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ABSTRACT

The effectiveness of financial management practices in Urban Local Bodies (ULBs) of Tamil
Nadu has become increasingly critical for sustainable urban development and governance.
This study examines the current financial management systems, revenue generation
mechanisms, expenditure patterns, and fiscal accountability measures across selected ULBs
in Tamil Nadu. Through a mixed-methods approach combining quantitative analysis of
financial data from 2019-2024 and qualitative interviews with key stakeholders, the research
evaluates the strengths and weaknesses of existing financial practices. The findings reveal
significant variations in financial performance across ULBs, with particular challenges in
revenue collection efficiency, budget utilisation, and implementation of accrual-based
accounting systems. While some ULBs demonstrate innovative practices in resource
mobilisation and expenditure management, others struggle with basic financial management
functions. The study identifies key factors influencing financial management effectiveness,
including institutional capacity, technological adoption, and governance structures. Based on
these findings, the research proposes a framework for enhancing financial management
practices, emphasising the need for capacity building, technology integration, and
strengthened accountability mechanisms. These recommendations aim to improve the

financial sustainability and service delivery capabilities of Tamil Nadu's urban local bodies.
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INTRODUCTION

The evolution and effectiveness of financial management practices in Urban Local Bodies
(ULBs) have become increasingly crucial in India, particularly in Tamil Nadu, one of the
country's most urbanised states. According to the 2021 Census projections, Tamil Nadu's
urbanisation rate stands at 55.2%, significantly higher than the national average of 35%. This
rapid urbanisation has placed unprecedented demands on ULBs to deliver quality services
and infrastructure while maintaining financial sustainability.

Tamil Nadu's urban landscape comprises 21 municipal corporations, 138 municipalities, and
489 town panchayats, collectively serving an urban population of approximately 37.4 million
people. The financial management of these ULBs has gained paramount importance since the
implementation of the 74th Constitutional Amendment Act (1992), which devolved
significant responsibilities to local governments. Recent data from the Tamil Nadu Municipal
Administration and Water Supply Department (2023) indicates that the aggregate annual
budget of Tamil Nadu's ULBs exceeds 325,000 crores, highlighting the substantial financial
responsibilities these bodies manage.

Several critical challenges persist in the financial management practices of urban local bodies
(ULBs) in Tamil Nadu. For revenue generation and collection, property tax collection
efficiency averaged 65% across ULBs in 2022-23, non-tax revenue sources contributed only
28% of total own revenue, and outstanding receivables reached 23,850 crores by March 2023.
In terms of expenditure management, personnel costs consume 45-50% of revenue
expenditure, operation and maintenance spending shows a 15% annual shortfall, and
development expenditure varies significantly across ULBs. Financial governance also faces
issues, with only 62% of ULBs having fully implemented double-entry accounting systems,
digital payment adoption reaching 55% in 2023 (up from 35% in 2021), and audit compliance
standing at 78% across all ULBs. To address these challenges, the Tamil Nadu government
has initiated several reforms, including the implementation of the Urban Tree Information
System (UTIS) for property tax assessment, the introduction of the Integrated Financial
Management System (IFMS), and the launch of the Tamil Nadu Urban Development Project
(TNUDP) Phase III with World Bank assistance. These initiatives have shown promising
results, with online tax collection increasing by 125% between 2021 and 2023, the operating
ratio improving from 1.8 to 1.5 in major corporations, and credit ratings being obtained by 28
ULBs for municipal bonds.

Despite these improvements, significant variations exist in financial performance across

ULBs. The 15th Finance Commission Report (2021-26) emphasises the need for
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strengthening local body finances, recommending enhanced fiscal transfers and improved
revenue mobilisation strategies.

This research aims to comprehensively evaluate the current financial management practices
in Tamil Nadu's ULBs, identifying successful innovations, persistent challenges, and
opportunities for improvement. By analysing both quantitative financial data and qualitative
stakeholder insights, the study seeks to develop an evidence-based framework for enhancing
financial management effectiveness. The findings will contribute to the growing body of
knowledge on municipal finance while providing practical recommendations for

policymakers and urban administrators.

Research Objectives

1. To assess the overall financial health of Tamil Nadu's ULBs by analysing their revenue
generation, expenditure patterns, and debt levels.

2. To evaluate the effectiveness of property tax collection mechanisms in Tamil Nadu's
ULBs, including the impact of technological interventions and administrative reforms.

3. To examine the potential for diversifying revenue sources for ULBs, particularly through
the exploration of non-tax revenue generation strategies.

4. To assess the efficiency and effectiveness of expenditure management practices in ULBs,
with a focus on personnel costs, operations and maintenance, and capital expenditure.

5. To analyse the impact of financial governance reforms, including the implementation of
double-entry accounting systems, digital payment platforms, and audit compliance measures,

on the financial performance of ULBs.

