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ACTION TAKEN REPORT ON THE FIRST PART
OF THE REPORT OF THE SECOND STATE FINANCE COMMISSION.

Recommendation No.2:

~ Devolution of Funds:
—~Recommendation No.2(1)

"Government may devolve to the LSGIs, Plan funds (excluding State Sponsored
Schemes) not less than one-third the annual size of the State Plan as fixed by the Planning
Commission. This Fund is to be used by LSGIs for planning and implementing locally relevant
projects. The sectoral ceilings, if any, within this grant may be fixed by Government from
time to time"

- Action Taken:

The State Government has decided that the question of transferring one
third of the State’s plan funds to LSGIs may be deferred for further examination.
Nevertheless the State Government has been making substantial allocations . For
example, out of the State plan outlay for the current year (2004-05) of Rs.4800
crore (including loan from the ADB), an amount of Rs.1350 crore has been
provided in the Budget for devolving among LSGIs as Plan Grant. This is one of
the highest percentages for any state.

Recommendation No.2(2)

"Five and a half percent of the annual own tax revenue of the State Government may
be devolved to the LSGIs as Grant-in-aid for maintenance of assets under the control of the
LSGIs including the transferred assets. This percentage may be determined on the figures
certified by the Accountant General, which normally relates to the financial year two years
before the Budget year. All expenses related to running of institutions except wages, supply
of medicines to health institutions, educational concessions / scholarships to studénts, supply
of books, equipments and consumables to schools and conducting noon-feeding in schools,

" shall be borne by the LSGIs. This should include payment of rents,‘ repair of equipment
including vehicles, and meeting of telephone charges and vehicle operating expenses."

Action Taken:

This recommendation has been accepted by Government. From 1-4-2004
separate provision has been made in the Budget towards maintenance grant. For
2004-05, the provision is Rs.273.66 crore for Panchayats and Rs.52.13 crore for
Municipalities and Corporations. : nee 4
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Recommendation No. 2(3)

"Three and a half percent of the own tax revenue of the State Government based on
the figures certified by the Accountant General could be devolved to LSGIs as General
Purpose Grant, in lieu of assigned taxes, shared taxes and various statutory and non-
statutory grants-in-aid, both specific purpose and general purpose. This grant-in-aid would
subsume under it Basic Tax Grant, Surcharge on Stamp Duty, Vehicle Tax Compensation, '
Rural Pool Grants, the specific purpose and general purpose grants to Urban Local Bodies
and all other non-plan grants-in-aid devolved to LSGIs from the Local Self Government
Department." '

Action Taken:

The recommendation has already been accepted by the Government. From
1-4-2004 separate provision has been made in the Budget towards General
Purpose Grant. For 2004-05 the provision is Rs.174.15 crore for Panchayats and
Rs.31.17 crore for Municipalities and Corporations.

Recommendation No.3

“The Eleventh Finange Commission grants to LSGIs should be passed down as such,
over and above the grants suggested above."
Action Taken:

The recommendation has been accepted with the modification that the
grant due for LSGIs may be devolved as part of plan grant but shown separately
for each LSGI.

Recommendation No.4(a)

Plan Grant-in-Aid:

" The existing devolution formula as well as the distribution formula may continue.
However up to ten percent of the non-SCP/TSP Funds may be distributed as an incentive for
increased own revenue mobilization by the Village Panchayats and the Urban Local Bodies.
The actual percentage to be distributed as incentive grant-in-aid should be the same as the
percentage of Village Panchayats and Urban Local Bodies showing an increase in own
revenue. And this amount could be shared as per the formula given below:

Qi=ri.Pi/Zri.Pi \

8i — share for LSGI i

ri — percentage increase in jts revenue -
Pi — Population of the LSGI i



The date of effect of the incentive system may be indicated to LSGIs well in
advance."
Action Taken:

The recommendation has been accepted. This will be reflected in the 2005-
06 allocation to LSGIs.

