samitis and Zila Parishads(Para 9.32).  

 

Local functions and autonomy 

11.18   Factors that impinge on the functional autonomy of local bodies 

be corrected or removed. Parastatals such as the Punjab Water Supply 

and Sewerage Board should function in consonance with the autonomy 

of the urban local bodies, with the latter being free to award contracts to 

other agencies including those in the private sector after obtaining 

competitive bids (Para 9.18). 

 

11.19 The state government has taken many steps towards 

decentralization and recently transferred a large number of functions of 

various departments to Panchayati Raj Institutions. To make this 

increasing decentralization meaningful, needed funds and staff be 

provided, and further backed by capacity building measures. The Gram 

Sewaks be trained to perform the functions of Panchayat Secretaries. 

The vacancies of Panchayat Secretaries be filled and focused training 

be provided to them to increase their capacity to enable them to 

effectively assist the panchayats in providing better local 

administration(Para 9.19, 9.20, 9.31). 
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11.20 On the same lines, deprovincialization of all posts (except 

Commissioners in municipal corporations, Executive Officers and Class I 

officers) be carried out in municipal bodies, to strengthen the autonomy 

of the urban local bodies and to improve their administration (Para 9.31).  

 

Implementation of the recommendations 

11.21 In view of the Constitutional mandate of the State Finance 

Commissions, and the significance of their recommendations based on 

in-depth study of the relevant issues, their recommendations deserve 

continuing attention. Membership of the secretaries of the departments 

of Local Government and Rural Development in the Commissions 

imbues their recommendations with realism. The Action Taken Report 

should comprehensively report on the action taken on all the 

recommendations and not just those relating to financial devolution. 

Recommendations that have not been accepted should be placed before 

the cabinet. An implementation committee under the chairmanship of the 

Chief Secretary be set up to ensure implementation of a commission’s 

accepted recommendations (Para 4.1,9.33,9.34). 

 

Capacity building and empowerment     

11.22  There is a distressing erosion in the credibility and effectiveness 

of local Government institutions observed through extensive interaction 

and discussions with the elected representatives of local bodies, field 

level functionaries and prominent members of general public. A multi 

pronged strategy to build capacities for delivering local Government 

services and empowerment of the three main stake holders viz the local 

bodies, state government and the common citizens, can put this situation 

right (Para 3.15,3.20, 10.2,10.4).  
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11.23    Local bodies need greater role clarity and the elected 

representatives greater awareness of their responsibilities and powers. 

The existing manuals for the elected representatives should be revised 

and updated to make them more focused on current realities (Para 3.15 

to 3.19,10.5). 

 

11.24   Training programmes for the elected representatives and staff of 

both urban local bodies and Panchayati Raj Institutions, delivered 

through reputed training institutes in the state and outside will help build 

needed capacities. Modules of training prepared by the Government of 

India and NGOs can be used for the purpose (Para 3.17 to 3.19,10.5).  

 

11.25 Central Government development schemes aimed at small 

infrastructure improvements at local levels should be implemented 

based on local realities. The grants should percolate downwards as 
per the recommendations of the District Planning Committees at 
the district level. Devolution of adequate powers to the District Planning 

Committees is recommended so that they may play their constitutional 

role of strengthening local autonomy more effectively. The powers so far 

given to the DPCs in the state are deemed inadequate (Para 10.5). 
 

11.26   To improve the decision making capacity of local bodies, the 

state government should compile and disseminate information about 

available technological options, suitable executing agencies and about 

the sources and prices of products needed for providing infrastructure for 

civic services. A system of listing of fair prices and empanelling 

executing agencies be developed to remove information asymmetries 
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that keep the local bodies from having the confidence to take up 

community projects (Para 10.5,10.9). 

 

11.27  The existing state Government systems for identifying and 

meeting local needs be changed fundamentally. Initiatives in this 

direction have been taken with the constitution of District Planning 

Committees. Another initiative is the setting up of Municipal and Village 

Development Funds to focus on filling the infrastructure gaps in rural and 

urban areas (Para 10.6,10.7). 

 

11.28    Government systems should be transparent and open to public 

scrutiny to bring about more accountability and confidence in the 

decisions taken by the state and local governments. Empowerment of 

the common citizen as a primary stakeholder is essential for 

strengthening local bodies and improving governance systems. The 

Right to Information Act is an effective instrument for this purpose. Public 

awareness raising campaigns are needed for educating citizens on their 

rights and responsibilities through open debates in the media with the 

participation of eminent public persons. The NGO movement also needs 

strengthening in the state for greater community empowerment (Para 

10.11,10.12). 
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SECTION II  
 

Annex I 
GOVERNMENT OF PUNJAB 
DEPARTMENT OF FINANCE 

 

No.12/147-DFREI-FD-2004/1259    Chandigarh, the 17th September, 2004 

 
NOTIFICATION 

 In pursuance of the provisions of the section 3(1) of the Punjab 

Finance Commission for Panchayats and Municipalities Act, 1994, the 

Governor of Punjab is pleased to constitute the 3rd Punjab Finance 

Commission for Panchayats and Municipalities.  The Commission will 

consist of the following as the Chairman and the other four Members:- 

 1. Shri A.S. Chatha, IAS (Retd.)   Chairman 
  Former Chief Secretary, Punjab 

2. Dr. Tapas Kumar Sen,     Expert Member 
 Senior Fellow, 
 National Institute of Public Finance &Policy, 

 New Delhi. 
3. Principal Secretary, Local Government  Ex-Officio Member 

Government of Punjab 
4. Financial Commissioner/Secretary,  Ex-Officio 

Member Government of Punjab 
5. Smt. Anjuly Chib Duggal, IAS   Member 

Secretary  (In addition to her own duties) 
 
2. The Chairman and Members of the Commission shall hold office from 

the date on which they respectively assume office, upto the 31st day 

of December, 20051. 

3.  The Commission shall make recommendations relating to the 

following  matters: - 

                                                 
1 Extended up to 31 December 2006 by notification no.12/147-DFREI-2005/10 dated 2 January 2006. 
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A.  IN THE CASE OF ‘PANCHAYATS’ AS TO -- 
 

(a) The principles which shall govern --- 
 

(i) The distribution between the State and the Panchayats of 

the net proceeds of the taxes, duties, tolls and fees 

leviable by the State which may be divided between them 

and the allocation between the Panchayats at all levels of 

their respective shares of such proceeds; 

(ii) The determination of the taxes, duties, tolls and fees 

which may be assigned to, or appropriated by the 

Panchayats; and  

(iii) The grants-in-aid to the Panchayats from the 

Consolidated Fund of the State. 

(b) The measures needed to improve the financial position of the 

Panchayats. 

(c) The levy of appropriate user charges for civic services to 

strengthen the resource position of Panchayats and to make 

them ultimately self-reliant.  

(d) Measures to reduce unproductive revenue expenditure and 

steps to improve the quality of administration and technical 

support for efficient and effective use of capital resources; and  

(e) Any other matter referred to the Finance Commission by the 

Governor in the interest of sound finances of the Panchayats. 
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B. IN RESPECT OF ‘MUNICIPALITIES’ AS TO -- 

 (a) The principles which shall 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 this part and the allocation between the 

Municipalities at all level of their respective shares of such 

proceeds;  

(ii) The determination of the taxes, duties, tolls and fees 

which may be assigned to, or appropriated by the 

Municipalities; and  

(iii) The grants-in-aid to the Municipalities from the 

Consolidated Fund of the State; and  

(b) The measures needed to improve the financial position of the 

Municipalities. 

(c) The levy of appropriate user charges for civic services to 

strengthen the resource position of Municipalities and to make 

them ultimately self-reliant. 

(d) Measures to reduce unproductive revenue expenditure and 

steps to improve the quality of administration and technical 

support for efficient and effective use of capital resources; and  

(e) Any other matter referred to the Finance Commission by the 

Governor  in the interest of sound finances of the Municipalities. 

The words ‘Panchayats’ and ‘Municipalities’ shall have the same 

meaning  as   defined under clause 2(d) of the aforesaid Act.  

4. The Commission shall make its report available by 31st 

December, 2005 on each of the matters aforesaid, covering a 
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period of 5 years commencing on the Ist day of April 2006.  The 

Commission shall indicate the basis on which it has arrived at 

its findings.  

 

 

 

JUSTICE O.P. VERMA (RETD.) 
GOVERNOR OF PUNJAB 

CHANDIGARH 
14th September, 2004 

 
 

(K.R. LAKHANPAL) 
PRINCIPAL SECRETARY FINANCE 

 
 

--------------------------- 
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Annex II 
Summary of PSCST’s Report Identifying Infrastructure Gaps, and their 

Costing  
 

The Punjab State Council of Science and Technology (PSCST), 

following a mandate by the Third State Finance Commission and the Punjab 

Infrastructure Development Board, has worked out gaps in identified 

infrastructure in Punjab, and put a cost on filling these gaps. The services 

identified are:  

• Water cycle management i.e. water supply, sewerage, sewage 

treatment and disposal / reuse, storm drainage and disposal / usage; 

• Solid waste management. 

 PSCST has suggested a number of performance indicators to evaluate 

the performance of existing infrastructure. These indicators are intended to 

be used as a data management tool to evaluate the performance of existing 

infrastructure, identify good practices being followed for management of 

infrastructure and to promote improvements through benchmarking. A set of 

performance indicators for various urban as well rural services are included 

as attachments 4.1 to 4.5 of PSCST’s report.  

Urban services 
            PSCST has used population data of the 2001 census to project 

population of towns up to year 2035. The growth rate applied has been 

developed by the Punjab Water Supply and Sewerage Board (PWSSB) to 

calculate town-wise population up to 2017. 

           Assessment of the existing infrastructure is based on data collected 

by TPFC from urban local bodies and the data with PWSSB. The estimate of 

coverage in respect of municipal solid waste is based on different studies 
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conducted by RITES, PSCST and the status of environment report by 

PSCST. 

 About 81% of the urban population has access to piped water supply. 

On account of leakages though, water pressure at consumer level is low. 

Only 5% of the connections are metered and recovery of water charges is 

very low as against the maintenance costs. About 59% of the population is 

covered by sewerage facilities. Seven (out of 133) towns have Sewage 

Treatment Plants (STPs), and work is in progress in another three towns. 

Less than 15% of the area in cities has access to underground storm water 

drainage. The open storm water channels are frequently unable to cope with 

flows, on account of low investments into maintenance. The management of 

solid waste needs to be systemized. Of the 3874 tones of garbage 

generated, 30 to 40% remains uncollected.  Treatment and scientific 

disposal are practically non-existent. 

 

Time-lines for achieving benchmarked urban services                              

          Appropriate benchmarks for services have been based on levels 

suggested by the Central Public Health Engineering and Environmental 

Organization (CPHEEO), tempered by a close understanding of the realities 

in Punjab. These realities include citizens’ living standards and aspirations, 

capacity to pay for services, the capacity of the departments and outside 

agencies to execute works.  

         It appears entirely possible to achieve 100% coverage for water supply 

and solid waste management by 2012, 80% coverage for sewerage by 2012 

and 100% by 2015, 77% coverage by STP by 2012 and 100% by 2015. The 

existing system of storm water drainage combining underground and over 
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ground drainage is proposed to be completely replaced by underground 

drainage by 2016.   

 

Capital Investment 

         Capital investment estimates are based on costing calculations of 

PWSSB in respect of water supply, sewerage, and STPs. Investment 

estimates for solid waste are based on the studies made by RITES, by 

PSCST and on the projections given in the manual on Solid Waste 

Management prepared by the Government of India. Inclusive of a price 

escalation @ 5% per annum, an estimated capital investment of Rs.2242 

crore during 2006-11 and of Rs.1823 crore thereafter up to 2017 will be 

needed to provide the requisite infrastructure.  

 

Operation and Maintenance Costs 

          Accepting that O&M costs must be provided for to protect the 

investments made into infrastructure and to ensure optimum delivery of 

services, PSCST has worked out estimated  O&M costs for the existing as 

well as the proposed infrastructure. On the basis of sample calculations 

O&M cost as percentage of capital cost has been worked out as under: 

 Water supply                - 14% 

 Sewerage                     - 3% 

 STP                              - 3% 

 Storm Water Drainage - 2% 

         Present value of the existing infrastructure of water supply, sewerage 

and STP is based on population coverage and average per capita capital 

investment. 
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         O&M costs for solid waste management has been worked out as 

Rs.1400 per tone, based on studies conducted by PSCST and on 

Government of India’s Manual of Solid Waste Management. The values of 

the estimates of O&M so worked out have been verified against the actual 

expenditure during 2005-06. 

         Providing for a price escalation @ 7.5% per annum (cumulative) for 

expenditure beyond 2006-07, the O&M requirements for all the services 

created after March 2006, during the periods 2006-11 and 2011-17, are 

Rs.408 Crore and Rs.1644 Crore respectively. Realistic O&M costs for 

existing urban infrastructure during 2006-11 are Rs.2023 Crore. 