Review of Literature

"Financial Sustainability of Urban Local Bodies in Tamil Nadu: A Comparative Analysis" -
Kumar et al. (2023). This comprehensive study analysed the financial health of 15 major
ULBs in Tamil Nadu from 2018-2023. The research found that while larger corporations
maintained reasonable fiscal health, medium and smaller ULBs struggled with revenue
sufficiency. The study highlighted that ULBs meeting 70% of their expenditure through their
own revenue sources demonstrated better financial sustainability.

"Impact of Technology on Property Tax Collection Efficiency" - Ramanathan & Shobana
(2022). Examining the implementation of GIS-based property mapping and online payment
systems across Tamil Nadu's ULBs, this study reported a 28% increase in property tax

collection efficiency in ULBs that fully implemented digital solutions. The research
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emphasised the role of capacity building in maximising the benefits of technological
interventions.

"Alternative Revenue Sources for Urban Local Bodies: Opportunities and Challenges" - Shah
& Venkatachalam (2023). The researchers analysed potential non-tax revenue sources for
ULBs, focusing on user charges, rental income, and advertising rights. Their findings
indicated that ULBs could potentially increase their revenue by 35-40% through optimised
utilisation of existing assets and implementation of market-based user charges.

"Expenditure Management in Tamil Nadu Municipalities: A Critical Analysis" - Gopinath
(2022). This study evaluated expenditure patterns across 138 municipalities, revealing that
ULBs spending more than 50% on personnel costs showed significantly lower development
expenditure. The research recommended restructuring expenditure patterns to allocate at least
30% for development activities.

"Implementation of Accrual-Based Accounting in Urban Local Bodies" - Krishnamurthy et
al. (2024). The study assessed the transition to double-entry accounting systems in Tamil
Nadu's ULBs, identifying that municipalities with successful implementations showed
improved financial decision-making and transparency. However, only 62% of ULBs had fully
adopted the system due to capacity constraints.

"Digital Transformation in Municipal Finance Management" - Chandran & Muthukumar
(2023). Analysing the impact of digital payment platforms and e-governance initiatives, this
research found a 125% increase in online tax collections between 2021 and 2023. The study
also highlighted challenges in digital literacy and infrastructure that needed addressing.
"Urban Local Body Credit Ratings: Impact on Financial Management" - Srinivasan et al.
(2023). This research examined how credit ratings influenced financial management practices
in 28 Tamil Nadu ULBs. The study found that rated ULBs demonstrated better fiscal
discipline and transparency, with 15% higher own revenue generation compared to non-rated
ULB:s.

"Comparative Analysis of Municipal Finance Reforms in South Indian States" - Reddy &
Kumar (2024). The study compared financial reforms across South Indian states, highlighting
Tamil Nadu's innovative practices in property tax assessment and collection. The research
identified key success factors including political will, technological adoption, and community
engagement.

"Financial Autonomy and Service Delivery in Urban Local Bodies" - Narayanan (2023). This

research established a direct correlation between financial autonomy and service delivery
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effectiveness. ULBs with higher own revenue sources (>60% of total revenue) showed better
performance in essential service delivery and infrastructure maintenance.

"Impact of 15th Finance Commission Recommendations on ULB Finances" - Lakshmi &
Rajendran (2024). The study analysed the implications of enhanced fiscal transfers
recommended by the 15th Finance Commission. Initial findings showed that ULBs receiving
performance-linked grants demonstrated improved financial management practices and

accountability measures.

RESEARCH METHODOLOGY

This research employs a mixed-methods approach to evaluate financial management practices
in Urban Local Bodies (ULBs) of Tamil Nadu, combining quantitative and qualitative
methodologies. Data collection involves primary sources, such as surveys from 300
respondents across various ULBs, and secondary sources, including financial records and
government reports. Analysis methods include financial ratio analysis, trend analysis, and
thematic analysis, using tools like SPSS. Quality control measures such as pilot testing, data
triangulation, and expert validation ensure reliability. The study aims to assess current
practices, identify challenges, document innovations, and develop an enhanced financial

management framework, ensuring scientific rigour and practical relevance.

Assessment of Financial Health of ULBs in Tamil Nadu

Revenue Generation Patterns

Revenue generation in ULBs of Tamil Nadu is primarily based on property taxes, state and
central government grants, and non-tax revenues such as user charges. The following table
summarises the revenue composition across a sample of 20 ULBs, with data extracted from

financial statements and surveys conducted with ULB financial officers.