Recommendation No.4(b)

Maintenance Grant: ‘ _
"The maintenance grants should be based on the current cost of replacement”

~ and the initial norms (which has to be updated periodically) may.be as follows:

i) Maintenance of buildings constructed before 1-4-1967 - 3% of capital cost.

ii) Maintenance of buildings constructed after 1-4-1967 - 2% of capital cost

iii) Current construction cost - Rs.400/- per Sq.ft.

iv) Frequency of resurfacing of black-top/WBM Roads - Once in five years.

v) Annual repair expenditure of Blacktop roads - Rs.25,000/- per K.M.

vi) Annual repair expenditure of WBM roads - Rs.23,000/-per K.M.

vii) Annual repair expenditure of Unsurfaced roads — Rs.2000 per K.M

viii) Cost of re-surfacing black-top roads (3.8 Metre width) - Rs.1.65 lakhs per K.M..

ix) Cost of resurfacing WBM roads (3.8 Metre width) - Rs.1.84 lakhs per K.M."
Action Taken: '

Recommendation bés been accepted.
Recommendation No.6:
"The distribution of the maintenance grant could be as follows:

1. On the basis of a price index work out what Rs.140 crores at 2000-
2001 prices would amount to for the year for which the provision is
being made. The deflator for the construction sector can be utilized
for this purpose.

A One-seventh of this amount may be kept aside for the District and
Block Panchayats and divided between them in the ratio 19 : 1. The
share of the Block Panchayat should be divided equally among them.
As regards District Panchayats, half the share should be divided
according to the ratio of distribution of the transferred village roads
and other district roads and the other half based on norms for repair
of non-road assets in their control (other than those created after

- 1995). :

h Seven-eighth of thé, share of the Village Panchayaté and
Municipalities is to be distributed among the Village Panchayats,
Municipalities and Corporations in the same ratio as VTC is currently

<
L3



divided; one-eighth of the share of the Village Panchayats and
Municipalities should be distributed according to the maintenance
needs of non-road assets, own and transferred (other than those
created after 1995) - as determined by norms.

4, The division formula mentioned above needs to be corrected by a
. series of iterations.

D The remaining portion of the maintenance grant i. e. the excess over
Rs.140 crores at 2000-01 prices may be distributed exactly in the
same manner as Plan Grant-in-aid."

Action Taken:
Recommendation fias been accepted.

Recommendation Ng.6(c )
General Purpose Grant:

"The Government may determine as a.one-time exercise, the share of District
Panchayats and Block Panchayats in the ‘General Purpose Grant, based on normative
assessment of their establishment cost and office expense requirements. The remaining
amount may be distributed as follows:

Village Panchayats - 78.50%
Municipalities - . 8.50%
Corporations - 13.00%"
Action Taken:

Recommendation has been accepted.

Recommendation No.7

“The inter se d.istribution among the Municipalities and Corporations should be
entirely on the basis of population. As regards Village Panchayats, a corpus of Rs.10 crore
may be set apart and be user_:l as per a gap filling formula - to fill the gap between obligatory
expenditure (reckoned as establishment expenses, street light and water supply charges)
and the revenue usable for these purposes (calculated as the sum of own collected revenue

~and the share of the Village Panchayat from the General Purpose Grant). The entire gap

could be filled up in the case of Second and Third Grade Village Panchayats, 50% of the gap
in the case of First Grade Village Panchayats and 25% of the gap in the case of Special
Grade Panchayats. The remaining portion may be distributed according' to the population
criterion."” OOy ‘ ‘



Action Taken:

Suggestion has been accepted,

Recommendation No.8 ’ .
"In order to avoid hardships during transition period, it is recommended that

no Village Panchayat or ULB should experience a real shortfall in its receipts on

account of these transfers compared to the previous year."
Action Taken:

Recommendation has been accepted.,

Recommendation No.8(d)

EFC Grants:
"Eleventh Finance Commission grants may be devolved on the basis of the

population criterion in one instalment"
Action Takeq.'