 

Rural Services 
         Data on existing infrastructure are available from a study prepared by 

Department of Water Supply and Sanitation (DWSS) for a World Bank 

Project for providing water supply to the remaining villages. 
        Sanitation coverage in rural areas is extremely low, with only 250 

villages having underground sewerage systems. Most villages have surface 

drains to take care of storm water. Organized solid waste management is 

negligible. 

        About 74% of the rural population is covered for water supply. The 

water supply schemes in villages are designed to provide only 40 lpcd for the 

next 15 years. There are only 124 schemes that are adequate for supply of 

water for more than six hours a day. In most of villages, water is supplied for 

less than two hours a day. There is no underground drainage to take care of 

storm water, and possibly other technologies would be more appropriate for 

rural areas. The efficiencies in the maintenance of the existing infrastructure 

are also low. 
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Time-line for achieving benchmarked Rural Services 

         Benchmarks for services in rural areas are based on the aspirations of 

the relatively well to do rural population of Punjab, the assessment that 

agriculture is likely to remain a dominant activity in Punjab, and on the basic 

requirements of public health. It is proposed to achieve the goal of 100% 

coverage by the year 2017 in respect of different services, thus: 

         a) Water supply                     - 100% by 2012 

         b) Sewerage and STP           -41% by 2012 and 100% by 2017 

         c) Storm water drainage       -100% by 2012 

         d) Solid waste management -51% by 2012 and 100% by 2017    

 

 Capital Investment 

         Capital investment for water supply has been based on the ongoing 

NABARD project and a proposed World Bank Project for providing and 

augmenting water supply to non-covered or partially covered villages.  

PSCST has prepared estimates for providing sewerage system and STPs in 

55 villages under the Village Development Fund. Average capital investment 

for a village works out at Rs.45 lakh. 
        Based on the detailed survey of 55 villages, the average length of 

drains per village is estimated at 5 km. About 20% of the drains, i.e. 

approximately 12267 km. are to be constructed. The average cost of 

construction has been worked out as Rs.0.50 lakh per km. 
        The estimated per capita waste generation in villages is 200 gm/day. 

The appropriate technology of vermi-compost units has been suggested for 

composting of bio-degradable waste. Non-biodegradable waste is to be used 
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in sanitary landfills. The estimated expenditure for both technologies 

combined is Rs.2 lakh per village. 
        Based on the above, PSCST has worked out an estimated requirement 

of Rs.3313 crore for the years 2006-2011 and Rs 5727 crore for the period 

thereafter, up to 2017, including a price escalation @ 5% per annum.         
Operation and Maintenance Costs 

        Based on sample estimates and detailed analysis carried out the 

following unit costs of O&M in respect of the existing infrastructure have 

been worked out by PSCST:                                       
o Water Supply - Rs.3 lakh for a scheme serving 3400 persons 

o Sewerage, STP and Storm Water Drainage - Rs.1.80 lakh per village 

o Solid Waste Management - Rs.0.70 lakh/village/year after giving  

     credit for the compost value.         

 Present value of existing infrastructure has been worked out on the basis of 

number of existing schemes for water supply and number of villages covered 

with sewerage system. 

 Based on the above parameters and after including a price escalation 

@7.5% per annum, the requirement of funds for O&M of the new 

infrastructure for the periods 2007-11 and thereafter up to 2017 has been 

calculated as Rs.415 crore and Rs.2954 Crore respectively. Realistic O&M 

costs of existing infrastructure in rural areas is estimated as Rs.644 Crore 

during 2006-11.  

--------------------------- 
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Annex III 
Summary of IL&FS’s Report on Financing of Infrastructure2  

 
The finances of the Government of Punjab indicate that dependence of Local 

Self Governments on State Government transfers for financing their 

infrastructure requirements may not result in the desired level of 

development. On the other hand, an analysis of the finances of urban local 

bodies indicates that there is enough room to leverage their finances. 

However, given the inability of rural local bodies to significantly increase their 

own revenues in the near future, their dependence on the state finances will 

remain.  

 

An analysis of the gap between the existing and desired levels of services in 

urban areas indicates that for the period 2006 – 2012 the investment 

requirement is expected to be Rs.2723 crore. This is likely to be financed by 

Rs. 280 crore of JNNURM, UIDSSMT grants from the Centre, Rs. 98 crore of 

grants from Government of Punjab, ULB contributions of Rs.38 crore and 

Rs.1500 crore of debt, raised from financial institutions (Rs.1350 crore) and 

from municipal bonds (Rs.250 crore) by leveraging net operating surpluses, 

leaving a funding deficit of Rs. 607 crore. Moreover, even the balance 

requirement of Rs 607 crore can be met from the residual leverage capacity 

of ULBs during this period, if increments in net operating surpluses are taken 

into account. This, however, is predicated on the current forecast of 

revenues and grants. In particular, the current revenue forecasts assume 

                                                 
2 This report covers the period 2006-07 to 2016-07, broken into two blocks of 2006-12 and 2012 to 2017. Realistically, 
it will take this much time to fill identified infrastructure gaps. The slight difference from the TPFC’s report period is 
based on an assessment of the start-up time and the feasible implementation time. 
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that the present revenue base will not be drastically impaired by changes in 

the current tax regime, namely the replacement of Octroi with a Turnover 

Tax or compensating grant.    

 

For rural areas a similar service gap analysis reveals an investment 

requirement inclusive of O&M expenses of Rs. 5248 crore between 2006-07 

and 2011-12, which is expected to be financed primarily by central and state 

government grants and soft loans from multilateral agencies and the 

National Bank for Agriculture and Rural Development (NABARD). In fact 

according to projections, the known sources of funds are in excess of 

requirements for the first three years by Rs. 812 crore. It is recommended 

that this surplus be managed judiciously and carried forward to subsequent 

years to finance the deficits of Rs. 472 crore in the remaining three years. 

However, just like in the case of ULBs, this happy situation is predicated on 

the materialization of grant funding pronouncements and the ability to carry 

them forward. In the event, that there is a cut back in such transfers 

particularly from the Center, additional resources will have to be found from 

within the state budget failing which the proposed investments will have to 

be scaled back. 

 

The second issue needing to be addressed is the capacity to implement 
projects at the local level in terms of project development and supervision. 

The past five years average capital expenditure of ULBs has been Rs.179 

crore and at this pace, it will take over 15 years to achieve the planned 

development. Some states have addressed the capacity issue by creating a 

dedicated project development fund and outsourcing the management of the 

process to a professional institution (as a joint venture between the 
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government and the private sector).  As a consequence, these states have 

achieved a reasonable level of project development capacity, which has 

resulted in several projects becoming ready for bidding and implementation. 

This has attracted many lenders ranging from multilateral agencies to 

domestic capital markets to these states. This report has documented this 

experience and some of the institutional arrangements, which will be of help 

in achieving the additional implementation capacity requirement of Rs. 275 

crore annually over the planned period of 6 years.   

 

As regards PRIs, their current implementation capacity, which over the past 

five years has averaged about Rs. 120 crore, indicates that it will take them 

another 31 years to implement the identified investments of Rs. 3767 crore. 

Thus the in order to achieve the planned target in six years the additional 

implementation capacity required is Rs. 508 crore per annum. To overcome 

this limitation, state departments like the Department for Water Supply and 

Sewerage (DWSS), Department for Rural Development and Panchayats and 

parastatals under their aegis will have to remain engaged in the execution of 

capital works for the foreseeable future. Private participation in construction 

can be brought in to a limited extent through community participation in 

construction and supervision and where feasible through PPP arrangements 

for a region. Early attempts are being made to bring in private expertise and 

private capital in rural development.   

 

The third issue is that among the funding institutions, the practice has been 

to lend to state level urban financial intermediaries rather than to individual 

municipalities due to various reasons despite the fact that ULBs have 

significant net surpluses to leverage.  This brings us to the fact that for the 
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State of Punjab to achieve the projected development, a separate urban 

financial intermediary is required.  In this context, the report discusses about 

the various forms of urban financial intermediaries existing in India and the 

actions undertaken by different states.  For instance, recently, the 

Government of Rajasthan (GoR) approved the formation of a state level 

financial intermediary to be managed by an Asset Management Company.  

Taking a leaf from the GoR book, the Government of Punjab could convert 

the recently formed Municipal Development Fund on the above lines to 

create a sustainable urban financing mechanism in the state. Something 

similar could also be tried with the Village Development Fund to establish a 

sustainable rural infrastructure financing mechanism in Punjab. Detailed 

information on the aforementioned structures is provided in volume II of 

IL&FS’s report. The following tables and explanations provide the 

background for the financial projections: 
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Table-1 

Revenue Receipts & Expenditure Projections 
Rs in lacs 

Description 2004-05 2005-06 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 
Revenue Receipts         
Own Tax revenue 60958.63 63370.33 68409.87 73850.18 79723.13 86063.13 92907.33 100295.8
Non tax Revenue 19048.47 31122.82 35531.90 40565.60 46312.41 52873.36 60363.78 68915.34
Share of states 
taxes 

1772.00 15531.11 12959.47 10813.65 9023.12 7529.08 6282.41 5242.17 

Total Revenue 
receipts 

81779.1 110024.26 116901.24 125229.43 135058.67 146465.57 159553.52 174453.3

Revenue Expenditur  110106.24       
Establishment cost 
on all depts 

        

General Administratio 2964.66 3184.93 3412.40 3656.12 3917.24 4197.01 4496.77 4817.93 
 Water Supply and 
Sewerage 

5920.89 6232.68 6695.07 7191.77 7725.32 8298.45 8914.10 9575.43 

Sanitation 14148.22 15464.41 16349.42 17285.08 18274.28 19320.10 20425.77 21594.71
Roads and Bridges 3034.08 3334.37 3528.62 3734.19 3951.73 4181.95 4425.57 4683.39 
 Street Lighting 435.73 524.29 589.53 662.89 745.37 838.12 942.41 1059.67 
 Fire Services 1094.66 1154.14 1215.03 1279.13 1346.61 1417.65 1492.44 1571.18 
 Other services 2828.36 3419.48 3707.51 4019.80 4358.39 4725.50 5123.54 5555.10 
Others 289.46 315.30 370.54 435.47 511.76 601.43 706.80 830.64 
Expenditure on tax 
collection 

6056.25 6447.55 6785.73 7141.64 7516.23 7910.46 8325.37 8762.04 

Total salary  36772.31 40077.15 42653.85 45406.08 48346.94 51490.67 54852.77 58450.10
Operations & 
Maintenance 
expenses 

 399603.41       

General 
Administration 

        

 Water Supply and 
Sewerage 

7992.05 10135.04 11216.52 12413.41 13738.01 15203.95 16826.32 18621.81

Sanitation 1843.24 2150.97 2395.63 2668.11 2971.58 3309.58 3686.01 4105.27 
Roads and Bridges 4771.38 7054.17 7468.20 7906.54 8370.60 8861.90 9382.04 9932.70 
 Street Lighting 3752.31 4714.97 5269.67 5889.64 6582.54 7356.96 8222.48 9189.83 
 Fire Services 62.03 123.55 130.78 138.44 146.54 155.12 164.20 173.82 
 Other services 1832.44 2576.95 2646.28 2717.48 2790.59 2865.67 2942.76 3021.94 
Others 133.84 115.28 107.18 99.66 92.66 86.15 80.10 74.48 
Operational 
expenses 

20387.29 26870.93 29234.27 31833.26 34692.52 37839.33 41303.93 45119.85

Total Revenue 
Expenditure 

57159.595 66948.08 71888.12 77239.34 83039.46 89330.00 96156.70 103569.95
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Table -2 
Operating Surplus Projections of ULBs 

Rs in lacs 
Description 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 
Total Revenue receipts 116901.24 125229.43 135058.67 146465.57 159553.52 174453.32 
Total Revenue expenditure 
 (excluding interest payments  
& O & M on new assets) 57058.12 71839.34 73839.46 77630.00 81656.70 85769.95 
Operating surplus (before debt 
servicing & O & M on new assets) 59843.12 53390.09 61219.22 68835.57 77896.82 88683.37 
Loan interest & principal payments  4827.22 4827.22 4827.22 4827.22 4827.22 4827.22 
O&M expenses on new assets 14830.00 5400.00 9200.00 11700.00 14500.00 17800.00 
Net operating surplus 40185.90 43162.87 47192.00 52308.35 58569.60 66056.15 
TE / TR (in %) 65.62% 65.53% 65.06% 64.29% 63.29% 62.14% 
DSCR 4.13% 3.85% 3.57% 3.30% 3.03% 2.77% 
Share of own source (direct tax and 
non tax income) to total revenue 
income 88.91% 91.36% 93.32% 94.86% 96.06% 97.00% 
Share of establishment expn. To total 
revenue expenditure 59.33% 58.79% 58.22% 57.64% 57.05% 56.44% 
Ratio of establishment expenditure   
To total revenue income 36.49% 36.26% 35.80% 35.16% 34.38% 33.50% 
Leveraging Capacity (Interest bearing 
funds)  157291 168943  184714  204739  229247  258550  
Interest rate: 9.50%  
Tenor 15 years 

  
  
  

 
Table 3 

PSCST Forecasts of O&M -Water, Sewerage, Storm Water Drainage, 
SWM 

Urban O & M requirements 
Rs in lacs 

Year O & M reqd. For All 
Assets 

O & M on existing 
asset 

O & M on new 
assets 

2006-07 34830 20000 14830 
2007-08 42800 37400 5400 
2008-09 49500 40300 9200 
2009-10 55000 43300 11700 
2010-11 61000 46500 14500 
2011-12 67800 50000 17800 

 
 
Total Revenue Receipts in Tables 1& 2 include: (i) own tax revenues such 

as property tax, taxes and grants in-lieu of Octroi; (ii) non-tax revenue such 

as water and sewerage charges, rent receipts, building application fees, 

Tehbazari, interest receipts etc; and (iii) share of state taxes i.e. as per 
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recommendations of the 2nd SFC and share of auction money and excise 

duty on liquor.  

