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CHAI'TER |

INTRODUCTION

1.1.- This ie the report of the first ever State Finance Commission conatituted in
Himachal Pradesh to deliberate on the finances of the Panchayati Raj institutions and
Urban Local bodies. It came to be estahlished pursuant to the 73rd and 74th amendments
to the Constitution of India aimed at democratic decentralisation by providing for the local
government systems through the Panchayati Raj hodies at Gram Panchayat, Panchayal
Samili and Zila Parishad levels in the rural context; and Nagar Panchayat, Municipal
Council and Municipal Cerporation in the ¢ontext of Urban Local Self-government. 'I'liese

W ap egislauon
in the Himachal Pradesh Panchayati Raj Act, the Municipal Corporation Act and the
Municipal Commitiees/ Nagar Panchayate Acts of Himachal Pradesh providing {or
administration of Panchayati Raj and Urban Local hodies by the elected set up at various
levels.

1.2, The State Finance Commission in Himachal Pradesh was constituted vide
H.P.Government Notification No. Fin-C-A(3}-4/94 dated the 23:d April, 1994 3¢ required
under Article 348(3) of the Constitution of India. The text of the notification constituting
the State Finance Commission is reproc]uccd below:-

"In exercise of the powers conferred Ly Section 98(1) of the 1limachal Pradesh
Panchayati Raj Act, 1994, (Act No. 4 of 1994) read with Articles 243.1 and 243.Y
of the Constitution of India, the Governor of Himachal Pradesh is p]easecl to
constitute H.P. State Finance Commiesion to review the financial position of the
Panchayats and Municipalitics and appoint the rollowing‘ persons as its Chairman
and Members with immediate effect on the terms and conditions Lo be notified later

on-

1. Shri 8.K.Chauhan .. Chairman
2. Shri B.S.Chauhan .. Member
3. Shri D.K.Sharma .. Member Sccrelary

2. The Commission shall make recommendations to the Government as to :-
{A) the principles which should govern-
n the distribution between the State and  the
i’anc}ldyalsfMlmicipa]iﬁes of the net proccccls of taxes, duties and fees

leviable ]’)_v the State which may be divided between them and the
allocation hetween Panc]’myats/'Mmlicipalilies at all levels of their

1
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respective shares of such proceerls;

1) the determination of the taxes, duties, tolls and fees which may be
auaig‘ned to, or appropriatccl by the Panchayats and Munjcipa]ilies;

111) the grants-in-aic] to the Panc}myatsfMunicipalities from the
Consalidated fund of the State;

(B) the measures needed to improve the [inancial position of the Panchayats/
Municipalil:ies;

(C) any other matter referred to the H.P.State Finance Commigsion by the

LT ER—.

Government in the interests of sound finances of the Pancl'nayats and
Municipalities.

3. The Commission shall devise its own proceclure and may appoint such A(lvisers,
institutional consultants as it may consider necessary, It may call for such
information and take such evidence as it may consider necessary.

4. The Commission shall make its recommendations as soon as feasible. It may
cnn-ider, if necessary, sending reports on any of the matters as and when the
recommendations are finalised."

1.3.  Shri 8.K.Chauhan served as the full time chairman of the Commission with effect
from 23.4.1994 to 30.11.1995, his date of superannuation. Shri Sagar Chand Nayar
assumed the office of the Chairman of the Commission with effect from 2nd December,
1995 and continued as such upto 2nd April, 1996 6l he resigned from the office of the
Chairman. Shri Sagar Chand Nayar was reappointed ag Chairman of the Commission on
7th June, 1996 and continued as such till the end of the tenure of the Commission. Shri
B.S. Chauhan served as a part-time member with effcct {rom the date of constitution of
the Commission till 20th August, 1995, Shri Avay Shukla was appointed part-time
member with effect from 20th August, 1995 and continued as such till the tenure of the
commisgion came to an end. Shri D.K.Sharma held the office of Mémber Secretary of the
Commission all through the tenure of the Commission.

