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Abst ract 

This study exammes the local rcvcnu e m obilization and expenditure 

m anagem ent effor ts of City Admi n is tration of Ada m a using municipa l 

revenue and expendi ture analysis to identify the m agnitude of the problem 

of urba n fin a n ce . Qu a li ta tive a nd q uanti tative da ta were colleted form 

seconda ry and prim a ry so urces . Revenue and expenditure reports, pla n and 

budget documents both from Regional a nd City Administra tion level, 

interviews and questionna ires a re m ajor sources of the data. 

The eviden ce in the study lead s to conclu sion that the city Administration of 

Ada m a is s hort of efforts to m ob ilizc its local revenue potentia l and the 

expendi ture m a n agement a ppears to be in-a ppropria te . The expenditure 

managem ent is faced by problem s of capital budget under spending, low 

level of municipa l services provision a nd the existence of huge surplus fund. 

Pa radoxically enou gh, the City Admin is tra tion Adama is cha racterized by 

low level of urba n services provision a t the presen ce of huge surplu s fund 

accumula ted over a decad e . Furth er , the findings of the study revealed tha t 

the exis te n ce of fiscal ga p in Ci ty Adminis tration 's finance. Revenue 

enhan cem en t p lan based on improve men t of tax a dminis tration system, 

municipa l borrowing for ca pital fina n cing, pUblic-private partnership 

options in providing services, in tergovernmental tran s fer restructured in 

u rban setting, revis ion of user ch arges and fees and introduction of new 

municipa l taxes are th e a lternatives recommended to fill the fiscal gap . 

IX 



Chapter 1 Introduction 

1.1. Background 

Lack of resou rces to provide an adequ a te servIce IS a lmost unanimously 

s imila r both in industrialized countries and developing countries. (Ba h l & 

Linn, 1992). The quest for adequate services felt more seriously in urban a reas 

rather rura l counterparts . The most likely reason forever growing need for 

services in urban areas is emanated primari ly from rapid urban population 

growth. This rapid growth in popula tion will ultimately lead to increases in 

demand for urban public services (Bahl & Linn, 1992:472). 

Nowadays, industria lization h as brought about rapid urbanization that makes 

cities become the ideal place to locate factories and their employees 

(Urbanization of the world, 2004). As a result, in the year 2000, for instance 

about 47 percent of th e world population that is about 2.8 billion people lived 

in urban areas and there were 411 cities with over 1 million residents. (US 

population Reference Bureau) . Rapid population growth is the stimulant, 

among other things, for expenditure growth in the cities. It is observed both in 

developing and developed co untries that local governments budget tend to 

increase with urbanization. The increase in expenditure or growth in budgets 

however, had not yet reDected in commensurate increase in revenues of cities 

a nd towns. Usually , expe nditUl-e response overrides or overwhelms tha t of 

revenue response . As a resu lt, since the pressu re on expend itures is usually 

greater, increased urba nization is perceived as synonymous with increased 

fiscal gap (Bahl & Linn, 1992:65). The prescnce of the increased fiscal gap 

necessities to draw possible options to fill the gap and studies on urba n fin a nce 

will assume, as result, s ign ificant place in local government studies. 

The question naturally arises whether the local governments a re impor tant in 

fiscal term s to assume significant place in regional and national finance to 

warran t further s tudy. [n this regard , Ba hl a nd Linn (1992 :47) brought the 

evidence that indicate s ub national govern ment in developing countries 



contribu te on ave rage 15 percen L of Lota l governmen t spending a nd on average 

about one-third of a ll urban a rea expenditure is made to be financed by local 

government budgets . Added to this locally raised revenue constitutes the 

median share of 70 percent local expenditure in developing countries (Bahl & 

Linn, 1992:32 & 47). Besides, at present, local governments h ave got a wider 

disc retion in taxing power and expenditu res responsibili ties which may 

substantiate the fi scal role of local governments. In effect, the s hare of local 

governments expenditu re in total government spending, the s hare of locally 

ra ised revenue 111 local governments budget coupled with increased 

developmental functions contribute a lot to s ign ificant role of local government 

fin ance . 

1.2. Statement of the Problem 

The departure from centralized planning as a n a pproach of economic 

management has shi fted the emphasi s of economic management from na tional 

to region a l and local governments. This charge in emphasis has institutional 

ized fiscal decentralization In ma ny developing countries; and local 

governments assu med a new role as an actor or loca l economic development. 

Hence, loca l governme nts ' responsibility in provIsion of services has widened 

from provision of core services such as road, water electricity, sanitation etc to 

social infrastructure provision and environmental management. This emerging 

ro le requires additional financial resources as well as a greater role of planning 

and management of resources . Additional financia l resources could be secured 

by enhanced efforts in local reven ue mobi lization or through external finance 

such as intergovernmental transfer and grants. A greater role in pla nning and 

manage menL of resources can be maximized th rough efficiency in expenditure 

management. However, efforts In revenue mobilization and efficiency in 

expenditure management h as never been shown s ignificant resu lt in many 

developing countrie s (Ba hl & Linn, 1992 : 48) . 

2 



Ethiopia has bee n characte rized by central ized administration until 1991, since 

1991 a series of reform measures were introduced in the country to undertake 

a decentralized system. Increased provis ion of public services is one of the 

factors among many well th ought-out factors to institute decentralization at 

local level. However, delivering basic service IS still posing great challenge. 

Besides, Popu lation pressure exacerbates the problem of low level of services 

delivery. 

A number of reasons can be citied for such low level delivery of services, but 

m any of the discussions revolve a round lack of financi a l resources and 

inefficiency in use of resource at hand. In this regard Meheret, (1998:7) states 

that the problem of decentralized government is exacerbated by limited 

financial resources and inadequate man power capacity. Similarly, Golola 

(2003:254) a rgues that an importa nt impediment to decentralization is lack of 

financia l and human resources. Tegenge and Kassahun (2004:45) state that 

absence of locally adopted planning and budgeting system and financial 

problems a re among the factors that constra ined the performance of Woreda 

decentralization in Tigray, Amhara, Oromia a nd Southern Nation anti 

nationalitie s Regional States. 

On the oth er hand, the resource that makes the services available are limited 

.Local governments should strive for higher locally raised revenue either by 

expansion of revenue base or increa se in rate. Th e experience at hand reveals, 

however, th at, in most of cities of developing countries the revenue growth has 

been curtailed by insufficient taxing authority and lagging revenue efforts (Bah! 

& Linn, 1992 :68) . The difference between perceived needs for services and 

fin ancial resources, thus, created a fiscal gap (Ba h! and Linn, 1992: 52). The 

existence of this ga p defines the financing problem of local governments. In 

view of thi s the study assess the local revenue mobilization and expenditure 

management efforts and the major constraints e ncountered in undertaking 

such efforts in the s tudy area-City Adm inistration of Adama. 
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1.3. Objective of the Study 

The over all obj ective th is research IS to assess the own revenue mobilization 

effor ts of City adminis tration of Ada ma and make recommendation on its 

improvements; review and analyze the expenditure management and make 

recommendations on its improvemenL 

The Specific objectives are : 

1. To analyze the tax s truc turc, growth tre nd, a nd identify pro blem s 

assoc iated with ineffic iency in revenue co llection 

2. To analyze and id entify the revenue base of the city Administra tion 

3 . To analyze municipal expenditure 

4 . To review expenditure plann ing a nd resource a llocatio n 

5 . To analyze the fiscal gap of c ity Administra tion 

6 . To analyze the importance of in te rgovern mental tran s fer a nd municipa l 

borrowing. 

Th e research questions of th e study are : 

1. TO what ex ten t the revenue base can be furthe r expanded? What are the 

mecha nisms availa ble for revenue ba se expa n sion? 

2. What is the level of overall resource bala nce? How the resource gap IS 

closed? 

3. What is the s uita ble desi gn for inetr governmental tra nsfer 111 urba n 

setting? 

4 . How the revenue base expansion or tax rate increases is administered? 

jo in tly or one s hou ld p rccede the other? 

5. What a re th e s hor t comi ngs of taxing a uthority and expend iture 

responsibi lities or City Adminis Lration of Adama? 

6. What a re the short comings of expenditure management in the city? 

7. What are th e m echanis m s for stren gthe ning and improvement of city 

Ad m in istration's finan cial manageme nt'? 

1.4. Research Methodology 

This research was designed a nd based on two sources: the primary data and 

seconda ry data . 



1.4.1. Primary Data Source, Selection and Sampling Technique 

The primary data collection is based on survey meth od. The survey is used to 

analyze the opinion of residents and business community. The survey 

employed structured questionnaires designed for residents and business 

commun ity separately . The inLervicws with residents emphasizes issues of 

urban services and partic ipation in local decision makin g such as budget 

wh ereas the interview with business community stresses issues of taxes a nd 

provision of urban se rvices . 

Th e selectio n of respondents is based on available stakeholders of city 

administration . Among the avai lable stakeholders, th e Regional Government, 

the City Administra tion, the residen ts and the business community a re 

selected as a key stakeholders based on thei r contribu tion or the degree of 

influence on urban finance. The r~ eg ional Government is represented by 

concerned bureaus i.e. Bureau of Works and Urban Development, Bureau of 

Fina nce and Economic Development: and Bureau of Revenue . These selected 

stake holders represent the sampling frame . Table 1 describes sampling frame 

and its samp les. 

Table 1 Samplin g fra me and Sample of the Study 

Key stake holders Population Sample 

Regiona l Governmen t 130 12 

CiLy Administration 26 8 

Business communi ty 7,461 50 

r~esident 228,605 56 

The fist two stakeholders i.e. the Regional Government and City Administration 

are administered by semi -strucLured interviews and in depth interview for 

offic ial a nd o fficers of the respecLivc r'egional bureaus and City Administra tion. 

The total population of official and experts a t the regiona l level is 130 and 26 at 

the City Administration. Out of Lhcse 12 officials and experts at the regional 

level and 8 officia ls and experts at c ity Adm inistration a re interviewed. 
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To track responses from business commun ity out of the total population 7461 

registered and licensed business community members a tota l 50 respondents 

from five catcgories or sectors of busi ness activities were selected purpos ively. 

These includ e 14 whole sellers 15 Reta il traders, 5 indu stry m en, 2 u rban 

agriculture traders a nd 14 service providers . For res idents Kebele's were taken 

as a cluster a nd from each Keble 4 residents we re selected purpos ively. The 

fo llowing two tables summa rized the selection a nd the sample size of the study. 

Table 2 Household/ resident selec ted for the study 

No Occupation Sample s ize 

l. Civil Servant 14 

2 . Business Man 14 

3. Vetera n Resident 14 

4 Female Headed Household 14 

Ta ble 3 Bus iness communily me mber selected for the stu dy 

No Sector Sample size 

l. Wholesale 14 

2 . Service Delivery 14 

3 Industry 5 

4 Retail sale 15 

5 Urba n Agriculture 2 

Total 50 

The sampling technique employed IS purposive, non-propor tional qu ota 

sampling technique . From point of view of th e subject unde r study the whole 

populations of the reside nt a nd business community a re the target of the 

study. However, owing to broad ca tegory of the population that the study 

comprIses, it is difficu lt a n d time consuming to have complete list of the 

population. At th e sam e time proportionality does not add s ign ifica n tly to this 
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type of study. As a result, the study was based on purposive, non-proportiona l 

quota sa m pli ng techn ique. 

1.4.2. Methods of Data Collection and Data Analysis 

The m ethods or tools employed in collecting data were both quali tative and 

quantitative fro m both primary a nd seconda ry sources . Primary data was 

collected through s tructured quest ionnaire, semi-structure interviews and in­

depth interview. Th e secondary data was co llected from annual/periodic 

reports, different legis lations, ex penditure, budget and s trategic plan 

documents . 

The a na lysis of the data is descr iptive that co nsti tutes both qualitative and 

quantitativc data. Data co llected 10 qualitative a nd quantitative forms 

organized in such a way to reflec t the problem identified by respondents and 

the performance City Administration in reven ue collection a nd expenditure is 

an a lyzed by using simple average, percen tages, rates and m a rginal growth 

rates . The data utilized for municipa l revenue and expenditure analys is is the 

data tha t covers the years 1989 E.C Lo 1998 E.C. 

1.5. Significance of the Study 

Th e approac hes of deve lopmen t of thcse days are moving toward s decentralized 

decision m a kin g both in resource allocation and m a nagement of locali ties . 

Although there are a good number of initia tives in favor of decentra lized 

decision m a king and it is an age nd a of the day the experien ce of developing 

countries like Ethiopia is not commensurate with the dem and for it. From this 

poi nt of view it can be conc luded t.h at it is wide ly important to study the 

revenue ra isi ng effor ts and expenditu re ma nagemen t of urban local government 

like City Administration of Adama . Besides, this study is h elpful to enrich 

policy mak ing process in urba n finance and th ereby for sound implementation 

of local economic development. 
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1.6. Scope and Limitation of the Study 

At present, the City Administrat ion of Adama is restructured with status of 

urba n local gove rnment that consi s Ls of muni c ipal function and state function . 

With exception of some brief explanation about state funct ion when situation 

requires, th is s tudy does not consider state function. As a result the scope of 

th is study is limited to municipal function's expenditure and revenue analysis. 

Besides, wh e never "City Admin isl.ra ti on of Adama" is citied in this study it is to 

mean the whole urban administra t ion, but the analysis, facts and figures refers 

to the municipal function . 

Analysis of local government revenue and expenditure management is difficult 

in co untrics like Ethiopia where in ol'ganized data is in short supply . Lack of 

organized information is highly pronounced in City Administration of Adama 

especially data on expenditure is hard to find a nd sometimes it is d ifficult to 

make infercnccs from available da La owing to problems of reliabi lity. 

1.7. Organization of the Study 

Including th e introductory part, th e research IS orga nized in to s ix chapters. 

The introducto ry part presents the back grou nd, statement of the problem, 

objectives and resea rch meLhodology of the study. Chapter two covers 

lite rature rcvlew that is rela Led to local government fin a nce, revenue 

mobilization e fforts and expen diture management. Towards the end this 

chapter discusses the conceptual fra mework of urban finance. Chapter three 

discusses the Ethiopi a n experience. Urbanization in Ethiopia, Institutional and 

legal framework of local governmel1l with emphasis to Oromia region and 

municipal finance are widely reviewed in this chapter. Chapter four describes 

th e profile of the research area-the City Administration of Adama. Chapter five 

is devoted Lo empirical data a na lys is tha t consist of municipa l revenue and 

expenditure ana lysis . Towards th e e nd, this chapter dea ls with the fiscal gap 

or revenue expenditure balance of the city a dministration . F ina lly, Chapter six 

presents th e conclusion a nd possib le recommendation of the study. 
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Chapter Two 

Literature Review 

2.1. Fiscal Role of Local Government 

The importance of Public Finance has been growlllg with cha nge It1 

governmen tal s tructure and m anagement of the economy. The ever-growing 

popula tion and the economy activities both in urban and rural a reas natura lly 

dema nd th e growth in Pu blic Finance. Revenue of cities and government has 

to increase to meet the expendi tu re needs of governmental activities and the 

services delivered to public a t large. 

Sustaina ble development of the economy both in rural and urban areas 

depend s on adequate provision or Social Se rvices and infrastruc ture. However, 

these services a re scarce bo th in magnitude and coverage. Although a number 

of factors can be attributed to inadequate deli ve ry of these services, the m ajor 

factor is sho rtage of financial resources . According to Smoke (1 994) in addition 

to lack of fin a ncial resources th e cxis[Cnce of insufficient huma n capital largely 

affects the loca l governme n t or developing countries to effective ly generate 

revenue and provide a n a rray of se rvices . 

Th e involvement of private operator or p rivat ization of local public services may 

increase the efficiency in providing public services . However, ta king into 

account factors like e ffi ciency ga ins ob ta in ed rrom privatization, the ability of 

local governments to monitor the out putl performa nce and the introduction of 

innovation a nd competition by p rivatization, it is reason a ble to adopt some sort 

of public private partnership rather than full scale p rivatization (Smoke, 1994 : 

37) . The line of a rgument is that, s ince the level of private secto r in developing 

countries is as weak as local government and th e simple transfer of monopoly 

from public sector to private sector may not secure the benefits aspired; thus , 

wise and conscious adaptation or privatization is a li ke ly a lternative at lowe r 

gove rnment level. 
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The mainstream public Fina nce theory justifies in s u ch a way that government 

intervention is necessary on a llocations grounds where m a rket failures occur. 

Government interve n tion may hel p in [-egulating the economy so as to mitiga te 

the under production and over pricing o[ goods and services (Smoke, 1994:25) . 

Accord ing to Samuelson (1 954, 1955) cited in S moke, (1994) government 

intervention is to a ffect the income d is tribution. Government intervention in 

the economy is largely justified in provis ion of public goods whose optimal 

provision hampered by fa ilure of markets . In such a case a public sector 

delivery is required. Another argument that justifies government intervention 

is the stabil ization role required from the governmen t. Since the market 

econ omies a re not self regUlating, public management o[ monetary and fisca l 

policy is required fo r stabilization purposes . 

In general, government interventio n is justi fied [or effic ient allocation of 

resources when market fai ls; and th e [a ir di stribution of national resources 

necessita tes government intervention in distribution of income. Besides, 

stabilizatio n o[ the economy demands governmental intervention in areas of 

fi scal and monitory policy. Th e need for opLirna l a llocation o[ resources, 

income distr ibution and stabilizatio n pu rposes are the basic foundation for 

local public fina nce theory (Smoke, 1994:26-27). 

In appropriate structure fi nance a lways follow [unctions, not precede them. 

The fun ctio ns assigned to each leve l of gove rnments should n a turally be 

ma pped to appropriate revenu e and expend i ture assignments. The fisca l 

federalism theories assigned the primary responsibilities of stabilizat ion and 

di stribution to cen tral gove rnmen ts . The third function of the government i.e . 

allocation functio n is primarily a ss ign ed to local and state govern m en ts (Smoke 

1994 & 2001) (Bird 1993). Musgrave has ori ginally identified the fi scal role o[ 

governmen ts (Fisher, 1987). AccOl-d ing to Musgrave R. (1959 :5) the three 

t raditional economic [unc tions o[ governm ents a re : 

1) Maintain eco nomic stabilizatio n 

2) Altering the distribution of resource 
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3) Attaining efficient a llocation of resou rces 

Stabilization policy refers to the role of government In maintaining 

employment, price stability and economic growth using fiscal and monetary 

policy. As Smoke (1994:26) puts it, the prime responsibility for stabilization is 

assigned to the central government owing to the fac t th at such activities a re 

macro economic in nature. Thus, it might be difficu lt to be handled by state 

and local governments. Instruments of s tabilization fu n c tion such as monetary 

and fiscal policy a re beyond the reach of local governments; and assigning su ch 

a policy to local governments might be counter-productive to stabilization . The 

question arises whether the collective fiscal decis ion s do h ave impact on macro 

cconomic cond itions. In this regard Fisher (1987:21) argues, although sub 

national governments do not inOuence the aggregate demand in thei r local ity, 

their collective decisions do have an impact on macro economic conditions . 

However, aggregate fiscal impact 01' a ll local governments m ight a lter the 

position of local government in determining the stabilization policy in a 

situation wh et'e there is high degree of financi a l autonomy, developed local tax 

structure and re lative importancc of' decentralized governments in the national 

economy. In oth er words, the enhanced role of local governments In 

stabilization policy will depend In variety of factors, wh ich may not be 

attainable easily (Smoke, 1994:32). 

According to Fisher ( 1987 :22), Dis trib ution pol icy refers to the ro le of 

governmen t 111 obta ining and ma.in tai n in g a fa ir Income or resource 

distribution. Con ceptually, the di stributional policy very much related to 

stab ilizatio n policy. The othe r line of argument is that the central function of 

governmen t is not simply to provid e services but a lso to manage conOicts 

through rcdistribute policy. Thi s task can be best handled by central 

government. Many explanations can be identified for this argument. First it is 

only th e central government that can best redistributive resources from 

wealth ier to poorer jurisd ictions. Secondly, d ifferentia l local redistribution 

programs could create problems if facto rs of production are mobile; Third, local 
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governmen ts Lcnd to have access to th e revenue sources that may be difficult to 

levy progressively with respect to income (Smoke, 200 1 cited in Inanga, E & 

Osei-Wusu 2004) . 

Local governments a re not in a position to affect redistributive policy owing to 

Lheir local com mand posiLion of Lhe ge neral cconomic conditions. Besides, a 

di stributive policy adapted by certa in local government or city m ay induce a tax 

exporting i.e. Lhose who taxed heavi ly might move to other cities or towns 

where such redistributive tax may not exist, and at the same time those who 

seek incentive from lower taxes migh t move to a city that adop t a redistributive 

tax. Thus, finally it can be argued that the intended purpose of redistributive 

policy may not produce sign ificant: impact at the local leve l (Smoke, 1994:33; 

Fisher, 1987:25). 

The allocation role or policy is largely assigned to state and local governments . 

The rationale for assignment of allocation role to local governments emerged 

where failure of markets occur in clTiciently a llocate goods and services . At 

macro level u sually markets effic ienLly allocate resources . In abscnce of 

m a rket the role of providing goods and services and thereby to allocate 

resources efficiently res ts on government. The question arises as to what level 

or types of government - fede ra l, state or local that shou ld take such 

responsibili ty. [n words of Fisher (1987:22) "It is not surprising that the focus 

of economic analysis and research has been on a llocation ro le of sub national 

governmenLs their role, method and effectiveness in directly providing goods 

and services". 

Th e resource a llocation fun ction has a n appropriate role, if it is assigned to 

lower government level. The allocative ta sk of local government is crucial 111 

that, since the demand for public serv ices is not likely to be uniform spatially, 

local governments a re best leve l of government to provide service to its 

residents with what they want and are willing to pay i. e . ensuring allocative 

efficiency. Th is implies that , therc may be misallocation of resources if services 
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are provided uniformly across wide geogra phic areas. Welfa re gain s co uld a lso 

be enhanced in decentralized level of government, s ince res idents ill. different 

jurisdiction s could choose different mixes of goods, services and taxes that best 

suit thei r preferences .(Smoke, 1994:28; Inanga, E & Osei-Wusu, 2004:74). 

2.2. Fiscal Decentralization 

Decentralization becomes the agenda both in developed and developing 

countries nowa days. The forces behind the urge for decentralization are many 

a nd complex. The process of decentra li zation resu lts in s hift of significant, 

administrative a nd politica l authority to states and local governments. 

National governments are increasingly shifting many functions to local 

governments in expectation of add itional resources can be mobilized . Thus, 

the local revenues and local expendi tures a re likely to constitute a n 

increasingly impo rtant component of t.otal public sector activity. According to 

Bird & Vaillancourt (1998), many developing countries are turning to various 

forms of dece ntralization as one possible means of overcoming ineffective and 

inefficient governance, macroeconomic instability and inadequate economic 

growth. 

At the local level three varieties of fisca l decentralization may be identified 

which may co rrespond to independent decision making exercised. First, 

decentralization means the dispersion of responsibilities from central 

government to regional branch offices or local administra tive units. Second, 

delegation rcl"ers to a s ituat ion where local government acts as an agent for 

central government. Third, devolution refers to a situation in which not only 

implementa tion but a lso the a utho rilY to decide what is done is in the ha nds of 

local government (Bird & VaillancoUl-t, 1998:3). Decentral ization could occur 

in three forms mentioned above; however, the true not formal decentralization 

Illor-e likely rests on devolution. Decentralization can be viewed from top down 

or bottom up perspectives. The bottom-up approach emphasizes political 

values such as improved governan ce in th e sense of responsiveness and 

political pa rti c ipation, and allocative efficiency in term s of improving welfare . 
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Whereas, in top down perspective the rationale for decentralization is to ease 

the burden of the central gover nment or to achieve the goals of central 

government (Bird & Vai llancourt, 1998:3) 

2.2.1. Revenue Assignment 

Revenue assignment is the central aspec t of fisc a l decentralization. The 

theories of public fi ance suggested that governmen t [unctions in finance is 

expressed in su ch a way that in one hand it co ll ects revenue and ill. other hand 

it spends what it collects i.e. expend iture. The expenditure role of the 

governmenL is the derivative of revenue collection . Revenue collection 

emanates from the authority obta ined by the law . Thus, ill. ass igning revenue a 

proper care should be followed. Nonetheless, it is not an easy business. Bird 

& Vaillancourt (1998:5) a rgue that the risk is greatest when revenues a re 

decentralized without adequate steps being taken to ensure both that local 

revenue mob ili zation is maintained Gln d tha t local authorities are capable of 

carry1l1g the corresponding expenditure responsibi li ties. International 

expenence reveals th at if countries decentralize more revenues than 

expenditure responsibili ties local revenue mobilization effort will decline and in 

addition macro economic imbalances may occ ur. On the other hand, if more 

expenditure responsibili ties a re deccntralized rather than revenue, the local 

governments may compete for more in ter-governmental tra nsfers or more loans 

or both. Russian Federation often cited as an example of more expenditure 

responsibiliti es decentr a lization and coun trie s such as Colombia, Argentina 

and Brazil a re frequently cited as examples of heavy revenue resources 

dccentraliza tion (Bird & Vaillancourt 1998 :5-6; Bird, 1999). Heavy or excessive 

revenue decentralization is often cited as poor examples of decentralization. In 

such cases decentra lization not only fail to improve local service de livery, it 

may even risk national destab ilization (Bird, 1999 :23). 

The above discussion forces us to qucstion as to what type taxes a nd revenue 

should be a ssigned to mul ti level government structure. The correct revenue 

assignment may not be an easy task; it is rather controversial in practice. The 
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theories of fi scal decentralization however, s uggest two ba s ic principles of 

a ssign ing revenues to sub-na tiona l governmen ts. They are: 

1) " Own sources" of revenue should finance, at least for richest sub -

national governments, a ll loca lly provided services, which primarily 

benefited local residen ls . 

