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PREFACE

Nepal, like many other Third World countries, has recently put greater
emphasis on the development rols of its local governments (panchayats).
Furthermore, there has been a growing reccgnition on the part of both His
Majesty's Government of Nepal (HMG) and the foreign assistance donor
community that there is a neec to meet the cos:s of operating and
maintaining development projects and that local governments might play an
tinportant role in mebilizing the resources necessary to cover these costs,
Yet, little is known about the financial affairs of rural local
governments. This report is designed to begin to fill that knowledge gap
by describing and analyzing the financial activities of district and
village panchayats and to suggest some policies and programs which might
improve the fiscal health of these rural local governments.,

The report addresses the role local governments are to play in the
planning and implementation of rural development projects in Nepal and
analyzes the set of tax and nontax revenues mobilized by these 1local
bodies. Attention is also given to the Land Tax revenues which local
governments currently share with the central government and the grants
provided by the central government. Particular attention is paid to the
village-level project implementation process used in the country and the
process by which nonmonetary resources are mobilized to carry out this
process.

The report is based on two short-term visits to Nepal by the authors

and, therefore, is limited in both its breadth and depth of coverage.



These Tlimitations are, however mitigated a2y the efforts of the l.anguage
Culture Training and Research Centre (LCRC) of Kathiandu which contributed
significantly to the analysis reported here, Personnel of LCRC gathered
much of the detailed financial information, conducted a set of detailed
case studies and spent time conferring with each of the authors.

The plan of the study resulted from ny January 1987 visit to Nepai
during which I consulted with persons in the Ministry of Panchayats and
Local Development (MPLD), two district panchayats, the Kathmandu mission of
the United States Agency for International Development (USAID),
particularly Dr. Carl Dutto, and several other experts, especially Mr.
Duane Kissick of Planning and Developmant Collaborative International
(PADCO).  An advisory committee, consisting of Or. Dutton, Mr. Kissick,
Secretary S.B. Rai of the Ministry of Panchayats and Local Development,
Secretary M.P. Kafle of the Ministry of Works and Transport and Mr. S.P.
Shrestha of Lhe Decentralization Committee, was established to oversee the
study. The committee selected a sample of ten district panchayats and LCRC
initiated its field work in April 1987. James Wozny, Research Associate in
the Metropolitan Studies Program, Syracuse University, then spent five
weeks in the country during May and June supervising the data processing,
gathering additional data, interviewing HMG and local governm:nt officials,
and visiting several local governments,

A study such as this one cannot be successfully completed without the
full cooperaticn and assistance of many dersons. At the risk of omitting

certain individuals, Mr. Wozny and I wish to express our deep gratitude to
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Messrs. J.N. Jha, H. Kharel, T.B. Manandhar, T.N. Shrestha and K.N.
Pradnan, all of the LCRC, for their dats gathering, translation and
tabulation efforts as well as for their insights regarding the workings of
local goverrments in Nepal.  Special thanks are due Mr. B.R. Marhatta,
Director of LCRC for his assistance in arranging interviews and meetings,
extracting information from Govarnment agencies and supervising the work of
his team. Although the final version of this paper was completed after
Wozny returned to Syracuse, both its content and form were greatly

influenced by the efforts of LCRC.

We would also like to acknowledge the fine assistance provided by the
afore-named mambers of the advisory committee. The authors are
particularly grateful to Mr. Dutto and Mr. Kissick for the useful guidance
and generous logistical support they provided. While we cannot acknow?’edge
each individual, we are especially thankful for the fine cooperation,
generous time and useful insights we obtained from the many HMG and local
panchayat officials we interviewed. Mr. Nepali, Director of the Department
of Land Revenue, should be singled out for generously sharing his time on
several occasions and supplying a substantial amount of departmental data.

Mr. Ashok Poudyal and Mr. Harsha Bajracharya of USAID/PADCO served as
invaluable quides to Wozny during his field trip to the Rapti Zone; Mr.
C.P. Shresta played a similar roll during my stay in the country. Mr,
Poudyal and Mr. Heller of USAID/Kathmandu entered and processed much of the
data with Mr, Vijay Rao providing similar research support in Syracuse.

Ms. Martha Bonney and Ms. Esther Gray did their usual fine job typing this
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report and Administrative Assistant, Ms. Carol Swan Babcock, provided us
excellent administrative support. Any errors in the report are, of course,
our own responsibility.

This report was financed by the Kathmandu Mission of USAID and
produced as a part of Syracuse University's Local Revenue Administratiin
Project. The Project is supported by the United States Agency for
International Development, Washington, DC under a Cooperative Agreement
(AID/DSAN-5303-A-00-5114-09). Tne views and interpretations in this
publication are those of the authors and should not be attributed to the

United States Agency for International Development.

Larry Schroeder
Syracuse, July 1987
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FINANCINC RURAL LOCAL PANCHAYATS IN NEPAL

Larry Schroeder and James Wozny
Wwith
Research Support Provided by the
Language Culture Training and Research Centre

Execut ive Summary

1. The Decentralization Act, 1382 of His Majesty's Government of
Nepal (HMG) had several hasic objectives including the promotion of popular
participation in the planaing of village, fown and district-leve]
development works, the achievemenlt of intersectoral coordination and
balanced development throvghout the country, the strengthening of local
institutions responsibla for develonment and the maximization of local
resource mobilization lo carry out devoiopment werks. hile local
panchayats (governments) in tie rural areas of Nepal are now actively
involved in this deceniralized plinning process, the goal of increased
Tocal resource mobilization has nrobably oeen emphasized less than the
achiievament nf the yther nbjectives, Indand, apparently very little is
curcently known by HMG abou' the rosource mohilization and aaministration
activities of dislrict and villsge panchayats.,  There is no attempt to
collect nor to analyze financiol data ab the center. At the same time,
there does appear to be the recognition that, given the financial
difficuities faced hy HMG, efforts to improve the fiscal health of Tocal
governnents can have the aual benefits of providing resources to operate
and maintain Tocal deveispaent projects while also helping to ease the
fiscal stress felt at the centor.

2. The objectives of this report dare three-fold, One is to describe
generally the structure of rural local governments in Nepal and their
resources and activities, A second is to documont empirically the extent
of these activities, at loast for a small sample of panchayats. The third
objective is to suggest, albeit sn the hasis of 3 relatively short-term
analysis, policies that might be undertaken to improve the fiscal
conditions and strength of these local bodies. Here wa attempt to
summarize very brietly the findings with respect to the second and third
objectives of the resecarch effort. Paragrepns (3)-(13) of this Executive
Summary highlight our proimary findings; paragraphs (14)-(29) summarize the
primary recommendations made in Lhe report,

3. The Rules promulgated in 1984 under the Decentralization Act
prescribe an unrealistically leng set of tunctions and powers to village
and district panchavats.  The fiscal health of these lccal governments is,
however, so weak Lhat very fow of the prescribed functions are actually
performed. Instead, the bulk of tho public services that are provided in
rurai areas are produced Ly HMG Tine ministries.
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4. While local panchayats do participate in the decentralized
planning process, administration at the district level is complicated by
the potentially divisive situation encountered by HMG employees at the
district Javel. 0On the ane hand, they are a part of the Tiné ministries
which employ them:; on the gther hand, they are expected to comply with
Tocal preterens < o5 envisioned in the Decentraiization Act.

.0 Own-source roevenyes (exzluding the Tlocal share of the HMG Land
Tax) of aistrict pancasvats are exiremely small on a per capita basis,
dverdging only about Rs. 0.81 in nine sampla districts in 1985/86.
Furthermore, while the 1ist 0f revenge sources potentially available to
district panchovats is a rather iorqg one, nearly ail of the potential
sources suffer from o narrow base, restricted statutory rates and revenue
yields which dy not autonstically grow in the face of inflation or economic
growth.  In fact, in only two districts of nine examined did per capita
ravenues increase in real toras during the period 1981/82 - 1985/86. Local
resource sonilization is alse impeded by weak administration, particularly
poor record-keeping,

b A lavd-based tax similar to the Land Tax, currently imposed by HMNG
with diclyici panchayatbs sharing the revenues, constitutes a reasonable tax
a2 for rural local governnents in Nepal. The vax base i35 available in
all districts and cannob ne naved to escape taxation. At present, however,
the tax structuwre is not conducive to revenue growth without explicit
incregses in tax ratos: the rates, which when originally set may have been
reasonenie, are currently quita Tow; and the method of tax collection fails
to make obvicus any Tink Setweon tax payment and benefits accruing from
resuitant oxpend ituros Eheceby probably contributing significantly to tax
delinguencies.
/. Intergoveramental graats to district panchayats consist of an
Administrative Grant used ig suppiement local resources to hire additional
employees, a Develgpmont Grant to be used for development projects, and at
Teast two special grants oregrans--one to be used for development projects
chusen by national panchayat representatives and another based on donor-
financed integrated rural development projects (IRDP). While the size of
the Development Grant increased substantially in 1981/82, since then the
total amounts allocated have remainad nearly constant,

S. fha2 qrant systen, particularly the Development Grant, allows
considerabla autonamy to district nanchayats in deciding how the grant
proceeds are to be spent.  Some mandates have recently been instituted to
insure minimen dicteict siiocations to hoth the health and education
SeCters and slay Lo dr ogea phat money is sel aside for maintenance and for
emergency use, dieidual arojects do not, however, require central
approval prio: fo use 2 Lhe funds.
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9. Allocations are made across districts primarily on the basis of
population, economic conditions as approx imated by the location of the
district and with rocognition of the amounts of other monies flowing to the
district from othor <Qurees. The political influence of members of the
Hational Panchayet probably is i primary determinant of the allocation of
that special grant program, The grants do 1ittle, hcwever, to encourage
Tocal guvernment rosource mobilizat ion.

10, Tha acceanting methods used by local panchayats make a full
assessment of the effects of spending difficylt. Sectoral allocations are
not traceanle and the general state of the accounts is such that it is
extremely hard to determine the relalive importance of administrative
support spending vis-a-vis devalonment and maintenance efforts.

L. Employecs in disteict panchivyals are both direct hires and HMG
cmployees posted to the district. Although the latter group can be
transferved to other areas i bhe Country, they have greater job security
and, as such, appear to he nere satisfied with their positions than are the
direct-hires. Fuctborncre, a greater proportion of the HMG contingent have
received training and may be more productive employees.

L2, Develapnent projects undertakorn at fhe village level use a unique
combinat ion of monstary resources “ransforred from district panchayats and
wonetary and aoamonetary resouwrces mobil ized irom the beneficiaries of the
projaect. We Jdatermined that the resources mobilized through village level
cont~ibutions genorally excead Fhe amounts generated from local fees and
taxes,  While there G5 [itp]e uniformity across projects in different
sectors or da diffacant digrriigs regarding the proportion of total costs
supported trom volantary contributions, the results suggest that in the
Lerai districts 1ooab cnateibutions are at Tleast two times the amount of
total moretary rosources wnbil izod Ehrough formal district panchayat taxes
and  fees excluaisg ‘he Land Tax; Tocal contributions in the sample hill
districts are reom ncarly 2 to over 70 times the amounts earned from formal
taxes and faos,  Thisg finding is particularly important when an assessment
s made of rural local resource mobilizat ion capabilities.

13, Problens in planning and implementation of village projects
identified from 2 set of case studies include insufficient planning and
supervision of the project; local disputes; Tale release of funds; and poor
Tocal leadership, particularly in choosing or designing projects that do
not correspond with the demands of the villagers. Project choice is also
affected by the political decision made in many districts to allocate equal
amounts to wach village in the district, One major result of these
problams is a Tow projact cemplztion rate; in none of the ten districts
examined did the annugl project completion rate exceed 50 percent.

14, In a short-term ctudy such as this itois difficult to Justify the
recommendation of 4 large number of higily specific policy actions that
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should be undertaken to improve the fiscal situation of local panchayats.
Additional study using more comprehensive data in a number of areas is
needed. There js, however, Tittle doubt that improved accounting, record-
keeping, auditing and overall revenye dministration practices are needed.
A training program in thess aregs s, therefore, recommended as is a
complete reviey and rethiniing of the stricture of the financial records
maintainen at the local level. A donor-assisted project to conduct the
additional studics and to design and implament the necessary training
programs would pe gupropr iste,

5. Statutory tar retas held consiant in nomingl terms in the face of
increased prices lead to declincs in the purchasing power of revenues
mebilized.  Consideration should be given to increasing these rates, e.qg.,
the rates of the house tax, will and Lurbine tax and Land Tax.

16, Franchises issued for the opardation of local public facilities
such as roads, bridges and ferrics should be encouraged wherever feasible.
With certsin poliny chenges the auction system used to allocate these
franchises could jenerate additional revenues.  Participation in these
auctions should be cncouraged, information concerning potential revenues
should be made available to bidders and district panchayats should be
allowed to reserve the right ty hold o subsequent auction in the event it
finds bids to he unreasonahly low.,

L7, Policies allowing Tocal business establishments in addition *o
mills and water turbines tn be added te the business tax rolls should be
implemented.  For exomple, district panchayats should be given the right to
tax brickyards opera’ing in the district., Likewise, upon further study,
consideration should be given to allowing district panchayats the right to
impose taxes on oty goods produced ina district but consumed in other
parts of the country.

1. With improved dccounting procedures, districts might be
encotraged to enter into econcmic activities such as cold storage
facilities or small electric power plants.  Thorough feasibility studies
should be performed prior to undertaking such initiatives. It is
important, however, that these initiatives not supplant private enterprise
pursuits of the same activities.

19. While basic adminisiration of the Land Tax should remain with
HMG, we recommend greate. participation in the collection process b
village panchayats with girect sharing of locally-collected revenues. Suc
a policy would improve !ax compliance by linking payments to Tocally-
observable benefits and would provide village panchayats with a source of
continuing recurrcon' revenues ta maot local revenue operating and
maintenance needs.

20, In the spirvit of decentralization, district panchayats should be
given the power to impose a limited surtax on the centrally-imposed Land
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avoid untimely delays in project implementation by putting greater reliance
on making village panchayat and user committee chairmen responsible for

fund release.

28. Local leadersnaip is still probably the single most important
determinant of development project success, particularly in planning a
project that will yield benefits to members of the users group and in
insuring a sufficient “low of local contributions. tLeadership workshops
designed to transfer information as to techniques which have succeeded in
other villages and districrs May he an effective way to improve these
abilities. Again, this should be an integral part of a follow-on project,
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FINANCING RURAL LOCAL PANCHAYATS IN NEPAL

Introduction

The Seventh Plan, initiated in July 1985, has reaffirmed decentrali;ed
participation for rural development as a key domestic policy of }is
Majesty's Government of Hepal (HMG). Under this policy local panchay:ts
(governments) are expected to bo actively involved in the planning ¢nd
implementation process. Ther:s are several good theoretical reasons for
such decentralization. Those in the lTocality should have a better idea of
the special needs faced tocally and, therefore, should allocate resources
in a manner most closely reflecting these needs. As such, decisions mede
locally are more Likely *to draw the support and participation of the Jocal
people, thereby Teading to more successful project design and
implementation. While such increased decision-mak ing power can increase
the likelihood of successfully implemented rural development projects, some
costs also accompany these benefits. Resources are necessary to construct
such projects; Tikewise, operating and maintaining such projects also
require recurring mobilization of resources. A primary issue that arises
is how such resources might be mobilized.

Most observers recognize that increased resource mobilization is
necessary in Nepal, The budget of HMG s being squeezed by a poor
performance in mobilizing revenues internally and an extremely heavy debt
service burden., Fey sptions are available. Additional external resources

can be sought; however, this source is limited and, indeed, could contract.



Expenditures can be cut, but political and social realities will limit this
option. Finally, additionsl resources may be mobilized internally. Given
the relatively low ratio of taxes to GDP of only about 8 percent, this
option will Tikely he pursued. Nevertheless, there are also limits to this
alternative, particularly in the short-run.

A final option is to v2ly more heavily upon local governments to
mobilize resources. Just 4s decentralization can have the effect of
increasing local participation in project planning and implementation,
mobilizing resources locally can b2 enhanced by the knowledge that the
resources will be used to support local projects. Furthermore, it can be
argued that those enjoying the increased decision-making power associated
with decentralization should also be asked to bear increased
responsibilities in the form of greater resource mobilization.

That HMG recognizes the potential importance of local governments in
the resource mobilizetion process is verified by the fact that it is
currently supporting the Management Support for Town Panchayats project
(MSTP) which has improved revanue performance by urban local governments as
one of it objectives. During that proje:t's brief history much has been
Tearned avout the current financial status of town panchayats and progress
has already been made in strengthening that status. But, at present,
Tittle is known about the resource mobilization problems and potentials
among rural locel governments in the country, With over 90 percent of
Nepal's poputation Tiving in rural areas additicnal attention to district

and village panchayals iz certainly in order. Hence, one objective of this



report is to provide some preliminary evidence regarding the current roles
of rural local governnents in the development process and the extent to
which these local badies engage in resource mohilization activities. While
the evidence documantad here is sketchy and Dased upon anly a few
observations, some Conclusions car be reached and recommendations can be
mace. Thus, anolhor 2hiective of Lhe report is to suggest steps that might
be taken to strengtaen the ryral qovernments,

Rural Jocal qosarmnants (the village and district panchayats) play
important roles in the decentralized development planning and
iplementat ion process used in the country. To understand these roles a
Familiarity with the structure of these self-governing institutions and how
they are linked 5 HMG s necessary.  Hence, the next section briefly
describes these Pink.ges as weil as the planning and budgeting processes
used by Tocal panchayats,

As noted above, the focus of this report is on the resources available
Lo rural local govermments of Nepal.  Presently, there is a fairly long
Tist of potential resoucce mobilization instruments available to district
panchayats. The second section of the report describes these various own
revenue sources of districts and documents the exient to which they are
used to mobilize district panchayal revenues in nine districts Tocated in
different grographic sections of the country, Based on this analysis,
together with a 5.rigs of interviows conducted with local government
officials and purcinnnl, sujgestions are made concerning how this resource

mobilization process might be improved.



One current source of local government revenues is a land-based tax
imposed by the central qgovernment but shared with the districts. Since a
tax on land probably holds the greatest potential as ¢ productive revenue
source available to a1l Jocalities throughout the country, the focus of the
third section is on description and analysis of the land tax. Again,
suggestions for improvements in this tax source are drawn from that
analysis.

At present district panchayats derive the bulk of their resources from
the central governm:n® through a set of intergovernmental transfers. The
fourth section of i repert briefly describes and analyzes these grant
programs. While stroager local governments may have decreased reliance on
fiscal flows from tic center, it is unrealistic to think that district and
village panchay:ts will ever be totally self-sufficient. Some form of
intergovernmental transfers are both necessary and desirable.
Nevertheless, it is suggested that ths form of the grants can be altered so
as to assist in strengthening Tocal governments.

The fifth section of the report focuses an the expenditure side of the
district budget., One role the district panchayat plays in financing rural
development in Nepal is through its direct support of development
activities taking pluce in tha district using its own personnel. A second
aspact of district financial activities is as a conduit through which money
passes Lo the village Tevel where certain development projects are
implemented,

Project implomentation at the village level is tke topic of the sixth

section. While the Hulk of the monetary resources supporting these village



projects flow from the district, a significant portion of the total cost of
projects is expected to be derived directly from project beneficiaries. A
set of case studies of village projects have been conducted in order to
derive reasons for successes and failures of such activities and to suggest
changes in the procass

The concluding section summarizes this rather preliminary study of
rural Tocal govermnent finance in Hepal and makes specific recommendations
for policy changes and follow-up activities. With sufficient commitment
from HWG and some financial support by the donor community there is good
reason to think that the fiscal health of Jlocal governments in the rural

areas of Nepal can be improved.

The Role of Local Governments in Nanal's
Uecentralization Program

So as to understand the role of local government in Nepal, it is
necessary to review the decentralized planning process. The current format
for decentralized develupment in Nepal is based on the Decentralization Act
of 1982 and its hy-laws which became operational at the end of 1984,
Nationwide implementation of the decentralization program was marked by the
inception of the Seventh Plan in July 1985. The bhasic objectives of the
Progran -re Lo promote popular participation in the planning of village,
town and district-level development works, to maximize local resource
mobilization for these works, to achieve intersectoral coordination and
balanced develupmint throughout the country, and to strengthen local

institutions responsibie for davalopment,



Local Government Structure

Nepal is divided administratively into five development regions, which
in turn are divided into 14 zones and 75 districts.l The district
panchayats are the targest units of local government and play the key role
in the new decentralized planning system, Each district is divided into
village panchayat ami town panchayat areas, which in turn are normally sub-
divided into nine wards 2ach; there are 4,022 village panchayats and 29
town panchayats in the country.

The representative process begins at the werd Tlevel where the adult
residents »lcct o ward representative to the village panchayat, the
governing body of the village. The chairman and vice-ciairman of the
village penchayat are clected at large by 2311 adult residents of the
village. Each ward also elects four representatives to the village
assembly; members of the panchayat are alsy members of the assembly. The
village and town assemblies within a district elect the chairman, vice-
chairman and ninc other members of the district pancheyat. The district
assembly comprises a) the members of the district panchayat, b) the
Chairman and vice-chairman of each village and town panchayat within the
district, and C) represantatives elected by town assemblies (one per every

three wards within a town).