1.4.  Going by the terms of reference of the State Finance Commission, il was expected
of the Commission that it would go into the current state of finances of the Panchayati Raj
and Urban Local Self-government tiers; would analyse the {inandial requirements of these
bodies in the context of the amendments to the Constitution of India and performance of
the slatutoriiy aamgnecl functions Ly these bodies; make recommendations concerning the
devolution of resources to these bodics to perform such functions; and recommend ways
and means towards ntrengt]-nenjng the linancial position of these local government
institutions. Since Articles 243G 2nd 243W of the amendments clearly state that in so {ar
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as the delegation and performance of the functions listed in the Eleventh Schedule and the
Twelfth Schedule }Jy the PRIs and Urhan Laocal Bodies, respeclively, was concerned, the
State Government may, l)y law or an executive orc]er, assign any of the functions listed in
the respective Schedules to these hodies, the function of the Commission was limited to
primaril_v laok into the non—p]an mm-deve]opmental liabilities of these rural and urban
{orms uf local government. This provision, ipso facto, meant that as and when the State
Government decides to assign the Aeve]opmenta] responsi})iiilies, this would be
accompaniecl IJ_V appropriate financial and other dc]cgalion. Hence the focus of the stu&y
lyy the Commission was devoted towards assessing the non-plan financial liabilities of the

Panchayati Raj and Urban Local Bodies.

1.5.  Apart from the earlier demacratic decentralisation attempted in some States of the

S ommission had fic earlier prcccc'lenl available which could be used as
Mhistorical perspective to asgsist it in performing the assigned functions.

1.6.  The H.P. State Finance Commission held its fizst meeting on 2nd May, 1994. The
meeting was attended by Shri S.K.Chauhan, Chairman of the Commission , Shri
B.S.Chauhan, Member and Shri D.K.Sharma, Member Secretary.

1.7. To l:»egin with, the Commission apprised itsell about the provisions of the 73rd
amendment of the Constitution of India and the relevant provisions of the amended HP
Panchayati Raj Act regarding the functions and responsibilities thesc provisions enjoin
upon the Commission. Similarly, the Commission took stock of the provisions of the
municipal acts towards setting up the proccclurc of functit‘ming of the Commission. Tt was
decided to (levelop questionnaires to be mailed to the Pannhayati Raj and urban local bodies
to collect basic data rclaling‘ to these bodies alungwitl'l the data on the revenue receipts and
revenue expenditurc. The Commission also invited views of the general public l)y nnli{yin;
the terms of reference in various newspapers.

1.8 The Commission had its second meeting on 22nd October, 1995 and this meeting
Wl o
i in the |

KETL iF

took stock of the progress made vis-a-vie the decisions irst meeling and the

system of expnditing the collection of basic information.

1.9, Since Shri Avay Shukla joine(l the Commission as its new member, the
Commission held its third meeting on 22nd October, 1995 and took stock of the progress.
Aparl from the review of the data cn]lecled, gaps and melhm]()lng‘y to expel:litc the data
gatlncring Process, the Commission approved the draft appr()acl’l framed l:)y the Member
Secretary with reggard 1o the assesement of the revenues and expenditures of the ULBs and
the PRIs. 1t also approved the chapterisation scheme.

1.10, Aflter assomption of office by Shri Sagar Chand Nayar as Chairman of the
Commissio 1, t!w Commission held an imprmnptu mccting to review t]’w Status o[ wnrll
In all, the Commission had seven formal meetings.

1.11.  The Commission had several meetings internally and also held meetings with the
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Secretary {Local Sell Government) with regard to delegated functions to the urban local
bodies. The Commission held a separate meeting with the Secretaries to the State
Government including the Additional Secretary {Panchayati Raj} in the context of the
delegated {unctions to the Panchayati Raj Institutiens on 17th August, 1996. This was
followed by a meeting of the Commission to make up its mind on the questicn of transfer
ol resources Lo these bodies for performance of the delegated functions. The Commission
would like to underline the constraints that it had to cope with in the course of ite work.
The responses from the various umts of local government were glow in coming . Sin'lilar]y,
the responses {rom the Secretarics and Heads of the Departments in the State Government
were aldo slow in coming ]’)asicauy because of the fact that the (lelcgaticm order for the
Panchayati Raj Institutions was under consideration with the Cabinet Sub-Committee. The
moment this delegation was finalised, the Commission immediately convened a meeting of
all the concerned Secretaries and finalised its views on the matter. The data received from

the PRIs and Urhan local bodies wae highly iriconsistent-and need d enormous effort for

homogenizing and turning it into useable mass. The Commission also found that the
systems of accounting at all levels were non-uniform and needed a certain minimum level
of uniformity.