Recommendation has. been accepted. The devolution will be subject to
release of grant from Govt. of India, The formula will be the same as for Plan

Grant.

Recommendation No.9:

Own Resource Mobilization by LSGIs:

Recommendation No.9(1)

"For Property Tax the recommendations of the First SFC may be
operationalised and the following scheme is suggested for classifying buildings and
fixing the tax.

() Location Zone - Four Zones.
(ii) Type of building —

(a) Ordinary Building.
(b) Medium type building.
() Luxury building.

(iii). Type of use: - (a) Commercial use
: (b) Non-commercial use
(iv)The relative weights for thé Zone could be = 1 : 1.5 - s

(V) The relative weights for the type of building could be -1 : 1.5 : 2
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(vi)The relative weights between non-commercial and commercial use could be -
1:3
(vii) Deduction for age and owner occupation may be as provided for in the
Kerala Municipality Act." «

Recommendation No.9(2).
"On no account should there be a cap on increase or a limit to decrease when the

new system is introduced."
Action Taken:

Since the LSGD pas already initiated action for implementation of the
recommendation of the r* SFC relating -to Property Tax reforms, these
recommendaltions ( 9(1) and 9(2) ) need not be pursued as such. However, early
steps will be taken to amend the relevant provisions of the Act and to frame
Rules. ‘

Recommendation No.9(3)

"A dual system of numbering is suggested so that incomplete buildings can get
a provisional number and their completion tracked properly." :

Action Taken:

Suggestion has been accepted.,

Recommendation No.9(4)
"Presumptive Profession Tax may be introduced to bring certain self employed

occupational groups into the tax net."
-Action Taken:

Recommendation has been accepted. It has also been decided that
Annexure 9(1) of the Report will be made exhaustive by incorporating the
following items afso: -

Ltem : Half year/ykate(Panclraya;
Municipalities and
Municipal Corporations)
Rs.

1. Members of Stock £Exchange ' 1000
2. Directors (other than those nominated by Govt.) of i

companies registered under the Indian Companies A 1250
3. Persons engaged in the Films/T.V. industry ‘

(a) Writers, Cameramen, Still Photographers : " 600

(B) Lyricists, Directors, Playback Singers, Recordjsts, Fditors 1009 ——
4. Cinema Theatre —Owner/ Licensee - 1250 .



5.  Money-lenders licensed under the law relating to

money lending ; 1250
6. Individual/Private Institutions conducting chitties
_ under Chitties Act 1250
7. Air Travel Agents ' . 1000
8. Each partner of firms engaged in any profession,

trade or calling , 600

9. Advertising firms/ Agencies 750
10. Courier Service, Internet cafe, Computer Training Institute 450
1. Fducational Institutions including self-financing Institutions

other than those owned and aided by State or Centra/ Govt. 1250
12. Driving Schools ; ‘ - 450
13. Owners of Kalyanamandapams/ Halls other than those

owned by religious institutions ‘ 1250
14. Beauty Parlours, Dry cleaners : 600
15. Tax Practitioners 750

Recommendation No.9(5)

"Entertainment Tax may be introduced for Cable and Internet.”

Action Taken:

Government has decided that £ntertainment Tax be introduced only for
cable and not for internet. Action to amend the Entertainment Tax Act and Rules
Is being taken by the Local Self Government Department. ;

Recommendation No.9(6)

"In the case of Advertisement Tax the Government may fix thé minimum rates for
taxation for different kinds of advertisement for different types of locations by issuing
Advertisement Tax Rules, which could set out the guidelines for LSGIs to assess the tax."

Action Taken: _

Suggestion has been accepted. Rules are being amended,

Recommendation No.9(7)

“There should be a system of authenticating advertisements to avoid unauthorized
advertisements. Penal provisions for unauthorized advertisement‘ should be at least five times
the normal tax." A :

Action Taken: .

Recamméndation has been accepted. Rules are being amended,

? .



