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PREF ACE

The National Institute of Public Fimance and Policy
is an automomous non-profit organisation uhose major furo-
tion are to carry out rassarch, undertake consultancy work

and impart training in the area of public finance and policy.

This study was sponsored by the Delhi Administration
along with the studies of the sales tax and the entry tax
whose reports are being submitted separately, The study

was begun in May 1983 and was completed in March 1984,

The report is a product of team work, The work on
this study was largely carried out by Dr Shyam Nath under
the guidance of Dr R J Chelliah, He was assisted by
Mr Divan Chand and Mr A C Dubey, UWhile the field uwork was
entirely carried out by Dr Shyam Nath with the help of
research assistants, the analysis has been the joint
respons ibility of Drs Shyam Nath and Chelliah, The ori-
ginal draft of the report was prepared by Dr Shyam Nath,
The final draft has been prepared by Dr R J Chelliah with
the help of Dr Shyam Nath,

It is hoped that the comprehensive analysis of the
system of property tax in Delhi and cof the trends in its
yield, the evaluation of methods of assessment and admi-
nistration and the discucsian on rationalisation of the
structure of property tax and improvement in the admi-
nistration contained in the report will be of help to the

Delhi Administration and the local bodies concerned,



The Governing Body of tho Institute does not take
respons ibil ity for any of the vieus expressed in this
report., This responsibility belongs to the staff of the
Institute 2nd more perticularly-to the authors of the

report,

K, Srinivasan
Sanior Cansultant
for Director

(iv)



ACKN QWLEDGEMENTS

We are thankful to Shri S.D, Srivastava, formerly
Chief Secretary, Delhi Administration, Shri Prakash Chander,
formerly Joing Secretary, Planning Department, Delhi
Administration, 3hri #.", Vats, Secretary, Finance Depart-
ment and Shri Vivek Roy, Joint Secretary, Planning Depart-
ment for constant encouragement‘thrﬂughout the period of
the study, Thanks are also due te Shri $.S5. Sota, Deputy
Director, Planning Department, Delhi Administration, for

extending enormous cooperation as cnntact officer,

Our particular thanks are due to Shri P.P, Srivastav,
Commissioner, Municipal Corporation of Delhi (MCD),
Shri P.S. Bhatnagar, Administrator, New Delhi Municipal
Committee (NDMC) and Executive Officer, Delhi Cantonment
Board for taking special interest in this étudy, We also
thank Shri Bansi Lal, former Deputy Commissioner (Taxes),
MCD for initiating the process of data collection and |

discussion in the ™MCD,

We take this opportunity to especially thank the
of ficials of the Property Tax Départment. We are parti-
cularly thankful to Shri m,p. Shérma, Assessor and Collector,
MCD and Shri 5,5, Rawat, Director, Commercial and Taxation,
NDMC for the excellent cooperation during the period of data
collection and for discussions on the basic issues, Our
thanks are also due to Shri V.C. Chaturvedi and Shri Arun
Kumar Singh, Joint Assessor and Collector and Deputy
Assessor and Collector respectively in the MCD for expedit-

ingbthe work of data collection from the Special Cell and



the Zonal Offices., We are thankful to Shri Vasudev
Pardasahni, Accountant in the MCD for making himself
available at odd times for discussions and for taking pains
in persuading officials in the Zonal Offices to furnish
information desired by us for the study, UWe are also
thankful to Shri A.L. Agnihotri, Legal Assistant, MCD for
discussions on the legzl aspects of the oroperty based
taxes, to Shri M,L, Gaur, Assistant Secretary (Taxes) in
the NDMC, Shri S,P. Agarwal and Shri K.P. Sharma, Zonal
Inspectors, MCD for exfending valuable cooperation in the

tasks of data collection and survey work,

We are indebted to Shri A, Shankaran, Chief Engineer,
Valuation Cell, Income Tax Department, Ney Delhi and
Shri Raghupati, District Valuation Officer, Valuation Cell,
New Delhi for necessary help in collecting information on
sales prices of transacted properties, to Mrs, Manju Goyal,
Rent Controller, Belhi for the supply of basic information
in respect of properties under rent control in Delhi and to
Shri H.D, Shourie, Director, Common Cause, New Delhi for

discussing taxpayers' vieuwpoints,

e express our gratitude to our colleagues in the
Institute who assisted us on the nroject, for their coopera-
tion and hard work, Shri Diwan Chand and Shri A,C. Dubey
deserve special mention for taking utmost pains in collect-
ing information from various sources and in conducting
sample surveys in different localities of Delhi, The valu-
able assistance provided by them in the tabulation of the
data and preparation of the tables needs to be recorded.

The computer unit of the Institute consisting of Shri K.K,
Atri, Shri A.K. Halen and Smt, Gita Bhatnagar deserves special

thanks for the job they completed in record time, We place

(vi)



on record our thanks for the hard work put in by Shri J.P.
Arya for typing out the draft report and Shri K.L. Dhayan

and Shri R, Periannan for stenciling the final report,

Shri Satya Narain Sharma and Shri S. Raju completed
the work of cyclostyling of the report in a very short time,

Our thanks are due to them also,

We are personally indebted to Dr, A, Bagchi, Officer
on Special Duty, Department of Revenue, Ministry of Finance,
Government of India for valuable comments on an earlier

draft of the report,

Finally, we express our sincere thanks to Shri C,Cecil

for the competent editorial help.

Shyam Nath

(vii)



TABLE OF CONTENTS

N
Preface 22237724
Acknoyledgements 131
I. Introduction 1
1. Terms of Reference 1
1T, Growth of Delhi Metropolitan Area 5
and Municipal Responsibility
1. Introduction 5
2. Population Growth in 5

and Around Delhi

3, Growing Expenditure Responsibility 8
4, Budgestary Deficits and Financial 13
Avenues
I11. Property Tax System in the 18
Union Territory of Delhi
1. Introduction 18
2. Tax Base 19
3. Tax Rate 20
4., Administration and Legal Aspects 21
of the Tax
v, Grouth Performance of Property Tax 26
1. Significance 26
2. Revenue Performance 28
3. Decomposition of the Tax 36

Ratio and Buoyancy

(ix)



VI,

VII,

Analys is of Property Tax Bass and Rate

1., Introduction
2. Statutory Base of Property Tax
3, Assessment Process

4, Causes of Inelasticity of
Rateable Value

5, Trends in Rateable Value
6, Analysis of Rate Structure

7. Summing Up

Reform of Property Tax System

1., Basic Issues

2, Reform Propesals

Summary of Conclusions and

Recommendations

REFERENEES&

()

Pate No,

46
47
49
51

68
90

82

94
94

96

120

133



I1.1
I1.2

I1.3

IT.4

I1.5

I11.1

I111,2

V.1

v,2

IV,3

IvV,4

Iv,5

1v,6

v,7
v.8

Iv,.9

LIST OF TABLES 1IN THE TEXT

The Growth of Large Cities and Hinterlands
Area, Population and Grouwth Rate

Per Capita Revenus Zxaoenditure of Major
Municipal Corporatinns

Budgetary Position on Revenue Account for
Three Local Governments of Delhi

Receipt and Exnanditure for Selected Civic
3ervices in Local Bodies of !nion Territory
of Delhi

Rates of Property Tax : MCD

Rates of Property Tax : DCB

Property Tax = Relative Significance

Property Tax at Current and Constant
Prices in Major Municipal Corporations

Growth Rate of Property Tax and Related

Magnitudes in Selected Municipal Corporations

and Municipal Bodies

Growth of Population, Prices and Number
of Properties

Estimates of Buoyancy of Property Tax
with Respect to Population, Cost of
Construction and Urban Income

Components of Property Tax Elasticity
(Buoyancy)

Elasticity of Per Holding Property Tax
Growth Rate of Rateable Value

Tax Collection Performance

(x1)

Page Nag,

"
15
16
22
23

27

30

31

33

35

38

40
41
42



V.10

V.11

Vil

Ve2

V,3

V.6

Va7

V,9

V.10

Ve11

V.12

Demand and Collection of Property Tax
(Private Properties) in Local Bodies of
Union Territory of Delhi

Demand and Collection of Property Tax
(Government Properties) in Union
Territory of Delhi

Rateable Value by Type of Ounership and
Use of Holdinns

Particulars Regarding Objections Filed
Against Revaluation U/S 126 of MCD Act
1957 (Municipal Corporation of Delhi)

Statement Shouing_Details‘oF Court Cases
(Neuw Delhi Municipal Committee)

Extent of Reduction Obtained on Hearing
Objections (Municipal Corporation of Delhi)

Extent of Reduction Obtained on Hearing
Objections (NDMC and DCB)

Total Number of Cases Filed with Rent
Controller in Delhi and Proportion of

Cases Relating to Fair Rent (1970 to 1982)
Average Level of Rent Before and After
Fixation of Standard Rent (Residential and
Commercial) (1978 tn 1982)

Grouth Rate of Rateable Value

Indicators of Property Value

Number of Resident ial Properties and
Rateable Value in the Municipal Corporation
of Delhi (Private Properties)

Number of Commercial Properties and Rateable
Value in the Municipal Corporation of Delhi
(Private Propert ies)

Components of Rateable Value Grouth

(xii)

Page No,

43

44

32

60

61
62
63

64
66
69
71
73

74

76



V.13

V.14

V.16
V.17

v,18

Page No,
Distribution of Number aof Properties and 77

Rateable Value (Private Properties) NDW™C

Rateable Value (Per Holding) in Selected 79
Municipal Bodies

Ratio Between Raterahle Values 81
and Values Determined by the Valuation Cell

Rateable Value of 3Jample Holdings in 83 - B4
Selected Areas of MCD

Rateable Value Per 5q.Ft, in ™CD Area 85
Commercial Properties : Special Cell

Rateable Value of Selected Holdings in 86 - 89
NDMC Area

(xiii)



I, INTRODUCT ION

1.0.1 In September 1982, Delhi Administration

entrusted to the Institute an indepth study of sales

tax, property tax and octreoi being levied in the Union
Territory of Delhi. The study of the three taxes was
conducted simulfaneously. However, for the sake of
convenience o2f presentation as well as of consideration
by the authorities, it has been decidsd to submit separate
reports on the three taxes, The pr=sent report deals
e%clusivély with the property tax lnavizd by the municipal

bodies in the Union Territory of Delhi,

1. Terms of Reference

1.1.17- The present study entitled "An Indepth Study of
Structure and Assessment of Property Tax in the Union
Territory of Delhi® has been undertaken with the following

terms of reference:

(i) To review the existing structure of property
taxation in Delhi and to examine its role and
significance;

(ii) To analyse the trends in the revenue from the
property tax with a vieu to identifying the
main factors affecting its growthj;

(iii} To examine critically the base of the property
tax and to indicate possible lines of reform,
keeping in view the bronad objectives of policy,
particularly, the need for resources, equity
and ensuring adequate flou of investment in
housing;

(iy) To examine the present structure of the
property tax rates and to suggest measurss
for rationalisation, in conformity with the
policy objectives mentioned under item (iii)
above;



(v) To suggest ways of improving the admini-
stration of the property tax with a view
to expediting assessment and disposal of
appeals in order to ensure a steady growth
of revenue and to minimise inconvenience to
the taxpayers; and

(vi) To examine the need for creation of an appe-
llate authority ulthln the local bodles to
hear apnenls nnainst the orders passed by the
assess ing authorities, Such appellate autho-
rity may be °pp01ﬂf d by the local bodies, be
independent in the exercise of judicial
functions and the orders of such appellate
authority be applicable in the Delhi High
Court, At the same time, filing up QF suits
in civil courts may be exoressly barred under
Sections 169 and 170 of the Delhi Municipal
Act, 1957,

1.1.2 The study was expected to begin in the month of
November, 1982 and to be completed in about 10 months time,
However, the actual work 6n the study could start only in
the month of May, 1983,

1.17.3  For -an indepth examination of any tax system, gene-
rally a longer period should be covered, Discussions with
the officials of the local bodies revealed that data base

was poor prior to. 1960, ‘Therefore the period chosen for
analysis was 1960-82, It was decided ‘to collect the re-
gquisite information for this period in the following ways.

A list of data requirement pertaining to municipal finances
inbluding-various components of property tax revenue, ass-
essment of :property and objections and appeals was submitted:
to the budget department and the assessment department of the
Municipal Corporation of Delhi - (MCD), New Delhi Municipal
Committee (NDMC) and Delhi Cantonment Board (DEB). - After
receiving the data from the two departmémts,the data-gap
was worked out and it was decided to fill up the gap by
collecting»the remaining data, directly from the records of



the local bodies, In this connection, budget documents

and other relevant documents were consulted, such as ins-
pection books, assessment registers, assessment files and
demand and collection registers, ‘It was also decided to
study the assessment of selscted Drooerties-more intan-
sively, Tuwo samples, one each from the MCD and the NDMC,
of 1500 and 200 holdings, respectively, were selected, The
sample designis presented in the appendix, The objective
behind the sample survey was to collect information on the
existing, proposed and decided ratesble values, reasons

for revisions (upward or downward), carpet area and pattern

of occupancy and use,

1.1.4 In addition to these data, information on sale
values of properties was obtained from the valuation cell

of the income-tax - department, In the case of rent-controlled
properties, information on rents, before and after the fixa-
tion of standard - rent, along with the area of-the property,
was obtained from the office of the Rent Contreller, Delhi
Administration, 1Information on population, income (city
domestic product); prices and caost -of construction yas
collected from (i) Bureau of Economics and Statistics, Delhi
Administration, and (ii) National ‘Buildings Orgageisation,
Ministry of Works and Housing, Government of India. The
data collected by the NIPFM for an earlier study on Property
Taxation in West Bengal, at the renquest nf the West Bengal
Municipal Finance Commission;, Government of West Bengal,

have been used for inter-city comparisons,

1.1.5 The study is presented in six chapters, Chapter
11 deals with the growth of Delhi Metropnlitan area and
municipal responsibilities, 7Tt has been argued that when
one considers the revenue sources on which the growth of

revenue must depend, the property tax would have to bear a



large share of the 1lned.,  Chapter III examines the property
tax system of the three municipal bodies in the Union
Territory of Delhi and its growth performance has beern cri-
tically evaluated in Chapter IV, Chapter V analyses the base
and rate structure of the property tax, Chapter VI discu-
sses the merits and demerits of the available alternatives

to reform the systcm and presents specific propnsals for
reform. Finally, Chapter VII nrescnts a summary and

conclusions,



II., GROUTH OF DELHY ®ETROPOL IT AN
‘AREA AND MUN IC IPAL
RESPONS IBTIL ITY

1. Introduction.

2.1.1 Mpst of the Less Developed Countries have experi-
enced a rapid rate of urbanisation in recent decades,
Alfhough the growth of urban population is distributed

over the entire range of urban centres, the newly urbanised
populétion is usually highly concentrated in and around
large cities, Small and medium-size cities have also groun
rapidly, but it is in-the bigger cities that the diffi-
culties of adjusting to rapid grouwth tend to become more
visible, ‘Because of their sheer size in terms of popu-
lation, the large citiss in-LDCs deserve the attention

of city planners, administrators and economists,

2. Population Growth in and Around Delhi

2.2.1 For a more or less fixed municipal area, popula-
tion growth results from natural ‘grouth of population

and net inemigration, The combined effect of the tuo
determinants of population growth has been that, among the
major Indian cities, Delhi has experienced the fastest

pace of population growth during the last two decades, Delhi
(Urban Agglomeration: DUA) which consists of MCD, NDMC, DCB
and a few urbanised villages - in and around Delhi, registered
population increase of 45,9 per cent during 1971-81 com-
pared- to the corresponding increases of 32.6, 30,4 and

34,2 per cent respectively for Greater Bombay, Calcutta

and -Madras (Table II,1). Delhi is now the third largest
city of India with a population-ef 57 lakhs (1981 census).



2.2,2 * People have congregated in and around Delhi in
order to take advantage of improved employment and income-
earning avenues, The location of the establishments of
Central and local governments and a strong trade and comm-
erce base produced the initial impetus to the city's grouth
and attracted people from distant areas, In recent years
rapid expansion of industries, mainly of the small-scale
type, has further accelerated the population grouth,
According to the 1971 census, migrants constituted 46 per
cent of urban Delhi's population, They moved mainly from
the thrsze adjoining States, namely, Uttar Pradesh, Haryana
and Punjab,

2,2.3 In addition to the growth of the resident population
which consists of the existing population and additions due
to natural growth and net in-migration, Delhi, like other
cities .in India, but prbbébiy tn a greater -extent now, hes
continued to receive during day time people from the suburbs,
adjoining towns and rural areas who come to work, trade, shop
and for various other purposes, In the absence of any
precise information thaf can throw light on the magnjtude

of the floating population, a rough idea, however, can be
formed on the basis of the population trends in the touns

and urbanised villaged surrounding metropolitan Belhi, Table
I1.2 shouws the population growth in the MCD area during
1971=81, This indicates that a rapid grouwth in population
has occurred in the urbanised villages adjoining the city

of Delhi.,

2.2.4 Similarly, the population growth registered by the
adjoining touns, particularly Ghaziabad 'and Faridabad, has
been far higher than that recorded in the DUA, Even 2T E as
under the Meerut and Gurgaon Municipal Bpards have witnessed

a population growth not less than that nbserved in Delhi,



TABLE TI,1

The Growth of Large Cities* and Hinterlands**

Population 1981

Population Grouwth

Popul ation Grouwth

(in 1akh) (Cities) (per cent (Hinterland) (
City City Hinter- per _annum) cent per annum
1 and 196 1-~71 1971-81 1971-81
Calcutta 91.65  13.17 2.05 2.69 3.04
Bombay 82.17 12.13 3.70 3.26 5.09
Delhi 57.13 20.73 4,45 4,59 5.83
Madr as 42,76 9,72 5.01 3.04 2.93
Bangalure 29.173 11,27 3.27 5.82 3.40
Hyder abad 25.28 6.42 3.71 3,42 5.08
Notess . % City refers to urban agglomeration, Source: Planning Commission

g

Hinterland refers to all those touns
with 1971 population of 20,000 and
more and within roughly 100 kms,

rad ius of the city measured as
straightline distance,

(1983), »,36



Table I1.2 amply demonstrates that except in Madras and
Bangalore, the hinterlands, i.e., towns with population

of 20,000 and more and within a roughly 100 km radius of
the ~city, have experienced higher population growth than
that in the-'main cities: More importantly, DUA!'s hinter-
lands have registered the highest rate of population grouth
and concentration during 1971-81, The growth of the
populatien of the hinterlands at an unprecedented rate must
have contributed to the rapid growth of the day time
population in Delbhi,

3. Growing Expenditure Responsibility

2,3, The concentration of population in the metropolitan
areas along with the growth of the flpating population has
increased the demand for different urhan public services

at a rapid rate, - Consequently the municipal governments
have had to assume growing expenditure responsibility on
services such as maintenance of roads, water supply, drain-
age and conservancy, fire protection, public health, and
educat ion, If the level of per capita revenue expenditure
is any indicator of the level and quality of civic services
Provided'by the urban local bodies, ane would find that

six major  Indian cities had per capita revenue expenditure
larger than those in the small local jurisdictionslj. Also,
rer capita revenue expenditure in the cities in 1978-79

was three to four times higher than the levels achieved in
1960~61 (Table I1,3).

-

1/ Smith (1974, p.333) found the per capita city expen—
diture frequently four/five times that of local
government in general in most of the developing

rountries,




TABIE II,2
Area, Population and Growth Rate

Local Area in sq, km, Population (in lakh) Growth Rate (Per cent)
Bodies 1961 1971 1981 1961 1971 1981 1961-71 1971-81
Gurgaon:
U.A. - - - - - 1.01 - .-
M.C. 5.18 15.33 - 0,38 0,57 0.89 +50,92 +56,27
c.7. - - - - - 0.12 - -
. Peridabad:
Complex 12.80 12,80 - 0.40 0,86 3.27 +175.20 4281425
Meerut :
Uvo 55089 55-90 - 2084 3.68 5038 +29049 +46o4‘2
M.B. 13,80 13.81 - 2.00 2.71 4.17 435,18 +47.,80
C.T. 35469 35469 - 0.75 0.85 0.94 +13.,38 +10,.25
Ghaziabad 3 : '
UOA. 11 .68 35076 - 0070 1.28 2092 "‘81.29 +128.63
M.B. 11,14 35422 - 0,63 1.19 2.76 488,06 +115,73
C.T. 0.54 0.54 - 0,07 0.09 0,11 +22,30 + 27.15
Delhis 3
U.A. 326455 446,26 - 23,59 36447 57T.14 454,57 + 56,66
M.C.D. 240,84 360455 360455 20.61 32,88 48,65 +59,65 + 47.97
N.D.M.C. 42,74 42,74 42,74 2,62 3.02 2.72 +15,39 - 9.88
D.C.B. 42,97 42,97 42,97 0.36 0,57 0.91 +58,81 +.58,12
Note: U.A, = Urban Agglomeration Sources Census of India (1971 and 1981);
M.C+ = Municipal Carporation Series 1 = India Part II-A(i)
C.Te = Cantonment
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2.3.2 : The level of local expenditure, however, cannot
beftaken to represent the level of service availability
as the cost per unit of civic services provided differs
between different urban local bodies for reasons of input
priée differences, scale economies and production and
provision efficiency, Even assuming these differences
away, a comparison of ih: growth of per cépita'revenue
expenditure in nominal and real terms would reveal that
the nominal per capita revenue expenditure. has increased
mainly due to price risej thus, the demand-induced
increases in the supply of civic services has been found
to be insignificant. 1In fact, in some of the municipal
jurisdictions, the local expenditures in real terms have
gone down, These results would establish that growing
demand for civic services consequent upon population,
income and employment growth in the cities has exerted
very little influence, if any, on thes supply, These facts
may also be interpreted to mean that the qualify of civice

services has gone doun over time,

2.3.3 Gross inadequacies in the urban public services
may be pointed out by comparing the desired levels with
the existing levels of local expenditure, 1In the year
1960-61, the per capita revenue expenditure of the major
muhicipal corporations ranged - betwsen Rs 18 and Rs 40,
which fell much below the norm of Rs 43,50 postulated by
the‘Zakaria Committee (1963) for the special class of
cities such as Bombay and Calcutta, Although the level
of per capita revenue expenditure has-increased,‘ranging
between Rs 75-and Rs 188 in 1977-78, the norm for the
per capita revenue expenditure for the-seventies-and
eighties would be much higher than that for the year
1960-61. 1If the norm prescribed for the year 1960-61 is
scaled up by an inflation factor, here the growth of CPIN



Per Capita Revenue Expenditure of Mejor‘Municipal Corporations

TABILE II,3

(Rupees )

» 196566 1970-71__* 1975-76 1977-18
Corporation Current Constant Current ConstTant  Current Constant Current Constant-

prices prices* prices prices* prices prices¥* prices prices*
Delhi 38 .01 29.46 71.65 41442 87.55 32,07 97.72 34,17
Calcutta - - 46,95 27,78 62,19 25.49 T5.59%% 28,85
Bombay 63,00 48,46 89,64 53,68 165,26 67.18 193,43 72.72
Madras 42,09 32,13 49,63 28,86 58,05 18,73 58,32 19.00
Ahmed abad 56,70 43,95 66,76 39,04 116,71 42,13 146,60 51.62
Bangalore 25,68 19.76 48 .37 28,45 68.75 24,12 181.28 59.63
SiX COI‘pO"'Y 45098 - 62017 - 93.09 - 125049 -
rations ,
Small Corpo~ 22,60 - 36442 - 55.28 - 66,87. -
rations

¥ Per capita revenue expenditure deflated

- by CPIN urban nm-menual employees

** 1978~79

Source: CS0, Statistical Abstract

(Various Issues)

-LL—
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which has increased approximately threefold during 1960-79,
a figure of Rs'j41.37 is obtained, It can be:taken to re-
present, albéit'crudely, the current norm for the municipal

governments of the large cities in India.

