
CHAPTER:VI 

Municipalities Attained Self-Sufficieucy: Some case studies 

6.1: Introduction 

Urban area is the engine which accelerates economic growth of urban local bodies as well 

as the country. It is a natural phenomenon that the cities contribute about 60 percent to the GOP 

of the country. The old concept was that the respective state and central government will flow 

fund and ULBs make expenses in revenue areas and in capital investment areas .At presen,t this 

concept has become gradually useless as the government (state and central) declares that all the 

ULBs operating in the country should become self sufficient in finance .Government will no 

longer eager to provide fund to these bodies for their day to day activities. Thus, it is high time to 

take more action regarding mobilisation of fund from various sources. It may be sources from tax 

and non-tax revenue. Dependency of government grant has to be minimised gradually by taking 

good revenue enhancement policy. The revenue enhance may be in different ways such as i) 

proper Asset management. ii) expenditure Management i.e avoiding of unnecessary 

expenditure.iii) Revenue enhancement in other wards imposing new taxes or increasing of fees 

and user charges. 

6.2: Case studies 

Case study research excels at bringing us to an understanding of a complex issue or object and 

can extend experience or add strength to what is already known through previous research. Case 

studies emphasize detailed contextual analysis of a limited number of events or conditions and 

their relationships. Critics of the case study method believe that the study of a small number of 

cases can offer no grounds for establishing reliability or generality of findings. Others feel that 

the intense exposure to study of the case biases the findings. Some release case study research as 

useful only as an exploratory tool. Here three ULBs have been chosen- two from India and one 

from abroad which have showed their excellence in generating more revenue applying non

conventional method. Case study -1 shows that how Tamil Nadu generates more fund from 

capital market by the issue of bond. Case study-2 shows that how Bangalore Mahanagar Palika 

uses the self assessment method for collecting more revenue from property taxes. Case study-3 

shows that how Tanzania increases its revenue by reforming in ULBs. 
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.6.3: Case study-1 

Tamil Nadu-India 

Water and sanitation pooled fund 

Tamil Nadu urban development department fund is the pioneer for pool finance structure in the 

country . Tamil Nadu first issues the "water and sanitation pooled fund" to facilitate small and 

medium towns' and cities' for the domestic capital market. A Water and Sanitation Pooled Fund 

(WSPF) was set up as a pure debt fund. WSPF acts as a bond bank with a reserve fund coming 

from the state government. Funds are raised by bond issue.s and disbursed as sub-loans to the 

participating municipalities. An asset management company named Tamil Nadu Urban 

Development Infrastructure Financial Ltd. consisting of 51 percent share owned by private 

investors and 49 percent by the state government, manages the trust. The ULBs who participate 

in that bond issue for raising fund require maintaining a balance equivalent to their one-year debt 

service payments in short term fixed deposits of AAA-rated corporate or highly liquid 

investments, such as government se.curities or treasury bills. It is assured to the bond holders that 

the local authorities' bank account will be enough equivalent to one-year principal and interest 

payable 90 days prior to the due date of debt servicing. Apart from this, a separate Debt Service 

Reserve Fund (DSRF) has been established and maintained by the state government in the form 

of low risk, short term fixed deposits. The amount of the DSRF will be equivalent to 1.6 times 

the principal and interest payments due to bondholders. In case of default of ULBs the DSRF 

will be forwarded for servicing the bondholders. Through a government order, state government 

will restock the DSRF, if necessary, by intercepting state disbursement of transfer of funds to the 

municipalities. Few Indian financial institutions declaring by ensuring the bond holder up to 50 

percent of their principal and interest are guaranteed by them. While up to 50 percent of these 

payments are guaranteed by USAID's (United ·state Agency for International Development) 

Development Credit Authority. Indian credit rating agencies and financial institutions look it as a 

strong area for investment as 50 percent is guaranteed by financial institutions and other 50 

percent is guaranteed by renowned US organisation. The above arrangements were given the 

opportilnity to ULBs successfully completed the water and sanitation project with the help of 

"Tamil Nadu Urban Development Fund". The borrowers (twelve municipalities) get to refinance 

higher-cost outstanding loans. 
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6.4:Case study-2 

The Bangalore Mahanagar Palika-India 

Property Tax Reform 

Year after year the Banglore Mahanagar Palika was following the Karnataka Municipal 

