Third State Finance Commission

Annexure - 16
- Government Order regarding implementation of Second SFC

ecommendations issued by Finance Department, GOK (G.0.No.FD

338 Exp-9/2006, Dated:29.06.20086)

Sub: Devolution of funids. to Urbm Local Bodiés and
Fanchavath Raj Institutions on the recdmmendations
of the Second State Finance Coramission.

Read: 1. G.Q.No FD 09 ZPA 94. dsted 31.3.97,

——e

Preamble:

I. The Second State Finance Commission (SSFC) was set'up on 25% October
2000. The final report was prosented during Doc 2002/Yan 2003, The Teuns of
reference of the Commussion weres:

(3) Determination of the Principles Govmung the distribution of the
proceeds between ULBs and PRI's.

(b) Measures needed to improve the financial position of!heZPs, TV's,
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(¢) Examining and sugpesting the best utilization of expenditire of lhm
badies.

(d) Detailed analysis of repayment of loam and advances extended, by
Government from tire to time making suitable recmmendations for
repayment of Goveruuent dues and the possibility of adjusting these
dues against future devolution by Govermment to thess bodies,

2; Sununary of Recommcndaﬁons:

(a) The Second Siate Finance Comumission (SSFC) recomunends.
continuation of the system based on devolution NLGORR. out of the
NLGORR of the Stats Government, and net ahmng from the sclected
taxes,

(b) To suike a balance in ensuring tequirement of f;mds of local bodics
and the State Goverraent, the 2™ State Finance Commission fas
adopted a ~Balartced Finance Aflocation Approach”,

(©) Quantum of Devolution: As against 36% NLGORR recommended by
the Ist State Fmance (,onunmsmn, as the share of the PRI's and
ULB’s. the 2™ State Finance Commissicn recominends this share to be
increased to 10% of NLGORR of the State Government.

The following are the indicators and weightages.

While retaining the two indicatos viz., Population and Area. the Second
State Finance Conunission hag formu!srcd ar Index of Backivardness




consisting of Miteracy Rate, Prdpo:ﬁon of Scheduled Caste & Scheduld
Tube Population and Population per tied in Governinent Hospitals (5.36).

i) Regariing weightage, second Stats Finarcs Comruission has agsigned a

highter weightage ta Index of Backwandiess by increasing it to 40.percent.
This is to enable backward areas to ‘get thew due share in the allacation of

State revenues, The Second -State ‘Finance. Commission” has assigned a
weightage of 30 percent each to Populdtion and Area (5.37 & 5.38)

i) Considering (ie influcese of three ~indicifors of backwardaess of

educational. social and economic aypects of the socicty, the Secoud State
Fimance Comivission. has assigned  weightage te the indicators of
backwardness as follows: (5.53). @

Indicators ¢ Backwaidness Welghtage

1. Illiteracy ratu 15 porcentage

3. SC & ST Poputation 15 percentage

3 Persons porhospital bed - . L0 percentage
Total weightage for {ndex.of backwardness. 40 percentage

fivj [he Seccad State Finance Coramission alsg exarined whether population.

below poverty liné and per-capita income could, be used as indivacrs. Du:
to limitations. of availability of data for a divide bétveen rural and urban.

dhese two indicatocs could not be used (547 & 5.48)

(v) The weigntages assigned to each of the inglicators for the divide betiveen
Panchayat Rat Instititions and Urban Local Bodics is-as follows.

Cyieris for PRis | Welghts Criterin for ULBs Weights
Proportion 0f119.81%  [Proportion of .urban | 10.19%
tural population ____| population ‘

Proportion of | 20.33% | Propottion  of - urban §0.67°
el gea ‘ (L gl
Proportion of | 11.75% Proportion  of Utban {3.25
Rural SCIST SC/ST population

population __1

Proportion of | 12.03% Proportion of wban {2.97%
rural illiterates Mlitevates _ }
Ratio - of rural § 7.50% Ratio of Urban | 2.50%
population  per population per hospital

hospital bed bed _
Total weight [ 80.42% | Total welght 19.58%
Rounded off to | 80% Rounded off to’ 20% .
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g8) As against-theidllocation of 30.60 percent to Panchavat Raj Tostitutions

and . 5.40: percont to Urban . Lecal. Bodxcﬁ out of NLGORR as
reconumended by the First Staty Finance Conmumission, the Second State
Finance Commission reconmends that 32 percent (Le. 80 percent of 40
percent of NLGORR) showld go to Panchayat Raj Tostitutions and 8
percent (i.c. 20 percent of 40 percent of WEGORR) should go to Urban
LOcal Bodies out of NLGORK. This propﬂmon is after taking into-
consideration the percentage incredse in urban- population; needs of
‘new areas brought under Urban LOcal Bpdies and the. msponszbﬂhaa
they have for new demands dhch as solid  waste mansgemerit (6.18
&6.19)

b) As fur as Grama Pam:havats are concemed s fixed dmount is being

released as uniicd funds' each -year. The same approach should be
continued. Therofore, the application .of indicators and. weiatuages is
not resoited to in respect of Grama Panchayats. The State should
provide a uniforme rate of block grants with an meremental increase
every vear. In the first yoar, the al}ocaunn should be Re.3.50 lakhs per