Two good sources of information regarding the history and current
status of district administration are T.N. Shrestha, Nepalese
Administration an Image (Kathmandu:  Sajha Prakashan, 1981) and District
Administration in Nenal:  Issues and Ideas, ed, T.MN.: Shrestha (Kathmandu
Nepal Administration SIaff ColTege] TY85T, ‘




The panchayats are responsible for the day-to-day governance and plan
formulation within the villages, towns and districts, while the assemblies
issue directives and approve or reject proposals developed by the
panchayats.2 Viilage panchayats have Dbeen assigned a broad portfolio of
administrative and developmonta) responsibilities, ranging from arresting
Criminals living within thoeiy Jurisdictions to conducting literacy
Campaigns.  The 112 duties of the village panchayats specifically
enumeratad in the Jecentralization (Working Arrangemants) Rules are
summarized in Appendix A, But financial and personnal constraints preclude
most village panchayats from fulfilling more than a fraction of these
numerous responsibilities.  District panchayats are entrusted with an
equelly daunting Tist of responsibilities (also summarized in Appendix A),
many of which overiap the ducies assigned to the villages. The development
Works undertoken by Lthe village and district panchayats are coordinated
with HMG's development efforts via a relatively complex planning and
dudget ing nrocess.,

Local Devoelopment Planning and Budgeting

The Decantralization Act requires each district ‘o prepare annual
District Development Plans (DDP) and five-year plans which are to integrate

Tocal plans formulated by the village and town panchayats with the spending

4 comprohensize study of btown panchayat finances has already been

made;  thus, focus horo is Timitod c0 the Tinancial responsibilities and
Capabil:iting 7 <iltage and district pa chayats, See Town Panchayat
Finences in Hupel (athmandy: Language Culture Training and Research

Center and Bhak “ipu deyalapment Project, August 1985).



programs of HMG's line ministries operating in the district. The focal
point of tnis planning effort is the district panchayat secretariat headed
by the Local Development Qfficer (LDO) who is directly responsible to both
HMG, as an employee of the Ministry of Panchayat and Local Development
(MPLD), and the district assembly, where he serves as dictrict panchayat
secretary.  The hierarchical structure of govermmental units participating
in the planning and implementation exorcise is diagrammed in Figure 1.

The planning process begins in the September preceding the fiscal year
(July through June) during which the plan is to be implemented. The MPLD
initiates tha action by providing each district with an estimate of the
development grant that it can expect to receive for the plan period,
Around this time the line ministries also estimate their district-wise
budget allocations 4nd the district, village and town panchayats estimate
the resouirces that they will be able to mobilize Tocally. By mid-November,
whea the district panchayat has an estimate of the total resources at its
disposal, each village and town panchayat is given an initial estimate of
the grant allocation ind is informed of the HMG expenditures that are
likely to be undertaken in its area so that it can prepare its own plan,

Each ward commities within a village or town prepares a list of
development works or programs (including maintenance of existing rojects)
after consultation with the residents of the ward, The ward plans are
reviewed by the village panchayats and integrated intu annual and five-year
village plans. By mid-December the village and town assemblies should

approve their annual plans and forward them to the district panchayat.



[Yel

FIGURE |

DECENTRALIZED PLANNING AND THPLLMENTATION STRUCTURE

: T .
Finance Mintstryl——mmmeeee— | M0 a0 Nirona] Planning Commission

— -
| — ;
|
|

— i ——
lkegional Gffices 1, {Regrona? Office]
[Development kegiens | i of the HPC |
l ) L—

;

A R
R N | S

greane Pm”,huy(;t.[

i
R — 1
District Treasury nnaﬂ Imistrict banonaga Serrotaeig | ! Plar Forrulation Cormttees
Financial (oatrolies voe — et T RGO TLUTE & TP IIAL 0N
Offacs. ! [bea e gpaent OFTcers | L Public works & Maintenance
4 oD Ministey ngonts : oL Insustry, Forest & Soil Conservation
IoDmimet Plerming Geee [5. heditn & faulation
oDt demaacal E 1 e Fdunation
L _J S -
[ S
r -— e o
Lane Agere s, y e Lantor Lane /‘u)?'m{

ST

j

T T T e
L. SO -
Cqe t -
\ Villae ! e 2 —l
Punzhaver | ! "Wancnayat !
— | —_—
——— ! | L . “ L
! | o ot
. ~ \ ) .
‘ lV”ldO-‘ Pancnayen Searerymiat ‘H(,wu bancngyat Se-:r'etm-m‘j
| { J

-

Legend
=Planning linkage
— Agmnmistrative linkag:

SOURCE:  Adapted from David R, Agraws], Decentralization roe Rura) Development in henal (Kathmenou: Centre for
gzonomic Develepment ond Agministration, 1riDnuvan Universily, April .980), p. &5,




10

The District Planning Office (DP0) within the panchayat secretariat
collects the plans submitted by the villages and towns. FEach district
panchayat has five sectoral plan formulation committees, consisting of
representatives from the panchayal, local class organizations, and the line
ministries. These commitices review the local projects that fall within
their respective sectors and prepare se~toral plans.

By the end of January the LDO chairs a joint meeting of the plan
formulation committees to work out the overall DDP. Although the district-
Tevel officials of the varions line ministries have been integrated into
the district panchayat secretariat under the leadership of the L00, they
remain responsible to their parsnt ministries and the panchayat has no
allocative autinority over the rescurces of the Tine ministries:; the
individual ministries have final say over where and how their money is to
be spent. The district panchayat does, however, decide how to allocate the
various grants recoived from HMG (although the central government sets
sectoral guidelines for integrated rural development project grants) and
tocally mobilized rescurces.  The purpose of the planning process is to
Coordinate centrally operated development works with Tocally formulated
projects to avoid overlapping projects or major deficiencies in public
works.  The DOP must be epproved by the district assembly in March; it is
then forwarded to the MPLD and National Planning Commission (NPC) for their
approval. These centeal agenciss cannot cut anytihing from the DDP but they
can prescribe additions projects.

The District Technical 0ffice (DT0) must perform cost estimates for

all local projects but it is unclear when the 2stimates are completed.
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Some districts try to do the estimates before the projects are put before
their district assemblies for approval; other districts perform the
estimates only after the projects have been appraoved. A1l districts have
trouble completing cost estimates in a timely fashion due to shortages of

technical staff.

Once the plan has received final HMG approval, responsibility for
implement ing the various projects is assumed by the Tine ministries for HMG
projects, the district panchayat for district-level projects and village
and town panchayats via their appointed "consumers'" or "users'" committees
for village and town projects. For each local project the local panchayat
appoints a committee of five to seven members from among the beneficiaries
of the ward in which the project is to be located. The ward chairman is
supposed to chair the users' committee which has responsibility for
mobilizing the local contribution for the project and maintaining the
project (collecting fees for this purpose if necessary) once it is
completed.

The Seventh Plan calls for up to nine service centers per district to
be established to provide technical assistance to the local panchayats for
planning and project design and to facilitate the flow of materials to
users' groups. As of this data very few of these centers have come into
operation. A technician from the DTO is supposed to visit each project at
least once during its implementation to monitor its progress.  Each
trimester the village/town -anchayat reports on the progress of its

projects to the district panchayat and on the basis of these reports the
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district decides whether to continue disbursing funds or not. An
Inspection and Approval Committee is to be formed in each district to
inspect completed prejects and reports its satisfaction or dissatisfaction
With each project to the district panchayat.
Summary

While this brief review of the planning process currently used in
Nepal cannot do justice to its complexity, it does reveaal that Tocally-
chosen representatives of the people in villages and towns are actively
involved, at least theoratically, in the process. Districts play dual
roles as cenlers for the service delivery departments of central government
ministries and as the nighest tier of local government (although political
representatives at the district level are only indirectly chosen by the
voters). With both central government ministries and local governments
involved in providing services, a principle objective of the pianning and
budgeting process is coordination of these activities. The coordination
process is complicated by the fact that line personnel are directly
responsible to their independent central ministries vwhereas local
representatives are likely to have a much narrovier scope of interest.3 It
is the task of the local development officer to insure that the necessary
degree of coordination occurs among these groups with competing goals and

incentives. The task is obviously a difficult one.

This situation is not unique to Nepal. The autho~s have observed
similar problems arising in local governments in Bangladesh and Pakistan
where Tine ministry decisione may conflict with local preferences.
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District Panchayat Own-Source Revenues

The bulk of public sector-supported activities within districts are
provided directly by central qovernnent ministries.4 While quantitatively
less important, resources directly under tne control of district panchayats
should not be ignored particularly if, in the spirit of decentralization,
local governments are lo take on more responsibility for the development
process in Nepal.

In the current section we focus primarily upon the revenués which
district panchavats can mohilize through their own efforts; however, in
order to provide some perspective, we begin the discussion by presenting a
brief overview of the financial situatic1 found in a sample of districts in
the country. This is followed by ¢ description of the cwn-source revenues
available to district panchaysts as well as an analysis of the performance
of these revenue instruments. The soction closes with a discussion of how
these instruments might be improved and how additional resources might be
made available to district governments.

Overview

4A complete study of resources available in rural areas would include
analysis of line ministry spending. The current study is, however, limited
to the direct role of 1local governments and policies that might be
implemented to strengthen these institutions. For a more complete analysis
of all rescurces available within one region of the country see Rapti Zone
Regional Assessment, Report prepared by Planning and Deve opment
Collaborative [atarnatiunal (PADCO) for USAID and His Majesty's Government
of Nepal, Septomber 1985,
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[t is common in analyses of local government revenues to distinguish
between revenues mobilized directly by the local government itself, termed
oWn-source revenuss, and those resources mobilized through the offorts of a

£
I

higher Tovel 0 jovernment. A% leact two types of resources constitute
this Tatter flow of revenues--grants made directly from the higher level of
goverament and revenues collected Dy the higher government but shared with
the local qovermments in tne area from Ahich the taxes were collected. In
Nepal, district panchayats receive hoth direct grants and a share of the
Tand tax collected within the district,

As with many developing countries, the HMG makes no effort to collect
extensive date on local resources available to district and village
panchayats.5 For that reason, we must rely on information collected from a
relatively small numbor of districts ratner than analyze centrally
collected and verified data for the @entire population or even a large
sample of districts, Aithough the nine districts were chosen nonrandomly,
they represent 4 variety of geographi- and economic areas (see the map
displayed above). Two terai districts were included, one located in the
far eastern portion of the country and the other from the Rapti region; six
hill districts were a part of the sanple including one each from the

eastern end western development regions; and one mountain district was

bIndeed, 072 primary reason for this 1imitad study is to document the
extent of these resources.
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inc]uded.6 In general, the sample represents slightly more than 10 percent
of the population, land area and villages in the country. Appendix B
discusses this sample in more detail including the problems associated with
the quality of dJata collected.

As shown in Table 1, own-source revenues generally account for only a
small fraction of the total resources available to district panchayats. 1In
six of the nine sample districts Lhis category contributed less than §
percent of total current revenues in fiscal year 1985/86. 1In no instance
did revenues collested dirnctly by the district panchayats account for even
15 percent of the total.  Shared taxes, which are mobilized in the local
Community, are relatively important in the two terai districts (Dang and
Jhapa) where revenues oxooed Rs. 4 per person.  Various grants from the
central goverament uccounted for from 3/ ta 99 percent of total district
panchayat income with the single mountain district (Rasuwa) almost entirely
dependent upon these transfers. The data suggest an explicit policy of
providing a greater flow of grants to the hill districts than in the terai

and an extremely large per capita amount (Rs. 73) transferred to the

6For readers unfamiliar with Nepal, the country is divided
topologically into three types of areas. The terai is the basically flat
lang that extends throughout much of the southern tier of the country
tordering on [ndia; the nill areas lie to the north of the terai and, while
agricuiturally Tess productive than the terai, is experiencing large
population pressures in snite of the major difficulties associated with
transportation of gouds into and from the area; the mountains extend
throughout the northers boarder of the country and contain relatively few
residents,
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TABLE 1

LEVEL AND COMPOSITION OF TOTAL DISTRICT PANCHAYAT
REVENUES IN SAMPLE DISTRICTS, 1985/86

3 Resources
Own=-Sour-ce Shared Tax Grants Available
Per Percent | Per Percent.  Par Percent d Per
District Capita  of Total™ (Capita  of Total' Capita  of Total” Capita Total

b

Darg 1.90 13.9 50 33.7 7.19 52.4 14.57 4,666,080
Jhon) 0.2 2.2 ¢.43 59.6 2,80 37.2 9.51 5,950,514
Dhankuta 115 8.6 0.27 L7 1L 89.7 4.8l 2,2256%,
Py ithn 0. /% 4.5 070 3 15.08 A2 16.%4% 2,760,834
Rolpa .53 32 U 0.2 7.6 96.6_ 26.70. 4,593,951
Rukun 0.3 27" HA A 12.43 97.3°  12.8% 1,95.911°
Sallyan 0.7/ 4.7 2.00 1.8 15.83 8.1 18.74 2,919,471
Tanahun 1.38 127 2.89 26.7 6.5 50.6 14,18 3,661,884
Pyt i 0.7 0.3 .69 0.9 7.9 98.8  73.08 2,688,435

,

“Includes [ROP dranis,

b . Co .
Including opening balance unless poted ctherwise,

“In rupees; Batod an iptal (uban plus rural) district population as estimated for
1985.

N i b

Dx udes opening Batanee,

o

Excluds sharad {0 and opening balance,

SOURCE:  Accounts of the individual district panchayals, records maintained at Jocal Land
Tax Offices, and popuiation figures fran Table 8.1.
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mountainous district with its very small population (see the section on
grants be]ow).7

Tabla 1 also suggests that in at least some districts there is a
relatively large amount of funds carried over as unspent balances from the
previous year. For axample the Rolpa District Panchayat had Rs. 8.44 per
Capita in its opening balance in 1985786, accounting for nearly one-third
07 the totdl resources available to the district in that year. Large
carryover of unspent balinces can indicate that local governments are
experiencing difficuity in finishing projocts. We return to this issue in
the section devolted o development project administration.

In summary, this ovarview of the financial situation of district
panchayats is not partizularly promising. While one might hope that flows
of dairect grants from HHG would taprove this situation, improved own-scurce
and shared revenus performance ought to receive yreatest attention due to
the lLiudgetary prabioms faced by the central government.

Potential dwn-Source Revenues

As is often the cese in developing countries, the list of revenue
sources which district panchayats in Nepal can and do tap is an extremely
long one, yet the revenues generated from each source is generally very
small, As is shown at the bottom of Table 2, own-source revenues per
capita ranged from only Rs. 0.22 to Rs. 1.90 in 1985/86. The nine-district

average (unweighted) of Rs. 0.81 per person (approximately US$ 0.04)

e, [

. . , . .
The section of the Report on Tand taxation suggests that there is
some uncertainty .cegarding the land revenue figures reported in Table 1.



COMPOSITION OF OWN-SQURCE REVENJUES, SAMPLE JISTRICTS, 1985/86

TABLE 2

(percent of own-source revenue)

Districts
o Terai Hil Mountain

Revienue Source lang Jnapa Dhankute  Pyuthan  Rolpa Rukum Sallyan  Tanahun Rasuwa
fuuse Ta 0.0 n.0 0.0 1.5 63.0 62 .4 1.2 ¢.0 0.0
“0ad Tax 79.7 1.1 0.0 0.0 0.0 0.0 13.9 0.0 0.0
ridge/Forry faz 0.0 1.9 51.9 0.0 0.0 10.1 3.4 0.0 0.0
dater Turbiswe Tax 0.0 0.0 1.0 0.0 4.2 9.5 1.3 c.0 0.0
Stone and Sand Tax 0.4 1.3 7.0 0.0 2.0 0.0 ~.0 5.6 0.0
N 0.0 0.4 n.n 0.0 0.0 0.0 0.0 0.0 0.0
Sish 0.0 0.0 n.0 0.0 2.0 1.2 0.0 0.0 0.0
R 0.1 0.2 0.9 0.2 0.4 0.0 0.5 0.1 1.3
Hill EstabVishinent Fee 2.5 40.0 3.0 2.0 0.0 0.0 0.5 0.0 0.0
Radin License 2.8 6.8 5.4 3.6 4.2 12.9 3.3 1.6 11.7
Applization Fee 0.2 0.4 0.0 0.3 .2 0.4 0.1 1.] 0.0
citizenshin Fee 0.0 14.2 6.1 0.0 0.0 0.0 0.0 0.0 0.0
5ales of Forms 0.0 0.0 0.0 3.5 19.9 0.3 5.6 3.4 0.0
Othar Sales 0.0 0.0 0.6 0.0 1.1 0.0 0.0 72.6 0.0
Nents 0.4- 6.0 0.0 0.0 0.8 2.5 0.3 6.7 87.1
Arrears---poLy 0.4 0.4 0.0 0.y 0.0 0.0 0.0 0.0 0.0

---Qther 7.0 2.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Specified devenue 11.5 5.2 20.6 89.2 0.0 0.6 69.2 4.3 0.0
Other Nonspacified Reyenue 2.1 0.0 5.5 0.3 3.6 0.2 0.8 4.7 0.0
Total 100.0 100.0 103.0 100.0 100.0 100.0 100.0 100.0 100.0
Total Own-Source Rvenue (Rupees) 609 ,877 150,33 172,578 125,370 99,692 51,771 120,685 356,227 8,105
Per Capita Nwn-Source Revenue 1.90 0.24 1.15 0.75 0.58 0.34 0.77 1.38 0.22

SOURCE: Ac:ounts of the individual district panchayats and population figures from Table B.].
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amounts to only 0.02 percent of average annual incomes dssuming income
levels average Rs. 3360 per person (US3160). The data in the table also
indicate that the house tax is relatively important in two of the hil)
districts.  The road tax dominatos dwn-source revenve collections in Dang
With a bridge/ferry tax most impartant in vne of the hill districts. The
mill establishment fea is particularly important in Jhapa district.

The structurs of 2ach of these revenue sources is discussed in more
detail below. Befare Lurning to that description, however, it is useful to
consider the extent to which total oWn-source revenues have grown during
the First nalf of the 1940, Only if revenuas grow more rapidly than do
prices and population can real per capita spending increase. Table 3 shows
the overall percentage growth in total own-source revenues for the period
1981/82-1985/86 a4 well as the implied annual average increases in nominal
revenues.  Two of the district panchayats experienced declines in own-
source revenues with only two districts enjoying annual average revenue
growth rates in excess of 4 percent.  The third and fourth lines of the
table are even more sobering.  When the effects of inflation, as measured
by the consumer price index, are factored into the growth rate estimates,
only two districts experienced increases in the total purchasing power of
resources which they mnubilizagd Tocally, And in only one of these two
districts (Pyuthar) Jdid the real increase ip revenues excead the estimated
rate of increass in population. In all other districts own-source revenues
per capita could purhase fewer q00ds and services by 1986 than they could

five years edrlier,
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TABLE 3

OWN-SOURCE REVENUE GROWTH IN SELECTED DISTRICT
PANCHAYATS, 1981/82-1985/86

Average  Average

Annual Annual
Percentage  MNomingl Real Population
Districts Growth Growth Growth Growth
Dang 21,08 3.90 - 5,91 4.72
Jhapa 10.76 2.06 - 7.58 6.84
Dhankuta 47.78 §.12 1.44 1.79
Pyuthan 98.16 14.66 4.52 1.40
Rolpa -16.49 -3.54 -12.07 0.39
Rukum - 3,72 -0.75. - 9,52 3.23
Sallyan 27.94¢ 5.03¢ - 4.26° 0.69
Tanahun ¢0.96 3.88 - (.05 3.57
Rasuwa 13.23 1,97 - 7.05 5.44

G , o
Excludes other specific revenue.

SOURCE:  Revenue figures are from the accounts of the
individual district panchayats; the rate of
inflation is hased on the consumer price index
bresentea in HNG, Ministry of Finance, Economic
Survey, Fiscal Year 1985-86 (Kathmandu, 1986); and
population growth rates are from Nepal:
Contracept ive Prevelance Survey REEEFT:v1981
(Kathmandu: @inistry of Health, NFP/MCH Project
and Westinghouse Health Systems, 1983), Appendix 1,
pp. 1/73-175,
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If this performance is to be improved, changes will have to be made in
the revenue structure. Prime candidates for such improvement are 1likely to
be those revenus sources alrsady being utilized by the district panchayats.
We therefore begin this review of own-source revenues by describing briefly
several of the most common revanue instruments currently being used by
Tocal governments in rural Nepal.

House Tax. The districl panchayats ere authorized to impose taxes
on houses situated outside of urban areas ot rates not exceeding Rs. 10 per
year.  Of the ten sample districts onty the four hill districts of the
Rapti Zone “wvy this tax. The districls normally graduate the rates of tax
according to the size or quality of honses and they commonly contract the
tax out to the village panchayats to cullect in return for a share of the
revenue.  The exact division of responsibilities and revenue hetween the
district and villages is negotiated then written into a directive that is
passed by the district assembly,  The basic characteristics of the house
taxes levied in the Rapti [one are presented in Table 4.

The administration of this tax appears to oe very lax., In Sallyan the
village panchayats are supposzt to submit complete lists of households,
indicating which have or have not paid, but the district does not compile
this information and has no record of the total amount of arrears
outstanding.,  The district panchayat simply encourages the villages to
collect arrears 4s soon 4§ possible.  There is aoparently a public
perception that o <sizeable portion of the Lax which is collected is
siphoned of f by village of Ficials while district officials Jack the records

and desire necessary to ensure proper administration of the tax.
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TABLE 4

BASIC CHARACTERISTICS OF THE HOUSE TAXES LEVIED
I[N THE RAPTL ZONZ

District Panchayat Rates of Tax Division of Revenue
Pyuthan House with ground floor only Rs. 5 /5 percent to village panchayat«
One story house Rs. 7/ 25 percent to district panchayat
Twd stery house Rs. 9
Three story hous: Rs. 10
Rolpa Builiding with an area mot excead ing S0 percent to village panchayats
18%) square foet Rs. 3 S0 percent to district panchayat
Building with an arca excead ing
189 square feel Rs. 5
Rukum Ondinary” House Rs. 3 Unknown
House with two or more stories Rs. 4
"Big" building Rs. 6
Sallyan Varies betwoon Rs. 1 and Rs. 5 accond ing fo Originally the district collecte

the number of stories and type of roof iny

of the house

SOURCE:  Tnterv iews with district panchayat officials.

the tax and the split was 50/50
since 1984/85 the village panche
have collected the tax and have
received 85 percent.
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Transportation Tolls., The district panchayats may impose charges on

persons, animals or vehicles that travel the roads, bridges and ferries

under their control; they cannot levy charges on the major roads and

bridges built and maintained by HMG.  Fcur of the nine sample districts for

which we have financial accounts celiected tolls in at least one year

between 19817872 and 1985/36, Tne districts establish the rates for the
.

talls, which are normally graduated according to type of animel or vehicle
(sea Table 9), and then invite tenders from independent contractors who bid
to cellect the tolls, The individual submitting the highest bid s
supposed to rec:ive the contract and is Ehen committed to pay the district
the amount bid by the end of the fiscal year.  The contractor keeps the
difference between the amount collectad and the amount originally bid. The
districts enforce the conditions of the contract but do not know how much
the contractors collect over the course of the year,  The contractors also
have an incentive to keep potential competing bidders ignorant of this
amount .