Corporation Act (1976) for assessment and valuation of property based on the Annual Ratable 

Value. The ARV of a property is .the gross annual rent at which the building or land may 

reasonably be expected to let from month to month or from year to year. As there were no 

standard guidelines to arrive at the annual rental value of properties, official discretion, citizen's 

dissatisfaction and revenue leakage were common in the assessment. It is said that this system 

neither helped the citizens nor the Corporation. Added to this, there was no general revision of 

property tax since 1972 despite the legal provision to conduct revision every five years. All this 

contributed for very low yield from the property tax. The BMP had adopted the self-assessment 

scheme in 2000 even before it was introduced in other ULBs in the state. But, the self

assessment was not a mandatory provision like the other ULBs. Further, self-assessment returns 

were called-for only once. Thereafter, the taxpayers are paying the tax and obtaining receipts 

similar to older method. The officials in the BMP opine that there is no need for filing returns 

every year as it only adds to paper work. At the same time, it was resolved to conduct a general 

revision of property tax, which was due for a long time. Main features of the restructuring of 

property tax assessment are zoning and classification of buildings. The entire city was divided 

into six zones based on the valuations done by the surveys of its revenue department. The cost of 

construction at the current market rate was taken into consideration for classification of 

properties. In order to facilitate the taxpayers, the BMP had prepared a handbook incorporating 

the main features of the new scheme and the method of assessing their properties in simple 

terms. 

The methodology for this purpose was prescribed by BMP. 

Zoning: The City is divided into six zones, that is, A to F. 

Basis of Assessment: The basis for assessment is built-up area the unit being per sq. foot per 

month. Unit rates are fixed based on the zone with reference to category of the building, use of 

the property and occupation that is, tenanted or owner occupied. 

Building Classification: The properties are categorized as below: 

Residential: 
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- RCC/Madras Terrace with more than Rs.250/- per sq.ft; 

- RCC/Madras in the range ofRs.l50-250/- per sq.ft; 

- RCC/Madras with less than Rs. 150/- per sq.ft; 

-Tiled with less than Rs.l50/- per sq.ft.; and 

-Thatched house/hut estimated to be ofRs.40/- per sq ft. value. 

Non-Residential- Group A 

- Commercial complexes, offices, banks, shops, etc. 

- Hotels, pubs, restaurants, lodging homes, etc. 

- Clinics, polyclinics, diagnostic centers, laboratories, etc. 

- Sports c.entres, gyms, etc. 

- Student hostels, educational institutions, etc. 

- Other non-residential uses not covered in above categories. 

Non-Residential- Group B 

- Star hotels. 

- Cinema theaters- again sub-classified into four categories based on quality of construction and 

facilities like AC. 

- Kalyana Mantapams, Community Halls, etc. Kalyana Mantapams are again sub-classified into 

five more categories based on the charges. 

- Industrial buildings 

* Large scale 

* Medium scale 

* Small scale 

* Tiny industry. 

-Non-Government Hospitals and Nursing Homes- sub-categorized based on year of construction 

and bed strength. 

Method of Calculation of Tax: 

Total built-up area X monthly rates 

= Monthly ratable values 

= Monthly ratable values X 1 0 

= Annual ratable value. 
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Vacant Land Tax: Wherever the owner leave the land three times than its build-up area then 

those vacant area tax will be 30 percent of the rate of build-up area. 

Rebate: Unit rates for owner occupied properties are fixed at 50% less than the rented properties 

both, in respect of residential and non-residential properties. 

Depreciation: Depending on the life of the buildings. 

The rates range between 

5 years building-! 0% 

I 0 years buildings-IS% 

Increase in rate of depreciation @ 5 percent for every 5 years up to 55 years. 

More than 55 years old building-70% 

Rate of Tax: 

Residential use building-20 percent 

Non-residential building-25 percent 

On property tax included, 34% cess' 

Byfarcation of cess percentage are: 

Educations cess I 0% 

Health cess 15% 

Beggary cess 3% and 

Library cess 6%. 