 

Total Revenue Expenditure in Table 1 comprises salary and other 

establishment expenditure on general administration and tax collection as 

well as salary and O&M expenditure on civic services like water supply, 

sewerage, solid waste management, roads, street lighting, fire fighting 

services etc. O&M comprises expenditure on fuel, spare parts and other 

consumables as well as utilities consumed such as power, water etc. The 

salary and O&M figures in Table 1 are for both existing and new assets in 

the aforementioned sectors.  

 

Table 1 does not distinguish between salary (establishment) and O&M 

expenditure on existing civic assets and new civic assets in the sectors 

mentioned above.  

 

Table 3 forecasts O&M for water, sewerage, storm water drainage and solid 

waste management. The O&M figures include salaries and other 

establishment costs. 

 

Table 2 indicates that Total Revenue Receipts as forecast in Table 1 are first 

applied to meet establishment expenditure on general administration & tax 

collection, salary and O&M expenditure on existing civic assets in the 

sectors mentioned above, as well as salary and O&M on new assets in the 

roads, street lighting, fire fighting and other services (health, education) 

sectors. These figures are taken from Table 1 less O&M on New Assets from 

Table 3.  



 18

 

The surplus left over is then used to meet debt servicing on outstanding 

loans and subsequently on meeting the salary and O&M expenditure on new 

assets in the water supply, sewerage, storm water drainage and solid waste 

management sectors as given in Table 3. The residual amount left over after 

meeting the revenue expenditure on new assets in the water supply, 

sewerage, storm water drainage and solid waste management sectors is 

what is available for leveraging by ULBs to raise additional debt. This is 

called the Net Operating Surplus in Table 2.  

 

For reasons of conservatism only 50% of the Net Operating Surplus has 

been taken as being available for leveraging. This is because it is felt that it 

would be prudent to keep at least half of the Net Operating Surplus to meet 

expenditures unforeseen expenses, to meet requirements by ULBs to invest 

own resources and to provide additional Escrow/debt service cover to new 

lenders. The last row in Table 2 gives the total quantum of debt that can be 

raised at a given point of time assuming an interest rate of 9.5% and a tenor 

of 15 years and the given Net Operating Surplus for the period. Thus, if one 

raises debt at the beginning of the forecast period i.e. 2006-07 one can raise 

Rs. 1573 Crore, while if one raises debt in 2011-12 this amount would 

increase to Rs. 2585 cores. Hence, if ULBs raise Rs. 1573 Crore of debt in 

2006-07, they would only have the ability to raise an additional Rs. 1012 

Crore for the remaining period (2007-08 to 2011-12). 

 

The forecast investment requirements are given in Table 4 below: 
 

 



 19

Table 4 
ULB CAPEX Forecasts 

 
The financing for these capital expenditures is given in Table 5 below: 
 
 

Table 5: 
Projected Sources of Funds for Forecast CAPEX 

Sources of Funds 
      Rs in Crore

Source  2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 Total
Government of India Grant  
(JNNURM ) 

25  75 50 50 0 200 

Grant from Government of 
Punjab (JNNURM ) 

 40  40  0 80 

Government of India Grant  
(UIDSSMT) 

30 30 30 30 30 30 180 

Grant from Government of 
Punjab (UIDSSMT) 

3 3 3 3 3 3 18 

Loan from Financial 
Institutions 

300 50 250 250 250 250 1350

Municipal Bonds  50 50 50 50 50 250 
ULB contribution 3 13 3 3 13 3 38 
Total 361 186 411 426 396 336 2116
 
 

 

Rs. In Crore
Infrastructure 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 Total 
Water Supply 250 117     367 
Sewerage System 130 130 130 130 130 130 780 
Sewage Treatment 
Plant 

 100 100 100 100 125 525 

Storm Water Drainage 
System 

 70 70 70 70 80 360 

Solid Waste  100 100 70 70 42 382 
Sub-total for capital 
works (without price 
escalation) 

380 517 400 370 370 377 2414 

Price Escalation @ 5% 
per annum 

 26 41 58 80 104 309 

Sub-total for capital 
works (with price 
escalation) 

380 543 441 428 450 481 2723 
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* Amristar, Ludhiana are JNNURM towns and it is assumed that the  

investment requirement will be around 30% of corporation investment 

requirement. 

* Further it is assumed that in case of small and medium towns the 

State will avail of UIDSSMT grant from GOI. 

*  It is assumed that Rs.30 cores  will be  UIDSSMT grant sanction per 

year from GOI  

* Out of the borrowing capacity of approx. Rs.2300 crs. (06-11) it is 

assumed that only Rs.1500 crs. will be contracted as debt. 

  

In forecasting likely sources of funds, it has been assumed that grants under 

central and state sponsored schemes will be replaced by grants under 

JNNURM and UIDSSMT schemes. Also grants recommended by the 12th 

Central Finance Commission as well as those from MPLAD and untied funds 

have not been taken into account because of their uncertain nature as 

indicated by past experience. Thus the only other source of funds available 

to ULBs is their Net Operating Surplus as forecast in Table 2. This Net 

Operating Surplus can be used either as is in the form of ULB contributions 

or a part of it can be leveraged to raise debt resources several times (7.83 X) 

itself. It has been assumed that half the Net Operating Surplus forecast will 

be used to borrow from the debt market in the form of term loans and 

municipal bonds. Further, another small portion of the Net Operating Surplus 

would be used to meet ULB matching contributions to projects either directly 

or indirectly through the MDF. Thus it is forecast that the ULBs will borrow 

Rs. 1500 Crore and contribute Rs. 38 crore to the forecast Capex 

requirements over this period. 

 



 21

From Tables 4 & 5 it is evident that the available funds as forecast fall short 

of Capex requirements for the forecast period by Rs. 607 Crore. A year-wise 

break-up of the gap is given in Table 6 below. 
A year-wise break-up of the gap 

 
 2006-07 2007-08 2008-09 2009-10 2010-11 2011-12 Total 
CAPEX 380 543 441 428 450 481 2723 
Avail. 
Funds 361 186 411 426 396 336 

2116 

Gap 19 357 30 2 54 145 607 
 
 
The financing gap can easily be covered by ULBs because their forecast Net 

Operating Surplus allows additional borrowing capacity of Rs. 1085 Crore 

over the period. Moreover, the availability of funds forecasts has not relied 

much on own contributions from 50% of Net Operating Surplus not used for 

borrowing. Thus there is ample scope for increasing ULB contributions to 

projects either as a matching investment for MDF financing or some other 

financing scheme, as only Rs. 38 Crore has been taken in the forecasts. 
 

--------------------------- 
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Table 5.1  
Fiscal Trends in Punjab: 2000-01 to 2004-05 

     (In Rs. Lakh)
Part A. Receipts 2000-01 2001-02 2002-03 2003-04 2004-05 
1. Revenue Receipts 937686.08 892862.26 1107118.47 1213896.13 1380748.19
(i) Tax Revenue 489521.95 482023.21 571933.45 614594.09 694462.79 
Taxes on Agricultural Income 0.00 0.00 0.00 0.00 0.00 
Taxes on Sale, Trade etc. 264441.42 268433.26 307243.59 330794.20 381638.22 
State Excise 132466.77 135005.66 142890.67 146278.85 148661.34 
Taxes on Vehicles 33831.55 31844.25 44387.56 38879.41 40393.21 
Stamps and Registration fees 42405.69 44431.23 55893.86 72907.42 96589.44 
Land Revenue 717.01 858.17 876.63 1324.24 1372.47 
Taxes on goods an passengers 0.01 0.01 0.01 0.00 0.00 
Other Taxes 15659.50 1450.63 20641.13 24409.97 25808.11 
(ii) Non Tax Revenue 293523.60 296045.46 403556.50 466553.12 535802.99 
(iii) State's Share of Union 
Taxes and Duties 

71933.00 61049.01 64068.03 75439.00 90235.08 

(iv) Grants in aid from 
Government of India 

82707.53 53744.58 67560.49 57309.92 60247.33 

2. Miscellaneous Capital 
Receipts 

0.00 0.00 0.00 0.00 0.00 

3. Recoveries of Loans and 
Advances 

 
12689.99 

 
87233.42 

 
10286.43 

 
10541.17 

 
13381.42 

4. Total Revenue and Non-
debt Capital Receipts (1+2+3) 

950376.07 980095.68 1117404.90 1224437.30 1394129.61

5. Public Debt Receipts 499548.70 668090.41 624595.50 733748.16 633911.59 
Internal Debt (excl. W&M adv. 
and Overdrafts) 

436362.05 571915.83 582681.82 652606.52 579076.41 

Net Transactions under W&M 
adv. and Overdrafts 

774.47 12599.77 0.00 26948.10 0.00 

Loans and Advances from 
Government of India 

 
62412.18 

 
83574.81 

 
41913.68 

 
54193.54 

 
54835.18 

6. Total Receipts in the 
Consolidated Fund (4+5) 

1449924.77 1648186.09 1742000.40 1958185.46 2028041.20

7. Contingency Fund 
Receipts 

0.00 339.95 0.00 0.00 0.00 

8. Public Account Receipts 1337268.20 1707736.78 1479484.23 1164914.27 1558193.95
9. Total Receipts of the State 
(6+7+8) 

2787192.97 3356262.82 3221484.63 3123099.73 3586235.15

Part B. 
Expenditure/Disbursement 

     

10. Revenue Expenditure 1171283.30 1270981.03 1482512.38 1570192.32 1719802.91
Plan 82843.70 86484.62 70775.11 61465.60 46555.82 
Non Plan 1088439.60 1184496.41 1411737.27 1508726.72 1673247.09
General Services (including 
interest payments) 

653080.82 756722.63 907235.54 935090.08 985003.84 

Social Services 299271.24 311060.33 322164.25 336768.67 353578.91 
Economic Services 210050.72 186568.13 230994.69 293940.26 373767.52 
Grants-in-aid and contributions 
(compensation and assignments 
to Local Bodies and Panchayati 
Raj Institutions) 

8880.52 16629.94 22117.90 4393.31 7452.64 

11 Capital Expenditure 139258.89 98431.71 42039.81 66468.87 76140.01 
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Plan  69705.38 95170.77 89687.04 62313.59 64969.76 
Non Plan 69553.51 3260.94 -47647.23 4155.28 11170.25 
General Services   4279.54 2186.56 2058.11 1815.54 5077.92 
Social Services 5250.84 5468.41 2242.21 440.31 9188.31 
Economic Services 129728.51 90776.74 37739.49 64213.02 61873.78 
12. Disbursement of Loans and 
Advances 

30209.17 106579.01 33874.88 75754.19 9680.10 

13. Total (10+11+12) 1340751.36 1475991.75 1558427.07 1712415.38 1805623.02
14. Repayments of Public Debt 
(excl. W&M Adv.) 