Several of the sample districts have had tolls on their books but have
failed to attract contractors in some years when the condition of their
roads restricted traffic and diminished tne willingness of transporters to
pay the toll to such an extent that operating a toll bpost was not
wortiwhile.  Dany District Panchayat relies very heavily upon its road
tolls which have accountad for about 80 percent of the district's own-
source evenue.  Duny had alse collected 4 ferry toll up until 1982/82 at
which time it transferred this revenue source to two village panchayats,

Dhankuta District Panchayat relies heavily upon revenue from a toll bridge.
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TABLE 5

RATES OF TOLLS IMPOSED IN SOME SAMPLE OISTRICTS

I. Dang Road Toll

A. Lamahi to Ghoranhi Section (paid each way; Vehicles travelling between
Lamahi and Koitabas pay half of thesc tolls)

--jeep Rs. 6.50
s=minibus not oexceeding 20 seats Rs. 6.50
mmiractor nut exceeding 4 h.p. Rs. 12.50
“-tractor wxcoeding 1 h,p. Rs. 21.00
“=bus wcveding 20 seats Rs. 25.50
--truck Rs. 37.50
B. Ghorahi to Tulsipur Section (paid each way)
-=jeen Rs. 7.00
Seininibus not exceeding 20 seacs Rs. 7.00
“-tractor not exceeding 4 h.p. Rs. 7.00
“mtractor exceeding 4 nog, Rs. 12.00
==bus excocding 20 seats Rs. 12.50
--truck Rs. 25.00
C. Ghorahi to lurnix Section (paid one direction only)
-~jeep Rs. 7.00
--minibus not exceeding 20 seats Rs. 7.00
==tractur not exceeding 4 h.p, Rs. 7.00
--tracter axceeding 4 h.p, Rs. 172.00
==bus caceading 20 seats Rs. 12.50
~=truck Rs. 25.00

II. Sallyan Road Toll

-=minibus Rs. 100.00 per trip between Sallyan and Dang

--tractor Rs. 100.00 per trip between Sallyan ond Dang

-~truck Rs. 100.00 ver trip between Sallyan and Dang
ITI. Rolpa Road Toll

-~horse Rs. 1.00 per trip an wain road

-=mula Rs. 1.00 per trip on main road

-=tractyr Rs. 10,90 per trip on wmain road

(No contr iy tos

IV. Rukum Suspension dridge Toll

=-shion

—=untoadeg by
== 1 0ad
-~hutfaloerg

Py e Lttt e b e 4 e e

SOURCE :

[nter,ivey

With

s nave bid

R
TSy omules or donkeys  Rs,
miulos

norsng

Tor this toll in the past five years)

3 .25 per head per crossing
s. 1.00 per head per crossing
5. 2.00 per head per crossing
Rs. 10.00 per head per crossing

o donkeays

district panchayat officials,
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Water Turbine Tax. Oistricts may tax mills or water turbines

Tocated within their jurisdictions. Normally an approval fee is chorged
when a i1l is first established and then an annual charge is levied, often
graduatzd according to the size of the mill or the number of months the
mill operates during the year. In Dang the approval fee is Rs. 160 and the
annual tax is Rs. 20 per horse power. These taxes are collected by
contractors in seme places; in cther districts they are collected by
district panchayat staff and in a number of districts the village
panchayatls colleci and relain shares of the taxes (in Dang the villages
keep all of the annual charge). Jhapa, the most economically advanced of
tne sample districts, collected Rs. 60,000 from its mill establishment fee
in 19657365 no other sample district collected more than a quarter of this
amount from milis,

Contracts to f4ploir Jistrict Resources. Districts may grant

contracts for the collection of bones, shells, feathers and other animal
parts that are used for medicinal or ritual purposes. They may also grant
contracts to catch fish and to collect stones, sand, timber and other
materials that are borne by rivers within their boundaries. Town
panchayats have also been yiven authority to sell stones and sand from
river beds lying within town borders and conflicts have sometimes arisen
when bolh touns and districts have attempred to exploit the same resources.

Otier Proscribed Revonue Sources, The District Panchayat Act also

empowers the districts to layy cesses on water used for irrigation, to

impose fines and penalties for late payment of taxes, to cellect rents from
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persons using district guest houses, Tibraries, dispensaries ond other
public buildings, to purchase and dispose of assets at a profit, and to
appropriate up to 5 percent of the incomes of village and town panchayats,
The Decentralization Act further aufhorizes the districts to collect fees
far Ticensing radios, tape-recorders and video sets and to elicit
"contributions" from individu~ls or businesses for specific projects. None
of the sampie districts has imposed o water cess during the past Tive years
and no district has Jemanded a4 share of its local panchayats' income during
the past four years. The radio license fee is the only revenue source that
has been used by every sample district over the past few years. Most of
the sample districts have heen ablo to earn somo income from the rental or
sale of their assets, The Sallyan District Penchayat is proud of the gross
income it has earned by renting 2 tractor it had purchased several years
4go, but no one in the accountant's office had a clear picture of the net
income earned from this encerprise,  Tanahun has collected considerable
Sums in recent years from the sale of some of its Tand for housing plots.
Dhankuta has earned some revenye by contracting out the operation of its
mango garden and press,

Nonprescribed Revenue Sources, The sample districts have imposed

same  taxes and  fees which are not specifically prescribed in either the
District Panchayat Act or the Decentralization Act. The nonprescribed
charges imposel by sample district panchdyats include a tax on house sales,
25 tax on exported animals and t imber. It

a "commod ity" fan o oind s g

should be noted, however, that Section 50 of the District Panchayat Rules
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specifically pronibits districts from imposing  import or export customs
duties or surcharges on central exuise duties.

The Panchoyat Jevelopment and Land Tax {POLT). Chapter 4 of the

Decentralization Act metes provisions for viilage and town panchayiats to
Tevy ¢he PRLT hut HMG has infornally suspended this tascing authority since
1381, The POLT was enacted in 1963 and first introduced on a trial basis
in a score of village parchayats in ‘he terai. The primary objoctives of
the experimant wero to increase lacal resource mohilizetion and to
strengthen the financial standing of the loca) panchayats,

While the basic concept and objectives of the POLT were sound, the
specific design of the tax was overly complicated for many local
authorities, In order to gain the required approval from the district
panchayat to levy the tex, a village panchayat had tc propare a plan and
budget for the projects on which the tax revenue was to be spent. Priority
was to B2 given to urojercts that increased agricultural output. The tax
was imposed on both landlords and tenants as percentages of the primary
annual crop produced cn the Tand. The village panchayats were permitted to
keep 85 percent of the tax proceeds 4hile yielding 10 percent of the
revenue Lo the district panchayat and 5 percenl to HiG. The central
government Land Tax was suspended in village panchayats where the PDLT was

levied.



[n the 19705 an attempt was made to implement the POLT on a nationwide
basiS.H [2 many areas the local authorities simply could not handle this
Aemisteedively  GifFicgl tux; in cther areas tax revenues were misused
AL bty ety puhYic dissatistaction, Popular reaction against the PDLT
Psome disteicts contributed to the political disturbances of 1979 and led
Lhe Goverament o osusoond the tax in 1981, befure 1t ever became
vaerational in aany districts.  Dospite the nationwide failure of the PDLT
bre dorge sajaraty of the village panchayat aofficials from Lhe terai
dastrivts intery owed By Cne study tean were in favor of reintroducing the
Lax and clame: inat ineir Constituents shared their sentiments.  These
stficials seud Ehe panaie preferced being able to pay the tax in their own
viltleges ~abtnes tngn “ravelling to regicne! collection sites and they
preferrea having the revenue kapt in the village, unlike in the case of the
Land Taxa wnich ws popul i~y nerceived to flow out of the villages, never
to revurn,

IS

Evaluation of Alternet ive Quwn Souric Revenues

Phe gwn-seurce covenue serformance of district panchayats nas
Jenerally peen poor. mproving feis por formance will require a variety of
wbivns regarding both Ehe struwcture  and adminisiration of these revenue

instruments. At the same time, policy changes should be implenented onlty

S T s @ i St e Pt ¢ < s bt i

)
B

Fat conn stadice of fne PDDUT are Sheyvans Dhungana, Narendra Kayastha
and Bal Rai. A Stuns an Fanchuyrt Oevelonnent 3anad Land Tax," processed
(KeFhaano Dontee o0 Econamic Davelopment Administration, 1976) and
Vijays Shrostho A yoagy of Janchayat ges clopment and Land Tax  in Some
Selact o Vitlar Pancvasits of Jhapa District," processed (Kathmandu:  HMG
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after considering the equity and economic effects of the alternative
instruments. Here we evaluate thesoe aspects of the major own-source
vevenues currently collected by district panchayats as well as several
different revenue sources which were recomnended by local government
officials interviewed during the Fiald work.

The house tax, 3 Curraently impused, suffers from poor administration
wdoa Tow rate structure which does not fend itself to automatic revenue
grovih in response ta inflation or zconomic growtn,  While the rates in

4

some jurisdictions are graduated according to the size or value of the
heuse, revenuss will nrow primarily in response to increesed numbers of
taxed structures rather than ts enhanced values of the existing stock of
housec.

Some consideration can be given to increasing the maximum allowable
rates of the hous> tax. The current rates, ranying from Rs. 3-10 per
structure as shown in Table 4, are extremely low even Jiven the economic
conditions of the rural aregs of Nepel. Doubling the max imum allowable
rates but maintaining their graduated structure would seem reasonable.

SLITH, simply increasing rates is ot sufficient to improving the
performanc= of this Tevy., One necessary condition is improved tax
administration, particulurly better recori-keeping. This objective should
be one portion of an avarall strengythening in financial administration
practices at the district leve:. Even then, however, it cannot be
overemphasized that such revenue enhancements, including those discussed

below, must alse be aucorpanied by service benefits received by house tax
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payers. The entries in Tables 4 and 5 reflect this facl. Users of the
services of a road or bridge are willing and able to pay rates equal or
above the annual mcunts dus on the house tax for which no direct benefits
dr - soen,

Jolls on roads, bridges and ferries as currently administered in Hepal
have considerable merit and snould be encouraged.g At the same Line, with
constant rate siructures, strong revenus growth cannot be anticipated from
this source since oaly the Teval of traffic will lead to enhanced revenues,
Periodic rovicw =f cutes should werur so that they reflect the additional
costs of maintaining and rapairing tne irfrastructure,

Probably the most important adiinistrative aspecl of the toll system
s ensuring g competitive franchising onvironmentl. If fFew bidders
participate or if collusion among bidders occurs, the amgunts obtained from
Lhis revenus source will b Timitod. Several pelicies can he usod Lo
maximiz: the revenges wgrped. Auctions must be publicly arnounced in
advdance 5o as to attract the flax imuin aumber of potontiatl bidders.
Information regaraing dpprocimate traffic levels should be collected on a
small sample buasis and made public so as to allow bidders to make good
estimetes of gross revonuns that wight expected.,  This will also allow
district panchayat officials to detzrmine whether bidder collusion i

JFOr' @ desiostady of toll roads in Bangladesh inzluding a discussion
of pricing policing, gon Larry Schroeder, "Toll S0.ds as a Zilla Par i<had
Revenur Scurce: 4 Case study " Motropolitan Studies Program QOccasional
Paper Hu. A2, Ta% Maxwell School LSyracuse, NY: syracuse iniversity,
Novembur 1982 {revised May 19847).
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occurring.  Open auctions should be used to insure that price information
is available to ail bidders and to reduce the iikalihood of collusion
Gutween officicls and francnise Dbidders. And, in the event that one
action yvielids urraasonably dow hids, the district panchaydt might reserve
feoright to o hoid g SDseuent s tion with the franchise Given to the
nighest bidder in eirhar of the auct ions., Firally, as was mentioned ahove,
Lot listrict must ensyre that Lo infrastructurc on which tolls are being
mpooad Bs sintained iF il aishes to continua to derive revenues from the
facility.

Jistricts migri consider operating the toll systems themselves. The
primary revonue advantage of self operation is that it would allow the
districts o dinrive the profits currently accruing to the Wwinning private
enterprise operators, & second possible reason for self-operation is that
it owould heip to insure Fpat franchise operators do not use their tol]
collection authorisy to extrget tolls yreater than those allowed in the
toll schimdules, Offsetting thess nossibla affvantages is that if the
district panchayats were operate the facilities there would be a need
for increased staffing Jevels and greater caninistrative costs, Also,
under the current system {he bidding mecheniser a1 1ows Fhe price system to
reveal ) at lagst fndirectlv, the willingness of uysors Ly pay for the
FaCility (witness the lack oy diduers gn ocertain rgads in Rolpa and
Sallyan). o would nct vocommend cordiersion to sel f-operation.

The mill and uroaine oy is une furm of local business tax which, due

to the eas. o7 Bentilying the business, kenps costs of administering the
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tax relatively low. Consideration might be given to expanding the base of
this type of Lax to other larger business aperations found in at least some
districts, o.q., brickyards.  Again, the administrative and record-keeping
Znsts could be kept law since relatively fow establishments would Le added
6 the roll.  Such taxzs are not traly boenefit bHased since they are only
indirectly tied to tie seryirss provided by the district panchayat to the
business establishments.,  For that reason, and the fact that excessive
raetes can have deteimental aronomic develspmont effects, the rates imposed
on mills and other ostablishments should be Prmited.  Whether or not the
current rates snould be altored cannot bHe deloriained without further study,

It was noted anove Lhat the Panchayat development and Land Tax is

theoretically sound; its weaknesses lie in i administrative complexity,
Essentially the tax is a “orm of wricultursl income taxation, a form of
Laxation which has encountered administrative difficulties wherever it has
deen attemptad in the developing world, With low rales the tax does not
have major production disincentives; however, caual yield taxes based on
the potential value of land have preferable jncentive effacts, Tying the
La to a spucific proiect nrovides o Denefit basis for the lax = Strument,
but it greatly complicat s tax administration.  Furthermore, local
Qoveraments raquire o productive revenue saurce that yields revenues on a
continuing basis and can Yo used for a variety of noeds, especially the
recurrent costs of operating and maintaining loce) governments service
facilities, As curcently structured the POLT does not achieve that
objective., As is discunsed delow, there are good reasons to prefer the

Land Tax to the POLT.
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In addition to these local revenue sources our interviews elicited

£
i

several suggestions for new possiblz local revenue sources. One type o
revenue source mentioned by local govermnent Sfficials are various economic

activities tu Do undortakon by Tocal governments. In addition to the

tractor puvcnage—1udsihq aredangament i Sallyan Disteict mentioned above,
other interviewees sugyested operating ¢old storage facilifies, operating
Currently idle mincs, zollecting and selling horbs, building and operating
mitls und small electric power plants, or even establishing cottage
industries. While jfocal panchayats aight mobilize rescurces through these
or other economic activitics, there are several factors that shculd be kept
in mind befare recommend ing 4 widescale entranca of local governments into
these vonturoes,  First, al) of the suggested activities could be operated
as private enterprises, [f these aclivitiss are, in fact, potentially
profitable, ons wunders why private entreprencurs are not engaging in them.
Since there s Vittis reason tu believe that local govermients can gperate
these businesses acce officiently than the private sector, the revenue-
generating viability of thase activities must b questioned. One exception
could arise if private sector investors cannab abtain credit necessary fur
large capital investments associatod with aeclivities sach as tractors,
mills and cold storege nlants wherpas lgoal governments could obtain such
credit. Even then, however, fthe economic Fedsibi]ity of such activities
should be studivi carefally. Finally, if local governments were to enter
into more cconoe i activiting, accounting systoems must be improved to
ensure that these undertakings deo not drain revenues needed for other

public sector seryices,
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Several new Ldaxes were also recommended by local officials contacted.
Many sugyested thal particular goods produced in the district hut used
elsewhere simuld be faxed upon removal from the district, Among  the
products montioned were roufing siate, ghee, herbs, qinger, qoats or other

animals end resin.  Such "esxuort” taxes should bhe considered cerctully and

certainly deserve greater study. fhey can be productive producers of
r(vunue.lo hey do, however, have questionable oconomic effects.  When the
tax=d products are produced under competitive conditions and are widely
avaiiable from many districts, as would appear to be the case for the
producls mentroned ghove, swasrs of capital (producers) would bear the
burden of the tax, If, on the obher hang. tne products are produced by
only da handful of oroducers in a single district, ronsumers would bear the
bulk of the tax burden. 1n either mstance, if rates are kept low, the
efficiency losses associated with the tax should not bLe severe. A
potentially more important efficiency loss to Nepal's 2conomy which might
arise are those associeted with tax administration. Local ‘export' taxes
are similar to Lhe octroi and sach increases the costs of transporting
goods since Toads must be stopped and inspected prior to paying the tax,
Even wmore detrimental is “he possibility that the taxes be allowed to
cascade as the load passes through divtricts enroute to its final
destination; but ensuring that qoods in transit are not taxed also adds to
the adininistrative costs (particularly the cempiiance costs) associated

et 2 M vt bt ot m S ek b s s v
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0. . : .
Sinilar fexss are ysed by rural locel governments in Pakistan and
are commonly the most important 1ocal reverus source,
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with the levy. Hence, whila we provisionally recommend that consideration
be given tu the imposition of new taxes on specific goods, we feel that
additicnal study should be made before such policies are implemented.

Tnere are some policy actions that can be undertaken to imnrove own-
source revenues of district panchayats. Rates of several of the revenue
instruments might b increased and somo atditional revenue sources might be
Lapped.  Stiil, it s extranely imporstant that any of these policies be
accompanied by improvements in revonue adininistration.  Re-ord reeping at
the local govarnmenl lavel is aopeclally weaky training ond some revision
in the types of records that should be maintained at the local lovel are
called for.  Analysis sho:ld be undertaren of a possiblc tax on goods
produced in rural districts and consumed  in other parts of the country.
Still, probably the yreatest potantial for sustained, improved revenuoe

4

performance is the land tax. [t is to thal source we now turn.

cand Taxation

Given the extremne relative iinportance of agriculturs in the economy of
Nepal it is reasonable to capect land to play an dmportant role in resgurce
modilization offorty of the country, Aopresent there is a land tax
imposed; however, il accounted for Tess than 2.5 percent of total HMG fax
revenues i 1984735, Tnere are goud reasons to think that this ratio can
be increased through more active participation of locael goveraments in the

Land Tax process so as t31 create a more obvious link between tax payments
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and benefits reccived. Here we review the structure and record of land
Laxation in Napal and make severa) suggestions for improving its resource
mobitization conanilities.,

The “urrent faxulion of Rural Land in Nepal

Land revenye s turrenidy being collected under two distinct systems
in Nepal asad ur wiethor or not formal surveys have been conducted
according to Bhe Land Suryvey AL, In the 24 districts that have not yet
peen surveyel asseasment records are not formalized; instead Yand revenue
continues to be Collar by by traditional agants--Mukhiyas and Zimmawals--
ani tax yields gro watramely Tow (the samplo districts Pyuthan, Rolpa and
Rukum fall into this categary). In the cenaining 51 districts the Land
Survey Department has classified all Jand oulside of the town panchayat
dreas into four types and four grades within each type (sen lable 6b). The
Land Survey Deportmont s Tespansible for adjusling the grade of land when
Ptois imprevad such as when irrigation is introduced or when it
deteriorates due Lo s0il erosion.

[n each survaeyed district the Department of Land Revenue operates
offices thet collect three faxos on Tand:  the basic Land Tax, which
consists of specific ratag graduatad according to type and drade of land;
the Local Devalepment Feo, which is equal to 10 percent of erach Tandowner's
basic Land Tux paymnent: and the Land Registration Fee applied to transfars

11

of land. Revanue from the Land Tax enters into HHG's fiscal accounts and

1. . . . .
Tne same three tarveq gre collected in the nonsurveyed districts but
the rate of tha Land Tax is Tower and is not graduated.



TABLE 6

STATUTORY LAND TAX RATES AND TAX AS A PERCENTAGE OF LAMD YALLE FOR

Type &Y, Graje of Land

Primary Cnoracteristics
of Grage

Statutory Tax
Rate or a Pcrd
Hogtare Hasis

SURVEYED LANDHOLDINGS IN EXCESS OF 1.5 BIGHAS OR 20 ROPANI

Roughly

Estimated Per

Hectare Lgrlj

Val

Uy

Tax as a
Percentage of
Land Velue

L

Lands 1n Terar Ragion
A. Dhananar Lands™
(1) Aba?

{11} Doyan

(i) Simn

{iv) Chanar

B. Bhit Lands
(i) Abal

{ii) Doyam
(iii) Sim

(iv) Chahar

bast quality soil, vear-roung
trrigation, pakly can e grown;
yielgs at Jeast two crous e
vear

Qoo Qual ity ragatas only
part of tre yeas; yields two
Crops par yed”

mt irrigatec; yields only one
Crop peroyear

ary soi! conieining gravel or
sard; yields crops only in
intermistent years

Soit can support ury Cice,
wneat, myize, millet and
similar camen: i1 crops

inferior, sanly soil tnet can
supnort meize, miliet and
similgr comers iy Crops

sardy ur aravelly soil that
cannct SuppOrt Crops 1n con-
SECUL ive vedrs

lands that are rot level and
whose soil covtaing sanc or
gravel

Ps.

[

Rs,

Rs. :

Rs.

Rs.