2) To greatest extent possible the sub-national revenues should be 

collected from local res id e n ls on ly in rela tion to the benefi ts they receive 

from local services. 

Th e question of whic h level of government should tax what has not ye t fully 

resolved in practice . Howeve r, theori es of fi scal decentralization suggest that 

th e local governmen ts/municipa lities shou ld be assigned to those taxes 

collected or levied on immobile bases and whose burden cannot be exported 

out s ide the municipal jurisdiction. On the other h a nd taxes that a re colleted 

on mobile bases a nd taxes that a re u neven ly distributed ove r space sh ould be 

assigned to the higher levels of government. Oth er ideal a ttributes to local 

ta xes includes : 

1) Loca l taxes should be a dequa le to local needs and 

Sufficiently buoyant over time 

2) Local taxes should be predic ta ble and stab le over time . 

3) The tax should be easy to administer it efficiently and effectively 

4) The lax base s hould be visible to ens u re accoun tability . 

(Bird & Vaillancourt, 1998 :1 1; Bird 1999 :1 5 ; Ba hl & Linn, 1992 :71-73) 

2.2.2. Expenditure Assignment 

Th e clea r p icture of fun ctiona l j uri sdiction of each level of government shou ld 

be the prime motive in de terminin g the financia l requirements of local 

governmen ts. Functions assigned to Federal, inte rmediate / regional and local 

governmen ts n ot only determine th e fi nancial requ irements but also revenue 
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assignment, revenue sharing and intergovernmental transfers. Expenditure 

responsibiliti es are classified in two major widely accepted principles: 

They are: 

1) The dimens ion of benefits derived 

2) The spill over effect 

In the form er principle expend iture responsibiliti es whose benefits are confined 

to local jurisdictions and for which there is a preferential scale of preference 

should be ass igned to local governments. On the other hand, expenditures 

whose benefits extended to a larger jurisdiction an d for which preferences are 

largely uniform should be assigned to higher levels of government. In the latter 

principle i. c. the spill over effect, expend iture responsibilities with negligible 

spill over beyond local levels considered as local. Likewise, those with 

spillovers from local to regional levels considered as intermed iate or regional; 

and those with significant inter-regional spill over con sidered as national or 

federal (Break G, 1992; Mathur P., 2001) . 

In reali ty the major role assigned to local governments especially that of 

municipa l governments, is to provide goods and services whose benefits a re 

geographica lly limited . Nowadays, mLiI1icipalities are made to assume greater 

functional role that at earlier times ass igned to higher level of government, 

which implies that the benefits of some of these respons ibilities may not be 

confined to boundaries of municipalities alone. With changing expenditure 

assignments the ideal fun c tions of municipaliti es looks like : 

Core Functions 

• Roads a nd bridges 

• Water supply for domestic, industrial and commercial purpose 

• Public health, sanitation and solid waste management. 

• Publi c amenities including street lighting, parking lots, bus s tops and 

publi c convenie nces. 
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Welfare Functions 

• Safeguarding the interests of marginalized group of society e.g. 

handicapped and mentally retarded 

• Slum improvements and up grada t ion 

• U rba n poverty a llevia tion 

• Promo tion of cultural, Educational and aesthetic aspects. 

Develo pmental Functions 

• Urban p la nning includ ing planning for social and economic development 

• Regulation of land use and cons truction of building. 

• Urban agriculture including Environmental protection aspects 

• Vita l sta tistics including regi s t ra tion of bir ths and deaths. 

• Regula tion of s laughterhouse and tann e ri es. 

(Mathur P.200 1 :65) 

As described above, finance should follow functions not precede them.; the 

expenditure assignments s hould consider the revenue a s signments, revenue 

sharing an d other financing mechanis m s of urban local government. Indeed, 

the law gives power for expenditure responsibilities as revenue assignments. 

However, as experience of many deve loped and developing countries reveal 

expenditure responsibil it ies a re not binding a s those of revenue assignments . 

In other words, the revenues of dece ntralized level of gove rnments must be 

collected accordingly . But, the resource a llocated to meet the expenditure 

responsibilities may not meet or fulfill the tasks decentralized to each lower 

levels of government. The out come of which is highe r verti ca l imbalance (Bird 

&, Vaillancourt, 1998:ll; World Bank, 2001:1 3). 

In some countries higher levels of governments transferred their function or 

responsibilities without commensurate increase in grants or inter governmental 

fiscal tran s fers . This is one of inappropriate desig ns of expenditure 

assignmen ts . The class ical example in th is regard is Russian Federation . 

Municipalities/ Local governments in I<ussian Federation spend almost half of 
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their time ca rryi ng out the functions of higher level of government with no 

funds to fin a nce the m coming from state a nd federa l governments (so-called 

unfunded f ederal mandates) (Chernivaskii A. &.Var tapetopv K, 2005). 

2.2.3. Inter-Governmental Fiscal Transfer 

Inter-governm ental fiscal t.ransfers remains to be the important element oj' local 

government finance as long there is a gap between expend iture requirements 

and reven ue-generation capacities . Countries implementing decentralization 

from perspect ives of devolution, deconcentra tion and delegation utilized inter­

governmen tal transfer to determ ine their inte r-governmenta l fiscal relations . 

Trans fer could be seen in broader context, i t is the part and pa rcel of complex 

political, economic a nd administrative system. Thus , its design, role and 

effects can be understood in the specific institution a l context in which it 

opcrates (World Ban k, 1996; Bird, 1999 : 1-4). lnter governm ental fiscal transfers 

could be u sed: 

1) To rill the gap between own source revenue and expendi ture 

responsibi lities of local government i.e. to cover the fi scal imbalance . 

2) To offset or fill the gap of fi scal capacity differences among local 

governments i.e. LO mee t na tional red istribution obj ectives-transfers may 

be dcsigned to equa lize revenuc efforts, expenditure leve l or outcomes in 

terms of service provided 

3) To encourage local expe nditure on goods and services that may have 

positive exte rnali t ies i. e . pri c ing exte rn alities . 

(Bird, 1999 :1 5- 18; lnanga, E & Osei-Wasu 2004:91; Bird & 

Va il lancoart, 1998 : 15). 
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Inter governmental fiscal transfer, can be seen from wh at it serves, it is la rgely 

a function of central or regional governments . This implies that it is a 

dislributivc role of fiscal deccntralizalion i.e. functions that involves securing 

adjus tmen ts in dis tribution of income and wealth . In other words, the 

principa l responsibi lities for distribution that was assigned to central 

governments is shouldered by in ter governmental fiscal transfers . 

The firs t task of fiscal tram;fers is lo fill the gap of fiscal imbala nce. As long as 

difference exists in elastic ity of expenditure and revenues assigned to difference 

governmen t levels, there a lways re-emerges the problem of ver tical fisca l in 

balances. This situation holds tru e even for richest localities where own 

revenue ca n be expanded as level of expenditures . The gap between 

expenditure and revenues might be closed by increasing revenue, reducing 

expe ndi turc, transferring expend ilure function up to the level with more 

revenue or down to the level with more expenditure s a n d las tly by transferring 

centrally collected revenues to local governments. In a lmost all countries that 

undertook fisca l decen tralization the alternative of t ra ns fe rring portions of 

centrally collected revenue dominates in inter governmental fiscal lraIlsfers 

(Bahl & Linn , 1992:472; Bird, 1999:1 6; Bird & Vaillancort: 28-29). 

The other task of fiscal transfer is ach ieving horizontal fi scal balance or 

equal ization. It is assu mes that the gap fillin g aspect o f equalization might be 

ha ndled by equ alizing revenues to actual expenditures at each local 

governmenl. The equalization task ignores d ifferences in local preferences and 

capacities both ill. revenue generation and expenditure implementation . On 

other hand, equalization of expend itures di scourages both local revenue ra is ing 

effort and local expend iture reduclion progra ms. Ji'or instan ce, equ alization 

m ay not be compatible with "h ard constra int budget" a pproach of local 

governmenls' expe nditure management. 

In intergovernmenta l fi scal transfers the importan t issue is its design. There 

arc three aspects of in tergovernmental transfers I. e. the amount of 
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distributable resource , the bases for distributing t ran s fers and co nditional ity, A 

good system of inter governmental transfer is one that h as the characteristics 

of stability and flexibility , Th e better way of achieving stability for local 

governments and flexibility for central governments can be obtained when the 

total amount of money to be tran sferred is designed as a fixed perce ntage of 

central government revenues . Oncc the pool of resource is determined the 

important question to be raised is the basis for transfers, In most of the cases, 

how much to be tran s ferred to lower level of governm en t is determined by need, 

capacity and effort, Capacity a nd efforts a re d ifficul t to determine but always 

taken account by a formu la, whereas popUlation a nd type or category of local 

governmen l used as adequate proxies to determine needs , Conditionality in 

transfer many not be ra ised in approach of devolved decentralization, However, 

some degree of cond itionality is required to increase m eeting some degree of 

nationally determined goals such as education and h ealth (Bird, 1986; Bird, 

1993:216; Ahmad, E" 1997), 

2.3. Local Government Borrowing 

Local governments borrow money pri marily to finance capital projects such as 

schools, roads, water electricity and sewerage system , The poss ible sources of 

loan fina nce could be bond markets or financial institutions , In Developing 

countries like Ethiopia where there is no bond markets th e likely sources 

would be private investor and fin ancial institution s, In a developed county 

where there exists a so und institutional and legal framework, municipa l 

borrowing constitutes a good part of local governme nt fin ance , 

Accordi ng to Fisher (1987:234) in 1985 alone state-loca l governments in USA 

spent 80 billion USD on Capi tal goods , The outstand ing debt figure on the 

same year was close to 659 billio n USD, which amounts to about 2700 USD 

per person, Such a mount of outstanding debt ra ised the question of easy a nd 

immediate a pplicability of local government borrowing in developing counties, 

Viewed from perspectives of macro economic stabilization, the limit to sub 

national borrowing has been favored by theories of fis ca l decentra lization , 
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Some furth er argued that since macro stabilization is the function of national 

governmenl, policy ins t ruments such as borrowing should be assigned and 

kept under strict control of na tional govern ments (Bird & Vailancourt, 

1998:6&167; Pola Giancarlo et a i, 1996:237). Countries like Switzerland puts 

loca l governments/ Comm.unes borrowing under strict control of 

Cantons/regional governments by adopting balanced local budget policy. This 

implies lhat local governments musl conduct their fiscal affairs under a more 

restrictive budget constraint than higher levels . Borrowing is res tricted to 

amount of project out lays for in vestment items in the capital budget (Pola 

Gi a ncarlo et ai, 1996:234). 

If the local finance system is well -designed the higher level of governments 

may not appear to require specific controls on debt. But, such a system is 

lacking in developing countries . Besides, the experience of loca l governments 

raising loans had not been happy one . Most of the loa n taken by local 

gove rnmen ts when there is a failure to repay had been bailed out by state and 

n ational government. Bankruptcy 01' local government has never been an easy 

task . The experience of sub nation a l gove rnments borrowing, as result, is at 

variance with market principles (Word Bank, 1988; Fisher, 1987:239). 

However, with growm g fun ction s of local governments and with increase in 

demand for public services especially that requires capital investment, the role 

of borrowing in local government finance has to be revisited. Public services 

such as road, water, electricity education and health require huge investment 

that necessitates a mix of funding schemes including local borrowings. On the 

other hanel, institutional and lega l fra mework arrangement, enhancing the 

credit worthiness of local gove rnment through strong own-revenue mobi lization 

effort and gu ideline on the s trict usc of borrowed fund are the measures that 

have to be undertaken to u se borrowed fund financing. The institu tion a l and 

legal framework arrangements should lay a grou nd for collateral, repayment 

terms, inte l-est charges, credit ratin g mechanisms and ri sk assignment (I nanga, 

E & Osei-Wusu 2004: 102). These a re the most important variables that could 
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be conside red in fund ra lsmg through loans. The m agnitude of own source 

revenue is a pre requ is ite fo r co ll a te ral whereas c red it ra tings are the factors to 

assess the local governments ability to repay the loans on maturity . 

A well developed capital ma rkets are lacking in deve loping countries. In face of 

thi s reality it is advisable to establi sh local gove rnment credit ins titutions. The 

institutions would facilitate local government borrowing. One way of enhancing 

th e availability of loa n to local government financ e is to create municipal 

development fund (MOP). The MOPs can help in ra is ing additional funds for 

public invcstment a n d improve thc u se of resources by a dopting strict 

appraisal crite ria of funding req ues ts and monitoring a nd eva lua tions on the 

u se of fun ds (World Bank, 1988: 164) . A debt threshold a nd cred it limits a re 

among th e regu latory e nvironment that shou ld be adopted for financial health 

of local governments. 

With regards to th e dcvelopment o f munic ipa l capita l market aspect, as the 

experience of developed countries reveals general obligation bond and revenue 

bonds a re more appropriate for implementation in developing countries. Thus, 

based on m crits of such types of bonds and on their importance meeting policy 

objectives for instance general obligation bond cou ld be used for financing 

education and health; a nd revenue bon ds cou ld be sold to fina nce revenue 

gen erating projects Wisher, 1987 :238; Inanga, E & Osei-Wusu 2004 : 104) . 

2.4. Revenue Mobilizatio n 

Revenue mobilization is a problematic fun ction for most of loca l governme nt in 

many developin g countries (Smoke , 1994: 182). Smoke furth er argu es that: 

Even when a basic revenue expenditure correspondence seems to exist there is 

no guaran tee that sufficient revenue will be gen erated to cover boosts of 

services prov Ision. In prac tice a good correspondence require that tax rates, 

license fe es a nd user c ha rges be set on rational bases and regula rly revised 

which is not the case in Kenyan authorities. 

It is said that taxes a re the costs of services. However, close examination of 

local autho ri ty finance reveals that there is a loose correspondence between 
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service delivery and user fees and charges. According to Smoke (1994:51-55) 

the reasons why there is deficit in providing services are: 

1. Charges are set too low to cover services owing to poor planning and lack 

of guidelines and standards 

2. Costs to some of services are excessively high due to poor production 

over supply of workers and un planned salary increase. 

3. Surplus revenues generated by some services over the years were applied 

to offset the general account deficient while expansion and maintenance 

of services are largely neglectcd. 

4. Deficiency in revenue collection. 

Revenue diversification and efficiency in revenue administration /tax collection 

have diverse experience but dominated by lack of meaningful practice in great 

many developing countries. But, local governments which are often under 

utilized may have significant untapped revenue potential that can make an 

important contribution to national resource mobilization (Bahl & Linn, 

1992:47; World Bank, 1988:81-83; Smoke, 19945 1-55). 

According to Price W. Coopers (2000) there are large differences in the financial 

autonomy of local governments cxpressed in own revenues. Some local 

governments in OECD countries raise between 70 to 80 percent from own 

sources, while others are highly depend on central government allocation. 

Sources of own revenue for most local government in OECD countries are: 

• Property taxes on buildings and land (mostly in Anglo-Saxon and south 

European countries) 

• Personal income tax (in Scandinavian countries and Germany) 

• Corporate Income tax (in Germany and some of other European 

Countries (Price W. Coopers 2000) 



Local govern ment revenue in African Countries IS raised form government 

a llocations and locally raised reven ues. ln te r- governmental tra ns fers or 

a llocation torm centra l governmen t Cl ccounts for 72% o f local a uthority budge t 

in Ta nzani a, 78 .6% for Uganda, 11 % for South Africa and 26% for Kenya 

(Common Wealth Local Government Forum 2003 (b) (c) (d) & (e) ;Lewa and 

Devas, 2004) . The best expe rience in major share of locally ra ised revenue 111 

Africa n local government finance is South Africa. In South Africa local 

governmen ts raise 92% of their rcvcn ue locally . There a re la rge d ifferences 

between local governments ra ngin g trom 67% in smaller a uthorities to 87 in 

metropolitan authorities m ajor sources of revenue were (based on fiscal year 

2002/03). 

• Utility fees 45 .5% 

• Property tax 20% 

• Intergovernmental transfers 11 % 

• Service council levies 7% 

• Others inc ludi ng, s c rvice c ha rges fees & fin es . 16.5% 

(Common Wealth local Government Forum, 2003c) 

The expericnce of other African countries is largely where transfer of funds 

from centra l or Fede ra l government dominates the local governmen t finance. 

The Botswana and Ugandan experience revea l some fac ts on experience of rest 

of Africa n co untries. In Botswan Cl, local Authorities own source revenue is 

extremely limited; they depend largely on cen tral government support grants. 

Although the recurrent expenditure of local gove rnment has been groWll1g 

steadily, th ei r own independent sources of revenu e a re limi ted . The support 

grant represents two-thirds of the recurrent budget of urban councils and more 

th an 90% of districts council (Sharma, 2002 : Common Wea lth Local 

Government Forum , 2003a). Similarly, Ugandan local Authorities Il1come IS 

generated form government a llocations and locally ra ised revenues . In urba n 

a reas, municipalities set their own taxes. In Uganda , loca l governments only 

levy taxes a nd non -tax reve nue source presc ribed by the parliame nt. Ma in 

so urces of revenue were (based on fiscal year 2000/01) 

• Inte rgovernmental grants 78 .6% 

24 



• Property tax 1.3% 

• User charges 0.3% 

• Other 8.3% 

• International donors 7.5% 

(Con men Weal th , Local Government Porum 2003 e) 

In Africa, despite recent and maj or centra l government tax reform , local 

governmen t taxes h ave remained unch anged. (Smoke and Ba hal, 2003) 

(Wunsch, 2000) (Olowu, 2001). Recent stud ies show that m a ny local taxes 

have disto ning effects on resourcc a llocation decision and inhibiting effects on 

the s tart up of new enterprises . In a ddition the level s and types of taxes often 

result in th e tax burden falling more on the poor tha n on the relatively better 

olT in local communities . 

A widely fou nd characteristic of local government revenue system in Africa is 

th e huge number of reve nue in strument in use . The complicated and non­

tra n sparent local governme n t tax is costly to adminis trate and it facilitate 

miss-manageme nt. Owing to lack of capacity a t a ll levels of government there is 

little or no co-coordination with respect to taxation. Widespread tax resistance 

is observed in many local gove rnmen ts . As a result, loca l government resorted 

to hcavy physical coe rcions to ensure com pliance . Tax literacy and 

tra nsparency in tax system is a recent phenom enon in many Africa n countries. 

Roadblocks ma nned by local mi litia or police village-by-village inva sions a re 

freq uently u sed as m ean s of tax enforcement (World Bank, 1988:100). 

What can be leaned from local government fin ance in Africa are: 

• In most African Countries with exception of South African local 

governments are heavi ly depc ndent on central government a llocations . 

• Revenue sources for local gove rnments constitute the mllllmum 

percentage of local fina nce . Besides, narrow tax base and outda ted 

means of levy are prevalent in great ma ny local governments. 

• Com mon known problems in tax and rcvcnue administra tion exists a ll 
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In Ethiopia Urban local govel'nments generated their income from the 

sources: "block grants" for state functions a nd own reve nue generated from 

taxes, local services and charges . The inclu sion of state functions in 

Ethiopia urba n local government system is the recent origin in the history of 

the country . Block grants accounts for 55 .3 % of the total budget of 17 

municipa lities surveyed for Be nch m arking purpose in the year 2005 

(MoFED & GTZ, 2005). Table 4 s hows sources of revenue for selected u rban 

local governments. 

Table 4 Sources of Actual Revenu e of Selected Mun icipal ities (in million of birr). 

Munic ipality Tota l Block Own Loans/ Grants 
Name Revenue gra nt reven ue 
Bahr Dar 22.58 9 .82 12 .68 
Dessie 2 1.66 13 .58 8 .08 
Nekem t 8 .97 1. 64 7.33 
Weliso 6 .1 4 2 .73 3.40 
Mekele 34. 14 0.46 33 .68 
Adwa 9 .82 5 .17 4.65 

Sou rce: BoFE!) & G'I'Z. 2005. Page 93 

The current composition of loca l governmen t reve nue I S expla ined by local 

practices ra ther tha n legal regulations . There is no much difference among 

regions in this revenue composition. 

Revenues from land both la nd tax and lease income is the mClJor sources of 

reven ue in most of local government in Tigray, Amhara a n d Southern Nation 

and Nation a li ties Peoples Regional States (UD CBO & GTZ- IS, 2005). There is 

diffe rence 111 regIOn s regarding land based revenues . For ins tance, 

municipal it ies in SNNPRS re ly very much on la nd base revenue while the state 

of land tax in Oromia municipa li ties is lower. Land based revenues (land rent 

land lease &, bu ilding tax) accounts for 50% of SN NPRS total municipal revenue 

(UDCBO & GTZ- IS , 2005: 15) 
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Land lease is a new form of land usc fee thaL a ppea rs as the mam source of 

revenue fo r local governments . Land leasin g is ad ministered by land lease 

holding proclamation. Lease paymenLs are typ ically stretched out over 40 to 70 

years. Howeve r , it is highly vola tile so urce of revenue . Thi s type of revenue is 

characterized by temporary su rge and a declining trend as the time goes by. 

As a result, the revenue collected from land lease has been allocated for long 

term development projects ra ther than usin g it for recurrent expenditures 

(UDCBO & GTZ- IS, 2005:15; Peterson E.George, The urban Ins titute, 2005) . 

Business license fee and different service fee s a nd c ha rges a re other important 

sources of income for urban local governments in Ethiopia . The highest 

contribution in th is category comes fro m bus iness license fee and technical 

se rvices use r charge. Techn ical scrvices include technical in spection, building 

plan a pprovals , house plan permits a nd building a pprovals. Technica l services 

are the m ost fl exible revenue titles to market prices. Table 5 summarizes the 

pattern of municipal own sources of revenue for selected municipalities in 

Tigray and Am ha ra Regional S tates. 

Table 5 ToLa l Municipall:Zevenue & Selected Sources, 2003/04 (in Birr & %) 

Sources of revenue / Mekelle Aidgrat Bahir Dar Gondar 
Name of Municipal ities 
Tota l reven ue 20 .82 4.45 13.24 11.25 
Land lease % 24 .. 2% 21.5% 45.3% 42.3% 
Land ren L % 27 .3% 18. 5% 9.4% 18.9% 
Business license % 6.0% 7.3% 7 .9% 6.9% 
Technical service % 24.4% 11.7% 6 .6% 4.7% 
Live stock charges % 0 .2% 0.5% 0.5% 0.6% 

Source: Peterson E.Georgc, The u rban in stitute, 2 005. page 7-8. 

In Ethiopia the system of la nd rents and building tax which is commonly 

known as wall a nd roof tax has been taken as one common form of property 

taxation . For effective property taxaLion the market oriented valuation are the 

necessary requirements. However, ma rket orienled valuation a nd fiscal 
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cadastre are lacking in the hi s tory 01' property taxa tion in Ethiopia. The major 

problem of property tax is va luation . Ethio pia is no exception in this regard. 

Specifically, the problem valuation is highly manifested in building tax. Since 

its implementation the building tax has not been contributed s ignificantly to 

municipal revenue owin g to the d iffi cu lt task of imple menting proper valuation. 

Lack of practical cadastre is a lso a nother factor that hampe rs efficien t property 

taxation. POI" instance, Mckelle a nd Bahir Da r have been attempting cadastral 

development for m any years but can not produce cadastre that could be 

utilized for property taxation purpose (Peterson E.George, The urban Institute, 

2005:19) . 

The level o f own revemJ e generation of munic ipa lities in Ethiopia is by far the 

minimum even by African standard. Por instance, on average the annual per 

capita revenue collected in Ga mbella Municipa lity is US $ 2 .00, US $ 3.00 In 

Dire Dawa , US $ 5.00 in Awa ssa a nd US $ 7.00 in Bahir Dar. These figures 

a re significantly lower than the average per. Ca pita revenue for Africa (i.e . US$ 

15). The compa rison of Ethiopia n mu nicipa lities' average per capita revenue 

collection with Asia Pacific region (US $248 .00 per ca pita) and Latin American 

Region (US$252.00) reveals that d ramatically the lowest position of Ethiopian 

local governm ent's tax collec tion status (World Ba nk, 2002 : 12). The local 

revenue generation in Ethiopia face s the problems of: 

1) The tax ba se for important source such as proper ty tax and 

bus iness tax is small 

2) The fe es and tax rates tend to be obsolete and difficult to 

adm in ister. 

3) The collection rates a re poor and va ry from time to time. 

4) Tax enforcement mech a ni sms are poor a nd the legal procedures to 

support enforcemcn t is vcry weak 

5) Weak human resourcc capacity a nd incentive for enhancing 

pe rforma nce (World Ba nk, 2002 : 18) 
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The low level of revenue generation of Eth iopian mun icipalities can be further explained by 

magnitude of revenue co llected. For instance, the data co llected from 299 municipalities in nine 

regional states shows that only 26 (9 %) of them collected annual revenue more than one million 

Birr (S hewaye Tesraye& Wand imagegn G .. 2003 : I 0). Table 6 briefly describes the situation. 