Recommendation No.9(8)

"Conversion Tax may be realized at the rate of five per cént of the capital value in the
case of conversion of paddy lands. Half this rate may be made applicable for other kinds of
conversions. In the case of conversions without.prior permission a severe penalty of ten
times the Conversion Tax should be realized in the case of conversion of b’a‘ddy land and an
amount equivalent to the Conversion Tax could be realized in other cases."

Action Taken:

Recommendation has been accepted. However, it has been made clear
that the rate specified in the Recommendation will be the post-conversion rate.
Relevant Act (including KLU Act) and Rules will be amended.

Recommendation No.9(9)

"The Service Tax should be made compulsory and be linked to the cost of performing
obligatory functions and calculated as a percentage of Property Tax."

Action Taken:

Recommendation has been accepted. Changes in Act and Rules are
required. This will be pursued. -

Recommendation No.9(10)

"The ceiling on Surcharges may be removed."

Action Taken:

Recommendation has been accepted. Act and Rules have to be amended
for which action is in progress. :

Recommendation No.9(11)

"In the case of Non-tax Revenue the Govern'ment should fix the minimum fees for
various kinds of licences in the case of Municipalities and Corporations through notification.
In the case of Village Panchayats only the minimum amount may be fixed in the rules."

Action Taken:

It /s observed as per Annexure 9.2 that storing and selling of various items
in a single premises attracts levy of fees for each of the items. This may lead to
difficulty in fixing license fees in the case of large shops like Margin Free
shops/Departmental stores etc. Margin Free shops/Departmental stores are
premises where most of the items under provisions and stationery are stored and
sold. Therefore, items which, are coming under provisions and stationery,
hardwares including plumbing, sanitary items, building materials etc. can be
grouped together in two groups and single license fees according to the size of



the trade can be levied. It has been decided that the following shall be the
classifications:

Provisions & Stationery: Chillies, Corriander, grains, tea, coffee sugar, jaggery,
flour items, turmeric, edible oils, spices, common salt, potato, onion, cattle feeds,
cashew nuts etc. Soap, Talcum powder, Cosmetics, Plastic items, biscuits,
sweets, meats, squash, polythene items, candles, disinfectants etc. Baby food,
fancy goods, matches, cigarettes, beedies, snuff, toys, rubber goods, bathies,
office equipments, paper, rose water, batteries other than for motor vehicles etc.
The rate applicable to them may be as follows:

A B C
Panchayats - Rs.1500 Rs.1000 'Rs.500
Municipality - Rs.2000 Rs.1500 Rs.1000
Municipal Corporations - Rs.2500 Rs.2000 Rs. 1500

Hardwares including plumbing materials, steel and steel rods, wash basin,
closet, paint, turpentine, AC sheet, light roof sheet, PVC/Tin/Aluminium sheet.
Fibre sheet glazed tiles etc.

The following rates may be made applicable to them.

A B (o
Panchayats - Rs.1800 Rs.1200 Rs.800
Municipality - Rs.2250 ’ Rs.1500 Rs.1000
Municipal Corporations- Rs.2800 Rs.2000 Rs.1200

In other cases, the licence fees as recommended vide Annexure 9.2 of the SFC
Report has been accepted.

Recommendation No:9(12)

"In the case of licences and permits, which are renewed periodically, 25% of the
licence fee may be collected as fine for delay beyond a grace period of ten days; this penalty
may be increased by 25% for every additional fortnight of delay."

Action Taken:

Recommendation has been accepted.

Recommendation No:9(13)

"There must be compulsory display by LSGIs on the spot for various items of revenue
and in the case of auctions a district level public notice should be given in December about
all the forthcoming auctions."

Action Taken:

Recommendation has been.accepted.
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Recommendation No:9(14)

"For trade licences the present practice in Village Panchayats of calculation based on
turnover may be done away with and for both Village Panchayafs and Urban Local Bodies,
deerhment could notify the minimum rates for each trade with separate rates in each
category for small, medium and large establishments.”