14.5

. 10.0

5.0

Rs. 1

10,000

85,000

66,000

44,000

n.d,

n.a

n.a.

n.a.

.07

.07

n.a.

n.a.

n.a.



Type ad Grane of Lond

I, Langs in Otnor Reaions
A Khet Lonas
(i) Apgi

(1) Doyen

(iii) Sim

{iv) Chahar

B. Pakho Lards
(1) Apal

{i1) Doyam

TABLE 6 (CONT.), Pege 2

Pringry Craracterstics
of Grey:

Statutory Tax
Rat2 or g Per

Roughly

Estingted Per

Hectare L'and

Qood soits un sakwtiat e
terrain at altitines peloy
3,000 feer; e gatas yizar-
rounz; pakdy cen be grown

gud 011y pdrt-vear irrige-
Qation at 2'tiiy1es haln,
3,000 feat or year-roung
irrigation at altitutes
betwedt 3,000 &t 4,000 feot

Sdrly or gravelly <oil arg

SrOrt-period i igst 1on below
3,000 feat or patter soils and
irrigation at nigner a1t itudes

lands tha! conters noor =i
o are steeply slopag or at
very nign 2levat ions

0ils usuitahle for Daddy
but otnenwise of uoee qual ity;
Tocaten in villajes below
2,000 feat, Qratient mxe-ate
enouwgh for plowing

roderate gradient pormits
Pluwing but 0 il s nferior
0r 1anc 15 s1tuated botwgen
2,000 and 3,000 feet

hactere Basic Yalee”
Ru. 39.5 Rs. 70,000
Rs. 3.5 Rs. 51,000
Rs, 29.5 Rs. 34,000
Rs. 19.5 Rs. 20,000
Rs. 19.5 Rs. 39,000
Rs, 14.5 Rs. 25,000

Tax as a
Percentage of

Land Yalue



TABLE 6 {CONT.}, Page 3

Roughly
Statutory Tax  Estimated Per Tax as a
Primary Cnaracteristics Rate or a Per_ Hoctare Lgnd Percentage of
lype and Grate of Land of Graje ectare Basis®  Values”. Lard Value
(i) Sim Yau witr poor s0il or steep Rs. 10.0 Rs. 16,000 .06
grading df low altitwe or
better quaiity land ai high
elevations
{iv) Chahar Tands siigntly worse than Rs. 5.0 Rs. 10,000 .05

Sun gralk

a v . . .
In the: terai region Tang bs moasuras an nighas; 1 pigne = .68 ha,  In the other regions land is

measwred in ropeni; 1 oropan:

)

District,
Kathmandu Valiey,

by officials in Sallven Disir
o,
Lranng Tams that dr:
Pokhars Valicy
Teryi,
"

Valuon fuo st

= 0] ha,

W
ISR

frv: tax rales have been rounded to the nearest Rs, .5.

ane values for drenaher Jangs ore based on averge sale prices recordal by the Land Tax Office in Dang
aoare Tively o he higher in the gastern terai anvd much higher in the

Yoo walues Por anet g pakno 1ands o e basisd on minimum transfer prices for such land set

ngve traed o ert on the low side of our land volue estimates,

Tecatar putsiae of tre Lerad rajion bul are situated in Kathmandu Valley,

» Surret Vailov o Dang Valiey ere grated ans taxed n tne sane maner és ¢hanhar lands in the

TThe tahle of tay retus esed Dy tne Deparaneat of Land Rovenue does not ccitair separate rates for bhit
Tands i the teran but Depasume .t 071 icials said that this land classification is equivalent to the pakho
classification n other ru;iens.

SOURCe :

Tne Lang Survey Act and information provided by the Uepartment of Land Revenue.
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then 50 percent of the collections in each district is turned over to the
district panchayat as a supplement to the Development Grants, a portion of
which gt e distributed to village panchayats, ([f Yess than Rs.
100,004 is tuliected in 4 district, the entire amount i3 turned ovver tg the
district,)  Tae Lol Development Fee i pever recorded as HMG revenues,
rather §{ g supposed 1o fLoLy directly inta the district's account and can
be used in a mangee Similar to any of the district's own-sgurce revenue,
Oistricts receive o pertion of the tax on land transfers.  In some
districts the Land fax Offices are stil) collecting arrears from the PDIT:
Ehe distrint panthayals receive all such arrears coliected.

Diginici panchayats appear Lo use 4 itferent methods (o account Tor the
revinuz flows from the [angd Tay Offices to the districis, Among the <iy
districts tor which ye have actual accounts, oniy Dang shows g clear record
or both the iogcal Develapment Fee and the share of the Land Tax it
receives, In 0dang's dceounts the Fee appears in the District Assembly Fund
while the Land Tax share Flows intn ihe Development Grant Account. Sallyan
keeps a Stparate Local Developmont Fee acceunl but shows an acceunting of
the Land Tax ahace (the peincipal accountant was not gquailable to explain
the accounts), Tha acounls for Tanahun, Rasuwa ang Rolpa contain no
reterence i, My revenus received from Lhe Land Tax Department. Most of
the panchayat decauntani s could Tocate recerds for this rovenue §bem but in
Soile Cases the [P0 1in]d restarchers had to gbtain this information from

th Erict-Tevel Lane Pax i figes,

d i

]

[Val

In five af the aine sampin districts the Torally reported Tand revenye

figures ara Targely consistant With records kept by the centrg] office cof
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the Land Tax Department. 1In Dhankuta District, however, the Tncal account
of land revenue s much below the amount implied by the central office
records, whiic the convercs ig 1;ue for Pyuthan and Tanahun Districts, 1In
saliyen Bisbrict £he Local Devalopment Fee account is ambiguous and appears
Lo overstale Uhe amcunt collected frowm tne Local Develanment Fee,
Obviousty, there is a need for improvad accounting and record-reeping at
Lhin diatriot Tevel,

fnoTante 1 we relied upon revenue figures collected by the field
researchars, I we were to replace the locally reported land revenue
Figurss with ones that were cansistent with the contyral rceords, Ethere
would exist a wmore consistent sattern of relicnce upon land revenue among
tre hiil aisiricts in our sampla. The revisod figures would show the three
nonsurveyed hilt diztricts--Pyatham, Rolpa sind Qukum--receiving less than 1
percent of their totsl zurvent revenue from land taxation (the combination
of the 50 percent Lard Tax share and the Local Development Fee). The three
surveyed NIT1 districts would be shown to receive botween 4 and 8 percent

of their total current revenue from land taxaetion.

Optional Bases for Land Taxation

Land taxation i imulemented in 4 variety of forms in both developed
and develsniog countriss and each approach has its virtues and drawbacks.,
rﬁe crudest form 0f Tanrd tax i< one bosed simply on the area of
tandhoidings, wuch as the Land Development Tax in tangltadesh, This type of
tax is cartainiy the eaziest to gaminister but it is ceficient in terms of

equity. Fven when the raies of the tay ere graduated according to the size



of a taxpayer's Tandholdings, the tax is not equitable because holdings of
equal size can vary considerably in productivity. Furthermore, the nominal
revenue of @ crude area-based Lax will remain sragnrant (declining in real
ferms) unless the ratns are periodically adjusted.

Taxes are somet imes mpoced on the needuck or income yenerated hy both
Tand and other factiors empicyed on the land.,  The PLUT talls into this
category of land taxes which are more equitable and provide for greater
fevenue growth than do stiple grea-based iaxos.  The problam with these
Laxas s ifhat an extensive and well~trained complement of tax
administrator, g required to estimate curatery the annual product or
incame of wach Pandownar, In addition, income and aroduction taxes
decrease the incentive o utilize land produclively.  Some governments
davoid the asministrative and incentive drawbacks of taxes on actual
agricuitural production or ircome by taxing “presumptive" agricyltural
ncome,  Unger the this Lype of tax regime land is normally classified
according to its productivity and tnen an estinmdte is made of the average
annual income eaerned from one unit, e.g., one hoctare, of each class of
lTand within the taxing jurisdiction. Each taxpayer's presumptive or
patential income is then detzrmined by muitiplying the numoer of land units
he owns hy the APPrOpriats par-unit average  income. Finatly, the tax is
applied a: a percentage of presumed income.  he presumpt ive jncome tag is
equitable in torus of the "ability to pay" coriteria if ability te pay is
measured in terms of QDTtity Lo earn income rather than in terms of actual

income, Furthermore, since the tax is based on pctential rather than
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actual production, a landowner cannol reduce his tax Tiability by
curtailing his production s0 the tax encourages the most productive use of
the land.

Many counlteies impose taxes on the estimated market value of
agricuitural land. Since the price that an individual ic willing to pay
for a piece of land should be approximately equal to the discounted value
of the stream of inwome he cxpects to ears froa ke land in the future, tax
rates that are clabed as o percentage of Tand value may he restated as a
percentage of oxpected annual oincome.  As an exempie, take the case of a
tand Lax whose rcalz is egual to 1 percent of the morket value of land. A

-

untt of Tond valued at Rs., 100,000 would bear an annual tax of Rs. 1,000.
{F the normal net rate ¢f return on @ unit of Yand is 5 percent, ¢ producer
is not likely {o pay Rs. 100,000 for i picte of jand unless he can
reasonably expect Lo earrn approsiingtoiy Rs, 5,000 net income por year from
it. In this case the Tand tax represents 20 percent of the eipected annual
income from the Tand., Since the land value tax can be redntecpreinn s @
tax on e«pected income from land, it shares btae sane equity and incentive
characteristics as the prasumptive agricultural income tax.

Nepal's current Land Tax is a sophisticated version of an area-based
tax since it arcounts for di ferepcss in tho oroductive potential of
varieus types of Tand,  Nepal's tax, howsver, falls short of being ecither a
presumptive incame Lex or a land velue fax. To convert the Land T3ax into a
presumptive dntone toy oo would have to o estimaie the average net income
earned per hectare of each jrage of Tand in a Yocalits and set Lhe tax rate

as 2 percentage of 2ach Jandowner's estimared toial net income ocarned from
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14 If this estimate is accurate, the current Land

between 3 and 5 percent.
Tax is roughly equivalent to a tax on agricultural income at a rate of 2 to
3 percent. Not only are these tar rates relatively low, but a substantial
portion of the tax base (13.4 percent in 1984/85) is exempted by the
pravision under which any tandholding less than 1.5 bighas or 20 ropani in
size (each ceiling is roughly equal to 1 hectare) bears a tax of only
Rs. 1.

The Government has some leeway to raise the rates and lower the
exemption level of the Land Tax without mak ing the tax overly burdensome in
comparison to either world standards or its own standard of twenty years
age.  The amount of revenue to be raised via 1and taxation should be
determined by the demand for local public expenditures. We suggest below
that this determination can best be made when some responsibility for rate
setting and tax collection is devolved to local authorities.

Current Yield of the Land Tax

At current rates the average district-wide tax assessment before the
"poor farmer" exemption is about Rs. 1.5 million. The terai districts on
dverage possess tax bases that are 6.5 times the average tax base of
surveyed hill districts and over 20 times that of surveyed mountain
districts or any of the nonsurveyed districts (see the first column of

Table 7). The "poor farmer" exemption reduces the nation-wide tax base by

14For data on net returns see Rapti Zone Regional Assessment, Appendix
Table A.IIIL.18, p. 271. The returns presented 1n Ehat study have been
converted to 1986-rupec equivalent for the purposes of our analysis.
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TABLE 7

AVERAGE 1 AND TAX ASSESSMENTS, EXEMPTIONS A COLLECTIONS
FOR TERAD, HILL AND MOUNTAIN LISTRICTS, 19R4/E5

Exemptions as  Colections as

a Percent of a Percent of
Pre-gxemption  Amount of Tax  bost -exempt fon ACtua!l °re-£x9mpt10g Post-ExenDtipn
Assessmenty Exenpted Assessmants Callect fons Assessnents:_ Assessments
c
I. Surveyed Districts
18 Terar Districts 5,143,400 TS99 2,665,466 2,225 ,65! 115 60.7
24 Hi'% Dastranty, ni2 62" 67 ,64¢ Sl 967 276,944 16.2 54.8
2 Mountain Mistricts 236,673 30,200 203,401 160,794 14.1 79.1
41 surveyed Distracts 2,023,813 750,324 1,785,191} 1,068,664 12.3 59.9
e
Ii. Nonsurveyed Districts
9 HiYY Distracts 125,664 97,584 22,079 7,146 7.7 25.5
g Mourtain Drstricts 45,532 35,065 10,453 6,558 7.0 62.7
17 housurveyed Dasiricte 87,955 62,166 19,232 6,859 7.5 3.6
6! Districts L4920 197,558 1,292 484 772,893 13.4 59.8

2
ine actual collections tigures include coliections of drrears frum previous years as well as penalties for late payment,
14
Averages for the Jasl two colums are wE1Ntes qvorages,

C
Campiete data were not aviilable for tour surveved a1st=icts.  For the purumes of this table o district is cefined as a

terai district if 3t least one-thim of .t registered Gond s clessitied as ter3i lana; distinctions betwean mountain and hil
districts were maae on tne Lints of aengraphye Iscation,
¢ .
Including the tour Katnmangy yalley tistracts,

e
Date were not avaiiabte tor ten nansurveyed cistricts,

SOURCE: Data provided by the Planning Sectton of the Department of Land Revenue,
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13.4 percent; this provision cuts the tax base in the nonsurveyed districts
by over 75 percent.

The tersi districts contain over 80 percent of the country's post-
exemption Land Tax base and account for over 85 percent of actual
collections.  Since the figures fur actual collections shown in Table 7
include collections of arrears from previous years os well as penaltics for
Tate payment of tax, the collection precentages shown in the last column of
<he table overstats the efficiency of Land Tax administration in Hepal. If
data from Dang and Sallyen Districts are cepresentative of districts in
generdal, then Hetween 29 and 390 percent orf collactions in any year consist
of arrears and penalties and one should reduce the coilection percentages
accordingly.  The adjusted data implty that in the surveyed districts a
Tittle less than ona-half of the current year's tax due is zctually
collected each yoar. [n the nonsurveyed districts Yess than 30 percent of
the tax due is collested on &ime.

The Tocal Land Tax offices estanlish several regional collection sites
Within their districts for periods of on> to three months each year; they
do not have sufficient staff or funds to maintain these posts for longer
pariods, In the nil] districts, where seasondl migration is common,
landowners are often aut of their districts at collection time and then
have difficulty travelling to the district headquarters to pay their tax.
The tox offices have neither the will nor the resources to pursue
delinqueats ay,resyivaly,  Officidals readity impose the prescrived 15

percent penalty on payments mede after June 29th but this usually occurs



only when delinquent taxpayers come in on their own volition to settle
their accounts. No interest js charged on arrears so once a landowner has
Feiled to meet Lhe payment deadline he has no incentive to clear off his
arrears, vunlass he wishes to sell or transfer hic tand, in which case all
taxes due on the land must be paid.15 The provisions in the Land Tax Act
that authorize tax officials to sequester or auction off land on which
arredcs are due ar2 almost never applied.

summary and Suggestions

This reviea of the Land Tax in Nepal has documented the previously-
noted weakaesses in the record-keeping and accounting activities in
district pencheysts and has indicated that the level of land taxation in
the country is Jow on a statutory basis and is even lower when tax
delinquency is taken into account. Additional technical assistance is
certainly in order to improve the record-keeping and accounting skills at
the district level, In addition, changes in the structure and
administration of the tax could lead to improved revenue performance of the
levy. Of primary importan._ in this regard is greater involvement of local
governments in tax administration. Thus, we suggest (1) that village
panchayats be given a role in the colloection of the tax with a larger
proportion of the taxes collected remaining at the village level; (2) that
in the short-run the Local Development Fee be abolished, the basic rate of

the Land Tax be raised, and the district assemblies be given limited

e et 0 At o 4t et 2t e < At

15 . . ..
Landowners who pay their taxes early receive a 5 percent remission
but early payments are exiremely rare,
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authority to impose a surcharge; and (3) that in the longer run the tax
structure be altered to enable taxes to reflect current land values.

the collection efficiency of any tex increases both with the will to
collact of the tax collector and rhe willingness to pay of the taxpayers.
Both of thuse factors can be increased by means of a greater localization
nf the tax which means giving local suthorities a role in tax collection
while at Lhe same LUime giving them o greater share of the take and mak ing
them rely more heavily on this tocally mobilized resource and Tess heavily
on the HMG gyrants for local development works., Of course, those districts
with severely restricted land tax bases will continue to remain largely
dependent upon funds from the center.

A strong argument can be made for giving village panchayat authorities
a role in collecting the Land Tax and its arrears and, as an incentive,
garmark ing a share of the tax collected within their panchayat areas to the
village panchayats. We have heard complaints from both taxpayers and tax
officials regarding the latter's inability to maintain a presence outside
of the district headquarters to facilitate tax payments. A possible
solution would be to have the land tix offices continue to establish their
temporarv regional collection sites but give the village panchayats
responsibitity for pursuing the tax delinquents .ind collecting arrears.
One would Vike to keep as Tlittle cash as possible flowing through the

panchayat offices.  This should not be too much of a problem since the

—r

higher tax rates will wake the 15 percent penalty on late payments a more

formidable incentive Lo landowners to pay on time at the collection site.



51

Village panchayat officials can be vory effective collectors of
arrears if they are given the incentive that a significant share of the tax
Eake will be made availabioe ty them for projects within their panchayats.
Similarly, Vandowners shoubd be more willing to pay the tax if thoy can see
a more direct link belween their paynents and the benefits of local
development works.,  Public nressure will also he more easily mobitized
against tan delinauents who will he viewad as nol pulling their weight for
Uhe vitlage.  Lists of delinquents should be posted at panchayat offices
and read at the village assemblies when peopie’s awareness of their public
finance constraints is at its oeak.,

As we noted earlior, the amount of revenue to he raised from the land
cax should be determined by the demand for developnent expenditures. If
the demand for local developnent works oaceeds the amount that HMG can
suppart  financially, the districts should be enablad Fo meet the cexcess
demand by reising their own Land Tax collections. Ore suggestion would be
for HMG to set a hasic rate for the Land Tax, say one that approximates 0.4
percent of land value, in aorder Lo ensure a minimum contribution from each
district towaerd the suppert of locs] sorvices and permit each district
assembly to impose a surtax of up to an additional 0.4 percent. The
current Locel Developmeri Fee could then be abolished since it is really
just an inferior alternative to iLhe proposed surtax.

In arder to provide local communitics a sufficient incentive to rely
move heavily oa loral cosources, all of Lhe surtax revenue and 70 to 80

percent of the basic Land Tax revenue should vemain in the districts with
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at least half of this local share being allotted to the villages in which
the revenues were raised so as to maintain the closest possible Tlink
between contributions and benefits, (A 20 to 30 percent shere of the
higher-yield basic tax should anount to at least as much as HMG's current
share of the Land Tax and should be sufficient to cover its administrative
costs.)  The grant allocation system should also be redesigned to induce
hegvier relianc: on the land tax base, As will be explained more fully
below, wach district's grant allocation should be inversely related to some
measure of its Tand fax base, such as the amount of tax due under the basic
0.4 percent rate sof by HMG,

[n the short-run the suggested basic rate, which we state as a
percentage of Tund value, can be approximated by raising each of the
existing rates four-fold. The rosulting rates could also be used as
ceilings for the district surtaxas, In the longer run the fovernment
should give serious consideration to shifting to a land valuc based tax
since such a tax would permit revenues to grow in step with the general
price level and would permit local authorities to keep up with the rising
cost of providing public services without having to vote on rate increases
every few years. A land value tux would be easier to implement than a
presumptive income tax because information on actual land salz2s is
available to tax assessors and provides them with some evidence concerning
the actual value of tands of varicus gualities in various locations.

Since s s.siom fer grading land is already in place throughout most of

the country, the remaining task to be accomplished is the assignment of
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values tu specific grades of land in each locality., This task should be
performed by o committee consisting of HMG land survey and land tax
cfficials as well as local authorities knowledgeable of land prices in
their jurisdictions. Tne values could be based on a survey of transaction
prices of Tand with recognition given to the fact that transfer prices
recorded at the Land Tax Offices probahly understate the true market value
of Tand. The HMG rapresentatives on the committee must have the final say
in determining Tana values and tax dassessments since the local
representitives would have an incentive to understate the tax bases in
their districts, thereby gaining lerger grants from the central government.
One sugyestion would be for the Land Revenue OFfficer in each district to
serve as tno final assessment authority with the other members of the
committee serving in a consultative capacity.

Land assessments will have to be updated periodically to reflect
Changes in market values, Ideally reassessments should be performed
annually but, since each assessment involves a considerable administrative
effort, it is more reasonable to aim for assessing land values every three
to five years.

Consideration should also be yiven to Towering the one-hectare
exempt ion lavel so as to bring a larger percentage of the 1indhold ing
population into the taz net. Although the exemption may improve the
apparent progressivity of the tax, previous experience in Nepal and other
developing nations has demonstrated that it is extremely difficult to

admirister fairly a land tax whose rate structure is graduated according to
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size of holdings or which provides for a stbstantial exemption. The higher
the exemption Tovel is the essier .t is for landowners to divide their
holdings artificially purely for the purpose of tax avoidance. A
relatively low cxemption Tavel would make this tactic infeasible for all

but the smallest landholders.

[ntergovernmenta) Transfers

The data in Tahle 1 make it very clear that intergovernmental grants

are, by fdar, the most important source of revenue to many district
panchayats. Here we describe and evaluate the several different ways in
which HMG transfers funds from the center to the districts. The section
closes with several suggestions regarding how this system could be
improved.

Types of Transfer Programs

There are two primary grants programs used by HMG to transfer money to
the districts--an Administrative Grant and a Development Grant. In
addition, there are several other smaller grants programs which transfer
funds to districts as wall as a loan program that can be used to supplement
Tocal resources.