Table 6 Ethiopia n Municipalities by Revenue Category (2002/ 03) 

:; 
ro '" 

OJ) 

Reve nue Category c :;: 0 c ro ro til Co ro 0 ro N 
" '" Q ]0i 

~ % (Dirr) c 0 Co s::'- .;: {3::l0J 0 til .c 0 ro >, 
6 f-~ .c !': ro .;:: 60 60 6 " M " E Co 0 

0 o " 
.:: E OJ) ro v ;:l 0 Co roO 

if) if)OO 0 < < E= :r: l'Q o~ 0 os::'-

Less tha n 
2 11 1 4 1 62 81 27 - - - -

100,000 
100,001 - - 6 - 20 - 10 - 1 37 - 74 25 
200,000 
200,001 -

8 - 18 2 11 41 2 82 28 
500,000 

- - -

500,001 -
2 - 4 - 5 - 5 16 5 

700 ,000 
- - -

700,001-
6 1 12 19 6 

999 ,999 
- - - - - - -

Over 1,000,000 1 5 1 6 - 7 1 - 6 - 27 9 

Total 1 29 I 59 3 38 1 2 163 2 299 100 

Source: Sh ewaye Tesfaye & Wanclimegegn G., 2003, page16 

As the above table indicates, Ethi opia n mu n icipali t ies are no t capacitated in 

terms of adequate revenue. Accordingly, out of the tota l 299 municipalities 52 

% or 155 in nu mbe r collect annua l revenuc less tha n Bi rr 200 thousand , 

whereas the la rge majority i. e ., 237 or 80% collects a nnual revenue below Birr 

500 thousa nd. These show that particula rly, s maller munic ipa lities could not 

generate adequate reve nue and therefore are unable to rin a nce high costs of 

infrastructure a nd service provis ion. 

Per capita revenue and expenditurc reflect the share of serVIces th a t the 

resident expec ts from the by municipa lit ies . Seen from thi s perspective, based 

on data collected from 17 municipalities the average per capital revenue is 

stand at 14 US D or birr 131 whe reas per capita expenditure is standing at 44 
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birr or 5 USD. The ave rage per cap ita revenue a nd expenditure is the lowest 

when compa red with African ci ties. Table 7 de scribes this situation . 

Table 7 Per Capita Revenue and Expenditure of Municipalities (Birr) 

Municipalitie s Population Reven ue Expend itu re Per Capita Per Capita 
(2004) Revenue (Bi rr) Expenditure 

(Birr) 

Bah ir Dar 159,793 22,582,675 8,99 1,674 I'l l 56 

Dessie 161,554 21,666,762 6,689,530 134 41 

Lal ibella 14,45 1 534,000 293 ,1 09 37 20 

Woreta 25, I 'l l 443,196 443,196 18 18 

Nekemt 80,620 8,976,016 2,800, 144 III 35 

Weli so 43,443 6, 138 , 1. 28 1,633,522 141 38 

I\darna 2 18, 110 16,472,016 8,780,154 76 40 

Ambo 4 7, 14 8 5,786 ,593 1,859,242 123 39 

Mekclle 161 ,738 34, 145 ,238 9, 128,767 211 56 

Rama 7,479 1,016,012 547,212 136 73 

Wukro 27,322 6,87 1,014 1,598,704 251 58 

Adwa 40,789 9,826,049 3,459,689 24 1 85 

Alarnata 43 ,6 19 5,088,1 '17 1,524,118 117 35 

Dilla 58,337 3,3 18,000 2,566,049 57 44 

Durame 12,266 2,873 ,467 632,204 234 52 

Yirgalem 41,824 2,3 14,472 1,245,805 55 30 

Alaba Kuillo 26,117 3,660 ,759 736,1 55 140 28 

Average 68,809 8,924,256 3,113,604 13 1 44 

Source: MoPED &, GTZ, 2005 and City Admin istratio n of Adama, Page 93 &, 105 

2.5. Expe n diture Management 

The resou rce a t h a nd is a lways scarce compared with the needs of the 

economy. The refore, judicious use of resou rce becomes mandatory while 

making pu blic expenditure decisions . These decision s should take utmost care 

to avoid wastefu l u sage of pu blic funds. With increases in s tructures of 

government expenditure, it is more likely that inappro priate use of public funds 

may tend to increase in time. Thi s calls for a detailed scrutiny of expenditure 

requ irements and a scientific approach towards assessment of required 

expenditure (Bhatia, 2003). 
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In developin g countries where finan c ia l resource is highly limited a nd ever 

expanding needs for public service call for efficient and effective public 

expenditure management. The public expenditure has to be effective owing to 

th e fact that it has to produce th e maximum out put -services expected from 

governmental activities. Efficient because it has to address the question of 

maximum out put -se rvices ou t o f inpu ts (limited resource) at ha nd . 

The need for local governments' expenditure managemen t should emphasize 

expenditurc plan nin g, fin a ncial resource a llocation (budgeting) a nd its 

implementation, proper accounting and the propriety of government funds 

exccution. 

The main roles of public expe ndi ture management are : 

a) Relate expenditure decis ions to policy obj ectives and resources 

b) Ensu re efTici en tly and effectively in the implementation of government 

programs 

c) Re late all major dec isions to the state of national economy. 

(Premchand, 1983) 

Th e imporlanL aspect of public cxpend iture management is fi scal planning 

especially that of mUlti-year fisca l planning and its integration with budgeting. 

The integration of the deve lopment plan ning processes with budget processes 

is a significant issue fo r many countries . It is very common for countries to 

h ave development plans and fiscal objectives that do not actually drive the 

outcomes of budgetary processes. Many developing countries have budgetary 

and deve lopment planning cycles tha t are not well coordinated or are even in 

conflict with each other (World Bank, 1988: 120-12 1) . In principle, there is no 

reason why development planning s ho u ld be separate from the budget process . 

Ind eed, there are m any theoretical reasons for combining the two processes, 

including the need to meet the requi rements of financiers, who see such a 

combined process as a way of influe ncing prio rities , earma rking and keeping 

track of funds . 
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A good or pro pe r budge ting is th ut re lies on m ulti-year planning. However, the 

practices of budgetin g in ma ny deve lopi ng cou n tri es, as mentioned above , 

including Ethiopia a re la rgely at var iance with pla nning. Beautiful pla n s a re 

prepa red as a c u s toma ry prac tices but for several rea sons the pla n is often 

disregarded , when budget is prepa red i.e., pla n does not serve as guidance for 

resource allocation (World Bank, 1988 :1 23). It is expected that the budget 

a uth orizing bod ies i. e . the supreme offices of the government should approve 

the indicative pla nning figures for the next year before the fou rth qua rter of the 

present fisca l ycar in order to a pp rove the ncxt year's budget. However, this 

experience does not exis t in ma ny Afr ican coun tries including Ethiopia. Bu dget 

remains to be one of the tools for elTective fin a ncia l management and control; 

a nd for the b udget to serve as a tool for effec tive financia l management a nd 

control; it has to rela te resource a llocation with planning, budget execution 

reports and a udit out pu ts. 

Public expenditure reVlews yea rly conduc ted by World Ba nk on Ethiopian 

pu blic expcnd itures have ide ntified that th ere is weakness in planning and 

ma nagement both in Rcgions a nd in I"ede ral Government (Wurld Bank, 2001 b). 

Expenditure reporting sys te m lS oriented towa rds control rathe r than 

ma nageme nt. Besides, th ese fina nc ia l reports du no t se rve their fun ction s ince; 

they cannot produce timely informatio n for dec ision-making purpose. Financia l 

report or acco unts a re often so late o r so unreliable that they cannot serve as 

ra tiona l pu bl ic expendi ture pl a n ni ng o r mo n ilori ng. The account closure lags 

behind the t ime allotted for it. As a resul t, audi ting on fina l a ccounts lags 

behind thc t ime fixed by legi s la tion. For in s ta nce, 111 Oromia Regional 

Governmen t the delay in producin g audited re por ts on government's final 

a ccount took 3 yea rs (World Bank, 2001 b:93). Besides it is identified tha t the 

interna l audi t serves a s add itional laye r of con trol rathe r tha n a na lysis tha t 

reveals a non -valu e a dded func tion pe rformed by inte rnal aud it system. 
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Conceptually public finance at the local govern ment's level con s ists of two sub 

sectors i. e. urban finan ce a nd ruml finance. The rura l fin ance is not the scope 

of this study . The urban finance is composed of revenue an d expend iture 

componen ts . The urban finance is relatively wid er a nd more complex 

co ns isting of four major blocks know n as fi scal decentra lization, expenditure 

ma nagem en t, municipa l borrowing a nd revenue Administration . Each block is 

ma de up o f variou s components that de termin c its functional importa nce. 

The fiscal decentralization block contains revenue assignment, expend iture 

assignmen t and intergove rnmental transfer that determine the functional 

responsibilitie s and the taxing au th ority and level of revenue generation of 

urban loca l governments. The Munic ipal borrowing is destined to capital 

finance wh ich even tua lly e nriches the revenue poten tial of urban local 

governmen ts . 

Th e Revenu c a dministration and ~xpenditure management b locks are the 

curial elements of urban fian ce . The reve nue Adm inistration block consists of 

municipa l revenue a nalysis coupled with outputs of expenditure m a nagement 

u sed to dc termine the reven ue pote ntial. On other hand, the expenditure 

managemen t block con sists of municipal expend iture a nalysis and expenditure 

managemcnL. Thc Expe nd iLu re necd is largely determined by expend iture 

assignmen t a nd the out pu t o f expenditure plannin g a nd municipal 

expenditure a nalys is . Th e deLermination of both reven ue poten tial and 

expenditure n eeds will eventu ally determine the fiscal gap or the overall 

resource balan ce of a given urba n loca l government. A conceptual frame work 

or urban Fina nce is illu strated in figure 1 presented below. 
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Figure 1 Conceptual Framework of Urban Finance 
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Chapter 3 

Decentralization and Local Government in Ethiopia 

3.1. Urbanization in Ethiopia 

Litera ture ha s tmced the origin of u[-ba nization in Ethiopia back to the period 

of Aksumite Kingdom, but the cou ntry remain s to be among the least 

urba nized country in Africa (Tibebu , 2003). E thiopia is experiencing a high rate 

of urban growth tha t is in creasing with time. The a nnual population growth in 

urban centers is 6.58% and 6.5% fen the period 1967- 1984 and for the period 

1984-93 res pcct ively (Tcgegne and So lomon 1994 cited in Tibebu 2003). 

The urba nization rate h as also been increasin g rapidly [rom 11.8% in 1987 to 

13.4% in 1995 and is projected to be 18 .9% in 2020 (CSA analytical report 

cited in Tibeb u 2003). Besid es, th e process of urbanization in Ethi opia has a 

prima te city pattern. According LO Tibeb u (2003) Addis Ababa alone 

accommod a tes more tha n ';" o[ the total urban population and almost 14 times 

greater tha n the population size of the next larges t town of Ethiopia, Dire 

Dawa. Th e popu la t ion sizc of seconda ry town s such as Adama, Gondar, Dessie, 

Mekelle, Bah ir Dar, and Jimm a reaches from one to two hundred thousand. 

The res t 42 towns out of top 50 town s have a n average popula tion of 38 

thousand (CSA, a n a ly tica l report, 2004). 

Bascd on 1994 population and housing cens u s result, the popu la tion of the 

Oromia region is projected to be 2692 million s in year 2006,0[ which 13.02% 

dwell s in urba n a reas . 

35 



About 52.65 percent of the tota l popu la tion in the region is economically ac tive 

population (1 5-64 years old) 

while those above 64 accounts for 2 .8 percent and the rest assumed to be 

under 15 years which implies high dependency ratio on economically active 

population (BoFED ,2004). 

The nature and pace of th e process of urban ization is directly and indirectly 

influenced by many factors such as geographical factors, internal and 

international market forces, macro economic policies, legal frameworks, policy 

environment ctc . The effect of these factors in turn tend s to be different for 

d ifferent countries. In Ethiopia the provision of medical services, the decline of 

agricultural and land productivity, environmental degradation, disasters and 

civil war h ave pushed people to towns and increase the rate of urbanization 

unlike the case in developed countri es . 

The regional distribution of urban centers, besides to the primate eity 

phenomenon, demonstrates wide inle r region a l and intra regional disparities 

(MOFED & GTZ, 2005). For instance , Gambe la and Benishangul Gumuz don't 

have adequate urban cente rs both in te rms of popUlatio n size and number. 

Wereda-City governments benchma rking survey conducted by MOFED& GTZ 

shows some the general features of Ethiopian urban centers mentioned above. 

Table 3 describes this si tuation . 
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Table 8 Population , land size and accessibilily of selected 
municipalities (2004) 

Municipalities population Land Population Density 
Name Si ze(Sq.Km) 

Bahrclar 159 ,793 2 1 7609.2 
Dessie 16 1,554 20 8077.7 
Lalibela 14,451 10 1445.1 
Woreta 25,141 4 6285 .25 
Mean 90,235 14 5,854 
Nekemt 80650 32 2520.3 1 
Weliso 43343 II 3940.27 
Adama 2 18110 43 5072.33 
Ambo 47 148 16 2946.75 
Mean 97,313 26 3,620 
Mekele 161,738 24 6739.08 
Rama 7,479 5 1495.8 
Wukro 27,322 7 3903. 14 
Aclwa 40,789 7 5827 
Alem ta 43 ,619 7 6231.28 
Mean 56,189 10 4,839 
Dilla 58,337 1 1 5303.36 
Durame 12266 16 766.62 
Yirgalam 41,824 I 1 3802.18 
Alaba kulito 26, ll7 8 .9 2934.49 
Mean 33,97.l 10 3 ,368 

Source: MOFED & Gl Z. 2005. Pa ge 88 

These inter regiona l a nd in tra regiona l disparities have been served as urban 

development opportunities for the present government. The current 

government has underta ken economic reforms, justice and civil service reforms 

and implementing decentralization at different levels to attain sustainable 

development and reduce poverty (MoFSD, 2002). 

3.2. Institutional and Legal Framework of Local Government 

Regionalization in the form of devolution of power is a recent attempt in the 

history of lhe country. Developme nl plan of lhe past regimes were basically 

comprehe nsive or centralized multi sectoral plans prepared at the national 
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level. Investmcnt expenditure allocalions to projects and programs were made 

on the basi s of national a nd sectoral development efforts. 

The establishmen t of new government following th e fall of dergue regime m 

1991 has brought about some basic s hift in Ethiopia's system of rule. The 

constitution provides th e national regional governments to have legis lative, 

executive and judicial powers. For instance, 111 fiscal decentralization, regions 

are authorized to collect taxes, share revenue with federal government, and 

fully utiliz(; in budgel expendiLUrc covercd from finance by the regional 

government (MoFED, 2002 :7). With the a im of empowering the community at 

lower levels a nd mobilize resources for development, devolution of power and 

responsibility has been further extended to di strict (wereda) level. However as 

the government seeks to implement dis trict level of decentralization in relatively 

short period 01' time it faccs immense fiscal and institutional challenge (M oFED, 

2002: 140). 

The Regional Government of Oromia emerged with enactment of th~ s~lf-rule 

proclamation of No.7/ 1992 a nd p roclamation No. 33/1992 that provides the 

taxing power an d reven Lte sharing for regional governmen ts. For real ization of 

self -rule, taxing power and tax administration the region has passed a number 

of proclamations, regulations a nd guidelines . However, from perspectives fiscal 

decentralization within the region the maj or break through was not come into 

being until 1995EC. The taxing power and financial administration were 

further decentralized to Wereda (Acmaa) s ince 1995EC.Besides; the regIOn 

provided a proclamation to establis h urban local government with fu ll taxing 

power and financial adm in istration since 1996EC. Following with this 

dccentraliZ<.1Lion the budget rceipicnt c nlily of the region is d ivided into lh ree . 

The followin g ta ble shows the budget ITcipient entities of the region. 
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Ta bl 9 c d Bu tge t R cClplen t E ' n UtI es 111 R ,e 'l ona IG overnmen t f 0 0 romla 
Urban 

Yea r(EC) Regional Wereda Administration 
40 -Bureaux, Com m i s sions 

1995 Offices,etc 197 

1996 " " 197 
25-Bureaux , Comm i ss ions 

1997 OITiccs,etc 197 20 

2 5-Bureaux,Commissions 
1998 Ofrices,etc 200 36 

25-Bu reaux,Commissions 
1999 Offices,etc 248 36 

Source: Adopted from reports of BorED of Oromia 

With regard s to power, fu nctions a nd respon s ibilities, the regional level has 

major powe r and functions to de liver responsibilities . To formulate, and 

execute development policies and strategies; to adminis ter land and other 

na tural re so u rces based on Fcd e ra l laws a nd to enact and execute s tate 

co n s titution a nd other la ws a re a mong the power a nd fun ction s of regional 

level. Zonal administrations in th e region are not a decentralized unit, they a re 

cons idered as zonal arms to regional government to provide technical 

a s sistance to We red a s '. Their duties and responsibilities are mainly 

coo rd inating the aC Livi t ies of We recla. On oLher h and, Wereda and urban 

administrations are dece ntralized un its. We red a s have powers and functions to 

deliberate upon and approve plan a nd budgets of their respective Wereda; to 

en s ure the collection of agricultural income tax and land use tax and other 

taxes and fees as empowered by the la w. Bes id es , Weredas are also empowe red 

to uLilize revenues other than tho se that fail within th e domain of regional state 

(BoFEO,2005). 

The revenue a ssignment and expe nd iture responsibilities in the region are 

cha racte rized by low own revenue a nd h igher expenditure responsibilities . The 
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standard theory of decentralization, however, suggests expenditure 

responsibilities a nd taxes should be decentralized jointly. But, the experience 

reveals that responsibi li ties are more decentralized than taxes. Ethiopia in 

general and Oromia in particular is not an exception to this phenomenon 

(BorED, 2(02). The following table shows the feature and level of own revenue 

and expenditure responsibilities of the region . 

Table 10 Share of financing sources of regional Budget in Percent 
(1997/98-2006 /07) 

Budget Own Central Government Transfer Total 
Year I,evenue Treasury External Tota l Others Budget 

Assistance 
I~, loan 

1997/98 25 .6 6 1. 5 6.2 67 .6 6.7 100.0 
1998/99 24 . 1 64 .5 5.7 70.2 5.7 100.0 
1999/00 28.7 44.7 16.9 61.5 9 .7 100.0 
2000/01 22.8 55 .5 16.4 71.9 5,3 100.0 
2001/02 23.5 50 .8 13 .3 70.1 6 .5 100.0 
2002/03 19.2 56.2 16 .7 73 7 .9 100.0 
2003/04 22.4 66.6 7.8 74 .3 3 .3 100.0 
2004/05 20.8 61.2 7.2 6S.4 1O.S 100.0 
2005/06 17.5 74 .9 5.2 SO.O 2.5 100.0 
2006/07 15.8 78.2 4.02 82 .23 1.99 100 .0 
Average 22.04 62.01 9.94 71 .92 6 .04 100 .0 

Source: Compiled from Annual Budget reports of BoFED(1990·1999 B.C.) 

As can be seen from the above table the maJol' share of regional budget is 

financed by the Federal Government transl'er. In effect, what goes to Wereda 

depends on this significant source of regional budget which indirectly implies 

that Districts or Weredas are not immune to fiscal gap-Vertical imbala nce. 

The legal basis of own sources or revenu e of the region are two basic 

legislations mentioned a bove i.e. Proclamation NO.7 /1992 and proclamation 

No . 33/1992. According Lo these laws the sources of income for region are: 

a) Reven ues collected by taxin g power provided 

b) Grants from Federal Government 
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c) Domestic borrowing 

d) O lher sources of income 

The taxing power empowered by these proclamations a lso includes: 

a) In come taxes on the employees of the state and private employees 

b) Fees [or land use rights 

c) Taxes on incomes of private farmers and farmers incorporated m -

cooperative associations. 

d) Profit and sales tax on individual traders carrymg out a business 

wilhin their lerritories 

e) Taxes on income derived from private houses and other properties 

wilhin the state 

Profi t sales, eXCIse and personal lllcome taxes on mcome of 

enterprises owned by state. 

g) Fees and charges relating to licenses issued and services rendered by 

state organs. (BOPED, 2005:3). 

The above mentioned taxing pmw,r of the regIon have been decentralized to 

Wereda and urban administrations based on criterion of ownership of taxes, 

character of the tax base, dis lri bution of revenue sources and level of 

development; and effort and effic ien cy required to collect the revenue from the 

given tax base (BOFED, 200S:4).The taxing power or revenue assignment, 

expenditure responsibilities assigned to Weredas coupled with inter 

governmen tal t ransfer system to Wereda constitute the Wereda fiscal 

decentralization in Oromia regional state . 

The decen tralization process within the coun try presupposes the transfer 

system to the Districts/Wereda should fu lfill the requirements as having 

adequate legislature , executive and judiciary powers. So that, the forms of 

transfer resembles a block gra n t transfer system. In Oromia, the region tried 

to exercise the a llocation of block grant to Weredas since 1995 E.C. :and for 

Urban Administrations since 1997E. C. based on formula largely derived from 
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the Federal Grant Formula. The follo wing table shows weights given to formula 

u sed to a ll ocate regiona l in te rgove rnmental transfer to Weredas a nd urban 

admin is tration . 

Table 11 Weights givcn to Formula Indicators 

Weights (%) 
Indicators 2002/3 2003/04 2004/5 
Population 60 60 60 
Development level 25 30 30 
Own Reve nue ]5 10 10 
Total ]00 100 100 

Source: Bureau of Finance &, Economic Developnlent of Oromia 

Th e we ights a re indi ces of popula tion , devel opmemt level and own revenue 

rai s ing capacity. The I~egional Cabinet approved the weights and based on this 

a pproved we ights BOFCD a ll oca tes budgets to Weredas a nd urban 

administrations (since 2004/05). Table 12 shows the block grant share of 

Weredas since decentralization. 

Year 

2002/03 
2003/04 
2004/05 
2005 /06 
2006/07 

Table 12 Percentage s ha rc of Regional and Wereda 
Administrat ion Budget from regi onal Treasury 

Region al We rcda Total We reda's Share of own 
Sh are Sha re Revenue from block grant 
44.4 55.6 100 39 .2 
4l.2 58.8 100 25 .5 
40 60 .0 100 23 .2 
42 580 100 17.54 
40 60 0 100 17 .84 

Source: Computed from lloFED Annual Bu dget Documen ts. 

As can be seen from the above table the share of Weredas budget that is 

fin a nced from regional t reasury ha s bee n increas ing from 55 .6% in 2002/03 to 

60% for th e year 2006 / 07 . On other ha nd , the share of own revenue of 

Weredas from their block grant has decreased sharply . The reason for this 

decline is the a ltering of revenue a ssignments and changes in taxa tion. 
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3.3. Municipal Finance in Ethiopia 

M unicipali Lies present in Ethiopia we re established in 1940s during the 

imperial regIme. The basic revenue source of municipalities or local 

governments defined primarily 111 proclamation no. 74 of 1945; and the rates, 

dues and fees regulation of 1971 is also another legal framework that defines 

local government's revenue (World Bank, 2002:7) . The basic revenue sources 

assigned to municipalities or local governments by legislation are: 

• Property tax-collected in Lhe form of land rents lease income and 

Building taxes 

• Business income tax 

• Market fee 

• Fees lor municipal serVlCes including sanitary serves down to mortuary 

& burial services. 

At times of the Dergue Regim e , the urban centers administration was 

preoccupied with politics that made UDAs not to undertake the function s of 

municipalities seriously. The fisca l initiatives undertaken at that time were: 

1) Urban Land Rent and Urban I-louse Tax Proclamation No.80 /1976 

2) Legal Notice No.64/ 1979 

3) Proclamation No. 206 /1981 

(World Bank, 2002:7; J ema l Abagissa, 2000:24-25) 

The first pmela mation was issued to de termine land rent and house tax. Legal 

Notice No.64/ 1979 was issued to fix urban land rent and house tax based on 4 

categories created in accordance with the level of development of urban 

centers. This legal notice contain s rent of urban land payable on business 

building, residential houses, indusLri al and agricultural users as well as rate of 

lax payable on urban houses . 

Proclamation No.206/ 1981 empowered authority to levy and collect tax and 

rentals for Chartered Urban Centers subject to approval of Council of 

Ministers. At that time Addis Ababa was the only Charter City . Accordingly, it 
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was meanL lO legalize the laxing power of Addis Ababa . Besides , it gIves 

ma nda te for non-chartered u rba n centers to submit land re nt, house tax a nd 

service charges proposals to the the n Ministry of Urban Development and 

Housing (J emal Abagissa, 2000:24). 

At times of Dergue, SInce the regime favors highly centra lized controls the 

ques tion of financial autonomy was unthinkable . Although there were town 

council and appointed administrators, municipalities were controlled from 

above . Accordingly they were required to submit th eir budget proposals a nd 

financial re ports to sub-national offices of Urba n Development a nd Housing. 

Expenditure management IS lacking In almost a ll of municipalities . 

Mun icipa li lies are forced to pay unauthorized expenses, wh ich a re not reflected 

In their budget appropria tions . Officials 111 sub-national administration 

including Wereda offices used municipalities as an easy out le t to finance 

expe nses li kc s port, Perdie m 0 1· olTic ia ls a nd the like. 

Uncl e r prese nt regime, although the country is embarked on decentralized 

governance since 199 1, as m entioned a bove, the government did no t seriously 

consider the issue of municipalities . As a result, until year 2002 Ethiopian 

dece ntraliza tion IS considered as mid level or intermediate decentralization . 

Thi s truth can be explained by what the countries legisla tions said about 

municipali ti es. The 1995 con s titution of the current regime did not deal with 

municipalities; as a result th ey a rc operating without clear legal status in the 

context of broader decentra lization. However, some Regions have taken their 

ini t iat ive to make municipal itie s operate as one organ of regiona l government 

with their Constitution, in stitutional set up and legisla tions . 