255568.24 244470.14 323909.29 318904.72 281707.62 

Internal Debt (excl. W&M adv. 
and Overdrafts) 

83632.07 176586.19 66302.83 19262.67 44832.20 

Net Transactions under W&M 
adv. and Overdrafts 

0.00 0.00 23199.48 0.00 17197.10 

Loans and Advances from 
Government of India 

63160.50 78982.05 154967.83 304646.62 256875.42 

15. Appropriation to 
Contingency Fund 

0.00 0.00 0.00 0.00 0.00 

16. Total Disbursement out of 
Consolidated Fund (13+14+15) 

1596319.60 1720461.89 1882336.36 2031320.10 2087330.64

17. Contingency Fund 
Disbursements 

0.00 0.00 0.00 0.00 0.00 

18. Public Account 
Disbursements 

1280235.46 1632782.21 1419735.02 1094638.38 1452034.42

19 Total Disbursements by the Sta
(16+17+18) 

2876555.06 3353244.10 3302071.38 3125958.48 3539365.06

Part C. Deficits      
20. Revenue Deficit (1-10) -233597.22 -378118.77 -375393.91 -356296.19 -339054.72 
21. Fiscal Deficit (4-13) -390375.29 -495896.07 -441022.17 -487978.08 -411493.41 
22. Primary Deficit (21+23) -156047.88 -178091.03 -97628.92 -116746.20 -13343.40 
Part D. Other Data      
23. Interest Payments 
(included in Revenue 
Expenditure) 

234327.41 317805.04 343393.25 371231.88 398150.01 
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Table 5.2  
Fiscal Trends in Punjab 

(Percentage of GSDP) 
Part I. Receipts 2000-01 2001-02 2002-03 2003-04 2004-05 
A. Revenue Receipts 14.21 12.59 15.02 14.96 15.63 
(i) Tax Revenue 7.42 6.80 7.76 7.57 7.86 
Taxes on Sale, Trade etc. 4.01 3.79 4.17 4.08 4.32 
State Excise 2.01 1.90 1.94 1.80 1.68 
Taxes on Vehicles 0.51 0.45 0.60 0.48 0.46 
Stamps and Registration fees 0.64 0.63 0.76 0.90 1.09 
Land Revenue 0.01 0.01 0.01 0.02 0.02 
Other Taxes 0.24 0.02 0.28 0.30 0.29 
(ii) Non Tax Revenue 4.45 4.17 5.48 5.75 6.06 
(iii) State's Share of Union 
Taxes and Duties 

1.09 0.86 0.87 0.93 1.02 

(iv) Grants in aid from 
Government of India 

1.25 0.76 0.92 0.71 0.68 

B. Recoveries of Loans and 
Advances 

0.19 1.23 0.14 0.13 0.15 

Part II. Expenditure/Disbursement
C. Revenue Expenditure 17.74 17.92 20.12 19.35 19.47 
Plan 1.26 1.22 0.96 0.76 0.53 
Non Plan 16.49 16.70 19.16 18.59 18.94 
General Services (including 
interest payments) 

9.89 10.67 12.31 11.52 11.15 

Social Services 4.53 4.39 4.37 4.15 4.00 
Economic Services 3.18 2.63 3.13 3.62 4.23 
Grants-in-aid and contributions 
(compensation and 
assignments to Local Bodies 
and Panchayati Raj Institutions)

0.13 0.23 0.30 0.05 0.08 

D. Capital Expenditure 2.11 1.39 0.57 0.82 0.86 
Plan  1.06 1.34 1.22 0.77 0.74 
Non Plan 1.05 0.05 -0.65 0.05 0.13 
General Services   0.06 0.03 0.03 0.02 0.06 
Social Services 0.08 0.08 0.03 0.01 0.10 
Economic Services 1.97 1.28 0.51 0.79 0.70 
E. Disbursement of Loans 
and Advances 

0.46 1.50 0.46 0.93 0.11 

Total Expenditure 20.31 20.81 21.15 21.10 20.44 
Part III. Deficits

F. Revenue Deficit (A-C) -3.54 -5.33 -5.09 -4.39 -3.84 
G. Fiscal Deficit (F-D-E-B) -5.91 -6.99 -5.98 -6.01 -4.66 
H. Primary Deficit (G+I) -2.36 -2.51 -1.32 -1.44 -0.15 

Part IV. Other Data
I. Interest Payments 
(included in Revenue 
Expenditure) 

3.55 4.48 4.66 4.57 4.51 



 6

Table 5.3 
Total Outstanding Liabilities - Ratio to GSDP 

(As on end-March)
        (percent)

State 1999 2000 2001 2002 2003 2004 2005 (RE)
High Income States 
Gujarat 23.8 31.0 37.8 38.6 39.1 38.0 46.6 
Haryana 23.4 27.8 26.6 27.4 30.0 30.6 31.0 
Maharashtra 21.1 24.2 28.3 29.4 30.4 32.2 35.0 
Punjab 36.7 43.7 46.8 50.6 56.3 58.0 54.4 
Average 26.3 31.7 34.9 36.5 39.0 39.7 41.8 

Middle Income States 
Andhra 
Pradesh 

24.2 27.3 29.3 32.1 34.5 36.4 36.4 

Karnataka 19.9 22.2 24.2 28.7 30.0 30.7 29.2 
Kerala 30.4 35.4 35.9 39.4 41.2 43.4 43.9 
Tamil Nadu 19.6 22.8 24.1 27.1 27.8 28.9 28.4 
West Bengal 28.0 32.7 37.4 40.5 47.1 47.4 46.0 
Average 24.4 28.1 30.2 33.6 36.1 37.4 36.8 

Low Income States 
Bihar 39.0 45.3 64.0 72.6 70.9 76.5 77.3 
Chhattisgarh - - 29.5 28.5 31.7 30.7 35.2 
Jharkhand - - 30.0 30.9 32.2 33.1 36.6 
Madhya 
Pradesh 

23.7 25.3 30.3 31.2 36.5 37.4 41.1 

Orissa 45.0 53.2 58.2 61.8 68.3 62.6 62.5 
Rajasthan 31.0 38.4 44.4 45.2 55.4 52.5 56.8 
Uttar Pradesh 37.4 41.9 48.1 52.2 53.9 56.1 54.7 
Average 35.2 40.8 43.5 46.1 49.8 49.8 52.0 

Source: Reserve Bank of India (2006), State Finances: A Study of Budgets of 2005-06 
 

Table 5.4 
Statement showing Total Receipts, Expenditure of State 

2001-02 to 2005-06 
Rs in Crore 

Sr. 
No 

Head 2001-02 2002-03 2003-04 2004-05 2005-06 

1. Total Revenue receipts 8928.62 11071.18 12138.96 13807.48 17891.09
2. Total Expenditure 12709.81 14825.12 15701.92 17198.03 19600.80
3. Grants to ULBs 58.12 144.24 46.42 124.31 131.96 
4. Grants including excise 

duty ULBs 
96.10 204.73 63.07 141.11 397.05 

Source: -   i) Sr. 1&2 Deptt. of Finance  ii) Sr. 3&4 Deptt. of Local Govt. 
Note: - Grants include: (a) Share from taxes as recommended by 2nd SFC. 
(b) Grants recommended by 11th & 12th CFC. 
(c) Centrally sponsored and State plan schemes 
(d) Others (MPLAD + Untied funds) 
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Table 6.1 
Total Revenue of Urban Local Bodies from 2001-02 to 2005-06 

         (Rs in crore) 
Sr. 
No 

Components of 
Receipts 

2001-02 2002-03 2003-04 2004-05 2005-06 Remarks 

1  Tax Revenue       
a Octroi 375.86 451.39 478.38 520.08 537.33  
b Tax on land and Buildings 65.85 70.10 76.12 76.36 80.88  
c Advertisement Tax 0.33 0.30 0.31 0.45 1.20  
d Vehicle and Animal tax 0.86 1.11 1.07 1.18 1.22  
e Development tax on the 

increase in urban value 
by development works 

1.32 1.65 0.18 2.10 2.78  

f Any Other 8.76 7.87 10.13 9.42 10.29  
 Total Tax Revenue 452.98 532.42 566.19 609.59 633.70  
2 Non Tax Revenue  

excluding Capital receipt
      

a Water and Sewerage  
charges 

60.05 61.73 79.06 78.37 100.77  

b Building Application 
fees 

15.20 18.05 18.66 21.40 38.84  

c Tehbazari 4.49 4.98 5.08 5.48 5.76  
d Trade licenses 3.35 2.60 2.39 3.01 3.49  
e Rent receipts 10.31 8.79 9.70 10.68 10.51  
f Fees, Fines and other 

non-tax receipts 
37.06 48.50 38.22 37.18 51.42  

g Interest receipts 1.12 1.02 2.22 2.89 3.15  
 Total Non- Tax Revenue 131.58 145.67 155.33 159.03 213.94  
3 Capital receipts 26.00 9.18 19.35 31.46 97.29  
4 Own resources (1+2+3) 610.58 687.27 740.87 800.08 944.93  
5 Share from auction 

money and excise duty 
on liquor 

37.98 
 

60.49 
 

16.65 16.80 
 

265.09^ ^ Higher 
amount owing 
to release of 
backlog 

6 Share from taxes as per 
recommendations of 2nd 
SFC 

3.40 
 

61.97 
 

* * 30.00 * Funds not 
released by 
Punjab Govt. 

7 Grants a) 
Recommendations of 11
Finance Commission 

-- 16.42 
 

- 39.51** 
 

0.69 ** Out of 39.51
crore,10.94 
crore relates to
2003-04  

 b) From Centrally 
Sponsored and State 
Plan Schemes 

20.41 
 

32.06 26.22 
 

62.79 
 

87.87 Details are 
given in Table 
6.10 

 c) Others (MPLAD + 
untied funds) 

34.31 33.79 20.20 22.01 13.40  

 d) Total Grants (a+b+c) 54.72 82.27 46.42 124.31 101.96  
8 Total Resources (4to7)  706.68 892.00 803.94 941.19 1341.98  
9 Own Revenues as age  

of Total Revenue 
(Sr.no.4,8) 

86.40 77.05 92.15 85.08 70.41  
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10 Own Revenue as %age 
of State Non-Primary 
sector GSDP at current 
prices  

1.43 1.48 1.45 1.43 1.54  

 
Sources:   1) Sr. No 1,2 and 3 based on information collected from ULBs. 
  2) Sr. No 5,6 and 7 based on information received from Department of Local Government, Punjab.  3) Sr. 
No 10: Figures for the years 2001-02 to 2004-05 are calculated on the basis of GSDP of Non-Primary Sector 
(Statistical Abstract of Pb 2005,pg 125). Figures for 2005-06 are calculated using the growth rate for the previous  
years. 
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Table 6.2 

Percentage Share of Main Components in Total Revenue  
of Urban Local Bodies- 2001-02 to 2005-06 

                   Percentages 
Sr. 
No 

Components of 
Receipts 

2001-02 2002-03 2003-04 2004-05 2005-06 

1 Tax Revenues  64.10 59.69 70.43 64.77 47.22 

2 Non-Tax Revenues 

(excluding receipts 

shown under Sr. no3)

18.62 16.33 19.32 16.90 15.94 

3 Capital Receipts 3.68 1.03 2.41 3.34 7.25 

4 Revenues from 
own resources 
(1+2+3) 

86.40 77.05 92.16 85.01 70.41 

5 Share from auction 

money and excise 

duty on liquor 

5.37 

 

6.78 

 

2.07 1.78 

 

19.75 

6 Share from taxes as 

per recommendations

of 2nd SFC 

0.48 

 

 

6.95 * * 2.24 

7 Grants: a) As per 

recommendations 

of 11th Finance 

Commission 

-- 1.84 - 4.20 

 

0.05 

 b) For Centrally 

Sponsored and State 

Plan Schemes 

2.89 3.59 3.26 

 

6.67 6.55 

 c) Others (MPLAD+ 

Untied Funds) 

4.86 

 

3.79 

 

2.51 

 

2.34 1.00 

 d)Total (a+b+c ) 7.75 9.22 5.77 13.21 7.60 

 Total  100.00 100.00 100.00 100.00 100.00 
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Table 6.3 

Expenditure of Urban local Bodies 
Rs. in crore

Item 2001-02 2002-03 2003-04 2004-05 2005-06 
A. General Administration           
1. Salaries and Wages 23.63 25.18 26.12 29.65 31.85 
 2. Other expenditures 17.87 15.46 16.18 21.04 21.23 
Total A (1+2) 41.50 40.63 42.30 50.68 53.08 
B. Expenditure on Tax Collection 51.72 50.77 53.70 60.56 64.48 
C. Interest Payments 4.32 5.25 6.52 6.83 8.00 
D. Provision of Services          
 a. Water Supply and Sewerage   
1. Salaries and Wages 45.71 48.56 52.18 59.21 62.33 
2.O & M  62.71 70.91 85.86 79.92 101.35 
3. Other expenditure 43.73 35.03 42.34 49.38 46.93 
Total a (1+2 + 3) 152.15 154.50 180.39 188.51 210.61 
 b. Sanitation          
1. Salaries and Wages 121.87 122.00 130.58 141.48 154.64 
2. O & M 13.14 13.16 15.56 18.43 21.51 
3. Other expenditures 3.70 3.39 4.42 5.48 6.73 
Total  b (1+2 + 3) 138.71 138.56 150.56 165.40 182.88 
 c. Roads and Bridges 0.00 0.00 0.00 0.00 0.00 
1. Salaries and Wages 26.20 27.95 28.88 30.34 33.34 
 2. O & M 49.06 36.96 43.63 47.71 70.54 
 3. Other expenditures 67.48 63.62 59.68 64.20 102.40 
Total  c (1+2 + 3) 142.73 128.53 132.19 142.26 206.28 
 d. Street Lighting          
1. Salaries and Wages 3.07 3.35 3.99 4.36 5.24 
 2. O & M 28.16 32.89 37.81 37.52 47.15 
 3. Other expenditures 11.70 11.68 12.81 14.62 17.87
Total  d (1+2 + 3) 42.92 47.92 54.61 56.50 70.27 
 e. Fire Services          
1. Salaries and Wages 9.26 10.28 10.24 10.95 11.54
2. O & M 0.77 0.58 0.64 0.62 1.24 
3. Other expenditures 0.42 0.39 0.19 0.27 0.36 
Total e (1+2 + 3) 10.46 11.24 11.07 11.84 13.14 
 f. Other services          
1. Salaries and Wages 23.75 23.12 26.18 28.28 34.19 
2. O & M 21.67 19.08 17.45 18.32 25.77 
 3. Other expenditures 31.85 18.67 21.05 24.97 37.78 
Total  f (1+2 + 3) 77.26 60.88 64.68 71.58 97.74 
Grand Total D (a+b+c+d+e+f) 564.23 541.62 593.50 636.08 780.92 
E. Other current expenditure          
(specify those amounting to more than 10% of total expenditu      
1) Octroi (on electricity) 1.41 1.50 2.07 2.89 3.15 
2O& M 1.46 1.21 1.42 1.34 1.15 
3 )Others 16.56 9.61 16.23 12.05 21.58 
Total  E (1+2+3+4………..) 19.44 12.32 19.72 16.28 25.89 
F. Repayment of Loans          
1. Loans from State Government 1.46 0.27 0.11 0.23 1.97 
2 Loans from Financial Institutions 10.98 4.20 8.73 8.58 28.62 
 3. Other Loans 8.32 3.64 4.16 5.25 9.69 
Total F (1+2 + 3) 20.75 8.11 13.00 14.06 40.27 
Grand Total ( A+B+C+D+E+F) 701.96 658.70 728.74 784.50 972.63 
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Table 6.4 