Administrative Grants. Administrative Grants are subsidies allocated

by HMG to pay the salaries and allowances of approved district panchayat
personnel.  The professional staff of the district panchayats, including
the LDO, planning officers, sccountants, engineers and supervisors in the

district panchayat secretariats, are direct employees of the HMG and enjoy
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full civil service benefits., Additional personnel can be hired directly by
the district panchayat, but if their salaries and allowances are subsidized
by Administrative Grants, the Ministry of Panchayats and Local Development
(MPLD) must approve the hiring. Due to their special employment status,
Lhese emplovees are not members of the civil service and have no assurance
of being funded from one year to the next. The Administrative Grant is to
pay salaries and allowances; however, financial records in at least one
district indicated that the Administrative Grant was used for a wide
variety of recurrent cost expend itures including expenditures for fuel,
building maintenance, etc.

The size of the total Administrative Grant pool is determined
annually; it is contained in the regular portion of the HMG budget. The
MP_D allocates the grant amony the recipient panchayats on tne basis of the
perceived needs of the 75 districts. There does not appear to be a single,
fully specified fornule to determine these allocations; instead, judgmental
a¢llocaticns are used., Three different criteria are supposedly used in
making this allocation: geogrdphical location (terai, hill or mountain);
population size; and the access by a particular district to other
development resources. The underlying objective of this system appears to
be redistributional in nature with those districts perceived to have lower
Tovels of zconomic activity and higher costs for providing services given
greater amounts of grants. For these reasons terai districts generally
receive the smailest per Capita allocations with the largest per capita

Administrative Grants provided to mountain districts.
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Development Grants. Development Grants are provided by HMG to the

districts for local construction works. While these are essentially block
grants, sectoral allocaticns of 4 portion of the funds have recently been
mandated., There is to be Rs. 100,000 set aside for each of two sectors--
education and health--with an additional Rs. 100,000 reserved for natural
calamities and another Rs. 100,000 devoted to maintenance. Finally, as is
the case with total spending of district panchayats, no more than 15
percent of the grant is to be spent directly on administration. Some
districts have interpreted this to mean that 15 percent of the grant should
be set aside to employ additional workers. According to the
Decentralization Act dorking Rules (Section 72) one-half of district
revenues, including HMG grants, are tc be allocited to village panchayats
based on the population, geographic location, efficiency and loc:l
resources of the village. This provision has, however, apparerntly never
been seriously enforced.

Since these block grants are meant for development purposes, they are
a part of the HMG development budget. The approximate size of the grant
pool is determined in the national five-year plan. According to the
Seventh Plan, a total of Rs. 1 billion are to be disbursed to Tlocal
panchayats (rural and urban) over the five-year period 1985-1990, 1In
1985786 total disbursements of rural panchayat grants amounted to Rs. 117
million with the 1986/87 allocations approximately the same at Rs. 116
million.

Allocation of the amounts across the 75 district panchayats is still

Tinked to decisions inade during the formulation of the pravious (Sixth)
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five-year plan. At that time officials of the MPLD and the National
Planning Commission (NPC) determined what share of the total grant fund was
to be allocated to each district. As with the case of the Administrative
Grants, the three factors used to determine the allocations included the
location of the district, its population and access to other resources for

development. This last factor allows the Government to take into account

development works to be undertaken directly by HMG as well as the "other
grants" (described below). The resulting shares have apparently remained
nearly unchangad since the early 1980s; since most members of the National
Panchayat appear satisfied with the allocation, HMG is reluctant to propose
major revisions in the system. Instead, it is the other grants that are
used by the MPLD and the NPC to meet special needs which they perceive in
particular districts.

Other Grants, Two grant programs are included in this category--

Special Program Grants and Integrated Rural Development Program (IRDP)
Grants. The former grants are allocated by MPLD to members of the National
Panchayat (primarily on the basis of the member's political influence) for
use in their home districts. While the money flows through the district
panchayats, the national representatives control the project selection
process. The grants tend to be used for projects simiiar to those financed
from the development grant program but provide a method whereby National
Panchayat members, who are frequently political rivals of district
panchayat chairmen, can distribute benefits to their constituencies to
weigh against the substantial patronage systems that district chairmen

control.



The IRDP grants are funded primarily by foreign donors with at least a
portion of the money flowing through district panchayats. Sectoral
guidelines for the use of these grants are jointly determined by the
donors, the MPLD, NPC and 1ine ministries. That is, districts are told how
much of the grant is to be spent in the health sector, the education
sector, etc. The districts can then choose individual projects within
these guidel ines.

Loans, For tne past four years HMG has permitted the Ministry of
Finance to guarantee loans by commercial banks (most of which are
government-owned) to district panchayats for productive projects. Qver the
period Jhdapa has been the only district in the country to have negotiated
such a Tloan. Apparently, banks are disinclined to Tend to district
panchayats because of inherent risks perceived in such loans as well as the
large administrative costs which the banks must bear.

Analysis and Evaluation of Transfer Programs

As with the case of local resource mobilization instruments there are
several different criteria against which one can evaluate intergovernmental
grant systems. Among these are the size and growth of the transfers, the
equity implications of the system, the effect of the system on local
government spending, resource mobilization and planning and the fiscal
accountability built into the grant scheme.

Size and Growth of the Grants. Table 8 shows the per capita

distributions of the Administrative, Development and other grants to each

of the sample districts for each fiscal year 1983/84-1985/86 as well as the



i"8lE &

PER CAPLTA ALLOCATION AtD RELATIVE IMPORTANCE OF
INTERGOVERNMENTAL GRAITTS, SELECTED DISTRICT

PAMCHAYATS, 1983/83-1'125/80

N 9
Dietrict Panchavaets

e Uah., S ot mvsthen Kolba Sallyan  lananui  Rasuwa
1633/84:
Bannistrat ive 0.42 0.22 0.9 0.8 0.84 0.87 0.55 A.17
Deveiomnt 3,54 1.55 13.99 1.14 11.23 7.4 8.40 14,79
Otres 0.51 0.69 3.0 4.1 1.18 1.25 0.0¢ 7.98
AT Grants 4,47 2,65 17,8 6.12 13.2¢ 9.53 8.9 80,94
Phe Borcent o lotdl b d
evonigs) (35.73)  (28.42)  (74.43)  (63.20)" (53.05) A0° (78.89)  (79.78;
1954785
Ronistras e 0.40 a.2 3 u. 3l 8 .93 0.79 3.%
Develomnt 2.9¢ 1.45 1i.7 6,70 4.65 3 6.99 65. 8
Otrer 7.9 1.69 HIRY) G.7: 5. 1 .67 0.80 25.58
AlY Grante 11.2Y 3.54 2305 2.6 15,65 . 9¢ £.58 45,50
(& borcors = Iotal " . d
fever s (60.49, (36.33) (.3} (90.49;7 (59.99) (94.20)7 (90.45;° (50.85) (97.77)
1435/80
RN HSLr e e 0.57 0.28 1.28 1.2 1.8 .28 0.77 5.35
Deveicinent 276 1,36 JULE 00 9.62 95 5.79 59.34
Oy 3.8 1o (.00 Y v, /8 7 0.0 1.27
AT Grants 116 .80 1.8 .06 11.K4 5.8 6.55 71.95
(As Ferlnt of Tuta! . .
Keveru (€9.26)  (20.98) (D036 (2187 (66.07) paan® (46.22)  (95.48)

SEnteies are 0 Ky, por caitte; anounts in parenthesas ari b perient of total district panchayat revenues fram

all sources, inchufing oponare Galance,
b -
Excluding openng hatencs,

- . .
Exzlug g opnarg Lgiance and snare of Tax' revenus,

~
TExciuden olner spxicl revenus aret snare Of Tamd reveaw,

SOURCE:  Dhstriz’ penchayat records and mopulation date rites above.
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proportion of total district panchayat revenues accounted for by this flow
of resburces from the center, As had been stated above, the relative
importance of these grants in the overall revenue structure of these rural
tocal governments is quite large. The data also verify that, generally,
hill districts received a larger per capita allocation of both the
Administrative Grant and the Development Grant than did the terai districts
and that the mountain district (Rasuwa) received, by far, the largest per
Capita allocation of Administrative Grants.

severgl patterns are observed in the year-to-year changes in
allocations within districts. Generally, per capita Administrative Grants
increased, particularly betweer 1984/85 and 1985/86. Less stable patterns
of changes were observed in the Development Grants and the special grant
allocations; esprcially dramatic per capita changes were observed in the
latter, For exampie, in Dang District, the per capita allocations
increased from Rs. 0.51 in 1983/84 to Rs. 7.97 in 1984/85 and fell again to
Rs. 3.81 in 1985/86. Similarly Targe changes, though with slightly
different patterns, are observed in the bulk of the other districts
represented here, This is not particularly surprising given the ad hoc
nature of these grant programs, In part, the variability might be
attributed to the political nature of the Special Grant Program where
projects imay be undertiken even though they are not fully integrated into
the district panchayat planning and budgeting process. The problem with
such major variability is that it can add greatly to the fiscal planning

problems encountered in local yovernments.
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The data in Tablas 8 suggest that per capita development grants
generally declined during the period 1983/84-1985/86 but that the decreases
were not uniform for all districts. In part, this is due to the growth in
district populations; but it also can be attributed to discretionary
changes made by HMG in the allocation of funds. Table 9 displays the year-
to-year percentage changes over the five year period 1981/82 through
1985/86 by district. While in 1982/83 six of 2ight districts exhibited
incredases in Development Grant allocations over their 1981/82 Tlevels, by
the middle of the decade seven of the eight had experienced declines
relative to the 1981/82. Since nominal data were used to compute the
entries in Table 9, the obvious implication is that HMG was decreasing its
support of development spending through district panchayats, at least for
the several districts representad here. Such decreases run counter to the
supposed interest in decentralized development commonly attributed to the
Government.

In order to investigate longer term trends in HMG support for local
government development efforts we have constructed Table 10 which shows the
proportion of aggregate development spending by HMG allocated specifically
to panchayats and local development expenditures (both urban and rural).
The Table also displays the ratio of this spending tu GDP and total HMG tax
revenues. The data suggest that there was a pronounced increase in the
relative importance of such spending in 1981/82 relative to the prior two
years but that subsequently the ratios have slowly declined (as was found

for the sawple districts shown in Table 9). The implication is that,
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TABLE S

SELECTED DISTRICT PANCHAYATS,

ENT GRANT REVENUES,
1981/82-1985/86

1981/82-  1982/53- 1983/84- 1984/85- 1981/82-

District 1982/33 1983/34 1984 /85 1985/86 1285/86
Dang 34.70 -27.35 -13.54 (.00 -15.39
Jhapa -13.12 -14.50 0.00 0.12 -25.63
Dhankuta 14.50 -13.06 -13.78 0.25 -13.95
Pyuthan - 9.89 -38.64 761.77 0.00 -11.77
Ro1pa 44.37 -36.35 -13.77 0.12 -20.66
Rufcum a -21.86 -14.19 0.00 a

Sallyan 74,08 -47.45 40.22 -33.19 -14,29
Tanahun 30.28 - 1.61 -13.75 -14.30 - 0.89
Rasuwa 51.29 ~22.28 - 7.15 - 5.00 3.71

aCannot be computed due to lack of data.

SOURCE::

District panchayat records.
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TABLE 10

PANCHAYAT AND LOCAL DEVELOPMENT EXPENDITURES
(in percents)

Panchayat and Local Develnpment Expenditures
(Development Budget)

As Percent of Total As Percent
Fiscal HMG Development As Percent of Tex
Year Spending of GDP Revenues
1979/80 1.69 0.17 2.56
1980/81 3.29 0.33 4.42
1981/82 7.25 0.87 12.22
1982/83 6.73 0.99 13.84
1983784 5.48 0.88 12.22
1984/85 6.18 0.81 10.77

SOURCE:  HMG, Ministry of Finance, Economic survey, Fiscal Year
1985-86 (Kathmandu: HMG, T986).
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whereas the Government dramatically increased its support of local
panchayats al the time there was a significant increase in interest in
decentralization, this suppart has slowly declined in the face of other
pressing needs.

Equity Implica' inns, Since there are no good district-level income

or economic base data, it is not nossible to analyze statistically the
extent to which the grant system allocations dre correlated with local
incomes.  Still, there is good reason to bhelieve that, in fact, incomes in
the hill districts are lower than those in the terai and greater than in
the mountains, In general, the allocations as shown in Table 8 are in
conformily with the generaq) goal that greater per capita allocations of
development grants be made to those districts with weaker economic bases.

Implications for Loca) Goveranesnt fganayior, Grants have several

ditferent potential effects on tocal goverpment planning and fiscal
behavior. Grant systems ingy alter spend ing decisions made locally; they
may affect local resource mobilization efforts; and they may interfere with
the fiscal planning process.

In general, tho structure of the grant mechanisms used in Nepal
suggest that they have relatively little reallocation effect on spending
decisions. The Development Grants carry mandates that particular amounts
(not percentages) of the total district panchayat allocation is to be spent
on health and educaticr and that additional amounts are to be set aside for
Mdintenance and calamitins. Such mandates can affect Jocal government

spending decisions if they do not coincide with local needs. For many of
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the districts, this is probably not a problem since the total Development
Grant allocation s commanly in excess of Rs. 1 million. For some
districts, howover, tan mandates @ay act as a constraint an local
govaermment buldgo iy, Fop exampie, in 1985/56 (hana District received an
allocavion of Rs, 03,000, The manjute- aifectively determine how nearly
one-half of tre grant is to be spent.  This night constitute an offective
constraint on budgetary Flexibility; it cou'd be avoided by changing the
mandats into a peicontage rother than specifying it in terms of absolute
amounts, e.g., specify that at least 10 per.ert of the allocation is to be
spent in one scotor,

The Administrative Grant which subsidizes laber spending by district
panchayats could provide an incent iyve for districts to try to augment their
Tabor force sing. they dre not requived £ bear these costs from tneir own
resources, Ihe incentive s dompened,  however, Dy the requirement that
such new employ.es be hirad with 4G approval,

Noaz of tho grant schemnes provides any direct positive incentive for
district oanchayats fg mobilize resources of their own. There is no
matihing nor veyvonue of fort provision in the grant allocation formula.
Whita the syster providec annerally saallor grants to terai districts with
healthier econumic bases und greater resource mobilization potential, thero
is nothing i 1e system to rowsrd districts which do a better job at
mobilizing rotoerces on Lheir own.

In some dev-doping countries intergovernnental grants are promised to
Tocal goveraments bt then, du- to other Circumstances, the moncy is not
transferrod,  Syceh itercuptions in the flow of funds can greatly impede

the develupnent process since it results in the need to curtail or postpone
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projects. Apparently this problem arose during one recent fiscal year in
Nepal; however, certainty of grant flows does not appear to be a
significant problem with the grant system.

The wmandate to set aside funds from the development grant for the
purpose of maintenance is obv wusly desirabla from the standpoint of
helping to ensure that efforts are undertaken tn maintain development
projects in the districts., One practical problem faced in many developing
countries that have attempted to use a similar requirement is that commonly
it dis very difficult to distinguish betwesn actual maintenaence and
reconstruction uctivities.l6 Unless Lhe recipient government is
technically capable of undertaking a true maintenance program and is
audited to insure that the funds are spent in this manner, the requirement
has no actual effect,

Specifying that grant funds are to be used to finance maintenance
activities can create an undesirable incentive in the grant system in that
localities begin to rely on the central governnent for such money rather
than mobilizing the resources themselves. Ideally, the localities would
see it in their best interest to maintain dovelopment projects from their

own resources so as to derive the greatest long-term benefits from the

16 : . . . .
h%or exanple, in Induonesia some projects are simply termed
maintenance projocts cven though they are simitar to other develonment
projects. fhis 5 done in order to comply with the requirements

promulgated oy rhe centeal government.  See Larry Schroeder, Rural
Development Grante o Local Severaments in Asia, Me tropolitan Studies
Program Honcqgrapn dlo. 19, Trie Maxwell Schan! (Syracuse, NY:  Syracuse

Universily, March 1987)
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centrally funded projects. But this will require both the political will
and technical know-how at the local level to mobilize the necessary
resources and undertake the maintenance activities.

2umnary

Local panchayats will likely have to continue to rely heavily on the
flow of trunsfers from Y6 for some time in the future, At the same time,
it s not likely that the size of the grant allocations will increase
significantly in the face of savere central qovernment resource
constreints, [nstead, the very slow growth patterns as otoserved over the
past cougle of yoars are likely to extend irto the fyture.

While the grant system, al least the Development Grant portion, is
generally in keepiny with the decentralization policies of HMG in that it
interferes very Tittle in local decision-making, it also does nothing to
encourage local quvermusnts in mobilize resources of their own. We do not
have atfequate data to suggest a fully specified development grant system
here; however, with some additinnal study and more extensive data one could
be constructed which would do more to encourdye local revenue efforts while
still allocating relatively greater rescurces ‘o those areas of the country
with fewer local resources available to tap. In additien to population and
location of the district (as purportedly used in the current allocation
system) Tocal revenue collection efforts, including collections of current
and past-due Land Tixes, should be included in the fermula to encourage
tocal governments tn mgbilize greater amounts of resources from this

source.  With improved financial administration practices implemented at
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the district level, the grant system could become a potent force in
encouraginyg district panchayats to strengthen their financial health
through their own efforts,

In the Yonger run there may be good opportunities to use credit to
finance <omo investment apportunities in rural areas. Until the financial
nealth ano administrative Capabilities of district panchayats are

strenctt ened, however, extensive !:an financing is probably not warranted.

District Panchayat Expenditures and Employment

Given the pauc ity of revenues docunentaed above, it is unrealistic to
expect thet district ur viilage panchayats are able to perform the
extremely long 1ist of functional responsibilities assigned to them
outlined in Appendic A, [t is, however, useful to examine the expenditure
activities of these governnepts while recognizing that only a longer term
Study might ascertain the effectiveness of this spending. Since the
qual ity of services are closely tied to the quality of labor inputs used,
we also briefly examin- employment conditions and attitudes in district
panchayats.

Expenditures

The nature of the financial records maintained by district panchayats
do not facilitate an in-Cepth analysis of activities of these local

guvernmnents, In part the difficulty stems from the fact that several
different accounts or funds are maintained by district panchayats, but the

methods generally employed in accounting for these funds are quite crude
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and do not permit a thorough analysis of spending patterns. It is also not
possible to construct a distribution of a district's spending according to
the type of service provided, e.g., for roads, health or water resources.
Instead, the accounts are maintained only on the basis of the object of
spending, e.g., for labor, rent, etc.

In addition to these conceptual issues, the data available for several
of the sample districts contain no information concerning the amounts spent
from IRGP and Special Programs Grants and there are only two uistricts for
which detailed cccountings of expenditures financed by Development Grants
were recorded. Data relating to District Assembly Fund expenditures were
collected and are presented in Table 11, but these expenditures represent
only a small fraction of the total expenditures channelled thrciigh the
district panchayats and, when axamined in isolation of other expenditures,
they reveal very 1ittle. Since the tTinancial resources recorded in the
various dgccounts maintained ot the district level are quite fungible (for
example, furniture and supplies for the district panchavat may be purchased
out of either the District Assembly Fund cor the Development Grant Account}),

it really only makes sense to Took at functional breakdowns of consolidated

expenditures.

Chapter 6 of the Decentralization Act imposes two restrictions on the
consolidated expenditures of the district panchayats. Section 67
stipulates that, except when HMG grants specific permission, the panchayats
may not spend norce than 15 percent of their consolidated financial
resources for administrative purposes. The definition of administrative

expenses is imprecisa:
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TABLE 1]
DISTRICT ASSEMBLY FUND EXPENDITURES: 1985/86
(' percents)
Drstricts
District Assambly Fund Uani JNdpa iankuts  Rolpa Rukw Sallyan  Tanahun  RoSuwa
Salaries amd Allowarce: 3.3 30.% 62.5 064.9 51.% 19.9 11.3 78.0
Ha intenaice and Repo ir 0.4 1.8 2.3 0.0 0.4 0.3 3.1 0.0
Rent 3 0.0 2.7 0.¢ 0.0 0.6 0.0 0.0
Furniture ad Suppl 1es 8 5.9 5.8 0.0 3.2 2.3 5.5 19.4
Vehicles and Fuel 0.7 4.7 a G.0 0.6 0.1 1.4 0.0
Serv ices .2 3.5 2.9 0.0 0.2 0.5 1.9 0.0
Finarc ial Assistance 35.2 £.4 2.4 3.2 233 14.7 36.0 2.6
Developnent vorks 1.1 na 0.0 0.0 0.0 0.7 37.4 0.0
Miscellancous 6 5.8 o.el 1.9 10,6 6.0 3.5 0.0

Total District Asqombly
Fund

711,057 1,714,562 417,732 B4,662 187,883 444,925 1,139,499

11,702

3] . . . .
“In the case of Unarkuta the miscellancous category includes an uindeterminable amaunt spent i fuel,

SOURCE: Data collectas by LCAC field researchers.
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Amounts <pent on salaries, allowances, fuel, transportation,

furniture, etc., of JGocal panchayats and branch

offices...shall be treated as administrative expenses.

Provided that the amounts to be spent on employees who reside

at the project site itself shall be treated as project

expenses.
Tnis imprecision, combined with the lack of detail in even the best kept of
the districts' accounts, makes it extremelv diffitult for HMG to verify
that the restriction on administrative expenditures is heing met.
Officials of several of the hill districts said that HMG realized that they
could not stay within the 15 percent Timit and, therefore, did not pressure
them to do so. Section 72 of the Act requiras that at least 50 percent of
the consolidated resources of the district panchayats be transferred to the
village panchayats.  The sanple districts appeared to have less trouble
meeting this expenditure coistraint than they have complying with the
restriction on administrative expenses.