Th e fiscal decentralization aspect. was cmphasized in the recent procla mations 

of regions i. e . "The City Proclamation of Tigray National Regional State", "The 

Amha ra Municipal ities Procla matio n No. 43/2000", "The City Admi ni s tration 

Procla mation of Southern Na tion s, Nationali ties and Peoples Regiona l State No . 
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51/2002", "The Urban Local Government Proclamation of Oromia National 

Regional State No . 65/2003" a nd the D'ederal Proclamation No. 3 11 / 2002 a nd 

The Amend ed Addis Ababa City Government Charter" (Shewaye Tesfaye & 

Wa ndimagcgn G.,2003). A rev iclV made on this proclamaLions whether 

comparable au tonomy in ra ising revenue is devo lved to cities /towns like that 

of the Wereda revealed tha t municipalities a re provided with simila r authorities 

to levy taxes, fees and charges and administer their revenues .These 

proclamations a lso list similar sources of revenue, which among others 

in clude , tra nsfer of revenue from the regional states by revenue s haring 

mechanism, the provision of grant a nd loans in addit ion to those common 

traditional municipa l taxes, fees and charges. The common features indicated 

in the proclamations a re the autho rity to create new sources of revenue, set the 

rate system and a pprove as well as administer their budget (Shewaye Tesfaye & 

Wa nd imagcgn G., 200316). 

The imporLant issue in determining the municipal finan ce in Eth iopia is 

municipa l tell-iff r"'gulati o n . As mentioned earlie r Ethiopi a n municipa lities 

haves more than h alf a century hi s tory. It has been noted th at proclamation 

no.74/1945 and legal Notice of 197 1 are basic legis lations to determine 

municipal finance in Ethiopia. Th e former recognizes tariff rates, dues and fees 

as source of revenue for muni cipa litics . Whereas, the latter one served as fixed 

rates, dues and fees applied to municipalities in different part of the coun try . 

IL is worth Lo mention that this municipal tariff regulation, with exception of 

some regional states those who rev ised the tari ff, served three regi mes with 

different political system. The change in tax base, th e growth in population a nd 

changing economic reali ties observed in three decades should naturally be 

renected in comprehensive change in municipal tariff regulations . However, 

th cre has been no comprehens ive reform undertaken on munic ipal tariff 

regu lation. The rates, dues and fccs fix ed in the Tariff Regulation of 1971 were 

not only very low but a lso insen s itive to changes in the tax-base and the 
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increase in costs of delivering services by municipalities . Apart from not being 

buoyant revenue bases, they h ave not a lso responded to monetary policy 

adjustments such as the devaluation of Birr and upward adjustment of interest 

rates. 

Better initiative is observed under the present regime. However, the attempts to 

revise the tariff are limited to Tigray, Amhara, and SNNPRS & Oromia regional 

statcs . Among those attempted a better way of application is exhibited 111 

Tigray and Amhara regional state. But, even if applied the process IS 

encountered with problems such as : 

1) The revised tariffs do not reflect the economic s ituation of all towns 

2) Lack of clear m ethodology [or their logical conclusions 

3) No rooms for fl exibility to develop local tariffs that better reflect th e 

economic situation municipalities . 

(Shewaye Tesfaye & Wandimagegn C ., 2003 :30). 

In general, tariff revisions of municipalities encountered with the problems of 

approach, lack of guiding principles or parameter and lack of controlling 

instrumen ts or mechanisms. Th erefo re, there is a need to undertake 

compreh ensive tariff reforms to ensu re that tariffs are in line with cost of 

service considerations. 

Generally, Urbanization in Ethiopia is characterized by primate city pattern 

and wide intra regional and in ter regional disparities. Wereda level 

decentra liza tion inc lud ing establishmen t of urban local government 111 

refo rming towns and cities has a recent origin . Despite long experience 111 

establishment, municipal finance in Ethiopia has not shown remarkable 

deve lopment owing to out dated tariff regulation a nd lack of concern and 

neglect in policy making process or higher level of government 
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Chapter 4 

Profile of the Adama City 

Oromia is one of the region al sLates that consti tute the Federal Democratic 

Republic of Ethiopia. It is located in tropical zo ne a nd endowed with a wide 

range of climatic and phys io-geograph ic condi tions that are mos tly conductive 

for human settlement. Tak ing in to consideration the concentration of 

popula tion settlement in pa r ticula r a rea as urban, Oromia has more tha n 375 

towns under its administration . Th e rate of u rbaniza tion in the region is very 

low (12. 3%) in 1994 Ethiopia n census and annually increasing a t the rate of 

5 .3%, which is below the national average of 6% (NRGO 2003 b). Urba n 

population growth of the region is mainly attributed to na tura l growth, rural­

urba n migra tion and in migra nts from othe r regions . Amon g the urba n centers 

in the region, 276 have a popula ti on s ize more than 2,000 of which only 163 

have muni cipa l status (NRGO 2003b : 85). 

Adama, on e of the la rgest towns in the country, is the largest city in Oromia 

region. It was establis hed in 191 7 a long with the construction of ra ilway line 

from Djibou ti to Add is Aba ba. It is found in the r ift valley system in th e upper 

Awash Rive r bas in at about 99 k il ometers to the South east of Addis Ababa in 

central Oromia. 

Ad a ma lies at an a lt itude of about 1600 meters above see leve l. The city IS 

situa ted in a basin like flat land surro unded by slopin g hills on a ll s ides except 

th c one fa cing the south . ClimaLica lly, the town has the sub-tropical type of 

weather condition a nd fall s within the leola zone / low la nd zone / with a n 

ave rage tempe ra ture of about 20°c with maximum temperatu re sl ightly 

exceeding 30-320 c during the month o f May. Its annual rainfall ra nges between 

700-900 mrn. 
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Since its establi shment, Adama has been serv ing as a ce n te r for political, 

economic a nd social servi ces . It served decades back as center for Yerer and 

Karrayu Awraja and for East Shoa Administrative Region. Adama has now been 

honored th e status of City Admin istration (Adama Special Zone). Presently, the 

city administratio n is adm ini s tered by a committee named "mayor committee" 

led by mayo r of the c ity directly reporting to the Oromia National Regional 

Government (ONFW)). 

Adama is a poten tia l urban center, which has an ave rage growth rate of 

population nea rly 5 pc rcenL annually. The Lo Lal population of the c ity was 

228 ,605 in 2006 wi th a lmost equal rat io of males to females (table .11 ) 

Ta ble 13 Population of Adama City, 1997-2006 

Year Male I~emale Total % Growth 
G. C. rate 

1997 73,691 73,987 147,678 -

1998 77,546 77,858 155,402 5 .2 
1999 8 1,564 81,969 163,533 5 .2 
2000 85,9 19 85,922 171,841 5.08 
2001 90,403 90,134 18 0,537 5.06 
2002 94,822 94 ,540 189,362 4.89 
2003 99,307 99,206 198,513 4.83 
2004 104,051 104,065 208, 116 4.84 
2005 109 ,120 108,990 2 18 110 4.80 
2006 114 ,530 114,045 228,605 4.81 

Percentage 50.01 49 .99 100 4.96 
, , , , 

Source: CSA, StatIstIcal Abstracts of 1999-2004 

Adama is bordered by seven peasant associations namely, Daka Ad i to the 

North, Dibibisa Wachu Lata Lo th c Nor theasL, Soloke Kurfa to the East, Dobe 

Dongore Tenku to the Southeast, Lu go Dabe Bokku to the South, Shekila 

Fabrika to the wes t a nd Kechema Lo Lhe Northwest (Map 1). On the basis of the 

current border demarcation, the land area o f the Adama city is estimated to be 

43-kilometer squ are or 4325.5 h ectares (Ta ble 14). 
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Table 14 Gxis Lin g Land Use of Adama City 

Descri ption Area (hectare) 

Social service 283 

Gnvironmcnt 2 .8 

Agric u lture a nd open space 24 .6 

Gxpansion area 1922 

Built up a rea 158 

Tota l area 4325 .5 

Source: Adama Master Pla n Revision. Environment Study. 2004 

Ad ama is strategica lly located at th e junction of Gastern and Southern pa rt of 

the country. It is layin g on the Djibouti-Addi s Ababa railway line a nd the major 

trunk road traffi c routes for tru cks and buses from the Eastern a nd Southern 

parts of the region and se rves as transit to other part of the country. It is a lso 

on the ma in touris t route to RifL Valley Lakes and hunting places of Oromia 

Region. With in the town th ere are soc ia l and economic bases such as light 

ma nufacturing a nd processing industries, storehouses , service establishments, 

and educational and research institu tion s. This location a dvantage a nd 

potentia l s ervices of the city created favorable environment for the deve lopment 

of trade and co mmerce. Despite the fact that th e city has poten tia l condition for 

the industr ia l development, the sector is at an infant stage due to backward 

technological u se . 

The city adminis tration h as organized in differen t sec tor offices responsible for 

p roviding basic human se rvices 1'0[- th e dwelle rs . The major services are 

education, health , water supply, urban transport, land administra tion, 

h ousing, road, micro enterprise development, security , liquid waste disposal 

and d rai nagc, sewe rage a nd toi let fac ilities ctc. 
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The legal status of Adama city has go t a wider disc re tion s start in g from 1999 

on words. In 1999 the Oromia l,-egional Govern me nt took the in itiative to 

strengthen ci tics so tha t c ities ab lc to provide fu ll social and economical 

services to their resid ents . Con seque ntly , Ada ma was des igna ted as a specia l 

zone, which reports to Oromia I,-egiona l Govern ment. New legislation s 

procla ma tion no .26 / 1999 & no .65/2003 have been a pproved to m ake Adama 

a n a u tonomous city administration. For the past seve ra l years the city wa s run 

by adm ini stration appoin ted by Oromia regional governmen t. 

The admin istration of the ci ty of Ad ama is d ivided in to th e city ad mi n istration 

a nd th e municipa li ty u ndertaking d iffe rent tasks of state func tion and 

m u nicipa l fun ction . However, both ad ministrative bodies form toge ther u nder 

the mayor. The executive body of the city is the Mayor Committee, which is 

a ppointed by the Regional Governmen t of Oromia. Althou gh both the state 

fun ction and mu nicipality brought under one ad minis tra tion each of these two 

bod ies has diffe rent characteristics. The municipality has to fi na nce its 

opera tions from taxes, user ch a rges a nd fees it collec ted where as, the s ta te 

function is funded by bloc k grant provided by Regiona l Government of Oromia . 

As a result , both of the m have their own personnel ad mini stration an d fi nance 

unit (UDCBO& GTZ - IS, 2006: 11). 

The s tate function of the city IS under five-mayor committee and municipa l 

service managc r who report lo mayor heads th e munic ipa l service fu nct ion . The 

following o rganigrame illu s trates the s tate and m u n ic ipal fu nction . 
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State ['unction 
Mayor 

Municipal function 

City Mun icipality 
Admin istrali on 

Source: Adopted from UDCBO &. GTZ-IS, 2006, page 11 

The city administration has different sector offices responsible for providing a 

number of services to the res idents . These a re education (primary and 

secondary sc hools), health, water supp ly, urban transport, trade and industry, 

micro enterprises development and urban agriculture, Besides, the city 

adm inistration has 14 urban Kebeles. In itially Adama had twenty urban 

Kebeles, However, the new arrangement of city administration restructured the 

Kebeles to 14 . The classification 01' Kebeles is based on popu lation and Size , 

Th e new Kebele structure follows the organizational structure of city 

administration. Accordingly, each Kebele has 14 staffs out of which five a re 

executives an d the rest are supporting s ta ffs. 

According to urban local governmen t proclama tion of the Oromia national 

regional government (ONRG) No. 65/2003, the city council shall have among 

others the specific powers to determ ine the basic structure of urban local 

gove rnmen t a nd approve the organization a l and operationa l system of executive 

organs. Civil Service Commission 01' Oromia, however, imposes the current 
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organ izationa l structure by specifyin g the cxact amount of personnel per 

departmenL (UDCBO& GTZ-IS, 2006: 13) 

The municipality fun ction, a s noted above, I S headed by city manger that is 

appointed by Mayor of City Administration. The municipality function is not a 

new development in Ethiopian city administration. But, the delineation of its 

power a nd duty and the inclusion of state function s is a new initiative 

undertaken in Ethiopian urban local government administration. At times of 

Imperial and Dergue regimes a nd the present regime until recently, there is no 

clearly defined rules and regulation that show the legal status of municipality. 

It is only after 2002 that the present regime started to consider the problems 

related to urbanization in general and municipaliLy in particular. 

The regional proclamation no.05 /2003 has gran ted the legal s tatu s for 

municipaliLy in regional state from which the city administration of Adama has 

benefited a lot. According to this proclamation municipa liti es will be granted 

legal autonomy to mana ge their affa irs. However, this proclamation is not 

backed by rules and regu lation, which impaired the successful implementation 

of duties and responsibilities stipulated in the law. The a bove-mentioned 

proclamation empowers the municipality of Adama to improve and implement 

the new organizational structure. 
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Organizational structure of the City Administration of Adama 

Source : City Adm inis t ra tion 
C ity council 

City A Ilai rs Speaker of the 
Appea l l,()\ II1 ci I 

Hearin.2. Court Mayor 

I 
City Affa irs Water service 

First Instance 
Court 

Women's 
I-UY-AIDS A ff8 irs Offi ce 

Prevention & 
Control Desk 

Health Office 

I I I I I I 
Education Trade & Youth & In formati on .lustice & Finance & Revenue 

Office Industry Sport affairs & Public Public Economic Department 
Development office A ffairs Office Security Development 

office Office Office 

I I 
Municipality Kebele 

A oministrMi on 
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According to new organizational structure of City Administration the total 

number of staffs needed for the municipali ty function is 211 but presently 167 

staffs are working in the organization. The following table shows the staff of the 

municipality function by ed ucation al status. 

Table 15 Manpower of Municipality Function 

Qualification Quantity Percentage (% 

MSc/ second degree 2 

Fi rst Degree 16 

Diploma 38 

12+ Certificate 13 

9-12 grade 42 

Elementary + reading and writing 56 

Total 167 

Source: City adlninistration of !\dama. report of Administration & 

FinRnce Scrvire (1 9gRE.r) 

1.2 

9.6 

22.7 

7.8 

25.2 

33.5 

100 

In addition to staff the municipality function h as 301 contract employee and 80 

temporary workers. The above figure shows that there is a large number of 

unskilled wOI-kers and a shortage of quali fied staff in the City Administration 

and this greatly affects the day-to-day performance of the organization. 

In summary, the city Adminis tra tion of Adam a is located in strategic center of 

the country wh ich has meaningful contribution fo r its developments. Recently 

the change in governance of the City has insti tuted the municipal function and 

state function. The state function takes over the activities within the city so far 

handled by Eastern Shewa Administration and Adama wereda administration. 

Th e revitalization of municipal func t ion has helped to strengthen the municipal 

ac tivities so far handled by Adama municipality with wider authority a nd 

responsibilities. 
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Organizational structure of Municipality Function 

Mayor 

Source: City Administration of Adama I 
Municipal 
serVlces 
Manager 

Legal Service I 
Planning & 
information 

servIce Audit and 
inspection 

servIce 
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Administral Revenue Social Affairs 8:, Urban plann ing Housing Development Infrastructure 

ion & Department Economic & & Administration con struction 

finance serVIce Administration Department administration 

I I I I 
Budget & Revenue Social Affai rs Urban planning House Construction & 

Accounting Study and Tax Service Team Team Maintenance Team Contract 
Section Assessment Administration 

'f'P ~Tl'1 

I I I I I I 
Personnel Revenue Economic Land Regis & Housing Design & 

administrat collection Service Team Administrative Development Building 
ion Section Team Construction 

I I I 

Property 
Investment & Con struction & 

lease Maintenance 
admin istration 
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CHAPTER 5 

Empirica l Data Analysis 

5.1. Municipal Revenue Analysis 

5.1.1 Legal Basis of Sources of Revenue 

The types of revenue that the city administration is entitled to collect are fixed 

by the regional government of Oromia . The regional government empowers city 

adm inis tration to collect certain type of revenues. 

The major legislations governing the current municipal sources of revenues are 

those issued at times of Imperial mle and the Oergue military regime. Among 

those, proclamation No.74/ 1945 ,"The Nazareth municipality rates and 

regulations , 1986" that authorized the municipality of Adama to collect tax 

dues charge and fees from the local community . The major revenue sources 

explained in this proclama tion were categorized into 12 broad revenue titles 

consist of 234 revenue items (Legal Notice, No.161 /1971). 

Sources of I,evenue Entitled to Muni ci palities 

1. Trade a nd professional service license 

• Annual license fee 

• New business permit license 

• Business license renewa l 

2 . Market place tax & user fee 

• Mon thly market stall fe e 

• Monthly vehicles parking lot fee 

• Cattle market place taxation 

• Load ing and an loading fee for use of municipal road and area 

• Municipal market sha de ren t 
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3 . Non- stationary trade licen se 

4. Municipa l services 

• Refuse collection and disposal fee 

• Sanitation services 

• Fce for e lectric light a nd powe r (per kilowatt) 

• Se r'vice charge for valuation of property / technical service charge 

• Charges for new title deed 

• C ha rges to issue building permit 

• Charges to issue fence permit 

• Charge to issuc a copy of title deeds etc . 

• Control registration fee 

• Other municipal services 

5 . Immovable property taxa tion 

• Municipal immovable property taxation 

• Based on rented land (as % of rent) 

• 
• 

Based on not rented land (as% of presumed rental value) 

Based on rented building (as% of rent) 

6. Fees for posting of public no tice 

7. Registration 

• Fees for marriage registra tio n 

• Fee s for divorce registration 

• Fees for burial permit 

+ Fees for u se of muni cipa l I'une ral car 

8. Weapons control 

• Fees fo r permit to keep weapons 

• Fee [or transfer of title to a ll 

• Fee to any weapons 

9 . Permits fo r vehicles a nd vehicles operation 

+ Fee for driving permit 

+ Fee for driving license 
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• Fee fo r renewa l of license 

• Fee for driving licen se of car t 

10. Managem ent a nd control of s tray animal 

• Protection of anima ls form wi ld beasts (based on type of a n ima l) 

• Service charge for taking care of s tray animals 

11. Foreigners registration permit 

12. Water service cha rge a nd fees 

• Pu blic tap (per volume) 

• Wa te r meter (per cubic mcte r) 

• Annual water me ter tax 

As mentioned earlier there werc no s ubstantia l change made to municipal 

taxes, dues, charges and fees adjus tment from the Imperia l regime . However , 

th e self-gove rnment status given to Adama municipality a round 1980 E.C. 

ini tiated the c ity council to take action in m aking some adjus tments in tax 

ra tes and fces based on 197 1 muni c ipa l taxes, dues and charges . This adjusted 

tariff and fees was a pproved by the then Ministry of Urban Development and 

Housing. 

The adjus tment was constrained by its lack of buoyancy and jus tification . The 

bas ic reason for adjustment cou ld no t be und e rstood. The justification cou ld 

not indicat.e th e change in population, service price and incom e. It did not 

m en tion whether it is an expa n s ion of revenue base or an increase in rates. 

There is no implementation gu id eline assoc iated with target adjustment. 

Besides there is n o clear structure of reve nu e so urces ca tegorization as tax 

revenue, non- tax reven ue, Service cha rge fees and other sources of local 

reven ue . 

Tariff revIs io ns and adj ustmenls cou ld be meaningful, if it is based on 

cha nging socio- economic dynamics of the city. A ch ange in price, personal 
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income and population growth shou ld be a basis for tariff revIs ions a n d 

adjustmenLs . Howeve r , afLer removal of Oergue regime except for urban land 

holding proc lamation the Fede ra l Government of Eth iopia has not yet issued 

a ny legislation pertinent to muni cipa l revenue that would help to reform, 

adjust and update the outda ted tari ffs. 

Based on fede ral Gove rnment proclamation, the Oromia Regional State has 

revised a nd issued a new urban land lease holding system proclamation No . 

1/1995 wh ich updated the house tax and urban a n d ren t proclamation of 

1979 . This newly introduced urban land lease holding p roclamation was 

revised and amended m ore than four times s ince its application . The rest of 

mun icipa l laxes rates, dues cha rges a nd fees totally remain ed unchanged since 

th c issuance of proclama tion no. 6 4 o f 1979.Currently, th e regional state of 

Oromia issued a new mun icipa l legal and in stitutiona l fra mework l. e. 

proclamation No 65/2003 . According to this proclamation mun icipalities a re 

empowered to act as autonomous local governm en t. The issuance of this 

proclamation fulfills long awaited empowermen t of municipalit ies to develop or 

mobilize th e ir own revenue sou rces by updating the exis ting tax a nd tariff rates 

and introducing new taxes a nd service cha rges. 

Based on th is p roclamation the city administration of Adama h as under went 

ta riffs adjusLment on ce rta in items of revenue sources starting from 1997 E.C . 

on ward s . But, it was obvi ou s th a l with exception of some adjustments in 1986 

E.C. and 1997 E .C ., the ci ty adm inistration collects revenue on tariffs 

regula tions of 197 1 and proclamation of 1979 . This implies that before 

enactment o f the new municipal law, procla mation no. 65/2003 the legal 

docu ments were the 1979 proclamation a nd urban land lease procla mation of 

1995. Thu s, a ny adju stment of tariff a nd lax no t referring to the above 

mentioned two p roclamations have no proper legal b inding. 
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5.1.2. The Existing Local Sources of Revenue 

The existing local sou rces of revenue categorized in to 4 major titles a nd 2 1 

revenu e titles (NRGOa, 2003). It is described as follows. 

1. Tax revenue 

• Bus iness permit tax 

• Ca ttle ma rket place taxa tion 

• Urban. land rent 

• Urban house taxation 

• Vehicle own ership licen se fee 

• Miscellaneou s taxation 

• Contract and mortgaging service payment 

2 . Municipal service charge and fees 

• Slaughter house service fee 

• Sanitary service charges 

• Technical service charge 

• Electric power service charge 

• Ma rriage death and birth certification service fee 

• Buria l service fee 

• Misce llaneous lncome 

• Bus services 

• Invoice du plica tion service income 

3. Rent or sales of municipal property 

• House rent business and residential 

• Sales o f fixed asset 

• Ren t of mun icipal m achine ry and equipment 

• Sales of bicycle 

• Wind fa ll income 

5. Urban land lease income 
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Despite some adjus tments in 1997 G.C ., the exist ing reven ue sources of the 

city still face the p roblem of reflection of th e economic reality of the ci ty. The 

adju s tmen t is not commen sura te with a ch a nge in price of commoditie s, 

popu la tion growth a n d personal income. Thi s im plies tax or ta riff adj ustment 

does not h ave a ny reference to a tax base, s ince the tax base is ex pla in ed by 

soc io-economic dyna m ics I. c. population growth, a change in price and 

persona l in come . 

Apart from not re la ting to tax base, the taxes a nd tari ffs of the city 

administration a re said to be too many and d iffic ult to ad min ister. Accord ing to 

the information obta ined from the Rcvenue Departme n t of City Adminis tra tion , 

ou t of 12 reve nue titles that consisted 234 revenue item s a bou t 36% of them 

h ave not been operationa l while 24 % of them ha ve been pa rtia lly ope ra tional. 

Besides some of the revenue items have lost the ir legal bas is on in troductio n of 

new procla mations. This s ituation calls for stream liming of som e of the 

reven ue items . In a ddi t ion to th is, avoid ing or omitting som e of th e revenue 

items whose adminis tra tive cost overrides or overwh el m s the revenue collec ted 

can a lso be the option that should be given due con s ideration . 

5.1.3. Revenue collection performance 

The factor s that dete rmine co llection performance are u sually appropriateness 

of valuation a nd assessme n t, time ly bil ling, collectio n effic ie ncy and 

enforcem ent mechanism s . On other ha nd collection performa nce can either be 

mcasu red by com pa ri son of difJ"ercnt mun ici pa lities or within a s ingle 

municipa li ty by examining tax assessed , levied , billed a n d collec tion by each 

category of revenue sou rces . However, compariso n within one municipal ity a s 

men tioned above has been impaired by absence of a ppropriate a nd adequate 

data. As a result we a re forced to use comparison on pe r capi ta basis, actu a l 

vcrsus planncd revenuc and focus on the maj or con straints faced by the 

mun icipality in collecting the loca l revenue . 
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Per capita revenue collec ted is one the key indicators that measures the 

revenue yield of the City. Determining and comparing the per capita revenue 

co llec tion of the city with other s im ila r cities wou ld help to identify how much 

revenue municipality could collect by utilizing unused potentia ls . 

Ta ble 16 Average Pe r Capita revenue collec tio n of different cities 

Per capital own 

No . Cities Popula tion 
Own so urces sources of 

of revenue revenue in birr 
(USD) 

1 Ad ama 189,362 7,122,000 37 (4) 
2 Dire Dawa 287,254 7,414,000 26 (3) 
3 Awassa 11 2 ,031 4,697,000 42 (5) 
4 Ba hir Dar 175 ,910 9,640,000 55 (6) 
5 Mekele l1 8 ,264 8,988,000 76 (8) 
6 Olher African Cities ( 15) 
7 Ara b s ta tes Cities (1 582) 
8 As ia Pac ific Citi es (249) 
9 In dust ria lized Cities (2763) 
10 Latin America Cities (2 53) 

Sources: Adama city Adm inistration (1988·1 994) ave rage and othe r local 

Cities (1990-1992 a verage) and over seas data from (UD88.2002). 

As can be seen from the a bove table the per capita reve nue collected in Ad ama 

is lower tha n in Awassa, Bahir Dar a nd Mekele. The per capita revenue receipts 

of a ll regiona l capital cities indicated in the ta ble are s ignificantly lower tha n 

the average Per Capita revenue of Al"rican municipa lities and it is lower than 

th ose of Latin Ame rica Cities. This imp lies that Adama municipali ty is 

ch a racterized by low mobil iza tion 01" revenue potential. 