2.3.4 The achieved levels of per capita revenue expendi-
ture in 1977-78 lagged behind this norm in all the major
municipal corporations e%cepting Bombay. HoUeQer,'this
gap would be larger if inter-temporal changes in Sobiety's-
preferences are also taken into account, Society'!s evalua-—
tion of ths extent afid -availability. of public services may
undergo change over time, perhaps necessitating a higher
level of local expenditure than what @as desired 20 years
ago, This yould require an upward revision of the norm.._
In vieuw of the dynamic aspect of society's aSpifations and
requirements, the relatively higher'level of per céoita
revenue expenditure achieved in Bombay too may'be shoun to
be inadequate to parallel the desired level and the gap
between the actual and the norm would probably widen consi-
derably for all the municipal bodieé, including those in
Delhi, If it is assumed that the expsnditure requirement
of ‘a locality will grou at least in proportion to city
domestic'product,l/ the inelasticity of revenue expenditure
with respect to income, i.e,, an expenditure elasticity
less than unity (0.78 per cent in Delhi) shows that the
local expenditure has not grown at a rate warranted by

the income grouwth,

2.3.5 The inadequacy of civic services calls for a

cons iderable increase in urban spending because the

1/ A number of studies have attempted to quantify Wagner's
Law of the increase of State activity and have obtained
more than unit elasticity of government expenditure with
respect to income./ See Gupta (1967); Reddy (1970);

(Bird\ 1971); Pluta (1979) and Subramanyam and Kolluri
1979} /.,
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provisian of such civic services is the first requirement
for the normal functioning of an urban centre, Thus the
local urban spending is bound to grow rapidly with the

process of urbanisation,

4, Budgetery Deficits and Financial Avenues

2.4.1 Ta maintain the requisite pace of local gavarnment
expenditure, its revenue base must alsn expand, It has
been noted that the per capita revenue expenditure is
relatively high in the municipal corpnrations uwhere the
level of per capita total revenue is also high (Table IV,1
Chapter IV), Thus, whereas' a number of socin-eeonomic and
administrative factors contribute to the level and manage-
ment of civic services in' the metropnlitan regions, the:
availability of funds plays a crucial role in their provi-
sion, The significance of additional finances is further
enhanced in the cantext of Delhi where the MCD, the major
municipal body in the capital ‘city, has produced deficit
budgets on the current account (Table I1I,4), The growing
expenditure responsibility coupled with a sluggish grasth

nf current revenues has converted surplus budgets of the

of

Corporation into deficit budgets during 1978—811/. Although

the budget for the year 1981-82 has shoun a surplus of

Rs 305 lakh, the magnitude of surplus has been almnst wiped
nut in the subsequent year., - Morenver, the surplus -on
current account in the context of the MCD is less meaning-
ful because it has depended considerably on the grants~in-
aid compared to other major mumicipalfkorpnratidns (Table
IV,1). Although the relative significahfcse of the grants-
in-aid in the total revenue has declined over time, it is

one of the important sources of funds to the MCD,

1/ NBMC and DCB, however, have consistently shoun
surpluses on the revenue account,
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2.4,2 .The significance of additional funds to finance
civic services can be seen more clearly uhen the financing
of individual civic services is cons idered,- In the case

of ‘the four important civic services, namely, water supply,
fire protection, scav=nging and seuerage and drainage, the
available information for the three local bodies in Delhi
shows that the expenditures on these services have exceeded
the receipts from them, exceptions being only a few years
in the case of the NDMC (Table II.,5). Tt is pertinent to
note that the gap betyeen the receipts and expenditures

in each of the local public services 4g considerable and

calls for the immediate attention of policy makers,

2.4.,3 When one considers the revenus source upon which
the grouth of urban spending must depend, the preperty

tax must bear a large share of the lnad for at least three
~easons, Firstly, it has bean the mainstay of the local
finances not only in the LDUs but also in the developed
countries.. Secondly, the benefits due to the existence

and operation of the local bodies get reflected in the:
values of prooerties located in the municipal jurisdiction,
and thirdly, most of the civic services are property-based,
So whether the.property tax follows the benefit principle
or the ability-to~pay principle, economic reasoning and
administrative expsdicncy would suggest that a large part:

. of the urban government finances should come from this tax.
Given that the instrument of property taxation would have
to play a crucial role in financing the urban public
services, it follows that the development of this tax
device on seund lines is a necessary cqndition for urban
growth and renewal, The productivity of this tax ‘is of
major concern because the costs of providing the municipal
services have gone up considerably, The sluggish grouth

of this source would result in either an increasing
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TABIE IT,4

Budgetary Position on Revenue Acc ount

for Three Tocal Governments of Delhi

99.93

(Bs lakh)
Local Year Total Total Surplus (+)/
Bodies receivte® expenditure Deficit (~)
€D 197C~71 2692,56 2656.19 36,67
1975-7¢ 4472 .21 4081 .57 390,65
1976~7¢ 5781.50 6377 .49 595,99
197980 5760.,54 6129,14 368,60
1960-3 709Z.58 7167.25 103.57
1681-32 8442 12 B8136.47 305,65
1982-83%**  11731,12 11703,97 27.15
1970-71 2470,57 1028,16 (+) 1442, 41
1975-76 3840,06 1886.16 (+) 2074.84
1978-79 5797.62 3117.14 2620,80
1979-80 647% .61 3527.78 3235,94
1980-81 7609,95 4217.75 3423425
1981-82 8940,63 5651,37 3530479
1982-83%* 9331,51 6845,73 ) 3173.38
1973~74 50,02 39,30 10,72
1978-79 94,49 65423 29,26
1982-83%* 121,72 21.79

Note: * Includes opening balance Source: 0ffice of the

’ Municipal Carporation
of Delhi, New Delhi
Municipal Committee
and Delhi Cantonment
Board

** Revised Bstimate



TABIE II.5
Receipt and Expenditure for Selected Civic Services in ILocal Bodies of
Tnion Territory of‘Delhi

( Bs 1lakh )
Water Supoly Fire Protection Scavenging Sewerags and
Tiocal Bodies Receipt = Expen- Receipt EXpendi- Recei- Expendi- Drainage
diture ture pt ture Receipt Expcndi-
~ ' ture
Muaicipal Corporetion
Delni ,
1970-71 298.65 338,87 0e.24 5376 3,15 236,70 0.01 52.13
1975-76 656,52 731,29 0.21 84.14 10.78 585,12 - 20,34
1979-80 D 98c53 14‘42010 1.91 144.86 {081 812.41 - 86.57
1981 -82 1654,73 1888,31 2627 218,57 700 1291.58 - 168,16
Wew Delhi Muaicinsl
Committee s
1979-80 258,25 227,97 - - 10.91 106,34 - 63493
Dz1hi Contonment:
1970-71 - - - - - - - -
1975-76 0.53 1.47 - 1.46 10.71 17«95 - 0.97
1979-80 0.81 1.16 - 1.32 22 .01 22,01 - 0,38
1981-82 0.90 1.89 - 1.66 25,50 28.71 - 17 .98

Sources Same as for TableIIl.4

_.9L_.



ITI. PROPERTY TAX SYSTEZM IN THE UNTON
TERRITORY OF DELHI

1. Introduction

3.1.1 As discussed in Chapter I, *here are three munici-
pal authorities in Osihi, namely, ™unicipal Corporation of
Delhi (MCD), New Delhi Municipal Crommittee (NDMC), and Delhi
Cantonment Board (DCRY, The "CD is the largest municipal |
body, with an area of %389 sn, kms .  an? & population of 48
lakhs in 1981, The h¥Q with 42 sz, %ms, and 2,7 lakh
population and the DCB with 46 sqg, kms, and about 90;000

res idents, are much smaller local bolies, The NDME has
jurisdiction over the area of Neyw Delhi where about 85 per
cent of the properties are government-owned, The DCB.covers
the military area, which is almost t:tally government-owned,
The rest of the area of the city of Dzlhi falls under the

jurisdiction of the MCD,

3e142 In the Union Territory of Delhi, the nroperty tax

is levied annually on all lands and buildings situated within
the municipal limits of the three local bodies, in accordance
with the provisions under the respective actsl/. It has tuwo
principal components = the general tax and service charges,
The service charges are levied in the form of yater tax,
scavenging tax, drainage tax, fire tax and education cess

for specific services rendered to the residents and esta-
blishments such as institutions and commercial and indust-

rial units., The general property tax, on the other hand,

om

*

‘The relevant municipal-acts are the Delhi Municipal
Corporation Act, 1957 for the MCD, Punjab Municipal
Act, 1911 for the NDMC and Camtonment Act, 1924 for

the DCB,

Ly,
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is aimed to divert to the municipal =sxchequer, a part of
thes gains that accrue to the property-owner from apprecia-
tion in property valuss, due to provision of civic services

and general economic development,
2, Tax Base

3.2, The base of the property tax is the rateable value
of = Drooertyl[. The rateable value is arrived at by
deducting frem the annual value of a property 10 per cent
of the annual value towsrds maintenance, ‘insurance, etc,
The annual velue of a property can be approximated either
by using rental value (reasonable letting value) or capital
value of land and building., Like the majority of local
bodies in India, all the thres local bodies in Delhi levy
this tax on the basis of annual letting value of a property,
Information on rents is obtained from declarations made by
the owners of properties, UWhen the rents declared by the
ouners are suspected to be concessional or collusive,

1/ The use of rateable value as the base also for the
service charges needs some explanation, The service
charges are supposed to be collected on the basis of
the benefits one is deriving from the civic servyices,
Except in a few cases like water supply where the ex-
tent of benefit can be determined through the system
of metered supply of water, the measurement of benefit
is extremely difficult, To overcome the measurement
problem, the service charges are collected on the basis
of rateable value. Thus the rateable value is used
as a proxy for the amount of civic services consumed,
It will be seen that in Delhi more than 95 per cent
of the houses now have wvater meter connections, 1In
all these cases, water charges are collected on the
basis of actual consumption of water by the holdings,
Therefore, the water tax as such is collectible only
in those cases where the supply of water is unmetered,
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reference is made ta the rental cdata which is developed

by the department on basis of per sn, ft. of carpet area.
In other cases, rents arc determined on comnarison with
other similar nronerties in the locality. However, in
the cases where pronerties are not ordinarily let out or
the annual letting values cannot be sasily determined,
annual rental values ~f lrggsr+i;3 are determined as a
fixed percentage of land value, nlus construction cost,

at the time of assessmoent, In resn~ct of those properties
for which the standard ronts have hosn fixed in accordance
with the provisions of the Delhi Ront Control Act, 1958,
the standard rents are taken to be the annual values of
the properties, Recently, it has becn laid down by the
Supreme Court that in tsking the rontal values at uhich
properties might reasonably be expnocted to be let out,
the'standard rents determinable under the provisions of
the Delhi Rent Control Act must be taken ss the basis,
irrespective of whether the rents heve actually been

fixed by the Rent Controller or, what the landlords are

actually receiving.
3, Tax Rates

3.3.1 It is important to note that the rate structures
of the property tax in the three municipal jurisdictions
in Delhi are different, The MCD has progressive general
property tax rates along with flat-rate service charges
(Table 11I1,7), The general rates vary betueen 10 per cent
~and 30 per cent for res idential properties and betueen 15
per cent and 30 per cent for non-residsntial properties.
As regards the service charges, non-residential prooerties
are taxed at relatively higher rates, In the NDMC, however,
all the properties have to pay at a fixed rate of 12.5 per
cent pf the rateable value, Thus, one finds that the NDMC

does not discriminate between residential and non-residential
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proparties on the one hand and also botueen low-value and
high-value pronertiss on the other, as is the case in the
MCD, The DCB rate structure is on the pattern of that of
the MCO but the statutory rates ars consnlidated progressive
rates which include both the general property tax and ths
service charges, The range between which the consolidated
rate varies is 10 per ceant and 25 ner cent for residential.
properties and betusen 15 oor cant and 30 per‘cent for non-

residential prepertiss(Table I1I1.2),

4, Administratiasn and lLegal Aspects nf The Tax

3.4, For the purpose of administretion of the -tax, the ass—
essment department of the MCD is divided into ten zones, sight
for urban Delhi and two for rural Delhfl/. The NDMC does not
have zonal classification like the MCD, However, a classi-
fication is made on the basis of colnnies, All the colnnies-
form part of the urban Delhi, Besides the ten zones mentioned
above which undertake the work of assessment and collection of
the tax from the properties located in their jurisdictions,
there are special cells for multi—stareyed-buildings and
properties with rateable value of more than Rs 1 lakh, These

special cells constitute a part of the headquarters,

3.4,2 * While the various components of the property tax are
collected-by the varinus zonal of fices and the headquarters,
receipts realised through water tax, scavenging tax: and
drainage tax are passed on to the Delhi Water Supply and
Ssuage Disposal Undertaking (DWSSDU) , which is responsible for

1/ Urban zones are City, Civil Lines, Kar ol Bagh, South Delhi,
New Delhi, Sadar Paharganj, Shahdara and West Delhi and
rural zones are Najafgarh an




TABIE TIIT,1

Rates of Property Tax: M C D

(Per cent of Rateable value)

Rateable value of General tax Water Scavanging Fire
Property (B thousand)  (marginal rate) rate tax tax Total
(a) (b)) _(c) (a) (o) (c) (2) () (e)

Up  to 1 10 15 15 5 1 5 2,5 0.5 16.5 25,5 23
Over 1 to 2 1.5 15 15 5 1 5 2.5 0,5 18,0 25,5 23
Cver 2 to 5 2.5 18 18 5 1 5 2.5 0.5 19,0 28,5 26
over 5 to 10 15 22 18 5 1 5 2,5 0.5 21.5 32.5 26
Over 10 to 15 16 25 20 5 1 5 2.5 0.5 24,5 36.5 28
Over 15 to 20 2C 28 23 5 1 5 2.5 0,5 26,5 38.5 31
Over 20 to 25 - 25 30 27 5 1 5 2.5 0.5 31,5 40,5 35
Over 25 | 30 30 30 5 1 5 2.5 0.5 36,5 40.5 738
Notes a Rate for residentizl buildings. Source: Mmicipal Corporatiom

. - be
b Rate for cinema housss, residential of Delhi

hotels, industrisl holdings etc,

¢ Rate for restaurants, eoting houses,
nursing homes, institutions, shops etc.

—za_
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TABIE ITII.2
Rates of Property Tex: D C B

Rateable value Consolidated rate
( Bs thousand) (a) (b)
Upto 1 10.0 15
Over 1 to 2 11.5 15
Over 2 to 5 12,5 18
Over 5 to 10 15,0 18
Oover 10 to 15 18,0 20
Over 15 to 20 20.0 23
" Over 20 to 30 25.0 27
Over 30 25,0 30

Note: a - Residential Source: Office of the

Executive
b -~ Non-residential Officer, Delhi

Cantonment Board
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the supply and maintenance of water, drainage and scaveng-
ing services in all- thi localities of the Union Territory

of Belhi, Similarly, there is a fire department which looks
after the provision of fire protectinon services in the whole
of the Union Territory of bLelhi. Jhile_the DWSSDU is an:

4

autonomous body, th- fire Jdepartment is one of the depart-

ments of the Municipal Corpnration of Delhi.

3.4.3 As per the provisions of the Municipal legislation,
gvery year a list of all land and buildings falling in the
municipal jurisdiction is prepared by the respective local
bodies, Before raising the tax demand, the assessment list
is prepared and displayed for public inspection, The law
requires that in the case of first assessment or enhancement
of existing rateable value of premises, it is obligatory

on the part of the local bodies to issué a notice to this
effect to its owners, lessees or occupiers, The purpose

of preparing the assessment 1ist and informing the assessees
about assessments or enhancement of earlier assessments

is to-enable the assessees to file general sr specific
objections, if they s0 desire; The assessment list is
authenticated by‘the Commissioner/Administrator after
receiving the acceptancec of the assessepg or hearing objec-

tions from them,

3.4,4 Any person dissatisfied yith the finalised assessments
by the assessment department may file an sppeal. against the
assessment to the District Judge, Delhi yithin 30 days,

Before filing an appeal it is obligatory on the part of the
assessees to deposit the tax amount in dispute, This app-
lies even to review applications which are made to the
assessor and collector in certain cases, The dissatisfied
parties may go even to the higher courts, Very rtecently,

it has been noticed that the assessees have resorted to filing
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suits and writ petitions against the assessmgnt order as
such, wherein they are required to deposit only that amount
which is considered by the court to be reasonable, looking
into the facts of the case, When the proposed valuations
are objected, the old rateable valuss continue to be ths

tax base for all practical purposes,

3.4.5 Once the ratesable value is determined, as in the
case of other tax revenue categories, the property tax
demand results from the application of tax rates to the
rateable values, The property tax so demanded, is recoverable
from DUHDI‘S of the property, wuhether it is ouned LY Thuwm or
let out tenants. In the cases where the ouners are not
identifiable, it is recoverable from occupiers by attachment
of rent payable by them. If the odcuoier or the person
liable for the payment of tax does not pay within the sti-
pulateéd period, the amount, together with all costs and
benéltias,‘ is recoverable under a warrant ty distress and
sale of moveable pronertieé pr attachment or sale of immo-

vable properties of the, defaulters,

3.4.6 In recent years, it has been, observed that the
proposed assessments have generally been challenged on ome
ground or another, causing considerable delay in recovery

of property tax demand; once-the rate.payers have filed an
appeal or writ in the court, the recovery measures postu-
lated in the municipal acts also remain inoperative, This
calls for an indepth analysis of property tax system, covering
various aspects of definition gp base ahd'itéudetefmiﬂétion,

tHe rate structure and the adminlstraﬁlon and collectsion of
the tax.



TV, GROWTH PERFORMANCE OF PROPERTY TAX

1. Significance

4,17,17 ~The revenue sources of the urban local governments in
India originate in the delegation of authority by the State
governments in respect of selected tax and non-tax items of
revenue, The property tax, alternativelv known as the tax

on land and buildings, or the hnuse tax, is one of the taxes
delegated to them under this arrangement, Among the taxes
available for use by the local authorities, the property tax
is the DrlnClDal source of revenue in most cases, and next to
the octroi (or the terminal tax) a fey cases, During
1975-79, the revenue 81gnlflcance of this tax varied betuween
28 and 87 per cent of the total tax revenue in the major
municipal corporations (Table I11.1), One of the notable
features of the property tax has been that in spite of very
high dependence of the local bodies on this source, at least

in some of them it has suffered a decline over time.

4,1,2 As far as its current status in Delhi- is congerned,
its relative significance in total ravenue in the MCD reached
a high point in 1977-78, but has declined thereafter (Table
}U.1). It constituted 38.03 per cent, 41,70 per cent and
35.53 per cent of the total tex revenue in 1960-61, 1977-78
and”1981~82, respectively, Its proportion to total revenue
is higaer in the NDMC, i,e.,, 62 per cent in 1981-82, but it
is- much lower, i.e., only 8.mer cent in DCB. Tt is, however,
1mportant to neste that while the property tax has given way
to the octroi (or the tcrmlnal tax) in Ahmedabad, Bombay  and
Banealore (Calcutta does,not have this tax), it has maintained
its relative share yis-a-vis the terminal tax in Delhi and
has contributed the largest amount of revenue to the city

exchequer., The decline in tha skare of the. property tax in
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TABIE IV.1
Property Tax =~ Relative Significance

Total reve-

Mmnicipal Property tax Obtroi as Grants Property 7Property Total
corporation/ as per cent per cent as per tax per tax per <revenue nue eXxpen-
bodies of total tax of total cent of capita holding per diture per
revenue tax reve- total (Rs) (Bs) capita capita
nue revenue _(Bs) (Bs)
MCD 1960-61 38,03 35,17
1970-71 29.32 - 18,60 16,10 201,00 73.14 71.65
1977-78 41,70 29,89 15.76 28,77 335.07 96,32 97.72
1381-82  55.53 - 13.19 37,09 454,27 139,25 132.58
HDMC 1970-T71 36,26 - 5.33 39,75 291,20 388,80 340,45
1977-73 56,35 - 14.51 99.05 588.47 1206,65 1124,27
1961-82 52.48 - 20.14 87.68 606,01 1602,26 -
DCB 197778 6 .44 - - 1485 96.80 28,76 72449
‘ 1951 -82 3,01 - - 3641 79,18%* 42 ,60 102,52
Calcutta 1961 ~61 90,78 - '
197 =71 0,72 - 6.80 21,74 514,82 49,01 46 .95
197778 83 54% - 22 .55% 32,31 744,20 14,32 59.80***
Bombay 1960~-61 47,72 8,08 , o
: 1977-78 62.35 3776 2,21 115.33 4163,58 228,35 193,43
Madres 1970-~71 544,51 - 3,10 18,01 367479 48,10 49,63
Ahﬂled abad 1 960—61 39 a28 36 092 and .
1970-71 48,26 - 6.14 26,69 - 69,68 66,76
1977-78 39,456 65,46 9.14 50.95 - 160,33 146,60
Bangalore 1960-61 31455 31.79 i ‘
1977-78 . 29,62 54.59 ~1.43 18,52 238,68 .. 70,30 72,50%%
Note: * 1980-81, Sources: 1, Offices of the iumicipal Corporatian ¢f Delhi,
*¥* 1978-79 New Delhi Mumicipal Committee and Delhi Cantcnment.
**¥* 197677 Board

2. NIPFP(1981), pp. 7 & 93. C50, funual Statistical
Abstracts (Various Issues)
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the totel tax revenue may not be 2 matter of concern but
what is important here is whether the orboerty tax has
grown at a rate sufficient to meet the local expenditure
requirements .or at least grown commensurately with the base

and income,

4,1.3 If the extent of self-financing of the local govern-
ment expenditures ‘is to rise, it is vitally important that
the yield of the property tax should orow admquately, This
is necessary to reduce the magnitude of financial dependence
on the gentral and Scate governments so as to preserve the
fiscal autonomy of the local governments., In this context
the growth of the property tax and its responsiveness to
increases in the local incomes, populations and prices be-
come of particular interest, An attempt is made in the
following sections to evaluate the growth performance of

the preperty tax collections and its base in the Union
Territory of Delhi vis—a-vis that in certain other major
municipal jurisdictions. The performance of the tax in the
MCD would be taken to be representative of that in the Union

Territory of Delhi,

2., Revenue Performance

a, Grouwth ratef

4,2,17 ~The proparty tax in Delhi has grown from Rs 2,54
crore in 1961-62 to Rs 24,81 crore in 1981-82, registefing
an annual compound growth rate of roughly 13 per cent
(Tables IV,2 and IV.3), 1In real terms it has grown at 5,9
per cent, ‘As regards the level of the yield of the property
tax both at current and at constant (1960) prices, Delhi

comes second among the four corporations compared, Bombay
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showing the highest yield. 1In spite of its ranking, howsver,
the yield of property tax in Delhi is far below that in
Bombay, As of 1977-78, the per canita property tax:in Delhi
was only Rs 28.8 as- agalnst Rs 115.3 in Bombay. But in-
1981-82 per capita tax revenue in Delhi rose to Rs 37.1,
almost equal to that in Madras and higher than in Calcutta
(1977-178).