Impact of the Property Tax Reform 

Introduction of the self-assessment scheme of property tax based on built-up area was whole

heartedly accepted by the tax payer. The BMPs introduced this scheme as optional besides the 

present system to see that it could affect the revenue base or not. Now, the BMPs have been 

introduce the new SAS (statistical analysis system) based on capital value from 2006-07 as 

contemplated in the Municipal Corporations Act. Besides this introduction of GIS system, 

property tax assessment get a mileage .the new properties are identified in all the wards and they 

are now assessed through the help of technological advancement. In the process, the total number 

of assessments increased from 5.38 lacs in 2003-04 to 5.8 lacs in 2004-05 and to 6.09 lacs by 

2005-6 and the latest figure shows that the BMsP have 6.25 lac Properties, which were brought 

into tax net. During the last three years, over 87,000 new properties are brought under the tax 

net. The property tax in respect of the commercial buildings has been increased by 20 percent 

116 



with effect from 01-04-2006 to increase revenue from commercial properties. All these steps 

have 

an effect on the revenue yield from property. The increase was almost one hundred crore during 

the five-year period of reform that is, 2001-02 to 2005-06. 

6.5: Case study-3 

ULBs of Tanzania-East Africa 

Enhancement of Local government revenue through capacity building 

Tanzania's current population of 39 million is projected to reach almost 6 million by 2025.The 

country's economic growth has averaged 6 percent in the period of 2000 to 2006, with growth 

projections of 6-7 percent for 2007 and 2008.A quarter of the Tanzania's total population live in 

the urban areas. Over the year the ULBs of Tanzania was facing a serious problem for declining 

of own sources of revenue. To cope with the situation the local government reform programme 

(LGRP) in Tanzania was started in the year 2000 with the help of World Bank funding and find 

that this ·programme contributed to positive change in local authorities' provision of. basic 

services to the public, enhanced capacity for financial management and revenue enhancement, 

improved governance, including accountability .and responsiveness of the local government. The 

main components of the programme were as under. 

• Control - launched community awareness and participation programme, placed in front of 

people the principles of democracy, Responsibility and accountable of government. 

• Reformation - effectiveness of ULBs in delivering quality and quantity of services (soft and 

hard) in a sustainable mode. 

• Funding- Revenue enhancements through available resources with their effective use. 

• Utilisation of Human resource - proper management of human resources to get optimum 

return. 

• Legal - establishing an enabling legislation to support the effective implementation of local 

government reforms. 

• Assigning Programme and its effective management - to success the reform effective and 

efficient management system has been applied. 

The World Bank's Local Government Support Program is supporting the ongoing LGRP (local 

government reform proramme) in Dares Salaam. 
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• Further strengthening fiscal decentralisation, improve accountability in the use of local 

government resources, and improve management of intergovernmental transfers. 

• Increasing access to infrastructure and services in unplanned and under-served areas of Dar es 

Salaam and to improve revenue performance for sustainable operations and maintenance. 

It is evident from the study that in between 2001-2002 to 2005-2006 the increase in property tax 

reached more than 36 percent1 

6.6: Overall Conclusions 

It is a common thinking for most of the policy makers to mobilize more resources tax rate should 

be increased, new tax to be imposed, user charges to be hiked but few instances have been given 

here whom without using the common method are able to mobilize resources. The ULBs of 

Tamil Nadu was facing serious financial stress not only to provide infrastructural facilities also 

to providing basic services also. The "Tamil Nadu State Development Fund" comes forward with 

other national and international organisations to give relief the ULBs from overdue loan from 

various organisations by issuing bond. 

Bangalore Mahanagar Palika have been taken initiative to mobilise resources from property taxes 

and in this regards applied new system.of valuation i.e self assessment system instead of annual 

rental value by dividing the total ULB area in different zones. This system was applied as a pilot 

project. It results that within a year there is 7.80 percent increase in property tax. During 2003-

2004 to 2005-2006, over 87,000 new properties are brought under the tax net. Holding tax on 

commercial building was increased by 20 percent. Revenue increments were reached almost one 

hundred · crore during the five-year period of reform that is, 2001-02 to 2005-06.New 

development project was successfully made. 

Tanzania, the East African country applied totally new concept for revenue enhancement of their 

ULBs. It shows that capacity building may be a way for revenue enhancement. Tanjania started 

first to aware the habitat about property tax and its implications. ULBs have been utilized the 

human resource by applying proper management system for getting hundred percent return. 

Proper utilization was made in available resources and accountability in the use of local 

government resources was made.· Besides this, privatization in revenue collection through 

outsourcing gets a mileage in revenue enhancement. 
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