Grama Panclayat and in the stibsqgucm Tour years it should be increascd

at the rate of Rs.25, 000 (Rupees twenty five thousand)- per Cirama
Panchayat per year (6.38, 6. 39 & 6.40)

¢) "The inter-s¢ allocation amiong the Urbm Locat Badies has been worked
out on the basis of indicators and weightages viz.,” Population (67 -

pcrwnt wezghmge:) illiteracy rate 33 percentage weightage). There is
no justification to  distribute the funds based on saldry: rcqu:muems
and it should be done away with and individual Urban Local Bo
shomd by made responsible to meet the salaty of thcu' emple;sws
d:rect responsibility. (6.52)

d) In ordcr to [facilitate developizg a oompmhenswe database,

cmnpqtenzanon development of softvare required for Urban Local
Bodies! training, preparation of draft documents pertaining to conteacts,
agrcamcnts tendgrs, manuzils,x \fﬁmdlqa ‘and surveys efc.. the Second
State}- Finance .Comimission . rccamniend; that a ~Comwnon Puspose
Fund' should be created tq serve. 3 il the Urban Local Bodies, A sum of
Rupcus ﬁvc me\, should be set apart ‘sach vear out of the total sharg of

the Urban Lical Bodies as per dgvolution yecomunopded by the <;czmnd'

State Finanée’ Cowmmission (6.46,4.47 & 4.68)

¢) The Second State . Finance Comrmssron is not in favour of wmmguoff

of any part of the dues with' a idew to ensuring financial responsibility
on the pan of the Urban Local ‘Bodies, The allocation recomrmended by
the. Second State, Finance /Comunissiori will resuli in significant
‘tmprovement in the financial position of Urban Local Bodies, in
addition to capital value based taxation systera due for unplamentauon
by Urbanl Local Bodies. The Sec cond Stale Finance. Commission

recommends that as an incentive for rogular repavment of loan
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wstailments, the Siate Government should give: the interest pait of the
loan installments duz as subsidy.  This should be outside the

devolution recommended for Urban Locat Bodies. The subsidy towards
interest should’ be given only {o-those Institutions who make regular
fepaymeat of loan installments. The LIC and *HUDCO loan
installments may also be paid by Government by adjusting the samé
from the devolution of funds to individual Urban. Local Bodics in

respect of those who are not paying :'nsmﬂincms'reg@ll@dy. (7.9 & 1.10)

f) Incentive scheme is desigied to encourage Grama Parichayats to
maximizo their ‘revenus mobilization, A, amouqt, of Rs. 10 crore

. shiould be carmarked during each vear for the incéntivisation scheme to
Grama Panchayats. The incentive fund may. be, increused: after two
years if fe Stats Government finds that this scherms has had the desired
impact on the porformance of Grarma Panchayats, Inéentive fund should

not be diverted for any other ‘purpose, Incentive fund should be.

 allocated among all the districts in proportion to the aumber of Grama
Pauchayats in‘cach district, Arount under the incentive furid should be
released divectly to Zilla: Panchyats. For: Urban Local Bodies, an
Incentive scheme should be forpulated by the Governmient, on similar
lines as recommended by flic %econd State Finance Commission for
Grama Panchayats, after two years of implementation of the sapital
value based taxation svstera (9.20),

Views of RDPR and Urban Development Department were faken on Recorom

endations of Second State Finance Commission. After oxamining the' same in detail
Government is pleased to order as follows:~ -

GOVERNMENT ORDER NO. FD) 338 12xp-972006, DATE D 29.406-2006,

Governiment ace pleased {o order the fo!iowi'nés

1) Instead of using NLGORR as basis for davolution. Non-Loan Net Own

Revenue Receipis (NLNORR) ie. NL.GORR et of non-plan cost of
vevenue collections, and cesses should be :ised as a basis for devolution,

2) As PRI share in case SSFC recommendavions are accepled is likelv to be
" lower than the curreat develution, the fonmulation proposed by  SSEFC js-
restrigged to the ULB share only, Here too, 20% share should be achieved
in a graduated fashion stating fromi 2005-045 financial year a5 was the
decision on the first SFC's wecommendation.