112, The Commission would like to place on record the hard work done hy Shri
Sandeep Bhatnagar, Under Secretary of the Commission and Mrs. Neeta Gautam,
Rescarch Officer in compilation and analys'is of the heterogenous data received from
various quarlers. The supporting stall of the Commission also came up to the expectations.






CHAPTER 11
GENERAL FRAMEWORK AND APPROACH

2.1, The Commission's approach has been largely guided by the fact that the
newly elected bodies of local governance should not enl:irely lock forward to a
situation where their financial needs will be entirely met l)y devolution of resources
from the State or Central Governments. The Commission was also guided by the
fact that the State Government itsell was facing a budgetary deficit problem. Hence
the Commission had the difficult task of finding a balance where scarce available
resources and the emerging re!ponui]:ilities at different levels of government could
be g‘ain.fu.“y shared at the same time while the imperatives of decentralisation and

delegation were also not lost sight of.

2.2 The award period covered by the recommendations of the first ever State
Finance Commission will be the fiscal years from 1996-97 to 2000-01. This period,
at the national and State levels, will witness significant cl'\anges in the economic
#cenario, the fiscal lederalisn and the overall question of responsi])ility sharing. The
mandate of the Commission originates [rom the Constitution of India and therefore,
the Commission has to perform the judicious function of division of resources based
on the responsibilities enjoined upon the local government system helow the State
level. The Commission had to ensure that while de]iberaling upon the sensitive issue
of resource sharing, it did not lose the overall perspective of difficult situation of
Btate finances and yet managed to strike a balance for performance of the statutorily
assigned hunctions as also vhe ones delegated by the State Government, In the whole
design, the Commission would kike to emphasize the need for equity, efficiency and
owning the relponnl'nlxty at all levels which could anly be realised if available limited
financial resources were put to most productive use and such investments could lead
to generation of resources for further growth,

23 The national econumy had a surplus on the revenue account up to 1981.832,
Then onwards, the revenue deficits have heen increasing till recently when the macro
economic adjustmenl of the national economy forced the Government to have a hard
look at the vawning deficits and caused certain correctives to he tlwught of and
enforced. As for Himachal Pradesh, the situation of budgetary deficits became
difficult after the fiscal year 1980.90 when the award of the Ninth Finance
Commission was put into operation. The State Gavernment has, since then, all
along been raising the problem with the Central Governunent and has also suggested
some steps for improving the situation in accordance with the recommendations of
the Rangarajan Committee which was appointed by the National Development
Council to look into the financial difficulties of the Special Category States and
suggest durable solutions in this behall. The implications are that the whofe

5
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question of financial devolution at the sub-State level should become an exercise in
assigning greater responsibility for raising resources on the one hand, and also
ensuring that whatever resources hecame available t]-u-oug]a efforts at Jocal level and
through the scheme of devolution to be suggested by the Commiesion, were used in
the most cost elfective manner and maximising the benefits, on the other.The
Commisgion, in the course of its worlz, realised that the upl!eep and maintenance
of aseets created in the past deserved greater attention. The situation of maintenance
of assets at the level of local bodies was more precarions since these bodies all along
looked {orward to grants from the State rather than assumning responsibility for this
purpose and also think of levying appropriate user charges. The Commission,
therefore, felt that while it would be necensary to make special provisions for

ing inventory of physical assets and also for maintenance of aseets at the local
level, a bulk of such resources should he generated at the local level by intreduction
of appropriate user charges or institutionalisation of the community mtthl‘nip and

participation.

2.4 One. of the important components of the approach was the question of
estimating the existing revenue receipts and revenue expenditure of the PRIs and
the ULBa. Data sent by these bodies suffered from serious inconsistencies, mainly
of classificatory nature, where it was difficult to sift what constituted their own
revenue receipts and what comprised the object epecific grants from the State
Government er the Central Government.