4,2.,2 In 2valuating the reolative grouth psrformance

of the property tax in different municipal jurisdictions,

it is necessary to consider the basic Factors that affect

the growth of property tax yield, Of -these, the major
factors can be said to be? price changes, population and
income growth and the expansion of the housing stock through
neuw constructlon as well as additions and alterations to the
ex13t1ng bu11d1ngs 'As these factors. are 1ikely to vary
accross metropolitan jurisdictions, one must take into
account their differential growth rates in assessing'the

relative performance of the different municipal bodies,

4,2,3 By and large, the relative positjions of the muni-
cipal bodies in terms of the rate of grouwth of property tax
at current pribeS'are'not differenf from 'those in ﬁerms of
the growth rate- at .constant prices (Table I1;3).  This is
because the differences in the rates of growth of brices as
between the different localities, as measured here, have not
been very significantl/. But the growth rates of population
and theinUmber of properties assessed have varied signi-
ficantly as betuween thé‘differeht municipal corporations
(Table IV.4). Delhi is shoun te have experienced the
highest rate of grouth of population and of total assessed
value, and thevsecond highe3t growth rate‘of numbef of

1/ _Strlctly speaking, the most relevant price index that
'shguld ‘have been taken is that relating to a value of’
propert ies, Since such indices are not readlly avail-
‘able, the consumer price indices for the different
towns have been used,



TABLE IV,2

Property Tax at Current and Constant Prices in Major Mmicipal Corporations

2480.82

« ( B lakh )

_Calcutta_ v Bombay Delhi _ . Madras

Year PT at PT-at PT at - PT at. ~ PT at PT at ~ PP at PT at~
2 v current constant current constant. “current constant current constant
prices prices* prices = prices .. prices prices* prices prices¥ .

1960~-61 446,76 446,76 1250,67 1250,67 - 132,46 132,46 - 183,10 183,10
1962-63 500.16 471.85 1459.00 1376.42 167.68 153,83 218,39 198,54
1963%~-64- 512,06 461,32 1711.42 1528,05 207,92 182,39 238.48 209,19
1964-65 546,45 471,08 1779.16 1458.33 ' 3132.36 254,76 269.42 219,04
1965-66 565,08 459,41 1924,23 1480.18 379.82  294.43 315,28 240,67
1966-67 544,47 403,31 2091,42 1504.62 374,41 269,36 324,58 226,98
196768 686 .46 462,72 2100.82 1400455 433492 287,36 365,62 237,42
1968-69 67%.58 423464 2389,14  1541,38 511.38 317463 388.21 252,08
1969-70 695 .28 434455 2450,54 1531.59 537.89 324,03 42797 270,87
1970-71 684,71 405415 2769.94 1658 465 . 596,98 345,08 463,41 269,42
1971-=72 711,56 411,31 3024472 1768.84 651.82 354.96 539,47 293,19
1972-73 173.14 434435 3129.00 1738,.,33 185442 417,78 644,29 322,15
1973~74 857,72 439,86 3587,92 1802,97 887,41 428,70 . 650,69 293,10
197475 739.27 318,65 - 4172,.64 1790.85 - 989,22 392,55 832,03 302,55
1975-76 981,41 402,22 5388,87 2190,60° 1373.22 503,01 1054.10 340,03
1976-T77 1015.47 - 411,12 T704.53 3069453 972,90 - 357.68 - 1201,00 411.30 -
1977-78 1049,.32 ~ 400,50 . 8618,62 3240,08 1469,97 513,98 1148,00 373.94
1978-79 1137 .52 413,64 8888.66  3174,52 1597 .23 535,98 - ~
197980 1567 .00(R.E) 538,49 - L= 1847,57 584,67 - -
1980-81 - - - - 2026433 590477 - -~
1981-82 - - - - 2275,91 589461 - o=
1982-83 - - - - - - -

Note :* BT (Property Tax) defléted»by'Gansumer~Price 

Index

Number (CPIN) for Urban Non-Manual Workers (1960-100)

Sources: 1, NIPFP

(1981), pe 11

2. Mmicipal Corpo-

ration of Delhi

- 0¢ -



TABLE IV,3

Growth Rate of Property Tax and Related Magnitudes in Selected Mmicipal
' - Corporations and Municipal Bodies

(Per cent per annum)

Mumicipal Property Property Per capita Per capitsa Per holding Per holding
Corporation/ tax tax at  property property  property property tax
bodies constant tax tax at tax at constant

o : prices (PT_) c anstant prices

(P1) (PT*) P pricss (PTH) - (PTH*)

— (PTR*) '
Delhi ' .
MCD | 13,06 5493 8.03 1422 7.33 ~0,12

(14.42) (7.02) (9.31) (2.24) (7.45) (0.44)
NDMC 8,51 0,66 12,56 4,82 8.15 0,65
{ 7.74) (0.14) (11.28) (3.64) (4.59) ( -2.69)
DCB : 18,11 10.15 13.19 6 .60 7.18 2453
Calcutta: 5.56 -0,76 4,74 -1.43 3.28 -2,80
Bonbzay 10,73 4,37 647 0.37 14,12 6.80
Madras A 10,13 4,35 - 8657 1,27 10,30 Te57
Ahmed abad 8.88 2,06 - 5.43 -1.17 - -
Bangalore 13,46 6,15 10.05 2,96 S 7.14 0.24
ﬁo‘be; Figurcs in brackets relate to private properties Sources 1) Delhi ‘© omputed .
Period: MCD: (1) PT, PT*, PTP, PTP*: 1961-62 to 1981-82 - 2) Far other corpora-
- Por private properties; 1967-68 to 1981-82 tiof‘f” NIPFP(1981)
P

(2) PTH, PTH*: 1970-71 to 1981-82
For privete properties, 1967-68 to 1981-82
NDMC 3(1) PT, PT*: 1970-71 to 1982-83; for private properties; 1971-72 to 1982-83
(2) PTP, PTP*: 1970-71 to 1980-81; for private properties, 1971-72 to 1980-81
(3) PTH, PTH*: 1970-71 to 1981-82 ,
DCB:(1) PT,PTP: 1973-74 to 1982-83, (2) PTP*31973~74 to 1981-82

(3) PTH, PTH*: 1975-76 to 1980-81
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properties assessed, But the grouwth rate of per capita
prooerty tax in Delhi (8.03 per cent) has been lower than

in Bangalore and in Madras; the growth rate of pronerty

tax per holding in Delhi has been lower than that in Bombay
and Madras, Property tax per holding in Delhi was only

Rs 454.3 in 1981-82, as against Rs 744,2 in Calcutta and

Rs 4163,6 in Bombay (in 1977-78) and Rs 839.9 in Madras

(in 1976-77). It can be inferred that Bombay and Madras

have been able to increase property tax per holding'largely
on th2 basis of old progerties and not with any sighificant
additions to the stock of housing wherecas Delhi, invspite

of considerable additiomal construction with ihcreasing
rateable values, has not been able to match Bombay and Madras
in this regard, It is also seen that DBelhi was unable to
narrow the gap between itself and Bombay or Madras in.the
matter of level of property tax per holding., 1In 1981-82,
this was Rs 454.3 in Delhi as against 744.2 in Calcutta
(1977-78), Rs 4163,6 in Bombay and Rs 839.9 in Madras (1976-77).

b, Elasticity.

4,2.4 The analysis of growth rates in tax yield and of the
factors affecting it, while being informative, does not
enable ‘one to classify the relationship between the yield

of the tax and the factors determining it, such as population,
income and the number of holdings. Such a relationship over
time is usually measured in terms of the buoyancy or elasti-
city coeFFicientl/. If the tax revenue has been affected by
discretionary tax measures such as ‘increases in rates during
the period under reference, then the ratio of the percentage
in tax to that in income is said teo yield the buoyancy

coefficient,

1/ The elasticity coefficient is defined as the ratio of the
percentage automatic or responsive change in the dqpendent
variable, e.g., tax revenue, to percentage change in an
explanatory variable, e.,g., income,



-~ 33 -

TABLE IV,4
Growth of Populotion, Priccs end Numbzr of
Properties
Corporation Population Zric.c Tumber of Total ~— Assessed
( 1961 to  (1960-61 Propertics assessed value per
1981 ) to agsessed** value holding
1879~30)* Ps 1 lakh R 1 lakh
Delhi 4 .65 ’ 5.93 4,87 13.48 117
( 5.61) (0.30)
Bombay 3068 5-75 1032 7072 6097
( 1.54) (0,09)
Calcutta 0058 5.48 0.68 4063 3080
("1063) (f2025)
Madras 2,81 6,11 2447 9,%4 6.62
| (0.67) (-1.83)
Bangalore 3071 5a85 5.90 13034 7.03
(6.,04) (0.,12)
Note: * CPIN (Urban Non-Manual Works Sourcest 1, Delhi compute

( 1960 = 100), 2. NTPFR(1981),
Figures in parentheses donote asscssed p.16
value at constant prices,

Periods ** MCD: 1970-71 t0.1981~82
-Calcuttas 1965-66 to 1977-78
Bombay ¢ 1968-69 to 1977~78
Madras ¢ 1966-67 to 1976~77
Bangalare: 1960-61 to 1977-78
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4,2.5 The elasticity of the property tax or any other
local tax wit' respect to the income of a locality can be
considered to be a suitahle indicator of performance in so
far as it reflects the base of the tax as‘well as the level
of the demand for public services, If it is assumed that
fhe expenditure requirements of the local government will
grow roughly in proportion to the income of the locality,

an income elasticity or buoyancy of unity would be a
reasonable goal for a local tax system, (Bahl and Schroeder,
1983, p.77). Table IV,5 gives the estimates of the buoyancy
of property tax with respect to three variables, viz.,
ponulation, cost of construction and urban income in sele-
cted cities, The choice of population and urban income is
easily understandahle, uwhile the cost of construction is

taken as a proxy for values of urban property.

4,2.6 The buoyancy of property tax in Delhi is higher

than in the other cities taken for comparison (Table IV.5).
For NDMC the coefficient is very high (1,6). The perfor-
marce of Delhi in relation to the growth of income can be
said to be decidedly better than that of the other cities,
although taken by itself a buoyancy coefficient of 1,02
means that property tax revenue is just keeping nace with
the growth in income. The buoyancy of property tax with
respect to cost of construction in Delhi is seen to be lower
than in Bombay and Madrasj; it is better than in Calcutta,
but the performance of Calcutta in the matter of property
tax has been shoun to be rather poor (NIPFP, 1981). The
buoyancy of property tax with respect to population has

been quite high in Delhi at 2,7, indicating that for every

1 per cent increase in population, nroperty tax revenue at
current prices has increased by 2.7 per cent, but this
relative rate of growth is louer thqn in three of the cities

compared and not 81gnlflcantlyzf%an in Bombay and Ahmedabad,



TABLIE IV,.5
Estimstes of Buoyancy of Property Tax with Respect to Population
Cost of Construction and Urban Income

. ‘n‘ -
Variable D “ClthDMC Calcutta Bombay Madras Ahmedabad  Bangalore
2T H o 2.70 ~10.80 7-90 2.59 3035 2064‘ 3'99
B (2.95) (-9.69)
2T ¢ CI 1.16 1,01 0.57 1.79 1.49 - -
(1.09) (0.90) '
el s NS, 1,02 ’;'60 Co65 0.83 0.97 0081 0.93
(1.14) (1.42)
Note: Figures in perenthcses indicste private Source: 1, Delhi: Estimated
- properiies | 2, For other Corporations, ‘L
PERIOD: PT:p~ 10D - 1961-62 to 1981-82; I'IPFR (1981), p. 19 &
Tor private provurties 1965-66 to 1

1981-C% 3 1615 — 197071 to 1980-813 for
privat. prcocriics 1971-72 to 1980-81;

2T:CI - MCD - 1970~71 to 1980-81; WDMC -
1970-71 to 1930-815 for private proporties
1971-72 to 198 O~81= :

FTsYNC-MCD - 1961-62 to 1980-81; for

privete propertics 1965-66 to 1980-813;
NDMC=-1970~71 to 1930~ 81; for private properties
1971-72 to 1980-81,

Notations PT = Property tax collection;.P'z Population; .
CI = Cost of cmstruction Index YNC = Urban income.
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4.2.,7 The broad conclusion that emerges from the foregeing
analysis of growth rates and the studv of buoyancy of property
tax is that while the yield of the property tex in Delhi has
kept pace with the growth of income, it has not grown commen-
surately with ths incre=so in the number of holdings. Also,
the performance of Delhi in rel=tion to the increase in fhe
cost of construction reflecting incrrases in property values

does not compare favourably with that for Bomabeyor Madras,

3., Decomposition of Ths Tax Ratio and Buoyancy

4,3,17 Total proprerty tax collection in a locality can be
hypothesised to be a function of tax demand,given the efficien-
cy of administrationy tax demend to be a function of rateable
value ,given the statutory rate structure and rateable value

to bs a function of annual rental value,given the provisions

of the Property Tax Act, It follows then that,

ol R ()
=I_E'_T_9_.Elf_.ﬂ_\i,_ (2)
10 RV * AV cop
uhere,
TC = Property t=x collection;
CDP = City domestic pnroducts
D = Tax demand
RV = Rateable values;
.AV = Annual rencal value,

4,.3.2 Expression (2) can be said to decompose the tax
ratio, i,e., TG/CDP, The first term in expression (2)
(TC/TD) may be said to measure collection efficiency; the
second measures the effoctive tax rate generated by the

apolication of the statutory retes, exampt ions, etc., to
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rateable value - changes in the ratiep over time would r=flect
the impact of progression as well as of discretionary tax
measures; the third term can be taken to indicate efficiency

of assessment; and the fourth one the relationship betueen
annual rental.-value of properties and the income of the locali-
ty - changes in this ratin would shou the extent to which
annual value as determined by the property tax department

reflects changss in the level of economic activity,

4,3,3 Just as the tax ratio, the elasticity coefficient
also can be decomposed into its constitunnt parts. The
elastipity of property tax with respect to income (Epty) can
be shown to be equal to the elasticity of tax collected--with
respect to tax demand (Eptd) x the elasticity of tax demand
with respect to rateable value (Etdrv) x the elasticity of
rvay) X the
elasticity of annual value with reference to income (E

That is,

rateable value with respect te annual value (E

).

avy

x E (3)

E =k d Etdrv X Ervav avy

pty pt

4,3,4 With the help of available information for the local
‘bodies in the Union Territory of Delhi, the component elasti-
cities have been estimated in order to evaluate their indi-
vidual impact. ‘Tt may be noted that in the absence of any
reliable data on the total rental values of properties, the
cost of construction which is one of the principal deter-
minants of property value is tsaken to represent annual rental
value (AV). Secondly, no attempt is made to estimate the
elasticity of annual value to city income., 1In the national
accounts, the share of aggregate of income from property

in GBP has remained more or less constant, Houever, this
share might have been rising in cities, It is assumed that
the-elasticity of AV with reference to city income is near

unity,
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4,3,5 The cosfficient of elasticities nof the other terms
in expression (3) are presented in Table IV.6. Comparable
elasticity for some selected municipal corporations are

reproduced from an earlier study by NIPFPp,

TITLT O OTU,6

Components of Property Tax Elasticity (Buoyancy)

Variable Delhi Calcutta Homb ay Madras

pPT, TD 1.02 0.38 0.67 1.26
(n.62)*

T0, RV 0.81 1.64 - 0.58
(1.31)% '

RV, CI¥** 1.19 0.42 0.34 1.48
(1.04)*

Notes: * NDMC Source: Computed

#*#% CI = Cost of Construction
as a proxy for annual value,

4,%,6 It is seen that the elasticity of property tax collec-
tion with respect to tax demand (Eotd) is near unity in Delhi
and that the elasticity of rateable value to cost of const-
ruction (which is taken as a proxy for annual value) is nearly
142, However, tax demand seems to be inelastic with respect
to rateable value, This is surprising because the tag
structure being progressive, the coefficient of elasticity is
expected to be higher than one. Anyway, given the data, it
can be stated that inelasticity of the property tax collec-
tion with respect to cost of construction and yith respect

to income is to be largély explained by the less than pro-

l/

portionate growth of tax demand with respect to rateable values

1/ Multiplying with the three component elasticities we obta-
in the elasticity of pronerty tax with respect to cost of
construction, which is 0.98, Even if it is assumed that
the elasticity of annual value with reference to city
income is unity, then the elasticity of property tax with
respect to city income becomes the same.
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4,3,7 We get more or less similar results if uye take the
elasticity of pronerty tax per holding with respect to the
index of cost of construction (EothciB' This elasticity

can be 'decomposad into the elasticity of property tax per
holding with respect to rateabls v-lue prr holding (Epthrvh)
and the elasticity of r~t~ahle value per holding with respect

to cost of construction (E Y. Th2 comnuted clasticities

rvhci
for Delhi and three other Corporations are given in Table IV,7.

Tt is sean that tho (EDthrvh) is

it is considsrably greater than unity in Bombay, Madras and

about 1 in Delhi whereas

Calcutta, tho ceefficient for Bombay being as high as 2,82,

A highet than unit slasticity iz cxpocted because the tax
structure is progressive, Eptchi for MCD is only 0.68 as
against 1,92 for Bombay and 1,21 for Madras. ‘The only conso-
lation may be that‘it is higher than in Calcutta, This much
lowver than unit eleassticity of pth with rerspect to ci must be
-attributed to the lou elasticity of rvh with reference to

ci, i.e., rateable velues are not kesping pace with the proxy
for annual values, It is also noteworthy that, among the
cities compared, Delhi is the aonly one in which all the
component elasticities are lower than unity, It is of course
true that in none of the cities have rateable values: kapt
pace with annual values and that the elasticity of rvh with
reference to ci is higher in Delhi than in the other cities,
It is important to note that in Delhi =lasticity of rateable
value with reépect,to cost of construction is 1.1% but it is
less than unity (0.71) when computation is made using rate-
able value per holding. This shous that Delhi has experienced
a higher growth rate in number of properties assessed, - But
the relatively high elasticity of tax collections to rateable
values has more than compensated for the low elasticity of
rvh in all the cities other than Dslhi, Although rateable
values have grown faster in Delhi than elssuhere (Table 1IV,8),
pronerty tax collections could not rise proportionately in

the former,
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TABLE 1V,7

Elasticity of Per Holding Property Tax

Delhi
~Variable mCD NDMC Calcuttna Bombay Madras
PTH ¢ CI 0.66 0.82 0.49 1.92 1.21
. (0.57)  (0.43)
PTH ¢ RVH 0.9 1.11 1.43 2.82 1.74
(0.92) (-)
RVH ¢ CI 0.71 0.82 0.33 0.66 0.66
' (0.76)  (0.59)
¥
Note: Figures in parentheses are Sources: 1, Delhi
related to private proper- Est imated
ties. ‘ ' 2. For other
period: MCD - 1970-71 to Coruorations;>
1981-82; For private pro- NIPFP (1981),
perties 1967-68 to 1981-82; p.26.

NDMC - 1970-71 to 1980-81:
for private properties
1971-72 to 198nN-813;

Notation:

PTH = Property tax per hnlding

CI = Index of Cost of
Constructian

i

Rateable valus per holding,
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TABLE IV.3

Growth Rete of Rateable Value

(por oont per annum)

Municipal
Corporation/ RV RV* RVH RVE*
Bodies
Delhi
MCD 13.48 5401 TeTT 0.30
(13.66)  (6,23) (2,08) (1.01)
NDID 9.59 1.98’ 7a63 0016
(10.91) (3.,21) (5.75) (-1.57)
DCB 18435 13,12 16,21 11,05
Caleutta 4,63 ~1,.63 %.80 ~2425
Bombay 772 1.54 6497 0,09
Madras 9.54 0,67 6462 ~1,83
Ahmed abad 5.91 1,00 - -
Bangalore 13434 6,04 7,03 0.12
Note: Figures in pafentheses for Sources: (1) For Delhi:
private properties Computed .
RV = Rateable value (2) Por other
RV* = RV (Constant Prices) corporations:
RVH = Per holding RV NIPFP (1981),

RVHE*= Per holding RV
(Constant Prices)

Period :

Delhi (MCD) - 1970-71 to 1981-82;
for private proper-
ties, 1967-68 to
1981-82

NDMC - 1970-71 to 1981-82;
DCB - 1975-76 to 1980-81

P. 26



4,3.8 It is also necessary to measure the degree of
collection ef®iciency., Two aspects of efficiency may

be considered - (2) level of efficiency and (b) trends
in efficiency or changes in the degree of efficiency,
The latter may be measured in terms of elasticities, As
total tax demand consists of current and arrear demands,
collection &fficiency is reqguired te be determined
separately for each of them., Estimates of elasticities
of the relevant collrctions with reference to current
demand, arregr'demand and total demand are prosented in

Table IV,9, It is found thet the «lasticity of total

TABLE 1V.9

Tax Collection Performance

Elasti- Delhi* Cal- Banga-
city MCD NDMC cutta Madras lore
(196 5-66 (1971=72 (1960-61 (1970-71 (196 0-61
to to to to t0
1981-82)1981-82 1979-80) 1976-77) 1979-80)
CC : CD  1.10  0.65 0.40 1.03 0.76
AC : AD 0.87 1.31 0.29 1.16 0.50
TC = TD 1.02 0.64 0.38 1.26 0.67
Note: * Private properties: Sourcess (1) For Delhi:
CC = Collection out of Estimated
current demand (2) For other
. Corporations:
AC = Collection out of NIPFP (1981),

arrear demand

Total demand.

p. 24.

D

collections With respect to total demand is slightly
higher than 1 for Delhi (MCD), It is only the arrear
collections that are falling behind arrear demand, It
may be inferred that thc trend is for a greater

proportion of current demand to be collected,



T ABLE IV,10

Demend end Collectian of Property Tax (Private Properties) in Local
Bodies of Union Territory of Delhi -

( Bs lakh )
Current Arrear _ _Total
Demend Collec- Col,(2) Demand Collec- Col.(5) Demand Collec- Col, (8)
Local. tion as ner tion as per tion as per
Bodies cent of cent of cent of
1 (2 (3) (4) 5) (6) (7> 3) (9
MCD 1965-66 '
T1-72 6350.06 331,32 60,52 491,85 180,48 36,69 1121,91 561.80 50,08
75-76 1088.25 890,35 81.07 1181,11 388,44 32.04 2279,3%6 1278,79 56,10
8081 1700,0C 1282.73 75.45 1444.,44 498,28 34,49 3144,41 1781,01 56,64
NDMC 1971=-72 120.22 79,71 66,30 166,58 6,47 ~ 3.88 286,80 86,18 30,05
75=76 247,75 125,44 50.63 454,97 66,73 14.67 702,72 192,17 27.35
80-81 508,16 111,02 36,03 814,86 47 ¢ 37 581 1123,02 158,39 14.10
81~82 295,00 150.25 50.93 964,63 50430 5,21 1259,63 200.55 15,92
DCB 79-80 2,10 1.66 79,04 1616 0.44 37693 3426 2,10 64,41
80-81 2453 0.81 324,09 117 043 - 36,75 3,70 Te24 33,51
81-82 2446 1.60 65.04 2.46 1440 56,91 4,91 3,00 61,09

Source: Offices of Municipal Corporation
of Delhi, New Delhi Mummicipal
Committee and Delhi Cantonment

Board.