Collection e ffi c ie ncy a na lys is con s ists of two different m easu res. The first one is 

actual collection effi ciency which is defined as the percentage the total amount 

pla n ned (bill ed ) again st actua l collect ion; a nd the second meaSLlre is billing 

efficiency which can be explained by the p ropo rtion of total taxable properly 
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assessed against that actually billed (Bahl & Linn, 1992 : 102). The second 

m easure is inapplicable owing to absence of periodic valuation, assessment 

a nd billing exercises in Adama Ci ty . The following table describes comparison 

of planned a nd actual revenue of regional capital c ities 

Table 17 Comparison of planned and actual revenue 

Own sources of revenue Collection 
No. Cities performance 

Pla nned Actual 
in % 

Ada m a (1988 -94) 7 ,239,000 7, 122,000 98 

Dire Dawa (1999-00) 7,843,000 7,4 14,000 95 

Awassa (1999-00) 7 ,297 ,000 4,697,000 64 

Ba hir Dar (1999-00) 1.3,369,000 9,646,000 64 

Mekele (1999-00) 14,897,000 11,357,000 76 

Source: City Administration of Adam" and UDSS (2002) 

As can be seen from th e a bove table the co llection rate of Adama as compared 

to other Cities seems very strong. However, measu ring collection efficiency 

against pla n is usually defective wh e n the plan is underestimated . The City 

administra tion of Adama always plan and collects revenue based on certain 

percentage increment of the previous year's ac tual collection. This IS the 

prac tices of the whole country (MoPED, 2003). Revenue planning 111 the 

country including the general state revenue based it self on incremental 

approach . 

This practice does not reveal the revenue potential of the city. The information 

obtained [orm the City Administratio n Revenue Department reveled that there 

are a number of defaul te rs with a considerable a ccumulation of arrears . 

Besides, th ese defaulters a re not p rope rly iden tifi ed and regis tered. There is n o 

systematic way of identification and d ifferentiation of the actual tax payers and 

defaulters. Thus, the collection performance of Adama may not significantly 

s how th e rca l im age of th e potenti a l revenue that the City Administration can 



generate . The following table shows Lhe trend of a n nual collection rates of the 

municipal rcvenue of City AdminisLration of Adama. 

Table 18 Local revenue col lection (1989- 1998 E.C. ) 

Year Plan Actual Collection rate in % 
1989 4,532 ,840 6, 108,510 135 
1990 4,812,840 5,3 15,161 llO 
1991 6,644,680 6,2 15,988 94 
1992 10,358,680 7,638,491 71 
1993 11,110,000 8,421,507 76 
1994 13,371,412 8,8 17,981 68 
1995 13,553,425 11,451,505 84 
1996 28,064,422 16,472,016 58 
1997 38,880,000 26,874 ,893 69 
1998 4 1,708,000 40,077 ,064 94 

Source: Computed from various reports of City Administration Adama ( J 989-998) 

As can be seen from th e above table the annual collection rate exh ibits a 

decl ining t rend . The reason fo r th e irregula ri ty of the decli n ing trend can be 

ei th e r change in economic situaLions or incon sisten cy of tax collection 

performance of the city administraLion. The magnitude of tax arrears is one of 

the factors that s h ow th e tax collection efficiency of the city admin istra tion. The 

following table s h ows the magnitUde of tax arrears. 

Table 19 Tax arrears as percentage of actual collection (1998) E.C . 

Cumulative 
Total 

No Type of tax revenue revenue % 
arrears 

collected 
1 Trade license 2,993,409 2 ,075,392 144 
2 Adver t . elate tax 692 ,005 - -
3 Taxi a nd Car t 563,688 - -
4 Lease income _ 8, )29,278 4,058,685 200 
5 Urban land ren t 4,327,6 18 3,540, 183 122 
6 o iff. h ouse ren t 1,571,323 1,709,183 92 
7 Urban hou se Tax 384,993 528, 146 73 

Total ]8,662,3 14 11 ,9 12,289 156 

Source: City Administration of Acla ma. Revenuc Department ,1998 E.C 

Th e a bove wble reveals that there is a serious problem of tax administration . 

There is as low as 384,993 Birr ancl as h igh as 8, 129,278 Bir r cumulative 
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a rrears . The c umula tive a rrears as percentage o f a nnua l collection ran ge from 

73 to 200 percen t in urba n house tax a nd lease income respective ly . This h igh 

m agnitude of tax a rrears is attr ibuted to ineffi ciency in b illing system a nd low 

cnl'orcement mechani s m s . Th is implies tha t the c ity admini s tration should take 

urge nt measu res in tax a dmin ist.ration . The magnitude of tax a rrears may be 

high if a ll lia bilities of tax payers p roperly acco unted for. For in s ta nce, if the 

property tax is fu lly assessed and valued the amount of tax a rrea r could be 

hi gher than what we obse rved now. 

Unlike , the ge neral sta te revcnu e tax assessment m eth od of municipality does 

n ot have the represen ta t ion from business commu n ity . The tax assessm en t 

committee is organized on ly from sta ffs of m u nic ipa li ty . This a pproach may 

inOue nce the fa irness of the tax levy. Res pond ents of bus iness community on 

iss ues of fa irness and rep resen tation in tax assessmen t committee h a ve similar 

respon se . The following ta ble descri bes th is s ituation . 

Table 20 Fairness of tax a ssessment as perceived by respondents 

Question / res pon se No % 
Question 
Does lhe lax assessment is based on fairness 
principle? 
Responsr:;. 

a) yes 20 40 
b) No 29 58 
c) No commen t I 2 

Total 50 100 

Source: Survey Data 

The question of fa irness m ay a ffect the ability a nd willingn ess to pay. If the tax 

assessmen t fa ils to be fa ir it may impose h ighe r pay for lower income at the 

same time it m ight ease the burden for higher income group with less pay. As 

discussion with tax o fficers of the c ity a dm ini s tra tion reveals tha t the tax 

assessmen t is mostly based on estimate o f p roperty a nd income . Thus, the 

abili ty to pay may not be realized with tax assess ment that bas is it self on 
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estimation. The response from business community on tax imposition and 

ability to pay is presented in the followi ng table. 

Table 21 Tax imposition and a bililY to pay as perceived by respondents 

Question / respo nse No % 
Question 
Does the tax imposition is based on the 
ability to pay? 
Response 

a ) yes 15 30 
b) No 34 68 
ci No comment 1 2 

Total 50 100 

Source: Survey Data 

The major problems of revenue collection performance can be explained by 

enforcement problems, tax payme nt procedures and capacity constraints. 

Problems such as delays in legal system, absence of tax court, absence of 

billing system and lack of transpa rency and awareness or defaulters are the 

problems that could be mentioned as enforcement problems. Besides, Shortage 

of skilled man power and lack of stall training program, high manpower turn­

over, absence of computer assistcd tax payer's registration, and record keeping 

system are the problems that could be cited as capacity constraints . 

5.1.4. Composition of Municipal Revenue 

Municipal revenue consists of locally raised a nd external source of revenue. 

There are three categories of local revenue; namely, locally collected taxes, user 

charges and fee s and other locally ra ised revenues, such as penalties, arrears 

and the like. The external sources of municipal finance are transfers (grants or 

shored reven ues from regional govern ment, assistance from local and external 

sources and borrowings. 
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The distinction between locally raised revenue and external sources of revenue 

is important becau se it describes the degree to which the city economy could 

finance its expenditure by its own sources. Moreover it is presumed that cities 

those with higher level of locally raised revenue has more discretion in 

managing their local sources of fin ance than those have more share of external 

sources of finance . As can be seen from the table below the percentage 

contribution of own source of revenue is very high as compared to externally 

provided sources of revenue. Th e average revenue for the years 1989- 1997 

shows that the share of own sources of revenue is 87% of the total municipal 

revenue, in which tax revenue accounts for 40%, non tax revenue 30% and 

lease incom e accounts for 17 % . 

Tax revenu e has constituted not the major sha re of municipal revenue over the 

past ten years under consideration. An average revenue for the years 1989-

1997 shows that tax contributes on average about 40 % of the total municipal 

revenue and 46 % of th e total locally collected revenue of which 38 % is from 

property tax, 24 % is from business permit tax and 25% from various local 

sources while 13% is from market place s and market stall charges. 

A close examination of tax revenue reveals that, the major sources of tax 

revenue are 1) property tax (urban land rent and house tax 2) business permit 

tax 3) cattl e market 4) Other loca l taxes including vehicle registration, road 

use tax, load ing and unloading Lax ctc .. Detailed presentation by each major 

revenue category is presented below. 

1) Property tax (urban land rent an d house tax) is one of the major local 

revenue sources contributing to a range of urban services as means financing 

particularly lo physical infraslructure such as road, drainage, refuse collection 

and so forth. Building tax and land rent fee are the two major component of 

property taxation. It is well known that urban la nd is owned by government; 

th ere fore, Laxing the urba n land is may not be an option rather leasing or 
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renting the land will be used in lieu of taxation. As a result, individuals a nd 

orga niza tions who acquired land o n lease basis a re not supposed to pay land 

rent and a ll individuals who own dwe lling houses or any other bui lding are 

required to pay building tax. 

The current contribution of prope rty tax to total municipa l revenue is 4.058 

million bin or 10% (1998) E:.C. wh ich is very low as compa red with other 

developing countries cities . In olher developing countries with similar 

expenences property taxes contribute not lower than 40% of the total 

mun icipal revenue (Bah l & Linn.1 992:33). This low yie ld of property tax reilects 

failures in administrative a nd po licy aspects of the property tax . A large 

proportion of properlies are missing from the lax rolls (close to 10,000 houses 

or 30 %) and those on tax rolls arc inaccurately valued. Besides, collection 

efficiency of this tax is extremely low (less than 30%) . In addition to this 

construction of a considera ble n umbe r of informal houses (close to 1000 units 

per a nnum) which in most cases do not pay taxes on building exacerbates the 

problems of properly taxation. Thi s ca lls for comprehensive reform in areas of 

tax administrat ion i.e. tax covcragc broadening and collection and policy 

measures i.e. reasonable improveme nt and adjustment in tax rate and 

period ic va lua Lions of prope rti es. 

2. Business permit tax 

Revenue from business permit tax is the most important category of tax 

revenue sources after property tax. This revenue sources is generated form 

trade activily permit lo operale wiLhin the jurisd iction of the municipality. As 

can be seen from average of (1989-1997) tax revenue , it accounts for 27% total 

tax revenue. The revenue generaled from this tax in Adama is roughly twice as 

high as that of Dire Dawa and almosl thrice a s that of Bahir Dar while roughly 

proportiona te with that of Awassa(UDSS,2003). This implies that in Adama 

business activity is higher than that of other cities . 
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However, there is a large number of informal traders who do not pay business 

permit tax. if these illegal traders pa id their obligations total municipal revenue 

wi ll be h igher th a n what we see now. 

3. Cattle market place tax 

Adama has a large potentia l with regards to cattle market revenue. A large 

number of cattle Goa ts, Ships, Donkeys etc arrive at the market p lace for sale 

during the market days. These an imals come from Bale, Borana, Awassa, 

Aselea, Me thara etc. However, it was observed that a large number of animals 

are sold ou t of boundary fence of thc market p lace and due to a s ingle entrance 

and exit gate to the market place there is a mal administration of the m arket 

place and some of these seen leav ing out with out settling the required 

payment. 

4. Other Local Taxes 

This category includes loading & unloading, road use tax a nd oth er 

miscellaneous tax and rent. The highest portion of this category goes for 

loading and unloading fee whilc vehi cles road use tax ta kes the minimum 

share. The major problems that cu r ta il their contribution to the total revenue 

are under valuation of goods that minimize th e base for loading and unloading 

tax, off working hours (especia lly at night) undertakings of loading and 

unloading business and negligence on the parts of drivers. 

Non tax revenue 

This category includes a ll other sources of revenue of the municipa lity other 

than taxes. The list includes user charge and fees, rent or sales of municipal 

assets, miscellaneous wind fa ll in come market shade rent etc. The distribution 

of non tax revenue, expla ined by average of (1989- 1997 ) non-tax revenue 

collection rcvcals that the large amou nt of the tax revenue is contributed by 

se rvice charge and fees which is lallowed by the sale and rent of municipal 

asset. Windfall income/gains constitute the least share of the total non- tax 

revenue . 
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5.1.5 Deve lopment Tren d of Municipal Revenu e 

Revenue tre nd and growth rate an a lysis represents the change In fin ancial 

status of municipa li ty which refers to revenue development of a certain 

organizatio nal e n t ity . The followin g table shows the trend of revenue 

developme nt and the growth rate of City Administration of Adama. 

Table 22 Development Trend and Growth Rate of Mun icipal Revenue 
in millions of bi rr and % (1989- 1998 E.C .) 

Type of Municipal Revenue 

Year Tax Non tax Lease Externa l 
Total 

Revenue Revenu e Income Sources 
Municipa l 
Revenue 

1989 4.3 1 1.80 6 .11 
1990 3.4 1 (-20 .8) 1.90(5.8) 5 .32(1 3 .0) 
199 1 3 81(1 1. 5) 2.41(26 .7L 1.97 1.63 9.82(84.7) 
1992 3 .7 1(-2.4) 2 .23 (-7.5) 1.43 (-27 .5) 1. 06( -34 .8) 8.43 (- 14. 13) 
1993 4.07 (9.7) 2.90((30 6) 1.45(1.7) 1.39 (30.2) 9.81(16.3) 
1994 4 .68(15 . 1) 2 .83(-2. 5) 1. 3 1(-9 .8) l.87(34.9) 10.69(8 .9) 
1995 4.94 (5.4) 4.38(54 .8) 2 13 (62 .6) 296(58 .4) 14.40 (34 .8) 
1996 6 .67(34 .9) 638(45 .8) 2,22(4 .2) 1.27(-59. 2) 16 .47(14.3) 
1997 8 .96(34.4) 1366(11 3.9) 4.26(92.3) 1.37( 13.8) 28.25(631 ) 
1998 16 .30(8 l. 9 18.34(33 5) 5.44(27.6) 4 .62(1 28 .5) 44.70(49.1 ) 
Average (18.8) (33.5 (21.6) (20.3) (27.1 ) 

Source: .. Co mputed from various reports City Administration Adam" (1 989- 19981 

As can be seen from Table 22 the tota l municipal revenue shows a n increasing 

tre nd from 6 .1 million in 1989 E.C. to 44.70million in 1998 E.C. The la rge 

amount of reven ue collection has been registered in the year 199 1, 1995, 1997 

and 1998 E .C. In 1991 E.C. the introduction n ew urban La nd policy and 

improvement a ttained in user changes and fees and population growth 

contributed for u p ward trend of revenue collecLion of the ciLy ad ministration . 

However , the la nd lease implemenLation problems and the introduction of high 

lease price have their own influence on declining trend of la nd lease income. 

Cognizant o f these probl em s Lh e region a l government Oromia has taken 

corrective measure by amending the lease value by proclamation u rban land 

lease procla mation no. 86/1994 issued in 1995. This proclamation has 
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reduced th e lease rate by 4 times lrom thal 01 1991. S ince then the lease 

income has shown a continuou s trend of improvement. 

The tax revenue has never s hown a reasonable increase ti ll 1996 E.C. As can 

be seen from the above table the tax revenu e shows a declining trend from 4.3 

million in 1989 E.C. to 3 .7 minion in 1992. An increasing trend has been 

witnessed from 1993 to 1998. A major increase in tax reve nue was exhibited 

from the ycar 1997 E.C. all. words. The maj or problem related to this issue is 

the non res ponsiveness of the lax rate and base to the price increase, 

popula tion growth and inc rease in come. In add ition to this, problems like lack 

01 up-to-dalc registration of taxable proper ties, poor revenue administration 

which is explained by absence of periodic assessment, valuation, billing and 

enforcemenl problems can be cited as problems that curtail efficient 

performance of revenue collection in the city. The reluctance of tax payers to 

fulfill their tax obligation a nd inadequate institu tion a l capacity of the ci ty 

a dminis lra lion can be a dd ed to problems mentioned above. 

Unlike tax revcnue non - tax revenue shows substantial change both in its size 

and structure . It has increased from l.8 mi lli ons in 1989 E .C. to 18 .3 millions 

1998 E.C. Non tax revenue has increased on average of 33 .5 % per annum. 

There is a s teady increase in non- Lax revenue from 1989 to 1998 with the 

exception 01 the year 1992 E.C. The increm ent in non tax revenue is attri buted 

to consump tion of municipa l services and sales a nd rents of municipal rents . 

The development trend can also be shown by growth ra te trend of municipal 

revenue. 
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The municipal revenue has registered an annual average growth rate of 27.1 % 

percent. However, if we take into consideration the buoyancy of municipal 

revenue as expressed by Increase both in tax rate and base in relation to 

changing circumstances population, pnce and incomes, the growth IS 

superficial rather than real growth. As it is described in table 22 the total 

revenue growth is not constant ovcr the years, it rather fluctuates over the 

years . During the years under consideration there were years where the total 

municipal revenue exhibited negative growth rate. This indicates that the total 

municipal revenue is far from responsiveness to the changing socio economic 

realities i. c. increase in population, price and income. The highest in increase 

in revenue was witnessed in the yea r 1991, 1997 and 1998 E.C. During the 

early period (1989-1992) the tax reven ue showed an average declining trend of 

47 % percent per year per annum. However, during 1993 to 1995 tax revenue 

has registered an average annual growth rate of 10 %. The period between 

1996 and 1998 was the period of high average annual growth rate of tax 

revenue that the city administration had never been registered so far. 

As can be seen from Table 22 tax and non tax revenue registered an annual 

average growth rate of 18.8 % and 33.5% respectively. However, there was 

some degree of fluctuations in growth of both sources of revenue. The close 

examination of the a bove table revea ls that there is a steady increase in non 

tax revenue. Service charge and fees are registered an annual growth rate of 

33.5 % percent. Service charge and fees are known for their buoyancy to 

changing circumstances owning to thei r applicability to "User pays" principle. 

Moreover, it is well understood that, service charge and fees are among the 

better administered revenue items at the local level. The marginal negative 

value of non tax revenue is not the result of service charges and fees 

fluctuation rather than one time windfall gains and rent or sale of municipal 

assets that can be absent in one or a nother year. However, efforts to increase 

the volume of services in accord ance with inc rease in demand, is curtailed by 
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the institutional capacity limitations and largely because of lack of efforts of the 

City Admini stration. 

Generally, it can be inferred rrom Table 22 that the ability to raise additional 

revenue in a sustainable manner is not as such clear, s ince both tax and non 

tax revemJe show up and downs. This is because of inability to undertake 

periodic tarirf revisions since the change of government. Charging rates have 

not been adjusted in accordance with changes in price fluctua tion , income, and 

population growth. The tariff adjustment introduced by management of city 

admin istra tion form 1997 on wards is only a nominal increase . It does no show 

rational justification of tariff increase with its relation to change in price, 

population growth and income in the city administ ration. This implies that the 

revenue source of City Administration is no t buoyant enough. 

In practice, the key to fin ancia l strength is th e buoyan cy of municipal revenue 

base (World Bank, 1999:42) . The municipal revenues should be buoyant 

enough to increase with change in popU lation, price of commodity and per 

capita income . Unless and otherwise revenue col lected from th e community as 

well as from externa l sources is buoyant enough, it is impossible to cover the 

increasing demand and cost of producing urban services a nd infrastructural 

developmen t. 

5.2. Municipal Expenditure Analysis 

The main emphasis of municipal expenditure has to be to fulfill the provision of 

core municipal services, othe r pu bli c services tha t the City Adminis tration is 

expected to provide by the law and other external obligations such as loan 

repayment if a ny. In general mun icipal expend iture refers to the expenses that 

City Adm inistration incu rs for its operation, welfare of the residents and for 

development activities of the City . 
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Municipal expenditure is a fun ction 01' expendi ture assignm ent or responsibility 

o r local go vern ment or city ad ministratio n. Accordin gly, in practice the city 

administration of Adama has been glven the following expendi tu res 

responsibil ities (N RGOa, 2003). 

• Administe ring the city 

• Provisio n 01' marke t place and sl a ugh ter house service 

• Fire protectio n and publ ic notification 

• Public li braries, public hall recreational places and cinema house 

• Mainten a nce a nd construction or road , bridge, house , public s pace and 

street ligh t 

• Sanitary services disposal of wastc, public toile t 

• Trade lice nsing 

• Licensing of vehicles a nd carts ;and provis io n of plate numbers 

• Technica l and engineering services 

• Construction of rental houses 

• Other social services such as s ports and the like 

Owing to bck o r data it is difficult to know the actua l type, frequency and 

volume of services provided by the m unic ipality. As a result, it is difficult to 

calculate th e quantity or services p rovi ded to the society a lthough there is some 

data on total le ngth of roads construc ted, number of rental houses constructed 

or ma intained. 

As interview with city Administration and Finance Service reveals, the c ity 

Admin istration calculates its expend iture on lump sum bases . As a result, the 

ex is ting structure of municipal expe nditure is arranged as recurren t and 

ca pita l expend iture. The s tructure and development of trend of this 

expenditure ror the 10 yca rs (1 989 i<: .C to 1998 i<:.C.) is presented in the 

following scction . 
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5.2.1. Structure and Development of Municipal Expenditure 

The current structure of municipal expenditures is composed of recurrent and 

capita l expend iture. The recurrent expend iture is what the municipality incurs 

for regular operation of services and routine activities for the current budget 

year. I t is recurren t in nature. The li st includes expense on wage a nd salary, 

purchase of equipments , cost of routin e repair a nd maintenance expenditure 

on social services, and loan repayments. 

Recurrent expenditure is financed from resources mobilized through local and 

some times from external sources of municipal revenue. Managing these 

resources carefully and putting thcm to the optimum use is the basic condition 

to ensure the economic efficiency and increase the welfare of the society at the 

city administration level. The city adm inistration's expenditure should take in 

to account both cost effectiveness of each public services and the most 

desirable mix of public services out put in order to ensure that maxImum 

benefit is derived from public resources utilized for municipal expenditure. 

Thus, proper expenditure management of municipalities ensures provision of 

higher standard of services to the community and economic development of 

cities. 

The level of total municipal expenditul-e might be showing the level of services 

provided that may have inl1uencc on level of eco nomic development and social 

well be ing of the popula tion. Generally it is ass umed that the higher the per 

capita expenditure of the given city th e higher the level of services provided . 

The following table indicates the level of municipal expenditure of city 

administration of Adama in comparison with other regional cities. 
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Table 23 Per Capita MuniciJ)a ll~xpenditure of Diffe rent CItIes 

Ci ties period 
Total expe nd Recurrent/ 

Capita l/ total e 
ca l2ita expend. 

Adama (1990-1994) 40 57 43 
Awassa (1990- 19941 46 53 47 
Bahir Dar ( 1990- 19941 57 4 1 59 
Averae-e 38 50 50 

Sources: - UDSS (2003) i\darna Cit\' i\dministration and GTZ (2003) 

As can be understood from Table 23, compared to other cities the per capita 

expenditure o f Adam a is lower in total expenditure and capita l expenditure. 

The recurrent expend iture to tota l munici pal expenditure ratio of Adama is 

higher tha n the other cities . This imp lies that the municipa li ty is putting more 

emphasis on the recurrent expendi tures in th e period under consideration 

(1 990 E.C to 1994 E.C) 

As can be seen from table 24 and 25 the growth rate and development of the 

total munic ipal expenditure ove r thc past 10 years indicates an increasing 

trend in m oneta ry value from birr 4.8 mi llion in 1989.to 25 .7 million in 1998 

E.C with average a nnual growth rate of 30.7 percent. The highest increase is 

regis tered in th e year 1991, 1996, 1997 a nd 1998. The increase in the year 

199 1 was because of in t roduction of la nd lease pol icy and road fund. 

The expenditure growth rate a nd developmen t trend can be und erstood better 

by examining which expend iture component is growing faster than the oth er 

among capita l and recurrent expenditure. The development trend indicates 

that both tTC Urrent and capital cxpe nditure show a n increasing trend with 

recurrent expenditure growing faster than the capita l expend iture . The 

recurrent expenditure has s hown an increasing trend ra nging from 1.9 millions 

in 1989 to 9.92 millions in 1998 E. c with average annu a l grow rate of 16.4 

percent. 
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The capital expenditure has shown fluctuat ion with little incremental trend in 

monetary value ranging from 1.92 millions in 1989 E.c to Birr 15 .78 millions in 

1998 with average annual growth mte of 102 .7 percent. Capital expenditure is 

generally considered as a fixed asset [ormation which in turn presumed to 

increase the c ity's service production capacity. Thus, it is presumed that the 

higher the capital expenditure the h igher its contributions to economic 

development o[ the city. 

As can be understood form capital expend iturc co mposition, th e share given to 

in frastructural development is very high. This initiative is commendable in that 

it promotes investment and employment opportunities to the residents. 

However , as can be observed from execution o[ capital budget that the c ity 

adm inistration faces enormous problem of capital project implementation. 

Generally, th e trend discussed above indica tes that there is a change 111 

recurrent and capital expenditure in terms of monetary value. The details of 

the development trend of the municipal expenditure are presented in Table 24 

and 25 . 
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Table 24 Expenditure trend of City administration of Adama planned a nd actual 
------- --- -_. -- - -- - \---- - --- _._. 