2.5. The Commission carefully considered the Statutory functions assigned to
the Panchayati Raj Bodies as enshrined in Sections 11, 81 and 92 of the Himachal
Pradesh Panchayati Raj Act, 1994 for Gram Panchayats, Panchayat Samitis and
Zila Parishads, respectively in the process of firming up the approach. Similarly, the
ollligatory functions of the Municipal Corporation as laid down under Section 43
and the delegated functions under Section 42 of the Himachal Pradesh Municipal
Carparation Act, 1994 and delegated functions for the Municipalities under Section
48 of the Himachal Pradesh Municipal Act, 1994 were also comiclere_d and
assimilated {or the purpose of determining the approach. The Commission took note
of the fact that the requisite delegations in respect of the urban local bodies, i.c. the
Municipal Corporation and the Municipalities were notified by the - State
Government through notifications issued in August, 1994, Some important
functions assigned alsc involved sizeable resource transfers and administrative
control of the stafl of various Government Departments which wag not
uperaliunalise(l. The Commission understande that thie situation resulted ]argely
from the fact that elected hodies came into existence only in December, 1995, The
Commission also took note of the fact that even t]'mugll the deleg'al:inn had been
, a vast majority of the urban local bodies were not in a position to undertake
the responsﬂ:ilities and effectively carry out the same for lack of appropriate
administrative support on the one ]'Lanc], and lack of resources, on the other.



3.1.  'The Commission had to access a very large number of units [or collection
of basic dats. The Commission had to collect data separale]y for the three tiers of
the Panchayati Raj system and the three distinet and mutually exclusive levels of the
srhan loval government system. There are 2922 Gram Panchayats, 72 Panchayat
Samitis and 12 Zila Parishads in Himachal Pradesh under the PRI structure. On
the other hand, there is one Municipal Corporation, 19 Municipal Councils and 29
Nagar szc}xayats under the urban local governmenl glructure.

3,2. The Commission devised separate proformae for coliection of bhasic data from
these bocies. Since the Commission did not have enough staff, it decided to resort
to the methodology of mailed questionnaires for collsction of basic information. In
addition, the Commission also invited views ol the general pu]:)].ic' on the terma and
conditious of the Commission by sending advertisements in all the regional and
selected 1.ational level newspapers. Comprehensive questionuaires were devised for
being circulated to the prominent citizens for cliciting their views on various issues
concerning the areas o reference of the Commission.

3.3. Besides the mailed questionnaires, the Commission also resorted to
meetings at a selective level. Mcetings were held at formal level with the Mayor of
the Shisrla Municipal Corporation, Panchayat Samiti at Theog, Panchayat Pradhans
of pancllayats around Shimla and at informal level with Pancllayat Pradhans in
some districts,

3.4. Due to constraints of time and phyaical resources, the Commission

decided to depend on the memaranda submitted by the Department of Urban Local

Bodies, Department of Panchayati Raj and the M'.mw:‘tml Corporation, Shimla, in
oo far as the raising of the demands on behalf of various bodies wae concerned.
Morcaver, formal meetings with various clected represenialives could (mly become
fruitlud after the issue of notifications by the Government of Himachal Pradesh
clearly defining the functions delegated to these bodies at different levels.

3.5.  After the issue of notification on delegation of functions Lo the three - tier
Panchayati Raj system by the State Government, the Commission decided to have
a detailed dialogue with the Secretaries to the Government of Himachal Pradesh
towards a better apprediation of the imposts of the delegation. Similarly, a meeting
was decided to be held with the Secretary (Utban development) for re-ascertaining
the position of delegated fumctions for which a notification had been issued as back

?
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on would like {o p]ace on record the cooperation it
llle State Government in its a}mve aneavour.

as mid-1994, The Commissi

received [rom the officers of




Keeping in view the general [rameworl-‘t and approac}l, the Commission

decided to atlopt the fol]owing approac}l in assessing the revenues and cxpenrliturc
of the paxlc}\ayati Raj lnstitutions :-

a) In the case of PRIs, it was found that these hodies had very limited sources

of revenues at their own level. In many cases, such of the laxes/ieﬁes/ccsses

were not I}eing levied as were in their purview. Also, it wae found that the
1§ '

ratesvaried from place to place and there was no uniformity in determining

the rates. It was also realised that the gross accruals were not indicative ol
any trends. Given these factors, the Commission decided that it would
ARRUME 2 growlh rate of 7.5 per cent per annum in the case of revenue
receipis - comprising of a real gruwlh rate of 2.5 per cent and an inflation
neutralisation of 5 per cent. A real growth rate of 2.5 per cent was assumed
keeping in mind the fact that the conventional areas ol resource generation
were Popu]ati(m or household based and not lirtked 1o cconomic activity.