- (Y -



TABLE IV,11
Demsnd and Collection of Property Tax (Government Properties) in

Thion Territory of Delhi

( Bs lakh )
Current Arrear Total

Demend Collec- Col., 2 Demand Collec- Col, 5 Demand Collec- Col, 8

Tocal Bodies tion as per tion as per tion as per
cent of cent of cent of

col, 1 col, 4 col, 7

B (1) 2y () (4) ___(5) () (1) 8) " (9)

MCD 1979-80 246,39 164,09 67,60 438,70 151,29 34,49 685,09 315.58 46,06
1980~81 275,18 187.22 68,04 373.51 163.47 43.19 653,69 350,69 53,65
1981"‘82 536067 289‘.4‘2 85.97 275.80 201051 75.06 612.47 490.93 80.16
¥DMC  1970-71 60,98 30,95 50,75 40,43 0.53 131 107 .41 31.48 31,04
1975-76 73,06 P5.62 68,69 168,60 76,74 45,52 246,66 130.36 52,85
1980-81 121 .65 45,42 37,34 168,31 11.16 6,63 289,96 56,58 19,51
1981-~82 121.91 63,94 52.44 233,38 28,62 12,26 355,29 92,56 126,05
DCB 1979-80 1201,0C 1113,78 92,73 13215,00 1010,01 T.64 14416,00 2123,79 14,73
1980~-81 1201.,42 509.63 42,42 12296,72 40,50 0.33 13498,13 550,13 4,08
1981-82 . 22667.42 19500.50 86.24 12948,01 2138,27 16,51 60,76

35615.,43 21638,77

Source: As for Table Iv,10

- Pt -
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while the proportion of total demand collrcted has tended
to remain constant, This of course dnes nnt mean that the
entire current demand is beinqg cnllectad, As indicated
above, the level of collrction efficicncy is alsa important,
It -is seen that as of 1980-81 anly 75 ner cont of the curr-
ent demand, 35 per cent of arrear demand and 57 per cent

of total demand in respect of private Drﬁo@rtics Wwas being
collected in MCD (Table IV.10)., For NBMC the corresponding
ratios are 36 per cent, 6 per cent and 14 psr cent respecti-
vely, In respsct of Government nrogerties, the percentages
nf demand collected uwere 68 per cont fer current demand,

43 per cent for arrear demand and 54 per cent for total
demand  in 1980-81 in MCD (Table 1v.11)., Houever, the
percentages increased considerably in 1981-82., The general
picture that emerges is that between 55 and 65 per cent of
the total demand-is being collected in MCD and DCB in
respect of privete properties, whereas NDMC has bean able
to collect only betuween 15 and 30 per cent, It is sur-
prising that even tax demand raised against government

propert ies has not been collacted fully,



V. ANALYS5IS OF PROPERTY TaX
3ASE AND RATE

1. Introduction

5.1.1 In the preceding chapter, the analysis »f grouth
fectors revsaled that thas income elasticity of the praperty
tax has suffered mzinly due to the inelasiticity of the
rateable valuss with reference t~ incom2, If the tax base
fails tno respond te price and income increasses, the lncal
authority would have to resnort to the politically unpopular
and perhaps econnmically harmful exercise nf increasing

the tax rate, Since the level »f property tax yield would
largely dsepend on the level ~f assessed values of proper-—
ties,  an examination of the factors governing the lsvel

of rateable values would be pf considerable value for any
reform in the property tax system, It should be emphasised
that an average grouth perfnrmance of the property tax with
an adequate tax base is likely ta yield better results in
terms nf revenue productivity than 'a more than average!
performance using an inadequate tax base. Also, for all
direct taxes, it has heesn found by experience that a com-
bination of a broad and cslastic base with moderate rates
yields much better results than high rates ecembined with

an ernded base in terms ~f administrative ease, checking
evas inn and revenue productivity, It is propnsed to
discuss in this chapter assessment practices, trends in the
rateable value and factnrs underlying its low elasticity,
In the cnoncluding section, an analysis of the existing

rate structure will be presented,
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2, Statut-ory Base of Property Tax

5.2.1 Texable preperty under the Delhi Municipal Cor-
poratinn Act (DMC Act), 1957 includes all land and
buildings (including machinery and ather furniture -and
fixtures =s are coansidered necessary for the use and
enjoyment =f building) except thnse that are expressly
exempt from the tax.lj Tax-excmpt properties include

land and buildings b=lnnging to religiocus places 2f pub-
lic unrship and charitable and educatisnal institutions.2/
3elf-nccupant nssessess with rateable value belouw Rs 100
who own n~t more than nne such or2oerty are exempt from

the tax.,

5.2.2 The taxable base of the pronerty tax according
to the Act is the annual rent at which such-land -or
bu%}ding might reasonably be expected to let from year
to.year with an alloyance of 10 per cent towards reopair
costs, insurance, etc, This is termed rateable value,

The determination of rental values, however, would vary

A/ The assessment of propert ies located in the NDMC
and DCB areas is governed by the provisions of

Punjab Municipal Act of 1911. These provisions are
subject to Delhi Rent Control Act, 1958 as in the case
of the MCD,

2/ 1In the case of the NDMC, the exemption list also
includes buildings Duned by Forelqn missions, These
properties are however required to pay service
charges. Central Government properties are also
treated in the same way, but they are subject to
a higher service charge,
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depending unon whethar the prooarty is on rent or it is
self-occupied or vacant, In ths case of rented proper-
tizs, the rent actuéllyibaid by“£ha:teHant is déaﬁed to
be the gross' annual rental. Information on rents is
obtained from declarations by thr ouners of property,
When the rents declaured by the house DUDGTS~arG‘SUSDECted
to be concessional or cellusive, resort is made to the
data on rental per sq, ft, of carpet srea devel oped by
the departmonrt, using the information cellected by
inspecting certain preporties at random in =2ach locality.
In other cases, ronts are determincd on comparison with
other similar properties in the locelity, In cases in
which the rent of property has been fixed in accordance
with the Delhi Rent Control Act, 1658, standard rent so
fixed is taken to be the gross rent, 1In cases of sub-
tenancies, if the rents paid by the sub-tenants exceed
what is being paid by the tenants, the higher amount is

taken as gross rental value,

5.2,3 For self-occupied properties beingﬂggqggsggwforv
the first time, the annual renfalvﬁéihémié taken to be a
fraction of the sum of the cost of construction and 1land
value at the start of construction, This fraction, which
represents rate of return on the total -investment value,
i.e., the sum of construction cost and land value of the
property at the time of cormstruction, is taken to be 7,5
per cent of the investment value if the rental value so
determined is less than Rs 1200 and 8,625 per cent if the
rental value exceeds Rs 1200, In cases where the property
was earlier let, the last rent received is adopted, For-
merly, an owner-occupancy relief ranging betuween 15 and 25
per cent was being granted, This relisf has, houwsver,
been withdrawn. The rental value of vacant land which is
capable of being built upon or on which a building is in the
process of completion is fixed at 5 per cent of the stipu-

1ated capitel value of such land,
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5.2.4 -According to a departmantal publication entitled

Property Tax: 1978, =211 the pronerties are supposed to

be reassesscd every three years; But theo practice'is
altogether different, Generally, old assessments are
adopted evary year; 2 follow up exercise to update the
rateable values is undertzken in respect of a few oroner-
ties only, ‘Thus, generally spesking, the rateable values
2r9 found to be ravised only in ths following pvents:

(i) rise in tent in the case of tenanted properties due to
changs irm tsnancy or upward revision in the rents of
existing tenancy; (ii) revaluation necessitated by a
change in occupancy, 2.g., from tenanted to self-occupied
or vice versa, which required the formula for determining
the rateable value to be changed, and (iii) revaluation
necessitated because of change in use, New constructions
in the form of new buildings and additions to the existing

structures are assessed as first assessment,

3, Assessment Process

5.3.1 A complete sct of data on rental per unit of carpet
area for the different.localitiers in =2ach zone applicable

to residential and non-residential (commercial, institution-
al and industrial) propertiss is developed before the process
of valuation commences cach year, These rental data expre-
ssed in terms of amount per unit of cearpnet area are used
only after they are approved by the Municipal Commissioner,
Thus, the task of the assessment inspector is generally
reduced to finding out the occupancy structure, carpet

area and the nature of use of a pronerty falling under his
jurisdiction, Once the relevant data are collected after
inspecting the premises, the assessment is supposed to be

made by applying the relevant rental data, Thereafter, a
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list containing all the new assessmants is prepared and
displayed for jublic inspection, Thes assessee can cha-
llenge tho rateable value so determined under Section

124 of the DMC Act; he can then contact the assessment

of ficer and find out his response to his objection, After
hearing the objoction, the assessment officer finalises
the rateable value which then is used for raising the

tax demand, Although the assessment in this way is deemed
to have been finalised, the assessee can challenge g¢he
assessment under Section 126 of the DME Act which empowers
the Commissionsr to amend the earlier assessments for
adequate reascns, It is important to note that the process
of assessment does not always come to an end here, If the
assessee is not satisfied with the decision of the assess-
ment deoartment or the Commissioner, the assessment order
is appealable in the Court of the district judge of Delhi,

The dissatisfied parties may even go to the higher courts,

5.3.2 According to Sections 169 and 170 of the DMC Act,
appcals can be filed with the courts only after the tax
amount in dispute has been depnsited by the appellant,HoueVer,
recantly it has been noticed that thc assessees, particu-
larly the ones having large properties, resort to filing
civil suits and writ petitions zgainst the assessment order
as such., The papul=arity »f resorting to these instruments
arises fraom the fact that the asséssées are nnt reguired

to deposit the full amount of the tax demand raised by the
Corporation before filing such a suit, They are required-
to deposit only an amsunt which is considered by the court

to pe reasonable, looking inte the facts of the case,



4, Causes af. Inelasticity of Rateable Value

5.4.1 - Even with the detailed instructions contained  in
the Act and the guidelines issued from time to time, the
existing assessment mechanism and process are such as tn
cause considerable sresion of the tax base, While it is
not possible tn identify all factors that affect the de-
termination of the base and estimate ampirically their

ef fects on the growth »f rateable values, factors which
seem to have bhsen mainly responsible far the slow grouwth
of the rateable values can be szid tn be the following: (i)
lack of proper assessment code; (ii) imperfections in the
real estate market,and (iii) legal impsdiments, ' The next
sectinn is devoted to an analysis of these factors and to
an examinatinon of their likely effacts 2an the growth of

rateable values,

a. Lack of proper assessment code

5.4.,2 First of all, there is nn written assessment code
for the assessment of ficers, The possible. sources af
guidance for them are (i) DMC Act; (ii) by-1aus  and

(iii) departmental hand-nuts and written and-unuritten
conventions, Thesé cannot be considered to form an ex-
HéUstiQé"set.of'instruotions which can guide the assess-
dEnt-insDééfors;ih their uwork of assessment, - Although
attempts haQe been_made tp"deve;ou-rental data for the
different localities in Delhi, they are not yet available
for many 1localities,  Further, senarate~dgté on rental
for commercial pronerties such as hnfels, restaﬁféﬁts

mnd business premises are not being callected, In
respect of commercial preperties, the departmental policy
is to derive the rent by applying a percentage increase
to the rental determined for Comuarablé'residential

properties in the concerned laocality., Nnrmally, the rent
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for the former is taken to be ane and a half times the
rent for residential properties, Houcver, this practice
has no-sanction in law and officers could vary, and are
known to have varied, the factor ~f increase applied in
different cases, Thus, much is left to the discretion of
the assessing inspectors in relation to the assessment of

commercial propertics,

5.4,3 In regard to the self-occunied part of the build-
ings Dartly'lét—out and nsrtly self-oaccunied, the assess-
ment inspectors are exp=2cted to apply ths rent determined
for thz2 tenanted portion to the owner-occupied portion and
than grant on it a self-occupancy rebate ranging betueen
15 per cent and 25 per cent, This procedure gives scope
for discriminatory assessments and seams to have led-to
lenient assessments of several owner-occupied properties,
The assessment inspectors have not'oniy used this nroviso
to lenisntly assess properties but they have also dis-
criminated between different ouﬁer—ﬁcbuDiéd*proberties
in assessment and granting rebate, A survey of 568 self-
occupied and 131 tenanted properties conducted by the
 NIPFP team has revealed that ouner-occupied properties
particularly in the residential sector have been assessed
much more leniently than what the statutory provisions
would have allowec (Tacle V.1), .

TABLE V.1

Rateable Value by Type of Ounership and Use of Holdings
. (Rs per sq, ft,)

Quner occupied Tenanted
Residential 4,20 8.32
(533) (101)
Commercial 12.26 14,73
(35) ~ (30)
Notes: Figures within parenthescs Source: Survey of sele-
indicate sample sizse, cted Holdings by
NIPE® Team

(1983).
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5.4.4 1t is stated in one of the departmental hand-outs.
that yhile usina the carpet area method, all rooms includ-
ing covered and glazed verandahs of whatever size are taken
at - their actual measurement, M™Mianis, nassages and open
verandahs of whatever size and Dantry>and kitchen, whenever
these are less than 100 sg, ft., are taken at 50 per cent
of the actual measurement, Other sraces constituting part
of the built-up area are excluded, Besides this, a feu
deductions are allowed by the assessmant department, such
as a rebate of Rs 5 per fan and Rs 10 per geyser and
booster pump per month in the event of these facilities
having been provided by the landlord, It can be seen that
these provisions can lead to collusion between inspectors
and assessees with a vieu to lowering assessed rateable

values,

b, Imperfections in the real estate market

5.4.5  The determination of propnerty values can be under-
taken fpllowing either the rental method ar the building
cost method, Thus, a correct valuation of properties-would
require reliable data on rent, land value and the cost of
construction, Tt is well known that these indicators of
pronerty values have gone up tremendously due, on the ome
hand, to demand and supply imbalance in the housing sector
consequent upon the concentration of nopulation and econo-
mic activities in the matropolitan jurisdiction of Delhiy,
and to general price rise, on the other. During 19%0-80,
the rents and the cost of construction have gone up by
four to five times (NBO, 1981), and land prices have gone
up by almost ten times (Shafi and Dutta, 1981).
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5.4.6 Howeve., collusion botween landlords and tenants,
concealment of actu=l rent and other similar practices
have resulted in the reported rents to be much louer than
the actual rents, Besides this, ‘{he involuement of bhlack
money in nroperty trans-ctioms has increased the tendency
to conceal facts about property transactions both in the
rental and real estate markets, Statistics collected
from the Waluation Cell of the Incomm Tax Department have
shoun the extent of discrepancy bztusen what is declared
by the involved parties and what hss boen determined by
the Cell.

5.4,7 Rent control is evaded by charging 'salami® or
~advance payments in lumpsum, Informal engquiries have shouwn
that the practice of salami has been activaly prevalent

in the case of commerci=l properties, More recently, a
variant of this which is extensively used in the residen=
tial as well as the commercial sector is-the practice of
accepting advance payments eguivalent to 3 to 12 months,
rent refundable at the time of vacating the premises,

These practices are used to keep the recorded rentals

lower in both the sectors,

5.4,8 Besides this, in the wake of increasing rents

and a spurt in the general price level, the official ten-
ants of both private and government houses have found it
profitable to sublet thedir dwellings, A survey of houses
in some of the colonies for the year 1973 revealed that
“about 80 per cent of the occupants  in type IV guarters in
Mot i Bagh area and I, II and III types of guarters in
Laxmi Bai Nagar had resorted to the practice of subletting

(NBN and Regional Housing Centre E3CAP, 1976, p.a7).
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5.4.,9 The imperfections in the real estate market dis=
cussed above and the fact that the reported rents and the
disclosed value of sales are generally lower than what the
conditions in the real estate market would warrant, signi-
ficantly reduce ths utility of th2 exercise of developing
rental data for different locealities,  The imperfections
in the market also naturally le=ad to a good deal of in-
determinacy in-the market value of properties and hence
when assessments or rcassesgments are made, the Corpora-
tion is oft~n dragged to the courts by those who challenge

those assessmonts,

c. Imnact of rent control

5.4,10 1In successive judgements beginning with the case
of- Corporatinon of Calcutta vs, Padmadevi and culminating
with the case of Diwan Daulat Rai Kapur vs., New Delhi:
municipal Committee, it has been laid down by the Supreme:
Court that, in taking the rent at uyhich the property,might
reasonably be expected to be let, the standard rent deter-
minable under the provisions of the relevent rent act must
be takenvas the basis. This will hold irrespective of
\uhether the rent hss barn actually fixed by the rent
controller or what the landlord is actually receiving,
These court decisions thus have a verQ important beéring
ofi the level of rent at which a nroperty is taken te be
let for the purpose oF-broDerty‘taxation-and-have-led the
rent control lays to exert a dampening effect on the grouwth

of the property tax base,

5.4.11 Tt has been dafined in Section 6 of the Delhi:
Rent Control Act, 1958 that the standard rent in relation

to any residential premises means uwhere such premises have
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baen let out at any time before 2nd June, 1944, the basic
rent, if it does not exceed Rs 600 per annum and the basic
rent together with 10 per cent of such basic rent, if it
exceeds Rs 600. UWhere the premises have been let out any
time after 2nd Juno, 1944, any rent not exceeding PRs 1200
per annum will be taken to be the standard rent and if it
exceeds Rs 1200 then the standerd rent would be Rs 1208
plus 10 p=r cent of such rent, 1In the case of non-resi-
dential propertiss where the premisess have beesn let out
before junz 2, 1944, tha rate of increasc acdopted is 10
per cent of the basic rent if the annuel ront is upto

Rs 1200 and 15 per cent for rent zxcesding Rs 1200. UWhere
the premises have been let out on or after June 2, 1944,
the standard rent would ba the basic rent if basic rent
per annum does not exceed Rs 1200, If, houwever, the rent
exceeds Rs 1200, 15 per cent increase over the basic rent

is adopted,

5,4,12 However, after the commencemsnt of the Delhi Rent
Control Act, for all the properties constructed on or
after 9th June, 1955, including premises constructed after
the commencement of that Act, the annual rent agreed upon
betueen the landlord and the tenant when such premises uwere
first let out shall be deemed to be the standard rent for
asperiod of five yenrz “rnm the date of first letting out
for both residential and non-residential pronerties, In
all cases which are not covered under the above proposi-
tions, the standard rent would be calculated at 7.5 per
cent of the aggregate amount of the reasonable cost of
construction and the market price of land comorised in the
premises on the dafe of commencement of construction, If
the rent sc calculated excesds Rs 1200 per annum, then the
standard rent shall be calculated at the rate of 8,25 per
cent in the case of residential properties and 8-5/8

per cent in the case of other properties,
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5.4.13 Szctinns 7 »nd 8 of the Delhi Rent Control Act
provide for lawful increese in the standard rent in certain
casa2s and recovery of certain charges For‘any improvement,
addition or structural changes. Section 9(3} of the Delhi
Rent Control Act empowcrs the Ront Controller to fix the
standard rent for .the sub-lot portion also, Further,
Section 5(4) states that if for any reason it is not
possible to determine the.standard rent nof any premiscs

on the principles stated abave, the controller may fix
such rrent as senms reasonable in regard to the situation,
locality and condition of the premises and the facilities
provided in similar or nearly similar premises in the
1ncality keeping in view the standard rent payable in

respect of such premises,

5.4,14 Against this background, it is possible to identify
the provisions of thz rent control law which have canstra-
ined the grouth of the property tax b=ase, The effect of
rent control laus shnuld, however, bz examined separately
for the pariods preceding and succeeding the Supreme Conurt
Judgment of 1980, During the perind Af rent control upto
1980 thes dampening effect of the law on the determinatinon
of the annual values could have arisen in tue ways, First,
the assessing officers might have under-assessed prnner-
ties keeping conscionably or otherwise, in view the lrvel
af controlled rents, Secondly, landlords for yhonose
properties standard rents had nat beon actually fixed by
the Rent Controller and who uwuere charging rpnﬁs agre ed

to betueen themselves and the tenants, would have been
restrained from increasing the rents far fear nf proveoking
the tenants to go to the Rent Controller. Thz total impact,
however, need not have been very large, although there is

no way of arriving at the magnitude of the impact.



—~ 58 -

6.4.15 Fnor the period following the Supreme Court judg-
ment;‘ﬁhe impart of this legislation has been much.greater,
As the Supreme Court has clarified, even if the standard
rent of a building, which is situated in an area to which
the rent control applies, has not been fixed by the Rent
Controller and the prescribed period of limitation for
making an application for the fixation of the standard rent
may have expired, the "annual value® of the building will
be the standard rent determinable under the rent contro]
lay (Sheila Kaushish vs, CIT), The 1980 decision says that
if the standard rent of the building has not been fixed

-by the Rent Controller, the assessing authorities would have
to arrive at their oun figures of the standard rent by
applying the principles laid doun in the DRC Act for the

determination of rent,

i, Effect of -rent control prior to 1980

5.4.16 As regards the effect of rent control prior to 1980,
interviews with the assessment officers have revealed that
while assessing the properties théy often used the rental
data developed for this purpose which uere based on the
current rents in that locality., Uhile developing the rental
data it is quite likely that the asssssment inspectors would
have taken into account the standard rent from the rent-
controllaed opropertias in that aréa or they might have used
the rent control principles for their own calculations in
order to avoid possible objections to the proposed valua-
‘tions., To support this contention one finds that a good
number of propnsed valuatioms have been challenged within

the Corporation =nd outside in the courts of law, The whole
of the discrepancy betuecn thec rental data and the market
rents, houever, carnot be attributed to rent control because
other imperfections yould have also contributed to the

depression in the detsrmined ronts,
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5.4.,17 1Information made available to us by the assessment
department for the year 1979-80 indicates that there uere
1000 cases of general objsctions under Section 124 of the
DMC Act and about 61,811 cases under Section 126 (Table 3.2).
Court cases totalled 1100 in 19798 in thn MCD.a.d 194¢
in NDMC (Table V,3), Thus, it is found that the proposed
valuations;have been challenged from timé to time under
different Sections of the Act, M™More importantly, the
assesseas have heen able to obtain reduction on the bas is
of their objections in all the three municipal jurisdictions
in the Union Territory of Delhi (Tables‘¥;4 and V.5,
5.4,18 Although the existence of the rent control law is
likely to have influenced the assessment inspectors, its
efficacy as a deterrent against any rise in the level of
rent would have depended on its coverage and the extent

of reduction ordered by the Rent Controller, On the basis
of the information collected from the Office of the Rent
Controller,Delhi, it may be pointed out that the total
number of fair rent cases constituted hardly 3 per cent of
the number of cases filed with the Rent Office, RQuite in
contrast to our expectation, the number of such cases has
gone down over time (Table V,6), Further, the figures
reported in column 4 would indicate that only a feuw dozen
cases have baen actually heard hecause a sizeable number
of fair rent cases have been withdrawn, Thus, the rent

fixation has taken place in only a small number of cases,

5.4.19 The extent of reduction ordered by the Rent
Controller has varied between 15 per cent and 94 per cent
in the case of reéidential propertias and between 19

per cent and 77 per cent in the case of commercial pro-
perties during 1978-82 (Table V,7). Although there is no

trend of increase or decline .in the extent of reduction,



TABIE V,2

Particulers Regarding Objections Filed Against
Revaluation u/s 126 of MOD ict 1957
(Municipal Corporation of Delhi)