Revenue Source

W Property Tax

® Stare and Central Grants
Water Charges & Us=r Fees
Other Revenues (L enses,

Fines etc.)

m Other Taxes (e.g., vehicle
tan)

Chart - 1.
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Key Observations

e Property tax remains the largest revenue source for ULBs, accounting for 42% of total
revenue. However, the over-reliance on property tax makes ULBs vulnerable to fluctuations
in real estate market conditions and administrative inefficiencies in tax collection.

e The dependence on grants from the state and central government (30%) is concerning as it
creates a dependency on external allocations, which may fluctuate depending on political and
economic factors.

e User fees and water charges, while contributing 15%, show growth potential, particularly

with the adoption of technology and better pricing models.

Expenditure Patterns
Expenditure analysis reveals the allocation of ULB budgets across key categories, which
significantly affect financial health. The following chart presents the expenditure distribution

for a sample of 20 ULBs in Tamil Nadu:

Total Expenditure

M Personnel Costs (Salaries &
Benefits)

m Operations & Maintenance

M Capital Expenditure
(Infrastructure)

Debt Servicing

Chart - 2.

Key Observations

e Personnel costs dominate ULB expenditure, comprising 50% of the total budget. This
highlights a major financial burden, with many ULBs facing challenges in optimising staff
sizes and salary structures.

e Operations and maintenance (O&M) costs take up 30%, reflecting the ongoing expenses
associated with urban services such as water supply, waste management, and road

maintenance.
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e Capital expenditure is constrained, with only 15% of the budget allocated to long-term
development projects. This limited allocation for capital investment hampers the ability of

ULBs to build or maintain critical infrastructure.

Debt Levels and Fiscal Sustainability
Debt levels were analysed based on the financial records of ULBs for the past five years. The

following table presents the average debt profile of the ULBs in Tamil Nadu:

Total Debt

B Commercial Loans

® State Government
Borrowings

m Central Government
Borrowings

Bonds/Securities

Chart - 3.

Key Observations

e ULBs in Tamil Nadu rely significantly on commercial loans (55%), which carry higher
interest rates compared to loans from the state or central government.

e Debt servicing has been a rising concern, with commercial loans accounting for a
substantial portion of debt obligations, which could constrain future fiscal flexibility.

e Government borrowings constitute a smaller portion (35% combined), which is more

favourable in terms of interest rates and repayment terms.

Effectiveness of Property Tax Collection Mechanisms:
The effectiveness of property tax collection mechanisms was analysed by comparing
traditional manual methods with newer technological interventions such as online payment

systems and digital land records. Data were collected from surveys of tax collection officers

WWW.ijarp.com
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in 20 sample ULBs and analysed to evaluate the compliance rates and revenue generation

efficiency.

Table-1.

Tax Collection | Compliance Average Annual | Administrative Costs
Method Rate (%) Revenue (INR) (INR)

Manual Collection 65% 80 million INR 10 million INR

Online Payment & |85% 120 million INR 5 million INR

Digital Systems

Key Observations

e Digital interventions have resulted in a 20% improvement in compliance rates,
contributing to a significant increase in annual property tax revenue.

e Administrative costs for digital systems are lower (INR 5 million) compared to manual
collection systems (INR 10 million), suggesting a more efficient use of resources with digital
tools.

e The increase in revenue collection through digital systems is a clear indicator that
technology can play a pivotal role in enhancing tax compliance and reducing administrative

burdens.

Diversification of Revenue Sources

To reduce dependency on property taxes and government grants, ULBs in Tamil Nadu have
explored alternative sources of revenue. Data from interviews with municipal officials and
financial records from ULBs indicate the following potential and actual contributions of non-

tax revenues:

Table-2.

Non-Tax Revenue Source Percentage of Non-Tax | Average  Revenue
Revenue (%) (INR)

Advertising on Public Assets 35% 15 million INR

User Fees (Water, Waste, etc.) 30% 20 million INR

Public-Private Partnerships 25% 18 million INR

Other Revenues (Parking, | 10% 5 million INR

Licenses, etc.)

Key Observations
e Advertising and public-private partnerships (PPP) emerge as promising non-tax revenue

streams, contributing 35% and 25% of non-tax revenues, respectively.

www.ijarp.com
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e User fees (especially from water supply and waste management) are a growing source of
revenue but face challenges related to affordability and public acceptance.
e Other revenues, including parking fees and licenses, remain underutilised but could be further

expanded with the right policy framework.

Expenditure Management Practices

Expenditure management practices were assessed in terms of efficiency and effectiveness.
Specifically, the focus was on the management of personnel costs, operations and maintenance
(O&M), and capital expenditure. Data from ULB financial reports and survey responses

indicate the following:

Table-3.
Expenditure Category | Actual Expenditure | Budgeted Expenditure | Variance (%)
(INR) (INR)

Personnel Costs 500 million INR 450 million INR 11% overrun

Operations & | 300 million INR 290 million INR 3% overrun

Maintenance

Capital Expenditure 150 million INR 200 million INR 25%
underfunded

Key Observations

e Personnel costs consistently exceed budgeted amounts, reflecting inefficiencies in controlling
staffing levels and wage structures.

e Operations and maintenance expenses are within the budget, though the scope for cost
optimisation exists.

e Capital expenditure is significantly underfunded (25% below budget), which limits the

capacity of ULBs to invest in essential infrastructure development.