b) As for the revenue cxpen(‘iture, the Commission would like to advise
against any increases in the levels of committed mm—plan revenuc
expendihxre resulting from expansion of staff. Accordingly it was decided to
adop& a real growth rate of 5 per cent over the base year a](mg with the
inflation neutrakisation number implying a growth rate of 10 per cent for the
forecast pcriot]. The Commiasion took note of the fact that disbursement of
the salaries to the Pam:]myat Chowkidars and Panc}tayat Secretaries and the
honorarium to the Pradhans and Up-Pradhans were the commiticd
cxpenrliture items for the Gram Panchayats. Similar committed expendilum
on payment of honorasium to the elected chairpersons of the Panchayat
Samitis and Zila Parishads also had to be taken into cognizance. As {or the
Panchayat Samitis, the existing Block level Staff should continue to be
sufficient for the time being and the financial liabilities thereon would
continue to be met in the ongoing manner except the fact that the
administrative control was a matter to be separately considered. For the Zila
Parishads, the Commission noted the fact that these bodies did not exist
prior to 1995, As such, it would he necessary to prnviclc for some nucleus
atafl to service the office of the Chairman. The Cammission took note of the
fact that the State Government had already decided to provide the office of
the Chairpersons of Zila Parishads with a stafl component of four, namely,
a stenographer cLm persunal assistant, a driver, a cler}.l and a peon. With the
asgumption of a minimum component of Staff and concomitant expemliiurc

S
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{or the first year of the {orecast periocl, the 10 per cent grnwtl-x assumption
would suffice to meet the commitied expenditure. The Commission, based
on the data iupp}ied l)y the PRIs, understood that these bodies were not
performing the maintenance function in respect of the assets falling in their
purview. The charter of statutory functions called for some provisions to be
made {or this important ubjective. This would also be guided by the decisions
of the State Government to aesign upecific maintenance functions to these
bodies at different levels. The provisions {or maintenance of assets would be
large]y gui(le(.] l)y the notification issued IJy the State Government in ]uly,
1996. Tn addition o these, the Commission considered it necessary to make
provision for one time grants for l]u_i]dinﬁs of the Zila Parishads.

) Certain taxes and levies cun-ently administered by the State Government
deserve comsideration to he enh'rely asaigne& to the panclmyaﬁ Raj Bodies for
a varicry of reasons. These include the land revenue, Abiana or water rates
for irrigation, cess on sale of l.iquc!r, school l:mlldmg fund etc. The reasons for
assignment include eare of administration at the PRI level and cost
effectiveniess and aleo the fact that such an assignment would lead to making
these tiers of local gdovernment more responsive to the needs of maintenance
of certain assets on the one hand, and give some financial autonomy tn them,
on the other. The question of assignment would, however, he finally
determined after an overall assessment of resource situation.

d) On the question of deficit mitigation, the Commission was of the opinjon
that in the current scenario, this could be best achieved ]Jy gap f:]]mg grants
rather than a scheme of tax sharing. Ancther factor supporting this approach
of the Commission is that certain areas of revenue generation have also

considered to be assignerl to thege bodies which would give them a certain

dcgrcc of dynamism in raising revenues.

e} Given the above scenaric, the Commission aleo seriously considered the
question of a revenue surp!us situation to be prcvicle(i for the PRIs. In its
opinion, e revenue surp]us situation would become a disincentive at the level
of these bodies far raising refources. The Commiesion, t]'terefore, decided
that it would be appropriate not to provi&e {or a revenue lu.rpius situation
and the grants should only be limited to the level of deficit mitigation.

§) The Commission roted that all the areas of revenue generation by the
Gram Panchayats were largely regulated by the State Government. Thus,
while {inaliving the approach, it was agreed that assuming revision in rates
of taxation or imposition of new tazes would not be realistic,

& For all projections, the Commission would use the data for the peri(xi
1489.90 to 1993-94. The data on receipts and ctpen&iture would then be
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reduced to a per capita basis. This statistic would be used to forecast the
receipts and expenditure by treating the average ftgure as the hase year Iig‘urc
and grnwlh rates would be applie(l as indicated ai)ove, in addition to the
population growth rate of 1.8 per cent per annum.
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5.0, As in the case of Panchayait Raj Inetitutions, the Commiresion decided to
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adopt as realistic an approac-}-a in assessment of receipts and expen
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collect the same. However, on the anadogs of the severser loc Piis,
Commission-decided to assirae 10 per ceni growth rate in the own revenes
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inflation neutralisation. A i:iglxer rate of g‘rmvi!x in real terme a= c‘nmpa‘xre’j el
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the faster rates of urhanisation and second = gene:auy l-u’.g'imr feval of incomn
elasticity.