Action Taken:

Recommendation has been accepted.

Recommendation No:9(15)

"A separate numbering system should be adopted for trade establishments."
Action Taken:

Suggestion has been accepted.

Recommendation No:9(16)

* The following fees may be enhanced.

0] Building fee for Theatres.

(ii) Licence fee under the Kerala Places of Public Resort Act.

(iii) Licence fee for Private Markets.

(iv) Licence fee for Private Slaughter Houses.

(V) Licence fee for Brokers, Commission Agents, Weigh men and Measurers.
(vi) Licence fee for Butchers, Fishmongers, Poulterers.

(vii) Licence fee for premises where animals are kept for commercial purposes.

(viii) Market fee. ‘
(ix)  Gate fee for public halting and parking places.
(x) Gate fee for slaughterhouses.

(xi) User charges for burial grounds, burning ghats and electric crematoria.”

Action Taken:
Proposal has been accepted.

Recommendation No:9(17)

~ "The meat stalls and the right to fish in water bodies may be auctioned every year by
the concerned LSGIs after giving due publicity."

Action Taken:
Recommendation has beén accepted.
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Recommendation No:9(18)

" Village Panchayats may auction the right to set up temporary shops in public land
just as Urban Local Governments are doing so under Section 376 of the Kerala Municipality
Act. "

Action Taken:

Recommendation has been accepted. It has also been decided that the
maximum period for occupation shall be limited to 15 days during each
fair/festival taking place in the local limit without any right over the land.
Auction shall be for individual shops. Permission for occupation of the land will
be allowed only on furnishing a written agreement in stamp paper of appropriate
value to the effect that the temporary structure if any put up by the licensee shall
be removed by him. Failure to comply with this shall entail removal of the
structure by the Jocal body concerned forfeiting his security amount and at his
risk and cost.

Recommendation No:10:

Follow up of First SFC Recommendations.

Recommendation No.10(1):

"Rules for levy of Advertisement Tax in Village Panchayats and ULBs may be issued
immediately"
Action Taken:

Recommendation has been Accepted (See decision 9(6) ). Local Self
Government Department is taking action.

Recommendation No.10(2) _

"Steps to finalise minimum land value for use in registering sales may be
completed at the earliest."

Action Taken:

Recommendation has been accepted.
Recommendation No.10(3)

"Tax mapping may be done immediately and unigue premises numbering
system introduced."

Action Taken: _

Recommendation has been accepted. Local Self Government Department
s taking further action.

»
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Recommendation No.10(4)

"A single financing agency for LSGIs may be set up by merging KUDFC and
the Rural Development Board."

Action Taken:

Recommendation has been accepted. Action is being taken by the Local
Self Government Department.

Recommendation No.10(5)

"50% of building exemption fees and regularization fees may be‘ given to the
concerned Village Panchayats and ULBs."
Action Taken:

Recommendation has been accepted. Details are being worked out.

Recommendation No.10(6)

"The question of Village Panchayats and ULBs levying daily fee for use of poramboke
may be examined and decided by Government without further delay."

Action Taken:

Recommendation has been accepted. Further action is being taken by the
Revenue Department. ‘

" Recommendation No.10(7)

"Rationalisation of Revenue Village and Village Panchayat/ULB boundaries may be
- done in such a way that no revenue village would lie within more than one Village Panchayat
or ULB."

Action Taken:

Government feels that the recommendation of the Commission can be
implemented even without reducing the total number of villages. It has been
accepted accordingly. Further action will be taken by Revenue Department.

Recommendation No.10(8)

"Shortfall in devolution of assigned and shared taxes vis-a-vis the accepted level may
be made good by Government."

Action Taken:

Recommendation has been accepted. Since the arrears have been almost
cleared, further action is not necessary.
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Recommendation No.11:

Procedural Safeguards

Recommendation No.11(1) :

“Necessary amendments to the Kerala Panchayat Raj Act and the Kerala Municipality
Act may be made to specify the minimum ‘shares of LSGIs, of the Plan Grant, Maintenance
Grant and General Purpose Grant."