Percentage share of Tax and Non-Tax Revenue in own Resources of 
ULBs 2001-02 to 2005-06 

 
Percentages 

Sr. 
No 

Components of 
Receipts 

2001-02 2002-03 2003-04 2004-05 2005-06 

1 Tax Revenue 74.19 77.47 76.42 76.19 67.06 

2 Non-Tax 
Revenue 
Receipts 

21.55 21.20 20.97 19.88 22.64 

3 Capital 
receipts 

4.26 1.33 2.61 3.93 10.30 

 Total 100.00 100.00 100.00 100.00 100.00 

 
 
 
 

Table 6.5 
Major Items of Own Resources of Urban Local Bodies 

2001-02 to 2005-06 
                                                                                                            Rs. in crore 

                                                                                                                 
Sr. 
No 

Item 2001-02 2002-03 2003-04 2004-05 2005-06 

1 Property 
Tax 

65.85 70.10 76.12 76.36 80.88 

2 Octroi 375.86 451.39 478.38 520.08 537.33 

3 Water and 
Sewerage 
charges 

60.04 61.72 79.06 78.37 100.77 

 Total 501.75 583.21 633.56 674.81 718.98 
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Table 6.6 
Percentage share of major Items of Own Resources of Urban Local 

Bodies 2001-02 to 2005-06 
                                                                               

 Percentages 
Sr.
No 

Item 2001-02 2002-03 2003-04 2004-05 2005-06 

1 Property Tax 10.78 10.20 9.59 9.54 8.56 

2 Octroi 61.52 65.68 60.25 65.00 56.86 

3 Property Tax and 
Octroi 

72.30 75.88 69.84 74.59 65.42 

4 Water and 
Sewerage 
charges 

9.83 8.98 9.96 9.80 10.66 

5 1+2+4 as 
percentage of 
total own 
Revenue 

82.13 84.86 79.80 84.34 76.08 

 
Table 6.7 

Growth rate of various components of own Revenue of Urban Local 
Bodies 2001-02 to 2005-06 

 
  Percentage increase / decrease over previous year 

Sr. 
No

Component of 
Revenue 

2001-02 2002-03 2003-04 2004-05 2005-06 Average 
annual 
growth 

rate 
1 Property Tax -1.32 6.45 8.59 0.34 5.92 4.00 
2 Octroi -17.72 20.12 5.96 5.96 3.32 3.53 
3 Other taxes 267.10 -3.11 7.14 12.39 17.79 60.20 
4 Total Tax 

Revenue 
-13.98 17.54 6.34 7.67 3.95 4.30 

5 Non-Tax 
Revenue 
receipts 

-0.36 10.71 6.63 2.38 34.53 10.87 

6 Capital 
Receipts 

-4.37 -64.72 110.78 62.58 209.25 62.70 

7 Overall growth 
rate excluding 
capital receipt 

-11.25 17.55 4.98 6.53 10.28 5.62 
 
 

8 Overall 
growth rate 

-10.98 12.56 7.80 7.99 18.10 7.09 
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Table 6.8 

Income Break-up of Urban Local Bodies from various taxes  
2001-02 to 2005-06 

                                                                                                  Rs. in Crore 
Sr. 
No 

Year Property Tax Octroi Other Taxes Total tax 
revenue

   
Amount 

%age of 
total tax 
revenue 

 
Amount 

%age of 
total tax 
revenue 

 
Amount 

%age of 
total tax 
revenue 

 

1 2001-02 65.85 14.54 375.86 82.97 11.27 2.49 452.98 

2 2002-03 70.10 13.16 451.49 84.80 10.93 2.05 532.42 

3 2003-04 76.12 13.44 478.38 84.49 11.69 2.06 566.19

4 2004-05 76.36 12.53 520.08 85.32 13.15 2.17 609.59

5 2005-06 80.88 12.76 537.33 84.79 15.49 2.44 633.70

 
 
 
 
 

Table 6.9 
Break-up of Non-Tax Revenues of Urban Local Bodies 

2001-02 to 2005-06 
                                                                                                        Rs in Crore 

Sr.
No 

Item 2001-02 2002-03 2003-04 2004-05 2005-06 

1 Water & Sewerage 
Charges 

60.04 61.72 79.06 78.37 100.77 

2 Capital Receipts 26.02 9.18 19.35 31.46 97.29 

3 Other Non tax 
Revenue* 

71.54 83.95 76.27 80.66 113.17 

4 Total Non Tax 
Revenue 

157.60 154.85 174.68 190.49 311.23 

* Other non-taxes include building application fees, tehbazari, trade licenses, rent receipts, 
fees and fines etc.  
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Table 6.10 
Grants released by the Govt. of India & State Government to Urban 

Local Bodies for Urban development and Infrastructure 
2001-02 to 2005-06 

                       
                                                Rs. in Crore 

Sr.
No 

Year GOI GOP Total 

  Allocated Released Allocated Released Allocated Released 

1 2001-02 65.53 16.74 48.02 3.67 113.55 20.41 
2 2002-03 93.82 29.27 29.37 2.79 123.19 32.06 
3 2003-04 94.58 26.13 306.39 0.09 400.97 26.22 
4 2004-05 121.27 11.96 11.79 50.83 133.06 62.79 
5 2005-06 78.89 15.86 68.33 72.01 147.22 87.87 

 Grand 
Total 454.09 99.96 463.9 129.39 917.99 229.35 

Sources: Information collected from SUDA and PWSSB 
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Table-6.10 (A) 
Grants released by the Govt. of India & State Government to Urban Local Bodies for 

Urban development and Infrastructure 2001-02 to 2005-06  
                                                                                   Rs in crore 

Sr. 
No Name of the Scheme GOI 

(Total 2001-02 to 
2005-06)               

GOP 

(Total 2001-02 to 
2005-06) 

Total 

(Total 2001-02 to 
2005-06) 

A Urban Development  
Schemes Allocation Released Allocation Released Allocation Released 

1 
Swaran Jayanti Shahri Rozgar 
yojana (75:25) 11.56 1.07 3.35 2.21 14.91 3.28 

2 
Assistance to Urban Slum 
Development Programme 
(ACA) 

      

3 
National Urban Information 
System (CSS 75:25)       

4 
Training of elected Women 
Representatives in the urban loc
Bodies of Punjab (50:50) 

0.15 0.07 0.07  0.22 0.07 

5 
Jawaharlal Nehru National 
Urban Renewal Mission 
(50:20:30) (JBIC) 

      

6 
Integrated Development of 
small and Medium Towns 
(50:50) 

19.92 8.34 7.44 4.78 27.16 13.12 

7 
National Slum Development 
Programme (NSDP) 47.56   22.65 47.56 22.66 

 
Total (A) 

78.99 9.48 10.86 29.65 89.85 39.13 

B Urban Water Supply       

1 
Prevention of pollution of River 
Sutlej 323.07 78.38 89.46 51.41 392.53 129.79 

2 
Accelerated Urban Water 
Supply Scheme (50:50) 10.12 2.12 6.48 2.12 16.60 4.24 

3 
Prevention of pollution of River 
west Bein (70:30) 21.00 9.74 13.50 3.00 34.50 12.74 

4 
World Bank Aided Water 
Supply & Sewerage Projects   0.13  0.13  

5 
Hudco Aided Water Supply & 
Sewerage project for Moga & 
Amritsar 

  303.11 2.86 303.11 2.86 

6 
 Prevention of Pollution of 
River Ghaggar    0.02  0.02 

7 
Integrated development Of 
Urban Infrastructure in 
Bathinda City 

20.00  40.00 40.00 60.00 40.00 

8 
Shri Guru Ramdas 
Development Project Amritsar 
(JBIC)   

      

9 
Model village & Model Basties 
Adarsh Basties in urban Area 
under HUDCO Assistance 

0.91 0.24 0.36 0.33 1.27 0.57 

 
Total (B) 375.10 90.48 453.04 99.74 828.14 190.22 

 
 Grand Total (A+B) 

454.09 99.96 463.90 129.39 917.99 229.35 
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Table 6.11 
Per Capita Tax and Non-Tax own revenue of ULBs in 2001-02 and 

2005-06 
                 In Rupees 

Sr.No Description 2001-02 2005-06 Percentage 
increase 
(2001-02 to 2005-
06) 

1 Per Capita Tax 
Revenue 

548.23 671.36 22.46 

2 Per Capita Non- Tax 
Revenue 

190.75 329.83 72.91 

3 Total Per Capita Own 
Revenue including 
capital receipts 

738.98 1001.19 35.47 

4 Total per capita own 
revenue excluding 
capital receipts 
 

707.48 898.02 26.93 

 
 

 
 
 
 
 

Table 6.12 
Recovery of Property Tax by Urban Local Bodies during 2005-06 
                                                                                                               Rs.in  crore 

Sr.No Position of  
 

1 Arrears as on 31.3.2001  82.03 

2 Demand assessed from 2001-02 to 2005-06  361.33 

3 Total 443.56 

4 Amount realized  342.47 

5 Arrears at the end of the year 100.89 

6 Amount realized (col.4) as %age of total demand 
(col. 3) 

   77.20 

Source: Information collected from ULBs by TPFC   
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Table 6.13 

Recovery of Water and Sewerage Charges during 2005-06 
 

                                                                                         Rs.in Crore 

Sr.No Position of  

1 Arrears as on 31.3.2001  92.58 

2 Demand assessed from 2001-02 to 2005-06  420.15 

3 Total 512.73 

4 Amount realized  335.65 

5 Arrears at the end of the year 177.08 

6 Amount realized (col.4) as %age of total 
demand (col. 3) 

  65.46 

Source: Information collected from ULBs 

 
 

 
Table 6.14 

Recovery of Other taxes during 2005-06 
                                                                            Rs. in crore 

1 Arrears as on 31.3.2001 61.01 

2 Demand assessed from 2001-02 to 2005-06  320.33 

3 Total 381.34 

4 Amount realized  326.01 

5 Arrears at the end of the year 55.33 

6 Amount realized (col.4) as %age of total 
demand (col. 3) 

85.49 

Source: Information collected from ULBs 
Note: Other taxes Include Advertisement tax, Show tax, Entertainment  tax etc.  

Sr.No Position of  
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Table 6.15 
Outstanding debt liability of Urban Local Bodies as on 01.09.2006 

Rs. in crore 
 
 ITEM Name of Financial Institution Total 
  HUDCO, New 

Delhi 
L.I.C India, 

Mumbai 
 

 Name of the Scheme Water Supply 
Sewerage &Low 
Cost Sanitation 

Water Supply 
Sewerage 

 

1 Total Loan taken 112.58 39.12 151.70 

2 Period of repayment 15 Year 
(up to 2018-19)

25 Year 
(up to 2013-14) 

 

3 Yearly payment 8.23 1.04 9.27 

4 Out standing liability as on 
1.9.2006 as per accounts 
between Financial Institutions & 
PWSSB 

0.00 0.15 0.15 

5 Outstanding liability as on 
1.9.2006 as per accounts 
between Urban Local Bodies 
& PWSSB 

7.22 0.29 7.51 

    Source: Information collected from PWSSB 
 

Table 6.16 
Outstanding debt liability of Urban Local Bodies as on 

31.03.06 (Other then HUDCO/LIC) 
Rs. in crore 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Source: Information collected from PWSSB 

Sr.
No 

Name of 
Financial 
Institution 

Loan 
amount 

Outstanding 
Liability 

Purpose of loan 

1 Banks 7.50 7.40 Water supply schemes 
other development works 

retrial dues/provident 
funds 

2. Improvement 
trust/ Other 
Municipal 
Council 

31.00 27.20 -do- 

3 PUDA 29.25 37.50 -do- 

4. SUDA 1.50 1.34 -do- 

 Total 69.25 73.44 -do- 
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Table 6.17 

Expenditure of Urban Local Bodies from 2001-02 to 2005-06 
Rs.in Crore 

 
Source: Information collected from ULBs 

 
 

Sr
No 

Item 2001-02 2002-03 2003-04 2004-05 2005-06 %age 
increase 
in 2005-
06 over 
2001-02 

1 General 
Administration 

41.50 40.63 42.30 50.68 53.08 27.90 

2  Tax 
Collection  

51.72 50.77 53.69 60.56 64.48 24.67 

3 Provision of 
Services 

564.23 541.62 593.50 636.08 780.92 38.40 

4 Debt 
Servicing     
a) Interest 

 

4.32 

 

5.25 

 

6.52 

 

6.83 

 

8.00 

 

85.18 

5 b) Repayment  
of principal 

20.75 8.11 13.00 14.06 40.27 94.07 

6 Miscellaneous 19.44 12.32 19.72 16.28 25.89 33.18 

7 Total 701.96 658.70 728.73 784.49 972.64 38.56 

8 %age 
increase 
over last 
year 

-3.65 -6.16 10.63 

 

7.65 23.98  
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Table 6.18 
Percentage Share of expenditure under different heads in Total 

Expenditure of Urban Local Bodies 2001-02 to 2005-06 
                                                                              Percentages 

Sr. 