Objection MNumber of Objectimms

Percentege Cases Cases out of Cages
of cases pending  cases objection disposed of col, 5 which pending =t
of which at the filed cases during were the end of
Yeeor bec ame beginning during the pending the year Confir- Modi- the year
final with- of the year for final med fied
out any year disposal
objection*
1 (2) (3) (4) (5) (6) (7) (8)
1979-80 10,00 61811 71241 133052 54327 2716 51611 78725 1
1980-81 10,00 78725 47231 125956 45862 2293 43569 80094 S
!
1981-82 10,00 80094 20101 100195 17849 892 16957 82346
1982~-83 10,00 82346 20614 102960 17683 884 16799 85277
1983-84 10,00 85277 15636 100913 2655 133 2522 98258
* approximate Source: Office of the Mmicipal Corporation of

Delhi
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TABILE V,3

tatement Showing Detzils of Court Cases
(Wew Delhi Municipal Committcc)

Percen—-  Cases Cases Cases
Year tage of pending filed disrosed Balance

cascs at the during of

which beginn- the during

becane ing year the

final of the year

without yvear

objeu—

tion

(1) (2) (3) (4) (5)

1970-71 - - - - -
1971-72 91 - - - -
1972-73 82 1500 125 209 1416
1973-74 - 83 1416 447 337 1526
197475 88 1526 287 156 1657
1975=76 83 1657 455 296 1816
1976=T77 94 1816 639 585 1870
1977-78 95 1870 432 134 2168
1978-79 96 2168 396 615 1949
1979-80 93 1949 313 656 1606
1980~81 96 1606 854 650 1810
1981-82 95 1810 610 352 2068

1982-83 83 774 311 2551 2531

4

Sources Office of the Director,
Commercial and Taxation,
NDMC,



TABLE V.4

Extent of Reduction obtained on Hearing Objectimms
(Municipal Corporatiom of Delhi)

(Rs thousand)

Residential Commerciagl
7 one Proposed Decided  Percent Proposed  Decided Percent
rateable ratecable reduction rateable rateable reduction

valuo value value value o

(1) (2) (3) (4) (5) (6)
West 3.87 - 3.56 8.24 444710 307540 30.84
Karol Bagh - 3429 2.85 13.41 853913 401080 53,03

Najaf Garh 15920 14270 10,36 1260 1260 ' -
Pahorgan 62280 55150 11,45 11710 10230 12,64
Civil Lines 201528 185970 7472 371840 358180 3467
New Delhi 738785 620749 15.98 227454 172480 23.73
South 664039 576098 13 .24 1351454 1349720 0,13
City 32527 28210  13.27 19040 18610 2,26
Shahdara 201790 190870 5041 26530 25770 3405

Narela 38010 34370 9.58 14380 14380 -
Total 2671249 2346012 12,18 3322341 2660250 19,93

Source: Survey of selected properties
by NIPFP Team (1983%)

...89_
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T4BIE V,5

Extent of Reduction Obtained on Hearing Objections

( B lakh )
Number of
Year §2§2632g2~ Previous R%ﬁiggigdvalginalised
(1) (@) (3) (4)
New Delhi Municipal Committec
1972-73 1572 73460 262,00 241,17
1982-83 1264 59.84 140,51 121.48
Delhi Cantonment Board
1971-74 48 6e43 9.15 8,96
1974-77 54 8.96 10,12 9.83
1977-80 86 9.83 17,23 15,11
1980-83 114 15,11 20.83 19,73

Source: 0ffices of NDMC
and DCB
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TABLE V,6

Total Number of Cages Filed_with the Rent Coniroller
in Delhi and Proportion of Cases Rslating to Fair Rent
(1970 to 1982)

Total Cases out of

nunber Col, 1 involving rent  Cascs actually
of cases fixation heard
Year filed Number Proportiom Lumbzr Proportion
= with the (Col. 2 =g (Col, 4 as
Rent Can- per ccut pur cent
troller of Col, 1) of Col, 2)
(1) (2) (3) (4) (5)
1970 11636 994 8.54 152 15,29
1971 13680 1131 8.27 94 8431
1972 14794 1110 7450 108 2.73
1973 15665 992 6433 116 11.69
1974 15842 853 538 90 10.55
1975 16999 836 4492 24 11.24
1976 19784 798 4,03 76 9.52
1977 20758 714 Sed4 85 11,90
1978 20117 674 3435 45 6.68
1979 20209 671 3632 59 8.79
1980 19427 681 5651 35 5.14
1981 21535 674 3413 26 3.86
1982 22792 697 3.06 18 2458

Source s Information collected
from the office of the
Rent Controller, Delhi.
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the magnitude of reduction is founrd to he significant,
Neverthsless, the operation of the rent contrel on a very
small scale in Delhi could not have generated any size-

able impact on the level of rents excrnt for old localities,

ii, Effect of rent control : 1880 and after

5.4,20 After the Supreme Court judgment, the eoffect of

the rent control lew secms to have br~n more pervasive, Now
the propertiss can be classifierd under threes catrgories:

(i) old propertiss on which there is a freeze on rants, (ii)
those which are covered by rent control holiday, i.e., .

free from rent control for five years from the date of first
letting, and (iii) new properties on which the standard rent
is charged after the rent control holiday. Thus, cxcept

for new constructions where the rent holiday is applicable,
the rents are virtually frozen for property tax purposes,
although the DRC Act provides for some enhancement of the
rents in order to take care of the cost of repair and

maintenance,

5.4.,21 As the rent control law defines the house value

to be equivelent to the value of investment c0mnrising'
construction cost and land value at the time of commence-
ment oFiconstruction, similar structures coming up at
different points of time would be valued differently, follouw-
ing the building cost method, The extent of variation in
the house values of similar structurss Would depend on
escalation in land values and in the prices of building
materials, Since the rent control laus do not allow the
revaluation of propertizs, the cost and land price differ-

entials would grow over time as brtueen old and neuly
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TABLE V,7
Average Ievel of Rent Be“orec and After Fixation of
Stendard Rent (Residential ond Commercial)
(1978 to 1982)

( ks per sg. ft,)

Residential Commercial
Avecrage Average Per Average Average Per
"level od level of cent level of level of cent
Year rent per rent per redu~ rent puor rent per redu-

month in nonth ction month in month ction

cases after fix- cases after

filed ation of filed fixation

with Rent standard with Rent of stand-

Controller rent Controller ard rent

(1) (2) (%) (4) (%) (6)

1978 0.51 0.28 54,90 0,93 0,72 7T .42
1979 0.47 0.44 93.62 0,04 0,03 75,00
1981 0,91 0.14 15,38 0,62 0,33 534,273
1982 0,40 0,31 7750 3,42 0.64 18.71

Sources Information collected
from the O0ffice of the
Rent Controller, Delhi
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constructed properties and the different assessment values
for similar structures wauld be pernetuated, Thus, the
building cost method as postulated by the Rent Act would
systamatically lead to under-assessment of old pronerties,
the degree nof undor—v-luntion increasing with the age of
the building, The prasaence of such under-valuation is
further substantisted by the fact that if similar structures
arc throun in the renteal market to zarn rant, the annual
rentals yould not vary significantly., The variations in
the annual rantals, if =any, could =rise in such cases
mainly due to the differnnces in the qual ity of housing

and locational attributes,

5.,4,22 The above analysis demonstrates that rent cantrol
legislation acts to deoress tha valuetion of old proper-
‘ties for the purposes of property taxation, Now that not
less than 50 per cent of the taotal housing stock in Delhi

is more than 20 years o1d (NBO, 1981), the depressing impact
of the Rent Act cannot be considersd meagre, In respect of
new properties, after the period of rent contral holiday,
reassessments may be necessitated. This would lead to
reduction in their rateable values hacause of adoption of
the cost method, It is revealing thet wherever the assess-
ment department has nnt 1ouered the assaessment in respgoanse
to the Supreme Court decisinn, the assessees have mnoved

the courts to obtain reduction in rateable values, Although
the department has been raising the tax demand, it has been
stayed by the cnourts from time to time. The amount of
demand stayzd by the courts has increased rapidly from

Rs 1.60crore in 1979-80 t2 Rs 16,63 crore in 1983-84,
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5, Trends in Rateable Valus

a, Grouth

5,5,1 The grouwth rates of rateable values are given in
Table V,8, For the perind 1970-82, although trtal rate-
able value increased at an annual compound rate of 13,48
per cent, the average rateable value ocxparienced a grouth
rate of only about 8 per cent, This moans that in real
terms it has nnt increased, The situstion is mnre dis-
couraging in NDMC areas where the average rateablc value
of private properties increased by anly 5,75 per cent,
When government properties, which constitute ahout 85

per cent nf the tptal properticrs in NDMC, 2re included
for cnmputing the grouth rate, a rate of increase of 7,63
per cent is abtained., Thus the average value of private
properties in NDMC area has nat grown proportionately with

the growth of the value of government-ouwned pronerties,

5.5.2 While the grouth of the rateable values in the NDMC
and MCD indicates that some rsassessment of old properties
may be occurring and that newly constructed higher value
properties have been added to thz assessment list, the growth
trend is considerably less than what is warranted or expected’
with the sharp increases in pricss. For example, during
1970-82, the cost of constructinsn rnse at an annual comnound
rate of 12.35 per cent (Table V.9), There has alsn been a
phenomenal rise in land prices, A recenthstudy nf land pri-
ces in Delhi has shoun that during 1970-81, the price nf

land has gone up by about 10 times (Shafi, S, Syed and Dutta,
S.S.,, 1981), Within anly a shot perind of tun ynafé, viz.,
1980-82, land prices have shot up by about three times in
practically all the cnlonies. The consumer price index for

industr izl workers increased during 1970-82 at the rate of
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TABIE V,8

Growth Rate of Rateablc Valuc

(Pcr cent per annum)

Mmicipal
Corporation/ RV. RV* RVE RVH*
Bodies
(1) (2) (3) (4)
Delhi
KD 13.48 5,61 ey 0.30
(13.66) (6,23) (8,08) (1.,01)
NDMC 9.59 . 1.98 763 0,16
(10,91) (3.21) (5.75) (=1,57)

DCB 18435 13,12 16,21 11.05
Calcutta 4,63 ~1.63 3480 -2 425
Bombay T.72 1.54 6,97 0.09
Madras 9.34 0,67 6,62 -1.83
Ahmed abad 5091 1.00 - -
Bangzlore 13.34 6.04 7,03 0.12
Note: Figures in parcntheses  Source: (1)  For Delhi,

for private properties Computed .,

RV = Rateable Value (2) For other

RV*¥ = RV(Constant Prices) Corporatimns,
RVH = Per holding RV NIPFE (1981)

p.26.

RVH*¥= Per holding RV
(Constant Prices)

Period:

Delhi (MCD) 1970-71 to
1981~-82 for private
properties, 1967-68 to
1981-82,

NDMC - 1970-71 to 1981-82
DCB -~ 1975-76 to 1980-81
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8.32 per cent pex annum, One finds that the increase in
land prices has borne no relationship whatsoever with the

trends in all these relevant prices,

5.5.3 According to a study by NCAER (1947), land values
fermed about 25 per cent of the total Droberty values in
Delhi., Since there has been a sudden spurt in land prices
after 1970, and construction costs have not risen to the
same extent, the share of land values in the total pro-
perty values would have increased cons iderably, As the
rateable values comparises a fraction of the value of land
and the cost of construction, and as the former greuw
faster than the latter, its growth should have been grea-—
ter than the rate of grouth of construction costs, But
rateable values have lagged behind the escalation in

construction costs,

b, Distribution of rateable value

5.5.4 Besides the unsatisfactory grouwth of rateable
values, their distribution according to valiation ranges
haS revealed a disturbing trend., The highest valued

res idential properties, i,e.,, those with rateable value
greater than Rs 25,n00, contributed propertionately less
‘to the total rateable value in 1981~82 than in 1975-76
(Table V.10). This is in spite of the fact that the.number
of such propertiss has increased by about 2,38 times during
that period whereas the number of properties of lesser
values increased only by about 1,33 times, In the case of
non-res idential properties, the relative contribution of
the highest valued properties roughly doubled from 25 per
cent of the total to 50 per cent over the perind 1975-82
(Table V,11). But their relative share in total rateable

value remained unchanged between 1977-78 and 1981-82,



TABIE V.9

‘Indicators of Propextwaalue
Per holding  Index of Index of Price Index _ CPIN
rateable value(Bks) land pri- cost of - Build;ng Building Industri-~
Year M ND ces(resi~ construc—- materials labour al workers
dential) tion (1950=100) (1950=100) (1960-61=
(1960=100) (1970=100) o 100)
(1) (2) () - (4) (5) (6) (7
1970-71 1336 3412 300 100 - - 195
1971-72 1421 3433 500 120 - - 209
1972-73 1585 3944 - 134 - - 218 ,
197374 1678 3516 - 152- .- - 250 =
1974~75 1786 5758 - 172 321.24 333,95 324 \
1975-76 1868 6269 - 179 357 .01 352,25 336
1976-17 1907 6154 - 180 391,66 376,48 326
1977-78 2225 6532 - 189 408,81 399,56 354
1978-79 2400 6418 - 209 441,05 421.53 365
1979-80 2603 7021 2500 234 536,81 439,42 382
1980-81 2840 6872 -~ 317 614.81 539,68 416
1981-82 - 6670 5500 360 - - 462
Growth rate 8.08 7,63 30,27 12,35 11,43 8.32 8.32
Sources: Colums (1) and (2) Computed

(1)

(2; Colum (3) Shafi and Dutta(1981)

(3) Colums (4), (5), (6) and (7):
NBO (1981)
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5.5.5 Another feature of the distribution of rateable
values is that in both the cases the overall distribution
has not shoun any appreciable change between the yéars
1977-78 and 1981-82. This feature can be interpreted to
méan»that despite the general escalation in the rents,

the rateable values have remained in'their'earlier'slabs.
In other words, crossing over of the properties from
louwer slabs to higher‘slabs,‘uhich.is one of the conse-
quences of general inflationary conditions, has not been
observed in the assessments, Thus, whatever inéreases
have taken place in the total rateable values, they can be
ascribed mainly to new assessments, A survey of 719 pro-
perties in 1982-83 in the MCD area has revealed. that of
the total increase in the rateable values, roughly 64 per
cent was due to the assessment of new constructions (T able
V,12), This was followed by additions (25 per eent), The
rise in rents which is normally supposed to be one of the
‘major determinants of assessment values has contributed

only 10 per cent,

5,5,6 + The last but not the least important feature of
the rateable value distribution is that in MCD about 95
per cent of residential properties have rateable values

of less than Rs 10,000, constituting about 70 per cent

of the tdtal rateable value of‘residgitial.properties,

In the non-residential category, roughly 83 per cent of
the properties were valued rt less than Rs 10,000, and
they contributed to the rateable value of commercial
properties only to the éxtent of 28 per cent, This shous
that the major contribution in the non~residential category
has come from the higher valued properties, In the NDM
arsa,whereas the major proportion has comprised louw valued
private properties, the relative contribution of high
valued properties constituted'the major part of fateable

value (Table V,13).



TABIE V,10 .

Number of Residential Properties and Rateable Value in the

Municipal Corporation of Delhi

(Private Properties)

Ratcable value (fs lakh)

Slabs of Number
Ratcable Value 71975-76 197778 198182 1975-76 1977-78 1981-82
(Rupees) , -
Upto 1000 . - 172681 19%430 177098 731 810 787
(63.76) (60.35) (47.36)  (15.89) (13.29) (8.82)
1001-2000 43636 52836 59841 566 720 842
(16.11) (16.49) (16.00)  (12.30) (11.81) (9.44)
2001-5000 32513 45198 79706 963 1370 2253
(12.00) (14.10) (21.31)  (20.93) (22.48) (25.26)
5001-10000 15667 19009 35201 916 1498 2270
(5.72) (5.93) (9.41)  (19.91)  (24.58) (25.45)
10001-15000 - 3318 5619 11145 474 674 1061
, (1.2%) (1.75) (2,98)  (10.30) (11.06) (11.89)
15001-20000 1399 2113 5404 247 335 559
20001-25000 559 652 3060 134 202 - 384
(0.21) (0.20) (0.82) ( 2.91) { 3.31) ( 4.30)
25001 and above 1056 1649 2515 - 569 486 765
(0.39) (0.51) (0.67) (12.37) ( 7.97) ( 8.58)
Total 270829 320506 373970 4600 6095 8921
(100,00)  (100.00) (100,00) (100,00) (100,00) (100.00)
Note: PFigures in parentheses are

percentages of total

Source : Mmicipal Corporation of Delhi

..QL..



TABIE V.11

Number of Commercial Properties and Rateable Value in the

. Mumnicipal Corpaoration of Delhi
( Private Properties )

Slabs of

RateableiValue (Rs 1akh)

‘ Number

I(fgteeablc; Value 7975-76 1977-78 1981-82  1975-76 1977-78 1981-82

Wpces X
Upto 2000 50852 29737 42666 282 236 426
(79.00) (61.,56)  (55.81)  (18,43) (9.89) (7.62)
2001-5000 6159 11102 14095 211 306 520
( 9.57) (22,98) (18.44) (13,79) (13,66) (9.31)
5001=10000 %268 3656 8374 275 S 259 651
( 5.08) ((7.57) (10.,95) (17.97) (10.85) (11.65)
10001~15000 2189 1600 4218 192 167 463
| ( 3,40) ( 3.31)  ( 5.52) (12.55) ( 7.84) ( 8.29)
15001-=20000 755 664 2586 124 112 396
( 1.17) (1,37) (3.38)  (8,10) . ( 4.69) ( 7.09)
20001-25000 293 332 1957 66 77 360
25001 and above 85€ 1217 2553- - - 380 1189 - - 2773
Total 64372 48308 76449 1530 2386 5588
(100,00)  (100.00) (100,00)- -(100400)  (100.00) (100,00)

Note: Figures in parentheses are

percentage of total

" Source: Municipal Corporation of Delhi

_-IVL..
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T4ABLE V.12

Components of Rateable Value Growth

Murber of Increese in  Per cent

Source holdings ratea?lo of total
value Rs)
(1) (2) (3)
New Construction 128 13,69,503 64,10
Additions 385 5935,432 25.06
Rise in rent 178 2,23,905 10.48
Miscellaneous 27 1,714 0.36

Sources A Survey of Selected
Holdings by NIPFP
team (1983 .
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c., Undervaluation nof properties

5.5.7 The analysis in the preceding sections has amply
demonstrated that the growth and distribution of assess-
ments have not followed ths market trends, It has been
emphasised carlier that an average parformance of the tax
system (with moderats r-tzs) togethar with an adequate
(uneroded) tax b=se yould he able to ge=narate better
results in terms of revenue yield than with high rates
and an eroded base, The gusstion of adequacy of the tax
base thus asssumes special significance. It has-bean noted
that the rateable value par holding is extremely lou in
Delhi (MCD), actually the lowest among the major municipal
corporations (Table V,14)., Thus at least on a priori
grounds, it can be said that the rateable value base in
Delhi is highly eroded and far from adeqguate, Adequacy
of the rateable values, however, should be judged with
reference to some potential base, The latter can be
approximated in the context of property taxation either
by the aggregate rental values of properties assessed at
the market rents nr by the aggregate capital values ob-
tained as a sum of current land values and construction
costs or by their sales values, In ths absence of rele-
vant data on the indicators of property values, the task
of determining ths 1~vrl of potential tax base is an

extremely difficult one.

5.5.8 - One of the approximations to the potential tax
base may be the ratio of value added by the housing
sector comprising the real estate and ownership of
dwellings to the City Domestic Product, However, the
use of the net value added by the housing sector as a
proxy for the potential property tax base Is con-
strained by the fact that the former's determinat ion
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itself is based:on the-infofmation regarding the assessed
value of properties supplied by the municipal authorities,
Thhs, net value added by the housing sector would reflect
only the actual base and not the potential base and, as is
ueli'knoun,bthe actual base reflects a gdmd deal of under-

estimation of property values,

5.5.9 The next approximation which can be attempted is

to obtain the sales vzlues of pronerties, Information on
sales transactions can be collected from the office of

the Registrar, Registration, This information also,
however, lacks reliability since the sales prices are often
depressed in order to evade taxes and to conceal the ex-.
tent of black money involved -in the transactiecns, Never-
theless, this piece of information can profitably be utilised
to derive some measure of the potential base for the properly
tax in conjunction with the estimates of property value
provided by the Valuation Cell of the Income Tax Department,

5.5.10 All private properties subject to the property tax
are also liable to:the non-corporate income tax and in
several cases to other direct t axes, It is obligatory on
the part of the Registrar, Registration to send to the
Income Tax Department the details of all the registrations
with declared values of Rs 25,000 or more, Before adopting
the information on the consideration paid for sale/transfer,
these are scrutinised with the help of the available infor-
mation, If these are suspected te me grossly understated,
a reference is made to the Valuation Cell in such cases,
The Valuation Cell estimates their market values generally
by following the land and building method, i,e., the value
is obtained as a sum of land value and construction cost,
In those cases, houever, where reliable estimates of the

‘cost of construction cannot be obtained, the rental method
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TABLE V.13

Distribution of Number of Properties and Rateable Value
( Private Properties ) NDMC

(Value in gs lakh)

Slabs (Bs) Uriits kateable Value
1974-75 1977-78 1981-82 1974-75 1977-78 1981-82
(1) (2) (%) (4) 5) (6)
Upto - 1000 5166 4661 4825  16.67 13,46 17.73
1001 - 2000 1307 1630 1567 25,45 27.78 15.58
2001 - 5000 107& 1905 1416 45,84 5. 63 40, 07
5001 -10000 594 574 647 %0, 08 37.40 39, 61
10001 -15000 542 634 589 62,12 67.15 63.76
15001 -20000° 372 617 588 63,42 81.08 91.24
20001 ~25000 537 679 720 84.39 98.46 111.25
25001 -50000 716 1800 1872 286,45 453,71  374.50
50001 -100000 230 438 490  144.57 261,61  302.80
Above -100000 248 349 327 1068,26 113%32.90 1563,72
TOTAL 10790 13287 13045 1834.20 2219.13 2620.26

Sources

Az for Table V.3
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TABIE V,14

Rateable Value (Per Holding) in Selected

Municipal Bodies

Rs
1970-71  1975-76  1979-80 1;83—82
Delhi
MCD 136,28 1867.86 2602,58 3094,09
NDMC 3411,79 6268,65 7020,74 6669.52
Bombay 3823,29  4711.27  T7131.31 -
Calcutta 2760.,80 3282,00 4057.40 -
Madras 1903,40 2792.96  5234,27%% =
Ahmedabad: 466,65%  718,24%* - -
Bangalore 1048,93 1365,20 1828.66 -
Notes: * 1971-72 Sources: 1. Delhi Computed
** 1976-77 2. For other Corporations,

NIPFP (1981), p.29
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is employed, The market value of a property is determined
by applying a rate -of capitalisation to the annual rental
value, - 3ince the methods employed by the Valuatinn Cell-
and the municipal corporation seem to be more or less  same,
an- estimate of annual rental value can be derived from the

capital value as arrived at by the Valuation Cell.