L) On the revenue expenditure side, the Commission decided 1o assume 4
growth rate of 10 per cent in respect of the commiited salary and wages
expendiiure for all wrban local bodies for the forecast periocl. As for the
maintenangce expendilure for the capital agsets in the territorial jurimlici:ion
of these bodies, clcspile repeat.erl afforts, the Commiesion could not get firem
data either from the urban local bodies or from the various line &epartmenta
which were incurring expen&iture on maintenance of such assets. The
Commission had nc aptien except accepting the available data on assets as
well as the levels of expenditurc and project it for the forecast period l)y
L 1 §

N .,
providing a 10 per cent mark w t

up on the Das
o) The Commission tock note of the fact that many of the newly established
elected municipalities did not Lave any staf support even to perform the
basic functiona. k also noted that grants in lien of octroi were also
administered to only about half of these bodies and the rest were largely
dependeni upon the granis feom the State Government event for meeting the
ataf{ liability. The Commisaion, therefore, decided to recommend a minimum
level of financial suppert clepenc!ing upon the size of the already sanctioned

12,
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staff u'u-engﬂ-j for each municipa} ?otxly and provic!e for e):pen&itu:e on such
stafl. Having due regard to ihe overall {inancial scenaric of the Siate
Dovernment, the Commission would ceution againet ataff expansion in the

wrban local bodies at diflerent levels. These bodies, as the tme goes i)y, coutd
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CHAPTER Vi

AN__ANALYSIS OF THE EXISTING FINANCIAL RESOURCES,
EXPENDITURE _AND _FUNCTIONAL PERFOERMANCE _OF _THE
PANCHAYATI RA] BODIES

6.1. Panchayati Raj system has been in existence in Himachal Pradesh in a
stztutory form since 1961, There used to he two tiera in the Panchayati Raj system
in Himachal Pradesh - the Gram Panchayats and the Panchayat Samitis. Pursuant
1o the 73¢d amendment to the Constitution of India and the succeeding ieg‘islatjc-ﬁ
for amending the Himachal Pradech Panchayati Raj Act which was carried through
in 1994, the State of Himachal Pradesh has established a three tier Panchayati Raj,
aystem. Elections to all the three Hers have been held in 1095.96. Ae of new, there
are 4, 5 5 AT and 12 751a paﬁa}laxls

e

6.2 As has been ordaizied through the amendment to the Constitution: of India,
the PRIs have a very important zole to piay in the derocratic functioning. Theae
bodies are alse expected to articulzte the deveiopmena.a] needs of the spatial
lﬁerarc}\y at their own level and also be partners in the process of framing the
development plans and to implement the same within their capal')ilities. Before all
this is put into effect, it would be of some interest to luck at the exieting status of

these bodies.

A.. GRAM PANCHAYATS :

6.3. In response to the mailed questionnaire sent to the Panchayats, the
Commission received responses from 270 Gram Panchayats spread all over the
State. Thia constituted a little over 9 per cent of the total number of Panchayats in
the State . Average number of villages per Panchayat in the eample Panchayats
comes to 8, whereas the range is 2 to 17 villagee. ‘The average number of households
per Panchayat comes to 370 whereas the range is 101 to 822 households. Average
population per Panchayat is 1863 according to the 1991 census as against the
population of 1630 according to the 1981 census. The compound growth rate of
population for the sample comes to 1.34 per cent, which iz lower than the overall
State growth rate of about 1.9 per cent. The Commiesion also attempted to collect
data on the caste-wise distribution of the population in thig sample. The scheduled
castes accoumt for 25.29 per cent, the scheduled tribes 6.44 per cent and the other
backward classes another 7.64 per cent. This implied that nearly twofifth of the
rural population in the State belongs to these groups in the sample Panchayats.

0.4. The financial position of the Panchayati Raj institutions in the State has
genera“y remained poor. The Gram Panchayats are today in no position to even
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meet the nominal committed expenditure they are supposed to meet. Hirtorically,
10 far these bodies have more or less enl:irely clepemle(l upon the grants from the
State Government, of which an overwhelmingly large portion is object tied. It alsa
emerges that these bodies c[espile lmving been in existence for over three decades,
have not made any.serious effort to raise resources to the full potential in the
context of existing areas of resource raising or explore newer areas for raiving
resources.