No 
Expenditure 

Head 
2001-02 2002-03 2003-04 2004-05 2005-06 

1 General 
Administration 

5.91 6.17 5.80 6.46 5.46 

2 Tax Collection  7.37 7.71 7.38 7.72 6.63 

3 Provision of 
Services 

80.38 82.22 81.44 81.08 80.29 

4 Debt Servicing     
a) Interest 

0.61 0.80 0.89 0.87 0.82 

5 b) Repayment  
    of principal 

2.96 1.23 1.78 1.79 4.14 

6 c) Total (a+b) 3.57 2.03 2.67 2.66 4.96 

7 Miscellaneous 2.77 1.87 2.71 2.08 2.66 

    Total 100.00 100.00 100.00 100.00 100.00 

 
Table 6.19 

Income & expenditure on Operation & Maintenance of 
Water Supply & Sewerage of ULBs 

       Rs in Crore 
Sr. 
No 
 

Year Wages/ 
Salaries 

O & M Other 
Exp 

Total 
Exp 

Total Income 
of Water & 
Sewerage 

% age of 
Income to Total
Exp 

1 2001-02 45.71 62.71 43.73 152.15 60.05 39.46 
2 2002-03 48.56 70.91 35.03 154.50 61.73 39.95 
3 2003-04 52.18 85.86 42.34 180.38 79.06 43.83 
4 2004-05 59.21 79.92 49.38 188.51 78.37 41.57 
5 2005-06 62.33 101.35 46.93 210.61 100.77 47.85 
 

Total 
267.99 400.75 217.41 886.16 379.98 42.88 

Source: Information collected from Urban Local Bodies 
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Table 6.20 
Establishment costs of Urban Local Bodies 2001-02 to 2005-06 

 Rs. in crore except rows 1,6&7. 
Sr.
No 

ITEM 2001-02 2002-03 2003-04 2004-05 2005-06

1 Total Staff Strength  34526 36573 33292 33093 32854 

2 Total Expenditure on 
Salaries 

300.05 321.59 321.48 353.98 386.60 

3 Pension contributions 
remitted & other 
retirement benefits paid 

22.97 27.46 28.51 37.68 41.99 

4 Liability outstanding of 
person and retirement 
benefits (for both 
provinicialised and non- 
provincialised 

5.38 6.82 8.93 14.27 13.32 

5 Total expenditure on 
establishment including 
pension benefits 

328.40 355.87 358.52 405.93 441.91 

6 Total expenditure on 
Establishment as 
percentage of total 
expenditure 

46.78 54.03 49.20 51.74 45.43 

7 Total expenditure on 
Establishment as 
percentage of total 
own revenue 

53.78 51.78 45.16 50.74 46.77 

 
Source: Information collected from ULBs 
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Table 6.21 

Year wise Funds due and released to Urban Local Bodies  
2001-02 to 2005-06 

(Share of State taxes, Excise Duty, Central Finance Commission Grants) 
 

Rs in Crore 
 
 

 Funds Due 
 

 Funds Released 

Year/ 
Item 

Share of 
State 
Taxes 

Share of 
Excise 
duty & 
Auction 
money 

Grants 
of  11th 
CFC & 

12th 
CFC 

Total Share of 
State 
Tax 

Share of 
Excise 
duty & 
Auction 
money 

Grant
s of  
11th 
CFC 

& 12th 
CFC 

Total 

2001-02 48.36 60.47 10.94 119.77 3.40 37.98 --- 41.38 

2002-03 75.76 65.96 10.94 152.66 61.97 60.49 16.42 138.88 

2003-04 81.90 66.80 10.94 159.64 -- 16.65 -- 16.65 

2004-05 92.40 67.49 10.94 170.83 -- 16.80 39.51 56.31 

2005-06 
^ 

114.50 68.97 34.20 217.67 30.00 265.09 0.69 295.78 

Total 412.92 329.69 77.96 820.57 95.37 397.01 56.62 549.00 

Source: Information supplied by Deptt of local Govt. 
^ Year 2005-06 related to 12th CFC. 
 



Table 6.22 
Total projected receipts by 2nd SFC and actual receipts by ULBs  2000-01 to 2005-06  

Rs in Crore 
                    

Sr 
No 

Item 2001-02 2002-03 2003-04 2004-05 2005-06 Total 2001-02 to 2005-06
 

Projected Actual Projected Actual Projected Actual Projected Actual Projected Actual Projected Actual 

11   Tax Revenue 115 .17 452 .98 132  .27 532.42 151 .94 566.19 174.51 609 .59 200 .47 633.70 774.36 2794 .88 
1(
a 

Tax revenue 
excluding Octroi 

80 .12 77 .12 91 .96 81 .03 105 .58 87 .81 121.20 89 .51 139.16 96 .37 538.02 431 .84 

2 Non Tax Revenue   
 

69.28 

 
 

60.04 

 
 

83.13 

 
 

61.72 

 
 

99.76 

 
 

79.06 

 
 

119.71 

 
 

78 .37 

 
 

143 .65 

 
 

100 .77

 
 

515.53 

 
 

379 .96 
a)      Water supply
sewerage charges

 b)    Other Non-
tax revenues 
including capital 
receipts 

111.67 97.56 122.84 93.13 135.12 95.62 148.63 112.12 163.50 210.46 681.76 608.89 

 c) Total (a+b) 180.95 157.60 205.97 154.85 234.88 174.68 268.34 190.49 307.15 311.23 1197.29 988.85 
3  Revenue from 

own  Resources 
(1+2) 

296.12 610.58 338.24 687.27 386.82 740.87 442.85 800.08 507.62 944.93 1971.65 3783.73 

4  Share of auction 
money and Excise
duty on liquor 

71.61 37.98 73.76 60.49 76.00 16.65 78.28 16.80 79.81 265.09 379.46 397.01 

5 Share of taxes 
recommended by 
2nd FC 

5.62 
*** 

3.40 72.36 61.97 77.80 ^ 83.77 ^ 90.34 30.00 369.89 95.37 

6  Grants a)   As 
recommendation  
of 11th FC 

 
10.95

 
-- 

 
10.95 

 
16.42 

 
10.95 

 
- 

 
10.95 

 
39.51 *

 
10.95 

 
0.69 

 
54.75 

 
56.62 

 b)  For centrally    
sponsored scheme
and State Scheme

23.25 @ 20.41 23.25 @ 32.06 23.25 @ 26.22 23.25 @ 62.79 23.25 @ 87.87 116.25 229.35 

 c)    Others   2.40 34.31 $ 2.40 33.79 $ 2.40 20.20 $ 2.40 22.01 $ 2.40 13.40 $ 12.00 123.71 
 d) Total (a+b+c) 36.60 54.72 36.60 82.27 36.60 46.42 36.60 124.31 36.60 101.96 183.00 409.68 
7    Total 449.95 706.68 520.96 892.00 577.22 803.94 641.50 941.19 714.37 1341.98 2904.00 4685.79 
  Source: Deptt.of Local Govt.& Urban Local Bodies 
   *     Out of 39.51 crore, an amount of Rs.10.94 crore relates to the year 2003-04, released during 2004-05                                                    .             
@    Includes untied funds as separated figures for untied funds have not been made available by the deptt. 
$      Includes MPLAD & untied funds, as disaggregated figures for these funds are not available. 
***     This figure is calculated on the basis of 20% share of all taxes as recommended by 1st SFC 
^         Funds not received by Govt. of Punjab. 



Table 6A.1 
Revenues of Gram Panchayats 

        
         Rs in crore 

Sr. 
No 

Particulars 2001-02 2002-
03 

2003-
04 

2004-05 2005-06 

 1. From Taxes:  
(a) House Tax 0.65 0.72 1.11 0.65 2.79 
 Total of 1: 0.65 0.72 1.11 0.65 2.79 
2. From Non-Tax 

Sources:  
(a) Panchayat land 87.99 96.58 123.20 105.58 137.24 
(b) Lease money of 

Panchayat Building 
10.40 13.75 12.47 14.75 13.02 

(c) Others* 18.07 19.35 27.73 51.38 37.25 
 Total of 2: 116.46 129.68 163.40 171.71 187.51 

3.  Total Own 
Resources (1+2) 117.11 130.40 164.51 172.36 190.30 

4. Grant-in-aid 
received  

(a) Share of Taxes as 
recommended by 
the 2nd FC 15.98 106.96 12.40 0.00 5.00 

(b) Incentive Grants 
** ** 0.00 0.00 20.00 

(c) As recommended by 
the CFC^ 0.00 15.46 0.00 106.74 32.40 

(d) For execution of 
Centrally Sponsored 
Schemes and state 
Plan Schemes 60.47 80.29 89.67 90.70 148.48 

(e) Others(MP Area 
Development Fund 
+Untied fund) 154.06 39.13 95.60 29.15 41.54 

 Total of 4: 
230.51 241.84 197.67 226.59 247.37 

5. GRAND TOTAL 
347.62 372.24 362.18 398.95 437.67 

Source:- Serial no.3 collected from gram panchayats  
   Serial no4 collected from Deptt of Rural Development and panchayats 
             * Includes income from fees, fines, hade rare, fish pond, sale of trees,                       
                donations, voluntary contributions and others. 
                 ** This scheme was launched in 2003-04 
            ^ Year 2001-02 to 2004-05 relates to 11th CFC and 2005-06 relates to 12th CFC 
           + Includes RDF, IRDP, Tool Kits to Artisans etc. 
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Table 6A.2 
Percentage Share of Different Components in Total Revenue of 

Gram Panchayats 
                      

Percentages 
Sr. 
No 

Particulars 2001-02 2002-03 2003-04 2004-05 2005-06 

1. From Taxes:  
(a) House Tax 0.19 0.19 0.31 0.16 0.64 
 Total of 1: 0.19 0.19 0.31 0.16 0.64 
2. From Non-Tax 

Sources: 
 

(a) Panchayat land 25.31 25.95 34.02 26.46 31.36 
(b) Lease money of 

Panchayat 
Building 

2.99 3.69 3.44 3.70 2.97 

(c) Others* 5.20 5.20 7.66 12.88 8.51 
 Total of 2: 33.50 34.84 45.12 43.04 42.84 
3.  Total Own 

Resources 
(1+2) 

33.69 35.03 45.42 43.20 43.48 

4. Grant-in-aid 
received 

 

(a) Share of Taxes 
as recommended 
by the 2nd FC 

4.60 28.73 3.42 0.00 1.14 

(b) Incentive 
Grants 

  0.00 0.00 4.57 

(c) As 
recommended 
by the CFC^ 

0.00 4.15 0.00 26.76 7.40 

(d) For execution of 
Centrally 
Sponsored 
Schemes and 
state Plan 
Schemes 

17.39 21.57 24.76 22.73 33.91 

(e) Others(MP Area 
Development 
Fund +Untied 
fund) 

44.32 10.52 26.39 7.31 9.50 

 Total of 4: 66.31 64.97 54.58 56.80 56.52 
5. GRAND TOTAL 100.00 100.00 100.00 100.00 100.00 
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Table 6A.3 
Average Per Capita Income of Gram Panchayats from different 

sources      
In Rupees                     

Sr. 
No 

Particulars 2001-02 2002-03 2003-04 2004-05 2005-06 

1 Per Capita Tax 
Revenue 

0.61 0.44 0.67 0.39 1.65 
 

2 Per Capita  Non-
Tax Revenue 

72.35 79.61 99.12 102.93 111.07 
 

3. Total Per Capita 
own revenue 

72.76 80.05 99.80 103.32 
 

112.72 

4 Per capita revenue 
from external sources 

143.20 148.46 119.91 135.83 146.53 

5 Total per capita 
revenue 

215.96 228.52 219.71 
 

239.15 259.25 

 
Note:- Figures for the years 2002-2003 to 2005-06 are Calculated with Rural projected 
population. 
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Table 6A.4 
Expenditure of Gram Panchayats  