5.5.11 In order to derive an estimate of the annual rental
values, 250 properties uwere selected at random from differ-
ent parts of Delhi, For these propnerties, the valuation
figures as determined by the Valuation Cell were collected
and the corresponding annual rental values uere obtained

by applying a rate of return, here 10 per cent, to the
values determined by the Valuation Cell. The results
obtained from comparing the rateable values of these 250
properties with their annual rental values have indicated
that the rateable values have constituted betyeen 28 and

38 per cent of their annual values (Table V,15)., The above
exercise thus shouys that the municipal authority-in Delhi
has -been able to utilise the potential property tax base

only to the extent of about one-third,

5.5,12 Tt should be pointed out at this juncture that
since the estimates prepared by the Valuation Cell may
also suffer from limitations, the results shown in

Table V.15 should be treated as being tentative. Never-
theless, this exercise has very clearly demonstrated that
the administratively determined tax base is-a gross under-

estimate and that the potential base has not been utilised

adequately,

5.5,13 Tt is also seen that there is considerable diff-
erence betueen the rateable valus adopted by the department



TABIE V.15

Ratios Between Rateable Values and Values Determined by the
Valuation Cell

Sample Conside~ Value Innual Col,(2) as Col,(4) as Col,.(4) as
size ration detsr- rateable per cent per cent per cent
Zone paid for mined by wvalue of c0l,(3) of co0l,(2) of col, (3)

transfer vsluszstion (B lakh)
(;s 1akh) officer *

N (s lakh) : ,
1) @ (3) (4) (5) (6) (7)
West 61 167.24 233,70 838.03 71.56 52.63 37.67
New Delhi 63 235,21 343.82 71.36 32,695 25,02 20,75
South 48 219,00 278,00 82,15 78.78 37.51 29.55
Karol Bagh 38 112,95 146,90 = 40,16 76.89 35.56 - 27,34
Civil Lines 40 117.91 . 160.29 43,68 - 13,56 37 .04 27.25
TOTAL 250 902,31 1162.71 325,38 77 .60 36,06 27.98
Notes * Actual yateable‘value. - Sources: (i) Colum 2 znd 3, from the
multiplied by 10. This is office of the Chief Enginesr,
to make it comparable with Income Tax Department
the figures in columns | - (Valuation Cell)

(2) and (3).. (1i) Colum 4, from Delhi Mmicipal

Cerporation Records.
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and the one that can be derived from the rental data
collected by the department (Table V,16). - The former

is muech lower in some areas, The rateable values adop=
ted as per cent of the ones develnped on the basis EF
,the rental data vary from 11,64 per cent to 97.87 per
| cent in thE‘diFFerent'1ocali£ies. The underassessment
could of course be partly explained by'the impact of the
rent control legislation.lj But the rather wide varia-
tion in the degree of underassessment indicates that in
the. assessments, deductions and allowances are not granted
on a uniform basis, - Tt may also be noted that sines
assessed rateable values are lower than what could be
warranted by the rental data, which are  themselves lover
than market rents, rateable values are most likely to be
much lower than 'true' rents, These tuwo conclusions are
to be - kept in mind in considering the basis of reform of

the system of property taxation in Delhi,

d, Assessment disparitiass

5.5,14 From column 4 of Table V.16, the extent of
dispérﬁﬂeé in the rateable value per unit of darpet
farpa between the leFerent localities can be seen. The
rateable value per sq, Ft has varied uldely not only
from one 1DCa11ty to another but also betueen holdings
within the same localities, It will be noted, for ex-
ample, that the rateable values of four properties
located in WZ Block of Rajouri Garden have varied from
Rs 4,19 te Rs 8,12 per sq, ft, All the four properties
are owner-occupied, To teke another example, it will be
noticed that within the South Zone fhe rateable value

1/ It may be noted that a part of the disparitfes betueen
the tenanted and ouner-occupied properties can be
attributed to the djisparate rebate granted to owner-
occupied propertiss,
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TABIE V,16

Rateable Value of Sample Holdings in Salected

Arcas of MCD

(Rateable value in k)

House¢  Hature  Ratcablc Rate  Rate- Assess-
Number of value able able ment
tenancy with valuz veluwe ratio
Area cffeetive per por JACS
date sq.ft. sq.,ft., as per
as per cent
rental of
data  (5)/
(1) (2) ) Wy (5)  (6)
New Delhi Zone o
Defence Colony  A/66 T 5300(1.4475) 7.74 11,64 11,64
: D/41 T 24300(1.4,80) 12,32 13,66 90,19
E.P.D.P. 943 0 3350(1,4.P) 6,12 8,10 75.56
948 0  4970(144.76) 9,17 10,10 90,79
" 978 0 5560(1.4.79% 10.53 11,88 88,64
" 910 0 7340(1.,4.79) 10.75 11.88 90.49
¢.K. II s/18 0 24190(1.4.75) 8.68 11.88 73.06
" S/172 0 81000(1,4.81) 19,45 21,38 90,97
Kalkaji /22 M 4860(1.4.75§ 9,00 10,10 89,11
" E/178 M 9180(1.4.77) 10,55 10.10 99.50
South Zone
Mend Niketan c/83; 0 6750(1.4.74) 6,43 11.88 54,55
" B/44 M. 6750(1.4.,75) T.51 11,88 63,22
" C/409 M 16200(144,77) 11.86 12,47 95,11
" D/138 0 20030(1.4.79) 16.04 32.93 69,95
Panchsheel Park E/1-6 0 15370(1.4.73) 7.61 11.38 64.08
" D-1/39 0 63380(1.4.,81) 18,17 21,38 84,99
: 48 0 ~63940(1+4482) 20,52 - 21,38 95,98
Gulmohar Park D-3/D 0 5080(1.4.74§ 9.41 11,88 79,21
' 17 M 33700(1.4.,78) 12.11 16,04 75.50
Green Pork Main D-15 T 10800(1.4476) 6,75 11,88 56,82
H-5 M 12370(1,4,78)  7.09 11.88 59,68
Vasant Vihar E-14/13 0 13150(1.4.73) 8,75 11.88 73.65
N A=36 M 91800(1,4,74) 11,43 11,88 96.63
" 3/10 0 20950(1,4.79) 16,23 19,20 84.54
D-6/26 0 173830(1,4,80) 19,77 20,20 97.87

Con‘bd .o
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- TABIE V.16 (Comttd0) .

(1) §g§f”'fé3y- @) (5)  (6)
weét Zane
> Jarrakpuri B 16840(1e4476) 9.36 1022 /.59
M 15280(1.4481) 9.46 7T4.B5 63,79
Ff ! 12660(1;4* ) 10655 M8h 73.52
. Mot Bagar O “ET40(1,4075) 4.50 5.72 78.67
Ny o) 1290(1.Z.§§) 5.12 5,72 89.51
0 0  7180(1.4.81) 12.49 13,60 91,84
" Bunijebi,Bagh W 6590(T4NT4) 324 6459 49,17
Gl 0 1696001446T5) 4.87 6,59 73,90
R ©  18740{1 ¢4 T6Y 6148 6459 -9B.33
" 0  8100(1.,4.,78) 8.25 11,29 73.08
M 69‘10(1 .z’ T8 CHBE RRY B7.42
"“Rajourl Gardén 0’ B%zsog 275) ;.;;g% mg}h gggg
iy | Q) 40(14 13 B.64
iy ?3‘ 15550 (154,77 ) 7788 ‘g:%if ‘90,97
" 0 28940(1, r.78) 9.12 13,07 69,78
Titak Nogar 0 780(1,4474) 2.86 484 59.09
o 0 3720(1 4.76) 5,54 6,91 80,17
Ciwdl-Lines Zone - - |
" ModeT Towri P45 T 9180(1,4,75) 5.84 8.64 67.59
" : F=12/3 0 .23020(1, r.78) 8L79. 12,12 71.81
Kamla Nagar 68/18: T 14550(1.4.73) 4.85 8.10759,88
o 6900° M 29160(1.4.76) 8.44 14.26 59,19
- 6362 M 47970(1.4.79).12.90. 14426 ..90,46
‘Ashok Vihar Ph,IT C1/88 M f81®(1.+.76g 8.32 10,69 77.83
T T B/36 0 00 18710(1w4%80) 16420 17,82::90,91
oo 4/127 0 12530(1.4,80) 13.08 17.82 73.40
'SaP Gan;L Zone ‘ _
Paharl Dhiraj 4287113 0 2380(144475). 5,64 648 87.04
v §426/31 M 5520(1 4eT7) 21T 7,02 58455
" 3218/20 ¥ 15410(1.44.80)..10.23...11.28. . 91.10
Basti Harphool Sing 5800 ' M '6260(1,4,77) 5.09 6,60 84,83
5596/98 0 5990T1.AiT9Y 6278 10.691%63 42
Nobes Penented | Sou:c‘ce. QG 1ied from th records of
sones gé"ﬁinertoccupled MG%I‘Q(ZonaI offlcgs ‘and Head-~
M = Mixed qua;rjters)
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TABLE V.17

Rateable Value Per sqg.ft, in MCD Ares
Commercial Propertics: Special Cell

(Rateable value in R)

Aro House Oocu; Rateable Carpet Rateable
ca Number pancy value areca value per
sq.ft, sqg,ft,
1 @ 6 (4) (5) ]
Hotel plot - o 1210300(5,6.81) 14550 83,18
Basant Lok
Defence Colany  4-424 0 124200(1,12.78) 16667 7.45
Jhandcwalen 2~k M 118800(1 .,4.76) 1080 110,00
Reservoir 206 o 285000(1.4.69) 1.3% -
Hindu Rao Aerss v
Priends Colony  41-4 T 73440(1.4.79) 3676 19.98
W.E.A. 10166-67 M 318020(1.4,83) 13087 24.30
Karol Bagh
" 642/I-4 T 479010(1,4,78) 29840 16.05
Najafgarh 22-A M 224640(1.12.80) 70017 22,43
Tagore Garden Holi Child M 336930(1.4.76) 20473 16.46
.School
Kirti Nagar 7/15 111530(1.4.76) 13214 8.44
Mayapuri B~6 211600(1.4,78) 18370 11.52
Beadonpura 2682 151800(1.4.8C) 5371 28.26
Karol Bagh 10/87 286360(1.4,76) 21011 13.63

0
0
M
P
01d Rajinder Nagar17/10 T 125440(1.4.81) 4950 25.34
BEast of Kailash 19-CC M 132410(1.4.75) = 6895 19.20

T

0

" 55-CC 233280(1.4,82) 8000 29,16
Okhla ??C Depot 172810(1.4.77) 9632 17.94
Lajpat Nagar II BP-271 = T 219400(1.4.77) 61594 3456
Friends Colany 18 T 29480(1.4.79) 5800 5.08
Zafar Marg Nehru House T 1889560(1.4.77) 123380 15,31

" Pkt, 7 Times of IndiaT 1310290(1.4.77) 74140 17.67

" Daily Milap M 2485370(1,4,75) 182190 13,64
Darya Ganj 4595 M 157790(1.4.76) 9263  17.03

Source: Compiled from the Records
of MCD (Headquarters)
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TABIE V,18

" Rateable Value of Selected Holdings in

NDMC Area
(Rateable value in Rs)
Sagar Apartments Carpet Rateable Rateable value
(Residential) area value per (sq.ft,)
Code Status (sq. Tt.)
Number  (0/T/M)
(1) (2) (3) (4) (5)
1. 0 72 175 2.43
2. 0 709 21900 30.88
%, 0 844 8204 9.72
4, 0 1700 16524 9.72
5, 0 1700 16524 9.72
6. 0 1400 17496 12,50
7. 0 1700 16524 9.72
8. C 1700 16525 9.72
9. 0 2100 34020 16,20
10, 0 1400 13608 9.72.
11, 0 1700 16524 9,72
12 0 1700 16524 9.72
13, 0 2100 20412 9.72
4. 0 1400 24300 17.35
15. 0 1700 16524 9.72
16, 0 1700 16524 9.72
17. 0 2100 20412 9,72
18, 0 1400 8613 6.15
19, 0 1700 16524 9.72
20, 0 1700 16524 9.72
21. 0 2100 20412 9,72
22, 0 1400 13608 9.72
23, 0 1700 18468 10.86,
24, 0 1700 16524 9.72
25, 0 1400 13608 9,72

Con‘t'd..



- 87 -

TABIE V,18 (Cont'd,)

1) (2) (3) (4) (5)
26. 0 1700 24300 14,30
27. 0 2100 25328 11.10
26, 0 1400 13608 9.72

29, 0 1700 10800 6.35
30. o 1700 19940 11.72
31, M 1700 19134 11,25
32. 0 1700 16524 9.72
33, iy 2100 64800 30.85
34. 0 905 13589 15.00
35. 0 893 13400 15.00
36, 0 1095 15695 14.33
37. 0 893 13400 15,00
38. 0 905 13589 15,00,
39, . 0 709 21900 30.83
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TABIE V,18 (Cont'd.)

(Rateable value in Rs)

ECE House (Commercial Carpet Rateable Rateable
Code Status area value value per
Number (0/T/M) (sq.ft.) ( sq. ft,)
(1) ) (3) (4) (5)
1. T 994 38674 58690
2, L 405 16052 - 39.63
3e T 640 31104 48,60
4, T 1560 67604 43,33
5e T 560 33068 59.05
6. T 700 19760 28,23
Te T 2322 25103 10.81
8. T 450 48600 108,00
9. T 1098 88776 80,85
10. T 200 32400 162,00
11, T 250 11800 47 .20
12, T 640 21600 33,75
13, T 184 5962 32,40
14, T 262 11318 43,20
15, T 300 17831 59.43
16, T 1179 50933 43,20
17. T* - 2100 31221 14,86
18, T 1700 18000 10.58
19, T 1700 16524 9.72
20. T 2100 20412 9,72
21, T 1400 22581 16,13
22, T 1700 27000 15,88
23, 0 817 12072 14,77
24, 0 790 12990 16,44
25. 0 1095 15965 14,58

Cont'd.ooo
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TABLE V.18 (Cont'd)

(1) (2) (3) (4) (5)

26, 0 790 12990 16,44
27, 0 817 12072 14.°77
28, T 700 14094 20,13
29. T 134 4860 56,26
30, T 437 BOT2 18.47
31. T 403 8040 21,44
32. 0 700 756 10.80
33. 0 70 756 10,80
34, 0 70 756 10.80
35 0 70 756 10.80
36, -0 400 4320 10.80
37. C 800 4640 5.80

Note: * Commercisl-cum-residential, Source: Complied from
the records of
MCD,
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per sq, ft, has varied considerably from Rs 6,48 in
Anand Niketan to Rs 21,77 in Vasant Vibhar., Again,

when Moti Nagar and Tilak Nagar =zre compared, the rate-
able value per sq, ft, is higher in the former, These
comparisons reveal that disparities ‘in assessments are
glaring both in residential and commercial properties
(Table V.16 and V.17). Wide variations can also be seen
in NBMC area (Table V,18),

6, Analysis of Rate Structure

a, JThe statutory rate structure

5.6.71" The rate structures of the nronerty tax are
different in the three local bodies., NDMC applies a

flat rate of 12,5 per cent of the rateable value, while
MCD- and DCB apply progressive rates, MCD levies the
property tax proper and the service charge - a flat Tate-
separately, but DCB has combined the two into a consoli-
dated rate which ranges between 10 and 20 per cent of the
rateable value for residential propsrties, and between 15
and 30 per cent for non-residential prpoerties, In the
case of MCD, the DMC Act specifies that. the rate of the
general tax could range between 10 and 30 per cent and

that the service charge would be a flat levy.

5.6.2 The actual rates in the MCD are fixed within the
range specified., Before 1968, there was no progression
and no differentiation between residential and commercial
properties, a flat rate of 15,5 per cent of the rateable
value was applied, 1In 1968-69, two different progressive
rate structures uere prescribed for residential and non—
residential properties, Until 1972-73, the step system of
prograssion was in vogue, i.e., rates were prescribed for

total values of properties and an entire property was taxed
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2t the rote fixed for the slab in which its total v=lue
fell, This y=s changed to the slab system of progression
(with progrossive merginal rates} in 1972-72, The rate
structure currently in force has hcen reproduced in

Table I11.1 of Chanter III,

b, High tax rates

5.6.3 Although the D™C Act doess nnt exnlicitly stinulate
that residential and non-rosidentisl properties should be
taxed differantially, the MCD has fixnd higher rates of
both genzra2l tax and s~ervice chargs far nan-rasidential
properties, It is noticed for a non-residential property
such as industrial holding or cinema house, *he highest
rate applicable to the slab of rateable velue above

Rs 25,000 per annum is 30 per cent « 10.5 per cent, i,e.,

a total of 40.5 per cent and Por the corresponding slab
value of a residential prooerty, the rates are 30 + 6,5,
i.e,, a total of 36,5 per cent, These ratas can be said

to be unusually high if they uere to be applied to true
rental values, That a houseouyner uwhose house has a rental
value of around Rs 2,500 per month should pay a marginal
rate of tax of 36,5 per cont (total) and an effective or
average rate of tax of 26,47 per cent, i.e,, Rs 661 per month
out of tha monthly rent of Rs 2,500 at current prices, is
certainly too high a demand, given the much recduced purchas-
ing pouer of money, and the other direct taxes to be paid
against which no direct credit is given for the property
tax paid, In the case of property used for commercial pur-
poses, the marginal rate goss up to 40.5 per cent at rate-
able value above Rs 25,000 and the average rate yorks out
to as high as 35,97 per cent for a rateable value of

Rs 30,000.
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5.6.4 These rates should certainly be considered too
high if the rateable values are assessed properly. Uhat
we have is a situation of high rates 2pplied to eroded
values, The erosion of the base takes place through

the choice of the controlled rent as rateable value even
when much higher rents are being ohtained and also through
suppression and collusion, The incentive to the latter

is partly provided by the high rates,

5.6.,5 The position needs te be reuversnd, Ways must be
found te approximate assessed rateables values to true
annual values, At the same time, the rates must be made
moderate, Through such 2 change, rocvenue will geain in

the long run,

7. Summing Up

5.7.17 What clearly emerges from the preceding analysis
‘and discussion is that rateable values have lagned behind
market trends, Among the factors adversely affecting the
growth of rateable values, the major ones have been
identified as (i) the constraining impact of rent control
legislation; (ii) imperfections in the real estate and
rental markets in the form of suppression of true rents,
receipt of salami, payment of advances, etc.; (iii) the
lack of a clearly laid doun assessment code or assessment
norms which often leads to discretionary assessment and
gives scope for undue leniency, and (iv) the lack of
provision for periodic re-assessments, Of these, at
present, the depressing effect of the rent control 1au,
subsequent to the Supreme Court decisiom, is probably

the most important, But it is not to be assumed the once
rent control is relaxed, rateable values would move closely

with market trends., The other factors mentioned abnve
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would then acquire greater significance, Even as'it is,
it has been seen that disparities in the assessment of
similar properties have been found to exist not only
across  localities but also within the same locality = for

which rent control legislation cannot be held responsible.

5.7.2 High and progressive rates have been in existence
in the MCD for ten years now, These have not compensated,
and cannot be expected to compensate, for tardy growth

in rateable values, With these progressive rates, pro-
perty tax revenue should have besen quite buoyant, which
has not been the case, ‘A combination of 2 broad and
growing base with more moderate rates would yield better

results in terms of both equity and revenue productivity,



VI, REFOR™M OF PROPERTY TAX SYSTEM

1. Basic Issues

6.7.1 The existing property tax system in the Union

Territory of Delhi suffers from:

i, Low elasticity of tax yield with respect to
municipal expenditure;

ii, Loy elasticity with respect to nominal income,
i,e., real income and oprice.

6.1.2 Since the rate structure is progressive, the tax
yield shall groy faster than the basel/ and the base,
namely, rateable value should grou at least as fast .as
income, if not faster, because rentals and property values
have grown faster than nominal income. IR 'he oroperty tax
has not kept pace with increasing rentals é:d values, it is
primarily due to the tardy grouth of the assessed base of
the tax, This can be identified as the major defect of

the system, stemming from the unduly low level of the
rateable values as compared to the rentals or annual values,

The defect can be traced to the following factors:

i, Rent control legislation and Supreme Court
rul ing, In all cases covered by this ruling,
even though there is no legal underassessment,
there will be actual underestimation and, uhat
is more, the assessment will be frozen
indef initely,

1/ 1In fact, the elasticity of the general ‘tax yield with
respect to the base (rateable value) has been found
to be greater than one,
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ii., The formula used to calculate the fair rent in
the case of owner-occupied properties, Since
thz historic cost is taken inte account and a
stipulated rate of return is applied to it,
here again assessed values get frozen,

iii. Rentsl data are alsoc used, but even these
data significantly fall short of true rents,

iv. No proper asscssment code - leniency in ass-
mssment of non-residential property has been
noticed,

6.1.3 Thus, both the bas® adopted and administrative
practices are found to be defective.

6.1.4 The second major shortcoming-lies in the disparj=
tizs in assessment of similar properties, pointing to the
non-equitable nature of the system. The disparities arise
from?

i, Discretionary assessments;

ii. The use of historic cost to calculate the
standard. rent and that there is no revision,

6.1.5 The third defect is the unduly higher ratelof»gene-
ral tax which uould-certainly'be too onerous if valuation
or assessment is done properly, Such high rates could

induce evasion and/or inhibit investmsnt in housing.