Oetailed breakdowns of Development Grant expenditures by object were
available for Dang District Panchayat for 1685/86 and for Rasuwa District
Panchayat for 1982/83. Tne combination of tLhese data with data concerning
expenditures from the District Assembly Funds and Administrative Grants for
the twe panchayats provides a more comprehensive picture of district-level
expenditures than is passible for any of the other sample districts. The
consolidated acuounts presented in Tables 12 and 13 are, nevertheless,
still incomplets since they contain no breakdown of expenditures financed

from other grants. These other grants accounted for 28.4 percent of the
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TABLE 12

CONSOLIDATED EXPENDITURE ACCOUNTS OF DANG DISTRICT, 1985/86
(a1l figures except percentages are in rupees)

Total Exclud ing

District  Developnent Other Grants
Assambly Grant Agninistrat ive Other Percent
Fun Account Grant Account Grants Amount of Total

Salaries and Allowances 222,827 118,752 193,000d NA 524,579 17.0
Maintenance ard Repairs 2,864 116,709 ~-- NA 119,573 3.9
ent 21,072 - - NA 2,07 0.7
Fumniture ard Dupolies 56,787 26,634 --- NA 83,471 2.7
Vehicles and Fuel 1,178 10,777 - NA 11,955 0.4
Services 43,992 3,000 - NA 46,992 1.5
Lontingency 5,042 - - NA 88,843 2.9
Fanaxial Assistance 250,604 - - NA 250,644 8.1
Tools ard Equipment -—- 27,503 - NA 27,503 0.9
Constrct on --- 241,868 - NA 241,868 7.9
Davelogment. works §,125 1,654,991 --- HA 1,663,116 54.0
Miscollansous 2,418 --- - WA 2,418 0.1
fotal Current Expenditure 693,750 2,200,284 183,000 1,221,376 3,082,034  100.1
Baiance Carried Forward 10,007 392,428 -—- NA 404,735

“Patails of tne 155/86 Aanmistrative Grant Account were not available but, on the basis of
prectice chserverd in prior vears, it 1s assunad that tne entire grant was spent on salaries ard
aliowrnces,

[y

“In the Developnart Grant Account furdgs allocated to the villajes for projects are labelled
"Einancial Assistance,” rowever, since this same term nas a different meaning in tre District Assembly
Fund, we place tre peodect funds on tre Developnent Works 1ine,

SOURCE:  Accounts furnisned by tne Darg District Panchayat.
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TRLE 13

CONSULIDATED EXPENDITURE ACCOUMTS OF RASIMA DISTRICT, 1982783
(811 figures except percentanes ere in rupees)

Total Excluding

District  Davelopmar Otrer Grants
Aszgmhlv Grant Arinistrat ive Otrer vercent,
Fung e nrynt Grant Account Grants _imont of Tota!

Salaries and Allowances 4,500 239,675 11,812° R4 355,987 £.9
Maintenance and wepo irs —-- 4,685 --- 2 4,659 0.1
Rent - 1,350 .- NA 1,350 -
Furniture and supplies - 90,09¢ -- NA 90,099 2.3
Venicles aig Fue! 19,660 W 10,660 0.3
Services --- 9,273 --- NA 9,273 0.2
Cont ingency --- 14,615 - NA 10,615 0.3
Financ ial Acsistance 500 1,426 -—- NA 2,026 0.1
foois am Equimmon: --- 3,000 - NA 3,000 0.l
Constriction - 3,504,265 --- NA 3,504,265 87.7
Miscellencous --- - A - —-
Totai Curent Exponiitie 5100 3,877,022 111,812 4,163,532 3,993,934 100.1
Batance (arr i Farwa - .-- --- NA

Dotails of e 1%2/83 Aminirtrative Grant ficount vere not availidle, For the purposes of this
table w2 hove assunal that the entire grant was spant on salaries and allowances since this is how the
yrant s supmosel U 0w spent. Gne dastrict (it in tre samole) was, however, foud to spend it
afministrative arnt on a broal ramge of tans.

SHURCE:  Accounts rurnisned py the Rasue Dist-ict Pancnayat,
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funds channelled through the Dang District Panchayat and 51 percent of the
funds flowing through the Rasuwa Listrict Panchayat.

In fiscal year 1985/86, 17 percent of the expend itures financed by the
Development Grant, Administrative Grant and own-source revenues available
to the Dang District Panchayat was devoted to salaries and allowances. The
Administrative Grant was spent on the salaries and allowances of 15
nongazetied staff in the panchayat office. (The principal employees of the
district and viliage panchayats, such as the LDO, the district planning
officer, administrative assistant and accountant, the engineers and several
supervisors in the District Technical Office, as well as the town and
village panchayat secretaries were all paid directly by the MPLD.) Nearly
32 percent of the District Assembly Fund was spent on the salaries and
allowances of the district, town and village panchayat chairmen and vice-
chairmen, allowances paid to disirict, town and village Assembly members
and a faw nongazetted steff of the district panchayat. Approximately 5
percent of the Development Grant funds was used to hire eight project
supervisors and a peon. [n eddition, approximately Rs. 12,006 of the
“financial assistance" heading of the District Assembly Fund was
distributed as administrative stipends to the village panchayats for the
purpose of hiring office peons. If one were to assume that the salaries
and allowciices funded from the Development Grant quelified as project
expenses (there is no way of telling from the accounts), then
administrative salaries and expenses consumed 13.6 percent of the

district's consolidated resources, excluding other grants.
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Expenditures on rent, furniture anrdg supplies, vehicles and fuel and
services purchased by the panchayat would all appear to qualify as
administrative axpenses. The contingency category in the District Assembly
Fund represents o sum that was not specifically allocated in the budget and
which can be spent at the discretion of the panchayat during the fiscal
year, If only one-third of this contingency fund were spent on
administration, then roughly 20 percent of the identifiable expenditures of
the panchayat went toward administration. We have no way of determining
what percentage of other grants was spent on administration. If HMG is
intent on enforcing the 15 percent Timit, it will have to provide a more
precise definition of administrative expenses and design a standard
panchayat accounting nomenclature that permits the identification of each
rupee spent as either an administrative or nonadministrative expenditure.

the dang District Panchayat fulfilled the HMG requirement that at
Teast Rs. 100,000 from the development grant be spent on maintenance and
repairs.  The district devoted very little of its own resources for these
purposes, however, and the total amount spent for maintenance represented
less than 4 percent of consolidated expenditures.

STightly over 8 percent of the District Assembly Fund expenditures
went to “"financial assistance," a category which comprises both the
administrative stipends to the village panchayats (approximately Rs,
12,000) and donatiuns to needy individuals or people suffering calamities
(the remaining Rs. 233,000). In several of the sample districts the field

researchers heard allegations that the panchayats' authority to distribute
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assistance was being abused and that much of the money distributed went to
relatives or friends of panchayat members, The financial assistance
arrangement certainly appears to hold great potential for abuse and the
popular concern over tnis jtem suggests that a full public disclosure of
all aid allocations be made on a regular basis.

Over 50 percent of the current revenue accruing to the Dang District
Panchayat is passed on to the village panchayats for development works,
even before the other grants are taken into consideration. [If the latter
funds were included, the villages' percentage share would be considerably
higher, Furthermore, nearly all of the Rs. 392,428 Development Grant
halance that was carric forward into fiscal year 1986/87 were allocations
for development projects that could not be spent by the villages before the
end of 1985/86.

The expenditure accounts for Rasuwa District Panchayat for 1982/83
(Table 13) predate the two restrictions imposed by the Decentralization Act
but would ecasily have satisfied hoth restrictions. Salaries and
allowance: including those of personnel working on development projects,
comprised less than 9 percent of total district expenditures, excluding
other grants. While this figure is much lower than the 17 percent share of
expenditures in Dang that was devoted to salaries and allowances, this
superficial comparison is misleading. Dang's expenditures an salaries and
allowances amount to Rs. 1.6 on a per capita basis while the per capita
figure for Rasuwa is Rs. 11.3. This per capita comparison suggests that a

crude spending restriction such as the 15§ percent ceiling on administrative



77

expend itures may be much more constraining on districts with very low total
expenditures per capita than on those with high per capita expenditures.

Rasuwa Diiteict Panchay3: spent g very nigh proportion of its
Financial rescurces in 1982/83 on development projects (labeled as
‘construction” in Lhe accounts).  In contrast, the district allocated a
miniscule fraction of its funds for mdintenance and repdirs. Rasuwa's
accounts show no bLalance of unspent funds being carried forward into
1983784 but project lists maintiined by the district panchayat clearly
indicete that not all projects were completed by the end of the fiscal
year,

There is an obvious need to bring some order to the financial accounts
maintained by dislrict panchajats. There are at Jeast threo different
aspects to such un effort--accouni design, accounting skills and audits.
No one of thess should be cxpectad to lead to improvements by itself. As
currently structured the accounts do nol give any indication of the types
of services provided by district penchayats.  And while there are good
reasons Lo quzstion the desirability of the limit on administrative
spendirg, auditing this Timitation is nearly impossible,

[n o this Lrief coudy it i3 oot oossible to document the adequacy of
dCcounting skills in thez2 local goveraments. There is reason to suspect,
however, that these skills need o be mproved through additional training
(but only after the accounts have heen rationalized).

Audits are the thirg prony of 4 well-administered and accountable

financial administration system. Mo audits of any district accounts have
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been undertaken in the past seven years. The MPLD has plans to establish
separdte audit units within each Jistrict panchayat secretariat. Once
these anits are abla to complete interpal audits, the districts will be
'required to hire auditors registered with the Auditor General's Office to
conduct finel audits. At present district funds are quite vulnerable to
misapprooriation. Tt is not possible to gauge the extent of actual abuse,
but  the popular perception thet such abuse exists seriously weakens the
confidence of Uhe people in Tocal government and undermines revenue
mobilization efforts.  While property audited accounts are absolutely
Recessary, we would caubion against concentrating solely in this area of
Financicl administration, Account structure and accounting/bookkeeping
skills are also necessary ingredients to improvements.
Employment

[t was noted above that there are two types of labor employed at the
district panchayat lavel--HMG civil service employees posted in the
district panchayat and direct hire district panchayat employees. As HMG
employees the former group can be transferred to other jobs in other
locativns at the discretion of the center; however, their continued
employment is much more certain than that of the latter group. Such a two-
tier emplovment composition can certainly affect overall employee morale,
particularly if civil service employves have benefits, e.g., pension
rights, nut enjoyed by direct hires of the local panchayat.

This issue of awployment sotisfaction is borne out in a survey
conducted vy the LORC in ten districts. A total of 130 district-level
workers were surveyoed; /7 of the respondents (59.2 percent) were direct

hires of the d¢istrict panchayat w'th tre remaining 53 (40.8 percent) being
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HMG employees. When asked whether they were satisfied with their jobs,
nearly one-half (48.5 percent) of all respondents indicated that they were.
But there is 4 significant Jdifference in the proportions satisfied with
their jubs when the two tynes of employees are differentiated. Only 36.4
percent of 411 direct hire district panchayat employees surveyed said they
were satisfied with their jobs while 66.0 percent of the HMG employees were
satisfied,

Anotner major difference in the two sets of employees concerns their
training. In the same survey it was found that while slightly more than
one-half of all ruspondants had received training of some form, only 37.7
percent of district panchayat direct hires had been trained whereas 73.6
percent of the HMG omployees had received special training.

While personnel administration issues are somewhat outside the domain
of this siudy, these dala do suggest that future efforts to strengthen
Tocal panchayats in N2pal snhould encompass efforts to learn imore about the
subject and include training efforts. One policy issue that should be

incltuded in such an initiative is creation of a loca) government service,

The LLLCRC survey founc, not unexpectedly, that 83 percent of the
responding district panchayat direct hires supported the idea of such a
service, Although tnere are major drawbacks of loca)l government services,

the idea does deserve additional study in follow-up analysis.

Financing and Administering Local Development Projacts
J d | .

Obvicusly, one primary cbjective of loca) governmants in a developing
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country is economic development. A means to this end is the development
project. Many uspects of administering and financing development projects
in Nepal are unique; and while there are certain weaknesses associated with
the process that should be altered, there are also features that could be
utilized in other develaping countries,

In this section we review the primary features of the district and
village project implementation process concentrating on the financing
mechanisms used.  We trhen analyze some unique data regarding the set of
village developmont orojects being financed in six sample districts., We
close by discussing some of the maior issues regarding project
administrat on an? finance as raised during the course of our interviews
and from the analysis of the availahle data.

Financing Projocts

Development projects are underiaken by both the district panchayat and
village panchayite.  While there is no clearcut differentiation between
district and village prejects, commonly the formar will involve more than a
single village wheraas village projects tead to be small projects with a
relatively small number of beneficiaries, In the latter instance user
groups are formed to carry out the project and to mobilize a share of its
financing.

Village projects tend to be technologically quite simple. Local
drinking watar projects, small irrigation systems, school and Jocal
panchayat buildings, roads, bridges and culverts are, apparently, tne

principle types of projocts undertaken at the village level. To carry out
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8 project a local users' committee is formed to represent the households
who will be «di-act beneficiaries of the scheme. The five to seven person
comnittae is appointed by the village ranchat and is chaired by the
Chalrman of the ward in wnich the projact is Tocated. Not only does the

Comittee oversce tne constructiun of the project, it is also to be

responsidble for oroject repair and maintenance.  There is, however, some
question as to whether any sustained maintonance progran is ever considered
at tne odtset o project aesign, Dastead, maintenance appears to be an
afterthought with needed TeDairs waue to a project only when it becomes

00vious tnat repairs are necessary.  This is one area in which additiona’

study and technical assistance i needed 50 as to improve the long-term
productivity of projects and sustain the flow of project benefits.

Nedarly all of the vitlaege prejects undertaken are financed through a
combination of monetery inputs provided from the district panchayat and
other rescurces manilized at the village leyel, Although village
panchayats nave the authgrity fo mobilize resources through formal taxes

and fees, the resources 1sed to meet project costs are most commonly

R . Y . A .
nobilized "voluntarily®, While these contrivutions may be in the form of

llVi]]age panciayats are autnorized to levy a trade or occupation tax
on shops, mills, thisters, markets, commercial sites, etc.; they may impose
fees for the reygistration of /enicles and firearms and for the annual
rencual of radio Vicensos, I thase districts which do not impose and
share the hous: *ax with rhe village panchayats the Tatter have extremely
restricied rovanue basso,  Two ciilage panchayats which were visited
Collected oniy »viid, rif'e and water turbine license fees; their annual
IWN=SOUr e revenusc wore oy than R, 5,300, all of which were spent or
panchayat uffice ex, ocrses, 4 tn ey village panchayat, which enccmpassed a
small town, aarned Sirahtly greater revenue by imposing a tax on
shopkeepers ang wue Lavcuby able ©5 hire street cleaners. Even those
village oanchaysts Fhat heso accesc to hous2 tax raise very little formal
revenue; one <uch paachayat raised Rs, 25,000 in 1985/86.
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cash, mgst commonly they are nennonetary resources particularly labor and,
at times, locally availaile materials,

In estimating project costs it is necessary to value the amount of
laber and nonlabor inputs contriboted locally., Each district uses an
estimate of the current price of labor, sometimes differentiating betwean
tie going wages of sikilled and unsicilled labor. For example, in 1986/87
Sallyan District usod Rs. 183 par day for unskilled labor and Rs. 35 for
skilled Tabor; in Dang District Rs. 20 per day was used; in Bhaktipur
District, which is wmore urbanizad and 1ies adjacent to Kathmandu, the wages
wera estimated o be Rs. 30 and S5 for unskilled an skilled 1labor,
respectively.  Tne data suggest that there i3 an attempt to use reasonable
estimates of the opportunity costs of the voluntarily mobilized labor.

While the tiansfer of funds from the district to villages s
equivalent to an interjoveramantal grart with a local match, there is no
well-defined matching system wsed by districts. That is, the Tlocal
contribution as a proportion of the tgiy] project cests may vary greatly
from project to project and from vitlage to village. In some districts the
district penchayats distribute grent moniss among villages on approx imately
an equal per village besis. Since total preject costs differ considerably,
equal village allocations result in significant differences in the relative
impertance of local contributions from project to project.

Equal allocaijon of grants amony all villages precludes the need for
the district punchayst oo attenpt to evaluate the relative merits of the

numerous schemes presented from 2ach village. While politically preferable
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and possibly necessary due to the shortage of technical skills at the
district level, this lack of %Yard evaluation probably results in some
tzchnically inferior projects being undertaken.

Different villages have shown unique approaches to the issue of
raising voluntary resources. In some projects all beneficiary families are
expected to contribute equal labor shares towards the completion of the
project; for other projects, purticuiarly irrigation projects, landowners
arz expected £o contribule towards the project in proportion to the amount
of Tand to be irrigetad by the project. Sallyan District has authorized
sinall annual fees, amounting to Rs. 5 per benefitting household, to be
callected by the committes to operate and wmaintain of drinking water
projects.  Finally, although it was not financad through the Development
Grant, a communel forest projecst in one village uses collections of in-kind
contributions of grain t9 provide the resources necessary to hire a
vatchaan to ensure that nenparticipants in the project do not take wood
from the forest,

Empirical Anafysis of Proects

Each district panchayit is to maintain a project book containing
information on the village-leve) projects partially financed from its
funds. We have obtained suinmary information from ten districts regard ing
suty projects undertaken during the past several years. Table 14 shows the
sectorel allocabion of these projscts, both Ly number of projects and their
tofal cost (the saurogate of district funds ang Tocally-mobilized

4

contributions). Jo aid in the interpretation of the data, the percent of
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TABLE 14

sector
water trrigation Bu1ldings
Nurber Total Nutber ; Tota] Nutber 2 IotatT)
District Year Projectsd Cost Projects’ Cost Projects Cost
Dany 1985/86 3 409,239 23 1,407,351 6 440,404
(20) (17) (58) (58) (15) (18)
Jhapa 1985/86 3 52,313 8 124,314 4 56,624
(12) (11 (31) (26) (15) (12)
Dhankita 198578 16 525,135 8 208,130 18 1,221,001
(36) (25) (18) (10) (40) (59)
Pyuthan 1984785 15 na 5 na 14 na
(33) (11) (30)
Rolpa 1984/35 na 1,368,641 na 219,758 na 507,052
(70) (8) (19)
Rukum 1985/86 - - 11 535,782 26 3,423,801
(21) (11) (49) (73)
Sallyan 1985/86 3 1,126,188 12 661,811 27 1,886,313
(7) (27) (27) (16) (60} (46)
Tanahun 1985/86 64 1,778,746 4 63,683 -—-
(93) (94) (6) (3)
Lalitpur 1985/86 8 105,244 7 93,674 19 831,177
(18) (9) (:6) (8) (42) (73)
Rasuwa 1983/84 14 1,356,716 9 631,356 19 1,675,962
(19) (25) (12) (13) (26) (35)
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TABLE 14 (7ONT.), Page 2

sector
oads Br idejes Other
Nurber Tota) Number Tota] Nurber 3 Totag
District Year Projects Cost Projec ts®  Cost Projects Cost
Dang 1985/85 - --- --- -—- 3 147,757
(8) (6)
Jhapa 1985/86 1 5,145 8 223,653 2 18,032
(4) (1) (31) (46) (8) (4)
Dhankuta 1685/86 - --- --- - 3 116,553
(7) (6)
Pyuthan 1684785 --- --- 12 na m== -
(26)
Rolpa 1984/85 na 78,382 --- ~ern --- ——-
(3)
Rukum 1335/86 - - 16 754,055 --- ---
(30) (16)
Sallyan 1985/86 --= --- --- --- 3 462,678
(7) (11)
Tanahun 1985/85 --- --- -—- --= 1 42,392
(1) (2)
Lalitpur 1985/86 3 46,189 = -—- 3 62,363
(7) (4) (18) (5)
Rasuva 1983/84 13 921,043 14 164,321 4 66,989
(18) (19) (19) (3) (%) (1)

Nunber in parenthesis is percent of total nuber of 41l village panchayat projects
financed in that yoar,

2
tmber in prenthesis is percent of total costs of all village panchayat projects financed
in that year,

SOURCE:  District panchayat records.
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the district totals are also shown.

No single conclusion can be reached fror these data other than to
sugygest that, as should occur undar decentralization, each district
allocates the funds quite differently, preferably in accord with the needs
perceived locally. For example, irrigation projects dominated the
aliocation in the terai district of Jang whereas drinking water projects
were appdrently deemed most crucial in several of the hill districts, e.q.,
Tanahum and Ralpa,

Large differences in the sectoral oercentage allocations of projects
and custs syt significant oroject size differences, For example, in
Chankuta 3¢ percert of all projects undertaken were drinking water projects
but they used only 25 porcent 3¢ pho funds while buildings accounted for 40
percent of the projects and 59 perceat of tha funds. Hence, water projects
were considerably smaller, on averagse, thar were the building scnemes.

Wrile local contributions are commonly advocated as a desirable
resourc:2 mobilization techniqus for lTow-income developing countries, there
is a dearth of informat ion available on the topic. Thus the data in Table
15, which show, by sector, the pruportions of actual or budgeted project
costs raised through contributions, are especially interesting.18 It is
difficult from thesc data to reach any firm conclusions regarding those

S L et S ottt it e e et + e s i

B[t should L noted that there is no ex post auditing of the actual
amount of Tacsl cont-ibuticns nade towards the completion of a project.
For the entricy inticated as budgeted amounts, contributions are the
difference betwoen 8 imgteg project costs and the grant from the district;
factual' entrivs are vitlage panchayat sstimates of local contributions.
In either instance the riting shown very well may be biased.
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TABLE 15

LOCAL COST SHARING RATIOS BY SECTOR FOR SELECTED DISTRICTS
(amounts shown are percentages of shared
costs to total project costs)

District Water Irrigation  Buildings Roads Bridges  Other
Dany® 43.19 54,29 60.15 52.65
Jhapna® 1 75.23 71.04 63. 32 12.54 84.06 50.09
Dhankuta® 22.28 23.49 63.54 --- --- 37.71
Pyulhgn na na na na na na
Rolpah 95,50 ~-- 33.14 23.45 48,91 ---
Rutoum 00,63 --- 37.33 -—- 60.51 ———
Sa‘nlyan(; 10.29 61.07 74.19 - 56.67
Tdndhun(b 32.61 50.00 o --- --- 54.31
Lal‘fpgr‘ 12.40 25.11 12.82 33.02 --- 15.36
Rasuwa' 5.2/ 3.74 14.19 23.93 16.12 14.99

Petuals according to records.
bEstimdted.