Source: Information collected from gram panchayats 
+Includes both capital investment and O&M costs 
^Includes amount paid as compensation, contribution to marriage of poor girls etc. 
*Includes maintenance of Hadda Rori, Dharmshala, Shamshan Ghat etc 
 

Table-6A.5 
Own Income as %age share of total expenditure of Panchayats  

2001-02 to 2005-06 
Percentages 

Item  2001-02 2002-03 2003-04 2004-05 2005-06 
Own Income 

as %age 
share to 

Total 
Expenditure   

 

33.42 54.25 44.04 56.07 45.94 

Rs in Crore 
Sr. No Particulars 2001-02 2002-03 2003-04 2004-05 2005-06
1. Establishment Costs 5.86 6.90 8.52 9.61 10.09 
2. Civic Infrastructure+  
(a) Pavement of Streets 112.72 70.62 131.47 112.82 128.23 
(b) Construction of drains 57.61 46.42 63.06 51.25 58.35 
(c) Street Lighting 5.39 3.51 5.64 3.73 6.66 
(d) Water Supply 8.23 6.80 12.17 10.35 8.53 
(e) School Buildings & 

Libraries 
42.98 19.22 19.00 14.33 18.86 

(f) Health & Sanitation 13.49 8.90 34.84 29.48 24.70 
(g) Agriculture 5.74 3.14 5.18 3.50 5.96 
(h) Family Planning 0.42 0.20 0.77 0.42 0.10 
(i) Upliftment of Scheduled 

Castes 
6.82 6.82 10.08 7.57 8.34 

(j) Land Improvement & 
Soil Conservation 

0.82 1.53 1.22 0.94 4.04 

(k) Minor irrigation, Water 
Management & 
Watershed Development 

4.82 0.99 0.42 2.72 2.78 

(l) Animal Husbandry, 
dairying and poultry 

1.31 0.71 0.52 0.24 0.22 

(m) Fisheries  3.76 2.04 1.75 0.81 0.86 
 Total of 2. 264.11 170.91 286.12 238.16 267.63 
3. Welfare activities^ 0.77 0.11  1.82 0.10 
4. Miscellaneous*  79.20 62.00 78.38 57.36 135.07 
5. Indebtedness: received 

loans spent during the 
year  

0.52 0.48 0.50 0.45 1.39 

 GRAND TOTAL 350.46 240.39 373.52 307.40 414.28 
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 Table 6A.6 
Percentage Share of Different Components in Total 

Expenditure of Gram Panchayats 
Percentages 

Sr. 
No 

Particulars 2001-02 2002-03 2003-04 2004-05 2005-06

1. Establishment Costs 1.67 2.87 2.28 3.13 2.44 
2. Civic Infrastructure  
(a) Payment of Streets 32.16 29.38 35.20 36.70 30.95 
(b) Construction of drains 16.44 19.31 16.88 16.67 14.08 
(c) Street Lighting 1.54 1.46 1.51 1.21 1.61 
(d) Water Supply 2.35 2.83 3.26 3.37 2.06 
(e)  School Buildings& 

Libraries 
12.26 8.00 5.09 4.66 4.55 

(f)  Health & Sanitation 3.85 3.70 9.33 9.59 5.96 
(g)  Agriculture 1.64 1.31 1.39 1.14 1.44 
(h)  Family Planning 0.12 0.08 0.20 0.14 0.03 
(i)  Upliftment of 

Scheduled Castes 
1.94 2.84 2.70 2.46 2.01 

(j)  Land Improvement & 
Soil Conservation 

0.23 0.64 0.33 0.30 0.98 

(k)  Minor irrigation, Water 
Management  & 
Watershed 
Development 

1.38 0.41 0.11 0.89 0.67 

(l)  Animal Husbandry, 
dairying and poultry 

0.37 0.29 0.14 0.08 0.05 

(m)  Fisheries 1.07 0.85 0.47 0.26 0.21 

 Total of 2. 75.36 71.10 76.61 77.47 64.60 
3.  Welfare activities: 0.22 0.04 -- 0.59 0.02 
4. Miscellaneous 22.61 25.79 20.98 18.66 32.60 
5. Indebtedness:      
 Loans received 

during the year from 
     

(a) State Govt.      
(b) Other 0.15 0.20 0.13 0.15 0.34 

 Total 0.15 0.20 0.13 0.15 0.34 

 GRAND TOTAL 100.00 100.00 100.00 100.00 100.00 
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Table 6A.7 
Total Staff Strength in Gram Panchayats 

 

Category of Staff Staff strength as on Percentage 
increase 

 1.4.2001 31.3.2006  

Sweeper 6904 8068 16.86 

Chowkidar 1871 1996 6.68 

Pump Operator 125 166 32.80 

Others 832 1497 79.93 

Total 9732 11727 20.50 

Source: Information collected from gram panchayats 
                                                  

Table 6A.8 
Total Own Revenue of Panchayats as Compared with Total 

Expenditure 
                                                       Rs in crore 

 
Particulars 2001-02 2002-03 2003-04 2004-05 2005-06

Total own revenue 117.11 130.40 164.51 172.36 190.30 

Total Expenditure 350.46 240.39 372.52 307.40 414.28 

Own revenue as 
percentage of total 
expenditure  0.33 0.54 0.44 0.56 0.45 

 Source:- Information collected from gram panchayats                                           
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Table 6A.9 
Revenue of Panchayat Samitis 

Rs in crore 
Sr.NoParticulars 2001-02 2002-03 2003-04 2004-05 2005-06 
1. Income from 

Immoveable Properties 
 

(a) Rent of Property: 2.12 2.45 2.16 2.59 2.70 
(b) Sale of Property 3.29 0.14 0.22 0.36 0.31 
(c) Lease Money of Land 0.52 0.70 0.44 1.07 0.62 

(d) Any other  1.17 1.45 1.20 0.66 1.73 
 Total of 1. 7.10 4.74 4.02 4.68 5.36 
2. Local Rate, Taxes & 

Fees:  
(a) License fees, Parchee 

fees & Misc  
0.07 0.23 0.05 0.05  

(b) Interest on saving 0.40 0.03 0.03 0.02 0.01 

(c) Income from crafts 
schools 

0.48 0.40 0.82 0.13 1.25 

(d) Any other  0.57 0.03 0.13 1.21 0.12 
 Total of 2. 1.52 0.69 1.03 1.41 1.38 
3. Income from any 

other source* 
6.42 9.31 9.60 8.78 9.60 

4. Total own 
Resources (1+2+3) 

15.04 14.74 14.65 14.87 16.34 

5. Grants  
(a) In lieu of Profession 

Tax 
0.31 0.31 0.31 0.30 0.30 

(b)  In lieu of Liquor Tax 24.87 41.25 22.00 0.00 74.84 

(c) Ferries (From Zila 
Parishads) 

0.06 0.06 0.03 0.03 0.03 

(d)  Salary of Craft teachers 1.30 1.37 1.20 1.20 1.20 
(e) Sports promotion 0.04 0.04 0.32 0.04 0.13 
(f) Any other  13.22 2.51 4.25 3.78 3.49 
(g) Loans From State Govt. 0.29 0.13 -- 0.26 -- 
 Total of 5. 40.09 45.67 28.11 5.61 79.99 
6. Grand Total 55.13 60.41 42.76 20.48 96.33 

Source: Serial no. 4 collected from Panchayat samities  
   Serial no. 5 collected from Deptt of Rural Development  

 Sr.No- 5 (a,b,c) –Information supplied by deptt of Rural Development & Panchayats 
* Includes share of lease money from Gram Panchayats. 
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Table 6A.10 
Percentage share of different components in total revenue of 

Panchayat Samitis 
                                                                                                  Percentages 

 
Sr.No Particulars 2001-02 2002-03 2003-04 2004-05 2005-06 

1. Income from 
Immoveable 
Properties:

 

(a) Rent of Property: 3.85 4.06 5.05 12.65 2.80 
(b) Sale of Property 5.97 0.23 0.51 1.76 0.32 
(c) Lease Money of Land 0.94 1.16 1.03 5.22 0.64 
(d) Any other  2.12 2.40 2.81 3.22 1.80 
 Total of 1. 12.88 7.85 9.40 22.85 5.56 
2. Local Rate, Taxes 

& Fees:  
(a) License fees, 

Parchee fees & Misc  
0.13 0.38 0.12 0.24 0.00 

(b) Interest on saving 0.73 0.05 0.07 0.10 0.01 

(c) Income from crafts 
schools 

0.87 0.66 1.92 0.64 1.30 

(d) Any other  1.03 0.05 0.30 5.91 0.12 
 Total of 2. 2.76 1.14 2.41 6.88 1.43 
3. Income from any 

other source* 
11.64 15.41 22.45 42.87 9.96 

4. Total own 
Resources (1+2+3) 

27.28 24.40 34.26 72.61 16.96 

5. Grants  
(a) In lieu of Profession 

Tax 
0.50 0.51 0.72 1.46 0.31 

(b)  In lieu of Liquor Tax 45.11 68.28 51.45 0.00 77.69 

(c) Ferries (From Zila 
Parishads) 

0.11 0.10 0.07 0.15 0.03 

(d)  Salary of Craft 
teachers 

2.36 2.27 2.81 5.86 1.25 

(e) Sports promotion 0.07 0.07 0.75 0.19 0.13 
(f) Any other  23.98 4.16 9.94 18.46 3.62 
(g) Loans From State 

Govt. 
0.53 0.21 --- 1.27 -- 

 Total of 5. 72.72 75.60 65.74 27.39 83.04 

6. Grand Total 100.00 100.00 100.00 100.00 100.00 
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Table 6A.11 
Expenditure of Panchayat Samitis 

 Rs in Crore 
Sr. 
No. Particulars 2001-02 2002-03 2003-04 2004-05 2005-06 

1
. 

Establishment 
cost including 
pensions and 
retirement benefits 

37.51 37.07 38.64 48.06 48.90 

2 Contingencies 3.05 3.11 4.87 4.26 4.76 
3 Audit Fee 0.07 0.05 0.24 0.12 0.40 
4
. Legal charges 

0.10 0.06 0.10 0.04 0.11 

5 Sports 0.09 0.10 0.15 0.09 0.02 
6 Contributions to 

Khed Parishad 
0.35 0.39 0.75 0.27 0.52 

7 Others 9.00 1.43 3.10 4.72 3.98 
8
. 

Interest Payments  

(a) Revenue earning 
Schemes 

0.06   0.01  

(b) Others  0.21 0.35 0.12 0.70 0.30 

 Total of 8 0.27 0.35 0.12 0.71 0.30 
9
. 

Repayment of 
Loans 

 

(a) Revenue Earning 
Schemes 

   0.04 0.10  

(b) Others  0.01 0.03 0.71  0.60 

 Total of 9 0.01 0.03 0.75 0.10 0.60 

  Grand Total  (1 to 9) 50.45 42.59 48.72 58.37 59.59 

13. Expenditure on 
establishment as 
%age of total 
revenue 

68.03 61.36 90.36 234.67.67 50.76 

14. Grants received 
from State Govt. 
and transferred to 
Gram Panchayats: 

37.55 27.83 54.52 52.21 59.48 

 
Source :-Information collected from Panchayat Samitis 
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Table 6A.12 
Percentage Share of Different components in Total Expenditure 

of Panchayat Samitis 
                                                                                                          Percentages 

Sr. 
No. Particulars 2001-02 2002-03 2003-04 2004-05 2005-06 

1. Establishment costs 
including retirement 
and pensions 
benefits 

74.35 87.04 79.32 82.34 82.06 

2. Contingencies 6.05 7.30 9.99 7.30 7.99 

3 Audit Fee 0.14 0.12 0.49 0.20 0.68 

4. Legal charges 0.20 0.14 0.21 0.07 0.18 

5. Sports 0.18 0.23 0.31 0.15 0.03 

6. Contributions to 
Khed Parishad 

0.69 0.92 1.54 0.46 0.87 

7. Others  17.84 3.36 6.36 8.09 6.68 

8. Interest Payments  

(a) Revenue earning 
Schemes 

0.12   0.02  

(b) Others  0.41 0.82 0.24 1.20 0.50 

 Total of 8 0.53 0.82 0.24 1.22 0.50 

9. Repayment of Loans  

(a) Revenue Earning 
Schemes 

  0.08 0.17  

(b) Others  0.02 0.07 1.46  1.01 

 Total of 9 0.02 0.07 1.54 0.17 1.01 

12. Total of (1 to9) 100.00 100.00 100.00 100.00 100.00
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Table 6A.13 
Total Staff Strength of Panchayat Samitis 