Action Taken:

Recommendation has been accepted. At present the charges for noon-
feeding for pupils are met from the provision set apart under the head of account
for Education Department and the purchases are from Civi/ Supplies Corporation.
Since difficulties are being experienced both in the Education Department and
LSGIs to settle accounts with the Civil Supplies it has been decided that the fund
may devolve to LSGIs. They may decide the source of purchase subject to
observation of rules.

Recommendation No.11(2)

"LSGIs should get automatic allocations at the beginning of every month."
Action Taken: :

It has been decided that the recommendation need not be pursued since
Orders have already been issued for ensuring automatic release of funds to the
LSGIs by the Local Self Government Department.

Recommendation No.11(3)

"A survey of assets transferred to LSGIs as well as assets owned by them may be
carried out to calculate the standard spending asseésment fof maintenance purposes and the
result of the study shouid be utilized for devolution of maintenance funds."

Action Taken: '

Recommendation has been accepted.

Recommendation No.11(4)

"A separate Budget document indicating LSGI-wise distribution of the three streams
of grants-in-aid and grants-in-aid for pensions and for noon feeding may be prepared. For
other grants-in-aid, district-wise figures may be indicated along with formula for devolving
them to individual LSGIs.

4/4016/04
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Action Taken:

Recommendation has been accepted. Planning Department is taking
further action.

Recommendation No.11(5)

" A legislative provision may be introduced for indexing non-tax revenue items, and
taxes like Property Tax, Advertisement Tax and Service Tax. Two-yearly revisions are
recommended for non-tax licence items and Advertisement Tax based on Consumer Price
Index for non-manual workers for Thiruvananthapuram in the case of Urban Local Bodies
and Consumer Price Index for agricultural labourers for the state in the case of Village
Panchayats; four-yearly revision may be done for Professional Tax and Serilice Tax."

Action Taken:

Recommendation has been accepted.

Recommendation No.11(6)

"All proposals for staff creation should be cleared by the Ombudsman."
Action Taken:

It has been decided that this recommendation need not be pursed in view
of the fact that the size of Ombudsman has been reduced to one.

Recommendation No.11(7)

"A Local Government Staff Commission may be set- up' to suggest
redistribution of staff among LSGIs as well as from Government to LSGIs."
Action Taken:

Recommendation has been accepted.

Recommendation No.11(8)

"All LSGIs should prepare annual maintenance Plans."

Action Taken:

Recommendation has been accepted.
Recommendation No.11(9)

"Unpermitted diversion of funds should be penalized by chargmg a penalty of two -
percent per month from the persons responsible."

Action Taken:

Recommendation has been accepted.

y
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Recommendation No.11(10)

“Village Panchayats, Municipalities and Corporations should have a single
account for crediting all their own revenues."

Action Taken:
Recommendation has been accepted.

Recommendation No.1 1(11)

"In the case of Plan Grant-in-aid and Maintenance Grant-in-aid, bill system of
drawing from treasuries should be introduced in the place of PD Accounts."

Action Taken:

On the basis of the decision of the Council of Ministers in agenda item
No.2096 dated 2-7-2003 orders have already been issued in G.O(P) 381/2003/Fin
dated 9-7-2003 for introducing bill system in the LSGIs with effect from1-4-2004.
For 2004-05, a special dispensation has been made from June 2004 till
30-9-2004.

Recommendation No.11(12)

"An Empowered Committee under the Chief Secretary may be set up to follow-
up the accepted recomrhendations and implement them fully."

Action Taken:

Recommendation has been accepted.

Recommendation No.12

"A Cell under the joint control of Finance and Local Self Government Departments
may be created for concurrent monitoring of all financial matters of LSGIs."

Action Taken:

"A Cell in the Finance Department is already monitoring all financial
maltters of LSGL. The Local Self Government Department will also be

associated for concurrent monitoring’.
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