Local sharing ratio is 46.08 if the one district panchayat building
With no cost sharing is omittad.

SOURCE: District panchayat records.
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sectors in which local sharing is Tikely to be more or less successful. At
the same time, one can conclude that the local normonetary matches are
quite high, In the terai districts of Dang and Jhapa local matches in
excess of 50 percent were generally the rule. The hill districts exl.ibited
generally lower local matches, nevertheless Tocal contributions commonly
amounted ty more than one-third of the total costs of the projects, In
great part this outcome may be due to the previously noted policy to
trarsfer larger devetopment grants to the hil) districts. This conclusion
1s strengthencd when observing the Cata from the ane mountain district
representad here--24suwg. There the local match ratios are even Tower,
again possibiy because of the very large per capita Development Grants
provided to the mounlain distri-ts,

While one mignt anticipate some sectoral bias in the levels of local
contribution, e.g., higher local contributions to more labor intensive
projects such as drinxing water systems and lower ratios for building
projects, the data <o not support this expectation. Instead, the ratios
Wwithin a sector vary grodtly across districts,

The Tlarge local contribution ratios shown in Table 15 suggest that
these voluntarily mobilized resources are significant in the gverall
activities of local governments in Nepal. To examine this, Table 16 shows
the ratio of total local projact contributions relative to the monetary
resources mobilized by *he district through its own-source revenues as well
from the total of owi-souice revenues plus the shared land taxes (which are

also raised Tocally).  The results are quite interesting as they suggest



TABLE 16
RELATIVE IMOORTANCE OF PROJECT CONTRIBUTIONS,
SELECTED DISTKICTS

Contribut ions
Relative to

Own- (e -Source Owr~ Own-Source

S3uree ©iac Shared Projoct Source Plus Shared
District Tear Keevone lasen Contrinutions  kovenues Taxes
Danyg 1985/86 60,877 R 1,266,122° 2,08 0.6
Jhaps lygirge 50,730 g 3641697 LAz 0.12
UNankJL e 1985700 170,01% 985 ,693" 27 4.79
Pyuthan 19a5/85 1385, - NA NI, NA
Rolsa 1964065 96 g 2,07¢8,5500 20,4) 19,54
Rukum 51171 1,803, 208" 13.4¢ NA
$311ydn . Codad ast 1642 5,42
Tanahun aja,9ogg 1.7 0.57
Lalitpur Lyientbi 174, 848" 2.06 1.35
Rasum L9830 88 1,634 467, 348° 343.10 343.10

u . | . .
ACtuals accordie; 2o recoras,
L.

Eotimaieg

OURCE:  Uistrict penchayal records.
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that Tocal nonmenetary contributions tend to dominate the amounts mobilized
through the more formal taxation techniques.lg in all instances
contributions are considerably greater than the amounts derived from own-
Source revenue instruments.  In the terai districts, where the land tax is
very productive, coatributions taka on relatively less significance in the
overall resource pickage of districts; however, in the less prosperous hill
and moun*ain districts Lhe project-related contributions generally dominate
the formai, monetary-based resource mobilization instruments.  The
Corciusion that must be drawn From thase estimates is that the resource
mob iiization effurt in the rural iredas of Nepal are certainly greater than
a simple reviow of district panchayat accounts would suggest.

While the pruvious discussion suggests that the project implementation
effort in Nepal is quite successful, the record is not unitormly positive.
One wajor problam s project completion,  One indicator of the problem is

the iarge closing fund balances mentiored above.  The data in Table 17
spec itically address the projece connlation problen. In only a very few
nstences could G disteges Danchayat report that projects were fully
completed by the end of the fiscal year in which they were initiated. In

fact, in no instance anony the six districts were eyven one-half of the

prejuects undertakon conplated Sy the end of year. Unfortunately, the

1QWu agAin caucion thal the contribution values may be overstated
Since in threo dastane.s Lhey wers drawn from budgets rather than from
actual expensiiturs Jara,  On the ¢cther hand, since the actual (albeit
tnauditad) contvin.lion iqte represent unly those contributions made by the
end of tne fiscal vear, fucther contributions should be forthcoming in
order to finish aany of the projects (see below).
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TABLE L7

PERCENTAGE OF PROJECTS COMPLETED AT £ND OF FISCAL
i

YZAR BY SECTOR, SELECTED DISTRICTS

Sector

District Year Water  Irrigation  duildings  Roads  Bridges Other Jotal
Nan) 1985786 25.0 34.8 333 - --- 33.3 32,5
Jhao: 1985736 0.0 /9.0 /5.0 100.0 0.0 130.0 44.4
Uhankut s 1035780 0.0 ¢h.0) 0.0 - - 0.0 4.1
Mvuthan SI84 /08 N na Na na na na nda
Rolpa L9381/ i nd na na na na na
Ruker s S S na na na na na ne na
Sallvan 1935780 06. / /5.0 25.9 --- --- 66.7 44.4
Tanahurn R SRV 12,5 0.9 -—- -—- --- 0.0 5.8
Lalitpur LA83/30 0.0 14.3 10.5 0.0 -—- 22.2 10.9
Rets: iy RIREYAN 14,3 44.4 31.6 69.2  78.6 na na
SOURCE:  is'rict pancheyat records.
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problem also cannot be traced to a single sector nor to one region of the
country.  Only with more thorough and in-depth analyses of individual
projects can one determine the possible weaknesses in the orocess to
determine how the situation might be altered. Several case studies provide
some of Lhis needed insignt,

Case Studies

Personnel of the LCRC conducted 13 case studies of individual
development projects located in six different districts. The samnple chosen
Was not random; instead a4 durposefuyl sampl ing technique was used.
Information was desired wbout both “succeseful" and "unsuccessful" projects
SO, in conjunction with local 3tficials. projects representing both
outcomes were choson, The resulting set of projects represent four
different sectoral allocation of funds: soven drinking water projects, two
buildings (one village Janchayat office building and one local school
building), three irrigation projects (two irrigation distribution schemes
and onc den) and sne road (a mulo trackj.  Summary information on these
schemes is shown in Tabl» 18,

As might be anticipated from the nature of the sample chosen, it is
again difficult to reach definitive conclusions regarding the facters which
lTead to successful completion of /illage projects. O0Of the seven drinking
water projects only two wore deomsd successfuly the bulk of the failures
wera attributable ty dispuies regarding the source of water.,  This is g
classic =2xample uf allccating a Vimited resource which, on the hasis of the

social benefits ceceldved, should be made available outside the area in



TABLE 18

SUMMARY OF DEVELOPMENT PROJECT OUTCOMES, SELECTED PROJECTS

Year
Type Persons broject Local  Contribution Project  Completion
District Project Benefited fosts Lnare Per Person Bagan Date Coments
Tananun Water 250 Rps. 22,423 200 Rps. 18 1985 1986 Syccessful small project
Tananun wWater 400 16,144 22 El 1985 Incomplete  Nater source dispute
Tananuyn Water 500 34,279 35 24 1965 Incomplete  Management problems and
iate grant; excessive labor
share
Sellyan Water 500 157,583 20 64 1983 1987 problems in supervision
and participation
Sallyan village Entire 67,781 70 na 1985 1986 Regular supervision and
Building village good local participation
RoIpa Mule trark 1,200 15,000 na na 1985 1987 High local interest
(roud) {district)
Rolpa Hater 1,000 217,745 16 80 na na Disputes at water source
led to problems
Ohankuta Water 60G 54,125 8 8 na na Good supervision and timely
release of funds
a
Dnankuta jrrigation 500 23,333 1B} na na na Political confiscts ana
lack supervision
Rasuwa Irrigation 30 18,621 20 na 1982 1983 Good particination and
' timely tung release
Rasuwa Water 150 85,403 ) 28 1982 lncomplete Oispute <ver water source
Jhape Dam 800 27,285 a3 28 1985 1986 Strong leadership of user's
group
b X .
Jhapa Schoo? 200 29,674 85 126 1985 Incomplete  Political controversy and
building alleged misuse of funds

a . .
Ropani lard, not number of beneficiaries,

t
harper ot schoc) children,

4
Per stuaent,

SOURCE:

LCRC survey,
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which the resource is 1ocated.2O In such instances it will be absolutely
necessary for the higher Taval of government, in this instance the district
panthayat ta assist in resolving the dispute. Perhaps some sort of
compensation will nhave to be made to the village holding the resource in
quastion; this is particularly true if there are alcernative uses of the
Sdile vesource in the source village. In any event, prior to district
approval of «a projact, chere should be assurance that the supply problem is
already resolved or can be resolved in a timely manner lest funds be
camitted to projects which cannot be completed due to such disputes.

-
}
i

The proportinon of izcal share does not appear to be a significant
factor in determining the success or failure of a pruject. One successful
project, the viliag. pancnayat building project in Sallyan District was
successfully completew in spite of She fac that 79 percent of total costs
were to be raised locally whereas tho much Jower 3% percent lecal share on
the drinkirg water project dn Tanahun was decned excessive. Similarly, the
83 percent Tocal share on the dan in Jhapa district was reised while the 14
percent shuare for the irvrigation projsct in Dhankuta did ot lead to a
successful  sutcome, Interestingly, at least some persons intery iewed
suggested that no mora than a 20 percent matening rafe should be required;
the data here, however, do nnt necessarily support this contenticn,
Ceconomic theory wouid suggest that simaller scale projects are more
Tikely to be successful when Tacal contributions are necessary. There is

T 0 0 M e cae <k s = et e it e

Simitar proulers are faced in the western states of tine United
States whore water is gquite plentiful in some areas bul scarce in other
b -~ 3.

iocations,
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some slight evidence of this in these data. The relatively small (30
ropani) irrigation project in Rasuws was successful whereas the 500 ropani
irrigation schame in Dhankuta was not successful,

fwo items over which districts have at least some control should be
noted as importent constraints to the success of devalopment projects. One
of these is the timely release of ygrant funds. Without such funds
purchases of necessary inpuls cannot be made at the point in time when
Tocal Tabor wii) be forthconirg, Efforts should be made to overcome this
constraint. Alsc orohlamatic is the lack of sufficient technical
superyision, The drinking water project in Dhankuta received such
supervision from the district technical officer (DT0) and was successful
whereas the consideraoly larger water project in Sallyan was not
successful . in part because of the lack of adequate technical supervision.

Strong local leadership emeryes as probably the single most important
determinant of the success of these local development projects. It
obviously is necessary if local participation is to occur and if disputes
within the user groun are to bo avoided. It may be possible to conduct
Teaderspip worlishops in various comaunities to help foster these leadership
characteristics, Attempts should be wade to have past successful project
Chairmen attend these workshops 3o Lhat they may pass on to others the
techniques they have found use®i? in encouraging local participation.

summary anc Pulicy lssues

The village projzct implementation process used in Nepal 1is

particularly intercsting, ospecially regarding the techniques used to



96

mobilize resources through nonformal mechanisms even though the monetized
portion of the projects flows through local governments. Based upon the
case studies and the aggregate data analyzed above together with personal
interviews conductoed with villags and district officials, it is apparent
that several issues noed to he addressed if the development project proocss
s to be improved.

Amang the issyes identified are: allocatinn of funds across projects;
carryover and accumulation of fundgs; plenning and supervision of projects;
retease of funds:; mobilization of contributions; and maintenance of
projects. We consider each in turn.

Allocation of Funds. One potential cost of decentralization is

that political factors ara Tikely to play an mpertant role in the
allocation of ‘tunds. This is probahly the case whep district panchayats
determine the distribution of funds across villeges. Whereas economic
efficiency would dictats that the timited district funds bhe allocated
across villages ir a way ‘o maximize the overall social benefits of the
prejects, such an allocation mechanisn is not only unlikely to be feasible,
political realities preclude b, cill, simply dividing the total
available funds equally amang al) villages, as is the practice in at least
some districts, s unlikaly to lead to the most effective use of Timited
district panchayat funds.  There should be some attempt to scrutinize
projects prior to theip approval at the district Tevel. Particularly
impartant, if resources permit, is consideration of the technical
feasibility of (e roients as owell ag possibility that the pledged Tocal

contributions can realistically he mobilized.
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A related issue concerns projact choice at the local level. Some
village officials say that they realize that at least some cf the projects
undertaken ar2 nut high quolity schemes. They argue, however, that the
incentives nf the system discourage undertaking higher quality pr‘ojects.21
The monetary grants provided to villages are seen as being too small to do
Much viith them; nowover, the villages fzel that if even this small amount
of wmoney s not used, it will b2 lost in succeeding years. Local officials
argue thdat they should be allowed t5 accumulate the funds until a
sufficient amount is available to fund a higher quality project.

While there may be some nerit to this argument, a better solution that
would permit nighap qual ity projects and would also avoid uneconomic
accumulating of funds would be to alter the allocation of funds at the
district Tevel, Rather than opting for the politically preferable
allocation of 4 small amount of funds to every village (which may further
subd ivide the amounls among several different projects in different wards),
it would probably be better to fund a snallor number of projects. 1In this
way, greater supervision could be provided by the technical officers at the
district Tevel and nigher quality projects might result., To mandate such
allocations would, however, defeat the idea cf decentralization and ta"
away some local political discretion. This is a policy choice that only

HMG can make.

Bammnaen s e e T T

21 . . . .
The acsumption here is, of course, that the necessary technical

competence is available to complate successfully higher quality projects,
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Unspent Balances., Problems associated with project delays have

been mentioned at several points throughout this review of local resources
mobilization in Nepal. It was ohserved that at least several of the sample
districts had accumulated relatively large closing balances. Such balances
Will accumulate if projects are unduly delayed such that budgeted fund: =.e
nat spent.  Unloss these funds are productively invested, they constitute a
drain to the overall development efforts of the country. At present,
avparently, excess Ffund balances do not yi2ld interest earnings for the
district panchayats, Tnis situation should bYHe altered; technical
assistance in financia! adminictration provided to districts should include
consideration of cash managenent Lechniques.

Project Planning and Supervision. The case studies show that lack

of proper project nlanning anf supervision is one cause of project failure.
During our fieldwork we observed g small dam that had been partially washed
away during the rainy scason dJdue to poor design and workmanship. No
engineer had been availanle to heh design the dam and an overseer had
visited the worksite only twice during its construction. In another
village a small drinking water system had been constructed without any
technicel assistance; however, because a pipe had not been placed
sufficiently deep in the ground, a tractor had collapsed the pipe thereby
reducing the number of WOrking taps from six to five, Again, overcoming
these obstacles will roquire additional tecnnical manpower and/or technical
training. Tne alternative will be to undertake fewer projects at the

village level, at least until greater technical assistance is available.
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A second, related issue concerns the previously mentioned problams
associated with projacts, particularly water projects, that affect more
than a single village. District jave] officials must act to avoid these
interjurisdictional problems if projects are to be completed successfully.

Release of Funds, Pimely release of funds is another problem that

apparently hus contributed to projoect failure. Again a difficult dilemma
faces district officials. 9n the gno hand, fiscal accountability reguires
that funds not be wasted, hence funds should not be released unless it s
knowr that they are being spent correctly.  On the other hand, delays in
the relea 2 of tunds may mean that crucial inputs cannot be made available
when they aro npecded. A palicy introduced during the past year requires
that when ¢ village project is not complated on schedul2 funds for
subsequent projects in that village be withheld by the district. While
some form of sanction is required current practice penalizes villagers who
ar= likely to have had no involvement in the failed project. It is also
not cledr how long a village will be punished if one of its projects is
never completed,

One obvious remedy to the aroject completion problem is a larger
number of oversears and/or fower projects. Lacking the resources for this
alternative, it may be gossible to put greater responsibility in the hands
of the village panchayat chairnan and, simultaneously make them liable for
misappropriation of funds. Releasc of funds could occur upon submittal to
the LDO of papers Jointiy submitted by the village panchayat chairman and

the user group chairman; 4s soon as possibla, inspection of the project
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site and records would occur. Any improper use of funds should result in
penalties Todged against these two individuals.

Mobilizalion of Contributions. some projects have failed due to

insufticient lscal contributions., While local Teadership capabilities may
have been af faull, sucn failure: is 21lso an indicator of 4 poor match
Detween Tacal areferencos and project selaction and design. In fact, one
Major advantage of mubilizing resources through Tocal contributions is that
the technique provides g geod indicetor of the denand for aq project. If
the Tocal match i3 so great Lhat the costs of participating outweigh the
bencfits cxpectad from the projact, contributions will not occur and the
project ie Tikely to fail. As experience is gained and shared among
villages it aay he nossibls tp iprove the planning and budgeting process
SO that projucts chosen will also elicit the Tocal cost sharing necessary
to complete the aroject.,

Project Maintonancs, The fieldwork undertaken here showed that

project maintercncn s not 4 high priority item in the mobilization or
utilization of funds. wWwhile Nepal is certainly not unigue in this respect,
greeter atlentinn should be paid to the issuc.  Mandating that a portion of
Ehe develonsient grant e spant on maintenance may help overcome some of the
problems, howover, Tocalities will have to antic ipate taking on a
significant portion of {he maintenance responsibility.

Users groups cun g, pparently, do use informdl means to mobilize
voluntery contsiput ions by repainr projeclks.,  Yet some repairs require

monetlary ra2sources ngl ceadily accessihla from project beneficiaries.
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Greater reliance upon the land rax, as Jdiscussed above, is still the most
reasonable approach to insuring d continuing flow of resources to be made

available for project operation and maintenance.

Sumnary and Recommendations

While Vimited in scope and d=pth, the analysis allows us to draw
several conclusions regarding the financas of rural Tocal panchayats and to
make some  recommend stions regarding policies and programs that aight be
used to strenginen these Tocal Sodies. Ei], we caution that, since the
data analyzed rore wero generally limited to only a handful of districts
and villages, additional study of most of the recommanded policies is
certainly appropriate,

The 75 district and 4,022 village panchayats dre expected to play an
active rule in the development process in Nepal. Their participation is
crucial to the decentrglized planning process as well as to aspects of
project implementation. SLilT, only with greater resource mobilization at
Ehe iocal level will thess rural goveramants be able to supplement the
devalopnent ac'ivities currently dominatad by HHG and, as importantly, be
able to operate and maintain jevaiopnent projects.

Our anelysis of the vinances of nine district panchayats show that
only a small fraction of their financiql resources are earned from own-
source revenues.  The Land Tax, which is dadministeraed by HMG and shared
with district Jovernnents, is particularly important in terai districts;

hill and mountain districts rely most heavily on direct grants from the
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Center.  Still, the overall per Capita amount of revenues available to
district panchayats is extremely small and the recent record of revenue
growih suggests that few districts have experienced dny increase in the per
capita purchasing pawes of own-source revenues, Likewise, while the size
of development gronts incregsed substantially upon implementation of the
decentralization policy, recent growth in these transfers has been
stagnant,

Taxes currently available to district panchayats generally have narrow
bases and structures which are not conducive to revenue growth;
furthermore, they suffer from poor administration.  Other loca] revenue
sources, particularly tolls and other user fees, have considerable merit
and should be encouraged.  Stitl, as suggested below, there is room for
gredler resource mobilization at tha Tocal devel.

The shared Land Tax dppears to hold the greatest potential for
improved revenue persformance for all districts in the nation. As currently
Struc turay, howver, it is not conducive to strong revenue growth, its
effective rates gre 1o and its revenuc performance coul’ probably be
improved through a more direct involvement af 7Tocal authorities in its
idministration,

The system of HMG grants to district panchayats is jenerally in
keeping with Newal's decentrdalization policy and does not appear to
interfere greatly with local decision making.  The system does Tittle,
however, tg encouraygs 1scal resouree mobilizition, Furthernore, political
influences on the flo. of Jrants o specific localities may intsrfere with

systematic development vbiectives intended for the transfer system,
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The analysis here has concentrated on local government resource
mobilization and administration, therefore, 12ss attention is given to the
spending side of Jocal oudgets.  An examination of 1imited spending data
does, however, indicate that record-keeping, accounting and audit practices
deserve improvements., Still, there was no way in this brief study to draw
conclusions reyarding the effectivennss of the spending undertaken by local
panchayats,

One unique feature of the study is its examination of the project
implementalion process at the village level in Nepal, particularly locally-
mob ilizaed conteibutions used ty supplament monetary transfers from district
Lo village punchayats,  While the quality of data available is Timited,
there is strong ovidence to sugguesl that the value of these nontraditional
resources generally occeed the amounts of tocally-mobilized, formal tax and
other own-source rovenyos, Examinagtion of individual projects suggests
that a variety of factors can impede the projest implementation process but
that the keys to success are caraful choice of projects which are in accord
with the noads of Lenoficiaries together with strong local Teadership and
at ledast mininal technical advice in planning and implementing the scheme.

Recommendations

While we have couched nany of these recommendations in rather absolute
terms, we recugnize that gt Teast a portion of them deserve considerably
more study, preferably aided by supplemental sconomic data. This ig most
particularly tne caan for tne several suggested changes in revenue

structures where mgre compiet: data could yield wore accurate estimates of
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revenue, incentive and equity implications of the policies.

1. There s Tittle doubt that improved dccounting,
keeping, auditing and revenue administration,

includ ing

Cash nanagement sikills av> needed at Lhe local Tlevel,
training program in thess Areas, pussibly in conjunction
With furtners analysis of otentia) Jolicies is, therefore
recommended. A donor-assisted project, not unlike that
currently heing dnplonented in town panchayats,

particularly appropriat o, [U should, howe
accompanicf by o oamore thorgugn study of local

2ver,

policy by <onsidering furthor tne poticy recommendations

made bolow,

2. Statutory tax rdates held constant in nominal ierms in the

face of increasad prices lead fo declines

urchasing power of revenuss mobilized, Consideratinn
4 t

should he given to increazing these rates, e.g.,

the rates

of the house Lax, will and turbine tiax and Land Tax.