 
Category of Staff Staff strength as on Percentage 

increase 
 1.4.2001 31.3.2006  

Superintendent 139 143 2.88 

PO 147 123 -16.33 

Panchayat Secy. 2397 2671 11.43 

Craft Teacher 127 89 -29.92 

Accountant 27 15 -44.44 

Clerk 270 266 - 1.48 

Patwari 39 27 - 30.77 

Tax Collector 39 35 - 10.26 

Peon/ Chowkidar 390 355 - 8.97 

Driver 15 12 -20.00 

Sweeper 58 54 - 6.90 

Any Other 15 27 80.00 

Total 3663 3817 4.20 
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Table 6A.14 
Total Revenue of Zila Parishads 

                                                                                                Rs. in crore 
Sr. 
No. Particulars 2001-02 2002-03 2003-04 2004-05 2005-06

1. Local Rate, Taxes, 
Fees: 

     

(a) Local Rate  0.09 0.16 0.10 0.11 0.09 
(b) Taxes      
(c) Fees/ fines etc. 0.87 0.47 1.17 0.43 0.55 
 Total of 1 0.96 0.63 1.27 0.54 0.64 
2. Income from 

immovable properties
     

(a) Rent of property 1.60 2.32 2.13 2.05 2.07 
(b) Sale of property 0.22 0.20 0.22 0.21 0.18 
(c) Lease money of land 0.02 0.01 0.01 0.15 0.01 
(d) Other/Income from 

machinery, Interest 
income from saving 
&loans 

1.13 1.62 1.71 1.53 1.79 

 Total of 2 2.96 4.15 4.07 3.94 4.06 
3. Income from:      
(a) Cattle Fair  Negligible Negligible Negligible Negligible Negligible

(b) Ferries 0.02 0.02 0.01 Negligible Negligible

(c) Other 0.07 0.06  0.17 0.09 
 Total of 3 0.09 0.08 0.01 0.17 0.09 
4. Total Own 

Revenue (1+2+3) 
4.01 4.86 5.35 4.65 4.79 

5. Grants      
(a) Grant in lieu of 

liquor tax 
0.13 8.75 5.00 -- 12.41 

(b) Other 1.24 4.74 0.91 0.88 1.45 

 Total of 5. 1.37 13.49 5.91 0.88 13.86 

6.  Loans from Bank 
and Financial 
Institution 

0.01 1.32 1.44 0.37 0.01 

7. Grand Total 
(4+5+6) 5.39 19.67 12.70 5.90 18.66 

Source: Information for serial no 4, 6 collected from Zila Parishads, serial no 5, 
collected from Department of Rural Development & Panchayats. 
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Table 6A.15 
Percentage share of different components in Total Revenue of 

Zila Parishads 
Percentages 

Sr. 
No Particulars 2001-02 2002-03 2003-04 2004-05 2005-06 

1. Local Rate, Taxes, 
Fees: 

     

(a) Local Rate 1.67 0.81 0.79 1.86 0.48 
(b) Taxes      
(c) Fees/ fines etc. 16.14 2.39 9.21 7.29 2.95 
 Total of 1 17.81 3.20 10.00 9.15 3.43 
2. Income from 

Moveable/ 
immovable 
properties 

     

(a) Rent of property 29.68 11.79 16.77 34.75 11.09 
(b) Sale of property 4.08 1.02 1.73 3.56 0.96 
(c) Lease money of 

land 
0.37 0.05 0.08 2.54 0.05 

(d) Other/Income 
from machinery, 
Interest income 
from saving 
&loans 

20.96 8.23 13.46 25.93 9.59 

 Total of 2 54.92 21.10 32.05 66.78 21.76 
3. Income from:      
(a) Cattle Fair       
(b) Ferries 0.37 0.10 0.08   
(c) Other 1.30 0.30  2.88 0.48 
 Total of 3 1.67 0.41 0.08 2.88 0.48 
4. Total Own 

Revenue (1+2+3) 
74.40 24.71 42.13 78.81 25.68 

5. Grants      
(a) Grant in lieu of 

liquor tax 
2.41 44.48 39.37 0.00 65.51 

(b) Other 23.01 24.10 7.16 14.91 7.77 
 Total of 5 25.42 68.58 46.53 14.91 74.28 
6. Loans from 

Bank and 
Financial 
Institution 

0.18 6.71 11.34 6.27 0.05 

7. Grand Total 
(4+5+6) 

100.00 100.00 100.00 100.00 100.00 
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Table 6A.16 
Expenditure of Zila Parishads 

              Rs. in. Crore 
Sr.No Particulars 2001-02 2002-03 2003-04 2004-05 2005-06
1. Establishment costs 

including retirement 
and pension benefits 

7.96 7.93 8.10 9.49 8.30 

2. Office Expenses  
(a) Vehicle (running cost) 0.02 0.01 0.09 0.03 0.03 
 (i) Petrol/Diesel 0.07 0.09 0.20 0.17 0.26 
 ii) Repairs 0.10 0.01 0.05 0.06 0.12 
(b) Furniture & Fittings Negligible 0.27 0.75 0.38 0.61 
(c) Misc. 0.31 0.42 0.33 0.35 0.49 
 Total of 2. 0.52 0.82 1.42 0.99 1.51 
3. Development Works 

(Current Expenditure)
 

(a) Social Forestry Negligible 0.03 0.01   
(b) Bridge& Roads 

(Repair/Maintenance) 
     

(c) School buildings 
(Repair/Maintenance) 

Negligible     

(d) Vet. Hospitals/ 
Dispensaries buildings 
(Repair/Maintenance) 

0.07 0.01 0.04  Negligible

(e) Other 0.72 1.31 16.26 5.16 1.64 
 Total of 3 0.79 1.35 16.34 5.16 1.64 
4. Interest Payment  0.02 Negligible 0.06  
5. Khed Parishad 

Contributions 
     

6. Sports/ Tournaments      
7. Any other current 

expenditure 
0.04 0.12 0.03 0.06 0.08 

8. Total Current 
Expenditure (1 to7) 

9.31 10.22 24.47 15.64 11.53 

9. 
Capital Expenditure  

(a) Building construction 0.82 0.19 0.11 0.69 0.93 
(b) Roads & Bridges 

(Construction) 
     

(c) Purchase vehicles 0.18  0.17 0.22  
(d) Repayment of loans 0.15 Negligible 0.16 Negligible Negligible
(e) Any other Capital 

Expenditure 
     

 Total of 9. 1.15 0.19 0.44 0.91 0.93 
 Total Expenditure (8+9) 10.46 10.41 24.91 16.55 12.46 

Source:-Information collected from Zila Parishads 
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Table 6A.17 
Total Staff Strength of Zila Parishads 

 
Category of Staff Staff strength as on Percentage 

increase 
 1.4.2001 31.3.2006  

Secretary Zila 
Parishads  

16 15 -6.25 

Superintendent 23 17 -26.09 

Senior Assistant 26 18 -30.77 

Clerk 66 55 -16.07 

Stenographer +Typist 14 14 -- 

Vet Pharmacist 98 77 -21.43 

Vaccinators 17 7 -58.84 

Health Staff 25 17 -32.00 

Drivers 24 22 -8.33 

Road Rakshak 77 61 -20.78 

Class IV 286 264 -7.69 

Total 672 567 -15.62 
 

 
Table 6A.18 

Total  Income of Panchayati Raj Institutions for the years 2001-
02 to 2005-06 

Rs in Crore 
 

Item 2001-02 2002-03 2003-04 2004-05 2005-06 
Gram 
panchayat 

347.62 372.24 362.18 398.95 437.67 

Panchayat 
Samiti 

55.14 60.41 42.76 20.48 96.33 

Zila 
Parishads  

5.39 19.67 12.70 5.90 18.66 

Total 408.15 452.32 417.64 425.33 552.66 
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Table 6A.19 

Income of Panchayati Raj Institutions from Own Sources and 
Grants 2001-02 to 2005-06 

Rs in Crore 
 

Item 2001-02 2002-03 2003-04 2004-05 2005-06 
A) Income 
from own 
resources 

     

i) Gram 
Panchayat 

117.11 130.40 164.51 172.36 190.30 

ii) Panchayat 
Samities 

15.04 
 

14.74 14.65 14.87 16.34 

iii) Zila 
Parishads  

4.01 
 

4.86 5.35 4.65 4.79 

Total of A 136.16 150.00 184.51 191.88 211.43 
B) Grants      
i) Gram 
Panchayat 

230.51 241.84 197.67 226.59 247.37 

ii) Panchayat 
Samities 

40.10 45.67 28.11 5.61 79.99 

iii) Zila 
Parishads  

1.37 13.49 5.91 0.88 
 

13.86 

Total of B 271.98 301.00 231.69 233.08 341.22 
Grand Total 
(A+B) 

408.14 451.00 416.20 424.96 552.65 

 
Table 6A.20 

Expenditure of Panchayati Raj Institutions 
2001-02 to 2005-06 

Rs in Crore 

Item 2001-02 2002-03 2003-04 2004-05 2005-06 

Gram 
panchayat 

350.46 240.39 373.52 307.40 414.28 

Panchayat 
Samiti 

50.45 42.59 48.72 58.37 59.59 

Zila 
Parishads  

10.46 10.41 24.91 16.55 12.46 

Total 411.37 293.39 447.15 382.32 486.33 



Table 6A.21 
Year wise Funds Due and Released to PRIs 2001-02 to 2005-06 

(Share of State taxes, Excise Duty, Central Finance Commission Grants, Incentive Grants) 
 

Rs in crore 
 
 

Funds Due 
 

Funds Released 

Year/ 
Item 

Share 
of 

State 
Taxes 

Share of 
Excise 
Duty & 
Auction 
money 

Grants of 
11th 

CFC  & 
12th CFC 

Incentive 
Grants 

Total Share 
of 

State 
Tax 

Share of 
Excise 
Duty & 
Auction 
money 

Grants 
of  11th 

CFC  & 
12th 
CFC 

Incentive 
Grants 

Total 

2001-02 94.22 49.64 30.93 -- 174.79 15.98 25.00 -- -- 40.98 

2002-03 147.58 54.22 30.93 -- 232.73 106.96 50.00 15.46 -- 172.42 

2003-04 159.56 59.00 30.93 20.00 269.49 12.40 27.00 -- -- 39.40 

2004-05 179.99 60.53 30.93 20.00 271.45 
 

-- -- 106.74 -- 106.74 

2005-06 ^ 223.05 63.40 64.80 20.00 371.25 5.00 87.25 32.40 20.00 144.65 

Total 804.40 286.79 188.52 60.00 1339.71 140.34 189.25 154.60 20.00 504.19 
Source- Deptt of Rural Development & Panchayats. 
^ Year 2005-06 relates to 12th CFC. 
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Table   7 E 
Cost of providing identified civic infrastructure and its O&M in Urban areas- 2007-2017 

Rs Crore 
Description 2006-07 2007-08 2008-09 2009-10 2010-11 Sub-

Total 
2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 Sub 

Total
G T 

Water 
supply 

250 117    367       0 367 

Sewerage 
System 

130 130 130 130 130 650 130 130 130 148   538 1188 

S T P   100 100 100 100 400 125 100 100 120   445 845 
Storm 
Water 
Drainage 

 70 70 70 70 280 80 70 70 70 13  303 583 

Solid 
Waste 

 100 100 70 70 340 42      42 382 

Price 
Escalation 
@ 5% pa 

 26 41 58 80 205 104 102 122 161 7  496 701 

Total 380 543 441 428 450 2242 481 402 422 499 20  1824 4066 
O&M of 
proposed 
infrastructure
including 
Price 
Escalation @
7.5% pa 

0 54 92 117 145 408 178 211 250 294 337 374 1644 2052 

G T 380 597 533 545 595 2650 659 613 672 793 357 374 3468 6118 
Source:-  Information supplied by PSCST. 
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Table   7 F 
Cost of providing identified civic infrastructure and its O&M in Panchayati Raj Institutions   

2007-2017 
                                                                                                                                                                     Rs in Crore 

Description 2006-07 2007-08 2008-09 2009-10 2010-11 Sub-
Total 

2011-12 2012-13 2013-14 2014-15 2015-16 2016-17 Sub 
Total 

G T 

Water supply 192* 265 189 154 171 971 147      147 1118 
Sewerage 
System and 
STP 

225** 405 405 405 405 1845 405 630 630 630 630 727 3652 5497 

Storm Water 
Drainage 

 17 17 17 17 68 15      15 83 

Solid Waste 
Disposal 

 25 25 25 25 100 25 25 25 25 25 20 145 245 

Price 
Escalation @ 
5% per 
annum 

 36 65 95 133 329 164 223 267 313 361 470 1798 2127 

Total 417 748 701 696 751 3313 756 878 922 968 1016 1217 5757 9070 
O&M of 
proposed 
infrastructure 
including 
Price 
Escalation @ 
7.5% pa 

0 29 72 124 190 415 263 351 433 526 629 752 2954 3369 

Total 417 777 773 820 941 3728 1019 1229 1355 1494 1645 1969 8711 12439 

   Source:-  Information supplied by PSCST. 
  * This amount has been released by NABARD 
         ** This amount has been released under World Bank projects. 
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