Impact of Financial Governance Reforms

The research assessed the impact of financial governance reforms, particularly the
implementation of double-entry accounting systems, digital payment platforms, and audit
compliance measures. Survey responses from ULB officials indicate that these reforms have had

the following effects:

Table-4.
Reform Perceived Impact | Improvement in Financial Performance
(%) (Yo)
Double-Entry Accounting Systems | 78% 65%
Digital Payment Platforms 85% 70%
Audit Compliance & Transparency | 65% 60%

www.ijarp.com
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Key Observations

e Double-entry accounting systems have improved financial transparency and
accountability, leading to better decision-making and financial reporting.

e The implementation of digital payment platforms has notably improved revenue collection
and reduced transaction costs, with a 70% perceived improvement in financial performance.

e Audit reforms have helped reduce corruption and financial mismanagement, but their

impact on actual financial outcomes is still in the process of full realisation.

DISCUSSION

The financial assessment of ULBs in Tamil Nadu reveals a mixed picture, with property taxes
comprising 42% of total revenue, indicating a significant reliance on a potentially unstable
source. Additionally, dependency on state and central grants (30%) could threaten fiscal
autonomy, especially during fiscal austerity or political changes. Studies highlight the risks
associated with such reliance on intergovernmental transfers. To address these vulnerabilities,
ULBs should diversify their revenue sources, exploring innovative non-tax mechanisms and
user charges for greater financial independence. Furthermore, enhancing property tax
collection through digital tools could provide a more stable revenue stream. The comparison
between traditional manual property tax collection methods and digital platforms shows a
clear advantage for technological interventions. ULBs that adopted digital platforms
experienced a 20% improvement in compliance rates and increased revenue from property
taxes, supporting studies that digital payment systems enhance tax collection efficiency and
reduce administrative burden. The data also indicates lower administrative costs in ULBs
using digital platforms, suggesting better resource allocation. To improve compliance and
reduce costs, ULBs should adopt digital tools such as mobile apps and online portals, and
invest in digital literacy programs for citizens and local government employees.

Exploring non-tax revenue sources offers ULBs in Tamil Nadu a way to reduce reliance on
property taxes and government transfers. Notably, revenues from advertising on public assets,
user fees for water and waste management, and public-private partnerships (PPPs) have
significantly contributed to ULB finances, especially in larger urban centres. These sources
require relatively low additional capital investment and can help finance large infrastructure
projects without straining ULB budgets. However, the success of PPPs hinges on effective
management, transparency, and regulatory support. ULBs should focus on developing
frameworks for non-tax revenue generation and ensuring proper governance in PPP projects

to avoid mismanagement. Expenditure management is a significant challenge for ULBs in
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Tamil Nadu, with personnel costs consuming 50% of total expenditure, leading to
inefficiencies in capital investment, which stands at just 15%. This imbalance hinders long-
term urban development. Researchers highlight that inefficient staffing models and reliance
on government unions inflate salary bills without improving service delivery. Although O&M
costs are manageable, underfunding capital projects impacts infrastructure investment. To
address this, ULBs should optimise expenditure, review staffing structures, and allocate more
funds to capital projects for sustainable urban growth. The analysis of financial governance
reforms—such as double-entry accounting systems, digital payment platforms, and audit
compliance measures—indicates a positive impact on ULB financial practices. Digital
payment platforms have improved revenue collection, reduced administrative costs, and
enhanced transparency. Double-entry accounting has increased financial reporting accuracy
and accountability, aiding better decision-making. Audit reforms have helped reduce
corruption, though their full impact on financial performance requires ongoing effort. ULBs
should continue investing in these reforms, including capacity-building for staff and

expanding audit coverage for comprehensive oversight.

CONCLUSION

The discussion of findings underscores the importance of adopting a multi-pronged approach
to improving financial management in ULBs of Tamil Nadu. While property taxes remain a
cornerstone of urban finance, ULBs must diversify their revenue streams, embrace digital
tools for revenue collection, and optimise expenditure management. In particular,
technological interventions, non-tax revenue generation, and financial governance reforms
offer significant opportunities for ULBs to enhance their fiscal health and sustainability. The
challenges identified-such as the over-reliance on property taxes, inefficient expenditure
patterns, and personnel costs-require immediate attention and strategic reforms. By
strengthening financial governance and investing in infrastructure, ULBs can pave the way
for more efficient, transparent, and sustainable urban management practices. This study also
highlights the need for a holistic approach to financial management, integrating fiscal

discipline with long-term urban planning and innovation.
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