(UlDsare . T¥] O3 Iy TR
L% of NLNORR __ [600% |6.3% | 7.0t | 7.5% [8.00

3) The PRIz will wontinue 16-ieeeive untied: developmental grants at current
levels subject to prompt to clearance of user charges levied by public
utiliies. As the cuent levels of ‘grants are much higher than that
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installtvents, the State Government should give the interes
loan installments due as  subsidy. This should be
devolution recommended for Urban Local Bodies. The
interest should.be given only to- those Institutions W
repayment of Joan instaliments. The LIC and * HU
installments may also be paid by Govertiirient by ad
from the devolution of funds to individual Utban. Local
respect of those who are not paying instalinents tegularty, (7,
f) Incentive scheme is designed to encourage Grama Panichiay:
maximize their revenue miobilization  Ad . amount, ‘of :
shiould be carmtarked during each vear for thie incéntivisatior
Grama Panchavats, The incentive fund may. be, increased

vears if fhe Stato Government finds that this scheme has d th
impact on the performance of Grama Panchayats. [nentive fund
not be diverted for any other ‘purpose, Incentivé fund shoul
allocated among all the districts in proportion to the: aumber of G
Panchavats in"cach district. Amount ynder the incentive furid
released dicectly to Zilla- Panchyats. For' Utban Logal Bod
Incentive schewme should be forpulated by the Government, on similar
lines as vecommended by thic Second State Finance Commisgion for
- Grama Panchayats, dfter two-years of implementation of the Sapital
valus based taxation svstera (9,20). -

Views of RDPR and Urban Development Department were faken on Recomm -
endations of Second State Fitance Comumission. After examining the' same in detail
Govermment is pleased to order as follows:- - : ;

- GOVERNMENT ORDER NO. FD_338 2972006 DATED 29,06-2006,
* Governinent are pleased fo order.fhe followi ng:-

1) Instead of using NLGORR as basis for devolution. Non-Loan Net Own
Revenue Receipts (NLNORR) ie. NL.GURR het of noneplan cost of
revenue collections, and cesses should be :ised as 2 basis for devolution,

lower than the curreat develution, the fonnulation proposed by SSEC is

restrigted to the ULB sharc only. Here too, 20% share should be achieved

in a graduated fashion starting fromi 2005-04 financial vear as was the
decision on the first SFC’s recommendation.

2} As PRI share in case SSFC recommendarions are accepted i likel¥ to be

[ Olbshare™ = 191 Ty Tym e

{20 of NLNORR " 16.00% 16.3% | 7.04% | 7:5% | 8.0% |

3) The PRI's will continue fo-ieceive untied  developmental granis at current
levels subject to prompt to  clearance of user charges levied by public
utilities; As the current fevels of grants are mwch higher than . that
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recommended by the SSFC, no increases would be made for the SSFC
period and any -incentivisation would. have to be [fashioned within the
‘extsting tevel of grants, :

1) Urban Developraent Department vide its G.O. No.UDD 121 SFC 2005,
dated 12.4.2006 has indicated  formula for inter-s¢ allocation of untied.
funds among ULB's. thesame would bo used for inter-se allocation of

untied funds.

By vvder and i the name of
Govemnor of Kamataka

e L ";lf‘;‘n’.\‘=/\-i"»&£.-:#
(V.VENKATESHA MURTHY.
Under Secretary,
Financé Depactment (Exp.3&5).

To: :
The Accountant Ceneral, Kamataka; Bangaloie,
The Commissionc, Bangator¢ Nahanagara Palike, Bangalore.
The Disector, Municipal Administration, Bapgalore,
The Director o Treasuries, Bangalors, ;
The Coraprroller. State Accounts Depariment, Bangalore,
The Deputy Commissioner*s of all Districts,
The District Treasucy Officers.of 2lt Distriots,
The Commissioner’s of MahanagaraPalike, Hubli-Dharwad, Mysore,
Mangalore. Gulburga, Belgaum and Bellary. '
9. The Conmnissioner’s of All CMC's.
10:The Chief Officur’s ~ all TMC/TPS.
'11. The Principal Secretary te Hon'bla Clisf Minister,
12, The Principal Secretazy to the Govt, ROPR,
13, The Private Sceretury to Chief Secretary ,
14, The Private Secretary to Principal Sectetary; Finance Départment, _
15, The Private Sccretary to Principal Seerelary, Utban Developme t Department
16. The Private Secretary to Secretary (exp) Financs Department. i
17. The Puivate Secretary to Secretary, Urban Development Dopartment
18, The P.A to Deputy Secvetary (B&R) Fiiumw'Dcpartmént
19. The A to Dv.Seoretary -1, Finance Department
' 20. Cabinet Section. No.C.$9:2006.
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