3. Franchises issued for pne operation of local

facilities such as roads, bridges and foerries should
undertiacen yherever foasinls.  The auction system used to

allocate these francnisos snould

, however, be examined

carefully to wnsure that s bam ceyepues are generated,
Participation in these suctions should be encouraged;
information careerning potantial revenues should be
available Uy Diddors; and Jistrict panchayats should be
allowed to reserve the rignt to hold a subsequent 4quction

in the evenl it reels bids are unreasonably low.

4. Business wostablisnments in addition to mills and water
turbines should be added Ly Fhe business tax rolls.

example, district panchayats should be given the

Eax brickyards operating in the dislrict. Likewise, upon
further study, consideration should be given to allowing
dis'rict panchayats the right to impose taxes on certain
goocs produced in o district buf consumed in other parts

of the country.

23

With dmplementation of belter accounting procedures,

districts might he encouraged to enter into ‘some economic
activities, hut oanly after thorough faasibility studies

have hean e fgrmed, Particularly important

regard 1o frat o tneso initiatives do not supplant private

enterprioe pursdaits of Lhe same activities.


http:pan,:hays.ts

6.

10.

11.

105

While basic administralion of the Land Tax should remain
with HMG, greater participation in the collection process
by village panchayats with Jirect sharing of locally-
collector vevienuss i5 recommended.  Such a policy should
mprove Lo comol jancs by Pinking payments to Tocally-
observable beaeli's and would provide village panchayats
With o Saurce of Continuing recurrent revenues to meet
tocal revonue opersting and maintenance needs.

In the soivis 7 decentoalization, district panchayats
should Lo given the powor by imprse a Vimited surtax on
the centraily-impusod Land Tix. At the samo time, the
current Loial Developnant Fee could be abolished since it
is really just an inforior alternative to this proposed
surtax,

In the Tongor run, the current steuclure of the Land Tax
should be altered t9 result in a §-nd viliue based tax.
This would inprove the revenye growth potential of the tax
anid, given the current Tand clissification scheme, would
not be unduly difficult toy mplament, 1t would, however,
require that bhe Tand survey process currently underway in
Nepal e completo, Ajein, this is 4 potential area
whereby donars might orovide financial coaport,

Considoration should bo given to lTowevy ing or even
abolishing the current gne-hectare exemption lavel in the
Land Tax.  Not unly wor'd it widen the tax net, it would
discourage unnconomic subdividing of land undertaken
purely Lo avoid the tax. Study should be given, however,
Lo the wquity implications of <uch a policy change.

The systom of arlucating Development Grants to district
panchayats snhould be altered @ provide increased
incentives to lgcal governneat resource mobilization.
With sume afditional <iudy us g more complete data it
would be passibie to design such g system while continuing
the cureent policy of ensaring larger grant flows to those
districts with smalier potential local tax bases.

While poiivical considorations probably require that the
spec izl grant progran Lo aonbers of tne National Panchayat
be meint el doL el gunont oroject and fiscal planning can
D hinioeg oy hy tis somewhat ad hoo program.  For
Livtse voan ao Geog e Certainly should not be
ONDand N g Drnary eupnas s shagld e given to the
formal Doevolopment ot proygram,
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12. While increased tachnical skills at the district level are
obviously desirable and should be sought so as to leaad to
better designed and implemented development projents, this
may not o be foasibla in the shorter run. District
pancheyat < shogid po cacauraged tn consiger funding faws
but. somewhat Targoe village-level projects to ensure that
the nececsary tocnnical inpubs can be available to oversee
bhe process. While this aight mean that not every village
panuhayat would be allocarad an annual project, they could
plan o jmplemon nigiee guality projocts,

13. I arder to dmpeoyos project complelion rates, district
panchayals aust insura that int2rjurisdicticnal disputes
such as those invylyed in gt Jeast somo drinking water
projects are rescived prior to project appraval.

V4, Timely raoloase of fuads io developpent orojects are
another fmportaent letseminant of project completion.
White Tiscal aceountability s impreative, it may be
possible to alter tre fund-roloaso pre.ess to avoid
untimely doelays in project implementation by putting
greater roliance upon village panchayalt and user committee
Chairmen in taking respontibility for fund reloase,

15. Local Pegdorstip 5 still probably the single most
important determinant of development project success,
particutarly in planring o project that will yield
berefits ta monboss of the usors group and in insuring a
sufficient flow of local contributions, Leadership
workshops dosigned to transfer informaticn regarding what
techniques have succeeded in other villages and districts
may be an effective yay ty inprove these abilities.

In'summary, the analysis hers has revealed much heretofore unknown
information vegarding the current fiscal rolas of rural local governments
in Nepal. Wnile the financial health of these bodies is not strong, there

appear to be areas where significant mprovements can be made with some

policy chaenges and additional technical assistance.
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APPENDIX A
FUNCTIONS, DUTIES AND POWERS OF VILLAGE AND DISTRICT

PANCHAYATS UNDER THE OECENTRALLZATION
(WORKING ARRANGEMENIS) RULES, 1934

Given the oxtremely Tong Tist of functions, we have opted to conserve

Space by simply Tisting 4 sampling of the functions that are to be

performed by village pancheyats and district panchayats within several

difrerent developaent sectors.  We note in puarentheses the total number of

detailed functions tnat are specifisd in tne Rulos.

Village Panchayats

Education and Culturo (19)

Fhe runchivos dacTluda: operave adult Titeracy classes; conduct
literacy AnDdigns; operate orimary scnools; operate Tibraries;
SPNNsor spocts cospetitions: build stadiums; sponsor drama, painling,
music and onher Competitions, and maintain records of places of
archaeological, religion and social Siportance.

The functions inclyde: prescrine garbage Jumping Sites; remova any
material wivi Y 5 Codricus o opublic healths arrange for cremation
Jrounds; arcange tor vacoinalions of enildren; direct the cleaning of
ponds, weils, any Jriches; arcangn for prevention of epidemics and
treab tuow dn the oyt of an oulbroais operate  and mianage health
pDoshs  ad healoh contors s o maintain pooulatios records; arrange for
Midwivess and Cioan roads, Lracss, bridges, culverts, drains, lanes
and other pubiic places,

Agriculturs, Irvigation and Land Revoras (15)

The Ffunction. in lugo: SCaUrd e Dariners to grow particular crops and
Lo bread pacticalyr mingls and to plant fruit trees; to arrange for
seeds, FTertilisor, dncocticides and credit for farmers; to make
arrangement s For oa Lt ars Taneds o and s2asunal markats:; to arrdanga for
construction, repaic gad Naintanaane of emasakme. s, canals,
aqueducts, nond.,, woils clely o make aereangoments for prevention and
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treatment of animal and bird diseasasy, and to maintain records
concerning lands, tenant Ffarmers, birds 4and animals in the village.
The penchayat may also establisn o grain fund into which grain is to
be depnsitod at 2 rvate not axceeding 5 percent of the annual
preduction of lands within the arot during the first yiar o1 tha funds
operation and ab a2 opercoal st in succending years.  The fund wil)
Dex managed and uset ss tihe Panchayat sees fit,

Worxs and Transpory (/)

The Tunc-ions inciude: onstruct, repair and maintain dirt or mule
Eracks, motarabhla roads, faic-wyeather roads, all-wedther roads,
bridges, cul ety drains, parks, gardens, gymnasiums, etc.; to
construct merkets gad arrange for Lheir op=ration; and Lo register all
vehicles wout wovid nol Do rogistered witn HYG.

Wat or-Suppty nd Hydro-Tlecteiciny (6)

The funetions faciude: formalai: and hnp lement plans and programs to
supply pu-e ddrin'ting waters; construct, r2pais and maintain water-taps,
Lanks, ponds, wotis, Ma vl-punns, ate, in opublic places; and make
ACCRSSary ar-an aents Lo provide drincing water for cattle and fo-
washing tan's.  Also oracids for oleciric Tights on roads or tracks in
the village, as a0 as possinlo.

Forest, Soil Conuarvar fon oo Feology (10)

The functions §acTude: it and srobact trees and encourage villagers
Lo blant treesy form consumers comnittees to conserve and manage
forests, arcveal unau'horized F21Ting or destruction of forest
product~ and pocciiag of wildlirte; undercake river control works to
prevent soil o erosinng and conduct publicity about importance of
forasts,

Industry, Trade wmd Tourisa ©

The functions includi: recommeng to dppropriate dinstitution for supply
of credit by auliag industrivs; teach skills relating to cottage and
rural anduedess arrange for sals of foodyrains and agricultural
Inputs ai taie prices; check accuracy of weights and measures being
used inoviliger constenct rest-nouses; and protect tourists.,

Energy (3)

The functions includo: pubiicize utility of bio-gas; recommend to
district panchayat fur issue of firewood permits; and prepare
estimales vegarting requirements for kerosene, gasoline, diesel etce.
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Social Welfare (5)

The functions include: arrange to take helpless persons and orphans to
hospital or healthpist if necessary; maintain records of disabled
personsy acvange for relief of victims of natural disasters; and
arrvange for crenct ion of any helpless person or person without
relatives wha dioe in /illage.

Powars of Panchayzts (o)

The Functrons includs: maintain records and maps of panchayat area;
operate programs of ¢lass organizations; inspect activities of ward
Commiltass: oo ncornorate  in village development plan Drograms of
class orqanizations,

Adiinistrat fon ant Yisceilinsogs Matters (29)

Mhe Functions e lyde: svict Weisons encroaching on village Tand;
CEN raaio Ticeasasy fit] ditches and demolish buildings that might
endangor Tives: conueg | Ggamating and liquor consumption; maintain
TRCOrUS s serast oabscondi g criminals; celebrate national days and
festivals: publicize importance of aabtional Tanguage, heroes, dress
and emb lens s clinineso commmal ar caste discriminations; present to
village assemnly particalirs of appreved program, progress made in the
plan, financial aicounts and a1t reporty comply with directives
Issues by che district panchayat or by His Majesty's Government. Item
(16) ygives villags panchayat right to enlist volunteer labor of
villagers and "[n case any villagar refusas to contribute volunteer
Tabor the Village Panchayal may direct him to hand over to it money or
Juods equivalent to the valuw of volunteer Tabor."

District Panchayats

Education and Culture (9)

The functinns include: supervise adult education; grant permission for
pre-primary schools; establish, operats and mandage vocational schools
and Tibraries; arcange to train feachers up to Tower secondary Tlevel;
distribut= efucatinnal materials; and arrange availability of
Lextbooks up Ly sacondary school Javel.

Health and Populilion (14)

The functions ingluds: nstablish and operate health posts, health
centers and Ayurvedic and Homeopathic hospitals; operate programs
relating toa Family planning, maternity and child welfare and
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population control; operate maldaria eradication pragrams; arrange for
midwives in all village panchayats; and maintain in-to-date
population, hirth, deatn, mersiage and migration records.

Agriculture, Trrigalion oad ' and Reforms (15)

The functions iacigd.. devormine district Largets in foodgrain
production, avilaat. fayal feguiceacnts and arrange for their
procurement ol Lty bt ion; Aarcange for scil-testing; protect and
maintain pastor.. Panday waintain rocords of tands; construct, repair
and mainbain oo Canads, ponds, eta. cevering more than one village
and arrange v s lgalioa i the fistricl construct, repair and
Manage godowns; wid beang sirgin Taads under the plow.

Works and Transpor! (/)

The functions Tnciude: construct, repair and maintain trails, mule
Pled roads Giocated ia more than one village or, if

o

tracks, diet ur metgile

a villag: is unsole o dy o, the disirict should carry out the
functivne assigned to the iliage; construct, maintain and repair
bridges, Culgerts, Cadseiays, obridges, guest houses, hostels,
theators | stodipa,, dacdens Hioraries, etc, operate and control
boats, forrivy ol foge Orbdges o civars: and prescribe fares for
buses, tuxis, Clonstans nors.-carts, and ather vehicles.

Y

Drinking Wat.r andg Hydro-lecheiciny (2)

The Functions in. ludo: formulate water supply schemes benefitting more
than one vitlage g distribute hand-pumps, tanks and water-taps for
SUPpR Ly ot pure drinking waters,

Forasts, Soil Consorvaiion and Lcology (14)

The Ffunctions ingludo: furmulate an affore station program in the
district and mabko arrangenents Lo supply saplings; protect and utilize
penchayal forests: consarye forests, forest products and wildlife;
ISsue permits For burtlding timber and Firawood; supply timber reguired
for devalopmont pirpeses; prevent uprooting of plants and trees;
easure Lhai industrial 2stablishments do not pollute rivers and air;
and prepare land-use sips.

Industry, Trade and Tour oy (V)

The funchinns o 50 drrange for training to develop local skills
such as weayvinag, divherdora, carpet-naking, knitting and tailoring so
as Lo Jdevelup and oo CoLtage dadustrics; license stabl.shment of
rice, dal, oil, tlodr and other nills not exceeding 15 hp; conduct
feasibiiity surveys  for cottage industries; register and renew
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Ticenses of cottage industries; protect slate dand stone quarries;
construct, repair and manage tourist spots and rest-houses; and grant.
permission for hotels, lodyes, restaurants and tourist accommodat ions
and daspoct fhem,

Energy (3)

e functions include: publicize ulility of bio-gas and arrange for
supnly of credic to farmers to install bio-gas plants; select sites
for energy depnts; and prepare ostimelas of annua ] r2quirements of
Keros e, gasciine, dicsel and other enerygy reseurces and arrvangs for
Eneir sale and distribution.

Social Welfare (4)

The functinong inciude: prescribe mininun daily wages other than those
empiive oty ndustrial establishments; manage orphanages, old people's
homes and nosiedsy comile records of destitutes in distrct; and

arrang: foo e lief and 210 Lo sictins of natural disasters.

Pancnayats (i4)

The functions include: demarcats wards in villages and towns; settle
disputes regarding village and Lown boundaries; prescribe location of
Ehe center of 2 nowly creatad village nanchayat; maintain racords of
panchiayat and class organization workers; inspect movable and
imnovable ascets of town and village asseablics and panchayats; insure
Lhal accurate sccounts, registers, records and documents are
maintained hy toun and village panchayats; operace proygrams of class
organizaitunsy it necessary, orocuce the records, accounts, minute-
QUuks, and Grher necessary docwments possassed by lown or village
panchayifs; and, if aecossary, issue orders to forestall any action of
a town or yillage asseanly or pancnayat or its committees or sub-
commitle-s that are likely to hara Lhe pudlic or endanger the life of
any perscr or wiich wight lead fo disturhances anywhere.

Adininistrotion and Miscellanesus Matters (19)

he funciions include: register radios, video sets and tape-recorders
fa the districr dand Ticense “hems discourage consumptior of narcotics;
arrange for celebration of aationgl days; arrange for food,
decomradacion snd eatry dinto temples to pilgrims on reiigious
fastivals: nresent hefore the district assembly the district
develepment plan, oudget and other programs and proposals for
collecting taxes, fees, cnarges, contribubions etc.; present the audit
report oefore the disteict esseably; formuiste policies and programs
for dmproving the <oniiion of woiien; nam2 roads or streets built by
the district pancnayat; publish statistivs on different matters; and
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to perform any other Ffunction entrusted by His Majesty's Government
but comply with the directives of His Majesty's Govarnment.



113

APPENDIX B

DATA AND METHODOLOGY

Much of the analysis presented in this report is based on financial
data collected for a nonrandonm sanpla of ten districts selected by the
Advisory Comnittee of the projuct.,  Due to USAID'S special interest in the
Rapti Zone a1l Ffive districts in tnis zone were included in the sample.
The ramaining five sample districts were chosen by HMG's representatives on
the committee with the intention of naking the sumple as representative as
possible of ail 7% districis in the country. The geographic locations of
the sampla districts are indicated on the map above,

Selected characteristics of the sample districts are presented in
Table B.1. The ten districts represent 13.3 percent of the 75 districts,
contain 13.5 percenl of (ho country's population and 10.6 percent of its
Tand arzd, possess approgimately 12.5 percent of the country's assessed
land tax base, and received 13.2 percent of the MPLD's total deve lopment
grant allocation in 1985/46. fnirty nercent of the sample districts have
yet to be surveyed for the land tax, compared to 32 percent of the
districts nationwide., A1l of thege indications lead us to believe that the
sample is reasonebly representative of Mepal's districts as a whole.

The five districts of the Rapti Zone comprise one of tne poorest
economic regions of the Country. Tne arable land of the zone is
concentrated in Dany dislrict. The four other districts, Rukum, Rolpa,
Pyuthan and Sallyan face Ffood deficits every year. While Dang has

agricultural surplusas, it faces the problem of extreme concentration of
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TABLE B.1

SELECTED CHARACTERISTICS OF SAMPLE DISTRICTS

Town Land Tax Developnent

Total Area Nunber of Panchayats Assessments Grant Received
Jistrict Geographical Estimated 1986  [in thousands Yillage within the (in thousands (in thousands
Panchayat (lassification Population of nectares)  Panchayats District of rupees) of rupees)
Dang Terai 335,299 299.5 39 Tr ibhuwannagar 3,488.1 1,000
Jhapa Teradi 663,284 144.2 49 Bhadrapur , 7,120.3 1,000

Damak

Lalitpur Hill 199,598 39.5 40 Latitpur 444.,1 1,500
hankutd Hill 157,343 89.8 35 Dhankuta 416.4 1,600
junahun Hin 267,548 149.8 45 414.9 1,750
Pyuthan Hill 169,227 132.9 49 121.5* 1,600
Polpa HiN 172,708 170.4 51 68.4 1,655
Rukizn Hill 155,052 183.7 43 13.1 1,506
5allyan Hill 156,871 187.6 47 412.7 1,600
#asuwa Mounta in 38,791 124.0 18 64.9 2,298
sample Total
1S Percentage
:f Nationwide
Total 13.5% 10.6% 10.3% 17.2% 12.5% 13.2%

50URCE:  Population and area figures are frun Nepal: Contraceptive Prevalence Survey Report, 1981 (Kathmandu: Ministry
of Health, NFP/MCH Project and Westinghouse Health Systams, 1983), Appendix 1, pp. 173-175; Land Tax data were
provided the Planning Section of the Department of Land Revenue; Grant data were provided by MPLD; the remaining
information is frun the LCRE suryay,




115

land ownership. Education and health facilities are less developed in this
zone. The orimary long secondary, and s:condary enrollment ratios in this
zone are much Tower than aitional averages,  Farming is meinly of
Subsistence nature, The inception of the Rapti [ntegrated Rural
Development Project has gredatly benefitted the zone. The project provides
assistance in areas of agriculture, health, education, rural roads,
conservation and rural industry,

Jhapa district is agriculturally prosperous, and has been the venue of
several sociocconomic experiments and demonstration projects. It also has
above-average transport dccess to obher districts. Thic district should be
in a strong position to raise local resources, since the standard of Tiving
of its population is well above the aatinne] norm,  UOhankuta district is
one of the more prosperous hill districts of N2pal. The implementdtion of
the Koshi Hill Areca Rural Bevelupment Project (KHARDEP) has especially
benefitied the district's road linkayes with other gistricts opening it up
to the outside world. Lelitpur Jdistrict has the advantage of proximity to
the capital city and has recent ly become a very popular residentig] area.
The district does have several underdeveloped areas without access to
transport or other public facilicies.  Tanahum district is a hill district
having the attendant problums of transportation and provision of social
services.  The district, however, has the advantage of being on the main

L

road between Kathmandu and Pokhara, making it a favored location for
studies, surveys, i axpuerimental progeaas.  Rusuwa district lies in the
country's mountainous, maxing it the poorest and least accessible district

in the sample,
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Most of the financigl accounts data for the samnle districts were
collected from Panchayat officials and district land tax offices by field
researcners employed py tne Language Calture Training and Research Centre
(LCRC).  Problems in iae malysis of some portions of the data have darisen
primarily due to the lick of Standardization, detail, comp leteness and
accuracy of the accounts r2DEAn districe offices and partly due to the
absence of some details in tne questionnaire format employed by the field
resadarchers.  There exists an DEFTCial sccsunling format thet is suppesed
to be foulloued by 2very district Panchayat bub fow of Lhem comply with this
regulation. The LCRC collacted buidgel documents produced by some of the
districts but these aocuments were rarely compreinensive in that revenue
from the Tend tax and from some types of grants were frequently left out.
Most of the Panciayat offices could dig out Jigures for these last two
reveinue  items bub in some cases the researchers had to rely upon land
revenue figures supplied by the district-level Land Tax 0ffices. Some of
these Jocally reperted figures are inconsistent Wwith records kept by the
Central office of the Land Tax Department; these discrepancies are
described in the Loxt.

Jur data concarning the districts' own-source revenues are reasonably
comprehensive ang dccurate, except in the rase of Lalitpur whose accounts
Were dncomprencasinhle to the field researchers.,  For this reasan we have
had to drop Latlitpyr district from our analysis of financial accounts,  We
also should nave a Fricly acourate accounting of the varigus grant funds

received by each uistrict although there are 3 fow discrepancies between



117

the amounts of development grants that the MPLD reported disbursing in
1985/86 and the amounts that the districts claimed to have received. We
rely upon the amounts reported by the districts, except in Table B.1. where

£

we need to raly upon MPLD figures for the nationwide development grant
allocation,

The principal problem wih our expenditure data is that for many
districts we lack the amounts spent from IRDP and Special Programs Grants
and for all but two districts (for one year each) we lack a detasiled
accounting of expenditures financed by Development Grants. In one of the
Development Grant Accounts that we do have there is a large summation
error, deading us to believe that a major cxpenditure item was omitted or
Jrastically understated,

In addition to collecting financial accounts data the LCRC researchers
collected Tists of local development works undertaken within the districts
and some data regarding District Pan.nayat personnel.  The LCRC staff also
interviewed district officials involvad in revenus administration and
conducted brinf case studies of 13 loca) devalopment projects. The
Syracuse University researchers interviewed ygovernment officials at the
central, district and village Tlevels, conducted case studies of an
additional five projects, and collected detailed data regarding Tland
taxation from the Land Tax Jepartment's central office and from the

district offices in Dang and Sallyan.