6.5. In the old set up, among the Panchayati.Raj bodies, the Gram Panchayata
only had the power to levy taxes and fees, Other higher tiers had no such powers and
depended entirely on the grants from the State Government. The situation after the
Constitutional amendment has not been altered. The new Panchayati Raj Act also
gives financial powers to raise resources only to the Gram Panchayats. Sections 99

to 118 of the said act deal with these powers.

6.6. The data collected from the 270 Panchayats on resources and expenditure has
Leen Analyied and the results are as follows:-

1. The main taxes from which Panchayata raise resources include house tax,
i
property tax, local rate and land revenue.

2. The fees being levied by the Panchayats include the judicial fee, certificate
fee, marriage [ee, fee on timber distribution ﬁg}llﬁ, ration card fee and the
cattle fee.

3. Non-tax receipts inchude itema like rent, interest, proceeds from auctions,
fees from fairs and feslivals, minor forest produce and myally on minor
mimerals.

4, Pu.rpoie lpecific and genera] purpose grants from the State Government
or the Central Government.

6.7. The average annual receipts of a Panchayat baged on the abave sample come
to Rs. 33,800. These comprise of Rs. 1,896 of taxes, Re. 1,369 of receipts by way
of fees, Rs. 3,850 of non-tax receipts and Rs. 26,745 as grants. Thus, grants
constitute about 80 per cent of the revenue receipls of the Gram Pancl'tayati.

6.8.  On the expenditure side, it has been found out that average expenditure of
a Panchayat comes to Re. 35,308. This camprises of two components - the fixed
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expenditure en honorarium to Pradhans, Up-Pradhans and Chowkidars; and the
variable expenditure on dgv‘clopmental wm'lm, maintenance of assets and other
expenditure. The fixed expenditure has been ansessed at Rs. 2,330 and the variable
expenditure at Rs. 33,038. The fixed expenditure was met by budgetary tranefers
for diehursing the honorarium to the Panchayat Pradhans and the Up-Pradhans.

6.9. 'The five year data for 1989-90 to 1993-94 on receipts and expenditure
explained above shows that the receipis have grown at a rate of about 34.65 per cent
per aniium whereas the expen&itu:e grew l)y 16.94 per cent per annum.

6.10. The question of deficit mitigation will be scparately dealt with at a later stage
after talzing into account the responsil)ililies assignecl to these bodies by the State

Government. However, it would he of academic interest to look at the data which
has been collected with regard to the question of pcrfonmng the obligatory functions
by the Gram Panchayats. Such functions have been enshrined in Schedule T to
Section 11(1) of the act. It emerged from the memorandum received from the
Department of Panchayati Raj and the information collected from the Gram
Panchayats that the Gram Panc}layals find themselves incapa]!le of Jischarging the
o])ligatory functions on account of the poor financial health. It, therefore, emerges
that the financial position of the Gram Panchayats will need to be improved towards
enabling them to perform these statutory functions. The Commission would,
however, underline that the resources for this olyjecl would have to be orgam'se(l l'ny
the Panchayats in a sell sustaining manner aver the long term perspective.To begin
with, certain support from the State Government would scem inescapable.

6.11. Schedule I to Section 11(2) contains the details of the responnibilities which
could devolve to these bodies. As mentioned earlier, the State Government through
its notification of 31st July, 1996 has assigned certain functions to the three tier

Panchayati Raj system. As regards the requirement of resources for meeting thesc
obligations, this would be dealt with in the subsequent chapters.

6.12. Let us now come to the possible arcas of resource raising by the PRIs. As
mentioned in the earlier part of the report, it is on]y the Gram Panchayats which
have been given powers to raise resources. The Commission went into the
pouibilities which could be direct taxation, indirect taxation, miscellanecus capﬂ,a]
receipts and other receipts based on the suggestions received from the Gram
Panchayats. Direct taxes could include profession tas, property tax, tax on
construction of house and commercial establishments and taxes on fruit and
vegebl:le contractors. These areas have not been exploitefl I)y the Panc]’llyata so far
and the Commissiom feels that a beginming should be made. Indirect taxation could
include levies on minar forest produce, toll tax, service tax and taxes on horticultural
produce and wool etc. As for the miscellaneous capital receipts, the Panchayats have
luggeated royalty on minor minerals, tases on vehicles carrying stones and sand,

charges for night stay of buses in the arca, charges from the forwaﬂ]ing companies,






















































































































