Planned/bu dgeted Expenditure Executed/ actual Expenditure 
Year (EC) Salary Operating Capital Total Salary Operating Capital Total 

Expense Expense 
1989 

923,447.00 2, ',29,954.00 4,068,890.00 7,122,29100 894, 721.00 1,989,872.00 1,923,963.00 4,808,556.00 
1990 

935,123.00 2,842 ,797.00 6,075 ,000.00 9,852,920.00 937,448.00 1,792,082.00 593,449.00 3,322,979.00 
1991 

985,416.00 3,676,650.00 12,379,406.00 17,041,472.00 952 ,409.00 2,857,729.00 3,378,401 .00 7,188,539.00 
1992 

985,416.00 4,1 72,000.00 13,533,959.00 18,691,375.00 958,743.00 3,723,117.00 5,558 ,774.00 10,240,634.00 
1993 

954,000.00 5,012,820.00 10,717,500.00 16,684,320.00 1,012,946.00 3,905,855.00 3,151 ,41000 8,070,211 .00 
1994 

20,189,462.001 1,532 ,536.00 5,832,899.00 12,824 ,027.00 3,057,435.00 2,602,523.00 3,744,905.00 9,404,863.00 
1995 

1,895,786.00 6,749,123.00 10,727,957.00 19,372,866.00 1,302,984.00 4,926,88600 914,829.00 7,1 44,699.00 
1996 

2,120,000.00 6,444,224.00 14,178,542.00 22,742,766.00 1,612,295.00 4,884,088.00 2,283,771.00 8,780,154.00 
1997 

3,869,098.00 9,987,125.00 27,776 ,7 16.00 41,632,939 .00 3,387,397.00 7,11 4,854.00 9,089,146.00 19,591,397.00 

1998 
\ 

4,688,8 14.00 7,066,474. 00 39,141,940.00 50,897,228.00 3,977,406.00 5,947,010.00 15,789,58200\25,713,99800 

Source: Compiled from various reports of City Administration of Adama 
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Table 25 Actua l expenditure of City Administration of Adama (1989 .1998E.C.l 

Actua l expenditure by expenditure types Growth rate in % 

Year Salary Operating Recurrent Capital To tal IRecurrenl Capital Tota l 
Expense 

1989 894,721 .00 1,989,872. 00 2,884,593.00 1,923,963.00 4,808,556.00 

1990 937,448.00 1,792,082.00 2,729,530.00 593,449.00 3,322,979.00 -54 -69. 1 -30.9 

1991 952,409 .00 2,857,729.00 3,810 ,138.00 3,378,40100 7,188,539 .00 39.6 469 11 6.3 

1992 958,743.00 3,723 ,117.00 4,681 ,860.00 5,558,774 .00 10,240,634.00 22.9 64.5 424 

1993 1,012.946.00 3,905.855.00 I 4.918,801.00 3,15 1,41000 8,070.2 11 .00 5.1 -4. 3 -2 1.19 

1994 3,057,435.00 2,602.523.00 5,659,95800 3,744 ,90500 9,404,863.00 15.1 18.83 16.5 

1995 1,302,984.00 4,926,886.00 6,229,870.00 914,829.00 7,144,699.00 10.1 -75.6 -24 

1996 1,612,295.00 4, 884,088.00 6,496,383.00 2,283,771.00 8,780,154.00 4.3 149.6 22.9 

1997 3,387,397.00 7,114,854.00 10,502,251.00 9,089,146.00 19,591 ,397.00 61 .6 298 123. 1 

1998 3,977,406.00 5,947,010.00 9,924,416.00 15,789,582.00 25,713,998.00 -5.5 73.7 31 .2 

Average 1,809,378.40 3,974,401.60 5,783,780 .00 4,642,823.00 10,426,603,00 16.42 102.74 30.70 

Source: Computed from various reports City Administration of Adama 
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5.2.2. Structure and Growth Trend of Recurrent Expenditure 

Recurre n t expe nd iture can bc structured 111 to genera l operating and 

Administrative and munic ipa l servi ces . A close look a t expe nditure reports of 

the city adminis tration reveals that, ou t of to ta l expenditure genera l opera ting 

a nd adminislrative ex pense aCCOUI1LS for the highest portion of the total 

mu nicipa l expenditure . This impli cs that the resources a llocated for expa nsion 

of services is m inimal as compared to other calegories of recurrent expend iture. 

Genera l adm in istrative expendi turcs shows an in c rea s ing tren d from 1.653 

million in 1989 E.c to 7 .958 mill ions in 1998 E.c with average a nnual growth 

raLe o f 24.8 Pc rcent wh ile thc muni c ipal expenditure s hows a n increasing trend 

from 1.23 m ill ions in 1989 E. c to 1,96 millions in 1998 E.c at average a nnua l 

growth ralc of 13 .3 percen l. The de ta ils mL1I1 icipal expenditure by m ajor 

expenditure categories is presented in Table 26 .As ca n be seen from Table 26, 

the highest percentage of recurren t expenditure goes [or genera l opera ting and 

admin istraLive expe n ses . OUl of this wages and sala ries took the major s ha re 

foll owed by office opera tions , s uppli cs a nd utili tics a nd the least s hare goes for 

office equipmen t (Anncx 2 ). Thc highcst proportion of the expenditu re being 

a llocated [o r wages a nd salaries may indicate that the municipal ity is s pend ing 

more on labor in tensive ac tivities. Wages a nd salaries h ave been growing at a n 

accelerating ra te . The res t of rccurrcnt expenditure a lso shows an increasing 

t rcnd with some degree of nuctuati ons . 
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Table 26 Recurrent Expenditure of Ad a ma City by Major Expenditure Category (1989-1998E.C.) - - - - - -
Major Category of Recurrent Expenditures Growth rate in 0/0 

Year General oper.& Municipal Tota l Recurrent General oper.& Municipal 
admini. services admi. serVIces 

1989 1,653,038 .80 1,231,503 .87 2,884,592 .67 
I 

1990 1,805,386.21 924,143 .07 2,729,529.28 9.21 -25 

199 1 2,289 ,776 .03 1,520,361 .56 3,810,137.59 26 .83 64 .51 

1992 2,429,594 .69 2,252,264 .98 4,681,859 .67 6 . 12 48 . 14 

1993 2,648,358.72 2,270,442.32 4,918,801.04 9 0 .8 

1994 4,210,226.74 1,449,731.72 5,659,958.46 59 -36.15 

1995 3,737 ,283 .09 2,492,586 .93 6,229,870.02 - 11.23 71.93 

1996 3,901,827.91 2,594,555 .51 6,496,383.42 4.4 4.09 

1997 9,052,43573 1,449,814 .95 10,502,250 .68 132 -44 . 12 

1998 7,958,874.10 1,965,541.90 9,924,416 .00 -12.08 35.57 

Total 39 ,686,802 .02 18,150 ,996.81 57,837,798 .83 223 .25 119 .77 

Average 3,968,680.2 °1 1,815,099.68 5,783,779.88 24.81 13.31 

Source: Computed from various reports of City Administration of Adalna 
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Municipa l serv ices a re very large In their s tructure. The list of municipa l 

service includes saniLaLion services, fire and f'I ood pro tection, sport services etc. 

However, owin g to data consLrain s some times it is ha rd to find the expenditure 

of some specific services such as public registration, technical services and 

slaughter houses. Nevertheless, the rest of municipal services have shown a 

growing t rend. Por exampl e, s ports serv ices cxpendi ture is th e one that grows 

aL a n accelerating rate. This implies Lhat the municipality has shifted from 

focusing only on core se rvices to socia l se rvices. 

On the other hand, the demand for municipal servIces IS high. If we take into 

consideration the public respo nse, over service prov ision, it can be said that 

the municipality hard ly satis fies the demand for service provis ion both from 

res idents and business communiLy . Although , there might be constrain ts in 

improving service provision, it is reasonable to argue that the municipality is 

short of efforts to expand these services . 

Res idents' responsIve over munici pal servIce provIsIon is critica l. Some argues 

tha t the municipality is near to forgetting its responsi bility as service provider. 

The other group further argues that the se rvice provision is extremely low. The 

following table summarizes the respondents view over the level of provision of 

core urban services (wate r supply , dry was te collection, liquid waste 

management, road maintenance, fire brigade& street lighting). 
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Table 27 S ignificance 01' core urban services provi s ion as 
perceived by Household / residents respondents 

Question / res po nse No. % 
Question 
Does the service coverage of CO I"e urban se rvices a re 
s ignirican t? 
Response 

a) Ye s ,the service cove rage is substan tial - -
b) Yes, the service coverage is moderate 2 3.6 
c) Yes, but the service coverage is low 16 28.6 
d) the service coverage is extremely low 38 67.8 
el Other Commen Ls - -

Total 56 100.00 

Source: Survey Da ta 

Res pond ents fro m bus iness communi ty furth Cl" ques tion the charges they pay 

for sanitation services in absen ce of such a service. As di scussion with tax 

officers reveals the municipaliti es adds the charges for sanitation on every 

payments be it taxes or non -taxes payments . The following table s hows the 

business community's response over the adequacy of urban services p rovision. 

Tab le 28 Adequacy or urban serv ices prov is ion a s perceived 
by bus iness communiLy respondents 

Question / response No . 

Question 
Do you get s ufficien t urban services such as 
water supply, road ma intenance, sanitation 
services, e tc? 

Response 
a ) Yes 18 
b) No 32 
c) I don't know -

Tota l 50 

Source: SLII"vey Data 
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5.3. Expenditure Management 

The expend iture m anagement consists of expenditure pla nning, budget 

a llocation and execution, accounting and aud iting pract ices . Proper 

expenditure management will help to atta in development obj ectives by 

promoting effective and efficient utilization of scarce resources . Besides, 

expe nditure manageme n t relat.c s the fin a ncial resources a t hand to 

expenditure respons ibilities of the City Admini stration 

5.3.1 Expenditure Planning 

The five yea r developmen t plan prepared by City Admi ni s tra tion of Adama 

revealed that , expenditure planning is based on annual incre men tal approach. 

This approach favors annual increment of a certain percent with out referring 

to changing socio-economic cond ition. The budget prepared a nnua lly did not 

ha ve detail ed description of expenditu re categories. In addition to lack of 

deta iled descriptions it does not show priority area of municipal expenditure. 

8xpenditure planning is usually u ndcr- estimated in fear of insufficient revenu e 

genera ting capacity . However , what lS observed in practice at city 

administration of Adama is th at the revenue collected a lways surpassed the 

Lotal expe nditure with exception of the year 19928.C. A close looks at the Table 

29 indicates th is scenario. 
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Table 29 Planned and actual loca l revenue and expenditure of City 
Administration of Adama 1989- 1998 E.cl 

Revenuer in min . Birr} Expenditure( in mln.Birr I 
Year 

Plan Actual 
Performan 

Plan Actual 
Performan . 

% % 
1989 4.53 6. 11 135 5.21 4 .81 92.3 
1990 4.81 5.3 1 110 9.85 3 .32 33.7 
1991 6 .64 6 .21 94 17 .04 7.19 42.2 
1992 10.36 7.64 7J 18.69 10.24 54.8 
1993 ll.ll 8 .30 76 16.68 8 .07 48.4 
1994 13.37 8 .82 68 20.19 9.40 46.5 
1995 13 .55 11.45 84 19.37 7.14 36.8 
1996 28.06 15.26 58 22 .74 8 .78 38 .6 
1997 38 .88 26.87 69 41.63 19.59 47.1 
1998 42.77 40.08 9tJ 50.90 25.7 1 50 .5 

Averae:e 17.40 13 .60 79 22.23 10.42 46.8 

Sources: computed [rom various re ports of cit\' Administrat ion of Adama 

As can be seen from the above table with the exception for the year 1992 E.C . 

annual tota l ex pend iture was able lo be covered by annual revenue. Moreover, 

the comparison of average revenue collected and expenditure for year 1989 

E .C. to 1998 E.C. shows that, the city administration has managed to have 

abo ut 3 , 180,000xl0= 3 1,800 ,000 Birr r"etain ed earnin gs or unspen t fund a fter 

covering a ll expenditures. 

This unspe n t fund can be utilized for refinancing by balance forward approach 

in each yea rs budget a llocation. However th is was not the case in city 

administral ions budgel allocations of the per-iod under co nsideration. This 

s ituation indicates the shortcomings or lack of expenditure planning. 

Further, as can be seen from Tabl e 29 the p lan n in g process emphasized only 

the expenditure s ide. Expenditure p la ns are always more th a t the revenue plan 

for the year' s under considera Lion . This impli es that the c ity Adm inistration 

pla ns to expend more th an what it collects. In addition to this, it can be argued 
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that the expenditure planning is biased in favor of expend iture side by not 

looking in to the revenu e side of pla nning process . 

If we compare the actual expend iture of capital budget with t hat of a pproved 

one the executed budget is by far th e lowest. Th e following table indicates this 

situation. 

Table 30 Plan a nd actu a l expenditure of capita l budget(1 989 - 1998E.C.) 

Plan / 
Actua l/ executed Differ. mIn % actua l/ Year Budgeted 

min Birr Birr budget 
mIn. birr 

1989 4.07 1.92 2 .1 5 47 .2 
1990 6. 07 0.59 5.48 9 .7 
1991 12.38 3.38 9 .0 27.3 
1992 13.53 5 .56 7 .97 41.1 
1993 10.72 3 .15 7 .57 29.4 
1994 12 .82 3.74 9 .08 29.2 
1995 10.73 0.9 1 9.82 8 .5 
1996 14.1 8 2 .28 11.9 16 .1 
1997 27 .78 9 .09 18.7 32.7 
1998 39 .1 4 15 .79 23 .35 40. 3 

Averave 15. 14 4 .64 10 .50 28 .2 

Sourc e: Computed form variou s re po rts of city Administration of Adama 

As can be seen from the above ta ble from 1989 E.C to 1998 E .C averagely only 

28.2% of the total p la n ned ca pital budge t was executed or implemented . This 

clearly reveals that the City Adm inistra tion is e ncountered with huge 

implementation problems of capital budge t. 

Medium term fiscal p lanning is a n importan L Lool in guiding a nnua l plan in 

wh ich framework the annual budgeL a llocated to different budget requesting 

units. The fi nancial strategic plan is said to be sound when it is based on 

forecast of resources . As in te rviews wi th Planning a nd Programming Service 

and Admin istration a nd Finance Se rvice of th e City Admi nistration show that 

there is no practice of m edium te rm fi scal plann ing. But, there was a n a t tempt 

of expendi ture a nd revenue fo recas tin g on linear basis while preparing the city 

Administration, s trategic p la n a n d Adama master plan project. 
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5.3.2 Budget Allocation and Execution 

Budgeting has two phases, One is for planning and the other one is for 

budgeting, The budget process that covers until submitting the proposed 

budget constitutes the planning phase of budgeting, Likewise, the budget 

process that covers until notification of the appropriated budget including 

implementaLion of the proclaimed budget constitutes the budgeting phase 

(MEDAC, MOF & DSA 2000:97) Both planning and budgeting phases are not 

well organized in municipal budgeting of the city Administration of Adama 

particularly, it can be noLed that th e planning phase is the missing link in the 

budget system, 

Development polices and plans have usually been realized in financial resource 

allocation i,e, annual budget. The resource is allocated through budget 

process , The purpose of budget process is not equating revenue to government 

spending alone; it is rather a complex process including policy of statement 

planning, monitoring and reporting process, Moreover, the budget and its 

process is a lso an important public documen t that ensures transparency 

accountability and good governance , The budget process can be better 

explai ned by a cyclical recurring nature of a set of activities to determine 

resource allocation and implementation i,e, budget cycles, The budget cycle 

has [our main stages ,The following figure illustrates the budget process 

/budget cycle , 
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Figure 2 The Budget Process 

Budget 

execution/ notification, 

disbursement and 

account 

Summary of transaction 

(audit and inspection) 

Legislative adoption 

budge t appropria tion 

Budget preparation 

/proposed budget and 

approved budget 

Source: Adopted from (ME: DAC, MOP & DSA, 2000) 

At the local level it is important to mention that the budget process is one of 

the mechanisms by which we may track the level and practice of public 

participation. Budget is an area where in people with their representatives and 

governmen t with its executi ve bod ies, policy make rs and experts pa rticipate 

and deliberates on budget decision making process. As a n interview with 

Planning and Programming Service of the City Administration reveals the 

budget making process lacks comprehensiveness and guiding principle. In 

addition to lack of guiding principle chart of accounts are n ot known 111 

municipal bud ge ting. 

Cost centers are known as one of the key tools for sound financial management 

and budgeting. Cost centers a llow proper information on cost structures and 
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can help to determine the prIce for services delivered to pUblic . Unti l recently 

the regiona l guidelines for budget p reparation of state function recommends 

the establi sh ment of cost centers . S ince, 1997 E .C. the method have been 

changed to unit cost m ethod. However, both cost centers a nd unit cost method 

h a ve never bcen adopted Lo munic ipa l budget system. Thus, the City 

Administration should create the cost centers for proper budgeting and sound 

financial m a nagement. Besides, price determination of services also calls for 

creation of cost centers. 

With regards lo compreh e ns ive ness of the budge t system of the municipa lily 

two issues a re worth m entioning i.e. whether the strategic p lan is linked with 

annual budget and th e City Administration is using combined budget to meet 

local expend iture priori t ies . The c ity adm in istra tion argues that its strategic 

p lan direc tly linked with an nual budget. However, a close examination of 

strategic pla n a nd budge l for 1997 E.C. a nd 1998 E.C. reveals that th is is not 

the case . Som e of The development projects proposed was not in the a nnual 

budget and there were capital projects in a nnual budges that were not 

men tion ed in strategic p lan. 

Al present, lhere are two budgets in city ad minislration of Adama.i. e .budget for 

state functi on a nd mun ic ipal function. But th e two budgets, with exception of 

some times resource tra n s fer from on e to the other, have n ever been combined 

in planning process. Th e Mayor Committee of th e city approved the budget for 

state function a nd municipal function separately. This prac tice limits the use 

of combin ed budget to meet local expenditure priorities . Th e line of argument is 

tha t not to u nder take the a ri thmetic sum of the two budge ts . That can not be 

possible s ince they are n ot prepa red on the same chart of accounts . Bu t, the 

separate approval of the two budgets clearly shows that the resource a llocation 

p rocess is not systematica lly synchronized to p la nning process . 

S ince mun ic ipa li t ies o r local governme nts are closest to people than regional 

governmen t, it is assumed tha t they a re in better level of administration where 
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In public participation in development and gove rnance can be better en sured . 

Likewise, the re la tion betwee n strategic plan a nd annu a l budget, the c ity 

administraLion sti ll argue s that iL had fully promoted public participation while 

prepanng budget and s trategic plan. Howeve r , the respondents to 

qu estionnai re have completely differe nt answers on contrary to what the 

offic ia ls the City Administration responded to interviews . 

Table 3 1 Residents response over expe nditure Priorities of the 
City Administration 

Question / Response No 

Question 
Are the expen diture priorities of the City 
Admi nistration coin cides with residents ? 
Response 

• Yes 8 
• No 47 
• I don't know 1 

Total 56 

Source: Survey Data 

% 

14.3 
83 .9 
1.8 
100 

As can be seen from the above table those who respond no to coincidence of 

priorities h ave go t the major share i. e . 83 .9 % . Table 33 a lso shows s imilar 

result for pu blic consulLa tion in CiLy administra tion's priority setting . 
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Table 32 Residents respon se over expenditure p rior ity's consulta tion 

Question/ r~csponse No % 

Question 
Have you ever con sulted about ex penditu re priorities 

a nd development projects of city administra t ion? 
Response 

a) Yes, th e c ity adminis tra tion a lways con sulted with 
th e pub lic 1 1.8 

b) Yes, the city a dmin istration some times consulted with 
th e pu b lic 8 14.3 

c) Yes, but the con s ul tations a re made to meet 
forma l requirem en ts 1 1.8 

d) No, there is no con sul tation at a ll 46 82.1 
el O th e r co mments - -

Total 56 100 
Source : - Survev Data 

As can be seen from the above table out of the total of 56 responden ts to 

question er 1 that says wh e ther the city a dministration consulted with them 

while approv ing annua l budget, 46 or 82 .1 % of them responded tha t there is 

no con sulta t ion at a ll. This im pl ies that the city ad ministration has failed to 

plan with its residen ts while making a n importa nt public decision su ch a s 

bud get. 

5.3.3. Accounting and Auditing Practices 

The city adm inistration of Ada ma like wise other mu n icipalities in the cou ntry 

is using its own a d hoc accou ntin g system that s hows elements of double entry 

accounting and a lso s ingle entry system called "Vouch er System". The s ingle 

en try accounting system was in use in federa l governmen t accounting system 

until a n d of 1994 E.C. and the regional state of Oromia a lso h ad been us ing 

th is system until end of 1996 s.c. The federal government h as changed the 

system to dOll ble entry accounting in the year 1995 E. c and the regiona l 

gove rnment of Oromia followed the s u it from 1997 E. C. on wards . 

The dou ble en t ry accoun ting system in troduced in Oromia focu sed on Woreda 

Adminis tration a nd s tate fu nctions of city a d m inistra tions . As a resul t, the 
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municipality function or the munic ipality is sti ll using voucher system. As an 

interview with Finance a nd Administration scrvice of the City Administration 

revcals the use of ICT supported accounting is in its rudimentary stage . But, 

personal computers a re used to compile accounting reports and to record some 

transactions. 

Regular reconciliation of fiscal and bank record is one of accounting practices 

to see the sou ndness of financial management of cities. Besides the presence 

and absence of account back logs shows the degree of effectiveness of the 

accounting system of the given organization. As an interview with Finance a nd 

Adm inistration Service reveals that reconciliation of bank and fiscal records 

h as not been carried out in a uniform manner. Sometimes it h as been strictly 

followed and sometimes ha s been omitted from the system. Account back log of 

two years are common. There is also huge suspense account in financial 

reports of some years. The following table describes the suspense account 

repo rted in t.hc year 1998 E.C. 

No 
1 
2 
3 
4 
5 

Table 33 Suspense account 01' City Administration of Adama 

Type of suspense account Amount 
Procurement of con struction materials 2,695,000 
Wages a nd salary 120,117 
Printing expense 33,854 
Perdiem and other 18,206.00 
Other ope rating expenses 3,752,517 
Total 6,619,714 

Sources: Compiled from Oromia Auditor General Office's Aud it 

Findings reports of 1994 & J 997 

Remark 

The suspen se account secn in the above table has been accumulated for about 

10 years . The government guideline to settle suspense accounts gives only 

seven days. However, adherence to this gu ide line has never been practiced in 

City Administration's fin ancial manage ment system. 
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At the local level, the Weredas and State Functions of the city administration 

have been following some what standard accounting procedures . However 

municipalities do not have standard accounting procedure . This reality is a lso 

true of City Administration of Adama. The absence of standardized accounting 

procedures hampers finan c ial reporting. Since financial reporting is the crucial 

issue in management decision, establishin g sound financial reporting system 

should be g iven due consideration. The lack of standard accounting procedures 

results in poor financial reporting which in turn shows the absence of chart 

accounts in the accounting system. As a resu lt, the development of chart of 

account and its immediate application should be undertaken to solve the 

problems of standardized accounting procedure and financial reporting. 

The audit system of c ity ad mini s tratio n focused m ainly on aspects of in ternal 

control. Performing audit function on plan basis has not yet prac ticed 

uniformly . The audit section of th e city administration is busy on non -value 

added business of checking the regularity of budget and accounts transactions. 

Safe guarding of treasury and cash is primarily the responsibility of account 

section . Thus, undertaking this task again by auditor will make aUditing a 

non- value added activity. As an interview with Audit Service Head of the City 

Administration reveals, the city administration did not produce comprehensive 

internal audit report for the las t 5 years . 

With regards to externa l a udit the Oromia Auditor General Office had 

conducted auditing on accounts of the City Administration for year 1994 and 

1997 E.C. The major findings of thc office a re: -

l. Lack of planning and huge tax arrear in revenue aud iting of the City 

Administration. 

2. Irregularities in expenses such as lack of supporting document, absence 

of receipt while effecting payments 

3 . Huge u n utilized budget especially that of capital budget. 

4. Presence of huge unsettled expense account. 
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5. lack of proper care for City Administration's property 

6. Failure to apply the recommended accounting systems such as UDSS 

accounting system 

7. Failure to apply or adopt the auditor's opinion and recommendations. 

5.4. The Fiscal Gap 

Measuring the fiscal gap is the comparison of existin g balance between revenue 

available and expenditures and the trend projected in to the future. The former 

is generally understood in terms 01· difference between own sources of revenue 

and their expe nditure during thc current period budget deficit or surplus. The 

latte r is understood as the trend projec ted in to the future is concerned with 

the determination of the future expenditure needs and revenue raising capacity 

of the municipality. However, calculating fu ture expenditure needs requires 

complete expenditure data especially on municipal services. The city 

administration does not have wcll organized data on expenditure of municipal 

services . Thus, we resort to the I·ormer fiscal gap analyzin g method to see the 

balance between revenue and expenditures for the past ten years (1989 E.C. to 

1998E.C.) 

5.4.1. Trend in Fiscal Gap 

What is important in relation to fi scal gap is the efficiency of expend iture 

management, sources of financing the deficit and effectiveness of using the 

surplus . The size and the nature of the gap is a crucial input to evaluate the 

sources of reve nue and develop meas ures to bridge or minimize the gap . As 

discussed earl ier revenue from local sources u sed to finance recurring 

expenditure and revenue from exte rnal sources and sales of municipal assets 

such as land and building is used to finance capital expend iture. However, it is 

presumed th at more expendilure on development of infrastructure and core 

urba n services will even tu a lly brin g high economic return. Thus, it can be said 

that the higher the level of spending, the higher the level of municipal service 
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(M athur Parkash, 200 1: 53). The ex tent of the gap between revenue and 

expenditure (fiscal gap) reveals the degree of adequ acy of municipal revenue to 

finance its expenditures . However, a surplus or zero gaps does not necessarily 

mean that the city administration is effici ent and its expenditure management 

is healthy. Ind eed, it may depicts a vicious circle of under spend ing 

characterized by prOVISIOn of poor quality serVIces, low level of revenue 

collection and low level or expenditure. 