6.1.6 Fourthly, the tax treatment of non-profit insti-
tutions including educational and research institutions

is arbitrary and not based on sound theoretical basis,

6.1.7 Finally, no clear conceptual distinction is ‘made
between:  the property tax proper and the service chargses,
The latter is also linked to rateable value and its rate

is made to vary according to presumed differences in
abilities to pay.
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6.7.8 In the light of the above, the major objectives
of reform can be identified:

i, The rlasticity of the tax must be
increased substantially;

ii, Assessed rateable values should keep
pace with actual rental values;

iii, Horizontal equity should be ensured;

iv. Service charges should be put on a
proper basis, and

V. Once the system of dnotermining the base

is reformed, the tax rates should be made
more moderate,

2, Reform Proposals

a, Revitalisation aof the tax base

6,241 There could be two alternatives: a switchover to
an alternative base such as capital value or site value,
or improved ways of assessing the =2xisting base, namely,
rental or annual value, There has been considerable
discussion of the advantages and disadvantages of adopt ing
these alternative bases for levying the property tax,

In the literature, it -has beesn argued that capital value

is superior to annual rental value as property tax base

1/ For a detailed discussion, see NIPFP (1981) pp. 194-
245, Also reproduced in the Report of the West Bengal
Municipal Finance Commission, Vol, II, Government of
West Bengal (1982), pp. 99-116,
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for the following reasons, One is that with capital value
base, it would be easier to tax vacant land which has not
been put to any use and hence dnes not have current annual
value, The other advantage claimed is that it is easier to
determine current market value of a property than its current
annual rental value because market trends are reflected more
in sales nrices of properties than in their rental values,
Market trends are less reflected in current rental values
because of contractual rent fixed for a period of time and
administration of rent. But as has been discussed garlier,
in the absence of free and open real estate market, it is
extremely difficult to obtain reliable information on sales
prices of transacted properties, Further, it may be noticed
that if properties being sold are not free-hold, i,e., if
they are tenanted, transacted values may not reflect the

free market trends, It has also been argued that only land
value, i.e,, site value may be taxed, The arqument is that
if improvements are exempt, it would provide incentive to
additional construction activity and inuvestment in maintenance
of housing stock, But it would always be difficult to deter-
mine land value and value of improvements separately because
of their interdependence, Further, it would not be advisable
to exempt sizeable value added in the form of improvements
because it weuld discfiminatp aqainst one form of investment
vis-a-vis others, The broad conclusion that emerges is that
on the whole the rental value base is not inferior to the
possible alternatives, Administratively, there would be the
same or similar problems in determining the capital value,

It would, therefore, be preferable to continue with the
existing base of the tax, viz., rental value,

6.2.2 The Municipal levy on property can be looked upon
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as a tax or as a sgervice or user charges Applying tha
benefit principla, one could say that ths whole of the
property tax should bae considered as service chargue
In-that it will havs to bz sglely rslatec to ths benae-

fit roceivad or to ths cost of providing municipal
sefvicae This, howevaer, could be too narrow a vicw of

the lovy on propartye Ths municipal lsvy ean alsoc be bas=-
ed on ability to pay, just as a national or state levye The
municigel govuornment also provides ssrvices whose banofits
cannot be apportionsde. Tharsforas, it is best to raegard
the lsvy on propurty as consisting of two componsnts: a
tax compor.nt and a ssrvics chargu componznts Tha former
should bs rseleted to ability to pay and can bs mads pro-
grussivee It follows that it must be collected only from
those with ability to pay. The latter must be related

to the cost of providing certain scrvicaes like water
supply, sewasrags, fira protection, utc., and should bs

imposad at a flat ratae

Be2e3 For ths general property tax, ability to pay is
to bs mgasured in terms of r:ental value with suitable ad-
justmantse This measuraemznt has baon duofactive, somstimas
arbitrary and oftan discretionéry. Tha reform maeasuras
relating to the measursment of tax base cal bu grouped
under two broad categoriss?: moasuras to mitigata l.gal
constraints and steps to improvo asscgssment procuduras

and practicase

ie Ralaxation of rant control

Be2904 Rant control can be modificd in two wayss

ie By defining standard rent for runt control
purposas or in torms of assessment mads by
the municipal authorities;
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ii, If the controlled rent is to be the base

of the assessment as decided by the courts,
by changing the rent control legislation so
that rents would greadually rise over time,
Also the method of determining the standard
rent should be such that disparities should
not arise between properties with similar
rarning capacities,

6.,2.5 When the standard rent is defined in terms of
assessments made by municipal authorities, the determina-
tion of reasonable letting velue would fall within the
jurisdiction of municipal =suthoritiss and the rent contro-
ller would be required to t=ke the help of municipal
legislatibn in fixing standard rent, If the other alter-
native is to be adopted, the direction would be reversnd,
The standard rent would h=ave to be determined according

to the provisions of the rent control and it would be aobli-
gatory on the part of the municipal authorities to follow

the rent contrel provisions,

6.2.6 Keesping in virw the imbalance bstueen demand and
supply of housing accommodation in the urban areas, it may
not be possible to scrap the rent legislation altogether
because the demand for resid=ntial housing falls in the
category of necessity, Rent control, becing a state legis~
lation and covering various other aspects of tenant and
landlord relationship, is supposed to be more comprehens ive
a document than the municipal legislation., It may théreq
fore be preferable to sllnw fixation of rent according %o
the provisions of the rent control laus with the necessary
proviso that the municipal assessment should be guided by

the rent control provisions,

6.2.7 We propose that the Delhi Rent Control Act should

be amended in the following ways:
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ie In the case of all new buildings, the rant
may be allowad to be determined by the market
for ths first 5 yszarse The fifth year's
re2nt may be taken to be the controlled rent
for the sixth years

iie In the case of old properties, the standard
rant fixed many years ago should be increased
by 50 per cent of the increase in the consumer
price index (CPI) bstween the year of fixation
of rent and the present timee Subsequently,
the rant will be increased every 3/4 ysars as
in the case of new buildings coming up after
ths law is changade

iiies In ths cage of all buildings {uxcept ths tax
holiday buildings) aftar steps (i) and (ii)
have been implementecd, thse standard rent
shou 1d be increased cvery /4 years by a given
fraction of tho parcentage increass in CPI -
ranging from 5 por cent to 50 par cent depand-
ing on whether CPI has risgn fast or slowlys

ive Commarcial propaertias sheuld be fread of rant
controle

6 e2e8 The above sugoestions aras morae or lass in line with
racommanuatibns made by the Econemic Administration Reforms
Commission on tha subject of Rent Controle Howavuer, a
clarification roequiras to bec madoe rueugarding tha phrasa
"Rant ruported for thue fifth ysar®. According to sasction

6 of the Dulhi Rant Control Act, the standard runt is thet
rent agreed upon baetws:n the landlord and tenant when a
property is let oute This standard rent is taken to be
valid for a period of 5 years from the date of such
"lgtting out wheraas recommencdations made hare maks a
provision for tha markast rant to bs taken into account

gvan during tha first 5 years. This, in a way, is an
attempt to frse the nosw constructions also of rant controle
It may be argucd hera why now constructicns ares not fraaed
altogsthar of rent control withaut any provision for rent

holidays We arc of thce opinion that the holiday provision
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should remain., UWhen the rent reported for the fifth year
will be taken to be the controlled rent for the sixth year,
which will be subsequently revised msvery 3/4 years by some
price index, it will have the advantage of not requiring
the actual assessment every year, Once a new property
cohﬁletes five yeérs, revision of rents will be more or

less automatic.

6.2.,9 If the rent control legislation is amended as
suggested above, the Supreme Court decision would imply
that where the standard rent has not bren fixed, it should
be computed as under the rent control lauw, This would mean
that escalations adopted for other properties would be

allouwed to be incorporated,

6.2.10 As regards the treatment of ouner~occupied proper-
ties, if such properties are occupied by ouners from the
beginning, the comparison method or cost method, which-
ever the assessee Dreférs, may be used., Houwever, if a
rented building is converted to owner-occupied, the com
parison method should be used, 1In both cases, the rateable
values so determined should subsequently be put to infla-
tion adjustment, as in the case of rented huildings, but

a rebate. of 25 to 30 per-cent should be given in the case

of owner—occupied properties,

6.2.11 ~What should be the cost? According to the present
Rent Control Act, cost comprises reasonable cost of son-
struction plus value of land at the time of commencement

of construction, This leads to disparities in assessment,
To reduce these disparities, whan a ranted property is
converted to owner-occupied, the historical cost sHould be
ad justed upwards or dounwards by the movements in CPI as in

the case of other properties, The Rent Control Act has to
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be changed accordingly. In the case of new constructions,

however, the actual cost should be taken,

6.2,12 1In calculating cost wherever land has been given

by Government or a governmental agency, the actual price
should be taken into account, 1In other cases, market price
of land should be included in the cost. Our suggestions
will reduce but not rliminate disparitissy disparities
cannot be eliminated unless the Rent Control Act is

abol ished,

6.2.173 Once the standard rent is dafined on the above
lines, some amendments in the Delhi Municipal Act would be
required, A clear montion would have to be made in the
Municipal Act that the determination of reasonable valus
would be done following the provisions as contained in the
amended Delhi Rent Control Act. This would be applied to
all properties yhether or not the standard rent hés been

fixed in these cases by the rent controller,

6.2.14 If the rent control is amended on the lines sugg-
ested above, the base of the property tax would automati-
cally become responsive to price changes and property tax
would become more elastic, We understand that these chan-
ges in the rent control would alsp lead to minimisation

of arbitrations in property tax assessment and hence

elimination of disputes as well as ineguities,

ii, Creation of a valuation board

6.2.15 In the case of properties freed of rent control,
normally the comparison method should be adopted, Cost
of construction should not'be considerad, For this

purpose, there must be a systematic attempt at collecting
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rental data and developing norms for v=luation of build-
ings, Therefore, therc is a strong case for setting up

a valuation =gency for the Union Territbry of Delhi, The
agency should be entrusted with the task of collecting
data on rents, 1land values and the cnst of construction

on a regular hasis and nrocessing them in order to develop
st andardised renfs, land values and construction costs

per unit of carpet aresa for different types nf properties,
The proposed valuation agency would have a statutory basis
with - the authority to cell for return frem each property
owner, comprising full details regarding the holdings,

It may also be smpowered to visit the premises to collect
the necessary da’a in the case of non-compliance and yhere

the data seem to be wrangly reported.

6.2.160 In order to make the most effective use of the
information available with the different agencies, the
proposed board should be required to have close links with
the building departments nf the lncal bodies, valuation
cell of the income tax department and the Delhi Development
Authority, Since valuation of property is required to be
made for other purposes also, such as levy aof yealth tax,
estate duty and stamp duty, such coordination is essential.
It may be necessary to amend the Central laws relating to

income tax and wealth tax tn this effect,

6.2.17 Omce the standardised rents, land values and
construction costs are daveloped by the proposed value-
tion agency, this information should be published as a
booklet or manual, ALl the three municipal authnorities

in the Union Téiritory of Delhi should be required to make
use of these standardised rates compulsorily uhiie asses s-
ing properties, It should be emphasised here that while

developing the data on rental, land value and construction
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cost, the valuation agency would have to follou strictly
provisions of the rent legislation after the proposed
amendments have been incorporatzsd, It should be made
obligatory on the part of the rent controller, also to

use this data while fixing the standard rent,

iii, Assessing authonrity

6.2.18 As regards ectusl assessment, it should be under-
taken by the municiparl persennel only, The authority of
the municipal governmant should not be undsrmined, But

in view of our observation that the assess ing personnel

are inadeqguately train~d, we suggnst that a suitable
programme of training in matters of valuation of properties
and administration of the tax be drawn up for such per-
sonnel, It has been found that there is no on-the-job
training programmes within the Corporation, and most of

the assessing inspectors have not been exposed to the
intricacies'of»property valuation, The inspectors or

of ficers who are supposed to assess properties should
undergo comprehensive training at the start of their
assignment. In this case, institutions uwhich offer specia-
lised training courses in various aspects of pronerty

valuation and tax administration may be requested to assist,

b. Change in_ the Municipal Act relating

to property tax

6.2.1% UWe are convinced that the property tax cannot be
made a flexible and elastic instrument and its productivity
cannot be increased unless the minimal changes in the rent
‘control act that we have sugqested are carried out, But
even if such a minor relaxation cannot be brought about,
then an inferior or less effective alternative would be to
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change the property tax act to the effect that while in
the case of all properties to-which rent control applies,
the generél tax will originally be based on the st andard
rent, overy 3/4 years the tax will be revised upward bv a
fraction of the increase in CPI and that ths enhanced
part of the tax will be borne by the tenant,. The same
principle of escalation wyould apply tc ownér-occupied
propertiss. Where rent control doass naot apply (if -
commercial propertics are freed of rent control), market
rant as determined by the comparison mothod would be the

base,

c, Circuit breakers

6.2,20 UWhen ths base of the prooorty tax is revital ised

on the pattern suggasted-above, its responsiveness to mar-
met rents would increase, With the increase in prices,

the tax base would automatically adjust upwards., As a
rasult the tax burden on each class of property weuld also
increase,  The proposals can bc acceptable only in respect
of thosz propaerties which are able to earn adequate income
during the period of inflation sc that tax burden dees not
constitute unduly high proportion of the earning capacity

of -the property, This calls for relief to some neerdy tax-~
payers such as lou~income tax payefs,'pensioners and other
retired persons, widous and also owner-occupants, The
reliaf may be in the form of exemption or "Circuit Breaker L/
relief against property-tax liabilities,: Relief measures
to h=alp these groups of proparty do exist in most of the
municipal itiss in ong form or another; For example, in
Belhi, properties with very louw rateable values are exempted
from the tax, 3imilarly, nrior to 1980, there used to be

a system of granting r=lief to ouner-occunpancy.

v} Circuit breakers" are expacted to provide payments
to taxpayers usually in the form of relief,
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6.2.21 As ouwner-occupants have not thrown open their
structures for earning rents or profits in the market,
there is a case for lower tax burden on them, Besides
this, another argument in favour of granting relief to
ouner—occupancy is that, shelter being.an assemnt ial

commod ity, house ownerstip should be encouraged, The
arguments against granting such @ r2li=f can be based

on bhoth theoretical and administretive grounds, If ten-
ants and owner-occupants are trested as consumers of hous-
ing services, a given nrosortisn of their income should

be spent on it, If one is staying in his ouwn house, he is
utilising the house service t2 th= ftune of potential rental
of that structure, If rebate is grantad to owner-occupants
by which they are made to spend a louwer proportion of their
income on rents, it would generats inter-personal ineguity,
For many of the ouner-occupants who are in the higher
income groups, this reli=af may amount to be substantial.

At the same time it would also cause inefficient allocation
of tesources as between the investments in housing for
comsumption and in housing for carning rental <dincome. On
administrative grounds, this scheme may not seem sound because
it might become a constant source of revenue leakage through

misreporting of facts about occupancy.

6.2.22 The basic argument in favour of granting relief to
some needy taxpayers is that since they have not used their
structures for sarning income in an inflationary market, it
may riot be reasconabls to impute rising rents to them, It
shouid be made abundantly clear that such allowances should
be limited only to rrsidential pronerties occupied byvou_
ners, Relief should be given in the form of rebate on
rateable value, say to the axtent of 25 to 30 per cent,

so that changes in the rate structurq do not disturb the
extent of relative relief given, The system of granting
rebate on rateable-value is likely to be more effective

as relief in effect will be at the marginal rate,



- 107 -

d, Service charges

6.2.23 It should be recognised that although service char-
ges Aare calculeted as aigiven nercentages of the rateable
value, the latter is vicwed only as a proxy for the amount
of services consumed, It may be advisable to operate ser-
vice charges independent of rat=zabl=s value, For examole,
with the ranid increase in the mstered supply of water, it
is now possible to charge for weter on the basis of -actual
consumption of water, Although such consumntion tags may
be absent in the case of other municipal services such as
drainage, 8cavenging, fire protsction etc., one can fix
some standard rate per unit of carnet area applicable to

all the localities in the different zones,

6.2.24 The standard rate fixed per unit of carpet area can
be-determined by examining the service charges 1iability- of
some -of the recently constructed and well defined properties,
For example, the total carpet area of an MIG (Self Financing
Type) flat comes to approximately 500 sq. ft. The rateable
value of such a property is about Rs 11,000 and the total
demand is Calcuiated to be about Rs 2,000 per annum of which
about Rs 150 is 0n-accounf of service charges (scavenging,
sewerage and fire taxes). On the basis of this calculation,
service charge can be impoéed at a rate of about fifty

paise per sq,ft, irresoeqtive of zones and old and ney
properties, 'The assessment denartment should be required

to work out the service charges for some selscted well
defined buildings and establish whether fifty paise ner
sg.ft. would be an eppropriate standard rate for the services
rendered by the Corporation, The standard rate for the
service charges may be fixed at a rate of Rs 2/- per sq,ft,
in the dase of COmmurCialvprone*ties. Charitable and non-

profitable institutions should be treated as commercial
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properties for the purpose of leovuy of service charges; Onés
the rate per sq,ft. is fixed, it "4y b= revised upuards every
thres to four years by some fraction of the percentage incr-

ease in the consumer price index,

6.2.25 The advantaos of this system would lie in the fact
that ths rent control provisions would not be constraindng
the growth of collections due to +h§ service charges, Se-
condly, structur~s cornz ructed at different times and
assessed differently due to differences in the methods of
assessment would not be required to pay significantly dif f=
erent amounts of service charges for roughly the same~aﬁount
of services consumed, In the propds;d scheme, the demand
for municipal services is taken to increase proportionately
with the usable space, If it is found that the rateable
value also rises proportionately with the usable space,
then there would be no diffarsnce in the tuo systems except
that the proposed scheme would be free of the rent control
provisions, Thirdly, we are assuming that the requirement
of municipal resources per sqg, ft, of carpet area is the
same for all properties in the different localitiers of a

municipal jurisdiction,

6.2.,260 0One of the important limitations of having a
standard rate per unit of carpet area is that it would
entail higher burden on the properties falling in the lowest

slab and on old pronerties., One can have two views here.

6.2.27 Firstly, it can be argued that until noy old pro-
perties have been enjoying subsidy which has nouw been ab-
ruptly withdraun, and: secondly, if it is agreed that a sy-
dden spurt in the service charge would cruse hardships to
the inhébitnnts of Ipe, 'yalued dwuellinags, a lower standa;d.
rate per sq, Ft; can be fixed using the data from pfOp?r—

ties constructed, say, five ysars ago, As the burden on
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hioh-valued nronerties is likely to diminish, it is wide
open to the criticism that it would violate the criterion
of vertical equity. The point to be noted here is that
test of vertical eqguity should aﬁoly where the principle of
ability to pay is adonted to calculate the tax liability.
In the case of service  charges, tax payzble should be rela

ted to the magnitude of consumption of civic services,

g, Assessment of vacant land

5.2.28 Taxation of vacant land calls for reform on tuo

SCOoress.

i. Proper valuation of land at current market
prices, and

ii. Selection of reasonable rate of return.,

6.2.29 With the creation of a valuation agency, it may be
supposed that it wnuld be possible to determine the land
value more accurately, As regards the second point; a rate
of return of S per cent as postuloted in the DMC Act seems
to be inadequate because current yields on safe investments
are' not less than 10 p=2r cent, For examole,vcohmercial
banks currently offer about 11 per cent interest on fixed
deposits, UTI offers a dividend of 12 per cent or more,

and debentures of reputed public limited companies yield
about 14/15 per cent, Thus, it may be proper to adopt-

a higher rate of return (9-10 per cent) on land, Housever,
a rate of return of 5 per cent should be used for the first
five ysars from the date of purchase of land to allow a
;easonable period of time for constructing a structure -on
it., Adoption of a higher rate of return after five years,
which will enhance the tax burden on the vacant 1and,

Wwould encourage more efficient land use and also discourage

speculation in land,
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Assessment of properties of charitable and

non-profit-making "institutinns

6+2.30 According to Scction 115 of the DMC Act, to qualify
for exemption from the payment of general prooerty tax, land
and building or portion of land and building should bhe ex-
clusively occupi=zd and used for public worship or by a
society or body for chariteble purposes, with a provision
that such 2'society or Gody is supportsd fully or in part

by voluntary contributinons, spplics its nrofits, if any,

or any other income in promotinn its objccts and does not
pay any dividend or bonus to its members, Charitable purpose
does not include a purpose which rnlates exclusively to

religious teaching,

6.2.31 In preactice, the assessment denartment has been
granting exemption to only those properties which aAre exclu-
sively used for public worship or-where the society contro-
11ing the property is supported by voluntary contributions,
Voluntary contributions should constitute not less than 10
per cent of thetotal annual income, Grantsg from Central
and State Governments and semi~government organisations are
not treated as voluntary contribution, In the process,
academic institutions which are engaged in educational and
research activities and which are alsp partly supported by
government grants do not qualify for exemption, What is
surprising is that such institutions being non-profit
entities are recogniscd ~=s cheritable and are not taxed
under the Income Ta&x Act., Further, these institutions are

taxed at the tax ratcs applicable to commercial properties.

6.2.%32 Charitable institutions and other non-profit
educat ional and research institutions cannot be said to have

the ability to pay taxes because their properties are owned
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by individuals or corporations owned by individuals, Hence
such institutions should be exempt from the paymsnt of gene-
ral property tax, Houyever, the definition of charitable

and non-profit institutions should bs mrde clear and it
should be incorporated in the DMC Act, PResearch institutions
recngnised or supported by the Govarnment of India, educa-
tional institutions reccgnised by Delhi Administration and
social and welfare oraanisations recoanisad by Delhi Social
Welfare Board and by similar bndies shpuld be treated as

having charitable obj=ctive,

6.2.33 As ragards the service cheroes, such units should,
however, be asked to pay at the standard rate applicable to

non-res idential properties,

g. Market price of lease-hold and free~hold 1ands

6.2.34 It may be necessary.to recognise the difference
betueen free~hold =and lease-~hold interests in land, Lease-
hold interest involves an initial payment of some lump-sum
amuunt,about—15 to 20 per cent of the market value of land,
followed by a trail of ground rent mayable in perpetuity,.
In the case of free-hold, houwever, the total cost of land
has to be paid as an initial payment, Further, the owner
of a lease-~hold right doss not enjoy the right to sell

the property, whereas the owuner of free-half land is

authorised to do so,

6.2.35 Section 6(i) of the DRC Act requires for calcula-
ting the standard rent the determination:of (i) reasonable
cost of construction, and (ii) the market price of land.

The concept of market priCe of land refers to the price which
a willing buyer will pay te a seller, if land was to be put

1o sale in the open market. Thus, the market price of land
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does not mean the price or valus of any risht such as

lease-hold right,

6.2.36 The rationale hehind charging *he grosund rent on
lease-hold land can be found in the fact that acquifing
such land does not require full payment, Since in such

a case only a part of the market rrice is payeble initially,
the owners might eern or 5~ye some interest on the amoun%
not paid to the government, 1In actusl practice, ground
rent has been founc to be roughly 2gual to the exnected
interest amount on the unpaid sums, Since the fres-hold
lesgen. - is charged the tax én the basis nf the market
value of land, the lease-hold jessee should also be
required to pay the tax not on the hasis of the amount
spent on acguiring that land but on the market price of
that 1land. 1In this way, the tuo kinds of interest in land

would be treated uniformly.

he Moasures to improve administration of the tax

6.2,37 Under the proposed system, data on rents, land value
and cost of construction per unit of carpet area would be
developed by the proposed Delhi Valuation Agency' for differ-
rnt localities, The task of the assessment department would
be to obtain detailed information about carpet area, number
of floors, nature of occupancy, use, age of the building
etec, To start with, these information may be collected
through a system of ©iling by prop2rty ouners a property
return to the assessment department every year. A copy

pf the property return may also be sent to the Delhi
Valuation Agency, Those who are found to be distorting or
concealing facts about their nroperties should be adequately

penal ised, Non-compliance should be dealt with appropriately.
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6,2.38 The entrjes in the property return would require
verification before the actual work of assessment begins.
Verification of the details given in the property return
can-be done by sample checks, A sample of about 5 per cent
of total properties may be taken up for ﬁhono.gh scrut iny
every year, If sample checks reveal that the rate-payers
are generally engaged in distorting facts, more rigorous
cthecks can be carried out under the supervision of senior.
assessment officers. Once the task of develbpment'of ren-
tal data is entrusted to the Delhi Valuation Agency, the
assessment staff would probably have more time and resour-
ces to verify more efficiently the information furnished

by the taxpayers., It may be emphasised here that facts

on which valuations have to be based are carpet -area,use,
age and locality, all of which are subject to physical
verification, This would reduce the slement of subjectivi-
ty on the part of the assessment officers and would also
reduce the extent of disparities in assessment, - As the
assessment of prdDErty would:be baserd on data supplied by
thevDelhi-Valuétion'Agency, the orbblem of underassessment

of properties is expected to be reduced considerably.