F'ig.3 Vicious circle of municipa l low level under spending 

Low level of Low level of 

exocooditures Income / Revenue 

Poor quality of services 

Source: - Adopted from Mathur Parkash (2001) page 53 

Municipa l revenue and expenditure ratio m ay show us the level a nd trend of 

the fisca l gap of City Administration of Adama. 
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Table 34 Municipal Revenue Expenditure Ratio (1989 -1998 E.C) 

Year 

1989 
1990 
199 1 
1992 
1993 
1994 
1995 
1996 
1997 
1998 

Average 

Local Local 
Capital Tota l 

Source/ 
sou rce / total 

receipt revenue/ 
recurren t / capita l to tal 

expenditure 
expenditure 

expenditure expenditure 
2 .12 1.27 
1.94 1.59 
2 .2 1 0.86 0.48 
1.63 0 .75 0 .1 9 
1.63 1.03 0.44 
1. 56 0 .94 0. 5 
1. 84 1.60 3 .25 
2.35 1.74 0.53 
2 .56 1. 37 0 .62 
4.04 1.56 0.29 
2.13 1.27 0.79 

Source : Computed from revenue & expenditure reports of 

City Administration of Adarna 

1.27 
1.59 
1.09 
0.85 
1.20 
1. 13 
2 .02 
1.88 
1.37 
1.55 
1.40 

As can be seen from the above table the financia l balance of the municipality 

shows surplus balance over the 10 year period under con sid eration with the 

exception yea r 1992. The over all average fi nanc ia l bala nce is 140 % (total 

expenditure includes the reported road fund expendi ture of 4.06 million a nd 

3.09 millio n for the year 1997 and 1998 E.C. and the amount is excluded while 

calculating local sources to total expenditure ratio of respective years). The 

budget deficit of 1992 is due to an increase in capital expenditure and low level 

of revenue collection . Th e capital reve nue receipt is not enough to finance the 

capital expendi ture responsibi lities this may be attributed to lack of access to 

external sources of revenue an d lack of adequate authority to ma nage capita l 

projects (road fund) a n d ina ppropriate planning of capital projects. 

The surplu s of local revenue over the total ex penditure reveals that the city is 

capable en ough to fin ance itse lf the present leve l of low service provision a nd 

infras tructural development. However, the last ten year 's ratios show a 
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declining trend. Moreover, the surplus ratio is not the real image of the efficient 

performance and satisfactory provision of infras tructure and basic services . 

This is owin g to the fact that the city admini stration prepares its a nnua l plan 

by under estimating its reven ue gene rating capacities . According to different 

studies conducted by Adama Maste r Plan Project Office, the city is providing 

inadequate services and infras truc ture development in m any aspects. 

At present the city admi ni s t ration is providing both municipal a nd s ta te 

func tions which m ay a ccordingly Ill crease the burden of municipal 

expenditure . The line of argumen t is that existing surplus revenu e to 

expenditure gap is a s hort run phenomenon which call s [or more revenue 

generating initia tives [rom the City Administration. 

5.4.2. Possible Options to Close the Fiscal Gap 

5.4.2.1. Revenue Enhancement Plan 

The experie nce o[ m a ny developing coun tries suggests that the major problem 

in tax collec tion is n o t a policy but administration. (Bahl Linn, 1992:32) The 

well kn own method of revenu e in crement is e ithe r through improvement in tax 

administration or revenue base expans ion and adjustment in rates. Tax base 

expa nsion and increase III rate ca n be uti lized intercha n geably or in 

conjunction in a tax system. However, a thorough identification of a tax base 

is problem atic in developing countries like Ethiopia where in let alone the tax 

base a comple te li st of tax payers may not be found eas ily. Thus , efforts to 

identify the tax base shou ld be given priority. Efficiency in tax adminis tration 

might result in increase in revenue y ields by implicating a positive chan ge in 

revenue base expan sion. As a result, efforts to increase revenue in urban local 

governmen ts like City Administration of Adama should adopt a revenue 

enhanceme n t plan that basis itself on improvement in tax administration. 

Ideally, the revenu e enhancement plan should base it s elf on sequence of 

activities in volved in tax revenue administration 
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Figure 4 Sequence of Tax Revenue Admini stration 

~ Find a ll taxable properties 
Discove ry I> 

v and business 

• , Calcu la te taxa ble value 
Va luation I> 

v 

, Calculate the a m ount of 
Assessmen t I) 

--V taxable liabili ty 

Billing z=) Inform taxpayer liabilities 

Enforcement ~ ~ 
Encourage timely 

v compliance 

Collec tion 
~ 

I> 
Collect Tax payments 

v 

Source : Adopted from Mathu r Parkash (200 1) 

As indicated in figure 4 taxable pl-ope r ties and business must be identified in 

a ll sectors , with th e information systematically collected a nd mainta ined them 

it mus t be va lued . Then tax must be assesscd a nd billed . The bills mus t be 

delivered to taxpayer on time . The tax must be collected acco rdingly a nd finally 

if the situ a tion requires, en forcement must be applied timely and effec tively 

sequ entially combing th is admin islrative components is cri tical for a n effective 

tax administra tion system . The amount of revenue ra ised depends up on the 

99 



cumulative implementa tion all S IX steps tabula ted in figure 4 i.e. the 

proportion s of taxable properties d iscovered and identified ,the accuracy of 

valuations of these p roperties, the proportion of bills effectively delivered a nd 

the proportion of those bill s that are paid . Failure at one stage in tax 

adminis t ration sequence can adve rse ly a lTect successes a t the others. This 

sequential activity must be on go in g not a one time event. To maximize sustain 

inc rease 111 revenue the revenue enhancement pla n should follow this 

sequ ential activity . 

According to preliminary study conducted by r~evenue Department of the City 

Administration, there are la rge unidentified taxpayers whose number is 

assu med to be larger than actua l tax payers . The presence of widespread 

informa l activities in a lmost a ll sectors, absence of proper legal registration of 

houses a nd bus iness, a bsence of periodic assessment of the existing a nd n ew 

businesses contribute to this large amount un identi fied tax payers. 

If we con side r the con s truction of informa l houses, efforts in identification 

alone can bring a bout 10,000 h ou ses to tax roll. According to the information 

obtained fro m c ity autho rit ies even those residen ts who own houses legally, 

owing to various reasons, do not h ave property right or title deed that obliges 

them for tax payment. Hence, the amount tax revenue tha t could be collected 

would increase significa ntly, if efforts in di scovery and iden tification have been 

inten s ified. The revenue collected could also inc rease if proper and periodic 

assessment was made on informa l houses and bus inesses activi ties. 

Taxable properties can be valued either on basis of renta l value or based on 

in come to be ge nerated by bus iness or activ ity (market or capital value). The 

widely u sed a pproach in valuation of taxable property or bu s iness is m arket 

information and m ass appra isa l approach (Bahl & Linn, 1992:83-84). The 

mass appraisal a pproach is m ore appropriate in tha t it relies on formula so 

that it relieves the problem of complete discretion of the valuator. Accordingly, 

the City Administration of Ad a ma co uld undertake p roper valuation of taxable 

100 



prope rties and business so as to y ie ld an increase III revenu e . The valuation 

process mus t be supplemented by revalua tion a nd up da ting. By revaluation 

and up d aLi ng a change in tax basc migh t bc d iscovered. For instance , upon 

revaluation a change in owne rship a nd new properties or bus iness might be 

discovered that could enha nce the tax roll. 

Billing a nd collection is what followed next to discovery a nd valuation. Low 

co llection e friciency is one of th e major constra ints on the yield of tax 

administration and it can offse t a ny gain made through improvement in 

discovery a nd valuation . The past 10 years experience of City Adminis tration of 

Adama s hows th a t owing to low collec tion effic iency more than ha lf of current 

tax revenue is not paid in the yea r il is supposed to be collected . According to 

tax regulation, notification about Lhe a mount to be paid must be given to the 

taxpayer annua lly. However du e to absence of efficient billing, collection and 

enforcement system this was not the case in City Administration until recently. 

Hcnce, thc City Admini stralion sho u ld target two issues to improve the 

co llection e ffic iency i.e. legal framework a nd collection ad min istration . The 

improve menl in legal fra m ework shou ld focus on wh at is liable, wh a t 

consti tutes notificatio n and wha t penalties shall be imposed . On a spec ts of 

collection ad ministra tion ma nagin g the production of bill s, m on itoring of 

payments a nd pursuit of delinque nts a re th e areas that s hou ld be given due 

emphasis. 

Wha t has been discussed so far is the revenue enhancement plan by adding 

efficiency in tax administration i. e . revenue base expansion. It has been 

observed that im provement in d iscove ry a nd identification, valua tion , billing 

and collection and enforcement mechanisms could substantially increase th e 

tax yie ld. Howeve r , inc reasing reve nue alone can not be a solution to ever 

expanding nature of urban finance . The development e ffort of the c ity 

adminis trations a pa rt from increase and improvement in public services wo uld 

fu rther demand a n ll1crease In infrastructural development a nd oth er 
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development activities. Hen ce, o ther methods of urban finance such as 

mun icipal borrowing shou ld not be ove r looked. 

5.4.2.2. Municipal Borrowing 

In urban ce nters like Ad a mCl the fin a ncial gap that is attributed to 

in frastructural development and income generating ac tivities can be covered 

through cautious application of municipal borrowing. The institutional 

framework for municipa l borrowing has been established by urban 

development policy. This policy s la led that the urban local government I city 

adminis tralions can borrow fund s from financ ial institutions subject to federal 

and regiona l control. 

The a lternative to use credit fin ance a nses from the fact that taxation, user 

charging and transfers are prima rily a ssigned to meeting operational costs and 

for urban se rvices .Loan fin a nce or c redit finance is often rega rded as a natural 

source of ca pital fund ing in many developed and developing countries. In both 

Dritain and United States the bulk of IIlunicipal conslruction has been 

financed by cred it. In conlrast lo lhi s experie nce in India, Indonesia and 

Sweden credit finance is unknown and municipal capital projects are largely 

fina nced by budget surplus or gran ts (the World Bank, 1999) 

The arguments against credit use may anse 111 the presence of budget surplus 

in cities like Adama. However, t.h e urban development efforts need to be 

undertaken beyond th e scope of annual budget surplus. For instance, the 

co ns lruction of 20 kilome ters asphalt road underta ken by the city 

adm inistra tion costs 82.2 million s of Birr . Thi s asphalt projec t is made to be 

financed by regional grants of 72 .2 mi ll ions of b irr and a 9 m ill ion capital 

contribution of the City Administra tion. This s ituation clearly s hows that the 

financing of this asphalt project is beyond the bu dget surplus of the city 

adminislrat.ion. Besides, a s h a s bcen discussed in municipa l expenditure the 
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city administration is characterized by low proVIsion of municipal serVices. 

Hence, it is advisable to use a par t of surplus fund for expansio n of municipal 

services. It is believed that the expansion of municipal services will eventually 

increase the mun icipal revenue. The a rgument for use of credit a r ises from the 

reason that using surplus to services debt rather than for direct capital 

spending can accelerate developmenl. 

The credit worthiness and accountability are two most important issues wh ile 

using credit or loan fin a nce for urban development. With regards to credit 

worthiness it is assumed thal the properties at hands of the city 

adminislraLion, actual lax colleclion and potential tax collection can serve as 

determinants of credit worthiness. Accountability is the issue which shou ld be 

taken cautiously whiling implementing cred it finance . First, borrowing sh ould 

be approved by city council to insure public participation and the execution of 

this fund should also be reported to public owing to the fact that the borrowed 

fund is taken a nd ulilized on behalf of la rger public. Besides, debt servicing is 

out of tax collected from business commun ity a nd public at large . Regard ing 

the use credit finance for urban developmen t both interviewed business 

community and the hou se holds or residents have similar response. The 

following table describes this situation. 

Table 35 Business communilY and residents' response over the use of 
cred i t fin ance 

Question /response No 

Question 
Do you agrce if city adm ini s tra tion borrows money 
from finan c ial institutions? 

Response 
l. yes 85 
2 No 19 
3 . I don't know 2 

% 

80.2 
17.9 
l. 9 

Total 106 100.0 

Source: Survey Data 
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In practice thc u se of c red it fi nance largely depends on the ava ila bility of credit 

and the City Administra tion's ability to se rvice debt. On aspects of the 

availa bili ty of c redit fina nce the regional government h as to sought to establish 

a specia lized fi nancial ins ti tution that unde r takes the activities of Municipal 

Development F'un d. Un til then, thc City Administration cou ld take a loan from 

financial in stitutions on m arket tcrms espec ia lly for those projects tha t are 

determined to be feasible to generate revenue. 

The City Administrations capacity to service debt should not be in question in 

case of projects which generate revenue both for operational cos ts a nd 

repayment of loa ns. Th e viabil ity o f the projec t is the basic tes t to use c redit 

finance. However, in case of projects with no specific revenue return su ch as 

roads, drainage or other socia l services the issue of debt servicing capacity 

should be a na lyzed prima ri ly. In practice, a certa in pe rcentage of a nnua l 

revenue collected to determine the debt se rvicing capacity . Mostly , 15% of 

annual reve nue or a tax base IS used to de termine the debt servicin g capacity 

(World Ban i< , 1999:51). The city administration of Ada ma can adopt this 

criterion as a threshold to finance developm ent projec t through credit fina nce . 

5.4.2.3. Other Financing Options 

The misma tc h between urban local government function s and the financial 

resources at hand calls for a varie ty of options to fi ll the fiscal gap. 

The first optio n th at can be the likely option to fill the fiscal gap IS 

intergovern mental fiscal t ra nsfer. Howeve r, intergovernmental transfer h as to 

reOect the urba n reality and its forms should be restructured to urba n local 

gove rnmen l setting. Conditionality a nd its effect on revenue mobilization has 

to be con s id e red whi le designing inte r uovernmental b transfer to city 

ad minis tra lion like Adama . CondiLio nal, because it has to address the specific 

issues in u rban finance. For instance, inte rgovernmenta l transfer s hould be 

directed towards fina ncing of infrastructure and utili ties . It can also be u sed to 
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initiate loca l tax efforts . AlternaLively, intergovernmental transfer might be 

uLilized in com bination with a vailable surplus fund so as to promote 

economical use of financial resourccs. 

As can be noted from our discuss ion on expen diture planning the City 

Administra tion has about 31.8 million financial balance from locally raised 

rcvc nue al one. If we leave 1. 8 mill ion of th is financia l balance for reserve and 

use the rest, we may have 30 million surplu s fund th at can be used for re­

financing purpose in combination with intergovernmental transfer. The 

following table describes the hypo thetical use of surplus fund in combination 

with s lide intergovernmenta l transfer. 

Table 36 Slide Intergovernmental Transfer Financing 

Year Intergovernmen tal Surplus Fund Total 
transfer 

1 30 0 30 
2 27 3 30 
3 24 6 30 
4 21 9 30 
5 18 12 30 
6 15 15 30 
7 12 18 30 
8 9 21 30 
9 6 24 30 
10 3 27 30 
11 0 30 30 

Source: Own Com pu tation 

As can be seen from the above table, intergovernmental transfer can be pulled 

out in 10 years time a nd the use of su rplus fund increased from time to time 

a n d will assume its maximum in 10 years time . This approach will make the 

intergovernme ntal transfer ta rget. oriented a nd the use of surplus fund 

economical and plan based . By using this appt"oach the city administrations 

can finance a number of projects that can raise the tax efforts and expansion of 
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municipa l serV lce provision, infras lru ctural development, utilities and other 

developmental projects that could increase the economic base of the city . 

Likewise, intergovernmental transfer can be utilized 111 capital projects 

financing in combination with loans . Such arrangement might build in the 

components of c red it use financin g. i3u t ,the app roach could be matching fund 

not slide intergovernmental transfer owing to the fact hat credit use financing 

entails othcr arrangements such as debit servicing and repayment sch edules 

that may not be compatible with n a ture of intergovernmental transfer. 

Other options to close the fiscal gap a re the introduction new municipal taxes 

and charges. As the economy of cities imp roves there a lways emerge new 

activities a nd the already existing ones are a lso expanded .This situation 

necessitates in troduction of new taxes and charges. A close examination of 

existing taxes, fees and charges and the changing economic situation of the 

city demand an introduction new taxes and charges in: Bus terminal service 

charge, u til ity taxes, charges from drainage service provision, municipal 

sumptuary taxes and municipal spa tax . The introduction of these new taxes 

may increase substantially the lax reve nue of the city at relatively low 

administrali ve cost (Bahl & Li n n, 1992:236). Table 29 shows n ewly introduced 

taxes, and th eir method of collection. 
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Table 37 Newly Introduced taxes, m ethod of imposition and a rea 

o f th eir use 

Type of Laxl Imposed on Method o f Are of u se 
chargc collection 

Bus-termin a l Vehicle owner Per passenger Maintenance of 
serv ice c hat<e served/ certain road & Bus 

% on ticket termina l 
Utility Tax On direct Use r per kilowatt street lighting 

cons umed 
I certain % on 
bill 

Cha rge for Building owner Perm m 2 of fl oor Drainage 
drainage service a rea m a inte na nce 
Mu nicipa l On d ircct users Volume of per On Social 
sumptu a ry taxes sa les proj ects 
Mun icipal spa On direct users A certa in % on Development of 
tax tic ket parks & hot 

springs. 

Source : Adopted from Bahl &, Li nn , 1992, Page 229-236 

The City Administrat ion of Adama presently engaged in various a reas of service 

provision by charging prices that has its origin dates back to three decades 

ago. Despite minor revis ion of these charges and fees in 1997 E.C. by 

m a nagem ent of ci ty admi nistration, the exis ting user charges a nd fees do not 

refl ect rational policy a nd correcL pncmg. As a result, the adoption of well 

designed policy of user cha rges that maxim izes cost-recovery should be 

adopted . The cost recovery approach promotes econ omical u se of scarce 

fin a ncial resources. The best cha rges from economic efficien cy point of view 

are those that equal to margina l cost of the goods or services supplied. 

Therefore, the collection of data on costs a nd its calculation s hould be given 

due conside ration while imposing new u ser cha rges and revis ing the a lready 

exis ting ones . Accordingly, the City Ad ministration of Adama could undertake 

revis ion of the already existing and introducing new u ser ch a rges so as to 

in c rease revenue collected from th csc sources . The increased revenue obtained 

by revision of u ser charge can be ulilized to fill the fiscal gap . 
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Public- pri va te partnership (PPP) is a lso among other mechani sms to fill the 

fina ncing gap particularly 111 areas of provision urban services. At present 

there is no specific policy to enforce and regu late public private partnership 

inte rvention in provision urba n se rvices . As a result, the services tha t could be 

provided in PPP options have not bee n identifi ed. However, if we exa mine the 

urba n serv ice provision of the ci ty se rvices such as waste disposal, public 

parks, recreation and cultura l cente rs, cemetery , Abattoir services and road 

maintenance can be handled by PPP options. The possible option of financing 

of these services could be full cost recovery es pecia lly when they a re delivered 

by purely p riva te operators. The important a spect of PPP options is that it 

eases governmental expenditure thc rc by filli ng the fiscal gap. 

Generally, the municipa l reven ue a na lysis shows an lllcrease 111 revenue 

collection . However , revenue co llcct ion of the eity lacks sustainabil ity and 

proper planning. There IS huge acc umula tecl tax arrear which is la rgely 

attributed to ineffic iency 111 collec ti on and e nforcement mechanisms . The 

overall tax administration includin g the tax assessm ent method needs a n 

improvement. The municipal expe nditure analys is reveals that there is a very 

sl ow leve l of m un icipal se rvice prov ision. Moreover, the review of expenditure 

m a nagement shows a very low level capital budget implementation and 

existe nce of huge surplus fund. F u r ther, the revenue and expenditure a na lysis 

s hows the cxistence of fi scal gap in City Administration's fin a nce . 
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Chapter 6 

Conclusion and Recommendation 

6.1. Conclusion 

Nowadays, it has been increasingly recognized that the eve r growing nature of 

urban areas has underm ined policy alternatives such as to s low the rate of 

migration La urban areas. The s hift of emphasis of a policy is d r iven towards 

seeking bette r a lternatives to finan ce urban growth rath er tha n curbing the 

rate of migration to cities. Urban growth experienced III 1990's has 

substantially increased the need for urban se rvices whereas the revenues of 

cities and towns by fa r lag behind the increased demand for such services. The 

most like ly reason fo r th is s itua Lion is urban local gove rnments m ight be 

limited to income inelastic so urces such as property tax, a nd transfers from 

higher level of government. In such cases the gap in fi nancing urban services 

can be attributed to mismatch between local governments responsibil ity III 

providing services a n d their taxing authority (Bahl & Linn, 1992:472) 

Municipal finance in Ethiopia dates back to the t ime of Im perial Regime. In 

almost all parLs of the country the municipal revenue is colleted by regulation 

enacted thrce decades ago. With exception of initiative to improve by Regional 

Government of Amhara and Tigray there was no su bstantial move to change 

Lhe outdaled rates, duties and fees regulat ion. Tak ing into account, factors 

like, per capita revenue and expenditure; and provision of the core urban 

services the status of Eth iopian municipal ities is one of lowest even by African 

standard . 

A system 01' decentralized governance under devolved power a nd func tions form 

of governance is the recent endeavor in the history of the country. Devolved 

form of governance is taken as the most effective, effi cient and responsive form 
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of decentralization Sll1ce it prov ides a uthority and expenditure responsibility. 

Moreover , popular partic ipation can be maximized with devolved form of 

governance. Ethiopia first adopted decentralization at regional level which is 

followed by woreda/urban local government level. Woredas embarked on 

decentralization since 2002 and urba n local governments since 2004. In 

Oromia regional government the major legislations th a t empowered urban local 

governmen ts like Adama was enacted in 2003 by proclamation no. 65 . /2003. 

This proclamation instituted decentralized urban local government in Oromia 

Regiona l Gove rnment. 

In this paper the review of revenue mobilization and expenditure management 

efforts of city admin istration of Adama has been carried out following the 

present armngement with primary data and secondary data that covers 

from1989 to 1998 E .C. 

City Administration of Adama largely depends on local sources of revenue with 

no regu lar intergovernmental trans fe r from the regional government. However, 

there is only one externa l so urces i. e . road fund . Although there is steady 

increase in revenue collection and the performance seems remarkably high, the 

trend does not show the revenue potential of the City Administration. The 

major problems associated with revenue collection performan ce are weak 

revenue base identifica tion, ineffici ent tax assessment and enforcement 

mechan isms, slow tax paymen t procedures and capacity constraints . 

Moreover, owing to inability to undertake regular tariff revision that reflect the 

changing socio economic reality i.e . change in price, income and popUlation 

growth, th e a bility to raise additiona l source of revenue in a sustainable 

manner have been curtailecl. Municipal tax rates, user charges and fees are 

more than thirty years old and they have not been adjusted in accordance with 

changes in income, price and population growth. 
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The buoyancy municipa l revenue has been impaired smce the revenue 

collec ted docs no t reflect change in popu la tion, price and income. Unless the 

revenue co ll ected from the community and from externa l sources buoyant 

enough , it is impossible to cover Lhc increasing dem and and cost of producing 

urban services a nd in frastru ctura l developmen t. 

Th e major sou rces of revenu e of lhc city Ad minis t ra tion are property tax, 

bus iness permit tax a nd lease in come. However, the contr ibution of property 

tax is low as co mpared to other deve loping cou ntries experience . The low yield 

of proper ty tax can be attributed to fa ilures in ad minis tra tive and policy aspect. 

Tax bases of proper ty tax have not yet identified . In addition to this, those 

identified properties by themselves a re in acc urately valued . Business permit 

tax is a nothe r major source of revenue. Averagely It accounts for 27% of the 

tota l revenue from 1989 E.C . to 1998 E.C. However, there a re large numbers of 

illegal trad e rs who do not pay business pe rmit tax. Ha d these illegal traders 

been made to work on license, the reve nue collected from business permit tax 

might be s ubstan tial. 

One of th e sou rces of revenue of urban ce n Le rs like Adama is lease income 

collected from urban la nd lease hold ings. Lease holding was introduced in 

199 1 . Since then the city admini s tration is collecting lease income from this 

source. However , there is a huge uncollected arrears of lease income. There has 

been compla int from tax payers th a t the lease price is high and an enforcement 

efforL of the city adminis Lratio n is ralher weak. 

The expenditure of city Adama is predominantly recurrent in nature. From 

recu rrent expe nditure a large share goes fo r general operating a nd 

administrati ve expenditures . Expenditure on mu n icipa l services con stitutes 

the lower share of tota l munic ipa l expenditure . Th e municipa l ex penditure 

analysis reveals that th e ciLy admin istration is short of effort to expand 

municipal services . On the other hand, there is high demand for such services 
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from resident a nd business community. Complains a bout municipal service is 

critical. Somc further argues thal City Administration is near to forgetting its 

responsibility as service provider. 

Any management be it business or governmental to be successful has to plan 

ahead expenditure manageme nt and planning have to get wide r role in local 

governmenL finance. Plann ing is the missing link both in revenue collection 

and expenditure of city adm inistration of Adama. Revenue planning is based 

on incrementa l approach. This approach of planning does not ref1ect the 

changing eco nomic reality . Change in tax base and rate should be 

incorporated into planning process so as to make planning target oriented. On 

expenditure side a huge su rplus fund observed is attributed to lack of proper 

expenditure planning. Besides a low implementation level of capital Budget, 

although capacity constraints contributes to low level of implementation, can 

be explained by lack of proper planning . 

There a re problems with Lhe eity Administration in setting priority for 

municipal expenditure. These are pa rticularly manifested in plan ning a nd 

budgeting process . Annual budget hearing and approvals excluded not only 

public but also concerned experts. As a resu lt , the budget a llocated for public 

services IS not p roperly defended and articulated to include the opinion of 

public and oLher stake holders. This has contributed to lack of focus and 

comprehensiveness in the budgeLal"y system. Lack of participation in 

budgeting and pla n ning process also contributed to low performance of public 

service delivery. Moreover, lack of participation magnifies the problem of 

proper identification of local priorities. 

The revenu e ex penditure balance 01" the City Administration shows a surplus 

ratio. However, th is does not show the efficiency of City Administration in 

providing adeq uate public services and infrastructure prOVISIOns" The 

existence of su rplus reve nu e to expenditure ration reveals that the City 
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Administrat ion is capable to finance th e prescnt level of low serVlCe provIsIon 

and infrast ruc tural developmenl. However, low level of spending entails low 

level of m unicipal services wh ich in tu m presupposes low level of incom e or 

revenue . Th e low p rovision of services and infrastruc ture development a nd the 

prevalen ce of high demand for such services indicate the existence of fiscal gap. 

Th is fiscal gap can be fill ed with different optio ns . Revenue enha ncemen t pla n 

ba sed on improving the tax ad m in is t ra tion by addin g effi ciency on sequential 

activities of tax a dministration , i. e . identification , valuation, assessment, 

billing, enforcement & collection , can maximize the a mount of revenue yields. 

In u rban ccntc rs like Ada ma thc importance of municipa l borrowing in filling 

the fiscal gap should not be neglected espec ia lly in a reas of capital fina n cing. 

The growin g demand for infrastructu ra l develop ment and provision of urba n 

services dema nds additiona l means o f financing that augments the locally 

ra ised revenue and external source of finance . 

Th e other option s to fill the fisca l gap a re : in te rgove rnmental tra n s fer 

restructured in urban setting, in trod uction of new municipa l taxes, user charge 

and fees revis ion based on cost recovery policy a nd m a rgina l cost pricing 

approach, public priva te pa rtners hip in provision of services a nd community 

participatio n. These options could substan tially inc rease the municipa l 

revenue a nd there by to fill the fi sca l gap of city administration 

6.2. Recommendation 

Although there is a n In crease J11 revenue from time to time, the City 

Administra tion is s hort of efforts to increase the revenue collected in 

sustainable man ner. Besides, th e expenditure management of the City needs 

improvement. As a resul t, the follow ing policy a nd operationa l m easures a re 

recommen ded to enhance the revenue raising capacity a nd to improve the 

expendi ture manage me nt. 
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1. On t he policy aspect, Lhe regional gove rnment has to complete its 

hom e work of producing financ ia l regula tions and guidelines of 

m u nicipalities. Although Lh e low that empowered the city the urba n 

loca l government status promulgated 4 years ago, fina ncia l regula tion 

and guide lines have not yet produced . These regula tions a nd 

guid e li nes especially important in fin a ncial man agement of cities and 

towns. 

2. For realization of CapiLal financing that subsequently developed to 

municipal c red it institutions, the regiona l government has to es tablis h 

Regional Municipa l Development Fund . 

3. Improve th e tax assessment system. At present th e tax assessment is 

under taken by the committce organized form s taff of the municipali ty 

alone . This a pproach rai ses the que s tion of fairn ess . The tax payers 

are wi lling to pay taxes when they feel they are being taxed fairly, 

therefo re, th e tax assessment and th e tax appeal procedures should 

include a representative fro m businesses community or tax payers so 

as to ensure fa irness in tax levy . 

4 Ge nera lly, overall tax reform should be preceded by improvement in 

tax administra tion. Improving the tax ad mini stratio n might ha ve 

pos iLi ve effect on revenue base expans IOn which makes the 

subsequent change in rate ea sier for implementation. 

5. Both revenue pla nning a nd expenditure plann ing has senous 

shortcomings ; As a result, a reform in pla nning process has to be 

u ndertaken soon 

6 . The reform in the budget process ha s to be undertaken so as to 

in c lud e community par Licipa tion in pla nning and budgeting process. 

Cost centers a nd chart of accoun ts have to be developed a nd 

implemented in budgeting and financial m anagem ent. 
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7. The annual plan a nd budget should incorporate the surplus fund 

financing approach by redirecting the available surplus balance for 

fi nancing of urban services and infras tructural development. 

S .Policy for public-pri vGllc partnership intervention has to be 

formulated and the oplions should be applied in urban servICe 

provision areas in which the option or closing the fiscal gap of the City 

Administration might be maximized . 
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ADDIS ABABA UNIVERSITY 

DEPARTMENT OF REGIONAL AND LOCAL DEVELOPMENT STUDIES 

SEMI-STRUCTURED INTERVIEWS 
The objective of this questionnaire is to gather information from Fina nce, planning & Revenue Department staff regarding the source of revenues, its collection, utilization and administration and the expenditure management efforts of City Administration of Adama. The data will be used to write Master's Thesis in Regional a nd Loca l Development Studies a t the Addis Ababa University. The study aims at identifying the problems of revenue collection and expenditure management efforts of the city administration and tries to indicate ways and means to minimize them. 

Part I General Information 
1. Age ____________________ _ 
2. Educat ion ______________________________________________ __ 
3. For how long you lived in the town? ________________________ __ 4. Your Position __________________________________________ _ 

Part II Questions 

Al General & Issues on Tax 
1. What are the legal bases of the city administration to levy taxes, user charges and fees? 2. Is enough mandates have been given to the city Administration? 

3. Does the city administration have the authority to revise tax rates? 4. What are revenue sources of the municipality? 
5. Which of the following can be cited as the problems of revenue collection? a) Low level of compliance 

b) Tax assessment problems 
c) Tax payers do not maintain book of accounts or hide their income d) Shortage of tax collection staff 
e) Inefficiency in collection 
f) Others 

6. What are the measures taken to solve the problems? 
7 . How often you make periodic assessment On taxable properties and businesses? 8. What are the factors that a ffect collection efficiency in property taxation? a) Valuation 

b) Assessment 

c) Billing 

d) Other s 
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9 . What are the problems over the years in areas of tax? 

a) Identification 

b) Valuation 

c) Assessment 

d) Billing 

e) Enforcement 

f) Collection 

10. What are the magnitude of tax arrears in property taxation and other types of taxes? 

How much of the taxable properties have not yet assessed? 

11. Do you have revenue sources, which are not yet effective? or not implemented? 

12 . What are the major problems encountered in revenue collection procedure? Are the 

following factors parts of the problem? 

a) Out dated tariff rates 

b) Weak institutional capacity 

c) Bureaucratic constraint 

d) Community attitude 

e) Increase in illegal trade activities 

f) Poor enforcement mechanism and insufficient legal support. 

13. Have you ever u ndertaken 

a ) A s tudy h ow to increase existing tax base and rates 

b) Tax comparison with other jurisdictions 

c) Review of fees and service charges 

d) Introduction of new taxes and other revenue sources. 

BI Service Charge and Fees 

14. How does cost of services related to charges in your organ ization? 

15. What are the problems observed in relating costs to cha rges? 

a) Absence of service charge computational methodology 

b) Lack of da ta 

c) Absence of categorization of service 

e) Absen ce of cost- centers administration of budget 

16. Service charges and fees are said to be too many and costs more to administer. Can 

streamlining be a solution to this problem? 

17. What do you recommend as to how the public services should be financed? 

a) From genera l or municipal tax revenue 

b) By charging d irect beneficiary 

c) By cross su bsidizing 

d) Other methods 
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18. What are areas of public private partnership and purely private takeover in providing 

public services? Would you suggest some areas of intervention? 

19 . Can you mention problems that may be encountered in implementing public private 

partnership and privatization of public services? 

20. What do you propose or recommend on service charge pricing or cost recovery? 

a) Full cost recovery-in what types of services and why? 

b) Subsidy- in what type of services and why? 

c) Cross-subsidy in what type of services and why? 

21. Do you have service quality standards? If not why? What do you think the 

shortcomings of not having qua lity standards? 

C) Expenditure Management 

22. What is the level of variation between budget and actual expenditure? 

a) Budget and actual expenditure are closely matched 

(a very good level of planning) 

b) Budget and actual expenditure are some how matched 

(inconsistence planning that needs improvement) 

c) Budget and actual expenditure a re divergent 

(lack of planning) 

d) Actual expenditure is higher than budget 

(unplanned financing) 

23. What is the self-sufficiency level of jurisdiction when explained in terms of proportion of 

own revenue from total actual expenditure? 

a) Relatively higher level of revenue collection 

b) A moderate level of revenue collection, which needs improvement 

c) A limited level of revenue collection 

24. How do your rate budget utilization capacities when actual total revenue (grant, 

subsidies & won revenue) compared to actual total expenditure. 

a) Budget and actual expenditure are closely matched 

(a very good level of planning) 

b) Budget and actual expenditure are some how matched(inconsistent 

planning that needs improvement) 

c) Budget and actual expenditure are divergent (lack of planning) 

d) Actual expenditure is higher than budgeting (unplanned financing) 

25. What is the financial management status of the city administration when explained in 

terms of? 

1) Linkage of strategic plans and budget allocation 

2) Producing progress and monitoring reports. 

a) A strategic plan is used and budgets are allocated based on this plan and 

there is high degree of transparency in reporting 
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b) A strategic plan is used but budgets are not a llocated based on this plan 

and transparency in reporting is unsatisfactory. 

c) The financial management status is poor. 

26. How do your rate efficiency and comprehensiveness of 

accounting and auditing procedures in terms of: 

a) Use of double entry accounting 

b) ICT assisted accounting 

c) Regularity of reconciliation of financia l and 

bank records 

d) Existence of account backlogs 

e) State of internal and external Auditing. 

27. Would you explain the budget process of the city Administration? 

28. Do you have medium term fiscal planning? Is it linked to annual budget allocation? 

29. Is budget a llocation related to programs of city administration units? 

30. What are the major problems of budget execution/implementation? 

31. What are the factors that have much influence in capital budget implementation? 

a) Lack of project planning 

b) Absence of qualified staff 

c) Low capital budget a llocations 

d) Others 

32. Do the budget requesting units have proper guidelines, standards or unit cost in 

prepar ing budge? 

33. How does budget recommended or approved at city administration level? 

34. How often external Auditors audit the city administration? What are the major audit 

findings and recommendations of external audi tors? Would you explain how long you 

have adopted the auditor'S recommendations? 

35 . Would you explain the procurement system of the city administration? What a re the 
major problems encountered in procurement administration of the city government? 

D) Inter Governmental Transfer & Municipal Borrowing 
36. Currently the regional government allocates inters governmental transfer for state 

function of c ity Administration alone, what is your comment on this issue? Do you think the 

municipality function should a lso be provided with inter governmental transfer? 

37. Would you comment on the importance of municipal development fund in enhancing 

municipal finance? 

38. What do you suggest about using municipal borrowing in areas of developmental 

activities and commercial activities of city administration? 

39. Are the areas of utilizing municipal borrowing should be restricted? 

40. You're other comments, suggestion and recommendation please. 

Thank you. 
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ADDIS ABABA UNIVERSITY 

DEPARTMENT OF REGIONAL AND LOCAL DEVELOPMENT STUDIES 

PART II. Interviews and Discussion 

This in depth interview is for policy makers and officials of city Administration of Adama, 

Finance and Economic Development Bureau bureau of Revenue, bureau of Works and Urban 

Development and Oromia Urban Planning Institute. It tries to cover areas of urban 

development policy, Planning and some major operational aspects of urban finance: 

General Information 
Age __________________________________________ _ 

Education ____________________________________________ __ 

Position ________________________________________________ _ 

Your Organization ______________________________________ _ 

II. Questions 

1. Under the present arrangement urban local government are made to have both 

municipality functions and state functions. Is this arrangement a feasible option in the long 

run? 

2. Is there overlapping of function between municipalities and other government institutions? 

3 . The financial management of urban local governments like Adama has two faces i.e. one 

for municipality and the other one for state functions. Is streamlining is possible so as to avoid 

duplication of effort? 

4 . What are the policy factors that hinder to revise the outdated tax rate, user charges and 

fees? 

5. Shall the authority of tax rate, user charges and fee determination; and future revision 

remains at regional or at local administration level? 

6. In what areas you recommend revenue enhancement plan and expenditure 

management reform? 

7. What should be the policy of inter governmental transfer for urban local governments 

like Adama? 

8. Is revenue sharing between Wereda Administration and city administrations is fair 

enough? If not is there any room for revision? 

9 . In what areas you suggest the municipal borrowed fund should be utilized? 

10. You're other comment, suggestion and recommendation please? 

Thank you. 
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Questionnaires 

ADDIS ABABA UNIVERSITY 

DEPARETMEMT OF REGIONAL AND LOCAL DEVELOPMENT STUDIES 

QUESTIONNAIRE 1 

The objective of this questionnaire is to gather information from residents of City 

Administration of Adama regarding taxation , service provision, participation in major local 

decision making such as prioritizing expenditures, planning and budgeting. 

Part I 

1. Age ____________________________________________________________ __ 

2. Education. ______________________________________________________________ __ 

3. For how long you lived in the town ________________________________________ _ 

4. Occupation, ______________________________________________________________ _ 

Part II Questions 

1. Do you get sufficient urban services such as water supply, road maintenance sanitation 

services etc? 

a) Yes 

b) No 

c) Partially 

d) Don't know 

2. If your answer to question no 1 is (b) or (c) what do you think are the possible reasons 

3. Does the road in the city administration sufficient and regularly maintained? 

a) Yes, it is maintained regularly 

b) Yes, the maintenance is regular but not sufficient 

c) Yes, but the maintenance has no quality 

d) No, there is no maintenance at all 

e) Other comments 

4. Are there adequate drainage facilities? 

a) Yes 

b) No 

c) Othercomments ____________________________________________________ __ 

5. Are there adequate dry waste collection and liquid waste disposal facilities? 

a) Yes, the facilities are substantial 

b) Yes, the facilities are moderate. 

c) Yes but, the facilities have low coverage 
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d) No, there is no such facility at all 

e) Othercomments, ____________________________________________________ __ 

6, Have you get enough slaughter house service? 

a) Yes 

b) No 

7. Are there street cleaning and sanitation services? 

a) Yes 

b) No 

8, Does the service coverage of core services (water supply, dry waste collection & 

liquid waste management, road, ambulance, fire brigade & street lighting) is significant? 

a) Yes, the service coverage is substantial 

b) Yes, the service coverage is moderate 

c) Yes, but the service coverage is low 

d) The service coverage is extremely low 

e) Othercomments, ____________________________________________________ __ 

9, If the service coverage is low, do you think outsourcing of most services to 

private operators will reduce the burdens and cost of the city administration? 

a) Yes 

b) No 

c) No comment. 

10, Does the city Administration has undertaken service quality 

c) Yes, it regularly undertakes quality assessment 

d) Yes, it undertakes quality assessment only once 

e) Yes, but it undertakes the quality assessment arbitrarily 

f] No, it does not undertake service quality assessment 

Assessment? 

g) Othercomments ____________________________________________________ _ 

11. Does the city Administration consulted with residents while introducing changes in 

service delivery? 

a) Yes, there is significant consultation 

b) Yes, there is somehow a consultation experience 

c) Yes, but consultations are made to meet formal requirements 

d) No, there is no consultation at all 

e) Othercomments ____________________________________________________ __ 

12, Are the charges for electricity, telephone and water fair enough? 

a) Yes 

b) No 

c) Your other com men ts __________________________________________________ _ 

13, Are the services you get commensurate with what you pay as taxes and charges 
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a) Yes 

b) No 

c) Your other comments ____________________ _ 

14. Do you think the city administration has sufficient resources to satisfy the demand for 

public services? 

a) Yes 

b) No 

c) Don't know 

15. If you believe the city administration is in short of finance, can you suggest other 

sources? 

a) Yes 

b) No 

16. If your answer to questions no. 15 is yes please suggest your options? 

17. Do you agree if the city Administration borrows money from financial institutions to 

finance its development projects? 

a) Yes 

b) No 

c) No Comment 

18. If your answer to question 17 is (b) why? 

a) The city Administration should maximize its tax collection first 

b) High interest rate will impose burden to tax payers 

c) The city Administration is not in a position to manage it 

d) No comment 

e)Otherreasons, ___________________________ _ 

19. Under the present decision of Federa l Government urban land holding system are to be 

converted to single lease system. Do you think this arrangement promotes investment 

in the town? 

a) Yes, it is h ighly promotes investment 

b) Yes it somehow promotes investment 

c) Yes, but its investment promotion may not be significant 

d) No, it does not promotes investment 

d) Othercomments _________________________ _ _ 

20. What type of taxes you pay to city Administration? 

a) Urban land rent & house tax 

b) Income tax 

c)Others ___________________________ ___ 
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21. Do you pay other contributions apart from taxes? 

a) Yes 

b) No 

c) No comment 

22. Are the expenditure priorities and development projects of the city Administration 

coincide with residents' priority? 

a) Yes 

b) No 

c) OtherComments, ____________________________________________________ __ 

23. Have you ever consulted about expenditure priorities and development projects of city 

Administration? 

a) Yes, the city administration a lways consulted with the public 

b) Yes, the city administration some times consulted with the public 

c) Yes, but the consultations are made to meet formal requirements 

d) No, there is no consultation at all 

e) Othercomments, ______________________________________________________ _ 

24. What are the major municipal problems in your locality? 

a) Housing problem 

b) Dry waste collection and sanitation problems 

c) Water supply 

d) Lack of access road 

e) Others, __________________________________________________________ _ 

25. Does the city administration prioritize municipal problems existed in your locality 

while allocating budget and implementing development projects? 

a) Yes, it sufficiently addresses the problems in our locality 

c) Yes, It moderately addresses the problems 

c) Yes, but it only addresses a small portion of the problem 

d) No, it does not considers our problem 

e) Othercomments ____________________________________________________ _ 
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ADDIS ABABA UNIVERSITY 
DEPARETMEMT OF REGIONAL AND LOCAL DEVELOPMENT STUDIES 

QUESTIONAIRE 2 

Part I 

The objective of this questionnaire is to gather informa tion from the bus iness 
community regarding the sources of revenues, its collection, a n d utilization in the City 
Administration of Adama, The data will be used to write Master 's thesis in Regional a nd 
Loca l Development Studies at the Addis Ababa University. The study a ims at 
identifying the problems of revenue collection and fin a n cial management of the City 
Administration and will indicate ways and means to minimize it. Therefore, for the 
realization of this research, your objective, accurate and reliable informa tion is highly 
required . 

Give answers by encircling the letter of your choice under each question . 

l. Age ______________________________________________ __ 
2 . Education ____________________________________________ _ 
3. For how long you lived in the town? ________________________ __ 
4. Occupation ______________________________________________ _ 

Part II 

Questions in detail 

l. Does the city administration has sufficient fina ncial resources to satisfy the demand for 
public Services? 

a) Yes, th e city administration has sufficient financial resources 
b) Yes, it has somehow enough financial resources 
c) Yes, but the financial resources are not adequate enough 

to sat isfy the dem a nd for urban services 
d) No, it has no adequate financial resource 

e) Other comments 

2. Does the tax imposition is based on the abili ty to pay? 

a) Yes 

b) No 

c) No comment 

::3. Does the tax assessment of the city administration is based on fairness principle? 
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a) Yes 

b) No 

d) No Comment 

4. Does the tax assessment committee have representative from business community? 

a) Yes 

b) No 

5. If your answer to question no 4. Is yes how much you have been helped by this 

representa tion in ma king fair tax assessment? 

a) The representa tion has helped us a lot 

b) It has somehow helped us 

c) It does not help us much 

d) I t does not help us a t all 

e) Other Comments ____ ___________________ _ 

6. If you have grievances over tax levies, to whom do you appeal? 

a) Mayor 's Office 

b) Zonal tax appeal committee 

c) Regional tax appeal Committee 

d)Othe rs _____________________________________________ _ 

7. Does the city administration gives orientation to create public awareness before it starts 

tax collection? 

a) Yes, the city administration gives sufficient orientation 

b) Yes, it gives somehow enough orientation 

c) Yes, but orienta tion given lacks necessary details 

d) No , it does not give any orientation at all 

e) Other comment _ ___________________ ____ _ 

8 . Does the city administration collects taxes on time? 

a) Yes 

b) No 

c) Other 
Comment _______________________ ______ _ 

9. Does the city administration have sufficient number of tax collection staff? 

a) Yes 

b) No 

c) Othercomment __________________________ _ 

10. Do tax and charge collectors create problems on taxpayers? 

a) Yes 

b) No 

c)OtherComment _________________ _______ _ 
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II. Do you think that the city administration's finance staff has sufficient record keeping 

ability? 

a) Yes 

b) No 

12. Do Tax and charge collectors are free from mal-practices such as corruption and 

fraud? 

a) Yes 

b) No 

c) OtherComment ________________________________________________ _ 

13. Do you agree that revenue collection problems a re rather created by us (the tax payers) 

than Collectors? 

a ) Yes 

b) No 

c) OtherComment ____________________________________________________ __ 

14. What problem you encounter to get efficien t services from city administration as a 

taxpayer? 

a ) Tax collection is a very slow process 

b) There is no adequate tax collection staff 

c) The tax appeal decision is delayed 

d) Others __________________________________________________ __ 

I S.1t is believed that there are illegal traders who do not pay tax. What are the influences 

these illegal trades imposed on your business? 

a. They reduce our competitiveness 

b . They may jeopardize the business environment 

c. They exacerbate the problems of illicit t rade 

d. All can be the answer 
e. Others, __________________________________________________________ _ 

16. Do you think the city administration can raise more money from taxes and charges if it 

will be able to legalize these traders? 

a) Yes 

b) No 

c)Othercomrnent __________________________________________________ _ 

17. Do you maintain your revenue and expense accounts and show to tax assessors and 

collectors 

a ) Yes 

b) No 

18. If your answer to question no.17 is B, why? __________________________________ __ 
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19. Are there other institutions that impose tax on you? Which a re they? 

20. Do you know tax laws and regulations 

a) Yes 

b) No 

2l. If your answer is no, why? ________________ ____ ____ _ 

22. Does the low revenue profile (poor financial position) of the city administration is 

caused mainly by low tax and charge rates? 

a) Yes 

b) No 

c) Othercomment ___ ____ ____ ____________ _ 

23. If the city administration introduces an increased tariff rate that takes into accoun t the 

ability to pay, do you agree? 

A) Yes b) No 

24. If your answer to question No . 22 is B, what are the reasons and what options do you 
suggest? _________ _______ _ _ ______ ______ __ _ 

25. Do you think that the city administration will cover most of its costs by recovering 

arrears? 

a) Yes b) No c) I don't know 

26. Does the recent urban land lease holding rate is appropriate 

and hence must be encouraged? 

a) Yes 

b) No 

c) Othercommen ts ________________________ __ 

27. Do you think the lease holding policy promotes investment 

and creates sizeable job opportunity? 

a) Yes, it is h ighly promotes investment and creates 

job opportunity 

b) Yes it somehow promotes investment and creates 

job opportun ity 

c) Yes, but its investment promotion and job creation may 

not be significant 

d) No, it does not promotes investment and creates 

job opportunity 

d) Othercomments _ ___ _______ _____________ _ 

28. Does the amoun t and quality service you get is commensurate with the charges and 

taxes you pay? 
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a. Yes 

b. No 

c. Other Comment. _ _ ___________ ___________ ___ _ 

29. Are the charges for electricity, telephone and wa ter fair enough? 

a) Yes 

b) No 

c) Your other comments 

30. Do you get sufficient urban services such as water supply, road maintenance, sanitation 

services etc .? 

a) Yes 

b) No 

31. If your answer to question no. 30 is (b) what do you think are the reasons? 

32. If you believe that service provision is lower than demand, what are causes? 

33. If the service coverage is low, do you think out sourcing of most services to private operators 

will reduce the burdens and cost of the city administration? 

a) Yes 

b) No 

c) No comment. 

34. The city administration has now two structures both for municipa lity and a sta te function, 

does this arrangement create favorable business environment? 

a) Yes it creates favorable busines s environment 

b) Yes, it creates somehow favorable business environment 

c) Yes, but the business environment is not tha t much favorable 

d) No it does not crea te favorable en vironment at all 

e) Othercomments' ____ _ _ _____________________ _ 

35. Does this new arrangement (mentioned in questionno.33) reflect in positive cha nges of 

service provision? 

a) Yes 

b) No 

c) Other Comments _ _ _________ _ ___ _________ _ 

36. Do you agree if the city Administration borrows money from financial institutions to fina nce 

its development projects? 

a) Yes 

b) No 

c) No Comment 
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37. If your a nswer to question 35 is (b) why? 

X cal The city Administration should maximize its tax collection fir s t 

b) High interest ra te will impose burden to tax payers 

c) The city Adminis tration is not in a position to manage it 

d) No comment 
e) Otherreasons ______________________________________________________ __ 

38. If you compare the current city administration of Adama with its preceding ones, which 

of the following is (are) true? 

a) It is much better than its predecessors 

b) It is worse tha n its predecessors 

c) No difference 

d) Difficult to eva luate 

e) Other comments 

39. Which of the following can describe city administration of Adama? 

a ) It is an administrative town 

b) It is industrial town 

c) It is service-providing town 

d) It is commercial center 

e) All 

n Othercomments ________________________________________________ __ 

40. Do you have conclusive remarks? 
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Number ofBossincss community Adaamaa Town by servIce categOIY or by sector: 

Type of Business No Remark 
Whole sale 151 
Retail Trade 2958 
Service Provider 4020 
Industry 330 
Whole Sale 151 
Urban Agriculture 2 
Total 746 1 

Source:Adama3 city Admin ist r:lt ion trade & co. ord ination office 

Note: 1 )Thc Dala is the Current fi gure of year 2006/07 

2 )Thc li st conl ai ns only Ihe licensed number of business community. 
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