6.2.39 - In order to streamline the various.ago%cts>gf
property tax administration, the significance of computer~
ising data‘need not be emphasised, In the proposed system,
the rateable value ‘is subject to revision by some fixed
percentage of the price index svery 3/4 years, . When the
data are preserved in the computer, not only the work of
assessment but also reassessment of properties can“ﬁosaibly
be done more efFiciently.~fImprovement in. the record keeping
pract ices in the assessment department can also be effected

with computerisation,
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i, Reform of apnellate prdcadure

6.2.40° Under the existing system, obiections can be raised
against proposed assessments and ney assassments yithin the
Corporation under Sections 124 and 126 of the DMC Act., Ob-
jections are heard by an.apooinféd'princioai-ihvestidator

who ;S;one-of the middle~level/senior officers of the assess-
ment department, Herce, the existing system of hearing
Dbject%ggg;uithin the department cannot be considered as an
appellate procedure for the princinal reason that objections
are: not heard by exaerts in property valuatien and legal

matters,

6.2.41 ~Thus, there.is a strong case for creation of a
systematic appellate procedure within the desartment, So

far as objections under Section 124 of ‘the Act are concerned,
no changes in the present practice may be required as it is

a preliminary exercise which the departﬁent'hQS”to do-before
finalising an assassment for the following financial year,
Howevsr, objections filsd under S=ctisn 126 of the Act may
have to be dealt with more effectively, This may require

some amendment in the Municipal Act =also,

6.2.42 It may be worthwhile to have =-tuo-tier appellate
procedure, At the first tier, there should be a committee
headed by -an assistant commissioner (appeels). Other members
of the committee could be property valuation and legal
'exbertS: and a chartar-d accountant, The sscond tier could
comgrisé an appellétevtribunal headed by a deputy commission-
er (abbéals}., Ot her membersﬂmay have the same‘orrsimilar
qualifications as thos9 at the.First tier, A sugnestion wor-
th;conéidering;is that th= exnert in:DrDmPrty.valuation may

be drawn from the Delhi Valuation Agency.
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6.2.43 Thase appellate authoritins may be eppointed by the
local bodies and they should be indenendent in the exercise
of their judiciel functions, The decision of the tribunal
will be final on points-of fact. ~ 2n points of law, however,
ordar of the appellate - tribunal may be challenged in the
Delhi High Court, It mey be made ¢xplicit that no suits:

or writ petitions can b2 filed in the civil courts, and the
necessary amendments to 3ections 169 and 170 of the DMC

Act to this effect should be carried out,

6.2.44 Tt is also important to note that only high-value
property ounsrs have taken resort to filing civil suits or
writ petitions, One of the probable reasons could be to
forestall any move of the assessment department to collect
the tax, snabling the ounsrs tp save the amount of interest
on the tax demand for the period until court cases are
finalised, As in the case of incomo tax, it may be necessary
in the case of property tax e2lso to have =2 system of charging
interest, say, at the rate of 12 per-cent per annum for the
period starting from the original date of tax payment as
mentioned in the tax demand bill . -to the date when the payment
is actuelly made, If, houwever, a part of the tax demand has
been deposited in accordance with instructisms by the courts,

interest would be chargeable only on th~ balance.

j. Reform of the rate structure

6.2,45 In the proposed system, it will be seen that rent
control is proposed to be relaxed to take into account the
trends in the market rent. When rent control is relaxed,
the controlled rents are revised periodically, assessments
are done properly and revisions of assessments are also

carried out, the rate of the tax should be much lower to keep
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the burden moderate, The tuo vital questions which arise
are: (i) what the level of rates should be and (ii) whether
proparty tax (hereigeneral property tax) should at all be

progrsssive,

6.2.,46 It will be eppropri=te to deal with the second
question first, Thers can be two hescs. for an squitable
distribution of tax burden - tho henefit basis and the
ability to pay besis, 1In the contoxt of property tax, it
is widely reconnised that it eannot bes closely related to
gither the ability to pzy or to tho bensfits received from
the services it supports., It se-ms more plausible to
combine th= tuyo spproasches as ths concent of the ability to
pay 1s vague and the m=asurcment of henefit is a difficult
proposition, The property tax is 2 levy on the rateable
value of a property. The latter is taken to represent

the ability to pay of individuals or group of individuals
who own a property., But at the same time, it is supposed
to act as a proxy for the consumntion of civic services.
Where such a proxy is available, such as in the supply of
water, the rateable value is not used to represent the
quant ity of water consumed, In the absence of such a
surrogate jn the case of most: of the municipal services,
the rateable value continues to represent the service

consumption levels,

6.2.47 In our opinion, the service charqges should be

levied on carpet area basis because the consumption ar

use of municipal services can be taken to rise with the
carpet area, As regards the genseral property tax, pro-
gressivé rates may be instituted, The rate of tax may

rise with property values, This is based on tuo assumptions:?
(i) the higher the property value, the higher would be

income from property, and (ii) marginal utility of income
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declines- as income increases, Ths objective behind pro-
gressive rates is based on the ability to pay of the land-
lords, although the entire property tax is not always bor-
ne by the landlords, Who bears the incidence »f the pro-
perty tax is a highly controversial issué (for a discussion
of the theoretical and empirical issues, see NIPFP, 1981).
While.the incidence is borne by landlords in the case of
awner-occupied properties, in the case »f tenanted proper-
ties and properties under commercial use, there is a strong
possibility of shifting of the tax to the tenants of
residential properties, in the former case, and to the
cansumers »f the products of the firm using the taxed pre-
mises, in the latter case, It may be quite likely-that: a
good part aof the tax is passed on to the tenants even if

rent cantrol exists,

6.,2,46 When the tax is 1ikely to be shifted im full: ar

in part, it may not be possible to distribute the tax
burden according to the ability to pay of the landlords,
Because of the possibility of tax shifting the objective
of progressive distribution of the tax burden may not be
achieved. If the tenants of residential houses are not
found .to be richer than the landlords, thetpossibility'of
tax shifting may increase the tax regressivity, Another
reason for an increase in the regressivity of the tax is
that owners of bigger holdings, who also belong to higher:
income class, would have greater ability to withhold their
houses till they.get higher rents, whereas owners of small
houses may not have the capacity tow ait as income from
rent -may constitute one of the important sources of funds
to them, -Further, tenants of small holdings may not be

as well-off as to pay higher rents which include a portion
of the property tax, This shous that bigger 1andlords

are presumably in & better pdsition to shift the property
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tax than those landlords who cwun small houses, As regards
the overall incidence of the shiftable pronerty tax on
commercial properties, it may be taken to be regressive,

In the absence of relevant information, it is, houever,
extremely difficult to judge whether the possibility of tax
shifting would increase or decrease tho tax progressivity,
However, it is quite clear that if the tax is likely to be
shifted, the rate of return on investments in tenanted and
commercial properties may not be affected considerably be-

cause of the property tax,

6.2.49 Whether the tax is shifted ta the consumars of
housing services or it stays wyith property ouners, the tax
rates should be moderate, A moderate rate is justified on
grounds of beth equity and =fficirncy. Meorsover, the inci-
dence of propsrty tax should not be discussed in isolation
as there are other taxes such as income tax, uealfh t ax
etc,, which also fall on the same property and thereby

af fect the return on housing investment, Returns on invest-
ment in housing may vary from one type of housing to another,
A feuw estimates which throu light on ths return on housing
investment in Delhi are available (NBO, 1957-58 and 1968;
NCAER, 1967, Datta, 1968)., Thz estimatss vary between

10.48 per cent and 13,85 per cent, Depreciation and the
existence of other taxes, however, would reduce this
substantially, For instance, if a self-financing flat

in West Delhi, which costs about Rs 1,25 lakh, is let out
for residential purposes, it would fetch a rent of about

Rs 900-1000 per.month. The net rate of return in this case
cannnt exceed 7-8 per cent, If ue acceot the fact that
there is considerable amount of black money”involved in the
housing sector, the rate of return on housing would probably

be reduced considerably,
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6.2.50 If thesm-rates are compared with the rates on
alternative avenues for investment as discussed earlier,
for instance, fixed deposits with bhanks, Units of UTI,
debentures of public limited comnanies etc., the return
on housing investmént is not high, Althdugh the rate

of capital approciation has heen probably the most rapid
in the housing sector, the benefits of capital gains can
be reaped only when pros=rtiss ars sold, 1In the case of
owner—-occupied properties; the significance of capital

gains is of little consideration.

6.2.51 Keeping in view the level »f yield on hnousing
investment, it may not be advisahle to keep the tax rates
at their present level. Rates should not be more than

20 per cent of the rateable values, particularly uhen the
rateable values are to be assessed properly, UWe feel that
the general property tax should be fixed at 10 per cent
for rateable values upto Rs 25,000; 12 per cent for rate-
able values exceedingle 50,000 and upto Rs 75,000, 17
per cent for rateable values excending Rs 75,000 and upto
Rs 1 lakh and 20 per cent for ratrable valuss exceeding
Rs 1 lakh, It is not necessary to fix higher rates for
non-residential properties as the higher values af such
properties would already be captured in their rateable
values, Finally, there is no rationale for having three
independent rate structurcs for the three local bodies

of the Union Territory of Delhi. We recommend that the

system of valuation and rate structure should be identical
in all the three local bodies,



VII., SUwM™ARY OF CONCLUS IONS AND
RECOMMEND AT TONS

7.7 The standard of civic services judged by the level
of per capifa revenue expenditure has been found to have
deteriorated over time in the Union Territory of Delhi,
Whereas a number of socin-economic and administrative
factors contribute to the standard of civic éervices-in-
the metropolitan regions, the availability of funds plays
a cruciél role in their provisinn. When one considers the
revenue sources upon which the grouwth of urban spending
must depend, the property tax being the mainstay of local

finances must bear a large share of the load,

(Chapter 11)

7.2 The property tax in Delhi has grown from Rs 2,54
crore in 1961-62 to Rs 24,81 crore in 1981-82, registering
an annual compound growth rate of roughly 13 per cent, As
regards the level of the yield of the property tax both at
current and at constant (1960) nrices, Delhi comes second
among the four corporations comnared, namely, Delhi, Bombay,
Calcutta, Madras, In spite of its ranking, houwever, the
yield of property tax in Delhi is far below than that in
Bombay, As of 1977-78, the per capita property tax in
Delhi was only Rs 28,8 as against Rs 115.3 in Bombay, But
in 1981-82, it was almost egual to that in Madras and higher
than in Calcutta (1977-78).

(Para 4.2.1)
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7.3 Delhi is shown to havs axneriencad the highest rate
of grouwth of population and of total assessed value, and the
second highest grguth-rate of number of properties assessed,
But the growth rate of per canita property. tax of Delh:
(8.03 per cent) has been lower than in- Bangalore and in
Madrass thes growth rafe-of proneTty tax per holding in BDelhi
has been louer than that in Bombay and Madras.. Property tax:
per holding in Delhi was only Rs 454,3 in 1981-82, as.against
Rs 744,2 in Calcutta and Rs 4163.,6 in Bombay (in 1977-78)

and Rs 839,9 in Madras (in 1976-77)., It can be inferred
that Bombay and Madras have been able to increase property
tax per holding largely on the basis of old properties and
not with any significant additieons to the stock of housing,
whereas Delhi, in spite of considerable additional construc-
tion with increasing rateable values, has not been able to

match Bombay and Madras in this regard,

(Pdra 4.,2.3)

7.4 The buoyancy of property tax in Delhi is higheér
than in the other cities taken for chmoarison. For NDMC
the coefficient is very high (1.6). The performance of
Delhi in relation to the growth of income can be said to be
decidedly better than-that of the other cities, although
taken by itself a buoyancy cecefficient of 1,02 shous that
property tax revenuc is just keeping pace with the grouth
in income. The buoyancy of property tax with respect to
cost of construction in Delhi is seen to be louwer than in

Bombay and Madras,

(Para 4.2,6)



7.5 It is seen thnat the elasticity of property- tax
collection yith respect to tax demand is near unity in
Delhi and that the elasticity of rateable value to cest of
construction (uhich is taken as a proxy for annual value)

is nearly 1,2, Houwever, tax damand seams toc be inelastic
with respect to rateable value. This is surprising because
the tax structure being progressive, the coefficient of
elasticity is expected to be higher than ame., - Anyuay, given
the data, it can be stated that inelasticity of the property
tax collections with respect ta cost of constructinn and
with respect to income is tn be largely explained by the less
than propertionate growth of tax demand with respect to

rateable valus,
(Para 4,.3,6)

746" It' is important to note that in Delhi, elasticity

of rateable value with respect to cost of construction is
1.18 but it  is less than unity {0.,71) when computation

is made using rateable value per holding. This shows that
Delhi has experienced a higher growth rate in number of
properties ‘assessed, ‘But the relatively high elasticity of
tax collections to rateable values has more  than compensated
for the louw elasticity of rateable value per hnlding in all
the cities other than Delhi, Although rateable values have
groun faster in Delhi then elseuhere, property tax collec-

tions could not rise propnrtinnately in the former,

(Para 4,3.7)

7.7 It is found that the elasticity of total collec-
tions with respect tno total demand is slightly higher than
1 for Delhi (MCB), It is nnly the arrear conllectinns that
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are falling behind arrear demand., It m=y ba inferred that
the trend is far a greater propnrtinn nf current demand tn
be cnllected, while the proportion of totel demand cnlleeted
has tended ta remain constant. The noneral picture that
emerges is that betueen 55 and 65 paor-cent of the total
demand is being collectsd in YCD and DCRB in respéct of
private properties, whereas NDMC has ba=n ablc to collect
only between 15 and ‘30 per cent, It is surprising that even
tax demand r=ised =gainst government properties has not

been collected fully,
(Para 4,3.8)

7.8 Amocng the factors adversely affecting the growth

of ratcable velues, the major ones have boen identified as
(i) the constraining imoact of ront control legislation,
(ii) imperfections - in the real estate and rental markets
in - the form of suppression of true rents, receipt of salami,
payment of advances, etc., (iii) the lack of a clearly laid
doun assessment code of assessment norms which often leads
to discretionary assessment and - gives scope for undue
leniency, and (iv) the lack of provisinn for perindic
réassessments. Of these, at present, the depressing effeact
nf the rent .control law, subsequent to the Supreme Court
decisinn; is probably the most important, But it is not

to be assumed that once rent control is relaxed, rateable
values wnuld move closely with market trends, -The other.
factors mentioned above would then acquire greater signi-
ficance, Even as it is, it has been seen that disparities
in the assessment of similar propertiss have been found

to exist not only acress lacalities but alse yithin the same
Incality for which rent contrel legislatinn cannot be held

responsible,

(Para 5,7,1)
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7.9 High and preogressive rates have been in existence
in tha MCZ for ten years nou, These have not compensated,
and cannot be expected to compensate, for tardy grouth

in rateable values., With these progressive rates, property
ﬁax revenue should have been qUite bhuoyant, which has het
been the case, A combination of a broad and growing base
with more moderafe-rates would yield better results in

terms of both equity and revenue productivity,
(Para 5.7.2)

7.10 There has besn considerable discussion of the
advantages and disadvantages of adopting alternative bases
for levying the property tax, Administratively there yould
be the same or similar problems in determining the capital
value, It yould, therefore, be preferable to continue with

the existing base of the tax, viz., rtental value,

(Para 6.201)

7.11 The municipal levy on property can be looked upon

as ‘a tax or as-a service or user charge, It is.best-to
regard the levy on property as consisting of two components:
a tax component and a service charge component, The former
should be related to the cost of providing certain services
like water supply, sewerage, fire protection, etc.,, and

should be imposed at a flat rate,

(Para 6,2.2)

7.12 The reform measures telating to the measurement of
tax base can be grouped under two broad categoriest: measures
to mitigate legal constraints and stepe to improve assessment
procedures and practices,

(Para 6, %.3)
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7.13 Keeping in view the imbslance betueen demand

and supply of housing =zccommodation in the urban areas,

it may. not be possible to scrap the rent legislation
altogether because the demand for residential housing falls
in the cat=gory of necessity, It may be preferable to
zllow thz rent being fixed according to the provisions of
the rent contrel laus with a provision that the municipal

asscssment should be guided by the rent control provisions,
(Para 6,2.6)

14 We nropose that the Deslhi Rent Control Act should

7
ha amendad in the following Ways:

i, In the case of all new buildings, the rent
may be allowed to be determined by the market
for the first S5 yrars, The fifth year's
rent may be taken to be the controlled rent
for the sixth year,

ii, In the case of old properties, the standard
rent fixed many years ago should be increased
by 50 per cent of the increase in the consumer
price index (CPI) betueen the year of fixation
nf rent and the present time, Subsequently,
the rent yill be increased every 3/4 years as
in the case of new buildings coming up after
the law is changed,

iii. In the case of all buildings (except the tax
holiday ‘buildings) after steps (i) and (ii)
have been implemented, the standard rent should
be increassed every 3/4 years by a given
frdctinn of the percentage increase in CPT -
Tanging from 5 per cent to 50 per cent de-
‘pending on yhether CPTI has risen fast nr
slouly,

tve Commercial praperties shonuld be freed of rent
contrnl,

(Para 6,2.7)
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7.15 - As regards the treatment of nuner-nccupied pro-
perties, if such properties are occupied by owners from
the beginning, the comparison method or cost method,
whichever the assessee prefers, may be used, Houwever,
if a rented building is converted to owner-occupied,

the comparison method should be used.,
(Para 6,2,10)

7.16 -~ To'reduce disparities, when a rented property is
converted to owner-occupied, the historical cost should
be adjusted upwards or downuwards bty the movements in CPI
as in the case of othsr propsrtics. The Rent Control Act
has to be changed accordingly., 1In the case of neuw cone

structions, however, the actual cost should be taken,
(Para 6.2.11)

7:17 - - In calculating cost wharever land has been given
by Government or a Governmental agency, the actual price
should be taken into account, 1In other cases, market

price of land should be included in the cost,
(Para 6,2.12)

7.18 -In the case of propertiss freed of rent control,
normally the comparison method should be adopted. For
this ourpose, there must be a systematic attempt at
collecting rental data and developing norms for valua-
tion of buildings. Therefore, there is a strong case

for setting up a valuation agency for the Umsion Territory
of Delhi., The agency should be snirusted with the task
of collecting data on rents, land values and the cost of

construct ion on a reqular basis and processing them in
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order to develop standardised rents, land:values and
construction costs per unit of carpet area for different

types nf properties,
(Para 6,72.15)

7.19 - In order to meke the most offective use of the
infarmation available with the different agencies, the
proposed bnard should be required to have close 1inks
with the building departments of fthe local bodies,
valuation cell of the incem2 tax dopertment and the

Delhi Development Authority,
(Para 6,2,16)

7.20° ALl the three municipal authorities in the Union
Territory of Delhi shnould be required to make use of these
standardised rates compulsorily while assessing pro-

pert ies,
(Para 6,2.17)

7.21 As regards actual assessment, it shnould be under-
taken by the municipal psrsonnel only, The inspectors
or nfficers who are suppnsed to assess prrperties should
undergo a comprehensive training at the start of their

ass ignment,

(Para 6,2,18)

7.22 If the suggested relaxation in the rent
control cannnt be brought about, then an inferior or

less effective alternative would be ton change the property
tax act to the effect that while in the case of all
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properties to which rent control applies, the general
tax will originally be based on the standard rent, every
3/4 years the tax will be revised upuard by a fraction
of the increase in EPI and that the enhanced nart of the
tax will be borne by the tenant., The same principle of

escalation would apply to owner-occupied nroperties also.
(Para 6,2,19)

7.23 The basic argument in favour of granting relief
to some-nsedy taxpayers is that since they have not used
their structures for garning income in an inflationary
market, it may not be reasonable to impute rising rents
to them, - Tt should be made abundantly clear that such
allowances should be limited only to residental pro-
perties occupied by ouners.. Relief should be given in
the form of rebate on rateable value, say to the extent
of- 25 to 30 per cent, so that changes in the rate struc-
ture do not disturb the extent of relative relief given.,

(Para 6,2,22)

724 it - may be advisable to operate service charges
independent of rateable value, 0One can fix some standard
rate per unit of carpet area applicable to all the loca-

l1ities in the different zones.

(Para 6.2.23)

7.25 The standard rate fixed per unit Df_carpet are a
can be determined by examining the service charges liabili-
ty of some of the recently constructed and well def ined

properties, The assessment department should be required
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to work out the service charges for-some s=2lected yell
defined buildings and establish yhether fifty prise per
sg. ft, would be an appropriate standard rate for the
services rendered by the Corporation, The standard rate
for the service charges may bhe fixnd at a rate of Rs 2/~
per sqg, ft. in thr case of commercial praopsrties, Once
the rate per sg, ft. is fixed, it may be raisrd upyards
every three te four v°ars by some fraction of ths percenta-

ge increase in the consumer orice index,
(Pera 6,2,24)

7.26. ~ It may be proper to adont a hightr rate of return-
(9-10 psr cent) on vacant land, Howzsvar, a rate of return
of 5 per cent should be used for the first five years from
the date of purchase of land to allow a reasonable perind

of time for constructing a structure on it,

(Para 6,2.29)

74627 Charitable institutions and other non-profitmaking
educational and research institutions cannot be said to -
have the ability to pay taxes because their properties are
owuned by individuals or corporations owned by individuals,
Hence such dinstitutions shnuld be exempt from the payment
of general property tax, Research institutions recognised
or supnorted by the Government of India,educational
institutions recognisce by Delhi Administration and social
and yelfare nrganisations recngnised by Delhi Social Wel-
_Faré'Board and by similar bndies shnuld be treated as

having charitable objective,

(Para 6.2.32)
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7.28 Sinc2 the free-hold lesses is cherged the tax on the
basis of the market value of land, the lease-hold lessee
should 2lso be required to pay the tax, not on the basis of
the amount.soent on acquiring that 1and but on the market

price of that land,
(Para 6,2,35)

7.29 The task of the sssessment department would be to
obteain detailed information about carpet area, number of
floors, nature of occupancy, use, ags of the building etc,
To start with, these information may be collrcted through
a system of filing by property owners = property return to

the asssssment department ecvery year.
(Para 6,2,36)

7.30 The entries in the property return would requife
verification before the actual work of assessment begins,
Verification of the details given in the property return can
be done by sample checks, Once the task of development of
rental data is entrusted to the Delhi Valuation Agency, the
aésessment staff would probably have mors time and resources
to verify more efficiently the information furnished by the

taxpayers,
(Para 6,2.37)

7.31 There is a strong case for creation bF systematic
appellate procedure within the dep=rtment., Sao far as ob-
jections under Section 124 of the Act are concerned, no
changes in the present practice may be required., However,
objeetions filed under Section 126 of the Act may have to be
dealt with more effectively, This may require some amendment

in the Municipal Act also,

(Para 6.,2.41)



7432 - It may be worthuhile to have a tuo-tier appellate
procedure, ‘At the first tier, there should be a committee
headed by  an assistant commissioner (appeals)., Other
members- of the committee could be property valuation and
legal experts, and a chartersd accountant. The secona
tier could comprise an appellats tribunal- headed by a
deputy commissioner (appé}ls}. Other mambers may have
the same or similar qualifications as those at the first

t ier,
(Para 6,2.42)

7433 The decision of the tribunal will be final on
points of fact., On points of 12w, housver, order of the
appellate tribunal may be appealehle in the Delhi High
Court, It may be made explicit that no suits or writ-
petitions can be filed in the civil courts, and the nece~
ssary amendments to Sections 169 and 170 of the DMC Act

to this effect should bs carrisd out.

(Para 6,2.43)

7,34 It may be necessary in the case of property

tax to have a system of charging interest, say, at the
rate of 12 per-cent per annum for the period starting from
the original date of tax payment as mentioned in the tax

demand bill to the date when the payment is actually made,
(Para 6,72, 44)

7.35 When- rent control is relaxed, the controlled rents
are revised periodically, assessments are done properly
and revisions of assessments are also carried out, the

rate of the tax should be much lower to keep the burden
moderate,

(Para 6,2.45)
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7.36 Rates should not be more than 20 per cent of the
rateable values, particularly when the rateable values

are to pe assessed properly, We feel that the general
property tax should be fixed at 10 per cent for rateabls
values upto Rs 25,000; 12 per cent for rateable values
exceeding Rs 50,000 and unto(Rs 75,000, 17 per cent for
rateable values exceedipg Rg 75,000 and upto Rs 1 lakh and
20 per cent for rateable values excecding Rs 1 lakh, It
is not necessary te fix higher tax rates for non-resi-
dential properties as the highar values »f such properties
would already be captured in their rateable values,
Finally, there is no rationale for having three inde~
pendent rate structures for the three local bndies of the
Union Territory of Delhi, We recommend that the Syétem

of valuatinn and rate structure shnould be identical in

all the three lncal bodies,

(Para 6,2.51)
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